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ABSTRACT
The Select Committee on Children, Youth, and Families

of the House of Representatives, 100th Congress, held a hearing to
review financial pressures likely to confront American families in
the future. Experts' testimony first focused on: (1) recent trends in
the economic status of children; (2) the issue of whether the growth
of the service sector of the economy contributes to the decline of
the status of the middle class; and (3) changes in job policies that
have resulted in declines in income and the middle class, increases
in poverty, and the basic inability of families to meet financial
needs. Discussion identified the need for specific information on why
people work part-time, how many would work full-time if possible, and
how day care affects the ability to work full-time or part-time.
(Such information is provided in the text in reprints of articles and
survey data.) Subsequent testimony reported trends in the demand for
and supply of child care, cost of child care between 1975 and 1985,
college costs and ability to pay for college, and health insurance
coverage among children and families with children. Testimony also
reported on historical changes in housing policy and what can be done
to help families who are inadequately housed. Concluding testimony
concerned the role of the federal government in addressing family
problems. (RH)
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AMERICAN FAMILIES IN TOMORROW'S
ECONOMY

WEDNESDAY, JULY 1, 1987

HOUSE OF REPRESENTATIVES,
SELECT COMMITTEE ON CHILDREN, YOUTH, AND FAMILIES,

Washington, DC
The Select Committee met, pursuant to call, at 9:30 a.m., in room

2261, Rayburn House Office Building, Hon. George Miller (chair-
man of tF a committee) presiding.

Members present: Representatives Miller, Boggs, Boxer, Morri-
son, Wheat, Evans, Sawyer, Skaggs, Coats, and Grandy.

Staff present: Ann Rosewater, staff director; Anthony Jackson,
professional staff; Ginny duRivage. professional staff; Ellen O'Con-
nell, secretary; Carol Statuto, minority deputy staff director; Darcy
Coulson Reed, minority research staff; Evelyn Anderes, staff assist-
ant, and Joan Godley, committee clerk.

Chairman MILLER. The Select Committee on Children, Youth,
and Families will come to order.

Today, the Select Committee will examine a critical issue for
American famili.*: the long-term outlook for economic witcurity.

In the decades following World War II, this Nation experienced
unparalleled economic expansion, and family living standards rose
dramatically. It seemed inevitable that the economic coitditions for
the Baby Boom generation would confirm,: to improve. But the
record of the recent past shows that for families with children that
has clearly not been the case. The rising cost of basic family obliga-
tions, combined with declining family income, has made it far more
difficult for families to feed, house, protect, and educate their chil-
dren than just a generation ago.

Consider these changes: Between 1973 and 1984, the average
income for families with children has declined by 9 percent after
accounting for inflation; the home mortgage, which consumed 21
percent of the typical 30-year-old man's income in 1973, today ab-
sorbs 44 percent of his income. Health care costs and the price of
higher education, still the best ticket to economic success, have far
outpaced inflation in the 1980's. Child care costs, the newest major
expense for families, now consume nearly 10 percent of the average
family's income and 20 percent of the incomes for poor families,
and, while we need better data, caring for elderly parents has in-
creasingly become a cost borne by families.

These are not cyclical changes; their influence will extend far
into the foreseeable future. In response to these new .pressures,
families have taken dramatic measures to maintain living stand-

(1)
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ards. First, they have sent many more mothers into the work force.
Today, the two-earner family is the norm, not the exception.
Recent estimates indicate the loss in family income for the average
two-parent family would have been more than three times as great
if mothers had not gone to work. By the turn of the century, three-
fourths of all school-aged children and two-thirds of children under
the age of 5 will have working mothers.

Second, families have stopped having as many children while
young couples are increasingly delaying marriage and childbearing.
Third, families are going into debt. In 1985, the level of household
debt related to disposable income reached 88 percent, a post-war
high.

For better or for worse, families have had to make adjustments
to the new economic realities. But public and private sector policies
clearly have not. As the future unfolds, the .ailure of both Govern-
ment and the private sector to respond will compound the pres-
sures on families struggling for security. Business as usual will not
suffice in the future.

Today, we will review the financial pressures likely to face fami-
lies in the future in light of current economic conditions. We will
hear testimony from experts and scholars in economics, labor
market trends, health care, education, child care, and housing. By
examining current trends, we can anticipate future prospects and
problems for families, and we can craft public and pnvate policies
accordingly. Today's hearing is an important step in that direction.

OPENING STATEMENT OF HON. GEORGE MILLER, A REPRESENTATIVE IN CONGRESS FROM
THE STATE OF CALIFORNIA AND CHAIRMAN, SELECT COMMITTEE ON CHILDREN,
YOUTH, AND FAMILIES

Today, the Select Committee on Children, Youth and Families will examine a crit-
ical issue for American families: the long term outlook for economic security.

In the decades following World War II, this nation experienced unparalleled eco-
nom:c expansion, and family living standards rose dramatically. It seemed inevita-
ble that economic conditions for the "baby boom" generation would continue to im-
prove.

But the record of the recent past shows that for families with children, that has
clearly not been the case. The rising cost of basic family obligations, combined with
declining family income, has made it far more difficult for families to feed, house,
protect and educate their children than just a generation ago

Consider these changes:
Between 1973 and 1984, the average income for families with children has de-

clined by 8 percent after accounting for inflation
The home mortgage, which consumed 21 percent of a typical 30 year old man's

income in 1973, today absorbs 44 percent of his income
Health care costs, and the price of higher educationstill the best ticket to eco-

nomic successhave far outpaced inflation in the 1980's
Child care costs, the newest major expense for families, now consume nearly 10

percent of the average family's income, and 20 percent of the incomes of poor fami-
lies And while we need better data, caring for elderly parents has increasingly
become a cost borne by families

These are not cyclical changes, their influence will extend far into the foreseeable
future.

In response to these new pressures, families have taken dramatic measures to
maintain living standards.

First, they have sent many more mothers into the workforce.
Today, the two-earner family is the norm, not the exception. Recent estimates in-

dicate the loss in family income for the average two-parent family would have been
more than three times as great if mothers had not gone to work By the turn of the
century, three-fourths of all school-aged children, and two-thirds of children under
five will have working mothers
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Second, families have stopped having as many children, while young couples are
increasingly delaying marriage and childbearing

Third, families are going into debt In 1985, the level of househcld debt relative to
disposable income reached 88%, a post-war high

For better or worse, families have made adjustments to the new economic reali-
ties

But public and private sector policies clearly have not As the future unfolds, the
failure of both government and the private sector to respond will compound the
pressures on families struggling for security

Business as usual will not suffice in the future
Today, we will review the financial pressures likely to face ramifies in the future,

in light of current economic conditions. We will hear testimony from experts and
scholars in economics, labor market trends, health care, education, child care and
housing.

By examining current trends, we can anticipate future prospects and problems for
families, and we can craft public and private policies accordingly Today's hearing is
an important step in that direction

"AMERICAN FAMILIES IN TOMORROW'S ECONOMY"A FACT SHEET

FINANCIAL PRESSURES ON FAMILIES MOUNTING

Between 1973 and 1984, mean real income declined for families with children by
8%, compared to a 13 5% increase between 1967 and 1973 Between 1973 and 1985,
mean real income for married couples without children increased by 7%, and
income for single individuals rose by 12%. (Joint Economic Committee [JEC1, No-
vember 1985; U S Census Bureau, 1986)

Between 1973 and 1985, the percentage of working married mothers with children
climbed by nearly one-third, from 40% to 52% The loss in family income for the
average two-parent family would have been more than three times as great during
this period if mothers had not gone to work. (JEC, May 1986)

The minimum wage, which in the 1960's and 1970's provided a family of three
with enough income to escape poverty, now falls $2,100 short. A full-time, year-
round worker earning the current minimum wage will bring home $6,968 a year,
only 77% of the estimated 1987 poverty thres' old of $9,044 for a family of three
(Center on Budget and Policy Priorities, 1987)

INEQUALITY INCREASING IN THE DISTRIBUTION OF INCOME AMONG
FAMILIES WITH CHILDREN

Between 1973 and 1984, inequities in the distribution of income in the U S have
increased The proportion of families with incomes over $50,000 increased from
14.9% to 15.6%; the proportion of families with incomes below $20,000 increased
from 32.1% to 364 %; the proportion of families with incomes between $20,000 and
$50,000 fell from 53 0% to 47.9%. (Bradbury, 19861

Throughout the 1950s and 1960s, the poorest one-fifth of families included 15% to
17% of the nation's children By 1984, the poorest families contained 24% of all chil-
dren in the U.S. (Levy, 1987)

Poverty among families with children has risen significantly in the 1980's. Be-
tween 1979 and 1984, poverty among all persons in families with children increased
37%, from 12 79 to 17 4% Among two-parent families, poverty rose from 7% to
10 6%, or by 51% percent, while poverty among female-headed, single-parent fami-
lies rose from 42 2% to 48 2%, or by 14% (JEC, November 1986)

Income inequality in the U S. is much greater than in other Western countries
Child poverty in the United States is 60 percent higher than the rate in Great Brit-
ain. nearly 80% higher than the rate in Canada, and more than double the rate in
W Germany, Norway and Sweden This is despite the fact that U.S workers have
higher average incomes than workers in any of these countries (Burtless, 1987)

FAMILIES BORROWING MORE MONEY TO MAKE ENDS MEET

Sixty-five percent of U S households are in debt and 557, owe more than they
own in financial assets. (Polin, 1987)

In 1985, the level of household debt relative to disposable income reached a post-
war high of 887 (Polin, 19861

Between 1970 and 1983, the debt-to-income ratio has increased 837, for families in
the lowest income quintile and 30% for families in the second lowest quintile
(Polin. 1987)
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EMPLOYMENT TRENDS THREATEN ECONOMIC SECURITY

Between 1978 and 1984, 37% of new jobs paid less than $8,700 a year in 1984 dol-
lars, compared to 27% between 1963 and 1978 (Working Women .Education Fund,
1986)

Between 1968 and 1985, part-time employment has grown faster than lull-time
work, registering a 40% growth rate versus a full-time employment growth of 32%
(Nardone, 1986)

Twenty-eight percent of all nart-time workers earn the minimum wage compared
to 5% of all full-time workers (Levitan and Shapiro, 1986)

Between 1984 and 1995, the majority of occupations with the largest expected job
growth includes cashiers, janitors, nursing aids, waiters and waitresses, and retail
sales clerks (U S. Bureau of Labor Statistics [BLS], 1985)

PROVIDING A HOME INCREASINGLY DIFFICULT

In 1978. the typical home buyer had to make a downpayment of about one-third of
his or her household income; by 1985, the share had risen to 50%. (Joint Center For
Housing Studies [JCHS), MIT, 1986)

For an average thirty-year-old male in 1973, the median priced home would have
absorbed 21% of monthly pay; in i984, the median priced home absorbed 44% of his
monthly income (JEC, December 1985)

After steadily climbing for decades, the rate of homeownership has declined
during the 1980's. Hardest hit are younger households. between 1981 and 1985, own-
ership rates for householders under 25 years of age declined by about 16%, for
householders 25-29 by 10%, and for householders 30-34 by 8%. (JCHS, 1986)

The median rent burden (rent plus heating payments) increased from 20% of
household income in 1970 to 29% in 1983 The share of households with rent bur-
dens below one-fourth of their income dropped from 60% in 1974 to 40% in 1983
The share of households with rent burdens above 75% of income rose from 8% to
13% (JCHS, 1986)

In 198.3, the median rent but den for households in the lowest income quintile had
risen to 46% of Ina me, up from 35e'c, in 1974, and in 1983 over one-fourth of the
households in this group had rent burdens above three-fourths of income !JCHS,
1986)

Given current demographic and housing trends, between 1983 and 2063, the total
number of low-rent units in America is projected to fall from 12 9 million to 9 4 mil-
lion, a 27% loss During the same period, the total number of households needing
low-rent units is prcjected to increase from 11 9 million to 17 2 million, a 44% in-

-crease (Clay, 1987)

CHILD CARE: THE NEW "BIG TICKET ITEM" FOR FAMILIES WITH CHILDREN

Half of all married mothers with infants are in the workforcea 108% increase
since 1970 Fifty-four percent of married mothers of ch!dren under 6 are in the
labor force, up by 80% since 1970 (SCCYF, 1987)

in 1985, 68% of female single parents worked, up from 60% in 1973 (JEC, Novem-
ber 1986)

By 1995, two-thirds of all preschool children will have mothers in the workforce
Four out of five children between the ages of 7 and 18 are expected to have working
mothers. (National Institute for Child Health and Human Development [NICHD],
1986, Marx, 1987)

The median weekly cost for child care in 1985 was $38 00 Th. proportion of total
family income cons'imed by child care costs is 10% for non-poor families and 20%
for families in poverty Estimated annual child care expenditures by U S families
are about $11 5 billion (U S Census Bureau, 1987, Hofferth, 1987 in pieparationll

HEALTH CARE COSTS FOR FAMILIES INCREASE, ACCESS BECOMES MORE
DIFFICULT

Today, health care costs consume 10 9% of the total U S Gross National Product
By the year 2000, this proportion will brow to 15% (Department of Health and
Human Services, Health care financing Administration [HCFAI, 1987)

Health Care expenditures are projected to triple between 1986 and the year 2000,
from an average of $1,837 per person to $5,557 (HCFA, 1987)

Costs for health care continue to outpace increases in personal income Personal
health care expenditures as a fraction of personal income grew from 11 2% in 1985
to 11 6% in 1986 If personal health care costs had grown at the same rate as per-
sonal income, consumers would have had $13 6 billion more to spend on other goods
and services (HCFA, 1987)
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An estimated 38 8 million Americans report they need health care but have trou-
ble obtaining it For almost 19 million Americans, the barrier to access is financial
(Robert Wood Johnson Foundation, 1987)

in 1986, 36.9 million Americans had no private or Eublic health care insurance, a
31% increase over 1980 (U S Census Bureau, Current Population Survey, 1980 and
1986)

The fastest growing population without health insurance is children of working
parents with emplo!..r-based health coverage (Employee Benefits Research Insti-
tute, IEBRI], 1987)

In 1985, nearly half of uninsured children age 18 or under lived in single parent,
usually female headed, families ([EBRI], 1987)

One-third of the U.S population with family incomes below the poverty level are
uninsured. Oae-fourth of the population with family incomes between 100 percent
and 150 percent of the poverty line are uninsured. (Sulvetta and Swartz, 1986)

EDUCATION COSTS OUTPACE INFLATION
During the 1970s, college tuition for all institutions grew at an ave:age annual

rate of 6 6%, a lower rate than consumer prices, 7 8%. In the 1980's college tuitions
have grown by 9.8%, twice the rate of inflation (Amencan Council on Education,
1987)

College tuition costs are expected to rise by 6% per year in public institution and
by 7% per year in indeiendent institutions in 1987-1988 and in 1988-89 Increases
in irtiation during this period are projected to be no higher than 4 5%. (Henderson,
198E)

Between 1978 and 1983, college participation rates declined among students with
family incomes under $20,000 (in constant 1583 dollars), while participation in-
creased for students from families with incomes over $30,000. (Lee, 1986)

The average total award (grants, loans and work study) per full-time equivalent
student for all Department of Education programs declined from $2,200 in 1975-76
to $1,800 in 1983-84 (after adjusting for inflation) (The College Board, 1984)

I would now like to recognize the ranking minority member, Con-
gressman Coats.

Mr. COATS. Thank you, Mr. Chairman.
I am pleased to be here this morning to hear testimony with you

and others on this panel about the future of American families.
This is an important hearing as we will be looking at problems
which we and our families and our children's families may some
day have to face.

We have a good list of witnesses. I would hope that they would
not only focus on the nature of the problems that we face but also
on the possible solutions and ways that we can cope and deal with
these problems.

We need to look at viable alternatives to provide for our chil-
dren's education in the future. We need to took at health care serv-
ices and what kind of options and alternatives might be available
there. We need to look at how young people can purchase a home,
can participate in raising their family in the traditional way in
which we have looked at that question in this country and we need
to look at the whole question of employment and job training.
What kind of skills are going to be needed for the jobs of the
future? Can our educational system adequately cope with the
changes that are taking place in this economy and the pressures
that will bear on them :n terms of preparing our young people for
employment in the future.

To what extent should the private sector be involved, and what
participation can they have in meeting these particular types of
problems? It is these types of questions that I hope we can address
today. It would be easy for us to conclude that many of these prob-
lems seem insu inountable to the average family, but this provides
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little help or comfort to the families facing these issues. We need to
learn more about how to unleash the creativity of the American
people and our ec3nomy to solve the problems that lie ahead.

I want to thank you for scheduling this important hearing, and I
look forward to hearing the testimony of our witnesses. As usual, I
would ask unanimous consent that the record be left open for two
weeks so that Members have an opportunity to submit their state-
ments and questions to the witnesses.

[Prepared statement of Hon. Dan Coats follows:]

PREPARED STATEMENT OF HON. DAN COATS, A SEPRESEI"FATIVE IN CONGRESS FROM
THE STATE OF INDIANA, AND RANKING MINORITY MEMBER

Mr. Chairman, as the Ranking Minority Member of the Select Committee on Chil-
dren, Youth and Families I am pleased to be here this morning to hear testimony
about the future of American families. This is an important hearing as we will be
looking at problems which we, our families, and our children's families may some-
day face.

I would hope that the witnesses before us would not only focus on the overwhelm-
ing nature of the problems but instead on hos., we can cope. What alternatives are
there for families? Is the Dusquesne Tuition Prepurchase Plau a viable alternative
to rising tuition costs? Are HMOs the wave of the future in medical finanring7 How
will young couples with children be able to purchase a first home? What type of job
traiinng will young people need in order to sectre employment? Can the current
educational system competently prepare our youth for college or employment? To
what extent can this be done by families and the private sector and to what extent
does government need to be involved?

It is these types of questions that I hope are addressed here today. It would be
easy for us to conclude that many of these problems seem insurmountable to the
average family, but this provides little help or comfort to families facing these
issues. We need to learn more about how to unleash the creativity of the American
people and our economy to solve these potential problems.

I want to thank Chairman Miller for scheduling this important hearing and I'm
looking forward to hearing the testimony. I would also ask that, as usual, the record
be left open for two weeks.

"AMTMAN FAMILIES IN TOMORROW'S ECONOMYGENERAL
OVERVIEW, MINORITY FACT SHEET

The future of American families cannot be understood outside the most likely
changes within American society as a whole.

Author John Naisbitt in his book Megatrends selected 10 major trends. He con-
cluded that we are moving:

1. From an industrial society to ail information society
2. From forced technology to high tech/high touch
3. From a national to a world economy.
4. From short-term strategies to long-term strategies.
5. From centralization to decentralization.
6. From institutional to self-help.
7. From representative democracy to participatory democracy.
8. From hierarchies to networking.
9. From North to South (really southwest & Florida).
10. From either/or to multiple option.
The common link among these megatrends is the implied necessity ofa more edu-

cated, flexible and responsible citizenry. Naisbitt called it "reclaiming America's
traditional sense of self-reliance." (For example, information jobs, self-help, partici-
patory democracy, networking, ability to select among multiple options.)

The number of jobs that are relatively unskilled but high income is already sub-
stantially reduced and futurists only predict the acceleration of this trend. Among
the likely manifeetations of these trends is some return to delayed gratification, not
something that is currently part of most of younger Americans' make-up (Such as
home ownership.).

There are also likely to be attempts to stop these trends, as occurs with every
major shift. Governmental intervention utilizing the power of a committed group
to influence the political processis the most likely way such attempts will occur.
(For example, resistance to international trade, self-help rather than institutional

1



help, geographical changes, declining industrial sector ) Trends may be slowed by
long-term efforts to stop them only will create larger problems

BASIC SOCIETAL TRENDS

Out of every 100 children born today 12 will be born out of wedlock, 40 will be
born to parents who divorce before child is 18; 5 will be born to parents who sepa-
rate; 2 will be born to parents of whom one will die before the child reaches 18; and
41 will reach age 18 "normally" (Hodgkinson);

Two-thirds of poor children are white, but those children who stay in poverty for
more than four years are heavily Black. (Hodgkinson)

Governmental support for the elderly has increased, bth. government spending for
poor children has actually decreased during the last decade (Hodgkinson)

Percentage of Americans living in each time zone: East-50; Central--30; Moun-
tain-5; West-14 5 There has been a decline in the so-called "frost belt" versus the
"sunbelt" but declines have been slowed. (Hodgkinson)

By 1995, most people will have moved into the 30-to-49 age group, enlarging it by
17.8 million, while the 20-to-29 group will lose 7 2 million people The result will be
a shortage of entry-level workers in the labor pool and higher starting pay for those
who are available. (1995: Who Will Be Your Patient.? Medical Economics, March 31,
1986, Arthur Owens)

Meanwhile, there will be about 200,000 fewer births in 1995 than in 1985. The
number of children aged i to 5 will increase 3.7 percent by 1990, then decline, for a
10-year net gain of only 1 1 percent. The fastest population increase among children
will be at the elementary-school level (ages 6 to 13) Their numbers are expected to
grow by 3 4 million (12 7 percent) between 1985 and 1995. For all children under 18,
the projected 10-year increase is 4 4 percentonly half that of the population at
largewith the biggest drop among teenagers 15 to 19. (Owens)

Demographers tell us that by 1995 there will be only half as many people in the
average household as in 1910. This results not so much from fewer children per
femily as from increasing numbers of childless couples, single parents, and people
living alone. In 1982 (the lastest year for which data are available), one-parent fami-
lies mi,luded 22 percent of all U.S. children under 18-up from 12 percent in 1970. the
trend is expected to continue. (Owens)

Partly because of inflation, average income per U.S. household is expected to rise
by 32 percent from 1985 to 1990, and by an additional 42 percent between 1990 ani
1395an overall gain of 88 percent in 10 years, Three out of five households in
1995will have incomes of at least $35,000. (Owens)

HEALTH CARE: FACTS AND TRENDS
1. Health ,,are facts
Recent trends indicate that, by the year 2000, life expectancy will rise slightly,

increasing (in the US ) from 69 5 years in 1978 to 72.4 years in 2000 for males and
from 77.2 to 814 years for females ("Drugs and Health in the Year 2000," The Fu-
turist, August 1985, Clement Bezold)

Health Insurance Coverage
Eight out of ten children under 18 were covered by some ;,)rm of health insurance

in 1984 Whereas more than 85% of children in two-parent families had health in-
surance coverage, only about two-thirds of those in single-parent families had cover-
age

Children living with divorced mothers were less likely to have coverage than chil-
dren living with never-married mothers; the children of never-married mothers
were twice as likely to be covered by Medicaid as the children of divorced mothers
Thirteen percent of all children, and nearly half of those 32% of all children living
in families below the poverty level, had no ir-urance of any kind

2 Health care trends
The hospital of the future will be transformed into the critical care hub of a dis-

persed network of similar clinical facilities, physiciar offices. and remote care sites
that may stretch out as far as 200 miles (320 km) from the core facility, connected
by air and ground critical care transport and integrated by clinical information and
patient monitoring systems ("The U S Health Care System in the Year 2000," Jeff
C Goldsmith, Ph 10 , Dec. 26, 1986)

Another trend likely to continue for the balance of the century is the increasing
acceptance of group practice In 1969, only 40,000 U S physicians practiced in
groups. By 1984, this number had reached more than 140,000. From 1980 to 1984,
group practice appears to have absorbed almost three-fourths of the growth in phy-
sician supply in the United States (Goldsmith)
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An influential school of contemporary thinking holds that integrated systems of
financing and providing health care, such as prepaid health care plans or health
maintenance organizations (HMOs), will become the dominant health care financing
vehicle in the United States. Current projection of HMO enrollment in the United
States range as high as 90 to 120 million people by the early 1990s. (Goldsmith)

. . . about 700,000 MDs and DOs will be practicing in the year 2000roughly 30%
more than now. This requires an average annual increase of 10,000 physicians for
the next fifteen years, little more than half the net annual increase of 18,000 physi-
cians we have experienced in recent years. But the total population in the year 2000
will have risen less than 10% perhaps to 260 million. ("American Medicine in the
Year 2000," Medical Worlel ws, Jan. 1985)

. . . in terms of acti' ird services, third-party payers of all kinds will be
spemang relatively lit r medical care in the year 2000 than they are now.
They will accomposh . ,mposing arbitrarily low prices on providers and by
substituting less expensive providers and sites of care delivery services (Medical
World New

The elderly (E5 and over) will account for more than 13% of the total population
by 1995, when there will be 33.9 million of their-5.3 million more than last year.
Most will be women, and nearly half will be 75 or older. Because of the high inci-
dence of chronic and disabling medical conditions among the aged, this dispropor-
tionate increase in their number will heighten the demand for medical services
especially nursing-home care. (Owens, Medical Economics)

Patients will be paying a smaller percentage of total health-care costs out of
pocket in 1995, while Medicare, private health insurance carriers, and other third
parties (except Medicaid) will be paying larger percentages. Physicians will receive
the same proportion of the total pie as in 1985, but hospitals will get a smaller cut
and nursing homes a larger one. Those conclusions were reached by a panel of
health-care experts surveyed by the American College of Health Care Executives
and the accounting firm of Arthur Andersen & Co. in 1984. Physicians' opinions
were not solicited on thi° subject. (Owens)

How will the Medicare system change in the year 1990? Strong majorities of the
Arthur Andersen & Co.ACHCE panelists anticipate that the qualifying age will be
higher, that coverage will be based on the patient's income level, that all benefici-
aries will he covered for catastrophic illness, and that they'll be paying higher pre-
miums, deductibles, and coinsurance. It's also the panel's consensus that assignment
of benefits ss:11 be mandatory for physicians, and that a voucher system will be im-
plemented. (Owens)

Naiabitt in his book Re-inventing the Corporation suggests the following methods
to help keep health coats manageable: Build clinics; create HMO's; form groups of
corporate health cost budget busters; join preferred provider organizations; and send
emergencies to freestanding emergency centers

EDUCATION: FACTS AND TRENDS

1. Education Facts
All of America's 25 largest city school systems have "minority majorities" ("All

One System: Demographics of Education, Kindergarten through Graduate School,"
The Institute for Educational Leadership inc., Harold L. Hodgkinson, December
1985)

In 1900 only about 10% of youth graduate from high school. By 1950, 25% of
black youth and 56% of whites graduated. By 1978, '75% of black youth and 85% of
white youth graduated. "Since 1980, the national figure for all students has declined
from 76% high school graduation to '73%. The unintended fall-out from the spate of
'excellence' state reforms will undoubtedly cut the number even further " (Hodgkin-
son)

In 1947 only about 28% of youth attended college Today more than 50% will
attend some form of post-secondary education. (Hodgkinson)

29% more Blacks graduated from high school in 1982 than in 1975 but Black col-
lege enrollment dropped 11%. High school graduation rates for Hispanics increased
38% during 1975 to 1982, while Hispanic college enrollment declined 16%. (Hodg-
kinson)

Key Question: Should access be to some institution of higher learning or to the
best in atution for that particular student?

Examples of minority mixes.
Community colleges have a disproportionate enrollment of Blacks and Hispanics
The 1984 entering freshman class at the University of California at Berkeley was

only 56% white.

y3
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UCLA has become heavily non-white without lowering its admissions standards at
all.

1985 class entering Harvard was 20% minority, and was selected from the top
sixth of the apencant pool

However, beyond community colleges and "blue chip" universities, there is a
large group of institutions that haven't increased minority populations at all. (Hodg-
kinson)

The specificity of colleges may be lost as some institutions try to attract anyone
who is warm and breathing to their opening class. (Hodgkinson)

The level of educational attainment among parents of school -aged children has
been rising, with especially dramatic increases among blacks The educational level
of black parents still lags behind that of whites, however Nearly 60% of Hispanic
students have parents who have not completed high school

PERCENTAGE OF STUDENTS WHOSE PARENT HAS 12 OR MORE YEARS OF EDUCATION

Child's school level

Elementary High school

Total

1970 62 59
1979 71 70
1985 78 76

Whites

1970 66 63
1919 15 14
1985 80 78

Blacks

1970 35 30
1979 51 45
1985 67 63

Hispanics

1985 41 41

2. Education trends
Lifelong education is here today for about half of the American adult popula-

tionready or not At the moment, ten million workers are taking 18 million
courses a year, most of them offered "in house" by the company's own education
staff. This is a minimum figure (Hodgkinson)

iIt s essential to bring quality and accountability back into education, but it is not
enough. We must go further and introduce the new skills that are appropriate to
the information society, skills that are equally valuable in the classroom and in the
corporationthinking, learning, and creating. (Naisbitt)

A sampling of corporate responses to these needs:
a. 3/4 of US large corporations teach remedial education and basic skills
b. Adopt-a-school, computer donations, corporate literacy activists
c Closing the math-science gap thru cooperative use of engieers, computer scien-

tists and other technical people.
d. "Give us literate, skilled graduates and we'll give them jobs "That is the deal

some 200 Boston-area businesses have struck with the Boston Public School System.
(Called the Boston Compact, it aims to break that vicious circle with the goal of of-
fering every Boston high school graduate with minimum competency in reading and
math a guaranteed job with a Boston area employer.)

e. Corporations spend nearly $60 billion a year on education and training, accord-
ing to the report, about the same amount spent on education in the nation's four-
year colleges and universities. About 8 million people are learning within corpora-
tionsabout the same number as are enrolled in institutions of higher learning
(Naisbitt, Re-inventing the Corporation)

In a recent study, data concluded that the educational system has three important
problems and a potential fourth problem that affect its ability to respond to changes
in training requirements, they are as follows.

1 In the comprehensive school system vocational students are dispersed across
high schools, precluding the economies of scale required to justify the costs of the
sophisticated, modern equipment that vocational high schools can realize;

14
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2. The posi.-secondary system is facing a period of unprecedented enrollment de-
cline that promises to slow its response to change;

3. Quality was identified as a potential problem in the educational system. Institu-
tions face a much older post-secondary faculty by the year 2000, a development that
will rake the average cost of faculty salaries and make it difficult to introduce the
new fields and courses that may be needed to meet technologically-generated
changes in skill requirements.

4. Since the military-like compensation structures of post-secondary schools limit
their ability to compete for the scarce labor required to teach these new skills, there
has been concern that *7.1e post-secondary schools will become training bottlenecks
for the skills most needed to integrate technological advances into the economy (Ca-
reers and Opportunities 19L7, Black Enterprise, February 1987, Ed Newton)

Median family income is a broad measure that includes inany families who will
not be affected by college prices, such as the elderly, or young families with small
children. The price of college education is usually of most direct concern to families
with a dependent child (or children) around age 18. This distinction is crucial. Fami-
lies with college age children are often in their peak earning years and thus have
higher incomm, and experience faster income growth, than all families. In 1985, for
example, mect'an family income for all families was about $22,415. For those with a
child in college it was $37,355. Between 1973 and 1986, median family income rose
122% for all families, 132% for families with a dependent age 18-19 not in college,
and 144% for families with a dependent child in college. In short, the benchmark
that one uses to measure family income makes a substantial difference (The Rising
Cost of College: The Conventional Wisdom is More Complicated Than You Think,
Terry Hartle, American Enterprise Institute)

A RECENT INNOVATIVE APPROACH TO FUNDING COLLEGE

"Prepaid Tuition Plans: Almost every state has discussed some way to allow par-
ents to pay for their children's college tuition years before the children actually
enroll. As of last week, governors in four statesIndiana, Michigan, Tennessee and
Wyominghad signed such plans. Many other states were studying them, although
some, including Michigan and Tennessee, were waiting for the Internal Revenue
Servic' to rule on whether parents would have to pay taxes on the entire value of
the ctificate when redeemed or only on the amount they paid " (Legislatures' Fi-
nancial Support for Colleges, Limited by Economic Corditions in States, Carolyn J
Mooney)

The Original Idea

The Duquesne Plan," Duquesne University, Pittsburgh

The current rate of tuition inflation and the low rate of savings by parents for
future college costs is fueling interest in tuition prepurchase plans that guarantee
the price of college years in advance."

"First, the pool of prepaid tuition will, presumably, be large enough that the fund
managers will have access to professional investment advice. In addition, profession-
al management will be able to diversify the investments in ways that the individual
investor never could "

"Second, the fund managers will, or at least should, be able to take a long-range
investment perspective. This not only adds potential strength to their investment
strategies but reduces the risks of short-term economic and market fluctuations In-
dividual families, on the other hand, have relatively short planning horizons and
may be trying to save for college at a time when financial markets are falling."

"The final advantage is the possibility of a tax savings. When parents Invest, all
'income' generated by the investment is taxed, regardless of whether this income is
real or simply compensation for inflation If families purchase a commodity like tui-
tion, it is ible to structure the sale so that they will not be taxed when the price
changes. RI:tentative nature of this advantage must be emphasized as a plan's tax
status will, obviously, be determined by many factors."

"The most obvious participants are middle and upper-middle income families who
value education and have resources to invest. The children of these families are
very likely to attend college with or without these savings incentives. But if a tui-
tion plan helps a family to save more effectively, the set of institutions from which
they may choose can expand. Furthermore, if the tuition is sold in installments, and
possibly through payroll deductions, the plans may reach lower middle income fami-
lies." (Tuition Prepurchase Plans, Why They're Needed and What's At Stake, Rich-
ard E. Andersen)

%-0 5
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CHILD CARF. FACTS AND TRENDS

1 Child care facts
Between 1980 and 1985 the number of women with two jobs or more rose by

almost 40% to 2 2 million. It jumped from 3.8% to 4 7% of women working Over a
decade in a half, the rate has jumped from 2 2% to 4.7% Moonlighting for men had
undergone a long-term decline but stabilized during the 1970's at around 6%, and is
now down to 59 %. ("Moonlighting by women jumped to record highs," by John F
Stinson, published in Monthly Labor Review, Nov. 1986.)

The demand for child care services wll grow, fueled by a substantial increase in
the population of young children, especiwi, those under six years old. Thanks to the
maturation of the "baby boom," the population under six will rise by 3 3 million
during this decade, from 19 6 million in 1980 to 22 9 million in 1990 (a 17% in-
crease). (Congressional Budget Office, Hum n Resources and Community Develop-
ment Division, Demographic and Social Trends Implications for Federal Support of
Dependent-Care Services for Children and the. Elderly, June 15, 1983 )

The most important trend affecting the increase r. demand for child care services
is not population growth, but the anticipated increase in the proportion of children
living with only one parent, usually the mother. The population of children under
10 from single parent households is expected to rise by 48% between 1980 and 1990,
from 6 million to 8.9 million This increase of roughly 3 million children means that
nearly 1 in 4 children under 10 will live ii: a single parent household at the end of
this decade. (CBO)

The Congressional Budget Office report indicates that the trend toward increased
labor force participation by single mothers found during the 1970's is expected to
continue through this decade. The percentage of single mothers in the labor force
with children under six was well over half in 1980 (59%), and is projected to rise to
63% by 1990. (CBO)

An even more dramatic increase in the percentage of working mothers with very
young children is expected in households where the father is present The 1990's
will be the first decade to begin with a majority of these mothers (55%) in the labor
force. This represents a percentage increase of over 80% in the 20 years since 1970,
when fewer than one-third of all married mothers of children under six worked
(CBO)

The need for affordable child care will increased with these developments.
However, a recent report from the Bureau of the Census Indicates that the current
supply of affordable day care for a sign;ficant number of mothers is inadequate. The
report estimates that 26% of mothers of children under 6 not now working (1 7 mil-
lion women) would seek employment if affordable child care were available. (CBO)

Children with mothers who work full time, full year
Of all children under 18 living with their mothers, 27% had mothers who worked

full time, full year during 1984; 37% had mothers working less than full time, full
year; and 33% had mothers who were not in the labor force for the entire year.
Children in two-parent families were less likely to have a mother who worked full
time, full year (25%) than children in mother-only families (32%). Additionally,
younger children were less likely to have mothers who worked full time, full year
than older children, with only 1 in 5 preschool children having a mother who
worked full time all year in 1984. Hispanic children were the most likely to have a
mother who was not in the labor force. Black childr°n were the most likely to have
a mother who worked full time, throughout the year, while white children were the
most likely to have a mother who was employed less than full time, full year (Anal-
ysis by Child Trends, Inc. of public use data from the Census Bureau's March 1985
Current Population Survey. Tabulation produced by Technical Support Staff, Office
of the Assistant Secretary for Planning and Evaluation, U.S. Dept of Health and
Human Services.)

Women will account for the majority of labor-force growth from 1984 to 1995, the
Labor Department projects. In :970, onl half the women between the ages of 25
and 44 were in the work force. By 1995, more than 80% of women in that age range
are expected to be working (Work & The Family. A Changing Dynamic, A BNA
Special Report, The Bureau of National Affairs, 1986)

. . . there has been a dramatic growth of female-headed households with young
children: 105% increase, from 2.85 million in 1970 to 5.86 million in 1982. This gen-
eration affirmed the most profound change in family formation over the past three
decades the emergence of the single- parent family as a phenomenon so well estab-
lished and pervasive that it is predicted that by 1990, one-half of all Americans will
spend part of their childhood living with only one parent (The Fete of Baby
Boomers & Their Children, Esther Wattenberg, 1986)
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2. Child care trends
The generation of workers graduating from college today may find themselves in

a better position. They belong to the "baby-bust" generation, and their small num-
bers, says Harvard Economist David Bloom, will force employers to be creative in
searching for labor Child care arrangements, he says, will be the "fringe benefits of
the 1990's. (TIME Magazine, The Child-Care Dilemma, June 22, 1987)

The economics of the situation, if nothing else, will provoke a change in the atti-
tude of business, just as the politics of the situation is changing the attitude of gov-
ernment In order to attract the necessary womenand menemployers are going
to have to help them find ways to cope more easily with their duties as parents.
(TIME Magazine)

Child care arrangements
Children under 5 years with employed mothers are more likely to be cared for

outside their own home in recent years, particularly if their mothers work full time
Much of the increase in out-of-home care has been due to increases in the use of
group care or of case provided in the home of non-relatives

HOUSING: FACTS AND TRENDS

1. Housing facts Residence in owned housing, rented housing, and publicly subsi-
dized housing:

A 65% majority of US children under 18 live in housing that ie owned by their
parents or another household member However, whereas nearly 70% of white chil-
dren live in owned housing, approximately 60% of both black and Hispanic children
iive in rented housing One in six black children and one in eighteen Hispanic chil-
dren lives in publicly subsidized housing. A majority of the 2 4 million children
living in public housing are black or Hispanic White children make up 88% of the
39 4 million children who live in housing owned by a parent or other household
member. (CFY 1987 Trends Report)

The future of housing demand wili be shaped most by the future of the baby boom
generationthose born from 1947 through 1964. By 1995 the entire generation will
be in the traditionally peak-earning ages of 35 to 54 Demograptucs and Housing in
America, Pealation Bulletin, January 1986, George Sternlieb and James Hughes)

Gains it ambers of households averaged 11 7 million a year between 1970 and
1980 but slipped to barely one million a year from 1980 to 1983 with the recession.
From 1983 to 1990 households should increase by 1.3 million a year, on average.
From 1990 to 1995, household growth is projected to retreat to one million a year.
(Sternlieb and Hughes)

Between 1983 and 1990, owners are projected to account for over 72% of house-
hold growth and that share is projected to surge to over 83% in the first half of the
1990's. With overall household growth slowing, however, the increase in ownership
will boost the proportion of households that own their homes only to 66 6% by 1995.
(Sternlieb and Hughes)

Rental apartments face an even more drastic dropoff in demand The middle-
aging of the baby boom generation in the force behind the rise in homeownership
and the drop in the demand for rental units. (Sternlieb and Hughes)

2 Housing trends
As America becomes increasingly middle-aged, married-couple family households

should make a marked comebrck, even if not enough to resurrect the family norm
of the 1950's. (Sternlieb and Hughes)

The explosive growth of female-headed households should abate (Sternlieb and
Hughes)

America's home of choice is the detaches, single-family house The authors see
nothing occurring in the next decade or so that should dampen Americans' desire
for the best, most spacious, detached single-family home they can afford (Sternlieb
and Hughes)

Renewed Federal housing aid for the poor is unlikely for the foreseeable future
As a result, rapidly increasing numbers of people are homeless, doubling up in
public housing projects, or paying more than half their incomes for rent Compound-
ing the problem is a general decline in rental housing as units are converted into
cooperatives and condominiums, which people on low incomes cannot afford Most
affected by this is America's growing minority population of blacks and Hispanics
This could result in more class cleavige between those who are desperate to acquire
adequate shelter and those who can afford to view housing as much more than mere
shelter. In the absence of Federal efforts, housing support for the poor is increasing-
ly local (Sternlieb and Hughes)
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If the housing needs of the disadvantaged are not met by new construction or sub-
stantial rehabilitation, the response of the housing market may well be much more
subdivision of existing housing The quality of housing if this were the case would
be bound to deteriorate. (Sternlieb and Hughes)

More ferule with income than with offspring, the maturing baby generation will
edge the housing market further upscale. They will have the purchasing power that
could bolster a housing Industry that faces an inevitable decline in the numbers of
households added each year. (Sternlieb and Hughes)

ECONOMY AND LABOR: FACTS AND TRENDS

1. Economic and Labor FactsCouncil of economic advisors (CEA)
9% of the jobs during the present expansion are full-time jobs
Over 60% of the increase in employme:a has occurred in the highest paying occu-

pations, with median weekly full -time earmegs in excess of $390 (or more then
$20,000 on an annual basis) To be specific ma."agerial and professional positions;
technical professionals; supervisors and prcprietorr4 (ses establishment), precision
production; and craft and repair.

Only 12% of the increase in employment has occurred in the lowest - paying, low-
skill service occupations.

The great majority of individuals who work part-time want to work part-time
About 19% of persons at work are part-time employees, and over 70% of these are
voluntary part-time workers

Although still high by historical standards. the share of involuntary part-time
workers (i.e., those who d prefer to be full-time) has fallen since 1982 and is now
about 5% of the people at work

Unemployment in April (1987) fell to 6.3%, more than anyone had anticipated.
For every manufacturing job "lost" since 1979, at least 5 other jobs were created,

and
Most were anything but menial and low-paying
America's middle class
Over 80% of Americans continue to believe in the American dream of a better

economic life . . And why not? Real per-capital disposable income from 1980-86
has risen 14%, or about a 15% faster rate than in the 12 2% rise in the previous six
years (1974-80). Warren Brookes, Human Events 5/2/87

The sky is not falling on America's middle class For one thing, the movement
toward services is a long-term trend that the U.S Shares with other nations. includ-
ing Japan. For another, the service sector is not made up solely of low-paid jobs, nor
does its growth come at the expense of manufacturing, which actually is doing quite
well And finally there is no evidence at all that the middle class is eroding. The
fact that the middle three-fifths of the population, ranked by income, receive about
52% of total national income, a proportion that has been virtually unchanged since
the Census Bureau began keeping such statistics in 1974. A similar analysis of
annual earnings by the Bureau of Labor Statistics Indicates that the middle third of
workers, ranked by earnings, make up almost exactly the same percentage of total
employment that they did ten years ago In short, despite anecdotal evidence 1.4, the
contrary, there is nothing in the aggregate data to indicate that recent changes in
the economy, such as a shift from manufacturing to sernces, are eroding the middle
class " Bruce Bartlett and E L Wiegand Fellow, "The Chicken Little Theory of the
Vanishing Middle Class," The Backgrounder, Heritage Foundation, April 13, 1987

Between 1970 and 1984, for example, New York lost 492,000 jobs previously filled
by high-school dropouts, and gained 239,000 equring some college. Philadelphia
lost 172,000 jobs previously held by dropouts and gained 39,000 for college graduates.
(Andersen)

In 1985 in the central cities of metropolitan areas of the Northeast, 43% of the
black males ages 16 to 64 years old had not completed high school (29% for whites).
(Andersen)

Nearly a million new jobs were created in restaurants and similar establishments
between 1974 and 1984, and most were outside the central cities (Andersen)

Metropolitan transportation systems make it difficult to travel from the city to
the suburbs at affordable prices and in a reasonable amount of time (Andersen)

Takeovers result in massive reductions in force. Greatest Impacts are in service
departments duplicated by merger such as law, finance, and marketing Has hit up-
wardly mobile minorities hard in part because of less seniority and less affirmative
action Percent of blacks in professional and technical jobs actually shrank between
1980 and 1985 from 8 9% to 6 7% (percent in managerial and administrative did rise
from 5.2% to 53 %) (Newton)
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Currently, adult training and education programs are, concentrated among those
who are already doing relatively well in the labor market Participation rates in
adult education are twice as high in white collar jobs as in blue collar jobs Also
another survey found that 61% of professional workers took training to improve
skills on their current job compared with under 25% for most blue collar workers
(Bureau of National Affairs)

Fastest Growing Occupations '-1984-95

Percent
Paralegal personnel . . . . 97.5
Computer programmers ... . 71.7
Electronic data processing ... 68.7
Medical assistants ... ...... .. ... 62.0
Data processing equipment repair 56 2
Elect and electronic engineers 52.8
Elect and electronic technicians 50.7
Computer operators 461
Peripheral EDP equipment operators. 45 0
Travel agents .... ...... ... ..... . .... 43 9
Physical therapists.... .... .. .... 42 2
Physician assistants.. . . 403.
Financial services sales ..... . .. . ... .. ...... .. .. 39.1

' (Chapter 2 Tomorrow's jobsreceived from CRS, no other information given )

Fastest Declining Occupations '-1.984-95

Stenographers .

Shoe sewing machine operators .

Railroad brake, signal operators.
Railcar repairers.
Furnace, kiln operators

Percent
40.3
31.5
26.4

22 3
20 9

Shoe and leather workers/prec 18.6
Private household workers. ... 18.3
Telephone installers / repair 17 4
Garment sewing workers.. . 16.7
Textile machine operators......... 15.7
Machinery maintenance mechanics .... 14 8
Statistical clerks 12.7
Industrial truck operators... .. 11 9
Central office workers . . 11 5
Farm workers . ..... . 11 2
College faculty 10 6

' (Chapter 2 )

2. Economic and labor trendsMajor labor force demographic trends:
The population and labor force will continue to grow but more slowly than in

recent decades.
More women will enter the workforce, but the rate of Increase will taper off.
The number of young workers will decline, but the proportion of the youth labor

force that is minority will increase.
The number of older persons at work will continue to decline, in part due to earli-

er retirements.
Together, women, minorities and immigrants will account for the vast bulk of net

additions to the labor force in the coming decades
Bureau of Labor Statistics (BLS) projections indicate that prime age workers will

constitute a larger share of the labor force in the years ahead, and the average age
of the workforce will rise

The slower rate of labor force growth suggests tighter labor markets are possible
and this offers an opportunity to move "at-risk" youth into the mainstream.

Tighter labor markets should foster greater use of the abilities of minorities,
women and the handicapped and a narrowing of occupational and earnings gaps.

A more mature workforce implies greater experience, stability, reliability and pro-
ductivity. (Statement of William E. Brock, Secretary of Labor to Joint Economic
Subcommittee on Economic Resources, published by The Bureau of National Affairs,
July 1986)

Alternative Work Schedules
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In Wisconsin Project JOIN (Job Options and Innovations) undertook a two-and-a-
half year study of the effects of restructing up to 25 full-time civil service positrons
in order to make them available on a less than full-time basis. The project, which
emphasized the redesign of professional and technical positions, proved so successful
that 56 positions, involving 115 employees had been voluntarily redesigned by the
time it was concluded. ("Changing times: The use of reduced work time options in
the United States," by Barney Ohnsted, codirector of New Ways to Work of San
Francisco: from International Labor Review, Vol. 122 No. 4, July-August 1983)

Multiple jobholders numbered 5.7 million in May of 1985; Saturday work was rou-
tine for one-fourth of all workers; 1 in 8 reported they usually worked on Sunday;
one-sixth of the full-time workers and one-half the part-time workers work outside
typical daylight hours; home-based work for at least 8 hours a week was reported by
over 8 million workers; flextime or other schedules enabling workers to vary the
start and end of workday was available to 12% of the wage and salary workers with
full-time jobs; a preference for a longer workweek (and thus more money) was ex-
pressed by V4 of all the workers with fewer than Vio saying they would prefer fewer
hours (and less money). ("Work schedules of Americans: an overview of new find-
ings." by Paul 0. Flaim; published in Monthly Labor Review; November 1986.

Flexible staffing is one of the more important ways US industry is reordering its
methods in response to demands for greater efficiency and lower costs." Lone Rang-
ersoutside contracteesnow account for 25% of the American work force (up from
10% a decade ago) and 60% of the net new jobs created since 1974. Lone Rangers
increase productivity. Even if the cost per job is higher, the cost per job done is
smaller. ("Hi ho, Silver" by Susan Lee and Stuart Flack, Forbes, March 9, 1987)

Example of impact on the Forbes 500 companies: From 1981 to 1986 Bankers
Trust cut its employees by 14% while sales went up 27%. It is not just office tempo-
raries. For example, companies like Litton, the big defense contractor, calls up
"body shops" for personnel. 'We have a constant need for engineers, but it can't be
filled by taking on permanent workers because our needs are very specificfor in-
stance, a specific skill in software that is not generic to an engineer. ("Hi ho,
silver")

How do the free-lancers themselves feel?" Some may yearn for the security of a
big company payroll, but most do not. An increasing number prefer the flexibility
and freedom of the free-lance life. It makes them feel like e Lone Ranger, rather
than just a cog . . . in a machine. ("Hi ho, Silver")

Down-sides of part-time/flextime/free-lancers: 70% of part-timers have no employ-
er-provided retirement plan, and 42% have no health insurance ("The Disposable
Employee Is Becoming a Fact of Corporate Life," Business Week, December 15,
1986)

Theme: Problem of the "dual labor market."
Urban economic expansion is creating new jobs, but growing numbers of minori-

ties and the disadvantaged are unable to fill them. (1) require skills that many do
not have and (2) suburban jobs can't be filled by city residents because regional
transportation systems are inadequate ("Education: Key to Minorities Gaining
Jobs, by Bernard E. Andersen, Black Enterprise, February 1987).

Manufacturing sector is declining but new growth in service jobs; however, service
jobs require communication and computational skills. High-school dropouts and
youth with few basic academic skills cannot meet the needs of employers in the new
information-based urban job market. (Andersen)

Key FItture Labor Issues-
1. Making workplace literacy a national objective.
2. Improving the nation's pension systemcurrently most are based upon long-

term service which discourages flexibility and encourages employers to discriminate
against older workers;

3. Enabling women to participate fully in the economy
4. Encouraging individuals and employers to invest more in education and train-

ing.
5 rromoting flexibility among unemployed workers
f, Review of employment standards.
7. Integrating minority and disadvantaged workers into the work force
("Work Force 2000" paper of Roger D. Semerad, Assistant Secretary of Labor for

Employment and Training Administration).
In Re-inventing the Corporation by John Natalia and Patricia Arburdene, a list

of 10 ways that companies will be adjusting to th? future Included the following
1. The companies that create the most nourishing environments for personal

growth will attract the most talented people

20
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2. Inside the corporation, the manager's new role will be to cultivate and main-
tain a nourishing environment for personal growth

3. Compensation systems that reward performance and innovation are transform-
ing employees into stockholders.

4 We are shifting from hired labor to contract labor, which is part of a larger
trend of contracting out for a variety of services.

5. The top-down authoritarian management style is yielding to a networking style
of management, where people learn form one another horizontally, where everyone
is a resource for everyone else, and where each person gets support and assistance
from many different directions.

6. Many companies are re-inventing themselves as confederations of entrepre-
neurs, operating under the main tent of the corporation.

7. In the re-invented corporation, quality will be paramount.
8. Intuition is gaining a new respectability in the corporate world, which has been

run by numbers for so long.
9. Large companies are discovering that to compete in a changing marketplace,

they must adopt many of the values of small business.
10. I' the information society, we are shifting from infrastructure to quality of

life.

Chairman MILLER. Without objection, that will be done.
Our brat panel this morning will be made up of Dr. Frank Levy,

who is a professor of public administration, the University of Mary-
land, and a Guggenheim fellow at the Brookings Institution of Eco-
nomic Studies in Washington, D.C.; Bruce Bartlett, who is a senior
fellow from the Heritage Foundation here in Washington; and
Cathy Schoen, who is a research economist representing the Serv-
ice Employees International Union.

Come forward, and welcome to the committee. We will take your
testimony in the order in which I called your names, and your pre-
pared statements and supporting documents will be placed in the
record in their entirety. You may proceed in the manner in which
you are most comfortable.

We will start with you, Dr. Levy.

STATEMENT OF FRANK LEVY, PROFESSOR, SCHOOL OF PUBLIC
AFFAIRS, UNIVERSITY OF MARYLAND, GUGGENHEIM FELLOW,
ECONOMIC STUDIES, BROOKINGS INSTITUTION, WASHINGTON,
DC

Mr. LEVY. Thank you, Mr. Chairman.
My name is Frank Levy, and I am an economist at the Universi-

ty of Maryland School of Public Affairs. I was asked by the com-
mittee to review recent trends in the economic status of children.
and the best way to do that, I think, is to lay out before the com-
mittee two quite different statistics.

Nineteen seventy-three, as the committee knows, was the year of
the first OPEC oil price increase, and if you look at per capita dis-
posable income between 1973 and the mid-1980's, it has risen by
about 15 percent, which is as much as it had risen in the 1950's. So
that statistic, by itself, suggests that the 1970's were really not so
bad a period after all.

On the other hand, if you look at the rate of child poverty, that
over the same period has grown from 14 percent to 21 percent, and,
looking at that statistic, it suggests that the 1970's were really
quite bad. So the question is, how do you get a picture which, on
the one hand, explains what is going on with per capita income in-
creasing at the same time that poverty is increasing?

21
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One simple way you could think about reconciling them is if
there had been some enormous increase in income and equality,
but that really has not happened. At the end of my prepared state-
ment, I include statistics on the distribution of family income.
There has been some modest increase in equality but not really
very much. So that really is no explanation.

So what I would like to do is give you. an explanation of really
what has happened over the last 15 years to reconcile these two
numbers.

The first point is that the 1970's really were very bad, the period
after 1973, not so much in terms of income per personthat is to
say, per man, woman, and childbut in terms of income per
worker. The simplest way of expressing this is to take a look at
men as they pass from age 40 to 50. If you look in the 1950's or the
1960's, a man as he aged from 40 to 50 typically had about a 30
percent increase in real purchasing power income. That wasn't so
much because be was gaining on younger workers; it is just that
wages were going up throughout the whole economy. On the other
hand, if you looked at what happened to men who were 40 in 1973,
over the next 10 years, they saw their incomes decline by about 14
percent.

There is no mystery to those numbers. The first oil price increase
really took a big piece of purchasing power out of the e:.onomy,
then we entered a period of very, very low productivity growth, so
we were very slow to recoup that first oil price increase loss. We
just about get back to 1973 wage levels in 1979, and then we have
the second oil price increase, and we go through that cycle all over
again.

In particular, what I am not talking about and what I think we
should not be too concerned about is this difference between manu-
facturing jobs and service jobs. The kinds of wage declines that I
am discussing aye declines that affected people in all industries,
and it was just a simple fact of the cost of living going up by 9 per-
cent and you only getting a 4 percent raise, things like that, that
caused a decrease in real earnings.

The question then is, with these declining wages, how did you get
rising per capita income, and the answer is that a greater, and
greater, and greater proportion of the whole population went to
work. In the early 1970 s, about 40 percent of all citizens were
working. Today, about 50 percent of all citizens are working, not
aged 16, I'm talking about age zero up to age 100. Women went to
work in large numbers, the large baby boom cohorts turned 21 and
began their careers, and when you compare these Baby Boomers to
their earlier brothers and sisters, they married much later and
they had very small families.

What that allowed you to do was to allow income per capita to
keep rising even though income per worker wasn't doing anything
because more and more and more of the population went to work.
But it should be clear, those kinds of adjustments were not avail-
able to all families. A family headed by a single woman couldn't
very well put a second serious earner into the work force to boost
family income. A two-parent family that was displaced in the 1980-
82 recession had a lot of trouble just keeping income even, forget

41") el
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about talking about income increasing. and those kinds of families
are where more children in poverty came from.

Between 1973 and 1984, the number of children in poverty in-
creased by about 3.5 million, or by about one-third. About half of
that increase was single-parent families, the other half was two-
parent families, mostly two-parent families hurt by the deep reces-
sion of the early 1980's.

The kind of story that that describes, some families managing to
hang on and other families really falling down quite. a bit, suggests
that income equality increased a lot. So let me just finish my testi-
mony by saying, well, how does that square with this idea in the
Census numbers that income and equality haven't changed?

The missing piece of the puzzle is that one thing that we did well
on over the last ten years is take much oetter care of elderly fami-
lies. Social Security was indexed, most wages were not; as more el-
derly retired, there was growing private pension coverage, and so
what you had in the bottom of the income distribution was a kind
of great flip-flop: The elderly more up from the bottom to the kind
of lower middle, and the bottom is now much more occupied by
single-parent families with children and two-parent families who
have been hurt by the 1980-82 recession.

So income and equality among families with children has in-
creased a lot, but when we look at Census statistics, which cover all
families, those increases are offset by the rise of the elderly in-
comes.

Let me finish by saying that my point in describing these move-
ments is not to pit the old against the young. To the contrary, we
are all in this together. We are in an economy which, since World
War II, has assumed that living standards for everyone would rise
year after year like a kind of entitlement.

For the last 12 years, rising real wages, which was really the
basis for this entitlement, have not been present, and in the result-
ing scramble for consumption, children on average have gotten the
short end of the stick. But unless we begin to put our economic
house in order, and deal with the Federal deficit, and do other poli-
cies like that, we shall all be feeling the short end of the stick soon
enough, I think.

Thank you.
[Prepared statement of Frank Levy follows:]
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PREPARED STATEMENT OF FRANK LEVY, PROFESSOR, SCHOCL OF PUBLIC AFFAIRS, UNI-
VERSITY 07 MARYLAND, GUGGENHEIM FELLOW, ECONOMIC STUDIES, BROOKINGS INSTI-
TUTION, WASHINGTON, DC

My name is Frank Levy. I am an economist at the University of

Maryland's School of Public Affairs. My testimony today on thg

economic status of families with children is drawn from my book,

Dollars and Dreams: The Changing American Income Distribution,

which will be published later this montn.1

I have been asked by the Committee to review the economic

status of children over the last 15 years - both how it has

changed and why it has changed. The best way to begin 1!: to

compare two, apparently contradictory economic statistics.

- The first statistic is disposable income per capita.
1973, as you know, was the year of the first major oil
price increase. But between 1973 and 1984, disposable
income per capita (adjusted for inflation) rose by
15S, as fast as it had grown in the booming Eisenhower
1950's. Taken by itself, this measure suggests the 1970's
were a good economic period.

- The second statistic is the rate of poverty among children.
Between 1973 and 1984, the proportion of all children in
poverty rose from 14.2% to 21.05. This rise in the poverty
rate took place despite the increase in disposable income
per capita. This statistic suggests the 1970's were quite a
bad period.

We could reconcile these statistics if there had been an

enormous increase in income inequality - that is, if all the

income growth had taken place at the top of the distribution while

the bottom became worse off. But at first glance, that has not

happened. U.S. Census data shows that family income inequality did

increased moderately during the 1970's but it is not much

1 Russell Sage Foundation/Basic Books
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different today than it was in the late 1940's or any year in

between. (see attached Table 1 and Figure 1). There is, however,

an important qualification to these family inequality numbers to

which I shall return in a moment.

To unravel this puzzle, we need first to understand that the

years after 1973 were indeed a bad period, not in terms of income

per capita, but in terms of income per worker - i.e. in terms of

wages. For example, in

passing from age 40 to

But men who were 40 in

years decline by about

traced a similar path.

dollars). It then grew

the economy of the 1950's and 1960's, a man

age 50 saw his income increase by 25-302.

1973 saw their incomes over the next ten

102 (see attached Table 2). Family income

In 1947, it stood at $14,100 (in 1984

steadily, never going more than three years

before setting a new record, until it stood at $28,200 in 1973.

But it has remained below $28,200 in every year since 1973 despite

the increase in two earner families. Today it stands at about

$27,500 (see Figure 1).

There is no mystery to these wage and income declines. The

problems began with the 1973-4 OPEC oil price increase and a

significant income loss. Then came a sudden slowdown in the growth

of worker productivity. Rising productivity - rising output per

worker - is the ultimate source of rising real wages. When

productivity grows slowly, real wages can only grow slowly. The

income loss from the first oil price shock followed by slow -

growing productivity meant that real wages did not come back up to

their 1973 levels until 1979. Then the Iranian revolution and the

second oil price increase began the cycle all over again. The

result was more than a decade of moderate wage declines where we

had become accustomed to rapid wage growth.



How could disposable income per capita grew if wages were

declining? The first answer involves demographics. In the early

1970's, about 402 of the entire U.S. population was in the labor

force. Today, nearly 502 of the entire U.S. population is in the

labor force. This increasing work effort is the result of three

trends:

-Women of all ages went to work in large numbers.

-The large, postwar baby-boom cohorts came of age
and began their careers.

-Compared to earlier generations, these baby-
boomers married late and had relatively few
children.

Not even an economist would argue that these trends were all

caused by the bad economy. The birth rate, for example, began to

fall sharply in the early 1960's when times were still good. But

the effect of the trends was to permit average living standards to

keep -icing despite stagnant wages: Income per capita (i.e. per

man, woman, and child) could keep growing even though income per

worker was modestly declining because as increasing proportion of

the entire population went to work. In this way, the years after

1973 were-really an inversion of the 1950's: then, income per per

worker was grew by about 302 over the decade but income per capita

was grew by 152 because e had all the little capitas of the

baby-boom.

Beyond these demographic adjustments, we have also kept

consumption standards rising by goit3 deeply into debt. Both

households and the federal government are carrying far more debt

today than then did 15 years ago. At first glance, these two kinds

of debts are quite diffeiant. But they are both devices to keep

consumption growing in the face of declining wages. In particular,

the federal budget deficit reflects the government's willingness



to cut taxes without cutting expenditures. This puts more money in

peoples' pockets - still another way to keep consumption growing -

but we can do this only because other countries have been willing

to lend us large elmunts of money.

Through demographic and financial adjustments, then, we have

kept per capita living standards growing despite stagnant wages.

But the demogral ...:
adjustments, in particular, do not apply to

all persons equally. A young single man or women can postpone

marriage until they feel in a sufficiently strong financial

position.2 A young husband-wife family can postpone children in

the same way. Many older husband-wife families could rely on two

incomes rather than one to keep consumption growing. Each of these

choices kept average income per capita income rising over time.

But not every family had these choices. A family with

children headed single woman cannot put a second major earner

into the labor force. A husband-wife family displaced by the

1980-82 recession has to scramble to keep its income from taking a

significant fall. It is through these families that the number of

poor children has grown.

Between 1973 and 1984, the number of children in poverty

increased by 3.5 million or by about one-third. The increase was

divided equally between children in female headed milies and

children in two-parent families. Had all other thl,,gs been equal,

the poverty rate for children would have risen to about 192. But

the low birth rates among young, middle income workers meant that

these poor children were an e-,en greater proportion of all

2 Such singl, persons are not incladed in the family income
distribution but rather in a separate distribution for
unrelated individuals.



children and so the proportion of children in poverty rose to 212

in 1984 (and about 202 today).

This is a story, then, of a fairly rough economic period,

lasting more than a decade During this period, some families with

children have managed to do all right while others have taken a

real tumble. Put in this way, it sounds like income inequality

should be growing. Earlier, I said that Census income statistics

show relatively constant income inequality, but that these

statistics do not tell the whole story. The missing piece of the

puzzle is the incomes of the elderly. Over the past 15 years, the

country has done a much better job of taking care of the elderly

than it used to do. Throughout the 1970's, Social Security

benefits were indexed against inflation while most wages weren't.

In addition, each successive cohort of retirees had a greater

private pension covereage.

This led to a rearrangement at the bottom of the income

distribution. The incomes of many elderly families rose modestly

while the rest of the income sank around them. As a result, many

elderly moved from the bottom of the distribution to the lower

middle. Their vacated places at the bottom were taken by female

headed families and two-parent families hurt by the 1980-82

recession. In short, income inequality among families with

children did increase. But in Census statistics (which cover all

families) this inequality is offset by the improving position of

the elderly.

My point in describing these movements is not to pit the old

against the young. To the contrary, we are all in this together.

More precisely, we are in a country which, since World War II, has

assumed that living standards would rise year after year like a

kind of entitlement. For the last 12 years, rising real wages -

the basis of this entitlement - have not been present. In the

resulting scramble for consumption, children have gotten the short

end of the stick. But unless we put our economic house in order,

we shall all be feell-g the short end of the stick soon enough.
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Table 1
The Shape of the Family Income Distribution

in the Post World War II Period

Share of Total Family Income Going to Each Quintile

1st
(poorest)

2nd-4th (combined) 5th

(richest)

1949 5.0! 51.8! 42.7!
1959 4.9! 54.0! 41.1!
1969 5.6! 53.8! 40.6!
1979 5.2! 53.2! 41.7!
1984 4.7! 52.4! 42.9!

Source: U.S. Bureau of the Census, Current Population Reports,
Series P-60, no. 151, table 12.

Table 2
Me Income Growth of Men passing from age 40 to age 50

(1984 dollars)
Men who were Income Income 10 Change
40 in at 40 years later (Z)

1953 $12,863 $19,779 +54!
1963 $21,153 $27,288 +29!
1973 $28,414 $24,097 -14!

Source: U.S. Bureau of the Census, Current Population Reports,
Series P-60, various numbers. Incomes adjusted using the Consumer
Price Index.

Tables adapted from: Frank Levy, Dollars and Dreams, The Changing
American Income Distribution (Russell Sage Foundation/Basic Books,
1987)

p9
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Chairman MILLPR. Thank you.
Mr Bartlett.

STATEMENT OF BRUCE It BARTLETT, SENIOR FELLOW, HERITAGE
FOUNDATION, WASHINGTON, DC

Mr. BARTLEIT. Thank you, Mr. Chairman.
In my testimony, I tried to look at primarily the question that so

often appears in the press of whether the middle class is declining
and whether specifically the growth of a service sector contributes
to this trend.

Basically, I see that the growth of the service sector, while a
major trend in terms of employment, does not necessarily illustrate
any downward trend in terms of manufacturing output. In particu-
lar, I think it demonstrates rising wealth in the economy rather
than any kind of negative trend.

In my testimony, I point out that growth of the service sector in
terms of employment is a very long-term trend. It goes back quite a
long ways and basically began in the 1860's. I point out that serv-
ices tend to rise as incomes and wealth rise because there seems to
be a limit to the amount of goods that people can consume as their
income rises. As Adam Smith noted, the ability to consume food is
limited by the size of the stomach, and I point out that services as
a share of total personal consumption expenditures has almost dou-
bled since 19r",.

The increase in services is also a function of the stock of goods
that exist, so that, for example, if you buy an auto you have to also
buy many years' worth of services to take care of that car. Also, it
is an indication of increasing specialization in the economy.

One of the major things you are seeing, is that corporations
which used to do a number of things in-house that would be consid-
ered services, such as, for example, data processing, have gotten rid
of their in-house services and contracted them out of the company,
so that in the statistics you have had a shift away from manufac-
turing towards services that is really illusory. Nothing has really
changed in terms of the work that people are actually doing.

The trend towards services is an international trend. The growth
in the service sector in Japan, for example, has been even more
rapid than in the United States.

I look at the quality of service jobs, and I think there are no
broad generalizations about the pay of service jobs. You have to
break down the numbers and look at some of the specific occupa-
tions, and it tends to show, according to the Bureau of Labor Statis-
tics, that the lower paying service jobs are not the ones that are
growing and, in fact, they are declining to a certain extent. It is
the higher paying service jobs that are expanding.

Similarly, in terms of manufacturing, the higher paying manu-
facturing jobs are somewhat declining and the lower paid ones are
rising, so that the broad generalization about the higher pay of
manufacturing jobs versus service jobs isn't necessarily correct.

In closing, I point out that the share of output in our economy
from the manufacturing sector has been pretty constant for about
a generation, which suggests that what is really going on here is
rising productivity. The people in the manufacturing sector are

31
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prodming more and more per worker, just as in the agriculture
sector we have had steadily declining numbers of people workingin agriculture, and yet our biggest problem is massive surplus.

So, in conclusion, I just don't really see that the problem of serv-ice jobs replacing manufacturing jobs is a negative trend, and Idon't see that it has any impact on the income distribution. So Iwill just close with that.
[Prepared statement of Bruce R. Bartlett follows:]

3 2
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PREPARED STATEMENT OF BRUCE R BARTLETT, SENIOR FELLOW, THE HERITAGE FOUNDA-
TION, WASHINGTON, DC

Mr. Chairman, in recent months, a number of writers and

politicians have voiced concern about the increasing role of the

service sector in the U.S. economy and its role in the alleged

decline of the middle class. The idea is that the manufacturing

sector is declining, due to unfair competition from abroad, and,

therefore, the number of traditionally well-paid jobs in steel plants

and on auto assembly lines is also declining, to be replaced by

lower-paid service jobs in fast-food restaurants. This trend is so

pronounced, it is said, that the very future of the middle class is

in doubt, with the U.S. increasingly being polarized into a two-tier

society of rich and poor.

Although not Linke! directly to trade, such arguments fuel

the pressure for protectionism to maintain traditional manufacturing

jobs in steel, textiles, autos and many other industries. In fact,

the movement toward services is a long-ter trend which is evidence

of increasing wealth, not decline. It is a trend which is equally

evident in other nations as well, including Japan. M , the

service sector is not made up solely of low-paid jobs, nor does its

growth come at the expense of manufacturing, which is actually doing

quite well. And finally, there is no evidence at all that the middle

class is declining.

ift IC204 DMIACi !v102

In terms of jobs, it is certainly true that services have

been the predominant source of growth in recent years. Employment in

in manufacturing fell from 21 million en 1979 to just 19.2 million in

1986, although this is an increase from the 1982 low of 18.4 million

jobs. Total employment in goods-producing industries - -including
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mining and construction, but excluding agriculture--peaked in 1979 at

26.5 million jobs, falling to 24.9 million last year. Virtually all

of the employment growth in the U.S. economy, therefore, has been in

services--a broad category which includes transportation and public

utilities, wholesale and retail trade, finance, Insurance and real

estate, government and a wide variety of other occupations. Employ-

sent in this category has risen by over 10 million jobs just since

1980, from 64.7 million to 75.2 million in 1986. Thus 75 percent of

all nonagricultural workers are employed in jobs classified as

service-producing.

This is part of a long-term trend on the U.S. economy which

dates back at least to the 1860s, when agricultural employment began

its steep decline. As Table 1 illustrates, employment in agriculture

fell from 60 percent of the labor force in the 1860s to just 6 per-

cent by the 1960s. Currently, agriculture employs less than 3 per-

cent of the labor force, yet our most serious agricultural problem is

too much production.

Why have services grown so rapidly? The simple answer is

that as an economy grows and matures there is greater demand for

services. As Table 2 illustrates, consumption of services has

increased dramatically over time, from 33 percent cf total

consumption in 1950 to over 52 percent in 1986.

The reason is three-fold. First, there appears to oe a

limit on the ability of people to consume more goods as their income

rises. As Adam Smith noted, "The desire of food is limited in every

man by the narrow capacity of the human stomach." Thus people do not

typically buy more and more food as their income rises, but rather

79-007 0 - 88 - 2
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Table 1

Percent of U.S. Labor Force Employed by Industry

Period Agriculture* Ranufacturing** Services

1860 -69 60 20 20

1870-89 50 25 25

1890-99 42 28 30

1900-09 37 30 33

1910-19 31 31 38

1920-29 27 34 39

1930-39 22 31 47

1940-49 17 31 52

1956-59 9 34 57

1960-69 6 32 62

*Include, Forestry and Fisheries

**Includes Rining and Construction

Source: U.S. Department of Commerce, Bureau of Economic Analysis,

LOOS ISM WRIBOic DERVib. 1164-1919 (Washington: U.S. Goverment

Printing Office, 1973), p. 101.
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Table 2

Services as a Share of Personal

Consumption Expenditures

Year Percent

1986 52.2

1985 51.4

1984 50.5

1983 50.5

1982 50.1

1981 48.8

1980 48.0

1970 44.4

1960 40.5

1950 32 8

Source: Commerce Department,

Bureau of Economic Analysis
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consume more food in restaurants instead of at Prime.

Secondly, a given stock of goods in and of itself creates a

demand for services. For example, the purchase of a car requires

years of repair service. Thus the demand for services rises with the

stock of goods.

A third, and increasingly important, reason for the growth

of services is that as an economy becomes larger and more complex

there is increasing specialization, with manufacturing firms

contracting out tasks that were formerly taken care of in house or

simply neglected. Indeed, business services have been one of the

fastest growing areas of employment and are projected to be lb!

fastest growing area of employment growth over the next ten years

according to the Bureau of Labor Statistics.

IniTa4ii9041 Ramis

The growth in services would therefore appear to be a trend

generally applicable to economic development, rather than a trend

unique to the United States. If this is the case, then one would

expect to see the same trend in other countries. In fact, one does

see such a trend. As Table 3 illustrates, employment in services has

grown sharpiy in every Western industrialized nation. Indeed, the

increase in service jobs in Japan was over three times greater than

the increase in the U.S. between 1965 and 1980.
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Table 3

Employment in Services as a Share of tht Labor Force

Country 1965 1980

Spain 32 46

Ireland 41 48

Italy 34 48

New Zealand 51 56

United Kingdom 50 59

Belgium 48 61

Austria 36 50

Netherlands 50 63

France 43 56

Japan 42 55

Finland 41 53

West Germany 42 50

Denmark 49 61

Australia 52 61

Sweden 46 62

Canada 57 65

Norway 48 62

Switzerland 41 55

United States 60 66

Weighted Average 48 58

Source: World Bank and International Labour Office
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Duality gf ggrvice Jobs

On the surface, it appears that the growth of service jobs

and the decline of manufacturing jobs should have a depressing effect

on incomes. In 1986, earnings in manufacturing averaged $396.01 per

week compared to $265.20 per week in services. Thus, to the extent

that lower-paid service jobs "replace" higher-paid manufacturing

jobs, one would expect people to have more difficulty maintaining a

middle class standard of living. A recent report commissioned by the

Democratic members of Congress's Joint Economic Committee recently

gave wide publicity to this argument. According to the JEC study, 6

out of 10 new joos created during the t recovery pay less than

$7,000 per year.

Broad g lizations about manufacturing versus services,

however, mask important distinctions about the quality of such jobs.

moreover, the relationship between earnings and incomes is far weaker

than one would imagine. Examining these issues in more detail gives

a much different picture of the economic impact of services.

For one thing, services include not only such traditionally

low-paid jobs as those in retail trade, but also many of the highest

paid jobs available, such as those in law, computers, advertising and

medicine. In addition, the relatively higher-paying service jobs are

those that are expanding most rapidly, while lower-paid unskilled

jobs are contracting. Thus it turns out that the contraction of

relatively higher-paid manufacturing jobs has been matched by an

equal decline in low-paid unskilled jobs, thus leaving the middle

class's relative position unchanged.

It is .lso Important to note that service wages are strongly

.?9
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Influenced by the high proportion of part-time jobs in this area.

Some 20 percent of service jobs are part-time, compared to less than

5 percent in manufacturing. Part-time jobs, in turn, generally pay

less than equivalent full-time gobs in the same business. Thus the

existence of a large number of part-timers automatically pulls down

the average level of wages. The proliferation of part-time jobs, in

turn, is not a cause for concern because most people who work

part-time do so out of choice, because it suits their schedules and

life-style. Bothers, for example, tend to prefer part-time to

full -tine jobs because it allows them more flexibility in balancing a

job with child care. If part-time employment were not available to

these women, many would not be able to work ot all.

Indeed, it turns out that the JEC study failed to

distinguish between part-time and full-time employment. Moreover, it

was highly selective in its choice of base years for comparison, took

no account of cyclical factors in its analysis, and used the wrong

inflation index to deflate the data. When one adjusts the numbers

for these factors, the conclusion is no longer supported. In fact,

it turns out that when the Bureau of Labor Statistics reviewed the

data used in the JEC study it was discovered that the authors, Barry

Bluestone and Bennett Harrison, had completely misrepresented the

actual trend, which shows a declining number of low-paid jobs and a

rising number of higher-paid jobs. The recomputed data is shown in

Table 4. As one can see, changing the base years used for

comparison gives a completely different picture of the trend and

substituting the personal consumption expenditure (PCE) deflator for

the CPI in the calculations completely reverses the trend.

4
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Table 4

Recomputation of JEC Data on Me New Jobs

Original JEC study:

Low-Pay Middle High-Pay

1979-1984 58.0 47.5 -5.5

BLS recosputatirn

using JEC methodotogy:

1976-1980 33.4 66.1 0.5

1977-1981 41.4 68.1 -9.5

1980-1985 25.4 31.2 43.4

1981-1985 7.2 46.2 46.6

1982-1985 8.3 33.1 58.6

BLS recomputatioi

using PCE deflator:

1981-1985 -16.5 47.1 60.4

Source: Bureau of Labor Statistics, reported on Warren Brookes,

"Sorry, Wrong Numbers on Jobs and Poverty," Washington Times (April

20, 1987).

41



37

It should also be noted that our data on services is such

less accurate than our data for manufacturing. The questionaires

upon which the data are based are still basically designed for

manufacturing fires and do not make critical distinctions between,

for example, the differences in the nature of supervisors and

production employees in services and manufacturing. moreover,

despite the growth in the services as a share of the economy, only a

third of the firms surveyed for wage and hour data are service firms.

Another misperception is that service industries have low

productivity and low capital intensity, contributing to the low

quality of their jobs. In fact, the service sector is highly capital

intensive and the productivity growth of service workers compares

well to manufacturing workers, although the overall level of

productivity remains lower in the .ervice sector than the

manufacturing sector. However, much of this may b explained by the

difficulty of measuring productivity in the service sector. It is

relatively easy to measure output in manufacturing, since one merely

has to count the numbers of units produced c.impared to labor inputs.

This is such harder in services, where the product is such less

tangible. There is, for example, no known way to measure

productivity in government, a major area of service employment.

Finally, one shouldn't fail to mention that an employment

sh.tt .way from manufacturing toward services will undoubtedly

improve the quality c life for most people. Being able to work in

an air -conditirned office would generally be considered an

improvement over physical labor on an assesbly line. Although this

seldom mentioned as a point in favor of services, it is not one

that should be ignored.

alaWfAciVeln. 6222102 UtAittlY

Virtually all discussion of the "decl.ne" of the

manufacturing sector concentrates on employment. The reason for this

is that if one looks at output one cannot find any evidence that the

manufacturing sector is declining. The fact is that manufacturing as

a share of 61P has held steady for decades, as Table 5 demonstrates.
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Table 5

Real manufacturing Output

as a Share of Real GNP

Year Nwcent

1985 21.7

1984 21.4

1983 20.6

1982 20.1

1981 20.8

1980 20.9

1970 21.0

1960 20.4

1950 21.4

Source: Department of

Commerce, Bureau of Economic

Analysis
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%Mac has been happening is that rising productivity in the

manufacturing sector has allowed more goods to be produced by fewer

people, just as rising productivity allowed agricultural employment

to felt from 60 percent of the labor force in 1860 to about one-

twentieth that number today.

In fact, contrary to popular perception, the level of U.S.

manufacturing productivity is the highest in the world, although the

growth in productivity has lagged behind other countries in recent

years. However, this is partially just a function of measuring

techniques. If the U.S. productivity level was at 100 and Japanese

productivity was at 50 and each country increased productivity by two

percentage points, then U.S. productivity would have grown two

percent while Japanese productivity would have risen four percent.

Since Javn sulfc'ed zonsiderable destruction in World War II while

the U.S. was e.:entially undamaged, Japan started from a much lower

level of productivity. Thus Japan's amazing productivity growth

rotes can largely be explained by "catching-up." Yet despite Japan's

double-digit growth rates, its overall level of productivity remains

below the U.S., with Japanese manufacturing workers producing about

93 percent of American workers, as Table 6 indicates.

The table also indicates that although U.S. productivity

growth lagged behind our major trading partners for most of the 1960s

as.! !970s, since 1980 our productivity growth rate in manufacturing

compares well with our competitors -again contrary to popular

perception. Indeed, many reports are indic:ting 4 new era of growth

in manufacturing in coming

'
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Table 6

Growth in Manufacturing Productivity, Selected Countries

(Output per Hour, Percent Change, Annual Rate)

Country 1960-73 1973-80 1980-84 1982-84 Productivity Level*

U.S. 3.2 1.2 4.0 5.8 100.0

Canada 4.7 1.6 2.4 5.2 85.7

Japan 10.5 7.0 6 8 7.3 93.3

France 6.5 4.6 4.7 4.6 81.3

Germany 5.9 3.8 3.1 4.7 90.4

Italy 7.3 3.7 3.5 -..4 84.1

U.K. 4.3 1.0 5.3 5.3 59.3

*1984

Source: Molly AcUsic, "U.S. Manufacturing( Any Cause for Alarm?" Nem

E1121914 CE204MAS 1122128. Federal Reserve Bank of Boston,

January/February 1987, p. 10.
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Riddle clisi Alive Ang Well

A number of recent studies have examined the question of

whether the middle class is declining and concluded that the middle

class is alivu and well. This fact is confirmed by a simple

examination of the distribution of income in the U.S., as shown in

Figure 1. As one can see, the distribution of income is extremely

stable, wito no evidence that any class is gaining on any other.

Studies which purport to show otherwise rely almost exclusively on

maga data, rather than income data. Yet there is ouch less of a

relationship between wage rates and family income than one would

imagine, due largely to changing family size and the proliferation of

two-earner families. Thus, even if one wore to accept the idea that

low-wage jobs were replacing high-wage jobs, it wouldn't necessarily

prove that the number of families with middle-class incomes would

alsn decline.

It is also important to remember that however one defines

"upper," "middle" and "lower" class that these terms do not

necessarily include the same people over time. The fact is that

tOroughout peoples' lives they may move up and down from one class to

another, and certainlg over . period of generations many families

that may have been in the upper class will fall to the lower and

middle classes, while many in the lover class will move up to the

middle and upper classes. Sons and daughters of manual laborers may

become doctors and lawyers, while sons and daughters of the wealthy

may squander their inheritance and make nothing of themselves.

In any case, there is no evidence that the broadly-defined

middle class in the U.S. is declining.
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Figu.e 1

Distribution of Income in the U.S.
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Conclusion

The growth of the service sector is a natural develcpment in

the U.S. economy which largely indicates rising wealth, not decline.

In any case, it is not Leading to a decline in the manufacturing

sector or the middle class. Those no make such arguments do so

because they hope to justify protectionism for declining industries

like steel, whose woes are more attributable to exorbitant union

wages than to foreign competition. Unfortunately, the data simply

does not support their thesis.
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Chaim- al, MILLER. Thank you.
Ms. Schcan.

STATEMENT OF CATHY SCHOEN. RESEARCH ECONOMIST. REPRE-
SENTING SERVICE EIVAPLOYEES INTERNATIONAL UNION, WASH-
INGTON, DC

Ms. SCHOEN. Thank you.
As you noted, I am Cathy Schoen, research economist for Service

Employees International Union, and I want to thank the chairman
for holding these hearings on behalf of our president, John J.
Sweeney, and our 350,000 members.

Service Employees is a service sector union. Our members are in
offices, hospitals, nursing homes, building services, and many of
those contracted out jobs Mr. Bartlett mentioned. In fact, nearly
roughly three out of four of all workers work in this broad array of
industries called services.

As you noted and as the two other panelists noted, for decades
this transition meant prosperity, and all of this ground to a halt in
1973 or thereabouts in the early 1970's. I want to talk about what
has changed in job policies that has brought about what we see as
a decline in income, as a decline in the middle class, an increase in
poverty, and a basic inability for families to survive; and I will
come back with a few details on that later.

One basic fact, before I go into what has actually changed, is that
the work force itself has changed dramatically. The massive entry
of women into the work force means that, today, women are nearly
half the work force and they will be more than the half in 1990. So
when we are talking about economic standards we are also talking
about our basic ability to produce and nurture the next generation,
our ability to care for aging parents and relatives, all depending on
job policies now, because we have a new work force out there, and
we really feel that we need new public action to help this work
force as well.

Up until 1973, we had prosperity with the transition to services,
and what changed was a world economy which confronted corpora-
tions with basically two choices: they could either compete by pro-
ducing products better by investing in their work force, or they
could choose to try and get short-term profits by cheapening their
work force.

If you talk to basically any worker, if you watch the news today,
you can see which course was taken. But I would like to outline
what we see as four basic trends that are out there right now work-
ing on jobs that produced the decline in real pay that Frank men-
tioned.

First is something we have termed as pushing people toward the
margins of the work force. These are your part-time, your tempo-
rary, your contract workers. These are jobs that often pay less per
hour, very rarely have any benefits, and have no future. An esti-
mated at least one out 4 four workers is now at the fringe of the
work force in one of these three categories.

I have included some examples from our own experience in my
testimony. A recent Wall Street Journal article noted that this
started at the bottom and is now spreading to the top of all jobs.
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Large firms estimate by 1990, 15 percent of all their workers will
be working under contract rather than inside. These jobs often
have no benefits and they have no future.

The second basic trend is a concession bargaining trend which
produced wage freezes, wage cuts, cuts in benefits; it has also pro-
duced a new phenomenon called two-tiered wages where new hires
work side by side with people earning less even though they are
doing exactly the same work. Even in union contracts, roughly 10
percent of all workers are on a second tier. Large profitable corpo-
rations are now instituting two tiers. This is not just a financial
distress phenomenon.

The third basic trend is abolition of higher wage jobs altogether
by moving them offshore or overseas. We have lost roughly two
million manufacturing jobs this way, and this is even after four
and a half years of recovery. The Department of Labor is now re-
vising its outward estimates because manufacturing hasn't recov-
ered.

The fourth is perhaps a more subtle trend. We have lowered the
floor under all wages. The minimum wage, by not increasing, has
actually declined in value 27 percent. So now two full-time workers
with two children earn barely above the poverty level by working
all year round. In fact, low wage families on welfare can't go to
work because after taxes they don't earn enough to pay for child
care.

As mentioned at the outset by the chairman, these job policies
have resulted in declining living standards. Not only is the average
income down for familiesand I am talking about working families
hereincome in equality means the bulk has moved down as well.
So the average doesn't tell the full story: more people at the
bottom, the middle ha3 shrunk.

But, beyond that, these are only income statistics. If you start
looking at what has happened to benefits, the story is even worse.
For example, in health insurance, the number of people who are
totally uninsured, has increased by 50 percent since the late 1970's.
We now have 35 to 37 million uninsured people. This is 17 percent
of the work force under 65, and most of these people, recent sur-
veys show, are workers; they are full-time, year-round workers
with children. So we are not talking about even a fringe or unem-
ployed work group. These are working people without any health
insurance.

People have been left partially unprotected or largely unprotect-
ed because the shift in jobs towards the service economy has also
been a shift towards a nonunionized work force. So there is no op-
position or no organized strength to oppose this, and all trends in-
dicate more to come. In fact, if you look at job growth by total
numbers of people, the largest growing jobs aro low wage jobs. Per-
centages are higher in the high wage jobs, but the numbers are
higher in t..,e low wage jobs.

As the chairman noted, families are working harder to try to
keep even. If women hadn't gone to work, the decline would even
be greater. Women working is now the norm; our mothers, our
daughters, are working. This means no one is at home to take care
of the children, to take care of aging parents. Yet corporate policies
for leave and family care haven't changed.
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In contrast, I just want to noteand there are details of this in
my testimony there has been an image that this is a small busi-
ness phenomenon in some way. At the same time as we have seen
declining standards in our growth and large service corporations,
Fortune 500 service corporations now rival the Fortune 500 indus-
trials. In fact, they keep hopping off each other's list. Yet even the
giants' pay policies are going down. So rather than us all rising to
a manufacturing standard, we are coming down.

I want to close with asking you all and other committees, as we
have been doing a series of meetings around the Hill, with a call
for public action. This is bad for the economy as well as families.
People need money in order to buy what we produce. We need an
investment in the work force. This is our most valuable resource in
order to compete in the world economy, and as first minimal
stepsand I stress "minimal"we need some new ground rules
out there. We need enactment of a national parental and depend-
ent care standard. We need increased funding for decent child care.
We need an increase in the minimum wage. We need enactment in
pay equity for the Federal Government so that it is a model with-
out pay discrimination against women workers. Finally, for the
first time, we need to guarantee that every person working for a
living is guaranteed at least basic health insurance coverage.

I have included some recent newspaper clippings and a longer
report, a recent report from Service Employees, as well as a public
opinion poll showing widespread support for new public action, and
I ask that these be put into the record along with my testimony.

Thank you.
Chairman MILLER. If there is no objection, that will be done.
[Prepared statement and documents of Cathy Schoen follow:]
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PREPARED STATEMENT OF CATHY SCHOEN, RESEARCH ECONOMIST, REPRESENTING
SERVICE EMPLOYEES INTERNATIONAL UNION, WASHINGTON, DC

WORK AND FAMILY IN CONFLICT

New Job Policies Erode Family Living Standards

I am Cathy Schoen, Research Economist representing Service Employees
International Union On behalf of SEIU's 850,000 members, I applaud the Committee
and Chairman Miller for holding hearings to investigate what is happening to families
as the economy moves further down the road to a service economy.

SEIU represents the women and men working in hospitals, nursing homes,
offices, building services, real estate, public utilities, government agencies and a long
list of other industries -- all part of the growing service economy.

Today nearly 3 i,ut of 4 women and men work in this broad array of industries
that Census calls "services". (Manufacturing employed only 19% of all wage earners
by 1986 -- down from 30% in 1950 )

As you have heard earlier this morning, for decades the steady growth in the
service economy and the transformation of U.S. industry jobs produced rising living
standards and increased leisure time.

From 1947 to 1973, average family income doubled.

Today despite more people working for wages than ever before and four and
one half years of recovery from recession, average income is down, and family
income distribution is more unequal -- fewer families make it to the middle class and
more are at the bottom and top.

At the same time, families have stretched themselves to try and hold on

By the end of 1986, the proportion of people working for wages stood at an all
time high.

Today two paychecks are necessary to support a family. Mothers of even young
children expect and are expected to work.

Out of necessity, our workforce is already nearly half women -- most in their
childbearing years.

And by the 1990s, women will be the majority of all wage earners.

Now, perhaps more than ever before in U.S. history, our families need wage,
benefit, leave time and other job policies that are supportive of families.

More is at stake than economic living standards alone

ri.
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Our ability to produce and nurture the next generation usi 1, our ability to care
for our aging parents and relatives now depend critically on workplace policies that
support the new workforce.

Yet, SEIU members and wage earners throughout service and manufacturing jobs
find new job policies are working against families.

As a result, having a job no longer means an ability to have or support a
family -- and no longer offers the key to middle class status

On Jehalf of SEIU members and all families that depend on wages for a living,
we are here today to urge new public action to re-direct U.S. job policies

We need a new set of ground rules.

The health of our families and the US economy depends on our ability to
reward, not waste, our people at work

Service Economy Initially Meant Higher Living Standards

As we stated at the outset, for decades the U.S. transition to a world of work
dominated by service Industry jobs produced rising standards of living

A largely unionized manufacturing workforce set job standards and goals

New unions in service industries and even non-union employers looked to close
the wage, benefit and hours gaps by catching up

Jobs meant opportunity, an ability to support a family and economic security.

Although the mi.: of jobs was changing throughout the economy, job standards
were rising across industries.

Public policy implicitly relied on ,ollectively bargained contracts to set the pace
and tie rising living standards to industrial evolution

Today we are concerned not so much about the sob mix as new job lolicies
that seek to undermine all jobs supporting people that must work for a living

Changing World of Work. Job Policies Break Link Between Having a Job and Decent
Standard of Livinit

Competitive pressures from the world economy coupled with the ability U.S
corporations to choose production sites around the world changed the economic
environment since the mid-1970s

US corporations faced two very different choices in a new, more Integrated
world economy
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o Improve product quality and productivity by investing in workforce training
and skills and innovation, while looking to public policy to manage trade
relations;

o Seek short term profits and shelter by turning back the clock on U.S. job
standards -- cheapening the workforce rather than making products better

Any worker and repeated media stories can tell you which path we've been on
since the early 1970s.

Four Major Trer.ds Eroding Job Standards

Four baud job trends have emerged as part of the new glower workforce
standard? strategy.

I. More People Forced to the "Margins" of the Workforce. Starting initially
at the bottom of job hierarchies and now spreading upwards, new job policies
have created a marginal workforce of part-time, temporary and contract workers
with lower wages, few or no benefits and no job future.

Taken together. 1 out of 4 workers gpw fits this category,

o Part time workers accounted for nearly 1 out of 5 (19%) of all
employed people by 1986. And average hours for part-timers are declining.

o Temporary agencies jobs were up to 786,900 by 1986 -- nearly double
the count in 1982. And these job counts fail t, de the estimated
250,000 temporary federal jobs or hundreds of thousands other temporary
positions working directly with state, local or private employers.

-- In Los Angeles County, for example, SEIU Local 660 has fought a
losing battle to win benefits for the 10,000 plus temporary employees
-- 1 out of 6 County jobs. The average tenure is 4 to 5 years; some
have been "temporary" for 25 years.

o Contracting for Work. Officially another 1.7 million people work for
contractors to clean guard and perform other contract services for
business Another estimated additional 1 million "self-employed" are
individual contractors

Now the trend has reached corporate headquarters
The Wall Street Journal ran a headline article releasing data that
large companies expected to increased contract work from 5% in 1983
to 15% of their workforce by 1990. (May 4, 1987).

2. Concession Bargaining or Reduced Pay by Fiat. Across the board
reductions in pay and benefits have produced a new two-tiered wage structure
Au estimated 10% of union contracts now have a second tier -- no estimate
exists for non-union. Newly hired workers face wage and benefit scales as
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much as 30 - 35% lower.

Initially tiers tended to be a response to financial distress. Last
year Kaiser Permanente, a S4.1 billion health maintenance
organization, demanded a second tier of SEIU members in Northern
California despite record profits and Industry dominance. It took a 7
week strike to cut the tier i half to 15%.

3. Abolishing jobs altogether by shipping them overseas or off shore. Over 2
million higher wage manufacturing jobs hae been los: since 1979 -- even after
"r:covery*.

4. Reduction of the Value of the Minimum Wage. By failing to raise the
minimum wage with the cost of living, the floor underneath wages has dropped
by 27% in the 1980s.

The 6.5 million women and men working at the minimum wege fail to earn
enough after taxes for child care The 1.w floor today is a barrier to
helping impoverished familic; with children find jobs.

Full time work at the minimum wage today lea-es a family of two or more
in poverty. Even two full time workers woul' ,e at poverty's edge with 2
children.

Job Polick Undermine Family Living Standards

The changes at work have produced pervasive and frightening :lines in
totay's families' ability to achieve a decent standard of living by working.

Income Down -- Shrinking Middle Class

Median family income has declined and stagnated since 1973. By 1986 the
average stood 6% below levels reached 13 years earlier. A dramatic reversal of our
history.

And the "average' hides a still greater decline for the bulk of families

The proportion of families earning less than $15,000 gad more than $50,000 hay
both grown since 1973

This means the middle class is shrinking. The proportion of families earning
$15,000 to $50,000 has duclaned from 63% to 58%.

Loss of Basic Benefits

Even these income standards understate the decline
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Along with declining pay, jobs are losing basic benefits such as health
insurance Part-time, temporary, contract, and even major service industry
corporations fail to provide even basic health benefits.

o By 1986, 37 million peop:e under age 65 had no health insurance -- 17% of
the under 65 population.

o The vast majority -- 75 to 80 % -- were workers or their dependents.

The number of uninsured has increased 50% since the late 1970s -- a
frightening reversal of the U.S. historic reliance on jobs to provide health coverage
for the employed.

Families Workina Harder to Try to Hold Oa

To fight against reduced living standards, fami:;.!s are working harder.

The dramatic entry of women into the wage workforce has been the one trend
countering policies seeking to lower living standards.

In fact, if women had not entered the workforce in record numbers during the
1970s, family income would be down 18 percent today compared to a decade earlier.

Decl:ning income makes two paychecks a necessity. Single earner families'
average minus' earnings are at or below income standards necessity for "low* income
life styles.

Child care and time to care for elderly parents has become a new work place
necessity. No on is left at home to care for children or aging adults.

o Half of women with infants under I year now work.

In 10 years, demographers forecast that 3/4 of all children will have wage
earning mothers.

Yet, even working harder isn't holding the line for the younger generation.
Given curent trends young men and women can expect to ea-n 25% less throughout
their lifetimes than the previous generation.

Growth of New Service Industry Coraorate Giants

In stark contrast to declining job standards, the 1970s and '80s have produced
new service industry corporate giants

Fortune magazine vow tracks the Service 500 along with the thdustrial 500 --
the largest U.S. based corporations.



52

These giants rival one another in size, w, 'th and profits

To give just a few examples:

o Beverly Enterprises, a nursing home chain, now employs as many people as
Chrysler.

o McDonalds now pulls in almost as much in sales as Bethlehem Steel ($4 I
billion compared to $4 3 billion).

o Hospital Corporation of American employs more people and generates more
revenue than General Mills.

Often these giants retain an image of ''small* employer in local economies due
to multiple worksites.

But in fact only their continued low pay and benefit policies fit the popular
mythology equating services with small employers.

Too often taxpayers indirectly subsidize some of the nation's largest employers.
Low pay policies results in public assistance to workers who make so little they

cannot pay for bare necessities.

Ana now instead of service job policies rising to meet higher b tan ci a r d s, all jobs
are coming down.

New Job Standards Essential

New job standards are essential to give private and public employers a new set
of ground rules for the new workforce.

The issue is not one type of job or another; or one industry versus another.

As in the 1930s, the "attack jobs" strategy -- all jobs -- is crippling U.S
economic growth ,, , .vell as families

Our highly educated, skilled workforce with a commitment to work is our most
valuable resource in a more integrated world economy with rapid technological
change.

A new commitment to training and investment in the workforce not pusLing
people to the fringe of work is the key to our future

And families must have the ability to buy what the economy can produce for
the economy to grow. Consumer credit is already : t an all time high, and savings
at a low.

Fifty years ago and more the widespread failure of private policies to put the
economy to work f% r its people brought a new set of standards

Today, we need renewed public action fo- families
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As first minimal steps we urge the following

o Enactment of national parental and dependant care workleave standards.

o Increase funding for and development of decent child care services.

o An increase in the minimum wage to provide at least survival pay.

o Enactment of pay equity to make the federal government a model for all
employers

o And, for the first time, passing legislation to guarantee that anyone work ing
will be insured for basic health care services.

In sum, we need to put job policies on the side of families and to meet the
needs of the new workforce.

We have attached a recent SEIU pamphlet and news articles to provide further
detail. We ask that these be entered into the record along with our testimony.

Than k you.

5;8
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"REPRINTED FROM THE At-tut, 20, 1987 ISSUE OF BUSINESS WEEK BY SPECIAL

PERMISSION. © 1987 BY MCGRAW-HILL, INC "

Even Business Week, the Wall Strew Journal and NBC Nightly News

cite evidence of a declining 11\

Business Week, April 20, 1987
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ISSUES CONFRONTING THE NEW WORKFORCE

Results from a National Survey of A3erican Voters
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The Service haployees International Union represents 850,000
workers, most of Ithom work in service jobs in our economy. They
range from janitors to secretaries, from nurses to police
officers, from food sivIce corkers to highway engineers. They
are average American workers, struggling like so many others to
maintain the standards of living that their parents achieved and
to better the future for their children.

In the economy of the 1980s. these workers face income and
employment prospects that, in the absence of government action,
are dismal. It is clear that the private marketplace will not
address the needs of the new workforce. And, it is clear that
these needs will be met only if the government takes an
aggressive role to require workplace standards on pay and
benefits.

We believe that the establishment of workplace standards is
not only good economics, but is good politics as well.

The Service Employees International Union commissioned the
national polling firm of Fingerhut/Granados Opinion Research to
conduct a national survey of 724 registered voters to test the
strength of voter opinion in three critical policy areas:
parental leave and related child care issues, the minimum wage
and health insurance coverage. As the summary results show, the
sentiment among voters for government action to improve existing
pay and benefit standards was overwhelming, if not dramatic, in
the depth and breadth of the responses across age groups, income
classes and regional lines.

In each of the three issue areas, our poll revealed
widespread support for specific legislative proposals which would
require employers to provide unpaid parental leave, would raise
the minimum wage and would require employers to provide health
insurance for their employees.

Support for these policies also extended to support for
candidates, with strong majorities more likely to support
candidates for public office who favored these proposals.

In addition, the poll signalled a change in voter sentiment
regarding the role of government in our economy. Specifically,
voters were much sore inclined to support government
establishment of standards to guarantee adequate pay and
benefits, even if such standards would cost jobs.
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The national polling firm of ringerhu;/Granados Opinion
Research conducted a survey of 724 registered voters during the
first week of June 1987. The survey dealt primarily with
parental leave and related child care issues, the minimum wage
and major heaath care issues.

To insure relevance to the electoral process, the survey
sample was screened for registered voters.

To further ensure the absence of at/ ideological or partisan
bias in the sample, the survey measured respondents' 1984
presidential vote chose. The results of those who recalled
their choice:

Reagan 61

Mondale 39%

indicate a sample that very closely approximates the actual
voting rlIblic and -- if anything -- is slightly more Republican-
voting tnan the nation as a whole.
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Highlights of the survey results are as follows:

Parental Leave and Child Care

1. Qverwhelminc support exists for parental leave
2eaislation.

By a significant 77 to 15 percent margin,
respondents indicated that the parental leave
measure now before Congress is a "good idea".

Table A in the appendix presents a demographic
and political breakdown of respondents to this
question. As illustrated, strong support for
the current legislative proposal on parental
leave exists among all age groups, across regions
and across all political groups.

2. By a 2 to 1 maiorityvoters believe that the
aovernment_pr_employers should provide at least
partial pall for maternity leave.

Voters responded 62 to 35 percent in favor of
providing some income during leave. Again,
support exists across all ages, regions and
political affiliations.

3. parental leave is good politics.
Respondents are more likely to support a candidate
who_favors_a_Parental leave molicv.

When asked if they would be more inclined to support
a candidate who favored leave policies, 73% said they
would be "more inclined", while only 12% said they
would be "less inclined" to support such a candidate.

*lb Among "swing" voters (indepsndents, 1988 presidential
undecided. and "Reagan Democrats"), there was over-
whelming support for candidates who favor requiring
employers to provide parental leave.

4. Voters support expanded child care programs. even when
asked if they would be willing to support such programs
throuah their taxem.

When the question regarding child care is phrased in
tough terms, a 53 to 44 percent majority say they would
be "willing to support chilc care programs for working
parents through my taxes".
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Minimmilmas

1. gv a massive 71 to 20 percent margin. registered voters
IL

thiLjtjamnuam.
The depth of support for increasing the current
minimum wogs was significant. Strong support
existed among all occupational groupings, age and
income classes. Selected demographic and political
information is presented in Table C.

Strong support also existed for this proposal
across the political spectrum, with swing voters
indicating support by a two to one margin.

2. ArLayirxhilminamalexitytalt.that the minimum waae
j "too low" (84 nercenti and 78 arcent felt that an
email= minimum wase_is Naood for the_economvm.

'upport for higher minima wages cuts across
ages, incomes and regional groupings.

3.
fil212211IBL111113ralaiLIILVISSiallaLBASULKIS
sound despite the fact that. by a 54 to 41 percent
margin. respondents agreed with the anti- minimum
lasicjimmantjakiLLEAWnrAhLainimmuntsa=Leautinjuguistkagge.
Voters polled felt that workers should be paid
enough to survive without public subsidies, even
if there was some cost to this proposal. Strong
support exists for paying workers decent wages.

HaalthCars

1. Basponeents tunnorted aovernmant action
1 a

larmaxkingasaals.

By 73 to 24 percent, voters rejected the
notion that "the government should do nothing
to improve health insurance coverage and just
leave the issue alone'.

Almost two-thirds of the respondents felt that
"the government should require all , ployers to
offer a health plan to their employees".

9
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2. By a two to one marain. voters suDtorted the
measure before Congress which would require
emolovers to provide health insurance. Day
At least 80 percent of the cost and subsidize low
wage workers

Support for this measure was found throughout
the sample, with 62 percent overall feeling that this
proposal was "a good idea". Key swing voting
groupl expressed strong support for this measure.

Details are presented in Table D.

3. Sum :tort for the issue extends to support for candi-
SIAILA.

63 percent of the sample said they would be "a lot
more taciined" to support a candidate for public office
who favored a policy that would require employers to
provide health insurance and to pay part of the cost.
Another 21 percent said they would be "a little more
inclined" to support such a candidate.

political Support

1. To test the political impact o2 these issues. we
Asked how oeople would react to candidates who
supported all the issues outlined above. Support
for such candidates was overwhelming.

The question read "Looking together at several
of the issues we have discussed, suppose a candi-
date said he or she would fight to increase the
minimum wage, improve support for child care pro-
grams, and work to provide health insurance coverage
to the working people who don't have adequate coverage.
Would you be significantly more likely to support that
candidate, somewhat more likely, or less likely to
support that candidate?"

The findings: 78 percent mere likely
16 percent less liklev

government Action

1. When asked whether government _should set standards
to_instre that iobs_Dav_enouahLand provide adeauate
benefits so that workers can take care of their
families. an overrhelmina s1 percent answered yes.

Four out of every five registered voters in this
sample expressed support for government intervention

70
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on pay and benefits.
2. When tole; that some People argue that incraasina

standards miaht mean somc job loss. 71 percent of
the respondents bet thItAtAildALCIL11121aSUMraised.
Respondents indicated strong support for increased
standards coupled with programs to keep or create
new jobs.

Conclusion

Results of the survey among a landom sample of registered
voters clearly illustrates strong, brad -based political support
for government action oo establish minimum workplace standardsin
three areas: parental leave and child care, minimum wage and
minimum health insurance coverage. It is clear from the poll
results that voters across the political spectrum perceive the
"new realities" of working in America today and understand the
difficult circumstances of many working people and their
families.

More importantly, voters are willing to cast their ballots
based on what candidates say about these issues.

Analytic Note: A "Reagan Democrat is a person in the survey
who indicated they voted for Reagan to' PresideAt
in 1984 and a Democrat for Congress in 1986.
They are representative of the most critical
swing voting groups in the electorate.

71
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APPENDIX

TABLE A -- APPROVAL OF LEAVE LAW

Q35 The:c is s measure before congress which would require
empin. ers to provide unpaid leave to at least one parent ...
or to employees who need to care for a seriously ill family
member .. do you think this measure is a good or a bad ideal

Good Ides Bad Idea
Neither

Q.nod/Bad Don't know

gmaill 77% 15% 5% 3%

inbjOGRAPHICS

Northeast (24) 78 14 6 3
Midwest (26) 83 12 4 i
South (30) 71 18 7 4
West (20) 75 16 6 3

Au

18-30 yrs (21) 85 10 3 2
31-40 yrs. (25) 79 16 4 2
41-50 yrs. (18) 78 15 6 1

51-60 yrs. (12) 69 17 11 3
60. yrs. (22) 70 18 6 b

Gender

Male (47) 76 17 4 3
Female

pOLITICAL

(53) 78 14 6 2

Political Party It.

Democrat (39) 78 15 5 2
indep no lean (12) 74 21 2 4
GOP (15) 75 16 7 2

Current *arty Choice for 195$ Presidential Electioq

Democrat (36) 79 13 6 2
Lean Democrat (II) 78 12 5 5
Undecided (21) 75 17 4 5
Lean GOP (22) 77 20 3
GOP (10) 74 16 8 2

Beatan Democrats (13) 75 19 4 2

2
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TABLE B -- APPROVAL OF PARTIALLY PAID MATERNITY LEAVE

Q39 The government or employers should provide at least some partial pay during
maternity leave

Agree
IL142/

Agree a Disagree Disagree
Lille, Link A1u Don't Know

Overall 35% 27% 16% 19% 3%

raMOGRAPH1Ca

Emma

Northeast (21) 38 26 17 17 2

Midwest (2.6) 36 29 11 20 2

South (30) 31 23 18 22 3

West (20) 34 31 14 18 3

Au.

18-30 yrs (21) 47 3; 14 8

31-40 yrs (25) 39 27 20 12 2

41-50 yrs (18) 34 22 20 21 2

5I-6n yrs (12) 29 24 13 30 3

60+ yrs (22) 23 27 13 31 6

Gender

Male (47) 32 28 17 21 2

Female (53) 39 26 15 18 3

POLITICAL,

Party ID

Democrat (39) 44 27 13 14 3

Indep. no lean (12) 33 27 12 25 4

GOP (25) 28 28 2n 23 1

Current Party Choice for 1988 Presidential Election

Democrat (36) 47 24 15 12 2

Lean Democrat (I I) 41 22 16 16 5

Undecided (21) 29 32 15 22 3

Lean GOP (22) 23 27 17 32 1

GCP (10) 26 30 19 25 I

Masan Democrats (13) 26 30 23 22
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TABLE C -- APPROVAL OF MINIMUM WAGE

Q58 There is a measure before Congress which, if passed would raise the minimum
wage in three steps -- to $3 85 in 1988, $4 25 in 1989 and $4 65 in 1990
In later years, the minimum wage would be indexed to the average hourly
wage Basically, do you think this is a good idea or bad idea?

Good Idea Batifigi
Neither

ciood/BaQ Don't know

Overall 71% 20% 5% 4%

DEMOGR A PH ICS

&Ain
Northeast. (24) 74 19 5 2
Midwest (26) 73 18 4 5
South (30) 66 ".1 7 5
West (20) 73 18 4 5

Au
18-30 yrs (21) 71 20 5 5
31-40 yrs. (25) 74 21 3 2
41 -SO yrs. (18) 73 16 6 6
51-60 yrs (12) 67 22 8 3
60+ yrs. (22) 68 20 6 6

Ciradra

Male (47) 68 25 4 3
Female (53) 73 15 6 6

POLITICAL,

Political Party ID

Democrat (39) 80 11 5 4
Indep. os lean (12) 64 25 7 4
GOP (25) 67 24 5 5

Current Party Choice fo- 1988 Presidential Electiog

Democrat (36) II 10 4 4
Lean Democrat ( I I) 84 10 4 3
Undecided (21) 60 26 6 7
Lean GOP (22) 57 33 7 3
GOP (10) 64 28 6 3

Paean Democrat& (13) 63 30 7

7 4
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TABLE D-- APPROVAL (.1 HEALTH INSURANCE

Q75. There is a measure before the Congress which, if passed, would require all
employers to provide a basic minimum health insurance package to their employees
and dependents This bill would require the employer to pay at lust 10% of
the cost of the premium for the package. For very low-wage workers, the
employers would be required to pay 100% of the cost. All workers would be
included under a basic health insurance plan as a result of this bill.
Basically, do you think this is a good idea or a bad idea?

Good
lika_

Bad Neither Don't
Ides_ Good /Bad Knelt

Overall 62% 29% 16% 19%

DEMOGRAPHICS
&Jilin

Northeast (24) 67 23 5 5

Midwest (26) 65 29 4 3

South (30) 53 36 3 8

West (20) 64 26 3 7

An
11 -30 yes. (21) 65 29 3 3
31-40 yrs. (25) 61 25 5 2
41 -SO yrs. (18) 61 'A 3 3

51.60 yrs. (12) 51 32 7 10
60. yrs.

gradra

(22) 58 30 1 11

Male (47) 60 34 3 3
Female (53) 63 25 4 8

LCILMCAL
Party 1D

Democrat (39) 73 21 1 S

Indep. no lean (12) 59 25 10 6
GOP (25) 45 44 3 7

current Party Choice for 1918 Presidential Election

Democrat (36) 74 20 2 5

Lean Democrat (11. 73 1".- 3 7

Undecided (21) 60 21 5 7

Lean GOP (22) 43 44 I S

GOP (10) 46 46 4 5

/Itilln124minun (13) 66 32 1 1
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Chairman MILLER. Mr. Levy, in the press from time to time over
the last several months, there has been a suggestion by some
economists and people in the public policy arena that the current
economic expansion that we are experiencing has been driven by
and you touch upon this in your testimonythe tax reduction,
which kept some things going; people sending a second wage earner
into the work force; and, finally, the use of institutional and per-
sonal debt to keep this consumption and this cycle going.

If that is true, it would seem to me there comes a point at which
you bump up against some ceilings here where you can't continue
that effort. If debt is, as I said in my testimony, 88 percent of dis-
posable income, there comes a point where that cannot continue to
expand if you are still to manage all of the other obligations of a
family. In fact, maybe some of that debt is created to manage those
necessities, that all of that debt wasn't just for unessential activi-
ties of a family. Some of it may have been created to finance
health care or education, or what-have-you.

Where does that tell us we are going? If you start to reverse that
trend and you say, "okay, you have got to start paying down some
of this debt," are families in a position to reverse that trend? Or
are they stuck as the Federal Government appears to be, with this
$180-200 billion debt that is starting to look very permanent no
matter what we do or tell our constituents? It kind of sits there
like a heart beat. I just wonder where we are in this trend line.

Mr. LXVY. I think in terms of living standards, my sense is that
living on debt has pretty well run out, and the question is, is there
some other cavalry that is going to come to the rescue to keep the
expansion going?

Briefly, I think you want to think about the Federal deficit and
personal debt in exactly the same way, because if you think about
the pressures on the Government that created that deficit, it was
to give big tax cuts without cutting expenditure, and that was a
way of putting more money in people's pockets, just like if they
run up on Mastercharge it puts more money in people's pockets.
The only way we were able to do that is because other countries
were willing to lend us for a time large amounts of money. That
seems to be pretty well exhausted now.

So there are two possible things that you hope will come to the
rescue before you start seeing significant slowdowns or declines
and additional declines in living standards. One is that as the
dollar falls exports start picking up, and we are seeing some of that
already, and you hope that that process happens fast enough to
really give the economy some boost.

The other, which we are still holding our breath about, is that
output per worker starts rising and that real wages start rising
again. This expansion has been very good in terms of creating new
jobs. What it hasn't done is to get the kind of increase in output
per worker that was typical for the postwar years up through 1973
and that was responsible f,r rising living standards.

I don't think anybody can give you a real answer as to why that
hasn't happened economy-wide. If it does, there will be money
there to allow wages to start rising again, and that will be another
way that we can forestall that.
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So those are the twb possible rescues: more exports just to keep
the economy going and rising output per worker to get wages back
again, and the question is, will they come? I don't know the answer
to that. If somebody does know the answer to that, you want to
sign them up right away.

Chairman MILLER. But it would appear at least that at some
point there are going to have to be two reversals that take place
within that context. One is the pay-down on private debt, on family
debt. There is going to have to be some payment made on that
debt.

Mr. LEVY. That is right.
Chairman Maim. Like all debt, it is going to get heavier and

heavier just to service that debt, so even if you get an increase in
real wages you may be dedicating that which might have gone to
consumption to pay off old debt.

Mr. LEVY. That is right.
Chairman MILLER. And at some point there is going to have to be

a reversal at the Federal level, because you are going to have to
have additional revenues just to manage the debt at current levels,
if that was your goal. Forget a balanced budget. If your goal is just
not to have an increase, you are going to have to have a reversal.

I guess my follow-up question would be, to what extent does debt
reduction negate what may take place in terms of increased pro-
ductivity, real wages, or the possibility of a dramatic export expan-
sion?

Mr. LEVY. The answer is, if something good does happen, then
you can hold it to a draw. There is enough money to start pa ''ng
of some of this debt without seeing actual declines in living stand
ards. If good things don't happen, then the pay-off of debt will re-
quire declines in living standards. So the question is, can you hold
even or are you going to have to take a loss?

Chairman MILLER. Mr. Bartlett, on the discussion of the service
sector and the makeup, obviously, Ms. Schoen has a somewhat dif-
ferent approach to it than you do. But more recently, it seems to
me that there is now discussion in the public press that when we
talk about this service sector and whether these are low-paying
jobs and the expansionand you mentioned the fact, or at least I
heard you to say that the real expansion in the service sector now
is taking place at the upper levels as opposed to the lower levels
people who write and defend the transition to the service sector
very often now insist that when we talk about the service sector we
consider the chairman of the board of IBM in the service sector as
well as people who are doing assemblage work for that same com-
par* ; and therefore, when you average it all out, the wages look
pretty good.

My question is this: L. there really an expansion in terms of
numbers and wages at the top level, or is it possible that, as we see
in California, once the lower wage jobs were determined and estab-
lished and the process was ironed out, it was shipped off overseas,
and that job, in fact, disappeared. That would give you a higher av-
erage in hourly wages within that industry, because you have sub-
tracted the lowest portion out and transferred it overseas. I don't
know that to be the case, I am just putting together the popular
press here; I am trying to figure out what is fact or fiction.
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Mr. Bann Err. I was making my statement based on the BLS's
classifications of occupations, which brings up a problemnamely,
how do you determine what is a service job and what is a manufac-
turing job?

I mentioned briefly in my testimony that in the past you had,
say, an accountant working for Ford Motor Company. He is count-
ed as a manufacturing employee in the BLS statistics, and if Ford
decides to hire an outside accounting firm to do their accounting
and eliminate this person's job on the Ford payroll, all of a sudden
you have had a shift of jobs from manufacturing to services, and I
think that is a lot of what is going on.

But I don't think that the data necessarily suggest that if some-
body is, in fact, working for a manufacturing company, such as
IBM, even tHugh they might be doing something that might be
considered a service rather than working on an assembly line, that
that is not included in the data in the trend.

Basically, I was talking about things like the fact that lawyers
and accountants and various occupations that are relatively high
paying tend to he the expanding ones, and the manui'l labor, ditch
digger type things are not the expanding numbers. So that is
where I got what I was saying from.

Incidentally, if I cor Id just say something on this debt question, I
think it is very important to point out that debt as a share of
assets has not risen very much. So the increase in debt has been
matched by an increase, in a sense, in people's ability to pay for it.
They could sell assets if they chose to. In fact, a lot of this debt was
used to acquire assets. During inflation, it makes a lot of sense to
go into debt and buy a house. But that is n't the same thing as just
going into debt on your Masterche to buy dinner. It is not the
same thing, because you have got an asset. there, and I think if you
calculate the data in those ways you get somewhat c' a different
picture of this debt question.

Chairman MILLER. I think, for the purpose of conversation, there
is some difference. My concern is that we are now watching home
equities being used to buy the dinners.

Mr. BARTLETr. That is a function of the tax changes.
Chairman Ilium. Whatever it's a function of, my concern is, at

what point is the liquidity of a family used up and do we find our-
selves with serious proilems? I don't know. That is somewhat rela-
tive in that discussion.

Ms. Schoen, do you want to respond?
Ms. SCHOEN. Yes. As I noted, we submitted for the record a small

pamphlet, and I think it is important to make the distinction be-
tween percentage change in jobs and absolute growth in jobs. Ifyou
look at the top 20 or top 10 on the list if job growth, the Depart-
ment of Labor is saying it is cashiers, custodians and sales workers.
The accountants, the computer techs, are big in terms of percent-
age change. I think it is important not to mix the two of them in
terms of where the jobs are likely to be.

Chairman MILLER. Just one final question, and that is, where
would we have been over this time frame, 1973 to the present, had
not women entered the work force or the spouse entered the work
force to make a two-earner family? And where are we in resolving
the issue of some people suggesting that, should they choose to do
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so, women could leave the work force and go back home? I just
wonder where we are in terms of that being dictated by economic
necessity.

Mr. LEVY. Are you asking me?
Chairman MILLER. Well, I am asking the panel where you believe

we are. Is that reversible? It is hard for me, just in my casual con-
versations with my friends, to believe that they have the ability to
give up that income. Again, I don't buy into the notion that this is
all a lark and a luxury. When I see where they are spending the
money, it looks pretty fundamental.

Mr. BARTLerr. I suppose one might argue that if women second
earners hadn't entered the work force in such large numbers and
the same number of jobs had been created that we would have had
extremely low unemployment. In fact, we probably would have had
labor shortages, which presumably would have bid up real wages
for those people that were in the work force. So it is hard to say
how things would have turned out if things had been different.

Mr. LEVY. I find no evidence for that view at all. I think the
basic determinants of wage problems over the last ten years had a
lot to do with big increases in oil prices and the problems of U.S.
industry adjusting to very slow growing markets and a very differ-
ent kind of world economy than we had in the 1950's and 1960's.

If women hadn't come into the labor force, the wages of men
would have been a little bit higher than they otherwise were, but
nothing like the kinds of growth we had seen in the 1950's and
1960's, and you have to believe that if family incomes declined by 4
or 5 percent with two earners they would have declined by 10 or 12
percent without the increase in two earners.

The bottom line is that women coming into the labor force makes
for a lot more work effort in the society, because you are not cut-
ting down on what is going on very much at home and you are
doing market work. So, really, the number of hours of work has in-
creased by that. So that is what is allowing people to buy more
houses, and so on and so forth, because there is more work effort
being cone.

Ms. SCHOEN. The Joint Economic Committee put out a statistic
about a year ago of an 18 percent decline if women hadn't entered
the work force as one way of looking at it. I think another way is
looking at what two-earner families make versus one-earner,
whether they are man with wife at home or a single head ci
family. A single earner now averages roughly $17,000 to $18,000 a
year no matter what kind of family they are, which is at the lower
edge of what the Department of Labor says is a low budget, a bare
survival budget; there is not enough money there.

If you talk to any working family, basically, they see it as a ne-
cessity at this point for two paychecks.

I guess the other statistic that is just beginning to come out are
intergenerational kinds of problems The kind of job policies I de-
scribe mean that the new entrant into the work force, the new
hire, is receiving less. Two-tiered, contract work is lower paid work.
It may be for the same manufacturer, but it is at a much lower
wage, the custodian who now works for a contractor.

The Department of Labor has a longitudinal study that they are
just beginning to get results from that show that people who have
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entered the work force in the last five years compared to their
cohort ten years ago are earning 25 percent less when you adjust
for inflation, and this is men are earning less and women are earn-
ing less. It is a track that, if it continues, means that this next gen-
eration not only is working harder but getting considerably less fortheir work effort.

Chairman MILLER. Congressman Coats.
Mr. COATS. I would like to get into the question of children in

poverty, and I think it was Mr. Levy who said that about half of
the increase in the number of children in poverty was the result of
single-parent families. Do the other panelists agree with that, or
have you looked into that particular question? Let me just start
with that question.

Mr. BARTLETT. I haven't really looked into that.
Mr. Corns. Okay. Mr. Levy, those statistics come from where?
Mr. LEVY. From the Bureau of the Census.
Mr. COATS. So that would have a decided impact on the overall

numbers in terms of average wages, average family income, and so
forth, particularly for a particular class of people, wouldn't it?

Mr. LEVY. In terms of determining the number of children in
poverty, the growth in the number of families headed by women
has been quite important. In terms of what has happened to
median family income, it really hasn't been very important.

Mr. COATS. Why not? Because it is such a small percentage of the
whole?

Mr. LEVY. Because it is a relatively small percentage.
Let me give you an example. You recall back in the mid-1960's

that the U.S. Department of Labor discovered this issue of ferA ale-
headed families. That is when Senator Moynihan wrote the Moyni-
han Report, and so on and so forth.

Despite the increasing number of female-headed families during
the 1960's, median family income for the Nation as a whole still
increased by about 30 percent in real terms from 1960 to 1970. So it
Just isn't a big enough number to really affect that.

Mr. COATS. li, definitely has an effect, though, on the types of
families and of children that we look at here in this committee in
terms of the problems faced. Isn't it pretty much a fact that many
of those mothers that Ere thrown into the work force, so to speak,
out of necessity. Bring to that low education levels and low skill
levels and therefore their only entry way is through low paying
jobs?

Mr. LEVY. Absolutely.
Mr. COATS. I would like your opinion, and the others on the

panel, on what an increase in minimum wage, as legislation we
have proposed, would do to the ability of some of those people to
find employment. Some would argue that those low paying jobs
then would flip over to automated jobs or pick up higher skilled
workers and freeze out first-time entrants into the work force.

Mr. LEVY. I don't know the answer to that. I have seen a range
of estimates, and I can't really give you a story that I am comforta-
ble with one way or the other, either that numbers of jobs will be
eliminated or that nothing really will happen to the numbers of
jobs; I just don't know.
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Mr. COATS. Does anybody else have an opinion on that?
Ms. SCHOEN. The thing that is clearand, as Frank said, there

are estimates all over the placeis that where States have made
an effort to raise the wage and provide child subsidies people go to
work. If you keep the wages so low that you can't perform your
other job, which is also to take care of your children, the ability to
put people to work just isn't there.

So there is basically not much evidence that the job loss would
offset putting people to work, because every time we have raised
the minimum wage, in fact, jobs have inc-i-eased, and they have in-
creased up and down the economy. So the only historical evidence
we have would suggest that raising the floor is actually good for
the economy, not the reverse.

Mr. BARTLETT. I don't think there is any question that you would
reduce the number of jobs available and that some people would
lose their jobs, and you would have a wide variety of other negative
effects from raising the minimum wage that I think would greatly
offset whatever impact you had on those few Lpecific people who
got increases in their income as a direct result of the rising mini-
mum wage.

I think it is important to note that the vast bulk of people who
work at the minimum wage are secondary workers. Most of them
are kids living at home with their families. There just aren't very
many heads of households working at the minimum wage, and I
think it is really a mistake to even talk about whether you can
support a family on a minimum wage income, because there just
aren't very many people out there in that situation.

Mr. COATS. A lot of labor statistics and ei-onomists indicate that
in the coming years, not so very far in the future, we are actually
facing, I don't know if I want to call it a labor shortage but at least
a labor squeeze, particularly in certain categories of jobs. Number
one, that labor squeeze results from the fact that those jobs are de-
manding higher skills and higher levels of education to perform
them, but that that squeeze also is going to cause a rise in the job
benefit level and the job wage level.

Do you agree with that? Have you looked into that question, and
do you see that coming? If so, how soon are we looking at that?
Early on, the estimates were, in the late 1980's we would begin to
see the effect of the aging of the Baby Boom, fewer workers enter-
ing the work force, the expanding of the jobs, and the upward push
on the wages and benefits.

Mr. LEVY. Let me talk about that specifically with respect to the
issue of children in poverty for a second. I have seen the same arti-
cles, I guess, that you have, and I get from those articles two differ-
ent stories. One story says that there will be such a labor squeeze
that finally employers will have to reach into areas that they just
never touched in the 1970's. The classical story that you keep on
hearing is the bus in Westchester that goes in to pick up kids in
the South Bronx to get them out to McDonald's. I think that bus
has been written up in more newspapers than any other bus in the
history of the United States.

On the other hand, you hear stories that the nature of jobs is
changing so fast that nothing will induce employers to dip into
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that pool of labor, because kids just don't have the skills and it is
not worth their time to do it.

Again, I just don't know what the answer to that question is. My
guess is that over the next couple of years certain States, like Mas-
sachusetts, where there are very low unemployment rates, provide
some kind of natural experiments to see what is going on, to see
how much employers are doing to get kids that they otherwise
wouldn't do. But, as far as I know, that evidence is not in yet. So I
really can't say.

Mr. BARTLE-ff. I don't know. I haven't seen any aggregate data
on this, but I think casual observation suggests that there are more
cases than one bus up in Westchester. All you have to do is go out
to Fairfax County here, and you see "Workers Wanted" sign*, all
over the place, and you find that many of the businesses that tradi-
tionally paid the minimum wage are having to pay substantially
more than the minimum wage to attract the number of people that
they need, and you see outfits like McDonalds running nationwide
ads trying to encourage elderly workers, retired people, to come
back into the labor force to work, because they just can't get the
people, and I think that trend will continue for the reasons you
cited.

Mr. COATS. Thank you.
Chairman MILLER Congressman Wheat.
Mr. WHEAT. I would like to continue along some of the lines that

Mr. Coats has started, in particular regard to the minimum
wage. I don't want to get into it too t. ily, but, Mr. Bartlett and
Ms. Schoen, your testimony has been c _redly contradictory about
what .ne effect of an increase in the minimum wage would be.

Mr. Bartlett, in particular, a couple of the statements you have
made as to who is earning minimum wage are counter to some of
the evidence that I have seen.

I would just be wondering if each of you at some later time
hopefully soonwould be willing to submit, Ms. Schoen, the histor-
ical data that you referred to and, Mr. Bartlett, the evidence that
you would refer to suggesting that most of the people who are
earning minimum wage are not heads of households or ate just
kids, because that is absolutely counter to the information that I
have seen so far, and I would like to see that kind of data.

[The data follows:]

7
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INTERNATIONAL UNION. AFL-CIO. CLC
1313 L STREET NW WASHINGTON. DC ZOOM DOD SOS-3200

JOHNJ SWEENEY RICHARD W colon
INTIPIIIMIONAL Plume INTIA11010/ SECRETARY TREASURIBI

July 27, 1987

Congressman George Miller
Chairman, Select Committee on Children, Youth

and Families
385 House office building Annex 2
Washington, DC 20515

Dear Congressman Miller:

Enclosed is an edited copy of Cathy Schoen's testimony
before your committee on "American Families in Tomorrow's
Economy." Ms. Schoen was unavailable during the period necessary
to meet your deadline. In her absnece I have reviewed her
testimony and attempted to address the issues raised in your
letter.

In response to your questions, I have included two
enclosures. First, a recent study by Data Resources, Inc. stating
that involuntary part-time work has increased by 224% since 1960,
as opposed to an increase of 213% in voluntary part-time work. As
noted in the enclosure, however, most of the increase in
involuntary part -time work has occurred since 1970. Furthermore,
the reduction in part-time work is less than would be expected
given the drop in unemployment since the recession of the early
1980s.

Second, I have enclosed a copy of a recent position paper
prepared by SEIU on the Minimum wage. It thoroughly docunents the
answers to thA questions cGntained in your letter.

Please feel free to contact me for additional
clarification if needed. Thank you.

Sincerely,

)11n--Ross
Aisistant Director of Research

fi
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EXCERPTS FROM "EMPLOYMENT, UNEPIPL2YMENT, AND THF LABOR FORCE" COMPLETE
TEXT 18 RETAINED IN COMMITTEE FILES

PART -113a EMPLOYMENT: IS TT HIDING
UNEMPLOYMENT/

Ohm the bcreadng importance of the emir actor.
Mae the swap workweek is now down to 32.7
hone. it my well be that the 40-bat workweek is
rod former a the nom (Chan 11.1). In the whole-

9

sale and retail weds industries. be instance, one-third
of ail employees work part -err Mn than 33 ham
per week). compare. dr only 6% in marofecturiag.

Is the bMwr incidence of pun-time employment a
came for concern/ It would be if the pins in employ-
ment done the 1962 recenion trough included many
n ew pon-tim Jobs held by workers who could not find
full-thins work. This would indkate that the official
=employment rate is not upturns a oubstanedd
amount of under-employment.

It is important to drimpah between workers who w-
anly choose pat -rhea anpf -.meet and those who
talcs part-dm Was because of adverse Mbar-teartet
mordant. voluntary pert-des employees are by far
the kr= group. wish their numbers rising weedily
from 6.6 ma= In 1960 to 14.1 million currently as

Dia Ilmources U.P ll.ww, ater 11117
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Employment. Unemployment. and the Labor Force

Chart 11.1
Weekly Hours of Nonagricultural

Production Workers
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Chart 11.2
Part-Time Employment as Percent

of Total Employment
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new labor-force entrantsparticularly 'omen- -opt
for put -tame Jobs. The number of involuntary part-
time workers has also nun over this period from 2 5
million to 5 6 million, but much of the manse oc-
currcd after 197C. Involuntary part -tame employment
is much more sensitive to zyclical labor-market condi-
tions and can rise by as much as 2 million diem; reces-
sions. as layoffs force full-time workers to take pen-
ding positions. Between 1960 and 1986, both volun-
tary and involuntary pert-time employment averaged
about 3 0% growth, compared with 2 3% for establish-
ment employment as a whole (Chart 11.2).

Since the recession trough in the fourth quarter of
1982. the unemployment rate has fallen from 10 7% to
6.6%. and the level of involuntary pert -tame employ-
ment has dropped by 1.2 million To determine if this
level is still high relative to the unemployment rate. we
animated the following equation that relates the
change in involuntary part-time employment as a per-
cent of total employment (R) to the change in the un-
employment rate (RUC)

Chart 11.3
Involuntary Part-Time Employment
as Percent of Total Employment

and the Unemployment Rate
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Employmet. Unemployment. and the Labor Foram

It - 1., - 0.505 (RUC - RUC -I)
(12.07)

Ita = 0 61

The enimation period extends from 1960 to
end-1982; the equation was than solved dynamically
from 1983 to the prima. The solution indicates that

l 1 1

the drop in involuntary part-time employment &arson
date recovery is 260.000 less than ',mad be atputed

an the decline in the overall unemployment rue.
Ms *re represents 0.2% of the labor force. Thus, a
can be concluded that the official unemployment raw
shebdy overstates the Improvement in labor-mastK
condemns Inc. 1982.

Data Ravouros a U s Ratter Nay 1110
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Employment. Unemployment. and the Labor Form
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[Minimum Wage: Americans Deserve A Living Wage, is retained in committee
riles]

EXECUTIVE SUMMARY

MINIMUM WAGE FREEZE: A DRAG ON THE SERVICE ECONOMY

The U.S. Economy is a "service economy -- three out of every four workers
rr-stl*ices services. Over the next ten years, virtually all of the new jobs will
be in the service sector.

Serv:re indestrias and jobs are diverse, with a broad range of skill and
complexity 'I.% their common thread is "below-average pay and benefits
Two out of every five jobs in services is low wage.

Th. eroding value of the minimum wage is one of several important factors
holding down pay standaids of the "service economy. Over 88% of workers
paid no more than the minimum wage work in service industries. Jobs paying
no more than S3 85 per hour -- the scheduled minimum wage increase in 1981
undcr current proposals -- account for 12% of all workers in service industries.
About 40% of them earn less than $4.65 per hour -- the standard which the
minimum wage should equal today

In 1987, 8 out of the top 10 jobs employing the most minimum wage workers
are ''services" -- only two of which are in The retail unties. Taken altogether.
these 8 jobs account for 74% of all minimum wage earners

III A look at where job growth is r-edicted in the future indicates that this trend
towards lower job standards w.11 continue. Seven out of the ten fastest-
growing jobs over the next decade are service-sector jobs that employ large
numbers of minimum wage workers.

While the Administration talks about the need to train computer programmers,
accountarts and engineers, it is the relatively low-paid occupations (those
paying below median weekly earnings in 1986) that will account for 58% of the
net growth for the next decade.

Raising the minimum wage on a regular basis would be an important step toward
upgrading the low-pay standards of the new service economy. Unless this and
other steps to improve service sector productivity are taken now, U.S. living
standards will continue to decline.

WHO WORKS AT THE MINIMUM WAGE

III Altogeter, 65 million Americans work for no more than the minimum wage of
$3.35 an hour in 1987. A total of II 5 million workers -- 10.5% of the labor
force -- earn $3.85 or less an hour.

1 1 4
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There is no single stereotype of minimum wage workers; they cover a broad
spectrum of the workforce -- young and old. married and single, male and
female

Adults, 20 years and older, account for 70% of minimum wage workers.
Women account for 63% of minimum wage earners and minorities are 17%.
More than 55% of all minimum wage earners work full-time or want full-
time jobs.

III Raising the minimum wage will help millions of workers at the bottom of the
economic ladder: Over 45% of minimum wage jobs are held by heads of
households and married women. One in four minimum wage workers lives in
poverty -- family income below $10,000 compared to just 8% of all workers
One in two are in households earning less than the BLS "bare-bones- budget of
$19,460, compared to 25% of the entire labor force.

A NEU LEVEL NEEDED FOR THE MINIMUM WAGE

RI The purchasing power of the minimum wage has declined by 27% since 1981 and
now equals only 37% of the current average hourly wage of $8 95.

IN The minimum wage is not a living wage. Full-time work at $3.35 an hour
leaves a family of two or more people in poverty Working full-time at the
minimum wage, a person earns only 62% of the poverty threshold for a family
of four ($11,200).

III The 6.5 million men and women working at the minimum wage don't earn
enough after taxes to pay for the four most 'basic necessities- -- food,
clothing, rcnt and transportation. A Tamil) of three with only a minimum wage
income living in Ncw York, Massachusetts. Nebraska, and Washington, DC
would all face monthly budgct dcficits ranging from $1 to $410.

II When basic health and child care costs are factored into the budget, a family of
three still cnds up with a monthly deficit even with a second full-time
minimum wage earner. The monthly budget deficit covering only the basic
needs for a family of three with two minimum wage earners ranges from $7
r onthly in Nebraska to $318 monthly in Massachusetts.

III All these measures justry a substantial increase in the minimum wage. S 837
and H.R. 1834 propose modest catch-up adjustments of $ 50 in 1988 and $40
each in 1989 and 1990 -- with indexation to follow.

FALSE ARGUMENTS AGAINST A HIGHER MINIMUM WAGE

IIII Opponents of raising the minimum wage frequently argue that the economy will
go bust. The Chamber of Commerce claims that the current proposal will hike
unemployment by 1.2% and cost the United States 1.e million jobs But the
evidence suggests that any employment effects would be negligible or non-
existent For example

.1 t 5
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A recent study (Luskin, US. Department of Labor) found that raising the
minimum wagc in 19g4 would have had a near-zero impact on teenage
emploment (due to the declining supply of teenagers available to work).

Wharton estimates that over a three-year period, raising the minimum wagc
would increase the unempl4yment rate by less than .1%.

Opponents claim that increasing the minimum wage ill fuel inflation and
bankrupt business. But the Wharton study estimatn that inflation will be only
.2% higher per year. Compared to most other economic factors (the trade
deficit, interest rate policy, etc ), raising the minimum wage is an economic
non-event.

III Opponents say that the minimum wage is old-fashioned and that what workers
really need are new skills Winning the War on Poverty requires many
approaches. but raising the minimum wage is part of the answer. It's still the
best way to bring millions of America's low-income workers into the economic
mainstream.
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Chart 7
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TageToundatiott
A els.esimpe paIN pat." mord& arm*

Mon. George Miller, Chairman

Select Committee on Children, Tooth, and Families
U.S. Nouse of Representatives
Washington, D.C. 20515

Dear Chairman Miller:

At yesterday's hearing you asked me to provide some
additional material for the record on people earning
the minimum wage and people workisg part-time. I as
enclosing the following:

1. A February, 1986 article from the Bureau of Labor
Statistics' Monthly Labor Review on characteristics
of hourly-paid workers. This article indicates that
of those earning the minima wage or less, 60 percent
were under age 25 and one -third are teenagers.
Fifteen percent of those earning the minims wage
were women, a fact that was accounted for by the fact
that a disproportionate number of women work part-time.

2. A June, 1966 staff working paper from the Congressional
Budget Office. This article indicates that only about
7 percent of workers being paid on an hourly basis
were paid the minims. wage. Sour-fifth of all minimum
wags workers are not poor because two-thirds of them
live in families in which at least one other member
has a job.

3. Two articles and a report from the BLS on characteristics
of part-time workers.

I hope this material will be helpful.

Bruce Bartlett
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[This article is based on 1984 information.]

Monthly Labor Review vol. 109, no. 2 (February 1986)

Hourly paid workers:
who they are and what they earn
More than half of all wage and salary workers
were paid by the hour during 1984;
median earnings were $5.95 per hour, but
a closer look reveals many variations among groups

Eau_ F Maws AND STEVEN E HAUGEN

The Bureau of Labor Statistics publishes wren! ((dram'
dais semis on die hourly earnings of workers. each high-
lighung different worker and pb-mlared characiamics All
but one of these genes we bawd on surveys of payroll and
other records of business estaMuhments Data from these
seines coasts consnisable mdustnal detail In contrast, the
mamma mass rents is hosed on a neumande mope
survey of households, sal provides detailed information on
hourly sump by the darn/mac sod social charactms-
tics of du wage earners r (See the appendix on page 261
Moreover. the eanungs obtained to die Current Population
Survey (as) of households represent only hourly wages
paid to the employeesupped of any effects of tips,
premium pay foe overtime. bonuses, and commissions
More than half of all wage and salary waken we m this
castor/

Earl F Mellor and Soma E Nova as mamma or ere Dmode at
Empierso aM Umnplayment Aulyse Odice at Eareloymem aura
Umenploreas Sunman Dwane at Wm SWIM.
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Who is pill by the hour
Altogether. 92 million Amerman workers were pad

wages or satires as 1984. and 54 million of Them were pad
at hourly roes The method of rautinamon received by
workers is closely baked to die mum of yobs held For
eximple. 10 percent of all purtme wakes were pad by
die how. rammed with 54 percent of the full -tins workers
The fact that women were more likely than men to work pert
time u reflected in die larger proportion of women who was
rod by the bow-62 percent vows 56 percent (table 1)
The same explanation apples so younger versus older

wakes The proportion pod hourly ems was highest foe
teenagers -19 Pisan and lowest for those m die central
pnme age poem comprising the 35 so 49 population Even
for those aged 70 and over, the proportion was for below
that for imagers mid young adults The hugh proportion of
young workers paid by the how reflects their tendency
most With pm time and part year. and at occupations less
likely to be Waned even when they we employed all year
as full-time jobs
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[The Minimum Wage: Its Relationship to Incomes and Poverty, is retained in
committee files, in its entirety.]

THE MINDIDM WAGE:
ITS RELATIONSHW TO INCOMES AND POVERTY

Staff Working Paper
June 1986

The Congress of the United States
Congressional Budget Office

This analysis was performed by Ralph Smith and Bruce Vavrichek of the
Human Resources and Community Development Division, under the super-
vision of Nancy Gordon and Martin Levine. Questions may be addressed to
Ralph Smith (226-2659) or Bruce Vavrichek (226-2676).
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SUMMARY

After being increased numerous times during its nearly half century of

existence, the federal minimum wage of $3.35 per hour has not been raised

since January 1981. In the five years since then, prices have increased by

about 26 percent, thereby reducing the purchasing power of the minimum

wage. The minimum wage also has fallen relative to poverty thresholds,

because these thresholds are adjusted for changes in prices. A person who

worked year-round full-time in 1985 at the minimum wage rate of $3.35 per

hour--and who had no other source of incc.me- -would have had a total

income slightly less than the poverty line for a nonelderly two-person

family; in 1981, this level of earnings would have been Just below the

poverty threshold for a family of three.

The relationship between the minimum wage and poverty Is more

complicated, though, because only a minority of minimum wage workers are

employed year-round on full -time schedules. Moreover, whether a minimum

wage worker is poor also depends on the amount of other income received by

thi worker and family members, and on the applicable poverty threshold for

that family, which is determined by family size. The empirical analysis

reported here attempts to sort out some of the linkages between low wages

and family incomes. The major findings include:
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o In March 19115, about 7 percent of all workers who reported being
paid on an hourly basis were paid the minimum wage rate, and 3
percent were paid below that rate. I/

o Only o e-fifth of the 5.2 million workers who reported being paid
at or below the minimum wage in March 19115 had worked year-
round full-time in 19$4, and only about 120,000 of these year-
round full-time minimum wage workers were poor. The latter
estimate Is subject to a wide range of uncertainty, however.

o Four-fifths of all minimum wage workers are not poor, although
those earning the minimum wage arc much more likely to be poor
than those whose wage rates are higher. Part of the explanation
for why so many minimum wage workers are not poor is that over
two-thirds of them are in families in which at least one other
member has a job.

o Just one-quarter of all poor hourly wage workers are paid at or
below the minimum rate, although poor workers are more likely to
be paid the minimum than are nonpoor workers.

1. Workers could legally he paid a wage rate below $3.35 per hour If they
were not subject to the minimum wage rate or if they were subject to
a special lower rate. Workers also might inacc,rately report their
wage rate.
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Mr. WHEAT. Mr. Levy, let me go back to your original thesis
which was, there has really been no significant increase in inequal-
ity. I recognize that you pointed out that there have been dramatic
changes in some of the subgroups. But I was looking at the table
that you provided, table one. Between 1949 and 1969, there seemed
to be an increase in real equality, and then there seems to be a
steady decrease since that time. Are you just judging that the per-
centages that you provide us are not significant in terms of a
change? I'm not sure how you come to the conclusion that you
have.

Mr. LEVY. ies, yea.
Looking at the numbers I gave you, I would say that if you

showed them; to most people and said, "Do those lines, 1949, 1959,
and so on, look radically different from one another?" I would say
that most people, or at least I myselfI can't speak for most
peoplewould say those numbers have moved in fairly modcrz tc
limits.

If you turn to the next page, which is the graphs of the income
distribution, my sense of what had gone on and what this issue of a
vanishing middle class is about is that between 1947 and 1973,
while inequality did not change dramatically, the whole income
distribution was moving to higher and higher incomes and every-
body was getting better off. So the iss Ae of a vanishing middle class
never surfaced.

Between 1973 and 1984, incomes have declined some, inequality
has increased a little too, but what is driving this notion of a van-
ishing middle class is that being in the middle of the income distri-
bution is no longer sufficient to buy what we have come to define
ar a middle class standard of living, and it is purchasing power
more than just simple inequality that is giving rise to a lot of these
issues.

Now if you feel that these numbers are big, that certainly is an
interpretation. I just don't make that interpretation.

Mr. WHEAT. Would you say that the numbers you have provided
to t... indicate that the previous trendand there clearly was, as
you point out, a perception that there was going to be increased
purchasing power available to people as they moved into the
middle classthat that trend has ended?

Mr. LEVY. It certainly has ended over the last 12 years. Now
what happens for the next 10 I don't know, but the last 12 years
that has ended, yes, sir.

Mr. WHEAT. One more question about inequality. You point out
the subgroups, that the treatment of the elderly has improved
probably due to legislation that had been passed much earlier that
just. now we are seeing the effects of. But are there other subgroups
that you would point to where there are clear trends toward a de-
creased percentage of income?

Mr. LEVY. No. I think the basic change I see is the one I men-
tioned before, that rmong families, families with children, incomes
are getting less equal, in part for the demographic reasons I de-
scribed and in part because of the recession, but that that doesn't
show up in these statistics in table one, because as some families
with children do worse, elderly families, on average, are doing
better, and it is a kind of wash in the overall statistics.
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Mr. WHEAT. Specifically, I don't know if you have looked a this,
but specific information about minority groups in this country,
about single women who are heads of households, do your data
show anything about the spread throughout the economy of income
of those persons?

Mr. LEVY. Sure. If you look at the income and equality, say,
among black families, that has increased dramatically over the
past 25 years. We know the reason for that. That is driven basical-
ly by demographics, the big split between female-headed house-
killds who average now about $8,000 a year and black husband-wife
families who average now about $24,000 or $25,000 a year. As more
families fall into the female-headed category, that spread just
opens up like that. Sure.

Mr. WHEAT. Mr. Bartlett, you made some interesting comments
about part-time work also. I would refer you to page 8 of your
statement. There is a line in there that refers to: "Mothers, for ex-
ample, tend to prefer part-time to full-time jobs because it cllows
them more flexibility in balancing a job with child care. If part-
time employment were not available to these women, many would
not he able to work at all."

I Lake it here there is a suggestion that jobs would be going beg-
ging but for the fa t that industry has chosen to create these part-
time jobs just to have the ability to pull people into the job market.

Mr. BARTLETT. I think that employers tailor their work schedules
to attract the number and quality of people that they need. I'm not
sure if I understand the thrust of your question.

Mr. WHEAT. I think what you are suggesting is that there is a
clear preference among mothers for part-time work as opposed to
full-time work. You state it pretty strongly here.

Mr. BARTLETT. Yes.
Mr. WHEAT. And I would ask you how you square that with what

the statistics would indicate, that now it takes two parents working
full-time at lower level wages to support a family as opposed to 20
years ago when one person working in a family could support that
same family.

Mr. BARTLETT. I was on1,7, trying to make a comment about why
people work part-time, and there wasn't necessarily any suggestion
that womer. are taking these jobs because they necessarily have to
maintain family incomes. They may just want to work. I was think-
ing more in the case of somebody who just wants to work because
they want, to and not because they necessarily have to to maintain
a family income.

Chairman MILLER. Could the gentleman yield?
Mr. WHEAT. Certainly.
Chairman MILLER. Just on that point, when you start to look at

the economic distribution of families, they would also have to want
to maintain a low-income family, those people who are in that
work force. It seems to be some explanation that they are working
part-time because that is the best they can do with child care ar-
rangements; that there really is no other option for them; that they
would obviously prefer to participate in a higher-income family,
but that is not available to them either.

Mr. BARTLETT. The BLS calculates data for people who are work-
ing part-time because they can't find full-time work versus people
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who are working part-time because they want to work part-time. I
can provide that data. The number of people who are working part-
time because they can't get full-time work is very small.

Chairman MILLER. The key hinges on why can't they.
Mr. BARTLETr. I don't know.
Chairman MILLER. One of the questions is, is that because they

can't find decent child care, or is that because there is not a full-
time job they want, or because they also want to take care of their
child? I don't know the answer to that one.

Mr. COATS. Would you yield on that point?
Chairman MILLER. It is not my time, I'm sorry.
Mr. WHEAT. I would be happy to yield.
Mr. COATS. I have some statistics here, and I don't know how ac-

curate they are, but the Council of Economic Advisors has supplied
us with some numbers on this very question, and they indicated
that 19 percent of persons that work are part-time employees and
70 percent are voluntary part-time workers, but the key figure
here is that the share of involuntary part-time workers is 5 percent
of the people that work, which would support what you were
saying.

In other words, those who are working part-time because they
can't find full-time work, according to the Council of Economic Ad-
visors, is 5 percent. It is 5 percent more than we would like.

Mr. WHEAT. Reclaiming my time, if I heard what you just said, I
thought of the entire work force 5 percent of the people who were
working were involuntarily working part-time. Is that what you
just read? That is not the same thing as saying that of the part-
time workers only 5 percent of them would choose to work full-
time. I would very much like to see statistics on that.

Ms. SCHoEN. You just gave it. The statistic is as you read it.
There are roughly 70 percent who say it is voluntary and 30 per-
cent who say it is involuntary on just the breakdown of the part-
timers.

Mr. Coml. Yes. We don't know if it is involuntary working at all
or involuntary working part-time. We need to get the statistics.

Ms. Sciioni. But they don't ask them the child care question.
They don't ask, "If you got higher pay, would you work more
hours?" In fact, when people are asked would they work more
hours at the same rate of pay, 30 percent say, "Yes, I would." So
the part-time statistics are quite unknown in terms of what is actu-
ally out there, but the involuntary group is the fastest rising group
over time of the whole part-time group.

Mr. COATS. Again, the statistics I have indicate that that share
has fallen since 1982. But I think the key is to get the proper sta-
tistics in front of the committee

Mr. LEVY. For what it is wor'...1, and I'm not sure how much it is
worth, the work/welfare experimee= that are beinE run by the
Manpower Development Research Corporation in New York and, I
guess, about 10 or 12 States, including California, one of the things
that surprised them was that day care turned out to be much less
of an obstacle for welfare recipients to take jobs than they had
thought. They thought that that was going to be a major problem,
and it turns out that people manage to work things out somehow,

.1 A 9
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maybe not ideally but somehow. If you want, I can dig that stuff
up.

Mr. WHEAT. I, personally, would appreciate it if any member of
the panel who can provide us information on the topic of why
people work part-time, how many of them would work full-time if
they had the opportunity, how day care affects their ability to work
full-time or part -time, all of that would be important, and I would
very much like to see it.

[The information follows:]

140
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Monthly Labor Review vol. 109, no. 11 (November 1986)

Preferred hours of work
and corresponding earnings
Most workers are satisfied with the number
of hours they curremly work. although about I of 4
especially young people and low earners
would prefer more hours and more money;
very few would trade income for leisure time

SUSAN E SHANK

If lova s 'lax of working the mew. fewer, or more hours
a the sense raw of pay, mow employees would eider the
sow number of ban. As addenoml owe-fourth would
puler to work more hours and earn mom mosey. whale $
mama Would dame to work fewer hours aid tan papa -
uonrody less matey 11r Mang dor well ova half of all
worker are sendied with thew pant hen ad pay is
bored Cu adernala oared from a new wawa on the
May 1985 soppkmeat 8o the Current Population Sway
(as), ad la comma with resells obwased horn Rada
petal asked by Kamm red man in 1966 ad by LOUIS

Hans ad Manors 1978

The degree of lebdection sobPENH hours read pay noes

weedily Ina age l w also positively re'wed so the number
of boors warted ad the weekly mom kvel The -more
bows awl more mosey" *pm appeal espeadly so young
people. may of vthom re wonting wily penWe. Illd ins

popularity declines wally vodt age A large proportion of
wanonty waters. especially ma. would also prefa
work more hours awl ern mole mosey

Very few employed persons waled w work kwa hours
awl err correspondingly less money However. women
was more hkeiy then men its prefer reduced haws. even

Sans E Shool A am wino'' m ne Dams ol Employment an Una
plasm Minns Oda ol Emplanes md Usimploans Slams
Inas ol Ulm Simon

though 31 meant Iowa eanunp Also, the moportwa chaos-
mg thus drama mama with age its peak m the 35-

to 44-age poop
The new as question asked for employee prefaences on

ham of work awl conespondmg einuiegsgiven the same
Me of pay This miaow war bw on the supplement be-
come o differs wsputicamly from cars labor force rpm
oats, winch focus on peso's manly sod andmsne
much more objective behavior The question asked

rf you had a dace. would you prefer so work
The same norda of hours
and can the same moon' 0

Fewer boors a the same ate
of pay ad am less money' 0

More hours a the mme ate
of pay aid am more money' 0

hammers asked this qoesuon directly of the napes-
dentonithe other queswons what a responseble pas= a
the hasehold could respond for all other household roan-
ben Self-response was towed become prdaence is a-
bawdy endividoal ad sobscuve Asa nuolt. mformaum
was not darned for appraisals/Ay 22 percent of dl em-
ployed pasons Nom:mond wm billet for men them for
wawa. sad was substantially beta for weatipers amt
young adults than for persons age 25 rod ova These owe
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and well pod mrapensl mid professional workers These
occupdoes Mao scored alma* high on the fewer hours
cholas and low as the mon hours opium

Satisfaction with the current workweek and pay was less
axamon among menu- and manual workers and
m the -.race occupations Only about half of the helpers
and Imam, and farming. forestry. and fishing workers
s =id so keep the same hours Here again. low sansfacuoo
with the =a quo cemented with a high preference for
more hours. The Wm alternative picked by between 40
ad 45 percent of die sere= workers. helpers aid laborers,
and those a Mum. forestry. and fishing occupies=

Public admmistration was the industry with the highest
proportion of workers refertmg their current hours. and
armulture was the lowest. Satisfacbas was also relatively
low in read trade. =re the average workweek is short,
ad m conumenon. where bows of work are often irregular
Approximately 4 of 10 workers in retail trade. construchon,
and agnadtwe wamsd more bows However. in public
athwastrabon only 2 of 10 preferred a longer workweek

Werkriethatre bthinelis

The data as preferred bows or work nay be used so
earn the effect of meow on tredooffs people make
between work and leisuie 2 According to labor supply the.

individuals ide bow miry hours to watt limed on
that references for leas= venue all other goods and sere.
roes The war nee reprocess the amount of can
pods that an be obtained per hour worked As die wage
nee roes. two opposing effects as Naugle to Fur the
hoursdecimon.2 Ike steranasoe effect leads so a decrease in
leases comunsed and an increase in horn worked because
Imre time costs more in germs of amass forgone In

Tar 4. thaelthiesk 11.awe pay rulatenee al as
anger we man sarbes. b as ale andinengt.
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contrast. the wane effect causes hours of work to fall
because at the higher income associated with the higher
wage rate, individuals will want to purchase man goods
generally, including leisure

The interaction of these two effects determines whether
man or fewer hours of labor will be supplied a hen the wage
rate rues Both the substitution and income erects are evi-
dent in the backward-bending labor supply curve illustrated
below

Wags rats

H, Ns

Hones worked

The lower rt,-. of the curve is positively sloped. meamng
that at lower wages. labor hours supplied Increase as the
wage n- However. above a certain wage rate (W,). the
curve , .y begin so bend backward. as the income effect
dommases

May 1985 data on preferred hours by eanungs suggest
some indirect support for the mckwerdbending supp'y
curve theory I As earnings rise so high levels for pnme
workingage adults. mailer proportions w int so increase
their workweeks and larger frank= prefer **decrease their
tams of work (See table 4 d This finding could celiac( a
strong Income effectcausing workers with the highest
earnings so wan so reduce their work hours--as Manion
the negatively sloped pen of the bock ward-bendan, supply
curve It could also indicate that workers with lower weekly
Mums also have shorter workweeks and are more likely to
want so increase. rather than decrease, their hours More-
over. rl is Impotent so nose that for men--even men calving
5750 or more per weekthe proportion wanting more hours
of work exceeded that waiting fewer hours

Ht

1 4 4
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MOP OOLY LABOR REVIEW February 1916 Part-Tame Worts,:

wow not =meanly die type they have
Thu sick discusses wadable its data about pert-time

wakes. describing what intonation publuhod. and sur
gees a new combumece of the detsall persons who mo-
ody wink pert timewhich would provide a war warms
morose of pen-ume employment The data are based on the
CM"( Population Survey (was). a monthly mask survey
of about 60.000 honsehoes notionwide, which provides
information on the employment and unemployment gams
awl related duracerwics oldie anise populataon 16 years
of age and ova

WOW( ILI end pert Om
When defining thelalf and pert-time status of waken.

the fun consideration is the number of bouts worked Snag
the survey refaeace week. As mentioned previously,
33 bows is the bounden between full- and pm-time em-
ployment. Part-time watt II defined as less than 35 hours
week Wasting less dun 35 haws durum the survey week.
however, is to a saffthere condition for dotards a pa-
wn is a part -time worker The wona's usual schedule Old
season for working kin than 33 hours a week also mum be
oossidaed In addition it =etas' preference. masons for
prime howl can be ec000macslack work. muse al
*Mies. bedlam; at ending a Job, or became only
pert-ume yob could be foundor atmeconomichohday.
vacation, Anew or bad weather Based on that amid
schedule wad then reams for wenn. a Panama schedule,
=om at work less that 33 bows week at allocated
according to the sierra shown a table I

Those who usually work full sae but drag the Riney
menace week worked less than 35 hours for sonec000me
seams -3 6 mesas a 191113are combined wish those
who worked more that 35 bows dew the survey week
under the label "full=ne schedoks la ierms of "hbor
farce" classification, persons in work on "fell-tame ached-

Toe I. Penang at nee 1
wean Is= Om el het= war

to att berm hy
mud mew

runmeow
11111111 awed

141111/111114
Numb, 441114111111 WI en="4
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lame WI 74 all14
11114410170 Om414
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1.114
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OS 016 41
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141
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nes" as combined with persons who as not at work Snag
the =mace week but usually Wit MOM than 35 hews,
those wetting "pet time for economic 11311110111." Old =em-

ployed wenn seeking full -time sobs it farm the lull-tame
labor force " (See box )

Campmates et the MN& rd
parrot bibs have

FWIMIlara Yr beer
Employed person a full roe echerlee
Erpred parr mediae pert time fa amow

rare
Employed noes at at rd, who or Ily lark full

lime
Ueeraped pares arta fell-tre work

Pert4ste Yee Met:
EillpiOyed parr *akin put ire voters*
Employed per we as wen. who madly red pert

ame
Llsemploynt snow wen pert-ame won

The waken 410 woolly work pert tame far Nosecononw
reasons - -13 5 MOON in 19$3me dwelled as the
"whom poem employed," a pop due ha bees the
focus of Newel studies a recces yesn.s They dearly see
peanmen. The net assjosey alien wain do at we
or are smevaihible for jobs which all far 35 been or mom
at work pee week The Moos, pewees pomp phis those
employed moo not at wart &nes the mime= with
who many work leas them 35 boos a weir ad mow
payed wasters who at Nelms persome jobs form the
"pert -done labor farce." (Sr box )

As mood above. waken who pin in lees that 35 Om s
week beim at Mock wet, the lability so lid full-time
wet, a mass war the 5.6 Wiliam workers on pen
use for eassourc room in 1965me loaded in the
full -same Mot face. However, by soft Shea es s sigh
romp. the Neel full-timerpoteme work ems of such
weekos Y net readily identified. And. the two meio
seem af the aceppereons on sick work sal woes who
could only fled pot-thoe pbeere Oft diesimibr in terms
at their most work MIN

MOM 01 the worams on "pot doe for econsoic moos"
due to "deck war waft wart fell time. while III who
"could only fed pertesee war mostly work per time.
Poems who worked less dice 35 hours during the fekleNCS
week became at sleek wit, but who smelly work fell
time. we woken who have full-time jobs but R ce
reduced work abed le emacorily become of low demeed.
This group expects to more to s full-time ectedele when
meow condoms improve, ad thus it some remoneble
to view such pen= se full-time workers. Those who
worked leas that 35 boors because they "could only fled
pen-ttme work." however, wee= eamewhat dame
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Mr. WHEAT. I am a little bit taken aback by the calmness with
which we approach this subject, and merely saying that income in-
equality has not d:amatically changed in the last 10 or 15 years. I
think all of you would agree that the clear trend up until that time
of at least our society trying to improve income equality has just
ended, that it stopped completely, and there is no trend toward
evening out distribution of income within our society. If that were
the question we were looking at today, whether poor people were
doing better, whether the middle class was growing, then the inter-
pretation we might be putting on these statistics would be a little
bit more alarming.

Thank you very much for appearing today.
Chairman &Was. Congressman Sawyer.
Mr. SAWYER. Thank you.
One of the concerns that I get when I hear you talk about the

way in which dollars that are available to families are being spent,
the way in which we see increased portions of available income
being spent on things that we would think of either as necessities
or in terms of servicing personal debt, the capacity of a family to
support the next generation, the intergenerational transfer of that
value that we build in families, has got to be declining at an in-
credibly fast rate.

I haven't heard you talk about that, but the implications that
that has, it seems to me, for education, the capacity to invest either
in the cost of higher education or in the institutional, societal costs
of sustaining public education, have got to be not only diminishing
but diminishing our capacity to work our way out of the cycle that
we appear to have entered, at least in the traditional terms.

Have you done any work with regard to the way in which we are
investing in those traditional ways that we have had to work our
way out of the kind of economic problems that you describe? Did
that make any sense?

Mr. LEVY. Cro ahead.
Mr. BARTLETT. I was waiting for you.
Mr. Lave. It does make sense.
Mr. SAWYER. I thought I had just been talking a different lan-

guage.
Mr. LEVY. No. No, you haven't been talking a different language.

It does make sense. I am on leave this year, and one of the things I
am trying to make some sense of is that. One thing that you know,
looking over the last 10 or 12 years, is that if, for example, we
focus on the incomes of 21-year-old men, that the impact of college
on earnings has gone wi.y up over the last 12 years.

Back in the early 1910's, people were writing books about the
fact that we had a glut of college-educated workers and college was
a bad investment because a 30-year-old guy with college didn t earn
that much more than a 30-year-old guy who had a high school di-
ploma. That has totally reversed, and there is a big gap there.

What I don't have a very good understanding of is what has hap-
pened to the cost of education, and so I can't answer your question
in terms of what that means in terms of college going and so on.

Mr. SAWYER. Is that an important questionperhaps refine it a
little bitan important question to continue to ask?

Mr. LEVY. Sure, it is en important question.

.1 6 0



156

Ms. SCHOEN. From our experience with service employees and as
we are a unionized group of service workers, you can't go to any
group in the private sector who feels either better off than they
were and not hear story after story of that basic inability to invest
in themselves that you have been talking about, that they dot.'t
feel they can send their kids to college; the loans aren't available
that used to be available to them; and more of them are renters.
They really mirror the kind of image that was put out by the
chairman at the beginning.

Many of them are working at jobs where they have seen an abso-
lute decline in pay and benefits. It hasn't been just a freeze. So
they tell you a job history that, instead of being better off, they are
working more, they have got seniority, but they are lower down in
the stream.

I know the bigger studies haven't been done, but we have got a
group of unionized workers at the $7, $8, and $5 range who tell ex-
actly that kind of story: What does it matter for the next genera-
tion? It doesn't look good in terms of where they think their chil-
dren are going to go.

Mr. SAWYER. I'm speaking not only of college investment, the
out-of-pocket kind of investment that a family invests directly, I'm
talking in terms of the way in which we measure the amount of
family income that is devoted to the support of public institutions
of education through tax payments and other means of support,
whether it be public education or the investment that families
choose to make in private elementary and secondary schools.

The studies that need to be done about the trend lines in the
amount of investment of available income, it seems to me, are criti-
cally important to whether or not we have the capacity to recover
from the phenomena that you are describing.

Thank you, Mr. Chairman.
Chairman MILLER. Thank you.
Mr. Grandy.
Mr. GRANDY. Thank you, Mr. Chairman.
I want to revisit this question of whether or not to raise the min-

imum wage. Although I came in at the end of this discussion, I
would gather, Mr. Bartlett, that you and Ms. Schoen are on oppo-
site sides of that question. As it happens, I serve on the Education
and Labor subcommittee that is going to address that question in
the near future.

The option that is being presented now in committee is roughly
along these lines: some sort of increase for the minimum wage
offset by some sort of subminimum wage. In other words, if you
raise the minimum wage, perhaps maintaining a minimum wage at
the present level or a little bit higher for youth and entry level po-
sitions, part-time, summer employees, things of that nature, and, of
course, not having what is presently being offered, which is an in-
dexing of the minimum wage. In other words, as the cost of living
goes up minimum wage goes up. What is your general feeling
about that option?

Ms. SCHOEN. We have always been against what I would call a
subminimum, although we feel like we have had a subminimum
for the last five years, mainly because of the substitution effect ofa
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pitting of young people against adult workers that goes on even if
you try to police it.

Since you missed what I said earlier, we don't feel that there will
be phenomenal displacement with a raising of the minimum wage.
In fact, other countries' experience and our own experience hasn't
shown that. If anything, you are starting to get the Fortune maga-
zines and the Wall Street Journals' of the world saying that per-
haps our wages have been too low at the bottom so our work fore
is so cheap that there is no incentive to innovate any more. What
you see going on in a Germany or a Sweden is an attempt to really
creatively use workers, and as long as they are extremely cheap
you can have more workers with less of a sort of creative, produc-
tive work force in it.

So there is some suggestion that you get an overall economic
growth out of raising your floor, and the concern about the youth
subminimum, other countries have gotten away With 'hat, not gone
that route at all, because they have seen that they really need to
have jobs that give youths opportunities as well.

Mr. GRANDY. By the way, do you subscribe to the theory that the
minimum wage bumps up the entire wage sector?

Ms. SCHOEN. It depends on where the minimum wage job is. In
some yes, and some, no.

Mr. GRANDY. How do you feel about the indexing provision that
is currently attached to the minimum wage legislation?

Ms. Salmi. It is essential so that we don't have to do this year
after year. It should keep going up with inflation. Otherwise. we
find ourselves, as we do now, with, no one made a decision, but it
went down.

Mr. GRANDY. Mr. Bartlett, would you care to comment?
Mr. BARTLETT. I'm basically opposed to the minimum wgge. I

don't think it ought to exist at all. I think the pec I be
able to make whatever arrangements they want to i Rork.

We always think of it from the employer's pout.. ui view, but
what about from the employee's? What if you have somebody who
wants to work and is willing t7., work for $2 an hour? You are
saying, "You can't take this job; it's against the law for you to take
that job." So I think, as the New York Times recently editorialized,
the correct minimum wage should be zero.

But, barring that, I think we cei tainly ought not to increase the
current minimum wage, and I think that the indexing would be
terrible because it would undo the benefit that we get from infla-
tion in terms of reducing the real. value of the minimum wage. So
it goes completely against everything I believe, and I don't know
how I can be any clearer than that.

Mr. GRANDY. Dr. Levy, would you care to mediate this dispute?
This is pretty much where we came in.

Mr. LEVY. Sure. I will be glad to. The only thing I can speak to is
indexing, and I can give you three or four examples that I have
studied in some detail, all of which suggest that indexing is just a
very bad idea, because you can't tell what the future is going to be.

I mean if we go through another oil price shock where the cost of
living goes up by 12 percent and most employers end up giving 6
percent cost-of-living increases, so that you have a 6 percent fall in

79-007 0 - 88 - 6



158

real wages but you are locked into increasing the minimum wage
by 12 percent, that is bound to have

Mr. MoRiusoN. But that is not the proposal.
Mr. LEVY. Then what is the proposal? Indexing to what then?
Mr. MORRISON. The median.
Mr. LEVY. That is a different story. All right. Let me back up

from that then. All right. Then I withdraw my remarks.
Mr. (=RANDY. Did you want to comment, Mr. Wheat?
I yield to the gentleman from Missouri.
Mr. WHEAT. I did want to make a comment that the indexing

was to the wage rate.
If you are finished with your remark
Mr. LEVY. I am.
Mr. WHEAT [continuing]. Then I wanted to go back to the point

that Mr. Bartlett had just raised about the effect of wage rates and
the unemployment rate.

I take it that what you are suggesting is, if people are willing to
work for the wage rate sort of in the classical, traditional, econom-
ic theory as outlined by Adam Smith at the current wage rate,
then raising the wage rate actually produces a disincentive for the
creation of jobs within our society.

Mr. BARTLETT. Of course.
Mr. WHEAT. I would take it you would also subscribe to Mr.

Smith's theory that what is really needed in times of high unem-
ployment to produce more jobs would be a lowering of a wage rate,
so that you would recommend that instead of raising the minimum
wage we either lower it or eliminate it.

Mr. BARTLErr. If the price of peanut butter at the store goes up,
people buy less peanut butter. If you raise the cost to employers of
buying labor inputs, they are going to buy fewer labor inputs. I
think the law of supply and demand works in the labor market as
in all other markets.

Mr. WHEAT. As I also remember, Mr. Smith's theory was basical-
ly wage rates could be lowered to the point, down to a subsistence
level, so that workers would be receiving the bare minimum of
what they needed to sustain themselves to be able to continue
working, and that would be the bottom line for how low wage rates
could go.

Mr. BARTLETT. I think that is Karl Marx's iron theory ofwages, I
don't think that is in Adam Smith's.

Mr. WHEAT. What would be the bottom line them for wage rates?
Mr. BARTLETT. I don't know. What is the bottom line for the price

of peanut butter? It is set by supply and demand. I don't know
what wage rates would be in the absence of the minimum wage. I
don't think there would be any impact to speak of, in general,
throughout the economy, and I don t think there would be any
impact really on family incomes either, because there isn't a very
close relationship between wage rates and family income. People
have charted this relationship, and they just can't fmd it.

Mr. GRANDY. Mr. Chairman, I will yield back and let somebody
else stir the pot for a while.

Chairman MILLER. Well, we have one waiting.
Mr. Morrison.
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Mr. MORRISON. I would just like to follow on with this discussion
a little bit. Is the bottom lir of your position the same as the New
York Times', which is that it is really preferable to have a zero
minimum wage and then let the Government provide the subsidy
for people to receive enough money in order to pay the price that it
costs to live in a modern industrialized society?

Mr. BARTLETT. I am not necessarily endorsing wage subsidies, but
I think the important thing is that

Mr. MORRISON. That is what the New York Times said.
Mr. BARTLETT. Yes, I know. I know that is what they said. But I

would agree with them this far. I think that if you want to do
something to deal with a perceived problem of too low a pay for
some workers, you don't want to interfere with the price mecha-
nism. I think you ought to allow workers and employers to develop
whatever wage rate would exist in the free market and, if neces-
sary, make up the difference through a subsidy, but you can't legis-
late increases in wage rates. I don't think that that works.

Mr. MORRISON. Let us just back up here. It seems to me that you
have to choose here whether or not you think in one way or an-
other the public sector has to assure a certain level of income or
not. You can't say, "Well, I'll let the wage rate flow with respect to
a market, and if it goes down to a dollar an hour for a lot of work-
ers or some workers, so be it, especially with the low wage pressure
from outside the country, but I really don't want to endorse subsi-
dies." I think you have to choose, because then you are going to say
that it is okay if people have to live on $2,000 a year in the United
States. Which is it? Whore are you?

Mr. BARTLETT. All I was saying is that I think that wage subsi-
dies would be a less bad way of dealing with this problem than
raising minimum wage.

Mr. MORRISON. What is the best way?
Mr. BARTLETT. I don't know. I believe in the free market, and I

think things ought to work themselves out in the market. But I
think that the minimum wage is a particularly bad way to try to
raise incomes of low-income people.

Mr. MORRISON. So in other words, when you say "free market,"
you don't think the Government should intervene to assure a level
of income at all.

Mr. BARTLETT. No, I don't.
Mr. MoRmsori. In other words, wherever the market takes peo-

ple's income, that is acceptable to you.
Mr. BARTLETT. Yes.
Mr. Momusori. And that is what you prefer. So you really don't

agree with the New York Times, because they are basically just an-
swering the question as between putting the subsidy in the price, if
you will, the subsidy of maintaining a certain level, and putting
the subsidy into the tax base. They prefer the tax base. You prefer
neither.

Mr. BARTLErr. I was agreeing with the headline.
Mr. MORRISON. I think it is important that when you cite some-

thing we understand what you are citing.
I would yield back the balance of my time.
Chairman MILLER. Ms. Schoen, let me ask you about this discus-

sion of the quality of service jobs and new jobs and whether or not
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they really are the same quality as what we recognize is talked
about in terms of high-paying manufacturing jobs, in many in-
stances unionized jobs. Mt is the comparison?

The one thing that seems to emerge when I read the literature is
that while wages, to some extent, seem to be creeping up in the
service sector, the package of benefits is, in fact, not doing that, so
people are paying out of pocket for health care, child care, what-
have-you. Is that accurate'?

Ms. SCHOEN. Yes, that is accurate. If you look at the most recent
surveys on benefits, whether it is pension benefits, holiday benefits,
or health insurance, it is striking what is happening. As has been
the trend in services over time, but especially right now, you have
got over 20 or 25 percent of the people work z4 in large industries,
like retail and the other services category, with no coverage what-
soever at the job.

But I just want to make the point that we don't see it as the new
jobs or the job mix, per se, as the problem. I think this is going on
across all jobs, and the kinds of trends I outlined certainly started
at the lowest end, the janitor's job that was subcontracted out of a
GM or Ford Motors suddenly going from $12 an hour down to
$3.35. That is going on, the closing of one job that was high wage
and opening of another job, but across -ii jobs we are really seeing
this tendency towards no benefits aria .over wages. So it is going
up the job hierarchy, and the jobs are very often higher-skilled
jobs. So when we talk about good job/bad job, a registered nurse, a
licensed practical nurse, is not a low-skilled job. It requires big!'
levels of education, but it is a low-paid job, and it is becoming a
lower-paid job.

You asked about the differential. One of the things that has beer
happening with the differential is, manufacturing wages have
failed to increase, there is a lot of talk about services catching
up. We see it as in: 2acturing coming down. So services right now
are roughly $7/$7.. an hour, hourly wage, but many of those jobs
aren't full-year and taey don't have benefits. So the comparison,
until you get all the facts in, is difficult to make from just raw sta-
tistics.

Chairman Mum. I guess it is the trend if that information is
accurate. It seems to me that you are establishing a trend where it
appears, from the lay person's point of view, that it is going to
become mom and more difficult for familieswhether they are
single-earner families, single-parent families, or whatever the
makeup of those familiesto have the wherewithal to participate
in what we believe is mainstream, middle-class America. I don't
know if that is an accurate picture, but I don't see the el .nt on the
horizon that throws a winifall into this process where, all of a
sudden, we have a correcting process.

I guess in terms of numbers it is not big, but in terms of ramifi-
itions, the entry of three or four million childre.a into poverty,

when we know how poverty becomes a predictor of where you are
goi am asking what is the trend? It seems to me that it is
somewhat accurate, as you point out, to defme the z, ..cidle class ac-
cording to their expectations about what they are going to be able
to purchase or achieve, however we measure that acroza society. If
you spend more out of pocket for your health care, more out of
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pocket for child care just so you can maintain that job, pretty soon
it seems to me that that is not what the expectation is of full-time
employment of this generation.

Mr. LEVY. I would
Chairman MILLER.CT is pretty dismal.
Mr. LEVY. Well, I think we have been through a y rough 12-

or 13-year period. We may begin to be pulling out of it now. It is
not clear to me that we are. But you are right. A lot of what you
see now in terms of two-tiered contracts and specific benefit reduc-
tions really went on in the 1970's in a much more quiet way, be-
cause you just didn't let wages keep up with inflation, and so real
incomes were being lowered in that way. Once inflation stops, the
process of lowering incomes becomes much more visible. You can't
just let prices go up and chop your costs. But it has been a rough
time.

This is not a political issue, this is extencle over three or four
Presidents we are talking about right now. The way we have done
with it is, the bottom has gotten chopped hardest. The sacrifice has
not been equally distributed. Younger workers, less educated work-
ers, single-parent families have taken it more than other groups in
the economy. But it has affected everybody, and unless we can
return to some regime where output per worker is rising and living
standards are rising, which really was what the first 20 years of
the postwar period was all about, we are goi.,g to be in trouble;
iliere is no doubt about that.

Chairman MILLER. So what is your definition of "trouble" here?
Mr. LEVY. A lot more conflict back and forth about who is going

to get what piece of the pie that is not growing very fast and a lot
more people saying, "Get out of my way; I'm trying to get mine; to
heck with you. We have seen some of that; we will see more of
that.

Chairman MILLER. You give some credence to the notion of gen-
erational conflicts.

Mr. LEVY. Generational conflicts, but also conflicts between man-
agementmuch more between management a.-id labor, between re-
gions of the country. We really used rising incomes as a kind of
great lubricant to smooth out all kinds of social conflicts in the
first 26 years of this period after World War II.

This issue &omit income and equality, 1 would say that the chief
thing that stands out about those numbas is that the income dis-
tribution has always been very unequal in this economy and that
those variations don't mean much, and we had this kind of bargain
in the s-ial compact where you had rapid increases in living
standards, and that is what it was about. There wasn't great equal-
ity at any point in time, but you were getting better and I was get-
ting better and everybody was getting better. Once that starts to
really slow down and once we run out of these demographic and
debt gimmicks to keep consumption ,*roing as if it hadn't slowed
down, then you get into real problems, and a lot of these conflicts
come to the surface, sure.

Chairman MILLER. Let me just ask you on one issue. It is a
casual question, not hanging your reputation on the answer, but it
would seem to me then in terms of--

Mr. LEVY. I will give you a casual answer.
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Chairman MILLER. In terms of policy, rather than hang on to the
notion that I might get women back into the home to take care of
the children that they have chosen to have as a family, I had
b think about a major investment in child care, because it is
re.. likely, given this trend line and our expectations that they
are going to remain in the work force, and like it or not or agree or
disagree, some accommodation is going to have to take place to
allow them in the work force.

New it can be your accommodation that says they kind of make
do the best they can, as you suggested, or it could be the accommo-
dation of the person running the Massaclv.setts ET P ogram who
says, "Without child care, this program wouldn't work at all." But
it seems to me, just in terms of the policy decisions of the impact
on fanu.;es, this trend starts to make you confront some serious na-
tional policy choices with respect to support systems for families.
We are confronting one in the next few weeks in catastrophic
health care. That says something about the ability of people to
reach into their pockets, certainly about one segment of our popu-
lation. &it these things seem to be rushing at us and are going to
start to accelerate at the time in which we are going to have to
make these choices.

Mr. LEVY. Let me give you an answer on which my reputation
won't ride. My guess is that if we went back to a world when
wages were growing as fast as they had in the 1950's and 1960's
and early 1970's, relatively few women would go back to take care
of their kids, that as much of the trend in women's labor force par-
ticipation has to do with psychological dimensions and desire for
career as it does for economic necessity, and that whatever the
original reasons why a particular woman went into the labor farce,
it is my gut reaction, just from looking at some poll data and stuff,
that many would be very averse to going back.

When I raise these issues, people accuse me of being a fascist pig
for suggesting that a lot of the input was for economic neceity,
and I guess I have come to the view that a lot of it is just things
that won't be reversed.

Chairman Muazit. I don't know. When I talk to women with chil-
dren, I would say there is some mitigation of that answer. I cer-
tainly engage in conversations with a significant number of women
who express the notion that they would like to be out of this work
force and be with their children, but that is just not a real choice
any longer. Again, the makeup of the family obviously dictates that
to some extent, but even in those where the spouses are working
just to hold that debt service and everything else together.

Mr. LErr. Let me just ask a question on that. I have heard that
response from women when kids are one, and two, and three. Bui,
what about when the children go into school? What about when
they are in kindergarten? Do you still get that res ..nse?

Chairman MILLER. Well, when they are 18, no ...y wants to be
around them.

Mr. LEVY. No. I understand that.
Chairman MILLER. Sorry to all you 18-year-olds, registered and
-egistered.

LEVY. There are not so many of them any more.
Chairman MILLER. They don't register in that great a number.
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Are there any further questions?
Thank you very much for your testimony and for your help this

morning.
The next panel will be made up of Dr. Sandra Hofferth, who is a

health scientist administrator for the National Institute of Child
Health and Human Development from Bethesda; Dr. Carol
Frances, from Carol Frances and Associates in Washington, D.C.;
Dr. Phillip Clay, who is a professor of city planning, Department of
Urban Studies and Planning, Massachusetts Institute of Technolo-
gy in Cambridge; Dr. Deborah Chollet, who 's a senior research as-
sociate for the Employee Benefits Research Institute in Washing-
ton; and Dr. Allan Carlson, who is the president of the Rockford
Institute in Rockford, Illinois.

Welcome to the committee, and we will take you in the order in
which you are listed. To the extent to which you can summarize
as you can see, this testimony is raising a fair number of ques-
tionsit would be appreciated, and also, to the extent you wish to
comment on something that was said in the previous panel, it
would also be appreciated.

Dr. Hofferth.

STATEMENT OF SANDRA L HOFFERTH, PH.D., HEALTH SCIENTIST
ADMINISTRATOR, DEMOGRAPHIC AND BEHAVIORAL SCIENCES
BRANCH, CENTER FOR PON., .ATION RESEARCH, NATIONAL IN-
STITUTE OF CHILD HEALTH AND HUMAN DEVELOPMENT, NA-
TIONAL INSTITUTES OF HEALTU BETHESDA, MD
Ms. HOFFERTH. Thank you, Mr. Chairman and members of the

Select Committee.
I am Dr. Sandra Hofferth of the Center for Population Research,

the National Institute of Child Health and Human Development.
My program focuses primarily on fertility. However, as you know
and have talked about today, families often find that many impor-
tant decisions are intertwined. For example, the decision about
having children is closely tied to decisions about working and
caring for them. Therefore, we have supported the collection and
analysis of data on child care use including trends in use and ex-
penditure patterns.

I will first spend a short time talking about recent trends in
demand for and supply of child care. Over the next decade, we
expect the number of children with employed mothers to continue
to increase. This is because of an increase in the number of chil-
dren, which is an echo of the Baby Boom and because of an in-
crease in the proportion with mothers in the labor force.

By 1995, of the expected 45 million school-age children 6 to 17,
three-quarters are projected to have a mother in the labor force. Of
the expected 23 million children under 6, two-thirds are projected
to have a mother in the labor force.

Between 1965 and 1985, there were tremeniois changes in care
arrangements for the preschool children of 3mployed mothers.
There was a gradual decline in care by a relaxive, a decline in care
by a nonrelative in a child's home, or sitter care, a modest rise in
care in a family day care home, and an enormous increase in care
in a day care center or nursery school. In 1985, cne-fiftli of children
under 5 with employed mothers were in a day care enter or nurs-
ery school as a primary arrangement.
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School-age children are primarily cared for by parents. If parents
cannot arrange to care for the child themselves, the most common
form of care is by a relative, with a family day care home next
most widely used.

The number of day care centers and their capacity apparently
doubled over the last decade, which is consistent with the increased
use of center care The number of licensed day care homes grew by
one-third over the same period.

Now I would like to turn your attention to trends in the cost of
care between 1975 and 1985. In 1985, the average dollar cost of
child care among those who pay for care and for all children in a
family was $37 per week. Expenditures ranged from $35 for those
wha paid a relative to $39 for those who paid a day care home pro-
vider.

How does this compare with data from 1975? When we adjust ex-
penditures over time to changes in the Consumer Price Index, we
see that in fact real expenditures in day care center care have not
risen at all, and those in day care home care have risen only slight-
ly, whereas expenditures for relative and sitter care have risen
quite a lot.

Of course, weekly payment depends both on the hours of care
and on the hourly cost. In 1985, motherr who were employed and
who paid for care paid between about $1 and $1.50 per hour for
care. Care by a sitter in the child's home was most expensive, with
center care next, day care home third, and relative care least
costly.

In real terms, the hourly cost of relative care and sitter care rose
40 percent between 1975 and 1985, whereas the cost of day care
home and center care rose 7 and 15 percent, respectively.

How significant are these expenditures, and how do families
differ in expenditures on child care? Although $37 may not seem
like a lot, it turns out to be an important proportion of family
income, and these are young families with young children. In 1985,
families with children and who paid for child care spent 10 percent
of their incomes for such care.

Level of income is an important factor associated with both what
families pay and how big a bite it takes. The poor pay a smaller
total amount for child care than those wt I are not poor, but they
pay a larger proportion of their incomes. For example, mothers pay
9 percent of their income on child care if they are not poor, but
they pay 23 percent if they are poor. The younger the child, the
more spent on child care, and the larger this is as a proportion of
their total income. One-parent families pay about the same amount
for child care as two-parent families, but they spend a higher pro-
portion of their family income.

Family size makes less difference than one might guess. Appar-
ently, families adjust their hours and their expenditwes on all
forms of care for all children, so the total amount spent does not
vary a lot by the number of children. Of course, the cost of some
forms of care does not vary a lot by the number of children, and
larger families may choose those forms.

makes some difference in what families pay. Black families
generally pay less for care even after controlling for income level,
but they do not pay a smaller proportion of their incomes.
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Let me just wrap up my discussion. There is no evidence that
child care is going to disappear as a concern for at least the next
decade. Demographic trends point to continued growth in the
number of children with employed mothers over the period. Trends
to watch are the increased use of center care and family day care
for infanta and toddlers and the increased demand for after-school
care for younger school-age children.

Consistent with data regarding increased use, but still surprising,
the cost of day care center and family day care have stayed con-
stant or increased only slightly in real terms over the past decade,
whereas the cost of care by a relative or a sitter has increased
greatly. Day care homes and centers look attractive in comparison.

Finally, among those who pay for care, child care expenditures
constitute a substantial proportion of the total weekly income of
Imerican families who pay for care, approximately 10 percent of
all families but as high as 20 to 26 percent among poor families.

While 10 percent is a substantial proportion of a family's income,
comparable to expenditures on food, 20 to 25 percent constitutes a
major expenditure item fin the family budget, comparable to that of
housing.

That concludes my statement. Thank you.
[Prepared statement of Sandra L. Hofferth follows:]
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PREPAY= STATEURNT OF SANDRA L. HOPTER111, PH.D., HEALTH SCIEN'TIBT ADMINISTRA-
TOR, DEMOGRAPHIC AND BEHAVIORAL SCIENCES BRANCH, CENTER FOR POPULATION
RESEARCH, NATIONAL INSTITUTE or CHILD HEALTH AND HUMAN DEVELOPMENT,
NATIONAL INSITTUTES OF HEALTH, BETHESDA,MD

Mr. Chairman and Members of the Select Committee:

I am Dr. Sandra Hofferth, Health Scientist Admini in the Demographic

and Behavioral Scieocea Branch, Center for Population Research, Rational

Institute of Child Health and Hunan Development, National Institutes of Health.

I appreciate this opportunity to testify about child care before the Select

Committee on Children, Tana, and Families.

The Demographic and Behavioral Sciences Branch has an ongoing program of

research on factors affecting fertility. Families often find that rany

*important docisious are i nod: the decision about when and bow sway

children to have, whether both partners will work outside the home (and how

many hours), and bow the children will be cared for. One of the enduring

factors affecting decisions about childbearing is the employment status of the

mother. Roman who work, by and large, have smaller families than those who

do not. Of course, families in which both parents are employed (or in which

there is a single mother who is employed) must provide care for the children

dories those work hours. He have, therefore. ad the pott.c.-ze of use of

child care, trends over time, relationship to other family characteristics,

and expenditure patterns. We have supported the collection of data and have

funded analyses of these imp lationahips. I will share vitt

you a patt of these findings that are most germane to today's discussions.

I will limit my remarks, but would note three colaiderations that

should be kept in mind. First, child care Aecisions are made in families,

but I will refer primarily to the mother's characteristics, since these era

found to be most closely related to family decisions about employment and

child care. Second, income refers to total weekly family income before
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taxes. Third, data on which this testimony is .ased come from several sources,

but all refer to the experience of American families obtained from large

representative surveys of the U.S. population.

Trends in Demand for Child Care

To put my discussion of child care in the U.S. into perspective, it is

important to understand the post World War II baby boom, which has had and

continues to have a lasting effect on the struc&ure of the population. The

major increase in the number of births between 1946 and 1964 is known as the

baby boom. Although both the numbers of births and the fertility rate began

to decline after 1960, the baby boas babies are now adults and have been

having their own children. The larger number of adults means a larger number

of births, even though fertility rates are still low. As their children

grow amd begin to enter our educational institutions, we become aware of the

impact of these changes in fertility. Consi with the trends, Figure 1

shows that the number of preschool children declined trail about 1980. After

that year the number of preschoolers began to increase once again. By 1990

the number of expected preschoolers, 23 million, will be only slightly

lower than the weber of children under 5 at the height of the baby boom

(24.6 million children), if current trends continue. The umber of school-ags

children ages : -13 declined until 1985, after which we expect an increase at

least until 1995 (Hofferth and Phillips, 1987)(Figure 28).

The second major trend of which you are all aware is the increased labor

force participation of mothers. Here I will turn the statistics around

and speak about the number and proportion of children who have mothers in

the work force. This is because I am interested is the number of children
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who will be in non-parental child care. (Since fey mothers have more than

one child under 5. on average. proportions are very similar.) Data from

the U.S. Department of Labor show that between 1970 and 1985 there was

tremendous increase in the proportion of young children with a mother in the

work force. Just over the past decade. there was an increase of 57 percent

in the proportion of children under age 1 with mothers in the work force

compared with an increase of 32 percent in the proportion of children under

sae 6 with mothers in the work force. In 1955, six of ten school-age children

and half of all children under 6 had mothers in the work force. Results of

recent projections that I have made suggest that if current trends continue.

by 1995 over three - quarters of school-age children and two-thirds of preschool

children will have a mother in the work force. a total of 34.4 million school-

age and 14.6 million preschoolers (Figures 1 and 2A). This increase in the

n umber of children with employed notters is due both to the expected increase

in the number of children and to the expected continued increase in the

labor force participation rates of their mothers (Rofferth and Phillips.

1,57).

Nov I would like to briefly discuss trends in the child care arrangements that

=there have *--tn using. The two decades between 1965 and 1985 have shown a

tremendous change in care for the children of employed mothers. Between 1965

and 1952 there was a gradual decline in care by a relative (including pa ).

large decline in care by a non-relative in the child's home (sitter).

modest increase in care by a non-relative in that person's home (family day

care home). and an enormous increase in care in a day care center or nursery

school (data from the 1982 National Survey of Family Growth reported by

W ien') and Phillips. 1987). These changes can be seen in Figure 3. Recent

173
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data show continued increases in the proportion of children of employed

mothers in child care centers--to over one-fifth of children under 5 with

employed mothers in 1985 (U.S. Bureau of the Census, 1987).

Given that infants and toddlers are experiencing the most rapid growth in

need for child care, pa ' care choices for this population provide an

'important hay to future demand for child care. For full-tiee employed mothers

with infants and toddlers, reliance .n relatives and family day care hones --the

most commonly used forms of care for these young children- -has declined in

recant years, whereas use of day care centers has risen dramatically. Became

full-time employed mothers constitute over two-thirds of mothers in the labor

force with children under age 3, this shift toward use of group programs

suggests that there will continue to be rapid growth in demand for centers.

On the other hand, among part-time employed mothers with infants and toddlers,

family day care hoses and to a lease_ extent relatives are showing the

greatest Inc in use. Family day care is thus also likely to grow, though

probably at a lower rate than center care (Hofferth and Phillips, 1987).

Trends in the Supply of Child Care

Data show that the supply of licensed child care centers has approximately

doubled over the last 10 years, from 18,307 licensed centers (with a capacity

of 1.01 million children) in 1976 to about 40,000 in 1986 (with a capacity

of approximately 2.1 million children)(Bofferth and Phillips, 1987). This

is consistent with the dramatic growth in use of center-based care described

earlier. There are several questions about supply, such as the capacity of

centers to care for infants and toddlers, and the extent to which the supply

of group care is underestimated, that remain unanswered.

1 7 .1
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Estimates of family day care homes are such harder to come by, since it has

been estimated that approximately 94 percent are unlicensed, and therefore

not included in the statistics. With regard to licensed day care homes, in

1986 the National Association for the Education of Young Children estimated

that 105,417 such homes were in operation, compared to about 73,750 in 1977.

Trends in Cost of Child Care, 1975-19851

Not all families with an employed mother pay for child care. In 1985, 20

percent paid nothing at all--15 percent of those with a youngest child under

S and 33 percent of those with a youngest child 5 or older. Thin should be

kept in mind when considering expenditures on care only among those who pay

for care. Table 1 shows that among families with a youngest child under 5,

only a little over half of those who use a relative paid for care, vhszaas

almost all of those who use a sitter, a day care home, or center paid for

care.

In 19P5 the average weekly dollar cost of child care for all children (among

young families who paid for care and who had a youngest child under 5) was

$36.69. This ranged from $34.57 for those wiu paid relative to $38.80 for

those who paid a day care home provider (Table 1). The range of variation is

small. Child care costs in 1975 are also rep ed in Table 2. There was

such sore variation in weekly payment on child care by tyva of arrangement in

1975 compared with 1985. When we do adjust expenditures over time to changes

in the Consumer price Index we see tnat, in fact, real expenditures on day

care center care have not risen at all, and those on day care home care hava

risen only slightly, wh hose on relative and non-relative in home care

have risen lot.

a
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Since weekly payment depends on Lhe hours of care as well as on the hourly

cost of that care, we have also calculated the mean hourly cost in 1975 and

1965 (Table 3). In 1985 mothers who were employed paid $.99 per hour for care

by a relative for the primary arrangement for their youngest child under 5.

They paid $1.17 per hour for care in a day care home, $1.37 per hour for ccre

in a center. and $1.49 per hour for care by a non-relative in the child's

home. Care by a sitter or nanny in the child's home is still the most

expensive form of care; however, now it is clear that center care is next

most expensive, with day care hose care third in cost. Apparently. parents

adjust their hours of care used so that the total expenditures on different

forms of care turn out to be very similar, even though hourly costs vary

substantially by type of arrangement.

Once the hourly costs are deflated to 1975 Zollars, we see that over the

past decade both the cost of relative care and the cost of a sitter in the

child's home have risen wound 40 percent, vh he cost of day care tome

and center care have risen only 7 and 15 percent respectively. This certainly

is consistent with the enormous movement into center and home care and away

from relative and sitter care.

Finally, the hourly cost of care for an older child is higher than that for a

younger child. Families simply use fewer hours of this care; thus total

weekly costs are much lower than for older children.

I 76
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Child Care impend! t in 1985

and Expenditures as a Proportion of Family Income

A number of characteristics of the child and family as well as the arrangements

themselves affect family expenditures on child care (Tables 4A and 41).

Families in which the child kJ under 5 (Table 4A) pay more than families in

which the child is 5 or older (Table 41), and families with a child under

age 3 Pay the most for care (Table 5). Unless they are poor or receive Aid

to Families with Dependent Children (AFDC), black families pay less than white

or Hispanic families. Families who are poor or who receive AFDC generally

pay less for child care than those who are not poor. Families in which the

mother is married or has a partner pay more for care than those who are not

married or do not have a partner.

Which among these many characteristics are most important in determining how

such different families pay for child care? Controlling for differences in

other factors, it turas out that age of the youngest child, family income,

and race are tLs most important factors associated with total expenditures on

all children. Families with a young child under S pay nor, for child care

than families with a youngest child 5 or older. High income families pay more

than low income families. Finally, after controlling for income differences

and other factors, white and Hispanic families pay more per week for child

care than black families.

The type of child care arrangement used is an important determinant of

expenditures on the primary arrangement for the youngest child. Expenditures

on care by a non-relative in the child's home ( sitter or nanny) are highest,

with expenditures on day care center and day care hose care slightly lower,

I 7
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but all are more expensive than care by a relative. As in total expenditures

on all children, higher income families spend more on child care for their

youngest child, and those with a young child under five spend more than those

with a child five or older. White and Hispanic families spend more than

black families.

Research has addressed the ways families spend their income as it relates to

their childbearing decisions. One way to look at the importance of child

care for these decisions is to look not only at the magnitude of the cost but

also at the cost in relation to family income. The actual dollar expenditure

does not help us determine how large a chunk that expenditure takes out of a

family's budget. Thus we have also calculated the proportion of total weekly

family income that constitutes child care expenditures. In 1985 families

with youngest child under 5 spent 11 percent of their income on child care.

Those with youngest child 5 or older spent 9 percent of their income on

child care.2

Differences by race, poverty, AFDC, and marital status are shown in Table, 4A

and 411. The poor pay a smaller total amount for child care than those who

are not poor, but they pay a larger proportion of their incomes. For example,

white mu,hers with a youngest child under 5 pay 9 percent of their income on

child care if they are above th poverty line but 20 percent of their income

if they are below the poverty line. Black mothers pay 8 percent of their

income on child care if they are not poor, but 26 percent of their income if

they are poor. Hispanic women pay 8 percent if nonpoor and 21 percent if

poor. The comparisons are similar for women receiving and not receiving

AFDC, except for black women receiving AFDC, who both pay a high dollar amount

178
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and a !.fiet 7ropoYtion of their income on child care.3 The most important

factors assoc.ated with the proportion of income spent on the care mf all

children are income, partner status, and age of youngest child. Families

with high incomes spend a lower proportion of their incomes on child care

than do familia] with low incomes. Families with two partners pay a lower

proportion of their income for child care compared with families consisting

of only one parent. Families pay higher proportion of their income on

child care if they have a young child under five years of age than if the

youngest is five or older.

Summary and Conclusions

The number f t lren with employed motherr is expected to rise at least

until 19 A. L:.nds continue as they have been over the past 15 years.

Accompan7ing this increase in the number of children with employed mothers is

a remarkable shift into b sup care arrangements for preschool children, and,

increasingly, for infants and toddlers as well.

New data on expenditures on child care by mothers in their twenties who are

employed, in school, or training show that the cost of day care center and

family day c -e have stayed constant or increased only slightly in real

terms over the past decade. Whereas the coat of care by a relative and

in -home care by a non - relative (sitter) have increased greatly. Of course.

larger proportion (about half) of those using a relative for child care do

not pay that provider, but the evidence shown here suggests that paid relative

care is becoming more and more expensive in comparison with other care

arrangements. Day care homes and ...enters look attractive in comparison to

.1 79
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relative care end sitter care. Whether a rise in the cost of other forms

of child care relative to center care has led to the increase in use of

centers, or whether it is the other way around (demand for center care leading

to increased supply and lower cost), it is increasingly clear that center

care has become relatively attractive and continues to attract an increasing

share of the market.

Finally, among those who pay for care, child care expenditures constitute a

substantial proportion of the total weekly income of Amr can families who

pay for care -- approximately 1G percent over all, but as high as 20 to 26

percent among poor families. While 10 percent is a substantial proportion

of a family's income, comparable to expenditures on food, 20-25 percent

constitutes a major expenditure item in the family nudget, comparable to

that of housing.

That concludes my statement. I will be pleased to answer any questions you

may have.
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Footnotes

1. The data used in this part come from the National Longitudinal Survey of

Youth (NIS), conducted by the Ohio State Univer ty. This is national

survey of youth who were 14 to 21 in 1979, and who have been followed up

every year since then. The data cued come from a special set of qua tons

about the cost of child care included in the 1985 wave, when these youth

were ages 20-27. Blacks and Hisavlics were oversample4, but sample

weights we-g used in this awards to adjust for differential sampling

probabilities. It should be remembered that this is a young, relatively

low income sam.ie. (The median incase of the NLS sample was $20,000 per

yer , compered with a median income of all U.S. hourtholds of $23,618

and all U.S. families of $27,735 in 1985.) The data reported here are

limited to reports of some 1,200 mothers who are working, in school, or

in a training program about their child care arrangements. The poverty

level for a tautly of 3 in 1985 was $8,573; for c family of 4 it was

$10,969.

2. Unfortunately we do not have the data to estimate what proportion of

family income was spent on child care in 1975. How r, given the apparent

8- percent decline in real earnings over the last decade (U.S. Bureau of

the Census, 1986), we might expect the proportion of income spent on child

care to be slightly higher today, even though actual dollar expenditures

have not changed in real terms.

3. Chile care expenditures of up to $160 per month are allowed to be deducted

from income in comp, ng AFDC eligibility and benefits. This may explain

tne high dollar expenditure gm proportion of their income that black

AFDC recipients paid for child cire in 1.0.75.
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Table 1

Percentage of Families Not Paying for Care for Youngest Child,
1." Type of Arrangement for Youngest Child, and by Age of Child

Non-Relative Center,
Age of in Child's Day Care Nursery

Youngest Child Relative Home (Sitter) Home School

Under 5

Do Not Pay 47.34 7.15 2.59 12.85

Pay for Carel 52.66 92.85 97.41 87.15

100.00 100.00 100.00 100.00

S or Older

Do Not Pay 61.48 37.53 12.64 10.93

Pay for Carel 38.52 62.47 87.36 89.07

100.00 100.00 100.00 100.00

'Includes payment in kind

Source: Unpublished tabulations from the National Longitudinal Survey of Youth
(NLS)

1R4
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Table 2

Mean Weekly Payment by Mothers Paying for Child Care,
by Type of Arrangement and Survey Year

Non-Relative
in Child's Day Care

Center,
Nursery

Tear and Survey Relative Home (Sitter) Some School Total

1975 (UNCO) $12.38 $ 7.78 $16.07 $19.56 ---

1977-78 (NNW) --- 20.85 -
1976 -77 (NDCL --- --- 26.00 --

1985 (NLS)2

(deflated to

34.57 38.18 38.80 38.31 36.69

1975 dollars) 17.28 19.09 19.40 19.15 18.35

1985 (1IS)2

(deflated to

29.62 42.18 37.86 37.40 35.86

1975 di-iars) 14.81 21.09 18.93 18.70 17.93

1985 (11.8)4

(deflated to

23.20 33.73 28.24 :8.24

1975 dollars) 11.60 16.86 14.12 14.12

Ift11-time children only
2Total payment for all children, youngest under 5, by primary arrangement for

youngest child
2Payment for youngest child under 5 for primary care arrangement only
4Payment for youngest child 5 or older for primary care arrangement only
aftwer than 10 cases in category

Sources: UNCO' Moore and Rofferth, 1979
MSS: Posburg et al, 1981
NUCCS: Coelen et al, 1979
NLS: Unpublished tabulations

114
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Table 3

Mean Hourly Payment by Mother. Paying for Child Care,
by Type of Arrangement and Survey Year

Non-Relative
in Child'. Day Care

Center,

Nursery
Year and Survey Relative Home (Sitter) Home School

1975 (UNCO) $ .36 $ .52 $ .55 $ .60

1977-78 ( NDCCS) .59 ---

1976-77 (NDCCS11 .65

1985 (NLS)2

(deflated to

.99 1.49 1.17 1.37

1975 dollars) .50 .75 .59 .69

1985 (111,S)'

(deflated to

1.51 1.35 2.17

1975 dollars) .75 .67 1.09

1Full-time children only
2peyeent for youngest ch Id under 5 ..r primary care arrangement only
'Payment for youngest child 5 or older for primary care arrangement only
aFauer than 10 cases in category

Sources: UNDO: Moore and Hofferth, 1979
MDCHS: Fosburg et al, 1981
NDCCS: Coelen et al, 1979
NLS: Unpublished tabulations

9
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REVISED

Table 4A

Neon Weekly Expenditure on Child Care for All Children,
and Proportion of Total Weekly Income, Youngest Child Under 5,

by Race and Poverty, AFDC and Partner Status, Those Paying for Care Only

White (2) Black (N) Hispanic (N) Total (N)

Total Cost $37.63 (322) $32.00 (177) $38.51 (84) $36.69 (587)

2 of Income' 1:,..17 (289) 12.14 (145) 9.58 (68) 10.57 (505)

Not Poor

Total 39.23 (275) 31.07 (122) 37.11 (66) 38.28 (465)

IL of Income 9.12 (255) 7.72 (109) 7.74 (57) 8.83 (422)

Poor

Total 21.41 (37) 27.52 (41) .11.20 (13) 25.02 (93)

I of Income 20.33 (34) 26.35 (36) 10.60 (11) 22.55 (83)

Not AFDC

Total 38.70 (292) 30.82 (143) 40.03 (81) 37.52 (518)

I of Income 9.52 (2b2) 10.47 (118) 9.86 (65) 9.75 (447)

IPDC

Total 24.03 (30) 25.84 (3_) 28.73 (68)

I of Incest 19.32 (27) 19.71 (27) 18.90 (58)

Has No Partner

Total 33.57 (55) 27.09 (63) 48.09 (11) 31.90 (130)

IL of Income 16.20 (47) 16.59 (51) 22.69 (10) 16.73 (109)

Has Partner

Total 38.38 (267) 31.57 (114) 37.54 (73) 37.82 (457)

IL of Income 9.11 (242) 9.75 (94) 8.13 (58) 9.19 (396)

'Total meekly expenditure/total meekly income
groper than 10 cases in category

Source: Ump"blished tabulations from the NLS
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Table 46

Mean Weekly Expenditure on Child Care for All Children,
and Proportion of Total Weekly Income, Youngest Child 5 or Older,

by Race and Poverty. AFDC Status and Partner Status, Those Paying for Care Only

White (N) Black (N) Hispanic (N) Total (N)

Total Cost $28.18 (34) $19.45 (28) $18.5, (14) $25.97 (78)

2 of Income 8.12 (31) 11.33 (26) 5.20 (12) 8.68 (71)

Not Poor

Total 28.74 (31) 22.15 (18) 21.26 (11) 26.38 (62)

2 of Income 7.77 (29) 8.14 (18) 5.11 (11) 7.52 (60)

Poor

Total a a a 14.89 (12)

2 of Income a a 17.80 (11)

Not AFDC

Total 28.04 (31) 18.55 (21) 18.55 (14) 24.42 (68)

2 of Income 7.09 (28) 9.04 (20) 5.20 (12) 7.32 (62)

AFDC

Total a 24.70 (10)

2 of Income a a a a

Hu No Partner

Total 32.41 (12) 20.36 (19) a 24.04 (35)

2 of Income 15.33 (11) 13.44 (18) a 13.11 (32)

Has Partner

Total 26.53 (22) a 22.46 (10) 24.75 (43)

2 of Income 5.67 (20) a 5.56 (39)

*Fewer than 10 cases in category

Source: Unpublished tabulations from the NLS

I 9 1
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Table 5

Neon Weekly Expenditure on Child Care for All Cl.. dren,
sod Proportion of Total Weekly Income, By Race end Age of Youngest Child,

Those Paying for Care Only

Age of
Youngest Child White (1)1 Black (N) Hispanic (N) Total (N)

6-2

Total $40.66 (157) $39.21 (73) $44.00 (29) $40.58 (262)

Z of Income 10.14 (140) 11.38 (56) 7.50 (21) 1...45 (222)

3-4

Total 33.33 (121) 28.23 (75) 38.13 (48) 32.84 (244)

Z of Income 10.04 (109) 12.15 (67) 10.81 (40) 10.56 (211)

S or Older

Total 34.94 (78) 21.42 (58) 21.33 (21) 30.56 (159)

Z of Income 9.67 (71) 12.57 (51) 6.41 (19) 10.04 (143)

Sours*: Unpublished tabulations frog the 1LS
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Chairman MILLER. Thank you.
Carol.

STATEMENT OF CAROL FRANCES, CAROL FRANCES AND
ASSOCIATES, WASHINGTON, DC

Ms. FRANCES. My name is Carol Frances, and I am an independ-
ent analyst who specializes in the economics and finance of educa-
tion. Thank you very much for the opportunity to return to this
forum and update information on trends in college costs and the
ability to pay for college.

With your permission, Mr. Chairman, I would like to present my
testimony by way of looking at the charts and pictures. Rather
than reading the testimony, could I go with you through the charts
that will illustrate the answers to the questions that were suggest-
ed by the staff?

Chairman MILLER. Those are the exhibits in the back of your tes-
timony?

Ms. FRANCES. Right.
Chairman MILLER. Okay.
Ms. FRANCES. The first question: What are the trends in college

costs? Exhibit 1 shows that clearly they are going up. Exhibit 2
shows that they are going up faster since 1980 than in the previous
half-decade.

The colleges and universities have been accused in the headlines
of being greedy and profiteering, but I think it is important to un-
derstand that those costs of tuition are not going up because of in-
creases in the underlying costs that the institutions are paying. Ex-
hibit 4 shows that costs since 1980 have not been rising any faster
than in the previous six years. What is going on is a difference in
the revenue.

Exhibit 5 shows that the institutions are balancing their budgets.
Revenues have gone up in order to match expenditure increases.
However, public sources of support, Federal, State, and local, have
not risen as fast as she basic costs. The consequence is that tuition
has had to make up the difference. It is the budget balancing.

So the suggestions in the press that tuition has gone up faster
than the cost of living is not an appropriate comparison, because
we are looking at tuition not just as a cost but as the way the insti-
tutions have had to balance the budget. Now a very small shortfall
in public revenues can be translated into a very large increase in
tuition, because tuition is a small proportion of the total budget.

It has also been suggested that cost containment has worked in
health and it ought to be tried in education, but I think we need to
keep in mind that the people who are employed in education have
lost significantly in the real purchasing power of their salaries. Ex-
hibit 7 shows the c'imulative loss of purchasing power of people
employed as faculty in colleges and universities.

Exhibit 8 shows that while there were gain', made in the 1960's
those gains were all wiped out in the 1970's, so that by the mid-
1980's people employed in education are about where they were in
the mid-1960's, which means that they are below othe' profession-
als who have made some gains in the mid-1980's to recover from
the losses made because of inflation.
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The second question that was posed is, what are the trends in
income in relation to the trends in college costs? Exhibit 9 is an
effort to answer that question. Again, the headlines have said that
income has kept up with college costs, but I think that because of -
the great diversity in enrollment in America's colleges and univer-
sities today no single measure of income is adequate to explain
what is going on.

So I took a look at 24 different kinds of families and looked at 6
different kinds of educational options, and since 1980, the period
from 1980 to 1985, there are practically no major household groups
whose income is rising as fast as the cost of college.

Relating to some of the questions posed to the previous panel, if
you look at the bottom of Exhibit 9, the minimum wage increase
has only been about 8 percent in the face of college costs that have
been rising 50 or 60 percent.

The third question is, what are trends in enrollment? Exhibit 10
is a picture of trends in enrollment over the last 40 years. The en-
rollment has stayed about 12 million since 1980. This is news, be-
cause there has been a dramatic decrease in the college age popula-
tion. The number of 18-year-olds decreased almost 12 percent, and
yet the enrollment went down less than 1 percent.

What are the forces explaining the fact that enrollment is stay-
ing up in spite of the demographic decline? Exhibit 11 shows in-
creases in the college-going rates in the 1980's. Now why are the
college-going rates going up? One of the explanations might be
shown in Exhibit 12, which is comparatively high unemployment
rates for college-aged youth. Even though they have declined dra-
matically since the early 1980's, they still remain comparatively
high, especially so for minority youth of college age, as explained
in Exhibit 13.

Exhibit 14 shows something *)out the resources available in the
form of student aid to student,. Underneath this is a dramatic shift
in the form in which aid is awarded. There has been a dramatic
shift from grants to loans. In the mid-1970's, three-quarters of the
aid was awarded in the form of grants. The share has dropped to
less than half that. Meanwhile, the proportion of aid awarded in
the form of loans has risen from around 20 percent to over 60 per-
cent in the mid-1980's, and th..: proportion awarded in terms of op-
portunities to work is about the same at 4 or 5 percent. Anyway,
we have a dramatic shift in the structure of student aid.

Exhibit 15 makes a point with respect to how the aid is paid and
whether it is paid to students or paid on behalf of students to
banks and other lenders. There has been considerable argument
that the availability of student aid has fueled the increases in col-
lege and university tuition, but the aid paid to students has not
risen dramatically and, I think, is not plausible as an explanation
for the increase in tuition.

Chart 16 shows what the situation would be for a student at-
tempting to work through school based on minimum wage. Now
many students don't work at the minimum wage, but if the mini-
mum wage is our wage fleJr under hourly workers this would at
least show the trend. Thi:, is the hours necessary to work L) pay for
college tuition, room, and board if the student were working at a

1 9 4
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minimum wage job, and it shows a dramatic increase in the 1980's.
They would have to work considerably more than full-time.

There is a very significant proportion of college students who are
employed in the labor force and employed. Close to 90 percent of
the part-time students in college work, and close to 40 percent of
the full-time students work. So they are getting through college
substantially by working. Nonetheless, the wages that they can
earn toward that college cost is not keeping up with increases in
the costs, and, as a result, larger and larger numbers of students
are taking out loans, and total loan commitments since the incep-
tion of the Guaranteed Student Loan Program are shown in Exhib-
it 17. We have had a significant increase in the 1980's.

Exhibit 18 shows an increase in the number of people below the
poverty line, with the consequence that, even if we have a target-
ing of student aid to the low-income student because there are
more of them, it is very likely that we will not have an increase in
the aid awarded to individual needy students.

The result is that the institutions themselves, as shown on Ex-
hibit 20, are providing institutionally-funded student aid, which is
doubled from under $3 billion to close to $6 billion of aid in the
early 1980's, which is leading to increases in costa, which is part of
the reason that tuitions are increasing.

I wanted to add a chart to close the testimony, which is the free-
standing chart, the purpose of which is to show the relative ability
to pay for college by household heads of different age. If the high-
est income group is the 45 to 54-year-old group, which is at 100,
what it shows is that those in the college age group that may be
trying to earn the income to pay for college, their relative ability to
pay for college has eroded significantly over the last several dec-
ades.

Basically, as a Nation, we have done a good job in improving the
well-being of the older and retired household heads. Where many
of them were in poverty in the 1960's, we have done a good job of
improving their situation. Meanwhile, we have allowed the situa-
tion of the younger households to worsen in relation to the invest-
ments that they would be making.

The final question is: What is the outlook? On the cost side, I
expect tuition increases to slow down, and on the revenue side, it
all depends on where you are in the economic system because of
the greater inequality in the system that wt.. are experiencing.

Thank you very much for the opportunity to share this informa-
tion with you.

[Prepared statement of Carol Frances follows:]
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PREPARED STATEMENT OP CAROL FRANCES, CAROL FRANCES AND ASSOCIATES,
WAShINGTON, DC

TRENDS IN COLLEGE COSTS

AND TEE ABILITY TO PAY FOR COLLEGE

Mr. Chairman and Members of the Select Committee:

My name is Carol Frances. I am an independent analyst who
specializes in the economics and finance of higher education. I
work with individual colleges and universities, educat.on
associations, private industry, and government agencies.

I want to thank you very much for your invitation to return
to this forum to update information on trends in college costs
in relation to the ability to pay for college.

I will summarize very briefly conclusions drawn from
extensive analysis of trend data done in connection with two
reports: the first, on institutional costs, commissioned by fhe
American Federation of Teachers and the Association of Urban
Universities; and the second, on ability to pay for college,
commissioned by the American Association of Community and Junior
Colleges and the American Association of State Colleges and
Universities. The conclusions presented in this testimony are my
own,and do not necessarily reflect the views of any of the
organizations which sponsored the studies.

Your Committee has posed five specific questions:

1. What are the recent trends in college costs?

Students are paying higher tuition because public support- -
including both state appropriations and Federal student aid--have
not kept pace with inflation.

Since 1980, college tuition and fees have increased at
faster annual rates than they did in the previous five or ten
years. (See Exhibits 1 -3.) The reason is not, however, that
total costs paid by the colleges and universities for the
services and supplies that they bought are going up faster than
before. Indeed, overall cost increases--as measured by the
Higher Education Price Index--from 1980 to 1986 were no greater
than they were from 1974 to 1980, because the cost components
with higher rates of increase in the earlier period were the
components with the lower rates in the later period, And vice-
versa. (See Exhibit 4.)
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The reason tuition has increased faster is that revenues
from public sources have not increased as fast as costs. (See
Exhibit 5.) Colleges and universities generally have less control
over revenues from public sources than they do over tuition, so
tuition functions to balance the budget when revenues from public
sources do not keep up with underlying cost increases. A small
percentage shortfall in the public sources of revenue can
translate into a very large percentage increase in tuition. (See
Exhibit 6.)

Tuition has increased faster than the consumer price index
recently but this is not a completely appropriate comparison
because tuition is not just a "cost". Tuition also plays a
central role in balancing college and university budgets.

Thus, tuition is currently increasing because students are
bearing a larger share of the costs of their education.

:loges and universities are concerned about costs, and
about holding costs as low as possible. It has been argued that
cost containment has worked in health and it should be tried in
higher education. One big difference should be kept in mind,
however, which is that people employed in higher education have
lost ground in relation to workers generally while people
employed in health have gained. From the early 1970 to the
early 19110s, college faculty lost close to a quarter of the
purchasing power of their incomes--a greater loss than for other
professionals and for workers in general. (See Exhibit 7.) Since
the early 1930s, faculty have regained some of those losses in
real income, but not to the extent that other professionals have.
(See Exhibit S.)

Cost issues in higher education relate more to such basic
questions as who should have the opportunity to go to college,
what should be taught, and what is the proper balance between
instruction and student services than it does to containment of
unit costs.

2. What are the trends in costs in relation to family income?

For college students and their families the current reality
is that income is not keeping up with college costs.

Because of the large and growing diversity of students in
American higher education, no single measure of income adequately
reflects the range of economic circumstances characterizing their
ability to pay for college.

1 9 7
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To develop a much more comprehensive analysis of trends in
the ability to pay for college, I have identified students in
different economic circumstances, indicating whether they were
dependent on family income or independent; and if they were
dependent family members, whether they were members of two-parent
or single-parent households. I have also differentiated economic
circumstances by age, race, and occupation of the household head.

Overall, looking at trends in the income of 24 different
types of households in relation to college costs, it is clear
that since 1980, for the vast majority of students, income has
not kept up with college costs. (See Exhibit 9).

Controversy over trends in the ability to pay for college
war, fueled recently by reports that income was keeping up with
college costs. But to reach that conclusion, the analysts had to
use per capita income instead of family income. On the face of
it, per capita income--because it is based on a more
comprehensive definition of income--might give a better picture
of whether resources to pay for college are keeping up with
college costs.

Per capita income includes both money income and non-money
income. Since non-money income could free-up money income to pay
for college it might make sense to include it. The problem is,
however, that non-money income is largely in the form of medical
payments to the elderly, and pension benefits to retired people,
and school lunches for very young children. The non-money income
does rot, therefore, go to families with members in age groups
likeliest to go to college--and further, the transfer payments
are needed by the families that receive them to pay for the added
costs of living of retired people or medical expenses of sick
people.

College costs outstripped both family income and per capita
income over the last five years and the last ten years. The only
way the reports could come up with the conclusion that income was
keeping up with collage costs was to use the per capita income
series and use a time period going back 15 years.

Social forces bearing on American families should also be
taken into account in assessing their ability to pay for college.
For instance, the number cf single-parent households it the U. S
has increased by more than SO percent since 1970, five times as
rapidly as the number of married couple households. One out of
every four American family households is headed by a single
person. Close to four-fifths of these households are headed by
women, with average household income not much more than half that
of married couple households. The number of youngsters
approaching college age in these households is disproportionately
high and increasing, and they have much greater difficulty
paying for college education than those from two-parent families.

8
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3. What are the trends in enrollment?

Total Enrollment

College enrollment at the opening of the academic year 1986-
87 was just over 12 million. (See Exhibit 10.) Total enrollment
has hese holding within a range of 12.5 million to 12.2 million
for the last five years. This is news because from 1980 to 1985
the college-age population decreased and many earlier analysts
had projected significant declines in enrollment based on the
decline in the college-age population.

ColLege -Going Rates.

Part of the reason for increased college enrollment is
increases in college-going rates. (See Exhibit 11.) Indeed, the
percentage of the college-age popul tion actually enrolling
increased enough to offset the decline in the number of people in
the college-age group.

Enrollment by Age Group

The favorable trends in college enrollment can be seen by
grouping the Census data on population and enrollment by six age
categories. College enrollment of 18-19 year-olds decreased less
than one percent (0.9 percent) even though the population in that
age group decreased by 11.7 percent from 1980 to 1985. College
enrollment of 20 to 21 year-olds increased 8 percent even though
the age group decreased 5.3 percent.

Overall, just under half of the increase in college
enrollment from 1980 to 1985 (based on Census school enrollment
figures covering the population age 3 to 34) was accounted for by
students in the traditional 18-24 college age group, and just
over het was accounted for by students 2! to 34.

Minority inrollaent

Trends in minority enrollment are mixed during the 1980s.
Enrollment of black men and women .las decreased significantly
since peaks in the early to mid-80s. Enrollmen of Hispanic men
and women has con.inued to increase. From 1980 to 1985, Hispanic
enrollment increased close to 30%. This appears to be true
because of increases in the Hispanic population and increases in
the high school graduation rate among Hispanics. college-going
rates among Hispanic high-school graduates have not increased,
however. In any event, while Hispanics accounted for only a
little over 4% of college enrollment in 1980, they account for
close to 20% of the increase in enrollment from 1980 to 1985.
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4. What are the economic forces responsible for these trends?

Major economic forces responsible for these trends include:

Transformation of the economic base

The major economic force shaping higher education in the
United States today is acceleration in the transformation of the
economic base from physical,resources to human resources in the
face of global competition. Yec national investment poncies. in
both the private and the public sectors have focussed primarily
on physical resources--on investment in plant and equipment
without equal attention to investment in people.

Inflation

During the period of high inflation from the early 1970s to
the early 1980s, college and universities held tuition increases
below the cost of living increases. Over this period, the
resource base of the institutions was eroded: physical plant and
equipment was undermaintained; financial assets per student in
real terms declined; and the faculty, the human resources, lost
real income.

Dramatic decreases in inflation since the early 1980s
enabled the colleges and universities to begin restoring their
asset bases. Faced either with a permanent reduction in the
relative economic status of people they employ--and a loss In
their ability to attract good new people into teaching in the
future--or compensatory increases in incomes, they have made up
some of the earlier losses in real income with salary increases
greater than the increase in the cost of living.

Unemployment

Though the unemployment rate has declined significantly from
peak levels in 1981 and 1982, it remains high by historical
standards, even for the college-age group, (See Exhibit 12) and
especially for minority youth. (See Exhibit 13.)

People without jobs enroll in college to improve their
future prospects. Consequently, high unemployment rates have
probably played a role in sustaining college enrollment.

Student Aid

Federal aid paid to students has not kept up with tuition
costs and the the share of student aid packages awarded as grants
has dee eeeee d significantly while the share awarded as loans has
increased. (Exhibits 14 and 15.)



196

A very large percentage of students are trying to cope with
college costs by working. Over 10 percent of the full-time
students work and almost 90 percent of the half-time students
work.

The income that students can earn is not keeping pace with
college costs, however, which contributes to greater and greater
reliance on loans. The statutory minimum wage is floor under
hourly wage rates that may be used as one measureif not of the
level at least of the trendsin the earnings of young college
students working at entry-level jobs. College costs have
outstripped trends in their hourly earnings, making it much more
difficult for students to work their way through corege. (See
Exhibit 16.)

Student aid paid to students has not kept pace with college
costs and self-help requirements under the student aid programs
dre much m're difficult for some students to meet than for
others. The summer earnings, for instance, of a young white male
student trying to earn money toward his tuition for the fall
semester may be three times as much as the summer earnings of the
young black female student trying to meet the same tuition bill
at the same institution.

The growing gap between college costs and what students can
earn contributes to their growing reliance on loans. (See Exhibit
17.) Almost half of the graduates leave college with loans to
repay. And the amounts borrowed per student are increasing.

Targeting of student aid on the lowest income students with
the greatest need is, in itself, a laudable goal. Where, however,
it is associated with a stringent budget policy, it may function
more to eliminate middle-income students from eligibility for aid
than to increase the amount of aid per low income student because
of the significant increases in the numbers of families below the
official poverty line since 1980. (See Exhibit 18.)

The availability of student financial aid is not fueling
tuition increases. Indeed, over the last fifteen years, the five-
year period with the largest percentage increase in student aid
is also the period with the smallest percentage increase in
tuition and the period with the smallest percentage increase in
studeht aid is the period with the largest percentage increase in
tuition. (See Exhibit 19.)

Because student aid has not kept pace with student costs,
institutions have provided more of the student a'd themselves
from their own general funds. (See Exhibit 20.) Institutionally
funded student aid has more than doubled since 1980 from well
under $3 billion to about $6 billion -- becoming among the fastest
growing components of college and university budgets. (See
Exhibit 21.) The increasing costs to the colleges of providing
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this aid is part of the reason tuitions have increased.

5. What is the outlook for the future of college coots and
affordability?

On the Cost Side:

Year-to-year increases in college tuition have aimed
markedly over the last several years as the institutions have
come closer to making up for the losses in income of the faculty.
And the prospects for further slowing of cost increases in higher
education are good because the largest component of cost of the
institutions is faculty salaries which lag overall cost trends-
and general inflation is still low in comparison with the late
1970s and early 1:80s.

On the Income Side:

Whether it is getting easier or not to pay for college
depends on which economic group you are in. Economic conditions
and policies art resulting in greater income inequality in the
United States.

The gap in income between the rich and the poor is growing.
The gap in income between the whites and the blacks and Hispanics
is growing. And the gap in income between the salaried workers
and the hourly workers is growing.

Ultimately, the outlook for college costs and the ability
of students and their families to pay depend on larger economic
forces.

Economic competition and economic transformation affect
overall economic growth rates, personal income and savirgs,
corporate profits, and Federal and State budget resources to pay
for ,Iducation.

Economic competition and economic transformation have
resulted in dramatic shifts, in all regions of the country, in
the industrial structure and the occupational structure. That,
in turn, affects the kind of education employers need and
students want.

The educational preparation of children, the opportunities
of young people and adults to go to college and the ability of
families to pay for it depend on a better balance in the United
States between investments in bricks and mortar and investments
in people--and on renewed concern about equality of opportunity.
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Exhibit 1

TRENDS IN TUITION AND REQUIRED MS

IN

PUBLIC AND PRIVATE INSTITUTIONS

O Twbon - All Privets
Ingo tutionS

II Tuition - AU Public Insts likens

Source: U.S. Department of Education.
Center for Eduction Statistics.
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Exhibit 2

PERCENT INCREASE IN TUITION AND REQUIRED FIRS
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Source: Based on data from the U. S. Department of Education,
Center for Education Statistics.
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Exhibit 3

TUITION AND REQUIRED tin

tor Pull-Time. Im-State, Undergraduates

Pour-Year Two-Year
Universities Colleges Colleges All Institutions

Public 4 :ublic Private Public P.ivate Public Private

1963-64 261 1.210 215 135 97 642 234 1.012
1164-65 211 1,297 224 1.023 19 702 243 1,016
1165-66 327 1,369 241 1.016 109 761 257 1.154
1166-67 360 1 456 251 1,162 121 645 275 1,233
1167-61 366 1.234 264 1,231 144 112 283 1.212
1968-69 377 1.631 281 1.335 170 956 295 1,313
1161-70 427 1,109 306 1,468 178 1.034 323 1,533
1970-71 471 1,110 332 1,603 117 1,101 351 1.614
1171-72 526 2.133 354 1,721 192 1,172 376 1,120
1972-73 566 2,226 455 1,646 233 1.221 407 1,891
1973-74 511 2,375 463 1.125 274 1.303 438 1.111
1174-75 599 2.614 441 1.954 277 1,367 432 2.117
1175-76 642 2,881 461 2.014 245 1,427 433 2.272
1976-77 611 3.051 564 2.351 263 1.592 479 2.467
1177-71 736 3.240 516 2.520 306 1.706 512 2.624
1171-71 777 3.417 622 2,771 327 1,831 543 2,167
1171-10 840 3.111 662 3.020 355 2,062 513 3.130
1110-11 115 4.275 721 3.390 365 2.413 633 3,491
1111-12 1.047 4.167 113 3.155 432 2.697 721 3.172
1112-13 1.16 5.583 936 4.329 473 3.00$ 791 4.431
1113-14 r 1.214 6.217 1.052 4,726 521 3.01111 1191 4.151
1114-15 p 1,311 6.126 1,116 5,126 579 3.341 960 5.211
1115-16 1,510 7,440 1,200 5,540 620 3,620 1,040 5.720

Note: r revised, p preliminary. estimate

Source: U.S. Department of Education. Canter for Education Statistics,
Digest of Education Statistics. 1915-16.

Percent

1175-76 to
1980-81 42.5 41.4 5:.7 62.2 57.1 69.1 46.2 54.0

1980-81 to
1115-16 65.0 41.1 66.4 63.4 61.0 50.0 64.3 63.5

1970-71 to
1115-16 215.1 290.9 261.4 245.6 231.6 226.4 196.3 239.7
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Exhibit 4

HIGHER EDUCATION PRICE INDEX

Percent Increase:

1974 to 1980 Compared With 1960 to 1986

55.6%

1974-60

52.2%

1960-86

Source: Based on data from the Higher
Education Price Index, prepared and
published by Kent Halstead,
Research Associates.
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Exhibit 5

TRENDS IN CURRENT FUND REVENUES

PERCENT INCREASE

1972-60 to 1964-65

02 102. 202 302 402 502 602 702 002

foendilures r 162 02

Revenues 61.92

Leverameat Saarcas

Lecm 50.42

Slats 1 50.12

33 41F.d.csI

Privets Sources

Tobin and Foos 78 42

Safes aril Sannca 7921

Endowment Income 78.11

6tfls. &Yds L Ca-Areas 74.42

Source. U.S. Department of Education.
Center for Education Statistics.
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Exhibit 6

WHY TUITION REEFS GOING UP

1. COST PRESSURES

2. SPENDING PRESSURES

3. REVENUE SHORTFALLS

EXAMPLE:

Total Expenditures

Total Revenues

Year 1 Year 2
Percent
Increase

100

100

104

104

4

4

Tuition and Fees
and Other Private
Sources 50 56 12

Federal. State. and
Local Sources 50 48 - 4

Total Expenditures 100 104 4

Instruction 50 48 - 4

Academic Support
Computers 10 110) 12 115) 20

151000) 15800)

Operation and
Maintenance 10 10

Repair 5 6 20

Utilities 5 4 - 20

Other 30 34 13

2 0 8
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Exhibit 7

CUMULATIVE LAG IN TEE PURCHASING POSER -

OF

FACULTY SALARIES

1974 1976 1978 1980 1982 1984

Cummulative
Lag In -15Purchasing
Power

-20

Note: The cumulative lap in purchasing power is
calc..1:ated as the difference between the rote
of in:tease in faculty salaries and the rate
Incr.'s& in the consumer price index.

Sources: Calc....sted from data fro7:
Aaer_::, Association of University Professors.
J.S S..ireau of Labor StatIstics.
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Exhibit 8

Trends In Nuerege Salaries
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Exhibit 9

COMPARISON OF TRENDS IN INCOME
AND TUITION. 1980-85
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Exhibit 10

01601101.00Y Or ECONOMIC CYCLES AND POLITICAL EVENTS

TEAT REVS ETTECTED COLLEGE ENROLLMENT

4

12

10

4130 Count

0'01110ns) 6

4

0Ologe
WM1

Sum
1964 Vietnam

yr
1965

2 1 hbrA
1951

We
19500

PleseCenopr

Wearer MPfteribbso
Wows "IQ
Diabdity

1976

an
5106
601.

1972

fleige exam
Stellent

Assistance
1976

'945 1950 1955 1960 1965 1970 1975 1980 I -JOS

Source: Based on data from the U.S. Department of
Fducation, the U.S. Doper sent of
Commerce. and the U.S. Congress.
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Exhibit 11

Trent's hi ti, Coilege-Going Rate
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Exhibit 12

UNEMPLOYMENT RAVI OF COLLEGE-AO' YOUTH

COMPARED TO THE RATE FOR ALL CIVILIAN NORMS

1$

15

12

9

6

3

0

194$ - 1985

I

1948 1953 MHO 1983 NMO 1973 1971 1913

0 ANCWWWwtors 0 CalMge-ApYeAS19-24

Source: U.S. Department of Labor, Bureau of Labor
Statistics, Employment and Earnings.
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Exhibit 13

UNEMPLOYMENT RATES

OP

COLLEGE -AGE YOUTH

Sy Gender and Race

1986
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Exhibit 14

TRENDS IN FEDERAL STUDENT AID '

Current Dollars

$10000 --
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87000
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Total
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4,0*
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Includes private loan
students by banks and
the Guaranteed Student

Based on data from the
Education, Center for
of Management and
Administration; and Col

funds provided to
other lenders under
Loan Program.

U. S. Department of
Statistics; Office
Budget: Veterans
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Exhibit 15

TRINDS IN FIDERAL OUTLAYS FOR STUMM? AID

Percent Increase:

ootal5toremtA4

Deparlateat at taxation)

kerenu

Paid to Students

PodUroughantoWtions

Pmdtotienksoldlerdrs

Othee Programs

Social Securely

YoUrensAdonmutrebm -016911

1910 to 1966

'3711

SIM 46 31

67 711

-10711 0

Total Student Aid

Paid to Students

Paid to Banks and Lenders

-10001

15201

13711

-251111111

1320/

- 10001 -50.01 0011 50 01 100.01 150 01

Source: Based on data from the U. S. Department of
Education. Center for Statistics; Office of
Management and Budget; Veterans
Administration; and College Board.
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Exhibit 16

',OURS NECESSARY TO WORK
TO PAY TUITION, ROOM AND BOARD

iwurs ;gar Year

Private
Ualversitles

Privets Other
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Exhibit 17

STUDENT LOAN COMMITMENTS

Cumulative Commitments Since Inception of the Program
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Exhibit 18

POVERTY TRENDS

Trends in the Number of People
Below the Official Poverty Line

1,60 - 1914
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Source: U.S. Department of Commerce, Bureau of
the Census, Current Population Reports.
Series P-60.
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Exhibit 19

COMPARISON OF INCREASES

IN

STUDENT AID AND TUITION CHARGES

.... -
le Total Firdsrally Sugipartsd

Solent Aid

Tuition -Prhate

Tuition-Public
......

l970-75 197S-00 1900-05

Source: Based on data from the Department
of Education, Center for Education
Statistics. Digest of Education
Statistics: and the CollegeBoard,
Trends in Student Aid, 1980-1985.
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Exhibit 20

GROWTH OF

INSTITUTIONALLY rummy STUDENT AID
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Source: Based on data from the U. S.
Department of Education. Center for
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Exhibit 21

TRENDS IN COLLEGE AND UNIVERSITY EXPENDITURES

Percentage Increase in Current Fund Expenditures:

1979-$0 to 1914-15

Total Cirrent isnd 1121111111.2111 621E

Iducdoenei int Goners!

Restricted Stholishops
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62 4X
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0100c Service t 637.3E
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Source: Based on data from the U. S.
Department of Education, Center for
Statistics, Financial Statistics,
annual editions.
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Chairman MILLER. Thank you.
Dr. Clay.

STATEMENT OF DR. PHILLIP L CLAY, PROFESSOR OF CITY PLAN-
NING, DEPARTMENT OF URBAN STUDIES AND PLANNING, MAS-
SACHUSETTS INSTITUTE OF TECHNOLOGY, CAMBRIDGE, MA

Mr. CLAY. Thank you very much.
In just about 18 months, we will celebrate the fortieth anniversa-

ry of Congress making a significant commitment to the American
family. That commitment was that every family is entitled to a
decent home in a suitable living environment. Almost 40 years
after this commitment was made, we have made substantial
progress, especially through 1980, toward meeting that goal. Still,
however, there are 15 million families who are inadequately
housed or not housed at all.

Let me cite a very short list of statistics which will support my
point that housing is one of the major issues which concerns the
American family. Housing is the transaction which almost all fami-
lies are

carriob4W
to make, and it is the setting in which the family

life is W out.
During the 1980's, we had for the first time since President John-

son, a significant increase in the incidence of poverty, and this inci-
dence has been particularly true among families with children, as
other speakers have pointed out. We have also found that we have
about 2 to 3 million persons who are homeless. This growth in the
homeless population has been especially significant among home-
less families.

All families with children have had a significant erosion in their
income during this same period when housing prices, rents, inter-
est rates, land prices, and other factors having to do with housing
have leaped upward and remained at historic high rates.

We have also found that during the last 10 years, the first time
in the last 40 years, we have had a significant erosion in housing
opportunity at the same time when we have had little Federal at-
tention to make the kinds of adjustments that were made at other
points in our history.

We have also in the last few years added relatively few units to
the resources which families have available, and we are at risk of
losing some of the 4 minim housing resources we have built up for
the poor in the last 40 years.

I was asked to address two questions: First, what happened to
the great housing opportunity engine that helped so many families
improve their position since the administration of Franklin Roose-
velt? Second, what might we do now to help families who are still
inadequately housed?

But before I answer those questions, let me be very clear in con-
trast to what some of my other colleagues might suggest. I suggest
that the issue of housing is not simply a lack of money. The experi-
ence with the Section 8 C .3rtificate Program and with President
Reagan's Voucher Program suggests clearly that even when poor
families are given certificates that make it nrIsible for them to pay
the "fair market" rent, they still have difficulties. More than half

22 4
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of the certificates are returned in the first period after they are
awarded. So I want to emphasize that the housing problems that
families face are, first, housing problems and not some other kind.

Now to the question of, why can't we solve the housing problem
the way we did it before? During the period between roughly the
1940's and the 1980's, we had three phases of American housing
policy. The first phase, going back to 1937 and lasting until 1965,
emphasized public housing. The Federal Government essentially
helped local communities build housing to meet the need that the
communities identified. We built about 1,300,000 units in that cate-
gory. For a variety of reasons on which both liberals and conserv-
atives, Democrats and Republicans, agreed, we essentially, starting
in the mid-1960's, abandoned the Public Housing Program.

Between 1965 and 1975, or 1973, to be more exact, the President's
moratorium, we moved toward a policy which relied on the private
sector to provide housing to meet the needs of the poor, and to
make that possible we provided them with various incentives.

In the second phase, between 1965 and 1973, we provided a rela-
tively shallow subsidy along with a variety of tax benefits. We
provided about a million units unde- various programs in that cat-
egory.

Between 1975 and 1980, we were in the third phase of our hous-
ing policy in which we provided very deep subsidies along with gen-
erous tax benefits to the private sector to build housing for the
poor. For a variety of reasons on which I need not dwell, we aban-
doned that approach.

What we have had since 1980 is no policy which was consistently
pursued, which resulted in a significant yearly increase in the
number of units, or which addressed the variety of trends which
were significant during this period, ranging from the declining
income of the poor, the increase in the number of homeless fami-
lies, and so forth.

The second aspect of the question is: why can't we do housing the
way we used to in terms of helping the poor? After looking at ways
by which families have improved their housing situation in the
past, I would suggest that there have been four options.

The first is, families can save and family members can help each
other. The second is, families can accept filtered-down older units
and fix them up. Third, they can accept public housing or assisted
housing. Fourth, they can change their consumption goals or pref-
erences. These options at different times and in different combina-
tions have provided the opportunity for families to improve their
housing situation, at least over time.

But I would submit to you, ladies and gentlemen, that all four of
these ways are no longer helpful in improving the family's opportu-
nities for housing improvement. On the savings side, it is clear, as
other people have pointed out, incomes in real terms have gone
down, the housing prices have gone up dramatically, and rents
have gone up. The increases have been most serious in areas where
families with poverty live.

We also know that in terms of the second situationthat is, fam-
ilies moving into older unitsone of the ways that the middle class
has accommodated to increasing prices in rents and interest rates
and so forth has been to buy older housing, so the poor now do not
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have full access to older housing that they used to have, because
that housing is now of interest to the middle class and even the
upper class. The poor are in competition with these groups for
access to this housing. The poor lose in that kind of market compe-
tition. Even when they win, they win at the cost of significantly
higher rents and insecure tenure.

We also know that we have not been building housing sufficient
to match the increase in the number of households. During the
1970's, we added about 21 million households, but we only added 16
million housing units, and so about 20 percent of the housing
needed to meet new household formation and other needs was
taken by existing units.

The third means by which families have improved their housing
situation is through public housing and assisted housing programs.
During the 1970's, we added about 300,000 units per year in the
various programs, and in the early part of that decade we added
significantly more. We have averaged less than 100,000 units so far
during the decade of the 1980's even as we have had a significant
increase in the incidence of poverty and the incidence of family ho-
melessness.

Finally, families have been able to improve their situation by
changing their preferences, by aspiring for less, by taking smaller
units than they would otherwise find desirable. But I would submit
to you, members of the committee, that changing preferences is
really a temporary solution. It is acceptable only when there is the

that by some of the other means I mentioned that one's
Erorinegtsituation will improve shortly. We are at a point where I
do not believe that families, especially poor families, have reason to
believe that their situation is going to improve shortly.

What I would suggest finally is that we need a Phase Four
policy, and I am encouraged by two things: first, the interest on the
part of the Members of Congress to take a look at housing for the
first time in some years, and, second, by the attention, at least in
the early part of this presidential campaign in both parties, to give
attention to the concerns of families and children. I think both of
these trends will be helpful.

For housing I would suggest the following broad elements to be
included in a housing policy. The first is that we need a production
program to address the shortfall in units which I mentioned. I
think in some places such construction might not be as important
and that housing vouchers might be adequate.

I would also suggest that fair housing should address the issue of
discrimination against families with children. I would want to
point out that families are competing with non-families for scarce
rental units, and when that competition occurs many landlords
prefer not to have families with children and, instead, select single
people. So fair housing ought to extend its umbrella to include fam-
ilies with children as a protected group.

I would also suggest that we try to preserve the units which are
available as resources for the poor and to strengthen community-
based efforts at self_ help, at community building, and in public-pri-
vate partnerships. Thank you verrmuch.

[Prepared statement of Phillip Clay follows:]

79-007 0 - 88 - 8 '2 4? 6
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PREPARED STATEMENT OF DR. PHILLIP L. CLAY, PROFESSOR OF CITY PLANNING, DEPART-
MENT OF URBAN STUDIES AND PLANNING, MASSACHUSETTS INSTITUTE OF TECHNOLOGY,
CAMBRIDGE, MA

TEASE WU RE. ClUIRMAN.

I am grateful for the opportunity to address housing issues
facing American families. I will offer some perspectives on the
nature of the problem and some suggestions for how to address
these problems which I would characterize as serious.

Introduction

We are just 18 months away from the 40th anniversary of the
Congress making a historic commitment to the American family.
Specifically, the congress passed the Sousing Act of 1949 that
stated tnat it is the policy of the United States that every
American family have " ... a decent home ... in a suitable
environment."

After almost forty years, we have made substantial housing
progress and we are well below the onethird of the population
that was illhoused at the end of World War II. We still have
a long way to go, however, as millions are still inadequately
housed cr to an increasing extent, not housed at all.

I sense frcm Congressional activity in this session tnat we
are at :ne cf :nose critical points where we search for new ideas
tnat wil: be suc:ected to the Congressional process and critical
review an_ in scme fasnion become the next federal strategy tar
housira.

:he HousInz Pr:blem for Families

Let me first, put the housing problem of families in acme
perspective.

o During the 1980e we have had a major increase in
the incidence of poverty among households -- from
just under 12 percent in 1970 to more than 15
percent in 1986. Federal programs that in the
1970a sparred nearly 20 percent of families that
would have otherwise been poor have been cut to
the point that such programs now help only 1 in 9
families avoid poverty. There has been a 475
increase in the percentage of families with

:)
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children who have incomes below the poverty lfae
from 11% in 1973 to 17% in 1983 (using 1983
constant dollars.) This higher incidence of
poverty has remained steady despite economic
recovery.

o About 12-14 million families are presently
ill-housed, tnat is they live in a
substandard units, are crowded, or pay more
than 30% of their income for housing.

o An estimated 2-3 million persons are
homeless. The largest and most rapid growth
in this population has been homeless
families.

o All families with children (except those in
the top fifth of the income distribution)
have lost income (in constant dollars) during
the 1980a. Por all families this amounts to
7%, but for families with below median
incomes, this loan has been three to six
times this much. During the same period,
housing prices, rents, interest rates and
other housing cost factors have leaped
forward and remained at historic high
levels.

o With this increasing poverty, growing evidence
of a housing problem, we have, for the first
time in recent history no policy to address
these needs. We presently produce less than
100,000 assisted units each year compared to
more than 300,000 units per year during the
19708.

o For the first time this decade, the steady
march toward homeownersnip has come to a halt.
We have now a decade in which the ownership
rate nas actually declined from 66 to 64
percent after a steady 40 year climb; for
young families (headed by persons age, 25-34.',
the rate decreased 7 percent between 1980 and
1965 alone, from r9 percent to 55 percent.
This figure includes many middleclass as well
as workingclass families. The dream of
ownership is hard to sustain, much less
realize. For poor families, less than 20
percent can afford ownership, and then only
marginal units and mobile homes.

228
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I could go on with the etatisticb, but suffice it to say
that not only have families with children found it more
difficult to improve their housing status, housing is a
problem for families that has broadened and deepened during
this decade, affecting not just the poor but even middle
income families.

In my remaining time, I want to address two questions.
First, what happened to the great opportunity engine that
helped families make great progress between WWII and 1980?
why is it not working now? Second, wnat d2 we need to do
address the housing needs of families.

Before turning to these questions, I want to emphasize
that the problem in housi..6 is not that the families need
more money. We know from the experience with the Section 8
Certificate Program, for example, that when ability to pay
the rent is not an issue, most poor families with
certificates still have a housing problem. Money is
important, but the housing problem is, first and foremost, a
housing problem, not an income problem. This point applies
to the poor, moderate income, and even middle income
families. Indeed many families now face the housing markets
with more resources than their parents had at a comparable
point in their housing career.

Why Can't We Solve the Housing Problems The Way We Used To?

The first part of the answer to this question is that we
have no: as a nation really tried to address housing problems
during the 1980s. It has been 7 years since congress has
taken a look at housing and attempted to correct problems or
update ;rograms. A few demonstration and pilot efforts
represent the only initiatives offered in recent years.

Tr.:. is in cont:ast to several decades when congress
directs! housing policy in specific directions to address
conte:;:rary housing concerns. :his is the longest period in
40 years wnen the most siznificant transaction affecting
families has gotten so little support despite an esca:ation
cf the problem. I make tnis statement despite tax cuts and
lax reform which, in fact, have combined to hurt our efforts
to provide affordaole housing.

There have been three distinct phases to U. S. housing
policy. In these phases wnich go back to the 1940s, we
constantly sought to remove roadblocks to improving the
nation's housing supply. :n the first phase, we instituted a
public housing program and put a national mortgage system in
place. We offered homeownership benefits to young families
and veterans with FHA and VA programs. We created tax
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incentives and preferences to encourage housing development
and consumption.

In Phase 2, starting in the midi060s, we brought the
private sector in to produce better designed housing and to
focus on housing for those who like many families now, have
income tnat is just too low to get decent housing. We made a
very modest effort at rebuilding urban communities with new
housing on urban renewal land. We initiated efforts to help
poor families buy homes. Moreover, we expanded tax
incentives and created a national marxet for housing
instruments and encouraged state and local community
planning.

In Phase 3, from 1975 to 1980, we built new housing
with deep subsidies to the poor. We also focused attention
on rehabilitation and neighborhood conservation. We
increased and enhanced tax preferences related to housing. We
increased local discretion in program development with block
grant programs and started the deregulation of financial
institutions in the hope that it would bring more capital for
investment in housing.

These efforts in the various phases were never perfect.
In fact each sought to take care cf previous flaws and
oversights. Since 1981, we have had an adminstration that
has sought not to fix the ship, but rather to abandon the
ship.

I might also address the question of what has changed in
anotner way. Tnat is to look at wnat was available to
families as options in the past, how these options worked and
where we stand with them today.

Traditionally families have had 4 options to address
tneir housing needs and goals: savings and family
assistance. filtering do..r. cf older units, accepting public
or assistel housing, or cnan4ing consumption goals and
preferences. These options, at different times and in
different combin-ition overt:me, heaped most families,
ino:4din2 ;cor ones become better housed. That is how it
use.: to work. Why can't it work tnat way now?

First, saving is not a potential route for many
households. Not only has the cost of housing gone up faster
in recent years than the return on savings, families have had
less real income from which to save. Moreover. the ability
to finance home purchase with low downpayment have run up
against tne realities of housing finance and declining
economic fortunes for poor and worXingclass families. In

recent years, the metaphor for families has not been
"building a neategg," but "getting on the (housing) train
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iefore its leaves the station." The overconsumption or
Teculative behavior on the part of some to "get aboard" the
ousing train inflate prices and make it difficult for
' thers get adequate shelter.

Second, families used to be able to improve their
.ousing situation by taking units that were left by higher
ncome people moving into new housing. Over a numblr of
oven, the less well off family would be able to improve the
ousing within limits of their income. The situation is
.uite different now. The demand for housing which used to be
met, in net terms, by new construction, in recent year, has
men met to the extent of 20% - by older housing. In other
'ords, the poor have to compete with the non-poor for older
mite. Not only do the poor and families, especially, often
ose to condo conversions and gentrification, when they win,
t is at the cost of higher rents and less secure tenure.

Nor is it simply the case that poor families are
ompeting with rionpoor families. It is, in part, a matter of
he families competing against non families for housing. Our

.ousing markets in cities increasingly are dominated by
ingle people and couples, not families. These nonfamily
ousehoids have higher incomes or more workers but without
he obligations that families have. They are able and
'filling to spend more for housing or to take advantage of the
ituation by investing in housing, making shelter even more
ike a commodity. Families, especially the growing
iroportion headed by women, cannot compete.

Third, families used to have access to a variety of
ublic and assisted housing programs. These progress were
ritical as temporary way stations and for many as a
ermanent subsidy. The units -- greater than 300,000 a year
n the 70s -- not only were a direct response to need, but
ndirectly helped to relieve pressure on the nonsubsidized
took. All of these program now have long waiting lists
ha: continue to grow and with it the pressure in the private
arke:.

Finally, the hcusehclds have been willing to change
heir ;references aspiring for less, at least temporarily.
hanging preferences is on:y an option when progress is in
he wind. It is now more an option for single individuals
han for families. Families need space for their children
nd Zanily life. It is not appropriate for a family to
hoose bad housing in order to save, nor is crowding
cceptable for longtime. Suffering is bearable when one sees
edemp:ion or reasonable hope thereof.

In short, the old tools for upward mobility in housing
o not work effectively tcday. Families are not in a
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position to engage in self-help and vs have little at tint
federal level to hill) this. While some cities sad states
have been creative, only a small nuaber of families in a
limited nuaoer of places have benefited

New Directions for National lousing Policy

It is not appropriate here to go into detail about
housing progress. Part of the anguish in Washington mai
elsevhere in the country is tnet we have a list of problems
and concerns but no way to address them. My view is that me
need to develop a Phase 4 policy. V. cannot continue without
a national housing policy if for no other reason than me mill
make negative progross.

Taking account of all of the lessons I have learned from
looking at the history of housing policy as well as She
present situation, I do not.think vs can have a single grand
program, nor should ve SOSUMW that the federal government
should take sole responsibility. Ve need many initiatives
which should be pursued in partnership with state and local
government and with the nonprofit sector.

IV suggestion for elements of a Phase 4 include the
following:

o A production program for public and assisted
housing that offers the prospect of permaaOnt and
affordable benefit. The program should be targeted
to tight aarkets and to areas where new supply is
needed.

o A continuation of vouchers for the poor and for
families in markets where there are available
units.

:ncreased fair housing that prevents the kind
discrininazion against families that is so
widenread now and that constitutes an additional
barrier for families.

o An effective means to conserve the supply of public
and assisted housing which will i.e at increasing
risk over the next decade.

o Incentives and programs to encourage the
private production of affordable private housing.

o Programs to develop greater capacity for
nonprofit and community-based housing initiatives
that can tap community spirit, promote self -help
and facilitate public- private partnerships.

Conclusion

I welcome the current interest in the congress that
recognises that mazy of the problems from the 60s and 70s are
still with us. In believe that in cities and communities
across the country, there are ideas that when given a fair
hearing will be compelling, budget constraints,
notwithstanding. I an grateful for the opportunity you have
given me and as happy to answer your questions.

2 2



228

Chairman MniER. Thank you.
Dr. Chollet.

STATEMENT OF DEBORAH J. CHOLLET, PH.D., SENIOR RESEARCH
ASSOCIATE, EMPLOYEE BENEFITS RESEARCH INSTITUTE,
WASHINGTON, DC

Ms. Citower. Good morning.
I would like first to introduce my institutional affiliation. The

Employee Benefit Research Institu e is a nonpartisan, nonprofit,
public policy research organization, and we do not take positions on
public policy issues.

I am pleased to appear before the committee today to discuss
trends in health insurance coverage among children and families
with children. As Cathy Schoen mentioned, the number of nonel-
derly Americans without health insurance has increased by more
than 15 percent since 1982 In 1985, more than 17 percent of the
nonelderly population and 20 percent of children were without
health insurance of any type.

The rising rate of noncoverage is first a problem for the unin-
sured who may have no access to needed health care except on an
emergency basis. It is also a problem for many hospitals an0 physi-
cians since the cost of caring for patients who are unable to pay is
unevenly distributed. It is a problem for employers, and especially
smaller employers who pay much of the shifted cost of care provid-
ed to uninsured 'patients. The high and rising cost of health insur-
ance, in turn, discourages many small employers from offering
health insurance as a bPnefit and prohibits many families from
purchasing individual coserage.

The rising number of nonelderly people without health insurance
is directly related to the erosion of employer-based coverage among
workers and their dependents. While employment has risen sub-
stantially since 1982, a recession year with high unemployment,
the number of workers wit: health insurance as an employee bene-
fit has risen relatively slowly. As a result, the proportion of all
workers with employer-based health insurance has declined from
78 percent in 1982 to 76 percent in 1985.

Much of the decline in the rate of employer-based coverage
among workers is apparently due to the changing industry compo-
sition of employment in the United States. Since 1982, employment
in industries with historical : low rates of employer health cover-
ap, including retail trade, construction, and business services, has
risen more than four times as fast as employment in industries
with historically high rata; of coverage, including manufacturing,
transportation, and professional services. The continuation of this
trend toward faster employment growth in low-coverage industries
may result in a continuing dwindling of the proportion of the popu-
lation covered by employer plans.

The erosion of employer coverage in the United States has been
more dramatic among dependents of workers, and especially among
children, than it has been among workers themselves. Although
the proportion of workers covered try an employer plan has de-
dined since 1982, the number of workers covered by an employer
plan has risen, albeit slowly.
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However, both the number and the proportion of children cov-
ered by employer plans have declined. Employer plans actually
covered one million fewer children in 1985 than in 1982. At the
same time, the number and 'on of children with other pri-
vate coverage also fell. As a t, the number of privately-insured
children in the United States fell by more than two million be-
tween 1982 and 1985, and tLe number of uninsured children, chil-
dren without private coverage and ineligible for public programs
like Medicaid, increased by nearly 16 percent. Currently, one of
every five children is uninsured.

Several trends related to families with children suggest that the
number and proportion of children without health insurance may,
in fact, continue to grow. These include the growing number of
children in low-income, single-parent families, the rising cost of
health insurance, and the continuing erosion of Medicaid coverage
a111011g the poor.

The number of children in the United States living in single-
parent families is higher than ever before and may continue to
grow. In 1985, nearly 27 percent of all children under age 18 lived
in single-parent families. Children in single-parent families are five
times as likely as children ig two-parent families to be poor and
more than twice as likely to be insured. In 1935, one-half of all chil-
dren in single-parent families were poor, and one-third were unin-
sured.

In part because of the growing number of single-parent families,
the number and percent of children in poverty is significantly
greater now than at the beginning of the decade. Between 1979 and
1985, the number of people in poor families with children rose 25
percent. Currently, more than one-fifth of all people in families
with children are poor.

Concurrently, the costa of health care and health insurance have
been increasing at an average annual rate of 9 percent, faster than
the cost of other consumer goods and services and faster than aver-

family income. The declining income status of families with
n and Asir g price of health insurance have probably both

contributed to the decline in private, nonemployer insurance
among children.

Fina/.1 the erosion of Medicaid coverage among the poor and
s exclusion of the working poor may be important factors

in further eroding the rate of health insurance coverage among
children. Only about one-half of all poor children qualified for Med-
icaid in 1985.

qua'
ong poor children without private insurance, one-

third failed to fy for Medicaid. The very lc level of quahfying
income that many States use to determine AFDC and Medicaid eli-
gthility is an important factor in the failure of many poor children
to qualify for Medicaid benefits. In 1986, half of all States accept

income for AFDC and Medicaid at lees than 48 percent
of the-Feaeral poverty standard.

Among all cW1drm in the United States, however, the children
of the working poor are the most likely to be uninsured. Am_ ong
poor children in families headed by a full-year worker, nearly half,
46 percent, were uninsured in 1985. Poor children living in families
headed by a full-year worker are lees likely to be insured than
those in part-year worker families and much less likely to be unin-
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=red than poor children in nonworker families. This pattern is
largely the result of much lower rates of Medicaid coverage among
families of the working poor.

In summary, at least four trends suggest that paying for health
care is a growing problem for families with children. First, the rate
of employer coverage among workers and their dependents is dwin-
dling, apparently as a result of a changing industry distribution of
employment. Second, the number and proportion of children in
poverty is rising, in part precipitated by the increasing number of
single-parent families. Third, the cost of health care and health in-
surance is high and c"ntinues to rise faster than average family
income Finally, the level at which States set qualifying income for
AFDC and Medicaid may continue to erode. As a result, Medicaid
is likely to cover a declining proportion of poor families with chil-
dren and continue to systematically exclude the working poor.

Thank you for the opportunity to appear before you today to dis-
cuss these issues, a growing problem.

[Prepared statement of Deborah J. Chollet follows:]
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PIEPARID STATEMENT or DEBORAH J. CHOLLET, PH.D., SENIOR RESEARCH ASSOCIATE,
EMPLOYEE BILNIFITS RESEARCH INVITFUTZ, WASHINGTON, DC

Introduction

In 1985, 37 million nonelthorly Americans reported no health insurance

coverage from any source; of these, nearly 35 million were adults and children

in civilian, non-farm families.' The number of people without health

insurance in these families has risen nearly 15 percent since 1982. The most

rapid erosion of coverage has occurred among workers and children. The number

of uninsured workers without health insurance coverage grow more than 22

percent between 1982 and 1985; the number of uninsured children under age 18

grew nearly la percent. In 1985, nearly 20 percent of all child :en under age

18 bed n) health insurance coverage from any source. These data are reported

in Table 1.

The erosion of health insurance coverage among the nonelierly population

is a matter of concern both for primal., industry and public policy. People

without health insurance coverage or other obviate means of payment have

difficulty obtaining access to needed, nonamergency medical tare. When this

population does receive care and is unable to pay, health care

providers -- hospitals and physicians- -are likely to shift the costs of tneir

care to privately insured patients in the form of higher charges

Employers, who aro the pr -1/ source of -Avate insurance coverage among

1 Unless otherwise indicated. .a are based on aFAI tabulation.; of the
larch 1986 Current Population , conducted by the C.S. Department of
Commerce, Bureau of the Census. deny of these tabulations are also presented
in: "A Profile of the Sonelderly Population Without Health Insurance " EBEI
Daus Brief No. id (lay 1987).
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Table 1

TM Member and Percent of the Civilian Nonagricultural Populations
Without Health Insurance in 1985, and Growh between 1982 and 1985

Work Status

1982 1285 Percent
Increase
1982-1985

Number
(millions) Percent

Number
(millions) Percent

Total uninsured 30.3 15.6% 34.8 li.4% 14.9%

Workers 13.9 12.8 17.0 14.7 22.5

Family head') S.2 12.3 10.2 14.4 24.0

Other workers 5.6 13.4 6.8 15.3 21.1

Nonworkers 16.4 19.1 17.8 21.0 8.?

Childrenc 9.6 17.0 11.1 19.7 15.6

Adults 6.8 23.1 6.7 23.9 8

Source: EBRI tabulations of the %arch 1983 and March 1986 Current Population
Surveys (U.S. Department of Commerce. Bureau of the Census).

a Data exclude people under age 65 employed in the military or in

b
agriculture and ambers of their families.
The family head is the family or subfamily member with the greatest
earnings; all other family members with earnings are designated as

secondary workers. Family -Mad workers include unrelated individuals that
are workers.

cpoople under age 18 that reported no earnings and were not the family head.

?I7
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the non.derly population. have sought to avoid Lhis so-called 'hidden tax* an

privately insured health cars by negotiating charges with providers. As

employer manage thOr health plan costs more rigorously. health care providers

are less able to finance free can flr people that are unable to pay. This,

in turn, may further reduce eccIrs to care for uninsured population.

Provider!' may also intensify cost-shifting to smaller employers who are unable

to negotiate provider discounts. The high cost of coverage available to small

employers, in turn, discourages many small businesses from offering health

benefits to their workers. In 1943, two -thirdr of all workers without health

insurance benefits frog their own employer were either self-employed or

employed in firms with fewer than 25 employees.

In poor and near-poor families that have no private insurance and do not

4ualify for medicaid, routine health can (including
prenatal care) may be

seriously neglected. Research on health services use among people without

health insurance has repeatedly f3und that uninsured people use such less

health can than people with insurance. even when health status or medical

conditions are stellar.

Irosion of Private Health Insurance Coverage

The declining proportion of workers and their dependents covered by

employer-sponsored health insurance is an important factor in the growing

number of nonelderly people without health insurance. In 1942. employer plans

provided health insurance for more than 67 percent of the nonelderly
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population; this percentage declined to 65 percent in 1484, and edged up to 66

percent in 1985. 1111b

mployer plans have covered a growing number of workers since 1982; in

1985 employer plans covered 88 million workers. compared to 84 million in

1982. Nevertheless. the number of workers without employer- sponsored health

insurance has risen much faster than the number with employer covarage. As a

result. the proportion of all workers with employer-rponsored health insurance

has eroded - -from 78 percent in 1982. to 76 percent in 1985. The number of

nonworker dependents covered by employer plans has actually declined. In

1982. employer plans covered more than 47 million nonworkers. including 36

million children. In 1985. employer 'lane covered 44 Wilton nonworkers. and

fewer than 35 million children.

Coverage from other private insurance (principally individually purchased

coverage) has also declined since 1982. Again. the decline in coverage is

most apparent among children. In 1982. nearly 13 percent of the nonelderly

population and nearly 9 percent of children reported nonemployer private

coverage; in 1985. less than 12 percent of the nonelderly population and 7

percent of deldren reported coverage from such a plan.

The decline fn employer- sponsored coverage among workers and their

dependents parallels the redistribution of employment in the United States.

Since 1980. employment in industries with historically tow rates of employer

coverage ( inc.uding retail trade, construction, and business services) has

grown sore than four times as fast as employment in high-coverage industries

2:9
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(see Table 2). Relatively fast employment growth in low-coverage industries

(particularly in retail trcde, and business and personal services) is likely

to continue; this trenti may further erode the rate of employer-sponsored

health insurance among workers and their families in future years.

foncoversze Among Children

The relatively high and growing proportion of children without health

insurance is a matter of particular cincern. in 1985, 20 percent of all

children under age 18 were uninsured. The reasons for growing noncoverage

among children probably include: (1) the growing number of low-income,

single-parent families with children; (2) Us cost of health insurance; and

(3) the erosion of Medicaid coverage among the poor--including poor families

with children.

The arowth of single-varent families. The rising number of low-income,

single-parent families tee probably contributed to the growing rate of

noncoverage among children. In 1985, nearly 27 percent of all children under

age 1$ lived in single-parent families; among children in poverty, nearly

two-thirds (SS percent) lived in single-parent families.

Children living with a single parent are more than twice as likely as -

children in two-parent families to be uninsured. In 1985, one-third (33

percent) of all children in single-parent families were uninsured from any

source, compared to 14 percent among children in two-parent families (see

X40
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Table 2

Total SOnagriculturel Civilian employment. Rates of Employment Growth
end Employer-based Wealth Insurance Coverage by Industry, 1085

Industry

LtELMISEMIla---

Percent of
all meters

late of Portent of
employment workers with

change employer health
1080-1085 Pilo. 101156

Amber of
workers

(thousands)

All workers 103,163 100.0% 8.3% 75.8%

Wish- ewers. industries

Wining 030 0.0% -4.1% 88.8%

llomufacturing 20,870 20.2 -4.8 88.2

Tramsportaioa,
communicaties
end public utilities

finemce. insurance
mod reel estate

7,548

7,005

7.3

6.87

15.7

16.0

87.5

86.1

Wholesale trade 4,341 4.2 10.7 84.1

Professional and
related eery/ices 21,1,63 20.0 8.6 81.7

Mlle administration ,005 4.8 -6.5 87.6

Total. high-coverage (7,270 65.2% 4.2% 85.6%

Low- comae industries

Constructioa 6.087 6.8% 12.4% 66.2%

detail trade 17.055 17.4 10.4 63.7

Swinges sad
repair services 5,321 5.2 60.6 66.0

Personal services ,352 4.2 13.4 50.3

Matertaimmobt end
recreation 1,278 1.2 22.1 50.4

Total, low-coverage 35,803 34.8% 17.0% 62.0%

S ource: SSW tabulation: of the Nerds 1066 Currant population Survey (0.8.
Department of Commurce. Bureau of the Census); end 0.8. Department of
Commerce. Suresu of the Comma, statistical Abstract of the Unite.
swig, 1187, p. 388.

Includes agriculture. foreetry, fisberies. end aiseelleneous services.

b Tactual' is end salary workers; excludes elf-mpleyed :seeker.
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Table 3).

The high rate of noncoverage among children in single-parent families

largely reflects the high proportion of single-parent families that are in

poverty. In 19115, more than one-half (55 percent) of all -hildren in

single-parent families were poor. By comparison, the poverty rate among

children in two-parent families was 11 percent.

Among all children in the United States, children of the working poor are

the most likely to be uninsureJ. Amon; children in poor families headed by a

full-year worker, nearly one-half (46 percent) were uninsured. The high rate

of noncoverage among poor children in ilrker families is the same whether the

family is headed by a single parent or by two parents.

Lower coverage among poor children in families of full-year workers

reflects such their lower rate of Medicaid eligibility, compared to children

in families headed by a nonworker or by an adult that works seasonally or

intermittently. In 19115, poor children in single- parent families headed by a

full-year worker were less than half as likely as children in a nonworker

single-parent family to have Medicaid coverage (35 percent, compared to 77

percent). After adjusting for the somewhat higher rate of employer coverage

among poor children in two-parent worker families, the difference in Medicaid

coverage between nonworker and worker families is comparable to that observed

among children in single-parent families.

The cost of insurance coverage. The declining rate of private insurance
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Table 3

The Percent of Children with Health Insurance Coverage
from Various Sources, by Family Type,

Work Status of the Family Head, and Poverty Status, 1985

Family Type/
Work Status Number of private Insurance public Insurance
of Family Children Total employer Total
Heads (millions) Private Coverage Public Medicaid Uninsured

All S1114=

Total 55. 67.1% 62.0% 16.0% 14.1% 19.5%

Spouse present 40.6 80.7 75.8 7.5 5. 14.4
Full-year worker 38. 83. 79.2 5.5 3.5 13.6
Part-year worker 1.0 51. 35.6 20.1 15.7 33.5
Nonworker 1.1 13. - 64.6 60.0 25.9

Spouse absent 14.8 29.8 24.2 39. 37.8 33.4
Pull-year worker 8.1 47.0 0.8 15.7 14.1 40.3
Part-year worker 1.9 22.5 14.1 51.6 49.3 31.2
Nonworker .9 3.5 - 75.0 73.7 22.6

Children in Families Below Poverty

Total 12.6 17.0% 12.4% 52.7% 51.5% 33.4%

Spouse present . 30.4 24.7 33.5 32.8 39.9
Full-year worker 3.2 36.8 12.0 22.3 21.1 5.0
Part-year worker 0.4 30.3 18.5 38.2 34.3 37.5
Nonworker 0.9 b - 73.5 70.7 22.1

Spouse abser.L 8.2 9.8 5.7 63.2 62.2 29.8
Pull-year worker 2.2 21.5 14.5 36.4 35.5 46.2
Part-year worker 1.5 14.6 9. 60.4 58.8 30.7
Nonwork r .5 2.3 77.5 76.7 21.2

SOURCE: Employee Benefit Research Institute tabulations of the March 2986
Current Population Survey (U.S. Department of Commerce, Bureau of the
Census).

Data exclude people under age 65 seployed in the military or in
agriculture and members of their families. The family bead is the family
or subfamily member with the greatest earnings; all other family members
with earnings are designated as secondary workers. Fmaily-head workers
include unrelated individuals that are workers. Full-year workers are
defined as workers that were either employed or sought work for 35 weeks
arson during lfe

b Statistically insignificant.
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coverage among children--and the growing rats of noncoverags -- probably also

reflects the rising cost of both employer-sponsored health insurance and

individually purchased insurance.

In 1983. nearly 20 percent of uninsured children lived with a parent (or,

rarely, a spouse) with coverage from an employer plan. Employer plans

typically allow workers to include dependents. Increasingly, however, workers

are required to contribute all or part of the cost of coverage for

dependents. In 1983, 3 percent of larger-establishment workers that

participated in an employer health plan were required to pay all or part of

the cost for dependents' coverage. The surprisingly high proportion of

uninsured children living with an employer-insured parent may be related to

the worker cost of coverage for dependents. Nevertheless for some (perhaps

one-third of insured children living with an emplo7er-insured parent or

spouse), the level of family income ($30,000 or more in 1983) suggests that an

employee contribution for coverage might have been affordable.

Data that measure the cost of individual insurance coverage are

unevaDable. It is likely, however, that the cost of individual coverage is

rising at least as fast as the cost of health care as a whole. Between 1980

and 1983, the cost of health care (as measured by the medical care component

of the consumer price index) rose nearly 52 percent- -an average annual rate of

nearly 9 percent. At the same time, the proportion of families with children

in poverty rose from 10 percent to nearly 13 portent. Persistent increases in

the cost of health care and health insurance, coupled with the declining

income status of families with children, have probably contributed to the

24 4
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erosion of private insurance coverage among children.

ledicaid. Medicaid is a federal-state program that finances health care

services for, among other categorically eligible groups, children under age

18. In 1985, however, only about one-half (51 percent) of children living in

families with income less than the federal poverty standard reported coverage

from Medicaid; 34 percent reported no coverage from any source. Among

children living in near-poor families (between 100 percent and 125 percent of

the federal poverty standard). 13 percent reported Medicaid coverage; 77

percent reported no coverage from any source.

The relatively low rate of Medicaid coverage among children in poverty is

in part due to the erosion of qualifying income for AFDC benefits relative to

the federal poverty standard. AFDC (Aid to Families with Dependent Children)

is a federal-state cash assistance program that automatically confers Medicaid

eligibility. Most children who qualify for Medicaid benefits do so through

the AFDC program. Each state determines the income ceiling that qualifies

categorically eligible families in that state for AFDC benefits.

No state automatically indexes qualifying income to the cost of living.

As a result, qualifying income in most states has eroded relative to the

federal poverty standard. In 1975, the states' average qualifying income for

AFDC was 71 percent of the federal poverty standard; one-half of all states

set AFDC qualifying income at more than 79 percent of poverty. In 1986,

average (and median) qualifying income for AFDC benefits was less than half

the ;Aerial poverty standard (48 percent). As a result, many poor families
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with children fail to qualify for either AFDC or Medicaid.2

Amory and Concluding Remarks

Speculating about the future is generally a hazardous undertaking, and

speculating about families' future ability to finance health care is not

different. Since most private insurance coverage is provided by employer

plans, the rate of employment in an important factor in explaining the rate of

insurance coverage among workers and among dependent children. In general,

one would expect an expanding economy to improve rates of insurance coverage

among workers and their families.

This expectation, however, is contradicted by recent history. Despite

significant employment growth since the 1981-1982 economic recession, rates of

employer coverage have declinedespecially among families with children. In

1985, employer plans covered fewer children, absolutely and as a percent of

all children, than they did in 1982. Laguna for this apparently include a

redistribution of employment toward industries that historically are less

likely to provide health insurance as an employee benefit. In addition,

employment in small fires may be rising faster than employment in large

fires. If the faster expansion of employment in lo.-coverage sectors

continues, the aggregate rate of employer coverage among workers and their

dependents may continue to decline.

In Texas, for example, a family of three with a monthly income of $185 in
1988 would have failed to financially qualify for AFDC and Medicaid.



242

Other trends reAsted to families with children also suggest that the loss

of insurance coverage among children, in particular, may continue. The

growing number of low-income single-parent families may be an important factor

in further reducing the number and pt vortion of children with health

insurance. Children in single-parent families are five times as likely as

children in two-parent families to be poor, and more than twice as likely to

be uninsured.

In part because of the growing number of single-parent families, the

number and percent of families in poverty is significantly greater now than at

the beginning uf the decade. Between 15711 and 11185. the number of people in

poor families with children rose 25 percent, and ..ae proportion of families

lath children that are poor rose by fists' percentage points: more than

one-fifth t all people in families with children are poor. Concurrently, the

cost of health care and health insurance have been increasing e' an average

annual rate of more than II percent - -faster thin the cost of consumer

goods and services, and faster then average family income. Thu seeding

ability of families to buy health insurance is reflected in the loss of

privets, non-employer coverage among children since 111'2.

Finally, the erosion of Medicaid coverage among the poor and Medicaitl's

exclusion of the working poor may be important in the continuing decline of

insurance coverage among children. Only about half of all poor children

qualify for Medicaid; more than one-third of poor children without private

insurance coverage failed to qualify for Medicaid and were uninsured

throughout the year. The low levels of qualifying income that many states sot
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for am and, therefore, Medicaid eligibility is probably an important factor

in the failure of these children to qutlify for Medicaid. Although the 1984

Deficit Reduction Act (DMA) and the 1985 Consolidated Omnibus Reconciliatic

Act (COBRA) expanded Medicaid coverage for poor children (currently, children

under age 8) and pregnant women, further erosion of the qualifying ir.Z.004 Tor

AFDC benefits established by most states is likely to continue to depress

Medicaid coverage among poor families with children.

The low rate of Medicaid coverage among the children of workers in

poverty suggests that there is virtually no insurance option for low-income

working families with children, if they do not have access to an employer

health plan. The rate of noncoverage among children living with one or more

working parents in poverty is extremely high--nearly half had no coverage from

any private plan or Medicaid in 198S. Without access to Medicaid, these

families are largely without access to insurance coverage of any type.

Various measures have been proposed to address private employer coverage

among workers and their families and Medicaid coverage of the poor and

near-poor. As a nonpartisan research organization, the Employee Benefit

Research Institute does not endorse any particular proposal. However, each of

these proposals, and others related to federal and state welfare reform,

deserve serious consideration by the Congress and the public. Access to

health care and responsible health care financing in the Unita' States are

issues of growing importance, and may be among the most critical issues for

families in the future.
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Chairman MILLER. Thank you.
Dr. Carlson.

STATEMENT OF ALLAN C. CARLSON, PH.D., PRESIDENT, THE
ROCKFORD INSTITUTE, ROCKFORD, IL

Mr. CARLSON. Thank you, Mr. Chairman.
The economic status of the family in America is not particularly

healthy in 1987, and this committee is to be commended for choos-
ing to address the subject of American families in tomorrow's econ-
omy.

In looking at this subject, the temptation is strong to isolate one
part of the problem, such as child care, project current trends into
the future, place a frightening price tag on the costs involved, and
turn to the Federal Government as the only institution capable of
meeting the looming crisis. I urge this committee to resist such
temptation.

Increased Government subsidization of now private family activi-
ties will not strengthen families. Indeed, the record in other na-
tions and from earlier times shows over and again that the progres-
sive socialization of early child care, housing, and education works,
in general, to weaken the private family economy, to erode further
the independence of families relative to Government, and to draw
Government officials, often against their will, into what might be
called lifestyle engineering.

More broadly, I believe that the real economic pressures on fami-
lies today and in the future cannot be understood without attention
to the rise and fall of the family wage ideal. Briefly put, a large
number of social and political thinkers were convinced by the late
19th century that only payment of a family wage to male heads of
households enuld solve the social ills of the time. Women were
needed at hair e to care for the children, they said, and wages must
be adjusted so that fathers would be paid on a family-sustaining
basis.

These were not conservative cranks talking but, rather, the lead-
ers of the labor movement, the progressive movement, a branch of
the feminist movement, and the activist wing of the Democratic
Party, including the New Dealers. Progressives and Social Demo-
crats of the era agreed that measures must be speedily taken to
remove married women and children from the factories and to pay
fathers a sufficient amount to maintain a family of five. By 1925, a
prominent economist reported, maintenance of a family of five hadprominent

almost universally to be accepted as the test of adequacy of
the wage of the adult male." For women, it was assumed, wages
would be calculated only on an individual basis.

It is important to note here that the concept of s. minimum wage
in America emerged out of this very debate. Its size would be keyed
ideally to the needs of a male worker supporting a wife and two or
three children at home. Put another way, one-income families, not
two-income families, was the base assumption, an important dis-
tinction relevant to today's earlier debate.

The American business community bitterly fought the family
wage concept, labeling it, correctly, as an artificial restriction on
the size of the labor pool and a stimulant to higher wages. Yet by

9
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the late 1920's the corporate community was in full retreat on the
issue.

Eventually, business became effective at delivering family wages.
According to one calculation, a hefty 65 percent of American jobs
in 1960 paid enough to sustain a family of five in modest comfort.
This development, it should be noted, was reinforced by positive
Governmental acts, such as the 1948 increase in the personal
income tax exemption to $600, a lofty sum given the wage scales of
the era and one particularly beneficial to larger families.

Yet that family wage system, largely informal in nature. has
since collapsed. Cause and effect are difficult to sort out, but the
results are clear. It is no longer the unwritten law that American
companies will strive to maintain wages at a level allowing a single
wage-earner to support a ff.mily. Since the early 1950's, moreover,
there has been a steady, if sometimes exaggerated, movement of
married women into the paid labor market and a consequent read-
justment of wage scales away from the family standard.

During the mid-1960's, legislation effectively made illegal the
payment of a family wage only to male heads of households. By
1976, only an estimated 40 percent of American jobs paid a suffi-
cient amount to sustain a family of five.

It is true that the middle class is not disappearing, but increas-
ingly two incomes are necessary where one

disappearing,
sufficed. In addi-

tion, there is mounting evidence that our continued prosperity is
being purchased by the avoidance of children. In a sense, we con-
tinue to live well by expending, or, more precisely, by failing to re-
produce our human capital.

Much of the real stress that families now confront derives from
this demise of America's family wage economy and our inability so
far to construct an alternative. So what might be done to aid
America's families in tomorrow's economy? I recommend turning
to that distinctively American and historically successful form of
social policy, tax credits and deductions keyed to number and age
of children, which would allow families with children to keep more
of their earned income when children are in the home.

Taken together, four steps would go far towards constructing a
contemporary American version of a family wage economy, one fo-
cused in particular on delivering meaningful assistance to low and
middle income families. They are: first, increase the personal
income tax exemption, only for dependent children, to $4,000 per
child; second, transform the existing child care tax credit into a
universal credit at a set level available to all American families
with preschool children under the age of 7, whether or not they use
day care; third, transform the existing earned income tax credit
into a universal dependent child credit available up to the total
value of the parent's payroll tax; and, fourth, provide an additional
iependent child credit of roughly $600 to families in the year of a
child's birth or adoption.

Simple calculations of the full impact of such a plan on a sample
family with three small children at varying income levels are pre-
sented in Appendix A to my written statement. When comparing
this plan with provisions in place in 1988, a family of five with re-
ported earnings of $25,000 would retain $4,300 more of their own
income in that year, the maximum that any family with this struc-
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ture would gain. A family earning $15,000 e year would retain
almost $3,000 more than it does at present.

This plan would, in effect, deliver significantly more earned dis-
posable income to families with depehdent children without dis-
rupting free wage ma"ets, without depending on gender discrimi-
nation as the old fa. y wage system did, without forcing an in-
crease in taxes, without increasing the size of Government, without
transforming families into a state-dependent class, without favor-
ing any particular family structure, and without creating a policy
vehicle that could be used as a lever for social engineering.

By allowing families with children to keep more earned cash in
their own hands, this proposal leaves the provision of services such
as day care and of goods such as housing largely to the free mar-
ketplace, where they should be. By placing faith in and responsibil-
ity with the private sector, this plan would enhance rather than re-
strict choices, encourage entrepreneurs rather than state planners,
and reward innovation rather than political savvy.

Admittedly, this plan, if adopted in its entirety, would bear a
high indirect cost in lost revenues. If an effective pro-family tax cut
of this size cannot now be afforded, only certain parts of the plan
eight be implemented at this time. Or, as an alternativeand I
commit heresy herea modest tax increase in another revenue cat-
egory might be considered.

Relative to family policy, the fundamental choice is a philosophi-
cal one. In the face of real economic stress among families, will we
devise responses that will increase Government involvement in
family life and restrict choices to those advanced by organized in-
terests, or will we adopt measures that encourage free choices and
rely on families themselves to control more of their earned income
and to make decisions on the matters that interest them the most?

Thank you.
[Prepared statement of Allan C. , arlson follows:]
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PREPARED STATEMENT OF ALLAN C. CARLSON, PH.D., PRESIDENT, THE ROCKFORD
INsmumEtcamoRn,IL

The economic status of the family in America is not

particularly healthy in 1987, and this committee is to be commended

for choosing to address the subject of American families in

tomorrow's economy.
a

I cow, before you today as President of The Rockford

Institute, a non-profit research and publishing center, and as

Director of the Institute's Center on the Family in America. My

doctoral dissertation, awarded in modern European social and

economic history, concentrated on the origins and content of

b.mdca's family policy in the 1930's, a policy constructed with

family economic problems clearly in mind. Since receiving my

degree, I have focused my research and writing on the family

problem in America, the results of which have appeared in numerous

scholarly and popular journals, and in a forthcoming book, FAMILY

QUESTIONS.

f In looking at the economic pressures on American families, now

and in the future, the temptation is strong to isolate one part of

the problem (say "child care"), project current trends into the

future, place a frightening price tag on the costs involved, and
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turn to the government as the only institution caiable of meeting

the looming crisis.

I urge this committee to resist such temptation. Increased

government subsidization of now-private family activities will not

strengthen families. Indeed, the record in other nations and from

earlier tAmes shows over and again that the progressive

socialization of ear.y child care, housing, and education works,

in general, to weaken the private family economy, to erode further

the independence of families relative to government, and to draw

governmortal officials into what might be called "lifestyle

engineering, where some private family choices are rewarded and

subsidized (e.g. the use of day care) and others are ignored or

penalized (e.g. the parental care of infants and small children).

More broadly, I believe that the real economic pr:ssures on

families today and in the future cannot be understood without

attention to the history of the 'family wage" ideal. Briefly put,

a large number of social and political thinkers were convinced by

the late 19th century that only payment of a family wage to male

heads-of-households could solve the social ills of the time. Women

were needed at home to care for the children, they said, and wages

must be adjusted so that fathers would be paid on a "family

sustaining" basis.

These were not conservative cranks talking, but rather LW,
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leaders of the labor movement. the Progressive movement, a branch

of the feminist movement, and the activist wing of the Democratic

Party. In 1696, for example, Samuel Gompers, President of the

American Fede:ation of Labor, claimed for male workers "a living

wagewhich 1.!-en expended in an economic manner shall be sufficient

to maintain an average-sized family."<l> Progressives and

democratic socialists of the era agreed that measures must be

speedily taken to remove married women and children from the

factories, and pay husbands a sufficient amount to maintain

family of five. As Mary Anderson, head of the Labor Department's

Women's Bureau under Franklin Delano Roosevelt, explained, the

troubled family economy 'could be taken care of if the provider for

the family got sufficient wages. Then married women would not be

obliged to go to work to supplement an inadequate income for the

families."<2>

By 1925, a prominent economist reported, maintenance of

family of five had "come almost universally to be accepted as the

test of adequacy of the wage of the adult male."<3> For women, it

was assumed, wages need be calculated on an individual basis, since

they commonly supported only themselves or worked to supplement the

husband's wage.:4>

The Amer_can business community bitterly fought the "family

wage" concept, labelling it (correctly) as an artificial

restriction on the size of the labor pool and a stimulant to higher

wages.<S> Yet by the late 1920's, the corporate community was in
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full retreat on the issue. Eventually, business became fairly

effective at delivering a family wage. According to one

calculation. a hefty 65 percent of American lobs in 1960 paid

enough to sustain a family of five in modest comfort.<6> This

development, it should be noted, was reinforced by positive

government acts. In 1948, for example, a Democratic President and

a Republican Congress agreed on an increase in the personal income

tax exemption to $600 per person, a lofty sum given the wage scales

of the era, and particularly beneficial to larger families.

Housing policy in the same era, particularly the continued

deductibility of home mortgage interest and the VA and FHA mortgage

insurance programs, indirectly encouraged private home ownership

and the rapid growth of the family-oriented suburbs. As President

Harry Truman explained in 1949: "Children and dogs are as

necessary to the welfare of this country as (are] Wall Street and

the railroads."<7>

Yet that family wage system has since collapsed. Cause and

effect are difficult to sort out, but the results are clear. It is

no longer the unwritten law that American companies will strive to

maintain wages at a level allowing a single wage-earner to support

a family. Since the early 1950's, moreover, there has been a

steadyif sometimes exaggerated--movement of married women into

the paid ,abor market, and a consequent readjustment of wage scales

away from the family standard. During the mid-1960's, legislation

such as The Equal Pay Act and The Civil Rights Act effectively made

25
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illegal the "family wage" paid to male heads-of-household. B,

1966, only an estimated 40 percent of Aner-can ;as paid a

sufficient arount to sustain a family of five. The middle-class,

it Is true, is not disaTIlearirg. But increasingly, two intones are

neccssar, where one had sLfficed. In add,t;on, there is mounting

evidence that our continued prosperity 35 being purchased by the

avoidance of children: in I sense, we are living well by expending

(or, more precisely, by falling to reproduce) our human

capital.<6>

Much of the stress that families now confront--the huge

"opportunity costs" facing young parents-to-be as they contemplate

bearing and caring for a child, delays in age of marriage and first

birth caused by economic uncertainty, the high direct and indirect

costs of rearing children in a "two career" marriage--these derive

from the demise of American's family wage economy, and our

inability so far to construct an alternative.<9>

So what might be done to aid America's families in tomorrow's

economy? As noted earlier, the temptation to soc'alize remaining

family functions, and sc increase families' economic reliance on

the state, should be resisted. In order to save the family, we

should not undermine it by increasing its direct dependence On

governmental largesse.

Rather, I recommend returning to that distinctively American,

and historically successful form of social policy: tax credits and
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deductions keyed to number and age of children, which would allow

families with children to keep more of their earned income when

children are i the

Taken together, four steps would go far toward constructing a

contemporary American versio: of a family wage economy, one focused

in particular en delivering meaningful, albeit indirect assistance

to low-middle and middle income families. They are: (a) increase

the personal income tax exemption, for dependent children only, to

s$4,000 per child; (b) transform the existing child care tax credit

into a universal credit at a set level, (e.g. $500 per child to

a maximum of $1500), available to all American families with

pre-school children under the age of 7 whether or not they use

day care (as a substitute for certain existing means tested day

care programs, it could be made refundable); (c) transform the

existing Earned Income Tax Credit (currently available to the

working poor with one or more children as an offset to the payroll

tax) into a universal Dependent Child Credit of $600 per child, up

to the total value of the parents' payroll tax (14.3 percent of

salary up to $6,240, for employed persons); and (d), provide an

additional Dependent Child Credit of $600 to families in the year

of a child's birth or adoption.

Simple calculations of the full impact of such a plan on a

sample family with three small children, at varying income levels,

are presented in Appendix A. When comparing this plan with

2 tc7
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provisions in place in 1988, under the terms of the Tax Reform Act

of 1986, a family of five with reported earnings of 525,000 would

retain 54,300 more in that year (net income would exceed reperted

income due to the availability of 51,788 in payroll tax paid Dy the

employer), the maximum that any family with this structure would

gain. A family earning 515,000 per year would retain 52,946 more

than it does at present (it would also still be eligible for food

stamps). This level of tax relief would decline in subsequent

years as children grew older, when no birth occurred in the given

year, and as the family was no longer eligible for the Child Care
$

Credit.

This plan would, in effect, deliver significantly more earned,

disposable income Lo families with dependert children without

disrupting free wage markets, without depending oa gender

discrimination (as the old "family wage" system did), without

forcing an increase in taxes, without increasing the size of

government, without transforming families into a state-dependent

class, and without creating a policy vehicle that could be used as

a lever for social engineering. The proposed program grants

meaningful recognition to contemporary child care, educational, and

health problems and grants maximum choice to parents, without

discriminating against the family with a working mother, the family

vith a mother-at-home, or any other family structure.

By allowing families with children to keep more earned cash .n

their own hands, this proposal leaves the provision of services
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such as day care and of goods such as housing largely to the free

marketplace, where they should be. By placing faith in and

responsibility with the private sector, this plan would enhance

rather than restrict choices, encourage entrepreneurs rather than

state planners, and reward innovation rather than political savvy.

Admittedly, the plan--if adopted in its entirety--would bear a

fairly high indirect 'cost": $30-540 billion in lost Federal

revenues. If an effective "pro family" tax cut of this size cannot

Row be afforded, only certain parts of the plan might be

implemented at this time: for example, doubling the personal

exemption for dependent children, and expanding eligibility for the

Earned Income Tax Credit and keying the latter to number of

children. Or, as an alternative, a modest tax increase in another

revenue category might be considered.

Relative to family policy, the fundamental choice is a

philosophical one. In the face of

families, will we devise responses

increase

to those

measures

government involvement in

real economic stress within

that will, by intent or default,

family life and restrict

advanced by organized interests? Or will we adopt

that encourage free choices and rely on families

choices

themselves to control more of their earned income and to make

decisions on the matters that interest them the most?
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APPENDIX A

I. COMPONENTS OF FAMILY TAX RELIEF' PLAN

(1) Increase the personal exemption, for ',..pendent children
only, to $4,000 per child.

(2) Grant a $500 Child Care Tax Credit to all parelts for eech
pre-school child (through age six), to a maximum of 51500

(3) Gram: refundable and indexed Dependent Child Credit of
$600 to fmilies for each child, up to the total value of the
fa-ilies' and employers' ccrbined payroll tax for the year
(11.3 percent of alarles and wages for employed persons, 12.3
for the self-employed).

(4) Grant an extra Dependent Child Credit of 5600 to families
in the year of a child's birth or adoption, with the same
ceiling.

II. EFFECTS ON A SAMPLE FAMILY WITH VARYING INCOME.

A. Assumes father employed with a taxable income of 525,000 a
year; Mother, not in paid labor force, caring for three
small children at home (ages 7, 4, and 6 months as of
Dec. 31).

Under current Under
Law Proposed

Family income $25,000 625,ON

Standard Deduction 5,000 5,000

Personal Exemption 10,000 16,000
(2,000 : 5)

f1:838: 13

Taxable Income 10,000 4,000

Income Tax 1,500 600

Payroll TAX 1,788 1,788
(3,576 with employers 3,576 with employers

portion) portion)

Child Care Tax Credit none 1,000

Dependent Child Credit none 1,800

Extra Credit During Year of none 600
Child's Birth

NET ANNUAL INCOME,
AFTER FEDERAL TAXES

Income: 25,000 25,000
Less
income tax: -1,500 -600
Less
payroll tax: -1,788 -1,788

321,712 Child Tare
credit: 1,000

Depend.
Child Care
Credit: 2,400

NET GAIN: $4,300
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g Assj,,es father, eployed, with a taxable income of $15,000 ,,tar,
mother, not in labor force, caring for three children at ho
(ages 7. 4, and six months, as of Dec. 31).

Under current Under family
Law Relief Plan

$15,000

5,000

Tamily income

Standard Deduction

Personal Exempt-on

Taxable Income

Income Tax

Payroll Tax

Child Care Tax Credit

$15,000

5,000

10,000
(2,000 x 5)

-0-

1,073
(2,146 with employer

16,000
(4,000 x 3)
(2,000 x 2)

-0-

-0-

1,073
(2,146 with employer

portion)

none 1,000*

Dependent Child Credit 200 1,800
(Earned Income Credit est.)

Extra Credit During Year of none 600
Child's birth

*neGky4a We

NET ANNUAL INCOME. Income: $15,000 $15,000
AFTER FEDERAL TAXIS Less

income tax:
Less
payroll tax: -1,073 -1,073
E.I.C. 4. 200

Child Care
$14,127 credit: 1,000

Depend.
Chile Ci.re
Credit: 2,146

$17,073

NLT GAIN: $2,946
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C. Assumes father. employed. with taxable income of $20.000 per year
mother, employed part -time, earning $10,000 per year, two pre-
school children in day care, one in school (ages 7, 4, and 6
months, as of Dec. 31

Under current Under farily
Law Relief Plan

Family income $30,000 $30,000

Standard Deduction 5,000 5,C00

Personal Exemption 10,00C 16,000

0:888 : 33
Taxable Income 15,000 9,000a

Income Tax 2,250 1,350

Payroll Tax 2,145 2,145
(4,290 w:th emplo:ers (4,290 with employers
portion) portion)

Child Care Tax Credit 960 1,000

Dependent Child Credit none 1,800

Extra Credit During Year of none 600
Child's Birth

NET ANNUAL INCOME, Income: $30,000 $30,000
AFTER FEDERAL TAXES Less

income tax: -2,250 -1,350
Less
payroll tax:-2,145 -2.145
Child Care
Credit: 960 Child Care

credit: 1,000
$26,565

Depend.
Child Care
Credit: 2,400

$29,905
NET GAIN: $3,340

(retained income)
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Chairman MILLER. Thank you.
It is rather fitting, Mr. Carlson, that you ended up this panel, be-

cause the rest of the message would seem to meagain, if we look
at the trend lines in terms of family incomes that were presented
in the first panelthat if you are thinking about children, don't,
and, if you do have children, you are in for a lot of trouble in terms
of economic survival. We are not talking about providing your chil-
dren with designer jeans; we are talking about providing your chil-
dren with necessities, from housing to college to child care, which
plays a role in whether or not you are going to be able to earn an
adequate income.

It r uld seem to me, if I take the collective testimony, that it is
not so much a question of aspiring to the consumer aspects of
middle class life as it is just getting through the year and getting
your cl.ldren raised. Because when you describe the increases in
cost, i, seems people are going to have a hard time just providing
for those essentialseducation, housing, child care, and health
carethat just to meet what I think most of us sitting on this side
of the table would consider to be the minimums for our families in
terms of access to those institutional necessities, it appears it is
going to be very, very difficult, absent, again, some major change
in household incomes.

1 don't want this to be doomsday. The flip side would i,_ there-
fore, you are going to have to make a $40 billion decision in society
either through tax credits or programs. We can argue the efficien-
cy of either one, but apparently there needs to be an augmentation
to this group of people of about $40-50 billion. I have already gone
to $50 billion, you were at $30 billion or $40 billion, but that is the
nature of Democrats. But since you are raising the taxes, I might
as well spend them.

It is a rer ignition, however you couch it, that there is a real
shortfall for a substantial number of people in this society in ob-
taining thot_ goods that people assumed were necessities that they
would be able to cover, and a lot of other things that come your
way as a member of the middle class or member of this society that
are kind of discretionary. But it doesn't look like household income
on the long line is going to be there to provide for that.

Mr. CARLSON. If I might just briefly reply since you responded, in
a sen.., ito what I was saying. I agree with you there that there is a
problem, that it is not one that the market is going to solve by
itself. I can get into a long, complicated, philosophical explanation
as to why that is true. But once the old family wage economy that
was constructed early in this century fell apart in the 1960's, for
some good reasons to some degree but also without much attention
to what the consequences were of scuttling it, it has left us in a
bind.

It is true that children represent an enormous cost, and increas-
ingly it is an avoidable cost if people so choose. The incentives
aren't working the right way any more, and we rely simply on the
good nature and the love that parents do provide children to
produce families, but increasingly the economic cost is getting
higher and higher to do that. So I do think something needs t3 be
done.
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My view ;3 that the best way to do it is to expand the kind of
choices that you are going to provide and do it indirectly through
the tax code as a vehicle of social policy. That is heresy to someone
of the strict libertarian bent, but I think it is an effective way of
doing it. It increases choices and avoids saying "to get the benefit
you have to do it such and such a way."

Mr. CLAY. If I could comment as well, in my testimony I started
out with the observation about the 40-year anniveraary, and I
think it is important for a variety of reasons, and that is that the
population we are now talking about, parents of children, are the
children of the first generation for whom we made a commitment
around the very issues we are talking about today.

So looking at myself as sort of the leading edge of the Baby noom
when our parents emerged out of the Depression and out of World
War II, we had a housing crisis, we had a lack of community hospi-
tals, we had insufficient numbers of schools; colleges were prepared
for the demand. The Nation made a major commitment in all of
those areas in a variety of ways over a period roughly from the late
1940's until 1980.

Those parents, our parents, felt comfortable about having chil-
dren. They thought they were making a major contribution. They
provided them with love and in-home love to a significant degree,
and those children grown up are now the people who are looking at
the same possibilities that their parents have and saying they can't
have them; we can't afford to buy the kind of house; there are no 3
percent down payment mortgages, no 5 percent mortgages; hospi-
tals and insurance are all expensive; and what we are coming back
now and suggesting is, how can we return to a social policy which
reflects what I suspect is our psychological disposition towards
strengthening and supporting family life?

Chairman MILLER. If I read your testimony correctly, on housing,
before we talk about creating net new units, Dr. Clay, we would
have to create 300,000 new units just to stay even with what is dis-
appearing. Is that correct?

Mr. CLAY. There are three kinds of supply that we need.
Chairman MILLER. Before I get a net new unit in this society, as

you describe the group.
Mr. CLAY. Okay. Each year we get an additional number of fami-

lies who can't afford to pay, so we need units for them. We only
serve about 20 percent or 24 percent of the families who are eligi-
ble for programs. So to make any progress towards serving more of
the people who are eligible, we need additional units.

Then there are the 4 million units that we built that, I think, are
at some risk of loss because their subsidies are expiring or the con-
tracts under which they are suosidized are coming to an end. So we
need to think about what we do with those 4 million units that will
be at risk over the next 10-15 years.

In 1968, the Douglas Commission estimated that we needed 6
million units a year, 10 percent of them for the poor. We have
never produced at that level, so that is why we haven't solved the
problem. I don't have a number now for the total number of units
we need to produce, but I think the number of families in need is
15 million.
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Chairman MILLER. In this previous work that you did, it would
appear that we would need a dramatic increase in the commitment
to new housing just to get a net new unit because of the growth in
the demand and the diminishing, if you will, or the taking housing
out of stock. In a good portion of the area I represent, most of what
we assumed was sort of low-income housing stock or moderate-
income housing stock is now buried under parking lots for K-Marts
and regional shopping centers, and it never came back. Nobody
changed that fact.

So if we went back to what was viewed as a heyday, what you
are suggesting is, we would not stay even with the decline in the
units of housing available because of those factors. Let me just
finish, and then you can tell me if I am right or wrong. That says
to me, when I look at the numbers, that I can get ready for the
next decade to have the homeless be a permanent fixture in this
society.

Mr. CLAY. I would hate to come to that conclusion.
Chairman MILLER. I hate to come to that conclusion, too. I am

just adding the numbers up, and we all know that those things
change, but I am just saying that, on the raw numbers, this notion
that we have emergency temporary help for the homeless like we
passed yesterday in the Congress, that help is not going to be emer-
gency, that is going to be an ongoing appropriation, because they
are going to be with us in at least roughly these numbers, if I read
your numbers right, for at least the next decade.

Mr. CLAY. I think that is correct. I would also say, though, that
when I give numbers of need like 15 million, I don't suggest that
we need to think about 15 million as an immediate target for con-
struction. If we were to go back to. say, the level in the early
1970's, around 350,000 to 400,000 ,its a year, which would be
about 5 times what we are doing in 1987, I think that, strategically
placed, would make a significant contribution. You could begin to
deal with waiting lists, you could begin to prioritize families that
are homeless, you could take some of the pressure off rent in-
creases in the private market.

Chairman MILLER. But that 300,090I am just trying to draw a
comparisonis what we were doing in the heyday.

Mr. CLAY. That is right. But do note that the feds will have part-
nersStates, cities, and CBO's, who were not around in the 60's
and 70's. They can contribute a lot, perhaps a quarter.

Chairman MILLER. I don't know anybody in the Congress, absenta few, who is thinking in those termsI mean we just went
through the budget process, and we continued with diminishing
housing in the two big programs; we've cut 87 percent over the last
three or four years and 90 percent in the other housing program
to go back to where we were six years ago, which wasn't the hall-
mark here.

Congressman Coats.
Mr. Gums. Mr. Chairman, I have a question for you to start out

with. As you and Mr. Carlson and I all agree that families are
being short-changed in today's society, and we have a respected
conservative organization spokesman here suggesting the possibili-
ty of a tax increase, and I think there is agreement between the
two of you that about a $40 billion infusion is necessary here, the
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question I have is, if we on our side agree to support the $40 billion
tax increase, will you agree to let us spend it the way Mr. Carlson
suggests?

Chairman MILLER. I supported the increase.
Mr. COATS. That wasn't my question.
Chairman MILLER. I am for a child's allowance, absolutely.
Mr. COATS. Well, Mr. Carlson, I just say that somewhat in jest,

but I think you suggest an interesting means of looking at the
question and preserving the choice, looking at some options of
strengthening families and improving families across the board.

I would like for you to comment, if you would, on the action that
Congress took under the 1986 Tax Reform Act in essentially dou-
bling the personal exemption, because it is far less than what you
suggest. But what effect do you think that will have?

Mr. CARLSON. I think it will have a positive effect. Certainly it
will protect more family income, and it is keyed to size of family,
which I think is the key. The more children you have, the larger
the family, the more the tax benefit, the more money you retain.

I think its effect was diluted to some degree by the fact that, of
course, it was universal; it goes to adults as well as children and
any other dependent one can dream up. So its effect is diluted, and
;ts cost-effectiveness, in a sense, is less.

If you confine the increase just to children, another increaseI
am not talking about a roll-back here but another increase just for
childrenthe "cost" is less and its effect is well targeted.

The other good thing that the Tax Reform Act of 1986 did for
families was that it broadened the eligibility for the Earned Income
Tax Credit, which I think is a wonderful little policy device. It is
for the working poor with at least one child in the home, and it
raised the ceiling for its eligibility.

Another good stepagain, if you can't do the whole thing at
onceanother good step in the right direction would be to expand
again eligibility for the earned income tax credit and increase its
size, the size of the credit, by number of children. Right now, it
holds that for one or more children, you get the same credit. The
change would be to increase its size according to the size of the
family.

It is tied in theory to the payroll tax. In a sense, you are refund-
ing from the General Fund what was paid into the Social Security
Fund through the payroll tax. I would keep that bond, because it
still makes it, in a sense, your own income being refunded back to
you because you have children in the home, and I think that is a
good way of going at it.

Su the 1986 act did two very good things. I would say let's go fur-
ther.

Mr. COATS. Dr. Hofferth, some of the numbers you gave us re-
garding the percentages of people that use day care centers versus
family day care versus relatives versus sitters indicate that while
the trend is down in terms of using relatives, about steady in terms
of using family day care, and of course up with day care centers, it
is still two to one relatives over day care centers and about three to
one when you combine relatives and family day ^gre. Yet most of
the policy discussion that we are talking about here . .erms of day
care is oriented toward the day care center approach. Do you have
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any suggestions or thoughts about things that we ought to be look-
ing at to support at-home or relative and family day care as op-
posed to the center approach?

Ms. HOFFEETH. Yes. Thank you for asking that. That is quite a
good observation and good question.

It is true that relative care is overwhelmingly used by families
for preschool children and also for after-school care for school-age
children. It is quite important, although it has been declining over
time. The reason it is important is, first of all, people don't have to
pay relatives. About half of the families that use relative care do
not pay the relative.

One of tne things I found is that those who do pay relatives are
paying more and more. So, unfortunately, the price of relative care
has been going up and at a much more rapid rate than center and
day care home care. Thus relative care is becoming mare expensive
compared with other forms ofcare. It is not cheap, and there may
be other things that families have to give up in exchange for
having a relative care for their child.

Families make a lot of adjustments when both parents work out-
side the home and they have children. Families apparently try toadjust their hours to the type of care so that they can either
handle all of it or so that they don't pay an exorbitant part of their
income for it. One of the things they can do ib use relatives, if
available. Unfortunately, with families becoming increasingly
mobile and living farther from relatives, and with relatives them-
selves more likely to be working out of the home than in the past,
there may be simply less access to relatives for child care. So al-
though I agree that supporting relative care is important, it is
probably not a long term solution.

I think that in the long run it is likely to continue to decline in
this way because of the importance of employment outside of the
home for women, who are the majority of these relative providers
of care. Grandparents may be working, and they may not be avail-
able.

Mr. COATS. What about the concept of vouchers for those under a
certain income level, giving them the choice of using that voucher
for whatever type of day care they want?

Ms. HOFFER111. Low-income families are more likely than other
families to find a relative or a low-cost source of care. While low-
income families are able to find care, such care may not be opti-
mal. Vouchers sound like a useful technique. The extent to which
vouchers help families find good quality care should be explored.
Vouchers would certainly assist those families who now have to
pay for care out of their own pockets.

One of the problems with the AFDC disregard, for example, is
that, although what AFDC recipients pay can be excluded from
their income in calculation of eligibility and benefits, still they do
have to pay out of pocket.

The statistics, unfortunately, are difficult to obtain. We asked
mothers whether their child care is subsidized, but only a small
number responded that they receive some sort of subsidy. Part of
that is just the difficulty of a mother determining whether in fact
she is receiving assistance or not. She may be subsidized as well as
pay some money. So it is difficult to predict the effectiveness of

2
. .



264

such a voucher system. Rigorous evaluation of ongoing programs is
needed.

As you see, the trends are pretty clear as to what families are
doing. They are paying relatives. I presume that such a voucher
could be used for relative care, too; if so, it would increase families
freedom of choice of caregiver.

Mr. COATS. Dr. Cho llet, you confined your testimony to health
care, but I am wondering if, given your background, I could just
expand the question a little bit and ask you to comment on the
concept of moving. It seems that, publicly here, we are moving
more and more toward mandated national benefits, mandating that
employers provide certain benefits. Yet many of the working moth-
ers, employed people that I talk to, are asking not for mandated
benefits but for flexible benefits. They want the ability to go in and
choose benefits that will tailor their needs at that particular time.
Some people have young families that need different types of bene-
fits than someone whose family is grown, or a single parent needs
different benefits, child care perhaps, than a married couple where
the wife stays at home.

Have you done any work looking into this idea of mandated ben-
efits versus flexible benefits? Give me your comments on that.

Ms. Cnouzr. In fact, that is an insightful question. The two are
in contradiction. The approach that most States, have taken to
mandating health insurance benefits has been to require that if
employers offer an insured health plan, that the plan include cov-
erage for a variety of providers and specific health care services.
The result of that, to the best of anyone's ability to estimate, has
been to substantially increase the cost of insured health plans.

Employers typically offer a health insurance plan as a leading
employee benefit. That is, if they offer no other employee benefit,
they will attempt to offer a health insur^^ce plan. Other than time
off like vacation and sick leave, a health insurance plan is usually
the first benefit.

For smaller employers, however, the cost of offerii.g that benefit,
given all of the bells and whistles that are built in by State law,
has been rising substantially. That means that there may not be
enough money left over in the labor budget, in the amount of
money the employer has to spend on wages and benefits, to offer
anything other than this fixed package of health insurance benefits
that is required by law. Whereas many employers, and especially
small employers, given their relatively personal relationships with
their employees, would respond to a demand for a flexible benefit,
with a scaled-down health insurance package, for example, and
some contribution to child care, that is prohibited if the cost of the
health insurance package is, in fact, dictated by State require-
ments.

Mr. CoAm. Thank you.
Chairman MILLER. Congresswoman Boggs.
Mrs. Boccs. Thank you very much, Mr. Chairman, and I thank

all of you.
I apologize to the first panel and to those of you whom I misled

on this panel. I am a member of the Appropriations Committee,
and we were marking up the appropriations transportation bill this
morning. I came as soon as we concluded that. Incidentally, good
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public transportation and other types of transportation are also
very highly necessary to the welfare of our families.

Dr. Clay, I was especially interested in your testimony. Number
one, I am very grateful to you for what you have done with the
Neighborhood Reinvestment Corporation and your advice to them.
They are meeting in my home district of New Orleans this August,
and I hope you are coming down.

Mr. CLAY. I plan to be there.
Mrs. Bocce. Good. I am delighted to hear that.
I have a special interest in housing. I was very favorably im-

pressed with your overview of our housing programs and our hous-
ing needs, our housing excessea, and our housing deficie-cies over
the past 40 years or so.

When I first came to Congress, I came in March of 1973 and
asked to be put on the Banking and Currency Committee and, if
possible, on the Housing Subcommittee and the Financial Institu-
tions Subcommittee, because the most pressing concern in my dis-
trict was the moratorium that had been placed on several of the
programs and the President's impoundment of funds for the Urban
Renewal Program and the moratorium on 235 and 236 especially.

Everything in my district came to a screeching halt. The city of
New Orleans was the last city to receive urban renewal because
the State legislature would not allow it to do so earlier, and all of
the programs had been geared to the Urban Renewal Program, and
the appropriation, and expropriation, and planning, and tearing
down had commenced, and the rebuilding had not. Of course, in
the smaller cities, the 235 and 236 programs were especially impor-tant.

We forget that before the Budget Act those sorts of imp( md-
ments by a President were possible, and the Budget Act, of course,
gave us an opportunity to do away with the impoundment situa-
tion.

However, the Budget Act has now imposed a new difficulty upon
us, because we have now gone, especially since the Gramm-
Rudman bill, to imposing various allocations over the different sub-
committees, and we find nowT sit on the Subcommittee on Appro-
priations for Housing and Urban Development and Independent
Agencies, and you have an allocation over all of those areas of in-
terest.

When the committee receives the President's budget, which cuts
the housing programs by '70 percent, and then you have NASA and
the Veterans' Administration, the National Science Foundation,
the Environmental Protection Agency, the Federal Emergency
Management Agency, et cetera, within that same allocation, you
have a very difficult time putting monies back into housing, and, of
course, when you do, you take them away from all of these other
programs. So we have now imposed another difficulty upon our-
selves, having the Budget Act save us at one point and it has now
imposed a new difficulty upon us.

I think we are at a very critical time, of course, in housing poli-
cies, and I am very pleased that you addressed the overall view.
The Congress this year has taken another view, an overall assess-
ment of housing policy, and it is highly indicated that we do this,
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and I think your guidelines will give us an opportunity to look at
them from the point of view of families particularly.

Mr. CLAY. Thank you very much.
I very much appreciate the difficulty that housing advocates in

Congress have. I guess one of the observations I would make is that
certainly it happens in the university setting where we discover we
have a problem and that we seek then to create a solution to the
problem which becomes worse than we could ever have imagined.

I would hope that the debate around housing policy in the Con-
gress would focus on housing, and then, when the Congress has
some consensus over it, I hope the procedural difficulties won't
stand in the way, but I do understand the difficulty.

Mrs. BoGOS. Very fortunately, the authorizing committee this
year did have a housing authorizing bill, and it addressed many of
the problems that all of us are concerned with.

But the Subcommittee on Appropriations has put back into the
budget every year some public housing units. Last year, we did so,
and then, of course, we had an amendment on the Floor that went
to the substantial rehabilitation instead of to new units. This is a
very excellent idea, to substantially rehabilitate units, particularly
vacant units within housing projects because of the obvious difficul-
ties that ensue from the vacancies.

But I think your insistence that we include families with chil-
dren in fair housing is really a key suggestion, because if that is
true, then we will have to make more units available for families,
family size units available. Do you think the voucher program can
really handle that?

Mr. CLAY. My feeling about the voucher program is that I think
it works. It could work moderately well in markets where there are
an adequate number of units. Where there is a housing shortage,
which applies to many of our large cities and to the Northeast
region generally and to parts of the West, I do not believe that a
voucher will work very well, and I think the evidence of the Sec-
tion 8 Program demonstrates it.

The basic problem is one of discrimination against families. If
you have five applicants for a unit, then the landlord will choose,
and they will choose the least cost, least trouble, most dependable
occupant, and families with children, unfortunately, are perceived
as more problematic than, say, a single person, or childless couple,
a divorcee, or an elderly person. So I think that is one of the prob-
lems with the voucher program.

The other is that we do have in many of our cities a population
growth, a household growth, and we just have to have new units.
Now we can get into the economic, analytic task of figuring out
what kind of unit makes the most contribution to solving the hous-
ing problem, and I think that is a worthwhile argument, which is
why I would suggest that to deal with the 15 million problem we
don't need to construct 15 million units, we need to construct a lot
less but put them in the right places and have them available.

I would prefer to see an approach at the Federal level which fa-
cilitated local planning. A community that needed units got sup-
port for units; in areas where they did not need new units, ensure
that rehabilitation be adequate f...ad vouchers available. I think in
the vacuum that has been created in the last several years, states
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are in a much better position to make those kinds of judgments, touse their own resources, and to use regulatory power to increasethe public leverage.
I hesitated in my testimony to put dollar signs, because one ofthe things we have learned in recent years is that there is a lot of

leverage out there which is not entirely Federal. There is leverage
at the state level, there is leverage at the local level, and there is
regulatory leverage, and I would like to see all of those things put
to the service of solving the housing problem rather than sort of
saying that what we need is $40 billion of Federal money and if wecan't get that, then we simply wring our hands. I don t think weneed that much Federal money, but I think we need it for strategic
use.

Mrs. Bocce. And the public-private partnerships that have been,of course, effected over the years have been excellent. I notic in
your four-phase policy that you suggest that this is certainly one ofthe most efficient and effective ways to go. Could you expand onthat a little bit?

Mr. CLAY. I think the major point I would make about the public-
private partnerships is that, at least in the cities I have looked at,there is a disposition on the part of the local community,including e political and business community, to take account ofthe housing policies in their programs and in their policies; so that
when the issue of disposition of vacant land, deprogramming a
vacant school, allocation of tax-exempt financing, I think now, asopposed to, say, 10 years ago, one has to scream less loudly to get
attention to low- and moderate-income housing than used to be thecase.

We even have the situation in Massachusetts where suburban
communities are interested in affordable housing. Now their defini-tion of "affordable" doesn't help the poor, but it certainly takes
some of the pressure that would otherwise occur in the housingmarket.

So I think there is a private disposition, there is a local govern-
ment disposition, to work on these matters, and I would like to see
that for every dollar we think we need in housing that only a cer-tain percentage of that is really a Federal dollar.

Mrs. BOGGS. Thank you so much, Dr. Clay.
Dr. Carbon, I had a great deal of deja vu when you were present-

ing your testimony. My husband, Hale Boggs, and Gene McCarthy
sat on the Ways and Means Committee together for several years,and many of the things that you are suggesting about tax credits
for families they suggested at that time.

I do think that your ideas are ideas that are finally coming into
their own and that we should certainly pursue some of the sugges-tions that you are making, and I congratulate you on recognizingthat we may have to raise new revenues in order to have some rev-enues foregone.

Mr. CARLSON. Well, if I might just respond, that would be thelast resort, I think, but sometimes we reach that fairly quickly.
Thank you, though.

Mrs. Bocos. I thank all of you. I am very interested in all of
your testimony, and I know that I have taken too much time, so Iwill yield back my time.
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Chairman MILLER. Congressman Skaggs.
Mr. SKAGGS. Thank you, Mr. Chairman.
I, too, apologize for having had another committee meeting this

morning and arriving late, but I have enjoyed and learned some-
thing in the last hour or so.

I was interested, Dr. Carlson, in your suggestion to change the
child care tax credit into one of a universal nature, regardless of
whether or not, funds are actually expended for child care purposes
and the idea of changing the nature of the earned income tax
credit.

It seemed to me both of those, by extending them in the way that
you propose, involve significant additional costs, and given that you
reached the conclusion that your proposal is sufficiently expensive
to warrant tax increases, I wonder about the trade-offs there of
uniformity versus a more targeted approach. I would like you to
elaborate on that.

I also want to ask Dr. Hofferth your view on the usefulness of
that approach to a child care credit versus, again, a more targeted
to need strategy.

Mr. CARLSON. First of all, on the child care tax credit, it was cre-
ated, as you indicate, as a targeted approach to help families who
are either in the work place or attending school full-time.

I think the problem with it is that it is discriminatory. It is dis-
criminatory on the face. It recognizes one kind of needthat is, the
need and the cost that is met by, say, a two-income family using
day care, to choose a classic example.

It does not recognize, though, the sacrifices that are being made
by the one-income family with the mother at home, for example,
who is giving up extra income, who is paying what the economists
call "opportunity costs," to perform what I consider to be a socially
productive act, which is to raise a child well. I think that is some-
thing that is worthwhile.

So it recognizes one form of cost, in a sense one kind of sacrifice,
but it does not recognize another. Now that I consider discriminato-
ry.

I think the only way to eliminate the discrimination is either to
eliminate the credit or to u Aversalize the credit and key it so that
if you have a preschool child, this Government will recognize that
that is a socially responsible act and we want to help you, but we
don't want to dictate how you are going to raise that child.

I know when the White House proposed its tax reform bill in
1985 or 1986 it proposed eliminating the credit. It was also the first
thing they retreated on. There is a strong constituency for it. So I
think political practicalities suggest that if you can't eliminate it,
then the other option comes into play, and that is to universalize
it. I 'Link that is only fair.

M.. SKAGGS. Why not just expand your proposal for a larger per
child personal exemption? Why bother separating it out at all?

Mr. CARSON. Because what you do is you shift the incentives.
When you create a benefit, you shift the incentives in a subtle sort
of way, and I don't think that the Federal Government should be
setting up incentives relative to child care. That is, if this credit is
available, it is a real, tangible benefit worth up to, if there are two
children involved, $1,000.
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It is setting up an incentive so that if you have two small chil-
dren, you know that I can get that benefit, so to speak, if I put
them in day care, but if I choose not to, I don't get the credit. So :
would do both, actually. I am talking about something pretty major
here, I grant that, at least in the conceptual idea, but it still setsup an incentive.

If you raise the exemption, shall we say, both categories that I
laid out get the exemption, but only one category of choice still
gets the credit.

Mr. SKAGGS. I mean in lieu of any credit whatsoever.
Mr. CARLSON. Oh, fine. I would agree with that. But, like I am

saying, when they proposed eliminating itwell, the White House
proposed itthat was the first thing that the White House retreat-
ed on, which tells meand I know, in factthey came under a
great deal of pressure. So I'm not sure if it is politically practical,
but I think ideally I would agree with you: Raise the exemption;
eliminate the credit; I would prefer that.

Ms. HOFFERTH. I think that this is really a question of social
policy objectives. I can't address that part of it, but I would like to
comment on a couple of issues I see which are very important. One
is the issue of incentives for childbearing and rearing in general,
which I think is an important one. It has been touched upon at a
couple of points today. A second one is the issue of low-income fam-
ilies. So I have two points I would like to make in evaluating such
an innovative proposal as has been presented today.

I would like to say, first, that such a credit seems to me, on the
face of it, to be an incentive to childbearing. If you lower the cost
of having children, people are likely to want more and to be able to
afford them sooner. The cost of children is an important determi-
nant of childbearing decisions. Whether this is what is intended by
the proposal I cannot say. So I think that is certainly an interest-
ing objective, in general.

However, families make a lot of decisions about work and chil-
dren jointly. I mentioned that at the beginning. To the extent that
having children is a voluntary decision, people make decisions
among alternatives about how to spend their raoney, their famiig
income. They may decide that they are not going to have kids and
instead they sail around the world, or that they are going to have
and spend money on children, getting the important benefits and
enjoyment that children bring. In spite of their cost people are still
making the decision to have children, although they are having
fewer of them. There are a lot of benefits that come from having
children.

So families choose how to spend their money. Partly because of
this, our society has taken childbearing and rearing to be a private
decision. Families cover expenditures on children largely out of
their own incomes. We have not, at least so far, as a society, si.id
that the Government is going to subsidize people having children.
We are saying that families make this decision, these are private
decisions, and families pay for them.

Now that is not true for all the things that happen. For example,
with Social Security, we have said that to some extent society has a
responsibility to help older people, So there are some family re-
sponsibi:*les that have been more in the public arena, but child-
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bearing has been private. The proposal mentioned today might
have some unintenced a !sequences, fc- example it might change
the incentive structure for childbearing and increase the birth rate.
Thus it might have important societal implications.

I also want to say that investments in children are important for
society. We do hope that families will have children, because, if
not, we are all in trouble in the future. In addition, we want good
quality children We want children who can read and write, can
work, can contribute to society, can support themselves and us in
our old Age. So, in this sense, these decisions are not totally priva-
tized. They have consequences for us as a society.

Some concern has been raised that as the costs of children go up,
people are either less willing to have kids or that they are less able
to invest as much as they could in producing good-quality kids.

Now that lead me to the second issue, that of poor families and
poor children, that I don't think the proposal presented today has
addressed at all. Now that doesn't mean it couldn't, but so far it
has not. There may be unintended Ponaequences from such a pro-
posal; we should definitely look atd what they are. We have
found out that policy actions n-Ar ffect people's incentives in un-
anticipated way:.

The is me of refundability is important for low-income families.
Under the current proposal families would get more money back
(or a larger credit) the more income they make. This would in-
crease inequity between families. Low-income families with no tax
burden would not get . -thing, presumably, and if they have a
very low vne, they wor id get very little, when, in fact, we see that
low-income families spend a larger part of their incomes for child
care than do middle- and upper-income famir '9.

Whether housing, food, or child care, whatever it is, families
have to spend a certain proportion their income on basic necessi-
ties. Even though there are some differences, and some families are
subsidized, still, poor families spend a lot on these basic necessities.
Just because they don't make as much money doesn't mean that
they are not going t) spend anything on child care, food, and cloth-
ing; they are.

A child care credit which is refundable for low-income families
has been discussed but not acted upon. Low income families are not
really getting the child care assistance that they need. Of course
these are the ones about whom we are most conce ned, because
their children are at serious risk of growing up in families who
cannot provide the health care, the schooling, and the support that
they need to grow into productive members of society. So I think
your question about targeting is crucial.

There may be several approaches that could be made. I am not
saying that there is any one, but certainly we have not yet ad-
dressed this issue of the needs of a substantial proportion of the
population which is at risk of poor outcomes. This is a very serious
consideration as family incomes are low and ; we see that their
expenditures, in fact, are not lo they are very high as a propor-
tion of income-20 to 26 percent of income just on child care alone,
let alone housing, food, and all he rest.

So let me just leave you by saying that I can't answer the ques-
tion of the policy objectives, but we certainly could do a rigorous
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analysis of what the implications of such proposal might be, the
groups that might be left out, and what the implications of thatare.

Thank you.
Mr. SKAGGS. Thank Jou, Mr. Chairman.
Chairman MILLER. Thank you.
Dr. Frances, let me ask you a question. Am I reading your testi-

mony correctly when it suggests to me that one of the causes for
increased tuition may very well have been the decline in public re-
sources?

Mr. FRANCES. Exactly.
Chairman MILLER. That is the trade-off.
Mr. FRANCES. It is failing to grow as fast as the underlying costs,

yes.
Chairman MILLER. And it appears also that this echo of the Baby

Boom, as somebody said earlier, is going to start out much deeper
in debt than their parents with respect to education. Is that accu-
rate also?

Mr. FRANCES. Absolutely.
Chairman MILLER. We are training little del:14,ms.
Mr. FRANCKS. Right. We have a new American class of debtors.
Chairman Miuza. It is a fairly heavy debt they carry with them.
Mr. FRANC'S. It runs in the r Ovate sector up to $8,000 or $9,000.
Chairman idILLER. Do you know if this has any impact on the de-

cision to have children? You start out in your marriage, two-
income, young people; you are $15,000 or $16,000 in debt in student
loans at a minimum, and maybe more if you have gone on to ad-
vanced degrees. Does that have an impact?

Ms. HOFFERTH. I Jon't know the relationship between specific
amount of debt an childbearing, but there is certainly evidence
that the greater the costs that are expected, the less likely to have
a child right away. There may be some delay until they get back ontheir feet. I don't have any more specific information on that.

Mr. FRANCES. If you look at the housing arrangements that
young people have now and the household formation, there may be
some hints that the unrelated individuals living together is increas-
ing, and this may be for economic reasons.

The number of married couples is increasing, I think, at 13 per-
cent, while the single-family household is increasing at about 80
percent, around five times as fast.

Mrs. Boras. Mr. Chairman.
Chairman MILLER. Yes.
Mrs. P GCS. I noticed in the testimony that there was a refer-

ence to t1.3 drop in minority entrants into colleges and universities.
Do you have any solution for that obvious problem?

Mr. FRANCES. Well, we are not exactly sure why it is happening.
There is rime speculation that the shift of student aid from grants
U., loans hitting the minority population much harder because
you have lesa access to loans, less traditional borrowing. That may
be affecting the ability of the students to go ahead. I don't think we
know very well why this is happening.

I also have to say that it varies by minority group. Tne Hispanic
origin population college-going rates are increasing now. I think
one out of every five of the added students is of Hispanic origin.
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Mrs. BOGGS. But it is such a small percentage, isn't it? About 4
percent or something like that.

Mr. FRANCES. Right, but rising to a very large percent of the
added students.

Mrs. BOGGS. I sit on the President's Council at Tulane Universi-
ty, and the rising cost of education, particularly of tuition, has
been something of tremendous concern, and of course a startling
statistic last year was that if you looked at all of the young people
who were eligible to enter college that year, and they could pay the
full tuition at a private university or college, and they had the
high scores, high SAT or ACT scores in order to be eligible to be
admitted to one of those colleges or tr.-iversities, there were 18,000
young people in the whole country who would qualify.

So universities and colleges, of course, spend a great deal of their
time trying to subsidize the tuition of their students in order to get
the high-quality students in lower-income groups. Of course, all of
this becomes tremendous competition around the country for the
kinds of funds that can support tnat type of private subsidy.

I think there are those colleges and universities, such as Tulane,
which is situated in a city which is about 53 or 54 percent black,
that has a very positive outreach program, but I do think that the
declining grants and the more severe loan situations have indeed
affected the minority en grits into private colleges and universi-
ties.

Mr. FRANCES. I think that is correct.
Chairman MILLER. Dr. Chol let, you mentioned that health care LI

a leading benefit that would be offered, but it is not offered by a lot
of them. There are still an awful lot of people who aren't offering
anything to close this benefit gap. I mean the decision to provide
health care is affecting millions of workers. To combine that with
what you suggest here, that what we see as the decline in health
care coverage of workers their dependents may be somewhat attrib-
utable to the growth of employment outside those industries in
which we expect traditional high coverage which goes along with
what Ms. Schoen said. If I read the two correctly, then in this serv-
ice sector economy where all the growth is, it is not just a question
of wages but also of benefits, especially benefits to dependents.

Ms. CHouxr. We have seen two things happen. In fact, the
health insurance coverage rates have fallen. I think it is important
first to remember tha we don't have a healt1 Insurance system in
tatters; we do have, in fact, three-quarters of workers covered by
employer plans. So we are dealing with changes at the margin,
albeit important changes at the margin.

We have seen the same kinds of trends in pensl:m coverage
among workers that we have se m in health insurance benefits, a
reduction in coverage that corresponded to the recession of 1981
and 1982, and no apparent recovery, or no recovery commensurate
to the recovery, in employment because of higher employment
growth in some industries.

We don't have the data that Ms. Schoen presented with respect
to contract workers. Maybe, in fact, contract workers are an impor-
tant percent P. nd perhaps a growing percent of employment in
some of these low-coverage industries. But we do see large and pro-
jected further growth in retail trade, for example, which includes
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eating and drinking establishments that have notably low rates o,
health insurance and pension coverage. Presumably this foretells a
continuation of the erosion in employar-based health coverage.

Chairman Mnizri. Thank you very much for your testimony and
for your help to the committee.

Mrs. Bocce. Mr. Chairman, may I ask just one other question?
Chairman MILLER. Yes, of course.
Mrs. BOGGS. Of course we are all going to be grappling with wel-

fare reform, and the decline in Medicaid coverage and payments
was something that was very telling in your testimony.

One of the big difficulties, of course, is that when we train people
who are on welfare for jobs, then when they receive a job, they are
not covered right away by health care in those jobs, and some-
times, as ou have mentioned, the industry or business they enter
doesn't have health care insurance coverage, and they become very
concerned about the coverage, particularly of their children.

Would you have any suggestions about what we could do in order
to relieve that situation? Should we extend the Medicaid coverage
for a certain period of time or until the parent achieved a certain
income? Is there some way that we could encourage them to stayin the work force and to assume some type of health care coverage?

Ms. CHOLLET. Several Medicaid provisions have resently been en-
acted. I mentioned some of them in my written statement: the
DEFRA legislation that was enacted in 1984, the COBRA legisla-
tion thet was enacted in 1986. Provisions in this legislation provid-
ed that States extend health insurance benefits to children, poor
and pregnant women, whether or not they were receiving cash ben-
efits from AFDC.

At this point, I would like to correct something in my written
statement. I said that those children are now covered up until age
8; they are not; that has been, in fact, proposed in the Senate, that
those children be covered to age 8; they are covered until age 5 cur-
rently.

The major stricture, however, associated with these appareat ax-
pansions of Medicaid benefits is that these individuals must finan-
cially qualify; they finarcially qualify based on the state's AFDC
level of income, and that AFDC level of income has eroded era-
matically since 1980.

The median level or income in the states that would financially
qualify a categorically eligible family with children for AFDC bene-
fits eroded from 79 percent of the Federal poverty standard to 48
percent of the poverty standard fiver the last decade-1975 to 1986.

Efforts to ameliorate that situation, to qualify more of the cate-
gorically eligible poor for Medicaid benefits woul'1 probably be of
greatest assistar -e to the working poo_ who systematically remove
themselves frc.- deciicaid eligibility, simply because one has to be
so dismally poor to be Medicaid eligible.

Mrs. Bocce. Thank you so much.
Thank you, Mr. Chairman.
Chairman MILT ga. Thank you very much.
[Whereupon, at 12:45 p.m.. the subcommittee was adjourned.]
[The following material was furnished for the reccrd:]
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PREPARED STATEMENT OP HON. GEORGE C. WORTLEY, A REPRESENTATIVE IN CONGRESS
FROM THE STATE OF NEW YORK

Mr. Chairman, I join my colleagues in commending you on holding this hearing
today. As difficult as it is at tin.es to contemplate our economic future, it is a reality
that must be faced by all. In my opinion, the more long range planning a person
does, the better off he will be.

looking ahead into the future and taking in the total picture are two key items to
su vival. We must graduate high school students who can read and add. It should
not be the responsibility of the corporation to spend millions of dollars and hours on
end to do the job that the school should have done. In order that our future genera-
tions are competitive, they must graduate literate so that they can continue to grow
with their jobs.

Another important area when examining what lies ahead is family size and wire
to start a family. It may be necessary to encourage young people to wait a few extra
years before starting a family. While new babies are beautiful and bring much hap-
piness to a new couple, a child may be much better off if the parents worked for a
few years an began saving money so that the child would start out on a more solid
base.

The cost of child care must also be taken into consideration when planning a
family as well the cost of health care for both the dependents and the parents.

These are expensive items that must be taken into t. nsideration.
John Naisbitt, in his best selling book MEGATRENDS, outlines ten very positive

trends that he foresees for the future. More high-tech, more independent, and a
trend from national themes to world themes. It is imperative that we properly pre-
pare ourselves for these change..

I lock forward to hearing the testimony from this highly qualified group of wit-
nesses and the opportunity later for some questions.
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