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“With the cufrent climate for economic revitaliza QK of the United States, a critical new
* perspective of how the economy must change is being foRxoulated: Dr. Anthony P. Carnevale,a
.consulting economist with prlvate i éustry arid the Cong , gave his remarks-on this new topic of
supply-side, econornlcs at a National Academy for Vocatlof. Education.conference on productivity
= and economi¢ davelopment - . . AW, L ST L,

. - B [ v
- 3 . £ N -
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In hls present and past posltlons Dr. Carneva!ehas been) ive in the developrﬁent‘of econorfiic ~
policy. PrioF to his current position as a consultlng economist Yk as the Leglslatlve trector for .’
the Ameérican Federation of State, County, and Municipal Emp yees, and the Senio Budget‘ Appro-
prlatlons and Authorization Analyst for thé U.S. Senate Committee on"the Budget. He was also
Fiscal Anatyst for the U.S. House of Representatwes and Senior Rolicy AnaJyst for the U.S. Depart-
ent of Health, Education, and Welfare, Dr. Carnevéleis q@;ﬁh rof the landmark U.'S. Supreme
—— Cour‘icase Rodriguez vs. San. Antonio, concernmg the equitable fihancifig of elementaty and secon-
_.dar ducatlon At the Ioca] level, he served asa soclaI studies teac eLand school adm|n| ‘

Affanrs at Syracuse University. He aIso holds a Master’s degree in Soclal Science andmm
tratndn His areas of specualty were publlc f|nance economics, urban s ud|es, and publlc administration.

On behalf of the Natlonal Center for. Research in Vocatmnal Educatlon The Ohio State - l
University, it is our pleasure to share this msnghtful presentatnon by Dr. Anthony P. Carnevale
' ._entltled. "The Real Supply-Side Economics.” L

S
Robert .E. Tdylor
Executive Director
- . The National Center for Research
in Vocatlonal Educataon
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. THE REAL SUPPLY-SIDE ECONOMICS

. * am here todgy to talk to you about economics. When | say “egonomics,” chances are that
your thoughts flash back to some college instructor who bored you to death with an econometric
\ world that really did not resemble the world of flesh and bone in which you lived. ~
) Z .
. Well, you may rest easy | am not going to talk to you\about the latest econometric mousetrap.,
Instead, | am going to talk to you about an economic debate much closer to yourcgearts—an economic
debate whose outcome will, Iargely determine the size and character of the Ameridan &ducation, ==
. emptoyment and training system in the foreseeable future. o ' '

‘ »
- o0 1 :
B - - . @ - B

The debate focuses on alternative approaches for remedying our current economic malaise. On
the one hand are the “demand managers’’ and the "'simple supply-siders.” The economic policies
of both the demand managers and the simple supply-siders are flawed by their reliance on narrbw
nationwide policies of stimulus ‘and restraint. The only important difference between the demand
managers and the simple supply-siders is that the simple supply-siders favor stimulative measures
that channel additional income toward people who are likely to be savers and investors, while the
demand managers take a more indirect route. They prefer stimulative measures that channel income
toward consumers. ® '

* The methods for demand managers and supply-siders are-the same. Stimulative economic
policies are limited to nationwide tax cuts and discretionary money. Occasionally, spending increases
‘ are encouraged for stimulative purposes, but these increases are indiscriminate. Fer the demand .
managers and slmple supply-slders it is the overall level of spending that is 1mportant for economic -
pollcy—the way-in wh|ch this meney is spent is not'crucial. . . .
- g ‘ v
Antnnflatronary ﬂollcles f restralnt are I|m|ted to "tlght” money and attempts to hold down
or cut spending. Toth demAnd manager and the simple supply -sider, it matters little which pro-
grams are restrained or|cut §o long as the aggregate increase'in spendmg is reduced. Itisto be o .

[ o

. reduced to cool inflation an mcreased to prime grOWth .
What should concern you most is that demand managers and simple supply-snders in their - -~
allegiance to generallzj flscal and monetary policies, seem to agree that the only economic role, R
possible for. public edutation, employment, tramlng, and social service institutions is, at best, as a
. “safety net’! to maintajn those who do not share in the largesse of the ‘American economy. Inthe”’ .
worst situations, these ystems serve as budgetary cannon fodder in the war against inflation. . T
Alternatively, the'real supply-side economnsts recognlze the necesslty for an education, tra|n|ng, ) . ,
- .. anmd sqcial sefvices infra ructure to develop human capltal into a productive ‘and mobile work force, S
“The real supply- -siders know that, as.a Tnatter of course, we must improve the productive quallty of
: . the Amerlcan work fort e expedlte |ts coRtinuous |ntegrat|c_)n with appliéd technqlog:es and increase. . a
the radelty with whlch \we respond to the rélative changes in price'between labor eosts and other * [~ -
factor’s of. productron lt follows that the real suppty-slders recognize the necessity for educatlpn ' _
tralnmg, and retraining |'f we are to attain conslstent growth and stable prices. . . N ; .
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In my view the future of vocational education, indeed the future of the American economy,
lies with the real supply-side economics. What | hope to d& in this talki is to give you a perspective .
beyond the current battle of the budget and to look at new demands that will surely be made on _
you as ‘ssimple su pply side egonomics’’ gives way to the more urgent realities of the current economic
malaise. a o 8 3

Let me begin with some generél remarks as to where ou\ﬁeconomy has been, and where it is ]
today. . . .

B . ’ g
The Historical Raots to Our Curre'nt Econonlic Malaise -
.

¢ —

\—\

The Second World War marked the United States’ first great economic leap forward. Gradually,
a new social optimism was born from this economic success. The hothouse economy of the postwar.
increase in productnvnty made it seem as if we could produce enough materials goods to drown social
problems in a séa of resources. Social conflict, and the ideologies that fed upon it, would be abolished
forever. Our principle problem as we ran pell mell towards fhe postindustrial society was to provide
for meaningful leisure-time activities. .- ce

Without repeating the familiar litany of decline, suffice it to say that things have changed for
the warse since the forties. Our current concerns are not misplaced. We are finally begi to
react to economic decline. After |gnor|ng our industrial base and presuming pur economic |nvulner
ability, Americans have been jolted into the realization that we must attend to the care and feeding
of our economy,. Amerlc'a s basic economic problems are no longer the exclusive province of wide-
eyed futurists and academic economists. We were all warned of the impending.economic crisis, but

IS

it was only when the Arab oil embargdo convulsed us into gas “lines and an 18 percent rate of inflation .

that each of us wondered if this first mild economic stroke was, pot the harbinger of somethmgmorse

Pz

Jt'is commonly explalned that our current economic malaise is little more than the evidence of
our inevitable adjustment to changing circumstances in the international economy. Descrlptlve
explanatroqsgf our current economic status, however, beg the questlon. The real question is how,
with our massive econemic lead, abundance of natural resources, and trained work-force, did we lose
our ecopomic preeminence in the world? The answer, in my view, is ‘that our economy has not been
able to adapt as quickly as tHe-economies of our competitors to the opportunities for production

‘ . appropriate to an advanced industrial economy. That failure begins with our wernout domestic

économic organization, or with the real|t|es of modern -day |nternat|onal competltlon

4 ~ A

=+ |3 is my view that our current indistence on wornout policies was,sfirmly established by our
) dramat|c successes of the past forty.years. The snake in our garden of successes has been syccess

itself 8 Experlence taught us facile and-aloof economic polkrs that encouragedngnorancebf the

actual engine of economlcgromh An |mportant cog in thatenginé is the self- consc|Qus development

of a productive work force. - T~

. . " %
“in the Igte forties, the abundange of resources organ|zed for war production remained stlmulated
' durlng the postwar era by the pent-up demand for consumer ggods that war wages provided. The
result has been forty years of relatively effortless growth. As a result, our economic policies;have
" been limited to-broad- gauged fiscal and monetar interventions necessary to manage growth. There
has been no need for a-broader and more artuculate set of pol|c|es to promote production. We have
been allowed to largely ignore resource mébitization, the development of human and machine capltal
and theprocess of production itself. Tnstead; we hdve remotely and neutrally leveraged the-rhoblllza—

"+ tion of resources and the appll.catlon of technology through the management of demand. * ..

', e s ° ”( . ‘ - - .
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‘national carporati'on‘s that.dwarf most governments in size and power, Scarcity in naturat resources,

. R - ) )
To aversimplify the situation somewhatlwé"ﬁz;ve stimulated economic growth and tempered - -

inflatiogtby moderating the amount of income dvailgble for spending. Spending, translated intq

the demand for goods and services, stimulated production.  Production generated employment and

wages availabte for more spending—which\crea‘t'ed mote production and more wages. [f this self-

sustaining, upward gpiral of economic growth was not moving.fast enough, we nedged it with

i ‘ ’ R v _ CoLa
1.

broad.lyl:)aség stimuli—dsually in the form of tax cuts. |f'the spiral spurred upward tod quickly, . :
we slowed ecopomit growth and the rate of inflation by bleeding money:out of thé economy until
production and income growth achieved some rough balance. . .« - LN

. . ’ -

Income growth also resulted in increaséd;public revenyes that had to be spent so they would
not act as a fiscal drag on the economy. However, fiscal drag proved to be a happy problem. We .
tended to use public revenués to maintain or compensate those who, for one reason or ahother,
did not share in the economy’s largesse. Government policies, es'pecially_federal policies, evolved as
arbiters of ecbnomic equity—not as vehicles for the promotion of human capital development or
economic efficiency. Public revenues could be u.s\eﬂ\to paper over the social failures of production
and to pay for its negative external gffects. - = * "% N\, : DR

-

R
LY

el N - - . ‘
.+ Our,economic system seemed to have the self-sustaining pdyver and perfection of a social

gyro. Onge set in motiom, 1t spun freely at ever-accelerating raﬁg\‘ﬁroducation generated income,

which in turn encouraged prcl(ju'ction. Allthat economic policy "S,,_.\ do was to brake or nudge >

this spinning wheel. Moreover, public interventions such as vocati v(_1ucatign, Job Corps, or

economic development efforts, largely found in schools or public agencigs, could be_lheutral and '

remote from production itself. These public sector ecofiomic levets brak®kar nudged;the free-.

spinning economic wheel e)gternélly At the point of demand. Economic poligles for the general

development of human capital, resQLLr&g management, and the integration o \3‘ or and new tech-

nologies were unnecessary. °° © .7 - - : :‘_. !«,,\

. -~

Our past pdlicies.are no longer app‘f&priate. They are not responsive. to the o‘;g plexity of our
nation’s economic problems. They are not compatible with the current organizatio &y our national
and interntional economies. Pemand management and its distant cousin, “simple s§ Bly-side
economics,”” fall into a ““macroecoriomic policy trap.” The trap consists of an ovetrel G#fe on broad,
nationwide fiscal and monetary policies. The result is an unavoidable vacillation betwedp¥ustrictive
and stimulatory policies. Restrictive polipies end prematurely-when they create intolerab n'em-
ployment and unconscionableinterest rates. Subsequent stimulatory policies end premat ke Y when
they result in an astronomical rate of inflation. Neither the restraints nor the stimuli ever a * e

N

(R

their desired effects. The trap closes as a persistently high rate of inflation reduces the allowat}g:
stimulus, and as economic stagnation makes aggressive restraint unwise. Because of this trap,
» ¥ 4

&iiher €
) 4 -« . . \\\\“‘, .

effective stimulus nor restraint is possible. . . c N S

: N . . & ' A\ R .
Stagflation, a combination of stagnant growth and inflation, is the elusive quarry that draws Qx

into that trap. This hybrid calamity is the new test for economic policy. We no longer face the W L

luxury of single-minded assaults on eitherdnflation or stagnant growth.’ ’A singlesminded, broad-basegl "?-

stimulus’is inevitably inflationary because its seeds fall equally on fertile and infertile fields. . A

1

single-minded, broad-baTd restraint frustrates possibilities for productive growth as pfuch as it

curbs inflation. '

~

-

‘ Today, our nationai and international economies are less responsive to ﬁ'agiti‘onal macro-
economic policy tools. The free-flowing international_.marketplace has long since been replaced by ,
a system of government-to-government trade patterns and the aggressive intervention of multi-

the need for new product markets in developed nations, and the newgiﬁdependgnce of resource-rich,
underdeveloped countrie}s can only accelerate that trend. ’

. -
- N « v . -
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At home, the “‘invisible hand of the marketplace” has been slowed by the “invisible handshake.”
Economic decisions are determined by a complex set of relationships and expectations between :

firm¢, workers, and customers. As aresult, wage, price, and production decisfons are becoming fa?

increasingly mdependent of overaII economic conditions.

.~ The effect of this complex economic reallty is evident in the* mtransngence of the current
mflatlon rate in the face oftraditional moneafary and fiscal restraint. ‘We reduce demand, but wage
and price decisions are increasingly independent of overall demand condltlons The mutual trust
and onalty between firms, their workers, and their customers {not to mention the cost of finding
and training workers and cultivating custegers) make firms loathe to disrupt expected patterns in .
wages and prices. Other factors such @s multiyear wage contracts, wage and price indexing, fixed
percent pricing, and the publicly provided social safety nets further reduce the leverage in traditional

+

gemand restraint. " N .

The intransigence of the current inflation rate in light of traditional economic restraints is
evident in the increasing economic and social costs enacted for mdr&mal reductions in wages and
prices. The social and economic costs of our policy- induced recessions weaken our resolve to
continue an,aggressuve restraint long before the desured‘antunflatlonary effect is achleved.

. Eventually, the smgle-mlnded emphasis on pverall fiscal and monetary restraint fails. The
effects of such policies overwhelm the ngtion’s social and economic capacity to pay for them. At
some point, Policies move abruptly fromaggressive restraint to emergency stimuius. The government
inevjtably falls into a pattern of stop/go policies that are disruptive of consumer and investor con-

- >
a7 e

The Effect of Current Antun.flatlonary . _ o L4 R ' ;

Policies on Human Capital, .

aa . /-."‘a

. '. A i
.Our current antiinflationary policies-are especially destructive of human capital development.

The cost of wages constitutes more than half of the nation’s annual economic activity. Because - -
of the importance of wages in economic activity and the sheer visibility of wage dec15|ons anti-
mfIatnonary strategies have historically tended to concentrate on reducing wage |ncrease§ asan
indirect means of reducing prices. We attempt to reduce wages by“encouragmg slack labor markets |
through géneralized econiomic restraints. But these restraints are merer a euphemism for budget
cuts and tight money in the interest of. encouraglng unemployment \

In the wake of the failureof public efforts to increase employnent and in the face of mounting
evidence that wage and price decisions have little to do with overall economic conditions, it appears
that we are using people as common fodder in the war against inflation.- It also appears that we are
using them to no avail. The current relianee on restrictive demand policies encourages unemploy-
ment in the short term, and discourages investment in the work force in the lon, 9 term.” Alternatively
stated, ‘'our current policies have a "double negatlve effect on the quantlty of jobs and the quality

of the work force - . .

- . .

)

Unemploymenit is bad poliiics. 1t is an even worse economic policy. The los$es in human
capital (and eventually, in economlc productivity) are. mammoth. Current éstimates suggest that as

“much as 30 percent of our current precipitous drop in productlwty résults from underemployment

and unemployment of hu man capital. In order to reduce inflation by 1 percent, we must throw one
mrlhon people out of yvork for three years Moreover ma|nta|n|ng even one mllllon unemployed

- . k'3 SN ™ . ) , i} . ¢

,":. . 3 . . B _'. ' \ . k . . o
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) peoble costs as much as $25 billion in f derati budget deficits for a single,;léar—roughly $10 bijon .
jn various support payments and $15/4illion in lost Pevenues. ‘ - . )

. L -

The psychological impact of unemployment has its economic costs as well. The negative
ecopomic expectations derived from high unemployment are every bit as powerful as-those that
result from expected inflation. Where unemployment is high, so is economic insecurity. Few
peoplé take risks when they live on the ragged edge of economic necessity. High unemployment *
discourages self-initiated improvement in skills and training because an immediate economic payoff~
is not apparent. Alternatively, the economic security that comes with an almost _fuily employed
economy provides longer planning horizons for both individuals and economic 1nstitution§. Security.
encourages people to take risks. Security builds trust in economic'futures. ‘.

¥

Trust and confidence in the economic future is built with, the measure of choice and oppor-
tunity that high levels of employment provide. It is of inestimable economic value. The Japanese
and some of our other competitors are willing to subsidize export prices in order to ensure full
employment at home because they know the economic value of the longer-term investment horizon,
for both labor andx,t;apitalf that full employment allows. B
. P ]

The current public debate over the level of upemployment necessary to fight inflation is also
being fueled by a consideration of the losses in national economic output that are occasioned by
the persistent and high levels of unemployment. Such high levels of unemployment have character-
ized the American economy for the past $everal years: According to the tate Arthur Okun, for
instance, our current antiinflationary policies cost $200 billion in lost output for every single”
percentage reductiéh in inflatian. Professor Steven Sheffrin calculatesfthaf the fgilure of the .

_American economy to sustain an unemployment rate equal to the 4.1 pgﬁfent attained in the . -
Eisenhower years has cost the nation more than $2.3 trillion in lost output. -

The dynamics of fiscal gestraint in the form of budget stringency. is especially destructive of
huiman capital. In order to reéguce inflation dne-tenth of 1 percent, for instance, we must eliminate
some $15 bitlion in federal s%ng. These spending cuts irevitably fall'on what little human \
capital development monies thé' are in the federal budget. The federal budget—at roughly .$600
billion plus—seems huge; but in réality, there is little room for cuts. Fifty percent of th&budgetis *
for income maintenance grograms such as Social Security, unemployment compensation, retirement -
benefits, and similar progams thathve grown almest uncontrollably wjth the relaxation of eligi- _
bility requirements. Seventy-five pergent of this fifty percent figure is for Social Security and \ edi-
care expenses only. Thesé benefits arémandated by law and are difficult to cut. While these programs
provide resources to maintain individualg, they provide little in the way of human capital develop-
ment. Another quarter of the budget gogs to the military.. Theoretically, that money is perfectly \ ‘n
cuttable; but in the practical politics of C}’sggr?ss', military spending is and will continue to be a A

sacred cow. /\/L - \Xz : . :
: Y - X\\ ' N . ,
’ The repnaining 25 petce incluqes vittu K{ alt state and local aid; in the form of education,

employmeht, social services, and economic d _gopm"ent spending. Budget cuts.inevitably focus on"
this final quarter of the federal budget—to thwqriment'of hu man\cipital development. g

<

s

beneficial effect on the rate of inflation. In fact, ev\ proponents of this strategy will agree that
the current proposal to cut;$40 to $45%illion from '-i&- eral spending will, at best, reduce inflation |
by three-tenths of 1 percenJ;. Common sense tells almy

- \ -
What is worse is that ;o one really believes t at balanting the federal budgﬂlill have a direct,

Qst everyone that cutting $30-$45 billion
from.the federal budget will not change the course of a\$2. i
dogs, even in economic theory.
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R The federal deficit has'xvery little to do- wrth i lat|on even Milton Friegman has cohceded this _
} point. The current deficit is\about 2 percent ‘of th Gross National Product ¥GNP). In 1976, when s
inflation was about half the ¢ urrent rate, the defjcit was twice its current size. Nor is the national
. _debt the culprit where |nflatlon is concerned. The natlonal debt has not grown as’a percentage of
the GNP. At $1 trillion, it is roughly 57 percent bF the current GNP. In 1960, the debt was only
$290 billion, yet it const|tuted357 percent of that yeaF s GNP 6f $606 billion. -

. We are caught in a vicious c\lrc g inour attenjpts to control inflation. Depressed demand, in © i
. the interest of price stability, atrob les our basic productlve capacity and enceurages the upward
~ creep in the noninflationary {and therefore imm table) rate of unemployment. That rate, the rate
of unemployrgent at full employm &eg is now nFarly 6.0'percent. As our human and physical .
resources wane, output declines furtl;xe gnd an mpIoWnent rises. Panlcked attempts at increasing
employment through tax cuts and oth ) eneral stimuli only result in fyrther inflation as increased .
spending power falls equally on growun% nd stagnant industries.

)

)
o @

| do not mean to imply that natlor@kbudgetary str|ngenc is un|mportant Federal borrowung
crowds out pr|vate bbrrowung | would-like to; say, however, t at our narrow reliance on budgetary 5

- . that results in illusory budget savings.
. - age
. We all need to be reminded tha®it is no the budget that drlves the economy, but the economy
that drives the budget. Fbr instance, every 1 percent increase in unemployment adds $27 billion to -
the federal deficit and every 1 percent in mte}‘eeg rate increase adds $15 biltion to the deficit. In the
. long ran we will realize our budgetary goals onl \}f we are successful in expandmg our nation’s
s , economic capacity. * , f; N N -

\ It is shortsighted to reduce commitmeht to pA grams such as vocational edugation, that can oL

have a positive effect on the nation’s-productiyity any growth possibilities. Short-term economiesin ~
our investrnent in a productive work force are |llusor A carry no brief for current programs or their
.concentration in the public segtor: Programs rhay justi lab\ly disappear, but the problems they were o

_ intended to address will not. The alternative to the pro ot|on of employability among the disadvan-

.- *  taged is greater gublac dependency and even higher income maintenance costs. The alternatlve to

policies that provide retraining and relocation pf experienced workers is a vigorous protectlonlsm .
and a waste of our experienced workers. . .~ \ -

.
’ , . ‘
v )
0 4

Budgetary stringency _is good economic management Bu the current, |nd|scr|m|nate budget . -
. . cutting with its disregard for the potential economlc worth of individual programs, is not ouf: )
answer. A plan of*more moderate budgetary str|ngency would be\more sensible. A deliberate and
- persistent budget stratégy would scrutinize every, ,prpgram and tax kxpenditure for their effect on
productjvity and prices. Those such as vocat|onal education, which Rave a potential for encourag|ng
productivity and price stability, should be spared the budget cutters’ xe . \

. FY
A . - * r
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The Real Supply Slde Economlcs
If we are to.escape the self- destructive economlc eollcy tl:ap, with its cRaracteristic, indiscrimi-
* nate reliance on generalized policies of.restraint and stimulus, we must broadgn the scope of economic

ALY
pollcy The hallmark of a successful economic game plan is a reduced rellance on tra monal monetary

/

. and flscal polucres—supplerqented by a broad array of new supply-side pollcy~le ers. s
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To reiterate, the only important difference between the demand managers and the simple— \
supply -siders s that the stmple supply-siders,favor stimulative measures that channel additignal

income toward likely savers and investors. Demand mvanagers tend to channel stimuli toward\

\.consumers. L . R & )

Their®nethods are the same. Stimulative economic policies are I|m|ted to nationwide tax b .

cuts and d|scret|onary money. Occasionally, spending increases are encouraged for stimulative .
purposes, but those increases are indiscriminate. It is the overall level of spending.that is important
for economic policy—the way.in whnchzthe money is spent is not critical. Restramt is limited to
trght. money and attempts to hold down or cut spending. & - - i .

<
:Fo the demand manager and the simple supply-sider, it matters little vg['nch programs are N
restrained or cut so long as the aggregate mcrease in Spendmg is reduced. Itisto be'reduced to cool
inflation andincreased to prime growth.

. “~
. s — .
" A reduced reliance on natlonwnde monetary, and fiscal measures, su pp|emehted by additional
supply;side policies that target restraint on inflationary economi& activities and stimulus on possible
- productwe owth, allows the nation to pursue competing economic gdals of inflationary restraint
, and growth imultaneously. Moreoyer, such a tact:c would allow for more‘moderate (and thereby
attainaBle) monetary and fiscal polrcy targets, puttlng an end to the restrictive stop/go pohoqes of.

thepast . ) .o , -

Te S ¢ . .
- An expanded supply -side policy will require mcreased prlorlty for programs sUch as vocatuona] ,
education that can have beneficent effects on productivity and price stalility. New supply-side ~ . 7
policies will also require other changes, including a reformulatlon of cyrrent programs and policies
to reflect a more,careful balance between economic and.social purposes, a shift in the current top-
y down hationwide perspective in our economic policies toward a perspective that encourages bottom-
up subnational economic developmént consnstent with the geographic diversity in the nation’s - .
economic base, new policies targeted on the price and wage structures of indivilual economic sectors
and new coo%a’tlve arrangemer&s among government, business, and labor. .

: L] N - 4 . < - N * ‘
):‘ ' 3 The Quantrty of Work and the Quality of 1he Work Force: . ’
) Sooor L The Importanceof. Human Gapltal
#As we move toward more artlculate supply- snde poluqes programs' that emphasuze the deyelop- S :

ment of human capltal should become more important. The current.deliberations in the Congress
-ignore human capital in favor of tax incentives for an increased supply of'machine capital., In our
rush-#p ensure,a steady supp1y of applled technology and machnnery, we |gnore human capital, We -
do s0_at our perl!‘:;ﬂ'“ : o . ‘

“ 8~ / & 2 © s 3

The evrdence that we have rgnored and continue to ignore the economrc |mportance of human
capitak is compelling. One striking bit of evidence is the dramatig rise in corporate expensg for ]
-educatronal remediation and training. Retently, the Conference Board; a respected private sector .
association of Fortune 500 com panies, reported that 35 percent of the firms it studies how prowde AR
significant remedial training in reading, writing, and arithmetic. Some put the cost at $20 billion. ] '
More general evidence of our neglect is avaulable in an analysis of the eomposutlon of our recent
growth in employment. . . . ‘
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*  Between 1973 and 1979, about 13 million new nonagricultural jobs were added to-the Ameri-
o can economy: a remarkable achievetnent that far outstrips any of our competitors, Many take
comfort in this fact as the final proof of the health of the American ‘economlc system. | do r)ot
What disturbs me is that the growth was concenwated in low- wage and labor- intensive jobs. These*
jobs offer short hours (generally less than thirty hours a week), low wages (usually mlnlmum Wwage),
and fend to be dead-end jobs. What is most dlsturblng is that these jobs tend to be concentrated
. among women and new entrants to the labor market: the people ufon whdm our future- produc
tivity depends. in summary, most of the growth in the American economy is leading.toward an 1

L3

econontic sgructure characterized by poorly paid and unproductiye work. - - . .

[ . B R « . . ]

. " ~We have arrived at a point where neither the quantity of available work nor the quality of the

work force is sufficient. While the disappointing overall growth in'the American econgmy encourages °® .
unemploy ment and Jow-skill/low- wage work, shortages in high- -skifl/high- -wage jobs mount. The '

. federal government'’s proposed synthetic fuels program, for instance, originally assumed productlon
levels that .wouid have required fully half the available engineering and professional labor pool in’

. that mdustry According to the National Tooling and Machnner'y Association, we currently lack . .
about 60,000 skilled machinists. If present trends contjriue, the shortage will mount to 250,000 ‘o
byx1985. These shortages persist in spnte of the fact that machinists can make annual salarnes of .
$30,000 or more. . . D

’ - . ‘o
. F

Massive new publigcom mftmentsto defense a'nd energy production are likely.to result in

' further shortages of skilled labor and cohsequent inflationary bottlenecks in production, We are :‘.

" currently planring a surge in defense production three times that necessary to fight the Vretnam - *

.War—and we intend to spend the money in roughly the same time $pan. In addition to policies to j

ensure the availabitity of a skilled.work force for military and energy production, we will need to 4
cater carefully to the skill requrrements of civilian industry lest it become starved for skrlled‘workerg

, and ca‘PrtaI A second- rate economic power cannot a'f&rd a worldwnde m'lntary presence.

The gap between available sknl]ed jobs and skilled workers is already evndent We‘ see more and
more statistics th,at demonstrate severe skllj shortages amsng American workeys.. In ‘a statement to
the press on March™8,, 1987, the Presndent noted that he had foundrthlrty'three and one-half pagesa

of want ads in the Sunday, March 15 Washington Post; A close analysis reveals that at least {,900. q%

é’ew

-\ X

the advertised jobs requnred some specnallzed |nst|tut|on tra|n|ngh Apr)roxnmately 85 percent . o
. WA A requrred |nst|tut|onal training of one year of more. " ° . oo ;f"@% L
’ ¢ . R . . - i
. ! Coa iy 5
P ‘\5 The most d|stutbmg evidence of the, problem comes from asenes of studies which suggest_ th

\. our falllng_competlyve advantage in foreign matkets is due to our short- sughted government pollcre

( \\‘,‘ ﬁ\ecently, the Bureau of Intematlonal Labor Affairs-in the U.S. Department of Labor reporteo( tha
; \\k he decline i in United States trade performarce gihce the;1960s is theiresult of dn‘ferences in the
( thh of net real investment |n equipment.and in the acquisition of Iabor, skills through education -
d training. Between 1963 and 1975, the United States’ share of the WOrId ‘s skilled workers fell

- 3
ohf 29 percent to 26 percent. ‘We have dropped from second to-seventh in the{neasured “slg,lled W
e ‘dowments of our workers. .The result of this omnnous trend is that the skill eontent of America can,
’ i rts lncreases whlle Amerlcan exports steadily Tose their competltlve advan . «_,;«‘
° S |
» o 4 {Sﬂl ;

1‘%‘

I' light of acceleratlng@conomw changes éur tendency to |gnore the econontic |mportance ot

7& -

vocggeonal trarnlng will cost us dearly in'the future. The com|ng decades will sek-rapi industrial o

A

change.as natnonafcompetltlve advantages sort themselves put in an |ncreasmgly ompetitive yvorld
. eco pmy Highly skilled fabor and .highly productlve industries. widl mcressmgb/ cgnqenthate in
mduitnalrzed nations. Unskul]ed labor and unproductive |ndustr;es will cOncentrate in those develo
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-t ., ing najclons that substitute labor intensive production for technoIogy in their first steps up the deve;,
" t. .opmeqtal ladder. o - -
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" Competitioh for highly skilled labor and highly productive industries will incregse among indus- .
trialized nations. That competition is accele@ right now. We will maintain our international
economic preeminence only if we learn to contiouously integrate new capital @nd Iabor to produce
new products with newer more efficient methods

-

T
- - ]

If we are to succeed, national eeonomﬁ: policy must recognize labor as an economic resource to . .
be developed and: continuously refined. . . o

A rapidly shifting industrial base and accelerating international competition will increase the
need for occupational and geographic mobility in the nation’s labor. Both will be more difficult as'
. the labor force ages. Nothing threatens growth more than the proliferation of defenswe "protect|on-
ist” measures th t/'a?; protect workers from structural changes. In order to avdyd protectionism, we need
a long-term cemmitment to continuous skill upgfading and education and training for all workers
The primary tools for such a policy already eXist. They must be expanded and consolidated in
comprehensive policy with much greater involvement and cooperation from private industry an Iabor.

- \ . o
° ; ‘

The $hift to Human Capital:
From Redlstrlbutlve to DeveIOpmentaI Strategles

. .A new economic role for human resource development mcludnr;g vocational educatlon as an .
- important contributor, will not come without a careful reformulgtion of current policies. Our current - -
. polu;nes and programs were crafted in an era of effortless.grewth Current public programs were
crafted in an environment when the essential economic and polltlcal issue was the equitable distribu-
tion of a growing economic pie. Policies and programs were. designed to allow able-bodied workers
an equal opbortumty to partake of the largesse that growth provided, and to maintain those who
e could not fully participate in the natlon s economy. Human resource policies. were focused on_pro-
&K}\sﬁ " duction. Tbey Q’esumed a competmve € and successful prlvate sector. :
Effortless growth no Ionger preva'ls The dominant ecoromic-issue has shrfted from the distribu- +
tion of a grawing economic pie to growth itself. Human resource policies that focus exclusively on
the distribution of the economy’s largesse and income maintenance are no longer appropriate.instead,
there is a shift in emphasis to developmental polncnes that emphasnze the use of human\capltal as a
iR prodyctive resource. . S B T T S : ..
Programs: such as vocatlonal education, the stepchildren of the "War on Poverty, assume a
* new lmportance Vocational education’s ties to the private seztor and its concern with the general
productlwty of the labor for'ce (especially prior to amendments in 1968), encourage its sudden pre-
» eminence among human’ resource programs ) ) .

-

. The realization of that preemmence wilf not come without change. Federal dollars, for ‘ <
,mstance are likely to shift from general programs to more targeted economic purposes. Already
there are rumblings to use current federal dollgrs for a Vocatipnal Education Opportunlty Grant— ‘

* ° . aVEOG, if you will. There is additional pressure to attach vocational funds.to mdustnal policies
: a.,,: for high technology and other industries. Ther@ are additional proposals to close the new U.S.
»w.  Department of Education and move all educational involvement into the Departments of Labor i
and Commerce L. o ' AN

[T . . ’ M

There are more than political currefts at wor1< The demographw of labor markets will demand
change. As the members of the baby boom.age and the incentives for early retirement recede, voca-
tlonal education’s clientele will-age. Iffertlllty rates.hold steady or decline, mare clients will be
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female. More directed job training and more retraining of the work force will be required. The
) complexity of career decisions made by adults will require more sophistication and supportive
» ~ services. MoreoVer, it is likely that these services will be delivered in environments further removed
from the traditional classroom and eloser.in cpncept and.actual physical location to the world of
, work. . . ' : BN -
. ot . ' .
\ . , From National to Subnational Economic Development .
If supply-side pglicies are to succeed, they must also be more decentralized in their application.
New policies, if they are to be effective, will devolve frbm a national to a subnationel policy focus.
Earlier, I"explained that our current national policies fail in part because they do not ’satisfy the
industrial and geographic variability that undertays the so-called “’national econamy.” As a result,
the stimuli contained in these national economic policies fall equally on fertile and infertile economic
fields—simultaneously giving us growth from productive sectors and inflation where growth possibili-
) - ties do not exist. Similarly, economic restraints cool overheated economic enterprises, but simultane-
* ously stymie growth in industries where growth is possible. o -
A reduced reliance on'broad-gauged economic policies, supplemented with more articulate .
polj&athat are targeted separately on stimulus and restraint, will bring some relief from the current
. situatibn of stagnancy and inflggion—a situation tlhat present policies encourage. ’
' Current proposed national industrial policies are a step, but only a step, in the right direction.
"Picking winners’’ on the basis of national industrial performance ignores the geographic hetero-
geneity that is characteristic of individual industries, (i.&, an industry may be doing badly nationally,”
but may bée doing_ well in some specific locale, and vice versa).

N The fundamental flaw in such proposals is‘that they continue the top-down perspective'of
current policies. The national economy is a statistical creation. |t exists largely in the computer
R banks of federal statistical agencies and in the econometric niceties of the major economic models.
‘. It is a useful tool for descriptive and predictive purposes, but4t is overused as a rubric for policy.
has no flesh and bone. Economic growth does not proceed from the topfown; it begins with
iritgsimal %mpa.the}ic uses of labor, capital, and resources, and préceeds from the bottom up.

The real-supply-side economics would encourage an increased capacit’y for bottom-up, sub-
national economic development. The dim outlines of subnational economic development systems
exist in many places, born.of inter- and intra-area competition. Vocational education is already a
companion to many of those systems. Where it has not already done so, it should assume its proper
responsibilities in local and area development. ' . : '

.
’
Y .

The federal government has much to learn from these efforts in its own attempt ‘at national ! )
policies. Ata minimum, federal policies should not set asuhder What local self-interest has joined.

* Instead of discouraging the national arrangements that are evolving in.many areas, the federal
government should attenipt policies.and programs that allow their nascent systems a perspective -
beyond the inter-area economic competition that gave rise to them. In vocational education or in

ther areas, the federal government should supply encouragement, information, dissemination of
rdsearch on.best practicés, and should encourage Iinkaggs{an.d complementarity in federal programs.
* . . pt v . . pres
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The keystone to the success of an expa nded'suﬁply-sidqr policy i$ in increased cqoperation

" .among government;, business, and labor concerns. Otlgr history of effortless’growth has organized, o

- us into adversarial group’s for the purpose of distributing the growth dividend. A society drganized -
' fordistribution is inimical to growth. Economic produgtion is a cooperative venture by its very T g
. nature. . _ ' - - "
The success of vocational education as an economic policy will rest on its ability to codperate i

with its sister institutions in the public sector: the employment services, CETA, the private industry
councils, and others. Its ability to move'closer to private’sector training will g equally importdnt.
“This is especially true as the vocational educatior’ client increasingly becomés an’'adult with prior
work experience. . . .
P . : . L oty
. The relationiship,between Vocational éducation and private training is already strong when’
compared to its public cousins.” It needs to be stronger. The substantive and physi¢al distance ~ °
between public and private training should be feduced. Neither will replace thée other. Private train- : .
“ing follows the short-terka.boom and bust of the business cycle, while public training carl afford a
%longer and more persistent view. Publig training maintains the constant quality of the labor force
when the business cycle discourages private investments in human capital. ’ K '

° . [

‘ In addition, closer cooperation can be of mutual benefit. Public and private entities can share
personnel, equipment, capital, and facilities. National policies to expand allowable tax expenditures

.= for the transfer of instructors, updated equipment, and for mixed public and private teaching facili-
‘ties are currently under consideration. : 7 ' *

- " 1

* . " One can agree or disagree with, much of what is heard at this conference. Your head may buzz ..

. with ambiguous new phrases that you have heard from me and from others. Some of them may o .
occasionally stumble sidewaysout of your own mouth? supply-Side economics, subnational economic
devélopment, economic revitalization, reindustrialization. Theaftertaste of such phrases tells each T

_- of us different things. Our analytic bent recognizes an attempt at corralling a new mix of ideas. .
The politician in all of us knows a fast train wheri he or she sees one. Some will catch the train .
- before it leaves the station. Some will choose to wait for a wreck. But the buzz of artful phrases
does ‘signal one common theme. That theme is change. It is the business ofinstitutions such as the

National Center for Research in Vocational Education to absorb the shock of changesfor thevoca- ' *
tional education community—to separate wheat and chaff—to sort the sense and nongense. :| offer )
my remarks as more grist for your milling. | ; ) - v T ,
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