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A% IMPLOYMENT POLICY TO FIGHT REL 0N & . “""ATION

Scatement of the Nationmal Counci™ . - mp: wmez 0-Yir

“rz Azericén econamy is suf‘erm:
T LIitCnary *=r1ods in_its history _oup'lec
wmert. The countr_y neads policies -
":’:-::’r . ;.:—i the extent and durezion of :r.'

=32t of 37th upon the disadvantaged ang ur=sc Dve:l i
Wy, 3r:: :u:ﬂﬁ.' debate views growirzj e . cert as P S &
- flatic-. Reccgnizing the seriousness "0 tn groblsmet. we 10 : I
.—..zioms acout tho rela..’nonsmp bet'mE"n Seo__gn_ani tto. 7T e

—on: F-r37, what contribution wi'l a T IVErg rece T MesE T

~wz.zirg irTiaticnary pressures?  Secomd, I .y muchk w0 T o -iomd

——tercyciiz2] empioyment and treining measurw. ggravziie iafle .o U
T3 2cth questicns is: “Very iitzle.” .= maliewe tha— pr e

—=::ibis—-2n2 that molicymekers shoZic pirsi- Sem~-sw a0 Ty e
- -i2ns T the recessiorn and speeding reccve~  of tr - no Ctout
o i=ibuti~r o 2 resurgence of inflation.

Will the Recession Znd I=7i. -on?

T-2 basic causes of the curreat n li—on a@ms  “rhveepoetoi
LA >
i i .

-reesing’  expensive foreign 0il, an 2xcessiw grows-
"fs (in Zzrt %o pay for the. 011) siower pr—uctiviss.
=s3ive spending by consumers (in part_as_ant——patic-

(RN

e \.hasm aower Of their money). Recessicn it zre S"ar:‘.
csmand fcr ‘oreign oil, but will not wean us awd, fr-o1 -t .me
€Tarts 0 recover. Procductivity ordinarily failc i- tee ger)
& recession, as p‘lan*s are coperated .at less <ham optmmy 1«
t=nds 0 "lS° again during the early staegzes "~ recov: 'y & crot _ziom

s—hedules expand. Seyond the iwpaect of tre sS_ Gyl D TTOCUZYT LY,
i--2 seculer growth rate 0 output per workh™ - . 5 <alla  in -anar-
Tr-is means znat the potenaa‘l output of Our ==mmmy 1§ W T ap -

in the -ecent past tleanwhile, monetary Sook srow ~1T2S ha
nighiy errztic: At times they are laige, i- mir-:, t2 < o .age car
5“: -5111; sut then the authorities have - ~ = i+ - =monetar
r=s:"ting -7 nigh interest rates, reducec inv <~ -2, . -2cessUorn.

- “znsumers have raintained consuz—= - levalr in te -zce of

11ing rzz incomes by reducing savings.:. ~lyirg ..on _ cr=c*‘ _in-
'eS’-xents "°Su1t1ng in productivity growth =- “creasegs availab- it of
geoct and s2rvices were not inflationary, bu “diwres for ncn"od.‘_mg
equiorent 2and h1gh1y speculative inflatio.  -1zes were. Gecvaroment

spending cacomes inf auonary only wher exr:.~w_ -2s5 & :zeed tax revenues
wiile <the sconomy is running at close to —=" —— zaci- . Any deficit in

al
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zimes of nigh precacticm. - “ioutes te & TTow of expenditure. c-cre
re ra;nd_y than the flu. ¢ aytpusz ods anz ,s,arw;'ss--'r-s zi
ion. 3CT, though

—afirition of “demanz o . 1mfiari nowili
_ncrease, not decreasz tr-. st cit, even a projectec f ‘2it of
cver $3C »ilifon vor flszo 131 is e ;'in;w infiuenc e in - c-iliion
_-orcr::v Ratrer, the ¢ arreas n*'a,: onohgie Toi. oan tne
supply side--leac: :ng o ir.?":a:*.c-*-—’s WCT-2r§ anz o paise
Tne DF.C°> ¢f th=zir goce: rvizes at rares rn&],— i
crocuctivizy., Inflation: ,  --oectatigns -oils int_
raversec on‘.y I the exIi At . =Zple Believé indt pricas
211 for 2 exremdes per | ut hsw reel and last ng car
2 ..'r.er: g titiie . . -y dowe to aztack in®  “iga‘s

ecession; et Rign c
S CNLy 2 .pCes: tElpe-
iTion ia the leng run,
¥ .Ir com: mb,fjﬂ: 0 the
. Wit L furoner pil arice ir
r2le . .2 tave failen sdck o

et

23

—

-,

NeZpun 24 T2 y o
Tezli=til ugpe of a balanze
econe ¢ ange-
i : tre
the ¢ @y 112 S
as Syhert 4r Tnzome e -
recs a4 i¢ zertain. Toc ¢

oe - '1ec ¢n_wnat sther & Tore
sunted arz - ulenarted:

atlorery cont—

ng argu 2 and regress 's victins,
2sz=gie nas oeen zeliserase 25 an anti-
intlatio y _ustize zemands w0 €0 . not
su<‘er, : rom tne Cowntara, shz- w8 su-iueas of those
Qh;iﬁﬂj,{,‘lts, srece. 1t 1 “he belated defizit ¢ ng, 7cI the anti-
recessicn reasurds, whicr ¢ urove Lo be modestiy =iz Tionary. Financing
the latter meaiures t=-2u  increased taxes Gpor th» benet-cieries is
non-infiationary element: - stices
5

a3
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Wnich -Ar=i-Recession Measures?

ment *nsurar"'e is the traditicnal first line. and punlic

o neﬂ}»
sv‘f ice --xpxoynr' is increasingly the second line; of defense against the
ir-=me and employment losses caused by a recession. 3cth have their
s’-ung hs and weaknesses anc are in need of basic reforms, we: they are

7= _icle of Unew iovment Insurance

In 1972, at the depIn of the 1974-75. recession, the Irice @g of
Th inempioyment insurance system was S$13 pillion. Altmougn the sysiem
“-oned tne impmct of nigh unemployment; it suffered from tme experients.
T fumds were uap‘le..ec benefits were extended and coverage expanded:
i1le 1db credtior programs were being expanded under CZTA, there was
< Ligrious znougrt given. *o ccordination between the jobless benetits

smocans ang tme g,‘Tn progr - Regrettably, this may be haprening agaia
Tt ine civrent recession.

=npioyment insurance is a useful meams for sugoorting job
se: - ": 5y e x...e"p’layec and for temporarily heipinj those Tikely to be
rec_lled. ~owever, Ul &iso may subsidize periods cf 1na"t* vity and non-
groo.ction for individuels without job skills or reasonable 32 prcsoect'
Ex- 'i)sw: exzansions of the duration of unefployment 1n5s.r>nce senefits ray
5' .y drag out the periods of une'xp’lo;nen. and rnonproductivity of those
=-r2loyec who ir2 most ccute‘ly in need of training, while craining the UI
t— 3t funds., Under these. circumstances, we believe that <here. are mire
p—auctive uses of public funds than the excessive federal extensions of UI
woich cucurred in the last recession. Unemployment insurancz Semefits iast
2 <aximum of 25 weeks in most states with an automatic tederal extension to
. weeks triggered by Righ end persistent unemployment. _in the 19/4-73
- :cessior duration was ex.ended excessively to a maximum ¢~ 65 weeks. As
¢ 2ltermative to Ul extensions;, we bSelieve subsidizec er:;’l"_y"\en\. or
c—airning should be Gfferec to exhaustees.

. . We furtrer believe that the employment prospects af UI recipients
0512 be analyzed at the end of 25 weeks of uaemployment. Those with
“~inent recall prospects might continue in an income raiatenance status.
‘>~ the others,_ funds should be used to expand. employment and tra1n1ng
""‘ortum..‘les. CETA prime- sporsors <hcu‘ld be a‘l’loca..od sufiicient monies

srovice training or pudlic service employmeni to LI exhaustees seeking
oz xcynen-_

1. Individuals who have marginal skills should be placed
in skill training progrems: Training during periods of
recession offers low social cost opportunities to
increase the nation's productivity. _We believe that

1ncrea51ng the skills of the unemployed will ultimately
make these persons more employable. Also, 1t will
increase tne level of earnings they can cosmand in the
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future while at the same time making our labor i:
more cocperitive with foreign workers. Training -oppe-
turities also should be available to zhose persoss ==
limited skills and job prospects who may wish 1z
themselves of training ratner than wait until i
unecployment insurance eligibility has been exhe. -~=<u.
{Tnis shouled be a voluntary cecision, however, sanc ~o-
constitute @ “work test.")

2. Persons who have no immediate job prospects i wnt:
have skills usable after the recession ends .z
comstruction workers), should be offered the ! =r
native of countercvclical public service employ—enT or
jobs in public works programs. Such empioymer - wil’
have the distinct advantage of yielding a proe-:t tC
society wnich is npt the case if these une~=rlTwes
perscns merely get Ul extensisns.

The basic prilosophy benind these proposals is simp ! 2 se-
&

lieve that society can qain more from the productive use of° its numen

resourtes (:.hrou;?j increased skill levels or production of yses:ui

then from long periods of paynment for inveluntary izleness..
costs woulc rise beceuse of the costs of ad®inistering emc
training _programs énd the likely premium of wages over incora =i2nence
benefit leveis. Sut these woulc be more tnen cffset by <the ecomor iC gains
of adced output, futare procuctivity, anz the srevention of tne cecili-
tating consequences caused by Torcea igleness.

o . However, these proposals, 2%ong with ather Jonger-- -~ ra2fsms,
though beciy neeced, may zake tiue to de fashicned anc implemenzéc. In the
shorter run, the basic weaknesses sf the unemployment insu—znc2 systen,
which has not recovered from the striins of the last recessioc~, =Ust Se

recognizec. it is no lcnger in shape to serve exclusively as tr2 first

line of anti-récession defense. It needs early and -rea=sr zollaterel
support from the pubiic service emplowment prograr,

The Job Creation Alternative

. ... During the early anr ~id-1970s, public service empioy—ent (PSE)
was revived as an instrament of fiscal poliCy. It was designez essentially
as a .ountercyclical weap..a and used in @ conscientipus wav =0 reduce the
aggregate level of unemyloyment. Bu%, &s the unemployment rezes ceclined
from the 3. percent range to the § percent range, the enebling lesislation
was altered. With the 1572 CETA amendments, pudlic service emalgvrment was
converted into a job creation progran terceted t3 serve the accmonically
disadven*2ged and the long-term unemployed--2 necessary long-run oriority.
However, becausc cf these legislative changes, putlic service emplioyment is
no longer as well suitec to fill its countercyclical role.

. The Council belié.es, theréforé, that the following actions are
necessary:

s
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1. The (ZTA cuisponent designed to provide public service
Sobs for economically disadvantiged and structuraily

unemployed shoulc be retcined with substantially in-
creased funding. _With the increase in aggregate un-
employment, the clients of this program are now in an
even_worse competitive situation for jobs, given in-
creasing  numbers of persons available who <re better
Guaiified to fill .-egular job openings.

2. CZTA elready zuthorizes a countercyclical public serv=
ice employment program. A fundiag trigger mechanism
was built into the legislation to make funds available
20 employ 22 percent of the nuzber of persons in excess
0F & percent unemployment and 25 percent of the excess
2bove & percent when the unemplojment rate is over. 7
percent,  However, Congress has not appropriated the
funds  the Tecislation promises. The necessiry funds
should be ma2de available without delay.

(73]

- The 1978 CITA reauthorization, as noted, réstricted
eligibility for countércyclicil jobs largely to the
structurally unemployed and menbers of low income
households: ..To .restore t.e original countercy:lical
role, the following changes should be adopted:

2. Eligibility criteria should consider the ‘ergth of
unemployment aad not only family income; persons
who have been unemployed for 15 out of the past 26
weeks should be eligidle automatically.

b. A wage ceiling _shouid _be set. for the maximum
federal contribution, but the federal ban on Tocal
government suppléméntation Should be replaced by a
local or state option to increase wages on sore
proportion of the jobs created.

In addizion o providing jobs to unamployed persons, these changes will
greatly reduce the current administrative burdens. of checking and moni-
toring femily incomes in order to verify eligibility, and will allow a
higher gquality of work to be accomplished.

During the 1970, the effectiveness of countérsyclical 3jod
creation programs wés impeded because they were introduced late .in the
racession. Consequently, the rules and regulaetions .were drafted hastily
and. there was inadequate time for appropriate planning or staffing. The
rapid expansion of counteryclical public service employment in 1977-78,
after recovery was well .underway, .greatly overtaxed. the administrative
capacity of the CETA syster, leading to well-publicizéd érrors and in-
efficiencies during implementation. As a result, the application of PSE as
2 countercyclical tool was criticized for the wrong reatons. If counterz
cyctical public service employment programs were in plac: before they were
needed, the expansion of public service employment as unemployment rises
could_be implemented in time to sti.umlate the economty and *o provide rfuch

needed jobs.
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For the “ture e Cwncﬂ beheves that spec1f1c provis ons for
mplemen;aﬁon of a stand-by countercyciical pudlic. service ecpl oy:en..
prograz witn a generai laber force focus shoulc be adézd to CZTA.  The

primary intent should be to have a countercyclical progrem trigge-ec anc
funded once the neel arises.

The Srivate Sector Alternative

while cons1dﬂr1ng reeded changes in CZTA public service employ-
ment provisions, the relatively untried progroT tc promote privete sects
initiatives should not be 1gnored. Most employers have a difficul: tice
participating in prografs for the disadvantaged and i3 unemployed when
their own pe'rlanen‘ enployees are on 1ayo‘1= But all employers are not
impactec upon equaily. by recession. . The LCETA private industry courcils
shoule be encoidrdged To experuont with what can be accomplished by sub-
sidizéd employmént in & tizme of -igh unenployment. Private employment has
generally more potential than public employnent for long-term colutions of
the working 1ife problems of the disadvantagad.

But Lhat About Inflatiga?

paradoxically, higher enérgy Zcices are 2 necessary corponent to
any long term solution to persistent inflation in tne US. econory. 300sts
in_oil prices cannot ¢o_a_ grea: deal to increase domestic -il procuction

because readily accessible domestic  reserves nave been consumed. 3yt
aiternztive energy sources becomé viable when 0il prices at least equal the
production costs of those alternatives: These higner energy costs.are the
pr1ce that must be paid to end excessive depencence or foreign oil. Theé
time for these higher costs to be imposed is early in a recession when
other_price_pressure 7dy_de sOmewhat dormant and not later when both energy

demand and other pressures are rising.

_____ Tax cuts may be neressary tu offset the effect of pay*oﬂ
increases and the rising tares trigdered by inflation which may 1—1auver-—
tently thwart 2 budding reccvery. If tax cuts arc introduced, they should
be directed to help those riost adversely affected by 1nf1a..1on and unen-
p1o_y~1ent’ tuts deS1gned to increase consumption may speed recovery but
they will aliost certainiy contribite tc a later resurgence of inflation.
Jotal_purchasing power can e maintained Sy tax cuts. des:gn°c to increaase
investment. and productivity.. In generﬂ th1s resu1t1ng investment will

However, it is difficult to get the private sector to make these needed

investments when idle capacity al ready exists.

A Policy of Rest.ained Recovery

This brief statemen’ presents only two necessary elements of a
cociprehensive policy. The pre-1973 recessions usually jJustified a single-

-
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wLr

snould not have Seen that limited, and in 188C most net Se so simsiistic
There are two justifianle ob; ec‘wes- (1) Zase the purdens of those payin
the crice af intenced an: 1 inflazion gains {or the rest of us, anc (2) Get
tne country onla.a non-ind iationary growtn track. We know Tar more abeas
now o 29 the Tirst then Ine Second. Y2t wnile the Seconc ¢oai ~ay de
¢ifficuit it is ngt inzessivle.

mindec pelicy:  “Get Americe moving asain!®  Recovery policies in 1973

IO'

Jur econormy reeds carefll, ¢ rate ::-'° aggressive 2;); ications
cf income rmeintenance °ra1'1'ﬁ5, nc _igh_creaticn policies. .t reguires
aiso ex"e*e cara in :ax rel olicies, "OCusm, on tne cuts juszified
on rie Sasis of improvec inv went in procuctivity. Ii aiso zails for
- - o

Siting the_suiles® _in selving our foreigr energy cegendence; resiraining
TONeTAry IrowTh, anc remoaving otrner structural contritgtors o inflation’
Soiatisns o the inflation groblen arz intagrally .o T2 tnese lsrg-run
orosie~s, in ng_ recucec Zependence upon__fore on enargy | sources,
"chrease: modernization  through cCapizal  invesToen | an ,_efﬂﬂc'agxcal

crenge, improved procucTivity, expenced foreigr *zrxf- ¢ fur US-male gcods,

’1“

and ingreases :crpea jor in Zomestic US markets. _ P3vici es, fer acnieving
tnese_engs are likely to 52 filled with risk 2nd ancertainty; bSut :ﬁev noid
patenti2l for grzbilizing the Atericer ecoriony 2and strengthening the

founzaticsn “or rendwec growih and exsansion.
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NT COUNTZRIVLLIZAL PSE PROGRAM

Vernon Y. 3riggs, Jr.
"~ C y

Cornell University

ployment and training poiicy to ociur in the nast cecade was the revival of

J0b creztion programg.  Virtually dormént 35 2 policy instruient since zhe
1830s, pudlic service ermployiient {PSZ) becaue a contender in the 1570s. for
proninence in the nation's arsenal of pelicy weapons to cocbat unerplov=
nent.  The eveiution of PSE curing this 2ré 5as been laced with controversy
and criticism.  Wit-in the span of a mere ten years, PSE has not only nad
L0 _compele_with more traditional policy measures for Support; it has also
veen forced into sharply divergent rcles as the result of freguent legis-
letive changes in its prograrmatic content and aobjiectives.

, =iTn. the sybstantizl increases in unémployment rates as the 1680s
Eegin, 25 <n its present form has been stripped of amy real potential as a
countercyclizal policy instrument. fts usefulness as an effective means of
comsating general .unemployment has been nullified by the Couzprenensive
tnpioyrent end Training Act {CZTA) Amencnents of 1878, Without abandoning
the ecoromicaliy cisadvantaged from a chance to have access to PSE posi-
tions, it is essential that PSE also be made available to the general iado

force @s weil. For unless changes ar~ made in the existing legislztion or
a new title is added; it will be impo-sible for any adnministraticn in the

1980s =0 utilize PSF ac an effortive inctrime t of £iéc3l colizy.

A 3rief Policy Review

. During tne late 1360s, the need for some form of job craation
prograt_ was noted by several congressional comittees. PSE was also
specifically advocated by a number of presidential advisory commissions
during that era. 3ut it was not until 1971 that 2 specific PSE prooram wis
eractec. Tnen, with unemployment rates on the rise (in tneé high 5 percent
t0 low 5 percent range), Longress initiated and President Nixon signed the
Emergency Inployment Act (£EA) of 1571. £Ea was the first straightforward
job_creation law to be enacted in the United States since 1925. EEA was
enacted as a.pure form of countercyclical PSZ. The Jjobs created were to be
“transitional®™ 1in nature. [t had.a general popalation facis Bit with F
strong preference given to veterans.

existing manpower programs were rergec into the (ouprehensive Employment
and Treining Act (CETA) of 1573 {(which became effective on July 1, 1574).
CETR created a nationwide system of prime sponsors to administer most of
the programs authorized by its provisicns. Under the original CETA of
1973, PSZ was authorize¢ under two titles.

Subsequently, the EEA progrem as weli_ as =ost of the otner
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Under Title I, a local prime sponsar was free to choose from a
variety of different hmsan resource services . in order to achieve a .com-
bination of programs that seemed most appropriate for the citizens of its
drea. Among the fundable array of _programs was public_service employment.
under Title II, funds were available solely for PSE purposes but restricted
to areas where the unemployient rate was 6.5 percent or uiore for three or
more consecutive morths. Thus; Title Il PSE was essentially countercy-
clicel in its intention and it had a general population focus.

Emergency Jobs and Unerp]oynent Assistance nct passed in reSDOnSE to
further. increases in the national unemployment rate (averaging moreé than &
percent), the Act added a new Title VI _to CETA. _This original Title VI was
designed exclusively as a countercyc]1ca1 weapOn It was intended. to
encourage prine sponsors to nire unemployed persons as quickly as p0551b1e
and_to_employ them in public service jobs. _Title VI _funding differed
substantially from the Titie II furding formula. Under the original
Title VI, 50 percent -of the distributed fJndS were based on the proportion
of the nation's unemployed populau1on in an area's jurisdiction; 25 percent
of the proportion. of the area's share of all unemiployed persons in excess
of 4.5 percent of the labor force; and 25 percent anong those areas of
substantial unenpioynent (i.e., 6.5 percent unenploynen;,for three con-
secutive months). Local areas. with unemploynent in excess of 7 percent
werdé able to hire people who had been unemployed for only 15 days.

__ The thrust of the public service employzent programs authorized
under Titles Il and VI, therefore, was toward geographical areas with high
unenployinent rates as off1c1a11y measured (i.e., those areas with a high
proportion of unemployed workers covered by unemployment compensation).
Emphasis was given to participation by persons who had both low income and

who had SUfféred 15ng term unemploylient.

_ In October 1575, the terporary coun;ercyc11ca1 prograr: enacted in
1974 as Title VI was renewed by the Emergency Jobs Program Extension Act of
1976. It provided for the extension of Title VI and it also called for a
najor redesign in program. format.. To overcome criticisms that the original
Title VI program was simply a110w.ng local governments to substitute
federal funds for local funds in hiring public workers, the new Title VI
requ1red program sponsors to establish clearly definable "projects." Each
"project” had a fixed completion date of no riore than one year. loreover,
the "projects" were supposed to be 1in_ employment ventures that .local
governments would not normally be able to fund. The Act also required that
50 percent of all new hires that year be filled by low income; long term
ureriployed persons.

As unenp]oynent rerained h1gh in 1976, the Carter administration
pressed for an expansion of the existing PSE programs shoruly after it came
into_office in 1977, .The acministration was successful in its efforts.
The Economic Stimulus Appropriations Act of 1977 was enacted. Almost half
of the $20 biilion stimulus was earmarked for expansion of the. existing
public service employment_programs during 1977 and 1978. During this time
period, tne level of PSE participation increased from about 300,000 to
725,000 persons and the nation's unemployrent rate declined from over 7
percent to less than 6 percent over the interval.
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In 1578, the original lifespan of CETA expired.  Thus, Congress
waS given the opportunity to termiinate, rewrite; or reauthorize all CETA
activities: Hltimately, CETA was reenacted in Jctober 1978, but with a
nunder of fundamental changeés. The public service employment eligibility
provisicns._were changed dramatically. The new .Title 11(D) program has
bacome entirely a structural PSI brogrem. fligibility is restricted to
persons who are receiving welfare or are economically disadvantaced and who
have veen unemployed for i3 weeks or. wwore. All PSE positions under
Title I1{D) must e at the entry lovel ana, where possible, arz to be
combinec with training and supportive services. For the first time with
respect to ell previous PSE enceavors of the decade; no local salary sup-
plesentation is permiitted;

.. _ _.Title VI was retained nominally_ as a form of countercyclical PSE.
But it is eactually a highly targeted PSE program to help only certain
groups of people 1in areas of nigh unemployrient at any tirne: A rigger
mecnanisi was built into the legisiation. Tunds are supposedly to be wadé
available to emplcy 20 percent of the nuder of persons in excess of 4
percent unemployzent and 25 percent of Ihe excess above 4 percent when the
national unempioyment rate is. in oxcess of 7 percent. .At least 30 percent
of the funds are to be used =0 employ perscns in “projects" of up to one
year. Zuration. 311 persons not emploved in “projects” but wno. are .in
reguier PSTopositions can only be enployed at entry-level jobs. Title vI,
altnougn nilled as countercyclicel, requires that ¢ll perticipants be
unerploved for ten out of twelve weeks prior to application and come from 2
fanily whose income is below the Louer Living Standard Income (LLSI) leve!l
or_is receiving w2lfare:. For a person who becoines uneémployec but who is
from. a family thet 2id not previousiy nualify on the btasis of 1ts incCore
leval, ne or she is eligible for PSE only if the family's total income on
an_annualizad basis._remains less than the LiS[ for the three consecutive
onths orior to enrolluent. Alse with respect to both Titles 11(D) and VI,
no _person ay be enployed in any form of PSE job for wore than 15 montns.
Severe restrictions, therefore, are currently placed on the types of people
and tne types of jobs for which PSE funds can Se used.

The Rationale for P3E

__._ ... Tne Tertors thet .explain. tite drastic cenceptual changes in PSE
that occurrec witn tne 1975 CETA Auendients are comolex and sonewhat
controversial. 7Vne rapid build-up of PSE in 1€77-73. greatly overtaxed the
aduinistrative capebilities of the yaunyg syster. it should be recalled
that tne CETA gelivery system was 125§ than taree years old wnen the PSE
b¢il2-ug occurred. AS a form of institution buiiding, it takes time before
locai expertise is developed to handle the rasponsibilities of implemen=
tation of rational econoiic policies. 3But in this case, no lead time for
ddequate pianning or sStaffing was provided. Exireme pressure was exerted
on_prime sponsors. o ieet their _hiring g0als as quickly as possible.
Threats were uade that if these goals wére not met rapidly, the money would
be taken away and assigned to other prime sponsors who Could meet Such
perfomance reguirenents. At the same time, the prime sponsors were in the
process of simplementing an. entirely new and conprehensive youth employment
initiative (i.e., the varied programs created under the Youth Employment
and Ceronstration frojects Act of 1$77). Furtharmore, as indicated ear-
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lier, the PSL progrars themselves went 'hrough 2 number of modifications in
both content and proarar‘ desiyn during the period immeciately precedmg ;he
build-up. Thus, tre priie sponsors did not neve sgfficient experience with
the ex1se1n<_, PSE pregrams to prepare themselves fcr the strains and pres-
sures of the rapid expansion. The result co.’'d have been prechcted A
nuuber of nighly publicizec incicents of mis .anagement and inefficiency
occurred. in the iuplementatyn of the expanaed p3t prograiis.  when th2
reauthorization of 1978 occurrod, Congress regcted in a negative way to t-=
entire concept of ¢ countercy-lical PSF pr: graii. . Tha strengths of PSE vier
the alternative forus of riscal policy seeiied to be foryotten in tne
congressiondl naste to chastize the CI'TA delivery system.

s
it

ne ilerits—of PSE

Uiz of little (ilue o discuss dn_/ pohc)/ ,mpox. i the
abstract. Rather, the :erizs anc deuerits of PSI as an instru.ent of
fiscal policy wust be essec:ad in relation . to Jther ueans af reiucing

uneriploynent. To be S'\e"i:’c. the primary policy aiteérnative to PSC ‘¢ tax
cutting. Tne pdlicy researct that rarallelec gne evolution of PSI prograns
during the :370s nas convinci~;ly Zemonstrates tne relative advantages of
PSL over tax cutting as a3 rezns oF accompiisning their comion objéctive.
Anong  these cons1derat1ons ar2 thzt PSE can_achieve a specified level of
aggregate demand more gquickly =han = tax cut since the latter must wait for
consamers o spend wen' fax s»nnss before ehere is any e ec the diréC\.

are createe at once whereas tex cuts do not mn.xal]y create new Job> and
w111 do. so only after tax sa:ings are spent and existing inventories are
depleted; PSE jobs can be targeted directly to those people and regions who
neel additional jobs whereas zax cuts can trigger 1nf1at1onary pressares
when. consumers spend tax savings on items that are in short supply or
create a denanc for jobs for wnich the unemploved cannot qualify.

The *a,]or functional criticism of SSE a&s an effective Job stin-
ulation device has centered upon charges of job substitution. [t was
alleged tnat local governments merely substituted the PSE funds for their
own funds that would othermse be used to hire the same people. If true,
this could nuH1fy the effectiveness of PSE as a plausible couneerCyc11ca1
device. tut, this criticism ogverlooked the fact that even if enployrent
substitution did occur, _the avaﬂabih‘tj of PSE would eneble local and
state governments to release those funds to spend on other g¢oods and
ser.ices which would also stimulate an increase in aggregate spending:
Also, the availability of PSE workers could preclude or lessen the severity
of any counterproductwe tax increases that might be necessary at the jocal
level to maintain a rceded level of public services. It is also con-
ceivable ;hat‘.,the,,ava.nsbﬂuy of PSE workers could allow some local taxes
to be reduced with no loss in public s°'v1 es. The reguirement that a
substantial number of PSE _workers be assigned. to short term projects that
are definable and distinct from other ac"wit‘ies sponsored. or provided for
by local and state governments was ar additional protéction against pos-
sible substitution.

Thus,’ desp1te the clear superwru/ of PSE over tax cuts as an
effective means of combating mounting unempluyment, the CETA Amendments of
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197S_tnat nave res:t-:icted both the types of people who are eligible and_t
types of jobs .tre zan hold have made it v1rtuaHy mposs1b1e for DS: ..o
serve a3s a polu. <00l for combating a general increase in the level of
aggresate unempi:. -at.  As a result, by default, tax ,cuttmg is now the
enly readily ava- :~ie neans o accomplish this end. Tax cuts are always
politically popu'« 2ven though théy are a clédrly second-best policy as a
reans of reducing _ﬁenp!oyment in a less inflationary manner:

As an - ediate response to rums une.plovrent, an avaﬂabln PSt
prograr is super sr to sole reliance upon sut;idized unemployment through
unenplovient conpensation. PSE at least offers the assurance of increased
produ. L1~ for its claim upon public eéxpenditures.

Taker

The S:eus rtmelr*eeek to-be Taken

The .nation neegs 0 have a contingency plan. that involves a
significdnt PSZ urogram tc be uséd as a counteércyclical seasure fur thé
benefit of the general Jaoor force. _At present, the PSE programs tnat
exist are essentially structural in their orientation. The case for a
continjency countercyclical program goes not in any way dininish the need
for ‘ne existing structural PSE progranms. Rather, it simply means that
there are benefits of having a separate coun.ercyclical program available
as & standdby option i¥ it should be needed. If the legislation were
enactez for such & proposal, the plannirg could begin_ and the admini-
strative shortcomings of past crash build-ups. in PSE could be largely
dvoidec: - All.of the ruies, regulations, guidelines would be known. All
funding formulas would be in plece. For virtueily the first time in _the
history of any employment and training. program, sufficient understanding
and pxanmng for such-2 progran could all be done in advance. Then, if and
only if the réed should arise, a1l that would be necessary would be for the
fundmu appropriation to occur:

There are two possi ible ways 1o 1'1p1-= .ent the proposed progran for
a_contingent countercyclical PSE pregrer. . One is to revise the current

restrictions and practices that prevent Title ¥I from becoming a truly
countercyciical PSE progrem. The second 2ltérnative is to add immediately
a_new title to CETA that would authorize such a PSE program t. meet the
enploynent needs of the general labor force during times of hi-h national
rates of unemployrient.

if the first r‘ou~e is taken, several changes w0u1d be requn'ed
.1rs.., Congress would have to fulfill the funding pledges that are already
cellec for under the ex1s.1ng Title VI of CETA. The trigger requirement
that calls for funis to increase as unemployment rises is already in place.
But ine appropriations that are required to meét these authorized increases
in_prograr: operations have not been .orthcomng. In fact, existing budget
plans call for an arbnrarj reduction in the scale. of PSE operations. A
trigger mechanism for 2 policy wéapon that is actuaﬂy unloaded ehmnates
the_effectiveness of the entire concept. The .mgger concept of Title VI
must. include en automatic funding process if it is to be meaningful. In
addition, the existing iegislative limitations on the eligibility of who
can_participate; the types of jobs that participants can hold; the wage

rates that participants can receive; and the opportunities for local govern-
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ment to supplement wages and salaries should be waived automatically when
the national unemployment rate reaches a specified level {e.g., 6.5
percent).for a specified time period (say 3 consecutive months). In this
way, 1itle VI could serve the general labor force and Title II(D) PSE could
remain reserved for the economically disadvantaged who are also unenployed.

... . _The_second alternative would be to cdd a new title to CETA.. _It
would authorize a standby countercyclical PSE program that would be similar
to.that _endcted under the Emergency Jobs and Unémployment Assistance Act of
1974. It would be a simple program that would encourage prime sponsors to
employ persons in useful private sector jobs as quickly as.possible. It
would be authorized to beCome .operative should the national unemployment
rate exceed a specified level (say 6.5 percent} for a specified number of
months (say 3 consecutive months). The..President then could request
irmediate -funding for the creation of a sufficient numbér of jobs to return
the unemployment rate to the 6.5 percent level. Funding should be Suf-
ficient to allow. those hired in the program t0 remain in subsidized em-
ployment for a set period of time (say 18 months) regardless of whether the
aggregate rate shculd subsequently fall back to or below the 6.5 percent
level. As under the Act of 1974, eligibility for participation should vary
with the local unemployment rates. For example, any person unerpioy>d for
over 30 days would be immediately eligible but in those local areas .:ith
higher unempioyment rates, the period of unemployment could be less.

, The new progran should specify that local and state governnents
naintain their previous. levels of employment. But given tie lead time to
do effective planning for the specific occupations in which PSf partici-
pants would be employed, it_should be possible to avoid many of tne ad-
ninistrative pitfalls that occurred during the 1977-78 buiid-up. Also, it
should be possible for local and state governménts to prepare well in
advance & 1ist of needed public services and projects that could be im-
plemented during such periods of economic recession. Althocgh a federal
wage ceiling would have.to be set, local governments snould have discretion
to supplement those c€ilings if they see fit.

Under either of the proposed alternatives, the lessons of the
past should be incorporated into the appropriate rules and regulations:
Namely; as_a countercyclicai program, it _should be clearly understood that
participants should not be hired and employed in occupations thet provide
essential govérnment services (i.e., policy, fire fighters; and sanitation
services). Rather, the jobs that are created should be in activities that
make communities better places to live and to work but are not absolutely
essential to its ability to opérate in a viable manner {e.g.. conservation,
beautification; the arts; weatherization, housing rehabilitations, care for
senior citizens, child care, or educational enrichment).

Conclusion

. _____ _T=e nation needs to have an available alternative to tax cuts as
3 .means of creating jobs Should the economy require immediate stimulation.
PSE has proven its usefulness as both a countercyclical and a ccunter-
structural Dolicy weapon.  As matters now stand, there is .no _truly coun-
tercyclical. PSE. program .available for immediate implementation. It is
suggested that there should be.
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EPLOYMENT POLICY FOR RECESSIONS

Charles C. Killingsworth

~__for the third time in a little more than ten years, the U.S.
econony s sliding .into a recession. Virtually every indicator of economic
activity confirms that what was for a time hopefully labelled a “slowdown®

has becoiie another 1ajor recession._ Sorke voices are still heard predicting
that the. recession will be “short and .nild;* but they are fainter and
fewer: In late spring, the rapicity of the downward slide appeared to
equal or even 0 exceed_the momentun of late 1973 and early 1574, which was
the Deginning of the most severe recession since the 1930s. At this writ-
ing, it is still tco early to predict with confidence the severity of the
new recession. BSut it alresdy seews clear that there is a reascnably
strong possibility that this recession will be as severe as the last one,
and. there is no compelling reason for ruling out the possibility that it
will 5e more severe.

- Students of the business cycle point out that every recéssion has
ils own patterns. ZIxcessive inventories held by businesses are w.sually
blarea for the severity of the 1973-75 recession, and some analysts now
find encouraging the fact thit inventories do not seam to be as excessive
at presént.  On the other hand, the current recession was obviously de-
Terres for many months by an atnormally high level of .consuier spending,
partly financed by credit expansion. ‘low consumer confidénce, as méasured
by the standard surveys, has reached nistoric lows, and sales of houses,
cars, appiiances -ad other durables are falling at a remarkably rapid rate.
The effects of the sharp curtailment of consumér §pending aré beginning to
radiet2 through the econony. _The national_ unemployment rate, which is
classifiec as a "lagging” indicator of the state of the economy, has hegun
to rise snarply.

_____ __when the reports on the economy are bad, those in authority are
always tempted to fall back on the classic plee, "Let's wait for next
montn's figures." Fifty years ago, Herbert Hoover immortalized. the phrase,
"Prosperity is just around the corner," &s.he presided.over. the nation's
slide. into the worst depression in our history. Today, the increasing
velocity of the downward moverent in tne economy is surprising alwost all
informed observers.  ievertneless, top administration . figures express
confidence in the outlook.and.pronise in ceneral temss that ways will be
Tound to heip the poor if things cet really bad; but the only specific

proposals under discussion involve substantial reductions in the kinds of
programs thati_are intended to help the poor. (ongress is struggling to
achieve a "“balanced budget“--an éxercise that has lost its relevance be-

cause the revenue and expenditure estimates which are. to e "balanceg~. have
been rendeved obsolete. by the rapi¢ rise in unemployment. The rule of
thurd for forecasters is that each one percent rise in the unemployment
rate raises expenditures for unemployiient compensation and welfare by .$5
5i1lion to S$7 billion per year and reduces revenues by about $20 billion
per year. If the current recession follows the pattern of the 1973-75
récession, income support expenditures will rise so much above administra-
tion estinmates and revenues will fall so far short that balanced budgets
will be far out of reach for several years even if no new programs for the
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relief of anemployment are enacted. Policy disc.. =n 3§ liesing farther
and farther behind the acceleratiny course of eve -

: Greater attention to the employment .. -y quéstions u-gently
posed by the rapidly-developing recession is overa.- Tnese questions nave
been neglected in part becasse of a widespreal <wviction thet higher
uneniploytient is the harsh price that must be pzic . gat infiation under

control. Another reason for_ the neglect of thes: .usstions is the gen-
erally riodest estimates of the level of snemployier: in 1980 and 1981. The
administration forecast in January, 1980, was for ¢n unemployment rate in
the fourth quarter of this year at 7.5 percent, anc in the fourth quarter
of 1981, at 7.3 percent. These rates imply lit:le more than a mild “slow-
down” in economic activity. If we assuwe a réccisiun of _the same_magnitude
as the one 1n 1673-75 and comparable increases 1n the gneoploynent rate, we
get much ~igher rates: Eighteen. ronthy after the 1973-75 recession began,
tneé unempioyment rate had risen by 4.2 percentege points; to a high of 9.0
vercent. A conparable increase in _the present recession, which began with
¢_unemployment rate around 6 percent, would result in a peax unemploynent
rete above 10 percent, .probably in 198l. In other words, i< the adnini-
stration forecast of a “short and mild" recession is as tadly mistaken as
current developments indicate, its estimate of the. magnitude of the e-
merging unemployment problem is about 2.5 to 3.0 willion persons too low.

... _A_good starting point for the discussion that i< overdue is a
critical examination of the principal policy approaches to the unemployrent
and incore loss problems caused by the recession of 1973-75. Sochn an
exanminaticn supports the conclusion tnat in recent years we have ceveloped
and testec an impressive array of employment policy instruments; anz that
our present need is much less for entirely new instruments than it is for
guidelines to the best and most balanced use of =he existing erployment
policy instrumerts to meef the burdens of urcw’ ent and incoue 10SS.

Analysis of the experience during ¢

o ¥Ti~"T recession aiso
‘eags clearly tc the conclusion that excessive - = .ance wes placed on one
of the oldest policy instruments, the unemployr~=" insiurance systeu:; tha:
this overicad significantly weakened the financ ! resevves c< the syster;
and that throwing a comparatie overlcad on this o 5tem in 3 new récession
threatens 5 create sore serious problems, both sncrt=run and long-run, anc
may_compei_drastic_revision of the unemploymer~ insurance swstem . itself:
This_ syste~ is a_valuable national asset which nas derformed its intendec
function »211.. Overall employment policy shoulz oe halanced in such 2 way
that the unemployment insurance system 1s protecTec from the serious camage
that overicading it would cause.

.. . . -oncern about rising unemployment often evokes =ne. response that
1f_things get really bad, a tax cut may be justified. Theré has been
alwost no attention to the question whéthér tax cut$ a== tne most cos:-
ef<icient approach to the reduction of unemployment. When that ques=<on i3
examined; it gquickly becomes clear that tax Z2uts are <he .Jeast cos<t-
efTicient way to reduce. unempioyment. QOther policy instruments have mucCn
lerger effects on unemployment, in_tne seme that much sraller govermmen:
expenditures on these other policy instruments induce a la-ger expansion c~
apioyment then tax cuts. To the extent tha® excess demanc has cont-ibutez
to the recent nigh levels of inflaz:on, the use of tax cuis as the crimary
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method of reducing unemploymen: would be certain to make inflation control
more difficult. There may be other valid reasons for reducing some taxes:
but. there. are more efficient and much less inflationary inStruments for
dealing with unemploynent.

The Prologue

... "Hnat . is past is prologue,” wrote Shakespearc. Thé aohorism is
especially applicable to ény meaningful analysis_of pciicy approaches to
unemployment, Tne rusih <0 explain the latest month's figires sometimes
diverts attention from the gradual; curulative changes cnat have helped to
produce the latest ficures. Prior tc the most recent. sharp rise in the
unemployment rate, the zonthly figures had fluctuated wizain the relatively
narrow. range. ot apprxo‘mately 5.7 to 6.0 perzent for about 18 ronths. {See
Chart.1). The relative steaciness of the rate at this :evel prompted some
speculation thet the “7.11 employment unenploynent rate had now riscn to
almost 6 percent. Some znalysts pointed to larger nuubers of teenagers and
wCilen in the labor forie oS explanatory factors; but the weakness of that
“explanation” was that :i: ignored some important offsetting factors, such
as_sobstantial cecline: i~ the labor fo.-ze participation ratés of black
males anc older, less-ucuzatec males. [t also ignored the significant
effects of changes in trw cefinition of unemployrent, which had lowered the
reported rates: oo

. ._ ... _#hatever the exdianation may be, the unguestionanle fact was that

unerploynient in 1978-7¢ .as higner than it ever had been befcre curing the
prosperity phese of the business cycle. As Cnart 1 shows, in the late
195Cs the unemployment -ate wss below & percent: Following the 1970
recession, the rate rerz nez high for two years: but in 1873, ;:st before
the nex: recession, the rzté was down 20 4.0 percent. The oresent reces-
sion_ togr off -rom a t:32 which was at ieast one full percentage point
aigher tnan it .as at <re beginning of the last recession. Thée 1558-7%
periou appears 0 show = Xind of stair-step rise in the orosperity unem-
ployuent rate wrich is sirikingly similar to the stair-step. progression was-
equally apparent in the 1%33-63 period. ‘S»e Char:t 2). Tnis cevelopnent
in the 1950s anc early 950s got ruch attention and discussion. The more
recent developrent of ¢ similar patiern in the 157Cs has Seen generaily
ignorec up to NCw:

Jre difference atweer tne pre-vietnen and los:-Vietnam patierns

shoul¢ be pointed cut: ir the 19505 and =2arly 1350s. ezch recession peak
Tnotne snemployitet I rate was followed by a fairly rénic decline im unem-
pioyrent to t~2 n2w prisperity level. a1 cther worcs, =ne fall in anem-
ployment (as f:- 25 it wenlj ~as apout as resid as the rise in unempioyment
nad. been Zuric: toe recessizn. That pattern has not carr-ed over into the
1970s. A5 Chzrt I makes ..ite clear, in tne recovery arc Jrosperity years
following the last wo rec:ssions, _the unomployment rate ras declined very
slowly from t-e reCessic- o-eak. [n the 1670s, the dmerican economy was
ruch inore effactive in ci-erating higher ievels of unemployment than in
generating new jobs to re..ce unerployment after the recession had reached
its trough. [ this new _sctern of the i370s carriss over into the 1580s;
we rust face c:he prospect of weak labor :arkess, with uneniplovment rates
possibly in tr2 range of t2 10 percent, faor the next four or five years,
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depending on the duration and seve:.cy of the recession that has Just
begun.

- .. .. .The economic polizies of the federal government in the months and
years ahead could change that prospect, making it either better or worse,
depending on the choices that are made. Hence, it seems urgently necessary
to_analyze our experience. with the instrumerts of erdloyment policy in
recent years, and especially during the 1973-75 recession, to see what
lessons we can learn about better ways to meet the emerging problens of a
new recession.

Employnent Policy in the 1973-75 Recession

_ . This discussion_defines "employment policv" _ to include (among
other things) the measures used to replace the income lost from unémploy-
ment as. well a5 the measures intended to revent unémployment, £ increase
employability and to create jobs. In dollar tems, during the 1973-75
recession the biggest progrem in this broadly-cefined area was unemployment
insurance. Total expenditures under this program rose from about $300
million per nonth in mid-1973 to a maximum of about $1:7 billioa per month

in early 1976. Table 1 and Chart 3 show the details. Expenditures rose
from $7 billion in _1974 to nearly $18 billion in 1675 and fell only to $15
billion in 1976. To put the ma“<ter _in perspective, we can sdy that ex-
penditures rose from a total of $17 billion in the three years preceding
the recession . (1671-73) to S$41 billion in the three recession _vears
(1974-76), an increase of 140 percent. A full di:cussion of the intraca-
cies of unemployment insurance financing is beyond the scope of this paper;
but. it should be pointed out--indeed, eriphasized--that most of the :oney
Just mentioned came from the states, not the federal govermment:

A Income. maintenance expenditures (Aid to Families with Dependent
Children, General Assistance, and Emergency Assistance) do not go entirely,
or_even mainly, to those who have lost their jobs because of a recession;
but some of_the unemployed do end up as income maintenance program bene-

ficiaries. Table 2 shows that income maintenance expenditures did increase

substantially during 1975 and 1976, although not by nearly as much as
unemployrient nsurance either in dollar temis or in percentage terms. In
the calendar years 1971-73 inclusive, income m2intenance expenditures were
$22.5 billion, and in_1973-76, they were $30.5 billion--an increase of 36
percent. A3 the table shows, income raintenance expenditures have shown a
steady growth trend; and even in 1978, expenditures were half a billion
dollars above 1977. Some of these increases are obviously caused By non=-
cyclical factors: But the two biggest jumps shown on this table came
during recession years. It should be noted that the income raintenance
programs are financed by a combination of ederal and state dollars;
usually through annual or biennial appropriations.

o Employment and training_expenditures increased during .1975 and
1976 at a more rapid rate than jncome mainteryance expenditures.* Using the

*Some of the apparent increase simply made up for the substantial cut in
employrient and training expenditures which occurred_ in Fiscal Year 197a3;
there had been 2 reduction from $3.0 billion in FY 1973 to $2.4 billion in
FY 1974, largely because of the phasing out of the emergency employment

progran. (See Tables 3A and 3B):
20
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TASLE 3A

SMPLOYMENT AND TRAINING EXPENDITURES
(S Millions)

FY70 FYT71 FY72 Y73 FY74
Institutional 287 275 356 304 308
JOP - 0JT 50 60 69 77 91
Neighborhood Youth Corps - ] , ) i
In School 59 58 75 64 89
Qut of School 98 115 122 107 114
Summer 199 253 320 226 459
Operation Mainstream 51 72 85 81 115
Public Service Careers 89 82 58 31 28
Concentrated émpioyment brogram 188 167 isé 536 idé
JOBS (Federally financed) 149 169 118 73 64
Work Incentive Program 79 64 175 209 250
Jeb Corps 179 160 202 193 150
Public Employment Program - - 962 1,239
CETA Transition .
PEP-Title II 44
PEP-Title IIA 23
Migrants Program 39
Older Workers 10
SUBTOTAL 1,419 1,485 2,697 2.754 2,144
College work Study* 152 200 237 270 270
TOTAL 1,571 1,685 2,934 3,024 2,414

*Cotlege Work Study funds are actually dollar appropriations, rather. than
expenditures. Actual expenditures have ranged from 0 to 40 Million Dollars less
than appropriations, but data on expenditures are only :vailable to 1974.
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TABLE 38

EMPLOYMENT AND TRAINING EXPENDITURES
(s Millions)

Y75 FY76 ik FY77 FY78
CETA L o S S
Title I 1,585 1,528 395 1,871 1,910
Title II 569 666 g2 -a <a
Title III ] o
Total 225 232 67 252 N
Excluding Youth 684
_ Sgmmer , ] - 755
Title IV (Job Corps) 210 134 45 210 376
Title VI 872 1,624 997 2,701 4.8242
Transition 10
Summer Youth 391 538 23 595 2
Youtﬁ,Empioymént and Training 984
Programs
Work Incentive Program 130 230 56 225 250
Older Americans Act 12 85 - 150 201
SUBTOTAL 2,108 5,087 1,681 6,026 9,884
College Work Study™ 230 390 - 390 435
TOTAL 4,528 5.477 1,681 ¥ 6;416 10,419

1. TQ represents the period from July 1 to September 30, 1976. the Transition
Quarter resulting from the government's change from a July 1 Fiscal Year to
an Octobér 1 Fiscal Year.

, 2. The Surmer Youth Program is now reported as CETA-Title 111-Summer.

*College Work Study,fundsféré,éctuaiiy dqiiar appropriations, rather than

expenditures. Actual expenditures have ranged_from 0 to 40 Miliion Doll. Tess
« than appropriations. but data cn expenditures are only available to 1974.

3expenditure data for Titles II and VI are combined and reported under Title VI
for Fiscal Years 1977 and 1978.

Data Source: Varjous fmployment and Training Reports of the President.
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sarie basis oF comparison as with the progrems already f1s:uss-v, we can say
that for the thres eC2ssion vears, ’ ¢ training
expendituras were S$2 1lion; ena for the nex: < ree Hears, ;o,q-?a, tne
total was S12.5 ail Tnis wWas 2an inCr2ase of 2 littla more tnan 40
percent.

Tne largest increases in emplo¥ment and 'ra1n1n, ex:end1burns
case Tlong 2fter tn2 recsssion had ended. As Table 33 shows; expenditures
increased o $5.3 bHillion 1in TV 1978; and to S€.4 billion. and then §5t0.4
pillion in succeeding years. These increases were rospcnc1ve to continuecd

nignh _ levels of unemployment. CP;DJ$E the end o7 the recession, and to the
inauguration. of a new zduiinistration with different priorities from the
outgoing againistration.

Chars 3 snows relative cnanges in :xpend1:ures in tne three ﬂaJOr
categories of progrews, es tne unemployment rate changed. Ixpenditures in
each_catzgory [unemplovment  insurance; income na1ntenance, anc erp]oymenu
and training; are shown simply as percentages of their first querter 1970
levei. 3y 1978, erpxov"enu ang ura1n1n" snowed the :argesg relative in-
crease; :u. most of that increase came after the peak of the unemployment
rate in_ 1573, Income ﬂa1nbenan e expenditurss show o relatively slow but
steady increase over the periocd, with a riodest resjonse to changes in the
unempleyrent rate. _Unemployient insurance shows the greatest fluctuations
anc the closest relztionship to changes in the unerployuent rate, peaking
at the trough of tha recession and then automatic2ily receding.

“nzt is critical in this comparison is that Jnerployﬂen° insar-
ance expenditures did not rise b] nearly as nmuch in the 1570 recession as
i 3 recession; and by late 197%; three je=rs after the beginning
r

v, thev were stili subsuan*1a11] nigher than they had Seen at

the worst of the 1377 recession. The exp1ana:'on is reasonabiy obvious:
Tn2 ungmsloyment rate in late 1678, after_three years of recovery; was

still higner than tne peak rete 0f the 1977 recession.

A Criticce of tne 1573-75 Experience

. Some of tre powerful advantages of unemployment insurance es an
enployLent poiicy instrument duaring recessions are obvious fron the fore-
going anaiysis.

1. The sysuen is_ in nlace and in a state of readiness. unen a
recession bdegins, there is no need to wait for new jegis=
lation and new appropriations.

2: Expansion and contraction are automatic and rapid as the
e7onormy moves from prosperity 6 recession to recovery.

2. e system is self- .nanCec, primarily by an enpncye' pay-
roll tax, with provisions 7cr changes in tax rates in case
of need.

These advantaces are the reason for charecterizing the yno=ol~vmert insyur-
ance system as & great national asset! To an extent iiat is not Gererally
understood, it is one of the most important “autum~cic stabilizerz" de-
veloped during the Great Depression of the 1530s as a safeguard against a
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recirrence of That catastrophic ecororr collaps
make. it .all the more m,.:or.,ant t0_2void sericus
overicading i: with burdens in excess,or tnose i
This point will de discussad farthar below.

2. _Thes: considerations
camgge 0.this system Sy
T was cesigned o carry.

For 211 of its stremytns, unempioyment insurance also has some
important cisacvantages.

-

i. Bemefits are not Cdirectly Tief ts nesds. Some of the un-
employed who collecs beﬂe°1*s have syfficient assess_to tice
tharl over & snor‘ _period of unemplioyment; others find the
senefits insufficiert ¢ ieet even their Sasic needs, and
many claimants exhayss their eligibiiizy in & recessicn
pano" Sefore thev find new ‘0*5 anc new =n.ra’n..s tc the
1a,n' market are net eligible for recular benafits.

z. The av'*ﬂs.. senefits, ceneraily spe>:<‘ng, G0 to nose wno

ha¢ the nignest ,°armngs anc steadiest emplioyment retords

';;‘:;.—e ney becare agnemp! oyed.

2. Zecause Tinancing is :>a=1ca’.u on 2 srata-bv- s.a‘.—'* Sasi s, a
Tecession Nrows tne heaviest Surcans of unemdi ioyment in=
Surance on the states that are leass ebls to affore tnem--
1.2., Thcse with the nighest levels and longest curations of

unempioynent
- The 1873-7% racession sarig LSAJ weakzned tne financial s'reng"ﬁ
of the .re*::-ow-en’ insurance syStem, and the persistence of nign urersioy-
ment Tevels after genera] sconomic reco«ew becan nace it very 2ifficulz
neir separate

2

for a2 numder 2% states o restare the ”"a"-:ei Strangth of U
E o cocument this general state-

€ppor: the point is to say that tv the
iccions) sac complet e‘v exnausses
T tneir current senefit pa;/:'ie".ts

ing of tre term, these 22

.ae
W
‘n
s
(]
“

systems. Thar2 5 a ol of"orc ct $
ment. Pernaps e si <
end cf 1878, 2 :

reserve Tungs aend wers '."—uxe :c ine
current revenue. In he Comnen unferstancing
were sankrups.
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‘nere is, nowever, 2 safety net provided for such coentingencies.
Tne safety nat is & joan ‘und, controliec oy tne federal governnient and
{irancec cit of tne °€-cera- snere of the pavrgli taxes. SuaLes may borrow
from this fund, interest-free, with Tong repayment ternss Jut if 2 szate
is unable to_start .repeyment or time, tnen \uncer certain .1rcuws;ances)
the federal govarnrment 1s gutnorized by existing law to collect tre ceSt

by, in ef ‘e;:, raising the peyroll taxes on ajl vplovafs in the celinquent
state. S:q;g Whicn are delingent Sut which can show thas arrangements
have been mace 1o pay off tneir debts in a reasonsble time can avoid tnis

gutcome; mr this too usuan_/ involves an increase in payroil texes).
Thus, in November 1675 {when certain de: terminations had 0 be rmade by the
Secretary of _abo';, WO slates were outsténding by reason of their in-
debtedness: Michigan and Pennsylvania. Tney cwes $624 million and S1.2

billion respectively. Their difficulties were at least pardv at f]butcbxe
to the fact that by then they were among the states that had aiready Seen
hit by the reaviest layoffs in the nation. All of the states tnat nad
borrmed _during the_ 1673-75. recession and still nad not repa1d7..he1r
borrowings owed a total of S4.5 »illion uhen the time for decisions by the

Secretary of Labor arrived. (See Table 2). Nost of the states were able
y

28
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0 2v5ic - roit Tax2s {r2troactive to January
1878 by naking s s o7 repayrent ﬂrra gements.  flichigan
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2 fund Wwill orovize a
tail Zevelop. However, it
2 in Yederal statutes for

22te increasingly severe

ates wnicn ars most af-
taxes raised--cften 515-

tex leveils

ni g in competing st tates--in order to pay of

The Stat8s .iIn current angd prossective above- -2varage .unen-
Sioymen s2 270n. Lh0se ~mesT gffacrer by tiie recent --;avé of per-
arent S. Fuslic policy <houlc 28 cesigned to encourage new
ent TniC Inése statey to abssri the per*“enen.n) "Js;ﬂaced
oree ] lix rates in these harc-nit states subs tanzially ebdove
*ho in tovs tunata states tands 0 operzte in the opposita direction:

o Jne_ocdvious way tc ralieve this prodlen would be <o provide for
fezeral 'r rts, instead of 10¢ns, when a $1ate System exhausts its reserves
anc cannot say current benefiss fron current rovenues: Proposals along
these lines are currently uncder discussion: One progosal would finance the

*During tne first four tontns of 1580, !Micnigan borrowed 5220 nitlion;
Pennsylvania, another $222 =illion; and Pnode ;sland 315 million.
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Cumulative Percentage Frequency Distribution of States’
Recalculated Reserve Multiples 1973 - 1976 and Current
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rances is 2 2 as won o recession cisyment as
Joossible from tre -2iller relatively small szep in this
Cirection ~Suic e Tor Tn T0 pay ine entire cost of ne
Ixtenced Zenefizs crogran, ing tne states to gy nelf of
trie. costi*  If unis arrang effect curini Ire 1870s, 1t
would nava sa. the states 5 € more tnan half of né siavings
woulc nave zone to Ine states U «ere farcec %o bYorrow Trom the feceral
- on

1

eased. Tn2 accditien2l fecesral cost coulc de coverec either oy
uniform increase in ine ‘ederei share of tne payroll tax on al
in the nazizn or by agpropriations from ceneral revenies.

o Z ngre basic question of social poiicy is, now manv 5iliions of
gollars sroilc tne raticn <evote tD rainTtaining tne inlores of those wno
are invoiuntariiy dcie bSeccuse of a recession? Tnis is a2 questicn wnich
apparently nas received 1i%ile conscipus attenticn: when ragular uneme
sioyment benefits have been axhaustsd by l2rze nimbers of fonless pesple,

N
i
2

i N
*As shown in Apperdix A, other temporary extensions of benefits were paid

for entirely frza federal funds,
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are spent gm imporied 3000s, some 5004s are so
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niplcyed, . su orl. Compare tne sactions ensuing from ¢

ment of < S ogrograci In the first roun?, about 1,007,

créated; tnat 1S tne essenca of tne first-rounz transactic

second rownd tne spa2ncing O0f paycnecks Ly e PSI partd

0 have tne seme 10D Crealion effects as tne spencing of tax Cul iCrey oV
taxpa,ers. The end result i i or doliar, tne 8% oarogra;
creates auout four timies @5 nan tax cut. It snould also be

';t”shoglc be nated tnat ;hé,ff1r§: rounc” effect of inemplioyrent insurance
benefits on employrent is also zero. Tne seconc rounc effects are susiect

%o tne seme "slippages” as those cescriped ahove.
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observec tnat tne paticral incone 1S increasac
services sérticiparts oerform for tneir §:
4 22, ¢ larze; [t

the oIner
unemployec

srtor

RS

TEx Culs 3s @n insirument

sar cwner availabie instr
ensioyment pclicy. 4£3%5n is. not intencec ¢ imply tn
can b2 mage on any for

T2xes.* _lor do w2 e

numher of yeirs, &s for

of that apsroecn 1S Tax jerce incredses in
invesTuent, .procuctivity, outiul 2 | in " n employrent that in-
flation woull wither awey. whatever may ne Gikelinooc of sucn an

outcoe, 1t obvicusly nas

The racessinn now Hesinning,

.
s ot
3 e
Lo

e reievance g e ynemplaoyment prodless of
ich is wne nis statement.

Poligy Conclusinns

1. Tne nation r2liel Ioc smch On cnennioyEnt insurance ans atier inZoce
‘Rintenance progrems guring tne last recesiion, anc o0 1itilé on
engicynienl 2ng training programs, 2t l2ast Zuring Ine vears of nizness
unespicyent, 1673-T3.  Tnis excessive. ralience left virzually all

state Gnempioyment ihsurance reserve funds in 2 wezkaneg concition

fron wnich tney have not fully recovered even now.

2. Because of tnis wedkened conditicn of most stete unemployrent in-
surance reserve funds, equally neavy reliance on unecployment in-

surance in tre caorrent recession_{even if ¢ is somewnat less severe
than the last onej woulc probably barkrupt 2 majority of the state
funds. Forced borrowing from tne federal lozn fund o we=: current
berefit payrents would Create grave pradiens for the rear future; and
conceivebly could compel changes in tha basic structure of & vaiuadle
ans nignly useful instrusent of employment policy.

3. The extension of uhempioymen: insurance btenefits for as long as 55
wooke ic 2n undeciradble way ta meet the orodle: of unemploy-ent.

4. rny extension of ben2fits beyond the period normally provided by state
aw should be paid for entirely by the feceral governmen:, instead of
requiring matching faunds from strained state reserve balances.

5. The expansion of employment and_training programs as recession-caused
unempioyment increases is tne best way w0 relieve undue pressure on
the unemployrent insurance ssstem. Unlike employment insurance, the

*0One of the frequently-mentioned possibilities for a “tax cut” in the near
future is a cancellation of the Social Security. tax increases now scheduled
for January 198l. This king of “tax cut® will not create any jobs, al-
though it might preveat a job loss which might be caused by the tax in-
crease.
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APPENDIX A

PROGRAIl EXPLANATIUNS--UNENPLOYNENT ENSURANCE

ul
UCFE
ucx
£S5

FSB

SUA

Pegular state unemployment expenditures: Funds generated from
state FUTA tax. Host comnon maximuni-=25 weaks.

Parallel to UI, for federal employees now unemployed:
Paralle! to UI, for federal servicemen now unemployed.

Federal-3tate- Extended Benefits. For those who had exhausted
regular unemployment benefit entitlement. !aximun entitlement to
Ul and EB not to exceed 39 weeks. Program.“triggered on".by high
covered unemployment levels, either statewidé or nationally; nust
be approved by state. Costs shared 50-50.

Federal. Supplemental Benefits. Additisnal benefits to unemployed
wht had exhausted entitlement to Regular_ and_fxtended Benefits.
Authorized under PL 93-572, the Emergency Unemployment Compen-
sation Act of 1974. Expired-February 1978. Maximum entitlement
to UI, EB, and FSB originally not to_exceed 52 weeks; later
extende¢ to 65 weeks. Funds from Federal government (Expired
January 31, 1973).

Special _Unemployment Assistance. Ilade benefits available to
unemployed workers whose previous employment had not been covered
under the permanent programs, such as workers in elementary_and
secondary schools_ (55 percent), local goverment administration
(8 percent), agricultural workers (7 percent), and other workers
in_ households, services, or nondurable_ goods manufacturing,
Maxinun_entitlement of 30 weeks. Authorized under PL 93-567; the
Emergency Jobs and Unemploywment Assistance Act of 1974. Funds
from Federal governmént (Expired June 30, 1978).

,
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APPENDIX B
RESERVE RATIO MULTIPLES

. ._ Tne reserve ratio rultiple is a fraction. The numerator is: the
current reserves in. the state's UC fund as a percentage of total covered
wages (on an aniual basis). The denominator is: the highest 12-month
benefit payout in past experience as a percentage of the tntal covered
wages in that period.

o Example: If 1975 was the "worst" year for State X;. if it had
paid 5.percent of the total covered wages of 1975 in 1975 benefits; and if

X now has a reserve fund equal to 5 percent of this year's total covered
wages, then the reserve ratio multiple is 1.

o ~Irn our calculations, the reserve ratio wultiples for earlier
years (rostly pre-1973) have been adjusted for 29 states by changing the
percentage in.the denouinator to the particular tate's worst year prior to
1979, either 1975 or 1975 (29 of 52 jurisdictions had their worst year in
history_in either 1975 or 1976--most in 1975). . The "current” multiple
calculation is probadly overstated. This places the current multiples for
these states on a basis that is properly comparable to =arlier (pre-1975)
years. In short, we use the same denominator for all years for the par-
ticular. state. He cannot see any systematic bias or distortion in this
approach, bt we invite thé comments of better-qualified experts.

: The .numbers par se probatly.mean less than the direction and
magnitude of change over tiie, especially thé recent past. The graph seems
to us o grovide an illuminating insight into changes in the relative
financiel strength of the total UC systenm.
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Alabama
Alaska
Arizona
Arkansas
California
Colorado
EOnneciicu'
Delaware
D.C.

Florida
Georgia
Hawai i

Idaho
Itinois
Indiana

Iowa

Kansas
Kentacky
Louisiana
Maine
Maryland
Massachusetts
Michigan
Minnesota
Mississippi
Missouri
Montana
Nebraska
Nevada

New Hampshire
New Jersey
New Mexico
New York
North Carolina
North Dakota

APPENCTX B - TABLE 1

Histori¢ Reserve Multiple

1973
.01
2
e
.15
.02
.62

1

[ R

—

—_

N o ee e

»

.43
.80
.69
.62
.70
.88
.75
.55
.28
.79

.22
.89
.56
.76
.63
.57
51
.62

.66
.72
.01
.66
.92
.29
.60
a7
.42
.27

197
285
.82
0
.98
.87
.28

—

*Indicates that state is in

[N R

[ N

.49
.24

1975

7
N
.38

.56

.41
1.05
1.04

1976
.69
.26

»

1.09
.32
.70
63

»

T .83

.14
.
.89

Recomputed Reserve Mul:iple

1972

1

i

i
1
1.
1

-89
12
.27
.7
.98
.62
.85
.91
.08
.97
.49
.88
.68
.50
.45
.73
.22
-89
.55
.75
.43
.57
.57
.62
.06
.72
-3
166
.40
:23
.50
.02
72
.27

.76
22
.26
.54
.84
.29

—

-

.69
.61

2

-84
-3
.78
.74
140
.32

)

.21
.93
.60
.76

.29
.38
.42
.69
.02
.54
.15
.29
.27

.05
.41
.93
.76
.24

__

»

.7

.52
01
.38

.56

;98
41
1.05
1.08

debt to the Federal Unemployment Trust Fund.

40

[y
Q\)l

1976
.69
.26

»

.38
.37

»

.07
.78

»

1.23

»

69

-a
o

1.59
.57
.83

»

p—

93
.20
.66
.55
.69

n
.29
.97
.45

.04
.05
.66
.26

.68

.59
.70
.59

.91
.78
.96
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Ohio

Oklahoma
Oregon
Pennsylvania
Puerto Rico
Rhode Island
South Carolina
South Dakota
Tarnesse

Texas

Utan

vermont
Virginia
Virgin islancs
dasningicn
Wes® Vircini2
wisconsin

wyomina

Jistoric Reserve Maltiple
1974
Tee
.88
.68
.52
1
L21

.83

1973
.06
.90
.86
.63

1

4

o

.52

— et e PSRN

35

159
.20

1975
.37

*

oo
&> Uy

TAsLD 1 {CoNTD)

1976
.22
.16

-

—

N U U8

-

un
o

& 82

[}

a1

[
NN

ReCOmpuied Rééérvé Muliible
1973

1.
.90
.86
.64
.36
.35

— e e

06

.42
75
.58
.3

o

1

1974
.99
.89
.68
.52
.09
14

[ N

—_ s

.33
.36
.59

1975
.37
.34

1.88

1976
.22
.16

.41
1:29
.72
.55
.47

-

9/30/79
.45

91



Reconpute
Multiple
.01-.25
.26-.50
.51-.75
.76-1.00
1.01-1:25
1.26-1.50
:QI;SO

-
Less than

.51
.75
1.0
1.26

1.50

2.75
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2 3
2 3
3 5
3 8
e 9
? 2
10 8
n 8
2 3
g 6
8 N
16 19
23 28
N 3%
a1
52 52

15 21 13 ‘ 3.8 5.8%
7 a 2 3.87 5.8
6 7 7 7.7% 9.6y
12N n 5.2 15.2~
2 s n 5.4, 17.3¢
5 3 2 13.5¢  15.27
1 1 2 19.27  15.4%
2 1 2 _21.2% 15.a¢
1395

CUMULATIVE FREQUENCY DISTRIBUTION
OF RECOMPUTED RESERVE MULTIPLE

152 15 5.80  s5.8%
22 25 16 7.7¢ 11.53
8 3 23 1580 2322
0 a3 32 30.8%  36.5%
w4 25 36.2° 5387
9 50 a9 59:6:  §9.2¢
50 51 51 78.8~  84:6.
52 52 53 100.0~ 100.0%
22
4 =

1975

28.8%
13.57
11.57
23.1°

28.8%

82.3¢
53.8
76.9°
84.6~
92.2%
96.2"
100.0

1976

40.4~

7.7%
13.5%
21.2

7.7%

5.8

1.9°

1.6

26.4%
3.82
13.2:
20.8¢
20.82
7.5
3.8¢

3.82

26.4%
30;é£
43.4%
66.2%
83.9%
92.5¢%
9.2¢
100.0%
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GETTING AT FUNDAMENTALS IN THE Fy 81 BUDGET

by Garth L. Mangum*

_ _The most_virulent inflation in 60 _years slows temporarily only
because unenp‘loyment rises more rap1d1y than it has at any time. for 40
years. .And the slowing is only to an inflation pace néver reached in any
6f our last three wars, while unemployment shoots upward from a low point

considered a recession level less than 20 years ago. Add. to that the
outlook that unemployment will rise to a peak above that of the 1973-75
recession without inflation dropping to its 1976 low. Then anti-recession
efforts in 1980 will Sring anemployrent under control in 1981 only to see
price rises at the peak of the next cycle outstripping those of 1979.

A gloomy prospect? Yes, but all too hke‘ly unless some set of
po11c1es are identified which are as unorthodox as the dilemma in which we
find ourseives. So what is proposed? Following up on a brutal monetary
crunch by the Federal ResServe Board, the Congress and the administration no
socner convinCe themselves that a balanced federal budget is the key to
economic health than the built-in economic stabilizers make budget balance
fiscally unlikely while the pressing needs of millions more unemployed make
it politically impossible. Orthodox anti-inflation policy says ruise
taxes, cut public_expenditures, and tighten the money supply. Orthodox
anti-recession policy would be exactly the opposite. A reexamination of
the basic forces underlying the current economic paradox suggests that it
may be possible to_do some_of both with_gcod effect. In fact, a new set of
circunstances. may even dictate tax increases durmg a recession, a practice

we now ridicule as pre-1932 ieanderthal economics.

The current economic situation is tota‘l‘l_/ umque in U S h1story.
lever before have we experienced serigus inflation except during or im-
ned1ate1y after a war with its combination of swollen money incories earned

by priducing goodS and services which . are not offered for sale--too much
money chasing too few goods. Periods of unemployment have always had their

goods and.services all of those who.want to work are capab‘le of producmg.
The post-x973 situation is very different but no more difficult to under-
stand_if we stop assuming familiar causation and accept a new set of

realities.

*Garth L. Mangum is McGraw Professor of Economics and Management and
Director of the_Institute for Human Resource Management at. the University
of Utah, as well as Chairman of the National Council on Employment Policy.

43

Y
.



O

ERIC

Aruitoxt provided by Eic:

Inflation

—_.— _ _ Qn the inflation front, the disease is a national cormitment to
take out of the economy more than wé are willing to put into it. The
irmediate symptom is refusal to accept the inevitable decline in our
standard of living which must follow dependence for our most basic energy
source upon those not equally needful of that which we produce.

tively costless. The economy was running with a considerable degree of

we declared a noble war on poverty at a time when it was rela-
slack. Productivity was high. = Social welfare expenditares could spark
real growth, @ part of which could be redallocated to the poor with some
part of the gain left over for the rést of us; everybody could be better
off. We ran into troudble only when we pursued simultaneously guns, butter;
social refam, and a relatively light tax load: e 1Right have had any
three but not all four.

__ _.. _..but the world changed far rore radically after 1973. The prices
of oil frou fore*yn sources jumped literally ovérnignt by fourfold and then
pushed persistently upward to twelvefold. In U.S. terms; that reant .that
every barrel of oil iuported rust be paid for by trading for it at first
four tiues.and now (considering higher prices for our gcods) six tiwes as
ruch of the goods and services we might otherwise use for ourselves.
Adjusting for the added dollar value wé now place on our oOwn labor, the
average Arerican now works about six hours to buy the oil from abroad which
he received only eight years ago_for one hour of labor: _All of these are
hours no longer available to earn the other components of our standard of
living.

... We have lirited options: {a) we could buy less foreign oil; (b)
we could. produce wore to trade by mcre of us working longer, hardér, and
more productively; (c) we could accept a lower standard of living and set
out to share it equitably; (d) we could for a short time mortgage our
future by cutting our savings rate and increasing our credit purchases to
maintain obr accustomed standard of living; and (e) we could each scramble
competitively for a larger share of the available less, hoping to unload
the burden on somegne else.

.. ...._ The choice we tock is obvious in retrospect. . We increased; not
cdecreased, our oil imports.  we did increase our labor force participation
rates with iore workers per family Struggling to maintain accustomed. 1iving
standards. We cut our savings rates "to spend on consumption what might
once have gone to productivity-increasing investment. We went deeper into
debt until eventually we had to slow up to repay. we tried to hide our
inevitably reduced real income benhind a facade of money incomes.

And Uneriployment

fhg demang for jabor isra,dérived demand--derived from the demand
for_the_goods and services Tabor produces: There is only one way to create

Jobs: someone must spend money for the purchase of goods and services.
Purchasing oil from Arabs doés not create jobs in the United States unless

those dollars eventually make their way back home to parchase the products
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ot _American labor. But now not only the U.S. but the whole industrial
world pours its earnings into nations which do not have either the ton-
sumiption or the investment capacity to absorb expenditures_at that level.
During this year the OQPEC nations will receive fi 9 foreign earnings
between S80 billion and $120 billion more then they will be able to $pend,
no riatter how profligate they may be.

vhet is the c.ass1c way to s]ow economic growth? °a1se taxes
without 1ncreas1ng public expenditures, absording potent1a] purchas1ng
power by 3zenerating a budcet surplus. Only now we lave given others the
powér to inpoié that tax upon us, revardless of our donestic needs, and to
garner the surplus to themselves.

And Both

Th1s 1s no. necessar11y to ‘au]t the OP nat1ons. anv of then
pfé§§ures ‘rmn the 1ndustr1a1 world. They _are dra1n1ﬂg out of the g*ound
an 1rrep1aceab]e resource in return for idle coinage they cannot use, en-
ploying in the process foreign workers whc will Teave nothing permanent
behind.

L licanwnile; we_ had learned we could not have guns; butter; social
reform, ang light taxes. e have yet to learn that we cannot have 0il,
butter, social reformi, and light taxes. e havée learned that dnf1c1t
financing could spark econoiric growth and buy costless progress wnen there
existed idle resources and tne potential. for both producitivity anag pro-
duction. An econorly which has allowed its productivity to run down by
Tailing to reinvest in it, has raised its labor force participation rates
ay fast as we have, has failed to keep up with.the problems of structured
unenployment, and has been laggyard in adjusting itS unemploynent ingicators
to reasure the real slack in the econorny has few real resources to be
ignited by the spark of deficit funding.

What To Do?

Any real solution must deal with =4l causes:

r ]
1. Reduce dependence on_foreign_energy sources.
2. Restrain total expenditures to rise no more rap1d1y than the
increase in real output.
3. increase productivity as well as production. __
4. Equitably share the inevitably reduced standard of 11v1ng

Reduced Energy Dependence

___ To_use up someone else's scarce resources and save one's own
would be wise policy in soue circumstances, if one did .not become addicted,
dependent, and subject to blackimail. But ours is an addiction succumbed to

cs.{! S
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in tne adsence of policy. There is no methadone for painless withdrawal.
There are two simple ways to cut off the flow: {1) itipose an import quota,
either “cold turkey” or_in gradual increments; (2) impase an import tax,
which at current apparent elasticities in the demand for petroleum products
would need to be high enough to raise gasoline prices by about 50 cents per
gallon. Ayain, that could be done in one increrent or several. The result
would_be a ogne-time iicrease in the average price lével, but there is no
long-term solution to energy dependence until the domestic price rises to
at least equal replacement costs for domestically. produced energy, The
resultant drop in 4,S. demand for foreign o0il woula aid other industrial
nations dnd, in the long run, even OPEC nations by loosening their strong-
hold on the world's energy jugular. Favored treatment for Western Heni-
sphere_oil in import quotas or taxes could promote a less vulnerable 1ife-
line as well as good neighbors.

... - The gains. &ill not be fully redlized unless domestic energy
uarkets are then allowed to seek théir own levels. The traditional "it's
the poor who pay" imposition of burdens can be avoided by compensating
incorie redistributions. & sabstantial rise in energy prices would penieate
the whole price level. dowever, imnédiate action so tha: eneryy prices
rose early rather than late in the recession cycle while other prices were
easing would ninimize the impact. And keeping the added public and private
revenues. within the U.S. spending Stréam would have an entirly different
effect than rewarding OPEC time after time:

Restraining Total Expenditures

: There was wisdom in the once liberal and now conservative adage
to_balance the federal _budget over the business cycle witnout allowing a
persistent growth in public debt. But even that is a too narrow construc-
tion. The fectral tudget is only a portion of the total government sector.
Until the onset of the current recession, the federal deficit was offset by
a surplus_ in state and local government budgets, in part because ruch of
the federal expenditure is in the form of grants and aid to states and
localities. However, governments are not unique generators of inflation,
though_ they do sanction it by their rmonetary policies. It is wh2n the
total of ail expenditures by consumers, investors, and governments grows at
a pace which exceeds the flows of output of goods and services that ir-
flation becomes inevitable:

Tne appropriate policy over the months and_ years ahead is to
balance_ those total fluws through.a cobination of fiscal and ronetary
policies: That may or =ay no:t imply a precise federal budget balance at
particular points in time. It will mean a iore restrictive combination of
fiscal and nonetary policies than traditional jn a deepening recession. In
the downswing of a recession when slack is incréasing in the utilization
rates of labor, capital and raw paterials, enlarged deficits and easier
roney do not accelerate inflation. The automstic stabilizers such as
uncriployment coripensation have the advantage that they follow immediately
upon the rise of unempioyment and phase out as it declines.. Discretionary
policy decisions are too slow in coming, however; and tend to expand
expenditures on. the. upswing of the cycle Jjust when they should begin
phasing out. Title II! of the Comprehensive Employment and Training Act

4
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has a trigger expanding public service employnent after three successive
quarters of high unemployrent. The funds supposedly become avajlable after
nine rionths, therefore, but with delays in implementation, erpansion on the
upswing is_2luost asured. Yet if the go/stop, unemployment/inflation cycle
is to be dampened, aid for the unemployed rwst come on 8arliér and retract
sconer. An anomaly of the current situation is that creating unemploment
through_ tight monetary and fiscal policies will do little to restrain
inflation. Yet once into unemployment the way out may accelerate inflation
if not carefully balanced.

Productivity- lavestrents

. The courses of the extraordinarily slow procuctivity increasss of
the past decade are too complex for treatment here, but one of then is
clearly the low rate of investment which _has prevailed over that nperiod.
That .in turn. had a nunber of causative factors--federal compétition for
Toanable funds, alternative investments in envirommental safequards, and
preference for consumption over saving: There are also many prospective
solutions, but an investment favoring tax policy is certainly among them,
That Tong-tern need iS a strong argument asainst consunption-favoring
anti-recession tax cuts.

Shariny the Surden

ATl of that boils Cown to tné nécessity of facing up to tne fact
that the rec! standard of living of the Unitec States nas fallen and can
rise only 2t the paCe.at whith the labor force size increases {after re-
ducing excessive uneriployiiént) and output per person rises. But if we do
nothing to effect the patterns in which that reducec real national income
is distributed, the ccsts will inevitebly be visited upon those who are
most vulnerable--those who are curréntly cependent upon social welfare
prograns, those most vulnerable to layoffs, those new entrants to the labor
market who have the hardest times breaking in, and those employed at al-
ready poverty wages who will €all further behind. The wmost direct way to
protect tnose in such marginal status without exacerbating inflation is to
provide them with incomes and erploy.ent paid for by taxes upon those whose
enploynent and incones are adequate and uninterrupted. On the current
scene, that rieans reducing the temptation to cut taxes (except. for pro-
ductivity generating purposes) but under extrerme Circumstances might even
involve raising taxes during a recession.

... .__ Unemployment insurance is one device by which the enployed
guarantee the incomes of the unemployed. Howéver, our unémployment in-
surance system is already in trouble. The Ul trust funds of several major
industrial states had not recovered from the 1973-75 recessicn before the

1980 recession struck them. There will have o be baéic reforms before
that system can bear any greater burdens.

. Pudlic service employnent, supported conceptually by equal im-
position of taxaticn upon the working population; is another use il device:
Subsidized private employment in investment creating activities such as tax
supported public works is another desirable approach.
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Sut tne first ster is to abandon tne conventional wiscom that
taxes muSt be Ccul_ and cannot be allowed to rise during a recession. AS
long as totel expenditures rise at a pace egual to the growth in output
there will be no inflation. Thosé upon whot new taxes are imposed {or for
whort ¢1d "taxes would otheruise be cut) will be burdened, but tney will only
be siaring the burdens nom:ally vested upon their less fortunate fellow
citizens. And in the long run, tné dampéning and eventual enelioration of
the inflation cycle will iuiprove the status of all. Tax cuts in current
circumstances. should have to jtstify themselves by their Trocuctivity
generating potential. Direct expenditures to create incomes and employnent

for anti-inflation policy victims is a more appropriate recourse for 1981.



