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) Lot v ) , . -
THE PROSPECTS FOR UNEMPLOYMENT AND
’ INFLATION

. N )
" WEDNESDAY, JUNE 1, 1983

-y HouseE oF REPRESENTATIVES,
COMMITTEE ON BANKING, FINANCE AND URBAN AFFAIRS,
: ' SUBCOMMITTEE ON DOMESTIC MONETARY PoLicy,
) : : . Washington, D.C.
~ The siubcommittee met, pursuant to call, at ” p.m., in room 2128,
Rayburn Hoéuse Office -Building, Hon. Wa' - _.. Fauntroy (chair-
man of the subcommittee) presiding. i )

Present: Representatives Fauntfoy, Bar-a. .., Cooper, and Hiler. ..
Chairman FaunTroy. The subcommittee will come to.order, :
~ Our hearing today deals with an issue with which we should all
~ be deeply and constantly concérned: Unemployment and the pros-
pects for employment. In April, more than'11.3 million Americans
were without jobs, 1.9 million workers were working part time in-
stead of full time, and 1.8 million people had dropped out of the job
market. The May figures that will come out next. Friday will prob-
ably show little improvement. o ) :
Tragic as these figures are, they actually understate the serious

levels of unemploymeni afflicting certain areas and groups of our
Nation. In States like Michigan, Illinois, and Indiana—the industri-
al midwest—the unemploymbnt rate has been as high as 17 per-
cent. The unemployment situation is even worse in the black com-
munity where the unempléyment rate is 18.5 percent. While there
has been some improvement in the economy, many -economists are-
. projecting that unemployment will remain high even after this re-
covery has been deemed a success, establishing a new, higher base-
line of joblessness in this country. e
One cannot exaggerate the social and personal costs of this, situa-
tion;, the loss of valuable job experiences, especially for: young
people who cannot find jobs; the loss of gelf-respect and hope

among ﬁ}gg: workers; the strains on families; the deteriorations in
physical“and merital health, and even the suicides and deaths. We

. cannot afford policies that prolong unemployment. We need poli-
cies to bring about a sustained recoyery and millions of new jobs.’
~Monetary policy will be’critical to the strength and duration of
the recovery. By itself, it cannot bring about a sustained recovery,
especially when this administration’s fiscal and social policies are
so fundamentally unbalanced and misdirected. Monetary policy
should also be concerned with inflation. Nonetheless, a monetary

. policy which is too timid or too fearful of-future inflation will
* hobble of even prevent a recovery. I expect.our witnesses today to-

’ (1)
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aken by the .administration and Con-
et Jloyment and assure a. suc;cessful eco-

: sses can give us a better understandlng
re our’ industrial heartland, the changing

ce :credit requirements of reviving compa-

S grnpame& will return - to th\eir\ previous

in the aftermath of this economic. cycle.:
jons, we have with us today the Honor-
ce Chairman. of the Federal Reserve Board,.

las Keehn, president of the Federal Reserve

Martin will address the prospects’ for unem-

: ;tmnal level, and Mr. Keehn will tesglfy on the-

v . rditions and prospects in the Chicago

includes. all or part of Illinois, Indiana, Iowa,
¥ Martin and Mr. Keehn are

€. = Federal Dper?Mark:et Committee, and will also dis-
TR L *gderal Reserve dan du and is doing to reduce unem-

Both Mr.

o [‘ saivian Fauntroy’s opening statement and the subcommittee's

news relegse dated May 25, 1983, regarding Federal Reserve offi-

c1als testifying on unemplayment snd inflation prdspects, follow:]
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“ - © OPENING" STATEMENT OF' THE HDNDRAELE WALTER E. FAUNTROY e L
v 1 £ CHAIRMAN, SUBCOMMLTTEE ON DOMESTIC MONETARY POLICY o
i COMMITTEE ON.BANKING, FINANCE AND URBAN :AFFAIRS .

_at Hearlngs en  ..° .

. THE'PR DSFECTS FQR UNEHFLQTHENT AND INFLATION

ednesday, Juns 1, 1983 -= 2300 P.M. - T
rn Houze fo]EE Eu]ldlng, washlng*an. D. C. v

Qur hearing today daals with an lssus vlfh whlﬁh we shauld ail- he deaply
End san;*anfly concarnad: unempioyment aad the prospects for employment. In
A i1, more than 11.3 milllan Americans wars without jJobs, 1.9 miliien workers
wgre unrktng ‘part=time Instead of: «full-time, and 1.8 mllflgn,peaple had .

: drappgd + of the Jab market. Tha Msy figures *ha* will céms sut nexf Friday
cwitl prﬁbably show little improvement. ; . B

e

- Tragic as thase figures ara, they acfually undarf*a*e fhéiserlaus lavals
of unemplgyman* affligting certaln areas and groups of our nation. In zfafa;v
[ike Michigan, IIIJnaIs.*anﬂ {adlana -= Fhe industrial midwast -- 3
unemp loyment rate has bean as high as I?i The unemployment situstion {5 évan
worss In the black community, whare tha’ unEmPlDymEﬁf rata Is 18.5%. Whila
thers has bean some [mprovement In the economy, many - sconoml sts are projecting
that unemployment will remaln high even after this racavery has beaf deamed &
sUccass, es fahllghlng a new highér baseline of Joblessness In this §ﬁun*ryi

Ona §anné* axagg erate ths soclal and personal costs of this sl*ua*lans
‘t+he loss of valusble Job experiencas, especially for -young people who cannot .-
.find jobks-the loss of self-respact and hops among oldar workers; the strains
on famlllaﬁe tha ds*grlnraflans in physieal and mental heatth; and even the
suleldas and daaths: We cannot afford pollcies that proleng uﬁamplaymsn*. wa
naad pnllﬁléE h{-] hring sbout & sustsined fecovery and milllons of new johs.

Mgnafary poalicy will be critfeal to the strength and duration of the
racovery. By itself, It :anngjfﬁring about a sustained recovery, aspacially
when -this Administration's #fScal and soclal policles are so funﬂamenf;lly
unbalancéd and misdirected. Monetsry pollcy should also be conce
inflation.~ Nonsthaless/ s monetary pEIIEy jeh -is-too timld or faa fearful
af future inflstion wiJl hobble or even prevent a recovery. | expect our =
witnesses today to tell us the role the Federal Resarve will pla), and what
actions they bellave/ must al'so be taken by the Administrstion and Congress, to
bring down_unemp (o 'en* snd assura a 5u§:§=5fu' economic recovery.

hat our ulfnes:as ean givg us a better unders Eﬁéiﬂg of. the
changing naturs pf our industrisl heartland, The changing needs of our
workforce, the ckedlt requirements of a reviving companies, snd whather these
companies will ref En%1r<+hajr previous high devels of employment In thae
aftermsth of this econcmie eycle.

| slss hope

. To taestify on these questions, we have with us *adgy +ha HﬁnﬁFahlE B
Preston Martin, Vice Chairman of the Federal Reserve Boar and the Honorsbis
Skfas Rmehn, President of the Federal Reserve Bank of Chlesgo. Mr.Martin

will mddress the prospects for unemployment on the_na nxl eval, and Mr.

Keeshn wiii. testify on the, unemployment ditions and prospects In the Chic

dara! Reserve Distritt. which Inciudes all or part of Illingis, Indiana,
Michigan, and Wisconsin. Both Mr. Martin and Mr. Keehn sre membars of -

‘ ‘hm

Thg Fa'gral Opsn Msrket Committes, and will also discuss what the Fadaral
{ ve ¢an do and Is dolng to reduce unemplaymen* Gentlamen, walcoma. oo
o 3 = ;9\ .
¥ - =
gl B i &= . .
= .‘\
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WEDNESDAY, MAY 25 g - contactt Howard Lasa:
FOR IMMEDIATE RELEASE Andrew Bartaels
N ¥ 202-226-7315
. * .
T FED OFFICIALS TO TESTIFY,ON UNEMPLOYMENT FROSPECTS:
R * FAUNTROY SUBCOMMITTEE TO HOLD HEARINGS ON UNEMPLOYMENT AND INFLATION =
= 7 - .
" (WASHINGTON, U.C.) Congressman Walfer E. Fauntroy (0.-D Chalrman of the
. - o %
+ - Bubcommittea /«Folicy of ,The House Banking Committea, foday '
“aphounced Fearings on unemploymant and inflatien prospects, with Fedarsl 1
Rezarve Board Viee Chairman Fraeston Martin and Chicago Fedaral Reserve fank
Prasidant 5i lss‘ﬁéehn gs witnassas, Thask ovar sight hear ings wi
N what the Faderal Rezerve expacts uﬁﬁmﬁiasmgn?{' .
E . Ll
manths “ahead, and what it s daing and should do fo bring about a strong.
LU _, 1 % s .
racavery and lawer unemp laymant. The hearings wiil be hald at 2:
Wadnesday, Ju & 1, !1933. ‘In Room 2232 of the Rayburn Housa Offica Bui lding In &
Wash .
y “Marigtary pol icy canthave a powsrfil and st
unemplaymant 8nd jobs," Mr. Fauntroy said. .
Resaerve Iz at lesst as confcious of and concerned about the
= consaquancas of what it doas asz it is with tha
mare than 11 mellion Americans out of work, we cannat afford s monstar
that doaz Aot gl'\?é 'hign priority te raducing unemploymant. -
- provids ugs with tha ;Qpaffgﬁl}‘y to find aut from Preston Marfin, Vice Chairman
: . T
7 .
<
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‘Chairman FAUNTROY.- Gentlemen, ,welcome. We are extremely "
pleased to have you at this most propitious moment in our coun-:
try’s effort to recover economicglly. I am going to yield at this time
to my distinguished colleague, Mr. Hiler, for a brief comment.

. Mr. HiLggR. I thank the chairman for yielding and wish to ap- .
plaud him for holding these hearings. In fact, the entirt series of
hearings we have had this year concerning the relationship of mon-

etary policy to the economic well-being of our country. _

, ' This particular hearing today on unemployment, I think, is most
appropriate betause, after all, real economic growth and lower un-
employment are two goals that we.all share, even if we may differ
on the best way to get there. , _ e

In that regard, I would like to‘submit for the record, Mr. Chaiz-

man, if I might, an article that appeared in the Wall Street Jour-
nal, Monday, May 9, 1983, by Herbert Stein.

Chairman-FAUNTROY. Without objection, so ordered. , '

* [The article referred to follows:] )

. : £

<] . :
e .
= B 5 ] .
: o' ' .
= i -
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Mr." HiLer. | thank the éhaii’man; I look }% N

HiL rward to this hgagigg@

also of our colleague, Mr. Barnard. s : C
Mr. Martin, we are very pleased to have. you. You maf}s;rceed@
W¢ have-your statement in hand. , -

STATEMENT OF HON. PRESTON MARTIN, VICE CHAIRMAN,

BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM
+ Mr, MagTIN. Thank you, Mr. Chairman. "~

I would ask the indulgence of the committee to enter into the
record the complete statement which was submitted to the commit-
tee at the appropriate time in order to optimize the committee’s
time. . ° [ .. L :

I will read only portions of my statement-and attempt to aid and
abet that as I go, being aware of the busy schedule of the chairman

—Chairmgn- FAUNTROY. 1 thank you. I acknowledge t};;e*’presenc’e*’
N %

" ‘and the members.

Chairman Fauntrovy. Withou objection, your statement will be
entered in its-entirety in the rec }fé v :
. Mr. MARTIR. Thank you, Mr. Clairman. | -

The Federal Reserve is pleased to be called upon to discuss with
the committee the present high rate of unemployment. -

As the chairman has indicated, and as Congressman Hiler has
reiterated in the introduction, today’s unemployment situation is -

~ worthy of consideration. ~ -

The measures which could be and are being employed to bring
down the level of uhemployment répigént a very appropriate ob--
jective for consideration at this time.

The chairman has cited the.junderemployment which exists in
our economy—the geographic £stributiﬂﬁ of unemployment and
underemployment. He has indicated that among the minority labor
forces the incidence has been particularly severe.

And we at the Federal Reserve cerfainly share with the commit-
tee the concern witl’ regard to the social costs of this persisting
high unemployment. Certainly the price in that sense, the social

1 ?‘éﬂual unemployed and their families. has
been quite high. And, W€ are aware that monetary policy has a role
to play in the overall set of policies dealing with this problem.

We cannot gloss over the extensive strains-in the society which
the level of unemployment and underemployment has brought

sense, paid-by the inc '

In my view, the Federal Reserve can contribute to alleviating the
overall situation on a macroeconomic basis, but there are issues
that it cannot address in the establishment of an environment for
sustained improvement in economic activity and employment.

At the present time the committee, is acutely aware that our
economy is emerging from a most trying and difficult period. We
seem to overwork j;the concept of transition, but we certainly- con-
tinue to go fhrough one. : )

Throughout the seventies, we wére afflicted by the twin evils of
decreasing pzfggluctigé:y and increasingly“virulent'inflation, and by
the end of the decHde they were threatening to undermine our
economy in some very fundamental ways.



O

ERIC

Aruitoxt provided by Eic:

The underlylng mﬂ'ltlcm raté had accelerﬁted to the double- dlglt

level, stayed there fcr many- quarters, and seenjet: likely to. be.,

higher.,
Speculative behavmr of various kinds was spreadmg into the
decisionmaking processes of consumers, of savers, of inmvestors, of

" business firms, and even in the ‘deliberations of thls body.

- The dnllsr had weakened considerably in Yoreign exchange mar-
kets, and, inflation was beginding to be viewed as a permanent
factor-in })ur economy. Inflationary Expectatmns wére exerting an

_J.mcreasmgly strong hold-on our bghavior.

The worsening of inflation in this sense argd the a,pphcatmﬁ of
restrictive ,policies necessary to bring mﬂatmn under tontrol nlti-
mately culminated in a -prolonged period of economic stagnation

and, because inflation had become so 'deeply embedded in our econ-
. omy, prlgzes kept rising even in 1‘380 Snd 1‘381 when ﬂ’xg economy

was fallihg into recession.
In 1982, however, the appllcatmg of pcshcles to cambat mﬂstmn

*began to bear .substantlal fruit. The committet is.aware of the.fa- -~

vorable trends in all the major price indices since 1981, and thl@ |

" won't take your time to review those.

It is true that some of our progress against inflation is special,
pertaining t6 agriculture or to energy markets. However, as you
are aware, there have been indicationsg of more fundamental gains
as the wage-price interactions that had helped perpetuate inflation
throughout the 1970's for some time have been losing their momen-
tum:

A slower rate of increase in labor cost is relieving pressures on
prices and should have a pDEltIVE effect on the demand for labor. A

- slowing of prices is dampening, in a circular way,imﬂatlnnary ex-

pectations and rgllevmg workers’ fears of falling behind in an infla-
tionary spiral.

Curbing the momentum of inflation is now beginning to have a
salutary effect on real.activity that had long been anticipated. The
halving of inflation rates during 1982, together with a number of
other factors, contributed to substantial declines in interest rates
over- the second half of last year. As a result, activity began to im-
prove last summer in hnusmg Gains in consumer spending gained
momentum last fall and in recent months, as you know, a broad
number of other economic indicators have been-«pmntmg toward a
further strengthening of our economy. It is noteworthy that barom-
eters of consumer attittides and of business sentiment have strong-
ly improved, and increases in production and the work week and in
sales are now apparent in a wide range of industries.

The price and Emplgyment developments since the beginning of
the year have been broadly in line with thee economic expectations
that we ;Epﬂrted to you frurn tha rﬂember’s of the Federal C)pen

F‘ebruary mnnetqrv pnlu;y repurt The general thrust of those pro-
Jections you may recall was that activity and employment were ax-
pected to expand &t a moderate rate thi% year; and that the pace of
recoV®ry would be «consistent with further progress toward prlce
stability. With the - ry apparently gaining momentum in

recent months, bélrlevé thet’e is an excellent chance that this
. F

-

1z :
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year’s.economic performance will be at least as.good .ds we-project- ..
ed in'mid:February;-- ~ - - = .- . TR e T
The committee knows that at the same time a number of poten-
tial obstacles to sustaining this econdmic growth were-gpparent in -
February and are apparént today. Despite the favorable econpmic =
‘developmints of the. past few months, those obstacles still: confront. -
.us. Foremost among these is thie prospect that Federal’budget defi- "
cits will persist at very-substantial levels 1 the years ahead, even
as the economy moves well into its expansionary stage. The Feder- -
al deficit in, the current fiscal year, as you ‘know, is expected to. .
excecg 6 pelcent of GNP and, unless constructive’dction is taken,
thig#hare will remain extremely large in the years ahead. .~ .. -~
~Th part, begause of these prospective mega-deficits, intermediate /
and long-term interest rates remain high, both as to the ‘histori
_cal levels and relatfye to current inflation rates. . TR
" And financial markets remain unsettled reflecting concerns th
the deficits will - keep ‘préssures on' interest rates .and -ev
lead to a renewed surge of price inflation. . v
- ‘To be siire, the task of controlling inflation and resto
should not be viewed as.a responsibi ity n Y |
Fiscal- policy - too- must do: its part”and {
committee, the Congress and the admir istrat a1 -gens :
to the dangers of the looming budget deficits. At the same time the
events of reeent weeks illustrate the great difficulties of. reaching .-~
and maintaining a consensus. on’ how- best. to reduce -the deficits
While mindful of these difficulties, I would respectfully urge you to
continue seeking positive solutions that mitigate the dangerd asso-
ciated with persistent huge structural deficits. . - = R
 Of course, there are other obstacles to continued econemic recov-- .
ery. The current difficulties in the world economy, a.world harket- -
into which- we have become increasingly ‘integrated in.the past
decade, is notable. Poor economic conc ions in foreign nations as.
well as.a strong dollar haye limited “U.S. -exports in the past 2
years. I would wish to cite a recently released report ‘“Domestic .
Employment Generated by U.S. Exports”’ prepared by the Office of =
Trade and Investment Analysis, U.S. Department of Commerce, -
‘which indiogtes that_tje number of Americans in export-related
jobs declined Trommr 6.2 Rillion in 1980 to 4.9 million in 1982. o
" What .matters most-though is not the pace of the recovery in’
‘these, its first'few .months, but ‘whetheér we can achieve a broad-"
d and sustained expansion. It is to. that end that eur-current
ust be directed.- - e T e AT e

ry and fiscal pc‘}ligies.muét iiecessafﬂyz share responsibility

for thedong run state of the economy, but at the same. time we
_should. be fully aware of the particular ways in which monetary .
_policy can influence the.economy and of the ways in which mone-"*
--tary policy’s inflience is limmited. = ... - - . .~ . _ L :
" Economic analysis shows- rather. convincingly, I’ believe, that .
_monetary policy can be a contributing-factor in the rate of-growth
“jn nominal income, but there is no certainty that a particular mon-
‘etary policy will have the. intended effect on real economic activity ~
and employment, particularly in the longrun. -~ - - oo
One of the lessons learned in the past decade. is that there is no
‘reliable tradeoff, between inflation rand unemployment and, be-

-
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[ cause'the dangers’of inflation were neglected far too long, the proc-
ess of mﬁrm:gi back toward a more stable price environment has
- become quite lengthy and very costly.” . . . .- R
- We would all agree, I think, that what we want ultimately for -
- aur citizens is’ an .environment of rising real incomes and expand-
. ing job opportunities, . - - T o L
I am convinced that the best way the Federal Reserve can help
_ achieve that end is by working to establish the kind of noninfla-
. tionary economic expansion that can be sustained for a long period.
. Given an etonomy in which therk is confidence of continued price
stability, a steady rise-in employment and in living standards is
~likely to follow.. . =~~~ - e L
. There remain, Mr.. Chairman, the difficult questions of -the
extent to which the present recovery might reduce unemployment
-and, conversely, to the extent to which “structural,” as well as’
- “frictional,” unemployment would still persist even when the econ-
womy has returned to its long-run non-inflationary growth path.
The concept-of structural unempl yipent is obviously a useful -

1e in this regard. . 5 C ) : .
Structural unemployment has long been a problem, as the com- .
- Mittee irman ‘hasindicated, for cer¥kin groups who often lack .
“the tr: ¢ needed in a ;

Tthe 't g rapidly changing labor force. But, struc-
“ural unemployment also arises as patterns of labor demand shift
in. response to changing population patterns, technological ad-
vahces, ‘and increased competitiveness in international markets. - -
radually with ‘dimin-

stries being offset by

Typically ‘these structural -changes occur
ished employment in some regions and i
‘expansion of job opportunities in other areds. - , ..
_Occasionally, though, it is speeded up, as it appears to in recent
quarters. Because it takes time for dislocated workers to obtain ~
new training, as Congressman Hiler indicated, and ;to revise wage
-expectaticgfis, the spells of unemployment for these workers tend to
be particutarly long. - o i :
Unfortunately, monetary and fiscal policies are -ill-equipped to
deal with the special problems of structural unemployment. How-
.ever, over time a number of programs have evolved to address the
difficulties of the structurally unemployed. = = - T
_ The approaches taken are well known. They have included train-
.ing, educational programs, relocation assistance, income mainte- 7
8p Jpb creating policies. - T o
Ve are still lesining whether some of these approaches, when
‘carefully crafted to encompass the -cooperative actions of business,
‘labor, goverriment, including State and local government, can con-s -
tribute to a real easing of the unemployment problems that con-
. A particular challenge for the period ahead will be to adapt "
these several approaches so as to best aid those workers displaced -
by the rapid changes now occurring ih our industrial and services "
gectors. : : :
'; In corjclusion, Mr. Chairman; monetary policy best serves-by con- - .
tinuing %o be focused on fostering a lasting expansion in business
activity wthin the framework of continued progress against infla-
tion.- . - = . o -




- . P 11

At the same time, we recognizs fully.our respgﬁsibili%:ies in pro-
moting safety and soundness i;%am;iﬁl institutions and in the fi-
nancial markets, and in supporting 'a strengthening of the interna-- .
taiona_ldﬁnangial _system .on which so much of our expoft jobs .
depend. - o S : L ) SR
.. This Nation has experienced this most difficult adjustment proc--.
ess of restructuring for a more productive, less inflationary econo-
- ‘my, after a decade of low productivity and destructive inflationary
" pressures. The human and economic costs of this disinflationary
" process have been high. We cannot step back now from our com-
‘mitments and thus jeopardize the gains we have garnered to date.
Phe health and sustainability of the economic recovery depends, of
course, on monetary policy, but also on fiscal policy, in particular
on whether policymakers can reduce the dangers of -massive out-
year budget deficits. T '
With a responsible fiscal policy to complement the monetary.
* policies now in place, I am confident that the recovery can prove a
durable one associated with rising living standards and increased
employment. . . = . ’ S e :
- Thank you, Mr. Chairman. Co
* Chairman FaunTtroy. Thank you, Mr. Martin. -~ =~ .7~
- [The p’rgared statement of Mr. Martin follows:] - ‘é ’
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 and for whiech special' programs

to attain a better mafch between warké:s'éﬁé'j@bs might prove -
Ceffective, - 7 R o e s

Structural unemployment has iang'béénAagpgablam améng

~-teénagers, for example

=who often lack the

ift in associdtion
with such.facters as changing populatién patterns, technolegicgal

mWarkets.- Typically, these structur

with' diminished employment in’

£ unémplayménﬁ'

In practice, uﬁférﬁunately; there Has never been a

clear-cut analytical or statistical distinetion between structura

=]

unemployment and cyclical unemployment, and attempting to apply

the distinction is especially diffiedlt in the current period.

It may well Ea;’ﬁar inétance{'thgt structural change has"

at an unugually rapid pace in recent years, and .thatGome

y
o
=1
)
=
i
",
L
s
m
i
g
I
[l
[

continue to fall well short of their previous
" peak levels of activity, even with a hedlthy and sustained

economit recovery. ,Presumably, séme QE‘Ehé3w§fkéE5 displaced

O

ERIC

Aruitoxt provided by Eic:



O

ERIC

Aruitoxt provided by Eic:

_in sectors that.are expanding, such as the high-te

industries. - But such employment shifts take Eime.'aﬁdzhhéfg

from those industries will discov

is legitimate :an:ern abaut whethér ;hé new indu EJES can

e
bsorb expeﬂitiausly tne wgrkers ﬂlsl@caﬁéd from declining,

[

lnﬂuﬁﬁ ries,

gnd.réquiréd jab skills., . c ’ 2

‘our histerical exger;enée'suggésﬁs that a patt;an -of

“today’s -unemployment problem=-probably a sizabié portion-=can

best be alleviated through macroeconamic pa;;:;es de igned to
Y

eneautagé a Eusgainab;é fEEDVEEY in activity,

prgglgms thaﬁ now app ar structural may disappear as activity

- recovers.. Neve:theless. it appears that .a significant unem-

piﬁfmént problem is llkely to persist even in a steadily exéén§=
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ment, after which we will have questions. -

STATEMENT OF HON. SILAS KEEHN, PRESIDENT, FEDERAL . -

o RESERVE BANK OF CHICAGO .~
Mr. Kegun. Thank you, Mr, Chairman. '

. A copy of the full text of my statement

-committee. - R -

‘prefer, I would be. pleased to provide'a briefer summary of my: ..

- gtatement.
Your statement in its entirety will be included‘in the record.
.. ‘Mr. Kegnn. Thank you very much. S

- 1 appreciate the opportunity to appear before "t:hfe’ gubcgrﬁiﬁittéefe

today to discuss the prospects for unemployment. I hope that my

Chairman FAUNTROY. TWé will _move’ on tDMl' Kee’;f;"s“ statE- .

has been,deh,yered to the - 7

In the interests of saving your time and, if the committee would . -

Chairman iFAUHfRQ‘EL i yéuf would do go, it would be:app;jééiated. -

‘comments will be useful to this subcommitiee in its important.de-

liberations.

" The Foderal Reserve Bank of Chicago serves the Seventh Federal
Reserve District, comprising all of Iowa, and major portions of Illi- -

nois, Indiana, Michigan, and Wisconsin. . Lo .
- My-testimony today will concentrate on this five-State area.

The district -has encountered serious economic difficulties for the ’

past 4 years, commencing roughly with the Iranian oil embargo of
1979. Trouble had ‘been building under- the surface for .a much °

: longer period, but prior to 1979 our region was still generally pros:
perous. Previous business recessions sirice World War II-impacte
‘the region seriously, but activity always rebounded to new highs in

pacted -

a year or so once a recovery was firmly underway. Since 1979 there

have been no sustained recoveries. Howtver, evidence even in our
area is steadily accumulating that a durable recovery is now.under-
way. .- ’ o
‘.. Trends in unemployment provide our best available indication of

the state of economic

- month for which consistent data are available for all of our States,

health in our district. In March, the latest -

nonfarm  payroll employment nationally was .2 percent below

March 1982, while in the district it was down 3 percent. -
Manufacturing employment was down 6 percent from a year ear-

lier nationally

ly and down:8 percent in the district. Despite some .
-callbacks in the auto and building material industries, total em- -

ployment has risen only modestly in the district since March and - :

) iéimplayérs offer. little: hope of a significant upturn in the near
" future. . LA . R
" The trend of employment is particularly disturbing when vieged
over a longer tirhe span. In March nonfarm payroll employment 1n
the United States was 1 percent below March 1979. In the district
- it was down-10 percent. - - - - - # a

From 1947 through:1979 payroll employmeént increased national:

" ly at a compotinded rate of 2.3 percent, annually. If this trend had

continued, payroll employment, nationally, would be about 9 per-
cent higher currently than in early 1979 rather than 1 percent

~lower. From 1947 through 1979 employment in the district - in---

_creased at a 1.7-percent annual rate. If this trend had continued,

-
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"~ Detroit. . : S :
- ‘Unemployment is particularly high for teenagers compared to .

“with the heaviest lays
.. manufacturing and-

than 10°percent lower.. ST " IR
‘Very simply, we have had a negativé gap in emlfc;yment in the

has been increasing. -

- In March unemployment Was éstimated at *1_01;3' percent’ pf the .
-labor force nationally and 12.5 percent in the five-State area with a

range of from 9.8 percent in Iowa to 15.7 percent in Michigan. All .

of the data for the individual states for the month of April are not

declined to 14.9 percent. In early 1979 unemployment was less seri-

._ous.in the district than was the case nationally. Since then the
" problemn has become relatively miore serious in our-area and sub-

. stantially so.. o L e

"~ Unemployment problems vary-by locality. In thé past year or-

- two jobless rates have been estimated at .15 to over 20 percent for:

industrial centers such as Rockford, Ill.; Gary, Ind.; Dubuque, Iowa; .

Flint, Mich.; and Racine, Wis. Unemployment ‘is chronically high

among the minority groups in large cities, especially Chicago and

adults and for blacks relative to whites. -

employment in the district would be 7 percent higher now rather -

lidwest, and -with the ‘passage of time the.magnitude of