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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 Commitwee met, pursuant to call, at 9:30 a.m., in room
2261, Rayburn House Office Building, Hon. George Miller (chair-
man of t} > 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, sta assist-
ant, and Joan Godley, committee clerk.

Chairman MIiLLER. The Select Committee on Children, Youth,
and Famiiies will come to order.

Today, the Select Committee will examine a critical issue for
American familis: the long-term outlook for economic security.

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 cowditions for
the Baby Boom generation would continuc 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 educatior, 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 o 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,
farnilies have taken drainatic measures to maintain living stand-

(48}
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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
ﬁeb}t\ related to disposable income reached 88 percent, a post-war

)

g

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 private policies
accordingly. Today’s hearing is an important step in that direction.

OPENING STATEMENT oF HoN. GEORGE MILLER, A REPRESENTATIVE IN CUNGRESS 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 incom=, 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 education—still the best ticket to eco-
nomic success—have far outpaced inflation in the 1980's

Child care costs, the newest major expense for families, now consume nearly 10

rcent of the average family’s income, and 20 pe-cent of the incomes of poor fami-
ies And while we need better data, caring for elderly parents has increasingly
become a cost borre by families

These are not cychical changes, their influence will extend far intv 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 twoc-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 becn
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, farmilies are going into debt In 1985, the level of househcld debt relative to
disposable income reached 83%, 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 secunity

Business as usual will not suffice in the future

Today, we will review the financial pressures likely to face families in the future,
in hght 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
famlies, and we can craft public and private policies accordingly Today’s hearing is
an important step in that direction

“AMERICAN FAMILIES 1N ToMORROW'S ECONOMY''—A FACT SHEET

FINANCIAL PRZSSURES ON FAMILIES MOUNTING

Between 1973 and 1984, mean real income declined for farmlies with children by
8%, compared to a 13 5% increase between 1967 and 1973 Between 1073 and 1983,
mean real income for married couples without children increased by 7%, and
income for single individuals rose by 12%. (Joint Economic Committee [JEC], No-
vember 1985, US Census Bureau, 1986)

Between 1973 and 1985, the percentage of working married mothers with children
climbed by nearly one-third, froin 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 thceshold 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 1972 and 1984, inequities in the distribution of income 1n the US have
increased The proportion of famihes with incomes over $30,000 increased from
14.9% to 15.6%; the proportion of families with incomes below $20,000 increased
fruin 32.19% to 36 4%; the proportion of families with incomes between $20,000 and
$50,000 fell from 53 0% to 47.99%. (Bradbury, 1986)

Throughout the 1950s and 1960s, the poorest one-fifth of families included 15% tn
17% of the nation's children By 1984, the poorest families contained 24% of ali chil-
dren 1n 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 1n families with children increased
37%, from 12 7% to 174% Among two-parent families, poverty rose from 7% to
10 6%, or by 519% percent, while poverty among female-headed, single-parent fami-
hes rose from 42 29 to 48 2%, or by 14% (JEC, November 1986)

Income 1nequality in the US. 1s 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 18 despite the fact that U.S workers have
higher average incomes than workers 1n any of these countries (Burtless, 1987)

FAMILIES BORROWING MORE MONEY TO MAKE ENDS MEET

Sixty-five percent of US households are in debt and 33% owe more than they
own 1n financial assets. (Polin, 1987)

In 1985, the level of household debt relative to disposable income reached a post-
war high of 88z (Polin, 1986)

Between 1970 and 1983, the debt-to-income ratio has increased 83% for famihes in
the Iov»iest7 income quintile and 30% for famihies 1n 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-
lltlz;ésé compared to 27% between 1963 and 1978 (Working Women Education Fund,
986)
Between 1968 and 1985, part-time employment has grown faster than tull-time
work, registering a 40% growth rate versus a full-time employment growth of $2% .
(Nardone, 1986)
Twenty-eight percent of all nart-time workers earn the minimum wage compared
to 5% of all full-time workers (Lewitan 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 b
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 1984, the median priced home absorbed 449 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
housenold income in 1970 to 29% 1n 1983 The share of households with rent bur-
dens below one-fourth of their income dropped from 60% 1n 1974 to 40% in 1983
The share of households with rent burdens above 75% of income rose from 8% to
13% (JCHS, 1986)

In 1983, the median rent buiden for households in the lowest income quintile had
risen to 46% of inccme, up from 35 in 1974, and 1n 1983 over one-fourth of the
}llgggeholds in this group had rent burdens above three-fourths of income (JCHS,

)

Giver current demographic and housing trends. between 1983 and 2063, the total
number of low-rent umits in America 1s projected to fall from 129 million to 9 4 mil-
lion, a 27% loss During the same penod, the total number of households needing

_low-rent units 1s prcjected to increase from 119 imlhon to 17 2 milhon, 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 workforce—a 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)
be:n 1985, 68% of female single parents worked. up from 60% 1n 1973 (JEC, Novem-

r 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 workin
mothers. (National Institute for Child Health and Human Development [NICHDi
1986, Marx, 1987)

The median weekly cost for child care in 1985 was $38 00 The proportion of total
family income consnmed by child care costs 1s 109 for non-poor families and 20%
for families 1n_poverty Estimated annual child care expenditures by US families
are about $115 bilhion (U S Census Bureau, 1987, Hoﬂgerth, 1987 [in pieparation))

HEALTH CARE COSTS FOR FAMILIES INCREASE, ACCESS BECOMES MORE
DIFFICULT

Today. health care costs corsume 10 9% of the total US Gross Naticnal Product .
By the year 2000, this proportion will srow to 15% (Department of Health and
H{xman Services. Health care financing Admimistration [HCFA], 1987)
Health Care expenditures are projected to triple between 1986 and the year 2000,
{rom an average of $1,837 per person to $5,557 (FICFA, 1987)
Costs for health care continue to outpace increases 1n personal income Personal .
health care expenditures as a fraction of personal income grew from 11 2% 1n 1985
to 116% n 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 3¢ 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 mllion Americans had no private or rublic health care insurance, a
319% increase over 1980 (US Census Bureau, Current Population Survey, 1980 and
1986)

The fastest growing population without health insurance 1s children of working
parents with emplo; er-based health coverage (Employee Benefits Research Insti-
tute, |EBRI], 1987)

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

One-third of the U.S population with family ir.comes below the poverty level are
uninsured. Q.e-fourth of the populaticn 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 989, twice the rate of mflation (American Council on ucation,
1987)

College tuition costs are expected to rise by 6% per year in public institution and
by 7% per year in indejendent institutions in 1987-1983 and in 1988-89 Increases

11?’ 8ig)hation during this period are projected to be no higher than 4 5%. (Henderson,

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

The average total award (grants, loans and work study) per full-time aquivalent
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. Chairmar.

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 alterratives to provide for our chil-
dren’s education in the future. We need to look 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 tlis cconomy 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 conciude that many of these prob-
lems seem insu-.nountable to the average family, but this provides

i0
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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 econcmy 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 tKe record be left open for two
weeks 80 that Members have an opportunity to submit their state-
ments and questions to the witnesses.
{Prepared statement of Hon. Dan Coats follows:] .

PrePARED STATEMENT o HoN. DAN CoaTs, A REPRESEI'TATIVE IN CONGRESS FrROM
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-

ace.
would hope that the witnesses before us would not only focus on the overwhelm-
ing nature of the ,problems but instead on how we can cope. What alternatives are
there for families? Is the uesne Tuition Prepurchase Plau a viable alternative
to rising tuition costs? Are Os the wave of the future in medical finan~ing? How
+ will yoang couples with children be able to purchase a first home? What type of job
trainiug will young people need in order to secure empIO{ment? 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 vhe creativity of the American
people and our economy to solve these potential problems.

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

“AMZ=ICAN FAMILIES IN TOMORROW’S ECONOMY’—GENERAL
OvERVIEW, MINORITY FACT SHEET

The future of American families cannot be understood outside the most likely
changes within American societ{’:: a whole.

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

1. From an industrial society to ai 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 de.nocracy.

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 of a more edu-
cated, flexible and responsible citizenry. Naisbitt calred it “reclaiming America’s
traditional sense of self-reliance.” (For example, information jobs, self-help, partici-
patory Jemocracy, networking, ability to selact among multiple options.)

The pumber of jobs that are relatively unskilled but high income is already sup-
stantiaily reduced and futurists only predict the acveleration of this trend. Among ®
the likely manifestations 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 process—is the most likely way such attempts will occur.
(For example, resistance to international trade, self-help rather than institutional

ERIC .
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help, geographical changes, dechning industnal 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 chird reaches 18; and
41 will reach age 18 “normally” (Hodgkinson);

Two-thirds of poor clhildren 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, bu. 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 wili have moved into the 30-to-49 age group, enlarging it by
17.8 million, while the 20-to-29 group will lose 72 million people The result will be
a shortage of entry-level workers n the labor pool and higher starting pay for those
who are available. (1995: Whe Will Be Your Patient.? Medical Economics, March 31,
1986, Arthur Owens)

Meanwhle, 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 1930, then decline, for a
10-year net gain of only 11 Eercent. The fastest vopulation increase among children
will be at the elementary-school level (ages 6 to 13) Their numbers are expected to
grow by 3 4 million (127 percent) between 1985 and 1995. For all children under 18,
the projected 10-year increase is 4 4 percent—only half that of the population at
large—with the biggest drop among teenagers 15 to 19. (Owens)

Demographers tell us that by 1995 there will be only half as many people 1n 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 vear for which data are available), one-parent fami-
lies included 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 an<
1995—an overall gain of 88 percent in 10 years. Three out of five households in
1995—wll 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 shightly,
increasing (in the US) from 69 5 years 1n 1978 to 72.4 years in 2000 for males and
from 77.2 to 81 4 years for females (“Drugs and Health in the Year 2000,” The Fu-
turist, August 1985, Clement Bezold)

Health Insurance Coveraye—

Eight out of ten children under 18 were covered by some form 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-

e

Children living with divorced mothers were less likely to have coverage than chi}-
dren lhiving 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 329% of all children living
'n families below the poverty level, had no 1~~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, ghysiciar 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

atient monitoring systems (“The U S Health Care System in the Year 2000,” Jeff
8 Goldsmith, Ph D, 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 US 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 c2ce 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 2000—roughly 30%
more than now. This requires an average annual increase of 10,000 thsicians 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 tctal population in the year 2000
will have risen less than 10% perhape to 260 million. (“American Medicine in the
Year 2000,” Medical World ™ -ws, Jan. 1985)

.. . in terms of actr-’ ird services, third-party payers of all kinds will be
spenuing relatively lit ¢ medical care in the year 2000 than they are now.
They will accomp.sh . _ .mposing arbitrarily low prices on providers and by
substituting less expensive pruviders and sites of care delivery services (Medical
World New-®

The elderly (€5 and over) will account for more than 13% of the total population
by 1995, when there will be 33.9 million of them—>5.3 million more than last year.

ost 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—
es%ecially nursing-home care. (Owens, Medical Economics)

atients will be paying a smaller percentage of total health-care costs ovt of
pocket in 1995, while Medicare, private health insurance carriers, and other third
parties (except Medicaid) will be paying er percentages. Physicians wil! 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. (Qwens)

How will the Medicare system chanfe in the year 1990” Strong majorities of the
Arthur Andersen & Co.—ACHCE panelists anticipate that the qualiff\:ing 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 w.ll be mandatory for physicians, and that a voucher system will be im-
plemented. (Owens)

Naisbitt in his book Re-inventing the Corporation suggests the following methods
to help keep health costs manageable: Build clinics; create HMO’s; form groups of
corporate health cost budget busters; join preferred provider organizations; and send
emnergencies 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,”
'll'gses)lnstituw for Educational Leadership 1nc., Harold L. Hodgkinson, December

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 Zraduation rates for Hispanics increased
'ﬁ?% during 1975 to 1982, while Hispanic college enrollment declined 16%. (Hodg-

inson)

Key Question: Should access be to some institution of high.er learning or to the
best in .itution 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.

'3
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"UCLA has become heavily non-white without lowering 1ts admissions standards at
all.

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

However, beyond community colleges and “blue chip” universities, there is a
:?rge g)roup of institutions that haven’t increased m'nority populations at all. (Hodg-

inson

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-eged 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 levei—
Elementary High school

Total

1970 62 59

1979 71 70

1985 78 76
Whites

1970 66 63

1979 75 74

1985 80 8
Blacks

1970 3¢ 30

1979 51 45

1985 67 63
Hispanics

1985 41 41

2. Education trends—

Lifelong education is here today for about half of the Amencan adult popula-
ticn—ready 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)

It is essential to bring quality and accountability back into education, but 1t 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
corporation—thinking, learning, and creating. (Naisbitt)

A sampling of corporate responses to these needs:

a. % of US large corporations teach remedial education and basic skills

b. Adopt-a-school, computer donations, corporate iteracy activists

¢ Closing the math-science gap thru cooperative use of engineers, 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-
tions—about the same number as are enrolled in institutions of higher learming
(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;

’
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2. The posi-secondary system is facing a peniod 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 vear 2000, a development that
will raie the average cost of faculty salaries and make it difficult to introduce the
new fieids 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 *“1e post-secondary schools will become training bottlenecks
for the skills most needed to integrate technological advances into the economy (Ca-
reers and Opportunities 19£7, Black Enterprise, February 1987, Ed Newton)

Median family income is a broad measure that includes 1zany 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 ege 18. This distinction is crucial. Fami-
lies with college age children are often in their peak earning years and thus have
higher incomss, and experience faster income growth, than all families. In 1985, for
example, mea‘an family income for 211 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 dependen: 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 i1s More Complicated Than You Think,
Terry Hartle, American Enterprise Institute)

A RECEMT 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 states—Indiana, Michigan, Tennessee and
Wyoming—had signed such plans. Many other states were studying them, although
some, including Michigan and Tennessee, were waiting for the Internal Revenue
Service to rul: on whether parents would have to pay taxes on the entire value of
the ce'tificate when redeemed or only on the amount they paid ~ (Legislatures’ Fi-
nMancial )Support for Colleges, Limited by Economic Corditions in States, Carolyn J

ooney!

The Onginal 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 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. The 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 exrand. Furthermore, if the tuition is sold in instailments, and
rosslbl,}: through payroll deductions, the plans may reach lower middle income fami-

ies.”” (Tuition Prepurchase Plans, Why They're Needed and What's At Stake, Rich-
ard E. Andersen)
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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 22 mullion. It jumped from 3.4% to 4 7% of women working Over a
decade 1n a half, the rate has jumped from 2 2% to 4.7% Moonl.ghting for men had
undergone a long-term decline but st-ibilized during the 1970's at around 6%, and is
now down to 5 9%. (“Moonlighting by women jumped to record highs,” by John F
Stinson, published in Monthly Labcr Reviaw, Nov. 1986.)

The demand for child care services wil! grow, fueled by a substant.al increase in
the population of young chilcren, especias!, those under six years old. Thanks to the
maturation of the “baby boom,” the population under six will nise by 33 million
during this decade, from 196 million in 1980 to 229 mullion 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 1. demand for child care services
is not population growth, but the anticipated increase in the proportion of children
living with only one parent, usuaily 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 ix: 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 1s 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
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,
(VéhBe(l)l fewer than one-third of all married inothers of children under six worked

)

The need for affordable child care will e increased with these developments.
However, a recent report from the Bureauv of the Census indicates that the current
supply of affordable day care for a significant number of mothers is inadequate. The
report estimates that 26% of mothces of children under 6 not now working (17 mil-
lion women) would seex employment if affordable child care were available. (CBO)

Chuildren 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 jabor 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 yeur
than older children, with only 1 in 5 preschool children having 8 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 childrrn 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. US. 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 1970, onl - haif the women between the ages of 25
and 44 were in the work force. By 1995, more than 80% of women in that age rargfe
are ex 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% ncrease, 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 Fote of Baby

mers & Their Children. Esther Wattenberg. 1986)
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2. Chuld care trends—

The generation of workers graduating from college today may find themselves in
a ketter position. They belong to the “baby-bust” generation, and their small num-
bers, says Harvard Econcmist 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 1n 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 vvomen—and men—employers are going
to have to help them find ways to cope more easily with their duties as parents.
(TIME Magazine)

Chuld care arrangements—

Children under 5 years with employed mothers are more hkely to be cared for
outside their own home 1n 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 caie 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 is owned by their
parents or another household member However, whereas nearly 70% of white chil-
dren live in owned housing, approximately 60% of both blacx and Hispanic children
iive in rented housing One in six black children and one 1n eighteen Hispamc chil-
dren lLives in publicly subsidized housing. A majority of the 24 milhon children
hving in public housing are black or Hispanic White children make up 88% of the
324 million children who live 1n housing owned by a parent or other household
mer.:ber. (CFY 1987 Trends Report)

The future of housing demand wili be shaped most by the future of the baby boom
generation—those born from 1947 through 1964. By 1995 the entire generation will
be 1n the traditionally peak-earning ages of 35 to 54 \Demograpnics and Housing in
America, Pe-ilation Bulletin, January 1986, George Sternlieb and James Hughes)

Gains ir. ambers of households averaged 117 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, kousehold 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-
hoid growth and that share is projected to surge to over 83% 1n the first half of the
1990’s. With overall household growth slowing, however, the increase 1n ownership
will boost the proportion of households that own their homes only to 66 69 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)

H'l'hl:e e)xplosive growth of female-headed households should abate (Sternlheb and
ughes

America’s home of choice is the detache.. single-family house The authors see
nothing occurring 1n 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 1s unlikely for the foreseeable future
As a result, rapidly increasing numbers of people are homeless, doubling up in
public housing projects, or paying nmore than half their incomes for rent Compound-
ing the problem 1s 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
ndequate shelter and tho<e who can afford to view housing 4s much more than mere -
snelter. 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-
stantiai 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 fert-le with income than with offspring, the maturing baby generation will
edge the howsing 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 Facts—Council of economic aduisors (CEA)

9% of the jobs during the present expansion are full-time jobs

Over 60% of the increase in employme:.i has occurred in the highest paying occu-
pations, with median weekly full-time earnu:gs in excess of $390 (or more then
$20,000 on an annual basis) To be specific maragerial and professional positions;
technical professionals; supervisors and prcprietors (snies establishment), precision
production; and craft and repauir.

Only 12% of the increase in employment has occurred 1n 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 empjoyees, and over 709 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-ime) 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-<apital disposable income from 1980-86
has risen 14%, or about a 15% faster rate than in the 122% rise in the previous six
years (1974-80). Warren Brookes, Human Events 5/2/87

The sky 18 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 1its 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 15 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 v the
contrary, there is nothing in tl{e aggregate data to indicate that recent changes in
the economy, such as a shift from manufacturing to services, 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 :requiring 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 99 to 6 7% (percent in managerial and administrative did rise
from 5.2% to 5 3%) (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 comrpared with under 25% for most biue collar workers
(Bureau of National Affairs)

Fastest Growing Occupations '—1984-95

Percent
Paralegal personnel . . .. . . .o .. 97.5
Computer programmers ... . . . .. . 1
Electronic data processing - e . .. 6871
Medical assistants ... ..... . .. . .. 62.0
Data processing equipment repair . L. .. s 562
Elect and electronic engineers....... ... . L. . . 528
Elect and electronic technicians .. .. .. .. . .. e 50.7
Computer operators ......... ... . e e e e e 461
Peripheral EDP equipment operators. . F 450
Travel agents ... ........ .. .. . e e 439
Physical therapists. ... .... .. ... .. e e e 422
Physician assistants.. . . . ... .. .. . .. ... . . . 403.
Financial servicessales ..... ... . ... ...... .. . e . 39.1

*(Chapter 2 Tomorrow's Jobs—received from CRS, no other information given )
Fastest Declining Occupations ' —1984-95

Percent
Stenographers. ............ .. . . . . —40.3
Shoe sewing machine operators .. . o ... .. =315
Railroad brake, signzl operators. . L. AU -26.4
Railcar repairers. .. ... .... . .. -223
Furnace, kiln operators....... . ..... e e e e . =209
Shoe and leather workers/prec . .. .. . . . —-18.6
Private household workers. ... .. .. . .. .. L. -183
Telephone installers/repsir ........ . . AU R -174
Garment sewing workers. . ... .. ... . ..... . .. . . ... —167
Textile machine operators. ...... .. .. . .. .. .. =151
Machinery maintenance mechanics .... ....... A, e e ... —148
Statistical clerks...... .. ......... e e e s =127
Industrial truck operators. .. .. . R .. ... =119
Ceniral office workers . ...... .. Ce .. . . -115
Farm workers. .. ...... .. e e e . =112
Coliege faculty ........... ... . ... .. .. ... e e ~106

#(Chapter 2)

2. Economic and labor trends—Mayor 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 wili 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 mnorities,
women and the handicapped and a narrowing of occupational and earnins gape.
A more mature workforce implies greater experience, stability, reliability and pro-
ductivity. (Statement of Wilham E. Brock, Secretary of Labor to Joint Economic
?ulbcommittee on Economic Resources, published by The Bureau of National Affairs,
uly 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 posit:ons
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 n

’ the United States,” by Barney O'msted, co-director 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;
. onesixth 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 B million wurkers; 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 jobe; a preference for a longer workweek (and thus more money) was ex-
pressed by % of all the workers with fewer thzn %o saying they would prefer fewer
hours (and less money). (“Work schedules of Americans: an overview of new find-
ings.” by Paul O. 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-
ers—outside contractees—now 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 examyle, companies like Litton, the big defense contractor, calls up
i “boedav shope” 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 specific—for in-
st;ance, 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 .. = 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
ﬁ;gg)loyee Is Becoming a Fact of Corporate Life,” Business Week, December 15,

Theme: Problem of the “dual labor market.”

U 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
transgortation 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
Jjobs reguire 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)

Ke{ii‘utum Labor Issues—

1. Making workplace literacy a national objective.

2. Improving the nation’s pension system—currently 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 1n education and train-
ing.

5 promoting flexibility among unemployed workers

£ Review of employment standards.

1. Integrating minority and disadvantaged workers into the work force

(“Work Force 2000” paper of Roger D. Semerad, Assistant Secretary of Labor for
Employment and Tiaining Administraticn).

In Re-inventing the Corporation by John Naisbitt and Patricia Arburdene, a list
Y of 10 ways that companies will be adjusting to th~ future included the following

The companies that create the most nourishing environments for personal
growth will attract the most talented people

LRIC 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 innovatior: are transform-
ing employees mnto 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 sma'! business.
l.f(l:0. I~ the information society, we are shifting from infrastructure to quality of
11e.

Chairman MiLLEr. Without objection, that will be done.

Our tirst 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-
nnmic 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 nc 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 person—that is to
say, per man, woman, and child—but 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 he was gaining on younger workers; it is just that
wages were going up throughout the who'e 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 economy,
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 aie 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

use 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 1989-
82 recession had a lot of trouble just keeping income even, forget

.;)2




o

18

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 better care of elderly fami-
lies. Social Security was indexed, most wages were not; as more el-
derly retired, there was growing private »ension coverage, and so
what you had in the bottom of the income distribution was a kind
of great flip-flop: The elderly move 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 11, has assumed that living standards for everyone would rise
year after year like a kind of entitlement.

For the last 12 years, rising reai 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 OF MARYLAND, GUGGENHEIM FrLLOW, EcoNomIC STUDIES, BROOKINGS INSTI-
TUTION, WASHINGTON, DC

My name is Frank Levy. I am sn 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 Distributionm,
which will be published later this montn.l

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 i: to
compare two, apparently contradictory economic statistics.

- The first statistic is dispossble 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
152, 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 21.01. 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




[E

20

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 firgt to understanc 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 the economy of the 1950's and 1960’'s, a man
passing from age 40 to age 50 saw his income increase by 25-301.
But men who were 40 in 1973 saw their incomes over the next ten
years decline by about 10X (see attached Table 2). Family income
traced a similar path. In 1947, it stood at $14,100 (in 1984
dollars). It then grew 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 earmer 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.
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How could disposable income per capita grow if wages were
declining? The first answer involves demographica. In the early
1970°s, about 402 of the entire U.S. population was in the labor
force. Today, nearly 50 of the entire U.S. population ia in the
labor force. This increaaing work effort is the reault of three
trends:

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

-The large, poatwar 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 -ising 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 aa increasing proportion of
the entire population went to work. In thia way, the years after
1973 were“really an inversion of the 1950°s: then, income per per
worker war grew by about 302 over the decade but income per capita
was grew by 151 because e had all the little "capitas®" of the
baby-boom.

Beyond these demographic adjustments, we have also kept
consumption atandards rising by goir 3 deeply into debt. Both
householda and the federal government are carrying far more debt
+*oday than then did 15 yeara ago. At first glance, theae two kinds
of debts are quite differcont. But they are both devices to keep

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

the federal budget deficit reflecta the government's willingness
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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 becavse other countries have been willing

to lend us large ai.ounts of money.

Through demographic and financial adjustments, then, we have
kept per capita living standards growing despite stagnant wages.
But the demogra; - 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 familirs 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 th..gs been equal,
the poverty rate for children would have risen to about 19Z. But
the low birth rates among young, middle income workers meant that
these poor children were an e-ren greater proportion of all

2 Such singl. persons are not included in the family incouwe
distribution but rather in a separate distribution for
unre lated individuals.
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children and so the proportion of children in poverty rose to 212
in 1984 (and about 201 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 wWar II, has

assumed that living standards would rise year after year like 2

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 feeli~g the short end of the stick soon enough.

ERIC

Aruitoxt provided by Eic:




24

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 2nd-4th (combined) 5th

(poorest) (richest)

1949 5.02 51.82 42.72 -
1959 4.92 54.02 41.12
1969 5.62 53.82 40.62
1979 5.22 53.22 41.72
1984 4.72 52.42 42.92

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

Table 2
Tae Income Growth of Men passing from age 40 to age S0
(1984 dollars)

Men who were Income Income 10 Change
40 in at 40 years later (€3]
1953 $12,863 $19,779 +541
1963 $21,153 $27,288 +292
1973 $28,414 $24,097 -142

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

Tables adapted from: Frank Levy, Dollars and Dreams, The Changing
American Income Distribution (Russell Sage Foundation/Basic Books,
1987)
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Chairman MiLLrr. Thank you.
Mr Bartlett.

STATEMENT OF BRUCE R. BARTLETT, SENIOR FELLOW, HERITAGE
FOUNDATION, WASHINGTON, DC

Mr. BArTLETT. 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 theiz
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 197".

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 generulization 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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prod.ucing more and more per worker, just as in the agriculture
sector we have had steadily declining numbers of people working
in 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 manuiacturing jobs is a negative trend, and I
don’t see that it has any impact on the income distribution. So I
will just close with that.

[Prepared statement of Bruce R. Bartlett follows:]
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PREPARED STATEMENT OF BrRuce R BARTLETT, SENIOR FELLOW, THE HERITAGE FOUNDA-

O

TION, WASHINGTON, DC

Ar. Chairman, in recent msonths, a nuaber 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 1s that the manufacturing
sector is declining, due to unfair competition from abroad, and,
therefore, the mumber of traditionally well-paid jobs in steel plants
and on ato asseably lines is also declining, to be replaced by
lover-paid service jobs in fast-food restaurants. This trend is so
pronounced, i1t 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 1inked directly to trade, such argusents fuel
the pressure for protectioniss to maintain traditional manufacturing
jabs 1n steel, textiles, autos and many other industries. In fact,
the movesent toward services is a long-ters trend which is evidence
of incressing wealth, not decline. It 1s a trend which is equally
evident in other nations as well, including Japan. Moreover, 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 »iddle
class is declining.

Ihe Trend Toward Services

In terms of jobs, i1t is certainly true that services have
been the predominant source of growth in recent years. Employment in
in manufacturing fell fros 21 million tn 1979 to just 19.2 sillion 1n
1986, although this is an increase fros the 1982 low of 18.4 million

jobs. Total esploysent n 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
ulilities, wholesale and retail trade, finance, insurance and real
estate, governaent and 2 wide variety of other occupstions. Employ-
ment in this category has risen by over 10 million jobs just since
1980, from 44.7 sillion to 75.2 million in 1986. Thus 75 percent of
all nonagricultural workers are employed in jobs classified ac
service-producing.

This is part of a long-ters trend in the U.S. econoay which
dates back at least to the 1860s, when agricultural esploysent began
1ts steep decline. As Table 1 illustrates, employment in agriculture
fell from 60 percent of the labor force in the 1840s to just 6 per-
cent by the 1960s. Currently, agriculture cmploys less than 3 per-
cent of the labor force, yet our most serious agricultural problea s
too such production.

Why have services grown so rapidly? The simple answer is
that as an economy grows and satures there is greater demand for
services. As Table 2 jllustrates, consusption of services has
increased dramatically over time, from 33 percent cf total
consumption in 1950 to over 52 percent in 1986.

The resson is three-fold. First, there appears to oe a
limit on the abiiity of people to consume more goods as their income
rises. As Adem Smith noted, "The desire of food I1s 1 imited in every
man by the narrow capacity of the human stosach.” Thus people do not

typically buwy more and more food as their income rises, but rather
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Table 1
Percent of U.S. Labor Force Esployed by Industry

Agricultures Manuf acturings®

1870-89
1890-99
1900-09
1910-19
1920-29
1930-39

1930-39
1960-69

sIncludes Forestry and Fisheries
ssIncludes Aining and Consiruction
Source: U.S. Departaent of Coaserce, Bureau of Economic Mnalysis,

Lons Jere Econopic Scowth, 18460-1970 (Washington: U.S. Governeent
Printing Office, 1973), p. 101.
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Table 2
Services a5 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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consuse more food in restaurants instead of at hme.

Secondly, a given stock of goods in and of itself creates a
desand for services. For example, the purchase of a car requires
years of repair service. Thus the desand for services rises with the
stock of gouds.

A third, and increasingly isportant, resson for the growth
of services is that as an economy becowes larger and more complex
there is increasing specialization, with sanufacturing fires
contracting out tasks that were foraserly taken care of in house or
siaply neglected. Indeed, business services have been one of the
fastest growing areas of esploysent and are projected to be the
fastest growing area of esployment growth over the next ten years
according to the Bureau of Labor Statistics.

Iriernational Trends

The grouth 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, employsent in services has
grown sharpiy in every UWestern industrialized nation. Indeed, the
increase in service jobs ia Japsn was over three times greater than

the increase in the U.S. betueen 1945 and 1980.
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Table 3

Employment in Services as a Share of the Labor Force

Country 1965 1980
Spain 32 46
Ireland 41 48
Italy 34 48
New Zealand 51 56
United Kingdoms 50 59
Belgium 48 61
Austria 36 S50
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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On the surface, 1t appears that the growth of service jobs
and the decl.ne 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 ertent
that lower—paid service jobs "replace” higher-paid manufacturing .
jobs, one would expect pecple to have more difficulty maintaining a
middle class standard of living. A recent report commissioned by the

ratic bers of Congress’s Joint Econoaic Coamittee recently

gave wide publicity to this argument. According to the JEC study, 6
out of 10 new joos created during the current recovery pay less than
$7,000 per year.

Broad generalizations about manufacturing versus services,
however, mask 1sportant distinctions about the quality of such jobs.
foreaver, the relationship between earnings and incomes is far weaker
than one would 1magine. Examining these issues in more detail gives
a such different picture of the economic ispact of services.

For one thing, services include not only such traditionally
low-paid jobs as thos~ In retail trade, but also many of the highest
paid jobs available, such as those in law, cosputers, advertising and
sedicine. In addition, the relatively higher-paying service jobs are
those that are expanding most rapidly, while lower-paid unskilled
Jjobs are contracting. Thus 1t turns out that the contraction of
relatively higher-paid manufacturing jobs has been matched by an
equal decline 1n low-paid unskilled jobs, thus leaving the middle
class’s relative position unchanged.

It 1s «lso 1mportant to note that service wages are strongly
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influenced by the high proportion of part-tise jous 1n this area.
Some 20 percent of service jobs are part-time, compared to less than
5 percent in sanufacturing. Part-tise jobs, 1n turn, generally pay
less than equivalent full-time jobs in the same business. Thus the
existence of a large number of part-tisers 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 schedutles and
life-style. Mothers, for example, tend to prefer part-time to
full-tise jobs because i1t allows them more flexibility in balancing a
job with child care. If part-time esployment were not available to
these wosen, many would not be able to work ot ali.

Indeed, 1t 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. WUhen one adjusts the nuabers
for these factors, the conclusion 1s no longer supported. In fact,
it turns out that when the Bureau of Labor Statistics reviewed the
data used in the JEC study i1t was discovered that the authors, Barry
Bluestone and Bennett Harrison, had completely misrepresented the
actual trend, which shows a declining nuaber of low-paid jobs and a
rising nuaber of higher-paid jobs. The recomsputed data 1s 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 consusption expenditure (PCE) deflator for

the CPI in the calculations comspletely reverses the trend.
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Table 4
Recomputation of JEC Data on Ne* New Jobs

Low-Pay fiddle High-Pay
Original JEC study:
1979-198a 58.0 47.5 -5.5
8LS recomputatirn
using JEC methodotlogy:
1976-1980 33.4 66.1 0.5
1977-198t 41.4 68.1 -9.5
19801985 25.4 31.2 43.4
1981-1985 7.2 46.2 46.6
1982-1985 8.3 33.1 58.6
8LS recomputatior
using PCE deflator:
1981-1985 -16.5 47.1 69.4

- Source: Bureau of Labor Statistics, reported 1n Warren Brookes,

20, 1987).
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It should also be noted that owr data on services is auch
less accurate than our data for sanufacturing. The questionaires
upon wvhich the data are based are still basically designed fer
sanufacturing fires and do not make critical distinctions between,
for example, the differences in the nature of supervisors and
production esployees in services and manufacturing. Moreover,
despite the growth in the services as a share of the economy, only a
third of the firss surveyed for wage and howr data are service firss.

Another sisperception 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 prcductivity growth of service workers compares
vell to sanufacturing workers, although the overall level of
productivity resains lover in the “ervicc sector than the
manufacturing sector. However, much of this may b explained by the
difficully of measuring productivity in the service sector. It is
relatively easy to measure output In sanufacturing, since ane merely
has to count the numbers of units produced cospared to labor inputs.
This is much 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 esployment.

Finally, one shouldn’t fail to mention that an employsent
sh.1t wvay fros manufacturing toward services will undoubtedly
isprove the quality ¢ 1life for sost people. Being able to work in
an air-conditirned office would generally be considered an
isprovenert over physicair labor on an assesbly line. Although this
% seldom sentioned as a point i1n favor of services, 1t is not one
that should be ignored.

Asovufacturing Remaing Healthy

Virtually all discussion of the "decl'ne” of the
sanufacturing sector concentrates on emsploymsent. The reason for this
is that if one looks at output one cannot find any evidence that the
manufacturing sector is declining. The fact 1s that manufacturing as

a share of GNP 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 Pu-cent
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: Departsent of

Coaserce, Bureau of Econosic

Analysis
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Wha. has been happening is that rising productivity in the
nanufecturing sector has allowed more goods to be produced by fewer
people, just as rising productivity allowed agricultural esploysent
to fal! fros 60 percent of the labor force in 1860 to about one-
tuentieth that nusber today.

In fact, contrary to popular perception, the level of U.S.
manufaecturing productivity is the highest in the world, although the
growth in productivity has lagged behind other countries in recent
yeaxs. However, this is partially just a function of measuring
techniques. If the U.S. productivity level was at 100 and Japanese
praductivity was at 50 and each country increased productivity by two
percentage points, then U.S. productivity would have grown two
percent vhile Japanese productivity would have risen four percent.
Since Jap-n sutfeed —onsiderable cestruction in World War II while
the U.S. was e.centially undamaged, Japan started from a such lower
lavel of productivity. Thus Japan’s amazing productivity growth
rctes can largely be explarned by "catching-up.” Yet despite Japan’s
double-digit growth rates, its overall level uf 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 sajor trading partrers for most of the 1940s
&.2 29705, since 1980 our productivity growth rate I1n marufacturing
compares well with our competitors--again contrary to pupular
perception. Indeed, many reports are indic:ting » new erz of growth

in manufacturing in cosing y«
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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 Levels
u.s. 3.2 1.2 4.0 S.8 100.0

Canada 4.7 1.6 2.4 S.2 5.7

Japan 10.5 7.0 68 7.3 93.3

France 6.5 4.6 4.7 4.6 81.3

Germarny 5.9 3.8 3.1 4.7 90.4

Italy 7.3 3.7 3.5 “.4 84.1

UK. 4.3 1.0 5.3 5.3 59.3

21984

Source: Molly McUsic, "U.S. Aanufacturing: Any Cause for Alara?” New
England Economic Review, Federal Reserve Bank of Boston,

January/February 1987, p. 10.
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Aiddle Class Alive and Well
A nuaber of recent studies have exanined the question of

whether the siddle class is declining and concluded that the middle
class is alive and well. This fact is confirmed by a simple
exasination of the distribution of incose in the U.S., as shown in
Figure 1. As one can see, the distribution of income is extresely
stidble, witn no evidence that any class 1s gaining on any other.
Studies which purport to show otherwise rely almost exclusively on
xage data, rather than income data. Yet there is such less of a
relationship between wage rates and family income than one would
imagine, due largely to changing family size and the proliferation of
tuo-earner families. Thus, even If one were to accept the idea that
low-wage jobs were replacing high-wage jobs, it wouldn't necessarily
prove that t'e nuaber of fasilies with middle-class incoses would
alsn decline.

It 1s also important to remesber that however one defines
“upper.,” "middle” and "lower” class that these terss do not
necessarily include the same people over time. The fact 1s that
tnroughout. peoples’ lives they may move up and down froms one class to
another, and certainly over . period of generations miny families
that say have been in the upper clacs will fall to the lower and
siddle classes, while many In the lover class will move up to the
siddle and upper classes. Sons and daughters of manual laborers may
become doctors and lawyers, while sons and daughters of the wealthy
Bay sQuander their inheritance and make nothing of theaselves.

In any case, there 1S no evidence that the broadly-defined

middle class in the U.S. 1s declining.

o d 6
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Figu.e 1

Distribrtion of Income in the U.S.
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Conclusion

The growth of the service sector 1s a natural deveicpaent in
the U.S. economy which largely indicates rising wealth, not decline.
In any case, it is not teading to 2 der’ine in the manufacturing
sector or the middle class. Those cno make such argusents do so
because they hope to justify protectionise for declining industries
like steel, whose woes are sore attributable to exorbitant union
wages than to foreign competition. Unfortunately, the data simply
does not support their thess.
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Chairmr o). MiLLER. Thank you.
Ms. Schoen.

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

Ms. SchHoEN. 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 Employces is a service sector union. Our members are in
offices, hospitals, nursing homes, building services, and many of
thos: 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
Jjob 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 gg 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 »f 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 families—and I am talking about working families
here—income 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 has 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
oeen 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 arz low wage jobs. Per-
centages are higher in the high wage jobs, but the numbers are
higher in 1..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.

o)
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In contrast, I just want to note—and there are details of this in
my testimony —there has been an image that this is a emall 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 star.dard, 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
steps—and 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, REesearcH 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 cut 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 carlier this morning, for decad:s 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 1t to the middle class and
more arc 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 1n 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 15 at stake than economic living standards alone
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Our ability to produce and nurture the next generation gnd 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 througho.t service and manufacturing jobs -
find new job policies are working against familses.

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 ovehalf 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

vj 1 igher
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 1n 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 & family and economic security.

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

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

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

Worl ork. Link ween v and Dccen

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

US corporations faced two very different chosces sn a new, more ntegrated
world economy

Aruitoxt provided by Eic: ‘
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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;

or

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

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

ing rds

Four broad job trends have emerged as part of the new "lower workforce
standards” strategy.

I. More People Forced to the *Margins”" of the Workforce. Starting initially

at the bottom of job hicrarchies 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 now fits this category,

o Part time workers accounted for nearly 1 out of § (19%) of ail
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 ude 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 "seif-employed” are
individual contractors

Now the trend has reached corporate headquarters

The Wal! Strect Jourpal ran & 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 Bargalning or Reduced Pay by Fiat. Across the board
reductions 1n pay and bencflits 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 $4.1 billion health maintenance

organization, demanded a second tier of SEIU members in Northern -
California despite record profits and industry dominance. I took a 7

week strike tu cut tae tier i half to 15%.

3. Abolishing jobs altogether by shipping them overseas or off shore. Over 2
million higher wage manufacturing jobs ha“e been los: since 1979 -- even after .
"recovery”.

4. Reduction of the Value of the Minimum Wage. By failing to raise the
minimum wage with the cost of living, the floor underncath 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 low 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 woulr .c at poverty’s edge with 2
childr~u.

Job Polici¢ _Und Family Living Standard

The changes at work have produced pervasive and frightening  lines in
today’s families’ ability to schicve a decent standazd of living by working.

Income Down -- Shrinking Middle Class

Median fam:iy 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 xcill greater decline for the bulk of famlies

The proportion of families carning less than $15,000 and more than $50,000 hav -
both grown since 1973

This means the middle class 1s shrinking. The proportion of families carning
$15,000 to $50,000 has dcclined from 63% to 58%.

Loss of Basic Benelits

Even these income standards understate the decl:ne
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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.: 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.

Eamilles Working Harder to Try to Hold On
To fight against reduced living standards, fami!*ss are working harder.

The dramatic entry ¢f women into the wage workforce has been the one trend
countering ,,0 policies secking 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 carlier.

Declining income makes two paychecks a necessity. Single carner families’
average nnnual carnings 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 1 year now work.

¢ In 10 years, demographers forecast that 3/4 of all children will have wage
sarning 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 Corporate Glants

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

Eortunc magazine row tracks the Service 500 along with the Industrial 500 --
the largest U.S. based corporations.
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These giants rival one another 1n 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 1n sales as Bethlehem Steel (54 1
billion compared to $4 3 billion).

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

Often these giants retain an image of "smaii” 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 »tandards, 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 ;. ~ell as families

Our highly educated, skilled workforce with a commitment to work 1S our most
valuable resource 1n a more integrated world economy with rapid technological
change.

A new commitment to training and investment in the workforce not pusking
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 1s already it an all time high, and savings
at a low.

Fifty years ago and more the widespread failure of private poiicies to put the
economy to work fir its people brought a new set of standards

Today, we need renewed public action fo- famailies

ERIC
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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 wor} 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 provade further
detail. We ask that these be entered into the record along with our testimony.

Thank you.
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ISSUES CONFRONTING THE NEW WORKFORCE

Reiults from a Natjional Survey of Azerican Voters
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The Service 'mployees International Union represents 850,000
workers, most of vhom work in service jobs in our economy. They
range from janitors to secretaries, from nurses to police
ofticers, from foud szivice vorkers to highway enginesrs. They
ers aversge American workers, struggling like so many others to
paintain the stendards of living that their parents echisved and
to better the future for their children.

In the sconomy of the 1580s. these workars face incorme and
smployment prospects that, in the sbsence of government action,
sre dismal. It is clear thet the privete markstplace will not
sddress the needs of the new workforce. And, it is clear that
theses needs vill be met only if the government tekes en
sggressive role to require workplace stendards on pay end -
benefits.

We believe thet the establishment of workplace standards is
not only good e&conomics, but is good politics es vell.

The Service Employses Internetional Union commissioned the
nationel polling firm of Fingerhut/Grenedos Opinion Research to
conduct e netionel survey of 724 ragistersd voters to test the
strength of voter opinion in three critical policy srses:
perantel lesve end relsted child care issues, the minimun wege
end heselth insurence coverege. As the summary results show, the
sentinent among votars for government ection to improve existing
pay snd benefit stenderds was overvhelming, if not dremetic, in
the depth end bresdth of the respongzas scross &ge groups, income
classes end regionel lines.

In sech of the thres issus srses, our poll revealed
widespreed support for specific legislative proposels which would
require employers to provide unpaid parentel lssve, would raise
the minimus wege end would require employers to provide health
insurence for their employesss.

Support for thess policies elso extended to support for
candidetes, with strong mejorities mora likely to support
candidates for public office who fevorsd thess proposals.

In eddition, the poll signellsd e chenge in voter sentiment
regarding the role of government in our aconomy. Specifically,
voters wers much rore inclined to support government
sstablishment of standards to guarantese adequate pay and
benefits, even if such standards would cost jobs.
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The national polling firm of Fingerhu:/Granados Opinion
Research conducted a survey of 72¢ registered voters during the
first week of June 1987. The survey deslt primarily with
parental lesve and related child csre issues, the minimum wage
snd major hes.th csre issues.

To insure relevsnce to the electoral process, the survey _
sanmple wss screened for registered voters.

To further ensure the absence of sry ideologicsl or partissn
biss in the ssmple, the survey measured respondents' 1984
presidential vote cho.ce. The results of those who recslled
their choice:

Reagsn 61%
Mondsle 39%
indicste s ssmple thst very closely spproximates the sctusl

voting rhlic and == if snything -- is slightly more Republican-
voting tnsn the nation ss s whole.

R7.
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Highlights of the survey results are as follows:
Parental Ieave and Child Care

1.

ERI
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Overvhelminc suvport exists for parental leave
legislation.

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 illustrzted, strong support for
the current legislative proposal on parental
leave e>ists among a.l age groups, across regions
end across all political groups.

b

government cr emplovers should provide at least
partial pay 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 effiliations.

Parental leave is good politics,

who favors a parental leave >olicv.

when asked if they would be more inclined to support
a candidate who fevored leave policies, 73% said they
would be "more inclined', while only 12% said they
would be "less inclined” to support such e candidate.

Among "swing” voters (indep-ndents, 1988 presidential
undecideds end "Reagan Democrati”), there was over-
whelming support for candidates who favor requiring
employers to prwvide parental leave.

Voters sypport expanded child care proqrams. even when
asked if they would be willing to support such programs
through their taxes.

when the question regarding child care is phrased in
tough terns, 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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The depth of support for increasing the current
minimum wsge wss significent. Strong support
existed emong sll occupational groupings, ege snd
income clssses. Selected demogrephic snd political
information ic presented in Table C.

Strong support elio existed for this proposal
ecross the political spectrum, with swing voters
indicsting suppert by e two to one margin.

An_overvhelming madtority felf. that the minimum wage -

" L] t)
Averade e is "acod for ",

‘upport for higher minimim wages cuts ecross
eges, incomes end regional groupings.

Voters polled felt thst workers should be paid
encugh to survive without public subsidies, even
if there wss some cost to this proposal. 8trong
support exists for psying workers decent vsges.

Health Cars

1.

O
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Responcents supported governmunt action
to insure adeguate health ingurance cover.
for working peopls

By 73 to 24 percent, voters rejected the
notion thst "the government should do nothing
to improve heslth insursnce coverage and just
leeve the issue elone".

Almost two-thirds of the respondents felt thst
"the government should require sll « .ployers to
offer s heslth plsn to their employess”.
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Support for this measure was found throughout

the sample, with 62 percent overall feeling that tlis
proposal was "a good idea". Key swing voting

group; expressed strong support for this measure.

Detaiis are presented in Table D.

Surport for the issue extends to support for candi-

63 percent of the sample said they would be "a lot _
more inclined” to support a candidate for public office
who favored a policy that would raquire 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.

To test the political ifmpact OJ these issues, we
asked how people would react to candidates who
supnorted all the issuas 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
minimun wage, irprove support for child care pro-
grams, and work to provide health insurance coverage
to the working people who don't have adequate coverage.
wWould you be significantly more likely to supvort that
candidate, somevhat more likely, or less likely to
support that candidate?"

The findings: 78 percent more likely
16 percent less likley

Government Action

ERIC
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When asked whether govecnment should set wtandards
to insu:e that iobs pav enouah and provide adequate
benetits so that worxers can take care of their

families, an overvhelming 21 percent apswered ves.

Four out of every five registered voters in this
sample expressed support for government intervention
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on pay and benefits.

2. craasing
standards might mean
the respondents be) %
raiseg.

Respondents indicated strong support for increased
standards coupled with programs to keep or cresate
new jobs.

Conclusion

Results of the survey among a random sample of registered
voters clearly illustrates strong, b >ad-based political support
for government action *o establish minimum workplace standards in
three areas: parental leave and child care, minimum wage and
minimum health insurance coverege. It is clear from the poll
results that voters across the political spetrum perceive the
“new realities" of working in America today and understand the
dit{i:ult circumstances of many working people and their
families.

More importantly, voters are willing t> 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 fo- Presideat
in 1984 and a Democrat for Congress in 1986.
They ere representative of the most critical
swing voting groups in the electorate.
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APPENDIX

TABLE A -- APPROVAL OF LEAVE LAW

Q3 The:c 1s 3 measure before congress «hich would require
emple: 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 1dea”
Neither
Good [dcg Bad Idca Good/Bad Don't know
Qverall 7% 15% 5% 3%
DEMOGRAPHICS
Region
Northeast (24) 78 14 6 3
Midwest (26) 83 12 4 1
South {30) n 18 7 4
West (20) 75 16 6 3
Axc
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 [
Gender
Male {47) 76 17 4 3
Female (53) 78 14 6 2
POLITICAL
Political P ]
Democrat (39) 78 15 5 2
indep no lean  (12) 74 21 2 4
GopP (*s) 75 16 7 2
c » Choice [ Presi ial Electi
Democrat {36) % 13 6 2
Lean Democrat (11) 78 12 5 5
Undecided 1) 75 17 4 5
Lean GOP (22) 7 20 3 -
GOP (10) 74 16 ] 2
Rcagan Democrats (13) 75 19 4 2

ERIC
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TABLE B -- APPROVAL OF PARTIALLY PAID MATERNITY LEAVE

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

Agree Agree 3 Disagree Disagree

Alot Lutle Lite Al Dont Know

QOverall 35% 27% 16% 19% 3% «
LEMOGRAPHICS
Reqion
Northeast (24) 38 26 17 17 2
Midwest (26) 36 29 14 20 2
South (30) 34 23 18 22 3 ;
West (20) 34 31 14 18 3 |
At |
18-30 yrs Q@1 47 3: 14 ] .
31-40 yrs 25) 39 27 20 12 2
41-50 yrs as) 34 22 20 21 2
51-60 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
Ranty ID

Democrat (39) a4 27 13 14 3
Indep. oo lean  (12) 33 27 12 25 4
GOP 23) 28 28 2n 23 1

Current Party Chosce for 1988 Presidentsal Election

Democrat (36) 47 24 15 12 2
Lean Democrat (11) 4] 22 16 16 5
Undecided [¢2))] 29 32 15 22 3
Lean GOP (22) 23 27 17 32 1
GCP (10) 26 30 19 25 1

26 30

Reagan Democrats (13)
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TABLE C -- APPROVAL OF MINIMUM WAGE

Q58 There 1s 2 measure before Congress which, if passed would rasse the minimum
wage in three steps -- to $3 85 1n 1988, $4 25 1n 1989 and $4 65 in 1990
" In later years, the minimum wage would be sndexed to the average hourly
wage Basically, do you think this 15 a good idea or bad idea?

Neither
Good Idca Bad 1dea Good/Bag Don't know
Overall 71% 20% 5% %
DEMOGRAPHICS
Northeast. (24) 74 19 5 2
Midwest (26) 73 18 4 5
South (30) 66 3 7 5
West (20) 73 18 4 5
Age
18-30 yrs (21) 71 20 5 5
31-40 yrs. (25) 74 21 3 2
41-50 yrs. as) 73 16 5 6
51-60 yrs a2 67 22 ] 3
60+ yrs. (22) 68 20 6 6
Gender
Male (47) 68 25 4 3
Female (53) 73 15 6 6
BOLITICAL
Political » 1
Democrat (39) 80 11 5 4
Indep. n>lean  (12) 64 25 7 4
Gor 25) 67 24 5 5
- ntial
Dcmocrat (36) 8) i 4 4
Lean Dzmocrat (1)) 84 10 4 3
Undecided 2n 60 26 S 7
Lean GOP (22) 57 33 7 3
GOP (10) 64 28 6 3
Reagan Democrats (13) 63 30 ? -
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TABLE D-- APPROVAL (/7 HEALTH INSURANCE

Q75. There is a measure before the Congress which, if passcd, 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 least 80% 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 undcr a basic healih insurance plan as a result of this bill.
Basically, do you think this is a good idca or a bad idea?

Good Bad Neither  Don't
Idea Idea  Good/Bad Koow

Qverall 62% 29% 16%
DEMOGRAPHICS
Region
Northeast (24) 67 23 5
Midwest (26) 65 29 4
South (30) 53 36 3
West (20) 4 26 3
Agc
18-30 yrs. @n 65 29 3
31-40 yrs. (25) 68 25 5
41-50 yrs. (18) 61 4 3
51-60 yrs. (12) 51 32 7
60+ yr3. @) 5 30 1
Gender
Male ()] 60 34 3
Female (53) 63 25 4
POLITICAL
Rarty ID
Democrat (39) 73 21 1
Indep. no Jean (12) 59 25 10
Gor (29) 45 44 5

C Party Choice for 1988 Presidential Electi

Democrat (36) M 20 2
Lean Democerst (11 bz ) 17 3
Undecided (21) 60 28 5
Lean GOP (22) 43 44 ]
GOr (10) 46 46 4
Reagan Democrats (13) 66 32 !
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bealth insurance falls to corer
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hopes grandms and grandpe
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13 30 lime or momes if rither
of them gets sick or needs belp.
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lal morker fears loss of ber job
nben ber baby arrires Her
bralth insuramce Is all the
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buildings her job only gllows
ber sickness leare She xorries
she i1 bave (o return to work
before the baby 3 tawo month
check up.
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Chairman MiLLer. Mr. Levy, in the press from time vo time over
the last several months, there has Eeen 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 testimony—the 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 kave 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. Levy. 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 exnct(lg'o:he same way, because if you think about
the pressures on the ernment 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 ’&er worker starts rising and that real wages start rising
again. This ex ion 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 ¢.r rising living standards.

I don’t think anybody can give i'ou 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 two possible rescues: more exports just to keeE
the economy going and rising output per worker to get wages bac
again, and the question is, will they come? I don’t know the answer
to that. If somebody does know tl‘;e answer to that, you want to
sign them up right away.

Chairman Miier. 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
gell:t. There is going to have to be some payment made on that

ebt.

Mr. Levy. That is right.

Chairman MiLLer. 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 1s right.

Chairman MiLLER. And at some point there is going to have to be
a reversal at the Federal level, hecause 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 Jjust
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-
dpct;vity, 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 payirf
off 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. Eartlett, on the discussion of the service
sector and the makeup, obviously, Ms. Schoen has a soinewhat 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 expansion—and you mentioned the fact, or at least I

eard you to say that the 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 secter as
well as people who are doing assemblage work for that same com-
pany; 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
kaow 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.

162
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Mr. BarTLETT. | was making my statement based on the BLS’s
classifications of occupations, which brings up a problem—namely,
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 1
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 though 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 manuel labor, ditch
diﬁger type things are not the expanding numbers. So that is
where I got what I was saying from.

Incidentally, if I corld 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.
m could sell assets if they chose to. In fact, a lot of this debt was

to acquire assets. During inflation, it makes a lot of sense to
go into debt and buy a house. But that is nnt the same thing as just
going into debt on your Masterchu.rre to buy dinner. It is not the
same thing, because you have got an asse\ there, and I think if you
calculate the data in those ways you get somewhat of a different
picture of this debt question.

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

Mr. BarrLETT. That is a function of the tax changes.

Chairman MiLiLEr. Whatever it’s a function of, my cuncern is, at
what point is the liquidity of a family used up and do we find our-
selves with serious provlems? I don’t know. t is somewhat rela-
tive in that discussion.

Ms. Schoer, 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 jobe. If you
look at the top 20 or top 10 on the list f job growth, the Depart-
ment of Labor is saying it is cashiers, ¢ ians 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 uf some people suggesting ihat, 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. BarTLETT. I sup 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. ! 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 irto 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 aone.

Ms. ScroEN. The Joint Economic Committee put out a statistic
about a year ago of an 1% 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 c.
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.

e 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 for
their 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 *he other panelists agree with that, or
have {;u looked into that particular question? Let me just start
with that question.

Mr. BARTLETT. I haven't really looked into that.

Mr. Coats. Okay. Mr. Levy, t{ose 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.

l{t{lr.‘,Cmrrs. 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 fer. 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. i 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 ave thrown into the work force, so to speak,
out of necessity. Bring to that low education levels and low skill
!e;:;s and therefore their only entry way is through low paying
jobs?

Mr. Levy. Absolutely.

Mr. Coats. 1 woulcr like your opinion, and the ochers on the
ganel, on what an increase in mirimum wage, as legislation we

ave 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 une way or the other, either that numbers of jobs will be

" eliminated or that nothing really will happen tv 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 clear—and, as Frank said, there
are estimates all over the place—is 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 increased, 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 cpecific people who
got increases in their income as a direci 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 1
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. Coars. A lot of labor statistics and economists indicate that
in the coming years, not so very far in the future, we are a-tually
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 ycu 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 tne 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
isaue 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 expcriments 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. BarTLELT. 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 (j0 out
to Fairfax County here, and you see “Workers Wanted” signs 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 yon 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 thav 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 b ily, but, Mr. Bartlett and
Ms. Schoen, your testimony has been ¢ _rectly 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 soon—would 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 aie 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:]
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JOHNJ SWEENEY RICHARD W COROTZ
INTERNATIONAL PRESIOENT INTEFMATIONAL SECRETARY TREASURER

July 27, 1987

Congressman George Miller

Chairman, Select Cecumittee on Children, outh
and Families

385 House office Building Annex 2

washington, DC 20515

Dear Congressman Miller:

Enclosed is an edited copy of Cathy Schoen's testimony
befors 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 volurtary part-time work. As
noted in the enclosure, however, most of the increase in
involuntary pa-t-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
ansvers to the questions contained in your letter.

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

Sinceroly,

.

Assistant Director of Research
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Excerers FrRoM “EMPLOYMENT, UNE’ZPLOYMENT, AND TE® LABOR Force” COMPLETE
TexT 18 ReETAINED IN CoMMITTER FILES

* PART-TIME EMPLOYMENT: IS IT HIDING
UNEMPLOYMENT?

Given the increasing importance of the service sector,
whre the aversge workweek is now down 10 32.7
hours, it ey well be that the 40-houwr workwesk is
gonw forever as the norm (Chart 11.1). In the whole-

sale and retail trade industriss, for instance, one-third
of all empioyess work pert-time (less then 35 hours
per week), compares vith only 6% in menufacturing.

is the higher incidence of purt-time employment »
cause for concern? It would be if the gains in employ-
ment Woce the 1982 recesion trough included many
new part-tine jobs held by workers who could not find
full-time work. This would indicate thet the official
unemployment rMs is not capturing a substantial
amount of under-employment.

It is important 1o distinguish between workers who ac-
twally chooss part~time empl-vment and thoss who
take part-time joos becauss of adverse lshor-market
conditions. Voluntary part-time employees are by far
the largsr group. with their numbers rising meadily
from 6.6 million in 1960 to 14.1 million currsmly as

Dute Resources U.& Review. May 1087
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Employment, Unempicyment, and the Labor Force

Chart 11.1 new labor-force parti ly opt

Weekly Hours of Nonagricultural for pari-ume jobs. The number of involuntary part-
Production Workers time workers has aiso nsen over this penod from 2 §
History Fﬂ mullion to $ 6 million, but much of the mcrease oc-

currcd after 197C. Involuntary part-ume employment
is much more sensitive to cyclical labor-market conds-

T‘\ tions and can rise by as much as 2 million curmg reces-

sions. as layoffs force full-time workers 1o take parn-
time positions. Between 1960 and 1986, boch volun-
tary and involuntary part-time employmerx everaged
about 3 0% growth, compared with 2 3% for establish-
ment employment as ¢ whole (Chart 11.2).

sm.mmudonmd:mmrmhmrol
1982, the unemployment rate has fallen from 10 7% 1o
6.6%. and the level of invol Y pert-ume employ
“ ment has dropped by 1.2 million To determme if this

Icwlkumhldiuhdwtoduumnp!oymnnu.n

i d the following jon that relates the
dunphlnvolmurypm—dmcmploymulper-
cent of total employment (R) t0 the change m: the un-
employment rate (RUC)
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76 72 74 76 78 80 62 84 B8 68

Chart 11.3
Chart 11.2 Involuntary r:?-'nml. Employment
Part-Time Employment as a Percent a3 & Percent of Total Employment
of ‘l'on? Employment and the Unemployment Rate
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Oata Resources U S Aeview, May 1987
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R - R, = 0.505 (RUC - RUC-) the drop in involuntary pan-time employment durng

(12.07) ths recovery is 260,000 less than would be expected

B =061 gven the decline in the overall unemployment raze.

Thas figure represents 0.2% of the labor force. Thus, x

The esimation period extends from 1960 to can be concluded that the officlal unemployment rae

end-1982; the equation was then solved dynamically  shghuly the imp in labor-markez
from 1983 to the present. The sohution indicates that  condmons since 1982.

Dets Resowrose U S Review May 1987
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Table 11.2
Unemployment and the Labor Force
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n[M]immum Wage: Americans Deserve A Living Wage, 1s retained in committee
iles

EXECUTIVE SUMMARY
MINIMUM WAGE FREEZE: A DRAG ON THE SERVICE ECONOMY

M The US. Economy is a "service” economy -- three out of every four workers
rrodnces services. Over the nexs ten years, virtually all of the new jobs will
be in tie service sector.

M Service industrics and jobs arc disverse, with a2 broad range of skill and

complexny i +t, their common thread is "below-average” pay and benefits
Two out of every five jobs in services 1s low wage.

M The croding valuc of the minimum wage is onc of several important factors
holding down pay standaids of the “service” economy. Over 88% of workers
paid no more than the mimmum wage work in service industries. Jobs paying
no morc than $3 85 per hour -- the scheduled minimum wage increase in 1988
undcr current proposals -- account for 12% of all workers in service industries
About 40% of them carn less than $4.65 per hour -- the standard which the
minimum wage should equal today

M 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 trades. Taken altogether.
these 8 jobs account for 74% of all minimum wage carners

M A look at where job growth is reedicted in the futurc indicates that this trend
towards lower job standards w.ll continue. Seven out of the ten fastest-
growing jobs over the next decade are service-sector jobs that employ large
numbcrs of minimum wage workers.

W Whilc thc Administration tulks about the nced to train computer programmers,
accountanrts and cngincers, 1t is the relatively low-paid occupations (those
paying below nedian weckly carmings in 1986) that will account for 58% of the
net growth for the next decade.

M Raising the minimum wage on a regular basis would be an important step toward
upgrading the low-pay standards of the new service cconomy. Unless this and
other steps to improve service sector prod uctivity arc taken now, US. living
standards will contiaue to decline.

WHO WORKS AT THE MINIMUM WAGE
M Altogether, 6 5 million Americans work for no more than the minimum wage of

$3.35 an hour in 1987. A total of 11 5 million workers -- 10.5% of the labor
force -- carn $3.85 or less an hour.
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There 15 no single stercotype of minimum wage workers; they cover a broad
spectrum of the workforce -- young and old. marricd and single, male and
female

- Adults, 20 years and older, account for 70% of minimum wage workers.

- Women account for 63% of minimum wage carners and minoritics are 17%.

-~ More than 55% of 21l minimum wage carners wark full-time or want full-
time jobs.

Raising the minimum wage will help millions of workers at the bottom of the
cconomic fadder: Over 45% of minimum wage jobs arc held by heads of
houscholds 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 arc in houscholds carning less than the BLS "bare-bones” budget of
$19,460, compared 10 25% of the entire labor force.

A NEW LEVEL NEEDED FOR THE MINIMUM WAGE

The purchasing power of the minimum wage has declined by 27% since 198] and
now cquals only 37% of thec currcnt average hourly wage of $895.

The minimum wage is not a living wage. Full-time work at $3.35 an hour
leaves a family of two or more people 1p poverty Working full-time at the
minimum wage, a person carns only 62% of the poverty threshold for a family
of four ($11,200).

The 6.5 million men and womcen working 3t the minimum wage don't carn
cnough after taxes to pay for the four most “basic necessities” -- food,

clothing, rent and transportation. A family of three with only 2 minimum wage
income hiving 1n New York, Massachusetts. Nebraska, and Washington, D C
would all facc monthly budget deficits ranging from $! ~ to $410.

When basic hcalth and child care costs are factored into the budget, a family of
threc still cnds up with a monthly deficit —~ :__:n_u_m_a_ss_c_o_n_d_[u_lj;umg
migimum wage carncr. The monthly budget deficit covering only the basic
nceds for a family of three with two minimum wage earners ranges from $7

r onthly in Ncbraska to $318 monthly in Massachusetts.

All these measures justi'y a substantial increase in the minimum wage. S 837
and H.R. 1834 proposec modest catch-up adjustments of $ 50 in 1988 and $40
cach in 1989 and 1990 -- with indexation to follow.

FALSE ARGUMENTS AGAINST A HIGHER MINIMUM WAGE

ERIC
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Opponents of raising the minimum wage frequently arguc 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.& million jobs But the
cvidence suggests that any employment effects would be negligible or non-
existent For examplc
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- A recent study (Luskin, US. Department of Labor) found that raising the
minimum wagc in 1984 would have had a ncar-zero impact on tecnage
employmcnt (duc to the declining supply of tcenagers available to work).

. Wharton estimates that over a three-year period. raising the minimum wage
would increase the unempl.yment rate by less than .1%.

Opponents claim that increcasing the minimum wage will fuct inflation and
bankrupt business. But the Wharton study cstimates that inflation will be only
.2% higher per year. Compared to most other cconomic factors (the trade
deficit, interest rate policy, etc), raising the minimum wage is an cconomic
non-cvent.

Opponents say that the minimum wage is old-fashioned and that what workers
really neced are new skills Winning the War on Poverty requires many
approaches. but raising the minimum wage 1s part of the answer. It's still the
best way to bring millions of America’s low-income workers into the economic
mainstrearm.
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Chart 1

lOUP-FIVE MINIMUM WAGL INDUSIRIES
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MINIMUM WAGE EARNERS ARE ADULTS

20-64 65.47%

16--19 29.9%




Chart 3

Minimum Wage Workers
Are Predominantly
Women and Minorities
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Hrl:.nrt 4

Minimum Wage Earners Work
Full-Time or Want
Full-Time Jobs

Part-Time 47.5%

Involuntary Part-Time 15%
Full-Time 37.5%

Percentage of Minimum Wage Ecrners
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Chart 5
MINIMUM WAGE EARNERS ARE
OVLR-REPRESENTED IN LOW INCOME FAMILILS
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Majority of Minimum Wage Earners
Live in Families Below Median Family Income

$0-$27,735 61.8%

$27,735 and above 38.2%

Family income of Minimum Wage Earners

U.S. Median Family income $27,735

U.5. Dept. of the Census Dsts
Prepared by SFIU Resesrch Dept.
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Chart 7

COMPONENTS OF BASIC NEEDS STANDARDS *

FOR A FAMILY OF THREE
(Excl/udes Heolth And Child Core Cos/’s)

90x .
’ Basic Expenses
800 " “ lransportation
///////, m Clothing
S
- t ood
, o - Shelter /UbIties
¢ —
‘> SO0 ;
©
I
¥ a00
3]
o
€
300
200
Vons
o 227 7.2
MNew York Nebraoska Wash D
. 3 * 13a4ic Needs Expeonses ‘or Month
Prepared by SEIU Reaearch Department l ‘
O
A A
a




Chart 8
;
Minimum Wage Earners:

Can't Afford Basic Family Needs =x
(Includes Heolth And Child Core Cosls)
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A u-ezsmgt public policy resasrch insntuer
July 2, 1987

Hon. George Miller, Chairman

Select Committee on Children, Youth, and Pamiliee
U.8. Nouse of Representatives

Washingtom, 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 workirg part-time. I am
sncloeing the following:

1. A Pebruary, 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 minimum wage or lese, 60 percent
were under age 25 and one-third are teenagere.
Fifteen percent of those sarning the minimm wage
were womsn, 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 Congrsssional
Budget Office. This article indicates that only about
7 percent of workers being paid on an hourly basie
were paid the minimum wage. Pour-fifth of all minimos
wage workers are not poor because two-thirds of them
live in families in which at least one other member
has a job.

3. 1Two articles and a report from the BLS on characteristics
of part-time workers.

1 hope this material will be helpful.

Sincersly

Béuta ] Fouinar. Jv.. Prvides PN Trahuck, Eassier Vier Pundeu Burton Yole Pines, Sonior Vicr Poasidons
Hesbort B. Borbowtan, Viar Prsiden Cordon 3. jonm, Vice Prasiden Posse - S. Pover. Vior Pravidon
Joha A Ves Kasmen, Vies Prasides Bornard Lomas, Conmaslor
Beusd of Trasesse
Hon. Shally Coflam Dovis. Cha.
Dovtd &. Bwwn, M.D Robert H. Kriskla, PLD., Viar Chatrman Thowas A. Res
Jossgh Coars 1 Pondortc Ranch, Secvamry Richerd M. Senife
Madgs Decae Josagh R. Keye Hon. Williom E- Simen
Rebare F Des Lewis . Lobrmen Arthr Spiner
Bdwtn ] Fodner, Hon. Clare Bosthe Luce Joy Van Andel
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[This article is based on 1984 information.}

Monthly Labor Review

Hourly paid workers:

vol. 109, no. 2 (February 1986)

who they are and what they eamn

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

EARL F MELLOR AND STEVEN E HAUGEN

The Bureau of Labor Ststistics publishes several different
Mmmmuhﬂympdwm.mhmw-
hghting different worker and job-related charactenstscs Al
bmmommemnhuedonmcysdpaymllnd
other records of business estabishments Duta from these
senes contan considerable industrial detail In contrast, the
remaining camungs senes 13 based on a nsticnwide
survey of houscholds, and provides detailed tnf on
hourly camings by the demographic and social charactens-
tics of the wage camers ! (See the appendix on page 26 )
M the btaned 10 the Cusrent
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Who is paid by the hour
Almm.nmulmmwwkmmp-u
wages or salanes 1n 1984, and 54 nuthion of them were pad
at hourly rates mnmddmmmnmedby
workers 1s closely linked to the natuse of yobs held For
cwb.nmdmm-mwmmmby
the hour, compared with 54 percent of the full-tame workers
mfmdlnwmmmhkelyﬂnmwvuiﬂ
tme 13 reflected 1n the larger proportion of women who were
‘ud by the hour—62 percent versus 36 percent (table 1)
The same explanstion applics 10 yousger versus older
workers The proportion pad hourly rates was tughest for
teenagers—$9 percent—and lowest for those 1 the central
pnme age groups, compnsing the 33 4o 49 popul Even
for those aged 70 and over, the proportion was far below
that for seenagers and young adults The hugh proportion of
young workers pasd by the hour reflects thewr sendency to
work soth part ume and part year, and 1n occupstions less
likely to be salaned even when they are employed all year
1n full-teme jobs
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Amoag whete workers. women were more likely than For full-sme employeces. the more hours people work . the
men 0 be paed howrly rates, whale the reverse was true—  more hikely they are ©0 be m 3 salaned rather than m an
.Mnahmm—hmuﬂwm hourly paed position About three-fifths of the men who

shows. b . that the L) usually worked exactly 40 hours 3 week were pud hourly.
mammmnwrwmpmm compared with just over two-fifths for those working 45 ©
tume workers 48 hours and one- fifth for those workig 60 hours or more
This patiern was simulas for women working full ime

Percent paid howrly rates The occupstional distnbution of hourly pad workers
Full tme Port ame sheds further light on thus reiationship Auho\vnmlblel

Mom Women Mom Womor fewer tham one-fifth of workers in

Men Women  Men Women

Whae 520 25 M1 ®2 wmmmMmlmde
Black 43 63 TS T3 p P mwﬂmﬂymA
Hupanec ongun N4 616 803 47 b mmberof nployees in these occ putin
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long workweeks, with one-quarter of the two groups (com-
bnnd)wmtm;”hmmumaml 2lnct'.\lmm about

mine-tenths of work mploy P as-
blers, and mdu‘ d} quIp clean-
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ers. helpers, and laborers were pasd hourly wages, but fewer
than one-tenth put 1n 47 or more hours a week
The data illustrate the inverse relatonship between the
number f hours usually worked and the likelihood of being
pasd st an hourly rate 1t 15 beyond the scope of this article,
ho\vever l.oﬁllly e;plunhmmdhunlﬂnmlnp.
15 not collected 'n the CPS on several of
the factors which may be involved These include data on
the overtime provisions of the Fair Labor Standards Act, the
provisions of collecve bergaiming agreements, the extent
of nonpecuniary compensation denved from a job, and
productivity

Median hourly carnings
Median hourly carmungs for people who were acrually
paud hourly rates 1n 1984 were $5 95—37 27 for men and
$5 08 for women (See table 2) It 15 important to under-
nmdhuwfmolwhnmdnmwy
ngs dala are iculated for all work
(wage and salary) based on information on thew weekly or
annual earmings  These figures will be typcally higher than
would be the case for those whose pay rate 18 howrly For
exampie, the median weekly eanmngs of all workers puting
m exactly 40 hours & week-—a majorty of all workers—was
$3121n 1984, when divaded by 40, thas turns out 10 be $7 80
an hour The median hourly wage among workers actually
pasd by the hour and reporied as usually workung 40 hours
a week was $6 95 Thus dfference s 10 be expected, be-
cause the weekly gs dats include comg of eam-
ngs beyond straight-ume wages and many hugher-peymng
Jobs are salaned
The overall female-to-male carmngs ratw for full-tume
workers pasd hourly rates—70 perceci—1s S percentage
pomnts tugher than that associated with the medians 1 the
weekly earnings senes for all full-tme workers (65 per-
cent) This finding may be expiamed by the more homoge-
noous wuverse for the hourly eamiags data v ‘ntiomed
sbove, that 13, male-dormnsted ugher-paying oc  stions
ase more hikely 0 be salaned
Between 1979 and 1984, the female-t0-male carmmngs
ratio for hourly pasd workers rose consaderably for whates,
dacks, and Hispamcs, whereas the black-to-whnte and the
Hispanac-10-waste eanungs rabios were virtually unchaaged
(See tabie 3 ) Regardiess of race or ethmcaty, the hourly
eamings of men rose by abowt 25 percent over the penod
and those of women sbowt 40 percent, the Consumer Prce
Index for All Ursban Consumers rose 43 percest
Among age groups, median hourly earnings ranged frem
$3 64 for teenagers (0 hughs in the $7 17-$7 37 range for
age growps within the 3C- 10 54-year bracket i 1984 Mea's
wages peaked at sbout $10 as hour for those between 40 and
54 years of age, while the peak for womea—S$5 81 —was
not only much less, but also occurred at a younger age——
among those 1 thewr thurties The female-to-male camungs
ratio, st sbout 90 percent for tesnagers, declined with age lo
the 45-t0-49 group, and rose thereafier The bugher ratics at




both ends of the age spectrum may siem from the fact that
huigher proportions of wage camers in these age groups are
pad &t or near the minimum wage

Hourly pay 1s wide-ranging among occupstional and in-
dustry groups Median hourly pay ranged from $4 08 for all
service jobs 10 $9 42 among the professional specialty jobs
In the latter group, the median for men was a hitle more
than a dollar lugher per hour than tha for women, a gap
much closer then the overall difference  Among the major
industnzl groups, median howrly wages of both men and
women were highest in mining, construction, durable goods

f and the p and public utilies
m Wlpmbwmmm:um pavate house-
holds, p seTvices, and 30~
cial services, and agnculture
Earnings distribution

Clearly, mecian eamings do not tell the whole story The
median for two differemt groups could be similar, yet the
distnbution of camungs of one group may be tightly clus-
tered around the median, while that for another group may
be dispersed Therefore. it 15 useful to look &t distnbutions
as well lele‘slwﬂhepﬂumdxmhmdhaniy
wages for major g groups Regardless of the
median, whdmwwhxmhummbmth
earmngs of less shan $3 an hour and others with as much as
$15 or more (it should be noted that for some populstion
groups, the extremes of the distnbution may contan only a
small number of sample observatons ) The following dis-
cussion focuses brefly on the likelihood of wage eamers
receiving $12 an hour or more, the figure that 1s roughly
twice the overall median of $5 95, and on those caming ot
or below the prevailing mumimum wage of $3 35, which s
4 little more then haif the medisn Each of these ugh-paying
and low-paying categones accounts for roughly one-tenth of
all hourly pad workers

Recerving 312 or more per hour  The likehihood of eam-
ing at least $12 an hour in 1984 was over S umes as great
for men (sbout 17 percent) as for women (3 percent) The
proportion for white men was about half again as hugh as
that for biack men, among women, both whates and blacks
were about equally as likely to cam this amount (each about
3 percent) Fewer tmn 2 percent of the workers under age
25 wese 1n this hugher paying category Among workers 25
and over, the proportion 1ose from 6 percent for those with
only an elementary school education 1o 23 percent for those
completing 4 or more years of college At each level of
schooling completed, men were more likely than women 1o
eam $12 an hour or more  However, the dispanty narowed
o ly higher ed: ] levels. as men not com-
pleting high school were more than [0 times as likely as
women lo eam Gus amount Among those with 4 years of
high school or more, men were S times as likely as women
10 eam $1 2 per hour or more (26 versus § percent) The ratio
was 2 to | among college graduates (31 versus 16 percent)

79-007 0 - 88 - 5
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Tobile 3. Medion of workwrs poid
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About 13 percent of full-tume wage carners made of least
$12—19 percent of the men and 4 percent of the women—
but fewer than 3 percent of part-ume workers eamed thus
amount Among workers putung 1 more than 40 hours a
week, the proportion was 15 percest— 18 percent for men
and 6 percent for women

Amuhmprommdm 25 percent of both
[ rkers and those in the precision
production, cnﬁ.undrepnvmumd!ﬂnhowu
more 1n 1984 At the lower extreme, 2 peroent or fewer of
those in sales, service (except profective service), and farm-
ing, forestry, and fishery jobs eamed this much

M, and sub wage work The prevailing
mantmum wage, which has been $3 35 per hour since Janu-
ary 1981, was establsshed by the 1977 revisions 10 the For
Labor Standards Act (PLSA) of 1938 About 4 | mullios
workers were reported as caming exactly $3 35 s hour
1984, and 1.8 nuilion were reported as eamung less then ths
amount Together, these workers constrtwed about 11 per-
cent of all hourly pud workens

It 13 important 10 oot at the outset that the presence of a
nublemo!hmllypnuwmmluhlh
mummum wage does not
vnolmo!mrumumaennmdem
o 1ts wage pr These are

-mmuﬂmlnﬂeenphymmmdeulum
low volume retal trade and service finms, and seasonal
amusement establishments ’

For the most part, those carming $3 35 and hour or less
tend to be young About 60 percent of those with these low
earmings were under age 25—one-thind were teenagers




Among tteasgers alone, nearly 40 percent eammed $3 35 or
less Persons 65 and over—while representing only 3 per-
ceat of the total pumber of mummum wage camers—also
had a relsuvely bugh probabiiity of eamng at or below
$3 35, a8 nearly 1 out of 5 hously pasd persons in thus age
group eamed this amount. (See table S )

Nearly 15 percent of all women who were pad hourly
reies eamed the prevailng nuntmum wage or below, which
was double the proportion for men These percentages,
however, differed greatly according 0 whether the em-
ployee usually worked full or part ume, as shown in the

following tsbulstsn
Percent & or below §3 35
Boin sexes  Men  Women
Tod tto 78 148
Part-ume workers n0 02 no
Full-tme worksrs s$2 35 76
35 10 39 hours 12t 0s 128
40 howns 46 33 65
41 howns or more 317 24 83

The sumber of pant-ume workers earmng $3 35 or less,
# 3 9 million, was ncarly twice the number working full

126

ume Given the fact that women made up a disproportionate
share of part-time workers pad hourly rates (69 percent),
those working part ume accounted for almost 45 percent of
all low-wage workers 1n 1984, men working pan time ac-
counted for about 2] percent

An of wage by race and
ethrcity shows that only a shghtly higher proportion of
blacks than whiies and Hispanics eamed $3 35 or less
Nearly 14 percent of the black population were in this cam-
ings groug, compared with |1 percent of both Hispanics and
whtes

Ghven the durect correlatron of educationsl sttamment and
earmnys, the hkebhood that a person had hourly earmngs at
or below $3.35 per hour demesished with mncressed school-
g Among bourly pasd workers sged 25 years and over
with less than 4 years of tugh school, 10 percent were low
wage eamers, compared with 6 percent who finished 4 years
of tugh school, and less than 4 percent of those with 4 years
or more of college

Of the fowr meyor regions in the Unsted States, the largest
proportion of those at or below the mimmum wage lived in
the South (40 percent) Overall, 13 percent of all hourly pad

Table 4. Poroent distribution of hourly somings of werkers paid hourly retoe by 0oiected charasterielics, 1904 annusl sverages
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Tabis §. Workrs pald hourty rates with samings st or belsw the prevalling wage by 1904
annusl sverages
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workers i the South eamed the or less, compared larly 1n retaul sales, in which nearly ) out of every

with 12 percent in the North Central region, 9 percent in the
Northeast, and 8 percent in the West

Nearly half of all munimum wage workers held service-
type jobs 1n 1984 Service occupations with the huighest
concentrations of low-paying jyobs included privase house-
hold work, food services, and cleaning and buikding serv-
ices It 15 notable that persons employed as food service
workers accounted for 31 percent o] all workers at or below
the munimum wage, of that number, roughly half worked at
the minimum of $3 35 and half worked below this level
Anoti.er ares in which there was a large proportion of per-

Cenwhymmdenmmmorles It should be re-
membered, however, thufornmy\wmngmulesnd
food service occup ups and pp

(10 varying degrees) the hourly wages received

THIS ARTICLE has focused on earmings a¢ a purc wage paxd
10 the employee—stripped of any effects of tps, premium
pay for overume, bonuses, and commussions As the find-
ings have suggested, the wealth of information available
from the Cusrent Population Survey helps provide s founds-
uon for further studses which can shed more hght on the

=]

sons working st or below $3 35 was 1n sales

.

d of pad hourly rases

—— FOOTNOTES ——

! See 05 Measwres of Compensation Bulletin 2299 (Bureau of Labor
Sutstics [996) for & compiete descnpuos of all BLS carmngs senes
Among these are the Current Employmemt Statistics Survey, Ares Wage
Surveys and Induetry Wage Serveys

2Dueta on workweeks by occupeon refer 0 hows actually worked
dunag cach month 3 survey refercace woek rather than 10 the sumber of

hours usually worked In the case of workers with two or more jobs, the
data are isbulated accordiag 1o the occupaios st which the employee works
the most bowrs

YSee Report of the Miumem Wage Snedy Commussion, Volems |,
p 107 for 8 mare complete kst of full and partial cremphons
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APPENDIX: Hourly earnings data from the CPS

‘The Current Population Survey (CPS) 15 a monthly sample
survey conducted by the U S Bureau of the Census for the
Bureau of Labor Statistics, totaling abowt 59,500 house-
holds, m 30 States and the Distnct of Columbia Deta on
bourly eamings are collected from one-quarter of each
month’s CPS sample through qu. stions 25B and 25C, which
resd

2% Is pad by the hour on thus job?
25C  How much does cam per hour?
Although deta are collected thly, the bers are

59 percent, where 1t has remamed In 1983, there were
changes 10 the entire occupstional classification system
which preciud p | p with pn
years In addion, 8 change 1n the method of esumating
meduns introduced the same year affects the comparabality
of any medians under $3.00 or over 35 99 per hour

As 13 the case with esumates from any sample survey, the
results can vary by chance because a sample, rather than the
entire population, 1s surveved A measure of ths vanation
15 called the standard error If samples are repeatedly drawn

aggregated 1o g rly and annusi ages 1o mncress.
their | rehablity On a quarterly basis, the dats are
se!sted by sex, race, Hispanec ongin, age, mantal status,
major occupation and industry groups, and usual full- or
pari-time stetus Annual sverage data are also tabulated by
region of residence, sumber of hours usually worked, years
of school completed, and more occupstsonal and industrial
detml While both the quarterty and annual average tabula-
tions provide destributional data (for example, the number of
workers eaming between $3 and $S 99 per hour), the latter
show more wage categonies, as well as data for mintmura
wage workers.

Between 1973 and 1978, hourly eanings data were col-
lected only once a year as part of a supplement 0 each
May’s crs Comparainlsty between thesc and more recent
data 13 affected by changes 1 quesionnarrs design, the
coverage of the wage and salary worker universe, and the
handling of survey noaresponses As a result, wheress esu-
mates of the proporion of all workers pud hourly raes
between 1973 and 1978 ranged between 49 and 51 percent,
changes introduced m 1979 csused the proportion o jump o

O
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and are puted from each sample, 1n approx:-
ately 68 out of 100 samples the actual population value
wilt differ from the sample estimate by less than one stand-
ard eror In approximately 90 out of 100 samples, the
populstion value will differ from the sample estim:ate by less
than | 6 umes the standard error All of comp

son sppeanng in thas article are significant at the 90-percent
level or ngher Users are cautioned against drawing conclu-
ssons from snull dafferences emong numbers for small pop-
ulation groups because of the reiatively large sampling
ermors associsted with estimetes based on small sample
sizes In sddition, results are subject 10 errors of response
and porng ors possibie even in 3 complete cen-
sus These can result from differences in the interpretatson
of questions, the nability or unwillingness of respondents
o provide correct answess, the rounding of figures, emvors
of processing, and errors made 19 eshmating values for
mussing dats  For more mformation regarding the collec-
tion, processing, ments, and hmitstwons of CPs data on eam-
mgs. see Earl F Mellor, Technical Description of the Quar-
terly Dasa on Weekly Earmings from the Currens Population
Survey, Bulletin 2113 (Buresu of Labor Sustistics, 1982)
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{The Minimum Wage: Its Relationship to Incomes and Poverty, is retained in

committee files, in its entirety.]

THE MINIMUM WAGE:
ITS RELATIONSHIP 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

Aftar being increased numerous times during its nearly balf eentury of
existence, the federal minimum wage of $3.35 per hour has not be¢n raised
since Janusry 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-=snd who had no other source of inccme--would have had s total
income slightly less than the poverty line for s 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, beenus; only a minority of minimum wage workers are
employed year-round on fuli-time schedules. Moreover, whether s minimum
wage worker is poor also depends on the amount of other income received by
the 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 1985, sbout 7 percent of all workers who reported being
paid on an hourly basis were paid the minimum wage rate, an¢ 3
percent were paid below that rate. 1/

o Only o »fifth of the 5.2 million workers who reported being paid
at or below the minimum wage in March 1985 had worked year-
round full-time in 1984, and only about 120,000 of these Yyear-
round full-time minimum wage workers were poor. The latter
estimate is subject to a wide range of uncertainty, however.

o Four-fifths of al'! minimum wage workers are not poor, although
those earning the minimum wage arc much more Jikely 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.

0 Just one-quarter of all poor hourly wage workers are paid at or
below the minimum rate, although poor workers are mo>e Jikely to
be paid the minimum than are nonpoor workers.

Workers could legally be paid 8 wage rate below $3.35 per hour if they
were not subject to the minimum wage rate or if they were subject to
a specisl lower rate. Workers also might insccurately report their
wage rate.




132

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
ﬁl;ange? I'm not sure how you come to the conclusion that vou

ve.

Mr. LEvy. res, yes.

Looking at the numbers I gave you, I would say that if you
showed them; to most le 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 myself—I can’t speak for most
mtlse—would say those numbers have moved in fairly mnder; ic

If you turn to the next g;ge, 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 .e 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 vaa-
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 1 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 ws indicate that the previous trend—and 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 class—that 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 kncw, but the last 12 yea.s
that has ended, yes, sir.

Mr. WHEeAT. One more question about inequality. You point out
the subgroups, that the treatment of the elderly Las improved
probably due to legislation that had been passed much earlier that
Jusi now we are seeing the effects of. But are there other subgrmg)s
that you wovld 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 smong families, families with children, incomes

- are getting less equal, in part for the demographic reasous 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 Jo 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 uality, say,
among black families, that has increased dramatic:ﬁy over the
{)ast 25 years. We know the reason for that. That is driven basical-
y by demographics, the big split between female-headed house-
holds 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 w like that. Sure.

Mr. WHEAT. Mr. Bartlett, you made some interesting comments
about part-time work also. {would refer you to page 8 of your
statement. There i8 a line in there that refers to: “Mothers, for ex-
ample, tend to prefer part-time to full-time jobs because it ollows
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 at all.”

I iake 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 s 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 wcrking
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 onlv 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 Jjust wants to work because
they want to and not because they necessarily have to to maintain
a family income.

Chairman MILLER. " /ould 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 tgat they are working
part-time because that is the best they can do with child care ar-
ranpiements; that there really is no other option for them; that they
would obviously prefer to articipate 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. BarTLETT. I don’t know.

Chairman MILLER. One of the questions is, is that because the
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 MiLLEg. It is not my time, I'm sorry.

Mr. WHEAT. I would be happy to yield.

Mr. CoaTts. 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 thc 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 the;
can’t find full-time work, according {0 the Council of Economic Ad-
visors, is 5 percent. It is 5 percoant 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 woulti 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. CoaTs. Yes. We don’t know if it is involuntary working at all
or involuntary working part-tilne. We need to get the statistics.

Ms. ScHoEN. But they don’t ask them the child care question.
They don’t ask, “If you got higher pay, would you work more
Lours?’ 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 own 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 experimentz that are being 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,
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maybe not ideally but somehow. If you want, I can dig that stuff
up.

Mr. WHEAT. |, 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




O

E

Aruitoxt provided by Eic:

RIC

136

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 currently work. although about ! 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 S

1f grven a chosce of working the same. fewer, or more hours
ot the same rate of pey, mowt employoces would prefer the
same mumber of howrs. An addesonal ome-fourth would
prefer 10 work more howrs and cam more money, whale §
percent would choose 10 work fewer howrs and eam propor-
tonetely less money Tius findung shat well over balf of all
workers are sstwfied with thew presest howss and pay 1
based on mformatios cbtmaed from a sew queshion on the
Msy 1985 supplement 0 the Carrent Populstion Servey
(crs), and = with results ob d from sumlar
questrions asked by Katona and others s 1966 and by Lomis
Hasns and Associstes s 1978 '

The degree of satufaction wth cusrest howrs and pay nses
steadily with age i 15 slso posstrvely re'sted 0 the aumber
of howrs worked and the weekly carme  Sevel The “more
howrs and more moncy” optiow appeal. especially 10 young
people, many of whom are worlung oaly part time, and ns
populanty dechmes seadsly vauh age A large proporuon of
menorty workers. especaally men. would also prefer o
work more howrs and earn more money

Very few employed persons wanied w work fewer hours
and cam correspondengly less money However. women
were more likely than men 1o prefer reduced hours. cven

Susan € Sheaak 15 an ecanemest 1 e Drvisson of Employmest and Unem-
ployment Anslyss Office of Employment and Uscmploymen Statutics
Burean of Labor Sestestics

though # meant lower carmings Also, the proporion choos-
g this alternstive increased with age 10 a peak m the 35-
0 44-age group
The new 73 ¢ asked for employee prefi on
housdwtd pond: gives the same
rate of pay mmubnqub
cause o differs mgmficantly from other labor force ques-
tions, which focus on & person’s actvity and emphasize
much more obgective beh asked
of you had a chosce, would you prefer to work
The same number of howrs

9

and cam the same money” . o
Fewer hours st the same rasc
of pay and cam less money? . o
More hours st the same rase
of pay and carm more money”? o

Imerviewers asked tus question derectly of the respon-
dent—unlike other questions where a responsible person
the horsehold could respond for all other household s.em-
ben Self-response was requared because preference 15 m-

ly ndevidual ead subge As 2 result. mformation
was not oained for spproximsicly 22 percent of all em-

young adults than for persons age 25 and over These wase

- 14
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the persons less apt 10 be a¢ home dunng the day and car’y

E..ect of worker and job characteristics

evening howrs when most inerviews are cond Pref about hours and pay differed by age and
In spse of the difficulty 10 comtacting indsvsdual respon- gender, as well as by present eamings level and i
dents, answers were obtaned from 8 of 10 wage and salary 4 od Correl L R veek el ad

workers age 25 and over In this article, destnbutions of
persons wastng the same, fewer, or more hours and corre-
spondeng pey are based om the totad who d such

vmwm-dpbdmmtmdly-m

prefrences Also, the data pertan oaly 10 wage and salary
workers (excluding mcorporated selif-employed persons)

tenstics, it 15 important 10 note thet mesy of these character-
wucs tend 10 occur sumuitancously For example, young
people ofiea work  relatrvely few hours ot low rates of pay
and express a strong prefereace for more howrs and more
money. 1t should also be moted thet preferences about work
hours are slready reflected. 10 some degree, 1 the jobs
workers currently bold Thas 1s partacularly true for expen-
enced adult workers who presumably have more control
over thew work schedules then <0 voung people The anal-
ysis of prefereaces by actual hours at work snd by earmings
focuses on the 25- 10 S4-age group in order to exclude those
age categones where ransiion into and out of the labor

tvely few men expressed a prefereace foc fewer hours and
less pay Even among those who camed $1,000 or more pes
week, only 10 percest selected this alieraatrve

Age and gender  Almost two-thwds of sll workers ex-
pressed satsfaction with thew preseat howrs and pey Thes
proportion rose steadily with age—from about 40 percent
the ®e=n years 10 80 percent for wo kers S5 and over (See
table 1 ) Mamy older workers, especially those age 65 and
over, volumtanly work past ime, whach contnbutes 1o the
tugh degree of satisfacthon with de.r presemt workweek
Winle the proportion wantieg 10 work the same howrs
increased with age, the percestage desnag more hours

market have 8 major impact on hours moved 1 the opposse durectson  Shghtly more than half of
Table 1. ond poy o persens by ey 1908
[ T )
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Chamviaten Same duws, | fomer e, | S e, -'-
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the icenagers—many of whom work pan ume at low
wages—sad they vanted more hours and pay. but relatively
few older workers waned more hours These differences
reflect factors such as older persons’ greater controt over
thew work schedules. therr higher carings. and less desire
for change

The proportion preferning fewer hours and less pay was
small 10 all age groups Of the minonty who wanted to
change therr schedules. more hours were preferred 4 to |
over fewer hours Only 4 percent of all workers under age
25 would Like the fewer hours alternative Even in the con-
tral age groups. where this option was most popular, fes.er
then 10 pescest preferred »

Women were more ikely than men to prefer fewer hours
and less psy In the 25- 10 S4-age group where chuld care
and other household respoasisliies are grestest. about 10
percest of the women and 6 percent of the men wanted
fewer hours The proportion of women preferming tins op-
tion then ¢.ctmed 10 about 7 percent in the 55 and over age
growp Ir the p of men wishung 1o work
Mhnuﬂ‘d&mumw
seadv st sbowt 7 percest for subsequent age groups

Men preferred 1o work Jonger hours somewhat more fre-
ocmly than women This deffercace w4 most evident tn
the young sdukt years. whes bowsehwld formatwon and
spending for comsumer goods 15 ugh Huwever. the propos-
tons prefermag 1o work more howrs declined with age. and
0 the 45 and over age groups were virually the same for
women and men I fact. for older workers there was hitle
difference between the preferences of men and women
Approxsmately 80 percent of all workers 55 years and over
were satisfied with thew hous. sbout 13 percent preferred
longer workweeks. while 7 percent opted for fewer hours

Whites. blacks and Hispamscs  Sstisfaction with cuerent
hours and psy was grester for whates than nunonties. with
thus defference most apparent among men (See tabie | ) The
relstively low satisfaction level for both blacks and Hispan-
K1 d with tugh prop wanung more hours
and more money Approximately 4 of 10 black and Hispenic

Table 3. Worlweek and MM
aslery workers, by coeupstion and industry, hy |ﬂ6
Poort sertntan|
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men sad they would prefer more hours. compared with
sbout 3 of 10 white men The fewer hours and relsted paycut
option was selected by only 4 percent of all black and
Huspanic workers. whereas sbout 8 percent of whites made
this chosce

Hours worked  The proporuon prefemng the same hours
and the same money incicased sieadily witn hours actully
worked up through 40 hours. 1t then turmed downward (See
table 2 ) As would be expected. the fraction wanting more
lmnmdmmyfeﬂsmmm—hnw
only through «0 hours The changes o p
ot the 40-hour and 41- ummmm
surpnsing  The peak 1n satrsfaction st 40 hours mey reflect
despread accep of the trad: ) 40-bour workweek
while the monetary nfluence of the istial hours pad at
premium rases. which many workers receive afier 40 hours.
may explan the small increase 1n the more howrs response
in any case. the proportion wanting more hours declined
agan when actual hours reached 49 1o 59 per week. and fell
further (10 about 20 percent) for those working 60 hours and
over In contrast. the fractor. prefernng fewer howrs rose
with actual worktume up 10 35 10 39 hours. x then dipped st
40 hours before resumeng sts uptrend However. even when
the workweek was 60 hours or more. the proporuon prefer-
nng more hours was larger than that prefemnng fewer hours

Occupanion and industry  The pattern of workweek pref-
erences differed sharply across occupstions, but vanations
muﬂhm‘ntwym (Sec table 3 ) As would
be exp sfa was grestest among highly educated
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and well pud masagenasl and peofessional workers These
occupations also scored relstively hugh oa the fewer hours
choice and low oa the more hours opon

Satisfaction with the current workweek and pay was less
comenon among seru- and low-skilled manual workers and
10 the “~rvice occupstions  Only sbout half of the helpers
and isvorers, and farmung, forestry, and fishing workers
+ ated 10 keep the same hours Here agmn, low satisfaction
with the status quo correlated with a high preference for
more howss. The latter alternative was picked by between 40
and 45 percest of the ser /ice workers, helpers and laborers,

agnculture was the lowest. Setisf, was also rel ly
low ® retml trade. where the average workweek 15 short,
and s comstructios, whese hours of work are often wregular
Approximately 4 of 10 workers in reta! trade. construction,
and agnculture wanted more hours However. m pubix
admerstration only 2 of 10 prefesred a longer workweek

Werk-lelsure tradeeits

The deta on preferred hours of work mey be used to
examene the effect of ‘acoine on wadcoffs people make
between work and lessure 2 Acconding 10 Labor supply the-
ory. mdaviduals decsde how many hours 10 work based on
thew preferences for lessure versus all other goods and serv-
wes The wage rate represents the amoust of consumption
goods that can be obtamed per hour worked As the wage
raie nses, two opposiag effects are drougly' 10 Fear on the
howrs decision.? The substinuson effect leads 1 a decrease 1n
letsure consumed and an ncrease 1n howrs worked because
letsure time costs more 0 terms of earmngs forgone In

contrast. the income effect causes hours of work o fall
beunzummglmmcommmedwuhdnhlghu
wage e, individuals will want to purchase more goods
genenally, including lessure

The interaction of these two effects determunes whether
meor[mhotmoﬂoborwnllbewpphedulnndnwm
raie rises Both the substtution and income efiects are evi-
dent 1n the beckward-bending labor supply curve illustrated
below

Wag3 rate

k3

P 3
JF 1 S

1 H’
Horsrs worked
The lower ~==. of the curve 15 positively sloped, meaning
that st Jower wages. labor hours supphed increase ss the
wage n- However. above & certain wage rate (W;). the
curve , .y begsn 1o bend beckward. as the income effect

r

Tabis 4. Werlnwosk and poy proferense of 28- 1o

€1 5age and ealary workers, by sex and sarnings,
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May 1985 data on preferred hours by eamings suggest
some indurect support for the .ackward-bending supp'y
curve theory ' As eamings nsc (o high levels for pnme
working-age aduits, smaller proportions w Wk (o increase
their workweeks and larger fractions prefer 10 decrease their
hours of work * (See table 4 ) This finding could reflect &
strong mcome effect-—causing workers with the highest
eamings to want to reduce thewr work hours—as occurs on
the negatively sloped part of the beckward-bending, supply
curve It could also indicate that workers with lower weekly
carmings also have shorter workweeks and are more hkely to
want (o icrease. rather than decrease, their hours More-
over, it 1s important 1o note that for men—even men eaming
$750 or more per week—the proportion wanting more hours
of work exceeded that wanting fewer hours
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Women are more willmg than men to forgo income for
lesure This was evident a¢ virtually all eamngs levels—
especially in the pnme working-age groups (See table 4 )
Abow | of 8 women earmng $200-$499 per week would
prefer 10 work {ewer hours Morcover, when weekly earn-
ings reached $500 or more. the proportion prefemnng fewer
hours was greater than thet wantag move hours No other
worker group studscd displayod this preference patiern In
the highest earmings category. sbout one-fifth cf the women
expeessed a preference for shorter bours (more Jeisure),
while only one-seveath wasted longer workweeks (more
mcome) It 13 also imeresting 10 note that women's astisfac-
00 with thexr currest hours sacreased as camungs rose only
uptoa posnt Omce earmings reached $300 or more per week .
the proportion satiusfied leveled off. and it then fell in the
Maghest camings category

The preference patiem for pnme working-age men dif-
fered sharply from that for women At all camengs levels.

mllm.mmdcnm:lorlem.whumlsmzom
wanied more hours and more money Also, the proportion
of men satsfied with the length of their workweek continued
10 Nse as eanungs d The sub effect seems
bmummmlwmum-mm—
even when camings are extremely high

luwu.mofm«wloyedm.amy 1985 sad
lhcymumfubmmemmbudmuym-
rently work and eam the same money An addstsonal ome-
Ionmbwlledlovmtmehmnndmmmy
Only 8 percent would choose a shorter workweek and less
momey As mught be expecied. the degree of satisfacthion
mmmmmmdmwym
In contrast. the proportion wanting 1o work more howrs and
€am more moacy. which was hugh for young people and low
carners. fell sharply as age and camings mcreased Women
were more likely than men 10 prefer fewer hours and a

the proportion of men wanting more howrs was sub Iy
larger than the proportion prefernng more leisure In the
$300 to $499 canmings range. men preferred more hours 4 1o
1 over fewer hours  Even at weekly eamings of $500 and
over, oaly sbout 8 percent of pnme working-age men were

prop m pay Although the proporuon of
men and womes willing 1o forgo mncome for leisure time
vumllyunlll.umeleddyu\kuym
increased nunmulh--v«yhghmnp.melm
supply curve may bend backward (m]

—~—FOOTNOTES—
'Sec G Kasone, B sad E Zaha, Aspiratsans end Afluence wnd e quanuty of lebor supphed sce e Eagiuh mercsnhets m the
(New York McGraw-Hill, 1971), yp 12533 sud Fred Bes. 16005 The landmark twestiesh comtwry work m thes fieid 13 Loome!

=g sl

Percent preferring
Same  Fewer  More
Katons and others, 1966 6 10 ko d
Lovs Harme snd Associses, 1973 L] n »n

'u—:-hmmﬂumﬂm n
other wonds ot mchudes tme spest on hewsewark, cheld care, school sen-
m-l—auo.umhnuw-uyﬂ-in
lexure

’mm.ﬂ“ummumm
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Monthly labor Review vol. 109, no. 2 (February 1986)

Part-time workers:

who are they?

A new definition of part-timers,
utilizing existing data

from the Currens Population Survey,
gives a more «ccurate estimate of the
number of part-time workers

THOMAS ] NARDONE

Although typucally pctured as workaag 40 bowrs 3 week, the
Amencas work force includes 2 substantial nember of per-
2008 who put = far fewer howrs. Young people workmg
while sending school, parcats jugging chuldreanng and
carcer responsibilitses, those at retivemcat wisheng 10 reoases
partly active in the work force. and workens whose howrs
have beea reduced becasee of ecomomic conditions are ex-
ampiles of persons whe cither choose or heve 10 setile for

pert-tisne employmrat.
Secause of the vatisty of sumstions found at the work-

work part tme.
Each month the Dusess of Labor Statistics publishes data
on the sumber of howrs worked by persons dunag the survey

To reflect the daversity of the workplace, BiS disaggregates
the data about people at work less than 35 bowrs w0
three subgrouos (1) those voluntanly st work part tme,
(2) those working part tmme for ecomomwc reasoms,
and (., those who wwally work full tame but worked less
then 35 bowrs during the r fercace week becasse of holidey,
tinses. vacastion. or samilar resscns Thess data are com-
buned with miormation on several other groupugs—persons
at work ore thc 3 35 howrs (full-time workers), employed
persons who were not at work during the survey refereace
woek. and perons—ieo Yweld estumates of the
full- and part-ime labor forces These categones are wseful
for a vanety of analyses. The sumber of persons at work
part ame for cconomc reasons, for example, 1 of interest
a8 a measure of waderetilization of humea resources and also
is an smportant sndicasor of the cyclical movements st the
labor market.? Data sbout the full- and part-ume lsbor
forces are wsed for wemployment rate calculetions asd 10
develop seversl of the alternstive messures of waemploy-
ment thet enhance our uaderstanding of the lebor market *

Despate therr usefulnces. none of these groupings scteally
provides aa esumate of the sumber of people who wsually
work part time For example, the concept of voluntary pari-
tume employment excludes persons who want full-tume work
but settle for a part-ume Job The “st work™ comcept ex-
cludes the people who have part-ime jobs but were away
from thess jobs dunng the survey refereace week becasse of
vacation, iliness, or other reasoms The labor force case-
gones classify some people sccordeng 10 the type of job they
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want, not necessanly the type they have
Mmch&mnnlwblumtmlmm
15 published., and sug-
Mlmmdhm—mp&mmw
ally work part tme—which would provide & smst accurate
estimase of pant-ume The data are based on the
Current Populstion Survey (CPS), 8 monthly sampie survey
of sbowt 60,000 houscholds natonwide, whuch provides
mformstion oo the employment and siatus
sad relsted charactens®ics of the civilian population 16 years
of age and over

Definisg full snd part timme

When defining the full- snd part-ime status of workers,
mmm::mmamwm
the survey refe week. As
SSMBMWMMI-Mmmm
ployment. Part-ime work 15 defined as less than 35 hours s
week Working less than 35 hours dunng the survey week,
however, 15 oot a sufficient condiion for classifying a per-
900 28 8 pant-ime worker The worker's usual schedule and
reason for working less thas 35 hours s week also must be
considered * In addstion 10 workers’ preference, reasoms for
pan-ume bours can be economuc—siack work, masenal
shortages, begmang or ending 2 yob, orbw-emly-

ules™ &re combned with persons who are not &t work dunag
the reference week but usually work more than 35 hours,
those working “part time for economec reasons,” and umem-
ployed workers seekiag full-ume yobs 10 form the “full-tume
Iabor force ™ (See box )

Compenacuts of the full- and
part-time lnbor forces

Full-time lnbor force:

o Empioyed persons on full-ume schedules

o Employed persons workang pert tme for ecOB0mMIC
Teasons

® Employed rsoms a0t at work, who wswally work full
-

® Unemployed pereons seekmg full-tune work

Purt-time laber force:

® Employed persons workmg part tme volustenty

© Employsd persons sot st work, who wwally work part

tme
® Usempioyed persous seckng pert-tme work

The workers who usually work part time for sonecomosmsc
m—l!i sulbon in 1985—are clasmficd as the

part-tume Job could be found-—or hobdey,
vacaton, iiness, or bed weather Based on thexw ueual
schedule and thew reasoa for workiag s part-nme schedule,
persons st work less than 35 hours 8 week are allocated
according 10 the patiers shown 1 table |

Those who umally work full tme but dunng the servey
reference week worked less thas 35 howrs for soneconomc
reasons—S 6 mubom m 1985—ere combmed with those
who worked more thes 35 howrs duneg the survey week
under the label “full-ime schedules * In terms of “lsbor
force™ classification, persoes st work on “full-tme sched-

y part-ume employed,” & growp thet hes been the
Mdmuﬁu-mm’!&yc&dyn
part-imers. The vast mejorsty of these workers do 20t wast
or are waavaileble for jobs which call for 35 howrs or more
of work per week The volustary part-tums group plus those
employed persons not st work denag the refersnce week
who wually work icss thes 35 howrs s wesk sad wmem-
ployed workers who are seckwg past-tme jobs form the
“part-time labor force.” (See box )

As stated above, workers who put in less then 35 howrs s
week becamse of slack work, the inability 10 find full-time
work, or smiler reasons—the 5.6 million workers on part
time for ecomonuc reasons in 1985—are imciuded in the
full-tume lobor force. However, by treating them as » single
group, the wowal full-time/part-time work statws of such

rkers is a0t readily ideatified. And, the two maia compo-

Tabie 1. Porsone at work 1 49 34 hours by reasen for
werldng loss then 36 hows, 0nd vouel 0tetus, 1008 annunl
e
n Snaei)
e0sen fov wusitng ous See 38 e | Yo w o kgl
Towt. 46 yous o e Hm 750 38
o masse L. e s
[ el 1 AP ...
Mg Surtegee & g © gl
O opdpment L] L] -
Hiow b stustud vy sk L] L] -
SRS I
it 0 oty = ”»n - aum
Ot nms L 00 1248
Cose nt Wt © svione i
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) 1. -
[ 1. . [
deerped CO [ -
[ ] ] ] -
w- - - -
o s 0 154 - 154
LL | Er 140 "

neats of the growp-—persons on slsck work sad persoas who
could oaly find past-time jobs—are quite dissimilar wn sercs
of their wual work states

Most of the workers oa “part timms for ecomomic reasons™
due 10 “slack work™ wsmaily work full time, while all who
“could oaly find part-time work™ ueuslly work part timse.
Persons who worked icss Cran 35 hours during the reference
week becawse of slack work, but who wewally work full
bme, are workers who have full-time jobs but are on s
reduced work schedule temporarily bacasee of low demend.
This group expects 1o return 10 & full-tume schedule when
economic condsions improve, and thus it seems ressonsble
to view such persons as full-time workers. Those who
worked less than 35 hours because they “could only fiad
part-time work,” however, present s somewhat defferemt
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situstaon. Despite thear desare for full-tume work, these per-
sons oaly have part-time jobs. Thew part-time statws may or
may 00t change as economec conditions improve, because
they would have 1 find another Job = order 10 bex

L
-

work full ume, a sizable prop are n the f
and dh The

1 daetrbh

leﬂeaﬂmemduydtﬂm "Sd;s"md “sevvice™ oc-

full-ume workers. Thevefiore, 0 amive at 3 more accurste
estimate of the sumber of persons who typacally work part
tume, it 1 necessary 10 disaggregate those workiag part time
for ecomomic reasons into two growps sccordiag 10 thew
uswal full- or part-time scheduie

Several characteristics of those workmg part tne for
CCoROuRC illostrate the diffevences betwees the
woual full-une and weual part-tme workers. The data sug-
et that thoss who normally work full time resemble work-
ers on “fell-tume schedules,” whereas persons who normally
work part tme are more hike volustary part-ime workers
One example 18 the smmber of howrs worked. The following
tabulation shows the perceat of workers os part-time sched-
ules for econommuc reasons snd those 0 voluntary part tims
by the mumber of hours worked, 1985:

Part time for
CCORORIC IeIORS  Yohunsary
Umelly  Umelly part Sme
Juil wme  part time
Tota 100 1000 100 0
110 4 hours 13 3s 4
$ 10 14 howns 109 172 ns
15 10 29 howns Q9 S48 542
0 10 34 hours “9 us 186

Whale close to half (45 percent) of the usual full-umers
worked 30 10 34 hows a week, caly 2 quarter of the usual
pant-tmers did. More than balf of the weusl part-tumers
worked the sember of bowrs—15 10 29 & week—typscal for
the “volustary part tme.”

Asother characteristic by whach the two groups differ 1s
the distnbution by sex. As is trwe for people on full-ime
scheduies, the magonty of persons working pert tune mvol-
untanly who wewally work full time are men. In cootrast, the
majorty of those who wewally work part time—voluntanly
or volustarily—aere women.

Persons who wswally work part tisme are also hke volus-
tary part-omers in their industrial and occupaticeal distnby-
tion The services and retaul irade indwetries accumt for the
vast majonty of workers is boih groups. The iollowmng
tabulation shows the distribution, by mdustry, of Lonagri-
cubtural wage snd salary workers on part tme for economsc
reasons and those oa voluntary pant tme, 1985

Part time for

CCOROmIc reasons Vot smary

Umally Usally port ame

Sull e part time
Totad 1000 1000 100 0
Retul trade 190 03 370
Services 4 354 Q6
Other mdustnes 586 u3 20

Among those part tme for economic reasons who usually
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d for the lacgest part of both voluntary
mdmvolwyuanlpmm In contrast, “‘precision
production, craft, and repaur” and “operstor, fsbricator, and
Iaborer” occupations accounted for about half the economec
part-umers who usually are full me

The inclusion of all persons usually working part ame for
mummmhmwm
employed part ume also helps reconcile recent trends 1n
part-in employment and wsdustry growth, and highlights
the importance of part-time workers u the labor market.
Between 1979 and 1985, employment i retal trade and
services mcreased by 7 milon. Because finms 1n those
tndustnes make extensive use of part-ume workers, a signif-
Kcant nse i» part-ume employment also should have
occurred dunng that period. Voluntary part-ume employ-
ment—the traditonsl measure of part-ume employrent—
ncressed by only 596,000. If all persons who usually work
part fune are talhed, however, the mcrease for the penod
would have boen 2.4 milhon Thas 15 more 1o Lise with the
growth i retal trade and service employment Further, the
part-ume employed measwre shows that dunng the 1970's
and early 1980°s, part-time employment grew more rapsdly
MMW(S&MI)MWM
of part-ume employment has led to some restructunng of the
work force Between 1968 and 1980, the proporton of
employed persons who work part ume edged up from 14 o
17 percent The proportion reached 18 percent 15 1982 a3 the
recession forced more workers 0 settle for part-time em-
ployment However, a3 the economy recovered dunng the
1983-83 penod, the percentage returned 10 17 percent

Based on the findings presented above, it would seem that
the most sumple, strughtforward answer 10 the question
“How many part-ume workers ace there™ is a tally of the
number of workers who usually work part tme, regardiess
of the reason for their short hours 1t would more accurately
estimate the number of part-ime workers according (0 the
kunds of jobs they typically have * Begining with data for
melm mbmumn;ubleAJmuu

and Earmings, 1o show em-

ploymbymullfull-udpmmmwhnemmm
concepts discussed in this article. Table 2 preserts 1985
annual sverage data displayed by the format for the revised
mmd\lyuble HmddmmmedmwkS
M d d data senes will
hemld»emApnllm

Characteristics of part-time workers

Younper (ages 16 to 24) and older (65 and over) workers
account for 8 much higher proportion of the part- than full-
tuime employed (Sec table 4 ) A past-time schedule allows
young people to attend school while working The connec-
tion between pert-time work and school attendaace 15 shown



Aruitoxt provided by Eic:

144

MONTHLY LABOR REVIEW February 1966 o Part-Tume Workers

i the mew BLS senes on employment status by school en-
rollment. In October 1985, 6 3 mullion people between the
ages of 16 and 24 were 1n school and employed. About four-
fifhs of these worked part ume By companson, of the
13 S mullion = that age group who worked but were not
eavolled mn schoot, fewer than 15 percent were part-umers 7
Part-ume schedules are ive 10 older workers, who use
Mbe&hmmm nuephsdso

nownced among men  Nearly two-thards of male part-umers
are 16 10 24 years old or 65 years and older, compared with
oaly one-therd of thew female coumterpasts

Women meke up the majonty of the part-time em-
ployed—two-thirds of the total m 1985 (See tabic 4 )
While full-tme employment s the norm for both sexes,
about 27 percent of the women are employed pant tme,
compared with 10 percent of the men. Thus difference prob-
ﬂym&.mmdmumwhn—

Abowt 6 of 10 women employed part tme are marned
with thew spouse present, about the same proportion as
women who are employed full ume Abowt 3 of 10 have
mever been mamed, a higher ratio than among women em-

ployed full ame Thus reflects the fact that female teenagers
are more likely 10 be part-umers

While most women who are employed part ume are mar-
ned. most men are single Men who work part tme are three
times as likely as those employed full tme to be single Thas
difference results from the lugh proportion of very young
men working part tme

As shown m the tabulation below, & slightly hegher pro-
portion of whates than blacks were eniployed part tme ;o
1985—18 versus 16 percemt Thus difference was gresser
among womer than men  Women accounted for about two-
thurde of those usually employed part tme among each racial
group (Also see table 4 )

Percent of employed
persons uswally working
Full time Pert sime
‘White 24 176
Mea 902 98
Women ne 76
Black “uo 160
Mea 8] 1ne
Womes ”e 201
Industry and eccupetional distribution
Part-ume works e apt than thew full-ume coon-
terparts (0 hold » 1 trade and services imdustnes.

of total employment, 1

Percent
100 =

Chart 1, mummmmmmmmmwn-m

As part-time employment grew faster
100 then full-time smployment. . .

-
b=
-
-
-
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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-
Eretation we might be putting on these statistics would be a little

it more alarming.

Thank you very much for appearing today.

Chairman MiLLEr. 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 (o 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. Go ahead.

Mr. BARTLETT. I was waiting for you.

Mr. Levy. It does make sense.

Mr. SawyEr. I thought I had just been talking a different lan-

e.

ﬂr. 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 senss 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 2)-year-old men, that the impact of college
on earnings has gone war up over the last 12 years.

Back in the early 1970’s, Feople were writing books about the
fact that we had a glut of college-educated workers and college wus
a bad investment because a 30-year-old guy with college didn’t earn
that much more than a 30-year-old fuz 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 \hat means in terms of college going and so on.

Mr. SAwYER. Is that an important question—perhaps refine it a
little bit—an important question to continue to ask?

Mr. Levy. Sure, it is an important question.
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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 dor’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, '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. Granpy. 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 of a
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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 ?henomenal 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 force
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. GrRaNDY. By the way, do you subscribe to the iheory 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. Granpy. How do you feel about the indexing provision that
is currently attached to the minimum wage legislation?

Ms. ScHOEN. 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. GrRANDY. Mr. Bartlett, would you care to corament?

Mr. BARTLETT. I'm basically opposed to the minimum™ wage, I
don’t think it ought to exist at all. I think the pec - > be
able to make whatever arrangements they want to : ~ork.

We always think of it from the employer’s poin. v1 view, but
what about from the employee’s? What if you have somebody who
wants to work and is willing {» 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.” Sn I think, as the New York Times recently editorialized,
the correct rminimum wage should be zero.

But, barring that, I think we ceitainly ought not to increase the
current minimum wage, and I think t]yxat the indexing would be
terrible because it would undo the benefit that we get from infla-
tion in terms of reducing the rea! 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. GrRANDY. 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 datail, 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
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real wages but you are locked into increasing the minimum wage
by 12 percent, that is bound to have——

Mr. MorrISON. 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. Granpy. Did you want to comment, Mr. Wheat?

M;ield to the gentleman from Missouri.

. WHEAT. I did want to make a comment that the indexing
was to the wage rate.

If you are finished with your remark——

Mr. Lgvy. 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. WHzAT. I would take it you would also subscribe to Mr.
Smith’s theorr that what is y 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. BarTLETT. If the price of peanut butter at the store goes up,
Eeople buy less peanut butter. If you raise the cost to employers of

uying r 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 gg.

Mr. BArTLETT. I think that is Karl Marx’s iron theory of wages, I
don’t think that is in Adam Smith’s.

Mr. WHeAT. What would be the bottom line thew for wage rates?

Mr. BarTLETT. I don’t know. What is the bottom line for the price
of peanut butter? It is set by suggz and demand. I don’t know
what wage rates would be in the nce of the minimum wage. I
don’t think there would be aniv 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 find 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 lin * 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 importsnt 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 res 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? Where 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. MornrisoN. 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. MoRrI1SON. 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. MorrisoN. In other words, wherever the market takes peo-
ple’s income, that is acceptable to you.

Mr. BARTLETT. Yes.

Mr. MorrisoN. And that is what you prefer. So you really don’t
agree with the New York Times, because they are basically just an-
swerinﬁ the question as between putting the subsidy in the price, if
you will, the subsidy of maintaining a certain level, and putting
the lslubsidy into the tax base. They prefer the tax base. You profer
neither.

Mr. BARTLETT. I was agreeing with the headline.

Mr. Mornison. 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 manufact"ring jobs, in many in-
stances unionized jobs. t is the companson’

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 pac of benefits is, in fact, not doing that, so
mople are paying out o '?ocket for health care, child care, what-

ve-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 especiall* right now, you have
mover 20 or 25 percent of the people workiv,; in large industries,

ike 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 subcontr. out of a
GM or Ford Motors suddenly going from $12 an hour dowu to
$3.35. That is going on, the closing of one job that was high wage
and opening of another job, but across ~1l jobs we are really seeing
this tendency towards no benefits ana .ower es. So it is goi.g
up the job 'erar&lii, and the jobs are very o igher-skill
{?ce' So when we about good job/bad job, a registered nurse, a

icersed practical nurse, is not a low-skilled job. It requires hizh
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
l::rpening with the differential is, manufacturiag wages have
failed to ‘ncrease, there is a lot of talk about services catching
up. We see it as m:  _acturing coming down. So services right now
are roughly $7/81.. an hour, hourly wage, but many of those jobs
aren’t full-year and iney don’t have benefits. So the comparison,
tulg:ﬂ you get all the facts in, is difficult to make from just raw sta-

ics.

Chairman MILLER. 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 more and more difficult for families—whether they are

ingle-earner fanilies, single-parent families, or whatever the

up of those families—to 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 e\ 'nt on the

horizon that throws a windfall 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-

ations, the entry of three or four million childre.a into poverty,
when we know how poverty becomes a predictor of where you are
goir =—I am asking what 18 the trend? It seems to me that it is
somewhat accurate, as you point out, to define the 1.ddle class ac-
cording to their expectations about what they are going to be able
to purchase or achieve, however we measure that acrozs 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 agree.

Chairman MILLER. eﬁiat is pretty dismal.

Mr. Levy. Well, I think we have been through a - -y rough 12-
or 13-year period. We muy begin to be pulling out ot 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 jet 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 extende 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 go...g to be in trouble;
there 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 sayin‘g, “Get out of my way; I'm trying to get mine; to
h;ck 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-
agement—much more between management aad labor, between re-
gions of the country. We really uszg rising incomes as a kind of

eat lubricant to smooth out all kinds of social conflicts in the
irst 26 years of this period after World War II.

This issue avout income and equality, 1 would say that the chief
thing that stands out about those numb.rs is that the income dis-
tribution. has always been very unequal in this eccnomy and that
those variations don’t mean much, and we had this kind of bargain
in the so-~ial compact where you had rapid increases in livin
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 ~rowing as if it hadi't slowed
down, then you get into real problems, and a lot of these conflicts
vome to the surface, sure.

Chairman MiLLER. Let me just ask you on one issue. It is a
casual question, not hangirg your reputation on the answer, but it
would seem to me then in terms of ——

Mr. Levy. I will give you a casual answor.
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Chairman MiLLER. In terms of policy, rather than hang on to the
notior 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
m. . ukely, given this trend line and our expectations that they
are going to remain in the work force, and like it or not or afree or
disagree, some accommodation is going to have to take place to
allow them in the work force.

Ncw it can be your accommodation that says they kind of make
do the best they can, as you suggested, or it ~ould be the accommo-
dation of the person running the Massach .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 famui.’es, this trend starts to make you confront some serious na-
tional policy choices with respect to support systems for families.
We ure confronting one in the next few weeks in catastrophic
health care. That says something about the ability of people to
reach into their pockets, certainlieabout one segment of our popu-
lation. But 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 wher
W were 9growmf as fast as they had in the 1950’s and 1960’s
and early 1970’s, relatively few women would go bac« 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 force,
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 necesity,
and I guess I have come to the view that a lot of it is just things
that won’t be reversed.

Chairman MiLLER. 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
Jjust to hold that debt service and everything else together.

Mr. Lev'r. 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 Kou still get that response?

C‘Lairman MiLikr. Well, when they are 18, nobody wants to be
around them.

Mr. Levy. No. I understand that.

Chairman MiLLER. Sorry to all you 18-year-olds, registered and

= Levy. There are not so many of them ary 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-
tions—it 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 POPv. .A"ION RESEARCH, NATIONAL IN-
STINUTE OF CHILD HEALTH AND HUMAN DEVELOPMENT, NA-
TIONAL INSTITUTES OF HEALT¥ BETHESDA, MD

Ms. HorFErTH. 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 exan.vle, the decision aboui
having children is closely tied to decisions about working and
caring for them. Therefore, we have supported the collection and
anal(ﬂsis 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, ofp 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 tremero'is changes in care
arrangements for the preschool children of :mployed mothers.
There was a gradual decline in care by a rele:ive, a decline in care
by a nonrelative in a child’s home, or sit*er 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-fif*i of children
under 5 with employed mothers were in a day care renter 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 rnost 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 pericd.

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 ranﬁed from $35 for those
w[l&o 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
rigsen 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, mothers 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 es_pensive, with
centler 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 or: 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 pey and how big a bite it takes. The poor pay a smaller
total amount for child care than those w! 7 are not poor, but they

y a larger proportion of their incomes. For example, mothers gay

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 expenditu.es on all
forms of care for all children, so the total amcunt 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

er tamilies may choose those forms.
makes some difference in what families pay. Black families
enerally pay less for care even after controlling for income level,

t 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 infante and toddlers and the increased demand for after-school
care for younger school-age children.

Consistent with data regarding iicreased use, but stiil 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
American 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
gmjor expenditure item in the family budget, comparable to that of

ousing.

That concludes my statement. Thank you.

[Prepared statement of Sandra L. Hofferth follows:]
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PrerARED STATEMENT Or SANDRA L. HorrertH, PH.D., HEALTH SCIENTIST ADMINISTRA-
108, DxMoGrarHIC AND BEHAVIORAL Scignces BrancH, CENTER ror PoPULATION
Reszaxcl, NamionaL INsrmrure oF Cuip HzaitH anp Human DevevorMent,
NamioNaL InstrruTES OF HRALTH, BETHESDA, MD

Mr. Chairmen and Members of the Select Committee:

I aa Dr. Sandrs Hofferth, Health Scientist Administrstor in the Demogrsphic
aod Behavioral Sciences Branch, Center for Populstion Research, Mational

Institute of Child Heslth sod Human Pevelopment, Mational Institutes of Health.

I sppreciste this opportunity to testify sbout child care before the Select

Committee on Childres, Youth, sod Families.

The Demogrephic sod Behavioral Sciences Branch has sn ongoing progras of
resesrch on factors sffecting fertility. Pasilies often find that reny
important decisions sre fintertvined: the decision sbout vhen sod hov many
children to have, vhetbher both partners will work outside the home (and how
sany hours), sod how the chil¢ren will be cared for. One of the enduring
factors sffectiug decisions sbout childbesrin: is the employment status of the
mother. Women who work, by snd large, have sssller families then those who
do mnot. Of course, families o which both perents sre employed (or in which
there is a single sother who is employed) must provide care for the children
during those wcrk hours. We have, therefore. sssessed the ,stic*=e of use of
child care, trends over time, relationship to other famii; characteristics,
and expenditure patterns. We have supported the collection of dats sod hsve
funded snalyses of these importsnt intetrelationships. I will share wit!

you & pait of these tindings that sre most germane to todsy's discussions.

I will limit ay remsrke, but would note three coisiderstions thst

should be kept io mind. First, child care decisions sre made 1o familtes,
but I will refer primarily to the mother's characteristics, since these sre
found to be most closely related to family decisions about employment and

child care. Second, income refers to totsl weekly family income before

O
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taxes. Third, dsts on which this testimony 1s .ssed come frou seversl sources,
but sll refer to the experience of Americsn fasilies obtained from lsrge

representst ive gsurveys of the U.S. populstion.

Irends io Demend for Child Csre

To put my discussion of child csre in the U.S. fato perspective, it is
important to understsnd the post World Wer II bsby boom, which hss had snd
continues to hsve s lasting effect on the struc.ure of the populstion. The
major incresse in the number of births between 1946 snd 1964 1s known ss the
baby booa. Although both the numbers of births snd the fertility rete began
to decline after 1960, the baby boos bsbies sre now adults sod have been
having their own children. The lsrger number of adults means s lsrgsr number
of births, even though fertility rstes srs still iow. As their childrea
$rov and begin to entar ow educationsl fnstitutions, we become sware of the
impsct of thess chaoges in fertility. Consistent with the trends, Figure 1
shows thst the number of preschool childres declined uatil sbout 1980. After
that yesr the oumber of preschoolsrs begsn to increase once agsin. By 1990
the number of expectsd preschoolers, 23 million, will be onmly slightly

lower than the mumber of children under 5 st the height of the baby boom
(24.6 million children), 1f current trends continue. The aumber of echool-ags
childran ages {-13 declined until 1985, sfter which we expect sn incresse st

least until 1995 (Hofferth snd Phillips, 1987)(Figure 2B).

The second major trend of which you sre sll avare is the incressed lsbor
forcs participation of mothers. Hers I will turn the ststistics sround
and spesk gbout the mumber sod proportion of children who havs mothers in

the vork forcs. This is becauss I aa faterested in the oumber of children
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who will be in non-psrentsl child cere. (Since fev mothers hsve more than
one child under 5, on aversge, proportions sre very similesr.) Dsts from

the U.S. Departasnt of Labor show that between 1970 snd 1985 there was a
tremendous increase in the proportion of young children with ¢ mother in the
work force. Just over the past decade, there was sn increase of 57 percent
in the proportion of children undsr sge 1 with mothers in the work force
compared vith sn incresse of 32 percent in the proportion of children under
ogs 6 with mothers in the work force. In 1985, six of ten school-sge children
and half of all children under 6 had mothsrs in the work force. Results of
recent projections that I havs made suggest that if current trends continue,
by 1995 over thrse-qusrters of school-sge children snd two-thirde of preschool
children vill have s mother in the work force, a total of 34.4 million school-
age and 14.6 nillion preschoolers (Figures 1 and 24). This increase in the
oumber of children with employed motl.ers is due both to the expected increase
in the mumber of children snd to the expected continued incresse in the

labor force participation rstes of their mothers (Hofferth and Phillips,

1987).

Mow I would like to briefly discuss trends 1o the child care srrangements that
sothers have *~*n using. The two decades between 1965 end 1985 heve shown s
tremendous change in cers for the children of employed mothers. Between 1965
and 1982 there was s gradusl decline in care by s relstive (including parsats),
a lsrge decline in cere by s non-relstive in the child's home (sitter), s
modest incresse in cars by s non-relstive in that person’s home (family day
cers home), snd sn enorwous increase in care in s dey cere center or uursery
school (data from the 1982 Naticnel Survey of Family Growth reported by

Rofferth and Phillips, 1987). These changes cen be seen in Figure 3. Recent
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dsts show continued increasss in the proportion of children of employed
mothers 18 child cere centers—to over one-fifth of childres under 5 with

employed mothers in 1985 (U.S. Buresu of the Census, 1987).

Given that infsots snd toddlers sre experiencing the most rspid growth in

need for child care, parents' csre choicss for this populstion provide sn
iaportsat key to future demand for child csre. For full-tiwe employed mothers
with infeots and toddlers, relianc: o relstives snd family day care homes—the
most coamonly used forms of csre for these young children--has declined in
recent years, whereas use of dsy care centers hae risen dramatically. Beceuse
full-time employed mothere constitote over two-thirds of mothers in the lsbor
force with children under age 3, thie shift toward use of group programs
suggests that there will coocinue to be rspid growth in demand for centers.

On the other hand, among part-time employed mothers with infsnts snd toddlers,
family dsy cere homes--snd to s lesse. extent relstivee--sre showing che
greatest incresses 1o use. Family dsy care is thus slso likely to grow, though

probably st s lower rste than center csre (Hofferth snd Phillips, 1987).

Trends iao the Supply of Child Care

Dets shov that the supply of licensed child csre centers has spproximately
doubled over the last 10 years, from 18,307 licenssd centers (with s cspscity
of 1.01 million children) in 1976 to sbout 40,000 in 1986 (with s cspscity
of spproximstely 2.1 million children)(Hofferth snd Phillips, 1987). This
is cousistent with the dramstic growth in use of center-bssed csre descrided
estlier. There sre seversl questions sbout supply, such ss the cspacity of
centers to care for ionfents snd toddlers, snd the exteat to which the supply

of group care 1s undersstimsted, that remain unanswered.
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Estimates of family day care homes ars such harder to cose by, since it has
been estimated that spproximstely 94 percent are unlicensed, snd therefore
oot included in the statistice. With regard to licensed day cars homes, fa
1986 the Mational Associstion for the Education of Young Children estimsted

that 105,417 such homes were in operstion, compared to about 73,750 ia 1977.

Trends in Cost of Child Care, 1975-19851

Not sll feailies with sn employed mother pay for child cere. In 1985, 20
percent paid nothing at ell--15 percent of thoss with & yourgest child under
5 snd 33 percent of those vith a youngest child 5 or older. This should be
kept in mind when considering expenditures on care only ssong those who pay
for care. Tabls 1 shows that smong femiliss with 8 youngest child under 5,
only a 1little over half of those wvho use 8 relast ve paid for care, vher:ass
alsost sll of those who use & eitter, s day care home, or center paid for

care.

In 1985 the sverage weekly doller cost of child csre for all children (among
young feailies wvho paid for care snd who had & youngest child under 5) was

$36.69. This renged from $34.57 for thoss vh. paid & relstive to $38.80 for
thoss who paid a day cere home provider (Table 1). The rengs of veristion is
smsll. Child care costs in 1975 sre slso repressnted in Table 2. Thers was
such sore veriation in weekly payment on child cars by typv of arrsngement in
1975 compared with 1985. When we do adjust expenditures over time to changes
io the Consumer Price Index we see tnat, in fact, resl expenditurss on day

cars centsr care have not rissu at ell, snd those on day cars home cere hsie
risen only slightly, whereas thoss on relative snd non-relative in home care

have rissn s lot.
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Since weekly psyment depends on vhe hours of cere 48 well sg on the hourly
cost of thst cere, we have slso cslculsted the mesn hourly cost in 1975 and
1985 (Tsble 3). In 1985 mothers who were employed gsid $.99 per hour for care
by & relstive for the primary srrengement for their youngest child under 5.
They paid §1.17 per hour for cere in s dsy cere home, $1.37 per hour for ccre
in s center, snd $1.49 per hour for cere by & non-relative in the child's
home. Care by s sitter or nanny in the child's home is still the most
expensive form of care; however, now it is clear that center csre is next
wost sxpensive, wvith day csre home care third in cost. Apparently, parents
adjust their hours of cers used so that the total expenditures on different
forms of care turn out to be very similer, even though hourly costs very

substentislly by type of srrangement.

Once ths hourly costs srs daflsted to 1975 Jollars, we see that over the

past decade both ths cost of relstive cere snd the cost of s sitter in the
child's home have risen s-ound 40 percent, wheress the cost of dey caere 1iome
snd center cars have risen only 7 end 15 percsnt respectively. This certeinly
is consistent with the enormous movement into center snd home cere snd away

from relstive snd sitter csrs.

Finally, the hourly cost of cers for sn older child is higher than thet for s
younger child. Families simply use fewer hours of this csre; thus totsl

veekly costs sre much lower then for older children.
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Child Care Expenditures in 1985

snd Expenditures ss 8 Proportion of Family Income

L 4
A number of charsctsristics of ths child snd family ss well ss ths srrsngements
themselves sffect family expenditures on child cere (Tsbles 4A snd 4B).
Pamilies in which the child 13 under 5 (Teble 4A) pey more then families in -

which the child is 5 or older (Tsbls 4B), snd families with & child under

age 3 pPsy the most for cers (Tsble 5). Unlsss they sre poor or receivs Aid

to Families with Dependent Children (AFDC), blsck families pay less than white
or Bispanic femilies. Pamilies who srs poor or who receive AFDC generslly
pay lsss for child csrs than those who sre oot poor. Families in which the
mother is married or has s partner psy mors for cere than those vho sre not

married or do not have s partoer.

Which smong thess many charscteristics sre most importent in determining how
much different families Pey for child cere? Controlling for differences in
other factors, it turns out that age of the youngest child, family income,
snd rece sre tl.: most importsnt factors sssocisted with totsl expenditurss on
81l children. PFamilies with 8 young child under 5 psy mor. for child cere
than families with s youngest child 5 or older. High income families psy more
than low income families. Finally, sfter controlling for income differences
snd other factors, white snd Hispanic fanilies psy more per week for child

cere than bleck families.

The type of child csre srrsngement used is sn importsnt determinsnt of |
expenditures on the primary srrengement for the youngest child. Expenditures
on csre by & non-relstivs in the child's home (s sitter or nanny) sre highest,

with expenditures on dsy csre center snd dsy csre home cere slightly lower,
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but all are more expenaive than care by s relative. As in total expenditurea
on all children, higher income faniliea spend more on child care for their
youngeat child, and those with s young child under five apend more than those
with a chfld five or older. \!hite and Hispanic familiea apend more than

black femiliea.

Research has addressed the waya families apend their income aa it relatea to
their childbearing deciaiona. One way to look at the importance of child
care for these decisions 1a to look not only at the magnitude of the coat but
also at the coat in relation to family income. The actual dollar expenditure
does wot help us determine how lurge s chunk that expenditure takes out of a
feaily’s budget. Thua we have also calculated the proportion of total weekly
family income that constitutes child care expenditures. In 1985 familiea
with & youngest child under 5 apent 11 percent of their income on child care.
Those with 8 youngeat child 5 or older apent 9 percent of their income on

child care.?

Differencea by race, poverty, AFDC, and marital atatus are shown in Table: 4A
and 4B. The poor pay a smaller total emount for child care than those who
are oot poor, but they pay a larger proportion of their incom:s. For example,
vhite mu.hers with s youngeat child under 5 pay 9 percent of their income on
child care 1f they are above the 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 1if
they are poor. Hiapanic yomen pay 8 percent if nonpoor and 21 percent if
poor. The comparisona are aimilar for women receiving and not receiving

AFDC, except for black women receiving AFDC, wvho both pay a high dollar amount
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1d & hgh ~roportion of their income on child care.3 The most importent
factors sssoc.sted with the proporticn of income spent on the cere nf gll
children are income, partuer ststus, snd sge of youngest child. Famflies
vith high incomes spend a lower proportion of their incomes >n child care
than do familie3 with low incomes. Fanilies with two psrtners pay a lower
proportion of their income for child care compsred with fagilies consisting
of only one purent. Families psy s higher proportion of their income on
child care if thay have a young child under five yesrs of sge then if the

youngest is five o1 older.

Summary and Conclusions

The number -f ¢ lren with employed mothnersr 1s expected to rise at lesst
until 19 ~ .. i:.o0de continue as thev have been over the psst 15 years.
Accompan’ing this incresse in the number of children with eaployed mothers 1a
& remarkable shift into ¢ oup care srrangemen:s for preachool children, and,

increasingly, for infante snd toddlers as well.

Nev dats on expenditures on child csre by mothers 1n their tventies who are
employed, in achool, or - training show that the cost of dsy csre center and
family dey c ‘e have aotsyed constsnt or incressed only slightly 1in resl

terms ovar the past decsde, whereas the cost of care by s reistive and

in-home care by s non-relative (sitter) have incresrad greatly. O0f course,

a lsrger prcportion (sbout half) of thoae using s relstive for child care do
not pay that provider, but the evideace shown here suggests that paid relative
care is becoring more snd more expensive in compsrison with other care

errargements. Day care homes and _enters look sttrsctive in compsrison to
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relstive core and sitter care. Whether s rise in the cost of other forms
of child cere relstive to center cere has led to the incresde in use of
» centers, or whathar it is the other way sround (demand for center care leading
to incressed supply snd lower cost), it is incressingly clesr thst ceate:
care has become relstively sttrsctive snd continues to sttract sn incressing

shars of the market.

Fioally, smong those who pay for care, child cere expenditures constitute s
substantisl proportion of the totsl weekly income of A can families who
pay for cere--spproximately 1C percent over gll, but ss high ss 20 to 26
percent among poor families. While 10 percent is & substsntisl proportion
of s family’s income, comparsble to expenditures on food, 20-25 percent
constitutes s major expenditure item in the fanily pudget, comparsble to

that of housing.

That concludes my ststement. I will be plessed to gnawer iny questions you

usy have.
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Footnotes
The dats uveed in this part come from the Netional Longitudina. Survey of
Youth (NLS), conducted by the Ohio Stete Univer ty. This is & national
survey of youth who were 14 to 21 in 1979, and who have been followed up
evary year since then. Tha date iLsed come from a special aet of ques ions
about the cost of child care included in the 1985 weve, vhen these youth
vers ages 20-27. 3lacks and Hispa~ics wers oversampled, but sample
veights we.: used in this analyiis to adjust for differentisl ssapling
probabilities. It should be remembered that this is a young, relatively
lov income sam, le. (The nedien income of the NLS sample wes $20,000 per
yer , compared with & medisn incose of all{ U.S. houesholds of $23,618
and all U.S. families of $27,735 1in 1985.) Tne data repsrted here sre
limited to reporta of som2 1,200 mothers who are working, in school, or
in & training progras sbout their child care s-rsngements. The poverty
level Zor & farily of 3 in 1985 was $8,573; for « family o1 4 it was

$10,989.

Unfortunstely we do not have the dats to estimate what proportion of
family income was apent on child care in 1975. How r, given the apparent
8-percent decline in :esl earnings ovar the last decade (U.S. Buresu of
the Cenavs, 1986), we amight expect the proportion of income spent on child
care to be slightly higher today, even thcugh actual dollsr expenditures

have not changed in real terms.

Child cere expenditures of up 0 $160 per month are allowed to be deducted
from income in comp* ng AFDC eligibility and benefits. This may explain

tne high doller expenditurs ena proportion of their income that black

AFDC recipients paid for child cire in 1%75.
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Table 1

Percentage of Families Not Paying for Care for Youngeat Child,
tv Type of Arrangement for Youngeat Child, and by Age of Child

Age of
Youngeat Child

Under 5
Do Mot Fay

Pay for Carel

5 or Older

Do Not Pay

Pay for Carel

Source: Unpublished tabulatiovna from the Narional Loongitudinal Survey

(nLs)
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Non-Relative Center,

in Child'a Day Care Nurasery

Relative Home (Sitter) Home School
47.34 7.15 2.59 12.85
52.66 92.85 97.41 87.15
100.00 100.00 100.00 100.00
61.48 37.53 12.64 10.93
38.52 62.47 87.36 89.07
100.00 100.00 100.00 100.00

of Youth
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Teble 2

Mean Weekly Payment by Mothers Paying for Child Csre,
by Type of Arrsngement and Survey Yesr

®
Non-Relative Center,
in Child's Day Care Nursery
Year and Survey Relative Home (Sitter) Home School Total
1975 (UNCO) $12.38 $7.78 $16.07 $19.56 —
1977-78 (¥DCHS) _—- —_— 27.85 - —
1976~77 (MDCL _— -— -— 26.00 —
1985 (mLs)2 34.57 38.18 38.80 38.31 36.69
(deflated to
1975 dollars) 17.28 19.09 19.40 19.15 18.35
1985 (mLs)3 29.62 42.18 37.86 37.40 35.86
(deflated to
1975 dc_iars) 14.81 21.09 18.93 18.70 17.93
1985 (WLS)* 23.20 s 33.73 28.24 13.24
{deflated to
1975 dollsrs) 11.60 [ 16.86 14.12 14.12

lpuli-time children only
270tal paymant for sll children, youngest under 5, by primary arrangzement for
youngest child
syment for youngest child under 5 for primsry care srrangesent only
sysent for youngest child 5 or older for prinry care arrangement only
Spever than 10 cases in category

Sources: UNCO° Moore and Hofferth, 1979
WDCHS: Posburg et sl, 1981
NDCCS: Coelen et al, 1979
NLS: Unpublished tsbulations
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Table 3

by Type of Arrangesent and Survey Year

Non-Relative Center,
in Child'a Day Care Nursery
Year and Survey Relative Home (Sitter) Home School
1975 (UNCO) $ .36 $ .52 $ .55 $ .60
1977-78 (NDCHS) -— —-— .59 —-—
1976-77 (NpCCsHl -— - -— .65
1985 (NLs)2 .99 1.49 1.17 1.37
(deflsted to
1975 dollars) .50 .75 .59 .69
1985 (WLS)3 1.51 a 1.35 2.17
(deflated to
1975 dollars) 75 — .67 1.09

Sources: UNCO:

O
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lpuli-time children only

2Plylent for youngeat ch 1d under 5 « r primary care arrangement only
syment for youngeat child 5 or older for primsry care arrangement only

SFewer than 10 cases in category

Moore and Hofferth, :979

Posburg et al, 198i
Coelen et al, 1979

Unpublished tabulations
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REVISED
Table 4A
* Mean Weekiy Exp-.nditure on Child Care for All Children,

and Proportion of Total Weekly Income, Youngcat Child Under 5,
by Raca and Poverty, AYDC and Partner Statua, Those Paying for Care Only

White (N) Black (W) Hispsnic (W) Total (M)

Total Coat $37.63 (.';22) $32.00 (177) $38.51 (84) $36.69 (587)
% of Incomel 1L.17 (289) 12.14 (145) 9.58 (68) 10.57 (505)
Bot Poor

Total 39.23 (279) 31.97 (122) 37.11 (66) 38.28 (465)

1 of Income 9.12 (255) 7.72 (109) 7.74 (57) 8.83 (422)
Poor

Total 21.41 (37) 27.52 (41) 21.20 (13) 25.02 (93)

1 of Income 20.33 (34) 26.35 (36) 20.60 (11) 22.55 (83)
Wot AFDC

Total 38.70 (292) 30.82 (143) 40.03 (81) 37.52 (518)

% of Income 9.52 (202) 10.47 (118) 9.86 (65) 9.75 (447)
e

Total 24.03 (30) 25.84 13.) a 28.73 (68)

1 of Income 19.32 (27) 19.71 (27) [ 18.90 (58)
Hss No Partner

Total 33.57 (55) 27.09 (63) 48.09 (11) 31.90 (130)

% of Income 16.20 (/.7) 16.59 (51) 22.69 (10) 16.73 (109)
Hss Partoer

Total 38.38 (267) 31.57 (114) 37.54 (73) 37.82 (457)

% of Income 9.11 (242; 9.75 (9) 8.13 (58) 9.19 (396)

17otal weekly expenditure/totsl weakly income
®Fever than 10 cases in catagory

Source: Unp.blished tsbulations from the NLS
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Table 4B

and Proportion of Total Weekly Income, Youngeat Child 5 or Older,
by Race and Poverty, AFDC Status and Partner Statua, Those Paying for Care Onl:

Total Cost
% of Income
Not Poor
Total
% of Income
Poor
Totsl
2 of Income
Not AFDC
Totsl
1 of Income

AFDC

Total

2 of Income

Has No Partner

Total

% of Income
Haa Partner

Totsl

% of Income

white (N)

Bluck (N)

Hiapanic (N)

Total (N)

$28.18 (34)
8.12 (31)

28.74 (31)

7.77 (29)

28.04 (31)

7.09 (28)

32.41 (12)

15.33 (11)

26.53 (22)

5.67 (20)

S8Fewer than 10 casea in category

O

$19.45 (28)

11.33 (26)

22.15 (18)

8.14 (18)

18.55 (21)

9.04 (20)

20.36 (19)

13.44 (18)

Source: Unpublished tabulationa from the NLS
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$18.5> (14)
5.20 (12)

21.26 (11)

5.11 (11)

18.55 (14)

5.20 (12)

22.46 (10)

$25.97 (78)
8.68 (71)

26.38 (62)

7.52 (60)

14.82 (12)
17.80 (11)

24.42 (68)

7.32 (62)

24.70 (10)

24.04 (35)

13.11 (32)

24.75 (43)
5.56 (39)

L]
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Table 5

sod Proportion of To.al Weekly Income, By Race snd Age of Youngest Child,
Those Paying for Cars Only

rm‘::of:uu White (M) Black (M) Bispsaic (M) Total (N)
-2
Total $40.66 (157) $39.21 (73) $44.00 (29) $40.58 (262)
2 of Income 10.14 (140) 11.38 (56) 7.50 (21) 1..45 (222)
>4
Total 33.33 (121) 28.23 (75) 38.13 (48) 32.84 (244)
% of Income 10.04 (109) 12.15 (67) 10.81 (40) 10.5¢ (211)
5 or Older
Total 34.94 (78) 21.42 (58) 21.33 (21) 30.56 (159)
% uf Income 9.67 (71) 12.57 (51) 6-41 (19) 10.04 (143)

Sourca: Unpublished tsbulstions from the NLS
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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 thc 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 MiLLEk. 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 .he 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 ie 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 cimulative loss of purchasing power of people
employed as faculty in colleges and universities.

Exhibit 8 shows that while there were gains 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 mad.: 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 practicaily 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-
roliment 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 “yout 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 iu 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 bzen 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 fleor under hourly workers this would at
least show the trend. This is the hours necessary to work ., pay for
college tuition, room, and board if the student were working at a
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minimum wage job, and it shows a dramatic increase in the 1980’s.
They would have to work considerably more thar 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 pecple 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 oa Ex-
hibit 20, are providing institutionally-funded student aid, which is
doubled irom under $3 billion to close to $6 billion of aid in the
early 1980’s, which is leading to increases in costs, 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 bigh-
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
pgy 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 w. 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 OF CAROL FRANCES, CAROL FRANCES AND ASSOCIATES,
WashINGTON, DC

TRENDS IN COLLEGE COSTS
AND THE ABILITY TO PAY FOR COLLEGE

Mr. Ch=irman and Members of rhe 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
aseociations, 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 firet, on institutional costs, commissioned by the
American Federation of Teachers and the Association of Urban
Universities; and the second, on ability to pay for colleyge,
commissioned by the American Association of Community and Junior
Collegee 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 sponsorel the studies.

Your Comrittee has posed five specific questions:

1. What are the recent trends in college coste?

Studente are paying higher tuition because public eupport--
including both etate appropriatione and Federal etudent aid--have
not kept pacs with inflation.

ince 1980, college tuition and feee have increased at
faeter annual rates than they did in the previous five or ten
years. (See Exhibits 1-3.) The reaeon ie not, however, that
total costs paid by the colleges and universitiee 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 1n 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 resson tuition hss incressed fsster is thst revenues
from public sources hsve not incrrased ss fsst as costs. (See
Exhibit 5.) Colleges and universities generslly have less control
over revenues from public sources than they do over tuition, so
tuition functions to bslsnce the budget when revenues from public
sources do not keep up with underlying cost increases. A smsll
percentage shortfsll in the public sources of revenue can
trsnslste into s very lsrge percentage incresse in tuition. (See
Exhibit 6.)

Tuition hss incressed faster thsn the consumer price index
recently but this is not a completely appropriate comparison
becsuse tuition is not just a “cost”. Tuition slso plsys a
central role in bslancing college and university budgets.

Thus, tuition is currently incressing becsuse students sre
besring s lurger shsre of the costs of their education.

" lleges snd universit:.es sre concerned about costs., and
sbout holding costs ss low ss possible. It hss been argued thst
cost containment has worked in health and it should be tried in
higher educstion. One big difference should be kept in mind,
however. which is thst people employed in higher education hsve
lost ground in relstion to workers generally while pecple
employed in health hsve gsined. From the early 1970s to the
esrly 19830s. college fsculty 1lost close to a qusrter of the
purchssing power of their incomes--s grester loss than for other
professionsls snd for workers in genersl. (See Exhibit 7.) Since
the early 1980s., fsculty hsve regsined some of those losses in
resl income, but not to the extent thst other professionsls hsve.
(See Exhibit 8.)

Cost issues in higher educstion relste more to such bssic
qQuestions ss who should hsve the opportunity to go to college,
whst should be tsught, and whst is the proper bslsnce between
instruction snd student services than it does to contsinment of
unit costs.

2. Whst ere the trends in costs in relation to family income?

For college students and their families the current reslity
is thst income is not keeping up with college costs.

Becsuse of the lsrge snd growing diversity of students in
Americsn higher educstion, no single messure of income sdequstely
reflects the rsnge of economic circumstsnces chsrscterizing their
sbility to psy for college.
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To develop a much more comprehensive analysis of trends in
the ability to pey 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 slso 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
vas, fueled recently by reports that income was keeping up with
college costs. But to reach that conclusion, the analysts had to
uge per capita income instead of family income. On the face of
it, per capita income--becsuse it is based on a wmore
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 collegs 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 furthter, the transfer payments
are needed by the femilies thet receive them to pay for the added
costs of 1living of retired people or medical expenses of sick
people.

College costs outstripped both fsmily income end per capita
income over tue 1sst five years and the last ten year.. 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 yesrs.

Sccial forces bearing on American Zamilies should also be
taken into account in assessing their ability to pay for college.
For instance, the number cf single-parent households ir the U. §
has increased by more then 80 percent since 1970, five times as
rapidly as the number of married couple households. One out of
every four Americsn family households is headed by a single
person. Close to four-fifths of these households ere headed by
vomen, with average household income not much more than half that

of married couple households. The number of vyoungsters
approaching college age in these households 1s disproportionately
high and increasing, and they have much grester difficulty

paying for college education than those from two-psrent families.

19§
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3. What ara tha trands in enrollmant?
Total Earollment

Collage anrollment at the opening of the academic yaar 1986-
87 was just over 12 million. (See Exhibit 10.) %otal enrollment
has been holding within a ranga of 12.5 nmillion to 12.2 nillion
for the last five years. This is naws because from 1980 to 1985
the college-age population decreased and many earlier analysts
had projacted significant declines in enrollment based on the
decline in the collage-age population.

Coliage-Going Ratas.

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 Aga 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 decraased 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 schouol 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 half was accounted for by students 2°¢ to 34.

Minority Enrollaant

Trends in minority eprollment are mixed during the 1980s.
Enrollment of black men and women .ias decreased significantly
since peaks 1n the early to mid-80s. Enrollmen of Hispanic men
and women has cor.inued to increase. From 1980 to 1985, Hispanic
enrollaent increased close to 30%. This appears to be true
because of incieases 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. 1In any event, while Hispanics accoun.ed for only a
little over 4% of college enrollment an 1980, they account for
close to 20% of the increase in enrollment from 1980 to 1985.

ERIC 39
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Whet ere the economic forces responsible for these trends?
Major economic forces responsible for these trends include:

Trensforrmation of the economic bese

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 rational investment policies. 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.

Infletion

During the period of high inflation from the eerly 1970s to
the early 1980s, college and universities held tuicion increases
below the cost of 1living increases. Over this period, the
resource base of the institutions was eroded: physical piant 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 theair
asset bases. Faced either with a permanent reduction in the
relative economic status of people they employ--and a loss in
their ebility 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.

Unemploysent

Though the unemployment rete has declined significantly from
peak levels in 1981 and 1982, it remeins high by historical
standards, cven for the college-age group, (See Exhibit 12) and
especially for minority youth. (See Exhibit 13.)

People without 3jobs enroll in college to improve their
future prospects. Consequently, high unemployment rates Lave
probably played a role in sustaining college enrollment.

Student Aid

Federal aid peid to students hes not kept up with tuition
costs end the the share of student eid peckeges awarded es grents
hes decreseed significently while the shere awarded as locans hes
increesed. (Exhibits 14 and 15.)

—
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A very large percentage of students are trying to cope with
college costs by working. Over 40 perceat 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 pinimum wage is a floor under
hourly wage rates that may be used as one measure--if not of the
level at least of the trends--ir. the earnings of young college
students workipg 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 col ege. (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 more 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 tvition 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 rtudent aid on the lowes: income students with
the greates: 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 situdents 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 i8.)

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
student 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 sinca 1980 from well
under $3 billion to about $6 billion-~tecoming among the fastest
growing components of college and university budgets. (See
Exhibit 21.) The increasing costs to the coileges of providing
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this aid is part of the reason tuitions have increased.

5. What 4is the outlook for the future of college coets and
aftordabilitcy?

On the (ost side:

Year-to-year increases in college tuition have sl )wed
markedly over the last geveral years as the institutions have
come closer to making up for the lusses 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 iate
1970s and early 1580s.

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 are resulting in greater income inequality in the
Jnited States.

The gap in income between the rich and the poor is growing.
The gap 1n income between the whites and the blacks and Hispanics
18 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 savirnrgs,
corporate profits, and Federal and State budget resources to pay
for r~ducation.

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 abilaty 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.

2.2

ERIC

Aruitoxt provided by Eic:




198

Exhibit 1

TRENDS IN TUITION AND REQUIRED FEES
IN

D tuition - All Private
institutions

B Tuton - Al Public Institutions

|
PUBLIC AND PRIVATE INSTITUTIONS J
|
|

Source:

U.S. Department of Education.
Center for Educ 'tion Statistics.
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Exhibit 2

PERCENT INCREASE IN TUITION AND REQUIRED PEIS

Private
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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 AMD REQUIRED FEE8

- For PFull-Vime. Is-Stete. Undergradustes
Four-Yeer Two-Yeer
Ynivereitiee Colleges Colleges All Inetitutione
Public ' v ublic Privete Pudlic P.ivete Pudlic Private

1963-64 201 1,210 218 918 97 642 234 1.012
1964-65 29 1,297 224 1,023 9 702 243 1,008
1965-66 327 1,369 2. 1,006 109 768 257 1.15%4
1966-67 360 1 456 259 1,162 1 043 2758 1,21
1967-68 366 1,234 abw 1,237 144 92 20 1,291
1960-69 77 1,630 20 1,338 170 956 295 1,30
1969-70 427 1,009 306 1,468 178 1.034 323 1,%3]
1970-71 470 1,900 332 1,60) 187 1,109 sl 1,604
1971-72 526 2,13 h11} 1,721 192 1,172 376 1.020
1972-73 566 2,226 455 1,046 233 1,221 407 1,093
1973-74 S0l 2,378 462 1,92% 274 1.30) 430 1.909
1974-7% 599 2,614 440 1,954 M 1,367 432 2.117
1975-76 642 2,001 469 2.004 245 1,427 42 2.272
1976-77 609 3.081 564 2.35%1 0 1.592 479 2,467
1977-78 736 3,240 596 2.%20 306 1.706 %12 2,634
1970-79 kkkl 3. 407 622 2,17 327 1,031 54) 2,067
1979-00 040 3.1 662 3.020 5% 2,062 S0 3,130
1900-01 918 4.275 721 3,3% k] L] 2,412 63 3,490
1901-02 1.042 4.007 [ P& 3,055 432 2,697 721 3.972
1902-0) 1,16 5,583 936 4.329 a7 3.008 790 4.429

r 1,204 6,217 1.092 4,726 528 3.099 891 4,081

] 1,300 6.026 1,116 5,126 579 3,340 960 5,281

[ ] 1,510 7.440 1,200 S,.540 620 3,620 1,040 $.720

r = revieed, p = preliminery. ¢ = estinmete

Source: U.S. Depertment of Educetion, Center for Educetion Stetistics,
Digest of Bducetion Stetistics. 1905-86.

Percent
Incresse:

1975-76 to
1900-01 4.5 .4 $2.7 6.7 57.1 69.1 46.2 54.0

1900-01 to
1905-06 65.0 1.1 66.48 6.4 61.0 %0.0 64.2 61.5

1970-71 to
1905-06 215.9 290.9 261.4 245.6 231.6 226.4 196.3 239.7

ERIC 20y

|




1974

2y ]
o SRy

Source:

O

ERIC

Aruitoxt provided by Eic:

R
iy

2

2

201
Exhibit 4

HIGHER EDUCATION PRICE INDEX

Percent increase:

to 1980 Conmpared With 1980 to 1986

35.6%

Lty e

Lo L

““““ [l
W !

o
TR

1974-80 1980-86

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
1979-80 to 1984-85

0Kk 108 208 30% 40% 0% 60X 70X 00X
!wurul 62 0%

Revenves | ]619%
Geversmeatl Sewrces
toemt | | 50.4%
State [ 1%0.1%
Fodersi | ]3sax
Privete Sewrces
Twtion snd Fors [EEEREENE 70 <
Seles and Servics nn

tntowment icome - [ 2 1 »
Gins. ronts & Controcis (N 7+ <

Source- U.S. Department of Education.
Tenter for Education Statistacs.
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Exhibit 6

WHY TUITION KEEPS GOING UP

1. COST PRESSURES
2. SPENDING PRESSURES

3. REVENUE SHORTFALLS

EXAMPLE:
Percent
Year 1 Year 2 Increase
Total Expenditures 100 104 4
Tctal Revenues 100 104 4
Tuition and Fees
and Other Pravate
Sources 50 56 12
Federal, State. and
Local Sources 50 (1] - 4
Total Expenditures 100 104 4
Instruction 50 48 - 4
Academic Support
Compucers 10 (19) 12 (15) 20
($1000} ($800)
Operataor, and
Maaintenance 10 10 -
Repaar 5 6 20
Utzlataes 5 4 - 20
Other 30 34 13

o 74 )
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Exhibit 7

CUMULATIVE LAG IN THE PURCHASING POWER -
or

FACULTY SALARILS

1974 1876 1978 1980 1982

~10 A
Cummulative
Lagin
Purchasing
Pewer

The cumulative lag in purchasing power 1s
celcu.ated ss the difference between the rate
of i1a-rease in faculty saleries and the rate ¢
inSrease in the consumer price index.

Sources: Calc..z:ed from data Zrom:

ATer_-2~ aAssociation O0f University Professors.
J.5 3ureau of Labor Stetistics.

O
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Exhibit 8

Trends In Average Saleries

Aversgeseleriedia 1 9807dallars)a SeleclodbitoCeliarPrefessisnsy

ooy
B Attorney i
B engneer v
B cremist v
O Accountent 1l

O Toschers . $35000

" Full Prof . Public. ‘ 3 )
Dectorel ; P . Fa-f $30000

4 Asst Prof , Public, ; “_- 2, ,ﬂ | $2s000

L $20000

Tt $15000
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Exhibit 9

COMPARISON OF TRENDS IN INCOME
AND TUITION, 1980-85

00% 1508 3008 4508 600% 750% 90.0%

Toitien Private Universities IR 1 .1
Puiic Four-Yeor Colieges (RN <o «x
Pubtic unversities [N 5 0x
Privete Four-Year Colieges (NN o5 <%

Public Two-Yerr Ce!'--ng
Private Two-Year Colleges
Income Household Hesd, Age 65+
Housshold Heed, College S+ Years
Dispassbie lacome Por Capils
Household Head, College 4 Years
Merried Couple, Wife in Labor Force
Household Head. Age 45-54
White Families
Glack Femilies
Houssheld Heed, Age 33-44
Mledion Family Income
Femnale Houssholder, Ne Husbend
" Househeld Hasd, Age 55-64
Merried Couple, Wifs Nol in Leb
Hispanic Orign Fonvlios Bz ier] 20.9%
Fale Housshelder, Nv Wife Present ) 298
Househeld Heed, 1-3 Yaers College ;
Hourly Wages. Production Werkers |[iZiagneiii e ] 2078
Household Hoed, Age 25-34 [ -3275%
Household Hesd. 8 Years Education E 126 1%
Household Head, Les3 then 8 Yeers 249,
Educstion
Housshold Hoed, 1-3YearsHS [__._0] 1068
Household Head, Age 18-24 [ -] 1038
Minimum Wage DO.II

Porceat lacreess, 1980-1985
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Exhibit 10

CHRONOLOGY OF ECONOMIC CYCLES AND POLITICAL BVENTS
TRAT NAVE APPECTED COLLEGE EMKOLLMENT
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Exhibit 11
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Exhibit 12

UNEMPLOYMENT RATE OF COLLEGE-AGE YOUTH
COMPARED TO THE RATE FOR ALL CIVILIAN WORKERS
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Exhibit

i3

UNEMPLOYMENT RATES
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Exhibit 14

TRENDS IN FEDERAL STUDBNT AID *

Current Dollars

1980 - 1986

Includes Private loan funds provided to
students by banks and other lenders under
the Guaranteed Student Loan Program.

Based on data from the U. S. Department of
Education, Center for Statistics:; Office
of Managenment and Budget: Veterans
Administration; and College Board.
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Exhibit 15

1980 to 1968
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Exhibit 16

HOURS NECESSARY TO WORK
TO PAY TUITION, RUOM AND BOARD
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Exhibit 17

STUDENT LOAN COMMITMENTS

Cunmuletive Commitments $ince Inception of the Program

1967-1936

Sourcy: U.S. Department of Educ 1ion,
Guaranteed Student Loan Program.
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Exhibit 18

POVERTY TRENDS

Trends in the Numbsr of Peopls
Bslow the Official Poverty Line

1960 - 1984
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Exhibit 19

COMPARISON OF INCREASES
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STUDENT AID AND TUITION CHARGES
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EBxhibit 20

GRONTH OF

INSTITUTIONALLY FUNDED STUDENT AID

Current Dollars
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Exhibit 21

TRENDS IN COLLEGE AND UNIVERSITY EXPENDITURES

Percantage Increase in Current Fund Expenditures:

1979-80 to 1984-85
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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. Cray. Thank you very much.

In té%t about 18 months, we lzj_llll celebrate the fortietl:l aAmiversa-
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
Krogrees, especially through 1980, toward meeting that goal. Still,

owever, 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 obliged to make, and it is the setting in which the family
life is ied 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 alsc 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 chiidren 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
opportuni‘y 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 milliou 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 Co>rtificate Program and with President
Reagan’s Voucher Program suggests clearly that even when poor
families are given certificates that make it pregible for them to pa
the “fair market” rent, they still have difficulties. More than half
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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 soive 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-

ory.

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 elpi:g the poor? After looking at ways
by wkich families have improved their housing situation in the
past, I would suggest that there have been four o&tgions.

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 cpportu-
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 situation—that is, fam-
ilies moving into older units—one 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

\295




221

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 groupe 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 tiu-d 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 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.

inally, 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
y a temporary solution. It is acceptable only when there is the
that by some of the other means I mentioned that one’s
ousing situation will improve shortly. We are at a point where 1
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 1 am enco 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 ies, 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 tgo icy. 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 ont 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. Tha& ou very much.

[Prepared statement of Phillip Cloy follows:]
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PREPARED STATEMENT OF DR. PHILLIP L. CLAY, PrOFESSOR OF CITY PLANNING, DEPART-
MENT of URBAN STUDIES AND PLANNING, MA£SACHUSETTS INSTITUTE OF TECHNOLOGY,

Cammrince, MA

THANK 10U MR. CHAIRMAN.

I em grateful for the opportunity to address housing issues
facing American families. I will otfrer some perspectivea on the
nature of the problem and some suggestions for how to address
these problems which I would characterize as serious.

Introduction

Ve are just 18 months away from the 40th anniversary of the
Congress making a historic commitaent to the American family.
Specifically, the congress passed the Housing Act of 1949 that
stated tnat it is the poiicy of the United States that every
American family have " ... a decent home ... in a suitable
environnent."

After alzost forty years, we have made substantial housing
progress and ve are well beiow the one-third of the population
that was ill-housed at the end of World War II. We still have
a long way to g0, however, as millions are still inadequately
koused ¢~ to an increasing extent, not housed at all.

&
are at 03e critical poin<s where we search for new ideas
tnat Wl clected to the Corngressicral process ard crizi:
raview zni in scme fasnion become the nex+t federal strategy Ior

ncusing.

I sz ‘rcm Congressional assivity in this session tnzt we

froblem for Femilies

first, put the housing probiem of families in scce
rerspective.
o During the 19803 we have had a major incresse in
the incidence of poverty among housenholds -- fr-om
just under 12 percent in 1970 to more than 15
percent in 1986. Federal programs that in the
1970s sparred nearliy 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 47%
increase in the rcentage of families with
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children who have incomes below the poverty 1’,e
trom 11% 1in 1973 to 17% in 1983 (using 1983
constant dollars.) This higher incidence of
poverty has remained steady despite economic
recovery.

0 About 12-14 million <families are presently
i1l~-housed, tnat is they live in a
substandard units, are crowded, or pay more
than 30% of their income for housing.

[} An estimated 2-3 million persons are
homeless. The largest and most rapid growth
in tnis population has been homeless
fapilies.

o All fapilies with children (except those in
the top rirth of the income distribution)
have lost income (in constant dollars) during
the 1980s. Por all families this amounts to
7%, bdut for families with below median
incunes, this loas has been three to six
times this much. During the same period,
housing prices, rsnts, interest rates and
other housing cost factors have leaped
forward and remained at historic high
levels.

[ 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
1970s.

0 For the first tige this decade, the steady
marci toward homeswnersnip has come to & hal:.
we heve now a deceie in wnich the ownership
ratz nas acsually declired from 66 to 64
rercant after a staeady 4C year climb; Zor
young fra:ilites (ne2aded by persons age, 25-34&),
the rate decreased 7 percent between 1980 ani
19685 alone, from £2 percent to 55 percent.
This figure includes many middleclass as well
a3 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 wmobile homes.

ERIC 2og
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I could go on with the statistics, dbut suffice it to say
that not orly have families with children found it more
difficult to improve their housing status, housing is a
probien ror families that nas broadened and deepened during
this decade, affecting not just the poor dbut even middle
income families.

In ny 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 a2 we need to do
address the housing needs of families.

Before turning to these questions, I want to emphasize
that the problem in housi.g is not that the families need
more money. We know from the experience with the Section &
Certificate Program, for example, that when ability to pay
the rent is not an issue, moat poor families with
certificates still have a housing problem. Money is
importent, but the housing problem is, first and foremoet, a
housing problem, rot an income problem. s point applies
to the roor, moderate income, and even middle income
families. Indeed many families now face the housing markets
with more resources than their parents nad at a comparatle
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 vs
have nc: as a nation really tried to address housing problems
during *he 1980s. It has been 7 years eince congress has
taken 2 look at housing and atteapted to correct probiems or
update srograms. A faw demonstration and pilot efforts
represa2nt the only initia<ivea olfered in recent years.

a2 i3 in conzrast te several decades when congress
wous:ng poiicy in specizic directions to adéress
ary housing ccnceras. Tzis is the longest feriod in
30 yesrz wnen the most egiznificant transaction affeciing
Zam1l1i23s has sotsen so 1lissle suprort despite an escalatiorn
c? the sroblen. I maks this statement despite tax cuis and
tax reZ2rm wiich, in fact, have combined to hurt our efforzs
to previde affordadle housing.

Thare have been three distinct phases to U. 8. housing
policy. In these phases wnich go back to the 1940s, we
constar:ly sought to remove rcadblocks to improving tas
nation's housing supply. In the first phase, we instituted a
public housing program and put a national mortgags system in
place. We offered homeownership benefits to young fumilies
and veterans with FHA and VA programs. We crsated tax

2?9
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incentives and preferences to encourage housing development
and consumption.

In Phase 2, starting in the mid-i360s, 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 &
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 market tor 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 renabilitation and neighborhood conservation. We
increased and enhanced tax preferences relaved 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 edminstration that
has sought not to tix the sh.p, but rather to abandon the
ship.

1 mignt also address the question of what has changed in
another 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.

Trad.z:ionalily families have had 4 options to address
taszis heusing nesds and goals: savings and family
aszissancs. Triltering cowrn cf older units, accepting putlic
or assisté¢l hous:ing, or ca2nging cornsumption goals and
grazsrerc2s. These ortioms, at diZ7erent times and in
G:.2Z2rens contination cvers:ze, he_rved most families,
inzluéins roor cnes becoze patier housed. That is how it
usel to work. why can't 1t work tnat way now?

Firs:, saving is not a rotential route for maay
households. HNot only has the cost of housing gone up faster
in recent years than the return on savings, families have had
les3 real income from which to save. Moreover. the ability
to Zinance home purchase wita low downpayment have run up
agz1nst tne realities of housing finance and declining
economic fortures for poor and worzingclass families. In
recent years, the metaphor tor families has not been
"building a nestegg," but "getting on the (housing) train




Q

ERIC

Aruitoxt provided by Eic:

226

wefore its leaves the station.” The overconsumption or
ipeculative behavior on the part of some to "get aboard" the
ousing train inflate prices and wmake it difficult for
1thers 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 nunmber of
wves, the less well off family would be able to improve the
wusing within limits of their income. The situation is
uite different now. The demand tor housing which used to be
ieet, in net terms, by new construction, in recent year, has
ieen met to the extent of 20% - by older housing. In other
'ords, the poor have to compete with the non-poor for older
nits. HNot 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 nonpoor famities. It 1s, 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
ousehotds have higher incomes or more workers but without
he obligations that families have. They are able and
4111ing 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
roportion headed by women, cannot compete.

Third, families used to have access to a variety of
ublic and assisted housing programs. These programs were
riticel 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 %5 relieve pressure on the nonsubsidized
tociz, All of these proz-ams now have long waiting lists
haz ccntinue %o grow ané with it the pressure in the privete
arkes.

in2lly, the hcusenclds have been willing to change
neir prerferences t; asriving for less, at least tencrorarily.
ranging prererences is orly an option when progress is in
he wind. It is now more an option for single individuals
kan for families. Families need space for their children
nd facily life. It is not appropriate tor a family to
hoose bad housing in order to save, nor is crowding
cceptadle ror longiime. Suffering is bearable when one tees
edenpiion or reasonable hope thereof.

In short, the old tocls tor upward mobility im housing
o not work effectively tcday. Families are not in a
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poeition to engage in ult—hox and ve have little st the
federal level to help them. ile some cities and states
have been creative, only a ssmall nusber of fasilies in 'Y
limited nusver of places have denefited .

Nev Directione for National Eousing Policy

It ie not appropriate here to go into detail about
hcueing programe. Part of the anguish in Vashington and
eleevhere in the country fe tnat we have s list ¢f prodiens
and concerne but no way to addrese them. Ny viev is that we
need to develop a Phase ¢ rou.cy. Ve caanot sontinue without
8 national housing policy if for no other reason than ve wvill
sake negative prog:cee.

Taking account o all of the lessons I have learned fros
looking at the hietory of housing poLicy as vell as the
present eituation, I dc¢ not.think we can have s single grand
progran, nor ehould ve aseuze that the federal govermment
should take eole reeponeibility. Ve need many initistives
vhich ehould be pureued in partnerenip vith state and local
government and with the monprofit sector.

My euggeetion for elements of a Phase 4 include the
following:

° A production program for pudblic and assisted
housing that offers the prospect of persamest and
affordable benefit. %The progras should de fargeted
to :ight markete and to aress vhere nev supply is
needeqd.

o A continuation of vouchere for the poor and for
fanilies in markets vhere thers are availabdle

units.

¢ sncrzased Zalr housing that prevente the kind
discrioinasion against families tnat is so
widesyread now and tha: constitutee an additional
barr:er for families.

[} An eZZective means to coneerve the supply of {ublic
and assisted housing vhich will te at incressing
risk over the next decade.

[ Incentives and prograas to encourage the
private production of affordable privete housing.

0 Prograns to develop greater capacity for
nonprorit and community-based housing initiativee
that can tap comamunity spirit, promote self-help
and facilitate pudlic-private partnerships.

Conclusion

I wvelcome the current interest in the corgrese that
recognizee that mary of the probiems from the and 708 are
etill with us. In believe that in cities and comaunities
acroes the country, there are ideas that when given a fair
hearing vill be compelling, budget constraints,
notvithstanding. I am graterul ror the oz rtunity you have
given Re and am happy to ansver your queetions.

232
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Chairman MiLLER. Thank you.
Dr. Chollet.

STATEMENT OF DEBORAH J. CHOLLET, PH.D., SENIOR RESEARCH
ASSOCIATE, EMPLOYEE BENEFITS RESEARCH INSTITUTE,
WASHINGTON, DC

Ms. CHoLLET. Good morning.

I would like first to introduce my institutional affiliation. The
Employee Benefit Research Institu e is a nonpartisan, nonprofit,

blic 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 iealth 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, rnore 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 iirst 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 and physi-
cians since the cost of caring for patients who are unable to pay is
unevenly distributed. It is a problem for employers, and especiall
smaller employers who pahmuch 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 benefit and prohibits many families from
purchasing individual co'.erafe.

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 em;loyer—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 historicali - low rates of employer health cover-
age, includin‘i:;tail trade, construction, and business services, has
risen more four times as fast as employment in industries
with historically bigh rates of coverage, includi manufacturing,
transportation, and professional services. The continuation of this
trend toward faster employment growth in low-coverage industries
may result in a contin: 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 esrecmllll among
children, than it has been among workers themselves. Altho
the proportion of workers covered t; an employer plan has de-
clined since 1982, the number of worﬂers covere«{ 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 decli Employer plans actually
cov: one million fewer children in 1985 than in 1982, At the
uametime,thenumberandrmorﬁonofchildmnwithotherpri-
vate coverage also fell. As a t, the number of privately-insured

i in the United States fell by more than two million be-
dr‘entween 19t1812 and 198& and tLe nandumber ohfglb umnsumdl‘ s ui:,llnlildren, chil-

without private coverage 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,
infact,eonhnuetogrow.Theaeincludethegrowingnumberof
children in low-income, single-parent families, the nsing cost of

among the ,

'l’henummrofchildnnintheUnitedStamliviuinsingle-
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- mnt families. Children in single-parent families are five
times as likely as children ia two-parent families to be and
ore than twice as likcly to be insured. In 1935, one-half of all chil-
dren in single-parent families were poor, and one-third were unin-

In part because of the growing number of single-parent families,

the number and percent of children in povertgetii:gniﬁeantly
ter now than at the beginning of the decade. Batween 1979 and
985, 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 costs of health care and health insurance have

¢ . declining income status of families with
n and risirg price of health insurance have probably both
contributed the decline in private, nonemplover insurance
Finaliy, the erosion of Medicaid coverage among the poor and
.Medieaﬁ’l exclusion of the working poor may be important factors
in further eroding the rate of health insurance cove amox
children. Only about one-half of all poor children qualified for M
icaid in 1986. goor children without private insurance, one-
third failed to ify for Medicaid. The very lc / level of ifyi
i i S sy enC s i
is an im in the failure of man c n
to quali forhodiuidbeneﬁu.lnlm,halfofaﬁ tates accept
i income for AFDC and Medicaid at less than 48 percent
of the F cmmdard
Among all chi in the United States, however, the children
of the working poor are the most likel tobeuninmmd.%
poor children In families headedgebe a full- worker, nearly A
46 percent, were uninsured in 1985. Poor children living in families
headed by a full-year worker are less likely to be insured than
those in part-year worker families and much less likely to be unin-

i
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sured 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 crntinues 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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Przrarep StaTEMENT oF DxpoRaH J. CHoLLET, PH.D., SENIOR RESEARCH ASSOCIATE,
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Iatroduction

In 1985, 37 million nonelderly Americans reported no heslth ‘nsurance

coverage from any source; of these, nearly 35 million were adults and children

in civilisn, non-famm f-llhl.l The number of people without health

insursnce 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 mors than 22
percent between 1982 and 1985; the number of uninsured children under age 18

grew nearly 16 percent. In 1985, nearly 20 percent of all child.en under age

18 had n> heel’h insursnce coverage from any sourco. These data are reported

in Tadle 1.

The ervsion of heslth insurance coverage among the nonelderly population

is e matter of concern both for privatu industry and public policy. People
without heaith insurance coverage or other cbviou~ means of payment have

difficulty obtaining access to needed, nonsmergency medical care. When this

populetion does receive care and is unsble to pay, health care
providers--hospitals and physicians--are likely to shift the costs of tneir

care to privately insured petients in the form of highe~ charges

taployers, who aro the p- Y source of ~.'lvate insurance coverage among

1 unless otherwise indiceted. -e are besed ¢n RFRI tabuletions of the
Narch 1986 Current Populetion : » conducted by the {'.S. Depsrtment of
Commerce, Buresu of the Census. sany of these tabuletions sro also presented
in: "A Profile of the Yonelderly Populstion W::hout Health Insurance," EBRI
Issue Brief No. 66 (May 1987).
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Aruitoxt provided by Eic:

The Number and Percent of the Civilian Nonagricultural Population®
Without Health Insurance in 1985, and Grow*h between 1982 and 1985

1982 1985 Percent
Bumber Bumber Increase
Work Status (millions) Percent (millions) Percent 1982-1985

Total uninsured . . . 1/.4% 14.9%

Workers
Family headd
Other workers

Nonworkers
Childrenc
Adults

Source: EBRI tsbulations of the March 1983 and March 1986 Current Population
Surveys (U.S. Department of Commerce, Bureau of the Census).

8  pats exclude People under age ¢5 employed in the military or in
agriculture and members of their famllies.

b  The family hesd is the family or subfamily memeber with the greatest
earnings; sll other family members with earnings are designated as
secondary workers. Pamily-hesd workers include unrelsted individuals that
are wozkers.

CPecple under age 18 that reported no earnings and were not the famlily hesd.
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the none .derly populstion, have scught to avoid Lhis so-called "hidden tax” -on
privataly insured heslth care by negotiating charges with providers. As
esployer manage tiv 'r health plan costr more rigorously, health care providers
are less able to finance free care for people that are unsble to psy. This,
in turn, may further reduce acciss to care for uninsured population.

Providers may slso intensify cost-shifting to smaller employers who are unable
to negotiste provider discounts. The high cost of coverage gvailadle to small
employers, in turn, discourages many small businesses from offering health
benefits to their workers. In 1983, two-thirds of all workers without heslth
insurance benefits from 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
qualify for Medicsid, routine health care (including prenatsl care) may be
seriously neglected. Research on health services usec among people without
heslth insurance has repestedly frund that uningured people use much less
heslth care than people with insurance. even when heslth status or medicsl

conditions are similar.

Ibe Eropion of Private Health Insurance Coversge

The declining proportion of workers snd their dependents covered by
employer-sponsored heslth insu~ance is an important factor in the growing
number of nonelderly people without heslth insurance. In 1982, 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 1984, and edged up to 66

percent in 1985. LY

Employer plans hove covered s growing nuaber of workers since 1982; in
1985 employsr plans covered 88 million workers, compared to 84 million in
1982. Nevertheless, the number of workers without eamployer-sponsored heslth
insurance has risen much faster than the number with employer covarage. As s
result, the proportion of sll workers with employer-rponsored haslth insurance
has eroded--from 78 percent in 1982, to 76 percent in 1985. The number of
nonworker dependents covered by eamployer rlans has actuslly declined. In
1982, employer plans covered more than 47 million nonworkers, including 3¢
million children. In 1985, employcr rians covered 44 million nonworkers, and

fewer than 35 million children.

Coverage from other private insurance (principslly individually purchased
coverage) has slso declined since 1982. Agsin, the decline in coverage is
most appsrent 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 populstion and 7

percent of ch’ldren reported coverage from such a plan.

The decline in employer-sponsored coverage among workers and their
dependents parallels the redistribution of employment in the United Stetes.
Since 1980, employment in industries with hiatoricslly low rates of employer
coverage (inc.uding retsil trado, construction, and business services) has

grown more than four times as fast as cmployment in high-coverage industries
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(see Tsble 2). Relstively fsst employment growth in low-coverage industries
(psrticulsrly in retsil trcde, and business and personsl services) is likely
to zontinue; this trend may further erode the rate of esployer-sponsored

health insurance asong workers and their families in future yesrs.

Nencoversge Among Children

The relstively high and growing proportion of children without health
insurance is s matter of particular c.ncern. In 1985, 20 percent of all
children under sge 18 were uninsured. The reasons for growing noncoverage
among children probadly include: (1) the growing number of low-income,
single-psrent families with children; (2) the coet of heslth insurance; and
(3) the erosion of Medicsid coverage among the poor--including poor femilies
with chiléren.

-parent es. The rising number cf low-income,
single-psrent familiee has probably contributed to the growing rate of
noncoverage among children. In 1985, neurly 27 percent of sll children under
age 18 lived in single-parent familiee; smong children in poverty, nearly

two-thirds (65 percent) lived in single-parent families.

Children living with s single parent are more than twice as likoly as .
children in two-pacent familios to be uninsured. In 1985, ono-third (33
percent) of all children in single-parent familios were uninsured from any

source, compsred to 14 percent among children in two-parent femilies (see

ERIC
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Table 2

Total Nonsgricultural Civilisn Bmployment, Ratee of Employment Growth
and Employer-based Nealth Insurance Coverage by Industry, 1985

— 190 Meslovaent Rate of Percent of
Busber of employmant workers with
workers  Percent of change esployer heslith
Industry (thousands) all workers  1980-1983 plan, 1985%
All workers 103,163 100.0% 8.3% 75.0%

Mining 939 0.9% -4.1% ss.n
Namufscturing 20,879 20.2 -4.8 8.2
Trameportaion,

cemmnication

and public utilities 7,348 7.3 15.7 87.%
Finance, imsursnce

and real estate 7,003 .87 16.9 8.1
Whelessle trade 4,341 6.2 10.7 84.1
Prefessional s

relsted secvices 21,%63 20.9 8.6 81.7
Public sdministretion 4,995 4.8 6.5 87.6
Total, high-coverage (1,270 65.2% 2% 85.6%

Comstruction 6,907 6.8% 12.4% 66.2%
Betall trade 17,935 17.4 10.4 63.7
Business and

sepair services 5,321 s.2 60.6 6.0
Persensl services 4,352 4.2 13.4 50.3
Matertainnent and

recreation 1,278 1.2 22.1 59.4
Total, low-ceverage 35,893 Jan 17.0% €2.9%

Source: EBAI tabulatiens ¢f the Narch 1906 Current Populetion Survey (U.S.
Depertasnt of Commurce, Buresu of the Census); and U.S. Departament of
Commerce, Buresu of the Census, Statistical Abstract of the United
States. 1987, p. 308.

¢ Excludes sgriculture, forestry, fisheries, snd miscellaneous services.
® Includes wage snd sslary workers; excludes self-employed workers.
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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 1985, more than one-half (55 percent) of all ~hildren in
single-parent familios were poor. By comparison, the poverty rate among

children in two-perent families was 11 percent.

Among all children in the United States, children of the working poor are
the most likely to be uninsured. Amon: children in poor families headed by o
full-year worker, nearly one-half (46 percent) were uninsured. The high rate
of noncoverage among poor children in wsrker families is the same whether the

faaily is headed by a single perent or by two parents.

Lower coverage among poor children in families of full-year workers

reflects such their lower rate of Medicaid eligability, compared to children

in faailies hecded by a ker or by an adult that works seasonslly or
intermittently. In 1985, poor children in single-parent families headod by o
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 somowhat higher rete of employer coverage
among poor children in two-parent worker families, the difference in Medicaid
coverage between nonworker and worker families is comperable to that observed

among children in single-perent families.

Ihe cost of insurance coverasze. The declining rate of privete insurance
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The Percent of Children with Heslth Insurance Coverage
from Various Sources, by Family Type,
Work Ststus of the Family Head, and Poverty Ststus, 1985
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Table 3

Family Type/

Work Status Number of

of Family Children Totsl [IEmployer Total

deadt® (millions) Private Covorage Public NMedicaid Uninsured

All childcen
Total 55.4 67.1% 62.0% 16 .0% 14.1% 19.5%
Spouse present 40.6 80.7 75.8 7.% 5.4 14.4
Pull-year worker 38.4 83.4 719.2 5.8 3.5 13.6
Part-year worker 1.0 s51.4 3%.6 20.1 18.7 33.8
Sonworker 1.1 13.4 - 64.6 60.0 2%.9
Spouse sbaent 14.8 29.8 24.2 39.4 37.8 33.4
full-year worker 8.1 47.0 40.8 15.7 1a.1 40.3
Part-year worker 1.9 22.% 14.1 51.6 49.3 31.2
Nonworker 4.9 3.% - 75.0 13.7 22.6
Children in Familjes Delow Povarty

Total 12.6 17.0% 12.4% 52.7% 51.5% 33.4%
Spouse present 4.4 30.4 24.7 33.8 31.8 39.9
full-year worker 3.2 3.8 2.0 22.3 21.1 45.0
Part-year worker 0.4 30.3 18.% 8.1 34.3 371.%
Nonworksr 0.9 b - 73.8 70.7 22.1
Spouse ebser_ 8.2 9.8 5.7 63.2 62.2 29.8
full-year worker 2.2 21.% 14.5 36.4 35.% 46.2
Part-year worker 1.% 14.6 9.4 60.4 8.8 30.7
Nonwork r 4.5 2.3 - 77.% 76.7 21.2

SOURCK: Employee Bensfit Research Institute tabulstions of the March 198¢
Current Populetion Survey (U.$. Department of Commerce, Bureau of the

Census) .

®  Dats exclude people under age 65 employed in the military or in
agricultire and sembers of their families.

The family head is the feally

or subfanily memeber with the greatest earnings; all other femily membors

with earnings are designated as secondary workers.
include unreleted individusls that are workers.

Femily-head workers
Full-year workers are

defined as workers that were either employed or sought work for 35 weeks
or more during 198«
b geatisticelly inaignificant.
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coversge among children--and the growing rate of noncoverage--probably aleo
reflects the rising cost of both employer-sponsored health insurance and

individually purchased insurance.

In 1985, nearly 20 percent of uninsured children lived with a parent (or,
rarely, a spouse) with coverage from an employer plan. Employer plane
typically allow workers to include dependents. Increasingly, however, workers
are required to contribute all or part of the cost of coverage for
dependents. In 1985, 54 percent of larger-establishaent 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 (perhape
one-third of insured children living with an employer-insured parent or
spouse), the level of family income ($30,000 or more in 1985) suggests that an

employee contribution for coverage might have been affordable.

Data that measure the cost of individusl insurance coverage are
unavailable. It is likely, howevsr, that the cost of individual coverage ie
rieing at least as fast as the cost of health care as « whole. Between 1980
and 1985, the cost of health care (as measured by the medical care component
of the consumer price index) rose nearly 52 percent--an aversge annual rate of
nearly 9 percent. At the same time, the proportion of fanilies with children
in poverty rose from 10 percent to nearly 13 pertent. persistent increases in
the cost of health carc snd health insurance, coupled with the declining

income status of families with children, have probably contributed to the
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erosion of private insurance coverage among children.

Hedicaid. Medicaid is s federal-state program that finances heelth care
services for, smong 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 covsrage
from Nedicaid; 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; 37

percent reported no coverage fram any source.

The relativsly low rate of Medicaid covsrage among children in poverty is
in part due to the erosion of qualifying income for AFDC benefits reletive to
the federsl poverty standard. AFDC (Aid to Families with Depondent Children)
is s federal-state cash assistance program that automstically confers Medicaid
eligibility. Most childron who qualify for Medicaid benefits do so through
the AFDC prograam. Esch state determines the income ceiling that qualifios

categorically eligible families in that state for AFDC benefits.

No state sutomatically indexss qualifying income to the cost of living.
As 8 result, qualifying income in most states hasg eroded relative to ths
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 quslifying income at more than 79 percent of poverty. In 1986,
average (and median) qualifying income for AFDC bonefits was less than half

the [:deral povsrty gtandard (48 percent). As 8 rogult, many poor familiss
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with children fail to qualify for either AFDC or Medicaid.?

Svsmary snd Concluding Remacks

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 covecage is provided by employer
plans, the rate of employment ic an important factor in explaining the rate of
insurance coversge among workers and anong dependent children. In general,
one would expect an expanding economy to improve ratos of insurance covorage

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 coversge have declined--especially smong families with children. In
1985, employer plans covered fewer children, absoluteiy and as a percent of
all children, then they did in 1982. Reasuns 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 fiims may be rising faster than employment in large
firms. If the faster expansion of employment in lce- coverage sectors
continues, the aggregate rate of employer coverage smong workeis and their

dependents may continue to decline.

2 In Texas, for example, a family of threo with a monthly incomo of $185 in
1986 would have failed to financially qualify for AFDC and Medicaid.
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Other trends re.sted to families with children slso suggeet that the lose
of insurance coversge among children, in particular, may continus. The
growing number of low-income eingle-parent famillee may be sn important factor
in further reducing the mumber and p: vortion of children with health
insurance. Children in eingle-psrent families are five times as likely as
chiléren in two-parent familiee to be poor, and more than twice as likely to
be uninsured.

In part dbecause of the growing number of eingle-parent families, the
nusber and percent of families in poverty ie eignificantly grester now than at
the beginning of the decade. Between 1579 and 1985, the number of people in
poor families with children rose 25 percent, and .ae proportion of families
with children “hat are poor ross by four percentage pointe: more than
one-fifth ¢ all people in families with children are poor. Concurrently, the
cost of health care and heslth insurance have been incressing ' an aversge
annual rate of more thsn 9 percent--faster thin the cost of - . consumer
§09ds and eervices, and faster then average family income. The sroding
ability of families to buy heslth insurence ie reflected in the lose of

private, non-employer coverage among children eince 19892.

Yinally, the eroeion of Nedicaid coverage among the poor and Medicaid'e
exclusion of the working poor may be important in the continuing decline of
insurance coverage among children. Only about half of sll poor children
qualify for Medicald; more than ome-third of poo= children without private
insurance coversge falled to qualify for Nedicaid and were uninsurod

throughout the year. The lew lsvele of qualifying income that many atates set
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for AFDC and, therefore, Medicaid eligibility is probably an important factor
in the failure of these children to quilify for Medicaid. Although the 1984
Deficit Reduction Act (DEFRA) 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.cume ior
AFDC benefits established by most states is likely to continue to depress

Medicaid coversge among poor familles 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-incomo
working families with children, if they do not have access to an employer
health plan. The rate of noncoverage smong 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 1985. Without access to Medicaid, these

families are largely without access to insurance coverage of any type.

Various messures have been proposed to address private employer coverage
among workers and their families and Medicaid covorage of the poor and
near-poor. As 2 nonpartisan research organization, the Employec Benefl:
Research Instltute does not endorse any particular proposal. However, each of
these proposals, and others relatod to federal ané state welfare reform,
deaerve serious consideration by the Congross and the public. Access to
health care and responsible health care financing in the Uniter States are
issues of growing importance, and may be among the mogt critical issues for

famllies 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. CagisoN. 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 nse 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 rould solve the social ills of the time. Women were
needed at hoire to care for the children, they said, and wages must
g:sad]usted so that fathers would be paid on a family-sustaining

is.

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

rominent economist reported, maintenance of a family of five had
‘come almost universally to be accepted as the test of adguacy of
the wage of the adult male.” For womer, it was assumed, wages
would be calculated only on an individual basis.

It is important to note here that the concept of & 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 fg:fht 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

“a
‘
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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 medest comllort
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 icularly 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 femily. 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 had 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. what might be done to aid
America’s families in tomorrow’s economy? I reconimend 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 meaningf{'xl 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 preechool children under the age of 7, whether or ot 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
dependent 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-

rted 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 ¢ 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 dependent children without dis-
rupting free wage ma' ets, without depending on gender discrimi-
nation as the old faa 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 coset in lost revenues. If an effective pro-family tax cut
of this size cannot now be afforded, only certain parts of the plan
inight be implemented at this time. Or, as an alternative—and I
ccmmit heresy here—a modest tax increase in another revenue cat-
esgory 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:]

ERIC 251




O

ERIC

Aruitoxt provided by Eic:

247

PREPARED STATEMENT OF ALLAN C. CARLSON, PH.D., PRES'DENT, THE ROCKFORD
InsTITUTE, ROCKFORD, IL

The economic status of the family in America is not
particularly healthy in 1987, and this committee 15 to be commended
for choosing to address the subject of American families ain

:onorrou‘s economy .

I coms before you today as President of The Rockford
Institute, a non-profit research ;nd publishing center, and as
Director of the Institute's Center on the Family in America. My
doctoral dissertation, awarded in modern t?ropean social ard
economic history, concentrated on the origins and content ot
Swaden'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.

’ In looking at the economic pressures on American families, rnow
snd 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 cajable of meeting

the louming crisais.

I urge this committee to resist such terptation. Increased
governren® subsidization of now-private farily activities will not
strengthen ferilies. Indeed, the record in other nations and from
earlier t.mes shows over and again that the progressive
socialication of ear.y child care, housing, and education works,
in general, to weaken the praivate family economy, to ernde further
the independence of families relative to government, and to draw
governmertal officials into what might be called "lifestyle
:ngineering.' where some private family choices are rewarded and
subsidized (e.g. the use of day care) and others are ignored or

peaalized (e.q. the parental care of infants and small children).

More broadly, 1 believe that the real economic pr _ssures on
fanmilies today and in the future cannot he.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 th~»
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leaders of the labor movement, the Progressive movement, & branch
of the femin:st movement, and the activist wing of the Democratic
Party. 1In 15%, for example, Samuel Gompers, President of the
American Feceration of Labor, claimed for male workers "e living
wage--which w'en expended i1n an economic manner shall be sufficiert
to maintain ar 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, ard pay husbands a sufficient amount to maintein e
family of five. As Mary Anderson, head of the Lebor Depertment's
‘honen's Bureau unde: Franklin Delanc Roosevelt, expleined, the
troubled family economy "could be taken care of if the providec 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, maintenence of e
family of five had "come almost universally to be accepted as the
test of adequacy of the wage of the adult male."<3> Por women, it
was assumed, wages need be calculated on an individual basis, since
they commonly supported only themselves or worked to supplesent the

husband’s wage.:4>

, The Amer.can business community bitterly fought the "family
wage® concept, labelling it (correctly) as arn artificial
restriction on the size of the labor pool and a stimulant to higher

wages.<5> 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 ¢5 percent of American jobs 1n 1960 paid
enough to sustain a family of five i1n modest comfort.<6> This
development, 3t should be noted, was reinforced by positive
government acts. 1In 1948, for example, a Democratic President and
a Republican Congress agreed on an increase 1n 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.
#lousing 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
steady--1f gsometimes exaggerated--movement of married women into
t%e paid .abor market, and a consequent readjustment of wage scales
away from the family standard. During the mi1d-1960°s, legislation

such as The Equal Pay Act and The Civil Rights Act effectively made

PL
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1ilegal the "fam:ly wage” pa:d to male heads-cf-household. B;
1986, only ar estimated 40 percent of Amer.can sobs paid a
sufficient arount to sustain a family of five. The middle-class,
1t s true, 1s not d:sajpearirg. But 1increas:ingly, two 1ncores are
necessar, where one hac sufficed. 1In add.tion, there is MCUrnt1ng
evidence thal our continuved prosperity is being purchased by the
avoidance of ch:idren: 1n a sense, we are living well by expending
(or, more precisely, by fa:ling to reprcduce} our human

capital.<8>

Much of the stress that families now confront--the huge
"opportunity costs” facing young parents-to-be as they contenplate
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 i1n a "two career” marriage--these derive
from the demise of American's family wage ecrpomy, 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 socralize remaining
family functions, and sc¢ increase farilies' economic reliance on
the state, should be resisted. 1In order to save the family, we
should not urdermine 1t Ly 1rncreasing its direct dependence on

governmental largesse.

Rather, 1 recommend returning to that distinctively American,

and historically successful form of social policy: tax credits and
b4 p Y
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deductions xeyed to number and age of childrer,, which would allow
families with children to keep more of their earned income when

children are 1: the hrriic,

Taken together, four steps woulcd go far toward construct.ng a
contemporary American versio:r of a family wage economy, one focused
1n partaicular con deliver:ing 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

334,000 per child; (b) transform the existirg child care tax cred.t

O
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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 certa:in 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 vependent Child Credit of $600 to families in the year

of a child's birth or adoption.

Simple calculations of the full impact of such & plan on a
sample family with three small children, at varying income levels,

are presented i1n Appendix A. When comparing this plan with

™N
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pProvisions in place in 1988, under the terms of the Tax Reforr Act
of 1986, a farily of five with reported earnings of $25,000 would
retain $4,300 more in that year {net income would exceed repcrted
income due to the availability of $1,788 in payroll tax paid oYy the
employer), the maximum that any family with this structure would
gain. A farily earning $15,000 per year would retain $2,946 more
than 1t 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

»

O

Credat.

This plan would, in effect, deliver significantly more earned,
disposable i1ncome (o families with dependent 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 cize of
government, without transforming families into a state-dependent
class, and without creating a policy vehicle that could be used as
3 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

with 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"
respcnsibility 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.

Admittecly, the plan--1f adopted in its entirety--would bear a
fairly high indirect "cost": $30-$40 billion in lost Federal
revenues. If an effective "pro family” tax cut of this size cannot
fow 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 k;}ing 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. 1In the face of real economic stress within
fanilies, will we devise responses that will, by intent or default,
increase government involvement in family life and restrict choices
to those advanced by organized interests? Or will we adopt
measures that encourage free choices and rely on families
themselves to control more of their earned income and to make

r
decisions on the matters that interest them the most?
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APPENDIX A
I. COMPCNENTS OF PAMILY TAX RELIEP PLAN

{1] Increase the personal exemption, for '-pencdent children
only, to $4,000 per child.

{2] Grant a $500 Child Care Tax Credit to all pareata for each
pre-school child (through age six), to a maximum of 51560

[3) Grart a refuncable and incexed Depencdent Child Credit of
$600 to ‘amilies for each ~hild, up to the tctal value of the
fa-ilies’ a~d erplcyers’ ccrbined payroll tax for the year
(14.3 percent of alar.es and wages fcr ermployed persons, 12.3
fcr the self-erployed).

[4) Grant an extra Dependent Child Credit of $600 to families
in the year of a child's birth or adoption, with the same
cealing.

IX. EPPECTS ON A SAMPLE PAMILY WITH VARYING INCOME.

A. Assumea father employed with a taxable income of $25,000 a
year: Mother, not in pa!d labor force, caring for three
amall children at home (ages 7, 4, and €6 months as of

Dec. 31).
Under current Under
Law Proposed
ramily income $25,000 $25,0
Standard Deduction 5,000 5,000
Peracnal Exemption 10,000 16,000
(2,000 x $5) {L.OOO x 3
2,000 x 2
Taxable Income 10,000 4,000
Income Tax i,500 N 600
Payroll Tax 1,788 + 1,788
(3,576 vith employera 3,576 vith e-gloyers
poruong . portion
Child Care Tax Credit none 1,000
Dependent Child Credit none 1,800
Extra Credit During Year of pope 600
Child'a Birth
NET ANNUAL INCOME, Income: 25,000 25,000
AFTER FEDERAL TAXES lLess
income tax: 1,500 -600
Less
payroll tax: -1,788 -1.788
$21,712 CrLdé Care
credit: +1,000
Depend.
Ch1ld Care
Credit: 42,400
$26,012

NET GAIN: $4,300
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Assiues father, erployed, with a taxable income of $15,000 vesr,

cother. not 1in
(ages 7. 4. an

labor force,
d si1x months,

cering for thre
as of Dec. 31).

Under current
Law

Pamily ancome
Standard Deduction

Personal Exempt.on

Taxable Income
E 3
Income Tax

Payroll Tax

Child Care Tax Credit
Dependent Child Credit

Extra Credit During Ye
Child's Birth

$15,000
5,000

10,100
(2,000 x 5)

2

-0-
-0~

1,073

wvith em,

loyer
portiong ¥

none

200 .
(Earned Income Credit est.)

ar of  pone

e children st ho

Under family
Relief Plan

$15,000
5,000
16,000
4,000 x 3)
2,000 x 2)
-0-

-0-

1,073
(2,146 with employer
portiong

1,000+
1,800
600

*refundable

NET ANNUAL INCOME,
AFTER FEDERAL TAXTS

ERI
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Income:
Less
income tax:
Less
payroll tax: -1,073
E.I.C. + 200

$15,000

$14,127 credit:

Depend.

Child Care

Chilé Cure

Credit:

NZT GAIN: $2,946

216
$17,073
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Assumes father, employed, with tsxsble incore of $20,000 per year,
mother, emplcyed part-time, earning $10,000 per year, two pre-
school children in day care, one in school (sges 7, 4, and 6
months, &8s of Dec. 31

Under current Under farily
Law Relief Plan

Pamily income $30,000 $30,000
Stancdasé Deduction 5,000 5,00

Perscnal Exemption 10,00C 16,000

£4:868 2 3

Tl{abl! Income 15,000 9,000
Income Tax 2,250 1,350

Payroll Tax 2,145 2,145
(4,290 vith enmplo-ers (4,290 vath
porttons porti

Child Care Tax Credit 960 1,000

emgloyers
on

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 child ¢
: 960 are
Credie ——credit: +1,000
$26,565
Depend.
Child cCere
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 me—again, if we look
at the trend lines in terms of family incomes that were presented
in the first panel—that 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 econcmic survivai. 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 v -uld seem o 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 ch*ldren raised. Because when you describe the increases in
cost, i. seems people are going to have a hard time just providing
for those essentials—education, housing, child care, and health
care—that 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 1. there-
fore, you are going to have to maxe 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 rec >gnition, however you couch it, that there is a real
shortfall for a substantial number of people in this society in ob-
taining thos. 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 middie 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 T might just briefly reply since you responded, in
a sen., 0 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
;9 :lvhat the consequences were of scuttling it, it has left us in a

ind.

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
(lixigher and higher to do that. So [ do think something needs t. be

cne.
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My view i3 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. Cray. If I could comment as well, in my testimony I started
out with the observation about the 40-year anniversary, 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 Boom
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 corafortable about having chil-
dren. They thought they were making a major contribution. They
provided them with love and in-home Icve 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; hoapi-
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 supportir:z 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 nced.

Chairman MiLLER. Before I get a net new unit in this society, as
you describe the group.

Mr. Cray. Okay. Each year we get an additional number of fami-
lies who can’t affoid 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 additionai 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
Y5e ngltlagi to produce, but I think the number of families in need is

wnillion.




261

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. Cray. 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 bemporar[v; help for the homeless like we
passed yesterday in the Congress, that help is not going to ke emer-
gency, that is going to be an ongoing appropriation, because they
are going to be wita us in at least roughly these numbers, if I read
your numbers riglit, for at least the next decade.

Mr. Cray. 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 300,0%0—I am just trying to draw a
comparison—is what we were doing in the heyday.

Mr. Cray. That is right. But do note that the des will have part-
ners—States, cities, and CBO’s, who were not around in the 60’s
and 70’s. Thegican contribute a lot, pergx:fs a quarter.

Chairman MivLLer. I don’t know any y in the Congress, absent
a few, who is thinking in those terms—I mean we just went
through the budget process, and we continued with diminishing
housing in the two big dprograms; 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. CoaTs. Mr. Chairman, I have a question for you to start out
with. As you and Mr. Carlson and I ail agree that families are
being short-changed in today’s society, and we have a res
conservative organization spokesman Kere 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 sperd it the way Mr. Carlson
su(g:%:;sts?

irman MiLLER. ] supported the increase.

Mr. Coars. That wasn’t my question.

Chairman MiLLer. I am for a child’s allowance, absolutely.

Mr. Coars. 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?

r. 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 bencfit, the more moaney 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
its cost-effectiveness, in a sense, is less.

If you confine the increase just to children, another increase—I
am not talking about a roll-back here but another increase just for
children—the “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 step—again, if you can’t do the whole thing at
once—another good step in the right direction would be to expand
again eligibility for the earned :ncome 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
ghar_llge would be to increase its size according to the size of the
amily.

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.
hS..v the 1986 act did two very good things. I would say let’s go fur-
ther.

Mr. Coars. Dr. Hofferth, some of the numbers you gave us re-
garding the percentages of people that use day care centers versus
amily day care versus relatives versus sitters indicate that while
the trend is down in terms of using relatives, about cteady 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 ~are. 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. HorrerTh. 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 greechool children and also for after-school care for school-age
children. 1t 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 of the families that use relative care do
not pay the relative.

One of tne things I found i3 that those who do pay relatives are

ying more and more. So, unfortunately, the price of relative care

been going up and :ut a much more rapid rate than center and
day care home care. Thus relative care is becoming more expensive
compared with other forms of care. 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 to
adjust 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 i» use relatives, if
available. Unfortunately, with families becoming increasingly
mobile and living farther from relatives, and with reiatives 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
:tl; lcare Grandparents may be working, and they may not be avail-

e,

Mr. Coats. What about the concept of vouchers for those under a
certain income level, giving them the choice of using that .oucher
for whatever type of day care they want?

Ms. HorrerTH. 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 :ike a useful technigue. The extent to which
vouchers help families find good uality care should be explored.
Vouchers would certainly assist &ose 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
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Blé(;l‘(; e?l voucher system. Rigorous evaluation of ongoing programs is
1 .

As you see, the trends are prettf' clear as to what families are
doing. They are paying relatives. I presume that such a voucher
could be used for relative care, t00; if 8o, it would increase families
freedom of choice of caregiver.

Mr. Coats. Dr. Chollet, you confined your testimoniy to health
care, but I am wondering if, given your background, I could just
expand the question a little bit an! 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. CHorrer. 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 heaith 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 offeriLg that benefit,
ﬁiﬂvsen all of the bells and whistles that are built in by State law,

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 especiall
small employers, given their relatively personal relationships wit
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. Coars. Thank you.

Chairman MiLLer. Congresswoman B(Ii%gs.

IIM? Boces. 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 mis-ed
on this panel. I am a member of the Appropriations Committee,
and we were marking up the appropriations translportation 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. Cray. I plan to be thare.

Mrs. Bogas. 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 excesses, and our housing deficie~cies over
the past 40 fg'ears or 80.

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 concernin 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, aid 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 Lapc and-
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 gince the Gramm-
Rudman bill, to imposing various allocations over the different sub-
committees, and we find now—17 sit on the Subcommittee on Appro-
priations for Housing and Urban Developmert 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’ Administ~ation, 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
kave 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. Boges. 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, particularl
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-
ticn 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 cortribution to solving the hous-
ing problem, and I think that is a wort!:while 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 zad 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, to
use their own resources, and to use regulatory power to increase
the ﬁublic leverage.

I hesitated in my testimony to put dollar signs, because one of
the 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 leveraiekat 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 kousing problem rather than sort of
saying that what we need is $40 billion of Federal money and if we
can’t ﬂ that, then we simply wring our hands. I don’t think we
need that much Federal meney, but I think we need it for strategic
use

Mrs. Bocgs. 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 of
thc most efficient and effective ways to go. Could you expand on
that a little bit?

Mr. Cray. I think the major point I would make about the l;(mblic-

private partnerships is that, at least in the cities I have looked at,
there is a tirawmg disposition on the part of the local community,
including the pclitical and business community, to take account of
the 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, as
opposed to, say, 10 years ago, one has to scream less loudly to get
attention to low- and moderate-income housing than used to be the
case.
We even have the situation in Massachusetts where suburban
communities are interested in affordable housing. Now their defini-
tion of “affordable” doesn’t hﬁllp the poor, but it certainlﬁ' takes
somi of the pressure that would otherwise occur in the ousing
market.

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. Bocas. Thank you so much, Dr. Clay.

. Dr. Carlson, I had a great deal of deja vu when jou 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 ithink 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 recognizing
that we may have to raise new revenues in order to have some rev-
enues foregone.

Mr. CamtsoN. Well, if I might just respond, that would be the
last resort, tIh thix;lk. but sometimes we reach that fairly quickly.

you, though.

Mrs. Bogas. 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 I
will yield back my time.
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Chairman MiLLER. Congressman Skaggs.

Mr. Skacas. Thank you, Mr. Chairman.

I, too, apologize for havini 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
;agddi the idea of changing the nature of the earnec income tax

t.

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 dproposal 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. CarwsoN. First of all, on the child care tax credit, it was cre-
ated, as you indicate, as a targeted approach to hel» 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 need—that is, the
need and the cost that is met by, say, a two-income family using
da{ care, to choose a classic examEle.

t 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 ..versalize the credit and key it so that
if you have a al)reschool 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 universaiize
it. I *~ink that is only fair.

M.. SkaGGs. Why not just expand your proposal for a larger per
child personal exemption? Why %other separating it out at all?

Mr. CARLSON. 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
settinagb up incentives relative to child care. That is, if this credii 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 czn get that benefit, so to speak, if I S;:)ut
them in day care, but i{ 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 sets
up 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. CARrLsON. Oh, fine. I would agree with that. But, like I am
saying, when they proposed eliminating it—well, the White House
proposed it—that was the first thing that the White House retreat-
ed on, which tells me—and I know, in fact—they came under a
great deal of pressure. So I'm not sure if it is politically practical,

ut I think ideally I would agree with you: Raise the exemption;
eliminate the credit; I would prefer that.

Ms. HorrFERTH. 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 t» 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 propoeal 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, pecple make decisions
among alternatives about how to spend their ruoney, their famiiy
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 chi dbearing 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, seid
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:"“ies that have been more in the public arena, but child-
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bearing has been jrivate. The proposal mentioned today might
have some unintenced cc 18equences, 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 ckildren 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.

Sonie 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 abf)e
to invest as much as they could in producing good-quality kids.

Now that lead' ine 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 me<an it couldn’t, but so far it
has not. There may be unintended ron<equences from such a pro-
posal; we should definitely look a:d =« what they are. We have
found out that policy actions m~v ‘fect people’s incentives in vn-
anticipated way:

The i sue ofy resundability is important for low-income families.
Under the current proposal families would get inore money back
(or a larger credit) the more income they miake. 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 une, they wouid 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 fami’ s.

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 diferences, 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 to 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 tv grow into prrductive members of society. i think
your question about targeting is crucial.

There may be several approaches that could be made. I am not
raying 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 » 2t 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 polizy objectives, hut 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 1mplications of that
are.

Thank you.

Mr. SkaGGs. Thank you, 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 deb*.rs.

Mr. Frances. Right. We have a new American class of debtors.

Chairman MILLER. It is a fairly heavy debt they carry with them.

Mr. FrRaNc-s. It runs in the [ 'vate sector up to $8,000 or $9,000.

Chairman MILLER. 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, ard maybe more if you have gone on to ad-
vanced degrees. Does that have an impact?

Ms. HorrFerTH. I Jon’t know the relationship between specific
amount of debt anu 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 on
their feet. I don’t have any more specific information on that.

Mr. Frances. If you f'ook at the housing arrangements that
young people have now and the household formatior., there may be
some hints that the unrelated individuals living together is increas-
ing, and this may be for economic reasons.

e 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. Boccs. Mr. Chairman.

Chairman MiLLER. Yes.

Mrs. P wGgs. I noticed in the testimony that there was a refer-
ence to t..2 drop in minority entrants intu colleges and universities.
Do you have any solution for that obvious problem?

r. FRANCEs. Well, we are not exactly sure why it is happening.
There is rame speculation ihat the shift of student aid from grants
tc loans .. hitting the minority population much harder because
Kgu have less access to loans, less traditional borrowing. That may

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 increasin now. I think
one out of every five of the added students is of F ispanic origin.
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Mrs. Bocgs. 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. Bogas. I sit on the President’s Councii at Tulane Universi-
ty, and the rising cost of education, particularly of tuition, has
been sometbing of tremendous concern, and of course a startling
statistic last year was that if you looked at all of the young neople
who were eligible to enter college that year, and they could pay the
full tuition at a private university or collere, and they had the
high scores, high SAT or ACT scores in order to be eliginble to be
admitted to one of those colleges or u:iversities, there were 18,000
young people in the whole country who would qualify.

So universities and colleges, of course, spend a great deul of Ltheir
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 arcund 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 thiak that the
declining grants and the more severe loan situations have indeed
affected the minority en -ants into rrivate colleges and universi-
ties.

Mr. Frances. I think that is correct.

Chairman MiLLer. Dr. Chollei, you mentioned that health care is
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. CHorLer. We have seen two things happen. In fact, the
health insurance coverage rates have fallen. I think it is important
first to remember thut we don’t have a healt! .nsurance system in
tatters; we do have, in fact, three-quarters of workers covered by
employer plans. So we are dealing with changes at the morgin,
albeit important changes at the margin.

We have seen the same kinds of trends in pensiun coverage
among work~rs that we have se:n 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 recevery, in employment ause 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 esnd 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 tiade, 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 MiLLEr. Thank you very much for your testimony and
for your help to the committee.

Mrs. BogGs. Mr. Chairman, may I ask just one other question?

Chairman M.LLER. Yes, of course.

Mrs. BoGas. 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, a8 >u 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 siay
in the work force aud 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 enacied in 1986. Provisions in this legislation provid-
ed that States extend health insurance benefits to childrer., poor
ard 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 thosc ch:idren are now covered up until age
8; they are not; that has been, in fact, proposed in the Senate, that
thoscla children be covered to age 8; they are covered unti! age 5 cur-
rently.

The major siricture, however, associated with these appareat ox-
pansions of Medicaid benefits is that these indiviGuals must finan-
cially qualify; they finarcially qualify based on the state’s AFDC
level of income, and that AFDC level of income has eroded Cra-
matically since 1980.

The median level ¢ income in the states that would financislly
qualify a categoricaliy eligible family with children for AFDC bene-
fits eroded from 79 percent of the Federal poverty stundard to 48
percent of the poverty standard aver the last decade—1975 to 1986.

Efforts to ameliorate that situation, to qualify more of the cate-
gorically eligible poor for Medicaid benefits would prcbably be of
greatest assistar -2 to the working poo. who systematically remove
themselves frc-- Jedicaid eligibility, simply because one has to be
80 dismally poor to be Medicaid eligible.

Mrs. Bocas. Thank you so much.

Thank you, Mr. Chairman.

Chairman Mivs er. 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 OF HON. GEORGE C. WORTLEY, A REPRESENTATIVE IN CONGRESS
FroMm THE StAaTE OF NEW YORK

Mr. Chairman, I join my colleagues in commending you on holding this hearing
today. As difficult as it is at times to contemplate our econoraic 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.

1.0oking 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 wha. lies ahead is family size and whe
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
&:e years and began saving money so that the child would start out on a more solid

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 . nsideration. )

John Naisbitt, in his best selling book MEGATRENDS, outlines ten very positive _
irends that he foresees for the future. More high-tech, more independent, and a
trend from naticnal themes to world themes. It is imperative that we properly pre-
pare ourselves for these change.

1 lock forward to hearing the testimony from this highly quzlified group of wit-
nesses and the opportunity later for some questions.
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