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THE WISCONSIN ECONOMY

TUESDAY, AUGUST 6, 1985

CONGRESS OF THE UNITED STATES,
JOINT ECONOMIC COMMITTEE,

Washington, DC.
The committee met, pursuant to notice, at 9:20 a.m., in room 450,

Main Building, North Central Technical Institute, Wausau, WI,
Hon. David R. Obey (chairman of the committee) presiding.

Present: Representative Obey and Senator Proxmire.
Also present: Dena Stoner, professional staff member.

OPENING STATEMENT OF REPRESENTATIVE OBEY, CHAIRMAN

Representative OBEY. Let me welcome all of you here. Let me es-
pecially thank Senator Proxmire for coming for the first day of this
3-day series of hearings on the the Wisconsin economy.

The role of the Joint Economic Committee in Congress is to
review the state of the national economy and to try to evaluate
both public policy and activities in the private sector, in order to
try to help the country determine what policy mix is best suited to
sustain long-term economic growth and assure a decent economic
condition for America's citizens.

As you know, Senator Proxmire chaired this committee on two
occasions, and I took the chairmanship of the committee this year.
Since we were both members of the committee and that I was
chairman, we decided to bring together in one place some of the
best information about the shape and nature and state of Wiscon-
sin's economy as we move into the last 5th of the 20th century.

We will be doing three things over the next 3 days.
Today we will be hearing from witnesses who are trying to ana-

lyze or comment upon the State economy as they see it now. We
will be hearing from witnesses who want to express their concerns
about the State's economy. We will be hearing tomorrow from a
wide variety of people, including Governor Earl, on what State gov-
ernment is doing to try to respond to some of our problems and
capitalize on some of our strengths.

We will also, later in the day tomorrow, be focusing for a while
on the specific problems which are being faced by the Wisconsin
River Valley and north-central Wisconsin. And on Thursday we
will be taking a look at how Federal policy impacts the State of
Wisconsin and its economy.

There is much that Wisconsin can do to deal with its own prob-
lems, and we will be hearing a lot about that over the next 3 days.
But there are also many things over which the State has very little
control. It cannot control, for instance, what happens on Federal
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fiscal or monetary policy. It cannot control Federal jobs policy. It
cannot control Federal tax policy. And it certainly cannot control
what happens on Federal tax policy, which is something that I
think both of us are very concerned about, and I am sure a lot of
other people in the State as well.

Yet all of those national policies influence Wisconsin directly,
not just Wisconsin government but also the decisions of corpora-
tions to locate in Wisconsin, to stay here, and the ability of workers
to find jobs here.

The State also certainly does not have control over the agricul-
tural policy being pursued by the Federal Government at any given
time, but it certainly is very much affected by that policy. We will
be here today to hear people's concerns expressed about the econo-
my, to hear what the State's response is to the problems as they
see them, and to also examine how Federal actions and policy are
affecting Wisconsin.

I have been asked why we are holding these hearings in Wausau
rather than in a more metropolitan area of the State where we
might have a bigger audience. I would suggest that the answer to
that question is simple. First of all, those of us from the North like
to feel that, important as Milwaukee and Madison are to the econo-
my of the State, that it is the economy of the State as a whole that
counts, and that it is good once in a while to delve into these things
in areas other than the two major metropolitan areas of the State.

Second, there is another simple answer, Wausau happens to be
my home town. So I tend to view things from the perspective of
Wausau rather than Milwaukee or Madison or any other communi-
ty.

I know economics may sound like a dull subject. If I need proof
of that, all I have to do is talk about it at a public meeting and I
can see people's eyes glaze over. I can see them look at their watch
and I can see them wondering when I am going to get onto some-
thing that is interesting. But the fact is, what we are talking about
is how we develop more business and job opportunities in the State,
how we position the State to be more competitive so that the
younger generation of families just now entering the economic
mainstream has the same kind of economic opportunity which has
been generally available to families in Wisconsin over the last 30
years or so. The purpose of these hearings is simply to give people
an opportunity in one place in a concentrated period to talk about
those problems so that we can build a hearing record which people
can go to, take a look at, perhaps get some idea of how other people
from different walks of life view the State and our problems, and
also to get, perhaps, some ideas about how to approach them.

I am very pleased, as I said, that Senator Proxmire is here today.
Let me call on him for some comments before we hear the first wit-
ness.

OPENING STATEMENT OF SENATOR PROXMIRE
Senator PROXMIRE. Thank you very much. First, I want to con-

gratulate you on holding these hearings. This is the first time, to
the best of my knowledge, that really comprehensive hearings that
lasted more than a day have been conducted by the Joint Economic
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Committee in Wisconsin, and they may be the first in the country.
I am not sure about those Indiana hearings that Congressman Lee
Hamilton conducted, but I think that these are certainly unusual
with respect to the depth you have and also with respect to the ex-
cellence of your witnesses.

I have had a chance to review the testimony, much of it was sub-
mitted in advance. I am tremendously impressed by its excellence.

Let me just say a few things about the State and then about how
difficult it is for us in the Federal Government to handle this situa-
tion.

In the first place, Wisconsin does have some really very, very
powerful strengths. One is demonstrated right here at this institu-
tion. We have a higher proportion of our people attending vocation-
al and technical education than any State in the Union by far.
Most of those people are not students in high school or in college,
they are adults who are working and in many cases working full
time.

That is a great strength because it means that when employers
come to this State they can hire skilled people. They can get people
trained and trained quickly and expertly, and it is one of the ele-
ments that the Wall Street Journal referred to when it talked
about Wisconsin as being the star of the snow belt. It is truer now
than ever.

Also, our high school graduates had the best scores in the coun-
try on one of the most important series of tests last year, and I
think that indicates the excellence of our education in Wisconsin at
the secondary and primary level.

One other element I can mention, because it is not partisan, is
that whether we have Republican or Democratic administrations,
we have clean government. Unlike some of our neighboring States,
we have a solid reputation of scandal-free government with people
who are elected to office to run our State and local communities
with a remarkably clean record.

All of those are great assets, and perhaps the greatest of all is
the University of Wisconsin. I think it is great that our lead off
witness, Mr. Nichols, is chairman of the Economics Department of
the University of Wisconsin. Not only if you are a Wisconsin
Badger, you are proud of it, but also if you want to make an objec-
tive analysis of a top flight university, that is it.

I don't think anybody in this room, with the exception of Dave
Obey, appreciates the fact that the most recent statistics show that
the University of Wisconsin got more Federal research money,
more Federal investment than any public university in the country
with the exception.of two very large institutions in California.

I think that is a great tribute to the University of Wisconsin. It
got more than Harvard, more than Yale, and more than most pri-
vate institutions, the University of Chicago, and as I say, any
public university, more than the University of Michigan or any
others. It followed excellence.

Let me just say something about the appalling situation we have
in terms of economic policy at the Federal level. We have a deficit
that is a disgrace. I happened to vote against the budget resolution,
some very able and thoughtful people voted for it. I voted against it
because I thought it was a wimp of a budget resolution. It's going



4

to do nothing. If we can't do anything effectively about that deficit
this year, I don't don't know when we can.

We are in a period of relative recovery. We are in a period of no
election in 1985. Next year will be an election year; next year it
will be a lot tougher. It is going to be very difficult for us to cut it.
In my view, on the basis of any mature objective analysis, if you
have realistic economic projections, we are going to have a deficit
of about $200 billion in 1986; a deficit of $200 billion is the esti-
mate, the official estimate for 1985.

As you know, since 1982 we have had a series of the most appall-
ing and disgraceful deficits that this country has ever had in peace
time. But I think these deficits illustrate the feeling of uncertainty
and a feeling that we don't really have control of our economic des-
tiny. Because if anybody should predict what would happen with
this deficit we have had, he would say that it would stimulate the
economy and stimulate the economy vigorously. That is what the
classical economists tell us. But that hasn't happened.

We have had unemployment stall at 7.3 percent since Febru-
ary-a very high level. Only 2 years since 1941 has it been that
high. But it stalled at 7.3 percent and hasn't improved in spite of
the terrific fiscal policy. Some people say restrain monetary policy;
that is the Federal Reserve Board jurisdiction. Well, that isn't true.

In the last 6 months we have had an explosive monetary policy-
a rate of increase in the money supply better than 10 percent with
the growth in the real GNP of only 1 percent. In other words, 10
times what you would normally expect. And in June it was a 20
percent annual rate of growth; that is an increase in the money
supply. And in spite of all that, as I say, we are right where we
are, without any improvement in unemployment. So I think that
the economists are maybe modest, but they have a great deal to be
modest about.

Then I just have a couple more things I would like to mention.
One is that if we do cut the deficit, and we should, it is very

hard. It is hard for people who aren't in politics to understand how
difficult it is now. What do you do when you cut the deficit? You
cut spending programs. That is the best thing you can do in my
view. And you increase taxes, both of which are extraordinarily un-
popular politically. Nobody wants popular programs cut, but we
have to find a way to cut them.

Those who say, well, you can cut the military programs, well, we
should. I was one of the five members of the Senate who voted
against the authorization bill because it was too high. Only five
Senators did. But I can tell you, as one who has voted against the
MX, the B-1, the neutron bomb, the nerve gas, and so forth, not
enough. You have to cut other programs. Cut them sharply. It is
very, very hard to do. Including programs that have benefited
Wausau, programs that benefited Wisconsin, programs that benefit
millions and tens of millions of people here in this country.

We have to increase taxes. That is extraordinarily difficult.
I have been shaking hands at the State fair for the last 4 days.

And the one constant I get is people say, cut our taxes. Well, folks,
we can't cut your taxes. It is just something we can't do and can't
do responsively. I feel like when you are a Member of Congress
you, no matter what you do is wrong if you have the kind of budget
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resolution we have, you are wimping out because you are not really
cutting the deficit.

On the other hand if you do cut the deficit you make people mad
because you cut their programs and increase their taxes. It is like
the little boy who was kicked out of the Catholic school for cussing
and out of public school for praying.

There is just no way you can win, whichever way you turn. I am
looking forward to these hearings. Maybe they can give us some
wisdom, which we need, and some strength and courage to do the
kinds of things we ought to do in Washington, as well as the best
advice on how to help Wisconsin, and particularly northern Wis-
consin.

Representative OBEY. Thank you.
Our first witness is Mr. Donald Nichols, chairman of the Depart-

ment of Economics at the University of Wisconsin. He is executive
secretary of the Governor's Council on Economic Affairs. We have
asked Mr. Nichols to provide an overview of the Wisconsin econo-
my, focusing on how the national economy affects the State, and to
provide the committee with projections for how the State's econo-
my is likely to fare in the years ahead.

I do want to make one other announcement before Mr. Nichols
proceeds. If anyone is interested in having a copy of the hearing
record that we will compile the next 3 days, please let one of the
staff people know in the back of the room and when it is printed
and reproduced, we will make sure you get a copy of it.

With that, let me ask Mr. Nichols to please proceed and tell us
anything he wants to tell us.

STATEMENT OF DONALD A. NICHOLS, CHAIRMAN, DEPARTMENT
OF ECONOMICS, UNIVERSITY OF WISCONSIN, MADISON, AND
EXECUTIVE SECRETARY, WISCONSIN GOVERNOR'S COUNCIL ON
ECONOMIC AFFAIRS

Mr. NICHOLS. Thank you.
I appreciate this chance to appear before you today and give you

my opinions as to how national economic policy is affecting the
State. Also, I appreciate your kind words about my university and
your somewhat, I grant your somewhat less than kind words about
my profession. I have a prepared statement. I would like to submit
it for the record.

Representative OBEY. Would you like to say anything about our
profession?

Mr. NICHOLS. That is coming.
Manufacturing is in great trouble in the United States today.

The world's economy is changing rapidly and it is changing to our
disadvantage. There are good and bad aspects to this, of course.
The good we all recognize are the new products we see available to
us and the decline in prices on old products that are out there. This
is how our living standard has improved over time and it is how it
has been improved over the centuries.

The bad, of course, is the dislocation that comes with economic
-progress. Old factories are shutdown as new products are produced
and the old products are no longer needed. Production shifts from
high-cost areas of the globe to low-cost areas, and again factories
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are shutdown, and with the shutdown go the hopes and dreams of
lots of people who worked in that factory, and people in the com-
munities around who had depended on that flow of income into the
community to keep them going.

The regional effects of the current dislocations we are facing are
especially severe. The entire Great Lakes region is growing far
more slowly than the rest of the country. Wisconsin is growing
about 1 percent more slowly than the rest of the economy and has
been doing that for the past 5 or 6 years, and is anticipated to do
that in the foreseeable future.

We have had a great loss of jobs in durable goods manufacturing,
all part of this transformation process.

U.S. durable goods manufacturers as a whole have been hit with
a triple whammy. One is the increase in low-cost high-quality com-
petition from the Far East. A great growth in new productive ca-
pacity is responsible for some of these new products we enjoy, and
responsible for some of these low prices we observe on the old prod-
ucts. Nonetheless it is a stiff new competitor, not welcomed by our
own codomestic producers, of course.

The second problem is that our own international customers
where we usually sell our goods have not recovered from the reces-
sions that began in 1980, associated with that second OPEC oil
price increase. That is, Europe and Latin America still lag behind
and these are traditionally the best customers for our durable
goods.

So we have got our own markets not growing. We have got our
competition growing enormously. This would be a difficult time for
domestic manufacturers even if we had our own policy in order.

But the third element of this whammy is that domestic policy is
not in order. The high deficit had led to high interest rates. The
growth in the economy since 1979 has not been accommodated
properly by monetary growth, I feel. Interest rates in real terms
remain high. They have been at record levels in the past few years.
This combination of policies leading to those high interest rates has
caused the dollar to appreciate in value. Foreigners have found it
worthwhile to put their savings over here. As they put their sav-
ings over here, they have to buy dollars. To buy dollars, the price
of dollars rises.

Once the price of dollars rises, this means the prices of products
that are sold, in terms of dollars, has to go up abroad. So we have
found that our manufacturers have had to raise their prices in for-
eign markets, not because they have not been diligent holding
down their own costs, but simply because the currency of our coun-
try has gone up in value relative to foreign currencies.

This increase in price is going on at a time when markets have
disappeared, at a time when there is great new competition for
those same markets. This triple whammy has caused many firms
to just switch the location of their production out of the United
States completely toward the Far East, that is the most dramatic
move, but toward other sources of low cost manufacturing as well.

No one knows how much of this problem being faced by our du-
rable goods manufacturers is a temporary one that will be re-
versed, or that would be reversed if we could bring our dollar down
by bringing interest rates down, by balancing our budget.
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Some of the problems surely will remain. This growth in manu-
facturing capacity in Japan, Korea, Singapore, et cetera, is not
going to go away. These are going to be hardy competitors for the
next century. But some of it would go away. Our ability to lower
our prices abroad would be welcomed. This would certainly slow
the decline that we have seen in our manufacturing base recently.

So I would say this is a particularly inappropriate time for us to
be following the kinds of overall economic policies that we are fol-
lowing, policies that tend to raise interest rates, raise the value of
the dollar. I will speak at the end of my testimony about some
other kinds of policies that I think should be adopted. But the
major one is recognized, it is just a difficult thing to do. And that is
to move closer toward budget balance.

I think this last budget resolution was an important step that
had to be taken, but only a partial one, a move toward budget bal-
ance offset by monetary accommodation, which I think would be
there. I think the Federal Reserve is very willing to do their part
to help this economy recover. They just don't want to print lots of
money on top of this high deficit that we already have.

I want to talk a bit about Wisconsin's stake in all this, and then
get back to these national forces that we see, or global forces that
we see.

How far is Wisconsin behind the rest of the country in this recov-
ery?

Well, our employment levels are only now back to 1979 levels.
We have heard in the last few months as monthly employment
data have been released that we are setting a record for the month.
This is the first time we have been able to say that in 5 to 6 years.
The rest of the country has been setting records regularly.

Employment in the rest of country is now up 7 percent above its
level of 1979. We are just back to even. I think this entire weak-
ness that we see can be attributed to the weakness in our durable
goods manufacturing sector. Employment in durable goods manu-
facturing was at a level of 397,000 in 1979. It is still 78,000 below
that level. So that employment went down. It went down much fur-
ther than it is now and came back substantially, but it is only back
to a level 320,000 at the moment, from a level that was 397,000.

This job loss plus jobs associated with this, jobs in the restau-
rants where these workers would spend money, and stores, those
jobs together explain the shortfall behind the rest of the country in
growth since 1979.

This is not, as I said, a problem that only Wisconsin has, the rest
of the Great Lakes States have shared it. They have shared it to
the extent that they too have been concentrated in durable goods
manufacturing.

The areas of Ohio, Michigan, Illinois, areas that are in basic steel
have done the worst. We are spared that. We are not heavily in-
volved with basic steel but we are heavily involved with industries
that use basic steel, and it is our lack of demand for that basic
steel that has caused these other industries to be in trouble.

Wisconsin also is hurt, not by just being in durable goods manu-
facturing, but is hurt by the fact that within durable goods manu-
facturing we tend to be heavily concentrated in older metal based
industries, construction of agricultural equipment, as opposed to
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lighter based manufacturing industries. There has been a shift
within manufacturing out of the older heavy industries and toward
the new ones.

Just last month the Federal Reserve released a new set of data.
They completely revised all data going back a decade and changed
our view quite dramatically of what has been going on. So the Sen-
ator implied the economists have difficulty foreseeing what is going
on, or understanding. We don't even know what the past was, ap-
parently, when we see data revisions of this magnitude come along.

We had thought these fast new growing electronics industries
would grow at a rate of 9 percent a year between 1977 and 1984.
We find out they have been growing at a rate of 14 percent per
year, dramatic change from one very high level to another even
higher level.

These industries, the fast high-tech industries that were isolated
as one group by the Federal Reserve are the industries of office
and computing machines, copiers and related equipment, electronic
components, and medical instruments. These as a group comprised
6 percent of our total national production in 1977, but they are up
to 12.9 percent today. So they have doubled their share, doubled
their importance of total production in the United States.

They contrasted the performance of this group with a slow-grow-
ing group. That group included agricultural equipment, construc-
tion and mining equipment, railroad equipment, commerce, ship
building, primary metal production. The kind of industries where
Wisconsin is disproportionately represented. These industries had
been bigger in 1977 than that electronic group. They had comprised
8 percent of total production, but now their share has shrunk to 4.7
percent. Production remains below the 1979 level on a national
basis.

The regional effects we feel are not so much because our region
is losing out to other regions within these industries, but the indus-
tries that are within our region are losing out on a national basis.

There has also been a shift within the economy as a whole away
from investment in industry as a whole, including manufacturing,
into commercial and office building construction. This I think was
accelerated by the 1981 tax change which made real estate invest-
ment more profitable than it had been in the past.

We now have a vacancy rate of 17 percent in office building and
still new office buildings are being put up. This is a rate that is
high by historical standards. New construction in office buildings,
using our past rules of thumb, would have to be predicted to be
low. I would have predicted it to be low for 1984 based on this high
vacancy rate. Yet extraordinarily high levels of construction are
going on. It apparently pays to put up these buildings with that va-
cancy rate because of the tax advantages associated with them.

The short-run strength of this construction boom is keeping our
economy afloat temporarily, and replacing some of the strength
that we used to get from the manufacturing economy.

How can we continue to grow in a very unbalanced nature with
this wealth of service development and no manufacturing base to
support it?

One of the answers is, we have had an enormous growth of con-
struction. Construction of office buildings, of commercial shopping
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centers, et cetera, that has been financing our development, has
been providing incomes to workers that they can spend on the serv-
ices, et cetera, but this is artificially stimulated, stimulated by that
enormous tax cut of 1981. It is really tax breaks on this investment
that are making it fly. How else could it be so profitable when
many of the buildings sit empty or partly empty?

One of the imbalances is in part due to the fact that we have had
this big tax cut, and this big tax cut has effectively subsidized cer-
tain kinds of real estate construction, and this subsidy has led to a
substantial growth in real estate construction, which is what has
kept us going as our manufacturing base has diminished.

I think it is hard to exaggerate the size of our manufacturing
problem, the size of our import problem, our foreign sector. I have
included two tables with my prepared statement that come from a
publication of Data Resources, a national consulting firm. This is
the firm we use at the State level, for our own economic forecasts
that we use as a basis for the Wisconsin econometric model, that
our own department of revenue uses to forecast the State's econo-
my and provide revenue estimates.

These two tables show what has happened to our exports and im-
ports. The exports side is a disaster. Exports in 1984 are lower than
they were in 1981. Exports of agricultural products, we all know,
are way down. The shock is the decline in exports of capital goods.

Capital goods-there are 11 categories of capital goods outlined
in this table, 8 of them are down. The only three that are up are
the new electronic type industries, computers, but broadcasting
equipment is up, and communications, telephone type equipment is
up. All the others are down and some of them down by massive
percentages.

As I say, the total is down as well.
When we look at imports it is equally a disaster. Imports of vir-

tually all kinds of manufactured goods are up dramatically. The
growth in imports of capital goods in 1984 over 1983 is over 50 per-
cent. A 50-percent increase in a number that was already quite
large is an astounding change. These imports are not only in these
old heavy metal based industries but they are in the new electronic
based industries. Computers imports grew at a rate of 63 percent
last year, until now they exceed our exports.

Remember one of the stories we had been told was that this
country is going to get out of the old heavy metal industries and
import that stuff and pay for it by exporting computers and sophis-
ticated equipment. But we see we are now even importing the com-
puters. We import more than we export.

Last year was the first time we passed into that state.
I think a major cause of this is the high value of our dollar. Our

dollar has gone up over 40 percent since 1980. That is another way
of saying we have had to raise the prices of our products abroad by
40 percent compared to foreign production. And we just can t
reduce our costs by that much to offset this fact.

The high value of the dollar can be traced to many sources, some
of which are also out of our control. The Japanese have freed up
their domestic financial markets and their citizens are now able to
buy our financial instruments indirectly, through their pension
funds and financial institutions. But they can buy our securities,
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and there has been an enormous demand in that way. The Japa-
nese are high savers and so their purchases of our securities have
helped support our dollar. And because our dollar is so high, their
products are able to sell over here.

So the flow of purchasing power that we have seen now is one
whereby we have a big deficit, financing, partly, construction of
these buildings through these tax breaks. This construction gener-
ates the income for our workers who go out and buy foreign goods
that the Japanese produce. Their producers then save the money
and buy those securities that we use to finance our tax cut. That is
the flow of funds at the moment.

Our manufacturers have been cut out of this circle, a percent of
them have been cut out, to a certain extent, of this flow of funds.

What can be done? It is the very tough job the Senator talked
about in his opening statement. Cutting outlays and raising taxes.
None of them are popular. Everybody wants you to balance the
budget, and I am here to ask you to balance that budget, too. I also
implied a criticism which I can reemphasize here, that our econom-
ic statistics are in sorry shape. Budgets for them have been cut,
too. So it is hard to know what is going on in some areas. Some of
the regional data in particular are in bad shape.

I am asking you to cut the budget and to raise funding for statis-
tics. You must hear this all the time from everybody else. My anal-
ogy is that if you tell someone to go on a diet and slim down, it is
not wise to have them put their eyes out. That is what these statis-
tics are. That is, now we know what is going on, how we see the
economy. It is not the first set of spending that should be cut. It is
our understanding of ourselves, our knowledge of what our econo-
my is doing. I think if the budget were brought into better balance,
the Federal Reserve would provide the extra funds. They have been
willing this year to provide extra funding when they see the econo-
my start to slip away. So I certainly recommend that.

I think a second line of policy should be considered again; the old
trade adjustment assistance has come into great disfavor. But
something of that form is probably needed to help this region of
the country out and to help those industries out that are especially
hard hit.

But I also think we need to consider a form of industrial policy
that we have not had in the past. We have not had it because we
are not good at it, and we should be very careful and take tentative
steps in that direction. The Japanese are so good at it, however,
that we have no choice but to respond.

I think we find ourselves in a worldwide strategic game now for
markets, only we are not playing. We are telling our domestic en-
trepreneurs to go ahead, and this is a world of competition, and if
they can get their costs down, fine. The Japanese are choosing cer-
tain markets that they want to dominate, and they are cutting
price in those markets far below their own costs just to take the
market over. There industries are organized very differently from
our own.

A big Japanese industry like Panasonic, they sell microwave
ovens and they sell computer chips far below cost. We have compa-
nies, Texas Instruments and Intell who make computer chips and
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live by that. They can't compete if the price of computer chips falls
far below cost. They get in real trouble and we have to respond.

I am someone who favors free trade. I certainly think it makes
sense for us to buy products at the lowest cost, and it makes sense
for the world as a whole to have them produced where they can be
produced at low cost. But I am very much opposed to unfair trade.

I oppose subsidies being given by the Japanese through their own
private sector, subsidies from the microwave producers to the elec-
tronic chip producers. I think it is a very bad message to send to
our entrepreneurs. If they develop a product, invent a product, we
should defend that market for them. They should not then feel that
that market is going to be stolen from them by someone whose
costs are a little higher but who wants the market so desperately
that they will undersell whatever they charge.

So I was happy to see that the International Trade Commission
did say they were going to do something about the 64K RAM chips
which is one of the major areas where this onslaught has gone on
at the moment. This is the area of the future for the economy, and
we have to make sure we are competitive in that.

We have been bad at industrial policy. We haven't tried it very
much. I think we have been very good in a few industries like agri-
culture where we have a tremendous efficient Government. The
Government does research that creates the new products, gets it
out to the private producer who produces and competes with his
fellow farmers without having to develop the new product himself.

I think we have been good at research in general. We have devel-
oped terrific military products with Government financed research.
So one of the things this country seems to be able to do well is to
manage and organize research efforts. We can put a man on the
Moon when we do it through Government organization. I think
some Government research into manufacturing methods is in order
at this time, when our manufacturing sector is in trouble and when
it is so important for our future.

I think the future of this State is tied to manufacturing and will
be tied to it for decades to come in the future, and that any nation-
al effort to support the manufacturing industry would help us dis-
proportionately.

Thank you.
[The prepared statement of Mr. Nichols follows:]
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PREPARED STATEMENT OF DONALD A. NICHOIS

The world's economy is changing rapidly. Wisconsin is changing

with it. Some of the forces driving this change are progressive,

and should be encouraged. Others are the unwanted side effects

of bad economic policies at the national level.

The most desirable features of the rapid change have been

the introduction of a wide variety of new products and the

reduction in the prices charged on old ones. This has led

to an increase in living standards.

The most troublesome characteristic of the rapid change has

been the dislocation it has caused. Factories that produce

the old unwanted products have been closed. Production has been

shifted from high cos.t areas of the world to low cost ones.

Many jobs have been lost in the process, and with them have

gone the hopes and dreams of many people.

Wisconsin and the rest of the Great Lakes states have suffered

more than the rest of the country from the loss of jobs. This

region is heavily dependent on durable goods manufacturing, which

is one of the most rapidly changing sectors of the world's

economy.

U.S. durable goods manufacturers have been hit with a triple

whammy: (1) There has been a dramatic growth in the capacity
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to manufacture high quality, low cost durable goods in the

Far East. (2) There has been an incomplete recovery in many

of the world's economies from the recessions of 1980 and 1982.

This is especially true of Europe and Latin America, who are

tradionally our best customers for durable goods. (3) Domestic

producers have been placed at a great competitive disadvantage

due to the artificially high value of the dollar, which has made

our products more expensive abroad, while making foreign products

cheaper here.

No one can tell how much of the problem now being faced by

domestic durable goods manufacturers is due to the second

and third factors, which are temporary, and how much is due

to the first factor, which is permanent. But the effect of

them all has been to generate a very unbalanced recovery,

with some unprecedented, and possibly, dangerous characteri-

stics. The most troublesome of these is the massive trade

deficit, which has quite dangerous possibilities for the future.

This deficit, which is largely in manufactured goods, is also

reflected in the very incomplete recovery in domestic manufac-

turing, whose growth since the last recession now lags far behind

that of the service sector.

No one knows the long run consequences of the incomplete recovery

in domestic manufacturing we are now experiencing, or the rest of

the imbalances associated with it. Our economy is sailing in

uncharted waters. Even the short-run consequences of these
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imbalances are badly understood. Quite possibly, for example,

the current recovery has run out of steam due to the continued

drain on domestic incomes of goods purchased abroad. Forecasters

disagree over the importance of this phenomenon, which may tell

us how uncharted the waters are.

It should be clear, however, that it is particularly inap-

propriate at the present time to be following policies that have

the effect of raising the value of the dollar. A reduction in

the deficit combined with an easing of monetary policy would help

bring down interest rates and the dollar, and would provide

domestic manufacturers with some well needed breathing room. It

is this policy that I urge on you today.

I also think we should begin to think about what is called

industrial policy for the United States. Had we had even the

most rudimentary of industrial policies, such as the requirement

that a chapter appear each year in the Council of Economic

Advisors Annual Report on the topic, it is possible that we would

have recognized the consequences of our actions before now.
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WISCONSIN'S DEPENDENCE ON DURABLE MANUFACTURING

Wisconsin's income growth has been well below the national

average since 1979. It is expected to remain below average in

the near future as well. This performance reflects several

forces that are evident in the national and international

economy, some of which are distortions caused by bad policy at

the national level.

By how much is Wisconsin behind? Employment in Wisconsin is only

now beginning to exceed its 1979 levels. The last few months, we

have seen Wisconsin employment reported to be at record levels

for the month. In the rest of the country, non-agricultural

payroll employment is now about seven percent higher than it was

in 1979. They have set new records in many months in the past

few years when we have not. Some of this slow employment growth

has been offset by out-migration and some by a slower growth in

the labor force, so that the unemployment rate has only increased

about a point relative to the national average. Meanwhile, for

those who have remained in Wisconsin, real per capita Personal

Income has grown at a rate of only 0.7% since 1979, while for the

country as a whole, it has grown at a rate of 1.4%.

This difference can be attributed to the weak performance of Lhe

durable goods manufacturing sector, which had traditionally been

Wisconsin's strongest economic sector. Employment in durable
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goods manufacturing reached 319,900 in early 1984. This was a

substantial improvement over the recessionary level of 1982, but

it was still well below the peak level of 397,400 reached in late

1979. Had this sector grown at the same rate as the rest of the

economy, the gap between the growth in Wisconsin over this

period, and the growth in the rest of the country, would have

been insignificant.

The rest of the Great Lakes states, with the exception of Minne-

sota, have fared even worse than Wisconsin, because they are even

more heavily dependent on durable goods manufacturing than we

are. Furthermore, some of the industries within durable goods

where they specialize have been Lit even harder than our own. We

do not have much basic steel, for example, which has been hit

very badly.

The performance of the entire Midwest region reflects national

probems in these industries. First there is the decline in the

United States' share of the world export markets for capital

goods and for durable goods in general. Second, the mirror image

to that is the increasing share of foreign producers in the

market for durable goods within the United States. Third, there

is a change within the U.S. durable goods manufacturing sector

from heavy metal-based manufacturing toward light electronics --

Wisconsin being much more heavily involved with the former

industries than with the latter. Finally, there is the changing

composition of production within the U.S. over the past few years
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in which investment in facilities for industrial production in

general has been displaced by office and commercial construction.

Each of these forces is examined below.

FORCES AFFECTING MANUFACTURING TODAY

Manufacturing industries are being swept by several forces

today. There are changes in the product mix due to changes in

consumer taste and in technology; there are changes in production

methods, driven again by new technology, but also by increased

competition from abroad; there is an internationalization of

production and markets, with all the world's firms competing for

the same customers, and with some products being assembled from

parts produced in different places all over the world. Perhaps,

the most striking of these changes, and the most significant from

a long-term perspective, is the rapid growth in low-cost high--

quality manufacturing capacity in the far east.

The Continued Importance of Manufacturing

It is significant that I did not include on this list of chal-

lenges the commonly stated position that manufacturing faces a

problem because it is a sector of declining importance, and that

there is a general shift in the world's economy toward services,

and away from manufactured goods. This is because I don't see

this shift in the data.
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Consumers spend about the same percentage of their disposable

income on durable goods today as they did 35 years ago. Invest-

ment in durable equipment by businesses is somewhat higher

as a percentage of GNP than it used to be. Government purchases

of durables have fluctuated over this period, depending largely

on the level of defense expenditures. These expenditures are now

rising, though they are still lower than they were a few decades

ago.

It should be clear from these data that the importance of durable

manufactured goods to the end user is not decreasing. Further-

more, goods in general, including manufactured goods, continue to

make up a disproportionate share of world trade. The idea that a

bright future awaits the country who finances itself with service

exports rather than with manufactured goods is at best an

untested hypothesis, and, at worst, a dangerous myth.

I don't think we can afford to base our economic development

strategy on the unproven theory that we can remain the richest

nation on earth without having a vigorously competitive manufac-

turing sector. This is to say nothing about the possibility of

remaining a first class military power under those conditions. I

believe we are too big to expect that our future can be like

Switzerland's, a country that does well on the basis of a large

level of export services, like banking.
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The Changing Composition of Industrial Production

Newly released data on industrial production show us that the

switch toward new electronic-based goods and away from heavy

metal-based goods is going on much faster than we had thought.

Last month's Federal Reserve Bulletin presented a major revision

of the industrial production data.

As one of the highlights of that presentation, two groups of

industries were defined, one fast-growing and one slow-growing.

The fast-growing group included the "high technology" industries

of office and computing machines, copiers and related equipment,

electronic components, and medical instruments. These industries

made up 6.1% of total production in 1977, but by 1984, they had

grown to be 12.9% of the total. Using the unrevised data, we

would have estimated their growth rate to be 9%, but using

the new data it appears to have been closer to 14%.

The slow-growing group included agricultural equipment, const-

ruction and mining equipment, railroad equipment, commercial

shipbuilding and primary metal production. These industries made

up 8.0% of total production in 1977, but have since fallen to

4.7%. Production in these industries remains about 40% below

their peak levels of 1979.

Wisconsin has the misfortune to be heavily represented in some of
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the slowest-growing industries. Agricultural and materials

handling equipment, for example, are produced here. We are also

less than proportionally represented in the rapidly growing

industries.

The Changing Composition of Economic Activity

Investment has swung, in recent years, away from manufacturing

industry and toward commercial and office construction. This is

attributed to the new tax law enacted in 1981, which greatly

increased the after-tax return on investments of these kinds.

Whether this change will prove to be beneficial to the economy

from a long-run perspective remains to be seen.

Certainly the immediate effect of this law has been distortion-

ary. Construction of new office buildings has been so excessive

in recent years that we now have a vacancy rate of 17%. With

such a high vacancy rate, new construction of office buildings

would seem to be unnecessary. Historically, vacancy rates at

this level would discourage new construction. Yet the boom

continues, because the tax law makes it profitable to put these

buildings up even if they sit partly empty.

While the short-run strength of this construction boom may have

surprised us, we should not delude ourselves into thinking that

our economy can permanently support construction activity at this

level. When the demand for this construction disappears, it will

be hard to find new sources of strength to replace it to support

full employment.
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THE CHALLENGE TO DOMESTIC MANUFACTURING POSED BY IMPORTS

It is hard to exaggerate the problem that foreign competition now

poses to domestic manufacturers of durable goods. An examination

of our trade balance data shows how much our foreign position has

deteriorated.

The attached tables from the April DRI Review summarize our

recent trade experience.

1) The export table shows the incomplete recovery we have had

in our sales abroad since the recession of 1982. Despite a small

recovery in 1984, total exports were still lower for 1984 as

a whole than they had been in 1981. In some industries, such as

machine tools, the decline over this period nas been dramatic

(-414).

2) Note the continued decline in Agricultural sales in 1984,

even as the other export sectors finally turned around.

3) The capital goods sector is a disaster. Capital goods are

the most complicated machines made, and a strong trade surplus in

capital goods is a good sign of an anvanced economy. Only three

-f the eleven capital goods sectors reported in Table 1 exhibit

export levels that were higher in 1984 than they had been in

1981. Exports of capital goods as a whole remained well below

their 1981 level, and the extent of the decline was exceeded in
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percentage terms only by the decline in agricultural exports.

On the positive side, note the gratifying growth in the exports

of computing equipment. The only other two sectors to show

growth were also electronic, namely, broadcasting equipment and

telephonic equipment.

4) Now, turn to the next table which shows the recent experience

with imports. The last column of that table shows the percentage

growth in imports in 1984. These data are shocking. Note,

especially, the growth in the import of capital goods, the sector

which we saw was a disaster on the export side. Capital goods

imports as a whole increased by over 50% in 1984. This is much

larger even than the 37% increase in imports of automobiles,

which has received far more attention.

5) Most shocking to me in this table were the figures for

imports of computers. I could believe that we would become a

heavy importer of steel and metal-based manufactures, but I had

thought that we would remain for the foreseeable future, a net

exporter of high-tech electronic-based products. But the table

shows that imports of computers and business machines grew from

$9 billion in 1983 to over $14 billion in 1984, exceeding in

that year even our own exports.

This does not mean that Silicon Valley is in for a decline, of

course. Growth in computing is expected to be so strong world-
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wide that our own producers will do well even if they have a

shrinking share of the market. But it does point out that it is

not just the rust belt that is vulnerable to international

competition, and it raises the very disturbing question of what

we will export in the future to pay for our imports?

6) Finally, the size of the overall merchandise trade deficit in

percentage terms is truly shocking. We would have had to

increase our exports of all products by 50% in 1984 to pay for

our imports. But because we did not export these goods, we were

forced to pay for the imports with borrowed money. As a result,

our debt abroad grew substantially. If these deficits continue

for a few more years at these levels, the interest costs on

international debt will force us to be a substantial net exporter

of goods to pay for them. To do this, the dollar will have to

fall substantially, which will compound the difficulty we will be

having in paying for our imports. Further compounding our

difficulties will be the fact that we will have lost our position

as the world's major supplier of complicated machinery, which is

the kind of product we are supposed to be good at exporting.

Something fundamental is happening to world trade that is quite

different from what is presented in Economics 101.
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FEDERAL POLICY AND THE IMPORT PROBLEM

Our current external position is unsustainable. Its long-run

consequences are not clearly understood, nor do we have a good

sense of how this imbalance will be righted. Will the dollar

just fall benignly as interest rates come down, and will this

right our problem? How much must it fall to bring balance to our

external accounts? Will domestic manufacturing recover once the

trade balance is cured? We have a dim view of the answers to

such questions.

What we do know, however, is that the current flood of imports is

being encouraged by the strong dollar. It is hardly a coin-

cidence that the value of the dollar soared in international

markets in precisely the same period in which our trade balance

collapsed. And, what we also know is that our badly imbalanced

domestic policies are contributing to the height of the dollar,

and, thereby, making this problem worse.

The sources of our imbalanced domestic policies go back a few

years. In response to the second major OPEC oil price hike of

1979-80, we battled the inflation that resulted by reducing the

rate of money growth. This caused a recession. We then battled

the recession with a huge tax cut. This imbalanced approach left

us with a large deficit and high interest rates.

The combination of a large fiscal deficit and relatively tight
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money has led to enormously high interest rates in recent years.

These rates are coming down now, though in real terms they are

still quite high by historical standards. Their height has

encouraged an inflow of savings from abroad which has helped, and

is helping, to keep the dollar high. Indeed, it is to a large

extent this flow of savings which is financing our trade deficit.

The dollar may be high for reasons other than the high interest

rates, of course, but this does not alter the fact that it is

high, in part, because of our policies, or that a reversal of

those policies would help bring the dollar down. (Among the

other factors supporting the dollar are a decline in foreign

lending by domestic banks in response to the debt crisis in less

developed countries, and an increase in capital inflows due to

relaxation of regulations in Japan concerning the holding of

foreign securities. The Japanese are savers, and among the

investments they now buy are the debt of Americans. Thus the

dollar might remain at an excessive level, even if our policies

were better balanced.)

We desparately need a more balanced macroeconomic policy at the

federal level.
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WHAT CAN BE DONE ABOUT THIS PROBLEM ?

Three levels of response can be imagined.

1) Macroeconomic Policy

A fundamental change in macroeconomic policy is in order. I

recommend a reduction in the federal deficit accompanied by a

further move toward easy money. This would bring interest

rates down, and halt the inflow of dollars that finances our

trade deficit. The dollar would fall, and this would lower the

prices of American products abroad, permitting us to be competi-

tive, once again, in the market for durable goods.

This is the single policy that would do the most to help the

Wisconsin economy. The Department of Revenue has examined the

consequences of such a hypothetical policy change using their

econometric model. The results of that exercise were that

Wisconsin would grow a bit faster than the rest of the country,

and the whole nation's durable goods sector would recover. The

experiment carried out in that study confirms our intuition,

which is that the sources of Wisconsin's economic problems are

high interest rates and the high dollar.

We should also encourage sensible macroeconomic policies abroad.

Europe needs to recover. All the world's industrial economies

should share in the burden of macroeconomic stimulation. One

reason our fiscal deficit is so large is that we are the only
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nation who has taken an aggressive fiscal stance to pull our-

selves out of the recession.

2) Palliatives.

Policies like Trade Adjustment Assistance help those who are

displaced by international trade, even though they don't cure the

problem itself. I favor such policies, while recognizing their

complexity. One reason I favor them is that I fear the backlash

against free trade that could develop as greater recognition is

gained of the magnitude of our trade deficit, and the problems it

is causing.

A more imaginative adjustment policy would recognize the regional

consequences of the overall policies being followed, and would

give preference to the Midwest in the location of Federal

facilities, such as data processing centers, or research labs.

The Federal Reserve study done for the Strategic Development

Commission called my attention to the surprising fact that

Wisconsin gets a very small fraction of federal spending for

R&D. It would be appropriate, I feel, to try to get some labs,

or other facilities of that kind in Wisconsin.

3) Industrial Policy.

57-425 O-86--2
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I think it is not too inaccurate to say that our manufacturing

sector is under a centrally directed attack by the Japanese.

Their predatory pricing of 256k computer chips, for example, has

forced some of our firms out of the business. These firms are

progressive, do a lot of research, and keep costs low. I don't

think we can afford to lose them, or that they are being driven

out of the business by any market-directed forces. We should try

to create an environment in which American entrepreneurs are made

to feel that if they develop the world's lowest cost products,

they will be protected from unfair competition. If, instead,

they feel that by being successful, they are simply painting a

bullseye on themselves for predatory Japanese industrial policy,

we will soon find our own innovation and progress drying up..

We are not good at industrial policy, and we need to start

learning how to be good at it. Different nations with different

institutions and social customs find different organizations more

or less suitable to their ways. We don't have a good idea of

which institutions would suit us best. We need to find out.

I think we have done well in subsidizing research in a variety of

industries -- defense, health, and agriculture. Certainly we

have created products that are the envy of the world in each of

these industries. Perhaps it is time to subsidize research into

manufacturing. An industrial policy that funds research would

not have the drawbacks associated with a production subsidy of
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the heavy-handed kind that have made industrial policies so

expensive in other environments, and that are used as examples by

the critics of industrial policy in persuasive ways.

I woutld oppose restrictions on trade, except to guarantee fair

trade practices. I would especially oppose restrictions on the

importation of basic materials, such as steel. How are we to

make competitively priced machinery out of high priced steel?

I would view low interest rates as an extremely important and

fundamental ingredient of a sensible industrial policy. R&D has

a long payoff. Investments in it are much more profitable at low

interest rates than at high. Similarly, capital costs are a

major part of the cost of many durable manufactures. These costs

can be brought down quite easily with the sensible macroeconomic

policies espoused above, and by the low interest rates they would

cause.

It is these policies I recommend today.
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The U.S. as an International Competitor

Table 2
U.S. Merchandise Exports by Product

(Billions of dollars, free alongside ship)

Level Percent Csroe

1981 1982 1983 1984 1982 1983 198'-

Total Eapc-ts 233.74 212.27 200.54 216.69 -9.2 -S.S 8.f

Industrial Supplies 67.74 61.73 56.66 61.4' -8.9 -8.? 8.8

ChlericaI 17 .96 A 9.6 16.40 :3.93 -5 .6 -3.3 15 .
P'asti a, S5aetics 351 ?.3? 3. 42 ?.7 -4.6 ?.1 9.;
Fertil zErs 3.92 2 3.?3 4.19 10 .2 5.4 -'.

Petroleu- 3 .77 .22 5. G' 4.33 65.0 -19.' -5

Coal 6.02 f.03 4.i1 4.41 1 .0 -32.2 5.

Paper, P. D 4597 : 34 4 26 4. 61 12.7 -I.8 9

Lumber 2.64 3 3 2.18 2.49 -4.2 2.0 -3?

Irr.n, Ste-el 5. 4 4 2 3;.5 3. 9 -23.0 -15.9 0.

Textile F- e'rs, f arics 3.63 2 Po 2.34 2.49 -26.9 1-6.4 6

Cot on 2 .Pe 98 1.83 2.44 -13. 2 -7 41
Precious aetals 3 76 52 2 06 2.45 -4596 35 i

Advuncere M'tal Prlurits 2.39 1.97 1. 8 1 .8? -17.6 -9.6 ?7.

Aluminum. 1.64 i.30 1.39 1.40 -20.7 6.9 9 .

Capital Goo4s 80.17 72.70 67.25 I1.78 -9.3 -7.5 7.1

Ccmputers. Parts 8684 .3? 11 .01 i3.92 5.4 18.1 3.

Scientifi, Business Ef~lpment 7.49 70' 6 .45 f.67 -5.9 -8.5

Civilian Aircra" Parts 13.47 9.71 10.69 9.38 -27.9 10.1 -1!.5

8roadcas-t g, o ar.nica inns 5.74 9.7 6.53 '.8S 4.0 11.1 20

Telephon-, -Ot'.r Electrical 5.06 4.92 4.90 5.8 -2.8 -0.4 iS.

Constructocn Macninery 7.08 4.88 6.45 ',.45 -31.1 3272 -1.8

Drilling Equipnent 4.54 5.43 3.14 2.77 19.6 -42.2 -15.'

Specialiaed Industrial Machinery 3.67 3.29 2.77 3.35 -10.4 15.8 21.4

Poxer-Gene'ating Machinery 2.93 2.85 2.35 2.21 -2.7 -17.5 -3.5

Agricultural Machinery 2.23 1.80 1.47 1.70 -19.3 -18.3 13.3

Machine Tools 2.09 1.59 1.15 1.23 -23.9 -27.7 7.9

Automotive Yehicles, Parts 17.99 15.67 16.82 20.85 -12.9 7.3 25.7

Passenger Cars 4.01 2.93 4.25 4.86 -26.9 45.1 14.1
Trucks, B.Ses 3. 31 7. 47 1.98 2.47 -25.4 -19.8 24.1

Parts, Engines 10.67 10. 27 10.62 13.27 -3.7 3.4 28.5

Consumer Goods 15.8G 14.31 13.44 13.44 -9.4 -6.1 -0.5

Durables, e*cept Autos 7.50 6 30 5.74 5.52 -16.0 -8.9 -5 .0

Appliances 1.83 1.51 1.25 1.38 -17.5 -17.2 -18.8

Sporting Goods 1.19 1.11 1.03 0.83 -6.7 .7.2 -2 .0

hondurables 8.30 8.03 7.70 7 92 -3.6 -3.8 2.9

Drugs, Medicine 2.31 2.43 2.64 2.79 5.2 8.6 6.1

Textile Products 1.54 1.25 1.io I.15 -18.8 -12.0 3.6

Foods, Feeds, Beverages 37.89 31.34 30.94 30.90 -17.3 -1.3 2.1
Feed Grairs 9 47 6.50 7.33 7.84 -31.4 12.8 14.3

Wheat, Flour 8.15 6.92 6.56 6.92 -15.1 -5.2 4.8

Soybeans 6.19 6 .22 5.91 5.09 0.5 -5.0 -10.5

Military-Type Goods 44.78 g.S2 5.84 4.70 56.0 -10.4 -23.3
eexports . .12 4.57 5.73 7 .1 -10. 7 26.8

Other 5.19 5.19 4.90 7.86 0.0 -5.6 59.1

*Flrst ten nrnths of 1934; percent change from first ten months of 1983
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The U.S. as an International Competitor

Table 3
U.S. Merchandise Imports by Product

(Billions of dollars, customs value basis)

Total

Industrial Supplies
Petroleum
Natural Gas
Iron, Steel
Precious Metals
Aluminum
Paper, Pulp
Lumber
Industrial Chemicals
Fertilizers
Textile Fibers, Fabrics

Capital Goods
Electrical Machinery
Computers, 8usiness Machines
Industrial Machinery
Construction, Specialized Machinery
Civilian Aircraft, Parts
Machine Tools
Agricultural Machinery
Scientific Equipment

Automotive Vehicles, Parts
Passenger Cars
Parts
Trucks, Buses

Consumer Goods
Durables, except Autos

Household Appliances
Jewelry, Art, Musical
Sporting Goods
Bicycles, Motorcycles, Boats
Metalvares, Garden Tools
Photographic, Optical Goods
Wood Furniture, Skis

hondurab les
Apparel, Textile Products
Leather Goods

Foods, Feeds, Beverages
Fish
Vegetables, Fruit
Coffee
Meat, Cattle

All Other

Level Percent Change

1981 1982 1983 1984- 1982 1983 1984-

261.30 243.95 258.05 328.88 -6.6 5.8 28.6

134.63 112.04 106.96 124.74 -16.8 -4.5 16.4
77.11 60.85 53.59 57.74 -21.1 -11.9 7.2
4.12 4.39 4.18 3.41 6.6 -4.8 -19.6

13.16 11.40 8.11 11.96 -13.4 -28.9 54.1
4.13 3.49 4.95 5.28 -15.5 41.8 -2.2
1.38 1.33 1.64 2.60 -3.6 23.3 59.5
5.60 5.27 5.58 7.23 -5.9 5.9 32.2
2.73 2.26 3.45 4.29 -17.2 52.7 10.3
4.16 4.07 5.04 6.32 -2.2 23.8 25.9
1.80 1.61 1.69 2.10 -10.6 5.0 25.7
2.04 2.27 2.60 3.63 11.3 14.5 41.2

34.49
9.88
4.74
5.76
3.37
3.75
1 .99
1 .75
0.9a

35.35
10.55
6.17
5 .53
2.99
3.43
1 .90
1 .46
1 .08

40.85
12.92
8.91
5.12
3.66
2.94
1 .50
I .33
1.34

60.55 2.5 15.6 51.0
19.03 6.8 22.5 52.6
14.03 30.2 44.4 62.6
7.78 -4.0 -7.4 52.0
5.96 -11.3 22.4 66.0
3.98 -8.5 -14.3 33.6
2.06 -4.5 -21.1 33.8
1.99 -16.6 -8.9 40.1
1.71 14.9 24.1 26.7

29.74 33.25 40.83 53.86 11.8 22.8 37.3
17.77 20.28 23.57 29.84 14.1 16.2 31.3
7.12 7.76 11.34 16.06 9.0 46.1 48.2
4.84 5.21 5.92 7.95 7.6 13.6 40.7

38.66
23.53
5.71
2.49
2.04
1 .54
1 .41
2.20
1 .12

15.14
7.77
2.32

39.69
23.25
5.58
2.81
1 .69
1 .85
1 .39
2.72
1 .15

16.44
8.41
2.74

44. 93
25.54

6.77
3.15
1 .59
1 .92
1 .56
2.43
1 .43

19.39
9.86
3.24

60.86 2.7 13.2 36.2
33.98 -1.2 9.8 34.9
9.88 -2.3 21.3 54.1
4.15 12.9 12.1 34.7
3.21 -17.2 -5.9 34.3
1.92 20.1 3.8 20.0
2.47 -1.4 12.2 32.8
1.97 23.6 -10.7 27.9
1.89 2.7 24.3 36.0

26.87 8.6 17.9 37.7
14.15 8.2 17.2 4;.2
4.54 18.1 18.2 39.7

18.11 17.12 18.19 21.18 -5.5 6.3 16.8
2.95 3.15 3.59 3.68 6.8 14.0 4.8
2.50 2.83 2.93 3.11 13.2 3.5 17.8
2.62 2.72 2.59 3.21 3.8 -4.8 23.9
2.17 2.33 2.35 2.40 7.4 0.9 -3.6

5.67 6.51 6.28 7.70 14.8 -3.5 21.1

*First ten months of 1984; percent change from first ten months of 1983
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Representative OBEY. Thank you very much. Before I ask ques-
tions, I would like to try to put in context what it is we are talking
about. It will take me about 3 or 4 minutes to do that.

I am relying on some charts that Senator Proxmire has seen
before. I think it emphasizes what Senator Proxmire said earlier.
Namely, that you don't get there from here in terms of cutting the
deficit if you do what is politically popular, which is to retain peo-
ple's pet programs and at the same time cut taxes further.

Basically, to summarize for everybody in the room: here is the
situation we face at the national level. As you can see, the spend-
ing that the President asked us to approve in his original budget
exceeds the revenues he asked us to approve by $180 billion.

That has been advertised in some quarters as a budget-cutting
effort. But the fact is, if you take a look at what has happened in
the budget, that is all that budget represents. It represents a re-
quest to increase or to decrease domestic programs by about $40
billion, increase military by about $30 billion, and increase interest
by about $12 billion. That is the actual effect of the budget.

The reason that we are in this growing crunch is because as the
share of the gross national product, the Federal deficit has just
about doubled in the last 5 years. As you can see by this chart, in
1980, spending as a share of the national budget was 22.4 percent.
Today it has gone up to 24.3 percent in spite of all of the reductions
that have taken place on the domestic side, because we have also
simultaneously been doubling the military budget.

At the same time on the revenue side, revenues have gone from
20.1 percent of GNP in 1980 to 19 percent today. So you have had
your income go down, you have had your spending go up in the last
5 years. That means that the deficit as a percentage of GNP has
just about doubled over that time period.

The way it has doubled is, I think, revealing in terms of how we
are positioning ourselves to deal with competition in the 1990's and
in the next century.

This chart shows the budget outlays by category in 1980, and this
chart shows the President's budget outlays by category in his
budget request for 1986. I will use these small charts which are the
same so that people on both sides of the room can see what I am
talking about. This is the way your budget looked in 1980.

As you see, the largest share of the budget was the blue piece,
which represents the amount of money going for elderly and dis-
abled programs. It was 37 cents out of every dollar. The next big-
gest piece was defense and foreign assistance, which was 25 cents
out of every dollar in 1980. Then you had interest, this green piece,
which was 9 cents on the dollar.

On the chart here it is, the pink one. It was 9 cents on the dollar
in 1980. And the little purple piece on this chart, which is the red
piece on this chart, is the amount that we were providing for wel-
fare programs for the nonelderly poor in 1980. Everything else that
Government does is represented by the white piece on this small
chart or by this piece on the big one. That is everything Govern-
ment spends to keep the IRS running, to keep the Customs Service
running, to keep the courts running, the jails running, you name
it.
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It also represents everything that we invest in a public way. It
represents everything we invest in health research, everything we
invest in kids by way of education, everything we invest in workers
by way of job training, everything we invest in infrastructure, in
bridges, in highways, to enable our communities to develop eco-
nomically.

That is what the budget looked like in 1980.
This is what the budget looks like in the President's budget

today. As you can see, the portion of the budget going for elderly
and disabled programs has remained precisely the same at 37 cents
out of the dollar. The military budget has increased from 25 cents
on the dollar ih 1980 to 31 cents on the dollar today.

The amount that we provide for welfare support for the nonel-
derly poor has shrunk from 7 cents on the dollar in 1980 to about
5.5 cents on the dollar in the President's new budget. Interest pay-
ments have gone up 60 percent from 9 cents on the dollar to 15
cents on the dollar to date.

And everything else Government does, including that investment
portion of the budget, has gone from 21 cents on the dollar in 1980
to 11 cents on the dollar in the President's request for this year.

That means that we are simultaneously shrinking the invest-
ment portion of the budget while the deficit is increasing, and that
is why that Federal debt has mounted so that we are facing the
crunch that we are facing today. That is why, I think, Senator
Proxmire is right when he says that if anybody believes that there
is any magic way to deal with the deficit, except by cutting spend-
ing and raising taxes, they must know a secret way to repeal the
laws of mathematics.

I wish they would tell it to me, because politicians, who always
love to give people easy answers instead of the ones that are neces-
sary, would very much like to have that secret as quickly as possi-
ble.

I think I should also say that, in defense of the economics profes-
sion, I once heard a farmer, a speaker at a farm dinner say, he
said, "Did you know that if you took every agricultural economist
in the world and laid him end to end, that it would be a good
thing." [Laughter.]

I think people think the same things about politicians. I would
point out that in 1981 it wasn't the economists who were wrong. It
was the politicians who were saying you could simultaneously cut
taxes and double the military budget and cut taxes. They were the
ones who were wrong in 1981.

They were also wrong because they said that what would happen
if we passed this prescription was that the savings rate would go
up. If you take a look at what has happened to our national sav-
ings rate, it has declined significantly since the time that those
1981 budget changes were passed.

I think that is one of the problems we have today in trying to
finance our own economic development.

[The charts referred to by Representative Obey follow:]



BUDGET OUTLAYS BY CATEGORY
1980 ACTUAL

ELDERLY/DISABLED 217.05

)EFENSE & FOREIGN 145.15 25.2%

C;'
o~n

EVERYTHING ELSE 121.3 21 I

NET INTEREST 52.5 9. 1
NONELDERLY POOR 40.7 7.1%



BUDGET OUTLAYS BY CATEGORY
1985 ESTIMATED

ELDERLY/DISABLED 344.2

DEFENSE & FOREIGN 268.05 28.6X

EVERYTHING ELSE 136.95 14.6%

NONELDERLY POOR 58.9 6.3%NET INTEREST

.



BUDGET OUTLAYS BY CATEGORY
1986 REQUEST

DEFENSE & FOREIGN 303.4 31.2%

ELDERLY/DISABLED 362.05 37.2%

EVERYTHING ELSE .108.45 11.2%

- NONELDERLY POOR 55.7 5.7%

NET INTEREST 142.6 14.7%
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Representative OBEY. Let me ask you a question, Mr. Nichols,
now that I have got that off my chest. People point to a State like
Massachusetts and show the success that Massachusetts has had in
reversing a 20 year or so decline, and is now coming on very
strongly with very little unemployment, and wonder whether Wis-
consin can replicate the Massachusetts experience. As I look at
what has happened in Massachusetts, I look for the key ingredients
that might give us some idea as to what they have built on, to see
whether we have those same advantages here.

It seems to me that if you look at that State, some of the things
they have had and used very effectively were: They had adequate
access to venture capital. They also had adequate and excellent
access to a first-rate academic community, including MIT. They
had a skilled work force. And they had a key cadre of entrepre-
neurs who were willing to take substantial risks, change a lot of
things that they were doing, get into areas of the economy they
hadn't been into before.

And that combination of events, with Government acting in a
supportive role as a facilitator, bringing these different groups to-
gether, seems to me to be the key mixture of elements that was
present that enabled them to reverse their economic problems.

Would you agree with that analysis? If you wouldn't, tell me
why. And which of those elements do you see here in the State of
Wisconsin that might help us go along a similar path?

Mr. NICHOLS. I agree with that. I would emphasize a little more
the Government research a few decades back on military work, ac-
tually growing out of World War II, enormous growth of Federal
spending, and then in the early cold war years, lots of Federal re-
search, through MIT in particular, into electronics, and then those
electronics based industries sprung up on Route 128 around Boston;
and in the last few years, those 5 years that you showed up there,
there has been a great growth in demand for defense products.

The Raytheons of the world are around Boston. They produce
those missiles and lots of simpler things like cathode ray tubes that
are used by any sophisticated electronics business, but especially by
defense. So they have profited by the reallocation within the Feder-
al budget that has caused a reallocation within the economy.

We don't happen to be heavily into electronics so those other in-
gredients-even if we had lots of them, we wouldn't have the prod-
uct whose demand is being expanded at the moment, the electron-
ic-based products.

But those other ingredients are necessary, and so we have to
make sure we have them.

Our own university is more heavily involved in agricultural-type
research. That is, there is a revolution about to go on in agricul-
ture, of some sort. We can't predict where the great products will
be and where the factories will be that manufacture these things.
But these genetic seeds are clearly going to change the way we
grow our food, and lots of that research is going on at Madison.

One possible development is the growth around Madison based
on biologic research, rather than electronics.

Indeed, some of the developments for computers in the future are
going to be biologically based as a chemical and kinds of memory
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are being explored at the moment. We are way up on biological
and social science research data analysis kinds of things.

We have not been strong in entrepreneuring when you measure
it by numbers of new ventures. I don't happen to think that is due
because of a lack of venture capital, but in any event, I think, good
recent steps have been taken to provide investment capital to pro-
vide venture capital pools. I think this Wisconsin Strategic Devel-
opment Commission report that you will be looking at suggests
some useful ways to fill in the remaining gaps.

I would say it is mostly the fact that we didn't happen to be in
the industries that have taken off, and I would give some credit to
Government changing the natural course of things toward that in-
dustry, especially after World War II, with enormous research
going into computers.

Representative OBEY. Let me ask one other thing and ask Sena-
tor Proxmire for some questions. You indicated that it is important
to have strategic planning if the United States is going to deal with
competitors like the Japanese. I happen to agree with that.

What concerns me is this: How do you develop that? How do you
take a society like ours which is extremely individualistic, and con-
vince leading players in the economy that you really do need that,
you just can t stand innocently by while competitors like the Japa-
nese take your socks because they marshall all of the forces in
their economy to accomplish an economic goal?

What advice do you have about how we can get that kind of ap-
proach in this country without scaring the devil out of people who
are legitimately concerned that they don't want this to turn into
some kind of centralized planning, with the Government picking
winners and losers and becoming the directors of the economy?

How do you assure people that what you are talking about here
is simply Government acting as a facilitator so that you can get
business and labor to work more effectively together and to select
areas where we need to strengthen ourselves if we are going to
maintain a well-rounded economy over the next 3 years?

Mr. NICHOLS. I agree with you that our institutions are not as

easily adapted to a centrally planned mode as they are in other
countries. I certainly do not favor central planning itself, though I
do favor planning. That is, looking ahead and taking steps to avert
the bad things you see coming and to try to help the good things
along.

I think things that seem to have worked in other industries in
this country we could move into manufacturing.

I don't see why we couldn't have federally financed research cen-
ters on robotics or manufacturing methods. We tend not to do it
because our manufacturing companies have been big, and we have
thought it was their responsibility to do it.

In agriculture, the farmers are small so we say it is our responsi-
bility to do it, and we develop the new products, not to expect each
individual farmer to go out and discover his own new kind of seed.

But our manufacturing firms are now competing with other big
firms worldwide, who do have some help in terms of research. I
think some institutes on machinery, et cetera, would help.

Then information dissemination. We just have to make available
to our own businessmen studies of what is happening. Are the Bra-
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zilians going to be the future competitors in foundries or are they
not? We can do studies of that kind. We can find out what the Bra-
zilian plans are. We can put that out in a form so that the busi-
nessmen can make investment decisions.

Is there going to be a market for their product in 1995 or not? It
is very expensive for each firm to try to find that out themselves
and to guess at what is going on. We don't have to plan to force
these firms to invest or not invest. But we can provide them with
good information so they can feel more confident when they are
making their investment that they will have a market at that
time.

I don't know what is to be called planning and what is not, but
this is-I would call this the first step of industrial policy. I would
require the Council of Economic Advisers to put a chapter in each
year's report describing how the aggregate policies they have rec-
ommended will affect the relative advantages of one industry as op-
posed to another.

I think if we had just had such a simple requirement as that in
the past 5 years, they have, every year, had to come down to you
and tell you that what we are doing is going to destroy our manu-
facturing base because these policies are bad for industries that
depend on low interest rates. I think that would be a useful first
kind of step to ask for how aggregate policies affect different indus-
tries and in different regions.

Representative OBEY. I just want to make one comment on your
concern you expressed about the erosion of the data base, that we
need if we are to understand what is happening in the economy. I
just want to assure you that one of the things that the Joint Eco-
nomic Committee is going to be doing for the rest of this year is
holding a series of hearings to give the economics community an
opportunity to lay out in detail their concerns about the erroding
base, so that we can build a case for strengthening it in the next
budget cycle.

Mr. NICHOlS. Very good.
Senator PROXMIRE. I might say the cost of those economic statis-

tics, gathering them, is very, very modest compared to the enor-
mous value on knowing what we are doing, as you say.

I wanted to congratulate the chairman on his presentation of the
budget. It was clear, it was simple. It was direct and brief.

I wanted to clear up one or two statements that I am not sure I
understood. You say Wisconsin is growing 1 percent more slowly
economically than the rest of the country; 1 percent sounds like a
meaningless figure unless you are saying we are growing, instead
of 3 percent we are growing at 2 percent.

Is that right?
Mr. NICHOLS. That is right.
Senator PROXMIRE. In which case we are growing 33 percent

more slowly?
Mr. NICHOLS. That is right. In per capita terms they are growing

1.4, we are growing 0.7, half as fast. But we are having outmigra-
tions so a full percent is not there.

Senator PROXMIRE. And one of the puzzling aspects of that is that
our unemployment is less than the national average. You say our
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employment is growing less, but our unemployment is also less. So
that it depends on whether it is half empty or half full, right?

Mr. NICHOIS. Well, we have had outmigration. Wisconsin had not
had that until 1979 or so. But a good deal of the unemployed part
of the work force does have just--

Senator PROXMIRE. There is a tendency for us to look at the un-
employment figure, not at the employment figure. We have had an
enormous growth in employment. But as I said, unemployment is
very high. It is depression high; 7.3 percent is an enormously high
level of unemployment. We have had it for 7 consecutive months,
no improvement in spite of this collosal, stimulative fiscal policy.

You say that the monetary policy could accommodate more. I
pointed out that the monetary policy has been extraordinarily ex-
pansive in the last 6 months. There is lag here. Some monetary
economists say it takes 2 years before an increase in the money
supply is reflected in inflation. It takes a long time before it is re-
flected in higher economic activity.

Do you concur with that?
Mr. NICHOLS. There is a lag. There is also a little extra lag at the

moment, no one knows why housing construction hasn't taken off
in response to this decline in rates we have already seen.

Normally we would expect more housing starts. I can only guess
that we will see that in the future. But I do concur.

As to this unemployment rate, 7.3 percent, this is still the same
number we had at the election in the fall of 1980. We have had
this--

Senator PROXMIRE. It was a little bit higher, as a matter of fact,
when we had the election in 1980, higher unemployment. Not
many people appreciate that, unfortunately.

You put a lot of the emphasis on the bloated dollar, the fact that
we have a high dollar. You are absolutely right. There is no ques-
tion that when we try to sell it to the Japanese, there is a differ-
ence, there is an increase in the value of our currency compared to
the yen, that means a 25-percent cut in what they sell us. With the
Common Market it is about a 50 percent difference. There is no
question about it.

But I am not sure that we are going to cope with that in the fore-
seeable future in view of the deficit outlook.

Is there anything else we can do?
What you are saying is that the way we get the dollar under con-

trol is to reduce the deficit?
Mr. NICHOLS. That is correct.
Senator PROXMIRE. Have a fiscal policy which is more responsi-

ble. Is there anything else we can do, because I despair? I would
like to see it, too. I would like to cut everything in sight and in-
crease taxes, too.

Mr. NICHOIS. I think we have seen enormous improvement in the
dollar with the decline in interest rates we have seen in the last
few months. I think that could continue some. The economy is so
slow right now, growth is so slow that as long as the Federal Re-
serve continues to be expansive, we will see further interest rate
declines and the dollar will come down.

Senator PROXMIRE. You talked about the fact that a part of the
difficulty of the economy, with the slow economy, and the difficulty
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in manufacturing, has been compensated for by growth in construc-
tion. Artificially stimulated, you said, by changes in the Tax Code
that make it profitable for people to invest in construction.

And I think you also, or somebody else pointed out that there are
17 percent vacancies with office buildings.

Mr. NiCHOLS. Right.
Senator PROXMIRE. I take it you feel that this is probably an

unwise economic policy to have that kind of incentive.
Mr. NICHOLS. Waste of national resources.
Senator PROXMIRE. I think it is, too. But if we change that, that

one bright part of the economy really nose dives, and then if we
also follow the recommendations of the administration, and knock
out the investment tax credit, you are going to have a very per-
verse effect on Wisconsin's machine tool industry which is very im-
portant to us, as well as the rest of the industrial part of the coun-
try.

Mr. NICHOLS. That is right. This vacancy rate is a time bomb sit-
ting out there. Eventually the construction is going to decline and
changes in the tax law could bring it to the present.

Senator PROXMIRE. If we follow your policy it is going to decline
much more sharply.

Mr. NICHOLS. That is right. Sooner than it otherwise would.
Senator PROXMIRE. That part of the economy that is, that helps

balance, to some extent, our difficulty in manufacturing is going to
be hurt.

Mr. NICHOLS. That is correct.
Senator PROXMIRE. Are you going to accept that as an unfortu-

nate fact of life you have to live with or is there something we can
do about it?

Mr. NICHOLS. The policies that go along with that, that tax cut is
going to help bring interest rates down somewhat, I would believe.
I mean the tax reform proposal is going to help.

Senator PROXMIRE. Will that happen if you knock out an incen-
tive that is encouraging people to construct buildings and putting
people to work?

Mr. NICHOLS. This demand for borrowed funds, that is an enor-
mously, highly leveraged business. There will be a decline in
demand for funds just as if the Federal Government wasn't in
there borrowing for it.

Senator PROXMIRE. Therefore, interest rates will fall and that
will stimulate housing construction and so forth.

Mr. NICHOLS. Correct. And bring down the dollar.
Senator PROXMIRE. That hasn't happened lately?
Mr. NICHOLS. It hasn't happened in the 3 or 4 months we have

seen the rates come down. Starts had that 1 great month, and then
they have just been sitting there.

Senator PROXMIRE. Can you tell me what the vacancy rates are
in housing residence?

Mr. NICHOLS. I don't know.
Senator PROXMIRE. I don't think that they are very encouraging

there either. I could be wrong.
Now, when you look at what you presented us with, it seems to

me there are several things we need. We obviously need more sav-
ings.
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Mr. NICHOLS. Right.
Senator PROXMIRE. We have incentives in the Tax Code to en-

courage savings. They haven't worked. In Argentina, which has an
appalling situation, it makes our situation, 1,000 percent inflation,
they print 25 percent of the money they need in order to meet
their costs, they are adopting a very radical program which is to
begin to work on including forced savings.

Paul Douglas, who is the only real economist to ever serve in the
U.S. Senate, used to advocate forced savings.

Do you think that is a policy that you might consider?
Mr. NICHOLS. No; I would not. Forced savings means many

things, but that was saving through inflation, just force people--
Senator PROXMIRE. I am not talking about doing it through jfla-

tion. I mean a policy that requires people to either pay taxes or to
save their part of their income, or even mandate that; if you have
an income of $100,000 a year you have to save say $25,000.

Mr. NICHOLS. Mandate it and then it is held in an account for
you by Government or in some financial institution?

Senator PROXMIRE. That is right.
Mr. NICHOLS. I would still oppose it. I still favor free choice.
Senator PROXMIRE. I am inclined to do so too, but I think it is

something we have to look at.
If we have this very, very high level of unemployment at a time

when we have this terrific fiscal policy which should stimulate the
economy, and I think a monetary policy to stimulate it, I can't see
anything but unemployment is likely to go higher in the future.
Isn't it time that we take a look at our national wage hour law, for
50 years we haven't changed the wage hour law which established
a 40-hour week and time and a half for overtime. We used to have
a 6-day week and a 10-hour day and people worked 60 hours a
week. We cut that down and that was one of the things that helped
us provide more jobs. If we provide double time for overtime, that
will, according to the figures that I have seen, increase employ-
ment by, reduce unemployment I should say, by 1 million. If we
provide for a 35-hour week and make it mandatory, double time for
overtime for those that work over that, that would also share the
work. I am very concerned about it. I am not sure that is the right
policy but I think we ought to discuss it and consider it. It will be
somewhat inflationary. It will increase labor costs. It will also pro-
vide more jobs.

Mr. NICHOLS. I would put that in the category I call palliatives. It
is not going to change the trade problem and is not going to help
manufacturing.

Senator PROXMIRE. But we would have to negotiate it interna-
tionally. We would have to negotiate with other countries to adopt
a similar policy. There is nothing magic about a 40-hour week or
time and a half for overtime. So it is something we ought to think
about.

There is a proposal for an enormous increase in antimissile de-
fense, so-called star wars or SDI. We are told that this will absorb
40,000 engineers and scientists, 40,000. It will absorb a great deal of
the research down at the University of Wisconsin.

Couldn't this have a very serious effect on research and develop-
ment in the private sector, and in the economy generally, in taking
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away from the economy the kind of scientific capability that we
otherwise would have?

Mr. NICHOLS. I haven't looked at this but certainly that is an
enormous number.

Senator PROXMIRE. It is my understanding that the Japanese
have spent 1 percent of their R&D on military. We spend 40 per-
cent. So isn't that a disadvantage for us?

Mr. NICHOLS. Probably; certainly commercial disadvantage, yes.
Senator PROXMIRE. Thank you, Mr. Chairman.
Representative OBEY. Let me just summarize, then, with one

question.
You indicate a number of things that we can do around the mar-

gins to try to improve our competitiveness as a country. I think the
thrust of your testimony is that no matter what we do, we are
really, in your judgment, not going to effectively deal with the gut
problem in terms of the long-term erosion of our competitive abili-
ty unless we do get that deficit down in order to help relieve what-
ever portion of the pressure on the dollar is coming from that defi-
cit.

Mr. NICHOLS. That is right.
Representative OBEY. Let me ask you, as the chairman of the ec-

onomics department of one of the great universities of this country,
do you know of any other way that we can get that deficit down,
except by cutting spending and raising revenue?

Mr. NICHOLS. No. I do not.
Representative OBEY. I don't either.
Let me ask, because I indicated we would try to save a few mo-

ments for questions from the audience. Is there anybody from the
audience who would like to ask Mr. Nichols a question or two?

I guess not. You got off easy. Thank you very much. We appreci-
ate your coming up.

I ask Mr. Cleary, president, chairman, and chief executive of the
G. Heileman Brewing Co., Inc., to come forward; and Ms. Kathar-
ine Lyall, acting president, University of Wisconsin; Mr. Russell
Bauman, economic development manager for Wisconsin Bell; and
Kevin O'Connor, assistant vice president of the First Wisconsin Na-
tional Bank. Please come forward.

We have asked Mr. Cleary to provide the committee with an
analysis of the strengths and weaknesses of the Wisconsin economy
and its business institutions, from the perspective of someone who
has served on the Wisconsin Strategic Development Commission.

Ms. Lyall is a distinguished economist in her own right in addi-
tion to being acting president of the University of Wisconsin. And
Mr. Bauman or his firm has been conducting a business retention
and expansion survey of over 1,200 manufacturing firms in the
State.

Mr. O'Connor has been invited to assess the availability of fi-
nancing for corporate and small business development in the State.

Let me ask each of you to proceed for about 12 to 15 minutes, if
you would. And we are going to have to be very tight on the time
in order to give some opportunity for questions.

I think we are going to run the timer at 15 apiece; OK.
We will try to be gentle, but we do have to hold to the schedule.
Mr. Cleary, why don't you begin.
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STATEMENT OF RUSSELL G. CLEARY, PRESIDENT, CHAIRMAN OF
THE BOARD, AND CHIEF EXECUTIVE OFFICER, G. HEILEMAN
BREWING CO., INC.; AND MEMBER, WISCONSIN STRATEGIC
DEVELOPMENT COMMISSION
Mr. CLEARY. Thank you.
I am Russell Cleary of the G. Heileman Brewing Co. Heileman

has 10 production facilities located throughout the State of Wiscon-
sin, engaged in brewing, baking, snack foods, metal products, and
sign manufacturing business.

During the past 18 months, I have served as a member of the
Wisconsin Strategic Development Commission, a group of 22 repre-
sentatives from business, labor, education, agriculture, and govern-
ment, who attempted to develop a long-range strategic plan for
Wisconsin's economic future.

As both a businessman and member of the commission, I am
pleased to have the opportunity to comment on economic develop-
ment issues at this important hearing of the Joint Economic Com-
mittee. It is encouraging to have this hearing in Wisconsin as op-
posed to Washington, DC.

Let me thank you for focusing upon the Wisconsin economy and
for bringing together an outstanding group of witnesses to address
many key questions facing the State.

My assignment is to outline certain strengths and weaknesses of
the Wisconsin economy and to highlight some of the findings of the
Wisconsin Strategic Development Commission. You will be hearing
from other representatives of the commission tomorrow, including
cochair Hal Kuehl and executive director Bob Milbourne. They will
present the strategic plan which was submitted to Governor Earl
at our final meeting on August 1.

Today, I will focus on current realities and Wisconsin's balance
sheet of assets and liabilities from an economic development stand-
point.

During the work of the Wisconsin Strategic Development Com-
mission, more than 200 individuals from government and business
helped to identify the positive and negative features of Wisconsin.
Ten major industry task forces with CEO's from large and small
companies, labor and commission members took a hard look at our
existing job base and identified specific strengths and weaknesses
in Wisconsin.

A series of 50 major papers were prepared on significant econom-
ic issues that produced useful analysis and a strategic focus.
Throughout all of this work the commission tried to dispassionately
review the current realities within our State. There are many
strengths that should be mentioned.

Let me list a few: We have a diverse economy that includes
strong manufacturing, agriculture, tourism, and service sectors.
Major companies within these sectors have shown considerable suc-
cess and represent some of the higher quality firms within their
business.

We have a high-skilled labor force with a reputation for its
strong work ethic. We have an infrastructure already in place, in-
cluding roads and bridges, utility services, parks and recreation,
and abundant water resources.
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We have a world-class university system that offers significant
economic development potential, a high-quality elementary and
secondary school system that can compete with any other State in
the country, vocational training services that are ranked at the top
in the United States.

We have a relatively favorable business tax climate, particularly
for manufacturers. We have an able government with men and
women of integrity at all levels.

We have a clean environment that makes Wisconsin an attrac-
tive place to live, work, and visit, and an array of high-quality
public services that are the envy of most other States.

These assets, however, are offset by a series of liabilities that
must also be considered. They include a relative high personal tax
that creates a negative image for Wisconsin, a range of business
tax irritants that offend individual Wisconsin companies and do
not raise significant revenue, an expensive government that is in-
creasingly difficult to afford, given the recent economic downturn,
a lack of adequate entrepreneurship, venture capital, and new busi-
ness formation, a university system perceived by at least some in
the private sector as antibusiness, a discernment by the business
community that government officials tend to be less supportive of
economic development than is perceived to be true in other States,
a regulatory climate that appears more severe than in most other
States, and creates a negative image for Wisconsin in the minds of
many business leaders, an economy that significantly depends on
manufacturing, a sector which has suffered in recent years, and a
dependence on exports that has been adversely affected in recent
years by high real interest rates and the strong dollar.

As one reviews the strengths and weaknesses of Wisconsin, it is
interesting to note that significant opportunity exists in our State.
The assets tend to be in areas that can play major strategic roles in
our future, while our liabilities tend to be things which are rela-
tively easy to correct. If our State did not already have a quality
workforce, education system, or infrastructure, it would be difficult
to create them. It has taken decades for Wisconsin to develop these
assets, and it would take other States just as long to match our
competitive edge.

On the other hand, our liabilities are not so difficult to change.
High personal taxes, particularly individual income, capital gains,
and inheritance taxes, expensive government programs, and attitu-
dinal problems can be corrected more readily than structural weak-
nesses that are faced in many other States.

It is much easier to find ways to direct the resources of a great
university toward economic development than it is to create a
great university.

It is easier to encourage public officials to support the needs of
the private sector than it is to create a competent and clean gov-
ernment.

It is far easier to deal with the issue of wage rates than it is to
create a skilled work force. It is easier to create entrepreneurial in-
centives than it is to build a complete infrastructure to support
economic growth.

And it is far easier to remove minor tax irritants that hurt indi-
vidual Wisconsin companies and raise very little revenue for the
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State than it is to completely reform the corporate income tax to
make it competitive with other States.

The work of the Wisconsin Strategic Development Commission
centered on both the strengths and weaknesses of Wisconsin.

In any worthwhile strategic planning process, it is important to
identify ways to take advantage of your strengths and minimize
your weaknesses. For this reason, the commission developed over
100 specific recommendations that build on Wisconsin's major
assets and correct the liabilities.

Tomorrow you will hear about the proposals recommended to im-
prove the long-term prospects of the State's economy. There is
much that needs to be done by both the Government and business.

Together we can make Wisconsin a stronger place to run a busi-
ness, create jobs, and enjoy our quality of life.

Thank you.
Representative OBEY. Let me have all of the witnesses comment

first and then we will have questions from the panel. Ms. Lyall,
please proceed.

STATEMENT OF KATHARINE C. LYALL, ACTING PRESIDENT,
UNIVERSITY OF WISCONSIN SYSTEM

Ms. LYALL. My name is Katharine Lyall. I am the acting presi-
dent of the University of Wisconsin system.

The people of Wisconsin have historically made an unusually
strong commitment to public higher education, and the result is
that this State has in its university system an extraordinary re-
source for economic development.

Today I would like to provide a brief overview of the UW system,
what it is doing to assist in improving Wisconsin's economic devel-
opment, and what we plan for the future in this important area.

Without question, UW-Madison is regarded as one of the Na-
tion's most distinguished undergraduate, graduate, and research fa-
cilities, and more and more, UW-Milwaukee is making its presence
known as a front rank urban university with an outstanding group
of researchers and scientists active at the graduate level. But the
university system also consists of 11 other 4-year degree-granting
institutions, all of which offer some graduate level programs, 13 2-
year centers that provide undergraduate education which is trans-
ferable to the degree-granting institutions, and a statewide exten-
sion that was the early national model for most of the other such
extension programs in this country.

In addition to educating thousands of students,.these institutions
contribute solid cultural and intellectual resources to the areas in
which they are located.

In this role alone, these institutions have frequently played an
important part in the decision to relocate existing businesses or es-
tablish new ones. In assessing areas being considered for possible
relocation, business and industry invariably count the presence of a
college or university as an increasingly important asset and ally.

Wisconsin's public universities, centers and extension also com-
municate with private enterprise in a very direct and pragmatic
manner, as well. Most of the universities include a small business
development center, which actively provides businesses that have a
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need for their extensive expertise with prompt and effective coun-
seling.

Some of these centers have special strengths in particular areas
such as technology transfer, and this expertise is shared among
other centers around the system.

It is gratifying to note that the Wisconsin Innovation Service
Center at the Business School of UW-Whitewater was praised as a
integral part of Wisconsin's business development efforts in a
recent issue of High Technology, a national magazine published in
Boston.

The magazine notes that the center has evaluated more than
1,300 inventions since its inception in 1980. Outside the arena of
small business, today's industry often looks toward our universities
for particular expertise in the sciences, engineering, and advanced
entrepreneurial strategies.

It is here that the University of Wisconsin system has special
strengths. Both the university-industry relations program at UW-
Madison and the technology transfer project at UW-Milwaukee
represent sophisticated efforts to bring higher education resources
to bear wherever they are needed in the private sector.

The research park now under development by UW-Madison con-
stitutes an additional important link in the growing bond between
academic research and commercial applications. I am happy to
report that both the Governor and the State legislature have
strongly endorsed the important role the university system will
continue to play in Wisconsin's economic development.

In the current legislative session, which ended only a few weeks
ago, a substantial number of proposed UW System initiatives relat-
ed to research and development received funding for the 1985-1987
biennium. For instance, additional funds were provided for continu-
ation of a biotechnology center at Madison, begun as a pilot project
last year with a private grant. This center concentrates on genetic
engineering and other sophisticated technologies that permit the
manipulation of organisms in the production of new processes and
products. We received additional funds for a consortium for re-
search and extension activities in agriculture and natural re-
sources.

This consortium involves scientists and staff at four of our uni-
versities. The office of industrial research and technology transfer
at UW-Milwaukee, previously supported by interim grants from
the State's department of development, is now operating under leg-
islative appropriation, as is the UW-Milwaukee project on research
in engineering, business, and technology.

In all, over $2.2 million was approved in such additional State-
supported funding, related directly to university activities with pri-
vate sector applications.

The appropriation for ground water management, research, and
extension is a perfect case in point. 25 percent of Wisconsin's man-
ufacturing needs for water, are met from aquifers, the under-
ground strata of rock, sand, and gravel that carry water to our
wells. Pulp and paper manufacturers, fruit and vegetable proces-
sors, cheesemakers, electroplaters, meat processors, and brewers
are among the large Wisconsin industrial users of high quality
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ground water. Agriculture is also an increasingly heavy user of this
water, both to ensure high quality milk and for irrigation.

Recently a wide variety of chemical contaminants from numer-
ous sources have been finding their way into our State ground
water.

The new appropriation will permit us to develop within the uni-
versity system, in consultation with citizens, industries, and Gov-
ernment agencies, ground water management strategies to ensure
the long-term safety and usability of the State's reservoirs.

In total, the UW System expenditures from all sources for re-
search activities in the 1985-87 biennium will amount to something
on the order of $226 million. While the greatest portion of this ac-
tivity will occur at UW-Madison and UW-Milwaukee, a significant
amount of research work is conducted at other sites around the
State as well.

For example, the Sea Grant College Program, while based at
UW-Madison, funds research and information projects as far north
as UW-Superior, in the northeast at UW-Green Bay, to the east at
UW-Milwaukee, and even at such landlocked institutions as UW-
Stevens Point. The ground water management project I spoke of a
moment ago will also involve faculty from numerous UW System
institutions.

Because some of our UW System institutions are so successful in
attracting extramural support for research and other activities, it
has been suggested that they might be properly regarded as the
State's leading smokeless industries.

For example, more than 57,000 UW System undergraduates re-
ceived $164 million in need-based aid in 1983-84. Ninety percent of
that aid is received from Federal sources. In any case, the institu-
tions of the university system do have a direct positive impact on
the economy of the State that is sometimes overlooked when we
talk only of the tax appropriation needed to underwrite a portion
of their operation.

A comprehensive new study by the UW-Madison School of Busi-
ness demonstrates that UW-Madison's economic impact on Madi-
son and Dane County alone totals $1.4 billion a year and 40,000
jobs. University employees and their households spend $186 million
a year in local businesses, more than the $164 million in student
spending and the $138 million spent by visitors.

That university's impact on the rest of the State exceeds hun-
dreds of millions of dollars. Other UW System universities also
have a significant impact on their surrounding communities that
should not be overlooked when assessing the impact of the univer-
sity on economic development in the State of Wisconsin.

But beyond that, I want to continue to stress an attitude toward
our public universities, the centers and extension as State re-
sources. Where business and industry once only searched for sites
which provided proximity to the minerals and water needed for
their manufacturing processes, the availability of railheads and
other shipping facilities, and a pool of cheap labor-the process of
site selection today has become vastly more sophisticated, and the
requirements much more refined.

Frequently the proximity of university-based scientific and engi-
neering activity is far more important than the existence of a rail
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spur, and the proven skill of Wisconsin's work force outweighs con-
siderations of minimal labor costs. In 1981 we appointed a system-
wide task force to identify that amount of then current university-
industry contacts.

The report that results, "A Profile of Resources for Business and
Industry," listed more than 250 UW System units, mostly academic
departments, that provided direct assistance to at least one Wiscon-
sin firm within the immediate past. The report also noted that
many thousands of consulting contacts are made by individual
members of the faculty which simply were not counted. A new edi-
tion of this report is now being prepared, and we are confident that
we will find there has been a significant increase in the amount of
university-industry contact.

The range of assistance available is very interesting. UW-exten-
sion, for example, offers a whole series of seminars and conferences
for municipal officials to assist with their economic development
planning. There are at least two programs in applied robotics re-
search.

Genetic engineering has fostered some recent industrial growth
in Madison. Medical technology is very much in evidence. Much of
the UW system's activity in the Great Lakes aims at long-term im-
provements in commercial fishing.

I could go on with many more details but I think if you care to
peruse some of those documents, you will find the details there. I
will simply indicate that the Wisconsin Strategic Development
Commission in its deliberations recognized the university's position
as an asset to be tapped for economic development in the State. It
made a number of useful suggestions and recommendations, some
of which we already have underway and some of which we hope to
get underway in the coming years.

Those include a systemwide study of our business and manage-
ment programs to see whether we can make sure that they are
meeting the needs of Wisconsin industry as well as doing the
things they ought to be doing academically to maintain academic
excellence.

We have several business representatives on that study commit-
tee. We also made some suggestions through the committee, the
commission report, for some future activities that we think would
be useful.

Among those were the provision of some funds for release time
for faculty so that faculty could take what we have called "re-
search leaves" for periods of 6 to 12 months to go to industry and
to work on specific applied projects that would make use of some of
the theoretical work they have been doing in the university labora-
tories.

We hope that we will be able to mount some of those research
leaves in the coming year.

It was also suggested that we might develop a challenge fund to
match private dollars for some endowed chairs for faculty in engi-
neering and management, business and related economic develop-
ment areas.

The technology development fund, the State fund that I men-
tioned to you earlier, was refunded in this biennium, for the
coming biennium at a level that was double its previous $2 million
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funding and that will enable us to pursue again some of the joint
projects that involve university research together with industry in

some very interesting pilot projects that are now going on.
So I think there are a number of things that we need to do and

are currently undertaking to make the university system as a

system, as a collection of institutions, a more valuable resource to
the State. I will stop there.

Representative OBEY. Thank you.
[The prepared statement of Ms. Lyall follows:]
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PREPARED STATEMENT OF KATHARINE C. LYALL

The people of Wisconsin have historically made an unusually strong

commitment to public higher education, and the result is that this state has

in its university system an extraordinary resource for economic development.

Today I'd like to provide a brief overview of the W System, what it is

doing to assist in improving Wisconsin's economic development. and what we

plan for the future in this important area.

Without question. tW-Madison is regarded as one of the nation's most

distinguished undergraduate. graduate and research facilities--and more and

more. W-Milwaukee is making its presence known as a front rank urban

university with an outstanding group of researchers and scientists active at

the graduate level.

But the university system also consists of 11 other four-year

degree-granting institutions (all of which offer some graduate level

programs). 13 two-year centers that provide undergraduate education which is

transferable to the degree-granting institutions, and a statewide Extension

that was the early national model for most of the other such extension

programs in this country.

In addition to educating thousands of students, these institutions

contribute solid cultural and intellectual resources to the areas in which

they are located. In this role alone, these institutions have frequently

played an important part in the decision to relocate existing businesses or

establish new ones. In assessing areas being considered for possible

relocation, business and industry invariably count the presence of a college

or university as an increasingly important asset and ally.
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Wisconsin's public universities, centers and extension also communicate

with private enterprise in a very direct and pragmatic manner as well. Most

of the universities include a Small Business Development Center. which

actively provides businesses that have a need for their extensive expertise

with prompt and effective counseling. Some of these centers have special

strengths in particular areas such as technology transfer, and this expertise

is shared among other centers around the system.

It is gratifying to note that the Wisconsin Innovation Service Center at

the business school of UW-Whitewater was praised as an integral part of

Wisconsin's business development efforts in a recent issue of High Technology,

a national magazine published in Boston. The magazine notes that the center

has evaluated more than 1.300 inventions since its inception in 1980.

Outside the arena of small business, today's industry often looks toward

our universities for particular expertise in the sciences, engineering, and

advanced entrepreneural strategies. It is here that the University of

Wisconsin System has special strengths.

Both the University-Industry Relations program at UW-Madison and the

Technology Transfer project at UW-Milwaukee represent sophisticated efforts to

bring higher education resources to bear wherever they are needed in the

private sector. The research park now under development by UW-Madison

constitutes an additional important link in the growing bond between academic

research and commercial applications.

I am happy to report that both the governor and the state legislature have

strongly endorsed the important role the university system will continue to

play in Wisconsin's economic development.
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In the current legislative session. which ended only a few weeks ago, a

substantial number of proposed uw System initiatives related to research and

development received funding for the 1985-87 biennium.

For instance, additional funds were provided for continuation of a

Biotechnology Center at Madison. begun as a pilot project last year with a

private grant. This center concentrates on genetic engineering and other

sophisticated technologies that permit the manipulation of organisms in the

production of new processes and products.

We received additional funds for a consortium for research and extension

activities in agriculture and natural resources. This consortium involves

scientists and staff at four of our universities.

The office of Industrial Research and Technology Transfer at UW-Milwaukee.

previously supported by interim grants from the state's Department of

Development, is now operating under legislative appropriation. as is the

UW-Milwaukee project on research in engineering, business and technology.

In all, over $2.2 million was approved in such additional state supported

funding, related directly to university activities with private sector

applications.

The appropriation for "Groundwater Management, Research and Extension' is

a perfect case in point. Twenty-five percent of Wisconsin's manufacturing

needs for water are met from aquifers--the underground strata of rock. sand

and gravel that carry water to our wells. Pulp and paper manufacturers, fruit

and vegetable processors. cheese makers. electroplaters, meat processors and

brewers are among the large Wisconsin industrial users of high quality

groundwater. Agriculture is also an increasingly heavy user of this water,

both to ensure high quality milk and for irrigation.
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Recently a wide variety of chemical contaminants from numerous sources

have been finding their way into our state groundwater. The new appropriation

will permit us to develop within the university system. in consultation with

citizens, industries and government agencies, groundwater management

strategies to insure the long-term safety and usability of the state's

reservoirs.

In total. UW System expenditures from all sources for research activities

in the 1985-87 biennium will amount to something on the order of $226

million. While the greatest portion of this activity will occur at tW-Hadison

and 1W-Milwaukee. a significant amount of research work is conducted at other

sites around the state as well.

For example. the Sea Grant College Program, while based at 1W-Madison.

funds research and information projects as far north as UW-Superior, in the

northeast at 1W-Green Bay. to the east at 1W-Milwaukee, and even at such

land-locked institutions as 1W-Stevens Point.

The groundwater management project I spoke of a moment ago will also

involve faculty from numerous 1W System institutions.

Because some of our UW System institutions are so successful in attracting

extramural support for research and other activities. it has been suggested

that they might be properly regarded as the state's leading smokeless

industries. For example. more than 57,000 UW System undergraduates received

$164 million in need-based aid in 1983-84. Ninety percent of that aid is

received from federal sources.

In any case, the institutions of the university system do have a direct

positive impact on the economy of the state that is sometimes overlooked when

we talk only of the tax appropriation needed to underwrite a portion of their

operation. A comprehensive new study by the 1W-Madison School of Business
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demonstrates that UW-Hadison's economic impact on Madison and Dane County

alone totals S1.4 billion a year and 40,000 jobs. University employees and

their households spend $186 million a year in local businesses, more than the

$164 million in student spending and the Si38 million spent by visitors. That

university's impact on the rest of the state exceeds hundreds of millions of

dollars. Other UW System universities also have a significant impact on their

surrounding communities that should not be overlooked when assessing the

impact of the university on economic development in the state of Wisconsin.

But beyond that, I want to continue to stress an attitude toward our

public universities, the centers and extension as state resources. Where

business and industry once only searched for sites which provided proximity to

the minerals and water needed for their manufacturing processes, the

availability of railheads and other shipping facilities, and a pool of cheap

labor--the process of site selection today has become vastly more

sophisticated, and the requirements much more refined. Frequently the

proximity of university based scientific and engineering activity is far more

Important than the existence of a rail spur, and the proven skill of

Wisconsin's work force outweighs considerations of minimal labor costs.

In 1981 we appointed a systeawide task force to identify that amount of

then current university-industry contacts. The report that resulted, A

Profile of Resources for Business & Industry, listed more than 250 UW System

units--mostly academic departments--that provided direct assistance to at

least one Wisconsin firm within the immediate past. The report also noted

that many thousands of consulting contacts are made by individual members of

the faculty which simply were not counted.

A new edition of this report is now being prepared, and we are confident

that we will find there has been a significant increase in the amount of

university-industry contact.
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The range of assistance available is very interesting. UW-Extension, for

example. offers a whole series of seminars and conferences for municipal

officials to assist with their economic development planning. There are at

least two programs in applied robotics research. Genetic engineering has

fostered some recent industrial growth in Madison. Medical technology is very

much in evidence. Much of the UW System's activity in the Great Lakes aims at

long-term improvements in commercial fishing.

We also have recently seen the development of a growing number of

university/industry consortia. Under these arrangements, several industrial

firms with mutual research interests provide support for a designated academic

research area. The industries gain lead time on developing technologies,

personal contacts with research faculty. and familiarity with graduate

students who are potential future employees. UW-Madison currently numbers 21

of these consortia among its industry contacts.

Another indicator of the UW System's commitment to the state's future

economic development was the creation of an important new position in its

central administration. As of the first of this year we now have a full-time

Assistant Vice President for Government and Business Relations.

I As you may know, I served as a member of the Wisconsin Strategic

Development Commission which has just presented its final report to Governor

Earl. The commission made a number of recommendations related to the UW

System--recommendations which are intended to achieve a number of well defined

goals. In the coming months, university system administrators, faculty

leaders and others will be evaluating these recommendations and goals to

ensure that the full potential of our institution is realized in this regard.

In a recent week, Wisconsin newspapers reported a number of items dealing

with the relationship of the University to Wisconsin industry and business as

well as to development abroad. I will cite three diverse examples. The
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Milwaukee Sentinel reports that scientists at the UV-Madison Synchrotron

Radiation Center have made significant progress in an effort to use x-ray

lithography to make the integrated circuits that now fuel the multibillion

dollar computer and microelectronics industries into circuits one-tenth 
the

size of the smallest chips now produced. The Business section of the

Wisconsin State Journal tells us that Assistant Professor William Berggren,

an Extension specialist in purchasing, materials and information for 
the

UW-Madison School of Business Management Institute, received the '1985 
Faculty

Fellowship' sponsored by the Milwaukee Association of Purchasing Management

and Snap on Tools Corporation of Kenosha. Dr. Berggren will spend 8 weeks

this summer observing the purchasing operation of the company. Finally, the

Wisconsin State Journal reports that beyond the boundaries of the state, 
a

satellite and computer software developed at the UW-Madison Space Science 
and

engineering center enabled thousands of people in Bangladesh to flee the

powerful hurricane and devastating tidal surge in June. The system also will

be useful to fishermen and farmers in Bangladesh and elsewhere, by providing

information on the location of warm and cold ocean currents which helps to

locate fish and information on the moisture content of soil for use in

agricultural forecasts.

As a state, Wisconsin has made an uncommon investment in public higher

education. Now, at a time when it has become widely recognized that we 
must

take aggressive action to maintain and improve our economic base in Wisconsin

to protect what we feel is an especially desirable quality of life, it is

widely recognized that the university system is a uniquely valuable resource

in achieving this goal. And the university system, for its part, will

continue to undertake the programs and activities that will fulfill its role

as a major catalyst and participant in the maintenance and growth of the

state's economic future.
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Representative OBEY. Mr. Bauman, please proceed.

STATEMENT OF RUSSELL BAUMAN, DISTRICT MANAGER FOR
ECONOMIC DEVELOPMENT, WISCONSIN BELL, MADISON

Mr. BAUMAN. I would like to make it perfectly clear that I am
not an economic expert. I am simply a collector of information and
the views that I will express in this presentation are really those of
the business people that have taken part in this.

Wisconsin Bell began this program-I think I would like to do
this in two parts. The first part is an explanation of the program so
you understand how we accumulate information. And then I will
respond to the four areas that you have indicated an interest in.

Wisconsin Bell began this program about 3 years ago. Unlike
most other economic programs, it directs its attention almost en-
tirely toward the retention and expansion of the existing business
base in Wisconsin.

We believe that the best jobs you are ever going to have in Wis-
consin are the ones that are here right now and we ought to do all
we can to preserve those jobs.

We started the project in Wausau, our pilot location. It became
so popular that we began getting demands from other communities
and before we were able to complete the project, we were in the
process of doing the study in Kenosha and Eau Claire.

Since that time we have now completed a project in 26 communi-
ties and the information we have collected represents responses
from 1,333 firms, which is 82 percent of the firms that we targeted
originally in these communities for the study.

That 82 percent gives you some idea of the interest level on the
part of businessmen in taking part in this study; 90 percent of our
contacts are with the chief executive officers of these firms, and so
the source of the information is really the top of the industrial
house.

I have to stress that this is not a Wisconsin Bell study. This is a
community project. Wisconsin Bell simply is the catalyst to make it
happen. We helped with the administration of the program and, of
course, we absorb the financial cost of this program.

Normally, in the community the focal point for the project is the
chamber of commerce. We need the chamber of commerce's sup-
port because we need volunteers to conduct the studies. We also
need the chamber because we have to find a place where we can
maintain a high level of confidentiality since the information you
get on a per business basis is extremely confidential.

By maintaining our records in the chamber office, we can main-
tain that level of confidentiality.

In addition to the chamber, of course, we have to have support of
local government.

I can tell you, based on our past experiences, that you will find
on the average 2.5 local government infrastructure complaints per
business, and if we spend 2 or 2½/2 hours talking about these prob-
lems and do not have a plan to address those issues we identify, I
don't think we should do the study. So we need the support of local
government to help us address the issues as they relate to local
government infrastructure.

57-425 0-86-3
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In addition to that, the vocational technical schools have played
a very active part in the project not only by providing interviewers
to conduct the interviewing process, but they also create and have
developed data bases for maintaining information.

The process, the interview process takes about 2 to 2½/2 hours and
during that period of time we fill out a 44-page questionnaire
which provides us with 135 entries that become part of that base,
and 15 narrative responses that are not in the data base but are
extremely valuable in doing a subjective analysis of each of those
individuals' businesses.

The task force is created at the onset of the project and their re-
sponsibility is to help address those issues and help the business-
men in the areas that they have covered as problems.

We have two primary objectives in conducting this study. One of
them is to collect this mass of information and store it locally so
that it can be used on an ongoing basis by the local community in
an other economic programs.

Second, probably the most important objective, is to identify
those businesses in the community that have plans either for relo-
cation or expansion and have plans for relocation, and identify the
problems associated with that business, and then through the task
force readdress those problems and encourage that businessperson
to stay in the community.

The entire process, from the onset of training the interviewers
until the presentation of a final presentation, is 6 to 9 months.

There were four areas you asked me to address in this hearing
today. One was the factors that influence manufacturers' ability to
grow and expand in Wisconsin. That is really a three part question.
The first part asks the businessmen to rank his community as a
place to do business and also to rank the State as a place to do
business. That ranking is on the basis of excellent, good, fair, and
poor.

I might say that generally the community is ranked much higher
in terms of a place to do business. About 82 percent of the respond-
ents say excellent or good in terms of the community.

However, in terms of the State of Wisconsin, that percentage is
about 47 percent.

We tried to analyze why the ranking of the State is lower than
the ranking of the community, and one of the conclusions we came
to is perhaps the more removed you are from the government that
provides the service, the less likely you are to rank them high.

We don't ask about the Federal Government. I suspect that if we
did ask about the Federal Government, your ranking may be lower.

There are two follow-up questions after that ranking. One is,
what is-what do you see as positive about the State of Wisconsin
and what do you see as negative? We had 953 responses that were
positive and 1,228 responses that were negative. And the ranking,
first of the positive responses, are these: The quality of the work
force was No. 1. The quality of the life in Wisconsin is No. 2, gov-
ernment services No. 3, resources and recreation No. 4.

Under negative responses, the No. 1, won't come as any great
surprise. The No. 1, negative response is taxes. The No. 2, is gov-
ernment services. No. 3, is regulations.

Senator PROXMIRE. What was No. 1?
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Mr. BAUMAN. Taxes. And No. 4, is climate. If you have a solution
for winter, I think we could improve that perception.

We used taxes as a generalized category, so we broke that down
in the responses that we received. In many cases we just simply get
taxes as a general response, as a negative for doing business in
Wisconsin. That is No. 1, general category of taxes, 348 responses.

Personal income tax is No. 2, with 187 negative responses.
Corporate income taxes, which is a perception that I don't be-

lieve matches reality, is 93, and it is in third place in terms of over-
all taxes.

That is followed by unemployment tax. I think the interesting
thing in these negative responses is that the disparity between the
No. 1 negative response and the No. 2-No. 1 tax brings us 700
negative responses, and the No. 2, which is government services,
brings us 288 negative responses.

Follow-up question, again to that same area is, How can Wiscon-
sin become more probusiness in the future? The No. 1 issue, to im-
prove taxes, with 354 responses. No. 2 is, improve government atti-
tude, and No. 3, is to change regulations.

The third area that you asked me to discuss was the factors lead-
ing to relocation of businesses, either within the community or
within the State or outside the State.

Specifically the question we asked is, Do you have any immediate
plans for relocation of either all or part of your business? 244 out
of 1,300 responses are yes. So that is about 18.6 percent have some
immediate plans for relocation.

I have to break that down. Of that 244, a half of them are saying
that they will stay within the community. The other half are going
to either stay within the State or leave the State.

The follow up question then is, Why are you going to relocate?
The No. 1 reason why any business has ever relocated is they have
no room to expand on present location. No. 2 reason they give us is
they have no land for expansion. No. 3, is changing market condi-
tions. No. 4, is labor costs. No. 5 is high State corporate taxes, and
No. 6, is the cost of energy.

Once again, I think the high cost of corporate taxes and the cost
of energy are perceptions that do not match reality. The cost of
energy in Wisconsin is extremely favorable to the businessman.

Next question is, What factors are affecting your recruiting to
get qualified people to come to the State of Wisconsin to work? It is
a multiple choice question.

The three high positives are quality of life in Wisconsin, K
through 12 educational system, and the area of technical schools.
The businessman is telling us that those are the primary reasons
he is able to get qualified people to come to Wisconsin to work.

I suppose it comes as again no great surprise that the No. 1 nega-
tive, is personal income tax and the No. 2, is climate. In between
those positives and negatives is the cost of housing and the cost of
living. That is more positive than it is negative.

Finally, the fourth issue that you asked me to address was the
factors affecting businesses' financial condition. Once again, it is a
multiple choice question.
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The No. 1 issue, is market conditions in the economy. No. 2, are
the interest rates. No. 3, are material costs. No. 4, is labor costs.
And No. 5, is energy costs. No. 6, is State corporate taxes.

I might point out that when we initially did the study in
Wausau, interests rates were the No. 1 reason. At that time inter-
est rates were 17 and 19 percent. I think this reflects a change in
the interest rates overall.

Those would conclude my remarks as it relates to the questions
you asked.

Representative OBEY. Thank you very much.
Mr. O'Connor.

STATEMENT OF KEVIN D. O'CONNOR, ASSISTANT VICE
PRESIDENT, FIRST WISCONSIN NATIONAL BANK, MILWAUKEE
Mr. O'CONNOR. Thank you. I am Kevin O'Connor, assistant vice

president of the First Wisconsin National Bank, Milwaukee, and
manager of its economic development department.

First Wisconsin is the only bank in the State that has formally
focused staff resources on the State's economy and development ef-
forts. Managing those efforts has allowed me to research some of
the issues that I will address today as well as having direct contact
with many firms attempting to meet their capital needs.

Your hearings in the next several days will do much to spotlight
the Wisconsin economy and the suggestions that are currently cir-
culating regarding strengthening it. I have been asked to comment
on the availability of capital in Wisconsin, issues regarding its
supply and demand, and recommendations that I might make to
close any gaps that may exist.

While there are many others whose competency in this subject
far exceeds mine, I have consulted with and reviewed the research
of experts in Wisconsin who have addressed this subject, and I
would like to present to you my interpretations.

The overall context of this discussion must be considered within
the economic strength of the State and national economies. An ex-
panding economy brings demand for capital to meet the needs of
increasing demand for one's product.

An entrepreneurial economy brings demand for seed and growth
capital as entry into a thriving economy is perceived to be profita-
ble. A mature economy brings with it the demand for working cap-
ital that would have been generated by sales and profit growth, but
which is now being consumed to meet current expenses and main-
tain a corporate infrastructure to compete for a declining share of
business.

Throughout any economic cycle these demands will exist. It is
necessary to review the national economic picture because it goes
without saying that the Wisconsin economy does not exist in a
vacuum. To a very large degree, the State has no control over its
own economy. It cannot control monetary policy.

The State's fiscal policy does not cause disruptions in the supply
and demand for capital, but its significance is a good deal less than
the effects of national fiscal policy. Wisconsin's capital goods manu-
facturers are facing new competition in their world and domestic
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markets from foreign producers that were not factors in the mar-
ketplace in the 1970's.

This competition has been accelerated due to the strength of the
American dollar. Wisconsin industry in such areas as construction
machinery, agricultural equipment, and machine tools are facing
aggressive pricing and marketing strategies. Demand for capital for
technology development, retooling, and working capital needs will
be significant in the future from these industry sectors as they also
face declining and perhaps negative profit margins.

There is a specific need to address the needs of companies that
can successfully compete in the marketplace if the dollar was at a
reasonable exchange rate. Stimulative fiscal policies and tight mon-
etary policies have had a significant effect on the manufacturing
sector in the United States.

This effect was particularly strong in Wisconsin. Rapidly rising
interest rates have raised the cost of goods of Wisconsin manufac-
turers and consumed financial resources. Continued high real in-
terest rates not only increase the cost of goods, but restrict the
availability of long-term capital.

Fear of a return to double digit inflation and corresponding in-
terest rates appears to be subsiding. However, actions outside Wis-
consin's control will affect these perceptions. The Wisconsin econo-
my is complex and not capable of any singular description or defi-
nition.

That is to the great benefit of the citizens of our State as they
are not tied to the success or failure of any single industry.

I would like to discuss three so-called subeconomies and then
review the public policy implications of their capital demands. A
department of development study by Kay Plantes in 1982 ques-
tioned whether there were structural defects in the Wisconsin
economy that would cause it to significantly lag behind the Nation
as it entered a recovery from the very severe 1980-82 recession.
Happily, that speculation was not accurate.

However, in May of this year, the unemployment rate in Wiscon-
sin dropped below the national average for the first time in 4
years. Wisconsin's economy is experiencing a healthy recovery due
to a strong rebound in nondurable goods and the service industry.

The supply of capital is attracted to companies both large and
small who are participating in an expanding economy. Experience
in the most recent recession requires a careful credit review for
those looking for expansion capital. Industry sectors that are tied
to markets affected by cyclical economic conditions need a strong
cash flow to cushion against unexpected drops in demand for their
products.

Large corporations that are experiencing strong noncyclical
demand for their product, such as the paper industry, are success-
fully funding major expansions. Smaller well-managed companies
in similar markets also will find a very competitive financial mar-
ketplace ready to meet their needs. The printing industry is a good
example.

Those companies tied to cyclical markets and who must invest
their retained earnings into equipment will face critical reviews
from lenders who experienced significant collateral shortfalls
during the last recession.
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These companies will need to either increase their cash flow
through reduced debt service or enhance their creditworthiness
through some means other than the pledge of their equipment and
plant as collateral if they are to meet their demand for expansion
capital.

One of the questions frequently being discussed is the availability
of capital for entrepreneurial activity. This capital is generally
lumped under the term "venture capital."

There is a widespread belief that there are hundreds of Wiscon-
sin business ventures ready to be launched if only so-called con-
servative bankers would open up their purse strings. I believe an
examination of the Wisconsin entrepreneurial economy would be
helpful in examining some of these myths.

Using 1975 as a base year, there was a 66-percent increase in the
number of annual new incorporations nationally through 1983. In
Wisconsin there was only a 26-percent increase. Recent figures re-
leased by Dun & Bradstreet confirms this trend. This lag in new
corporations becomes significant in explaining the severity of the
Wisconsin recession of 1980-82.

David Birch of MIT, in his study of the job generation process,
concluded that bankruptcies and relocations were on an even level
throughout the regions of the United States and were not signifi-
cant in the loss of jobs. Large corporations were also relatively un-
important in the job generation process. The creation of new busi-
nesses was the engine that drove a thriving economy.

In examining the rate of new incorporations during Wisconsin's
"star of the snowbelt" period, it is found that Wisconsin is running
at only 42 percent of the national average. Thus, when the job gen-
erating forces of local industry expansion and branch-plant loca-
tions slowed during the recession, the effects were magnified by the
lack of a job cushion created by newly formed ventures.

While at first blush one may wish to attribute this to a "rust-
belt" syndrome, the data do not support such a conclusion. In 1983,
Indiana and Minnesota, which bracket Wisconsin in population, ex-
perienced 8,846 and 8,202 new incorporations respectively. During
that year only 6,340 new incorporations were filed in Wisconsin.
During the recession Wisconsin experienced a rate of growth in
new incorporations of 0.09 percent. Indiana's was 3.2 as was Minne-
sota's.

The 1984 data indicate that Wisconsin is experiencing half of the
per capita rate of incorporations as the national average and con-
tinues to significantly lag its industrial neighbors. Our current eco-
nomic growth is continuing the pattern of before the recession in
relying upon existing Wisconsin businesses for its base. Such a reli-
ance is predicative of another significant increase in the unemploy-
ment rate during the next recession. Is there a capital gap that
might be responsible for these figures?

A study completed for the Wisconsin Strategic Development
Commission by James Stone of the University of Wisconsin-Madi-
son concluded that lack of so-called venture capital was not an im-
pediment to business startup by the entrepreneurs he surveyed. He
interprets his survey data in this way:

The results suggest that those who did not start a business venture were more
likely to have anticipated relying on loans from friends and government loans. The
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availability of startup or worth capital from financial institutions, sale of stock re-
tained earnings, or from venture capitalists did not emerge as barriers to initiating
a business venture.

What factors are there that have led to this lack of new incorpor-
ations which could be described as a gap in the demand for capital
in Wisconsin? One factor may be that we are not getting a return
on our investments in our educational infrastructure.

Dave Birch found in his research on the generation of new jobs
that metropolitan areas with a large university center were the
leaders in a new business formations. He hypothesized that there
was a research/product development synergism which spawned
new incorporations.

He also found that these metropolitan areas were concentrated
in the Northeast and Midwest. Neither Madison nor Milwaukee
were found by Birch to have benefited from being major university
centers.

The Wisconsin Strategic Development Commission identified a
"brain drain" from the State when it found that Wisconsin con-
ferred significantly more bachelor's degrees per 1,000 population
than the national average, yet was below the national average for
percent of population age 25 years or older who have graduated
from college.

Steps have been taken in the last several years to increase busi-
ness ties with our university system. Competitive Wisconsin's mem-
bership includes the president of the university system and the im-
mediate past president Robert O'Niel examined the university's
conflict of interests rules and revised those that he felt might un-
necessarily restrict business/university collaboration. Wisconsin for
Research was formed and funded privately to match university re-
search with the R&D requirements of business.

The technology development fund was created by the State gov-
ernment, and in Madison an SBIC was privately capitalized which
will focus on the Madison metropolitan area.

In Milwaukee, Chancellor Horton has been vigorous in develop-
ing business/university contact and the Metropolitan Milwaukee
Association of Commerce is specifically working on university/busi-
ness matchups. I emphasize this university connection not as a crit-
icism, but as a very real issue in capital formation.

The forming of new businesses that are successful is an impor-
tant catalyst in attracting venture capital. This fact has been em-
phasized by local venture capitalists. Another issue in the supply of
capital in the State of Wisconsin is the taxation of its returns.

Mr. Sheldon Lubar of Milwaukee has frequently talked on this
subject. Mr. Lubar's company is a noted provider of growth capital,
particularly to industries in a mature market such as tanneries
and malting.

He gives this definition:of the entrepreneur:
Starting new businesses involves risks. Entrepreneurs take on these risks in

return for the opportunity to make and keep money. This is what creates a dynamic
economy. Without this process of constant renewal you have a downward cycle as
businesses mature and decline. Actually, the specific task of the entrepreneur is to
create and then exploit risk. No risk activities are paid for with wages. Profits
belong to risktakers. The entrepreneur is the systematic riskmaker and risktaker.
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But until 1982, Wisconsin treated capital gains as ordinary
income. I agree with Mr. Lubar that the creation of new wealth
through new business involved extraordinary returns. There can be
little justification for the taxation of capital gains from the invest-
ment in new Wisconsin businesses as if it was earned through
wages.

Thus, the completion of the federalization of Wisconsin's capital
gains tax in the last legislative session is a welcome step, but it will
not overcome immediately the effects of the previous treatment of
capital gains. I wish to comment on Federal issues and will not
review for this committee the many proposals for further targeting
of Wisconsin's capital gains tax.

However, philosophically, policymakers will have to determine if
they want so-called seed-venture-or growth capital to come from
private resources. If so, then the microeconomic effects of Wiscon-
sin tax policies on its creation must be seriously studied. Wisconsin
also historically treated the taxation of inheritance in a more sig-
nificant way than other States.

Only recently has there been reform that has encouraged the
transfer of business assets to the next generation. Federal policy
has encouraged uniformity in taxation of estates by its estate tax
credit. Wisconsin has yet to take advantage of this uniformity.

Wisconsin's entrepreneurial economy is not strong compared to
its neighbors and needs to be stimulated. Current research indi-
cates that it is not a capital gap causing this entrepreneurial lag.

Factors such as weak university-business ties or the taxation of
gains and inheritance from business ventures may be of cause. I
will discuss a Federal capital gap, which I believe to be significant,
in a few moments.

Data Research, Inc., conducted a study of industry sectors, their
loan demand and their risk factors through the end of the decade.
Not surprisingly, many industry sectors that are in mature mar-
kets are rated as having above average or high risk.

These sectors are well represented in Wisconsin's durable goods
manufacturing component. Not all durable goods manufacturers
are defined as having risk, and being in a mature market is not by
definition a measure of risk.

Risk is defined in terms of balance sheet characteristics such as
cash flow growth, variability, interest rate coverage, debt maturity,
and liquidity.

Since this is proprietary research, I cannot define the specific in-
dustry sectors, but only use this information to illustrate a capital
gap that will occur for some borrowers who may be large, as well
as small businesses. Given this risk evaluation, having confidence
in management, national and international economic events and a
commitment to product line diversification will be important fac-
tors in provision of capital.

Further, one cannot ignore the fact that while First Wisconsin is
the State's largest bank, it does not rank in the top 50 banks na-
tionally in asset size. Thus, capital demands requiring significant
review for their creditworthiness are falling upon a financial
system that is not comparatively large.

Responsible financial institutions cannot be expected to fill their
loan portfolios with loans with excessive risk. I have given you my
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analysis of issues concerning capital demand and supply in Wiscon-
sint. It is by no means exhaustive. I would like to provide you with
my observations on Federal policies for your consideration. At the
outset, I must tell you I have a bias toward a free market ap-
proach. I believe that if you stimulate the growth of capital, it will
be provided by those whose enterprises stand careful examination.

Very often what is seen as the availability of capital is really
part of a winnowing process. Government intervention in that
process must be made with strictly defined goals and processes that
are targeted to those goals.

The financing of the Federal deficit will continue to compete for
capital. Given the ability of the Federal Government to pay, it will
always be first in line to satisfy its demand by increasing yields on
its securities. These securities set the threshold in risk and return
that other borrowers must compete against.

The inflationary fears that the deficit fans continues the record
real interests rates now being experienced by borrowers.

Attention to the deficit should be the No. 1 priority in addressing
capital needs of Wisconsin businesses by the Federal Government.

Expanding companies have benefited from the increased cash
flow that tax-exempt industrial development bonds have provided.
Elimination of these bonds will restrict the ability of many growing
companies to expand. The Treasury proposal on this issue could be
modified using the principle outlined by the House Committee on
Banking, Finance and Urban Affairs in their December report.

Risk sharing through the SBA and the SBIC's and SBA char-
tered Business Development Finance Corporations has successfully
provided capital to many small businesses that would not have pre-
viously obtained it.

This risk sharing has recognized the historical rates of failure of
small enterprises. Elimination of these activities would be signifi-
cant in Wisconsin.

The use of community block grant funds and Economic Develop-
ment Administration grants to create local loan pools for participa-
tions in financings of businesses has also been used in Wisconsin to
spread risk when appropriate. These funds also have been targeted
somewhat by Federal regulations.

Tax incentives for the encouragement of ESOPS has been an im-
portant tool in retaining local ownership of companies that may
have been sold to large conglomerates. They should be continued.

For Wisconsin's entrepreneurial economy, I suggest, No. 1, Fed-
eral capital gains reform proposals benefit the holders of securities
rather than the investor of venture capital. By definition, this cap-
ital is patient money, paying no dividends, waiting for the recapi-
talization of the company for its payout.

Current proposals to index capital gains to inflation and then tax
at ordinary income rates will chill the current increase in venture
capital availability.

Targeting the tax treatment of enterprising-creating investments
is important if the source of venture capital is to be broadened
from its current base.

Silicon Valley and I-128 in Boston are not accidents of geogra-
phy, nor are they the results of over State actions. Rather, there is
the direct relationship that David Birch found to world-class uni-
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versities and business formation. Wisconsin has that advantage
also, and must further capitalize on it.

However, there also is another important capital allocation proc-
ess going on in the States of Massachusetts and California. Massa-
chusetts ranks first and California ranks fifth in its share of de-
fense R&D dollars. Wisconsin ranks 45th. Defense R&D is 65 per-
cent of all the Federal research and development efforts.

These dollars are vital in providing for the base for entrepre-
neurial new companies. We need assistance in directing those R&D
dollars to the State.

Current tax reform which would change the depreciation and in-
vestment tax credit sections of the Tax Code must be examined for
the specific impact it would have on large durable goods producing
manufacturers in Wisconsin.

Research has indicated that the elimination of such preferences
may be neutral on an industrywide sector basis but could signifi-
cantly affect individual companies.

Since these industries are already facing increasing pressure on
income from declining markets and foreign competition, a sudden
shift in their tax liability will restrict their ability to raise capital
for the necessary reinvestment in their corporate infrastructure.

The double taxation of dividends is also a hinderance to the
supply of capital to these industries. Declining dividends restrict
the ability to raise funds on the stock market while their taxation
absorbs cash necessary for interest coverage.

Credit enhancement through the use of loan guarantee programs
like the Economic Development Administration and the FmHA has
played and can play a significant role in providing long-term cap-
ital for reinvestment when future markets and profitability are un-
clear.

Increasing Wisconsin's manufacturers' participation as prime
Federal contractors will assist those mature industries that need
orders to justify the retooling and modernization of their plant.
The potential for Harley-Davidson to provide for the motorcycle
needs of the Defense Department is a good example of low-technol-
ogy defense procurement.

I hope that I have provided you with a Wisconsin perspective on
the issue of capital availability. There certainly is more that can be
discussed, but within the time constraints of your morning, I have
tried to touch on what I consider to be the major points that your
committee would find interesting.

Let me just close with this quotation: "I doubt if there is any oc-
cupation that is more consistently and unfairly demeaned, degrad-
ed, denounced and deplored than banking. Before almost any kind
of a crowd you can always get a warm and encouraging response
when you describe the bankers as grubbing, money-mad million-
aires with hearts of stone, cold and glassy eyes and the annoying
willingness to loan only when you do not need it.

"Let us hear one for your friendly or even unfriendly banker. If
you really want an unsung hero, he is it," by Senator William
Proxmire.

Thank you.
Representative OBEY. Let me start by trying to weave together a

question for Messrs. Cleary and Bauman and O'Connor.
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Mr. O'Connor, again, I am describing your statement the same
way you described the university, by way of observation.

I note when you get to the conclusion, you list a number of con-
cerns about the Federal Government and the impact of its policies
on the State, and I can't help but note that while it is very difficult
to agree with each of the specifics that you raise on all of them, I
don't, the fact is that what your statement is suggesting is that we
not take a number of actions which would reduce spending, and
that we do take a number of actions which would reduce revenue.

I think there is something of the same thing in the study that
you referred to, Mr. Bauman, and you, too, Mr. Cleary.

Mr. Cleary, in your statement you indicated that Wisconsin's ad-
vantages are a world class university system, high quality elemen-
tary and secondary school system, vocational training services that
have ranked at the top of the United States, and that the disadvan-
tages include relatively high personal taxes.

Mr. Bauman, in the study that you referred to, you indicated
that the respondents to your survey indicated as good things about
Wisconsin the quality of its work force, quality of life, quality of
government services, quality of education and, in negative terms,
they mentioned taxes.

I wonder how often each of you found, either in the survey that
the Wisconsin Strategic Development Commission is doing, or in
the survey that you conducted, an awareness that there might be a
linkage between those two?

We don't get a high quality university, we don't get a well
trained work force, we don't get a quality technical institution such
as the one we are sitting in this morning without being willing to
pay for it.

I myself am often accosted by businessmen, "God, you have got
to cut that budget. Why are you going to save the local UDAG
grant?" And it gets a little frustrating when people don't recognize
that you can't be Houdini.

Seriously, do you find a significant awareness that the disadvan-
tage that people point to by way of Wisconsin's relatively higher
taxes may be one of the reasons that we have some of the other
assets that people are talking about?

Mr. BAUMAN. I really don't see it in our survey process. But
when we conclude the survey process in the community, we do a
final presentation. I often address that issue, that it is difficult to
understand, it is difficult to get somebody to agree to share 10 per-
cent of their personal income with the State of Wisconsin, but on
the other hand, you are telling us that these items are helping you
get qualified people to work.

There definitely is a correlation between the two. But I can't
point that out individually in the responses.

Mr. CLEARY. I think the problem arises in this context. We have
an enormously mobile executive force and a lot of transfers and a
lot of mobility between corporations that do business in a lot of
States.

From our perspective and our standpoint, when you transfer an
employee from Washington State, for example, which also tends to
have a pretty good quality of life and a pretty good educational
system, and you transfer that employee to Wisconsin, and he has a
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zero income tax in Washington State and a 1-percent income tax in
Wisconsin, that is a cultural shock. You really have to sit the
fellow down and explain to him all the good things about Wiscon-
sin, which we do.

Again, in terms of mobility, it is a handicap in recruiting and
transferring people. We have no quarrel with the quality of life ar-
gument. But other States apparently have solved this problem in
other ways, realizing many States like Texas have other resources
to fall back on. But there are many, many States that have less or
no income tax. This is the one single thing that we think has im-
pacted our employees on our ability to transfer into Wisconsin
more than any other single factor.

Representative OBEY. I frankly confess, I was not aware of this
myself until I asked the Joint Economic Committee staff to analyze
the report that we asked Arthur Andersen to do for us in examin-
ing relative tax levels around the country, and trying to determine
what effect it would have on States like Wisconsin if the Feds
eliminated the ability to deduct from the Federal return what you
pay in State and local taxes.

They showed two things. No. 1, that right now, if you compared
the amount in taxes that a family making $50,000 makes in Wis-
consin versus that same family living in one of the lowest tax
States in the lower 48, they found that in terms of overall total
State and local taxes, it cost about 35 percent more in Wisconsin
for that family now at that level of income.

But they found that if the deduction for State and local taxes
was eliminated from Federal return that competitive disadvantage
would grow to about 70 percent.

The second thing they found is that if you compared the level of
taxation with the level of spending in States, and if you take the
five highest-or if you take the five lowest taxing States in the
Union, and then you take the five highest taxing States, three of
those five are New York, Minnesota, Wisconsin, among the lowest
taxing States are States like Alaska, Wyoming, and Texas.

What they found is that four out of the five States who are the
lowest in terms of per capita taxation are in fact higher in per
capita spending within the five highest tax States, including Wis-
consin. The reason for that is the one that you cite, that we pay all
our own bills.

But if you are from Texas and you produce oil or gas or if you
are from Wyoming you can produce coal, they can export part of
the cost of delivering their public services by severance taxes on
those commodities. That is a real disadvantage which Wisconsin
operates under.

It is something that-which we are really not in a position to
change because we aren't going to waive a magic wand and find
that we have energy products we can export. I do get concerned
sometimes that there is this perception that Wisconsin government
taxes because it likes to rather than because it has a different set
of economic circumstances it has to deal with.

Ms. Lyall, what about this impression that some people seem to
have that Wisconsin, the University of Wisconsin, is an anti- or has
an anti-business attitude. Do you think that is a fair assessment? If
not, why not? If it is, what are some things that you would add?
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Ms. LYALL. That is a finding from the Yankelovich study that
was referenced that was disappointing and distressing to us. I have
heard that before. I think in part it is a bum rap, as they say. But
there is clearly a gap between perception and the vast array of ac-
tivities and resources that the university system is making avail-
able across the State.

I think there are a couple of reasons for that. I am not sure that
this is an entire explanation, but partly, you will recall that when
Mr. Bauman indicated the results of his survey, taxes came at the
top of the list. I think that there is a sense among business people
in the State that unless they have had some direct contact with the
university that somehow we are not doing anything for them. So
that businesses that have had contact with the university and a
very large number of small businesses, for example, that have
taken advantage of our small business development centers across
the State, will report that they have had very good experiences
with that.

But I think the natural focus of the business sector is on taxes
and wage rates and other things that are not directly university
oriented, and so if they have not had an occasion to have a direct
contact with a university on a business matter, they assume that
there is nothing being done or that there are no resources available
there.

That is partly our responsibility to make sure that that knowl-
edge is more widely disseminated than it has been now. That was
one of the reasons for our establishing the 800 toll-free number
with the on-line computer search capability to locate both individ-
uals and offices within the university that can help by topic area.

I think there is also another factor that is involved here and has
been discussed, certainly within the university, and also somewhat
publicly.

Wisconsin, more than any other State that I have ever worked in
or lived in, is schizophrenic about what it wants its university fac-
ulty to do. We hear substantial groups of opinion that say universi-
ty faculty should teach, that is what the State is paying them to
do. They should not compete with consulting businesses or private
consultants and any time that faculty spends away from the class-
room or away from the campus in those kinds of duties is really
time taken away from or stolen from what the State is really
paying them to do.

That attitude is fairly pervasive in this State and it has what the
lawyers call a chilling effect, I think, on the willingness of some
faculty to take on the kinds of entrepreneurial activities and the
kinds of consulting work and so on that you can see in Massachu-
setts cr in California or in some other States where there has been
a much more conspicuous tie between the university and certainly
high-technology development, if not other areas of development.

We simply have to work that out by further discussion within
the State. But I think historically that schizophrenia has caused
faculty to hesitate at the prospect that they might be more aggres-
sive in the economic development area.

Mr. O'CoNNOR. I think-I was specific in citing observations on
the Federal policy recommendation. The research shows only about
2 percent of businesses are able to take advantage of federally re-
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lated programs, so it certainly is on the margins. But the commit-
tee had asked for capital supply and demand and clearly changes
in these programs will change the supply of capital to some busi-
nesses.

But I do believe that there is a recognition in the business com-
munity that all that could be ditched if it meant significant reduc-
tion in the deficit. But I don't think it would. I think your charts
indicate that everything else which this is lumped into has already
declined. I think that is important.

The taxation question of capital gains of the House Ways and
Means Committee reported in research earlier that lower capital
gains taxes actually produces more tax revenue. On the Federal
side total gains went from $31.7 billion in 1978 to $68.6 billion in
1981 after the reduction of capital gains taxes under the Steiger
amendment.

One could argue that the change in capital gains taxes or not
changing them would increase revenue.

Representative OBEY. You can argue that, but I would point out
in evaluating that report that further critiques of that report, since
it was published, demonstrated that a good portion of that was
simply as a result of the balloon effect that took place, because in
the short term it did not necessarily indicate a long-term revenue
gain. In fact, most observers thought just the opposite.

Mr. O'CONNOR. Let me comment further on where venture cap-
ital comes from. I think this is important. A study done about ven-
ture economics found that 34 percent of the venture capital com-
mitted in 1984 was from pension funds, 18 percent from foreign in-
vestors, 14 percent by corporations, 13 percent by insurance compa-
nies, 6 percent by endowments and foundations and only 15 per-
cent by individuals and families.

Employment capital gains was a question on expanding the base
of venture capital, particularly in the area of C capital, which Mr.
Cutler has testified comes primarily from individuals, and in
today's Milwaukee Sentinel, Mr. George Moser spoke on that sub-
ject. You have an idea and you hook up with someone who has
money.

I think that if only 15 percent of the money invested in venture
capital in the last 5 years is coming from individuals, there has to
be some barrier to that. The other sources paid very little or no
taxes, effectively, according to that report.

Representative OBEY. Senator Proxmire.
Senator PROXMIRE. First, Mr. Chairman, this is a very classy

panel. I am very impressed. I didn't realize, I should have looked it
over more carefully. I think they have quoted themselves extreme-
ly well. They have given us an excellent presentation but some con-
flicts, that give us an opportunity to try to reconcile those.

Mr. Cleary, you list the liabilities that the group studying long
range economic planning found in the Wisconsin economy. I
wanted to follow up on something that the chairman asked about,
too.

First, No. 1 liability was the high income tax. I notice that Mr.
Bauman also found that that was the constant complaint, high
taxes. As you know, Wisconsin had the first income tax in the
country and preceded the Federal Government. Wisconsin has
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taken a great pride on being a State that imposes taxes on the abil-
ity to pay.

The tax justices are a very, very important criteria on judging
whether or not a particular tax is good or bad. I certainly appreci-
ate fully that States are in competition, unlike the Federal Govern-
ment. If the State of Wisconsin has a high income tax, that is cer-
tainly a negative factor for business, and keeps business out, and
slows down employment increases and so forth. That is true.

But nevertheless, you have that element here. I presume that if
you recognized all of the good things that you have listed, including
education and the others, that they are based in part on a generous
revenue program. You have to balance your budget. You can't be
like the Federal Government. So the question is, Are you saying
that the business community would prefer that we have a different
tax structure? In other words, more sales taxes, more consumption
taxes.

Mr. CLEARY. I think this report was printed-the whole study
began before the legislature and the Governor proposed what has
been a significant reduction in personal income taxes. You will
note that there is no recommendation for a reduction in corporate
income taxes.

Senator PROXMIRE. Do you think that reduction in personal
income taxes is enough?

Mr. CLEARY. I think the important thing is they have taken a sig-
nificant step in bringing this at least down. That is the first time
that has happened in a long time.

Representative OBEY. Could I simply interrupt?
I find that, your response, refreshing, because I noted that the

Governor indicated in an article last week that what he found frus-
trating was that with some people he talked about, the only tax cut
people were ever interested in was the next one. They were
never--

Senator PROXMIRE. I find that to be true. Right after Congress
cuts taxes, we cut them sharply, we go out, people say, cut our
taxes. You have never cut our taxes. I said, we just did. But they
don't seem to pay any attention to that. I think we could cut taxes
to zero and they would say our taxes are too high. It is amazing.

When the Wall Street Journal wrote that article, "Wisconsin,
Star of the Snow Belt," one of the things that they featured was
tax reductions in the Lucey administration. As you know Pat
Lucey made a remarkable effort to try to meet some of the com-
plaints of business. You are saying not only that the income tax is
one of the complaints-I am not directing this at you-but that
business tax irritants, which you said the feeling was did not raise
much revenue compared to the fact that they were annoying to
business, and were a negative element in the business climate. Has
that been corrected?

Mr. CLEARY. There is one in there. Again, this has been correct-
ed. So a lot of these things have been corrected. There was original-
ly in Wisconsin a law which treated incentive stock options differ-
ently than the Federal law.

Our company happens to believe in granting stock options to a
lot of people to get it down into the department heads. When you
exercised that option, you paid the tax even though the stock was
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never sold. So you paid a Wisconsin tax on the difference between
the option price and the market price and that was never added to
the bases. So if you ever sold it, you paid tax again.

The people that live in Minnesota, we have a lot of them also,
didn't pay that tax. So citizens of-Wisconsin was one of the very
few States that had that provision. Instead of a stock option, you
paid. That was one of the things that didn't raise very much reve-
nue but was contraentrepreneurial. It was against the encouraging
of employers to be innovative.

Senator PROXMIRE. The taxes that are irritants and don't raise
much money, they have been primarily, in your judgment, re-
pealed?

Mr. CLEARY. I think a lot of them, from our perspective, the fed-
eralization of the capital gains tax is important, the option situa-
tion, our problems, frankly, are not in that area. Our problems are
in the court battles with the State over-many of the things that
Pat Lucey did were very positive in terms of putting us in a par
with other States by not taxing our machinery and equipment.

The problem is, how do you define that? We are in battles with
the State over that, other litigation that we think is not productive.
We have won many of these. Many of these are joint industry ef-
forts. But I think that we are working in the right direction on
these things.

Senator PROXMIRE. One of the findings that you listed as No. 3 is
the lack of venture capital. Mr. O'Connor has made a strong pres-
entation indicating that he doesn't think there is a lack of venture
capital. There are other elements preventing venture capital from
being employed.

He says it is not a problem for the lending institutions. They are
making it available but it is not being used.

Mr. CLEARY. Well, I am also on the board of Competitive Wiscon-
sin. I have sat through two dialog conferences with the Governor of
Minnesota, the Governor of Wisconsin, all the legislators. And they
seem to have a very dynamic venture capital growth oriented busi-
ness community up there, with a local stock market trading in
local stocks. We don't have that. I don't understand why we don't
have that.

For some reason these two States that are in many, many ways
very similar have evolved very differently in their ability to have
emerging businesses, and emerging jobs. I have got to believe that
that has got something to do with the availability of capital or the
availability of money to people that want to start businesses.

Senator PROXMIRE. I wanted to go after Mr. O'Connor on that a
little later.

Ms. Lyall, did you hear Mr. Nichols' presentation?
Ms. LYALL. I came in part way through it.
Senator PROXMIRE. He said that Wisconsin has been particularly

successful in providing assistance to the agricultural community.
Of course he pointed out they are enormously proficient. Our dairy
farmers are certainly tremendously efficient.

When you think of the fact that we have about one-third of the
number of dairy farms that we had 30 years ago and are producing
more milk, it is an indication of that.
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I think that the university is much more helpful to agriculture
than it is to business, that you have been far more aggressive
there. Do you think that is true?

Ms. LYALL. Certainly historically that has been true, stemming
from the land-grant university status in the very beginning. But I
think there is another difference that produces the effect you are
talking about.

In agriculture, the results of research in that field have been
openly available to everybody. That has been the terms of the proc-
ess from the beginning through the statewide extension service na-
tionally, and so on. When it comes down to business research that
is related more specifically to proprietary interests, there is greater
reluctance for, to let a university do work on the same scale as has
been true in agriculture, and to disseminate that as widely as was
the case in agriculture.

I think what made us so successful, or what has made us so suc-
cessful is that combination of research and translation through ex-
tension, or other outreach efforts directly into the field, literally.

And in business, that proves to be a lot more difficult to do. So
the scope for wide sharing of the fruits of university kinds of re-
search in the business and commercial areas, I think, is inherently
narrower.

Senator PROXMIRE. In other States they seem to have done a
more aggressive job. I thought that Mr. O'Connor made a very,
very effective challenge to the University of Milwaukee and also
Madison in the statistics he provided.

You say the University of Wisconsin provides product evaluation,
No. 2, technology transfer, No. 3, technical and management advice
and, No. 4, public private partnership. Can you give me any idea of
what proportion of businesses, firms in this State use any of that?

Ms. LYALL. We counted, this was about a year ago, that through
the organized centers and institutes, not counting individual con-
tacts that faculty might have on a private consulting basis with
somebody, but organized contacts through the university, we count-
ed in excess of 10,000 business clients.

Senator PROXMIRE. Does that mean you had 10,000 actions or
10,000 different--

Ms. LYALL. 10,000 actions, 10,000 individual actions.
Senator PROXMIRE. So it might have been with-that you have

some firms that are very aggressive and others that pay no atten-
tion to what you are doing.

Ms. LYALL. I think that is the case. I think that part of that chal-
lenge to us, as I indicated earlier, is to make that knowledge more
widely available.

Senator PROXMIRE. You are sitting with the people who work
with three of the outstanding businesses in the State. Mr. Cleary
has done a marvelous job in his industry. We are all very proud of
that. Mr. Bauman, Wisconsin Telephone has been a great firm na-
tionally, within the State. And the First Wisconsin National Bank
is the outstanding bank. What have you done with any of them?

Ms. LYALL. Good question. Without looking it up, I am not sure I
could answer your question. The activities that we have done with
them and many of the people that I am sure Mr. Bauman has sur-
veyed are coordinated through the university industry research
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consortium at the Madison campus. They have complete records. I
would be happy to provide that to you. But those activities are not
coordinated at the system level, but at the campus level.

Senator PROXMIRE. How do you promote your operation? I think
that a lot of people in the State don't understand that. I would
think any businessman, particularly a small businessman who is
struggling and is in competition would do what our farmers do,
which is to take advantage of the university in all kinds of ways.
They have to survive the small businessman struggle

They want to do everything they can to hold down their costs
and to improve their operations anyway they possibly can. Yet I
think that just doesn't occur. Can you advertise, can you find some
way of promoting this in a more aggressive way?

Ms. LYALL. We will and we have advertised it, particularly for
small businesses. The small business development centers, of which
there is one on just about every campus around the State, are ad-
vertised locally, both through the presence and through the publi-
cations they distribute, through Rotary Clubs, through other orga-
nizations of that kind.

The problems that we have had there have not been lack of cli-
ents. They have been the lack of capacity in some cases to respond.
We have more clients than we can serve with those centers.

Senator PROXMIRE. I would think something like that that pays
off economically, I should think you could find a way to charge for
it.

Ms. LYALL. You may notice that those centers are funded
through the Federal program, which limits the amount that you
can charge.

Senator PROXMIRE. Why can't you charge the people who come in
and benefit from it? Why shouldn't they pay? If you are doing a
good job and people are going to make a lot of money out of this,
they ought to be willing and I am sure they would be.

Ms. LYALL. We do charge within the limits that the Federal
guidelines permit.

Senator PROXMIRE. What is your answer to Mr. O'Connor's statis-
tics that we have such a pitifully small corporation formation com-
pared to Indiana and Minnesota, which are very similar States?
Why is that?

Ms. LYALL. I don't know.
Senator PROXMIRE. Is there something about incorporation, some

legal problem? Is it a little easier in this State to operate as a part-
nership? Would that be a distortion of the statistics? I am amazed
at what Mr. O'Connor is telling us here. I can't understand why we
should be well behind two similar States when everything I have
seen about Wisconsin businessmen is they are just as aggressive or
more so than they are in these other places.

Ms. LYALL. I had not heard those figures before.
Senator PROXMIRE. If you could have your experts at the univer-

sity check that out and find out if the statistics are sound, No. 1,
and, No. 2, if they can come up with any explanation for what
seems to be a startling failure on the part of Wisconsin to start
new businesses.

As I understand it, most of the jobs in this country were by small
businesses and new business formations. Big business hasn't con-
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tributed very much over the last 4 or 5 years. The real contribution
has been by beginning businesses. We haven't been doing that.

Mr. BAUMAN. One of the questions we asked is the type of corpo-
ration or the type of business that we are talking to, and in the
1333 that we have talked to, 90 percent of them were corporations.
Two percent were partnerships and 5 percent were family business-
es.

Senator PROXMIRE. Did you, with all that information you have
and the experience you have, is there a problem for a small busi-
nessman? Supposing you or I want to start a business. Is there any
reason why we should incorporate in Wisconsin instead of just
move along as a partnership?

Mr. BAUMAN. Frankly, I can't give you any reason for that, no.
Senator PROXMIRE. One of the reasons that you gave for difficul-

ty for business in the State is interest rates. I wasn't sure from
your presentation whether you were talking about higher interest
rates in the State of Wisconsin or higher interest rates nationally.
It seems to me with the mobility of capital it would be extraordi-
nary if our interest rates were any higher than they are anywhere
else.

Mr. BAUMAN. I think in most instances, not only with interest
rates, the issue is not so much comparing Wisconsin with other
places but Wisconsin--

Senator PROXMIRE. Is there any element in which interests rates
charged by Wisconsin institutions are higher than they are else-
where?

Mr. BAUMAN. No.
Senator PROXMIRE. So what you are talking about is a national

problem, when interests rates are high, people say that is my prob-
lem. Not that Wisconsin firms or banks and small loans and so
forth, S&L's are charging a higher rate. They are not?

Mr. BAUMAN. I think they are looking back and comparing
today's interests rates with interests rates 10 years ago.

Senator PROXMIRE. Mr. O'Connor, what you provided us with was
very, very helpful. It seemed to contradict what Mr. Nichols was
saying, that Wisconsin has not faired at all well in the last 5 or 6
years because employment has actually gone down, and hasn't
gone up. You were saying that unemployment is now lower than
the national average in the State. He explained this by outmigra-
tion. I am not sure I accept that. I would be surprised.

I haven't seen any statistics that show that the State as a popu-
lation is getting less. What is your response to Mr. Nichols?

Mr. O'CONNOR. It is a question that needs study. I get the reports
and for the last year they have been questioning the recovery,
saying there has not been a growth in the employment base. Final-
ly, I think Mr. Bauman, the secretary of the department of indus-
try and human relations, said we are going to have to study this.

I am concerned. I live in the city of Milwaukee, and I am very
concerned that it is not the classically discouraged worker, that is,
"I am laid off, I can't find a job, I give up." It is people not enter-
ing the work force through an underground economy or through
the development of an underclass in this society that just will
never enter the work force. I think that is why.
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Senator PROXMIRE. Why should we be any different than any
other State?

Mr. O'CONNOR. It may be that it is an adjustment to the Ameri-
can economy, that is, that that is becoming a nationwide problem.

Senator PROXMIRE. But we have had a huge increase in the work
force. A higher percentage of our adult population is working now
than ever before in history, in spite of the fact that we have very
high unemployment.

Mr. O'CONNOR. I think it depends on where you live. I think
every State that has high unemployment that has a large urban
area also has a very large number of permanently unemployed
people.

Senator PROXMIRE. You were saying that you are not getting
return on our educational dollars as far as our business is con-
cerned. That is a direct challenge of Ms. Lyall. It is also a direct
challenge of Marquette, which is a great university, also in Mil-
waukee.

Mr. O'CONNOR. Pays my wife's salary.
Senator PROXMIRE. In view of everything that the University of

Wisconsin has done-let me ask you Ms. Lyall. Do you accept that?
Ms. LYALL. No.
Senator PROXMIRE. Why not?
Ms. LYALL. We have looked at educational costs in the UW

system compared to our peer institutions around the country. It
costs the State of Wisconsin to educate students in the UW
system-let me start that again.

We educate 11 students in the UW system for what it costs our
peer institutions across the country to educate 10. So that we are
well below the national average of our--

Senator PROXMIRE. That is a different point. It is a good point
but it is not the point that Mr. O'Connor was talking about. He is
talking about the fact that the University of Wisconsin is not as
aggressive and active with the business community as you are, for
instance, with agriculture.

Ms. LYALL. Was that your point?
Mr. O'CONNOR. I was reviewing-the lack of incorporations is a

major significant problem that is not being addressed and it needs
further research. The numbers are there and they are historical.
The Birch research was replicated by the department of develop-
ment and they came to similar conclusions, without looking at the
national data about metropolitan centers of the university.

But Birch found that the real difference in regional growth in
the Northeast and north central part of the country was that uni-
versity towns had above average, above the national average rate
of incorporation. But Madison and Milwaukee-and then he gave a
list of those and their rate of incorporation, and Madison and Mil-
waukee failed to appear on that list.

Senator PROXMIRE. I have asked Ms. Lyall to give us what she
can.

I would like to challenge another statement you made. I notice
this, in reading your statement, that big banks are more likely to
provide entrepreneurial money than small banks. I challenge that.
That is why I am so concerned about the interstate branching.
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We get National City Bank in here, we get Bank of America in
here, and we take the deposits and invest them in South America
or Europe. If you read a Wall Street Journal article, Wall Street
Journal, they have an article on Norwest Corporation and First
Bank of Minnesota, two big banks. They find there they have some
excellent anecdotal material.

They indicate that as far as the small entrepreneur is concerned,
the big bank couldn't care less. They can't make money out of the
little guy. If a banker wants to get money from a bank, he better
go to a small community bank. Of course the great thing about this
State is that we have banks in every community.

I had a business in Waterloo. If we didn't like that we could go to
Watertown, we could go to Madison, Sun Prairie. There are all
kinds of banks around anxious to loan money. It seems to me that
there is no record that I have seen that, if we had big banks in the
State, would change that policy federally so we could have them,
that it would be a benefit to our small business.

Mr. O'CONNOR. I think that you will find that in the portion of
my testimony on the mature economy relative to the fact that we
have large corporations, Allis-Chalmers is a very good example--

Senator PROXMIRE. Was a good example.
Mr. O'CONNOR. That our mature economies and that the local

banking system-and then they have their offshoots, smaller large
companies, companies in the $5 to $50 million category in sales and
that the State's banking system is not large. I do not advocate and
did not imply on that a national interstate bill. I am not certain
that would be wise at the current time, until regional contacts
have had time to grow and sustain our regional holding companies.

I was implying that the banking-we were talking about the
supply gaps in the State of Wisconsin and that the banking system
in this State, with a very heavy concentration in durable manufac-
turing above the national average, many of those sectors and
mature industries, whether it be foundries or whether it be in agri-
cultural equipment or construction equipment, that they are not
going to be able to rely upon the local institutions.

Senator PROXMIRE. All of our banks have correspondent banks in
Chicago, New York, and elsewhere. So that you don't have to have
a huge bank in the State if you have a big corporation.

Mr. O'CONNOR. That is right.
Senator PROXMIRE. Finally, you say Wisconsin ranks in R&D

46th.
Mr. O'CONNOR. 45th.
Senator PROXMIRE. I think you ought to take another look at

those figures because that doesn't square with the latest report I
have gotten. The Federal Government devotes so much of its R&D
to the University of Wisconsin. We are 10th in the country. We are
right at the top in public universities.

You said for defense.
Mr. O'CONNOR. That is correct. That is of 65 percent of all the

Federal research and development dollars.
Senator PROXMIRE. The trouble with this, he was using the fig-

ures DOD put out. They have put out some new figures that are
entirely different. We don't have prime defense contractors in the
State to speak of. We have subcontractors. The new subcontracting
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shows Wisconsin does far, far better. In fact we get back more for
our dollar, spent in the State, than we pay in taxes, according to
the latest figures, which if you correct them for the subcontracting,
because we get a lot of subcontracting but very, very little prime
contracting.

It may be true also in research and development.
Mr. O'CONNOR. The issue was on R&D and the offshoot. The

source does come from the Federal Government so it is--
Senator PROXMIRE. Take another look, because I say, just recent-

ly, just in the last few days, they have come out with these latest
figures that are shocking and surprising and also encouraging for
our State.

Mr. O'CONNOR. If I may, I would like to respond to two issues
that I consider important. First, Chancellor Horton is a director of
our bank and I want to indicate that the current effort is a great
improvement in the university system. The immediate past presi-
dent, Mr. O'Neil, Chancellor Horton are working very, very hard
and very active. That will not automatically overcome and will
take time to develop the proper response within the business com-
munity, and I believe in getting a better return on the large ex-
penditure we make in our educational infrastructure.

Senator PROXMIRE. President O'Neil has left. We have a marvel-
ous acting president now. President O'Neil has left and Chancellor
Horton may leave. I got a call from Oklahoma and she said, "How
about Horton?" I checked out with some people. They say he is ter-
rific, especially in working with business. He has done a superb job;
so that in the future if we lose both O'Neil and Horton, we will
have to rely on Ms. Lyall, who I am sure will do a great job.

Mr. O'CONNOR. The UW system has been very effective in tailor-
ing responses to large corporations, looking to locate in the State of
Wisconsin. Our Saturn proposal had a major component that was
developed by the University of Wisconsin-Madison and was ex-
tremely important in getting our State consideration. But it is im-
portant to recognize that the business formation is not there.

Second, I think the venture capital question, again, is a matter of
timing. It is only since 1982 that capital gains in Wisconsin has not
been taxed as ordinary income. Security regulation, and we are
talking about the Minnesota experience, currently Commissioner
Paine is looking at security regulation and making it easier be-
cause venture capital is getting paid out by that recapitalization of
a company.

If it is difficult to do that in Wisconsin, it is going to be difficult
to attract venture capital. Our bank, First Wisconsin, invested $1
million in Wisconsin Venture Capital, Inc., Milwaukee Innovation
Center, we bought stock in, which is a seed development, a product
development corporation, much like, based on the Minneapolis and
Salt Lake product development corporations. These are presented
and they will take some time.

Finally, on the question of taxes. I think this is important. I am
a Democrat and I think that in looking at the Wisconsin Strategic
Development Commission work there is an awful lot the Democrats
can do with that that is just excellent work.

The ACIR has issued the tax capacity question. I think Wiscon-
sin's tax capacity, not its level, not its income tax rates or property
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tax rates but the ability of its citizens, which in this State is broad-
ly based on moderate middle income people, to pay taxes is what
the Wisconsin Strategic Development Commission is really focused
on.

I hope that tomorrow you ask Mr. Milborne to follow up on that
ACIR and the tax capacity questions because he certainly has de-
veloped as an expert. I think for middle to moderate income tax
payers, not just the business people in the State, that the capacity
question is very important.

Representative OBEY. On that point I would like to ask a ques-
tion, because as I look at some of the recommendations of that
commission, they range from a high speed railroad between Madi-
son and Milwaukee to a world trade center, a world class manufac-
turing technology center, a series of small business incubators,
three new capital formation funds plus a lot of other recommenda-
tions.

My question is, Did the commission make any effort to cost out
those recommendations before they submitted them to the State?

Mr. O'CONNOR. I will defer to my chairman of the board, which I
find, usually, smart to do in my bank. He can answer that tomor-
row. I think that is only fair.

Mr. CLEARY. I think if you read the language, it said to contrac-
tor study. There are many of us on the commission that questioned
the wisdom of that proposal. It was watered down to study the idea
of a monorail system but it was not a firm recommendation.

Ms. LYALL. But the short answer to your question is, no, the com-
mission did not cost out those.

Mr. CLEARY. It is a consensus, everybody doesn't agree with ev-
erything in that report. It is a consensus.

Representative OBEY. Let me ask just two other questions. We
are running behind time. I do want to ask these. I want to play
devil's advocate with both sides. Ms. Lyall, to the entire panel,
what I hear here is that the business community feels that there
have been a lot of problems on the tax side, a number of which, all
three of you have indicated, the legislature and the Governor have
taken care of in the last couple years.

You have also indicated that there are some irritations you have
had with the university, a number which you think that they are
at least recently trying to address. I wanted to ask a skeptical ques-
tion of Ms. Lyall and then of you on the other side.

My own instinctive impression of the academic community in
general, having dealt with it for as many years as I have, is that
somehow in contrast to what used to be the Wisconsin idea of the
university serving the entire political system, business system,
community development, the whole bit, in contrast to that idea
that almost originated in Wisconsin, that today, I am not saying
this is pervasive but I detect it on the part of many academics, that
there is somehow something a little bit tainted in dealing with
either politicians or businessmen, that there is somehow something
a little less academically pure in addressing a real practical busi-
ness or political problem than there is in dealing with the straight
academic aspects of the problem.

Therefore, there may be in my view less incentives on a collegial
basis, less rewards, less physical rewards available to faculty mem-
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bers who spend a good deal of their time either working with the
Government or working with the business community on practical
problems. Is-am I off base? Is that something that I pick up that
you think isn't true, or do you think that there is a certain truth to
that?

Ms. LYALL. Well, I don't think that we have abandoned our tradi-
tional commitment to outreach throughout the State, but I think it
is true that the focus of academics, particularly in recent years,
has been turned inward a bit, particularly in adjusting to some
pressures of large enrollments and other considerations that we
have had, some curriculum changes and things that we have had
as internal business to attend to.

If what you are saying is true in fact, I regret it very much, but
one of the efforts that the regents have made recently to try to re-
verse that set of insensitives, I think you called it, was the decision
to integrate the extension division of the university into the de-
partments of all the institutions in the system, so that extension
and outreach obligations, instead of being isolated in one unit of
the university, will now be the collective responsibility of each and
every department.

I hope that that will provide or restore some of the prior collegial
sense that it is the responsibility of every faculty member to reach
out to the community and to contribute in whatever way they can.

That integration effort is just being completed now administra-
tively, and it is a little too soon for me to report to you whether
that will meet our expectations. But it was certainly partly in re-
sponse to the kind of perception you are talking about that the
board decided to do that. I think it was a wise ruling.

Representative OBEY. One other question. Since a lot has been
made of the fact that so many Wisconsin graduates leave the State,
what percentage of the university budget is paid for out of the
State tax funds?

Ms. LYALL. It is just in the coming biennium, in the coming year
it will be just a hair under 40 percent, 39 point something. The re-
mainder comes from student fees and user charges that are made,
and from Federal and private foundation and research funds.

Representative OBEY. I happen to think that one of the reasons
Wisconsin ranks so high on the list of Federal research that Sena-
tor Proxmire was talking about earlier is that it is recognized as a
national resource and not just a resource for the State.

I would like to ask you other gentlemen one final question. As I
look at the-at least I thought I saw this last night in the report,
in the question that the report raised on the university, it seemed
to imply to me that the authors of that report felt that the univer-
sity ought to direct a good deal more of its resources toward work-
ing with the business community.

Did they also mean, to the best of your knowledge that, there-
fore, the university ought to devote less of its resources to its pri-
marily teaching obligation?

Mr. CLEARY. For the record, I, in answering Senator Proxmire's
question, we do work with the university in our bakery and brew-
ery area. So we have worked with the university and they have
worked with us on a very satisfactory basis.
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From my perspective, this is just myself, I think that in my trav-
els, I don't have a lot of other contact with universities directly in
other States, but the perception that I get is that there are maybe
more relationships of a high-technology character, a development
character that might exist at other places that we should be work-
ing on, in terms of closer ties between university and the business
community in developing resources, maybe, that we have got up
here, our water, our close access to grains and other resources that
could maybe develop industries that could be the byproduct of this
kind of research and technology.

Representative OBEY. What I am asking is, I hope it is not true, I
hope that that commission is not suggesting that we ought to-
maybe I saw something that wasn't there, but I thought I saw it.
But there seemed to be a suggestion that somehow less emphasis
ought to be on the university's teaching role. If that-if that is the
case, I would hope that that suggestion would be rejected because it
seems to me that is the primary responsibility of the university in
the first place.

Mr. CLEARY. I don't believe that was ever the perception. Tomor-
row you will have the chance to ask the chief.

Representative OBEY. Let me thank you all for coming. I appreci-
ate it very much. I appreciate your time. I think-I am sorry. Let
me apologize. I can't let you off this quickly.

I said I would try to leave time for questions. I understand that
there is a Mr. Max Gordon in the room from Merrill who indicated
he had a question he wanted to ask.

Mr. GORDON. I am a relative part-time newcomer to Wisconsin. I
own property in Merrill. I note that my property taxes in Merrill
are, my last property I owned in the State was in an urban area
approximately twice the market value of my property in Merrill,
and my taxes are approximately the same. I am talking about a 7-
year difference in time. Seven years ago my property was worth
twice as much and the taxes were about the same in dollars.

So you are looking at, let's say, a 1 over 70 as far as taxes are
concerned, or a 1 over 33, approximately twice as much. We have
got the economic effect of 7 years there. But if anything, the taxes
would be higher there. The emphasis seemed to be the personal
income taxes, or is it personal taxes in toto which includes your
consumer taxes, that is a deterrent to businesses, either coming to
or remaining in Wisconsin?

Representative OBEY. I don't know if any member of the panel
wants to respond to that. All I would say is that the reason you
have had the primary emphasis upon income taxes is because in
Wisconsin there has been a lot of concern expressed about how far
up the line your income tax brackets go, and the legislature and
the Governor addressed that in this last session.

Also the fact that property taxes are levied locally. And we have
been focusing the question on, here, on the question of how Wiscon-
sin meets its competition as a State where its property taxes, al-
though this certainly isn't exclusively, so property taxes would
tend to determine what kind of competition you have from one
community to another within the State. I think that is what the
discussion focused on.
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Mr. GORDON. To have the good support of government, whether it
is provided by city, including schools, highways, fire departments,
police departments, what have you, it would be barring some differ-
ences-geographical differences in cost, here maybe more snow re-
moval than you would have in somewhere down South.

But other than that, the cost of government, whether you share
it between city, county, State or Federal is a total taxation situa-
tion. If we are looking here, the Federal covers all the States, so
you have got to look at city, State, and county taxes as far as--

Representative OBEY. I think we are. The point I am trying to
make is that you have 72 counties and many more jurisdictions,
that each of whom have their own tax policy. There is blessed little
that any of us can do about that.

What we have been trying to look at is the question of what the
State can do as a whole. One of the things the State can do is try to
relieve those property taxes, which the Governor and the legisla-
ture did to a substantial degree, providing more property tax relief
this year than any year in the history of the State.

That hasn't hit your taxes yet because we don't know how that is
going to flow through by the time local school districts get through
dealing with it. But certainly the Governor and the legislature rec-
ognize that and that is why they took the action they did in provid-
ing significant reductions in property taxes.

Mr. GORDON. My question was why was all the emphasis on the
personal income tax?

Representative OBEY. I think it is because if you listened to the
results of the survey here, you hear that that is the tax that most
often gets griped about around the State by people who choose
whether they are going to locate a business here or someplace else.

Thank you all very much for coming.
We will resume at 1 o'clock.
[Whereupon, at 12 noon, the hearing was recessed, to reconvene

at 1 p.m., the same day.]

AFTERNOON SESSION

Representative OBEY. This morning we heard an overview of the
general conditions of the Wisconsin economy, and that overview
was conducted primarily from the viewpoint of what the economy
looks like for employers who provide the job opportunities for
workers in the State.

This panel is meant to explore that same question from the other
side of the ledger. It is meant to explore what the Wisconsin econo-
my presents by way of opportunities and problems for the Wiscon-
sin workers. We have three distinguished panelists with us. We
will begin first with Mr. August Cibarich, chief economist for labor
market information at the Wisconsin Department of Industry,
Labor and Human Relations, who will review recent trends in em-
ployment and unemployment in the State.

We will then hear from Mr. Jack Reihl, vice president of the
Wisconsin AFL-CIO, who will talk on how Wisconsin workers and
their families view the Wisconsin economy and future prospects.

And finally Ms. Ellen Saunders, administrator of the division of
employment and training policy of the Wisconsin Department of
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Industry, Labor Human Relations will discuss how the public and
private sectors can address the problems of long-term unemploy-
ment among the State's citizenry.

I have some other remarks I would like to insert in the record at
this point by way of defining further what the panel is supposed to
do. But in the interest of time, I will simply stop my remarks at
this point and ask Mr. Cibarich if you would begin and take, say,
15 minutes or so and tell us what you see.

This panel is particularly important because it will document
where workers and their families are today compared with a few
years ago and lay out some ideas for how we can begin to help
those left behind by the economic recovery. Full employment must
always be the central goal of economic policy. With nearly 150,000
Wisconsin residents still unable to find employment we need to
bear that economic goal in mind as we think about appropriate
State and Federal policies for the future.

STATEMENT OF AUGUST L. CIBARICH, CHIEF ECONOMIST, LABOR
MARKET INFORMATION BUREAU, WISCONSIN DEPARTMENT OF
INDUSTRY, LABOR AND HUMAN RELATIONS, MADISON
Mr. CIBARICH. Thank you. I will read part of this and go through

part of this rapidly so that we can get it in in the timeframe.
I am pleased to present these materials at your hearings on the

Wisconsin economy.
The Wisconsin economy has gone through an enormous upheaval

in the years since our prerecessionary peak was reached in 1979.
Great changes have occurred in our employment makeup. While

no growth has occurred in our total employment level, which in-
cludes farm and self-employment or our nonfarm wage and salary
employment level since 1979, our population has continued to in-
crease, but at a slower rate.

Job losses have been heaviest in our manufacturing industries,
especially our durable goods industries.

While there has been recovery from the recession's low point,
reached in 1982, it has been only a partial recovery as measured by
employment levels for our durable goods manufacturing industries
as a whole.

In recent months the durable goods recovery has ended as
monthly employment totals for durable goods have fallen behind
year earlier totals.

This has led to a feeling that the durable goods recovery is over,
that employment levels in this important sector will not regain
their 1979 levels in the near future, and that, based on foreign
competition, employment growth occurring in other States and
technological improvements, such as computer assisted and inte-
grated design and manufacturing, there are several hundred addi-
tional jobs in Wisconsin's durable goods industries that are suscep-
tible to displacement in the next decade.

The factors that have helped Wisconsin regain most of the re-
mainder of its recessionary job loses have been a stronger nondura-
ble goods manufacturing employment rebound, and of course, em-
ployment growth in the service producing sector.
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Job growth in trade, service, finance, insurance, and real estate
industry groupings had helped us reach employment levels that
have brought us back almost to the 1979 level in 1984. This is true
of both nonfarm wage and salary employment and total employ-
ment, the former lagging the 1979 level by 8,000 and the latter by
19,000 jobs.

As we moved into 1985, recovery in employment levels ended in
January with total employment declining, nonfarm wage and
salary employment stagnant since then, speaking on a seasonably
adjusted basis.

More recently, in the period from May to June of this year, the
latest period for which data are available at this time, employment
in Wisconsin's service sector declined, as did all of nonfarm wage
and salary employment. Manufacturing employment rose tempo-
rarily, buoyed by earlier than normal increases in seasonal food
processing jobs brought about by warm early spring weather.

These developments are cause for concern. Unemployment has
declined because of an extended decline in the level of the Wiscon-
sin labor force, rather than employment gains beyond the 1979
levels. We cannot expect these declines in the size of our labor
force to continue indefinitely as our working age population contin-
ues to grow. Employment levels will have to rise if we are to escape
higher levels of unemployment.

The concern resulting from the most recent statistics is that
growth in the sector of strong employment growth, service, has
slowed and actually declined in the most recent month. The above
seasonal manufacturing growth this month will result in below sea-
sonal employment growth next month. Wisconsin's economy has
dependence on a resumption of service sector growth if unemploy-
ment levels are to increase.

I note that the total hours, released on Friday, declined by five-
tenths of a percentage point for the total service sector. And dis-
counting a period of 1 month when the telephone work stoppage
was in effect, this is the first significant decline in hours worked in
the service sector since the recovery began on the national level.

The economic and social consequences resulting from the end of
rapid inflation are likely to be severe. The basic long-term issue
facing the economy is not if the extreme imbalances in our econo-
my will be corrected, rather it is how the imbalances will be cor-
rected, the amount of government involvement in the correction
process, and the timing of the correction itself.

Wisconsin's basic conservatism and high quality of government
means that the economic correction in Wisconsin, while severe, will
be less severe than in the Nation as a whole.

Housing prices have inflated less, over building of office build-
ings is largely absent and creative financing schemes such as bal-
loon auto loans are not as prevalent. Wisconsin consumers and
business people have generally extended themselves much less fi-
nancially than their counterparts in some of our sister States.

The overexpansion mania left Wisconsin behind as it occurred in
other States and now that the piper, debt service, must be paid, the
piper will be less active in our State than in our Nation.

The corrections of the economy's imbalances can be expected to
be the dominant force affecting Wisconsin's labor force over the
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next decade. Hopefully, we will emerge from this process with re-.
newed vigor, and be more competitive and productive.

The previously mentioned changes in our mix of industry em-
ployment and the lack of substantial employment growth beyond
1979 levels has had an impact on a number of other social and eco-
nomic factors in our State.

One recalls computers on the factory floor where dramatic
changes are occurring in the staffing of your durable goods manu-
facturing firms, and we expect this to have an impact on several
hundred thousands of jobs over a period of a decade.

Some of the implications of that, the social problems such as the
functional illiterates will be aggravated since the pool of labor jobs
that they formerly were able to do will diminish.

On a positive note, the growth of technical work seems to be the
strongest growth area in the immediate future, although not all
areas will grow evenly, some will decline.

Another issue is what is called the nontechnical college harvest.
The vast number of graduates from our schools with general educa-
tions, where we will employ them, this is related to the technical
growth in our economy, many of them end up going from a bacca-
laureate program, after completing it, to a technical program. The
people work explosion, a very dominant force in providing the jobs
as we came out of the recession was work with people, whether
that be in a retail trade, in the health services.

And we are asking the question, will this continue or has it
topped out? It has become a bigger question in recent months.
There are declines in some of the people work areas that formerly
gave the thrust to growth such as nursing, such as retail trade.

The rationing of jobs and wages. Our efforts to expand the em-
ployer base that we had to help the disadvantaged, to make self
supporting tax paying citizens of those who weren't quite qualified
under those conditions where the supply of labor was rather tight
made very good sense.

As we moved into a much harsher world, the programs tend to
have a connotation which an economist such as myself would con-
sider a form of rationing, determining who among the unemployed
will get employment and, short of sufficient aggregate number of
jobs, it has switched from a program that made good sense for ev-
eryone to a sort of rationing system. I know I am covering this very
rapidly.

The spread of, or the growth in service employment which is
often part time, low wage, is seen changing the social fabric of the
family by putting added pressure for children to work, and that
has ramifications as well for the schooling. The big issue of paying
back the debt which will limit the resources we have in our em-
ployment and training program will force us to be more efficient
and more effective.

The one positive sector that we seem to be, I won't say overlook-
ing, but less involved with is the surge in entrepreneurship, the
surge in the number of self-employed and sole businesses.

In addition, the end of rapid inflation has changed everything.
Much of the growth that we had was inflation induced growth and
we do not have that. It has made the labor market a much harsher
place in which to try to find employment.
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Another factor is what I call young versus old, such factors as
two tier wages, the large amount deducted for some of our social
programs from the young. This has established a sort of adversarial
relationship between these two demographic groups.

And in general, all of this will have to be done with a smaller
safety net, since many of the safety net items that we set up were
used up in, shall I say in better times, and are now in deficit or are
available in lesser amounts in some of the worst of times.

I would like to make some brief comments about the impact of
the recovery on age, sex, and racial groups. The impact measured
by the current population survey, an all average for the State of
Wisconsin in 1982 and 1984, the general changes in the unemploy-
ment rates and relative distributions of unemployed reveals that
young workers 16 to 19 years of age are represented by a higher
proportion of the unemployment in 1984 after the recovery from
1982, the most severe recession year.

Male youth 16 to 19 represents an additional 2.1 percent of total
unemployment in Wisconsin, female youth 1.5 percent in 1984 com-
pared to 1982.

Older males also represented a larger portion with the 45-54 age
group representing the only age group to actually increase in
number over the 2-year period, increasing by 2,000. This age group
and the 55-64 age group also increased their proportion of the
small 1984 employment level by 3.5 and 0.2 percentage points in
that order.

Middle-aged women 35-44 increased their proportionate share of
the unemployment total in 1984 by 1.8 percentage points, but de-
clined by 1,000 over the 1982 level.

In preparation for this meeting we took the latest data we had
on unemployment by county. I did a very general classification by
rural, urban, and a mixed labor market economy in that county.
And what we find is that the mixed economy has a proportionate
share of unemployment, of high unemployment levels. The urban
has a smaller, and currently the rural has an above average share
of unemployment rates.

Representative OBEY. If I could interrupt at that moment. This
yellow and white chart is an indication of the relative unemploy-
ment levels of each county. The yellow counties represent the coun-
ties which have unemployment levels which. are above both the
State and national average.

I apologize for interrupting. Please go ahead.
Mr. CIBARICH. As far as the changes in the kind of general occu-

pational categories between 1980 and 1984, that would be a year
that the census year is the base of our information on the distribu-
tion by occupation, but we can estimate 1984.

And over this period which includes the recessions and the start
of the recovery, we find that we employed significantly more white-
collar workers, 25,500 more, that is an additional 2.7 percent-I
might add that this is while the total stayed literally the same, it
declined by one-tenth of 1 percent.

We employed 20,000 more service workers, an increase of 6.6 per-
cent. I might say that is the service occupations, not service indus-
tries. There is a distinction there.

And we employed 41,000 less blue-collar workers.
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I would like to repeat a newspaper headline that appeared 20
years go in syndicated columnist Sylvia Porter's July 30, 1965, Cap-
ital Times article, "Improved Statistics Insures No Repeat of 1929
Disaster."

I am not sure we could make that statement today. Sharp budg-
etary cutbacks in the funding levels of the Nation's economic and
social information programs have severely weakened our statistical
programs and general information efforts at a time when the un-
derlying elements of serious trouble seem to be smoldering. Now is
no time to limit our socioeconomic early warning systems.

Our need for information is certainly greater than it was 20
years ago, yet our statistical samples are smaller, revisions are
greater, some economic and social data items are no longer collect-
ed, and our timeliness is not as current.

Today's hearing would not have been held if we did not value the
information we will present here. I urge the Congress to continue
its financial support of our Nation's information needs and that
Congress intensify its oversite responsibilities to ensure we have
the kind and quality of timely information necessary to perpetuate
our socioeconomic system.

What greater incentive is there than to prevent a repeat of 1929?
Thank you.
Representative OBEY. Thank you very much.
[The prepared statement of Mr. Cibarich follows:]
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PREPARED STATEMENT OF AUGUST L. CIBARICH

Mr. Chairman and Members of the Committee:

I am pleased to present these materials at your hearings on the
Wisconsin economy.

* I would first like to repeat a newspaper headline that appeared 20 years
ago in syndicated columnist Sylvia Porter's July 30, 1965 article:

'Improved Statistics Insures No Repeat of 1929 Disaster'

I am not sure we could make that statement today. Sharp budgetary
cutbacks in the funding levels of the nation's economic and social information
programs have severely weakened our statistical programs and general
information efforts at a time when the underlying elements of serious trouble
seem to be smoldering. Now is no time to limit our socio-economic early
warning systems.

Our need for information is certainly greater than it was twenty years
ago, yet our statistical samples are smaller, revisions are greater, some
economic and social data items are no longer collected, and our timeliness is
not as current.

Today's hearing would not have been held if we did not value the
information we will present here. I urge the Congress to continue its'
financial support of our nation's information needs and that Congress
intensify its' oversite responsibilities to insure we have the kind and
quality of timely information necessary to perpetuate our socio-economic
system.

What greater incentive is there than to prevent a repeat of 1929?
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THE WISCONSIN LABOR MARKET

Employment Changes 1979-1984*

The Wisconsin economy has gone through an enormous upheaval in the years
since our pre-recessionary peak was reached in 1979. Great changes have
occurred in our employment makeup. While no growth has occurred in our Total
Employment level (includes farm and self employment), or our Nonfarm Wage and
Salary Employment level since 1984, our population has continued to increase,
but at a slower rate.

Job losses have been heaviest in our manufacturing industries, especially
out durable goods industries.

While there has been recovery from the recession's low point reached in
1982, it has been only a partial recovery as measured by employment levels for
durable goods manufacturing industries as a whole.

In recent months the durable goods recovery has ended as monthly
employment totals for durable goods have fallen below year earlier levels in
the last five months.

This has led to a feeling that the durable goods recovery is over, that
employment levels in this important sector will not regain their 1979 levels
in near future, and that, based on increased foreign competition, employment
growth in other states and technological improvements, such as computer
assisted and integrated design and manufacturing there are several hundred
additional jobs in Wisconsin's durable goods industries that are susceptible
to displacement in the next decade.

The factors that have helped Wisconsin regain most of the remainder of its
recessionary job losses have been a stronger nondurable goods manufacturing
employment rebound, and of course, employment growth in the service producing
sector.

Job growth in trade, service and finance, insurance and real estate
industry groupings had helped us reach employment levels that have brought us
back almost to the 1979 level of employment in 1984. This is true of both
nonfarm wage and salary employment and total employment with the former
lagging the 1979 level by 8000 jobs and the latter lagging the 1979 level by
19,000 jobs.

Employment Changes in 1985

As we moved into 1985, recovery in employment levels ended in January with
total employment declining and nonfarm wage and salary employment stagnant
since then.

* A detailed table of 1979-1984 Labor Force Changes appears at the end of this
report.

57425 0-86-4
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More recently in the period from May to June of this year (the latest
period for which data is available at this time) employment in Wisconsin's
service sector declined, as did all of nonfarm wage and salary employment,
while manufacturing employment rose temporarily, buoyed by earlier than normal
increases in seasonal food processing jobs brought about by warm early spring
weather.

These recent developments are cause for concern. Unemployment has
declined because of an extended decline in the level of Wisconsin labor force,
rather than employment gains beyond the 1979 levels. We cannot expect these
declines in the size of our labor force to continue indefinitely as our adult
working age population continues to grow. Employment levels will have to rise
if we are to escape higher levels of unemployment.

The concern resulting from the most recent statistics is that growth in
the sector of strong employment growth service has slowed and actually
declined in the most recent month. The above seasonal manufacturing
employment growth this month will result in below seasonal employment growth
next month. Wisconsin's economy has dependence on a resumption of service
sector growth if unemployment levels are not to increase.

Longer Range Economic Outlook

The economic and social consequences resulting from the end of rapid inflation
are likely to be severe. The basic long-term issue facing the economy is not
if the extreme imbalances in our economy will be corrected, rather it is how
the imbalances will be corrected, the amount of government involvement in the
correction process, and the timing of the connection itself.

Wisconsin's basic conservatisrA and high quality of government means that the
economicLe,-6cj-lno in Wisconsin, while severe, will be less severe than in
the nation as a whole.

Housing prices have inflated less, over building of office buildings is
largely absent and 'creative financing' schemes such as balloon auto loans are
not as prevalent. Wisconsin consumers and business people have generally
extended themselves much less financially than their counterparts in spme of
our sister states.

The over-expansion mania left Wisconsin behind as it occurred in other states
and now that 'the piper"(debt service) must be paid. The piper will be less
active in our state than in our nation.

The corrections of the economy's imbalances can be expected to be the dominant
force affecting Wisconsin's labor force over the next decade. Hopefully, we
will emerge from this process with renewed vigor, and be more competitive and
productive.

General Formula For Wisconsin's Future

Continued intelligent use of government to make Wisconsin a better place to
live and work.
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Building in safeguards (safety net) which will not be over subscribed in the
better times and thus unavailable, or of limited capacity in the worst of
times.

Facilitate change by eliminating or limiting current rigidities so that
Wisconsin can keep up with or ahead of, the rest ofthe world without risking
or eliminating the cautious nature of our conservatism that prevents us from
putting our precious resources on the line when the risk is too great?

SOCIAL AND ECONOMIC IMPLICATIONS OF LABOR MARKET CHANGES

The previously mentioned changes in our mix of industry employment and the
lack of substantial employment growth beyond 1979 levels has had an impact on
a number of other social and economic factors in our state.

Employment and Training officials are becoming increasingly interested in long
range -strategic * planning to improve our nation's investment in 'human
capital' and increase our population's standard of living. They are
especially concerned about improving the lives of those disadvantaged at the
bottom economic levels and others with special needs.

A number of issues these officials will have to cope with in the next decade
are apparent from many years of observation of the labor marketplace. The
list that follows is by no means all inclusive but should cover the majority
of major issues and hopefully focus attention on them.

COMPUTERS ON THE FACTORY FLOOR

The robots are coming' The robots are coming' This message has caught the
public's fancy. Actually, the message should be - the computers are coming'
The computers are coming' Robots are expected to amount to only 15 percent of
the factory computer revolution known as computer assisted or aided
manufacturing (CAM).

In brief, the short-term impact of the changes will be the creation of a
number of jobs building, installing and maintaining the automated equipment.
The immediate on-site impact will be the elimination of large numbers of
semi-skilled operators and inspectors' jobs and further reductions in the
number of 'unskilled' material handling, feeding/offbearing type jobs. The
impact on 'skilled' jobs is not clear. Several hundred thousand jobs in
Wisconsin industries are susceptible to this reduction while the eventual
number of 'created' jobs is much more difficult to estimate since the process
is still evolving and the manufacture of the new equipment can be anywhere in
the world.

An example of the kinds of changes (non-recessionary in nature) that affect
employment levels in manufacturing is illustrated by a recent Wall Street
Journal article about a state firm which reported a savings of 40 percent in
hourly wages when some of its production was moved to a sourthern border state
from Wisconsin and ...'as a bonus, new computer controlled equipment increased
productivity 40 percent.' An additional implication is that the required
skill level has been lowered. Another state firm in the same industry stated
in the article, 'Productivity of secretaries, salespeople, engineers and
executives must improve along with production workers...' *His company is
investing in computer-aided design, computerized management-information
systems, word processors and a $3 million automated warehouse, in addition to
new machines in its factories.'
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The changes that are occurring offer opportunities as well as problems.
One Wisconsin manufacturing firm has changed its product line from one no
longer in demand to another line in an area of growing demand. How well we
adjust will determine the future of the manufacturing industry in our state
and the employment it provides. What we do know is that short-run impact will
be the elimination of more jobs than are immediately created within the state,
that the composition of the work force will change radically and that .
extensive changes in the education and training system will be needed to
facilitate these work place changes if we are to maintain our state and
nation's share of the world's economic activity. Currently, we do not have a
systematic gathering of information on changes in this important segment of
Wisconsin's economy.

THE FUNCTIONAL ILLITERATES

Much has been said and much has been spent to assist high school dropouts in
the last two decades, yet the pool of unemployed and/or discoursed
semi-illiterate and functional illiterates remains.

The difficulties associated with helping this group of ourcitizens become
self-sufficient, contributing members of society will be greatly incresed by
the speed-up in displacement of workers resulting from the use of 'Computers
On the Factory Floor.-

Workers will, in the future, program computers, including robots which control
factory operations. Use of body members (arms, legs, fingers,etc.) in the
production process is expected to rapidly diminish over the next decade.

The ability to give instructions to a computer will replace the pushing or
pulling of levers, turning over of a part and/or visual inspection of it,
along with many other unskilled and semi-skilled tasks.

Leaving school without an adequate command of language skills greatly reduces
or eliminates the ability of a worker to program, install, service and
maintain computers. This will be an even geater guarantee of minimum wage
employment or no employment in the future than it has been in the past for a
functional illiterate. Thus, reducing functional illiteracy takes on even
greater urgency in the next decade as the use of computers in production
operations increases sharply. Language skills are now more than ever a

THE GROWTH OF TECHNICAL WORK

In the process of building, installing and maintaining the computerization of
industry, the need to develop more workers with specific technical skills
stands out as an opportuntiy the state must grasp to maintain its industrial
base.

Wisconsin has a head start over other states in our system of technical
colleges and institutes. Most states have an extensive community college
system which they must redirect to the technical effort while Wisconsin
already has such a system.

The issue over the next decade is the degree to which Wisconsin's lead over
other states can be held and used to its maximum advantage.
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The increase in the need for technicians is a very rapid development.
ArticUlation 4ith college level specialized technical education (engineering,

etc.) will be more important than ever before.

Changes in the technical specialties needed and the content of the jobs and

training needs will be rapid. Not all technical specialties will grow. The
computer impact on drafting work is an example of a change that is eliminating

manyjobs and significantly changing those that remain.

THE NON-TECHNICAL COLLEGE HARVEST

The number of college educated job seekers has increased enormously over the

last several decades. This increase occurred as an article of faith in the

future, with little tangible evidence that the work place needed or could in
fact, absorb the vast army of graduates that would leave our college

campuses. In recent years, each succeeding class of students has graduated
with a larger average debt associated with the education. Thus, relating

college level education to work force needs has taken on increasing relevance

with every passing year.

Many graduates have not found employment that is commensurate with their

educational levels. Exactly how large is the underemployment of college
graduates? Some have estimated it at one out of four. No one really knows.

This by itself illustrates the degree to which a college education was revered

by a population desiring something better for its children.

This occurance, together with its relationships to the Computer Assisted
Engineering and Design Trends and the Growth of Technical Work trend, will be

major issues facing Employment and Training management in the next decade.

THE PEOPLE WORK EXPLOSION

Will it Continue or Has it Topped Out?

Jobs working with 'people' have been expanding at a rapid pace in the last

several decades. The expansion has occurred in the entire spectrum of

occupations from those occupations which also contain a very significant

'data' involvement such as Nurse Aide or Store Clerk. Literally tens of

millions of these jobs were 'created' in the last two decades nationwide and

several hundred thousand were created in our state.

The issue for the next decade will be the extent to which 'people' jobs will

continue to provide additional jobs. When looking into the future, the
probability that this growth will continue at its former pace must be
discounted to some extent by the growth that has already occurred. Hints of

the reduction in the growth rate are evident in the recent decline in hospital

employment. This is an area of work that provided much of the job growth.
Recently, job growth outside of hospitals has continued in the health care

field, but has only balanced out the job losses in hospitals.

Another hint of a slowdown and possible flattening of growth trends has

occurred in 'people' jobs in the Retail Trade industry during the recessionary

years from 1980 to 1983. Four straight years of slight declines in Retail

Tade employment occurred. While recovery in 1984 has been extensive, the

'topping out' of long term job growth in Retail Trade employment must be
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considered one of the next decade's distinct possibilities. Overall growth in
the people work area will most likely slow or it will have to occur in
segments other than Health Care and Retail Trade areas.

THE RATIONING OF JOBS AND WAGES

Concern and a desire to improve the lives of the disadvantaged and others with
special needs became national goals in the 1960's when unemployment levels
were much lower. Employers adjusted hiring requirements as the number of
workers available to them fell. In this environment of 'human resource
development', efforts to improve the lot of the unemployed, underemployed and
low income citizens made 'good sense' to everyone.'

Turning a dependent person into a self-supporting individual reduced taxes,
met employers needs for workers and had many additional pluses for the
individual and society as well as for the economy. Essentially everyone
gained.

In today's much harsher world, with much higher unemployment rates and general
surpluses of workers, these very same efforts are today a form of rationing.

Competing programs, agencies and individuals in a jobs-short work world that
is likely to continue into the nineties, complicates the task of aiding the
disadvantaged and has turned some employment and training efforts into a set
of rationing systems.

Searches for teachers nationwide to meet the goals of one program, while
qualified individuals subsidized by another program are unemployed or even
laid off, highlight this shift from expanding employment to rationing
employment. This clash of conflicting goals in an economy which is failing to
provide work for all who desire it will most likely intensifty in the next
decade.

Another major issue is that of wages. Equal pay for equal worth is becoming
equal pay for 'comparable worth'. Defining comparable worth could become the
most complicated issue in the next decade, as no comprehensive standardization
of work measures is now occurring. With the closing of U.S. Department of
Labor funded Occupational Analysis Field Centers, which defined job skills,
standards for measuring jobs may, by default, become the prerogative of the
legal profession. The employment and training system has no current facility
to develop standardized descriptions of the basic occupational units of work.
Certainly this need will grow in the next decade.

TRI-WORKER FAMILIES

Much has been said about the two-worker family. The family where both the
husband and wife must work to live at a desired standard. Life styles have
sharply changed, with extensive social and ecoomic consequences as a result of
the two-worker family.

Recently, information has developed on the negative impact of jobs on student
grades. This problem, coupled with the implication of long-term growth of
lower paying service jobs and the hastened decline of higher paying jobs is
likely to magnify problems beyond those resulting from growth of the
two-worker family.
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In Hawaii, long a service-oriented economy, it is said two-worker families are
not enough. To live there high living costs and low paying service jobs
require more than two workers per family.

The trend in industrial states is towards the Hawaiian type economy that has

existed in that state for some time. This trend indicates the family of the
future will more than ever include one or more working children if lower

living standards are not acceptable.

The social and economic realities of increasing numbers of tri-worker families

should be a major issue in the next decade.

PAYING BACK THE DEBT

In recent years, employment and training budgets have been limited by
budgetary restraints as the various government entities have -tightened their

belts- by reducing rates of growth and, in some cases, actually reduced
budgets in real dollar terms.

Currently, transfer payments, defense appropriations and interest payments

represent 88 percent of the federal budget. All other activities represent
only 12 percent. Recent federal deficits are the largest ever, consumer debt

formation is very high and business borrowing very strong. The amount of debt
being generated is cause for great concern since, while credit is 'good', debt

is bad (must be repaid).

Repayment of this government, consumer and business debt is limiting the
ability of the economy to expand further, will affect the labor market

negatively, and limit resources available to improve the labor marketplace

during the next decade. The challenge for employment and training is how to
handle the labor problems of the next decade without increases in resources or

with an even more likely reduction in resources.

THE SURGE IN ENTREPRENEURSHIP

In the last decade and one-half, a surge in entrepeneurship has occurred in

the United States. This development has, to a large extent, gone unnoticed or

has been ignored by employment and training professionals and has not been

incorporated into the nation's or our state's employment and training efforts

in any major way.

Will this phenomenon continue over the next decade? How many more boutiques,

fast food restaurants and convenience stores can our economy support? critics

ask.

During the previous 15 years, employment in the top Fortune 1000 firms has

gone down by six million, while total employment has increased by 35 million.

High-tech employment is estimated to have provided six million new jobs in

this period of time.

Thus, 35 million jobs have been developed in medium and small size firms and

sole proprietorships, other than 'high tech' in nature.
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Can these small enterprises and sole proprietorships provide the job growth
that employment in large businesses and government formerly provided? Are
these 'real jobs'? Are we destined to become a nation of 'shopkeepers' with
the much lower standard of living traditionally associated with that kind of
economy or is this entrepreneuship surge in the U.S. different?

These questions and attitudes, along with others such as what caused the surge
in the first place, how much income is generated, and what is to be the future

relationship of employment and training efforts and this development are

expected to be another of the major employment and training issues of the next
decade.

THE END OF RAPID INFLATION

During the lifetime of the vast majority of the people living in the
industrialized nations, inflation was the economic experience. While brief

periods of price stability may have occurred, our ideas were influenced most
by rising prices and scarcity. Inflation lasted so long most of us thought it
was forever.

However, in recent years, farmers, bankers, miners and others, whether
they be small or world-class in size, have been adversely affected by price
deflation. Commodity prices generally and the prices of some finished goods

have decreased in price.

In the past, once put in motion a major switch from inflation was not
likely to stop at disinflation. A deflationary period usually followed.

More price declines can be expected to follow as efforts to increase
productivity, lower unit wage costs and increased production capacity are
widespread, worldwide developments. Today overcapacity appears to be a major
force in the world's economy. It is likely to continue.

An occasional spurt in the price of a commodity or a product will, no
doubt, still occur in the next five years, but the basic price trend now
appears to be downward for commodities and many finished goods.

The changes in the price trends that have already taken place are
sufficient to alter future labor market conditions. Companies that cannot
raise prices are generally unable to raise employes wages unless workers
become more productive. This has implications for the number of workers
needed.

In the short run, we can expect uncertainty, disruption and
miscalculations to accompany the end of rapid inflation.

In the long run, increased demand will eventually occur as increased
productivity lowers prices and new products and services should develop from
innovations we do not now envision. Demand for labor will again increase.

The significance for those who plan future employment and training efforts
is that we cannot automatically limit ourselves to using the trends resulting
from the decades of rapid inflation and product shortages if we attempt to
estimate future employment and training needs in a new environment that
includes significant if not widespread deflation.
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YOUNG vs. OLD

One of the consequences of the shift from an inflationary economic

environment to one of disinflation, and possibly generalized deflation is a

developing conflict of interest between younger individuals of working age and

older individuals in our society.

While beat illustrated by the current two-tier wage phenomena, there are

other major illustrations.

Maximum Social Security taxes are now many times the maximum paid by most

retired workers. The system now must be supported by a much smaller number of

current workers per recipient. That number will continue to decline.

The end of rapid asset appreciation, resulting from the taming of

inflation and the lower interest levels for savings accounts, limit the

ability of the young to accumulate a nest egg for retirement.

Employment growth in lower paying industries and declines in higher paying

industries limit the wages younger workers receive.

Not all developments have been harmful to today's youth. On the positive

side, the ability to shelter income from taxes to a future date, if invested

in IRA's or other retirement plans, was not available to most of today's

elderly until recently. The advantages these accounts often must, however, be

financed out of savings that may be difficult for youth to accumulate, given

the other handicaps mentioned above.

Earning less (in real, if not current terms) and asked to contribute a

much higher percentage of their earnings to a safety net that will not

directly benefit them for decades, younger workers can be expected to desire

changes in this arrangement.

Changes in the current relationships can be expected to affect employment

and training. For example, raising the retirement age for Social Security

purposes, to reduce taxes on today's workers would also reduce job

opportunities for youth created by the vacancies retirements create.

The interests of young workers vs. the interests of the elderly will be a

part of the socio-economic environment in which future employment and training

efforts will take place.

A SMALLER SAFETY NET

As we switch from an inflationary economic environment to a

disinflationary or deflationary one, the financial resources available for the

socio-economic safety net, relative to the need for these resources, stop

increasing as well.

Problems associated with the efforts to slow down or stop inflation, the

using up or reduction of reserves in government insurance accounts such as

unemployment insurance reserves, bank failure reserves, and other problems

such as the federal deficit, have resulted in some retrenchment from past

levels of benefits. Current economic problems indicate that this trend

towards the reduction of benefits will continue.
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The shrinking of the safety net increases the need for successful
employment and training efforts. These efforts currently are also under
increasing budget restraints which are likely to continue.

Thus, the future for employment and training programs appears to be a
continuation of increased need for the services, with a smaller amount of
resources available for this purpose. The need for greater efficiencies in
employment and training and industrial development efforts has increased and
will continue to increase in the future.

The Impact of Wisconsin's Economic Recovery On Specific Age, Sex and Racial
Groups

Changes in the unemployment rates and the relative distributions of
unemployment reveals that young workers 16-19 years of age are represented by
a higher proportion of the unemployed in 1984 after the recovery from 1982,
the most severe recession year. Male youth (16-19) represented an additional
2.1 percent of total unemployment in Wisconsin and female youth (16-19)
represented 1.5% more in 1984 as compared to 1982.

Older males also represented a larger portion with the 45-54 age group
representing the only age group to actually increase in number over the two
year period, increasing by 2,000. This age group and the 55-64 age group also
increased their proportion of the small 1984 employment level by 3.5 and 0.2
percentage points in that order.

Middle-aged women 35-44 increased their proportionate share of the
unemployment total in 1984 by 1.8 percentage points, but declined by 1,000
over the 1982 level.
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June 1984 County Unemployment Rates
By Rural, Mixed and Urban

Labor Force Dominances

June in Wisconsin is a month when unemployment is usually lower because more
outside work is possible than in winter, and jobs related to the summer
vacation period are available. It is not the summer month with the lowest
seasonal unemployment and highest seasonal employment levels. September and
October are the best months of the year because of harvest activities.

Unemployment and employment in rural areas are more susceptable to seasonal
variations than urban areas where more work is done inside and a smaller
summer tourist increase occurs.

Thus, during a summer month such as June we can expect rural areas to improve
their relative position in a ranking of all of the states' counties by
unemployment rates.

By dividing the state's 72 counties into four quarters, we can assess the

relative current position of rural vs. urban counties in the most current data
available.

However, many of Wisconsin's counties have a mixture of economic activities
and are not predominantly urban or rural.

Thus, we can classify a Wisconsin county as having a rural, mixed, or urban
based local labor force that resides in the county.

Doing so we find that currently, despite the favorable time of the year, June
represents a slightly higher proportion of rural counties that are ranked in
the higher half of the ranking of counties, while a proportionate share of the
mixed counties, and a lower proportion of urban counties are in that upper
half.

Thus, unemployment is worse in rural counties at a seasonally better time of
the year and unless general economic conditions improve in these rural
counties, they can be expected to compare even worse next winter.

June 1984 Preliminary County Unemployment Rates

Upper Mid Lower Mid
Upper 25% Range 25% of Range 25% Lower 25%

All Counties of Counties Counties of Counties of Counties
% of %of % of % of % of

D Oist. i Dist. D Oist. D Oist D Oist.

Rural 45 62.5 12 66.7 14 77.7 9 50.0 10 53.6
Mixed 14 19.4 3 16.7 4 22.2 3 16.7 4 22.2
Urban 13 18.1 3 16.7 0 0.0 6 33.3 4 22.2

Total 72 100.0 18 100.0 18 100.0 18 100. 18 100.0

* A detailed table of June 1985 unemployment rates for all Wisconsin counties
is presented at the end of this report.
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ECONOMIC OUTLOOK FOR FEDERAL PROGRAM YEARS
FPY 1984 AND FEDERAL PROGRAM YEAR 1985

The economic outlook for Wisconsin, the nation and the labor market is based
on the following assumptions:

1. The national and international financial systems will continue to be able
to withstand any future financial shocks occurring from oil price
declines, farm failures, foreign debt repayments and currency fluctuations.

2. Long-term trends, such as the shifting of goods production to lower cost
facilities in other states and nations and production improvements to
minimize or overcome our comparative price disadvantage, will continue at
accelerated rates.

3. There will be no major war where the industrialized nations of the world
participate actively.

The long recovery from the recession will slow but continue through the end of
PY 1984 and possibly into PY 1985. Its continuation is due to the continued
outweighing of negative economic fa9tors by a larger number of positive
economic factors. A recession is likely to begin sometime in PY 1985.

Briefly stated, the negative economic factors, which are expected to continue
to affect our economy in PY 1984*, include:

Nigh interest rates making financing big ticktt items for consumers and
capital expenditures expensive by historic standards.

The strong US dollar, which makes exporting of Wisconsin-built capital
goods extremely difficult, while easing the importing of foreign goods.

Very large federal deficits which limit government action to reduce
unemployment, help farmers, and which keep interest rates high. (Nigh
interest rates make purchases of Wisconsin-built machinery very difficult.)

The removal of $240 million from the Wisconsin economy as opposed to last
year's injection of $260 million into the state's economy as we begin to
repay our Unemployment Insurance debt. (This half billion dollar shift is
equal to one percent of the state's personal income in current dollars.)

Positive factors are expected to result in economic growth (4.0 percent or
better) in the US Gross National Product during the first half of PY 1984 as
momentum from election year stimulus is expected to continue through the end
of 1984 and possibly into 1985. These positive factors include:

*Federal Program Year(PY)
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A continuation of home mortgage rates substantially below the highs

experienced a few years ago. Rates are still very high by historic

standards so this improvement is very limited and the number of persons

becoming financially capable of purchasing homes is also very limited.

Continuation of the large amount of federal transfer payments and a high

level of consumer spending in the near future. Late in 1985 and/or during

1986, reductions in the growth rate of transfer payments may be enacted.

Indexing of income tax rates will, if not repealed, prevent erosion of

personal income increases but tax increases are likely, sometime in 1985

or 1986 at the latest, to ease the federal budget deficits.

The commitment by the federal reserve system to increase the money supply

at a rate large enough to prevent interest rates from rising may end.

Money supply contractions (M-1) generally occur in the beginning of the

presidential term. This would result in a slowdown in growth or

contraction of the economy in mid-term.

Further lowering of gasoline and oil prices and pressure to reduce natural

gas prices should continue unless we experience a cut-off of Persian Gulf
supplies. This lowering of prices will continue to send fewer dollars
overseas making these funds available for the purchase of other goods and

services or for investment purposes.

The continuation of the need to replace durable goods due to their
increased age and previous low rate of replacement should continue during

the remainder of PY 1984. This replacement factor should diminish as we

move into PY 1985.

Limited action by Congress and the administration to create some

nondefense public and private jobs through the expenditure of federal

funds in PY 1985 is expected. Increased job creation activities in PY

1985 can be expected if reductions in the level of joblessness through

private sector growth do not continue in PY 1984 and into 1985. (We

project this to happen.)

On balance, the above mentioned positive economic factors should outweigh the

negative economic factors and are expected to result in some growth for all of

PY 1984 despite a slowdown in the second half. We expected an increase of

real US Gross National Product of about 2.0 to 3.0 percent in PY 1985.

Wisconsin Labor Force Levels PY 1984 and PY 1985*

Interest rate levels, credit availability and capacity utilization rates

continue to hold the key to activity in the two sectors of Wisconsin's

economy--durable goods and construction--that have not yet recovered from the

recession.

Recovery is expected to increase Employment by about 46,000 from calendar year

1983 to PY 1984 but gain only slightly between PY 1984 and PY 1985 ending June

30, 1986. Over the period from PY 1984 to PY 1985 total employment is

expected to gain several thousand.

*Federal Program Year (FY)



104

Average Unemployment for all of 1984 will decline by about 3.1 percentage
points from 1983 before increasing slightly, or 0.4 points, for PY 1984. In
PY 1985, Unemployment is expected to rise again (+1.3 percentage points) as
the 2,000 gain in Employment will not balance out the much larger Unemployment
increase that results from the Labor Force increase.

The Labor Force is expected to decline over the period from 1983 to PY 1984
but is expected to grow another 36,000 from PY 1984 to PY 1985 as the
outmigration of state residents slows, recession induced early retirements
decline extensively, student enrollment stabilizes and the number of
discouraged workers declines.

Nonfarm Wage and Salary Employment Levels PY 1984 and PY 1985

Over the period, starting with the 1983 annual average to the 12-month PY 1984
period, Employment growth is expected to be somewhat proportional between the
Service Sector of the economy and the Goods Producing Sector with 59.4 percent
and 40.6 percent gains respectively.

Recovery from the recessions of the early 1980's is expected to slow after
PY 1984. In PY 1985, the Goods Producing Sector is expected to decline,
decreasing 14,000 jobs. The likelihood that the Goods Producing Sector will
eventually recover to 1979 levels is not apparent in the foreseeable future.
Competition from other states, foreign competition and attempts to increase
productivity through computer assisted manufacturing, engineering and design,
together with an expected slowing of economic growth, should blunt further
gains in goods production jobs. This sector of the Wisconsin economy will, of
course, also be affected by the national administration's actions,
international economic events, business spending, consumer confidence and
interest rates. Service Industry Employment will represent most of the PY
1985 gain in Nonfarm Wage and Salary Employment.

High consumer interest rates are expected to restrict the sale and
manufacturing of 'big tickets consumer items. The recovery that has already
occurred has met some of the backlogged replacement need for these items.
Therefore, sales are expected to continue to increase modestly. Wisconsin's
involvement is substantial in consumer durable goods manufacturing.

On the capital goods side, sales are expected to continue to improve modestly
in the remainder of PY 1984 as the consumers have picked up their buying pace
since 1983, and increases in capital goods orders should follow. Wisconsin's
large machinery industry is expected to increase sales for all of PY 1984 and
be flat in PY 1985. Farm, Construction and Mining Machinery Employment levels
should not improve during PY 1984 from their very low 1983 levels as foreign
markets are very weak because of the strong dollar and the debt repayment
crisis.

Employment in the Nondurable Goods Sector of Wisconsin, which did not decline
as much as the Durable Sector did in the 1979-1983 period, is expected to be
stable during PY 1984 but experience a loss of several thousand jobs in PY
1985. Productivity increases and the expansion of Manufacturing facilities
closer to the expanding sun belt population is expected to result in the
slight decline in PY 1985.

Construction activity, which started to recover in 1984, is expected to
decline slightly in PY 1984 as Federal Government support programs are
expected to be at a constant level while interest rates remain relatively
high. A further decline is expected in PY 1985.
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Retail Trade Employment, which grew modestly in 1983, is expected to grow

significantly in PY 1984 and modestly in PY 1985. Increased personal income

levels for individual consumers have increased Retail Trade Employment levels

in PY 1984 over 1983. However, more and more personal income increases will

continue to be diverted to consumption areas other than those sold through the

trade sector. Increased costs for medical care, housing and utility rates

should continue to prevent sharp improvement for the Trade industries.

Restaurants and Warehouse Groceries may continue to increase Employment levels

in PY 1984 but top out in PY 1985. General Merchandising Employment is not

growing as productivity increases cancel out any employment gains from new

stores.

Transportation Industry Employment is the largest area of the Transportation,
Communication and Public Utilities grouping. Transportation mirrors the

economy as the level of industrial production and consumer consumption is

reflected in the amount of shipments. The recession(s) lowered Employment in

Transportation, then the economic recovery increased levels of shipments and

employment. Communication and Public Utility Employment changes are less

affected by recessionary changes and tend to reflect long-term trends. The

split-up of the Bell Telephone System is expected to lower Employment at

Wisconsin Telephone Company, the state's largest private employer.

Conservation of energy usage, together with increases in productivity, is

expected to decrease Employment in the Public Utility Industries. Cable

Television is expected to continue to grow. The net result is expected to be

a gain in Employment during PY 1984 over 1983 and with very modest gains in

Employment in PY 1985.

Finance, Insurance and Real Estate Employment is expected to return to its

long-term gradual growth in PY 1984 but the rate of growth should slow in PY

1985. The housing market, which affects Real Estate Industry Employment,

improved slightly in the first half of PY 1984 but has fallen off thus far in

the second half and should continue to be somewhat constant in PY 1985.

Finance is still in a consolidation phase after rapid expansion in previous

years with new products, such as IRAs, increasing Employment, while the total

impact of deregulation is still unknown. Insurance Employment is declining

very slowly despite dollar volume gains because of extensive automation. High

real interest rates will continue to restrain Employment growth in this

industry grouping as money flows out of the state to financial centers

offering higher rates. The high credit risk on foreign loans should reduce

the flow out of the country while borrowing needs of the Federal Government

should absorb more of the Wisconsin generated savings.

Service Employment levels should continue to experience a slightly lower

overall growth rate than they experienced in the 1970's, especially in PY

1985. Government budget restraint and relatively high Unemployment and

interest rates continue to affect Employment growth rates in Medical Services

and Social Services while Business Services should continue to grow

impressively. Employment levels in Lodging Establishments will not grow at

previous rates as tighter controls on private business spending and government

travel limits the potential for growth. Passage of Federal or state

legislation providing medical coverage for some of the Unemployed would, if

authorized by the Federal Government, lessen the job loss in the Hospital area.
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Mining Employment in the state is primarily affected by the volume of
construction of highways and structures. Expansion of Metal mining is still
not likely in the near future except for site preparation. The outlook for
construction means Sand and Gravel Mining Employment will be rather flat in
PY 1984 and decline slightly in PY 1985.

Two factors, demographic and budgetary, will continue to affect Government
Employment levels. Declining enrollments will result in additional school
Employment loss during PY 1984 and PY 1985 while some 1983 budgetary cuts have
been restored during PY 1984 in noneducational areas. Post secondary
education areas of education, where Employment levels have held up rather
well, should continue to show some decline as the pool of young adults
declines. Overall, Government Employment is expected to increase very
slightly in 1984 and remain constant in PY 1984. Federally supported jobs
programs are expected to be expanded by PY 1985 if we are correct and a
recession occurs. This should compensate for job losses in Education
Employment and other state and local activities. However, if more economic
growth occurs than we project for PY 1985 and lower Unemployment rates result,
Federal job programs would not increase.

Agricultural Employment Levels

Employment estimates in the Agricultural Production Sector of the economy are
difficult to make because of the Self-Employed nature of most farm enterprises
and the large amount of off-farm employment resulting in Dual Job holding. If
dairy prices remain at the current levels, Wisconsin farm Employment will most
likely decline during PY 1984 and PY 1985 as Dairy Farms provide most of the
Agricultural Employment in Wisconsin. At this point, the 'Payment in Kind'
program (PIK) has aided Wisconsin dairy farmers somewhat by creating the need
for more Wisconsin milk in other states but the farm debt problems will reduce
the number of farmers in Wisconsin significantly during PY 1985.
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ACTUAL AND PROJECTED LABOR FORCE CHARGES
BY PLACE OP RESIDENCE

(Thousands)
(Revised 2-15-85)

N U M e R I C C H A N G e
Actual PROJECTED Actual P R 0 J e C T e 0

1983 1984 PY-84 PY-85 83-84 84-PY84 PY84-85 84-nP85

Civilian Labor Force 2426.0 2394.0 2404.0 2440.0 -32.0 +10.0 +36.0 +46.0

Unemployment 253.0 176.0 186.0 220.0 -77.0 +10.0 434.0 +44.0

Unemployment Rate (0) 10.4 7.3 7.7 9.0 -3.1- *0.45 +1.3* +1.7-

Employment 2172.0 2218.0 2218.0 2220.0 +46.0 + 0 +2.0 42.0

ACTUAL AND PROJECTED
NONPARM WAGE AND SALARY EMPLOYMENT CHANGES

BY PLACE OF WORE
(Thousands)

(Revised 2-11-85)

E M P L O Y ME N T NUMERIC CHANGE
Actual Actual Projected Actual Projected

1983 1984 PY-85 83-84 84-PY85

Mining 1.9 1.8 2.0 -0.1 +0.2

Construction 57.7 58.3 55.0 40.6 -3.3

Durable Mfg. 295.7 321.7 315.0 +26.0 -6.7

Nondurable Mfg. 188.4 196.2 192.0 47.8 -4.2

Trans., Comm.,

Public Utilities 88.1 89.7 92.0 +1.6 +2.3

Trade 433.3 453.8 455.0 +20.5 +1.2

Fin., Ina., Real Est. 98.6 102.2 101J6 +3.6 -0.6

Services 388.6 403.8 420.0 415.2 416.2

Government 312.4 313.4 313.4 41.0 * 0

TOTAL 1864.6 1941.0 1946.0 476.4 45.0

PY: Program Year. If not preceded with a PY, time periods are calendar years. PY84 is
July 1, 1984 to June 30, 1985 and PY85 is July 1, 1985 to June 30, 1986.

Totals may not add due to rounding and Labor-Management disputes.

-Percentage point change.

Projected estimates are intended for use in Employment and Training Planning.

For other use, contact August Cibarich at (608) 266-0522 first.
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INDUSTRIAL EMPLOYMENT CHANGES*
1980 TO 1984

1984 TO PY-85

The next several years will see a continuation of the profound changes in

job opportunities for Wisconsin job seekers that have occurred since 1980.

Over the past two years we have been rebounding from the worst

recession(s) since World War II. We have also begun to see an

acceleration in the application of new technology to production

techniques and the shift to new products and strategies that have been

called a 'race to catch the factory of the future.' Overall, the next

several years will see much slower Employment growth than we have

experienced in the period of recovery from the recession(s).

Events will bring a halt to Employment growth in some of our more

familiar areas, while other areas have potential to continue to expand

with rapid growth, perhaps explosive growth** in the newly emerging areas.

We have seen enormous expansion in the number of Restaurants, Retail

Outlets, Office Buildings and Service firms. The boom in expansion of

Office Buildings, Restaurants and Retail firms will most likely end

during the next several years, while the rapid expansion in many, but not

all, Service industries will continue.

Displaced workers remaining Unemployed or under-employed from the last

recession will (short of a super boom which almost no one is expecting)

not go back to the jobs they once held. Their displacement now seems

final, as we move from recovery to expansion of other sectors of our

state's economy.

Most of the thrust of new job growth over the past several years has

occurred in the following types of industries:

Restaurants - (Especially rapid growth in fast food Restaurants)

Retail Stores - (Almost all kinds of retail stores increased in

number; exceptions include Auto Dealers, Gas Stations and Farm Implement

Dealers)

Personal Service Outlets - Traditional - (Barber Shops, Beauty

Salons, Shoe Repair, Dry Cleaning, Travel Service, Personal Improvement

Centers, such as Diet Centers, Pet Centers have expanded since 1980)

Personal Service Outlets - New - (Video tape Rental Centers, Copy
Center Services, Video Game Parlors, Photo Service, Lawn Care Rental

Service, Tax Preparation, Cable TV Service also developed and expanded
since 1980)

Financial Services - (Branch Banking Services, including Automatic

Teller Servicing, Insurance Sales, Vacation Land Sales expanded)

*Through the end of program year 1985 (June 30, 1986)
**From a small base.



109

Amusement and Recreation Services - (From Archery Centers to Golf

Courses to Water Rides, to Ski Hills, all provided additional Employment)

Motion Pictures- (expansion of highly automated theaters in suburban

areas and division of large central city theaters into several smaller

units occurred)

Business Services- (Computer and Data Processing Services, Quick
Print Centers, Commercial Leasing Services, Janitorial Service,
Protective Service, Temporary Help Services, Research Services,

Consulting Services, Advertising Services grew rapidly providing good

Employment gains)

Lodging Services - (Trailer Parks, Campgrounds, Motels, Hotels, Bed

and Breakfast rooms gained, while Vacation Cottages declined)

Health Services - (Most non-Hospital Health Services expanded

Employment significantly over the recent past while Hospital Employment

declined)

Educational Services -Private - (Day-Care Centers, Training Schools,
and other Education Services expanded)

Social Sevices, Private - (Neighborhood Centers, Refugee Services,

many types of specialized Social Services expanded and added employees)

Membership Organizations - (Business Assocations, Professional
Associations and other Membership Organizations expanded staffing)

Miscellaneous Services - (Accounting, Architectural, Weather

Forecasting, and various Professional Services firms expanded)

It is important to note that a significant portion of the above mentioned
areas of Employment gains were provided by Self-Employed individuals,
rather than Wage and Salary employees. These gains in Self-Employment are

not included in the Employment numbers in this report. Only Wage and

Salary Employment is available by occupation or occupational groupings.
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OCCUPATIONAL EMPLOYMENT CHANGES

PROFESSIONAL WORK OCCUPATIONS

The shift in the mix within the Professional Occupation grouping

continued. The number of K-12 Teachers employed declined. The growth in

the number of Licensed Registered and Practical Nurses employed may have

ended with more of the workers in this occupation working at non-Hospital

worksites, and fewer working in Hospitals. The number of Professional

Workers employed by the state's Manufacturing and Construction industies

has declined significantly since 1980 as cost-cutting measures to reduce

.overhead' costs was one means employed to insure firms in these troubled

industries would survive.

The rapid growth in Retailing and Service and Financial and Insurance

Firms offered additional opportunities for Professional workers as

Professional jobs are scattered throughout the Service-Producing

Industries.

The demand for Data Processing Specialists was slowed by the recession

and the rapid growth in the use of small computers at the expense of

mainframe computers. This development affected the demand for

Applications Programmers the most, as the emphasis in hiring shifted

somewhat to four year graduates of Computer Science Courses.

Growth in the use of Professionals brought on by the energy shortage also

was slowed, if not halted, by the current energy glut, which developed

since 1980.

Extensive declines in the need for Drafters occurred as a result of the

introduction of Computer Assisted Design (CAD). Declines are beginning

to occur in the growth rate of Electrical Engineers as Computer Assisted

Engineering (CAE) comes on board.

The decline in Government Employment, a big source of Employment for

Professional workers, also limited growth in job opportunities for

Professionals.

Overall Employment of Professionals continued to increase since 1980,

despite the recession(s), however, the rate of growth was reduced

significantly by the hard economic times and technological changes.

The number of Professional jobs is expected to increase by 1,600 between

1984 and PY-85. Strong job growth in some industries such as the Service

Industries will provide additional job opportunities for Professional

workers. Much, but not all of this gain will be displaced by declines in

the use of Professional workers in other Industries.

TECHNICAL WORK OCCUPATIONS

Of all the occupational areas the Technical grouping offers the best

opportunity for growth.

With the expansion of Computer Assisted Design, Manufacturing and

Engineering, many additional jobs will be created in this category.

Changes that reduce the need for workers in other occupational groups

will increase the need for workers in this group.
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Fortunately, Wisconsin has a long-established system of Technical
Institutes to train workers in this category.

Together with workers in the Crafts category and in some Professional
specialties, these workers will establish Wisconsin's success or failure
in the -battle for jobs- that is raging in the world.

Much of the information that we need to know about the future of work is
information about the Technical area. The area does not lend itself to
much statistical analysis (the usual method for analyzing occupations)
since the area is rapidly emerging, the number of workers is relatively
small in number currently, and the Occupational categories emerging often
are ill defined, or have no common description or set of tasks.

Another disturbing aspect of some of the more recently emerging
Technologies is the number of Wisconsin trained workers finding
Employment outside of the state. In these instances, Wisconsin's human
capital investment in training, while benefiting the individual, does not
benefit the state's economy as a whole.

We need to know a lot more about this emerging area of work. We need to
organize any information gathered and distribute the knowledge obtained
to those in our state who can use it. To do otherwise will reduce the
development of this category of jobs in our state.

The number of Technical jobs is expected to increase by several thousand
between 1984 and PY 85. This is the second highest rate of increase
(3.0%), of any of the industry groups. Continued emphasis on 'high tech'
solutions to our economic problems will continue to increase the need for
Technicians.

MANAGERIAL WORK

The sharp expansion in the number of Service sector firms in our economy
since 1980 has expanded Employment opportunities for Managers in these
industries. Declines occurred in the number of Managers employed in the
Manufacturing and Construction industries, but the net result was a
significant increase in the overall number of Managers employed. Many of
the additional jobs were of the self-employment type which are not
included in the Employment numbers in the accompanying table.

The number of Managerial jobs is expected to increase by 1,200 between
1984 and PY-85, as growth in the number of new firms is expected to be
slower than in the four year period from 1980 to 1984. Competitive
pressures are expected to continue to restrict the addition of, or recall
of, many Managers; and continuing reduction of overhead expense will
result in additional layoffs.

SALES WORK OCCUPATIONS

The rapid increase in the number of Retail Establishments has not
resulted in an increase of Sales jobs since 1980. Jobs in Retail Firms,
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a major employer of Sales and Service workers, increased only 13,800

during the period from 1980 to 1984. One segment, Eating and Drinking

firms, was responsible for most of this growth. The remaining Retail

Industries, which employ the Sales Workers, changed very little overall.

Resulting job growth occurred in the Service Occupations, not the Sales

Occupations, since Eating and Drinking Firms employ Service workers in

large numbers, not Sales Workers.

While growth occurred in several of the remaining Retail industries,

declines in General Merchandising and Automotive Dealers and Gasoline
Service Stations more than balanced out these gains.

As a result, Wage and Salary Sales jobs gained very little, despite the

opening of many additional stores.

While this may sound contradictory, it is explained by the productivity

increases in Retailing. The use of advanced technology, restructuring of

traffic flow, more self-service, and above all fierce competition,

resulted in fewer workers handling the workload and a lower number of

workers staffing the individual store. The number of Sales workers is

expected to remain about the same from 1984 through the end of PY-85.
Additional Sales Jobs created by growth in the number of firms is

expected to continue to be balanced out by continued productivity

improvement in the industry as a whole.

CLERICAL WORK

The information age requires that more information be processed. Under

'normal' circumstances, this would result in the generation of an
additional army of Clerical Workers. But these are not 'normal' times.

Technology is changing the nature of work and the work experience.
Computers, word processers, printers and assorted additional hardware are

rapidly changing the Clerical worksite into a 'clerical floor', amazingly

similar to the 'factory floor'.

Office machines now entering the office in unprecedented numbers are

still primarily used independently of each other, just as factory
machines were used for a century or more.

In the factory, machining centers have been rapidly replacing individual

machines which were used independently of each other for many decades.

Office machine centers are starting to link word processors, computers

and terminals, mailroom functions and data control. Thus, the office

which has just begun its widespread use of machines is already thinking

about linking the machines.

It now appears that the office will undergo its shift from hand work to

machine processing and then in a much shorter period (a few years rather

than a century) integrate the machines into an office center.

This makes forecasting the need for Clerical Workers much more difficult

as both developments will, in rapid succession, effect a change in the

number of Clerical Workers needed and the type of Clerical Worker
needed. Office integration is still experimental and a time table for

its implementation is problematic right now.



113

Thus, in our attempts to estimate the Clerical staffing and training
needs, both a greatly increasing workload and a two-phase rapid increase
in productivity must be considered. Some feel office productivity can
potentially increase threefold when fully integrated.

Over the year and one half from 1984 through PY-85, we expect the number
of Clerical jobs to increase by about 2,500 jobs.

SERVICE WORK

This occupational grouping is a collection of occupations which are quite
dissimilar in function performed, educational levels, special training
required, and training time required. It is centered around doing
service for or with people.

The occupational group has been growing rapidly overall. In 1980, it was
estimated that about 300,000 Wisconsin residents were engaged in Service
Occupations, doing 'Service Work'.

The original projections to 1990 for this group assumed a continuation of
the rapid growth that had occurred previously. If we look back at the
impact of the recession(s) of the early 80's that affected other
occupational groups so extensively, we see a much less dramatic impact.
No overall decline in the number of Service jobs appears to have occurred
during the recession(s), but a dramatic shift has occurred towards the
Food Service occupations, and away from the Minor Repair Services,
especially Automotive Service. The rapid growth in the Health Service
jobs area, that has occurred as a result of the former rapid expansion of
Health Care, has leveled off with the decline in Employment in Hospitals.

With the resumed rapid expansion of Eating and Drinking establishments,
the number of Food Service workers has grown extensively. A large number
of these jobs are part-time positions. This area of Service Work may
expand further in the time between now and PY -85; however, its rapid
growth is close to 'topping out'. Exactly when growth will end is not
known. What is known is that the rapid expansion that has taken place
already, limits future growth.

The number of Service Jobs is expected to increase by 10,000 between 1984
and PY-85.

Blue Collar Employment Decline to Continue

The number of workers in Blue Collar occupations* peaked in 1979, dropped
drastically during the recession(s) of the early 1980's and recouped
some, but not much, of its losses in the two years of recovery we have
experienced.

Factories, Repair Shops, Construction Sites, Warehouses, and other firms
employing Blue Collar Workers have emerged from the recession and
recovery leaner and much more productive.

*Comprised of Craftsworkers and Kindred or Skilled Workers,
Operatives or Semi-Skilled Workers, and Laborers or Unskilled Workers.
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In Wisconsin, employers of Blue Collar Workers were hit harder and longer
than the nation as a whole. While the nation as a whole has finally
surpassed the Nonfarm Wage and Salary Employment peak levels reached
immediately prior to the recession(s), this has not occurred in
Wisconsin, and may not in the foreseeable future. Durable Goods
Manufacturing and Construction firms which employ large numbers of Blue
Collar workers have barely begun to recover the jobs they lost between
1980 and 1982.

Most likely there will be a time lag between the displacement of workers
producing older products and the Employment of significant numbers of
workers in the Manufacturing and distribution of new products.

Thus, in the short run continued erosion of Blue Collar Employment is
likely. Over a longer period (five or more years from now), some
Employment opportunities not now apparent will emerge for Blue Collar
workers.

In 1980, the number of Blue Collar Workers was estimated to be about
675,000. The forecast to 1990 was estimated prior to the disastrous
early 1980's recession(s) which sharply reduced 'Blue Collar'
Employment. Current estimates of Blue Collar Employment remain below the
1980 figures, as the industries which employ 'Blue Collar Workers' are
still significantly below their pre-recessionary high.

The 1990 'Blue Collar' Employment level is now expected to be much lower
than that previously forecast. The level at the end of our forecast
period (June 1986) is now expected to be lower than the 1980 level, with
that level expected to be only slightly lower than that of 1984. Several
hundred thousand Blue Collar jobs are thought to be vulnerable to a
number of developments over a longer period of time.

Reasons For Decline In "Blue Collar Workers"

The balance of trade deficit is not expected to be eliminated even by a
sharply reduced exchange rate for the dollar as foreign debtor nations
must continue to export much more than they buy to pay interest on the
debt and debt principal. Our market in oil exporting countries will
decline sharply as oil prices drop. This will continue to restrict
growth in the areas of our economy which employ most of our 'Blue Collar
Workers."

Some Blue Collar jobs are being transferred to states where wages paid
are well below the national average or to other countries where wages are
even lower.

Computer Assisted Manufacturing (CAM) is displacing many Blue Collar
Workers. Spray painting, Arc and Spot Welding and other repetitive tasks
are already being done by robots and computers. Second and third
generation robots will be much more capable of replacing human labor.
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Displacement Impact On Blue Collar Skill Levels

Laborers or Unskilled Workers

This category has been in general decline for several decades. Computer

Assisted Manufacturing is accelerating the decline. This level of Blue

Collar Workers is also very susceptible to being transferred to other

lower paying states and nations.

Operatives or Semiskilled Workers

This type of Blue Collar work had been declining at a slower rate than

Laboring work, but is now being displaced at a faster pace by Computer

Assisted Manufacturing. A number of the developing countries now have

sufficient capital and technical know-how to compete with firms in 
our

state at this level of sophistication.

Crafts or Skilled Work

'The impact of Computer Assisted Manufacturing and Computer Assisted

Design on Craft work is not fully understood at this time. What is known

is that job content is changing. What the overall need for Craft workers

will be has not been addressed by any extensive studies of the issue,

such as was done in the early 1960's when concern over 'automation'

resulted in a number of special studies to explain the changes.

The number of Blue Collar jobs is expected to decrease by 12,000 between

1984 and PY-85. The number of Craftsmen employed is expected to decline

by 2,000, with a drop in the number of Operatives and Laborers employed

of 5,000 for each category.
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WISCONSIN COUNT:ES RANKED BY UNEMPLOYMENT RATE

JUNE t985

RANK COUNTY

i Menominee-R
2 Forest-R
3 Sawyer-R
4 Douglas-U
5 Bayfield-R
6 Calumet-M

7 Vilas-R
8 Iron-R
9 Marquette-R

1O Kenosha-U
1t Racine-U
12 Polk-R

13 Juneau-R
jA Marathon-M
15 Columbia-R
16 Trempealeau-R
t7 Dodge-M
18 Clark-R

19 Manitowoc-M
20 Oconto-R
21 Jackson-R
22 Sauk-R
23 Taylor-R
24 Lincoln-R

25 Ashland-R
26 Jefferson-M
27 Marinette--R
28 Price-R
29 Chippewa -M
30 Washburn -R

31 Fond du Lac-M
32 Green Lake-R
33 Waupaca-R
34 Kewaunee -R
35 Buffalo-R
36 Monroe-R

RATE LAST
RAPX

20.2%
15. 27
1t.7%
I1. i%
10.1%
9. 8%

9.4%
9.1.
9. 0%
8.9%
8.5%
B.4%

8. 3%
8. 2%
8.2%
8.2%
8.2%
8.2%

8. 2%
8.2%
8.1%
8.1%
8.1%
8.1%

8.0%
7.9%
7.7%
7.7%
7.6%
7.5%

7.4%
7.4%
7.3%
7.3%
7. 2%
7.2%

RANK COUNTY RATE LAST
RANK -

37 Rusk-R 7.2% 33
38 Waushara-R 7.2% 37
39 Eau Claire-U 7.1% 39
40 Portage-M 6.9% 49
41 PepJn-fR 6.9% 27
42 Winnebago-U 6.7% 46

43 Washington-U
44 Iowa-R
45 Vernon-R
46 Richland-R
47 Wood-M
48 Rock-U

49 Langlade-R
50 Door-R
51 Milwaukee-U
52 Brown-U
53 Shebcygan -M
54 Grant-R

55 Lafayette-R
56 Oneida-R
57 Barron-R
58 Burnett-R
53 La Crosse-U
50 Waukesha-U

61 Shawano-R
62 Ozaukee-M
63 Pierce-M
64 Crawford-R
65 Outagamie-U
66 Adams-R

67 Florence-R
68 Dunn-R
69 Walworth-M
70 Green-R
71 Dane-U
72 St Croix-M

6.7% 52
6.7%
6. 6%
6.6%
6.5%
6.4%

6. 4%-
6. 3%
6.2%
6.t1%
6.1%
6.0%

6.0%
5. 9%
5. 9%
5.97.
5. S%
5.e%

5.7%
5.7S
5.77.
S . 5%
5.3%
5.2%

5.2%
4.97.
4.9%
4.5%
4. 2%
3.5%

43
45
34
48
47

62
41
57
60
51
61

64
50
44
42
54
59

55
53
68
56
69
65

67
63
66
70
72
71

M-Represents mixed rural and urban counties.
R-Represents rural counties.
U-Represents urban counties.

Wisconsin DILHR, Job Service
Labor Market Information
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EMPLOYMENT AND LABOR FORCE CHANGE

1979-1984

ANNUAL AVERAGES

(THOUSANDS)

Percent

Number Percent Distribution of

1979 1984 Change Change Net NFWS Lose

CIVILIAN LABOR FORCE 2,331.0 2,394.0 +63.0 + 2.7

UNEMPLOYMENT 105.0 176.0 +71.0 +67.6

PERCENT OF LABOR FORCE 4.5 7.3 + 2.8- --

EMPLOYMENT 2,226.0 2,218.0 - 8.0 - 0.4

ALL OTHER NONFARM 173.1 179.0 +5.9 +3.4

FARM 113.1 98.5 -14.6 -12.9

NONFARM WAGE AND SALARY 1,960.2 1,941.1 -19.1 - 1.0 100.0

MINING 2.6 1.8 - 0.8 -30.8 4.2

CONSTRUCTION 80.5 58.3 -22.2 -27.6 116.2

MANUFACTURING 591.3 517.8 -73.5 -12.4 384.8

DURABLE GOODS 393.7 321.7 -72.0 -18.3 377.0

LUMBER AND WOOD 23.3 21.5 - 1.8 - 7.7 9.4

FURNITURE & FIXTURES 10.5 10.3 - 0.2 - 1.9 1.0

STONE, CLAY AND GLASS 10.0 7.4 - 2.6 -26.0 13.6

PRIMARY METALS 29.6 19.9 - 9.7 -32.8 50.8

FABRICATED METAL 60.9 50.9 -10.0 -16.4 52.4

MACHINERY, NONELECTRIC 134.5 102.2 -32.3 -24.0 169.1

ELECTRIC & ELECTRONIC 58.2 52.6 - 5.6 - 9.6 29.3

TRANSPORTATION EQUIPMENT 42.6 36.1 - 6.5 -15.3 34.0

INSTRUMENTS & RELATED 12.4 10.7 - 1.7 -13.7 8.9

MISCELLANEOUS MFG. 11.6 10.1 - 1.5 -12.9 7.8

NONDURABLE GOODS 197.6 196.2 - 1.4 - 0.7 7.3

FOOD AND KINDRED 64.6 62.7 - 1.9 - 2.9 9.9

TEXTILE MILLS 5.4 4.6 - 0.8 -14.8 4.2

APPAREL 6 OTHER TEXTILE 6.6 6.5 - 0.1 -15.0 0.5

PAPER AND ALLIED 48.9 47.2 - 1.7 - 3.4 8.9

PRINTING 6 PUBLISHING 32.4 36.2 + 3.8 +11.7" GAIN

CHEMICALS AND ALLIED 9.8 9.9 + 0.1 + 1.0 GAIN

PETROLEUM AND COAL 0.4 0.4 + 0 + 0 + 0

RUBBER & MISC. PLASTICS 19.4 20.5 - 1.1 - 5.7 5.8

LEATHER 10.2 8.1 - 2.1 -20.5 11.0

TRANS. 6 PUBLIC UTILITIES 92.2 89.7 - 2.5 - 2.7 13.1

TRADE 441.2 453.8 +12.6 + 2.9 GAIN

WHOLESALE TRADE 96.4 99.9 + 3.5 + 3.6 GAIN

RETAIL TRADE 344.8 353.9 + 9.1 + 2.6 GAIN

FINANCE, INS. 6 REAL ESTATE 90.3 102.2 +11.9 +13.2 GAIN

SERVICES 351.9 403.9 +52.0 +14.8 GAIN

GOVERNMENT 310.1 313.6 + 3.5 + 1.1 GAIN

FEDERAL GOVERNMENT 27.1 26.7 - 0.4 - 1.5 2.1

STATE GOVERNMENT 76.3 79.9 + 3.6 + 4.7 GAIN

LOCAL GOVERNMENT 206.7 206.9 + 0.2 + 0.1 GAIN

LABOR-MANAGEMENT DISPUTES 3.2 0.8 - 2.4 -75.0 12.6

-Percentage points.

INA-Information Not Available.

0292a
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Representative OBEY. Mr. Reihl, please proceed.

STATEMENT OF JACK REIHL, SECRETARY-TREASURER,
WISCONSIN AFL-CIO, MILWAUKEE

Mr. REIHL. Thank you.
My name is Jack Reihl and I am secretary-treasurer of the Wis-

consin State AFL-CIO. On behalf of President John Schmitt and
the 305,000 members of the Wisconsin State AFL-CIO in Wiscon-
sin, I am pleased to testify today on economic conditions affecting
Wisconsin workers and their families.

The first point that I would make for the committee's consider-
ation is that while I am appearing today on behalf of the Wisconsin
State AFL-CIO, the effects of the recession and the weakness of
the current economic recovery affect both union and nonunion
workers.

Therefore, I would ask that our comments today be considered in
that context, of all Wisconsin workers and not just those who bene-
fit from the accomplishments of organized labor in Wisconsin.

It is well recognized that Wisconsin's labor force is as skilled and
competent as any in the Nation and beyond.

Our workers are as diverse as the makeup of the population of
the State itself. In our mind, that diversity is fundamental and is a
keystone to any effort to preserve and expand employment oppor-
tunities throughout the State.

Mr. Chairman, since 1980, the Wisconsin economy has felt the ef-
fects of both recession and recovery. Recession has been deep and
extended, reinforcing the structural difficulties that have been
more completely addressed by others testifying today.

Economic recovery, while certainly welcome, has not been as
strong and complete as to warrant a conclusion that all is well
with the status of Wisconsin workers.

The facts simply do not support the conclusion that the Wiscon-
sin workers and their families are better off today than they were
5 years ago. We have more workers unemployed today than we did
in 1980.

Five years ago there were 167,000 Wisconsin workers unem-
ployed

Figures in 1984 show that we had 107,000 unemployed workers,
and we all know that that is only about half of the total of unem-
ployed workers when we consider those that are discouraged and
quit looking, when we consider people that weren't eligible for un-
employment compensation insurance in the first place, where most
of the figures are derived from and from those people that would
sure love to be working full time and are only working part-time
jobs and, therefore, they are not counted in the figures.

Workers today, fortunate to have employment, have not seen
their relative economic condition improve. Between 1980 and 1984,
growth in nonagricultural employment in Wisconsin has lagged
behind national averages. Also between 1980 and 1984, growth in
personal income in Wisconsin has lagged behind national averages.

Between 1980 and February 1985, the earnings of production
workers in manufacturing employment fell from $323 to $320 a
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week in real terms. Reduction of employee benefits including pen-
sion rights have been cut drastically.

In other words, the decline in the rate of inflation has not been
sufficient to keep the worker's purchasing power consistent with
1980 levels.

And that brings me to a point that I believe should be crucial to
the committee's deliberations today.

We are becoming more and more concerned that there is an atti-
tude prevailing both in the State and the Nation that the price we
must pay for economic health is an unacceptably high unemploy-
ment rate.

The unemployment rate in Wisconsin from 1980 to today has
ranged from 6.7 to 10.7 percent. Most recent monthly figures from
the Department of Industry, Labor and Human Relations indicate
that we have finally broken through the 7 percent plateau that has
been with us for many months.

The 6.7 percent unemployment rate for June of this year certain-
ly marks an improvement. As I said earlier, Wisconsin has more
unemployed workers today than it did 5 years ago.

Where have the thousands of people gone? In the past 5 years
the Wisconsin labor force has shrunk. Its May total of 2,378,000
was the lowest May level since 1981. Diller reports 4 straight
months of labor force totals below the previous year.

This helps account for the State's modest recovery in its overall
unemployment rates. But why has the labor force declined? Have
people moved out? Dropped out? Gone into a poor early retire-
ment? The answers are not at all clear. But I fear that what has
happened is the growth of some segment of the people is going un-
noticed, unreported, and uncared for.

It also has 40,000 fewer manufacturing jobs than it did 5 years
ago.

We do not believe that either Wisconsin or the Nation should
accept any level of unemployment as being an acceptable alterna-
tive to anything less than full employment.

Full employment in Wisconsin is the goal of the Wisconsin State
AFL-CIO. One Wisconsin worker that seeks employment unsuc-
cessfully is one too many, as far as we are concerned.

Yet we seem to face a perception for one reason or another that
a 7 to 8 percent unemployment rate is acceptable so long as other
economic factors are within bounds.

In fact, we seem to face a number of other perceptions today that
do not agree with the reality of our economic situation.

We have a perception that the Wisconsin economic climate is an-
tibusiness.

I took President Schmitt's place at a meeting outside of Washing-
ton, DC, this spring. Fifty of the presidents of all of the States of
the AFL-CIO, or most of the presidents of all of the States got to-
gether. I think there was 40-some of them. We all had-we all were
getting that same message from business in every one of our
States. That our States are antibusiness and their tax programs
have to be greatly slanted in favor of business or business just isn't
going to come to that particular State.
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We have a perception that government in Wisconsin has done
little to preserve and encourage development of Wisconsin's eco-
nomic base.

We have a perception that Wisconsin's economic problems will
be solved if only we can avail ourselves of the opportunities of
high-technology development.

We have a perception that the tax climate in Wisconsin, both
corporate and personal, hinders job preservation, and job creation.

Finally, we have a perception that wages for Wisconsin workers
so exceed national averages that business location in Wisconsin is
discouraged.

Let me explain why I believe that anyone in Wisconsin should be
very careful in accepting the reality of these perceptions. First, we
do not believe that an antibusiness attitude exists in Wisconsin.
Wisconsin's attitude reflects that it is propeople, and that attitude
includes all Wisconsinites, not just a privileged few.

Second, the idea that government policies in Wisconsin have con-
tributed to economic stagnation bears much scrutiny. The old
adage says that the squeaky wheel gets the grease. But if govern-
ment policies grease only one wheel on the wagon, the other three
soon stop turning.

The role of government in Wisconsin has constantly been to ac-
commodate competing interests in a way that enhances a better
life for all Wisconsin residents. And that better life takes into ac-
count all people, not just those riding the crest of an unexamined
preoccupation with the rhetoric of economic development.

Public decisions are exactly that. The din of the oft repeated per-
ception should not be allowed to stampede government into adopt-
ing unfair and unwise policies regardless of the media attention
that such perceptions generate.

Third, while manufacturing employment has declined in relative
importance in Wisconsin's economy, it still represents over one-half
million jobs, given that we have lost 40,000 manufacturing jobs in
the last 5 years.

While every sound opportunity for economic development and
job creation should be pursued, it will be a long time before high
technology brings that number of jobs to the State.

The much advertised transition to a service based economy offers
little hope to industrial workers. They are not being absorbed into
service jobs on any great scale, and those who do find work in the
service sector suffer a tremendous loss of buying power and benefit
protection.

In 1979, the per capital personal income in Wisconsin was the
same as the national figure, $11,447 in Wisconsin, $11,421 in the
United States. But by 1984, we had fallen behind; $11,863 in Wis-
consin and $12,247 in the United States.

So relative to the rest of the country, our people make less
money. This is so even through 1984, even though the 1984 unem-
ployment rate of 7.3 percent was lower than the national average
of 7.5 percent.

I might also add that with this talk about high wage State, those
people that are in the jobs of hired skills, when they talk about
work ethic in the State, I don't believe that there is any State that
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has a better work ethic than the State of Wisconsin, or better
trained or more productive people.

So you can't just go by wages alone. You have to go by productiv-
ity. And I am sure most management people will tell you in Wis-
consin, we do have a high productivity level from our workers.

And I believe it is important to note here that between 1970 and
1980, the rate of increase in manufacturing jobs in Wisconsin was
double the rate of increase throughout the United States. Wiscon-
sin during that period more than held its own with the balance of
the Nation, even though manufacturing employment showed weak-
ness both nationally and within the State.

Wisconsin has, in our opinion, done much to preserve the quality
of life in the State that should enhance job creation, investment,
and a reasonable business climate. Wisconsin has one of the best
capital infrastructures supporting our economy as any State in the
Union.

We shouldn't stand still to pat each other on the back. We still
have reports such as those that came out of a recent report out of
Milwaukee from the Milwaukee's Action for Goals 2000.

It found that there had been virtually no progress in recent
years in providing quality affordable housing, especially for lower
income people, and we feel that without direct aid in this area
from the Federal Government, it is likely little is going to be ac-
complished.

Government should not become a scapegoat for the failure of the
private sector to carry its share of the burden in maintaining a dy-
namic and expanding economy.

Government can do much to assure the well-being of its citizens,
but it cannot, under our system of government, replace either the
private sector or labor if the proper function of each is to be pre-
served.

Fourth, Wisconsin has a long and proud progressive tradition
marked most significantly by its being the first State in the Union
to adopt a progressive income tax. That same progressive tradition
is today in danger of becoming a perception held by many but not
grounded in fact.

The changes adopted in the 1985 State budget bill provide signifi-
cantly higher tax reductions in the upper and lower income levels
that for those people in the middle, which we feel is a step back-
wards from our progressive tradition.

The people on top got the biggest reductions and those people on
the bottom, they weren't paying many dollars in taxes in the first
place, so that reduction that they received was very minimal.

The Wisconsin Taxpayers Alliance, a respected independent
study group, reported in the summer of 1984 that business taxes in
Wisconsin were considerably less in 1984 than they had been in
1969.

Between 1969 and 1984, business tax increases on an annual
basis had amounted to $474 million while business tax reductions
had amounted to $805 million. This represents a net tax reduction
of $331 million.

We certainly agree with the taxpayers alliance that an annual
reduction of $331 million represents hard fact and not shallow per-
ception. A copy of the table summarizing these major business tax
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changes from 1969 to 1984 is attached to this statement for your
review.

In recent news reports the State of Wisconsin is credited as
having one of the largest surpluses among all 50 States. While an
inordinate budget surplus is not necessarily good, Wisconsin's State
fiscal picture certainly contrasts favorably with the fiscal picture
facing the current administration and the Congress.

The main reason our State has good financial status is because
at the outset of his term, our Governor had the courage and the
guts to ask for the enactment of the necessary taxes to put our
State in fiscal order.

Federal budget deficits under the current administration have
literally skyrocketed since 1980, while domestic expenditures, most
notably those for the poor and underprivileged, have declined dras-
tically.

Today, the House and Senate budget conferees are locked in
seemingly unresolvable conflict primarily because one of the major
issues necessary to a solution has been ruled out of hand. It has
been painfully obvious to us for some time that if the Federal
budget problem is to be brought under control, tax increases will
be necessary to assure that the basic fairness of the American
system will be continued.

This deficit also threatens a nation already suffering from con-
tinued high unemployment, huge trade deficits, high real interest
rates, and growing evidence of economic weakness. We recognize
that the deficit must be dealt with, that no solution will be pain-
less, and that equal sacrifices are necessary.

Deficit reduction cannot be achieved by placing the burden on
the backs of the poor, the workers, and those unable to protect
themselves.

The AFL-CIO, and all of organized labor, I might add, remain
steadfastly opposed to this dismantling of our Federal system
which we have worked so hard over the years to build. Wisconsin
workers and their families would not benefit, nor would the bulk of
responsible Wisconsin citizens.

In closing, Mr. Chairman, I would like to make three more
points.

The economic health of all the States is threatened by an epi-
demic of corporate takeovers by raiding and leveraged buyouts.
The billions of dollars used to finance, as well as to fend off, take-
overs is money that is not available for strengthening the national
economy. The tax laws should be changed to prevent the encour-
agement of takeovers through manipulation of various provisions
that result in subsidizing corporate mergers and takeovers.

These provisions include capital gains, depreciation, loss car-
ryovers, and interest deductions. Mechanisms need to be developed
to protect the interests of workers and communities in mergers and
takeovers.

The laws governing the National Labor Relations Board should
be amended to make sure that a President can't stack the deck
against either management or labor. It should be above partisan
politics. If not, it loses all credibility and takes away the incentive
from each to bargain in good faith.



123

In regard to pensions, it is apparent that more fiduciary respon-
sibility must be exercised by companies who are required to make
payments into pension plans. We cite the Allis-Chalmers situation,
who is transferring liabilities of approximately $170 million to the
Pension Benefit Guaranty Corporation. Allis-Chalmers, while fail-
ing to properly fund the pension plan with the UAW workers, saw
fit and did, indeed, properly fund the plans covering all salaried
and executive classes.

This indicates a genuine need for tighter control and calls for
amending of the rules governing the activities of companies in
their relation with the Pension Benefit Guaranty Corporation.

The pension plan is not a conditional or discretionary gift by the
employer. Rather it represents current wages withheld to pay a
benefit on retirement.

So with that, I would close and thank you very much for the op-
portunity to testify.

Representative OBEY. Thank you, Mr. Reihl.
[The table attached to Mr. Reihl's statement follows:]

57-425 0-86--5
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MAJOR WISCONSIN BUSINESS TAX CHANGES
19.69- 198a4

Esrrimaued Value
Year 1983-84

Tax Change Etfec.ir' (in millions)

Tax Reducoons
Prope.iy Tax Exernptions"

Mfg Machinery A Equ:;Ment 197,4 5140
Merchants' & ?frs' trvcntcries ard F=r: k=-als 1981b 362

Subtotal 1502
Sales Tax Exemptions

Mfg. Macuhinery & Equipment 1969 S 99
Pellunon Abatement Equipment 1975 30

Subtotal 5129
Income Tax Cbahges

Credit for ResearhS- & Development 1984 S lOC
Credit for Sales Tax on Ener;yv scd in Mfg. 197: 25
Deduction for ht rcorportc Divideads d 15
Deduction Long-term C-pptal Gains 198" 61
Deduction under Accelerared Cost Rceoeory (ACRS) 1981 59
Uxe of Tax Opioin Coporntions (Subcaapte: S) 1979 4

Subtotal S174

Total Tax. Reducions SS05

Major Tax Incresf _ _
Income Tax CBhgS =

Incr:ase Top Rate from 7% to 7.9% 1913.72 5 43
Repeal Limuted Dcducron for Federal Income Taxes 1975 110
Repeal Deducooo for State Income Taxes 1981 20
Impose a Flat Rate of 7.9% 1981 6
Minimum income Tax -Cpital Gains 19S: 13

Subtotal S 192

Unrmploymsent Compensanon Tax Incre seS 1983 S282

Total Tax lncr-xses 5474

Grand Total Net Tax Reductions S331

'Aaaiuei. tXX t.r :so per 5. 1ooo
bs.o tI..ocdit b.Win jn 1962 sciit L 0- ed to S0% by 19174. r .vtos pht-d in begin, i jt 1977.
'E-.i'. for t9-8s.
150 % dedri.mon in [9.0; 25%in 19 4..nd IoWL i. 19lS.

'20% d.daeibi in 1982: 40% iL 1983 xnd o0 in 19d4.
fDo.. ot inaldd. 10% I-nepoirr SUotA teied in 1982 and 1953.
9CaI.nda" yr iuotr-
Sowc-: Wuoonrmn DOP.0n=U.nc a tf L eC Bi.-* a"d wl nuj TaxpIpye Aia.ne.C
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Representative OBEY. Ms. Saunders.

STATEMENT OF ELLEN O'BRIEN SAUNDERS, ADMINISTRATOR, DI-
VISION OF EMPLOYMENT AND TRAINING POLICY, WISCONSIN
DEPARTMENT OF INDUSTRY, LABOR AND HUMAN RELATIONS,
MADISON

MS. SAUNDERS. Thank you, Mr. Chairman.
The department I represent might be called, simply, the labor de-

partment, for its responsibilities include the administration not
only of programs such as the Job Training Partnership Act [JTPA]
and apprenticeship, but also the Job Service, workers' compensa-
tion, unemployment compensation, and equal rights and labor
standards.

My division includes JTPA, the Apprenticeship Program, and the
State's labor market information functions.

First, I wish to thank you for giving me the opportunity to share
my perspectives on the Wisconsin economy and public and private
responses to unemployment with you. The questions that you have
asked me to address are, as you know, quite broad and, as such,
give me quite a bit of maneuvering room. I appreciate that.

Some of my comments will be likewise quite general; others will
be quite specific.

Last year, Governor Earl ordered a major reorganization of em-
ployment and training programs in the State, focusing leadership
for program service delivery and coordinated policy development in
one department.

An important ingredient of our reorganized structure is an em-
ployment policy development unit whose responsibility it is to iden-
tify program policy issues, across program and departmental lines,
and to develop strategies to address them.

A major policy development tool of the department will be the
production of "white papers" by this unit.

Attached to my prepared statement are drafts of executive sum-
maries of two such papers: The first is "An Overview of Wiscon-
sin's Employment and Training System," and the second is "A
Study of Dislocated Worker Initiatives" done by our department.

A third attachment is a draft State employment and training
policy-out for public review and comment.

Successful promulgation of this policy and adherence to it by in-
dividual programs will be, we feel, a major achievement and a first
for Wisconsin State government. We are investing scarce resources
now in this policy unit because the challenges our programs must
meet are great. We simply cannot afford to allow programs to oper-
ate in isolation from each other. That requires that we identify the
areas of overlap and redundancy, and the opportunities for mean-
ingful interprogram coordination.

As I thought about sharing my views more generally with you, I
realized that I focused on three themes, if you will. The first was
one of our values. The second is the pace of change, and the third
is the importance of leadership.

The first question you posed to me was the importance of-what
is the importance of full employnlent for the Wisconsin economy
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and how such an achievement would reduce transfer payments and
increase the State's prosperity.

Well, full employment would be the most important accomplish-
ment of public policy were we still to hold it as a value. But that is
the first thing to recognize. As an expression of public weal, it has
almost disappeared from the common lexicon. We discuss instead
the recovery, the business climate, and our competitive edge in the
international economy.

The idea that all people who are able to earn a living by being
employed and should be employed as a statement of our values ap-
pears to be looked on now as, if you will, an antiquated and almost
vestigial value from the spendthrift 1960's, whose legitimacy failed
to pass some test then of the marketplace. Yet the lack of full em-
ployment is tied to one of the sources of the Federal deficit, and
one of the largest chunks of our State budgets-transfer payments.

If people are employed, they pay taxes and the quality of life of
the society can be sustained and improved. Our environment, infra-
structure, and public services, including education, can be retained,
nurtured, and enhanced when public coffers are replenished by
taxes fairly levied across a broad base of taxpayers.

The dollars allocated for human service programs to aid the poor
can be focused in a full employment economy on those individuals
who are not employable, resulting in a quality of life which is not
punishing for those who are simply too old or too disabled to be
employed or who are responsible for the important care of others.

In a full employment economy, in a full employment society, one
can imagine that our citizens' patriotism would be profound, built
on a base of self-respect and self-reliance and on a sense of belong-
ing and not on one of fear and a collective sense of inadequacy.

And, in the most self-evident relationship of all, full employment
would mean lower public costs for AFDC, general assistance or gen-
eral relief, food stamps, rent subsidies, and medical assistance. It is
clear that being employed raises the standard of living for most
people-most people. There is one important and growing and trou-
blesome population for which employment may not have economic
utility.

That is the phenomenon of the single female head of household
with young children. Research in Wisconsin suggests that a woman
with two children would need to earn $5.74 an hour to cover her
work-related expenses such as child care and transportation and, in
order to replace the AFDC grant, more importantly, the medical
assistance benefit, were she to enter a training program or gain
employment.

This figure represents a 31-percent increase over the hourly wage
women terminating from JTPA programs in Wisconsin earned-
see attachments 4 and 5 to my prepared statement. So while full
employment has a commonsense relationship to a reduction in
transfer payments, it does not have a necessary one.

But, beyond this caveat, I am concerned that we all may be talk-
ing to each other, the converted, if you will. The fact is, as I sug-
gested earlier, few people articulate the value of full employment
as a goal of public policy anymore, particularly in the national ad-
ministration.
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Beyond that, if we are willing to articulate it as a value, we must
be willing to put our money where our mouths are. The Hum-
phrey-Hawkins Full Employment Act articulated a value, but the
funds to implement its public service employment trigger were not
appropriated. I am not necessarily making the case here for public
service employment, but only reminding us that beyond the articu-
lation of full employment as a value is the next step-putting the
unemployed to work.

My view, actually, is that we have a more serious problem than
either the disappearance of the public policy goal of full employ-
ment or the fiscal capacity to effect it. I am concerned about a lead-
ership deficit on the issue of unemployment generally. What are
the values being articulated by the present national administra-
tion?

The first is that government is not only ineffective at solving
social and economic problems but also one of the major causes of
them. The resulting leadership gap left by public political leader-
ship is to be filled, following this line of thinking, by the "private
sector."

I do not want to take a position that all the social experiments
lead by Federal Government action have all been successes. But
the fact remains that the problems and realities of the unemployed
when addressed by Government programs are the expression of or-
ganized charity, if you will, in a secular society.

The support and assistance we give to the unemployed is given so
that a minimum human standard of living is maintained and so
that the services are there, should we ever need them. And this
sense-that we ourselves are not permanently protected from un-
employment-is what I sense is lacking in the national leadership.

I sense a lack of acquaintance with need. When President
Reagan discusses "the recovery" or holds up a newspaper with ads
for data processing professionals or assists one person to get a job, I
observe a person who has a lack of experience with the unem-
ployed, underemployed, and just plain poor in this country, one
who doubts the fact of the underclass. He demonstrates sincere sen-
sitivity to the individual and ignorance of the large numbers of
such individuals.

JTPA programs in Wisconsin have sufficient resources to touch
perhaps 10 percent of the eligible population; is that a reasonable
assault on poverty and unemployment?

Recently, I have been in some discussions in which this challenge
is offered: You could increase employment by getting rid of the reg-
ulations and requirements that you have. Unemployment insur-
ance taxes, the minimum wage, equal employment requirements,
environmental protection, health and safety regulations, et cetera.
The costs associated with worker protections earned only in this
century offered up on a quid pro quo basis; employers could hire
more people if employees weren't so costly.

My view is that our public policy ought to be one of full produc-
tive employment in safe and humane working conditions.

The next question asked me is, what the public sector can and
should do to alleviate problems of structural and cyclical unem-
ployment, with special attention to gaps that currently exist and
what should be done about them.
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The public sector, defined here as local, State, and Federal Gov-
ernment, can alleviate structural unemployment first of all by pre-
vention and then by remediation.

By prevention, I mean effective and appropriate public education
which would deliver a work force strong in basic literacy and nu-
meracy skills. When the educational system fails or when individ-
uals fail to use it, their chances for employment independence, if
you will, are very chancy indeed.

Beyond the provision of basic education skills is the public sec-
tor's role in ensuring that the labor market is not overly influ-
enced by race or sex or other non-job-related characteristics of indi-
viduals.

Antidiscrimination laws, as expressions of our best values, are ef-
fected to control the dark sides of our character. And we still need
such protection for ourselves, from ourselves.

When prevention strategies, such as public education, have
failed, remediation is the next public responsibility.

Specific programs such as JTPA and the WIN/WEOP Program
come to mind as expressions of this role. The theory is that catchup
help is needed for those who face barriers to employment, regard-
less of their origins or cause.

Service remediation is fine as a strategy if there are jobs avail-
able for those who we prepare for the starting gate. But if there
are not, or if the cycle of severe unemployment is sustained, then
jobs must be supplied. The debate about the success of CETA's job
creation components has lacked some analytical rigor, I think.
CETA failed to reduce unemployment not because it did not put
substantial numbers of people to work but because at the same
time as it was enacted, the baby boom generation invaded the labor
force.

Rapid expansion of the labor force raised unemployment at a
time when a modest effort was launched to deal with unemploy-
ment. Did people find work in CETA jobs? Sure.

Were more people employed with CETA than would have been
without? Yes, again.

But did CETA substantially reduce the employment rate? We're
not sure.

Leaving the past behind and looking into the future, is the public
stomach for countercyclical employment programs gone? I think it
depends on whose ox is being gored by unemployment. Unemploy-
ment which affects middle class voters could lead to public recep-
tivity to public works programs. And, again, public acceptance will
be affected by the quality of leadership. If current jobs in the Fed-
eral service are being devalued and demeaned and "gubmint" work
is put forward as soft and unnecessary, it is unlikely that public
service employment as a countercyclical strategy will work.

Whether the unemployment experienced is structural or cyclical,
one Government service that is fundamental is the public labor ex-
change. In fact, if there is a constant in the Federal array of em-
ployment and training programs, one would have thought that the
employment service would be it. Not so.

At this time, the administration is floating an idea called devolu-
tion. That is, a proposal is being made to devolve responsibility for
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unemployment insurance and labor exchange administration to the
States.

Many questions about this infant plan exist and the National
Governors' Association is reviewing it with a committee of State of-
ficials. One of the issues is that of national standards.

Attachment 6 to my prepared statement is the administration's
proposal and Governor Earl's response to an inquiry from the
President on his views.

Another responsibility that the public sector has is to administer
its programs in a flexible, efficient, and coordinated manner. There
is little defense anymore for turf wars. We at the State level can
accept this responsibility and, due to the insufficient resources in
JTPA as well as its very powerful coordination mandates, in many
States are making substantial headway.

I hope we have a little time to discuss the phenomenon of the
dislocated worker. The dislocated worker is typically out of work-I
will move forward here. There are some remarks in my prepared
statement.

The private sector-I will summarize. I am saying that I believe
that the real job of the private sector is to produce goods and serv-
ices that people want and make a profit from them.

I am less certain that the private sector should be considered the
main problem solver of unemployment. I am glad that there is in-
creased role of the private sector in the Job Training Partnership
Act and also in the Carl Perkin's Vocational Education Act.

But if the private sector really wants to do something for the un-
employed, it can use the programs that we have in place, use the
job service, use JTPA, use the WIN Program, hire people through
these programs. I do not feel there is some suspicion that the Job
Training Partnership Act may invite some employer abuse. I think
the time is not here when we have employer abuse.

What we have right now is underuse-period.
The last question asked about the impact of Federal employment

and training policy and I quibbled whether there was one. I made a
general statement about the priorities in the Federal budget. I
think the relative size of the pies on 1980 and 1986 demonstrate my
point, which is, more is going to defense and that I am not con-
vinced that it ensures our security.

Finally, I make some statements about some rationalization be-
tween different requirements of different programs. I will close.

Representative OBEY. Thank you very much.
[The prepared statement of Ms. Saunders, together with the at-

tachments referred to, and the report to the Governor of Wisconsin
on the Job Training Partnership Act follow:]
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PREPARED STATEMENT OF ELLEN O'BRIEN SAUNDERS

Good Afternoon. I am Ellen O'Brien Saunders and I am the Administrator of the

Division of Employment and Training Policy in the Wisconsin Department of

Industry, Labor and Human Relations.

The Department I represent might be called, simply, the Labor Department, for

its responsibilities include the administration not only of programs such as

the Job Training Partnership Act (JTPA) and Apprenticeship, but also the Job

Service, Workers' Compensation, Unemployment Compensation, and Equal Rights

and Labor Standards. My division includes JTPA, the apprenticeship program

and the state's labor market information functions.

First, I wish to thank you for giving me the opportunity to share my

perspectives on the Wisconsin economy and public and private responses to

unemployment with you. The questions that you have asked me to address are,

as you know, quite general and, as such, give me quite a bit of maneuvering

room. I appreciate that. Some of my comments will be likewise quite general;

others will be quite specific. And I'd like to leave time for some

conversation after my remarks.

Last year, Governor Earl ordered a major reorganization of employment and

training programs in the state, focusing leadership for program service

delivery and coordinated policy development in this department. He issued an

executive order which identified Secretary Howard S. Bellman as the leader

among cabinet officials in the coordination of employment and training

programs and which charged him with the development of a coordinated policy

framework for the delivery of employment and training program services. An

important ingredient of our reorganized structure is an employment policy

development unit whose responsibility it is to identify program policy issues,
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across program and departmental lines, and to develop strategies to address

then. A major policy development tool of the department will be the

production of "white papers' by this unit. Attached to my testimony are

drafts of Executive Summaries of two such papers: the first is an Overview of

Wisconsin's Employment and Training System and the second is a Study of

Dislocated Worker Initiatives. A third attachment is a draft State Employment

and Training Policy -- out for public review and comment (Attachments 1, 2 and

3). Successful promulgation of this policy and adherence to it by individual

programs will be, we feel, a major achievement and a "first" for Wisconsin

State government. We are investing scarce resources in this policy unit

because the challenges our programs must meet are great. We simply cannot

afford to allow programs to operate in isolation from each other. That

requires that we identify the areas of overlap and redundancy, and the

opportunities for meaningful interprogram coordination.

As I thought about sharing my views on the specific topics you raised in your

letter, three themes emerged: the first was that of our values, the second is

the pace of change, and the third is the importance of leadership.

The first topic you asked me to focus my testimony on was the importance of

full employment for the Wisconsin economy and how such an achievement would

reduce transfer payments and increase the state's prosperity.

Full employment would be the most important accomplishment of public policy

were we still to hold it as a value. But that is the first thing to

recognize; as an expression of public weal, it has almost disappeared from the

common lexicon. We discuss, instead, "the recovery," "the business climate"

and our "competitive edge" in the international economy. The idea that all



132

people who are able to earn a living by being employed should be employed --

as a statement of values -- appears to be looked on as an antiquated and

vestigial value from the spendthrift 60's whose legitimacy failed to pass some

test then of "the marketplace." And yet, the lack of full employment is

intimately and self-evidently tied to one of the sources of the federal

deficit and one of the largest chunks of state budgets -- transfer payments.

If people are employed, they pay taxes and the quality of life of a society

can be sustained and improved. Our environment, infrastructure and public

services including education can be maintained, nurtured and enhanced when

public coffers are replenished by taxes fairly levied across a broad base of

tax payers. The dollars allocated for human service programs to aid the poor

can be focused, in a full employment economy, on those individuals who are not

employable, resulting in a quality of life which is not punishing for those

who are simply too old or too disabled to be employed or responsible for the

important care of others. In a full employment society, one can imagine that

our citizens' patriotism would be profound, built on a base of self-respect,

self-reliance, and a sense of belonging and not on one of fear and a

collective sense of inadequacy. And, in the most self-evident relationship of

all, full employment would mean lower public costs for AFDC, general

assistance or general relief, food stamps, rent subsidies, and medical

assistance. It's clear that being employed raises the standard of living for

most people. Most people. There is one irportant and growing population for

which employment may not have economic utility. That is the phenomenon of the

single female head of household with young children. Research in Wisconsin

suggests that a woman with two children would need to earn $5.74/hour to cover

her work-related expenses such as child care and transportation and, in order

to replace the AFDC grant, more importantly, the medical assistance benefit,

were she to enter a training program or gain employment. This figure
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represents a 31% increase over the hourly wage women terminating from JTPA

programs in Wisconsin earned.
1

(Attachments 4 and 5) So, while full

employment has a common sense relationship to a reduction in transfer

payments, it does not have a necessary one.

But, beyond this caveat, I am concerned that we all may be talking to each

other, the converted, if you will. The fact is, as I suggested earlier, few

people articulate the value of full employment as a goal of public policy

anymore. Beyond that, if we are willing to articulate it as a value, we must

be willing to put our money where our mouths are. The Humphrey-Hawkins Full

Employment Act articulated a value, but the funds to implement its public

service employment trigger were not appropriated. I'm not necessarily making

the case here for public service employment, but only reminding us that beyond

the articulation of full employment as a value is the next step -- putting the

unemployed to work.

My view, actually, is that we have a more serious problem than either the

disappearance of the public policy goal of full employment or the fiscal

capacity to effect it. I am concerned about a leadership deficit on the issue

of unemployment generally. What are the values being articulated by the

present national administration? The first is that government is not only

ineffective at solving social and economic problems, but also one of the major

causes of them. The resulting leadership gap left by public political

leadership is to be filled, following this line of thinking, by the "private

sector." I do not want to take a position that the social experiments lead by

federal government action have all been successes. But the fact remains that

the problems and realities of the unemployed when addressed by government

programs are the expression of organized "charity," if you will, in a secular
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society. The support and assistance we give to the unemployed is given so

that a minimum human standard of living is maintained and so that the services

are there should we ever need them. And this sense -- that we ourselves are

not permanently protected from unemployment -- is what I sense is lacking in

the national leadership. I sense a lack of acquaintance with need. When

President Reagan discusses "the recovery" or holds up a newspaper with ads for

data processing professionals or assists one person to get a job, I observe a

person who has a lack of experience with the unemployed, underemployed and

just plain poor in this country. One who doubts the fact of the underclass.

He demonstrates sincere sensitivity to the individual and ignorance of the

numbers of such individuals. JTPA (Title IIA) programs in Wisconsin have

sufficient resources to touch perhaps 10% of the eligible population; is that

a reasonable assault on poverty and unemployment?

Recently, I've been in some discussions in which this challenge is offered:

you could increase employment by getting rid of some of the regulations and

requirements that you have. Unemployment Insurance taxes, the minimum wage,

equal employment requirements, health and safety regulations, etc. The costs

associated with worker protections earned only in this century are offered up

on a quid pro quo basis; employers could hire more people if employees weren't

so costly. My view is that our public policy ought to be one of full

productive employment in safe and humane working conditions.
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What the public sector can and should do to alleviate problems of structural

and cyclical unemployment, with special attention to gaps that currently exist

and what should be done about them.

The public sector, defined here as local, state and federal government, can

alleviate structural unemployment first of all by prevention and then by

remediation. There is nothing magical in this formula. The fundamental

public investment should be in effective and appropriate public education

which would deliver a workforce strong in basic literacy and numeracy skills.

When the educational system fails, or when individuals fail to succeed in it,

individuals' success in the world of work is very chancy. Each of us knows of

people who have overcome educational deficits; but lack of basic skills is,

nonetheless, a dependable predictor of economic dependency of one sort of

another. Beyond the provision of basic education skills is the public

sector's role in ensuring that the labor market is not overly influenced by

race or sex or other non job-related characteristics of individuals.

Antidiscrimination laws, as expressions of our best instincts, are effected to

control the dark sides of our character. And we still need such protection

for ourselves, from ourselves.

When prevention strategies such as public education have failed, remediation

is the next public responsibility. Specific programs such as JTPA and

WIN/WEOP come to mind as expressions of this role. The theory is that

"catch-up" help is needed for those who face barriers to employment,

regardless of their origins or cause. Services -- from outreach and

assessment all the way to job placement and follow-up -- are provided to bring

the person up to the labor market "starting post" with less barriered

persons. The goal of remedial efforts is to improve the competitive position
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in the labor market of someone who is economically needy. Remediation is fine

as a strategy if there are jobs available for those we prepare for the

starting gate. But, if there are not, or if a cycle of severe unemployment is

sustained, jobs must be created. The debate about the success of CETA's job

creation components has lacked analytical rigor; CETA failed to reduce

unemployment not because it did not put substantial numbers of people to work

but because at the same time as it was enacted, the baby boom generation

invaded the labor force. Rapid expansion of the labor force raised

unemployment at a time when a modest effort was launched to deal with

unemployment. Did people find work in CETA jobs? Sure. Were more people

employed with CETA than would have been without? Yes, again. But did CETA

substantially reduce the unemployment rate? We're not sure. Leaving the past

behind and looking into the future, is the public "stomach" for

countercyclical employment programs gone? I think it depends on whose ox is

being gored by unemployment. Unemployment which affects middle class voters

could lead to public receptivity to public works programs. And, again, public

acceptance will be affected by the quality of leadership. If current jobs in

the federal service are being devalued and demeanedm and "gubmint" work is put

forward as a soft and unnecessary it is unlikely that public service

employment as a countercyclical strategy will work.

With respect to cyclical unemployment, the public sector's responsibility is

to support a strong viable labor exchange and, if the peaks of unemployment

are severe and sustained, public service employment. The idea of the

government as the employer of last resort is merely a reasonable extension of

my earlier thought that most domestic programs designed to improve the life

situation of the poor are simply manifestation of the ideal of charity, as

articulated in a democratic and secular country.
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Whether the unemployment experienced is structural or cyclical, one government

service that is fundamental is the public labor exchange. In fact, if there

is a constant in the federal array of employment and training programs, one

would have thought that the employment service would be it. Not so. At this

time, the administration is floating an idea called 'devolution." That is, a

proposal is being made to "devolve" responsibility for unemployment insurance

and labor exchange administration to the states. (Attachment 6) Many

questions about this nascent plan exist and the National Governor's

Association is reviewing it with a committee of state officials. One of the

big issues is that of national standards -- is the present administration

committee to a certain minimum level of employment service in the states and

territories or is devolution a strategy for fragmentation and, ultimately,

elimination of the public labor exchange?

Another responsibility that the public sector has is to administer its

programs in a flexible, efficient, and coordinated manner. There is little

defense anymore for turf wars. We at the state level can accept this

responsibility and, due to the insufficient resources in JTPA as well as its

very powerful coordination mandates, in many states are making substantial

head way.

This is a challenge that can be embraced by the Congress as well; it could

attempt the revoluntionary task of effecting coordination and cooperation

among and between its committees.
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I would like to move beyond the general issue of the public sector's response

to structural and cyclical unemployment to the emerging problem of dislocated

workers and possible public responses to this subset of unemployed. The

dislocated worker is typically out of work because of plant closings or

permanent mass layoffs and faces a declining market for his skills.

Some of the individuals thus affected are able to obtain employment on their

own and thus require investment of public funds. Some are not, and need such

services as skill upgrading, job search assistance, and basic skills

remediation. At the least, they all need thorough assessment. Supporting

their efforts to re-employ themselves is a defensible public role, for the

"pay back" to the rest of society for this assistance is almost guaranteed.

The public sector responses to unemployment I've described are largely

supported by the federal government -- with some exceptions. Private employer

contributions through the FUTA tax support the Job Service core programs, and

some states have committed state tax dollars to programs for dislocated

workers. But, in the main, the federal government has assumed the role of

ensuring that the poor across the country have the same opportunities for

employment and training services, from remediation to public service

employment, no matter where they live.

Do I seem to be asking for more money for these programs? I recognize the

folly of that in today's environment and feel grateful when the Job Training

Partnership Act escapes the budget-slashing axe. As a public offical, voting

citizen, consumer and parent, I am concerned about the federal deficit and its

long-term effects. And I want it reduced. But the enormous investment in

arms and arms apparatus does not, in my view, serve either our state's or our
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nation's fundamental economic and social needs. The size of the defense

budget is disproportionate to its value and no guarantee of the defense of our

country. I fear that this topsy-turvy arrangment of public resources not only

reflects a budget priority-setting process that is out of control but also a

value system that is unsupportive of a democracy. An irony. How can a

democracy exercise its public weal in a humane, progressive and enlightened

way if the basic literacy level of the citizenry deteriorates and if

increasing numbers of children grow up in dependent households learning

dependency as a modus vivendi?

At another level, our society is in rapid transition and the world is as

well. Rapid technological change is changing the international economy, the

tools of war and is disrupting our paradigms of how power is defined and

exercised in international relations. But we invest no public resources in

research and development in the important areas of problem resolution. It's

clear to me that war is an obsolete problem-solving technique; but our federal

budget continues to emphasize military solutions to international conflict.

What the private sector can and should do to improve the quality of the

existing workforce and help those who are currently unemployed.

While current rhetoric in the employment and training world might suggest

otherwise, I believe that the job of the private sector is to produce goods

and services that people want, sell them and realize a profit. I'm less

certain that the private sector should be considered the major problem-solver

of the unemployment problem. The increased emphasis on the involvement of the

private sector in such measures as JTPA and the Carl Perkins Vocational

Education Act suggest that enhanced communication and interchange between the
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government programs that are preparing people for the world of work and the

employers who will ultimately hire them is healthy. I don't disagree. But

this desirable goal, when coupled with the anti-public service values as

articulated by the present federal administration, may suggest to some that it

makes sense to rely on the private sector to address the problem of

unemployment. This is a leap of reasoning that can't be sustained.

The private sector makes massive, largely untabulated investments in training

its employes. Inhouse employe development programs are an industry unto

themselves. If the committee is interested in the level of investment of

business in human resource development, I would suggest your soliciting that

information from an organization like the American Society for Training and

Development, the professional association of employe development and training

officers. I assume that this investment will continue and hope that when

companies retool, they will invest in keeping present employes, committing

themselves to bringing their skills up to date and not lay them off in order

to hire newly-trained workers whose skills are more current.

Continued training is critical in today's rapidly changing world; today's

up-to-date worker is tomorrow's displaced worker unless we all pay close

attention. In other words, all of us who employ people must recognize the

pace of change and take some responsibility for our employes' capacity to

remain employed in a world where higher productivity will be required and will

depend on facility with modern tools.



141

And, I believe that the private sector has much to offer in guiding the

development of employment and training programs, in identifying those basic

skill and work competencies that are fundamental for getting a job at the

entry level. I trust that this level of involvement was what the Congress had

in mind when developing the Job Training Partnership Act. And, if so, I

concur. What has emerged, however, is that the Private Industry Councils, the

local program decision-making bodies, have found themselves responsible for

the management of public funds. In other words, they are asked to do what

they are not necessarily good at. But they cannot walk away from their fiscal

responsibilities.

Did the Congress anticipate that the enlarged role of the private sector in

employment and training programs like JTPA would result in the business

community learning more about how to manage public money? I doubt it.

Beyond their involvement as Private Industry Council members and members of

advisory advisory councils to the vocational system, joint apprenticeship

committees, school boards, etc. -- and the number of business people who lend

their expertise to public program managers and policymakers is not at all

insignificant -- the private sector could use the publicly-supported programs

more and, if they are not pleased with the results, speak up. The Targeted

Jobs Tax Credit, JTPA, the Job Service, are just three programs eager to meet

the employment needs of employers which offer free service or reimbursement

for training costs. Some call this "employer subsidy" and question the wisdom

of transferring funds from government back to the private sector in order to
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enhance profits. And that is a question. But my feeling is at this time is

that these programs are not being abused as much as they are not being used.

We're committed in our department to increased concsciousness-raising, if you

will, about the broad array of employment and training programs among both the

private sector and the public at large, including our own state legislature.

To conclude this section, my view is that the private sector ought to continue

to invest in training and upgrading the skills of employed workers at all

levels in their organizations and can help their communities by both serving

on bodies such as PICs and by using the programs designed to facilitate the

entry of disadvantaged people into employment. But we can't expect the

business community to have a corner on wisdom with respect to the fundamental

issues of unemployment. That's our responsibility if, indeed, anyone can

claim it.

The impact that federal employment and training policy has had on the state's

ability to address unemployment problems during the last five years, including

the impact of the federal budget cuts.

This final topic could, of course, comprise a lengthy and very detailed

response in and of itself. But, since my role here is to provide a broad view

of a range of complex problems I'll begin by stating that I don't know of any

federal employment and training policy. There is, it is true, a variety of

federally funded employment and training programs and there is policy imbedded

in program goals and requirements. But do the administration and the Congress

agree on a consistent thrust for federal efforts in this area? Not, I think,

since the War on Poverty has there been consistent national leadership and

public consensus on broad policy goals.
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But, regardless of this challenge to the question (which is a form of

rhetorical nitpicking) there are federal programs, enacted by the Congrees and

signed by the president, and they do become by that process public policy. I

could inventory the programs that could be considered a part of this panoply.

But I've selected only four. The Job Training Partnership Act is a mixed bag

of policy thrusts. It invests heavily in training and assumes the existence

of jobs. It enhances the role of the governors and the states and diminishes

the role of the U.S. Department of Labor to the point of nonexistence. It

places a heavy emphasis on performance and may, therefore, encourage service

to those who don't really need it. And, it relies on the private sector to

address problems that are the public sector's legitimate work. But, at the

same time, it broadens the political base for employment and training

programs, builds the capacity of states to grapple with employment and

training issues generally and requires serious and long-overdue coordination

among and between various programs.

Reference has already been made here today to budget cuts in basic statistical

capacity and data development. It sometimes appears to me that the saying

"ignorance is bliss" applies to certain national leaders. The cuts in basic

Bureau of Labor Statistics efforts suggest that labor market information is

not fundamental to economic health and development. What we know and

experience on a daily basis is exactly the opposite. "Where will the future

jobs be?" people ask. "What kinds of jobs should we train people for?" This

concern is directly tied to the rapid pace of change and reflects the

awareness of students, program planners and vocational education folks that

the jobs of today are not necessarily the jobs of tomorrow or five years from

tomorrow. Last year the Governor and the Chair of the State Job Training

Coordinating Council appointed a Labor Market Information Task Force which
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discussed how labor market information could be improved and how its use could

be enhanced. They came up with several recommendations that are low or no

cost and a few that required additional resources. But central to LMI

effectiveness is a fundamental national commitment to knowing what's going on

in the labor market, both on the supply and demand side. We are concerned

about the consistency and dependability of that commitment from this

administration.

Finally, certain programs appear to work at cross purposes. While JTPA

emphasizes services to AFDC recipients as a strategy and the reduction of

welfare as a goal, AFDC regulations penalize women who gain employment by

reducing their grants on a dollar-for-dollar basis.

In these remarks, I have suggested the basic roles of public and private

sectors in addressing unemployment, and have focused on public policy as an

articulation of our nation's values, the rapid pace of economic change, and

the need for leadership. Indeed, the challenges we face are very puzzling

and, on an individual human basis, painful.

But in this administration here in Wisconsin, we'll continue to grapple with

them and hope that we can meet the challenges with some success. And our

values will not, I trust, be shaken. We'll not allow ourselves to be so

overwhelmed by the enormity or tenacity of the problems of unemployment and

underemployment that we begin to see the poor, as one political figure did

recently, as a natural resource, one that will allow us to compete

successfully with Taiwan or Mexico as a location for firms that need large

numbers of poor workers who will work for low wages.

Again, thank you for both the opportunity and your attention.
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EXECUTIVE SUMMARY DRAFT
The Report

Wisconsin's publicly financed employment and training system is a complex
array of interrelated programs and services intended to prepare individuals
for and assist them to enter or reenter the labor market as productive workers
and citizens. This report provides a brief overview of that system. It
includes a discussion of a conceptual framework through which policymakers can
better understand the system, describes the programs and issues which comprise
the major elements of the state system, and outlines major policy
implications/issues for future consideration.

This report is the first in a series of papers whose purpose is to focus
policymakers' attention on broad issues of employment and training policy in
Wisconsin. It has been developed by reviewing program and policy strategies
across a variety of state programs and by consulting key program
administrators and policymakers in the state. The report will be distributed
in draft form to solicit additional comments before a final study is
published. By distributing it at this time, however, it will provide a
backdrop for the development of the Program Year (PY) 86-87 Governor's
Employment and Training Policy.

Scope of Employment and Training Programs

Wisconsin's current employment and training system reflects its historical
roots, which stem from innovative Wisconsin legislation developed early in
this century followed by federal initiatives which began in the 1930's and
accelerated in the 1960's and 1970's. The publicly financed state system
includes over 40 programs administered by 12 departments or independent
agencies of the state and federal governments. Numerous local governments,
public and private agencies, educational institutions, private employers and
others participate as well. The total budget for these programs exceeds $1
billion in the current 1984-1985 year. This figure does not include the
University of Wisconsin system, economic development programs and most income
maintenance/support services programs. These other programs make a
significant contribution of the state's employment and training system, but
are beyond the scope of this paper.

The various programs making up the system as a whole can be categorized into
eight related and often overlapping functional systems:

* The Economic and Economic Development System, while not directly
providing employment and training services, affects and is affected by
employment preparation and job training efforts.

* The Educational System (including secondary and post-secondary
educational institutions) provides the means by which the population as
a whole gains the knowledge, skills and behaviors necessary to enter and
proceed through the labor force.

-i -
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* The Alternate Employment Preparation System provides targeted
comprehensive services to "at-risk" populations who have not benefited
from the conventional employment preparation systems.

* The Occupational/Vocational Skills Training System provides specific
job-related skills within institutional or employer settings.

* The Labor Exchange System is the vehicle by which employer labor skill
needs are matched with the skills of workers.

* The Income Maintenance and Support Services System provides for the
basic or supplementary needs of individuals, including those
experiencing periods of temporary unemployment and/or participating in
employment preparation/ training activities.

* The Labor Market Information System provides the occupational,
demographic, economic and other information necessary to target
appropriate skill training areas and populations to be served.

* The Subsidized Employment System provides direct wage subsidies or
incentives to employers to encourage hiring and/or to create jobs.

Major State Employment and Training Programs

Wisconsin's major employment and training programs (based on agency budgets)
are housed in four state agencies: The Departments of Industry, Labor and
Human Relations (DILHR), Health and Social Services (DH&SS) and Public
Instruction (DPI), and the State Board of Vocational, Technical and Adult
Education (SBVTAE). The major programs administered by these four agencies
include the following: Labor Exchange Services, Job Training Partnership Act,
Unemployment Compensation and Apprenticeship Standards (DILHR); Vocational
Education Programs (SBVTAE and DPI); and employment and training for
correctional clients, Vocational Rehabilitation Services, and the Wisconsin
Employment Opportunities Program (DH&SS).

Policy Issues and Implications

The major programs within the state employment and training system will face a
number of challenges in the next few years. The issues identified by agencies
are specific to programs and reflect the particular purposes, priorities and
needs of the target groups and systems of those programs. They share several
common themes, however, which demonstrate the changing nature of the current
employment and training system. These themes include the following:

* Responding to changing economic climate, labor market and demographic
trends. Of particular concern is the development of agency/system
capacity to keep abreast of technological and occupational changes as
well as to changing client needs.

- ii -
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* Responding to changing federal priorities and focus. The federal
government, through legislation, regulations and/or funding,
significantly influences most of the state's employment and training
programs. The current Administration's "New Federalism" initiatives,
which shift responsibility for policy, planning, administration and
funding from the federal to the state government (e.g. the Job Training
Partnership Act and the Unemployment Compensation and Labor Exchange
programs within DILHR) and changes in federal vocational education
programs are two major examples.

* Responding to reduced funding. Employment and training programs, like
other domestic programs funded with federal resources, continue to
experience no-growth or reduced funding. State funding has not
generally made up for federal funding reductions. Agencies and programs
must adapt to this environment of shrinking resources and at the same
time respond to changing and more complex employment and training
needs.

* Defining roles and responsibilities: In response to changes outlined
above, agencies are involved in ongoing efforts to review and/or more
precisely define their missions and appropriate roles and
responsibilities within the employment and training system. This
includes re iewing and defining appropriate policy roles and
relationships between agencies/programs and between state and local
systems. It also involves defining appropriate services, who will
receive them, and how they will be coordinated with other program
services.

* Improving proqram effectiveness. Related to the above issues,

employment and training programs are seeking ways to improve program
delivery systems, more effectively identify client and system needs,
assure improved program effectiveness (outcomes) and more efficiently
use available resources. Included in this effort are increased efforts
to coordinate individual programs within the context of the whole
employment and training system.

Broad issues for state employment and training policy consideration in
addition to those identified above include:

* State leadership in employment and training policy and development of
state/local partnerships.

* State agency responsibility with respect to assuring acquisition of
basic literacy of participants within the employment and training system.

* State agency responsibility for assuring equity of access to employment
and training programs.

- iii -
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This review of the state's employment and training system generates the
following key questions:

* As the role of the federal government in employment policy is
deliberately diminished, what new roles, if any, should the State
assume? What current roles should the federal government be encouraged
to maintain?

* What financing options are available and realistic for current and
emerging responsibilities?

* What, if any, additional roles should the State Legislature be
encouraged to assume with respect to policy and programs?

* How can the state identify the needs for and effectively retrain its
current work force in light of the changes in the state's economic
base? What is the appropriate role of unemployment compensation in this
effort? Who should receive retraining services?

* Are the basic principles of the income maintenance programs (principally
Unemployment Compensation and Aid to Families with Dependent Children)
relevant to today's labor market, and how do they complement or retard
the retraining of workers?

* Given the rapidly changing labor market, how can our major vocational
training institutions keep their programs up to date and relevant to
current and emerging occupations?

* How can/should basic skills be provided within the employment and
training system given the need for basic literacy skills for successful
training and future employment and reemployment?

* How should the significant contributions of the public and private
colleges and universities in Wisconsin be incorporated into state
employment and training policy?

* In what specific areas is greater coordination among existing programs
needed? How should it be accomplished?

Distribution of Funds - State Agency 1984 - 1985 Budgets

Graphic representations of the distribution of funds among the four major
state agencies responsible for employment and training programs and among
programs within these agencies are found on the following pages.

* Chart 1 shows the distribution of funds by agency for the major
employment and training programs administered by DILHR, SBVTAE, DPI and
DH&SS. These represent approximately 88.1% of the total 1984-1985
budget (estimated) for employment and training programs in the state and
illustrates DILHR's major role in the employment and training system in
administering the largest share of funds.

- iv -
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* Chart 2 shows the distribution of funds for major employment and
training programs administered by the same four agencies when
Unemployment Compensation (U.C.) program resources are excluded.
Excluding U.C., they represent about 79.0% of the total employment and
training budget in the state. The largest share of these funds (57.6%)
is used for vocational education programs in the secondary and
post-secondary school system (DPI and SBVTAE).

* Chart 3 shows that within DILHR, U.C. is the single largest employment
and training budget item. This program is financed through employer
taxes. While the U.C. program has a direct impact on workers and
employers, it is primarily an income maintenance program and has not
traditionally been used to directly support training and retraining
efforts.

The other major programs administered by DILHR are the Job Training
Partnership Act (JTPA), labor exchange services, and the Apprenticeship
program. Excluding U.C., JTPA is the single largest program within
DILHR. It is the largest program within the "second chance" employment
preparation system and is federally funded. The public labor exchange
program, which serves the broad population as well as special groups in
need, represents only a small portion of the DILHR and state employment
and training budgets. Like U.C., its funds are under federal control.
The Apprenticeship program is the smallest of the DILHR's employment and
training programs and is funded through federal, state and local
resources.

* Chart 4 illustrates the distribution of funding for vocational education
between the DPI and the SBVTAE. Post-secondary vocational education
through the SBVTAE commands the greater share of these funds. Federal
resources contribute to funding within both systems.

* Chart 5 shows the distribution of funds among the three major employment
and training programs administered by the DH&SS. With the exception of
employment and training programs administered by the Division of
Corrections, which are supported with state funds, these programs are
financed primarily through federal resources. These DH&SS programs, of
which Vocational Rehabilitation is the largest, are also included within
the family of "second chance" employment preparation programs.
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CHART 1

MAJOR AGENCY BUDGETS
FOR EMPLOYMENT & TRAINING PROGRAMS

(INCLUDES U.C.)
1984 - 1985

DH&SS 5.6%

Total budget I about 51.052 Milon Inkludng State. Fede a Local funig
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CHART 2

MAJOR AGENCY BUDGETS
FOR EMPLOYMENT & TRAINING PROGRAMS

(EXCLUDES U.C.)
1984 - 1985

DH&SS

Total budget Ih U.C. Is about #21.5 Milion baluding State, Federd and Load funding.
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CHART 3

DILHR
EMPLOYMENT AND TRAINING PROGRAMS
INCLUDING & EXCLUDING U.C. FUNDS

1984 - 1985

LABOR E(CNG. 2.51
APPRENT. .1%

Total DILHR budge Inaluding U.C. Is about 51 I Wlon.

U.C. 0o

LABOR EXCHG.

Toa DLIIHR b cluding U.C. e about IO Mllon.

Including State, Federal and Local funding.
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CHART 4

- ix -

57-425 0-86-6

SBVTAE AND DPI
VOCATIONAL EDUCATION

EMPLOYMENT & TRAINING PROGRAMS
1984 -1985

Total budget Is about 358 Millon Including State, Fdral & Local funding.
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CHART 5

DHSS
EMPLOYMENT & TRAINING PROGRAMS

1984 - 1985

Total WNSS budget In about $59 _llc hWciudng State. Fel and Local fundng.
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EXECUTIVE SUMMARY DRAFrT
A Study of Dislocated Worker Initiatives:

Policy Issues, Programs and Innovations

This Executive Summary highlights the findings of a study conducted by the
Bureau of Employment Policy Development in the Department of Industry, Labor,
and Human Relations concerning the needs of Wisconsin's dislocated workers and
program or policy changes that could be made to improve services to them.
This study is the second in a series of papers whose purpose is to focus
policymakers' attention on broad issues of employment and training policy in
Wisconsin. It has been developed by reviewing program and policy strategies
nationally and by consulting key program administrators and policymakers in
the state. The study will be distributed in draft form to solicit additional
comments before a final study is published. By distributing it at this time,
however, it will provide a back-drop for the development of the PY '86-'87
JTPA Dislocated Workers Program Plan as well as for the new GPR appropriation
for dislocated workers.

Specific programs to meet the needs of dislocated workers are very new. The
JTPA Title III Program administered by the Division of Employment and Training
Policy in DILHR began in 1983 and is the only program in Wisconsin
specifically targeted at this population. In the recent biennial budget,
however, an additional $1.5 million in state funds was appropriated to speed
the reentry of these workers into Wisconsin's work force. State and federal
resources will be combined to fund a coordinated effort. At the same time,
there are a wide variety of other programs which can assist dislocated
workers. Linkages to these other programs are noted in this study and
represent an area of increasing interest by program administrators in the
future.

Scope of the Study

Faced with the increasing internationalization of the American economy,
changes-in consumer preferences, and the increasingly rapid pace of
technological change, the U.S. economy has recently experienced serious
difficulties in keeping its labor force employed. Between January, 1979 and
1984, a total of 11.5 million workers 20 years and older lost jobs due to
plant closings or employment cut-backs. About half (5.1 million) of these
workers had worked at least 3 years on the job and represent the stable,
experienced core of the American work force.

Traditionally, this group has experienced little difficulty in becoming
reemployed. In the last decade, however, significant numbers have exhausted
U.I. benefits, failed to find work, and ultimately left the labor market. As
a result, the problem of worker dislocation has increasingly occupied the
attention of policy makers at all levels.

In recognition of this problem, a program was established under the federal
Job Training Partnership Act (JTPA) which was specifically designed to serve
dislocated workers. Initiated in 1983, the JTPA Title III program annually
allocates $3.9 million (FY 1985) to dislocated workers in Wisconsin. However,
at this funding level, the program falls far short of meeting the demand for
dislocated worker services. Consequently, JTPA policy makers must make
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difficult decisions concerning which segments of the dislocated worker
population to serve and must devote particular attention to developing
cost-effective programs and coordinating activities and resources with those
of other related programs in order to maximize the use of limited program
funds.

Organization of the Study

This study preliminarily addresses these issues by:

1) reviewing relevant research on dislocated worker policy;

2) analyzing the effectiveness of previous dislocated worker initiatives;

3) describing current programs of potential relevance to dislocated workers;
and

4) suggesting modifications to existing practices and programs that may
enhance service to this group.

Chapter I outlines the general problem of worker dislocation and describes
major policy issues facing policymakers. Chapter 11 describes the Wisconsin
dislocated worker population in terms of its size and labor force and
demographic characteristics while Chapter III briefly assesses the issue of
mass layoffs and plant closings in the state and illustrates problems in
determining their extent. Chapter IV of this report describes alternative
definitions of dislocated workers and discusses their programmatic
implications in the context of targeting different segments of dislocated
worker population for program services.

Based on previous research, Chapters V and VI assess the short-term and
retraining needs of dislocated workers. Chapter VII describes current federal
and state programs that can meet both income support and retraining needs of
dislocated workers in the state. Chapter VIII describes a number of
innovative approaches to serving dislocated workers, several of which might
serve as models for reemployment initiatives in Wisconsin.

The final chapter addresses unmet policy and program needs and focuses on
modifications to several programs (JTPA Title 111, Unemployment Compensation,
Student Aid, Labor Market Information, and Career Guidance Information) that
may improve overall service to dislocated workers.

Major Issues Facing JTPA Policymakers

JTPA poses both significant challenges and important opportunities to serve
dislocated workers. To its credit, JTPA specifically allocates funds to serve
a broad variety of dislocated workers -- individuals facing potentially severe
barriers to reemployment, and who, in the absence of program initiatives,
might otherwise slip unnoticed into the ranks of the discouraged worker, the
economically disadvantaged, and the welfare dependent. The major challenge
lies in serving this large, diverse, and sometimes highly visible group with a
relatively small national (and therefore, state) budget. The opportunities
lie in the'broad latitude that JTPA permits states in defining their
dislocated worker populations, in fashioning administrative structures and

2
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service strategies that can best meet state employment, training, and economic
development objectives, and in implementing cost-effective programs designed
to meet the varying needs of their dislocated worker populations.

In attempting to develop a comprehensive and effective dislocated worker
policy for the state, it is critical to keep in mind a fundamental fact: that
denand for dislocated worker reemployment services far outstrips the resources
available to supply them. This, in turn, has significant implications for the
following key policy areas:

* targeting services to specific groups of dislocated workers;

* design of specific reemployment strategies; and

coordination of JTPA resources with those of other programs.

1. Targeting Dislocated Workers

Program resource scarcity means that hard decisions must be made
concerning which segments of the dislocated worker population to serve.
Specific eligibility and targeting criteria are needed if a coherent
dislocated worker policy is to be established. Federal JTPA guidelines
incorporate terms such as "unlikely to return to their previous industry
or occupation," "limited opportunities for employment," and "substantial
barriers to reemployment" in order to establish broad need-based
eligibility criteria. But these are too broad and inclusive to provide
much policy guidance. The question of what constitutes appropriate
eligibility and targeting criteria remains. Traditionally, employment and
training programs have generally adopted the rule of serving those most in
need. This is particularly true in Wisconsin with its emphasis on
equitable provision of services to individuals comprising traditionally
"difficult to serve" groups (i.e. women, minorities, the handicapped, and
welfare recipients).

But what does serving the most in need mean in terms of dislocated
workers? This question is not easily answered. No doubt there is
widespread agreement that it makes little programmatic sense to serve
those who, while they may be technically eligible for services, have the
training, skills, and opportunity to quickly find reemployment on their
own. However, there is less agreement as to how need should be further
defined or applied to specific situations. Are victims of plant closings
necessarily more in need of reemployment services than those who have been
laid off piecemeal? Are those laid off in some occupations more in need
than others? Are the long-term unemployed necessarily more in need than
their recently laid off counterparts? How should local labor market
considerations be factored into the needs equation? It is important to
address these questions in order to begin developing a needs-driven
reemployment policy for dislocated workers. Perhaps a general statement
that can be made is that need is a general function of those skills
possessed by the individual and the demand for those skills in the labor
market.

- 3 -
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2. Program Design Strategies

The second implication of scarce resources is that they must be allocated
and deployed in a cost-efficient manner. Both participant targeting and
program design decisions have important implications for program cost
effectiveness. Targeting can positively affect cost effectiveness by
ensuring that only those who truly can benefit from program services are
recruited into the program. Programs which serve individuals who, in the
absence of program services, could have adequately reemployed themselves
are not utilizing resources in a cost-effective way. This further
underscores the importance of establishing clear and accurate need-based
criteria for program eligibility and targeting.

Once appropriate participants are identified, cost-effectiveness concerns
require that program services be provided in a way that ensures that
specific individual reemployment needs are met. Research on dislocated
worker initiatives clearly demonstrates that needs of individual
dislocated workers for support and training services vary widely. This
suggests that comprehensive program approaches, those that offer a broad
menu of services, are generally most cost-effective. Additionally,
research suggests that it is important to complement a broad programmatic
menu with effective assessment and testing techniques that can provide
program staff with adequate information to assign participants to service
components that will benefit then most.

3. Coordination of Resources

Finally, it is important to consider the fact that the needs of dislocated
workers can be met by a variety of non-JTPA institutions and programs.
Effectiveness can be maximized and resources expanded by establishing
linkages with programs and organizations that provide services
complementary to those provided under JTPA. Examples of existing programs
benefiting dislocated workers include: Ul and public welfare programs
(AFDC, GR, Food Stamps) designed to provide income support; VTAE, DPI and
TRA programs providing educational services; and DOD programs that provide
economic development assistance and training support to private firms. In
some cases such programs could modify existing practices to better serve
dislocated workers. However, extensive information sharing, joint
planning, coordination, and modifications to existing program practices
may be needed to effectively utilize these resources on behalf of
dislocated workers.

Wisconsin's Dislocated Worker Population

The Wisconsin dislocated worker population is proportionately large relative
to the national dislocated worker population. In January, 1984, the estimated
28,000 dislocated workers in Wisconsin represented 1.2 percent of the labor
force, ranking Wisconsin 10th among the 50 states in the percentage of workers
displaced. Wisconsin's dislocated workers tend to be male (63 percent), of
prime working age -- between 22 and 44 years old (66.8 percent), high school
completers (73.6 percent), and white (84.6 percent).
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Wisconsin's dislocated workers are from a wide variety of occupations (209

three-digit standard occupational classifications are represented). While

factory assemblers and production workers were most frequently represented,

the list also includes significant numbers of managerial and professional

workers (production managers, accountants, engineers) as well as workers

separated from service occupations (food and beverage service, financial
processing, health service, and sales workers). This occupational

distribution deviates substantially from the commonly held perception that all

or most dislocated workers are blue collar assembly line workers concentrated

in a few basic or durable goods-producing industries.

Despite well-meaning legislation requiring employers to report plant closings,

Wisconsin has little systematic information about the nature, extent, and

distribution of plant closings and mass layoffs occurring throughout the

state. Employers face significant economic disincentives to report plant

closings before they occur and do not face severe penalties for failure to

report. As a result, only 19 reports of plant closings in Wisconsin were
submitted between March, 1984, and March, 1985. These were concentrated in

the meat packing, cheese making, mobile home construction, construction

machinery, and automative equipment industries.

Definition of Dislocated Workers

Because the federal definition of dislocated workers under JTPA Title III is

very broad and inclusive, it covers a highly diverse population of unemployed

individuals who vary widely in terms of their reemployment potential. Many of

these individuals already possess skills that enable them to reenter the labor

market with little or no assistance. Others require extensive retraining or

other services to find reemployment. Thus, in order to run cost-effective
reemployment programs, it is important to distinguish who most need those

program services from those who do not. Operational definitions of dislocated

workers, incorporated into program eligibility guidelines and targeting

criteria, may prove useful in making such distinctions.

It is unlikely that any single definition will prove fully adequate to define

the appropriate dislocated worker population for programmatic purposes.

Instead, broad definitions incorporated into eligibility guidelines need to be

supplemented with selective program targeting criteria that further refine the

definition of the service population.

Potential targeting options include service to the long-term unemployed, major

plant closing victims, industry-specific dislocations, occupational-specific

dislocations, certain high-risk demographic groups, self-employed individuals

(including farmers), as well as targeting specific geographic areas suffering

from chronically high unemployment or general economic decline. Existing

research suggests that the most-in-need segments of the dislocated worker

population include the long-term unemployed, older workers, and individuals

displaced from jobs in weak labor markets.

Short-Term Needs of Dislocated Workers

The short-term needs of dislocated workers vary widely depending on their

individual circumstances. Among the most significant short-term needs are

income support, counseling, and job search assistance.
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In terms of income support, U.I. exhaustees or ineligibles, single heads of
households, and individuals separated from low-paying jobs face the greatest
income support needs. Because some form of income support is necessary to
participate in many retraining activities, these groups may face significantly
reduced access to skill training services, particularly those involving
longer-term training.

Counseling, defined broadly to include a variety of individual counseling,
assessment and case management activities, represents a key element in
successful dislocated worker initiatives. Counseling meets dislocated
workers' needs by providing various service information and support as well as
by providing program managers with specific, detailed information about
individual participants' occupational skills and other characteristics through
a comprehensive assessment process. Use of this information by program staff
is critical if appropriate program activity assignments and informed job
development and job matching decisions are to be made.

Because dislocated workers often lack practical experience in seeking work,
job placement activities are typically viewed as key elements of many
comprehensive dislocated worker programs. Job placement activities typically
include both job search assistance and job development.

Recent program evaluations found participation in job placement activities to
be strongly correlated with reemployment success. In fact, the results
indicate participation in job search assistance is as or more effective than
classroom training or OJT in reemploying individuals at satisfactory wage
levels and results in far lower costs per placement.

Training Needs of Dislocated Workers

A significant conclusion flowing from recent research on dislocated worker
initiatives is that not all dislocated workers are suited for extensive skills
training. There are three reasons for this:

1) many-lack the basic academic skills needed to successfully complete
extensive retraining programs;

2) many others already possess marketable skills and need only minimal
services (i.e. structured labor market exposure) to successfully compete
for jobs; and

3) others have immediate income support needs that preclude participation in
anything other than very short-term or on-the-job training.

This suggests that the proportion of the dislocated worker population that is
in need of or could benefit from extensive skill training is probably
relatively small. It is also important to keep in mind that skills training
is expensive and has proven to be at best no more effective in reemploying
dislocated workers than less costly service options such as job search and
placement assistance.

- 6 -
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To the extent that skill training has proven successful, it has incorporated
three key features:

1) careful applicant screening based on extensive assessment and testing;

2) training conducted in carefully determined demand occupations; and

3) training structured in a way to meet the needs of dislocated workers

(i.e., excluding non-skill training-related academic requirements).

Moreover, previous research suggests that dislocated workers enrolled in
training tend to be highly motivated and, if properly selected, do
substantially better in skills training courses than "regular" students. In
the Downriver project, an early dislocated worker training program near
Detroit, training participants had markedly higher grades than the student
population as a whole (70 percent versus 49 percent received A's or B's) and a
far lower failure rate (7 percent versus 26 percent).

Overall, this discussion suggests caution in widely adopting extensive skills
training as a readjustment strategy for dislocated workers. Unless careful
attention is given to enrollee selection and program design, it is likely to
be very costly and of limited effectiveness.

Current Wisconsin Programs Which Address Dislocated Worker Needs

A variety of programs presently exists in Wisconsin that either meet or have
the potential to meet reemployment needs of dislocated workers. Several,
including JTPA Title III, Trade Adjustment Assistance (TAA), the Customized
Labor Training Fund (CLTF), Apprenticeship, and VTAE programs provide
retraining services directly. Others provide income support that may or must
be used to subsidize retraining. These include Unemployment Compensation
(UC), veterans' benefit programs, Aid to Families with Dependent Children
(AFDC), and various student aid programs. Finally, the Wisconsin Job Service
providesjlabor exchange services.

It is likely that the extent and quality of service to Wisconsin's dislocated
workers could benefit greatly by increased coordination and joint planning
among several of the above-mentioned programs. Several examples follow:

1) Increased information exchange between JTPA Title III and Trade Adjustment
Assistance, the Customized Labor Training Fund, and apprenticeship
programs could increase service opportunities to dislocated workers;

2) Joint ventures involving JTPA Title III and the Customized Labor Training
Fund could improve training opportunities to dislocated workers;

3) Increasing the availability of remedial educational services and flexible
open-entry/open-exit training programs through VTAE could permit greater
numbers of dislocated workers to engage in skills training;

4) Informing dislocated workers about various income and training support
programs could increase their use and open more service options to
dislocated workers; and

7
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5) Joint planning between JTPA and UC, VTAE, and student financial aids
programs could result in program modifications that would either better
target services to dislocated workers or better link income supports to
readjustment efforts.

Innovative Programs

Nationally, a number of programs have been initiated or proposed which
incorporate innovative features that could potentially benefit Wisconsin's
dislocated workers. These include:

1) modifications to the unemployment compensation (UC) system that could make
it more responsive to dislocated worker reemployment needs;

2) interagency initiatives that bring to bear several agencies' resources on
the problem of worker displacement; and

3) private sector efforts.

UC-linked initiatives include establishment of retraining funds for
dislocated workers using taxes on employers commensurate with reductions in
the UC tax rate. California, Delaware, and New York have substantially
increased funds available for dislocated worker reemployment efforts in this
way. Work sharing, or payment of UC benefits commensurate with reduced work
hours, has been tried in several states. While primarily a counter-cyclical
measure, work sharing has the potential for easing the impact of full
unemployment for dislocated workers and for permitting them time and income
support needed to find or prepare for new jobs. Notably, however, each of the
initiatives described above involves added costs in terms of taxes to
employers or system administrative costs.

Other innovations are built upon interagency efforts to provide worker
readjustment services. These include:

1) the Illinois Prairie State 2000 Fund which uses economic development
resources and tax reduction to provide incentives to employers to
participate in worker retraining activities, coordinated in part by JTPA;

2) quick response interagency economic adjustment teams designed to
coordinate a variety of economic development, employment and training, and
educational resources directed toward communities suffering from plant
closings; and

3) reemployment programs targeted toward displaced farmers which extensively
use agricultural extension service resources to coordinate social and
employment-related services.

Finally, organized labor and individual firms have been extensively involved
in worker reemployment efforts. Labor's involvement ranges from collective
bargaining for worker reemployment benefits to operation of full-scale
reemployment programs. Among organized labor groups, the AFL-CIO's Human
Resources Development Institute and the United Auto Workers have been
particularly involved in dislocated worker programs on behalf of their
membership. Among private firms, Ford, General Motors, and Bethlehem Steel
have implemented model readjustment programs.

-.8 -
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Unmet Policy and Program Needs

Previous chapters of this report suggested several program and policy

directions that could ultimately improve services to dislocated workers. In

terms of JTPA Title III, these include:

1) more precise targeting of dislocated workers projects (particularly

towards the long-term unemployed, farmers, older workers, and women);

2) installation of more comprehensive assessment, testing, occupational
information, and service systems to support Title III program efforts;

3) emphasis on assigning dislocated workers with varying needs to appropriate
kinds of program activities;

4) increased coordination with economic development initiatives;

5) development of an interagency effort to respond to plant closings; and

6) the establishment of interstate agreements with neighboring states to

jointly serve relevant dislocated workers.

Suggested state-level UC system changes range in scope from minor changes in

existing practices and procedures (i.e., extending the definition of
acceptable training) to a major refocusing of the Wisconsin Supplemental

Benefit (WSB) program. In terms of the latter, the feasibility of using the

program in innovative ways should be explored. These include:

1) refinement of the program "trigger" to permit payment of extended benefits

to individuals in areas affected by permanent mass layoffs (including

plant closings), or specific dislocated worker target groups;

2) payment of extended benefits specifically to individuals engaged in
retraining to meet income support needs; and

3) payment of extended benefits to individuals affected by plant closings
from firms that failed to meet state plant closing reporting
requirements.

Moreover, it is important that some form of coordination mechanism be

established with the UC system to further explore and perhaps promote these
and other initiatives.

Student aids programs represent an important source of income support for

dislocated workers who require or desire retraining. However, because most

student aid programs are needs based, dislocated workers often fail to qualify
because income or assets exceed qualifying levels. Modifications to existing
programs that could improve dislocated worker access to student aid resources

include:

1) using the current year's income rather than previous year's income to

determine income eligibility;

2) disregarding UC benefit payments for determining eligibility; and

-9-
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3) disregarding equity in the individual's primary residence in the assets'
test for eligibility.

Other proposals that may merit attention include an initiative that permits
dislocated workers to enroll in retraining courses tuition free and
development of a specially targeted grant program for dislocated workers.

Finally, for purposes of improving dislocated worker initiatives, improvements
in labor market information are in order. Presently, it is impossible to
accurately and quickly identify mass layoffs and plant closings throughout the
state, despite Wisconsin's plant closing notification legislation. The
scheduled implementation of a new reporting and follow-up system for employers
and employees should help remedy this situation, though some modifications to
it could further enhance its utility. Additionally, detailed occupational
trend information below the state level of aggregation is unavailable.
Provision of such information could permit planners and program operators to
better target dislocated workers in need of services as well as better design
training activities. Moreover, more comprehensive reporting by Wisconsin Job
Service offices of the incidence and characteristics of dislocated workers
could be useful in developing a reliable demographic, geographic, and work
history profile of the state's dislocated worker population.

Additional sources of potentially valuable labor market information on
dislocated workers include the planned wage reporting data base to be
implemented by the state UC system in the next two years, and various
privately developed data bases which focus primarily on plant and firm
expansions, work force reductions, and plant closings.

Conclusion

The problem of worker dislocation in Wisconsin and its remedies are complex
issues that defy simple or quick solutions.

This study is intended to serve as a starting point in the process of
outlining program and policy needs of dislocated workers and not as the final
word on targeting, designing, or coordinating programs. A pr~imary objective
of the study is to stimulate discussion among Dislocated Worker Task Force
members about the problems facing dislocated workers in their search for
reemployment, and how reemployment programs might be structured and
coordinated to overcome those problems. A second objective of this study is
to organize much of the relevant research on dislocated worker programs in
order to ensure its accessibility to program planners and operators. It must
be recognized, however, that research on dislocated workers has taken place in
a variety of settings, many of which differ greatly from Wisconsin's labor
market environment. Any conclusions that might be drawn from the studies
described in this report must be carefully considered in light of this state's
distinctive economic context.

2080k
7/19185
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INFORMATION NOTICE I

GOEBNOR.972EMPLAMON. WISCONSIN O3707 Number IN-38 Date June 26, 1985

TOPIC MATERIAL FOR REVIEW & COMMENT: Proposed PY 86-87 Mission Statement and

Governor's Goals for Wisconsin's Employment and Training System; Proposed PY 86-87

Objectives and Coordination Criteria for JTPA Title II

PURPOSE

This Information Notice transmits the draft Wisconsin Employment and

Training Policy for the two-year program period that includes PY 1986
and PY 1987. It is issued to give the state's employment and training

community an opportunity to review and comment on the proposed mission
statement (Attachment I) and goals (Attachment 11) affecting the state
and local employment and training system, as well as the objectives
(Attachment III) and coordination criteria (Attachment IV) specifically
affecting plans for Title II of the Job Training Partnership Act. The

final policy will become part of the Governor's Coordination and Special
Services Plan (GCSSP).

Explanation and Procedures

The Planning Committee of the State Job Training Coordinating Council approved

this draft policy (Mission Statement, Employment and Training System Goals,

and JTPA Title 11 Objectives and Coordination Criteria) at its June 13th
meeting. The Committee will meet again August 22, 1985, to review all the

written comments received by July 28, 1985, and will then amend the initial

policy. The final revised version, upon approval by the Planning Committee
(which meets September 25th) and the State Job Training Coordinating Council

(which meets September 26th) will then go to the Governor for his
consideration. This office expects to be able to issue the final product to

the employment and training community by October 3, 1985.

Please submit your comments to Carol McLain, Box 7972, Madison, WI 53707, by

the close of business on July 28, 1985.

ISSUED BY: -a. AwSnL. ALa
Ellen O'Brien Saunders, GETO (~4 1iechoeneld SC

DATE: $Uj,k bI9, L t5f 25, uisl
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IN #38
6/26/85

ATTACHMENTS: DRAFT WISCONSIN EMPLOYMENT & TRAINING POLICY, PY'86 and PY'87
…_ -_-_-_ -_

ATTACHMENT I - Mission Statement

ATTACHMENT II - Proposed Employment & Training System Goals

ATTACHMENT III - Proposed Title 11 Objectives

ATTACHMENT IV - Proposed Title II Coordination Criteria
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Attachment I

DRAFT WISCONSIN EMPLOYMENT AND TRAINING POLICY

Mission

The rapidly changing nature of work, the changing demography of the labor
force, and the need to retain existing businesses and attract and create new
business, demand a sustained and systematic commitment to the preparation and
retraining of Wisconsin's work force as an essential element of the state's
human resource and economic policy. The state's mission in employment and
training is to ensure the most effective use of resources for training,
retraining and employing individuals through the strengthening of
partnerships, the promotion of equal access to training and employment
opportunities and the stimulation of excellence in the delivery of employment
and training services.

In order to accomplish this mission, the key roles of Wisconsin government
are:

- Fostering an economic climate that encourages the maintenance and
expansion of job opportunities;

- Promoting a strong partnership among business, labor, government, and
community-based organizations in making basic economic decisions;

- Ensuring equity of access for all citizens to training and job
opportunities;

- Providing elementary and secondary education to ensure the basic
competency of all citizens in the work force;

- Providing post-secondary training to meet the changing needs of the
work place;

- Maintaining an effective public labor exchange;

- Providing up-to-date labor market and occupational information; and

- Promoting the economic self-sufficiency of all Wisconsin citizens.

1721n
6/20/85
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Attachment 11

PROPOSED EMPLOYMENT AND TRAINING SYSTEM GOALS
FOR PY 1986-1987

In support of the mission, the Governor establishes the following eight goalsfor employment and training programs in the state:

Goal 1 - Improve the earned income of participants.

Goal 2 - Promote training that will provide citizens with the skills
necessary to obtain and maintain stable and well paid employment.

Goal 3 - Target employment and training services to high-need groups
within the eligible population.

Goal 4 - Establish policies or mechanisms which make maximum use of
complementary resources among delivery systems.

Goal S - Improve the collection, analysis, distribution and application
of labor market and occupational information for use in both
public and private sectnr training efforts.

Goal 6 - Promote economic development efforts which will increase quality
job opportunities for Wisconsin citizens.

Goal 7 - Develop opportunities for youth to attain the skills needed to
become economically self-sufficient adults.

Goal 8 - Promote public awareness of the problems of the unemployed and
encourage public involvement in the resolution of these problems.
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Attachment III

PROPOSED JTPA TITLE II OBJECTIVES FOR PY 1986-1987

Goal 1 - Improve the earned income of participants.

**Objective 1 - (see addendum) Increase the average
post program wage of Title IIA
participants over the PY 1985 average
post program wage by 5.16 in PY 1986
and by an additional $.18 in PY 1987.

*Objective 2 - (see addendum) Increase the average post
program wage for Title IIA enrolled
women that are placed in unsubsidized
jobs over the PY 1985 average post
program wage by $.32 in PY 1986 and by
an additional 5.35 in PY 1987.

***Objective 3 (for discussion purposes) - Reduce total
public assistance grant support of
participants and document other forms of
welfare dependence reduction. (At a
minimum, such a reduction should apply
to AFDC recipients.)

**Goal 1, Objective 1 applies to the 78% and the 8% of Title IIA programs.
*Goal 1, Objective 2 applies to all of JTPA Title II programs.

***Goal 1, Objective 3 applies to all of JTPA Title IIA programs.
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Attachment III

Goal 2 - Promote training that will provide individuals with
skills necessary to obtain and maintain stable and well
paid employment.

*Objective 1 - Provide training and retraining programs
consistent with current and projected
demand occupational priorities, and
actively involve private sector business
representatives in defining these
priorities.

*Objective 2 - Establish projects that teach skills
directed at new and emerging
technologies.

**Objective 3 - Actively involve private sector
business representatives (in addition
to the representatives on the PICs) in
the validation of employment
competencies for local employment
programs.

*Objectives I and 2 apply to all JTPA Title 11 programs.
**Objective 3 applies to the 78% and the 8% of Title IIA programs and to

Title IIB programs.
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Attachment III

Goal 3 - Assure targeting of employment and training services to
high-need groups within the eligible population.

*Objective 1 - Enroll and place in accordance with
their incidence in the JTPA-eligible
population:

- females
- minorities
- handicapped
- older workers

** - AFDC/WEOP recipients or WEOP-eligible
persons

- school dropouts
- public assistance recipients

*Objective 2 - Establish specific enrollment and
placement standards for other high-need
groups based on PIC/LEO analysis of the
characteristics of the eligible
population. Special consideration
should be given to:

- displaced homemakers
- offenders
- alcohol and drug abusers
- refugees
- migrants
- dislocated workers
- veterans (Vietnam era)
- teenage parents
- at-risk youth
- American Indians

**AFDC - Aid to Families with Dependent Children

**WEOP - Wisconsin Employment Opportunities Program

* Goal 3 objectives apply to all of JTPA Title II programs. (With the
exception of older worker in objective 1 being excluded from IIB programs,
and teenage parents and potential dropouts (Objective 2) are excepted from
the 3% programs.)
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Attachment III

Goal 4 - Establish policies or mechanisms which make maximum use
of complementary resources among delivery systems.

*Objective 1 - Identify available supportive services
resources for JTPA participants.

*Objective 2 - Identify the need for and, to the
extent possible, provide or secure
child care and transportation necessary
to enable women to participate in
training services.

*Objective 3 - Provide or secure, to the extent
possible, the means necessary for high
need groups to participate in training
programs.

*Objective 4 - Establish within DILHR (DETP) a
procedure to participate in the
development, and/or review, and/or
evaluation of the state Vocational
Education Act and Wagner-Peyser Plans.

*Objective 5 - Establish within PICs/LEOs a procedure
to participate in local economic
development efforts.

*Goal 4 objectives apply to all of JTPA Title II programs.
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Attachment III

Goal 5 - Improve the collection, analysis, distribution and

application of labor market and occupational

information for use in both public and private sector

training efforts.

*Objective 1 -

*Objective 2 -

*Objective 3 -

*Objective 4 -

*Objective 5 -

DETP of DILHR, with the advice of

PICs/LEOs, will provide at least one
annual training session on the use of
Labor Market Information (and Labor
Market Information's role in the
planning process) to SDAs and related

agency personnel.

PICs/LEOs will participate on local
Labor Market Information inter-agency
work groups.

PICs/LEOs will establish occupational
and training priorities which are
consistent with growth and demand
occupations identified through Labor
Market Information and which reflect
the involvement of local private sector
representatives.

DILHR (DETP) and PICs/LEOs will

identify occupations/industries with
little re-entry potential, employers

experiencing a reduction in force, and

workers in jeopardy of layoff from
these industries and employers for whom
retraining is appropriate.

DILHR will identify new and emerging

occupations and changing skill
requirements.

*Goal 5 objectives apply to all of JTPA Title II programs.



176

Attachment III

Goal 6 - Promote economic development efforts which will
increase quality job opportunities for Wisconsin
citizens.

*Objective 1 - The SJTCC. with the cooperation of

*Objective 2 -

relevant state agencies and other
relevant actors, will recommend a
method for predicting new and expanding
businesses as well as plant closings.

PICs/LEOs will enhance the potential
for future jobs in small businesses by
treating development of entrepreneurial
skills as legitimate training.

*Goal 6 objectives apply to all of JTPA Title 11 programs.
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Attachment III

Goal 7 - Develop opportunities for youth to develop the skills
needed to become economically self-sufficient adults.

"Objective 1 - All enrolled JTPA youth will be
assessed for basic skill deficiencies
and services will be provided to remedy
those deficiencies.

"Objective 2 - All JTPA employment competency systems
will include pre-employment/work
maturity skills, and basic skills
components.

**Objective 3 - All JTPA programs will provide youth
with an opportunity to stay in or
return to school in order to receive a
high school diploma or equivalency
degree.

**Objective 4 - All JTPA programs will provide training
opportunities for young women which
will expand their occupational/ role
expectations.

**Objective 5 - All JTPA programs will provide youth
with career counseling which includes
the characteristics of the future job
market and describes the preparation
and training needed to obtain and
secure jobs.

**Goal 7 objectives apply to all of JTPA Title 11 except for the 3% Older
Workers Program.
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Attachment III

Goal 8 - Promote public awareness of problems of the unemployed
and encourage public involvement in the resolution of
the problems.

*Objective 1 -

*Objective 2 -

In order to increase awareness and
encourage business. labor, and
government sector involvement in JTPA,
successful programs will be regularly
publicized. PICs/LEOs will publicize
local programs and the SJTCC and DETP
in DILHR will publicize efforts at the
state level.

All JTPA programs (both state and
local) will complete an annual
performance review to determine the
effectiveness of the services
(training) being provided.

*Goal 8 objectives apply to all JTPA Title II programs.

1992k
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ADDENDUM

The projected wage increases in Objective 1 are based on recent annual federal
average wage increases for all wage and salaried workers within the private
sector. According to the Bureau of Labor Market Information (DILHR), .160 and
.189 represent average wage increases over the next two years.

The wage increase for women in Objective 2 reflects twice the average wage
increase as defined in Objective 1. Achievement of Objective 2 would raise
salaries of JTPA-enrolled women placed in unsubsidized employment to equal the
average JTPA men's salaries within approximately five years.
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Attachment IV

PROPOSED JTPA TITLE II COORDINATION CRITERIA*
FOR PY 1986-1987

1. The PICs/LEOs, working with other sectors, will demonstrate a coordinated
approach to identify and develop specific training and retraining
opportunities in demand and growth occupations. This will enhance the
development of a communitywide strategy needed to improve the quality and
use of labor market information at the local level. (Other sectors to be
involved in this effort include the VTAE system, the Employment Service,
CBOs, secondary schools, private business, and labor.) (Corresponds to
goals 2, 3, 4 and 5.)

2. PICs/LEOs will involve various sectors in developing partnerships which
conserve resources by coordinating efforts and using service delivery
agencies of demonstrated effectiveness. (The sectors to be involved
include community based organizations as well as governmental and
educational agencies and the private business sector.) (Corresponds to
Goals 1, 2, 3, 4.)

3. JTPA programs will demonstrate a coordinated system of outreach and
recruitment with CBOs. (Corresponds to Goals 3 and 4.)

4. At the local level SDAs will demonstrate a systematic method for involving
key sectors in planning to identify needs -- including the transportation
and day care needs of women -- and to determine how each agency can
contribute to meeting those needs. (Sectors to be included in this effort
are the VTAE, secondary local educational agencies, the Employment
Service, County Social Service Agencies, and CBOs.) (Corresponds to Goals
3 and 4.)

5. A written agreement among each PIC/LEO, its respective social service
departments and any other relevant agencies, shall be developed which
identifies the steps each jurisdiction shall take to provide day care,
transportation, and other social service supports to potential JTPA
clients who need such assistance and to minimize duplication of such
payments to potential clients.

6. State and local agencies that provide WEOP and JTPA services will:

1. Explore policies to improve program coordination, including:

a. Program objectives, policies and procedures (state and local
level);

b. Confidentiality issues (state and local level);
c. Use of computer systems (state level only);
d. Coordination of program evaluation (state level only);
e. Job retention and reduction in welfare dependency (state level

only).

(Corresponds to Goal 4)
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Attachment IV

7. The Division of Employment and Training Policy (DETP) of the Department of
Industry, Labor and Human Relations (DILHR) will work with the Department
of Development (DOD) to identify job training policies and activities
which support the state's economic development goals. In addition,
PICs/LEOs will establish a procedure to participate in local economic
development efforts. (Corresponds to Goals 4 and 6.)

8. The development/operations of youth competency systems will reflect the
participation of businesses, local schools, service providers, and youth.
(Corresponds to Goals 2 and 7.)

9. The Department of Industry, Labor and Human Relations (DILHR) and the
Division of Employment and Training Policy (DETP), in cooperation with the
State Board of Vocational, Technical and Adult Education, will establish
procedures for review of the Perkins Vocational Educational Act Plan by
fall 1986, and participate in its review. (Corresponds to Goals 2 and 4).

*The Coordination Criteria apply to all Title 11 programs, except for
criteria #7, which applies to Title IIA only.

1992k
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STATE OF VVICONSIN

WISCONSIN WOMEN'S COUNCIL
I'WIN I 30WEST MIFFLIN STREET. SUTIE 512 * MADISON. WISCONSIN 53702 * TELEPHONE (051 206-2219 or 206022-5

SARAH HARDER
CHAIR

HANNAH ROSENTHAL
M E M O R A N D U M XECUTTIVE DIRECTOR

DATE: May 21, 1984

TO: Federico Zaragoza, Executive Director
Governor's Employment and Training Office

FROM: Ann Brickson, Equal Opportunity Officer /pZ
Wisconsin Women's Council

RE: Relationship Between JTPA Wage at Placement Standards and AFDC Benefits

Given the targeting of AFDC recipients in both the Job Training Partnership
Act (JTPA) and the Governor's Employment anr Training Policy, it is important
to examine the value of cash and in kind benefits available under AFDC as
compared to the wage at placement goals for JTPA trainees. In order to
achieve the goal of reducing welfare dependency, JTPA training must prepare-
participants for jobs with wages which are at least equal to AFDC benefits. /

The following figures compare net placement wages for JTPA trainees with the
estimated cash value of AFDC payments and other related benefits. It is
impossible to come up with precise figures for these two sources of support,
but these estimates are reliable enough to outline the nature of the situation
facing AFDC recipients seeking to end their welfare dependency through JTPA.

Monthly AF:C Benefits

Amounts are based upon the benefit level for a family of three receiving no
other income. This family resides in Dane County and does not live in low
ircore housing. These figures were provided by the Supervisor of Income
Maintenance Intake at the Dane County Department of Social Services.

AFDC payment $513.00
Food Stamps 109.00
medical Assistance - estimated 205.00

value based upon family rates
for comparable MHO coverage in
Dane County, including dental.

Total $627.00 RECEIVED
Does not Include other benefits available to AFDC recipients, includirc:

- Low Income Energy Assistance MAY 22 i384
- WIC for Women with children under 5 years
- Surplus food program GOVERNORS EM0

IOY
- Counseling through county department of social services , & TRA~INIG OFF:
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Monthly Earned Income

Income is figured at two wage rates:

1. $4.07/hour: Average wage at placement for women in Wisconsin JTPA
programs for the period October 1, 1983 to March 31, 1984.

2. $4.90/hour: National performance standard for average wage at
placement (the majority of wage at placement standards for Wisconsin
SDA's are below this level).

Withholding taxes for a low income family of three are figured at 17%, based
upon the following rates supplied by the Department of Revenue:

FICA 6.7%
State Tax 2.5%
Federal Tax 8.0%
Total 1

1. Cross monthly income at $4.07 per hour $705.00
Withholding - 120.00
Net monthly income 585.00

2. Gross monthly income at $4.90 per hour $849.00
Withholding - 144.00
Net monthly income 705.00

Earned ircqme must also be sufficient to cover the additional cost of work
related expenses, which would minimally include child care and
transportation. These monthly costs can be estimated as follows:

Child care $440
$55 per child per week; a low estimate
based upon average hourly rates paid
by county social service departments.

Transportation 30
Based on Madison rates for public
transportation. Comparaole to driving
7-1/2 miles each working day at 2zc
per mile.

Total $470

A low income working person may still be eligible for child care subsidy and
Fooo Stamps. The availability and amount of these benefits will vary
according to income and county of residence. It is unlikely that they will
ever be enough to completely negate the additional expense of working. This
is especially true for day care assistance, since the maximum payment is low
in sono counties, and others develop a waiting list before the fiscal year Is
Out.
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Net monthly ircomes at both wage rates are substantially lower than the
estimated cash value of AFDC, including medical assistance. Thus, to replace
AFDC benefits in a job which does not include health insurance benefits, a
worker must earn S5.74/hour. This figure would be lower when a comprehensive
benefit package is available. The Women's Center of Waukesha, a JTPA funded /
women's employment training proram, has extensive experience counseling AFC'
recipients who are trying to get off of public assistance. They have
calculated that a strong benefit package and an hourly wage of slightly over
$5.00 are both required to make the transition from work to welfare.

The disparity between JTPA placement wages and AFDC benefits should not be
attributed to the generosity of welfare payments. then establishing its AFIC
benefit level, each state first determines its Standard of Need, the total of
items and income (expresses in dollar amounts) which it deems necessary to
maintain a minimum acceptable standard of living. In Wisconsin the Standard
of Need for a family of three is about $1,000 less than the poverty line, and
AFDC payments are 85% of the Standard of Need.

Thus, despite the subsistance level of AFDC payments, a recipient who
completes JTPA training may correctly conclude that welfare provides her
family a higher stanoard of living than the net value of earned income after
deductions and work related expenses. Contrary to prevailing assumptions, the
desire to work is strong among AFCE recipients, and if the net drop in income
is small some will still choose to work. But others will decide to remain on
AFrC am for them this will be a sound financial decision. Those unaware of
the mechanics of this choice may assume that AFDC recipients lack the
initiative or competence necessary to successfully complete training and ent'r
the labor market.

The reasons for this discrepancy between work and welfare income are many, and
include low entry level wages, fringe benefits which are nonexistent or weak
compared to medical and child care assistance for welfare recipients, and
insufficient income disregards in computing puolic assistance eligibility for A
the working poor. In addition, AFDC recipients are further disadvantaged in
the work force in that they are single female household heads and are likely
tC have little prior employment experience. These are formidable barriers to
reducing welfare dependency, and they are beyond the control of both AFDC
recipients and JTPA program operators. However, those involved in JTPA
implementation must be aware of the specific obstacles which thwart an easy
transition from work to welfare. AFlC recipients must have access to trainingl
which will prepare them for entry level positions which offer strong benefit |
packages ircluding adequate health coverage and subsidized child care and 1 '
hourly wages which can compensate for both lost welfare benefits and work
related expenses. Otherwise, JTPA programs will not achieve their goal of
significantly reducing depencercy upon AFDC.

cc: Harnah Rosenthal, Executive Director
Wisconsin women's Council

Wisconsin eomen's Ocurcil

C622k
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WISCONSIN
SUMMARY OF JTPA PERFORMANCE

PROGRAM PERIOD: 3rd Quarter PY 84 (July 1, 1984 - March 31, 1984)

1. JTPA TOTALS*

EXPENDITURES $33,170,330
PARTICIPANTS SERVED 32,234

11. SDA PERFORMANCE

A. PERFORMANCE STANDARDS
MODEL ADJUSTED
PERFORMANCE ACTUAL
STANDARDS PERFORMANCE

ADULT
ENTERED EMPLOYMENT RATE 50.33% 70.1%
COST PER ENTERED EMPLOYMENT 86
AVERAGE WAGE AT PLACEMENT 5 i. 73 S 4. 70
WELFARE ENTERED EMPLOYMENT 43._8X_62.__

YOUTH
ENTERED-EMPLOYMENT RATE 33% 62.4%
POSITIVE TERMINATION RATE 74X 73.3X
COST PER POSITIVE TERMINATION ______ 52,991

AVERAGE WEEKS OF PARTICIPATION

ADULT 15.7
YOUTH 1

*JTPA totals (excluding Title IIB)
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B. SERVICE TO TARGET GROUPS (ADULT AND YOUTH)

EQUI TABLE
SERVICE

TARGET GROUP LEVEL (%)

TOTAL
ADULTS
YOUTH
MALES
FEMALES
OLDER INDIV.
MINORITY

BLACK
HISPANIC
AM. INDIAN/AN
ASIAN/PI

HANDICAPPED
DROPOUTS
AFDC/WEOP
PUBLIC ASSIST.

RECIPIENT

T-2

10.6
17.7
8.5vs

31 .2

ENROLLMENTS PLACEMENTS ENROLLMENTS PLACEMENTS
% OF TOTAL % OF TOTAL NUMBER NUMBER

23,960 7 720
52.9% 61.8% 12663 4,770
47.1X 8.2 11,297 2:950

52.5Y SS.SX ~~~12,588 4,287
47.5X 44.5X 11 372 3 436

226' 8X 19 3X 618 8

1--4-.4 W12.iX~ 3,44.795
3.X 34 84 263
2.6X - -TF 2261166

19.3X 15.7X 4 628 1 211
21.2X 21.2 076 1,634
29.7r 23.2X -711T 1,789

47.2% 40.6% 11,312 3,135

C. EARNINGS AND WAGE GAINS/LOSSES

ADULTS
AVERAGE WAGE GAIN/
WAGE AT LOSS FOR
PLACEMENT PART. PLACED

WITH PRIOR WAGE

YOUTH
AVERAGE WAGE GAIN/
WAGE AT LOSS FOR
PLACEMENT PART. PLACED

WITH PRIOR WAGE

TOTAL
MALE
FEMALE
WHITE
MINORITY
22-54
55+
PUBLIC ASSISTANCE

RECIPIENTS
AFDC/WEOP

$4. 72
5.02
4.38
4. 78
4.43
4.72
4.58

+ $.16 -

-.16

-.09
-.58

4.54 -.07
4.82 +.20

- 2 -

$3.86
3.94

3.94
3.59

3.69
3T.75-

$+.28
+.22
+.36
+.35
+.02

-+.27
+.36-
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111. DISLOCATED WORKER (TITLE 111) PERFORMANCE*

A. PERFORMANCE STANDARDS

ADULT
ENTERED EMPLOYMENT RATE
COST PER ENTERED EMPLOYMENT
PERCENT OF PREVIOUS WAGE
AVERAGE WAGE AT PLACEMENT
WELFARE ENTERED EMPLOYMENT RATE

AVERAGE WEEKS OF PARTICIPATION

ADULT 19

B. SERVICE TO TARGET GROUPS

TARGET GROUP

EQUITABLE
SERVICE ENROLLMENTS
LEVEL (%) % OF TOTAL

/60 74.5%

;SX5 S1 ,816

N/A iOX0-f

PLACEMENTS ENROLLMENTS PLACEMENTS
% OF TOTAL NUMBER NUMBER

TOTAL 4,026 2 050
MALE 67% 68.1% 69.3% 2742 1 2

FEMALE 33X 31.9% 30.7X 1,284 629
OLDER INDIV 9W 8.5X B.0X 342 16
WHITE 9oX 781 84 1,646
MINORITY T 21.9 19.6F 883 402
HANDICAPPED 7.3X 5.6X 4.2 27 8
DROPOUTS 17X 20.4X 19. 621 396
AFDC/WEOP - 12.3X 1T.2X 495 229
PUBLIC ASSISTANCE

RECIPIENTS - 18.7% 16.9% 754 346

C. EARNINGS AND POST PROGRAM WAGE AS A PERCENTAGE OF PREVIOUS WAGE

AVERAGE WAGE
AT PLACEMENT % OF PREVIOUS WAGE

TOT-AL
MALE
FEMALE
WHITE
MINORITY
22-54
55+
PUBLIC ASSISTANCE RECIPIENTS

$6.05 81%
--6.49r0

S .- r OS -84X -
6 24 8~~~3%

5.2 6r _ _ _ _ _ _8 _ _3 _ _
-5' 28 - -77X -

6.07 82X
5. 76 71%
5 .58 862

*All figures are for adults only.

- 3 -

57-425 0-86-7

STATE SET
PERFORMANCE
STANDARDS

ACTUAL
PERFORMANCE
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IV. OLDER INDIVIDUAL (3X) PROGRAM PERFORMANCE

A. PERFORMANCE STANDARDS

STATE SET ACTUAL
PERFORMANCE PERFORMANCE
STANDARDS

ADULT
ENTERED EMPLOYMENT RATE 60% 31%

AVERAGE WEEKS OF PARTICIPATION

ADULT 13

B. SERVICE TO TARGET GROUPS

EQUITABLE
SERVICE ENROLLMENTS PLACEMENTS ENROLLMENTS PLACEMENTS

TARGET GROUP LEVEL % % OF TOTAL % OF TOTAL NUMBER NUMBER

TOTAL 4) 70
MALE 44% 51% 136

FEMALE 60% 56X 49X 242 34
WHITE 79X 9 340 F
MINORITY 21T 7 90 S
HANDICAPPED 18% l9X 78 13
DROPOUTS 40% 30X 1 21
AFDC/WEOP 4% 3 19 2

PUBLIC ASSISTANCE
RECIPIENTS 27% 13% 115 9

DISPLACED HOMEMAKERS 7X 9X 29 6

C. EARNINGS AND WAGE GAINS/LOSSES

AVERAGE WAGE WAGE GAIN/LOSS FOR
AT PLACEMENT PARTICIPANTS PLACED

WITH PRIOR WAGE

TOTAL $4.43 $- .48
MALE 5.15 -1 .14
FEMALE 3.66 26

WHITE 4.46 - .62

MINORITY T3.91 **

PUBLIC ASSISTANCE RECIPIENTS 3.86 -1.03

**Numbers of those placed too small for meaningful calculation.

- 4 -
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V. EDUCATION COORDINATION AND GRANTS (8%) PROGRAM

A. PERFORMANCE STANDARDS

ADULT
ENTERED EMPLOYMENT RATE
COST PER ENTERED EMPLOYMENT
AVERAGE WAGE AT PLACEMENT
WELFARE ENTERED EMPLOYMENT

STATE SET
PERFORMANCE
STANDARDS*

*-- -

ACTUAL
PERFORMANCE

48%
Not Avail.

YOUTH
ENTERED EMPLOYMENT RATE * 25%
POSITIVE TERMINATION RATE * 70X
COST PER POSITIVE TERMINATION * Not Avail.

AVERAGE WEEKS OF PARTICIPATION

ADULT 13
YOUTH 23

B. SERVICE TO TARGET GROUPS (ADULT AND YOUTH)

TARGET GROUP

TOTAL
ADULT
YOUTH
MALE
FEMALE
OLDER INDIV.
WHITE
MINORITY
HANDI CAPPED
DROPOUTS
AFDC/WEOP
PUBLIC ASSISTANCE

RECIPIENTS

ENROLLMENTS ENROLLMENTS
NUMBER % OF TOTAL

3,818
1, 468 38%
2, 350 62X
1 758 46%
2,:060 54

59 2X-
2,880 75i

938 25X
671 18X
7T1, 897 S

1,897 50%

*Separate standards were set the two major 8% contractors; the Department
of Public Instruction and the Wisconsin State Board of Vocational, Technical and
Adult Education.

0130c
5/23/85

-5-
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M1AY e0 t

ADMINISTRATION OF UNEMPLOYMENT INSURANC!
AND THE EM.PLOYMENT SERVICS

A Procosal for Reform

Current Situation

the currentUne-moloyment Insurance (UI) program impedes State
administrators from improving services to the unemployed. While
program policy is set largely at the State level. States are
effectively cut off from decisions about program administration.

Within broad Federal guidelines, States determine the size and
structure of their U1 benefit programs:

* itate law determines the specifics of U!: who is eligible.
benefit amounts, number of weeks of benefits paid, etc.

* States set-U! payroll taxes (1995 revenues $19.4 billion)
to pay the full cost of up to 26 weeks of regular U!
benefits and one half of the cost of extended benefits (up
to 13 more weeks of benefits when unemployment in a State
is high).

in contrast, the Federal Government dictates in considc.rablf.
detail how much each State will get to administer its UI law.
States have little authority over how they use the resources.
They have virtually no incentive to increase the efficiency of
their program ad.ministration. and in fact may lose resour: as a
result of becoming more efficient.

* The Federal Government levies its own $4.S billiu;i ti
payroll tax on the sane emn;:oyers the States do. IQ then
turns back part ($2.5 billi_.n) of the proceeds to the
States to finance their U1 program administration a-d to
run the E-ployment Service (ES).

* Each State receives an amount for U. determined bv a
ccmzlex system of Federallv-recuirea t-.e stuties a..d
wor...oad es-:.-.ates. The az-ount :5: zasic ES oneraticns is
determ:-en _:r a rcrmula. (Additional amounts are provided
to ES uncer Feoeras contracts for services of national
interest, e.g., veterans employment, statistics.)

* To monitor toe use of administrative funds, the Federal
Government recuires detailed recorts on State program
operations and extensive nuagee p anning documents.

Reform Promosal

The Federal Cover ent would continue to assure maintenance of a
sound Nation-wide UI system through assuring conformance with the
current Federal laws governing coverage. Extended Benefits, and
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trust fund operations which would remain unchanged. The reforms

would s

* Transfer the resources and authority for UI and ES
administration to the State.

* Zxpand the availability of Federal loans, which now are
available only to finance benefits when States have a UI
deficit. to meet State administrative costs as well.

Reform Objectives

* Give the States full control over administratien of their
UIZ and ES prcgrams, allowing decisions on State UI policy
and the resources to carry out that policy to be made
concurrently.

* Increase the responsiveness and efficiency at the State
level of State UI and ES operations.

* Eliminate the mountains of paperwork required by the
Federal administrative grants.

* Remove obstacles that deny State administrators the
ability to improve their State UI programs.

Issues Recuirinc Resolution

The Federal Government needs the views of State policymakers from
both executive and lecislative br:a:ches on the basic proposal,
the issues cited below. and other issues the States wish to
raise.

What reports will2 be required? What reports can be
eliminated? What is the. ncst efficient way to collect the
information that still will be needed nationally to assure
conformity with basic UI1 principles and generate economic
measures of national interest?

* What is the most dquitable way to divide up among the
States the admini.strat:ive balances in the Unemployment
Trust Fund that will not be needed to finance the
administrative responsibilities the Federal Government
will retain?

* What administrative functions of national interest should
still be financed by the Federal Governnent (e.g..

* statistics for BLS:? What can be done to assure State
assistance in carrying out Federal responsibilities (e.s.,
alien labor certiication)?

* What is the appropriate timing for a turnover of
administrative authority to the States?

April 30, 1985
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Administration of Unemployment Insurance
and the Employment Service

A Proposal for Reform

Backaround

o Authorized by the Social Security Act in' 1935, unemployment
insurance (WI) provides temporarily unemployed workers with
partial income replacement during brief spells of involuntary
joblessness. The system is designed to be self-financing
through payroll taxes imposed by the State and Federal
Governments.

o State laws determine the policy on eligibility, amount, and
duration of benefits and the tax structure to finance them.
Federal law establishes, in broad terms, the framework of the
UI system.

o In Fiscal Year 1985 State payroll taxes will generate about
$19.4 billion in revenues to finance State U! benefits.
Although the Federal Government manages the flow of these
resources in the Unemployment Trust Fund, the State tax
dollars are maintained there in individual State accounts;
State law dictates the tax rates and benefit levels that
determine these flows. Federal management of the trust fund
assures that funds are invested in Treasury securities with n3
threat of loss of principal, and that they are immediately
available to meet benefit payments.

o Revenues from the Federal Unemployment Tax Act (FUTA) in
Fiscal Year 19E5 are estimated to be about $4.8 billion.
Revenues derived from FUTA finance the administration of U!
and associated activities such as labor exchange services
conducted by the Employment Service (ES). and loans to States
which run short of funds to pay Us benefits, and the Federal
share of the extended benefits (EB) program. (The extended
benefits program authorizes adlitional weeks of benefits in
States experiencing cyclically high unemployment. When in
effect, extended benefits are financed half by the State using
State taxes and half by the Federal Goverrment via FUTA
revenues.)
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Unemployment Trust Fund Administrative Costs
(President's FY 1986 Budget Estimates)

($ in billions)

95 96 87 88 89 90

FUTA Receipts 4.76 4.79 3.98 3.89 4.12 4.30

Available for
Admin. 3.02 3.01 3.32 3.64 3.83 3.97 _

Spent for Admin. 2.58 2.65 2.74 2.81 2.86 2.93

o Administrative activities funded from FUTA includes The State

costs associated with paying benefits and collecting revenues

for the UI program (estimated in Fiscal 1985 at about $1.6
billion); the labor exchange activities of the Employment

Service (ES) (about $730 million); related special purpose
activities (e.g., veterans services, labor information, alien

certification. etc., costing about $180 million): and Federal

administrative activities (about $70 million).

Problem

o The current system doesn't make sense. States, which

legislate to determine their UI policy, are precluded by the
Federal Government from deciding the level of resources
necessary to administer their own UI programs. Decisions
about State UI policy are therefore effectively divorced from

decisions about the resources to carry out that policy.

o State UI program administration is Federally financed, through

a separate payroll tax (FUTA), and funded via grants frcm the

Department of Labor (CCL) to the State Lmployment Security
Agencies (SESAs). States have no say in the amount they

receive to assure that their UL laws regarding payment of

benefits and collection of revenues are carried out properly.

The Federal Governmeht determines not only the level of

resources to be made available for adm~.nmstering UI and other

activities, it also prescribes the priority that will be

assigned by the States to the various administrative
activities.

o By concentrating control of program administration in the

Federal Goverrment. the current structure:

-- imposes rigidities on the substantive policy spheres
reserved to the Scares;

-- involves unnecessary transfer of funds and authority to

the Federal Gover---ent for responsibilities the States
should control.
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_- provides no framework for the responsive and efficient
programs States could run.

Proposal

o The proposal would place both the resources and
responsibilities for UI and ES administration to the States.
The tax credit against Federal UI taxes for employers who pay
State Ui taxes would be increased to reduce their net Federal
tax liability. At the same time, the standard tax rate the
Federal Government requires States to incorporate in their
State UI tax schedule would be increased so that States could
get receipts to cover administrative as well as benefit costs.
States would be responsible for all revenues associated with
the benefits and administration of their respective programs.

Objectives:

o The objective is to remove those facets of the current
structure that impede administrators from responding to the
demands of the State environment in which they administer the
UI and ES programs.

o The objective will be achieved through putting in a single
place - the State - the authorities for (a) the formulation
and execution of basic program policy (now predominantly a
State role) and (b) the administration of the system
(currently dominated by the Federal Government).

o The proposal would remove the structural obstacles that deny
administrators incentives to improve the systems operation.
Increased efficiency, responsiveness and accountability in the
adainistration of U. and the ES will be achieved throuch a
more rational State/Federal prograr.'4atic and financial
relationship.

Federal Role

o The Federal Goverr-nen: will continue to assure adherence to
the basic principles that must underlie the UI system, and act
as the banker who assures that all funds are safely invested
and provides the ultimate financial backstop to the system.

o Program Framework. The Social Security Act and FUTA define
the principles that shall be present in each State's UI
program. The basic principles to which State UI programs must
adhere are:

-- Coverace. The near universal coverage required by current
law would be maintained;

-- Benefits would be paid timely and properly to individuals
who meet the State's eligibility standards;
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-- Work test would require that those receiving benefits be
able. wlling and actively seeking work:

-- inancino of the State's UI benefits should be through a
revenue measure that establishes a standard rate' of
contribution for all employers and allows variations only
an the basis of an employer's actual experience;

-- Due process to assure a fair and timely hearing for all
parties at interest;

-- interstate transactions would be a.: complished through
cooperative agreement of all the States to process
interstate UI claims and exchange information necessary to
assure program integrity.

The Federal Government will continue to be responsible for
assuring that each State's law conforms to these principles
and that implementation of the State law complies with its
provisions. In the revised system, off-set will be the sole
tool through which conformity will be assured.

Offset' allows employers to take a large credit against their
FUTA liability provided that their State's Ul program is in
conformity with Federal requirements and that the State meets
certain criteria with respect to any outstanding Federal
loans.

o Reports: Reports to the Federal Government would be
stringently reduced to those necessary:

T-- o assure conformity with Federal statute.

For overall UI system operation (e.g., unemployment rates
needed for EB triggers).

-- For national statistical purposes (primarily BLS).

o Federallv-financed pronrams:

-- Income transfers: UI for former Federal employees and
other special programs such as Disaster Unemployment
Assistance or Redwood benefits would ccr:tnue to be
administered by the States but financed by the Federal
Govern:ment.

-- National programs such as Veterans employment services.
statistics for ELS. alien labor certificaticn, etc. would
be financed by reimbursable agreements with the States.

o Fund Manacement. The U.S. Treasury would cc:ntinue t maintain
the system's resources in the unemployment arust Fund to
assure:
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-- Fund security: Maintenance of State-specific balances,
invested in Federal securities., immediately redeemable at
par to meet State-benefit and administrative costs..

-- Fund sufficiency: To provide for interest-bearing loans
to the States when State balances are insufficient to meet
State benefit and administrative costs.

-- Fund accuracy: Proper depositing of funds and charging of
withdrawals, including charges to Federal accounts.

o Extended Benefits: The Federal Government will continue the
EB program. with Federal resources financing half the benefit
costs, as a countercyclic program temporarily providing
benefits of longer duration in high unemployment States.

State Pole

o States would have full authority to determine their UI and ES
administrative resources.-

o To obtain the off-set to the Federal Unemployment Tax
liability for their employers, the States would conform to and
comply with the basic principles enumerated above.

o Any activity not explicitly identified as a Federal function
will be the province of the States, to be pursued or ignored
at their discretion.

Results

o The redefinition of roles will shift to the States authority
for all aspects of the administration of the U! procgrm and
its associated work tests. States will, for the first time,
be able to make in tandem decisions about UI procgrm policy
and the resources to carry out that policy. State benefit and
administrative funds will be interchangeable.

o Recorts renuired fronmthe States will be sharoly reduced.

o States will have full authority as to the delivery of services
- numazer o cfciCes, sta_:_ng, use oz computers, etc.

o State accounts in the Unemployment Trust Fund will receive an
infus :cn o _-nds as amounts in the Federally-controiled
adninistra:ton account not needed to finance remaining Federal
responsibilities will be transferred to the State accounts.

o Because revenues for administration will go into State
accounts in the trust fund, each State will receive interest
cn its administrative amcunts, rather than havinq the interest
cn acministrative revenues credited to the Federally-
controlled administrative account.
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o Loans from the Unemployment Trust Fund, presently 
available to

States which need them to finance benefit costs, would become

available for State administrative expenses as well.

o A State-operated labor exchange would be subject to the same

Federal statutes as for-profit employment agencies. Such

State agencies would not be required to perform additional

Federal enforcement functions.

o Maintenance of a strona State/Federal U! svstem that 
adheres

to the basic orinciples of the current system will 
be assured

by continuaton. with no legislative charn.e of:

-- The basic requirements for coverage etc. specified in the

Federal Unemployment Tax Act.

The Extended Benefit program.

-- Provisions regarding interest on and repayment of 
State

loans from the Unemployment Trust Fund.

-- Interstate claims.

o The proposal will strengthen the system's ability 
to provide

temporarily unemployed workers with short-term income 
support

and to help them get back to work quickly. By restructuring

responsibilities and altering the Ul roles of the State and

Federal Governments, inefficient cross-State subsidies 
will be

eliminated and administrative burdens will be reduced: 
in

turn, this will reduce the system s ccsts ant the overall need

for payroll taxes wiil be reoucec.

Next Stecs

Before full authority and responsibility for State administration

of the State UI and ES programs can be transferred to the States,

a number of detailed issues concerning Federal-State

responsibilities, financial arrangements. and the transition to

the reformed system need to be resolved. The Federal Government

needs the suggestions and reactions of State po icymakers, in

both the executive and legislative branches, in order to develop

a soundly- based proposal that best meets the needs of the States

an. the nation.

An. initial list of questions to be resolved follows. Other

questions will be raised by decision-makers as they review the

initial proposal.
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Issues Requiring Resolution

o What reports will be required? What reports can be
eliminated? What is the most efficient way to collect the
information that still is needed nationally to assure
conformity with basic Ul principles and generate economic
measures of national interest?

o What is the most equitable way to divide up among the States
the administrative balances in the Unemployment Trust Fund
that will not be needed to finance the remaining Federal
administrative responsibilities?

o What functions of national interest should still be financed
by the Federal Government (e.g., statistics for ELS)? What
can be done to assure State assistance in carrying out Federal
responsibilities (e.g., alien labor certification)?

o What is the appropriate timing for a turnover of
administrative authority and responsibility to the States?
(Considerable advance notice of the shift is necessary to
permit States to enact enabling legislation.)
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Tax Rates: Federal Unemployment
Tax Act (FUTA)

After
Before Reform _,

Temporary FUTA ,7>02
to repay

Extended Benefit
Debt

0



Allocation of Federal Unemployment Tax
1985 Current Law

I
Grants and Contracts Balance

to States for Available
Ul and ES for Admin.

Administration In future
recessions

FY 85: $2.473m
S440m

i1

;es

Available to
finance

Extended
Benefits and

repay EB
debt

FY 85:
$714m

Available to repay
Extended Benefit

debt

FY 85:
$S.189m

Permanent Federal Unemployment Tax Temporary Tax

0.6% on first $7.000 of wages paid 0.2%

FY 85: Receipts $3,568m FY 85:,
Interest S170m Receipts $1,189m

A'

Federa
Admin.
Expen5
FY 85:
S1I1m

001-



Flow of Unemployment Tax Dollars

Current Proposed

Employer Employer

federal Tax
Collector (tar
Federal Expenses)

I1
Federal Tax

Collector (for
State Expenses)

Unemployment Trust Fund
Federal Accounts

1'
Extended
Benefits
and
ES Debt

Admin. of
Federal
Programs

Crants to
States for
State UI
and FdS Admin.

State Tax
Collector

I-i-Ii
LkneetploleI't

Trust Fund
State Account

State Ul
Benetits

rederal Tax
Collector (for

rederal Expenses)

State Tax .
Collector tO

1 *St~~~~~~~~.
tUeployment Trust rund UmeWloyment Trut nd

. Federal Accounts State Account

Extended Adan. of
Benefits Federal
and Programs
Fn nfht

State I! Benefits
and

State Ul-ES Admin.
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" 3June 7, 1985 F"h ''

7" HAL PFlICAN

Hll. PtliG'

Helene Nelson I'

Respgnse to President's Propreal to revolve" IC and Job Service to States

You asked Howard Eellman for a draft of a Governor's response to the
president's proposal to devolve Ir and Job Service that was hoth "prompt and
thorough." I think our proposed response (attached) is thorough. I'm sorry
we're not prompt. Put a Governor's response can still be very timely.

Background: asically the federal government nMw assesses an employer payroll
tax, nFir, which is used partly to fund grants to states for 100% of the
operating ousts of the Ilnemployment Insurance (wi) and Fmployment Service (FII)
programs. III funding is given to states based on a complicated formula, built
basically on Ul claims workload in the states. PS funding is an annual grant
based on a formula including civilian labor force and unemployment factors.

The Administration "denolution proposal" would reduce the FIlTA tax by the
amount now supporting Ill and PS qrants, and the grants would be eliminated. A
few national programs would he continued via contracts with states. The
proposal focuses on the Ill program; it would continue hasic national standards
for state U0 programs, loans to states with insolvent )II funds or cash flow
problems, and cost-shlaring for extendel benefits. The paper hardly mentions
the FS program - a serious problem, we think.

We support the /vMeinistration proposal in part, particularly streamlining of
federal involvement in t1r administration. Iowever, we emphasize the need for a
national enploy5rent policy, including national TI1, labor market information,
and Job Service elements. This general approach follows current P5A policy and
probably Q-ill he similar to rost states' views.

Otviously the proposal has a financial impact on states - with some "winners"
end "losers." Florida, for example, received S269 million in Ill/ns grants in
PY 84, but their employers' Fln,,m share for Il/S administration was
$345 million. In contrast, Michigan received $133.5 million and their
employers paid $9C.7 million. Wisconsin is not a clear "loser" or "'inner"
financially; in some years we've received more than we've paid, and vice versa.

our proposed response is based more on policy than financial circumstances. We
believe a national approach is needed to employment and unemployment concerns.
Coincidently, in coming years, we may find that this policy approach serves
Wisoxnsin's financial self-interest, as undesirable competition may develop
among states in terms of employer taxes aid UI/PS program funding.

In addition to stressing the need for a national policy here, we oomment on a
variety of more specific issues that are either unclear, or of concern, to us
in the prcprsal. The federal proposal continues to be fairly general.

I hope our draft response meets your needs,

cc: Icm Krauskopf
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June 7, 1985

Mr. Mitchell F.. Daniels, Jr.
Deputy Assistant to the President
Director, Office of Interqovernmental

Affairs
The White Muise
Washington, D.C. 20500

Mr. John F. Cogan
Associate Director for Ruman Resources,

Veterans and Labor
office of Marngement and Pudoet
c/o Tlhe liite Pouse
Washington, D.C. 20500

mear Messrs. Daniels and Cbgan:

7Thank you for your letter concerning the administration's proposal to transfer

administrative authority for the Unemployment Insurance and Euployment Service

programs to the states. Since the President's fiscal I96 bidget proposal

irdicatrl your intent to develop such a proposal. we have been awaiting further

details with interest.

We support effective and efficient employment service and unemployment

insurance program<s. We agree that greater state flexibility, and

administrative and financing system improvements are needed in both programs.

We are pleased to cooperate in developing proposals to this end.

Generally we agree with the objectives stated in your proposal, and certainly

we concur that states are fully capahle of administering these programs in an

effective and efficient manner. Rseever, I want to emphasize my support for

the erployment security policy of the National Governor's Association which

indicmtes tlhat:
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Certain fundamental principles which underlie an employment security system

should be built into a national employment policy. . . including the

availability of a free and accessible labor exchange to match needs of

jobseekers and em~ployers, a system of unemployment insurance, and adequate

employment-related information (labor market information).

Some federal role should be continued in both the ITT and FS programs because

unemployment and employment are national concerns and deserve a national

response. Further, the UI and FM programs should work together, and with other

nationally-funded and directed employment and training programs.

Y5our proposal appropriately recognizes the need for a federal role in the UI

program. While many essential features of the federal role need to be

specified further, the general approach you seem to be taking appears sound.

Hoc'e;'er, we are qreatly concerned about the absence of substantive discussion

of the labor exchange or employment service function in your proposal. We

believe some minimal federal direction is required to assure continuation of a

national labor exchange system.

A main feature of your proposal is to reduce federal F1flA taxes and eliminate

grants to the states for admrinistration of both the UT and FS programs. We

believe needed az!.-inistrative simplification, and changes in state-federal

roles, to improve the efficiency and effectiveness of the programs can be

achieved without such a concomitant shift of full financial responsibility to

stales. We question whether the national role which is needed in both progrars

can re effective without sone financial participation in administration. CO-

the other hand, we agree some greater flexibility alA financial responsibility
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can be appropriately given to the states. Wle specifically support substantial

streamlining of federal involvement in IIl program administration ard

administrative financing.

Let me comment more fully on F.S, tII, and general funding concerns.

F-s Program Matters

We believe a stronger, anl clearer, federal role definition is needed before

states can provide a more meaningful response to your proposal and sone of the

particular questions yn raise. A federal requirement to maintain a national

labor exchance system is a minimum element of the federal role, in our opinion.

We think that the current federal program requirements for the Fmployment

Service are, by and large, reasonable. The Job Traininq Partnership Act

ariendmcnts to the Wagier-Peyser Act have already transferred substantial

authority to states to (lesigEz aly3 manage the labor exchange function, in

o~ordination with other employment and training programs and local elected

officials and private industry councils. Wisconsin and many other states have

begun to exercise this now a-) greater resprnsibility for the FS program in ar.

effective manner.

The key problem facing the Fs program is inadeouate funding, not burdensome

federal direction. Since a surplus exists in the employment security fund

(whidi is earmarked4 F1TA taxes for FE and IlI administration), ample federal

funding for Fs is the single most important way that the labor exchange

function could be improvedI.
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We realize that under your reform propmsal, states would be responsible to make

decisions about needed fa-nding, and I would support adequate funding for a

Wisconsin labor exchange if the proposal is enacted. Put since I believe a

national labor exchanqe is needed, I prefer continuation of national funding.

Whether or not federal grants from M 'rA taxes are maintained for FS, or FUPA

tax authority is "transferred to the states" as you propose, we are concerned

that your proposal is not clear on whether the administration is supportive of

a minimum and consistent national labor exchanqe function. Beyond this very

basic question, more specific program questions may be pertinent, for example:

What specific expectations will continue for a IIl work test and its

administration? R-x will national employment programs such as the veterans

employment service 1, maintained on a consistent basis in terms of the program

delivery system and basic administrative provisions? While a national

Fnploymont Service organizatino isn't necessarily the only way to carry out

these functions, the existina structure has performed well in these areas.

We also supxprt an effective natiomil labor market information program. We are

concerned that standard job and industry classifications and a standard

statistical approach be maintained, with adequate funding for data collection

and dissemination.

unemployment Ins.L'-ance Matters

WhiIe FS program management has already been considerably "devolved" to states

under the Job Training Partnership Act, we agree that federal involvement in

detailed administration of the UI program is excessive and shou2d be reduced.

Ve note that the I'ational Governor's Association policy statement focuses on

the need for grcater adrinistrative flexibility and reform within the UI

program.
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We support your view that a basic national framework for Ul program policy

and administration must be maintained. We surport Continuation of the basic

national program standards listed in your paper, and of the TIS Treasury role as

the ultimate financial backstop to the system.

We strongly agree that the federal financing role should include specific

assurances that:

A) Federal loans will continue to he available to states on short-term notice

in unlimited amounts.

B) The current provisions for interest-free cash flow loans, and provisions

for determining interest on other loans, will be maintained.

C) Federal financing for one-half of extended benefits, and in recessions full

finrrncinq of supplemental benefits, will continue to be availalie when such

programs are Justified by high unemployment levels.

We also would like to see consideration of an option for states to manage their

own ir funds, within federal standards. we think that this is consistent with

the "devolve.ont" arproadc.

We would like to see fuller definition of the federal role in policy and

"conformity" concerns. W-hile we infer that current federal standards for Ul

would he approximately maintained, the proposal severely limits federal ability

to assure these standards are met. we would like to see more information about

how national standards would he set, and probably more importantly, enforced,
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without some federal funding incentives/disincentives to stimulate compliance.

Do you envision changes in current standards? To you believe that "offset"

alone will be an effective enforcement tool? aPe ouestion whether withdrawal of

the FTrA credit for a particular states' employers is a practical tool for

ongoing federal enforcement, except in the most drastic circumstances.

Whaf about new program mandates and funding for them? As one example, recently

Congress mandated states to implement wage reporting systems for purposes of

checking on potential fraud and abuse in UJ, public assistance, and related

programs. Most states no use such a system as the basis for UI

administration, hut Wisconsin and a number of other states will need to

set up a major new: system to comply with the federal mandate. Federal funding

to implement tbis mandate -- and other federal requirements which may be

imposed - is essential.

General rinancinq Ccncerns

Beyond the questions about how national program objectives would be achieved

and standards enforced without soce federal financial participation, we believe

nore attention shruld be given to problems of individual states or regions with

relatively high unemployment end the extra burden placed on the III system

nationwide in times of recession. While your proposal indicates extended or

supplemental benefits will continue with partial or full federal funding in

such circumstances, federal fLnding for all or some of the administrative costs

at these times is egially appropriate.

We also have a n=-]hr of questions about how federal and state FI TA taxes would

be ad.ministered as+- disbursed under your proposal. Wbuld federal legislation
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require that state RYM taxes be used for administration of the tC and/or FS

programs? Would a single FrTA tax ollector be more desirable than the two

suggested in the paper? Would national RMTA-financed accounts provide

administrative funding for national programs administered by states? Would it

adequately over state costs? the proposal dos not address Reed Act funds.

What would be the disposition of those funds?

Response to Specific Ouesticns

Let me ommuent briefly an the specific issues you cited as requiring

resolution. First, we think reporting requirements should be designed

following a clarification of federal and state roles and basic program goals.

Specific reporting requirements should assess compliance or progress towards

compliance with mutually agreed upon goals or objectives. Second, regarding

the distribution of administrative balances in the Trust Fund account, we favor

distribution amrag the states in the same proportion as R1TA payrolls relate to

the total account. Third, national interest programs such as BLS statistics,

federal unemployment insurance and interstate activities for both Unemployment

Insurance arid the FEployment Service should be financed by federal funds. As

to state assistance in carrying out federal programs, it should be required

only to the extent that such programs bear their actual share of administrative

costs.

Fourth and finally, we believe calendar year 19B8 is the earliest possible

date that a change of this magnitude could be designed, enacted, and

implemented. We would prefer more time, since we anticipate substantial

consideration will need to be given to authorizing legislation both in the

Congress and in our state Legislature. We also suggest that a carefully

designed transition process is needed.
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Again, thank you for your letter and the opportunity to Comnent. We realize

and appreciate that this is a preliminary proposal, designed to raise as many

questions as it answers. We hope our comments, and our questions, are useful

in that context. We will appreciate further opportunities for review and

discussion as proposals are developed further.

Sincere]y,

Anthony S. Farl
Governor

cc: Karen Glass
National Governors Association

William Brock, Secretary
U.S. Department of Labor

Steve Singer, Pegional Director
FEployment & Training Administrtion

Hacard S. Bellman, Secretarv
Department of Industry, labor & Puman Pelations
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State of Wisconsin
Report to the Governor on the

Job Training Partnership Act
Fiscal Year 1984 (October 1, 1983 - June 30, 1984)

- I

,-,q%

The State Job Training Coordinating Council
Governor's Employment and Training Office
December, 1984

7,-.--�77. - .. �� - -
:�- , ., k,,�- �V-�:
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STATE JOB TRAINING COORDINATING COUNCIL
DANIEL JAROSIK, CHAIRPERSON
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Private Business
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Gene Boyer
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Jonathan Etary
Dane County Executtve
Dorothy Johnson
Mayor
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Secretany
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Spencer Cons
State Representative
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James Flynn
Lieutenant Governor and Secretary
Department of Development
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Community Development

Rnance Authority
Herbert Grover
State Supenntendent of Schools
Department of Public Instruction
Unda Relsit
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Department of Health and

Soc-al Services

Robert Sorensen
Direcor
Wisconsin Board of Vocational,

Technical and Adult Education
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Daniel Jarosik
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Vocational Education
Tom Lonsdort
American Federation of

State, County and
Municipal Employes

Jack Itehl
Wisconsin State AFL-CIO
Tom Stuick
School Supenntendent
Merill Public Schools
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s k State of Wisconsin \ EXECUTIVE OFFICE OF THE GOVERNOR

A.,hOnv S E.,l Gomor. EnplOye.ot Ad Training Offic

GOVERNOR P.O. Bo. 7972

MADISON, WISCONSIN 53707

December 18, 1984
E1l1, O0Brien Sdna..

EBcti. Director

The Honorable Anthony S. Earl
Governor, State of Wisconsin
115 E. Capitol
Madison, WI 53702

Dear Governor Earl:

On behalf of the State Job Training Coordinating Council, I am pleased to transmit to
you the first Annual Report to the Governor under the Job Training Partnership Act.

The Report summarizes program performance during the initial nine-month transition
period. During this time, we have been building a new service delivery structure in
Wisconsin - one that enhances partnerships between private industry and
government and between state and local government. At the same time, we have
provided almost 25,000 Wisconsin citizens with training opportunities, including a
totally new program for the increasing number of workers dislocated by changes in our
economy.

The federal JTPA legislation mandated a new employment and training structure that
is driven by a Governor's policy and by quantified performance measures. The State
Job Training Coordinating Council has used both tools to shape programs that
promote excellence and cost-effectiveness as well as emphasize service to the most in
need.

We are pleased with our performance during the transition period and believe that we
are well on our way to building an effective employment and training program in
Wisconsin.

Sincerely,

b-a7il JarsikChairerso

(Daliiel Jarosik, Chairperson (

GETO 1007 i7/841
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State of Wisconsin
Report to the Governor on the
Job Training Partnership Act
Fiscal Year 1984 (October 1, 1983 - June 30, 1984)

This is the first Annual Report to the Governor of accomplishments under
the Job Training Partnership Act (JTPA) P.L. 97-300. The report describes
Wisconsin's administrative and policy structure and summarizes statewide
performance during the transition, or first, program period.

The State Job Training Coordinating Council
Daniel J. Jarosik, Chair

Governor's Employment and Training Office
Ellen O'Brien Saunders, Executive Director

December, 1984
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EXECUTIVE SUMMARY

Dunng the Transition Period, there was extensive policy and Progress has been made in achieving a number of the Gov-

program development at the same time that nearly 25,000 emor's Employment and Training Policy objectives. Of note

Wisconsin residents received services under new JTPA is the high percentage of individuals receiving nonJTPA fi-

programs. nancial assistance among those selected for JTPA enroll-

At the state level, implementation of the Job Training Part- ment. This coordination of services among programs

nership Act (JTPA) included: reduces duplication and promotes better service delivery to

* Establishment of a new 32-member State Job Training program particpants.

Coordinating Couneal; There have been other accomplishments as well. Perhaps
the most important achievements in this regard have been

* Designation of seventeen Service Delivery Area (SDAs), in the area of partnership building -between the public

including ten with new boundaries; and private sector and between local government and Pri-

* Approval of seventeen Private Industry Councils; vate Industry Councils. An example of these partnerships is

well captured in statements in the Northeastem SDA's An-
P Establishment of l a Goevernorlicy and planning directivesd nual Report In the Annual Report for that area, Mr. Gordon

Wcldund, Vice President of Employee Relations for the

* Development of fiscal, audit and programmatic oversight Marinette Marine Corporation and Chairman of the North-

capability, eastern PIC, states:

* Development and implementation of a statewide auto- 'I am peronally encouraged by the already strong

mated fiscal and participant management information partnership which has been formed between county

system; government business and industry, JTPA program

* Design and implementation of new statewide programs operators and service deliverers, and the Frivate In-

for dislocated workers, older individuals and educational dustry Council This spirit ofcooperation accounts for

coordination; and much of our achievement to date, and w4il, I believe,
be the foundation for another exceptionaljwar.

* Preliminary efforts to build a comprehensive, coordinated
labor market information system. In the same report, Wr. Oscar Tachick, Oconto County

Board Chairman and the Northeastern SDA Chief Elected
Although Wisconsin expenenced some of the problems Offi cial, notes:
common during the implementation of new programs, pro-

gram performance dunng the Transition Period was very "What you will not find, however, are some of the less

good. On an aggregate basis, the SDAs met or exceeded all tangible but equally significant products which have

seven Department of Labor performance standards. Ninety comeoutof Fscal Year 1984. The statistics exempify,

percent of the terrninees were placed into unsubsidized em- in my view, what the true meaning of '"artnership"is

ployment in the dislocated worker and older individual all about In May of 1984, when the firvate Industry

programs. Council was created, we took care that mutual trust

The SDAs, on an aggregate basis, served minonties, the and cooperation were the beginning points of our

handicapped, dropouts, AFDC recipients and public assis- joint relationship. We have a great deal of confidence

tance recipients at adequate to excellent levels. Enrollment in the expertise andjudgment of the Council, and the

of older individuals and women was lower than desired. The Council has proven willing to consider our point of

level and quality of service to these two groups are major view on various issues Together, all of these assets

policy concems. Efforts will be made during Program Year have enabled us to address the mission of the Job

1984 to improve the present performance. Training Partnership Act. . ."

iv
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INTRODUCTION

JTPAs purpose is -_ to prepare youth and unslilled adults
for entry into the labor force and to afford job training to

those economically disadvantaged individuals and other in-
dividuals facing serious barriers to employment."

The Job Training Partnership Act -
New Directions

The Act differs from previous employment and training leg-

islation in some key areas:

* A majr shift to the Govemnor of responsibility for plan-

ning. management and evaluation.

s The creation of a partnership between the private sec-
tor and local elected officials to design and administer
programs.

* The design of a performance driven system with an em-
phasis on placement into jobs.

* A more intensive focus on training with reduced re-

sources for administration and participant support
services.

* An increased emphasis on coordination among all seg
ments of the employment and training community.

Wisconsin's JTPA Administrative Structure

1. The State Job Training Coordinating Council (SJTCC)

Wisconsin has a thirty-two member SJTCC to plan. co-

ordinate and monitor all employment and training pmo
grams in the State. Its primary responsibility has been to
advise the Govemor on issues of broad policy signifi-
cance with an emphasis. during the Transition Period,
on JTPA implementation. Wisconsin's JTPA policies
closely minror the Council's recommendations to the

Govemor.

Wisconsin's State Council includes representatives of
those sectors most necessary for an active. effective em-

ployment and training system. The membership (See
the front cover) includes:

* Eleven private sector representatives

* seven state government representatives

* seven local government representatives. and

* seven representatives of the general public and in-

terested agencies.

The Council has four committees: Executive, Planning.

Coordination and Oversight. The SJTCC was officially
created on January 19. 1983. and had its first meeting
Februaty 25. 1983. From February, 1983. to the end of
the Transition Period (June30. 1984), the Council met
13 times with Committees meeting as frequently

Wisconsdn has a thirty-two member Council
JTPA policies closely mirror the Council's

recommendations.

2. The Governor's Employment and Training Office
(GETO)

The Governor's Employment and Training Office was
originally created by Executive Order in the early 1970's

to coordinate federal and state employment and train-
ing programs. In antiopation of the expanded Gover-
nor's role under JTPA GETO was assigned full depart-
ment status within State government effective July 1,
1983.

Immediately prior to and during the Transition Period,
GETO expanded in size and responsibility. In that time,
GETO concluded two complete planning Codes, each
of which included: the preparation of a iovemor's Co-
ordination and Special Serices Plan, guidelines for the
local Job Training Plans (and plan review and ap-
proval). and policies in a large number of areas (dis-
cussed below).

As a part of GETO's development, a comprehensive set

of administrative procedures have been developed, a
fiscal and audit capacity was created, and a statewide
automated management information system was de-

signed and implemented.

GETO's responsibility has Increased under
JTPA. Two complete planning cycles were
completed prior to and during the Transition
Period.

In early June. 1984, the Governor directed that
GETO's role be subsumed by a newly created employ-
ment and training division within the Department of In-
dustry. Labor and Human Relations (DIL-HR). The
Govemor subsequently approved a reorganization plan
for DILHR which will include GETO's functions in the
newly defned division, the Division of Employment and
Training Policy. Implementation will occur in steps and
is expected to be completed (with State Legislative ap-

proval) by July 1. 1985.

I
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In the next year. GETO and Its functions will be
assumed by a new employment and training di-
vision In DiEJI

3. Private Industry Counils (PICs) and Service Delivery
Areas (SDAs)

One of the first acts of the SJTCC was to recommend
to the Governor local Service Delivery Areas. Seven
teen Service Delivery Areas (see Figure I -An SDA

map of the State) were established and local Private In-
dustry Councils were quickly certified and appointed.

The change from Prime Sponsors under the Compre-
hensive Employment and Training Act to SDAs (ten of
which are newly defined areas) under JTPA was a
smooth process

Wisconsin has 17 SDAs. Ten of these are areas
with new boundaries.

Service Delivery Areas
Job Training Partnership Act

2
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POLICY DIRECTIONS DURING THE
TRANSITION PERIOD

The Governor's Employment and
Training Policy
Wisconsin's Employment and Training Policy established a
policy framework for state and local JTPA programs. This
Policy, which follows, is a central component of the JfPA
program in Wisconsin.

Policy for Dislocated Worker and Set-Aside
Programs
1. The Dislocated Worker Program

Tile Ill of JTPA provides resources to enable the Gov-
eror to provide services to workers who have lost, or
soon will lose, their jobs because of major changes in a
local labor market the dosing of a major plant, techno-
logical change, etc. Wisconsin's program, called the
Wisconsin Reemployment Program, was designed to
be responsive, experimental and innovative in order to
determine what service options will be most effective in
assisting these individuals.

Planning for the 1983 program was conducted by an
interagency committee including GEITO, the Depart-
ment of Development (DOD), the Department of In-
dustry, Labor and Human Relations (DILHR), and the
Wisconsin Board of Vocational, Technical and Adult

Education (WBVTAE).

An initial plan designated five areas of the state as target
sites for model dislocated worker programs.

Planning for the Wisconsin Reemployment
Program was conducted by an Interagency
committee,

Wisconsin also obtained two Discretionary Grants from
the Department of Labor. Both projects are in northern
Wisconsin - in Douglas and Marinette counties.

2. The Older Individual (3%l Program

This program, administered by the Office on Aging in
the Department of Health and Social Services, had two
goals. a) assisting eligible older individuals to obtain em-

piyment and b) identfying successful program models
for training and placing older individuals.

During the Transition Period, five projects (funded
through a request for proposals), focused on job search
skill development, on-the-job training and placement A
portion of the funds was used by the Department of
Health and Social Services for further study of training
options for older individuals and to administer the five
projects.

3. The Education Coordination and Grants 18%)
Program

The Education Coordination and Grants program is in-
tended to provide education/training services to eco-
nomicaly disadvantaged and other high-need groups
and to facilitate coordination among the Department of
Public lostiction (DPI), the Wisconsin Board of Voca-
tional, Technical and Adult Education iWBVTAE), and
other state and local service providers.

The Education Coordination and Grants funds have
been distributed equally between WBV'rAE and DPI,
who jointly developed a program plan. Activities
funded include: joint state and local planning (indud-
ing agreements between the SDAs and the State Edu-
cation Agencies), technical assistance, model services,
and service to groups in need as identified in the Gover-
nor's objectives.

In addition, the Education Coordination and Grants
program operates within the context of a state statutory
requirement which targets 50% of those funds to eligi-
ble youth, aged 14-21, who are at least one academic
year behind their age group or have dropped out of
school.

The Wisconsin Legislature targeted 50% of the
Education Coordination and Grants funds to
school dropouts or those who are at least one
academic year behind their age group.

Wagner-Peyser Program Coordination

The Act mandates joint planning between JTPA and Wag-
ner-Peyser programs. This process started late in both pro-
grams' planning cycles. There was a consensus among the
Job Service, PICs, elected officials and the service delivery
areas that improvements in joint planning were necessary.
improvements occurred and the 17 PICs and chief elected
officials certified that joint planning had occurred. In addi-
tion, the SJTCC did review and comment on the Wagner-
Peyser Plan, identified barriers to coordination, and recom-
mended that the Job Service place added emphasis on the
provision of Labor market information. The Wagner-Peyser
set-aside (10%) funds were directed towards supplying com-
prehensive labor market and occupational information and
to providing JTPA eligible special need target groups with
labor exchange services. These accomplishments are
viewed as first steps in improving coordination at both the
state and local levels between JTPA and Wagner-Peyser
programs. Two notable accomplishments during the Transi-
tion Period were the reorientation of planning cydes and
the realignment of a number of Job Service Distiicts with
SDA areas.

57-425 0-86-8
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THE GOVERNOR'S EMPLOYMENT AND TRAINING POLICY
FOR FY '84 - THE TRANSITION PERIOD

A. Goal
It is the State's employment and training policy to promote the fullest use of Wisconsin's human resource through training and
retraining of the State saworce and those who will enter the worifonce and to (thereby) strengthen Wisconsin's economy by
timprsing the state's commerce and industry. Recognirng that, within the fnamework of the state plain, there is opportunity for unique
implementation relative to the characteristics of indisidual local SDAs, emphasis will be placed upon appropriate job training directed
at growth occupations and upon adeouate support for those members of the wodkforce and potential workforce who are unable to
beeit from traditional private and public sector tiaintng without additionai assistance.

B. Objectives
1. Prowide fair allocation of resources to reach the most economically disadvantaged who face baniers to employnenr
2. Achieve measurabile results to improve the economic status and marfietable skills of special groups which may include the

following
at rsis youth induding dropouts and potential dropouts; smile heads of households
women and minones handicapped

* pubIc assistance recipients offenders and en-offenders
teenage mothers refugees
older worfiers - dislocated -krfiers

* displaced homemakrers others
3. Pnomote training and retraining programs in curent and projected demand occupations to enhance empiosyment and reduce

unemployment through multiple and innovative approaches
4. Matidrie the effective use of J17PA funds for tralinig purposes by identifying and using other resources fur the costs of

supportive services induding inancial assistance.
S. Coordinate with sale and local economic derelopment planning eoria to Integrate traising, job development and

placement activities with economic development resulting in the placement of JTPA enrolees into nsubsidized jobs.
6. Establish a dient-onented case management system fur the participant population which will meet their needs and enroll them in

a progressive series of training activites as deemed necessary for placement into pennanent employment.
7. Develop and maintain a uniform statewide management informatton system and a Lahor Mariket Informatiot system that meets

the planning management and reporting needs of the sersice delivery areas and the state by enuinng adequate gathering
storing, retrieval and dissemination of relevant information in standardized terms.

8. Develop statelocan partnerships through participation and involvement of the private and public sector including governmental
and educational agencies and conmuanity-based organizations, for planning as well as for training and placing woralers in cuenmt
and projected demand occupations In carying out this partnership, attempts should be made to conserve resources, utize
sevice delivery agencies of demonstrated effectiveness and avoid duplication of services by maaimum coordination of misting
resources and allowing for the use of altemative resources or facilities when it is deemed to be more effective.

9. Ptowide equity of serskes to women and minorities to promote reducion of occupational segregation sod earing differentials,
including training for both sexes in nontraditional job and preempioyment skill development of new labor force entrants.

C. Coordinatlon Crilbrla
1. The Job Training Partnership Act administrators at the SDA level shall work collabordtivefy with local educational and nocational

agencies, social/human senice deparitments, youth counci or commissions, coimunitibased organsotions and prvate
business to develop recommendations on basic isills and work readiness competecies for participants, induding high risk JTPA
eikjble youth to promote their successful entry into the laber market.

2. The Vocationali Technical and Adult Education Systemn, Local Educational Agencies, and Community-Based Organizations
appligng for funds under the Act shall collaborate in the development and proision of sernices where practicable.

3. AM recipients of Job Training Partnershp Act funds shal solicit support services from state and local human resource agencies.
and these agencies shall strive to make these services available to eligible Job Training Partnership Act enrollees.

4. The Job Training Partnership Act resources shall be applied compatibly with state and local economic development planning.
S. Agencies at the state as soll as loca level should identify labor market information needs and pool resources available for ab.r

mariet and occupational ifnromation purposes to proide an improved fabor marktet information system to all employment and
training related agences.

6. State and local government agencies and the Job Training Partnership Act administrative agencies shall work to reduce
duplication of efforts and provide cost effective and linked services.

7. The appropriate PIC and chiel elected offcial(s) in a sevce delivery area shall develop jointly with the local employment service
those components of the ES plan applicable to such area, nduding integration, cost effectiveness, and complimentary servces.
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During the Transition Period, the Job Service

aligned Its planning cycle vith JTPAs, and a

number of Job Service districts were aligned
utth SDA boundaries.

Performance Standards and Performance
16icentives/Technical Assistance (6%)

The seven Department of Labor required performance

measures were used as the basis for eoamining perform-
ance. The Department of Labor's regression model meth-

odology was used to identify initial and end-of program per-

formance standards for each Service Delivery Area and
each statewide program.

Transition Period program performance will be reviewed to

determine areas where technical assistance is needed. No
rewards or sanctions will be based on Transition Period
performance.

During the Transition Period, Perfomnance Incentives/
Technical Assistance funds were used for system develop-

ment including the operation of a comprehensive manage-
ment assistance and training program, provision of direct

GEiTO staff assistance in fiscal and program areas, establish-
ment of a statewide automated management information
system and the funding of a number of statewide planning

and coordination grants. These grants to the Wisconsin

Counties Association, the Wisconsin Association of Manu-

facturers and Commerce. and the Wisconsin Community

Organization Resource network supported efforts of these
organizations to educate their merribers about JTPA during

the Transition Period.

Diurng the Transition Period. Perfonnance In-

centilves/Technical Assistance funds were
used for technical assistance and system
development

Labor Market Information Coordination

Executive Order #4 provided the Goveror's Etmploymtent
and Training Office (GEiO) with responsibility for the

State's Occupational Information Coordinating Committee
(SOICC). The Govemor and the Chairperson of the State
Job Training Coordinatng Council then created a Labor

Market Information Task Force to "develop a plan for a
comprehensive labor market information system for Wis-
consin that would indude measurable goals in defining spe-

cfic programs and in establishing linkages between parficl-

patng agendes." Several of the recommendations of this

Task Force have been incorporated Into the DiLHR 1985-
87 State Biennial Budget request

The Governor created a Labor Market Informs-
tion Task Force to improve the production and

coordinate the use of labor market
Information.

5
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JTPA RESOURCES AVAILABLE IN WISCONSIN
October 1, 1983 -June 30,1984

TABLE I

ALLOCATION OF JTPA FUNDS

Federal Sham.
Titlt 11 -Tralning Servles efhr tha Dlisadntaged
1. SDA Adult and Youth Programs

a. Regular Adult/Youth
(78% of Title IIA) $24.892.549'

b. Summer Youth
(100% of Title 118) $1 5 .7 10 ,10 8 '

2. State-Administered Funds (22% of Title IIA) $ 6,442,695
a. Older Individuals (3%) $ 854,823
b. Educational Coordination (8%) $ 2.279.527
c. Incentive Grants/Tech. Assistance (6%) S 1,709,645
d. Adminbstration/Coordination (5%) $ 1,598700'

Tittle II -Dttlacad Worker Pregrama S 4.656,822
1. FY '83 S 2.125,542
2. FY '84 S 1.844,966
3. DOL Secretary's Discretionary $ 686,314

Total Federal Share 691,702174

Requrd Sthat Match

Title U -Educational Coordination (8%) S 1,823.622

Ttte Ist -Dislocated Worker $ 1.844.444
1 FY '83 S 368,471
2. FY '84 S 1,475,973

Stale Share $ 3,t68,06t

Includes S680.000 that DOL provided for PIC planning grants
Total for the summer of 1984 (May 1. 1984-September 30. 1984) cuts across two JTPA program periods.
Includes a small amount o0 money for technical assistance and for SOICC functiorts

FIGURE 2 FIGURE 3
The Distribution of The Distribution of Title iII
JTPA FY '84 Funds and Set Aside Funds

Idividual
77%

SDA Title ITiIeIII/ Title IlA / STATE \/ sel Edctoa\
SDA / SET-ASID~E Ti\ Il Eooducational

COMPREHENSIVE PROGRAMS DISLOCATED C naon
SERVICES 15.9% WORKERS

61 3% Ti 42%
/ \ DSLOCATED // Incentivesr

WORKERS Technical
\/Title I\11.5% Assistance

\ / SUMMER \ / \ /Governor's 104%
\ / YOUTH y \ /AdministratiO

Figure 2displays the percent distributionof Federal JTPA tunds that were allocated to Wisconsin. Figure
3 provides a more detailed breakout of the shaded area (the State set-aside and dislocated worker
programs).
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SUMMARY OF TRANSITION PERIOD PROGRAM
PERFORMANCE

Service Delivery Area (SDA) Expenditures
and Program Outcomes (Title IIA)

1. Summary of Particpants Served and Dollars

Expended

Wisconsin's seventeen SDAs enrolled 18,406 persons

at a cost of $28.6 million for the first nine months of the
JTPA program in Wisconsin. Of these, 9,879 (53.7%)
were adults (22-69 years old) and 8,527 (46.3%) were
youths (14-21 years old).

The SDAs as a whole expended 82% of what they

budgeted for the Transition Period. However, the rate
of budgeted expenditures was uneven. Program size (as

represented by financial resource availability), rather
than prior existence as an employment and training
program, appears to have had an impact on the SDAs'
ability to get a full program in operation (Figure 4).

Only three of the ten SDAswith allocations under $12
million were able to spend more than 72% of their allo-

cation. Only one of the SDAs with an allocation over

$1.2 million spent significantly under 80% of its

allocation.

AgmailSDA'aailocatlon lerel (underS1.2 ni-
ion) appears to have had an adverse inpact on
its ability to get a full program In oPeration
during the Transition Period.

Most SDAs were able to keep within their administrative
and participant support expenditure limits. Three SDAs

(all with a low rate of overall expenditures) spent more

than the allowable 15% on administration. It appears
likely that full program operation will eliminate the ad-

ministrative and participant support overexpenditure
problems in the future.

The 40% youth program expenditure requirement
(Section 203(b)(1)) was more of a problem during the
Transition Period. Six SDAs failed to expend at the re-
quired rate. The youth expenditure rate, however, does

not appear to be related to the total rate of program
expenditures.

FIGURE 4
Use of Program Expenditures by SDA

For IIA (78% money) Transition Period

"Former CETA
Prime Sponsor Areas

Percent ot Punds

2- ; Etpended

SERVICE DELIVERY AREAS
18. Milwaukee County
9. Northwest WI
3. Southeastern WI

12. Waukesha-Ozaukee-Washington
11. West Central WI
14. Northeastern WI
16. Western WI
8. Dane County
5. South Central WI

17. Lake Michigan
2. Winne-Fond Lake
4. Northern Lake Winnebago
7. Rock County

10. Central WI
15. Southwestern WI
6. Marathon County

13 North Central WI

SDA Number
= Support M Training M Unused

7

-ia

C

= Admin
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2 Program Outcomes

a. Performance Standards Accomplishments

Table 2 reveals that Wisconsin's SDAs did well in
meeting their performance standards during the
Transition Period.

On an aggregate basis, the State's SDA pro-
grams met or exceeded all sevn Department
of Labor performance standards dwtng the

Transition Period.

TABLE 2

WISCONSIN TRANSITION PERIOD PERFORMANCE (TITLE IIA)
ON PERFORMANCE STANDARDS

Pertormance Measure

Adult

Entered Employment Rate (%)
Cost per Entered Employment (5)
Average Wage at Placement (S/hr)
Welfare Entered Employment Rate (%)

Youth

Entered Employment Rate 1%)
Positive Termination Rate f%)2
Cost per Positive Termination(S$)

Standards Exceeded (E) 5

Standards Met (M) 2

Standards Not Met (NM) 0

Adjusted Aceaptable
Actal Performance Performance

Performance Standard Range

6s
2,541
4.63

57

57
71

2,627

46
6,270

4.69
35

40
73

3,815

RIti'n

43-50 E
5,470-7,070 E

4.53-4.86 M
32-37 E

32-48 E
70-76 t

3,121-4,510 E

z Based on state-modified definitions of performance.

not directly comparable to Federal definitions of

performance.
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Table 3 shows the performance of each SDA for the seven An important statewide objective during the PY '84 period

DOL performance standards The SDAs had some difficulty vill be to facilitate the quick development and implementa-

in meeting two interrelated youth standards -positive ter ton of PiC-recognized youth employment competency

mination rate and cost per positive tenmination. The likey systems

reason for this problem is that the youth positive termina- Within overall good program performance,

don rate is intended to include those youths who terminate youth positive terminatlon performance

who attained PIC-recognized youth employment compe- presented the greateat problem for SDAs. This

tenoies. Few PICs had recognized youth competencies and, performsasnce should Improve, however, when

thus. SDAs had lower youth positive termination rates and PIC-approved youth employment competen-
des are establishted by all 8DM.G

concomitantly higher costs for positive terminations.

TABLE 3

SDA PERFORMANCE STANDARDS ACHIEVEMENT (TITLE IIA) DURING THE TRANSITION

PERIOD (PERFORMANCE STANDARDS DEFINED WITH TOLERANCE LIMITS)

Adtit Cast per Average Wets, Yeuth Yastt Ystth Cat

Enbtred Entered wag. Al Entered Esseend P-stive P.r Pei

Bernie. Detlina1 Erpisysed Eepteyern1 PIt-e.tM Empisat Empisytant T.rtiatltne Taleaist I N e oe

Area Rate I%) (S) (S/he) Rats(%) RC(%) Rat (%)' (S)' Iss..dad d at M at

2 WINNE-FOND E E M E Ei NMW M 4 2 1

3SOUTHEASTERN E E E E M' NMi E 5 1 1

4N. WINNEBAGO E E E E E E NM * O 1

5 SOUTH CENTRAL E E E E E M NM 5 1 1

6 MARATHON CTY E E NM E M M E 4 2 1

7ROCK CTY E E M E E M E 5 2 0

.DANE CTY E E E E E E M I 1

9 NORTHWEST E E E E M' NM' NM 4 1 2

1t CENTRAL E E M E E E E 6 2 0

1. WEST CENTRAL E E M E E M E 5 2 t

12 Wow E E E E E M E 5 1 0

13 NORTH CENTRAL E E M E M NM NM 2 2 2

14.NORTHEASTERN E E M E E M E 5 2 0

it SOUTHWESTERN E E E E E NM M 5 I 1

18 WESTERN E E M E E NM M 4 2

17. LAKE MICHIGAN E E E E E E E 7 5 O

18 MILWAUKEE CTY E E M E E E M 5 2 0

STATEWIDE E E M E E M E 5 2 0

E Exceeded partormance .tandard 'Based on stalt-mediied de1initl-ns af pertrmaece net directly cam-

NM Did at meet pertormance standard parablh Id Federal definitians or pertor0ance

M Met per-ormance standard tPertormance on each at thess standards i. higher (with aii ratings ei-

the, meeting ar enceeding the etandard) than what Ia recardd in the

table The lower ratings are a rault at incorrect reporting in three

SDAs. The problems were ditc--erd char the suhmitti .o the Fed-

rI JTPA Anna Status R epor end hs not heen changed i rder M

maitain con..isteney with that Report

9
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b. Patterns of Adult Placement Wages and Wage
Gains/Losses

Have JTPA participants improved their economic
status? The following table on placement rates,
wages, and wage gains/losses lists information on
most of the groups mentioned in the Governor's
Policy.

TABLE 4

WISCONSIN TRANSITION PERIOD SDA ADULT PROGRAM
PLACEMENT RATES. WAGES AND WAGE GAINSILOSSES

All Adult.
Females3
Males
Minoritie
Whites
Older Individuals (s5+)
Handicapped
Dropouts
AFDC/WEOP
Public Assistance
Oeenders
Displaced Hfomeniers
Single Heads of

Households
Teenaged Parents

N.A. = Not Availabls

Ras, M
Wbiish A.s.s e Wsgs 0.1.

T.mbs N"-IV iA. bi,
ass Wqe d Pllcipeels

110stiesses Plosesn-sea PbCed'

66. % S4.9s S-16
64.5 4.31 + It
66.0 S.27 -.37
54.2 4.33 N.A.
5S 4.432 N.A.
6.0 4.78 -.63
66.4 4.43 +.OS
61.6 4.48 -.39
57.2 4.74 12
58.3 4.67 21
60.8 4.55 22
48.0 4.13 11

58.6 4A4 +.0s
S1.3 3.63 +.62

Does not include information forthe Wavukeha.Oaukee-Washing.
ton or Milwaokeke SDA.. Dat oa unavailable for this summary
because these two SDA. do not participate in Wisconsin S..o-
mated participant information systm.

' Gain (lis) igures are only for participants dth pre-JTPA wages.
Anerale wage for adults and youth combined.

A few preliminary comments can be made: 1) mi-

norities and female-dominant groups (AFDC/
WEOP, Displaced Homemakers, Single Heads of

Households) appear to have lower placement rates
and often earn lens (on average) at job entry than

other groups; 2) older individuals have the greatest
hourly losses from prior jobs; 3) teenaged parents
seem to have the largest wage gains as a result of
program participation; and 4) many groups appear

to suffer wage losses (on average) from prior jobs.

All of the above preliminary fndings provide a base

for future comparisons. However, the pattem of
placements and earnings of minorities and female-

dominant groups are of more immediate concern

and will be the object of planning and technical as-

sistance efforts.

Minorities, women and female-dominant
groups in the SDA programs entered employ-
ment at a lower rate and generally obtained
jobs with lower average wages than other
groups

Title III (Dislocated Worker) Expenditures
and Program Outcomes

1. Sumntary of Participants Served and Dollars Eixpended

The Wisconsin Reemploysment Program' (lide fil) en-
rolled 3,812 persons, of wshich the vast bulk (98%) were
adults. The program did quite well in terms of program
expenditure pattems. Altdough adrinistrative expendi-
tures were 15.3% (slightly over the allowable 15%), par-
ticipant support expenditures were only 1.5% and most
of the money expended, 83.2% went for participant
training costs.

2. Program Outcomes

a Performance Standards Accomplishments

The Wisconsin Reemployment Program per-
formed extremely well. In the absence of significant
national etperience. the State set four specifc per-
formance standards for the program. Table 5
reveals that the program performed well above the
state-set entered employment standard and the
cost per entered employment standard.

TABLE B

WISCONSIN TRANSITION PERIOD DISLOCATED WORKER
PROGRAM PERFORMANCE ON PERFORMANCE

STANDARDS

Stale-Sat
Atd Pre

Permssseers PKn _ Standrnl Rd~g

Adult
Enterd Employment

Jate i%) In
Co3 par Entred

Emplyment (S) 2,139
Percent of Precious

Wage 81
Acerage Wage of

Placement /Slhr) 6.45
Weltare Entered

Employment Rate l%) 85

Standards Eceoded (E) 2
Standards Met (Ml o
Standards Not Met (NM) I

60 E

4.000 E

8a NM

N/A -

NIA -

Fundin duhng the Tmriotn Period corne cr0 lour ewations FY 83 FY 84, the Eogency Jolbs Eitt, and Scrafaus Dtiscreinory Funds The
dun olrasofivs and pnro.3m outwnAolfl hlowesm be pmsented . . single unut Altocaton penods do not mnuch Tide [iA 1trstion pesiod. Fw
this reason aul rasowne use In omnd undersed

10
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TABLE 6

WISCONSIN TRANSITION PERIOD DISLOCATED WORKER PROGRAM PLACEMENT RATES,
WAGES AND WAGE LOSSES

Group

All Adults
Females
Males
Minorities
Whites
22-54
55+
Public Assistance

Rate at which
Terminsee Entered

Employment

90.5%
91.3
90.2
84.8
91.7
90.3
94.3
85.2

Average Wage at
Placement

$6.33
5.27
6.71
5.89
8.42
6.40
8.06
6.11

Wage Loas for
Participanta Placed

$-148
- .88
-1.70
-1.68
-1.45
-147
-2.03
-1.53

Poat-Program Wage
as a % of Pre-
Program Wage

80a.9
85.6
79.7
77.5
81.5
81.3
71.1
79.8

The Wisconsin Reemployment Program (TItle
111) performed extremely well. A 91% place.
ment rate wee achieved during the Tranition
Period.

b. Patterns of Adult Placement Wages and Wage
Gains/Losses

Dislocated workers were expected to have wage
losses as a result of occupational dislocation. Post.
program wages were 81% of pre-program wages
- slightly less than the State goal of 85%.

The dislocated worker program succeeded in hav-
ing high levels of female and older indwidual
terminees who entered employment. Unfortu-
nately, these two groups as well as minonrtie en-
tered employment with lower placement wages
than other groups of dislocated workers This pat-
tern is generally consistent with Tide IIA program
results.

Older Individual (3%) Expenditures and
Program Outcomes

1 Summary of Participants Served and Dollars Expended

The Older Individual (3%) program enrolled 438 per-
sons The fve projects funded were slow in getting
started, however, and this may explain the 65% rate of
program expenditures.

2. Program Outcomes

a Performance Standards Accomplishments

Wisconsin chose to collect the same performance
measurement information for the 3% program as

was used in the other JTPA programs. Although
DOL's regression model cannot legitimately be ap-
plied (on a statistical basis) to the Older Individual
program, the use of the same performance mea-
sures and standards will guide future performance
expectations.

The Older Individual program performed well. The
performance standard results and otier informa-
ton from the projects that were funded should
help to set better directions for the future.

TABLE7

WISCONSIN TRANSm1ON PERIOD OLDER INDIVIDUAL
PROGRAM PERFORMANCE ON PERFORMANCE

STANDARDS

Ad-id b-
Pesonae Aebe 0 Petneieee

Awnre reo e Staefded race Ace

Entered
Emrployment
Rare I%) e2

Cast Per
Entered
Employment
(S) *CM

Average
Wage at
Placement
(SInrl 4.97

WnIlern
Entered
EnploynenI
Rate (%/ 79

Standard. Exceeded (E)
Standard. Met (M)
Standard. Not Met (NM)

7t 70-8a E

N/A NWA NWA

3.35' 3.35 ' E

57 52-e2 E

3

0

so

2 The DOL regarrian indal-adiunted standard m Sn3 05 It wr-
,aised o the minimum wage

11
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b Patterns of Placement Wages and Wage Gains/
Losses

Wages of participants leaving the Older Individual pro
gram were generally low and were particularly low for
females. minorities and public assistance recipients. In
fact. all of the 3% program average wages (except for
whites) were lower than those received by similar Title
[IA aduft program groups. Research is needed to deter-
mine the reason(s) for these differences.

TABLE S

WISCONSIN TRANSIMON PERIOD OLDER INDMDUAL
PROGRAM PLACEMENT RATES, WAGES AND WAGE

LOSSES

GrotP
All Paivip.nt.
Fnmalen
Malen
Minorlties

uhites
Public Ass~istanc

wtdah

91.6%
92.5
95.5

100.0
S5.2
75.3

We". at

S4.r7
4.23
6.07
3.91
4.90
3.9.

W. La.

Par_

- 26
-1.25
-162
-156
-1 it

Education Coordination and Grants (8%)
Expenditures and Program Outcomes

1. Summary of Participants Served and Dollars
Expended

The Transition Period 8% program enrolled 2.584 per
sons. Of these. 954 or 36.9% were adults and 1.630 or
63.1% were youth. The program expended 67% of
available funds.

Two state agencies -the Department of Public In
struction (DPI - the K-12 system) and the Wisconsin
Board of Vocational. Technical and Adult Education
(WBVTAE post secondary vocational education)-
each ran part of the 8% program. Information from the
two sub-programs will be combined even though each
programn had somewhat different objectives.

2. Program Outcomes

a. Performance Standards Accomplishments

For compatison purposes. Wisconsin chose to col
lect relevant DOL adult and/or youth performance
standards information. The table that follows
presents the 8% program's accomplishments.

TABLE 9

WISCONSIN TRANSITION PERIOD EDUCATIONAL COORDINATION AND GRANTS (8%)
PROGRAM PERFORMANCE ON PERFORMANCE STANDARDS

Performance Measure

Adult

Entered Employment
Rate I%)

Cost per Entered
Employment (S)

Average Wage at
Placement ($/hr)

Welfare Entered
Employment Rate I%)

Youth

Entered Employment
Rate I%)

Positive Termination
Rate (%)i

Cost per Positive
Termination ($)2

Standards Exceeded (E)
Standards Met (M}

Standards Not Met (NM)

Adjusted Acceptable
Actual Perlormance Performance

Peirfonmanlee Standard Standard

43

4,330

5.27

31

37

63

45 42-49

Rating

M

7,260 6,331-8,189

4.82

34

32

73

4.65-4.99

31-37

26-38

70-76

3,002 2.456-3.5492,9S4

2
4
1

M

M

NM

M

Based on state-modified definitions of performance which are not directly comparable to Federal definitions of
performance.

12
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It does not appear that these standards are the best

or should be the only measures of 8% program
performance- The DPI and WEiTAE grant appl-
cations for 8% funds each included a large number
of objectives. Both include cooperation with the
other education agency and with the SDAs. service
to the educationally disadvantaged, and objectives
to achieve the State Legislature's mandated re-
quirements. Measures and standards for these
objectives have not yet been developed.

Education Coordination and Grants funds
have been used extensively to supplement
other J!PA-funded progamns.

For example, both the DPI and WBVTAE pro-
grams have been used to supplement other SDA
and state programs. Extensive coordination is evi-
dent in joint enrollment patterns. 55.3% of the
WBVrAE participants and 57.7% of the DPI par-
ticipants are also enrolled in other JTPA programs.

The DPI and WBVrTAE programs have also been

used differently. DPI's program has been used to
keep participants in school. Nineteen percent of
DPI's enrollees terminated and less than 1/5 of

these terminees entered employment. On the

other hand, WBVTAE used the 8% as a supple-
ment to other programs that have as their main ob-

jective participant placements: close to fifty percent
of the adult and youth program participants were
terminees, and between forty and fifty percent of
these enrollees entered employment.

Performance measures and standards relevant to

each program must be developed for an adequate
evaluation of the 8% program's outcomes.

b. Patterns of Placement Wages and Wage Gains/

Losses

This information is not inctuded for the 8% pro-

gram. It is of limited use without further informa-
tion on how the 8% program was used to supple-

ment other state JTA programs. In addition, the
two agencies' differing use of the 8% will have to be

considered when evaluating placement wage and
wage gain/loss information in the future.

Comparison of Other Program
Characteristics

1. Service to Significant Subgroups of JTPA Participants

Wisconsin's SJTCC has had a continuing concern that

those Wisconsin citizens who are most in need be
served by employment and training programs. This
concept is included in the Transition Pertod Employ-

ment and Training Policy as objective one (see page 3).
The concept was stated explicitfy again in the Gover-

nor's Employment and Training Policy for PY '84 (July

1984-June 1985). In the lY '84 Policy, the equitable
provision of services (enrollments and placements) of

four federally protected groups are required (women,
minorities, older individuals, handicapped). In addition,
JTPA specifically requires the equitable provision of ser-
vices (EPS) to school dropouts and AFDC recipients in

the Work Incentive Program' ). The SJTCC added pub-
lic assistance recipients to the above six EPS groups.

a. Service Delivery Area (Title IIA) Programs

The table below includes the estimated percentage
(the EPS level) of each group in the JTPA eligible
population statewide, followed by enrollments and
placements for each group as a percentage of the

total.

'Wnnoin liw applid dna requttitm.rl lo lift Slate's WS N D' imND tv PovPmw icated itwhiwa En Einwbmes Oppuniest Punn catWEOPI

and Wianded il. v nuivevi to ihe 45 counitis diat aenety do a, o ih.t. WEOP pngw
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TABLE 10

SERVICE TO SELECTED TARGET GROUPS IN 16 SDA PROGRAMS' DURING THE
TRANSITION PERIOD

Target Group
Females
Minorities
Older Individuals
Handicapped
AFDC/WEOP
Dropouts
Public Assistance

EquItable
ServIce Level

56.2%
17.2
11.0
10.6

8.5
17.7
31.2

Enrollment
% of Total

46.9%
14.1
2.1

17.2
29.6
15.5
40.2

Entered
Employment
% of Total

43.1%
12.4

2.4
13.1
23.6
16.5
26.3

Enrollment
Numbers

7,457
2,237

334
2,730
4.705
2,470
6,391

Entered
Employment

Numbers
2.645

762
147
604

1,449
1,015
2,045

' Does not include information for the Milwaukee SDA. Data is unavailable from this SDA because it does not
participate in Wisconsin's automated participant information system.

On an aggregate basis, service to five of the seven
EPS groups (minontes, the handicapped, those in
the AFDC programt dropouts and public assis
tance recipients) was good. This picture is incom-
plete, to some extent, because of the lack of infor-
mation for the Milwaukee SDA (which had 13.6%
of the SDAs' enrollees in the state)

On an SDA aggregate basis, service to minorI.
ties, the handicapped, those in the AFDC pro-
gram, dropouts and public assistance recipi.
ents was good.

Two problem areas stand out in the provision of
equitable service: service to women and service to
older individuals has been inadequate. The very
high incidence of poverty among women makes
the 16.5% statewide under-enrollment of women a
major policy concern. If one adds the evidence in
Table 4, that female-dominant groups have lower
average entered employment rates and obtain
lower average wages at placement the extent of
the problem is heightened. It is clear that more eq-
uitable levels of enrollment and placement of
women, in better paying jobs, must be a major ob-
jective of the JTPA system in the nest few years.

There Is a significant under-partidpatlon of
women ain SDA programs.

The level of service to older indbaduals in JTPA
has been inadequate. Knowledge of this age
group's desires and needs is limited and it is thus
unclear what actions should be taken to improve
service. The Older Individual (3%) program is in-
vestigating how services to older individuals can be
improved.

b. The Dislocated Worker and Set-Aside Programs

Data on equitable provision of service for dislo-
cated workers and older individuals will be more
useful when better population estimates of these
groups are available.

TABLE I I

SERVICE TO SELECTED GROUPS IN THE
TRANSITION PERIOD DISLOCATED

WORKER PROGRAM

Group

Females

Minorities

Older Individuals

Handicapped

AFDC/WEOP

Dropouts

Public Assistance

Enrollment Placement
% of Total % of Total

27%
21

8

26%

16

6

5 4

12 11

21 16

17 15

Almost three quartem (73%) of Wisconsin's dislo-
cated worker enrollees were men. By comparison,
national estimates from the U.S. DOL Women's
Bureau suggest that females compnse 33% of the
pool of dislocated workers in the country. Wiscon-
sin estimates of this population are being devel-
oped. Program service patterns can then be ex-
amined to determine if Wisconsin's Title Ill
program is enrolling equitable numbers of females
or is low on female enrollees as is the case with the
Title IIA (SDA) programs.

14
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Although the dislocated worker program is not
specifically directed at the economically disadvan-
taged, the program does appear to be serving
those in financial need - 59.7% of dislocated
worker program participants were economically
disadvantaged.

Although Title III does not require economic
disadvantage as a basis for program partidpa-
tton, 60% of the program's parlldpants were
economically disadvantaged.

TABLE 12

SERVICE TO SELECTED GROUPS IN THE
TRANSITION PERIOD OLDER INDIVIDUAL PROGRAM

Enrollment Placement
Group % of Total % of Total

Females 55% 47%
Minorities 24 24
Handicapped 16 11
AFDC/WEOP
Dropouts
Public Assistance

2
43
23

45
45

It appears as if the older individual program may
be serving a somewhat different population than
the IA adult program. There are more women, mi-
norities and dropouts and fewer AFDC partid-
pants. These differences will be explored by com-
paring the characteristics of older individuals
served in the two programs.

TABLE 13

SERVICE TO SELECTED GROUPS IN THE
TRANSION PERIOD EDUCATION

COORDINATION AND GRANTS PROGRAM

Group

Total Participants
Adults
Youth
Females
Minorities
Older Individuals
Handicapped
AFDC/WEOP
Dropouts
Public Assistance

Enrollments
% of Total

36.9%
63.1
48.0
25.0

1.0
16.0
38.0
23.0
46.0

Numbers of
Enrollments

2,584
954

1,630
1,251

745
28

404
991
582

1,181

Enrollment figures are provided for the 8% pro-
gram as a base for comparing future 8% programs.
Placement figures are not provided because a sig-
nificant part of the program did not have a place-
ment focus. As might be expected, the program is
more heavily oriented to youth than the SDA pro-
grams. In addition, the program seems to be sew-
ing a higher percentage of minorities and school
dropouts.

2. Occupational Placement Patterns

a. Service Delivery Area (Tide IIA) Programs

Occupational placements in the (SDA) adult pro-
gram appear to be concentrated in a relatively
small number of occupations. Table 14 lists the
twenty occupations (based on the first 3 digits of
the Dictonaty of Occupatonal Tides) with the
highest Tide IIA Adult Program placements. These
placements represent approximately one third of
all adult placements during the Transition Period.

Most of the occupations appear to be semi-skilled
or low skilled with low average wages. Only nine of
the twenty occupations had average wages over $5
an hour. In 15 of the 20 occupations, males earned
more, on average, than females in the same
occupation.

15
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TABLE 14

SDA OCCUPATIONAL PLACEMENT PATTERNS (TITLE IIA ADULT PROGRAM') DURING THE
TRANSITION PERIOD - THE TOP TWENTY OCCUPATIONS

Total Males Total Female
Occupation Total Placements (avg. wage) (avg. wage)

1 Secretaries 103 2 (83.82) 101 (14.45)
2. Packaging Occupations 98 56 ( 4.15) 42 ( 3.78)
3 Metal Unit Assemblers 76 43 1 553) 33 1 477)
4. Packaging, Material Handle 74 51 ) 487) 23 4.44)
S Chefs, Cooks 71 28 4.01) 43 3.71)
6. Waiters, Waitresses 83 7 ( 3.65) 56 ( 3.26)
7. Janitors 60 55 ( 4.22) 5 ( 3.38)
8. Machinists, related 60 55 6.49) 5 1 4.43)
9. Misc. Construction 59 57 ( 5.83) 2 ( 5.25)

10. Occupations in food processing 58 30 1 5.11) 26 1 4.92)
11. Hospital Attendants 52 8 ( 3.93) 44 ( 4.08)
12. Porters, cleaners 51 36 ( 4.36) 15 3.98)
13. Welders, cutters 50 49 6.59) 1 ( 5.45)
14. Cashiers, tellers 48 5 3.48) 43 ( 3.51)
15. Occupations in Medicine, Health 46 10 5.60) 36 4.54)
16. Carpenters, related 43 37 ( 5.39) 6 5.51)
17. Typists, typing machine 42 4 ( 5.42) 38 4.43)
18 Stenography, typing, filing 41 9 5.20) 32 4.09)
19. Kitchen workers 40 22 3.54) 18 ( 3.66)
20. Sales Clerks 39 4 ) 387) 35 ( 3.61)

Does not include information on occupational placements in the Waukesha-Ozaukee-Washington or Milwaukee
SDAs. Individual participant data is unavailable from these two SDAs because they do not participate in Wiscon-
sin's automated participant information system.

Ninety-seven occupations had ten or more adult
program placements. Forty-one of these were pre
dominately male or female occupations (i.e., 85%
or more of the placements were of one sex). Place
ments in sex dominant occupations represent 32%
of all placements. A comparison of the average
wage of the males in the "male" occupations and
females in the "female" occupatons produced a
striking pattern:

FIGURE 5

The Pattern of Average Wages In "Sex-
Dominant" Occupations
(Title IIA Adult Program)
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"Male" occupation wages are predominantly
higher than "female" occupation wages.

Placements In sex dominant occupations rep-
resented 32% of all SDA adult program occu-
pational placements. "Male" occupation
wages are predominantly higher than "female"
occupation wages.

Youth placements (Title IIA) were also concen-
trated in a small number of occupations with forty-
five percent of all placements in twenty occupa-
tons. Although there were male dominant and fe
male dominant occupations, there was no strong
sex associated wage differental. This may be, in
part, because the average wages of the youth occu
pasonal placements were all quite low. Only two of
the twenty occupations with the most placements
had male or female average wages greater than
$4.18 an hour.

16
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b. The Dislocated Worker and Set-Aside Programs

Title Ill occupational placement information is
presented in Figure 6, below. The 3% and 8% set-
aside programs had few occupations with multiple
placements and so occupational placements will
not be discussed for these progarrts.

The occupational placements of dislocated work-
ers are, as is the case with the Tide HiA adult pro-
gram, concentrated in a few occupations. Thirty-
eight percent of all Title III placements were in the
same twenty occupations with the greatest number
of placements under Tde lEA. The pattern of diso-
cated worker average placement wages was much
higher than for Tile hA adults. Sixteen of the top
twenty occupations had average wages of over $5/
hr. and appear to be skilled occupations.

Unfortunately, the Tide IIA pattern of lower female
wages also etists for dislocated worker placements.
The placement wages of males were higher than

for females in eleven of the top twenty occupa-
tons. (No comparison was possible in 4 of the 20
because all placements were male or female.)

What is more striking, however, is the pattem of

average wages for males in male-dominant occu-
pations and for females in female dominant occu-
pations. The pattern appears to represent average
wages from two statistical distributions even more
than is the case for Titde [iA adults.

FIGURE 6

The Pattern of Average Wages In "Sex-
Dominant" Occupations (Title 111)
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3. The Length of Program Participation in JTPA

The length of program participation provides infomna-

hon with regard to whether program operators are us-
ing short-term or more lengthy training programs. In
cases where a high proportion of terminees enter em
ployment and/or positively tenminate (in the youth pro-

gram), the average length of partiopation is a good in-
dicator of program length. Where there is a lower

percentage of positive terminations, the average length
of terminees can be influenced by both those who

quickly drop out without employment and those who

participate in longer programs.

The average length of participation of terminees in the

SDA Title IIA adult program was 133 weeks; it was
12.8 weeks in the youth program. Few of the SDA pro-
grams averaged over 14 weeks. These averages must,

however, be tempered by at least two factors: 1) Many
prior CETA participants, at various stages of program
completion, were enrolled in JTPA, so the JTPA pro-

gram length may not reflect the actual length of partici-
pation in an employment and trairnng program; and 2)
A significant percentage of terminees did not positively
terminate. Thirty-three percent of the adult terminees
did not enter employment and 29% of youth termina-

tions were non-positive'). Further information on SDA
training program design and on the length of participa-

ton of non-positive terminees is needed.

The average length of participation of terminees in the
dislocated worker program was nine weeks and in the

older individual program twelve weeks. In both cases,

over 90% of the terminees entered employment. It is
clear that short-term training programs, including im-
mediate job placement assistance, are a significant part

of both programs.

The length of participation of Education, Coordination
and Grants program terminees was similar to that of the
SDA programs -14 weeks for adults and 12 weeks for

youth.

The aveage length of program participation of

terminees in the dislocated worker and older
Individual programs was nine and twelve
weeks respectively. It is dear that short-term
training programs. Including Immediate Job
placement assistance, are a significant part of

each of these programs.

' The surth posiie lrrmwiutso r rle- W ipq-ted rohe wiver durin die Traeebor Prend bei ofdie tebece ef PC appeard viush npkieril

enper (airw .le psinive vyiah i-erseeteer)
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Achievements on Governor's Employment
and Training Policy Objectives and
Coordination Criteria

Information has previously been presented on achieve.
ments of the Governor's Policy Objectives regarding the fair
allocation of resources and improvements in the economic
status of specific groups of JIPA participants. Transition Pe-
riod results will provide a basis for comparing the JTPA pro-
gram over time to make sure that the state achieves its long
range goal -the economic self-sufficiency of its atizens.

Progress has also been made in achieving the other Gover-
nor's Policy Objectives:

1. Maximizing the value of JRPA dollars by coordi-
nating JTPA with other federal and state pro,
grams, All of the JTPA programs - the service deliv-
ery area programs, the dislocated worker program and
the Older Individual and Education Coordination and
Grants programs used less than the allowable 15% for
participant support This was only possible, with eco-
normicaily disadvantaged participants, because a large
percentage of participants had financial support from
other non-JIPA programs. The percentages of partii-
pants receiving outside financial support' (eKCluding
the WaukeshOzaukee-Washington and Milwaukee
SDAs for the IIA programs) were as follows: SDA-IIA
adult program - 64.7%; SDA-IIA youth program -
43.9%; the dislocated worker program -49.6%, the
older individual program -40%; the education coordi-
nation and grants program -60%.

A large percentage of participants in JIPA pro-
grams had outside financial support: SDA
adult program - 65%, SDA youth program -
44%, dislocated worker program -50%. Older
Individual program -40%, and Education Cootr
dinatlon and Grants program -60%.

2. Improving the development and use of labor
market Information and a statewide manage-
ment Information systemn Wisconsin has devel-
oped an automated management information system
(WIMS) that provides support to 15 of the 17 SDAs
and all statewide JTPA programs. In addition, the La-
bor Market Information Task Force was established to
ensure that a uniform labor market information system
will be developed and maintained. The Task Force's
objectives included improvements in the current system
to stimulate a more flesible, easily accessible system that
wil meet both state and local Labor market needs.

3. Equity of services to women and minorities. Wis-
consin's JTPA program, as a whole, did not provide an
equitable level of service to women. Service to minori-
ties appears to be quantitatively adequate The enroll-
ment and placement rates for women were significantly
below EPS estimates in the SDAs' IIA programs. In ad-
dition, it appears as if sex role stereotyping had a signif-
cant Impact on occupational placement pattems.

4. Joint planning between the Private Industry
Councils, chief elected officials and the Job Ser-
vice. Section 501(d)(5)(1) and (2) of JTPA requires
joint planning between the Job Service and PlCs and
chief elected officials. During the Transition Period
agreements were reached in all areas of the state. These
agreements, however, have been viewed as the prelimi-
nary steps toward improved cooperation in PY '85.

' Thin aeesnent -s bcsed on adding all prnts owho .ihd s-e fm of pb nisntue ( diidng Food Sitw M diny e Medicare and
Houing soia. r thos in a D.i.o of Vo-ona Rubliteaon psra dime f afmidng Unmiprne ait Ca n and dtie trewong gdenit
financil aid.
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WISCONSIN JTPA SERVICE DELIVERY AREA CURRENT ADMINISTRATION -

NOVEMBER, 1984

SDA #Il BDA/Efecutfm Direclo Aderleletat Entiy ChieI Ceunty Oflcal PIC Chalrpe

2 WINNE-FOND LAKE Winne-Fond Lake James Coughlin William Lill. V-Pnas.

CONSORTIUM Consoriun Winnebago Co. Executive Roberta Marine Produts
Joe Halter. Executive Director Joe Halter. Ene. Dirrctnt

3 SOUTHEASTERN WI SDA Southeastern WI PIC. Inc. Gilbert Dosemgen Raymond Farlny. President
James Sullivan PIC Preoident James Sullivan, President K.esha Co. EacoIxe Johnson's Wax

4 NORTHERN LAKE WINNEBAGO Human Resource Specialists John Schreiter Elmer Carpenter. V. Pins.

SDA James Lauter Chief Adm Oubganrie Co. Executive Ariens Company
James Lover. Chief Adm Oticer
Orticer

5 SOUTH CENTRAL WI SDA South Central WI SDA PIC Melvin Rose Stonton P. Helland. President
Andrew Piekarski. Andrew Piekarski, Sauk Co. Ed. Chair Rivnriew Boat Line

Administrator AdministraLor

6 MARATHON COUNTY SDA Marathon County PIC Edward Fenhaus Walt Cosman. V-Pres Finance

Gary Denis. Directar Gary Denia. Director Marathon Co. Bd. Chair Wausav Coecrete

7 ROCK COUNTY SDA PIC at Reck County Paul Luety Theodore Stevenson. V-Pres.
James Hutchinson. Enec James Hutchinson Eec. Rock Co. Bd. Chair Falrbanki Mose. Engine Div.

Director Director

8 DANE COUNTY SDA Dane County PIC, Inc. Jonathan Barry Toby Sherry. Senior V-Prea.

Dale Hopkins. Administrator Dale Hopkins. Administrator Dane Co. Ececutive First WI Bank

9 NORTHWEST WI CEP. INC. Northwest WI CEP, In Jack Shepard Keith Jensen. Preident

Jon D Sollie, Eec. Director Jon D. Solie. Exec. Director Chair. NW.CEP Board J.R. Jenoen B Son

10 CENTRAL WI SDA Central Wieconsin PIC David Drae-n Lloyd Chambers Ill Director
Michael Irwin. Eec. Director Michael Irwin, Eec. Director Wood Co Bd. Chair Govt Affaire & Ecn. Analysis

Nekooso Ppers. Inc.

11 WEST CENTRAL WI PIC West Central Wisconsin PIC Marvin Christenson Thomes Miller 111 Chief Eaec.

Richard Beet. Eec. Director Richard Best, Eec. Director Pierce Co. Bd. Chair Myrtle Werth Medical Center

12 WOW JOB TRAINING W.ukesha Co. Dept. Job Betty Cooper Lyall Mathison. President
PARTNERSHIP Training Waukesha Co. Bd. Chair Mathison Magnesium

Leonard Cors. Director Leonard Cors. Director

13 NORTH CENTRAL WI SDA WI Pri. Sector Init. Program Neil LeMay Marcel Larene. Dir Ind. Relet.
Kent Larson. Reg. Manager. Loslie Olson. President Lincoln Co Bd. Chair Triumph Twist Drill
WPSIP

14 NORTHEASTERN WI SDA WI Pri. Sector Init. Program Osour Tavhick Paul Henricho, Owner
Ron Hayes. Reg Manager. Leslie Olson. Preeident Ocanto Co. Ed. Chair Eagle Nest Supper Club

WPSIP

15 SOUTHWESTERN WI PIC Southwestern WI PIC Mary Wirth Robeo Allen. Manager
Roberta Early. Prog Admin. Robert Allen. Chair Grant Co. Bd. Chair WI Power B Light

1t WESTERN WI SDA Western Wiecoosin PIC Charles Pierce Jerry Freimark. President

Jerry Hanoski. Prog. Admin Jerry Hanoski. Prog. Admin. La Crose Co. Bd. Chair Fountain City Ford

17 LAKE MICHIGAN SDA WI Pri. Sector Init. Prog. Donald Vogt W. Jamee Grae, President

Jeffrey Depre,. Reg. Manager, Leslie Olson. President Manitow-c Co. Bd Chair Verifine Dairy Produts Co.
WPSIP

18 MILWAUKEE COUNTY SDA Enecutin OClice Ion Economic William O'Donnell James C. McDonald. Aast. to
i.r.are , airiir. Aclirs intaunionmant Milwaukee Co. Executve Pris

Director Lawrence Jan.koeki Northonslern Mutual Lite
Insurance
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Representative OBEY. Let me ask a specific informational ques-
tion first.

This morning we were told that there was an actual, I am not
certain if I am quoting it correctly, but we were told this morning
that there was an actual outflow of jobs in Wisconsin. At least I
think that is what we were told.

Mr. CIBARICH. Outflow of people.
Representative OBEY. I know there is an outflow of people. What

I am trying to get at is this, I think the impression was left that as
a result the work force is actually declining in the State. Is that an
actual fact?

Mr. CIBARICH. It has been declining recently, yes. December-the
population continues to grow, the working age population, howev-
er, we have a net outmigration, although the amount of net outmi-
gration has been decreasing and in the most recent, in this year,
the estimates of our State people together with the Bureau of the
Census is that we will have an outmigration of about 2,500 to 3,000.
From memory, the numbers-we are about almost 60,000 in 1982,
1983, and 1984, total. But something around 25,000 in 1982. We are
net out 15, net out in 1983, and about 9, I think, last year. Now it
is down to, or the estimates are that it is down to 2.5 to 3,000.

I would speculate that the reason it has been declining is that
the job opportunities that formerly were so prevalent in some of
the other areas of the Nation, such as the energy boom and high-
technology boom, have now to a degree fizzled, and there isn't the
attractiveness in other areas that there once was.

Representative OBEY. One other technical question, how do you
actually get, how do you actually measure unemployment in an ag-
ricultural area? It is tough enough to get good national standards
but as you know, that is a very slippery issue. How do you really
get a hold of that?

Mr. CIBARICH. I think earlier I said that the rural counties had
unemployment at above average rates compared to the mixed or
the urban counties. Some of the rural areas are very low. The
reason for it is the unemployment procedures that we have tend to
miss the economic problems in the agricultural community.

A farmer is essentially self-employed. The current hard times
may mean he isn't-has no cows. He is not farming his land but he
is still in that home. He still has his home there, maybe a garden
there, self-sufficient style of living that is what he is doing, he
would not be counted as unemployed. There would be a big lag
before you would ever pick up the agricultural problem in the un-
employment statistics.

That is also true in, if you look at State numbers, the lowest
numbers have generally been the high agricultural States in the
Great Plains. I think it is a technical problem that the method does
not relate to the self-employed nature of farming.

Representative OBEY. This morning Mr. Nichols was referring to
the national phenomenon of overbuilding for office space. I thought
he said at that time that that existed in Wisconsin as well. I think
you said in your statement that in your judgment that phenome-
non did not exist in Wisconsin.

Mr. CIBARICH. I said it did not exist to the extent that it does in
our sister States. Some of it is tax induced, obviously, where you
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don't have to fill the building to worry about making a profit. But,
generally, it is here but to a lesser degree.

Representative OBEY. Let me ask across the board, on this whole
issue of job training, one of the most vexing questions to me is that
we have large numbers of people who are unemployed. We have
much smaller resources being applied to that problem, at least on
the public side of the ledger.

There is a good deal of criticism being levied at the Job Training
Partnership Act for being a program which skims, in the sense
that it takes the workers most easy to train, that all the incentives
are there to do that because of the requirements for performance
evaluations and all the rest.

Do you think that is an accurate description of the program, and
if it is, how do you, how would you suggest we attack it to change
those incentives, given the fact that it is today virtually impossible
politically to direct any additional resources, by way of dollars, at
the problem?

Mr. CIBARICH. I might make just a general comment that as you
measure, you effect. If you want to change it, then you change the
way you measure the success. That is the Heisenberg principle,
Hawthorne effect, and all those kinds of things. If you measure suc-
cess in terms of--

Representative OBEY. You are talking to a layman.
Mr. CIBARICH. I don't think it is that difficult.
Representative OBEY. How would you change the measurement?
Mr. CIBARICH. You affect your employees, you affect your pro-

gram by what your definition of success is. And if your definition of
success is how many, the percentage of successes you have, then
there is a tendency to force them to cream, I guess is the jargon
that is used. If you take that into account in your measurement
and allow for the difficulty of the clients they are dealing with,
there will be less tendency to do that.

Ms. SAUNDERS. I don't really disagree with that. I think it would
be very difficult, I think, to develop, or a challenge to develop stat-
utory language which would change the fundamental focus of the
JTPA. I think it has, from my perspective, some broad bipartisan
support which we wanted to sustain.

But there is no commitment on the part of the Department of
Labor for any national view of how this program is working, and I
think that if you ask for performance data, and there is some per-
formance data as an attachment to my prepared statement, you
will get it for Wisconsin and you can get it for Illinois and for Mon-
tana and Guam and 57 States and territories. But it won't neces-
sarily be consistent from State to State.

Therefore, it would be very difficult to draw any supportable con-
clusions about effectiveness.

However, there are trends that are troubling. Wisconsin is one of
the few States where the State job training coordinating counsel
which advises the Governor on policy, has taken a strong stand
about serving what we refer to as the most in need as a way of
trying to halt creaming, if you will, before the fact.

We have strong requirements on program service providers and
service delivery areas at the local level that they pay attention to
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people who most need this resource, since this is the only Federal
employment and training program right now.

Are we successful in that? I am not quite sure at this point. It is
very true that both the pressures of performance that he referred
to and the increased involvement of the private sector have sort of
joined like two streams to a river that pushes toward collecting
from the unemployed earnings those who meet the basic eligibility
criteria, and then moving them very quickly into employment. The
private sector wants to impact the program by producing the most
placements at the least cost per capita. So it is almost a production
attitude, if you will.

Does this send the program in the direction of a sort of beefed-up
labor exchange? I think it could. The only thing that stands be-
tween the law and that happening is a Governor and a policy
mechanism and State mandates that have to happen State by State
under this program that say, no, in this State we are going to head
in this direction instead. But that is very thin ice in terms of na-
tional policy.

Mr. REIHL. I served on the Governor's Manpower Training Coun-
cil. I think that is one bone of contention that we had with our
counsels. They have been before us and we didn't back up as far as
creaming when it came to the difficult ones, when it came to would
men that had children and had to find child care. And so we just
have held our ground.

But I guess maybe throwing in a bouquet to Mr. Cibarich is that
I missed the last meeting, but as I understand it that they did
change the way that they would require the necessary level. I don't
know if they changed the percentage or just what they did.

But they did change it. They talked about changing it in the
future. But I think that does, just like Ms. Saunders says, it boils
down to each individual statement, the standard set that they hang
tough and make sure that those goals are reached.

The Wisconsin State AFL-CIO took part in the programs they
have had in the State of Wisconsin. In areas where we had high
unemployment and some special programs along with the USW,
such as down at J.I. Case. I think in that instance it just takes
people that are sincerely interested in and those people that are
unemployed, and that you don't see any creaming off, and that in
every case we far exceeded all of the goals.

Like our first, one of our goals was 30 percent and I just picked
out one of our papers here that shows that we had a 67 percent
effort in the area. So it can be done. But you have to be genuinely
interested in helping all of those people.

Senator PROXMIRE. I am still not at all satisfied with the expla-
nations I have received this morning or this afternoon on the drop
in unemployment in this State at a time when you say, and the
statistics apparently indicate, that there has been no increase in
employment. It doesn't make any sense at all.

Here we have a situation now where unemployment in Wiscon-
sin is decisively below the national average. The national average
is 7.3, we are 6.7. You say outmigration.

Mr. CIBARICH. Partial.
Senator PROXMIRE. You point out the outmigration is much less

than it was before. It is not as if the outmigration is speeding up
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and the outmigration doesn't make any sense either. If we have
less unemployment here, why would people go elsewhere? What
usually makes migration is people go somewhere to get a job.

Isn't that right?
Mr. CIBARICH. Yes.
Senator PROXMIRE. This seems to me either there is something

wrong with them or we haven't received the interpretation of
them.

Mr. CIBARICH. There are technical limitations. I call them low
budget numbers, if you will excuse that comment.

There are other possible explanations. We have had a drop in the
size of the age cohorts of young people that are in college, yet it
really hasn't shown up in the enrollments statistics. So we are
having a higher percentage going on to higher education and stay-
ing in longer. And I might add, adding up a nice loan bill that has
to be repaid. So some of the differences--

Senator PROXMIRE. I have a sister-in-law like that. She is 62
years old and she is still going to college. As long as she is going,
she doesn't have to pay her student loan off. So she has been going
for 35 years.

Mr. CIBARICH. There is another explanation in that there has
been an increase in the number of retired people. And some of this
was done by the industries that had retrenchment, the pots were
sweetened in some cases where the retirement levels were raised,
the amount of money was raised, if you retired sooner.

In some cases they were oversubscribed and companies were
even short. That is another partial explanation.

But in total, we really don't know. I would have to say we really
don't know the total explanation as to why this labor force is drop-
ping and we aren't having the employment growth, but we are
having, because of that drop, a decline in the unemployment. We
are just not picking up the numbers of unemployed.

Senator PROXMIRE. There has been very little discussion here
this afternoon or earlier about unemployment compensation, which
I think is a disgrace now. It is only 26.8 percent of the people in
this country who are unemployed get unemployment compensation.
That means that about three-quarters of the 8.4 million Americans
who are out of work get no unemployment compensation.

Mr. CIBARICH. In our State it is in the hole. In the-in the 1930's
we didn't have a safety net but we weren't in the hole. So not only
do we have to pay for the current unemployment, we have to pay
for past unemployment. I think--

Senator PROXMIRE. Is that because the unemployment tax is not
adequate?

Mr. CIBARICH. It was not for some time. There is a reference, I
believe, in the outlook material to a shift of about a half a billion
dollars in Wisconsin from 1983 or from 1984 to 1985, a shift from
an infusion of $240 billion from the Federal Government to a pay-
back of $260.

So you have got a swing in the personal income in this State of a
half a billion because of that swing from money coming into the
State from the Federal Government to money going back to the
Federal Government.
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Representative OBEY. Could I interrupt to clarify one point. What
was the deficit in the unemployment comp fund that the Governor
inherited?

Mr. CIBARICH. How high was it? It was something over 700 mil-
lion.

Senator PROXMIRE. Can you tell me what you think we ought to
do about it? Obviously it is unacceptable to my view to have a
policy that only covers a quarter of the people who are out of work.

Mr. CIBARICH. I guess I would have to say that I don't know what
the percentage should be.

Senator PROXMIRE. It certainly shouldn't be one-quarter. If some-
body doesn't have a job and they are first job seekers, obviously
they can't be covered.

Mr. CIBARICH. Well, also what happens is at this time in a busi-
ness cycle, there is a smaller percentage of individuals who have
been laid off from previous employment and a higher percentage of
new entrants and reentrants that are stacking up because of the
fact that there is less opportunity.

Senator PROXMIRE. That is a good explanation.
Mr. CIBARICH. There is-probably the biggest void is those who

haven't had recent enough experience to qualify.
Senator PROXMIRE. What I run into all the time is the most pa-

thetic situation. People in their 40's and 50's who have been unem-
ployed for years, I mean a year and a half, 2 years, they never
have gotten their jobs back. I understand that 40 percent of people
who lost their jobs in the deep recession of 1982 have never gotten
work, at least not work that---

Mr. CIBARICH. I would agree that it would be.a high percentage.
You might note that I commented, the only group that had an in-
crease in, a numeric increase in unemployment from 1982 to 1984
was the middle-age male who tended to be the displaced person in
that recession.

Senator PROXMIRE. Let me ask you about this. You are the first
person that I have heard make that, nobody else in all the testimo-
ny I have heard in the last few years has said that they expect fall-
ing prices. You expect a deflation?

Mr. CIBARICH. I would say that it will eventually come. It is a
matter-the degree to which the Federal Reserve has a policy of
trying to prevent deflation from occurring.

Senator PROXMIRE. You have much more faith in the Federal Re-
serve's ability to do that than I have. It is like trying to push a
string. There is just so much you can do with monetary policy.

Mr. CIBARICH. That is right.
Senator PROXMIRE. The last time we had a falling price was

really in the Great Depression of the 1930's. Then we had interest
rates that were rock bottom. Even had negative interest rates,
below zero.

Mr. CIBARICH. I have read somewhere where the hundred-year
average is 4.2 percent.

Senator PROXMIRE. Why has the Wisconsin labor force declined?
Mr. REIHL. I think that part of that, that I mentioned in the

speech, that we don't know where those people have gone either.
But I did mention that. I did pose that question in my testimony.
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Senator PROXMIRE. The national labor force has grown very, very
rapidly. It continues to grow rapidly.

Mr. REIHL. We have had outmigration and we have had plant
closings. And we have had more than our share of that in the State
of Wisconsin. You mean the, as far as in the work force, we have
suffered a lot of people a high unemployment in many of the plants
in the southern part of our State.

That also builds on that argument which we say that those,
about people being overpaid in Wisconsin is that in many, many
cases that they have been, their wages have been frozen or they
have had givebacks and takebacks both in wages and in fringe ben-
efits. So that one is shot down.

But we have had a drop in the labor force. To tell you just exact-
ly why, I think part of that is because we do-are heavy in manu-
facturing, which I mentioned in the testimony, and manufacturing
has been hard hit throughout the whole Nation. When you are
heavy on manufacturing--

Senator PROXMIRE. It is hard to understand a drop in the labor
force when we have less unemployment in the labor force than
they have elsewhere.

What impresses me from all three of you witnesses, you have all
made excellent statements, is that what you say is people are not
asking for a hand out. They don't want welfare. They want jobs.
They want to work. They want to earn what they get.

Mr. REIHL. That is right.
Senator PROXMIRE. It seems to me that that should be a very,

very high responsibility for our Federal Government, our State
government, local communities and so forth. How do we do it?

Mr. REIHL. We think that did-one thing is that we are going to
have to have, when we have incentives to business, to make sure
that they are closely monitored and that they actually produce
jobs, that they get--

Senator PROXMIRE. We write all kinds of tax incentives. Now the
corporations only pay 6 percent of the Federal tax. They used to
pay 30 percent. We have cut it.

Mr. REIHL. That is right. I think some of that goes back to the
1981 giveaway, and we are still suffering from it-I think most of
your charts will tell you that-that you fellows have yourself. It
just, that 1981 big tax break for business, without having it closely
monitored and related to jobs, just didn't work.

Senator PROXMIRE. I am glad to see you also testify against the
takeovers, the takeover by the conglomerates. I think that is a
very, very serious problem. I have introduced legislation to over-
come that. We are going to have hearings on that legislation in
September. I hope that labor will testify in support.

Mr. REIHL. A lot of our money is expended in that area.
Senator PROXMIRE. It is not only disrupting for labor, it means a

colossal increase in the corporate debt. Our corporations are much
more fragile, more likely to go bankrupt. I am very happy that you
are opposed to that.

Ms. Saunders, your statement, I have had a chance to read it last
night because you did provide it in advance. Your statement is also
a very fervent and powerful plea for more jobs, jobs, jobs, jobs.
What price are you willing to-but you also say something else
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that bothers me and disturbs me. I would like to have you justify it
a little more.

You are saying that you want full employment. Maybe it doesn't
bother me depending on how you define that. Do you mean nobody
out of work, out of 108 million people in the work force? No unem-
ployment?

MS. SAUNDERS. I am suggesting that the value, first of all the
question was posed to me, what would full employment mean, what
kind of impacts would full employment have on transfer payments.
So my sense was that full employment was in fact looked at as
some sort of, if you will, higher societal goal.

I didn't think it is possible to reach a point of zero unemploy-
ment rate.

Senator PROXMIRE. Is it 6 percent?
Ms. SAUNDERS. I don't have a number, but I don't think that 6.5

or 6.7 or 7 percent is one that we should be satisfied with.
I am not sure that from our perspective, we are sort of on the

worker's side of this balance, if you will, of the seesaw, that we
have all the wisdom on how jobs are actually created. The data at
this point, the research at this point seems to suggest that fresh
ideas, smallness rather than largeness, entrepreneurial adventure,
if you will, is where jobs are created. They are not going to be ini-
tially high paid jobs, and I mean that is a fact.

But everything that we learn now, we hear about the research
on how employment actually grows in the community, not the
labor force but employment, is that there is a burgeoning small
business with a lot of energy, some available risk capital, et cetera.

What our job is in our world, in the labor department, is to take
the resource that is available that our public responses to unem-
ployment and underemployment, use them in the most efficient
way we can, so that the disadvantaged, which is largely the popula-
tion that my programs reach, are available and ready to take ad-
vantage of the growth in employment opportunities.

We can't necessarily create permanent jobs working on the labor
side of the equation. But we can get the labor force poised and
ready to take advantage.

Senator PROXMIRE. What I am trying to get is, I think it is very
important that we understand what we are talking about in this
situation, Humphrey-Hawkins bill provides for employment con-
sistent with the reasonable level of inflation. Reasonable level, rea-
sonable price increase.

It is pretty clear that if you have unemployment that goes down
to 1 to 2 percent, you are going to have a terrific pressure on
prices. Wages are bound to go up and that will push up prices. Our
experience in the past has been that when you do that, you have a
very, very serious inflation. There is a tradeoff. You have to decide
what you want.

So my question is, have you thought about how, what the level of
unemployment can be consistent with the reasonable--

MS. SAUNDERS. I don't have a response to that that I think would
be especially credible.

Senator PROXMIRE. Let me ask you this. We have to pay a price
for these things. I suggested this morning that we consider the pos-
sibility of double time for overtime and a 35 hour week. We have a
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35 hour week in many service areas, people just work 35 hours.
Manufacturing by and large is 40, time and a half for overtime.

Automatically I would have a million more jobs from the over-
time change and you would have about 5 million if you go on a 35
hour week.

What is your feeling about that?
Ms. SAUNDERS. It is a strategy. It is sort of getting close to what

Augie was talking about earlier when he referred to job rationing.
I am not sure that it has much of an impact on productivity.

Senator PROXMIRE. It would have an adverse effect on prices, on
productivity, and wage costs, all kinds of areas of that kind. You
have to determine whether or not you want to pay the price. Also
it would make us less competitive internationally unless we could
negotiate a situation with other countries that they do the same
thing.

Mr. CIBARICH. The trend seems to be in the other direction. Re-
cently companies that have--

Senator PROXMIRE. That is what concerns me. The other direc-
tion. That is really murder. In other words, a 45 hour week.

Mr. CIBARICH. They feel they have savings that they don't have
to pay all the fringe benefits on that extra 5 hours. There is also a
tendency to go to contract labor instead of hiring new people.

Senator PROXMIRE. What I am trying to get is, what are we going
to do to get there? What are we going to do? If we don't move in
that direction, it seems to me we have to consider the other alter-
native with this country to a fare-thee-well stimulative fiscal
policy. That has been the attempt often in the past, and it is now.

We had a $109 billion deficit in 1982. This year it is going to be
over $200 billion. And we haven't been able to budge unemploy-
ment under the 7.3-percent level for 7 months.

Mr. REIHL. We have had high employment. And the little bit of
recovery we had is at the cost of that huge deficit. It all depends on
how much you wanted to broaden this picture. You know-you
have heard from organized labor enough that we are for fair trade
instead of free trade. A lot of the jobs that we are talking about
right here in Wisconsin, when you talk about heavy manufactur-
ing. I think you fellows wouldn't have to tell you about the value of
the over-valued dollar that is affecting the, not only the gas we
produce here in our State but also the raw materials that our
farmers produce.

Senator PROXMIRE. Of course the over valued dollar is a product
of the deficit.

Mr. REIHL. That is right.
Senator PROXMIRE. Which not only stimulates our economy but

every other economy in the world by succeeding in imports.
Mr. REIHL. Along with that high interest rate.
Senator PROXMIRE. Thank you very much..
Representative OBEY. Thank you. We are a few minutes over on

this panel. Let me simply observe one thing in closing.
In talking about comparable percentages of the unemployed that

were covered by unemployment comp, I do not know what the com-
parable figure is at this point. But I know that a year and one
quarter ago, 15 months ago, at that point we had about 38 percent
of the people were unemployed that were covered by unemploy-
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ment comp. At a similar time in the recovery in 1975, under Presi-
dent Ford, 65 percent of people who were unemployed were covered
by unemployment comp.

Today we are now at 26.9 percent, and I suspect that at a similar
period, you might have been slightly lower than 65 percent back a
decade ago, but not very much.

Mr. REIHL. It is not too long ago we lost our extended benefits
here in the State of Wisconsin.

Representative OBEY. As I understand the number is different
from Wisconsin. The number for Wisconsin is about 51 percent. So
Wisconsin is better off, I think, than the national average. But I
think what it points up is that there is a necessity to deal with
macroeconomic policy which can get the budget deficit down.

If you do that, and also I think you have to do more than that,
by way of dealing with problems in the exchange rates in order to
deal with the trade problem, then I think you can narrow the
range of the problem. But that still does not leave you without an
obligation to do something about the permanent long-term unem-
ployed.

You note in your statement that you say that there is a leader-
ship gap on that issue in this country. I certainly think that is
true.

I do think however that there is one group which is trying to
focus the moral attention of this country on that problem. That is
the U.S. Conference of Catholic Bishops. If you read the statement,
their tentative draft, they have prepared a thorough analysis of
what, of the obligation that we have to share job opportunity in a
country that is after all supposed to be taking or looking out for
the general welfare.

Dave Obey didn't say that. The preamble says that.
Thank you very much for appearing today.
Please proceed, Mr. Bollinger.

STATEMENT OF JOHN G. BOLLINGER, DEAN, COLLEGE OF
ENGINEERING, UNIVERSITY OF WISCONSIN, MADISON

Mr. BOLLINGER. I am John G. Bollinger, dean of engineering at
the University of Wisconsin, Madison. I have been a faculty
member at Madison since 1960 and dean since 1981. I am a profes-
sor in the Department of Mechanical Engineering. Much of my re-
search and teaching has been in computer control of machines and
processes, robotics, and machine intelligence, and for several years
I worked extensively on environmental noise.

I serve on the boards of directors of six Midwest companies, five
of which are in Wisconsin, and one hospital.

I have consulted for industry throughout my career.
Representative OBEY. May I ask you to summarize because I

want to make sure we have some time for questions.
Mr. BOLLINGER. Wisconsin has always taken pride in a self-reli-

ance that comes from hard-working citizens, abundant natural re-
sources, and high-quality education. These qualities have been re-
flected in a manufacturing sector concentrated in traditional prod-
ucts-paper, food, metal fabrication, electrical and nonelectrical
machinery-produced by traditional methods.
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Changing markets and intense competition, however, have
threatened the successes solid management and a trained and dedi-
cated work force achieved. After gains in the late 1970's, a reces-
sion and bolder competition, much of it foreign, drove down the
State's manufacturing employment and income. This sector ac-
counted for about 28 percent of Wisconsin employment in 1960 and
that had dropped to 23 percent in 1983.

The problem is continuing and even accelerating in some areas.
A Wausau resident recently brought this point home to me by
noting that this area has lost more than 3,000 jobs and another 7
companies may close.

The problem's roots run deeper than the Nation's recent reces-
sion statistics from the Wisconsin Strategic Development Commis-
sion and other sources show that between 1969 and 1983, Wisconsin
lost 10 to 20 percent of its employment in machinery and in elec-
tronic and electrical equipment, while posting smaller gains in
food, metal fabrication, and paper.

For the State as a whole, the manufacturing curve has turned
upward in the past couple of years. Wisconsin industry is poised.
For what?

In my opinion, either to move upward strongly, or to fade away
as an important manufacturing force in the Nation. We can ad-
vance, or we can face the alternatives: loss of jobs when Wisconsin
companies use cheaper foreign suppliers, loss of profits when for-
eign companies build here and control earnings, or loss of both.

Although attracting foreign companies creates jobs and a tax
base in the short term, we should be concerned about the long-term
implications.

The key for Wisconsin companies will be application of new tech-
nology and high technology.

An inscription in the Museum of Science and Industry in Chica-
go tells us that "Science discerns the laws of nature; industry ap-
plies them to the needs of man." I could restate that to say that
"Science discerns the laws of nature; technology and engineering
apply them to the needs of man."

This shows what I mean by technology and shows the close iden-
tification I make between industry and engineering or technology.

New technology refers to new techniques and new materials. In
my remarks, it particularly refers to the application of these in
manufacturing.

High technology refers to technology with strong science base
technology that has emerged from a molecular-level understanding.

Wisconsin manufacturing, and thus a major portion of the
State's economy, is threatened. Can we survive as a manufacturing
State? Yes, if more of our companies employ new and high technol-
ogy, as some already have.

A leading Fox Valley company is upgrading its foundry and ma-
chine shops by investing in computers and other new technology
equipment. With this advancement it will grow. Without it, the
company might not have survived.

Companies in Milwaukee and Green Bay, and a city department
in Madison, are using the Deming strategy to improve quality and
reduce costs. A consulting gr6up that spun off from the UW-Madi-
son is advising firms on this topic. The fact that an American had
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to succeed in Japan before he could begin to convince the United
States that statistical quality control is important says a lot about
our problems. But at least some Wisconsin firms have gotten the
message.

A State firm is making a bold venture into aerospace, specifically
into technology for space stations and commercial use of space. It
located its facility in Madison because it must have the expertise of
a major research university.

Biotechnology companies have located facilities in Madison and
are growing because of advanced work in the biological sciences.

A small high-technolgy company in the Racine area is succeeding
in electronic controls and related markets in part because it spends
8 percent of its gross sales on research and development. It is able
to do so by successfully competing for State technology develop-
ment funds and Federal funds.

Several Wisconsin manufacturers of electric motors and related
equipment have helped themselves stay competitive by joining a
UW-Madison research consortium for their field.

A small plastics company in the Fox Valley licensed a technology
from Italy and will be supplying millions of dollars' worth of
molded plastic components for auto interiors to GM and Ford. This
company draws on expertise in acoustics and polymer processing at
UW-Madison.

The Wisconsin Foundrymen's Group called on engineers at the
UW-Madison to develop computerized design and control programs
which now are helping that State industry compete.

An old Milwaukee company several years ago hired the engineer-
ing talent it needed and moved from a controls company based on
old-fashioned electromechanical devices to what the Wall Street
Journal recently called "the leading manufacturer of factory-floor
automation equipment-in the forefront of companies applying
computer technology to the manufacturing process."

A Milwaukee area heavy equipment firm has taken its smoke-
stack business and converted it to a high technology business in
laser measuring, process controls, and other areas.

These success stories show Wisconsin firms can compete and win.
If you tell me how many of our Wisconsin companies will follow
these examples, I can tell you whether Wisconsin will survive as an
important manufacturing State, and thus tell you much about the
entire Wisconsin economy.

Here are some of the technologies important to Wisconsin indus-
try.

MATERIALS SCIENCE

Industry needs materials that perform better and cost less,
whether in advanced areas like microelectronics or in coating an
ordinary drill bit to make it perform like one made of an expensive
alloy. High technology ceramics research produces materials for ev-
erything from space shuttle tiles to auto engines and human body
parts.

Plasma processing is another important technology emerging
from materials research and fusion energy research.
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MICROELECTRONICS

You all know the importance of the chip. It is important to real-
ize today's most advanced chips will look primitive in 10 years.

ROBOTICS AND AUTOMATION

We are seeing an increase in the use of robotics; it is essential to
integrate inspection for quality control into the automation proc-
ess. Vision devices and computers integrated with robots can
achieve this.

BIOTECHNOLOGY

The impact of biotechnology in health, agriculture, and other
areas will be enormous.

OPTICS

The high-technology control of light is being applied in lasers, op-
tical communication fibers, optical computing, and other rapidly
developing areas.

MANUFACTURING SYSTEMS

To succeed, a company's entire set of physical and human re-
sources must be regarded as a system. This research area brings
together a variety of disciplines from engineering, business, and
other areas.

A good general statement is one from the report of the Presi-
dent's Commission on Industrial Competitiveness:

U.S. technological leadership and industrial competitiveness depend on the ability
of Government, industry, and academia to work together to create, apply, and pro-
tect U.S. technological innovation.

I believe the following recommendations just issued by the State
of Wisconsin's Strategic Development Commission are especially
important and I will comment on them.

First, the State should increase the university's role in direct as-
sistance to business, especially in new product development and
technology transfer. I agree, and will continue our efforts to do so.

There should be a task force to compare the UW University-In-
dustry Research Program with efforts in other States and to ana-
lyze technology transfer here. I agree. As one example, we are
working to focus our instrumentation systems center at Madison to
help Wisconsin companies incorporate certain new technologies
into their products.

Small business development activities are needed. I agree, and I
believe programs in this area need focus on technology as well as
on business and finance.

Wisconsin needs entrepreneurship education programs. I agree.
We need continuing education programs in this area so that people
learn the rules.

UW business and engineering programs need support that en-
ables them to match the national competition for talent. I certainly
agree. Engineering and technology have been shortchanged in
higher education for years.
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A study should be conducted to define better ways to apply UW
business and engineering resources. The other engineering deans in
Wisconsin and I have taken it upon ourselves to meet regularly
and find ways to be more effective.

Universities must improve manufacturing-related research and
education and the UW should have a manufacturing technology
center. I strongly agree, but it is important to note that as recently
as 1983 the priorities of Wisconsin's leaders did not reflect the
needs in this area.

Our college raised more than $5 million from industry to offer a
new master's program in manufacturing systems engineering. We
were one of five schools in the Nation to receive multimillion-dollar
support from IBM manufacturing, and Rockwell, GM, GE, and
other companies.

But to obtain the approval of the UW system regents for the pro-
gram, I found it necessary to make a commitment not to request
State funds for at least 5 years.

Since the committee has access to the reports I have mentioned,
I will not review them further but rather will give you some addi-
tional comments on how organizations like mine can help.

I mentioned the situation in the State of Wisconsin; we do not
have a technological impetus in State government. There is no
mentor for technology in the government of Wisconsin. One of the
goals that we have had is to see more of our graduates go to work
in Wisconsin.

Only about a third of our students are employed by Wisconsin
manufacturing companies. And there are other things in my pre-
pared statement that reflect that there is a great deal of need for
education in Wisconsin to bring technologically trained people into
the work force and to take advantage of bringing new technologies
to the company's products.

Representative OBEY. Thank you.
[The prepared statement of Mr. Bollinger follows:]
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PREPARED STATEMENT OF JOHN G. BOLLINGER

Introduction

I am John C. Bollinger, dean of engineering at the University of Wisconsin-Madison. I
have been a faculty member at Madison since 1960 and dean since 1981. 1 am a professor
in the Department of Mechanical Engineering. Much of my research and teaching has
been in computer control of machines and processes, robotics, and machine intelligence,
and for several years I worked extensively on environmental noise. I serve on the boards
of directors of six midwest companies, five of which are in Wisconsin. and one hospital. I
have consulted for industry throughout my career.

I have been asked to testify today on technology's role in Wisconsin's economic
development. The application of advanced technologies is vitally important to Wisconsin
citizens: it is important to their health care, their comfort, safety, the quality of their
physical environment, their energy supply, and their standard of living. Of special
interest to us here today is the application of new and high technology in the state's
economy. The use of technology can help us retain and add jobs in agriculture,
manufacturing, and every other area; create wealth for Wisconsin; and improve our lives
and the lives of our children.

Advanced technology clearly will be critical to Wisconsin's economy in the next
decade and beyond. I will focus on the application of technology in Wisconsin's
manufacturing. These companies generate more than a third of the state's personal
income and today face great challenges.

Our survival as an important manufacturing state is threatened. I want to tell you
how I see this threat. More important, I want to describe successes which I believe show
what Wisconsin industry can and must do. Since I represent the major academic
engineering program in our state. I will emphasize the contribution education and research
can make to the Wisconsin economy.
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Present, Past. and future of technology in Wisconsin industry

Wisconsin has always taken pride in a self reliance that comes from hard-working
citizens, abundant natural resources, and high-quality education. These qualities have
been reflected in a manufacturing sector concentrated in traditional products -- paper.
food, metal fabrication, electrical and non-electrical machinery -- produced by
traditional methods.

Changing markets and intense competition, however, have threatened the successes
solid management and a trained and dedicated workforce achieved. After gains in the
late 1970s, a recession and bolder competition, much of it foreign, drove down the state's
manufacturing employment and income. This sector accounted for about 28 percent of
Wisconsin employment in 1960 and that had dropped to 23 percent in 1983.

The problem is continuing and even accelerating in some areas. A Wausau resident
recently brought this point home to me by noting that this area has lost more than 3.000
jobs and another seven companies may close.

The problem's roots run deeper than the nation's recent recession. Statistics from
the Wisconsin Strategic Development Commission and other sources show that between
1969 and 1983. Wisconsin lost 10 to 20 percent of its employment in machinery and in
electronic and electrical equipment while posting smaller gains in food, metal fabrication,
and paper.

For the state as a whole, the manufacturing curve has turned upward in the past
couple of years. Wisconsin industry is poised ... for what? In my opinion, either to move
upward strongly. or to fade away as an important manufacturing force in the nation. We
can advance, or we can face the alternatives: loss of jobs when Wisconsin companies use
cheaper foreign suppliers; loss of profits when foreign companies build here and control
earnings; or loss of both. Although attracting foreign companies creates jobs and a tax
base in the short term, we should be concerned about the long-term implications.

The key for Wisconsin companies will be application of new technology and high
technology.

New technology and high technology

An inscription in the Museum of Science and Industry in Chicago tells us that
"Science discerns the laws of nature; industry applies them to the needs of man." I could
restate that to say that "Science discerns the laws of nature; technology and engineering
apply them to the needs of man." This shows what I mean by technology and shows the
close identification I make between industry and engineering or technology.

"New technology" refers to new techniques and new materials. In my remarks, it
particularly refers to the application of these in manufacturing. "High technology" refers
to technology with a strong science base, technology that has emerged from a
molecular-level understanding.

57-425 0-86-9
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How technology can contribute to the Wisconsin economy

Wisconsin manufacturing, and thus a major portion of the state's economy, is
threatened. Can we survive as a manufacturing state? Yes, if more of our companies
employ new and high technology as some already have. For example:

-- A leading Fox Valley company is upgrading its foundry and machine shops by
investing in computers and other new technology equipment. With this advancement it
will grow. Without it, the company might not have survived.

-- Companies in Milwaukee and Green Bay, and a city department in Madison, are
using the Deming strategy to improve quality and reduce costs. A consulting group that
spun off from the UW-Madison is advising firms on this topic. The fact that an American
had to succeed in Japan before he could begin to convince the U.S. that statistical quality
control is important says a lot about our problems. But at least some Wisconsin firms
have gotten the message.

-- A state firm is making a bold venture into aerospace, specifically into technology
for space stations and commercial use of space. It located a facility in Madison because
it must have the expertise of a major research university.

-- Biotechnology companies have located facilities in Madison and are growing
because of advanced work in the biological sciences.

-- A small high-technology company in the Racine area is succeeding in electronic
controls and related markets in part because it spends 8 percent of its gross sales on
research and development. It is able to do so by successfully competing for state
technology development funds and federal funds. It is developing important products for
factories and may supply products for advanced urban rail systems.

-- Several Wisconsin manufacturers of electric motors and related equipment have
helped themselves stay competitive by joining a UW-Madison research consortium for
their field.

-- A small plastics company in the Fox Valley licensed a technology from Italy and
will be supplying millions of dollars worth of molded plastic components for auto interiors
to GM and Ford. This company draws on expertise in acoustics and polymer processing at
the UW-Madison.

-- The Wisconsin foundrymen's group called on engineers at the UW-Madison to
develop computerized design and control programs which now are helping that state
industry compete.

-- An old Milwaukee company several years ago hired the engineering talent it
needed and moved from a controls company based on old-fashioned electromechanical
devices to what the Wall Street Journal recently called, "the leading manufacturer of
factory-floor automation equipment ... in the forefront of companies applying computer
technology to the manufacturing process.'

-- A Milwaukee-area heavy equipment firm has taken its smokestack business and
converted it to a high-technology business in laser measuring, controls, and other areas.

These success stories show Wisconsin firms can compete and win. If you tell me how
many of our Wisconsin companies will follow these examples. I can tell you whether
Wisconsin will survive as an important manufacturing state and thus tell you much about
the entire Wisconsin economy.
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Important technologies

Here are some of the technologies important to Wisconsin industry today.

-- Materials science. Industry needs materials that perform better and cost
less, whether in advanced areas like microelectronics or simply in coating an
ordinary drill bit to make it perform like one made of an expensive alloy. High
technology ceramics research produces materials for everything from space
shuttle tiles to auto engines and human body parts. Plasma Processing is
another important technology emerging from materials research and fusion
energy research.

-- Microelectronics. You all know the importance of the chip. It is important
to realize today's most advanced chips will look primitive in ten years.

-- Robotics and automation. We are seeing an increase in the use of robotics:
it is essential to integrate inspection for quality control into the automation
process. Vision devices and computers integrated with robots can achieve this.

-- Biotechnology. The impact of biotechnology in health, agriculture, and other
areas will be enormous. The distinction between physical and life science may
blur further as biotechnology develops.

-- Optics. The high-technology control of light is being applied in lasers,
optical communication fibers, optical computing, and other rapidly-developing
areas.

-- Manufacturing systems. To succeed, a company's entire set of physical and
human resources must be regarded as a system. This research area brings
together a variety of disciplines from engineering, business, and other areas.
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Policies and initiatives needed

Those technologies are available. Wisconsin's competition is using them. The
question now is what government policies and private initiatives are needed to insure that
Wisconsin industry applies the new and high technology it needs to survive.

An good general statement is one from the Report of the President's Commission on
Industrial Competitiveness:

-- 'U.S. technological leadership and industrial competitiveness depend on the ability
of government, industry, and academia to work together to create, apply, and
protect U.S. technological innovation."

Strategic Development Commission recommendations

I believe the following recommendations just issued by the State of Wisconsin's
Strategic Development Commission are especially important and I will comment on them:

-- The state should increase the university's role in direct assistance to business.
especially in new product development and technology transfer.

I agree, and will continue my efforts to do so.

-- There should be a task force to compare the UW University-industry Research
Program with efforts in other states and to analyze technology transfer here.

I agree. As one example, we working to focus our Instrumentation Systems
Center at Madison to help Wisconsin companies incorporate certain new
technologies into their products.

-- Small business development activities are needed.
I agree, and I believe programs in this area need focus on technology as well as
on business and finance.

-- Wisconsin needs entrepreneurship education programs.

I agree. We need continuing education programs in this area.

-- UW business and engineering programs need support that enables them to match the
national competition for talent.

I certainly agree. Engineering and technology have been shortchanged in higher
education for years -- until recently.

-- A study should be conducted to define better ways to apply UW business and
engineering resources.

The other engineering deans in Wisconsin and I have taken it upon ourselves to
meet regularly and find ways to be more effective.

-- Universities must improve manufacturing-related research and education and the UW
should have a manufacturing technology center.

I strongly agree, but it is important to note that as recently as 1983 the
priorities of Wisconsin leaders did not reflect the needs in this area. Our
college raised more than $5 million from industry to offer a new masters'
program in manufacturing systems. We were one of five schools in the
nation to receive multi-million dollar support from IBM in manufacturing.
and Rockwell. GM, CE, and other companies have contributed
substantially. But to obtain the approval of the UW-System regents for
the program I found it necessary to make a commitment not to request
state funds for at least five years.
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My recommendations for applyina engineering research and education

Since the committee has access to the reports I have mentioned, I will not review
them further but rather will give you some additional comments on how organizations like
mine can help.

To survive and grow, Wisconsin industry needs a technology base to draw on. I
believe our College of Engineering in Madison. and the other engineering schools in the
state, are an important part of this base. The university and government should work to
encourage industry's use of these resources. Here are some of the problems and
opportunities I see.

-- A moment ago I mentioned the lack of state support for our manufacturing
systems engineering masters' program. Perhaps even more troubling is the lack of
involvement by Wisconsin industry. Of the 42 students in the program last school
year, about 25 were returning from industry, many at company expense. Some of the
nation's biggest and best companies are participating. But none of those students
came from Wisconsin companies.

-- One of Wisconsin's goals should be more employment of graduate engineers.
In-house engineers are the best source of high-technology for a company wanting to
improve. Only about one-third of our B.S. graduates taking jobs are doing so in the
state -- and more than that say they want employment here.

It is not surprising some of our graduates go to a national market. We are a
national college in both funding sources (only 28 percent of our budget comes
from state taxes) and the level of our research. But more could be hired here
and we want to encourage that.

Frankly, the low proportion hired in Wisconsin reflects almost exactly the fact
that only one-third of the companies coming to interview our students have
operations in Wisconsin. We are working to attract more Wisconsin job
interviewers. But Wisconsin companies must take the initiative also.

-- One way we encourage this is our cooperative education program. Students
alternate work and school. Companies get employees in training and get to know
potential permanent employees. We believe this is especially useful to Wisconsin
firms who want to know the people they hire. Yet, of 85 employers hiring coop
students last year, only 20 were Wisconsin firms.
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-- We would like to deliver more and better continuing education to companies. This
not only enables Wisconsin engineers to work with the latest technology, but also
insures that the engineers companies hire are motivated to stay because they have
opportunities to advance their careers.

The engineering extension function from Madison was integrated into our
college last month and will be of great help in serving state industry. We are
working to make masters' degree programs available by videotape.

We would like more input from Wisconsin industry on what educational
programs to offer.

-- I encourage companies to sponsor research in engineering schools (which often
means supporting a graduate student). At Madison we have industrial consortia in
which companies pool support of research on generic problems of interest. We have a
University-Industry Research Program for liaison with industry. My college has an
associate dean for industrial relations. and we publish monthly and yearly reports for
industry on research activity. We program special industry days on campus to
develop communications and find synergistic relationships.

-- Engineering education in Wisconsin has a critical need for more space. For the
past 15 years there has been little investment in new facilities for engineering.
Other areas have done well at a time when building a strong technical education base
was becoming very important. In Madison. for example, we often cannot move
forward with an idea because we have no place to cultivate it.

-- Finally, the State Technology Development Fund is an excellent mechanism to get
industry and universities to work together, but it is too small compared to those in
other states.

We would welcome more interest from industry in these matters. and clearly deans at
the other state engineering schools would welcome interest in their work.

In summary

We in Wisconsin cannot continue to believe, as we have in the past, that products will
be produced here and sold across the U.S., around the world, or even in this state simply
because we work hard or have skilled labor. We cannot rely on the natural beauty and
other qualities of our state, important as they are, to keep or attract key innovative
people for industry.

Rather, we must prove to the world that our products' quality is exceptional, that our
prices are affordable, and that our after-tax income is attractive. And the key is to apply
the new and high technologies most appropriate for each company.

Initiatives legislated in some other states are far bolder and of greater magnitude
than what Wisconsin has done. We need to move ahead. We in engineering research and
education are working to make the Wisconsin economy grow. We are prepared to produce
the knowledge and talented engineers to do more.

July 25, 1985
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Representative OBEY. Mr. Hassett, please proceed.

STATEMENT OF PAUL E. HASSETT, PAST PRESIDENT, WISCONSIN
ASSOCIATION OF MANUFACTURERS & COMMERCE

Mr. HASSETT. I would like to congratulate Dean Bollinger be-
cause I have seen him in action. He has done a tremendous job.

Thank you very much for the opportunity to appear before your
committee. Advance information on those invited to speak reveals
that there are going to be many here with considerable economic
and research background with statistical reports that I will not
repeat.

I will try to answer the questions posed in your letter; namely,
No. 1, the current status of manufacturing in Wisconsin, strengths
and weaknesses; No. 2, what kinds of Federal and State Govern-
ment policies and programs will be helpful; and No. 3, what should
the private sector do alone or with the public sector to improve
performance of our manufacturing sector.

Like most situations, the picture regarding manufacturing in
Wisconsin is not as bad as some would make it out to be, nor is it
as good as we would like it to be.

Now for the downside. In the aggregate, Wisconsin's manufactur-
ing sector looks troubled, but not as bad off as the manufacturing
sectors of other Midwestern States and to our east, Michigan, Illi-
nois, Indiana, and Ohio.

Between 1980 and 1982, Wisconsin lost more than 134,000 jobs
according to the recent Wisconsin Strategic Development Commis-
sion Phase I report. In the last year, we lost 540 manufacturing
jobs.

Someone brought up the story of how Massachusetts recovered. I
wish they would note that Massachusetts lost 200,000 people.

You might ask yourself what would happen in Wisconsin if we
lost 200,000 people? We would be looking for people for jobs. We
have had some recovery. In 1982 we lost 134,000 jobs, lost 540 last
year in manufacturing. And we are still losing some in the durable
goods, motor vehicles, heavy equipment. I have given a statement,
a list from the State of some of those areas where we have lost
them and some where we have some improvement.

The improvements have been in the fabricated metal products,
food, paper products and printing industry. Paper and printing are
really strong in Wisconsin. Just to the west of us, Consolidated
Papers announced expansion in excess of $30 million. It is just fan-
tastic what they are doing.

Representative OBEY. I was there yesterday.
Mr. HASSErr. I thought you might be. And down here you will

hear from Tony Earl about his great reception at Lomira where
Quad Graphics is adding about 1,000 employees in the printing in-
dustries. They are the good stories of Wisconsin.

Representative OBEY. Could I interrupt, we have the mayor of
Wisconsin Rapids here. I am sure we will let him take full credit
for that.

Mr. HASSETT. Well, they have a great operation over there.
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You know, we hear about growth in service industries, but there
is also surprisingly as much growth in small manufacturing in Wis-
consin. That is kind of interesting.

Small manufacturing firms are keeping pace, but not with the
number of jobs, of course, that we are so used to getting with large
manufacturers. But that is one of the statistics that is kind of in-
teresting. I have always tried to say that large and small are both
important.

Half the employers, half the employees in the State are hired by
98,000 employers. The other half are hired by 2 percent of the em-
ployers. My point is that they are both very important, the large
and small. And the increases are coming from the many small ones
because there are so many of them.

The large ones are not doing as well. I would like to add onto
what the Dean said. Allen Bradley, he could tell you more specifi-
cally what they do there, but I was taken there a couple of years
ago and then most recently about 6 months ago with him.

They took out the whole top two floors and, Senator Proxmire,
when you visit, you will want to see that. The two top floors have
been gutted. These are a block long, block wide and they have got
all new high-technology in there. You have machines making ma-
chines and nobody is there.

However, the alternative was to take that plant and move it to
Mexico. They did not lay off people. They have still got 5,000 em-
ployees, and they are making 30,000 items in that operation, elec-
trical things that he could tell you more about than I can.

But he was a very important cog in that operation in helping
them figure out how they could produce and modernize and com-
pete worldwide. That is what they said. We want to compete world-
wide and undercut ourselves because we are doing a job in produc-
tion.

I would like to complement the University of Wisconsin and the
dean for their very active work in that area.

Even in the foundry industry, some are really having a problem,
but a few are coming back. And the unfortunate part is they are
using high-technology techniques and producing two and three
times more with half the employees.

The alternative was, go out of business and go elsewhere. That is
what they are doing.

They are lowering production costs. I am skipping along here
and trying to hit some of the highlights.

I have always made an issue, and I think you know about that,
that we-Wisconsin is a high personal income tax State and a high
service State, and I think the Governor is making some corrections
this year by reducing the high personal income tax, which I hope
will have some impact.

The people who make decisions on where you expand, where you
go, obviously feel that high personal income tax. The State was
persuaded to do something about it and they are doing that. So we
are moving in the right direction.

I think it is no secret Wisconsin manufacturing products are
hurt by increased foreign competition and competition in the Sun
Belt in attracting new companies. I think that is a whole subject
for discussion itself for many reasons.
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I had an interesting program we ran called Business World up at
Lawrence University, and we had Bob Leverins up there, head of
Leverins Shoe. He just told a story of their business. They are sur-
viving, doing a terrific job.

But he happened to point out to one of the teachers who was
there-this program was for teachers to learn about business-you
happen to be wearing a pair of shoes made in Taiwan. I have got a
picture of the little girls and boys 12, 13 years old who sit on stools
and make those shoes at a dollar a day. That is the kind of compe-
tition we have and the problem is how do we overcome it.

He claimed we do it with styles and keeping up to date and going
back to customers to find out what they want. But I think he gave
an eye opener to all of us as to what you are up against with that
kind of competition.

I am very optimistic about Wisconsin. We have paid the price in
environmental protection. We paid the price in a fine educational
institution like this. Dave Obey and I had some part in that.

We passed the bill on vocational school education when you were
back in the legislation. Maybe we got more than we need, but there
is no way to change it or cut it back.

Maybe we should examine some of these services we have.
In answer to your other questions, what do we do about them, I

think the State probably needs more help in developing and ex-
panding foreign markets for Wisconsin products. We are getting
more inquiries from that-for that even by small firms who don't
know just how to go about it, and they want some help.

I think there is a place where both the State and private sector
and associations might be more helpful.

Also we need to encourage more-although a lot are trying to do
that-the growth of small businesses.

And finally, I think our manufacturing strength probably will
not return until we and you and all of us attack the problem of
those twin deficits, the Federal budget deficit and the Nation's
trade deficit. Tough problems and you are more familiar with that
than I am.

I know from Senator Proxmire's idea-"Don't cut me and don't
cut thee, but cut that guy behind the tree." Somehow we have got
to figure out how to do this fairly and evenly.

Thank you.
Representative OBEY. Thank you.
[The prepared statement of Mr. Hassett follows:]
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PREPARED STATEMENT OF PAUL E. HASSETT

Chairman David R. Obey
Joint Economic Committee

Thank you very much for the opportunity to appear before your Committee.

Advance information on those invited to speak reveals that there are

going to be many here with considerable economic and research background

with statistical reports that I will not repeat.

I will try to answer the questions posed in your letter, namely (1) the

current status of manufacturing in Wisconsin, strengths and weaknesses,

(2) what kinds of federal and state government policies and programs

will be helpful and (3) what should the private sector do alone or with

the public sector to improve performance of our manufacturing sector.

Like most situations, the picture regarding manufacturing in Wisconsin

is not as bad as some would make it out to be, nor is it as good as we

would like it to be.
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Now for the downside. In the aggregate, Wisconsin's manufacturing sector
looks troubled, but not as bad off as the manufacturing sectors of other
Midwestern states and to our east--Michigan, Illinois, Indiana and Ohio.
Between 1980 and 1982, Wisconsin lost more than 134,000 jobs according
to the recent Strategic Development Commission Phase I Report. In the
last year, we lost 540 manufacturing jobs.

So while there has been a relatively strong recovery nationally, we are
still losing 450 manufacturing jobs each year. Most of the job loss
has been in the durable goods, motor vehicles and heavy equipment indus-
tries.

On the other hand, Wisconsin has shown relatively consistent growth in
fabricated metal products, food and kindred products, paper products
and the printing industries. Paper and printing industries are especial-
ly strong in Wisconsin and continue to expand and grow. Just to the
west of us, Consolidated Paper has announced expansions in excess of
$30 million at the present time; and to the south of us at Lomira, the
Quad/Graphics firm has announced an expansion that will result in 1,000
jobs in that rural area.

Despite all the talk about service industries as the wave of the future--
their growth is astounding--but very small manufacturing firms also con-
tinue to grow at a more rapid pace than very small service firms! Even
during the recession of 1980 to 1982, very small manufacturing firms
continued to add jobs. Some of this may have been the entrepreneurial
response of workers laid off from larger manufacturers.

A 1985 Department of Development study reveals that 36 different manu-
facturing sectors (S.I.C.s) presently employing over 300 workers as the
most likely job generators during the next decade. Generally speaking,
it should be pointed out that Wisconsin still employs about one-third
of its work force in manufacturing. They generate many of the service
jobs. Manufacturing continues to be extremely important to this state's
economy and that of the nation. Generally, it is the manufacturing job
that led to service needs.

I am enclosing some of the reports indicating the likely job generators.

Personally I am not as pessimistic as some are about the future of manu-
facturing in the state of Wisconsin. Let me use Allen-Bradley in Mil-
waukee as an example. Starting several years ago when the recession
hit us, due to a variety of things, as you know as well as I, that com-
pany made a decision to continue competing worldwide by reducing its
costs. Rather than move to Mexico, Allen-Bradley gutted several large
floors of this immense building and has used all of the latest techniques
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of high tech electronic know-how to create machines making machines for
worldwide distribution of over 30,000 electrical items. It is true that
no additional employees may be employed in those divisions, but the al-
ternative was to move this plant of 5,000 employees to Mexico!

They are staying in Milwaukee, Wisconsin and believe they will be able
to underbid their competitors worldwide because of lower production
costs, and they have not laid off people.

A similar scene can be portrayed in other manufacturing plants. It is
true that they may not increase the number of employees, but they are
lowering production costs, and it is possible that they will produce
more than they ever have in the past with less employees because of the
use of high tech equipment. They will cut their operating costs in order
to compete worldwide.

We have had expansions notably in the paper and printing industry. Foun-
dries have been hurt, but even some of the foundries have reorganized,
and with the use of high tech improvements will be producing more with
less employees. I believe Wisconsin will hold its own with its midwest
competitive manufacturing states.

Regarding the second question posed for this hearing, the strengths and
weaknesses of manufacturing in the state, I might say that we are doing
something about the relatively high personal income taxes that has an
impact on the executives who make the decisions on where to locate or
expand in Wisconsin. The state has just passed legislation to reduce
those high personal income taxes. We think this will help. It certainly
is a good start in the right direction.

Other problems involve the relatively high wages in Wisconsin manufac-
turing compared to those in some other southern states that are fighting
for our plants. Negotiations for give-backs have been under way. But,
on the other hand, the state's relative corporate income taxes do not
affect the state's share of industry employment because our corporate
taxes are relatively modest compared to other states.

And, as Mr. Chairman, you know the state passed the machinery and proper-
ty tax exemption almost ten years ago which has been very helpful to
the state in maintaining a manufacturing base.

It is no secret that Wisconsin's manufacturing products are hurt by in-
creased foreign competition and competition from sunbelt states in at-
tracting new companies. There are many different reasons for the success
of that competition.
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I believe Wisconsin is in pretty good shape for the future because we
have paid the price for environmental protection, a price I think other
states will have to pay in the future. We have paid the price for a fine,
excellent educational system, both for vocational training and for higher
education. Maybe we should not have all of the education facilities
we have available in the state, but that is what the public approved.
Maybe some of these services should be reexamined to determine if we
want to keep them and, if so, can they be paid for in a different way.

Some of the things that can be done in the future, both with the help
of the private sector itself and possible use of the public sector, are:

1. Strengths in Wisconsin's labor availability and quality, re-
sources and public infrastructure. We are doing that with the
availability of our vocational and technical education sys-
tem, and the public sector has some programs available to the
private sector to assist them. I am not so sure that our infra-
structure needs all that much more help at this time.

2. The private sector itself is trying to increase its high tech-
nology operation and production techniques in Wisconsin as I
explained earlier in the case of Allen-Bradley.

3. The state probably needs more help in developing and expanding
foreign markets for Wisconsin products. Here is a place where
a concerted effort probably will be necessary by both the pri-
vate and public sector to help those firms who may have products
that can be sold to foreign markets, but do not have the ex-
pertise and know-how.

4. The encouragement and growth of small businesses. Again, both
the public and private sector have tried a variety of programs
making venture capital available. Some are working, but not
as well as we hear in other states.

5. Wisconsin continues to have the reputation of a high service
and high taxes state. High services are available at the local
as well as the state level. Therefore, a study of those ser-
vices ought to be undertaken to determine whether or not they
should be continued. If they are to be continued, other methods
of financing ought to be reviewed. It is quite possible that
users should pay more of the cost of some of the services and
maybe some of the services should be cut back, or eliminated.

There is no way to cut taxes without cutting services. The
services apply to both local and state government.
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In the next couple of days, you will hear dozens of suggestions about
what the federal government can do to improve the fortunes of our
nation's manufacturers. But while each of these proposals may have
merit, we should not allow many minor proposals to detract us from sol-
ving the number one problem plaguing manufacturing health.

Our manufacturing strength will not return until
we have attacked the problem of the twin deficits--
the federal budget deficit and our nation's trade
deficit. Reducing these mutually supportive defi-
cits should be our nation's number one goal. They
are our largest obstacle to economic health. There-
fore, each of the proposals offered here today should
be judged by how well they work to reduce these
paramount problems.

In the 1970's, the state of Wisconsin took a bold step towards im-
proving its business climate. The Manufacturing and Equipment property
tax exemption remains one of Wisconsin's most outstanding economic
features.

The state must now build upon this competitive
advantage by working to remove Wisconsin's largest
deterrent to economic development--high personal
income taxes. Study after study has shown that
Wisconsin's personal income tax rate is our major
deterrent to economic development. Happily,
Governor Earl and the Wisconsin State Legislature
has begun to reduce our state's personal income
tax burden. We must continue to reduce these taxes
further in the years ahead.

When the history of Wisconsin's economic recovery is written in the
years ahead, economists will acknowledge that the greatest contribution
toward resurgence came not from government, but from management and
labor. In particular, I believe that trade associations will have an
increasing role to play in the economic health of their members. Trade
associations offer a forum for joint ventures in management assistance,
technical training, research and development, and marketing. While
the state and federal government could serve as catalysts for stronger,
more active trade associations, the greatest burden lies upon industry
and its workers. We will succeed by pulling ourselves up.



LIKELY JOB GENERATORS: TABLE I

SIC INDUSTRY
CODE

MEAT PRODUCTS
MISC FOODS AND KINDRED PRODUCTS
MILLWORK. PLYWOOD AND STRUCTURAL MEMBERS
PARTITIONS AND FIXTURES
NEWSPAPERS
PERIODICALS
MISCELLANEOUS PRINTING
COMMERCIAL PRINTING
PRODUCTS OF PURCHASED GLASS

*SECONDARY NONFERROUS METALS
OFFICE AND COMPUTING MACHINES
COMMIUNICATION EOUIPMENT
MISC. ELECTRICAL EOUIPMENT AND SUPPLIES
AIRCRAFT AND PARTS
PHOTORGAPHIC EQUIPMENT AN SUPPLIES
LOCAL AND SUBURBAN TRANSPORTATION
TRUCKING AND TRUCKING TERMINALS
TRANSPORTATION BY AIR
TBANSPOBTATION SERVICES

'COMMUNICATION SERVICES
COM8INATION UTILITY SERVICES
WHOLESALE TRADE-NONDURABLE GOODS
FURNITURE AND HOME SUPPLIES
MISCELLANEOUS RETAIL
CREDIT AGENCIES OTHER THAN BANKS
INSURANCE CARRIERS
PERSONAL SERVICES
ADVERTISING

COMPUTER AND DATA PROCESSING SERVICES
MISC. BUSINESS SERVICES
OFFICES OF DENTISTS
EDUCATIONAL SERVICES

1983
WISCONSIN
EMPLOYMENT

13353
3222
9632
14 16

10669
1442
1 493

137943
346
165

3312
0777
1439
1046
2835

26457
2141
2748
1514
5959

43747
11190

42483
12618
31428
2081329T7

5039
19070
10429
18833

* THE PAST DATA FOR THESE INDUSTRIES ARE CALCULATED FOR

(1) ALL GROWTH RATES ARE COMPOUNDED ANNUAL GROWTH RATES

PROJECTED
US GROWTH
1979- 1995

0.2
0.0
0.4
1 .0
1 .3
2.4
'.3
1.3

0.3
0.1

4.2
17.6
0.6
O.7
1.8

1 6
2.7
2.2
0.8

1.3
;.4

3.3
1.6
1.4
2.2
3.2
4.2
2.5
21

CHANGE IN SHARE
POSITIVE

US GROWTH WISCONSIN
1976-1983 GROWTH

(II 1976-1983

0.0 0.0
0.0 2.2
1.2 19
1.4 2.9
1.3 3

S.0 7.
3.6 4.8
2.9 4.0
0.6 0.9
1,1 7.0
7.9 13.8

3.7 S.4
09 4.3
2.6 5.2
0.S 6.
3.5 4.2
09 1.7
2.6 6.1
6.0 10.0

17.6 24.3
0.9 2.5
1.4 1.6
1 1 .

1I9 2.2
4.4 4.9
2.6 3.7
1.4 2.0
4.0 5.6

14.1 14.3
6.0 6.3
6.1 7.0
7.5 12 6

THE YEARS 1975-1982. SEE APPENDIX.

(2) THE LAST COLUMN REPORTS THE CHANGE IN THIE NUMBER OF WISCONSIN JOBS THAT WOULD HAVE OCCURRED BETWEEN 1976-t9B3
IF WISCONSIN'S RATE OF EMPLOYMENT GROWTH WAS IDENTICAL TO THE NATIONAL GROWTH RATE FOR EACH INDUSTRY.

PREPARED BY THE WISCONSIN DEPARTMENT OF DEVELOPMENT. BUREAU OF RESEARCH
SOU RCE S: WISCONSIN EMPLOYMENT--TABLE 210. VARIOUS YEARS. DEPARTMENT OF INDUSTRY. LABOR. AND HUMAN RELATIONS; STATE

OF WI SCONS IN
U.S. EMPLOYMENT--i975-i9B. EMPLOYMENT AND WAGES. BUREAU OF LABOR STATISTICS. U.S DEPT. OF LABOR

1982-1983. EMPLOYMENT AND EARNINGS. BUREAU OF LABOR STATISTICS. U.S. DEPT. OF LABOR

1995 PROJECTION, MONTHLY LABOR REVIEW, NOVEMBER 1983. BUREAU OF LABOR STATISTICS,
U.S DEPT. OF LABOR

2
3
4
9

76
8
9
1O

12
13
14

16
17
18
19

20
21
22
23
24
29
28

27
28
29
30
31
32

201
209
243
294
271
272
274
275
323
334
357
366
369
372
386
411
424
45

47
489
493
59
57
9
81
63
72
731
737
739
802
82

ACTUAL CHANGE
IN STATE JOBS
1976- t983

21
460
1191
255
955
977
417

3298
20
86

1142
1018
2740

433
355
704

2983
724

1337
1284

931
4716
848

9914

3598
7053
2689

946
3068

3939
10602

NUMBER (I)

CHANGE IN JOBS
AT US GROWTH
1976-1983 (2)

8

726
119
929
353
306

2325

662
540
201
22

575
1489
284
7I7

791
315

401
793
9108
3134
4886
1855
645

29a9
6542
3361
5464



LIKELY JOB GENERATORS: TABLE 2

3
4

II
I I

1 3
14
Is

SIC
CODE

1 07
2 264
3 269
4 307
5 359
6 367
7 383
8 415
9 463
10 461

12 50
13 54
I4 56
IV 56
16 60
17 62
1B 65
19 70
20 736
I2 75
22 79
23 601
24 805
25 606
26 808
27 609

2 63
30 86

SIC INDUSTRY
CODE

203 PRESERVED FRUITS AND VEGETABLES
267 PAPER PRODUCTS
273 BOOKS
281 INDUSTRIAL INORGANIC CHEMICALS
287 AGRICULTURAL CHEMICALS
321 FLAT GLASS
326 CUT STONE AND STONE PRODUCTS
342 CUTLERY HAND TOOLS AND HARDWARE
343 PLUMBING AND HEATING. EXCEPT ELECTRIC
354 METALWORKING MACHINERY
358 REFRIGERATION AND SERVICE MACHINERY
361 ELECTRIC DISTRIBUTING EOUIPMENT
364 ELECTRIC LIGHTING AND WIRING EQUIPMENT
385 OPHTHALMIC GOODS
391 JEWELRY. SILVERWARE AND PLATED WARE

LIKELY JOB GENERATORS: TABLE 3

INDUSTRY

'AGRICULTURAL SERVICES
SOAP. CLEANERS. AND TOILET GOODOS
MISC. CHEMICAL PRODUCTS
MISCELLANEOUS PLASTICS PRODUCTS
MISC. MACHINERY. ETCEPT ELECTRICAL
ELECTRON IC COMPONENTS AND ACCECT RIES
OPTICAL INSTRUMENTS AND LENSES
SCHODL BUS TRANSPORTATION
RADIO AND TELEVISION BROADCASTING
ELECTRIC SERVICES
SANITARY SERVICES
WiI0LESALE TRADE-DURABLE GOODS
FODD STORES
APPAREL AND ACCESORY STORES
EATING AND DRINKING PLACES
BANK ING
SECURITY AND COMMODITY BROKERS
REAL EST ATE
HOTELS AND OTHER LODGING PLACES
PERSONNEL SUPPLY SERVICES
AUTO REPAIR SERVICES AND GARAGES
AMUSEMENT AND RECREATION SERVICES
OFFICES OF PHYSICIANS
NURSING AND PERSONAL CARE FACILITIES
HOSPITALS

'OUTPATIENT CARE FACILITIES
'HEALTH AND ALLIED SERVICES

LEGAL SERVICES
SOCIAL SERVICES
MEMBERSHIP ORGANIZATIONS

1963
WISCONSIN
EMPLOYMENT

9636
29324

3170
391

17
224

4565
5213

10022
7479
SKS7
1320
370
106

1983
WISCONSIN
EMPLOYMENT

6524
3606
1596

13352
7622

6226
4290
7264

692
52571
46264
14608

125699
26877

3374
12613
19641
914.
9664

1a176
21612
35610
73020

1321
2019

10061
23792
15433

PROJECTED
US GROWTH
,979 -1 995

0.5
0.5
2.4
0.9
I.4
0.3
0.6
0.5
0.2
0.3
0.8
0.9
0.7
ORS
0.4

PROJECTED
US GROWTH
1979-1995

2.4
14

12
2.3
0.6
3.1
0.
1 7
*4.0
1 2
268
I.3
1.4

2.1
2.2
3:7
1.6
1 .6
32
1.9
2.8
2.5
40
34.
4.0
40

3.2
1.5
1.2

PREPARED BY THE WISCONSIN DEPARTMENT OF DEVELOPMENT. BUREAU OF RESEARCH
SOURCES: SEE TABLE t

CHANGE IN SHARE
POSITIVE

US GROWTH WISCONSIN
1976-1983 GROWTH

1976- 1983

-0.5 0.6
-0.7 04
-O. I 0.4

-0.5 3.0
-, .4 22.3
-1.6 3.9
-3.0 4.1
-2.6 04
-0.2 01
-1.3 0.
-0.6 1.2
-1.7 1.6
-0.6 0.9
-0.9 16 9
-0.7 7.0

CHANGE IN SHARE
NEGAT IVE

US GROWTH WISCONSIN
1976-1983 GROWTH

1976- 1983

11.1 5.9
2.5 I 0
1.4 0.5
3.3 2.9
1.5 1.2
6.9 4.8
5.9 4.2
3.6 1 I
5.1 4.0
4.1 2.1
3.4 2.8
2.2 2 5
2.6 I.
1.5 1.0
4.2 3.9
3.4 2.5
8.2 6.7
3.6 2.6
2. 21

12.9 4.2
3.1 29
4.0 3.3
4 6 4.7
4A5 4.3
4.2 2.3

126 1.9
I1.8 9.0
7.2 5.4

lO.S 6.2
12.8 1.5

* SEE TABLE I

ACTUAL CHANGE
IN STATE JOBS
1976- 1983

433
723
76
73
90
4

55
112

40
563
579
579

77
246
40

ACTUAL CHANGE
IN STATE JOBS
1976- _963

2145
242

2361
624

1071

466
I03S
994
121

5295
34 1

938
29363

4343
1228
2111
2671
2277
1739
3657
S969
905 2

l0945
736
837

3086
8675
1523

CHANGE IN JOBS
AT US GROWTH
1976- *993

-302
-1 278

_5
-Io

-50
-2

-32
-739

-73

-296
-586
-67
-9
-3

CHANGE IN dOBS
AT US GROWTH
1976- 1993

644
160

2926
743
1650

1603
1352
2016

149
7793
6776
1520

32 106
5939
159B
3046
3191
9167

4541t
6039
9550

20646
806
1169
4362

15712
18472i



267

Representative OBEY. Mr. Richards, how about agriculture.

STATEMENT OF HOWARD C. RICHARDS, FARMER, LODI, WI, AND
COCHAIRMAN, WISCONSIN GOVERNOR'S COMMISSION ON
AGRICULTURE
Mr. RICHARDS. Thank you.
It is a privilege to be here and to try and represent other farmers

rather than our more usual technique of having to pay experts to
speak for us all.

You will note my emphasis is probably a little different than
theirs is.

Food will be in the 1980's what oil became in the 1970's-scarce
and expensive. What it gets down to is, we have only got so much
grain. Are consumers willing to pay more for their food to keep the
grain home than importing countries are to ship the grain there?
Nobody can afford to feed animals $4 corn.

You would think that we would be sitting here today talking
about a prosperous period in agriculture. It turns out just the oppo-
site has taken place.

One of the reasons is that those forecasts were so far in error.
They are a factor in the decisions that a lot of our Wisconsin farm-
ers made in terms of preparing themselves for their occupation
during this period. I do want to talk first about the perception of
why the agriculture situation has not shared in the recovery with
the rest of our economy.

I think it is not surprising when we consider what the experts
were saying, that we were in the midst of another agriculture em-
bargo, the third and bipartisan action over a period of about 10
years. They obviously didn't see much need for export markets.
However, less than 2 years later, we had a big corn harvest in
1982, and we have had surplus production in most of our major
commodities ever since.

Much of what is underway is a massive decapitalization of agri-
culture, forced by tight monetary policy and high interest rates.
We have already talked a bit about high interest rates. I won't say
much there except that in the 1970's, the real interest rates were
about 1 percent.

In 1981 and 1982 they were 9 and 11 percent, and they have
stayed up in that 7 to 8 category since. Because in agriculture we
have variable interest rate programs from our major lenders. That
burden, transferred quickly to the farmers, and combined with the
huge Federal deficit and the overvalued dollar which devastated
our export markets, has left us with a real problem.

As a result of these three items, misreading the August outlook,
the embargo and the sudden change to higher interest rates, I
would like to emphasize several quick facts about the current
status of the farm situation.

In 1970, total farm debt was only three times the total net farm
income. By 1980, it was 7.3 times the total net farm, but by 1983 it
was 12.6 times as great as the annual net farm income. Wisconsin's
total net farm income was almost one-third less than in 1979.
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In 1983, farms with gross incomes between $40,000 and $499,999
had total net farm incomes equal to 1.67 percent of their equity
and nothing at all for the operators' unpaid labor.

That amounted to an average net farm income of $11,318. But a
5 percent return on the invested equity of those people would have
been triple that without giving any credit or any value to a year's
work.

In 1983, farmers with gross incomes between $40,000 and
$499,999 had an average net farm income of $11,318, but a 5 per-
cent return on their equity, excluding households, would have
earned them $34,800 alone, plus whatever their year's work earned
in another occupation.

It's obvious you can't service the debt on that size of business
with that low level of income.

The investment in equipment and buildings alone per farm
worker is twice the investment per manufacturing worker. Adding
the land investment widens the ratio much further.

How many of your staff people would keep coming to work if you
quit paying them for their labor? If we assume savings should earn
them even 3 percent, the typical farm family has received nothing
for its labor for 3 years, and it doesn't look like they will get any-
thing for at least 2 more years.

We have heard a lot about the need for us to compete with the
world market crisis. Yet in spite of having asked for this data
many times, I have been unable to obtain a chart that shows what
the cost of production, the price and the subsidy is for the milk, the
meat, the wheat, the corn, that the 6 or 8 or 10 major competitive
nations are producing.

In reality it is my understanding that there is no such thing as a
world market price because, for example, like the European
Common Market, many countries use one price to pay for the com-
modity used at home and just dump the rest on the world market.

We are being told by our Government that we should produce it
all for that dumping price. Our four embargoes and export of our
agriculture technology have motivated China, India and Saudi
Arabia to become exporters of either wheat or corn.

It seems to me that if the U.S. Government did not want to
manage our agriculture, they wouldn't have started that process by
giving wide distribution to these tables of costs of production and
price and subsidy so that the farmers who are ultimately going to
have to take the risk could decide for themselves how to proceed.

But it is clear that our Government would rather manage that
output themselves. However, our compensation for doing that work
and taking those risks on the farm doesn't even remotely compare
to what other industries where the Government determines the de-
sired output level would be.

For example, electric utilities, where the Public Utility Commis-
sion says quite openly that they will price the product to yield the
investor about a 14- or 15-percent return on equity and where they
pay an annual wage of $20,000.

It certainly is understandable that our Government is concerned
with maintaining an abundant food supply for our citizens. We
farmers support that. But it seems that we must better understand
that we can't price our output on a purely supply/demand formula
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when the main objective of the Government is to be certain that
supply always exceeds demand and that there won't be shortages.

We had conversations this morning, for example, about ag re-
search and how it appeared that the university is more helpful to
farmers than they are to manufacturing firms.

I would like to give you a bit of a different interpretation on
that.

If I ran a hardware store, I would have to worry about research
being done by Farm and Fleet or Hardware Hank or True Value or
whatever, but they are only going to spend money on research
when they are comfortable it will be profitable for themselves in
the long run.

However, as a farmer, I have to worry that publicly paid for re-
search never stops, constantly trying to increase the output of my
farm commodities from my competitors. I am notj saying farmers
are against this. But we need policies that really understand it.

I think I saw support for this position in an interview in a news-
paper recently where one of the researchers said, "The ultimate
beneficiary of technological advances in agriculture is the con-
sumer, who over the years has been able to purchase food at a rea-
sonable price because farmers have become more efficient."

The article also said that the cloned dairy cattle on which he did
his research will probably be purchased by corporations rather
than by individual farmers. "Since," again I quote, "in the dairy
industry, the nature of who owns the valuable cows has changed
considerably." It has gone from the hands of individual dairy farm-
ers to corporations that own or invest.

It is hard to see how the farmer is going to be the real benefici-
ary of that.

Representative OBEY. Could I ask you also to summarize those so
that we can have some time for questions.

Mr. RICHARDS. I am trying, but agriculture is a big topic; 15 min-
utes isn't much time.

Senator PROXMIRE. You will get a shot in our questions.
Mr. RICHARDS. I hope so. If, for example, we compare the price of

Wisconsin farmland today to Iowa, when we consider the depth of
their soil and that it is level and that makes it adaptable to the
kind of technology that is forecasted for the future, I think it is ob-
vious that the Wisconsin farmland is quite overpriced today.

Another quote, this one from a study done by Iowa State and the
University of Missouri. It says, "Under the most optimistic farm
programs being considered, average net farm income over the next
5 years will not rise above current levels."

These are the levels that got us in trouble. If the Government
support programs are removed, net farm income would likely drop
by 40 percent from these low levels during the next 3 years.

Part of our problem is that our Government seems to refuse to
find the difference between a hobby farm and a full-time farmer.
And we are minimizing the effect of our problem and the situation
when we talk to our people by taking anybody that grosses over
$1,000 and lumping them and offsetting a full-time farmer with
that.

You had asked several questions and I would like to at least
answer a couple of them. The first one was: What is the trend in
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the Wisconsin farm situation? And from my vantage point it is
definitely getting worse.

Nearly every major enterprise, whether it is dairy, corn, wheat,
hogs, beef, beans, is generating lower prices and either lower prof-
its or bigger losses than last year. As near as I can determine from
my background in credit, we are approaching a time when we have
got 1 farm in 15 where the debt exceeds what that farm could be
sold for today.

I think our lenders showed forbearance last spring, in part, moti-
vated by their own self-interest, because the farmers in many of
those cases were in so deep that the lender's loss was going to be
just as great as the farmers.

You asked about the credit situation. In my view and my experi-
ence, loan money is available. The farmer can borrow more money
than they can repay, at these interest rates and commodity prices.
That doesn't mean they can borrow more to get out of trouble, but
they are borrowing more than they can repay.

You asked about interest rates. Interest rates in agriculture are
high, and they are running in opposition to the trend in the coun-
try. I am paying 12.75 percent, as is every other land bank borrow-
er, on my real estate loan; 13 percent on operating loans. The
reason that trend is going opposite of the others is because of non-
performing assets.

These farmers are starting to realize, many of them, that they
have no hope of paying off these debts. When I turn or my neigh-
bor turns his farm over to his lenders, the lender assumes the same
problem. Earning 3 percent, paying 10. And as a result, the cooper-
ative lenders are having to raise their rates.

I would emphasize, I don't believe that it is possible that they
can sustain the kind of losses that our Government pricing policy
is pushing toward them. We have made the lenders the executioner
oo Federal farm policy. And without help from the Federal Govern-

ent, those lenders, particularly the cooperative ones, will not be
able to carry that load in my view.

/One farmer in three is in trouble and vulnerable because he
cannot generate enough income to service his debts while he main-
tains his family.

Thank you for your attention.
Representative OBEY. Thank you.
[The prepared statement of Mr. Richards follows:]
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PREPARED STATEMENT OF HowARD C. RICHARDs

"Food will be in the 1980's what oil became in the 1970's - scarce
and expensive. What it gets down to is we've only got so much
grain. Are consumers willing to pay more for their food to keep
the grain home then importing countries are to ship the grain there?"
"Nobody can afford to feed animals $4. corn." "we moved from surplus
to scarcity with one fell swoop."

These are direct quotes from the consensus summary of the 1980 USM
Fall Ag Outlook meetings released November 28, 1980 and reported
in the Wall Street Journal.

I'm Howard Richards, a corn and hog farmer from Lodi, Xi. I was
co-chairman of the Governor's Commission on Agriculture. I have
been an ag banker and also done some financial consulting with farm
families In a couple of Wisconsin counties and I'll be drawing on
all of these experiences as I try to answer the Questions Congress-
man Obey sent to me.

I have with me copies of a report prepared for you by the Univ. of
'.is. College of Ag. I received the report yesterday and I'm sure
you have staff people who read better than I do so I'm submitting
that in written form only. I'm also submitting copies of the Ag
Commission report.

But let's go back to the actual farm situation. It's not surprising
with the experts interpreting the situation as quoted that we were
having another embargo of ag commodities since they apparently didn't
see much need for our export markets. Less than two years after
that AG Outlook meeting already sited, we had a big corn harvest In
1982 and have had surplus production of most commodities ever since.

Much of what is underway is a massive decapitalization of agricul-
ture forced by tight monetary policy and high interest rates. In
the 70's real interest rates were about 1%. In 1980 it was 2.8%,
bv 1981 9.17%, 1982 - 10.96%, 1983 - 6.99 and 1984 - 8.04%.

Federal Reserve policy changed in the fall of 1979. Lenders'
variable interest rate programs put that entire burden on the farmers.

The combination of these three - completely mis-reading the ag out-
look, the third embargo and the sudden change to a high interest
rate policy put the farm economy in a tailspin from which it hasn't
been able to recover.

Facts About the Current Farm Crisis:

- In 1970 total farm debt was only 3 times total net farm income,
in 1980 it was 7.3 times net farm income and in 1983 total farm
debt seas 12.6 times more than net farm income.
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- In 1983 farms with gross incomes between $40,000 and $499,999
had total net farm incomes equal to 1.67% of their equity and
nothing at all for the operators unpaid labor.

- Iowa State study indicates elimination of a significant portion
of farmers will not reduce production, nor raise prices, and thus
will do little to solve the farm economy problems.

- Farming is the only occupation where we combine the labor income
with the return to equity and conclude if the total is 80% of
the income of the average working American everything is ok, even
though that means the farm operator is getting almost no return
on either his labor or on his investment of hundreds of thousands
of dollars and working in the most dangerous occupation in the
nation.

- 40% of farmland nationally is owned now by someone other than
the family that farms it.

- In 1983 farmers with gross incomes between $40,000 and $499,999
had an average net farm income of $11,318 but a 5% return on
their equity (excluding households) would have earned them $34,800
alone plus whatever their year's work earned in another occupation.
It's obvious you can't service the debt on that size of business
with that low level of income.

- The investment in equipment and buildings alone per farm worker
is twice the investment per manufacturing worker. Adding the land
Investment widens the ratio much further.

How many of your staff people would keep coming to work if you quit
paying them for their labor? If we assume savings should earn
them even 3%, the typical farm family has received nothing for its
labor for three years and it ddesn't look like they will get
anything for at least two more years.

How many of your staff people would keep coming to work if only
the very best or luckiest 20% would Eet paid for their labor and
the poorest workers or unluckiest 20% had to borrow money and pay
each year for the opportunity to works

Well, again that's the system we are using to reward Wdisconsin
farm families for a year's work that includes working seven days
a week at least half the time.

I read the following in last Wednesday's Wall St. Journal in a
story about agriculture in Mexico. I quote, "low corn prices aren't
an accident. For years, the Mexican government held prices down
as part of its urban development plans. Industrial growth lured
thousands of people to the cities and to feed the city people with
cheap tortillas, the government kept corn prices low in the country."

I wonder if with a few word changes that couldn't have been written
about the U.S.
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In the past 12 months we farmers have heard lots about how we must

produce for the world market prices - yet even though I have asked

many times, I have never seen a chart showing what the prices of

corn, wheat, milk, pork and beef are in the 8 major exporting

countries of the "orld are along with the cost of production and

amount of subsidy their farmers receive. In reality my under-

standing is that there is no world price because in the EC, for

example, they pay one price for what they need at home and dump

the remaining supply for anything they can get on the world market -

they have no facilities to store It - only the USA' s farmers do

that. But we are supposed to produce all of our products for the

dumping price. Our four embargoes have motivated even China,

India and Saudia Arabia to become exporters of wheat or corn.

It seems to me that if the U.S. government did not want to manage

our agriculture they would have started by giving wide distribu-

tion to such tables of export price and cost data so that the

farmers who take the risk could decide for themselves how to respcnd.

Instead the government wants to manage our supply - when we have

an OPEC oil import imbalance or they perceive (correctly or in-

correctly) shortages they want fence row to fence row production.

But our compensation for doing that work and taking those risks

doesn't even remotely compare to other industries where the govern-

ment determines the desired output like electric utilities (14%

return on equity and $20,000 average annual wage) or defense.

It is very understandable that our government is concerned about

maintaining an abundant food supply for our citizens. We farmers

support that too. But you can't price it on a pure supply-demand

formula when the main objective of the government is to be certain

that supply always exceeds demand.

Our ag research programs clearly confirm the priority on abundant

food. If I ran a hardware store I have to worry about research by

Farm and Fleet or Hardware Hank but they are only spending money

on research when and If they think their own future profits will

pay it back. But as a farmer I have to worry about publicly paid

for research which never stops causing an oversupply of my

commodity. Again, I'm-not saying farmers are against this, but

we need policies that give us the same protection as other Indus-

tries, ie. cost plus pricing for defense. I noted in an interview

for an urban newspaper one of the College of Ag's noted researchers

Said, "the ultimate beneficiary of technological advances in agri-

culture is the consumer who over the years has been able to pur-

chase food at reasonable prices because farmers have become more

efficient." The article also said that the cloned dairy cattle

on which he researches will probably be purchased by corporations

rather than individual farmers since "in the dairy industry, the

nature of who owns the valuable cows has changed considerably,"

hs said. "Its gone from the hands of individual dairy farmers to

corporations that own investor herds."
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I think it is obvious that with such government financed influ-
ences, an over-supply is inevitable and intended and consequently
that farmers will not be able to pay the going interest rate
much of the time.

Other Observations

When compared to Iowa land prices and considering the depth of
their soil and that its levelness suits it to future mechanization,
it is obvious Wisconsin land prices are likely to go significantly
lower.

,One of every two Wisconsin farmers are not dairy farmers and cash
corn producers, hog farmers or cattle feeders are probably in about
the same shape financially whether they are in Iowa or Wisconsin.

Under the most optomistic farm programs being considered, average
net farm income over the next 5 years will not rise above current
levels. If government support programs are removed, net farm
income would likely drop by 40% during the subsequent 3 years.
(according to Iowa State and Univ. of Missouri).

In spite of large government farm support costs, real net farm
income is at low levels not observed since the 1930's.

It is increasingly apparent that much of the 50 plus million acres
of cropland brought into or returned to production in the 1970's
represents excess production capacity. U.S. and Wisconsin tax
policy encouraged this over-capitalization.

Regional milk marketing orders run counter to concepts of letting
the production go to the most cost effective producers.

de cannot solve a problem of inadequate farm Income by substitutirz
credit for profit.

The future nature of most rural Wisconsin communities is dependent
on the way our governments attempt to solve the absence of pro-
fitability for the middle size farm.

If you cannot or will not tell the difference between a full-time
farmer whose family is dependent on that farm for its existence
from a rural resident who works somewhere else but prefers to live
in the country, you aren't likely to be able to solve problems
of either one.

A recent USDA bulletin #480 admits, "The characteristics of mini-
farms in this analysis indicates that these operators are interested
in rural living, but not necessarily in farming as an income-
generating activity." Nevertheless USDA keeps minimizing the farm
problem by including three of these hobby farmers for every full-
time farmer and then concluding only a small proportion of "farmers"
are in serious trouble.
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1. From my vantage point things are definitely getting worse for
Wisconsin farmers. Nearly every major enterprise - dairy, corn,
wheat, hogs, beef, beans - are generating lower prices and smaller
profits or bigger losses than last year.

The devaluation of our farmland and equipment probably has one
farm in 15 with more debt on it than its current market value.
Overall the lenders showed considerable forbearance last spring in
part because the situation is now so bad their loss would be as
big as the farmers if they foreclosed. But as these farmers realize
how hopeless is their chance of repaying their debts with the
commodity prices the government is talking about and then volun-
tarily turn those farms over to the lenders, a new wave of crisis
,wj.l1 hit because land values will be driven lower again.

'University of Illinois studies show that on their good land the
non-land cost of growing corn is $2.25/bu. - which is more than
the price the government is talking about. Since about the only
cost factor farmers can adjust is the land price, that seems to
mean land will have to be much lower before you could buy land and
make a profit growing corn. Wisconsin's unusually high property
tax puts us at an even greater disadvantage. After the shellackirE
land buyers have taken in the past 5 years, it will probably be
many years andjustifiably so before farmers bid land prices much
above its immediat earning potential.

The future holds more of the same - unless farmers organize them-
selves, require their many organizations to have a joint "Ag Conarms"
each winter and come out with unified positions aimed at solving
their own problems rather than aimed solely at assuring an abundant
food supply.

2. Strengths and Xeaknesses of Ag in Wisco.rsin --

Strengthr - dedicated hardworking farmers - used to the long
hours of livestock farming

-- good level of technical ability
-- strong research institution although pointed almost

solely at increasing production rather than marketing.

Weaknesses -- great dependence on U.S. dairy support price.
-- most farmland not well suited to row crops or the

unmanned tractors of the future
-- a state legislature with less concern about its

agriculture than most surrounding states, ie. property
tax and ethanol.

3. Current situation regarding farm credit:

Loans are available - most farmers, in my opinion, can borrow
more money than they can repay at these interest rates and commodity
prices.

Interest rates in agriculture are high - 12.75% Land Bank plus
stock and 13% on operating loans and going higher.
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Trend opposite of non-farm interest rates due to "non-performing
assets.'

One farmer in three is in trouble and vulnerable because he can't
generate enough income to both service his debts and maintain his
family and business.

There are concerns about farmers losing control of Farm Credit
System

4. Younger farmers - unless they stepped into a niche prepared far
them by their parents or in-laws they are usually either in
serious trouble or already on the way out if they started farming
since 1978 because they had to acquire all their assets at the
high market values of the late 70's and early 80's. There are,
of course, a few exceptions but they are mighty few.

In terms of young people getting into farming today, most who
really want to are people who have little to lose relative to the
size of business they want to run. People with $100,000 or more
(which is probably the minimum amount you could start with and
have reasonable hope of being a full-time farmer) see they can't
generate a competitive return on that money at a reasonable risk
and are not trying to start farming.

Beginning farmers could best be helped by a real estate tax that
was bright enough to know the difference between debt and equity.

5. Administrations proposed farm bill would seem to threaten at
least 1/3 of middle sized Wisconsin farms - prices well below cost
of production will force prices of farm assets lower as liquida-
tion occurs to pay debts.

I'm not a dairy expert but it would appear their dairy plan will
provide the same thing for dairy farmers that the beef cattle
producers have experienced - consistent sales at prices below
the cost of production.

6. What kinds of federal and state government policies and
programs and private-sector iniatiatives are needed to help agri-
culture in Wisconsin?

Among the many itcis sugcested in the Ag Commission report I
emphasize the following?

Tax Policy

The U.S. tax code must be changed along the lines of Senator Abdnor's
(So. Dak.) proposal S. 2833 to limit offsetting farm losses against
non-farm income to $21,000 per year. There is no point in bribing
the wealthy, as current policy does, to direct money to increasing
surplus commodities. Government procedures which permit the wealthy
to buy and equip farms with tax avoidance dollars, so that they
have little or no money invested that wasn't owed to the government
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anyway must be stopped. Nevertheless if such a wealthy person
wants to invest in producing food for people, rather than just
farming the government, he should be permitted to do so and the
proposal I support permits that. Farmers welcome that kind of
competition.

Ag Policy

Federal farm commodity programs should be structured to discourage
the capitalizing of program benefits into the value of the farm-
land by diverting program benefits to the person ooerqtiMn the
farms rather than those who cwn the farms.

The Federal Governments ag progrsms should not be a factor forcing
farms to be larger than the economics of scale would dictate in
the absence of the ag prorram. Thus there should be a maximum
limit on program benefits that provides no reward for expanding
beyond the size that achieves reasonable efficiency - a two-full
time adult worker farm for most enterprises and that limit should
be strictly enforced. People wanting to farm biggern than that
should be motivated by the efficiencies resulting, not by the
opportunity to put bigger quantities into government storage. The
$50,000 limit would seem both adequate for farmers and acceptable
to consumers.

Research monies should be directed to development of new markets
and products for farm commodities instead of expanding the pro-
duction of those commodities.

State Initiatives

Real estate tax reform is essential since Wisccnsin currently puts
its farms at a distinct disadvantage to those in neighboring states
Education hEs nothing to do with real estate, many other forms of
wealth are not simiarly taxed (stocks, bonds, pensions, etc) and
debt is ignored. This should be the states top priority, and I
mean action not words.

I'll attempt to answer any questions about my views.
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Representative OBEY. Mr. Bollinger, let me ask you to do two
things first. You mentioned the Deming strategy. Would you take a
moment to explain who he is and what his role was in helping the
Japanese to be--

Mr. BOLLINGER. He is an engineer that developed a strong appli-
cation, very expensive application of statistical quality control. And
he applied that in Japan as a consultant and employee and came
back a few years ago to the States and when we were in trouble
and started to promote it.

For example, you can visit a company that makes a shaft and it
is made on a machine and it is that long and that big around, and
the problem is: How do you keep it accurate?

Now, the simple thing like having a chart in front of the employ-
ee and having the employee informed as to the importance of the
numbers that come off the map and graphing these things and the
employee participating in the quality of that dimension of that
shaft, that is all part of the Deming philosophy.

We taught that in school 25 years ago. Yet you can walk through
plants in this country and you don't see any charts, nor do the em-
ployees care, nor did management train the employees to worry
about it.

Those techniques are returning. He was sort of a prophet and
GM made him famous because they bought into his concepts. He is
a very dynamic individual, very cost particular individual and gets
people to listen. He has had a big impact on our companies. Now
we are going back to applying a lot of his techniques, all of which
were developed here 30 years ago.

Representative OBEY. The question is always asked, it is almost a
stereotypical question: Should Wisconsin go the high-technology
route or should they go the traditional route? Should we seek high-
technology industries or should we try to develop the ones we have
here?

Correct me if I am wrong; what I think you appear to be saying
in your testimony is that what Wisconsin probably ought to do is to
obviously emphasize the existing manufacturing structure that we
have but try to marry that with new kinds of technology that will
enable them to leapfrog forward in terms of their ability to com-
pete. Is that what you are saying?

Mr. BOLLINGER. In two areas. In the product itself, to assure that
the product has the technology built into it and in the process that
produces the product, and that that technology is new and moder-
ate so that it can be done cost-effectively.

Materials, savings in cost, labor savings and the automation
processes and the replacement of processes that are cost particular
and that have pollution problems with plasma processes that are
deposited in vacuum chambers and are very clean. We have so
many alternatives to materials and coatings and things like this. If
our companies don't have enough engineering talent to spend the
time and to have the knowledge base, then they continue produc-
ing what they are making tomorrow just the way they did it yester-
day.

Suddenly someone comes along with new technology and new
material or a new process to make it with new material and they
can do it at a price that is only part of it.
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There is a $12 watch. It has got more functions than any watch
you could have wanted to have for $500 10 years ago. You can buy
it in K mart for $12. It is "Innovation Time" it is called. It is a
navigator's watch. It has got Greenwich mean time on it. For 12
bucks. That is new and high technology all in one package. It
doesn't even have a metal band. It has got an impervious band that
doesn't rot like other new materials.

And new ways of putting these things in-I said that the chip of
today in 10 years will look archaic. The number of pieces of infor-
mation and storage and data capturing devices that can be placed
in one little integrated chip in molecular-level structures is going
to still continue to revolutionize this whole industry.

We have to use those things in our products. We have to use
those things in a hair dryer and in a washing machine and in a
car, whatever it is. If we don't have the people with that mind set
of reaching out into these new areas and bringing them in to our
traditional products, the things people want to buy, then I think
we are doomed. Someone else will do it. They will do it in the Pa-
cific or in Europe.

Representative OBEY. Thank you.
Mr. Hassett, I would like to put you on the spot and just ask you

a question you probably won't want to answer.
Mr. HASSErr. I think manufacturing was slow to recognize the

problems. Now they are coming around, using high-technology
techniques in the old smokestack industries. I don't think we will
exist otherwise.

They have got to use the high-technology techniques to stay in busi-
ness. I think we are all slowly-they have had this old way of
doing things and things are happening. They didn't quite under-
stand it. Now they realize it and they have got to make those
changes. They can't stay there unless they use the new techniques.

Representative OBEY. As you know, you and I have had conversa-
tions a number of times about the difficulty in getting some people
in the business community to really become aggressive about inno-
vation. You have got a lot of experience in moving all around the
business community. You know an awful lot of people in it, too.

If I were to ask you which of the manufacturing sectors in Wis-
consin today do you think have the most leadership, or which is
most willing to be aggressive and innovative and thinking long-
term rather than 5, 6 years down the line.

Mr. BOLLINGER. Five to six years, long-term.
Representative OBEY. Which sectors do you think you have the

most difficulty in finding business leadership willing or able to do
that? What would you say?

Mr. HASSETr. Those who are doing a tremendous job in the paper
industry and the printing industry, they are doing a tremendous
job, and then some of the major industries like Allen-Bradley as I
mentioned. And some of the plastic firms.

There is a little firm called Teal Plastic. I don't think they have
got over 60 employees. They spit out all this plastic tubing that
goes all over the world. I said, how many of those do you make?
Oh, about 5 million a day. Can you imagine that? Those are tubes
they use for cleaning out your ears, Q-tips, and things you use for



280

beer dispensing. They are doing a tremendous job and all kinds of
plastic firms in the State.

Anything that you can find in a 5 and 10 cent store is made by a
few of our firms.

The bigger industries are, as I said, learning now to use the high-
technology technique. Allen-Bradley is the best example, but there
are others. I mentioned the foundry because, he had 750 employees,
about 3 years ago, and he went down to about 200. Remodeled the
plant, remodernized and added all kind of things. Now he is up to
about 300 employees, but he is producing twice and three times
more than he produced 3 years ago. It is the individual.

If the individual gets the message, which I think they are trying
to get across, they can survive. But if they leave that plant stay
there and just try to get whatever they can out of it and don't mod-
ernize, the new entrepreneur comes on with something new and
cheaper and that is-he produces it cheaper and undercuts them.

This is part of the problem. Part of the problem why some older
plants we have had here did not produce as well, so if they had
expanded some other company that they may have expanded in an-
other State with new plants or here, they didn't feel it was worth-
while expanding here because of other reasons, transportation. But
they had to build a new building. They had to expand.

Then the question is: Do you do it here or somewhere else? That
is the big fight we are having. I think there are a lot of individuals
who are moving ahead. But it is an individual thing in various
companies. Some companies that are winners and some are falling
behind. Foundries are a good example. Two or three of them are
doing a terrific jobs. Others are almost belly up.

In the case of foundries, I went to Washington last time at
Aspin's request to be on the new tank track and we have some
very good overtures there that might be very helpful to our steel
foundries because whoever gets the contract has made it very clear
they would like some of this in Wisconsin. We are working on that.

Representative OBEY. Thank you.
Mr. Richards, one question, I notice in the Governor's Task Force

and Agriculture Report that they spent a good deal of time discuss-
ing the impact that the existing Federal Tax Code has had on agri-
culture. They were talking, you mentioned in your statement,
about the lack of determination to distinguish between the real
farmer and a hobby farmer.

Let me ask you a question I have been asked a couple of times. I
really don't know the answer to it. I want to hear what you would
say as a practicing farmer.

Do you think that the average family farmer in Wisconsin would
be better off if we were to eliminate the investment tax credit in
the field of agriculture as some people have suggested in order to
get at that problem that you are talking about, or do you think
that it would not be a good thing to do?

Mr. RICHARDS. In my mind, over the long run, there is no doubt
that the typical middle-sized farmer in Wisconsin would be better
off if our tax codes were rewritten so that we quit bribing the
wealthy people to take tax dollars and get into the business of pro-
ducing surpluses for the Government to store.
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In the short run there will be a little agony getting there, but in
the long term there is no point in setting up an environment where
it is more profitable to farm for the Government than it is to
produce food for people to consume.

Representative OBEY. So in terms of the specific question of the
investment tax credit, your response would be yes?

Mr. RICHARDS. Yes.
Representative OBEY. Senator Proxmire.
Senator PROXMIRE. Dean Bollinger, is there more or less innova-

tion and adaptation of technology in Wisconsin than nationally?
You gave anecdotal material. I would like to get your judgments on
overall.

Mr. BOLLINGER. My candid judgment is there is less here. Talk-
ing to some people that have, that are entrepreneurs, they have
had a difficult time getting capital.

Senator PROXMIRE. Why would it be more difficult in Wisconsin?
Mr. BOLLINGER. I am not sure that it is different in Illinois, but

Minnesota is a little more aggressive perhaps. People are more con-
servative. Maybe it is because they don't understand the technol-
ogies.

Senator PROXMIRE. Are the banks more aggressive, are they help-
ful in Minnesota?

Mr. BOLLINGER. Banks are not the place you find the start-up-
type money unless you already have a good financial--

Senator PROXMIRE. Where does this initiative come from?
Mr. BOLLINGER. It comes from people that have money that are

willing to take high risks for high returns.
Senator PROXMIRE. Why do they have more in Minnesota than

Wisconsin?
Mr. BOLLINGER. I don't know. Certainly Minneapolis is a finan-

cial center far greater than anything that exists in Wisconsin. And
we don't have a financial center that is as active as Minneapolis.

Representative OBEY. Could I interrupt a second. I got in trouble
a couple years ago because I made the remark to a Milwaukee
newspaper reporter and when he wrote the story, he applied it to
the whole State. I was only speaking in terms of Milwaukee. I am
very careful never to criticize my own district.

We were in a discussion about the difference between the Mil-
waukee economy and the Minneapolis economy. One of the points I
made is that it was my horseback judgment that in Milwaukee you
had a great many closely held corporations, family, traditional
kinds of entrepreneurs, whereas in Minneapolis, that was not so
much the case and as a result of that, I thought that generically
between those two cities you had a different mind set.

In addition, any differences in strength of the banking industry
that you might have that you also had a different mind set because
of the difference and the nature of those corporations. Am I all
wet?

Mr. BOLLINGER. I think you are absolutely correct. The fact is
that these dollars are held by the companies or small groups of
people who have the companies. And they are very willing to
invest in themselves.

Senator PROXMIRE. You are talking about in Milwaukee.
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Mr. BOLLINGER. Yes. Allen-Bradley is an excellent example. A
company that was in real financial trouble and a very wealthy
company. They risked millions to do what Mr. Hassett told you
they did. That was the example-I didn't name them in my testi-
mony-but that was the same example.

A.O. Smith is another one, Kohler. There is no company in the
country more aggressive than Kohler. But the money is tied up
more relative to these companies than in Minneapolis. You don't
have those traditional companies in Minneapolis, but you have
people with money that want to make money.

I would say that you are absolutely-if that is what you meant
as you explained it, you are absolutely correct.

Senator PROXMIRE. I wish I knew how we could get those people
to come here. Probably would all be Republicans though, so maybe
not.

Would you give us the firms that you cite as excellent examples,
but will you supply that? I am sure you won't be sued. They are all
very nice remarks you make about the companies. I think it would
be very helpful for us to know.

You have a list in your prepared statement of important technol-
ogies. I see no reference to computers.

Mr. BOLLINGER. That is there.
Senator PROXMIRE. You had that list.
Mr. BOLLINGER. Computers are the subject of the technologies. I

talk about new materials and ceramics and these things. And the
computer is built out of those things. But I think the computer
itself is obviously fundamental to everything that is happening.

Senator PROXMIRE. You mentioned Rexnord. I have worked there
for a day. I know the people who own it pretty well. They have
stressed technology for a long, long time. Their idea is to not get
out of the traditional line but to apply robotics and computers to
their operations so they can be more productive. Is that what you
have in mind?

Mr. BOLLINGER. Yes. In many parts of their business that is what
they have done. They have gone out of some businesses and
changed the characters of doing those businesses, like earth-moving
equipment.

You cannot build a piece of earth-moving equipment in Milwau-
kee and ship it to South Africa. What you do is you world-source
the parts from Korea, from Japan. You put up a small plant in
South Africa and you build them there and sell them there. It is
engineered in Milwaukee. And it is world-sourced and local-fabri-
cated. So the whole manufacturing world has changed in terms of
how you do your business in order to produce a quality product at
a competitive price.

What value added-to me the whole economy depends on value
added. I don't believe that unless you create things and produce
value added that we ever get anywhere. We are all feeding each
other. So we have to have a product that people want and can
afford. We have to figure out a way to do that. That is what compa-
nies like Rexnord have done.

Senator PROXMIRE. In connection with your work, you are as crit-
ical as the dean in engineering and research and so forth. We had
the president of the University of Wisconsin, did a fine job this
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morning, Ms. Lyall. But the statistics are very distressing that we
don't have the incorporations in this State compared to other
States. We are behind Indiana, behind Minnesota, behind the na-
tional average, sharply behind it. And there is a feeling that the
University isn't aggressive enough.

What do we do to over come that?
Mr. BOLLINGER. There hasn't been enough focus on the technolo-

gy education in our State, in my opinion.
Senator PROXMIRE. This is particularly with the new people. A

person works for one firm, he wants to start his own business. And
he may be a good salesman. He may be all kinds of things but-a
good accountant or whatever-but he doesn't have the engineering
or research background. How can you reach people like that so
that you can let them know that the university is willing, ready
and able to really give them a hand.

Mr. BOLLINGER. We are trying to go state-wide, to invite people
to the campus, to go and talk to them, give seminars. It is a long-
term educational process.

Senator PROXMIRE. When you refer to your college, you are refer-
ring to the University of Wisconsin or just your particular pro-
gram?

Mr. BOLLINGER. My program is the College of Engineering in
Madison.

Senator PROXMIRE. That explains then the difference. You say
that only 28 percent of your budget comes from State taxes. Presi-
dent Lyall said 40 percent of the university's budget--

Mr. BOLLINGER. In the engineering college, only 28 percent of it
is from the State of Wisconsin. The rest is from industry and Gov-
ernment. We are a fairly big contractor to the Federal Govern-
ment.

Senator PROXMIRE. I certainly enjoyed your testimony. I want to
ask you about Allen-Bradley. It is a great story you told about how
they gutted the floor and moved out the employees and moved in
robotics.

I tell you, the reason I go to Allen-Bradley is to shake hands with
people going to work. Those robots, they either don't vote or they
vote wrong.

Mr. HASSETT. You ought to go down to General Motors. They
have got about 128 of those robots.

Senator PROXMIRE. I will stay away from them.
Can you give us the statistics-you said that there are higher

wages in Wisconsin compared to other States. I know that is gener-
ally accepted; I have always viewed that as being correct, but they
denied that.

Mr. HAssErr. When you take averages-I don't know what the
average is-but we have the skills-workers are higher paid in
Wisconsin; and some companies who have plants in other States
and also Wisconsin have their high-skilled people here and they
are high paid. But the same-or the employees working for them
in other States, are lower paid.

The average-if you average all the other kinds of companies, all
the service operations, you may come out with a lower average.
But we have high skilled--

57-425 0-86-10
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Senator PROXMIRE. Whatever you could give us to document that,
I would appreciate it.

Another question I have for you is: You say Wisconsin has paid
the price of environmental protection. Other States have not. That
is a price we won't have to pay in the future, at least in the future.
Is that a hunch or is that based on a careful survey?

Mr. HASSErr. I think we are aggressively ahead of most other
States in the things we have done for the environment. The paper
industry has made tremendous investments to keep the air and
water clean and whatever else they throw out.

Senator PROXMIRE. And the paper industry in other States has
not done the same.

Mr. HASSErr. The rules are not as strict yet. We wanted to keep
the air and water clean in Wisconsin, but let's not get us out of
sync or out of a situation where we can't compete with Maine and
South Carolina and all those other States where the paper indus-
tries are competing.

I think we moved ahead very aggressively, but I-let's try to
have some restraint here to make sure we don't get out of competi-
tion.

Senator PROXMIRE. Then you make a complaint that we pay a
high price for education both at the elementary and at the higher
level. It is not just a matter of pride. It is a matter of fact.

But the brain drain, you say, is-it means that we lose a lot of
those people. What do we do about that?

Mr. HASSErT. That is the $64,000 question.
I don't know if some people are going to the university that prob-

ably shouldn't be going there. I don't know how you would test
that. But I think we have always argued among ourselves about
whether or not the doors are so wide open for people that may not
be eligible to go there, higher education.

Senator PROXMIRE. We just--
Mr. HASSErr. One of the Big 10 schools, in spite of the increase

this year, was still the lowest in tuition for all Big 10.
Senator PROXMIRE. Don't you think the university could help in

opening up foreign markets? You didn't mention that. You men-
tioned other areas of assistance, but not the university.

Mr. HASSErr. They have done a great job. I was at one of his
meetings maybe 3 years ago where he brought in some executives
from 25 companies to show them what the university can do. I just
learned about chips at that time.

I remember after about 3 hours of this, a fellow from LaCrosse
said, my God, I just sent about 25 engineers out to California to
learn about this. Our problem, in my opinion-I have told him that
and have told the president-we have got to let more people know
what we have going for us here in some way.

So now they have about 119 engineers and now they are being
trained here. I think they are willing to do it, but it is a hell of a
job getting the word out.

Senator PROXMIRE. I am delighted that you testified. I couldn't
agree with you more about how all the research we are doing for
agriculture isn't helping the farmer.
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As I pointed out, we had 107,000 dairy farms in the State in 1954.
We have 40,000 now. Two-thirds of them are gone. So the farmer
hasn't been helped, but the consumer has really been helped.

People now pay 15 percent of their income for food in this coun-
try compared to 25 percent in Europe, to 50 percent in Russia, and
about 75 percent in the underdeveloped countries in the world. So
the consumer has gotten an enormous benefit out of that.

Let me ask very quickly about a couple of things. You talk about
interest rates and too tight monetary policy. I am on the Banking
Committee and have been on it ever since I have been in the
Senate. I am concerned with that.

I don't think the Federal Reserve Board has the power really to
directly control interest rates for very long. The difficulty is this:
that interest rates are likely to go up if there is an inflationary ex-
pectation. If people expect prices to rise over the next 5 or 6, 7, 8
years and they do, with the huge deficits we have, then they aren't
going to invest long-term without a real premium in interest rates.

So that the way we get interest rates down, it seems to me, is to
get the deficit under control so there won't be that expectation.

Mr. RICHARDS. I didn't intend to say that I thought we necessari-
ly had too tight a policy or too high interest rates, but just to point
out the contrast, that we led our agricultural producers to believe
that we had almost unlimited markets, and at the time we had
very cheap interest. And we did very consciously. The Federal Re-
serve shifted their emphasis toward slowing down inflation. We
caught these people in a crossfire in the sense that the market was
imaginary, and with the higher cost they had nowhere to hide, so
to speak.

I don't particularly disagree that we are going to have huge defi-
cits and interest problems.

Senator PROXMIRE. It is a deficit that is really driving that price
up and really hurting the farmer more than any other thing in the
country. We export more than we produce. And there is just no
question that because the value of the dollar has gone up so much,
the farmer is taking a whale of a beating. The deficit is the, cer-
tainly one of the fundamental, probably the fundamental problem
involved.

Mr. RICHARDS. But all we do is talk about getting rid of the defi-
cit. Meanwhile I am trying to say we have got farmers that be-
lieved what we told them and they are paying the supreme price
for that.

Senator PROXMIRE. Maybe you are right. Maybe I am right. But
all the statistics have indicated that in 1981, 1982, 1983, the farmer
had no return on his equity, less than zero, zip. No return at all. I
don't know, the figures that I have gotten are from the Depart-
ment of Agriculture.

But they indicate that the farmer actually lost money for the
first time since 1931. That he had no return on his invested capital.

Mr. RICHARDS. It depends on whether you physically take out
anything for labor or not. But the net effect is totally right. We
have been working for nothing. The forecasts are we are going to
continue to work for nothing for at least a couple more years.

Senator PROXMIRE. Thank you.
Representative OBEY. Thank you all very much.
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I appreciate you all coming here today. I think you all provided
excellent testimony.

I would like to take about a 5-minute break. When we come
back, I would like to combine the next two panels. I understand
that one of the persons on the second panel has to leave early. So I
would like to combine those two panels if we could after we begin,
after about a 5-minute break.

[A 5-minute recess was taken.]
Representative OBEY. I am going to try to ask everybody from

the next two panels to come up to the table at once. We are really
running behind and we will try to not extend you too far into the
evening.

What we wanted to do with the next people who are testifying is
to take a look at two specific problems. One, the issue of tourism,
which is a crucial question in the Wisconsin economy.

And second, to take a look at what has been the experience and
what the judgments are of some business people in the local area
who have very special problems to deal with in the manufacturing
sector and in the agricultural sector.

In the agricultural sector we have a tendency to always talk
about dairy, but there are other aspects to our agriculture indus-
try. We have a witness who will talk to us about that.

We will have on tourism, first of all State Representative Jim
Holperin of Rhinelander, who is the chairman of the State Assem-
bly's Tourism Committee.

Second, Mr. Jack Crowley, who is vice president of Forward Com-
munications of Wausau, past president of the State Tourism Coun-
cil and now a member of the council.

Mr. Moose Speros, president of the Hayward Lakes Resort Asso-
ciation, and I must say, who knows how to find some of the best
fishing guides in the State.

We have from the manufacturing sector Mr. Robert Hartwig,
president of Hartwig Manufacturing Corp. from here in Marathon
County.

We are supposed to have Mr. Gene Katz, president of Katz Co.,
Inc., to talk to us about the situation in the potato industry. I don't
know where Mr. Katz is at this point, but we are going to proceed.

Let me ask that we start with the three witnesses interested in
tourism first, and you give me your comments about the problems
we see in that area. Then we can move right on to manufacturing
and I will ask questions of everyone at that time.

I should also say that we have with us Paul Umhoefer who is
president and chairman of Felker Bros. Corp., a well known Marsh-
field firm, with whom I have had considerable discussions in the
past about not only the problems of the manufacturing industry,
but the problems of government in general.

He will also be giving us his views and concerns about some of
the topics we have had under discussion today.

I should announce that Senator Proxmire has had to leave be-
cause he had to get down to Madison on some family business
before he goes over to Milwaukee.

But I wanted to express my thanks to him for staying here as
long as he did. I want to assure you that even though Bill is not
going to be here for this portion of the program, everything that is
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said here will be-will still be a part of the record and every
member of the committee will be given a copy of it.

Let me ask if we can start with you, Mr. Holperin, and if you
could try to confine your remarks to about 5 or 7 minutes we will
try to be out of here by 8.

STATEMENT OF HON. JIM HOLPERIN, WISCONSIN STATE REPRE-
SENTATIVE, AND CHAIRMAN, WISCONSIN HOUSE COMMITTEE
ON TOURISM, RECREATION AND FOREST PRODUCTIVITY
Mr. HOLPERIN. Thank you for bringing this series of congression-

al hearings to north-central Wisconsin and for the opportunity to
appear before you today.

I am State Representative Jack Holperin, and I represent Oneida
and Vilas Counties in the Wisconsin Assembly. I chair the Assem-
bly Committee on Tourism, Recreation and Forest Productivity and
would like to review briefly the status, as I see it, of the travel and
recreation industry in the State, State government's role in pro-
moting and sustaining tourism growth, and the prospects for the
industry over the next few years.

The importance of travel and recreation to the Wisconsin econo-
my is self-evident, with State tourism receipts at slightly over $3
billion annually and employment at approximately 130,000.

While southeastern Wisconsin counties record the largest portion
of hospitality receipts, the local economies of many central and
northern counties are more affected by, or directly dependent on,
the health of the tourism industry.

The outlook for the travel and recreation industry in this State is
very positive. Generally, we've had a very good summer and the
future for the industry looks bright.

Trends developing in the northern part of the State include a
gradual shift away from family resorts to motel, timeshare and
condominium accommodations. A corresponding shift away from
the traditional 2-week vacation for relaxation to shorter trips
during which more planned activities or events are sought. There
is a continued emphasis on traditional recreational pursuits like
fishing, hunting, snowmobiling, and skiing, but there is new and
growing emphasis on aerobic or "silent" sports like bicycling, run-
ning, cross-country skiing, sailing, and canoeing.

State government does have an important role to play in main-
taining and strengthening Wisconsin's role as a traditional vaca-
tion destination in the Midwest.

The central and most controversial legislative issue for the indus-
try over the past few years has been the level of State financial
support for recreation advertising. The industry has contended,
properly, that the level of State support for promotion has been in-
sufficient when compared to surrounding States.

The legislature has responded with large percentage increases in
promotion support, but neighboring States, most with much larger
populations, have been generous as well and Wisconsin is still
spending far less than they.

Many legislators have questioned the State's role in paying for
more expensive promotion campaigns, suggesting that the industry
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itself ought to assume more direct responsibility for financing the
State promotion program.

Last week, Lt. Gov. Jim Flynn appointed a 26-member task force
to consider some sort of statewide recreation or hospitality tax to
provide the level of revenue necessary to compete effectively in at-
tracting travelers to this State.

While the promotion debate continues others have emphasized
another, and perhaps more important, State responsibility to the
tourism industry. The Wisconsin Strategic Development Commis-
sion's Tourism Task Force concluded in April that:

Wisconsin is a popular state for pleasure travelers because it has an abundance of
historic and scenic sites, public parks, lakes, and developed beaches. Wisconsin's
varied cultural and ethnic groups and wide diversity of attractions also serve to
draw out-of-state visitors.

Finally, Wisconsin's location near major urban areas and careful stewardship of
natural resources have also served as competitive advantages.

Throughout, the report placed far less emphasis on marketing
and promotion than on the stewardship and development of the
State's abundant natural resources.

Not surprisingly, therefore, the task force's primary goal for a
strategy for the industry is "maintaining the existing quality of
natural resources."

This is an area where State government has already invested
considerable energy and financial resources. We have done much
more than many other States, and it shows.

Obviously, we need both promotion and attractive natural re-
sources to compete in today's travel and recreation market. Mar-
keting will be needed to draw new visitors, and our resource base
will be needed to keep those visitors coming back.

Perhaps because Wisconsin has been a leader in the careful stew-
ardship of our natural resources, the principals in the travel and
recreation industry do not have natural resources issues as high as
they might on their industry agenda.

In fact, often the relationship between natural resources and
tourism is mentioned only parenthetically or as an afterthought.

This is unfortunate, and I personally encourage the tourism in-
dustry to become more involved in current environmental and nat-
ural resource issues.

Particularly relevant in this legislative session are measures to
control sulfur dioxide emissions from coal burning utility plants,
improve the access to and quality of inland lakes, and measures to
control widespread damage to woods and streams caused by explod-
ing beaver populations.

The Federal Government also has an important role to play in
providing for natural resource protection and development, and
can help in other ways.

Congressman Obey, for example, has been very active in support
of nationwide legislation to control acid rain and has worked for a
stable, environmentally sound national parks and forest policy.

The tourism industry needs a good interstate highway system
and plentiful supplies of gasoline. The industry also depends on a
stable economy so that travel, which is still a luxury for most
working people, will be possible and affordable.
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Again, the future for the travel and recreation economy in Wis-
consin is bright. The tourism industry and Government need each
other, and as we work together for a stronger economy, I would en-
courage additional opportunities like this to meet and discuss our
mutual concerns.

Thank you again, Congressman Obey, for sponsoring this series
of hearings, and for your sincere interest in the future of the travel
and recreation industry.

Representative OBEY. It is hard for me to call you Mr. Crowley,
Jack.

STATEMENT OF JACK CROWLEY, MEMBER AND PAST CHAIRMAN,
WISCONSIN STATE TOURISM COUNCIL

Mr. CROWLEY. Thank you.
My name is Jack Crowley, vice president of Forward Telecasting,

Inc., a division of Forward Communications. I work at a television
station which has been my vocation for 32 years.

For the past 16 years, State tourism has been an avocation.
For background quickly, as chairman of the Wausau Area Cham-

ber of Commerce Visitors and Convention Bureau, I assisted in the
formulation and incorporation of Central Wisconsin River County,
which is one of seven regional State corporations mandated by leg-
islative action in 1969.

I was elected to the Wisconsin Tourism Federation in 1980 as a
member of their board, and in the same year was appointed by the
Governor to the Wisconsin State Tourism Council, which I chaired
in 1980 and 1981. I was reappointed to the council in 1983.

So much for my tourism pedigree!
I believe my information on the state of the State tourism indus-

try will be accurate and, on occasion, a bit editorial. Nonetheless,
factually, although tourism in 1985, statewide, is healthy, there are
some pockets of pain-one being our city of Wausau, where there is
a lack of year-round tourist attractions.

To thumbnail sketch the State in general, tourism runs from
good to very good in all areas. Now, this is not a reflection of all
involved in tourism or ancillary tourism industry. It is an overall
report from various sources around the State.

For instance: Door County, good to great; Lake Geneva, very
good; North Central West, good to very good; east mid-State, the
Experimental Aircraft Association has set records;. Milwaukee,
good; Wisconsin Dells, good; and finally, La Crosse and Northwest,
also good.

Although there have been reports of extreme hardship in isolat-
ed areas, there are operators within those same areas who are
doing well. Good business people tend to do good business.

It is not my intention to present to you redundancies but hold,
sir, to this simple premise: Tourism continues to grow.

Our State's leadership has smugly watched this growth without
spending a comparative dime and yet tourism continues to grow.
Ah, but what have our adjacent States found? Investment dollars
for-promotion of tourism can bring in super dividends. Minnesota
outspends Wisconsin by hundreds of thousands of dollars; Michi-
gan, by millions of dollars; and Illinois, by a rate of close to 10 to 1.
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This spring the promotion funds expended by the division of
tourism was a bit over $260,000 in various media, which has result-
ed in a 10-percent increase at our tourism information centers
around the State, a whopping 70-percent increase of phone calls
asking for information, and an overall cumulative total of 13 per-
cent increase. The bottom line now appears to be, spend a dime, get
over $2 back. That's good business.

With that kind of future, no wonder Door County has increased
by 400 rooms, which means, of course, more jobs.

I believe the same holds true of the U.S.T.T.A., the U.S. Travel
and Tourism Agency, with their 12 million for selling the United
States to foreign countries' tourists. Compared to Illinois' $10 mil-
lion budget, it appears that the Federal Government is using Wis-
consin as their role model.

International travel does not always mean foreign tourists going
to Disneyland, or the Grand Canyon, or Las Vegas. It could mean
large groups from foreign piscatorial societies fishing Wisconsin's
lakes.

I have always wanted to use that word, fishing Wisconsin's lakes,
but on a limited basis.

The same could hold true for hunters.
It would also be helpful if a close review was made of our visa

waiver regulations that are currently impeding foreign travelers
from coming to the United States.

There is opportunity for growth. It takes investment dollars, both
on the State and Federal levels.

Senator Proxmire's much-heralded "Golden Fleece Award" could
be muted a bit to establish a "Blind Iron Pyrite's Award" given to
those who can look at past performance and then still refuse to
invest in a relatively blue chip certainty.

Thank you very much.
Representative OBEY. I am sorry Senator Proxmire was not here

for that one, but I will make certain he gets a personal copy of
your statement.

Mr. CROWLEY. Thank you.
Representative OBEY. Mr. Speros.

STATEMENT OF RICHARD SPEROS, PRESIDENT, HAYWARD
LAKES RESORT ASSOCIATION, HAYWARD, WI

Mr. SPEROS. Thank you for inviting me. We are going to get down
to the basics. I am not going to contradict Representative Holperin
or Mr. Crowley's statements, but they don't jive with mine.

I will tell you about northwest Wisconsin.
Representative OBEY. I will let you two argue.
Mr. SPEROS. Tourism provides 240,000 jobs in Wisconsin, or 13

percent of Wisconsin's total job market.
I got those figures from the State. We call down there and they

tell us that. In 1966, Sawyer County had 350 resorts. I am from
Sawyer County. We now have 182. To me that is almost a 50-per-
cent decrease in resorts.

As Mr. Holperin said, they go condo. Condos are not welcomed in
our county. If you want to ask the retailers, the restaurant people,
the gas station attendants, do you want one person coming twice a
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year or do you want different people coming 26 weeks a year, I can
assure you what their answer is going to be.

The restaurants are in trouble. The gas stations are decreasing
on their-the money they are making. We have 131 resorts in my
association, 749 cottages.

I am not going to bore you with each detail, but during prime
time, June 15 to July 27, we had a 21.8 percent vacancy. To me
that is not good business in northwest central Wisconsin.

The State of Michigan had a tourism budget in 1984 of $6.9 mil-
lion, and it is expecting $9.3 million in the future. Minnesota had a
budget of $8.5 million and is anticipating spending $12.6 million.

Also in Minnesota, Mark Dayton has quoted him in the paper
saying they have got a 25-percent increase in inquiries because of
this; $1.8 million in Wisconsin. A tragic figure. We can go on and
talk about why it is a tragic figure. I am just going to put it out
and hope that the Congressman and Senator can give me some an-
swers.

Negative factors on tourism today, the high interest rates. We
are in a catch-22 situation. We try and fix up our resorts. The in-
terest rate is 12 to 15 percent. We can't afford to fix them at that
interest rate so we try it, and some of us aren't as handy as we like
to think we are.

High personal property tax, the States in Minnesota and Illinois
did away with their personal property tax. Over the past 10 years
we have made a start. Farmers have acquired a phased-in exemp-
tion. Logging equipment is not exempt. Orchard trees and cranber-
ry vines were exempted.

I just found out that the shade for the ginseng growers is not ex-
empted. I didn't know you paid tax on shade, but I understand they
were.

We are paying for rental furnishings and secondhand furnishings
in cottages that are 30 years old. We are asking an assessor to
come in, and we are still paying that tax. We want it exempted.
We are not asking for a handout. Our budget in my organization is
over $82,000. This year it will be $86,500.

The past year we received a total of $175 from the State of Wis-
consin for co-op advertising. A ridiculous figure. It is an insult to
take $175 and the State is getting 82,000 dollars' worth of advertis-
ing from us. Other States would give an arm and a leg to have the
natural resources that we have. We do have a number of them. I
am not going to bore you with them.

I assume you know what they are. We need some of those prob-
lems solved to make a more healthy industry than we have got. As
I said, we aren't asking for a handout. They are going to get back
whatever is invested because we are paying it back.

Thank you.
[The prepared statement of Mr. Speros follows:]
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PREPARED STATEMENT OF RICHARD SPEROS

Tourism, Wisconsin's second largest industry, is a "goose that
lays a golden egg" for Wisconsin's tax coffers (literally
hundreds of millions of dollars in sales tax) and vast sums
for the state's citizenry; yet, the state doesn't even supply
sufficient "scratch" feed to keep her nourished. When there
are far fewer "eggs" from tourism and most assuredly that
will be the situation unless major changes are made at the
state level, I can see our governmental officials in Madison
scratching their heads in bewilderment at what happened to
those "golden eggs." And it would only cost so little and
reap so much. Where will the blame be placed? Will each
major party blame the other?

Tourism provides 240,000 jobs in Wisconsin or 13% of
Wisconsin's total job market. In northern Wisconsin that
percentage is much higher. Hundreds of millions of dollars
are paid to the state in income tax . . . also derived
from the tourism base. Tourism needs the state as a partner-
it collects vast sums but continually has been a "weak sister"
in doing its share in promoting the state.

A study done by the Wisconsin Department of Development
indicates that the most significant problem facing tourism
is the decline in the number of lodging rooms and facilities
and the far fewer dollars being spent by Wisconsin compared
to her neighboring states. Sawyer county had 350 resorts
in 1966: now it has 182 . . . with those lost resorts has
disappeared millions of dollars to the local economy as well
as the state.
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The state of Michigan had a tourism budget in 1984 of $6.9
million dollars--and it is expecting $9.3 million in the future.
Minnesota had a budget of $8.5 million and is anticipating spending
$12.6 million. Wisconsin has a budget of $1.8 million. What's
wrong in Wisconsin? Why this backward, sleepy-town attitude?
Perhaps our elected officials don't realize the "big bucks" that
are to be gained for our state coffers and Wisconsin's citizens.
If so, it's tragic.

Another tragedy that has befallen northern Wisconsin has to do with
the Northwest Regional Planning Board. A number of years ago it
predicted or presumed that some of northern Wisconsin's lost tourism
economy would be picked up by small industry developing there.
That did not materialize to any degree. During those intervening
years tourism has continually decreased. Now we have a new report
from the Northwest Regional Planning Board. This time they
believe that because northern Wisconsin has the lowest per-hour
wage base in the state that the area might be able to draw small
business. How much do you want to bet that they'll be wrong again--
and in the meantime, tourism will again decline.

Why not be pragmatic and "protect" what we have. Most other states
would give an arm end a leg for what Wisconsin has to offer. We
ask all representatives in Madison plus the governor to present
their views for northern Wisconsin once tourism is basically gone.
What recommendations do they have? What will be the "new" economic
base? We sincerely hope that northern Wisconsin does not become
Minnesota's "Iron Range."

The designated figures supplied by the Hayward Lakes Resort
Association do not include the entire monies spent for tourism
promotion from Sawyer County. The Sawyer County Recreation
Association has a budget of $22,500. The Hayward Chamber of
Commerpe spends $18,000. The various local resort associations
spent approximately $10,000 for promotional endeavors. And
lastly, many individual resorts do direct advertising in the
midwestern portion of the United states. A conservative figure
for those individuals advertising will be an additional $10,000.
Those figures indicate a total of $148,000 for promotional media.
We believe it is evident that the private sector is doing its
share in promoting our area of the state. We do need a partnership
hand from the state and federal in those two fulfilling their duties.
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The U.S. Travel Data Center states that during the summer of 1985
126 million pleasure trips will be taken by U.S. citizens with them
spending $85 billion dollars. Will Wisconsin's share be what it
rightly deserves? There are some indications already that Wisconsin
is not drawing its share. The Hayward Lakes Resort Association has
131 resorts in its membership. Those resorts comprise 749 cottages.
Let's examine our vacancies during the summer of 1985 thus far:

June 15-22--(203 open cottages) 27%
June 22-29--(174 open cottages) 23%
June 29-July 6--(135 open cottages) 18%
July 6-13--(152 open cottages) 20%
July 13-20--(177 open cottages) 23"
July 20-27--(157 open cottages) 20%

The vacancies averaged 21.8% during prime time thus far. Some-
thing is drastically wrong. Remember, back in 1966 we had 350
resorts and now we have 182. Almost half are gone. However,
back then our occupancy rate was higher with more rooms to rent.

Let's examine some very plausible reasons for this drastic decline.
Wisconsin's drawing area is under a continual barrage of media
coverage from Michigan, Minnesota, and Canada. They are on
radio, T.V., in papers and magazines galore. Their millions
of dollars spent are having a negative effect on Wisconsin as
a whole. Meanwhile, Wisconsin's governmental officials are
sleeping!

Another negative factor for tourism is the high interest rates.
It is impossible for resorters to pay 12-15% interest rates in
order to up-grade their establishments. After paying their
excessively high property taxes, high property and liability
insurance, and exorbitant utility bills there isn't much left
for any kinds of improvements. What the tourism industry needs
badly is low interest loans through either the state pr federal
governments. I

Our organization, the Hayward Lakes Resort Association, is not
asking for a free handout. Our budget is over $82,000. This past
year we received a measly total. of $175 from the state of Wisconsin
through co-op sharing for advertising. That is nothing but insulting,
We supply the state coffers with hundreds of millions of dollars
in state tax and are treated with indifference in return.

The Hayward Lakes Resort Association goes on record for a sub-
stantial increase in the state's tourism budget--$10,000,000 is
not too much. Even with that, we will still be out spent by a
goodly number of states. We recommend that there be 100% or full
co-op funding with any organization that is willing to pay its
share. We'll put our money where our mouth is--we have in the
past, we will now, and we will do so in the future.

Let's have Wisconsin be a leader again---it's just common sense for
the state itself as well as its citizens.
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Representative OBEY. Let me ask the forbearance of the other
two witnesses. I have already introduced you, but let me ask you to
just proceed, say whatever you want. If you feel the need to leave
at any time--

Mr. KATZ. I have plenty of time. I thought we were starting at
about 5. I am OK now. If I can get out of here by 5:30, I am fine.

Representative OBEY. Why don't you go ahead and say what you
are going to say.

STATEMENT OF EUGENE J. KATZ, PRESIDENT, KATZ CO., INC.,
PLOVER, WI

Mr. KATZ. Thank you for asking me to come down and talk about
something that I have been involved with for over 30 years, and it
has been good to me and all those associated with me, but still is a
labor of love.

The potato industry is a much hidden asset in the Wisconsin ag-
ricultural picture. Suffice it to say that our industry association
rates our annual income in excess of $100 million, which makes it
rather sizable.

During the middle 1950's, to Wisconsin came a man from Nebras-
ka by the name of John Maxwell who introduced center pivot irri-
gation systems where we were able to bring irrigation into automa-
tion and which resurrected a great amount of acreage in central
Wisconsin.

Those of you who have driven U.S. 51 are familiar with that. So
the land that was drought-stricken during the late 1920's and
1930's now came back into production.

With that, the potato industry enjoyed a tremendously meteoric
rise which continued through the 1960's and into the 1970's. And
now it seems to have leveled off.

To give you an idea of how it fits in numbers, we have now
raised approximately 65,000 acres of potatoes in our State.

Compared with other producing States, we produce 20 percent of
what Idaho produces which is 325,000 acres. And our figure is
about 5.5 percent of the total production in the United States. The
total U.S. production of potatoes only represents about 7.5 to 8 per-
cent of the world production. So although we think that we have a
lot of acres, on a universal level, it is rather small. But we use our
potatoes a lot differently than the people in other countries do. So
that will give you an idea of what our impact is on a national level,
5.5 percent.

We will be here forever as far as potatoes are concerned because
we are so close to markets, and we have favorable transportation
facilities which enable us to get to the east coast in 4 to 8 hours at
the most, whereas there is always a fight for trucks out West and
it takes 5, 6 days to get the merchandise to them. So we will be
here forever because of our transportation factor.

Our production in the State goes into three categories: We have
table potatoes, seed potatoes, and processing potatoes. The table po-
tatoes are what most everyone is familiar with, are the products
we buy in the stores. And they are served in the restaurants and in
institutions.
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The seed potatoes are the potatoes that are raised primarily for
the market to sell to commercial growers who are raising potatoes
for either the table or the processing industry.

And the third category, of course, is the processing industry,
which represents the canners who, like Larson Canning Co., use
diced potatoes in their veg mix and the small potatoes, whole pota-
toes that are canned for use in homes and institutions.

During the summertime, we supply potato chip plants with chip-
ping varieties; that is primarily summer; and there are some stor-
age during the rest of the year to feed those plants.

We also, in the processing industry, service dehydrators, people
who make potato flakes for snack foods or for potato buds, and also
for products that are reconstituted back again into other foods.

And the one big asset that we have in the State, the Orelda
Plant, at this point the only major french fry plant that we have in
the State, other than potatoes that go to plants out of the State for
french fries. And then, and in a minor way, processors or potato
salad people, which is mostly a summertime item.

In order for our industry to sustain itself-as I said, I think we
have leveled off, and leveling off to me is never a good sign. We
have to keep growing to sustain progress.

For us to sustain progress, we need to have more processing
plants. That is a catch 22 because to increase-get additional proc-
essing plants, we need to increase our acreage. At this point in
time, on a national level, the entire industry is suffering from over-
production. So when we increase, somebody is going to have to get
out. And we are going to have a struggle within our industry on a
national level to find out who is going to survive.

Our need to increase is very basic. We, as an industry, go out of
major markets probably about the 1st of March, and in order for us
to compete, we need to be able to offer product to the American
public on the same level that our competitors do, and that is
through the month of June.

When I am referring to-Idaho, Washington, Oregon, Colorado,
those are our major competitors.

I might add that when we talk about table potatoes, we are talk-
ing of the russet potato. The baking potato has now become on the
same level almost as a hamburger. We have to think of Idaho and
those other States I mentioned as our competitors.

Where can this hearing and findings of it help our industry? We
are not looking, as the gentleman from the tourism industry, for a
handout. We need help on a normal legislative manner. The big-
gest thing that can be done for us is to eliminate the unfair compe-
tition that we are getting from Canada.

A lot of people aren't aware that Canada exports into the United
States more potatoes than we export to them in the summertime.
We would not, as an industry, make that protest if we were dealing
with and in competition with a subsidized product. The Canadian
Government has, for the past several years, subsidized the Canadi-
an potato growers.

They allow them free freight to the U.S. border and they are
able to come into the east coast at a transportation cost even lower
than the people in Maine and some of the Northern States can.
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The Government guarantees the potato grower a 5-year average
on price. In other words, if he gets into a year like our potato
people are facing now, where they can't even get close to cost of
production, they can go back to the previous 4 years, get an aver-
age and the Government will make up the difference.

The Government will also give outright grants to three or more
people who want to farm their own packing shed, and that is an
outright grant and never has to be returned.

So our industry is competing with a subsidized product, and it is
just not fair competition. All we ask is that some solution be found.
And I must apologize to Senator Cohen, I called him Carl. His
name is William in my statement, but please send my regrets. But
he is very active in trying to solve that problem and the support of
the committee and the people who are active in it, Congressman,
would be greatly appreciated by our industry.

Thank you.
Representative OBEY. Thank you.
[The prepared statement of Mr. Katz follows:]
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PREPARED STATEMENT OF EUGENE J. KATZ

My name is Eugene J. Katz and I am the President of The Katz Company, Inc. of

Plover, Wisconsin. Our Firm is primarily engaged in agri-marketing with an

emphasis on fresh potatoes. We have been involved in marketing potatoes

for over thirty (30) years which should give credibility to our statement.

First of all, allow me to give you a few statistics on the potato industry.

The annual dollar volume in fresh potato sales in Wisconsin is far in excess

of S100,000,000.00. This figure, as a minimum, is generally used as a

guideline based on an informal survey by our Wisconsin Potato & Vegetable

Growers Ass'n.. Our State, on a production basis, raises 65,000 acres which,as

of July 10,1985 in a release by the U.S. Department of Agriculture, places

Wisconsin in sixth place on a national production level. For informational

purposes here are the first five positions in porduction by acres:

1. Idaho 325,000 acres

2. North Dakota 145,000 acres

3. Washington 127,000 acres

4. Maine 98,000 acres

5. Minnesota 78,500 acres

Since the total production is 1,181,300 acres our 65,000 acres is 5.5%

of the total. This puts into proper perspective what Wisconsin' s impact

is at this point in time.

The acreage raised in Wisconsin is distributed as follows:

Central Wisconsin 40,000 acres

Langlade County 12,000 acres

Rice Lake area 1,500 acres

Rhinelander-Eagle River area 4,500 acres

Racine area 2,300 acres

Jefferson area 1,500 acres

Misc. 3,200 acres

Distribution of our potato crop is put into three different channels. The

general public is familiar with our fresh potato program, but equally as

important is the seed potato program and the processing potato outlet. Our

seed program has developed into a very respectable position on a national

level and enjoys an excellent following. The future of this segment of our

industry is very bright, as the very close-knit group involved in seed have

done an excellent job in maintaining their position in that particular

market.
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A sizeable portion of our potato crop enters the processing field. This

portion of our industry caters to the canners, the potato chip plants, the

dehydrators, the french-fry processors and the potato salad makers in the

summertime. The presence of two large processors in the Plover area has

given Central Wisconsin a great base upon which to build our russet potato

industry. Their investment in the Central Wisconsin area has placed our

industry on a national level and an entre to future growth. The procure-

ment of their supplies through growing contracts has stabilized the profit

picture for their participating growers.

The fresh potato market is the more visible and exciting part of our potato

industry. The introduction of self-propelled irrigation to our industry

in the mid 1950's brought Wisconsin back into fresh potato prominence after

the drought years in the 1930's had drastically cut the acreage. The ability

through irrigation to raise an early marketable russet potato sky-rocketed

Central Wisconsin into the russet baking potato supply channels during the

late 50's and early 60's. With that success, the incentive to have the

best in packing facilitites emerged and the era of sophisticated packing

sheds came into being. To this day Wisconsin has maintained a group of

packing sheds that rival any other major shipping area. A recent tour of Idaho

convinced me that they have not kept apace with us on a shed to shed basis.

With our ability to package on the same basis we have been fairly successful

in competing with other areas. For informational purposes let it be known

that we market red and white potatoes early in the season and then follow

with russets for the major portion of the year.

At the present time the Wisconsin potato industry has taken steps to keep

its position in the marketplace. They have retained professional marketing

people to do market research and then make appropriate recommendations. A

quality seal has been adopted and a new standard of grade has been established

to put a "Wisconsin Finest" product into the super-market. It must be

recognized that our industry is doing all it can to retain its share of

the market.

There are factors beyond our control that loom ominously in our current

market season. Overproduction of potatoes in every major growing area has

brought current prices to far below production costs. The outlook for

the remainder of the season, which extends into May,1986, is equally as

bleak as overplanting extends into all the late producing states. To further

complicate matters, our Government is allowing Canada to bring potatoes into
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our Country which adds to our glut and compounds our losses. These Canadian

potatoes have various forms of subsidies and present unfair competition to

our American producers. We have first-hand knowledge of this competition

gince we lost several outlets last Spring to Canada. In summary, at the

present we are maintaining our position in the market-place as we have in the

past several years, but our progress has not been as productive as we had

projected. It would also seem likely that the low-price year we are ex-

periencing will also disturb our quality program.

The Wisconsin potato industry has so established itself in the national

supply picture that its future is guaranteed. However, there is concern for

the future growth that was envisioned prior to this year. Any growth in

our acreage would be dependent upon the increase in the number of processing

plants in our area. There is constant inquiry and rumor about new processing

plants coming here, but at this point in time nothing serious is happening.

We feel that in the near future our industry will have to address the

necessity of having supplies of russet potatoes for the marketplace in the

months of April, May, and June. The popularity of the baked potato through

promotion by the fast-food industry has made it most apparent that we have

supplies on the same calendar basis as competing areas. To meet the needs

in those months we, the Wisconsin potato industry, must look into re-developing

our russet acreage in the Northern Wisconsin growing sections so that the

proper product can be furnished around the calendar. Most of us involved in

our industry feel that late storage potatoes from the Central growing

area are of a questionable quality. Sandland potatoes do not have the

storage life to sustain their acceptability beyond March even under the

most favorable of conditions. Our Northern sections were, until the 1970's,

a very big factor in our russet acreage raising a very desireable product for

late season shipment. The sooner we can bring those areas back in the picture

the sooner we can offer the trade the same full marketing season that Idaho,

Washington, Oregon, and Colorado can offer.

The future of the Wisconsin potato industry basically lies within itself.

Its ability to react to changes in the marketplace will determine how it

fares in the total picture. The increase of acreage in the Northwest and

in Colorado behooves us to be alert to their progress.

What can the Joint Economic Committee do for the Wisconsin potato industry?

Other than the normal legislative service to our needs the one immediate

priority is to support Senator Carl Cohen of Maine in his mission to solve

the Canadian potato export to the United States conondrum. If the American

producer must compete with subsidized Canadian potatoes then the future

will indeed be a constant battle for the potato customer.
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Representative OBEY. Next, could I ask Jack Hartwig to go ahead
and tell us anything he wants to tell us.

STATEMENT OF ROBERT R. HARTWIG, PRESIDENT, HARTWIG
MANUFACTURING CORP., WAUSAU, WI

Mr. HARTwIG. My name is Robert Hartwig, and I am the presi-
dent of the Hartwig Manufacturing Corp.

Hartwig Manufacturing Corp. is located in Wausau and was
founded by our family some 30 years ago. Our business began as a
one-employee shop and has progressed until, today, our company is
a major manufacturer of steel-fabricated bridges in the Midwest.

Our market is principally Wisconsin, Minnesota, Illinois, Michi-
gan, and Iowa. Our current employment is approximately 120 ad-
ministrative and plant personnel. We are now at a level of employ-
ment which is equal to our employment base in early 1983.

In early 1983, we began to feel the effects of the recession in our
business. Traditionally, our industry lags somewhat behind the
general economy. Likewise, any "recovery" we experience tends to
lag behind a general economic recovery. In order for our company
to survive, in 1983 and 1984, we ceased the purchase of capital
equipment, stopped a plant expansion which was in progress, limit-
ed our expenditures, and we cut back drastically on administrative
and plant personnel, as well as wages for those personnel.

Our employment dropped from 118 employees with a Wausau-
area payroll of approximately $2.5 million to 54 employees with a
reduced Wausau-area payroll of approximately $1.2 million.

This employment reduction, which equaled 54 percent, occurred
in a period of 2 months in January and February of 1984.

Now that we have returned to our 1983 employment level, we
are hopeful that we will be able to maintain and expand our em-
ployment base. We invest substantial time and money in training
valuable employees, and any drastic reduction in the level of em-
ployment has a negative effect on the future of our company and
the lives of many Wausau families.

Our business and industry is somewhat unique in that the prod-
uct it manufactures and sells is purchased by State and local gov-
ernments utilizing principally Federal Highway Administration
programs and funds. The one exception is the infrequent sale of
bridges to railroads.

Since our business is so closely tied to all levels of State and Fed-
eral Government, our concerns center around the lack of long-
range planning, commitment, and consistency in Federal and State
bridge programs. Projects that are months or years in development
at the Federal and State level are frequently delayed due to fund-
ing delays. It is a start-and-stop process often tied to special
projects, which makes private sector planning and investment very
difficult.

Hartwig Manufacturing Corp. is required to make long-term fi-
nancial commitments for personnel, plant, and equipment needs in
a current Federal and State atmosphere of short-term, inconsistent
Federal and State bridge programs. We believe a much better ap-
proach to aid the economy and provide stability to our employment
base would be the application of long-term plans and commitments
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on the Federal and State level. The process ideally would provide
funds in a timely, consistent, and orderly manner.

Since our corporation is involved in projects utilizing Federal
and State funds, we face similar issues of short-term inconsistent
funding in each State in which we do business. To bring it closer to
home, our current backlog in Wisconsin is the lowest of all Mid-
western States we serve.

Again, I believe at the State level, our company, its employees,
and Wisconsin could benefit by utilizing long-range planning and
funding to provide a consistent, uniform bridge program.

Our business does not lend itself to mobility or a large geographi-
cal marketing area due to transportation costs. What we manufac-
ture must be transportable to and utilized in a limited geographical
area.

We will continue to do our part to manufacture a quality product
at competitive prices. We would hope that the Federal Government
and States would do their part in providing consistent, uniform,
long-range planning and funding to allow the best use of taxpayer's
funds to assist in the strengthening of our economy.

In closing, I want to thank you for giving me this opportunity to
testify at these Joint Economic Committee hearings.

Representative OBEY. Thank you.
Please proceed, Mr. Umhoefer.

STATEMENT OF PAUL UMHOEFER, CHAIRMAN AND PRESIDENT,
FELKER BROS. CORP., MARSHFIELD, WI

Mr. UMHOEFER. I welcome this opportunity to work with the con-
gressional Joint Economic Committee. I have had an almost 30-
year involvement with Felker Bros. Corp. and the steel fabrication
business.

I hope my experience and insights will prove helpful in your de-
termination of national economic policy.

Committee Chairman Dave Obey and I have occasionally dis-
agreed on governmental direction in the past, but since he invited
me to testify and since I readily accepted, it appears that both of us
continue to feel that we are making progress toward the political
and economic education of the other.

The credentials that I place before this committee include two
major areas of expertise:

Expertise No. 1, my aforementioned steel fabrication back-
ground.

Expertise No. 2, my perfecting of the art of becoming a grandfa-
ther.

Today, I promise to stick to my expertise, but I am available for
private consulting on grandparenting.

Realizing that this committee is necessarily committed to a very
wide range of economic theory, I thought it best to try to give you
an overview, a nonstatistical, but hopefully clear impression of
what is going on in the Felker Brothers' corner of the world.

To do that, I will first give you a barebones background of our
company, our products, and our services. For the major part of my
alloted time, I will offer an update assessment of our relatively
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small, quite specialized, but nevertheless, world-competitive market-
place.

Second, I would like to share four brief, rather random points re-
garding past governmental policy as it relates to my company.

Third and last, like everyone else in this still very free country, I
would like to offer my personal, directionally orientated formula
for improving our Nation's economic health.

If more detail or specifics are desired by the committee or if
there are questions, I will certainly be very willing to cooperate.

Felker Bros. has been in business for over 80 years. We continue
to operate out of Marshfield, WI, as a closely held, privately owned
corporation engaged primarily in the steel fabricating business.

The present owner-management team is only the third since the
company beginnings, and while markets and products keep chang-
ing, the names of Felker employees don't change very often.

Third- and fourth-generation area people continue to contribute
their skills and efforts to sell, manufacture, and service quality
products backed by a strong sense of personal and corporate integ-
rity.

End of commercial-for which I offer no apology. We at Felker
Bros. take a lot of pride in who we are and what we are doing.

Presently, we operate two separate sales divisions: The petrole-
um equipment and service division sells and services petroleum
storage and dispensing equipment in Wisconsin and into several
surrounding States.

We manufacture the larger bulk storage tanks ourselves while
the rest of the tanks, pumps, meters, hoses, et cetera, are resale
items. Annual sales volume for this division ranges up to $5 mil-
lion.

The current and future profitability for our petroleum products
and service division is severely limited due to the declining con-
sumption of oil. I will mention only one governmental involvement
that is currently and importantly impacting the petroleum equip-
ment division. That is the issue of product and service liability.

To our knowledge, we are the only one among a number of com-
petitors for this business that is still able to obtain liability insur-
ance for manufacturing, installing, or repairing oil storage and dis-
pensing equipment.

This insurance coverage is extremely expensive and it appears
doubtful that it will be continued in the future at any price. With-
out reasonable insurance coverage I cannot imagine who, if
anyone, will accept responsibility and/or be able to provide petrole-
um products both safely or efficiently.

Senator Robert Kasten has proposed legislation that attempts to
bridge the gap between unlimited consumer protection and unlim-
ited manufacturer-provider liability. Without responsible legisla-
tion in this area, the public welfare and safety is going to suffer.

Felker's largest business is the alloy sales division, which has
sales around $20 million annually. We manufacture stainless steel
pipe, tube, and fittings; custom alloy steel tankage; and various
customer-designed fabrications. While some of these products could
be considered standard or commodity products, we have empha-
sized a specialized product, engineered toward a specific customer's
need to store, handle, or treat corrosive materials.
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We have identified 20 industries that we presently serve. The
three primary customer industries are pulp and paper, wastewater
treatment, and food processing. Three other important target in-
dustries are chemical, pharmaceutical, and brewing.

Sales are made nationwide, with inventories of our products
being stocked for distant customers either in our own warehouses
or with selected independent distributors.

In assessing our current alloy products marketplace, I thought it
would be helpful to give a capsule report on each of the major U.S.
companies that compete in the relatively small, specialized stain-
less pipe, tube and fittings business. These are our major domestic
competitors.

I will not use names, and I will include the Felker Bros.' perspec-
tive last.

Several of the larger competitor companies produce pipe and
tubing only. The largest of them has downsized almost 50 percent
to survive, spilling red ink for almost 2 years before stabilizing.

Another, although operating in the black, has a parent company
near bankruptcy, limiting its effectiveness.

A third, marginally profitable, has been for sale for over a year
without an offer. Several other smaller companies have already
closed up shop.

It appears that those companies who had concentrated on low
cost, high volume, standard products have been hurt the worst-
primarily by foreign competition, and secondarily by long reces-
sions.

It also appears that their basic strategy now is to concede these
volume commodity markets to foreign suppliers and to try to devel-
op smaller, narrower, more profitable market niches.

Of those companies that manufacture stainless fittings only, sev-
eral of the smaller firms have already gone under and several
others are for sale. One of the larger more successful firms is for-
eign owned. None of the larger firms, to my knowledge, is very
profitable. Again, like in pipe and tube, it appears that foreign
competition is winning the major part of our domestic market and
has forced profit margins into oblivion.

There are four other domestic companies that are more fully in-
tegrated, more customized, more value-added type of manufactur-
ers. A brief profile of these four companies, which includes Felker
Bros., should show you a clearer snapshot of our industry today.

One competitor, in a high-priced labor market, has scaled down
from over 500 employees to less than 200. They import almost all of
their materials, adding only final customizing. They have a solid fi-
nancial base and have remained reasonably profitable.

They have also been redirecting their capital into more profita-
ble ventures, such as real estate and public warehousing.

A second company, employing approximately 135 people, oper-
ates with a much lower labor cost. They are owned outright by a
Canadian firm and, although they complain about profitability,
they appear aggressively committed to growing in the stainless
pipe, tube and fitting fabrication business.

A third firm, publicly owned, and part of a small diversified con-
glomerate, reported losses of approximately $2 million in each of
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their last 2 fiscal years. Their peak employment of over 400 had
dwindled substantially also.

Latest reports indicate that they are finally nearing their break-
even point again. They are apparently reversing their previous
strategy of investing heavily in larger, more automated capacity in
favor of more value-added, more customized product lines.

With that capsulized industrywide background, I would like to
tell you about Felker Bros., how the previous recessionary years
have affected us, and where we stand today.

Five years ago we had sales volumes several million dollars in
excess of the previously stated ones. Our profitability was some 10
times what it has been the last several years.

We employed 349 at the peak, dipping to 212 in 1982, and are
now at 274 people.

We have spent these last 5 years working hard to manage our
costs and maximize our productivity. There is no doubt that we are
a much leaner, more competitive and more efficient company than
we were 5 years ago.

While we have survived the past 5-plus years, we have not and
are not prospering. We see no prosperity breakthrough in the near
future, but we do see improved market opportunities into 1986. We
are spending most of our time trying to do the day-to-day things
right, but we continue to question how long being a custom steel
fabricator will remain the right thing to be doing.

I could relate such subjects as inflation, disinflation, and interest
rates to our company condition, but I would prefer to touch on four
other random governmental-corporate interrelations:

One, when the IRS and OSHA combine to tie up two of our four
company officers most of a whole summer-it took them that long
to discover that we do pay taxes in the maximum bracket and that
we do have a very creditable safety program and record-I become
increasingly concerned about a system that keeps tilting toward
rules and compliance and away from productivity and citizenship.

Two, when government mandates a $125,000 system to treat and
transport our pickle wastes to Indiana when the local sewage facili-
ty has the ability to handle it, it costs not just Felker Bros. but it
subtracts $125,000 from our regional and national ability to com-
pete and to provide jobs.

Three, millions of dollars of tax credits are offered to General
Motors to locate their Saturn Plant, and the Governor of Wisconsin
travels to Marshfield to welcome a new $1 million industry promis-
ing 15 jobs. Felker Bros. pays full taxes, loses $5 million in sales,
loses 75 jobs, and not even the local dogcatcher seems to notice. We
don't mind the anonymity at all, but it seems to reflect on political
priorities.

Four, certainly not all of our company-governmental interactions
carry negative overtones. Deregulation, for example, especially in
the trucking industry, has meant both cost saving and improved
service for Felker Bros.

The advice to our elected governmental leaders that I promised
earlier will conclude my statement today.

I will preface that advice with the flat out statement that my
company and I have not and are not looking to our Government for
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import quotas, Federal grants, special tax breaks, or any of the pro-
liferate special interest band aids that Congress is geared to giving.

Instead, I recommend just two important directional changes to
improve our national economic climate. Here they are-both bar-
rels: No. 1, cut spending; and No. 2, cut taxes.

On spending, no one can ever convince me that more and more
billions of dollars for defense equates to a safer and safer world.
Our second sacred cow, social security, should also be pared with
proper concern shown for our truly needy.

On taxation, eliminate corporate income tax entirely. User taxes
for services, yes, but corporate income taxes penalizes winners, re-
wards losers, and in general plays big business favorites, like Gen-
eral Motors, General Electric, and General Dynamics.

Corporate taxes are passed through to consumers and remaining
profits are either paid as dividends to stockholders, which are being
taxed, or they are invested for future growth. Squeezing the goose
doesn't make it lay more or larger eggs.

Regarding personal income tax, simply simplify. Eliminate all de-
ductions, no charitable, no interest, no State tax deductions, no de-
ductions for anything. Gore all of the oxes and go back to the
basics.

Tax citizens strictly for the revenues necessary for defense, for
law, for order, and for equal opportunity for all citizens, for major
infrastructure, and for the basic care of our disadvantaged.

Stop trying to decide what else is good for people. Let each citi-
zen decide how they want to spend or invest their earnings. The
composite decisions of all of our citizens have to be better than the
arbitrary, contradictory, unwieldy, uncoordinated efforts of Con-
gressmen, Senators, and a President.

Spending the taxpayers' moneys wisely is a big enough challenge
without adding the complexity and capriciousness of creating social
policy through the tax collecting end of the governing function.

My simple and sincere advice is to cut spending and to cut taxes.
Thank you for listening.
Representative OBEY. Thank you.
Let me start with the tourism question.
First of all, there was very little tourism promotion at all by the

State when I was in the legislature quite a while ago. So I don't
know the answer to this question.

All three of you have mentioned your interest in seeing the State
provide more of its own resources for tourism promotion.

Let me ask you, where is that money spent now? Is it spent sig-
nificantly within Wisconsin? Is it spent-I would assume a lot of it
is spent in Illinois. I see "Escape to Wisconsin" bumper stickers all
over the country. My family and I drive here and back to Washing-
ton twice a year. We see those bumper stickers every where. I even
saw one in the San Francisco airport a few months ago.

Where is the bulk of that money spent?
Mr. CROWLEY. There have been targeted markets that were de-

vised by the advertising agency, which is a Madison firm, this
spring in conjunction with the committee of the tourism council.

The targeted markets were Minneapolis, some areas in Iowa. I
don't want to go on record as being specific, but Minneapolis, Chi-
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cago, Milwaukee, Rockford-I think, Jim Holperin, I am missing
about three. I apologize.

Maybe you can-
Representative OBEY. That is all right.
Mr. CRowLEY. The major thrust was, I would say, not more than

150 miles outside of our border. Because we had such a limited
budget. That was only $264,000, I believe about $114,000 went into
radio and television, and $100,000 went into radio. And $40,000
went into the print medium.

The results were controversial because of Easter, our controver-
sial cow. But it was market gaining-we just showed great in-
creases for this paltry investment.

If you reflect, in the days when you were with the State, Con-
gressman, I think that at that time we had a total advertising
budget of $73,000. That was for the full year. We have made some
tremendous inroads in talking to the legislators and convincing
them of that in greater investment dollars. But it has always been
pulling teeth.

When you have all this documentation and you watch the indus-
try grow, and you watch your competitors outspend you, outgrow,
outdo everything, I think it sticks in all of our craws.

There is a myriad of other issues that I know that Mr. Speros
will bring up and so will Jim Holperin. But in that investment
dollar, we just seem to be blind.

Mr. SPEROS. Could I say something about that also? They have
increased the tourism budget this year and then, on the other
hand, we just find out that they are talking about putting a 1- to 2-
percent tax on tourism-related business. We are going to pay for it,
for that increase in the tourism.

I sat in with the Governor back in the winter and the legislators
were meeting then and co-op funding was to go up $200,000 that
day. But also there was to be a room tax added onto it. In other
words, we are going to pay for it again.

We always seem to pay in our industry for the increases.
Representative OBEY. Let me play devil's advocate. If I were to

play devil's advocate, and let's say I would be a dairy farmer. I
spent the last year as a dairy farmer paying for my own diversion
program in order to try to get down the surplus of dairy products
around the country.

Farmers had to pay 50 cents a hundredweight in order to try to
bring that down. So I can imagine a farmer would say to me, Obey,
what are these guys talking about raising-having the State pay
for tourism promotion?

Wisconsin benefits from agriculture, too, but we had to pay for
our own diversion program.

Why-again being devil's advocate-why wouldn't that be the
sole responsibility of resort owners to fund their own advertising
programs?

Mr. SPEROS. We are willing to fund our own programs, sir, if the
state will equally do their share.

Representative OBEY. But the dairy farmer would say the Feds
didn't pay for our diversion program. We had to pay for it our-
selves. The States didn't put up matching funds, and the Feds
didn't put up matching funds.
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As a policymaker, these are real questions we have to deal with.
I understand what you want in your industry, but how does the

Governor answer a farmer who say3, how do these guys get State
money to advertise their business when farmers don't get State
money to advertise, to pay for our own diversion program?

And then farmers also are asked to kick in 15 cents a hundred-
weight to pay for their own dairy promotion program.

I ask, No. 1, how do you distinguish between that? And I am just
raising it to try to give you an opportunity to get your best answer
into the record.

Second, I would ask how-what is the process now by which the
resorts' associations assess their membership for funds to advertise
on a cooperative basis?

How do you go about doing that?
Mr. SPEROS. In our association, we have a fee set up on the

number of shows we attend to advertise Sawyer County. We also
have a room fee that we charge them.

We have an advertising fee by the size of the ad they take in our
book. We are trying to pay-we have-Hayward Lakes has an
office in Hayward that staffs three girls-four girls that we pay
$32,000 a year.

We spend an average of $50,000 a year for the book, and the ad-
vertising would go to the shows. We are nonprofit. We are trying to
make enough money to go to the shows and pay the girls.

Representative OBEY. How do you determine who pays what
share of that cost in your own association?

Mr. SPEROS. It is determined by the size of the ad you take. The
membership is the same for each individual. And then there is a
room fee.

Representative OBEY. Let me ask you another question: What is
the average age of a resort owner in Wisconsin these days? Any-
body have any idea? Has it gone up or gone down?

Mr. SPEROS. I don't know. Over in our area I would say the aver-
age age, they are probably in the 45 to 50 year old age in our asso-
ciation, from just the people that I know right offhand.

Representative OBEY. Is that going up or down?
Mr. HOLPERIN. I think so. I think you will find in the resort in-

dustry a phenomenon very similar to the dairy industry. Young
couples cannot find the capital to buy the resort. So the resorts
that are owned and operated at least of my own knowledge by
younger people in my age category, 30 to 35, they have assumed
the operations of that resort from their parents. They have gotten
it through the family.

In fact almost exclusively that is the case. I can think of almost
no young people who have gone out and bought a 10- or 12-unit
resort and are operating it. I would assume therefore that the aver-
age age of resort operators is going up and probably between 50
and 60.

Representative OBEY. How much did the State promotion budget
go up this year?

Mr. HOLPERIN. $500,000 per year. It stands now at $1.5 million
annually. That is only for promotion. We spent about another $1.5
million on staff and office space and other clerical and administra-
tive costs, but for direct advertising, radio, TV, newspaper, bus
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boards in Chicago, bumper stickers and booklets, about $1.5 million
annually.

Representative OBEY. Mr. Cowley, you said something that the
Dells business was good finally. You are stereotyping in my head
that Dells did a land office business.

Mr. CROWLEY. But for the last 2 years they have had 2 very, very
soft years. There is no way-it is like sewing a button on a sneeze.
There is no economist that can say it is because Jack Crowley has
bought a car in 1983 that you are having a bad year or that some-
body bought a VCR in 1984 that you are having a bad year.

But for 2 years, the Dells were hurting and hurting desperately.
They increased their own advertising budget above and beyond
what the State could do as far-in the division of tourism-as far
as helping.

But from all reports they are getting back on a healthy trend. I
haven't had a chance to sit down with the Ben Olsons and the
Jerry Carrises from that area and to ask them to give me a ration-
ale. But when you see their smiles, I will take my time and then
let them work it out.

It is very important that that section of our free conduit to Min-
nesota, that we get them to tarry just a little bit.

Representative OBEY. When you quit flying and went up to the
Couderay area, what made you decide to go over there? What drew
you there?

Mr. SPEROS. Well, the resources. I was-I liked the muskie fish. I
like to fish. I liked what northern Wisconsin had to offer, the re-
sources. By accident, I happened to pick the Chippewa, and by acci-
dent I bought it.

But had it not been for the pension that Uncle Sam gratefully
sends me every year, or every month, my name would be up there
on that role during the wintertime. I am not eligible during the
wintertime for that unemployment.

As a resort owner I am eligible for 1 month's unemployment and
then I am not eligible. That figure goes to 21 percent in Sawyer
county and that doesn't even include the resort owners that can't
draw. They aren't on the roles.

It was a fluke. A lucky break that I got in there. But I was glad
to be in this State.

Mr. CROWLEY. I would like to add an addendum here. When you
asked the question about comparing the agricultural society or
the dairymen to the resort owner, there are certain--

Representative OBEY. I asked it because I have got to. Those are
questions that are going to be asked anybody in public life. I am
sure they are asked of Jim Holperin and you have got to have a
good answer to it or you are going to have a lot of trouble making
your case.

Mr. HOLPERIN. Fortunately or unfortunately, it is not only dairy
but cranberry growers, the potato growers, nearly ever agricultural
commodity has their own advertising program.

Mr. CROWLEY. The State has.
Mr. SPEROS. The State has a return on what you are saying, a

pretty substantial return.
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Mr. CRowLEY. Has begun to. But there are certain-and correct
me if I am wrong-but there are certain tax breaks that are afford-
ed to the agriculturalists that are not afforded to the resort owner.

The agriculturalist does not pay insurance because they have a
public, a property that has public walking over it to the likes of
which Mr. Speros has.

Our insurance rates for our local ski hill, it is phenomenal. I
don't know how they stay in business. But of course I do know how
they stay in business because they pass it on to the user. Those
people that want to ski, if the, if the insurance rates go up, they
will pay another dollar.

They will pay another dollar the year after that. But in the
resort industry, if you have gone up there for 5 years and every
year you are going to pay another 5 dollars, eventually you are
going to cut off-you are going to cut your nose off to spite your
face.

We have here some inequities. I am not suggesting that we do
this immediately, as far as giving some tax considerations to the
resort owners or to those in the tourism industry, but it should be
investigated and if there can be a formula or an equation, Con-
gressman, that is applicable to all these industries, in all deference
to the potato industries and the agriculture industry, tourism has
now become our second largest.

We have always been regarded as the kissing cousin with the bad
case of hives. Even though it is the number two industry, we are
still treated like we are 13 or 14.

Sometimes that desperate voice must be heard and looked at
with some kind of equality.

Representative OBEY. One other question on tourism. Bed and
board, I understand, a lot of people are more and more interested
in that. Is the State cooperating in any way to promote that?

Mr. HOLPERIN. That is correct. We have been quite active in the
bed and breakfast so-called phenomenon in the last several years.
Many from the industry came to the legislature about a year and a
half ago and said, we would like to encourage development of this
in the State and currently, however, we are treated as any com-
mercial hotel/motel and restaurant operation would be.

Even though we have four sleeping rooms and we serve a conti-
nental breakfast in the morning, we are treated like a 40 room
Howard Johnson's and we can't operate profitably under these cir-
cumstances.

The State legislature did cooperate in passing bed and breakfast
legislation. It was very simple, simply defined a bed and breakfast
home and delegated to the Department of Health and Social Serv-
ices the responsibility for drawing up rules that would apply, to
have general cleanliness and comfort qualifications for that busi-
ness.

And the department did that and submitted them back to the
legislature this spring and starting July 1 of this year, we have a
new bed and breakfast license in the State. We have had no com-
plaints about it so far. It is very broad and very general in what is
required of a bed and breakfast, not at all as severe as a commer-
cial hotel, motel or restaurant code. We find it to be working very
well. But time will tell.
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Representative OBEY. One last question, Mr. Speros, as you know,
there is at least some concern around the State and in the region
about the desirability of taking your family for a vacation up north
in part because of the concern about the Indian hunting and fish-
ing controversy.

I happen to think that that concern is really misplaced because I
think that while that certainly is controversial in terms of how
people feel about it, it certainly should not stop people from using
the resources of northern Wisconsin to enjoy a good vacation with
their family. I don't see it getting in the way.

When I was up in the Chippewa near your place, it didn't bother
anybody who was out in the boat fishing. I think you are to be con-
gratulated for the effort that your association has made to deal
with that issue and deal with the tribal leadership in a way which
is constructive and trying to bring people with diverse views to-
gether. I just wanted to note if you wanted to make any comment.

Mr. SPEROS. No. The fears that the people have are unfounded.
They happen to be media-instigated; either sell or create controver-
sy. We are working with the tribe and we welcome anybody into
the Sawyer county area to see how we are doing it.

Representative OBEY. I am watching what is going on between
you two.

Mr. SPEROS. We are doing it just like we are doing this. We don't
agree with everything they say and they don't agree with every-
thing we say. But we are at least willing to sit down and work this
out.

The tribe has made some concessions. We have made some. So
far there have been no racial incidents to prevent people from
having a good time up there.

Representative OBEY. I think people in your association have
probably done the best job of anybody in the State of dealing with
that problem. I simply want to congratulate you. I know it is a
tough one to deal with. I don't know how it could have been dealt
with any better than you people have.

Let me ask, Mr. Katz, you said the United States only produces
about 7 or 8 percent of the world's potato production.

Mr. KATZ. Hard to believe but that is true. In central Europe,
almost every farm has a potato acreage and it is used for livestock
feed, and the diet is more starch contained than ours is by far and
the figures are there.

When I first was aware of this several years ago, I couldn't be-
lieve it either. But it puts in proper perspective what a huge indus-
try in the States mean and yet it is only 7 or 8 percent of the world
production.

Representative OBEY. Let me ask a technical question. Is there
any nutritional distinction between the different varieties of pota-
toes that are the large marketed ones?

Mr. KATZ. Not necessarily. It is a matter of taste. In fact I have a
show and tell. I brought a little bag and I thought maybe a little
crash course in potatoes would, might interest some people.

This one--
Representative OBEY. People are looking hungry.
Mr. KATZ. This potato will be more moist, the red potato, than

will this white potato. These are the round varieties that are raised
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and harvested early and don't really store as well because they are
thin-skinned potatoes and we raise these for storage primarily for
seed, for commercial growers. So we are now in the process of har-
vesting our early varieties.

This is an early variety of Russet and that potato will be drier in
content, more like what pe9ple- desire in abaked potato, and will,
as varieties get longer and longer into the' season, the more drier
they become, until eventually we will only have on hand a Russet
Burbank which is the Idaho variety and it loses its name only by
State. The potato is the same.

So, no, there is no nutritional difference in the different varieties
primarily.

Representative OBEY. You said that you needed to grow. That
you were unhappy or concerned about the leveling off. That you
needed to grow at the same time that there is overproduction.
Somebody is going to get shoved out. What makes you confident
that the potato industry in this part of the country is going to be
among the survivors?

Mr. KATZ. Well, one of the reasons I stated earlier, Congressman,
was our proximity to the markets. The other is that we have
enough leverage in our sophistication in the State as opposed to
other States east of the Mississippi.

I don't think that there is any producing area in the country east
of us that comes anywhere near close to us in what we have in our
area as far as growing, irrigation, availability and our eventual
processing and packing of the merchandise to put it on the same
level that the majors do like Idaho, Washington, and Oregon.

In fact, in my prepared statement, I allude to the fact that on a
recent trip I made to the west, I saw nothing that was superior to
Wisconsin in the way of packing facilities. So we have that advan-
tage. I also think that we can raise a product that is equal to the
so-called brand X Idaho and we need to increase our acreage so
that we can go to Mr. McDonald and Mr. Burger King and the
chains that have got to come into this baked potato concept and
say: You don't have to go West, we have them here for you.

Where that growth has got to come, in my opinion, is the north-
ern areas that our industry has left fall by the way side over the
years.

I can remember when I first started 30 years ago that Rhine-
lander/Eagle River area and there are several other areas up
North that raised a lot of potatoes that have since fallen out of pro-
duction. And those potatoes that were raised up there were the
forerunners of these potatoes that we are raising in central Wis-
consin.

So from looking at it not from a regional picture, I am looking at
it from a total State picture that we need to grow in order to keep
up with the threat from the other areas.

Representative OBEY. I just can't help observing that if you want
to get any idea of the importance of that, this area, all you have to
do is get on a plane and fly south of Chicago and see how long it
takes before you stop passing over those central pivot operations. It
is amazing how much that has grown.

Mr. KATZ. To the layman, he just sees them as he drives by. At
one time when they first got started, those pivots made a total
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circle, so four corners were left unirrigated. Over the years they de-
veloped an added feature to these irrigation arms where there was
a limp arm that followed around and when it hit the corner that
flew right out and watered the corner and then came back in and
was part of the arm again. So we now can irrigate a total field. At
that time we started it was all a hydraulic power.

Now we have electric systems and now they can take a field and
just-it had to make a total circle in order to do its function. Now
they can start and stop it, make it run a quarter circle, come back
and do it. So they don t have to plant an entire field to crops. They
can do other things with parts of the field that they don't want ir-
rigated.

So we really have become highly sophisticated in irrigation.
Representative OBEY. Mr. Hartwig, we talked quite a bit about a

year and a half ago when the economy was somewhat different
than it is now. Let me ask you, I know in your statement you em-
phasized a lot the necessity to have, given the nature of your busi-
ness, the necessity to have longer range Government planning in
some of these construction projects.

I honestly wish I knew how to tell you we could get that, but as
you know, even though the money keeps coming in to the highway
trust fund, for instance, good year and bad year, the taxes don't go
down in a bad year, they keep going in, there are always signifi-
cant arguments about what the obligational ceiling ought to be on
those programs for the coming year.

We just had a fight on the budget resolution, as you know, about
what that ceiling ought to be in that program for the coming year.
We never really know up until the votes are counted what is going
to be available for that, for mass transit, for any of the other items
in the budget. Under those circumstances, fully recognizing the de-
sirability for long-range planning but recognizing the fact that ad-
ministrations are always going to be forced to think about how seg-
regated funds plug in with the rest of the budget in determining
our overall fiscal policy, how do you get from here to there, short of
passing the budget earlier, which is a nice thing to pray for, but if
you look, if you are trying to make decisions, you can't make them
like you are the president of the optimist club.

I am not an optimist that you are going to take the push and
pull out of that budget process, unless you radically change it,
which I favor doing, but which most people in the Congress don't
happen to favor. Are there any specific technical things that the
Feds can do to make life easier for people in your business, recog-
nizing that the Congress may still not agree at an earlier date on
the President's request for any of those programs?

Mr. HARTWIG. I think the basic problem I see is the fact that we
are making a longer term commitment than the Federal Govern-
ment. I understand the dilemma that you face and I am sure you
understand the dilemma that we face. There seems to be a window
where things are good for a couple of years and we try to do as
much expansion as we can through that period.

But it has really been a start and stop. If it were possible to
have, say, a five-year or three-year program, some period of time
and commit to the funding with, say a lid on the funding that if
inflation took off, the program has to be reduced; in other words,
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you have a fixed, you have a fix then each year on the number of
dollars that are going to be spent. Possibly that is one way of han-
dling it. I don't know.

I don't think I am qualified to comment on what you might do to
solve our problem. I guess all I can do is point out what we have
been experiencing and our employment is back up. I think the
work that you did getting the roadblock eliminated certainly was
helpful, but I don't know what else to suggest.

Representative OBEY. Let me ask another question that is going
to be troubling to the State. In terms of planning, what assump-
tions are you making in terms of what is going to happen to that
Federal highway program given the fact that Congress just decided
to cut off 10 percent of every State's highway money if they don't
have 21 drinking age. I happen to think that was a stupid thing for
Congress to do. I think that is a decision that the States ought to
make.

I find it ironic that there are a lot of States with 21 drinking
ages who have far softer penalties for drunken driving than Wis-
consin has and yet the Congress and the administration is focused
only on that one definition of how you are dealing with drunk driv-
ing. It is also ironic that they are going to judge simply on the
basis of age that the female is a safer driver than a male between
the age of 21 and 45.

That has interesting implications of whether you are going to
allow men between the ages of 21 and 45 to drink or drive, if you
can follow that logic.

Are you planning, are you assuming that the money just isn't
going to be there and in your conversations with people at the
State, as you plan for your future bids, what are they telling you
about their assumptions?

Mr. HARTWIG. There hasn't been any direct conversation as re-
lates to the effect that that would have. The fact that we work in
five States, it seems that one or two of them, the market will be
much larger than in others. I suppose if all of them didn't comply,
there would be some noticeable effect.

The 10 percent reduction in highway funds doesn't necessarily
relate to a 10 percent reduction in the bridge program which we
are a part of. We have not had any discussions with any of the var-
ious States relating to this matter.

Representative OBEY. Now, maybe it will come back. Let me talk
to Paul Umhoefer.

Paul, I just have to-I am kidding him now because he is a
strong Republican and I am obviously not. I have to tell you, you
indicated that you have been pleased by the results of trucking de-
regulation, I have to tell you, I am awfully glad that there is one
thing that a Democrat did that you are pleased about.

Mr. UMHOEFER. There are a couple of others.
Representative OBEY. Carter and Kennedy were stumbling over

each other to see who could get most out in front on that one. I
frankly see some problems with it. But anyway, that kind of tickles
me.

Let me ask you, in the next 5 years, outside of uncertainty in the
tax code, for instance, what do you think your biggest problems are
in planning?
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Mr. UMHOEFER. We do have a 5-year plan. It is changed about
every month. The plan, of course, is to find niches of profitability.

We have to concede certain portions of our bulk business to for-
eign. The price spreads are just too large and the subsidies range in
the 40 percent. We have to cut our wages in half, which is practi-
cally an impossible situation. We to have to invest very heavily
without the money to do that.

So we are concentrating, as we always have over the years, in
niches, in finding specialties, highly engineered, value-added, more
sophisticated fabrications, closer to the customer. We see a good
future in steel fabrication. Our products may vary a little bit. Our
customer base probably will not.

We feel vulnerable to foreign, not just direct competition to us in
pipe, tube and fittings, but we feel that with the steel industry, we
buy basically U.S. steel where we can get it. Our angle in every-
thing has to be bought foreign; there is no domestic supplier of
stainless steel left in the United States.

We feel vulnerable on the supply end. We feel vulnerable on the
customer end. Consolidated Papers just gave us a very nice order
yesterday. They are expanding and doing well. If Consolidated is
hurt by foreign competition, it will hurt us. We are going to be in
the steel fabricating business.

I can't tell you what products we will be making. I can tell you
that we are going to be working with our people, I would say, with
the individual talents that we have which are unique to our em-
ployees, developing them, trying to develop a higher productivity.
We will be survivors.

Representative OBEY. I noticed in your statement you talked
about how you have involved your workers for a long time in dis-
cussions to find better ways of doing things, of increasing produc-
tivity. I know it has been a bit of a fad lately to talk about worker
involvement. What is fascinating to me is you talk to so many
people who swear it works, it builds morale, that you get people to
make suggestions.

My brother, for instance, left a company in Illinois-he lived in
Wisconsin but worked right across the border. He left. They made
outboard motors. He went with a steel chain saw company. He is
now located in Virginia. I asked him what was the principal reason
that he left.

And he said the principal reason is that his job was to try to take
the goals that the engineers had set and work them out in practi-
cal ways and work the bugs out of them on the floor. He had his
associate degree from-in the fluid power technology at the vo-tech
program at Kenosha. And he said, the reason that I left is because
the company that I was working for would never listen.

You could never get them to think that anybody working on the
floor knew anything. It was only the front office that knew some-
thing. He said, at steel, he said they always listen, they always in-
volve you. They may not always agree, but by God you get a re-
sponse and you know that they respect your involvement. I really
think there is a lot to be said for that.

Mr. UMHOEFER. There is. We have been on a program for 7 or 8
years now. It is relatively low key. We don't call it quality circle.
That is the common one. But we have-we went through a lot of
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training of our supervisors, giving them tools like quantitative
analysis and people psychology.

We had to reach these people first. They in turn communicate
with the man who is working with the machine and equipment.

We also have to work with the union and we have worked tostrengthen our communications through the union. It has paid off.It is probably why we survived that. And we did automate ourprocesses or systems. We brought in computers. It was extremely
painful.

We did it 7, 8 years ago. We finally came up with a 7- or 8-yeardata-processing bank of information, so we now know where ourcosts are and where we have to work.
Where we had over 100 and some people laid off, we actuallyhired a couple of industrial engineers because we had peoplemaking suggestions and we had ideas and we knew we had to getbetter.
These are not always high-cost items either. The people's skills,

yes, there is a cost involvement like Bob Hartwig talked about, in-vestment in skills, educating and training. But those are the onething that is going to differentiate us from our competitors, and in-cluding foreign, are the individual skills of our people, includingour management, to manage our business and do it better thananything else.
We are reasonably confident that we can do that, but there areno guarantees out there. So that keeps us running scared.
Representative OBEY. OK.
I remember the question I wanted to ask you, Mr. Hartwig. Wehave had a lot of comments from people today about their experi-ences with the State. What experience have any of you had withthe State in your business? Good, bad or indifferent?
Mr. HARTWIG. I am not sure. Does it relate specifically to thebridge--
Representative OBEY. Just as it relates to your own business op-eration. Have you had problems dealing with the State? Do you

find when you deal with them, do you have generally good rela-tions?
Mr. HARTWIG. Yes.
Representative OBEY. People know what they are talking about?
Mr. HARTWIG. We have good relations in our direct dealings withthem. I am confused in our specific industry, in the highway pro-gram, that I never-I don't fully understand just what the program

is or what their long-term goals are, what their plans are for specif-
ic jobs, but our direct relations, our direct contact with the State,though, I think has been good.

Building permit, for instance, we are doing quite a bit of building
this year. New corporate office, expanding our current plant. Westarted another plant. Where we needed quick action on our ap-provals, that was done the same day. It has been a good-they have
been very cooperative.

Representative OBEY. OK.
Anybody else have any other comments you wanted to make onthe panel?
All right. I have kept everybody long enough. I appreciate yourcoming. I just wanted to say one thing. I know people have been
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asking: What is going to come of these hearings, what is going to
come of these hearings? I think people have to understand that
when you are talking about something like the economy of State
and the Federal impact on the economy, what you are talking
about is an educational experience.

The main function of the Joint Economic Committee is to simply
contribute to people's understanding of economic problems. It is
not to hold 2 days of hearings and say, look at-gee whiz, every-
body has looked at this problem for years and we in 3 days have
come up with some wonderful and magic solutions. That is a naive
way to look at the way you bring about consensus on economic
problems.

The way you bring about consensus on economic problems is if
you sit down, you try to listen to what is in people's heads and
listen to what is in people's guts. You try to figure out if there are
any common themes and then you see if you can get sensible
people to try to focus on the direction that those themes will take
you. I think the discussion on the University of Wisconsin was a
good example.

We have had questions raised about the relationship of the Uni-
versity to the business community. That university is a terrific
asset to the State, not just because it is a wonderful educational
asset, but it ought to be a wonderful asset in terms of promoting
economic growth.

You have had businessmen express their concerns about the ac-
tions of the university in the past. Some expressed it again today,
but you have also heard a lot of discussions about how the universi-
ty has become much more involved in dealing with on-the-ground
industrial problems.

It is good to know both, at the university, that the university is
moving in a direction which people find useful, and it is also good
to know that there is a recognition on the part of the business com-
munity, much greater recognition than there was 3 or 4 years ago,
that that is an economic asset as well as an educational one.

These may seem like small things. But I don't think they are.
Before we finish 2 days from now, we will certainly have a long
discussion on the impact of Federal tax policy on the State of Wis-
consin. We had some of that today, but one of the major questions
we have to face when we get back to Washington is what the
impact of the President's tax reform package will be. How it might
be changed to have a better impact on the State.

In closing, let me just toss that one out to, primarily to you two.
Have you had enough time to look at that tax package well enough
to make some judgments about the individual provisions in that
package?

Mr. HARTWIG. I think one of the things that I see is what I call
lack of consistency. I don't mean where every year it is always the
same, but that there be something other than drastic changes. We
are going to have investment tax credit, we are not going to have
it. Other areas in there. Change of the depreciation schedule. Very
dramatic changes in the depreciation schedule.

I think what we have as a small business, after we have paid our
wages, our labor, all expenses, our material, and our taxes, that is
what we have left to use for expansion. Maybe we borrowed the
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money to expand and we are using that money that is left over
after we paid those four things to return the money to a lender or
a combination or maybe all of it is out of these retained earnings.

Now, sometimes things I read, they are quite negative about tax
planning, making, doing investments because of tax planning. But
I think, Chairman Obey, we have to, to a certain degree, because I
told you what is left is all we have left. That is how we do our ex-
pansion.

The proposed legislation and what is to come might be quite dif-
ferent. So it is very difficult for us to begin to react in any way to
what is being proposed except just kind of a wait-and-see type atti-
tude. I think there are some good parts of it. And I would be glad
to expand on that a little bit more at another time with you on
that.

But I do see some problems in some of the areas, too. But I think
the biggest thing is the lack of consistency or the very dramatic,
radical changes instead of, a little bit longer range type thing to
give us a chance to react to it or to make the changes gradual and
react to what is happening.

In other words, if you change the tax law, maybe 2 or 3 years go
by and it might not be enough time to see what the net effect of a
change really is. But to make the change in a very gradual way
and not every year come up with these great surprises. After all,
we are out there with capital at risk and we are trying to, many
times, trying to outguess, Mr. Chairman, what is going to happen.

Representative OBEY. Mr. Umhoefer.
Mr. UMHOEFER. You have already heard my advice. I am rather

disappointed that Senator Proxmire and yourself here, that you
weren't going to carry to Congress some of the recommendations
on taxes that we are proposing.

I am disappointed in Reagan's proposal only because it falls far
short, but it does contain a big plus; that is, the top marginal rate
of taxation. That is almost overlooked because of all the other con-
troversial deductions and things like that. But the marginal rate of
taxation is what Felker Bros. pays. And when we do make a
buck-first of all, our primary consideration is making a dollar,
but then the secondary one is that 50 cents of that dollar has to go
to the Government between the State of Wisconsin and Federal.

With that 50 cents, we could invest far more wisely for future
survival, let alone profitability. For example, we pay the highest
labor rate with one exception. We are proud of that. We have
never had to go to our employees and ask for kickbacks; hopefully
we never will. Not kickbacks, but cutbacks. We take great pride in
being able to pay that wage. We still ask our employees to hold the
line. We have to.

It is a cost we have to control. We have no argument with
making more money, being able to pay more. We also have the
need to invest in capital goods and new machinery and equipment.
We have been extremely limited between the interest rate and our
ability to keep the few thousand dollars we do make. So I am push-
ing-authorize those options.

Give us the choices to spend our money, to invest it in the
future, to pay our employees, to make our company grow and our
industry grow.
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In that respect, the Reagan package falls quite a ways short in
everything, with the exception of that top rate which is a big plus,
and we are pushing and even pushing further. I like Kemp-Kasten
a lot better, frankly. Why doesn't Dave Obey come up with one and
out-do them?

Representative OBEY. Well, I think I did in 1981. The business
community rejected it. If you will recall, in 1981 we had three al-
ternatives. We had the Reagan tax bill, we had Danny Rostenkow-
ski's tax bill. God, I hope that this isn't going to be round two of
the the Ron and Rosti show in that respect-but in 1981, as you
will remember, Reagan and Rostenkowski were out bidding for
votes by appealing to every special interest in the country to try to
beat each other in the tax bill.

At that point Udall, Obey and Reuss offered another alternative.
On the business side, it would have provided first year 100 percent
expensing for all plant equipment. To me that's the most neutral
way of dealing with the issue of how you deal with a depreciation
because it treats every industry the same. It doesn't pick and
choose among them. It doesn't have special gimmicks for any of
them. At that time you could not get the business community
behind it because they were on board for Reagan's program, re-
gardless of content, given what happened after the 1980 election.

All I can do is repeat what Senator Bill Proxmire said here today
on taxes. The problem with all of the alternatives, whether it is
Bradley-Gephardt or Kemp-Kasten or a Treasury I or Treasury II,
and-which is the Reagan official plan, is that they all wind up
being massive revenue losers. If you pay careful attention to the
estimates of what those bills do, they all talk about how much rev-
enue they lose between now and 1990. And the numbers are con-
veniently very small.

The reason they are very small is because of the huge recapture
provision to take back a lot of the tax breaks that were given to
business in the first place, 5 years ago. I was against giving those
breaks in the first place, but I don't know how you ex post facto go
back and recapture them, because that does screw up the business-
es' ability to plan for the future.

But the problem is that that big recapture gains you temporarily
a significant amount of revenue, but after 1990 the bills all fall off
the cliff and they all loose billions of dollars in revenue, adding tre-
mendously to the Federal deficit. That is my problem with all of
them.

So the two guides I am going to follow, outside of the question of
elementary justice for people, will be: No. 1, whether whatever tax
bill is produced is indeed revenue neutral or whether it is going to
lose revenue and add to the deficit. Second, whether it does take
into account our ability to get continuity.

It is all, I think it is very important that we do not do what we
have done from 1981 to 1982 to 1983 and so on and so forth. What
happened in 1981 is you found a political majority for a certain ap-
proach which matched an ideological approach. And so they passed
it. And they passed it by a very narrow number of votes.

Then things happened in the economy in 1982 and so you had a
different political majority that formed around a different ap-
proach. And so you change things. What you need to do-some-
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times the most important thing you can have in politics is re-
straint, even when you have got the votes for something, it is
unwise to do it. Because if you can't hold that consensus long term,
then all you do is give somebody a short-term promise that can't be
fulfilled long term, and that is where you get into the problem that
Bob Hartwig is talking about where you have no tax continuity.

I don't know how any corporation plans, given the way taxes
have changed. I don't know how, I don't know how anybody would
except the taxpayers benefit from the rapid changes all the time.
And I must confess, the other item that I will take a look at is
whether or not the tax bill puts Wisconsin at a further competitive
disadvantage. I am very, very concerned at the elimination of the
deductibility for State and local taxes under Federal returns.

That is one item which we have always had in the tax laws since
the beginning of the Federal Income Tax. A recognition that the
Federal Government is the creation of the States, not the other
way around. And, therefore, the Federal Government ought to be
neutral in terms of the way it deals with State tax law.

It ought not to try to muscle States in following one pattern or
another.

I would simply remind people that the President himself said in
1983 that eliminating the deductibility of State and local taxes was
double taxation. I think he was right then.

And I hope, I hope before he and Rostenkowski agree to go down
that road that we can persuade him that that is not the right road.

Anyhow, I talked longer than I thought I would. I thank you all
for coming. I appreciate those of you in the room who spent the
day, too. We will resume tomorrow morning at 9.

[Whereupon, at 5:45 p.m., the committee recessed, to reconvene
at 9 a.m., Wednesday, August 7, 1985.]
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OPENING STATEMENT OF REPRESENTATIVE OBEY, CHAIRMAN

Representative OBEY. Good morning.
Yesterday we began the first day of 3 days of hearings to exam-

ine the condition of the Wisconsin economy, to review what leaders
of the State feel are the major problems and weaknesses with
which we have to deal and also to review what some of the major
strengths are in trying to provide job opportunity and business op-
portunity for the next 15 or 20 years.

Today we will be doing two things: This morning we will be re-
viewing what the State is doing to respond to some of those prob-
lems; and this afternoon we will be focusing primarily upon some
of the economic problems facing northern Wisconsin, but with pri-
mary attention to the Wisconsin River Valley.

Tomorrow we will be reviewing the effects of various Federal ac-
tions on the ability of the State to compete and to prosper.

Obviously these topics will all overlap. We had some comment on
all three subjects yesterday. Undoubtedly we will today as well.

Today we are fortunate enough to have with us Governor Tony
Earl to kick off this session.

Tony is no stranger around here. I first met Governor Earl when
I was coaching the Little League Knights of Columbus baseball
game down on Oak Island, and our district attorney brought this
naval officer over to the game to meet me. He was a refugee from
St. Agnes' mission.

Through the years, he has proven his mettle in a number of
ways. I think he is probably as highly regarded in Wausau as any
human being I have have known on both a professional and per-
sonal level.

We are very pleased to have you here today, Governor. Let me
simply say that your name was mentioned a number of times yes-
terday in a variety of situations.

I think it is safe to say that when you took office, Wisconsin had
one of the biggest deficits per capita in the history of the country,
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and we also at that time had a huge deficit in the unemployment
compensation fund. And you were required to do some very tough
things, some very gutsy things, and you did them.

In my own personal judgment, if the Federal Government over
the last 3 years had shown the same kind of guts and courage that
you and the legislature have shown, we would not be facing the
deficit we are facing today at the Federal level.

We certainly would not be facing the trade deficit that we are
facing today at the Federal level. And we might have secured a far
better future for Wisconsin's and America's young families than is
the case today because of the timidity with which Federal policy-
makers are approaching many of their problems and the reluc-
tance of a good many of them to level with the American people in
terms of what it takes.

In many ways I think government is like medicine. When you go
to a doctor, and the doctor tells you you have a problem and you
may require. surgery or some other serious treatment, any thought-
ful, reasonable person does not say, well, I don't like the fact that
the doctor prescribed something that is painful, so I am not going
to do that or I am going to go to a different doctor.

You may get a second opinion, but sooner or later, you do what
is necessary if you want to recover your health.

That is what needs to happen at all levels of government, and I
think you have demonstrated that you understand that. I wish I
could say that the Federal system had exhibited a similar degree of
understanding.

What I would like you to address this morning, Governor, would
fall largely into these categories.

Yesterday a good many panelists described the concerns that had
developed in the State over the years about Wisconsin's competi-
tive posture. They referred to the tax situation. They referred to
the use of the university as a tool for economic growth as well as a
tool to impart learning.

They referred to the heavy reliance that Wisconsin's economy
has on our manufacturing base, which is much heavier than the
national average.

They made the point that especially in the tax area, that the
State had responded significantly to a number of their concerns.

I would like you to lay out, if you would, the concerns that had
been expressed to you over the last several years about the shape
and nature of Wisconsin's economy, exactly what you and the legis-
lature have done by way of budget and tax actions in order to deal
with those problems, lay out, in addition to that, any other actions
that you have taken.

And then, if you would, share with us your view about what
needs to happen next if Wisconsin is going to be economically com-
petitive and is going to be able to secure a decent future for our
many young families.

Why don't you proceed and say anything you want.
Governor EARL. Thank you very much.
Representative OBEY. We will try to hold this discussion between

the Governor and myself to about 30 or 40 minutes or so, and then
leave a few moments if we can for questions from the audience.
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STATEMENT OF HON. ANTHONY S. EARL, GOVERNOR, STATE OF
WISCONSIN

Governor EARL. Thank you. I am pleased to have the opportunity
to come here and present testimony to you and pleased to have the
opportunity to come back to Wausau to do it.

I have a prepared statement which I will leave with you and for
members of the public and the press. I will refer to it from time to
time, but I will deviate to some extent to try to meet the sugges-
tions that you have just made.

It is clear, or ought to be clear, to everyone who cares about this
State that our No. 1 priority has to be economic development and
the future of our economy. We have to understand that Wisconsin,
once accustomed to having relative prosperity and being relatively
better off than other States, is now clearly a part of an internation-
al economy. The rules of the game in terms of competition are
much different from what they were even as recently as 5 and 10
years ago.

That is true not only in the private sector, it is equally true in
the public sector. And both those in the public sector and those in
the private sector have to rethink the ways that we have gone
about the business of governing, gone about the business of job cre-
ation and economic growth, if we are to do all that we can.

Things here are better than they were 3 years ago. There is no
doubt about that. There is some encouraging evidence that the re-
gional recession which hit the Great Lakes has bottomed out and
that things are a bit better for Wisconsin and Minnesota than
other States in the region. But there is certainly no occasion at all
for unbridled optimism.

Unemployment is still far too high. Though we finally dropped
below the national average, we are still far higher than we histori-
cally have been. The recovery is still soft. There are not very many
people who think that we can count on 15 years of unparalleled
prosperity. The political stalemate which seems to affect the Feder-
al budget and the Federal deficit has great implications for us here.

Faced with all of that, faced with a volatile economic situation,
faced with the changing world economy, those of us who are in
charge of State government have tried to put together a prescrip-
tion for prolonged economic growth for our State.

Part of that was simply assessing and trying to resolve some of
the very serious problems that we faced in 1982 and 1983, and part
of it is to look to the future.

My own belief is that you cannot plan for the future unless you
have adequately shored up what you have right now.

Our first task was to do just that: To shore up what we had right
now.

We had to restore fiscal stability to the State. As you had indi-
cated, we had the second highest per capita deficit in the country
in 1983. Now we are one of four States with a comfortable surplus,
comfortable but certainly not excessive.

Not only were we deeply in debt with our general purpose reve-
nue fund, our transportation fund was broke. Our unemployment
compensation fund was broke.
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I must say as an aside, I know some of the people here-I was
greeted at the door by some people who were unhappy with some
of the things that I did with unemployment compensation. But
what happened in that case is symptomatic of what is the matter
with many of our government programs.

Unemployment compensation in the past was extended to school
bus drivers even though the 3-month layoff every summer was a
part of the employment and everybody understood that when they
took the jobs.

Unemployment compensation was classically meant to help
someone over a gap when they were out of a job through no fault
of their own, until they could find another job or get training to
find another job. Unemployment compensation was not meant to
be income continuation for school bus drivers in June, July, and
August, or for students who worked in the tourism industries in
September, October or November, after they had done their work,
go back and collect unemployment compensation while they went
to school. That is an abuse of the system.

But worse, it seemed to me in the particular instance I faced,
and worse because it is so typical, some of my friends in the legisla-
ture restored unemployment compensation for school bus drivers in
this last budget without paying for it. They simply said, we should
extend benefits, but did not say how it would be paid for, where the
money would come from.

That is unfortunately all too typical and is wholly irresponsible,
and I won't be a party to it. But it makes people angry. And that is
undesirable. No one likes to make enemies. But in unemployment
compensation we had to cut benefits as well as raise some taxes.

We had to do the same thing with our general purpose revenue
budget and the same thing with our transportation budget.

While doing all of that, we recognized our No. 1 liability that
Government could address. It was our personal income tax system.
And over the course of the past year or year and a half we have
made a serious effort to address that. The problem with the person-
al income tax system, the problems were twofold:

The first was that it was simply too high and made us appear to
be uncompetitive and unattractive to people from outside the State.
Our top rate was one of the highest in the Nation.

Second, it was too complicated and too unfair so that many
people, ordinary people in Wisconsin, felt that the system afforded
an opportunity for some who had a good tax lawyer or a good tax
accountant to avoid some or substantially all of their burden while
other people paid more.

So faith in the income tax as a fair tax system was being eroded,
and more and more people felt that trying to cut corners on the
system was the rule rather than the exception.

The proposal that was put together and passed, I believe, ad-
dresses both those problems. Our top rate was dropped by 21 per-
cent. The top rate is now 7.9. We are collecting considerably less
revenue than we did in the past with the income tax. We have
gone from eight brackets to four.

We have substantially reduced the number of deductions, exemp-
tions, and credits that are granted, so that the base is broadened,
and we have returned much closer to the original principle of the
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income tax; that two people with the same income and relatively
the same circumstances have the same tax responsibility.

Those are the kinds of things that it seemed to me we had to do
to put in place the base on which we are going to have to try to
secure our economic future. But having done that, it is now time to
look forward.

I know that you have heard from some members of the Wiscon-
sin Strategic Development Commission. I hope that you and other
people in the State are as impressed as I am with their foresight
and their commonsense suggestions. I am prepared to endorse a
good many of them.

Among the most important of the premises that governed the de-
liberations of the Wisconsin Strategic Development Commission
was this: That whatever we accomplish will be accomplished
through joint efforts of the public and the private sectors and
through separate efforts of each sector. We have to know the ca-
pacity of government to make the changes and the limitations of
government to make changes.

The worst thing that could happen with this Wisconsin Strategic
Development Commission report would be that it is presented to
me, and then I am expected to take it to the legislature and see
various parts of it enacted, but there is no comparable action taken
on the private side.

The people on the commission understand that. They understand
the changes have to come from both the private sector and the
public sector.

As for the public sector role, government's role, I think it is im-
portant for us at the State government level to take a very aggres-
sive role in improving our business climate, but we also have to un-
derstand and be realistic about what we cannot accomplish.

Madison cannot accomplish things that ought be done or are
being done in Washington, DC. For example, we in Madison can't
balance the Federal budget. We can't lower the deficit. We can't
bring down interest rates. We can't set a realistic value on the
dollar. And each and every one of those things individually, much
less collectively or cumulatively, has a greater impact on the eco-
nomic future of this State and the people of this State than any-
thing that we do in Madison.

That doesn't mean that we simply have to wait for fate to roll
over us, but we do have to understand that there are limitations to
what we can do.

Let me give an example of one thing that is contemplated in
Washington right now, for example, that could have very serious
implications for us. It is the President's tax proposal which elimi-
nates the deduction of State and local taxes. That one action, if
taken by you and the Congress, could more than undo all the ef-
forts that we have made to improve our personal income tax
system.

Some will say that most Wisconsinites would benefit. I don't
agree with that figure. It would cost this State hundreds of millions
of dollars. At a minimum, 40 percent of our taxpayers who are
itemizers would take serious losses, and those 40 percent who are
itemizers pay the bulk of the taxes paid in this State. So it is not
quite accurate to suggest that the hurt would fall in a way that
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would not hurt the State as an entity. It would certainly hurt the
State as an entity.

It is offensive to me that the proposal is being pursued by some,
advocated by some as a way to stop Wisconsin from being a high-
spending State. That is the kind of antidote we need to make us
behave like Mississippi or like Alabama.

The fact is, there are a number of States that are higher spend-
ing States per capita than Wisconsin that are gainers under the
President's proposal. We don't lose on this because we are a high-
spending State. We lose under this proposal because we are a State
with a large industrial base. We are a State that relies on a pro-
gressive personal income tax. We are a State with relatively very
low business taxes. And we are a State that has made major invest-
ments in education.

Those are the things that hurt us in the calculus that determines
how we make out with the elimination of this deduction.

I don't think the proposal is fair, and I certainly don't think it is
consistent with the President's idea of federalism.

I don't mind a bit that the President asked the States to take on
more responsibility in the area of human services and protection of
the environment and education. I think all that is appropriate. I
think the State should.

But we shouldn't be penalized in the bargain for raising the
taxes to do those very things he asked us to take.

I was pleased that at the Governors Association meeting in
Boise, ID, which just concluded yesterday, the Democratic Gover-
nors, including Governors from mineral rich States such as Texas,
went on record opposing the President's proposal. I hope that it
does not succeed in the upcoming months in Washington. It is one
of those matters outside our immediate reach which could hurt us
and hurt us very badly.

Let me talk a bit about the future. In the future, as I said, there
must be action taken not only in corporate board rooms and with
small business people and with farmers, but also in the political
arena. And that means that both Republicans and Democrats are
going to have to make some changes.

I think that Republicans and Democrats ought to realize that the
future economic growth of this State is not a partisan issues. And
Republicans for their part have to realize that the debate about our
economic future is more than just which tax do we cut next.

I think that the notion of one tax cut after another without any
path as to where we are going doesn't make sense. I have never
been an advocate of trickle down. I don't think it works. I would
hope that the Republican agenda for economic development goes
beyond tax cutting.

Democrats for their part have to realize that economic develop-
ment ought to be, indeed, must be one of the concerns of govern-
ment. We can't just be concerned about human services and educa-
tion and environment, because we can't afford those things unless
we have economic growth. And we don't get economic growth by
business baiting, by talking about the fat cats and the heavy
breathers.

I think that both Democrats and Republicans have to put aside
some of their past dogmas and recognize that economic develop-
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ment is a matter which is and ought to be bipartisan and address it
in that perspective.

Now, in the coming months, we here in Wisconsin, because of
this dynamic environment, are going to win some and lose some.
We are going to see some plants opening and expanding, and unfor-
tunately, we will see some closing. We have to learn from both
those that we win and those that we lose to put things in perspec-
tive.

Clearly, if we are going to succeed, we have to win more than we
lose, if we are going to build an economic base which provides a
secure economic future for our people.

I think that can be done.
In terms of perspective, I would like to quote to you, Mr. Chair-

man, remarks I heard just a few days ago in Lomira, WI, from
Harry Quadracci, president of Quad Graphics, one of the more suc-
cessful printing operations in this State. The Lomira plant is the
third plant that he has built, and he has taken his company from
just a handful of employees to a few thousand. The plant in
Lomira-within a couple of years-will employ 1,500 people.

That is a lot of folks anywhere in the State, but it is especially a
lot in Lomira. He made some very important points. I would like to
quote from his speech:

There is a season for everything. We must recognize that sometimes big trees
must die for little trees to grow.

For years this state was dominated by several major industries. And it is these
companies that set the wage rates that proved to be noncompetitive both nationally
and internationally. It is these companies whose brand of labor relations gave Wis-
consin labor and management a black eye-sometimes two black eyes-for poor atti-
tudes and for industrial strife.

It was these companies that received the dominant amount of attention from both
state and local governments, from local banks and professional firms, and left small
firms such as ours in the shadows.

But in spite of the inordinate attention, many of these big businesses still failed.
Survival of the fittest is still the international rule for business, which is the world's
largest competitive sport. Now the big trees are gone, and we are enjoying the sun-
light, the attention, and we enjoy the opportunity to show what little people, ordi-
nary people can do when they work together. We don't need a lot of government
help, just a little sunshine and a lot of love.

Well, there is much in what Mr. Quadracci says. There has been
an inordinate amount of time paid, attention paid to just a few big
enterprises and not nearly enough paid to those new enterprises in
our State which really are the underpinnings of our economic
future.

State government can't ignore the big trees, of course. It can't
ignore some of the mature industries of the State. But that can't be
our sole focus. It can't be the sole focus of our communities, our
professional enterprises, our banks, et cetera.

This administration will give continuing emphasis to retaining
existing businesses and encouraging expansion and will work on re-
cruiting new businesses to come to the State.

Pat Lesage and the people in Forward, WI., are worth every
nickel we spend on them to try to bring enterprises here. But I
think the base ought to be to built on what existing strengths we
have and how can we do as best we can with them.

I have spent more time dealing with people in business in this
State than anything else since I have been Governor. It has been
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enlightening for me to observe firsthand the competence and the
spirit of those who are succeeding, and a good many are. They are
entitled to all the encouragement and recognition we can give
them.

Russell Cleary who testified here yesterday is one of those
people. Harry Quadracci is one of those people. Jim Stollingworth.
There are many others around the State who have been positive,
who have been pro-Wisconsin, and who deserve attention for their
successes. They stand in stark contrast to some of the chronic nay-
sayers who can only hurt us and from whom we hear on a regular
basis.

Those who are succeeding, interestingly enough, are people who
are political independents. They don't have ideological axes to
grind. They all appreciate the quality of life in this State and so,
and they are willing to pay a fair share for the cost of that quality
in life.

Our task, those of us who are in government, has to be to create
a business climate in which they can succeed and a natural and
cultural environment in which they can prosper and thrive and in
which the people they employ can count on a secure economic
future.

One thing that has to be done at the State government level that
goes beyond strategic plans and beyond looking at encouragement
of entrepreneurs is to improve the way that State government
itself does business in a day-in-day-out fashion. We have to improve
the way we do business with business, both large and small.

Some important gains have been made. We have put together a
permit information center 2 years ago. It has worked quite well. As
a matter of fact, it has exceeded our expectations. We have made
the department of development more accessible to people in busi-
ness to provide them with help in moving through the permit proc-
ess.

And we have begun the process of making the permit system a
two-tier system: one for very large enterprises, one for smaller en-
terprises.

For example, a drycleaning establishment shouldn't need to go
through the same kind of process to get permits as a foundry or a
paper mill. And this process of coming up with a two-tiered regula-
tory system, a simpler one for smaller enterprises, is working.

What we need to do is to insure that any enterprise or any indi-
vidual who deals with the State is treated fairly and served quick-
ly. That is especially important in departments such as natural re-
sources, industry, labor and human relations, revenue and agricul-
ture.

We have to, at the State level, ferret out unnecessary delays and
bureaucratic arbitrariness in granting permits or in making admin-
istrative decisions. There is broad acceptance of our environmental
laws, of our safe workplace laws by all the people of the State, but
there is genuine concern about how those regulations and laws
have been administered.

I think it is crucially important for us to establish an environ-
ment in which State government is perceived to be reasonable and
fair. State government is to be run by people who are accessible
and who are flexible.
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We have to get rid of the notion of the arbitrary and the unbend-
ing bureaucrat.

Let me talk a bit about investment that we have to continue to
make for our long-term future-investment, I know that you agree,
is most important, Mr. Chairman. That is, continued emphasis and
continued investment in our educational institutions.

The budget that I signed last month contained the largest in-
crease in school aids in this State's history. We improved standards
for both elementary and secondary education. We provide catchup
pay for our university faculty, and we restructured the Govern-
ment system of our State vocational system here.

I think it is accurate to say that this was an historic budget for
education. But we can't assume the job is complete. We have to
continue to build on it.

I recently heard John Young, chief executive officer of Hewlett-
Packard, talk about what government could do to promote econom-
ic development. He laid the principal emphasis, almost exclusive
emphasis, on sound education.

We must have more competence in the basic skills. We have to
require that workers are well grounded in the basics but are flexi-
ble enough to learn new skills as the economy changes and are pre-
pared to be directly involved in solving problems in the workplace
as well as doing the work that is involved.

More and more enterprises are encouraging employee involve-
ment in addressing problems of productivity and profitability.

We need an educational system which will enable workers to
absorb new information and to make career shifts with a minimum
of personal strain. The educational system that produces these
workers has to be very sophisticated and very dynamic, and I have
found in my 21/2 years as Governor that the status quo has more
friends than I thought. But if we are to be dynamic in education
we have to discard what is out of date, just as people in the market
have to abandon outmoded technologies and have to move away
from shrinking markets and find new ones.

Our educational system is a very good one, but it can be a lot
better. To be better, it has to be dynamic and receptive to the
changes that are going around it.

Let me conclude my remarks, Mr. Chairman, by suggesting a
way for those of us who live here in Wisconsin to keep our goals in
perspective. About 20 years ago, New England in the Northeast
was in much the same situation as we in the Great Lakes find our-
selves today.

Basic industries, which in New England were textiles, shoes and
heavy manufacturing, were shrinking and leaving the region. Pros-
perity that had been taken for granted since the early days of this
country's history became a scarce commodity.

The Northeast was a victim of external economic circumstances
which it could not control, but to which it could and did respond.

There has been a significant recovery in the economy of the
Northeast. The region is certainly through its worst times and is
now making headway, indeed setting the course for much of the
Nation in reinventing the economy.

No State has made a more remarkable turnaround than the
State of Massachusetts. Unemployment in Massachusetts is be-
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tween 3 and 4 percent. Its economy is humming, particularly in the
Boston area. What is it that sets Massachusetts apart from its
neighbors?

First, its educational institutions and the new economic life
which has sprung from the relationship between higher education
and business. Second, Governor Dukakis has provided stable, disci-
plined and consistent leadership in that State's economic develop-
ment efforts by putting that State's fiscal house in order.

Third-this is a distinct third but it ought to be mentioned be-
cause it can't be ignored-Massachusetts has benefited from an
influx of Federal funds principally in the area of defense.

Massachusetts' principal success is a result of long-term invest-
ments in education and other public investments needed to support
a growing economy.

In many, many ways we are like Massachusetts. We have unsur-
passed educational resources. We have been working to strengthen
the ties between our university system, vocational system and the
private sector. Both States have a high level of public services.

Wisconsin has done relatively poorly in the past in attracting de-
fense dollars. Your colleague, Mr. Aspin, suggests that that will be
rectified, and I notice an article in today's paper that such a cut
was signed recently. So maybe we will do a bit better and get a bit
more of our fair share.

I believe that Wisconsin, I think perhaps more than any other
State in the Great Lakes region, has the potential to become the
Massachusetts of the Midwest. If we maintain our strengths and
keep an open mind about the opportunities offered by this chang-
ing economy, we can lead the regional recovery that is already un-
derway.

With the quality of our people and the quality of our institutions,
we have advantages that set us apart. If we do the job right, we
can look forward to a rerun of what is now everybody's favorite
Wall Street Journal article, "Wisconsin, the Star of the Snow
Belt."

Thank you, Mr. Chairman.
Representative OBEY. Thank you, Governor.
[The prepared statement of Governor Earl follows:]
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PREPARED STATEMENT OF HON. ANTHONY S. EARL

MR. CHAIRMAN, I AM HONORED BY YOUR INVITATION TO APPEAR

HERE TODAY. THIS HEARING REPRESENTS ADDITIONAL EVIDENCE THAT

THERE IS NO MORE IMPORTANT SUBJECT FACING OUR STATE THAN

THE FUTURE OF THE WISCONSIN ECONOMY.

THE WORLD, OUR NATION, AND OUR REGION ARE ALL

EXPERIENCING PROFOUND ECONOMIC CHANGES WHICH DEMAND THAT

THE PUBLIC AND PRIVATE SECTORS IN WISCONSIN RETHINK THE WAY

THEY APPROACH THE TASK OF PROVIDING JOBS AND INCOME FOR

OUR PEOPLE. YESTERDAY, YOU HEARD IN DETAIL ABOUT THE

SITUATION WE FACE AS A STATE. WISCONSIN IS PART OF A WORLD

ECONOMY THAT IS BECOMING MORE AND MORE INTERDEPENDENT AND

COMPETITIVE. OUR GREAT LAKES REGION HAS BEEN EXPERIENCING

THE KIND OF REGIONAL DEPRESSION THAT AFFLICTED THE NORTHEAST

IN THE 70'S, BUT THERE IS ENCOURAGING EVIDENCE THAT WE HAVE

BOTTOMED OUT AND ARE ON THE WAY BACK TO A NEW ERA OF

PROSPERITY. NATIONALLY, THE UNEMPLOYMENT RATE CONTINUES TO

BE UNACCEPTABLY HIGH, THE RECOVERY IS SHOWING SIGNS OF

WEAKNESS AND THE POLITICAL STALEMATE OVER THE FEDERAL

BUDGET DEFICIT THREATENS ALL THE PROGRESS THAT HAS BEEN MADE

SINCE THE RECESSION WAS AT ITS WORST AT THE END OF 1982.
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AGAINST THIS COMPLICATED AND VOLATILE BACKDROP,

WISCONSIN HAS BEEN SEEKING A PRESCRIPTION FOR PROLONGED

ECONOMIC GROWTH. I THINK WE'VE MADE SOME SIGNIFICANT

PROGRESS IN CONCENTRATING ON THE BASIC ISSUES. LATER TODAY

YOU WILL HEAR FROM THE STRATEGIC DEVELOPMENT COMMISSION,

A GROUP I CREATED MORE THAN A YEAR AGO TO DEVELOP A

STRATEGIC PLAN FOR THE WISCONSIN ECONOMY. I FORMALLY

RECEIVED THEIR REPORT AND RECOMMENDATIONS LAST WEEK, AND I

AM SURE THAT YOU WILL BE IMPRESSED, AS I WAS, WITH THE DEPTH

OF THEIR RESEARCH AND FORESIGHT AND WITH THE COMMON SENSE

OF THEIR RECOMMENDATIONS. I EXPECT TO ACT ON MANY OF THEM

BEFORE THE YEAR IS OUT.

I AM NOT GOING TO RECITE A LONG LIST OF ACCOMPLISHMENTS

IN ECONOMIC DEVELOPMENT NOR AM I GOING TO PROVIDE A 20 OR

30 POINT PLAN FOR ENSURING THE FUTURE OF THE WISCONSIN

ECONOMY. RATHER, I WANT TO CONCENTRATE ON THE BASICS - THE

MAJOR AREAS THAT ARE GOING TO REQUIRE CONSTANT ATTENTION

FOR THE REST OF THIS CENTURY IF WE ARE TO SUCCEED IN THE

INTERNATIONAL COMPETITION FOR JOBS AND INCOME. MUCH OF WHAT

I WANT TO SHARE WITH YOU COMES NOT FROM ECONOMICS TEXTBOOKS

OR MY OWN ANALYSIS OF THE FORECASTS WE RECEIVE WITH SUCH

REGULARITY FROM THE PROFESSIONAL PROGNOSTICATORS. RATHER,

IT WILL COME FROM MY OWN EXPERIENCE IN THE FRONT LINES OF

THE ECONOMIC DEVELOPMENT WARS.

NEW PARTNERSHIPS, NEW POLITICS

THE FIRST PRINCIPLE WE NEED TO BEAR IN MIND IS THAT

WHATEVER WE ACCOMPLISH IN WISCONSIN WILL BE ACCOMPLISHED
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THROUGH JOINT EFFORTS OF THE PUBLIC AND PRIVATE SECTORS AND

THROUGH THE EFFORTS OF EACH SECTOR ACTING INDEPENDENTLY.

THOUGH STATE GOVERNMENT HAS TO CONTINUE TO TAKE AN

AGGRESSIVE ROLE IN IMPROVING THE BUSINESS CLIMATE AND

PROMOTING WISCONSIN'S VIRTUES, WE HAVE TO BE REALISTIC ABOUT

WHAT WE CAN ACCOMPLISH. STATE GOVERNMENT CAN SET THE TONE,

BUT DECISIONS IN WASHINGTON AND OTHER NATIONAL CAPITALS ARE

GOING TO BE MORE SIGNIFICANT IN BOTH THE LONG AND SHORT RUN.

AND MR. CHAIRMAN, ONE OF THE DECISIONS THAT IS BEING

PROPOSED TODAY IN WASHINGTON WOULD SET OUR PROGRESS BACK

SEVERELY. I AM SPEAKING OF THE PRESIDENT'S PLAN TO

ELIMINATE THE INDIVIDUAL DEDUCTION FOR STATE AND LOCAL

TAXES.

AS YOU WILL HEAR IN DETAIL LATER FROM MICHAEL

LEY, OUR SECRETARY OF REVENUE, THE PROPOSED LOSS OF

DEDUCTION WOULD COST WISCONSIN CITIZENS HUNDREDS OF

MILLIONS OF DOLLARS IN INCREASED FEDERAL TAXES.

MR. CHAIRMAN, I HAVE JUST SPENT A YEAR WORKING LONG

AND HARD TO BRING DOWN TAXES IN WISCONSIN AND MAKE OUR

REVENUE SYSTEM FAIRER. THE PRESIDENT'S PROPOSAL WOULD UNDO

OUR WORK. IT WOULD INCREASE THE TAXES ON OUR CITIZENS AND

PENALIZE WISCONSIN, WHILE FAVORING SOME HIGHER-SPENDING

STATES WHICH RELY ON OIL AND GAS SEVERANCE TAXES FOR

THEIR REVENUES.
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WISCONSIN WOULD SUFFER, NOT BECAUSE IT IS A "HIGH-

SPENDING" STATE BUT BECAUSE IT IS A MATURE INDUSTRIAL STATE

WITH A COMMITMENT TO THE PROGRESSIVE INCOME TAX, A DESIRE

TO KEEP BUSINESS TAXES LOW, AND A HIGH PRIORITY ON

INVESTMENTS IN EDUCATION.

WE SUPPORT TAX REFORM AT THE FEDERAL LEVEL. THE

PRESIDENT IS CORRECT THAT AMERICANS WANT A FAIR TAX

SYSTEM, AND IN WISCONSIN WE HAVE SHOWN THE NATION THAT

REAL TAX REFORM CAN BE ACHIEVED.

BUT THIS PROPOSAL OF THE PRESIDENT'S IS NOT FAIR - NOT

FAIR TO US, NOT FAIR TO HIS OWN IDEA OF FEDERALISM. YOU CAN

TRUST, MR. CHAIRMAN, THAT WISCONSIN CITIZENS WILL CONTINUE

TO PROTEST AND RESIST THIS PROPOSAL UNTIL IT IS WITHDRAWN.

NEW POLITICS FOR DEVELOPMENT

I SAID A FEW MINUTES AGO THAT THE FATE OF WISCONSIN'S

ECONOMIC DEVELOPMENT WILL BE DECIDED IN WASHINGTON AS

WELL AS IN THE STATE CAPITOL. THAT IS ALL TRUE; BUT IT IS

JUST AS TRUE THAT OUR FUTURE WILL BE DECIDED IN THE

BOARDROOMS OF WISCONSIN CORPORATIONS AND SMALL

BUSINESSES. IT'S NOT JUST STATE

GOVERNMENT THAT MUST THINK ANEW - OUR LARGE AND SMALL

BUSINESSES MUST DO THE SAME.

IN THE POLITICAL ARENA, REPUBLICANS AND DEMOCRATS ARE

GOING TO HAVE TO LEARN TO AGREE ON THE SUBJECT OF ECONOMIC

DEVELOPMENT. FOR REPUBLICANS THAT MEANS THEY ARE GOING TO

HAVE TO GET OVER THEIR OBSESSION WITH TAXES AS THE ONLY
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SUBJECT WORTH DISCUSSING WHEN THE TOPIC OF ECONOMIC

DEVELOPMENT COMES UP. THE WORLD IS CHANGING, BUT THE

TRICKLE-DOWN VERSION OF ECONOMIC GROWTH WHICH HAS ALWAYS

BEEN AT THE CENTER OF REPUBLICAN POLITICAL RHETORIC HAS NOT

CHANGED AT ALL. IT IS AN OUTMODED CREED OF SELF-INTEREST

WHICH WILL NOT AND SHOULD NOT SUCCEED IN A PROGRESSIVE STATE

LIKE WISCONSIN.

DEMOCRATS, FOR THEIR PART, NEED TO BECOME MORE

ACTIVELY ENGAGED IN THE EFFORT TO REJUVENATE OUR STATE'S

ECONOMY. THERE ARE SOME IN OUR PARTY WHO PREFER ENGAGING

IN OUT-OF-DATE EXERCISES OF IDEOLOGICAL BUSINESS BAITING TO

TAKING THE STEPS THAT ARE NEEDED TO PROVIDE STABLE, WELL-

PAYING JOBS TO THEIR CONSTITUENTS. WE WILL ALL NEED POLITICAL

DISCIPLINE TO SEE US THROUGH THE THIS GREAT ECONOMIC

TRANSITION.

ENCOURAGING PROGRESSIVE, EXISTING BUSINESSES

THE FACT IS THAT OUR STATE IS PART OF A VERY DYNAMIC

ECONOMIC ENVIRONMENT. THAT MEANS WE WILL BE WINNING SOME

AND LOSING SOME AS OUR ECONOMiC FATE UNFOLDS. WE NEED TO

LEARN FROM THOSE WINS AND LOSSES TO HELP PUT OUR FUTURE IN

PERSPECTIVE, AND NOT LOOK ON EVERY PLANT CLOSING AS

CATASTROPHE AND EVERY NEW ENTERPRISE AS A TRIUMPH OF

AGGRESSIVE RECRUITING. THE IMPORTANT THING IS TO WIN MORE

THAN WE LOSE AS WE CONTINUE TO BUILD AN ECONOMIC BASE THAT

WILL PROVIDE A SECURE FUTURE FOR OUR PEOPLE.

THREE WEEKS AGO I TOOK PART IN THE OPENING CEREMONIES

OF THE NEW QUAD/GRAPHICS PLANT IN LOMIRA. HARRY QUADRACCI,
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THE PRESIDENT OF QUAD/GRAPHICS, MADE SOME CRUCIAL PO!NTS IN

HIS REMARKS - NOT THE LEAST SIGNIFICANT OF WHICH WAS THAT

HE EXPECTS THE NEW PLANT TO PROVIDE AT LEAST 1,500 JOBS WITHIN

THE NEXT FIVE YEARS. HE ALSO MADE SOME OTHER IMPORTANT

POINTS. HE SAID:

"THERE IS A SEASON FOR EVERYTHING AND WE MUST RECOGNIZE

THAT SOMETIMES BIG TREES MUST DIE FOR LITTLE TREES TO GROW.

"FOR YEARS, THIS STATE WAS DOMINATED BY SEVERAL MAJOR

INDUSTRIES AND IT'S THESE COMPANIES WHO SET THE WAGE RATES

THAT PROVED TO BE NON-COMPETITIVE NATIONALLY AND

INTERNATIONALLY. AND IT'S THESE COMPANIES WHOSE BRAND OF

LABOR RELATIONS GAVE WISCONSIN LABOR AND MANAGEMENT A

BLACK EYE, SOMETIMES TWO BLACK EYES, FOR POOR ATTITUDES AND

INDUSTRIAL STRIFE.

"AND IT WAS THESE COMPANIES, WHO RECEIVED THE DOMINANT

AMOUNT OF ATTENTION FROM STATE AND LOCAL GOVERNMENTS,

LOCAL BANKS AND PROFESSIONAL FIRMS, THAT LEFT SMALL FIRMS

SUCH AS OURS IN THEIR SHADOWS.

"BUT IN SPITE OF THE INORDINATE AMOUNT OF ATTENTION MANY

OF THE BIG BUSINESSES STILL FAILED. SURVIVAL OF THE FITTEST IS

STILL THE INTERNATIONAL RULE FOR BUSINESS, WHICH IS THE WORLD'S

LARGEST COMPETITIVE SPORT.

"NOW THE BIG TREES ARE GONE AND WE ARE ENJOYING THE

SUNLIGHT, THE ATTENTION AND WE ENJOY THE OPPORTUNITY TO SHOW

WHAT LITTLE PEOPLE, ORDINARY PEOPLE CAN DO WHEN THEY WORK

TOGETHER.

"WE DON'T NEED ANY GOVERNMENT HELP, JUST A LITTLE SUNSHINE

AND A LOT OF LOVE."
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YOU CAN EXPECT A CONTINUING EMPHASIS IN THIS

ADMINISTRATION ON RETAINING OUR EXISTING BUSINESSES AND

ENCOURAGING EXPANSION IN OUR STATE. IT IS IMPORTANT THAT WE

CONTINUE TO BE ACTIVE IN RECRUITING OUT-OF-STATE BUSINESSES.

FORWARD WISCONSIN AND PAT LESAGE ARE WELL WORTH THE PUBLIC

AND PRIVATE SECTOR DOLLARS DEVOTED TO THEM, BUT WE NEED TO

PAY PRIMARY ATTENTION TO BUILDING ON OUR EXISTING STRENGTHS.

I'VE SPENT MORE TIME LEARNING ABOUT AND ENCOURAGING

OUR EXISTING BUSINESSES THAN AT ANY OTHER SINGLE ACTIVITY OF

MY GOVERNORSHIP. IT HAS BEEN ENLIGHTENING AND INSPIRING TO

ME TO OBSERVE FIRST-HAND THE COMPETENCE AND INNOVATION OF

OUR MOST SUCCESSFUL COMPANIES. THEY ARE ENTITLED TO ALL

THE RECOGNITION AND ENCOURAGEMENT WE CAN GIVE THEM. THEIR

POSITIVE, PRO-WISCONSIN ATTITUDE CAN ONLY HELP OUR EFFORT,

WHILE THE WHINING AND COMPLAINING OF THE CHRONIC NAYSAYERS

CAN ONLY HURT.

WE NEED TO LOOK FOR LEADERSHIP TO THOSE ENTREPRENEURS

AND SMALL BUSINESS PEOPLE WHO HAVE CONTRIBUTED MOST TO THE

RECENT GROWTH IN OUR ECONOMY. IN GENERAL THEY ARE POLITICAL

INDEPENDENTS WITHOUT AN IDEOLOGICAL AX TO GRIND. THEY

APPRECIATE THE QUALITY OF LIFE IN OUR STATE AND ARE WILLING

TO PAY THEIR FAIR SHARE OF ITS COST. OUR TASK MUST BE TO

CREATE A BUSINESS CLIMATE AND NATURAL AND CULTURAL

ENVIRONMENT IN WHICH THEY CAN PROSPER AND THRIVE AND IN WHICH

THE PEOPLE THEY EMPLOY CAN COUNT ON A SECURE ECONOMIC

FUTURE.
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A HELPFUL STATE GOVERNMENT

THERE IS GOING TO BE A CONTINUING EFFORT BY THIS

ADMINISTRATION TO IMPROVE THE WAY THAT STATE GOVERNMENT

DEALS WITH ALL BUSINESSES, LARGE AND SMALL. WE MADE SOME

IMPORTANT HEADWAY ON THIS SUBJECT WHEN WE ESTABLISHED THE

PERMIT INFORMATION CENTER AT THE DEPARTMENT OF DEVELOPMENT

NEARLY TWO YEARS AGO. AT THE SAME TIME WE REQUIRED STATE

AGENCIES TO TAKE INTO ACCOUNT THE PARTICULAR NEEDS OF SMALL

BUSINESSES WHEN THEY PROMULGATE THEIR ADMINISTRATIVE RULES.

BOTH THOSE STEPS HAVE BEEN HELPFUL, BUT WE CAN DO MORE.

WE NEED TO IMPROVE OUR REGULATORY PROCESSES SO THAT ANY

ENTERPRISE WHICH DEALS WITH STATE GOVERNMENT IS TREATED

FAIRLY AND SERVED QUICKLY. IN DEPARTMENTS SUCH AS NATURAL

RESOURCES, INDUSTRY, LABOR AND HUMAN RELATIONS, REVENUE AND

AGRICULTURE, WE HAVE TO FERRET OUT ANY UNNECESSARY DELAYS

OR BUREAUCRATIC ARBITRARINESS IN THE PROCESS OF GRANTING

PERMITS OR MAKING ADMINISTRATIVE DECISIONS.

THERE IS BROAD ACCEPTANCE OF OUR ENVIRONMENTAL

PROTECTION AND HEALTH AND SAFETY LAWS, BUT GENUINE CONCERN

OF THE ADMINISTRATION OF THOSE LAWS. WHEN I WAS THE

SECRETARY OF THE WISCONSIN DEPARTMENT OF NATURAL

RESOURCES, I DEDICATED MYSELF TO THE PROMPT, FAIR AND

REASONABLE APPLICATION OF OUR ENVIRONMENTAL PROTECTION

STATUTES. I INTEND TO APPLY THOSE SAME STANDARDS TO ALL OF

THE STATE AGENCIES UNDER MY CONTROL AS GOVERNOR.

THE OVERALL OBJECTIVE SHOULD BE A STATE GOVERNMENT

WHICH IS PERCEIVED AS REASONABLE AND FAIR . . . A STATE
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GOVERNMENT WHICH IS RUN BY PEOPLE WHO ARE ACCESSIBLE AND

FLEXIBLE AND WHO EXPLODE THE MYTH OF THE ARBITRARY AND

UNBENDING BUREAUCRAT. ANY PROGRESS WE CAN MAKE TOWARDS

THAT GOAL WILL BE OF GREAT ASSISTANCE TO THE EFFORT TO MAKE

WISCONSIN AN EVEN BETTER PLACE TO DO BUSINESS.

ATTENTION TO EDUCATIONAL EXCELLENCE

AS FAR AS OUR LONG-TERM FUTURE IS CONCERNED, THERE WILL

BE NOTHING SO IMPORTANT TO US THAN A CONTINUED EMPHASIS ON

IMPROVING OUR EDUCATIONAL INSTITUTIONS. THE BUDGET I SIGNED

LAST MONTH CONTAINED THE LARGEST INCREASE IN SCHOOL AIDS IN

OUR STATE'S HISTORY; IMPROVED STANDARDS FOR ELEMENTARY AND

SECONDARY EDUCATION; MUCH-NEEDED CATCH-UP PAY FOR

UNIVERSITY FACULTY; A RESTRUCTURING OF THE GOVERNANCE OF

OUR STATE VOCATIONAL EDUCATION SYSTEM. IT WAS AN HISTORIC

BUDGET FOR EDUCATION, BUT WE CANNOT ASSUME THAT THE JOB IS

NOW COMPLETE.

THE NEXT ECONOMY WILL REQUIRE MUCH OF ITS WORKERS. IT

WILL REQUIRE MORE COMPETENCE IN THE BASIC SKILLS OF MATH

AND READING. IT WILL REQUIRE WORKERS CAPABLE OF BECdMING

MORE DIRECTLY INVOLVED IN SOLVING WORKPLACE PROBLEMS WHICH

STAND IN THE WAY OF IMPROVED QUALITY AND HIGHER PROFITABILITY.

IT WILL REQUIRE WORKERS ABLE TO ABSORB NEW INFORMATION AND

TO MAKE CAREER SHIFTS WITH A MINIMUM OF STRAIN. THE

EDUCATIONAL SYSTEM NEEDED TO PRODUCE AND SUPPORT THESE

WORKERS WILL HAVE TO BE SOPHISTICATED AND DYNAMIC. WE WILL

HAVE TO BE JUST AS DISCIPLINED ABOUT DISCARDING THE OUT OF

DATE IN OUR EDUCATIONAL SYSTEM AS THE PRIVATE SECTOR MUST
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BE ABOUT ABANDONING OUTMODED TECHNOLOGIES AND SHRINKING

MARKETS. OUR EDUCATIONAL SYSTEM IS ALREADY ONE OF THE BEST

IN THE WORLD. IT WILL REQUIRE OUR CONSTANT ATTENTION TO KEEP

IT THAT WAY.

'THE MASSACHUSETTS OF THE MIDWEST'

I WANT TO CONCLUDE BY SUGGESTING A WAY FOR US TO KEEP

OUR GOALS IN PERSPECTIVE AS WE CONTINUE THE EFFORT TO

REVITALIZE OUR ECONOMY. TWENTY YEARS AGO THE NORTHEAST

WAS IN MUCH THE SAME SITUATION WE FIND OURSELVES TODAY. BASIC

INDUSTRIES LIKE TEXTILES, SHOES AND HEAVY MANUFACTURING WERE

SHRINKING OR LEAVING THE REGION. PROSPERITY THAT HAD BEEN

TAKEN FOR GRANTED BECAME A SCARCE COMMODITY. THE

NORTHEAST WAS THE VICTIM OF EXTERNAL ECONOMIC

CIRCUMSTANCES WHICH IT COULD NOT CONTROL, BUT TO WHICH IT

COULD RESPOND.

THERE HAS BEEN A SIGNIFICANT RECOVERY OF THE ECONOMY

OF THE NORTHEAST. THE REGION HAS PASSED THROUGH ITS DARKEST

HOURS AND IS NOW MAKING NEW HEADWAY IN REINVENTING ITS

ECONOMY. NO STATE HAS MADE A MORE REMARKABLE TURNAROUND

THAN MASSACHUSETTS. TODAY THE UNEMPLOYMENT RATE OF

MASSACHUSETTS IS BETWEEN THREE AND FOUR PERCENT. ITS

ECONOMY IS HUMMING, PARTICULARLY IN THE BOSTON AREA.

WHAT SETS MASSACHUSETTS APART FROM ITS NEIGHBORS? FIRST,

ITS EDUCATIONAL INSTITUTIONS AND THE NEW ECONOMIC LIFE WHICH

HAS SPRUNG FROM THE RELATIONSHIP BETWEEN HIGHER EDUCATION

AND BUSINESS. SECOND, GOVERNOR MICHAEL DUKAKIS HAS PROVIDED

DISCIPLINED AND CONSISTENT LEADERSHIP TO THE STATE'S ECONOMIC
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DEVELOPMENT EFFORTS. THIRD, MASSACHUSETTS HAS BENEFITED

FROM AN INFLUX OF FEDERAL FUNDS, PRIMARILY THROUGH THE

DEFENSE BUDGET.

MASSACHUSETTS' SUCCESS IS PRIMARILY THE RESULT OF LONG-

TERM INVESTMENTS IN EDUCATION AND OTHER PUBLIC INVESTMENTS

NEEDED TO SUPPORT A GROWING ECONOMY. IN MANY WAYS, WE ARE

LIKE MASSACHUSETTS. WE HAVE UNSURPASSED EDUCATIONAL

RESOURCES. WE ARE WORKING TO STRENGTHEN TIES BETWEEN THE

UNIVERSITY SYSTEM AND THE PRIVATE SECTOR. BOTH STATES HAVE

A HIGH LEVEL OF PUBLIC SERVICES. THOUGH WISCONSIN HAS DONE

POORLY IN THE PAST IN ATTRACTING DEFENSE DOLLARS,

CONGRESSMAN ASPIN'S ASCENDANCY TO THE CHAIRMANSHIP OF THE

ARMED SERVICES COMMITTEE IS AN ENCOURAGING SIGN THAT WE MAY

DO BETTER VERY SOON.

I BELIEVE THAT WISCONSIN, PERHAPS MORE THAN ANY OTHER

STATE IN THE REGION, HAS THE POTENTIAL TO BECOME THE

MASSACHUSETTS OF THE MIDWEST. IF WE MAINTAIN OUR STRENGTHS

AND KEEP AN OPEN MIND ABOUT THE OPPORTUNITIES OFFERED BY

THE NEW ECONbMY, WE CAN LEAD THE REGIONAL RECOVERY THAT

IS ALREADY UNDERWAY. IN THE QUALITY OF OUR PEOPLE AND

INSTITUTIONS WE HAVE ADVANTAGES THAT SET US APART. IF WE DO

OUR JOB RIGHT, WE CAN LOOK FORWARD TO A RERUN OF EVERYONE'S

FAVORITE WALL STREET JOURNAL ARTICLE, "WISCONSIN - STAR OF

THE SNOWBELT."
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Representative OBEY. Let me first tell you a story.
I was over in Lublin and Stetsonville last weekend and I ran into

Pink Van Gordon there. For those of you who don't know him, he
is a Republican assemblyman from Clark and Taylor Counties.

And I asked him-and I will ask you the same question-coming
from the North as I do, normally you move around the State, you
see what happens in budgets and you-the classic argument that
has always been made is, well, Ms. Forward has her back turned
on northern Wisconsin. The North is getting squeezed out in the
budget.

This year I noticed on the rollcall on the budget at who voted for
it and who voted against it in the State senate. If you draw a line
from Monroe or around that area and draw it straight up through
Green Bay, every single State senator, regardless of party, voted
for your budget.

What is in that budget for the north this year versus other
years? Why did everybody jump partisanship and vote for it in the
senate? Why is the budget such a good deal for the north?

Governor EARL. A good part of it is that the north was explicitly
taken into consideration in putting together the budget and some
of the specific concerns of the north were addressed.

I think that what is good for the north is good for the rest of the
State. But let me outline some of the things that did occur.

In the area of education, the additional dollars that are put in
the budget to support elementary and secondary education will
have a major impact, not only in improving education, but in re-
ducing the reliance placed on the property tax for support of educa-
tion.

We have to see in many school districts in the north a decline in
property taxes as a result of the fact that the State has picked up a
larger share of the cost of elementary and secondary education.

Representative OBEY. What share are they going to pick up?
Governor EARL. The State's share by the end of the biennium, if

you counted the Wisconsin State property tax credits, will be up to
about 48 percent, which is the highest we have ever been.

There are some who will not be happy until we are over 50 per-
cent. I understand that. But we will get there, given the time and
the opportunity.

Second, there are two enterprises in this State's economy which
are more important in the north than they are to the southeast
part of the State. Those are agriculture and tourism. This budget
made a number of important changes for agriculture.

The Farming Preservation Act was improved, and the ability of
farmers to participate was eased.

The provision in our tax code under which formulas for the dis-
tribution of taxes is made was moved from a year or two back to
current year values, which reflects the fact that land values have
been declining in the western part of the State and the northern
part of the State. That will result in more State aids being avail-
able as property value declines. The sales tax was removed from
some items in agriculture applying the same rationale: If manufac-
turing machinery and equipment ought be tax exempt so we help
people in the paper industries, why do we continue to tax milk-
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house supplies, animal bedding, et cetera. Those items were made
tax exempt.

So a number of things for agriculture-for tourism the most im-
portant item was a major increase in tourism promotion dollars,
but I think over the long haul what was more important for tour-
ism was the fact that many long-needed highway projects are
moving along rapidly. They have been gathering dust for years.
You can't attract people to come to the north if they don't think
you have got safe and comfortable highways.

Highway 51 is almost done. It will get people up here to the
north central part of the State. I think there are only 30 miles that
are still two lane. Highway 29 is getting major changes. Highway
53 is getting major changes. And all those things will help bring
tourists to the State and encourage them to come back. The tour-
ism promotion dollars are important, but these other things are as
well.

So it is a host of things, an emphasis in a number of areas: the
economy that is important to the north, an emphasis on tax relief
that is important to people in the north.

As I indicated when I began this answer, I think what is good for
the north in this budget is good for all the State. It is just that
people in the north perceived it sooner.

Representative OBEY. What were the dollar amounts in tax relief
for personal income tax and property tax?

Governor EARL. The personal income tax cut will amount to $171
million in the first year. It will be about $175 million a year on an
annual basis. The property tax relief is $850 million, of which
about $400 million is in the area of greater State aid for elementa-
ry and secondary education. It is about a billion dollars' worth alto-
gether.

The income tax clearly is very important and symbolic, very im-
portant. But in terms of everybody's day-in-day-out lives, most
people continue to have greater concerns about the property tax
and specifically the reliance which we place on the property tax for
the support of elementary and secondary education.

Representative OBEY. You mentioned Massachusetts.
Yesterday, when Massachusetts came up, I observed that I

thought that there were a number of critical elements in Massa-
chusetts which had helped them to bring about an economic turna-
round. It was pointed out that one of the ways that it happened
was that the State lost population.

We are not interested in replicating that, but that fact aside, it
seems to me that Massachusetts had, No. 1, access to adequate ven-
ture capital. They had the right mix of businesses-I don t want to
say "right" because that sounds like I am imposing a value judg-
ment. But they had a particular mix of businesses in place so that
when changing Federal priorities toward military expenditures
came into place, that they were bound to get an advantage out of
that.

But they also had a State government and a Governor in the
person of Dukakis who was alert to the changes taking place in the
economy and willing to work with all sides.

It seems to me you also had at MIT and other resources, top-
quality educational resources which they could take advantage of.
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And you had a willingness to make high levels of investment in the
kinds of things we are talking about, education being one of them.

The University of Wisconsin and its role came up quite a few
times yesterday. Some members of the business community sug-
gested that they had been concerned about the fact that the univer-
sity did not provide as much support to manufacturing as would be
necessary in order to help facilitate change, whether you are talk-
ing about changing product, changing manufacturing technology,
research, and things like that.

I told Ms. Lyall, who is the acting president of the university,
that my impression in dealing with academics through the years
has been a-certainly, it doesn't apply to all of them-but there
seems to be a reluctance to deal with either business or govern-
ment leaders because somehow that is not as academically pure as
pursuing knowledge for the sake of knowledge.

I fully recognize the need to do the latter, but it has been my
impression that there has been some shying away on the part of
some types of faculty members from the necessity to help problem
solvers as well as knowledge seekers.

The witnesses who testified for the business community indicated
that they thought that attitude had changed or was beginning to
change significantly at the university, that more attention was
being paid to problem solving.

We had the dean of the school of engineering here yesterday who
was outlining some of the things he was doing and some of his frus-
trations at getting-at his inability to get business to participate in
certain programs that he thought would help them.

What is your evaluation of the university's past performance in
meeting the practical needs of business in trying to find new ways
to grow and provide jobs, and how do you think business can be
stimulated to take better advantage of a resource like the Universi-
ty of Wisconsin which is known worldwide for its leadership?

Governor EARL. First of all, I think it is accurate to say that your
impressions of the distance between the university community and
the business community in this State in the past have been accu-
rate.

There has been a distance and, in part, continued by both sides.
A distrust of absentminded professors on the one hand, and a dis-
trust of people who would always put the practical above the theo-
retical on the other hand. I do think that that is beginning to be
overcome.

I don't know if it was Dean Bollinger who was here yesterday or
not, but if it was him, he was certainly done the best job of anyone
in the engineering school at the university and in its connections
with the business community, they are very, very good.

As a matter of fact, when I received a letter from Mr. Hogland
saying that Wisconsin had not been chosen for the Saturn plant, he
praised our presentation and went on at some length to praise the
strengths we had in our university system and the attractiveness
that it had and how that will serve us in good stead.

It is more than just coincidental that the dean, Dean Bollinger,
was with us when we made our presentation in Detroit. He was
very effective.
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That feeling that he has, that Dean Bollinger has, is not shared
by everyone in the university yet, though I think that the mood is
much improved.

In the area of biology, biochemistry, I think the opportunities for
us to benefit from what the university has to offer are almost un-
limited. If people in California were able to take advantage of what
the University of California, Berkeley and Stanford, had in the
area of electronics, here in the area of biogenetics and biotechnol-
ogy, we have an enormous resource in Madison with the university.
And certainly everyone I think anticipates that there are going to
be enormous economic implications from that.

But a part of that is, the university must demonstrate a willing-
ness to be involved with the business community in exploiting the
economic opportunities before us. The business community, for its
part, has to realize that there is a large and growing number in the
university who look to those kind of partnerships.

One of the things that we did in the last budget, which continues
in this budget, was establish a technology transfer program where
the State would make money available to help support joint indus-
try/university efforts. It has had some very real successes.

I hope that it only has to be a starter program to let people know
what benefits are available for those joint efforts, and then they
will begin to take off on their own.

But if we want to emulate Massachusetts and its strength, then
we do have to aggressively promote a closer working relationship
between our university and our business community.

Representative OBEY. You mentioned the impact of the Presi-
dent's tax bill on the State of Wisconsin. Let me say-and I really
don't say this on a partisan basis-I guess what I should say is that
this assessment applies to all of the tax bills being considered.

In my opinion, I don't care if you take a look at Kemp-Kasten or
if you take a look at Bradley-Gephardt or if you take a look at the
President's tax plan. I think all three of them are deficient in two
respects:

First, all of them are revenue losers, which does not help Wiscon-
sin or any other State because it simply adds to the deficit which
compounds our trade deficit problems and which compounds our
interest level problems.

The second problem that I see is that, especially with the Presi-
dent's plan and with Kemp-Kasten, less so with Bradley-Gephardt
because they at least provide for some retention of the tax credit
for State taxes, Wisconsin does get clobbered.

I am going to be asking the same question to a lot of panelists
over the next 2 days. One thing mystifies me. Let me give a little
background.

If you analyze which States get hit hardest, if we lose the ability
to deduct on your Federal return what you pay in State and local
taxes, Wisconsin is the worst hit State in the Union, Minnesota is
second, New York is third.

The administration says, and some of their allies in Congress
say, well, you ought to eliminate that deduction because it is just a
subsidy to high-tax States and high-spending States.

We did an analysis on the Joint Economic Committee which
demonstrated that if you take the five lowest taxing States in the
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country, Alaska, Wyoming, Texas, some others-discard Alaska be-
cause they have special problems-even if you do that, the result is
still the same. If you take the five highest or lowest taxing States
in the Union, and then compare their taxing level with their
spending level on a per capita basis, you find a very strange thing.
You find that four out of the five States which are the lowest
taxing States are, on a per capita basis, higher spending States
than Wisconsin is.

The problem is that we don't have coal, oil, and gas that we can
tax as it leaves the State in order to pay for the cost of our public
services. They do.

That means we get clobbered because we have to pay all of our
bills ourselves.

What I don't understand, given that situation, is the difference
between what has happened in New York and what has happened
in Wisconsin. In New York you have a bipartisan coalition between
all of the politicians, regardless of whether they are Republican or
Democrat-about the only exception to that is Charlie Rangel, who
doesn't agree with the position, but outside of him, the leading poli-
ticians in the State are all fighting very hard against that.

They have been able to marshall major business leaders and
major labor leaders to make an all-out effort to explain to the deci-
sionmakers in Washington why that is bad business for their State.

What I don't understand is, and I know you have been doing
this, why we have not had a more aggressive stance taken by lead-
ers of the business community and leaders of labor in order to
drive home that same point as far as Wisconsin is concerned.

The argument that some people make is, well, you can adjust the
rates enough to take care of people on an individual basis. That
may take care of individual taxpayers, but it does not eliminate the
competitive disadvantage that would accrue to Wisconsin if that
item passes.

I wonder if you think there is any significant prospect that we
are going to be getting more activity out of both labor leadership
and business leadership in this State in making people aware of
the problems with that provision in that bill?

Governor EARL. Two or three things are obtaining that may im-
prove the situation.

The first is the more people become aware of the bill, the less
they like it. I think, frankly, when the proposal was first made and
I and some others were immediately critical of it, people just ex-
pected that was partisan response to the President s proposal
rather than a response that was based on what the implications
are to the State.

Now I think a number of people are realizing that there are
people on both sides of the political aisle who find the policy not a
very good one, who realize that this is not a tax cut nationally but
a tax shift. It means that people in Wisconsin will pay more so that
people in Oklahoma can pay less.

The second thing that has been happening is I think a number of
people did initially go through just the personal equation, what
does this do for me and, gee, maybe I am going to gain. They saw
this chart on the newspaper front page and felt, well, it is not all
that bad or, indeed, I might even gain from it. Only now are they
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beginning to realize the implications of it to this State as a whole,
all the individuals in it, and how it does put Wisconsin at much
greater disadvantage in our competitiveness with States in the Sun
Belt and the southeast, southeast and southwest combined.

I think that is finally beginning to take hold.
The third reason I think that we didn't see much about it was

because tax reform is one of those things that is frequently talked
about, but nobody ever really does anything. I think a lot of people
thought this was a bit more political rhetoric again, nothing is
going to happen. They won't really pass it anyway.

Now that the President has indicated it is going to be his No. 1
priority, I think people understand he is very, very serious about it.

I hope that people in the business community and in labor do get
a bit more exercised about it. I think that it is one of those things
that transcends political labels.

My feeling about it is no different than the feelings of Senator
D'Amato of New York.

Representative OBEY. He is a member of the Joint Economic
Committee and fighting it very hard.

Governor EARL. That is right. And I think that there are a
number of prominent political figures of both persuasions who find
it offensive philosophically; they also find that it flies in the face of
federalism. It is really very divisive. It sets one State or one group
of States against the rest of the States.

There are a lot of people, including a fair number of people who
don't share our political philosophy, who find it offensive on those
grounds. I hope they get more outspoken about it.

Representative OBEY. Let me just read you a quote.
"If politicians succeeded in eliminating deductions for State and

local taxes, would you pay a tax on a tax?"
Do you know who said that?
Governor EARL. Ronald Reagan.
Representative OBEY. That is correct. He said that in 1983. I wish

he had stuck to that view.
One last question. Then let me ask the audience if they have any

questions.
We heard a lot of discussion yesterday about how we use the Job

Training Partnership Act-especially as we* get into more and
more high technology applied to all kinds of industries. How do you
evaluate the Job Training Partnership Act program and do you
really think it is adequate to deal with the job training problem
that the State faces and the country faces?

Governor EARL. I think by and large it has worked quite well. I
would give it overall positive grades. The problems with it are en-
demic to any kind of job training program. If you train a person for
a job and the job isn't available, then you have a far more frustrat-
ed person at the end of it.

If you train a person for a job and you create a job, then you may
have only created an artificial situation.

People on one side, the nonbusiness people, are frustrated by the
fact that some people go through the program and there is nothing
there at the end.

51-425 0-86-12
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Business people, I am sure, are very nervous that we may re-
create something like CETA and train people and then create a job
for them at the end of the process so as to justify the process.

I don't know there is any way to avoid that kind of frustration
on either end.

By and large, the program has worked quite well. My major anx-
iety about it is this: When it began in this State, there was a very
high-level participation by people in the business community and
people in labor. We had lots of chief executive officers and others
getting deeply involved in it to make sure that it worked, to make
sure that it was going to be different from CETA, to make sure
that we had better results.

As time goes on, people find this commitment to that kind of
public service onerous, and we are finding more and more people
who are dropping out of serving on-the-job training councils and
private industry councils or having somebody else from the oper-
ation go in and take their place.

If that continues and if the level of interest on the part of people
in the business community begins to erode, then the program won't
do nearly as well as it ought to. Whatever success it has is directly
relative to the level of interest people in the business community
and the labor community have taken in the program.

To the extent that it becomes just another thing that you get in-
volved in like fundraising for another locker room at the country
club or whatever, then the program isn't going to do as well.

Representative OBEY. I have a number of other questions I would
like to ask, but we are out of time.

Let me ask if anybody in the audience has any questions they
want to ask the Governor.

A VOICE FROM AUDIENCE. What does the fall session look like for
economics?

Governor EARL. The question, for those of you who couldn't hear,
was: What does the fall session look like for economic develop-
ment?

There is no set agenda as yet. There are a number of people pro-
posing agendas.

Wisconsin Manufacturers and Commerce has. I know Senator
Ulichny has some ideas in mind. Representative Lewis has ideas.
The Wisconsin Strategic Development Commission has some, as
has the Wisconsin Commission on Agriculture.

What I will do by early September, middle September, is take a
look at all these agendas and try to put together a fairly short,
maybe 15 or 20 bills at the most, agenda of bills which can engen-
der bipartisan support which will meet a real problem and ideally
provide a real solution to that problem and genuinely help us in
economic development.

The last time around we put in 12 bills; 11 passed. The one that
didn't pass will be on the agenda this time around. That is the util-
ity diversification bill.

I don't know for sure what other measures will be on, but there
will be bills very similar to the kind that we passed in the fall of
1983. I thought that was a good session. If we can have one that is
as nearly successful this time, we will do well.
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A VOICE FROM AUDIENCE. Governor, I spoke to you about this a
couple years ago. Is there any study or research being done on
something similar to State IRA's that you would get a tax deduc-
tion if you would invest in a business in order to keep your job
going or buy stock in a small business to keep small business ven-
tures going or help with financing them?

Governor EARL. There are two items that I have passed that are'
related to what you have said.

There is no State IRA, but there is a proposal in the budget that
provides, if you invest in a Wisconsin firm and keep that money in
that Wisconsin enterprise for at least 5 years, you get an advanta-
geous tax treatment for that.

There was another item that is-I am trying to remember what
the other item was now. There were a couple of items that went
along the lines of those that you described to try to encourage
people to make investments in Wisconsin and leave those invest-.
ments here.

I know the other one. Pardon me.
The other one is a proposal which makes easier employee pur-

chase of companies. And there is a State fund that has been set
aside to help employees undertake such employee buy outs of com-
panies.

There is such an effort under consideration now in Fond du Lac,
as a matter of fact, in our leather works where the employees are
considering buying it out. The law that passed makes it easier for
those employee stock ownership plans and provides money for
State assistance to help them explore how they do it.

We undoubtedly use the university and other institutions to help
put together such an arrangement. So there are two things along
the lines that you suggest, though there is no exact analogy to a
State IRA.

A VOICE FROM AUDIENCE. Which is what I was interested in.
Whether you could put like $1,000 over a period of years like you
do with your IRA's and get a State income tax deduction on that
base in order to keep your small business job going?

Governor EARL. You can do it by investing directly in a Wisconsin
business, not by investing in a bank that may invest in the busi-
ness.

A VOICE FROM AUDIENCE. That is what I mean.
Representative OBEY. Any other questions?
If not, Governor, thank you very much. We appreciate your time.

Enjoy your time you are going to spend with the ginseng growers.
I think we will take about a 5-minute break here before we

resume with the next panel.
[A 5-minute recess was taken at this point.]
Representative OBEY. Before we start, I want to note the pres-

ence of Stan Gruszynsk, State representative from Portage County
in the room.

Also, by far the most important part of the Obey family, my wife,
Jean, sitting in the back, who I think much prefers congressional
hearings to be held in Wisconsin than she does in Washington.

The next panel we are going to hear from will be talking to us
about the recommendations made by the Wisconsin Strategic De-
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velopment Commission. I think the very title of that commission is
interesting. I will say why later.

This is a commission appointed by the Governor to recommend
or to make recommendations on items that could be useful in im-
proving Wisconsin's competitive position, in improving our job and
business outlook in the future.

We have with us this morning Mr. Hal Kuehl, chairman of the
board of First Wisconsin National Bank and cochairman of the
Wisconsin Strategic Development Commission.

Mr. Robert Milbourne, executive director of the Greater Milwau-
kee Committee and executive director of the Wisconsin Strategic
Development Commission.

Mr. Joel Vattendahl, director of District 32 of the United Steel
Workers of America, and also a member of the commission. And
Mr. James Morgan, president of Wisconsin Taxpayers' Alliance,
who I have known for many years.

When were you tax commissioner? What year?
Mr. MORGAN. 1964 through 1970.
Representative OBEY. You have seen a lot of taxes come and go.
The 23 member commission included representatives from gov-

ernment, business, labor, and citizen groups, the last of the com-
mission's reports was just presented to the Governor last week.

At this time I would simply ask Mr. Kuehl to begin and-what
time did we provide? If I could ask each of you to take between 10
and 15 minutes to summarize what is in your prepared statement,
we will insert, for those of you who brought prepared statements,
the full statements in the record.

If you could summarize them, so that we save as much time as
possible for questions, I would appreciate it. Why don't you begin.
Thank you very much for being here.

STATEMENT OF HAL C. KUEHL, COCHAIRMAN, WISCONSIN STRA-
TEGIC DEVELOPMENT COMMISSION, AND CHAIRMAN, FIRST
WISCONSIN NATIONAL BANK, MILWAUKEE
Mr. KUEHL. First of all, I would like to express our appreciation

for the opportunity to appear here this morning. We will honor the
time constraints and my colleagues and myself will restrict our-
selves to that timeframe.

I am Hal Kuehl, of the First Wisconsin National Bank of Mil-
waukee and cochairman of the Wisconsin Strategic Development
Commission. Our panel this morning will focus on the findings and
recommendations of the commission, which issued its final report
to the Governor Earl last week.

I will lead off with a summary of the commission's major propos-
als; Bob Milbourne, our executive director, will follow with more
detail on the analysis that led to our recommendations; Joel Vat-
tendahl, of the United Steelworkers of America, will offer come
comments on the strategy to preserve existing jobs; and Jim
Morgan, president of the Wisconsin Taxpayers' Alliance, will
review the business and personal tax recommendations of the Wis-
consin Strategic Development Commission.

Governor Earl created our group 18 months ago as a public-pri-
vate partnership to develop a long-range strategic plan to improve
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Wisconsin's economic future. Members represented large and small
business, labor, government, education, and civic organizations.

To balance my private sector organization, Lt. Governor James
Flynn served as the other cochairman and helped to make the
effort a real public-private venture.

We attempted to follow the process of strategic planning com-
monly used in business. Those included in analysis of current eco-
nomic environment and competitive assessment, and you heard
about that yesterday.

The commission recognized from the outset that Wisconsin com-
petes with other States in a nation that competes with other na-
tions. The State is not an island unto itself. Thus, it is critical to
understand our current competitive position as the first step in
strategic planning.

We evaluated our strengths and weaknesses.
Before one can develop strategies for the future, it is important

to grasp present strengths and weaknesses. The objective is to build
on our assets and minimize the liabilities.

Yesterday, you heard from Russ Cleary, chairman of Heileman
Brewing Co., who was a member of the Wisconsin Strategic Devel-
opment Commission. He outlined the major economic development
strengths and weaknesses in Wisconsin. I will not repeat them here
today.

We analyzed strategic alternatives.
The next step in our strategic planning process was to evaluate

alternative strategies for long-term economic development. The
commission reviewed more than 50 major issues and produced
more that 100 recommendations.

We consolidated the strategic plan.
Once strategies have been analyzed, they must be consolidated

into a sensible overall strategic plan. The outcome of that effort is
contained in the final report issued last week to Governor Earl.

We proposed an implementation program.
A strategic plan must be a living document. It is only as good as

its implementation makes it. Our commission recommended specif-
ic steps to continue the strategic planning process in Wisconsin and
outlined the proper role for the public and private sectors.

During the past 18 months, more than 200 individuals participat-
ed in the work of the commission. About one-half were donated by
the private sector and the other half were representatives of State
agencies and the University of Wisconsin.

I might add a personal comment as a businessman not well ac-
quainted with the talent of the State bureaucracy. The State
agency staff who assisted our work were of high quality and pro-
duced extremely valuable analyses. My view of the dedication and
competence of Wisconsin State employees was greatly enhanced by
their work.

Let me get to the overall strategic plan approved by the commis-
sion. You have heard thus far in this hearing about the impact of
national and international factors on the Wisconsin economy and
the limitations of the State to guide its own future.

I think it is apparent that what happens at the national level
certainly impacts Wisconsin. What happens at the national level is
extremely important to us.
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However, we also compete for jobs and economic activity with 49
other States, and how we compete with them in our economic envi-
ronment is also extremely important if we are to prevent a reduced
outmigration and enhanced immigration of jobs to the State of Wis-
consin.

While it is true that external factors will have a large influence
on Wisconsin's economy, there is still much the State can and
should do to improve its economic development potential. Strong
leadership from both the public and private sectors can result in a
stronger economy that creates new jobs and a better quality of life
for all of us.

The three broad strategies that form the foundation of the long-
term plan include: First, preserving the existing job base. We must
begin with efforts to build on what is already in place. Our future
will depend on the success of the existing companies now operating
in the State. It must be our first priority.

Second, emerging jobs. New strategies must be directed toward
those emerging industries that can produce jobs in the future.
These strategies are directed toward strengthening the role of
small business, entrepreneurship, and new technology.

Third, Wisconsin first in quality. The Wisconsin Strategic Devel-
opment Commission also recommended a series of proposals that
constitute a strategy that can best be described as "Wisconsin first
in quality."

Wisconsin must improve its business climate and convince the
private sector that it does offer high quality.

It must be pretty obvious to everyone that the perception of the
private sector is that Wisconsin is not friendly and in the worst
case, hostile to economic development by the private sector.

The commission recommended a series of tax and spending pro-
posals designed to meet that objective. In addition, our strategic
plan emphasizes the need to better utilize the resources of the Uni-
versity of Wisconsin, the vocational, technical, and adult education
system, and other major assets that can contribute to economic de-
velopment.

Others on the panel will comment on specific parts of the strate-
gic plan. I would like to focus on two areas that are dear to my
heart.

First is the proposal to create a strategic planning council to con-
tinue the work of our commission. It is essential for the State to
view strategic planning as an ongoing process. If the final report of
the commission is placed on the shelf, with no plan for implemen-
tation, our time over the past 18 months will have been wasted.

The new council will carry forward on a permanent basis the
role of long-range planning. It should review, assess, and update
the strategic plan. It should also set the agenda for economic devel-
opment policy in the years ahead.

I was encouraged last week at our final meeting when Governor
Earl indicated support for this proposal. Now, if we can receive leg-
islative endorsement, the State can be assured of the continuation
of long-range planning and the implementation of our report.

The second subject that I would like to address is the issue of
State spending. This has been my personal "cause celebre" during
the past 18 months. I hope my colleagues from the commission will
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bear with me one more time as I emphasize the need for Wisconsin
to review its spending priorities.

The Wisconsin Strategic Development Commission issued three
reports on the subject of State spending. Programs were compared
with 10 other States that were carefully chosen.

Those States included our Midwest neighbors: Illinois, Indiana,
Michigan, Ohio, and Minnesota; and selected Sun Belt States such
as North Carolina, Arizona, and Georgia; and examples of States
that have demonstrated economic performance-California and
Massachusetts.

By any measure, Wisconsin is a high-spending State. Let me
highlight a few of our findings.

I have attached to this statement a sheet highlighting those find-
ings. What is says in essence is that the total to date in local ex-
penditures, Wisconsin spends, per $1,000 of per capita income,
$189.75 or $19.80 above the average in the United States. And on a
per capita basis, we spend $170 on a per capita basis more. We
rank respectively No. 3 and No. 4.

On total State expenditures we rank No. 1.
Representative OBEY. Is that State or State and local?
Mr. KUEHL. That was State and local. I am going to address now

specifically State.
We rank No. 1, spending more money on both a per $1,000 of

personal income basis and on a per capita basis than our competi-
tive States.

And finally, in local expenditures, we rank respectively 2 and 3
on the same measures.

On higher education, we again rank No. 1 on the per $1,000 of
personal income and per capita basis. So spending substantially
more than the comparison States.

AFDC, Wisconsin ranked third and exceeded the national aver-
age by more than 60 percent. And in our last budget we increased
that number by 2 percent.

On a per capita basis Wisconsin also ranked third in 1983 and
topped the U.S. average by 5 percent. Wisconsin ranked third in.
the average monthly payments per AFDC family in 1982. Only
California and Minnesota spend more. And we spent at that time a
good deal of money for those families.

Our amount was $422. Arizona, North Carolina, and Georgia
spent less than $200 and the U.S. average was $303. You can see
my concern for the level of spending in the State of Wisconsin.

If we are going to reduce taxes-the private sector who create
jobs consider that to be one of the prime measures of attitude
toward business development-if we are going to reduce taxes on
any kind of a permanent basis, we are going to have to reduce ex-
penditures. We simply cannot continue to spend at the level which
we have been.

The Wisconsin Strategic Development Commission recommended
that the Governor appoint a high-level State spending commission
that would examine major issues in this area. The commission
would report to the Governor by December 1986 in time to affect
the 1987-89 State budget.

During the 1970's, Wisconsin had a relatively high capacity for
spending. Since 1979, conditions have changed significantly. Wis-
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consin lost a large share of its economic resources during the reces-
sion of 1980-82. Personal income fell by 5 percent relative to other
States between 1979 and 1983.

We lost 7 percent of our work force. The recession hit Wisconsin
harder than most other States and our capacity to spend was ad-
versely affected.

A State, like the National Government, cannot afford to spend
beyond its fiscal capacity.

Governor Earl showed support for this proposal at the final
meeting of the Wisconsin Strategic Development Commission, as
long as the effort was substantive. That is precisely what we intend
to create with a spending commission.

Thank you for your attention. I would be happy to answer any
questions.

Might I suggest that my colleagues make their presentations
first, as it will round out the whole picture, and questions that
might be asked may be answered in their presentations.

Thank you.
Representative OBEY. Thank you, Mr. Kuehl.
[The attachment referred to in Mr. Kuehl's statement follows:]
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Total State and Local Edpenditures Higher Education
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Representative OBEY. Mr. Milbourne, please proceed.

STATEMENT OF ROBERT H. MILBOURNE, EXECUTIVE DIRECTOR,
WISCONSIN STRATEGIC DEVELOPMENT COMMISSION, AND EX-
ECUTIVE DIRECTOR, GREATER MILWAUKEE COMMITTEE

Mr. MILBOURNE. Thank you very much.
Thank you, Mr. Chairman. I am Bob Milbourne, executive direc-

tor of the Greater Milwaukee Committee. During the past 18
months I served as staff to the Wisconsin Strategic Development
Commission. During most of that time I was vice president and
economist of the Kohler Co., which donated my services to the com-
mission.

The Wisconsin Strategic Development Commission performed a
new assignment for Wisconsin-the preparation of the State's first
long-range economic development plan.

We were charged by Governor Earl to study the State's economy
and recommend proposals to strengthen the State in the long term.

Unlike other commissions and task forces that have been created
in the past, the Wisconsin Strategic Development Commission ana-
lyzed both the private and public sectors. Often groups focus on
government and forget that the private sector has a key role in our
economic future.

Our commission firmly believed that the private sector must lead
the way to a prosperous State economy. Many of the recommenda-
tions call for private action, with no government involvement
whatsoever. Of the more than 100 recommendations, almost one-
half will require private sector initiative.

Let me highlight some of our findings with respect to Wisconsin's
economic future. After a strong growth period during the 1970's,
Wisconsin fell into economic decline in the early 1980's. The reces-
sion of 1980-82 seriously affected every sector of the Wisconsin
economy.

We lost 134,000 jobs from the beginning of 1980 to the end of
1982-a drop of 7 percent.

Wisconsin's long history of maintaining an unemployment rate
substantially below the national average was broken. For 4 years
in a row our unemployment rate remained about the U.S. average.

Our most important employer, manufacturing, was devastated by
the recession. That sector of the economy is 25 percent more impor-
tant to our State than to the average State. The impact of large
Federal budget deficits, high interest rates, and the strong dollar
seriously undermined manufacturing and had a disproportionate
effect in Wisconsin.

There is no question that high real interest rates, the strong
dollar, and large Federal deficits have a more adverse impact on
Wisconsin than most other States.

While national and international factors beyond the control of
Wisconsin will dictate much of our economic future, there is much
the State can do to improve its economy. That was the focus of the
Wisconsin Strategic Development Commission.

We set three economic objectives to achieve by 1990. They are
outlined in the report.
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First, we would like to see the State set as a target the creation
of 150,000 new jobs by 1990.

In the work done with the department of industry, labor and
human relations, we felt that that target was an achievable one,
although in the parlance of private sector strategic planning, it is a
"stretch" objective. More than 110,000 of those 150,000 new jobs
will result from growth beyond Wisconsin's recent economic per-
formance.

Second, we would like to set as a target an unemployment rate
by 1990 of roughly 5 percent or 2 percentage points below the na-
tional average, whichever is less. That is a rate of unemployment
that was commonly true in Wisconsin in our past. There is no
reason in our view that it cannot be achieved once again.

Third, we suggested a target of growth in per capita disposable
income of 18 percent between 1985 and 1990 or 3.5 percent annual-
ly. These targets were not picked out of the air. We did much work
in--

Representative OBEY. Would you say that again?
Mr. MILBOURNE. These targets, these targets were not--
Representative OBEY. The previous one.
Mr. MILBOURNE. Growth in per capita disposable income of 18

percent between 1985 and 1990, which would be about 3.5 percent
annually. These targets came from national and State econometric
model forecasts which are maintained by our State government.

To meet these quantifiable goals by 1990, the commission pro-
posed a range of strategies that would involve government action,
private sector initiative or a cooperative effort by both sectors.

Mr. Kuehl outlined in his testimony the strategies which includ-
ed: First, preserving the existing job base; second, fostering emerg-
ing jobs, particularly small business and entrepreneurship; and
third, the strategy noted in his testimony, which we came to call
"Wisconsin first in quality."

Let me first comment on the existing job focus. As our first prior-
ity, the commission probably spent more efforts studying this area
than anything else. During the course of our work we created 10
major task forces to study large Wisconsin industries. Those task
forces worked for several months.

They included CEO's from large and small companies within the
industry, labor and commission members.

The work of the task forces resulted in a series of recommenda-
tions to make the State a stronger place to do business. Some of
the recommendations included the establishment of a business-
labor council, strengthening the University of Wisconsin, building
world trade opportunities, and many other proposals.

The second strategy focused on emerging jobs in Wisconsin. Spe-
cific proposals were made to strengthen the role of small business,
entrepreneurship, and technology. The commission produced 13 re-
ports that were used to develop a range of recommendations that
would make Wisconsin a better place to start a small business,
create new jobs, and build technology.

Among the specific proposals were the creation of seed capital,
capital needed at the outset, venture capital, and growth capital
funds to be managed by the private sector.
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The commission also recommended the creation of small business
incubators, all over the State, technology transfer programs with
the University of Wisconsin, securities deregulation, new manage-
ment assistance programs, international trade promotion, and
many other proposals.

Finally, the commission developed an array of recommendations
that, in combination, can be described as a strategy called "Wiscon-
sin first in quality."

Every competitor, whether a business or a State, must determine
its niche in the marketplace. Some may choose to be the low-cost
producers and compete on the basis of price. Others may aim for
high quality and compete at the top end of the market.

Either strategy can be successful if it is properly executed. A
State must face this strategic question as it determines its econom-
ic future.

As one reviews the strengths and weaknesses of Wisconsin, it is
interesting to note that significant opportunity exists in our State.
Our assets tend to be in areas that can play a major role in our
future, while our liabilities tend to be things that are relatively
easy to correct.

Yesterday, Russ Cleary, chairman of Heileman Brewing Co. and
a member of the commission, outlined some of Wisconsin's assets
and liabilities. He noted some examples:

No. 1, a diverse economy that includes strong manufacturing, ag-
riculture, tourism, and service sectors. Major companies within
these sectors have shown considerable success and represent some
of the higher quality firms in their industries.

No. 2, a labor force that has a reputation for a strong work ethic
and highly developed skills.

No. 3, an infrastructure already in place, including roads and
bridges, utility services, parks and recreation, and water resources.

No. 4, a world-class university system that offers significant eco-
nomic development potential.

No. 5, a high-quality elementary and secondary school system
that can compete with any other State in the country.

No. 6, vocational training services that are ranked at the top in
the United States.

No. 7, a relatively favorable business tax climate, particularly for
manufacturers.

No. 8, a clean environment that makes Wisconsin an attractive
place to live, work, and visit.

No. 9, an array of high quality public services that are the envy
of other States.

No. 10, a capable government with men and women of integrity
at all levels.

We also have our weaknesses.
No. 1, relatively high personal taxes that create a negative image

for Wisconsin.
No. 2, a range of business tax irritants that offend individual

Wisconsin companies and do not raise significant revenue.
No. 3, expensive government that is increasingly difficult to

afford, given the recent economic downturn.
No. 4, a lack of adequate entrepreneurship, venture capital, and

new business formation relative to other States.
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No. 5, relatively high wage rates in certain industries, particular-
ly at lower skilled levels.

No. 6, a university system viewed by the private sector as antibu-
siness in many respects.

No. 7, a perception by the business community that government
officials tend to be less supportive of economic development than in
other States.

No. 8, an economy that significantly depends on manufacturing,
a sector of the economy that has suffered the most in recent years.

No. 9, a dependence on exports that has been adversely affected
in recent years by high real interest rates and the strong dollar.

No. 10, a regulatory climate that appears more severe than in
most other States and creates a negative image for Wisconsin in
the minds of some business leaders.

Wisconsin is in the enviable position of having assets that are
difficult to match and liabilities that should be easy to correct. It is
not likely that Wisconsin will ever be a low-tax State.

We will not compete with Mississippi and Tennessee as the low-
cost alternative for economic development. It is more likely that
Wisconsin will find a market niche that emphasizes "quality of
life."

To do so successfully, Wisconsin must be perceived by the private
sector as a high-quality place to operate a business. It is not
enough to argue that Wisconsin offers high quality-the private
sector must be convinced. It is the responsibility of both govern-
ment and business to move the State in that direction.

The SDC recommended several tax law changes to make Wiscon-
sin more competitive. Our focus was on personal taxes, not corpo-
rate taxes, which we found to be relatively competitive, particular-
ly for manufacturing.

Jim Morgan will provide a more detailed commentary on these
recommendations.

The commission also raised some important questions regarding
the University of Wisconsin, the vocational, technical, and adult
education system that would give both programs a greater role in
economic development. We also recommended stronger participa-
tion by the private sector in the Job Training Partnership Act.

It is important to note some of the recommendations made by
the commission that present policy be continued. There is a tenden-
cy to highlight only those proposals that would bring about change.
It is also important to emphasize the areas where current policy
should be maintained.

For example, the commission analyzed property tax abatement
programs as an economic development incentive, and for a number
of reasons recommended that Wisconsin avoid such programs. We
also analyzed the State-shared revenue system and found no eco-
nomic development reason to alter the current law.

The most important work of the commission was the research
and analysis conducted during the past 18 months. The 50 major
studies prepared for the commission contained valuable informa-
tion about the Wisconsin economy that will be useful for years to
come. Excellent research was done by private sector volunteers,
State agencies' staff, and UW faculty. I should particularly thank



360

those faculty members who assisted in our work; their efforts show
that the Wisconsin idea is still alive and functions in the State.

It should be noted that the economic development plan emerging
from the Wisconsin Strategic Development Commission is long
term. There will be a tendency to highlight the immediate actions
that were recommended, but the true benefits of our work will be
long term.

It will take years to implement the strategic plan. There is no
quick fix to economic development. The commitment of the public
and private sectors must last for decades, not weeks or months. In
this way, strategic planning can be a meaningful exercise for Wis-
consin.

That concludes my testimony.
Representative OBEY. Thank you very much.
Mr. Vattendahl, please proceed.

STATEMENT OF JOEL VATTENDAHL, DIRECTOR, DISTRICT 32,
UNITED STEELWORKERS OF AMERICA, AND MEMBER, WISCON-
SIN STRATEGIC DEVELOPMENT COMMISSION
Mr. VArrENDAHL. Yes.
My name is Joel Vattendahl. I am district director of United

Steelworkers of America, District 32, which comprises the State of
Wisconsin and a portion of Illinois.

My role in this whole Wisconsin Strategic Development Commis-
sion was to serve on the existing jobs committee with the idea to
make recommendations as to how the State could help preserve its
existing job base.

One of the things, of course, that we found out in this whole
process that was very pleasant to find out is that there are many
industries in our State that are in fact healthy, alive, well.

The best example is the paper industries in the State, and there
are several others-printing-that are doing well, but there are
some real disaster areas also. And our task then was to see what, if
anything, could be done to help preserve these.

I think that the study and, certainly, I personally have concluded
that in the case of mining, particularly as it would relate to copper
mining or iron ore mining, there is really nothing that the State
can do to preserve those jobs. When we closed the last ore mine, in
fact, I guess it was the only ore mine in the State at Black River
Falls, if we would have, as a union, agreed to take wage cuts down
to the point where we would have been violating the minimum
wage law in the country, we still would not have been able to com-
pete with the foreign producers of ores.

So it just simply is not in most cases a pure dollar-per-hour labor
cost that makes these things noncompetitive.

In many areas, such as the machine tool industry, we are able to
compete with foreign manufacturers. These are relatively high
wage rate industries, but where the companies are willing to do the
research and make the quality product that can be done, we can
compete.

The thing that the commission reports on is a cooperation be-
tween the management and the workers of companies. I am not
suggesting to anyone that everybody has to have a quality circle in
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their plant, and so on, but there are many industries where compa-
nies must, in fact, go to their employees to seek what improve-
ments can be made in their procedures. The old Frederick Winslow
Taylor "one best way" theory simply is not going to work in
today's market.

And I think that there are many examples wjiere~the person,who
knows how to do the job best is in fact the persons who is doing it.
And there has to be a cooperation between the employers and the
employees. I suspect that some of my colleagues in the union busi-
ness would consider this heresy, but it just simply must be.

I think that the study reveals clearly that there is in fact a prob-
lem of bad management in many industries as well as high cost per
unit labor that is causing certain industries to bog down and be
noncompetitive.

This is where a joint management-labor-university counsel could
in fact improve situations so that we can remain competitive.

With that, I will stay well within my time constraints and rest.
Representative OBEY. Mr. Morgan, please proceed.

STATEMENT OF JAMES MORGAN, PRESIDENT, WISCONSIN TAX-

PAYERS' ALLIANCE, AND MEMBER, WISCONSIN STRATEGIC DE-

VELOPMENT COMMISSION
Mr. MORGAN. Mr. Chairman. My name is James Morgan.
I am president of the Wisconsin Taxpayers' Alliance, and in this

capacity, with the research and citizen education organizations, I
get the opportunity to serve on many different study groups.

I think that the Wisconsin Strategic Development Commission
was unique in several aspects. Certainly the scope of the study was
much broader than any I had been involved in before. But I think
also more importantly was the idea of strategic planning for the
economy of the State and for the well-being of the State. And Bob
Milbourne's point about this being a long-term type of plan which
rarely comes from legislative committees is an important point to
remember.

I violated your rules a little bit by not having any prepared
statement, but my presentation is basically based on the Wisconsin
Strategic Development Commission report beginning on page 89,
which has to do with State and local taxes.

One of the issues that came up very quickly before the commis-
sion was the effect that State and local taxes might have on eco-
nomic development.

A specific committee was created to deal with this, of which I
was the chairman. We examined empirical studies done by academ-
ics at various institutions on whether you could track the effect of
taxation on economic development. We got kind of a mixed result.
Some said, yes, this was very important. Others said in the long
range it had no-it was not a factor.

But I think that both of these ignored the idea of the perception
of the business community on what taxes can do as far as economic
development.

I was convinced of this many years ago when I did serve as the
secretary of revenue, that you might think that the businessman is
a calculating, very logical person who makes decisions based on all
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the facts, and the studies indicated the taxes should not rank very
high in terms of making a determination, but the practical effect is
that businessmen, like all of us, are not too keen on taxes and a
certain element of emotion can enter into the picture and frequent-
ly does.

I think this was brought forth rather clearly by a study that was
done in Wisconsin by the Yankelovich firm in 1984. This was the
study that was funded by private industry in the State. It took
place after the officers or at least the chairman of the board of the
Kimberly Clark Corp. indicated there was a possibility of changing
headquarters to another State, which ultimately came about.

But what they did was survey the Wisconsin business officials
and those inwother States to get some idea of how they felt about
their respective States. Also this report had a study by Arthur An-
dersen which did some business tax comparisons. And out of that
you got kind of a funny result.

No. 1, we do have an excellent business tax climate which ranks
extremely favorably because of past actions of the State, including
the manufacturing machinery and equipment exemption, and some
changes in the individual income tax-the corporate income tax, as
well as the exemption for inventories.

But Wisconsin business officials had a very negative attitude as
far as State government was concerned. Only 20 percent thought
Wisconsin was good for business, whereas their counterparts in
other States have a much higher ranking for their respective
States.

Finally what came out of this was a misunderstanding, first of
all, about the business tax climate, but more importantly, a very
negative attitude as far as the Wisconsin individual income tax is
concerned.

As a result of that study and as a result of the pressure that was
being put on by political forces at the time, one of the items that
got the highest priority for the commission was to look at the State
and local tax structure and make some recommendations that
could be presented to the legislature in January of 1985. And this
was ultimately done.

There was an individual income tax reform proposal that was
presented through the commission and ultimately the Governor
adopted most of the principles that were included in that proposal.

Let me very quickly run down the principles that were proposed
by the commission.

No. 1, there should be an emphasis on economic development. In
order for that to take place, income taxes should be reduced gener-
ally, but most importantly, reduced income tax rates at the top
rates-at the top level.

As an example that we presented was to reduce the top rate
from 10 to 8 percent.

On the question of equity, we felt that the taxpayers with the
same income should pay the same taxes. And as a result of that,
we suggested eliminating all the itemized personal deductions and
most credits and replace them with an increased standard deduc-
tion but one that phased out over a period as your income went up
to maintain the progressively of the system.
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In terms of another principle was the idea of simplicity. Here we
felt that the best way to do this was to tie into the IRS definitions
of adjusted gross income, encourage the joint return which had
been adopted by the previous session of the legislature, and reduce
the number of tax brackets in our example from 8 to 3.

Let me add here that what we adopted here basically as a com-
mission were some principles. There was one kind of an example of
a proposal, and that was all it was. It was no more than that. But
that was what the Governor ultimately adopted for his proposal.

I should also add that you can appreciate that when you have
principles like this, there has to be some clash frequently.

For example, if you wanted to go with equity, you might want to
make some changes in the business-type deductions sort of before
the line, before you got to that adjusted gross income. Unfortunate-
ly, this clashed with the idea of simplicity that if you were to just
take a number off the Federal return and make it easier for the
taxpayers to file their return, you couldn't do both.

In this particular instance we felt that the simplicity factor was
more important.

The bill that the Governor recommended to the legislature was
amended, but ultimately passed, and many of the principles that
we had proposed were retained.

There was obviously a reduction in income taxes as Governor
Earl mentioned, approximately across the board of about 7.9 per-
cent, if you took the total reduction. But the rate reduction at the
top level went from 10 to 7.9 percent.

In addition to that, the results of this change were that there
were some more dramatic reductions at the top levels for most tax-
payers than there were-than the average. This was the first time
in my memory that the progressivity of the Wisconsin system was
actually reduced.

The amounts that we had-the recommendation that we had or
the example to eliminate all itemized deductions, the itemized de-
ductions were restored, but instead of taking them as itemized de-
ductions, they are taken as a credit.

That is, you take the medical expenses, the interest on the resi-
dents, limited interest on business expenses and charitable contri-
butions, and you take that amount, take 5 percent of it, and that is
the direct credit against the tax rather than an itemized deduction.

This was the proposal that was ultimately adopted by the legisla-
ture and will basically go into effect in 1986.

Some of the other tax changes that we dealt with and were in-
cluded was to change our basis of the minimum tax. We had adopt-
ed that back in 1983. Actually 1981, I believe. And then it changed
again.

We had a minimum tax which was an add on in addition to the
regular tax liability. Our recommendation was that we should take
the Federal route and have it as an alternative tax. Either you do
your tax under the regular system, or you do it under the alterna-
tive and take the greater of those two. But you don't add them to-
gether.

Ultimately a tax on that form came through in the bill. We rec-
ommended on a long-term basis to reduce the inheritance tax
burden. This was a problem that we heard about continuously in
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terms of potential outmigration of people from the State of Wiscon-
sin.

And finally, I think one that you can't underestimate, that is to
continue to try to remove what were called "business tax irri-
tants." That is, items that are of rather minor nature in terms of
revenue production but ones that are a constant irritant.

I think that that has been reestablished with Mike Ley, the sec-
retary of revenue. He does have a committee that meets regularly
with the secretary to try and work these out. And there were a
number of irritants removed at this proposal.

One was to tie into the Federal on the 15-year carryover of
losses.

I think that out of this we had to come to a major conclusion.
That is, that the tax policy as far as we were concerned is a major
factor in State economic development, and that is why the commis-
sion report gave it the emphasis that it did.

One further point that doesn't relate to our work but I think
probably would be one that you would raise a question about, that
is, the question of the Federal tax reform proposal that is before
the U.S. Congress right now. In particular, the effect of the repeal
of the State and local tax deduction.

I think it has been pretty adequately testified to here that we
have a rather high-tax level compared to other States. Particularly
in the individual income tax level, we are even higher. We rank
probably within the top two or three. The reaction that I have from
a number of businessmen is that if the Federal proposal is success-
ful in repealing the State and local tax deduction, that will be all
that is necessary for them to transfer their assets and their resi-
dency ultimately out of the State.

I think it is a very pragmatic approach, without getting into the
philosophical arguments about whether our having that deduction
encourages spending at the State and local level in Wisconsin. I
personally feel that I can't imagine the school board in Wausau or
the Marathon County Board sitting down and saying, we are going
to have a property tax increase because it is deductible on our Fed-
eral return. Remembering also that at the Federal level, probably
50 to 60 percent of the taxpayers do not itemize.

But the fact is that I am concerned that we are able to keep a lot
of people here with their assets, even though we have a substan-
tially higher-than-average income tax rate in the State, because of
the offset that they can claim on the Federal or the deduction.

My concern is that this would cause a departure of capital and a
departure of talent, as well, for people who would normally be in-
volved in economic development in the State of Wisconsin.

That concludes my testimony.
Representative OBEY. Thank you all very much.
Let me, first of all, make an observation and then ask a question.
As you know, at the Federal level we are having a lot of argu-

ment, especially in our committee, on the whole question of how
the United States positions itself to be competitive internationally
over the next generation.

Right now we have got exchange rates which are clobbering us,
especially the manufacturing sector. We have a very serious ques-
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tion of the ability of this country to maintain its long-term com-
petitive edge.

A lot of people are suggesting that we are not going to do that
unless we take a shrewd, calculated look at where we have a poten-
tial for competitive advantage and where we don't and try to see to
it that where we do, we do marshall the forces of government and
business and labor in order to affect things in ways that we like.

Our Committee did a study of the way the Japanese manhandled
us in the area of semiconductors. And it is very interesting. If you
compare how American manufacturers were able to compete with
Japanese manufacturers in Japan for the sale of semiconductors,
you see that because of all of their gimmicks, we were beating our
heads against a stone wall. We could not penetrate that market.

In contrast, if you compare how we did vis-a-vis the Japanese in
the sale of semiconductors in Europe where we were playing on an
even field, we did very well. The point was that the Japanese have
constructed a system, whether it is official or whether it is under
the table, that is, in effect, a strategy for dealing with the develop-
ment of products and the marketing of those products.

The minute on the Federal level you start to mention planning,
strategy, you scare the hell out of a lot of people who think that
you are talking about central planning rather than simply the in-
telligent marshaling of areas of advantage in order to preserve jobs
and preserve markets.

The very title of your book-the very title of your commission,
the Wisconsin Strategic Development Commission, at the Federal
level would have a lot of people with their hair standing on end
because they think that implies the Government running the joint,
picking winners and losers.

This is not exactly on the point on your recommendations, but I
will get to those in a minute.

As leading business and labor people in the State, how would you
suggest that those of us in the Federal Government who are very
interested in seeing us develop some kind of a long-term plan for
Government and facilitating the cooperation of business and labor
in areas where we need to do that in order to be more competitive
in the future go about that without running into all of the negative
vibrations about central planning, Government deciding which in-
dustries are going to win or lose? How would you go about that?

Mr. KUEHL. I would like to take a shot at that. I think that it is
not the proper role for the Government to do it. I don't think it
will be effective in the long run.

Representative OBEY. That is what you are asking State govern-
ment to do right here. You are asking government to adopt a set of
strategies which enable business and labor to be effective.

Mr. KUEHL. I agree that the Federal Government ought to do
that, too. But if you read our strategies carefully, our strategies say
that they ought to do things like reduce the deficit, which in turn
brings the value of the dollar down, which in turn brings interest
rates down, which makes us more competitive.

I believe in the long run that the Japanese have a self-defeating
process. Once, if we compete on the same basis, where Government
removes those kinds of things which are causing a lot of the prob-
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lem, the Japanese will not be able to subsidize all of their indus-
tries across the board for all of the world.

Representative OBEY. They are not trying to.
Mr. KUEHL. That is correct. And I think American ingenuity is

alive and well. I think labor and management will do that. I think
the Federal Government has completely abrogated their responsi-
bility; their major responsibility was to get rid of that deficit. The
Republicans blame the Democrats. The Democrats blame the Re-
publicans. The House blames the Senate and the Senate blames the
House. Both of them blame the President. The President blames
the Congress. We don't get anywhere.

That is the problem. That is the nub of the problem. You said
that yesterday. So we are in agreement.

Representative OBEY. Let me agree with that, but let me pursue
your answer. Do you seriously believe that we have a chance of a
snowball in you know where to penetrate Japanese markets with-
out a coordinated strategy between business, labor, and Govern-
ment to respond to their actions?

Mr. KUEHL. No; I think the Government has to keep the heat on
the Japanese to open up those marketplaces. But I don't think that
we ought to have the kind of subsidization that goes on in Japanese
industry.

Representative OBEY. Nobody is talking about that. If you are
talking about that, with all due respect, I don't think you are lis-
tening to what I said.

What I said was: How do you encourage using Government as a
facilitator, not as a director, not as a manager, not as a subsidizer?
How do you encourage using Government as a force that can pro-
vide incentives for business and labor, the academic community,
and the investment banking community to get together and take
note of what our competitors are doing in time to counter what
they are doing before we lose major markets?

Mr. KUEHL. Again, I can't argue strongly about the objective, but
it seems to me, our whole system has been based on a capitalistic
system. If you endorse that and follow that, Government's role is to
get out of the way, if you will forgive me. And they haven't. They
are in the way at every crossroad.

Representative OBEY. With all due respect, I don't think we are
talking to each other.

Mr. MILBOURNE. Let me try a different approach. It seems to me
that there is some new opportunity to make some progress in
longer range planning, whether it is done by Government or some-
one else. And that new opportunity is that there appears to me-I
think our exercise in Wisconsin is an example of it, of where the
public and private sectors-when I talk about the private sector, I
mean both management and labor-are trying to do more in a co-
operative way.

Too often in the past I think the hesitation of the private sector
to support planning is because it is done by Government. And it
seems to me that the world has shifted a little bit to permit oppor-
tunities for planning to be done in cooperation, in partnership be-
tween public and private sector representatives.

I think there is less uneasiness about efforts where Government
facilitates solid planning efforts that involve the private sector in
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ways that I think the private sector is more willing today to par-
ticipate than perhaps in the past. And that if it is done in that
fashion, it seems to me it is a lot more possible than if we say the
Government is going to do the planning.

We don't want the Government to do the planning. We want the
private sector and the Government to do the planning in coopera-
tion. That was really what this exercise was all about.

Representative OBEY. That is right.
Mr. KUEHL. Whatever he said, I can agree with that. I am not

sure what he said.
Representative OBEY. One of the recommendations that was

made by a number of people yesterday, for instance, is that in this
State, the university ought to provide a greater support level for
research into manufacturing process and manufacturing questions
and problems. I used to chair the House Budget Committee Task
Force on Productivity.

We have been told by witness after witness, from the business
sector, that there is a lot of research that business prefers to do
itself. However, in terms of the basic research necessary to unlock
some of the scientific answers so that business can then apply them
to products and lots of other things, that you need greater atten-
tion earlier to some of the research questions that will have long-
term profitability payoffs. I was trying to get back to this concern
raised yesterday.

Let me ask about your own programs.
When I asked this question yesterday of Mr. Cleary and some

others, they told me I should ask you. You have a number of sug-
gestions in your proposal, some tentative for consideration, some a
little more firm. Things like world trade center, possible monorail
between Madison and Milwaukee, et cetera.

Has anybody done a cost estimate of the package that you are
asking the Governor and the legislature to accept?

Mr. KUEHL. No.
Mr. MILBOURNE. Not exactly, but I can tell you that in total, the

overall cost, if you add up the new spending ideas and the new tax
ideas, add everything up, it is actually a negative cost in total.
That is, the reductions are greater than the additions.

Representative OBEY. I think that answer is contradictory. Nor-
mally, when people come to me, they say, you guys have to invest
money, whether it is in education or whether it is in health care or
whether it is in tourism promotion. You guys invest it and we will
get a bigger payoff on the dollar, and that will pay it all back.

That is fine if the world runs that way. But lots of times those
expectations aren't met. When I see an item like the monorail be-
tween Madison and Milwaukee, that sounds to me like a whale of a
lot of bucks.

Mr. KUEHL. I don't think that that is a proposal which we have-
we have suggested that for investigation really. It is not a sugges-
tion that we adopt that. It is a suggestion that we look at that pos-
sibility.

You are right, that is expensive, maybe impractical.
Mr. MILBOURNE. That is right. And also it should be noted that a

lot of the suggestions made by the commission were not for public
sector investment but were for private sector investment.
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If a monorail indeed could occur-and that is probably the most
expensive single thing that was even raised, and we did not recom-
mend it, but we did recommend that it be looked at. The recom-
mendation was that it be looked at not just as a public-sector in-
vestment but perhaps in some cooperative way.

The same would be true for the world trade center. Our recom-
mendation was to do a feasibility study, and the thought was that
it would be a private-sector development, if indeed it was feasible.

Representative OBEY. So on the tax side, among your major rec-
ommendations were the change in personal income tax, lowering
the top rate which has been embodied in the Governor's tax plan
and passed by the legislature. And evidently you indicated, accord-
ing to the general description of your package last week on corpo-
rate income tax, no major changes in business taxes because they
are now generally competitive.

Frankly, that is a refreshing statement, because in all the years
that I have served in the legislature and even after the M&E ex-
emption was passed years ago, I continued to hear from a lot of
businessmen that they just didn't think that the corporate taxes
were competitive.

I think your own study shows that at least in that area we are
and we ought to be tooting our horn about it in terms of attracting
possible outside investment into the State.

Trade. One of my other committee responsibilities is to chair the
Foreign Operations Appropriations Subcommittee. If you do that
for any length of time it becomes half apparent how important eco-
nomic conditions in other countries are in terms of what they can
then buy from us.

We had some hearings in Washington last month and heard
from some witnesses, including some from Milwaukee, on the im-
portance of a healthy Latin America, if they are going to be able to
export a lot of their manufacturing products there.

How do you think you and we in the private and public sector
can generate a greater awareness on the part of the public in gen-
eral and the business community as well that more and more of
our job opportunities and business opportunities lie in the trade
area?

Mr. KUEHL. We suggested an international trade center, as you
have said. We have, throughout the report, emphasized the impor-
tance--

Representative OBEY. Why don't you describe what the interna-
tional trade center is supposed to do for the folks here?

Mr. KUEHL. We have emphasized, in addition to that, the impor-
tance of exports to our industries in this area and particularly our
manufacturing industries where that is extremely important. I
don't know how we educate the public to that other than through
forums like this.

There does seem to be an increasing awareness. Many of our in-
stitutions are sponsoring forums on foreign trade, both private and
public. We have suggested that the State take a more active role in
publicizing exports and helping people to assist.

As you know, the State has opened an office in Frankfurt to help
with the European end of that thing.
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So I think that there does continue to be an increasing aware-
ness of that. I am not certain how that can be magnified beyond
the ongoing efforts of all of us to continue to point out that impor-
tance.

You might talk specifically or quote specifically on the trade
center.

Mr. MILBOURNE. The idea of a world trade center was partly to
create a symbol, to do exactly what I think you have in mind: that
we need to call more attention to the opportunities for world trade.

Wisconsin is blessed with industries and companies that have the
ability to export. But there appear to be some special obstacles that
probably are not all that large but seem to stop export orientation.

So in part the notion of a world trade center was as a symbol to
create in the State that would encourage more attention in the pri-
vate sector toward the possibility of export. There is now a lot of
interest in a world trade center from both the public and private
sectors.

The issue is getting discussed everywhere from the Milwaukee
County Board to the department of development in Madison.

We outlined a series of questions that needed to be raised in the
feasibility study.

The other half of it is a more important half of the symbol. We
felt that a world trade center located in Wisconsin might permit
the ability for both the public and private sectors to attack the var-
ious obstacles that appear to be in the way.

We did a study trying to determine why is it that small business
in particular in Wisconsin is having difficulty penetrating interna-
tional markets beyond the normal reasons of high value of the
dollar and so forth. What we found largely was that there were in-
dividual obstacles all along the way that just made it more difficult
for a small fledgling business to even consider getting into the
international marketplace and that there were many of those ob-
stacles that could be solved, in our view, by some cooperative effort.

For example, many businesses told us that their biggest problems
internationally were in dealing with foreign governments over a
permit, over a quota, over a tax provision, over something that
really was government policy in the foreign country and that they
just simply didn't have the kind of staff who knew how to deal
with those kinds of problems.

A marketing person, a salesperson in a foreign country who has
never had any government experience has a tough time even get-
ting in the right door in a government agency that is making a de-
cision. We felt that government here in Wisconsin and at the Fed-
eral level had a great opportunity if they began to find out what
those specific problems were, the specific hurdles that companies
were facing; and that they would have much better luck at step-
ping in and dealing with their counterparts in other countries to
help solve those problems.

One of our recommendations was that the Governor pull togeth-
er the marketing arms of Wisconsin industry to begin to pinpoint
those specific kinds of governmental obstacles that exist in foreign
countries to see if there were some that government officials here
might begin to attack.
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We also recommended that in the area of small business that
there just needed to be a whole lot more management assistance
efforts. There are efforts now.

The Department of Commerce has some wonderful services that
our businesses don't even know about. We learned, many of us,
myself included, learned for the first time the series of services
that are offered by the Department of Commerce in Milwaukee.
And when we surveyed small business entrepreneurs, most of them
were not even aware that it existed.

The same is true of the Department of Development. There is a
lot of support out there to use, but it is not well marketed to the
private sector by government and needs to be done.

And then there are also specific problems which we gave as as-
signments to either the private sector or to the public sector to
solve, which dealt with insurance problems, all kinds of more bu-
reaucratic kinds of problems that small business people have a par-
ticularly hard time dealing with.

So we tried to attack it both from the standpoint of identifying
specific obstacles and figuring out what is the best way to deal with
it, and, on the other hand, trying to focus on the broader, more
symbolic question of how do we focus more attention on opportuni-
ties that our companies really do have but aren't taking advantage
of.

Representative OBEY. One of you said there was a lack of venture
capital in Wisconsin.

Yesterday, when Kevin O'Connor testified, he flatly disagreed
with that statement and suggested instead there was a lack of
demand for venture capital. How do we determine who is right on
that? What can you cite to demonstrate that your side of the argu-
ment is right and his is wrong?

Mr. MILBOURNE. I don't think there is a difference in argument.
There is a lack of venture capital; if you look at the data, we rank
woefully in the statistics on the amount of venture capital invested
in Wisconsin relative to other States.

The question is: Is it a supply problem or is it a demand prob-
lem?

What he apparently said was that it was not a supply problem.
We did not find that there was a supply problem. What we-we
don't know whether it is a supply or demand problem, but the
result is that there is not enough venture capital being invested in
the State.

Representative OBEY. Let me ask--
Mr. KUEHL. I think if you look at that, there is a difference of

opinion across the State in almost every facet. The guy who has got
a great idea for a better mouse trap and can't get it financed says
there is no venture capital. The person with the venture capital
says that is a lousy idea and won't invest it.

We in the financial business think that money is pretty fungible.
It will go where it is needed, where it is deserved, where it is re-
quired.

Others think that you have to create a special supply of it in
order to have it available. I think there is probably some argument
on both sides.
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We have recommended that the pension fund consider seriously
devoting some of its resources toward that.

Representative OBEY. Let me ask a sort of a devil's advocate
question because frankly, after the 16 years I have been in Con-
gress, what I generally find is that people are very generous in rec-
ommending to Government that we follow policies which are to the
benefit of themselves or their own group, but they are very stingy
about recommending policies that gouge themselves.

The people who have been in the most high-visibility positions in
this conference have been, with the exception of the Lieutenant
Governor, I suppose, largely within the business community.

Let me ask you a question. You have a lot of things in here in
terms of specific tax changes that you say would reward entrepre-
neurship, reward capital investment, make it easier for business to
function.

What recommendations do you have in this report that are nec-
essary for the public interest but might in fact cause some pain or
some unhappiness or might gouge the business community?

Mr. MORGAN. I think on the tax part of it, although you have
something like 85, maybe 86 percent of the people getting a tax
break, there are a number that do not.

A number of those that do not are those that are maybe heavily
invested in tax shelters, particularly the deduction is a factor
there. So in terms of the proposal here, there was the attempt to
try to convince the decisionmakers that Wisconsin did have a tax
program that did recognize the problems of progressivity, but at
the same time that we would not go on with a system that gave
undue tax breaks.

I think that there were and are some people that as a result of
that are going to suffer some. That was one of the big issues before
the legislature where some groups decided there should just be
across the board cuts rather than the reform proposal that was ul-
timately enacted.

Representative OBEY. You are asking Government to follow poli-
cies that at first instance appear to benefit largely high-income
people-for instance, lowering the top rate, no question that the
impact of that here has had a greater impact on higher income
people than lower income people, at least the initial impact. My ob-
servation is that if that policy is essential to get the right mix of
policies that will stimulate economic growth and investment, that
in the political arena, it is necessary, if you are going to be pushing
policies like that, to be able to demonstrate that overall what you
are doing is that you are not forgetting issues like equity, you are
not forgetting people who fall through the cracks.

Are there any provisions that you have in your package which
are suggesting greater efforts, specifically aimed at the less fortu-
nate people who are never likely to sit either on this side of the
table or on a panel like yourself; that is, assisting people who are
long-term unemployed, I don't mean by generic action but I mean
by specific actions bent at improving their ability to get a job and
improving their ability to be able to function in jobs which might
be higher technology 10 years from now than they are now?

Are there any specific expenditures or tax provisions that you
are asking for or any other action you are asking the State govern-
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ment to take that would inure directly in the first instance to
people like that?

Mr. MORGAN. On the tax side, at the lower level, about 90,000
people, I think, taxpayers were dropped off the rolls because of the
particular provisions. And the most substantial reduction was
made in the lowest bracket because of the substantial increase in
the standard deduction.

So there was a combination here of both the low and high end
where that was provided. So if you are trying to aim at the low-
income people, that was there. I think you have to appreciate from
being in the legislature that they are not going to pass something
like this unless they thought that that concept was valid and that
there was something that that would assist across the board.

Representative OBEY. How about taxes?
Mr. MILBOURNE. One is in the area of job training. We laid out in

our final report a series of recommendations that really are direct-
ed toward the private sector. I happened to serve as a member of
the Governor's Job Training Coordinating Council. One of the big
issues that faces Wisconsin's participation in the Job Training
Partnership Act is something that I guess he alluded to this morn-
ing. That is, the lack of participation from the private sector to
really get this program to do what it is designed to do. That is, to
serve the hard to employ and the underemployed part of our socie-
ty.

We put a series of six recommendations together that are direct-
ed toward calling attention to the private sector's responsibility to
participate more fully, to make the commitments which are finan-
cial commitments in large part, to utilize the Job Training Partner-
ship Act the way it was intended. That is why it is called a part-
nership act.

In our view the private sector really was not participating as
well as it could, and we outlined some recommendations which are
really directed toward efforts that ought to be made by individual
companies and groups of companies to offer new training opportu-
nities for the underemployed. So that is one area.

I think another is in the recommendation of support for what
heretofore had been public programs. We have asked the private
sector in many instances to take on costs which heretofore have
been public sector costs, including, for example, efforts to bring the
University of Wisconsin to play a stronger economic development
role.

We gave the private sector a challenge to fund 10 endowed facul-
ty chairs by the year 1990 which would be $10 million or something
like that.

Representative OBEY. You have a number of suggestions in your
report that indicate that the university ought to be paying more
attention to the needs of the business community and ought to
devote more of their resources to dealing with the problems of busi-
ness and jobs.

There are some in the university who I have talked to in the last
week who are concerned that because there doesn't seem to be a
suggestion-unless there is something there that I just didn't see-
that there doesn't seem to be a suggestion for the State's providing
added resources to the university.
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There are some people in the university who think that what
this is suggesting, therefore, is a redirection of some of the univer-
sity's resources away from their primary teaching responsibility.

Are they being needlessly concerned about those recommenda-
tions? What did your commission really mean on that?

Mr. KUEHL. We suggested that a commission be formed to study
the university with the job of looking at the reordering of all kinds
of resources. I don't think anyone had the intention, any intention
of reducing the teaching responsibilities of the university.

In fact, if they apply themselves in the area that you are talking
about, it may be one of the greatest teaching tools that there are;
that is, at least with regard to certain aspects of the university.

Representative OBEY. Let me follow up on Dean Bollinger's testi-
mony here yesterday. He had referred earlier to his unhappiness
with the State for not supporting their manufacturing systems en-
gineering master's program but then he went on to say this:

Perhaps even more troubling is the lack of involvement by Wisconsin industry. Of
the 42 students in the program last school year, about 25 were returning from in-
dustry, many at company expense. Some of the nation's biggest and best companies
are participating but none of those students came from Wisconsin companies.

Any idea why?
Mr. KUEHL. I can't answer that.
Representative OBEY. It seems to me that is a very interesting

and troubling observation.
Highways. In your report you indicated that, at least I think you

did, that there were no major infrastructure additions that were
needed in the State. By that did you mean that there are no major
highway improvements needed?

Mr. MILBOURNE. I think what we specifically said was that we
had a strong highway system and that we should continue to im-
plement that plan which is already in place in the department of
transportation.

And we also recommended that more emphasis needs to be
placed on the maintenance of our highway system as opposed to
new highway construction.

Mr. KUEHL. I think as we compared with other States, and we
looked at the infrastructure in Wisconsin and many aspects, we
thought that was one of our strengths. And so we didn't think that
there was a major effort required to take a big program and put it
in place.

But obviously we felt that we needed to maintain that infrastruc-
ture, which we think is pretty darn good, if we are in competition
with other States.

Representative OBEY. I would say that that is probably true for
the southern part of the State. But frankly, if you look at the histo-
ry of the State, what happened in 1954 when the Feds passed the
Federal Highway Act, Governor Kohler had to go into his own
caucus and beg people to pass the matching money that was neces-
sary in order to get that additional, or that original interstate mile-
age.

I remember George Molinaro, who was then the top Democrat in
the assembly, he was given a major highway through his district
simply for not speaking against adding those revenues. He didn't
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even support it. They just gave him a highway if he wouldn't speak
against it.

The problem is that because of such reluctance to participate in
that program earlier, the southern part of the State was able to get
a fair amount of highway construction; but I think if you talk
about the needs of the Highway 53 channel up to Superior, if you
talk about Highway 13, Highway 29, Highway 51, even Highway 2,
while normally that doesn't need much effort, during the summer
you can run into some miserable traffic jams.

I think for people from that part of the State, there would be
some concern about not needing further construction up there.

Let me ask you to evaluate, if you would, because all of you have
had a lot of connections with businesses all around the State, I
asked this question yesterday. Which industries in the State do you
find to have the kind of leadership that is most receptive to tech-
nology change, incorporating new ideas, thinking far enough ahead
to position their companies to be competitive down the line?

If you could pick out two or three which are the best at that and
then contrast that with a couple which you think are the worst,
what would your response be?

Mr. KUEHL. As a banker who serves all the industries, I don't
intend to answer that question.

Mr. MILBOURNE. I thought he would at least say that the banking
industry was at the forefront.

Representative OBEY. I have not been able to get anyone to
answer that question. If we have a specific problem, we--

Mr. MORGAN. You are assuming it goes by industry.
Representative OBEY. No. I am not. I am not assuming anything.

I am simply asking: Are there any sectors? One that was men-
tioned as being fairly innovative was the paper industry. I can
always get people to cite the good ones. I can never get anybody to
cite the problem areas.

Mr. VArrENDAHL. I think since I don't represent anybody in it, I
can comment that I think that if you look at the printing industry
in the State of Wisconsin, you have the full spectrum, you have
some printing companies that are, you know, absolutely the best in
the world, that have every type of innovative process, and then you
have probably somewhere somebody setting type by hand in the
State. But the printing industry is, by its very nature-the large
ones I think are highly innovative and the small ones that serve
little niches in the market don't do it because the capital invest-
ment just isn't practical to make; which ones adopt the technology
are the ones who can afford it.

But I think that industry is highly innovative in paper and the
paper machinery industry also. I think that we have outfits that
manufacture paper machinery in this State that do things that you
don't really believe that machines can do, that supply huge rolls of
newsprint while they are traveling 1,600 feet a minute. That is
quite a feat.

The least-I don't know. I suppose there is a farmer with a mule
someplace left in the State. If he wanted them, that is his choice.
But I don't think that by industry there is a bad industry.

I think again, I represent, I suspect, the majority of the people in
the construction machinery industry, and we have, you know, gen-
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erally speaking, excellent engineering and, generally speaking,
good productive facilities. But the industry is virtually dead be-
cause there simply isn't the demand for machinery, plus the Japa-
nese have done us in in that market pretty well also.

I do want to comment on something that you were speaking of
earlier. We talked about what the Federal Government's role in
planning, and so on, should be. Of course, unlike Hal Kuehl, who I
rode up here with and don't want to risk having to hitchhike back,
I think that the Federal Government should take a greater role in
many areas.

I think that it is insane, for instance, that the Federal Govern-
ment permits the use of tax dollars to buy foreign engines for
ships. They are getting away from it a little bit now. But we in this
country can build the biggest and best diesel engines in the world.
And I think it is just insane in the defense area to spend money on
foreign products.

I just can't envision-I think it is insane to envision men on
ships having to radio the enemy or a neutral country for spare
parts. I think that the defense establishment clearly should be
done by American manufacture.

I think it is insane for this country to let its manufacturing base
go to the point where it cannot supply itself. I think the greatest
example of that is the steel industry. It is happening in steel.

Now, just a small example: The place I used to work at, Bucyrus-
Erie, makes the world's largest stripping and mining shovels.
There is no market for that in this country anymore: The only
market is foreign. Every foreign sale they make, those govern-
ments require local content, anywhere from 50 to 90 percent. I
think it is wrong that a government like Argentina can require 90
percent, in their case, local manufacture and yet be permitted to
just dump any amount of their steel products in this country that
they choose.

And I don't think it is us that is erecting the trade barrier. I
think that they already have and I think we have to respond.

Mr. KUEHL. What do you suggest we do?
Mr. VArrENDAHL. I think that where they have local contents

that they be restricted in their exports to us. I know that is just
out and out protectionism, if you want to call it that.

I want to make a comment on the deficit reduction which every-
body says has to be done. I agree it has to be done. I think that the
first thing that the Federal Government needs to do, both the Con-
gress but especially the administration, is get away from this non-
sense that we can grow our way out of it.

I think that your pie graph up there clearly shows that if we are
to maintain the present sacred cows-and if I were in charge, I
would maintain them-which is defense and social security, and
the other big one up there is the servicing of the debt, there just is
not enough room left to do anything in reducing the budget deficit.
I heard a guy talk last week who said if the only thing that we
supported in Federal taxes-if we eliminated all of the social wel-
fare programs and quit paying all of the civilian employees, which
would include you, which I am sure you are not in favor of, there
would still be a $40 billion deficit this year. I think that pretty well
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shows that you can't do it just by whacking away at AFDC and
these other programs..

Clearly if there is going to be appreciable budget reduction, it
has to be done through a tax increase. There is no question in my
mind that that is going to happen, and what you have said earlier
about taxes is true. It is true of me. You know the old adage, don't
tax me or thee, get that guy behind the tree.

But if there is going to be budget deficit reduction of an apprecia-
ble nature without going into Social Security and without going
into the Defense Department, there has to be a tax increase.

I think it is time that the Washington Government stopped
saying that it isn't going to be that way, because 1 and 1 still
equals 2. That is the end of my economics lecture.

Representative OBEY. I won't give the whole lecture that I gave
yesterday on what these charts mean. This is the budget in 1980.
This is the President's request for this year.

Outside of interest payments, which is the pink piece, the only
portion of the budget which has increased both in real dollar terms
after inflation and as a percentage of the Federal budget is the
blue piece, the military budget.

All I can say is that if that is in fact the only portion of the
budget which is growing, no matter how you measure it, then to
me you have two questions. One is whether we need it. I don't
happen to think that we need the incredible new investments that
we are making in strategic weapons systems, but even if I am
wrong and you say you do, then it seems to me that if there is
enough of an emergency to spend it anyway, then there ought to be
enough of an emergency to tax to pay for it.

If Government doesn't have the tax to pay for peacetime military
buildup, if it doesn't have guts enough to do that, I don't know
what it does have guts enough to do except feed more baloney to
the public that we are going to grow out of the deficit without
action of the kind that you just described.

Let me ask you, Mr. Morgan, one last question. The commission
stated that you had analyzed property tax abatements and recom-
mended that Wisconsin avoid such programs.

Would you explain what you mean and why you reached that
conclusion?

Mr. MORGAN. This was a deal where you would say to a new
company coming in that you would hold their taxes at a certain
level or perhaps exempt them from certain parts of it. This would
require a constitutional amendment to do it, but in effect you
would give an incoming industry some particular break that would
not be across the board.

In contrast to that would be a policy where you do give some-
thing across the board like an M&E or something like that.

We decided, after looking at the history, first of all where this
was done in other States, that that was really not a major factor,
nor did you get really the type of business that you wanted to
locate based on that. We decided that the tax abatement was really
not the way to do it; that you sold other positives that you had,
whether it be education or labor or what it might be, but this was
not the way to go about trying to get new industry and locate it.
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One reason for that is, you put your existing industry at a disad-
vantage by doing that. It may be the same kind of business but the
new one gets an abatement and the existing one does not.

Representative OBEY. Let me ask: Does anyone in the audience
have a question or two for the panel?

Bob Williams.
Mr. WILLIAMS. I don't think that Hal Kuehl and Bob Milbourne

had the advantage that you and I had of hearing the talk where we
were addressing, comparing-Hal Kuehl and Bob Milbourne spent
a fair amount of their time talking about spending in Wisconsin as
rather immodest compared to us being a very modest State in pop-
ulation.

I thought perhaps you would like to address it. I had the advan-
tage, as you did, of hearing us cite, give these marvelous accolades
to Massachusetts and how we are going to try to be like Massachu-
setts.

I have a daughter going to school in Boston at one of those high-
priced colleges. I realize that Massachusetts has done absolutely
nothing to compare to Wisconsin as far as financing higher educa-
tion. Illinois does nothing compared to Wisconsin.

I think what I heard Hal Kuehl saying was: Is Wisconsin ever
going to start making choices on where we are going to cut spend-
ing in some areas and improve it in others? That is something that
the business people who travel the country and see other States, as
you do through Congress, what other States do, that they all don't
try to do everything in spending.

Would you care to comment on that, particularly addressing
what Hal Kuehl said, that that is something this commission said
we must do something about, is begin to downsize spending in some
areas of choice?

Representative OBEY. Well, I am not about to tell, as a visiting
fireman, tell the Governor or the legislature what their policies
ought to be in the State when we can't even get decent policies
adopted at the Federal level.

All I would simply do is repeat what I said earlier today: I hon-
estly believe that, if I watch what happened here the last 3 years, I
find it ironic, people say the State hasn't made difficult choices. We
had a lot of pickets outside this room today, picketing the Governor
because the Governor had made some tough choices and vetoed
some spending that was unfunded in that budget in regard to put-
ting bus drivers back on unemployment compensation without
funding.

I received many a letter from people who don't know the differ-
ence between Madison and Washington asking what we were doing
when we were cutting back on a wide variety of-or when the
State was cutting back on a wide variety of programs over the last
2 or 3 years. I received many objections from faculty members
squawking about the fact that-just as Federal employees are
doing this year-that they weren't getting a pay raise last year.

I would say that the States have shown far more spending disci-
pline than the Feds have. I would also say that if the Feds had
faced up to the need to bring income and outgo in line as well as
the Governor and the legislature had, we would be in a lot better
position today.
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I would also point out, however, that in Massachusetts, while
they may not make the same kind of public investment we do in
Wisconsin in higher education, they certainly do have some very
well-funded private institutions which contribute tremendously to
the brain assets that State has, just to point to Harvard and MIT
as a couple of relatively obscure universities who happen to be very
useful in putting together State strategies on anything.

I have been in Massachusetts enough to know if I have to make
a choice between living there, I will live here. But I think Wiscon-
sin has done rather well overall in that regard in comparison to
other States.

I will leave it to the legislature and the Governor and Mr. Kuehl
and company to decide how the State itself ought to perform on the
specifics. I don't appreciate gratuitous advice from the State legis-
late or from State legislators who spend 30 minutes studying a
problem that I have dealt with for 8 years any more than they
would appreciate my telling them what they should do.

Let me ask if there are any other questions anybody might have?
A VOICE FROM AUDIENCE. I notice that agriculture didn t seem to

be addressed at all.
Representative OBEY. That will be addressed this afternoon.
A VOICE FROM AUDIENCE. I mean by their commission.
Mr. MILBOURNE. It was addressed. It was 1 of our 10 major indus-

try task forces. We spent probably more time on that industry than
any other, and there is a complete report available on the agricul-
tural task force.

A VOICE FROM AUDIENCE. But none of your comments mentioned
any of it this morning. I am concerned about the factor of the prop-
erty taxes which one gentleman said he didn't want to get into, the
unfairness of agricultural taxes on nearby development areas. And
also in regard to the world trade, your world trade center, but I
didn't hear any of this addressed in any of your comments this
morning. That is why I asked.

Mr. MILBOURNE. Unfortunately we have a 125-page report with
100 recommendations and we weren't able to cover all of them. I
knew that--

A VOICE FROM AUDIENCE. Agriculture wasn't mentioned one
time.

Mr. KUEHL. I don't think any other industry was specifically
mentioned. We didn't dwell on any specific industries, although we
covered what we considered to be every major industry segment,
including agriculture. And if you read the report, you will find we
have paid a great deal of attention to it and made some very specif-
ic recommendations.

A VOICE FROM AUDIENCE. Because you just didn't mention it in
your statement this morning, I thought it might not have been con-
sidered at all.

Representative OBEY. I do have a question on the pension fund
which I wanted to submit to you and ask you to respond to in some
detail.

I just want to say one thing in response to your comments on the
Federal elimination of State and local tax deductions and the
impact that would have on Wisconsin. I really do hope that we can
energize the same kind of attention to that problem in the State
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that they have been able to energize in New York, Minnesota, and
a couple other States.

In New York, across the board, you have Gus D'Amato, you have
Mayor Koch, you have Pat Moynihan, Governor Cuomo, the lead-
ers of the political system, leaders of business and labor communi-
ty, all drawing very close attention to what that would mean to
their State.

The argument that that tax break just benefits high-income
people in my estimate is nonsense. As a lot of people pointed out,
this is a high-service State. You do have high-income people and
middle-income people who pay a good share of their taxes in order
to support the welfare of low-income people and poor and other
services as well.

The only recognition they get of that fact, the only compensation
they get for that is the ability to deduct on their Federal return
what they pay in State and local taxes. I just think that policy is
essential in the interest of equity and in the interest of preserving
our competitive position, whatever position we have. I would en-
courage all of you, business and labor, to spend a good deal of time
between now and October, or actually, between now and September
in trying to bring whatever pressure you can to bear on the Feder-
al decisionmakers to rethink the plans to eliminate that deduction.

Danny Rostenkowski does not support that State and local tax
deduction. He has said that to me personally. So we have a biparti-
san problem at the Federal level. I am afraid that we are going to
see round two of the Ron and Rosti show which will wind up not
delivering a reshaping of the tax program that will be beneficial
either in terms of deficit reduction or in terms of equity among re-
gions.

And whatever you gentlemen can do to energize labor and busi-
ness and anybody else you can grab too, in plain English, raise
some hell about the elimination of that deduction, I think is impor-
tant and crucial, because we have more at stake than any other
State in the Union, given our relative tax posture and given our
limited ability to tax other sources such as energy commodities. I
thank you all for coming.

I appreciate your time.
[Whereupon, at 12:12 p.m., the committee recessed, to reconvene

at 1 p.m., the same day.]

AFTERNOON SESSION

Representative OBEY. This afternoon we want to concentrate
more on issues that were of relevance to northern Wisconsin and
the Wisconsin River Valley.

I want to hear first from a panel concerning the economy of the
Wisconsin River Valley with a lot of attention here at the county
because that is where we are. But we do have a witness on our
trade panel who has a time problem. North-central plane schedules
don't take into account hearing conveniences.

We have as one of the three panelists on our trade panel Mr.
William Lehman, director of planning and development for Superi-
or. He deals primarily with the port-the Wisconsin side of the
Duluth-Superior port situation up there.

57-425 0-86-13



380

I don't think Wisconsin generally thinks about shipping, at least
in the north, as being an important ingredient in its economy. I
want to assure you, you do if you live in Superior. I want Mr.
Lehman to simply make his points now very briefly so that he can
get on with catching his plane.

Could you summarize what the importance is of Great Lakes
shipping to the northern Wisconsin economy and what some of the
problems are that you see or what are some of the problems that
you see, I would appreciate that?

STATEMENT OF WILLIAM G. LEHMAN, DIRECTOR, PLANNING
AND PORT DEVELOPMENT, CITY OF SUPERIOR, WI

Mr. LEHMAN. Thank you very much.
Good afternoon. My name is William G. Lehman, and I am the

director of planning and port development for the city of Superior,
WI. I thank you for this opportunity to appear today and present
this testimony concerning the role of the Port of Superior in the
Wisconsin economy.

The city of Superior is the major community in the northwestern
section of Wisconsin. Its economy has historically, and is today, re-
lated directly and intensely to the movement of waterborne com-
merce through our national and international port.

The shipping which transits the port area consists primarily of
two types of cargoes: bulk cargo consisting of taconite, iron ore,
grains and coal, and to a limited extent, general cargo which con-
sists mainly of break bulk agricultural products whose origin is pri-
marily Public Law 480, title II-Food for Peace-cargoes.

When we speak of the Port of Superior, it really has to be stated
in the context of the twin ports of Superior, Wisconsin and Duluth,
Minnesota. We share a harbor, and because of that, we either col-
lectively benefit by that harbor or we collectively suffer.

In 1984, the direct impact of commercial shipping in the Superi-
or/Duluth harbor was some $233 million. That total economic
impact is a summation of the individual economic impacts of the
different types of cargo that travel through the port. In Superior's
case, bulk products of iron ore, taconite and coal have an estimated
impact of $3.72 per ton. The overseas shipment of grain has an
impact of $25.30 per ton, and the impact of general cargo is in
excess of $85 per ton.

Today the city of Superior is suffering an economic decline due
primarily to the downturn of the harbor. As an example, through
June of last year, the Superior-Duluth Harbor realized the trans-
shipment of 9.1 million tons of cargo, with the arrival of 378 vessels
to the Twin Ports Harbor.

By comparison, the 1985 shipping season through June has re-
sulted in 8.8 million tons of cargo with only 321 vessels entering
the harbor.

The decline is due to a decrease in export shipments of grain,
which has amounted to over 326,000 tons less through June of this
year.

In other locales, these figures could be compensated for in other
segments of a local economy. That sadly is not the case in either
the city of Superior or in Douglas County.
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An article contained in the January 1985 issue of Wisconsin
Business Journal showed that there is only one county in the State
of Wisconsin, Douglas County, where the "major source of personal
income by county is in transportation."'

More recently, the State of Wisconsin, Department of Industry,
Labor and Human Relations, prepared information showing a gen-
eral breakdown of the nonfarm wage and salary employment of
Douglas County, which compared calendar years 1979 and 1984.

That comparison showed that at the end of 1984, there was a de-
crease in Douglas County of over 2,200 employment positions.2 Of
this amount, a vast majority of those jobs lost are directly related
to either the port itself or to those transportation modes which
service the port.

This employment loss generally consists of persons who were em-
ployed in manufacturing industries, with an emphasis primarily on
metal industries and transportation equipment; in transportation,
which includes railroad consolidation; and wholesale trade, which
involves individuals formerly employed on the transshipment docks
within the community.

Of that total decrease of employees, well over half are in these
three specific harbor-related employment categories.

My previous comments generally describe the harbor as it is
today. There are currently major issues or proposals which would
cause the Port of Superior and its sister port of Duluth to regain
its economic profile in the community.

First, the U.S. Army Corps of Engineers has prepared a draft fea-
sibility study and environmental impact statement entitled, "Great
Lakes Connecting Channels and Harbors."

This proposal would involve the selective deepening of areas
within the Superior-Duluth harbor as well as the Vidal Shoals area
of the St. Mary's River.

It would allow vessels carrying cargoes of coal, taconite, and iron
ore from Superior, as well as taconite from Duluth, to increase
their draft an additional foot. That proposal has an estimated bene-
fit-to-cost ratio of 14.8 to 1. Through the public hearing process, the
project received the support of the cities of Superior and Duluth as
well as all of the shipping interests in the port area. What is ur-
gently needed to proceed with the project is congressional authori-
zation of the proposed improvement.

Second, the Port of Superior has continually supported, and does
so now, the extension of the shipping season. It has been shown
that a slight extension of the season of 1 to 2 weeks is technically
feasible for the movement of agricultural products from the Mid-
west. That extended season would result in additional vessels being
loaded. A vessel containing 10,000 tons of grain in bulk has an
impact on the local economy of approximately $250,000.

Third, we urge that all efforts be made to stop a proposal cur-
rently in Washington which involves a change in the amount of
Food for Peace cargoes on U.S. flagships.3

' See exhibit I at the end of Mr. Lehman's oral statement.
2 See exibit II at the end of Mr. Lehman's oral statment.
a See exhibit III at the end of Mr. Lehman's oral statement.
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Currently, 50 percent of Public Law 480 cargoes must be placed
on U.S.-flag vessels. A proposal is pending through the office of
Senator Robert Dole of Kansas to change that ratio to 75 percent
for U.S.-flag vessels.

If that percentage is applied to the Great Lakes, it will have a
devastating impact on the Food for Peace shipments that go
through the Ports of Superior and Duluth. I believe this would also
affect many other port communities on the Great Lakes.

An alternative to a blanket percentage increase as proposed
would be to exclude port ranges which do not have U.S.-flag activi-
ty. That action would retain or possibly expand today's volume of
Food for Peace cargoes.

Fourth, emergency Food for Peace cargoes should be exempt
from seaway toll charges applied to vessel traffic in the St. Law-
rence Seaway system.

Finally, due to the softness of this country's grain market, many
of the throughput grain elevator facilities in the community are
now being forced by the Commodity Credit Corporation to convert
their storage capacity from throughput to long-term storage of
grain.4 This can again reduce the number of jobs on the water-
front, and this has to be altered.

I believe this action is due to the national decline of grain ex-
ports, which is due in part to the strength of the American dollar
in the foreign markets.

In summary, the Port of Superior has a marked effect on both
the city of Superior as well as the hinterland of northern Wiscon-
sin. That economy cannot continue with the port being as it is
today, for an Appalachia could be the result of the sluggishness of
the port economy.

Thank you for this opportunity to offer these comments and ob-
servations, and I will try to answer any questions which you may
have.

Representative OBEY. Thank you, Mr. Lehman.
[Exhibits I to IV and the impact statement entitled "Great

Lakes Connecting Channels and Harbors," attached to Mr. Leh-
man's statement, follow:]

4See exhibit IV at the end of Mr. Lehman's oral statement.
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Major source of personal income by county, 1980

C S O s Le . a E a -a s r au s recrE lr E-C

Income'
MEDIAN FAMILY INCOME 1979

Stats *20.977' U.S. SI90908
PERSONAL INCOME. 1981 191.0001

Sta s 47.579.000 % of U.S. 1.98
PER CAPITA PERSONAL INCOME

Stat. 510,035 U.S. Avg. S10.491
Three largest incosme aoces. 1981 IU1OD0001 3

M anrfaetsriaa 511,883.000
Sericas 50472.000
Goe t 4C0 8s,00
* D sp ru ao aS C -a ar a B -sa se E - .mos. A taipd .
S.rY al Cut Bud
Bun u M hre C.- G J SodL Vd E-comocl
Cha.aWaice 1970-OSma-Y Taps Fir a.

Recreation Highlights
Total acreage 35,937,520; Great Lakes/Mississippi

shoreline 820/230 miles
Acreage of named lakes 930,974; Total number of

lakes 14,927; Lakes with public access 2.784
Total public land designated for recreation use

5.253,082 acres; Federal- 1.666.387 acres; State-
1,064.897; County- 2,300,186 acres; Other public
areas 221,612 acres

Canoe trails (no.nmi.) 144/3,484; Canoe pick-up
services 248

Swimming 1,600 areas
Fishing6 Sample of fish caught-basas, parch. pan-

fRsh. walbIye. trout, northern, slmon. muakelhun-g
Trout Streams (no/mi) 2,189/8,412; Smalllmouth

Bass (noJmi.) 213/3.516

WIsconsin Bosness Journal January 1985
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Swte or Wisconsin \ Department of Industry, Labor and Human Relation,

JaOsSEMcE (rYvIso,

July 26, 1985

Mr. Michael McNamara
Executive Director
Douglas County Development Assoc.
1213 Tower Avenue
Superior, WI 54880

Dear Mike;

Attached is the information you requested on employment levels
in Douglas County. The information demonstrates the dramatic
decline in area employment since 1979. That year (1979) was
chosen for comparison as itwaspre-recessionary and one of
relative economic stability throughout the State.

Major losses have occurred in manufacturing and in particular in
those industries involved in production of nonelectric machinery,
transportation equipment, apparel and food products. In addition,
severe losses have occurred in construction, wholesale trade,
transportation and service industries.

Please note that this information (wage and salary data) estimates
employment by place of work. That is, it describes employment
levels of Douglas County employers. It is based on a monthly
survey of area employers and estimates are subject to a small
sampling error. The data does not include self-employed, unpaid
family or agricultural workers. As data can only be published
if there are three or more employers in a given industry, some
manufacturing employment levels are combined in an "All Other"
category. Should you find it necessary to determine exact employ-
ment levels for these industries I will be happy to pursue it for
you.

In addition, Mike, we have recently received preliminary unemploy-
ment estimates for the month of June. Douglas County continues
to have a substantially higher jobless rate than the State as a
whole. Douglas County's rate for June is 11.5% (compared to a
State rate of 6.5%) and ranks fourth among Wisconsin counties.
Only Menominee, Sawyer and Forest Counties have higher jobless
rates for the month of June.

I hope this information is helpful to you and please feel free to
call if you need clarification or any additional information.

Sierely,

agh C len, Labor Market Analyst
'Lake Supe ior District
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DOUGLAS COUNTY

NON-FARM WAGE AND SALARY EMPLOYMENT

- BY INDUSTRY -

TOTAL WAGE & SALARY EMPLOYMENT:

I. MANUFACTURING

A. Durable Goods

-Lumber & Wood Products
-Stone, Clay & Glass
-Fabricated Metal Products
-Nonelectric Machinery

* -All Other - includes Primary Metal
Industries, Electric Machinery, &
Transportation Equipment

B. Nondurable Goods

-Food & Kindred Products
-Printing, Publishing & Allied Prod.

* -All Other - includes Apparel,
Chemical & Allied Products, Petro-
leum Refining & Related, & Rubber
& Misc. Plastics

II. AGRICULTURE, FORESTRY & FISHERIES

III. CONTRACT CONSTRUCTION

IV. TRANSPORTATION, COMMUNICATION, GAS,
ELECTRIC AND SANITARY SERVICES

V. TRADE

A. Wholesale

B. Retail

VI. FINANCE, INSURANCE, 6 REAL ESTATE

VII. SERVICES AND MISC.

VIII.GOVERNMENT

EMP.
1979 1984 CHANGE

15,300 13,100 -2,213

1,920 1,050 -868

1,200 660 -541

240 250 + 10
60 60 - 7

120 100 - 24
380 200 -178
400 60 -342

720

330
140
250

390

110
120
160

20 20

580 290

2,540 1,800

4,030

910

3,120

350

2,530

3,320

4,030

820

3,210

360

2,180

3,350

-326

-219
- 19
- 89

+ 2

-292

-739

- 3

- 91

+ 93

+ 9

-359

+ 32

* Underscored industries in All Other Categories represent largestportion
of employment change.

.-NOTE: Totals may not-add due-to rounding; employment change is based on
unrounded figures.

SOURCE: WI Department of Industry, Labor & Human Relation, Labor Market
Information Section.

57-425 680



388

Source: Job Service, State of Wisconsin

One factor used to determine an area's economic situation is

the number of people who are Looking for work but are unable to

find it. Douglas County has historically maintained a high rate

of unemployment compared to Wisconsin and the nation. This

continues to be the case, and in fact, in recent years the gap

has widened. The year-to-date average for Douglas County is

10.6% compared to an average of 7.4% for Wisconsin. Average

annual rates for the area have been as high as 13.6% in 1982 and

14.1% in 1983. Monthly rates have gone as high as 20.3% in 1983.

Although the rate for Douglas County dropped to 9.6% in 1984

(the first time it's been below 10.0% since 1980), it is also

important to consider that the unemployment rate is based on what

is measured to be the "Labor force." It has been of considerable

concern in this area that the Labor force has declined. WhiLe

this may partially be due to people Leaving the area, it is

Likely that it is also a result of people giving up their search

for employment. An estimated 1,900 Less people were considered

in the Labor force in 1984 than in 1979. Although there is no

way of actually measuring the number of discouraged job seekers,

consider the following: If these 1,900 people were considered

sti Ll in the Labor force, and therefore, among the unemployed,

the unemployment rate for 1984 would be 18.3% rather than 9.6%.

In addition to a high unemployment rate, it is important to

note that the number of people counted among the employed in the
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area has dropped considerably. According to the U. S. Bureau of

Labor Statistics, approximately 2,500 fewer people were employed

in 1984 than in 1979. This continues to be the situation in

1985. In May of 1984, 16,500 people were estimated to be

employed in the county; in May of 1985, 15,700 people were

employed. That is 800 fewer people working in May of this year

than in May of last year.

In addition to unemployment statistics, a second way of

monitoring economic trends is by analyzing trends of "non-farm

wage and salary employment." This information monitors

employment levels of county employers and is based on a monthly

survey.

Wage and salary positions have declined by approximately

2,200 from 1979 to 1984, and preliminary figures indicate the

decline has continued into 1985. Estimates for May, 1985

employment are the lowest in the last ten years.

According to this wage and salary data, declines in

employment largely have been in manufacturing, transportation,

construction and wholesale trade (i.e., grain elevators).

Declines from 1979 include - 868 manufacturing, 292 construction

jobs, 799 in transportation, and 359 in service-related industry.

These industries are traditionally the industries that supply

full-time and highly-paid positions. On the other hand, what

little growth we have experienced in area industries has been in

those that support part-time and very low-paying jobs (i.e.,

retail sales, restaurants).

AFDC-U cases in Douglas County have increased sharply since

1979 (AFDC-U household with two parents present):

1979 - 81

1980 - 122

1981 - 192

1982 - 267

1983 - 429

1984 - 461

This means it has increased 469% since 1979.



..fUK IIPM..E alk 1- a.-AItS

CIVILIAN LABOR FORCE EMPLOYMENT UNEMPLOYMENT UNEMPLOYMENT RATE

COUNTY JUNE I MAY JUNE JUNE MAY JUNE JUNE MAY NE MAY 1 JUNE

85 1985 1984 1985 1985 1984 1985 1985 1984 1985 1985 1984

ASYLASD 7,10 7,1001 7.80C 6,500 6,500. 7,10 570 610 630 8.O 8.6 8.2

BAYFIELD 5,00' 4,800 5,10 4,500 4,3001 4,50 500 530 560 10.1 10.9' 10.9

BURNETT 6,o0o 6,000!i 6,30 5,600 5,6001 5.90 350 390 470 5.9 6.5 7.4

DOUGLAS A17,20 17,200. 18,80 15,300 15,700, 16,90 1,900 1,590 1.910 11.1 9.2 10.1

I RON 2,600 2,500 2.80] 2,300 2,200i 2,50 230 250 270 9.1 10.21 9.4

PRICE 7,70q I7600 7,20C 7,100 6,900i 6,701 590 650 550 7.7 8.61 7.6

RUSK 6,60C4 6.800 6,800 6,100 6,300| 6.301 470 480 560 7.2 7.01 8.2

SAWYER 5,504 5,400 5,400j4.900i 4,800 4.70 650 640 690 11.7 1r.7 12.8

TAYLOR 9.4 9,500 9,80c 8.700. 8,700 8,90 760 780 870 8.1i 8.2 8.9

I l l . i
MASHBURN 5.30 5,200, 5.60I 4,9001 4,800 5,10 400 430 520 7.5- 8.2 9.3

N.W. SDA 7230i 72,100 75,700 j65,900j65,800 68,700 6,400 1 6,300 7,000 8.9 8.8 9.3

6.5 U.S. R'TE: 7 5

C4
to

WISCONSIN RA\TE:
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EXHIBIT III



: A .N or h1and report Nwss-Tribune & JHrald.,.Thursday, July 25. 1985, , .

.Nunuder e arg par.reneeproposal
BY AL MILLER Peace) tonnage we receive now on the lakes." fair to the Great Lakes. And freeing other cx-
Staff writer . U.S. ocean ships rarely pick up cargoes on port programs from the cargo preference re-

A plan to Increase the shipping subsidy for the lakes because of high costs. Reserving quirements probably wouldn't help Duluth, he
U.S. food donations overseas could cut deeply more aid cargoes for those ships would reduce said.
into exports at Duluth's public marine terminal the amount that lake ports could seek, Johnson "We don't receive much tonnage under

- and other Great Lakes ports. said. these other programs," Johnson said. "They
Several agriculture and maritime groups in Food for Peace shipments normally corm- usually buy the cheaper wheats from Gulf and

Washington, D.C., have agreed to boost from pirise 30 to 40 percent of all cargo handled at West Coast ports."
50 percent to 75 percent the proportion of Food the Duluth Port Ternminal. Those shipments The cargo preference agreement has been
for Peace cargoes that must be carried aboard provide considerable work for longshoremen drafted in the form of a bill, but It has not been
U.S.-flag ships, according to the Associated and generate the most money per ton for the submitted to Congress. If It is submitted, it will
Press. city's economy., face opposition from federal agriculture offi-

The requirement, known as cargo prefer- Two years ago, the terminal shipped about cdals and some farm and shipping groups.
ence. is a subsidy provided to U.S. merchant 28,000 tons of Food for Peace cargoes. That The U.S. Department of Agriculture wants
ships to help them stay in business. The subsi- amount has fallen sharply since then, however. to keep the 50 percent share on cargo prefer-
dies are needed because higher operating costs So far this year, the terminal has handled about ence and exempt only one export program,
make US. ships uncompetitive with vessels 9,000 tons. said Tom Kay, a deputy undersecretary.
from many other countries. Under the plan being discussed in Washing- The MaritirneAdministration, which admin-

Duluth port officials say Increasing the car- ton, the U.S. maritime industry would be guar- isters the cargo preference act, has not taken a
go preference requirements would slash the anteed 75 percent of the nation's Food, for stand on the changes proposed. If changes are
amount of Food for Peace cargoes available to Peace shipments. Currently, U.S. vessels are made, they would have to come from Congress
Great Lakes ports. guaranteed only half those shipments. and not administration officlals, said Gary

' That rule change would really put us at a In return for a bigger share of the aid car- Misch. assistant administrator for marketing.
disadvantage on the Great Lakes," said Al goes, the maritime Industry would allow other Legislation concerning the cargo preference
Johnson, director of international trade for the farm export programs to be exempt from the act is being handled through the office of Sen.
Seaway Port Authority of Duluth. "It could cargo preference requirements. Robert Dole, R-Kan. Aides to the senator
take away another 25 percent of the (Food for But Johnson said that trade-off wouldn't be couldn't be reached for comment Wednesday.
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EXHIBIT IV



Port's storage grain termed
'by-product' of real problem

By DICK PEROY Twin Ports elevatorn Ls only a "by-product of those ways. possibility of being forced to virtually close
Amddastaodito r of the rul problem," according to an of. Thames, asked about rumors thbt the down.Slumping grain traffic and tbe volume of ficiai of one of the major grain elevator slorage operations would result in layoffs. He said Harvest States, like other ros-

federal surplus grain stored in elevators in firms in the port. said be did not expect any reduction in panies handling grain moving through theSuperior &ad Duloth are taking their toD in The real problem is the tact tat grain employment because of the torag gi port, has been "looking for the most defiwaterbrontactivityirtheTinPort ns't moving became bere isn't a decent If tbere are any significant reductions he dent ways to move grain" when asbed it
tea n sktps bere for grain cargoes are price for it, sid Johb Thames, vice presi- said. it would be because of the decline in the firm has made arrangements withbecoming rareand shipment1groinby dent for employee relations, Harvest States the overall grain shipping bosiness. oler Twin Poets companies to reeineUS. lbeetolower Grat take ports hbs Cooperatves, St. Past. The company Income from storing government groin, store and ship grain for it.lapered off to little or notbing. Canadian' operates t(e massive elevator comples in be sid. helps offset fined costs and in (hat Maritime observers say Harvest States

lakers normally seen thistinme of year mov. Scperior formerly keowo as Farmers' my serves as abufer to layoffs. Thames inSuperiorand Cargill. for., in Duloth baveilg grain from tbe Twin Ports to St. UnionGrainTerminalAssociation. said (be Harvest Slates work force in bes the TWin Ports leader in groin rtawrmnce River ports for trans-hipment to The "root problem," Thames said, is (be Superior numbers about S0 employees "not shipments this year. Several grain vsworld markets am virtually non-existent so "por enport business -uantI it gets better on layoff." although some of tbe employees elevators bave bad very little traffic (bis z CADfar during tse 10 navigation season. we and other elevator operators hbae to oraybeanvanation. year. Traffic figures of (betudividual firms a
But. bhe more tboa 25 million bushels of lxk at ways to cut our overbead" and stor- Without the storage grain, bhe said, the are not divulged.

Commodity Credit Corp. grain piling up in ing the government grain appears to be one company would be concerned about (he Thames sid t(e Harvest States elevators
In Superior contain abouel 2 millino onbushe
of (be government grain -of a nloal storage r
capacity of about 18 million bushela.

That's almost one-hall of tbe tobl of 25
million bushdes of CCC grain stored In
Soperior and Duluth elevators whcb hbve a
ntoL storage capacity of abeut 7 nmillion

The depressed prices, he sid (other bushels
sources hbve cited (be strong U.S. dollar as Olther than the 2' million bushels of CCC
a major factor in the dw/indiing gnin traf. grain in Twin Ports elevators as of July 1tfic througb (he Twin Ports) bave made the contents included only another five Felevator opeNraions difficult and hbve made million busliels, indirative of (he low levelit prudent to enter the storage grain pro of commodities moving tbrougb Superior igram. and Duluth. The 2.i-niron-bushel figure

Thames said Harvest Slates is . Bso ui about I million bushe morem than
business to move grain and will make of- (be stnorage grain level in (be Twin Ports in
forts to remain as flexible as possible witb nad-July of 19tf.
its storage operations to coninue (bat Thames sid (he 12-milion-bushhe figure
business. or Harvest Stoles may be more (ban nor-
* Harvest Stoles, he said hs been "look, malt but he added "vinually al of theUl to ry todo all be speciaty business* operatos" ob "s in elevatlo lr e ant inCon to put our people to work, but that h5 Ports h ove 'signiranm y large Twiount innot ben a consistent marke" storage -jot about everybody -but (hat in

not abnormal in (be given situation becanse
pnres in (e exnport grain market are ao
horrible."



News-Tribune & Herald. Thursday. July 25. 1985

Grain shipments
decline sharply
BY AL MlLER and grain miMers in the Twin
Staff writer Ports. In Thunder Bay, grain ban-

A severe decline In grain ship- dlers report a 30 percent drop in
ments continues to batter Lake Su- jobs.
perior's grain ports, according to Reasons for the decline vary.
port officials. Duluth port officials blame the

Grain exports through Duluth- high value of the dollar for dis-
Superior are 13 million bushels be- couraging foreign countries from
hind last year's pace while domes- buying American grain.
tic shipments trail by 3.5 million Thunder Bay officials blame
bushels, according to the Minne- their downturn on a worldwide
apolis Grain Exchange. glut of grain and a production drop

Over the last month, only one or stemming from last year's drought
:two ships a week have left the in Canada's grain region. Adding
Twin Ports carrying grain. That to the problem is the strength of
figure Is unusually low even for the Canadian dollar, they say.
the ports' sluggish summer The drop in gral shipments has
months. led to an overall decline in cargo

In Thunder Bay, Canada's sec- handled in the Twin Ports this
ond busiest port., grain shipments year.
tral last year's pace by 2.5 million Through the end of June, a total
metric tons. Port officials expect a of 8.8 million metric tons of cargo
30 to 40 percent drop in grain car- had moved through the port. Last
goes by the end of the year. year. 9.1 million metric tons had
* Thunder Bay normally handles been shipped during the same peri-

two or three grain ships each day. od. A metric ton equals 2,204
This year the port is averaging one pounds.
vessel a day, said Don Trost. man- Coal shipments totaled 1.8 mil-
ager of the Saskatchewan Wheat lion tons, slightly behind last
Pool elevators in Thunder Bay. year's pace. Iron ore shipments

The drop In shipments has were 5.6 million tons, about
meant less work for longshoremen 500.000 tons ahead of last year.

. *
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Draft of
Final Feasibility Report and,
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) North Central Division
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SYLLABUS

The Great Lakes - St. Lawrence Seaway commercial navigation system

serves the heartland of the United States and Canada providing a maximum

safe vessel draft of 25-1/2 feet at Low Water Datum. It is anticipated

that unless modifications are made to the existing navigation system,

some amount of waterborne commerce would not be able to be serviced in

the future.

The study was authorized by two resolutions of the U. S. Senate

Committee on Public Works in 1969 and 1976, to determine the advisability

of further improvements in the Great Lakes Connecting Channels and Harbors

in the interest of present and prospective deep-draft commercial navigation.

An interim report was prepared in partial response to these resolutions.

The Final Interim Feasibility Report and Environmental Impact Statement

was completed in March 1985 and is presently under Washington level review.

The Interim Report identifies the problems, needs, and opportunities related

to the existing U. S. locks at the St. Marys Falls Canal, and recommends

construction of a new large lock designed to accommodate all vessel sizes

in the current U. S. Great Lakes fleet. The problems and needs identified,

and the proposed recommendations in the draft Final Feasibility Report and

Environmental Impact Statement (EIS) are independent from those addressed

in the March 1985 Final Interim Feasibility Report.

The alternative plans formulated and analyzed in the draft Final Report

and EIS were: deepening the upper St. Marys River and Lake Superior harbors,

modifying seven Great Lakes harbors to accommodate 1,000-foot long by 105-foot

wide vessels at the existing system-wide 25-1/2 foot safe vessel draft at Low

Water Datum; and deepening five southern Lake Michigan commercial harbors to

permit increased drafts on intra-Lake Michigan transits.

The proposed recommended plan contains the following elements:
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a. Deepen portions of the upper St. Marys River and Duluth-Superior

Harbor as necessary to permit a maximum safe vessel draft of 26-1/2 feet

at Low Water Datum (LWD).

b. Dispose of the estimated 440,000 cubic yards of dredged materials

from the upper St. Marys River in the least costly, environmentally acceptable

manner by placing it at the Mission Deepwater site. The disposal would be

staged so that the sandstone would be placed in the Deepwater Site last.

c. Dispose of the dredge material from Duluth-Superior Harbor in the

least costly, environmentally acceptable manner as follows: Dispose of the

estimated 660,000 cubic yards of dredged materials from the Cross and South

Channel, West Gate Basin, East Gate Basin, Duluth Harbor Basin Northern and

Southern Sections, and the Duluth Ship Canal by placing it in the Hearding

and 21st Avenue deep holes. Dispose of the estimated 220,000 cubic yards

of dredged materials from the Superior Harbor Basin and Entry Channel by

placing it at the Itasca Upland site.

The estimated first cost of the proposed recommended plan is $11,104,000.

Estimated average benefits resulting from the plan are $15,041,000 and the

estimated average annual cost is $1,015,000. The resulting benefit-to-cost

ratio is 14.8.
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MR. DAVID VAN BRUNDT
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MR. DAVID VANBRDWT: Good evening. I'm David VanBrunt,
General Manager of Cperations with USS Great Lakes Fleet, Inc. here in
Duluth.

It's well know that the domestic steel industry, a prime user
of my canpany's service, uses the Great Lakes waterway system for the
transport of a major portion of its basic raw material needs. The
econany of the heartland of the United States is strongly influenced
both directly and indirectly by the viability of this steel industry.
Every possible technique for improving the steel industry's position in
the world steel market muist be explored simultaneously by industry,
labor and government. I

Studies that have been developed by all three of these entities
reveal there is a tremendous surplus of low-priced, and in many cases
foreign government subsidized, iron ore available, even to the steel
mills located in the heartlands of Aterica.

Our vessel officers see foreign ore caning up the Mississippi
River and discharging right alongside our ships at many of the ports on
the Great Lakes.

The continued existence of the Great Lakes Merchant Marine, as
well as the regional iron ore industry in Minnesota and Upper Michigan,
is directly linked to the coapetitive delivery of iron ore to the domestic
steel mills and receiving docks along the lower Great Lakes.

The report that we're here discussing tonight indicates that
we're losing in this world steel market battle. It reviews population
decreases in the heartland, reductions in the number of young people
that are staying around in the heartland parts of the United States.
It's kind of depressing for those of us who are intimately involved in
the steel industry. But, we truly believe that we are fighting back,
and we are starting to cone back in that battle.

Daily you're reading of concessions made by labor organizations.
You're daily hearing bits of good news, such as this report that we're
reading and reviewing here tonight. It's trying to give us a chance to
fight back in that world econcrny.

In order for our fleet and the other fleets on the Great Lakes
to survive in this very competitive world market, we are constantly
exploring every alternative to potentially increase the productivity of
our ships. Every minute of time on these large vessels is accounted
for, even to the extent of minimizing the time fran when Dooring lines
are placed on the dock until the ore is flowing into the hatches.

Our loading methods and drafts are closely D nitored to assure
that the absolute maximum productivity for each ship is gained on each
trip. In every fleet there's one individual that has the same task that
I have up here in Duluth, and that's determining how deep do we load the
boats each day as we head down to the Soo Locks. It's an interesting
decision, and many people don't realize all the factors that go into it.
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This entire system that we operate our ships on is constrained
by the Soo Loncks and the Duluth harbor. We look at things like whether
or not the boat is going to be down at the Soo in daytime or nighttime.
Daytime makes the deck warm. A warm deck up above and a cold bottan
down below the water makes the vessel hog at the two ends. It gets us
closer to the bottom.

We look at when the high and low pressure systems are expected
to move over the Soo. Low pressure systems give us more water on that
end of the lake. We look at every way we can load the boat to make sure
that when he arrives down there, he's absolutely flat.

We calculate fuel burnoff between Duluth and the Soo. We
calculate it down to the fraction of an inch to make sure that when he
gets to the Soo, he's going to be safely able to get over Vidal Shoal.

Productivity increases of only one percent are truly major
breakthroughs in our trade here on the Great Lakes. We have all been
working on vessel productivity for many years, and it is tougher and
tougher to increase the productivity of these ships by even small increments.
The report that we're reviewing tonight will represent an amazing five
percent increase in the productivity of these larger ships!

The deepening of the channel at Vidal Shoal and in through the
Duluth harbor will result in as much as a five percent increase in the
vessels' carrying capacity over an 1800 mile trip, from Duluth down to
Conneaut, Ohio and back to Duluth. We're addressing a dredging of about
ten or eleven miles that is constraining an 1800 mile system.

I point out that this productivity increase will be gained
with only marginal increases in the cost of operating the ships. Maybe
I should use the term negligible, or marginal. We calculate that by
loading the large Class 10 ships, one foot deeper, the decrease in speed
will be about .06 miles per hour. The ship has a given fixed horsepower,
so he's going to continue to operate at, say, 20,000 BHP, or 18,000 BEP,
or whatever the ship was originally designed with. The engine will
continue to put out its full power, and the vessel will slow down only
.06 of a mile per hour.

That will represent in a trip from Duluth to Cbnneaut and back
to Duluth only ten minutes of increased time. That's ten more minutes
of labor and ten more minutes of fuel and ten more minutes of supplies
on board the ship, but 2800 to 2900 more tons of cargo! It is truly a
quantum increase in the productivity of our ships here on the Great
Lakes. We have not seen projects caning through the system that could
compare to this in recent times.

I am not a naval architect. I'm a vessel operator. My next
camnents are close to bordering on naval architect's area of expertise.
We should recognize that the Environmental Impact Statement suggests,
when they list areas of controversy, that there might be a potential for
increased propeller turbulence resulting fran the proposed channel
deepening.
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In the areas to be deepened, I point out that the propeller's
prcoimity or closeness to the bottom on those vessels which will be able
to load one foot deeper, will be identical to the clearance that we are
presently operating under. There won't be any greater turbulence or
scouring of the bottom on those 15 to 20 ships that may be loading
deeper.

I also point out that many of the smaller vessels that will
continue to operate in the trades will not be able to take advantage of.
loading deeper after the dredging, and therefore, will transit the
channels with a greater clearance than they transit it with today,
thereby reducing turbulence from those smller ships.

Furthermore, if we are to carry a given tonnage through the
St. Marys system and deliver it to the lower lakes, that tonnage will
move on fewer trips if we haul more per trip on the large ships. There
will be a net reduction on the total number of ships going through the
system, which should have a positive impact on the turbulence overall.

This deepening project is a very cost effective project and is
probably one of the most beneficial one that has been considered in recent
times as far as relating to the productivity of our Great Lakes Merchant
Marine.

It will yield inrediate productivity increases to the heartland
region, the Great Lakes maritime industry, and the domestic iron mining
industry. USS Great Lakes Fleet, Inc. is very supportive of the general
recommendations and hopes that the Cbrps of Engineers will be able to
proceed as expeditiously as possible as time is so critical to us now in
trying to regain a position in the international steel and iron mining
industry.

Thank you very much.
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Good evening. My name is William Lehman, and I am the

Director of Planning and Port Development for the City of

Superior, Wisconsin.

The testimony that I am offering this evening is on behalf

of both the Mayor and Common Council of the City, as well as the

Superior Board of Harbor Commissioners.

The City of Superior is the major community in the

northwestern section of the State of Wisconsin. Its economy has

historicalLy, and is today, related directly and intensely to the

efficient movement of waterborne commerce through the Great Lakes

and the St. Lawrence Seaway System. In the past the community

has served as a port of destination for products brought into the

Midwestern section of the United States. Today's role is one of

exporting primarily bulk cargoes for both foreign and domestic

consumption. The restrictions on foreign export are primarily

those associated with the physical limitations of the St.

Lawrence Seaway System, and thus, are both difficult and

expensive to modernize.

The proposal before us this evening does not directly

address that foreign market, but rather the improvements which

can be made, and made inexpensively, that would greatly advance

buLk transshipment of natural resource products for consumption

within the lower lakes of the Great Lakes watershed.

In particular, the City of Superior believes that the

implementation of the findings in the Great Lakes Connecting

Channels and Harbors Study would be of great benefit to two

transshipment facilities in Superior, Wisconsin. These are the

Burlington Northern Taconite fazility which is located adjacent



406

to Allouez Bay, which uses the Superior Harbor Basin section of

the harbor; and the Superior Midwest Energy Terminal which is

Located adjacent to St. Louis Bay which uses the following

sections of the harbor -- the South Channel, the West Gate Basin,

the East Gate Basin, and the Duluth Harbor Basin.. The

establishment of a 26.5' static draft in these areas of the

harbor will allow for additional cargo to be emplaced on vessels

using these two transshipment facilities. The additional tonnage

per transit which could be allowed with the completion of this

project would reduce the cost per ton per transit of both western

coal and Minnesota taconite.

The proposed project, as we understand it, would necessitate

the dredging of approximately 660,000 cubic yards of material for

vessels exiting the harbor via the Duluth Ship Canal, and some

220,000 cubic yards of material for vessels exiting the Superior

Entry. The proposed disposal of the material to be dredged would

be accomplished in both an environmentatly-sound and

economically-sane manner. These two general criteria have been

identified through this draft feasibility study.

The use of man-made "deep holes" -- specifically those

holes known as the 21st Avenue West and Hearding holes -- in our

opinion are suitable for disposal of the 660,000 cubic yards of

material to be removed from the Duluth side of the harbor. The

use of the Itasca disposal site for the balance of the material

to be removed is also sound. This opinion is based upon two

general items. First, and very importantly, it has been found

through analysis and review by the U. S. Environmental Protection

Agebcy that the material to be removed has been found suitable
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for the disposal op~tions proposed by the Corps of Engineers.

Secondly, and perhaps equally important, the City of Superior, in

conjunction with the City of Duluth, private port interests and

the Metropolitan Interstate Committee, have evaluated internally

the concept of deep hole filting for dredged material. This

evaluation, funded through grants from the Wisconsin Coastal

Management Program, resulted in the adoption of "deep hotes' as a

disposal option in October of 1983. Part of that 1983 evaluation

consisted of a physical, chemical and biological comparison of

two dredged deep holes and adjacent flats in the St. Louis River

estuary. That evaluation, conducted through the Lake Superior

Basin Studies Center at the University of Minnesota--DuLuth,

showed that the aquatic value of the deep holes from a fishery

standpoint is miniscule in comparison with the shallower natural

river bottom which they abut. Thus, the conclusion is that

fishery value, as an example, could be enhanced through the

filling in of these areas due to additional aquatic habitat being

created.

In summary, it is the firm belief of the City of Superior

that the recommended plan in this Feasibility Report is one which

warrants expeditious implementation by the U. S. Army Corps of

Engineers. Its impact on the local shipping economy is one which

is positive. Its impact on the environment will also be

positive.

I have with me this evening a letter from the Superior

Midwest Energy Terminal and have been asked by Mr. John Ethen to

read it into the record, expressing their support for the

project. That letter is as follows: (Letter read, appended.)

On behalf of the City of Superior, we appreciate the

opportunity to appear this evening. I can assure you that the

Administration is supportive of the proposal. We do believe it

is in the best interests of the Cities of Superior and Duluth

that the project be implemented expeditiously.
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Representative OBEY. Let me be brief with my questions.
No. 1, I have talked about this before but for the record, what is

the estimate of the cost of that harbor deepening project?
Mr. LEHMAN. Including the area of Vida Shoals, around $12 mil-

lion, I believe.
Representative OBEY. How much?
Mr. LEHMAN. $12 million.
Representative OBEY. Extension of the shipping season. You are

talking primarily the extension in order to facilitate the export of
sunflower seeds?

Mr. LEHMAN. And other grain products coming out of the Mid-
west as result of the fall harvest.

Representative OBEY. As you know, there is a dispute about
whether they ought to go to year-round shipping in the Great
Lakes or a small extension.

What is your expectation about our ability to get people to agree
on a short extension as the alternative?

Mr. LEHMAN. From our perspective, it's feasible. I believe that
people that are in the shipping industry will come to the port be-
cause of the difficulty with access into the seaway system due to
the bridge malfunction. We show the vessels did come in. Vessels
did load. There was that impact on the community, a positive
impact on the community. We are not advocating a 12-month ship-
ping season.

Representative OBEY. My point is some other people are. I am
asking you what your guess is, if you want an alternative to the
status quo, that you will have to unite on what that alternative is
going to be?

We have had people spread all over the lot in terms of how they
wanted to change it. Do you think there is any reasonable prospect
of getting people together on the short extension that you are talk-
ing about?

Mr. LEHMAN. I would hope so. The reason I say that is that with
the overbuilding of transshipment facilities in the area of coal and
taconite, particularly those two, the Port of Superior and the other
facilities can deliver enough product to be used downstream to sat-
isfy their needs. They would not have a reason to, I believe, seek a
12-month season.

The grain commodities on the other side of the coin have always
advocated a season extension. So there should be some degree of
consistency between those two shipping components.

Representative OBEY. It is interesting to note a chart attached to
your statement. Mr. Lehman has given me a chart which shows
what the major economic activity is in each county in Wisconsin. If
you take a look at this congressional district, you will find that 13
of the counties rely principally on manufacturing which is why so
much emphasis has been on manufacturing in these hearings, even
in counties where agriculture is very heavy.

Although this is an agricultural area, agriculture is the domi-
nant activity in only one county in this district, which is Clark
County. You have the service industry which is dominant in Wash-
burn and Sawyer Counties and Douglas is the only one, as Mr.
Lehman has said, which has transportation as the dominant eco-
nomic activity in the area, principally because of the port.
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Mr. LEHMAN. Yes.
Representative OBEY. And there are some railroad operations,

too.
I thank you very much. I hope you catch your plane.
Mr. LEHMAN. Thank you.
A VOICE FROM AUDIENCE. May I ask a question? Have you possi-

bly a record to inform us in regard to the total tons of export in
1984 and the total tons of import in 1984 in that port?

Mr. LEHMAN. In my possession at this time, no, I do not. I can
certainly get that to you.

I can say generally that there is a very small amount of cargo
that comes into either Superior or Duluth from the outside. I
assume that you are talking about a general cargo movement, con-
tainers being the best example.

There are no containers that come into Duluth-Superior. That is
part of the reason why U.S. flag vessels typically do not come into
the port because there is not cargo to transit the distance from
Lake Superior.

Representative OBEY. Thank you.
We were supposed to have Mr. Roger Luce. However, Mr. Luce is

busy unexpectedly on a far more important subject. He has a busi-
ness prospect which might want to be locating in the area. He feels
that he really ought to pay attention to that. I wholeheartedly
agree with him.

His statement will be presented for the record by Mr. Lawrence
Johnston. We have asked each witness to try to confine their re-
marks to, from 7 to 10 minutes. The closer you are to 10 rather
than 7, the less time I will have for questions.

The closer you are to 7, the more time I will have for questions. I
would appreciate it if you could summarize to the best of your abil-
ity and we will put your entire statement into the record. I would
like to begin with Mr. Luce's statement and then go to Mr. Warner
and then we will continue on down the line.

Mr. Johnston, why don't you begin.

STATEMENT OF ROGER LUCE, EXECUTIVE DIRECTOR, MARA-
THON COUNTY ECONOMIC DEVELOPMENT COUNCIL, PRESENT-
ED BY LAWRENCE JOHNSTON
Mr. JOHNSTON. Thank you, Congressman Obey, for the opportuni-

ty to express several of the concerns we have regarding the central
and northern Wisconsin economy.

On March 4, 1985, I began my job as executive director of the
Marathon County Economic Development Council. Four days prior,
Pauly Cheese, a packaging division of Beatrice Companies, Inc., an-
nounced it would close, leaving 57 people without jobs.

At the end of my first week, Connor Forest Industries, Inc., an-
nounced it would be shutting down its cabinet division facility, per-
manently laying off over 100 workers.

Within 30 days, Lemke Cheese closed its factory and within 60
days Marathon County's largest employer, Wausau Insurance, laid
off 240 employees.

I questioned whether it was my arrival in the area, or just more
of the continuing saga of layoffs and plant closings dating back to
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1981 when the Industrial Crane division of JI Case in Schofield
dropped their employment by nearly 1,200. Coupled with the pow-
erful tides of the most recent recession, foreign competition, and
technical change, Marathon County's bellwether industries have
been beaten down.

While there are a number of bright spots, the State's economy
and in particular the north-central Wisconsin economy remains
sluggish. In large part, this is due to the industrial mix of the area
with high concentrations in a number of interest-rate-sensitive in-
dustries which, while beginning to show recovery between 1983 and
1984, still remain well below 1978-79 employment levels.

A survey of 15 manufacturers in the county showed their em-
ployment had dropped from a total of 9,510 jobs in 1978 to 7,014
jobs in 1983. Maintaining the region's employment base has
become the foremost economic development priority among local
units of governments.

As you know much of the north-central Wisconsin economy is re-
source based, particularly as it relates to the lumber and wood
products as well as the recreation tourism industry. The Marathon
County Economic Development Council has been working with the
North Central Wisconsin Regional Planning Commission to address
some of the particular concerns that these industries present to the
State and local units of government.

Within the northern part of the region, annual growth of timber
is more than twice the annual cut according to a recent study by
the U.S. Forest Service and the Wisconsin Department of Natural
Resources. Given the State's historic strength in this area, with
such an abundance of resource, should provide the area with a
competitive advantage for the growth and development of lumber
and wood product firms. Such an abundance of timber should also
provide an opportunity for the export of hardwoods, particularly to
the European market.

Why then are we facing declining employment, recent and poten-
tial closures, and a drastically underutilized resource in this indus-
try? Potential answers lie in several directions.

As is the case with many industries, currently the strength of
the dollar does not encourage the development of what could be a
competitive hardwood export potential. This is particularly true
given the friction for a relatively large number of small producers
to become involved in what they see as a confusing array of paper-
work in establishing and supplying a foreign market. The develop-
ment of a lumber and wood products export trade company may
provide an appropriate vehicle to encourage the development of
this market assuming an ability to be competitively priced in a
world market.

Another factor relating to recent closures of certain lumber and
wood products firms, and a deterrent to developing a foreign
market potential is lack of capital reinvestment. While this region
and the State has seen substantial reinvestment in the pulp and
paper industry, among lumber and wood products firms, this has
not been universally true throughout the region. The recent loss of
a furniture manufacturer was in large measure the result of dated
plant and equipment. The facilities required such a massive recapi-
talization, that even after such investment, if the firm had been
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able to achieve markedly better than industry standards, it would
not have justified such reinvestment.

Also of concern is the area's hospitality and tourism industry.
The recent study compiled by the State of Wisconsin shows sub-
stantial room loss in the resort stock of north and central Wiscon-
sin, in large part due to the aging resort infrastructure.

The study points out that there have been no physical improve-
ments to over 60 percent of the units constructed prior to 1930. As
revenue falls off, there is increasing pressure to convert resort fa-
cilities, many through condominium conversion, or second-seasonal
homes. Conversion of these facilities will result in loss of tourist
volume resulting in revenue and employment loss.

Of potential equal or greater concern is our area's ability to con-
tinually attract a tourist market which is demographically under-
going some major shifts. The bulk of the baby boom population is
currently of prime tourist age. This group has some different char-
acteristics as recreation consumers than did their parents.

They are by and large childless, two-income families. While they,
as were their parents, are attracted by the natural amenities
northern Wisconsin has to offer, they are looking for quality ac-
commodations with such amenities as saunas, whirlpools, racket-
ball courts, et cetera. The number of such facilities in northern
Wisconsin is severely limited.

Will we be able to maintain and enhance this important industry
without the development and upgrading of facilities? Assuring suf-
ficient capital for investment and reinvestment in this industry is
crucial. Given the risks in this business, it is also one of the more
difficult industries for financial institutions to meet capital forma-
tion needs.

Many of the problems I have discussed regarding these two im-
portant sectors of the regional economy revolve around capital for-
mation and, in particular, focus on the unique problems of recapi-
talization.

The recent study completed by the Wisconsin Strategic Develop-
ment Commission underscores businesses' concerns regarding the
adequacy of financial institutions within the State to respond to
their capitalization needs.

We believe a program such as the U.S. Department of Com-
merce's Revolving Loan Fund Program, which allows for the estab-
lishment of a source of capital in a region such as this, could help
alleviate the capital formation problems I briefly discussed.

In the brief time allowed me, I have only touched on two sectors
of the area's economy. I will be forwarding a copy of a report re-
cently completed by North Central Wisconsin Regional Planning
Commission, which discusses area trends, problems, and opportuni-
ties in more detail.

Thank you very much.
I would be more than happy to answer any questions on Mr.

Luce's behalf.
Representative OBEY. Thank you.
Next, Mr. Warner.

57-425 0-86--14
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STATEMENT OF PAUL D. WARNER, DIRECTOR, CENTRAL
WISCONSIN ECONOMIC RESEARCH BUREAU

Mr. WARNER. Representative Obey, I hope you recognize the diffi-
culty for a professor to hold his comments to 7 to 10 minutes.

I am the director of the Central Wisconsin Economic Research
Bureau which is our economic research arm at the University of
Wisconsin, Stevens Point.

We are funded primarily through private sources and so we feel
that this is a small effort in the direction suggested by the Wiscon-
sin Strategic Development Commission of public-private efforts to
get the university system involved in economic issues and economic
development.

We work closely with the university extension, with center cam-
puses, with the Wisconsin Strategic Development Commission
itself, the central Wisconsin PIC and hopefully our expertise will
be of some assistance to public and private decisionmakers.

The topic of my discussion today is on the Marathon County
economy and recent performance in particular. What I have done
is go back and look over the last 15 years and see if we can trace
some common trends through the area and take. a look at the
future developments that can be anticipated.

One of the things that strikes any economist about the Marathon
County economy is the similarity to the State and its economic
makeup. The county is heavily dependent on durable goods manu-
facturing just as the State is, resource-based manufacturing, as Mr.
Johnston pointed out, and dairy production which, of course, is
very important to the Marathon County economy.

Like the State, the county outperformed the United States in the
1970's, both in terms of job generation and in terms of unemploy-
ment rates. However, the 1980's have brought a reversal of that
trend whereas also in the case of the State we have underper-
formed particularly in terms of job generation.

And different from the State, the Marathon County economy has
not dropped below the national unemployment rate, currently
standing at 8.4 percent on a seasonally adjusted basis.

Looking back to the 1970's, it was a period of rapid expansion for
the Marathon County economy. Population grew 14.2 percent
which was more than twice the State rate of growth. The Mara-
thon County unemployment rate bottomed out at 4.5 percent in
1977. This rapid growth was fueled by durable goods manufactur-
ing, manufacturing employment peaked at over 14,000 in 1978, and
also including the lumber industry as a component of durable
goods manufacturing, which very much benefited from the national
housing bill.

Financial services was a strong sector. The agricultural sector
played a key role and all of these trends along with population
growth generated a local housing boom.

The underlying reasons behind this growth was a skilled labor
force, availability of natural resources, and land prices which were
attractive for business expansion. I think another factor that is not
often mentioned but was important to the entire region is what de-
mographers call the population turnaround.
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The population turnaround involved movement of individuals
from metropolitan areas into nonmetropolitan areas. Over the
course of a decade nonmetropolitan areas grew 1.34 percent per
annum while metropolitan areas grew 1 percent. This reversed a
trend throughout the 20th century.

The reasons for it, besides the economic reasons I suggested in
terms of lower cost production, were lower crime rates, shorter
commuter times, better access to natural amenities and simply
better community life. All of these are oftentimes summarized in
the phrase "a higher quality of life."

I think it is also worth noting that before we moved into the
1980's that there were a number of problems in the 1970's. In hind-
sight we think of that time locally as one of rapid growth. It was.
But there are also the problems of high energy prices which, of
course, hurt this area more than other areas because of our severe
winters. And rapid inflation added a great deal of uncertainty to
local decisionmakers just as it did on the national level.

In the 1980's, things have changed considerably. On the cyclical
level the recession of 1980 and, of course, the very severe 1981-82
recession have hurt the local economy hard. If you combine these
cyclical pressures with structural changes, we have had a great
deal of difficulty within the local economy. It has greatly slowed
the rate of economic growth in Marathon County.

These forces combine to significantly reduce manufacturing jobs,
which have dropped by about 2,500 since the peak in 1978. The rate
of population growth has slowed to eight-tenths of 1 percent be-
tween 1980 and 1984 and preliminary estimates indicate that
1985's population will be less than 1984's population.

There were a number of sectors that were hit very hard by the
recession. The lumber industry, very dependent on housing. Non-
electrical machinery and fabricated metals also saw sharp drops in
employment. These rippled through the local economy affecting
retail trade in the service sectors.

The Marathon County unemployment rate peaked at 16.1 per-
cent on a seasonally unadjusted basis in January of 1983.

Beginning in 1983, the economic expansion began in our area
and Marathon County begins or tends to reflect national trends
much more rapidly than does the rest of our region. The expansion
began and was fueled by the Wausau downtown redevelopment
project. Retail trade employment grew 15.2 percent in Marathon
County between June of 1983 and this past June.

Manufacturing jobs have increased by roughly 600 since the
depth of the recession, going back to January of 1983. The unem-
ployment rate has dropped below 9 percent. It is currently at 8.4
percent. One of the things that has been of concern to us is the fact
that even though unemployment has continued to fall, we are not
seeing a corresponding increase in employment in the local econo-
my.

Employment, in fact, has dropped 2.2 percent in the past year. Of
course, this reflects the difficulties associated with the plant clos-
ings that Mr. Johnston mentioned.

Structural change is also important to the local economy and
unlike the 1970's, structural change has worked to the detriment of
the Marathon County economy rather than to the benefit. Of
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course, structural change has been very important in the agricul-
tural sector and let's remember that agriculture also is reflected in
manufacturing.

For example, the farm equipment production industry has been
hurt very much by a weak agriculture sector and food processing is
also dependent on agriculture.

The dairy industry has been affected by reductions in price sup-
ports and also by the national problems of higher real interest
rates and declining wealth, which have resulted from falling land
prices.

Our durable goods sector in the area has been damaged by for-
eign competition which has either forced them to retrench in terms
of output or to substitute capital for labor to remain competitive.
The property and casualty insurance industry has been affected by
disinflation and also, of course, by deregulation. That has resulted
in some of the local problems that we have had. I think it is rea-
sonable to expect these structural problems to continue.

We are seeing some signs of some improvement in cyclical condi-
tions, but from the point of view of structural problems, it is un-
likely that these problems will go away in the near future. But I
think it is important to recognize there are a number of positive
factors to look at.

I would like to list those, because I think they are also similar to
some of the points that Bob Milbourne raised about the State as a
whole.

One of the very favorable factors that we see is what led to the
population turnaround in the 1970's still very much in existence,
and that is the high quality of life in Marathon County. Among
Marathon County's positive features include low crime rates,
family stability, and recreation facilities. We should continue to
make the county attractive to immigrants. An abundance of skilled
labor-while manufacturing is declining as an employer, it is es-
sential for manufacturing to regain a competitive advantage that
we have skilled labor available. I think that this very much is in
tune with the Wisconsin quality thing.

Community cooperation-the public and private sectors of Mara-
thon County have along history of working closely together to solve
problems. Marathon County and particularly the Wausau area does
have an advantage of location on a local regional basis. Although
Marathon County population has not grown rapidly, a number of
counties in the region have, including Portage County. Wausau re-
mains the trade and financial center of the north-central Wiscon-
sin region. This role will continue to bring in income to Marathon
County residents.

There are well-developed educational facilities, of course, which
we are sitting in one of them right now. Primary and secondary
and higher education facilities compare well with other regions and
of particular importance is the respected North-Central Technical
Institute, which should play a key role in providing the labor skills
that will be needed to counter these structural changes in the econ-
omy.

Finally-I think this is a point that you made earlier-improving
transportation facilities I think improves the prospects of economic
development in the region. The completion of a four-lane, north-
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south route from Madison to Wausau will encourage economic de-
velopment, particularly helping the tourist industry, and improve-
ment of the east-west transportation system between Green Bay
and Eau Claire will also aid growth.

Thank vou.
Representative OBEY. Thank you, Mr. Warner.
[The prepared statement of Mr. Warner, together with attach-

ments, follows:]
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PREPARED STATEMENT OF PAUL D. WARNER

Summary

This testimony traces the Marathon County economic

performance over the past fifteen years and discusses factors

which shape the outlook. Marathon County experienced a period

of rapid economic and population growth during the 1970's.

This expansion was fueled by growing manufacturing, agricul-

tural and financial service sectors. The severe recessions

of the early 1980's combined with structural change to stifle

economic growth. Although structural change will continue to

create difficulties for the local economy for years to come,

a number of positive forces provide the basis for an optimistic

long term outlook.
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Profile

The Central Wisconsin Economic
Research Bureau

Mission: The Central Wisconsin Economic Research Bureau, founded
in 1983, represents a cooperative effort between the
University of Wisconsin-Stevens Point and the communities
of Central Wisconsin. The Bureau is designed to utilize
the expertise available at UW-SP to interpret and
disseminate information relevant to public and private
decision-makers in Central Wisconsin. The goal of the
Bureau and its sponsors is to assist in the development
of the Central Wisconsin economy, and help ensure the
prosperity of the region's residents.

Activities: 1. Analysis of short term cyclical patterns in the
Central Wisconsin economy. Information is provided
to the public through the:

a. Stevens Point Area Economic Indicator Report
(released quarterly)

b. Wausau Area Economic Indicator Report (released
quarterly)

c. Wisconsin Rapids Economic Indicator Report
(released quarterly)

2. Analysis of economic issues relevant to the region.
Special reports, prepared by UW-SP faculty members,
are included in the quarterly indicator reports.

3. Assistance to the public sector for specific projects.

4. Assistance to the private sector for specific projects.

Organizations
Served: 1. Division of Business and Economics, University of

Wisconsin-Stevens Point

2. Central Wisconsin Small Business Development Center

3. Central Wisconsin Private Industry Council

4. Wisconsin Strategic Development Commission
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Funding Sources:

Director:

Head, Division
0f Busines~sand
Economics:

5. Regional Professional Organizations

6. Individual Firms

7. General Public through the availability of public
materials

Funding is provided on an annual basis by:

1. First National Bank of Stevens Point

2. First American National Bank of Wausau

3. First National Bank of Wisconsin Rapids

Additional support is provided by the University of
Wisconsin-Stevens Point and through the provision of
specific services on a contractural basis.

Paul D. Warner, Ph.D., was appointed Director of the
Central Wisconsin Economic Research Bureau when it
was founded. Warner also serves as an Assistant
Professor of Economics in the Division of Business
and Economics at the University of Wisconsin-Stevens
Point.
715-346-2537

Richard B. Judy, Carl N. Jacobs Professor of
Business.
715-346-2728
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Recent Performance of the
Marathon County Economy

Introduction

In many ways the. fortunes of the Marathon County economy mirror
those of the state. The structure of the county economy with its depend-
ence on durable goods manufacturing, resource based manufacturing and
the dairy industry is similar to Wisconsin as a whole. Consequently,
the performance of the Wausau area economy reflects the ups and downs
experienced by the state. The 1970's was a period of solid growth,
particularly in manufacturing and agriculture for both the state and
the county. The 1980's, with its accompanying recessions and structural
change, has brought considerably more economic difficulties for Wisconsin
and Marathon County. This testimony examines local economic trends over
the past fifteen years and concludes with a discussion of the long term
outlook.

The 1970's

The 1970's was a period of rapid expansion for Marathon County and
the Central Wisconsin region. The county attracted a strong flow of
in-migrants, particularly from other parts of the state. Population in
Marathon County rose 14.2% during the decade, more than twice the state
growth rate of 6.5%. In spite of the rapidly growing local economy,
the Marathon County unemployment rate remained slightly above the
Wisconsin level but well below the national average. The Marathon
County unemployment rate reached its decade low of 4.5% (annual average)
in 1977.

The rapid expansion of the 1970's was fueled by strong growth in
the manufacturing and financial service sectors. Employment opportuni-
ties in these industries attracted new residents to the area which in
turn triggered payroll expansion in retail trade and services. Rapid
population growth also led to a housing construction boom during the
decade. The local expansion was further supported by a strong agricul-
ture sector.

Relatively low land prices, a skilled labor force and
abundant natural resources were the keys to attracting firms into
the area, but there is considerable evidence that another factor
was at work as well. Demographers have labeled the 1970's the
decade of the "population turnaround." Population grew at an
annual average rate of 1.0% in metropolitan areas and 1.34% in
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nonmetropolitan areas between 1970 and 1980, reversing a well established

trend. Factors such as lower crime rates, less pollution, shorter com-

muter time and greater access to natural amenities combined with lower

cost production to cause this migration pattern reversal. Marathon County

and the North Central Wisconsin region clearly benefitted from this
national trend.

In retrospect, the 1970's appears to be a period of economic prosper-

ity for Marathon County. However, to keep the decade in proper perspective

it is important to recall the economic problems of the time. Rapid

inflation caused considerable uncertainty for local wage earners, house-

holds and portfolio managers, just as it did nationally. Moreover, North

Central Wisconsin was disproportionately affected by the energy price

surges of the decade.

1980's

The decade began with a short but sharp recession in the summer of

1980 followed by the severe 1981-82 recession. The Marathon County

economy was hit hard by both cyclical downturns. The county has also

been adversely affected by structural shifts taking place in the national

economy. These forces combined to pushthe county unemployment rate to

16.1% in January of 1983 (seasonally unadjusted).

The Wausau area's important durable goods manufacturing industries,

always sensitive to the business cycle, were forced into large employment

reductions. The weak national housing market was particularly harmful

to the region's large lumber and wood products industry. The local

economy's sensitivity to the business cycle became painfully apparent
during this period.

The strong economic recovery of 1983-84 did bring relief to the local
economy. Unemployment dropped below 9%, 600 manufacturing jobs were
regained during the two years and construction activity surged. The local
expansion was greatly assisted by the Wausau downtown redevelopment project,

which initially created a large number of construction jobs and since

completion has expanded retail trade payrolls. Retail trade employment

climbed 15.2% in the county between June 1983 and June 1985. However, the

economic expansion, rocked by local plant closings, has dissipated in

the past year. Although the county unemployment, rate has continued to

fall, the level of employment is below a year ago. Similar to the nation,

Marathon County growth since mid-1984 has been negligible.

The 1980's has also been a period of rapid structural change for the

U.S. economy. Although it is difficult to distinguish between cyclical

and structural economic trends, changing migration patterns, production

techniques and government policies are clearly redefining the long term

economic role of many communities and entire regions. Unlike the 1970's,

these long term trends have had a largely negative impact on the Marathon
County economy.
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Structural problems in the dairy industry have severely slowed
income growth in the county. Since Marathon County agriculture largely
consists of dairy production, reductions in dairy price supports have
caused major transitional problems. The county's large agriculture
sector has also been set back by the industry's well-known national
problems. High real interest rates and falling land values have
severely strained the financial position of local farmers.

Two of the county's major sectors have also been weakened by struc-
tural change. Durable goods manufacturing industries (electrical and
nonelectrical machinery, fabricated metal products and lumber) have been
slowed by international competition and forced into retrenchment or the
substitution of capital for labor to cut costs. The Wausau area's once
strong farm equipment manufacturing industry is another casualty of the
weak national agriculture sector.

The financial services industry is currently in a period of transi-
tion. Deregulation and disinflation are fostering a period of structural
change in the industry. These uncertainties have become particularly
troublesome for the county's crucial property and casualty insurance
industry.

Outlook

The past five years have presented many difficult economic problems
for the residents of Marathon County. Many of the area's growth indus-
tries leveled off or retrenched during the first half of the decade.
Some of these industries are unlikely to ever achieve the employment
levels recorded in 1979. These dislocations have acted to virtually
halt population growth in the county. Population increased only .8%
between 1980 and 1984. Employment growth has also leveled off.

Although these trends are likely to continue for the next several
years, there are a number of factors which make the county's long run
economic outlook favorable. These factors include:

1. a high quality of life. Many of Marathon County's positive
features which attracted residents in the 1970's remain.
These amenities include low crime rates, family stability
and recreation facilities;

2. an abundance of skilled labor. The Wausau area has a large
number of skilled manufacturing workers available. These
workers are crucial to the revival of a competitive manu-
facturing sector;

3. community cooperation. The public and private sectors of
Marathon County have a long history of working closely to
solve local problems;

4. location. Although Marathon County population has not grown
rapidly during the 1980's, a number of counties in the region
have. Wausau remains the trade and financial center of the
North Central Wisconsin region. This role will generate
income for the residents of Marathon County;

5. well developed educational facilities. Primary, secondary
and higher education facilities compare well with other regions.
Of particular importance is the respected North Central
Technical Institute which should play a key role in-providing
labor skills for a changing regional economy.

6. improving transportation facilities. The completion of a
four lane north-south route from Madison to Wausau will encour-
age economic development. Improvement of the east-west trans-
portation system between Green Bay and Eau Claire will also aid
growth.



EMPLOYMENT SHARE BY MAJOR INDUSTRY IN CENTRAL WISCONSIN

(thousands)

Total Employment
Services

% of Total

Trade

% of Total

Financial Services

% of Total

Government

% of Total

Manufacturi ng

% of Total

Paper

% of Total

Lumber

% of Total

Food Processing

% of Total

Machinery

% of Total

1975
Wood Portage Marathon

27.5 22.0 42.2

5.5 1.9 4.7
20.0% 8.6% 11.1%

5.2

18.9%

.5

1 .8%

3.6

13.1%

9.8

35.6%

S.4

19.6%

1.1

4.0%

.6

2.2%

3. 3

15.0%

2.0

9.1%

3.7

16.8%

2.9

13.2%

.8

3.6%

.2

.9%

.8

3.6%

6.8
16.1%
2.6
6.2%

4.7
11.1%

11.5

27.3%

2.6
6.2%
2.0
4.7%
1.4
3.36
3.3
7.8%

1984
Wood Portage Marathon

34.0 33.1 51.0

7.1 3.6 7.0
20.9% 10.9% 13.7%
5.5 4.2 10.0

16.2% 12.7% 19.6%

.8 2.8 3.9

2.4% 8.5% 7.6%
3.9 5.2 6.1

11.5% 15.7% 12.0%
9.8 4.5 11.6

28.8% 13.6% 22.7%

5.7 .9 2.6
16.8% 2.7% 5.1%
1.6 .7 2.1
4.8% 2.0% 4.1%
.5 1.5 1.7

1.3% 4.5% 3.3%

--- --- 2.5

4.9%

Sources: Central Wisconsin Economic
Research Bureau and the
Wisconsin Department of
Industry, Labor and Human
Relations
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PERSONAL INCOME IN CENTRAL WISCONSIN

PERCENT CHANGE 1977 - 1982

Personal Income

Farm Income

Nonfarm Income

Construction

Nondurable Goods

Manufacturing

Durable Goods

Manufacturing

Transportation, Comm. and

Public Utilties

Wholesale Trade

Retail Trade

Financial Services

Services

State and Local Government

Consumer Price Index

Wisconsin

60.6
36.2

61.5

5.1

50.7

37.1

Wood
66.0

187.1
63.3

- 2.8

52.1

- 2.4

56.5 109.1

56.2

33.2
58.9
71.1

57.7

42.9

31.2

74.8

89.1

78.8

59.0

Sources: Central Wisconsin Economic
Research Bureau and the
U.S. Department of Commerce
Bureau of Economic Analysis

Portage

68.7

97.0

67.1

7.0

81.6

72.9

67.4

33.6

45.9

76.7

73.6

64.3

Marathon
58.8
51.1
59.2
11.2
30.1

5.0

60.1

72.4
35.2
74.9

65.9
53.2
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Overview

The return of sluggish growth in the first quarter has once again raised fears of an
impending recession (see Table 1). Real GNP grew at a 1.3% annual rate during the first
three months of 1985, raising total output to 3.5% above the year earlier level. The first
quarter figure is particularly disappointing because it follows a solid 4.2% growth rate
achieved the previous quarter. Industrial production was also at a virtual standstill but price
increases remained modest and interest rates declined sharply.

Economists are finding it difficult to interpret the increasingly erratic GNP figures.
The consensus view is that unusual factors are to blame for the irregular quarterly behavior
of the GNP numbers. The huge foreign trade deficit has contributed considerable variability
to GNP throughout the economic expansion. Abnormally slow delivery of income tax
refunds played a part in trimming growth during the first quarter. More fundamentally, the
changing structure of the United States economy suggests that some of the statistical varia-
tions recorded by government data may be illusory.

Regardless of the timing or precise magnitude of the economic slowdown, there is
considerable evidence that the expansion is moving into lower gear. Such a development is
typical for the third year of a cyclical upswing. Most economists feel that the economy is
indeed slowing but few foresee a recession emerging in 1985. In fact, most analysts expect
the second quarter growth rate to bounce back near 4%. The reasons most commonly cited
are falling interest rates, moderate inflation and the arrival of those delayed Internal Revenue
Service refund checks.

Declining interest rates and I.R.S. refund checks are also welcome news to the residents
of Central Wisconsin. The regional economy has clearly slowed in recent months and is in
need of some outside stimulus. The Central Wisconsin economy, like the nation as a whole,
is stronger than it was one year ago. However, also similar to the nation, little growth is
evident throughout the region during the first quarter. The Portage and Wood County
economies grew at a slower rate during the first quarter while Marathon County, buffetedby major plant closings, struggled to maintain jobs created earlier in the economic expansion.

The composite regional unemployment rate stands at 8.5%, down sharply from last
year's 10.3%. On the other hand, employment gains are a much more modest 1.4% for the
region. The rate of job generation has clearly slowed since the robust gains recorded in 1983
and 1984.

Evidence of growing weakness is apparent in several of the region's major sectors.
Employment is lower than last March in the government and construction sectors while
durable goods manufacturing is unchanged. Only the trade sector, which expanded payrolls
8.8%, reported major jobs increases. Deteriorating labor market conditions can also be
found in two of Central Wisconsin's key industries. Lumber and wood products employ-
ment is down 9.8% while financial services payrolls are off 2.1%. The food processing
industry is the bright spot among the regions primary industries, boosting employment 9.1%
above the March 1984 level.

After a year of solid growth, the Stevens Point area economy is considerably stronger
than it was in the fourth quarter of 1984. Payrolls have increased in all major sectors of the
Portage County economy. However, signs of a much slower expansion are beginning to
dominate the local indicators. Although seasonal factors are partly to blame, employment
gains during the first three months of 1985 were minimal.
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Other evidence of a moderating local growth rate can be found in rising unemployment
claims, flat help wanted advertising volume and a weak residential construction sector.
Nonresidential construction, the primary force behind local growth in recent months, tailed
off during the first quarter.

The Central Wisconsin indicators have become decidedly more mixed as the economic
expansion moves into its third year. Economic conditions have begun to decline in the
Wausau area, while the Wood and Portage County growth rates have slowed. When inter-
preting these changes over the last year it is important to remember that economic condi-
tions in all three counties are far better than they were two years ago.
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Nominal Gross
National Product (Billions)

Real Gross
National Product
(Billions of 1972 $)

Industrial Production
(1967= 100)

Three Month U.S.
Treasury Bill Rate

Consumer Price Index
(1967 = 100)

Table 1

National Economic Statistics

i; 1985
First Quarter

$3819.9

$1668.0

165.4

8.29%

318.8

1984
First Quarter

$3553.3

$1610.9

160.8

9.74%

307.9

Percent
Change

7.5

3.5

2.9

:14.9

3.5



429

Central Wisconsin

Central Wisconsin is comprised of Portage, Marathon and Wood Counties. This section
of the report focuses on the performance of the regional economy. Analysis is based on
regional unemployment rates, total employment, employment by sector and key industry
and the attitudes of regional business executives. This information is contained in Tables 2-6.

Unemployment rates throughout Central Wisconsin are down impressively from the
year earlier levels (see Table 2). The regional unemployment rate stands at 8.5% compared
with a March 1984 level of 10.3%. All three counties recorded lower jobless rates with
Portage and Wood Counties showing the biggest drops. All figures are seasonally unadjusted.

Changes in total employment in the region, a more revealing measure of economic
performance, are not nearly as encouraging as examination of the unemployment rates
would suggest (see Table 3). Plagued by financial difficulties at several of the region's more
prominent employers and plant closings in the Wausau area, regional employment increased
a modest 1.4% since last March. Employment for the state inched up .9%. Wood and Portage
Counties recorded gains of 2.5% and 4.5% respectively. Marathon County employment
slipped 1.2% from the year earlier total. These figures indicate a slowing regional growth
rate.

For the first time since the regional economy emerged from the 1981-82 recession,
employment conditions are deteriorating in a number of important sectors (see Table 4).
Durable goods manufacturing recorded no gains over the past year. Industries experiencing
declines were wood products and machinery production. Payroll declines are evident in the
construction and government sectors. All figures are compared to the March 1984 totals.

The nondurable goods manufacturing and service sectors are essentially unchanged.
The only sector which stands well above the March 1984 employment level is trade. Retail
trade gains have occurred in all three of the region's counties in the past year.

Two of Central Wisconsin's key industries have experienced sagging payrolls in the
past year (see Table 5). Employment is down 2.6% in the financial services industry, while
the lumber and wood products industry suffered a 9.8% drop in employment. Financial
services employment is depressed by difficulties at the region's two insurance giants. The
wood products industry is feeling the effects of a major closure in the Wausau area.

After failing to generate jobs throughout most of the expansion, the region's important
food processing industry gave the economy a needed boost. Employment in food processing
stands 9.1% above the year earlier level. Employment in the paper industry, Central
Wisconsin's largest employer, remains at the March 1984 level.

Executives at the region's major firms remain skeptical about the strength of the
national and regional economies just as they were in December (see Table 6). Business
leaders have noticed only modest improvement in national conditions in recent months and
expect the economy to improve only slightly in the months ahead. They expressed similar
feelings regarding the Central Wisconsin economy. Table 6 is based on a survey taken in mid-
March, prior to the release of first quarter GNP figures.

4
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Table 2

Unemployment in Central Wisconsin

Unemployment Rate Unemployment Rate
March 1985 March 1984

7.0 9.8

10.69.6

8.2

Central Wisconsin 8.5

10.8

10.3

7.7 8.7

7.5 8.1

Portage

Marathon

Wood

Wisconsin

United States
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Table 3

Employment in Central Wisconsin

Portage

Marathon

Wood

Central Wisconsin

Wisconsin

United States

Total Employment Total Employment
March 1985 March 1984
(Thousands) (Thousands)

32.3 30.9

47.5 48.1

33.1 32.3

112.9 111.3

2175.7 2155.5

105,768 102,770

Percent
Change

+4.5

-1.2

+2.5

+1.4

+ .9

+2.9
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Table 4

Central Wisconsin Employment Change by Sector

Sector

Manufacturing
Durable goods
Nondurable goods

Services

Trade

Construction

Government

Employment
March 1985
(Thousands)

24.9
10.3
14.6

30.5

23.6

2.0

15.5

Employment Percent
March 1984 Change
(Thousands)

24.7 + .8
10.3 -
14.4 +1.4

30.1 +1.3

21.7 +8.8

2.1 -4.8

15.7 -1.3
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Table 5

Employment in Key Central Wisconsin Industries

Industry

Paper Products

Lumber & Wood Products

Food Processing

Finance, Insurance and
Real Estate

Employment
March 1985
(Thousands)

9.0

3.7

3.6

7.4

Employment Percent
March 1984 Change
(Thousands)

9.0 _

4.1 -9.8

3.3 +9.1

7.6 -2.6

Table 6

Business Confidence in Central Wisconsin

Index Value
March 1985 December 1984

Recent Change in
National Economic Conditions

Recent Change in
Local Economic Conditions

Expected Change in
National Economic Conditions

Expected Change in
Local Economic Conditions

Expected Change in
Industry Conditions

55

52

54

54

57

100 = Substantially Better
50 = Same
0 = Substantially Worse

47

48

53

57

66
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The Stevens Point Area

The Portage County economy is operating at a significantly higher level of activity than
one year ago. However, the rapid pace of growth exhibited throughout much of 1984
slowed appreciably during the first three months of 1985. Tables 7-13 reveal a cooling local
economy. These tables provide information on labor, construction and financial markets.

Employment in Portage County is up over last March in all major categories (see
Table 7). However, nearly all of these gains were recorded during 1984. Comparing employ-
ment levels with December, there were virtually no seasonal job reductions, nore were
there payroll increases in Portage County's major sectors. Manufacturing and construction
gains have become considerably more modest in recent months when compared with year
earlier figures. The service and trade sectors have been marginally more active, but here also,
job creation was essentially nonexistent during the first quarter.

Other meausres of the local labor market confirm the conclusion that the rate of job
generation declined during the first three months of 1985. Help wanted advertising is up
modestly over the March 1984 volume (see Table 8). However, this figure is little changed
from the seasonally adjusted December reading of 78.9.

Public assistance claims and unemployment claims have exhibited erratic behavior
over the last several quarters (see Tables 9 and 10). Public assistance claims at the Stevens
Point office posted a sizeable 16.0% drop during the first quarter when compared with the
year earlier figure. This decline, certainly a positive sign, is not as encouraging as it first
appears. The actual number of public assistance claimants is identical to the fourth quarter
figure (63) which was slightly above the previous year total. Unemployment claims have also
failed to demonstrate a clear pattern over the last nine months. Initial claims are up mod-
estly compared to the first quarter of 1984, but this reading stands significantly below the
seasonally unadjusted fourth quarter total.

Residential construction in the Stevens Point-Plover area recorded a lackluster first
quarter (see Table 11). Sizeable declines were posted in nearly all categories. New permits
dropped 23.3% and the estimated value of new construction was down 18.0% when com-
pared with the first quarter of 1984. These figures indicate that declines in interest rates
have yet to have a measureable impact on the local housing market.

Nonresidential construction also just completed a relatively quiet first quarter (see
Table 12). Commercial and industrial construction settled into winter inactivity after a
furious fourth quarter pace triggered by the Centerpoint Mall project. However, the local
economy will be boosted by the expansion project being conducted by Warehouse Special-
ists in Plover. This permit is classified as a nonresidential alteration, causing the estimated
value of alterations to register an unusually large total.

Further evidence of a slowing local growth rate can be found in the statistics of Portage
County's major commercial banks (see Table 13). Bank deposits and loans show moderate
increases over the year earlier level. However, bank deposits dropped 1.8% during the first
quarter of 1985. Declining consumer liquidity usually means weaker consumer spending.

9
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Table 7

Portage County Employment by Sector

March 1985

4500

7620

4900

360

5900

March 1984

4300

7220

4600

310

5600

Table 8

Help Wanted Advertising in Stevens Point

Index Value
Stevens Point

(March)

79.0

73.8

1980= 100 1967= 100

Manufacturing

Services

Trade

Construction

Government

Percent Change

+ 4.7

+ 5.5

+ 6.1

+16.1

+ 5.4

1985

1984

U.S.
(January)

145.0

123.0
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Table 9

Public Assistance Claims in Stevens Point

Public Assistance Claims

1985
First Quarter

63

1984 Percent
First Quarter Change

75 16.0

Table 10

Unemployment Claims in Stevens Point

Unemployment Claims

1985
First Quarter

1753

1984 Percent
First Quarter Change

1695 -3.4
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Table 11

Residential Construction in Stevens Point-Plover Area

1985 1984 Percent
First Quarter First Quarter Change

Residential Permits Issued 23 30 -23.3

Estimated Value $1418.1 $1730.2 18.0
of New Homes (thousands) (thousands)

Number of Housing Units 35 42 16.7

Residential Alteration 61 77 -20.8
Permits Issued

Estimated Value $ 140.6 $ 135.2 + 4.0
of Alterations (thousands) (thousands)
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Table 12

Nonresidential Construction in Stevens Point-Plover Area

1985 1984
First Quarter First Quarter

Number of Permits 2 3

Estimated Value $ 144.5 $ 244.0
of New Structures (thousands) (thousands)

Number of Business 34 30
Alteration Permits

Estimated Value of $1664.8 $ 184.6
Business Alterations (thousands) (thousands)

Table 13

Financial Statistics for Portage County

1985 1984 Percent
First Quarter First Quarter Change

(millions) (millions)

Bank Deposits 232.4 $222.5 +4.4

Bank Loans 140.9 $130.7 +7.8



439

Outlook

Falling interest rates, smaller increases in the foreign trade deficit, and I.R.S. refund
checks should combine to boost national economic growth in the second quarter. Along
with spring weather, these factors should also spur growth in the Central Wisconsin economy
in the months ahead. There are, however, factors which will moderate this growth. Problems
in the region's important insurance industry and the after shock of plant closings in the
Wausau area are likely to limit any employment gains in the second quarter. The Wausau
area economy, in particular, will be hard pressed to expand job opportunities in the months
immediately ahead. The outlook is brighter for the Stevens Point and Wisconsin Rapids
areas. Planned expansions by major employers in both local economies should fuel growth.

The current business cycle has now reached the stage where the development of a
recession can occur quickly. Experts have always had great difficulty in predicting when
turning points in the cycle will occur. Although most economists do not see a recession
developing in 1985, the emergence of an economic downturn becomes increasingly likely
as the expansion ages. Back in the 1960s, President Johnson argued that recessions are not
inevitable. Twenty years later, few are so bold.

14
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SPECIAL REPORT

Agriculture in Portage County: An Overview

Presented by ,
Dennis Palmini wZ
Associate Professor of Economics
University of Wisconsin-Stevens Point

This report presents a portrait of agriculture in Portage County and its contribution to the county's
economy. It also shows how agriculture in the county has changed over the past decade. Data are
taken from the Censuses of Agriculture for 1974, 1978 and 1982.

This research is a first step in describing and understanding agriculture in the Central Wisconsin area,
how it is changing, and how it can cope with a changing economic and technological environment.
While the Central Wisconsin Economic Research Bureau provided support for this project, the
narrative portions of the report represent the views of Professor Palmini and are not the responsi-
bility of the University of Wisconsin-Stevens Point.

Table 1

Local Area Personal Income Sources: 1975, 1982

Portage County Wisconsin
1975 1982 1975 1982

($000) (%)a] ($000) (%)a] ($000) (%)a] ($000) (%)a]

Farm 11,905 6.7 31,654 8.2 931,984 4.75 1,488,423 4.15

Nonfarm 166,295 93.3 356,030 91.8 18,707,710 95.25 34,375,892 95.85

Private 137,524 77.2 299,799 77.3 15,887,688 80.9 29,253,230 81.6

Government 28,771 16.1 56,231 14.5 2,820,022 14.4 5,122,662 14.3

Total earned
income 178,200 100.0 387,684 100.0 19,639,694 100.0 35,864,315 100.0

al Percent of earned income

Table 1. Local Area Personal Income Sources: 1975, 1982

Income earned in farming in Portage County has increased its relative share of total earned
income in the county, even while farming's share of earned income for the state has fallen.
Farming is twice as important for Portage County as it is for Wisconsin, accounting for 8.2
percent of earned income in 1982 compared to only 4.15 percent for Wisconsin. The increase
in farming's share of earned income appears to reflect the increase in potato production and
contracts with area processors along with the expansion of irrigated farming cropland.

15
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Table 2

Number Farms and Land on Farms: 1974-1982

Portage County Wisconsin
1982 1978 1974 1982 1978 1974

Number of Farms 1,119 1,238 1,302 82,198 86,505 89,479
Change in Number -119 -64 - -4,302 -2,974 -
Percent Change -9.6 -4.9 - -5.2 -3.3 -

Acres in Farms 283,731 297,462 288,296 17,234,127 17,838,982 17,624,826
Change in Acreage -13,731 +9,166 -604,855 +214,156 -
Percent Change -4.6 +3.2 -3.4 +1.2 -

Total Land Area -- 518,496 - 34,832,780 34,858,240 34,857,728

Percent in Farms 55.0 57.7 55.9 49.5 51.2 50.6

Table 2. Number of Farms and Land in Farms, 1974 thru 1982

Both Portage County and Wisconsin continued to lose farms from 1974 thru 1982, though the
pace of loss picked up from 1978 to 1982, reflecting the deterioration in farm income condi-
tions during the latter period. Portage County lost farms at a more rapid pace than did Wiscon-
sin. Acres in farms, and the percent of total land in farms, both increased from 1974 to 1978,
but then fell sharply from 1978 to 1982. The strong demand for farm products and the rapid
appreciation of land values during the 1970s contributed to the expansion of land in farms
while the reverse conditions tended to dominate during the last four years.
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Table 3

Size Distribution of Farms: 1974,1982

Size of Farm Portage County Wisconsin
(acres) 1982 1974 1982 1974

#Farms % #Farms % #Farms % # Farms %

1 -9 22 2.0 14 1.1 4,254 5.2 2,392 2.7

10 -49 115 10.3 93 7.1 10,256 12.5 8,176 9.1

50- 179 475 42.4 643 49.4 31,202 38.0 41,160 46.0

180 -499 407 36.4 475 36.5 30,855 37.5 33,612 37.6

500 -999 64 5.7 50 3.8 4,682 5.7 3,527 3.9

1000- 1999 27 2.4 22 1.7 778 0.9 494 0.5

2000 + 9 0.8 5 0.4 172 0.2 118 0.1
119 100.0 1302 100.0 82,199 100.0 89,479 100.0

Average Size
of Farm (acres) 254 221 210 197

Table 3. The Size Distribution of Farms: 1974 and 1982

The average size of farms continued to grow, reaching 254 acres in Portage County by 1982.
While the number of farms continued to decline, the acreage in farms was consolidated into
larger farm units. The distribution of farms by size shows an interesting change for both the
state and county. Though small in relative terms, there is a flattening of the distribution:
there are more small farms and more large farms, while fewer middle-sized farms. In Portage
County, farms in the 50-179 acre category fell by 26 percent while farms 180.499 acres fell
by 14 percent. Quite obviously the loss of farms shown in Table 2 is occurring in the middle-
size category.
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Table 4

Farms by Standard Industrial Classification, 1982

Portage Marathon Wisconsin
# % # % #

Cash Grains
Field Crops except cash grains
Vegetables & Melons
Fruits & Tree Nuts
Horticultural Specialties
General Farms, primarily crop
Livestock except dairy, poultry
and specialty farms

Dairy Farms
Poultry & Eggs
Animal Specialties
General Farms, primarily livestock

127 11.3 119 3.7
165 14.7 462 14.2
32 2.9 16 0.5

4 0.4 4 0.1
5 0.4 14 0.4

51 4.6 55 1.7

9,570 11.6
5,632 6.9
1,415 1.7

841 1.0
623 0.8

2,322 2.8

232 20.7 499 15.4 17,979 21.9
470 42.0 1971 60.7 40,168 48.9

6 0.5 22 0.7 564 0.7
13 1.2 54 1.7 1,722 2.1
14 29 0.9 1,363 1.6

1119 100.0 3245 100.0 82,199 100.0

Table 4. Farms by Standard Industrial Classification, 1982

This table compares the structure of farming in Portage and Marathon Counties against that
for the state as a whole. The pattern in Portage County pretty well matches that of Wiscon-
sin, especially for livestock farms other than dairy, poultry and specialty livestock farms. It
also matches the state's emphasis on dairy farms though just a little less heavily. By contrast,
Marathon County shows a much heavier emphasis on dairy farms and correspondingly less
emphasis on non-dairy farms. Portage shows rather greater proportion of farms in "Field
crops except cash grains" which reflects the important role of potato production in the
county.

57-425 0-86--15
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Table 5

Revenues From Agricultural Products Sold: 1974, 1982

Portage County Wisconsin
1982 1974 1982 1974

value % of value % of value % of value % of
($1000) total ($1000) total ($1000) total ($1000) total

Market Value 82,622 100.0 38,434 100.0 4,854,582 100.0 2,352,996 100.0
of Sales

Average per 73,836 - 29,519 - 59,071 - 26,297 -
Farm ($)

From Crops 41,614 50.4 22,806 59.3 943,422 19.4 478,736 20.3

From Animals 41,008 49.6 15,498 40.3 3,911,160 80.6 1,867,277 79.4
and animal
products

Table 5. Revenues from Agricultural Products Sold: 1974, 1982

Wisconsin's economy is heavily dependent on revenues from the sales of animals and animal
products, reflecting the important role of dairy production. This balance changed little from
1974 to 1982. By contrast Portage County has a much more balanced combination of revenues
from both animals and crops. Notice too that the trend in Portage has been toward more reliance
on revenues from animals and somewhat less reliance on revenues from crops. The average sales
per farm has more than doubled over the years, reflecting both the rise in prices and the decline
in number of farms in both the state and county.
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Introduction

The Central Wisconsin Economic Research Bureau is very pleased to present the first
Wisconsin Rapids Quarterly Economic Indicator Report. A generous grant from the First
National Bank of Wisconsin Rapids made this publication possible. The Bureau, which began
its coverage of the Central Wisconsin economy in February 19B4, is the economic research
arm of the University of Wisconsin-Stevens Point. The addition of the Wisconsin Rapids
report will add depth to our understanding of the region's economic performance.

The Wisconsin Rapids Quarterly Economic Indicator Report is designed to serve as a
tool for public and private sector decision-makers. The report begins with a brief analysis of
recent national economic conditions. However, the main focus of the report and indeed of
all Bureau research activities is the Central Wisconsin region. Central Wisconsin is defined to
include Wood, Portage and Marathon Counties exclusively. A discussion of the Central
Wisconsin regional economic performance follows the introductory national presentation.

The third segment of this account is devoted to the Wisconsin Rapids economy. This
section allows the reader to examine economic factors unique to the Wisconsin Rapids area
and contrast trends with the rest of Central Wisconsin and the nation.

The first three sections of the Quarterly Economic Indicator Report will appear on a
regular basis. This allows readers to trace the short-term cyclical performance of the regional
and local economies. Following this short run oriented approach there appears a special
report. Special reports are prepared by experts in the field and focus on a specific economic
issue relevant to decision-makers in Central Wisconsin. The special report for this edition is
on the demographic characteristics of Wisconsin Rapids residents. The role of the special
reports is to take a longer run in-depth view of major economic trends in the region.

The Central Wisconsin Economic Research Bureau represents a cooperative effort
between the University of Wisconsin-Stevens Point and a community minded private sector.
The Bureau was devloped to combine the expertise available at UW-SP with the insight and
resources available in the private sector. The goal of the Central Wisconsin Economic
Research Bureau and our Wisconsin Rapids sponsor, First National Bank of Wisconsin
Rapids, is to assist in the development of the Central Wisconsin economy and help ensure
the prosperity of the region's residents.

Paul D. Warner Ph.D.
Director, Central Wisconsin
Economic Research Bureau
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Overview

The return of sluggish growth in the first quarter has once again raised fears of an
impending recession (see Table 1). Real GNP grew at a 1.3% annual rate during the first
three months of 1985, raising total output to 3.5% above the year earlier level. The first
quarter figure is particularly disappointing because it follows a solid 4.2% growth rate
achieved the previous quarter. Industrial production was also at a virtual standstill but price
increases remained modest and interest rates declined sharply.

Economists are finding it difficult to interpret the increasingly erratic GNP figures.
The consensus view is that unusual factors are to blame for the irregular quarterly behavior
of the GNP numbers. The huge foreign trade deficit has contributed considerable variability
to GNP throughout the economic expansion. Abnormally slow delivery of income tax
refunds played a part in trimming growth during the first quarter. More fundamentally, the
changing structure of the United States economy suggests that some of the statistical varia-
tions recorded by government data may be illusory.

Regardless of the timing or precise magnitude of the economic slowdown, there is
considerable evidence that the expansion is moving into lower gear. Such a development is
typical for the third year of a cyclical upswing. Most economists feel that the economy is
indeed slowing but few foresee a recession emerging in 1985. In fact, most analysts expect
the second quarter growth rate to bounce back near 4%. The reasons most commonly cited
are falling interest rates, moderate inflation and the arrival of those delayed Internal Revenue
Service refund checks.

Declining interest rates and I.R.S. refund checks are also welcome news to the residents
of Central Wisconsin. The regional economy has clearly slowed in recent months and is in
need of some outside stimulus. The Central Wisconsin economy, like the nation as a whole,
is stronger than it was one year ago. However, also similar to the nation, little growth is
evident throughout the region during the first quarter. The Portage and Wood County
economies grew at a slower rate during the first quarter while Marathon County, buffeted
by major plant closings, struggled to maintain jobs created earlier in the economic ex-
pansion.

The composite regional unemployment rate stands at 8.5%, down sharply from last
year's 10.3%. On the other hand, employment gains are a much more modest 1.4% for the
region. The rate of job generation has clearly slowed since the robust gains recorded in 1983
and 1984.

Evidence of growing weakness is apparent in several of the region's major sectors.
Employment is lower than last March in the government and construction sectors while
durable goods manufacturing is unchanged. Only the trade sector, which expanded payrolls
8.8%, reported major jobs increases. Deteriorating labor market conditions can also be
found in two of Central Wisconsin's key industries. Lumber and wood products employ-
ment is down 9.8% while financial services payrolls are off 2.1%. The food processing
industry is the bright spot among the regions primary industries, boosting employment
9.1% above the March 1984 level.

2
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Economic growth continued in the Wisconsin Rapids area through the first quarter
of 1985. Local indicators show gains in overall employment, residential construction and
financial activity. Employment gains over last year are concentrated in the service and trade
sectors. The retail trade sector has been particularly strong in the local economy. One
further positive sign is a drop in public assistance claims processed in Wisconsin Rapids.

There is some evidence of slowing economic conditions contained in the local indica-
tors. Manufacturing employment gains, a key source of jobs earlier in the expansion, have
stopped. Modest declines in construction and government payrolls were reported at the
county level. Further signs of slowing conditions include a drop in local help wanted adver-
tising and increases in both total and initial unemployment claims. Initial unemployment
claims rose an uncomfortable 11.2% over the first quarter of 1984.

The Central Wisconsin indicators have become decidedly more mixed as the economic
expansion moves into its third year. Econbmic conditions have begun to decline in the
Wausau area, while the Wood and Portage County growth rates have slowed. When inter-
preting these changes over the last year it is important to remember that economic condi-
tions in all three counties are far better than they were two years ago.

3
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Table 1

National Economic Statistics

1985 1984 Percent
First Quarter First Quarter Change

Nominal Gross $3819.9 $3553.3 7.5
National Product (Billions)

Real Gross $1668.0 $1610.9 3.5
National Product
(Billions of 1972 $)

Industrial Production 165.4 160.8 2.9
(1967= 100)

Three Month U.S. 8.29% 9.74% -14.9
Treasury Bill Rate

Consumer Price Index 318.8 307.9 3.5
(1967= 100)
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Central Wisconsin

Central Wisconsin is comprised of Portage, Marathon and Wood Counties. This section
of the report focuses on the performance of the regional economy. Analysis is based on
regional unemployment rates, total employment, employment by sector and key industry
and theattitudesof regional business executives. This information is contained in Tables 2-6.

Unemployment rates throughout Central Wisconsin are down impressively from the
year earlier levels (see Table 21. The regional unemployment rate stands at 8.5% compared
with a March 1984 level of 10.3%. All three counties recorded lower jobless rates with
Portage and Wood Counties showing the biggest drops. All figures are seasonally unadjusted.

Changes in total employment in the region, a more revealing measure of economic
performance, are not nearly as encouraging as examination of the unemployment rates
would suggest (see Table 31. Plagued by financial difficulties at several of the region's more
prominent employers and plant closings in the Wausau area, regional employment increased
a modest 1.4% since last March. Employment for the state inched up .9%. Wood and Portage
Counties recorded gains of 2.5% and 4.5% respectively. Marathon County employment
slipped 1.2% from the year earlier total. These figures indicate a slowing regional growth
rate.

For the first time since the regional economy emerged from the 1981-82 recession,
employment conditions are deteriorating in a number of important sectors (see Table 4).
Durable goods manufacturing recorded no gains over the past year. Industries experiencing
declines were wood products and machinery production. Payroll declines are evident in the
construction and government sectors. All figures are compared to the March 1984 totals.

The nondurable goods manufacturing and service sectors are essentially unchanged.
The only sector which stands well above the March 1984 employment level is trade. Retail
trade gains have occurred in all three of the region's counties in the past year.

Two of Central Wisconsin's key industries have experienced sagging payrolls in the
past year (see Table 5). Employment is down 2.6% in the financial services industry, while
the lumber and wood products industry suffered a 9.8% drop in employment. Financial
services employment is depressed by difficulties at the region's two insurance giants. The
wood products industry is feeling the effects of a major closure in the Wausau area.

After failing to generate jobs throughout most of the expansion, the region's important
food processing industry gave the economy a needed boost. Employment in food processing
stands 9.1% above the year earlier level. Employment in the paper industry, Central
Wisconsin's largest employer, remains at the March 1984 level.

Executives at the region's major firms remain skeptical about the strength of the
national and regional economies just as they were in December (see Table 6). Business
leaders have noticed only modest improvement in national conditions in recent months and
expect the economy to improve only slightly in the months ahead. They expressed similar
feelings regarding the Central Wisconsin economy. Table 6 is based on a survey taken in mid-
March, prior to the release of first quarter GNP figures.

5
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Table 2

Unemployment in Central Wisconsin

Unemployment Rate Unemployment Rate
March 1985 March 1984

Portage 7.0 9.8

Marathon 9.6 10.6

Wood 8.2 10.8

Central Wisconsin 8.5 10.3

Wisconsin 7.7 8.7

United States 7.5 8.1
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Table 3

Employment in Central Wisconsin

Portage

Marathon

Wood

Central Wisconsin

Wisconsin

United States

Total Employment
March 1985
(Thousands)

32.3

47.5

33.1

112.9

2175.7

105,768

Total Employment
March 1984
(Thousands)

30.9

48.1

32.3

111.3

2155.5

102,770

Percent
Change

+4.5

-1.2

+2.5

+1.4

+ .9

+2.9
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Table 4

Central Wisconsin Employment Change by Sector

Sector Employment Employment Percent
March 1985 March 1984 Change
(Thousands) (Thousands)

Manufacturing 24.9 24.7 + .8Durable goods 10.3 10.3 -Nondurable goods 14.6 14.4 +1.4
Services 30.5 30.1 +1.3
Trade 23.6 21.7 +8.8
Construction 2.0 2.1 -4.8
Government 15.5 15.7 1.3
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Table 5

Employment in Key Central Wisconsin Industries

Industry Employment Employment Percent
March 1985 March 1984 Change
(Thousands) (Thousands)

Paper Products 9.0 9.0 -

Lumber & Wood Products 3.7 4.1 -9.8

Food Processing 3.6 3.3 +9.1

Finance, Insurance and 7.4 7.6 -2.6
Real Estate

Table 6

Business Confidence in Central Wisconsin

Index Value
March 1985 December 1984

Recent Change in
National Economic Conditions 55 47

Recent Change in
Local Economic Conditions 52 48

Expected Change in
National Economic Conditions 54 53

Expected Change in
Local Economic Conditions 54 57

Expected Change in
Industry Conditions 57 66

100 = Substantially Better
50 = Same
0 = Substantially Worse
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The Wisconsin Rapids Area

Similar to the Central Wisconsin region as a whole, the Wisconsin Rapids area has
experienced a year of economic growth. However, signs of a slowing economy are also
evident in the local indicators. This section of the report focuses on the Wisconsin Rapids
area economy. Information on local labor markets, construction activity and financial
markets is contained in Tables 7-13.

Strong gains in the trade sector more than offset mild declines in construction and
government employment in Wood County during the first quarter (we Table 7). Manu-
facturing jobs remain even with the year earlier level, while employment in service industries
row 2.4%. The economic expansion has been paced by the trade and service sectors in the
local economy. Manufacturing employment in the Wisconsin Rapids area is not strongly
influenced by economic fluctuations because of the highly stable paper industry.

At the bottom of Table 7, the Wisconsin Rapids employment index shows a 4.0%
increase over the March 1984 reading. The index uses the 1980 Census of the Population to
extrapolate local employment. Assuming that the structure of the local economy remains
relatively stable, the Census figures can be combined with monthly Wood County labor
statistics to provide a local employment index. For example, the importance of the paper
industry is accounted for in this manner.

Table 8 measures the volume of help wanted advertising in the Wisconsin Rapids
Daily Tribune. Help wanted advertising declined slightly from the March 1984 reading,
suggesting that labor demand is slipping. This finding is a reflection on the slowing nature of
the economic expansion.

Public assistance claims processed at the Wisconsin Rapids office showed solid declines
(see Table 9). The total caseload fell 12.2%, while initial applications registered an 11.6%
drop from the first quarter of 1984. Public assistance claims serve as a measure of financial
stress and long term unemployment. Two years of economic expansion has helped to alle-
viate these problems to some degree.

Table 10 is based on the number of unemployment claims handled through the
Wisconsin Rapids district Job Service office. These figures include Wood, Portage, Adams,
Marquette and Washara Counties. More localized data will be available in six months. Total
unemployment claims.showed a 5.5% increase during the first quarter. However, an even
more disturbing finding is the 11.2% rise over last year in initial unemployment claims.
These data indicate that the economic expansion is slowing.

Residential construction activity in the Wisconsin Rapids area was light during the first
quarter but above the 1984 level (see Table 111. Residential construction statistics are based
on building permits filed with the city of Wisconsin Rapids and the town of Grand Rapids.
Healthy growth is reported in all categories of the local housing market. However, percen-
tage gains are misleading due to the usual winter induced construction slowdown.

Nonresidential construction, which includes new starts and major remodeling projects,
also shows the effects of the winter weather (see Table 12). The number of permits rose
over last year but the value of new projects is dwarfed by the 1984 figure. The reason for
this discrepency is a major permit filed by Consolidated Papers in February of last year.

10
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Nonresidential construction is a highly volatile category but it reveals long run growth in
the local capital stock.

Financial activity in the Wisconsin Rapids area, as measured by the four largest com-
mercial banks in the local economy, shows strong gains in loans and deposits (see Table 13).
Deposits serve as a measure of consumer liquidity and therefore tend to change before over-
all economic activity. The 7.8% jump in deposits over last year indicates that Wisconsin
Rapids' households are in a good position to continue spending.

11
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Table 7

Wood County Employment by Sector

March 1985 March 1984 Percent Change

Manufacturing 9500 9500

Services 10120 9880 + 2.4

Trade 8300 7400 +12.2

Construction 740 770 - 3.9

Government 4000 4100 -2.4

Wisconsin Rapids
Employment Index 113.3 108.9 + 4.0(1 980 = 1 00)

Table 8

Help Wanted Advertising in Wisconsin Rapids

Index Value
Wisconsin Rapids U. S.

(March) (January)

1985 57.2 145.0

1984 64.6 123.0

1980= 100 1967= 100
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Table 9

Public Assistance Claims in Wisconsin Rapids

Total Caseload

Initial Applications

1985 1984 Percent
First Quarter First Quarter Change

4467 4522 -12.2

266 301 -11.6

Table 10

Unemployment Claims in Central Wisconsin

New Unemployment Claims

Total Unemployment Claims

1985 1984 Percent
First Quarter First Quarter Change

3196 2873 +11.2

6646 6300 + 5.5
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Table 1 1

Residential Construction in Wisconsin Rapids Area

Residential Permits Issued

Estimated Value
of New Homes

Number of Housing Units

Residential Alteration
Permits Issued

Estimated Value
of Alterations

1985 1984 Percent
First Quarter First Quarter Change

9 7 +28.6

S 431 0 S 330.8 +40.0
(thousands)

10

38

$ 108.2
(thousands)

(thousands)

8

37

$ 98.3
(thousands)

+25.0

+ 2.7

+10.1
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Table 12

Nonresidential Construction in Wisconsin Rapids Area

Number of Permits

Estimated
Value of New
Structures and Alterations

1985
First Quarter

11

$ 119.1
(thousands)

1984
First Quarter

3

$1083.0
(thousands)

Table 13

Financial Statistics for the Wisconsin Rapids Area

1985 1984 Percent
First Quarter First Quarter Change
(millions) (millions)

$ 263.0 $ 244.0 +7.8

$ 151.2 $ 138.1 +9.5

Bank Deposits

Bank Loans
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Outlook

Falling interest rates, smaller increases in the foreign trade deficit, and I.R.S. refund
checks should combine to boost national economic growth in the second quarter. Along
with spring weather, these factors should also spur growth in the Central Wisconsin economy
in the months ahead. There are, however, factors which will moderate this growth. Problems
in the region's important insurance industry and the after shock of plant closings in the
Wausau area are likely to limit any employment gains in the second quarter. The Wausau
area economy, in particular, will be hard pressed to expand job opportunities in the months
immediately ahead. The outlook is brighter for the Stevens Point and Wisconsin Rapids
areas. Planned expansions by major employers in both local economies should fuel growth.

The current business cycle has now reached the stage where the development of a
recession can occur quickly. Experts have always had great difficulty in predicting when
turning points in the cycle will occur. Although most economists do not see a recession
developing in 1985, the emergence of an economic downturn becomes increasingly likely
as the expansion ages. Back in the 1960s, President Johnson argued that recessions are not
inevitable. Twenty years later, few are so bold.

16
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SPECIAL REPORT
THE PEOPLE OF THE WISCONSIN RAPIDS AREA

A Statistical Portrait

Presented by:
Lawrence A. Weiser, Ph.D.
Professor of Business and Economics
University of Wisconsin-Stevens Point

This report consists of demographic, economic, and social statistics relating to the people,
facilities, and commerce of the Wisconsin Rapids area. Support for this project has been provided
by the Central Wisconsin Economic Research Bureau. The aims of this research are to:

* provide managers with background data on which to base business decisions.

* provide government officials with information that may be useful in future planning.

* provide the general public with an accurate perspective on important characteristics
of their community and a better understanding of some aspects of their quality of
life.

The basic data have been compiled from federal and state governmental sources including
the U.S. Bureau of the Census and the Wisconsin Department of Administration. Central Wiscon-
sin figures are weighted averages by population of Marathon, Portage, and Wood Counties.
Narrative sections of this report represent the views of Professor Weiser and are not the respon-
sibility of the University of Wisconsin-Stevens Point.

CONTENTS

1. Population 6. Education and Mobility
2. Community Characteristics 7. Income and Poverty
3. Age 8. Employment and Labor Force
4. Health 9. Summary and Conclusions
5. Family Characteristics

17
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1. Population

The population of the Wisconsin Rapids area has increased a solid 31% since 1960. This
growth exceeded that of the State of Wisconsin over the same twenty-five year period, and
the time pattern of change was quite different. In the 1960s Wisconsin Rapids' growth was some-
what above the state, in the 1980s this area increased 71% faster than Wisconsin, and in the
1980s the population appears to be growing at over triple the state rate.

Over 70% of the Wood County population growth in the 1970s was caused by natural
increase (births minus deaths). The remainder was due to in-migration. Moving to Wood County
were primarily families consisting of parents in the 30-44 age group and their children under age
15. Measurable out-migration occured in the 20-24 age range. These young adults left to seek
employment or attend college. However, there was no corresponding return flow in the 25-29
group. It should be noted that there was no significant out-migration of older residents.

The continued healthy growth of this area indicates the presence of economic opportunities,
an attractive environment, and appropriate amenities which can sustain long-run development.

TABLE 1

1984 1980 1970 1960

Population of:
United States (millions)

percent change from
previous period

Wisconsin (thousands)

percent change from
previous period

Central Wisconsin

percent change from
previous period

Wood County

percent change from
previous period

Wis. Rapids Area "

percent change from
previous period

235.4

9.8-

4771

3.5-

248,238

7.0-

75,348

8.8-

31,170

12.6-

226.5

11.4

4706

6.5

203.3

13.4

4418

11.8

241,489 210,360

14.8 13.7

72,799

11.4

29,677

11.1

65,362

10.6

26,712

12.5

* Estimated percent change for 1980-90 decade at actual rate for 1980-84.

* Wisconsin Rapids area is the city of Wisconsin Rapids and the townships of Grand Rapids, and
Saratoga.

179.3

18.5

3952

15.1

184,943

59,105

17.0

23,736

25.3
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2. Community Characteristics

The communities of Wood County provide a quality of life and a style of living which is
highly valued by many Americans. The presence in this area of comfortable housing, lack of
crowding, and low incidence of crime is indicated by the data in Table 2. The serious crime rate
in this county is only one half of the national average, and the ratio of violent crimes to property
crimes is only 18% of the corresponding figure for the U.S. Despite the location of two cities in
this area, Wood County is split close to 50/50 between urban and rural residents.

TABLE 2

Percent of homes
owner occupied

Percent urban

Population per
square mile

Serious crime rate
per 1000

Ratio of
violent/property crime

United States

64.4

73.7

64.0

57.5

Central Wood
Wisconsin Wisconsin County

68.2

64.2

86.5

45.2

74.9 74.8

51.0 53.0

77.2 90.9

28.0 28.2

.11 .04 .04 .02
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3. Age

The age structure of the Wisconsin Rapids area is quite similar to that of the state and the
nation. The median age of the area's population is slightly less than average since there is a higher
percentage of children than in most communities.

An increasing concern throughout the country is the ratio of older people to the working
age population. For Wisconsin Rapids this figure is 19.7, slightly higher than the U.S. as a whole.
Another important statistic is the ratio of all non-working age people, young and old, to the
working age population. For this area, the total dependency ratio is 71.8 which is 10% higher
than the national figure.

Table 3

Wisconsin
Central Rapids

United States Wisconsin Wisconsin Area

Percent of population in
each age category

under 18 28.1 28.9 30.4 30.1

18-64 60.6 59.1 58.6 58.4

65 and over 11.3 12.0 11.0 11.5

Median age 30.0 29.4 27.9 29.3

Total age
dependency ratio 65.0 69.2 70.6 71.8
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4. Health

Wood County has a low death rate even though its age structure is quite similar to the
population as a whole. The death rate in this county is 15% below the national average, while the
median age is only 4% less than that of the nation, and the proportion of senior citizens is higher
than the U.S. figure. The availability of physicians and hospital facilities far exceeds the national
average.

Table 4

Central Wood
United States Wisconsin Wisconsin County

Deaths per 1000

Physicians per 100,000

Hospital beds per 100,000

Births per 1000

8.7 8.3 7.0 7.4

173.7

610.8

154.0 165.5 294.0

618.5 586.3 1085.2

15.9 15.9 16.8 16.5
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5. Family Characteristics

The structure of families in America has undergone rapid change in the last twenty years.These changes have reduced the importance of the traditional family in procreation, child rearing,and sustaining older poeple.

Family relationships in Wood County are markedly different from the national pattern. Thenumber of persons per household is larger. Both marriage and divorce rates are lower, but theratio of divorces to marriages is 8% lower than the U.S. figure. The percent of households con-sisting of married couples is 11% above the national average, while the percent of female headedfamilies is 33% below the nation.

Table 5

United States

Persons per household 2.75

Marriage rate (per 1000) 10.6

Divorce rate (per 1000) 5.2

Divorces per 1000 marriages 491

Percent of households
consisting of
married couples 60.0

Percent of married couple
families where both
husband and wife worked 55.8

Percent of households
consisting of female
headed families 10.4

Percent of households
consisting of
unrelated individuals 22.6

Central Wood
Wisconsin Wisconsin County

2.77 2.91 2.87

8.7 8.2 9.1

3.7 3.6 4.1

425 439 451

62.6 67.0 66.8

56.0 55.9 54.6

8.2 6.7 7.0

22.5 19.9 20.5
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6. Education and Mobility

Wisconsin has a higher high school completion rate than the national average. This state has
about the same proportion of its college age people in school as does the country, but Wisconsin's
college completion record is 9% below the U.S. Therefore, it is likely that the state is losing
college trained people through out-migration: The absence of a four-year college accounts for the
low percentage of college age people enrolled in school in this area.

Wisconsin has somewhat more intra state mobility than most other states, but it attracts
37% less in-migrants than the average for all states. Central Wisconsin attracts 20% more in-
migrants than the average for all states as a whole. Wood County attracted over 2000 net in-
migrants during the 1970-80 period.

Table 6

Central Wood
United States Wisconsin Wisconsin County

Percent completed
high school

Percent enrolled in
school, age 20-21

Percent completed
college (25 or older)

Percent moved 1975-80
Same county

Same state

Different state
or abroad

Net Migration 1970-80

Percent of 1970-80
population change
due to net migration

66.5

32

16.2

25.1

9.8

11.6

69.6 66.6 67.9

32 27 15

14.8 12.9 11.4

25.5 23.7 24.5

11.0 13.2 10.1

7.3 6.1 6.1

- 9959 12974 2185

3.4 39.6 29.3
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7. Income and Poverty

The financial resources of Wisconsin families exceeds the national average. The size and
composition of families .in this area helps to provide this higher standard of living. The growth of
per capita income in Wood County during the 1977-82 period was below the nation and lower
than the State of Wisconsin. In fact, the cost of living was going up faster than income in those
years. The most important sources of personal income in this county were: manufacturing;
services; finance, insurance, and real estate; and government. Of these, only the financial, service,
and government sectors exhibited gains greater than the national cost of living.

Both the state and Central Wisconsin region have a poverty rate 30% below that of the
nation. Factorscontributingto this low poverty rate are: a high proportion of traditional families,
over half the married couple families have multiple earners, and a low proportion of minority
persons who have a high incidence of poverty. Wood County had an extremely low poverty rate
at the time of the 1980 census.

Table 7

Central
United States Wisconsin Wisconsin

Median family income (1979) $19917

Personal income
per capita 1982 $11100

Percent change in
per capita income 1977-82 59

Percent change in personal
income, 1977-82

Farm 27
Forestry, fisheries,
agri. services 53
Construction 40
Manufacturing

non-durable 48
durable 44

Retail trade 44
Finance, Insurance, Real Estate 71
Services 77
Government 53

(Consumer Price Index change 1977-82 = 59%)

Persons in poverty (11979) 27.4m

Percent of population
in poverty (1979) 12.4

$20915 $20294

$10725 $ 9601 $10276

56 54 54

36

52
5

51
37
33
59
71
58

398000 20500 5466

8.7 8.7 7.6

Wood
County

$20584

67

26
6

49
19
36
75
75
63

187

18
-3

52
-2
31
75
89
79
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8. Employment and Labor Force

For a county with its urban/rural character, Wood has a high proportion of its work force
involved in manufacturing. That distinction is even more pronounced in the Wisconsin Rapids
area. The percentage of employment in trade and services is comparable to the national pattern.
Women workers are represented in the local labor force to almost the same extent that they
participate in the national work force.

Table 8

Central Wood
United States Wisconsin Wisconsin County

Percent employment in:
Manufacturing

Trade

Professional and
related services

Women as percent of
labor force

22.4

20.4

20.3

28.5

20.2

20.6

25.7 30.8

20.8 20.6

19.6 21.9

42.6 42.6 41.7 41.6
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9. Summary and Conclusions

This report includes information on many important aspects of life in the Wisconsin Rapids
area. The vital events that determine the size and age distribution of the population are births,
deaths, and migration. Demographers expect that in the 1980s population growth in less ur-
banized areas will continue at a higher rate than in metropolitan centers. Wood County, and
especially the Wisconsin Rapids area, are exhibiting solid growth as compared to the state of
Wisconsin. Contributing to this growth has been net in-migration. Moving to this area have
been adults in the 30-44 age range and their young children. Measurable net out-migration
has occurred for young adults, but older residents have tended to remain in the area.

This community is characterized by a balance between urban and rural residents which has
contributed to a lack of crowding and an extremely low crime rate. The population of Wood
County seems to be quite healthy as indicated by an age adjusted death rate well below the
national average. Excellent health services are available in the area. Although the age structure of
Wisconsin Rapids is similar to the nation, the slightly higher proportions of children and elderly
people raise the total age dependency ratio 10% above the U.S. figure.

Traditional family patterns have been maintained in this area to a greater degree than else-
where in the nation. These household arrangements have contributed to many of the advantages
of Wood County including: low incidence of poverty, low crime rate, and healthy population.
Wood County does not rank high in educational attainment of its residents, and it attracts a very
low number of in-migrants from other states and countries.

Although income growth has been lagging behind the nation in recent years, the financial
and service sectors have been performing extremely well. The poverty rate in Wood County is
extremely low due to the number of earners per family and the low proportion of minority
persons in the population.

Manufacturing of non-durable goods provides a very high proportion of jobs for an area
with as large a rural component as Wood County. Although manufacturing constitutes 31% of
employment, this industrial sector directly generates over 40% of income in this community.
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Overview

The return of sluggish growth in the first quarter has once again raised fears of an
impending recession (see Table 1). Real GNP grew at a 1.3% annual rate during the first
three months of 1985, raising total output to 3.5% above the year earlier level. The first
quarter figure is particularly disappointing because it follows a solid 4.2% growth rate
achieved the previous quarter. Industrial production was also at a virtual standstill but price
increases remained modest and interest rates declined sharply.

Economists are finding it difficult to interpret the increasingly erratic GNP figures.
The consensus view is that unusual factors are to blame for the irregular quarterly behavior
of the GNP numbers. The huge foreign trade deficit has contributed considerable variability
to GNP throughout the economic expansion. Abnormally slow delivery of income tax
refunds played a part in trimming growth during the first quarter. More fundamentally, the
changing structure of the United States economy suggests that some of the statistical varia-
tions recorded by government data may be illusory.

Regardless of the timing or precise magnitude of the economic slowdown, there is
considerable evidence that the expansion is moving into lower gear. Such a development is
typical for the third year of a cyclical upswing. Most economists feel that the economy is
indeed slowing but few foresee a recession emerging in 1985. In fact, most analysts expect
the second quarter growth rate to bounce back near 4%. The reasons most commonly cited
are falling interest rates, moderate inflation and the arrival of those delayed Internal Revenue
Service refund checks.

Declining interest'rates and I.R.S. refund checks are also welcome news to the residents
of Central Wisconsin. The regional economy has clearly slowed in recent months and is in
need of some outside stimulus. The Central Wisconsin economy, like the nation as a whole,
is stronger than it was one year ago. However, also similar to the nation, little growth is
evident throughout the region during the first quarter. The Portage and Wood County
economies grew at a slower rate during the first quarter while Marathon County, buffeted
by major plant closings, struggled to maintain jobs created earlier in the economic ex-
pansion.

The composite regional unemployment rate stands at 8.5%, down sharply from last
year's 10.3%. On the other hand, employment gains are a much more modest 1.4% for the
region. The rate of job generation has clearly slowed since the robust gains recorded in 1983
and 1984.

Evidence of growing weakness is apparent in several of the region's major sectors.
Employment is lower than last March in the government and construction sectors while
durable goods manufacturing is unchanged. Only the trade sector, which expanded payrolls
8.8%, reported major jobs increases. Deteriorating labor market conditions can also be
found in two of Central Wisconsin's key industries. Lumber and wood products employ-
ment is down 9.8% while financial services payrolls are off 2.1%. The food processing
industry is the bright spot among the regions primary industries, boosting employment
9.1% above the March 1984 level.

The Wausau area economy has slowed dramatically in recent months. The impact of
plant closings and layoffs in the important food processing, wood products and financial
services industries are beginning to outweigh the job creation taking place in other areas of
the local economy. The full effect of recently announced closings has yet to show up in the
indicators. This suggests that the Wausau area economy is likely to go through a transition
period in the months ahead.

57-425 0-86--16
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Payroll reductions in the service, construction and government sectors over the pastyear point to deteriorating local economic conditions. The Wausau area's crucial manufac-turing sector has also been unable to increase employment over last spring. The most tellingsign of a weakening economic performance is the first quarter 20.3% jump in initial un-employment claims reported by the Wausau Job Service. Total unemployment claims arealso up over the first quarter 1984 figure.

There is also some evidence of strength contained in the Wausau indicators. The retailsector remains strong. Retail sales and employment show healthy gains. The help wantedindex also rose from the March 1984 reading. Construction activity, as measured by newbuilding permits, showed modest gains over the previous first quarter. Finally, positivereadings were also obtained from Wausau's major deposit institutions. Bank deposits rose asolid 9.4% over last year while bank loans climbed 5.6%.

The Central Wisconsin indicators have become decidedly more mixed as the economicexpansion moves into its third year. Economic conditions have begun to decline in theWausau area, while the Wood and Portage County growth rates have slowed. When inter-preting these changes over the last year it is important to remember that economic condi-tions in all three counties are far better than they were two years ago.

2
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Table 1

National Economic Statistics

1985 1984 Percent
First Quarter First Quarter Change

Nominal Gross $3819.9 $3553.3 7.5
National Product (Billions)

Real Gross $1668.0 $1610.9 3.5
National Product
(Billions of 1972$)

Industrial Production 165.4 160.8 2.9
(1967= 100)

Three Month U.S. 8.29% 9.74% -14.9
Treasury Bill Rate

Consumer Price Index 318.8 307.9 3.5
(1967 = 100)
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Central Wisconsin

Central Wisconsin is comprised of Portage, Marathon and Wood Counties. This section
of the report focuses on the performance of the regional economy. Analysis is based on
regional unemployment rates, total employment, employment by sector and key industry
and the attitudes of regional business executives. This information is contained in Tables 2-6.

Unemployment rates throughout Central Wisconsin are down impressively from the
year earlier levels (see Table 2). The regional unemployment rate stands at 8.5% compared
with a March 1984 level of 10.3%. All three counties recorded lower jobless rates with
Portage and Wood Counties showing the biggest drops. All figures are seasonally unadjusted.

Changes in total employment in the region, a more revealing measure of economic
performance, are not nearly as encouraging as examination of the unemployment rates
would suggest (see Table 3). Plagued by financial difficulties at several of the region's more
prominent employers and plant closings in the Wausau area, regional employment increased
a modest 1.4% sincq last March. Employment for the state inched up .9%. Wood and Portage
Counties recorded gains of 2.5% and 4.5% respectively. Marathon County employment
slipped 1.2% from the year earlier total. These figures indicate a slowing regional growth
rate.

For the first time since the regional economy emerged from the 1981-82 recession,
employment conditions are deteriorating in a number of important sectors (see Table 4).
Durable goods manufacturing recorded no gains over the past year. Industries experiencing
declines were wood products and machinery production. Payroll declines are evident in the
construction and government sectors. All figures are compared to the March 1984 totals.

The nondurable goods manufacturing and service sectors are essentially unchanged.
The only sector which stands well above the March 1984 employment level is trade. Retail
trade gains have occurred in all three of the region's counties in the past year.

Two of Central Wisconsin's key industries have experienced sagging payrolls in the
past year (see Table 5). Employment is down 2.6% in the financial services industry, while
the lumber and wood products industry suffered a 9.8% drop in employment. Financial
services employment is depressed by difficulties at the region's two insurance giants. The
wood products industry is feeling the effects of a major closure in the Wausau area.

After failing to generate jobs throughout most of the expansion, the region's important
food processing industry gave the economy a needed boost. Employment in food processing
stands 9.1% above the year earlier level. Employment in the paper industry, Central
Wisconsin's largest employer, remains at the March 1984 level.

Executives at the region's major firms remain skeptical about the strength of the
national and regional economies just as they were in December (see Table 6). Business
leaders have noticed only modest improvement in national conditions in recent months and
expect the economy to improve only slightly in the months ahead. They expressed similar
feelings regarding the Central Wisconsin economy. Table 6 is based on a survey taken in mid-
March, prior to the release of first quarter GNP figures.

4
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Table 2

Unemployment in Central Wisconsin

Unemployment Rate
March 1985

Portage

Marathon

7.0

9.6

Wood

Central Wisconsin

Wisconsin

United States

8.2

8.5

Unemployment Rate
March 1984

9.8

10.6

10.8

10.3

7.7 8.7

7.5 8.1



480

Table 3

Employment in Central Wisconsin

Portage

Marathon

Wood

Central Wisconsin

Wisconsin

United States

Total Employment Total Employment Percent
March 1985 March 1984 Change
(Thousands) (Thousands)

32.3 30.9 +4.5

47.5 48.1 -1.2

33.1 32.3 +2.5

112.9 111.3 +1.4

2175.7 2155.5 + .9

105,768 102,770 +2.9
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Table 4

Central Wisconsin Employment Change by Sector

Sector Employment Employment Percent
March 1985 March 1984 Change
(Thousands) (Thousands)

Manufacturing 24.9 24.7 + .8
Durable goods 10.3 10.3 -
Nondurable goods 14.6 14.4 +1.4

Services 30.5 30.1 +1.3

Trade 23.6 21.7 +8.8

Construction 2.0 2.1 -4.8

Government 15.5 15.7 - 1.3
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Table 5

Employment in Key Central Wisconsin Industries

Industry Employment Employment Percent
March 1985 March 1984 Change
(Thousands) (Thousands)

Paper Products 9.0 9.0 -

Lumber & Wood Products 3.7 4.1 -9.8

Food Processing 3.6 3.3 +9.1

Finance, Insurance and 7.4 7.6 -2.6
Real Estate

Table 6

Business Confidence in Central Wisconsin

Index Value
March 1985 December 1984

Recent Change in
National Economic Conditions 55 47

Recent Change in
Local Economic Conditions 52 48

Expected Change in
National Economic Conditions 54 53

Expected Change in
Local Economic Conditions 54 57

Expected Change in
Industry Conditions 57 66

100 = Substantially Better
50 = Same
0 = Substantially Worse
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The Wausau Area

There is growing evidence of a weakening area economy. This section of the report
zeroes in on data specific to the Wausau area. Tables 7-14 contain information on local
labor, retail, construction and financial markets.

Employment gains in the past year have been concentrated in Marathon County's
trade sector (see Table 7). Retail and wholesale trade employment stands 7.2% higher than
the March 1984 level. The manufacturing and service sectors reported virtually unchanged
employment conditions, reflecting the slowing local economy. Construction and govern-
ment employment are below last year's totals.

Retailers in the Wausau area have witnessed moderately rising sales and store traffic
in recent months (see Table 8). The magnitude of these gains has subsided since the sea-
sonally adjusted December survey. Retailers remain confident about the months ahead
despite the negative local economic news.

Somewhat surprisingly the Wausau area help wanted index moved above the 1984
reading (see Table 9). This may be reflecting the strong retail sector. Public assistance claims
in the area are up slightly but new applications took an encouraging 8.0% drop from 1984's
first quarter (see Table 10).

The unemployment claim data gathered by the Wausau Job Service office contains the
most sobering information on the local economy (see Table 11). Unemployment claims
stand 5.2% above the first quarter of last year but more ominous is the 20.3% jump in
initial claims. The impact of area plant closings are clearly beginning to have a measurable
impact.

Construction data for the Wausau area is a mixed bag though the news is generally
positive (see Tables 12 and 13). Construction activity as recorded by the building inspectors
in the cities of Wausau and Schofield and the townships of Weston and Kronenwetter, shows
an increase in residential and nonresidential permits. The absolute numbers are small and
some construction indicators are negative. The actual level of activity, typical for the
winter months, was quite low.

Financial activity as reported by the Wausau area's eight largest deposit institutions
showed gains in loans and total deposits (see Table 14). Bank deposits posted an encourag-
ing 9.4% increase over last year. Loan activity is also up solidly. The rise in bank deposits

-suggests that there is growing liquidity among Wausau area consumers.

9
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Table 7

Marathon County Employment by Sector

March 1985
(thousands)

10.9

12.8

10.4

.9

5.6

March 1984
(thousands)

10.9

12.9

9.7

1.0

6.0

Table 8

Retailer Confidence in Wausau

Index Value
March 1985 December 1984

Total Sales Compared
to Six Months Earlier

Store Traffic Compared
to Six Months Earlier

Expected Sales Six
Months From Now

Expected Store Traffic
Six Months From Now

60.9

60.4

70.8

66.3

100 = Substantially Better
50 = Same

0 = Substantially Worse

Manufacturing

Services

Trade

Construction

Government

Percent Change

- .8

+ 7.2

* 10.0

- 6.7

72.8

65.2

67.4

67.4
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Table 9

Help Wanted Advertising in Wausau

1985

1984

1980 = 1 00

Index Value
Wausau U. S.
(March) (January)

102.1 145.0

88.5 123.0

1967= 100

Table 10

Public Assistance Claims in Wausau

Total Caseload

New Applications

1985
First Quarter

549

1984
First Quarter

.538

138

Percent
Change

+ 2.0

- 8.0150
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Table 1 1

Unemployment Claims in Wausau

Initial Unemployment Claims

Total Unemployment Claims

1985 1984 Change
First Quarter First Quarter Percent

4862 4041 +20.3

44533 42350 + 5.2

Table 12

Residential Construction in the Wausau Area

Residential Permits Issued

Estimated Value
of New Homes

Number of Housing Units

Residential Alteration
Permits Issued

Estimated Value
of Alterations

First Quarter First Quarter Percent
1985 1984 Change

18 16 +12.5

$1264.0 $1130.0
{thousands) (thousands) +11.9

26 26 0.0

38

$ 127.4
(thousands)

49

$ 150.8
(thousands)

-22.4

-15.5
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Table 13

Nonresidential Construction in the Wausau Area

1985 1984
First Quarter First Quarter

Number of Permits 5 3

Estimated Value of $ 172.0 $ 188.0
New Structures (thousands) (thousands)

Number of Business
Alteration Permits 10 5

Estimated Value of $ 79.0 $ 48.3
Business Alterations (thousands) (thousands)

Table 14

Financial Statistics for Wausau

Bank Deposits

Bank Loans

1985
First Quarter
(millions)

$481.6

$345.7

1984
First Quarter

(millions)

$440.1

$327.3

Percent
Change

+ 9.4

+ 5.6
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Outlook

Falling interest rates, smaller increases in the foreign trade deficit, and 1.R.S. refund
checks should combine to boost national economic growth in the second quarter. Along
with spring weather, these factors should also spur growth in the Central Wisconsin economy
in the months ahead. There are, however, factors which will moderate this growth. Problems
in the region's important insurance industry and the after shock of plant closings in the
Wausau area are likely to limit any employment gains in the second quarter. The Wausau
area economy, in particular, will be hard pressed to expand job opportunities in the months
immediately ahead. The outlook is brighter for the Stevens Point and Wisconsin Rapids
areas. Planned expansions by major employers in both local economies should fuel growth.

The current business cycle has now reached the stage where the development of a
recession can occur quickly. Experts have always had great difficulty in predicting when
turning points in the cycle will occur. Although most economists do not see a recession
developing in 1985, the emergence of an economic downturn becomes increasingly likely
as the expansion ages. Back in the 1960s, President Johnson argued that recessions are not
inevitable. Twenty years later, few are so bold.
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SPECIAL REPORT

Agriculture in Marathon County: An Overview

Presented by:
Dennis Palmini
Associate Professor of Economics
University of Wisconsin-Stevens Point

This report presents a portrait of agriculture in Marathon County and its contribution to the
county's economy. It also shows how agriculture in the county has changed over the past decade.
Data are taken from the Censuses of Agriculture for 1974, 1978 and 1982.

This research is a first step in describing and understanding agriculture in the Central Wisconsin
area, how it is changing, and how it can cope with a changing economic and technological environ-
ment. While the Central Wisconsin Economic Research Bureau provided support for this project,
the narrative portions of the report represent the views of Professor Palmini and are not the
responsibility of the University of Wisconsin-Stevens Point.

Table 1

Local Area Personal Income Sources: 1975, 1982

Marathon County Wisconsin
1982 1975 1982 1975

($000) % a] ($000) % a] ($0°°) % a] ($000) % a]

Farm 49,620 6.5 26,298 6.4 1,488,423 4.15 931,984 4.75

Nonfarm 711,378 93.5 383,531 93.6 34,375,892 95.85 18,707,710 95.25

Private 634,088 83.3 339,944 82.9 29,253,230 81.6 15,887,688 80.9

Government 77,290 10.2 43,587 10.6 5,122,662 14.3 2,820,022 14.4

Total earned
Income 760,998 100.0 409,829 100.0 35,864,315 100.0 19,639,694 100.0

a] Percent of earned income

Table 1. Local Area Personal Income

Almost 50 million dollars of income was earned in farming in Marathon County in 1982, about six
and a half percent of the county's total earned income. While incomes have increased 88 percent in
Marathon County over the past decade (primarily due to inflation), farming's relative share of
total earned income has remained constant. Agriculture's share of earned income in Marathon is
almost 60 percent greater than its share of earned income in the state, reflecting the proportionately
greater importance of agriculture to the Marathon County economy than to the state economy.

15
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Table 2

Number Farms and Land in Farms: 1974-1982

Marathon County Wisconsin
1982 1978 1974 1982 1918 1974

Number of Farms 3,295 3,255 3,353 82,198 86,505 89,479
Change in Number -10 -98 - -4302 -2974 -
Percent Change -0.3 -2.9 - -5.0 . -3.3 -

Acres in Farms 605,780 633,407 628,554 17,234,127 17,838,982 17,624,821
Change in Acres -27,627 4853 - -604,855 214,156 -
Percent Change -4.4 I 0.7 - -3.4 +1.2 -

Total Land Area 1,015,000 34,832,780 34,858,240 34,857,728
(acres)

Percent in Farms 59.7 62.4 61.9 49.5 51.2 50.6

Table 2. Number Farms and Land in Farms: 1974-1982

Both Marathon County and Wisconsin continued to lose farms from 1974 through 1982. But while
the pace of loss accelerated for the state from 1978 to 1982, reflecting the deterioration in farm
income conditions, Marathon County lost farms at a considerably slower rate. Acres in farms and
percent of land in farms both increased from 1974 to 1978, but then fell sharply from 1978 to 1982.
The strong demand for farm products and the rapid appreciation of land values during the 1970's
contributed to the expansion of land in farms while the reverse conditions tended to dominate during
the last four years.
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Table 3

Size Distribution of Farms: 1974,1982

Marathon County
1982 1974

% No. Farms

7.2 44

8.8 203

40.5 1625

39.6 1401

3.7 76

0.2 3

- 1

100.0 1302

187

4

4

1982
% No. Farms

1.3 4,254

6.1 10,256

8.5 31,202

1.8 30,855

2.3 4,682

0.1 778

- 172

Wisconsin

5.2

12.5

38.0

37.5

5.7

0.9

0.2

1974
No. Farms

2,392

8,176

41,160

33,612

3,527

494

118

100.0 82,199 100.0 89,479

210 197

Table 3. The Size Distribution of Farms: 1974 and 1982

The average size of farms continued to grow in Wisconsin, but remained steady in Marathon County.
Actually the average size of Marathon County farms increased slightly from 1974 to 1978 but then
fell back again from 1978 to 1982. While the number of farms continued to decline, the acreage in
farms was consolidated into larger farm units. The distribution of farms by size shows an interesting
change for both the state and the county. Though small in relative terms, there is a flattening of the
distribution. There are more very small farms and more large farms and fewer middle-sized farms. In
Marathon County, farms in the 50 to 499-acre category fell by 14 percent while the number of farms
500 or more acres increased by almost 60 percent. The number of very small farms (1-9 acres) in-
creased five-fold while accounting for very little acreage.

Size of Farm
(acres)

1 -9

10-49

50- 179

180- 499

500- 999

1000 - 1999

2000 +

No. Farms

234

286

1314

1284

119

6

2

3245

2.7

9.1

46.0

37.6

3.9

0.5

0.1

100.0

Average Size
of Farm (acres) 187
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Table 4

Farms by Standard Industrial Classification, 1982

Portage Marathon Wisconsin
No. Farms % No. Farms % No. Farms %

Cash Grains
Field Crops except cash grains
Vegetables & Melons
Fruits & Tree Nuts
Horticultural Specialties
General Farms, primarily crop
Livestock except dairy, poultry

and specialty farms
Dairy Farms
Poultry & Eggs
Animal Specialties
General Farms, primarily livestock

127
165
32
4
5

51

232
470

6
13
14

11.3 119 3.7 9,570 11.6
14.7 462 14.2 5,632 6.9

2.9 16 0.5 1,415 1.7
0.4 4 0.1 841 1.0
0.4 14 0.4 623 0.8
4.6 55 1.7 2,322 2.8

20.7 499 15.4 17,979 21.9
42.0 1971 60.7 40,168 48.9

0.5 22 0.7 564 0.7
1.2 54 1.7 1,722 2.1

29 0.9 1,363 1.6

1119 100.0 3245 100.0 82,199 100.0

Table 4. Farms by Standard Industrial Classification

This table compares the structure of farming in Portage and Marathon Counties against that for the
state as a whole. The pattern in Marathon County shows more than 60 percent of the farms classified
as Dairy Farms compared to less than 50 percent of farms so classified for Portage County and the
state. This, of course, reflects Marathon County's rating as the number one dairy county in the nation's
number one dairy state. For Marathon, as Portage County, "Field crops except cash grains" are
relatively important, but cash grains like corn, wheat and oats are relatively unimportant.
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Table 5

Revenues From Agricultural Products Sold: 1974,1982

Marathon County
1982 1974

value % of value % of
($1000) total ($1000) total

1982
value

($1000)

Wisconsin
1974

% of value % of
total ($1000) total

Market Value 173,296 100.0 76,745 100.0 4,854,582 100.0 2,352,996 100.0
of Sales

Average per
Farm (S)

53,404 - 22,888

From Crops 22,431 12.9 5,575

- 59,071 - 26,297 -

7.3 943,422 19.4 478,736 20.3

From Animals 150,865 87.1 70,473 91.8 3,911,160
and animal
products

80.6 1,867,277 79.4

Table 5. Revenues from Agricultural Products Sold: 1974, 1982

Wisconsin's farm economy is heavily dependent on revenues from the sales of animals and animal
products, reflecting the important role of dairy production. This balance changed little from 1974 to
1982. The same relative proportions are seen, although in somewhat more exaggerated form, in
Marathon County. While revenues from animals and their products accounts for 81 percent of state
farm revenues, they make up 87 percent of farm revenues for the County. Thus the importance of
dairy farming to Marathon County in economic terms is even greater than suggested by the previous
table. It is worth noting the proportion of revenues from animals and their products fell by about five
percent from 1974 to 1982 in Marathon.
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Representative OBEY. Mr. Dreyer, why don't you fill us in on the
employment, unemployment or whatever you want to call it situa-
tion.

STATEMENT OF JAMES X. DREYER, DISTRICT DIRECTOR,
WISCONSIN JOB SERVICE, WAUSAU

Mr. DREYER. My name is James X. Dreyer. I am the director of
the job service office in the Wausau-Rhinelander district. I have
been employed with the job service for the past 24 years. Nineteen
of those years, I have been the director of a local job service office
in northern Wisconsin.

I worked in Marinette, Rhinelander, Superior, and I am present-
ly working as the director out of the Wausau district office.

North-central Wisconsin and the Marathon County area have re-
bounded from the recession of the early 1980's. This rebound, how-
ever, was not a recovery to the type of economy that existed before
the recession. The area is still trying to deal with the changes that
this new economy and labor market have brought to the region.

The prerecession economy in north-central Wisconsin reached its
peak in 1978-79. For example, the work force in Marathon County
in 1978 was 52,300 and in 1979 it reached 53,200. Total employment
in 1978 was 49,600.

In 1979, the average total employment was 50,400 with employ-
ment peaking at 52,300 in June of 1979.

This change in the labor force was not only a change in the total
number of individuals who are employed, but it also affected the
occupational and industrial mix of the economy. Total employment
showed an increase in the trade industries, service industries, and
also local government has grown slightly.

In Marathon County, the trade industry has increased its em-
ployment by 1,400. There were 9,200 people employed in the trade
industry in 1980, and in June of 1985 it had increased to 10,600.

The service industries' employment has grown by 700. They
showed an employment of 6,600 people in 1980, and today they are
at 7,300. Local government has grown, increasing 300, from 4,300 in
1980 to 4,600 today.

Manufacturing in north-central Wisconsin has always been the
bedrock of this economy. If we look at Marathon County's manufac-
turing statistics for 1978 to 1985, we show a drastic decrease in em-
ployment. In 1978, there were 14,100 people employed in manufac-
turing jobs. Over 3,000 of these jobs are not eliminated from the
local labor market.

Today, this same type of dramatic decrease is occurring through-
out the north-central Wisconsin area.

During the past several years, when employers in the manufac-
turing industry decided to increase their capital expenditure, their
first goal was to remain competitive within their industry. This
mainly meant reducing their labor costs. The manufacturing indus-
try has to make periodic investments in the area if we are to retain
a vital economy.

The Bureau of Labor Statistics information shows that the aver-
age weekly earnings for production workers in Marathon County is
$419.83, or $9.52 an hour, for 44 hours of work. Taking this figure
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times the number of jobs lost since 1978 means that there is ap-
proximately $1 million less income generated in the area per week.

Five out of six counties in north-central Wisconsin are presently
labeled as labor surplus areas. In 1985, unemployment rates ranged
from 5.4 percent to 18.5 percent. As you can see by these figures,
the unemployment rate in the area fluctuates a great deal. For ex-
ample, the unemployment rate for Forest County in March 1983
was 28.1 percent, and a low was registered in Langlade County at
5.4 percent in May of 1985.

The Wisconsin Job Service is basically a labor exchange organi-
zation. In other words, we try to place people in employment. Our
main clientele that we serve are employers and applicants.

For example, here in the Wausau local office we will have ap-
proximately 1,000 new applicants come in to our office each month
for jobs, for a total of approximately 12,000 a year. We placed ap-
proximately 1,500 individuals last year.

Last year, the Wausau Job Service Office received approximately
1,700 job openings; 55 percent of these openings were in the service,
clerical, and sales occupations.

However, the individuals that come in to our office are looking
for manufacturing-type employment. While these jobs are fairly
numerous, they are not what the public wants in terms of hours
and wages.

Based on job order information at the Wausau Job Service Office,
50 percent of the retail sales openings are part time or temporary.

The average starting wage for these jobs locally is $4.05 an hour;
52 percent of the clerical jobs are temporary or part time. The
starting wage for the clerical worker averages $4.36 per hour. Of
the service jobs, 81 percent are part time or temporary, and the av-
erage starting wage is $3.48 per hour. Of all the job openings re-
ceived at the Wausau Job Service, 57 percent are temporary or
part time.

We are starting to see several things happen in the area. First,
the youth are going either to the university or the technical schools
to improve their potential in the labor market. They are starting to
realize that if they do not have some special skills to offer the em-
ployer, they will be working for minimum wage for a long period of
time.

Along with this, we are seeing an outmigration of young people.
They are either moving to different areas of the State or to other
States to find better employment opportunities.

Employers who use our services are still interested in the most
qualified individual that is available in the labor market. They
expect the Wisconsin Job Service to have an intimate knowledge of
their employment needs and to fill their employment requests with
high-qualified applicants. Employers are interested in personalized
service as well as fast efficient service.

In summary, I would like to make several recommendations.
First, I would like to recommend that all congressional budget-

ary expenditures be related to what effect they would have on the
manpower in the Nation. In other words, I would like to see an em-
ployment or manpower impact statement on all expenditures by
Congress. This statement would give the congressional leaders an
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idea of the employment that would be generated by each expendi-
ture.

Second, I would like to recommend an incentive to help industry
invest in modernized equipment so as to assure their competitive-
ness in the world marketplace.

Third, I would like to see additional expenditures for the people
who, for reasons beyond their control, are unable to participate
fully in the world of work.

My final recommendation would be to have some arrangement
whereby local people would have an option to purchase local busi-
ness and industries. Many times outside interests do not have the
same commitment to the area as local people do.

Thank you for your time.
Representative OBEY. Thank you very much.
Next, I would like to hear from both sides of the bargaining table

as far as the construction industry is concerned.
Why don't we start with Gerry Wergin first.

STATEMENT OF GERALD WERGIN, PRESIDENT, WERGIN
CONSTRUCTION CO., INC.

Mr. WERGIN. Thank you, Representative Obey and members of
the Joint Economic Committee.

Approximately 20 years ago I was either standing on this site or
one contiguous to it trying to figure out how to dewater supersatur-
ated ground to build this building.

It would be fair to say today I am trying to figure out how to
deemphasize the interest rates. I feel that if that were solved,
much of the construction industry's problems would also be solved.

The construction industry in Marathon County, and those coun-
ties contiguous to Marathon County, is in a state of limbo.

The industry as a whole could use a prop. We don't know wheth-
er to gear up for more work.

Construction activity as a whole has noticeably been in slight de-
cline over a period of the past 3 to 4 years. At the present time
there is a much greater capacity to build than consumer demand
for the product of the industry. At the present time there is greater
activity in the institutional area than in commercial and industrial
areas, except for the papermill industry.

The housing industry is in a unique position in that a fair per-
centage of housing could use improvement, but the interest rates
hold the replacement and/or additional housing at a minimum. I
strongly feel that young families are being penalized.

When I look back 40 years, interest rates of 4, 5, and 6 percent,
while something to be wrestled with, were not such a formidable
thing as 10, 12, and 13 percent. I think it is very unfair to the
young family today to be unable to upgrade and achieve part of the
so-called American dream in housing.

In the late 1970's, a federally sponsored jobs tax credit program
was initiated. Our own experience was an expansion of our forces
with the result that we did earn the maximum tax credit, like
$100,000, and reinvested those credits in new equipment, in antici-
pation of a growing need for the construction industry. That is not
the situation today.
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A few years ago, industry as a whole was much more optimistic
about the future growth of our economy. This was the period before
the runaway interest rates which began in late 1979 and continued
through the midsummer of 1982, with the prime rate in December
1980 reaching as high as 21.5 percent.

Prior to this period, the interest rate was low and stable enough
and the expectations of the future were great enough that industry
was willing to provide for future expansion in excess of their cur-
rent needs to be able to handle future requirements when they ar-
rived. Companies are not opting to expand at a more controlled
rate as the need arises without incurring any more debt than is ab-
solutely necessary.

If business and industry felt a long-term stable economic climate
was approaching, they would be more attuned to making capital in-
vestments.

I am speaking of the breadwinners that we are working for. Busi-
nesses, industry, manufacturing, and so forth. There appears to be
a cloud on the horizon as to what the long-term future holds.

To sustain long-term future economic growth, the borrowing
public must have confidence in a relatively stable interest rate.
The wide fluctuations, those wide swings in interest rates over the
past few years have resulted in lenders being reluctant to make
long-term commitments.

In order to insure a stable long-term interest rate, the Govern-
ment has to reduce the national debt. Old, old story. Don't ask me
how.

As a result of a large deficit, our government is forced to borrow
a significant portion of the funds available in the private sector.
This reduces the funds available for private construction, forcing
up the interest rate. I believe it is time for the Government to bite
the bullet, but quit blaming the other party and resolve the issue.

The large number of construction companies that geared up to
handle the expansion in the decade of the 1970's is now eagerly
searching for business. Companies making capital investments are
also going to greater lengths to insure the maximum benefit for
the dollars spent.

This has resulted in economic benefits to the consumer, but has
placed the various construction companies in a dog-eat-dog environ-
ment in order to be able to survive.

At one time, contractors were able to earn a normal operating
profit for their construction services. Now, many companies are
satisfied in accepting a project at a break-even point merely to
keep their employees working, keep equipment working, and to
contribute to the fixed overhead.

The Government of the United States has recently been adding
fuel to the fire, causing more companies to adopt a "wait and see"
attitude regarding their future construction plans.

The current tax program as currently proposed by President
Reagan will significantly affect depreciation and investment tax
credit benefits of a company currently in a program of capital ex-
pansion.

It is the indecision and the inability of companies to outguess our
Federal Government, just the tail and the dog, and the delays are
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causing-those decisions are causing delay in decisions to build or
not to build.

The accelerated depreciation deduction and the liberal invest-
ment tax credit have a very significant impact on a companies
future expansion plans. Without these benefits, many plans will
have to be curtailed. Until the tax policies have been finalized, the
business communities will have to delay investment decisions in
order to determine the impact of these changes on their particular
operation.

Our Government has made many significant tax changes since
1981. Each time, we are told that the change is a needed reform or
simplification. We have yet to see that. Another major change is
now in the works. The time has come to adopt a comprehensive tax
plan that is fair to all and will remain fairly stable.

I emphasize stability so that everybody can plan, stability.
Industry would be more prone to making capital investments if

the tax environment they would be operating in was more static.
The construction industry in this country is being indirectly hurt

by unfair foreign competition. An American company which cannot
sell its products, either here or abroad, has no need to build an-
other factory or warehouse. While our Government is advancing a
free trade policy, other countries, most noticeably Japan, are not.
Foreign products can enter our country with a relatively low tariff
and a minimum of restrictions.

To get our products into most foreign countries, however, we run
head on to a massive system of bureaucratic redtape, high foreign
tariffs, or government subsidies which makes free trade impossible.
It is time that we quit being the patsy of the world and force other
countries to limit their restrictions on our products in a reciprocal
manner.

Another area I would like to touch upon is housing for the elder-
ly.

Rather than forcing people who have conserved a modest saving,
we are still depending on them for the bulwark of taxes. I would
hope that some type of development policy might be enacted
whereby qualifications for this type of housing are not restrictive
as presently written.

People who have saved some money, conserved their funds,
should hopefully be entitled to a moderate, fair and clean, safe
housing without the total burden, without having to divest all their
hard-earned moneys to live on the property.

The construction industry from this country's early inception has
always been an integral part of the Nation's economy. In today's
world the industry has the capability, capacity, skilled workmen
and integrity, reliability and thus is poised and ready to build more
and better. I look forward to the future of this industry with cau-
tious optimism but with definite optimism.

Thank you.
Representative OBEY. Thank you, Mr. Wergin.
Mr. Cohrs, please proceed.
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STATEMENT OF PHILIPP COHRS, BUSINESS MANAGER, WISCON-
SIN RIVER VALLEY DISTRICT COUNCIL OF CARPENTERS, AND
CHAIRMAN, GREATER WISCONSIN CARPENTERS BARGAINING
UNIT
Mr. COHRS. I am Philipp Cohrs of Merrill, WI. I am the business

manager of the Wisconsin River Valley District Council of Carpen-
ters and chairman of the Greater Wisconsin Carpenters Bargaining
Unit, which covers seven-eighths of the State for bargaining pur-
poses.

We do not cover Milwaukee, Kenosha, Racine, or Janesville. In
those capacities, I have considerable knowledge as to the state of
the construction industry in Wisconsin and especially as it affects
the carpenters. The state of the industry is not good.

We have lost thousands and tens of thousands of construction
jobs in this State since 1980. These jobs are no doubt permanently
lost as we watch the continuing erosion of our industrial base. Con-
struction is directly affected by the decisions of industry in general
for they along with government are our major consumers.

We see a need for legislation on a Federal level which discour-
ages companies from moving to the Sun Belt. Present laws encour-
age such moves through tax incentives. There is a need for legisla-
tion to make employers who leave us, after having raped the land
and society and taking their huge money coffers with them; to edu-
cate and train and retrain those employees who are left behind.

Arrangements must be made to make those employers liable for
the basic needs of those past employees and not put the burden on
the taxpayers; in other words, the working people of this State.

We have an absolute need for import quotas or taxes to stop or
at least slow down the ever-increasing tide of imports into this
country and State. We can no longer allow the importation of
cheap foreign articles while we export our jobs. If this United
States of America is to continue with a middle-class America, we
must have jobs with a dignified wage.

When the shoe industry hurts, the construction industry hurts.
When the car industry hurts, the construction industry hurts.
When the heavy equipment manufacturers leave town, the con-
struction industry hurts.

With sales being freely given away by the Federal Government
to every bleeding heart nation of the world, our industry is getting
the heck kicked out of it. A policy that allows this to continue to
happen is entirely counterproductive to a healthy United States
and Wisconsin.

The United States is probably the only country in the world
stupid enough not to have an import policy which does not take
care of its own first. If people are not working, who will pay the
taxes to take care of running this country and world and reduce a
Federal deficit which runs wild and completely out of control? Our
legacy to our kids will always be remembered. It will be "taxes for-
ever."

We cannot agree with a policy which is to drag the middle class
of this United States down to a level of poverty so that we may be
on a par to third world citizens. Yet, surely, that is the aim of the
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present administration as we see the rich get richer and middle-
class America being decimated.

The construction industry needs the Davis-Bacon Act. I have
never met an honest, legitimate contractor who thinks that Davis-
Bacon is bad for the industry. The only contractors who do not
want it, who fight it, are those who greedily refuse to pay living
wages, who refuse to train their employees for more productivity
and better craftsmanship. Every employer I deal with recognizes
the need and balancing factor of Davis-Bacon.

How can a small businessman, like most contractors are, and
working people such as carpenters are, compete with the awesome
power of the Federal Government to maintain a dignified wage
scale? Certainly, the Government as the biggest consumer of con-
struction wields a devastating power for or against the industry.
What is wrong with carpenters deriving a living wage? The Gov-
ernment subsidizes every conceivable business and entrepreneur in
the country one way or another. Why not the construction worker?

Are we less important than the ginseng farmer or the tobacco
farmer? Do we have less right to protection from unfair use of
power than the other minorities of society, be that distinction by
race or ethnic background or the caste system between rich and
poor which exists in this United States?

The only thing construction workers want is the right and ability
to own a house, to raise their kids peaceful, healthful, and with
pride and dignity. We want our kids to be able to have an educa-
tion and to be able to go on to higher educatior- if desired.

We feel we should be able to look forward to and enjoy our twi-
light years with dignity and without the fear of poverty and rejec-
tion. We feel that as American citizens we have a right to that
kind of a life.

Yet today, the administration seems to be totally committed to
taking that right, that pride, that dignity away from working
people.

The continuing song from both the State and Federal unemploy-
ment counters is that Wisconsin sits at about 7 percent unemploy-
ment and probably not much over 10 percent for the last year.
These figures are incorrect. They do not include that vast number
of workers who have totally exhausted their unemployment com-
pensation benefits and, therefore, do not register as being out of
work. These tens of thousands of totally discouraged workers, when
added to that 7 or 10 percent figure, would greatly raise that per-
centage.

Between the State of Wisconsin and the Federal Government at-
tempting to do away with unemployment compensation insurance,
we have a large group of workers in this State who receive no ben-
efits. Now, certainly the easiest and most effective way to cut costs
of unemployment compensation is to not pay workers. That is ex-
actly what Wisconsin and the Federal Government have done. At
19 weeks to attain eligibility the State has very effectively taken
away unemployment compensation benefits totally from thousands
of construction workers.

Nineteen weeks is totally unrealistic to the needs of our people
and shows an absolute lack of knowledge as to the variances of the
industry.
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With the lack of work over the past 5 years, the years under the
present administration, many of our people were lucky to attain 15
weeks; 19 weeks is a sheer impossibility.

With the removal of the Federal extension, where do these
people go? They leave the trade and attempt to get into a different
line of work, are unsuccessful, and finally end up on the welfare
rolls.

Once again, the burden falls upon the taxpayer, the middle-class
American who is being systematically destroyed and removed as a
viable part of this country.

Once again, the dignity of receiving moneys which have been
earned, as in the concept of unemployment compensation insur-
ance, is denied. If it was not so tragic, if it did not take such an
awful toll of human life and dignity itself, if it did not exert such a
horrendous degree of suffering upon working people, it would be
laughable to listen to an administration which espouses removal of
persons and families from the welfare rolls and then, by its very
actions and absolutely meaningfully, promulgates legislation which
forces people and families to partake of the public dole.

The removal of unemployment compensation benefits from these
working people reflects immediately in small business closing their
doors, laying off their employees, and joining the ranks of the un-
employed. That is real "trickle down."

The concept of taxing fringe benefits, health insurance, pension,
et cetera, is completely off the wall. How in the world can working
people, who the Federal Government expects to take cuts in wages,
be expected to take part of their health insurance and pension to
pay for a defense budget which runs unchecked. Those same work-
ing people who have fought the wars and sacrificed their sons and
daughters on the battlefields of this world are now being asked to
lessen their expectations for healthy lives and their dignity of old
age. All of this so we can build more bombs to kill more sons and
daughters.

Those fringe benefits have come about because working people
hit the bricks and fought for and demanded those benefits from a
society which never dreamed that working people could attain such
goals, people whose blood and very lives ran down the gutters of
this country, working people who demanded to be treated as equal
citizens of a country which specifies that all people are created
equal.

The Federal Government is very willing to accept our taxes and
to take part of those dollars and put them to use for medical re-
search. Our colleges and universities and other research centers
have been very effective in promoting better health and longer life
for the people of this country and the world.

Now, after paying for that research, we see a movement by the
administration and its following to deny those advances in medical
technology to a large portion of American citizens-the working
people.

We can only assume that the powers that be feel that adequate
health care is only for the rich of the world, because if taxation of
fringe benefits is allowed to happen, middle-class America will
have fewer dollars to spend for health care. We do not need budget
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directors to figure that out. Even carpenters can come up with that
conclusion.

We hear the continuous litany from the administration that
Social Security was never intended to be the sole provider of securi-
ty in retirement, that its intent was to supplement other avenues
of security. That litany is used as an excuse to cut Social Security
benefits to the retired people of this Nation or to cut the usual
raises on which that group of citizens depends for its sustenance.

Conversely, we see an attempt to tax pension benefits, thereby
effectively lowering the standard of living or our older generation.

What sort of noncaring monsters dream up schemes like this?
Once again, that monster demands not only sons and daughters,
husbands, and fathers to feed the war machines, but the little
amount of substance which those patriots have left, after fighting
two world wars and a few little police actions.

There is probably a correlation between cutting benefits and rais-
ing taxes on retired people. If those people cannot get adequate
health care or do not have enough money to take care of them-
selves, they will probably die sooner and not be as much of a
burden on society.

Let me make it loud and clear, that is not the thought of "work-
ing America," but seems to be the all-consuming thrust of the eco-
nomic policies of the Reagan administration.

Those of us in organized labor who have fought tooth and nail to
*get our members a dignified retirement, a retirement without
ending up in the poor house or begging the kids for money to live
on, a retirement which comes as a reward for a lifetime of toil and
heartbreak, we who have forged a path for all Americans to follow
and have willingly allowed the freeloaders, nonunion, to be covered
by the programs which we devised and finally implemented, we do
not wish to see those retired persons, our fathers and mothers, rel-
egated to a second-class status such as present economic policies
are aiming to do.

We believe in the dignity of man and violently disagree with the
administration thrust regarding our retired citizens.

This year, 1985, is the first year since 1980 that the carpenters in
this north-central part of Wisconsin are enjoying full employment.
We have, in fact, begun replacing some of the many people lost by
attrition during that period of time with young, viable apprentices.
If we are to have a viable industry, we must maintain our group of
qualified tradesmen.

We who have built America realize that the group of fine trades-
men we had available in 1980 has been badly decimated. While I
am happy to report improved work opportunities in this area, I
must also state that this is the only area of Wisconsin in which
that is true. Although we here have, in fact, full employment for
carpenters, we achieve that with fully one-fifth fewer tradesmen in
our group than we had in 1980. Thus, we still have a long way to
go to get back to pre-Reagan or prerecession days.

There is a feeling of distrust in the industry, from the consumer
to the contractor to the tradesman, that this burst of activity will
be long lived. The general consensus is that it will not last and that
we are headed for another recession. We have not recovered from
the previous one and already the industry is fearful of another.
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We fervently hope that this committee and Government in gen-
eral will take steps to lessen the chance of another recession,
whether that be with import controls, a softening of the dollar or
allowing a little bit higher rate of inflation, and most importantly,
by getting a handle on the Federal deficit. We cannot stand an-
other recession.

We would at this time suggest to the committee that one avenue
of cost savings could be the total elimination of the National Labor
Relations Board. That Board which originally was designed to treat
both labor and management fairly has, with the Reagan appoint-
ees, taken a completely antilabor stance. That act which was
passed to bring labor peace to this United States has been so prosti-
tuted by the present administration that it is worthless for working
people and especially construction workers.

If that stance is not changed and quickly, this society will again
see open warfare between labor and management. If there is no
fairness from the United States, why should we abide by the
warped rules which the Board is imposing on us?

We hear the pontifical pleas from our political leaders as to the
Soviet Union's reply to solidarity in Poland. We hear our Wiscon-
sin Republican Senators plea as to Soviet Jewry. We hear our lead-
ers lash out against apartheid in South Africa.

You do not have to leave these shores to find a cause to beat
your breasts about. Look at your own working people. This Govern-
ment just passes laws to make it look better when labor is assault-
ed. We today have labor leaders being investigated, harassed, and
intimidated and some being jailed for political reasons. Clean up
your mess in the United States and then start worrying about the
rest of the world.

Save some money, get rid of the National Labor Relations Board.
On behalf of the working people of Wisconsin, I extend my ap-

preciation and especially to Chairman Obey for bringing this com-
mittee to Wausau and for the opportunity to express our views and
some of our concerns.

It has been a pleasure to be here. Thank you.
[Applause.]
Representative OBEY. Thank you, Mr. Cohrs.
Next we have, in a sense, our host, Mr. Hagen, who is the new

director of North Central Technical Institute. Why don't you tell us
whatever you would like to tell us, focusing on the services NCTI
provides to this area, to try to deal with some of the problems we
have been talking about.

STATEMENT OF DONALD L. HAGEN, ED. D., DIRECTOR, NORTH
CENTRAL TECHNICAL INSTITUTE DISTRICT, WAUSAU, WI

Mr. HAGEN. Thank you. Good afternoon.
I am Donald Hagen, director of the North Central Technical In-

stitute District. As the director of the North Central Technical In-
stitute District, it is my pleasure to bid you welcome to our
Wausau campus, and to express our appreciation to the committee
for having chosen it as the site for these extremely important
meetings.
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The accelerated pace of technological change has created a
sudden need for a new kind of national work force with new educa-
tional needs, a work force schooled in high-technology skills of the
new information age, a work force schooled in skills which, in
many instances, were unknown just a few short years ago, skills
and knowledge which, when once gained, will continue to undergo
change at an unprecedented rate and thereby create a need for
periodic retraining.

Retooling America's work force and economic development are
two of the large issues confronting all of us in 1985, and they will
only become more crucial during the next 5 years as the Nation
attempts to reverse its negative trade balance and regain its posi-
tion of world economic leadership.

These are issues which are at the forefront of the mission and
purpose of vocational, technical, and adult education of Wisconsin,
and they are at the top of the list of our own objectives here at
North Central Technical Institute.

We, and our 15 companion institutions, encompassing all areas of
Wisconsin, are laboring within our limitations to resolve these
issues to the best of our abilities in our areas of the State, and
throughout the State, within the scope of our mission.

Our district encompasses 5,900 square miles, an area slightly
larger than the State of Connecticut.

Our 10-county district has a population of 216,000 people. Each
year, one of every eight citizens over age 18, or some 18,000 men
and women, enrolls in some form of occupational education we pro-
vide.

During the past year, the unemployment rate in the 10 counties
of our district has varied from 7 percent to as high as 20 percent,
depending on the particular problems of the individual counties
and the season of the year.

There have been signs of recovery during the past 9 months, but
they are not the basis for glowing optimism. Instead, they are signs
of a region struggling, against some rather heavy odds, to return to
sound economic health.

And we, here at North Central Technical Institute, are doing, we
believe, our part in that largely self-generated economic recovery
plan.

We are providing, from our current fiscal year tax levy of $8 mil-
lion, 34 different 1- and 2-year occupational training programs, six
programs less than 1 year in length, instruction for apprentices in
a dozen fields, more than 1,000 job training short courses, special-
ized training for East Asian refugees, specialized training for per-
sons with vision or hearing impairments, specialized services for
dislocated homemakers and dislocated workers, career counseling
and career planning services, personalized remedial services, skills
assessment and counseling services, customized training for busi-
ness and industry, technical assistance for business and industry.

Are these efforts yielding observable results? As noted earlier,
our current tax levy is $8 million, and that investment alone will
yield a return of over $9 million as represented by the combined
total of just the starting salaries of just last year's graduates of just
our 1- and 2-year training programs.
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Another measure of success is the fact that over the past decade
the average job placement rate of our graduates has been over 90
percent, and bear in mind that each year 4 or 5 percent of our
graduates enter the Armed Services, seek further education, or are
otherwise not in the job market.

There are also other indicators of success, such as the recognition
given our laser technician program last fall when it received, in
Washington, the U.S. Secretary of Education's National Exemplary
Program Award.

It is significant to note that we could not have achieved our suc-
cesses of recent years solely with tax-supported revenues. We have,
with considerable success, offset dwindling tax-revenues or tax-gen-
erated revenues which have not kept pace with service demands,
with contributions from private sector donors.

Through the efforts of the NCTI Foundation, a group of private
citizens, more than a quarter of a million dollars was raised toward
the construction and equipping of our new center for vision and
hearing impaired persons. Service clubs and civic organizations
throughout the area contribute generously each year to the mainte-
nance of those unique programs.

Our national award-winning laser technician program was also
heavily endowed by local private sector donors and one of them,
Caroline Mark of Wausau, received national recognition from the
American Vocational Association last year for her interest in and
financial support of that program.

Our special training programs for East Asian refugees would
probably have been almost entirely phased out this past year if
local philanthropic interests had not given that effort many thou-
sands of dollars.

There are more than 1,000 East Asian refugees in Wausau,
which is a community with a total population of approximately
35,000. Presently, 211 East Asians are enrolled here at NCTI. In
the last several years, 80 percent of the adult East Asian popula-
tion have been students here at NCTI.

In an era of unprecedented technological change, one of the chal-
lenges in vocational-technical-adult education is the need for con-
stant upgrading of instructional staff-particularly in the fields of
new and emerging technologies. Today, our efforts in that arena
are partially supported by contributions from business and indus-
try and private citizens.

But in each of these areas of private sector support, as splendid
as that support has been and continues to be, we are falling short
of the mark.

One can only go to the same philanthropic wells so often before
the sources go dry. Our region is not an affluent region. Fifteen
percent of the families in Marathon County have an annual income
below the federally defined poverty level of $10,650. That percent-
age is even greater in some of the counties in our district.

A more serious factor in our constrained financial situation is
the fact that under Wisconsin statutes, we cannot levy a property
tax above a 1.5 mill ceiling, and our current fiscal year tax rate
puts us squarely at that ceiling.

To compound this fiscal problem, our district's $4.5 billion total
property tax value decreased slightly last year, and zero growth is
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predicted this year. This is important because local district proper-
ty taxes'account for about 63 percent of our total revenues.

In addition, our State aids are predicted to remain at about the
present 27-percent level of support for operations.

Indeed, because of these various ever-tightening financial con-
straints, our success of recent years has not been achieved without
paying a very high and very painful educational price.

When these financial constraints became extremely tight 3 years
ago, our district board of trustees wisely resolved not to sacrifice
quality for the sake of maintaining sheer numbers. The board felt
it was better to produce lesser numbers of well-qualified workers
than to generate larger numbers of ill-prepared workers. Thus, we
began a program of curtailment which reduced enrollments.

In each of the past 3 years, we have been compelled by financial
constraints to eliminate some services and to reduce others in
order to implement new services and to maintain quality in all re-
maining services. These curtailments and reductions closed the
door of educational opportunity in the faces of more than 300
adults seeking education for employment. As educators, these are
very painful decisions.

But in spite of that bleak fiscal picture, we have not abandoned
our intention to strengthen our efforts in either of the two major
crisis areas to which I alluded at the outset: occupational training
and economic development.

Just last month, our district board of trustees adopted a resolu-
tion establishing an Applied Technology Center here at North Cen-
tral Technical Institute.

Our Applied Technology Center is not a building, but is a new
concept. Under that concept, we will make available to business
and industry, on a cost-sharing basis, our facilities, our instruction-
al equipment, and our staff. We will, in a sense, become high-tech-
nology brokers to business and industry in our region, particularly
in fields such as laser technology, computer assisted design, com-
puter-aided manufacturing processes, and robotics.

We will endeavor to be a vital component in helping communi-
ties in our district attract new industries to those communities
and, perhaps more important, to help industries already in place to
expand, to become more efficient, more productive, more sophisti-
cated, and, through applications of high-technology concepts, to
become more competitive in national and international markets.

We are extremely optimistic about the potential of our Applied
Technology Center and what it can do for business and industrial
development in our region. All the chief executives with whom we
have discussed the concept are equally enthusiastic about it. And
we appear to have broad-based public support for the Applied Tech-
nology Center concept, as evidenced by the Wausau Daily Herald
editorial and article appended to my prepared statement.

However, to be successful, that effort will require a broader base
of financial support than is presently available to us.

What we propose to you is this:
If we can demonstrate the success of our Applied Technology

Center in expanding employment opportunities, and in providing
the trained personnel needed to fill those opportunities, and in ena-
bling regional industry to complete more successfully in expanded
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markets, if we have been able to generate significant private sector
financial support for that effort, then we challenge you to secure
Federal funds matching those private sector donations we have
generated.

Why Federal support for local or regional technical schools, or
community colleges, or any segment of higher education?

The history of Federal support for vocational education goes back
to the Smith-Hughes Act of 1917. These are new times with new
needs, and new efforts are needed to address them.

The fact is paramount that this year, for the first time in our
Nation's history, the United States of America purchased more
goods from other nations than other nations purchased from it.

In time of a prolonged national security crisis our Nation could
ill afford being dependent on foreign manufacturers. We must re-
generate American industry and strive for economic strength as
well as military strength. The two are inseparable.

The only way present trends can be reversed is by helping our
manufacturers, thousands of medium and small manufacturers as
well as just a few large ones, to produce goods better and at lower
cost than the international competition.

Efforts such as our Applied Technology Center here at NCTI and
similar efforts nationwide can help reverse the present negative
trends and ultimately strengthen the Nation's economy and our
national security.

The Walgren bill, which proposes Federal grants on a competi-
tive basis to accredited community and technical colleges which
demonstrate ability to provide competency based occupational edu-
cation, and which work with other community colleges and techni-
cal schools to provide an inventory of advanced technical training
programs serving private and public employers addressing chang-
ing work force demands, is a step in the right direction.

Added to that concept could be grants to technical schools and
community colleges which provide customized training and techni-
cal assistance to firms, and particularly to firms which export their
products to foreign markets or which use such assistance to enter
export markets and to firms providing products and services vital
to our national security.

We urge consideration of these new concepts geared to assist in
solving the crucial new problems confronting our Nation.

We appreciate having had this opportunity to appear before you.
Thank you.
Representative OBEY. Thank you, Mr. Hagen.
[The prepared statement of Mr. Hagen, together with an at-

tached editorial and article, follows:]

57-425 0-86-17
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PREPARED STATEMENT OF DONALD L. HAGEN

Good afternoon! I am Donald Hagen, Director of the North Central

Technical Institute District. As the Director of the North Central Technical

Institute District, it is my pleasure to bid you welcome to our Wausau campus,

and to express our appreciation for having chosen it as the site for these

extremely important meetings.

These hearings ARE important because it has become increasingly clear

that the subject of these hearings (the education of the nation's work force and

economic development) is crucial to our nation's future well-being.

The accelerated pace of technological change has created a sudden need

for a new kind of national work force with new educational needs; a work force

schooled in the high-technology skills of the new information age; a work force

schooled in skills which, in many instances, were unknown just a few short

years ago; skills and knowledge which, when once gained, will continue to

undergo change at an unprecedented rate and thereby create a need for

periodic retraining.

Furthermore, an intensely competitive global marketplace is now a fact of

life. Economic insularity has become obsolete.

Right here in Wausau, an economic liaison program has been established

between Marathon County, under the leadership of the Wausau Area Chamber of

Commerce, and the Heilongjiang province in China. Several local manufacturing

firms are engaged now in exporting their products abroad and more firms are

exploring foreign markets.

Retooling America's work force and economic development are two of the

large issues confronting all of us in 1985, and they will only become more

crucial during the next five years as the nation attempts to reverse its negative

trade balance and regain its position of world economic leadership.
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These are issues which are at the forefront of the mission and purpose of

Vocational, Technical, and Adult Education in the State of Wisconsin, and they

are at the top of the list of our own objectives here at North Central Technical

Institute.

We, and our 15 companion institutions, encompassing all areas of

Wisconsin, are laboring within our limitations to resolve these issues to the best

of our abilities in our areas of the state, and throughout the state, within the

scope of our mission.

Our particular service area includes all or portions of ten north central

Wisconsin counties.

Our district encompasses 5,900 square miles... .an area slightly larger than

the state of Connecticut. However, the property value of our district, the

basis for 63% of our budget unfortunately, is only a fraction of the property

value of Connecticut.

Our 10-county district has a population of 216,000 people. Each year, one

of every eight citizens over age 18, or some 18,000 men and women, enrolls in

some form of the occupational education we provide.

Our district's economy is based on diversified manufacturing (in which

housing-related manufacture is a keystone), service industries (of which

insurance and health care are keystones), agriculture (of which dairy farming

is a key), forest products (of which paper manufacture is a key), and tourism.

Each of these economic components has been adversely affected in its own

way to greater or lesser degree by the national economic recession of recent

years.

During the past year the unemployment rate in the 10 counties of our

district has varied from seven percent to as high as 20 percent--depending on

the particular problems of the individual counties and the season of the year.



510

There HAVE been signs of encouragement during the past nine months,
but they are not the basis for glowing optimism--nor are they signs of doom.
Instead, they are signs of a region struggling (against some rather heavy
odds) to return to sound economic health.

And we, here at North Central Technical Institute, are doing, we believe,
our part in that largely self-generated economic recovery plan.

We are currently providing, from our current fiscal year tax levy of eight
million dollars:

* 34 different one- or two-year occupational training programs

* six programs less than one year in length

instruction for apprentices in a dozen fields

* more than one thousand job training oriented short courses

* specialized training for East Asian refugees (English as a Second

Language, adult remedial education, pre-vocational training,

vocational training, and a unique garden produce project)

specialized training for persons with vision or hearing impairments

specialized services for dislocated homemakers and dislocated workers
career counseling and career planning services

* personalized remedial services

* skills assessment and counseling services

* customized training for business and industry

in-plant training for business and industry

* technical assistance for business and industry

Are these efforts yielding observable results? As noted earlier, our
current tax levy is eight million dollars--and that investment alone will yield a
return of over nine million dollars, as represented by the combined total of
JUST the STARTING salaries of JUST last year's graduates of JUST our ONE-
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and TWO-YEAR training programs! And those nine million dollars are pumped

immediately back into the economy and are recirculated many, many times!

Another measure of success is the fact that over the past decade the

average job placement rate of our graduates has been over 90 percent (and

bear in mind that each year four or five percent of our graduates enter the

armed services, seek further education, or are otherwise not in the job

market.

Approximately eighty-five percent of our 1983-84 graduates were employed

when we conducted our annual job placement survey six months after

graduation, and that was at the depth of the recent economic recession.

Indications lead us to believe that our May 1985 graduates placement rate

will gain a couple more percentage points back toward our traditional

ninety-plus percentage placement rate when our current graduate job placement

study is completed in November.

There are also other indicators of success, such as the recognition given

our Laser Technician Program last fall when it received, in Washington, the

U.S. Secretary of Education's National Exemplary Program Award.

This year, our Educational Interpreter Technician Program, which prepares

men and women as interpreters for hearing impaired persons in educational

settings, received the Wisconsin Exemplary Program Award and has been

nominated for the U.S. Secretary of Education's National Exemplary Program

Award.

It is significant to note that we could not have achieved our successes of

recent years solely with tax supported revenues. We have, with considerable

success, offset dwindling tax generated revenues or tax generated revenues

which have not kept pace with service demands, with contributions from private

sector donors.
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Through the efforts of the NCTI Foundation (a group of private citizens),

more than a quarter of a million dollars was raised toward the construction and

equipping of our new center for vision and hearing impaired persons. Service

clubs and civic organizations throughout the area contribute generously each

year to the maintenance of those unique programs.

Our national award winning Laser Technician Program was also heavily

endowed by local private sector donors.. and one of them... Caroline Mark-of

Wausau... received national recognition from the American Vocational Association

last year for her interest in and financial support of that program.

Our special training programs for East Asian refugees would probably have

been almost entirely phased out this past year if local philanthropic interests

had not given that effort many thousands of dollars.

There are more than one thousand East Asian refugees in Wausau, which is

a community with a total population of only 35,000. Presently, 211 East Asians

are enrolled here at NCTI. In the last several years, 80 percent of the adult

East Asian population have been students here at NCTI.

We also receive private funds for our displaced homemakers services and

financial assistance from private sources for many part-time adult and

non-traditional students who, because they are not and, usually because of

personal circumstances,. CANNOT enroll for the 6 credits required to become

eligible for state and federal student financial aids programs.

In an era of unprecedented technological change, one of the challenges in

vocational-technical-adult education is the need for constant upgrading of

instructional staff--particularly in the fields of new and emerging technologies.

Today, our efforts in that arena are partially supported by contributions from

business and industry and private citizens.

But, in each of these areas of private sector support--as splendid as that

support has been and continues to be--we are falling short of the mark.
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And, one can only go to the same few philanthropic wells so often before

the sources go dry! And, our region is NOT an affluent region. Fifteen

percent of the families 6 Marathon County have an annual family income below

the federally defined poverty level of $10,650. That percentage is even greater

in some of the counties in our district.

A more serious factor in our constrained fiscal situation is the fact that

under Wisconsin statutes we cannot levy a property tax above a 1.5 mill

ceiling.. .and our current fiscal year tax rate puts us squarely at that ceiling.

To compound our fiscal problem.. .our district's 4.5 billion dollar total

property tax value decreased slightly last year.. .and zero growth is predicted

this year. This is important because local district property taxes account for

about 63 percent of our total revenues.

In addition, our state aids are predicted to remain at about the present 27

percent level of support for our operations.

Indeed, because of these various ever-tightening financial constraints, our

success of recent years has not been achieved without paying a very high and

very painful educational price.

When these financial constraints became extremely tight three years ago,

our District Board of Trustees wisely resolved not to sacrifice quality for the

sake of maintaining sheer numbers. The board felt it was better to produce

lesser numbers of well-qualified workers than to generate larger numbers of

ill-prepared workers. Thus, we began program curtailments which reduced

enrollments.

In each of the past three years, we have been compelled by financial

constraints to eliminate some services and to reduce others in order to

implement any new services and to maintain quality in all remaining services.
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Some of the training programs which have been eliminated are:

a one-year retail sales program

* a one-year welding program

* a one-year electronics servicing program

* a one-year auto repair program

Some of the programs in which enrollments were reduced were:

* Data Processing

* Police Science

* Architectural-Residential Design

* Nursing

These curtailments and reductions closed the door of educational

opportunity in the faces of more than 300 adults seeking education for

employment. For educators, these are very painful decisions.

But, in spite of that bleak fiscal picture, we have not abandoned our

intention to strengthen our efforts in either of the two major crisis areas to

which I alluded at the outset: occupational training and economic development.

Just last month, our District Board of Trustees adopted a resolution

establishing an Applied Technology Center here at North Central Technical

Institute. Next week, our board will consider for adoption a set of specific

policies related to the future of our Applied Technology Center, which we

will make fully operational as soon as possible.

Our Applied Technology Center is NOT a building, but IS a NEW concept.

Under that concept, we will make available to business and industry, on a

cost-sharing basis, our facilities, our instructional equipment, and our staff.

We will, in a sense, become "high technology brokers" to business and industry

in our region... .particularly in fields such as laser technology, computer

assisted design, computer aided manufacturing processes, and electromechanical

robotics.
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We will endeavor to be a vital component in helping communities in our

district attract new industries to those communities and, perhaps more

important, to help industries already in place to expand, to become more

efficient, more productive, more sophisticated, and--through applications of

high technology concepts--to become more competitive in national and

international markets.

We will not be "going it alone" in that effort; we will be able to utilize

expertise available throughout Wisconsin's Vocational-Technical-Adult Education

system, and we will also be able to tap the reservoir of technical expertise

pooled in "The Mid-America Training Group"... .an alliance of ten technical

schools and community colleges in five Midwestern states who have banded

together to help business and industry in their respective localities.

We are extremely optimistic about the potential of our Applied Technology

Center and what it can do for business and industrial development in our

region. All the industrial chief executives with whom we have discussed the

concept are equally enthusiastic about it. And we appear to have broad-based

public support for the Applied Technology Center concept, as evidenced by the

Wausau Daily Herald editorial and article appended to this testimony.

However, to be successful, that effort will require a broader base of

financial support than is presently available to us.

What we propose to you is this:

If, after one year of operation, we can demonstrate the success of

our Applied Technology Center in expanding employment opportunities, and in

providing the trained personnel needed to fill those opportunities, and in

enabling regional industry to compete more successfully in expanded

markets--and if we have been able to generate significant private sector

financial support for that effort--THEN we challenge you to secure federal

funds matching those private sector donations we have generated.
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Why federal support for local or regional technical schools, or community

colleges, or any segment of higher education?

The history of federal support for vocational education goes back to the

Smith-Hughes Act of 1917, the Ceorge-Barden Act of t946, the National Defense

Education Act of 1958, the Area Redevelopment Act of 1961, and the Vocational

Education Act of 1963.

Each of these acts came into being in response to national needs. These

are new times with new needs, and new efforts are needed to address them.

The fact is paramount that this year, for the first time in our nation's

history, the United States of America purchased more goods from other nations

than other nations purchased from it.

The implications of that trend bode ill for our nation's economic future,

and for national security.

In time of a prolonged national security crisis our nation could ill afford

being dependent on foreign manufacturers. We must regenerate American

industry and strive for economic strength as well as military strength. The

two are inseparable.

The only way present trends can be reversed is by helping our

manufacturers--thousands of medium and small manufacturers as well as just a

few large ones--to produce goods better and at lower cost than the international

competition.

Efforts such as our Applied Technology Center here at NCTI and similar

efforts nationwide can help reverse the present negative trends and ultimately

strengthen the nation's economy and our national security.

The Walgren Bill (H.R. 2353) which proposes federal grants on a

competitive basis to accredited community and technical colleges which

demonstrate ability to provide competency based occupational education and

which work with other community colleges and technical schools to provide an

inventory of advanced technical training programs serving private and public

employers addressing changing work force demands is a big step in the right

direction.

Added to that concept could be grants to technical schools and community

colleges which provide customized training and technical assistance to firms and

particularly to firms which export their products to foreign markets or which

use such assistance to enter export markets and to firms providing products

and services vital to our national security.

We urge consideration of these new concepts geared to assist in solving

the crucial new problems confronting our nation.

We appreciate having had this opportunity to appear before you. Thank

you.
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Page 10-The Daily Herald, Wausau-Merrill, Wis.-Friday, July 28, 1985

Opinion
Wausau Daily Herald

James T. Slnres Jr., Putisher

GeOM Plklal Pat Wbaley
Exeutfve Editor ) Oiftion Page EdtOr ^

Cheers for NCTI;
it has better idea

Wausau people don't have to be told that business isn't all it
should be around here.

They don't need to be reminded that unemployment is still high,
and that it keeps rising as more and more area companies face
cutbacks to survive - or don't survive at all.

The list runs from cheese wholesalers to insurance to heavy
industry and some woodworking plants.

For years, we thought the area was relatively protected because
our industrial based was diversified. We have discovered it was
not diversified enough.

We know we're not likely to become the Silicon Valley of the
Midwest, but some high-tech businesses are perfectly feasible
here and might put a little starch in our sagging economy.
Something needs to be done to stop the flow of jobs to the Sunbelt
and other parts of the country.

But there is one bright note. That is North Central Technical
Institute's training center plan.

NCTI and other schools in the consortium are working hand-in-
hand with local business and industry to find out what type of jobs
are available and what training is needed for those jobs. Then
they come up with programs to train current or prospective
employees in the required skills.

Some of the businesses have donated equipment to the schools
on a shared basis. The company uses the training centers for
displaying the merchandise to new customers and showing them
how to use it. The school uses the equipment to train students in
classes or company employees on a short-term contract basis.

But the cooperation doesn't stop locally. The schools, located in
the ailing midsection of America, will pool whatever information
they gather, then pass the word along on what programs work -
and what programs don't, so other schools don't make the same
mistakes. Perhaps they can even tell a neighboring school, "It
didn't work here, but it still has possibilities. Maybe it's right for
your area."

One aspect of the program that intrigues us is the plan to work
on product development and solving production problems. That's
the sort of independent enterprise that formed the backbone of the
American industrial giant.

NCTI has already earned national recognition for its laser
technology program. We think it may be on the way to other
accolades.

It already has our respect and gratitude.
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Daily Herald
2 Sections-20 Pages Wausau, Wis.-June 24, 1985

High-tech
NCTI creates training center

By Wausasu Daily Herald
And Associated Press

North Central Technical Institute
of Wausau and nine other Midwest
community colleges are trying to
expand their traditional academic
role by establishing high-tech
training centers on campus and
creating a technology network.

Working with local business and
industry, members of the Mid-
America Training Group hope to
accelerate the region's economic
renewal, according to Mid-
American Outlook. a quarterly
business review published by
AmeriTrust Corp., a Cleveland bank
holding company.

NCTI and the other colleges are
working to develop technical
training programs tailored to the
requirements of individual
businesses.

School officials say they view
such technology information
exchange as a new form of
"capital" which can be invested in
their areas.

Donald Hagen, new NCMf
director, credits his predecessor,

Dwight Davis, with working with
the other di rectors to establish a
"loosely structured alliance to
share information, plans, successes
and failures.

"We are all plowing new ground
togetherso we are sharing our
experiences," says Hagen.

At NCTI, Hagen hopes to have an
applied technology center in
operation by fall to offer
"multifaceted technological
assistance to business and industry
using our facilities, equipment and
the expertise of our staff," he said.

NCTI may help solve production
problems, contract to teach
employees, work on product
development, help develop training
programs and do testing for
business and industry. The board
will be setting a policy for the
program this summer.

One of the reasons NCTI is in the
Mid-America Training Group,
Hagen said, is probably because its
laser technology program has
received nationwide recognition.

"We are doing whatever is
necessary to share technology,"

Donald Hagen
said Edward Lynch, dean of
Macomb College in Warren, Mich.
"We'll provide expertise, meeting
places, demonstration places,
lingages between technology
makers and potential buyers,
monitoring and consulting
services."

For instance, Cuyahoga
Community College in Cleveland
will provide one of the largest
training facilities of its kind in the
country when its United
Technologies Center opens in 1988.
It will provide short-term
customized classes for individual
companies and year-long skill
training programs.

Please turn to NCTI/Paoe 2

"New technology is changing the
way we work, and the demand for
quality customized training is
sparking a revolution in educational
service institutions," said Dr.
Nolen Ellison, school president.

Lorain Community College has
developed a technology-sharing
relationship with Cincinnati Mila-
cron, a machine tool manufacturer.

Milacron has donated more than
$1 million in robotic equipment to
the school's Advanced Technology
Center. The college, in turn, lets
Milacron use the center, which
houses $5.5 million worth of ad-
vanced equipment, to demonstrate

equipment to customers and train
workers and buyers how to use it.

Sinclair Community College in
Dayton has joined with GMF Robot-
ics to open a robotics training cen-
ter.

The remaining community col-
leges in the consortium are Kel-
logg, Battle Creek, Mich.; Rock
Valley Rockford, Ill. Triton, River
Grove. Ill.; Des Moines Area Col-
lege, Ankeny, Iowa; and Eastern
Iowa, Davenport, Iowa.

Other large firms working with
the colleges to expand technical
skills of their work forces include
General Motors, Ford Motor, Fire-
stone Tire and Rubber, Parker Han-
nifin, Borg-Warner and Technicare.
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Representative OBEY. Let me, since we are very short on time, let
me ask a few very brief questions.

Mr. Johnston, in the last sentence in the statement which you
read, you indicated that you were going to be providing a copy of
the North Central Regional Planning Commission report outlining
problems and opportunities in more detail.

Could you briefly tell us what are the major opportunities that
you see?

Mr. JOHNSTON. Again, I guess very quickly, we do see some op-
portunities as it would exist in the lumber and wood products in-
dustry, as it would relate to some of the better growth curve ones,
say, office furniture, along those lines, particularly, wooden parti-
tion and shelving and particularly the export market.

One of the problems we have had is not simply the strength of
the dollar problem, but our ability to sell, if you will, a high-qual-
ity, consistent quality, product. We do have a lot of small producers
in that industry, a lot of producers that are producing with very
antiquated equipment. They are producing things a quarter inch
close enough one way or the other.

Frankly, the European market won't buy that. That is a particu-
lar opportunity.

Food processing, as it would relate to some changes in packaging
and ability to break into some additional markets, particularly for-
eign markets, would provide opportunities along those lines as
well.

Representative OBEY. Let me ask any of the three of you at that
table, you all recited the decline in manufacturing employment
and talked about other problems in general.

Let me ask you, how much of this, how much of this decline in
this area do you think is due to the fact that we have had now for
a long time a severe recession, if not a depression, in the agricul-
tural sector of the economy?

Mr. WARNER. I would think that a good share of it is because it
effects all industries. The agribusiness sector we estimate is around
20 percent of the jobs directly. That is from farm equipment pro-
duction, food processing, which is a very important employer not
only here in Marathon County but certainly in Portage County.

I think it is worth noting, too, that we have noticed a lot more
problems in the dairy industry than in the cash crops industry.
Portage County has been able to weather the agricultural storm in
better shape than has Marathon because it is not as dependent on
dairy.

So I think that that particular industry itself has generated con-
siderable difficulty.

One of the things that we have also noticed is a large percentage
of our smaller farms, which are tending to grow in number, tend to
have workers that also participate in the labor market in other in-
dustries such as the lumber industry. Or the paper industry, for ex-
ample. And when they get laid off at those jobs, then they will go
back to the agricultural sector.

So there is a good deal of that overlay between the two sectors. It
feeds on itself and has a multiplier effect.
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Representative OBEY. Mr. Dreyer, just a technical question, we
have a lot of debate about the value of any of the statistics that we
work with.

How accurate are the local job market numbers which you use or
which you have given to us today? What degree of confidence can
we have in the accuracy of those numbers?

Mr. DREYER. We measure them the same way, we make slight
changes over the years. So I guess you have to look at the trend on
which way the figures are going rather than the figure itself. That
is the main thing.

I wouldn't bet my life on those figures. We don't have the re-
sources and the ability to calculate all of the unemployment in the
area. But I think you should look at the trends rather than at the
figure itself.

Representative OBEY. In terms of your comments, I really have a
comment more than a question. You indicate that what we need on
the tax side in order for business to be able to plan, including the
construction industry, is continuity. At the risk of being repetitive,
all I can say in response to that is what I said yesterday with an-
other panel.

I think a classic example of how we screw things up is the way
we dealt with taxes since 1981. In 1981 we had a temporary politi-
cal majority for the very extreme tax proposal. And so that propos-
al was adopted by a very narrow margin. Then conditions changed.
We had a different political majority, a different approach, so you
had significant adjustments to the tax bill a year later, even
though it was an election year.

Then you had another significant change about a year and a half
later and all I can say is that I agree with you. I think that what
we need is not so much to pass tax legislation that we agree on in
our own gut but rather what is necessary is to pass tax legislation
which, while everybody might not like it, they could at least live
with it for a 4- or 5-year period of time so that you do have some
stability in policy and people can plan. I don't know how to tell you
that that is going to happen because I don't think that is going to
happen. I think we are going to get really twisted around in this
tax bill coming up in September.

I think it is going to hammer capital-intensive industries again
and I think it is going to hammer this State unless we can change
the thrust or eliminate the deductible of State and local taxes. But
I well recognize what you are saying. I hope that we can get there
from here.

Mr. Cohrs, again, not so much a question as a comment, you said
that you were concerned that what we were going to do is simply
say to our kids, taxes forever, if we didn't deal with the deficit
problem now. I think that is true. I know everybody wants to see
Federal taxes cut, but the problem is that any time that you have
Federal spending that reaches $180 billion above the revenue, that
is not a responsible thing to support.

The problem is that the longer we wait to deal with the need for
increased revenues, the more those taxes are going to wind up
going up when they do go up. Because every year we add $20 or
$25 billion depending upon what the performance of the economy
is. Every year that we wait we add about $20 billion more to inter-
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est payments. That means that it takes a higher and higher tax in-
crease down the line than it does right now in order to deal with
the problem. I hope that you can get people at the Federal level to
face up to it because they did in the State, because that would re-
lieve the problem.

I just would like you to express, Mr. Hagen, you mentioned the
philanthropic efforts that have helped you continue your efforts to
educate the East Asian refugees. This community has a very heavy
burden in that regard. I just would appreciate if you would extend
my appreciation to those who you referred to because I think that
is an important social contribution and an important economic con-
tribution to this area.

Mr. HAGEN. Thank you.
Representative OBEY. Mr. Wergin, you said you had built this

building?
Mr. WERGIN. Yes.
Representative OBEY. I had forgotten that.
This building is an example of what we need at the Federal level,

because you, as the fellow who constructed the building, and I, in a
sense, can claim joint paternity because the legislation that created
this building was put together in a bipartisan way.

It was put together by three Republicans. Ray Heinzen, Bill
Steiger from Oshkosh, and Dave Martin who was the Republican
whip at the time in the legislature.

On the Democratic side it was Frank Nickolay and George Mo-
linaro from Kenosha and myself. And we argued about how it
would be put together but we eventually agreed on a plan and we
did something that was very unpopular at the time. We also sug-
gested taxes to pay for it.

Today you have indicated that we are at the top of the mill
rate ceiling for paying for it. At the time there was a lot of contro-
versy about whether we should be providing an independent tax
base for an institution like this. Lots of people were angry. But
today I think nobody would think of this community without this
institution. We have to deal with the Federal budget policy and tax
policy the same way we dealt with that and the way we dealt with
social security? The way we dealt with social security 3 years ago
was simply to get both parties involved and get each side to take
some of the heat. And we did some popular things and some unpop-
ular things. That is usually the way things work when people want
to solve problems.

I would like to ask you more questions but we just don't have the
time with three other panels. I do want to thank you all for coming
today and I hope that while you have been testifying, we have
found somebody who is going to provide more jobs for the area.

Thank you very much.
[Pause.]
Representative OBEY. We are talking about two things. The

shape of Wisconsin's farm economy. Also I assume there will be
some discussion about the pending farm bill in Congress, and, I
would hope, some discussion of the existing credit situation with
special attention on what people expect the farm credit situation to
look like come next spring.
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I am asking each of you to take 7 to 10 minutes. I am sure that
there will be a few questions from the crowd on this one as well. So
I will try to keep mine to a minimum.

Mr. Haldeman, why don't you start?

STATEMENT OF DONALD HALDEMAN, PRESIDENT, WISCONSIN
FARM BUREAU

Mr. HALDEMAN. Thank you, Chairman Obey.
I am pleased that you took the time to come back and visit with

us and invite us together to discuss the issues that are important to
agriculture. I guess we just want to review where we are and
where we have been.

It is quite simple. When you compare to it 5 years ago there is no
question about it but agriculture is in more serious financial trou-
ble than it was then. The other problem being is where we are
presently may not be related too strongly to where we would like
to be next spring. Quite candidly I expect that next winter's and
next spring's discussion to be at least as intense if not more intense
as it relates to the financial ability of farmers to survive through
next year.

The question is, What is the strengths of Wisconsin's agricul-
ture? I guess it goes without saying that the primary strength has
to be the farmers themselves. It is a dedicated type of work force
that has demonstrated ingenuity and willingness to adopt new
technology and is also the type of people that have been willing to
take sacrifices to stay in business.

But the primary concern we have today and the other strengths
we ought to add is our land base, Wisconsin being the eighth larg-
est agricultural State in the Union compared to the-on gross
sales, and we have also within the Midwest a very, very valuable
water resource that needs to be protected and above all that is a
nonsubsidized water resource contrary to what a lot of other agri-
culture has in this Nation.

The real problem we face today is interest rates. There is lot of
this farm debt that was acquired in the 1970's and in the 1980's
and admittedly some was acquired because of ill-advised decisions.
But a lot of this debt would never have been the problem it is if it
hadn't been that the interest rates had risen from 8 percent to as
high as 16 and 18 percent while they were trying to pay them back.

You express an interest in young farmers. Of course those that
had to purchase the farm and had to borrow the capital to do it are
seeing some very serious financial troubles. You also expressed an
interest in people that want to enter into agriculture. Quite candid-
ly at this time I am more concerned about the survival of those
that we have already in, rather than trying to figure out some pro-
gram to bring more people into the business.

That may be part of our problem today is that we have too much
capital, too much labor at the present time involved in agriculture
production and therefore producing surpluses that are hanging
over our markets. I am not sure what to say the alternatives that
we are facing and what we ought to go-ought to be doing.

I would go back over 50 years of history. If farm programs were
the answer to agricultural problems and if expenditures were the
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solution to our problems, we probably shouldn't have any problems
when they relate to the amount of moneys that have been spent for
the past 6 to 7 years in agricultural policy. We have a system
where we have shifted ourselves from producers for markets and
producers for consumers to producers that are producing for sur-
pluses, for storage, for inventory.

And as long as those inventories are around, they tend to do the
same thing this time they have every time in history before and
they tend to depress my price to a level at which I cannot afford to
produce.

So I guess what I would suggest to you on a State level of which I
know you have no direct influence on, but realizing that it is an
issue that needs to be discussed, is the area of property taxes. If
there is any one single ingredient in the farmer's expenditures that
the State government is directly related to it is the property tax.

Something needs to be done to shift the cost of education off
from property to something else. How can we get the interest rate
down? There are farmers today, because they do not have debt,
that still are making fair amounts of money farming. But if you
have money borrowed and are paying the interest rate, particular-
ly if you have that money borrowed from a bank, from the farm
credit system or some other private enterprise, in all likelihood you
are paying an interest rate that simply will not-we need to get on
with a discussion of how we will balance the budget.

I am not sure what the solution is but we will have to look at the
big areas of expenditures to figure out where we can trim them.

I think we are also going to have to look at how we will flatten
out the tax and tax ourselves. My concern is as long as we as a
public are getting 95 cents worth of Government while we pay only
73 cents for it, we are going to continued to want to have the 95
cents worth of Government.

So I would encourage you to do whatever you can to get the defi-
cit in order so that interest rates ought to be coming down after
that happens, and that would probably do more for those that are
in trouble in agriculture than anything else.

History will probably record that for 1985, we probably made a
left turn every time we should have made a right turn as it relates
to solving agricultural problems in the spring of the year. It
became very evident we thought we could borrow ourselves out of
trouble this last spring.

My concern is that we forgot, perhaps, that what we had to do
was sell everything we plant this spring, and reality is starting to
set in as markets are depressing each and every day. I have a con-
cern that next year we will all have to work together to have to
figure out how to solve the problem. But that problem will not be
solved until we get the interest rates down much and that will not
happen unless we can figure out a way to get that Federal deficit
down and do it quickly.

Thark you very much.
Representative OBEY. Thank you.
Mr. Mulder, please proceed.
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STATEMENT OF LELAND MULDER, PRESIDENT, WISCONSIN
FARMERS UNION

Mr. MULDER. Thank you, Chairman Obey.
We welcome this opportunity to testify on the health of the farm

economy and applaud your decision to bring the Joint Economic
Committee's hearings on the general economy to Wisconsin.

High interest rates, low commodity prices, falling land values,
and shrinking farm exports are today's four horsemen that are rav-
aging U.S. agriculture. For purposes of this hearing, I wish to con-
centrate my remarks on high interest rates and the farm credit sit-
uation.

Even though we have seen the prime rate plunge in the past
year from 13 percent to 9.5 percent, farmers are financing their op-
erations with borrowed money at the 13 to 14 percent interest
range. As Hobart Rowen, economics writer for the Washington
Post, has observed, and I quote, "The problem is a classic catch 22.
As farm debt soars and the value of farmers' assets decline, more
farmers careen toward bankruptcy and become a bad risk for
banks, already overcommitted in their agricultural loans."

The rural banks, in turn, are failing at a higher rate than at any
time since the Great Depression. Through early May, 20 of 32 U.S.
bank failures were agricultural banks. The Wall Street Journal re-
cently carried an article on failing rural banks, datelined Colfax,
WI.

The town's lone bank, the First American Bank of Colfax, had
been forced to merge with an Amery bank because many dairy
farmers couldn't meet their loan payments.

The bank had tried to hold down foreclosures. Who wants to kill
a town, the banker told the Wall Street Journal. The newspaper's
reporter wrote, and I quote:

Colfax already is being hurt badly as local businesses that count on farmers' trade
feel the blight on the fields. Empty stores dot Main Street, and the lumber yard has
closed. The bigger farmers, who still are flush with money, often bypass Colfax
when buying both farm supplies and personal goods.

The reporter didn't single out farm implement dealers as busi-
nessmen whose livelihood depends on a viable farm economy, but
he very well could have. Farm machinery and equipment sales are
in their sixth consecutive year of decline and the persisting finan-
cial stress in the farm sector does not augur well for a change for
the better in the near future. Unit sales of farm equipment in 1984
were down between 50 and 80 percent from their 1979 peaks.

The farmers' biggest banker is the Farm Credit System, which
holds $78 billion of the Nation's $212 billion of farm debt. Nearly
11 percent of the $78 billion of FCS loan volume is in trouble.

Some observers expect the System's delinquent loans to about
double to 20 percent within a year. The Federal Farm Credit Ad-
ministration has proposed a $435 million rescue package for its
ailing Omaha Intermediate Credit Bank after a $150 million bail-
out of the Spokane Farm Credit Bank earlier this year also took
place.

A Texas rural banker who invested heavily in FCS bonds ex-
pressed his worry to the Washington Post, and I quote: "There
surely would be another serious ripple effect if we see farm credit
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defaulting. The Government would have to go in. No question
about it."

The Federal Government may have to step in with an infusion of
tax money to save the Farm Credit System because the System's
own, so-called, blueprint for survival, Project 1995, is more con-
cerned with restructuring the System to wrest control from the
grassroots than in serving the best interests of its farmer patrons.

The control moves rapidly to the bureaucracy. I would emphasize
that particular point.

Commenting on Project 1995 in the August issue of the Farm
Journal, Iowa State University economist Neil Harl expressed his
dismay. Said Harl:

I am very disturbed with the basic orientation of the report. They suggest to build
a new Farm Credit System from the top down. It seems to me that they really
aren't looking for what is good for farmers and agriculture.

If they were, they'd be looking to build from the bottom up, that's the critical
missing element in the report-no insight is given as to what ag credit should be in
the future.

Despite all the talk about 1995, this is a plan without the customer in mind.

We also believe that the Farm Credit System has been derelict
by not supporting farm legislation in the interest of its farmer pa-
trons. I have attached to this statement a reprint of an article that
appeared in the Saturday, March 9, Milwaukee Sentinel.

Thirty-one representatives of the St. Paul Farm Credit District
were in Washington, DC, at the time President Reagan vetoed the
emergency farm credit bill last March. We said at the time that
the legislation was the "only game in town," and that those who
went along with the President deserve censure.

The Sentinel story makes clear that the chairman of the St. Paul
District Farm Credit Board agreed with the President's veto. We
believe the farmer patrons of the Seventh Congressional District
still deserve an explanation of what I consider to be an antifarmer
stand.

If farm families received an adequate price for their commod-
ities, we wouldn't have to be here today, Congressman. Price is a
matter of unity, and we have more unity today in agriculture, espe-
cially in this State, than ever before in my adult life.

I can't conclude my remarks without mention of the dairy situa-
tion. As you are well aware, Congressman Obey, 3 weeks ago I
joined Wisconsin Farm Bureau President Don Haldeman, Farmers
Union Milk Marketing President Stewart Huber, Wisconsin NFO
President Steve Pavich, and Tom Lamm of the Wisconsin Rural
Development Center in sending a letter to you and the rest of the
Wisconsin congressional delegation, in which we supported the
paid diversion provision of the dairy bill approved by the House
Agriculture Committee, but raised serious objections to provisions
in the bill which would legislate higher fluid milk prices in the
Southeast to the detriment of the Upper Midwest producers and
authorize further checkoffs from milk checks for promotion and re-
search that we feel are ill-advised at this time of falling milk
prices.

At a time when interest costs account for an estimated 20 per-
cent of all farm production expenditures, at a time when interest
costs approximate total net farm income, it is imperative that Con-
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gress and the administration come to grips with the Nation's No. 1
fiscal problem, the U.S. budget deficit.

Especially do Wisconsin farmers want to see more fiscal conserv-
atism in the Pentagon. The $1.5 billion approved for the MX mis-
sile would have covered the cost of the dairy price support program
in 1984. You have said many times, Congressman Obey, that inter-
est rates cannot come down in the long run if the country must
turn, more and more, to borrowed money for operating capital.

The U.S. trade deficit has become as major a problem as the na-
tional budget deficit. The question is no longer free trade, the ques-
tion now is fair trade. And the tokenism we are being offered is
simply not enough and will never solve the problem.

Traditionally, the rate of farm disappearance has been 1 to 2 per-
cent annually. In 1984, it jumped to 3 to 4 percent. If in 1985 farm
commodity prices are not substantially strengthened by the new
farm bill, and if in 1985 there is no move to substantially reduce
the national deficit, then we can look forward to more farm fail-
ures, more disrupted lives, and the continuing disintegration of the
rural community.

Thank you.
Representative OBEY. Thank you.
[The article attached to Mr. Mulder's statement follows:]
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Representative OBEY. Mr. Gasser, please proceed.

STATEMENT OF JOHN GASSER, ADMINISTRATIVE ASSISTANT TO
THE PRESIDENT, WISCONSIN NATIONAL FARMERS ORGANIZA-
TION

Mr. GASSER. I, too, am happy to be here.
As I indicated in my prepared statement, I work as Steve Pa-

vich's assistant in the dairy office where we do the accounting and
all related things for about 2,500 dairy farmers. That is the only
thing we do in that office.

In my capacity there, I think I enjoy a rather unique opportunity
to assess the conditions that farmers are in, and with 2,500 ap-
proximately, I think it is a good cross section of the State and some
of those farmers have 15 cows and some have 700. Most of them
fall in a different category, probably 50 to 100 cows.

In the 7 years that I have been in that office, it used to be a very
rare occasion when one of the sheriff's people would come with a
garnishment or when I would get a call from a bank or a lender
wanting to know about somebody's cash flow.

Starting about 2 or 3 years ago, that started to happen more
often. More and more farmers taking chapter XI, more and more
farmers whose assignments exceed their income. So in response to
one of the questions that you asked, the trend, as someone else in-
dicated before, is not good.

Since dairy farmers make up the largest segment of farmers in
Wisconsin, their welfare, their ability to pay their bills is impor-
tant to everybody else. Every dollar that the farmer gets is spent to
service his debt. It is spent for paint, for hardware, for fuel oil, for
all the things that farmers use. And farmers are the biggest single
segment, consumer segment in the United States.

So whether the money is derived from the marketplace, where it
should be, or whether the Congress initiates some sort of help,
whatever dollars the farmers receive generate themselves time and
time and time again throughout the whole economic system.

There have been a lot of studies made and there is so much sta-
tistical material -available to you and Mr. Haldeman and Mr.
Mulder have touched on some of it. I don't think I should be repeti-
tious and go into these things here. I would like instead to com-
ment on the national situation as I see it, from my perspective and
if you and the rest of the Representatives and the Senators are con-
fused about what farmers want, all I can say is that I don't blame
you.

A couple years ago, Don Haldeman and myself and Doug Caruso
from Farmers Union and several other people went to Washington
with the new concept which was the dairy diversion program. And
your office was one of the first ones we went to, if you recall it.

Eventually we got something in, along the order of what we
wanted. But when the President indicated that he would suffer this
nonsense just this once, it gave the signal to every dairy farmer in
the country that 15 months down the road it was going to be one
battle to see if he could survive.
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And the only way, the only means he had is to increase produc-
tion, knowing that the price was going to go down. That is exactly
what is happening right now.

That is what I see continuing to happen. We have toll-free lines
coming to our office. I talk with probably 50 or 100 farmers a week
and they ask me: What is going to happen? Where is it going to
end? They all tell me the same thing, there is nothing else I can do
to meet my obligations right now except produce more milk.

That is a sad fact of life. It is the same way with a corn farmer
and the grain, and the soybean farmer and everybody else. We
have a Secretary of Agriculture who made the statement a couple
of years ago that the big problem with agriculture were there were
too many farmers. He said when about 20 percent of them leave
the scene, the problem will be over. That is not an exact quote but
that is the substance of his remarks.

I have seen farmers leave the farm. But somebody else works the
land, they produce the milk, they produce the grain. It doesn't
really do anything to solve the problem, as Mr. Haldeman indicat-
ed, the problem of more production than we can sell domestically.

On my way over to this table, I left on your table there a cartoon
from a magazine called Farm Futures. And I see a sort of a smile
on your face.

I think you appreciate the thrust of it.
Representative OBEY. I am smiling because the same cartoonist

did one on me last week. That is the one I thought you were going
to bring up. He had me in the shape of a cow. Go ahead.

Mr. GASSER. For those of you who don't see the cartoon, it sort of
accuses the Congress in Washington of leading the farmers on a
snipe hunt, and those of you who have a traditional snipe hunt in
mind, in the cartoon, it is wonderful.

The Secretary of Agriculture has indicated we have to bring the
price of our exports down to rural levels so we can move them on
the world market. My reaction is, if the farmer is already losing
money on what he produces, what good does it do for him to sell it
overseas?

The whole theory is that if you can move it out of the country,
the domestic price will go up. That seems to be a sort of a self-de-
feating scenario here. I don't see it working very well. Perhaps we
need a two price system. One price domestically and one for the
world market.

How you would accomplish that is something that I don't know. I
am reminded of the old story about the grasshopper who felt fall
coming on and winter coming on and knew he wouldn't survive the
winter so he asked the owl what he should do. The owl said, "Well,
look at the frog. He goes to the bottom of the pond and hibernates
in the mud all winter." The grasshopper said, "How can I do that?"
The owl said, "I gave you the plan. It is up to you to work out the
details."

So I think that if you are looking at something realistically,
something that is possible to accomplish in the farm bill, maybe we
should be looking at some kind of a two-price system. Again, with
the administration apparently not quite thinking in unison with a
lot of the rest of us, it may be very difficult.
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The other way that I, other thing that I see possible, you can
gear supply and demand together two ways. You can either control
the amount that is produced, which doesn't really sit very well
with farmers. They don't want quotas. Or you can control the
amount that goes on the market. You can do as this Government
has done many times in the past, have storage for grain, the old
Roosevelt theory of the ever-normal granary, which worked quite
well. But like everything else, all Government programs, there are
always ways to reduce the system.

Now, to respond directly to some of your questions in my pre-
pared statement. One thing I would like to leave with you though.
The question that a lot of people ask: Who is at fault for this cribis?
I don't think we should be pointing fingers.

Find out where the problem lies and then try to rectify it.
I would like to quote something from a bulletin from the Univer-

sity of Missouri, from the extension service. One of our consultants
has a master's degree in farm economics and he sent me this.

He said: "Least of all did the majority of farmers now in finan-
cial trouble bring on that trouble by bad farming. A study of farm-
ers in Missouri for 1983"-remember this is 2 years old already-
"showed that the farmers with the lowest equity had the highest
percent return to capital in management. They were good farmers,
but their interest payments forced them into a net loss for the
year.

To repeat the question, the second horn of the dilemma is how much squeezing of.
capital in a farm family is consistent with the democratic values and our concept of
public interest?

Asset deflation, high interest rates, have put hundreds of thousands of farmers in
peril, not primarily because of operating inefficiency but by virtue of national eco-
nomic policy.

If you are confused as to what farmers wanted, I don't blame
you. Because while we are speaking with one voice more than we
did a few years ago, there is still, there are still a lot of areas that
the major farm organizations in the commodity groups can't agree
on.

And I would just like to close with one observation. That is, that
at the time of the dairy diversion program, we heard a lot of com-
ments from the national associations of livestock associations, pork
and beef producers. You said you can't put a million cows on the
market because it would drive the price down. I don't know how
much lower the price can go than it is right now.

But it seemed to me that they were taking a very shortsighted
look at the situation because every year that those dairy cows
stayed around, they produced another calf that either winds up as
another cow or a Holstein steer and eventually those cows go to
market anyway and having reproduced themselves three or four
times.

The only solution that I see is to cut off the supply of the source.
So I have one closing remark and that is that if you and people you
work with in Washington manage to get some realistic farm bill,
something the public will accept and something that the farmers
can accept and live with, it would really do them some good, then
we can preserve the most efficient agriculture that the world has
ever known. It is the envy of the whole world.
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But if the farm bill is too compromised, either by political consid-
erations or regional interest or commodity interests, then we are
all in trouble. Thank you.

Representative OBEY. Thank you.
[The prepared statement of Mr. Gasser follows:]



532

PREPARED STATEMENT OF JOHN GASSER

my name is John Gasser and I am Administrative Assistant to Steve Pavich, President

of the Wisconsin National Farmers Organization and the Director of Operations for the

Midwest Dairy Department. I enjoy a unique opportunity to see the records of thousands

of farmer's income and assignments because it is a part of my job. Until about a year

and a half ago, it was a rare occurrence to have garnishments arrive at our office. Now

it is rather common. I have talked with hundreds of farmers about their financial

problems and one thread is common to most conversations, it is the first time most of

them have experienced severe problems. I bel ieve that the farmers I am talking about

are an excellent cross section of Wisconsin's farmers and a large enough sampling to

make my observations valid.

Dairy farmers make up the largest single segment of Wisconsin's agricultural

economy and uontil recently, were relatively better off than their counterparts who

depend on livestock and grain for income. I stress the word relatively, because even

when milk prices peaked at over thirteen dollars per hundredweight, the cost of pro-

ducing milk was higher than that by just about every study made. To be sure, there were

surveys made and some farmers said they could survive on lower prices and some of them

are going to be able to do that, but they are in the minority. As in all instances,

when looking at trends, we must look at averages, not exceptions. The fact is that a

lot of dairy farmers, like a lot of other farmers, have been living off their equity,

off farm jobs, and in some cases, tax write-offs. This scenario is not the right one

for a continuation of the most efficient agriculture the world has known.



533

There are so many studies and reports, and so much statistical data available to

the members of the Congress that it would be a waste of time to discuss much more of the

problem here. We can not ignore the signals out in the country. The Farm Credit System

is in deep trouble, banks in farm country are failing, investors are waiting for still

lower land prices because they feel that the bottom has not yet been reached.

Wisconsin's farmers are a little late getting into the pool of trouble, but there is no

doubt that they too are in trouble. I believe that we have only seen the tip of the

iceberg here.

The Secretary of Agriculture has said that when about twenty percent of the farmers

leave the scene, the problem will be gone. That is not a direct quote, but the sub-

stance of his remarks. I do not believe that when twenty percent of the farmers go

broke, as the saying goes, that agriculture will benefit at all. Just the opposite.

Farmers who leave the farm will only compete for already scarce jobs, and if there are

none, they will join the welfare ranks where too many already exist. The problem is not

too many farmers, but too little income from the marketplace. The secretary also

believes that farm prices must be lowered to world price levels so that we can compete

for world markets. The flaws in that theory are obvious. Farmers already going broke

will not benefit from lower prices. The Congress must take a realistic look at the

problems and come up with some realistic solutions, not solutions that will be so unpop-

ular that they will not be accepted by either the public or by the nation's farmers.

There are two ways to manage the supply-demand situation. Either farm production

must be curbed through the use of quotas, which farmers are reluctant to accept, or a

method of making available to the market only that portion that will briny about d

profitable price level must be found. I have used a homely analogy which goes like

this; If you have ten chickens two sell and the market will take only nine of them at a

dollar each, you are much better off to sell nine of them than to put all ten of them on

the market if that tenth chicken drives the price down to fifty cents.
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Now I would like to respond directly to the questions raised by the Chairman in the

letter dated July 22.

* The current status of agriculture in Wisconsin is not as good as it was last

year and certainly not as good as it was five years ago.

* The strengths of Wisconsin's agriculture are the family and the owner oper-

ated farms with family labor and the pride of ownership of farms that have

been in the family for generations. Some of these farms are in jeopardy be-

cause of cash flow problems caused by low prices, not bad management.

* Farm credit is available to those farmers who have a lot of equity and who

have demonstrated good management. The problem is that the young farmers who

need credit the most, do not usually have sufficient equity to qualify. I

hear a lot of complaints from farmers who feel that lenders are foreclosing

on farmers who could probably make it, and on the other hand, loaning more

more to some who probably won't, in the hope that things will turn around and

and they can then recover those investments too.

4 The Administration's proposed farm bill, if enacted, would have a very ser-

ious effect on Wisconsin's dairy economy. Lowering support prices without

putting legislation in place to correct the basic problem, will have an ad-

verse effect.

* Alternatives to the Administration plan should include some kind of plan

similar to the late Dairy Diversion Plan. A plan that will allow dairy

farmers to maintain income while reducing production. It must be effective

enough to reduce total production, extend over a long enough period so that

it gets the full job done, not just half of it as the last one did. Then,

when production and consumption are about equal so that CCC purchases are

manageable, we must adopt something similar to the Canadian system to ensure

we do not get into the present situation again.
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The question that many people, including farmers, find themselves asking is: 'Who

is at fault for this crisis." The issue is not primarily, who, or to lay the blame, but

to ascertain where the problem lies so that we can make sure it does not occur again.

iet me quote from a bulletin published by the University of Missouri Cooperative

Extension Service:

'Least of all did the majority of farmers now in financial trouble bring on that
trouble by bad farming. A study of Mail-in-Record farmers in Missouri for 1983
showed that the farmers with the lowest equity had the highest percent return to
capital and management. They were good farmers, but their interest payments forced
them into a net loss for the year.

To repeat the question at issue...the second horn of the dilemma... is how much
squeezing of capital and of farm families out of agriculture is consistent with
democratic values and our concept of public interest..?

'Asset deflation and high real interest rates have put hundreds of thousands of
farmers in peril, not primarily because of operating inefficiency, but by virtue of
national economic policy.'

The former director of 0.58B made a statement for which he received much criticism.

However, when we look at his statement literally, he was right. He said that the

government had no duty to 'bail out' farmers who had purchased land at too high prices,

or words to that effect. David Stockman was right, but unfortunately, many people

lumped all farmers into that category. The truth is, that most farmers, and I stress

the word most, are simply victims of circumstances. I believe that it is the duty of

the Congress to change those circumstances so far as possible. Only dreamers believe

that a totally free market is possible, and only dreamers believe that the Congress can

do the total job. The Congress must do what it can in the short term to save our system

of agriculture, and farmers themselves must organize and cooperate to finish the job.

I believe that agriculture in Wisconsin and in this nation can survive in its

present, highly efficient form, but only if a realistic farm bill becomes law. If the

farm bill is too compromised, either by regional interests or political considerations,

then agriculture is in real jeopardy.



536

Representative OBEY. Mr. Hein, please proceed.

STATEMENT OF PHIL HEIN, CHAIRMAN, ST. PAUL DISTRICT
FARM CREDIT COUNCIL, INC., AND CHAIRMAN, BOARD OF
FARM CREDIT SERVICES, ST. PAUL, MN
Mr. HEIN. My name is Phil Hein, and I am a dairy farmer, chair-

man of the St. Paul District Farm Credit Council, and chairman of
the Board of Farm Credit Services, St. Paul.

It is an honor and pleasure to be here today. It is not often that I
have the opportunity to share my concerns with such an influen-
tial group of leaders regarding an issue that is affecting thousands
of farmers in hundreds of communities, including those in Strat-
ford, WI, like me.

As a farmer, I have seen and felt the consequences of this Na-
tion's depressed agricultural economy. And so have the thousands
of farmers in North Dakota, Minnesota, Michigan, and Wisconsin
whom I represent as chairman of the Farm Credit Services, the
area's leading lender of agricultural credit.

As you probably are aware, farming has become a very unstable
occupation, particularly for Midwestern farmers who are finding it
increasingly difficult to overcome the oftentimes overwhelming
combination of low income, high debt, and deteriorating asset
values.

I am concerned about the viability of U.S. agriculture, about the
viability of the American farmer, deeply concerned, as is the Farm
Credit Services.

Therefore, for the next few minutes this afternoon, I would like
to present a short, but I hope incisive, view of what it is like to be
a Wisconsin farmer today, August 7, 1985. I will outline the severi-
ty of stress, as well as some of the causes and cures behind it.

I will start with the good news first.
Wisconsin farmers, on the whole, are better off than their Mid-,

western counterparts: they are stronger and more financially
sound than many farmers in neighboring States. Don't get me
wrong, though. They are by no means living on easy street.

Wisconsin farmers today, like other farmers nationwide, are wit-
nessing trends that are forcing many to reconsider their livelihood.
The trends include low income, high costs, declining asset values,
rising debt-to-asset ratios, more delinquencies, record foreclosures.
Behind those trends are numbers-too many numbers.

As of midyear, for instance, in Wisconsin, Farm Credit Services
recorded 2,700 FLBA and PCA delinquencies, 200 bankruptcies, 450
foreclosures. We watched Wisconsin total farm debt grow from $4
billion in 1979 to $6.8 billion last year. We saw debt-to-asset ratios
rise 26.7 percent in 1984, and worse yet, we witnessed land values
drop by 14 percent. In central and northern Wisconsin, the value of
farm land declined anywhere from 10 to 29 percent.

These statistics spell lean times for farmers and declining credit
quality for our associations. The percentage of acceptable FLBA
loans statewide was 79.9 percent as of last month. The percentage
for PCA's was a bit lower at 75.4 percent. In northern and central
Wisconsin, the percentage of acceptable PCA and FLBA loans
ranged from 72 to 80 percent.
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Overall, our Wisconsin loan portfolio remains pretty healthy, due
to the presence of dairy. However, the stability, which has marked
the dairy industry for years, will no doubt be affected by the ad-
ministration's various farm bill proposals. To what extent, though,
I do not know at this time.

The future health of Wisconsin's dairy industry will benefit from
a farm bill that provides for an equitable return on investment for
all dairy farmers. As far as ceiling prices and other particulars are
concerned, we feel that is best left to the dairy organizations to
decide. However, Farm Credit Services has done some research re-
garding the impact of various price support levels on Wisconsin
dairy farmers, the results of which you will find in attachment B to
this statement.

The present and future livelihood of Wisconsin and other dairy
farmers is and will be influenced by a number of factors, including
the availability and cost of credit. Today, like tomorrow, farmers
will find credit available at a variety of interest rates at Farm
Credit Services.

Land bank rates, for instance, currently range from 11.50 per-
cent to 12.75 percent, and we think in the near future that we will
be able to do even better than that. By cutting operating costs by
15 percent, we hope to reduce interest rates by the first quarter of
next year, if not earlier.

Times are tough, but we are doing what we can to help farmers
remain farmers. An example of this commitment is our relation-
ship with young farmers. Our associations, including FLBA of Wis-
consin, are giving young and beginning farmers a chance to prove
themselves, using acquired property, preferred rates, and special
lease agreements.

Unfortunately, these are stressful times for both lenders and bor-
rowers. And they will continue to be stressful. The bad news is that
we anticipate the trends and percentages I mentioned earlier will
worsen until we have in place some long-term, national solutions.
We foresee no quick answer, just as we foresee no quick turna-
round to the agricultural crisis. That creates a problem for rural
America.

The solution to our problems lies with reversing two of the most
detrimental trends facing farmers in the 1980's: low commodity
prices and declining land values. These two factors, in large part,
influence farm income, which in turn determines a farmer's auster-
ity or prosperity.

To give you a better idea of how asset values, commodity prices,
and debt determine profit or loss, I have included an attachment,
attachment A, to this statement.

To reverse the stress facing those of us in the agricultural com-
munity, the Farm Credit System's Farm Credit Council is aggres-
sively working to enhance farm income, stabilize land values, and
lower interest rates. It is unlikely that agriculture will return to
the days of endless prosperity and growth, but the St. Paul district
is confident that, with the right legislation, agriculture can return
to a world marked by reasonable profits, stable asset values, and
manageable interest rates.

We have been supporting legislation that will provide temporary
interest rate reduction for farmers where loans could be brought to
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performing condition with limited help; stabilize values of farm
assets, reduce production and improve markets. Two proposals fall-
ing into this category are the concept of a National Agricultural
Conservation Corporation and the development of a new marketing
loan proposal.

Under the first concept, an organization would be created to pur-
chase land on a short-term basis from lenders and financially
stressed farmers. This holding tank for land would help stabilize
land values, allow financially stressed farmers to restructure their
asset holdings and help conserve fragile land resources.

The second concept is a marketing loan proposal that would pro-
vide farmers with cost-effective economic supports and competitive
world market prices. Very briefly, the concept allows farmers to be
able to receive a marketing loan at harvest, to be repaid at the
loan level or the world market price, whichever is the lower at the
time farmers choose to repay their loans. This arrangement would
benefit farmers, exporters, commodity users, and the Government.
I believe the Senate has adopted a form of this concept in its farm
bill.

The council also is supporting legislation that would improve the
use of agricultural commodities in foreign aid and food programs
and alter tax laws for the benefit of agriculture and, of course, of
major importance, improve and strengthen trade policies to bring
higher prices for U.S. agricultural commodities.

As you can see, we have our work cut out or us. But that's OK.
It's a challenge we are willing to take because the Farm Credit
Services is committed to agriculture. We are committed to remain-
ing a viable organization. We are committed to developing solu-
tions that will reduce stress and restore income to America's farm-
ers, and we are proud of our accomplishments.

In Wisconsin, Farm Credit Services served on the Governor's
commission of agriculture, an ambitious, timely and results-orient-
ed organization that brought assistance to rural areas and fought
for agricultural tax reform.

Unfortunately, though, these efforts alone are not enough to
swing the pendulum back to a more profitable, less stressful envi-
ronment. It will take more, more than just State or local actions
and solutions.

As I mentioned earlier, it will require national answers and coop-
eration and commitment from you, me, your congressional peers,
and our borrowers.

We must act together to ensure agriculture remains a viable in-
dustry in Wausau, in Elkhorn, in Stratford, and in the other farm-
ing communities across rural America.

Reasonable profits, stable asset values, and manageable interest
rates are what the American farmer needs. It is what he deserves.
And with your help, it is what he will get.

Thank you.
Representative OBEY. Thank you.
[Attachments A and B referred to by Mr. Hein in his statement

follow:]
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ATTACHMENT A

The attached tables illustrate how prices, asset values and debt combine to
determine a farmer's equity. The tables show the results of the above
factors on three groups of farmers: farmers with no debt, moderate debt and
high debt. (Studies show that about one-third of the nation's farmers fall
into each category.)

Table 1 is similar to the conditions of the 1970s. During this period,
commodity prices were high enough to allow farmers to earn 15 percent on
their money, whether it was their own or borrowed capital. The 1970s also
was when the value of farm assets increased by 10 percent a year.

The three groups of farmers in Table I all have $100,000 in equity capital.
The difference lies in their debt, which ranges from $0 to $200,000. The
rate of return on equity (assuming the return of investment is 15 percent)
is 12 percent for farmers with no debt; 14.4 percent for farmers with
moderate debt; and 21.6 percent for farmers with high debt. The conditions
of the 1970s allowed highly leveraged farmers to receive the highest gains
in net worth.

In addition, the value of assets also was increasing for farmers. Assuming
a yearly asset appreciation of 10 percent, the first group of farmers with
no debt earned a rate on equity of 22 percent. The second group of farmers

earned 29.4 percent, while the third group of farmers more than doubled
their equity, increasing their net worth from $100,000 to $151,600 in one
year. With such financial incentives, farmers often expanded their
operations, using borrowed capital.

In Table 2, the same three groups of farmers are shown -- using their same

debt and equity levels -- under conditions more similar to the 1980s.

Assuming the income earned on the total capital invest is now -15 percent,
the rate of return on equity for the first group of farmers is -15 percent.
Because the return is negative on borrowed and equity capital, the second
group of farmers have a -27 percent return on equity; the third group of
highly leveraged farmers have lost 63 percent.

In addition, the rate of return on equity worsens when the value of assets
decreases by 10 percent. As shown at the bottom of the table, the first
group of farmers under these conditions have lost 25 percent of their
equity; the second group lost 42 percent and the third group lost 93
percent.

57-425 0-86--18



Table I

PRINCIPLE Of INCREASINC RISK

Equity Capital

Debt Capital

Total Capital

Debt/Equity

0 .5 2

$100,000 $100,000 $100,000

0 50,000 200,000

$100,000 $150,000 $300,000

Income when rate earned on investment Is +15%

Returns to total capital

Cost of debt (9%)

Before-tax return on capital

After-tax net return on capital (tax - 20%)

Rate earned on equity (investment)

Income when asset value increase +10%

Increase value of assets

Rate earned on equity (investment + appreciation)

$15,000

0

$15,000

$12,000

12%

$10, 000

22%

$22, 500

4,500o

$18,000
$14,400

14.4Z

$15,000 $30,000

29.4% 51.6%

0;
$45,000

18,000

$27,000

$21,600

21.6%



Table 2

PLUNCIPLE OF INCREASING RISE

Debt/Equity

Equity Capital

Debt Capital

Total Capital

0 .5

$100,000 $100.000

0 50,000

$100,000 $150,000

Income when rate earned on investment is -152

Returns to total capital

Cost of debt (92)

Total return on capital

Rate of return equity (investment)

Income when asset value decrease 102

Decrease In value of assets

Rate earned on equity (investment & depreciation)

-$15,000, .-$22, 506
0 4,500

- 15,000 - 27,000

-15X . -272

-10,000

-252

-15,000 -30,000

-422 -93Z

2

$100,000

200,000

$300, 000

Cn
'I.A

-$45,000

18,000

- 63,000

-63%
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ATTACFf.EiNT e

The attached corn/soybean, wheat and dairy analysis is based on 1984 Agrifax
data and should serve as a useful basis to facilitate legislative policy
discussion. Like any commodity analysis, this data is subject to a number
of factors, conditions and assumptions that determine the output. These
factors are listed below to help explain and interpret the output, and
provide necessary background for further legislative analysis.

* The accrual inventory changes included in the value of farm
production are a major factor affecting the relative profitability
levels. Although these changes even out over time, they cause wide
income fluctuations for farmers from year to year. For 1984, the
federal PIK program contributed to particularly large inventory
swings. As a result, analysis based on the same sample of farmers
over a number of years would better explain current conditions and
overall trends.

* Price volatility is another significant factor affecting net farm
income. This analysis assumed a successful marketing strategy and
utilized early 1984 market prices before the precipitous decline in
corn and soybean prices. As a result, corn and soybean income is
much higher than if an average price or an even lower year-end price
was used. Further, since the average market price for each income
group is not know, the high-income group may have had much better
marketing success than the low-income group. Meanwhile, wheat prices
were more stable in 1984, and successful marketing had less of an
effect on income.

* Federal program benefits also helped boost income for 1984
participating farmers. This analysis used a 64 percent participation
level for corn and 55 percent for wheat. Corn benefits are included
in the price per bushel, and wheat payments are included in the
government payment category. Without these payments, net farm income
would drop accordingly.

* Other income from other farm enterprises was relatively small for
dairy, but it was more important for wheat, and it was extremely
significant for corn/soybeans. For example, North Dakota wheat farms
were able to increase cash receipts through hefty barley and
sunflower production. Surprisingly, the most profitable Minnesota
corn/soybean producers had the highest proportion of other cash
income, primarily from hogs.

* Operating expense increases have moderated in recent years due to
lower inflation levels, but interest payments have increased as real
interest rates increased. These high levels of interest payments
affect farm income because interest expense ranges from $9,000 to
$53,000. Generally, higher interest payments are associated with
the low-income groups. For example, the low-income Minnesota
corn/soybean producers paid $53,000 in average interest payments
while the high-income group paid an average of $21,000.

* Net farm income does not account for family living expense and income
taxes. Assuming a modest $20,000 charge for living expense and
taxes, most farm operations show a substantial reduction in equity.
To help offset these farm losses, nonfarm income ranges up to $7,500
and averages approximately $3,500 per year.

Income budgets such as the 1984 Agrifsx data provide a useful short-term
perspective. Production cost information is also highly useful, because it
lists production costs for each enterprise. The University of Minnesota
Southwest Minnesota Farm Business Management Association shows a 1984
breakeven cost of $2.54 per bushel for corn, $5.70 per bushel for soybeans
and $3.60 per bushel for spring wheat. These costs are near the average
market price for 1984, and generate little or no net cash flow for principal
payments, taxes and family living. Most other studies and research show
similar bleak results. It is clear that the economic viability of many
farmers is precarious, and further price reductions will negatively affect
an already critical agricultural economy.
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Wisconsin Dairy Producers
30 to 45 Cows Per Herd

Income Groups

1984 Actual Performance Low Medium High
…__ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _

Number of Farms 18 19 19

Average Tillable Acres 170 150 190

Number of Cows 40 39 40

Pounds Sold/Cow 13346 12824 14157

Average Price Received 13.15 12.85 13.44

Milk Income 70200 64267 76108

Other Income 18519 10084 15320

Government Payments 8 1498 212

Total Cash Income 88727 75849 91640

Value of Farm Production 74762 74545 97965

Total Operating Expense 84202 69248 81664
…__ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _

Net Farm Income -9440 5297 16301

Net Farm Income If:
Milk Prices Drop $1.00 -14778 296 10638

Milk Prices Drop $2.00 -20117 -4706 4975

Notes:
1. Government payments includes income for all

agricultural programs. i

2. Value of farm production includes inventory value

adjustments but excludes changes in value of land. Accrual

inventory changes included in the value of farm production

are a major factor affecting profitability levels.

. 3. Operating expense includes depreciation of

buildings and equipment.
4. Net farm income is before operator labor draw and

income tax.
S. Source: 1984 Agrifax Comparative Farm Business Summary.
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Wisconsin Dairy Producers
46 to 59 Cows Per Herd

Income Groups
1984 Actual Performance Low Medium High
_____________________________________________________

Number of Farms 15 14 15
Average Tillable Acres 251 213 216
Number of Cows 53 52 53
Pounds Sold/Cow 13549 12557 14756
Average Price Received 13.23 13.06 13.43
Milk Income 95004 85277 105032
Other Income 24779 16124 16850
Government Payments 1506 1454 2727
Total Cash Income 121289 102855 124609
Value of Farm Production 113573 95849 133925
Total Operating Expense 130335 93179 106947
_____________________________________________________-

Net Farm Income -16762 2670 26978

Net Farm Income If:
Milk Prices Drop 51.00 -23943 -3860 19157
Milk Prices Drop 52.00 -31124 -10389 11337

Notes:
1. Government payments includes income for all

agricultural programs.
2. Value of farm production includes inventory value

adjustments but excludes changes in value of land. Accrual
inventory changes included in the value of farm production
are a major factor affecting profitability levels.

3. Operating expense includes depreciation of
buildings and equipment.

4. Net farip income is before operator labor draw and
income tax.

5. Source: 1984 Agrifax Comparative Farm Business Summary.



545

Wisconsin Dairy Producers
60 to 79 Cows Per Herd

Income Groups

1984 Actual Performance Low Medium High
…____________________________________________________

Number of Farms 9 9 9

Average Tillable Acres 323 239 279

Number of Cows 69 68 68

Pounds Sold/Cow 13202 14436 14271

Average Price Received 13.71 13.25 13.31

Milk Income 124890 130068 129164

Other Income 25641 18180 25526

Government Payments 2258 1283 2474

Total Cash Income 152789 149531 157164

Value of Farm Production 135898 151123 169095

Total Operating Expense 153633 142501 144823
…__ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _

Net Farm Income -17735 8622 24272

Net Farm Income If:
Milk Prices Drop $1.00
Milk Prices Drop $2.00

-26844 -1194 14568
-35954 -11011 4863

Notes:
1. Government payments includes income for all

agricultural programs.
2. Value of farm production includes inventory value

adjustments but excludes changes in value of land. Accrual

inventory changes included in the value of farm production

are a major factor affecting profitability levels.

3. Operating expense includes depreciation of

buildings and equipment.
4. Net farm income is before operator labor draw and

income tax.
5. Source: 1984 Agrifax Comparative Farm Business Summary.
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Wisconsin Dairy Producers
80 to 300 Cows Per Herd

Income Groups
1984 Actual Performance Low Medium High

Number of Farms 57 57 58
Average Tillable Acres NA NA NA
Number of Cows 107 109 110
Pounds SoldiCow 12956 13377 14297
Average Price Received 13.49 13.36 13.25
Milk Income 187011 194801 208379
Other Income 47137 35063 54481
Government Payments 4660 3501 5479
Total Cash Income 238808 233365 268339
Value of Farm Production 211054 231716 271864
Total Operating Expense 245372 227641 229081
_____________________________________________________

Net Farm Income -34318 4075 42783'

Net Farm Income If:
Milk Prices Drop $1.00 -48181 -10506 27056
Milk Prices Drop $2.00 -62044 -25087 11330

Notes:
1. Government payments includes income for all

agricultural programs.
2. Value of farm production includes inventory value

adjustments but excludes changes in value of land. Accrual
inventory changes included in the value of farm production
are a major factor affecting profitability levels.

3. Operating expense includes depreciation of
buildings and equipment.

4. Net farm income is before operator labor draw and
income tax.

S. Source: 19P4 Agrifax Comparative Farm Business Summary.
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Minnesota Corn/Soybean Producers

Income Groups
1984 Actual Performance Low Medium High
_____________________________________________________

Number of Farms 31 32
Average Tillable Acres 651 333
Corn Produced (bu.) 30206 15451 15544

Corn Price 3.07 3.07 3.07

Income from Corn 92734 47435 47720
Soybeans Produced (bu.) 7724 3951 3975

Soybean Price 6.25 6.25 6.25
Income from Soybeans 48276 24694 24842

Other Income 81387 54428 70568
Government Payments 3596 1580 1770
Total Cash Income 225992 128137 144900
Value of Farm Production 160026 105835 144943
Total Operating Expense 222380 119365 125097

Net Farm Income -62354 -13530 19846

Net Farm Income If:
Corn Increases S.25/Bu. -27768 4161 37644
Corn Increases S.50/Bu. 7059 21976. 55566
Corn Decreases $.25/Bu. -96940 -31221 2048
Corn Decreases $.50/Bu. -131767 -49036 -15874

Notes:
1. Price sensitivity analysis assumes corn/soybean

price relationship is constant at soybean price = 2.25
times corn price.

2. Government payments includes income for all
agricultural programs.

3. Value of farm production includes inventory value !
adjustments but excludes changes in value of land. Accrual
inventory changes included in the value of farm production
are a major factor affecting profitability levels.

4. Operating expense includes depreciation of
buildings and equipment.

5. Net farm income is before operator labor draw and
income tax.
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North Dakota Dryland Wheat Producers

-Income Groups
1984 Actual Performance Low Medium High
_____________________________________________________

Number of Farms 11 10 11
Average Tillable Acres 1051 1200 1107
Wheat Produced (bu.) 15765 19200 22694

Wheat Price 3.40 3.40 3.40
Income from Wheat 53601 65280 77158

Other Income 36613 25664 34762
Government Payments 11258 12258 15972
Total Cash Income 101472 103202 127892
Value of Farm Production 78973 97241 132034
Total Operating Expense 89297 84861 96444
____________________________________________________,

Net Farm Income -10324 12380 35590

Net Farm Income If:
Wheat Increases S.40/Bu. -4018 20060 44667
Wheat Increases S.80/Bu. 2288 27740 53745
Wheat Decreases S.40/Bu. -16630 4700 26513
Wheat Decreases S.80/Bu. -22936 -2980 17435

Notes:
1. Government payments includes income for all

agricultural programs.
2. Value of farm production includes inventory value

adjustments but excludes changes in value of land. Accrual
inventory changes included in the value of farm production
are a major factor affecting profitability levels.

3. Operating expense includes depreciation of
buildings and equipment.

4. Net farm income is before operator labor draw and
income tax.

5. Source: 1984 Agrifax Comparative Farm Business Summary.
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1984 DAIRY NET FARM INCOME
ASSUMING A $1 PRICE SUPPORT CUT
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1984 DAIRY NET FARM INCOME
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Representative OBEY. Mr. Elkin, please proceed.

STATEMENT OF IRVIN J. ELKIN, PRESIDENT, ASSOCIATED MILK
PRODUCERS, INC.

Mr. ELKIN. Thank you, Chairman Obey.
I am a dairy farmer. i am a third generation farmer and I have a

son who will be a -fourth generation. You can see that I am very
personally concerned about the future of dairy and certainly the
future of dairy in Wisconsin.

I am the president of the Associated Milk Producers, Inc., the
Nation's largest dairy farmer cooperative with over 31,000 mem-
bers located in 20 States throughout the Midwest, South, and
Southwest, who produce about 11 percent of the Nation's milk
supply. I also have the honor to serve on the executive committee
of the National Milk Producers Federation.

Let me start by expressing our appreciation to Chairman Obey
and the Joint Economic Committee for conducting this hearing.
Nothing is more vital to the Wisconsin economy than the health of
the farm sector, and dairying is the lifeline of Wisconsin agricul-
ture.

Agriculture is not an essential industry in Wisconsin. It is the es-
sential industry.

Consider these facts:
Agriculture has a $20 billion impact on the Wisconsin economy

when you combine cash receipts, value added, and farm production
expenses.

It is also very clear that Wisconsin farm families today face real
and severe economic pressures. Foreclosures and bankruptcies are
occurring with alarming frequency. Farm returns have been unsat-
isfactory for several years in a row, and the prospects for improve-
ment in the immediate future look bleak, if we can't change direc-
tion.

I agree with Secretary Block, I believe it is good for exports, but
exporting at a loss doesn't make any sense. So we continue to
produce the grain. We rebel against his goal of reducing the prices
to the world level, and yet we have to admit it is happening.

Oats in my area were bringing about a $1.70. Today you are
lucky if you can get a dollar. Our grain prices are getting closer
and closer to world prices, and yet we have a dairy industry that
still, a domestic industry pricing itself by domestic prices.

So you can see the impact that cheap grain has on our particular
business of dairying. There is no doubt that the situation is ex-
tremely tight for young and highly leveraged people.

In order to better answer some of the questions you posed on
credit, I went in and visited with one of our local farm loan officers
and in answer to what he sees in the future, he says, there is no
question that things are getting worse. Loans are available for agri-
culture, money is there and is available.

He had quite a bit of praise for the handling in Wisconsin of
some problem loans. He said that they have been able to turn over
several of their loans to the FHA at 7.25 percent interest which is
quite a break for people who were paying, say 13 or 13.5 percent,
and they also are extending them over 14 years. So he said he had
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quite a bit of praise for the Government in handling of loans that
they feel they can no longer service or that the lenders can no
longer properly service.

On the other hand, he said that as far as bad loans in their par-
ticular bank-I didn't ask him how many loans they have out-
standing, but I know a couple of years ago they were in the $50 or
$60 million category-he said there is no question about 5 percent
are facing foreclosure. That really doesn't sound too bad, but up to
another 20 percent are getting awfully close. So you are looking at
about a fourth of those loans as having real problems.

He said two groups at this time are in trouble. The one group
which you would always have, I suppose, that is bad management,
lower the average that he said would have a hard time anyway.
And then, of course, you have the other group at this time that is
in trouble that had probably did some remodeling, taking in some
sons and done some expanding and acquired some new debt. Those
two he sees as being in the categories of having problems.

He said that young farmers, a young farmer virtually cannot
enter, not through the private sector. Income is too low. He said
they just can't get cash-flow.

When you talk about cash-flow, we keep hearing about the goal
of getting these land values back down. Certainly they are coming
down but they are not being reflected in our taxes. But he said
land really has only two values: speculative value and productive
value. We are coming off the speculative and now we are getting
down to the productive.

He said they ran some numbers and they feel that land would
have to go at about $250 an acre to cash flow at present milk
prices. So if we are going to look at getting down something like
that, it is something that I notice you have warned urban towns
that if this land keeps eroding and the tax shifts back to the cities,
they haven't seen taxes yet.

Something that I noticed in one of the daily papers recently, we
keep hearing that agriculture has a lot of debt but we are not
really in trouble, we are able to service that debt. I read about a
week ago, we are trying to get a hold of the study, it was the most
comprehensive study yet and the USDA released this about a week
ago. Agriculture has something between $216 to $220 billion in
debt. Of that debt about 12 percent cannot service or handle their
loans. That doesn't sound too bad. However, that represented 45
percent of that total.

So that is alarming and it is a study that we are trying to get our
hands on. It is a study that is a little bit different than we have
been hearing about. How best to deal with this situation, we be-
lieve that it is absolutely imperative that programs of the 1985
farm bill point agriculture on a more reasonable and responsible
course. We believe that it is absolutely essential at this time that
we come up with some type of supply management in dairy.

I repeat again, if we continue to produce more grain than we can
sell economically, it is going to wind up in meat, milk or eggs and
you see what what has happened to the prices of meat and milk. So
we believe that we need to come up with some type of supply man-
agement.
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The administration has proposed elimination of milk price sup-
port from the purchase program, entirely replacing it with a target
price which by 1990 would give us assurance that we would receive
at least $7.23 for what we produce. If we didn't get that other
market we could get a check for the. addit' nal $7.23. That is ridic-
ulous. We are losing money at the present priceg..All the time:We
are assured that farmers and consumers want to'avoid wild swings,
the price going way down, farmers being forced out, then going
way up.

We absolutely think that it is essential that for both the consum-
ers and for the producer that we maintain the stability that our
dairy-type programs have been able to provide for that. The pro-
gram that has passed both the House subcommittee and the full
House Agriculture Committee, H.R. 2100, we refer to it as the
Dairy Unity Act although I know I see that here in Wisconsin
people will say you don't have total unity. I agree with that.

I might also say that this particular bill does not have every-
thing that we wanted by any means. Cut away all the shaft, what
we proposed was a two-tier price. That would put everybody on an
absolute base from the period of time until we get it solved. We
wouldn't care where the cows went. It would have worked. One
problem, we couldn't sell it to the rest of the United States.

So we are now working with something that we have had at least
enough unity on to get it through that first and second step, and
hopefully it will pass full House and survive through the compro-
mise or through the conference. We believe that we have a leg up
in this particular bill because it does guarantee or cap Government
costs, and will reduce Government budget costs even more than we
were able to do the last year. We think that that will have a lot to
do with its being able to pass in Congress.

You probably know that we were out and made the rounds of
some 200-plus offices and when you talk about lowering the cost of
any Government program, you get people's attention. People that
didn't understand anything about dairy we were able to suggest
and show them that it would create budget savings, we immediate-
ly had interest from people who probably weren't all that con-
cerned about dairy in the first place.

It has a standby diversion feature in it which would kick in and
out. In other words when the problem is solved, it would go away.
We have a lot of people who did not agree with the diversion pro-
gram even when it was in effect and production was down and we
reduced Government costs in half in that 1 year. We had people
who said: Well, the diversion part really isn't working.

The price was cut 50 cents at the same time. That is what is
working.

Well, I would hold forth today that we have had two 50 cent
price cuts since then and milk production is just going up like
crazy. So for anybody that says that diversion wasn't working and
that it was price alone, it would be working twice as good now be-
cause we have had more price cuts since then and production is
still going up.

We are supporting a supply management. We are supporting the
present H.R. 2100 at this time. Again because it-the proposal that
is being supported or pushed by the administration would exact
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such a heavy toll on dairy farmers, and certainly a heavy toll on
the entire Wisconsin economy. If we would ever lose the purchase-
type programs, then many farmers may wonder how far down that
price would go if we went on a free market.

I hold forth that every 50 cents cut we have had has been reflect-
ed in the price. You you would keep dropping 50 cents. It is any-
body's guess where that would be. I think it would be extremely
hard on the Wisconsin economy, where we rely so much on the
hard products, some 80 percent of our products are converted into
butter, powder, and cheese. We think at all costs, and we are very
pleased that even though we may disagree on other things, that
there is support for that program.

Also of importance, although the C&I group in Washington
thinks our price should always be a dollar lower-if it is 11, it
should be 10-she still supports the purchase-type program because
she realizes the stability in the availability of milk from that.

So we believe in supply management. We think it is important
that we have it at this time. Otherwise I guess we can have some
great fears that Congress may just throw up its hands and look at
the cost of the program and say: Let's try something else for a
while.

We don't want that to happen. We think we should be more re-
sponsible. So we support supply management to solve this.

Thank you.
Representative OBEY. I thank you.
[The prepared statement of Mr. Elkin follows:]
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PREPARED STATEMENT OF IRVIN J. ELKIN

My name is Irvin J. Elkin. Along with my family, I milk about 40

Holstein cows and farm 200 acres of corn, alfalfa and small grains

in Amery, Wisconsin.

I am the President of Associated Milk Producers, Inc., the

nation's largest dairy farmer cooperative with over 31,000 members

located in 20 states throughout the midwest, south and southwest,

who produce about 11 percent of the nation's milk supply. I also

have the honor to serve on the Executive Comrnittee of the National

Milk Producers Federation.

Let me start by expressing our appreciation to Chairman Obey and

the Joint Economic Committee for conducting this hearing. Nothing

is more vital to the Wisconsin economy than the health of the farm

sector -- and dairying is the lifeline of Wisconsin agriculture.

Agriculture is not an essential industry in Wisconsin, it is the

essential industry. Consider these facts:

* Agriculture has a $20 billion impact on the

Wisconsin economy when you combine cash receipts,

value added and farm production expenses.

• Dairying accounts for about 60 percent of this $20 billion.

* Some 500,000 Wisconsin jobs relate to agriculture

or about 22 percent of the state's employment force.

It is also very clear that Wisconsin farm families today face real

and severe economic pressures. Foreclosures and bankruptcies are

occuring with alarming frequency. Farm returns have been
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unsatisfactory for several years in a row, and the prospects for

improvement in the immediate future look bleak.

The economic situation is particularly harsh for younger farm

families whose situation is typically characterized by a heavy

debt load and capital intensive operations.

It is unrealistic to separate the interests of dairy farmers from

those of the general farm economy. Dairy farmers recognize that

their economic well-being is linked directly and substantially to

the conditions of producers of other commodities. Stability in

the dairy sector is impossible unless the rest of agriculture is

healthy.

It is imperative the programs of the 1985 Farm Bill point agricul-

ture on a reasoned and responsible course. AMPI advocates long-

term programs to replace the piece-meal approaches that have

characterized recent years. Greater certainty must be established

in public policy so farmers can intelligently make planting, in-

vestment and other strategic decisions.

AMPI members believe that effective supply-management measures are

essential to the recovery of the farm economy. The consequences

of the so-called free market advocated by the Administration,

abandoning the price support program as we know it, are frighten-

ing to both consumers and farmers.

The Administration has proposed eliminating the milk price support

program completely and replacing it with a target price of $7.23/
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hundredweight by 1990. Let's not kid ourselves, this policy would

spell disaster.

The elimination of a price support program introduces major uncer-

tainty, and the risk of wild price swings as market conditions

fluctuate is greatly increased. There would be substantial danger

of major shifts in milk supply as farmers were first attracted

into dairying and then forced out by cyclical downturns.

Farmers and consumers want to avoid wild swings of this type. The

U.S. consumer is used to enjoying fresh dairy supplies day-in and

day-out and in every city across the country. This has been as-

sured under effective administration of the price support program.

The bill approved by the House Livestock, Dairy and Poultry

Subcommittee and full House Agriculture Committee -- the dairy

provisions (the Dairy Unity Act) of H.R. 2100 -- provides a

responsible "self-help" approach to the current dairy situation.

It offers the most effective way available to keep Government

costs under control, while continuing the stability dairy farm

families need and deserve. It features "supply-management" -- a

sensible and proven response to milk surpluses. Let's review some

of the reasons why this legislation should be enacted.

1. H.R. 2100 offers the greatest budgetary savings. It is

projected to reduce Government costs for the dairy program in

FY'86 by $700 million. By comparison, the proposal offered during

House subcommittee and full committee mark-up to cut milk support
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prices to as low as $9.60/hundredweight would cost the Government

twice as much.

The Dairy Unity Act places an absolute limit on the cost of the

milk price support program al the level necessary to purchase and

store five billion pounds milk equivalent. No other 1985 Farm

Bill dairy proposal provides such a lid.

2. The dairy industry stands firmly united behind H.R. 2100. The

National Milk Producers Federation and the vast majority of dairy

farmers nationwide support it. In fact, there might never have

been a time that the dairy industry has been so united. That's

why the bill is titled -- The Dairy Unity Act.

3. The standby diversion authority featured in the legislation

has a proven track record. The experience of the Milk Diversion

Program over the past year demonstrated that dairy farmers will

respond positively to individual incentives to reduce production.

Achievements of the program during 1984 include:

* After 57 months of consecutive increases, national milk

production dropped three percent.

* Government purchases of surplus dairy products went down

nearly 50 percent.

* Government costs for the dairy program were cut by over $1

billion or 40 percent from the previous year.
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The proposed diversion plan would be financed entirely by dairy

farmers themselves as was the case with the 15-month Milk

Diversion Program that ended March 31, 1985.

4. H.R. 2100 will continue to assure U.S. consumers of dependable

supplies of milk and dairy products at reasonable prices. The

standby diversion plan allows the dairy industry to reduce milk

production gradually. This is important to economic stability,

for both agriculture and consumers, and is much preferred to the

forced liquidation of thousands of dairy farm operations which

would occur under a straight price cut.

5. H.R. 2100 prescribes several measures to head off potential

problems if a diversion program increases the number of cows sent

to slaughter. The experience of the past Milk Diversion Program

showed no adverse effect on livestock prices.

There can be little question which bill -- the Administration's

proposal or the Dairy Unity Act -- is in the best interest of

Wisconsin.

The Administration's proposal would exact a heavy toll on dairy

farmers, and in doing so, exact a heavy toll on the entire

Wisconsin economy. It would painfully eat away at the resources

of individual dairy operations, and countless families would be

forced out of business. It wouldn't be long before repercussions

spread throughout the state's economy.

The Dairy Unity Act offers a much more reasoned path to follow.

It features "supply management", a proven way to deal with milk

surpluses, while continuing stability for the nation's dairy farm

families and consumers. It will put a cap on Government costs.

It is sound legislation.

We call for the enactment of the Dairy Unity Act.

Thank you.
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Representative OBEY. Let me ask a couple of quick questions. We
have a very short time. I really have so many questions I don't
know where to start. Let me start with just telling you what I have
heard around the district. I think that all of you prefer a diversion
program of some type.

I certainly think that it is far better than any other alternative
that is being suggested. The problem I run into is that the people it
is supposed to help are still chewing on me up one side and down
the other every time I go around this district. I was in Stetsonville
last weekend and I ran into a woman who was at the VFW stand
in Stetsonville tending bar.

And she said, damn it, after you have been in something for 28
years, things are supposed to be pretty good. She said we have been
farming 28 years and it ain't good. And then she proceeded to say,
how, why are you guys pushing the diversion program? I tried to
explain what the alternatives are. She didn't want to hear them.
None of the alternatives were good.

I understand that frustration but we don't have a lot of choices
we like. We have a lot of choices we don't like in looking at the
dairy bill.

Another thing I ran into is very strong objection to the idea that
we ought to continue a checkoff. Let me ask you this question. My
understanding is that according to Advertising Age, farmers are
only getting about 16 cents back in presales for every dollar spent
on fluid promotion. What is your reaction on that issue? Is it really
worth a tinker's you know what?

Mr. HALDEMAN. I trust you are looking at me, seeing that I am
on the dairy board. First of all, that article, there is a basic flaw in
that article.

I will admit the numbers that we have shown so far are not a lot
to cheer about, but the reason there is an error in that article in
the same article that appeared in the Dairy magazine; I visited
that editor, I think he would even agree there is a mistake in that
they are only using the difference between the manufacturing
price and the class I price to determine the value.

I would quite strongly argue that he has to look at that as being
new consumption so therefore your return is more nearer to what
you have spent at least. But the real thing is that this advertising
program was put in place a year ago. It was organized in May of
1984.

The first expansions were created in September 1984 and what
we really-in the first go around had to talk about short-term pro-
grams which is merely dumping your money in advertising and
there is an old theory, half of what you spend you waste. You can't
identify which half. The other theory is, when you increase adver-
tising by as much as the dairy industry did, you will make some
miscues to start with. I am optimistic that it can be turned around,
particularly if it is a long-term program.

One of the benefits has to be if we know we are going to be
around for a while, so we can create some expenditures in research
that I think have long range benefit. I am not going to sit here and
hold out that what we have shown so far is going to save the dairy
industry.
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Mr. MULDER. We all, Farmers Union has always supported pro-
motion and we have always opposed block voting. I guess we will
wonder until it happens and I guess Mr. Haldeman, it is going to
happen in Wisconsin eventually, if the farmers cast their own vote,
and when you look at the amount of checkoff that comes off, versus
the difficulties that farmers are in, I don't think you can blame
them for looking a little askance at a checkoff like that. Especially
when there is nothing left over for their own use and it all goes
somewhere else.

I think it needs more time. I think it is premature to try to judge
it now. But we strongly feel and I think that if the-if, Mr. Halde-
man, if the national board could in Wisconsin, I think it would be a
very critical and important thing. If the National Milk Marketing
Board could be put strictly on a bipartisan or nonpartisan basis
either way, I think that would strengthen it considerably in the
long run, down the road.

Representative OBEY. Let me say something else on the farm
credit issue. The bill was passed earlier in the year. I know that
you and Mr. Hein have a disagreement. I voted for that bill but I
have to tell you, I don't honestly know if I did the right thing.

Because it is such a Hobbesian choice. On one hand you recog-
nize the equity in providing additional credit because farmers are
stuck in a hole that they didn't dig for the most part. By the same
token, I guess I would have more faith in the ability of additional
credit assistance to help if I thought that that credit assistance was
going to bridge from now to the future that was going to be a little
better. But given the alternatives that I see coming down the pike,
I don't have much faith that that is in fact the case.

So while I certainly don't apologize for voting for it, I don't brag
much about it either because I am not sure what the right choice
was.

The only objection I did have in that situation was that the
President told the country that it was a budget buster, ignoring
conveniently the fact that the House Budget Committee called the
President and told him that if he signed that bill, we would make
other reductions in the agriculture portion of the budget in order
to compensate for the cost of that package.

I think that was, that is the only thing that frustrated me be-
cause he was communicating half of the fact. The full fact never
really surfaced. He has the megaphone and we don't.

Mr. MULDER. Just one comment. I know a lot of people, I am a
member. I can recall when I was a very small boy, at about 1930,
1931, and 1932. It saved the farm. Now the last notice, which
wasn't very long in coming after the previous one, which raised
from 11½/2 to 12 percent, the last one raised from 12 to 123/4 percent
the day after the Fed cut the discount rate. Now, you know, of all
the planning in the world, it couldn't have been worse. It is the an-
tithesis of what the farmers need. They don't need more cost, they
need less.

Are they going to gain if they put them out of business? I think
they need an infusion of tax moneys and they need them right
now.

Mr. HALDEMAN. I have a concern that as we address this whole
credit issue that basically what we are doing is going down a road
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that if you continue to go this direction there is only two guys left
farming.

One is the guy that is so wealthy that he can use the Tax Codes
to buy his expenditures at a lesser cost than someone else and stay
in business. In other words, writing farm losses off against nonfarm
income and all those things, investment tax credits, all those
things that work in favor of the nonfarmer.

The second one, is the guy that is so poor off that he gets all his
credit given to him by the Government. And we are in the middle, we
are just in the process of squeezing the living devil out of that family
farmer in the middle, that is out there borrowing the capital from
the farm credit system, from the banks, from the Farmers Home
Administration at the going rate loans; he is being pushed by, the
competition from the other two extremes. I don't know how we get
around that.

But those 636,000 farmers in that middle group are the place
where the pressure is being put on. It is through two public policy
decisions we have made. One is that we do not ever expect farm
credit or farm loans to be paid back on the low end, and at the top
end just keep heaping tax credit benefits into the agriculture and
compete against them.

A VOICE FROM AUDIENCE. Everybody should applaud that. That
is right on the ball.

[Applause.] *

Mr. HEIN. There are other issues. I would like to respond to the
issue that Mr. Mulder is referring to. Before I do, I would like to
follow up with Mr. Haldeman because it ties right in with a com-
ment he made. There is an element of farmers that are out of debt.
But many of those are at the twilight of their career. And that
farm is there and he is farming it and he is doing very well be-
cause he is out of debt.

There isn't, in many cases, a young son or the next generation
that is going to come along and take that farm over, and as a
result, with the day that comes along when he decides to call her
quits, he may not be able to sell that farm. He may have an obso-
lete set of facilities there that is no longer of much use to the type
of farmer that is using the technology that is available today.

So that is a concern, that while we talk about the assets or the
debt-to-asset ratio, that could increase at a greater amount in the
not too distant future. Then to respond to the issue of the bill that
is in question, this was a bill to aid agriculture, but it was tied to a
bill to give aid to Ethiopia, if my understanding is correct. And
Senator Proxmire had indicated that it wasn't a good bill. He said
it wouldn't have done any good for farmers. He said there is mil-
lions of dollars, hundreds of millions of dollars available.

He said what we need is a program to give that money out to the
farmers. That program came along in early May, late April and
early May and on into June when farmers were helped in rear-
ranging their debt scheduling and so on through the FHA and the
help from the various farm credit institutions.

So that is the response that I want to make to that.
Mr. ELKIN. I think this investment credit thing is something that

we are starting to talk a lot about.
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Representative OBEY. Can I butt in on that? I wanted to ask a
question I asked yesterday of a witness from the Governor's agri-
culture task force. A number of farmers are saying to me, look, on
the point you made, Mr. Haldeman, that the trouble right now is
that the Tax Code many times encourages people who aren't farm-
ers to get into farming just for tax loss purposes.

I asked him, I wanted to ask you, all of you, do you think the
farmer would be better off if we were to eliminate the investment
tax credit at least as it applies to agriculture?

Mr. HALDEMAN. Yes; in the long term.
Mr. ELKIN. That is something that we are starting to take a look

at. The investment tax credit is needed if you need to help a busi-
ness and do some expanding and all that. Apparently we have done
a lot of that. It has also helped the dealers. But what it does, of
course, for the dairy farmers, it offsets their taxes. They don't have
any taxes to offset any more the way things are going in dairy.
That is one of the big reasons they aren't buying.

The other side of the coin, we have people in Wisconsin that
didn't even know that you can take investment credit on dairy
cattle because they never bought them. They raised them. It was a
surprise to them to know that you could buy cattle and take invest-
ment credit. I think it is something that as far as dairy is con-
cerned is a big problem.

Mr. MULDER. Put a lid on it.
Mr. ELKIN. Or else make it a fact that the guy has to be a

farmer.
Mr. MULDER. Start with a sensible lid. We have started with a

cap on some items, maximum payments. Of course they were
waived. The administration looked the other way when it came to
the dairy diversion program. You can make an argument that they
should. But I think you can start that scenario by putting a cap on
it.

Representative OBEY. OK.
Mr. HEIN. The problem is that some of these opportunities to

save in taxes has encouraged farmers who already had more than
their share of debt to go out and buy another tractor because it
would help reduce his income tax for that year. Unfortunately, it
put him deeper in the hole, and now that is coming back and creep-
ing up on him very rapidly. He still has to pay the debt. It hasn't
helped.

Representative OBEY. There are a lot of questions I want to ask
you. I would like to talk to you about the farm bill except that I
can do that another time with all of you. That is going to be a real
alligator. But there are a number of people in the audience who
had asked to ask questions of the panel.

A VOICE FROM AUDIENCE. As long as we are on dairy, dairy, it is
easy to handle because everybody has a quota. They know what it
is. They are going to-they should put a two-price system on it.
Limit the amounts you produce. That is the only way to solve the
problems. With grains it will be different because of they don't
know what everybody produced. Not everybody sends in their acre-
age. But on the voting deal, that is real bad, when the farmer does
not vote.
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I had a big argument with Osmond on it. Because how can a co-
op which has members in two States and they have 400 in Wiscon-
sin and 600 some Minnesota, the bylaws of the co-op say you should
act as members, equally, how can a co-op block vote a bunch of
votes for its members in Wisconsin when it is only doing so much
good for so many members. It is an illegal vote. Instead of the
people that are voting for themselves.

When I confronted Osmond with it, he said, well, if you don't
make it, sue me. So I went to the jury and I found out it cost
$100,000 to bring a suit in. So he helped me-but why can't we do
something about it. A newspaper won't print an article on it be-
cause they are in the advertising business. Television stations
won't do anything about it. I told them that there was an $11 mil-
lion fraud out there. They listened to my story but they won't put
it on the air. It is illegal to get by with that.

I will let somebody else--
Representative OBEY. I will put you down as agreeing with

Mulder on that one.
Mr. Wayne Sonnentag from Bloomer.

STATEMENT OF WAYNE SONNENTAG, DAIRY FARMER, BLOOMER,
WI

Mr. SONNENTAG. My name is Wayne Sonnentag. I own and oper-
ate a 160 acre dairy farm in Chippewa County, near Bloomer, WI. I
wish to thank you for giving me a couple minutes of your time to
explain to you what our government is doing to me as an individ-
ual dairy farmer.

I also understand that the purpose of these hearings is to find
out what economic impact a number of Federal policies have on
Wisconsin's ability to achieve business growth and to create jobs.

After hearing the various farm organizations present their testi-
mony, of which I tend to agree with some, I wish that all these or-
ganizations would form one alliance. Then maybe I could afford to
pay membership dues. I presently cannot afford to pay any.

At this time I wish to give you some facts and figures which I
brought with me and presented to you earlier this morning. These
figures are of my own operation. I would also like to tell you what
taxpayers' dollars are doing that affect me in my operation, and
what I think should be done to protect those dollars.

Representative OBEY. I will be happy to get those, but I am going
to have to ask you to limit it to about a minute and a half because
we have to be out of this room for the Boy Scouts. I have two more
panels.

Mr. SONNENTAG. I will get through in that time.
I have here what FmHA calls a farm and home planI dated De-

cember 21, 1984, when I applied for a farmer's ownership and oper-
ating loan.

The loan amount of $153,000 was approved and received January
24, 1985. This money was used to pay off my land contract holder,
which she discounted, $26,000 off the purchase price. The balance
was used to pay off back operating debt. Milk price, which is fig-

' See copy of the farm and home plan at the end of Mr. Sonnentag's statement.
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ured in cash-flowing the loan, is $12.50 per hundred. And at that
time a loan was received, I received $13.04 per hundred.

The milk price I receive now for my milk is $11.65. My farm cur-
rently does not cash-flow. My current herd average after the dairy
diversion program ended is 19,739 pounds of milk with 713 pounds
of fat and this generates the farm income. I currently am paying
35 percent of my gross income to support farm debt.

I participated in the dairy diversion but it also has to be financial-
ly feasible to me before I could participate again. My farm has to
generate $23,382 to support my farm debt.

My lenders-like most farm lenders, this forces me to produce
enough dollars in sales regardless of price or volume sold. My wife
also works off the farm to support our family living. There is some-
thing wrong when the farm doesn't support itself even with good
management. I need a better price for my milk and I am willing to
supply what-willing to limit what I supply, if I can pay my bills. I
have talked to my neighbors, and I get the same response from
them.

There is a study here, I will leave it with you, from Wharton In-
dustries. It touches-some of the farm leaders here have read it. I
directed this somewhat to you, your job is to fight to give farmers a
choice. There is a farm bill proposed in Washington that has been
written by farmers. It is called the Farm Policy Reform Act. It will
raise prices, control production, conserve soil and cut taxpayers'
costs.

When the farm bill is debated, on the House and Senate floor,
this bill must be presented as an alternative along with the Farm
Policy Reform Act. Let the farmers vote in referendum giving
them a chance to choose. Let us vote on our future.

I personally challenge you, Representative Obey, to lead the fight
on the House floor. We need your leadership. Stand up for farmers
in rural towns. We will support you.

I ask you, Mr. Obey, to relay this message to Senator Proxmire:
Now is the time to talk economic sense. If we do not pass a good
farm bill, all the help I have received from FmHA will be wasted
and all the bills in the world will be of no use. I personally chal-
lenge you to lead the fight in the Senate. If Congress turns their
backs on the farm crisis of the American farmer such as myself,
give them the biggest golden fleece award you can find because it
is tax dollars that are wasted.

We need change quickly and I personally am ready for change.
Without improvement, tax dollars that are used for my farming

operation is in jeopardy. I may have to resort to a hunting dog, a
fishing pole, and the State welfare system.

Representative OBEY. OK. Thank you.
[The farm and home plan loan application attached to Mr. Sonnen-

tag's statement follows:]
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Representative OBEY. One last request from Linda Bersinski.
Ms. BERSINSKI. Thank you, Mr. Chairman.
After hearing the testimony of the various panels it appears that

my comments have been brought up. But I and many others who
live in northern Wisconsin still question why our country insists on
importing products that can be produced here and give our own
people the jobs. Be it in manufacturing, forestry, or the dairy in-
dustry. Place quotas or tariffs on imports. What have those coun-
tries done for us in the last 15 years?

I also want to thank you for listening to my comments. And the
Boyd Village board would like to ask you to please lower our taxes
and to bring business to Boyd.

Representative Obey. Is that all?
[Laughter.]
Representative OBEY. OK. I really would like to respond to those,

but we are out of time. The Boy Scouts are going to be awfully
upset with all of us. So I thank you all for your attention. I thank
you gentlemen for your participation.

The next panel we have is two-thirds of the panel we have on
trade. We did that yesterday.

Bill Lehman from Superior was here earlier. He had a problem
with the plane which he had to catch, so we took his testimony on
importance to Great Lakes shipping problems earlier.

So we will hear now from the remaining two witnesses on our
trade panel.

First of all, Carla Lenk, executive vice president of Marshfield
Technologies, Inc., and Carl Marschke.

Let me ask each of you-how long did you-if you could each
take 5 to 7 minutes to give me your insights on the question of
trade as it relates to the economy of northern Wisconsin, I know,
Ms. Lenk, you have been dealing with many businesses in this part
of the State trying to sensitize them to the opportunities available
for trade.

I have to say, Mr. Marschke, that you certainly have firsthand
hands on experience in the field given the niche you have been
able to carve out for your company in a very competitive market
under some very difficult situations in terms of the exchange rates
these days. Why don't we proceed first with you, Ms. Lenk, and
just say whatever is on your mind.

STATEMENT OF CARLA LENK, EXECUTIVE VICE PRESIDENT,
MARSHFIELD TECHNOLOGIES, INC., AND PRESIDENT, WISCON-
SIN BUSINESS ASSOCIATES
Ms. LENK. Thank you. I am going to make this short but prob-

ably not so sweet.
Trade has fallen down since 1980. Since I was aware that I was

going to testify today, I did a really informal survey with the
people that are out there, most of them in the service areas. These
would be the bankers, the freight forwarders, the trade specialists,
and some of the exporters themselves.

And everyone agrees that trade both domestically and interna-
tionally is slow and has been declining since the early 1980's.
Export trade is unusual in central Wisconsin. Three out of five
U.S. exporters overall have fewer than 100 employees. Exports
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keep an estimated 3,850,000 Americans working overall; 40,000
workers for every $1 billion of exports.

U.S. exports represented $105 billion in 1975 and, according to
the SBA, in the 1970's an annual rate of growth was holding at 20
percent.

Yet in 1980, only 8 percent of all American businesses were in-
volved in export trade, leaving 92 percent involved in strictly do-
mestic trade. Since 1980, that 20 percent growth has stagnated to
little or no growth.

Today I received information and I added that as an addendum
to what I have already prepared. According to the statistics that
they sent me in 1982, there were $601 million in total agriculture
exports from Wisconsin. In 1984 that was $644.1 million. They feel
that they can back up an estimate of 22,540 jobs related to Wiscon-
sin in 1984 agricultural exports.

I am just going to hit a couple of the different industries that are
involved with trade.

The wood products industry has little going on in actuality, but
has lots of potential. There seems to be little commitment to go
after business in whatever market field. The strong dollar and fear
of the unknown hampers change in the wood industry's marketing.

Because export trade is such an unknown quantity to the wood
products industry, companies are interested but extremely cau-
tious. There is approximately 2 percent export trade done in the
wood products industry, and all in value-added woods; that is, ve-
neers or furniture in the State, and there is only one in Marathon
County who exports this commodity.

Logs are shipped throughout the upper Midwest.
Exporting demands time, money, patience, and a commitment to

go after the trade.
The ginseng trade is the largest export in central Wisconsin, but

because of the type of seasonal growth, this occurs only 3 to 4
months during the year.

Experts in the field feel that a saturation point may be occurring
within the next 5 years. Fiskars exports to Finland, Hong Kong.
Oryx Systems exports hi-tech hardware and software around the
world, and Marathon Electric exports AC motors and generators
plus parts.

I view export trade as a potential for central Wisconsin. I also
view Government procurement as a potential for trade with central
Wisconsin. It is another marketplace.

Historically, Wisconsin receives around six-tenths of 1 percent of
Federal Procurement. In 1983, only 12 companies were receiving
contracts over $1 million. Since 1983, the percentages. have re-
mained the same while the Government budget has escalated.

Wisconsin now stands as 44th in the rank of procurement con-
tracts. Most of these contracts are on the eastern and southeastern
part of the State. Oshkosh Truck now leads the procurement con-
tractors with the largest amount of dollars. They, however, have
had a poor reputation in the past for using Wisconsin companies as
subcontractors.

There are lucrative contracts out for bid that are passed up by
Wisconsin businesses because of lack of knowledge and fear of risk.

What does the future hold?
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Essentially people who work with the business people in central
and northern Wisconsin all have the same story. Business is down
from 1980 and business people are apathetic and afraid to risk
what they have to establish themselves in a new market.

Many opportunities are available, with more occurring every
day. A local bank here in Wausau is doing some innovative joint
ventures with two local companies to set up companies overseas in
China. Products would be produced for the Chinese market in
China. This concept provides inexpensive labor with low transpor-
tation and overhead costs. Fifty more companies have shown inter-
est in this concept.

The major strengths in the area still go back to a strong work
ethic with a commitment to quality and workmanship. Weakness-
es, however, are numerous and show an apathetic and suspicious
attitude toward new markets. There is a resistance to any change
and a total disregard to competitiveness in world marketing.

Labor rates in Wisconsin will have to come down in order to
compete with other States, much less worldwide competitors.

Over all, people still feel that Wisconsin companies produce qual-
ity workmanship over many other States. Weaknesses are numer-
ous and there is an apathetic suspicion toward new markets. Labor
rates in Wisconsin will have to come down in order to compete
with other States. What can be done to help?

Trade offices such as the German office established by the State
and the Tokyo office established by the Marine Bank will be of
great benefit to those businesses who are ready to grab this oppor-
tunity. More publicity from the media would be beneficial. Half the
businesses in northern Wisconsin do not realize a World Trade As-
sociation exists in central Wisconsin, much less the other three as-
sociations in the State.

There exists a real conundrum to present a solution to the apa-
thetic attitude of business people. More hype; more opportunities,
such as the joint ventures available; more export credit availabil-
ity; more programs to show how export works, such as Toby Roth's
conference on September 20, more viable programs on how to deal
with the Government offices and aid in getting lucrative contracts
back, as in Les Aspin's district, would be of invaluable aid in this
area.

These are perspectives rather than statistics, but after talking to
a lot of these people, I feel that that is a good picture of what actu-
ally is occurring here.

Just one other thing that is not in my prepared statement, my
company has bid over $1 million in export commodities since No-
vember of 1984. It probably will go well over that before November
of 1985. You can do business in export trade. You just have to have
a lot of patience and you have to keep at it. It is not impossible.

Thank you.
Representative OBEY. I should say that Ms. Lenk personifies the

awareness of exports.
[The prepared statement of Ms. Lenk follows:]
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PREPARED STATEMENT OF CARLA LENK

I. Introduction

My name is Carla Lenk, I own Wisconsin Business
Procurement Associates and have DOT certification as a
woman owned business. I am also Executive Vice-
President of Marshfield Technologies, inc. WBPA is a
government contracting service company providing
services to the private - sector in obtaining
government contracts. MTi is a full-service marketing
and sourcing company who markets commodities
domestically and over-seas.

I was born and raised in Wisconsin and have lived in
northern and central Wisconsin for over 15 years. I
am President of Central Wisconsin World Trade
Association and have been on the Board since its
inception in 1982. I am also on the Board of
Directors for Forward Services, Inc. a non-profit
agency engaged in finding jobs for targeted pools of
unemployed people.

II. Issue I.

Current size and scope of trade-related business
industry in Central and Northern Wisconsin.

Trade has fallen since 1980. since I was aware that I
was to testify today, I did an informal survey of my
own. I have spoken to bankers, freight forwarders,
trade specialists, and exporters themselves.
Everyone agrees that trade both domestically and
internationally is slow and has been declining since
the early 1980's.

A. Export Trade. Most export traders are small
businesses. Three out of five U.S. exporters have
fewer than 100 employees. Exports keep an
estimated 3,850,000 Americans working - 40,000
workers for every $1 billion of exports. U.S.
exports represented a $105 billion in 1975 and, -
according to the SBA, in the 70's an annual rate
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of growth was holding at 20%. Yet in 1980 only 8
% of all American businesses were involved in
export trade leaving 92% involved in strictly
domestic trade. Since 1980 that 20% growth has
stagnated to little or no growth.

B. The Wood Products Industry has little going on in
actuality, but has lots of potential. There seems
to be little commitment to go after business in
whatever market field. The strong dollar and fear
of the unknown hampers change in' the wood
Industry's, marketing.

Because export trade is such an unknown quantity
to the Wood Products Industry, companies are
interested, but extremely cautions. There is
approximately 2% export trade done in the Wood
Products Industry and all in value-added woods
i.e. veneers or furniture in the state and there
is only one in Marathon county who exports this
commodity. Logs are shipped throughout the upper
mid-west. Exporting demands time, money,
patience, and a commitments to go after the trade.

C. The inDsag_ .tadp is the larppgt-xp!rt in Central
Wisconsin, but because of the type of seasonal
growth, this occurs only 3 -4 months during the
year. Experts in the field feel that a saturation
point may be occurring within the next five years.
Fiskars exports to Finland, Hong Kong. Oryx
Systems exports high tech hardware and software
around the world, and Marathon Electric exports
A C motors and generators plus parts.

D. Government Procurement is another market place
that is avoided by Wisconsin businesses, and
especially in Central Wisconsin and Northern
Wisconsin. Historically Wisconsin receives around
6/1O'< nf 1% ,f fe~ril proculrement. In 1983 only
12 companies were receiving contracts over $1
million. Since 1983 the percentages have remained
the same while the government budget has
escalated. Wisconsin now stands as 44th in the
*rank of procurement contracts. Most of these
contracts are on the eastern and south-eastern
part of the state. Oshkosh Truck now leads the
procurement contractors with the largest amount of
dollars. They, however, have had a poor
reputation in the past for using Wisconsin
companies as subcontractors. There are lucrative
contracts out for bid that are passed up by
Wisconsin businesses because of lack of knowledge
and fear of risk.
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There are many industries in Wisconsin who have
shown interest in export trade, but little else.
One of them is the Wood Products Industry.

III. Are things getting worse, better, or staying the same
compared to five years ago. What does the future hold.

Essentially people who work with the business people in
Central and Northern Wisconsin all have the same story.
Business is down from 1980 and business people are
apathetic and afraid to risk what they have to
establish themselves in a new market.

Many opportunities are available with more occurring
every day. A local bank here in Wausau is doing some
innovative joint ventures with two local companies to
set up companies over-seas in China. Products would
be produced for the Chinese market in China. This
concept provides inexpensive labor with low
transportation and overhead costs Fifty more companies
have Shown interest in this concept.

IV. The major strengths in the area still go back to a
strong work ethic with a commitment to quality
workmanship. weaknesses, however, are numerous and
show an apathetic and suspicious attitude towards new
markets. There is a resistance to any change and a
total disregard to competitiveness in world marketing.
Labor rates, in Wisconsin will have to come down in
order to compete with other states, much less world
wide competitors.

V. Public and private-sector initiatives could help the

trade sector in Wisconsin.

Trade offices such as the German office established by
the state, and the Tokyo office established by the
Marine Bank will be of great benefit to those
businesses who are ready to grab this opportunity.
More publicity from the media would be beneficial. Half
the businesses in Northern Wisconsin do not realize a
World Trade Association exists in Central Wisconsin
much less the other 3 associations in the state.

There exists a real conundrum to present a solution to
the apathetic attitude of business epl

entu~~~~~~~~res available
more export credit availability, more programs to show
how export works, such as Toby Roth's conference
September 70._more viable programs on how to deal with
the giov~errnment ~oi an ai in get ng lucrative
contracts back as in Les Aspin's district would be of
invaluable aid in this area.
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Representative OBEY. When I think of somebody who personifies
imaginative entrepreneurship in carving out a market for a Wis-
consin company, one person would certainly be Carl Marschke.

Why don't you just proceed and say what you would like to say.

STATEMENT OF CARL R. MARSCHKE, PRESIDENT, MARQUIP, INC.,
PHILLIPS, WI

Mr. MARSCHKE. Thank you.
I would like to give a history of Marquip because I think it is

relevant to where we are coming from so you can see the basis of
some of my comments.

I started Marquip in 1968 in Phillips, WI, designing and building
custom automation machinery for the building products industry.
We continued serving the building products industry until 1974,
when the housing downturn completely shut off all capital spend-
ing for producers of building products. At that point we had to
change industries or go out of business. We began serving the cor-
rugated box industry.

We entered that with a single product, being a supplier. This
then expanded into several other products for the corrugated box
industry.

As a matter of interest, the Green Bay packaging plant here in
Wausau is one of our prototype facilities where we put the first one
of all of our new products right here in Wausau.

What we found is, we found that the major machinery suppliers
to the corrugated industry all had major weaknesses in some of
their individual machines. So what we decided to do is to perfect a
small area of this manufacturing process, that being, manufactur-
ing corrugated board, and then to become the best in the world at
that one small segment of this manufacturing process.

This led to the development of all the prototype machinery
which has been put into the plant here in Wausau and has led to
our achieving technical superiority in each of these product lines
that is now recognized by the industry.

The way we know that it is recognized is by the market share
that we enjoy. When I say "enjoy," it is a matter-we are getting
the orders for the machines as opposed to some of our competitors
not getting them.

We have seen a major change in the last two years with a great
interest of foreign suppliers in the U.S. market. Much more so
than ever before. The main thrust of their activity has been in
complete corrugators where we supply individual compliments.
They supply complete machines and I think it is interesting to note
that of the last 17 complete corrugators purchased in the United
States, 13 of them came from foreign vendors. In the face of this
competition, we have continued to gain market share in the areas
that we serve.

Our concerns are as follows:
First and probably the most important is the extraordinary high

value of the U.S. dollar. Although it has subsided somewhat in the
past 2 to 3 months, this has created a major obstacle for our sales
of equipment to foreign users as well as providing a powerful in-
centive for foreign suppliers to invade the U.S. market.
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Second, many of the foreign competitors have government-
backed financing available for their export sales. This is particular-
ly true of Italy and Germany. This low-interest rate, long-term fi-
nancing is almost impossible for an independent manufacturer to
effectively combat. We have used the Eximbank on a few occasions;
however, the loan rates have been at U.S. prime rate plus some ad-
ditional charges. So there has been no special benefit to deal with
them on financing.

The third concern I have is that the current product liability leg-
islation is killing off the old line U.S. manufacturers. This is be-
cause the product liability exposure is fairly proportional to the
total installed base of equipment. This means that a company that
has been in business a long time has substantially more exposure
than one which has just entered the market.

For the foreign supplies, their installed base in the United States
is very low because many of them are just getting their first sys-
tems installed here.

The second side of this problem has to do with the legal system
in Europe. In Europe an injured worker is essentially taken care of
by the government as part of the general fund, as opposed to the
U.S. system where the injured party tries to recover damages from
the machine manufacturer through the court system.

The net result is that the manufacturers who rebased in the
United States have had to deal with this problem and factor in the
necessary costs. The foreign suppliers, on the other hand, have not
had sufficient exposure to recognize the high costs of this aspect of
doing business in the United States.

There are a number of things which the legislature could do to
improve our ability to sell abroad.

First, reduce Government spending and the deficit to help cut
the Federal loan demand and thus to reduce interest rates. If the
interest rates can be brought down, foreign investors will find U.S.
investments in government securities less attractive and this will
tend to drive the U.S. dollar to a lower level compared to other cur-
rencies.

Second, don't make any legislative changes which impose more
false stability on business. Any of these items make it more diffi-
cult for U.S. business to react to changing market situations.

I have heard a lot of testimony directed toward stabilization and
legislating something which reacts in a normal economic situation
is a very, very difficult process. What you can do is-it is like put-
ting a lid on a pressure cooker. You can hold it down for a while
only to find that it is going to blow up on you sometime in the
future.

It is much better, I think, to let the economy dictate the direc-
tion that it should take rather than trying to legislate it.

Third, look at business as a partner with the United States in-
stead of as a natural resource that will always be here. Export in-
dustries are unique in that they alone can bring new money into
the U.S. economic system and keep it fueled.

Fourth, distribute the product liability costs to the end user of
industrial machinery. They are in a far better position to bear this
burden because they have an ongoing payback from the equipment
that was installed.
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Fifth, make interest on export financing loans tax free to reduce
the effective rate of interest and make available government back-
ing of these loans.

Sixth, reduce taxes like what is currently being proposed, to
leave the capital under the control of those who earned it. I believe
that they are in the best position to employ it in the most produc-
tive way.

Seventh, eliminate death taxes so that the businesses which are
able to compete on an international scale do not run the risk of
having to be dismantled because of the death of principal share-
holders. It is important for the United States to keep their export
businesses as strong as possible to meet foreign competition.

I expect the future to be very bright for our company. We plan to
continue offering products which are technically superior. This has
worked for us in the past, and I believe it is a basic principle of a
successful business.

We will accelerate our efforts at reducing our costs while increas-
ing or maintaining the value offered to our customer.

Marquip is currently looking forward to the very best fiscal year
ever, including the highest level of export sales in our history. If
the dollar continues to drop as it has in the last few months, we
will be in an extremely strong position to dominate markets which
we have kept through the period of the high dollar value.

I heard mention of a two-tier pricing system. Essentially our Eu-
ropean sales have been at the very lowest possible level that we
could go with, mainly to keep our foot hold in the market that we
have tried to carve out for ourselves over there. It appears that we
are through the worst of that and business is really picking up this
summer.

So I say that the investment has been very well worthwhile. In
closing, thank you very much. I appreciate the opportunity to
share these thoughts with you.

Representative OBEY. Thank you.
[The prepared statement of Mr. Marschke follows:]
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PREPARED STATEMENT OF CARL R. MARSCHKE

It seems appropriate to begin with a brief history of Marquip. I started
Marquip in 1968 in Phillips, Wisconsin designing and building custom automation
machinery for the building products industry. We continued serving the build-
ing products industry until 1974 when the housing downturn completely shut off
all capital spending for producers of building products. At that point we had
to change industries or go out of business. We began serving the corrugated
box industry.

Our entry into the corrugated box industry was with a single product, the Web
Splicer. The U.S. market for corrugated box machinery was served primarily by
three major U.S. suppliers and about 60 smaller suppliers of peripheral equip-
ment which included Marquip. In 1976 there was very little involvement of
foreign equipment suppliers to the corrugated industry in the United States.
By 1978 we had gained the major market share in Web Splicers for the
corrugator. We introduced our Stacker for the end of a corrugator in 1978. At
this time there was beginning to be more foreign equipment activity, particu-
larly from the Japanese equipment suppliers.

In 1981 we began a program which was to shape the future direction of our
company. We observed that the full line suppliers of corrugators had mediocre
individual machines in many cases. This led us to the decision that we should
select a single area of corrugated boxboard production and concentrate our
efforts entirely in that one area with the goal being to develop the world's
best technology of that type. This program led to the development of our Servo
controlled Cutoff Knife introduced in 1983 and our automatic Slitting and
Scoring machine in 1985. These machines, taken in combination with the Stacker
which had been developed earlier, put Marquip into the position of being a
total dry end of the corrugator supplier. Each one of these machines had
unique capabilities of speed or performance which made it stand out as the
leader of that type of equipment available anywhere. We had accomplished our
goal of technical superiority in our product line and the market rewarded us
for this effort with very high market share in each of the products we offer.

The major difference in the last two years has been the entry of many more
foreign suppliers to the corrugated box machinery industry here in the United
States. Because of the rapid rise in value of the U.S. dollar, the European
suppliers have found this an extremely attractive market. There has been
intensified competition from companies in Italy, England, Spain, France and
Germany. The main thrust of their activity has been in supplying complete
corrugators. Of the last 17 complete corrugators purchased in the United
States, 13 of them went to foreign vendors.

In the face of this intense foreign competition, Marquip has been successful
and has continued to gain market share of the dry end systems and components
which were purchased in addition to the complete corrugators mentioned above.
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Our concerns are as follows:

1. First and probably the most important is the extraordinary high value of
the U.S. dollar. Although it has subsided somewhat in the past two to
three months, this has created a major obstacle for our sales of equipment
to foreign users as well as providing a powerful incentive for foreign
suppliers to invade the U.S. market.

2. Second, many of the foreign competitors have government backed financing
available for their export sales. This is particularly true of Italy and
Germany. This low interest rate, long-term financing is almost impossible
for an independent manufacturer to effectively combat. We have used the
EXIMBANK on a few occasions; however, the loan rates have been at U.S.
prime plus some additional charges, so there has been no special benefit
to deal with them on financing.

3. The third concern I have is that the current product liability legislation
is killing off the old line U.S. manufacturers. This is because the
product liability exposure is fairly proportional to the total installed
base of equipment. This means that a company that has been in business a
long time has substantially more exposure than one which hasl just entered
the market. For the foreign supplies, their installed base in the U.S. is
very low because many of them are just getting their first systems in-
stalled here. The second side of this problem has to do with the legal
system in Europe. In Europe an injured worker is essentially taken care
of by the Government as part of the general fund, as opposed to the U.S.
system where the injured party tries to recover damages from the machine
manufacturer through the court system. The result is that the manufac-
turers who are based in the United States have had to deal with this
problem and factor in the necessary costs. The foreign suppliers, on the
other hand, have not had sufficient exposure to recognize the high costs
of this aspect of doing business in the United States.

There are a number of things which the legislature could do to improve our
ability to sell abroad:

1. Reduce government spending and the deficit to help cut the federal loan
demand and thus to reduce interest rates. If the interest rates can be
brought down, foreign investors will find U.S. investments in government
securities less attractive and this will tend to drive the U.S. dollar to
a lower level compared to other currencies.

2. Don't make any legislative changes which impose more false stability on
business. Any of these items make it more difficult for U.S. business to
react to changing market situations.

3. Look at business as a partner with the United States instead of as a
natural resource that will always be here. Export industries are unique
in that they alone can bring new money into the U.S. economic system and
keep it fueled.

4. Distribute the product liability costs to the end user of industrial
machinery. They are in a far better position to bear this burden because
thev have an ongoing payback from the equipment that was installed. The
current system is placing far too heavy a burden on the old line U.S.
companies.
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5. Make interest on export financing loans tax free to reduce the effective
rate of interest and make available government backing of these loans.

6. Reduce taxes like what is currently being proposed to 33%, to leave the
capital under the control of those who earned it. I believe that they are
in the best position to employ it in the most productive way.

7. Eliminate all death taxes so that the businesses which are able to compete
on an international scale do not run the risk of having to be dismantled
because of the death of principal shareholders. It's important for the
U.S. to keep their export businesses as strong as possible to meet foreign
competition.

I expect the future to be very bright for our company. We plan to continue
offering products which are recognized as technically superior. This has
worked for us in the past and I believe it is a basic principle of a successful
business.

Secondly, we will accelerate our efforts at reducing our costs while increasing
or maintaining the value offered to our customer. This is a fact of life and
must be done, ever though we currently have technical superiority.

Marquip is currently looking forward to the very best fiscal year ever, includ-
ing the highest level of export sales in our history. If the dollar continues
to drop as it has in the last few months, we will be in an extremely strong
position to dominate markets which we have kept through the period of the high
dollar value.

Thank you very much. I sincerely appreciate the opportunity to share these
thoughts with you.
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Representative OBEY. Mr. Marschke, where do you sell abroad?
Mr. MARSCHKE. We sell particularly well in the Scandinavian

countries, England, Switzerland has been very good for us, less in
France and Italy.

We also have a very active marketing in Australia which we
handle through a distributor in Australia. We have an odd sale
from time to time into the Pacific rim area from companies that
know us in that area, but we still maintain our office in Switzer-
land, which is staffed with two sales people and four field service
engineers.

Representative OBEY. OK.
I have to say I am glad somebody is selling something to the

Scandinavian countries. I have seen enough Swedish machines in a
State where I used to see Beloit machines.

I know the answer to this because we have talked about it before
but I would like the record to show it: Why are you located in Phil-
lips as opposed to someplace else which represents a shorter or a
straight-line route to the markets?

Mr. MARSCHKE. I am in Phillips because I grew up in the area. I
grew up in Rib Lake, WI., and moved to Phillips in 1959.

When I started the business in 1968, I had just hired one individ-
ual and it didn't seem like I needed to do an international study of
where the best place to be was.

Representative OBEY. Today how many people do you employ?
Mr. MARSCHKE. We did a head count for a talk I gave last week.

We have 284 people on a full- and part-time basis. That includes
our Swiss operation and our plant in Madison.

Representative OBEY. What percentage of your sales would you
say are abroad?

Mr. MARSCHKE. This year we are expecting about 14 percent to
be international sales. That is Europe only by the way. If you
counted Canada and Australia, it would add probably another 6, 7
percent to that.

Representative OBEY. OK.
Let me ask you this question: It takes an instinct, it takes a

talent, it takes instinct, it takes good analysis-how do you decide
where the seam is in a market that you can open and exploit in
order to carve yourself a good share of the market?

Mr. MARSCHKE. What we do is we spend a lot of our time decid-
ing what products to make first, and by that what I mean is that
we will study a particular method of performing an operation.

Let's say, to take an example, the cutoff knife for the corrugated
box industry. When we decided that we wanted to pursue that end
of the product, we looked at all of the products which were avail-
able. W'vŽ recognized what the positive features were and what the
limitations were. We looked more strongly at the limitations and
decided which ones that, through our combined electrical and me-
chanical know-how, we could impact, we could make a difference.

And then we set about to pick goals which the customer would
recognize very easily as a superior product. Then what we did, or
what we would do normally is we would then see if our engineering
department could come up with a product that in fact would satisfy
those goals, and if we could, we knew that we had a new way of
entering the market.
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If the customer can easily recognize that the machine that we
provide, in this case the cutoff knife, it will cut faster, more accu-
rately, consume less power and take less floor space than any prod-
uct which had been available before. And if you present a customer
with all of those benefits and if he is in the market for that new
product, you will sell it. No question about it. You will sell it to a
customer in Wisconsin or you will sell it to a customer in Austra-
lia, Switzerland, or wherever. Because they all recognize the bene-
fits which we have carefully built into the product.

That is really the key. It is getting the product right and then
the rest will follow.

Representative OBEY. I think what you are saying is that it
didn't take government activity or government programs or gov-
ernment policy to build a market for you. It took shrewd manage-
ment. It took quality product. It took good people working for you,
and with those, with that combination of factors, in spite of some
very rough market conditions, you were able to make a real dent.

Mr. MARSCHKE. That is correct. Our industry as a whole, our
competitors in the United States have not fared very well in face of
foreign competition. I have one of them that is going to be shut
down for the whole month of August. We are going ahead full
steam and looking for a very, very bright future and the best fiscal
year ever.

Representative OBEY. Ms. Lenk, let me ask you, a lot of what you
have talked about is prospective opportunity for business. You indi-
cated a couple things that you might do, such as conferences, to
sensitize people to the opportunity. Let me ask you this, three
times over the last 10 or 11 years I sat down with my staff, we
have talked about conducting small business conferences, procure-
ment conferences, you name it, Senator Proxmire has held confer-
ences in Milwaukee. We have mailed a good portion of the business
community, letting them know that it was there, encouraging them
to let us know if they were interested in trying to explore how
much interest there is.

Frankly, the response was not overwhelming. It was deadly in
the lack of interest that was communicated.

Ms. LENK. That is what I was talking about. It is an apathetic
attitude. I don't know the answer. Like Mr. Marschke who has ab-
solutely been aggressive and gone out to do business and business
occurs, there are countries overseas that are in war and some-
where, although cities and buildings are being destroyed, some-
where in that area business is going on. That is a reality. Business
does not stop.

You have to go out and seek it. You have to take the risk. You
have to be patient and make a commitment to do that. It doesn't
happen overnight. But it is there.

Representative OBEY. What I find is, I think, a real skepticism
that it is safe to deal with government in terms of contracting, con-
cern about the penalties if you miss very strict specs. And you get
people who will say, well, this is a terrible time to get into any-
thing that might be considered expansion. There are a lot of rea-
sons given: High dollar, uncertain interest rates, inability to plan,
don't know what government is going to do on taxes. And so they
say I think we will just forget it for now.
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I would say that until Revis Stevenson and a couple other people
contacted me about a year ago, I think there has only been two
real indications of interest on the part of local business people
about just sitting down and talking about trade issues.

I cannot recall the last time anybody asked me to sit down and
talk about how I was going to vote on the upcoming trade bill, for
instance.

Ms. LENK. I will be in your office any time you want me to be.
Representative OBEY. I was shocked when Revis called because it

was the first time in a long time that I had really had a heavy in-
terest expressed.

What would-both of you, what would your response be to busi-
nessmen who say, look, these are bad times, really uncertain,
really risky, better stick to what we are doing now to get along-
people always talk about the Japanese and their market. It takes
such a long time and such a sustained effort. It really isn't worth
it. It is only marginal. Talk to me about something that is real in-
stead of that.

What would your response be to somebody thinking along those
lines?

Mr. MARSCHKE. Well, I think, Mr. Chairman, I look at one of the
reasons why we decided to be in the foreign market to start with.
And I think the main reason is that we recognized early on that we
were in a world market for our product line, whether we wanted to
be in or not. And the reason was, is because the foreign competi-
tors were here. The Japanese competitors were here and so on, to a
certain extent.

And it was the realization that you really have to have a world
class product if you are going to make it today because if you don't,
just because you singled out a small U.S. market that you have
right now, if you have anything that is worth anything at all, you
can bet somebody can import something into that market cheaper
than you can right now and you better get rid of it. Because if you
are waiting for things to get better, things will get worse.

Ms. LENK. I would add just a little bit to that, that I view it as
the only people who are going to change are those that experience
a lot of pain. If you study change, pain elicits change.

If things get really bad, people are going to be forced to look to
other markets, what other markets are available other than domes-
tic. If that doesn't work, where do you go? The world's largest
buyer of everything is the U.S. Government. That doesn't mean
necessarily Defense but they buy toothpaste, they buy shoelaces,
they buy everything. That is a marketplace. The other one is
export trade.

Representative OBEY. My cousin, who I haven't seen in a number
of years, called me from the Pentagon a few weeks ago and it was
like he fell out of nowhere. I talked to him and I found that he is
in charge of a supply depo in Ohio which purchases $2 billion
worth of equipment a year.

Ms. LENK. Is that Columbus?
Representative OBEY. Yes; they do by a lot of stuff, if people are

interested.
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Ms. LENK. According to statistics, they say that the government
buys $400,000 a minute, 24 hours a day. That is a whole lot of com-
modities that are going out.

You can have as many ideals as you wish. I don't wish to be in-
volved in burning children and killing people either, but some-
where along the line, whether they buy it from here, domestically
or overseas, it is going to be purchased. We do not get Federal dol-
lars back into this State. So that is something to look at. Everybody
says that trade is terrible and there are a lot of horror stories out
there.

I had one client a couple of years ago to show why they don't
want to get involved with export trade who was just vehement. He
grew livid, purple in the face when he talked about export trade
because he had gone into a contract with a Third World country to
purchase some very heavy machinery and it was to be delivered. In
the contract it said to be delivered to the site and put into service.
And he had to send three people over there to put the thing into
service and they got this piece of equipment to the site and they
wanted to put it into service and then found out that the place
didn't have electricity.

Then they said, well, you can't leave because you have to put
this machine into service and they were going to pull the passports
on these three people and have-here they were, they were stuck. I
will never export again. That to me was a failure in really re-
searching what was happening with that contract. It wasn't export
trade.

Representative OBEY. Well, just another example, when I was in
Moscow 2 years ago at this time, on July 4 we celebrated Independ-
ence Day at the American Embassy in Moscow which was a unique
experience. We had Soviet officials there as well. I will not forget
it.

One of the things that surprised me, because I think people un-
derestimate just how much linkage we do have with the outside
world. I discovered that a person from Wausau, WI, was in Moscow
working on our new embassy over there, in charge of installing the
security windows at our new embassy building. And you go almost
anywhere and you will find somebody from Wisconsin doing some-
thing and making a buck at it.

I just think it is important that people don't underestimate the
possibilities.

Ms. LENK. There are only three countries that are not sanctioned
by the U.S. Government to do trade with. That is Vietnam, Cuba,
and Libya. Everybody else is open season.

Representative OBEY. OK. Well, I thank you both. I appreciate
your time.

I have asked the next panel to lay out for me the state of the
economy that they are most familiar with and tell us what they
are thinking about, what they are worrying about.

I must confess this is probably the one industry in this district
that I have paid most attention to through the years simply be-
cause paper was involved in virtually ev'erything in the community
that I grew up, and without the employment that I had received at
the local paper mill for a number of years, I wouldn't have been
able to get to college.
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There were some jobs I enjoyed in the paper mill more than
others. You can let somebody else have the wet machine, for in-
stance.

Mr. KEMERLING. My daughter is working on that today.
Representative OBEY. Why don't we start. Why don't we start

with Tom Schmidt. Then we can talk to you two about your con-
cerns, and then we will get to the question of forest management,
future resource base, the whole business from that angle.

STATEMENT OF THOMAS H. SCHMIDT, EXECUTIVE DIRECTOR,
WISCONSIN PAPER COUNCIL

Mr. SCHMIDr. Thank you. We appreciate very much this opportu-
nity to appear here today to discuss the economic importance of
the State's pulp and paper and forest product industries and the
future outlook here in the State.

In accordance with your request, I will divide my remarks into
three categories. First, I will discuss the current economic status of
the industry in central and northern Wisconsin. Next, I will dis-
cuss the strengths and weaknesses of our industry. And last, I will
discuss the kind of public-private initiatives that might be under-
taken to enhance the economic fortunes of central and northern
Wisconsin.

The paper industry has been referred to as the backbone of the
State economy. Rightfully so, as it has been a pillar of strength
during good and bad economic times. The industry currently em-
ployees 47,000 men and woman at an annual payroll in excess of
$1.2 billion. In Wood County, for example, the paper industry ac-
counts for 17.5 percent of all employment and in excess of 30 per-
cent of all income.

In Lincoln County, which is also in your congressional district,
10.5 percent of all employment and 19.4 percent of all wages are
derived from the paper industry. And in Marathon County, the in-
dustry is responsible for 6.0 percent of the employment and 9.4 per-
cent of the wages.

When combined with the larger forest products industry, the sta-
tistics are equally as impressive. For example, the paper and forest
products industry, with more than 75,000 employees, is the leading
employer in 24 counties and ranks second largest in another 6
counties.

And of the 19 counties comprising the Seventh Congressional
District, the paper and forest products industry is the largest em-
ployer in 12 counties and is the second or third largest employer in
another 5 counties.

What is the current status of the pulp, paper, and forest products
industries?

The paper and forest products industries, as you know, closely
track the national economy. Overall, most pulp and paper mills are
currently operating at or near capacity with pricing and profitabil-
ity showing marked improvement during the past 18 months. Some
markets, however, have not fully recovered from the 1982-83 reces-
sion and continue to be soft, particularly the paperboard and pack-
aging grades.
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Wisconsin's lumber and wood products industry, although out-
performing the Nation in employment gains over the past decade,
is not faring quite as well.

Housing starts are still sluggish and there is presently a surplus
of wood on the market, a short-term surplus, I must hasten to add,
as-government officials are predicting shortages early next century.

Thankfully, however, the paper industry continues to be a stabi-
lizing force as 42 percent of the State's timber harvest is consumed
as pulpwood.

Wisconsin has been the Nation's leading producer of paper since
the mid-1950's. According to latest statistics, the industry produces
almost 3.7 million tons of paper annually, or almost 12 percent of
the national total.

What are the strengths and weaknesses of this major State in-
dustry?

On the positive side of the ledger, one must cite the availability
of raw materials, adequate energy supplies, proximity to markets,
reasonable wage rates, progressive management, and the work
ethic of the labor force.

On the down side of the ledger, one must repeat the all-too-
common concerns, some of which are starting to be addressed by
State government, including State and local taxes, a shortage of
softwood fiber, sometimes overly stringent environmental rules and
regulations, and delays in obtaining operating permits.

In simplest terms, we continue to have an attitudinal problem
within State government. But thankfully, government is starting to
address the problem. Let us hope it is not a case of too little too
late.

Wisconsin ranks No. 1 in terms of paper production. It is signifi-
cant to note that during the 1983-85 timeframe, Wisconsin ranks
sixth in terms of capital expansion. In other words, we are not
growing as fast as some of our competitors, such as South Carolina,
Georgia, and our neighbor, Michigan.

That brings me to the last segment of my comments: What pri-
vate-public initiatives can be undertaken to improve the economic
fortunes of the State, particularly central and northern Wisconsin?

For starters, government-local, State, and Federal-must stop
spending beyond their means. We must become more frugal. We
must lower our expectations to realistic levels.

Next, we-meaning both the public and private sectors-must
continue to work together to improve the business climate.

Elected State officials and bureaucrats, for example, continue to
send mixed signals to the business community. The current debate
over acid rain is a case in point.

On the one hand, State officials and bureaucrats are making sin-
cere efforts to expedite the permitting process and to encourage
economic development. Yet, at the same time, some legislators and
bureaucrats are urging the State to act unilaterally to reduce emis-
sions of sulfur dioxide, one of the suspected precursors of acid rain,
in spite of the fact that unilateral action might place some Wiscon-
sin firms in a noncompetitive position, in spite of the fact that re-
search is inconclusive as to the causes and effects of acid deposi-
tion.
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And then these same elected officials and bureaucrats who pro-
mote unilateral action wonder why business leaders ponder long
and sometimes publicly about expanding their operations in Wis-
consin.

And last, this State must wake up to the enormous economic op-
portunity that awaits it here in central and northern Wisconsin.

We don't have oil. We don't have gas or an abundance of mineral
resources, but we do have our forests, a renewable resource, an un-
derutilized resource.

The State's forest resource base and industry have been studied
to death. During the past 7 years, for example, we have had a Gov-
ernor's conference on forest productivity, two Governor's councils
on the same subject, the DNR's strategic plan for Wisconsin's for-
ests, the Conservation Foundation's policy for the Great Lakes, and
the review by the Wisconsin Strategic Development Commission.

The fact that these studies have not produced a bolder and more
visible approach suggests that a renewed and strengthened commit-
ment from the highest levels of State government and industry is
required for the successful implementation of a long-range forest
products strategy.

Following the Governor's conference on forest productivity in
1978, Michigan and Minnesota followed our lead and held similar
conferences. Those two States have recognized the economic oppor-
tunity that is available. They are doing something about it. They
have leapfrogged Wisconsin.

Michigan, for example, has targeted the forest products industry
as one of its major economic opportunities. Have we seen a similar
commitment from Madison? No, we have not. It is time we do.

The private sector is moving forward to avoid fiber shortages
next century as we are funding a cooperative private-public effort
which is designed to stimulate increased productivity on private,
nonindustrial forest lands. But much more needs to be done.

In summary, Wisconsin's pulp and paper industry continues to
be the economic mainstay of the State economy. Recent growth in
other States, however, warns us that we cannot, and should not,
take the industry for granted. Papermaking is a capital-intensive
industry. It is an intensely competitive industry.

We in the industry are optimistic. We believe we will continue to
experience incremental growth here in Wisconsin. By "incremental
growth," I mean productivity increases and the occasional addition
of a new papermaking machine. If we fail to make these productivi-
ty increases, the future of the industry is indeed bleak.

At the same time, on a much broader scale, there exists an enor-
mous economic opportunity for Wisconsin to be the wood basket of
the Midwest, if we build on our strengths and improve upon our
weaknesses.

The research, the studying, has been done. Now it is time for
commitment, a time for action.

Thank you for this opportunity to comment.
Representative OBEY. Thank you.
Mr. Chambers, please proceed.
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STATEMENT OF LLOYD L. CHAMBERS III, DIRECTOR, GOVERN.
MENTAL AFFAIRS AND ECONOMIC ANALYSIS, NEKOOSA
PAPERS, INC.
Mr. CHAMBERS. It may help if I establish my identity. I am em-

ployed by Nekoosa Papers. We are headquartered in Port Edwards.
WI. We operate as a division of Great Northern Nekoosa Papers.

We will manufacture and sell an estimated 765,000 tons of fine
papers in 1985. Such papers are commonly used for assorted print-
ed materials, plain paper copies, computer printouts, envelopes,
and tablets. They are sometimes referred to as business communi-
cations papers and represent more than half of all printing and
writing papers used in the United States.

The domestic paper industry is intensively competitive, not domi-
nated by one or two companies, but with several major companies,
each enjoying a modest share of the market. Such a competitive en-
vironment has fostered aggressive expansion in the building of
paper mills and pulp mills, with the result that paper prices, as
measured in real dollars, have declined steadily over the last three
decades.

Older, inefficient equipment has been retired and in its place we
have built new paper machines and supporting facilities with price
tags approaching $200 million and pulp mills costing more than
$500 million. We have served the American consumer well and are
a showcase example of the economic benefits derived from the cap-
italistic system.

Historically, the U.S. pulp and paper industry has been the most
competitive in the world. We have an abundant wood resource, a
well-developed infrastructure, state of the art equipment, and we
are capital intensive rather than labor intensive, making us less
vulnerable to competition from those areas of the world where
labor is cheap and in great abundance.

The traditional paper-producing areas of the world, in addition to
the United States, include Canada, Scandinavia, and more recently,
Brazil. Scandinavia is characterized by a limited wood resource,
which results in high-cost raw material.

Canada has experienced higher inflation, and with it, high costs.
They have also focused heavily on groundwood papers and news-
print, rather than fine paper, such as we manufacture.

Although the Brazilians are known for their low-cost wood, they
do not have a well-developed infrastructure, nor do they have
access to capital, as we do in the United States. A similar review of
all producing countries in the world results in the same conclusion:
The United States is undeniably the strongest in the world. Unfor-
tunately, not all is well in the industry.

A greatly overvalued dollar has priced our products out of world
markets and provided our foreign competition with a tremendous
advantage in our domestic markets. Historically, imports and ex-
ports of uncoated papers, such as we make, have been about in bal-
ance. Last year, however, foreigners captured about 5 percent of
our market, resulting in reduced operations for American produc-
ers and reduced employment as well.
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Prices on some products were driven so low that domestic pro-
ducers could not cover their costs. How ironic for an industry
which is undoubtedly the world's leader.

Part of the explanation lies in distorted currency exchange rates.
But there is more to it than that. It has been the position of foreign
governments to offer subsidies to their pulp and paper industries.
A couple of examples:

In 1982, both Sweden and Finland devalued their currencies, in-
stantaneously restoring their industry to competitiveness which
they otherwise lacked. Only within the last few weeks, the Canadi-
an Federal Government and the Quebec Provincial government
agreed to loan Domtar, a major fine paper producer in Canada,
$150 million on a 10-year interest free loan.

This money will be used to create an additional 250,000 tons of
capacity at Windsor, ON, which is just across the river from De-
troit. In the past, the Brazilian Government has offered export sub-
sidies and low interest loans to exporting companies.

It is unfortunate that our Federal Government is now contem-
plating tax reform which will eliminate the investment tax credit,
capital gains treatment for timber sales, and provide for the recap-
ture of accelerated depreciation provided by the Economic Recov-
ery Tax Act of 1981.

Loss of these tax incentives for a highly capital-intensive indus-
try such as the paper industry will certainly stall the aggressive in-
vestment activity that has made the U.S. industry the world
leader. Notwithstanding the reduction in corporate tax rates, wind-
fall recapture will cost my corporation tens of millions of dollars in
the 1986-88 timeframe.

In the last decade, we have seen several major U.S. industries-
steel, rubber, textiles, and others-lose their competitive ability.
And with that, lose their employment. If there is to be an industri-
al policy in this country, it should be to promote investment in the
interest of keeping U.S. industry competitive and alive.

Thank you, Congressman Obey.
Representative OBEY. Thank you very much.
Please proceed, Mr. Kemerling.

STATEMENT OF JAMES L. KEMERLING, PRESIDENT AND CHIEF
EXECUTIVE OFFICER, MOSINEE PAPER CORP,

Mr. KEMERLING. Good afternoon. My name is Jim Kemerling. I
am president and chief executive officer of the Mosinee Paper
Corp. I appreciate the opportunity to comment on the State's paper
industry.

A common misconception is that the paper industry is a homoge-
neous industry. We produce a myriad of products which have dis-
tinct end use applications. Each product is driven by its own eco-
nomic factors, technological requirements, and distribution chan-
nel.

For example, the products produced within your district include
coated publication papers, paper towels and tissue products, print-
ing and writing papers, specialty papers for industrial and packag-
ing applications, and paperboard utilized in corrugated containers
and folding cartons.
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You requested that my testimony be predicated upon my person-
al experiences. While adhering to that premise, I am confident that
my views are shared by a majority of the industry's chief executive
officers.

There are a number of basic factors regarding the Wisconsin
paper industry:

First, Wisconsin is the leading paper producing State in the
Nation.

Second, the Wisconsin paper industry produces a multitude of
different products.

Third, the Wisconsin paper industry has a diversity of organiza-
tions: public and privately owned firms, independents and divisions
of national firms, integrated mills and nonintegrated mills, large
mills and small mills.

Fourth, products are marketed nationally.
Fifth, product demand is cyclical.
Sixth, many older facilities, 50 years and older.
Seventh, many mills are the largest employer in their communi-

ty.
The primary mission of this hearing is to examine the viability

of the economy in central and northern Wisconsin; the intent being
to precipitate positive actions, including legislative alternatives
that will aid in the region's economic development.

Being international in scope, the entire paper industry, including
those located in Wisconsin, are directly impacted by Federal regu-
lations and activities. Primary concerns at the present time are the
President's tax proposal and the strength of the dollar.

To be totally effective, tax reform must contribute to continued
economic growth and to increased efficiency through consistent tax
policies that encourage capital formation. The frequency of recent
tax change has strained credibility. Few businesses believe that the
current proposal, if enacted, would last more than a year, given the
magnitude of the budget problem and the uncertainties over reve-
nue effects of the tax proposals. A larger flow of investment in
plant and equipment can only result if tax programs provide conti-
nuity in financial planning.

Specific features of the proposal that will retard the paper indus-
try's future contributions include:

Recapture of the tax benefits obtained from the use of acceler-
ated recovery systems from 1980 through June 1986; replacement
of the current investment tax credit and accelerated cost recovery
system with a less favorable capital cost recovery system; removal
of the investment tax credit on January 1, 1986; elimination of cap-
ital gains treatment for timber.

Another basic concern at the national level is the budget deficit
and its related implications on the value of the dollar as compared
to other foreign currencies.

The strength of the dollar has negatively impacted our industry.
There has been a considerable increase in imports and a substan-
tial reduction of primary paper and converted paper products.

This aspect is illustrated very vividly at our pulp and paper divi-
sion which is located in Mosinee. We have a major customer who 7
years ago targeted the export market as his major growth area.
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His efforts were rewarded as the volume grew to represent 20
percent of his sales. Supplying 100 percent of his raw material re-
quirements for a specific end product application, we participated
in his growth. Due to the strength of the dollar, the firm's export
business has virtually dried up; the result to our pulp and paper
division-$1 million decline in sales.

As indicated previously, the mission of this hearing is to focus at-
tention upon the State's economy. Unfortunately, many of our
State legislators and employees have the misconceived idea that
our business activities are confined to the State's boundaries. They
fail to recognize a basic tenet that to remain viable, the Wisconsin
paper industry must remain competitive on national basis. In con-
junction with that premise, two State issues are of primary concern
to our industry: taxes and environmental controls.

There has been considerable dialog, publicly and privately,
within the past 2 years that our State has an unfavorable business
image; the primary culprit being an onerous tax position. While
there has been considerable lipservice given to improving the situa-
tion, the business community continues to be saddled with
"hidden" tax and fee increases.

Two examples impacting the paper industry are workmen's com-
pensation rates and solid waste tipping fees. While neither will
jeopardize the existence of the industry, they contribute to an ero-
sion process.

Whether we like it or not, the State has a major dependence on
smokestack industries, including ours. Our State legislators should
recognize their magnitude and strive for preserving that employ-
ment base. It is more advantageous to assist a known entity than
to attempt to attract an unknown one.

The second key issue involving the paper industry is the State's
attitude regarding environmental matters. I concur that govern-
ment involvement is needed to establish standards and to enforce
them. While every individual and every business claims they would
act in a responsible manner, we both know that if left on their
own, some individuals would operate irresponsibly. That must not
be allowed to happen.

Despite the need for control, we in Wisconsin must recognize
that our business community does not operate in a vacuum. There
is a delicate balance between environmental control and employ-
ment. What would be our heralded quality of life if our basic indus-
tries are forced to adhere to tighter, more costly constraints than
our national competitors. Once again, they would erode and even-
tually fade away.

Our Nation has a proclivity to being No. 1. That attitude per-
vades our State government. There is a desire to be the most strin-
gent regardless of the implications. We have a current situation re-
garding discharge limits into the Wisconsin River which we all
know has been reborn. Fundamental to the current dispute is the
DNR's hypothetical position that all dischargers will have maxi-
mum discharges simultaneously. While I am not a mathematician,
the probabilities of that occurring are staggering. In my opinion, to
jeopardize employment on that type of premise is unconscionable.

A recent concern is the State s aggressive posture toward acid
rain, which is a highly controversial issue. Like yourself, I have
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read numerous articles and studies regarding the problem. Unfor-
tunately, there is not a common understanding as to the environ-
mental effects.

Because of the uncertainties, the issue should be decided on a na-
tional level. To impose State restrictions prior to the adoption of a
national policy would, in my judgment, be ludicrous.

In closing, I want to reaffirm my position that the paper industry
has a very substantial impact upon the State's economy. We are
not seeking a "most favored" status. Instead, we are seeking a com-
parable status with our competitors. We are viable and can remain
in that posture with the cooperation of the State of Wisconsin.

Thank you very much.
Representative OBEY. Thank you.
Please proceed, Mr. Dawson.

STATEMENT OF DAVID H. DAWSON, CONSULTANT, THE
CONSERVATION FOUNDATION

Mr. DAWSON. I am David Dawson, a consultant to the Conserva-
tion Foundation.

Since its founding in 1948, the Conservation Foundation has rec-
ognized the importance of a healthy social and economic climate to
the achievement of conservation goals. It seeks to ensure that envi-
ronmental and natural resource policies are based on rigorous fac-
tual analysis and public understanding.

My major activity with the foundation since 1983 has been con-
ducting a policy study of the forests of the Lake States of Wiscon-
sin, Michigan, and Minnesota. The study, of which the first phase
is complete, has, indeed, identified some of the issues, opportuni-
ties, and concerns of forestry in the Lake States Region and north-
central Wisconsin.

It has also been clearly shown that north-central Wisconsin is
typical of the region in terms of what is happening in forestry. In
fact, the changes and opportunities may indeed be greater than
other parts of the region. With a very few minor exceptions, what
are issues or opportunities for forestry in the Lake States Region
are of equal significance in this area of Wisconsin.

It is most significant and logical that forestry and forest products
should be seriously considered in these hearings because the
impact of forests in terms of employment, tourism, wildlife, and the
ecology of the area currently and in the past are so great.

At the time of settlement of Wisconsin, the total area was heavi-
ly forested. These so-called "first" forests were logged off in the
latter part of the 19th century. At that time, Wisconsin was a
world leader in lumber production. These original forests, thought
to be inexhaustible, were virtually obliterated by 1920.

This period of timber harvest was followed by repeated forest
fires until about 1930 when better fire control measures were inau-
gurated.

The result is that the forests we have today have mostly grown
since that period, either as the result of natural regeneration or
planting programs.

One very major point needs to be emphasized at the onset of
these discussions about forestry: Our forests are the most ecologi-
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cally diverse of any in the Nation. In this way they are quite
unique.

This diversity gives policymakers and those involved in forestry
and related disciplines an opportunity to meet the varied needs
and desires of the public-whether those interests are in terms of
timber production, wildlife, tourism, aesthetics, or other noncom-
modity values.

To meet these goals, however, is professionally challenging, but
we at least have the opportunity to do it.

A few pertinent facts about the ownerships and use of the forests
of north-central Wisconsin:

Currently, about 6 million acres, or 60 percent of the total land
area is in forest.

Representative OBEY. When you say north-central Wisconsin--
Mr. DAWSON. I am speaking essentially of your district.
About 120,000 acres, 2 percent, of this land is not commercial or

reserved. Major reserved forestlands include Apostle Islands Na-
tional Lakeshore, St. Croix Wild and Scenic Riverway, Flambeau
River Wilderness Area, and the Rainbow Lake Wilderness Area.

The ownership of the commercial land/forestland is divided into
the following approximate major categories: private nonindustrial,
48 percent; counties and municipalities, 20 percent; national forest,
13 percent; corporations, 14 percent.

Major public lands is one national forest, the Chequamagon,
three State forests, three Indian reservations.

There is a large Forest Service Research Laboratory at Rhine-
lander.

Major forest industries, 14 pulp mills producing 4,000 tons of
pulp per day; four particleboard plants, 830 million square feet;
and 250 sawmills and veneer mills.

Our present forests, impressive when compared with the devas-
tated landscapes that remained after the logging era, are not pro-
ducing anywhere near their potential. With a potential average
annual production per acre of 67 cubic feet, the Lake States are
second nationally in productive potential only to the Pacific Coast,
97 cubic feet, and surpass the South, 60 cubic feet.

Forestry officials in the region estimate that the Lake States' for-
ests could, under efficient management with research support,
produce up to 80 percent above today's levels on a sustained basis.
This is along with an increase in the quality and economic value of
the timber grown.

While timber harvesting and forest products manufacturing
return significant economic benefits to the region, the forests also
contribute immeasurably to the region's character and quality of
life. They are the basis of a thriving recreation industry. Their
scenic qualities reinforce the region's attractiveness to tourists.
While very valuable today, our forests have the potential to con-
tribute even greater economic, social, and environmental benefits
in the future.

While the timber industry's use of the forest resource is increas-
ing, the areas still have an unused timber surplus: Growth substan-
tially outpaces the volume cut. How long this situation will contin-
ue, no one can say. It is clear, however, that there will be increased
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harvesting of the available forests and that the resource presents
an unusual economic opportunity for the three States.

In summary, I would like to point out four things: First, the
Lake States forests are indeed an underutilized resource that po-
tentially could provide far greater amounts of all forest goods and
services.

Second, to achieve this potential the forestland base should be
maintained and the quality of the timber railroad improved.

Third, this potential could be achieved quickly through regional
cooperation and forest policy planning, management and promo-
tion by the three States working independently.

Finally, improved communication among the States, among for-
estry interests within the States and among policymakers and
other agencies, organizations, and individuals who are affected by
forest policies and programs is essential if coherent, effective pro-
grams are to be developed and implemented.

This last point, this need for improved communication, is really
probably the most important one and is tantamount to working out
the solution and addressing these other issues.

It is important to remember that today's action on today's man-
agement determine the nature of tomorrow's forest. The cause and
effect are always a long-time thing.

Decisions being made today and to be made in the near term will
profoundly affect the economic, social, and environmental quality
of the region and the lives of generations of its inhabitants.

Management choices will affect the aesthetics of forest land, the
nature of wildlife that will inhabit the new forests, and recreation-
al opportunities available.

Through the economic use of timber and the location of mills,
the growth of communities and land use patterns will be deter-
mined. These, in turn, will affect the quality of the forest environ-
ment.

In sum, the future of the Lake States and north-central Wiscon-
sin forests are at a critical juncture.

Thank you very much.
Representative OBEY. Thank you, Mr. Dawson.
[The prepared statement of Mr. Dawson follows:]
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PREPARED STATEMENT OF DAVID H. DAWSON

INTRODUCTION

I am pleased to have been Invited to participate In the hearings of the

Joint Economic Committee. I am associated with The Conservation Foundation which

is a nonprofit research and communications organization dedicated to Improving

the quality of the environment and to promoting wise use of the earth's resources.

Based In Washington, D.C. the Foundation conducts Interdiscipiinary research and.

communicates Its findings to a broad spectrum of leaders In business, government,

academia, other conservation groups, and the press. The Conservation Foundation

does not have members, does not lobby, and does not buy or sell land.

Since Its founding In 1948, The Conservation Foundation has recognized the

Importance of a healthy social and economic climate to the achievement of con-

servation goals. It seeks to ensure that environmental and natural

resource policies are based on rigorous factual analysis and public understanding.

Mly maJor activity with the Foundation since 1983, has been conducting a

policy study of the forests of the Lake States of Wisconsin, Michigan and Minnesota.

The study of which the first phase Is completed has, Indeed, Identified some of the

Issues, opportunities and concerns of forestry in the Lake States Region and North

Central Wisconsin.
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It has also been clearly shown that North Central Wisconsin Is typical of the

Region In terms of what Is happening In forestry -- In fact the chances and o -

portunitles may Indeed be greater than other parts of the Region. With a very few

minor exceptions, what are Issues or opportunities for forestry In the Lake States

Region are of equal significance In this area of Wisconsin.

It Is most significant and logical that forestry and forest products should be

seriously considered In these hearings, because the impact of forests In terms of

employment, tourism, wildlife, and the ecology of the area currently and In the past

are so great.

HISTORY OF FORESTRY IN THE AREA

Before settlement of Wisconsin the total area was heavily forested. These so

called "first" forests were logged off In the latter part of the nineteenth century.

At that time Wisconsin was a world leader In lumber production. These original

forests -- thought to be Inexhaustable -- were virtually obliterated by 1920.

This period of timber harvest was followed by repeated forest fires until about

1930 when better fire control measures were Inaugurated.

The result Is that the forests we have today have mostly grown since that period

either the result of natural regeneration or planting programs.

TODAY'S FORESTS

Today North Central Wisconsin along wIth the Upper Great Lakes States of

Minnesota, Wisconsin, and Michigan comprise one of the most densely forested areas

of the nation, second only to New England. Thirty-eight percent, or 47 million

acres, of the three states' land area Is In commercial forest.
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One very major point needs to be emphasised at the onset of these discussions

about forestry: Our forests are the most ecologically diverse of any In the nation.

In this way they are unique. This diversity gives policy makers and those Involved

In forestry and related disciplines an opportunity to meet the varied needs and

desires of the public -- whether those Ipterests are In terms of timber production,

wildlife, tourism, aesthetics or other non-commodity values. To meet these goals,

however, Is professionally challenging, but we at least have the opportunity to do

It.

A few pertinent facts about the ownerships and use of the forests of North

Central Wisconsin:

1. Currently about 6 mIllion acres or 60% of the total land area Is In

forest.

2. About 120 thousand acres U2%) of this land Is not commercial -- or

"reserved".

Major Reserved forest lands:

Apostle Islands National Lakeshore

St. Croix Wild and Scenic Riverway

Flambeau River Wllderness Area

Rainbow ,Lake WI Iderness Area

3. Ownership of the commercIa I land/forest land Is divided Into the fol-

lowing approximate major categories:

Private nonindustrial .................. 48%

Counties and municipalities ............ 20%

National Forest ........................ 13%

Indian Lands ......... 2%

State Forest ......... 3%

Corporations ......... 14%
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4. Major Public Lands

One National Forest -- The Chequamagon

Three State Forests

Three Indian Reservations

5. There Is a large Forest Service Research Laboratory at Rhinelander.

6. Major Forest Industries

14 Pulp mills producing 4000 tons of pulp per day

4 Particleboard plants - 830 million square feet

250 Sawmills and veneer mills

Our present forests, Impressive when compared with the devastated landscapes

that remained after the logging eta, are not producing anywhere near their potential.

With a potential average annual production per acre of 67 cubic feet, the Lake States

are second nationally In productive potential only to the Pacific Coast (97 cubic

feet) and surpass the South (60 cublic feet). Forestry officials In the region

estimate that the Lake States forests could, under efficient management with research

support produce up to 80 nr'nt above today's levels on a sustained basis, along

with an Increase In the quality and economic value of the timber grown.

While timber harvesting and forest products manufacturing return significant

economic benefits to the region, the forests also contribute Imneasureably to the

region's character and quality of life. They are the basis of a thriving recreation

industry. Their scenic qualities reinforce the region's attractiveness to tourists.

While very valuable today, our forests have the potential to contribute even greater

economic, social, and environmental benefits In the future.

THE CHANGING ROLE OF THE FORESTS

After decades In which there was only modest use of the region's forests when
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compared to the Southeast or Pacific Northwest, they are experiencing an Increase

of commercial harvesting. Though much of the timber Is not of the size or quality

required for construction-grade lumber, new techology has made the regions forests

a valuable for reconstituted wood products, collectively called particleboard, which

.-substitute for 4ed are economically competitive with plywood. Improved technology

also has resulted, In the Increased use of a greater variety of three species as a

component of the pulp used for paper and for some construction lumber. Because of

4 -these factors, and the region's proximity to Midwest metropolitan markets and the

outlook for increased overseas access provided by the St. Lawrence Seaway, the

region's forest products Industry has expanded significantly. For example:

o The region's pulp and paper Industry In 1982 produced about 11,000 tons

of wood pulp a day, an Increase of approximately 20 percent since 1970.

o In 1981, the paper Industry committed approximately $250 million to In-

crease production capacIty In Wisconsin.

o The particleboard Industry, attracted by the large supply of mature aspen

that Is a unique resource of the region, more than doubled Its production

capacity (from 378 million square feet to 780 million square feet) between

1979 and 1982.

Meanwhile, the forests are Increasingly being looked to as a source of energy

for homes and Industry. More than 400 Institutions and manufacturing plants In

the region have converted from fossil fuel to wood as a primary source of heat.

In 1983, the Wisconsin Paper Council estimated that in Wisconsin, the nation's

leading paper-producing state, as much wood was used for residential heating In

that state as for the manufacture of pulp for paper.

While the timber Industry's use of the forest resource Is Increasing, the are-

still have an unused timber surplus -- growth substantially outpaces the volume cut.

57-425 0-86-20
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How long this situation will continue, no one can say; It Is clear, however, that

there will be Increased harvesting of the available forests and that the resource

presents an unusual economic opportunity for the three states.

MAJOR FOREST POLrNY ISSUES IDENTIFAEO BY THE CONSERVATION FOUNDATION

1. The contribution of the area's 'cprent timber resource Is less than

Its potential for providing economic growth and development.

2. Forest managers of public lands and those foresters advising non-

Industrial private landowners need better and more consistent guidelines

from Industry. Sim larn ly, Industry needs longer-ferm assurances of a

supply from public forests.

3. The concept of roles for each forest ownership class needs to be re-

examined and redefined.

4. Production of forest resources on private nonindustrial forestland Is

below the level needed from this land togteet expected regional demands

for wood and noncommodity products and services.

5. The region Is experiencing more energy problems than most regions

because Its economy Is _hihly energy-dependent compared with other

states. The forests offthe region ca make large contr±bIon.to

energy production.

6. Current funding and technical services to Intensify forest management- -- /

on public lands through timber-stand Improvement and planting are

InsOfficlent to meet the needs. The same condition prevails on most

private forest ownerships.

7 A lack of r standing of desirable and scIenf-ftcaill'V provUn

forest management practices to Increase productivity of all resources

has restricted their Implementation and lessened the opportunities for

XachIevIng-greafer forest productivity.

8. The current forest provides opportunities for achieving regional economic
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growth and various social needs. How It Is managed now and In the future

will determine the character, potential, and social benefits of the

"third" forest.

9. Although there Is an abundant supply of forest products and benefits

available now, projected demands for the future are very high. It Is

Imperative that to meet these demands Investments In forestry Improvement

and research be made now.

TODAY'S ACTIONS DETERMINE TOMORROW'S FORESTS

How the present second-growth forests are harvested and regenerated will

determine the nature of the forests that will replace them. The fundamental question

what mix of timber management alternatives will assure a sustained yield of diversifli

species and age classes In perpetuity? There are many possible options. Managers

will have to decide, for example, what portions of the commercial forest land base

are to be regenerated In softwood'and hardwood species to be permitted to grow to

sizes suitable for construction-grade lumber and veneer, what portions are to be

regenerated In fast-growing hardwoods that could be harvested on short rotations

for particleboard, pulp, and fuel, and what portions are to be left to develop with

little or no direct management Into natural old-growth stands, or be designated as

wilderness. In answering these questions, are there specific roles for various

landowners -- the federal government, the states and local governments, the timber

Industry, smal I private forest landowners 'depending on the special attributes of

the lend, statuatory mandates of the public agencies, and objectives of Industry

and small private landowners?

Decisions being made today and to be made In the near-term will profoundly affect

the economic, social, and environmental quality of the region and the lives of

generations of Its inhabitants. Management choices will affect the aesthetics of

forest land, the nature of wildlife that will Inhabit the new forests, and re-

creational opportunities available. Through the economic use of timber and the

location of mills, the growth of communities and land use patterns vill be deter-

mined. These, In turn, will iffect the quality of the forest environment. In sum,

the future of the Lake States and North Central Wisconsin forests are at a critical

juncture.
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Representative OBEY. Mr. Nienstaedt, please proceed.

STATEMENT OF HANS NIENSTAEDT, RETIRED CHIEF PLANT GE-
NETICIST, FOREST SERVICE, U.S. DEPARTMENT OF AGRICUL-
TURE

Mr. NIENSTAEDT. Thank you. My prepared statement addresses
the dependence of forest industries on innovative forest manage-
ment and a strong research support program.

The three Lake States can be considered the unit in terms of
forest biology, and biological research results can be applied across
the three States. That means that the forest industries in northern
and central Wisconsin draw on a broad research base, including
the universities in our adjoining two States; and in Wisconsin, the
University of Wisconsin and the Institute of Paper Chemistry have
made very important contributions to the industry, also the Feder-
al research programs centered at the USDA Forest Service Forest
Products Laboratory in Madison and the North Central Forestry
Experiment Station.

In northern Wisconsin, the main research facility is the Forest
Sciences Laboratory of the north central stationed at Rhinelander.
Just as the research base is very broad, so are the research disci-
plines that are supporting the industry very broad. It spans the
fields of forest economics, tree physiology, all the way to harvesting
and products engineering.

Forest related industries, including the products and recreation
industries are among the most important generators of employ-
ment and revenue in northern and much of central Wisconsin.

The objectives of forest management are several: to provide com-
mercial forest products, energy, wildlife habitat, and leisure activi-
ty, including aesthetics. Management techniques differ depending
on objectives, and objectives are often at least partially incompati-
ble.

Furthermore, the uses are not only competing for a decreasing
land base, the uses are also changing over time as the demands of
society change.

To meet these increasing and changing demands, forest manage-
ment must be flexible and able to provide many options. This can
only be achieved through research since research essentially sets
the limits for the framework of management's options.

The objectives of research are to increase management's options
for the maintenance and improvement of the forestland base. Re-
search must make it possible to increase the yields of all forest
values while at the same time reducing the risk of catastrophic
losses within the resource. Together managers and researchers
must make it possible to optimize key values of individual land
parcels and to separate uses and users that conflict if placed on the
same areas.

In order to meet these objectives, balanced basic and applied re-
search programs are essential. Service research answering current
problems is not enough because such research most likely will find
the answers only after the problems have solved themselves. Only
through basic, future-oriented research can the forest manager be
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provided with the essential options for meeting changing demands
of the future.

In my prepared statement I have a number of examples of con-
tributions made by research, and I also speculate on the potential.
I have emphasized developments that may lead to increases in
yields of wood fiber. This is partly because these are my areas of
expertise, but it is also because I am convinced that the ability to
produce more wood per acre is the key to meeting increased de-
mands for other values as well. This ability will minimize the con-
flict of competition among forest use values.

Today the forest research community is disorganized. It can be
observed not only in the Federal research organization, but also
universities are concerned.

In the past cooperative research agreements provided for joint
research. Now university scientists must compete with Federal sci-
entists for grant money. Research program development is a cre-
ative evolutionary process. It thrives in an environment of relative
freedom and stability.

Instability of policies and funding kills the process. While overall
program development is evolutionary and requires change, there is,
or there are many individual research efforts in forestry, particu-
larly in forest management research, that are long term. This was
already alluded to. Interrupting or abolishing good long-term re-
search is costly.

It can, under circumstances, some circumstances, mean lost op-
portunities and complete waste of past investment. Because forest
management research is long term in nature, it has generally been
outside forest industries investments and research capabilities.
Therefore, the responsibility for the bulk of long-term forest man-
agement research has traditionally fallen on the forest service.

Such research has in fact been the main justification for forest
service management and research. The present budget of just over
$140 million represents a 13.9 percent decrease in funding for fiscal
year 1986.

One of the changes is the elimination of $7.8 million for competi-
tive grants. These were new moneys and were hailed as highly de-
sirable sources of funding. I don't know what has happened to the
budget in the last few days.

Nevertheless, to me the President's budget shows the current ad-
ministration's disregard for the importance of forestry research
and an indecisiveness of policy which could be detrimental to forest
service research in the future.

If the President's budget did pass without change, and if the
trends continue in fiscal year 1988, it would eliminate effective
forest service research. It would in the long run have serious im-
pacts on forest industries and the economy in northern Wisconsin.

Thank you.
Representative OBEY. Thank you.
[The prepared statement of Mr. Nienstaedt follows:]
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PREPARED STATEMENT OF HANS NIENSTAEDT

THE DEPENDENCE OF THE FOREST INDUSTRIES
ON INNOVATIVE FOREST MANAGEMENT

AND A STRONG RESEARCH SUPPORT PROGRAM

Forests provide society with an array of commodity and amenity values. The

mix of values required by society constantly changes in time and space. In

order to meet these different and changing demands, forest managers must have

available many management options. Forestry research provides these options.

Forest based industries are essential to the economy of northern and central

Wisconsin. Assuring a healthy, expanding economy in the area will require

flexible forest management supported by strong research programs. This will only

be achieved with stable research policies and funding that at least provide for

inflationary cost increases. The following will briefly discuss the research

base that has supported the Wisconsin economy in the past. The research

contribution will be illustrated with a few examples; some future potentials

will be described, and the requirements that are essential to reach the

potentials will be discussed.

I/
A recent Conservation Foundation publicationD- emphasizes that Michigan,

Minnesota, and Wisconsin constitute a logical 'region' for purposes of forest

policy coordination. The three states can also be considered a unit in terms of

forest biology and management. Broadly speaking, forest management techniques

and biological research results can be applied across the three states.

Shands, William E. and David H. Dawson, 1984. Policies for the Lake States

Forests. The Conservation Foundation, Washington, D.C. 33 p.
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The forest industries in northern and central Wisconsin, therefore, draw on

a broad research base that includes several facilities of the University of

Minnesota, Michigan State University, Michigan Technological University, and

the University of Michigan. In Wisconsin the programs at the University of

Wisconsin and the Institute of Paper Chemistry at Appleton have provided the

industries invaluable information. Federal research programs are centered at

the USDA-Forest Service's Forest Products Laboratory in Madison and the North

Central Forest Experiment Station (NCFES with facilities in all three states).

The main forest research facility in northern Wisconsin is the Forestry Sciences

Laboratory of the NCFES at Rhinelander. A number of individual University

studies are on state and private lands across the northern areas.

The research disciplines supporting the industries are similarly broad and

include forest economics, forest measurements (mensuration), forest ecology,

silviculture, pathology, entomology, management, fire, genetics, tree

physiology, wildlife, recreation, harvesting and products engineering, and

some others. My experience has been in forest biology related disciplines,

particularly tree genetics and breeding and related tree physiology,

silviculture, entomology, and pathology. My examples, therefore, will be drawn

from these fields, but I want to emphasize that all the disciplines have

contributed significantly to the forest products industries; in fact some of the

most productive recent research have been coordinated efforts involving several

different fields.

Forest Management and Research Objectives

The forest related industries, including the products and recreation

industries, are the most important generators of employment and revenue in

northern and much of central Wisconsin. Their importance will increase in the
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future. The objectives of forest management are several: (1) to provide

commercial forest products, (2) energy, (3) wildlife habitat, and (4) leisure

time activity, including aesthetics. Management techniques differ depending on

objectives, and objectives are often at least partially incompatible.

Furthermore, the uses are not only competing for a decreasing land base, the

uses are also changing over time as the demands of society change.

To meet these increasing and changing demands, forest management must be

flexible and able to provide many options. This can only be achieved through

research since research essentially sets the limits for the framework of

management's options. Or to express it differently, forest managers will only use

techniques developed through research. Broadly stated, the objectives of research

are to increase management's options for the maintenance and improvement of the

forest land base. Research must make it possible to increase the yields of all

forest values while at the same time reducing the risk of catastrophic losses

within the resource. Together managers and researchers must make it possible

"to optimize key values of individual land parcels and to separate uses and

users that conflict if placed on the same areas".
1
/

In order to meet these objectives balanced basic and applied research

programs are essential. Service research answering current problems is not

enough because such research most likely will find the answers only after the

problems have solved themselves. Only through basic, future-oriented research

can the forest manager be provided with the essential options for meeting

changing demands of the future.

Stable forest research policy is another prerequisite for forestry

research, particularly for the federal research programs. Trees are long-term

crops and long-term research is essential to establish reliable answers to the
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management of trees crops. The lead time in forestry research is long--10 years

or more is not unusual--and good forestry research cannot be turned on and off

haphazardly without costly delays and lost opportunities. The evolution of

sound forest management research programs requires stable policies and funding

that, at a minimum, increase with the inflationary cost of doing research.

Highlights of Past Forest Management Research Contributions

Fifty years of hardwood management research by NCFES scientists have

resulted in detailed management guides. Four-to-five hundred forest managers

have been trained in the use of the guides, and the techniques are now being used

to manage the 2.8 million acres of northern hardwood forests in the northern

half of Wisconsin. Following the guides, 18 inch financially mature yellow

birch can be produced in 87 years. Without proper tending, it would take 147

years to grow the same size tree. Select logs from such trees are 2 to 5

times more valuable per thousand board feet than common lumber when delivered at

the mill. As pointed out at the Conservation Foundation meeting-/, the

intensive management of the hardwood resource can further enhance the region's

position in the national and international high-quality hardwood markets.

Similar guides have been developed for softwood species management, and it

has been demonstrated that yields can be improved through breeding, as well as

through improved culture. The University of Wisconsin has shown that red

pine--the most important plantation species in Wisconisin--can be improved 3

percent in height growth and 5 to 11 percent in volume growth in a generation.

This may not sound like much, but considering that more than 18,000 acres of red

pine are planted in Wisconsin annually, the impact is very substantial. With

the Department of Natural Resources, the University has established 3 special

plantations for the production of this improved seed. The plantations are now

coming into production.
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The potential for improvement of other softwood species is much greater

than for the genetically uniform red pine. NCFES scientists at Rhinelander have

shown that 12 to 14 percent increases in height growth per generation in jack

pine are possible, and that under ideal conditions an 80 percent increase in per

tree volume can be achieved in a single generation of white spruce breeding.

Plantations for the production of improved jack pine and white spruce seed are

now producing seed for the Department of Natural Resources. The program is a

cooperative effort involving the DNR, NCFES, and Region 9 of the Forest Service.

Seedlings produced in the Wisconsin DNR nurseries are used for reforestation

on state and private lands, while planting stock for federal lands come from

federal nurseries. The federal nurseries uses genetically improved seeds

exclusively for the production of trees.

Hardwood management and improved production through breeding require little

or no increase in energy input. Much greater yield increases however are

possible.

Based on the results of many years of research and breeding elsewhere,

scientists at Rhinelander over a period of 8 years developed a cultural system

which, although it is energy demanding, is energy efficient and economically

feasible. With certain fast-growing tree species, intensive culture involving

weed control and fertilization can increase wood fiber yields by 5 times over

that of average forest stands. Furthermore, intensively cultured plantations

can be harvested at rotations as short as 10 years or less. This combination of

high yields and short rotations could provide a valuable insurance factor in the

raw material supply for a pulp mill or a wood-fired electric generating plant.

Intensive culture management techniques provide an alternative to declining

forest fiber yields in the face of increased demands for other forest amenities.
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Forest pathologists have identified and developed control measures for

seven diseases causing damage to Wisconsin's Christmas trees that are worth

approximately $10,000,000 (half of the trees are located in the northern half

of the state). Using information provided by many cooperating scientists, the

NCFES staff has also published a highly successful 'Christmas Tree Pest Manual"

which treats 70 Christmas tree pests, and has received national acclaim from

growers in forestry and horticulture.

Tree physiologists have developed a better understanding of the processes

that lead to the formation of roots on detached cuttings from trees. With

cooperating chemists, they have developed and patented new hormones that can

double the rate and quality of rooting. An organization in South Dakota is now

preparing to begin production of proprietary rooting compounds based on these

hormones. When the compounds are marketed, it will benefit not just Wisconsin

forestry but forestry and horticulture throughout the world.

Forest resource inventories are the responsibility of USDA Forest Service

research in cooperation with Wisconsin DNR. The Wisconsin survey has been

recently completed and the 5 unit reports dated 1983 have been published. The

Statistical State Summary Report is expected in about 6 months. The analytical

reports will appear later. Industry cannot plan without these survey data.

The above examples are limited and completely fail to convey the importance

of forest management and products research conducted at the University of

Wisconsin, the Institute of Paper Chemistry, and the Forest Products Laboratory.

The industries have benefited equally or more from the research at these three

organizations.

Research Potentials

Prediction is a hazardous game at best. Predicting what forestry research

may accomplish in a foreseeable future is essentially impossible.
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We can predict that tree breeding will provide continued gains of the

magnitudes mentioned for 2 to 3 generations. To assure these gains,

researchers, in cooperation with public and private agencies, have established

long-term jack pine and red pine breeding populations, and breeding populations

are being assembled for white spruce, larch, and for 3 species of poplar.

In other disciplines we can perhaps expect: (1) that intensive culture

techniques will be applied to new species with resulting yield increases; (2) that

better methods of raising and grading tree seedlings will result in more

efficient regeneration of both conifers and hardwoods; (3) that we will

increase our ability to predict and control major pest outbreaks by methods that

pose low dangers to the forest ecosystem as a whole; (4) that new more efficient

inventory methods will be developed; and (5) that long-term breeding strategies

will be developed that will assure the efficient maintenance of the invaluable

genetic resources of our tree populations. The potentials in the new fields of

biotechnology and genetic engineering may be greater yet, but they are even less

predictable. However, highly efficient methods have been developed for the

propagation of selected highly productive genetic types of some species of both

softwoods and hardwoods. These techniques undoubtedly will be extended so

Wisconsin trees can be propagated with equal facility. New screening methods

are being developed for the isolation of genetic types resistant to diseases,

environmental stress, or herbicides. Such research is now in progress in

Wisconsin at the Rhinelander Laboratory, at the Institute of Paper Chemistry,

and at the University of Wisconsin-Madison. Success of the programs could

revolutionize the culture and genetic improvement of some of our most important

tree species. A breakthough in genetic engineering of tree species could be of

even greater importance.
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I have emphasized developments that may lead to increases in yields of wood

fiber per acre. This is partly because these are my areas of expertise, but it

is also because I am convinced that the ability to produce more wood per acre is

the key to meeting increased demands for other forest values. This ability will

minimize the conflict of competition among forest use values.'

Requirements for Healthy, Research
Environments in the Future

Today the forest research community is discouraged and disorganized. These

feelings prevail nationwide! It can be observed not only in the federal

research organization, but also the universities are concerned about current

trends. In the past Cooperative Agreements provided for joint research, now

university scientists must compete with federal scientists for grant money.

Research program development is a creative, evolutionary process. It thrives

in an environment of relative freedom and stability. Instability of policies

and funding kills the process. While overall program development is

evolutionary and requires change, many individual research efforts--particularly

forest management research--are long-term. Forest ecosystem research studies

long-term natural processes that cannot be speeded up. Geneticists have tried to

speed up the breeding process and have successfully shortened some required

steps. Yet it is necessary to prove that selection for a trait at 6 years of

age, for example, provides the required results at 20 years when the crop is

harvested. Providing the proof is still a 20-year process. Interrupting or

abolishing good long-term research is costly at best; it can under some cir-

cumstances mean lost opportunities and complete waste of past investments.

Because forest management research is long-term in nature, it is outside the

forest industries' investments and research capabilities. The industries have,

therefore, relied on the results of Forest Service and, to a lesser degree,

57-425 saii
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university research for the information they require in order to do "problem

solving" follow-up research and to manage their forest holdings. Also, the

universities havefound it difficult to conduct long-term forest management

research. Universities re) short-term projects for graduate programs, do not

have the continuity of staffing, often.lack sAffilcient forest Hidings to conduct

long-term investigations effectively, and their sources of fund,,,, generally

dictate a short-term research emphasis. Therefore, the responsibility for the

bulk of long-term Forest Management Research has traditionally fallen on the

Forest Service. Such research has in fact been the main justification for

Forest Service Forest Management Research.

The Forest Service Research Budget is minuscule compared to the total

federal budget--a total of less than 121 million dollars for FY 1985. The

President's Budget of just over 104 million dollars represents a 13.9 percent

decrease in funding for FY 1986. One of the more disturbing changes in the budget

is the elimination of 7.8 million dollars for competitive grants. These were

new moneys in the 198,5 budget and were hailed as a highly desirable new source

of funding.

The President's 1986 Budget shows the current administration's disregard for

the importance of forestry research, and an indecisiveness of policy which could

be detrimental to the Forest Service Research Organization. If the President's

1986 Budget is passed and the trend continues in FY's 1987 and 1988, it would

eliminate effective Forest Service research. It would in the long run have a

serious impact on forest industries and the economy in northern Wisconsin.
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Representative OBEY. Thank you all for the well prepared state-
ments. Given the time squeeze, let me be as quick as I can in rais-
ing a few issues.

No. 1, I am confused on the issue of acid rain that some of you
mentioned. Your comments talked as though the State had not pro-
ceeded with acid rain action. What is the status? Hasn't the State
actually passed acid rain legislation?

Mr. SCHMIDT. Yes, it did. The State acted last session and en-
acted a bill which imposed a 500,000 ton cap on the utilities in the
State. In addition, there was a 675,000 goal which is not to be ex-
ceeded, which, in effect, has the same impact of a cap.

Representative OBEY. Is that the action to which you were object-
ing?

Mr. SCHMIDT. No. There are numerous studies under way. Wis-
consin is not in a do-nothing situation as I just said. The legislature
has acted. There are research programs underway. In addition
though, at the August board meeting of the natural resources de-
partment, a recommendation will be coming forth from staff as to
whether or not future action should be taken here in Wisconsin.

One bill is already in the hopper calling for a 50 percent reduc-
tion in S02. Another legislator has indicated similar legislation
will be introduced in the State senate. The DNR has conducted five
public hearings around the State in recent months, all predicated
on the idea of limiting the rainfall in the State to a Ph of 4.7.

If you were to do that, that equates out to a 50 percent reduction
in S02 emissions. So it is on the horizon. It is disturbing to us be-
cause acid rain is a national issue and needs to be resolved on a
national basis, not on a State basis.

Representative OBEY. In that regard, there are three main acid
rain bills in the House right now. You have had the Waxman ap-
proach. You have the Udall approach, which is essentially Tony
Earl's bill, which he has been carrying for the Governor's Confer-
ence. I can't think of the author of the third one.

Are you in support of any of those bills?
Mr. SCHMIDT. Not at this time. Let me expand, if I could, why we

are not. We are taking a "wait and see" posture at this point. As
we have indicated during our comments today, there are no
common conclusions that have been drawn at this point.

Much research has been conducted, much is underway, and we
don't have definitive answers yet as to either the causes of the pro-
posed problem as well as the effects. Once we see what those re-
sults are, I am very confident that we will take a position. I think
you have to keep in mind that we in the paper industry probably
have more at stake than anyone else.

For example, we are in Wisconsin responsible for emitting 17
percent of the S02 that originates in the State. Utilities roughly
about 80 percent. At the same time, we are totally dependent upon
the natural resource base, wood.

There are questions that have been raised and studies underway
to determine if there are any effects from acid rain either positive
or negative on the forest resource base. So we have a dual stake in
this issue. We are awaiting--

Representative OBEY. I am trying to figure out what you mean in
your statement. You indicate you don't want the State to take fur-
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ther action. If you do want it addressed at the national level, there
has to be some legislation you would favor, unless you are telling
me that you think that because the research is not yet absolutely
definitive, that at this point you don't favor action on any Federal
bill.

Are you saying the latter or are you not quite at that position?
Mr. SCHMIDT. We have not taken a position on any national legis-

lation at this point.
Representative OBEY. I haven't decided this year which bill to

sponsor either. Frankly, at this point I am thinking of sponsoring
all three of them, simply because I think what we have going on at
the Federal level is a stall game, and while I certainly recognize
that there are questions about the details of the impact, as you
know, it is kind of like exposure to a carcinogen. It might be 10 or
15 years before exposure results in disease in that case.

And in acid rain, if what a significant portion of the research
seems to indicate is true, by the time we wait until the research we
are absolutely totally tied down, it could very well then be too late.
I don't want to support something which is needlessly Draconian,
but I also am frustrated by the forces in the Congress who are in
effect saying, do nothing.

I would hope that we could get agreement on which alternative
to support, because I think there are a lot of members who are
going to wind up perhaps not supporting the provision they prefer
but the provision they think can get the most number of votes.

And very frankly, I would give this advice to you: I have studied
a long time, the bill that seems to have been put together most
cleverly in terms of building the magic number, 218 votes, is the
toughest of the three bills, the Waxman bill, which has traditional-
ly been the toughest. And that is very effective because it has very
skillfully taken advantage of the concerns of the Eastern coal inter-
ests as well as the needs of States for pollution cleanup.

And I would urge you that if you are interested in seeing a more
consensus approach followed, that the industry arrive at a conclu-
sion in terms of which of those horses ought to be ridden, because I
certainly feel an obligation to ride one of them. I know a lot of my
colleagues do as well.

Mr. KEMERLING. I don't think, Congressman, we debate or ques-
tion the fact that if indeed something has to be done. My concern is
that the State of Wisconsin in their normal aggressive position is
going to put our industry at a disadvantage competitively. We have
enough other disadvantages. That is going to be a very distinct
hurdle.

Representative OBEY. I think the Governor recognized that. I
know he took a lot of heat for taking what some people thought
was too generous a position on that issue.

Mr. KEMERLING. The situation would be exacerbated if the Feder-
al policies go through and repeal investment tax credit and acceler-
ated depreciation. Once again, it is the type of thing that one
whammy is bad enough. Two or three are real trouble.

Representative OBEY. Let me ask on that, on the President's tax
package, I know that there is a difference of opinion, firm to firm
within the industry. I was talking to some Consolidated people on
another matter when I was in Rapids on Monday. They have a
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somewhat different view on the repeal of the investment tax credit
than the industry does as a whole.

But generally, how much of that is there within the industry? In
this area or in the State of Wisconsin, how many companies would
you say would be taking the same position as Consolidated on that
question?

Mr. KEMERLING. I think the biggest problem-I think there will
not be a majority taking the position of Consolidated. The biggest
problem is the retroactivity aspect on the recapture.

Mr. CHAMBERS. It may well be that Consolidated takes that posi-
tion because they will have made their investment ahead of every-
body else. So it cuts out their competition but it makes it available
to them.

Representative OBEY. What they told me is that they would be
very unhappy if the effective date of that bill were adhered to be-
cause they thought it would cut them out.

Mr. KEMERLING. It would. They will not be in operation by Janu-
ary 1.

Representative OBEY. On the recapture provision, as I told you, I
think this is an example of-let me be very frank about it. When a
lot of those tax breaks for business were provided in 1981, I op-
posed them because I thought that they went too far and would
lead to too large a deficit. But as one of the previous witnesses indi-
cated, we have a problem here of stability going from one set of
policies, that even though I might have opposed them, we thought
were going to be in place for a while.

Now you are snapping the rubberband totally the other way, and
it is going to be a very difficult thing for smokestack industries to
deal with in my judgment.

Mr. CHAMBERS. I would like to make a comment. Currently the
cost recovery after a 5-year period for Canadians, the Swedes, and
for the Americans is about at parity. They recover the same on
their investments as we do.

Under the proposal involving elimination of ITC, windfall recap-
ture and elimination of ACRS, our cost recovery will only be about
75 percent of what it is in Brazil and in Sweden.

That means that investments will be more difficult for us to
make because we simply don't get the return that they are getting
in those countries. And then if you add to that the unfair trade
practices, the subsidies they provide, we will be at a very distinct
disadvantage.

Representative OBEY. Let me ask you this. I think we are in an
ironic position. What I don't understand is this: In 1981, and we
will talk about it, I will, the President has talked about repealing a
number of those breaks that were provided in 1981. In 1981 we had
the Reagan administration tax plan. Then we had the Dan Rosten-
kowski alternative and what happened, as I said earlier, was round
one of the Ron and Rosti show. Each of them was trying to lick the
other by offering larger breaks to different segments of society in
order to get the votes of Representatives from areas where they
were strong politically. As a result, we received a temporary agree-
ment on a set of tax preferences that couldn't hold long term.

At the time there was a third alternative. It was the one offered
by myself and Moe Udall and Henry Reuss. What we suggested in-
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stead of the ACRS and the investment tax credit, which in some
cases gave some industries 115 percent return on their investment,
which is a little much, I think, we-the courtesy of the taxpayer
gave them that return.

We suggested that the best way to handle it would be to provide
100 percent first year expensing for all machinery and equipment.
And that is what we had in our bill. Frankly, I think that if the
business community had seen the liberal Democrat offer that in
1979 or 1980, they would have thought they died and gone to
Heaven. What I never understood is the fact that even though that
would have been the most neutral way to treat every industry so
that you were not giving one industry an unfair advantage versus
another, I never understood why the business community wouldn't
take that and run, because it seems to me that is the least compli-
cated way to deal with it.

It was the fairest, and I think if we had done it at the time-I
mean you had people, you had people from conservative Yale Busi-
ness School to liberal Harvard Business School who were all argu-
ing for it across the political spectrum. I have never understood
why they wouldn't grab it at the time because I think that would
have been more sustainable than the existing set of arrangements
and you would have had the kind of continuity that business
was--

Mr. CHAMBERS. It would have created a big tax loss flow. We can
hardly absorb the depreciation and still show a profit. I would like
to add one more thing. That is, that contrary to what you re-
marked about, 100 or 115 percent return, our current figures on
the return on investment on a new paper machine are between 9
and 10 percent. And with the elimination of--

Representative OBEY. What I meant to say is that for some corpo-
rations, the way the accelerated depreciation schedule coupled with
the investment tax credit has, or what that has resulted in is that
taxpayers have paid 115 percent of the cost of that investment in-
stead of 100 percent. And that is pretty well documented. That is
what a lot of people think is excessive.

You don't argue with that, do you, that that has been the case?
Mr. CHAMBERS. I would think that your remark is correct. I don't

know if it is 115 percent. I know it is above 100 percent. I don't
know that that is necessarily bad if it provides employment and
growth and lower cost paper products, and that has been the histo-
ry of this industry through time.

What my argument is, the Government's posture now is going to
destroy our competitive ability. We have seen it happen in automo-
biles and steel and textiles and rubber and shoes, and we cannot be
put at this disadvantage and continue to enjoy that favored posi-
tion as the world's most productive producer of paper products.

Representative OBEY. I would respectfully suggest that if you are
going to argue a position, I don't think it is going to be politically
tenable to say that Uncle Sam ought to pay 112 percent of the cost
of installing a piece of machinery; 100 percent you can make a case
for; 112 percent, a guy would have to be in a pretty relaxed mood
to accept that argument.

Mr. KEMERLING. Are you endorsing that position?
Representative OBEY. No. Let me ask another question.
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Again, I know you have all emphasized that the main problem
business has is the same problem that everybody else has: the defi-
cit. The deficit causes at least partially high interest rates. There
are some other reasons for it.

It also at least partially causes our competitive disadvantage be-
cause of the warp in exchange rates. It causes the cost of what we
sell to inflate 20, 25 percent. I know that personally, emotionally,
ideologically and in every other way most people would prefer to
say, look, let's get that deficit down totally on the spending side.
Let's not touch revenue increases at all.

But let me give you a specific. That is fine in theory but we are
now at the point where we have to make some specific decisions.
We have to deal with what the system produces.

The budget resolution last week claims to cut $58 billion off the
deficit this year. Really in my judgment, that is only $35 billion. I
think it is a lousy budget. I voted for it. I voted for it because $35
billion in deficit reduction is better than zip. But our House Appro-
priations Committee tried to go beyond the cuts made in the
budget resolution. Eight of the subcommittees on the House Appro-
priations Committee have gone in their appropriation bills, pro-
duced additional cuts of about $9.5 billion. In my Foreign Oper-
ations Subcommittee, I brought out a bill which was 21 percent
below last year's level. Half a billion dollars below the present.

But in one action, in one action, the Defense Authorization Bill
brings a defense figure in for this year which totally wipes out all
of the cuts that we made on the domestic side because we go $10
billion above where we expected they would go.

So to make a long story short, we are, we have reached the point
where, whether we like it or not-I certainly don't like it-we are
there. We can now see now what the system is going to produce by
way of actual spending actions. And we still have interest pay-
ments that are going up, which means bigger and bigger interest
payments each year.

I would ask you at this point, with the necessity that everybody
has mentioned to bring down that trade deficit, to bring down in-
terests rates, to bring down the deficit, even though ideally we
would like to see it done on the spending side, but apparently that
is all we are going to get. Now you even have a breakdown between
the Senate Republican leadership and the White House, not to
mention the traditional division between the White House and Tip
O'Neil, when even Bob Dole and Ronald Reagan temporarily aren't
talking to each other, what is your position?

Is it worth it at this point to continue any increases in revenue
even at the expense of continued trade deficit, budget deficit, the
whole bit?

Or is it more important to get that deficit down by, say matching
what we have been able to get on the spending side with revenue
actions to increase revenue by, say the same amount?

Mr. CHAMBERS. My feeling is that it should be on the spending
side. I think that was the question.

Representative OBEY. The question is: We have as much as we
are going to get on the spending side. Should we just stop there or
should we try to get something on the revenue side to match that?
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Mr. CHAMBERS. I would think not. I think that increases in reve-
nues are increases in taxes, which are saying the same thing has
the effect of stalling out the economy. And what we need to do is to
help the private sector, not the public sector.

Representative OBEY. You would ratherjust acGpt whot4 we have
been able to get on spending reductions and ~make 1%-0firther .
attack on the deficit?

Mr. CHAMBERS. I think there should be a further attack on the .'.
deficit, but it would have to come from the; spending side. If not in;
this Congress, in the next Congress.

Representative OBEY. Well, we will deal with what happens next
Congress next August, but next August is going to be an election
year and youi know, if you think we had trouble getting people to
do something this time, you watch next time. So what you are
saying is that even with all of the testimony that you have given
about the importance of breaking that trade deficit and everything
else, you would still rather not have any action on the revenue side
even if that means simply for this year being, just accepting as all
you can do what we got on the spending side?

Mr. CHAMBERS. That is right.
Mr. KEMERLING. I come back and I tend to agree, I think we

have to do more on the spending side; $58 million or $35 million is
not enough.

Representative OBEY. For this year it isn't going to happen. We
went $10 billion more on that on domestic but they wiped it out on
defense.

Mr. KEMERLING. Doesn't it basically come back to a situation, is
how many things can you accomplish in a limited time interval.
For example, we come back, and let's take our industry. We have
gone through, in the environmental side we failed to recall that the
EPA only came into existence in 1971. So in 14 years look what we
have done there. We come back and we continue. I guess our situa-
tion is not unanalogous to yourself. If you come back and we have
environmental concerns on one side; it is going to cost to do that.
We come back on the other side, we talk in terms of hidden taxes,
workmen's comp because the State has a problem with--

Representative OBEY. That is a State issue.
Mr. KEMERLING. But they are a domino effect. Each one has an

effect. I think you come to a certain point that I think that you are
going to force the private sector-there is a possibility that the pri-
vate sector is going to get forced into a situation not uncommon to
what we have now.

Representative OBEY. Either way you are going to get clobbered.
You are going to get hit with tax increases or continued erosion of
your trade position and your ability to sell abroad and continued
erosion of everything that the deficit causes. I am simply trying to
measure-

Mr. KEMERLING. I think it is the same-type thing.
Representative OBEY. I want to know how badly people want to

get at that deficit.
Mr. KEMERLING. I think badly.
Representative OBEY. But only if it can be done on one side of

the ledger.
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Mr. KEMERLING. But I think that there would be more unanimity
attacking that if you come back and basically say, fine, it is going
to hurt everybody. It is going to hurt everybody. We are going to
take a 2-year period or a 3-year period and that is it.

Representative OBEY. If I had my druthers, I would have a 2- or
3-year freeze on every program funded right out of the general
fund; but my point is, we are beyond that point. We are beyond the
point of defining the ideal, and what we are asking is: What do we
do next?

OK, let me note the other problem with the President's tax bill
that it is an additional revenue loser. The estimate is that we are
going to lose maybe $28 billion.

The problem is after 1990 we lose a lot more than that. The re-
capture provision that you are talking about that you and I think
is looney, the fact is that after 1990 there is a huge revenue loss.

Mr. CHAMBERS. Reduction of maximum tax rate.
Representative OBEY. One thing you think is most important to

improve the prospects of the paper industry, what would it be?
Mr. KEMERLING. Strength of the dollar, this relates to the budget

deficit.
Representative OBEY. But yet you say-I don't want to badger

you on this, and yet I heard you say that it is the number one
thing but only if you will deal with it on one side alone? I find that
hard to find the logic.

Mr. CHAMBERS. I don't know that you can identify it as a single
thing, but a single result has to be retention of our competitiveness

in world markets and in domestic markets.
When we lose 5 percent of our market in 1 year, we are not

being competitive in our own market. That involves reducing the
deficit, which would have the effect of bringing the value of the
dollar down. It involves fair trade policies and it involves what I
would call industrial policy that would incorporate those things, as
well as tax rates that are comparable to our foreign competition
that keeps us in the ballgame. That is the threat that is being
posed right now with these tax reforms. We have to remain com-
petitive. We can't go the way of steel and autos and rubber and
textiles and shoes and so on.

Representative OBEY. I would simply submit, I agree with that. I
think that is the most important thing. The problem is that we are
not going to protect that competitiveness unless, in my opinion, we
do what Senator Proxmire said, which is to address the deficit both
by revenue increases and spending cuts. And not that I think that
is going to happen, I don't.

I think we are going to have further revenue reductions if we
pass that tax bill, which I think would be a terrible mistake.

Let me ask you two, if you were to single out the one thing you
think is most important in preserving the ability of our forests to
be a productive asset in the State, what would that be?

Mr. DAWSON. I think currently the need for timber stands im-
provement, just plain ordinary silviculture, 1940 pattern, nothing
necessarily new to be applied, some of these actions are being
taken with-Mr. Schmidt alluded to working with the private land-
owners.
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The Federal Forest Service, even without any further appropria-
tions is not able to carry on some of the practices which would pay
off at a 20 percent increase economically in 10 years. But they
don't have-the formulas aren't right for them to do it because the
practices don't a pay off in 1 year. We have an opportunity for in-
vestment. Investment, whether you look at that term ecologically
or economically, we simply aren't making or improving a produc-
tivity of our staffs.

I think that also relates to the suggestions these gentlemen from
industry are making in that there is an opportunity for increasing
industry along with it. This includes opportunities for increasing
tourism on the recreational and esthetic values along with that.

We are not making them. Federal influence comes not only
through forest management, but through State and private forest-
ry, the work of the forest service. They are simply not filtering this
through the private landowners. That is my generalized thinking. I
think we have a real opportunity here in this area, more than any
other in the country, to make this kind of investment.

Mr. NIENSTAEDT. I would agree with that. As I said in my state-
ment, I think the ability to increase yields on a per acre basis is a
key, because if you choose your acres right, invest your money
there, any research that has been done in the past has shown that
you will get money back on your investment.

And by increasing the yields of fiber on such acres, you will not
have to be concerned to the extent that we now hear industry
being concerned about the decrease of the land base for other uses
in competition between the wildlife habitat demands, the demands
for the recreational research, recreational industries. So I think
that Dave Dawson is correct, that the key is to increase the yield
per acre through any number of activities that we know how to do.

Representative OBEY. Just one other question on something that
was raised several times today, the University of Wisconsin.

Have either of you, either of your corporations, are you aware of
any instances where corporations that you deal with have gone to
the University with a problem and tried to use their resources to
get at it?

Mr. SCHMIDT. I am not aware of any, no.
Mr. CHAMBERS. I am not.
Mr. KEMERLING. Technical problems we would not go to the uni-

versity system. We would go to the institute. Our Forest Products
Lab in Madison. Basically as far as business consultation or that
type of thing, no. Our first reaction, or our first action would prob-
ably be an outside consultant.

Representative OBEY. I just have to say, I think the paper indus-
try is an example of-I remember a lot of years people were talk-
ing about old plant, lots of pressures, all of the environmental
changes that came up. And I know lots of times people were
saying, gee whiz, an old mill like that can't survive. I would say the
combination of smart management, and I don't know what else,
but it has managed to survive and do quite well.

Mr. KEMERLING. My hair was black then.
Representative OBEY. I was told there was somebody in the audi-

ence to wanted to ask a question.
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A VOICE FROM AUDIENCE. I tried to write it out. Is it up there
somewhere on a white half sheet of paper? It is a question for Mr.
Schmidt.

Representative OBEY. I can't find it.
A VOICE FROM AUDIENCE. I will try to figure out the gist of it.

Mr. Schmidt, in his oral statement was talking about the some-
times overly stringent pollution regulations that are suffered upon
them and also a little later on talked about mixed signals from the
State on acid rain.

I was wondering on the first point if there are some specific ex-
amples of what might be deemed overly stringent regulations, and
on the latter point, if your concerns on acid rain necessarily put
your industry at odds with the tourism industry?

Mr. SCHMIDT. I tried to indicate in my comments in the informal
session here, I do not think that we would be at conflict between
the paper industry and the tourism industry. We, too, just as the
tourism industries, rely very heavily on that resource base. So that
we do have a very common interest and a very common concern in
that regard.

As far as the question of the over-stringent environmental regu-
lations relative to acid rain, that is very much of a concern for the
Wisconsin pulp and paper industry. We, as you know, have been in
the forefront, very responsible when it comes to environmental re-
sponsibilities. We are a national leader in that regard. When you
look at waste water discharges, for example, we are removing pres-
ently 60 percent more than required by either State or Federal
law. That is just an outstanding example to set for any industry in
this State or for the Nation.

Our concern though, is that Wisconsin does not impose regula-
tions on its industry that are either more stringent than what our
competitors have to face or are entirely new or different. As Jim
Kemerling stated, the cost of environmental control, the cost of un-
employment compensation, everything adds up. It is cumulative.
And you reach a point where you can no longer be competitive in
the marketplace. We are competing nationally. We. are also com-
peting for capital dollars for expansion.

Without expansion, without productivity increases in Wisconsin,
we will not maintain that competitive nature. So it is a cumulative
concern that we have. In no way are we trying to abdicate any re-
sponsibilities in that regard. I think our record speaks for itself.

Mr. KEMERLING. I think if I might add something, really the crit-
ical period was in 1974. At that particular time the net worth.of
the Mosinee Paper Corp. was roughly $21 million. Because of the
environmental problems that we had had, our company borrowed
$20 million.

So that is the type of thing-we were fortunate, but to have to go
through that type of situation again, you make those decisions
once. For example, I came to--

Representative OBEY. Your hair can't turn white twice?
Mr. KEMERLING. I came to Mosinee and my office previously was

on the what, 45th floor of Park Avenue. If that type of decision had
to be made in New York City, you would not have elected to spend
the $20 million. That is the type of thing that I think we lose sight
of. You have to keep it intact.
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Mr. SCHMIDT. Just one other thing. Please keep in mind that
most of the mills here in Wisconsin are quite old facilities. And the
facilities here are competing with newer, more modern machines in
the south and elsewhere. And that is where the progressive man-
agement here in the State, the work ethic of our employees and a
variety of reasons is why we have been able to maintain our com-
petitive position. But it is a fragile, competitive position.

Mr. KEMERLING. We are viable because we have just announced
yesterday publicly that we have committed another $8.5 million to
improve quality of our product and increase production at our pulp
mill. So I think that is indicative of what we talked about: There
are positives that we intend to pursue.

Representative OBEY. Let me thank you all. I appreciate this. I
have much concern about the necessity for continuity in Federal
support for research, not just in this field but all over. You destroy,
not just in this field but in the health field too, you just destroy the
ability of young researchers to get involved if you keep the re-
search funding on the roller coaster.

And Mr. Schmidt, I just wanted to thank you for the cooperation
of the Wisconsin Paper Council in resolving the wilderness issue
last year.

Thank you very much.
[Whereupon, at 6 p.m., the committee recessed, to reconvene at 9

a.m., Thursday, August 8, 1985.]
[The following report was presented to the committee in the con-

text of the discussion on Wisconsin agriculture:]
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THE PROBLEM

Wisconsin's agriculture is in the midst of a dramatic upheaval, the worst

financial stress since the Great Depression. Factors beyond the control of

farmers are a major cause of this stress. Record budget deficits and

restrictive monetary policy have resulted in high interest rates (see Tables I

and 2). This rise in interest rates has caused farmers' interest payments to

increase greatly, making it difficult for farmers to service their debt

commitments.

Higher interest rates and lower rates of inflation have also caused a high

world demand for U.S. dollars since foreign investors want to take advantage of

the high real rate of return (return adjusted for inflation) offered by the U.S.

economy. This strong demand increases the dollar's value relative to other

currencies in the world (Table 3). As a result, the relative prices of U.S.

products in the world market have increased and the affordability of U.S. farm

exports has decreased substantially.

Thus, the federal government's macroeconomic policies have brought about

the increased interest rates and the decreased demands for farm commodities that

have translated into lower prices, higher costs, and cash flow problems for many

Wisconsin farmers.

In the past, farmers have looked to Washington to prop up falling farm

prices and incomes. In fact, confidence in continued government intervention

through price supports and deficiency payments probably encouraged the expansion

and the financial leveraging in the 1970's that are also causes of agriculture's

current problems. Now, however the current administration proposes price

supports below market-clearing levels, which would bring even more downward

pressure on farm commodity prices. Thus, the federal government's farm policies

are also a major cause of the economic depression in Wisconsin agriculture.
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IMPACT ON WISCONSIN AGRICULTURE

Total net income of Wisconsin farmers dropped substantially in recent years

but has not declined as rapidly as average U.S. farm income (Table 4). For the

1979-83 period Wisconsin farmers' income decreased 32.2 percent and U.S. farmers

incomes fell 50.2 percent. Relatively stable milk prices, thanks to government

supports, and the dominance of dairy farms in Wisconsin are the main reasons

that income of Wisconsin farmers' has not dropped as dramatically as farm income

for the entire U.S.

Declines in farm income and increases in real interest rates have' caused

the value of farm land to fall in Wisconsin and the rest of the U.S. (Table 5).

From 1981 to 1985 the per acre average value of Wisconsin farm land decreased

26.5 percent. For the same period the per acre average value of U.S. farm land

fell 7.2 percent going from a peak of $823 to $679. Many of the corn belt states

show much greater declines than Wisconsin. The decline in farmland values is

likely to continue if farm incomes remain low and/or real interest rates remain

high.

Declining land values have put farmers and lenders into highly vulnerable

positions Because many farm loans are directly or indirectly secured by farm

real estate. If lenders force farmers who are delinquent in their loan payments

to sell land, the resulting increases in the supply of land on the market could

cause additional declines in farm land values. This additional drop in farm

land values would magnify the vulnerability of the lenders and the remaining

farmers.

As farm incomes and farm land values have declined, farmers' equity has

fallen relative to debt and the leverage position (Debt . Equity) of farmers

have generally risen (Table 6). From 1979 to 1984 the leverage position of all

U.S. farmers rose from .192 to .263 while Wisconsin farmers' leverage increased
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from .217 to .343. The increasing leverage position of many farmers is one of

the main reasons lenders have become more reluctant to make loans to farmers.

Lenders are more likely to have losses on loans to borrowers who are highly

leveraged. Farmers will find it more difficult to obtain credit if their

leverage positions continue to climb.

Not all Wisconsin farmers are under the same amount of financial stress.

Today's most vulnerable farmers are those who borrowed most of the capital they

used to purchase land and other assets. In the 1970's these highly leveraged

farmers had little trouble obtaining credit because of the favorable cost-price

relationships in agriculture. Now that cost-price relationships have reversed

and interest rates have risen, the highly leveraged farmers have seen their

equity decline at nearly the same rate it increased in the past decade.

Precise evidence of the number of Wisconsin farm families currently in

"financial trouble" is not readily available, so indications of the magnitude of

the problem can only be pieced together. In spring of 1984 a random sample of

800 Wisconsin farmers indicated that 10 percent were delinquent on their real

estate loans and 15 percent were delinquent on their non-real estate loans. In

addition, 29 percent of these farmers had past due accounts with suppliers and

dealers. Another random sample of southwestern Wisconsin farmers indicated that

about a third of these farmers did not generate enough income in 1982 to cover

estimated consumption, capital replacement, and principal payments on loans.

These studies suggest that a sizeable sequent of Wisconsin's farm sector is

experiencing significant financial difficulty.

The net incomes that farmers are able to generate in the coming years and

the strength of their equity positions will determine how many of them will

default on their loans. If farmers continue to receive current commodity prices

(Table 7) and make high interest payments, it will be difficult for many of them
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to repay their loan obligations. Alternatively, if commodity prices increase

and interest rates drop, most of the state's efficient farmers will probably be

able to generate the earnings they need to service debts.

Over the years the structure of agriculture has changed as the number of

farms has decreased and farm ownership has become more concentrated (Table 8).

This trend will probably continue regardless of government policy. However, if

the government continues to incur high budget deficits with restrictive monetary

growth, interest rates and exchange rates will most likely remain high and the

exit of farmers will be accelerated.

AN EXAMPLE FROM SOUTHWESTERN WISCONSIN

It is clear that U.S. agriculture is in economic trouble, but in most

states there are not studies that demonstrate the extent of the problem and who

is affected. Fortunately in Wisconsin we have recent information about farm

family assets, debts, receipts, expenditures, and income for a random sample of

farm families in eight counties in southwestern Wisconsin. Income data are for

1982 and asset and debt data are for January 1, 1983. The survey reflects

conditions at a time when milk prices and farmers' incomes were still relatively

good and before asset values had begin their precipitous decline. Farmer

optimism had begun to be replaced by some uncertainty about the future, but

financial stress as seen in late 1984 and 1985 had not surfaced.

The survey area is in the unglaciated region of southwestern Wisconsin. The

area's population is somewhat lower income relative to the state. The region

contains one metropolitan area with a population of about 55,000 (La Crosse) and

1 The counties include Buffalo, Crawford, Jackson, La Crosse, Monroe,

Richland, Trempealeau, and Vernon. A summary of survey results is

available in a University of Wisconsin-Madison, College of Agricultural and

Life Sciences research report, "Highlights of the 1983 Wisconsin Family

Farm Survey" by Priscilla Salant, William Saupe and John Belknap.
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five small cities with populations under 6,200 that provide some employment

opportunities. About two-thirds of the farms are dairy farms and most others

are beef cattle, cash grain and other livestock farms. The Wisconsin site is

typical of parts of the North Central region and New England where dairying is

the major agricultural enterprise and farms are most often family operations.

The purpose of the study was to assess the economic viability of family

farm households. To be "viable", a farm household must generate enough net

income to meet three types of financial obligations. First, the household must

provide for the livelihood of its members, Second, to continue operating the

farm business as it is currently organized, the household must cover cash

operating expenses (including interest payments), and capital replacement costs.

Third, to maintain its line of farm credit and prevent foreclosure of the

business, the household must also meet principal payments on debt as scheduled.

Such principal payments also enhance the net worth of the farm household.

The farm household derives its annual net income from three different

sources: (1) net farm income, (2) earned off-farm income (from wages and

salaries), and (3) unearned nonfarm income (from retirement funds, nonfarm asset

earnings and public transfer programs).

The farm groups studied are: (1) farm households planning to leave or

"exit" farming, (2) households that operate dairy farms, (3) non-dairy

households in which the operator works off-farm at least 160 hours per year

(farms part-time), (4) non-dairy households with a full-time operator and farm

sales of less than $20,000, and (5) non-dairy households with a full-time

operator and sales of at least $20,000. (Selected information about the five

groups of farm families is presented in Table 9.) Farms with net income less

than financial obligations cannot continue to function as they did in 1982 for

the long run. This does not mean that they will immediately go out of business.
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For example, in the short run they might (temporarily) avoid their financial

obligations by not replacing machinery at the usual rate, or by suspending

principal payments. They might resolve their dilemma by increasing net farm

income (perhaps with increased efficiency or change in size) or by increasing

off-farm wage income. They might be able to restructure debt for reduced annual

principal and interest payments. But if financial obligations exceed net income

they cannot continue in their financial circumstances as observed in 1982 and

remain in business in the long run.

The data show the difficulties of Wisconsin's farm families. In general,

about one-third of the farm households were not economically viable in the long

run -- their annual financial obligations exceed their net annual income from

all sources. The groups in the most difficulty in the long run are dairy farms

and full-time, larger non-dairy farms.

Fully 47 percent of the dairy farms had financial obligations greater than

income, and the situation today is worse than at the time of the survey. The

average size of farm was 191 crop acres, above the state average. The average

debt-to-asset ratio was .26, about average for the state at that time, but the

ratio would be significantly worse today because of the decline in land values.

Net cash farm operating income was $20,800 per farm and this too would be

significantly lower today than at the time of the survey because of the decline

in milk prices.

2 It is not possible to include in this brief summary enough information
about the analyses to be sure they are not misinterpreted. Documentation
of the research methods used, definition of terms, and more complete
analyses, and comments on the implications of the findings are contained in
research reports now in review by the publications Rural Development
Research Review and the Agricultural Economics Research in the U.S.
Department of Agriculture. Questions may be directed to the senior author,
Priscilla Salant, Department of Agricultural Economics, 427 Lorch Street,
University of Wisconsin-Madison, 53706.
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The full-time non-dairy farm with sales over $20,000 was also in

difficulty. About 42% of these farm households had financial obligations

greater than annual net incomes, implying that they could not survive in tM

long run if they continue to operate as they did in 1982. The average farmsize

(crop acres) was 347 acres, net cash farm operating income was $21,715, and the

debt-asset ratio was .23 (again, this would be greater today because of

declining land values).

Thus, almost half of the dairy farms and just less than half of the

full-time larger non-dairy farms were not economically viable in the long run as

viewed in 1982! Today we would expect many more farm households to be

economically unviable in the long run. The problem in 1982-83 was serious for

the operations that form the backbone of the area's economy. Today the problem

is ever more serious.

On the other hand, not all farms are in such difficulty. Those who plan to

retire had extremely low debt-asset ratios, as did part-time non-dairy farmers.

Both groups averaged over 60 years of age and both had significant amounts of

unearned income (social security, etc.). But the dairy farm and the full-time

larger non-dairy farms were, and are, in serious trouble.

Dairy farmer4 and full-time non-dairy farmers on small farms (at least

$20,000 in gross sales) appear most vulnerable. Farmers planning to exit

(mainly through retirement) at the time of the study were in good financial

position on average.

POLICY OPTIONS

The problems of Wisconsin agriculture-may get worse before they get better.

Much depends on the federal government monetary and fiscal policies, federal

agricultural policies and the vigor of the recovery in the world economy.
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In spite of the fact that agriculture's financial stress is caused by

federal policies and the national and international economy, the State of

Wisconsin is actively pursuing policies to address the farm crisis. State

policy options are limited and cannot attack the source of the problem, but the

state government is actively debating or implementing policies in farm

management education, research, credit, retraining, marketing, and programs to

ease the transition out of agriculture. In part the state action is spurred in

part by the lack of federal action in addressing the causes of farm problems and

in part by the desire to do something to assist Wisconsin farmers using whatever

limited policy options are available. Nevertheless, it is federal government

policy that can have the greatest impact in relieving the financial stress of

Wisconsin farm families.

Macroeconomic Policy

The U.S. farm sector has been hurt badly by monetary and fiscal policies of

the past six years. Farmers and others who held inflating assets secured by

loans were gainers during the inflation of the 1970's, but have been losers in

the battle against inflation. Tight monetary policies to control inflation mean

high interest rates, and increases in the farmer's costs of production. Record

federal deficits amplify the effects of monetary policy on interest rates and

elevate the value of the U.S. dollar, thereby curtailing agricultural exports

and reducing commodity prices. The resulting decline in farm income, combined

with high interest rates adversely affect the land market. Farmer's equity and

cash flow decreased simultaneously.

Most Americans are concerned about deficit spending. But, as is clear from

Congressional budget debates few are willing to make the sacrifice necessary to

achieve a balanced budget. In the meantime, many U.S. farmers are in sever

financial stress. Most Americans would think it fair if everyone shares these

costs. It is important for the economic health of the family farm system of

57-425 O-86--21
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agriculture that farmers do not continue to be frustrated in using their ability

to efficiently produce commodities by fiscal policy that prices them out of

world markets.

Achieving a low rate of inflation is a desirable national economic goal,

and the cost of achieving that goal should be shared among sectors of the

economy. Agriculture (and other capital intensive and export industries) has

been injured by a single-objective monetary policy of low inflation. It would

be better served by monetary policy that strikes a balance between interest

rates and inflation rates.

Agricultural Commodity Policy

A combination of unusual conditions dictate the tenor of the 1985 farm bill

debate. Unusually large surpluses, especially for wheat, feed grains, and dairy

products, and record-high government expenditures for commodity programs

generate mounting public pressure to cut program costs. In spite of high

government program costs, real net farm income is at low levels not observed

since the 1930's, and farm financial stress is intensifying. It is increasingly

apparent that much of the 50 plus million acres of cropland brought into or

returned to production in the 1970's represents excess productive capacity --

continued production at full capacity will continue to depress fLrm prices.

Most students of agricultural policy have concluded that the farm programs of

the last 50 years are not appropriate for 1985 conditions. In particular, high

grain and cotton loan rates have provided farmers an incentive to store rather

than sell, high dairy price supports have given farmers price signals contrary

to the marketplace, and farm program benefits have been distributed so as to

encourage concentration in the farming sector.

These conditions suggest a set of conflicting farm policy goals: reduce

farm program costs, provide income protection to farmers, reduce excess

capacity, and provide price signals consistent with marketplace conditions.
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Clearly; tradeoffs among these goals are necessary. In debating these

tradeoffs, the following points deserve special attention:

* Farmers are more concerned that most other Americans about the Federal

budget deficit because of its direct effect on interest costs and farm

exports. Slashing farm programs to achieve lower deficits hurts those

who have already paid dearly for budget excesses.

* The need for income protection is related to farm size. Mid-size farms,

predominantly family operated, are currently in the poorest financial

condition and should be the target group for an income protection

programs.

Part of the excess capacity in agriculture is from publicly subsidized

water development projects and cultivation of highly erosive new lands.

Efforts to reduce excess capacity should be directed toward removing

public subsidies and providing incentives to retire fragile lands until

needed for food production.

Market orientation is a desirable farm policy goal. But farm market

prices are heavily influenced by non-market forces such as federal

macroeconomic policy and foreign policy. Achieving these broader social

goals may distort market prices and cause unwarrantedlor excessive

adjustments or shifts in the farm sector as recent events demonstrate.

Compensating Farm programs that compensate for the effects of these other

policies are necessary to prevent such over-adjustments.

Agricultural Trade Policy

A reasonable agricultural trade objective is to provide a "level playing

surface" for U.S. participants. A highly-valued U.S. dollar and high loan rates

share major responsibility for the recent decline in U.S. farm exports.

However, export subsidies and import protection, primarily by the EEC, have also

been a contributing factor. Free trade is a worthy goal, but unilateral free



638

trade is a contradiction in terms. Promoting U.S. farm exports during periods

of world-wide surpluses may require matching competitors' actions.

Promoting exports also requires farm, trade, and macroeconomic policies

that make export subsidization expensive for other countries to use. This is

particularly relevant in the case of milk. The absence of import quotas for

casein make the U.S. a good dumping ground for EEC milk surpluses.

Milk Marketing Orders

Marketing orders help stabilize fluid milk markets. But they do so at a

cost of regional equity. The upper Midwest region regularly supplies milk to

deficit regions and processes milk from the same regions when their supplies are

flush. Yet, the upper Midwest does not share in the relatively high blend

prices in other regions in return for providing this balancing service.

Moreover, order pricing disincentives to reconstituted milk elevate the overall

cost of fluid milk in markets distant from the upper Midwest.

The current milk order program should be revised to eliminating regional

inequities and unnecessary costs. Particular attention should be paid to the

managing of orders, including the establishment of a single order, as a means of

equitably sharing the balancing costs.

Trax~sition Out of Farming

Some farm families will not be able to continue farming, regardless of the

agricultural programs that are implemented or continued. These families will

endure financial and emotional hardship when they terminate their farm business.

This hardship could be reduced if the federal government implemented programs

that would help these families make the transition from farming to other

occupations.

First, exiting farmers could be given educational assistance to help make

the adjustment from farming to other occupations. Tuition and fee scholarships
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or waivers could allow farmers could attend an educational institution at low

cost to develop a skill necessary for obtaining a reasonable job. This training

assistance should make displaced farmers employable and increase their chances

of finding a job at a living wage. This type of program is already being

offered to urban workers.

Second, farmers could be eligible for the same type of "adjustment

allowance" as other workers. When urban workers lose their jobs they receive

unemployment compensation. Displaced farmers do not, and the farm family can

experience severe financial hardships if it cannot immediately liquidate the

farm assets and find employment. This financial hardship could be reduced if

government would help these families obtain low interest loans that could be

used to cover living and moving expenses from the time they leave farming until

they find full-time employment. Farmers could repay these loans after they find

a job and liquidate their farm assets. This type of financial assistance would

ease the financial hardships of displaced farm families and reduce some of the

uncertainties these families face.

Credit Policy

Last sprin¶ many emergency credit programs were adopted to help farmers

weather the financial difficulties. The Farmers Home Administration (FmhA)

allowed some of its existing borrowers to re-amortize their loans at reduced

rates of interest. In addition, FmHA extended new loans to many first time

borrowers who could not obtain credit from private lenders or it guaranteed the

loans farmers did obtain from private lenders. The State of Wisconsin allocated

$300,000 to the federal FmHA to help fund several emergency loan processing

centers in the state and helped recruit volunteers from the private and public

sectors to staff these centers. As a result about $201 million of operating

credit was supplied to farmers.
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The State of Wisconsin also adopted a state loan guarantee program to help

financially distressed farmers obtain operating credit. Under this program,

farmers were eligible to receive up to $20,000 of operating credit at 9 percent

interest rate if they could project a positive cash flow. The loans were made

by private lenders and the state guaranteed 90 percent of the principal. In

addition the state paid 2 percent interest on these loans such that the lenders

earned 11 percent (9% + 2%). Approximately $10 million of state guaranteed

loans were given to Wisconsin farmers this past spring.

The federal government should ensure that farmers that can project a

positive cash flow have access to operating credit in 1986. It is absolutely

critical that FmHA be given the resources -- both loan funds and administrative

funds -- to ensure that adequate credit is available to farmers. If FmHA loan

programs are not available many farmers will have difficulty obtaining needed

credit. Greater demands will be placed on states to step into the vacuum

created by federal inaction, placing more stress on extremely limited state

resources.

Tax Policy

Federal income tax benefits for farmers have not increased farmer's

after-tax income in the long run. Instead, the tax incentives have encouraged

investment in farm resources such as livestock and other depreciable assets by

both farmers and others. Much of the tax benefit has been capitalized into the

value of farm resources and is captured by the current ownerS.- The next buyer

must pay higher prices for those resources, offsetting the tax benefits.

Tax benefits, such as accelerated depreciation, that provide a greater tax

saving to high-bracket taxpayers give them a competitive advantage in the

marketplace. Because the after-tax cost of resources is lower for high-bracket

taxpayers, they can outbid lower-bracket taxpayers for the resources used in

agriculture.
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In the long run, removing the incentive for outside investors to invest in

agriculture is likely to benefit the farmers that remain. Removal of the tax

incentives will allow the economics of farming to determine the price of inputs

and outputs rather than the economics of the tax code. Those benefits and the

lower tax rates in the administration proposal are likely to more than offset

the extra income taxes farmers will pay as a result of losing the tax

incentives.

In the short run, removing the incentive for outside investment in

agriculture may exacerbate the current financial difficulties of farmers. If

outside investors are discouraged from investing, additional downward pressure

would be exerted on resource prices. A delay or phasing in of the changes that

discourage outside investment would give farmers time to recover from their

current difficulties.

Rural Development

The farm and non-farm rural economies are tightly linked. The economic

impact of farming extends far beyond the number of people employed on the farm.

Likewise, many Wisconsin farms are economically viable only because the family

has some off-farm income.

The fundamental problems facing rural Wisconsin communities are access to

services and economic transition. Sparsely settled rural areas often do not

have enough population to "justify" many services such as business services to

support new technology (e.g. computer repair), personal services (e.g. health

care) and many types of consumer services (e.g. clothing, furniture). The

deregulation of transportation and financial services places smaller rural areas

at risk in losing these services since rural markets may be too small to justify

them on purely private economic terms.

The transition of rural economies parallels that occurring in urban areas.

Because of their smaller size, rural communities are vulnerable to fluctuations
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in a few/single employer(s). Since smaller businesses dominate employment in

rural areas, their increased sensitivity to changes in local and national

economic conditions places additional pressures on sources of nonfarm

employment. Access to management counseling or financial support is critical.

Rural banks responding to farm credit problems may not be able to provide the

financial support needed to maintain nonfarm activities. Rural families

displaced by plant closures or loss of a farm may be unable to sell assets and

may have limited access to training to prepare for other jobs.

A particularly difficult problem today is the pressure on local leaders to

sense and interpret the rapid changes in the rural economy and develop

appropriate strategies to respond.

CONCLUSION

Wisconsin's agricultural economy is in a very perilous condition. Problems

of low income, declining asset values and financial hardships for many families

may worsen in the next year. Yet Wisconsin's farm economy is healthier than

those in neighboring states, and many Wisconsin farmers are not having great

financial difficulties. The primary causes of this problem are the monetary,

fiscal, and agricultural commodity policies of the federal government.

Federal initiatives to reduce the federal deficit would bring major

benefits to Wisconsin agriculture. A monetary policy based on interest rate as

well as money supply growth targets would also bring great benefits to Wisconsin

farmers. Wisconsin agriculture would also benefit if commodity program benefits

are targeted to mid-size family farms, water subsidies are eliminated and

fragile lands retired from production. Milk marketing orders should not

penalize the upper Midwest. Federal credit agencies should be prepared to

respond to the needs for operating credit in 1986. Tax policy changes to

eliminate tax benefits to farm activity would benefit farmers and limit outside

investment in the long run. Perhaps the most important, immediate, and humane

need is a program that eases the hardships of those families who are forced to

leave.
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Table 1: Federal Budget Deficits and Federal Debt In Billions of Dollars.

Federal Budget Deficit Federal Debt As Of

Year For Fiscal Year June 30

1979 40.2 812.2

1980 73.8 884.4

1981 78.9 977.4

1982 127.9 1084.7

1983 207.2 1324.3

1984 185.3 1517.2

Source: Federal Reserve Bulletin.

Table 2: 90 Day T-Bill Yields, Inflation Rates, and

Annual Inflation
90-Day T-Bill (Percentage Change

Yields in Consumer Price

Year (Annual Average) Index

1979 10.0 13.3
1980 11.5 12.4
1981 14.1 8.9

1982 10.7 3.9

1983 8.6 3.8
1984a 8.6 2.4

Real 90-Day T-Bill Yields.

Real 90-Day T-Bill Yield
(Average Annual Yield
Less Inflation)

- 3.3
- .9

5.2
6.8
4.8
6.2

Quotes for month of November.

Source: Federal Reserve Bulletin.

Table 3: Average Annual Value of Various World Currencies Expressed in Cents.

| French West German Japanese United Kingdom

Year Franc Mark Yen Pound

1979 23.50 54.56 .46 212.24

1980 23.69 55.09 .44 232.58

1981 18.49 44.36 .45 202.43

1982 15.20 41.15 .40 174.80

1983 13.12 39.22 .42 151.59

1984a 10.87 33.33 .41 123.92

1984 quotes are for the month of November.

Source: Federal Reserve Bulletin.
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Table 4: Net Farm Income for USA and Wisconsin.

USA Wisconsin

Percentage Percentage

Year Billions $ of 1979 Billions $ of 1979

1979 32.3 100.0 1.4 100.0
1980 21.2 65.3 1.4 99.8
1981 31.0 96.0 1.4 100.6
1982 22.3 69.0 1.2 82.9
1983 16.1 49.8 1.0 67.8

Source: USDA

Table 5: Per Acre Average Value of Farm Land for USA and Wisconsin.

USA Wisconsin
Percentage Percentage

Year $ of 1979 $ of 1979

1979 628 100.0 856 100.0
1980 737 117.3 1004 134.6
1981 819 130.4 1152 134.6
1982 823 131.0 1144 133.6
1983 788 125.5 1113 130.0
1984 782 124.5 1046 122.2
1985 679 108.1 847 98.9

Source: USDA

Table 6: Leverage Position of U.S. and Wisconsin Farmers.

USA Wisconsin
Percentage Percentage

Year (Debt . Equity) of 1979 (Debt . Equity) of 1979

1979 .192 100.0 .217 100.0
1980 .197 102.6 .230 106.0
1981 .200 104.2 .232 106.9
1982 .229 119.3 .275 126.7
1983 .261 135.9 .312 143.8
1984 .263 137.0 .343 158.1

Source: USDA
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Table 7: Average Annual Prices Received by Wisconsin Farmers for Selected

Commodities.

All All

Year Corn Soybeans Cattle Hogs Milk

1979 2.43 5.97 54.70 41.40 11.75

1980 2.96 7.25 50.80 38.00 12.67

1981 2.39 5.90 50.70 43.10 13.38
1982 2.74 5.61 48.90 51.00 13.22

1983 3.25 7.75b 45.60 45.60 13.23
1984a 2.43 5.62 44.60 48.00 13.60
1984 prices are December prices obtained from Agricultufal Prices,

SRS-USDA, December 1984.

b No Wisconsin soybeans price was reported so the Minnesota price was used as

a proxy.

Source: Wisconsin Agriculture Reporting Service, "1984 Wisconsin Agricultural
Statistics", Madison, WI, June 1984.

Table 8: Number and Average Size of Wisconsin Farms.

Year Number of Farms Average Farm Size in Acres

1954 153,588 147

1959 131,215 161

1964 118,816 172

1969 98,973 183

1974 89,479 197

1978 86,505 206

1982 82,199 210

Source: 1982 Census of Agriculture, Volume 1, Geographic Area Series,

Part 49, Wisconsin State and County Data.



Table 9: Operator resources, farm business and financial characteristics, and farm household viability of five farm househoi
groups, Southwestern Wisconsin, 1982.

Farmers who Non-dairy Non-dairy Full-time Farmers
Plan to Dairy Part-time Sales Under Sales at least

Item Unit Exit Farms Farmers $20,000 $20,000
Column number (1) (2) (3) (4) (5)

Farm households no. 2, 175 6 ,850 I ,665 715 835

Operator resources
Age
Years of school completed
Farm operating experience

Farm business
Gross sales
Cash operating expenses
Sales-to-expenses (less

interest) ratio
Crop acres

Farm business plans
Exit from farming
Increase size of operation
Decrease size of operation
Maintain size of operation

yr.
yr .
yr.

60 (2,3,5)a
1

44 (1,3,4)
9.9 (2,3,5) 11.6 (1,3,4)

31 (2,3,5) 18 (1,4)

dr. 38,384 (2,4,5) 84.916 (1,3,4)
dr. 25,779 (2,4,5) 58,561 (1,3,4,5)

dr. 1.7 (3,4) 1.9 (3,4)
no. 118 (2,4,5) 191 (1,3,4,5)

pct.
pct.
pct.
pct.

100
_ _ 40 (4)

49 (4)

50 (1,2,4) 65 (2,3,5)
12.3 (1,2,4) 9.7 (2,3,5)

18 (1,4) 35 (2,3,5)

17,406 (1,2,4,5)
18,215 (2,4,5)

6,206 (1,2,3,5)
6,621 (1,2,3,5)

1.1 (1,2,5) 1.0 (1,2,5)
87 (2,5) 62 (1,2,5)

43(4)
10
47 (4)

13 (2,3,5)
13
74 (2,3)

Financial resources
Assets
Debts

Net worth
Debt-to-asset ratio

Income by sturce
Net cash farm operating
Off-farm employment
Other
Total household

dr.
dr.
dr.
dr.

dr.
dr.
dr.
dr.

274,511 (2,3,5)
33,784 (2,4,5)

240,727 13,5)
.12 (2,5)

12,029 (2,3,4)
6,017 (3,5)
7,037 (2,3)

25.083 (4)

368,991 (1,3,4,5)
95,930 (1,3,4)

273,061 (3,4,5)
.26 (1,3,4)

20,808 (1,3,4)
4,154 (3)
3,214 (1,4,5)

28.176 (4)

201,773 (1,2,5)
35,599 (2,4,5)

166,174 (1,2,5)
.18 (2,4)

-35 (1,2,5)
24,262 (1,2,4,5)

3,268 (1,4,5)
27,495 (4)

214,301 (2,5)
5,134 (1,2,3,5)

209,167 (2,5)
.02 (2,3,5)

-99 (1,2,5)
4,171 (3)

10,794 (2,3)
14,865 (1,2,3,5)

47 (1,4)
11.5 (1,4)

20 (1,4)

114,187 (1,3,4
91,515 (1,2,3

1.7 (3,4) M
347 (1,2,3 M

33 (4)
1 I
56

565, 354
129,560
435, 794

.23

(1 ,2,3
(I .3.4:(1I , 23 ,-
(1,2,3,
(I1,4)

21,715 (3,4)
2,765 (1 ,3)
7,837 (2,3)

32,317 (6)
. . . . . . . .



Table 9 (cont.)

Farmers who Non-dairy Non-dairy Full-time Farmers
Plan to Dairy Part-time Sales Under Sales at lea

Item Unit Exit Farms Farmers $20,000 $20,000
Column number (1) (2) (3) (4) (5)

Viability ratio - 4.2 (2,3,4,5) 1.4 (1,3) 1.9 (1,2,5) 1.6 (1) 1.3 (1,3

Households by viability ratiob
Less than 1.0 pct. 3 (2,3,4,5) 47 (1,3) 17 (1,2,5) 32 (1) 42 (1,3
1.0 to 1.9 pct. 5 (2,3,4,5) 29 (1,4) 42 (1) 48 (1,2) 31 (1)
2.0 or more pct. 92 (2,3,4,5) 24 (1) 41 (1,4) 20 (1,3) 28 (1)

a/ The numbers in parentheses refer to statistically significant differences in means and proportions. For example, the
mean age of operators in the "Exit" group (Column I) is 60 years. The "(2,3,5)" indicates that this mean is different
from the means in Columns 2, 3, and 5.

b/ The viability ratio is the key to determining the economic viability of the household.
The viability ratio is:

Annual Household Net Income

Viability Ratio - Annual Household Financial Obligations

A viability of less than one means that estimated household income from all

sources is less than the estimated financial obligations of the household. They

are not "viable" in the long run in their observed financial circumstances.

Source: 1983 Wisconsin Family Farm Survey

All population estimates in this report are based on expanded sample data.



THE WISCONSIN ECONOMY

THURSDAY, AUGUST 8, 1985

CONGRESS OF THE UNITED STATES,
JOINT ECONOMIC COMMITTEE,

Washington, DC.
The committee met, pursuant to recess, at 9 a.m., in room 450,

Main Building, North Central Technical Institute, Wausau, WI,
Hon. David R. Obey (chairman of the committee) presiding.

Present: Representative Obey.
Also present: Dena Stoner, professional staff member.

OPENING STATEMENT OF REPRESENTATIVE OBEY, CHAIRMAN

Representative OBEY. Good morning.
We, as you know, have been holding hearings for 2 days on the

shape and nature of the Wisconsin economy and on its problems
and opportunities.

Today we are going to be hearing from three individuals who
will outline in some detail what potential or, what potential effects
there are on Wisconsin from a number of Federal actions.

I have asked each of the witnesses to deal with a specific piece of
that equation and to lay out what the impact on Wisconsin has
been so far because of Federal budget changes.

I have also asked that we have an analysis of what the adminis-
tration's new tax bill might do to Wisconsin. In that regard one of
the witnesses will be laying out a study which the Joint Economic
Committee commissioned earlier in the year, specifically on the
question of what the impact would be on Wisconsin of the change
to eliminate the deductibility of State and local taxes on our Feder-
al return.

This morning we have with us Mr. Lon Sprecher, Wisconsin
Budget Director, who will be going over the impact of the Federal
budget on Wisconsin.

We will then have Michael Ley, who is Secretary of the Wiscon-
sin Department of Revenue. In plain language, he is the guy who
collects the taxes.

And then we will have with us Mr. Dennis Torkko, a partner in
the Arthur Andersen Co. of Milwaukee, who will present the find-
ings by that firm on how Wisconsin taxpayers would fare if we
were looking specifically at the question of the elimination of the
State and lccal taxes-if we were to look at the elimination of the
deduction for State and local taxes on our Federal return.

Mr. Sprecher, why don't you proceed and outline what your
review indicates of the Federal budget's effect on Wisconsin.

(649)
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I would ask each of you, we need to be finished by about 11 a.m.
So if you could take about 20 minutes or so to lay out what you see,
and then have some time left for questions.

STATEMENT OF LON SPRECHER, WISCONSIN STATE BUDGET
DIRECTOR

Mr. Sprecher. Thank you, Mr. Chairman.
I am Lon Sprecher, the State budget director for Wisconsin.
As you know through your work on the committee, Wisconsin's

economy and citizens are directly affected by Federal monetary ex-
penditure and revenue policies.

In recent years, a combination of these policies has worked a
grave hardship on the State of Wisconsin.

Wisconsin has suffered fairly severe budget lacerations over the
past 5 years due to Federal policies. We have sustained the cuts
and kept programs operating. We have kept our composure in deal-
ing with Federal reductions coupled with the worst recession since
the 1930's.

Governor Earl has been a clear and outspoken critic of certain
aspects of the administration's budget and tax proposals. We have
not taken an ingratiating posture toward many of the administra-
tion's proposals. We have not recently volunteered to be pilot fish
for the New Federalism and our Democratic congressional delega-
tion has delivered a clear and convincing blow to the Kemp-Kasten
and Treasury II tax-shifting plans.

Wisconsin needs to keep reminding the President and the Con-
gress that we are alert and concerned about Wisconsin's interests
and how they are affected by Federal policies. This hearing pro-
vides an excellent forum to bring home the message: Reaganomics,
Treasury II, Kemp-Kasten, and the deficit are unfair and counter-
productive.

Wisconsin is not trying to divert the burden of Federal tax re-
forms to other States. Nor are we trying to divert the burden of
dealing with the deficit entirely away from domestic programs
toward defense. The final deal on tax reform and the deficit should
be fair and balanced. All States and all sectors should feel the pain
equally.

Fiscal federalism has changed dramatically in 4½/2 years. The
Federal Government has ceased being a policy innovator, in my
judgment. Rather, its role has become one of a defense procure-
ment officer, a loan shark's mark, and a reluctant third-party
payer for Social Security and Federal grant programs.

Since 1981, the Federal budget has cut selected programs and
limited others to growth far below the inflation rate. In 1984 alone,
these actions cost Wisconsin State government a net loss of ap-
proximately $200 million in real dollars. Increased State revenues
and program cuts have been used to make up for this lost funding.

The deficit has also dampened Wisconsin's economic recovery
through international appreciation of the dollar; we estimate
30,000 manufacturing jobs and 40,000 jobs in total have been lost.
The sharp appreciation of the dollar has also cut personal income
in Wisconsin by $710 million.
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Wisconsin now receives about 80 cents for every tax dollar we
send to Washington.

For many years, Wisconsin has been fortunate to receive a share
of Federal aid payments which is proportionate to its share of total
U.S. population, roughly 2 percent. The major portion of this aid is
used to finance human services programs. Partly because of our
emphasis on such programs, the poverty rate in Wisconsin in 1982
was one-third below the national rate of 15 percent.

Shifts in Federal priorities since 1981, however, threaten the
State's ability to reduce suffering among low-income residents. Be-
tween 1981 and 1984, for example, Federal medicaid assistance re-
ceived in Wisconsin declined by 7 percent in real dollars.

The massive Federal deficits exceeding $200 billion per year are
clearly not an accident. The deficit results from a policy on the
part of elected Federal officials to reduce revenue and massively
boost military procurement. During the period from 1976 to 1988,
defense expenditures will rise by 80 percent in constant dollars. By
contrast, grants-in-aid will fall by 16 percent, and aid to individuals
and total expenditures will increase by 40 percent.

As a consequence of the imbalance between revenues and ex-
penditures, interest payments on the rapidly expanding national
debt are rising as well. During the period from 1976 to 1988, inter-
est payments are expected to increase by 176 percent in constant
dollars. The combination of defense expenditures, interest on the
national debt, and programs such as Social Security is squeezing all
other expenditures out of the budget.

In particular, the consequences in Wisconsin of the shift in Fed-
eral funding priorities-an examination of State revenues illus-
trates the impact resulting from the continuing squeeze on Federal
domestic funding. Between 1980-81 and 1983-84, the Federal share
of Wisconsin's total revenues fell from 21 percent to 17 percent.
Since 1981, the Federal share of health and social services funding
at the State level has declined by more than 2 percent, requiring
an additional annual expenditure of $50 million from State sources.

Programs providing assistance to local government have become
continuing targets for Federal cutbacks. Among the largest grant
programs, reductions have been most severe in revenue sharing,
community development, and public housing.

These were again the targets of the 1986 budget compromise. We
estimate a total loss to localities of $23.1 million. The total elimina-
tion of revenue sharing in 1987 will represent a $108 million
annual loss to Wisconsin communities.

Last winter, the Wisconsin Department of Revenue completed an
economic analysis of alternative Federal fiscal and monetary poli-
cies. The department found that the current Federal policy of defi-
cit spending and monetarism of the Federal Reserve is a prescrip-
tion for anemic growth for Wisconsin for the remainder of the
decade.

Total farm employment would grow by 7.4 percent from 1980 to
1990, compared to a growth of 31.8 percent in 1960-70 and 26.6 per-
cent from 1970-80.

At the same time, real personal income would rise at less than
half the level experienced during the two previous decades. Of par-
ticular concern is the projection that employment in manufactur-
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ing, mining, and construction would actually be lower in 1990 than
in 1980.

The Wisconsin economic outlook would be much more favorable
if the Federal Government enacted tax increases and spending cuts
of approximately twice the size of last year's downpayment propos-
als, and adopted an accommodating monetary policy. Lower inter-
est rates, in particular, would boost investment and increase em-
ployment in the capital goods industries.

Care would have to be taken not to lower interest rates to the
point that inflation reaches an unacceptably high level. Wisconsin
would gain 44,000 additional jobs by 1990. Construction employ-
ment would be about 11,000 higher than under current policy, and
manufacturers would employ an additional 28,000 people.

Wisconsin suffers from the consequences of the Federal budget
deficit, while receiving few of the economic benefits in return.
Stimulative increases in Federal outlays are concentrated in de-
fense procurement. Because spending for defense is concentrated in
other parts of the country, Wisconsin industry receives procure-
ment contracts worth far less than the taxes State taxpayers con-
tribute.

As I mentioned before, for every dollar sent to Washington, Wis-
consin receives about 80 cents in return. And Wisconsin annually
receives Federal expenditures of about $669 per capita below the
national average.

Procurement for defense is the fastest growing area of the
budget. Wisconsin's annual procurement shortfall alone is about
$2.2 billion. Sice 1981, this shortfall has grown by $1 billion. Wis-
consin's annual shortfall from defense procurement equals the
total sales of 3 major firms the size of A.O. Smith Corp. or 20 mod-
erate-sized companies like Badger Meter.

The importance of this defense procurement shortfall to the
State's economy cannot be overemphasized. We are not asking for
more defense spending, but for a fairer share of the existing pot.

Procurement has become the Federal Government's biggest eco-
nomic development program, worth $83 billion per year. This
spending is highly concentrated geographically, rather than being
spread nationally. Over 70 percent of defense procurement dollars
are spent in just 11 States.

The current prospects in Washington hold little comfort for im-
provement. The President shows no intention of exerting necessary
leadership to come to grips with the deficit. Even the Senate GOP
proposal was shot down by the President. The President declared
most every solution out of bounds and refused to look far beyond
domestic cuts.

Last week Congress finally passed a first budget resolution. If
Congress follows all the provisions, the deficit would fall to $181
billion in 1986. This is obviously better than the projection of the
$227 billion deficit which would occur without this action.

However, under the resolution, the deficit will remain at $161
billion in 1988. Even congressional leaders are not satisfied with
the budget.

The first resolution does not accomplish the main goal set for it,
which is reduction of the deficit. The problem that we fear here in
Wisconsin, and Mike Ley will talk a little bit more about it, is that
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the President will try to divert the public attention from the fail-
ure of deficit reduction by pushing ahead with the ill-defined, ill-
designed plan for tax reform.

We had to bring revenue and expenditures into line here in Wis-
consin and then pursue tax reform. This is the road we have just
traveled in Wisconsin. In 1983, we were faced with a $304 million
deficit and a projection of several times that for the future.

Wisconsin leaders took the tough action necessary to constrain
spending and raised the needed revenues. Once the budget was
brought into balance, Governor Earl was able to successfully ad-
vance income tax reform and rate reduction from a position of
fiscal strength.

Rather than first establishing fiscal stability, the Reagan admin-
istration's focus is to finance income tax rate reductions on the
backs of many State and local taxpayers. Instead of true-based tax
reform, the current proposal reallocates tax preferences among cur-
rent winners and losers. Wisconsin would be one of the major
losers under this brand of federalism.

Tax reform should be pursued. We all know the current Federal
tax system is complex and inequitable. However, tax reform should
be undertaken only after the Nation's fiscal house is in order.

In terms of any recommendations, I suppose if I were playing
David Stockman, what I might be proposing, I think what needs to
be done is taking defensive action to reduce the deficit.

Representative Obey. Let me say, if you were, you would be
making a lot of money right now because David Stockman has,
when he left public life, done quite well for himself.

Mr. Sprecher. I think probably I am making about 2 percent,
which is about the share that Wisconsin gets of Federal money, 2
percent of David's salary.

I think the point that we are making is that the deficit is the
biggest threat to Wisconsin economic welfare in the future.

As you would suspect, our major concern lies with the proposal
to repeal the deduction for State and local taxes. This action would
severely restrict the ability of already pressed State and local gov-
ernments to finance education and human service programs.
Beyond this, it would also exacerbate the imbalance of payments
which Wisconsin experiences by an additional $200-$300 million.

States and localities are willing to share proportionately in the
burden of deficit reduction. Their willingness is expressed clearly
by the resolution adopted by the National Governor's Association
in February of this year. No area of the budget can be held sacred.
Action is needed in four areas: Defense, entitlements, grants and
other domestic expenditures, and revenues.

In defense, it is time to bite the bullet on defense procurement.
Rather than financing every proposed system, choices need to be
made. Congress and the administration need to establish priorities
and deauthorize lower priority systems. Recent revelations concern-
ing diversion of materials to hostile nations, lack of inventory con-
trol, overcharges by contractors, and failure of overdesigned weap-
ons systems leave little doubt that base cuts are possible.

In addition, Congress and the White House need to look beyond
campaign promises and deal directly with rapid increases in Feder-
al pension programs, including Social Security. More serious con-
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sideration should be given to proposals such as the one by Speaker
O'Neill to raise income taxes on the Social Security benefits of
higher income individuals. This would be an alternative to a 1-year
moratorium in COLA's.

Representative O'Neill's proposal would raise approximately $8.5
billion over 3 years but would affect only about 9 percent of the 36
million Social Security recipients.

In terms of grants-in-aid and domestic expenditures, because defi-
cit reduction is so crucial to economic growth, States should be
willing to absorb the consequences of a freeze or proportional re-
straint in Federal assistance to nonentitlement programs as part of
a broad and serious effort at deficit reduction.

On the revenue side, it has become clear over the last several
years that the deficit cannot be brought into line without revenue
increases. The tax reductions enacted in 1981 have clearly demon-
strated that the stimulation to the economy resulting from a tax
cut is insufficient to offset revenue losses plus finance massive mili-
tary spending increases.

Serious consideration should be given to any of a number of reve-
nue-raising proposals, including biennial indexing, a cap or freeze
on tax preferences, and the $5 per barrel tax on imported oil re-
cently proposed by Senate budget conferees.

In conclusion, the twin deficits, Federal budget and foreign trade,
loom as the greatest threats to Wisconsin's economy. More than
anything else the Federal Government can do, action now to
reduce these deficits would render the greatest potential benefit to
the citizens of Wisconsin.

Thank you very much.
Representative Obey. Thank you.
[The prepared statement of Mr. Sprecher follows:]
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PREPARED STATEMENT OF LON SPRECHEE

THE BAC0DROP

Wisconsin's economy and citizens are directly affected by federal monetary,

expenditure and revenue policies. In recent years, a combination of these

policies has worked a grave hardship on the State of Wisconsin.

Ever since this Administration proposed it's taxing and spending policies in

1981, we in Wisconsin have been swimming with federal fiscal sharks. Its not

been a pleasant or enlightening experience.

Wisconsin has suffered fairly severe budget lacerations over the past

five years due to federal policies. We have sustained the cuts and

kept programs operating. We have kept our composure in dealing with

federal reductions coupled with the worst recession since the 1930's.

Governor Earl has been a clear and outspoken critic of certain

aspects of the Administration's budget and tax proposals.

Wisconsin has not taken an ingratiating posture toward many of the

Administration's proposals. We have not recently volunteered to be

pilot fish for the New Federalism and our Democratic congressional

delegation has delivered a clear and convincing blow to the

Kemp-Kasten and Treasury II tax shifting plans.
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Wisconsin needs to keep reminding the President and Congress that we

are alert and concerned about Wisconsin's interests and how they are

affected by Federal Policies. This hearing provides an excellent

forum to bring home the message-- Reaganomics, Treasury II,

Kemp-Kasten, and the deficit are unfair and counterproductive.

Wisconsin is not trying to divert the burden of federal tax reforms

to other states. Nor are we trying to divert the burden of dealing

with the deficit entirely away from domestic programs toward

defense. The final 'deal' on tax reform and the deficit should be

fair and balanced. All states and all sectors should feel the pain

equally.

CHANGES IN FEDERAL ASSISTANCE

Fiscal federalism has changed dramatically in 4-1/2 years. The federal

government has ceased being a policy innovator. Rather its role has become

one of a defense procurement officer, a loan shark's mark and a reluctant

third party payer.

1. Since 1981, the federal budget has cut selected programs and limited

others to growth far below the inflation rate. In 1984 alone, these

actions cost Wisconsin state government a net loss of approximately t200

million in real dollars. Increased state revenues and program cuts have

been used to make up for this lost funding.
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2. The deficit has dampened Wisconsin's economic recovery through

international appreciation of the dollar to the tune of approximately

30,000 manufacturing jobs and 40,000 jobs in total. The sharp

appreciation of the dollar has also cut personal income in Wisconsin by

Sno million.

3. Wisconsin now receives about 80 cents for every tax dollar we send to

Washington.

For many years, Wisconsin has been fortunate to receive a share of federal aid

payments which is proportionate to its share of total U.S. population. The

major portion of this aid is used to finance human services programs. Partly

because of our emphasis on such programs, the poverty rate in Wisconsin in

1982 was one-third below the national rate of 15 percent. Shifts in federal

priorities since 1981, however, threaten the state's ability to reduce

suffering among low income residents. Between 1981 and 1984, for example,

federal Medicaid assistance received in Wisconsin declined by 7 percent in

real dollars. Similarly, the six block grant programs, which were to be the

keystone of federalism, remain funded at levels lower than in 1981.

DEFICIT

The massive federal deficits exceeding $200 billion per year are clearly not

an accident. They result from a conscious policy on the part of elected

federal officials to reduce revenue and massively boost military procurement.
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During the period from 1976 to 1988 defense expenditures will rise by 80

percent in constant dollars. By contrast grants-in-aid will fall by 16

percent and aids to individuals (primarily social security and Medicare) and

total expenditures will increase by 40 percent.

As a consequence of the imbalance between revenues and expenditures, interest

payments on the rapidly expanding national debt are rising at dangerous

rates. During the period from 1976-1988 interest payements are expected to

increase by 176 percent in constant dollars. The combination of defense

expenditures, interest on the national debt, and programs such as Social

Security is squeezing all other expenditures out of the budget.

CONSEQUENCES IN WISCONSIN

1. Shift in Federal Funding Priorities

An examination of state revenues illustrates the impact resulting from the

continuing squeeze on federal domestic funding. Between 1980-81 and

1983-84, the federal share of Wisconsin's total revenues fell from 21

percent to 17 percent. Since 1981, the federal share of state Health and

Social Services funding has declined by more than 2 percent; requiring an

additional annual expenditure of S50 million from state sources.
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Programs providing assistance to local government have become continuing

targets for federal cutbacks. Among the largest grant programs,

reductions have been most severe in revenue sharing, community

development, and public housing. These were again the targets of the 1986

budget compromise; for a total loss to localities of $23.1 million. The

total elimination of revenue sharing in 1987 will represent a $108 million

annual loss to Wisconsin communities. Of this amount, 87 percent would be

lost to current operations with the remainder taken from capital projects.

2. Deficit Slows Growth

Last winter, the Wisconsin Department of Revenue completed a sophisticated

economic analysis of alternative federal fiscal and monetary policies.

The department found that the current federal policy of deficit spending

and monetarism of the federal reserve is a prescription for anemic growth

for Wisconsin for the remainder of the decade. Total farm employment

would grow by 7.4 percent from 1980 to 1990, compared to growth of 31.8

percent in 1960-70 and 26.6 percent from 1970-80. At the same time, real

personal income would rise at less than half the level experienced during

the two previous decades. Of particular concern is the projection that

employment in manufacturing, mining and construction would actually be

lower in 1990 than in 1980.

The Wisconsin economic outlook would be much more favorable if the federal

government enacted tax increases and spending cuts of approximately twice

the size of last year's downpayment proposals and adopted an accommodating

monetary policy. Lower interest rates, in particular, would boost
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investment and increase employment in the capital goods industries. Care

would have to be taken not to lower interest rates to the point that

inflation reaches an unacceptably high level. Wisconsin would gain 44,000

additional jobs by 1990. Construction employment would be 11,000 higher

than under current policy, and manufacturers would employ an additional

28,000 persons. Further, total personal income would be 1.1 percent

higher compared to personal income under a continuation of current policy.

3. Balance of Payments

Wisconsin suffers heavily from the consequences of the federal budget

deficit, while receiving few of the economic benefits. Stimulative

increases in federal outlays are concentrated in defense procurement.

Because spending for defense is concentrated in other parts of the

country, Wisconsin industry receives procurement contracts worth far less

than the taxes state taxpayers contribute.

Federal tax and expenditure policy results in a sizeable balance of

payments loss to Wisconsin. For every dollar sent to Washington,

Wisconsin receives only 80 cents in return. In 1984, $3.6 billion was

lost to the state's economy due to the federal expenditure policy.

Annually, Wisconsin gains approximately $11 billion from federal

expenditures. If federal dollars were to be distributed on the basis of

population, Wisconsin would be entitled to more than $14 billion.

Wisconsin annually receives federal expenditures of $669 per capita below

the national average.
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Procurement for defense is the fastest growing area of the budget.

Wisconsin's annual procurement shortfall alone is about *2.2 billion.

Since 1981, this shortfall has grown by $1 billion. Wisconsin's annual

shortfall from defense procurement equals the total sales of three major

firms the size of A. 0. Smith Corporation or twenty moderate sized

companies like Badger Meter.

The importance of this defense procurement shortfall to the state's

economy cannot be overemphasized. We are not asking for more defense

spending, but for a fair share of the existing pot. Over the twelve

months through February, total industrial production in the U.S. grew less

than 3 percent but the defense and space category rose by 13.5 percent.

Procurement has become the federal government's biggest economic

development program- worth S83 billion per year. This spending is highly

concentrated geographically, rather than being spread nationally. Over 70

percent of defense procurement dollars are spent in just eleven states.

This concentration is even more dramatic in the area of Research and

Development. The Department of Defense funds 25 percent of all research

and development undertaken in the U.S. Over 80 percent of these R&D funds

are spent in just ten states. In both procurement and R&D, Wisconsin

ranks near the bottom. Examination of subcontracts does not alter the

picture. It's no wonder then that the areas of the country which have

received the greater share of defense procurement spending and defense

research and development expenditures are now experiencing the greatest

growth in high-tech firms, expanded employment, and entrepreneurial

spinoff of new business.
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CURRENT PROSPECTS

The current situation in Washington holds little comfort for improvement. The

President shows no intention of exerting the leadership necessary to come to

grips with the deficit. His original FFY 1986 budget failed to deal with the

deficit. Even the Senate GOP proposal was shot down by the President. The

President declared most every solution out of bounds and refused to look

beyond domestic cuts. That's not leadership; that's letting Reagan be Reagan.

Last week Congress finally passed a first budget resolution. If Congress

follows all the provisions, the deficit would fall to $181 billion in

FFY 1986. This is better than the projection of the *227 billion deficit

which would occur without action. However, under the resolution, the deficit

will remain at $161 billion in 1988. Congressional leaders are not satisfied

with the budget. It does not reduce the deficit by even half as much as the

target set in January. Some have even called the budget a "wimp" and "better

than no budget." It's up to Congress and the President to characterize the

budget agreement. But one thing is certain-the first resolution does not

accomplish the main goal set for it--reduction of the deficit.

This recent congressional action appears to make the eventual enactment of a

significant deficit reduction package ever more difficult.

Later in the Congressional session, I fear that Congress and the President

will try to divert public attention from their failure at deficit reduction by

pushing ahead with an ill designed plan for tax reform.
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Tax reform should be pursued. We all know the current federal tax system is

complex and inequitable. However, tax reform should be undertaken only after

the nation's fiscal house is in order.

First, bring revenue and expenditures into line and then, pursue tax reform.

This is the road we have just traveled in Wisconsin. Faced with a $304

million deficit in the spring of 1983 and a projection of several times that

in the future, Wisconsin government leaders took the tough action necessary to

constrain spending and raise needed revenues. Once the budget was brought

into balance, the Governor was able to successfuliy advance income tax reform

and rate reduction from a position of fiscal strength.

Rather than first establishing fiscal stability, the Reagan administration

proposes to finance income tax rate reductions on the backs of many state and

local taxpayers. Instead of true, broad-based tax reform, the current

proposal merely reallocates tax preferences among current winners and losers.

Wisconsin would be one of the major losers under this brand of federalism.

As you would suspect, our major concern lies with the proposal to repeal the

deduction for state and local taxes. This action would severely restrict the

ability of already pressed state and local governments to finance education

and human service programs. Beyond this, it would also exacerbate the

imbalance of payments which Wisconsin experiences by an additional $200-$300

million.
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RECOMMENDATIONS

Congress and the President need to act decisively to reduce the deficit.

Further delay makes an eventual solution far more difficult. Without needed

action, domestic programs will continue to be squeezed out and our economy

will continue to be sluggish.

States and localities are willing to share proportionately in the burden of

deficit reduction. Their willingness is expressed clearly by the resolution

adopted by the National Governor's Association in February of this year.

No area of the budget can be held sacred. Action is needed in four areas:

defense, entitlements, grants and other domestic expenditures, and revenues.

Defense

It is time to bite the bullet on defense procurement. Rather than financing

every proposed system, choices must be made. Congress and the administration

need to establish priorities and deauthorize lower priority systems. Recent

revelations concerning diversion of materials to hostile nations, lack of

inventory control, gross overcharges by contractors, and failure of

overdesigned weapon system leave little doubt that base cuts are possible.

Direct Payments to Individuals

Congress and the White House need to look beyond campaign promises and deal

directly with rapid increases in federal pension programs, including Social

Security. More serious consideration should be given to proposals, such as



665

the one by Speaker O'Neill to raise income taxes on the Social Security

benefits of higher income individuals. This would be an alternative to a one

year moratorium on COLAs. Representative O'Neill's proposal would raise

approximately $8.5 billion over three years but would affect only about 9

percent of the 36 million Social Security recipients.

Grants-In-Aid and Domestic Expenditures

Since 1981 states and localities have borne the brunt of reductions in federal

expenditures. Because deficit reduction is so crucial to economic growth

states should be willing to absorb the consequences of a freeze or

proportional restraint in federal assistance to non-entitlement programs as

part of a broad and serious effort at deficit reduction.

Revenue

It has become clear over the last several years that the deficit cannot be

brought into line without revenue increases. The tax reductions enacted in

1981 have clearly demonstrated that the stimulation to the economy resulting

from a tax cut is insufficient to offset revenue losses plus finance massive

military spending increases. Serious consideration should be given to any of

a number of revenue raising proposals, including biennial indexing, a cap or

freeze on tax preferences and the $5 per barrel tax on imported oil recently

proposed by Senate budget conferees.

CONCLUSION

The twin deficits-federal budget and foreign trade--loom as the greatest

threats to Wisconsin's economy. More than anything else the federal

government can do, action now to reduce these deficits would render the

greatest potential benefit to the citizens of Wisconsin.
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Representative OBEY. Mr. Ley, why don't you proceed to lay out
your analysis of what would happen to Wisconsin on the tax side
under the tax, so-called tax reform proposal which is being dis-
cussed in Washington right now.

STATEMENT OF MICHAEL LEY, SECRETARY, WISCONSIN
DEPARTMENT OF REVENUE

Mr. LEY. Chairman Obey, I really appreciate the opportunity to
be here and talk about this today.

At this point I would really like to commend you for your leader-
ship on this particular issue, specifically on the deductibility issue.
I want to say that the fine staff work that has been done in this
area to date by your staff and for your staff, I think, has greatly
assisted us in coming up with some more details of conclusions of
how it might affect Wisconsin residents.

You have asked that I comment in three particular areas: First,
how the Treasury-what is now called Treasury II would affect
Wisconsin families compared to other States; second, how the
President's proposal would affect important sectors of Wisconsin's
economy; and third, how the repeal of the State and local deduct-
ibility would affect individual families and provisions of State and
local government services.

The major theme of my comments here is that the President's
proposal is a badly flawed response to an extremely important na-
tional issue: The need for Federal tax reform. I say that as one
very, very much committed to Federal tax reform.

It is not an abstract commitment because I think we have evi-
dence here in the State of Wisconsin, having pulled it off, taken
care of a lot of the problems that were similar to the Federal Tax
Code, we have taken care of those of at the State level in the
reform proposal that the Governor proposed to the legislature and
the legislature adopted.

The details of the inequitable results of how this proposal would
affect Wisconsin are contained in this report, just recently complet-
ed by the Wisconsin Department of Revenue. I don't know that you
have had an opportunity to look at it in detail, but I would urge
that you do that. I invite you to call upon us, if we can be of help
in making the report clearer.

As I say, on balance, the President's plan is unfair to the people
and businesses of Wisconsin. It is supposedly a revenue-neutral pro-
posal where some-especially the business sector gets tax increases;
individuals get tax decreases.

But what this proposal does is, because of the nature of Wiscon-
sin's economy, in the tax increase area, those Wisconsin people,
businesses, will get more of a tax increase than other businesses in
other States. And on an individual side, where in balance the ad-
ministration is trying to sell us a tax reduction for individuals, it is
clear that Wisconsin residents do not share in the reduction.

Wisconsin taxpayers, such as middle-income earner families, low-
and middle-income itemizers, and middle-income elderly couples
will be harmed by sizable tax increases of this proposal. I will cite
some examples later.
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I want to point out that we are unable to precisely quantify the
drain of economic resources from Wisconsin which would occur if
this proposal were enacted without fundamental revision.

Neither we nor the Treasury Department have the necessary
data base to calculate the State-by-State tax shifting that will go
on. However, I think the data in the report that the revenue de-
partment just finished together with the analysis released by the
respected, nonpartisan ACIR, suggests that the magnitude would
be large enough to be detrimental to Wisconsin's economy.

There are many problems with the President's proposal that you
and your staff have identified. The fact that it would add to the
Federal budget deficit, I think, is really tragic. You understand
how the nature of the deficit, high interest rates, strong dollar, is
sapping Wisconsin's economy.

I want to focus my remarks on the central problem of the Presi-
dent's proposal, and that is, it fails to accomplish the goal that the
public wants and deserves most from tax reform. That is fairness.

We need to get a higher degree of fairness in our system. Polls,
scientific sampling polls done for the IRS show that 80 percent of
those interviewed believe that the current tax system benefits the
rich and that it is unfair to the ordinary man or woman. That is a
very serious problem.

I think to the extent that the perceived fairness of our system
exists, I think compliance and adherence to a self-assessment
system is seriously jeopardized. Roscoe Egger, the IRS Commission-
er, has spoken out on that, that our system is taken less seriously
each year. I can attest, as secretary of revenue in Wisconsin, that
the kind of things that people are attempting to get away with
really clearly show a lack of perceived fairness in our system.

As we all know, tax avoidance has become a national pastime
and voluntary compliance by taxpayers is undermined when they
observe a complex system which offers tax avoidance opportunities
to wealthy individuals and profitable companies that have the ben-
efits of sophisticated tax advice.

I would like to just spend a couple of minutes talking about Wis-
consin's experience with tax reform because I think it is in marked
contrast to the approach that I see the President taking.

Fair and fundamental tax reform is possible if our political lead-
ers lead. As you know, the Governor proposed a bold comprehen-
sive income tax reform plan as part of the biennial budget. I am
proud to have played a part in that effort and in shaping that
reform proposal.

The Wisconsin tax system contained many of the same inequities
found in the current Federal system. A whole host of exclusions,
from income tax credits and itemized deductions, made tax liabil-
ities lower for some taxpayers than for others with the same ability
to pay.

The tax reform proposal, as passed, had the following provisions:
An 8 percent ongoing tax cut, a 21 percent reduction in the top
rate, a reduction in the number of brackets from eight to four. And
importantly, I think it is often overlooked, an innovative sliding
scale standard deduction designed to protect the progressivity of
our current system. That is the ability to pay--

Representative OBEY. Explain that.

57-425 0-86-22
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Mr. LEY. Right now we have a flat rate standard deduction under
the Wisconsin tax code of $2,300 for a single person, $3,400 for a
married couple.

Under the proposal as passed, the married couple standard de-
duction will be, for lower taxpayers will be $7,200 in contrast to the
$3,400. As one's income rises, the amount of that standard deduc-
tion decreases to the point where one's income, joint income, is
over $7,500 on a joint return. The standard deduction becomes zero.
So it is a sliding scale standard deduction.

The program was designed to give tax relief at the upper end of
the middle- and upper-income levels through reduction in rates,
but then at the lower and part of the middle-income level we
wanted to get relief there and keep progressivity. So the sliding
scale standard deduction was introduced to keep the system fair. So
in summary that is how it works.

They came up with a 5 percent credit based on a narrowed and
limited list of itemized deductions in excess of the standard deduc-
tion. That is similar to an idea contained in the Bradley-Gephardt
proposal whereby the benefit of deductions is the same for every-
body and people with high incomes do not get a disproportionate
benefit as is now the case.

Also in the plan was a significant base broadening through the
repeal of 16 exclusions, credits and itemized deductions. The tax-
free income levels were increased for all income categories.

What that meant was that 100,000 tax filers that are now paying
taxes will not have to pay taxes under the new reform .proposal.

So only 11 percent of all taxpayers will use the itemized credit
compared to 40 percent who might itemize for Federal purposes
and 20 percent who itemized under previous Wisconsin law.

The reason I mention all this is that it is important to point out
the differences in the Governors's approach to tax reform and the
President's approach to tax reform. The Governor took a pure ap-
proach politically by recommending elimination of all itemized de-
ductions, many exclusions and most income tax credit.

This bold strategy gave the legislature room to actively partici-
pate in the tax reform effort and still produce a strong reform
package.

Overall I believe that Wisconsin's experience demonstrates that
fundamental tax reform can overcome political hurdles if the plan
is designed to be equitable.

As I say, the problem with the President's proposal is equity, un-
fairness. I see two problems with that proposal. First of all, it gives
special treatment to certain interest groups; and second, the prob-
lem of State and local tax deductibility.

Let me go through those. The President's plan doesn't have the
necessary element of success because of those two features. Gover-
nor Earl placed all of the deductions on equal ground.

I could use an analogy as far as the President's proposal. I think
it is like dealing with 10-year-old twins where their dentist report-
ed some major problems with tooth decay and a major part of the
solution was to cut out sweets. Imagine the problems you would en-
counter if you took candy from one without treating the other the
same way. You would find screams of fairness and favoritism
heard.
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This proposal has produced many screaming twins. The Presi-
dent has made selective decisions about retaining tax preferences
for certain industries. One of the best examples is the oil and gas
industry.

The original treasury plan of Don Regan would have eliminated
this industry's tax breaks. However, the oil and gas industry was
able to convince the administration to retain most of their tax
privileges. This is expected to result in increased earnings for
major oil companies, according to several analyses that I have seen.
And right now they pay taxes of only 8.4 percent of pretax profits
in 1984.

Because the President caved in to some special interest groups,
each group whose benefits were eliminated will feel it is being un-
justly discriminated against.

In Wisconsin it was very difficult to present to the legislature a
tax plan that treated all groups alike. Yet in the long run, I am
convinced that we achieved more reform because the Governor
showed no favoritism in coming in with this proposal.

It couldn't be said that he was leaving this alone or that alone.
He went at them all and yet gave the legislature room to operate.

The second problem is the total elimination of the deduction for
State and local taxes. I think that is a major problem. Stated
simply, it is not sound tax policy for the Federal Government to
take. It reduces the ability of States to raise revenues needed to
support government services at a time when Federal support is
being cut back.

In addition, no provision in the tax reform here at the State level
had such a devastating effect on one part of the State over another
part of the State. If the President had proposed eliminating the de-
duction for all consumer interests, it would most likely have had
the same effect on every part of the country.

However, because the proposed elimination of the deduction for
State and local taxes has strong regional implications, it increases
inequities in the present system.

One of the reasons we undertook this tax reform was to improve
the business climate in Wisconsin. Our efforts to improve Wiscon-
sin's competitiveness in my judgment would be seriously under-
mined by the President's proposal to eliminate this particular de-
duction while retaining most other itemized deductions.

According to the ACIR, the loss of that deduction in isolation
from rate reduction would mean a tax increase for Wisconsin citi-
zens of $820 million. You cited that.

Representative OBEY. It would mean a reduction-I mean, it
would mean a loss of how much?

Mr. LEY. $820 million.
But if you then take into account the reduction in the rates, that

brings the loss down to $238 million. I need to be careful, and I
think I urge you to be careful not to oversimplify the use of that
$238 million because that number would probably be even further
reduced given other effects of the President's proposal.

No matter how it comes out, we can be certain that Wisconsin
residents would pay a higher share of total Federal taxes because
of the repeal of this deduction. There is just no way of getting
around that.
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I would be careful in and urge you to be careful to not use in a
simplified way that $238 million figure.

As I think you know, all States will be adversely affected by the
repeal of the deduction, but some States with the following charac-
teristics will be heavily affected by the proposal. There are basical-
ly five characteristics:

The first one is, States that have no natural resource tax base to
export taxes to consumers in other States.

Second, States whose business taxes are relatively low in an
effort to attract and retain business and which rely more heavily
on the personal income tax.

Third, States that have a commitment to the progressive income
taxation. That is, an ability to pay basis.

Fourth, States with mature economies that require above aver-
age support for services.

And fifth, States which place a high priority on education.
Wisconsin fits all of those five categories. As a result our resi-

dents would bear a disproportionate share of the impact of elimi-
nating deductibility. I don't think that it is correct to categorize
this issue as high spending States whining about a deduction from
which only they benefit. The proponents of repeal ignore the
higher cost of providing for the needs of urban areas and operating
quality schools.

Also it should be noted that the tax-spending correlation is far
from perfect. Because of tax exporting, some low personal income
tax States have above-average per capita spending levels.

The timing of this couldn't be worse. At the same time that cuts
in domestic spending are coming about, forcing States to pick up a
greater share, here the Federal Government is really taking away
the capability of States to respond to that need.

I would like to now turn to the impact of the so-called Treasury
II on Wisconsin taxpayers, first from a personal income tax stand-
point on individuals, and then I will wrap it up by talking about its
effect on corporate Wisconsin.

It is clear that the plan benefits people at the two extremes of
the income scale: the richest and the poorest. By and large that
conclusion is supported by the data in our study because of the
flaws we have talked about. Major classes of taxpayers would re-
ceive a tax increase.

I would like to give you some examples, if I could.
Married, two-earner couples with no dependents, low- and

middle-income itemizers and middle-income senior citizens are
three groups which are treated particularly poorly in Wisconsin
under Treasury II. The following table provides a brief overview of
Treasury II's impact on these groups.

The first example is of an elderly single person itemizing, owns
own home, income of $20,000, $376 tax increase. That is a 50 per-
cent increase.

The second example, a $25,000 family, one-earner, itemizer, owns
home, almost a $300 increase. That is about 13 percent.

The third example is a two-earner married couple, with incomes
split 65/35, own their own home, itemize, $30,000 income. Almost a
$400 increase in taxes, 14 percent increase.
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And the last example, a $50,000 family, again an itemizer, almost
a $700 increase in taxes, almost an 11 percent increase.

The middle-income elderly face the most serious negative im-
pacts of the tax plan. Single elderly tax filers who use the standard
deduction would tend to experience a tax decrease.

I think it is fair to say that those who take the standard deduc-
tion would likely be the beneficiaries of this.

However, we in Wisconsin are 40 percent people who take item-
ized deductions, and within that 40 percent I think we see the most
serious problems of this proposal. The examples that we use reflect
actual average income and expense profiles for Wisconsin taxpay-
ers. We took it from an 1983 scientific sample of Wisconsin tax re-
turns.

There are some in those income classes who have higher deduc-
tions and some who have lower deductions. But these are actual
averages.

Let me wrap this up by talking about the effect of this proposal
on Wisconsin corporate taxpayers.

Several Wisconsin industries would be adversely affected by the
President's corporate tax plan. In our analysis of the Treasury
plan's impact on the Wisconsin corporate sector, we have conduct-
ed extensive interviews with corporate tax managers of leading
Wisconsin firms. These discussions are outlined in the second sec-
tion of the report submitted to you today.

After reading the report carefully, I believe that you will draw
the same conclusion that I did-there is more bad news than good
news for Wisconsin business in the tax plan.

Wisconsin relies heavily on a mature manufacturing sector for a
disproportionately high share of its employment. Regaining lost
competitiveness or insuring continued competitiveness requires
large capital outlays. The loss of the investment tax credit, com-
bined with the recapture tax on ACRS depreciation from past plant
and equipment outlays, are the largest blows to Wisconsin's manu-
facturing sector, for example, the machinery production and paper
industries.

I would like to go through and give you some thumbnail sketches
of how some industries are affected.

A major paper company expects its tax liability to increase by
400 percent. Nearly half of that increase is due to the recapture
tax on prior year depreciation. The rest is accounted through the
loss of the investment tax credit.

A manufacturer of heavy equipment and machinery reports that
the windfall tax will produce a $14 to $15 million loss. The recap-
ture tax accounts for the losses in that area.

A leading printing company will lose-printing is really a comer
in Wisconsin's economy, a lot of our job growth is in the printing
industry, a leading one of those will lose approximately $3 million
due to the loss of the investment tax credit.

One paper company's loss of the ITC is offset by the rate reduc-
tion, but the recapture tax provision results in a loss of $50 million
over 3 years.

A major manufacturer of consumer products with a significant
overseas investment estimates that the new limitations on foreign
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tax credits will increase tax costs on these operations by $10 mil-
lion a year.

It appears that the insurance industry, another major employee
in Wisconsin, would be negatively affected.

Sentry, Wausau Insurance, and Northwestern Mutual are names
known worldwide whose headquarters are based in Wisconsin. Al-
though classified as a service sector industry, the insurance sector
is a key example of a successful Wisconsin traded business. A
traded business is defined as any business that provides goods and
services which are exported to other States and countries. Traded
businesses are of particular value to their home States because the
wealth generated by the traded business has a multiplier effect. It
stimulates the sale of local goods and services.

Our analysis of the insurance sector shows that the tax plan
would hurt insurance companies through limiting the reserves that
companies can set aside to pay future claims. Several provisions in
Treasury II would also have the effect of decreasing the attractive-
ness of insurance products to consumers-including cash-value life
insurance, deferred annuities, and group health insurance.

I have tried to give you a reasonably brief overview of the impact
of Treasury II on Wisconsin. Tax reform is a difficult process. In
Wisconsin, we are sensitive to this fact. Nonetheless, it is impor-
tant that at the beginning of the process, decisions aren't made
that protect certain interest groups at the expense of other groups.
This is a strong concern and examples of such favoritism in the
President's proposals are prevalent.

The July 29 issue of Business Week provided evidence that the
general public perceives the same problems with the President's
plan. Congressman Russo of Illinois held a tax forum on the Treas-
ury II and said, "They"-his constituents-"knew about the special
breaks the President had given to the oil companies and to the
wealthy and they were burning."

As Congress proceeds with the important task of tax reform, I
trust that many of you will come to the same conclusion that I
have reached. Treasury II is not a satisfactory blueprint for equita-
ble tax reform. I hope that my testimony has helped to focus upon
the fundamental flaws of the President's plan. Tax reform must
treat the people and businesses of all of the 50 States fairly. I don't
think this proposal does.

Thank you.
Representative OBEY. Thank you.
[The prepared statement of Mr. Ley and a report entitled "The

Impact of the President's Proposed Tax Plan on Wisconsin Taxpay-
ers" follow:]
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PREPARED SrATEMENT OF MICHAEL LEY

INTRODUCTION

Honorable Chairpersons, members of the committee, I appreciate this opportunity

to appear before you on the issue of federal tax reform. For the record, my

name is Michael Ley, I am Secretary of the Wisconsin Department of Revenue. I

am here this morning to comment on the President's Income Tax proposal--other-

wise known as Treasury I.

I believe that Treasury II is a badly-flawed response to an extremely important

national issue: the need for federal tax reform. That need is fundamental and

is recognized by many people. Reams of data and opinion polls point to the fact

that our citizens want and need tax reform.

The inequitable results of this proposal are documented in the report prepared

by the Wisconsin Department of Revenue. You have not had an opportunity to read

this report; I invite you to do so and to call upon me and my staff at any time

to discuss the contents of the report in detail. I will present the highlights

of the report to you today.

On balance, the President's plan is unfair to the people and businesses of Wis-

consin. Our analysis strongly suggests that corporations doing business in Wis-

consin would pay a disproportionately greater share of the President's proposed

corporate tax increase, while Wisconsin residents would receive less than their

fair share of the proposed individual income tax reduction. Furthermore, many
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Wisconsin taxpayers--such as middle-income two-earner families and middle-income

elderly couples--will be harmed by sizable tax increases.

For example, a married, one-earner couple who owns their own home, with no

dependents in the $25,000 Adjusted Gross Income (AGI) category will experience a

tax increase of $292 or 13%. An elderly married couple in the $25,000 AGI

category who owns their own home would receive a tax increase of $182 or 190%.

I must point out that we are unable to precisely quantify the drain of economic

resources from Wisconsin which would occur if this proposal were enacted without

fundamental revision. Neither we nor the Treasury Department have the necessary

data base to calculate the state-by-state tax shifting which would result from

the current plan. However, the data in this report, together with the analysis

released by the respected, nonpartisan Advisory Committee on Intergovernmental

Relations (ACIR), suggests that the magnitude would be large enough to be detri-

mental to our state economy.

There are many problems with the President's proposal that have already been

identified. For example, the apparent fact that the President's tax proposal

would add to the federal budget deficit is tragic. The members of this commit-

tee understand that the federal deficit--and the attendant high interest rates

and strong dollar--is sapping the present and future productive capacity of key

sectors of the U.S. economy--manufacturing, agriculture and mining. I am deeply

concerned that this tax proposal, by failing to accomplish revenue neutrality,

would worsen the deficit situation. However, I will focus my remarks on the

central problem with the President's proposal: it fails to accomplish the goal

that the public wants and deserves most from tax reform--fairness.
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NEED FOR TAX REFORM

In 1984, the Internal Revenue Service commissioned the consulting firm of

Yankelovich, Skelly and White to do a poll of taxpayer attitudes. The firm

interviewed over 2,000 taxpayers and what these people told us about our tax

system is troubling. The most telling result of the poll was this: 80% percent

of those interviewed believed that the current tax system benefits the rich and

is unfair to the ordinary man or woman.

There are several reasons that comprehensive tax reform is needed now. Most

important of those reasons is the decline in voluntary compliance. The founders

of this nation demonstrated that taxation cannot work without the cooperation of

those who are taxed. No amount of coercion will produce needed tax revenues if

citizens feel the tax system is fundamentally unfair.

Roscoe Egger, Jr., Commissioner of the Internal Revenue Service, cites the fact

that voluntary compliance--the cornerstone of our tax system--appears to be

taken less seriously by our citizens each year. Egger indicates that 1981 IRS

figures show that Americans failed to pay $90 billion in taxes they owed to the

federal government. The IRS study that I spoke of earlier revealed that 38% of

those surveyed agreed with the statement, "Since a lot of rich people pay no

taxes at all, if someone like me underpays, it is no big deal.'

Tax avoidance has become a national pastime. Voluntary compliance by taxpayers

is undermined when they observe a complex system, which offers tax avoidance

opportunities to wealthy individuals and profitable companies with sophisticated

tax advice.
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WISCONSIN'S EXPERIENCE WITH TAX REFORM

Fair and fundamental tax reform is possible if our political leaders have the

intestinal fortitude to lead. As some committee members may know, Wisconsin

Governor Anthony Earl proposed a bold, comprehensive income tax reduction and

reform plan as part of his biennial budget.

The Wisconsin tax system contained many of the same inequities found in the

current federal system. A myriad of exclusions from income, tax credits and

itemized deductions made tax liabilities lower for some taxpayers than for

others with the same ability to pay.

The tax reform plan passed by the Legislature and scheduled to take effect in

tax year 1986, differed somewhat from the Governor's original proposal but the

Legislature held firmly to the principles of tax reform. The following provisions

were part of our final package:

-- An 8X ongoing tax cut.

-- A 21% reduction in our top tax rate.

-- A reduction in the number of brackets from eight to four. -

-- An innovative sliding scale standard deduction designed to protect the progres-

sivity of our current system.

-- A five percent credit based on a narrowed and limited list of itemized de-

ductions in excess of the standard deduction.
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-- Significant base broadening through the repeal of 16 exclusions, credits and

itemized deductions.

-- Tax-free income levels increased for all income categories.

-- Only 11% of all taxpayers will use the itemized credit, compared to 40% who

itemize for federal purposes and 20% who itemized under previous Wisconsin

law.

At this juncture it Is important to point out the differences in Governor Earl's

approach to tax reform and the President's approach to tax reform. The Governor

took a pure approach politically by recommending elimination of all itemized

deductions, many exclusions and most income tax credits. This bold strategy

gave the Legislature room to actively participate in the tax reform effort and

still produce a strong reform package.

Overall, I believe that Wisconsin's experience demonstrates that fundamental tax

reform can overcome political hurdles if the plan is designed to be equitable.

PROBLEMS WITH TREASURY 11

I have spent some time discussing Wisconsin's experience with tax reform because

I believe it is instructive to examine a successful effort in this area. The

President's plan does not appear to have the necessary elements of success.

It is clear that Treasury II has lost ground when compared to Treasury I. When

describing Wisconsin's reform plan, I made clear the importance of placing all

provisions on equal ground. A simple analogy would be dealing with ten-year-old
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twins where their dentist reported some major problems with tooth decay and the

major part of the solution was to cut out sweets. Imagine the problems you

would encounter if you took candy from one without treating the other the same

way. Screams of unfairness and favoritism would be heard.

In effect the President's approach to tax reform has produced many screaming

twins. The President has made selective decisions about retaining tax prefer-

ences for certain industries. One of the best examples is the oil and gas in-

dustry. The original Treasury plan would have eliminated this industry's tax

breaks. However, the oil and gas industry retained most of their tax privileges

in Treasury II. This is expected to result in increased earnings for major oil

companies according to an analysis printed in the Wall Street Journal. A Busi-

nessWeek study, released in its June 10, 1985, issue, noted that major compa-

nies in the oil and gas industry paid average U.S. taxes of only 8.4% of

pretax profits in 1984.

Because the President caved in to some special interest groups, each group whose

benefits were eliminated will feel it is being unjustly discriminated against.

Referring again to our experience, in retrospect, it was very difficult to

present to the Legislature a tax plan that treated all groups alike. Yet, in

the long run I'm convinced that we achieved more reform because the Governor

showed no favoritism.

Along with the special treatment given to some interest groups, the total elimi-

nation of the deduction for state and local taxes is a major problem with the

President's proposal. Stated simply it is not sound tax policy for the federal

government to tax state and local taxes. It reduces the ability of states to
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raise revenues needed to support government services at a time when federal sup-

port is being cut back.

In addition, no provision in our tax reform plan had such a devastating effect

on one part of the state over another part of the state. If the President had

proposed eliminating the deduction for all consumer interest, it would most

likely have the same effect on every part of the country. However, because the

proposed elimination of the deduction for state and local taxes has strong re-

gional implications, it increases inequities in the federal fiscal system.

One of the leading reasons that the administration in Wisconsin undertook the

effort of tax reform was that we are concerned about our business climate. We

reduced our reliance on personal income taxes as a component of our tax mix in

an effort to attract businesses.

Our efforts to improve Wisconsin's competitiveness would be undermined by the

President's proposal to eliminate this particular deduction, while retaining

most other itemized deductions. According to the ACIR, the repeal of this de-

duction in isolation would result in a federal tax increase for Wisconsin citi-

zens of $820 million. I realize that there are offsetting tax benefits in

Treasury II. The most objective way to analyze the aggregate effect of this

proposal is to assume revenue neutrality. Our analysis using ACIR data shows

that even when rates are reduced to offset the revenue gain from eliminating the

deduction, Wisconsin residents would have their federal taxes increased by $238

million per year. This potential tax increase is mitigated by other features
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of the President's plan; however we can be certain that Wisconsin residents

would pay a higher share of total federal taxes because of the repeal of this

deduction.

All states will be adversely affected by the repeal of this deduction, but some

states will suffer disproportionately. Specifically, any state that has the

following characteristics can expect to be heavily affected by the repeal:

a. States that have no natural resource tax base to export taxes to consumers

in other states.

b. States whose business taxes are relatively low (in an effort to attract and

retain business) and which rely more heavily on the personal income tax.

c. States that have a commitment to progressive income taxation.

d. States with mature economies that require above average support for

services.

e. States which place a high priority upon education.

Because Wisconsin fits each of these categories, our residents would bear a dis-

proportionate share of the impact of eliminating deductibility.

It Is incorrect to categorize this issue as high-spending states whining about a

deduction from which only they benefit. The proponents of repeal ignore the

higher costs of providing for the needs of urban areas and operating quality

schools. In addition, it should be noted that the tax-spending correlation is

far from perfect. Because of tax exporting, some low personal income tax states

have above-average per capita spending levels.
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Finally, it should be noted that the repeal of the state and local tax deduction

would be coming at the same time funding for several federal programs is being

phased out. More and more, the federal government is directing states to be

responsible for services. Yet, the degree to which state and local taxpayers

could shoulder the burden for that increased responsibility would be limited by

the repeal of this deduction.

IMPACT OF TREASURY II ON WISCONSIN TAXPAYERS--PERSONAL INCOME TAXES

Since Treasury II was introduced by the President in late May, my Department has

been in the process of analyzing the effect of the tax code changes on Wisconsin

taxpayers. It has been reported in the popular press that the plan benefits

people at the two extremes of the income scale--the richest and the poorest. By

and large, that conclusion is supported by our data. Thus, because of flaws in

the President's proposal, major classes of taxpayers would receive tax

increases.

Let me spend some time explaining the conclusions of our analysis. From the

onset I'd like to make clear that the examples represent the impact of Trea-

sury II on hypothetical taxpayers at various income levels. It is based on data

from our 1983 Wisconsin Tax Model which is a scientific sample of Wisconsin in-

come tax returns. The Information represents average deduction and credit

amounts for various income classes.

Married, two-earner couples with no dependents, low and middle-income itemizers

and middle-income senior citizens are three groups which are treated particu-

larly poorly in Wisconsin under Treasury II. The following table provides a

brief overview of Treasury II's impact on these groups.
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Taxpayer Profile

1. Elderly single
person, itemize,
own home, zero
dependents.

2. One-earner item-
izer, own home,
no dependents.

3. Two-earner married
couple, 65-35%
income split,
itemize, own home,
no dependents.

4. Two-earner married
couple, 65-35%
income split,
itemize, own home,
no dependents.

Income
Class

$20,000

Current
Tax Law

$750

Treasury
II Tax

$1,126

Change
in Tax

Liability

$376

$25,000 $2,240 $2,532 $292

$30,000 $2,796 $3,193 $397

$50,000 $6,598 $7,295 $697

The middle-income elderly face the most serious negative impacts of the tax

plan. Single elderly taxfilers who use the standard deduction would tend to

experience a tax decrease. But, single elderly taxfilers who itemize would

with average deductions and credits experience steep tax increases ranging be-

tween 20% and 50%. For the married elderly the results are the same but the in-

creases are even steeper, ranging between 55% and 190%.

Married, one-earner couples in the $25,000 AGI category with no children who own

their own home and itemize would face a tax increase of $292. This represents a

13% increase over current law. The average taxpayer with this profile would

begin to see a tax decrease at the $75,000 AGI level.

Percent
Change
in Tax

50.1%

13.0%

14.2%

10.6%
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Married, two-earner couples with no children would benefit from reduced rates,

but they lose the value of the married two-earner deduction and the itemized

deduction for state and local taxes. At the $30,000 AGI level, such households

would see their taxes grow by $397 or a tax increase of 14.2%. The average tax-

payer in this class would see an increase until the $75,000 AGI category. This

AGI category would experience a tax decrease of $263 or 1.9%.

The final profile is that of a two-earner, no dependents couple in the $50,000

AGI category. They own their own home. This couple will experience an increase

of $697 or 10.6%. As with the other taxpayer profiles, taxpayers in this cate-

gory with incomes over $75,000 will begin to experience a tax decrease.

These examples, which reflect actual average income and expense profiles for

Wisconsin taxpayers, clearly demonstrate that the President's plan fails the

test of fairness.

IMPACT OF TREASURY II ON WISCONSIN TAXPAYERS--CORPORATE INCOME TAXES

Several Wisconsin industries would be adversely affected by the President's cor-

porate tax plan. In our analysis of the Treasury plan's impact on the Wisconsin

corporate sector, we have conducted extensive interviews with corporate tax man-

agers of leading Wisconsin firms. These discussions are outl4ned in the second

section of the report submitted to you today. After reading the report care-

fully, I believe that you'll draw the same conclusion that I did--there is more

bad news than good news for Wisconsin business in the tax plan.

Wisconsin relies heavily on a mature manufacturing sector for a disproportion-

ately high share of its employment. Regaining lost competitiveness or insuring
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continued competitiveness, requires large capital outlays. The loss of the in-

vestment tax credit combined with the recapture tax on ACRS depreciation from

past plant and equipment outlays are the largest blows to Wisconsin's manufac-

turing sector, for example, the machinery production and paper industries.

I would like to give you some thumbnail sketches of how some Wisconsin indus-

tries are affected. These tax situations are based on information from our con-

versations with Wisconsin tax managers.

-- A major paper company expects its tax liability to increase by 400%. Nearly

half of the increase is due to the recapture tax on prior year's deprecia-

tion. The remainder is accounted for through the loss of the investment tax

credit and changes to the accelerated depreciation schedules.

-- A manufacturer of heavy equipment and machinery reports that the windfall

tax will produce a $14 to $15 million loss. The recapture tax accounts for

losses among several industries.

-- A leading printing company will lose approximately $3 million due to loss of

the investment tax credit.

-- For another paper company, the loss of the investment tax credit is offset

by the rate reduction, but the recapture tax provisions results in a loss of

$50 million over three years.

-- A major manufacturer of consumer products with significant overseas invest-

ments estimates that the new limitations on foreign tax credits will in-

crease tax costs on these operations by $10 million a year.
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As I stated at the beginning of my remarks, it is important to note that the

capital intensive industries are generally not performing well on world markets.

One of the primary factors of this poor performance is the strong dollar. Most

economists believe that the huge and growing federal deficit is responsible for

the dollar's strength. Although Treasury II has been touted as being revenue

neutral, recent reports indicate that the net effect may be growing deficits in

1990 and beyond. Revenue neutrality is not the focus of my remarks today. But,

to further increase the deficit would only exacerbate efforts of our capital

intensive sector to become competitive on worldwide markets.

In addition to the negative impact of the plan on our capital intensive in-

dustries, it appears that the insurance industry, another major employer in

Wisconsin, would be negatively affected. Sentry, Wausau Insurance, and North-

western Mutual are names known worldwide whose headquarters are based in Wiscon-

sin. Although classified as a service sector industry, the insurance sector is

a key example of a successful Wisconsin "traded business." A traded business is

defined as any business that provides goods and services which are exported to

other states and countries. Traded businesses are of particular value to their

home states because the wealth generated by the traded business has a multiplier

effect; it stimulates the sale of local goods and services.

Our analysis of the insurance sector shows that the tax plan.would hurt insur-

ance companies through limiting the reserves that companies can set aside to pay

future claims. Several provisions in Treasury II would also have the effect of

decreasing the attractiveness of insurance products to consumers--including

cash-value life insurance, deferred annuities and group health insurance.
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The need to equalize effective tax rates among industries is a goal toward which

we should be working. And, in the context of a fair tax plan these differential

impacts on particular industries would be a lesser concern. However, in the

context of Treasury II, they raise important fairness issues. The research we

have done suggests that the cumulative impact of selective retention or repeal

of corporate tax preferences on a state like Wisconsin is likely to be negative,

even though some sectors will benefit. This would compound the serious damage

to the Wisconsin economy which would result from repeal of the deduction for

state and local taxes.

CONCLUSION

I've tried to give you a reasonably brief overview of the impact of Treasury II

on Wisconsin. Tax reform is a difficult process. In Wisconsin we are sensitive

to this fact. Nonetheless, it is important that at the beginning of the pro-

cess, that decisions aren't made that protect certain interest groups at the

expense of other groups. This is a strong concern and examples of such favorit-

ism in Treasury II are prevalent.

The July 29th issue of BusinessWeek provided evidence that the general public

perceives the same problems with the President's plan. Congressman Russo of

Illinois held a tax forum on the Treasury II and said, "They (his constituents)

knew about the special breaks the President had given to the oil companies and

to the wealthy and they were burning."

As Congress proceeds with the important task of tax reform, I trust that many of

you will come to the same conclusion that I have reached. Treasury II is not a

satisfactory blueprint for equitable tax reform. I hope that my testimony has

helped to focus upon the fundamental flaws of the President's plan. Tax reform

must treat the people and businesses of all of the 50 states fairly.
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I. EXECUTIVE SUMMARY

A. Purpose of the Study

The purpose of this study is to provide Wisconsin citizens and representa-
tives with an objective analysis of the impact of the President's tax propo-
sal on Wisconsin taxpayers, both corporate and individual.

B. Methodology

It is not possible to calculate the aggregate impact of the plan on Wiscon-
sin taxpayers because neither the Treasury nor the Department of Revenue
possesses all the necessary data bases for individual states. However, for
the individual income tax analysis, we have used the hypothetical taxpayer
approach. The deduction and credit assumptions used in the examples reflect
actual average deduction and credit amounts for various income classes, and
are derived from the 1983 Wisconsin Tax Model, a scientifically designed
sample of Wisconsin tax returns for the tax year 1983.

The corporate analysis is based on extensive interviews with tax managers of
leading Wisconsin companies in key industries.

C. Major Findings

1. Individual Income Taxpayers

Under the President's plan, total personal income taxes are reduced and
total corporate income taxes are increased on a national basis. If the
personal income tax reduction were spread uniformly across the 50
states, Wisconsin residents would expect to realize a significant re-
duction in federal income tax liability. However, the proposed repeal
of the deduction for state and local taxes will result in Wisconsin
residents paying a higher share of total federal taxes. The net de-
crease or increase in federal taxes paid by Wisconsin residents as a
result of the President's plan cannot be calculated because of the lack
of data noted above. However, it is possible to estimate the magnitude
of the tax shift for Wisconsin which would occur as a result of the
repeal of the state/local deduction.

According to estimates prepared by the Advisory Commission of Intergov-
ernmental Relations, based on 1984 data, the repeal of the state/local
tax deduction, without any offsetting tax law changes, would increase
taxes paid by Wisconsin taxpayers by an additional $820 million. The
most objective way to analyze the aggregate effect of this proposal is
to assume revenue neutrality. Our analysis using the ACIR data shows
that even when rates were reduced to offset the revenue gain from elimi-
nating the deduction, Wisconsin residents would have their federal taxes
increased by $238 million per year from repeal of the deduction. This
is not intended as an estimate of the net effect of the total proposal.
However, it indicates that a significant shift in the federal tax burden
would increase the share of total federal income taxes paid by Wisconsin
residents. States benefitting the most from this proposal are those
with natural resource bases that export their state taxes to consumers
in other states.
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While many individuals would benefit under the plan, especially those
who currently use the standard deduction, certain types of taxpayers
tend to be harmed. Middle income two-earner couples with no dependents,
low and middle income itemizers, and middle-income elderly taxpayers are
three groups which fare poorly in Wisconsin under the President's tax
plan.

In general, low income taxpayers who take the standard deduction and
high income taxpayers--regardless of their age, marital status, and
whether they itemize or take the standard deduction--derive the greatest
benefits from the tax plan. In the case of low income taxpayers, the
larger personal exemptions and zero bracket amounts account for the tax
decrease, while for high income taxpayers, the reduction in tax rates is
more than sufficient to offset the adverse effects of the elimination of
state and local tax deductions and limitations on other itemized
deductions.

However, low and middle income itemizers are generally worse off. These
groups do not benefit as much from the rate reduction and are adversely
affected by the repeal of state and local tax deductions.

In addition, married two-earner couples fare relatively poorly, espe-
cially if they itemize and have no dependents. The loss of both the
married couples deduction (which is equal to 10% of the earnings of the
lower earning spouse, subject to a maximum deduction of $3,000) and the
state/local tax deduction is not adequately compensated by the lower
rates and increased personal exemptions.

Even with 2 dependents, the average married two-earner couple who item-
izes and is a homeowner faces a tax increase.

The middle-income elderly face the most serious negative impacts of the
tax plan. Single elderly taxfilers who use the standard deduction would
tend to experience a tax decrease. But, single elderly taxfilers who
itemize would with average deductions and credits experience steep tax
increases ranging between 20% and 50%. For the married elderly the re-
sults are the same but the increases are even steeper, ranging between
55% and 190%. These results stem from the loss of the additional per-
sonal exemption for the elderly. For a married elderly couple, the ex-
emption amounts under current law total $4,320. Under the President's
tax plan the amount is $320 less. In combination with the loss of the
state/local tax deduction, it is not surprising that the President's tax
plan results in such steep tax increases for the married elderly couple
who itemizes.

2. Corporate Taxpayers

Key industries in Wisconsin which produce traded goods and services, are
especially harmed by the corporate tax provisions of the President's tax
plan.

Wisconsin relies heavily on a mature manufacturing sector for a dispro-
portionately high share. of its employment. Employment in the manufac-
turing sector accounts for 26% of the state's total non-farm employment.
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This compares with 20.5% for the U.S. The loss of the investment tax
credit (ITC) combined with the recapture tax on ACRS depreciation from
past plant and equipment outlays are the largest blows to Wisconsin's
manufacturing sector, for example, the machinery, printing, and paper
industries.

Machinery manufacturing represents a critical segment of the state's
economy employing almost 145,000 state residents comprising 30% of total
manufacturing jobs. Besides being adversely affected by the loss of ITC
and ACRS and the recapture tax, firms that have significant overseas
operations would be hurt by the restrictions on foreign tax credits.

The printing industry has been one of the bright spots in Wisconsin's
economic picture over the last few years. Responsible for 7.3% of the
state's manufacturing jobs, employment in the printing industry grew by
nearly 8% in 1984 and is expected to grow at an average rate of 3.1%
over the next 3 years. The President's tax plan will in effect penalize
firms in this industry that have been aggressively investing over the
last few years. For them, the loss of the investment tax credit and the
depreciation changes more than offset the benefits of rate reduction,
and the recapture tax further add., to the increased liability.

The paper industry in Wisconsin accounts for about 9% of total manufac-
turing jobs, and Wisconsin is one of the top paper producing states in
the nation. None of the three paper companies surveyed expected to
benefit from the tax plan. In every case, loss of the ITC and ACRS will
offset the benefits from lower marginal rates. One company is forecast-
inq a 400% increase in its liability, nearly half of it due to the re-
capture tax, and the remainder from loss of ITC and ACRS.

In addition to the negative impact of the plan on our capital intensive
industries, it appears that the insurance industry, another major em-
ployer in Wisconsin, would be negatively affected. Although classified
as a service sector industry, the insurance sector is a key example of a
successful Wisconsin "traded business." A traded business is defined as
any business that provides goods and services which are exported to
other states and countries. Traded businesses are of particular value
to their home states because the wealth generated by the traded business
has a multiplier effect; it stimulates the sale of local goods and
services.

Our analysis of the insurance sector shows that the tax plan would hurt
insurance companies through limiting the reserves that companies can set
aside to pay future claims. Several provisions in Treasury II would
also have the effect of decreasing the attractiveness of insurance
products to consumers--including cash-value life insurance, deferred
annuities and group health insurance.

D. Conclusion

This report strongly suggests that corporations doing business in Wisconsin
would pay a disproportionately greater share of the President's proposed
corporate tax increase, while Wisconsin residents would receive less than
their fair share of the proposed individual income tax reduction.
While the need for tax reform is fundamental and recognized by many people,
the fact that the tax plan leads to severe distributional shifts of the fed-
eral tax burden to Wisconsin from other states raises serious questions
about the plan. Furthermore, certain categories of taxpayers--two-earner
married couples, low and middle-income itemizers, and middle-income elderly
taxpayers--appear to be systematically disadvantaged by the proposal. MaJor
revisions will be necessary in order for federal tax reform to satisfy the
test of fairness.
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II. EFFECT OF THE PRESIDENT'S TAX PLAN ON INDIVIDUAL INCOME TAXPAYERS

A. Introduction

The current federal individual income tax structure consists of numerous
income exclusions, deductions and credits. Critics of the system suggest
that it is unfair, economically inefficient and unnecessarily complex.
President Reagan's tax plan attempts to address these concerns, by expanding
the tax base, increasing personal exemptions and zero bracket amounts,
limiting itemized deductions and lowering tax rates.

Base-broadening measures include repeal of the $100/$200 dividend exclusion
and the taxation of a portion of employer-provided health insurance. The
President's tax plan would also repeal the married couple's deduction and
the non-itemizer's deduction for charitable contributions.

While the itemized deductions for charitable contributions, medical expenses
and casualtv losses would be retained, the deduction for state and local
taxes would be eliminated. Mortgage interest deduction would be limited to
amounts paid for the principal residence, and other interest deductions
would be limited to $5,000 over investment income. Miscellaneous deduc-
tions, such as those for union dues, would be converted to deductions from
gross income, and only such expenses in excess of 1% of federal adjusted
gross income would be deductible.

The President's tax plan increases the zero bracket amounts from $2,480 (for
single taxpayers) and $3,670 (for married joint filers) to $2,900 and $4,000
respectively.

Personal exemption amounts would be increased from $1,080 per taxpayer,
spouse and dependent to $2,000 each. The extra exemption allowed for el-
derly taxpayers and blind taxpayers would be repealed, and replaced by a
special elderly, blind and disabled credit related to income.

The current 14 rate brackets with marginal tax rates ranging from 11% to 50%
would be replaced by 3 brackets with marginal tax rates of 15%, 25% and 35%.

According to the Treasury Department's analysis of the President's tax plan,
58.1% of all families in the U.S. would experience a tax decrease, 21.2%
would experience no change and 20.7% would face higher taxes. Although the
majority of taxpayers would benefit, some families would see a tax increase.
The following sections will describe the effect of the tax plan on various
taxfiling groups. It is apparent that the tax benefits associated with the
President's plan are not distributed evenly among taxpayer groups.

B. Methodology

The individual income tax analysis is based on examples of the impact of the
President's tax plan on hypothetical taxpayers at various income levels and
in different family situations.

Calculations of federal income tax liability have been made under existing
federal tax law and under the President's tax plan. Calculations of state



694

6

and local taxes include state income tax, real property tax and sales tax.
Since the President's tax plan is effective with tax year 1986, state income
tax calculations are based on the new Wisconsin state income tax law re-
cently enacted as part of the 1985-87 Biennial Budget and scheduled to take
effect in 1986.

The deduction and credit assumptions used in the examples are based on data
from the 1983 Wisconsin Tax Model, a stratified sample of Wisconsin tax re-
turns for tax year 1983. The amounts used reflect average deduction and
credit amounts for various income classes.

Non-elderly taxfilers in the examples are assumed to derive a large part of
their incomes in the form of wages and salaries. The share of Adjusted
Gross Income (AGI) derived from non-wage sources such as interest, dividends
and capital gains, increases as AGI increases. Elderly taxfilers, on the
other hand, are assumed to receive their income from sources other than
wages and salaries.

Data on the use of itemized vs. standard deduction is also derived from the
1983 Wisconsin Tax Model. The average itemized deduction amounts are ad-
justed for frequency of use and certain deduction amounts are adjusted for
family size. It is assumed that standardizers are renters while itemizers
are homeowners.

C. Findings

In general, the President's tax proposal benefits taxpayers at the two ex-
tremes of the income scale--those with incomes over $50,000 and those with
incomes below $10,000.

However, the effect of the tax plan varies among taxpayer groups. Differ-
ences occur not only by income level, but also by filing status, age, number
of earners, income splits among earners, number of dependents, and whether
or not taxpayers itemize or take the standard deduction.

1. Single Taxpayers

As seen in Table 1, single taxfilers who take the standard deduction
would have a reduction in their taxes under the President's plan. This
reflects the increase in the personal exemption and zero bracket amount.
For these taxpayers, the tax decreases range from 8.5% to 18.4%.

However, single homeowners who itemize, with incomes ranging from
$20,000 to $50,000, would have tax increases as a result of the loss in
state/local tax deduction that is not sufficiently offset by the reduc-
tion in rates or the increases in personal exemption and zero bracket
amount. For them, the tax increase ranges from 1.6% to 11.4%.

The rate reduction, on the other hand, just barely compensates the loss
of state/local tax deduction for single itemizers at the $75,000 income
and more than compensates at the $100,000 income, where there is a 6.3%
tax decrease.
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TABLE 1: IMPACT OF PROPOSAL ON HYPOTHETICAL SINGLE TAXPAYERS, WITH NO DEPENDENTS

It is important to note that these are examples of the impact of the President's
proposal on hypothetical taxpagers at various income levels. The deduction and tax
credit assumptions built into these examples are based opon data from 1983.

1986 LAII PRESIDENT'S PROPOSAL

Adjusted Adjusted Change From
Gross Income Net Tax Cross Income Net Tax 1986 Law I Change

1$) IS) : (s) is) (s)

(A) STANDARDIZERS,RENTERS
10,000 856 10,120 783 (73) -8.51
15,000 1,693 15,120 1,533 (160) -9.51
20,000 2,771 20,220 2,320 (451) -16.31
25,000 4,047 25,220 3,570 1477) -11.81

30,000 5,487 30,220 4,820 1667) -12.21

40,000 8,880 40,290 7,338 (1,542) -17.41
50,000 12,843 50,340 10,484 12,359) -18.41

1B) ITEhIZERS, HOMEOWNERS
20,000 1,961 20,220 2,126 165 8.41
25,000 2,903 25,220 3,233 330 11.41
30,000 3,937 30,220 4,370 433 11.01

40,000 6,260 40,290 6,663 403 6.41

50,000 9,128 50,340 9,277 149 1.61
75,000 17,621 75,660 17,476 1145) -0.89

100,000 27,373 101,220 25,636 11,737) -6.31
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2. Married Taxpayers

a. One-earner couples

As shown in Table 2, married one-earner couples with no dependents
would be affected by the tax plan in much the same manner as single
filers. Standardizers would see a tax decrease--ranging from 4.8%
to 27%, as would high income (over $75,000) itemizers. Itemizers
with incomes between $15,000 and $50,000 would see tax increases of
between 4.5% and 18.3%.

Married one-earner couples with two dependents (Table 3) would have
larger tax decreases for most income classes, reflecting the impor-
tance of the increased exemption amount for dependents. For ex-
ample, while the $15,000 couple who takes the standard deduction has
a 5.6% tax decrease if they had no dependents, their tax decrease
would be 42.3% if they had two dependents. If that couple itemized,
an 18.3% tax increase under the no dependents situation transforms
into a 25% tax decrease when there are two dependents.
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TABLE 2: IMPACT OF PROPOSAL ON HYPOTHETICAL MARRIED, ONE-EARNER TAXPAYERS, WITH NO DEPENDENTS

It is important to note that these are examples of the impact of the President's
proposal on hgpothetical taxpayers at various income levels. The deduction and tax
credit assumptions built into these examples are based upon data from 1983.

1986 LAW PRESIDENT'S PROPOSAL

Adjusted : Adjusted Change From
Gross Income Net Tax :Gross Income Net Tax 1986 Law I Change

(S) (N) (: ) (SI I$1

(A) STANOARDIZERS,RENTERS
10,000 472 10,300 345 (1271 -26.91
15,000 1,160 15,300 1,095 (651 -5.60
20,000 1,969 20,500 1,375 1941 -4.80
25,000 2,907 25,500 2,625 1282) -9.71
30,000 4,044 30,500 3,375 1669) -16.5S
40,000 6,709 40,570 5,643 11,066) -15.91
50,000 9,982 50,620 8,155 (1,827) -18.31

tB) ITEHIZERS, HOMEOWNERS
15,000 926 15,300 1,095 169 18.31
20,000 1,568 20,500 1,849 281 17.91
25,000 2,240 25,500 2,532 292 13.01
30,000 2,969 30,500 3,193 224 7.51

40,000 4,892 40,570 5,129 237 4.81
50,000 6,984 50,620 7,295 311 4.51
75,000 14,387 : 75,940 13,298 (1,089) -7.61

100,000 22,406: 101,500 21,013 (1,393) -6.21
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TABLE 3: IMPACT OF PROPOSAL ON HYPOTHETICAL MARRIED, ONE-EARNER TAXPAYERS, WITH 2 DEPENDENTS

It is impertant to note that these are examples of the iapact of the President's
proposal an hgpothetical taxpagers at various income levels. The deduction and tax
credit assumptions built into these exaaples are based upon data from 1983.

1986 LAW PRESIDENT'S PROPOSAL

Adjusted Adjusted Change Froa
Gross Incose Net Tax Grass Income Net Tax 1986 Las S Change

383 (! (:3) (Si IS)

(Al STANDARDIZERS,RENTERS
10,000 69 10,300 (3563 (425) -615 9t
15,000 850 15,300 495 13631 -42.31
20,000 1,613 20,500 1,275 (338) -21.01
25,000 2,480 25,500 2,025 (4553 -18.31
30,000 3,532 30,500 2,775 (757) -21.41
40,000 6,104 40,570 4,643 (1461) -23.91
50,000 9,269 50,620 7,155 32,1141 -22 08

(3) ITEMIZERS, HOMEOWNERS
15,000 540 15,300 405 1135) -25 0%
20,000 1,139 20,500 1,155 16 1.41
25,000 1,804 25,500 1,875 71 3.95
30,000 2,535 30,500 2,588 53 2.11
40,000 4,353 40,570 4,118 1235) -5.41
50,000 6,356 50,620 6,281 (75) -1.21
75,000 13,558 75,940 12,285 (1,273) -9.41

100,000 21,488 101,500 19,600 (1,0880 -8.81
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b. Two-earner couples

Married two-earner couples with no children fare relatively poorly
under the President's tax plan. Tables 4 and 6 show the impact of
the tax plan on married two-earner couples with different income
splits (50-50% in Table 4 and 65-35% in Table 5).

Although these couples benefit from the reduced rates, they lose the
value of the married two-earner deduction and the itemized deduction
for state and local taxes. The married two-earner deduction is
equal to 10% of the earnings of the lower earning spouse, subject to
a maximum deduction of $3,000. These deductions are especially im-
portant for two-earner couples who own a home and itemize, and whose
incomes are below $75,000. Like the other taxpayer groups previ-
ously analyzed, the tax plan adversely affects them, but more so in
the case of the two-earner couple because of the loss in the married
couple deduction. The tax increase for itemizers ranges from 13.2%
to 28.7% when income is split 50-50 between the spouses, and from
10.6% to 25.7% when the income split is 65-35%. Thus, the more
equal the incomes of the spouses, the larger the tax increases (and
the smaller the tax decrease).

The loss of the married couple deduction is severe enough that even
standardizers with $15,000 and $20,000 incomes see a tax increase of
3.2% and 3.6% respectively for incomes split 50-50, and 0.7% and
1.5% for incomes split 65-35.

The value of the increased exemption amounts is apparent in com-
paring the effect on two-earner couples with no dependents to those
with two dependents. (Table 4 vs. Table 5, Table 6 vs. Table 7).
As seen in these tables, although married two-earner homeowners with
dependents also pay higher taxes, the increases, in general, are
less than those faced by their counterparts with no dependents. The
tax increases faced by married two-earner standardizers with no
dependents at the $15,000 and $20,000 income levels transform into
tax decreases when there are two dependents.

57-425 0-86--23
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TABLE 4: IMPACT OF PROPOSAL ON HYPOTHETICAL MARRIED, TWO-EARNER TAXPAYERS(INCOME SPLIT 50-50I,
WITH NO DEPENDENTS

It is important to note that these are examples of the impact of the President's
proposal on hgpothetical taxpaqers at narious income levels. The deduction and tax
credit assumptions built into these examples are oased upon data from 1983.

1986 LAS PRESIDENT'S PROPOSAL

Adjosted : Adjusted Change From
Cross Income Met Tax :Cross Income Net Tao 1986 Law 1 Change

It) IS) : (S) (0) IS)

(A) STANDARDIZERSRENTERS
10,000 413 10,300 345 169) -16.51
15,000 1,061 15,300 1,095 34 3.21
20,000 1,809 20,500 1,875 66 3.61
25,000 2,659 25,500 2,625 (34) -1.31
30,000 3,699 30,500 3,375 (324) -8.91
40,000 6,105 40,570 5,643 (542) -8.B1
50,000 9,222 50,620 8,155 (1,067) -11.61

(B) ITEMIZERS, HOMEOWNERS
15,000 851 15,300 1,095 244 28.71
20,000 1,456: 20,500 1,849 393 27.01
25,000 2,093 25,500 2,532 449 21.61
30,000 2,738 30,500 3,193 455 16.61
40,000 4,537: 40,570 5,129 592 13.01
50,000 6,447 50,620 7,295 848 13.21
75,000 13,418 75,940 13,298 (120) -0.91

100,000 21,335 101,500 21,013 f3223 -1.51
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TABLE 5: IMPACT OF PROPOSAL ON HYPOTHETICAL MARRIED, THO-EARIIER TAXPAYERSIINCOME SPLIT 50-50),
WITH 2 DEPENDENTS

It is inportant to note that these are examples of the impact of the President's
proposal on hgpothetical taxpagers at various income levels. The deduction and tax
credit assumptions built into these examples are based upon data from 1983.

1986 LAW PRESIDENT'S PROPOSAL

Adjusted : Adjusted Change From
Gross Income Net Tax :Gross Incoae Net Tax 1986 Law 1 Change

(IS IS) : IS) ($) ($1

(A) STAIDAROIZERS,RENTERS
100,00 (147): 10,300 (3561 (209) --
15,000 480 15,300 345 (143) -29.31
20,000 1,217 20,500 1,121 (96) -7.91
25,000 2,040 : 25,500 1,868 (172) -8.41
30,000 3,004: 30,500 2,610 (394) -13.11
40,000 5,331: 40,570 4,330 (1,0011 -18.80
50,000 0,230 : 50,620 6,005 11,425) -17.31

(B) ITEMIZERS, HOMEOWNERS
15,000 203: 15,300 255 52 25.61
20,000 795: 20,500 1,002 207 26.01
25,000 1,433: 25,500 1,710 295 19.91
30,000 2,125: 30,500 2,423 298 14.01
40,000 3,740: 40,570 3,703 35 0.91
50,000 5,550 : 50,620 5,931 373 6.71
75,000 12,209 75,940 11,910 (379) -3.1S

100,000 20,097: 101,500 19,040 11,057) -5.31
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TABLE 6: IMPACT OF PROPOSAL ON HYPOTHETICAL MARRIEO, TWO-EARNER TAXPAYERS) ICOME SPLIT 65-35),
NITH NO DEPENDENTS

It is important to note that these are examples of the impact of the President's
proposal on hgpothetical taopauers at various income levels. The deduction and tax
credit assumptions huilt into these examples are based upon data from 1983.

1986 LAW PRESIDENT'S PROPOSAL

Adjusted : Adjusted Change From
Gross Income Net Tax :Gross Income Net Tax 1986 Law 1 Change

IS) () : 1V1 (9) (I)

(A) STANDARDIZERS,RENTERS
10,000 430 10,300 345 (85) -19.81
15,000 1,087 15,300 1,095 a 0.71
20,000 1,847 20,500 1,875 29 1.51
25,000 2,715 25,500 2,625 (908 -3.31
30,000 3,792 30,500 3,375 (407) -10.81
40,000 6,3171 40,570 5,643 (674) -10.71
50,000 9,404 50,620 8,155 (1,2493 -13.31

(B) ITEMIZERS, HOMEOWNERS
15,000 871 15,300 1,095 224 25.71
20,000 1,484 20,500 1,849 365 24.61
25,000 2,122 : 25,500 2,532 410 19.31
30,000 2,796 30,500 3,193 397 14.21
40,000 4,630 40,570 5,129 499 10.81
50,008 6,598 50,620 7,295 697 10.61
75,000 13,561 75,940 13,298 (263) -1.91

100,000 21,335: 101,500 21,013 (322) -1.51
===========================================
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TABLE 7: IMPACT OF PROPOSAL ON HYPOTHETICAL MARRIED, THO-EARIER TAXPAYERSINCOWE SPLIT 65-351,
WITH 2 DEPENDENTS

It is important to note that these are examples of the impact of the President's

proposal on hgpothetical taxpagers at various income levels. The deduction and tax

credit assunmptions built into these examples are based upon data from 1983.

19S6 LAW PRESIDENT'S PROPOSAL

Adjusted : Adjusted Change From
Gross Income Net Tax :Gross Income Net Tax 1986 Law t Change

(H) (I) : (S) (1) (MI

IA) STANDARDIZERS,RENTERS
10,000 (147): 10,300 1356) (2091 --
15,000 514 15,300 345 (1691 -32.91
20,000 1,255: 20,500 1,121 (134) -10.71
25,000 2,091 25,500 1,868 (2231 -10.71

30,000 3,081 30,500 2,610 (471) -15.31
40,000 5,462 40,570 4,330 (1,132) -20.71
50,000- 8,411 50,620 6,805 (1,6061 -19.11

(8) ITEMIZERS, HOMEOWNERS

15,000 220: 15,300 255 35 15.91
20,000 819: 20,500 1,002 183 22.31
25,000 1,467: 25,500 1,718 251 17.11

30,000 2,173: 30,500 2,423 250 11.51

40,000 3,840: 40,570 3,703 (57) -1.51

50,000 5,709: 50,620 5,931 222 3.91
75,000 12,431: 75,940 11,910 (521) -4.21

100,000 20,097: 101,500 19,040 (1,057) -5.31
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3. Elderly Taxpayers

The President's tax plan adversely affects the middle-income elderly.
This is because the elderly lose the additional personal exemption that
they are allowed under current law, and that loss is not offset by the
increased credit for elderly, disabled and blind taxpayers. The tax
credit phases out rather abruptly for adjusted gross incomes over
$11,000 for singles and over $14,000 for married couples. Based on the
examples, the credit phases out between $15,000 and $20,000 of total
income for singles, and between $25,000 and $30,000 for married couples.

In general, single elderly taxpayers, who take the standard deduction
would be better off, while those who itemize would pay higher taxes.
For example, Table 8 shows that single elderly taxpayers with incomes of
$20,000 would have a tax increase of 8.P% if they took the standard de-
duction and 50.1% if they itemized. At $25,000 of income, the
standardizer's tax decrease of 1.9% contrasts with the itemizer's in-
crease of 50.1%.

Married elderly taxpayers, with no dependents, would face significantly
higher taxes under the tax plan. Although certain standardizers (those
with incomes of $20,000 and $50,000 or more) and itemizers with incomes
of $50,000 of more would have tax decreases, most of these examples of
elderly couples would face tax increases. For example, Table 9 shows
that certain married elderly itemizers would have steep increases (190%
at $20,000 of income, and 120% at $25,000 of income). This again re-
flects the loss of the elderly exemption. In the case of a married
couple, current law allows them a total of $4,320 for personal exemp-
tions (4 x $1,080). The President's tax plan increases the personal
exemption to $2,000 per person but disallows the extra exemption for
being elderly. Thus, total personal exemptions claimed by an elderly
couple decreases to $4,000 under the tax plan, and this decrease is not
sufficiently offset by the revised elderly credit for these taxpayers.

1 In the case of the elderly taxpayers, it is assumed that they have no mortgage
interest deductions, since the data shows that relatively few elderly item-
izers (21%) take a deduction for mortgage interest.
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TABLE 8: IMPACT OF PROPOSAL ON HYPOTHETICAL SINGLE ELDERLY TAXPAYERS, HITH NO DEPENDENTS

It is importaot to note that theme are examples of the impact of the President's
proposal on hypothetical taxpagers at various income levels. The deduotion and tax
credit assumptions built into these examples are based upon data from 1983.

1986 LAS PRESIOENT'S PROPOSAL
…__- ___- ___-__-______-_______- ______-________ -________ -___ __-__-_ -____________________

Total Adjusted Adjusted Change Fros
Income Gross Income Net Tau Gross Incuee Net Tax 1986 Law * Change
(0) (0) Is) : 0) (S) is)

(A) STANDARDIZERS,RENTERS
5,000 200 0 200 0 0 --

10,000 4,500 0 4,550 0 0 --
15,000 8,700 501 8,900 390 1111) -22.21
20,000 13,000 1,156 13,250 1,253 97 B.41
25,000 17,450 1,965 17,750 1,928 (37) -1.91
30,000 21,975 2,980 22,325 2,846 (134) -4.51
40,000 34,300 6,493 34,750 5,953 1540) -8.31

(8) ITEMIZERS, HOMEOWNERS
20,000 13,000 750 13,250 1,126 376 50.11
25,000 17,450 1,252 17,750 1,694 442 35.31
30,000 21,975 1,889 22,325 2,321 432 22.91
40,000 34,300 4,249 34,750 5,103 854 20.11
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TABLE 9: IMPACT OF PROPOSAL ON HYPOTHETICAL HARRIED ELDERLY TAXPAYERS, YITH NO KPENDENTS

It is important to note that these are rxamples of the impact of the President's

proposal on hypothetical taxpagers at various income.levels. The deduction and tax

credit assumptions built into these examples are based upon data from 1983.

1986 LAW PRESIDENT'S PROPOSAL

Total Adjusted : Adjusted Change From

Income Cross Income Net Tao :Gross Income Net Tax 1986 Law I Change

IS) (6) IS) (S) Is) (S)

(A) STANDARDIZERS, RENTERS

5,000 200 0 200 0 0 --

10,000 1,190 0 1,200 0 0 --

15,000 5,290 0 5,350 0 0 --

20,000 9,220 127 9,525 0 1127) -100.01

25,000 13,555 655 13,913 707 52 7.91

30,000 17,920 1,280 18,325 1,549 269 21.01

40,000 27,398 2,960 27,908 2,986 26 0.91

50,000 41,693 6,570: 42,261 6,065 (513) -7.81

(8) ITEMIZERS, HOMEOWNERS

20,000 9,220 0 9,525 0 0 --

25,000 13,555 96 13,913 278 182 189.61

30,000 17,920 441 18,325 971 530 120.21

40,000 27,398 1,316 27,908 2,047 731 55.5S

50,000 41,693 3,846: 42,261 4,629 783 20.41
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4. Summary

On average, low income taxfilers who use the standard deduction and very
high income filers, regardless of their age, marital status and whether

they itemize or take the standard deduction, derive the greatest tax

benefits under the tax plan. Single taxpayers fare better than married

couples, and one-earner couples derive greater tax benefits than two-

earner couples. Families with dependents fare better than those with no

dependents because of the larger personal exemption amounts and the

child care deduction. Standardizers receive a greater tax reduction

than itemizers because of the increased zero bracket amounts and the

limitations on itemized deductions. Finally, for middle-income elderly

taxfilers the loss of the additional personal exemption generally ad-
versely affects them.

As illustrated in these taxpayer examples, the total elimination of the

deduction for state and local taxes is a major cause of tax increases

for Wisconsin taxpayers, that is not offset by the other features of the

tax plan. This is further borne out by analysis prepared by the Advi-

sory Commission on Intergovernmental Relations (ACIR).

According to estimates prepared by the Advisory Commission of Intergov-

ernmental Relations, based on 1984 data, the repeal of the state/local
tax deduction, without any offsetting tax law changes, would increase

taxes paid by Wisconsin taxpayers by an additional $820 million. The

most objective way to analyze the aggregate effect of this proposal is

to assume revenue neutrality. Our analysis using the ACIR data shows

that even when rates are reduced to offset the revenue gain from elimi-
nating the deduction, Wisconsin residents would have their federal taxes

increased by $238 million per year. While other features of the Presi-
dent's plan may mitigate this potential tax increase, a significant

shift in the federal tax burden would increase the share of total fed-

eral income taxes paid by Wisconsin residents. States benefitting the

most from this proposal are those with natural resource bases that ex-
port their state taxes to consumers in other states.

While all states will be adversely affected by the repeal of this deduc-

tion, some states will suffer disproportionately. Specifically, any

state that has the following characteristics can expect to be heavily
affected by the repeal:

a. States that have no natural resource tax base to export taxes to
consumers in other states.

b. States whose business taxes are relatively low (in an effort to at-

tract and retain business) and which rely more heavily on the per-
sonal income tax.

c. States that have a commitment to progressive income taxation.

d. States with mature economies that require above average support for

services.

e. States which place a high priority upon education.

Because Wisconsin fits each of the categories, its residents would bear

a disproportionate share of the impact of eliminating deductibility.

The repeal of state and local tax deduction would also be coming at a

time when federal funding for programs is being phased out and increas-
ing responsibility for government services is being placed on the state.

The repeal of the deduction limits the ability of states that have no

natural resource tax base to shoulder the increased burden.
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III. EFFECT OF THE PRESIDENT'S TAX PLAN ON CORPORATE TAXPAYERS

A. Introduction

This section of the report examines the effects of the President's tax plan
on Wisconsin businesses. This is accomplished through both general and
specific analyses of key tax provisions on industries that are important
contributors to the state's economy. The focus is on firms involved in the
large-scale production of "traded" goods and services and includes companies
in printing, machinery manufacturing, paper production, food processing,
insurance and other activities.

B. Methodology

The general analysis is drawn from various sources of tax and economic in-
formation such as journals, congressional testimony, and the text accompany-
ing the Treasury tax plan. The specific industry analysis is based on the
results of an informal survey of tax and financial executives of 16 corpora-
tions with significant investments in Wisconsin.

C. Background

The newest version of the U.S. Treasury's federal tax reform package con-
tinues in the same vein as the original by proposing substantial changes in
the tax treatment of corporate businesses. The stated intent is to distri-
bute the tax burden in a more neutral fashion among different industries and
minimize the impact of tax considerations on investment decisions. However,
Treasury 1I contains a number of tax incentives designed to encourage cer-
tain kinds of capital investment which were not present in Treasury 1.
Among these incentives are more generous depreciation schedules, preserva-
tion of the preferential capital gains tax rate, and continued expensing of
intangible drilling costs.

The new plan is intended to be revenue neutral although the plan would re-
sult in a net revenue loss according to recent Congressional staff analyses.
Yet, the plan would entail a significant shift in the overall tax burden
from individuals to businesses. Over the next 5 years, the Treasury esti-
mates that corporate income taxes would rise by $118.4 billion while indi-
vidual income tax receipts would fall by $131.8 billion. This represents a
boost of nearly 25% in corporate tax collections above the level that would
otherwise prevail from 1986 through 1990.

While overall, the corporate tax burden is expected to rise under Trea-
sury II, the plan involves both pluses and minus. As Table 10 shows, the
items yielding the greatest tax benefit for business are the reduction in
marginal rates, the revised treatment of intercorporate dividends, and
changes in the rules for valuing inventories. Provisions which will lead to
substantially higher tax costs include repealing the investment tax credit,
imposing a recapture tax on prior ACRS depreciation, enacting less generous
depreciation guidelines for new investment, modifying the accounting treat-
ment of certain multi-period costs, limiting foreign tax credits, and re-
ducing tax advantages for financial institutions.
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TABLE 10:

Federal Revenue Impact of Select Corporate
Tax Provisions in Treasury II

(Figures in billion $'s)

Proposal

Reduce marginal
tax rates $

Eliminate investment
tax credit

Recapture tax on ACRS
depreciation

Replace ACRS with indexed
depreciation system using
longer asset lives

Liberalized inventory
accounting rules

10X dividends paid
deduction

Modify accounting treatment
of multiperiod costs

Limit foreign tax credit
and other tax benefits
for overseas income

Revise taxes on financial
institutions

1986 1987
Federal Fiscal Year

1988 1989 1990 Total

(10.0) $(27.3) $(36.5) $(39.7) $(42.5) S(156.0)

14.0 25.6 29.4 33.3 37.4 139.7

7.6 19.4 20.4 9.1

0.3

56.5

(0.7) 2.3 8.7 15.4 26.0

- (2.4) (4.5) (4.5) (4.5) (15.9)

- (3.4) (6.2) (7.2) (8.0) (24.8)

3.3 6.9 10.3 13.6 15.0 49.1

1.3 3.4 4.1 4.6 5.1 18.5

2.1 4.2 4.9 5.9 6.9 23.8

Assumptions: The effect of the reduced corporate rates is estimated assuming
all other provisions are enacted. The revenue impact of the re-
maining provisions reflect current law rates.

Source: Office of Tax Analysis, U.S. Department of the Treasury.
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D. Description of Major Tax Provisions

This section briefly describes those federal tax law changes expected to
have the greatest impact on corporate businesses.

1. Corporate Tax Rates

Treasury II proposes to reduce the current marginal tax rates on cor-
porate net income in excess of $50,000. The most noteworthy change is
the decrease in the top rate from 46% to 33%. The existing and proposed
corporate rates are:

Net Income Current Treasury II

$ 0 - 25,000 15% 15%

25,000 - 50,000 18% 18%

50,000 - 75,000 30% 25%

75,000 - 100,000 40% 33%

Over $100,000 46% 33%

2. Investment Tax Credit

Federal law presently provides a non-refundable tax credit equal to 10%
of the cost of investments in depreciable personal property. In gen-
eral, the asset must have a tax life of at least 5 years to qualify for
the full credit. Treasury II repeals this credit for assets placed,-in
service on or after January 1, 1986.

3. Recapture Tax on ACRS Depreciation

Treasury II proposes a recapture tax on prior ACRS benefits. This would
be accomplished by adding back to net income, 40% of the excess of ACRS
depreciation over 2 economic depreciation claimed between Januar~y 1, 1980
and July 1, 1986. In order to cushion the impact on taxpayers, cumula-
tive excess depreciation would be taken into income over 3 years as
follows: 12% in 1986; 12% in 1987; and 16% in 1988.

The special tax applies only to individuals and corporations with more
than $400,000 of total depreciation deductions over the recapture
period. In addition, the first $300,000 of excess ACRS depreciation is
exempt for those parties subject to the tax.

2 Economic depreciation is computed using the actual service lives of assets and
the straight-line method of calculating yearly write-offs.
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4. Replace ACRS with New Depreciation System

Treasury II proposes to replace the existing ACRS guidelines for depre-

ciating assets with new ones collectively termed the Capital Cost Recov-

ery System (CCRS). CCRS retains some of the features of ACRS such as a

limited number of asset classes but is significantly different in other

respects e.g. inflation adjustments.

Some of the major points of interest relative to CCRS are:

- CCRS employs six asset classes rather than the five utilized by

ACRS.

- The tax lives of assets are generally longer under CCRS than under

ACRS. The CCRS write-off periods range from 4 years for vehicles to

28 years for real estate. For ACRS, the range is 3 to 18 years.

- Annual write-offs continue to be calculated using a declining bal-

ance method switching to straight-line at an appropriate point in

the tax life.

- Depreciation under CCRS is determined by applying a specified allow-

ance percentage against the inflation-adjusted basis of the asset.
Thus, the greater the rate of inflation, the higher the annual de-

preciation deductions CCRS generates. Under ACRS, write-offs are

computed using only the original cost of assets net of prior depre-

ciation.

- Due to the indexing of assets under CCRS, Treasury II would treat

all gains on the sale or exchange of depreciable property as ordi-

nary income. Existing law classifies a portion of these gains as

capital gains eligible for preferential treatment. In the case of

individuals, a 60% exclusion is available while for corporations,
capital gains are taxed at a top rate of 28%.

5. Liberalizing Inventory Accounting Rules

The proposal would facilitate the use of the Last In First Out (LIFO)

method - an inventory accounting technique that assigns the most current

values to the cost of goods sold during the year. LIFO tends to compen-

sate for the effects of inflation on inventories and thus reduce the

resulting overstatement of corporate profits. It is estimated that 95%

of the corporations eligible to use LIFO now use FIFO - an alternative

accounting approach that assigns lower values to the cost of goods sold

which leads to inflated earnings figures. Companies are often reluctant

to use LIFO because it must then also be used in public financial state-

ments thus causing reported profits to be lower than under FIFO. Trea-

sury II eliminates this barrier by allowing LIFO to be used exclusively

for tax purposes. The plan also contains provisions allowing the use of

an inflation-adjusted FIFO system for firms unwilling to use LIFO.
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6. Dividends Paid Deduction

Currently, corporations are not allowed to claim a deduction for divi-
dends paid to shareholders. As a result, the profits used to pay the
dividends are subject to corporate taxation. To the extent that share-
holders must include dividends in their taxable income, the underlying
corporate profits are taxed twice. Treasury II attempts to mitigate
this problem by authorizing corporations to deduct from pre-tax income,
10% of the dividends paid to shareholders. Under the original Treasury
package, the deduction was 50%.

In addition to the new deduction for dividends paid, Treasury II pro-
poses to expand the existing deduction for intercompany dividends re-
ceived to 90% from 85%. At present, corporations may subtract 85% of
dividends received from unaffiliated companies i.e. less than 80% owned
from gross income. Dividends received from affiliates will continue to
be eligible for a 100% exemption.

7. Other Provisions

As Table 10 indicates, Treasury II embodies a number of other law
changes which will have a substantial impact on Wisconsin businesses.
Many involve complex accounting issues such as the provisions prescrib-
ing the types of costs that must be included in valuing inventories.
Others will affect only certain industries e.g. capitalization of forest
management costs. As a result, a general analysis of these items is not
presented here. Instead, they will be discussed where they specifically
affect an industry of economic import to Wisconsin.

E. Industry Analysis of Treasury II Impact

Before launching into an industry by industry analysis of Treasury II, a few
comments on the plan's expected overall impacts may be helpful. The repeal
of the investment tax credit combined with the restructuring of ACRS will
have a significantly adverse effect on capital intensive businesses. Such
firms have relied heavily on the ITC and ACRS to generate funds for plant
modernization and expansion over the last 5 years. Loss of these incentives
will mean higher taxes in the future and less cash for investment. This
situation will be aggravated by the recapture tax on prior-year ACRS bene-
fits which is expected to add $56.5 billion to corporate tax liabilities by
1989. It will tend to penalize profitable firms that have made substantial
capital improvements since 1980. Although published sources disagree on
precisely what industries will be losers under Treasury II, most lists would
include heavy manufacturing (e.g. paper and machinery), transportation, and
utilities.

On the other side of the tax equation, Treasury II will tend to benefit com-
panies with heavy investments in labor or inventories rather than plant and
equipment. Such firms currently pay tax at a fairly high effective rate
since the traditional tax deferral devices e.g. depreciation, ITC are of
less use to them. Lower marginal rates, the dividends paid deduction, and
more liberal inventory accounting rules will offset the loss of ACRS and the
ITC. Extension of the R&D credit will provide further tax relief to certain
high tech industries which are not by nature, capital intensive. Industries
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expected to gain under Treasury 11 are: services, wholesale and retail
trade, tobacco, food products, beverage makers, consumer goods, publishing
and broadcasting and again, high tech enterprises.

1. Printing

The printing industry has been one of the bright spots in Wisconsin's
economic picture over the last few years. The industry now employs al-
most 38,000 people in the state comprising about 7.3% of the total manu-
facturing jobs. Employment by Wisconsin printers grew by nearly 8% in
1984 and is expected to continue increasing at an average rate of 3.1%
over the next three years. This compares with an anticipated average
growth rate for all manufacturing jobs of 0.6% through 1987. Clearly,
printing will be one of the key components in determining Wisconsin's
future economic prospects.

The Department of Revenue survey of companies tended to confirm general
assessments of Treasury II's impact on the printing industry. Firms
that have been aggressively investing over the last few years will not
fare well. One of the printers whose current plant and equipment out-
lays are expected to exceed $50 million in 1985 estimated that the loss
of the ITC alone would raise its federal tax liability by $3-4 million.
This, combined with the replacement of ACRS was expected to more than
offset the benefits produced from lower marginal rates. In addition,
the company anticipated significant added tax from the ACRS recapture
provisions as a result of its steady increases in plant and equipment
spending since 1980.

A second printing firm which has been growing at a more modest pace
estimates that excluding the recapture tax, its future liability should
decline by 2-5%. This is due to the fact that the company's effective
tax rate is currently near the statutory maximum of 46%. Thus, the re-
duction of the top rate should nearly offset the impact of CCRS depre-
ciation and the ITC. The company did indicate that in its view, the
biggest disadvantage of the Treasury plan was the recapture tax and the
loss of the ITC. As an investment incentive, the latter now provides an
effective tax rate reduction of nearly five percentage points.

Aside from the direct liability impacts, tax officials of the companies
interviewed expressed serious doubts about the "tax simplification"
aspects of Treasury II. They questioned whether the benefits produced
by such steps as indexing inventories and capital consumption allowances
would offset the added compliance costs. Other changes were criticized
on the grounds that they will substantially complicate the tax laws
while producing only small amounts of additional revenue, e.g. new limi-
tations on business meal and entertainment expense deductions.

2. Machinery Manufacturing

Manufacturers of electrical and non-electrical machinery represent
another critical segment of Wisconsin's economy. Collectively, they
ermpiy almost 145,000 state residents comprising 30% of the total manu-
facturing jobs.
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The Department of Revenue survey again yielded somewhat negative re-
sults. As a whole, the machinery industry is capital intensive and will
suffer from the proposed cutback in investment-related tax incentives.
Internal Revenue Service corporate tax statistics for 1981 indicate that
the machinery industry earned $2.2 billion in investment tax credits
accounting for about 20% of the aggregate credits accruing to manufac-
turing companies.

One machinery company interviewed expected that the loss of ACRS and ITC
alone would offset any savings from the rate reductions. Since the firm
has significant overseas operations, it was also concerned about the
Treasury 1I provisions restricting foreign tax credits and other tax
benefits for profits earned abroad. The foreign provisions were ranked
as the second most burdensome item in the reform package. The ACRS re-
capture provisions came in for special criticism as it could raise the
company's tax liability by $10-15 million over the next three years.
The firm felt that this proposal was discriminatory and unfair since it
focuses only on one particular type of tax deferral, i.e. depreciation.
It pointed out that the tax code contains other deferrals which will
yield windfall benefits from the rate reductions that are not subject to
recapture - for example, installment contracts and the expensing of R&D
costs.

A second machinery manufacturer stated that in the long-run, its lia-
bility may fall by as much as 15% under Treasury II. Having a high ef-
fective tax rate and a substantial dividend payout, it anticipated that
the lower rates and dividends paid deduction will more than offset the
elimination of the ITC and adoption of CCRS. However, any short-run tax
savings under Treasury 1I will more than likely be wiped out by $50-100
million of additional liability from the ACRS recapture tax. From an
investment standpoint, the ITC loss was thought to be in the neighbor-
hood of $4 million annually.

Finally, while analyses of the economic impact of the President's pro-
posal vary, most studies agree that the proposed tax changes would dam-
pen increases in business fixed investment. Thus, demand for machinery
would be negatively affected with likely adverse impacts on production
and employment levels.

3. Fabricated Metals

The outlook for manufacturers of fabricated metals products under Trea-
sury II is much the same as for the machinery makers. Two of the firms
surveyed expected the rate cuts to be of substantial benefit in the
long-run with some additional relief being provided by the 10% dividends
paid deduction.

Elimination of the ITC for these companies will mean increased tax costs
directly related to new investment of $1-2 million a year. The tax ex-
ecutives expressed some concern over CCRS, feeling that its benefits
relative to ACRS would be directly tied to the rate of inflation. The
indexing feature of CCRS means that as general price levels rise, annual
depreciation deductions will increase. The analysis accompanying Trea-
sury 11 indicates that the value of depreciation deductions over the



715

28

life of metal working machinery will be about 4% less under CCRS than
ACRS assuming no inflation. If inflation runs at a 5% annual rate, the
cumulative value of CCRS will exceed that of ACRS by over 6%.

The recapture tax on prior ACRS benefits was seen as troublesome al-
though one company has accumulated net operating loss and ITC carryovers
which are expected to cushion the short-run impact. The new limits
placed on foreign tax credits may cause problems for one of the manufac-
turers with an extensive overseas dealer network. It anticipates losing
as much as half of its foreign tax credit now running at about $2 mil-
lion annually.

4. Paper and Allied Products

The paper industry in Wisconsin currently supplies about 47,000 jobs in
the state or about 9% of total manufacturing employment. In general,
the industry has fared well in recent years due to a combination of sus-
tained capital investment and efficient management. Wisconsin is one of
the top paper producing states in the nation.

Most analyses of Treasury II have concluded that paper and forest
products companies will be negatively affected by Treasury II. A recent
Wall Street Journal article (July 19, 1985) contained a statement by an
industry analyst that if the plan were now law, the cash flow of most
forest products concerns would fall by 20%. The elimination of the ITC
will be quite costly for the industry which in 1981 earned over $720
million in credits accounting for about 6.4% of the manufacturing sec-
tor's total. The paper industry is highly capital intensive with out-
lays on single pieces of equipment running anywhere from $50-$200 mil-
lion.

The Treasury plan also includes several provisions specifically aimed at
reducing tax advantages in the paper and forest products industry. For
example, it would require companies with timber property to capitalize
certain forest management costs which may be expensed under current law.
Thus, the recovery period will be lengthened from a number of months to
upwards of 40 years; until such time as the trees are cut. Another
troublesome item for the industry is the proposed repeal of capital
gains treatment of timber income. Such income which accrues to slow-
developing assets would be treated as ordinary income in the same manner
as business inventories which turn over several times a year.

None of the three paper companies surveyed expected to be positively
affected by Treasury II. In every case, the loss of the ITC and ACRS
will offset the benefits of lower marginal rates. One company is fore-
casting a 400% jump in its liability next year under the plan. Some of
the highlights of the paper industry interviews are:

- One firm anticipates losing investment tax credits worth more than
$20 million a year while a second predicted a $12 million annual
loss.
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- Estimates for additional liability due to the ACRS recapture provi-
sions ranged between $9 million and $50 million over the 3-year
recapture period.

- One papermaker placed the cost of the capital gains changes at $1
million a year.

- Two of the companies anticipated further tax hikes due to the limi-
tations on foreign tax credits.

The industry-specific proposals made by Treasury 11 were seen as prob-
lematic for indirect reasons as well as direct ones. Since all three of
the papermakers purchased 80% or more of their wood from outside
sources, they tended to be more concerned about the effect of these pro-
posals on their suppliers than on their own firms. Much of their timber
is purchased from small independents whose operations are only profit-
able on the margin. The loss of capital gains treatment for these sup-
pliers could cause some to go out of business and others to cut back on
their activities. This would lead to higher wood prices for the paper
producers which would have to he r*couped from increases in the price of
their own products.

Another comment was that the restrictions imposed on the recovery of
forest management costs will hinder reforestation efforts since tax con-
siderations will encourage timber producers to strip tracts of land
without replanting them.

5. Other Manufacturing

Aside from certain provisions in Treasury II such as the ACRS recapture
tax, the plan's impact will vary considerably by industry type. It will
be a function of many factors including: capital structure (debt versus
equity), asset composition (depreciable property, inventories), account-
ing practices, scope of operations (domestic or worldwide). This sec-
tion avoids generalized analyses for other industries in Wisconsin that
are important contributors to the state economy. Instead, it concen-
trates on the insights provided by a few key firms.

A major manufacturer of consumer products observed that the interaction
of various elements of Treasury II made the overall outcome uncertain.
The tax manager noted that aside from the ACRS recapture effects, the
company's liability could change by ± 10-15% in any given year. The
firm would benefit significantly from the lower marginal rates and the
dividends paid deduction. However, it expects to lose roughly $1.5 mil-
lion of ITC and as much as $10 million in foreign tax credits. The com-
pany was critical of several provisions such as the business expense
restrictions and limitations on contributions to employe retirement
(401k) plans which it felt imposed burdensome record-keeping require-
ments for little or no fiscal gain. These sentiments were echoed by
many firms as noted earlier. Some wondered about the wisdom of reducing
incentives to contribute to private retirement plans in light of the
problems associated with the Social Security program.
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One manufacturer provided an interesting series of contrasts relative to
Treasury IIs features. The company operated both a hi-tech line of
business, i.e. the manufacture and service of precision control systems,
and a capital intensive integrated manufacturing enterprise. As a re-
sult, it expected to fare about the same as under existing law before
accounting for ACRS recapture. The latter would yield about $20 million
in added federal tax over the next 3 years. The peculiar blend of busi-
nesses means that overall, the loss of the ITC and ACRS will just about
offset the benefits accruing from higher rates. Since the company re-
tains most of its earnings, it will realize little advantage from the
dividend paid deduction. The restrictions on foreign tax credits was
seen as troublesome, stimulating efforts to restructure operations so as
to minimize added tax.

The last corporation surveyed in this category was a major beverage
manufacturer. This industry is predicted as a net gainer under Trea-
sury II. The interview tended to confirm this. Lower corporate rates
were expected to more than offset the repeal of the ITC and ACRS. The
biggest drawback of the plan was seen to be the recapture tax estimated
by the firm at nearly $50 million in total. It expressed a willingness
to accept higher rates in the short-run as a trade-off for dropping the
recapture proposal. The company was one of the few that expected to
derive tax benefits from liberalized inventory accounting requirement.
Depending on inflation, it anticipated revaluing as much as two-thirds
of its inventory under the indexed FIFO option. The advantages from
this would be at least partially offset by the new inventory cost capi-
talization requirements however.

6. Financial Services

Like the paper and forests products industry, the financial services
industry, e.g. banks, thrifts, insurance, is the target of special tax
measures under Treasury II. Some of these are:

- Banks and thrifts will be prohibited from computing bad debt deduc-
tions using the reserve method now authorized. Thus, deductions
will have to be based on actual experience rather than estimates of
future losses.

- Interest expense incurred to invest in tax-exempt securities will no
longer be deductible by financial institutions. Currently, approxi-
mately 80X of such interest may be deducted.

- Credit unions with $5 million or more in assets will be subject to
the federal corporate income tax.

- Life insurance company deductions for additions to reserves for
policyholder claims will be restricted under new accounting rules.
In addition, the existing 20% income offset available to life in-
surers established to mitigate the tax changes implemented by the
1984 Deficit Reduction Act would be repealed.

- Deductions by property and casualty insurers for additions to loss
reserves would be reduced by requiring an adjustment to reflect the



718

31

accrual of future investment income. In addition, certain mutual
property and casualty insurers would lose tax advantages now avail-
able such as the deduction for dividends paid to policyholders.

Collectively, these provisions are estimated to produce nearly $24 bil-
lion in added corporate revenues by 1991. Given the fact that there are
approximately 1,300 insurance companies operating in Wisconsin (of which
263 are domestic) and 570 credit unions, the proposed changes are sig-
nificant.

Some analyses have identified banks and insurance companies as losers
under Treasury II. The rationale is that the stricter loss accounting
requirements along with the repeal of special deductions and exemptions
will more than offset benefits from lower marginal tax rates. Other
analyses have disputed this; contending that the Treasury proposals are
not specific enough to accurately assess their impact. In addition, it
is also pointed out that certain segments of the banking, thrift and
insurance industries have large accumulated loss carryovers which will
neutralize any short-run tax increases.

A large domestic life insurer interviewed noted that the stricter claim
reserve accounting standards could raise its annual tax liability by
10-25% before accounting for the new rates. Since its current effective
tax rate is close to the proposed top marginal rate of 33%, the company
was not expecting much in the way of net benefits from the rate reduc-
tions. It identified another Treasury 11 provision as the one it most
strongly opposes. The provision does not directly affect the firm's
liability but instead affects the demand for several of its products.
The Treasury advocates taxing (primarily to individuals) the undistrib-
uted investment income accruing to life insurance and annuity policies.
Currently, this income is exempt which makes the policies relatively
attractive as investment vehicles. Life insurers fear that loss of the
tax advantage will stimulate consumers to bypass whole life and related
policies in favor of term insurance. They would then take the cost
savings and invest it themselves in order to have cash available to pay
the tax on any earnings. If a large-scale shift in investing behavior
occurs, life insurance companies would obviously suffer. The firm also
expressed concern over Treasury attempts to eliminate or reduce tax
preferences for employe benefits such as health insurance and retirement
plans.

Another interview was conducted with a prominent property and casualty
insurer. The firm was a mutual and thus anticipated significantly
higher taxes in future years from the loss of the policyholder dividend
deduction. In addition, it expected to have both additional tax and
compliance costs due to the new loss reserve accounting standards.
Overall, the company felt that the industry-specific changes in Trea-
sury II would generate more tax than would be saved by the rate cuts.

The last financial concern surveyed was a major bank. While it offered
no net assessment of Treasury 11, the corporation noted that the lower
rates would yield significant tax relief. A short-run tax increase was
foreseen due to the repeal of reserve method of accounting for bad
debts. However, this result is more of a timing problem which will work
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itself out over the long-run. The elimination of the deduction for in-
terest related to tax-exempt securities was seen as ultimately resulting
in higher borrowing costs for state and local units of government. It
might also generate substantial windfall losses for existing security
holders depending on the precise effective date of the proposal.
Lastly, the bank observed that the new restrictions on foreign tax cred-
its may force it to restructure some of its operations outside the U.S.;
possibly by converting more of its investments in high tax jurisdictions
into tax-exempt form.

IV. CONCLUSION

This report strongly suggests that corporations doing business in Wisconsin
would pay a disproportionately greater share of the President's proposed
corporate tax increase, while Wisconsin residents would receive less than
their fair share of the proposed individual income tax reduction.

While the need for tax reform is fundamental and recognized by many people,
the fact that the tax plan leads to severe distributional shifts of the fed-
eral tax burden to Wisconsin from other states raises serious questions
about the plan. Furthermore, certain categories of taxpayers--two-earner
married couples, low and middle-income itemizers, and middle-income elderly
taxpayers--appear to be systematically disadvantaged by the proposal. Major
revisions will be necessary in order for this proposal to satisfy the test
of fairness.
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Representative OBEY. Mr. Torkko, please proceed.

STATEMENT OF DENNIS TORKKO, PARTNER, ARTHUR ANDERSEN
& CO.

Mr. TORKKO. Mr. Chairman, my name is Dennis Torkko, and I
am a partner in charge of the tax division of the Milwaukee, Magi,
office of Arthur Andersen & Co.

Arthur Andersen is an international accounting and consulting
services organization doing business in more than 125 cities around
the world. The testimony we present here today is based on re-
search performed at the request of your committee.

While most of our U.S. clients would be affected by the many
proposed changes to the tax laws found in President Reagan's tax
plan, we do not represent them here today. Also, we express no
opinion as to the advisability of adopting any of the proposals
found in President Reagan's plan, including the proposal to repeal
the deduction for State and local taxes.

Shortly after the President's package was submitted to Congress
in late May, the staff of the Joint Economic Committee contacted
Arthur Andersen's Washington Office of Federal Tax Services lo-
cated in Washington, DC, to request analysis of an issue that was
central to both the so-called Treasury I proposal, released in No-
vember 1984, and the President's package released in May. That
feature, of course, was the proposal to repeal the deduction for
State and local taxes.

The Joint Economic Committee staff requested our Washington
associates to gather data to assess the Federal tax effects of the
repeal of State taxes in three different hypothetical situations. The
purpose of the analysis was to provide the committee with compar-
ative data by State for its use in evaluating the effects of the ad-
ministration's proposal to repeal the deduction for State and local
taxes. The comparison was based on hypothetical taxpayers and is
not intended to reflect the impact of the administration's proposal
on an average taxpayer.

The full text of that study has already been made a part of the
record of these and other Joint Economic Committee hearings.

Joint Economic Committee staff worked with our people in
Washington to construct three hypothetical fact patterns that
would illustrate the effects of the proposals. In each, the taxpayer
considered was assumed to be married, have two children, and to
have taxable income of $50,000 before deductions for State and
local taxes and before considering the zero-bracket amount and
personal exemptions.

Gross salary income of each taxpayer varied depending upon the
cost of his personal residence. In each case, however, gross income
less home mortgage interest expense netted to $50,000 taxable
income, before other deductions, as shown on the chart provided in
my prepared statement.

The three alternatives differ from one another only in the as-
sumed cost and value of the taxpayer's personal residence. In alter-
native one, the taxpayer's home was assumed to have a current
fair market value of $97,000, the average price of a single family,
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new home in the United States, according to the U.S. Bureau of
Census.

In alternative two, the value of the taxpayer's home varied ac-
cording to the average price of the home in the region of the
United States in which he lived, based on data compiled by the
Bureau of the Census.

In alternative three, it was assumed that the value of the taxpay-
er's home was $140,000.

Calculations of the Federal income tax liability were made under
existing tax law and under the administration's proposals. Calcula-
tions of State and local taxes included State income taxes, real and
personal property taxes, and sales tax.

With the exceptions of New York City and the District of Colum-
bia, city income taxes were ignored. It was assumed that State
taxes would be the same under the administration's proposal as
under current law-that is, that no State would change its laws so
that State tax liability would change-with one exception.

Some States permit a deduction for Federal taxes paid or other-
wise refer to Federal income tax for purposes of computing State
tax liability. For those States, State income tax liability was recom-
puted taking into account any change in Federal tax liability under
the administration's proposal.

The calculations were intended to focus on the effect of repealing
the current deduction for State and local taxes. That was the objec-
tive. Other variables that might affect the taxpayer's Federal tax
liability were controlled. Thus, the taxpayer's income was assumed
to have been earned by only one of the spouses and current Feder-
al tax cost is not reduced by the two-earner deduction.

Similarly, other income items, deductions and credits that would
be modified by the administration's proposals, such as the taxation
of employer-paid health insurance premiums, limitations on invest-
ment and consumer interest deductions and repeal of investment
tax credit are not included in the examples.

Hence, the change in Federal tax liability that the hypothetical
taxpayer would sustain under the administration's proposal is spe-
cifically designed to be attributable solely to the repeal of the de-
duction for State and local taxes, and change in tax rates including
change in zero-bracket amount and change in personal exemptions.

Generally, we assumed a single-earner family, with income only
from salary. Where applicable, personal property taxes were attrib-
uted to a single car and to household effects. Real property taxes
were attributable only to the taxpayer's home. The mortgage inter-
est attributable to the home was calculated at 12.5 percent for 30
years. The size of the mortgage was assumed to be 90 percent of
the cost that was financed.

Our study made five separate analyses. In each case, taxpayers
paid less Federal income tax under the administration's proposal
than under current law. However, in each case, the tax cost varied
tremendously from State to State. Accordingly, the present dispari-
ty in tax burdens among States was greatly magnified.

The first analysis compared the States on the basis of combined
Federal, State, and local tax cost. We ranked the States in order of
their respective tax burdens, and then determined the percentage
of increase for each State above the lowest State. We also estab-
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lished a median, and ascertained the variance from the median for
each State.

We found that the administration proposal exacerbates the dif-
ferences among States. Under current law, taxpayers with $97,000
homes in Alaska have the lowest combined tax burden, taxpayers
in Wyoming the next lowest, and taxpayers in New York Cit ' the
greatest. Georgia, California, and Indiana are the median. Under
current law, the differences in total tax costs between Alaska and
New York City varies by 37 percent, and the difference between
Wyoming and New York City by 36 percent. The variance for the
median States is 18 percent.

Under the administration's proposal, the hypothetical taxpayers
in Alaska and Wyoming have the lowest combined tax burden and
Wisconsin replaces New York City as the locale with the highest
combined tax burden. The variance between the lowest and the
highest more than doubles, increasing from 37 percent to 76 per-
cent.

Even for the median States, the difference between Wisconsin
and the median is 57 percentage points, a very substantial differ-
ence. The variance is even greater for the taxpayer with a $140,000
home.

Under the administration proposal for that taxpayer, the differ-
ence between the combined tax burden of a taxpayer in Alaska or
Wyoming and a taxpayer in Wisconsin, which again becomes the
State with the highest combined tax burden, becomes 84 percent-
83 percent for Wyoming. The variance between Wisconsin and
Texas is 81 percent.

Our second analysis again looked at the combined Federal, State,
and local tax cost for each of the three hypothetical taxpayers. It
did not rank the variations among the States, but rather compared
the results under current law with the results under the adminis-
tration proposal.

We then evaluated what the increase or decrease would be in the
hypothetical taxpayer's liability, and the percentage of change
from current law to the administration proposal. In this particular
example, each hypothetical taxpayer in every State experienced a
tax decrease, but the percentage of the decrease varied widely,
from 3 percent in Wisconsin, and 6 percent in Delaware, and up to
25 percent in Alaska.

For a taxpayer with a $97,000 home, the smallest tax decrease
occurs in Wisconsin, where there would be a mere 3 percent
change.

It is important to note that the findings of this example relate
only to our hypothetical taxpayers and would not hold true in
every case. The principal reason for the decrease is, of course, the
great. care taken in the hypotheticals to control a significant
number of variables. The control of the variables meant that each
taxpayer had the same taxable income of $50,000, but the taxpay-
ers were not necessarily in the same economic position and, in fact,
would no doubt have very different gross cash and salary incomes.

Since the marginal tax rate for $50,000 is lower under the Presi-
dent's plan than under current law, each taxpayer experiences a
tax reduction. In addition, the zero-bracket amount and personal
exemptions are greater under the administration proposal than
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under current law. Thus, it is only the amount of the reduction
that varies.

The third analysis segregated the components of the State and
local tax cost by income tax, real property, personal property, and
sales taxes. Since the change in Federal tax liability would change
the State income tax liability, it was necessary to break the tax
cost into its various components under current law and the propos-
al.

We then compared the relative tax burdens under current law
and under the administration proposal, established a median, and
ascertained a variance from the median. The median State and
local tax cost for the hypothetical taxpayer was found to be $4,150
for the taxpayer with a $97,000 home, and $4,550 for a taxpayer
with a $140,000 home.

A Wisconsin taxpayer with the average cost home has a tax
burden that is $3,100 greater than the median, for a total burden
of $7,250 Similarly, the Wisconsin taxpayer with the more expen-
sive $140,000 home has a total State tax burden that is $3,900
greater than the median, for a total burden of $8,450.

The fourth example evaluated the change in only the Federal
income tax liability for the hypothetical taxpayer in each tax situa-
tion. A Wisconsin taxpayer who has the less expensive home would
experience a 6-percent decrease in Federal tax liability, while the
Wisconsin taxpayer with the more expensive home experiences a 2
percent decrease in Federal tax liability.

In each case, the Wisconsin taxpayer derives the least benefit of
any State from the rate relief and base broadening of the Presi-
dent's proposal. The residents of Wyoming and Nevada experience
the greatest tax relief, enjoying a 26 percent decrease in their taxes
in both the housing groups.

Again, these are States with no State income tax, so rate reduc-
tion is extremely valuable to residents there.

Our fifth and final analysis assessed the components of the de-
crease in tax liability that the taxpayer would experience on the
given facts in each State. We traced what component of the reduc-
tion was attributable to the repeal of deductions of State and local
income, real property and other taxes, and also what component of
the decrease was attributable to changes in State income tax and
to changes in rates.

In every case, the most significant component of tax reduction
was, not surprisingly, the change in rates.

For example, our hypothetical Wisconsin taxpayer in a $97,000
house experiences a $550 Federal tax decrease. However, if the
rates the President proposed were applied to taxable income, but
the State and local tax deductions were not repealed, the same tax-
payer would experience a tax decrease nearly five times greater,
$2,363.

The difference is even greater in the case of a $140,000 house.
That Wisconsin taxpayer has only a $200 tax reduction. If the re-
duced rates were applied to taxable income, but State and local tax
deductions were not repealed, the tax reduction would be almost 12
times as great, at $2,313.

The second set of examples found in appendix B to my prepared
statement shows the effect of the administration's proposal on an



724

average taxpayer, using Wisconsin-based information. The exam-
ples are derived from Treasury's own data, extrapolated from
census data, for Wisconsin taxpayers. The Treasury example was
narrowly drawn, so it was then modified to add other factors into
the equation. In these additional examples, families with two earn-
ers and child care expenses experience a tax increase relative to
current law.

Example 1 is a presentation of the Treasury's data for a Wiscon-
sin taxpayer in a single-earner family where salary was $33,360.
Under current law, the family in the example would be permitted
to take itemized deductions split about evenly between State and
local taxes, and all other items available to be itemized.

Treasury's example provides a basis for its claims of simplifica-
tion, as this taxpayer would no longer itemize under the Presi-
dent's proposal because of the loss of the deduction for State and
local taxes and the increase in exemptions and the zero-bracket
amount. Even when this taxpayer loses the opportunity to itemize,
the family experiences a tax reduction of 6.4 percent, largely be-
cause of the changes to the exemption amounts, the zero-bracket
amount, and rate reduction-22 percent marginal rate under cur-
rent law versus 15 percent under the President's plan.

We have modified Treasury's example somewhat to show how
the proposed plan affects families with similar income, $36,360, but
different circumstances. In example 2, the family incurs expenses
for child care. The credit is available not only when both spouses
or a single parent works, but also when a parent is a full-time stu-
dent.

The change of the credit to a deduction reduces the tax benefits
associated with child care expenses, but the family nonetheless re-
ceives a tax reduction, although it is smaller than in example 1.

Examples 3, 4, and 5 show the same gross income, but assumes
part of it is earned by the second spouse. The proportions attributa-
ble to each spouse are varied in the examples. These examples il-
lustrate the effects of the loss of the two-earner deduction and
show that the more similar the spouses' incomes, the greater the
impact of the loss of the deduction.

It is important to note that, under the facts presented in the ex-
ample, when the gross salary comes from two incomes rather than
one, the result is a tax increase as compared to present law. In ex-
ample 5, where the two incomes are identical, the 8.6 percent tax
increase is significant, particularly given the relatively modest
income of each spouse.

In conclusion, the results of our study and the data presented in
appendix B to my prepared statement are not the same as econo-
metric analyses that would apply to large classes of taxpayers. The
examples should be interpreted only in the context of the facts pre-
sented. In the case of our original submission to the Joint Econom-
ic Committee, the results should not be extrapolated to other tax-
payers in other income levels and are pertinent only to the as-
sumptions contained in appendix A of our report.

All of the examples in our initial study show tax reductions. It is
nonetheless possible that a taxpayer at some other income level re-
siding in a high tax-rate State, or a taxpayer whose income was the
same as our example, but whose deduction patterns were different
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than those assumed, could incur an increase in overall tax burden
under the administration's proposal.

Nontheless, the comparative relationships that are suggested
would have general application. For example, in considering the
loss of the State tax deduction, taxpayers living in States with no
income taxes will fare much better than taxpayers who live in
high-tax States, assuming all other factors are neutral.

Similarly, the amount of tax increase or decrease for all taxpay-
ers earning $33,000, as shown in appendix B to my prepared state-
ment, could vary under circumstances not present in the examples.

Again, though, the relationships will generally be similar. The
change of the child care credit to a deduction will reduce the asso-
ciate tax benefits, particularly for taxpayers in low-tax brackets,
and the loss of the two-earner exclusion is more keenly felt as the
second lower income rises. And the amount of the exclusion in-
creases under present law.

We appreciate the opportunity to testify here today. We will be
pleased to answer any questions the committee wishes to raise.

Thank you.
Representative OBEY. Thank you very much.
[The prepared statement of Mr. Torkko, together with appen-

dixes, follows:]
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PREPARED STATEMENT OF DENNIS TORKKO

Mr. Chairman: My name is Dennis Torkko, and I am the Head of the

Tax Division of the Milwaukee, Wisconsin office of Arthur Andersen & Co.

Arthur Andersen is an international accounting and consulting services

organization doing business in more than 125 cities around the world. The

testimony we present here today is based on research performed at the request

of your committee. While most of our U.S. clients would be affected by the

many proposed changes to the tax laws found in President Reagan's tax plan,

we do not represent them here today. Also, we express no opinion as to the

advisability of adopting any of the proposals found in President Reagan's tax

plan, including the proposal to repeal the deduction for state and local

taxes.

Background of the Arthur Andersen Study

Shortly after the President's package was submitted to Congress in

late May, the staff of the Joint Economic Committee contacted Arthur

Andersen's Office of Federal Tax Services (OFTS) located in Washington, D.C.,

to request analysis of an issue that was central to both the so-called

'Treasury I' proposal, released in November 1984, and the President's package

released in May. That feature, of course, was the proposal to repeal the

deduction for state and local taxes.

The Joint Economic Committee staff requested OFTS to gather data to

assess the Federal tax effects of the repeal of state taxes in three

different hypothetical situations. The purpose of the analysis was to

provide the Committee with comparative data by state for its use in

evaluating the effects of the Administration's proposal to repeal the
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deduction for state and local taxes. The comparison was based on

hypothetical taxpayers and is not intended to reflect the impact of the

Administration's proposal on an 'average' taxpayer. The full text of that

study has already been made a part of the record of these and other Joint

Economic Committee hearings.

Joint Economic Committee staff worked with OFTS to construct three

hypothetical fact patterns that would illustrate the effects of the

proposals. In each, the taxpayer considered was assumed to be married, have

two children and to have taxable income of $50,000 (before deductions for

state and local taxes and before considering the zero bracket amount and

personal exemptions). Gross salary income of each taxpayer varied depending

upon the cost of his personal residence. In each case, however, gross income

less home mortgage interest expense netted to $50,000 taxable income (before

other deductions), as shown on the chart below.

ALTERNATIVE ALTERNATIVE ALTERNATIVE

1 2 3

salary $ 59,600 $ 60,500 $ 63,300

Mortgage interest (9,600) (10,500) (13,300)

Taxable income
(before other deductions) $ 50,000 $ 50,000 $ 50,000

The three alternatives differ from one another only in the assumed

cost and value of the taxpayer's personal residence. In Alternative 1, the

taxpayer's home was assumed to have a current fair market value of $97,000,

the average price of a single family, new home in the United States according

to the U.S. Bureau of Census. In Alternative 2, the value of the taxpayer's
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home varied according to the average price of the home in the region of the

United States in which he lived (based on data compiled by the Bureau of the

Census). In Alternative 3, it was assumed that the value of the taxpayer's

home was $140,000.

Calculations of Federal income tax liability were made under

existing tax law and under the Administration's proposals. Calculations of

state and local taxes included state income tax, real and personal property

taxes and sales tax. With the exceptions of New York City and the District

of Columbia, city income taxes were ignored. It was assumed that state taxes

would be the same under the Administration's proposal as under current law

(i.e., that no state would change its laws so that state tax liability would

change), with one exception. Some states permit a deduction for Federal

taxes paid or otherwise refer to Federal income tax for purposes of computing

state income tax liability. For those states, state income tax liability was

recomputed taking into account any change in Federal tax liability under the

Administration's proposal.

The calculations were intended to focus on the effect of repealing

the current deduction for state and local taxes. Other variables that might

affect the taxpayer's Federal tax liability were controlled. Thus, the

taxpayer's income was assumed to have been earned by only one of the spouses

and current Federal tax cost is not reduced by the two-earner deduction.

Similarly, other income items, deductions and credits that would be modified

by the Administration's proposals, such as the taxation of employer-paid

health insurance premiums, limitations on investment and consumer interest
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deductions and repeal of investment tax credit are not included in the

examples. Hence, the change in Federal tax liability that the hypothetical

taxpayer would sustain under the Administration's proposal is specifically

designed to be attributable solely to repeal of the deduction for state and

local taxes, and change in tax rates (including change in zero bracket amount

and increase in personal exemptions).

A full description of the assumptions used for the study are found

in Appendix A. Generally, we assumed a single-earner family, with income

only from salary. Where applicable, personal property taxes were attributed

to a single car and to household effects. Real property taxes were

attributable only to the taxpayer's home. Results for all of the taxes were

rounded to the nearest $50. The mortgage interest attributable to the home

was calculated at 12-1/2% for 30 years. The size of the mortgage, of course,

varied depending on the cost of the house. We assumed that 90% of the cost

was financed.

Findings of the Study

Our study made five separate analyses. In each case, taxpayers

paid less Federal income tax under the Administration's proposal than under

current law. However, in each case, the tax cost varied tremendously from

state to state. Accordingly, the present disparity in tax burdens among

states was greatly magnified.
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The first analysis compared the states on the basis of combined

federal, state and local tax cost. We ranked the states in order of their

respective tax burdens, and then determined the percentage of increase for

each state above the lowest state. We also established a median, and

ascertained the variance from the median for each state.

We found that the Administration proposal exacerbates the

differences among states. Under current law, taxpayers with $97,000 homes in

Alaska have the lowest combined tax burden, taxpayers in Wyoming the next

lowest (it was nearly identical) and taxpayers in New York City the

greatest. Georgia, California and Indiana are the median. Under current

law, the differences in total tax costs between Alaska and New York City

varies by 37%, and the difference between Wyoming and New York City by 36%.

The variance for the median states is 18%.

Under the Administration's proposal, the hypothetical taxpayers in

Alaska and Wyoming have the lowest combined tax burden and Wisconsin replaces

New York City as the locale with the highest combined burden. The variance

between the lowest and the highest more than doubles, increasing from 37% to

76%. Even for the median states, the difference between Wisconsin and the

median is 57 percentage points. The variance is even greater for the

taxpayer with a $140,000 home. Under the Administration proposal for that

taxpayer, the difference between the combined tax burden of a taxpayer in

Alaska or Wyoming and a taxpayer in Wisconsin (which again becomes the state

with the highest combined tax burden) becomes 84% (83% for Wyoming). The

variance between Wisconsin and Texas, a very populous state, is 81%.
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Our second analysis again looked at the combined federal, state,

and local tax cost for each of the three hypothetical taxpayers. It did not

rank the variations among the states, but rather compared the results under

current law with the results under the Administration proposal. We then

evaluated what the increase or decrease would be in the hypothetical

taxpayer's liability, and the percentage of change from current law to the

Administration proposal. In this particular example, each hypothetical

taxpayer in every state experienced a tax decrease, but the percentage of the

decrease varied widely, from 3% in Wisconsin, and 6% in Delaware and

Michigan, to 25% in Alaska and 22% in Texas.

For a taxpayer with a $97,000 home, the smallest tax decrease

occurs in Wisconsin, where there would be a mere 3% change. The greatest tax

relief for this taxpayer occurs in Alaska, Wyoming, and Texas (25%, 24%, and

22% respectively), where there is no state income tax. The results are

similar for a taxpayer with a $140,000 home. A Wisconsin taxpayer who has a

$140,000 home would experience only a 1% tax decrease.

It is important to note that the findings of this example relate

only to our hypothetical taxpayers, and would not hold true in every case.

The principal reason for the decrease is, of course, the great care taken in

the hypotheticals to control a significant number of variables. The control

of the variables meant that each taxpayer had the same taxable income of

$50,000, but the taxpayers were not necessarily in the same economic

position, and, in fact, would no doubt have very different gross cash and

salary incomes. Since the marginal tax rate for $50,000 is lower under the

President's plan than under current law, each taxpayer experiences a tax

57-425 0-86-24
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reduction. In addition, the zero bracket amount and personal exemptions are

greater under the Administration proposal than under current law. Thus, it

is only the amount of the reduction that varies.

The third analysis segregated the components of the state and local

tax cost by income tax, real property, personal property, and sales taxes.

(Since the change in Federal tax liability would change the state income tax

liability, it was necessary to break the tax cost into its various components

under current law and the proposal.) We then compared the relative tax

burdens under current law and under the Administration proposal, established

a median, and ascertained a variance from the median. The median state and

local tax cost for the hypothetical taxpayers was found to be $4,150 for the

taxpayer with a $97,000 home (Georgia and California were the median states),

and $4,550 for a taxpayer with a $140,000 home. (Illinois was the median

here.) A Wisconsin taxpayer with the average cost home has a tax burden that

is $3,100 greater than the median, for a total burden of $7,250. Similarly,

the Wisconsin taxpayer with the more expensive home has a total state tax

burden that is $3,900 greater than the median, for a total burden of $8,450.

The fourth example evaluated the change in only the Federal income

tax liability for the hypothetical taxpayer in each tax situation. A

Wisconsin taxpayer who has the less expensive home would experience a 6%

decrease in Federal tax liability, while the Wisconsin taxpayer with the more

expensive home experiences a 2% decrease in Federal tax liability. In each

case, the Wisconsin taxpayer derives the least benefit of any state from the

rate relief and base broadening of the President's proposal. The residents

of Wyoming and Nevada experience the greatest tax relief, enjoying a 26%
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decrease in their taxes in both the housing groups. (Alaskans in the $97,000

house have a 27% decrease.) Again, these are states with no state income

tax, so rate reduction is extremely valuable to residents there.

Our fifth and final analysis assessed the components of the

decrease in tax liability that the taxpayer would experience on the given

facts in each state. we traced what component of the reduction was

attributable to the repeal of deductions for state and local income, real

property and other taxes, and also what component of the decrease was

attributable to changes in state income tax and to changes in rates. In

every case, the most significant component of tax reduction was, not

surprisingly, the change in rates. For example, our hypothetical Wisconsin

taxpayer in a $97,000 house experiences a $550 Federal tax decrease.

However, if the rates the President proposed were applied to taxable income,

but the state and local tax deductions were not repealed, the same taxpayer

would experience a tax decrease nearly five times greater ($2,363). The

difference is even greater in the case of a $140,000 house. That Wisconsin

taxpayer has only a $200 tax reduction. If the reduced rates were applied to

taxable income, but state and local tax deductions were not repealed, the tax

reduction would be almost 12 times as great, at $2,313.

Typical Wisconsin Situations

The second set of examples, found in Appendix B, shows the effect

of the Administration's proposal on an 'average' taxpayer. The examples are

derived from Treasury's own data (extrapolated from census data) for

Wisconsin taxpayers. The Treasury example was narrowly drawn, so it was then
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modified to add other factors into the equation. In these additional

examples, families with two earners and child care expenses experience a tax

increase relative to current law.

Example 1 is a presentation of the Treasury's data for a Wisconsin

taxpayer in a single-earner family where salary is $33,360. under current

law, the family in the example would be permitted to take itemized deductions

split about evenly between state and local taxes and all other items.

Treasury's example provides a basis for its claims of simplification, as this

taxpayer would no longer itemize under the President's proposal because of

the loss of the deduction for state and local taxes and the increase in

exemptions and the zero bracket amount (ZBA). Even when this taxpayer loses

the opportunity to itemize, the family experiences a tax reduction of 6.4%,

largely because of the changes to the exemption amounts, ZBA, and rate

reduction (22% marginal rate under current law vs. 15% under the President's

plan).

We have modified Treasury's example somewhat to show how the

proposed plan affects families with similar income ($33,360) but different

circumstances. In example 2, the family incurs expenses for child care.

(The credit is available not only when both spouses or a single parent works,

but also when a parent is a full-time student.) The change of the credit to

a deduction reduces the tax benefits associated with child care expenses, but

the family nonetheless receives a tax reduction, although it is a smaller

decrease (4.5%) than in example 1.
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Examples 3, 4 and 5 show the same gross income, but assumes part of

it is earned by the second spouse. The proportions attributable to each

spouse are varied in the examples. These examples illustrate the effects of

the loss of the two-earner deduction, and show that the more similar the

spouses' incomes, the greater the impact of the loss of the deduction. it is

important to note that, under the facts presented in the example, when the

gross salary comes from two incomes rather than one, the result is a tax

increase as compared to present law. In example 5, where the two incomes are

identical, the 8.6% tax increase is significant, particularly given the

relatively modest income of each spouse.

Conclusion

The results of our study, and the data presented in Appendix B are

not the same as econometric analyses that would apply to large classes of

taxpayers. The examples should be interpreted only in the context of the

facts presented. In the case of our original submission to the Joint

Economic Committee, the results should not be extrapolated to other taxpayers

in other income levels and are pertinent only to the assumptions contained in

Appendix A. All of the examples in our initial study show tax reductions.

It is nonetheless possible that a taxpayer at some other income level

residing in a high tax-rate state or a taxpayer whose income was the same as

our example, but whose deduction patterns were different than those assumed

could incur an increase in overall tax burden under the Administration's

proposal.
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Nonetheless, the comparative relationships that are suggested would

have general application. For example, in considering the loss of the state

tax deduction, taxpayers living in states with no income taxes will fare

better than taxpayers who live in high tax states, assuming all other factors

are neutral.

Similarly, the amount of tax increase or decrease for all taxpayers

earning $33,000, as shown in Appendix B could vary under circumstances not

present in the examples. Again, though, the relationships will generally be

similar. The change of the child care credit to a deduction will reduce the

associated tax benefits, particularly for taxpayers in low tax brackets, and

the loss of the two earner exclusion is more keenly felt as the second/lower

income rises, and the amount of the exclusion increases under present law.

We appreciate the opportunity to testify here today. We will be

pleased to answer any questions the Committee wishes to raise.
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Appendix A

ASSUMPTIONS USED IN COMPUTING TOTAL
TAX BURDEN OF INDIVIDUALS BY STATE

The Arthur Andersen study depicted federal, state and local tax
burden under current law and under the Administration's tax reform proposal.
It was prepared using the following assumptions provided (and/or approved) by
the staff of the Joint Economic Committee. They describe a hypothetical
taxpayer and are not intended to depict an average taxpayer or even an
'average' homeowner.

1. Taxpayer description - Married, joint return, two-dependents,
one-earner family.

2. Income - Taxpayer's only income is salary income. Total salary
less assumed home mortgage interest expense deduction (see
below) equals $50,000. Thus, taxable income, before
reflecting state and local tax deductions, the zero-bracket
amount and personal exemptions is $50,000.

3. Taxpayer's assets - State and local property taxes (real and
personal) depend on the value of the taxpayer's real property,
automobile, boats and (in some cases) household effects.
Furthermore, some states impose an intangibles tax on
taxpayer's intangible assets, such as corporate stock. Por
each alternative, it is assumed that the taxpayer has one
automobile valued at $12,000 and household effects valued at
$15,000 that may be subject to personal property tax. The
taxpayer was assumed not to own any intangibles or boats. The
taxpayer's personal residence was valued variously according
to each of three alternatives:

Alternative 1 - $97,000

Alternative 2 - Home value varied according to the
location of the state by region as follows:

Northeast - $107,400
South - 86,000
Midwest - 107,800
West - $109,400

Alternative 3 - $140,000

The home values assumed for Alternatives 1 & 2 are based on
data compiled by The Bureau of Census regarding average sales
price of new homes in 1985.
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States are categorized by region as follows:

Northeast South Midwest West

Connecticut Alabama Illinois Alaska
Maine Arkansas Indiana Arizona
Massachusetts District of Iowa California
New Hampshire Columbia Kansas Colorado
New Jersey Delaware Michigan Hawaii
New York Florida Minnesota Idaho
New York City Georgia Missouri Montana
Pennsylvania Kentucky Nebraska Nevada
Rhode Island Louisiana N. Dakota New Mexico
Vermont Maryland Ohio Oregon

Mississippi S. Dakota Utah
N. Carolina Wisconsin Washington
Oklahoma Wyoming
S. Carolina
Texas
Tennessee
Virginia
W. Virginia

4. Mortgage interest expense deduction - Interest expense was
approximated for the hypothetical taxpayer assuming that the
home was purchased three years ago and that the taxpayer
borrowed approximately 90% of the purchase price. Interest was
computed at 12.5% per annum, assuming monthly level debt
service payments and a 30-year mortgage. The purchase price of
the home was computed based on the assumption that, after its
acquisition, the home had appreciated in value at the rate of
about 4% per year. Thus, interest expense assumed in each of
the alternatives is:

Alternative 1 - $9,600

Alternative 2 - Northeast - $10,500
South - $ 8,500
Midwest - $10,500
West - $10,500

Alternative 3 - $13,300

5. State and local tax deductions

A. Income taxes - Actual state income taxes were computed in each
state based on all other given facts and assumptions using 1984
tax rates (rounded to the nearest S50). With the exception of
New York City and the District of Columbia, it was assumed that
the hypothetical taxpayer did not live or work in a city that
would impose an additional city income tax. The state income
tax computed for Maryland includes an additional local tax at
50% of the basic state rate.
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some states permit a deduction for federal income tax liability

or, in some other fashion, determine state income tax based on

federal income or income tax. For these states, state income

tax has also been recomputed under the Administration proposal

to take into account the revised federal income tax liability.

B. Sales tax - Sales taxes were computed using the tables prepared

by the Internal Revenue Service (rounded to the nearest SS0).

C. Personal property tax - Actual personal property taxes were

computed using the assumed taxpayer assets (see above), rounded

to the nearest S50.

D. Real property tax - Real property taxes for a personal

residence in a given jurisdiction depend on the property's

value, the combined (state, county, city and school district)

nominal tax rates in the jurisdiction and the assessment ratio

(i.e., the portion of the property's value to which the nominal

tax rate is applied in computing the tax bill). The assessment

ratio can be, and usually is less than 100%, for many reasons

including:

o The law in the jurisdiction may provide that residential

property is assessed at a fraction of the property's fair_

value (e.g., 50% or less).

o The law may provide specific dollar exemptions for classes

of property (e.g., residential) or classes of taxpayer

(e.g., the elderly).

o Although the law intends that the property be assessed at

fair value, in fact it is not in many, if not most cases,

due to inaccuracy in appraising the property or the lack

of a recent appraisal.

Each of the relevant factors -- property value, nominal tax

rate and assessment ratio -- can vary widely from state to

state and from town to town. Consequently, recent accurate

data for all locales is, in effect, nonexistent. Furthermore,

because the relevant factors vary so much within a state, the

use of one, assumed tax rate for a particular state cannot be

considered representative of that state's tax rate.

Nevertheless, there is data available that has been compiled by

the U.S. Department of Commerce, Bureau of the Census that can

be used to compute a real property tax value for most states.

Real property tax for the hypothetical taxpayer has been

computed using this data contained in the publication entitled

*1982 Census of Governments - Volume 2 (Taxable Property Values

and Assessment - Sales Price Ratios)'. The effective tax rates

in most states is provided in Table 22 of that publication.

For those states not listed in Table 22, (Delaware, Indiana,

Massachusetts, Texas and Vermont), real property tax was

computed using the aggregate assessment - sales price ratio

provided in Table 13 and the composite average property tax

rate for the state, according to Prentice Hall Inc., All States

Tax Handbook, 1260 (1984). With regard to Vermont, the use of

this alternate methodology resulted in unrealistically low real

property tax values. Therefore, data regarding a reasonable

effective tax rate (S1.85 per S100 of property value) was

obtained directly from property tax officials in Vermont. Real

property tax for the State of California was computed at 1% of

original cost, in accordance with that state's Proposition 13.

All values computed for real property tax have been rounded to

the nearest S50.

6. Federal Income Tax - Current law federal income tax has been

computed (to the nearest S50), based on 1984 tax rates.



JOINT RETURN FOR FAMILY OF FU)
COPMARINS CURRENrt LAW AND PRE51IDEM'S PROPOSAL

FOR 1986 (WITHOUT PHASE IN OF RNTES)

#1 #2 83 #4 #5

Curr"nt Prsidant's Current President's Current Pre-idant' Current Prsident's Current President'
Law Proposal Lew Prvposal Lae Proposal La. Poposal Le Proposal

wg.es nd salary Sl $33.360 $33,360 $33,360 $33.360 $25,020 $25,020 $20,016 $20,016 $16,680 $16,680
S2 0 0 0 0 a,340 80340 13,344 13.344 16.680 16.680

ftployer paid health N/A 300 N/A 300 N/A 300 N/A 300 N/A 300

Contribution to IRA (2.150) (2,150) (2.150) (2,150) (2,150) (2,150) (2.150) (2,150) (2.150) (2.150)

Child care .pnee N/A 0 N/A (1.425) N/A (1,425) N/A (1.425) N/A (1.425)

Tuo earner deduction 0 N/A 0 N/A (727) N/A (1.227) _ /A (1_561) __ /A

Adjuwtod qross incose
(A8I) $31,210 $31,510 $31,210 $30,005 $30,403 $30,085 $29,983 $30,085 $29,649 $30,085

State nd local ta.se (3.020) N/A (3,020) N/A (3.020) N/A (3.020) N/A (3,020) N/A

Other it-is.ed
d.ductioh (3,780) (3.780) (3.780) (3.780) (3.780) (3.780) (3.780) (3.780) (3.780) (3.780) 0

Zaro bracket amunt 3.670 4,000 3.670 4.000 3.670 4.000 3.670 4*000 3.670 4.0000

Allowable it-i.ed
deductioo $(3,130) $ (0) $(3,130) $ (0) $(3.130) $ (0) S(3.130) $ (0) $(3.130) $ (0)

Pereonal .e..otion (4,320) (8.000) (4,320) (8.000) (4.320) (8.000) (4.320) (8,000) (4.320) (8.000)

Taaable inco $23,760 $23,510 $23,760 $22,085 S23.033 $22,085 $22,533 $22,085 $22,199 $22,085

Tao liability $ 3.126 $ 2,927 $ 3,126 $ 2.713 $ 2.966 $ 2.713 $ 2,856 $ 2,713 $ 2,783 $ 2,713

Child Sara credit 0 N/A (285) N/A (285) N/A (285) N/A (285) N/A >

---- ---- ---- ----------- ----------- ----
Tee due $ 3.126 $ 2.927 $ 2,541 S 2.713 $ 2,681 $ 2.713 $ 2,571 $ 2,713 $ 2,498 $ 2,713

P rcent change -6.45 -4.5 1.2% 5.5 8.61 x

Notas #1 Adl aistrattion Analysc1
32 Oae but with child carp (aeeonea sacond parant in ftll-ti_ student)
43 Sp. but with child care and too earners 75/25
#4 Sou but with child care and two earners 60/40
45 S5 but with child care and two aar.ers 50/50
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Representative OBEY. Mr. Sprecher, let me first turn to your
analysis of the impact of Federal budget on Wisconsin. You say
that in 1984 alone, Federal budget actions cost Wisconsin a net loss
of approximately $200 million in real dollars?

Mr. SPRECHER. That is correct.
Representative OBEY. And then you indicate that the deficit has,

in your estimate, cost Wisconsin approximately 30,000 manufactur-
ing jobs and 40,000 jobs in total?

Mr. SPRECHER. That is correct.
Representative OBEY. And that the sharp appreciation of the

dollar, which is significantly, if not totally related to the deficit,
has cut personal income in Wisconsin by $710 million.

Mr. SPRECHER. Right.
Representative OBEY. Can you tell me how you arrived at those

numbers?
Mr. SPRECHER. OK. In terms of the last one first, the $710 mil-

lion. This was derived from the DRI national study and--
Representative OBEY. Why don't you, for benefit of the laymen in

the crowd, explain what DRI is?
Mr. SPRECHER. We have a contract with Data Resources, Inc.,

which is a national forecasting firm, national econometric firm,
and using their data on a national basis and then using the Wis-
consin Department of Revenue study of that data, determined that
there were 30,000 jobs lost in manufacturing and 10,000 elsewhere.
What then we did-that is confirmed as well by a congressional
study that was just completed this past year as well-then took the
personal income loss, was arrived at by multiplying the average
wage in that sector by the number of jobs that were lost because of
the DRI-or lost as an estimate of the DRI study. So that is how
the $710 million number came into being.

In terms of your other questions, the $200 million lost to the
State budget, that includes not only cuts, cuts to the base of dollars
coming to Wisconsin, but that also includes an area such as medi-
cal assistance and AFDC where the inflation, the increase is not
being kept pace with. So it is in essence not a cost-to-continue
budget. So we are also including in that figure losses in those par-
ticular human service programs that are not keeping pace with in-
flation.

Representative OBEY. That $200 million figure, that includes
total loss to State and local or just State?

Mr. SPRECHER. That is State.
Representative OBEY. Just State. Any estimate as to what that

number would be if you add the impact of local government?
Mr. SPRECHER. I can give you an estimate in terms of just the

current 1986 budget. That is $23 million to just the local govern-
ments. And I think in 1986 it was less of an impact on local govern-
ments than in other previous years, but the State impact was obvi-
ously less as well. We are estimating about $9 million loss in 1986
budget of the State government. So I think the locals have also lost
on an annual basis more than $23 million for the previous 4 years
but in 1986 it has been $23 million. That doesn't include the Feder-
al revenue sharing loss that will kick in in 1987.

Representative OBEY. The reason I wanted to emphasize that for
a moment is that I think people have a tendency, the general
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public has a tendency to blame the guy who is the closest to him,
like the local mayor, local county board people, for budget reduc-
tions or increases in taxes. I think that it is important that it be
understood that without placing any value judgment for the
moment on where that service, or where that ought to be delivered,
or where that tax ought to be levied, that nonetheless, a lot of the
changes that have occurred at both the State and local level, for
which State and local people are being blamed by some of the pop-
ulace, that those decisions were really forced on them by actions
that we at the federal level were taking.

I hope people remember that.
I had not seen this figure before put in real dollar terms as con-

cisely as you have. You say that during the period from 1976 to
1988, defense expenditures will rise by 80 percent in constant dol-
lars. Why don't you explain what that term "constant dollars"
means?

Mr. SPRECHER. In terms of constant dollars, that means that
when you exclude inflationary cost increases, that means that it
will increase that amount of money in constant dollars, in dollars
in the base year. That does not include even inflation. So, inflation
would boost that number to an even greater percentage.

Representative OBEY. And grants in aid will fall by 16 percent,
but that aid to individuals would increase by 40 percent.

Mr. SPRECHER. I think all that those statistics are showing are
basically what your statistics on your charts are showing as well.
That the defense is becoming an ever larger portion of the budget.
The net interest payments are becoming an ever larger portion of
the budget; everything else, which is basically domestic spending, is
shrinking in real or constant terms.

Representative OBEY. I don't know how many-I see a number of
people who have been here 2 or 3 days. But for those of you who
were not here, what these charts simply illustrate is the change in
the Federal budget from 1980 through this year. If I could take just
a moment, you will see that what they illustrate is that the large
blue piece, which is the total amount of the Federal budget dollar
that went for elderly and disabled people, everything from, every-
thing that someone gets who is not working either because he is
retired, he or she is retired or disabled, you can see that that por-
tion has remained precisely the same percent of the budget, 37
cents. You can see, I know people usually say to me, if you guys
would just eliminate foreign aid and squeeze welfare, we could bal-
ance the budget. The fact is that the aid to the nonelderly poor, it
was only that little purple piece at the bottom of the chart. It was
only 7 cents out of every budget dollar in 1980. That has gone down
to 5.7 cents on the dollar.

Interest is the pink piece which has gone up 60 percent from
1980 to the 1986 request by the President. Outside of interest pay-
ments, the only portion of the budget which has grown in real
dollar terms, which means after inflation, and which has also
grown as a percentage of the Federal budget is this piece, which
goes from 25 cents on the dollar to 31 cents on the dollar. That is
one reason why Wisconsin has absorbed such a large portion of
budget reductions because this State has very few large defense
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contractors. We don't get a very good piece of that chain. I think
that is what Mr. Sprecher has indicated.

Mr. SPRECHER. That is exactly the point, Mr. Chairman.
Representative OBEY. Now, again, let me play devil's advocate.

You say in your prepared statement that the Wisconsin economic
outlook would be much more favorable if the Federal Government
enacted tax increases and spending cuts of approximately twice the
size that were enacted last year in what was then called the down-
payment on the deficit.

Mr. SPRECHER. Right.
Representative OBEY. And if an adaptation was then made in

monetary policy. Again, people are skeptical of numbers and
models. Can you explain how you arrived at that?

Mr. SPRECHER. Yes; I think what we had done is, we had taken a
benchmark, we haven't, the Wisconsin Department of Revenue had
taken a benchmark and said, what would happen to the State's
economy if we just let everything run as it is versus what would
happen to the State's economy if we had a more flexible, more ex-
pansive monetary policy and a combination of spending cuts,
budget reductions of roughly double what the downpayment was
being proposed, and then used the data resources model to run that
through our State economy.

Without getting into a whole lot of technical jargon-which I am
probably not the best person to talk about anyway-use that
benchmark and just said, what would that really mean?

What it would mean is that we would be seeing about 1.1 percent
more in terms of personal growth, personal income growth and we
would be seeing about 44,000 additional jobs by 1990.

If we had those two extremes. I think at this point we are not
saying that a reasonable short-term goal of Congress should be dou-
bling the downpayment, but if indeed that were done, that is what
the likely outcome would be in Wisconsin. I think it is a model. It
is based on a whole series of assumptions in terms of interest rates
and their ability to either dampen or not dampen the job creation
ability of the manufacturing sector in particular.

So, whether it is 44,000 jobs, 40,000, 50,000, somewhere in that
magnitude, I think that is just the point that we are trying to bring
home here, is that with a little bit more flexible monetary policy,
reduction in deficit and, therefore, hopefully a reduction in the bal-
ance-of-trade problem that we have, Wisconsin can make more ex-
ports. I think that is exactly where the deficit is hitting Wisconsin
is in our manufacturing sector, and in particular exports.

Representative OBEY. In your prepared statement, you talk about
the budget deficit problem, and the difficulty that the President
and the House of Representatives have had in reaching meaningful
deficit reduction. And you say that the latest Senate GOP proposal
was shot down by the President. The President has declared most
every solution out of bounds. That is not leadership and Reagan
and Congress must share the blame for inaction.

I think that is an accurate assessment. What I tried to point out
yesterday is because of that budget impasse in the House Budget
Committee, the House Appropriations Committee on which I serve
decided we could not wait any longer to proceed with passing the
financing bills that have to be financed before the Congress reaches
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the end of the fiscal year and the beginning of the next one. So, in
addition to the reductions that were made in the House budget res-
olution, the House Appropriations Committee proceeded to bring
out their funding bills-the budget is divided into 13 parts. The
House is finished with eight of them right now. And after those
eight bills had been finished by the House, we had cut an addition-
al $9 billion below the budget resolution numbers and significantly
below the President because that budget resolution was $8 billion
below the President in terms of spending.

The problem is that then the defense bill came in and that bill
was increased by $10 billion. And so, all of the actions taken by
every single Appropriations Committee to further reduce that defi-
cit were wiped out by the conference on one bill, which is that
piece. Which is why many of us are saying that since that is the
only portion of the budget outside of interest which is growing in
real dollar terms, what we are saying is that whether we win or
lose the argument about what level military spending ought to be
at, what we are saying is, even if we lose it and it is at a higher
level than we want, at least we ought to be paying for it rather
than borrowing it so that you do not continually add to interest
payments each year.

The problem, if I could just illustrate, is that if we accept the
President's budget, lock, stock, and barrel and do not change a
comma, here is what happens to interest payments. As you can see,
in 1981 they were $69 billion. In the budget which was sent to us
by the President, they would, interest payments would represent
$143 billion. And they continue to rise throughout the remainder of
this decade even if we do not change a comma in the President's
budget.

To put in perspective what we are talking about, this is one
chart I did not use previously, this shows what has happened to the
national debt. I think therein lies the story in terms of job loss,
trade deficit, interest rates remaining high, because what is hap-
pening is simple.

If you take a look at this little black and white stripped piece on
the bar, that shows what was incurred by way of debt from 1789
when the country began, through 1943, the third year of World
War II. The green piece illustrates what was added to the national
debt from 1943 through 1946 in order to win the war.

The pink piece indicates what was added to the national debt
from 1946 through 1968, in other words, under all the administra-
tion's from Harry Truman through LBJ. And LBJ, that outrageous
big spender, Great Society liberal, was the last President to give us
a balanced budget in 1969.

Then we see what was added when the oil shock hit Nixon and
Ford and this-they added substantially to the debt primarily be-
cause of the impact on the economy of the oil shock. Then between
1976 and 1980 under Carter, you have this much added to the na-
tional debt.

In the last 4 years, this is what has been added to the national
debt and if we accept the President's budget without changing a
dime, this is what will be added over the last 2 years.

Because this is such a huge number, we are having to literally
borrow to the skies from foreign countries and that is what is keep-
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ing those interest rates high because any time there is a demand
for that much capital to finance the Federal deficit, if you don't get
the money from abroad to provide enough room in the economy for
everybody else to participate, then the borrowing that is going on
in your economy-you have an absolute crunch in terms of interest
rates and a crunch on the economy. That is a long explanation but
I wanted to put that in context.

Let me ask you, Mr. Ley, you said in your prepared statement,
that because of tax exporting, some low personal income tax States
had above average per capita spending levels. I think it is also im-
portant to point out that the study done by the Arthur Andersen
Co. and then analyzed by the Joint Economic Committee demon-
strated that because of the ability of Texas, Wyoming, Louisiana,
and those States, to charge us when they ship oil, coal, or gas out
of the States, we wind up paying a good portion of the cost of edu-
cating kids in Texas, or taking care of mental institutions in Lou-
isiana or any other public service. And because we have to raise all
of our money ourselves, you get that strange phenomenon in which
Texas can have a very low State tax and still wind up outspending
a good many States in the country. So, I think it is crucial to make
a distinction between taxing levels and spending levels. When that
study was done, it was demonstrated that if you take the five
lowest taxing States in the Union, the four out of those five have
higher spending levels than do the five highest taxing States in the
Union, one of which is Wisconsin. It is primarily due to that
reason.

Let me ask, would it be fair to say that with the examples you
gave us on individual taxes, that you don't begin to see, under the
examples that you have mentioned, any help for those individuals,
in terms of tax reductions, until you hit above $70,000 or so?

Mr. LEY. That is about right. I have to say though that there are,
again, these are examples. You would find-to be objective about it,
you would find some in different circumstances than these that
would have a tax decrease. But again the amount of that decrease
is not proportional to the decrease that you are seeing in people in
those income categories in Wisconsin versus other States.

Representative OBEY. So I think what you are saying then is
that, you brought the upper bracket on State income taxes down by
what percent this year?

Mr. LEY. The top ratings from 10 percent to 7.9 percent which is
a 21 percent reduction.

Representative OBEY. Are you suggesting that if you look at the
exclusive impact of the elimination of State and local taxes, that
elimination of that deduction would virtually wipe out what you
did at the State level?

Mr. LEY. It would go a long way in that regard. I haven't seen
data, but it would certainly offset. We have about an 8 percent re-
duction on average. Again, we have some small number of folks
that would have an increase as well, people who are heavily shel-
tered in income and so forth. But if we have an 8 percent on aver-
age reduction, and on average you are getting, for those with a tax
increase such as the example-again, I am not saying those are
typical but certainly for those in our examples that had 13 and 14
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percent increases in their Federal taxes, that would more than
offset in most cases the cut that you would see at the State level.

Representative OBEY. OK. Would you go into a little more detail
in explaining the impact of that Federal tax proposal on not just
the insurance industry but on individuals with insurance policies
as well?

Mr. LEY. Well, one of the-on individuals as far as insurance,
one of the key things that people are concerned about is the so-
called inside buildup on cash value life insurance policies. If a
person has what is called either an ordinary life policy or a whole
life policy, essentially policies with cash value on them, they are an
insurance policy on the life of an individual, but there is a savings
plan built in.

At this time, the amount of that accumulated savings interest, if
you will, that people have in these policies, right now that is not
taxed on an annual basis. But what the Treasury plan would do is
force people to include as income, who have these kind of life insur-
ance policies, to declare on an annual basis the amount of, they
call it, the accretion, the amount of yield that people have on the
investment in that savings portion of their policy. They would have
to declare that as income even though they don t receive that. And
the insurance industry which depends very heavily, increasingly
more heavily, there was a time 3 or 4 years ago where that wasn t
the case. Life insurance companies are very, very concerned be-
cause I think their health is based on the savings component of or-
dinary life policies. So the insurance industry is very concerned
that their long-term economic health may be, probably would be
adversely affected by not allowing the so-called inside, by providing
that inside buildup would be taxable.

Representative OBEY. Which industries in Wisconsin do you
think would be most heavily affected in negative fashion by the
change in the way that the administration's package deals with
business taxes?

Mr. LEY. Probably the heavy machinery. Electrical and nonelec-
trical.

The elimination of the investment tax credit, which allows an in-
dustry, as they add new plant and equipment, to take a one-time
investment tax credit on that capital investment. Second, as I say,
the so-called windfall tax which in effect takes back part of the
benefit that these industries gained in the last several years
through faster writeoff, through accelerated depreciation. And it is
not only in Wisconsin but States like Wisconsin that depend-
whose manufacturing sector jobs are largely made up by the heavy
machinery industry, electrical machinery, nonelectrical machinery
such as farm implements and those sorts of things.

So the heavy machinery industry I think, which is attempting to
come back and is really in another area adversely affected by the
high value of the dollar and the lack of exports, they are getting
hammered there. Come back and get hammered here. I think that
that is just the wrong thing, the wrong effect to be having on these
industries as they try to struggle to be competitive.

Representative OBEY. Let me ask you, I asked this of a number of
other witnesses yesterday when we had our discussion of agricul-
ture, and the day before when we heard from the chairman of the
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Governor's counsel on agriculture policy. A suggestion has been
made that farmers-let me back up. As you know, the investment
tax credit can provide some assistance to farmers in meeting their
operating expenses. But it has been suggested by quite a number of
people who know a lot about it that, in fact, because that ITC, as
applied to agriculture, encourages a lot of people who really aren't
farmers to get into the business of tax-loss farming, that the aver-
age family farmer in the Middle West would be better off, even
though he would loose a slight advantage from the ITC, if that
were eliminated, that the average farmer and farming in general
would be better off if the ITC was eliminated as a device that can
be used in the field of agriculture.

Do you have any judgment on that?
Mr. LEY. As we debated the income tax reform at the State level,

although we don't have an investment tax credit at the State level,
we heard that as well. It was another component of the same argu-
ment-was the use of accelerated depreciation-which we heard in
testimony at the State level as we went through the reform effort,
that accelerated depreciation as well might have been, when you
look back in retrospect, might have been an ill-advised policy under
the State Tax Code because it drew people in to make investments
at a period of time in which we had high inflation and it looked
like a good thing at the time. But in retrospect, the ITC combined
with accelerated depreciation may have drawn farmers into ma-
chinery acquisition and other investments that in the long run,
given what has happened since then, with 20-20 hindsight, it may
have been better that they hadn't made those capital expenditures,
as their income has dropped and they have an inability to pay back
any borrowing, so to speak, for those investments. So the way that
the legislature here came at that question is they passed a fairly
detailed tax-loss farming provision, in effect limiting the amount
that people who weren't really farmers, who really got the bulk of
their income elsewhere, put a cap, a ceiling, a sliding scale cap de-
pending on income, on the amount of tax, of losses that you could
declare as a result of farming on your ordinary income.

So we did hear that as we went through our reform process. The
legislature attempted to deal with that in a fashion that it could
deal with it.

Representative OBEY. Let me ask you another question. In 1981,
when a lot of these tax decisions were made at the Federal level,
and some of us were trying to produce alternatives not only to the
administration's package but to the Rostenkowski package coming
out of Ways and Means, because we thought that was almost as big
a turkey as the administration tax package was, and in some ways
it was worse, I guess. Some of us were suggesting that as long as
you deal with accelerated depreciation or any depreciation sched-
ule, it is so complicated and it is bound to change so often as you
get different political majorities for different approaches, that you
ought to look at a different approach; also because investment tax
credit and the accelerated depreciation treat different businesses
different ways, different industries different ways.

We suggested as an alternative the Auerbach approach which
calls for 100 percent first year expensing of machinery and equip-
ment. We had no time to try or the staff to determine what the
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impact would be on original basis or anything else. Would you have
any idea at all of how Wisconsin's manufacturing sector would fare
if we had that kind of an approach to business taxation for machin-
ery and equipment?

Mr. LEY. I would like to, if you wouldn't mind, have Mike Vlai-
savljevich of my staff, if he could, comment on it. He is much more
familiar with this corporate stuff.

Mr. VIAISAVIJEVICH. The Auerbach approach was really de-
signed to equalize return on investment regardless of the type of
asset. I would be unable to say whether in the short run Wisconsin
would be hurt or helped in terms of individual firms. Obviously
those firms that, under existing depreciation, pay below-average
taxes on investments would in the short run find themselves con-
fronted with higher taxes. But I think the advantage of the Auer-
bach approach was that it was a more efficient way of providing
depreciation so that there would not be any distortion where cap-
ital went. Instead, depreciation would be recognized as an economic
cost and capital would flow to that investment which provided the
highest return. So it was an attractive concept.

Representative OBEY. OK. I really do believe that some day that
is the way we are going to go.

Mr. Torkko, let me just try to summarize a couple points you
make and ask you if this is a fair summary of what you are saying.
You make very clear that what you are doing here is trying to
measure only the effect of the elimination of the deductibility of
State and local taxes, that you are not trying to change other vari-
ables. Even though we recognize that there will be other variables,
for instance the whole idea behind all of the tax reform proposals
on our plate down in Washington, is to try to get the base broad-
ened and get it down so that you can eliminate some of the gim-
micks in the Tax Code and provide a better deal for most people.

What you are saying is that even if we grant that there is going
to be a base broadening and rate reduction to compensate in whole
or in part for the elimination of that State and local tax deduction,
what you are saying is that even if that happens, with the exam-
ples that you have used here, that it is pretty hard to find another
State that would be treated worse than Wisconsin. Is that a fair
assessment?

Mr. TORKKO. That is a fair assessment.
Representative OBEY. The comments that you made about the

differences that occur in families with two incomes rather than
one, who also incur child care expenses, would those comments be
moderated somewhat with the administration's announced inten-
tion to now re-do what they were going to be doing on the child-
care provision?

Mr. TORKKO. Yes. We have not looked at that impact but the di-
rection would be better.

Representative OBEY. Good.
In your statement, you talk about the variances in your exam-

ples. Would you just run that by me again to explain what you
mean?

Mr. TORKKO. What we are addressing there is pointing out that
the disparity in relative State tax rates, if you will, among the
States, is exacerbated by the direction that the administration pro-
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posal takes, so that the difference between the lowest and the high-
est becomes much greater than it now is if the administration's
proposals are adopted. Wisconsin fares less well under that than
most other States.

Representative OBEY. Let me ask any one of you to comment on
what I am trying to bring out here. I will frankly admit that I have
a bias in this issue. The first 2 days of these hearings were held to
try to get at some general questions on the Wisconsin economy, but
I have a very strong bias on this issue. I might as well confess it.

I think that the most significant threat to Wisconsin's economic
future, outside of, I suppose, the general budget deficit situation
that we face, is the potential for passing any tax proposal that
would include the elimination of State and local tax deductions.

Yesterday Jim Morgan, who is head of the Wisconsin Taxpayers'
alliance and who used to be tax commissioner under Warren
Knowles-he is not exactly a conspiratorial left wing liberal Demo-
crat-when I asked him what he thought the impact would be in
Wisconsin of the elimination of that deduction and he said he
talked to a good many businessmen who had said to him that that
would be the last straw. That for a lot of them, if that deduction
were eliminated, it would create such an increase in Wisconsin's
competitive disadvantage, that they would begin to pull up stakes
and leave the State.

The reason that I have tried to focus on this issue almost exclu-
sively this morning is because I think what we are talking about
here is not the importance of what happens to an individual tax-
payer.

For instance, you can run through these numbers and it is possi-
ble for an individual, as you have indicated, Mr. Torkko, and as
you have cautioned, Mr. Ley, that it is possible that if you run your
own numbers or go to a tax person and have them run your tax
numbers, that you individually may come out whole. You indicate
that some Wisconsin taxpayers at the levels we are talking about
would experience losses but that a good many of them may make
up those losses because of the rate reduction.

But the important thing is to recognize that that isn't the ques-
tion.

The important thing if we are looking at the health of the econo-
my as a whole is what happens to our competitive disadvantage if
we eliminate that item. And what that means to me is that even if
each of us can come out whole and wind up paying no more taxes
than before, because of the different ways that Texas taxes, for in-
stance, somebody living in Texas is going to be one whale of a lot
better off with that provision than they will be here or somebody
living in Wyoming or Alaska. Isn't that a fair assessment of what
we are really talking about? Not so much what happens to individ-
ual taxpayers but as what happens to the State as a whole because
of the increased competitive disadvantage that we would face?

Mr. LEY. I think that is an excellent way to put it. I am pleased
that you are keeping an eye on the so-called big picture with the
effect of this sort of a tax proposal as opposed to worrying about
how it effects individuals, although that is important.

I think that the-if this were to pass in its present form it would
really call into question and get much more national intrusion into
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the way that States tax than they now currently do. I would think
if that deduction were eliminated, serious consideration ought to be
given by Congress and the President to intrude themselves into the
way these States that export their taxes are able to do that. I think
that only fairness would dictate that that occur.

I don't mean to suggest that we ought to accept State and local
tax deductibility elimination. We ought not. But I think that the
kind of testimony you heard from Jim Morgan yesterday reiterates
or I reiterate that in my testimony today, we have been trying to
get our business climate improved in this State through the M&E
exemption or cutting the top rate of our personal income tax. All
that could be for naught, if one thing, State and local tax deduct-
ibility, were eliminated. I think, frankly, it is unfair and perhaps a
misuse of ideological fervor for this administration to be trying to
dictate to the States the way that they collect revenues. I think it
is unfortunate but I think it is something we ought to be very wary
of.

Mr. SPRECHER. I think if I may make a comment, as you pointed
out, I think continuously, this should not be a partisan issue. It
should be a Wisconsin issue. That is what we have been trying to
get across. The Governor has even gone so far as to say that it is
not the start of the second American revolution. It is the start of
the second Civil War. In essence what we are seeing is a further
drain from the Midwest and Northwestern States to the Sun Belt,
and to the Southern, Midcontinent States.

And we are not only paying for our own taxes here, paying for
our own programs, but then severance taxes which States such as
Texas make a large amount of their revenue from, we are also
paying for those severance taxes. So you are making an argument
that Wisconsin is getting hurt twice or hit twice by the elimination
of local and State deductibility. I think we would like to stress
again, it is not a partisan issue. It is not a Democrat versus Repub-
lican administration, but it is a State issue. This will be, as you
have said, other than the deficit, probably the worst thing that
could happen to the State's economy at this juncture. I think we
are at a critical juncture.

We have been trying for the last 21/2 years to make up from the
recession and to chart new directions in our economic growth, and
in our business climate. I think we have been making some strides
in that regard in terms of how is Wisconsin perceived as a place to
do business.

This deductibility will be, whether real or symbolic, I think it
can be viewed at both areas, a detriment to our business climate.

Representative OBEY. Mr. Torkko, the essence of your study that
you did for the Joint Economic Committee is that, if you take a
look at the examples that you provided here, that for people in
those conditions, if that deduction is eliminated, you would be in-
creasing the difference between the cost of a taxpayer in that situa-
tion living in Wisconsin and a taxpayer living in the lowest tax
State in the lower 48, in Wyoming by, from about 35 percent to
about 75 percent?

Mr. TORKKO. That is exactly-the disparity is significant and it is
measured approximately in those percentages.
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Representative OBEY. So you would approximately double the dis-
advantage that Wisconsin would be competing under to retain
those people in the State?

Mr. TORKKO. With respect to the State and local income tax de-
duction, that is correct.

Representative OBEY. OK.
We need to shut this down in about 10 minutes. I promised I

would give some time for questions to the panel from people in the
audience.

Does anyone have a question?
A VOICE FROM AUDIENCE. Could someone on the panel or your-

self explain a little better exactly how other States export taxes,
the manner in which they do so or their ability to do so, especially
as it relates to the new budget proposal?

Representative OBEY. You mean the new tax bill?
A VOICE FROM AUDIENCE. Yes.
Mr. LEY. Are you talking about ways in addition to coal, gas, and

oil severance taxes?
A VOICE FROM AUDIENCE. First of all, I want you to explain it.
Mr. LEY. Right now, States like Wyoming, Montana, Louisiana,

Texas collect a large share of their revenues from severance taxes,
in other words, they send their natural resources out of their
States and in effect they put what they call a severance tax on it.
And the oil, gas, and coal is not consumed largely in their States,
most of what is mined is sent out of State. So when coal comes into
Wisconsin, natural gas comes into Wisconsin, gasoline for automo-
biles and trucks come in, they have in effect built into the price
our severance taxes that those States charge.

In those States, those severance taxes make up a larger, a rela-
tively large share of the general fund taxes that those States col-
lect.

In contrast, Wisconsin collects about 46 percent of its general
fund revenues from a personal income tax, another 30 percent of
taxes come from sales tax and the difference from a whole host of
other sources. What that means is, Wisconsin, compared to Texas,
Wisconsin gets most of the taxes from its citizens.

We, about 15 percent of our sales tax collections, about 41/2 of our
total collections come from sales taxes that are paid by people
coming into Wisconsin. There is an example of Wisconsin where
we, so-called, export part of our tax, where people from other
States pay it.

But in Texas and Louisiana, Montana, those States, I don't know
what the exact percentages are, but I do know that a lot of Texas
doesn't have a personal income tax. So that probably, I would
guess, 40 to 50 percent of their revenues are collected from gas, oil,
and coal.

It isn't just those States. Florida, for example, a non-income-tax
State, exports its taxes by relatively high sales tax that is paid by
people, tourists coming into that State. Is that answering your
question?

A VOICE FROM AUDIENCE. Yes.
Representative OBEY. Let me add on that, we had a lot of talk

about the University of Wisconsin in the last 2 days and the the
role it could play in helping to stimulate economic development.
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The university that is making the fastest strides in becoming a
truly world-class university is the University of Texas. They have
an endowment based very much on oil. They own oil wells. And the
money from those wells goes into that university. You ask anybody
who at the University of Wisconsin is trying to keep qualified, com-
petent faculty and they will tell you that Texas will go to a key
professor at the University of Wisconsin and say: "We will take
you, we will take your whole research team, we will build you a
laboratory, we will give you everything you want." And they will
give them a salary that will make their eyes glow.

When you can compete for brains like that, it puts States who
have no resources that we can tax as they leave the State-maybe
some day we may do that with water, if the Southeast continues to
stupidly drain their own aquifers and overtax their own ground
water. But that is a long way in the future, even if it is practical. I
am told that with the benefits that Texas, that the University of
Texas gets from oil and gas, Texas kids pay about $350 a year total
tuition. So that is a very difficult thing to overcome and that is just
one example of how we have to be very careful in treating these
tax changes.

A VOICE FROM AUDIENCE. I would like to propose a way of im-
proving Wisconsin's economy by the development of product and
research centers in Wisconsin. I think that we could get a head-
start on other States by developing localized product research and
development groups which would have an exclusive on the patent
ability of the product that they develop and then we would have
something that we can export to other States that other States
could not utilize or tap without going through the manufacturer
who produced them in Wisconsin. This could be easily done in Wis-
consin. There are a lot of qualified people here who are moving out
of the State who could be caused to stay in the State by develop-
ment of such centers.

I have proposed doing this in Wausau over the last few years. I
think that by tapping the creativity of the Wisconsin people, we
can overcome a lot of our deficiencies in fuel and natural resources
because we do have a great university, a great university system.
But by making a definite attempt to, a definite effort to produce
product research and development centers, we can overcome a lot
of these deficiencies and put a lot of our skilled technical people
back to work in Wisconsin.

Representative OBEY. Thank you. There was some discussion of
that 2 days ago when we had the acting president of the University
of Wisconsin here.

The other argument that I would like you to address and expand
upon is this: The administration and others who agree with them
will make two points in pushing the elimination of that deduction.
They will say, first, that after all, that deduction is just a subsidy
on the part of 35 other States to 15 high-tax States like Wisconsin,
New York, Michigan, and Minnesota.

Second, they will say, after all, this break really just benefits
high-income people. It really isn't of benefit to people across the
board.

My response to that is that, first, Wisconsin is not subsidizing
anybody. If you take a look at what we get back in comparison to
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what we send, we get back about, I think your figure said 80 cents
on the dollar, mine says 82 cents on the dollar. You have to adjust
for the Federal deficit before you reach that conclusion. But that is
what the number is when you do that. And second, my response is
that it may appear on first glance that the initial beneficiary of
that deduction is a high-income person, but the fact is the high-
income people and middle-income people pay a lot of taxes in the
State in order to support services for people who are too poor to
pay for them themselves, everything from education to medical
costs, you name it. And that is the only recognition that they get
for shelling out that amount of money out of their own pockets is
the ability to deduct that from their Federal and State return.

It is also funny, the argument made by some is that this is just
another special interest. I think it is important to note that that
exemption has always been in the Tax Code, since the beginning of
the income tax, you have always had an exemption for the State
income tax. In fact, there was, when Lincoln levied a tax at one
point in the Civil War, there was an exemption at that time. So
that is my response, but I want to know if you have a better or
tighter response to those two points?

Mr. LEY. To the second point, I think that the study that I re-
ferred to will clearly show that as far as how this, the President's
proposal, affects Wisconsin residents, it is not a matter of just the
high rollers, the high-income people being adversely affected. As I
testified, it is a good share of our elderly population, those who con-
tinue to itemize. I wouldn't say a majority, but a good share of the
elderly.

Other middle-income Wisconsinites. Especially those where you
have-which is an increasingly important phenomenon-especially
as a lot of manufacturing jobs get cut back, you have a much
larger share of the households with two-income earners. You take
the elderly and middle-income taxpayers who lose not only the
child-care deduction, but more importantly, the second earner
credit, that 10 percent of the credit up to-yes, 10 percent up to
$30,000 or a $3,000 credit. That is a very significant feature that
the President proposes for elimination that causes, in addition to
the loss of the State and local tax deduction, the loss of that deduc-
tion really gets the middle-income Wisconsinites. So it isn't a
matter of just the high-income people getting hurt. It is a boon to
them. I know that Don Regan has referred to the statement: Why
should the Federal Government subsidize the high-income wealthy
people in a high-tax State like New York?

Well, I think if you look at the study, you will see that middle-
income Wisconsinites, as a result of the State and local deductibil-
ity loss, the loss of the child care credit, combined with the loss of
the second earner credit, that is why you are going to see a sub-
stantial portion of Wisconsin residents having a tax increase, not to
mention the broader macro effects that we talked about a few min-
utes ago. I think that is important to hammer home. I think that
this weakness in the President's proposal has been identified by
many others. I wouldn't go so far to say that we are the first to
identify this, but I think this reinforces what Chairman Rosten-
kowski and others have pointed to as a weakness in the President's
proposal.
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Mr. TORKKO. I would like to add that you are making-Congress-
man Rostenkowski's message to his House Ways and Means Com-
mittee members as they left for break recognizes that the Joint
Economic Committee study refutes the argument that low-tax
States are subsidizing the spending of high-tax States.

Representative OBEY. When did he say that?
Mr. TORKKO. It is in writing.
Representative OBEY. I want a copy of that. I am very concerned

because Congressman Rostenkowski has told me that he does not
support the retention of that deduction and if what that statement
would indicate is that he recognizes the validity of the JEC data
and yours, but that he supports it anyway. I am very worried about
that because I think we saw what happened to us the last time
when we saw round one of the Ron and Rosti show. We have still
got that, so we can't forget it.

The other thing I think I need to point out, on the question of
whether that bill is revenue neutral. It appears to be somewhat
costly between now and 1990, but what I find bothersome, I wonder
if you have done any checking on it, my understanding is that after
1990, that bill really falls off a cliff in terms of its lack of revenue
neutrality. That after 1990, it begins to roll up some very signifi-
cant deficits. Do you have any information that would--

Mr. LEY. I don t.
Mr. VLAISAVLJEVICH. I think the Congressional Budget Office

staff did a report which I believe is regarded as definitive and es-
sentially what they are showing is very logical: When you change
depreciation schedules in a way that you reduce the depreciation
deductions in early years but provide more depreciation later, then
what you have done is delay that but made it greater in the later
years. So I think the magnitude of the shortfall that they were in-
dicating was of the order of $15 billion a year, due to the change in
depreciation schedules after 1990.

Mr. TORKKO. The other effect that creates that cliff approach, the
cliff impact, is the runoff of the recapture, of the depreciation re-
capture, because that ends about that time. So that one-time reve-
nue-neutrality device expires and that has an impact.

Representative OBEY. So the impact of that on Wisconsin, as you
indicate, Mr. Sprecher, is that it adds to the deficit and continues
to add to the factors of the economy which keep growth slow and
help drain jobs out of it.

Mr. SPRECHER. That is exactly right.
Representative OBEY. Time for one last question.
A VOICE FROM AUDIENCE. With the tax reform, is that going to

lower the deficit to keep the economy rolling or is this something
you can't anticipate yet?

Representative OBEY. That is what we are talking about now.
The tax reform bill doesn't lower the deficit. It adds to the deficit,
and this is not just true of the administration's proposal, it is true
of the four major proposals being considered. It is true of the ad-
ministration's certainly. It is true of Kemp-Kasten. It is true of
Bradley-Gephardt. They all, as far as I am concerned, have two
fundamental disadvantages. They started from a very regressive
tax base which is the 1981 base, so that nationally, high-income
people tend to come out very well. And middle-income people not
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so well. And second, all of them add to the deficit problem rather
than help solve it because they all lose revenue. And when you are
losing revenue, and you are continuing to expand this piece of the
pie, you have got a bigger deficit. That is the problem.

A VOICE FROM AUDIENCE. Can I ask one question?
Representative OBEY. Go ahead.
A VOICE FROM AUDIENCE. I thought you made a very powerful

point yesterday morning when you stated that in answer to the
statement made by our own State senator, that our real solution to
our problem is to reduce our spending. Then we wouldn't be in the
boat that we are in if this deduction were eliminated. You made a
statement yesterday, I believe, that four out of the five lowest tax
States in the country have spending levels higher than we have in
Wisconsin.

Representative OBEY. Higher than we have in the five highest
tax States.

A VOICE FROM AUDIENCE. OK. That is still a powerful argument.
Then yesterday, sometime after you made that statement-which I
really appreciated having that information-Mr. Kuehl yesterday
morning made the statement that our spending levels on several
different bases was among the highest in the country. I was won-
dering whether you could reconcile those two conflicting state-
ments. I have had some correspondence with our State senator who
is one of the proponents of this deduction being eliminated. I would
like to pursue that subject further, about a statement such as you
made that might be imparted to others, and might be challenged?

Representative OBEY. I am sure people will challenge virtually
everything I say, at least some people. But I stand by those num-
bers. The numbers are self-evident. Mr. Kuehl was dealing from a
somewhat different base. He was talking about taxation levels per
thousand dollars of income. That is a different way of measuring
the issue. What I was trying to measure is the total amount of
State and local taxes combined on a per capita basis. And when
you measure that, I think I have got the chart here-spending
State and local, if you take a look at on a per capita basis where
Wisconsin comes out on spending per capita, it comes out lower
than Minnesota, New York, business district of Hawaii, California,
New Mexico, Nevada, and several others.

Mr. LEY. We are 15.
Representative OBEY. Yes. And if you take the combined amount

of money spent by the Federal, State, and local government in this
State, we are 37 in the Nation below the median and below the av-
erage. And that, we have got to keep that in mind.

Well, let me if I can summarize. This will take a little bit of time
but I tried to put together, after reading all of the testimony and
hearing what happened the last 2 days, I tried to summarize what
we heard. I think several themes have emerged from these hear-
ings.

First, Wisconsin has had special problems for the last 2 years be-
cause it has, primarily because of the peculiar mix of our own econ-
omy. We rely much more heavily on manufacturing than does the
average State in the Union.

Second, the Federal budget and trade policies which we have had
have resulted in significant trade deficits, much larger than any-
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thing in our history. And they have been especially hard on the
manufacturing sector. And, therefore, they have been hard on
States like Wisconsin because of our reliance on manufacturing. I
think it is also apparent, we heard a lot of testimony from the busi-
ness community and other people yesterday, it is apparent that
Wisconsin, its Governor and its legislature have taken some pretty
tough actions to deal with Wisconsin's problems and that Wiscon-
sin is better off for it. I think it is also apparent that the Federal
Government, if the Federal Government had shown the same kind
of guts and same kind of discipline, that Wisconsin would be even
better off because deficits would be lower, interest rates would be
lower and that would bring our trade deficit down and would great-
ly improve the ability of both farmers and manufacturers to
export. It is apparent that if Wisconsin is to provide the kind of
decent long-term future for our young families, it has a higher
stake than most States in having the Feds exhibit some guts and
courage on fiscal policy.

At the State level we have examined our disadvantages. The
disadvantages included the income tax situation and a feeling that
the University of Wisconsin has not been as attentive as it ought to
be in identifying opportunities to assist in Wisconsin's economic
development. We have also been told that to a significant degree the
budget actions taken by the Governor and the legislature have
addressed our income tax disadvantages in a meaningful way. And
we have been told that in the eyes of business leaders, the Wisconsin
Strategic Development Commission testified yesterday that business
taxes in this State are certainly competitive with other States and
we also have been told that the university, already a priceless asset, I
am sure, many of us recognize that, that the university is making
significant progress in trying to devote more attention to opportuni-
ties to help business and State government promote economic
growth.

I think the witness who best summed up what Wisconsin's situa-
tion is was Russ Cleary who is president of G. Heileman Brewing
Co. He said Wisconsin's disadvantages include relatively high per-
sonal taxes that created a negative image of Wisconsin. A range of
business tax irritants that offends individual Wisconsin companies
and do not raise significant revenue. Expensive government that is
increasingly difficult to afford given the recent economic downturn.
He cited a lack of adequate entrepreneurship, venture capital, and
new business formation, a relatively high wage rate in certain in-
dustries, particularly at the lower skilled levels, a university
system viewed by the private sector as antibusiness in some re-
spects, although we heard some brighter news on that issue in the
hearings, and a perception by the business community that govern-
ment officials from time to time tend to be less supportive of eco-
nomic development than is perceived to be true in other States. He
also cited that in some people's eyes, regulatory climate, which ap-
pears to be more severe than in most other States, creates a nega-
tive image for Wisconsin in the minds of some business leaders,
and that we have an economy that is significantly dependent on
manufacturing and a sector has suffered in recent years. But he
also said that Wisconsin has a lot of strengths. He listed these. He
said a diverse economy which includes strong manufacturing, agri-
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culture, tourism and service sectors. Major companies within those
sectors have shown considerable success and represent some of the
higher quality firms within their business lines. And he cited the
tremendous advantage that Wisconsin has from a highly skilled
labor force with a reputation for a strong work ethic. I think if
there is anything that identifies Wisconsin culture, it is the strong
work ethic. He cited that we have a solid infrastructure already in
place. We had a little argument about whether we had enough by
way of modern highways in this part of the State, but outside of
that the infrastructure is, in his view, in pretty good shape. A
world class university system, a high quality elementary and sec-
ondary school system that compares favorably with any State in
the country, a vocation training services as exemplified by this
building which are ranked at the top in the United States, and a
relatively favorable business climate, particularly for manufactur-
ers and he added something, which I think we always take for
granted but which we shouldn't, we ought to be very proud of, Wis-
consin does have able people in government at all levels on a non-
partisan basis and it has a clean government in comparison to the
kind of scandals that you have seen in many States around the
country; Wisconsin has been very, very much free from that over
the years, regardless of which party has controlled the State cap-
ital or the legislature. And that is a tremendous advantage I think.
And as Mr. Cleary noted, that it is much easier to find ways to
direct the resources of a great university toward economic develop-
ment than it is to create a great university. It is easier to encour-
age public officials to support the needs of the private sector than
it is to create a competent and clean government. It is far easier to
deal with problems of wage rates than it is to create a skilled work
force. And it is far easier to create entrepreneurial incentives than
it is to build a complete infrastructure to support economic growth.
And it is far easier to remove minor tax irritants cited by Mr.
Cleary than to completely reform the corporate income tax to
make it competitive with other States. We are lucky to have a cor-
porate tax structure which is competitive.

I think the Governor also cited something which is important in
our own committee's joint economic report for this year, we cited
something similar. What the Governor said yesterday was this. He
said in the political arena, Republicans and Democrats are going to
have to learn to agree on the subject of economic development. For
Republicans he said that means that they are going to have to get
over their obsession with taxes as the only subject worth discussing
when the topic of economic development comes up, and he said the
world is changing but the trickle-down version of economic growth
which has always been at the center of Republican political rheto-
ric has not changed at all. He said it is an outmoded creed which
will not and should not succeed in a progressive State like Wiscon-
sin. But the Governor also said that Democrats need to become
much more actively engaged in the effort to rejuvenate our own
State's economy. He went on to say that there are some in our own
party who prefer in engaging in out-of-date exercise of sick ideolog-
ical business baiting rather than taking the steps that are needed
to provide stable, well-paying jobs to their constituents.
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I think that while he was speaking from a State standpoint, we
need to say the same thing about the Federal Government. What is
important, for instance, on the budget deficit is not a person's ide-
ology, not a person's political philosophy and not even what your
first preferences are. What is important is what works; what is im-
portant is what you can get people together to do that works. And
it seems to me that the question is can-we had some argument
about how you ought to get the deficit down. The question isn't
whether you get it down my way or get it down somebody else's
way. The question is whether you can get it down period. And we
have to make compromises in order to do that. I also think based
on the testimony today and the testimony that we heard yesterday
that it is clear that Wisconsin has done a significant amount to
deal with its problems but it is also clear that Wisconsin's economy
could be under severe attack by developments at the Federal level.
The one change in Federal policy that poses the greatest threat to
Wisconsin's ability to compete is the plan to eliminate the deduc-
tion for State and local taxes; it is the tax on a tax which the Presi-
dent admitted a couple years earlier and has now changed his
mind, I guess.

But in the words of Jim Morgan, former tax commissioner of this
State and currently president of the Wisconsin Taxpayers' Alli-
ance: The elimination of that deduction would be -the final straw
that would cause many businesses to leave Wisconsin. It would
place Wisconsin in a significantly worse position, in a significantly
worse competitive posture tomorrow than it is in today and we
have been told this morning that there would be substantial dollar
loss to the State ranging from $820 million on down, depending
upon what other factors you bring into it. I think what I found
most rewarding in these hearings is that we have had a genuinely
cooperative tone. We have have had a lot of people on opposite
sides of the bargaining table, but I don't think they were very dis-
agreeable where they did disagree. I think probably the most pain-
ful session that we had was the session on agriculture, because if
you want to really see an illustration of how government policy af-
fects human beings in the flesh, all you have to do is take a look at
what happens in agriculture. You could certainly see yesterday
with some of the people in the room, and given what is happening
to a lot of those farmers, it is not a very pleasant thing to see.

I think Wisconsin is ahead of most States. I get around this coun-
try a lot, I think Wisconsin is ahead of most States in the way we
are able to work with each other even though we might have dif-
fering political philosophies. I hope that that cooperative tone will
extend to dealing with this very serious problem of State and local
tax deduction. In New York, as I indicated yesterday, you have a
bipartisan coalition. You have a Democratic mayor of New York
and a Democratic Governor and a Democratic Senator but you also
have a Republican U.S. Senator by the name of Gus D'Amato who
is a member of the Joint Economic Committee, all united, putting
very heavy pressure on Washington not to eliminate that State and
local tax deduction.

We don't have that same unity in public officials here. The Gov-
ernor feels very strongly about it. Senator Proxmire and I obvious-
ly do, but at least one of our Senators doesn't. He is entitled to his
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opinion. He feels that the rate reductions in the tax reform bills
will mitigate the problem that the elimination of that deduction
would have on Wisconsin's economic condition.

I think the testimony indicates that that is not correct. If you
look at the big picture rather than simply the question of how indi-
viduals do, and I hope that we will be able to get a strong, concerted
effort on the part of the government officials, on the part of busi-
ness, and on the part of labor and the academic community which
has certainly contributed to this debate, in putting together a
united effort to pressure Washington sufficiently so that we do not
lose that deduction. I know some people are suggesting what I con-
sider to be a copout. We have one member of the congressional del-
egation in the House who is suggesting that the way to deal with it
is simply to have a 5-year phase-in for the elimination of that de-
duction. To me that simply imposes the death sentence but it
delays the hanging. I don't think that does anybody any good.
What it really does, it allows the politicians who vote for that to
escape the political consequences of inflicting a considerable com-
petitive disadvantage on the State of Wisconsin. That is what that
proposal does.

I hope that at the State level there will be more active opposition
to this proposal. I know the Governor has been active already. I
hope that he will continue to help in putting together the kind of
coalition we need in order to knock that one out on its merits. Be-
cause as you mentioned earlier and I have been trying to empha-
size the point, this is not a Democratic issue, it is not a Republican
issue, it is a Wisconsin issue. On this one, we had all better hang
together or as Ben Franklin said, we are going to hang separately.

Thanks very much for your coming.
[Whereupon, at 11:25 a.m., the committee adjourned, subject to

the call of the Chair.]

0


