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© THE EFFECTS OF STRICYORAL ENPLOYMENT AND,

- MRAINING PROGRAMS &N TNFLATION AND UNEM-
- PLOYMENT R ‘
b L . ‘¥RIvAY, PERSNARY o, 1070 . s
* CoNaumss ow tum UNITED STaTES,
. ’ s + ‘Jomrr EcoNomic CoMMITTES; .. "

; _ Washington, D. c. *
The committee met,, pursemnt. tamotice, at 10:05 a.m., in room 318, .
Russell Senate Officé " uildmeg, Hox. Parren J. Mit’cheIi (member pf

the-commsittes) presiding. RIS

Pres ; tatives Bfitchell and Brown; amt Senator Javits. ": -

Also'present: John M. Albertine, Dayid W. Allen,:and M. Catherine * 3
Miller, professional staff members; Robert Ash Wallace, research- oo
director, Special 'Sty on Economic Change; Katie MacArthur, *-

ress assistait ; Miatk Borchelt, administrative assistant; and Stephen

- Entin, Mk R. Policinski, and Peter Turza, minority professional
staff membess. : ' . :
Orssmviz: Starevewe oF RepreseNtarve Mrromerr, - R

Répresensmsswe: MrrerELL The hearing will come to order. -

We are sq-noperate unaer extreme difficulties because we don’t
haye sound sssmpment up hewe but it is on the way. ’

I would suggest. for those persons.in the audence who might have
some difficully a hearing, thet you'move up either to one of the side °
tablés or pull veerr chairs up.so you can hear. S '

Cén I be hmemel in the back? Barely? =~ | )

This is goingr$o pose some problems for our witnesseé. This means
that you will bewe to project pretty loudly fér a whilg/until the'equip-
ment gets here. - ° S o )

Co is 'mmed with-two undeniable facts*—a-high'xaté of inflation
and a high raseef unemployment. B :

There 1s everyindication that these two facts will continue to affect
us for some time: © e R
- Whatever pul:[y tools we ghodse totmitigate the effects of inflation
cannot be allowed to significantly exaterbate the ument oyment rate;
poﬁ ies to.lower the unemployment rate must -

»

and vice versa, our
result in the lewest inflationary cost.

Our-.task here today is to attempt a determination of the best
approach or mix of approaches to combat structural 'unemployment.
: €Ve have akl kipds. en I first came to the Congress™ there was
talk of the new technologies and the faowhat had caused structural

. unemploymens. - ) : .

Subsequently, we have heard an explanation based on geographic

reasons and, of course, the matter of racial discfithination.

.‘ (1) :

«d
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Although the old adage runs that if you lujd all the economists in
the world end to end you would never reach X concjusion, we seem to
have somé apreement among economists that the conventional
and monetary measures cannot be expected to reduce the unemploy-
iment rate so as to reach full employment without serious price
pressures. * - . AR
Unfortunately, the employment and training programs so far-have
- - been expected to fulfill a hodgepodge of different.objectives. '
‘ Because no one, pro can He all things to all people, Congress -
has become aware of the dissatisfactibn with the effectiveness of the
current employment and training programs, . .
I might indicate here also that I am appalled in the decades of
cyclical varigtions of boom and almost bust that.black workers have
-~ never reduced their unemployment rate below:10.8 percent, teenagers
- below 15.8 percent, and Y)lack teenagers below 32.5 percent during
the last 10 years. . 2

If yousdd to this the underestimation from those unaccounted-for
discouraged workers, I think we hgve a very fatal flaw in the American
.etonomy. . ... ... | e e e e e

What I believe we need to do is.to ask some basic questidhs about
where we are going and hgw much we intend to accomplish for those
structurally unemployed v&rkem. :

"I am hoping that the witnessés befote.us can direct our attention
to the relevant issues. We have asked all of them these two Questions:
- Question No. 1:'Can targeted structural employment and }raini
programs achieve and dustain a decrgase in the unemployment rates
among - those segments of the labor force haying special difficulties
in obtaining employment? . . . ‘

Question No. 2: Can targeted structura! employment and training
.programs aehieve and sustain a decrease in the national unemploy-
ment rate wathout exacerbating inflation? . . ot

The admmmstration has characterized the efforts to reduce structural

- unemployment as one of the important priorities in our economy?* -

However, their two proposals for the expanded employment tax
credit and the incentive to private employers for additional employ-
ment of structurally impeded workers admittedly pre uncertain &s to
their efficacy.

Ultimately, Congress has been left with the bulk of decisionmaking
as to what are the most useful metheds. - v

So, today we are going to explore a few of those methods and at
least find out whether we are in the right ball park.

We are fortunate in ltearing from such a distinguished panel with a
background of practical pol‘lcy experience and very fine academic
distinction. i . . ' ‘

Our leadoff witness will be the Honorable Donald A. Nichols,

. Deputy Assistant Secretary for. Economic Policy and Research, .
*  Department of Labor. I will introduce the others later. ‘
Congressman Brown has a statement he wants to make at this time.

OPENING STATEMENT oF REPRESENTATIVE BROWN

Comimjttee addressés what is certainly ghe most severe economic and
social'crises facing the country today. C :

~

Rgpr;éséntative Browx. Today’s hevr?ng before the Joint Economic

6.
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U Sanaeloy 1L 38 ot just 8D economit proliiem buts
ve: . da th® attentiop and action Of[{lll"yl’vétl'ulf OTTm
citimens dismitrpuseffects on the human spmil-lf:thom-
\Sﬂ?dﬂm “. e /b\ » ‘ k N v
: 7 Bomb Wajting for Some Spark to sewajgoff.
Gaanry| periyie '-neﬁ lt‘ﬁealing wﬁh economic problems - aemotin

new) dog of o Strycturally unemployed.
. (“ﬁ eeonomar:Dojjcky which place 8 premium on skills, gepesi-
%ee reobility, smk tryinihe’ only gerve tO. alienste the stmnrally
ed evemthmthr bagpuse ghe{l do not apply to them.

) varn:l'ms which have been as ch&nﬁfahns_ﬂle :

d He ghégiructyrally unemployed with nmJdesting

so sebwing sheixrefl permanent problems. )

wd deber proting which have meritoriousty attemms#d to
#he prediem nOw-that gheir efforts bave hardly sessthed

'po'"‘

emmd. e Strycturally ypemployed rémainy desperssme and
- sople:tor thy grosy part, _ - _
———t d-b¥ the caljoused-abtitude o -ecpg=mmnists
’ ‘ swnctyral upem loyment Will pass away as‘thesab
ages god that Yymp moves oubppf the system. <
cy bty 50 igysed in Opinjon.
F ¢ changeg will pot provide thlgytr&ming needed mr: - the
rallyy, anemagloye] t0 ghse tﬁ r phi : :

Deu
SETucTw ; eir plight. . o
. D‘W&c gey Wil pot provide the suppart servicéswmemted
by e nectnrallly ungprhloyed to become competent in ‘thee job
uWAnthelrwaymmt. ) o -
_ aghl amangeg pOt provide the real jobs necesssry to
_ explhy {he strwiurally yaeyploys regardless of their aﬁe.
ygnal ewsmitmant i Necegsary t0 aid the hard-to-smmmloy.
gmitmpnt must:pot be limited to just GOvernment ant busi-
stepd must jnclude bygipess, Government, labor, esstics-
ations, chypchts, civie organizations and many off the
social specirtly of oyr gociety: . _
hw fype of pBkive commitment calt we truly ssive-this
ge! rmfortypafely growing prO,blem-
Rhe lest regsol for oyr commitment to fight structur
ant ;’.:’h“ the Drﬁb]e{)n r!locsitlsal’iouﬁly affects the young
-gToy pS who, and laTge, Nave NOt paiu ille
y iesun-historully. Y co T
 blmcks and #he teenggers we have a problem=v
, nt with Women, a{.g;o after a long absence ¥

; it very diffjeult to get jobs.
Four efforts {5 Stlve this problem may deterns
people know “whether the American dream is re
e can in effecy. develop the kind Of sdciety that me
w live. 0 bepguss we areg part of the work force.
p-the witnesys here today in helping this commmsemad

il far od legislatjon that tglkes tbe private sector uwrgilied
meubeidy approach but I an fully aware of specific advanisses

of iy uhlic. sector progtams in dea)‘.'ing with this problem anet.T

. amr 1g” forward to pearing any other idess that our pamel e

otmersyggny. have.: . . :

- . - .\’
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T welcome your vigws on how our cammmitment should be shaped.

“Thank you, ®ornpressman Mischell. ' ’ ‘

~ Repredentatliye MrrcaeLL, What I woudd like to propose is that

we hear from omr first two witnesses, then &0’into’ questions, and then

_ ~  ‘hearf ﬁ our last two witnesses, unlpss % is some objectien from

- . \the panel, : - - '

not, fine. | :

Mr. Nichols, we are)delighted that you could be here with us.

We have a copy of yout prepared statemsest before us and we have
JDbad in opportunity to review it.. . .

# You have the optior® of presen y repared statement in :is
emtiréty or abstracting therefrom. It is y upto you.

- . STATEMENT OF HON. DONALD A. NICBSNS, DEPUTY ASSISTANT
SECRETARY, ECOROMIC POLICY ANDEESEARCH, DEPA/RTM!
OF LABOR o
* Mr. Nicrovrs. *Thank you Conggessmam Mitchell. t
-I will just give you tge general picture that is in that testjmems s
~and submit the prepared statement for thwgrecord. & -
‘Represpotative MircueLL, That will befiine. ‘ * 3
You arb going to have to project your voice quite a bit.
Mr. Nicrors. I do'have an appendix that was not attached=o
what I submitled yesterday and I would like that to be placee. =p ¥

4he record -as well. However, some numbers are missing from tiggwe
ooges'mnd- I will submit them'later, if thatis all right.

’

-

epresentative -MrrcueLL, Fine.
—/,It will be placed¥in the hearing record.

-Mr. Nicnois. I ¥ppreciate the opportumty to appear before ~ax
and discuss the rolé\that structural emplevment programs can - ev
in reducing the overall unemployment rat- '

' Let me say at the outset that I do thimk there is a major rola fesr
these programs to play. I.am optimistic about this on several comms.

I am optimistic that we are putting togesher an intellectual framss-
*work that will permif, us to analyze this promiem in a quantitative wss
To date, we have not been'abﬁa to determmme in an overall way—zme
appropriate role for our-structural programs to play, but I think mssor
progress has been made this year. B

Second, I am an optimist as to what the early numbers reveal from
using this framework in a very prelimimary way. The numbers I will
present today are cer ‘a.iply_prl;{imlna.ljy, certainly tentative.

I higve resisted the/temptation to give yen aggregate statistics as to
whatI think could be done to the unemplewment raté through struc-
tural means because these numbers are so preliminary, but I do think
they support an optimistic view of what can be done in the future.

’lyhe problem is indeed* complicated, as- Congressman Brown said,
and so complicated that.I think it is fair to say analyses to date have
‘not served us well in terms of giving us a fair description of the role of
overall structural programs: - - .

The major new direction taken this year was due to two Yale
professors, Martin Baily and James Tobin, who presented a paper
which linked overaH unemployment rates of several different i)n'.nds
to the inflation rate. Now the basic idea behind their framework is
that.it is appropriate for policymakers to do what we can do in reducing

8
\
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Baily :;nds ‘aliini break the labor force up into several groups

)\ .
6

unemployment iongh aggregate means—;—gﬁrough monetary and fis-
cal policies—bm that an inflmtion barrier is eventually encountered
and that prevemss:tinemploymsent from being reduced, as you said in

aseconding to indwstry and link these unemployment rates to inflation

ing historical date. . e ,

- Theéy -find a wghter link between the unemployment rates for
certisin mdus{riee which have highly skilled workers than for others
and:this ndicate#s that it should be possible to reduce unemployment
ratea. for the : killed industries without making the inflation

- -problem any

The labor fore=. can’ be broken up in several ways: By industry—
and my colleagwes here today haye dealt with demographic break-
dowms—by age. wace, and sex. :

What I will eemort on is a breakdown b occupation that I have

done. Regnrdies. of which of these breakdowns is used the general

approach is to saempt to get at a breakdown that separates the

groums 1n the pmselation which. have structural problems from the

others. .
Now, the data are such that we cannot find a perfect breakdown

between who hawe structural problems and those who do not. We can
only appmnm'kam this and this fact makes it very difficult to do the
1C war. -

e can look s& the demographic unemployment rates. As you say,
the black teenage rate we see is much higher than the other unemploy-
ment rates and this indicates that black téenagers have structural
problems to a more severe extent, than other groups do.~ .

However, thewe are admittedly some black teenagers who are doing.
quite well in the labor force. .. y ‘o

Alternativelyg:'we can break it down by industries and say, that
m:i workers I certain industries appear to be doing well or we could
break it, as I hwve done, by occupation and we find that unemploy-
ment rates of eertain groups are indeed much higher than they are-
in the higher shifled occupations. ) -

The. breakdowm I give is not a perfect one; it is an attempt to get

the labor force mto two groups—one with structural problems, one )

without—but that attempt, I think, will never be successful because

- of the nature of the structural unemployment problem.

N

" what makes the analytic work so difficult and why we have had

1 think for evesy worker the structural problems, cyclical problems
and seasonal prollems are difficult to disentangle. Cyclical, structural,
frictional or seasonal are the four categories wé usually use to classify
the problems that cause unemployment and I think they are yseful for
classifying these causés and therefore even for clasgifying the cures
for unemployment, but they are not useful for classifying the unem-
ployed workers themselves. '

gou simply cannot say that a particular person is unemployed for
structural reasons alone and one reason is because the structural
elements are commingled with cyclical and frictional factors. That is

What I have done is to break the labor force royfghly in half—into""

those occupations that have the wage rdtes abov average and these

trouble to date in coming: up with overall a proac:zs to this problem.
he groupings are

In occupations' with wage rates below average.

e .

.
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quite: crude. I know therp are many high-wage workers in-low-wage
occupatjons and vice versa. Nevertheless; the breakdown is such that
> - oD aw the high-wage occupations havﬁa, an income roughly double
that of the low-wage ones..” :
My.--,’ﬁndfb‘gis1 co:P.rm the general Baily-Tobin idea. I looked his-
.. . torically_ gt. the relation Bétween” the unemployment rates of ‘these.
@ " twergroupy and the rate of inflation. I find little influence of changes
in time uhemployment of the lowskilled group on inﬂ‘ation.a%iis
* woukl support the general figding that structural programs can be
« Usea aTeduce the unemployment rates of low-skilled workers with-

out rmmessifg thifrate of inflatjon. ' . : :
Om the other hand, I do find that the unemploymert rate of high
Mupntion groups affects inflation and’this is what makes it so

tt
and ﬂbcutf)

oL

reduce the unemployment rate through overall monetary
policies. As the wpemployment rate declines, we run into
shortages of cegtain high-s wxorkers. Increased dethand then
to wé;e"ﬁ:creese’s rather than employment increases. This puts
pressure of costs and inflation results. )
. Thip gives  us a second role figr structural programs. Stryctural
t  programs not only can be used to incredse employment throughjpublic
service empl nt, for example, of low-skilled groups, butrto trans-
fogm -these lower skilled workers into highér skilled workers, thereby,
" ehmmating bottlenecks and shortages that ultimately lead to wagg>
. increases. . -
' While T have only broken the labor force into'two very crude groups
.1p my analysis—and [ can’t pretend that a structural pro%a;l would
, - take the averdfe worker from the lower group and put him in the.
‘hawher group—I use these results as an indication of what, sttuctiral
‘programs can do by increasing the skills that workers have. ’
Another finding I came up with is thgt the low-wage labor force
® . appears-to be quite elastic. I had inten ed, or desired to take this
result about the effect of unemployment rates on inflation to look a?
what happens wheért you increase unemployment through overal
aggregate’ measures and’ what would happen if you did 1t through
structural measures. I was unable to finish that for a variety of reasons
but what I found as part of the work toward this goal was that when
there is an increase in-employment in these low-wage occupations, the
_Jew jpbs that are created tend to go to workers who are not in the labor
K orce. '
_ Out of every 10 additional jobs in the low-wage labor market, in
... .the past 7 were taken by workers not in the labor force and 3 by work-
-+ ers counted as unamployed. -
p That would say that in general to reduce measured unemployment’
* rates by increasing the employment in low-wage occupations would
require almost a 3-for-1 ratio—three jobs createﬁ for every one unem- -
ployed worker that is hired. . ’
.~ NOw, thut, I say, is in general. This relationship comes from average
_ ‘historical relationts; it ignores the possibility for targeting of the Kind
hat we now have in gﬁTA, which can make the batting average a
ittle better.. That is, in CETA we give preference to workers who hdve
been upemployed,a lon%pen'od .ogltime. Hiring these workers would
reduce unemproyment. urthermore, by targeting on family incomé&
we probably. tend to hire the worker in the family who would be listed
" 88 being officially unemployed: I have not checked the data on this

{
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lattef possibility. I can only say that the overall number I report is
more pessimistic than what could be achieved with proper targeti
and I suspect that a number far better than 3 out of 10 can be attained.
But I have no'results to report to you on this.

I do submit, however, that what I call this elasticity of the low-wage
labor force indicates that there are g large number of workers willing
to work ingjobs if they are available. A large number of hidden unem-
ployed workers exist who would take jobs in these low-paid jobs if
they are available. We should not ignore this even if the employment
of these workers doesn’t help us reduce the reported unemployment
rate—the measure by which we sometimes grade ourselves.

This result, I think should be interpreted more as casting doubt
on the measure itself rather than on the usefulness of the structural

programs in reducing unemployment. :
o ’ﬁ:e work that Baily-Tobin did generally confirms the results
I found. I think there is a role for structural programs to play.

I think we are getting an analytic framework that would allow us
to put numbers on the size of this role but the work is so very recent
80 the results I report to you should be interpreted as tentative.

I would be irresponsible if I said that national policy should be bas3
on these numbers as new and untested as they are. I can tell you that
further research is being done and I think the progress made this
year indicates that we are going to know shortly what EBP be done
with structural pjograms. ' Va i .
-\Thank you. o . v

Representative MrrcaELL. Thank you, Mr. Nichols.

[The prepared statement of Mr. Nicho

appendix, follows:] 7 .

*

PrepareD STATEMENT oF HoN. DoyaLp A. NichroLs
1
SUMMARY ' '

Historical data indicate that increases jn employment in low wage occupations
have little effect on the inflation rate. This supports'the conclusion that structural
programs can increase employment without increasing inflation.

e data also indicate that inflation jncreases when unemployment in high wage
occupations declines. ‘This supports the conclusion that structural programs to
upgrade low wage workers can reduce inflationary pressures, thereby permitting
employment to grow withqut increasing inflation.” R

he low wage labor force appears to beé quite elastic. Historically, 7Q percent
of the increases in employment in low wage occupations hive been associated
with increases in the labor force, not with reductions in unemployment. This
means that untargeted PSE programs will have a small effect on reported unem-
ployment rates. No tests were performed on targeting restrictions but it gppears
that proper targeting—of the form now required in C TA-—cgn increase substan-
tia'lll{ the effect of PSE on vseported unemployment.

e elasticity of the low wage labor force indicates the existence of a large
body of potential workers not counted as unemployed. The needs of this group
should be considered ‘even if proposals to address them do not have a substantial
effect on reported unemployment rates. - iR

The framework used in this paper for analyzing structural unemployment is
that described by Baily and Tobin wherein the role of structural programs is-
determined simultaneously with the role of cyclical or stabilization policies? It
appears to be a fruitful way of analyzing the overall role structugal programs can
P a}g in reducing unemployment in a nqninflationar way.

Is, together with a technical’
: ¢

~

nally, structural unemployment is extremely difficult to measure. There are .

?roblems of separating structural factors from seasonal, cyclical and frictional
Actors; there are errors in measuring-structural factors; and there is an essentially
arbitrary decision that must be made about how severe an employiment problem
must be to classify-an individual as structurally unemployed. Analyses using

A -
. ) 11
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estimates of structural employment are therefore often inconclusive. The Baily-
Tobin framework, however, .does nof require a precise numerical estimate of the

size of the problem in order to be of use.
' PROBLEMS IN DEFINING ‘BTRUCTURAL UNEMPLOYMENT

There does not exist-today a satisfactory way to analyze, define or measure
structural unemp ent. Nor is one likely to exist in the near future. Three basic
problems are resgonsible for this situation.

First is that tRe classification of unemployment into eyclical, structural, fric-
tional or seasonal compeonents may be useful when thinking about the causes—
and therefore the tures—of unemployment, but is not usefulasa way to classify -
specific unemploged workers. Any workable classification of individuals as struc-
turally unemployed rexample, those unemployed for more than 15 consecutive
weeks—will be fiawed in princible by the fact that it is not independent of seasonal
and cyclical factors. . . :

- While those unemployed 15 weeks or more will tend to be those facing severe
eliployment’ problems, and in my opinion will tend to be those who could profit
“from Government programs for the structurally unemployed, the number of
workers in this category %rows and falls with the business cycle and the seasons
of the year just as the total number of unemployed does. At any point in time there
will bo many highly educated individuals and many high wage workers who have
been unemployed 15 weeks or more. They will not be typical of the workers in that
category but they will be there. - - ’ ’

* The point is that there are usually a combination of forces—cyclical, structural,
seasonal and frictional-—to blame for the fact that a particular worker is ynem-
ployed. In some workers the structural forces.will be more important than others
' but it is impossible 1o create categories of workers who age unemployed exclusively
for. structural, cyclical, frictio or seasonal reasons. . -

This does not mean there is not a problem of structural unemployment. Workers
without skills, education or experience living in areas where few jobs exist face

/‘@Qb-ﬁnding difficulties that are an-order of magnitude larger than the employment

%roblems ever faced by anyone in this room. Structural unemployment exists.

ut to date it has defied our attempts to measure it in isolation from other forts

of unemployment. And without a uniformly recognized estimate of the number of
unemployed workers, it is difficult to prescribe role for structural programs.

The second major problem in defining the structurally unemployed is that the
structural characteristics of workers generally differ from each other by matters
of degree rather than by the distinct presence or absence of .a particular trait
that makes employment more or less likely. The level ?ﬁchooling or training, for
example, varies'’continuously over the range of interest, and a decision that a worker
with 11.5 years of schooling is deprived while one with 12 is not is basically

. arbitrary. If we were to ranﬁ workers and place them on a ladder with the most
employable near the top and the least.employable near the bottom there would
be no way to draw a line separating them into two distinct homogeneous groups,

. one having structural problems and the other not. Clearly the worker at the bottom
would need help while the one at the top would not, but those near the arbitrary
line would be much like each other whether they were above or below the line. In
(t.lkrlis situation it is very difficult to get agreement on where the line should be

awn. .

An indication of the fact that structural problems are a matter of degree is that
most workers with structural problems are employed. Most of them have low

* wage unskilled jobs and may well become unemployed at spme time in the future,
but at any point in time the majority of these workers are employed. This means
analyses of structural problems should not be restricted to unemployed workers
but should/include the whole low wage labor force. -

The third problem in measuring and defining structural unemployment is that
the measyres themselves are not precise. A high school education, for example,
means many different things. Skill training is hard enough to quantify within
occupational groups, but almost impossible to compare across groups. Innate

\ abilities, attitudes toward employment ‘and employers, and knowledge of what it
takes to succeed will never be measured perfectly. This means that whatever the

L




' . set-of.indicators we chogee by which to classify a workers as having structurgl - -
. - problems, it will be sub!e’cb to.a lérge amount of error. ; ’ D e i
In summary, it is to come-up with a good measure-of structural unemploy-
*, ment because the structural characteristics of workers are measured imprecisely,
because they vary by degree, and because they are commingled with™ cytlical, -
frictional and 'seasm;g factors to a varying extent in each unem loyed.worker.
- ‘Because of these maa$irement and’ definitional problems, quantitative analyses
of the overall problem of structural uneniployment are exceedingly difficult. The
studies that have‘been completed generally admit that they cover only part of
the problem. To link the jparts together, into an overall framework would be a
!, majof undertaking. - ’ ’

v

“ -AN OVERALL FRAMEWORK OF ANALYSIS
N " to . .

"+ Frameworks have been suggested, however, that rely on the data available
fromt’ existing labor force classifications. ‘Thp-one 1 will use here was recently
suggested by Baily and Tobin.! In a single framework they determine simultane-

¢ ouaﬁs the roles for countercyclical and structural policies. The roles depend
importantly en. the effect of the palicies on inflation, o '
' hey argue that the sbility €o reduce the overall unemployment ratethrough
. econnmic growth is limited by inflation. It doesn’t mutter whether one views this
.~ limitation as pelitical dr économic. Inflation Pposes a barrier to the lessening .of
unemployment with macro-economic policies. ) R :
When the lJowest unemployment rate consiteut wich the. inflation barrier is
reached, the unemployment rate pf low skilled workgrs wil] still be high and wiM
*be substantidily higher than that of high skilled workers, Shortages of low skilled .
workers will be rare anid a‘reduction in the unémplgoyment ratg of this group by™
.itself would not cause inflation ‘to increase. The high skilled group, on- the other
hand, will have shértagés and an attempt to reduce their unemployment rate
further would.tend to lead'to wage increases rather than to employment increases.
Therefore, an attempt to reduce unem;plgf'_r‘nent among the low skilled by increas-
* Ing economic activity is stymied‘by the fact that it will lead to shortages in the _
high skilled market and therefore to inYation. B -
g.liha role. of structural programs is then clear.“They should attempt to increase #
the, demand for low skilred workers without increasing démand for high skilled

’ workers, and they should try to-upgrde some workers {rom the low skilled occup&-.
tians into the higher skilled ones. Public service emplbyment is an example of a
change in' the demand forlow skilled workers, whilg training is an example of up-
grading. PSE, of course, can lead to upgrading tooag the workers gain.experience.

Baily and Tobin limited themselyes to two groups of werkers for ‘purposes of *
exposition. In principle, upgrading ean take-place along a continuum and PSE can

J ebcompass a variety of skilla. But the overall .frmnewgrk' they suggest is d.usefud~
one. Bécause of inflation, there js only 80" much we ¢an do to reduce unemployment
through overall monetary and scal policies. Further reductions require that em-:
ployment be increased only for the groups not likely to have sn effect on inflation, -
or that the supply of workers be increased in the groups most likely to affect
inflation, : .

This framework offers promise. It is possible to use it, for example, without
having a precise measure of the number of structurally uhemployed workers. What
is necessary is to break the labor force into » hierarchy of groups and to deterusine

> the effect of the employment of these groups on the iug&tiun rate. From those
" estimdtes the agenda for structural policies will etwerg...

. . ’
T A FRELAMINART ANALIBIS UF THE Hull OF BLRUL tulal rununAds

Ly apalysis repoit. d hete uoes LUt suc o Muuy posmible clussificatioug | .
workeis, Following Baily and [obii. we classified workers in tw 0 groups each uf
whick contained several occupations, H gh: wage uccupations were grouped 1o-
gethér as were low wage ones nccurding to the classifieation showa i Table 1
ettt e, — N .

! Martly Bauy duy Jabuas Tobiu “fuflation Vucu pluytmecal Coavegdonc.n £ Job C.
son Polldies,™ 1. ﬁ..n Paluer ed Creating. Jobs: Publlc’dn;pl.oyn_xent ) rogramas suu

Wage Subsidics Baopkingh, 1978
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- not add to inflation.

' !‘ N ) 13 .
B S (: 5 o '
' TABLE: 1—CLASSIFICATION OF HIGH-WAGE AND LOW-WAGE OCCOPATIONS
. - : m’p 17 vlw s lovnﬂg : Median
. » . . loymt gnem; ment uf 18 wage 3
Occupstion - (thausands)  (thousands) rete Gercenty May 1978
High-wage group: . N . ‘ ‘
Marnagers and admi 1T T ——meeen 10,105 it 2 6.
o Prof and tlggkr:l workess. . ..cococmuaeo- . 12: 25 381 Z.é s6. %
gnn and r:ud (Ut SN 5.?‘:5 % ;‘6 6.50°
( operatives. ... . _____ .1 07T X : v
Opc:gvu_ sxcluding tramsport.._=ZZZ 11T ?,_-_.-.-._}'.} ................. i'.'g
B (L R NN . 51,182 2,353 L R
. : i
16,904 866 ™\ 4.9
4,729 566 10.7
5,951 256 41
1,67 966 . L6
. 2,798 110 # 3.8
Private household workers. ... .. ..cccoeo... 1,162 63. . 5.1
No previous work expesience. <. ..o icicecoeoceeeanennees . 868 eeieaaeen e

Total........ : 621 3,695 7.9 e,

v

t

Because this classificatipn. is.crude the results of this study should be i

reted as an illustration rather than as a refined set of estimates. Ne ¢
find the results interesting. Using conventional statistical techniques¥it .
fodnd that indeed the uneinployment rate of the high wage ocoupations ha i 1,
important effect on the inflation rate while the unemployment rate of low 1 1

workers had little effect. . :

. A,vsrie:ﬁ of & ¢ forms for th%st&tistical relationship were examined md
Il reached the same concludion. The statistical tests are reported i an,

Xli'tuall
ppe . . o«
; %icmeﬂ that programs that reduce the low wage unemployment rate will
not add significantly to inflationary pressures unless they also reduce the high

wage unemploggnent rate. The potential role for structural programs is therefore
quite large. ,'\lproper elibigility requirements PSE programs can be restricted
to those who would normally work in the low wage market and therefore, would

Furthermore, programs that upgrade worker qualifications can also, reduce

" infigtionary pressures. By increasing the pool of workers in high wage cccupations,

the high wage unemPlpgment rate grows relative to the low wage rate. The data
indicate this’ would lead to lower average wage increases, and therefore permit a

" higher rate of unemployment for the same rate of wage increase. Work experience

on PSE, training and education can &ll upgrade worker qualifications. These
results suggest there is an important role for structural programs to.play in
reducing unemployment in non-inflationary ways, ‘

r force and not with reductions M reported unem-

_ On the-other hand, it was found that the low wage labor force is quite elastic.
Increases in overall low wa%% employment have generally b%l&_ﬁg;;i&%d with -
1

ingreases in the low wage 1

‘ployment. This means that untargetted increases in low wage e ployment

would have little effect on the reported unemployment.rate.. The statistical
tests of these relations are also found in the Appendix. They indicate that for
every 10 new low wage jobs created in the entire economy, 7 are taken by people
not in the labof force while 3 are taken by unemployed workers.

I would like to etnphasize that these numbers do not refer to jobs created
under the existing CE'PA program. The eligibility requirements of that program
make these general estimates inappropriate. The general estimates are for low
wage jobe of all kinds, public and private. The estimates indicate, however, the
way in which targetting requirements can affect the impact of a PSE program on
the unemployment rate. For example, preference: for PSE jobs could be given
to workers iously registered as unemnployed. This would cause a larger decline
in reported unemployment than a program withqut this restriction, but the
reduction would still not be one for one because of slippage. First, workers not in the
the labor force could register for work simdply to satisfy the eligibility requirement
in order to qualify for a PSE job. Second, unemployed workers might take PSE
jobs instead of other jobs and allow these other jobs to Le taken by new entrants.

¥
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A second way to target——now.reflected in the CETA legislation and in the
Administration’s welfare reform proposal—is by family income. This tends to
restrict PSE jobs to families without any other em})loyment. I have not checked,
but I suspect that the labor force participation of family heads is far higher than

“for -other workers and that the majority of the family heads who would take
PSE jobs would already be registered as unemployed. :
I’ condlude that while the tarrgtting-issue,needs-further analysis it is likely
- that the effect of PSE on reported unemployment is substantially affegted by
eligibility requirements. With proper requirements PSE can have a substantial
effect on unemployment without causing inflation to increase. T .
_ The analysis raises an important fur&ler question, however. If a substantial
portion of the workers who take low wage jobs are not previously counted .as

(7-unemployed, the group desiring jobs is larger than the unemployment statistics

indicate. There is an important role for strugtural programs to play in meetin

—+hese needs even if the effect of the programs on the reported upem loyment rai
is modest. With current budget probleuns, it is unlikely theasine can be .me
8o it is wise to continue the trend Congress and the Administrition have followe:
in strengthening eligibility requirements. Not only does this direct the jobs to thos..
most in need—which is what the ta.{getting reguirements are intended to do—
but it also has the effect of reducing the reporte unemployment rate the most—
which.is the issue to which this téstimony is addressed. simply- point out the
elastic nature of the low wage labor force and the potential for a substantial
increase in employment in that group without adding to inflation.

FURTHER RESEARCH
The results described here illustrate the usefulness of the Baily-Tobin frame

work. While finer divisions of the labor force are possible and will Presumably
lead to more precise estimates than the ones presented here, the results are en-
couragi?ﬁ both to the usefulness of the framework and to the possibility of using
structural programs to solve the unemployment problem.

Further research must consider a variety of possible labor force classifications
not considered here. Classifications ‘corresponding to ‘existing eligibility require-
ments should be constructed, where possible, so the effects of existing programs
can be determined. o )

Data . . .
The CPS classifies workers by ocenpation. Major eccupational groups were
ranked according to their wage rate in’the May 1978 CPS. The labor force was
then divided roughly in half gidls the highest wage occupations in one half and
the lowest in the other. New éntrants to the labor force were included in the low
wage occupation group. Quarterly data from 1958 for employment and unemploy-
ment in each group were used for the statistical tests reported here. The occupa-
tional groups are shown in Tablé 1. . :

Wage rates to match the employment classifications are not available from the
CPS8 on a quarterly basis. It is impossible to construct a wage series that would
apply to these classifications. Because of this an agtiregate wage index was used
and indicators of employment or unemployment in the two markets were entered
independently into tge same 1egression to determine’ their impact on the-overall
wilage rate. The average hourly earning index was used.t0 measure the rate of wage
change. .
Economets w Estimates Waye Eyuations

Various relationships were tried though wuly u tow are repanted hiote

When the percentage wage change was used as the dependent vailabils, ths
sum of the coefficients ou the lugged dependent variables was 1.03. Thereforé the
equations reported here a1¢ estimated in the accelerationist fortn. The lag strucwure
imposed on. the Eq‘pendent variable is close to that estimated except that the
weights are constraiped to sum to one: A weight of --.7 is given to the rate of
wage change over the previous four quarters and a weight of —.3 on the rate of
change over the two years befoie thut.

The following is a typical regression.

Technical Appendiz!

’ The statistical woih wao performed Ly onSths, o Luubes wie wlew avpgreiod by
.4 the tests that were porfor.aed. ] thauk ier for her axcellent wurk
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REGRESSION 1 _
[Quarterly (1958:1 to 1978:4); 84 sbiervations; dependent variable: DDW]

L : Standard
Independent variable , : CosfTicient error . ‘ T-stat
Constant... . oo ieaeeee. . =0, 702400 0.6012 ~1.168
ALTP U (1)aceecceecccccecmenccccan 2.64175 . 7419 3. 561
D ecamemane . 0212657 ‘. 004108 . S. 177
1] '} - 0784135 . 03389 2.314
IRULR (D) ... -, 0813642 .08723 -.9327

u%‘tn: R-bar squared: 0.4123; Durbin-Watson statistic: 1/8215; standard error of the recression? 0.8277; normalized:

Variable Names . ] . :
" DW= 9, change in Hourly Earnings Index expressed as an annual rate
DDW = Acceleration in. Hourly Earnimgs Index DW-—.7 (Averagergf 4
ceding DWs) —.3 (average of 8 preceding DWs) .
ALTPL= Gulde%st D y .
DX=Minimum Wage . 7 ° i
IRUHR=]Inverse of Unemployment Rate of High Wage Occupations
JRULR = Inverse of -Unemployment Rate of Low Wage Occupations
Note that the inverse of the high -wage unemployment rate is statistically
nificant in regression 1 while the low wage rate is not. In this regression, the
wage unemployment rate has the wrong sign, a phenomenon that was typic:
the regressions pun. - : )
. When-the low wage unemployment rate is dropped from tho regression, 4 be
estimate of the eoefficient on the high wage unemployment rate results anc
statistical significance improves.

3

N -

, REGRESSION 2 .
[Quarterdy (1958:1 to 1978:4); 84 observations; dependeat variable: DOW]

Independent variable . Coefficient.  Standard efror’

Consta ~ 18476 - 0, 3045 -
ALTP1 2. 95737 L2411

ox&z& 0216794 - 004080
WRUNRQ). 20T ooT o - 0436872 01182

“la&h: R-Bar squared: 0.4132; Durbin-Watson statistic: 1.7832; standard‘error of the regression: p.8271; norma (3¢

11} SO RN

Py

When the low wage rae lo uoud Ly itself its coefficiont is also significant with
the right sign. This indicates chat'its insignificance in the first regression is due to
the presence of multicollineanity\% correlation between the two unemployiment
rates is .79, ‘ i

i , < REGRESSION 3

{Quarterty (1958.1 to 19/5.4); 84 observations ; dependont variable; DOW)

Indepeéndent variable ‘ Coefficient  Standard errwr

1awat

[V - 1 60151 0. 4710 -3 400

e mmmmeeeimieee o e 2. 69809 .7614 3.543
Cemme e e .02229¢4 . 004153 5.316

- [ . 108408 . 03048 3.557

3-

.- -
Note: R-bar squared: 0.3803;
2%,

Dutin-Watson statistic. 1 707U ; siandsid o6t0r of he 1aa:038l0n: 0.6500, wu)malized:

Bovause the URewmploymelt of luw wage worhis occons 1o babint o warutioally
a.n employwnent rate was consirudted m‘(f ius ¢ffect vn wag.: rutes wan estimated.
This raté was cunstructed by generat:ng un estimate of the normal labor force in
high add low wage oceupations by regressing the actual labor forces on time. The
predicted values expressed as fourth order pulynomials of tinie were then used to
deflate the employment statistics. For purposes of cowspurability these employ-
ment rates were subtracted from ¢ne and entered as unemploymeant rates in the
next r ion reported. It would be noted that all the variations in these variables
are i; employment rates aud not in unemglloépent.
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In regression 4, we see that when exp(essed in the"employment form, both
variables acquire the expected sign. Again, however, only the high wagesinemploy-
ment rate has a statistically sighificant. coefficient. In this relation the orders of
magnitude of the coefficients are\appealing to me as well since the much smaller

. mean of the-univeise of the low wa?e uneniployment rate indicates a mucH lower.

. )

rate of wage iricrease would result from.a change in low wage emplo; t than
from an equal change in high wage, employment. &
’ : : o
- *REcREsSION 4,
o [Quartesly (1958:1 to 1978:4); 84 obsorvations; dependent variable: Obw] 1
e F] . =ty .
' Incependent variably . % - : e " Coefficlont  Standard error o Testat
~1.03578 0. -2
263502 ) 7607 3
... . 0210418 004308 4,
IRUA Yé!i. - ¢+, 01107 oA
JRULY'(4 g - 0219081 03691 .58

;_z';‘;,"‘ R-bar squared: 0.3835; Durbin-watson statistic: 1.7832; staridard-error of the regression: 0.8478; normalized
: . . ! 4

Regrcuions with the vveiall ununployment ite were ﬂ-I!O tiled but the overall
rate would lose statistical significance when entered simultaneou; with the high
wago unemployment rate, though the latter rate would occasionally attain signi-
ficance in these relations. - « . :

When the aggre?ate unemployent rate was entered with'a ratio of employment -
in the two sets of occupations, the ratio variable would enter in a statistically
significant manner and the uneniployment rate;would not. ‘

The cenclusion is that the rate of wage change is much more strongly affected
by the rate of unemployment in high wage occugations than in low wage ones.

his confirms the results of Baily and Tobin who dealt with industrial data rather .
than occupational data. . .

Econometric Estimates—Labor Force Participation Equations

Economists are accustomed to the fact that the estimated labor force increases
when employment increases. Of every 10 new jobs created, it is traditionally
thought that roughly 6 are taken by unemployed workers and 4 by workers not
previously- counted as being in the labor force. ' .

Here I report how participation is affected by changes in employm®it iv high
and low wage occupStions. While the total of these re ationships i8 very close to
the traditional relation, the parts show a wide divergence. ‘

All of the employment and labor force variables in the reported regresgivns have
been deflated by an estimate of the trend growth in the (abor force. This s a sum
of the separate fourth order polynomials of high and low wage labor forces used

in some of. the wage equations. -
Participation Estimatcs -
(hbamnnluus O and ¢ P
AL\!=.000031 478 Jbtl 1835EL
(11.1) (—3.6
R-%= 6.2 '
DW.=1us
S.E = 0014
A10,=.001 — 385 .kt oo on
: (-101) (15.8)
| TR - Y. 1)
pr 319 [} s Vay
DW =2ul
S K &..0013

. .=Change i1 Lyl .
il 1,==Change fn .ow wug2 100,35, |
Ak H = Change in high wage ‘emy.l ;1.
AEL — Change in low wage employnmey.i
p ~ Gochragne-Orcutt -autocorrelation cor

48 177~ 79 - 3
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_These regresgions tell us that of every 108=mew jobs created in high wage occu-
pations 52 will Be takep by unemplbyed weslsers in high wage occupations, 39 by
;mem loyed ng;kem in low wage occupatioms and 9 by workers not in the labor
Orce. .

+ Of every 100 jobs created in low wage occupations 18 will be taken by unem-
ployed workers in high wage occupations, 12 by unem‘féloyed workers in'low wage
occupation® and 70 by workers not in the labor force. - f ,

Representative MrrcagLL. As we previously agreed to, we will turn .

- to Mr. Johnson as our next witness.

Mr. George E. Johnson is currently professor of economics at the
University of Michigan. I believé you have been with that faculty
since 1966. . - .

Mr. Johnson Kas served as a Senior Staff Economist with the Cous
of Economic Advisers. He has also served as Director of the Office
Evaluation and Research for the Department of Labor. ..

We welcome you and we are anxious to hear your testimony.

STATEMENT OF GEORGE E JOHNSON, PROFESSOR OF ECONOMI
' UNIVERSITY OF MICHIGAN

My, Jouxson. THank you very wuch, Congressmuan Mitchell

The two questions posed by the comumittee really are interrelut.
'Fhey are really the same question because it is only by reducinﬁ t
unemployment rates of certain target groups, certain groups with t
most serious problems, that we can reduce the overall unemploymel
rate consistent with nonaccclerating inflation, so they really are ti
sume question, . '

The major poiut of my prepared statewent Ls that employment and
tralning programs can have a large and significant ugpact on unem-
ployment if they are targeted toward those groups in the labor force
whose labor markets can be described as rigid as opposed to flexible.

Now, by rigid and flexible, it gets to be a very complicated point
and the mecaning is very much consistent with the view that Mr.
Nichols has just expressed. o

The opposite of rigidity is, of course, fleaibility and iu that situation
i the prpirams are targeted toward individuals who are in labor
markets where there is a great deal of adjustment, then, for example,
an employment program that gives PSE jobs to individuals in a flexable
labor market will merely attract them away from the private sector
aud raise their wages . -

[t is a very complicatc.l peoblem to try to determine the eatent of
ngzidity in the labor mark.t. It is o complicated issue for the major
reason that Mr. Nichols suggested, specifically that the data are just
simply not there so that we can identify those workers who ave struc-
turally unewmploy ed, tha: is. thooe in rigid labor markets as opposed to
those who are more or les tally employed.

.\Iy own research [ am ufl'ui‘l, ylcl(lys Inots proenanlstle condlustuns
than that peseatch just reported by Don Nichols :

I have .:anlu.le\l that most labor markets in th, Guic | Siates i
ctayacterized by a g reat deal of Heability and (hut a large expansion
of-our current cinployment wod treanlug progvams vill hve only o
small effect ou the potential uncmploymont rate; tuat 1), the uner.,
ployment rute  wnaistent with, mumcre{crutini; inflution  Luat I do not
think that 1t . realistic on U ¢ basis of uvalluble eyidince 16 usstrt
that they «ould have a t.aj.t inpact.



.ovetall unemployment exists. . . <
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Now, there are some verymajor and significant exceptions tq, this
conclusion and that is prizi?;}[ally the case of fhinority youth.

There is no question in my mind but that if we were to ‘eliminate
the roughly 250,000 work experience jobs under YEDPA and the other
CETA programs the unemp?oyment' rates of minority youth would be
even higheT or, even more importantly, their total employment rela-
tive to their population would fall. ' ‘

“This is the area where I think labor market programs have had
their major impact on a proporfionate basis; it is the most serious
social problem having to do with lubor markets in our society and the
programs cannot be faulted at the present time for being undert==
geted toward minority youth.

However, I think 1t 1s there that the major potential for redu

.

There are a cou
on]l‘y one of which /I devdloped in my prepared statement,.

The question of avhethdr or not labor market policy can in theory
lower structural unemploymhent is one matter. 1t is the question on
the floor today, but an equally relevant question is how vne sets.up a,
coherent national labor markes-pplicy. ' .

I do believe that to the extent that the Cpngress aud the adwinis-
tiation are serious about making a major mf‘puct on structural unem-
ployment that there have to be-sume rather significant changes in the
organization of our employment and training programs. '

It is not the major topic today but it is uecessary to refederalize
these programs because basically poverty and structural unemploy-
ment arenational problems. .

You could not solve the jiublews of poverty and structural unem.
ployment in Détroit or Newark or Baltimore or, Peoria in-isBlation
mainly because there is a great deal of mobility of people within this
country. ‘ K

It is & vatioual problewn and thete has to be, T thiuk, a lot more
coordination of our efforts to reduce poverty and structural unem-
ployment from the Federal level rather than to have a decentralized®
revenue sharing approach. - ’

The second point is how optimistic or pessimistic we ¢an be. A
factor that has not received very much attention is the problem of
unmigration into the United States.

During the last 10 years we have had a vory luige spate of itinig, o
twn of low-skilled labor intu the United States, and that is now spread .
ing throughout the country - ' '

E;I‘here 18 no question L das witnd thab this Ly Lad o ol nllleant
impact on the earnings anu th. employment o1 the dowesiic popula.
tion at the low end of the shill distribution. '

To the e.tent thaf this cate of immigration ot s o U Taturyg,
the problems of thettow -skille.l dotuestic pop nlxlb%b:(_m‘u golug Lo ge
wot s, aud 1 um afraid that ow lubor matket olictes fave got to seart
taking this into account ,

Ill terms ()f what we Ca., Coyp oo b ]nul.lﬁcﬂ [T u“) wondd l‘\ll‘l‘.’;
quite well Jf the labor maiket .. grams hely el keep s whe,y 1o are
now 1.3 opposed 1o any notes of veally improving the sicantion ubove
wha e we ate now

lu sammary, Fwoald bk oo 1 wlbe Goconc b A0 by B0 dan bl
that [ am optimistic about Cur po spec o 1or 1cdach g w e ploy eyf,
but 1 wm afraid [ caunnot Lo “; \L; thet

L.
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.. Representative MrrcaeLL. Thank you very much, Mr. Johnson:
e\prepared statement of Mr. Johfson follows:] -

"

3 PrepARED STATEMENT OoF GEORGE E. JomNEON

' Structural Employment and Training Programs: Their Impact
. e on Unemployment

Mr. Chairman and members of the?ﬁnmittee, there are three important sets?

of questions about the impact of our labor market progtams on unemploymént:
- (8) Can they lowlr the unemployment rates of those groups that have the
highest incidence of ynemployment? .

(b) To what extent kan labor market progra-m(lower the overall uwmpIOyment
rate consistent with non-accelerating inflation? * .

— (¢) What levelNf resources must be committed to lower, the unemployine
rate consistent with non-accelerating inflation by a specified unt?

To summarize my snswers to these questions: ,

(a) Probably yes. - ‘

) Not very much, ,
¢) To lower the non-inflationn:, unemploy mept rate by as much as o
percentage point, the budget for tf;osewropams wuuldi have to be iucreas:
many-fold- -perhaps to as high as $100 billion per year.

It must, however, be ‘pbinted out thut any economist’s answeis to Lhese que
tiuns are subject cxa wide maryin of error. The reasons for this uncertainty a.
two-fold ;

(1)2There 4o wo tunognsus on the yuvotion of how low wage labol Dark e
operate. For ex.my.le, there is no defi..itive treautn.ent of the quesiion o1 why th
unemploymeat rate of minority teenagers ig so high and has been rising over, th
E;st 0 yenrs, There a1€ several lisis of possible explanations, but'we simply d..n’

ow which combination of factors have accounted for what has happened

(2) ‘There is also virtually no hard informatidh concerning the degree to whicl,
specific programmatic appronches that have been used in the past have been
successful. In part, this absence of impurt evaluation inforination is due to the
fuct that-. as is true throughout the Feders] government - the Tesponsibility for
evaluating prograns is vested ju the agencies that run the programs; they are
understandably more interested in learning how to tmprove their JJrogﬂsmS than
in helpin OM% and the Congress decide whether or not they should be continued,
In part, gowever, our ignorance about the“ightgact of past programs is a reflection

t
1

of the poor state of knowledge about ho e relevant labor maikets operate;
evaluation yuesticus cannot be tormuluted I8 vacum.

L. The Stricture uf U nemploymens

Before consideriag the potentiul h..jaet of labor ket Povgions an (he
unempluy ment rates f specifio groups in th.e 1sbor furce, it 1s useful t. re. iew
what been lmppea_iuf to the structure of unemployment during this fecade.

Table 1 shows unemployment rates for ditferent race-age-sex groups for four
scparate ycars in the 1970's. The most strixing feature of Lge table is the macked
deterioration of tne relative cmployment situation of minorities.

TABLE L GueMrioYMENE RATES Br RAUE AGE, AND SEX PUK SELEGTED YEARD (M tias 4010 »

19,0 ' 1973 1977 1978
Ulauh T Bilauh o Diauh Bl
an and and an
mras uther T other PRI other Mute u(h{
WL
vhila 'Y e v i 2 5w 3l 1o 34 4
F;znu 113 W 3o 5 159 39 (1%} 38C
[TANELY
Mals '8 [V b3 120 v 27 78 5‘17
Female 59 150 70 176 9.3 236 83 3
<o .nd Over (
Male . 4o gu ¢4 Y3 38 1 3t o 4
Female 39 2 37 61 55 91 45 82
Totat 4 B T - 7 ) ]
‘
LT . 2 P ih ioen A
tdar Sustica e (, i) S
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Whereas the 1978 unemp et TAtey of adult Whites (age 251 ) are jums-than
‘One percentage point hlgheplag “4pelr 1‘;)(7)0 and 1973 ‘mluei‘,3 the ypempesyment
Tates of blaokI uits are tg& g, othree Derce&ta e gi’éﬁ?“ﬁ’é&gg are g0 10t

unemployment ra anger whi a 9 an, : )
much higherpthan in 1970 &gd 1\“73j‘ebutt;lhe ungmplc_xyment rates of blaask ®uth
have skyrocketed. Moreonr’ thiy putblished unemPloyment rates underspste the
Severity of these changes, fo, the Iahor 4,00 particiPation rates of minorie youth
have fallen gince 1970 W‘lllg the participagion rates for White youth have risen.
Thus, for exampie, at the prgsent time ty o ratie of eqployment j¢” population is
almost twice as great for Wwhite ttensiery a4 for black teeNdgers.

Allhough unemployment’;; by .
mino (indeed, 75 perceyt O ghe ungmployed in 1978 were white), the hig
and increaging relative Uﬂeq,pl"}’mwt.ra'tw of placks exglains to s large extent
why the overall rate of unegypl®yment iy 1978.was o high.

If the unemployment ratyy of tho ack sex-ageé &roupd in Table 1 Were ¢
to their white equivalents, tpe 1978 OVery]) unemPlog'ment rate would have |
0. Percentage points lower n otper Words, racial differences in unempio .
rates by sex ang age 8cooung-fOr g0 Pergant of the 8ap between the actual 1 .4,
Ut{l?mployr'nent, rate of SiX pyrcent gpd the recently-established natiopal objeciive
ol lour percent. .

Sincept.hag_ are still _signiacant differences between blacks and whites in char-
acteristicsthat explain the iy giden ey of unemployment (for exampije, educational
attainment- and residence in UThap Sreyq) it would be unreasonable to expeet.
that un yment rates by ;g€ anq sex would be identical for blacks and whites.
However, much of the disydvangage iy gpe relative eMployment situation of
minorities has ocourred, singy 1970, %f, in fget, the 1978 unemployment rates by
oxe and sex for blacks wery jg ‘the gty proportiol to the equivalent rates for
w!n_tes as they were in 197q. the tvera]] ‘ynemploYment rate would have been
0.35 percentage points lower phan j; Was or between 5.6 and 5.7 percent. .

The performance of the lyp,or market’iy the U.S- during the 1970’s hag, with
the signifieant exception of ype Worgeling relative employment situation of mi-
norities, been quite good. ’ .

Because of blips in the ay, strgpure ,, 4 the iNCreasiag labor for~ ~tivity
vf women. zhe labor force of yo B8 jyersBony and wonsel increased marked - esstive
to .the. iaber force of adult et Pn 81 ¢40p0my, chargeterized by resleii.e. W
rigidity amm gevere structury) Ulepploymept, this Would have meame: tazge m~
creases in the unem‘ployme_nt rBteg of thege rapidly growing groups. . again
with the exeeption of minorit;,s (sypecially minority Youth)Mnis did pw! mppen;
1nstegd, the distribution of guploypent adjusted quite well to the dis-
tribugion of the labor force. The Tegson for this flexibility 18 that the stracture of
agestwas able to change t0 y;cOMmpdate gpe new Structure of supply. The wage
r *f‘“‘fl lft,‘th.agroups whose supply grew rapidfy declifed relstive to the Wage rates
of adult men, .

This fexibility of the laboy 8, is uite remsrkaple in the light of some of
the negative ‘“shocks’’ that hyve peyrred qur the 1970’s. The mgst sSerious of
these i the productivity sloy, o%y of, the past ten Years, Which has meant that
sverage net real wages havy beey virtuy))y copstdnt during tigs period. This

" immplies in turn that a declime i group A's Wage telative to that of up B can only'

be accomplished through an g psolyi, Tedyction in Broup A’s livjng standard.

L Frograms To Combat Sh‘uc‘“ral Unemplg ment

‘there are two major lap.or ",arke(, pPOligiag that sr¢ desiBhed t0 1educe tho un.
cuiployment rates of specific roUbs 112 thy gbor force and lower the overall un-
employment rate consistent with Non-8Ccelerpting inflagion. These include:

((ia) Direct job creation (puyJic seryice employment (PSE} and Wwage Subsidics)
Ll
(L) skill training p:.-grams, ’ .
Other approaches, such as labdr My, b lyt,s1natjon (the lniproymeut Seo1ce),
prome tion of work incentivey (pfingipaliy’the mit,ig’“ion of the unemployment-
inducing feazures of inCOme tyyp5fer progry, 11s), and elimination of rigidities. (for
example, jowering the minimyn Va ge for outh), sre not likely to come under
serxoa:; consideration 23 8 Mty g3 of rvd“‘iiug unemployment, and I will not dis-
cuss them.

Public cworpece 1,4 gt ¢ [
' - a budgewary pOinL of vie™, . ..J”: O L
hey iy the U ~. has been tl,q PSg; p .-u%n:““ s+ e divees Creqtaon of Fe derally-

lwanced jobs . State and loggl ovoyBingny {tad, %0 an ibergasing oxtent, the

>

no Meapg exclusively s problem faced only by,

LA
Y
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nomeprofit sector). The original purpose gf PSE was to provideé counter-¢yclical
stimulus a8 well as fiscal relief. to local governments. The youth pmployment pro-
grams, however, were designed to help persons with severe structural unemploy-
ment problems, and the design of the adult PSE programs has moved In this
direction. Moteaver, the recent welfare reform j@opbsals have components t
include rather highly thrgetted PSE jobs for adults.

To what extent can PSE programe influence the structure of une ent
rates at a t.im; when the economy is approximately at capget i.e., when thera

is nemher a terfdency for the underlying rate of inflation to increase or decrease)?
Thi= s a gomplicated issue, ¥nd, not surprisingly, it is quite controversial among
economista. o [

In order tothate an impact on both structure of unemploymept and the rate
of umemployment consistent with non-accelerating inflation, PSE programs must
be targetted toward those groups in the labor force that have the most sévere

“labor market difficulties. The initial PSE programs (the original EEA and CET

TGitles IT and VI in the first few years) were, by the most charitable interpretatioi
targetted toward the middle 8f the skill distribution, so they had little impact o
structural unemployinent. (To he fair, their major mposes were ta increase ag,
gregate demand and serve as vehicles for revenue sharing.) During the past fey
vears there has been a significant increase in the degree to which noun-youth PSE.

rograms are targetted. ’%here reiaain, however, several problems with the usc of
ocal goveruments as intennediaries in these programs.

Even if the PSE prograwms are optinally targetted, they will hut . a elguificalit
impact on the unemployment of the target grqups only under certain conditions
concerning the way labor markets work. The major condition is that, 1he private
sector wage rates of the groups that are the targets of PSE piograins must be
rigid relative to the wage rates of vther, “‘fully employed’ groups. If, instead, the
wage rates Of the target groups are tleaible relative to other wages, additional
public sector jobs wili merely reduce privato sector employment on aa approxi-
mately vne-fur-one basis. In other words, the PSE program will result in lubor
market displacement rather .than a net inciease in employment.

My unnalysis of this guestion sa,.gests that -with the signifi.. L exception ot
winority youth -the U.S. labor market is quite flexible If this iy correct, it t -
lows that most PSE jobs, even if they represent additicaal hinng by State and
local governmedat ta contioversial assumption), do not have very much impact
un either the structure of unemployment or the vverall unemployuient rute con-
sistent with non-accelerating inflation

The youth cuplovipant programs do sppoem Lo Le weavily Gagotted foaad
minori ¥ youth, angit is quite likely that Ll\c usempluyment « ste of blu..%: -
agers would be anudh hgher in the ab ence of these programs (n toe other d,
between 30 and 40 percent of employed black teenagers in 1978 were participagta
in the various yvuth empliyrsent programs, ..o there 1s scme quesdion nbout the
patentinl for expanding these programs )

X

" & should also be pointed oat that my oo, 0 v ot Lo wwl, C8Lat o LLE i
Jofment impace of most PSE jobs rofers auly to periods in whih the labor vaar
L'ct is more or-dess 1n balunce I do not mean thae PSE i;,érp(m counder ey clical
tool On the coutrary, PSE jy at least as effective s tay edts if i can be “turned
off'" when the cconomy reci.v, s

Wuyo Yubaidies

1t osocon b totm of 0 Gwbia -
Japlo, ers o dire ceftain. o dup o the imior e Lhe a0 L, Ve
~pproach is uie Targoted crploy e at Tax {odit whier dsw ot g ol ver

the relative cust to firma of hiring « zonomicaly disaavauiaged o th aul oooe
groups with employment s blems

The dassesinient of the p stential st 1 271G C Lot L., o gt
went 1ates aud the prerdl ynempg! yment 1ot commstent witl, Lo, accewe 8tin
inflation is quit : siinilar to fhg an. lysis of she fecws of VSE  Therw are special
progranae tic problems wiph wago subsidies. tivms will atten pC tu cecerve the
subsidy for deing what daey ..uuil tiave done without ti o subad, (jJust as local
goverftoents Will attemnt’to nire th - same pec e thev w wldd hayv s niced wichout
the PSE ginats) Tu the exient, tiomevar thit the subsidy i tip btly cacgetond
toward Lk.bor for gp,tpﬂ cherwmetl tieed by dand selative wage 1aes it con tvdace
overall uu(:ln,vl'u)uucht, to Some ealoni

Tracasny Py

. il el got Ay o,
cvaeuals v o ha e slippoa g o o . s
¢ otgaato poopa aticn fur the - [ AR o a.l
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7 ald Magpower .Develoément and Training Act, and in*FY 1978 approximately
350,000 se?vice years bf institutional training were provided under CETA at a
budgetary cost, of $1.4\pillion. - ‘ -
Tﬁﬂkel ifapact of training programs on the structure of unemployment
. and the v, of the overall unemployment rate congiétent with non-accelerating
-, imflation mubject to many of the same analyjcal issues associated with the im-
\ pact of directjob creasion measures. If the ﬂogmms are targeted toward, persons
. who would otherwise spend their lives in labor markets chiracterfeed by rigid
< " wages and severe involuntary unemployment even in peak pefiods, they can have
a large impact on unemployment—as, indeed, can djrect ﬁ)b creation measures.
~ Traiging” programs—to the extent that they effectively increase the® skills of
participants in them——can also have an impact on unemployment even f the
relevang labor markets are characterised. by complete flexibility in the se that
I have used that term. Table 2 shows the relation between un? ployment rates
and educatiQnal levels by age for the four sex/race groups in 1970. Assuming +%~*¢
the effect of Bne service year of training has the same impact on unemployn
incidence as one additional year of educatjon (this assumption pen arbitrarily
made more optimistic or pessimistic), the cumulative impact of a permat
expansion of training programs on the overall unemployment rate|consistent v

non-accelerating.inflation can be calculated.
TABLE 2—UNEMPLOYMENT RATES BY AGE, StA, KAfE. AND EDUCAIION, 1970

§ — SENUIPUUR A, G

Males Fonales b
Ago and sauation T white e Whits  E
2wu:
8 . 30 101 129 i
2. 53 7.8 5.4
6., . e e 37 46 3.0
2210 34; .
9. .. . 53 [ B} W00 ‘.
122 e 26 44 44 A
16 . 2.0 17 2.6 i
35t 44: .
?« 39 47 6.1 [ 3 ]
2 - 19 3.6 3.5 5
10 18 2.2 1.4
39 41 5% 4!
1.8 3.2 31 )
1.3 1.8 18 1.4
SR T R
3 .
1.7 1.8 1.2 H

Source: U.S. Census, 1970,

The rostlbs of sulk u idvulalicu L o uny  wishea o g, PTARY S TR
tiunal craining prograas by 1,000,008 soc 108 years o, .l:Kult\ d. Tanle 3. This
calcul. tion also assumes’ chac the progiams are targeted the san.: way they were

in 1977. The budgetary cost of such an expunsion would b.: abo .t $4 billic 4 (in
1979 dollars). It is clear froia the figurus in the nght-haad columa of the tuble
that—based ou these assumptions very httle reduction in tie overuil unen,ploy -
ment rate consistent with non accelerating inflation couli b expecied from o
quadrupling of the scale of institutional traiv.ing proguns

TABLE 3 111POIHLIILAL COMUL AT VE RELULTIUM TN 1014l OVERALL Loe oo . Y
EXPANSIOM OF Siill IRAINING FRORAMS 8Y . (0. U0V 3hitviLi YEARS, BY NovclR s vEAR  AF/ER
EXPANSION

. . 2
) bu ane .
frant
sdu. LiON ik
% unempley
R ment rate
o
by 02
1982 03

N 1984 05

i 1989 0%

i5 1994 13

20 . 1999 16

30 2009 20
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It could be argued that these calculations are much too pessimistic (or, indeed,

that they are to optimistic). But even if one were to assume that the programs were
three times as effective in reducing unemployment as my set assumptions

asdume, the imgfct of such an expansion on the unemployment tate wou d still
ou, ‘

bé very amall t hout the 1980%s.” . .o .

A qua.liﬁcation.——?t should be stressed that the reductidh in the lifetime un-
employment of participants in-these programs s only a side effect of the major
impact of training programs. Théir primary henefit is the increase in future earn-

* ings of participants while on the job, which is in turn reflected by an inorease in

the average productivjty and GNP of the economy.

1. Conclusions - . . <

* For the reasons discussed above, I am not optimistic about, the’prospects for
our conventional empleyment and training programs having a significant imnpact
on the structure of unemployment, or on thejveral] unemployment rate consis’
with non-accelerating inflation. An acrosS-the-board doubling of budge:
resources for employment and training programs might lower the potential ove

unemp]oyment, rate in five years by two or three tenths of s percentage poit ,
the expansion of these programs were efficiently managed. But it is unrealis
to expect miracles, of these programs.

* Ther€ is un additional complication on the BBPizon that hus very serious n ..
phications concergling the question of the likely course of the structure of uneru-
plovment rates s#nd ‘For labor market policy in genersl. That is the dramatic spurs
of immigration of low-skilled,labor into the (7.S. from Mexigo and gther Latin
American countries. There # no gttestion but that this influx had Jowered the
relative earnings of luw-skilled wogkers in the 1.8, and it may bLe responsible for
much of the increase in the relative\unemployviment rates of minorities.

The degree to which the governin would be uble to lower the rate of illegal
nnmigration ity this country is apparently subjeet to question. Whether or not
we should €ry to limit immigration is a pdlitical question involving several diverse
cansiderations. However, there are enornjuus differences in the wage rafes for low-
skilled workers in the U.S. and the sgltree countries, and population pressutes
will continue to tncrease iu latiy America. Thus, the iinmigration we have
experienced thus far (perhaps 5 m('ili%on persons engaged in labor®marhket activity)
may be small conipased to the influx that will occur during the rest of this century.

If immigration of low-skilled persons dves occur on such' s large scale, It will
finprove tge labor market status of persons with relatively high skills and lower
the statws of those in the domestic population without adcquate training, and the
magnitudes of these changes could be very large. The role of labor niarket policy
in this circumatance, it seems to me, should be to mitigate the inpact of a deteri-
orating labor warket on those segments of the domestic populstion who have not
gained access to higher skilled jobs through the normal training system.

Put differently, the immigration factor suggests that we will be fortunate If
lubor inarket progrdins can keep thw level of structural unemployuient (and, mcre
inportantly, underemployment) froin gett;ing much worse in: the next decade.

Representative Mrrcueitr 1 have got to go back to square 1 1
zuess what [ really need is you.. definition of structural unemploymens,
from both of you gentlemon 1 have several working definitions, but I
raise the juestion because 1wy mind 1 don’t think the preseut
unem ployinent rat.. of 58 per.ent eflects uiructural uncapl/yment.
I think that is mwe cyclical unen ployfient than stiuctural, and in
order to get at chat | would itke tu gef your Jefimtion, first, of what
is structural un smploy meant

Mi Nichols, then Mr "Jol o

Mi NiwcHOL I spend ler pa; ) L TR Y
towoay L ean'c answer daat LTI
Represcutativs Brow « Wiate oo 0 0 o

Mr Nicnore OK Tlad ia;uml
\a 1 Bl\hl l l“iu‘l\ thet s b o e b e d ' ‘

to.s are alt hiuked i f«t',:(tllt.‘.. I oo ik L ls Jrusd I7) R '

iwhe orker and sa /7% You wie U ctacaly woendo el

Ym , [ «lu { c‘l il i:t |)u.-;.s“>lr in ‘nil xiplo ta FN xl:: l.‘lm lul)-«n .« . {
towgre chay thase at the top of lim ladder huve w structaraly - 3

st L the o at the bittom dolave :ﬂl'\s(;(.lll al preoloms
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I think it-is very difficult, however, to agree where to draw the line.
- Do I say someone unemployed 15. weeks or 14% weeks? There is °
-, surely*a lot a difference between an employee unemployed 14% weeks
“and one ugemployed 30 weeks and one uneniployed 2 weeks.

" Arbitrery classifications have to be mad% essentially arbitrary
decisions about what we will define as structural unemployment. That
makes it very difficult to come up with the uniform agreement on the
decisions .among the experts who analyze these data.

= The structural characteristics themselves are impossible to measure
.~ without error. We can talk about people, for example, without a high
school education. That is a labor force category that has a mmuch
higher unemployment rate than the other, but what. is mean!
high school education? It means very different thjngs for very diffe
*individuals.. Numbers of years of schooling mean different th
» directed toward different occ?ations.

'If I had to pick a working definition, I would go with the 15 wi
of unemptoyment. 1 think that is a useful way of getting at the pes
who are’severely unemployed. .

One thing wrong with that is“that it ignores lots of people v
pass in and out of tﬁe labor force; and dun’t look for work because t!
don’t think the jobs are there. What we call digcouraged workers

_in & seriwe exen worse off than the workers who are unemployed |,
weeks and are not satisfied, by definition. I have no single defipition
that I think would be appropriate, but if I had to pick one, I wodld go
with the 15 weeks. .

Representative Mircuerr. Mr. Jobuson.

Mr. Jouwnson. L don’t have any precise definition of structural
unemployment, but my view of structural unemployment is rather
more technical. It seems to me that unemployed persons are struc-
turally unemployed if they are in labor markets whose wage rates are
characterized by rigidity.

Thus, increases on the relevaut supply of persons in that labor
market will not increase the total employment u? persons in that liber
market. Increases in demand will increase the totsl employment of
persons in the labor market. :

Representative MrrcaeLL. Well, I guess I have to confess to sowe
discomfort. How in the world are we going to tackle the problem of
structural unemployment if we cannot define it?

Mr. Nichols, fa.m not at all sure that I would want to defive it
terms of number of weeks out of work. I am not attempting to den-
recate anything that either of you gentleman has said, but [ think
this is one of the major problems as to why the Congress aud the
administratioi’hae not acted in a .uore forthight fashion in tackling
structural unemploymeht. We simply dou’t know what it is and we
look to you to define it for us. Obviousl y. once it 1s defined, then we
have to 1dentify where it is und how long 1t tias been there and what we
ou§bb to be doing about it

everthelsss, despite my Ji.owdont with the Lok of Lot |

would like to raise one moe questiva awd chen 1 will y"mld to 1y
colleague.

There lb a shivol of (.huub'h( which sa, s that stacciual Jul}'lu) s L

prograws should depead upon some kind of tigger weci.anlsm, sach
8s a cortalu percentage of uneiaploy.nent as comparod to the national
avalage, uuf when that perceutage is reachied, 1t should tngger the
sturt of ume progr.ius. ,
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I am not at all sure I would agree with that, and I would like’to hear
your comments before I tell you I would not agree with it. >

Mr. Johnson and Mr. Nichols, do you favor a trigger mechanism
for implementing or kicking off programs that deal with unem-
ployment? L v -

Mr. JorNsoN. Not td deal with structural unemployment. Struc-
tural unemployment ‘almost by definition will linger through the best
parts of the business cycle as well as the worst. There is a very major

» additional; problem that, if you gear your structural efforts to the
aggregate unetnployment rate, when the unemployment rate goes up, a
fraction of the unemployed with good training and experience 1~
because they are cyclically.unemployed, and it is, I think, a misu,
funds to treat thoge people as stgucturally unemployed. - )

™~ Again, through a ecent,ra.lizeﬁu manpower system, the people
are served by CETA tend to be the ones that are educate&,’t at
better help tha cities da whatever services they want, so I, wi
fully agree with the motion that these programs not be trifgered.

Mr. Nrcuors. Well, I think the trigger mechanisia is more ap
priate for combating cycligal unemplo}yment,- because its over al
1s to reduce unemployment in times of recession. On the other ha
this Baily-Tobin framework lets us brefk the unemployment down i. 1)
two groups on practical grounds that gets around this question of
what stryctural unemploymeut is. .

It asks what can be done without uu 1murease in inflation, whish
plves us one answer as to how low unewployment can go. Then it
asks how much more can be done with other programs. I think the
practical answer that comes from that analysis would be of great use
to us. But what that number really is is the number of structurall
unemployed people we can actually put to work, given the over
cpmstraints on the problem. While that number may not include the
whole group, it is useful. To be able to know what we can de, I think,
i# extreguely useful. ° ! B

Representative Miroueii. 1 usked ale thgl you quiuaient on
wlrether or not the present unemjloymeut raie, whutever the national
average 13, reflects structural ynemployment. 1 indicated that I did
not think thét it does. T think it is primarily cyclical unewaployment
that we measure rather than st.u tural, by Lﬁe 58 or 62 percent
unemployment race, whatever 1t is. ,

Mr. Nicrors. Certainly the variaGon i .y ulical Vb wwonnih t
wonth or year-to year changes of this une.aployment .ate, Jho change
i3 due to cyclical unemployment, but the %act that it never gets to
zeco w.vans that i is picking up siruciurally uawempiv) od workers in
thetro. '

Roi.nua\u.u.lhu Mo Would you Laaand o st - oaw Lo bat
oteentage of the prosent aational voew ployme. .t rute 1 soru. tuial
ruther thaw ¢y clic j?

Mr. Niaorvons I woata s Y v A g aaay Gy b s polal Gl
p ~int .ud a halt of thav sverall L ute U rougn sut tsl | nogram |

Representativs Broww. What do you mewn by u potit to a prut
«  u half?

Mr Nicioo.s 1t . oo, mcnl date coiaan v al | PR
-« go I0 & nondi. dadon .y way, we couud prbably rodus it a fuoth e
poitit 10 o point and a halt with st uanu‘nj proglal is

Representative Brown What do you msuuﬁ.y |
Lo 881043 v 58 tobo4a?
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* . =M. Nicgoudi'T am iy ;& perobntagé pointisnd a half; <t
C L Haprsecaitvg Doy A polat ppd abalty o T
s . o MrJosnsoN.L woilldsay-shout wpoint of thé present 6:on average - - .
=, 18 in structural, and T'don’t really belive.that we:could call any part . -,
»» . of the present unemployment ratq eyeliealf-- . o ni T

"~ Reprdentstive Miroimr.. Noneof it? . .-

F
/

S o= M, Jmﬁom-ﬁt,‘-moso-.geroﬂ’p&sibly;a'ooutr'ininu'é ] ofn@t 5. We a.ra o
* - at'the pesk ok A Dubiness oyclor—: .~ . . - T
o .medémmwn t a peak t
¢ 7 on my reading and’experierce, even at a pegk you'can stil
. .- Gyclical m@lﬁo ment; butl kave teken up so much time, and Gon+ -~
.+ Bresspian Brown:has some questions. I would liketo come back to that. : -

vaith to pufedg that, because; based '
ift have °

vy .- ‘Representative Brgwn. Congressman Mitchell, you won't, find - . -
4 } -+ my questions different Yrom yours:in thisvegayd,.,. = . e 4
.17 Naw, I.suggested eaglg_ler on that you were here to help us. Maybe.  °
"% ‘We-are here to help.you, Leb’p& .y dine.of questioniag try to..

A help you, i I'gap. ~ Ty & i . .
--'Fha're.,ag'a i0se, as you' afid: Congreseman Mitchell' and T know,.
.. Who suggest that while &gercehtvunemﬁlomex}t_waq sonsidered.to be. -
w “full'employment back in1946, that it-now is 4:5;percent or 5 percent ..
—" .oreven higher-becatisé olithe social benefits that have Been built into - -
- " ourogiety sihc& 1946 that tend to sustamthose who'are unemployed:
X womgd try. to-give you a whole list of those, byt they obviously , -
. inchide "Bime things that -afe. currently . in- ‘the. ' headhhes—social. .
'+ = S@curity. benefits"for widaws'and their teehageyot:lgteig who may

-begqipg;bo'colﬁfege—bufuimoré particularly let’sjust limjt pur discussion: .
" tounemployment benefits arid stpplemental.uhemployment henefits. . .
-Now, T-think that suggests' something. to.ys;,-and{ would like {o."
. put it -into: this framework..I have.a major truck-manufacturing:
e ;gacxlity in my.district, and .from' time t6- time théir medels' change, .
+. -7 due to Fedgral regalations and this leads.to’a layoft of people, A Ibt: -
;- of those engines. have to-be redone, réengineered, a.ng so forth-~
.+ that isra little help from the Federal' Government* to create. un-
7. eloploynfent, <. e T R
. The peaple who work' on the line get théir unemployment benefits,
.. ‘their pup,;i emental uniemployment benefits, and for the fipst- few =,
-+« Woeks, at least, may decide to. take off for Florida to go fis if it
" is,in-the winter, or if it is in ithe summer they go back and help the.
old“mar.on the farm, and. in e:tché.né'ge for that kind of help. pick up’
~ 8 side of beef or something else that the farmer decides is & kind of
-+ compensation for that assistancép. But:thdy are still umemployed,. . -
*+ and the statistic is very easy to get because they are listed on the . .
"+ unemployment rolls because they are getting:unemployment benefits. /
. . Now,that il;y-_'m*unemplpyeﬁ. But atruétu'xjaugr unemployed? I°
+* think not. He has got s job. waiting for him as soon as that situation”

I the factory improves, whethef it 1s a marketing factor or something

&

., . that is caused by Uncle Sim. L R .
- °d»-Coz:fras'snian' Mitchell asked how aceurate is the’unemployment
© .data. .k

would suggest that it becomes miich less accurate when you
truﬁ‘g structurally .unemployed: That teenager 'at 18,
)

et into the ! er at
decision as to whether he becomes & street dude .

-+ " though, has got
or actually. goes. to the unemployment office and applies for a job.
He cannoj.apply for unetployment.compensation, and he probably
does not hav# enough con_f?dence and mayb? not enough knowledge -

3{:;,' 27 : Lo . '
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of the sysfem to go and apply. t6:3h6 -U.S. Employ§Pnt Servicdor the

" State Employment Service to""g;t & job, y@ A .
., Now, I would say that he i§ more unemployed, if you-will, than the
o fellow who is laid 'oéfrom the.truck plana'gnd..viecides to go down to this

@lace in Florida and go fishing for 3 weeks, ;" - -

v

So what I am getting at is this. Weuld“ydu assess for me the impact-
of unemployment benefits in .creating-unemployment but also in
slvmg us a regding of the structurally unemployed, somebodg who is

rawing unemployment benéfits ‘whao, I submit, may. not be quite
striucturally unemployed? Do you want to comment on that? -

‘Mr. Jounson. I would agree with that,"he may not be. That person
drawing unemployment benefits may be a member of the induced .
unemployed but the system of transfer payments has made it possible
for him or her to take a vacation or work somewhere else legally so to

speak. : -
I think-that that is one of the mafior reasons. .
.There are many papers, studies, of this problem, and there is a very

wide range of estimates, most of which are not terribly reliable, about

the impact of the changes in the transfér programs that have taken
" place in the last two decades gn the unemployment rate consistent
- with nondccelerating inflation. = - ' ' -

It may be very large. It may be that this factor, unemployment
compensation, is part of it. It may be one of the reasons why, at the
peak of the business cycle now, we have sueh a high unemployment
rate compared with what things were even 5 or 6 or 10 years ago.

S0, f‘la,.x"-ge part, I agree with you, but there we don’t know as much
abwt?Ms.@ we should in order to make definitive statements.

Representative Brown. Mr. Nichols.

. Mr. Nicnots. I would certainly agree that the worker in a temporary
layoff from. presumably a good job in the manufacturing sector does
not have the structurally unemployed problems. He is collecting his
unemployment insurance. However, the unemployment rate should
tell us how well the economy is providing empﬁ;yment opportunities

" for workers and since this worker is not being served, it is appro-
priate that he be counted. .

Presumably, if he has unemployment compensation, he is less a
social problem than the worker who goes down and applies for a public
service job and cannot qualify for unemployment compensation.
Clearly the second worker 1s much more df a social problem.

It is, of course, the Furpose of unemployment insurance to supple-
ment people’s income during temporary layoffs. We knew when adopt-
ing that law and when making the law, it’is going to take the heat off
the workers'and not ferce them to go out and search for jobs. It may be
a characteristic we don’t like, but I think we are aware of that when'
we lt;.l(lopl: such a system. The benefit of the system outweighs that
problem. . ) .

Representative Brown. I am not knocking the system; I am trying

- to determine what structural unemployment is, and maybe we
should call it socially unemployed, because I want to reéverse now the
situation. I cannot describe in detail but, let’s assume he dropped
out of achool at age 13, and he has been identified as a juvenile
deliquent; he has no training, he has an unemployed mother and

. father; he has no capacity to understand what unemployment is,

- and so forth. o
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54 That, it seems to me, is the kind of person that is not a very hot
ctommodity on the job market. - ' I

Now, let's %Q to the other end of the scale and. that is the impact-
of government on unemployment, such as the termination of Boeing’s
employment in the supersonic transport. There were. a lot of fine
engineers out there who were working on that SST who, all of a
sudden, inereased very radically tha“unemployment rate in Seattle.
- 'The %-uy has got his graduate degree*in engineering. He. may be in
, Beattle unemployed long.enough that he has run out of his un-

employment benefits and has to live off his savings and has to.take
* & loan on the house that he may havespaid the mortgage off bn. Is
he structurally unemployed? - _
 Mr. Nicaors. You 4mply he is less.a social problem -than the.
gerson with no knowledge of the world of work, and I certainly agree,
ut there is a structrual element to this person’s .unemployment in
1t_he fact that it is extremely difficult for him to* find work where he

ives. , .
~ Representative BRowN. And don’t miss the point that he has
exhausted his unemployment compensation now.

Mr. Nicuors. Yes; he is a problem. If nationwide there were a
surplus of this kind of engineer, I would say we would need some sort "~
of retraining, because here is a cf.li)able worker that the Nation
should not waste, and some way should be found to make use of him.

Representative Brown. Well, I merely raise these points to suggest
that there are two elements in structural unemployment, both of
which focus to one measure of structural unemployment. One is .
what I would call socially unemployed, that is, my street dude, or it
tnight even be that 40-year-old housewife-who is very goodat dishes,
diaHers, dusting—you know, the three big D’s—but l(%es not have any
skill that she can now peddle on the market to-get a good-job. She
is in the same situation to some extent as the street dude. '

That is social unemployment, it seems to me, but it seems to me
~ also that the guy at Boemng<who is the engineer, if the country has
decided that we are.not going to have a lot of jobs for en%ineers, and
if he is located in a place where that.job is not avyailable or the 'sl%l
he has, then he faces some degree of structural  unemployment.
. That person is also structurally unemployed. So would not the good
measure of structural unemployment be whether or not the unem-
ployed person now can qualily for unemployment benefits?

Isn't therefore, your 15-week determination perhaps a little too
arbitrary, and we should say the structurally unemployed are. those
who cannot qualify for the benefits? ) -

Mr. Nicuovs. That would be a good measure of unemployment as a
social problent certainly, which is one.of the purposes of -the rating.
It should also serve its purpose, I think, as a measure of the labor
market tightness for purposes of macro,policies. .

Representative BRown. I would only conclude with this t_hought_..
I'have overrun my time, too, Congressman Mitchell, but let me just ..
- say that is not. to suggest that we don't. give a hoot about the guy who
is on the 8th month of a 9-month availablity of uriemployment bene-
fits, because in another month he will be structurally unemployed, he
has run out of his benefits. It seems to me that the first priority of
attacking the problem of structural unemployment ought to be in the
area of those people who are not served by the systern—the system
of benefits to ald the unemployed.. o '

S
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Thank you, Congressman, Mitchell.\s\
Representative MircaeLL. Thank you. ' ,
‘Just one brief comment which Capgressman Brown’s comments

‘cause-me to make. Thére:are at leastrthree elements in structural
;unemployment, it seems to me. No. 1, what does the guy or gal have

to. offer in terms of meeting the requirements of the manpower
umiarket? What skills do they possess? T
No. 2, what are the requirements of the manpower market? ¢
-No. 3, it would seem to me, is whether or not any person, male or
female, has a finite unemployment level. :

I think, if we try to approach it in terms of those three variables,
we begin to move away from the 15-week period of unemployment.
Wa inove away from a whole lot of extraneous things to three rather
fundasnental things in attempting to define structurally unemployed.

ixth-grade education, a nonfarm situation, an urban crweller.
It may well be that that is an illustration of the first part of the first
variable. What are we looking for in the urban situation? Engineers?
Welders? Obviously that would be the second part.
- I merely throw that out to you becguse I just feel uncomfortable
in attempting to work with the Congress in addressing this problem

> unless we know how to-define it. .

Gentlemen, thank you very much. .
I have a number of other questions, and I am sure Congressman
Brown does, too. ['don’t know what time constraints you arg working
under. However, I would prefer that you stay, because there are many,
many more questions to be raiséd. | : '
. Thank you very much, gentlemen.
~ Representative BRowN. And some more to bgdirected, t55, maybe.
Representative MITcHELL. . Our next witness is Michael L. ‘Wachter,
rofessor of economics at the University of Pennsylvania, on the
aculty since 1969, and now serving as an adviser to the Minimum

Wage Study Commission, and.whe has had numerous consultant
)

kosxtions, including the Council of Economic Advisers, and the
National Bureau of Economic Research.

May I introduce ndw our fourth witness at the sameytime, and thex
can go right into their-testimony. .

The fourth witness i Mr. Charles C. Holt, director of the Bureau
of Business Research and professor of management from the Univer-

. sity of Téxas in Austin.

0N .
Gentlemen, welcome to both of you. We are delighted that you -
could join s, and we await your- testimony. You may either present
your entire prepared statements or extract {from them.

STATEMENT OF MICHAEL L. WACHTER, PROFESSOR OF ECONOMICS,
UNIVERSITY OF PENNSYLVANIA

Mr. WacHTER. Thank you for the opportunity to testify this
morning. _

What I would like to do is depart frolm my prepared statement to
deal with some of the questions you asked of the previous witnesses.
This will orient my comments in the directions of greatest interest to
the"committee.

Representative MircaeLL. That will be fine.
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that we havp approximately zero cyclic] unemployment curren
that is, that We have fully recovered from the 1974~75 recession. .
I think that implication has important/ policy implications and I
would argue mdeeg that one of the problems that we have had over
the last decade is too mucl emphasis on cyclical policies and too little

on structural policies. -~ .

I would argue that one of the reasons the in'ﬂ'ti.tion rate has increased

from 1 percent to 8 percent over the past 15 yéars is that we have
been overheating the econdmy- with. cyclical policies.

Much of : the current: CH rogram, for example, is a cyclical
policy and does not contain significant structural com onents,

b

I think ‘that the lssue of where the cyclical unemployment rate is.-

should be viewed as a nonpolitical question. It is very, possible to

argue that the full employment, unemploymeént rate is 6 percent and .

then to argue, as a starting point, that we need to spend more money

on these structural rfeasures. What it calls for, t en, is a drastic

shift in policy aimed &t solving the manpower problems fromia struc-
' Sy

tural perspective. D
-If you look at the E%&ms adopted over the last decade, which

ro e unemployment rate differential between whites and minor-
ities. This lagit)of asuccess is related to the use of overexpansionary
monetary, and fiScal policies. I believe that the answer to the problems
of high unemployment and large racial unemployment differentials

involves moving away from direct job creation and toward manpower .

training targeted at advantaged workers. _

I am -also less concerned' about increasing unemployment b
encouraging those who M#Xut of the labor force to seek work.,I't.hinK
that there are many Individuals out of the labor force, who want to
work but don’t have adequate skills. We should be very pleased if they
would #ake on the training programs that the Government should
provide for these workers. - - L

That is, we are too concerned about the appearance of a high
measured unemployment rates because it leads to inappropriate,

- inflationary, overexpsnsionary monetary and fiscal remedies, Because
* of this we leave many out of the labor forcé who really should be

brou%ht into training: programs and from training ‘programs either
into full-time or part-time jobs, _ e
. Let me move on,.then to my prepared st tement.” Urerployment
: ‘ ' § to.low-wage indi-
viduals. The main’shift that is oécurring in the profession. iny dealins
with cyclical inemployment is to redefine-that term sp_that it
some meaning in terms of the inflation rate. .~ v s men
More specifically, what ‘is needed is & measure of unenfplo BENE
which controls for acts of God and acts of OPEC, which I don¥-pht?
on _the same level. S ST T
" Representative BRowN. The same impact. ‘
Mr. Wacater. We want to abstract from those two forces: We want.
to measure the level of unemployment that we can reach -without

accelerating inflation. . . .

The evidence that both my liberal and cohservative colleagues have
gathered, as well as my own Work over the last 5 years, indicates that
that rate is currently m the area of 5.5 to 6.2 percent. '

n nature, we have not succeeddd-in-nar--

Mr. Wacsizes, Let me suggest that ng'ownmsemh does imgly t
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. I think there is a fair amount of uncertainty as to what that rate is

. which is unfortunate, but I have not seen anyone who has resanched

this problem who has'been able to make a strong case for a rate below

5.5 percent today. . .

o t is, anything below 5.5 percent.todsy, using purely cyclical
policies, would mean accelerating inflation. - : '

This is & different definition of cyclical and structural unemploy-
ment than the traditional notion because of the important caveat that
there is a second goal of nonaccelerating inflation. That is, oar measure
;;:ﬂ the full-employment rate is now compatible with nonaccelerating

ation. : ST

When we reach that levgl of unemployment, approximately 6 per-

" cent, however, it is not 4 signal to stop spending money on manpower
programs. Rather, what is.needed is a poligy shift of moneys from
- cyclical progr Into programs to train disadvantaged workers. The
best policy, for 'the 1970’s, however, is.one which stresses structural
remedies throughout™the cycle. In general, these policies should not
be funded on a:cyclical basis because the problem is acyclical. In.
this context, the planned reductions in*the CETA program are ill
timed. Current attempts to strengthen the structural components of
-CETA-should- continue without-budgetary-cutbacks." T
- I think much of the structural unemgl&ﬁ:nt that we have today
is in some ways not & problem so much of*¥ employment as it is of
low wiges. This gets back tq the notion that-we are living in a welfare
- society. This is related to éon essman Brown’s comment on unem-
ployment compensation, but I would exterdd that to food stamps,
public assistance, and so on. My own view is that a wealthy society such
as ours.can well afford current welfare levels and indeed they should
be indexed to keep them unchanged in real terms. ‘ '

In this context, it is useful to define a term which I call the cost of

being unemployed. It is essentially the difference between the msrket
~ wage someohe cah earn by working (more or less full time) and the
. transfer wage that person can get from the Government by not
- working. Individuals who choose not to work and to draw the transfer
payments, and who could work; are not living at a high level; and they
are not high spenders; they are not in the middle class. Rather, they
are in a disadvantaged category. They are a social problem whether
they are out of the labor force, unemployed, or even worldng part
time. The problem, however, is largelff caused by low wages and in-
adequate skills, Unemployment is only.a sympiom of the problem.

e teason they spend so much of their time being unemployed is

"-?&_’I’fot a lack of jobs but rather because their' wages are so low that the

#%:710bs that are available are not attractive. . .

¢ There are many, many jobs available today at 6 percent unemploy-
mint, and a lot of these jobs are not attractive jobs and are not geing
taken. .

What I am suggesting is that the answer to the problem of unem-
ployment is to deal with it as a wage problem and not as an unem-
plo&ment problem.

e have to increase the.cost of unemployment. The way to increase
the cost of being unemployed is to increase the skill levels of workers,
so that they can earn a higher wage. ) n .

That is, we have to move away from direct job creation which is

“the heart of the CETA program, and move towarc? manpower training,
. : .y~ .

. .
. - ’
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emplo¥'n_mnh tax credits, u;'é,‘so'forgh, which will provide an environ- _
ment for workers to gain the training which will lead ‘to the higher
wages which - will lms‘e.it. prohibitively expensive for them to - be
unemployed: . - : B . : ‘ .

That 15, they won’t be able to-afford to be poor ang more. The
solation is in Increasing the skill of workers, not*in increasing the -
number of government, public service jobs.- - T T
., 1 am very disturbed by the implications that are sometimes drawn -
from the Baily-Tobin analglms I\'gg comments, however, are not
addressed by my colleague, Mr. Nichgls, because he ‘was not drawing
_these implications, ~ - e :

What 1s often forgotten in the 'BaﬂKgTobin analysis is the fact that
when you'target CETA programs, that do not provide training but
simply provide jobs, to decrease the unemployment of some groups, ..

his implies an Increase in the unemployment of other groups. Tgxe

Humphrey-Hawdkins l?/pe of legislation ignores this issue but it is.
clear from the tjpe of analysis of Baily and Tobin as well as athers
who have rigorously studiggh targeted programs. If you utilize targeted
programs, and maintain a posture that these must be compatible with
nonaccelergting inflation, then to increase the employment of dis-

- advantaged workers means a decrease in the.employment. of unionized - - -

workers, workers in manufacturing, in mi and construction. *

Now, there is not & 1-for-1.tradeoff, and this is why you could lower
the -aggregate .unemployment rate. Because the structurally unem-
plo :E are at lower wages-and a lower skills level, you can hire three .
or four of them and just displace,one very skilled worker and, in &
sense, the tightness o} the labor market will remain unchanged. The
evidence that I have is that the tradeoff is approximately 4 to-1.
Targeted programs, without the training component, provide approxi-
mately four new jobs to disadvantaged ‘workers at the cost of one
skilled worker’s 'o{). . J :

Some may wed say that those programs are desirable and they want- .
to go in that dirgction to have a more even distribution of unemploy-
ment. But I would suggest that there is/an ®lternative approach-
which does not require the increased unemgloymen ~{ agy particular
group. . - . , S
° Tﬁese kinds of programs stress manpower training. The crucial issue,

" to me, comes down to the following question that.I would suggest as a

policy matter.. = - . . : .-
The CETA program, at its best, provides fundi.ni. for -1 year, for
semeone who is 20 {ears old, who dropped out of hig

school when he
or she was 16, and has been kicking around the labor market more or

less unsuccessfully for the last 4 yeary? What is to-bé gained by pro-

.viding a job with nd training, for 1 year, n 1977-78 when the labor

markets were fairly tight? Unfortunately, even this picture js opti-
mistic. The average length of time these people do spend in the pro-
gram is less than 1 year. I think we have to recognize that the problems
are much more seriois than implied by viewirtg it as a cyclical policy
or & struictural problem that will disappear in 1 year. :
It is my view that the full -employment-unemployment rate which
is compatible with nonaccelerating inflation, provides a framework
in which the problems of disadvantaged.youth are more serious than
would appear in a Keynesian world where ‘'unemployment can be
permanently reduced by providing public service jobs. With these
43-177—79—3 o~ ’ '
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latter polic'@(i?x effect, we have”been overh eating the economy,

-achieving higher ififlation rates, but have made no progress in improv-

ing the position of this group. : : ‘
* I view the current A program as somewhat of a step in the right
direction in that. it is beginning to target funds more toward dis-
advantaged workers than they were doing before. : R
Unfortunately, the CETA program today still suffers from a lack:
of clarity on goals; it does not téke a stand!on whether full employ-

.ment is compatibfe with nonaccelerating inflation. In addition, 1t
‘contains three goals that compete for funds: countercyclical job crea-

tion; help te hard-pressed cities, and help to disadvantaged workers.

These three vct_')_mponentsg-thé CETA program should be split apart .

into separate programs. ~ o
The first, countercyclical job creation, should be dropped entirely

- because it has probably been counterproductive, If you look at the

history of direct job creation over the last decade, you will find that
it tends to be contracyclical; that is, it reinforces the cycle,
At the time CETA was creating jobs, the economy was well into the
recovery; and once again in 1978, the economy is slowing assCETA is
£

_cutting back on jobs.

\

-~ T-am mot going to comment-on the issue of the cities.because that is
well beyond tige scope of this hearing.

Theé third of the CETA goals is manpower training. Most of the
funds should be moved from job creation to training programs.

I think that although our record with training programs is mixed,
that does not mean that we should give up on them. In fact, we have

- not tried very hard so we should not be so depressed to begin with,

Most so-called training programs have provided little training.
Second, we have learned some things from these programs in the

past and we can benefit from those experiences. For example, most of

the training should be done in the private sector and not in the public

sector. k

From speskinig with business executives, it is clear that a number *

would be interested in providing manpower training. This would be
performed by a special unit of¢the firm and for a profit. Manpower
problems are too serious to be\lelt to the social -tonsciousness of in-
dividual groups. . T : _
If you are trying to create tdhnsferrable jobs for private-sector
work, who is better to do the training than the private sector? 3

I think that by and large the CETA effort should be shifted drama- °

tically toward providing incentives for training in the private sector.

Second,"I think the new jobs tax credit that was passed last year
was by and large successful. The current program, hopefully, will
also be successful. The tendency to change programs every year makes
it almost impossible to evaluate them thoroughly, but I {Kink that tax
incentives to employ disadvantaged workers seems to have promise.

So, I think that we do have a menu of choices, but it is a menu which

excludes many of the popular programs of the past decade. If we -

choose policies from this new set, 1 believe that the economy could,

over time, reduce substantially the unemployment rate compatible

with nonaccelerating inflation.
Thank you. '

-
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s - Ropresentative MircaeLs. Thank you. That is provocative. Cer-

nly, you have said some thinigs that I think I would take serious
isene with, and I hope 1 will get the opﬂ'ortunity to do so.- ‘
[The prepared statement of Mr. Wachter follows:] :

S PREPARED S"m'rzuim"or MicuagL L. Wacaren _
Unemployment quicieq To Rdd;lCG Inflation '

This Eaper analyzes three asi)e'ct.s of the unemployment problem. The first is

cal character of unemployment. Is cyclical uneniployment an important
part of today’s problem? The second is the level of the sustainable unemployment
rate: Why has tﬁat rate increased from about 4 percent in 1954 to over 5.5 percent
today? The third has to do with polioy options: What arg the ises and misuses
of monetary and fiscal policies in the current economic environment? What types
of structural .supply aiga policies would reduce the upemployment rate without
creating ;‘npﬁartf’ pressure on the inflation rate? .

I. CYCLICAL UNEMPLOYMENT

As I have argued eledwhém, the carrent unemployment rate and level of GNP
indicate that the United States has fully recovered from the 1874-75 recession.
The high level of unemployment which persists in our €conomy is approximately

equal to that unemployment rate which can'be maintained without accelerating.
- inflation—(forease-of “expoaition, I hereaftér refer to that rate as the equilibrium

mx_employmént rate or U#). .
A. A description of the equilibrium unemployment

- The equilibrium rate of unemployment, which I estimate to be between 5.5

and 6.0 percent, is the lowest unemployment rate that monetary aid fiscal policy

can achieye without rekindling inflation. At that level, the pgol of job seekers js-

heavily unbalaneed towards unskilled workers. The unemplovment rate of skilled
workers (broadly defined) is commensurate with our riotion of frictional unem-
loyment. Therefore, any overall expansion of labor market demand is inflationary
ecause it increases the demand for skilled workers and capital and these inputs
are not available at current money wage and price levels. . o

B. Uncertainty in° measuring the equilibrium unemplgyment rate. ‘
One of the major problems in the anti-ifflationMattle is that the appropriate
unegibloyment rate target for stabilization policy unknown.' How far can the
monetary and fiscal authorities Ynsh down the unemployment rate without causing
accelerating inflation? In the 960's -it was argued that uncertainty about the
length of the hﬁed response of economic activity to aggre¥ate demand_policies
was the key problem in fipe tuning’the economy. That proplem still exists, but I
would e that it is small compared with thé issues raised by the uncertainty

- over the level of the sustainable unemployment rate. My equilibrium unemploy-

ment rate of 5.5 percent is a point estimate with a large standard deviation. The
unemployment constraint could easily be over 6 percent.

igure 1 presents 'two estimates of U*. The first denoted U*,, attempts to
capture the demographic shifts in the labor market; that is, the coming of labor
force age of the baby boom cohort and the associated increases in- female par-
ticipatiop rates. The U?* construct also attempts to measure the it.l:&a“ of the
, that rate

increased from 4.0 percent in the mid-1950’s to 5.5 percent today. -
A problem with U*, as a measure of full-employment is that it only takes

account of changing lhbor market factors. Numerous-other variables, including -.

such divelse elements as the slowdown in the trend rate of growth of productivity
and changes in the terms of trade, could also affect the equilibrium unemployment

. ~ .
. An alternative method of calculating U* is simply to analyze the inflation data
over the postwar business cycles, to find the unemployment rates (in dath period)
which correspond to stable inflation rates. Statisticaily, this can be done by in-
vefting a-wage or price equation and setting the 1ate of wage or price change equal
to zero. The U* seriés which results fro using this technique is denoted U*, an4 is
shown in figure ‘5. The U#, serjes is i%jher than U#*, throughout the past two
decades. For the fourth quarter of 1967, U*, is equal to 6.3 percent.
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Another indication that U* may be above 5.5 percent is the shifting relationship
between capacity atilization and the unemployment, rate. It appears that for any
. given unemplo ent rate-today, capacity utilization is much higher than it was
in the 1960°s. ereas the availability of labor was the constraining factor in
the 1960’5, the avhilability of capital is the constraining factor tdday. tion in
ther Wharton model tends to accelerate when capacity utilization is around 93
percent. In the current Wharton forecast, capacity utilization i 1979 will be just .
above 93 percent and unemployment will be approximately 6.2 percent. t
is, we will reach the inflation peint on_the capacity utilization rate when the .
unemployment rate is still 6.2 percent. I am not claiming that €.2 percent is the
ney eqlilibrium rate of unemployment. But the capacitby -numbers are a source
concern and they cause me to wonder whether the 5.5 percernt figure that re-
sults from the demographic adjustment may be too optimistic. R
- C. Implications ' . . )
& . The government’s own unemployment rate target is below the 5.5 percent
figure. In the late 1960’s the govetnment taiget was 4 percynt arid U*, was ap-
" proximately 4.9 percent. By the mid-1970’s, when the ernment . target was
ifted to 4.9 percent, U* had increased to 5.5 percent. This can help, explain the
increase in the inflation rate, from an. average of 1.5 percent in the early 1960’s to
approximstely 8 percent to . o - i RN T
. e “full-employment”’ budget surplus is seriously overstated by ¢alculating
.*.J . that figure on the basis of 84 or even § percent equilibrium or.full-employment,

restrictive than actually js the case. For example, using a 4.9 percent fuli-employ-
ment rate, the Congressional Budget Office calculates a full-employment surplus
of — 0.3 billion in1977, —11.2 billion in 1978, and +-1.5 billion in 1979. Replacing
a 4.9 percent with 5.5 percent target would change the projected fu]l_-'empl%'vment
- surplus to a significant deficit for 1979 and would increase the size of the deficits

for 1977-78. ey
A cemmitment to fighting inflation suggests that the government avoid using
monetary and fiscal policy to push the -_unem‘ployn‘xent rate below 6 t. Given

- the uncertainty over the specific level of U¥, policy makers must choose between
taking the risks of overheating the economy vs. operating with additional slatk.

A policy to reduce the inflation rate -implies shifting the unemployment rate

- target-toward the«high end of the U* range. Such a policy, however, does not
require a recession. Slow real GNP growth of approximately 2.5 percent would
raise the unemployment rate to the new target. Thereafter, real GNP growth of

Y
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approximately 2.5 to 3.0 could be resumed. A policy of slowly reducing the full-
employment budget lus should. reduce the inflation rate without n recession
and reduce the high eyelical unemployment rates that accompany a recession.

. The @ pertent unemployment mfe’ target, however, is only the target for mone-
tary an policies. The oal-shoufd be to achieve a lower unemploymnent
rate snd a faster GNP growth ratd by adoptidg structural measures aimed at
improving the supply side of the labor and capital markets. Tgese policies dis-
cussed below, would shift thg/édera.l tax and expenditure policief to favor invest-
meént in human and physical capital rather- than direct job creation and
consumption. One important example of this approach would be a“major redi-
rection of funds from “public service jobs to magpower training in the private
sector. . " , '

1. STRUCTURAL UNEMPLOYMENT ,

A. ‘The characteristics of the unemployed pool, at full employment .
The characteristics of the unemployment pool are illustrated in Table 1 through
3. The data are for the four quarters encring with 1973:3, a Feniod when tﬁe
econbmy was close to, but slightly above, its equilibrium level of unem lovment.
The current unemployment rates for the 14 age-sex groups used by the Bureau
of Labor Statistics are shown in Table 1. Those rates illustrate that both the
actual and equilibrium unemployment rates are highest for the young wo1kers.
Indeed, approximately 50 percent of the total unemployment is accounted for
"by workers in the 16 to 24 age groups. Table 2 shows the tendency for unemploy-
ment rates to be highest among lower skilled workers. Specifically, it shows the
mismatch between the emploﬁgent and unemployment pools when the economy
is at full-employment. Three of the lowest skil ed occupational categoties, service
" workers, nonfarm laborers, a operatives account for 50 percent of the unem-
ployment. On the other hand” these three categories includé only 30 percent of
the employment pool: Table 3 indicates that layoffs, the cause of unemploynient
- typically associated with recessions and inadequate demand, composed only 11.5
percent of the unemployment pool. Unemployment spells, initiated by voluntary
actions of the workers (quits, reentrants and new entrants) accounted for almosg

60 percent of the total unemployment: . . ‘

~
_TABLE 1.—ACTUAL ANO*EQUILIBRIUM UNEMPLOYMENT RATES BY AGE ANO SEX

-

s, v - Average . _ Equilibrium or
1977.4-1978:3 ( * rate, 1977

15.6 15.2
9.3 7.9
4.5 3.6
2.9 2.5
2.8 2.5
3.0 2.8
4.7 36
17.3 16.6
10.5 8.9
1.0y 6.2
- b
. - 3.
to3s M
- a2 15
PR -’ »
Totad 16 plus._.___. -0 " 6.2 Y
TABLE 2.—OCCUPATIONAL EMPLOYMENT AND UNEMPLOYMEMT POOLS, 1977:4-1978:3
o - C Percent , Percent
Occupation AN unemployed ployed
Protessional technical ._._.._........_. reeans 1.2 15.1
Man/administrative. ___._._.. ... 4.2 . 10.7
L1 2 5.0 ' 6.3
Clevical . _ .. __ ... T_. ... ... LI 17.0 17.9
Cratt/kindred._...... .._._.... .. . Il 11.5 13.1
Operatives . .. . 18.4 11.5
Transpo i 3.7 2.8
Nonfarm labBYers_ _. 10.8 5.0
Service workers_ . ___._.____...... 20.0 13.6
Farmwrken____5___.._._...._, .................................................. 2.2 +23.0
Total .l e e 100.0, 100.0
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“To summarise, when the economy is close to its equilibrium lével of 5.5 to 6
‘percent; the unemployment pool has a number of important characteristics. The
: great bulk of the unemployed are yoyng workers 16 to 24 and workers with low
: 8kdll levels. In addition, these workers are unemployed largely because of actions
‘that they have initiated. Only a small minority of workers are on lay-off status

“Which is'the type of unemployment normally associated with cyclical fluctuations.

_ -».Moreover, there are few prime-age skilled warkers in the unemployment pool.

4B. The nature of the structural unemployment problem

*_ ‘Theé evidence sug that several factors have been t()ﬁeratin'g' since the early
ent. )

1960? to h’m e e gilibrium rate of unem[io

cular importance

is the demographic towards younger and e woriers. Young workers

“both male and female, have “incredsing as a percen of ‘the labor force .

T e A divect "conseq_ﬁén—éé"qrt_h' ” baby boom of the 1950°s, For young male

., wotkers, labor force participation rates have imcreased somewhat, 50 that the

_ ¢ increase in their relative population size translates diréctly into an increase in

their yelative i)ercentnge in the labor force. For young female groups, includin
8

.

T ‘ . . T [ L cop e
5 "7 By 1967, the taflux of yound workers threstened the emploggment, ind felative
Congress

females aged
the population growth into & dramatic increase in labor force growth.

through 34, rapidly increasing participation rates have swell
Whereas®

workers age 16 to 24 formed 16.7 percent of the:labor force in 1960; they now

constitute 25 percent. I estimate that of the increase in the equilibrium

unems-

ployment rate over the past two decades, a full percentage point. is due simply

ging composition of the labor force. - )

A lary increase in the flow of young workers into a competitive’ labor markp.i

meed not creste a structural unemployment problem. Due to-the com

itional

shift, U* might have increased to 5 percent, but it need not-have gone above that
devel. But do labor markets, especially, at the bottom rung of the skill ladder,
Ahave instifutional features which encourage unemployment? Of potential im-

g rtance are the minimum 'wage, public assistance, and other transfer programs -

or the poor. These prograins have changed dramatically since the 1960’s.

This country, for example, virtually did not have an operational minimum wage

policy between 1947 and 1,!567. Minimum wages were set at a constant ratio to

-wages paid elsewhere in the economy. The major industries which hired numerous

workers at Jow ~wa%es could, obtain an exemption from the 'minimum wage laws
o

. .:lVﬂN'BUing before '

ngress that if they were forced to pay the minimum, sig-

cant.nnemployment would result. The resu)t was a policy that exempted most
. of }hostg workgrsy;x:@ ‘ipdustlfies-who might hlg‘e.beeq aﬂ'epted by the minimum

wage status of the older workers in the low paying:.secondary-markets.

zesponded by extending minimum wage coverage to those labor markets. The

minimum wage coverage in 1967 jumped from 39.9 percent to 53.4 percent of -

-eivilian e?‘g]mem, ang . that jump largely extended coverage to low-wage

- workers.

ere had bBeen some minor increases in coverage before 1967, but

lncreasinﬁlthe cove'm%f rdte has an impact only when it affects the workers who

are actu earning the minimum wage. Throughout the postwar geriod,

by far

the most significant change in the minimum wage coverage was tHe increase in
1967 - : #

At the same time, Congress increased welfare payments. In the 1960’s,

Aidto

Families with Dependent Children {AFDC) payments grew relative to the market

wage. The biggest rise in welfare payments, was “in-kind’] transfers such
dstamp ’

as the

As a consequence of the baby boom and the changes in government labor
market programs, a pattern of high frequency-low duration bouts of structural
unemployment has become the norm. The low-skilled worker is unemployed
frequently, but for short periods. For example, over the g‘sasi year, the hvera

¢l

duration of unemployment was slightly over two mont!
Jhalf the Unemploygd wyv?re out of work for less than five V{eeks.-

‘bug approximately

D et e U
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For policy purposes it is usefyl to divide, the poncﬁ'lclloal qnempl_(:ivment pool
into two. groups; those who come from families with high income and those who
come from families with low income. The former inclydes teenagers whose parents
have relatively high income levels, married individuals who have spoused in the
labor market and some seasonally employed workers (for example, high’skilled
construction workers with high family.intome). For, policy pu.r&)ses, the concern
centers on the second group; the:structurally unemployed whothave low famiily
income. In these cases low wages, frequent bouts of unemployment, or both,

4

In the current pdttéi’n of structural unemployment, there are two main reasdéns
for *being unemployed. First, if workers’ potential earnings, based on their skill,
are below the minimum wage,.they may have difficulty finding stable emplogr—

e

, -yment, The minimum wage law reduces the dqmsnd for low-wage workers in t|

‘covered sector. . .
Second, because of the iEcrease in the level of transfer payments, some low-

skilled lpeople may not want to work full-time. It is sometimes argued that these
unemployed are malingering and that the work ethic should be strong enough to
force them te work aﬁ the time. For the most part, low-wage workers do not
have opportunities to work at enriching, pleasurable, creative jobs. They might
want 10 work part of the time in ofder to remain eligible for public assistance or
unemployment compensation, and to retain their skills. But to work all of the
time, when society is willing to provide the present level of support, is not “rational’’
in the economic sense of the term. - )

Furthermore, many of the structurally unemployed will “outgrow” their
unemploymént problems. The low work attachment of this group is often associ-
ated with the fact that'they are teenagers, who do not have family responsibilities,
.or females that are héads of households who have too much family responsibility.
Both groups will alter their working behavior as they 'atﬁ; . ’

What is. the underlying model of unemployment t yields these results?
First, it is not a sea.rclylrl model in the strict sense. Very little unemployment in
.our society is caused by people who do not know the current wage and prices or
“the location of the job opportunities. It is not inadequate searching that causes
Feople to be unemployed. The problem is rather that peo[:le who are eligible

or welfare and unemployment insurance decide not to wor , knowing full ‘well
their wage and job opportunities. Since they are willing to work part of the time,
they would rather wait in-line for a relatively attractive job. If they are going to
work, they will only do so at a wage that makes work more worthwhile than
collecting unemployment ingurance or pubbe assistance.

s As mentioned above, the unemployment problem must be analyzed in terms
of the worker's life cycle.. Young workers grow up, older workers age, and as all
get older their situations change.- Young workers; especially, change their outlook
on life, their skills, and their family- needs from one vear to the next. The govern-’
nent programs available to them also chanFe from vear#o year. The unemploy-
ment model is not a static one where people look at fixed wages and opportunities,"
but rather-a dynamic, demographic one where people age and change. In this
model pepple are structurally unemployed because of low wages, not because of
a lack of jobs or information. . :

SN HI. IMPLICATIONS FOR POLICY -

Wé need 1jo rteorient ous thinking about struetural unemployment. “If un<
employment were merely due to a lack of jobs, then the current popular panacea
of public service employment would help.” But if it is a question of skill and 1gw
wages, different policies are needed. ’ i

I believe that the government can improve the structure of the labor market
80 as to reduce the equilibrium unemployment rate. Although the demographic
trends will finally be working in a favorable direction, many problems will remain. .
An important percentage 'o% the oversized undertrained, baby boom cohort will
remain in the 16 to 24 age group through the early 1980's. In addition, over the

' .next decade the percentage of disadvantaged, minority workers in the 16 to 24

ificantly. For this next cohort of young workers, it

age Froups will grow si
- should become incre::.sing?;vl clear that the underlying problem is not a lack of-jobs.

Relatively high unemployrent rates will remain as a sympton of the real prob-

_lem—low wages.

The labor market golicies stressed by Congress and tHe Administration, how- *

ever, are thase geared to problems of aggregate demand. There is little attempt

to attack the structural problems. Aggregate demand policies have successful y

dealt with the cyelical unemployment from the 1974-75 recession, but there
-

.
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has been no den}, in f.hjﬁ_.nohcy'clicd iz,bmpbn_ent of uhemployment—that is, the. -
ng 6 percent. - . .- - T S

A. Public bervice employrt: Jobe withous training.

Altheugh there -is: considerable’ discussion sbout manpower training, little

- training i8|beihg fundéd by gaverninent programs, Mast government . monies are

used for phiblic service employment arid work experience programs. These pro-
grams, however, are not training oriented; they are meant to-increase the number
of jobs available and lower oyclical unemployment, but they do little to increase
the skill of job holders. Whereas direot job creation programs (PSE and work

-experience) are demand oriented, manpower training is supply oriented since it is
_structured to-increase the skill level of workers. '

The Comprehensive Employment and Training Act (CETA) program is the

ggvemment. s major current-initiative in' the labor market. The trend in policy

tween ‘demand and supply oriented
The percentage of dollars on training,

rograms is shown in Tables 4 and 5.

ative to direct job creation, has declined

from 25.6 percént in 1975 to 17.0 Fercent in 1978. Over this same. period, the
number of PSE job slots has grown from 111,262 to 725,200. Several observations
can be drawn from these numbers. Not only do training or supply oriented pro-
grams receive a small percentage of the government's labor market funding,
but also the trend in percentage terms is strongly in the direction of demand
stimulus through increased direct job creatiop. . .

TABLE 4—CETA PROGRAM.EXPENDITURES, BY ACTIVITY, FISCAL YEAR 1975-78
. [in mililons of dollars and percent distribytion] '

RTINS 96 wr - 1978 1979

Program activity  Dollars Percent Dollars Percent Dollars Percent Doltars Percent Dollars Percent .

Tisining......... 752 256 1,133 217 1,356 221 LG&1 17.0 21381  18.2
0T 18 39 22 52 392 57 3989. 41 46553 [ 58
Classroom:...... 64 208 ° 86 165 9%.4 164 1,292 129 1,458 124
Work experiencé__ 1,355 44.4 1,491 285 1,494.8  25.3 2,023.2  20.9 43,097.3  26.4
Public  service ' .o ) . 4 .

cemployment._. 900 2.5 -2,425  46.4 2,938.2 49.7 5832 60.0 62620 53.4
Gther...._......... S W S £ 33 T4 2.9 42017 21 2397 2.0
Total. o ee-.-... 3054 1000 527 1000 5909.0 100.0 9,6%6.2 100.0 11,7221 100.0

1 Fiscal ysar 1975includes Manpower Development and Training Act and Economic Opportunily Act under CETA sec. 3A,
3 Administration estimate. X ) ' ’ A '
3 On-the-job training.. R

¢ Includes private soctor initiative,
3 Includes youth punifnms. K

$ Includes g.ooo. disabled vetefans cutreach program. .
Source: ""CETA Reauthorization Issues,”’ Congressional Budget Office, August 1978,

TABLE 5.—PUBLIC SERVICE EMPLOYMENT EXPENDITURES ANO JOB SLOTS, FISCAL YEARS 1975-78
{In millions of doftars]

P}

1975 ' -1976 1 1197_8 11979
ExpeNditures : .
CETA title 1! 503 Q4 @) (2 ¥
CETA title VI 246 2,179.6 2,738.4 5, 580.5 6,035.5
Otherd ... iveeccccnacan 4151 245.0 199.8 222.7 226.5
.
Total. . e ceiieecaiaaaacs 900 2,425.0 2,938.2 5,803.2 6, 262. 0
Job $1088samnns o eeeliacneeeaacnacaes 111, 262 290, 300 348, 100 680, 900 725, 200
'ﬁgmf?d'dw ire combined do' I I i;i
3 Titles 11 and Vi were combined under.an emergency supplemental appropriation,
3 Includes WIN, title 1, and titie 111 publk service i)?s. PP * appIop
4 Includes $53,000,000 of Emergency Employment Act, ‘-
. Source: “CETA Reauthorization issues,” Congressional Budget Office, August 1978,
» . ks .~
Ve
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" This increase In the-number of PSE slote lias been in the context'of  stroigly

growing economy that, by 1977-78B, was approaching. the equilibfium unemploy-
ment rate. A 13.5 percent jump in PSE slots between 1976 and 1978 need not

- neceasarily be viewed as strongly contracyclical (rather than countereyclical). The

overall CETA program has a number of objectives, some of them tonflicting.
The goalg include improving ' market: skills of disadvantaged, unemployed
workers,-coun lical job ereation; and relief for the hard pressed cities of the

. horthern states: Thus, any discussion of public service employment must take intt

consideration that manly of the public service slote simply go to maintain regular
local government empléyment. For the hard-pressed northern cities, this job-
oriented revenue sharing-has helped to maintdin public services. This aspect of.
l(;"J‘ll".ITA, however, has little relationship to the goal of reducing structural unem-
oyment. L o e : ~
le variety of goals of the CETA program 'are an important weakness. For
example, the CETA effort to help the distressed cities was not targeted with great
accursoy and was probably contracyclical in its timing. The new directions in the
proposed 1979 pacgage also have pevere limitations. lir the coit.2t of a g
economy, a drastic reduction of PSE slots may again-be continityclical. I
for maximum cyclical effect, this program should have been inctv:2sed in 1¢
and then cut back in 1977-78. Moreover, the attempt to targed, the jobs
carefully towards disadvantaged workers runs into the problem that mos
services are provided by relatively skilled personnel. In general the public

_ I8 not the industry that is amenable to hiring lower skilled workers.

Duwe to these conflicts, CETA should be divided into three distinet progrs
one to help the cities in the northern tier that are in financial distress, a s
to provide countercytlical‘demand stimdlus, and a third to encourage en
ment and training for disadvantaged low skilled workers. Coiunbining these
problems is almost guaranteed to produce inefficiency aud a lack of succ
meeting any of the objectives. Coe .
In gcneral, if the government is to reduce the equilibrium uncipluyinen!
it should-disentangle the thrgs components. Since my assignment is only to di
methods of reducing equilibtinm unemployment, I shall not address the poi
remedies for the other two probleins. l\gv major puint in this discussion is to .
light the need for a separate structural labor market program. Such a proj * i1
should bé funded in an agyclical manner and should. be indepentient of pul i:
sector employment. ‘
. A program to reduce the equihlrium unemployment rate imust be geared to
increasing phe miarket skills of workers. Given that there are more than enough
private sector jobs to employ all those who want to work, it is.necessary to focus
on the fact that those jobs are not filled because they are unattractive. nemploy-
ment compensation, food stamps, and AFDC payments are reasonably competi-
tive with the wage level for these unfilled low skilled jobs; that is, the cost of
being unemployed is very low for an unskilled worker. The sojution is to raise the
cost of being unemployed by increasing the market skills and hence the potential
wages of the low skilled workers. .
iven this framework for explaining the existence ! cyuthliuw unemploy-
ment or U*, a number of important wepknesses in PSL type programs can be
isolated. The basic problem is that it dves not provide training. It is little more
than traditional ¥eynesian fiscal policy. But the unetployment problem is a
structural problem rooted in demographic developments. T{e current cohort of
roung workers went through a public schuol system that was not ready for the
ig bu]gg of students of the baby boom generation. They did noc r¢ceive adequate
training and many of them dropped out of schuol early. In fact, high school
enrollment rates begau to drop in the late 1960°8 sud ha.e vontinuaed to drop
until recently. Fhere is a large grou), of young workers today who have less educa-
tion than the peogle who entered the labor market ten yeare ago. Discrinunation
and the growing fiscal distress of urban areas have wosened the problems Pro-
vidiug these wuikers with public. servioe joba does not solve the fundamental
problem that they do not huve adequaty niarketgble skill,
second problein which is connected with the first, is the 1osuewt U ansforability
Without training, these people do not have skills that can be transferred to the
private sector. Are the structurally unamployesd supposed o stay under the pro-
tection of-a pt.blic erpployment program t hout thein lives ov is thgre some
notion of moving to unsheltereq employment? How can o transfu be successful
if the vmployment program does not provide tiaining? What are these programs
supposed tg.accomplish for (he twenty one year old high schoul diop-out who has
no marketable skills.
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A third problem concerns the :::st paid on these public service jobs. Suppose
that many of the ourrent struct y unemployed are without work because of
the. low cost of being unemploged. In this case, some current schemes that would
créate iumerous low-wage public service jobs would not significantly reduce thé
- unemployment rate. Many of the people who are in the unemployment pool have
alfeady indicated that they do not want permAnent jobs with a wage close to the
minimum. If the government creates a million job slots, they may largely be
filled by new-entrants or re-entrants into the labor market. In this case, public
- service employment would increase the number of workers in the labor market,
but not significantly reduce the unemployment rate. ) '
Of course,.the government could pay more than the minimum wage for public
service jobs. This type of program would not only be attractive to the unemployed

- and those who are out-of-the-labor force, but it would also be attractive to people

who are already emplmd in the private sector at relatively low wages. A program
that hired the best qualified applicants would largely take workers from the private
sector. The drop in the unemployment rate would not be commensurate with the
number of new PSE jobs. Moreover, it is easily shown that attempts to restait
eh'ﬁ‘bility. to those currently unemployed are easily circumvented. .

fourth problem is inflation. Since the wages paid on public service jobs woul
bear little relationship to the.productivity of the workers and increase the deman-
for-labor (with the economy already at full-employment), the inflation rate woul
increase. But the problem is deeper than that. Since public service employmen
programs are similar to traditional fiscal policy, they will have little iftpact on th
equilibrium rate of unemployment. At the samne time, these programs often hav.
the stated objectives of lowering the actual unomployment rate below the implici
sustainable level. In this case, public seivice employment would result in ar
accelerating inflation rate. .

B. Targeting PSE programa tv roduce UR8 equilibrium uneneplogmant 1 alo

Even with the above probleas, it is sometimes arguod that PSE pfogiui.. vu
still lower thy equilibrium unemploy nent rato by targeting its hiring towards the
lower skilled w orkers. If there is an imbalance of too many unskilled workers, when
the economy is at U*, would net the equilibyium.rate be lowered by hiring those
with the highest unemployment rate? In some versions, such as the Humphrey-
Hawkins bill, there is an iwplicit view that the unemployment rates of thb teen-
agers, females, and minorities could be lowered at no cost to the more skilled
unionized, manufacturing, construction and mining sectors Baily and Totgfu,
however, have praven that the PSE program cannot be a “frep luneh”. In order
to achieve the reduction in unemployment rates of the lower skilled groups, the
unemploymiend rates for the more skilled groups would have to increase. That is, if

E can lower the equilibrium employment rate (while balancing inflation), it
does 30 by hiring a larger nugnber of unskilled workers than the number of skilld
workers who have to be displaced. The quantitative nature of the tradeoff is un-
clear. Could PSE hire 10 lower skilled workers and fire only 1 skilled worker or

d it take 7 skilled workers to balance the hiring of 10 unskilled workers?

ngl the equilibrium age-sex unemployment rates as a basis, 1 would guess that

(t,il;atl '8113 might be avle to hire 3 teenagers for every prime age male that was
isplaced,

'Fo SUMinuiiee Lasgeted FPSE progralus tiny be ablo to reduce. the eguilibitan,
pnemployment raie, but it nus tuis effcet by altyring the nix of the. unemplovment
poul —propping up some groups while knucking down others. The supply side
programs, discussed in the next soction, avoid thiy difficult political trade-off by
addressing the actual causes of structurul uneraployment Q'ch suf ply oriented
programs van lower the cquilibrium unemployment rate Ly increasing potential
output. t

¢ Mang. Y R YO P PY)

rosulve a0 structuial ascipl, meut po o o . L i
~orkors nist Lo inerease | relative to the b Lol twa s j. 4 <hts, hac s the
cuat of Leing memployed 1aust bo inciennad I am not redoma clh“l.ig Lthat public
assistauce an . mintmum rages Le lowered  fhe ¢ .ond my can afford 2 reltively
high guar.nte d income door for people wh , ha.e very low shills or who cannot
worh Suciety is wealth, encash and the so.ial prodice of low skilld poople is
small cuvugh, to afford vLigh levi | of public assitunce ss w Il as a hign market

Wﬂﬁ:j

Vi poliey st e onihei oy (e b G pe L0l L E e
whio hav. suffered vn ac. vunt of the baby bo m Toua. el ol ottt 2 yorng
workers, but disadv.utaged workers who vere cacght 1n ibe o cobdary  labior
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o '%Arkat when the baby boom arrived. To.increase the market wage of this .group,
manpower training is needed. - ..

Although some max‘x'sower training programs in the past have.not succeeded,
othems-have been useful. I believe we-gan learn from past errors and create suc-
ceasft] tralning programs. This is not the place todiscuss the “nuts and bolts” of
an altérnative approach to training. I would, however, like to stress one aspect

. of the'kind of program that I have,advocated: namel{!,] that the foeus for training
e '

be shifted from vernment to the privatesector. In the days.of the Manpower
Development and Training Act, the ‘ve?h\low-skilled workers attended govern-
ment-run classes to learn remedial skills. The classes tended to'last for 8ix mouths.
A common complaint was that companies would not hire these workers aftér the
government trained them. But the real guestion w:gyhether these workers were
actually being trained. Six months in verimenit classroom for high school
dropouts does not constitute a major training effort. The graduates of ‘these pro-
mkills 8till had employment problems because they still lacked the necessary
s "

1 argue that even remedial classroom training should be shifted to the priv
Bector and thgt these programs should be ¢onstructed to last for two years
number of major corporations have indicated a willingmess to conduct such 3

rams. These firms can provide a more current vocatiopal training environme
f the program is to work, it-should be based on the profit motive of the la
firms and not their social conscience. . '

Firms providing remedial training need not orient their training progra::
towards fulfilling their own manpower needs. The rationale is that the workers a1t
being trained for general semiskilled employment, and that an individpal who
receives both remedial general training and concentrated industrial training in
certain skills will be employable in general. In the recent past, when the aggregate
unemployment rate fell to 5.5. ]I)ercent, there was a shortage of entry-level workers
for manufacturing and semiskilled service jobs. But a worker who has been through
the aforpmentioned private sector training could be hired ‘as an entry-level worker.
He or she woyld no longer be the “bottleneck” worker who required unusual
entry-level training costs to fill even the bottom job on the promotion ladder.

ere i8 some evidence that the goals of manpower training could be achieved
through the use of employment tax credits. The New Jobs Tax Credit that was
part of the 1977 stimulus package seemed promising. Alternatively, a voucher

‘system targeted to specific groups of workers could be used.

D. Capilal accumulation ) .
Whereas semiskilled and skilled workers appeared to be the sole bottleneck to

-the expansion of the late 1960’s, capacity has become at least as important ‘a

barrier to achievinglow unemployment in the 1970’s. This means that olicy ig,
needed to encourage capital accumulation. Even in the cases where capital growth *
does not ‘create more jobs, it removes a bottleneck to employment growth.

A major problem with the current expansion is that the strongest sectors have
been consumption and residential construction. Given the indication of a cd acity
shortfall, tax- incentives to encourage a capital expenditure boom were neeged as
far back as 1974. The failure to have investment leading the recovery has been
an important factor in the inflationary pressures that developed in 1978 while
the unemployment rate was still above 6 percent. The tax package of 1978 was
far too late, and contained too few supply side.ingentives to avoid the last up-
swing”in the inflation rate. k

Given a sly, Eish economy in 1879, the Inflation rate should prove to be rela-
tively stable. The ungmployment—capaciti figures still indicate a need to orient

olicy towards encouraging investment. Whether the economy begins to rebound
n 1980 or 1981, the rstre:gth and magnitude of the recovery depends upon a
strong investment path leading to an increase in the rate of capital accumulation.
A consu ion led recovery will again leave the economy with an unnecessarily
higllarﬁuili rium uhemployment rate at the next cyclical peak.’ .
itionally, stabilization policy has been directed towards controlling nggre-
gate demand. fn the current environment, however, & program’s impact on
agﬁsegat.e supply is more important than its impact on nggregate demand.
he recent reduction in the growth rate of productivity and the increase in
the equilibriuin unemployunsent rate, could e offset by a switch from high con-
sumption to a high investment g¢conomy. Investinent tax credits, and a reguution
in marginal income tax rates,.cotild all be part of & pro-investment package.
oreover, the transfer system, excluding social sccuriry, is sufficiently small so
that these policy changes could be made without reduciug the relative level of
welfare payments. Over the lung run a high investment policy would yiuld
1 ;
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hlﬁhgr wage rates, lower equilibrium unemployment rates, and consequently a. -
reduction in the welfare population. T .

Representative Mrremuri. Please proceed, Mr. Holt.

STATEMENT .OF CHARLES C{ffJOLT, DIRECTOR, ‘BUREAU OF BUSI-
NESS RESEARCH, AND PROFESSOR OF MANAGEMENT, UNIVER- .
SITY OF TEXAS AT AUSTIN ' S

Mr. Hour, I am very pleased to be here. I would start off by saying
1 agree with much of what Mike Wachter said, but not all. .. ~ .
A\lthough these hearings are primarily concerned: with evaluatin
policies for reducing structural unemployment, .the issués involves
can only be understoed.in the context of the larger inflation-une
ployment dilemma, & point which has been made by several of -
previous speakers. T . )

The Joint Economic Committee is certainly to be commended
making a fundamental reassessment of policies and needs., The p:
fession has had real difficulty in putting the microanalysis issues
the labor market fogether with the m]-iéroanalysis of inflation® a1
cyclical unemployment. This is the key difficulty behind the legitimai ,
. questions you are raising about the definitions and kinds of structurs.!

unemployment. g .
The difficulty in giving you godd answers is the reflection of the
fact that we need a_much deeper understanding of what goes on in

.this very complex phenomena of the labor market. This whole area
of research, I am afraid, has been neglected relative to the urgency
of our needs. A )

I want to make basically six points, and I will lis thew briefly and
then come back and elahorate on them. .

The first point is that, there is a strong long-term interaction be-
tween inflstion and unemployment. If we have unemploi'mhe:é/f()r

- any leng periods of time above this 6- or 5X-percent level that ks
.been associated 'with the inflation problem, structural problems
will gradually get worse. Aggregate demand, both in terms of monetary
and fiscal policy, has an extremely important role to play.

Second, the new targeted, triggered jobs program that has been
incori),orated in CETA through amendments 1s, I think, another
useful tool for battling the cyclical unemployment problem and cer-
tainly is better than income transfers. While I agree with what Mike
Wachter’said, that giving people temporary jobs is not accomplishing
any major contribytion to the gtructural problems, it is contributing
to the cyclical probléems, and we do have cyclical problems to be con-
cerned about.

Third, the training prograws certainly have an important contri-
bution to make remedying the structural problems. I would not limit
them, however, to ‘training alone. Placement activities, coynseling,
and other programs aimed at the whole array of difficulties that lead
to the problems in the labor murket in terms of low income and
unemployment—there is a whole arpay of things that need to be done,
ang we don’t want to focus on training in a narrow sense,

Fourth, the inflation problem limits what we can do with appscgate
J{émand which has tremendous potential for creating jobs. We can
create a tremendous number of jobs and what limits that is the prob-
lew of iuflation. If we have uothing at all in the maupower ares now

¥
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that makes a significant contribution to fighting inflation 1 would
strongly advocate that we initiate a skill shortage training program
oriented toward the needs of employers and the skill shortages ‘that
are contributing to inflation: .

One of the real difficulties of getting the cooperation of employers
that Mike Wachter advocates is that the programs, as they operate
" now, simply offer very little to employers. If we had a training pro- -
gram oriented towa.r?higher sKill levels and contributing to the up-
grading process, then we Would open many vacancies for [ower skilled
. workers to move into. . ' . '

Wae really need a fully integrated view of the labor market, which

“considers both workers’ and employers’. labor market problems. The
problems cannot be solved imlepemﬂant of the other. Overall, I wou’
say that our current programs are simply inadequate, both- in tern
of the stress and in terms of their magnitude compared against tl
size of the structural problems. * :

The sixth and last point 1s that there are critical deficiencies in bot

the organizational and the administration of our current prograr
structure. .
* We have been concentrating touday lugely on CETA programs, bu ,
in addition, we have vocational education programs, the {)Y.S. Employ-
ment Service, aml many Other prograins. Clearly, education needs to
relate to the school-to-work trunsition, and so on. Although the CETA
effort was designed to integrate manpower programs, it is only a
start.

Currently, due to wu.iale and ineffectiveness in the programs much
less impact is occurring, considering the amount 8f money that is beins
spent,. : .

Now, I turn to more specific detail. On the aggregate demand issu-,
the shock, particularly from the international area, can stimulate both
inflation and unemgjo ment. Indeed, the single shock from the increase -
in oil prices from O Ey > triggered a recession that was almost as severe
as the depression of the 1930’s. There is'current discussion in Congress
about a balanced budget through a constitutional amendment and
this would be an gbsolute economic disaster. ,

If, for exampld, when OPEC raised prices in 1973, the Government
had been required to balance its budget, this would have meant
increasing taxes ‘and decreasing expenditures and both of those would
have vastly increased the impact of OPEC and instead of the auto-
matic stabilizers in the American economy absorbing much of that
shock, it would have absorbed none of the shock and vastly increased’
both inflation and unemployment

An active countercyclical aggregate demund polivy 1s absolutely
essential and that should be complemeated with a tuggor-targeted
jobs program in the manpower aren. When we do 5]0\ cyclical
unemployment tu remain up fo1 a peitod of time above thé non-
acceleratmg intation level, the inpact is in cousiderable purt oa the
groups hir the lubor puarket that have structural problems ’

In Pestricting demund to testrain inflation, you are teying (S it .. .
the tightest Jabor markets, but when demand talls below thdic lube
capucClty, the woukers that emp OyCls ale Zolig o let B0 we the
workers W ho Liave the least kills ulid the lovest soudicity

'One of the issues s thdt our wpgiepate denmnd me. . o
catremly lneitective ard Yeoy stow i tesaaliing wtation 1w
’
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means that we need to be very careful to act in s timely way (6 prevent
inflation from building up, but we also need to have programs that are
more oriented dlyectl}\; toward restraining inflation.- .

.. In understanding the basic d ics of the labor market, the infla-
tion of wages and prices responds to the level of aggregate demand, but
the classical adjustment of real wages in response to unemployment
18 known to adjust very slowly—one estimate is that it would take 4
yeurs for half of the’disequilibrium unemployment to be absorbed by
thtse automagic adjustment mechanisms. , '

. This mean$ that-when the economy is disturBed, it is extremely
ineffective for the Government to sit by and wait for full employment
to return. There is a strong rolé for countercyclical policies.

Now, what happens when- we don’t have as many jobs cres
as we have people who we want to work? Then the question is, wi
particular groups .are going to suffer unemployment? Aggreg
demand indicates that somebody is going to be unemployed, there
not enough jobs to go around. ’ °

Now what determines what unemployment rate will befall p
ticular groups? . : : .

This ties in with the defimtion of structural unemployme:

I dow’t think that it is useful to talk about the duration of uner
ployment as a measure of structural unemployment. The avera,u
duration of unemployment 1§ somethiig of the order of 2 months
for most groups. In other words, when we have 6 million people
unemployed in the lubor market, Il we wait 2 months most' of those
people will have found jobs, but there will be a new 6 million people
unemployed to take their plases. The treméndously high turnover of
people flowing through the labor market reflects most clearly and
dramatically our structural problems.

Traditionadly, we have measured turnover largely by a fairly
sinadl sample of large.firms in the manufacturing sector. Somié recent
duta has been collected that also includes small firms and nonman-
ufacturing industifes. These measurements jndicate average turnover
rates for the economy of something like 66 percent a year.

Hence, in the course of a year, the flow through the labor jnarket
1> something like 60 percent of the size of the total labor forge.

The labor market is extremely dynamic. There tends to be & fairly
constant probability per week of finding a job. The duration of
unemployment is not the critical point in thinking about the structural
unemployment of particular groups. ® '

What causes unemployment to laund prunaiily on woten and
wnofifles and y oung people is the tact tLat those yrowps have very
hivh turnover rates. Jn(']envlmulin.v turnover reguires fucusing on
employment ruther than the unempﬂ”gment

These problem gioups in many cases, find | Ls even e Qulchly
than skilled workers. The skillgd worker wha 1s 1.dd o1f and expects
recall umy be ynemployed for a loger period of time than the teen-
ager Often the teenager's job Jdues not Lwt lorg and Le is nght back
in unemployment High turnover iy ‘as.ociated with a high quit rate
ot the part of workers, they et lousy jobs, little joB satisfaccion,
ltyle tialnin, fow w ages and nttl. oppo: tunit  to alvaice
- Aliost aty thin;_ that « Jues u|ol|§; tmay look b cter than the Jobs thc,
have w0 thert s a strong tenvency oy these zroups to quit, oftin to
withdian fron the lubor 1610 to worl o the houscuobl or to go o

oS¢ llUU)
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From the erfiployer’s point of view; when he hires groups that he
perceives have very low attachments to their jobs and are likely to
quit, he feels hecannot offer very high wages since their productivity

is relatively low. If he did train them, he would be afraid of losing its

benefits. So usually he-toes not give significant training, offers low

*wages and is quick to use layoffs. Any time production drops, this is
the group that has low skills and low seniority that is most likely to be
laid off by the employer. The employers’ and the workers" behaviors
interact producing with a high layoff rate and a high quit rate.

Groups that have recurring unemployment are those that s:uﬁ'er'
the highest unemployment rates. Anybody can put up with a single .

period of unemployment even if it happens to last a long time, but
the most severe structural. problem .1s being unemployed every
months.

Now, turning to training and placement, what we need to do to g
at these structural issues is train people so they have higher pr

~ductivity, so they can qualify for higher puying jobs, help them wit .

their motivation problems through counseling, help them with the
placement process by improving their job search technique. In short,
programs must help »vor&icl‘s’ ret in the right jobs so that both the
worker is satisfied wich the job and is productive. .

So, the quality of plucement is every bit as important as' the speed
of it. Programs (szigﬂed to that end need to be substantially increased.

Now, sturning to programs that we need but simply don’t have.
When Don Nichols alluded to dividing the labor market into the
high-wage and the low-wage job, and he ?ound that the unemployment
in the high-wage sector was very closely associated with inflation, but
unemployment in the low-wage sector was not. This means to me
that, If we want to use manpower programs to have anti-inflationary
impact, we need to substantially increase the number of people who
have high skills. tN . '

The industrial composition of demand 15 continually shifting. One
mdustry is overstimulated at one time and a different industry at

another time. Also, the geographic composition of employment is .
geog { I ploy

.continually shifting, so ‘the sKill shortage picture is very dynamic.
Many of our training institutions, such as vocational” education,
- train for the sume occupations year in and year out, regardless of the
conditions of the labar market. It is s program designed to have
almost a minunuwm impact’on the inflation problem. Employers who
have labor shortages try to hire away the labor force of the other
employers which leads 1o mflationary wage increases. If truining
programs wre tamgeted on skill shortages, employers will not be
under pressure to make inflationury wage increases which are passed
on I price e censes ’}'fi‘:{t 15 an arca in which we have had simply
no Mf)'I‘A programs progiam back in 1962 did have o skill
trasniig component  Don Nichols suggested that ve train o Jisad
vantaged worker o fill skill “shoitages, but that pobably 15 not
feusible ,

lll otdo R T T S B TR U RO |_\ [T \t‘lnli-.‘. boadl e g
i o goen waadh st stees vt a fualdy skibied pevson
a. ke 4 nrore salle D peoson cat ol b on b wd then G the
ety cded Joor by n].‘.:."tulln;,

Wo n ad wo tocas mothe v e PR PT TR L |
the coople s preobienis, v b bae Ll elov v M ewn
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so that we have problem vacancies, and worker’s problems which

-Teflect various handicaps.

We 'ouEht to tailor our manpower programs not fo the whole labor

market, but to target them on the inflation gment of the econ-

omy and on the structurally unemployed. The structura}l‘y em-
rdasons

ave excessively frequent periods of unemployment.

The decentralized CETA programs have never made the Federal

“objectives clear in terms of the desired impacts. The initial CETA

program’ essentially is motivated by the feeling that Wa,shington
didn’t know how to solve these problems, and so the ball would be
thrown to the mayors.and Governors. The implicit essumption was
that they would know how to solve them. '

" Well, the mayors anil Governors had their own problems and cor
cerns and, since the legislation simply said gn general terms to reduc
the unemployment of the disadvantaged,®here was a great deal o,
freedom for the mayors and Governors operating these programs.

If the Federal Government is willing to fund programs and have
them administered in the local community and it makes a great Jeal
of sense to do so because the different communities face different kinds
of problems, und the money really ought to be spent for different
prograin mixes in various areas. However, the Federal Government
ought to specify the impacts sought on structural unemployment and
they ought to measure those impacts and rewayd performance. These
are not now being done adequately.

If you look at the wa{"lurge corporations decentralize their opere-
tions, there is a bottomn line on the profit statement that governs, so
the manager is free to operate as loug as he makes z percent profit,
then performance is measured, and the manager is rewarded.

- Now, the manpower programs don’t have a market test, but we
can measure the mpacts of training programs on how long jobs:last
after a person has participated in the program. If we really decide on
the Fe(f:ara.l level what we want this Federal money to do, we can set
up program objectives and trust the Jocals to take énto account local
conditions and essentially turn them loose. But if you simply gave
them money with vague objectives, you are going to get the solution
to the political and other problems that the mayors, Governors, and
communities face,

iagnosing the employment problemns of the mdividual worker 1s
critical. Each individual worker may have Jifferent problems. Souie
have educational problems, some have motivational problems, some
have skill problers, some tuay be in the wrong regioh, and sowe may
have bad information about the lnbor market. All of these things are
highly indjvidual For these programs to be effectis e, we need to have
programs that are sensiuve to diagnosing and preseribing the right
“medicine” for these individuats That is u very demanding reuire-
ment for an adiaimist ative progiain 1o el

Our preseat progrome aecsttphy ot fueing v 1n oo s cde 1 aaali
R4 far as to U (hn( A ot ot wothigr to [).uL voaoalgd li“(llh- .ux;,u(.l
on our alvue tucal problo e wnlesn o number of thi s lm')]:cll

Une, Federal uhj(-(tll\-':\ Lave (o be wade  ear an Lo \\']Iml the b1

cend Governinent want, b vhowth de pect Lo avrn Latat pu:l lesan el
with teapedct to l(.‘[lulh)u
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Second, a unified and simplified national organizational structurgy’+
needs to'be set up so that we get effective cooperation between th&
'Employment Sery%:e, CETA, and other manpower programs. K
. I realize thie difficulties of doing this; but we are not going to have —
. fully effectiye operating programs until these changes are made.
The third/point is that the régulatory functions that the Department
of Labor ig/concerned with, the EEOC, and also the Environmental
Protectq/on Agency and Occupatignal Safety and Health Administra-'

_ tion—these regulatory functions“are.policing operations and, if you
try with the same organization to be both a policeman and render
services, you find; a great deal of reluctance of private employees to get
very.close to these programs, and especially since the programs now
offer very little to tge employers unlgss they happern to be ina 1
tight.labor market: So it 1s essential that there be an omganizati
separation of the regulation. Fourth, a new programy needs to
directed at inflationary skill shontages. . v

Finglly, we need a better level of muf}ement in all these progra

It is sometimes said that the Republicans don’t overly believe
Government programs, but they do”believe in good managem:
and the Democrats believe in the programs but they aren’t mu
interested in management. Perhiups what we need to do is marry t
virtues of both parties.

Representative Mirchut 1 v .uld Lo agreeable ‘with such .
marriage. . :

Thank you. You have béeu .oy detiuiiive i your recomumendatin
and obviously you covered & aumber of questions, but I do want to
take 3 or 4 minutes to make some observations with reference to your. -
testimiony and Mr. Wachter’s. .

[The prepared statement of Mr. Holt tollows:]

PREPARED STATEMENT yr CaarLes C. Horrt

Structural Unemplogient and Inflation .

Although theSe hearings are primarily concorned with ovaluatiug poticies for
reducing structural unemployment, the issues involved can only be understood in
the context of the larger inflation-unemployment dilemma. This statement will
attempt, in the simplest terms, to summarize what economists now know about
both the broad and the narrower igsues, including ones of program implementa-
tion. U.8. policies are increasingly recognized as far from adequate in dealing with
structural problems in our labor markets, and Congress and the Joiut Economic
Comunittee are to be commended for pausing at this time to make a fuundamental
rec;;sgssmept of our needs in relation to present and potential programs and
policies .

Since the second decade ut his century, sconomic uuderstaading of Labor
warkets and wage-piice dyn..mics hus lagged 1,ehind the practical needs Jt wolicy
analysis. During that decade, labor economisty rejected tle oversimplified ¢l assicul
thz:o? as inapplicalfle tu the complexities of the labor market, but ouly in the
last decade has more ade.juate theory been develuping Our cul.cnt policy diffi-
culties can be partially traced to the fdilure of cconomisis to mtegiat, micro- and
macro-analysis. ’

1 Luflatson-uncoiployncit wnd demand slabiioaie..,,

When ug&rcgnte demand exceeds vur capacity t, ! 1 VoAt
ts intlacion rates of wages and prices gradually acoulo it Vuy i ceatrmned
by reducing deinand and creating uneniploymeat aud sluck cupical capncity, but
th. response is very alow and the process painful Since the cconcuy is subject
to disturban.es that can induce both inflution and uneaploynient, sueh as the
OPEC oil cotted emyarg, it 1s mmportaut for mon. tary and fiscal stabihzation
pulicies to offset their worsy eifects The butane. d badget policy, whoch carrently
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" is under debate in Congress, would be economically disastrous. Ast was, the
i

OPEC increase in ol prices induced the most severe U.8. recession since the great
depression of the thirties. If tax rates had been sufficiently increased and expendi-
tures sufficiently decreased to balance the budget, the ensuing severe depression
would have been a disaster—and entirely unnec .

The automatic adjustment of real wages will ultimately restore a full employ-
ment equili%um. but the adjustment process works very slowly. One estimate

-is that 4 yeays would.be needed to yeduce disequilibrium unemployment by .50

percent. This Yong persistence of involuntary unemployment is a powerful argu-
ment for active demand stabilization policies by the government. However, because
of the connection between inflation and unemployment, there is no assurance
thut both objectives can always be achieved simultaneously by regulating aggre-
gate demand. . . ¥

The equilibrium level of employment is inhibited by heavy payroll taxes
myriad government regulations. and nanerwork burdene asnosiallsr an small

! . ik
 Hi Ve Lo . i t i [ il
b uhs we s - gy v i bl | Lo 1wt
veither work aer 1 wam | !
Exactly why unsmple nven.a 1 4 onrey - 6 var i clun dar
stimulation has been a lung;stan, i ile. En avv 8l u Atd 11 otical a1.a¥yuis of

sticky wages and disequilibria lu , usderlined helv + xi.teni: and importaice.
Recent work on Allocativn Ly “job 1 vailability’” ugyges s that b,:h employers and
workers may respond directly to Jabor market nditi)ns measured by the ratio
of vacancies to unelnglu-ylncnt in gddition to th. classisal wage allovator. Sticky
wages may actually be equilibrium wages achitved through availability adjust-
ments. This new way of looking at Yabor markety may change our understanding
of unemployment. Labor markets inay settle down to different eduifibrium posi-
tions that are equally stable; a high-wage with ‘high unemployn¥nt condition
could be as viabl -equilibrium as a low-wage with low unemployment conditior.

With the need. .tﬁ;“ﬁtter economic understanding 8o .critical~it is ironic that
the government{ h@¥™rot organized an atequate research effort to support its
analysis of remedial}policies. '

2. Targetad_emplgymam programs -

When aggregate demand is low relative o (he number olfpeople who want to
work, then many people remain ynemployed and others, because of discourage-
ment in looking for jobs, drop out of thedabes force. The groups that bear these
burdens most heavily are those that experience frequent spells of unemployment.
Their joss do not last long because the probabilities of being laid off or of quitting
are buth high. In general, these are people with low seniority, they lack experience
and skills, and they are confined to occupations and areas where wages and work

uality are low. They usually are young, women, or minorities. Employers an-
ticipating high quits and short job 1enure for these groups try to protect their own
interests by uffcrinlgs little skill truining and relatively low wages. Since employer
investments in skills f8r these workers ure low, firms are quick to lay off workers
when production declines. These workers respond to low wages, little training, and
high layoff risk Ly quickly quitting when slightly bhetter jobs appear or when
household work is needed —such poor jobs come on the market fre uently.

When an econonte downturn oceurs, these saine groups tend to be laid off first
and they suffer uncuaployment disproportionately. Under these circumstances,
targeted cyclical programs -eith. r public service job creation or sul.sidized private
employment -ae fully justificd  improve income cquity und to reduce ex-
%cnditurcs ou ibcomne asintenance pru%rnlnb that otherwise would bLe needed.

ccause such programs can e targeted on ulack occupations and veglous in-
flationary imp.act @ minal .

.
3 Traininy ard viher munpon ., yrama derotedPar dowiind ol ..., nepl yo
I'he hagh unesnploy mcnt g, pa (with (he cavupti m of the .ged) usually o .
Loove uaasually long duratin ns oy uacnployn.ent. Hene:, o b effective, strac. vl

improvemeyts must reduee then quit and luvoff rates G Lovels closer to thos.: of
pritme white adulCmales T do tuis roquin s iners asing the skills and productivity
of the turget group so that (hey can . dalify for higher pLying, moce satiafying foubs,
matehing their abitities wore’, nl'c‘f..\l.v to job requisctuents; lowering discritaina -
tory batriers te the bettor job . jud casug seenrity against 1oy offg; and itnproving
work attilicdes The s b ge can L Jdone l»y iualilu“nllul .~.lm-ation and truining

o)
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and by Employment Service counseling and placement efforts. But most training
is done on f?he job by other workers; so the active cooperation-of employers £h
unions is essential. While there has been some success with on-the-job ‘training, the
government-employer link still is weak, and manpower programs need to be more
closely tied to work experience. i

In response to the recession starting in,1973, the CETA program has focused
primarily on countercyclical employment programis with correspondingly less
effort devoted to training, ete. 3 ‘

.4. Training-and other manpower programs direcled against inflation

The desires of busimess firms to increase profits ghrough price increases, es-
pecially when the backlog of orders is high, and of workers to increase earnin
through wage increases, especially when job vacancies are high, create aﬁgﬁ
inflationary pressure on the wn%e and price levéls, pressure that is normally
restrained by economic slack in the form of unemployed workers, unused canital
capacity, inventories qf raw>materials anf finished goods, and heusing vacar

hén the labor market is segmented occupational? and regionally, rather s
groups of workers in an area have the necessary skills far the better paying o
ationd. In this situation a substantial increase in aggregate demand tend
induee skill shortage bottlenecks, which trigger employem to conipete throuik‘l
sharp wage increases for the limited supply of skilled workers. Often too hi. .
standards aie lowered, which decreases productivity and raises labor costs. T,
the lack of skills that contributes to structural *‘ufiemployment also makes ti.
economy more inflation prone as wage increases are followed, )y price increasz.

When the response to inflation is to incirease unemployment, it is induced pri-
marily ambng the unskilled workers in uvrder, paradoxisally, $o ‘restrain wage
increases in the skilled oceupations and regions that are expeviencing excess
demand. .' ) ‘

To resist inflatjion, the ,5(,&.““(;..(. clearly should Grganize training at high
skill levels and other new pregrams- to address the skill shortage problems of
employers. Cuneuntly we have programs directed -at workers with employment
problems, but we are doing virtually nothing about the hard-to-fill vacancies that
contribute to inflation.

b. Current programs are inddequalc ~

The heavy taxation of earnings i1elative to capital aud the subsidizathon of
caupital investment both favor the substitution of capital’ior labor. Also'‘many
regulatory and tax programs inhibig the formation of new businesses. that would
lead to e;npluyment opportuniti Our inadequate antitrust. and antimerger
policies do little to restrict growing economic concentration, which contributes to
infationary pressure. :

Counter cyclical mwonetary and fiscal policies and® the CETA jobs programs.

‘have contributed tu eniployment stability, but the threat of inflation has prevented
the attainment of labor markets that are tight enough to dissolve structural
problems. '
“ CETA, Vocational Education, aud Employment Service progfams 1 the train-
ing, counseling and placeimnent areas have been inadequate in scale and effectiveness
to make a dent in structural unemployment. The “decentralized” CETA legis-
lution never made federal bbjectives clear in terms of desired itnpacts and has
never set up a sampling system for monitoring and measuring the ilupuacts that
did occur. Ynstead, the fragmentation of CETA titles grows, eligibility is eVer
nmore restrictive, and the operating people in the field becone increasingly hacried
and frustrated by federal rules and regulutions Diagnosing the employmeut prob-
lemns of the individual worker and arrunging counseling, gdycedtion and training
to eet hix or her unijue needs gets crowded out in a frdgindgted, burcauceratic
maze of rules und procedures in which no one has adeguate time to think, plau,
analyze, and manage. That these often poorly aaministered programs still test
out K%gn'e healthy beuetit/cost ratios indicutes the high potential cantribution of
manpower programas,

Not only are programns alned at shttl ohortgge » - which would b wonatual wiw
for cotperation with employers  absent from the dwrend progoan, wiix, bue the
opeeating struecwres of CETA aud’the Fauploy incat Service are inberenys weak
m developing cooperation with employ ees I{maiuv.\-e fictns naturally shy away fiom
programs invelving excessive red tape and regulatjon The Conunittee tor keo.
ngie Development has found that Duagmative efiploy et huve lapotocan o
tribirtions to mnke to structural cnaployent problefus coeny hoe dor ot to
= pritnarily dltruistic

’
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Inflation and structural unemployment will persist until structural reforms are
achieved. Singe these objectives are of paramountNinportance, we must jmprove
the effectiveness of our employment and tradning programs and then fund them
at an adequate {evel. The putential is great, but much experimentation, iinagina-
tion, good management, improvéd legislation, and research are badly needed.

6. Critical deficiencies in vrga?izdlioﬂ and administration

‘The above problems will 88t be solved and hence structural unemployment and’ )

inflation are likely 1o persist until the following changes are made: .

, he federal objectives of reducing both structural unemployment and

inflation dre’ clearly spelled out, and good performarce at the operating levels
-meusured and rewarded. ;

{2) A unificd and simplified national organizational - structure which
integrates the service delivery operations of CETA, the Employment
Service, Vocational Fducation, and the other manpower programs, am!’
within the constraints of meeting federal objectives and perfurmance stan
ards, assigns administrative responsibilities to suitable levels of the feder:
r?gi(m:ll-_.,(tuw_(-()u“(,_\,'-vit.\_r‘-p‘l‘inle sponsor-service delivery system is achieve

; Functions and respounsibilities should e parceled out and the structure le
in place long enough for evervone involvad to lentn how to make the syste
work. Qace Feorganized, erratic changes in programs and regulations shou
be tninitmigzeod as a matter of policy (The frugmented organizational stiuctu
annd maladiministration of tanpow, s progradus that we now have are total
ihadeuate rasponses to the needs of the country. Frograms nre largely
out of Washington bound by laws wid regulations that usually are writte
by people who have neves muministercd opernting programs, The i esult
that moral.s fiad productivity currently are at Jow levals, Ncedins and wanti,
results and gven fugling Progrnms wil] not sutfice, if the urganizational stru
ture, adingyis(MRion; snd regulations consistently aefent effective action at th
working levels. Only if a great deal of power to act i3 assigned to the loce
problem solving level, can these programs be ticlen in meeting feders
objectives and ineshing with the legitimate lownl ngendas oOxovernors, mayors
und comumnnities. Ultimatety the programs must be reapolsive to the need
of the individual worker and his/her cuiploy e thae siply can's Hhe dom
from Washington )

(3) The admninist dhioe. .t vegulatony fune s ot Lt.OC, Epy oslla
G e Untfied, made cob stent, and separated froan crvice delivery ; other
Wise essential ._-;..Pluycr couperition cannot be attaitcd.

(4, The orgauientional structure is*designed to prociote and .. odiat.
coobban satving and joint efforts iuvolving nbt only the va,ious levels ol
betvtathent, ot tiactors, alid ctuployers, but also unions and CLannuinuty
Oiganibintion, Federal fulids can be reaponsibly and efficiently spent at local
-hft‘M“n-umkx..g levels, if federal oljectives aro clear and rogram nnpacts
nee motttored t., make sure that the objectt,es are met. The President and
Congress should take the attitude thae they don't cace how the loeals do their
Ivba su long as they get the resuits the counitty needs to reduce structural
eiplovinent problems and inflation,

5) New programs simed 80 shill dla tuges weo deotginad awd L deed L.
hdp combuat inflation and 0 wotic ate the participation of eu.plo,crs in
terins of their own self inteiests Acuve couperstion with private cuploy 1=
vattos be Luitt on nppenls o alceuiang Jone Employer couperation #uus not
been a pecblens in loeal Intor mo hets hut have low uwacmployment rates,
but tuet veeurre ] Lpeaus e the DJT Flogiatns have lu'ti\'Cly hclpe\l cliployens
with they recrutting problems :
ll'](’“-"““l.g thene major chute © Load G a0 i W abinaat o

CoeheCesa Y e efficien ey e wabane oy ] vudy cooue wheto they s gt il
Coegmition thag o, ha e noothc choba hat o fe G the stea stugal poobleins
jn tine laboy 1wt net andd che enitioat eong o probdoins that liw Jron, tneny The
Jomt Feow fuie U nmittee in Weltlng e L ot peguestend Ly Congoons tas a
vl cppe bty o ‘-l};‘|.s]1-.‘u. the g wey l,..ll(')/ tssuas wod 1y point the

wat toaard ther o pat s .
N s e g ot L. . L G s an L [
o el by o b i 2l i v o wplese e, L
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' Nore.—The author has available a listing of references that pear on the points
discussed. above. It is available on request from: Bureau of Business Research,
University of Texas, Aystin, Tex. 75?_2, telephone, 512-471-16186. ,

Representative MrrcariL. The first observation' is it is most
distréssing to me that somehow or\other we have turned the fight _.
against inflation to what amounts to a holding steady or slight in-
c;clm.'se_in the rate of unemployment. That seems to me to be an analyti-
cal pomnt. | ' '

Ve have talked about the work ethic. That has been a part of the
backbone of this Nation and suddenly we reach a point now where we
say 6 percent is really acceptable unémployment, you will never get
below that without increasing inflation.

I don’t want to take that kind of pessimistic attitude. I think
can have every man and woman who wants to work working in i
country without fanning the fires of inflation. We are focusing
much on inflation, that we are treating the unemployed indjyidual
an exK ndable item, and. I think that is wrong.

It fnk this attitude is in absolute contradiction to what‘t
Nation stood for. .

'The second observation—I suppose 1 have broken the law’
occasion or at least bent it in the sense that I go home every nig
and peeple pound on my door looking for jobs, and I will send the.i,
to jobs whenever I can. Many jobs are with small contractors, and i

" find that they are paid $2 an hour. That is less than the wuinimum wage,
but the people that I send to those jobs stay on.

I am making this observation because I tend to look askance at
statements that say that people will not work for low wages. :

Maybe Baltimore is a unique situation, but I know darn well that
for any person I can get-a job at $2 or up in Baltimore, they grab it.
1 don’t think my city is that unique, and I think\it is unfair to main-
tain that people won’t work for a certain wage. .

Certainj){ the structurally uuergIPloyed will, because they don’t
get unemployment compensation. They want somethipg.

The third is with reference to the private sector. My background
has been in public service. I ran-a CAP agency at one time when we
were under the old jobs program, and I gon’t, hesitate to say before
members of this committee and these witnesses, that by and.large,
public jobs are created because of the failure of the private sector to .
address structural unemployment and other types ofp unemployment.

Now, I know there may‘{g}some exceptions, but, frankly, the Na-
tional Alliance of Businessmen~—I think it is a hard process for it to
put itself back together again, and I hope it does. 1 think it has a
contribution to make, but I am convinced that much of the structural
unemployment that we now see is based upon the private ‘sector’s
unwillingness to tachle this social problem with the same zeal as they
attack the problem of making profits. This brings me down to my
last observation and one quick «uestion.

We have skirted acound or Lafked around ull of the vailous reasons
for black unemployment and, as I said befcre in one of our previdus
committee meetings, I think tle atter of racism, or rucial discrimina-
tion, is there. I believe it is a normal tendency when they have a lot
of people asking for jobs and the guy at the hiving gate 1s white, for
himn to pick up the white person furst. ‘
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Perhaps that is just nattral and normal, but I don’t see how in the
world we ‘can avoid: treating this factor of racial discrimination. I
think it does contribute to the structural unemployment and cyclical
unemploKment.that is experienced by many minorities,

‘Now, having gob that off my chest; 1 would like tn nuts | have got
it off without gi%lg apybody &n opportunity to rebut me an(i( I
deliberately did it that way. . '

I would }l’ike to put one question to all of the panelists.

There has been a lot of discussion about the rtﬁevaqce of wage rates,
to labor market behavior. Mr. Johnson, I think/yegl alluded to this.
You inferred in your statement that certain conditions, such as rigidit
- of wage rates, must be present in the labor market in orier for i

programs to be effective. e g
. I would like to get a comment from all of; the wit; s on this

would like for. you to expand on the different types 4 ge rigidit
which impact on structural unemployment programs, hoping that t,
committee can get a kind of precise view of where you agree and d
agree, so that we can arrive at a point with reference to just that ¢
smalltproblem area.

All Four gentlemen, please.

Mr. Wacnter. May I st off by addiessing yous ucetion 1.
indirect manner by going back to your original statenent?

Representative MircueLL. 1 thought “you  would find the opp«
tunity. ' ,

Mr. WacHTER. I hope you ugree with me on this.

. I am not suggesting. at .all tgat society should maintain u pustu
that 6 percent unemployment is the best we can do.

In fact, the stress of my argument was precisely the reveise, it
with the curreut policies that we will be stuck at 6 percent unen:plo,
ment in order to maintain stable in?@tion. In other words, if uner

L

ploymentis reduced much below 6 pércent, with the current kind ..’
- ©ETA program that we have, or at least the CETA program we had

a year ago, the result will be accelerating inflation. ‘

{thiuk that we can make substantial progress in biinging down that
6 percent unemployment rute, but it cannot be Jone in the-context of
éxpansionary monetary and fiscal policy.

" The stress of my argument was that when we get close to full e
ployment —in fact, even before that -we should begin to tocus funds,
not on those parts of the labor miarket that are already well heeled,
but on the pockets of ongoing high unemployment.

I am not at all satisfied with the 6-percent unewployuicnt rate, 1
am grently distressed by it. My fear is that the current policies wos
alluw us to go below 6 porcent.

. Representative Mrvongll A, peoblem wothat whot ey La
valid theoretical upproach in terme of the relat. sushup bety een”  aen.
ployment and inflation has been pe vorted to the point that it 1s now
a slogan which states one cannot veduce unemployinent without huving
an impact on increasing inflation

‘That is my problem. I understu,.i .\ b Yur i g
theoretical frume of reference has t. :u i .tort o Ly far oo aay
geople Lo ean that it is all nght of we stay al 6 percent i o oaer Lo

ght inflacdon.

My WacHren 1abab that the padisbon that o ey ol o o o0 1
tuble ure recomn. auling, is that as we meve Lo w al':( vvoonnd L hiscal

Y I
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conse{vativism,",:we' should mot. adopt 6-percent unemployment ns'a .
target. Gapy Sy o L

, hat we have to do-is to marry:fiscal conservativism yﬁﬁ the . -
~ 'notion that structural folicies chn Work to lower unemployrent in & -
" noninflationary tontext. But we need structural policies to lower that
unemplayment rnfe. Presumably, the old cyclical policies will be voted
own as being inflationary,” -~ . + = -7 . '
T Rep&%@ntative- Mirrcupyr, Could the panel address my previous
% ques ' ' . . . .
: 1 'I‘l:‘ills is an_ intriguing ares of discussion, but my" colleagues have
other questions. LN o
"I would like to.hear your comthents about the structure of wage:'’
. rates. ['would urge that you respond to that in order to give Congress
man Brown and Semator Javits an opportunity.to ask questions.
Could you hold yoiir response Tor just & moment, Mr. Holt, beeatise
- I think it is imperative that we give an opportunity to other members
of thg committee fo get in some questigns. :

. Are thereany Fomments on the quetion that I put to all of the..
-iémbers of the panel; that is, the relovance of wage rates to labor .
market behavior and the various types of rigidities?

‘Mr. Hovrr. 'Well, George Johnson brought the concept up first. I
would like to suy something about it. . B
. Mr. Jounson. No; actually--Don Nichols brought it wp first, but
vhat Don Nichols' view was is that there are some groups in sqciety,
Some ‘groups in the labor market, who are in labor markets which, if

ou increase their employment, reduce their unemploymerit, does not

- add significantly or at all perhaps to the inflationary pressures; that
18, that there are some groups in the labor market whose wage rates,
the wage rates for their jobs, for a variety of institutional re ons, .
arg geared to other workors., = y . ,
"~ Now, some of those institutional reasons would include, of course,
minimum wage legislation. Othérs would include unionism, behavior
by efnployers siich as they don’t want to pay wages of $1.15 to some
people in-a market. e T '

« [ really am the one who stressed the importance of wage rigidity
and this is consistent with”what Don Nichols was saying—that

. employment policy ggain will be most efective if it Is veared to those -
individuals, to those groups who are not in the mainstgeam of the
inflation process. B o : .

Representative Mircuert.-OtRer comments?

. Mr. Nicrors. Yes. L ' S
As an analytic point, George Johnson is right that if syou ity to
increase thé -d}t".nmml for employmant regardless of the gra It of
1t will go into wa, xe.increases, part of it-intoremployment-increndgs. -
As an ompiri(‘nrpoint., however,”T was arfuing that in"the lowiuge
occupations, it appears that you can increase tha employment level
- yithou§ a significant wage increnses Now that. is an empirical state-
klent. <The data seem to inchicate thiit you ‘could,increase employment

without running into wage pressurés. - .~ .. -

. L% e e
But_usix,n ‘analytic pointy. George g)nson w-right ‘that it has to
¢

be some .cbmbination of these two. THillipossibility of reducing urem-
. ) v 1) ibility g ]
pllo_yrr}ent: with structural programs i€bBest in those “markets; where
1t 18 possible to increase employment without increasing wages: That
1s the proper analytic point: & - e
R o ° 3 . & ° ’ . ot
I. -' -
' - . . -~ Yo
. . . . . . . . ). . O
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' . i\mnde the 'poihl;-thnit the data indicate that it is possible to increase
- employment in low-wage occupations without significant effects on

whies. , .
-ﬁoe:)resentative MireneLe. ‘Mr: Holt. - -, - -
. _Mr. Hout. The néoclassical theory says the answer to the unem-
. ployment problem is that when an unemployed person will bid down,
. wages will continue to fall and ultimately somebody will hire him., -
It has been a puzzle kicking. around in econpmics for 30 or 404years
as to why wages are so sticky and why this adjustment process doegs
. not occur effectively: LR ‘ '
" We know that unemg]oyment is not a self-solving problef, other-
wise we would not be having this session so a lot of recent work in
economic theory is essentially taking that disequilibrium and simply
saying that it does not happen and then trying to go on and understand
what this-disequilibrium economy looks like and how it works.
. Some very recent work that I have been involved in indicates that
people in the labor market may be not responding to the wage rate
that is offered them as much as the availability of jobs and that in .
fact both employers: and workers may be responding very clirectlz to
conditions in the labor market, how ng it takes to find a job which
intluencés their tendency to drop out and whether they tdke jobs and
s0 on angd to the extent that this is true, %hat we may have been
interpreting as a diséquilibrium situation that ought ta adjust, i fact,
may be an equilibrium situation. .
. There may be a whole series of different equilibria in the economy
that are equally stable. This is an example of the need for a better
theoretical answer. We are basically using the theory that goes back
to the last century and it does not work in the labor market-because
of its complexity. We badly nedl a lesser deal of theoretical and
.‘empirical anlswers to that questjon:
", Representative MitctELL. Thank you.
* .. .Mr. Waghter, did you hiive a comment on that?
Y "Mr. Wacnrer. 1 think T hiave been over it. I will pass.
. Representative MircHELL. Gongressman Browr.
Representative Brown. Thagk you, Congressman Mitchell.
«. _-Both Mr. Holt and Mr>Wachter use the analogy of mhrriage, and. *
~ I would like'to keep both hands above the table and propose to you -
_that you might loek at a program that I have put into legislative form
that I,think cares enough to meet the Democratic standards, although
» I must gay that I resent that insult that.the Republicans don’t cdre.
- I'think it 1s direct and complicated, enough to be operable under a
GOP standard, and for Congressman Mitchell I want to say that we
- resent that part of your comment, too. . .. .
Let me say that-I want to make a'general comment and then ask a

\ ouple of questians, too.
y"\x’l want to jump to Mr. Holt-about a couple of $hings. I would argue
+ perhaps that the QPEC problem was hot a demand problem. _.
¥ There was plenty of demand at the ‘time that the OPEC situation
occurred. It was'a tax on all of us until we killed off demand and killed
off job opportunities. : ' . e
" I'hate fo dse any term to define myself as an economist, but I have
the capacity as any good politician, as I think any intelligent economist
does, to move from one category to another as the circumstances
change economically and socially and politically.
Js
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I 'have. the feeling that if. we could reduce the burdgs of .taxes,
. regulation, and a lot of other things—not that we don’t<need the tax
. money for certain good purposes, not that we don’t need the regulation
for certain’ good purposes—we could hire more people in our economy
and we could improve our economy by modernizing and doing an
awful lot-of other things that we are not now doing in the private
- sactor because of what the public sector is taking awag %rom the private
_ sector in the way of discretionary capital to make these changes.
-1 have got ' whole long :list- of t that I would like to do in -
- “that , but I don’t think that is the function of this hearing.
We address that issue in other hearings and so in a way'I disagree -
with you and in a way I agree with you. R
Now, having taken that‘firm stand, let me just say that I think
one of"the problems is -that structurally unemployed youth and
structurally unemployed women and structurally unemployed other
people are generally-not covered by unemployment compensation.
e skilled employee can take time in ﬁ}r)xdmg & job becayse he has
’ full qualification under unemployment compensation to find that job,
so the fact that he is out of work for 24 weeks, he is not quite as
desperate as the unemployed young person who does not qualify for
unemployment compensation. . - -
. I just want_to ask this question: As the young move in and out of .
the Job,. Mr. Holt, you seem to be implying that théir time between
" .. jobs is shorter. . e

If that is in fact what you aré saying, that does not .seem square
with the 1978 statistics in which 36 percent of unemployed youths
were unemployed for 15:weeks or longer. -

You 'seem to be talking only about those youths who are measured

. in the labor force, but there are many discouraged people whose -
" unemployment may be 50 weeks'a year; they just are not making it
very often into the ranks of the employed.

I would urge you to chetk into that and see if you would not at
least in some slight way modify your position. -

So. much for that question. : - -

I won’t press you ?or an answer unless you want to comment.

Mr. Hour. Well, I agree with virtually all you said. I intended no
insult to everybody but rather a joke. . -

Representative Brow~. We are easily insulted and easily accept it
as a joke. ’ - o

Mr. Hovr. I was not talking about the activity of-the Congress so
much as the administrative agency at that point.

Your inarpretation of OPEC, I'think, is quite right. <&

Representative BRowN. I don’t want you to talk about that.

Mr. HoLt. In examining the duration of, unemployment statistjes,
you need to look a# theduration of unemployment for the other
groups in the labor market. , ‘ .

- My impression is that youth unemployment tends to be somewhat
shorter usually than the average unemployment of other people.

That is not to say that when you have a very slack labor market,
some young -do have in faet long durations of unemployment, but if
you want’ to explain ‘why, forgexample, whep the national unem-
gloyment rate went down to something like 4 hippy level of 4 percent,

lack teenage girls would still have an unemployment rate of the order
of 31 percent. Most of the explanation of ‘that Egh rate of unemploy-

"‘_m . ) :, . .\‘.. . 07
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_roughly that are laid off, about half of. them
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ment would be associated with the high turnoyer of that group and

ing back to COﬁressman. Mitchell -saying that they would grab a -

ow-wage job quickly ) : ,
I think that is true, but I'think you would be interested in following

up those jobs and seeing, aftéi.’ghg.p,erson had been in the job 6 months,

. how long he was there. . _

When you need a job desqémteiy, JYou take it, but you may very -

well not stay-in it very ong af the mncome is not adequate to support
the family. = - - _ , ! )
Representnl%\rgjinow . Well; T stifi@think the labor market is not

adequatély addressed by the statisti: ?‘ hich we have available to us, )

and that 1s-the problem. ;

. MrsHovr. at you are saying a.l;oqt withdrawal is certhinly true. -

About half of the people that quit a job go into unemployment and the
other half of the people leave the labor force, and half of people
fea.ve the labor thrce, so

that there i5 a tremendous flow back and forth between em loyment -

and -'unemployment., but there is an equal flow out of the labor force
and back into the labor force. ' ~ .
Representative Brow~. I would agree that there is that flow both
wnlys. but I would disagree that it is equal. .
I think there are those people who-are strueturally- unemployed,
who will never get out, and we ought to try to address some of tKose
people._They ure a very different’ Ereed of cat from the guy who is a

- weldef and he is laid off his welding job after 5-years because of the

temporary recession and he can afford to-take 24 weeks to look for &

job because welders are always pretty much in demsnd, -

-Mr. Hout. Thagis true, but that will turn up in the turnover li
~ Representative Browx. Let me move ‘on to .another question and
want to place this question and make a list of the things that it seems
to it or to take away from it, and then I wil] conclude.
It seems to me that as we have move
service .society, we should have been able, to do better in cealing

with the structurally unemployed. We have less linotype operators
and more typists. In other words, the skill level ofﬁly technical
' f

- to me you all have been saying and ask-if jrou have anything to add

sociéty.is lower and in another way we have moved the French
chef to the McDonald’s hamburger cook. What saying is .we
have moved from the linotype operator to the McDonald'’s amburger
cook. We are a service society as opposed to an industrial society
and the jobs tend to be simpler in the nature-of their work and yet
we still have just a very basic problem of structural unemployment.

Now I think that does. tend. to confirm tg some extent what my
friend, Congressman Mitchell; says about racial bias and some other
things. I think there is another factor, however, that I \worry about—
well, a couple of other factors. One Is this sort of sustained social
development that we have which is beneficial to our society, but in

- some ways does raise the wage at which you can get somebody off of

that social sustenance program and into the work force.

from an industrial to a

-

Also, there is the problem of a certain stigma attached to certain

jobs and this prevents movement from unemployed to, employed.

‘Jobs, such as domestics, janitors, garbage collectors, eveir housewives,

all are wery important to our society, but now possess a certgin
social stigma that prevents people from moving into tliese low-paying
wage areas as was once the case.. -

LI
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I make that comment without further editorial asides except that
it is, I think, a factor. “ -
.~ -:._ So the key ought to.be a concentration on training. I want to citesn
«" final e.\‘mmpf;, and. that is, I ran into the other day a very fine-looki
. young man, healthy, bright in his conversation, attractive, who ha
en trained by the city to be a city fireman and Mad run out of his
money for CETA tramning. The only trouble was when the city
finally hired firemen, they had trained so many to.be fireman they
could only employ about half of them. It seems to me the joke is on
him except it 18 not really very funpssito him.
That is-where it falls down. It wster, ‘enervating and a cyni-
cism-making kind of problem. G :
Finally, let me list what I have gotten out of this hearing so -far
. and ask if you would agree with this or add anything to it. This is
the question and I apologize for going jnto my preliminary comments.
I want to shy something to you; Mr. Wachter, about tax credits
‘being successful. I run a small business and my accountant discovered
I was eligible for the employment tax credit. I know that is Senator
Bentsen’s program and I hate to hit him with that fact, but maybe
General Motors has a tax lawyer who knows about the tax credif
but in most.small business and in my small business we didi’t know
- it until-the-tax man said, “Oh, yeah, you-hired two additionalpeople-
and you get a tax break.”! ¢ . .
I really think“that you 'may be whistling Dixie a little op that one.
The list { have-says this: Fiscal-and monetary policies tb expand jobs
are importan{; iowever, it is not an' isstieyhen (‘enling with the struc-
tural unemployiment problem. We-all agree that something ought to
be done to make the general economic condition good so peeple arb
looking for jobs? o* % - .« -
The most significant issue is that training is the key to moving a
pérson from the structurally unemployed ‘ihito an empldyed - status. -
Another.item I get is,that the privae sector involvement is also

~

" vital.as well as publicisecter, which" fills in the gaps in’' the private

sector when we have the downturn of the economy. .
Third, that you have to aim the program to tze structurally-and
socially unemployed through the measure: of unemployment compen-
{sation benefits. For the ine?igible employees, this measure ought to be
- the significant measure of -a program for those folks that we are
worried about. Also, that you have an effective intermediary to match
up the unemployed to the job which is availabld. Sometimes that
requires a social engineer, teach him how te apply for a job, teach
him how to diess when they have never had any experience, but
neverthtless somebody who really has the sincere capacity to do that.

*  ‘With all due respect I don't think that it is often the I}'.S. Employ-

ment Service who sits there-and mostly says, “Next,” .

*. Then. that;ithe program really ought to apply to-all wage levels
becaiise the “structurally unemployed are primarily low-wage, em-
ployees, limited-skill people, but there are those rare cases which we
discussed earlier Where you are dealing with the Boeing employee in
Seattle where' you really have to try to see if you cannot have a pro-

. gram that can get them out of their sort of peculiar;unemployment.
Finally, that the program should be direct and easily administered

and it is as nonpolitical as you can make it. ‘ =

.+ Would you have anything to add to that? Wéuld you disagree with

any of those, and if so, please advise. ,
S 989
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" Mr. Wacurer. Let me start off by agreeing .that a list focusing on
_tn}@n}ng is the key. I think it is right on target in terms of structural -

icies. : . : :

l”I was not suggesting that we increase the legislated market wage,

With structural policies the cost of being unemployed would increase

due to the-increased skill of disadvantaged workers. The increase in

skill would cause market wages for these groups to increase without

X< inflation. : r

Representative BRown. Do you have to do that before he enters? .
Could you not connect a low-skilled.employee with the job?

Mr. WACHTER. Yx\v .o ' :

Representative Brown. Then in some way encoursge that connec-
tion so that he would then be trainéd on' the job for the job.

Mr. Wacurer. Precisely, and that is why I'argued that we had to
move gaway from public sector training to private sector training
because that is where the new jobs are going to be. The public sector
is not expanding currently in terms of jobs. The training should be
located, as close to the grewing job opportunities as possible.

Representative Brown. So in any newspaper plant I don’t train
him to be u linotype operator; but rather, train the person to be a
stenograph operator so they can type the tape that goes into the proc-

-~ ess-that-we use now and-then keep them on the job after they have-
that training. - L . _ , -

Mr. Wacuter. I would not be opposed to a firm trainjng 3,000
welders when they only needed 35. If they have a program for training
welders efficiently that is' what is needed. Other firms who need welders

.can hire the extra workers.
* Representative Brow~. I, in turn, am not opposed to training 6
firemen to fill 6 rather than 24 jobs. N
Mr:. Wacurer. That is right. The only area I disagree with you, -
-but I think that it is a terminological disagreement; is over: the .
importance of focusing on thé limitations of monetary and fiscal policy.
'If we are willing to take seriously the notion that we don’t want
~;accelerating inflation, then it is important-to locate the unemployment -
" 'rate cutoff, whether that be 6 or 4 percent. At that point, the economy 3
should move away:. frém any further fistal or monetary stimulus and
focus on the creation of more human and physical capytal— '
¢+ Representative Brown. I think that is vital, too, but I think if we
Playaround with this hedting, we will all godit chasing butterflies and

not takk about what we came here to talk about. .

Mr. Nichovs.-Let me disagree with one thing and that is the
emphasis on training. [ agree that training is important, but I don’t
think that this should be taken to mean you don’t receive training on
a PSE job. The data that we now have of people who have passed
through our program indicate that: people who have been on the PSE
jobs have as big an increase in their earnings as the péople who have
Leen through the training programs and the' jobs they get are as good —
and last as long. ~ a c ’

This' would. support.PSE programs as a w:?/ of giving them the,
basic work skills. I'just want to suy that your e .pfmsis that training is
the key should not mean in a programmatic sense that we must do
away with the PSE. * AC T A
Representative Browx. I don’t want t6 leave that impression eit-ker. .
« ] think that public service jobs need public service job training.

- N -
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freman, for instang, I don’t know where he is going to go to
.and find & private %ﬂs although-it is not impossible; but as a
city: fireman the program did not work right. Franﬂly, the downside ,
- of that_does notseem to me to be as great for the-'municiprl training
¢ program adminititrator as‘it. might:be for the private sector tmminﬁ
program administrator, but- I won’t sustain that argument beyen
just observing it. Lo : .

I think it needs to be very carefully managed in each case and.train
the person for the job that really exists whether in the public or private
sector, and I think there may be very many jobs in the private sector.

Mr. Hour. I would agree with your list, l{ut my only qualification
would be to put-more stress when {ou wlk about more training for

) all these levels. Cuirently we know that to increase the stimulus to the
% economy much below.6 percent,we are going to get an mflation preb-

* lem. The American people in terms of response to policy and s0.on
indicate that inflation is a very high priority. ‘ —
. * Soif you look at the Humphrey-Hawkins objective in2% years and
getting down to 4.5-percent unemployment, thatis simply not doable
unless we decrease structural problems. .

I would like to focus on the two facets of the structural problem.
We don’t have enough funds to train everybody and deal with. the
whole labor market, so we need. to focus-on the.inflation-and-dis- - -
-advantaged workers. We'can do both of those and we”are currently
doing only the latter. ° . . -

M% JounsoNn. I' just would like to disagree with the. list and also
with Charlie Holt to the extent that you cannot treat everybody on a
training system. The engineers in Seattle, for example,%-iﬁ" l&e teachers
who didn’t get good teaching jobs and whatever. You cannot do -
everything. lgthink that this is an ideological assumption.

The reason we ought to focus limited resources on the low end
where the income distribution is because the primary questions that
we have been looking at have to do with the effect of these programs
o unemployment rates. I think that ‘especially training programs
probably have a muth more important impact on_the opportunities -

- of individuals in their later lives not to be employed, but rather, to
earn decent incomes. I really do think that you don’t want to try to
cover everything because the system is such that the people who

. will be 2overed will be the people who don’t need to be covered.

Representative Browx. Psupport that, but at the same time our
big problem list, as we all know, as my opening statement indicated,

+*. In this structirally unemployed area _ oo :
o Mr. Jomvson. I say they ought to be separate programs. Youny
~ don’t want to mix up too many activities because we_just simply-
mzi{ lose sight of what I think is more important.
epresentative BRow~N. Unless' the program itself can do it -
soundly, I would agree they ought to be separated, but I modestly
said I devised #*program that may be able to a little bit more of that
and ﬁhal.t fis'» the marriage that I am trying to make here with my friends
on my left. —
-~ Mr. Hour. I would by not putting it in the same program. I think
- . that you need a new program. . , 4
- Representative Brown. I will send it to both of you and see if
you can agree. - .
Representative MitcHELL. Senator Javits.
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- Senator Javits. Congressman Mitchell, I shall be very brief, but I
did come this morning to remind thé committee that according to an
amendment sponsored by myself, the committee. is asked to report
“by Public Law 95-524, adopted October. 27, 1978. That law asks the
committee to nw e y on this subject which we are dlscussmg

_in this hearing o ore March 1, 1979. I would, that thie sta
" deal with' thatparticular subject at least by that date of,“at the
worst, in our report which,is due on March 15 anyhow. ;. = . =

It is our own m?loyment Act of 1948, which we amended that way. ..°
I have just one factual question to you, Mr. Johinson” T afgsgyry . -
I was nob here all morning. I think the tesl:impn{ hasy; e
useful. As you all know, I had a lot to do with the legjsfa¥ - -
CETA program, but when you speak, Mr. Johnson, if 36 .
statement of “my analysis’” and then go on to draw.yo > O '
My-staff wondered whether that included an analydis's
happened tnder the law as we amended it making R4
attractive or was that an analysis. of the old? ¥'8
Mr. Jonnson. Noj it was not an analysis of specific jo¥s it
but rather, of the underlying behavioral assumptions by _whidh “ond
would come to those conclusions.. .- Rt yf;*‘,’*»‘f_ e

« Senator Javirs. Second, I would like to ask Mr. Nichols whbsher -

he has taken account in his statement of the fact that we mad gfed

& quotiént for training which by 1982 goes up to about one-fifth of *
-your appropriation in respect of CETA jobs: We have actually,than- L
dated that in the law. Did you take account of-that in yourestinony?

. Mr. Nicnois. I don’t think I criticized it in any way. ., ° -

Senator Javits. No; I say “take account of.” I didn’t say -
“criticized.” Co T
. Mr. Nicuors. My analysis dealt with occupational groups; not
proaErammatic. . _ . s

" Senator Javits: But it is a fact, is it not, that we have provided a
very large amount for training specifically? ‘

Mr. Nichous. Yes. - L . .

* Senator JaviTs, And that that is a great improvement in the CE'TA
pro%ram, isn't that true?. . '

~ Mr. Nicnois. I agree, Senator. . o

Senator Javits. Turning now to Mr. Wachter, his testimony inter-

- ested me greatly because of his conclusion, which is that we can have
& very grave limit with what we can do with fiscal and monetary policy
and that, therefore, we have to have some other way—thaj is correct,
is i not? ®

Mr. WacaTer. Yes; that is correct. .

Senator Javits. And this is another way, is that correct?

Mr. WacHTER. Yes. - . .

' Senator Javits. Do you or any of the others'have any suggestion
for what we could do other than this kind of a CETA employment
B&ogram which, would give us another outlet, another Opﬁortum't'y?

Ve have tried, now tax indulgences, which Congressman Brown has

spoken ‘of. We hdve tried C T Ay’ of course. at else can we do

which would give us the same noninflationary® opportunity to desl
with heavily impacted unemployment? : '

Mr. Wacurer. I think a couple of programs I would advocate,

some of %m that you mention, vastly improve the program. I think

we should®lo more than th::g,l think training really is the key. The

-
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remaining: part of the CETA  program, especially for the counter-
cytlical reljgf, has been, if anything, counterproductive. ‘
I wouldgliso say that the new job tax.credit, if given more of a .
" chance, t_prove to be successful. I think that there really are _
some possibilities, whether it_be done through a tax credit to workers .
-0r a voucher. given 'to the disadvantaged workers. I think that has not
been explored very much and has tremendovis potential. I think we
- need to do more—— e
. Senator Javirs. I noticed with great interest you said, Mr. Wachter,
= m f'om' Prepared - statement—do you want to follow with me or F
will read it to you:,“In the context of a slowing economy, a drastic
reduction of PgE slots may again be contracyclical.” - /
In short, we now confidently expect the slowing of the economy ; so,
isn’t it a fact that we had better have something better to install,fn
its place than to consider the displacementtof the PSE program? -
Mr. Wacnrer. Yes; I think this may not be the most 'approprinﬁe
time to bé making some of these adjustménts in the CETA program.
I would prefer to see a CETA program, over the long run addressihg
structural issues. The level of funding should be more or less constant
* and not so up and down.to meet cyclical needs, because the real pro-
blem which is structural exists during good times and bad times.
Senator Javits. Of course | agree with you and you know that has
been 'my big campaign, although I realize the relief content te the a
noctheastern cities. The fact is that the cities—and my own city of
- New York is a very good example—would hive been paralyzed with-
out title VI. Countercyclical or not countercycliw- just another

). Way of skinning the cat. ; ‘
I'have no illusions about it anfl will not try“To explain it or be
the question in any other way. That was simply a going piece o
apparatus; to wit, the CETA program,; which enabled. you té soak
up this great deficiency in, municipal workers to carry on these serv-
ices, but as to the rest of it, I thoroughly agree and I will dedicate my
*+ utmost efforts to the structural part of the program.. .
That is what really counts and I would be very much obliged to
Mr. Johnson for noting what will. be a very real fact. -
As ghastly as the minority unemployment of youth} it would be
much worse’if we didn’t have some kind of a program to install even
if it is not the optimum. ‘

Now:hose are the points which I wanted to make, gentl

anything Pwn can do to help us would be} I think most
any -0? ave any suggestion as to installing better or other—pro-
grams’ . -
Mr. Holt said perhaps elevating\our training tg’ igher levels of em-
ployment, which interested me very greatly, and I will do my utmost
to implement any effective suggestions. I warted you to realize our
.« problem, which is that Yyou cannot beat so éthing with nothing and
that that is daily. : :
You know, these people who have got to do something everyday,
it takes us time to work these things out.
Mr. WacuTeR. I wanted to add two othe ‘comments. The first is .
ghnt- we have'been dealing solely with labor mrket programs. There

are adwhole host of remedies outside the labor market, One of them
I mentioned specifically in m prepared statement is increased physical
apital accumulation would be a big help i lowering structural unem-

. .
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~ ployment and raising market wages of individuals. The rate of pro-
ductivity growth’in this country has been dismally low for the last
decade. Much of the problem orginates outside theplpbor market.
The second ¢omment is to encourage exports as 4 way of increasing
'-employment. L. . L
Senator Javits. It is a big babg of mine. I just did a big foundu
on productivity on the Senate Hloor the pther day. Believe me,-

thoroughly agreee with you and we will try to'keep our eye on all -

"those balls.

I thank yomll very much. I am sorry that I didn't hear the rest' .

of what you s
Thank you, Congressman Mitchell. i

Representative MrrcHELL. Gentlemen, of course we are apprecia-.

tive of all your .contributions. You have been very patient with us.
This has been a lengthy hearing and it has been indicative of our in-
tense interest in tpis area. > _
Thank you very much for your suggestion about a marriage and
other intriguing suggestions. ; ) .
[Whereupon, at 12:35 p.m., the committee recessed, to reconvene at
10 a.m., Wednesday, Fegruary 21, 1979.] ’ . s
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THE EFFECTS OF STRUCTURAL EMPLOYMENT AND
TRAINING PROGRAMS ON INFLATION AND UNEM:
PLOYMENT ' ’ ,

| WEDNESDAY, FEBRUARY 81, 1079 J
CoNerEss oF THE Unrrep SraTzs,

Joint Economic COMMITTEE,
Washington, D.C.

The committee met, pursuant, to recess, at 10:05 a.m., in room 6226,
" Dirksen Senate Office Building, Hon. Lloyd Bentsen (chairmatt of the
committee) residinﬁ. -
'Pregent: Senator BentSen and Representative Wiylie.
* Algo present: Louis C. Krauthoff II, assistant director-director
*- - Speeial Study-on Economic-Change; John M. ‘Albertine aiid M. Cath- :
erine Mill(;rl_,(‘;)rofesmonal staffl members; Katie MadArthur, press assist-
. ant; Richard D. Bartel, irofessional staff member; Special Study on
Ee¢pnomic '-Chcﬁﬁ; Mark Borche
. »Mark R. Policinski, minority professional staff member,

OPENING STATEMENT Or 'SENATOR BENTSEN, CHAIRMAN
: | P

Senator BENTSEN. The hearing will come-to order. -
We are fortunate to have witjm us this morning—and I'do want to -
emphasize ‘fortunate”’—membars who will fy, some very dis-
tinguished members, Mr. John Palmer, senio ow, the Brooking
Institution; Isabel V. Sawhill, director,  National Commission for
. Employment Policy; Daniel Hamermesh, professor of economics
Mic?:iga.n State University; Peter Doeringer, professor of econamics
and acting director, Regional Institute on Employment and Trainin
Policy, Boston; Mass., and Frank Schiff; vice president and chie
economist;:@\nmittee for Economic Development. -
.. 'We will‘proceed, and I'am hopeful that we. will have some members
‘here this morning. I am one of the very few who.was in here yesterday,
as I lived nearby: I am very appreciative that you who haq a difficult

-~

It, administrative assistant; and

_ - time getting here were able to-make.it.

. Our economic system has produced a record number of jobs, over 3
million during the last 13 months, but too many Mexican-Americans,
too many blacks, too many young people, and to6 many women remain

. jobless and without hope of participating in the mdinstream of our
economic life. . - - ‘ ‘

I don’t kno® of anything more denigrating: than to tell someone they
have no productive role to fill in society. I don’t know anything that

* - " turns them off more.

'Economists- call these people structuauy unemployed. That is a
cold, blood]ess,.clinical term which'really does not capture the human
| o ®y .
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diffénsion of this difficult national problem. The structurally un-
employed are Americans who cannot find work in bad or in good times.
They are forgotten Americans. They do'not want welfare, they want -
onl& the opportunity to become full participants in our economic life.
e can’t afford to waste those resources. Even if you took the most
iconservative view, the inability to find a place for these folks to par-
ticipate and contribute i8 one of the greatest wasteful extravagances
that we have in this country. .
. We have to exert our best efforts to implement manpower policies
which help the most people with the resources available.

Through bitter rience we have learrfed that standing back and
throwing money at people and programs does not guarantee their
effectiveness. - ‘ :

Unfortynately, we also/are in an economic situation where inflation
puts a heavy price on our efforts. Congress owes it to the American
taxpayer to provide the best programs we can design with the least
cost. . . -

In addition, we know that these structurally unemployed eventhally
must make the transition’ to the private sector, which provides four
out of five jobs in eur economy. -

That is one of the things to-which I want-you really to direct your
attention. Tell me what happens after we go through that phase of
training, whether it is the public segtor or the private sector. Tell me
what happens to those people. - ' Co

I authorized the legislation dpassed by Congress in 1977 to establish
. an employment tax credit. I did so because I felt then as I feel today
that our country would be better off if Government were to encourage
private industry to establish long-term productive jobs rather than
to pay people not to work. " toL

believe Mr. Hamermesh gave me that.idea, if I remember rightly,
and I think that fell on pretty deaf ears generally. . 7

Was that fn 1975? ‘

Mr. HAMERMESH. Precisely. , -

Senator BEnTsEN. I want to give you full ¢redit now.

Mr. Ham#rMESH. Thank you. ) . . .

Senator BENTsEN. To have the private sector as tell as the Public
sector involved means we have to have a variety of approaches.
Henry Ford was reputed to have said that Americans could choose
any color car they wanted—as long as it was black.. Well, we must do
better than provide one program-—we need a whole array of ideas
that a diversified eeonomy can use. ’

We simply cannot,afford to turn oyr backs on those disadvantaged
Americans who have- been left out of our economic life. I am con-
vinced that the overwhelming majority of Americans agree with me
when I say that we cannot,we must not, we will not give up the
search for new ideas untik ‘all people in this country enjoy the op-.
portunity to participate im’our econokic system. .

The witnesses before us have had incredibly rich and varied experi;,
- ences with manpower policies in both the public and private sector.
We are looking forward to their preseptation of an interesting menu
of spesific policy options to réduce stritctural unemployment.

L\/Fr. John Palmer, a senior fellow at the Brookings Institution will
betour leadoff witness. T

Mr. Palmer. e
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Mr. Pavuzr. Thank you, Mr. Chairman.
; t me start*by offering a brief apology for the brevity of my
p statement and not-"g'ettinﬁ' 1t up here in advance. Both are
attributable to the conditions that thu& everyone understands. '
As you know, the achievement of the Humphrey-Hawkins Act

joint Targets of a 4-percent te unemployment rate and a 3-
peréent aniiualirate of inflation %? 1983-—or, for that matter,.at any

g}irge in the fo;eseeabl::rillxturel—p ace 8 ccﬁxmdera'b remium on the
ectiveness o ct employment and training ams. *
So, it-seems t?-?llle ptlrbiculparly appropriate that vxv)e examine them
** carefully at this point in time to see what fealistic -assessment of their
potentidl we have for both presert and future uses and the extent to
which we can expect them to contribute toward achievement of the
goals of the Humphrey-Hewkins Act. : o . .
. I'wish I could tell ypu, if we had the will and were prepared to sperd
elx’xg:egh money through the use of such programs that we could reach
vt - b ts. " ) : . T -
——Tam afraid T don’t believe this is. the case. The roblems are too

complex and intractable for me to be optimistic at tgis time. .

Exen the element of the employment and traini programs_is
elusive in terms of knowing how muchwe can expect from 1t at this

1 ‘point in time, although our understanding of some of the theoretical
requirements for structuring of such programs to have the desired
impacts of increasing employment with minimal inflationary pressures "
fias progressed quite & bit in the last few years. -

. TEere is still & lot-we need to learn, however, particularly about t

operation of the labor markets .in which low-skilled workers are .
employed and, particularly, the design #hd operation of many of the
programs oriented to meeting structural objectives. .

: LLet me briefly respond to, each of the questions ybu raised in the
. letter you sent inviting me and sketch out a few thoughts I have, and

then I'will be glad t6 respond to questions. y

First,? what are the requirements for countercyclical versus structural
policies’ - ‘

. In theory, I think all training programs are intendedto address.”
structural problems of one kind or another, whether institutional
[programs, on-the-job training programs, or those of & different type.

ere are quite dMemntnEcaI points or emphases that one might
have as to the type of structural problems they meet,sincreasing supply
of skilled workers for a particularoperation or a declining industry to
make a transition to a new vocation. wo '

" In general, structural objectives are in mind with all training pro-
grams, in contrast with ‘direct job training programs, by which I
mean work experience and public sector employment programs and the

- subsidization of private sector wage payments by employers.

These have been used in the Jpast to promote bo‘tE structural' and
countercyclical objectives, I think these objectives require different
types of programs. ‘ ‘ .
y};ob ~eation programs, if they are countercyclically oriented, should
be temporary, should be utifized onlg' when a general etonomic stim-

.ulus for the ecopomy is desired an they should be applied to-'the
margins of employers” labor forces. L .
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In addition, they should be fairly broadly targeted on the umem-
phiyx,ed rather than focusing narrowly on particular tara:at groups.
th‘ ; a.mpgles of p m'Ibsm:::d(xl i dedlt;tfls_erve- ese needs are-
_the recently. expired new jobs tax it and: ic service em ent
undef CE A?x)ﬁg,VI. 1 ) #nc PRDTe 8ok ploym

Prograims that are desi?ad to meet counterstructural or structural
concerns ought to be much more permanent in their duration.

They ought to be quite narrowly targeted'on workers who have the -
most serious labor market difficulties, apd they cught to apply to all
new hires of such workers if they are directly subsiiizing employment

. in the private or public sector. - :

Programs to serve these objectives areé public service employment
undor CETA title II and the new employment tax credit. »

In both céses, I think there are some changes or different emphasis
that e given to these programs to make them improved vehicles

.for reaching structural objectives.

What ought to be the priority of structural employment and train-
ing programs over the last few years particularly in light of the
economjc outlook?

As I noted, there are many different structural problems. Attention |,
needs to be paid to all of these, but I would urge we follow a balanced
approach, placing equal emphasis on the demand and supply sides of

e labor market. ' L

We need %Q%;gllow policies which affect the job skills for low-skilled

poticies which facilitate the matching of workers and job
N /

workers and
opportunities. .
et me briefly highlight three particular objectives that I think
deserve the most priority in the next few years. .

First is the'general problem tffat I think is what is in most people’s
mindsfvhen struétural employment is raised, and that is trying to aid
the low-skilled, high unemployment groups that suffer disproportion-
ally frorg unemployment even when we have a relatively full employ-
ment economy. . .

In particular I would single out minornty youth and adult womene
who are egtering or reentering the labor force. _ ,

: t_ryi.nﬁ to improve their opportunities, I would urge one thing be
kepf ¢learly in mind, and that is that it i1s important. to distinguish
between an increase in the employment rates or employment oppor-
tunities for such groups and the extent to which we can actually
reduce their unemployment rates. ‘
~ I think we can make considerable progress in increasing employ-
ment opportunitiesfor such groups, but we will not see that translated
into as sizable reductions in unemployment rates as‘we might like.

In part this is because the labor force participation rates of such
groups are quite volatile, and in response to ¢ontinued and large in-
creases in job opportunities, many people from such groups newly
enter th¢ labor market. . b :

~ So, tHe measured unemployment rate may not drop even though
we are Naking considerable progress, and I think that is what hap-
ned in the last few years to some extent.

* You mentioned in your introductory remarks the&tremendous ex-
pansion of job opportunities in'.*e past few years. This has not been
‘accompanied by as great a.rdfuction in the ynemployment rates
among some groups as one might hope, but th&e has been a large
increase in employment in these grotips.
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In addition to seeking to increase employment rates, I think it is .
also important, to focus on the extent to which the increased em"plog; "~
ment of such groups does add- significantly te the production of goods..-

and services that are desired by the public, and does lead to improved .

future employment opportunities in unsubsidized employment. ,

It 18 not enough to just create a job, We alsp want to make sure the
job is productive in terms of what is being produced and in terms -
of where it leads in the fyture for such indiviJ:mls. e

So, evaluations and assesSments of such programs need to focus on
those two dimensions as well” ad. whether a person is statistically
being measured as employed or not: ,

A second structural goal is to try to reduce skilled labor bottlenecks.

As the unemployment rate gets to low levels, there is a lack of skilled

workers in occupations which putg upward pressure on wage rates

and creates shortages. ‘ ' T ‘

In the early 1960’s, under thé Manpower Development Trainin
Act,hthis Kind of rationale for programs was in people’s minds ver
much. . : .

I think it has been. pushed too much into the hackground recently
and deserves gieater emphasis. It means increasing the supply o
highly skilled workers: it is often difficult to take disgdvantagec
workers, and woye them imuediately into sugh occupations. You
have to take people who have lower level skills and upgrade them
therefore opening up opportunities for totally unskilled workers to
move irt behind them :

It means some of ¢, proglawis neced Lo be targeted ‘on the dis-
advantaged in such a whay astto open uy, these opportunities.
Third, I think regional economic development ought to be an

- increasingly high priority. By this | raean that'we now have a lot of
cities: that are~attempting to revice their ecdnomic base, attract
indussry, and employ othes means of ‘pPromoting economic growth.

We huve other areas that are high crowth areas, but where there are
wiajor rroblems in the composition of the labor force. I think-there is

a role for manpower programs to be wore carefully coordinateéd with

our economic development prograin,, particularly at the local level,

in order to to insure that the kinds of training ‘that people are
being provided will mesh vety well with what needs are fi ¢ the l.bor
fotrce, given the course of econpmic devilopment that is taking phice
in any given local area. ' '

Senator BENTSEW

ared that overall h

Lhave o pooblen nn Moaston W have wis
ery Lo nemploy muat rate, Lot | can ke
you tuto the Fifth W Y 10w you a very high unenijio, 1. eut cate.
It is an extremély ull prgblem (o figure oul ‘lmt to do abeat it
‘The ward 13 just blocks away from jouws
Me Pavmer Yes Now if 15 a J flicul, Y Y VYRR T ST TOPOF N I
CETA system 1. stowly . g b tue Jir Clon whore i, o golu o
Lave the capadity to-dy a bette - j o i waking thet v b, but se
have to 1ealize thuo it is 1aiy new i hus only Feenia pluie w while
‘Thy umphasis H8s veen on the major espansion f public cavice

' weploy ent and work eap. rieace jrogtatus, and not s auch nteshinyg
that tn¢o the private acatpos -
I hink thas oughit (v be o v s e U d L L tare,
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. Before answering that directly I want to note that I think structural
objectives as opposed to countercyclical.abjectives vught to dominate
- . employment policy and training programs over the next several years
+* . unless it becomes quite evidegt that the economy is ading into
another recession. r .
.Ouly in that case would I shift my emphasis toward cbuntercyclical . ..
_objectives. - -
yen F.f that ‘becomes necessary, I want to stress that I think it is
extremely important that we don’t allquethe counter-cyclical concerns
to divert us too much from mounbing#nsistent and sustained effort
at structural problems. -
. We have had erratic policy over the past few years where we have
: - initially concentrated on structural programs, and then we come in and
shift directions considerably in terms of what the CETA system, at
least, is asked to do.

.. While some of this is« : nrabletom 1 aedind couatiroe
concerns, it diverts atteu ion from tl ..l « i pProg s s
Now, within " this- con ext of siru: . | njectives, 1 thak n

emphasis in the futare ou,cht to be pu. 1 i, arogramy (il at have g 1
“degree of training content, and particularly 1ograms wl ich empha
, immiediately as possible private sector etuployment: .
ai'fn:your_ intruductory remarks you 1uentioned somu f (he reas
for this. This is where f'-yhé major ared of job expansion i. in the priv
secwor, and 1 think we ought to ey ta pluce people tatuediately

})l‘ivnlc ]obs ‘ &' -
1 think the ,‘.{I(ﬂu{-v..l peorlentiad b overc ll” ln“..”ow':y Q
heeks is L the private eclo R
I thmk v ehuve not placed enou b mphasts ou okitl truining
of the countercyclical public r.uu}»]u_\'ment, in the past few years$h:
I think we nee«{ to move more I the direcuion of expanded on-t
Job training prograsns and appreaticeship progratus. ‘ -
Even mote fundamentally, I think strengthening the, Lo s Bétw,
the CETA system and the private sector needs to be u priocity.
- There is a newsinitiative under the CETA system going into eff
thin year that tries to do that. [ think that 1s an important step n
otic (hat needs to be closely momtored and we need to see what ad
tional strengthening of that activity wili make sense in the wear futu
There sull s, T ok, a very important role for public serv
carployinent
Both the C i ie o widd the welmluictaGon have Loon 1w, cond
terms of MOVIng towacd oore aarrow targeting and incre.sed train
emplusis within the structural public employment citdes ¥
I think both ot these thrusts wught U be strength ned and eontin.
o the futiie We wught (o be sute that the program. ate nacton
tucpetid on th - v g 2 wdlica peopl in Gie lsbor foree vhie have t
most ditficc v Goes flnding Job opy onanides, aad w. oug ht o
increasing the (raggiog for tiem
Senator Bu: 188N May tasky .0 ari. oL .
wamber of wituesses and v will pucs your full e ped stevea .
i the 1ocedd
Me Pagyen b o0 Ladast Qe o a0
L. pac. the$é . groans coldd L eap cled to huve
i wallptld sum ap by caymg ..t f think they nto .0 0y 0 o0,
vtaa Overall enaploynient poicy ol one that witl Lo 1y bt e
th s situation with ninimal inlationn. y posssu s
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I-am not too optimistic that we can see them having a major effect

,on.the unemployment rate in. the near future, although I think they

can have a major-effect on. the jemployment ‘opportunities for the
t groups ¢encerned. A ) '

. you look down' the road, I think continued expansion of these

progdms might be desirable, However, for the immediate future, -
* think the 8 lot of ongoing knowledge generated in the youth

areas and ‘Nonpublic employment aréas that need, to be monjtored
carefully before we havé a really good sense of what the potential for

" major expansions of thesp programs are in a way that would be very

effective in the future. ) .
Thank you. ) L e -

Chairman Benrtsen, Thank you very'l'n'u'cH. .
[The prepared statement of Mr, Falmer follows] -

" 'PREPARED STATEMENT or-JouN, L. PaLumer!

Mr. Chairman and comm.ittee members, thank Xsou for inviting me to te
before you today on thissm¢st important subject. As you know, the achieve
of the Humphrey-Hawkins Act jgint tar%ets of a 4 percent aggregate unemj

ment rate, and a 3 percent ann te, of inflation by 1983—or, for that ma
at any time in the foreseeable futur ace g consigerable premium on the ¢
- tiveness of structural employment training programs. Thus, it is extre)
important that we have a realistic ass nt of their potential, both present
future, 'for contributirig to these m hwhile dual objective#;”and tha

understand the implications of altergétive approaches to their design
operation, : : .

I wish I could tell you that if we Shuply had the will, and wére prepare
spend the money, that there is u way-—paved with an » propriate get of struct
ctnployment and training progiams —to expeditipusly reach the Hi ph
Huwhkins promised land. I do not believe this is the case. The problemiling
so are faP*tmo couplex aud intractable to allow for such optimism, ARA™
successful solution depeuds upon a myriad of factors of whic ‘the esthblis
of n highly effective set of structural employment and tralning’"p‘rogr}ams is
one of many elements. - ’ ‘

"Kven this aspect of a mois compreheusive *“full-employment-with-minir |
1..ﬂatipn" policy remains somew hat elusive to us at this time. Our understan¢ 1
of the desired theoretical reguirements of structural employment and train n |
programs has advanced cousiderably in the past few years. There is still much i
need to learn, however, particularly about the nature of the operation of la. .}
markets And the desigi and operation of our programs need to be sharper.ed
to more clearly reflact structural objectives, if they are to be given tlie top priority
that they shouid. - :

’
Covierban a1 @34 L ansUS BENLY s LML CULILLES

Lot vyt traiding progras are intended to ada.ess strucia, ol o 1 huins,
- uetoer lusuitutional, ou-the-job, or of other va.ieties. Several ditierent foel
within this Lroader iptent are possivle, such as widing disadvantage.d, luw-skiil or
handicapped workers, increasing the supply ®skilled workers in occupations fer
which employers’ den.and exceeds the supply, or assisting worhers in a failing
industy to aedjust to a new vocation Tu contrast, direct job creation progiams-—
work expetience, public service employment and’ the subsidization of prvate
secto. employers wage paymenis ,cun and nave becu used to prom..te both
struct.rul and countereyelieal objectives

The Jdedign requirements of job-création puogitiis wie e cul Lowes o
depenaing ypoun \which objegtives are of ncern C uncareycelicall -oriunte
{rORTALLS ‘..&hh 10' be Ye.aporary, utdize.l ouly when gereral sconomniv stisnulus
I3 desirod and gpplied ouly to the wmargins of enploye. 8 labor forces Ty addition,
thev shouid 'ho'faifly ¥ roadiy targeted on the unem Jloyed Exawmples of srograms
reascnably well desigued to serve counter yclicul objeciives are ¢h 1ccently

P Phe views cdy.eencd ),

cr a0, e owed bhiewdl L0 ba o witoad o DL ek
.dl. ers, or the (rustees of The Bi ,0k) iga asil. atlo...

/

v



Q

ERIC

Aruitoxt provided by Eic:

v

.. . L 2
: 68 .

rh ’ ” ' . ‘0

ired New Jobs Tax Credit apd'publio service employ;ment (PSE) under. -

e
CETA:<Title VI. Structural programs, on the other hand, ‘ought to be more
' permanent, narrowly targeted on workers with the most serious labor-market
difficulties and apply to all new hires of such workers. Examples of job~creation
rograths intended to serve structural objectives are PSE under CETA-Title
YI and .the new Targeted Employment Tax Credit. Their design still leaves
considerable to be desired if they are to well sefve structural objectives.
WHAT OUGHT TO BE THE PRIORITY OF STRUCTURAL EMPLOYMENT AND .TRAINING
. PROGRAMS? ' ,

As I noted earlier there are many different types of structural prGBTE;hs that
might be addmessed by employment and training programs. Attention needs to bé
paid to all of these, with a balanced approach placing equal emphasis on both the
supply and demand sides of the labor market.?l‘»hat. ﬁ, we neecfto pursue simul-
taneously policies which improve the skills of workers, policies which affect the
availability of job opportunities'for low-skill workers, and policies which facilitate
the matching of workers anel job opportunitied\ Let me briefly mention three
pr rticular objzeti ves wh':h de s:rve particular emphasis

Aiding low-skil, higi-uneniployment groups.~The tructu 1. aueripl g
problem, which is most o 'ten’ Clscussed, of course, is the vlative.y high une apl
ment rates amony’ selective demographic groups of worl ers: Tlie irnproveien

"job opportunities for those groups experiencing the highest relative uneimpl

ment rates-—particularly minority youth and adult wonien newly entering
labor force ought to b a high priority, Although importaut, it would b
mistake, however, to focus 100 much atteution on reducing the unemploym
rates of such groups. Of greater significanCe ard increases in their emloym
rates. Typically, thei. labor-furce participation rates are quite volatile and 3
increase Rigoificautly along with iucreased foby opportunities for them ae grou
'Fhus, policies could ba guite successful in increasing their employment, wt
having ouly a small or yeghgitle effect o1 their unemployment rates.

In addition, while increased employment opportunities are an impuitaut <
uuto themselves, they are of the greatest Lonefit when they add significantly
the produglion ot goods aud services that are desired by the wublic and- lead
improved futwe employmett opportyuities fur target group members. The
two factors should also receive prominence v heu po?icic:s to aid low-skill . hig
unetaployment woikers are sssessed. The granting of a jubi that has neither:
these charactertstios may be counter productive. ‘ :

Reducing skill botslenscks  Oune of the factor that (wyliute o inHatlous
pressures at lower rates ol aggregate baemployment is yrowing sho. tages of skill
workers in particular ocuupations. (iremter attention ought-to he focused -
identifyiag such occupations and udlizing trsinthg and upgrading programs
increase the supply of workers inte. them. Although of considerable coucern in t.
early 1960’y LKL\: aspuect of emplo, ment and Traimng policy has been negledct
utore veceutly bec.nse of the considerable cinpliasis on Loth disadvantaged worke
and countercy clic/d objestives - .

Aiding regional economic dei lopment.  Lhis wgan was an emphaots of U .
carly employment progran.s under the Mtuopover D velopmeont and Toaiuin g
Act wad Area lecveluymm.t, Act whiva has been negleeted in teceny years. A
cotwentrated cffurt I8 now Iwing n.ade b, ni.uy siate Bod local govesnmenty,
gften with coasiderable federal dvasiatan.e, s oth to promote ceonoutic growth iun
stagnating aread t.hrmigih tax incentives and u generally improved econotuic
infrastructure, an.d to achicve wore Lalane J g oweh in rapidly developing aress
Employment aod tralning programs cught t) be more closely coordinated with
these elfurts und taitored '« fucilitat: the .y uilnl dity of the type of local 1htor
force which 18 cuamistent aith the desed aiccations 6 development Succ.as of
theae efforts woould be macssure 11y the eavont of the A0 of the oty ing e ts
of such prog s with the shill cud uecapution weeds of Lol e loyers
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. Within this context, and in light of the priorities I identified just above, I .

*‘believe a considerable emphasis oug}l‘n to be put.upon programs with'a high de, -
of trahiing.content, icularly those which- emphasize _p_rivate%ector-emnm~ '
" ment. More training is necessary in order to yrovide workers with the necessarg

, .skills to take advaitage of what will hopefulfy remain a rapidly expanding jo

market. The private sector o to be emphasized. because that is where thes,

overwhelmingly ‘high propotidfi'of new job ‘opportunitiés will be located and
because that is where the gr,q_dteswwntm jes to eliminate inflationary skill
bottlenecks and to improve méasyred productivity.. I would particularly favor an
%?)ansion of OJT ‘programs in general and ?&P’Fm ceship progm‘ms in particular.

. More generally, greater linkage between C ‘A programsand the private sector
needs to be developed and there anght to be greater utilization of private emplayers
as providers of training to desired target groups. 4
. Fwo new activities ought to be ¢losely monitored and assessed—the Adminis-
tration’s private-sector initiative and the new Targeted Employment Tax Credit.
Modification or expansion of them might be in order. once sufficient concrete

. experience has been gained. T .

° spite the desirability of a greater private-sector orientation, there is stil’
important role to be played by public service employment. Both Congress and
Administration seem to be in accord on the desirabi ity of narrowing the targe

- and_increasing the training component of the str icturally-oriented PSE ur
CETA, If anything, I think these thrusts ought to be extendéd further in
future. Public service employment ought to be increasingly targeted on th
with considerable difficulty in finding and maintaining unsubsidize jobs and 1
might otherwise have to.turn to public support for incomne maintenance. W,
the size of the pool of people eligible runs as high as 20-25 million, as it previou
did under CETA, we can be sure we are not reaching the desired popylati
There are considerable difficulties in arriving at appropriate cligibility critefia, |
greater attention must be paid to this issue, with the ultimate goal of focusing
on the one or two mjllion mast disadvantaged workers.

Youth programs dre another m r. We are presently in the midst of one
the most ambitious lgarning activifies of socinl welfare policy with the inyri
of demonstrations mounted under the Youth Employmignt and Demenstrati
Projects Act of 1977. Iniformation from these will be flowing in.starting later t| : .
yeur and for the next two to three years. This experience should play a large rc |
in guiding future-poliey. It is too suon yet to render any judgments on what futu:)
policy directions ought to pe.

MOW 1 ands AN IMPACT CaN Bh wabreolnD FROM o1 UCIUKAL BAPLUY ateiy L AdL
TuAINING PROGRAMS

It tnoessluyg the potential hupact of stiuctural cluployment and training pro-
prabig, it i importaet to bear two itaportant distiactions in mind- that between
increasing cmpﬁoymeut and decreasing unemployment and that between inercasing
overall employment and achieving a more favorable distribution of cmployment
opportunities with a given level of cmploytent. The potential for structural
employment und training programs to bring abgut a more favorable distribution
of viuployment vpportunitics is sulstuntial to increase total employment. (con-
gistent with a giyen inflation target) less 30, and to reduce the meastred unemploy-
fnent rate (again, cnnsyﬁxt wit%\ a given juflation target) small. While I can only
spcculate, my gucss i8 that the current set of programs is having a substantial

ositive efuct on the employment levels of certain categories of workers with

\gﬁ'rre-curul dithculties (particularly minority youth), a léss substagtial but still

consideralide effect oh the uncmployent ratss of suth workers, and a winoe. (at
muat a few tenths of one percent) effect on she aggregate uncmployment rat.. 2

1 ao not think existing eviden.e pro.fdes n.uch guidance on what might bLo
wxpected from a major expansion of such programs, in part besause of our presont
inability to quantify accurately the bmpacts of present programs, and in part
because . f Lncertainties about waintuded stie ..ﬂ'cug (such as displacement of
unsubsiviscd cinployent of training accivities that otherwise/would have
vecurred) ana the capacity of « istiug institutions t.. absorb or manage offectively
such an exparsion Regaraing this lattcr(it' is impourtant to ranembor that the
largay decentialized CETA 83y sten. Laos Deen ia place for ounly a few years and
that iu that brief pertod ic hus had t. manpge o rapid expansion w progrutu U pes
and expenditures as well as several shifts i policy emphasis fro, the fideral
lgver Considering tho cir. un.stances it hae porformed admira Iy For the neat

s —e
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few years a more stable environment for CETA and an increased focus on struc-
tural concerns is desirable. After that (and with our rapidly growing capacity to
Assess the consequences of these programs) we will be better able to judge the
future potential effectiveness of structural employment and training programs.

. Senator BENTsEN. Ms. Sawhill, would you proceed, pléase.

: smmﬁm'r OF ISABEL V. SAWHILL, DIRECTOR, NATIONAL COM-
o ) MISSION FOR EMPLOYMENT POLICY

“Ms: SayHILL. jSena.tor, I certainly appreciate the opportunity to
 appear heré teday and I want to note that the amendments to CETA
whichl require the Joint Economic Committee to submit a report on
these issues later this year, alse ask the Natienal Commission for
Manpower Policy to assist the JEC,.and we are pledsed to do so,
Ane we ars ve. y comceines VAt thews 1110,

I'vant tonots vhat the full Jommission b w810 v oz oot
to review the testimony that { preparcd today, an  wipn it 1un
with all of my views. R

Nevertheless, we hope.to e sending you our fuapth 1w 1epol
very soon, and you will note in the report that tle Con.aniision ha
adt?;csssed the issues bemng discussed here toduy. The Comaraissio

recommends that the highest priority Le given to new studies and to
national debate on ways 1o mainiaii and iucrease ‘smplcymeu
without ¢xacerbating inflation :

In my prepared stutement, v hut Lhave ticd (o do 1s address thre
questions. These ure the thive qud{‘ous which were lighlighted i
he CETA amendments, and which were also highliglxtei by Repre
sentative Farren Mitchell last week. '

The fiist question is whether ot unot selecctive employent au.
Galoihg programs can reduce the celitivety high unemployment rate:
aimong certain seginents of the iabor force; the second question i
whether they can decrease the national uneniployment 1ate withou
exacerbating 10flation, and the third question is the extent to whicl
new kinds of incentive graats or other mechanisins can be used te
vulve the private seccor move in providing opportunies for the
stractucally unemployed. 1 will take each UF those questious up in
turn

Ou the e whietha o 00U (heon paopiais wan sthic, o wad
sastana a deer ase 1 unempioy men. rate. amung those seguens of
the fabor Jorce by, special difficully i obtaining empioyment, 1y
agswer oo uld b summarized us follows

Fust antit aocently, these programs oo aodalivaly anwige ool
L anl yoo our Autt w\tih.ulnf Lo exampl : th, upd.;. b dd CEYA
Lutsiavon the ¢ weoe 27 millicn etigibles {0 abuat 2.4 wmiiion Jlots

Ob viowaty b dedta V-1 decd of dscretn oia the honds of Lpobo.
(Y] \I(‘filn' Wi wai il. u(‘ll ur .‘\'N'l lul u;mii tll’lhl , t.lu[ .l“llnu_;ll l ln‘ll«
soate such dl coeton 1 d s sl aiace iy s of Federat Choatatin
critetin uee boand (o1 e unl;u whao o Lty ney atnddens 1L bedieve
the s un of dise et nn that
with acbitey i sbucoan Lol

Therv w0l (e pootlom

ateria hoce R llu\«ln,; f

hcr\ auve tad o dha prast s e Lo avnlotia
S JAWEH

'll..\\ i ' ' [ ] e b
Y I EUORTY IV DO TN SRS

v

Fadonctehs o thet funad Vo w0 i v ol a pho e
H I;lt'l l CUapen ¢ Llll WaLacats bl g, ,yl\tn t lullul.la'll [hbj. -11'5
the hest th oo we bo v beon e 1o o0 TR B P {u1
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Second, I want to make the same point. that Mr. Palmer did, which
is that these programs are.more 1ikel¥ to change the distribution -of
- employment than the distribution of unemployment because they
. ttend to sttract people from outside of the labor force.

" My own feeling is that the line between being counted as officially
- umemployed ‘and being out of the labor force.has become very,.very

- thin, indeed, and that it would-be @r if we paid less attention to
* - measured unemployment per se. * 7%/ . . o
‘ . The third point 1s thatspecial job creatien programs can normally
be expected to improve employment opportunities for the groups they
are targeted upon, but we should ‘be careful not to assume that this
will occur on & one-for-one basis, the reason being that many of the

people who participate in these subsidized job programs would other- -

wise have'found employment in the regular labor market.

The extent to which there is this substitution of subsidized emple
ment for unsubsidized employment depends, of course, largely on t
wages and working conditions being offered in the subsidized jol
relative to those in the regular labor market. : ot

Fourth, assuming that these programs are successful in improvic
employment opportunities for the target groups, you have to then asl
“VJ;H, is that at the expense of other mémbers of the labor force’?

I don’t. think we can pretend that there isu’t some loss for the: ;
ot?er groups. However, 1 don’t think the loss is oue for one.

think that, particularly if lsbor markets are highly segmented by
age, race, or sex that when you improve the upportunities for one
zroup it doesu’t necessarily lead to declines in opportunities for others.
f, in addition, you combine selective policies with more general
stimulus measures, you have some potential to reduce overall ynem-
ployment rates rather than just substituting the unemployment of
one group for the unemployment of another. :

I would like now to turn to thesesond question, aud that is the ques-
tion of whether targeted progréims can achieve a1.d sustain a decrease
in the national unemployment rate witBput, exacerbating inflation.

" I have touched on this issue tangentially but. I want to address it a
little more specifically.
.. I am not sure I have anything tegribly new to say here. 1 would
. agmin agree with Mr. Palmer that we don’t know enough about this
. "question, and we don’t have enough confidence in structural programs
*.  -as yet™t0 say that they can cairy u} very far toward achieving Hum-
' v phrey-Hawkins t{lpe objectives.
Y * However, the t eory 1s that if we can taiget ou loose lubor maihets
and ‘expand demand there, and then st the .ume tinie expand the
‘supﬁ‘ly of skilled workers to tight labor narkets, where skill bottlenccks
push up wages, that something could be accomplished on this front.
One more issue which we have already discussed and which you
raised 1n your comments about Houston is that the theury is very
difficult to trauslate into practice. We just simply have not come up
with very good ways of identifying and then targeuing on either loose
or tight {abor markets, : .
The second point 1 wunt (v anuke in response (o thi., quoativn is that
employment und training jawograms can reduce wnit lubor costs.
hey can do thisgithgr by improving productivity at existing w ..
i by directly redueinﬁagc costs through subsidized job prograrus.
A reduction in unit labor c¢osts, iy, turn, will in many .ases be passed
wi. o consumers in the forw of lower prices 1u the case of public

‘D
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employment programs, any reduction in labor costs is going to get
pusse(f on to citizens in many cases in the form of lower sales or
property taxes, but the results are somewhat similar.,

“I'think that rather than taking up any more time on the question of
intlation, I would now like to turn to the third question that I raised
at the outset, and that is the role of the private sector in helping to .
‘achieve these structural objectives. Specifically I want to focus on a
fomparison between job creation in the public sector and job creation
in the private sector. R

I have quite a lengzthy prepared statemient about all of this, which .
I hope you will have an opportunity to read at your leisure, and [ will -+~
only be able to give you the highlights now. . .
o . Tlhereis a table, if vou haveq copy of it up there, which might be
® yseful.tn wlance at while I am talking. It istable 2 of my prepare!
statemenyt.

What the tuble does bs categorize job creation programs accordi
to whether they tuke place in the public sector or the private sect
and then further catcgorizes thend depending on whether they ha
countercy clical vi counterstractirl oll»jc(-livc.. Finally | eaumples
existing prograue that fall under ench of these categores are liat
and Thave tried v give i beat e &fﬂ'l‘&u'n that 1 can cote ap with
some of the relevant duwn in the body of tue tabie

Withat going thiough those numbers—taking v v Lol (ho
huve analyzed them correct]y thihk that the possibl. coduiusi.
aud policy recommendations vne could come up with weuld be inore
le<~ the followiny: :

Firat of u”, we e canncetly sponnling Lo note of G bud ot
tosources o public se. tor thun on private secvor job ¢eatiog

I would suy that the rutio 1s roaghly 0. the order of 3 tu
atter alfowing for the fact that sogfe of the tax credit progra 1 b
not vet built up to their full strength Jaud car eatimut s of how uu
the will be utihge.l is very ancertain at the carrent tune

Scaator BeExrary  Ms, Sawhill, let ‘me say that the adoan v
<vongly opposed the initial tax credic by the private sector st ws
resalt, 10 was one of the best kept secrots of that yeh

\ l(»t .Jf elupl« vels dudn’t lmv«. any kuo.\lc(l,;c T
Lope that will change .

AY| S‘\\VHILI,. I thin o o taako bt iln,n.l | ST ¥ SN
tadJeed one of gy recor men i g 1s that we st ket U
Plocdialas gl l:('lu:x llmu vwe linve m\lhe p(.nl .

[v second jotut hore choogh was that wo sup b dank L.
movitig tewar L more cotngol .:'li;.;ihi“()‘ standuras wero gl G the
l)ln.;l'nlu.\

I\\\uul.l i ot b oo 0 et vattentl s L, " Lol L
aeftan i, gl ot o bowe bay e sometla P O R T N I
i’:éFZ But o o l\!(.*.lt Cac chgathity vadcs vanboe D BT o
T ...:u“.\' stente b tova Ut :1ll'll\lul..“) Gt ced 10 ne
l)c s ll_'.;‘}lll\ L o Rl uy thl 1 but 1t i, cetoanthy Dot conn o .‘11 A
t‘:.\('t'|~( to the extont that the walo 0y avc wit die sia oo

CCOtiolny 3

anll.\ [ E I T awal ko - 1ol ' . | ol
o lan oavalys dte seractucdy ddec L V)

M we dbve ab theee various tova i e , 1 )
..,'\pmum..iva for the :.ll..«:(ul,‘u“'\ BLCuproe G an A

\\}1‘\ 1 is chat we Lavo didlerent | LEtabla for dafe. 2 oanps
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I don’t think the answer. has been rationally thought through. I
+ don’t know, for example, why we should haye a welfare tax credit for
public assistance recipients on the one hand and a'targeted jobs tax
credit for seven other disadvantaged groups on the other. And g
don’t know why thdse grou s, in"turn, should be different from th&'. .
groups eligible for CET A title II. * R '
There could be good reasons for making distinctions between the
programs, but no one has come up, in my mind, with a satisfactory
rationale for why you-yant to segment programs in the particular
, way thht we have segmented them. . .

Next; in my comparison of public and pr'fVate»‘approaches, I look
at the level of subsidization in each of "these programs. I note that
PSE programs are effectiyely 100-percent wage subsidies for publio,
employers. = \

then have to raise the question: Why do we provide 100-perce
subsidies to public employars and far less than 100-perc¢ent subsidi

to private employers, particularly when. 1 think we' would probabl
yagree thaf the target groups in the private sector programs are mos
difficult to employ? If*unything, thero would be 4 rationale foi pru
viding deéper subsidization whero you have your most difticult (o
6_11){)]0_} groups and it.seems (o meo n;.:lg wow we have that backward

lot of debute about PSE vercus age sabsidy o tun credit pro
soatus lavilves an estingation of the W8t hu duetl couls f such of thuse
approvches Chese r.ualai‘in turn, depond on s hat peoplo tend to believe
nt)out substitution or whndfall fain or whalever you want to call it,
when we pay cuuploycs to do what they wabld have done wny aay

I have woue through the eviden s on this oue ity testimon,,
whd Lo give yoa the bottom line wgy, b oeoncluds that ers s no
evidence that ths not budget oot Q.f l('-.nllu,iug ji.bos ii luhe,endy
lowes mnothe pabli. sector than I the gil.ate secior If anythong 1
think th, evl.i«ln:c caggest that jou cvcaioa may be loss capgsive 1a
the piivate scotor )

Senator BENtoe Vo aon't by oL Lo Lappe . Gt ol w
«bsidized period?

Mo SA\\H}H W hav L T
Lae canl spetulute toat et sitiog il o asabsiid, o Jobis 1o poul
ably higher if you 1 pluce pe plein the Y vate sentor Yor v \Hlin;;,
they may stay with the emapioyer that provided them wink a subsidized
Job, but cven if th.y don’t, they wiay huve gocater upporlunlties to
mah :asacces ful Gansition. Alof ths awecdotyl evidette that 1 have
picked up urount the count and there ure o Lon suarve, s that bear

on thiy Question . indicate hat privale canplovers heavily discount
expetience in the sublic cecion ¢ pooally subspdiacn eapetlence i the
p\nll)lic sectar o

Senator By o L YT B T 1 L e Y]
fhis Ia Ic..“y prh tooentag b a per g va e L Lt f the
diatadlet you  dda o ocbhate o0y, I

Moy S e by s be hl.l:.x o daye P T o
Litte Lo l.(:lp Yoo e thay i tan

b ek froanit In Ly epalad a\}ul P Loy . '
TN T TTYIY v iploy 1 ubda l%.t\t. Alabide ) vl L LG frb i v
ated b sure (b tegalutions wie a0 Vo o 'f‘lm-y
Waott Luse th g,

Scuator By, Vo
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Ms. Sawnire. I E4v¥a Fecommendation here about the point that

hrogr and informing employers abdigt.their existence. .
P Als?,:'nii is important to reduce the,bt;?aén-bi-pdmhﬁ's'tmtive redtape.
1 have read the guidelines that the Department of Labor has sent out
te the prime sponsors across the country in which they have been told
that as part of the'implementation of the new title VII, they should

market these tax credit programs, and I think there is ‘a real effort to

“you raised earlier, which4s the impoftance ‘of marketing the tax credit

", overcome some of these past problems, but it will take continuing work.

Well, I think that in view of the time, I will stop here and perhaps
have an opportunity to comment further if I think there are some gaps
later on. : . o : ’

Senator BENTSEN. Thank you. b S i,

Ms. Sawhill, without objection, we will it ert the entire pr. it
statement of each of our witnesses today in uhie hearing record.

Ms. SawnrLe. Thank you, Senator,

|The prepared statement of Ms. Saw hull follows ]

PREFaneL Sraresuest or loastr V. Savwaa,

My, Qirlullﬂ ﬁnd members of the conaulttoe, 1 Sery much apgs.oaanils

,purtunit{ to participate in this i.npectanty set of nvarings on syructural ur
pioymcut understand that testimony fron: these hearings will be used
paring the Joint Economic Curnniittee's report to Congress this spring.

The National Commission for Employment Pulicy, which is recLuircd Ly
1978 amendmernts to the Comprehensive Eraployment and ‘Craining Ac,
assist the Joint E.onomic Committee in this endeavor, is pleased to uo ¢
want to note that the full Commission hay not had an opportunity to seview
testiniony I will ve giving today, ana :‘K..s might not concur with my vis
Nevertheless, the Commission is Jdeeply coucerned about these issaes In
Fourth Annuat Report to the Coinyress and the President, whichi will Le isgu. d &
weck the Commission recormmends that:

“The highest ppiority be given to new stutivs wud 4 vutlunal MLnte wu w
‘o naintain and increase empldyment without exacertaing infladon
and further stat¢s that: ’

* “*[here must be better ways 101 u wivillaod soulety Lo deal with bafloto
t. pltsue policics that increase uncinploymend.”

t is i) undersianding that the overall purpost of (Le ¢ hoaalug Ls G cann
e abdity of selgetive empluynient and training jaograms (1) o relduce
relatively high unemployment rajes ainoug certain segments of the gabor.fu. i
and (2) tu deeiease the natidnal unvmploynient rate Without exacerbating infi.
tion I telieve that sscectainiug the answers to these questiors, and acting upai
then:, should be high on the natiou's agenda. Yet there are very few people
either in or out of {governinent, who are focusing on these questions As o result
we know fa. l¢gs than we should about the answers. .

‘The current a\iministration caine into ofice cdminitted o thie gnlnaple of ushay

sclective empluytnent measurvs to reduce unenployment The ¢concpnic sthpulus
package of 1977 heavily wuigtited in this direction, especially-in its unprecd-
dented reliance on public service empl.yruent However, because these programs
were so.mewhat new and antried, because they were designed to 1neet many con.
Bictiug objectives, and because of their adiginisirative complesity whigh has jaade
them difficult to 1nanage, these | rogrufs have subsequently fallen ouc of favor
among many :ac.abers of the punHg and their rupresentatives in Conggess.
. Simultanecusly, theie nas ﬁccu bme questioning within the academi. coin
p.unity of whether such progiatns even if perfectly designedl and implemer. ved ~
ean achieve the two objactives which arc the focus of these h:arirgs In thiv cou
text, I have r asth interest the testinony of those wiinesses who appeared
befoi ¢ this (bmn.ttes on Febraary 8, Although che flual verdict is not in and
probully w.on't be for Liany yeacs to cowme, my re.ding of tuis liter.ture 's.lgibcsts
that the jury, although not unanidic us, is gencrally optinustis about the ability
of ‘L’ure{l.ily ‘designed e.opli yment and fraining programs to ceduce uncmploy
m.nt in relasively noninflationary ways Howeve., those who wre skej.tical abolt
this jotsutial are asking valuable yquestions; and tuey aie probally right to sug
gest thad we shouid lowe. our expuctations . :
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. What all of the foregoing suggests to me is that we need to move forward aggres-
sively on two fronts. First, we should continue to support basic research on what
the economic effects of selective emplo&:xent and training policies would be if they
were designed and implemented according to the best specifizations that our theo- -
retical understanding can provide. S8econd, we should seek to improve the design
and implementation of current programs to move them. closer to these théoretical
specifications. Quite cifically, we should seek to improve on the record of
recent years by distilling from, that experience the mo£ﬁcatiom in design and
administrative practice which can make a differbnce in achieving critical objec~
tives in the future. Clearly, the Administration and the Congress have alread
boiun this process. They have refocused CETA on the structurally unemployed,

tened u‘) on the administration of the program, put a new Targeted Jobs Tax -

Credit in’place, and.revised the WIN and Welfare Tax Credits in response to

ast' critigggm. Continued monitoring, evaluation, and revision will be essential
if we are e¥®r to have enough confidencé-in these progtams to use them on they
much,expanded scale that would be needed to achieve the objectives of the Full
Emptoyment and Bhlanced Growth Act of 1978. The national'commitment *-
full employment and price Stability is in place, but we cannot.jgeet the goals
this Act by wavin almgic wand. The only recourse is to begin now to experiine
with pew and.revised approaches§ilh, the hope that they can Lecome the vehi
for trzsmlatin‘g our aspirations int0®eality. ’

ThE ABILITY OF EMPLOYMENF AND TuAINING rnoukase iv wtdnos THE srRU
TURE.OF UNEMPLOYMENT AND KEDUCK THE NATIONAL UNLMPLOYMaNT KATE
NONINFLATIONARY WAYS

[ would like yow L, suwipnia Vet an Whoughds o@Le ca LGS e,
wiich the Condress has requ « JEO 1 repart on in March

First, “‘can targewed structury loymene and traiuing pfOgra o « Lle. o au
sustain & ¢écrease unemployiueny rates aumonyg those segments of the l.be
force ‘having speciat difficulties id obtaining employmént?”’

(1) Until recently employment and training programs we.. tufatloly Lntal
«ted The stalf of (he Cominission has estimated that, unde. the ol(f CET,
egislation, there wore 27 million eligibles for about 2.4 nallion slots, This left
great deal’ of disuretion in the hands of leeal prime sponsers to decine who wat
‘having special difficulties in obtaining empl.yment '’ Some diséretion is desir-
able since any set of federal eligibility ciiteria is bound to be somewhatu.rbitrary.
Howeéver, withoyt the tighter targeting introduced in more recent legislation,
the progrums could not effectively serve structural objoctives The isspe of hoWw
to define ‘‘structurally ugémployed”’ or those having “‘special difficulties obtaining
employment” reinains amil\y incoiue and duration of unemployment are imper-

feot criteria. :

(2) Targeto. suiploymont piugiuins sr'v mwns hhely to chauge the astabsution
of employment than the distributfon ¥ inemployment since auy «xpansion of
opportunities w.ll attiact people from ,utside the [ubor furce. Many of the latter
are discouraged workers who fuce ypecial difficutties in obtuining cinployment,
80 this need npt Lo viewe, as a negative outcome

(3) Special jpo creation prugrams ean normally Le capocted to tuaove etuploy -
uont opportunities for Brget groups, but it should 1.0t be assan.ed that chey will

do 8o on a ope-fyr one basis Many of the people who participate in these pro-

amt would otherwise have tound e.aploynient in He regular labor market, This
isplacement of regula: employment Ly subsidized employment i. particularly

likely to occur it wages nad working o..aditions in sul.sidized jgbs ure conipetitive
with, or superior to, thuse being offered in the regular labor: ket

(4) Asswning that the programs are successful in increasing emy.l.y uicat aud
.vduding unempioyment among cettair, segmuents of the labor force, it is likely
that these gains will be a Jeast pastiaily at the expenso, of other groups This
hecessitated that sume eatremely tough political ;udgments Le made about who
should receive assistance. This kiad of displacewent -of one group of worketrs for
another will bo less 6f a problewn if labor markets arc highl s aggmented (by a e
race, sea. eto.) and if selective polivies are used in tandem with general stin.ulus
tuc8sures bu reduce overall unemployeﬁunﬁ. . ’

(5) We should distinguish betweeg short , o . Lapgias, ohBugas Lu the stg
Gy of eraployment on the one hafll and fong-uu or perm .nent chin e m hy
vther, PSE or work expe.ieace progriaus by he the quickest and surest wa, tg
Gcfnng.. the structure of employ.neut in the shoct vun, but training «nd pla jepnt

the j.rivate sector may have the grewter impait in Jhe jong run i

The sccond kgy question to Le addresseu at these | catings is:
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‘“Can targeted structural-employment and training: programs achieve and sys- "
tain a decrease in the national unemployment rate without exacerbating inflation?”

(1) In principle, employmert and training .programs, can- reduce inflationaty .
pressures gy selectively expanding employment in loose labor markets where \’lgés
are ynlikely to be responsive to increased demand. Alternatively, they can provide
an increased supply of trained workers to tight labor markets in order to ease skill
bottlenecks that push up wages. These principles have never been imé)lemented
on a ule. which would Prm’ige a fair test of their efficacy. Moreover, identifving,
and then targeting on, "loose’” and “tight’’ labor markets iy much more ditﬁcuft.
in practice than in theory. 4 . ) '

2) Employmeng and training programs can also reduce unit labor cpsts either
by improving labor productivity through investments jn education and trainiag
or by subsidizing wages. A reduction in unit labor cosila1 will, in many cases, be
assed on to consumers in the (o1 n of lower prices, or (in the case of public employ-

* ment programs) to citizens in the frong of lower s(?les or property taxes.

(3) The above considerations suggest that in order to reduce the unemployment
rate in a noninflativnary way,- employment and training programs should ' -

designed to:

(a%ni_mprn\'e the productivity of the labor force generally;

(b) provide trained workers in skill-shortage areas; . ]

(¢} provide subsidized job and training opportupities wherever there 1.
surpluy of individuals who want to work at existing wages but for whom th
would be no “effective demand’’ in the absencowof such aspistance. .

(4) In pact because they havb been designed to aahﬁuve other objectts
current programs depart from the above geinciples 1 soveral respects:

(4) ’I‘L(-y are heavily oricnoad towara providing iacome maintenance t, 1.
tecome famlies rather than toward tniproving the overall productivity o
efficiene ¢ of the work fo e . .

() Tf“lurc is taueh move v oo v L Weation U oa bratuing aud b
Gainlug veeads is relatively inexpensi ce, shovt term, wad thas not highly off. cti
in mproving productivity, Moreover, the skills whiclr are imparted are n
u¢ essarily those that are in gientest o mad. )

(¢} Job ceeution programs are not focased ot e fon wago computitive secc
of the cecnomy (most jpb cveation 1s in the publiy scctor)” Moreover, they a
N6 adeguately targetod oa ardhs of high uoeployment  binally, they do n
always serve budividuals who have no wlternative empl.yment opportun:ti
and a1c as a result, willing to acoep o low-level low paying jobs  although )
recent wacnd.nents 1o the VECA legslation ha ¢ moved the programs in ok
generat direction :

It should be notea that b ey bopond Leastus tor U doslgaing progran
tn accordance with the alive poinciples Spedifieally, if o.npluyinent an 5 trainir
progratus are viewced peinarily as 8 wa, to Laprove the immediate distributic
of income and job oppurtunitics; then Lttle emphadis toed be placed pn the.
polential tu);f\pm\ ¢ productivity and weet the neclds of ewplayers for skilled
workers. {u/aBoct there may be some conlict betweon achicving equivy and
efficiency opjective . whicl can onig be opobvedan the po“ticni arena. og: ulnj
desigm:éf of achtove a faiter di tributiga of opp.atanities will ot necessarily be
the boat ) rderatna fo. 1 atsing the GNP &nd s.ducing thic rate of infladion consistent
with any leVel of oveiall employmcnt +

-1 0 Y% bl_‘.l\-l:l*l\lv.lx P ) e e e \
.
A}
| PYSRY T Cnntt UL FA quuiag B sl LGt e oy L
dicacy vl vy loymer t gt Gasning prﬁlun,a, thie ioa ivitner wquest i the
Committes vianilne “incendy ¢ grauts’Vor Dther eaas of ene, urdging privste

employera Us Ltee intuvistuals éligible for Ch LA L prepa. ation for submidting its
Fourth Anuval Keport, the Commisaion exatnned the role of che private seccor
in providing op.portunities 10 the struciurally un mployent i, sone detayd  Ae-
condingly, in che remaingli n.y‘teathm.uy#' wiltrevicw oy atudf saud . onsultaats’
findings vn the celutive cllcvtiyeness of waluwidiced joby creation i the public vs
the private sector 5 { :

& '
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The United States, unlike many European countries, has relied heavily. on joba,
creation in the public sector. But if selective employment gro rams are ever to he_
used ori & much expanded scale, greater emphasis will probably.need to be placed
on creating jobs in the private sector. ’ ‘ e

Any analysis of these issues ahouild begin by noting that; .

(8) Wage subsidies .and employment tax credits involve using the financial
leverage of government to increase or redistributé employmént opportunities in
the private sector: Subsidics and credits are functionally eqdivalent and thus are
often generically referred to as “employment subsidies.”” The choice between them
rests essentially on administrative andjpolitical considerations. For example,
suhsidies appear in the budget while tax credits do nét, and the 1 jon es-

} tablishing each is handled by different congressional committees. One potential
. groblem with tax credits is that they cannot be used to Induce changes in the
ehavior of public or nonprofit employers unless they are made refundable.

(b) Current PSE programs are essentially 100 percent wage subsidies for the
publia sector. Thus, one can immediately distinguish between subsidized job
creation in the private sector and subsidized job creation in the public sector

(c) Such subsidies can be further distinguished by whether t ey are desig
to achieve counterceyclical ur counterstructural objectives,

Thig, particular chisracterization of programs leads to the four-way classi,
tion scheme indieated in Table 1, This classification, i turn, raises a numbe

. further questions: t

(0) What is the wtasenatl allveatton of the fodeial boaadgat tetween lhc:{c 1
program types:’ - ' :

(6) Hew do sutwidy Lavol, iy Jole vy wes oo Pros sl

{¢) How do eligibility stundar fs v ay 6 russ p.ograins’

(d) How muny peopls dre eligil lo for each pmgrum a0 P
a1 e poogrant can aeet its detined um s cree of 4 eed?

Sowe of the datn necard to auswer these questione wi. . adead o o
g major concNsivus to be drawn fron theso Jdata are
{a) Ruriag FN197Y, sperding suthority fur public o0 ¢ proagean . o a1

do bittion and cstyuated revenue losses from private sedt .t prograice s.oa !l
than $200 wilion ® Howover, FY 1979 13, to some excent, & transitior year
hiet the New Jobo Tax (redit is being phos.d out ‘and ths rurgeted Jobs 1
wedit is 1 sing phusid i By £V 1981 the tax «redic prograsas are estiaatod
pfoduce tevenu s losses of Lout $500 nallion (3.6 Lavte 2, footnote E)

(0) Tho subsuty level 1y the private sect.r program is uch Lowes tho.,
tho public sectof jrogiaus althugh the privute sector taiget groups . .c so.
what more disad, antaged.

B, age .
Cuutn,
1 . P il Govnndor il o Lanal o
P Exuupia: CLTo 0 - Examphe: SEVA o} .0
rogedu Ganeral mnploy v | it cadias Categoricul employmay , 1utsi .
Example: New jabs \ax credit ! Example})m{etad Job; tax craust
. - " - . - & ——
clhaa g ¢ b avcined seveulo losSes Wit viel 20 L.l bave e badgote, &g

w aiscal yes .

\
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“TABLE z-runnme AND ELIGIBILITY FOR CUUNTERCYCUCM AND COUNTERSTRUCTURAL EMPLOYMENT PROGRAMS ) R ¢
"‘ o b sy Publkuctm LN Prlvatosdtor : ,I'
) C Ty Counmcydlul, (A i cm el o
L o ' - telld o Tud fobetrcndt CWntmtmctqu, WINcMﬂil
‘. - 3
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' m, wdon l&ﬂmmums Nud mmuah Dectiber 1978, Ao doductns sl

(utlmdal el st s §1 mmum ildlne msu% d unl disglauomml In CETA, T8 p‘&nt displacament I NG, 1)1 ana WIN
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|musmmwomrc&mdzmwo IN) by fieal year 198 yur
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g . _(¢) There s overlapping cligibility scross the varlous programs with no par-,
» tioular dationale in most cascs.’ For example, the WIN nnd Targeted Jobs Tax -
- *. Credlita ofter the same subsldyukvola but to slightly diffetent groups of people.

- (d) Theestimated universe 8
A . 1n the case of public séotor programs this is booadse of budget constraints.
onse of private sector programs, which ayftopon-ended in a budgetary sense, il is
< 4lue to p low take-up rate on the part of 8mployérs. v ,

<" PRKVIOUS ‘EXPERIENCE WITH PRIVATE SECTOR JOR CREATION.PROGRAMS |
' i’ . *

ligibles is only partially served in each pm{rum. A
n the

. 'The ﬂ'rat ful]:ﬂedged use of pm'ploxliwnt- subsidies ? in tho United: States was” < .

-introduced as part of the Révdnue Act of 1971 and was designed to encourage
- business firma*to hire. welfaro recipients enrplidd jn the WIN program. This Act
i wha Inter amended tq cover a broader. group of wolfare rocipients and to allow,
R ,
.. /yof the Revenue*Act ofs

¥, - Under the pros1¥98 law, employers were able to receivoa tax credit equal to
+ 230 perognt of the wages paid } durihg the first 13 months of gmbléyment to indi-
¢ .. v.i-vidualy who had recelved AFDC for at lcast 90 days or who,had ‘been piaced in
N em'floymenf. ander thto WIN' program. ' Lo See @
¥ . . _Thewxperience with the WIN and welfare taX tgod beerr disappointing. -
* . '"The Department of Labor has estimated tha ,-o?t i g for welfare credits
, .have runlees than 2,000 per year. In 1977 emploferd ci AN credits on behalf
. .of ‘'onty 80,000 workers. This number is less ﬂmt‘ﬁ’l cp Il heads of AFDE
- drcent of employed AF reCigiIE In addl%lonk two.

“ familles and onlgi‘p-e P , C redig
. ; surveys have indicated that iess than 10 percent of employ®hs
: hiring of WIN enrpliees to the avallability of these crodits It appears that e
" i ployers ‘have been confused by the differing ruies ‘under whish scredits may %

- . claimed, digcouraged by the,papetwork involved, and that, in any case, the sub- '
. 'wld% rate may have been todflQy
, he New Jobs Tax Credid-(J}R
priented- program fo!incrbase ¢y
of the Tax Reduction and §j
with ¢redits équal to 50 perden

to
: (gew_'ﬂs a mqre broadly based copntercycliea

tion Aot of 1977, the NJTC provide .
ngrease in their FUTA wage base qver 102
§p¥reent of the previous yi hubject to various limitations—such #s 4’
. ~cap” of $100,000 in credies go firth. The FUTA base for 1977 consisted
~ . sof wagts piid of up to ¥4,200 " Reaulr 6e. Thus, a firm whjch expatided its em-

. p’l.ciymejnfl could receive 50 po g new woi-_l‘(er'.s first $4,200 of’earnings as

N .o tax oredit. o . R ~ . -
" “ " Evaluations of the N3TC have indicated (I) that many firms have beén ignoramt
.of ita qx;atence, (2) that many of those who knew ahout*it did not: qualify (for

‘that about one-quirter of those whb knew about the credit and had established-
-thiit they were eligible#to receive itreported a cgpsclous effort to increase.employ-
- JiAL-83 a result ofl thie credit.® Three separste studies confirm that the program has
4 hida positive impact en employmént levels and at least orie shows a significant
. = reductiqn in prices as a result of the credit as weil. Based on his review of various
*+ ‘sthdies to date, John Palmér silggeats that the NJTC may have produced several -

ot .';lmndre thousand additiprial jobs during 1977-78 ard a rnte~of_in ation whick was . -

a

¥ . s!somewhat Rss'than half-a pointlqwef for 1978.F . Lo
- There ard sevéral iedsons to b learned from these previdus experiences:

< ' om@to market theWu more aggrdssively. - - . ,
R J Second, smail subsidies on‘crg{%ts and capped pfograms may not be sufficient
. +" .to tmcourage empiqyers 1o change ‘their behavior, especially in tightly targeted
+  ‘programgs where thetactudl or per%"e*fyegl productivity of participants is likely to be,
. cdow. : ' T . s

% (a) Fire 4(,&2§gort¢nt,t{)p-bmﬂze infotmat]o:;‘p out employment tax eredits *

'
’ . . .

—_— R ) I S
, 3 The NAB~JOBS program precursor of.turrent employment subsidy programs,

attgibuted their -

u
.

nerato interest on the part of thea,employﬁr.
Y .

playment at lower wage leveia: Passed asﬂpnm -
d firms -

. .example, because their'gmployment levels failed to expand Suffiojently), and (3)

.nonpusiness employers :3 7psnr,y.lolpa_b-e. Itl 48 ré¢ently been amendeq agaih as part <«

)

Vil

-

a

“«

-\

“

x

¢
¢

&
to some extent, & L
‘but since the émphasis was on fl"cqligracu, it'is reviewed in NCMP 3-27-78, “On-theJob Training: © .

3, A Review of the Experience.”’ = ) . N
’ this-law has igw been amended and thesubsldy is Hore generous, the change is less than first
", meets the ye. Underthe old Iaw,'smployers could take a tax deduction against subsidi Agee
* " the: law they cannot. At & tax cate of 60 percant, the valne of the two subsidie
P tax tate, the new law 13 somewhat more generous. ' . M )
ent of Arnold H. Packer before the Bubcommittes on Administration-of tiliernal Revbnue
%= Cods, Committes on Finanos snd the Salect Committes on Siall-B , U.8, Benate, July 18,1078, .
h » .4 Danlel 8. Hamermesh, *‘Sybsidies for Jobis In the Private Secton” in CreatingJobs, John L. Pajmer, ed.,
-

B‘ookinu,‘ C ~ - ..
o Robert Eisner, “ Employment Thxes and Subsidies” (procesed), p. 10 I, -
s, t,,7:Johm Palmer, Statement before the’S8ubpammittee on Administration of the Internal Revenne Code;
' ,Cmn%avn Flnnnoennd o o '
l ’ .- ‘ ‘. 1 .. :

.the Belpct Comtmittée on Small Business, IJ:S. Senate, July 18 1978,

’
s 4 .. . V. . A . . .-

LN
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«lmprove the condition of local govergmental

. T RN ' >

(&) 'Third, empldyers ®ill not participate if they nre required to comply with
excesslve amounts of regulation and paperwork. The adm rative costs as-
sociated with recruiting and certlfylng eligible participants iy geted programns
can be espedlally burdensome, - . o

AL
=R g %
THE GUBT OF PROVIDING JOBS IN THE PRIVATE VERUS Tﬂ%up

BECTOR

Both public and private job ereation programs suffer from the problem of dis-
lacement. That is, cmployers use the subsidies to hire people that they would have
ired ngyavay. In PSE programs, this problem Is often reforred to as “fiscal sub-

stitutien.”” In private sector wage subsidy l)rogrnmu it is often lxil)ellmll even goro
perjonatively, as a “windfall gain” for emp oyepy. Theso differences in terminglbgy
should not obscure the fact that the processes are csseatially equivalent in %c
two cases.t " .
In-the public sector case, the payrifil savi

quently enable n local government to kep sales or p perty taxes lower than they .

utherwjse would be uver'the longer run. In the private scetor case, ‘windfall pru-

fits”’ in the short run may result in an bxﬁnnsion of output and lower prices (ex-

{::cinlly in competitive industrics) over the longer run. In-both cascs, there may
s s0Me rcr.luchiqn in inflatiopary pressures as a result of lower taxed or prices.

"More ﬁmmrn ¥, most of thé funds initially freed up as a result of displacement aro "' -

oventually ¢channeletl back into the economy. 1f this does not occur through such
means us lower taxes or prices, then it will oceur through greatér dividend pay-
ments or investment in the private sector and less borrowing or mote capital
expentituges in the public sector. The distributional conséquences of these secon-
(lury'u‘lncutionsé)f public funds are.currently not known. However, thert is clearly
greater political revulsion uF’iiust providing subsidles to the private as compareil
to the publio sector. Federal government revente sharing fur private enterprise is
wiot dn lden whuse time has come, except Perhaps when sueh subsidies take the

form of investment tax credits.y

. These politictl considerations aside, the choice hetween publse and private
seetor subsidy-programs should rest, in large part, on-the budget costs per job
created. This eost, in turn, tlepends on: . :

(a) the'level of the subsidy in each sector: and

(b) the displneement raté in each sector, .

CGurrently, with much higher dubsidy levels in the public ‘than in the private
Bector (see Table 2y, PSE is clearly & more expensive ,program unless it can be
shown that displacement rates are very much lower in the public sector, Table 3
provides syine }iguros to illustrate this point. .

The table indicates thag with a 20 percent displacement rate in the publia
sector and an 80 percent rate in the private sector, private sector job creation is
still the cheaper alternative because the avera subsidy level prevailing in €ET
is much hi[fh.f‘l‘ than the subsidy level estatfffshed for the New Jobs Tax Credit.{;'

A critical question, then] is what arc the displaciment rates in these programs
Do they, ih fact, diverge as much as suggested in the ahove example, and if so,

. .

‘ why?" . - :

N

erated by extta smploymen

TABLE 3.—ESTIMATED COSTS' OF PUBLIC VS, PRIVATE JOB CREATION

—————ia o o e

Public sector Private sector

l;sudgel.’......:-,..._; SR e $1.000°000,000 51, 000, 000, 000
2) Subsidy lavel . 5. - _CC_C T [T R 147, 200 151, 260
3) Tolal number @ jobs subsldized (1) divided by T2y . "1 139, 000 794, 000
g; Rup‘h;amonl u:‘umed T P 'lﬁ!.% 5, 000

"Net job creptions_ ... ... _. dreeen e 8 158, 000
63 Cost pes Job ¢ (1) divided by (5. .17 I% 11T 9,009 6,329

2 e e

v

%lor C‘EiA-PSE established by the 1978 smen'd(mvnts. Does not include overhead or ttaim(;m(i’tosts.

! Avcuze{ ﬂn'xo-l
el in the new jobs tax credit on Ist year eligilje wagee (50 percent of FUTA base 41 §4,200 minys

¢
2 Average Sub!ld{

% do-d)cleqm loss of tax qffsets'against snbsidizad wages). N )
120 percent. PR . . .
180 Forunt . N M \ ; .
'Net9op creation on thc»lﬁwund of spending only. Additlons| fabs are crbated as the initial injection of Tunds flow

through theq ecoronfy. L . s
¢ These sstimates ignote t{w possible savings from welfare ogothe&n’%,pmgum and the increased revenups gen-
-~ . (a1 [y N
-t .

Altis m‘!suméd?lor the purposes of this discussion that both iy?m of pfofzmmé are finpnced in'the same way

. mlth%t any secopd-round economic effects which occur as the funds are channeled throygh the economy are
ar. vy R .
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* Revenue losses froin the ITC are about $15 billion annually."An employmggs tax credit funded at this
level would probahly create in'tHs neighborheod of 2.7 milliot new fobs {see ’ﬁla 3).- L \

19 Both alternatives compare (avorably to th costs of creating folis %ia ncrosssthe-board tax ciits or in-
creases in government pxpenditures which, carry price tags in the nelghborhood-of-$20,000 to $30,000 per job.

\
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© metrie Studirs of Labor Demand and their Application ta Poliey Analysis,” Joxrnal of Human Re

-

. Is what a 100 percent subst

. . F3

81

The 20 percent displacement figure used {6 @ above example is con-
sistent with the first round of evidence from the? WEs Institytion fopitoring
study reported earlier by the Commission.! This ls"Pro ably a lower Hlinit since
other studles have found higher displacement Tates: 2, In ppy oase, there Is cur-
rently no consensus on what the “true” rate might be and g.nw“lt viirfesiover time
and in response to variations in progtam design. A symilar degree of. yhgdrtainty
exista with rqsgect to displacement In private sector. programs. Snve{'ul, Bropean
countries which have used these schemes extensively reportidtsplicement rates of
well over 50 percent bnzlcss than 75 percent.” Some early evidendh from p survey
of emplo ers in the UM, suggests that, of those who knew gholt the New Jobs
Tax Credit and were eligible to receive it, about 75 percent used. it to:gubsidize
emplayment increnses which would have taken place eygn without the program. i
he finding in Table 3 thay the costs of yob creatfon in the two sectprs are
roughljy comparable is probably not coincidental and may have s more fimda-
mental explanation. There is evidence tflat both public and privaté employers
respondd in much the same way to a decrease in the cost of labor by nx?a(ding
emplofflm-nt.” It tnay simiply he that the much latger subsidy levels per job in thé
public sector elieit Correspondingly larger additions to emplayment. Viewed in
this way it would not be at all surprising to find that the gost per job created is
very similar across sectors.’ Thus, the justification for higher subsidy levels in the
public sector probably needs to he made on grounds other than cost. Possible
arguinents for providing deeper subsidies ¥ to the publio sector could include:

() A preference for public sectorover private sector output;

(b) Targeting of public sector jobs on harder to employ groups and of private
sector jobs on less disadvantaged groups; or use of public sector jobs to guaranted
work to seleeted “segments of the population which would necessitate full
stthsidization. « "_'

{¢) Mare ability to control displacement in the public than in the private sector,

*Deeper subsidies for the public sector provide cheaper labor to the public than
to the private sector and could encourage an overexpansion of public relative to
brivate sector output.!® Of course, if this bins toward public sector output is
deemed desirable, then maore generous subsidies for this sector are also appropriate.

Another factor which might justify differential subgidization is different eligi-
bility standards in the private and public seetors with public jolis heing reserved
for the least employable groups. However, a comparison of ourrent eligibility rules
for PSE. (Title ID) and for the WIN and Targetett Jobs Tax Credits suggest that
the private sector programs are actually turgeted on groups with wore severe
employment handicaps, Thus, there is currently no consistency between subsidy
levels, and eligibility standards. Nor is.there any apparent rationale for using
different cligibility criteria in the public vs. the private sector, and it may be de-
sirable in the future to move these programs toward a contmon standard-of peed.
Morcover, some standardization of eligibility criterin would permit greater.cpnfral-
fzation of certificatipn procedures in a single ageney which might then tak¢.on the

Tesponsibility for verifving ind monitoring the inoome levels and other chnrgéteris—

ties of participants. Without some Attempt to streamline and improve thed

! Natlonal Commission for Manpower Policy, An-Tnterim Report 1o the Congres*“]ob-'('renlion
Through Public Servics Employment,” Report No, 6. March 1978, Volume IT,

17 800 the review of the p\'ldln_lnw i1 the paper by Michael Borus and Dandel Hamermesh in “*Job Creatlon
Thrpugh Public Serviee Employmeu ™, op. ¢if., Volumne 111, Also Laurie Bassi and-Alan Féchter, ** The
Implicntions for Fiseal substitutlon and Ocetpational Displacemeyt Under an Expanded (ETA, (Title
VL Urhan Institute Final Repor® 1161, Octobet 1978,

“‘::nip .-\ppwl(% Ii=1, National Cqgmunission for Manpower 'nlloy, Fourth Annual Report.

YO Elsuer. op, £, /s

W Thatds, the elastivity of demand for lahor i< simifar in the two'sectors. See D:r‘mlol Hlamermash, "'Econo-

Urces.

Fall 1976, val. L1, no. 4, pp. 305-25. We don’t,know, however, the extent to which the elasticity varies with
the level of the subsidy., Fmployer responsivoness may be rélarively lower avhilgher than al moderate Jevels
of sibshily which wonlid tend to make public sector programs more expensive, ) .

18 This conelusion is shared by & ngmber of exparts. In fact, Sﬁl‘rﬂl have estimated {hat the costs ate lower
in the private sector. (Fethke, Ptighne, and W Nliamson, tn M
lnumcf of Employruent Tar Credits, W IE, Upjohn Iustitute, August 1978 Hinmermest, 1978, op. cit. o

¥ Deeper snbshl!zalioq max or may not entail wider suhisidizatlon, In other words, we sre nol here dis-
enssing the allocstlon of ¢
of subsidiZation per joh. i .
- 1 Current¥, private sector subsidies are open-emled grants which encourage a substitution of 1 or for
eapital (or low-<killed for high-skilled Iahor) in the rroducllon of additional eutput. Public sectdr subsidies
are closed-ended ghants (hlock grants avalinble hy formula to esch jurisdiction) and thus do not encourage

©

reatigation 0{ the Con‘c?ﬂual and Qalllatire -

e

nal job ereation funds betweendlhe public and private sectors Lut rather Lhe level |

employsrs hexpand their use of low-cost PSE workers Leyond what is provided for In the block'grant, Some. v

analys's have rwmmnomlolm%i_fw‘:.lo&dlhnn 100 ;_wr?‘n(._gnmlrﬂes be provided 10 the public sector hut that tha
grants themselves he unliinifed see Gramli¢h-in Palrier, o1 ¢it), Unider an open-ende system, comrguni-
ties which were inahle to nse additinfal eligiblesworkers efliciently, oven at reduced eostbavould not hgve to

participate while those with unmet social needs Which could he provided by PSE workers might .expand *

their participation, If the Sroduvllﬂ(y of sonte members 0 the gligible gopulation Is %lnse tn zero, which
¥ tmplies, then it is qurestionable whelher.they beloug i a DSF progfinm al all.

u * " -
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procedures, the potential for abuse and inequitable treatment of applicants is
considerable. - : B .

Finally, it may he easier to control (liﬂplucement in the public than in the private

sector. f{fxls can be achieved, for uxumg‘lg, by requiring that CETA workers ha

* ‘employed on I)eulally cn-ated projects. The disadvantage of this upIpropch is that
it may also reduce the value of the output*which can be produced. It forces prime
sponsors to use PSE workers to provide services that taxpayers are not normally
willipg to support.

Various efforts have also been made to control displacement in the private
sector. Here, the major strategy has heen to design marginal subsidies which only
pay employers who expand employment beyond some hase level. Some of the
complexities Involved in designing marginal employmegt subsidies are discussed
in 'y -paper prepared for the Commission by Professors Bish g and Hayeman !?
As they point out, it is difficult to design a program which if both marginal and
categorical—that is targeted on the increased employment’ of hard-to-employ
workers. One reason for this is 'a lack of information on a firm’s emiploynient of
eligible groups in the base period. A siniilar problem besets PSE progranis due to
the lack of histerical data on the characteristics of~the eniployees of state and
local governments agd of community hased organigzations, hroken down hy their
characteristics and whether they are CET A-supported or not. Without this kind
of data (and even with it), it is difficult to say whether counterstructural job
¢reation programs: . o .

(a) Lead to any net increase in jolws for eligible groups as opposed to a amove-
nient of eligible workers from unsubsidized te subsidized job slots;2® and .

(b) Lead to any net ingrease in total johs as opposed to a substitution of eligihle
for ineligible workers. . Lo A ,

IMPACT ON INFLATION S N

One final issue to be addressed is whether private sector subsidy programs are
bétter inflation-fighters than public sector subsidy programs. There is not complete
consensus on this question, but the following considerations appear-to be relevant:

(a)—Entry level wages tend to be higher in therpublic than in the private sector,
creating the possibility that PSE programs will force private emplpyers to grant
competitive wage ingreases whiclt will be-inflationary. ’ ‘

b —Lowe&ubor custs are more likely to be#ranslated into lowerepricesin the
private sector.? B v -

. .

N .
LONG—-RUN QGAINS FOR PARTICIPANTS

Jbb creation programs, whatever theirfimmediate effects on the employment
and income of participants, do not necessarily improve the longer-terni ability of
these individuals to compete in the unsubsidized labor market. And since the
duration of the subsidized employment experience is generally only for one or two
vears, any failure of the programs on this scoré may leave people no better. off
than before and call.into question the wisd®m of-committing public funds to these
L dctivities. . :, * )

. It is hoped that the experieigec of having a job will improve the attitudes, work
habits, and skils of participants and certify their employgbility, leading to higher
earnings subsequently, Although sonie evaluations of both private and public job

creation programs have syggested that such gains do oceur, methodological pro--

blems inhibit placing too much .eeedence in the resultg and certainly make it im-
possible to quantify any differences hetween the publi¢'and the private sectors on
this score. - % . .

— PR

.

 John Bishop and Robert I[aveman, :ﬂgaicgnrit‘nl Employmeént Tncentive Pvgmms: Tasyes of Structure
T .

and Design,'> processed. . \
® Note tRat duta on the changing economic and demographic characteristics of CETA wotkers which

are often advanced as hidigators of the program’s spccass are not generally decontpenied by data du the

changing charatteristics of al) government and CBO -mﬁluyc-en. Further, it Is pessi

of the economically disadvantaged and minorities into these two sectors h )

some decline in their participatiun In the privete seclor relative o whatsit would have heen in the absence
. of PSE programs, Thus, an observed increase in the emrioymenl of minoritics in PSE jobs does ot neces-

sarihy mean that their overall cingéloy ment has Increased b as much. Thelr emuloyment fn nonsubsidized

xl?varnm«nt jobs and in regalar private seétor Jobs may be legs than it would have begn in the abyenee af

the "

» Qrograr, . . . e . .
u Tm-‘ occurs when employers Hire l:ggt‘;onal workers @ produce additional olitput which can then only
« be sold at lower pricks. If lower labor c n the public sector reduce saleg or property taxes. this could aiso
be anti-Inflationary. But if 1hey are used wo expand public sector output. there is no corresponding reduction
in rreasured prices. W hetherthere Is aredjiction in “real” prices or not depends an the. value soclety puts on
1he additignal publie se¢tor cutput. The Nyimale effects in-both cases also.depend on how any initial reduc-
tlon it priggseor increare inmarkel wuges \ffecls people's expectations about the future course of inflation,

v b
¥
A o -~

(AN
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More gualitatively, it is often, drgued that one clear advan .of private gector
Job creation is the fact that any skills acquired are lnwxadla%mmfemble to a
permanent job within that sector ahnd that the tax credits o d to employers
operate as an effective recruitment and training subsidy. The fact that the training
sometimes consists of learning how to fill a hamburger order is frequently men-
tioned as a poseible problem. However, subsidisation of nohentry level jobs does
“noYifeem particularly apm-:prinbe, given limited budgetary resourees. Moreover,
any attempt to combat this problem by introducing and then monitoring a signifi-
cant training component is such programs leads to greater administrative com-
Elexity and the possibility that employers will reduce their participation. As we
ave seen, this lack of participation has been the Achilles’ heel of past programg
directed at the private sector. :

>

<

N .

Based’on the foregoing review, the nation may.wish to move toward achieving
greatpr balance and articulation between the use of subsidies to provide jobs for the
structurally uncmployed in the public and private sectors:

1) Currently (fiscal year 1979) $2.5 billion is obligated for counterstructfiral

provide 275,000 fully subsidized jobs for the economically disadvantaged
longi{terms unemployed. By contrast, it is estimated that less than $800 million is
likel\to be spent for'the WIN, welfare and targcted job tax credits, even once thd.
sre implemented in fiscal year 1981. - !

(2) Itwould be possible to move toward common eligibility standards for these
Programs {:Jith a single agency (e.g., CETA prime sponsors) responsible for certi- .
ying eligibjlity."

-_('3§".It is not clear why deeger subsidies should be provided to public than to

“private employers, unless public sector jobs are #o ﬁc reserved for harder-to-
employ groups or contiin a larger training component. Current eligibility stanti- .
ards suggest that the private sector is being asked to hire the more difficult to
emplogogrou S with less financial incentive than is the éase in the public sector.

(4) Both PSE #nd.wage #ubsidy programs entail a substantial windfall gain for
employers, which may or may not be passed on to citizens Qr consumers in the
form of lower taxes or lower prices. P]:-ngrums should be- designed to minimiz
this windfallto the extent feasible, but some windfall is inevitable. These windf#i] K
costs may not be &xcessive given the potential social and economic benefits to be )

rived from putting people to world Furthermore, there is-no evidence that the e
‘net bu:‘lfet costs of producing jobs ar& igherently lower in one sector than i 3he ¢
other. If anything, the evidence suggests. that Job creation’is less costly in the,
private 'sector. . ’ - ' B ) .

« (6) The fact that windfall gajns in thé pubtic sebtor take the form of ‘‘rév&ntie
sharing’’ rather than “tax cuts for business” may make PSE more politieally
acceptable thah private sector subsidization and gould argue for dirfeting mote
federal job creation dollars tosthe public sector. On the other hand, the-fact that
the absorptive capacity of the public seetor is limited, that the value of additional
public secto? output may be low, and. that the ultimate objective should be to
move most of the structurally uremployed into IMa regular job market argues for

-mere funding of subsidies for the privage srtor. . .

(6) The success of past private sofm subsidy schemes has heen inhihited by . .
insyfficient attention to informing g#plbyers about' the provisions of the: law, .
targeting,which was viewtd ‘as overly restrip ive, subsidies which- were viewed
as too small by employers, ‘and’ ad istratie arrangements which were ovelly »
burdensome. Some of thesé earlier-Hefidiencies” have been 'C()l‘l‘(‘#f“(l in recently
enacted legislation. However, anywegulatlons’which are romulgated in connection &7
with this new legislation and any futiire legislative initiativessshould be caréfull
fashioned with these problems in 'mjnd. There is at least the possibility thatssuch
changes would make these Schemes more attractive to employers and thus in-
crease their utilization and ultimate effectiveness. ’

(7) Targeted programs, whether in, the public or the private sector, gre designed

" to improve the employment prospects of certain categories of werkers. Many .

~ learned very much about how to achieve thefy. ‘ . s

workers. However, apprdpriately designed progrdms can reduce total unemploy-
ment, below what it would otherwise be dt any given level of inflation. Therefore,
the gain3 for subsidized wai¥rs need.not come only at the expense of unsubsidized ,
wotkers. At the samé tim uch more attention needs to be given to how ta*
maximize the potential of e programs to effect noninflationary increasés - in
«total employment and out \These gains are uncertain at best and we have not
L4 L4

pooile are concerned tha(%this may climinate job opportunities for other groups of

) - - .
. . : - o 3 . . . .
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(8) In its Third Annunl Report, the Commission expressed reservations ahout
SE as an employability development policy.® Similar reservations could be
expressed ahout the ability of snbsidise employment in the private sector to
imrrove long-term employnient prospects and earnings. Neither of these programs
is ikc’lly to serve the needs of those with the most serious labor market handi-
caps. The lutter need much more Intensive counseling, remediation, and training. -
Thus, some ‘“‘creaming” of more employable individuals is to be expected in jo
creatiots pragrams and should he viewed as an undebirable ottconie unless it
also re&grusents a pure windfall for employers. .
19) The above policy recommendations are directed toward some rationaliza-
tion*of public &nd private sector job creation programs for the structurally un-
emploved, A similar set of arguments could e advanced with respect to public and
private seetor joh creation programs for the cyclically unemployed. With the demise
of the NITC at the end of 1978, the nation will have no general employment
subsidy with which to counter any recesgion which might emerge-aver the next
, yeur or tivo. Some consideration might be given to adding a well-designed- non2
s targeted, temporary, tax credit which would subsidize inereases in employment
" “fieyond some base’level which varies with the overall state of the economy.
Without such a ‘program i@ place, and in the event of B, recession, the patidn
might baJoreed® to rely on dountercyeclical PSE or macroeconomic policy to a .
grenter degree than iy necessary or desirable. In addition, a general emplqule‘hg-,;l.‘
subsidy would help tp offset the increases in payroll taxés and minimum wage -
scheduted for 1979 ungubsequent years. R . '

- Senator BENTSEN. I have a note here that Congressman Brown s
- detained b¥ the weather andd will not be attending, but he has an —
- opening statement \n’vh, without objection, we will put in the record -
at-this point. - i R

\-

[The opening statement of Roprosm:igtivo Brown follows:] .
o OpENING STaTrMENT OF REPRESENTATIVE CrarkNce J. Broww

“Mr. Chairman, I welcome the witnpsses to this, the second day, of these very
important hearings on structurdl tnemployment. .
he problem of str@ctural unemployinent is the most severe socinl and economic
crises we have in this country today, > . . o
The problen: tnost seriously hits the young and minorities. Teennge unempgloy-
ment is, after four yearg of recovery, still above ity pre-recession peak. Minority .
vouth unemployment iy measured, and I use the germ loosely, at 35 percént.
ut, the truth of the matter is that the barriers'afe so strong and the opportunitics
80 limited that teo many of our youth simply leave the job market. Consequently,
we can only gitess at the rate of ynemployed youth in the central citigs. Some
estimates run a2 high as 60 percent, and they represent a ticking honib waiting
to go off upless there is some easing in their desperate situation, . .
At the first day of hearing, we heard)testimony that the private sector is
needel] to help the structurally unemployed, We heard st Jtraining was, in
most part, the key to Helping the struetiieally unemp €. Weé heard a great .
deal of gupport for subgsidies attached to training. We hhard supports for the 5
work of - intermeiiate organizations and on-the-job training puograms in, the
ptivate sectar. L. . R .
By# whar we must hear from Congress are new initistives designed to aid the
. Rtr‘!~‘t\l[j_%t}'.‘;ullt‘mpl(‘&‘(‘d. To help those pegple whe are the unemployment sta-
- tisties, "3 Relp those people who face the tightest of, joby inarkéts. To hélp those
people 'whiare loxing man's most important defonse *-hope. -
v »3 + ) . A . L .
CNenatodBENTEEN. One t}nrﬁghﬁ]tﬂl have learned in t ime here is
a )mwtﬁx“-gnn«_‘xﬁutinn of ideas."#n this committees we gef a lot of them.
"Dhes# dowbts really beirin t.Q.éQii into- the conscioysness of many
emhges, gr cortainly the publig Wind the press, unti] Wey have bees
repeatE iy, many times, bit they.involve one ¥syehat youand .
“the ofhersgfave worked on ¢ty much, Co "y :

R+

R

& Mr. Hamermesh, will you pwwl now, sir. . .
cee s . N .. e .
e } o ,
“#Third Anunal Report to the Prestdent and the Congross of tha Nntlanal Cammizsjon _r‘:r Mang ow-g *
!’qliw. An Assessment of CET A, May, 1958, p. 7 - : e b f
’ “w j o o
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STATEMENT OF, DANIEL 8. HAMERMESN, PROFESSOR OF ECO-
| NOMICS, MICHIGAN STATE UNIVERSITY . .

- _ Mr.-HamerMEsH. Mr. Chairman, I have a prepared statement that
I would like to present for the record. .
Senator BENTSEN. Fine, withbut objection. % o
Mr. HamerMEsH. May I comment on some points already made.
_ -1 appreciate the opportunity-to appear today. As you mentioned,
I, E”i\g others, evolved_the wage ‘subsidy idea 3 or 4 years ago. I« .
testified in 1975 before ‘the commitéee in‘ﬂicago, and I think I was °

4

.

the only one who spoke in favdl of the tax credits. It, and the-

*  other ideas, met with silence during t!#'®he of expanding public
service employment programs. E : S

Despite that, as you noted, 18 months later we had the New Jobs'

Tax Credit law on-the books, and today we have the targted program,

which aims up to $3,000 per hire if they are iri, the categories of-dis-
advantaged groups, welfare recipients, arid others. :

To have ted rapidly from no policy g a general subsidy, to,8 \

categorical subsidy, requires’that we be clear yhat we can expect :

. ~expect from thgse policy tools. .

; ~ Kyould M(f analyze some. conclusions [ have come to-on these

: yArions res, and since the invitation letter asked for program
recommendations, I’ would like to make a f%\:' program comments-as

®. well. I think thosé issues may, be as impordant as the more general

wi & economic isgues. o ¢ o .

“% . 1t appears to me that a wage sabsidy lik#the new jobs tax credit is
going to be ineffective when tHe ‘efonomy is at elow the non- .
“accelerating-inflation unemployment rate, as it is now. I differ from
Ms. Sawhill on this, since I don't view a wage Subsidy as a cheap way
of lowering the inflatiop rgte, today. It will lower labor cdsts dnd the
employers may pass tlibse savings on to consumers, but this subsidy

involves a tax loss, and thdt loss has to'laHiganced somehovw. In most
cases in the L)a.st, that been financed:hydaster Yrinting of money,
and although I am nojigpcomplete monétarist, although I spent4

to me this cost works against the benefits.:

. Years in Chicago, it.seep )
L -as doing a single bit for lowering the raje

don’t sep these progr
ator BenTsen, Lek meMsk you this: Some of these persons
on’t qualify for welfare payments. Isn’t that a tradeoff? R
. Mﬁ{.«mmmmsn. There will still be s_,o_me‘tax loss, and some addi:: 4

I

B. tionalffnancing hasto be done. : ’ L
" Senator BentseN. But I would assume that there would be some * ¢
contribution to the productiyity. of the country by taking this job as

- opposed-to not working at all. ' _‘ -

. r. HamerMEsH. There would be more output, but I am not sure :
. average output would go up. We could build s¢enarios wheré it would .
- go down. The total would go up though, I am quite sure. - & )

-, Nonetheless, I agtee hare with my colleaglﬁs that this kind of pro-
gram igdesigned, andgto me the'most important ‘thing at this point .
15't8 m&ke sure it be able as a countercyclicgl device to be triggered

- -by rised in the aggregate unemployment rate. If we tad that, it would

. Pl . O . R
serve.1n Its correct roje as a countercyclical tool .o : E) ’
. . ’ . . ¢ . » Y
}; "o cf . j . ST g
o . *
' * <, Ty I
. ‘. . . v . . i~ ." .".. ;
v \d v o . lb' P g‘:n
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One way of doing this. might be a trigger of a general wage subsidy,
like the new jobs tax credit, to-come into effect when fhe aggregate
unemployment rate rises to about 7 percent, or some figure roughly
around there. This would insure the subsidy would become effective
only in periods that represént depressed business activw, when this
would be appropriate as a countercyclical tool. ~ . ¥

I agree with two previous:witnesses, and also some of the people
who spoke in your first series of hearings,  that thé#targeted jobs
credit can eventually only have small longrun’ impacts in r,ed@g
the unemployment raté without accelerating price inflation. . .

As Mr. Palmer noted, this is because most of the targeted groups
contain individuals whose labor force involvement responds rea,djfy
to job opportunities. What is going to happen i8 that the wage sub-
gidles in most -categories will induge individuals to enter the labor
force, ‘and the*targeted groups’ wages will be driven back to their
ofiginal level. This does mean there will be more people in these groups
in tire labor force, and the groups’ incomes will %e gigher. There ma
not be any'unemplpyment rate impact, but there will be an overall
earnings impact,’which'[ don't think should be taken lightly. It is an
important impack. '

These are long-term effects, and to me they have been stressed far
too much by-shgse who analyze the issue. There are many studies by
econoniists syng that, while the labor force responses are large,
they takp tim® to. occur. This flooding into ﬁe labor force doesn't
.take place instantaneously. ' - 4 '

‘The best evidence I can sée is that over a period™of from 1 to 3 years
after & subsidy like this is initiated, ode can have some impact on
structural unemployment rates. This is especially true in those groups
whose labor supply is less responsive to changed opportunities, and |
the impact on unemployment rates would be greater 1n the short run. -*
if more of the subsi(ﬁy could be targeted toward those. groups whose"
response to changed economic opportimities is léss. .

So I would recommend, therefore, that disadvantaged heads of
households be placed on the list of targeted groups, since evidence’

* suggests that household hewls are relatively unresponsive to changed
*économic opportunities. Il we could target on this disadVantaged
group, we cpuld have sybstantial impact on its unemployment rate *
without drawing many Inore people into the labor force. ]

These are general remarks, and T would like to deal now with' a.few

Pprogrammutic issues. T
" People. have spoken about the greater need to involve private em-
f)loyem You yoursell state that we almost have hidden the credit's
ight under a barrel, or did in 1977, on the new jobs credit law: In par-
ticular, the problem, I think, is that a lot of the knowledge of this is %
“limited to financiil officers—firms’ officers’ who tlo the tax forms fomm
the company, that is. But hiring is not.done by financial officers. It is -

done by personnel officers. I think a direct outreach program toward o .

s:rsonnelI officers, those who are ifvolved in doing the hiring -wily

. have a substantipl effect in making this thing more visible ‘and ‘also
more.effective. ' : oy
. Second, this jsn issue that I'think is : e
* *Senafor BExTsEN. The pgint you made, Congressmafi Browitjmade.
. He said he has e small bus%nessh and at the end of the year his tyx man
A é .

. .
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- said, “Oh by the way, l-}you-hlvg %:ax credit here.” I might be hiring &
new persqninel offiter if- 1 had:a Rsponse like that. Vs
" But-You'are quite right. We ought to get it on the front-end. )
Mr, Hameruusy, It is up to the employet to go to the Employment
y Service to get the;péople certified being eligible. At least that is how
I understand the regulations on this program.” ' '
_ Unfortunately, I have.talked to several State employment security
directors, including our own in Michigan. The employment security
peaple don't feel tifffnselves staffed up to deal with the deluge of re- _
quests for certifications they are going to.get from various companies
tw to take advantage of this program. fndeed, I can envision, if &Il
e
will’be a logjam.

- For that reason, I think it might make sense to hold off pushing the
Erogmm, at least for 4 or 6 months, until we can make sure that the -
mployment Service is meeting the certification yequirements satisfac-

- torily. If not, I can imagine private-sector emplbyers getting very up- :
set and washing thejr hands of the whole program because the Employ-
rlnent Service isn’t doing the job that it niay not in fact be equipped to <,
do. . ' A L e

If nothing else, Fthink it should be monitored very closely.and, if
need be, reallocations required in the employment security mechanism
50 that more attention is given to the targeted emplbyees.

inally, there is a lot of stigma that targeting invo ves: Indeed, we

+  saw in the 1960’s under the JOBS program that a lot of firmgs: wouldn't
bother taking the credipigfiey woufldn't take the JOBS contract.
They saw the peopjgswho fyglified as being ipso fa¢to not worthy of

employment. . ‘o '

Senator BpnTseN. You are saying the individual himself ditin’t want
that kind of ehissification gut on him? : : . :

‘Mr. HamEeriggsy. Partly that, and partly the employer, too. It in

ntos egative impact on the employment .chances of the

s recommended by Dr. Palmer and myself come into effect, there

person./ : , . s .
| think oné\yay to get around this, and this hds been talked about
earlief today, is’that we should tarzet to some extent for geographical
areas) inner cities and depressed ::xieas, rather than indjviduals. So I
would recomment that if triggers are being talked about, that trigzers
be put into the program where the unemployment rate exceeds 5 per-
cént. including areas like inner cities. I thinﬂith the new: expansion
of the Current Population $urvey recommended by the Levitan Com-
mission, we will have sufficient data%o target morg.on geographical
areas. . ' . g A
Senator Bewtsen. With respect to appropriations Tequested to en- '
large the geographic§amplé distribution is it your feeling thatéthe
statistics we have on some of the targeted une bloyment are not reli-
able er‘;ough? Do you have cenfidence in the valic ity of these statistics,
r not? . ooty .
As T look at these. rogl'pdis, and. the compi1fP)e were yrorking jn the -
+ last élection op this, Y feel wgare not goingadedP enough into our sta-
.. tistical problems and I.wonder if we have a full enough sample. Do you
. share that concern? I gét feedback from some prefty:explosive greups.
¥ Mr. MamBpasBn. I*think, -given the size of ¥he sample we are
talking about, ave are doing the best we cah. I gather they are going
o, . - . ' . . b [ o

. .. . ] . -9 -
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to fecémx'nend.;expalfd; the sample sul;stantially. We have ha(i K
expansions, end' we should get & better estimate by individual geo- . .

graphic areas. i . . _ ,~ T
ndtor Bontsex. I think they . are tnlﬁeg about mqthegﬁa.

mil]ion, X . \

Mr. HameruEsH. [ think anothei 20,000 households, or something
like that. This would be 200,000 people being survéyed every month.
This is subst 1 enough, I think, to give you a regsonable estimate’
for each are the size of the unem] fl?)}zment rate among fairly
narrowly” defined demographic groups. I am fairly optimijstic about
that. If it is & structural program, it should be structureéd bgth in
terms of demographics and also in terms of geographics, Aside #rom
that aspect, it will have beneficipl results on regional differences,
which Mr. Palmer alluded to. = - !

X I would appreciate a chance to answer any more questions you
ave. :

Senator BeENTSEN. We are “very pleased to have you, Professor

Hamermesh.

. [The prepared statement of Mr. Hamermesh follows ) .

Prerarep StTateMENT oF Daxtet S. HaMErRMERH
U h
Policy and Progyam Issues in Job \Taz Credits

, e w » .

Mr. Chairmafiz¥embers of the Committee: I thank yvou for the opportunity
to appear before this body to discuss our wage subsidy policies. I testified before
the Committee in October 1975. At that time I spoke in favor of private sector
employment tax credits. My comment® and those of others discussing this policy
option were met with silence at » time of deepening recession and rapidly expanding

ublie service jobs prograins. Yet 18 months fater we hail on the books the New
oba Tax Credit, (NJTC), a linited general wage subsidy titled toward low-wage
workers. Today that has been reglaced by the Targeted Jobs Credit (TJC), a
categorical wage subsidy that alldiws firms nearly unlimited total credits up to
. 83,000 per hire if they increase hires of workers in such labor-force categoties as
disadvantaged youths, handicapped indri\'iduxil, welfare recipients, and others.

With this rapid shift from no policy, to & general subsidy, to a categorical
subsidy, we need to be clear on what we can reasonably expect from these policy
taols. Achieving this clarity ean then allog us®to improve the structure of the TJC

“,tq enable it to meet its stated gonals. The following general considerations™appear:
paramount: Y !

“A ganeral wage subsidy like the NJTC’is jneffective when the economy is at.
or below the nonacceleratingsinflation unemployment rate, as it is now. But sych
4 subsidy shotld be avuilnhﬁ-. to be triggered by rises in the aggregate unemploy-
ment rate. [t would then serve jn its appropriate role as a’countereyclical tool in
the event, of an economic downturn. ‘ :

sTHe TJC can eventually only have small éffects in r%ucing the @ynemployv- ,
ment rate Without aecelgrating price inflation. After sevetl ycars of operation,

«it will, though, ‘ihcrease the incomnes of targeted groups by inducing increas
employment and labos-force participatiofl .
«*The TJC can have beneficialrshort-term—say 1 to 3 year—impact on strue-

. tural unemployment problems. This is cspecially true if the targeted groups

consist of luw-wage workers stronghy attached to the labor foree.”

As naw structured the TJC contains a number of features that militate against
its success in achieving even the limited ggals that I have outlined as appropriate.
It could be improved by the following ehanges: ! .

“Greater direct involvement of personne]l departments. We saWw in the 1960's
that this was a necessity ig cﬂ'or}s to increase tho employment of disadvantaged

+“To remove.part of the stigngm_tﬁut targeting confers on inhividl'mls, £h9 credit
should have a component aimed at ‘geographic areas of high unemployment— '
inner cities and depres#d regions—rather than being targgted solely to individuals

,wikhhigh probabilities bf being unemployed. .

Lo Sv o
- ] ‘ - -
i . " . : . ~ ’ . »
. . ( «
E . - ‘,. ’ 32 L *
PR o . 5 » o .
& IR . »l ! Q’g b

4



Q

ERIC

Aruitoxt provided by Eic:

: . . .l “‘;.:'l
. A . . et . Lo
. .. ’ - ~ . = oot
S ‘ . __.,/ o, .
. . o . ‘e . LI
. - - Y .
. .

. ipcrease in earnings (but net wage rates) in the targeted roup.
¥ ‘ &l‘ g

a

3T,

. L 89

’

d on these general and progr atic
va - - 1 GENERAL Pongc uqund‘,;f’-!i\g~-

EA
'
-~ <

e @
N

! AN

+ “The Empibyment Servioa is. t capab o'i" andling the } cation require-
e (i 00 wih T sl e i o Aot b s
. syeet’ this need, especially Because the TJC provides the.& er, for the first
"« timy, Atk jncentive to make.use of tha loyment-SeMce.% : - ‘
: . .) . : "...: ‘. ’ - .

The b“éfévidence suggests that .the'écbnomy is" nio¥ afor below the aggregate

unemplofment rate at which the rate of price inflation can b& kept constant,
If 4 percent unemployment was the accepted targst in the early 1960’s, 8 pércent
shoufg. b today: Changes in the structure of the labor force alone-have added
1% percentage points, and" expansjons.of various income maintenance pro 8
have added another ¥ percentage point. In this economic environment a géneral
wage subsidy cannot be effective ifi ameliorating inflation and reducing the unem-
ployment rate, nor can-it tilt the pattern of hiring to groups with severe unemploy-
ment problems. . . : .

One should also not ‘view a general wage subsidy as a cheap“way of lowering the,
i:ggtion rate at a time when the economy is operating at the nonaccelerating-
inflation unemployment rate. It will lower labor costs, and employers may pass
the cost savin%s on tQ consumers in the form of lower product prices. But the tax
loss produced by the subsidy must be financed somehow, and the accepted pattern
for such financing in the past has been more rapid growth of the money supply.

**This 'monetary expansion will vitiate any Benéficial effects on prices that the de-
cline in employer-paid labor costs might have had. .
T do not deny the usefulnéss of genérdl wage subsidies. The evidence su gesta
that they were very helpful in expandin employment and lowering price inﬂgation
during 1977. They will be helpful in future recovery periods, and they should be
available on a triggered basis to itigate the severity of economic downturns,
‘They are not, however, designed for periéds of low unemployment, and they can-

" not he expected to lessen the economic problems astendant liron such periods.

For problems of structural unemployment a structural reme y must be relied
upon. .
l;)Tht? Targeted Jobs Credit is an excellsnt potential structural remedy, Lut even
its impact is likely to be limited. This iz because most of the groups that are
targeted are very responsive to changed ed6nomic o portunities and flow easily
into the labor force when these improve. The TJC wilFinitia!ly expand demand for
individuals in the labor force in the targeted groups, butcvidence shows that
others outside the labor force will enter the labor force and compete for the jobs
created Iy the subsidy. While employment in the group will have expanded, the
larger labor force will mean that the group's unemplorment rate will not have
changed much. Wage rates received by the employed will also be unchanged avent-
ually, as the induced entrants rompete them back to their pre-subsidy level.
The only change will be an increase in the size of the targeted labor force and an
These are long run impacts. The evidence suggests that, while the targeted
groups’ labor supply is responsive to changed opportuiities, the response takes
some time to become fully effective. Some recent work I have done with a simula-
tion model of Iabor-market adjustment in the presence’sf a wage subsidy suggests
that this lag/and other lahor-market lags enable the subsidy to maintain half of
its initial efféct for roughly three vears. ?he duration of the effect depends, as the
numbers in the Table below indicate, op, the assumptions made about the speed
of labor-market adjustment. But using the best available estimates of the param-
eters describing this phenomenon, we may conclude that there is some scope for
ashoct-term refuction in unemployment rates,

NUMBER OF YEARS BEFORE HALF OF THE INITIAL TMPACT OF A WAGE SUBSIDY DISAPPEARS ‘
- - h .

Labor market gdjustment _
N ' ’ . L Slow Medium } Fast
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- oProducing & permanent ﬁnpnct on unemploy'rﬁent rates requires that:the tar- .

.,getedeifgxgs" fa_ r.Aupply be unresponsive to clan opportunities. Upfortun- . - :

|- ately | feeono triv evidence imply at thisis not true for most of the groups - }

sargeted by, the, ‘PJIC. ¥8r a targeted credit to achieve A longer:{efm impact o ;. "~ 1

dYnemployment rates, it would have tp ke targeted toward groupy wish a strong~— v

P lgbur-force -altachment, Among the groapsynow targeted on%y -‘\}i)e nam veteragy ¥ “
s

N

likely to he thisisituation.. A% af.adldition low-wage heads of .hous ko
.+ .8hould be singtet out for special targeting,.since the evidence suggests that house-
hold heads are strengly attachéd to the labor foree. This wo credte johs for
persons with low.family intomes, and the economie reasoning shows that wage
subasidies targeted to this group have-the bLest chance of achieving a long-term
impact on unempidyment. - ‘ . " a
ven if there is fio permanent impact on unemployment rates, and the TJIC -
just shifts people from work at home to work in paid employment, n strong case
can. atill he made in its behalf. The growth of Social Secyrity and income taxes, )
and the increased cost of ecommuting, have placed a-large wedge’ between the value
of a dollar of gross pay in employment and a dollar's worth of production at home. . .
To some extens thie TJC, by increasing demand {or workers in the targeted groups,
can remove part of this wedge and reduce the inefficiéncies caused by the system's
. .bias against production in the market. )

The available evidence shows that low-wage workers are quickly hired in fairly
large numbers when their wage cost is lowered. There is some fairly weak evidence
for this among individuals with little formal education, and two recent studigg. e
using totally different data strongly support this statement as it applies td‘}‘?ﬁ%
employment. As the Table helow shows, a small cut in the wage cost of youths
drastically increases employers’ demand for young workers. However, as the Table
also shows, there are also significant cuts in employment of other workers initially
in response to the drop in the cost of employing targeted youth. Targeted youths.
and others appear to be substituted for those not targeted. This negative secondary
effect means that, to some extent, jobs “‘created” in the 1 to 3 years during which 8
TJC can have an impact on employment in the targeted groups do not represent. ,
net job creation, but are instead a reflection of reduced employment in the nons#’
targeted groups. While the TJC can bhave a major short-term impact on the em-_
ployment ofslow-wgge workers, at a tfme when the economy is operating with a’

. tight labor market part of ipparent imnpact regresents a redistribution of rather
than ginet gain in emplo t. Of course, redistributing employment oelportuni-
tieg be a worthy sh JC was
to }# simed toward. R

Another worrisome negative secondary effect is that the credit hiases employers
hiring decisions against workers who haVe acquired more skills. Thisis OK i itially,
for it is precisely the low-skilled, low-wage individual whom the program Seeks to
help; but it eventually means that the growth in skills embodied in the population
will slow and nverage living standards will rise less rapidly. .

teerm, policy goal, but it is not the goal tgg

‘INlYlAL RESPONSE TO A 1-PERCENT WAGE SUBSIDY TARGETED TO YOUTHS .
L)
" H - «

. . &,
[P c¢hange in employmant] P
—_— " —— - ° __F!_ . - —_— X

* Time caries  Censue data,
1970

& data
Youths - YOML.. . . LT . L, +7.1 +9.7 '
Workers, 25084... ..o . L liil. oo e e -3 ' -7 . .
Workers, 45andover . .. . . .. .. .......... ... e e ~.2 -7 D

This problem is inherent in any wage subsidy geared toward the low-wage
worker. E;:‘artly it is solved by the TJC through the use of the two-year eligibility
provision. To remova still fnore of the prablem people who have received skills
training undéy CE (not people employed under CETA-~PY). deserve special
considcration as an additional target group. Aside from its benefit in enabling -
the TJC to avoid offering additional disincentives against undertaking training,
this proposal has the added vittnes of clarifying the linkages between our various
emp nent policies and of underlining the importance of the acquisition of
skillwthe long-term growth of the economy. . . -

A large amount of recent rescarch has claimed that much of the unemployment
probletn is the rgsult of laber force turnover, as individuals in some demographie
groups move hetween jobs and in and out of the labor foree. The TJC can reduce
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the labor force.

' . . . I ¢ * . ) L4 . ' .“-.
‘this type of unem'plo,vmen.t ovet the short term. by pro:}ﬂh{g incentives Sshivugh -
the two-year benefit' duration) for employers to retainE orkers. uhlifying'for the . o
gredit. In this view.the éssqnéial thing is ta ensure )

the.worker's httachment. to

Without going into the relative merits of the ‘two ﬁmposaﬁ from an adminis-

irative viewpoint, I believe that on economic. grounds the objective of stabilising
employment and labor. force attachment can also be achieved by offering the-
subsidy directly to the worker. This would involve giving job vouchers to indi-
« Viduals in the targeted roups and letting them redeem the vouchets with em-

ployers of their choice. brings home to the worker directly the aid the program .
provides to him or her, and it enhances the visibility of the subsidy to the per-
sonnel manager who does the hiring. I believe it t improve the short-term

effectivéness of the subsidy. I stress, though, that it would not 'chanfe the long-

term impacts ¥ 'hese depend, as I noted before, on the eventual supp

Y responses.

of eligiblg indi*duals not usually in-the labor force, responses that seem -to be so
large, as to0 suggest that the long-term impact will still be on the groups’ earnings,

not on unemployment rates.

e “ 1. PROGRAM

Although we have seen that the major long-term impact of the TJC will likely-
be to increase earnings rather than change wa.%g rates or unemployment rates,
this goal may be desirable on an equity basis® Fu

ISSUES

rther, the short-term employ- ;

men/, gains that can  be achieved through appropriate targeting and striicturing

of the subsidy-are important, and the program should be tailored to Icrease the

likelihood of achievin% them.
The impagt of the TJC will be less than

the maximum possible if knowledge of

.its benefita ik réstricted to the individual who fills out a firm’s tax forms. We saw
in the first six months of the NJTC that it topk some time before even the financial

‘0] 8 of most corporations were aware of
Aarjeting under tire TJC, and even with

the credit. With the conié)lexit.y of the

' the incentives it provi eg _pers
. officers to become involved as they attempt to certify_?thairvnew hites, "simil AN

o (L
s

- employers and the ES, as the former attempt to discover which of their hires: -
qualify them for the tax credit. For the first time private em(sﬂoyers iligace a
Hmmcial incentive to use the ES. Hopefully these enlarge

«even longer lags are highly likely iz this pr

ogram.’

To facilitate the use of the credit and increase the mmedlnéi of its effectiveness . -
the Department of Labor should become directly involved—in an active rather
than reactive way—in making personneF mansgers a of the gains thal can

. accrue tothem from the subsidy. Both a nationalidvert Bing campaign and

direct involvement at the lgcal level, with Employment Service offici actively -
recruiting local employers hire targeted workers, should be-undertaken late
this year to increase the short-térm employment effects of the NG, v
Even if no active efforts ‘are made by the Employment Sefvice to recruit.
employers to take advamtage of the credit, the Employment Service will auto- .
matically begome heavily involved with the TJC in its capacity as the certifying ' .
authority. “This will clearly' involve a substantial increase in contacts between, .

large

.

contacts bhfiween

private. employers and the*nation’s largest job-placement agency will i ove
the ES ability to place even those hard-to-employ workers not direstly targeted .

by the TJC.

- . R 4 K.
Whether this increased burden can now be met by the Employment S@vice

is an open question.'I envision local offices
tification of individuals’ eligibility for the

heixg swamped .with requeésts for ‘cer-
TJC, especially now™ as the backlog

of hires (built up since late September 1978) must be certified. If the. ES cannot g )
certify workers’ eligibility rapidly and the backlog continues to grow, e'mployers‘-’

will lgive up omr the program as
the Empl

‘another bureaucratic nightmare,” evén though -

oyment Service is not ‘directly at fault. To have the prograin discredited-  «
ab initio solely because a flood of back glaims for eligibility .must now be certified

would be aglo'rrible waste. Recources shoul

d be shifted within the ES, and ex

resources should be given to the ES to meet its enhanced responsibility of cefili*

fying TIC eligibility. .

. A major program issue is whom .to tar
should-subsidize the poor and the low-ski
lo¥ skills. (This detiimental supply%ide eff

will induce p

t or what c:at.egories rget. We )
ed, but we do not_ wi subsidize
‘ect work in the same_direction as the.

le to become low-skilled. All the evidence I-have seen suggsts

demand-side g:ct noted in Section I). If at any tithe we subsidize low skills, we
p

that relative

L ' , ) w ¢

.

ply,;elasticitie_s to occupations are very high. People do res énd;; .
’ ot . ¢ =
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if we create opiport.unltles_ or incentives for them to become lowaskilled or to invest
"~ Jess in themselves. Unlegs the. credifs are targeted with care, t.hemwﬂl*e a lot
less investment in skills. . . P
A way to get a handle on this is to use the distinction between characteristics
, thatare inherent.in an individual, indexes, as oppgeed to signals, things that people
invest in themselves. that can convey informaglon. We should aim the its
toward things that mes, that.cannot bé changed by the igdividual, rather
ged. For example, age is an index: It ig hard for me to
change my age. Handieap status is another one, as is veterans status. Thing$
like AFDC status, length of \memployment, and food stamp status ase very
easily changed. If we target on these, we will provide an incentive for people to
switch into these gg
It would be sdf

e to takget the credits®to some groups'based upen indexes
P status; but aldo target them toward areas.of high unem-
loyment. §hat way there is little incéntive for individuals to hecome unemployed,
onger, but those areas that'contain a lot of unemgloyed. individuals are going
to he,thes ones where the credit {3 available, either longer or-in larger amounts.
Geog?hicnl targeting, aside from any benefits it may confer in the form. of
aiding depressed regipns, is a good means of preventing any. detrimenta! secondary
effect on the amount of training undertaken. It also helps remove part of the stigma
that may accrue to an individial targeted by the subsidy and may prevent his’
being hired. (This is one of the possil le causes for the relatively small employer

interest,in the~JOBS contract program in the late 1960s:) If any modificatigns

__of the TJC are 1o be made, inclusion of a geographically-targeted component of
the subsidy would rank highest on my list. )
. One easy way of implementing this recommended change in the TJC is through
U local area triggers: Benefit levels coukl be set at 30 and 15 percent-of FUTA wages
ip the two years of eligibility in areds where the total unemployment rate is below
7. percent, and at"60 and 30:percent in areas where it is above this figure. This
trigger, linked to the structure of gedgraphical differences in the degree of labor-
market tightness is the afpmprinte one for a program that is intended as a struc-
tural measure. It channe
are greatest, and. it doey this with relative administrative simplicity. Alterna-
tively, the ctirrent subsidy could bLe triggered in an area only if its unemployment
~ rate'rose ahove 5 percens: ' ! . .
Whil a loeal arca trigger might make sense for a general wage subsidy; the
additional henefits of preventing the disincenttve to acq@re skills and removing
part of .the stigina ef individual targeting are not present. Thus the ¢ase far
geographical triggers on a general subsidy is much weaker than on a_categorical
5 subsidy. The geficral wage subsidy is ‘hest considgred as a counterci¢lical device
like RSE jobs or tax cuts. As Sich it should be at the ready in the arsenal of anti-
jecessionary jobtcreating measures. To do this a nut.inn&xl'trig(g'—ﬂiagoneml wage,
“3ubsidy, perhaps a triggered version of the®now-expired NJTC, tied to increases
in the gggregate unemployment rate nhove 7 percent, is w8rth considefing. Our
experienet with employment tax credits in 1975-77shows that, while they were
_successful, their implementation, became part of a larger legislative process, and
their effectiveness was delayed because of this. A standpy triggered general
subxidy would ohviate this potential problem in any fyture eyclical downtuen.
[ have no qu]lm‘f-el with the henefit levels or duration contained in the legislation
attthorizing . t
employers to take afivantage of the subsidy, while the dfivation is long ¢nough to
prevent tho churnink of employees'that might inetease the instability of empldy-
ment and decréase igdividuals’ investment’in on-the-job training. Mase important
even than these is the limitation oafthe credit to the $6,000 FUTA"fax base. The
cap on the crédit pA& worker is the best way of preventing the. credit—targgted
toward low-wage worke ithin particylar groups—from becoming a niore ggvral
wage subsidy.. Were h?fi"p to he faised we wonld face problems of employers
“‘creaming’’ high-wage workers within targeted eategories, for the percentgge wage
subsidy would the same for them as for lower-wagoe targeted «workers.. The
credit maximum of $8,000 is a good way to prevent such “‘creaming’and the possi-

ble perversion of the program into a subsidy for middle-income jvorkers. As long .

as the FUTA base remains roughly half of average earnings, the base sh‘t{ re-
main the limifing factor on the size of the credit employers may claim, i
As we-have seen, Mr. Chairman,-the Targeted Jobs Credit isnptsa cure for
~today’s prablems of structural unemployment and inflation. It can; thaugh, effect’
a short-term’ redugtion in the uneniployvniént rates of the harg-to-employ, and it
can achicve a lqng&gxm inerease in the fncomes of membesg of the targeted groups.
L ] - N . "

¢

ggories. How big this effect is, I do pot know, hut it is there. -

3 the greatest aid to those areas where measured nceds |

e TIC. The former provides a large enoggh inecntive to induee’
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- These are ortant achievements, and.they alone provide sufficient basis for
applauding introdyistion of ‘this structural program. Moreover, their
jmportance requires that the TJC be given a chancé to have these impacts through
efforts' to involve private-sector personnel departments, aid the Employment

iee in its expanded role under the TJC, and avoid neﬁaﬂvo secondary effects
tying the credit to local area“unemployment triggers. e nof a panacea for

k ctural unemployment problems a well-administered Targeted Jpbs Credit can

ecome a useful private-sector grogram aiméd at low-wnge workers that provides

a ¢cotinterbalance to our vast public-sector jobs programs. ‘

Senator Bentsex. Mr. Doeringer, will you please proceed.

STATEMENT OF PETER B. DOERINGER, PEOFESSOR OF ECONOMICS
AND DIRECTOR, REGIONAL INSTITUTE OF EMPLOYMENT POLIUY,
"BOSTON UNIVERSITY -,

Mr. DoeriNgER. Thenk you, Mr. Chairman. I welcome the oppor-
tunity to address the committee this morning, particularly bécause I
believe the requirement which the Congress imposed upon the commit-
tee to review employment policy in this fashion is a very important
step in focusing on the fact that manpower or employment policy in
this country must be viewed much more in the future than in the past
in the context of a broader economic policy. :

" I think the committee that has general oversight responsibilities
with respect to the functioning of the economy shoul%i be paying partic-
ug}; concern to the role and operation of labor markets in empToyment

icy. .

‘p'“W en we'have thought about employment policy in this country, .
‘our thinkig in the structutal area has focused on the fit between -
people and jobs. The “‘people’” approach has stressed training; counsel- -
ing, information, and relocation to improve employability. It has’been
one of our cornerstones of employment policy since 1961. The “Jobs"’
approach has focused upon stimulating economic development through
taX incentives and public works projects, and more recently through
~ direct job creation and public service. employment. .

"The Sccess of these pragrams or even what standards ought to be
used to judge the syccess of these programs is a matter of considerable *
debate. My interest in testifying before the committee toda is not

=, . tojoin in this debate, but'ratKle? to optline for you a view of t[‘:é labor
market and of labor market structure and. of programs to remedy the
effect of structural imbalances in the labor market. I wish to examine
that process and suggest that our historical view of structural imbal-
ances has perhaps been too narrow a guide for employment policy. We
should try to develop a somewhat fresher view on wm labor markets |,
are and what imbalances In this country are like. : S

Now, when we look &t numbers—which, after all, has been*the
Jocus of most of our employment policy—we find that unemployment:
has been mentioned by & number of people on this p'ane{ t can
mean many’ different things. It may symbolize the temporary or
permanent displacement from work. It may be the result of the first
Job search, of reehtry into the labor market after some period of being
outside it, or it. may reflect the transition to a better job.

More often than_net, howeyer, when we focus on unemployment
rates, it tells us verf little about structure of the labor market. Lt
tells us very little about, what has produced this unemﬁ}oyment, and
where this experience of unemployment fits into the lifetime career

43-177—70——7 ‘ :
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of the worker. While unemployment. is a very useful guide to national
econotnic policy, I think it a very” poor indicator with respett to the
function ef the_locul labor market which the employnient policy is
designated to affect. , . . R

There. has been a lot of recent academic thinking on how labor
muarkets operate, and this has focued much less on wiemployment
than. on workers' earnings over- a lifetime. This work, 1 think, is
jmportant, becduse it seeks to judge labor miarket performance

ver a long span of time; over a working tifetime,; over a work career;

rather than taking n dfe-shot look-at unemployment in the economy.

It seeks to identify what factors influence long-terin employability.

I think you will find, Senator, that there is a fair anrount of di~-
agreement as to the interpretation of the facts that these studies
have developed. But, there is' g fair Amount of agreement over the
facts themselves. One of the Tuéts is that education and training are
“correlated wittrincome. The secand fact is that there is a lot of what,

© . is ealled crowding in the labor mafket. The idea that certain yrotips<

' . which .have been the focus of manpower policies historically—the

disadvantaged, minorities, women, and vouth—tend to be crowded
»  i0to certgin sectors of the economy, in eertain oceupations and certain
types of companies, rather than being spread evenly throughout
the économy. . o :

The other ‘point is thgt bevond school, beyond training in CETA

rograms or the Ariney Forces, that the very nct of being at work
und in the lnbor markes contributes sybstantially to income improve-
ment over tne. But, this improvement is better for white adult
males than forother groups in the economy. _ :

1 think, consistent with these {acts is a story—that I have developed
in my prepared sfatemént—a story which says that certain grours of
workers—the advintaged workers—participate in the primary labor
market, where’ training *occurs on the job, where cafeers are made,

-and where income improvement occurs with relative predictability
over time. Other lubor force groups tend to remain in what I call the
secoendary labor market where jobs are erratic, where they are dead
end, where one sees the source of much unemployment and much in

.* the way of lgw-wage jobs. - o :

[ think this view of distinguishing between pritnary and secondary

, sectors on the job side;ofsthe labor market is particularly helpful in
focusing pelicy on two kinds of questions. . . L

*The first question is, What are the factors that control gegess to

*" the better jo%)s in the primary sector? The sgcoud question s, What'

controls the mix in the job market between primary and secondary

Opﬁortuhitios: a question which ‘is addressed much less frequently.

ecause of the policy concern in this country with unemployment, -

unemploymerit rates, and unemployed workers, policies tend to con-
oentrate much maqre on access to jebs. Even when we have had a jobs
olicy itself, it hug\fdcuse(l on jobs.per se, withoutwegard to the under-
3 {_\'ing strug, [ the market, withont regatd. to whegher or not jobs
are_beind created” in the primary sector or secondury sector; and
without - regnrd to whether they lend to;primary or secondary sector
employment. e e . o
It seems to me the training policy in® this epuntry hasdbeen most
oftert Judged by its gbility to take anwanemploved worker and put
thut worker into a job, wéeardless of in_what secter of the economy

v
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~ @« ‘that job lies When jobs are created, agsim, the distinction between
- primary and secondary employment was neglected. Employment @
" policy has beén oriented aroum{;leople, without developing the idea (‘?
that we should be targeting omgertain stypes of jobs and employers, 'Jn‘ﬁ
“particularly those that lie inside the .pmmmary sector. Our trainimg™ *'*,
programs should be targeted in getting wwskers in those jobs, and oyr, '
economic programs shoull be msrgeted onrZéxpanding primgry sector
.~ Jobs rather than secondary. jobs. .o ‘
* Why have we neglected this distinctiox? It is partly a matter of 3
expediency, and partly a lack ef resour;;;BuL I (vou-f:l. argue most ..
. importantly that it is our national attitusastoward structural change ¢
itself. As a nation, we huve nsually temsmd to react to and defend ':¥
against structural changes of the economy -rather than to promote. i’ . :
Our employment policy has been to enshmwem the tmpact o} structurgd - o>
change 1n the labor market. S Q
This goes back to the Aren Redevelopment Act, which was trving o
to ease the burdens of econom: decline in =wertairr'areas. It goes to the
Trade Expansion Act, which =as design~ 0 cushion the impact of
foreign competition on eertw— worker~. wnd to the experience in
MDTA, which was to rescr declinine -=atral cities. In each case
the policy has acted to avoi™ wn ufiwaniaet end resutt, but we have
not sought to P . '
Senator BENTSEN. It somewnut prolsme=the problem, doesn’t it?’
Mr. DoEriNGER. [t does, 1mnaved. o
As you will see, | nin developwmer a :hew-that savs ome may have
to create a set of problems. a cewmwr hyvwer of struetirs: change, to .
get us out of our stagnatwon. | 1z “nae > ironical w== olr man-
power policy historically is that 16~ ypyrins ca® be traggs »avorigins on
the European Continent, particy SWwaeEn, W -Zere wus n
vastly different approach to structuwtl '
‘ In the 1950’s Sweden had develosed r polic at in its
terms was extraordinarily successtus m: E%ed&g witk -str@iral im-
balances in the labor market. But at thx t.me the “wswi- “vare pur-
suing & policy of structural change as o ==wu . ,‘;,g‘,;fv: Af full
employment, and as the resuit of a natnra 44 O/ IWum
wage pregram which was raising the 1w 2 - I (LY.
faster than the averae ' :

V.‘
P
-

Fhe effect of these asmiicies was to sqimeze 1nd el avwyw at

what I described as secondary emgwov:memt 1t fan- T8 Fe=t of

~ that erosion was.on thet one hane te mr ovie ¢ ar— Toduc-

tivity and economic petiormance o Tue Hud) i o;. e other
hand,.to displace workers from tiese .on vupn dwsl=nd jaes.

The economic benetits were obvious. Whgt o~ nesied = the face

of these econovmic benents was a program

: the “effects of deliberate structural chane

ment which occurred as the result of vmal
The United States adopted what was mity the Swedish ap-
proach, but did so to combat, not mter.uonal ar cesired structural
thange, but rather these. unwanted st~ #1ural 11 wions which were

" operating m an econom-ally slack evvronreens /Vhere the Swedex
sought to promote chun-e. we sougnt w suunifijges the change that

~si +1th and #meliorate
16, vorker displace-

occurred. . . e
The thesis that-I would propose wimav to e @mmittee is a «o-
parture from where our mployment =micy hs Seeglhe thesis that

<
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I would propose is that we need to go back to,thd drawmng board with -
our employment-policy, and thmk of ways that emplexyment can be
expanded 1n the primary sector at the expense of the secmndary sector.
We .need to change the mix we find in the ecogomy soday between
good and bad jobs. L . i '

loymmemt policy that

This is really critical if we xre to have an em
is not directed as simply movmg workers from the caisrory of unem-
ployed to employed. It is directed at improving the orecactivity and
income of the labor force. . "

Employment in the secondsr sector will do little w» :pgrade long-

- term skills—little to upgrade tiie earnings and produtzviws. Programs
that give somo worker new acvess to,l;ﬁse primary markes and to the
career opportunities n.contaims &so runs-the risk of damguacing workers
ajready there, or already hesded in that direction, umess there is a
net growth 1o promary sector 1mbs. | 5

There are always niches tha. can be filled by workers without dis-
placing others, but if you thimus of p major program, not just unem-
ployment, but low wagds, afe a oroblem. The larger the program, the
more the risk of this displacemesnt. e '

I would argue that thecimidenge—to employment policy in this
proceéss 1s to Jefine whe tools snat will help .us bring about deliberate
and positive structurgl ‘chatmre. The Swedish experience suggests
that such strycrural chanze mn be sromoted through full employ-
ment. Compgtitson fadually trains away the unemploved workers,
and stimulates the transfer of v orzers to the primary market. Employ--
ers find ways to adap: une' ‘rain che hard to employ with or.without

.the assistance.of piower poi v . Sl

Secondary sector -:ts ith_s process either get upgraded, improved,
or pait'inore for '‘herwms thev asappear from a simple lack of
labor to fill.them. : '

Because® of: fears 4 nflatwm, -ne United States has-really neve- .-

tested this Europeafi experemce o {ull employment in the Swedisk
sénse, at least not dming pewcetime. There is, however, evidence that
these forces were in et in uus country during the boom of the 1960’s:
" [t sesrps to me th: «ir prevent arsenal is rather skimpy. We could
pursye what the Sw- .~ (. 4 mummum wage policy whieh would
tend to price secomus =mma.- ment out of the policy; but this sup-
poses & full employusr  poli~ B

‘wSenator BENTSE sur Lime has expired. Tf yon would summarize,
I would appreciate .

Mr. DOERINGER. -

Senator BEnTsex Would gp - summarize, please?

‘Mr. DoErRINGER. - let™fme restwrict my ¢losing remarks to- the -
question of where einzovinerr poucy fits. where a policy like CET2
or its successor, whatever tlhui nay be, would fit. : .

It suggests first of all tha® = principal aim of employment policy
is ‘economic development, 1+ wieted economic development policy
directed at the primary secter - “-nes of jobs. Therole of CETA should
not be as a safety net. Instea. ., should serve as part of a program for
economic revitalization. It 1> a1 arm of policy that would provide the
human resource development orograms, targeted on people with
difficulties in getting into th« prmary sector, and would provide the

. assistance to facilitate the wl~orption of workers into this sector.
Second, its jobs program co:. .< slay a role in finttuning local econo-
mies. .

3
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' Parhaps even more Lmportane. honevex:, s thek I-sed-the CETA
.Bystem as performing two veles. Qne 3s.4o stimulsthe labor market by .
‘innovation. As we know %em mevestment peogram, whether it
is a private investment program: o a public myestament program, the
ayoff of -that program cam be sabstantiilly im ed if 1t is com-
. Eiﬁed with a good ides. CETE has. provided sn -‘%Jppqrtumty, Jor
- “research and develepment «f goost: 1dess, and has maproved our basic
uriderstanding of how laber mamems work . . coe
Perhaps the most impestant function of ‘CETHY, and one which
I believe is indepeéndent of how -employment, pelicy is delivered, in
the'future, is therole of the CETA System as an ecenomic monitoring . .
and! planning system. It seems to me that CETA mepresents our only ~ .
national network engaged m a mrogram of local economic. analysis.  *
CETA planning machinery now implace has the capabili ty of monitor--
ing & very wide range of Government activities which ympsgct,on the
ecoriomic Eljpcess, rangiz= from regulatory activities to local fiscal

policy. I any natiemsl palicy of economic revitalizition Tiust
rely hmvﬂly on imputs o business, labor, and local governments;, .
Withonrt a local planning azency these plans for the natignal ecohomy. -,
cannos e fally reuliged. — " ' . L
Thauk you. g -
Senator Bexrtsexn. Thans you, Mr. Doeringer. b
» |The prepared stazement of Mr. Doeringer follows ] - .

Prwparen STATEMENT OF PETER B. Doeringer
i nemmnyment, Labor Market Structure, end Employment Policy
1. INTRODUCTION "

Thinking...:3out employmen: aolicy in this’ country has heen domjnated by
a concern wnr.—.runemp&yment «nd its causes. Often these causes have been traced
to. some nowes: of structural imsalance in the labor market, Thus we think of
the youth or- s minority or tne veteran’s employment problems as one of a
poor “fit” wrmtt the job structure of the economy. Or we think of depressed or
nguning areme where the disappearance of jobs bas upset the labor market,’
ce. !
rom thir s==spective, employment policy can be directed either at people

or jobs. Th» “eople” approach stresses training, counselling, information
and subsidiee .: improve employnbility—the cornestoned of U.S. stryctural -
labor market r..wey since 1961. The “jobs” approieh has focused upon stimulating
economic deve: ‘nment through tax incentives and publwx works projects, and more
recently througe direct job creation. . R '

Whether or ~ %t these programs have been successful, or even' what standards
should bes user. o judge success, have heen matters of oonsiderable debate.! My
interest today -~ a0t to join in this debate, but rather to outline why this view
of labor mark-: structure, and programs to remedy the effects of structural
imbalances, is wo na®row a guide for employment policy.

¢
IL A NEW VIEW OF LABOR MARKET STRUCTURE

Labor markets are constantly in flux. New companies .are formed and bhank- .
Fuptcies oeccuz. Firms grow, decline, merge .and relogate. Workers enter and
recnter the labdr market, change jobs and careers, and they retire and are replaced.

Our training swstems and cmployment systems have built into them considerable
flexibility to sccommodate such change\’ Employers can rely upon;many types of .
labor reserve- :o meet surges of employment and workers develop various “shel-

ters’” against waor market, adversity.3

-

! 8ea Farrel Bloan (Ed.), “‘Evaluating Manpower Programs” (Greenwlich, Conn.: Jaf Press, 1976) and .
Cm]sm'us«ioual Budiget Otlico, CET A Reorganization Issues (Washirigton: GPO, August. 1978).
3 See, for example. Peter B. Doeringer and Michael J. Plore, “Internal Labor Markets and Manpower Anal-
Y ([?xg]medxmgwn‘  don g‘c‘u}xm ey Ghelter {n "L bor Markets: Segm } ntclalr,
Marcia ave! e corfeept ofghelter in ''Labor Markets: entsand 8helters” (Mon
N.J.: Allanhold, Gemns and Co., 1976)." Aghelter o !
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Unemployment in such circumstances can mea\ many differetit thinge: It may
symbolize temporery or permanent displacement flom work. It may be the result
of arch for a first job or part of the transition to a better job. It may have
becn predictable and planned, or it may have been atcidental. Because of these am-
biguities, more often than not, observed unemployment tells little -abaqyut the
underlying structure of the labor market and how that structure is changing.
While useful as a guide to national economic policy, unemployment rates are a
poor indicator of the structure and performance of local labor markets.t L

Much recent academic thinking about labor markets has focused upon earnings
and career patterns rather than_une'u}gxloymept.. This work seeks to judge labor
market performance over a worker’s Li‘_g'ti;he, instead of ‘one point-in time, and t6
identify what factors influence lopg term employability.? The crucial 'olligﬁ'
question is whether labor markets are “meritocratic—rewarding abilit B!
with sumeaccuracy—or are governed by institutional forces which syste atically

-affect the employment prospects of certain groups. ’

There is considerable agreement about certain facts of labor market behavior.
One is that education and training are correlated with income. A second is that
consiclerable “‘crowding’’. exists whercby youth, minorities, and woinen are ‘con-
centrated in certain occupations rather thagybeing spread evenly through the job
structure. A third is that work experience contributes substantially to income,
but that this effect is much more important for adult, white; males than for other
lahjor foree groups.® - oo

onsistent with these facts is the view that waite males gain access in their
eprly twenties to the prithary labor market—ihe market containing jobs that
have career potential. Other labor forcé groups remain concentrated in the second-
ary labor market where prggpects for career advancement are more slim.” This
distinction hetween primary and secondapy labor markets provides a framework
which cun be useful while thinking abglt how to shape’labor market policy.
In particusar, it emphasizes that policy must be dirccted at three-geparate con-
cerns: (1) the mix between secondary and primary employment oppgrtunities in.
the economv; (2) the factors cofitrolling access to primary sector jabs; and (3)
the factors controlling individual career 3“"‘5 through the primary sector.

.

III. EMPLOYMENT POLICY AND THE DUAL LABOR MARKET

Because -f its concern with unembloymen!, per se, employment policy has
cohcentrawesd on preparing people for Johs without much attention to the dual or
segmented structure of labor markets. Despite rhetoric to the contrary, training
policy has been most often judged by its ability to take an uncmployved worker and«
place that worker in a job regardf;ss of whether the job.is in the primary or
secondary =~ctor. When jobs were created, sither through-economic development
efforts or through public service employment, the distinction between primary

" "and secondary emplovment-was again neglected.®

Employment policy has always been targeted on. people—disadvantaged or
unemploye«-—and toward high-unemploynicnt arcas. Irgnically, job targdting has
never been tried.

The reason for this neglect can be traced to many sourees: lack of hasic knowl-
edge of labor market functioning, program expediency, and lack of resources, to
name a few. Those, however, are incidental to a larger issue of our national atti-
tude toward structural change.

“As £ nation. we have always chosen to react to, and defend against, structural
change rather than to promote it, Our employment policy has heen used to cushion
the impact of structural changes in labor demand. Its origins in the Area Rede-
velopment Act testify eloquently to the concern with easing the burdens of eco-
noniic decline. The fraining provisions of the'Trade Hxpansion Act dealt with
dislocations induced by international competition. MDTA was first used to offset
the ilpact of automation and then ta rescue leclining ceéntralcities. More recently,
changes in the demographic structure of the labor fuice have spurred programns
for the youth labor market. .

¢ See National Com'misston on EmBonment and Unemployment Statistics Final Report (1679) and Glen
Caln. * Labor Force Concspts and Definitlons in View of Thelr Purposss.” in Commission Background
Paper No 13 (1979,

3 See, for example, Harbert 8. Parnes, “The National Longitudinal Surveys: Lessons for Human Resource
Poliey.”” Report to the U8, Degwtment of Lahor, ETA. Nilice of Research and Development (1978, Mimeo).

* Rubert tall, * Why s the. Dnempioyment Rate S0 1]igh at Fuil Employment," Brookings Papers on
Economte Activity, No. 3 (1970). :

7 Doeringer and Piore, op, cit. - ‘

? Oniv with the recent é’g}’l‘;& amendments is employpient policy obliged to address income Improvement

as a goal. 1' ()2 ) .

.
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our employment policy can be traced to a tledhent ap Y
. In the 1880’s, Sweden had devel;)]ped a highiseadvan
amarket policy directed at structural imbalaness m the hassr
¥ Sendins had been plrsuing a deliberate poMcy of strusssmml: -

ul

suct
murigdh.

ul=was to gradually squbeze their spcondar#bor marke:
Thheir mmapower policy wad to take workers asgiacedzfrom.
Sexmurinry al t and tostransfer them to the primary sector.

‘m exontrupt, the T.8. adopted these policies to combat unwanmersstreeturs.
dilamcastions in so +monomieally slack environment. Where the Swemmmsowmint 10
chr. o the strusmme: of the labor market, the U.S. sought to mininmesstrmetural

Ty, wTRrATIMG DTANGE, FULL EMPLOYMENT, BORTLENECKS, ANDUSSRLATION

‘*.Avn‘-‘mr of mructural change has sapped our economic viitality i festered
postst:  Luas ssarade protection, which allow us to defer hara econommmeliticeaand
Syudiite120m fre the seareh for better sulutions. What is neededssme-reew com-

% struezmemal change—to the expansion of the primary sewerz-wand. the
W of themecondary sector. Such a “‘jobs” policy is critical GraEmroving
mer sud eummioyability of the labor force. To the extent that ourcwsmnt pro-
emgmeyability in the secondary sector, they will.do little fm apgrade

C

therr Imbor Hmeugs b combining an aggressive policy of full empiwemnent :
nerietindly #ﬂzmpﬂlcx designed t;inise minimum wage fastessthmn
AE,

[s LW

= w-geeessto the primary market, and to-the careeowmortuni-
therein, risk displacing other workers from primary emsmoymens:
= negrowth in primary sector jobs. These displacement effiscts wil

wutl p

var -size and the level of unernployment. The challenge: to-policy is
t find zhe Y xeeded to bring about such a deliberate structura - ~nange.

“he Swweddish exprerience suggests that such structural change can-be: otai
thr-.uyh fiwll «m plamment. Competition in a tight }abor market gradually :riiling tte

las . resergew of wemployed and underemployed workers and stimumsses tio
Irﬂﬂ"r of $markers from secondary to primary employment. As labor.inswmests tig)-
ten/Gigarines W enpsloyment melt and emn loyers finds ways to trainancmmapt the
hareteemupbn Jlecondary sector jobs either get upgraded or disappear <tom lack
off . to 1811 ww. Because of fears of inflation, the U:S. has never tesuetpersist-
ent Wl amppi-wment in the Swedish sense during peacetime. There is =wev
rvliems « & ittwer forees at work in this country during the boom of tte -860's.
4 cuygpter aument to this view of full employment as an engine of sazuctural
‘Teilyiy v ofi@p sivanced. It maintains that the labor force, and wt the joo
“Lp jn thie major constraint on employment policy. This view hotts<hat the
fimary workers would be exhausted long hefore full employnemscould
e reslting bottlenecks in the primary labor market will t.m create
» wharh will imperil further growth. This prognosis, hée- ar, rests
o:ery -ather than being teste againgt experience. More-ver, it doe:
. W+ srructural change so mnuch as it points to the inadequacies of ou-
jur- - rand and combat inflation. - :
: sternatives to fall ployment as an approach to structura
© o posent, our poliey arsenal is skimpy. Using the minimmuy,
rws. ey cmnloyinent out of the marﬁet, as was done in =we
* ivi-enpevinent policy to reabsorly displaced labor: Ombe-
« ~immishingthe secondary sector suffer from a simile
w~ilyility is to convert secondary scctor employment s=-
meat. Such “institutional engineering” has nop been
Faps: ¢ from some experiments with job redesign. Yet
to he explored. Primary sector employment has certain c
ngtii=h it from the secondary aector. Jobs are relatively st
ted in medium to larger size firms with some degree of mrr :
ften unionized or are governed iy equitable personnel L‘dii':;ev
nimg and advancement opportunities; and they have comme= a¥-
that discourage labor turnover. This suggests that pom:« - en-
fnjonization, particularly along industrial lines, in the seconzs. 7 etor;
the stability, growth and merger of small enterprises; and t1  .uperrage
ective personnel development within smaller enterprises mas .5t in
setondary into primary employment. -

#7 Zpohuston.  Economic Expan‘sio'n and Structural Ch:nge: A Trade Unjon Manifesto” (iLegmon:

Ghnrammd Unwin. 19637 .
T risamOknn, " Upward Mobllity in s High-Pressure Economy", Brookings Papers on Eccussmis

2w i, N 1 (1873).

"
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. ployment.

+ business subaidies, ehvironmental
‘Incentives die all Fiéces'df' a targeted de ment program. Tariff ame
pohclis contidually concerned with regu%sthe rate of' decline of =

* Wage and price policies are becoming a peresmial activity of governmens =

<
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* The third spproach is to use public polasy 0 promote primary sector employ-
ment. Because sml;ty and predictability ‘sse imaportant in the primary sector,
contracting sshe could be ssquenced #6 as-to stabilize production and em-

'S intentives to busimess develapmnent could be directed at primary
rather than sseondary firms. Public service emgployment aimed at structural prob-
lemy must explicitly be linked to main-line . ent jobs in order to assure

oareer employment, .

‘Fhese proposals, while speculative, sugmme there is room for manipulating
econemic structure, r r, strengthenimg &l primary sector can contribute
to worker productivity $nd Yo long-term enpnommic performance. This will lessen,
rather than inorease; inflitighaty labor masws spressures.

:. v. EMPLOY'MENT PQULIOSY AND ™ MIC REVITALIZATION

.’llWher:Ia does’ employment policy, and CEZ#k in particular, fit into this gplicy
scheme? . * :

My own view is that CETA should stop msemg used as the principal satesy net
bétween jobs and income maintenance. Inssmmst, it should become an active-arn
of.a pational Program For Economic Revislslization. Such a revit.alimthaa-
grani would not only use national policy to es¢ employment levels, but womei .-
be concerned { the composition and geogmmphical location of economic srissit

ThiSJJrOpo s not as radical as it mAy sommd. Many of its elements Ay
embedded in our nation’s eeonomig policies.Federal aid to depressed a
regulatimms, and state and local ‘imr i

<

institdtions in industries such as textiles andffoes. Contral of industrial
tion ahd structure are implicit in our anti-tf#at and nierger policies. B 2IVA
Conrail, and Amtrak: arg examples of national involvement in sectora) semmin

What is new about this approach is the miea that the scattered poasdiei
impact upon economic development might bescoordinated, and that thi .
tion might pay attention to the implications of growth for labor market PtyeC tuTe
CETA provides ywo important functions in this system of coordination.=Togram-
matically it can Allocate resources to provide the human resource conmmement ¢
the ecofiomic re¥jfalisation program. Human:resource development etia=woul
aim at the abao_'l;,&tiﬁn Anto the primary seeter of those with emplowenmmt die-
advantages. CETX’s job component coulé +o help to fine tune ti+ amlance
Between workers and jobs in the local econcs: '

* Of greater importance, however, is the ra= of the CETA system in aéomomu
monitoring, ptanning and innovation. If bmman resource developmentswsgram-
are analyzed in investment terms, a payoff of 10~159% would be considemwas goo-
return. Investing. $4,000 in a trainee, for, mmple, might be expectes $ yimuc
$400-3600 per yedr in additional income ¢o the trainee. As with caj nvest-
ments, however, this yield can be substautially improved if combipe=with an
invention or innqyation. CETA has been and should continue to be, in tmermusiness
of research and development into new ways 0 train-and utilize labor— Without
this capacity for innovagipn, employment pokicy will stagnate.” *

An equally strong case ¢an be made for the CETA planning system. CETA now
represents the only national network of gowernment agencies engagea in local
economic analysis\ The CETA planning macsinery has theé capability so menitbr

d analyze the.jhplications of a wide ranse of government programs ranging
ﬁ:)m vocational pducation to regulatorv anc fiscal policy impacts. Anv national

rogram of ecgfiomic development must feiv upon business and labor at the local
evel for its’ implementagion. Without a loeal planning mechanistn that can in-
corporate local labor, business and governmental inputs, development plans for
the national economy cgnnot realistically be.ueveloped. :

S N v, .

Senator BENT=EN. The experience that you have had in yorking

with local labor markets, such as n the New England market, edu-

cated me a little on how the employment provisions of the States
work. -

v

# Martin Feldsten, **Loweting The Permanent Rate of Unemployment,’ Joint Economic Committee;
Congress of the United States (September 14973).
1 See, for example, “Manpower Report 6f the President, 1975, pp. 85-96.
' .
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In.Tex w_ﬁq&rstand at, there is 4 lot of Federal funding, and
I assume Fedwml guidelines, but. that is through the Employment
Commmission. Is«shat the way it is repeated around the Nation? L
Mr. Doznivamm. 1 think as a basic model, the employment security
conmmissions, in-serms of this primary and secondary c{vi’sfltlinction that
I am suggestiner to you, tend to deal’with those workers and those

.-

whodsve the mqsbdiﬂicult{fetting jobs or finding workers.

The best emplugers are the ones I have described as primary em-
ployers, those wil. provide good wages, trainin§ capability, and stable
emplo t. Kigmpioyers of that kind generally need not rely upon
the Public ent Service, and generally devise their labor

masket. stra to avoid hiring individuals who skek as = last
ubhic ent services, or a CETA program, or some other
ance in getting a job,

As a result, sere is a primary labor market where good workers
and good jobs :are matched, largely without much in the way of
public policy swmmstance. : . -

There 1s the-assondary labor market where public policy assistance
has worked murr more actively, where it is much more welcomed by
workers—and emmoyers, and where a large number of transactions
have resulted. me they CETA transactions or direct placements. I
would say there has been far too little reaching out by Federal agencies
into- the primar= sector where the need for their services is much less.

Senator BEN™sEN. Mr. Schiff, we are delighted to have you again.

Years ago, | was on an advisory board of youg committee. |

Mr. ScarrFr.  think you were a trustee—

Senator BExTseN. I have to be very careful what I admit to bein%
on. but that is one I am pleased to say I was on. I was a member o
the subcommitaee years ago, and we were talking about public financ-
ing of campaigms. Let’s go off the record. : e

[Discussion eff the record.] - -

Senator Bedrsen. Go ahead and give us your testimony, please.

STATEMENT @& FRANK W._A:CHIFF, VICE PRESIDENT AND CHIEF
ECONOMINT, COMMITTEE FOR ECONOMIC DEVELOPMENT

- Mr. Scuirr. Thank you, Mr. Chairman. I very much appreciate
the opportunitv to appear here this morning. My comments will- draw
in considerable part on the January 1979 %ED holicy statement on
“‘Jobs for the Hard-to-Employ: New Directions for a Public Private
Partnership,” faér which I served as project director. That statement

. reached a number of major conclusions:

First, a much more intensive and targeted effort is needed to deal
with structural unemployment and—more generally—with the labor
market problem of tl)l,-([)l;e persons who have special difficulties in
finding -and keeping useful jobs in good times as well as bad.

Second, public policy should place more stress on training people
and putting them to work rather than op paying them fo? not working.
- Third, efforts to secure jobs andfraining for the hard-to-employ
should place much greater relative emphasis on involving the privite
sector, where four out of five jobs if our economy are located. .

And, fourth, these efforts should not only involve large firms but
should also focus heavily on small byginesses, partic:farly those in
the expanding service sector. . oo

'

: 105

1

/




v

102 .

The committee also stressed that-an approach along this line, with

its emphasis on increasing the skills an(P praductivity of the work

ferce. would siﬁ'niﬁcantly contribute to a reduction of inflationary
pressures as well as of unemployment. t

" It is striking that when we started work on our statement in 1975,

\ ° the most common attitude of business firms toward proposals for

greater private sector involvement in programs to deal with structural

memployment was decidedly negative. This attitude was not merely

redated to the recession. It also reflected a belief that such programs

mdd been tried and simply did not work. A frequent comment .bv

besmmess executives was that their experiences with earlier programs

1n this. area had been discouraging; that they could not cope with

the special problems involved in training and employing disadvan-

tagred persons; and that the red tape and uncertainty about continiiity

of funding associated with governmentally sponsored programs were

major deterrents to participation. The view was widespread that

the combination of these fuctors simply did not make it economicul

for business firms to participate in such activities, even if the finaucial

incentives for such participation were substantially increased.

After considerable study, oir committee nevertheless conéluded
that cooperative public-private efforts to deal with structural unem-
ployment can, indeed, be workable, jprovided they are properly

+ designed. To an important degree, we based this conclusion on a
- survey of CED trustece companies which showed that a good many
yobs and training programs targeted to the hard-to-employ were, in
fact, already being successfully operated by private firms, shough
frequently on only a relatively small scale. While we found that no
single approach is necessarily suitable for every communijty, we con-
«eluded that a broadened public-private partnership program to, deal
with structural unemployment should place major reliance on key

~ features of the more successful existing programs. These include in
particular: ° '

A systematic mechanism for strong and sustained involvement of

the top business leadership, local und national;

Active cooperation by local prime sponsors;”

Extensive reliance on intermediary oreanizations that can relieve
business of many of the special burdens and costs connected with
dealing with the hard-to-employ. Many firms that are reluctant to

k' hire the disadvantaged directly or to deal face-to-face with govern-

mgent bureaus will take on hard-to-employ persons if ap intermediary

' organization aids them in cutting the redtape connected with federally

" sponsored programs and in providing needed counseling and other
special services for this category of employees.

[ntermedrary organizations can also be very useful in identifying
the more promising types of job opportunities and can conduct special
kinds of training that help prepare people for these jobs. |

In addition, we put strong emphasis on programs that are carefully
tailored to the needs of particular groups among the hard to employ.

Finally, we called for more adequate-and varied financial incen-
tives, including both direct payments and targeted tax credits.

It is encouraging that since the time our project was first initiated,
both businéss and Government attitudes toward gréater private
sector involvement in the battle against structural unemployment -
have beeome much more positive. This is shown particularly by the

"
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launching of title VII of CETA and of the targeted employment tax
credit and by indications of much greater willingness of private tirms
to become involved in such efforts. : N

The point I want to emphasize here, however,.is that it is hizhly
important £o maintain the recent momentum toward greater private
sector involvement in efforts to aid the structurally unemployed.

If businessmen should again begome (lisillusione({with such efforts
because of undue delays in program implementation or other fuctors,
it will be very difficult to gain their support for other private sector
initiatives at a later date. Hence, I believe that while additional pro-

um designs in this area should be carefully considered, the prinecipal
immediate priority must be to assure that the programs recently
passed by the Congress are implemented promptly, effectively, and
on an adequate scale. o ‘

Let me note some of the key elements that I believe are required

“to make the current programs successful.

Kirst, there should be assurance as soon as possible that these pro-
grams will be funded adequately and for a long enough period.

The ubsence of such assurance is already proving to be a serious
impediment to the development of private industry councils in vurious
areas. ’

The funding arrancements should, in particular, be adequate to
allow for proper stafting and other startup costs of the P1(7s.

I also agree with Professor Hamermesh that it is impogtant to be
sure there is adequate funding for effective administratlon of the
new Targeted Jobs Tax Credit,

Second, there must be a clear understanding that the new private
industry councils will have real responsibility ‘for carrying o#t mean-
ingful tasks. Business people will simply not be interested in devoting
time and effort to,the work of these councils if they merely turn out
to be purely advisory bodies to CETA prime sponsors, with 1o real
authority or degreé of independence.

The councils should become a foeal point for encouraging ereater
private sector participation in the full range of ("ET.\ activities. The
should have their own permanent staffs and clear control over suc
sources wherever possible. A\s many of the PI1("s as feasible shorild be
organized as nonprofit corporations, with clear authority to muake
direct training contrpcts and carry out a wide range of other
operational funections. *

Third, there must be a continuing effort to assure that the new pro-
grams are not tied down by inneceéssary redtape or uncertainties ubout
regulatory requirements. . :

Fourth, the new programs shoull place considerable weight on
upgrading and other ways of developing higher level skills—plurtie-
ll[}ll‘l)’ those in skill bottleneck areas—in addition to dealing with
entrv-level jobs. . .

Fifth, the new initiative shonld be accompanied by more systematic
local efforts to identify promising job and training opportunities for
the structurally imemployved, and by improved processes for placing
the unemployed in such jobs, ' '

Among other things, this calls for refdrms in the Employmént
Service to make the Service more responsive to employer needs: for
sclose coordination between the,Service, prime sponsors, and private
industry councils; and’ for increased reliance on private intermediary

. . . .
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organizations that specialize in the placement of particular categories
of the hard to employ. * . . .

Sixth, there is need—both at the local arfl the national levels—for
greatly improved and expanded information on the nature of pro-
grams that already exist and that are operating successfully.

CED has sought to contribute to this procéss by publishing its -
findings abo ccessful private sector programs in a book of case
studies, and {s now also hollc)ling a series of policy forums on the subject
1n s1X major dities. . ) :

But much \more needs to be done. We believe, in particular that
efforts should be speeded up to develop a systematic and continuing
cléaringhouse of{ﬁ&orm'ation on ongoing activities to deal with struc-
tural unemployment.

\of And-certainly, success of the new Targeted Jobs Tax Credit and

the title VII program will critically depend on an adequate mar-
keting program, as several of my collcagues mentioned earlier.

Seventh, there should be as close coordination as possible among the
various agencies at the local level that deal with structural unemploy-
ment, jcluding private industry councils, pritne sponsors, the Em-
ploymgnt Service, and the school system. ' -

‘From the point of view of the business sector, the basic aim should
be t6 assure that an individual businessman can turn to a singlé initial
point of contgct to make effective tise of gavernmentally sponsored
mcentives for aiding the hard to employ.

Similarly, there should be a focal point to which an unemployed

& person could turn for help with his or her individual problems..

.

In addition—and ¥ think this is very important—there is a major
need for closer coordination between etforts to promote local economic
development and efforts to train the structurally unemployed for the
jobs that are likely to become available.

Finally, let me comment briefly on the relationship between struc-
tural unemployment and countercyclical poligies.

One connection is ﬁat the absence of adequate countercyclical
defenses has typically eneant that in a recession an important share
of Government funds intended for aiding the structurally unemployed
has been used to prevent layoff of recular Government workers as
normal Government revenues started to fall. )

"To avoid such an outcome, better advance reparations are needed
for dealing with cyclical unemployment, inclwding, in my personal
view, the availability. of an adequate program of countercyclical
revenue sharing geared to both regional and national unemployment
trigeers. .

It is also noteworthy that groups with special disabilities in the
labor market tend to be especially hard hit by recessions, both be-
cause they-Yend to be among the first to be laid off and because they
encounter greater difficulties in finding new jobs. o

Hence, I believe there is justification for tarveting a high proportion
of countercyclical employmént programs on such hard-to-employ .
groups, though not to the same extent as in connection with longer

- term efforts to deal with structural unemployment.

But such targeted countercycficnl programs need not be confined
to public employment. i

n designing an appropriate countercyclical strategy, careful con-
sideration s_houlﬁ be given to greater emphasis on countercyclical

Pt
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employment incentiyes that operate through “the private sector,
including ealarged-—though still targeted—tax credits an_d_increas'ed'
governmeht suppottfor training and upgrading in private firms during
recessions, .. , - . o

I agree, again, with some of my colleagues here that these.kinds of
programs, too, mizht best be 'subject to triggers based on both local
area and national unemployment rates. R R

Another promising approach is to encourage wider use of work
shacing as an alternative to outright layofls in recesslons,

.

. This would, in particular, help.preserve the job gains registered by -

- minorities and wormen during economic .upswings through equal em.
ployment i)rqgr'ams' nn(l-otlner'factox‘s—-‘gai.x_xs amt_ can be seriously
eopardized even by a relatively mild recession to-the extent that the
iu.s@ hired tend to be the first ones to be. fired when outright layoffs
are uséd as the principal means of udjusting‘to declines in output.

Grestter reliance on work $haring in recessions could be substantially
facilithted by changes in unemployment insurance provisions to permit
payi(nlent of puth idsurance for single days when rms go on a 4-day
week. .. S .o :

"I beliove that a wider use of such a provision, which has already

- been adopted by one State-—Californin—d&erves very careful con-
siderution and might possibly be facilitated by a change in Federal
standards. -~ % .0 . j '

Such a chaugé need not entail an incrense in budgetary expenditures
and would® mere)y be desizned, to increase the possibifities for work
sharing in cases where thisis desireil by both management and dabor.,

ln'su;,nmary, I believe that a successful attack on structural'unem- .
ployment requires & maltifaceted approach, calling both for institu.
tion building as well us greater use of incentives, .

The private sector can and should be able’ to play & substantially
larger role in such an fpproachithan in the past. :

Thank you, M. Chalewan, - - 7. .

Senator Benrsex. Thank you. L

Mr Schiff, you‘comnmented an intcpmdlugy erganizations douling
with the steucturally un nployed What type ol*intermedia y orga-
nizations do you think wre particul.rly helplul?

CMre ScarFr. There 13 quite u gunge of these urgug,)z/ations Inci-
dentally, we have described many of these in our policy-statement
on “Jobs for the Hur(l-tu-Emplp_v' aud 1n our hook of cuse studies, but
fet 1o vive yououe or two examples N

One type of orgauisation was developad . Chicago, thoagh a o €y
bunilag one sxisted in Clevetand et en tarbier. In Chicugo u gioup of

“tqp busines. eader, te presenting 20 tajor cotpauies and 20 minority

Sirms and gioups have formed an ot saulzation called Chic uzd/ United
‘\_‘hf(.h.com chllaves !h(('llal\-t‘ly ‘ull the ke_y :1()('ilb’l pl'oblem; O[ [hd

Tty stuplovient Lousiug educating and su oy

(Jlll(;dg() (Thi(cr‘ ‘Oll’rn&;«l t ulb;.(l‘otll» Lo d(lvlll with .. l’l") [TTTOTE BTN IS S
s, Pucorpouted a. 4 hotp olit organi.ation uug hus o TINTE: BTN
staff This 1 (e 1 (e Chicngo Mliwnce Lor Bogimn s ;\qupo\\«-l
Serat R \’B.\il\ .

'('.’\Bf\ﬂ(-‘i sthited o v 0 LN D P PR S PEPY S W ST LY
I b been able tn . IR T (TY S DRV TON TR VRN 3 Ut kot -):’ "o
te (s vith Ay ace oy ' )
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. CABMS receives funds both from private firms and from the city. -
It has had a much better success rate with OJT contracts than had
greviously ‘been the case when OJT contracts were concluded directly. .

etween the city and the employers. This is partly because the private
firms involved—many of which are quite small—are not very eager
to deal directly either with big:business firms or with big government,
but frequentl%' are willing to J’e_m with this kind of intermediate group
that speaks their language and can take a good many .of the pro%lems

. of redtape off their backs. X

Now, I' am not saying that this particular type of organization
has solved all the pro{]lgms. Nevertheless, as a pyototype, it is anifa
helpful: In fact the private industry council con:ept was’essen!
based on that kind of organization. - '

There are a good many other kinds of intermediate groups.
Chrysler Institute, Tor example, is a for-profit organization
engages in training and pre-employment counseling of the d
vantuged, not only for-Chrysler, but for & series of other compa

O1C is another example of a uselul intermediary ‘organiza
I codld give you a good many éthers, including very, specia
orzunizations for placing some of the very hard-to-emplpy in
such as the Vocational Foundation in New York. oy

Senator. BENTsen. I had asked a question earlier, and I d
know if I had a response g it, and I am not sure if anyone hus

Does.anyone have any Xumbers that tell us what happens ..

* the training period, after the subsidized period, as to continued jt

%?:essb thesepeople? ‘ T

Vhat L'md ob a result is there? Does the result mean a need for a
stbsidy o now on? . ' '

. Ms. gL, Mr. Chairman, we made some estimates on the transi-
tion rate in the public service employment programs, which might be

_ somewhat relevant. Roughly they showed that one-third of the PSE

participants were making & successful transition into unsubsilized

employment.”’ . ST -
hose numbers are not the most up to date, and there wight Lo

better data available now, but that is what our staff estimated last year.

Senator BENTSEN. It is too early to be getting numbers from some
of the laboratories we have around the country, and from thé pilot
programs. S { '

Ms. Sawnua . That 18 cortect. R

Senator BENTSEN. One of my greal cunccins 1s the question uf what
is happening to productivity 1u this country and the fact that last
‘var product1¢ity growth was only u point, and it 13 estimated in the

{)ucl;:eb this year that it will be four tenths of a puint, and the Japanese

growth for example, is 8 pesceat.

There are Many ceusubs for the diop 1u productivity One of the

WAjOr rewsons is Lraining, and the‘vther L. worker mobility

That one surprised me a little bit. Is it true that we have less worher
mobility now tj?m,t we bave had? That 1s what [ got fron, onu of the
articles 1 was reading on thy guestion of the produetivity.

If we have less wobilivy, v hy? Is anjone prepared to comment on
that? ' )

Mr DoefuNara L othluk to o gqubies aoconld of 1eliaciie polul In
e, tf yau went ba.k to di 1920, y.u would have found v.ry

widespiigd concern with th. eu.ployee turnover, which 1 an elenent

Lo
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of this mobility question, the fact that people did not remain com-.
mitted to their place of work. L .
Now, we have a combination-of the experiénce of the Depression
which had a very chastening effect on vorker attitudes toward mo-
bility, and in more recent years, the growth of a variety eof private
pension plans which haye emonstrabf; reduced employee turnover,
These are influences.which have reduced mobility and have had a

constructive effect on .productivity because there is a tremendous «

arnqunt of training that takes place in primary sector types of jobs,
which is useful only in the companies in which it is received. When
there is worker mobility, important training resources arg wasted.

What you ask is a question of whather you have enough mobilit
make sure workers are irf the right ]p]ace in the_lgpor market at
right time, but nqt so much mobility that ‘ou #re wasting im
tunt resources. Mobility has been reducec{ in ways , which
achieve this goal. e : ‘ '

One of the major complamts that the good employers have had w
respect to the disadvantaged is that they are rsks as employees |-
cause, as you begin to make themn productive, ns you spend 6 months
or a year integrating an employee and training him m the ways of
your company, that employee leaves.

You have wasted your training resources and need to start from .

serateh, -

Senator Beyrses. Is that because you are not offering them a com-
petitive wiigze in line with the improved skills?

Mr. DoeriNgeR. There are two views on that.’

One is that the mobility is the result of people leaving bad jobs for
better jobs, or good jobs for better jobs, but another view is that when
the disadvantaged, especiblly during the 1960’s, were hired in a num-
ber of good companies that participated in' the jobs program, that
cniployee turnover and retention was a problem.

That was a problem that I think was never directly addressed by tho
ewployers themselves.

Senator Bexrsen. This is arguing to the contrary, that we should
huve more mobility gain, and there were areas of some low unem-
ployment in the country where those people could move, and they
don’t do that any more ,

Mr. Hasexmest 1 would like to cornment on that briefly. 1 think’
we benefited in the he.t 20 years ufter World War IT from two unique
circumstances which have not been-in existence iu the last 10 years,

We first saw the tremendeus flow of people from agriculture to in-
dystry. That is doue with. Seéond, the rate of growth of educational
attainment and the aumber of years of schooling attained by the popu-
lation was three thues higher in the ﬁrs? 20 postwar years. It was
growing three thues us fast in chose 20 yeurs as it had in the last 10.

You had more skills and formal schooling becoming embodied in
the population. That hus slowed down. 1 don’t see that picking up in
the neat future, ‘and 1 am not so sure I would waut it to pick up.

Senator BeN13gN That is a good polat. ’

Ms. Sawhill mayl.e vou are the one (o ush this questivn b want

t to the struccural formadion of the Biaptoyn.edt cotmissio

[ just wanted education op the fornat

Ms Sawarin Are you tulking about the st ooy Loy vt o

iintstiations?t ¢

Ly
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Senator BeEnTsEN. The employment comimissions in the different
States which send people ‘to jobs, aren’t they generally State agencies
with Federal guideﬁﬁes and Federal fundingg
* Ms. SawmnL. That is correct. 1 think that on the question of certifi-
cation of eligibles under the targetéd employment tax credit, by the
way, that thev are going to have a coordinating role. .- o

It is my understanding that certification can take place in a number
of other agencies, most particularly in a prime sponsor itself, and that
the forms get all collected in one centralized place, but the employ-
ment service itself does not necessarily do the whole job.

Senator BEntsEN. How, méch coordination do you get between
those employment commissions in the States.and. the technical or thr
vocational schools? ° | ' e T

Do they really understand that they are training for a job wher:
there is a labor shortage or availability of jobs? Is there reasonabl:
coordination or not? : o

Ms. Sawnit. 1 don’t think I can give you an adequaté answer
because I haven’t looked at that question specifically, and I expec
it varies widely. -~ C -

.Senator BExTseN. Mr. Doeringer, you have been n the L. ol labo
market.’ .
© Mr. Dokrivesk. In the New England expeitence thoe IS very
little coordination between the v.cational an}l technital schools and
the employment services or comnissions
" Some of the most successtul of the \u.utiopal schiools 1an then
own placement operations; They have ties to local industy ana their
uraduates are placed through sugh ties, much the way facultics are
Eire(l, and [ expect congresstonal staff,

[t Is an informal relationship rmt\\ cen Lhe istructor who kbows
what the employer neetls and the g;zi[)y)llities of his students. The
instructor essentially makes the job ref¢rral ® '

That means there is little nee({ to turn to other placeticul agencles
because these agencies luck the kind of daily contact und esperience
and exposure betweew the tiainee and the job. : '

Senator BENtsg~. Mr. Falmer, do you have any ovilence that shows
the correlation or the weight of 2 year 1 public service as compared
to a year of remedial educ:%'ﬁm? -

Mr Parmer. No. | (l()‘ll’ Mhiuk thoe 1o ally u«h-.luulu evidence on
that. [ was going to adtl, getting back 0 our carlier questior of the
long-range elfects of people after they go through subsidized emnploy
ment, thery .s‘l{mplv\ hus not been udequate data to ¢nable those studies
to be done in the pasng,

I (hi_nﬁ(hzu Si[\ltl“()l. 1S ru]u.ll, -huh;_.’,lh“ o, ...lupl\: thicaie do aion
a cohitinuous longitudinal survey taken of . rey 1oscutatice suiple ot
entrants into the CETA wogral o, that then fullows people (lll‘uhl;ll
their duration in the CE1 { prograins, gl for veveral y ears sul.séyuent
to leaving the progr.auns

'l‘his (hltli l»ast? iS g()ih“ to enabde ol oo ook Wt L bt buaag, e
ctlects of the CETA syste.n s a wlole wrd fou in liviina) prograta
contpouents, where comparitsens ot the 1 e you wie 1ulsitig can be
wade

But .« proosent 1 oawoukd L, Lot w0 wiy b
thuse utstlon8
Ser.tos Bexia, g, voa s
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-Representative WyLiE. Thank you, Mr. Chairman. )
I want to apologize to the aneLf(# being late. We were.in & markup

-

in the subcommittee, ind Mr. Miller, the Chairman’of the Federal

Reserve Board, came beford the full Banking Committee to talk about

the state of the economy with us-this morning. . .

I am a relatively new member .of this committee, and I dfd want .

to hear everything you had to say, but I will read the record later on.

What is' the panel’s estimz}te .8 to the number’ of structurally
unemployed? - e 1

‘ Ms. Sawhill, you are shaking your head affirmadively. Do you have
. an answer? Y '

B . . Q
Ms. SawmiLt. The problem, sir, is that nobody is in total agree-
ment about how to define “‘structurally unemployed.” I made so
.Teference, earlier to our need 'to try to refine concaptually what
mean by structural unemployment, and then to come up with so
éstimates of the number of people who fall in those categories.
- The usual approach right now is to, define it by family income »
duration of unemployument, or some combination of the two, and wl

‘ou do that, you can come up with a number or » whole s€ of nu
i)ers dependiug upon what tevel of family income, uad what durati
of unewmployment you ohouse.

[ don’t know that I want to put a singl. uuiber ou the record rlg
now. Maybe some of my colleagues here have one off the top of thi r
head * . .

RepruacuLuuv,c Waiiie Bat we do/put a aumber ou how YIS
people are unemployed 1 just heaird one frouw Mr. Miller, Ch..iriuun
of the Federal Reserve B« ard.

Where does he get his fizure.

Mr. HaMErMEsH. Right now theis are ¢ wllion people wncin-
loyed at any point in time. ‘Ihe economists in the 1960’s used a
Lreak«lowu of structurul, cyclical, and scusonal unemployment.
think u lot of economists would argue thut we have no cyclical unem-
loyed today. The question is: Wiat portion of the 6 million would
ge defined as seaSonally uneiaployed? '

‘There has been some evidence again, aud (L, 1s o loose . Laltlo,
but there 1s evidence that 25 uwatlion might bu : casonal w.d the reot,
might be called structural ~ '

Again, I do shy away fu

Represeutative WyLix.
ioople we are talking about &y » starting poin

.\/Yr. HavErmesn 1t certainky is. .

Representative Wyiie: You give u statvmeid v, ing thoie 1o g0
percent unewmployment atong black youth. 1 got that o.t of vne of
your reports.

Thlere is t:uluthm Hgooo Lon waaklog wosnen Looad of l....\... Lodd work
lug women and so forth Can’t we put those .l together uua come uj.
with a figuie? .

Moo PaLMEen The dibloabey a0 1o thad 0 sowe exient mucl, ..
e anemployn. nt saffered €. n . w ong vau s groups that clea.lyv
uro dspdvantaged wund have viey high uncwplovment cutes is nut
utid sirable

That s, noc b a0y cde e MOV, L L (L L
two differcat jol 3ol B0luedn. o, ;\\'[y o ler,l vhe labor fute o Lt
uo!‘l.xu“y SOLHO Peiiod of j()b scatch L 14:.‘uum] cven Lh()ugl. o lecant
job opportunity will te torthcoming,

43 100 . b

s thils dlstinction.
> lulport-ant, o haecon b b ot
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* So, you could look at a group and say that their unemployment is’
stfuctural, such as minority youth. You can’t bréak out-how much
of that unemployment is a kind of a normal, healthy unemployment,
which is-sort of .the lubricant of the economy, and how many sre
+ people searching for jobs and can't'find employment. -
epresentative Wyrie. Let’s approach™ it another way. What is
your opinion as to the full employment rate? . ’
.Mr. HamermEesH. Jwill be happy to comment -on that, because I
have written quife a bit about it before. -

My personall belief is that we‘are at or below what people like to
call the nonaccelerating inflation rate of employment. I},)you want to
call that full employment, my guess is 6 percent today is full
employment.

[t is not an immutable figure. In the 1960’s, I believe the rate was
lower, but changes in the labor market and our income ypaintenance
program have causedMhe unemployment rate to rise. ,

[ think, if you consider that, as the labor force ages, we have fewer
young candidates for new jobs in the labor force; In the 1980’s, that
will be buck down to 5 percent. [ think if it was 4 percent 1n the 1960's
for full employment, it is 6 percent unemiployment now.

Mr. DoErINGER. You are finding evidlence before you of the dis
agreement in the profession un these matters,

What I would add, and as I say T am fathe, i disagiccment with
the way this problem has been upprauched, is that the notion that one
has to {ive with a 5-perceat or a 6-percent full employment rate in an
ecoitomy with a lot of teenagers, and not live with that rate in an
economy with a tot of adults is based on the wssumption that teen-
agers a8 a group behave like we have always known tecnagers to
behave. Numely, that they are not teuribly autached to the labor
market; they are in and out a lot; their earnings needs may be tem-
porary, or may be low; and that they engage in a wide variety of

» activities, other than work, which they enjoy. .

That view, [ think, is pethups belied py anothicr set of assumptions
which suggests that the kimL; of employment experieace that we
obserye in Leenagers we also obscrve in many inovities, and does one
walt ko eatend the notion that winoiities haven't “grown up” and
are erratic workers lightly attached to the lubor market?

We don't want to mimmize the fuct that teenagers Jdov engage
activities other than work as part of being teenagers sad as part of
growing wp. But it i. mnportant to recognize that the kiuds of jobs
dvatluble to teennges ate hot the kind of jobs that instill comutitiaent
and attachiuent

'I‘hey are the "t 1007 ]?Oﬁvav e Loanddibes the cetanl sers oo
operations, the cosaal 1 tids o1 work Wb (hoare in . sen ¢ the teftover
joba: the ouly Jobs (bt teenugers huve uccess )

I think there is some mdication that when (con, 1o are exposed (.,
Letter Job opportunities, or the kivd of jubs that many people have to
walt untid thewr mid twenties w ve otfered, their bel.avtor changes

[ dod’t chink we would want U ek out bves luto inukmg aboult
(ull employmend in terms of dewmograplic mix or educational mix, or
gt'(),:ruphic distributon o \\m'l\tw_ so tach ws the notion that wp
portunity bLas a lot o do wik emplo, alality

R(‘prea‘,ut,mivu Wyire D waut you to 1espe oo i U n L
youmade which 1, at the wone tine wlae wich b 20 Dodinga
Was jll:a(. Sa) illb’
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hard job with somebody dlse? 1 don’t know. I am trying to search
for some approach here. You mentioned the unemployment among
youth, and that they are probably structurally unemployed.

Mr. Scugrr. I would be very cautious about considering work-
sharing-as a long-term solution to the unemployment problem. The
proposal I mentioned relates only to times when it is an alternative
to recession layoffs, or perhaps wRen it can be used by an individual
firm as a temporary mﬁustme t measure to.ease the transition to a
reduced level of its work force {or structural reasons.

I think worksharing should nat be a substitute for general policies
to foster high employment—policies that are aimed at providing
enough jabs [or everyone who wants to work.

The nﬁum tion underlying the kind of proposal Isnentioned is that

My comment is thise I\rgght 1youth siiy,"“I don’t want to share a

there is.No alternatiye work available at the time$The total volume
of denrghd is befow nyrmal, and therelore you hiive to deal with that
situation in & Wy thaX doesn’t hit too hard at the people at the cud
of the fine. .

Over a longer paod, however, one ought to look curetul]y at the
tuct that there are people J.Q' our ecunomy who would value wiore
letsure and who w (le prefer*not 1o work ‘so much, and others who
want to work more. “There muy, therofipd, be a case for a better dis-
tribution of work mimong the pepulation dunml ot voluatary preferonce.

You might, for example, help crente wore job opportunities for some
people who want to -work full time and for others who want to work
ouly part time, in line with what they desire. Thus, more job oppor-
tunities might be crent.d for women with childien or tor retired people
by adapting these jobs niore closely to the length of tune for which
these people can actuanlly work and the hours’' that arc copvenient for
them. ' :

Thet lul&;hl be oihioa pg‘uplc whe would lewye full (e Jul:.\ Lo go
10 the » purt tine jobs So, 1 thiunk there is o lot of though. tiat
vught to be given to the question of what a better disiribution of work
wottld uci m.ﬁy mean v : :

If I ouay revert for o sainute o the previoas que G whtchi cobated
tv the detinition of full craployiaeat 1 think one has to Le very cereful
to distingulah between several concepts of what poople call tall em-
ployment. One 1s a sitvation where by pusiiig up the total denand
of the economy vou can't do taach mwore about wwen. ploy ment without
mpidl_\' agitavating inflation

That is one coucept ;

I think we iy be ot R T ] T (S S (
incan that in that tunton v oo G in.J*; sti e s Lo aaldl s
wiore people tato il K ) .

The lhiu;-- thedt ha o 1. NPT ¥ I W, . [N SR i | Ladb .
wLoat  taltuag dople so thteh have kil o la.l{e a
ditfereat kinds of Opp ot witlles, o.ller cays of Jper, Lty thie }ui;
market adso furth ' .

A second defluttion gl g Lo Wl L L Lad o
che reduction In auem ple Lo Cone wonn @Gl e b Do e
ta these strucanal area. 1 bk prect b ana, cun bs oo wdong
these lines even now

Structwral unempl.. . coowtons 0 1 Ct
..cut that remains after o ke oo b NTWCITITE [P TY AR DY ST

i vl n.ugg‘ uf



O

ERIC

Aruitoxt provided by Eic:

o - ll) . ’ N
the unemployment that can be terminated by noninflationary demand ]
expansion. From this residual, one would also have to deduct frictjonal
unémployment, though the preci viding line between frictional and
structural joblessness is often notfeasy to cFraw. '

Another problem in defining &tructural unemployment is that. it
should probably include peorle who are not in the work force, who are *
not now kotnted as unempleyed, but who would nevertheless come
into the work force if they thought suitable jgbs were available. . i

Representative WYLIE. You say youth might welcome the oppor-
tunity for more kinds of leisure, and that might well be a point, except
that they would want the concomitant income. ®

You.ure talking in terms of recession. .

Mr. Scuirr. In a recession, I am talking about g8ing to a 4-day wecek,
where people work 4 days and get paid for 4 days. I'amn not talking
about the kind of work shuring where Bmployees work 4 days and get
paid for 5 duys Thatis not hat 1 had in mind.

Represontdtive Wyrie, 1 underatagmt, cxeept thal you .y (his el
L. accomplished Ly some :ort of unemployméut hasurance. wich 1é
spuit to the wouk ariy a, langement

M b’cmx e .~4imp1_)~ means that ot ho preoant thoas
can nermally oaly get unetiploy wenCinsurunce it Gaare o for tull
W‘evk ol tnofe Ulhft'l‘ the pl’(:po:ml, the cmplu)-ct‘: for a ﬁn'l“ ‘ﬂml R
on a4 4 \lny w.ek aL 8 tehporag) lhlu-", in a 1eCe: slol-- would b
entits «d to vacploy et Ruraiee l»cucﬁt..fm theSthday Thiswould
COSt Lo ot In lam i;lhlg\:l that the present arcunginert.

You would puy all the worker s for the onofifth of the we. b (1. ) s
woemployed 1nstead of paying dae bfth of the workers for Loug
L...tvln_) ed fm u fu“ w.'vL

The cont would Le no (T
l‘(cpl'cm:hlclli\'(‘ Wy, ‘Th‘ Lo [T TRRNY O BT PN | N
Waee youal 12 no0oa (O, o litde gé028 U a,

Senator Brarses You Luve o It with o o Al

ublens that Tohind o favi g the Nution t any

You hive goven o acevers thue ure Waovatl .« v o, Ve v
awone ol then, e -l.lb]‘ U lo ool oy Loy

Wo e [.lc‘.ltu'-l witl your u,ullllit/ulinu [V IS

Thuuk | vuvery wan

(Whetcupu at 20710 L the e Wy ! - L
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TECHNICAL APPENDIX

U.S. DEPARTMENT OF LABOR, OFFICE OF THE SECRETARY ,
White Paper dn.the New Comprehensive Employment apd Training Program
- THE ROLD OF QUR. EMPLOYMENT AND TRAINING SYSTEM .

During the past several years employment and trainin programs have played
an inoreasingw importait rele in strengthening the perloxgm&nce of the American
e€conomy and seouring & mote equitable distribution of its benefits. Employment
and training grams contribute to the efficiency of our economic system in
several ways. g;otimea_of strong,economio growth they reduce inflationary pres-
sures by.improving the’ performance of labor markets, increasing worker pro-
ductivity; snd- expanding our supply of skilled workers. During economic down-
turns, by ‘maimtaining incomes, employment and skill levels and minimizing
dependence on welfare and unemployment insurance; they set the stage for stable

‘conomic recovery. Employment and training programs also contribute importantly

to the equity of our egonamic by improving the access of all Americans
to the opportunity to support th ves and their families..

Difect employment policies h#ve now become an important and permanent
tool of eeonomic policy, strengthening the effectiveness of fiscal and monetary
policies im promoting stable economie growth and reducing-the adverse side effects
of both esonomic expansion and contraction. I}Intil recent years, however, em-
ploymens and training programs were too small in scale to permit measurement
of their potential effectiveness in this larger role. .

Ten yemrs.ago employment and training programs were an insigriljiient isem
in the Ud. budget. This year over $11.7 billion will be sJ)ent by .ake Feomml
Governmesnt for this puﬁose. The budget for Fiscal Year 1980 callsoeos expemss-
tures of ¥11.0 billion. The fundamental factor supporting this expmwsion is a
growing mational awareness that, even in periods of overall prospertyy sizeable
inveptmessa must still be made to assist those disadvantaged in the lswor market
iy Hackground, location, or discrimination. But much of this immediate-expansion

een in response to economic recessions. This was the case when President
CartéBtoak office while the country was enduring the high rate of unemployment
which foBowed the 1973~74 rccession. Since 1977, spending for Department of
Labor jobs and trainingprograms has increased by 73 percent. Much of this
was due to the Economrie Stimulus Package launched by ‘this Administration. In
contrast, there has been only a 14 percent inerease in spending for other discre-
tionary federal programs in this period. This fact, more than anf other, provides
a clear indication of the high priority placed on employment frograms by the
Carter Administration.

-
CETA’S RE(uKD OF PERFORMANCE

Licspite this umprecedented growth there cay, 1.c little quest su that our ciuploy~
ment and training system has performed well Aggregate stuitistics tell one part
of the story. When' President Carter took oftice, the unei.ployment rate was
7.8 percent. By December of 1978, it had fallen to 5.9 percent. A large part of
this improvement can be attributed to the narmal resilence of the economy in
recovening from a downturn in the business cycle. But substantial credit should
£0 to both macroeconomic policies of the Administration and the direct employ-
ment measures initisted as part of the Economic Stimulus Packege. Along; with
the 7.2 million jobs ereated in the private sector, 1.3 million jobs and training
opportunities were ereated during this period by the various components of the
ComprebensiveEmpioyment and Training Aci (CETA).

d13) ¢
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CETA has hel[ged assure that the benefits of economic recpvery are extended to
all classes of workers including the most disadvantaged. For example, it is esti-
mated that a third of the increase in black emplovment (€ percent) experienced
during this period is directly attributable o the CETA joly system. Fmployment
gains for the most dissedvantaged groups wege garticularly impressive. Employ-
ment of black teenmgers had actually d"creaﬁ’i during the preceding 8 yeqrs, but
hay increased by 27 percent since the start of this Administration. g )0

_~=nt of all black teenagers employved in October 1978 w : gl in youth
=rograms finder the CETA systerfl During the Stimwt@s expinsion. thorethan
~o percenf of new CETA enrollees were economically disadvantaged. In the past,
. had beeh less than half, .

This (gmatit expansion was done: -

OR schedule; : -

Without the creation of a large. new Feaderal bureatieracy;

Without high administrative expenses

Withont a significant degree of substitution of CETA workers for regular
municipalemployees; and

Ou a loecal hasis, Bureanerata sitting in Washington did not nmandateswhat
Jubs CETA workers enuld hold or the tvpe.of work they needed to do. On a
local level, thousands of novative projects were launched such as purk
tenovation in Boston, Lo health care in North Carolina, bike trail hufding
i Atlanta, water quality monitoring 1 Wisconsm. viver cleanup in Roches-
te,, and weatherization of low ineome homes 1o many b ales

1aese kinds of results 1in so short a period were vne to the e etod o
ot an enormnous number of pullic and private institations. r'he ¢ L5TA systew 1s
made up of over 26,000 operating units. They include the aatic nal un.d regional
otfices of the Departinent of Labor and 460 State, county and loeal governineut
units who, w« the CETA prime sponsors, subcontract with an estimated 25,000
non-profit anil goserninental organizations. There are alsu u4 State cuploythent
security agencies and 930 national CETA programs with hundreds of gubdon.
tractors The roughly 1.3 million CETA job and trwining sluts serve olmost 4
miullion economivally disadvantaged persons encht year.

This eaperienre has demonatreated that dueet employoien s aed tradning potion
as sdministered theaugh our decentralized CETA svsten are an effeciive ool
of econonue policy which can mave rapudly and ducctly o, ninst the problew of
unemployment Recent analysis of CETA progiam expueriences confivius the
findings of an earlier Cogressionad Budget Office atudy that CE1 A is the most
efficient toul of the Federal tiovernment to reduce unemployment. Additional
dollars spent ander (he CETA proghinn produces three tines as man) jobs u3
dollar spent élsewr e o the vadget aad with less inBationary pressire than
more general stimaluay il s

¢

IR N} [ ) 1y . [ Ny
L ue 1 e gl b a1 and
et Moo oaar o e abl reSpn o s quick o ooroy | IO I T
nEcersity b ot o (et - s r.»p,ul:n.m charnetenbie s a el o ohet
dittona thoat e v=ts Qucagghoae che country CFTA S conne Ciivas to cthor goven

mental oo ity s e aeel vorrtionnd olgantzations alse cudble Looal pro-
grams o bl b dpon Ui e nakonent and tramimg capabuitics of eadsting putlic
and pot 1 creanta o assire that pal e seviee empliveca perfona taefud
conided. i setvces ansd taclitde toeaattion o patcnipant, wL pasate secbon
L‘lllplu\ et

While deciiias L e a0 oMy L. Lo .
witht the vevent pro e o Cnngeacallehind i o i prccn oot e
erplovie b amt bocarng sy Lonn b pan tontae

Foalt proewan e dga diluted teancos ol oo TR PO S
S Lo st s o antak | workog -,

Mot ettt b by« cIVeR e o L [T woe e, w
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th oo hias wen o b o ot

fhae castana TTYTTY FURM WU 'Y § PRI INTS R RTI4TN o t .

Cpabaltoat e Bood e suatenc Little o oo Lae aalb
Sour e ad repliva A ceatul progi Jus

Filiv e wontt o ranm el systen, ot Lo

[ T R S PO 1 T P L YT N T N [T NN i
LGt U e Ll ot ated e vor ey

2 per-, °



O

ERIC

Aruitoxt provided by Eic:

s . . - ,
& . * - .

Thege defioiencies must be remedied promptly-if the system is. to maintain
public cdnfidence. Employmient programs have generally benefitted fromn strong
public support. Even in the wake of Proposition 13 and other anti-tax initiatives,
a detailed public opinion survey recently conductedifor the Department of Labor
showed strong public support for federal activities in direct'employmen-g and
training. Seventy-six percent of respondents ghpported direct job creation particu-
larly for pgigrity groups such as low income persons and heads of fanvilies %ith
children. Two sentiments unilerlie this pylic support—a f§1n belief that people
should be able to work if they want toaed that creating joMs is a cheaper way of
assisting the unemployed than providing welfarg or unemploymeng \henefits.

S Most ¢f thedublic also believes thut publie emiployment grogrums produde useful

community services and they surpm't local control over the kinds of jobs
Nanetheless there is considerale public concern abdut abuses and inefficy
in Job program design und sdminjstration. +

)

. -} . .
We must respond ta this concern Jromptly and effectively. Many proniising

social programns have atrophiced or heen abandoned hecausetnanagenent fuiinres
resulted in publie disillugionment. Budget restraint increases the urgepey of
responding to the legitimate concerns of citizens that their tax dollars,ire used

effectively. T'his eurrent mpod provides Gs with o challenge to demonstrate thut

public programs ean be useful, eficient and cffective.

During the lust vear, the Department of Labor has becu devaleping a coordi-
nated plan for an improyod cmployigent and graining sy ster Buiﬁlihg upon
bnportant new legistation, o ~cries of tegnlaoory an i management aatiptivengiay ¢
been undertaken to develyy, o svston wheeh s responsive, conprehensive, ac-
countable and wanageat e

These initiatives, mauy' of Ly b ag already Lang oo o 4, are des. oioed
tu the Tollowing sections uwad. v the 1oyr majar arcas of required tuproverpent:

o) hinproving sersvice 6. those who st need nssistune:
(2) Strengthening connedtions with the I'rivate Scetor;
3) hproving progrin taahngcment, wod

t4) Controlling fraud ad ubuse.

L L S T S BT PO S
coo kv icadthenznc Logslatton e o a o vl e 1 .
coEantwowa s (D Providig, abroader cunge of progean oo et \ g [ .

o1 indiciduals, and 2) foousng government progrums un those in gree (tes, - i,
The steategy to nrovide more and better sers oo to the poa has Aive progran oin-
ponents. All of them share similar inprovements fn progiam design. The .
brovements wre <teet cligibiity requirements, more ciuphasis on training, ‘_..M
on wages and progron duration and strengthened prohibitions against substitn-
tion nf('f‘?'l"/\ emplogees fur regular state and municipal workers '
Mujor program components to implement this strategy includ,. (he follwing.

Genesal ctractor ol emplopment and L, WOy sy an, s

The aew ‘e 11 of the ‘-'“TA Leeatlorization R O T N PR TYC e
manent “stiuctiral’ enaploy ment disistance progi iy It e cid s for w b ovond
range of emplosment ami tratuing progtams aimed at Lap. ovivg Ui shitls of the
disads antaged in the labor market The stroctural vitle of CETA 18 L pers ot
program of fixed size. For the first vew 16 anthoriaes $2 Lilfion | o LAHIL & oy
search wslscanee cutrench, and w. rk avdgntation nnd o Lillto, (o0 transts nal
Public Service Eonloviient In gadition (o the amcunt, allie, od ditec s for
trmnin,(_ at least 1o perecut of all P’lll»li- Sorvice Emplu mwent fuods nous be
used for Lse ciated frrating oo s Thos prop staewill rise th 22 poocont e e

Fligibality will te restricted oo the et dimddvantagea A s, e he
erther receis g wolfuce o utiernp o cd i 13 vecks of the L 20 wochs ond v, .
from o famit. with Iecme less thaa, 70 potent of the BIS Lw aeonn atiwveland
during the Lo ooas snenths, To prow, e tisn, o bt reguloc oo wom empl..-
ment nad o wonid disruption nfpl-u abTabwn wanrhe Fablic 800 B Loy g
wage Jevelo v sct at level, whpropiate to ekt oy washilled warker: .
sappletienta Lt wages by Scatus o lochatic, s als et aud albroow jubea o
Vet the et 1ok

The fiomnada wad &0 0. ¢ : [ L L
clovmcne aecota of Tone 11600 gonline 1 . [T B ,
concenttadons of Jov oo e (ol aorecat sk o L e

Except L. specite woprie » apptoad be the & vt L L Ut
remalic i public service oo for o tian 1 e oth ) o haitats o oo
mtends |t reduce the pos.ibiitgy 1 subosianting g CETA e Lo s foe n, o
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state and municipal employees. Tt will also increase the number of people who can
participate in these pifgrams and emphasize the transitional nature of publiv
service jobs. .

The employment opportunily program: Welfare reform . C,

A major emphasis of the Administration’s new welfare re!omropoeal is to
improve the opportunities and abilities of parents in low income families to provide
a decent income for their fakilies through their own work effort. The Employment
Opportunity Progtam (EOP) component of the welfare refor%’fa‘ck will be
the miajor vehicle for achieving this objective. Like the new CETA Title II, this.

’

will bo an employment and training program for disadvagmfed workers. Mdny of
the features of this program will be similar to CETA Titlé IT grograms. However,
the Employment Opportunity Program moves beyond the current Title IT in
attempting to mdet the full demand fpr employment and training assistance by
primary earners in’ welfare eligible !arrf]ies with children. Although final prograni
decisions have not been made, the, Employment Opportunity Program ceuld more
than double the number of structural public service employment jobs.

+ As in Title I, emphasis is placed ou skill acquisition, upgrading and transition
to the private sector. However, the prugram also seeks to insure that the oppor-
tunity existg for such individnals tp earrlxlfQ basic incoine either through private
sector workjor a public service job, ‘whick] together with supplementary income
assistance, Avill adsure an above poverty line income. :

A serief of pilot projects, cusrently in the planning stage, in 15 geographically
divesso sites shroughogd the qountry wilt provide a ‘soupd mpnagement basis for
the urderly implomentation of welfaro reform. The projects will test and evaluate
dutailed orgagizational and N{;{l ammatic models é:)r ineeting the varying neods

&f those who would be served welfare nufurni. Thase models which prove most
stccessf (] witl then bg include an intcnsive progrum of technical assistance,
which will lead to the full impleaidptacien of the employinent and training com-
potent of wolfare ceforu, "

Yooth proyramas

\ second map waian e P, Ui 1t e U U spoeial a1t
Lo dvantaged Youch in amaking the fregus uy ji[ﬁu.,lt wrethsidon from school i1 to
productive employment. In August of 1977, a major vouth ewuplc yment initiative
wan~ launched under the Youth E.nployment and Dumousteation Projects Act
(Y1iDPA). The Act created four uew programs Jesig.aed to increase youth employ-
amnt and employability and to explore a number of innoyative approaches for
providing services to young people. :

Youbh incenbuwe ernbibloment pslot 1o ojocbs (Y LE P,

1L, purpose of this program is ¢u help veonomitc.d, icwd witugod 5otk
. .mplice high school Sixteen to 1y year{oids in selectou geographic arcas are
puarantead a year round jobdf thuy agree to attond high sch ,0l. Through a nation-
wide cowpetition 17 eligible arcas wers sclected Jobs arve guaraatesd for an
averago of 20 hou,s & week during the school year und up to 40 hours in sumnier.
About 39,000 jobs ai1e to be provided during an [8-month period.

Yuuth communidy (vioorvabton uut‘ itprovemoné  profocts (1 GGILE)
1ha program is duai)_l.A. d Lo do\/t:l‘.l- the + vcatlonal p..tcnu'ul i Jobless Y. okl
comga well sup orvised watk of tangibld co.amunity bunefit YCOLZ is for aaein.
poved 16 to 19 yoar olds with preference given to thuse out of school with the
most ~ veso problems in finding jobs y,ghly 20,600 jobs ure Lo be created in
comnmunity planased peojects lasiing «f Lo oue yoar wilth super vislon by skilted

\\k”k(‘l*
1 ey . TR T Y Ve th
Ceas P y,u.Ax.. sue ks © Laadbliae Jor i ior Al e . R P
Cue voathes aod 14 00 wagh 21 s b ‘mu: Ly ious jot oo, o1 a Lt 1l

« o labor markot Those cliible o e y uth o Jaw lies o) oro ine yunise avrage
sboat $8,900 a yo.r Youths fron faaides ik Liwer jne o o roceive prodeionce,
Abont 170 000 J.bs training aud seoviio pportunitics will be providod (uce the
proegra to full/ ope ational

oLy duult Tonser. ., PN
Coae b often e Now B vothier O 0
bl da yoang paopis adp and oo suchonbed [ s U, . L
cotirets avion and otnee proje s oo fedorad v won coed Lo ao il v toos,
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capacity of about 25,500 openings was planned. YACC is operated cooperatively
between the Departments of .Labor, Agriculture, and Interior. -

These programs have an estimated total job creation potential of about 200,000

., 8lots. Under the CETA reauthorization, they will be continued as part of Titles

* dV and VIII of CETA along with the Job Corps which, by March 1980 is sched-
.uled to })mvide Bsome 44,000 slots in residential work and training programs.
Except for the Young Adult Conservation "Corps, the programs authorized
under the Youth Employment and®Demonstration Projects Xct’ will expire at
the end of 1980. During this next geur a full scale-evaluation of thege program
and demographic tren(ﬁ! in the labor force will be completed. Such a review °
would enable us to seek a reauthorization of a youth employment program based
on the experience of what has and has not worked.

«  Countercyclical unemployment programs .

Title VI of the CETA reauthorization. provides for PSE unemployment re-
lated to general down-turns in the economic cycle. The needs of workers who are
unemployed because of the general economy are somewhat different from the

. peeds of the hard-core unemployed. As a result, there are some unique elewments
in this aspect of the rogram. Title VI is not a permanent program. The size
v of the program depends on how much above 4 percent the unemployment rate is.

Under this title, less emphasis is placed on training and acquiring work experience.
Less emphasis is placed upon reaching those who have the moust serious long-term
employment problems, However, the program is aimed ‘at those with the greatest
current need. To be eligible, a worker must be reueiving welfare or be unemployed
for 10 of the last 12 weeks und come from u fumily with inconie of less than 100
rer::ent of the BLS low income standard vvar the last 3 months. Since Title VI
8 ainied at thgsewho ur.: unemployed because of the geneial state of the econotny,
skill legels will be higher than under structural blic Service Ewmwployment
programs. As a result supplementation of base saluijes by states and localities
will thus be allowed Houwever. subplen.cntation will be linuited to 10 Lyreent of
fotal wages.

Doveloping j ¢ 1. huyos wah ke juduraily 1oadod prog ame

The Departaieat is teytu to basresse tho use of CETA woihors 1o wtlion Fo i
ally fuuded programs such as low-income housing rehabilivation, eae gy couserva
tiou, rural vransportation, community law enfor.cihent, environmental clean up
and .nonitoring, day care, services for the elderly, in howne health maiutenance,
education and cultu.al activities Bulding bridges to other Federal programns
improves the cffiviency of Federal spending siuce employment goals are piggs -
backed ou other progra, s,

In August of 1978, Secitar)y Magshall wicte Gocach of e othor Doest,
Cabinet 6ﬂikul'8 enlistiag the sup port of th.ir ugep.cics in using CLTA rosources o
aid their programs. Since that titne, a series u? cunfeiences and meetiigs on this
subject have Leen held with represeututives of these agencies. Sume 1cceutly
developed exeanplusy projects .re part of the urban and rural initintives plogiams
directed by the White House Interagency Coordinating Council. These include a
juint HUD/DOL project in Long Beach, Califoruia in which Urban Development
Action Grant funds are being used to assist in develoﬁ)mcut of a regional shoppiug
center while CETA funds will Le used for on-the job training of disadvantaged
workeis’ tn Construciion and permanent operation’ of the centur, As pait of the
interageney rural water und sower project, CETA supported work. s will L given
vti-the-job wnd classroua Ualuing by FPA supplics supervisors i, the Cpe.alion
and waiot van. ¢ of capanded rural woter aad sthupe Projucts

Uther spectal Prog .,

To supplement the .. . . | aen, LG
ce'ly legislation b oy w00 L pad Y at o Gl oy e s
}il‘ognnnﬂ to serv: (b oo vael ¢ of Ctel ot ] it AUt oy
‘hese inctad . prog.an, }\u no 0ot haa sl e Lo aacagped wonnes g

placed homeahers, Vol o2 VO wan. NaUve b leahs gl aigd
seasul d farmworhers wothe s au U foicly wosnipt oo, and o ollerJdo

e B . f . caers Arug

‘. [T B L 5 [ T R 1) Taes N { (R
Pyt ra s Lo bl o ol g ndoy e \w e
vy chais vho o g e cto e ot Ol s h )

od pasaan of hese Dol s
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’ v. . .
. All of the initiatives in the preceding section strengthen the transituignal nature
2 of public employment and training programs. For this reason, long:térm success
requires us to work olosely with the private sector. CETA program mbnngers must
gear their programs to nieet the needs of private firms with the potential for

providing permanent employment. Private employers must also be encouragedy,

to hire hard-tb-employ workers and to provide them with on-the-job training.
.New private sector initiatives will encourage hoth types of activity. Their success
depends on the extent to which they influence the entire range of CETA programs,
not just the private séctor programs.

Private industry councils .

The C{:TA reauthorization legisiation includes a new $400 million private
sector initiative a8 Title VII of CETA. This program would establish an immportant
new labor market intermediary—the Private Industry Council (PIC). .These
. councils, which will be estnb}i;ged in each prime sponsor area, will increase the
involvement of locel employérs, cemmunity-based organizations, organized labor
and other interested pug )

L.

consists of ‘ecopomically disadvautaged youth hetween’ the ages of 16 and 24.
th«r’lqroups ich may be served include Vicunam-era veterans and graduates
of CETA training programs. - ! ’ ‘
On-the-job training exrpansion

A closely related initiative will cncou. .y, wapadaion of v e Job Gt U,
pitvato cuployers by simplifying thé adininistration sna xf‘\mmg(-m.m of tj. 2ae
programs for industry The new CETA%icgislation provades more latitude to
implement on-the-job tiaining pro grams while insuring that adeyuate training is

prodided

b'm‘yluyllu rd lul crodeds
The Tax Reforin Act vt 1948 4. hudes Joir s WIS Ll g e vt
a ctor to hire hard-to-employ workers. The Targeted Jols Tax cre bt wnd the
expanded WIN Tax Credit will allow private emplovers to claim credits against
thetr corporate tax liability for 50 percent of the first $6000 wages puid in the initial
venr of employment and 25 percent in the second year. The targeted tax credit
xtends eligibility to econoniically disadvautaged youths, Vietnam-era veterans,
‘ex-convicty, welfare recipients, the handicappef or youths participating in cooper-
ative eduestion progratms. WIN tax credits are restricted to recipients of benefits
ttuler the Aid to Families with Dependent Children progriuns.

s » - . .
Usc op nonprofit ugencics .

The ure of nou-profit agcuctes cau aid the tansition of come doadvatlug .
workers into permanent employment. The Department Las funde! experimenta-
tiou with a 3cries of “Supported Work' projects hiring the hard-to-cruploy in work
settings which provide intensive Supervision, peer group suppdrt and transition
to nnsubsidize  omployment. In other cases, non profit ageneics have been es-
tar bi-bied in lovat areas to provids training, supputtive sorvices aod trunsitional
cliployvment sl arcas wa low ducowe housing pehabalitation, cueryy conserva-
tioa and conamanity revitalication, The advantage of these pro,ects is that they
can aiore closely duplicate working Londitious io the rogular econotay.

Loy wtnyg the 1ot Service X
A enid p 1o mdiace ‘. T S S T ' PP 1 ,llEll o1 f
moenaty Agonctes o4 Stoooswnd Lt o tE a0 2ie0 loeal b s b
Froal Youe 1938 the Jobi vice asint wd ove, Donibacn po g b Over 9ob milhon
Lot -H‘l'.h.u“-“‘nll 1 oh rhea i Wt 1 weived foon. llll]bln e w46 mibliau in-
dvitals were yLace Lin jobe bodd o toeae raend Llvo 1o, tha 197907 Moay
s dal g et gt apa pecienced o oot ' hiccre ot qates becluvang a 1o 6 ped
cent placemeat wercags for all econ anically deadvaniaged joosae servca 143
prore ot for wll ainoatica, TES peveont Tor oty youtl w b 165 pereog,. for
dbear Lot vieceio s
Wognor Pegser & 0. 0 Pl d b Lo B T PN T TP | TTTRTR
e will Fastho, sty theose RIS I Y., ary dhe BT m?jy vl stondi
totomgress o rop ol sctiing, oorth R ted wiac Do e ot “8|_.(Ln-l' Poyvaor
A ¢ the basic st icution for the j‘u.. Ser oo Revcmanaon lati nx with coek o
stiength noeoo dmatton botw v che Jobiw oviee o dothier sonde wn oo al agener o,
paaticulag Ly CETA proltte spenac s, b e the o Il mis ot L0 ey, Saivloes
to dieadvaniage U appiivan Lo, and stuengihion e 1. ot state gevetauts b Cvaatl

lic agemcigs in the qesign of employmé€nt and training’
“~programs in their area. They will also encourage more on-the-jobh aud classroom .
training iy private industry. The first priorityﬁgmup to be served by the prograi®

~
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- nianagement, df state agenojés and the codrdhation of their labor market intére -
.. mediary funptiohs with state economic development plans,. - T ( . :
. ," My . ', ) ST - . . ‘ . . . . '
o C.. Ty mermoving rRoang ‘MaNAGEMENT .

' Effective-program managemernt ‘invel{es much-more than adeqnate cost and . | - -
Py -uccouqtiwvwnt_rolq; Whays. mlist be found\to identify, reward ‘and replicate those -,
o programs which improve pnrtlcipa_ﬁq" abilNy to pbtain and hold adequate paying - .
. JohsIn théregular economy. The CET-A systom abounds with local examples of sug--. -
: ceis?ful progracha Jt'i3 the job of management to extend those programs natfén- - *
- wida. - LT e . PR ) ST
- " At the.same time, it is egsential that efforts to imprqve system control do not
- asa result, Impose undeaisgh faTiity o local pragiam desjgn .or stifte {oc
»" inltiative, A atrong and ‘successful emgloyment and trainiug system must be -,
.© \ Tegponsive-to.the environment in whith-it'operates. It must adjust-to the differing
. _mdeds of. jta clientéle, theiperceptions. of m]-Frbgm_m_a- by the larger community, ot
.+ the atrugtré and capabilities of other:public-and private 'lmtitﬁtibm, and' the ™

.

o-
» . _problems and requirgments of local gmployers.” Aecountability must operate in~
Ceg -.got_h_gﬂreet!ona‘ Enp%nvid‘gv\;.,t,he flow ﬁﬁianfom'mtl@n to national policymakers and _'*'
+ " 'mfinagerp is essential ‘to” evaluntinfl prograin’ sudtess, and correctifig program -
" A [ailures. But at'the sametiine, gufdance and assistance must+be provided in & -
. .timely and Téspohsive manier to meet the néeds of locsl programs: . - . .

i .We have seversl initiatiyes aimed. at improving program msnagement at all .
Lo '-___"_ey,_l,l_ls_'({f_gqvern[n'ent.;_-.....: _.._%_’._ SN S ol S
__‘Umprovinq-.i'ederal ﬁan:'aemc'_u_i coamel Y . e
.=, . The h(&irtmcnt of Labof™is currently reorganizing the nationsl and regional -
. % roffices of ‘the Employment and Traifing Adininistéation. In addition, we also are,
. . uwing Q%fhprove_oy-eer system management, monitoring ahd evaluation. Im-

+" -portant, sleifents in: this program irftlnde: o . N : -,

PR

. . <, Wi ) LN
o

.+~ - Changing“apil strengthenimg”
e m’;u'xp’ruving"‘the commu’nlc'afi
S . ORfregw . . '
L - - Estabiihing an ombudéman fn the Office of*Legislation and Intergoverns" =~ -

: .'mental,Rejations to assure.that important problems which cannot be solved " - W
" by cst’a‘bﬁ_shed. mechanisms , eceiye gigh-le\'el attention; . v )

" Implementing civil s¢rvice reforms that require new.pay and performancex -

evaluation Systems fer' executives an:l inanagers be reiated to drganizational -

- performapce:;  / . . . o . -t

- Establjshing .a ‘Department-wide Management I‘mprqvement Program.

Eeach organisation is required to review its structure, Internal mapsgement

.. systemgand allocation of staffyand: - ST ‘ .
Establishing a Regulatory Roview ‘Program to sifoplify program
. tegulations. : T 2
S ‘Managemen assislancé program . - .,

."*. “Themnew CETA legislation suthorized the greation of an Office of Management .
Agsisfance_to improve overail managemtent of the CETA program. A major - ‘
fungtion of this new office, to. be established-in the Employment and Trainin “

* Administration, will be to design an improved ptrogram of training-and technica)
assistancé for local program manglers. This effort, will emphasize helping local

: program operators learn from each; 6ther by idéntifying successful programs and

! entouraging wide-spread adoptiogt’of them. .~ = R < L

’ A related effort is the development of more useful measures of program per- {
formance-to identify program fuccess. Frequently used indicators such as the.
.= number of earollegs, the numberof placements or cost. per placement may actually

* impede the development of high guality fob and training programs by encouragirig
: seleetion of the hest applicants and fflacement in high {urnover occupations.

» 4 . Management information system development -, . . a
’ *Fht Department of Labor is unrle:ta.k'ing a program to improve the management
+capabélities of%;\e CETA prime sponsors through the de velopment and installation
of.aupotnated Management Infornfation Systems (MIS). Lo ‘
* The automated MIS wiil for the first t,-'ungdn a timely and routine basis, provide
a detailéed profile of program- participants, trick the progress of .pa.r%wipé.nts-
through the programs, and meastire, the impact of the program on participants’
subscquent joh experience and income. ' = - s
] " v . . -

top level managen'-\ént;.' B .
on of ’policy directfons through regional field. .

L
. . t:

..“ ) X .
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At the cPr.eamnt time, the grea_t_-.x;m ority of basic ma ement information sys-
by mme sponsors to.o¢lect and report i 'matiop are of a manual

tems use
nature. Most Are Incapable of meeting either.the management system needs or
<the full reporting requirements in the new (%TA legislation. .

The new systeh will provide 16cal and Federal program managers with the
necessary informition to efféctively plan, control mdﬁzlunte the CETA pro-
grams. For example, it will show whether prime.sponsorsnre meeting the needs of
patticular categories of the disadvantaged, ‘and identify which program com-
ponenta are the most successful In enubling participants to, move to private
sector emplayment. S S C

ASb'mglhom'ngv local program managerient

* The new CETA legislation and regulutions establish several Jmsitive-npproaches
*for etfective management by CKTA prime sponsors. Included in the regulations
are new requirements for overall management systems to monitor programs, handle

complaints, and determine and verify the gligibility of individuals seeking entry -

into CETA programs. .

- Monitoring/program assessment,—To encourage stronger management controls,
an indgpendent monitoring unit’is now to be established by each prime sponsnr
to menitor complinnce with the regulations and recommend corrective action
when warranted. Prime sponsors are also to extend management information
efforta to the monitoring ‘of subgrdntees. Besides simply policing activities, the
monitoring unit is to deterinine tﬁa effectiveness of programs. .

Verification.—Previous ineffective mandgement techniques have resulted in
many Ineligible individuals receiving CETA services. To combat tRis; the. Act
DOW requires prime sponsors torestablish a system to verily the eligibility of
- participanta, . = : : . .

Performance. goals.—Prime sponsors will be required to establish quantifiable
goals and objectives for each rogram activity and service. Included will be
information on the number nnS quality of placeruents with sufficient follow-up
to determine the long-term labor market experience of participants,

s L . CONTROLLING FRAUD AND ABUSE
. LR LA AN

Dlﬁ'ing .the.]‘nst year, the Department of Labor has grcntlyMnded and
s?.reng'thened its efforts to insure that scarce program resources are used as effec-
tively and honestly as possible. Several major initiatives have been launched.

Establishment of the O ffice of the Inspector General
Respousibility for fraud and abuse detection and control in all DOL agencies
was consolidated in a single office reporting directly to the Seeretary of Labor.
Is office hus a considerably expanded staff. Program sbuse consists of non-
criminal actlvities such as failing to observe regulations, keeping inadequate
records or. hiring iueligible workers to criminal cases of fruud. Since January 1978,
. 67 Indietments -and 24 convictions have resulted fromg‘the Department’s investi-
gation of CETA and workers compensation programs: '

“Fraud and Abuse Prevention Survey .
Another major new effort to éliminate fraud and’ administrative abuses in
Labor Department programs has recently heen inaugutatecl.

Using » new Fraud and Abuse Prevention Survey (FAPS), DOL's Office of )

Inspector Geneéral will seek to identify and correct administrative weakncesses in
‘CETA and other Departmental progranis before fraud and abuse ean oceur. '
Up to now, investigative efforts of the Labor Department and most other federal
afencies ‘huve been -passive with most investigations triggered by specific com-
plaints. The new program will emphasize prevention, while our efforts to respoud
to complaints will continue." . .
Under FAPS, three-persons teams (an investigator, an auditor and a program
analyst) will be dispatched to examine DOL programs and grantees, monitor
their managemeént systems, seck out weaknesses and, if necessary, direct them
to change their procedures. . L
Grantees will have 60 days to respond to a FAPS report.. Follow-up investiga~
tions will assure that changes are carried out and that, if needed, program regula-
tions are modified to forestall further abuse. o
FAPS assessments, each requiring approximately one month to complete, will
supplement the Department's regular program investigations. While I‘JAP_S
teams will be searching for conditions which make fraud possible, actual cases of
fraud will be referred for investigation and prosecution when warranted.

- d2g
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* .xThe first two FAPS surveys (the Mobile, Alabama ‘rim;a sponsor and the

herokee Nation grantee. from "the Office of National Progranis) havo already
been.completed. Current plans are to conduot eight to 12 surveys during this fiscal
year*nnd 20 to 40 surveys each year thereafter. : . .

Lepislative and Regulatory Restrictions g
Numerous provisions pertain to the prevention and control of program abuse
at the local level. These Include: . ’ - '
" Conflict of: Interest.—Np member of ang lnde sponsor councll may vote on any
-matter which has a direct benefit to him/her .any organization he/age represents.
Kickbacks.—No officer, employee of agent associated with the prime aponsor
may solicit or accept gratuities, favors or anything of monetary value from -any
subgrantee, contractor or supplier. : . . .
Inaligible CETA workere—Knowlingly hining an_ineligible individual for a

.

"CETA Public Setvice Employment job is now-a criminal offense

<. Charging of fees..—~No CETA funds may be used for the paymegt of a fee
«charged to an individual for placement into a CETA activity.

Nepotism.—No prime sponsor, subgrantee or employing agency may hire a
person in a CETA funde positfon if another member of the same family is in
an administrative position for that agency. - ’ .

Polstical patronage.—No prime sponsor or subgrantee ‘may select, reject or
promote a participant, subgrantee or contractor based on political affiliation.

Political activities.—No pro may involve political activities. : :

Lobbying activities.—No CETA funds may be used to attempt to influence
members of Congress, State ot local legislators. - ‘

Sﬁttarian activities.—No CETA funds may be used in support of any religious
activity. ' ,

Unionization and antiunionization activities.—No CETA funds may be used
to either promote or oppose unionization. \

heft or embezzlement; improper inducément; obstruction of investigation.—The
eriminal provisions of 18 U,J.” . 665 shall apply for any individual who embezzles,
steals, obstructs an investigation or induces any persons t¢ give up any money o
anything of value. . 3 E

e
ProaraMs To Repuck STRUCTURAL UNEMPLOYMENT !

Conventional aggregate demand management policies historically have been
the major instruments for reducing .unemployitient. The policies generally have
been most successful in situations where unemployment has been associated with
cyclical contractions in economic a tivity. Some unemployment, however, is ot
a consequence of deficient aggregate demand, but rather is a reflection of persistent
sgructural impediments in the labor market. In such cases, traditional monetary
and fiscal policy actions alone can not achieve desirabl% low unemployment rates
without generating unacceptably high rates of inflation. Fer this reason; our arsenal
of weapons to combat structural unemployment should include training programs
as well as selective Federal policies to promote the creation of jobs.

Aside from their other benefits, such. programs can enhance long run produe-
tivity growth and ease the inflationary pressures often associated with periods of
high employment. Ae the economy approaches full emp'l(()iyment, when jobless
rates for certain categories of workers (particularly skilled) are relatively low,
unemployment rates for several groups within the labor force remain unacceptably
high. A searcity of skilled 'workers puts upward pressure on wages and prices,
and can inhibit economic efficiency and growth. One of-the Frime benefitg of struc-
tural employment programs is that they increase the supply of workers available
both for entry level jobs and—through the process of upgrading-—at higher skiiled
positions. The net result is increased efficiency, higher levels of output and income,
and further advances in employment. . A
- The social rewards of creatively-designed structural en’}’)loyment programs go
beyond near-term readily measurable econdmic variables. To the extent that these

programs .contain a training component, they directly increase our .Nation’s -

stock of human capital. But, perhaps more important—particularly for youn

peo&le—-—are the benefits associated with the positive exposure to the world o

work and the reduced depegdency of participants on the government’s incoine
support systems. .

1 Submission for the hearing record of Jan. 30, 1979. entltled";rl;e 1979 Economic Report of the President,” °
by Hon. G. William Mﬂhr,néhurmn, Board of Governors, Federal Resorve System: '

3
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' " PROGRAM PRINCIPLES

Policies to reduce structyral unemﬂloyment should be designed to improve the
quallty, of the wark force, facilitate the low of information about skills needed in
a ﬁrowlng egonomy, arid provide forseffective job placement. In my view, the
following principles should be embodied in programs intended to amellorate
structural unemployment,-.: - '

‘Emphasia should- be placed on preparation for the direct placement in growing
fndustries.—Qveér the years the privaté sector haa generally provided. the bulk of
the net increase-in payroll employment: reflecting this, structural labor market
policies should be aimed at identifying and meeting the needs of private sector
employers. Moreover, many job openings in the private seotor are found in smaller
'*guml])mls . Thus, structural-labor market policies should have a decidedly local
“emphasis. - -

- The designr and operation of training programs should include local employers,
. educators, and uimblic officials.—Training 'and ngidnnce programs’ are likely to be
.- ost successful when employers have a direot role in specifying their needs.
"7 Indeed, participation by busﬂless in such programs often leads to an increased *

" ‘willingness to hire graduates or provide on-the-job training. Similarly, the will-

- ingness of educators to adapt curricula to provide students an exposure to the
. - world of work, and the commitment by community leaders to direct their em-

. ployment and training-funds to meet the needs of the loocal economy are most

JJikely to be forthcoming when they are direct participants. . S

. More generally, incentives to create jobs for the structurally unemployed

. ...should be provided and disincentives should be eliminated wherever possible.

SPECIFIC PROGRAMS

CETA title VII.—The Administration has recognized the importance of coor-
- dinating training progrums with private sector needs in its funding authorization
« for Private Sector Opportunities for the Economically Disadvantaged, which has
.."- been included as Title VII in legislation reauthorizing the Comprehensive Em-
ployment and Training Act. I strongly support this program which is designed to
demonstrate the effectiveness of directly involving the local business community—
. particularly sinall businesses—in the planning and operation of training programs.
N ocal Private Industry Councils will be created hy each CETA- prime sponsor,
and) in cooperation with the.sponsors, these councils will have the onortunity to
dirett the use of funds for private sector initiatives. The activities allowed by the
legislation are sufficiently broad to encourage innovation. Employers, educators,
and manpower planners should be able to develop new linkages that will help
meet the demands of private businesses for specific work skills by providing
coordinated training and direct placdment of the structurally unemployed in
permanent Erivnt.e-sect.or jobs. e needs of the unemployed and their future
. employers should be better served by such a cooperative arrangement than by -
the traditional approach of large training efforts, which may not have been
‘based on the fullest possible knowledge of the needs of loca employérs. The
main thrtust of this program is efficiency through local decision—mﬁ;‘in but a
national leadership role—on the part of the Labor Department and the ﬁntional
Alliarice-of Business—is provide(f to assure technical assistance and to facilitate
the sharing of idens. I strongly urge Congress to act quickly in granting the
$400 million in appropfiations for this program recommended by the President-
a8 part of ‘the 1979 supplemental buddet request. . ‘
rdgrams lo facilitale the movement of youths from school into good j:bs.—The.
transition from school to work is a critical period in a youngster’s life. Yet it isa
transition which has not had sufficient attention in national policymaking. The - .
nonprofit National Manpower Institute has been promoting the establishment of
comrnunity education-work councils. There aré currently over 30 of these operat-
ing, funded either by the Labor Department or nonprofit sponsors. These councils.
are comprised of government, educgtion,, business, and labor representutives. '
Their purpose is to collaborate with educators on relevant curricula, to develop
work-study opportunities, and to help imgrove placement assistance and carecr
gui(]ar(xic'tzl activities for students. This is an.important effort that should be
expanded. . oo .-
IIn addition to education-work councils, other ways must be developed-to
strengthen the linkages hetween private sector businesses and secondary schoels.
#  Such programs can afford youngsters the opportunity to learn first-hand about the
world of work before they make career decisions. One plan.that has been successful
involves the “adoption’ by business of a school. In this arrangement, young eople
are given an opportunity to experience what adults actually, do on the job. These
programs should include hands-on activities where possible, and as much in-plan

2
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. - .
an1in-office involvement as can be managed. It is important that these programs o
have the full support and cooperation of busincss lea ers, parents, and educators, ik
and that the work-place experience be integrated.into formal classroom activities. 3

The Youth Employment and Demonstration Prpjects Act signed in August 1977
has funded a serles of demonstration plo{lects designed to indicate the feasibility
of cooperative effert#¥by employers, schools, and community organizations to
provide special career ({evelopment assistance to youths. Other experimental
efforts under the Youth-Act umbrella are testing the value of guaranteed work
opportunlties for youths in order to encourage them to stay in school or to return
and finish their classroom edudation. These demonstration projects- should be .
evaluated ctu'efully, keeping in| mind the goals of developing mechanisms for
continued cooperation among gehools, employers, and community leaders, and
the emphasis on serving the nee§ls of the private sector.

Eliminating barriers lo emp. t.—Many studies indicate that the minimum

- wage significantly limits -employment opportunities for entry level workers,

y teenagers. Nevbrtheless, the House of Representatives defeated in 1977
(by only one vote) an amendment allowing employers to pay tcenagers 85 percent
of the Federal minimum wage during the first six months of employment. Some
such legislation should be reconsidered in light of the 1% million teenagers who
have been looking for jobs in recent months. » ;

Incentives lo create jobs.~-In addition to providing useful skills and carger guid-
ance, a comprehensive employment policy.should include incentives to, create pri-
vate-sector jobs for the structurally unemployed. Congress has recognized this need
by incorporating a targeted employment tax credit in the Revenue Act of 1978.
Jndér the provisions of the tax codes, employers are allowed credits up to 50 per
cent of the first $6,000 in wages paid during the first year of employmen workers
who are gertified as disadvantaged; the credit drops to 25 per cent of the first $6,000
in wages paid dyring the second vear of employment. The total amount? of wages
qualifying for_tHe)eredit cannot exceed 30 per cefit of & firm’s aggregate unemploy -
ment insurance wage base for the year. To receive the credits, employers: must
certify that employees added to payrolls have family incomes less than specified
amounts. Also, the plan is aimed primarily at improving job opportunities for young
people aged 18 to 24. )

In my view, this type of private gector involvement is an impojtant step toward
alleviating our structural unemployrment probleny, and Congress should consider en-
larging the scope of incentive grants to private employers. Other possibilities that
should be investigated are wage suhsidies and payroll tax credits. These would di-
rectly reduce labor costs associated with creating new jobs, thereby immediate[y L
compensating employers for the costs of hiring and training the structurally unens
ployed. Payroll tax incentive grants have been tried in France with considerable suc-
cess as evidenced by broad participation by privatefemployers. The design of any
program of incentive grants, however, should he governed by certain principles. To
be etfective as structural remedies, they should be restricted to workers being hired
from appropriate target groups. At thé same time, the selection criteria should be

-~ broad enough so as not to place an undue certification burden on employers. Fur-

* thorized under Title VII of CETA and now awaiting Congressiopal appropriations,

" therrnore, it is essential that reporting requiremens and other “red tape’ associated

with. the subsidies should be minimized to increase their attractiveness ta small

employers. . . .
n implementing incentive grants, strong efforts should be ma e to premete bugi-

ness participation on's broad scale. In this regard, Private Industr§ Couneils, au- . ° - .

can be instrumentsl in disseminating information® orr eXigting employinent tax ered-- -
its and in encouraging sypport by local business leaders, In addition; thé'Fpdistry:
Councils can be an effective vehicle for facilitating placement of the structyraily ux
empl?g;;'d and for assisting employers in the process-of certifying mrk'ex’i ehgabfqé,fg
the credit. - ’ ) . Tt AR Tl
Another incentive-type proposal involves the payment of a tax credit to- firfek)
locate or expand in high unemployment areas.-Congressional leaders have shows, ifi- *
creasing awareness that accelerated depreciation allowances and an increase in the
investment tax credit would spur business investment. In an effort to revitalize our
Nation's cities and to create jobs in high unemnployment areas, Congress also should
investigate the possible nierit of supplementing any general policies to stimulate in-
vestinent with differential incentives for business expansion and renovation in high-
unemployment areas. An alternative that could be copsidered is a speed-up in allow-
able depreciation for firms in those areas to discourage them from moving or closing. .
Congress should study these tax incentives as possible methods of promoting the
growth of job opportunities in the private sector, particulgrly in areas with the

- greatest concentrations of the structurally unemployed.
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