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THE EMPLOYMENT SITUATION: JANUARY 2006

FRIDAY, FEBRUARY 3, 2006

CONGRESS OF THE UNITED STATES,
JOINT EcoNnoMIC COMMITTEE,
Washington, DC

The Committee met, pursuant to notice, at 9:30 a.m., in room
2212, Rayburn House Office Building, Hon. Jim Saxton, Chairman
of the Committee, presiding.

Present: Representative Saxton; Senator Sessions.

Staff Present: Chris Frenze, Colleen Healy, Brian Higgin-
botham, John Kachtik, Jeff Schlagenhauf, Nan Gibson, Matthew
Salomon, Chad Stone and Rachel Thomson.

OPENING STATEMENT OF HON. JIM SAXTON, CHAIRMAN,
A U.S. REPRESENTATIVE FROM NEW JERSEY

Representative Saxton. Good morning. It is a pleasure to wel-
come Commissioner Utgoff and her colleagues before the Com-
mittee this morning to discuss the latest employment data.

The January employment data are good news for American work-
ers. According to the payroll survey, employment has increased by
193,000 jobs in January. Since May 2003, more than 4.7 million
jobs have been created. According to-the household survey, employ-
ment also advanced, while the unemployment rate fell to 4.7 per-
cent. Over the last year, most of the net increase in employment
has been in occupations that pay in the middle range or higher.

The employment data are consistent with other data showing
that the economy continues to grow. In 2005, the real GDP in-
creased 3.5 percent. Although economic. growth slowed to only 1.1
percent in the fourth quarter of 2005, this advance figure is incom-
plete and may be revived upward. Most forecasters project a re-
bound in economic growth in the first quarter of 2006.

As an important Federal Reserve policy statement recently
noted, the expansion in economic activity appears solid. According
to the Federal Reserve, the Congressional Budget Office and pri-
vate economists, economic growth this year will be comparable to
the healthy pace set in 2005.

The economy seems to have weathered the recent rise in oil
prices quite well, although oil prices have probably had some nega-
tive impact on growth. Inflation appears to be contained over the
long run, as the Fed recently stated. In conclusion, U.S. economic
growth has been healthy in recent years and significantly higher
than most other advanced economies.
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The U.S. unemployment rate also remains below comparable
rates in many other economies. Most recent forecasters expect good
economic and employment growth to continue.

Commissioner Utgoff, we are pleased that you are here this
morning, and we look forward to hearing your statement.

[The prepared statement of Representative Jim Saxton appears
in the Submissions for the Record on page 9.]

STATEMENT OF HON. KATHLEEN P. UTGOFF, COMMISSIONER,
BUREAU OF LABOR STATISTICS; ACCOMPANIED BY JOHN S.
GREENLEES AND JOHN M. GALVIN

Commissioner Utgoff. Thank you, Mr. Chairman. I appreciate
this opportunity to comment on the labor market data we released
this morning.

Nonfarm payroll employment increased by 193,000 in January,
and the unemployment rate fell to 4.7 percent. Payroll employment
was up by 140,000 in December and by 354,000 in November. Over
the year, payroll employment increased by 2.1 million. In January,
employment growth occurred in construction, mining, and in sev-
eral service-producing industries.

Employment in construction rose by 46,000 over the month and
by 345,000 over the year. Above-average temperatures in most of
the country may have contributed to fewer seasonal layoffs than
usual in January. :

Manufacturing employment was little changed in January. A few
manufacturing industries have some small job gains in recent
months, including wood products, fabricated metals, and electrical
equipment.

Mining added 6,000 jobs in January. Since its most recent low
in April 2003, mining employment has increased by 91,000.

In the service-providing sector, employment growth continued in
health care over the month. Jobs were added in doctors’ offices,
hospitals and nursing and residential care facilities.

In January, employment in food services and drinking places
grl;aw by 31,000. Over the year, this industry has added 214,000
jobs.

Employment in professional and business services was up by
24,000 in January, following 2 months of unusually large gains
that totaled 138,000. In January, accounting services lost jobs,
while employment trended up in computer systems design and in
management and consulting services. '

In January, financial activities added 21,000 jobs. Wholesale
trade employment was up by 15,000, while retail employment was
little changed.

Average hourly earnings for production or nonsupervisory work-
ers on private payrolls rose by 7 cents in January to $16.41. Over
the year average hourly earnings grew by 3.3 percent.

The establishment survey data released today reflect the incorpo-
ration of annual benchmark revisions and updated seasonal adjust-
ment factors. Each year we anchor our sample-based survey esti-
mate to full universe counts of employment derived principally
from administrative records of the unemployment insurance tax
system.
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The benchmark revision increased the level of nonfarm payroll
employment in March 2005 by 158,000, or about Y1oth of 1 percent.
Over the past decade, benchmark revisions have averaged plus or
minus %1oth of 1 percent. The seasonally adjusted establishment
survey data from January 2001 forward have been revised to incor-
porate updated seasonal adjustment factors.

Turning now to measures from our household survey, the unem-
ployment rate declined to 4.7 percent in January, and the number
of unemployed persons fell to 7 million. The number of long-term
unemployed persons, those unemployed for 27 weeks or more, de-
clined to 1.2 million in January. They constituted 16.3 percent of
all unemployed persons down from 21 percent a year earlier. The
number of discouraged workers fell over the year to 396,000. Dis-
couraged workers are those persons outside the labor force who had
stopped looking for work because they believed their job search ef-
forts would be unsuccessful.

With today’s release, we again report on the labor force status of
survey respondents who evacuated from their homes due to Hurri-
cane Katrina. The data are derived from a special set of questions
that have been included in the household survey since October to
identify and gather information from evacuees. The estimates do
not account for all persons who evacuated from their homes due to
Hurricane Katrina. We do not gather information on those evac-
uees who remain outside the scope of the survey, such as those cur-
rently living in hotels or shelters.

The January data indicate that there were about 1.2 million per-
sons age 16 and over who have evacuated from their August resi-
dence due to Hurricane Katrina. By January, about one-half of the.
evacuees had returned to the homes they vacated in August.
Among Katrina evacuees in January, 56.8 percent were in the
labor force, and their unemployment rate was 14.7 percent. Unem-
ployment rates were much lower for those evacuees who had re-
turned home than for those evacuees who had not. The January
unemployment rate for those who had returned was 2.9 percent. It
was 26.3 percent for those who had not yet returned to their resi-
dences.

To summarize, the labor market data for January payroll em-
ployment rose by 193,000, and the unemployment rate declined to
4.7 percent.

My colleagues and I would be happy to answer any of your ques-
tions.

[The prepared statement of Commissioner Utgoff appears in the
Submissions for the Record on page 11.]

Representative Saxton. Commissioner, thank you again for
being with us again this month.

As I noted in my opening statement, the economy’s growth in the
fourth quarter of last year fell to 1.1 percent, and, in spite of that,
we continued to see significant job growth through most of that
quarter. .

Can you review with us the number of jobs created during the
fourth quarter of last year?

Commissioner Utgoff. Five hundred thirty-one thousand.
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Representative Saxton. Five hundred thirty-one thousand jobs
were created during the fourth quarter, and yet GDP sunk to—I
think it was 1.1 percent.

Do you expect that there will be some revisions in the GDP num-
ber for the fourth quarter of last year?

Commissioner Utgoff. Yes.

Representative Saxton. Can you shed any light on that at this
point, or is it too early for us to?

Commissioner Utgoff. It is too early.

Representative Saxton. What are the factors that would ac-
coun;, for the revision of GDP growth in the fourth quarter of last
year?

Commissioner Utgoff. New information on wages and salaries,
new information on exports and imports, new information on all
the components of GDP.

Representative Saxton. Can you give us any idea what those
adjustments might look like as they begin to come in?

Commissioner Utgoff. I can’t predict whether those adjust-
ments will be upward or downward.

Representative Saxton. Right. But we expect, as a normal
course of events that there will be some adjustments‘in the GDP
figure from the fourth quarter. _

Commissioner Utgoff. Yes. This is called a preliminary GDP
number, and for good reason.

Representative Saxton. And do you have any idea as to when
we may see those adjustments take place?

Commissioner Utgoff. Approximately 3 weeks.

Representative Saxton. Is the increase in January payroll em-
ployment a solid number, or is it significantly inflated by special
factors?

Commissioner Utgoff. It is a solid number, and with the up-
ward revisions that we had for the previous 2 months from late re-
porters, it is a very solid report.

Representative Saxton. And once again, what was the number
of jobs created in January?

Commissioner Utgoff. One hundred ninety-three thousand.

Representative Saxton. One hundred ninety-three thousand.
And is that a significant number?

How much did the revisions in November and December of 2005
payroll employment figures add to total employment for those
months? .

Commissioner Utgoff. Eighty-one thousand.

Representative Saxton. Eighty-one thousand.

And so once again when we talk about preliminary numbers and
adjusted numbers, we may see this number revise upward?

Commissioner Utgoff. Yes.

Representative Saxton. In January the diffusion index rose to
60.6 percent. What does this figure say about the breadth of job
gains in January?

Commissioner Utgoff. It says that they were widespread.

Representative Saxton. So we are not seeing job growth con-
fined to a specific sector, but it is widespread throughout the econ-
omy?

Commissioner Utgoff. That is correct.
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Representative Saxton. Is the decline in unemployment to 4.7
percent statistically significant?

Commissioner Utgoff. Yes:

Representative Saxton. And when we talk about the 4.7 per-
cent unemployment rate, can you give us an idea as to how that
compz;res with the unemployment rate over the last, let’s say, 3
years?

Commissioner Utgoff. It is the lowest rate since January—July
2001. '

Representative Saxton. July of 2001.

Commissioner Utgoff. Yes.

Representative Saxton. So that obviously is also good news.

What is the unemployment rate for men 20 and over?

Commissioner Utgoff. 4.0.
hRepresentative Saxton. So we continue to have good news
there. :

What is the unemployment rate for women-aged 20 and over?

Commissioner Utgoff. 4.3 percent.

Representative Saxton. 4.3 percent.

We used to say that when we got to these low levels—we used
to talk about that being full employment. Are we reaching what
you would consider full employment?

Commissioner Utgoff. These are the lowest unemployment
rates for men and women since summer 2001.

Representative Saxton. Historically low unemployment rates.
Very good.

At this point how would you interpret the apparent. effects of the
hurricanes on payroll employment over the last 5 months?

Commissioner Utgoff. There were 2 months, September and.
October, where the unemployment rate was clearly held down by
the effects of Hurricane Katrina. In the subsequent months, the
economy appears to have recovered, and job growth has been—job
growth has been substantial.

Representative Saxton. Could you spend a few moments ex-
plai?m'ng the benchmark revisions to the payroll employment sur-
vey? :
Commissioner Utgoff, Yes. Let me see if I can do this simply
is we have—when I testify before you each month, we have an esti-
mate of payroll employment that comes from a sample of 400,000
establishments. That is large, but that is not all the establish-
ments.

Once a year we take a census of all establishments largely taken
from unemployment insurance records, and we tie the census to the
sample so that in this year and March they are the same, and then
adjust the other numbers to meet that census number.

Representative Saxton. Thank you.

Mr. Sessions.

Senator Sessions. Thank you, Mr. Chairman, and, Commis-
sioner, I am pleased to welcome you here and to see continued good
news.

I guess, Mr. Chairman, good news doesn’t attract as many Mem-
bers as bad news.

Representative Saxton. Airplanes attract Members on Fridays.
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b Senator Sessions. Maybe you are right, airplanes attract Mem-
ers.

Commissioner, we are having a little excitement in Alabama. Ev-
erybody is trying to claim credit for the unemployment rate. Our
unemployment rate, Mr. Chairman, is 3.5 percent, the lowest ever
recorded in the State. Job training program is first rate and been
ranked, I think, No. 1 one in the country, but now is the challenge
to get people trained for the good jobs that are out there.

Have you had occasion, Commissioner, to be able to consider
whether if we could get people trained quicker, turn them around
more readily with skills that are needed in the workplace, we could
not only find more jobs, but we could move people up into higher-
paying jobs and better benefits? '

Commissioner Utgoff. Yes.

Senator Sessions. What could you tell us about your observa-
tion there? I think the reason I raise that is I don’t think it is a
coincidence that Alabama’s low unemployment rate coincides with
the fact that the job training program for the State was rated
No. 1 in the country. Do you have any thoughts about that?

Commissioner Utgoff. Yes. Job training programs are incred-
ibly important in getting people into their first jobs, which is im-
portant, and then moving them up into higher-paying jobs. And the
one-stop centers have been doing an excellent job in taking in peo-
ple and moving them through the entire process of getting them
into good jobs.

Senator Sessions. There has been a good bit of interest on be-
half of Governors in consolidating Federal workforce programs. And
we are trying to do that, although our Senate bill is not as good
as I would like; frankly, I think it is far short of what the Governor
has requested, but I remain hopeful.

Do you have any information and received any feedback from the
fact that a lot of these stovepipe programs are contradictory and
duplicative and would be much more efficient if they were merged
together? »

Commissioner Utgoff. Yes. There are duplicative programs for
the same groups of people, and moving them together will allow
better service for these people. I have to say that I, from the BLS,
am well aware of the work that the Employment and Training Ad-
ministration is doing to improve the training, and particularly tie
training to the local workforce needs. But I think the Assistant
Secretary for Employment Training would be a better witness for
all of the things that are going on in that area.

Senator Sessions. Well, I think we can do better. Our commis-
sioner, Dr. Roy Johnson, the chancellor of the system, made this
statement to me as we were going to a meeting, and he said, an
individual 28 years old with 2 kids can’t go—he is chairman of the
community college system in the State, where you have 2-year pro-
grams for the most part traditionally, when you think in terms of
the 2-year program—they don’t have 2 years. What we need to do,
he says, and he is doing, is create specific programs that prepare
people in 6 months or less for a high-paying job, and he believes
it can be done and is doing that.

Would you agree that that has an important role in our system—
as well as our classical interest in degrees in 4 years and 2-year
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degrees—but this kind of more specific focus on training persons
for a job that exists in that community, can we do better than that?

Commissioner Utgoff. Yes. We can do better than that.

Senator Sessions. And would you share with us some thoughts
on that subject?

Commissioner-Utgoff. Well, I would note that in the military
people are taken in for specific jobs and trained in far less than 2
years for specific jobs and_come out with skills that are often good
for the private ‘sector, and that we can’t afford to have someone in
for 4 years of service spending 2 years in a job training program.
So that 6 months is certainly a much better target period than for
g years, especially for someone who is 28 years old and has 2 chil-

ren.

Senator Sessions. I think that was a very insightful comment.
I hadn’t thought about the military. They absolutely don’t have—
they can’t spend 2 years preparing somebody, and they train them
for highly technical jobs in very short order, and then when they
get out, businesses line up to hire them. They are very pleased to
have them because of the way they have been trained.

Mr. Chairman, I was just locking at the February 2 New York
Times article by David Brooks that made this point. And I think
in our country, we get a little too down on ourselves, and when
things are good, people start thinking, well, next week it is going
to be bad; you know, it can’t stay good. But look at this. David
Brooks points out, has the American economy shrunk as a part of
the world economy? In 1971, the United States economy accounted
for 30.52 percent of the world’s GDP. 30.52.

Now, we have seen China surge; Japan.really over the last 30
years has been a tremendous force; India, the Asian tigers; produc-
tion in Europe and all; and today, he notes, our percentage of GDP
is 30.74, a larger -percentage of the world’s GDP in the United
States today than it was 30 years ago. And if you listen to a lot
of our commentators out there, you would think the United States
is in a period of decline.

That is a phenomenal achievement in light of the productivity
growth in other areas of the world. It is not as if they shrank. They
have been surging, and we still are doing that, and our job num-
bers are going down. And we only have a couple of things to fear,
I think, and that is making sure our children are properly trained
and educated and really motivated to take advantage of this econ-
omy, and to be positive and to see that if they work hard, they can
actually sustain a good- lifestyle for themselves and their children
in the future.

Thank you for your leadership, Mr. Chairman, and I was pleased
to be here today. And, Commissioner, you should take a bow on the
job growth, too. Everybody else is. I am trying to. If it were going
up, they would blame me, so I might as well claim some credit.

[The New York Times article entitled, “The Nation of the Fu-
ture,” appears in the Submissions for the Record on page 46.]

Representative Saxton. Thank you very much, Senator. I have
said in jest a couple of times that people were running for air-
planes. Actually, the Democrat Minority party has their retreat
today, and so that is the reason that they are not here. And so I
just wanted to make that part of the record.
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Let me just ask one final short question. Manufacturing employ-
ment has been a concern to the Members of the Committee, and
I am sure to you, also, Commissioner, over the last several years.
But manufacturing employment showed some small increases in
January, and I am curious to know in what sectors of manufac-
turing did job gains actually take place. Can you talk about that
a little bit? '

Commissioner Utgoff., Wood products, electrical equipment,
and there was one other, fabricated metals.

Representative Saxton. And what percentage of the manufac-
turing sector would that involve? Can you give us an estimate?

Commissioner Utgoff. I can’t give you that estimate now, but
I will—we will provide that to you in a letter.

[The response from Commissioner Utgoff to Chairman Saxton ap-
pears in the Submissions for the Record on page 43.]

Representative Saxton. We would certainly appreciate that.

But in general, the manufacturing sector showed some job gains
in January; is that right?

Commissioner Utgoff. Yes. Yes.

Representative Saxton. And was it statistically significant?

Commissioner Utgoff. No.

Representative Saxton. But it was an indicator that there is
life in terms of growth in the manufacturing sector?

Commissioner Utgoff. Yes.

Representative Saxton. Thank you. I have no other questions
at this point, and we want to thank you for being with us here
today. It is always a pleasure to see you, and it is even more of
a pleasure when you have good news like the news you brought us
today. Thank you very much.

Commissioner Utgoff. I hope it will continue.

Representative Saxton. We do, too. Thank you.

{Whereupon, at 9:56 a.m., the Committee was adjourned.]
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WASHINGTON, D.C. - It is a pleasure to welcome Commiissioner Utgoff and her colleagues
before the Committee this moming to discuss the latest employment data.

The January employment data are good news for American workers. According 1o the payroll
survey, cmployment increased by 193,000 jobs in January. Since May of 2003, more than 4.7
million jobs have been created.

A ing to the Id survey, employ also ad d, while the ploy rate
fell to 4.7 percent. Over the last year, most of the net increase in employment has been in
occupations that pay in the middle range and higher.

The employment data are consistent with other data showing that the economy continues to
grow. In 2005, real GDP increased 3.5 percent. Although economic growth slowed to only 1.1
percent in the fourth quarter of 2005, this advance figure is incomplete and may be revised
upward, Most forecasters project a rebound of economic growth in the first quarter of 2006.

As an important Federal Reserve policy statement recently noted, “the expansion in economic
activity appears solid.” According to the Federal Reserve, the Congressional Budget Office and
private economists, economic growth this year will be comparable to the healthy pace set in
200s.

The scems to have hered the recent rise in oil prices quite well, although oil prices
have probably had some negative impact on growth. Inflation appears to be contained over the
long term, as the Fed recently stated,

In conclusion, U.S. cconomic growth has been healthy in recent years, and significantly higher .
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Opening Statement
Senator Jack Reed
Joint Economic Committee Hearing
February 3, 2006

Thank you, Chairman Saxton. | want to welcome Commissioner Utgoff and thank her for
testifying here today.

Today’s report that 193,000 payrolls were created in January is welcome news.
However, there is still a lot of catching up to do in a labor market that went through the
most protracted jobs slump in decades. At this point in the last recovery, the economy had
created nearly five million more jobs than we have seen in this recovery. Moreover,
workers haven’t seen any recovery in their paychecks.

Overall growth in payroll employment has been modest by the standards of most
economic recoveries. The 4.8 million jobs created since job losses peaked in August 2003
works out to only about 164,000 per maonth—not much more than what is necessary just to
keep up with normal growth in the labor force.

White the jobless rate has come down, unemployment remains higher than it was
when President Bush took office, long-term unemployment persists, and evidence of
hidden unemployment is reflected in the continued depressed levels of the labor force
participation rate and the fraction of the population with a job.

Corporate profits and worker productivity have been growing, but wages are not
keeping pace with inflation. Average hourly earnings were stagnant during 2003 and have
fallen during each of the past two years, after adjusting for inflation. Paychecks are being
stretched thinner as families face higher prices for gasoline, home heating, health care,
and education.

The President's assertion in his State of the Union address that the economy is
strong simply belies the experience of many working families, who are still waiting to
benefit from the Bush economic policies. Clearly, America can do better.

I'fook forward to Commissioner Utgoffs statement and to a further discussion of the
January employment situation.

##R
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Statement of
Kathleen P. Utgoff
Commissioner
Bureau of Labor Statistics
before the
Joint Economic Committee

UNITED STATES CONGRESS.

Friday, February 3, 2006

Mr. Chairman and Members of the Committee:

I appreciate this oppdrtunity to comment on the labor
market data we‘released this morning.

Nonfarm payroll employment increased by 193,000 in
January, and the unemployment rate fell to 4.7 percent.
Payroll employmeﬁt was up by 140,000 in December and by
354,000 in November (as revised). Over the year, payroll
employment increased by 2.1 million. In January,
employment growth occurred in construction, mining, and in
several service-providing industries.

Employment in construction rose by 46,000 over the

month and by 345,000 over the year. Above-average
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temperatures in most of the country may have contributed to
fewer seasonal layoffs than usual in January.

Manufacturing employment was little changed in
January. A few manufacturing industries have shown small
job gains in recent months, including wood products,
fabricated metals, and electrical equipment.

Mining addéd 6,000 jobs in January. Since its most
recent low in April 2003, mining employment has increased
by 91,000.

In the service-providing sector, employment growth
continued in health care over the month. Jobs were added
in doctors’ offices, hospitals, and nursing and residential
care facilities.

In January, employment in food services and drinking
places grew by 31,000. Over the year, this industry has
added 214,000 jobs.

Employment in professional and business services was
up by 24,000 in January, following 2 months of unusually
large gains that totaled 138,000. In January, accounting
services lost jobs, while employment trenaed up in computer
systems design and in management and consulting services.

In January, financial activities added 21,000 jobs.
Wholesale trade employment was up by 15,000, while retail

employment was little changed.
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Average hourly eafnings'for production or

nonsupervisory workers on private nonfarm payrolls rose by
.7 cents in January to $16.41. Over the year, average
hourly earnings grew by 3.3 percent.

The establishment survey data released today reflect
the incorporation of annual benchmark revi§ions and updated
seasonal adjustment factors. Each year, we anchor our
sample-based survey estimates to full universe counts of
employment, derived principally from administrative records
of the unemployment insurance tax system.

The benchmark revision decreased the level of nonfarm
payroll employment in March 2005 by 158,000 (not seasonally
adjusted), or about one-tenth of one percent. Over the
past decade, benchmark revisions have averaged plus or
minus two-tenths of one percent. The seasonally adjusted
establishment survey data from January 2001 forward have
been revised to incorporate updated seasonal adjustment.
factors.

Turning now to the measures from our household survey,
the unemployment rate declined to 4.7 percent in January,
and the number of unemployed persons fell to 7.0 million.
The number of long-term unemployed persons--those
unemployed for 27 weeks or more--declined to 1.2 million in

January. They constituted 16.3 percent of all unemployed
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persons, down from 21.0 percent a year earlier. The number
of discouraged workers fell over the year to 39§,000 (not
seasonally adjusted). Discouraged workers are those
persons outside the labor force who had stopped looking for
work because they believed their job search efforts would
be unsuccessful.

With today’s release, we again report on the labor
force status of survey respondents who evacuated from their
homes due to Hurricane Katrina. The data are derived from
a special set of questions that have been included in the
household survey since October to identify and gather
information from evacuees. The estimates do not account
for all persons who evacuated from their homes due to
Hurricane Katrina. We do not gather information on those
evacuees who remain outside the scope of the survey, such
as those currently living in hotels or shelters.

The January data indicate that there were about 1.2
million persons age 16 and over who evacuated from their
Rugust residence due to Hurricane Katrina. By January,
about one-half of evacuees had returned to the homes they
vacated in August. Among Katrina evacuees in January, 56.8
percent were in the labor force, and their unemployment
. rate was 14.7 percent. Unemployment rates were much lower

for those evacuees who had returned home than for those
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evacuees who had not. The January unemployment rate for
those who had returned was 2.9 percent; it was'26.3 percent
for those who had not yet returned to their residences.

To summarize the labor market data for January,
payroll employment rose by 193,000, and the unemployment

rate declined to 4.7 percent.

My colleagues and I now would be glad to address your

questions.
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THE EMPLOYMENT SITUATION: JANUARY 2006

Nonfarm payroll employment increased by 193,000 in January, and the unemployment rate fell to
4.7 percent, the Bureau of Labor Statistics of the U.S. Department of Labor reported today. Job gains
occurred in several industries, including construction, mining, food services and drinking places, health care,
and financial activities.

Chart 1. Unemployment rate, seasonally adusted, Chart 2. Nonfarm payroil employment, seasonally adusted,
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Unemployment (Household Survey Data)

The number of unemployed persons fell to 7.0 million in January, and the unemployment rate decreased
to 4.7 percent, seasonally adjusted. The unemployment rate had ranged from 4.9 to 5.1 percent during most
of 2005. The jobless rate for adult men declined to 4.0 percent in January. For other major worker
groups—adult women (4.3 percent), teenagers (15.3 percent), whites (4.1 percent), blacks (8.9 percent),

Establishment and Household Data Changes

The establishment survey data in this release have been revised as a result of the annual
benchmarking process and the updating of seasonal adjustment factors. See the note
beginning on page 6 for more information on the revisions.

In addition, household survey data for January 2006 reflect updated population controls.
See the note on page 7 for more information. Also, new seasonally adjusted employment
data for multiple jobholders have been added to table A-6 of this release.
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and Hispanics (5.8 percent)—unemployment rates were essentially unchanged. The rate for black teens,
which had an unusually large decline in December, rose to 31.4 percent in January. The unemployment rate
for Asians was 3.2 percent, not seasonally adjusted: (See tables A-1, A-2, and A-3.)

In January, 16.3 percent of the unemployed had been without a job for 27 weeks or longer, down from
18.2 percent in the prior month. In January 2005, the proportion was 21.0 percent. (See table A-9.)

Total Employment and the Labor Force (Household Survey Data)

Total employment continued to trend upward in January. The labor force participation rate and the
employment-population ratio showed little or no change over the month, at 66.0 and 62.9 percent,
respectively. (See table A-1.)

Persons Not in the Labor Force (Household Survey Data)

About 1.6 million persons (not seasonally adjusted) were marginally attached to the labor force in
January, down from 1.8 million a year earlier. These were people who wanted and were available for work.
and had looked for a job sometime in the prior 12 months but were not counted as unemployed because
they had not searched for work in the 4 weeks preceding the survey. The number of discouraged
workers—a subset of the marginally attached who were not currently looking for work specificaily because
they believed no jobs were available for them-—was 396,000 in January, a decrease of 119,000 from a year
earlier. (See table A-13.)

Employment Status of Hurricane Katrina Evacuees (Household Survey Data)

Beginning in October, questions were added to the household survey toidentify persons who evacuated
from their homes, even temporarily, due to Hurricane Katrina. Data collected through these questions do not .
account for all evacuees; persons living outside of the scope of the survey—such as those living in hotels or <
sheiters—are not included. The questions were asked of persons in the household survey sample throughout
the country, since some evacuees relocated far from the storm-affected areas.. An additional question
determined whether evacuees had returned to their homes by the time of the survey.

These additional questions provided information to analyze the employment status of this subgroup of
evacuees. The total number of evacuees estimated from the household survey may change from month to
month as people move in and out of the scope of the survey.

Information gathered in January showed that about 1.2 miflion persons age 16 and over had evacuated
from where they were living in August due to Hurricane Katrina. These evacuees either had retumned to their
homes or were living in other residential units covered in the survey in January. About 600,000 of the
evacuees had retumned to their August 2005 residences. Of all evacuees identified, 56.8 percent were in the
labor force in January. The employment-population ratio for these evacuees was 48.4 percent. The -
unemployment rate for persons identified as evacuees was 14.7 percent; it was much higher for evacuees
who had not returned home (26.3 percent) than for those who had returned (2.9 percent). (See table B.)
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Table A. Major indicators of labor market activity, seasonally adjusted
(Numbers in th ds)

Quarterly averages Monthly data Dec.-
Category 2005 2005 2006 Jan.
m | w Nov. | Dec. Jan, change
HOUSEHOLD DATA Labor force status

Civilian labor force..........oooeieiiiiiiiins 149,827 150,126] 150,183} 150,153 150,114 "

Employment 142,324] 142,671 142611) 142,779] 143,074 "

Unemployment 7,503 7,455 15712 7375 7,040 Q)

Not in labor force. ... 76,595 77,070, 717,021 77,271 77,439 (1)

Unemployment rates
Albworkers........ 50 5.0 50 49 47 -0.2
AdUIt MEML . .ov e 44 43 43 4.3 4.0 -3
Adult women. ... 4.6 45 4.6 4.5 43 -2
TEENAETS. .eovniviririnnrrareenecnianis 16.1 16.1 171 152 15.3 A
43 43 42 43 4.1 -2
9.5 9.7 10.6 93 89 -4
Hispanic or Latino ethnicity.................. 6.0| 6.0 6.1 6.0 5.8 -2
ESTABLISHMENT DATA® Employment
Nonfarm employment........c..ocovveeiininiind 133,750{ p134,160] 134,231 p134,371] pl34,564 pl93
Goods-producing LR S 22,140]  p22,239] 222641 p22,273 p22,331 ps8
Construction. . 7,305 §7,390, 7409 p7al4 p7.460 p46
Manufacturing. ..........oooviinnn 14,208 pl4,208 14,214} 14,213 p14,220 p?
St:rvice—providing3 111,610} pi11,921] 111,967 p112,098f p112,233 pl3s
Retail trade * 15,2971 pl5,285 15,293] p15,302] pl15301 p-2
Professional and business services....... 16,942 p17,060 17,061 p17,129] pi7,153 p24
Education and health services............ 17411 p17.475 17,48Y] pl17,503] p17,542 p39
Leisure and hospitality..............0e 12,840 pi2,872 12,881] p12,896 p12,922 p26
GOVETRIMENL.....veveevinceeneeniosmanreanes 21,843]  p21,869 21,8801 p21,875] p21,874 p-1
Hours of work *
Total PIVALE. ... ccceiorrnerinecore s 338 p33.8 338 p33.8 p33.8 p0.0
Manufacturing 40.6 pa0.9 40.8 p40.8 pa0.8 p.0
Overtime 45 p4.6 46 p4.5 p4.5 p.0
Indexes of aggregate weekly hours (2002=100} s
TOLAL PRIVAIC. oo vresoeeerere st eesssescrees tozs]  pio3a]  toas|  piosa]  pross]  p02
Earnings 3
Average hourly earnings, total private.......... $16.16| pS16.30] 31628} p$16.34] pS16.4} p$0.07
Average weekly eamings, total private... 545.78] pS50.94 §50.26] p552.29] p554.66 p2.37
! Changes in houschold data levels are not shown due to the introduction of updated population controls.
See the note on page 7 for more information.
2 Egablishment data have been revised to reflect March 2005 bench ¥ levels and updated i

adjustment factors. Sce the note on page 6 for more information.
* includes other industrics, not shown separately.
* Quarterly averages and the over-the-ronth change are calculated using unrounded data.
* Data relate to private production of nonsupervisory workers.
p = preliminary.
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Table B. Employment status in January 2006 of persons 16 years and over who
evacuated from their August residence, even temporarily, due to Hurricane Katrina *

(Numbers in thousands, not seasonally adjusted)

Residence in January
Employment status in January 2006 Total Same as Different than
in August in August
Civilian noninstitutional population................ 1,245 575 670
Civilian labor force 707 351 355
Participationrate .. .. 56.8 61.1 53.1
Employed......ccccvercnene 603 341 262
484 59.3 39.1
104 10 94
147 29 263
538 224 314

! Represents persons in the civilian noninstitutional population age 16 and over who resided
inhouseholds that were eligible to be selected for the Current Population Survey (CPS). These
data are not representative of the total evacuee population because they do not include children
or people residing in shelters, hotels, places of worship, or other units outside the scope of
the CPS. The total number of evacuees estimated from the CPS may change from month to
month as people move in and out of the scope of the survey.and because of sampling varia-
bikity.

NOTE: These data use population controls that have been adjusted to account for inter-
state moves by evacuees.

Industry Payroll Employment (Establishment Survey Data)

Total nonfarm payroli employment rose by 193,000 in January to 134.6 million, seasonally adjusted.
This followed job gains of 354,000 in November and 140,000 in December (as revised). Since January
2005, job gains have averaged 174,000 per month. (See table B-1.)

In January, construction employment increased by 46,000; over the year, construction employment has
risen by 345,000. Speciaity trade contractors added 28,000 jobs over the month, while residential building
and heavy and civil engineering construction added 8,000 each. Mining continued its upward trend in
January, adding 6,000 jobs. Support activities for mining, particularly those related to oil and gas, accounted
for two-thirds of the over-the-month gain.

Elsewhere in the goods-producing sector, manufacturing employment was little changed for the second -
month in a row. Within durable goods, employment gains in nonmetallic mineral products (6,000) and
primary metals (3,000) were partially offset by a decline in computer and electronic products (-6,000).

In the service-providing sector, employment in health care and social assistance rose by 38,000in
January. Ambulatory health care services (which includes doctors” offices and home health care) added
15,000 jobs. Job growth also occurred in hospitals (7,000) and in nursing and residential care facilities
(7,000). Health care employment has increased by 287,000 over the year. Employment in social assistance
continued to trend up in January and has grown by 77,000 over the year.
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Over the month, financial activities employment was up by 21,000, following little change in December.
Credit intermediation added 11,000 jobs in January, and real estate employment rose by 10,000.

Employment in food services and drinking places grew by 31,000 in January; over the year, this industry
has added 214,000 jobs. In January, wholesale trade employment increased by 15,000. Employmentin
retail trade was flat over the month and has shown no net growth since July 2005.

Employment in professional and business services continued to trend up over the month (24,000); the
number of jobs in the industry has increased by 515,000 over the year. In January, computer systems design
services gained 7,000 jobs. Temporary help services employment was little changed over the month but has
increased by 187,000 over the year. Following a strong employment increase in December, accounting and
bookkeeping services lost 18,000 jobs in January.

Weekly Hours (Establishment Survey Data)

The average workweek for production or nonsupervisory workers on private nonfarm payrolls was
unchanged at 33.8 hours in January, seasonally adjusted. The manufacturing workweek and factory overtime
also were unchanged at 40.8 hours and 4.5 hours, respectively. (See table B-2.)

The index of aggregate weekly hours of production or nonsupervisory workers on private nonfarm
payrolls increased by 0.2 percent in January to 103.9 (2002=100). The manufacturing index also increased
by 0.2 percent over the month to 94.9. (See table B-5.)

Hourly and Weekly Eamings (Establishment Survey Data)

Average hourly earnings of production or nonsupervisory workers on private nonfarm payrolls increased
by 7 cents in January to $16.41, seasonally adjusted. Average weekly earnings increased by 0.4 percent
over the month to $554.66. Over the year, average hourly earnings increased by 3.3 percent and average
weekly earnings increased by 3.6 percent. (Seetable B-3.)

The Employment Situation for February 2006 is scheduled to be released on Friday, March 10, at
8:30 AM. (EST).
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Revisions to Establishment Survey Data

Inaccordance with annual practice, the establishment survey data have been revised to reflect
comprehensive universe counts of payroll jobs, or benchmarks. These counts are derived principally
from unemployment insurance tax records for March 2005. As aresult of the benchmark process, alt
not seasonally adjusted data series were subject to revision from April 2004 forward, the time period
since the last benchmark was established. In addition, with this release, the seasonally adjusted estab-

lishment survey data from January 2001 forward were subject to revision due to the introduction of
updated seasonal adjustment factors.

Table C presents revised total nonfarm employment data on a seasonally adjusted basis for January
through December 2005. The revised data for April 2005 forward incorporate the effect of applying the
rate of change measured by the sample to the new benchmark level, as well as updated net business birth/
death model adjustments and new seasonal adjustment factors. The November and December 2005
revisions also reflect the routine incorporation of additional sample receipts into the November final and
December second preliminary estimates. The total nonfarm employment level for March- 2005 was revised
downward by 158,000 (119,000 on a seasonally adjusted basis). The previously published level for
December 2005 was revised downward by-144,000 (97,000 on a seasonally adjusted basis).

The February 2006 issue of Employment and Earnings will contain an article that discusses the
benchmark and post-benchmark revisions. This issue also will provide revised estimates for all regularly
published tables containing national establishment survey data on employment, hours, and earnings.

LABSTAT, the BLS public database on the Intemet, contains all revised historical Current Employment
Statistics (CES) data. The data can be accessed through the CES homepage at http://www.bls.gov/ces/. +

Further information on the revisions released today may be obtained by calling 202-691-6555 or via the
Intemnet on the CES homepage.

Table C. Revisions in total nenfarm employment, seasonally adjusted, January-December 2005
(In thousands)

Levels Over-the-month changes
Year and month ,:_\s As pxeﬁsously' A‘s Diff
published | VI | Lubliched.| OB
' 2005 .

January 132,573 132,47 124 76 -48
February .. 132,873 132,736 300 265 -35
March .. 132,995 1 .132,876 122 140 18
Apnil 133,287 133,104 292 228 -64
May ......... 133,413 133,210 126 106 -20
June 133,588 133,376 175 166 -9
July 133,865 133,617. 277 241 -36
August 134,013 133,792 148 175 27
134,030 133,840 17 48 31
134,055 133,877 25 37 12
134,360 134,231 305 354 49
134,468 134,371 108 140 32
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Adjustments to Population Estimates for the Household Survey

Effective with the data for January 2006, updated population controls have been used in the household
survey. Population controls for the household survey are developed by the U.S. Census Bureau. Each year,
the Census Bureau updates the controls to reflect new information and assumptions about the growth of the
population. The change in population reflected in the new controls results from adjustments to the estimates
of net international migration and updated vita] statistics information.

Official population and labor force estimates for December 2005 and earlier months will not be revised.
To assess the impact of the updated population controls on trend growth, however, December 2005 esti-
mates for selected data series (not seasonally adjusted) were recalculated using the new controls, and the
differences from estimates based on the old controls are shown in table D. The adjustments decreased the

. estimated size of the civilian noninstitutional population by 67,000, of the civilian labor force by 130,000, and

of employment by 123,000; the new population controls had a negligible impact on unemployment rates and
other percentage estimates. More detailed information on the population adjustments and their effect on
national labor force estimates are available at hitp://www bls.gov/cps/cps0O6adj.pdf on the Intemnet and also
will be published in the February 2006 issue of Employment and Earnings.

Table D. Effect of the revised population controls on December 2005 estimates by sex, race, and
Hispanic or Latino ethnicity, not seasonally adjusted

(Numbers in thousands)
Bilack —
Hispanic
or or
Category Total | Men |Women | White | African | Asian Latino
Ameri- ethnicity
can
Civilian noninstitutional population ............ -67 -31 -36 -12 7 -70 -108
Civilian labor force -130 -67 -64 -89 3 -49 -87
Employed ....... -123 -61 -62 -82 2 -47 -81
Unemployed -8 -6 -2 -7 i -2 -6
Unemploymentrate ...................J 0 .0 0 .0 .0 0 0
NOTE: Detail for men and women may not sum to totals b of rounding. Esti for the above race groups

(whlte black or African Amcncan. and Asian) do not sum to totals because data are not presented for all races. In
i whose ethnicity is identified as Hispanic or Latino may be of any race and, therefore, are classified by
ethnicity as well as by race.




Explanatory Note

This news release presents statistics from two major surveys, the

Currem Populauon Survey (household survey) and the Current .

survey survey). The house-
hold survey provides the information on the labor force, employ-
ment, and unemployment that appears in the A tables, marked
HOUSEHOLD DATA. It is a sample survey of about 60,000 house-
holds conducted by the U.S. Census Bureau for the Bureau of Labor
Staristics (BLS).

The establishment survey provides the information on the
employment, hours, and eamings of workers on nonfarm payrolls that
appears in the B wbles, marked ESTABLISHMENT DATA. This
information is collected from payrol) records by BLS in cooperation
with state agencies. The sample includes about 160,000 busi
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Estabiishment survey. The sample establishments are drawn
from private nonfarm by such as f: offices, and stores,
as well as federal, state, and local government entities. Emplayees on
nonfzrm payrolls are those who received pay for any part of the refer-
ence pay period, including persons on paid leave. Persons are counted
in each job they hold. Hours and earnings data are for private busi-
nesses and relate only to production workers in the goods-producing
sector and nonsupervisory workers in the service-praviding sector.
Industries are classified on the basis of their principal activity in
accordance with the 2002 version of the North American Industry
Classification System.

Differences in employ ~The concept-

and g 1y 400,000 i i
worksites. The active sample mcludes about one-third of all noafarm
payroll workers, The sampie is drawn from a sampling frame of
ploy i tax

For both surveys, the data for a given month relate to a particular
week or pay period. In the houschold survey, the reference week is
generally the calendar week that contains the 12th day of the month. In
the establish survey, the period is the pay peried in-
cluding the i2th, which may or may not correspond directly to the
calendar week.

e

Coverage, definitions, and differences
between surveys

Household snrvcy The sample is selected 1o reflect the entire
civilian noni 1] ion. Based on resp to aseries of
questions on work and Job scan:h acnvmﬁ. mh person 16 y:a.rsmd
over in a sample h is d, or
not in the labor force.

People are classified as employed if they did any work at all as
paid employees during the reference week; worked in their own busi-
ness, profession, or an their own farm; or worked without pay at least
15 hours in a family business or farm. People are also. counted as

as

pl 3

val and hodological differences between the.household and
establishment surveys result in important distinctions in the employ-
ment estimates derived from the surveys. Among these are:

= The houschold survey includes agricultural workers, the self-em-
ployed, unpaid family workers, and private-household workers among
the employed. These groups from the survey.

* The household survey includes people on unpaid leave among the
employed. The cstablishment survey does not.

« The household survey is limited to workers 16 years of ageandolder.
The establishment survey is ot timited by ag:

*The survey has no dupli of individuals, because
individuals are counted only once, even if they hold more than one job.
In the establishment survey, employees working at more then one job
and thus appearing on mose than one payvoll would be counted sepa-
rately for each appearance.

Seasonal adjustment

Over the course of a year, the size of the nation’s labor force and the
Jevels of and ploy undergo sharp fi
duetosuch i h in weather, reduced ded

4
production, harvests, major holidays, and the opening and closing of
schools. The effect of such seasonal.variation can be very large; sea-
sona! fluctuations may account for as much as 95 percent of the month-

employed if they were temporarily absent from their jobs because of th changes in ploy

illness, bad weather, lab disputes, or personal Because these seasonal events (ollow 8 more or less regular pattemn

reasons. cach yesr, their infl on | trends can be eli d by
People are classified as unemployed if they meet all of the following ’ djusting the from month to month. These adjustments make

criteria: They had no employ duringthe week; they were nonscasonal developments, such as declines in economic activity or

available for wark at that time; and they made specific efforts 10 find
employment sometime during the 4-week period ending with the
reference week. Persons laid off from a job and expecting recalt need
nat be looking for work to be counted as unemployed. The unemploy-
nent data derived from the houschold survey in no way depend upon
the cligibility for or receipt of unemployment insurance benefits.

The civilian labor force is the sum of cmploy:d and unemployed
persons. Those not classified as d or loyed are not
in the labor force. The unemploymem mte is the number unemployed
as a percent of the labor force. The labor force particip rate is

increases in the participation of women in:the labor force, easier to
spot. For example, the large number of youth entering the labor force
cach Junc is likely to obscure any other changes that have taken place
relative to May, making it difficolt to determine if the level of eco-
nomic activity has risen or declined. However, because the effect of
students finishing school in previous years is known, the statistics
for the current year can be adjusted to ailow for a comparable change.
Insofar as the scasonal adjustment is made correctly, the adjusted fi-
gure provides a more useful tool with which to analyze changes in

the labor force as a percent of the lation, and the k

ic activity.

population ratio is the employed as a percent of the population.

Most Hy adjusted seties are independently adjusted in both
the household and establishment surveys. However, the ad-
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justed series for many major estimates, such as totaf payrolt employ-

The houschold and establishment surveys are also affected by
error. wpling errors can occur for many reasons,

ment, employ in most total employ , and

Judi the failure to sample a segment of the poputation, inability to

ploy are computed by agg g dently adicted
component series. For example, total uncmploymem is denved by
summing the adjusted series for four major age-sex components;
this differs from the unemployment estimate that would be obtained

obtain i for all in the sample, inability or
unwillingness of respondents to provide comrect information on a
mnely basls, mistakes made by respondents, and errors made in the

by directly adjusting the totat or by combining the d reasons, orp ing of the data.
or more detailed age categories. For le, in the establi survey, for the most
For both the household and establish surveys, a recent 2 months are based on incompiete returns; for this reason, these

are labcled preliminary in the tables. [t is only after two

y is used in which new
factors are calcula(ed each month, using all relevant data, up to and
including the data for the current month. In the household survey, new
seasonal factors are used to adjust only the current month’s data. In
the establishment survey, however, new seasonal factors arc used each
month to adjust the three most recent monthly In both

successive revisions to a monthly estimate, when nearly all sample

reports have been received, that the estimate is considered l'mal
Another major source of ling error in the

survey is the inability to capture, on a timely basis, employment

d by new firms. To correct for this systematic underestimation

surveys, revisions to historical data are made once a year.

Reliability of the estimates

Statistics based on the houschold and establishment surveys are
subject to both sampling and nonsampling ecror. When a sample rather
than the entire population is surveyed, there is a chance that the sample
estimates may differ from the “true” population values they
The exact difference, or sampling error, varies depending on the
particular sample selected, and this variability is measured by the
standard error of the estimate. There is about a 90-percent chance, or
tevel of confidence, that an estimate based on a sample will differ by no
more than 1.6 standard errors from the “true” population value because
of sampling error. BLS analyses are generally conducted at the 90-
percent level of confidence.

For le, the confidence interval for th hly change in total

ploy from the houschold survey is on the order of plus or
minus 430,000. Suppose the estimate of total employment increases
by 100,000 from one month to the next. The 90-percent confidence
interval on the monthly change would range from -330,000 to 530,000
(100,000 +/- 430,000). These figures do not mean that the sample
results are off by these magnitudes, but rather that there is about a
90-percent chance that the “true” over-the-month change lies within
this interval. Since this range includes values of less than zero, we

of empl growth, an estimation p dure with twe comp
isused t for business births. The first busi
deaths to impute employ for busi births. Thisisincorp d

into the sample-based link relative estimate procedure by simply not
reflecting sample units going out of business, but imputing to themthe
samg trend as the other firms in the sample The second componem is
an ARIMA time seri odel d the residual net birth/
death empl not d for by the imp The historical
time series used fo creale and test the ARIMA model was derived from
h ! universe micro-level database, andreflects
the actual residual net of births and deaths over the past five years.

The ple-based esti from the establish survey are
ad;usxed onoe a year (on a laggcd basys) ta universe counts of payroll

iploy d from istrative records of the unemploy-
ment insurance program. The difference between the March sample-
based and the March counts is known
asa benchn'mk revision, and serves as a rough proxy for total survey
error. The new benchmarks also incorporate changes in the classifi-
cation of industries. Qver the past decade, the benchmark revision for
total nonf: ploy has aged 0.2 percent, ranging from
less than 0.05 percent to 0.4 percent.

Additional statistics and other information

could not say with confid that employ had, in fact, i d
if, however, the reported employment rise was half a million, then
all of the values within the 90-percent confidence interval would be
greater than zero. In this case, it is likely (at least 2 90-percent chance)
that an employment rise had, in fact, occurred. At an unemployment
rate of around 5.5 percent, the 90-percent confidence interval for the
monthly change in unemployment is about +/- 280,000, and for the

More comp are ined in Empls and
Earnings, published each month by BLS. Itis available for $27.00 per
issue or $53.00 per year from the U.S. Government Printing Office,
Washington, DC 20402. Al} orders must be prepaid by sending a check
or money order payable to the Superintendent of Documents, or by
charging to Mastercard or Visa.

Employment and Earnings also provides measures of sampling error

for the h hold and survey data p d in this

hiick

monthly change in the unemployment rate it is about +/- .19 p 3:{
point.

In general, estimates involving many individuals or establishments
have lower standard errors (relative to the size of the estimate) than
ﬁnmalcs which are based on a small number of observations. The

of csti is also imp d when the data are cumulated

release. For unemployment and other labor force catepories, these
measures appear in tables 1-B through 1-D of its “Explanatory Notes.”

For the establishment survey data, the sampling emor measures and the
actual size of hmark adj appear in tables

ductob k
2-B through 2-F of Employment and Earm'ngs.

over time such as for quarterty and annual ges. The
adjustment process can also improve the stability of the monthly
estimates.

Infi in this release will be made available to sensory im-
paired individuals upon request. Voice phone: 202-691-5200; TDD
message referval phane: 1-800-877-8339.
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HOUSEHOLD DATA HOUSEHOLD DATA
Table A-1. Employment status of the clvilian poputation by sex end age
Numbers in hosands)
Not seasonafly sdjusted Seasonafly sdjusted !
Employmeant status, sex, and age
2005 2005 2006 2005 2005 2005 2005 2005 2006
27428 227.553 24877 226,959 27204 227425 27553
9,574 143,000 147,256 150,083 150,043 150,183 150,153 150116
6.2 66.1 €80
s | 1 | w02 | 14243 | Teses | a2sit | 17 | 14007
2.4 82.8 628 6.9
495 7.608 pRy<] 7843 7418 15712 7375 1040
45 52 5.1 4 50 40 [
T1.550 78,453 8 78610 76916 o .27 7.43%
4,808 5,005 4974 4945 4994 4887 5.167 4962

0,140 794 | 19077 | sasaa | soze9 A3 0,525

] 726 734 732 2 732

8287 75,605 74,900 76.257 76,396 78410 78,867

38 1 €87 63.7 £9.7 69

3254 4209 4197 4078 aesa 3984 29 aesa

53 53 51 48 5.0 49 46

Not in laticr torce 29914 n2 0122 23Mm 25,142 29367 29,351 B4R 29,414

Men, 20 years and over

Cwikan roni POpuUtation w09 101,489 101,560 100.219 101,138 101.265 1018 101,489 101,560
w60 | 76513 ] 75es0 | weove | vereo | 772 | Tees

755 | 753 755 759 758 ST 57 757

nts | 7eee | 2082 1 733 7as0 | 7341 | ness | rsu

122 k4 79 5 T28 T2A 124 7

3355 ass 3558 3481 2281 1282 338 2004

44 48 47 45 43 43 43 o

. .4 . . X 4.
409 25047 24,569 24344 24,485 24,660 24.703 24831

‘Women, 16 years and over

Civiian ronnsttional popuiaton trse2 | 11787 | 1633 | 17218 | 197340 | 117459 | 117562 | 117617
Civikan 18Dor 10rCe ... 69,74 69276 | 68778 { 69750 | 69,794 52,789 60722 | 69589
icipavon e 59.3 a8 59.4 59.5 585 554 50.3 592
Employed 66,691 65076 | 65254 | ssavs | es220 66200 | 66250 | 8217
o 587 56.0 6.1 6.5 56.4 56.4 64 563
@ 30 3525 asn 3565 2588 4 372
52 a4 a9 X 51 5.1 51 50 48
Not in tabor force . o | e 234 47,569 47463 47,549 w60 | as0 402
Women, 20 years and over
109425 | 100478 | wesie | 1914 | 109208 | 10930 109478
129 | ea17s
£0.7 0.2 602 06 006 506 €0.3
62,569 62,997 63074 63,162 a7 63,183
502 57.5 575 578 57.8 578 57.7
2707 2533 3024 3088 2013 3053 2559
4 al 44 45 46 46 48 43
Not i kabor force 42063 | M8 asw | 0% @95 | 430 43109 43458

18,302 1’ 18515 15302 16,443 16465 16,489 18511 16.515
550 7,046 1238

¥ 8228 e 7.8 7,088 7182 7384
02 414 403 92 Qs a0 29 433 a4
5.460 554 5620 5906 603 5964 5,000 8,061 6067
335 69 34.0 382 3.7 362 364 367 %7
1.090 [ 1028 1,140 119 1124 1228 1091 1,067
86 131 155 162 58 15.9 7. 152 153
o752 2603 2.867 925 9281 (X1 9251 9,359 9352

1 The population #gues are nol ediusied for seesonel varation; Bverelors, & opess in e

NOTE: Begrrmng in January 2006, data reflect revised mmwnumw
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Table A-2. Employment status of the civillan population by race, sex, and sge
Numbens in thousands)
Not sessonaily adjusted Seasonally adjusted '
Emplayment status, race, sex, and age Jan, Dec. Jan. Jan, Sept. Oct. Nov. Oec. Jen,
2008 2005 2008 2005 2005 2005 2005 2005 2006
WHITE
Civilisn 2 popuiation 183,840 185,327 185438 183,640 184,851 185,028 185,187 185.%7 185,436
122,752 122351 121,490 122,843 122810 122,813 122994 123,168
6.2 66.0 €82 65 664 L) e84 684
117,009 118,745 118072 117,354 112,296 117,538 _§ 12729 uson
636 6.0 832 635 04 Q5 85 67
4,948 5,605 8,419 8415 $.215 8,007
40 46 45 45 a4 42 43 41
62,575 63,085 62,150 82.008 Q218 62374 .33 62268
63,89 63849 | 6350t | 63827 | 6402
™ 0 762 162 70 4
61,455 61,100 60.713 61280 61,485 61,498 61,506 61,924
7 2 33 733 3 7
247 2750 2551 2568 243 238 2441 228
a9 44 40 40 e 16 3 36
§347S 52.900 52,335 52971 53.007 $3,067 2913
] 50.7 596 55.9 9.9 59.9 58.9 587
51,366 $0.847 50,301 50,851 B56 50, 51,004 50.838
0 574 572 515 57.5 57.6 578 $7.5
1810 2052 204 2120 214 2,061 204 1974
34 39 39 40 40 as a8 37
Both sexes, 16 to 19 years -
L L . 5450 658 5561 s8% 602 sg12 5,049 5299 0,005
. ion raie 4.1 M43 4326 46.6 74 465 48.7 0.3 47.%
4,636 4,963 4,790 5,058 5,074 5123 5,110 5209
87 39.4 s 400 at 399 402 0.1 4038
815 669 763 M 801 ™
"o e 137 142 133 "2 129 134 13
BLACK OR AFRICAN AMERICAN
Lation 26744 788 26,308 26818 663 26,705 28,744 28788
Civitan tabor torce . 16538 17,000 16,764 18723 17,068 17,150 177118 164979 16,982
i L 624 L3 8 638 4.1 3 Al 835 624
Employed 14,720 15.487 1520 14965 15,455 1550 15,299 15,397 15478
population eatio 56.0 57.9 56.9 569 581 585 §7.3 578 578
1818 1514 1,532 1,758 1613 1,558 1019 1,582 1,508
ratg 1.0 89 9.t 105 9.5 9.1 4 23 8.9
Not in Labor torce 9.768 9,740 10,024 5.504 2549 2.513 9,587 9,768 9,806
Men, 20 years snd over
force. 7,383 7. 7473 1402 1672 7.658 7,556 755 7520
e 699 703 4 0 "y 714 4 702 LX)
Errgloyed 2. 6. 8,640 6.641 7.006 7.008 6,849 8,909 6959
-population ratio .7 841 X3 a8 a5 6853 L) 04.2 646
L 833 %1 666 853 85t 61
ram 18 &8 85 103 a7 85 LX) 1] 75
8439 8,587 5% 8064 are 8714 8630 ae81
6315 843 7 642 X 849 648 4.9 544
7.683 7965 T.082 m 1958 8,069 821 |° 7898 7,981
578 a1 s 585 593 &0.0 SB9 506 592
758 02 755 705 L) K24 738 T00
rala 920 a1 a1 a8 81 75 20 as L3
Both sexes, 1810 19 years
Civillan labos torce: ne T4 708 T8 733 785 648 TS 7
e .2 0.7 7.9 22 24 06 s ns 308
Emplayes 512 824 429 548 490 517 523 598 $36
300 29 248 190 2) mnry 207 208 22 02
204 150 262 242 248 26 194
rate 28 103 290 207 k<R 24 04 244 N4
9681 | 1008 9990 (%) 1) 1) [ (1] %)
6,33 6,852 6385 (2) t2) ) %) ) )
6.1 6.3 857 1) 2) ) ) ) )
ens 6400 ) %) 2) (%) (2} 2)
&3 818 36 ) ) ?) [ 2) )
m 22 (2) %) ) [3] 21 (2)
. 42 as 32 ) ) It3) {2) 13 ()
Notin Labor force azre 3,384 423 ) *) (L ) (] )
1 The popuintion figures are not adiusied for saasonal variation; therefors, identeal NOTE: Estimates for the above moe groups wil not sum to otals shown in table A

appear -
2 Data nol avalatie. revised popuistion contrals used in the househald
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Table A-3. Employment status of the Hispanic or Latino population by sex snd age
(Numbers i tousands)
Not sessonally adjusted Seasonaity adjusted '
status, sex, and
Employment 39¢ son. ow. s Jan. Sepx. oo Now. Dec. B
2005 205 2008 2006 2005 2008 2006 2005 2008
HISPANIC OR LATING ETHNICTTY
sona) poputasion 20642 | 29845 | 2982 20361 | 29456 | 20562 | meds | zee2
Cwvian laho force . i | 2038 19402 | 19946 | 20047 | 20216 | 20202 | 20528
e 669 s 3.4 67.7 1.9 8.1 684 684 6.3
Employsd 17833 | 190m | 18ges § 18208 | 1e6e7 | 1mEms 1899 | 19068 | 193
ko 623 664 €40 636 635 84.1 643 64.3 6.3
1 12 1303 1194 1297 1178 223 1226 1184
69 61 64 6.2 65 5.9 63 60 58
9.472 9329 2.249 923 9417 9,409 9.338 9353 5.09¢
11,089 11,884 11,847 54 {2) 2 z [§4 2
8.1 843 843 I 2) (’: H ’; H
10,404 nort 11.002 I () 2y 2} 2y 2y
700 %00 8 4 %) (2) ) 2) 2}
&85 £ 645 [ 12y 2} (%) 2y )
62 51 55 ) ) ) ?) ) 1]
718 150 7508 I 4] [§3) ) 2 H
568 581 582 [t4 ) 2y %) ’} :’;
8117 7% 7,142 It 2) %) t2) 2y 1)
534 58 s4.7 @ [543 ) (2) ) )
an 4ss 464 It ) ) ] 2 )
[ 60 81 (%) * ) %) ) )
(5] 1,061 1,020 34 2 ) 2 2y [54]
37 E-X 373 2 () 1) {‘) 2) )
718 578 [ 2] [ 2) (%) ) 2y [543
271 20 202 [ (2) ) ) ) 14
178 184 195 2 [53 ) 53] 2) [
e 186 173 w1 It L} It} (O] ) [Ld]
' The poputation Houres ame not adusied for therctors, idertical

seasonat variation;
nmmm-wmncm

faTbers appear
? Data not avaitable.

NOTE: Pursons whose sthnicity is identified as Hispanic or Lstino ey be of sny mace.
Beginaing in January 2008, data retiect revised POPUIRtion contiols Lsed in the Aousehokd

Table A-4. Employment status of the civilian poputation 25 years and over by educations! sttainment

Numbers in thousands)
Not sessonaly adjusted Sessonally adjusied
Educational attainment oo Dec. o s, Sept. oo ™ Dac. Jn
2005 208 2006 2008 2005 2005 2005 2008 2008
Less thans Nnh school diploma
Crvikan abor torce vese2 | 12am | szen | 12ser | 12re | sasee | ovame | oveam | ovzem
e “? s =9 us as.2 e I 53 @0
Employad naz | osam ] nseo | nsss | nese | ven | onee | nees | nre
popatation rao 106 20 @ e “s x| @1 a9 @7
1144 91 104 20 105 st 4 923 ]
e o1 78 82 78 02 71 74 75 10
High school graduates, no cotiege * b
Crviion et orce wooz | smier | smows | wao | mz;a | seasr »in | s
=y €28 81 625 624 69 638 634 611 Qs
Errployad 3907 | seaes | oseors | ae0e6 | 36406 | samr | s | merz | sy
Sopdaton Fatio 592 0.3 9.9 535 .7 0.8 504 02 507
2.008 12 1943 1754 1821 1840 1825 1758 1678
o 58 45 51 @ 50 a8 a8 s “
uzse | w2 | maes | sesn | smsaae | ssmo | oasan | omam | wmss
724 720 e 730 2.4 723 723 724 75
w0 | vom | nsr | sz 33967 | secse | 3ams | aazo
92 0.3 632 700 2.8 66 5 @5 9.0
1504 1350 1348 1,398 12682 143 1352 132 1248
e a4 38 38 et a8 38 38 39 15
Bachetor's degroe and higher 2
Chvlian tabor torce w7 | w0 | asis | wrmwe | osss | ass | e | @ | amw
e 782 ™4 8.1 781 n7 m | 4 3
w0 | ez w7717 | 40588 | w0670 | 4o \
oo 82 788 85 782 73 759 783 7 788
1.029 (=) ot ve7 070 [ % 910 82
e 25 20 22 24 23 23 22 22 21

1 mm-ﬂhlwwmuw

T \cludes persons with bachelor's, Master's, protessional. snd dociond degrees.

NOTE: Saginning in Jaouary 2006, data redlect revised ROpUtStion oontrols vaed it e
housshokt survey.
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Table A-5. Employed persons by class of worker.and part-lime status
(i thousands)
Not ssssonally adjustsd Sessonally adjusted
Category
Jan Dec. Jmn Jan. Sept. Ot Nov. Dec. Jan,
2005 2008 2006 2005 2005 2005 2005 2005 2006
CLASS OF WORKER
and relaiad industries . 1.820 1,942 2138 2,140 2126 2154 2130 2,198
workers V.02 105 118 1197 ENtL) 1181 187 1187 1268
885 [ 834 s 9 906 ws |.
13 [ [ o ) ) ) () )
industies 136761 | 140976 | 138512 | 138,078 | 10421 | 140577 [ 340427 | 140638 | 140862
131818 | 129918 | 128438 | 130537 | 131123 | 3001 | 131070 § daes
19570 20,312 20255 4 20,192 19,952

20252 20,330 2022 3
111,384 100948 108,172 110,688 110,789 uoim |H‘m| 111,268
™

=54 {
110,582 109,309 107,972 109,858 +100,988* 110,099 110,261 110440
,294 6,534 9,356 550

4,183 4597 4395 4565 |.. 4240 4175 413 4133
2 2595 2541

2,854 3,108, 2,759 2293 2643 2,649

1,132 1,182 1,32 1334 1299 1246 1,248 126

20420 18,508 19,088 19.581 19,896 19812 19582 19,700

4,069 4513 4,303 4,500 4,163 4305 4051 4,064

2591 3,063 2,588 2848 2592 2,567 2,508 2,608

1129 1,170 1318 1335 1284 1230 1230 1,198

20,040 19,545 18,738 19.207. 19255 1928, 19214 19,368

el weather.

mmmmmwmmm mmuwwwmmmmm-ﬂmw
dspuw. Part add 10 tots becauze of 0w ndepender seasona) sdkssmont of the various sedes.

for NORBCONOMIC 1eatONs GXChudes. Parsons weork W ime but worked Baginning in January 2006, ¢3ta reQect revissd population controla tsed in the household
m‘mumummmummmnwmm sUrvey.
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Tabte A-6. Selecied employment indicators
n hanands)
Not seasonally sdjusted Seasonally sdiusted
Characteristic
Dax, Jan, Jan. Sag1. 0Oa. Now. Dec. Jan,
2005 2008 2005 2005 2005 2005 2005 2008

142611 18,778 143,074
5934 5,908 8,000 8,081 8.067
2270 2,099 2,269 2285 234
3,664 3522 3,636 3.694 371 3,
136,084 135,851 134,328 136,610 18,717 137,007
1379 13382 13,706 13,501 . 11n3
2218 122479 120,631 1=m 122,506 1
99,104 96514 98,061 96.849 90,93 "6
30,54 30,687 0. 30,066 30,860
34,681 | 388 34,599 34513 34,581 a2
33,547 33585 32,795 048 426 R
2408 2972 24,088
0287 75.605 74,880 78,410 78.52% T8.857
29m 2741 2,888 3 .08t 3013
1,041 2 1, 1,082 1.090 1,064
190 1,798 1816 1,890 1951 1943
8 73441 458
7280 7057 1188 7.30 7.358 1.287
66,04 85,807 68,142 68,157
53.239 52 52,061 53,419 51,975 53,621
17.032 16, 18,905 17,103 17,000 17,108

66,200 88217

2962 2879 3018 3.0 1,000 3,054

129 1,157 1223 1,245 1218

173 1723 1,820 1,804 1762 1,845

069 82236 83,170 63,249 6,16

8519 6325 8,519 6,601 0,454 8,415
57.15% 56672 55,761

1285 1343 10,581 11,159 1,190 1173
45,708 45,530 45,195 45457 45,480 45,469 190
3%ax | 3538 | s | 34943 W90 | s | 35187
9.026 [541 (&) ) th ) (W}
FULL- OR PART-TIME STATUS
Ful-tima workers 2 114,18% nrm 116,395 NS89 117,469 NI 117,860 118135 118,166
Pan-time workers ¥ 24,501 251427 25,006 24254 25009 24,838 24,814 24,743 26801
MULTIPLE JOBROLDERS
7225 7865 1420 T7.448 TA18 7584 7545 1473 7.0
52 54 53 53 53 53 53 52 53
1 Data not availsbie. m:wmnmmmmhmm—mm

2 Employsd Ab-Eme workers are persons who usualy wark 35 hours of mor per 20d 1o totals because of the independent seasonsl adustmend of the varicus serias.
"ok Beginning in Jenusry 2006, data rebect revised poouiation controls used in e househald
3 Ermployad part-tine worken a7 persons who usually work jszs then 35 hours per urvey.
wonk.
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Table A-7. Selected
Number of
unempioyed persons Unemployment rates !
Characteristic (n thousands)

Jun Oec. Jan. Jan, Sept. Oct Now. Dec. Jan,
2005 2005 2008 2005 2005 2005 2005 2005 2006

7.375 7.040 52 51 49 50 49 47

100 1097 16.2 158 159 174 5.2 153

sa? 45t 193 198 187 214 7.8 155

580 €35 " 139 2 2 135 4

6284 5943 a7 46 44 4d a4 a2

1283 1224 o5 a7 as a4 85 82

5010 4737 41 X] a9 as 39 a7

4227 4 €2 42 4 4 41 as

1625 ¥ 5.1 54 Y] 50 50 4

1,381 107 4.1 a7 28 a9 a8 a7

1125 35 35 35 35 35 a2

808 35 38 az 31 33 a2

9,902 3869 53 51 48 50 49 46

181 17.4 165 191 180 162

s 22 203 121 286 193 170

n2 355 159 181 155 158 138 154

3.318 47 45 43 43 43 40

7 71 w2 98 54 91 22 89

2.583 2385 a0 38 37 a7 38 35

2,154 1960 4t 40 38 38 38 15

748 47 50 44 45 44 a2

725 625 as as 35 36 a7 32

588 a7 35 as 33 35 a2

4% s 39 33 3z a 33 32

3472 a2 51 51 51 51 50 a8

-s7 |- 51 142 143 152 150 4 144

2% ™ 185 166 193 195 16.1 164

268 281 78 126 128 127 132 132

2,965 2 48 46 46 49 45 43

514 (1] 74 75 75 77 T4

2427 2351 42 43 42 43 41 40

2073 1963 44 44 44 45 44 4

734 55 58 53 §7 57 51

58 €62 44 4.0 a4 42 40 42

s77 537 34 36 37 37 35 32

0 £ 33 38 31 31 28 a3

1219 1196 ae 27 26 26 26 24

1150 e 32 34 23 a3 3z a0

(2] ™ a2 76 73 72 89 82

FULL- OR PART-TIME STATUS
Fut-time wockers ¥ 8397 5920 5782 52 50 4“9 43 48 47
Pan-time workeis .. ... 1,336 1454 1261 52 53 sS4 57 55 48
! civisan labor force. wmmmmasmmmmmmmmmm
1 Nt seesonalty ocjusted. Dot shown i this taile wil rol necassarly add £ totals becuse-of the -
Full-time workery are unempioyad pertons who hava expressed & dasine to work full m adustment of the various series. Wmhmaym data
m(:ﬁmwmwnﬂwmmwm jabs. rafiect revisad population controls used in the housshold survey.
4 Port-Gme workers are unemployed Persons who Neve Sxpressed & desire 1o work :
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Tabie A-8. Unempioysd persons by resson tor unemployment
(urmbers 0 housands)
Not ssasonally adjusted Seasomlly adjusted
Reason
Jan. Oec. Jan. Jan. Segt oot Nov, Dec, dan.
2005 2005 2006 2005 2008 2005 2005 2005 2008
NUMBER OF UNEMPLOYED
3982 26597 3,508 2455 348 e
1013 1319 962 70 Bad 99 «0S o
2,509 EX- 243 3.020 .78 2,564 2,556 2,552 2462
1,865 186 [§] ] ') M tH )
43 810 ") (4] ') ') ) )
% &1 o1s 874 - 83 900 81 839
2,003 2% 262 249 253 2420 234
439 535 3] 626 654 €79 644 22
PERCENT DISTRIBUTION
otal 100.0 100.0 1000 100.0 1000 1000 100.0 1000
Job Ksars £ad persons who complesed 1emporary jobs .......| 521 s2.4 514 a5 474 458 479 4“9
On y s 173 124 127 128 ne 126 123
Not on lemporary 12yod . B ns 5.1 390 £ ] u7 ne s us
108 109 08 ns 120 ne 114 ns
0.0 26 301 na nz ns 28 E-X3
New entrants 72 70 60 52 a8 9.0 87 [X]
UNEMPLOYED AS A PERCENT OF THE
CIVILIAN LABOR FORCE
Job 09er3 and DErsons Mo completsd RTPAMRTY KIS ... 32 24 27 27 25 23 21 23 22
Job lexvers 6 5 ) ] K k3 k] 8 k]
16 14 15 15 18 16 7 18 15
New ertranty ) a3 4 4 - 4 5 a -
! Data not evaiabis.
NOTE: Beginning in January 2006, dta refact revi tion controls used ¥ vy,
Table A-9. Unemployed persons by duration of unemplayment
{Numbers in thousancis}
Not seasonally sdjusted Sessonally adjusted
Duration
Jan. Dec. Jan. dan. Sece. Oct. Nov. Dec. Jan,
2005 2005 2006 2005 2005 2005 2005 2005 2008
NUMBER OF UNEMPLOYED
2.948 240 283 2.597 751 2,708 2718 2764 2,556
2527 2,189 2430 2,48 2253 2, 2,240 2263
2569 2343 2821 2477 2492 2417 2241
1269 1004 1143 1,191 1120 1.045 1,108 1,069 1,090
1.700 1310 1200 150 1,064 1432 1383 1,350 1151
15 s 160 192 182 120 176 173 188
92 88 63 03 a5 86 [ 05 84
1000 1000 1000 1000 1000 1000 1000 1000 1000
ko »1 w2 N4 3 64 9 32 %2
239 ns o 02 2.7 30.4 E 02 n1
382 4 208 %3 31 333 0 6 az
150 146 150 153 148 140 147 144 1354
27 WOLKS 10 OVET 1o 201 188 150 20 193 192 183 1?2 183

NOTE: Bagianing in Janusry 2006, 6318 refiect
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Table A-10. and persons by not adjusted
Qrmbers in housands)
Unemployment-
Employed Unemployed rates
Qccupation
Jan Jmn. dan Jan Jan, .
2005 2006 2005 2005 2005 2006
Total, 16 yaars and aver ¢ 138,682 141,481 8444 7.608 57 5.1
ang retated 48,878 50,131 1215 1,078 24 21
Managemeni, business, and financial operations occupations ........ 20,063 - 21,074 482 424 23 20
i and related 28815 20,058 ps ) 654 25 22
Service o 22276 22,550 1763 1,548 7.3 64
Sales and office 35,284 1,982 1,761 53 a7
Sales and related 15,936 18,315 850 56 55
Office and in suppon A 19,348 19,484 1031 R 6.1 40
Natural ‘ 14327 15,088 1,487 1275 9.4 78
Fanming, fishing, and forestry 851 168 161 172 158
> and i 8376 8.102 1,082 915 14 9.1
instasation, maintenance, and rapalr.ocoupations .........—.. 5,154 5,135 240 199 44 37
Production, fransportation, and material moving occupations. 17.918 17,914 1414 1,365 73 7.1
' 2 9,372 9,450 721 665 7.1 6.6
Transportation and Material MOoVING OCCUPAUIONS .....c..cr-mnms e 8,544 8,484 693 700 75 78
¥ Porsons with AT WOk SXPOrenNC whose st job was in the Arvd Forres are incuded in the unamplored o,
NOTE: Beginning in Janusty 2006, data .
Tablg A-11. Unempioyed persors by industry and class of worker, not seasonally sdjusted
Number of
unemploysd Unemployment
Industry and class of worker ,hfm”) i
dan. Jan. Jon. Jan.
2005 2008 2008 2006
Total, 16 years and over + 8444 7,608 s.7 5.1
A privale wage anc salary workers 6,849 6,135 6.0 53
26 4.9 39
Ce 1079 868 1ua 2.0
839 7. 53 46
547 450 51 4.1
341 328 57 54
1302 1,263 63 57
e 287 50 5.0
168 108 54 33
252 23 27 24
958 825 76 6.5
g;g 533 34 32
910 a7 81
Othey wv:s . i - zssg 308 47 49
Agriculture related private wage salary (- JR— ¥ 140 1.2 15
Government workers 555 457 26 22
Seit employed and unpaid family workers ............. 348 M 32 32

1 work ncluded in
NOTE: Bagi Sarry 2008, contros uced in
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Table A-12. of labor
{Pescom)
Not ssasonastly sdjusted Sessonally adjusted
Measure
2005 | 2005 | 2006 | 2005 [ 2005 [ 2005 | 2008 { 205 | 2008
U-1 Persons unemployed 15 weeks or 101087, 33 8 pEsCant of e Chvikan 1abos 10T ............ 20 15 1 X3 19 17 (& 17 18 15
02 Job iomers and persons who completsd temporary jobs, &S a parcent of B cvkan Labot
torce ... - a2 24 27 27 28 23 23 23 22
U-3 Total uneweioyed, s 2 percent of the civilan .
rae) . 57 4 51 52 51 [X] s0 a9 a7
U4 Total unenmpioysd plus dacoutaged workirs, 23 § pascent of the civiian 1ator force phas
workers [X] 49 54 55 53 52 $3 52 49
us!wwmwmmdmmmm
25 8 percont of the chvikan labor torce pus o marginafly aftached workers. ... [X] 55 81 64 60 (X 59 59 57
U-6 Torad unerrgioyed, phes s marginaty sxtached workers, phss total employed part ke for -
4CoNOmic reasons, as & percant of the chillan Labor loe phus #l marginelly atached
102 LT3 9.2 93 8.0 s6 87 L1 84
workers ore - working nor have had 10 40ta 1or 8 panine schedute. For fther ELS inoduces new
tooking Sor work tut indicate that they wan! and are avaiable for & job and heve looked for range of witenabve Ov October 1995 issus of the Monhly
work sometime in The recent past. workers, & subsst of e megraty Latxor Review. Baginniog o Jenuery 2006, dats refiect usadin the.
survey.

Tabio A-13. Persons not in the tabor force and medtipie jobholders by sax, nol seasonsity adjusted

{Numbans n thousands)

Total Men Wornen
Caregory
Jon. Jan, Jar. dan. Jan. Jan.
2005 2006 2005 2006 2005 2008
NOT IN THE LABOR FORCE
Total not in the lebor force nnz 78483 2914 20122 47,79 484
Persons 51% 5,095 2433 2290 2703 2,002
1,804 1544 L) 28 823 815
515 29 30 216 77 1”0
1289 1248 643 813 645 &%
1225 7428 2874 3503 355% 626
52 53 50 50 55 55
= 3953 a7 22 1665 1748
1.812 1682 542 574 1.064 1,108
i 1 9t 04 (3
Hours vary on primary or secondary job — 1457 1488 09 206 [ 682

0 Dorsons who tavo sewrched tor work dusing the prioe 12 months and
mmmm-umum
work gvakable, could nat find work, lacks schooling or baining,
Wmmmamwmm— dacrimination.
mmmmmmmmﬁmmhmmOu‘;um
easons as school or amily Bhasth, and

--mmhmm

was pot

nONDETICIDEvOn dutersnined.
ciudes peracns who work pan time on thew My job and he Sme o heir
mm)-uam
a-u-vmu

separaivy.
i Jacumy 2008, dats r9Rect revised popiaTon contchs ued i the
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Yable B-1. Employees on nonfarm payrolls by industry sector and selected industry detall

{In thousands)
Not seasonafly adjusted Seasonally adjusted
Change
tndustry dan. | Nov. | Dec. | Jan | Jan. | Sept | oct | Wov. | Dec. | Jan | “wom:
2005 | 2005 | 2005 | 2006 | 2005 | 2005 { 2005 | 2005 | 2005P | 2006° | Dec. 2005- *
Jan. 2006°
132,419 [ 132,471 { 133,840 [ 133,877 | 134,231 § 134,371 [ 134,564 193
110,844 | 110,756 | 111,985 | 112,025 | 112,351 § 112,496 | 112,690 194
24,758] 21.983] 22143| 2,179| 22,284} 22273 2233 58"
837 605 631 638 641 646 €51 5
80.9 66.9 827 621 62.1 622 623 1
576.4 537.7] 567.8] 573.8]° 5793 583.3| 5890 57
1275 1240 128.5 127.4 1288 128.3 1286 3
207.1 20781 2127| 2145f 2150} 2153( 2183 1.0
78.0 723 745 75.1 75.4 755 78.2 7
2418 2059} 228.7| 2319} 2354 2297F 2440 44
7.018 7,118| 7,325{ T347f 7.409}] 7.414 7480 46
168151 18756 | 1,697.8 | 1.7024 | 17224 | 1.7284 } 1,7386 102
94521 09341 9525 9528f 9636 9698y 6774 78
7363 74158 * T45.1 749.6| 7588 7586| 7612 256
869.2] 9223] 9639] 9653| 77t} $739] 6821 82

446849 [ 45175 46633 | 4,679.2 | 4,709.4 | 4.711.9 ] 47395 278
2232321928 § 23088 2,326.0 | 23394 | 23486 } 2,369.1 205

223261 2.324.7§ 235451 2.353.2 | 2.370.0 | 2.383.3 ] 23704 71

14,141] 14233 14227] 14,905| 14,2801.14.187] 44,4965 14,214 14.213] 14220 7
9.946] 10.131] 10131} 10.042| 10,054 10,048] 10069} 10.103| 30.117| 30.138| - 2t
8882] 8970] &s884] B91B] 8943} 8833 8952] 8960| 8986] BITI 7
81167 6.287) 6317§ 6.269] 6,169] 6.218f 6249] 6274| 6293} 6315 17
546.0 5581 55221 55073 $%6.7[ 5595] 5623 28
50111 S500.8f 5020| 501.8§ 5080 6.2

469.71 47057 4715] 4700f 4733 33

152171 15208 § 1,524.1 | 1,526.7 § 1,520.4 27

116341 1,174.5] 11644 | 1,183.9 | 1,1600 -39

13228 1,323.5 13220 | 1,320.5] 13148 -57

2074 207.9| 2063] 2058] 2028 -2.9

14791 1482| 1480] 1485} 146.1 -24

451.8| 450.7] 450.6] 450.3] 4498 -7

4408| 4416] 44207 4415( 4419 4

4318| 4311} 4343] 4349 436¢ 12

17537 | 7655 [ 1.771.8| 1,7758 { 1.7758 -3

1.088.4 1 1,088:4 | 10924 | 1,091.6 | 1,093.4 18

561.3F S60.5{ 55841 558.2| 5579 -11

T 6550| 6538) 654.7f 654.9| 65686 17

5254 52441 5254f 5247| 5247 0

3830| 3s20| 38201 3819] 23823 4

148141 1.458.5 | 1.465.0 | 1.466.5 ] 1.465.3 -1.2

19107 1924| 1934] 1925| 1548 21

247} 21321 2109f 209.0] 2095 5

17301 173.8{ ~1745{ 1745f 1779 26

25511 2s51.8) 2537) 2526) 2524 -2

395 396 395 308 394 -4

4805) 4785| 47ast a7r2| 4787 -5

6464 645.1 8448 6419 5403 -1.8

11301 1131] 11231 1m19]| o -9

880.3f 879.3f 8815] 8828 8827 1

7995] 7e9.1| 799.4| 7968 7o7S| 13
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Table B-1. MNWMMWWMMMMMD—W
{in Mousands)
Not seasonally agusted Seasonally adjusted
Indusky dan. | Nov.  Dec | dan | Jan | Sept | oct | Nov, | Dec. | san, | o
2005 | 2005 | 2005% | 2006° | 2005 | 2005 | 2005 | 2005 | 20057 | 2006° | Dac. 2005
Jdan. 2006°
112,914 {112,887 1 110661 | 110483 | 111,697 { 111,638 [ 111,967 | 112,008 { 112,233 135
90,583¢ 90,683| 28.835| 83,7687 89.842] 89846 90,087{ 90.223| 90.359 138
W45 26629] 25835 25724| 25944] 25945| 28.008] 28.018| 26,037 19
5.790.7 | 5706.21 5754.5| 5,701.7| 5.782.3 | 5.767.8 | 5,782.7 | 5.7866 | 5.801.7 15.9
3.011.7 | 302421 3,008.3 | 2,969.7 | 2.997.8 ] 3.002.3 | 30105 | 3,017.9 | 3,0245 68
20358 | 2.026.7 | 2,000.8 | 20121 | 20221 | 26217 } 2028.9 | 2,0246 | 2.026.2 \X:]
T43.4 7453 T145.8 7189 7424 7438| 7433 7441 751.0 69
115,684.5 [15,871.7 [15,183.7 |15,156.7 [15.267.0 [15.259.6 [15.282.9 {15,202.3 |15,300.8 1.5
1914.4 ] 1,903.7 ) 3,8835 | 19104 | 1.920.4 | 18215 | 1.914.3| 19140 19123 -1.7
1254.5] 1,249 | 1,238.0 | 1,256.2| 1.268.9 | 1,260.5{ 1,2545 | 1,253.2 | 1,250.9 23
6000| 6048 sS3t4| 5709| 5809) s81s! ss3a| se22) savy 55
584.5 570.4 548.0 5214 539.9 5405] 5442 $415] 5407 -8
1.267.2{ 1.261.7 | 12320 | 1.251.9 | 1.272.3 | 1.273.1| 1.281.6 | 1.288.4 | 12035 51
28320) 28439} 2.791.8 | 2.8138| 20030 26095 ] 26066 | 28076 | 2.8062 -1.4 .
9725] 9834) 968.7) B437| 9s53s| 0593| 9647) 969.7) 9694 -3

8882 8852} 8523 osess| 8739 avas| esa1| 8675} 8628 468
15003 | 15749 | 1.437.4 § 1.3835 | 14142 14135 ] 14345 14480 14346 ~134

75.1 704.5 651.5 B45.5 631.3 638.7 641.5] 8413 6434 2.1
33115 3,160.2 § 2.905.1 | 2.000.4 | 29274 | 2.910.6 | 2.020.4 | 2,0054 | 2.513.0 78
1,743.01 1.7887 | 1.591.5) 1.8024 | 1810.9] 1,590.6 | 15952 | 1.5018} 15628 380

912.2{ 9256| 8823| 906.2] 9022 e99.t] 6973 897.5| 89S 3

4866] 4734 4389 431.2 4387 4317 4384 439.2] 4393 -1
44105} 44037 | 43392 | 4.308.5 | 43554 § 4.358.4 | 4,370.2 | 4.368.8 | 43751 83

2} 4880 487.3%F 4B33f 50081 495.1] 4937| 4889} 487.6{ 4888 1.0

2288| 2217§ 2254| 2280} 2282| 2281 227.8] 2274 2274 K]

2. Qs 814 57.8 818 628 636 64.0 839 -1
141231 1,403.4 | 1,377.8 | 1.375.3 | 1.397.4 | 1,402.0 § 1,407 | 1.404.2| 14058 16
411.5] 033 4029| 3898 388.0 3885} 3949 3.2 W3 R
.1 9 4 380 s 2 ar2 7o 373 3
267 285 238 243 31.8 315 314 23 326 3

554.2] 5578| 554.2] 5472} 551.9] 549.8{ 5539 5546] 5574 28

588.21 59%00| S762) sSe32) S738) 5763 S76.8]| 5764 5733 =31

603.1 6019 s964 575.4 589.8 588.7 582.0 594 5975 34

589.01 55751 557.8| 657.2) s5s8.9| sS594) S604) s50.8] 5596 -2

3.074 3019 3,048 3,068 07 3,058 3,064 3.088 3,084 2

808.3| 9076| 898.6| 90201 0044| B037] pO28) 9028} 9018 1.3

38590| 32929]| 3792 3r0.1 390.6 793 3835 3875 388.3 8
3272} 30| 3215| 68| 3267) 32v6] 3257 3242] 3025 1.7
30.3 30.2 283 309 304 30.1 301 303 284 -9
9039 9931 992.21 1.009.7 2334 991.2 995.1 9933 994.6 1.3
377.7| 3793) 3res ar? 376.1 3788 3767 3783 3174 -9
43.4 %3 50.4 509 48.7 494 49.9 49.7 505 8
8.208 8,2191 8194 8,091 8,172 8,201 8217 8224 8,245 21
6,0636) 6074.8 ) 6,071.1] 5364.4 | 6,020.1 | 6053.3{ 6,066.7 | 8,071.0{ 8,086.7 157
208 210 212 208 0.7 207 208 219 n2 B
2.891.21 289468 | 29008 | 2.841.0| 2.880.9 ] 28929 | 2,895.8 | 2.898.7{ 2.909.7 1.0
1.788.6 ) 1,793.7 | 1.800.0 { 1.757.8 | 1.763.5 | 1,760.8 | 1,793.3{ 1.796.9 | 1.800.0 kX
1,305.2} 1,307.2] 1,310.3 | 1,288,411 1,202.8 | 1,306.9) 1,308.0 | .308.6 | 1.310.1 5
7909 ™7 791.3 77968 786.2 7905 7907 790.9 7932 23
2,2735| 22708 | 22706 | 2.254.7] 2.295.1 | 2.262.1} 22718 | 2.272.7 | 22752 25
871 817 87.2 83.3 882 B7.1 815 876 874 -2
214421 21446 | 21196 | 21069 | 21433 | 2,947.5| 2,150.2 } 2,153.4 | 2.158.7 53
147531 147721 1467.0 ] 1.433.8 | 1,469.0| 1.474.7 | 1478.4 | 148208 14928 9.9
641.0] 6395] 8252 847.4 6483 £45.1 643.9 5425 837.9 4.6
279 279 274 20 215 2y 279 80 280 0

See footnotas at end of table.
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Table 6-1. Employees on nonfarm payrolls by industry sector and selscted industry detait-~=Continued
{in thousands)
Not seasonally adjustad Seasonally adjustad
Change
Industry Jan. | Nov. | Dec. | Jan. | Jan. | Sept. | Oct | Nov. | Dec. | Jan. trom:
2005 2005 | 2005° | 2006 | 2005 | 2005 { 2005 | 2005 | 2005° | 2006° | Dec. 2005~
Jan. 2006°
16243| 17.194] 17.431] 16752 16838 16997} 18901] 17,061 17,129) 17,153 24
69312 | 7,0688 | 7,124.8 | 7,141.8] 6.911.1 | 7,062.2| 7.074.8 | 7,087.2 | 7.118 | 7.1235 a4
1,155.1 | 1.160.6 | 1,184.6 | 1,155.8 | 1,1564.3| 1,159.5 | 1,159.2| 1.160.0 | 1.161.8 | 1.164.4 28
8208] 7919) e403f 9354} moB9| e489] 8s10| sers| 8e04| sezs| 176
1.256.7 | 1.342.7 [ 1.339.0 | 1.318.2§ 1.277.5| 1.324.3} 1.326.1| 13353 | 1,3385( 1.31.7 az
11708 | 1,212.3] 1,216.7 | 1.211.0] 1,17408] 11958 ) 12044 | 12049 { 1,207 | 1.2153 658
3083 8634| 871.3] e61.1] 8187| 8s20] BSSS| 861.4f 8657f 871 sS4
| 17334 17500 ] 1,759.91 17433 1,747.3| 1.7542 ] 1,749.9 ] 1743.2 | 1.7565 | 1,7584 19

75846 | 8,373.8] 8,248.7 | 7.886.68 § 7.979.5 | 8,180.5 { 8,165.8 | 8,230.5 | 8,253.1 § 8,270.7 178
| 7.257.5 | 8.042.8] 7.914.9| 7.530.1 | 7.644.4 | 7.846.5} 7,835.6 | 7.897.8 | 7,919.0§ 7,934.8 158
32737 | 379131 3,752.5 [ 34833 | 34826 | 3,628.2 | 3.617.2| 3,663.7 | 3,6829 | 3.698.4 155
247091 24626 | 25737} 25762 | 2618.2| 2.635.2 § 2,6495 143

749.0) 7627} 737.2} 7S2.7| 7I547| 7s28f 7518 48

1.581.0 | 1,700.0 § 1.735.4 1.741:1 17554 | 1.745.8 ) 1,739.1 45

328.5f 335.4| 334.0{ 3302} 332.7] 341 359 18
17425] 17,978} 17451] 17.440] 17481} 17.500] 17,542 39
274221 2817.3 | 28449 | 28159 28202 | 2,0188 ] 28198 1.0

14,677.9 14,358.7 14.605.8 [14.624.5 14,661.2 114,684.3 [14,721.8 s
12.433.0 142,182.9 |12.382.9 {12,392.7 [12.423.8 12.440.3 [12.460.5 292
51743 | 50408 | 5,145.1 1 51529 | 51727 ] 5181.6 | 5198.2 146

21375 | 20700 21153 21198 § 21284 | 2,1358 | 2.141.0 52
481.5| 4627 479.3| 4806 4824 4834 | 4829 -8
B8220| 804.1 8205] 8208] B243 B235) 827.3 a8
4387.21 430571 4,366.8¢ 4371.7 | 4379.2 | 4,385.2{ 43925 73
2871.5] 28364 } 28710} 2668.1 | 2671.9] 2.873.5) 28808} - 73
15179 | 1,5757] 156221 1,578.9 | 1,582.5] 1,564.0 | 1.583.7 -3
22449277581 22229 | 22318 | 2,237.4 ) 22440} 22523 8.3
800.4 7738] 787.8] 7932| TeZ2$ 793.81 7884 48
12304 12673} 12826| 12,840| 12831¢ 12896 12922 28
16778 | 18596 | 1,895.1 | 1,897.8 | 1,907.5 | 1,904.5| 1,905.3 8
3188 3852 372.2| 3650{ 362 3595| 3s49 4.6
110.0 1184 1232 1218 1210 1210 1211 .3
124891 13760 ] 1,399.7 | 14112 14237 | 14240 | 14293 53
10,625.9 }10.,813.3 }10,931.2 10,9424 [10,973.9 {10.991.9 [11,018.3 14
1707.1] 1.8088 | 1,814.5} 16129 1,811.1 ] 18043} 1.797.7 45
89188 ] 9,004.5] 9.116.7 | 9,1205| 8.162.8 ] 9.187.6 | 9.218.6 310
5,33t 5,398 5.381 5311 5317 $387| 5396 9
12291 1,2355 | 1,230.8{ 1.227.1 | 1.232.0 | 1.241.1] 1.2418 A
1,258.4 | 127661 1.271.3] 12703 | 1.271.1 ] 12706 ] 1.2759 53
28433 | 28858 | 2.679.2§ 28732 | 28736 | 2.874.8 | 2.878.3 35
20.775| 21.715% 21,855 21,852 21.880] 21875] 21874 -1
2889f 2721 2 2724 2728 2713 2708 -5
19223 1,946.0 | 1,949.9 | 1.949.5| 1,953.1] 1,041.1 § 1,930.1 20
767.1 775.0 77471 1740 7749 7722f 7689 =33
4,956 5,013 5.026§ 5022| 5.032 5,039] 5041 2
2,196.0 | 2.247.6 § 2,255.1 ] 2.248.1 | 2.258.6 § 2.261.6 | 2,262.3 7
27599 | 2,785.5 } 2.771.1 ) 2.773.5 | 27758 27776 | 27785 k]
14,1301 13901] 14,104 14.106] 14,120] 14.123| 14,125 2
8253.2 .6 | 8.015.0 | 7.816.3 | 7.891.9 ] 7,894.91 7,899.3 | 7,903.0 | 7.902.6 -4
Local govemment, excluding education .......... 6,172.1 | 6.145.8 | 6,114.5 6,164.4 ] 62121 | 6,211.5 | 6.2206 } 6219.7 | 82219 22
! includes other industries, not shown separately. nursing and residential care facilities.
Zinchudes motor vehicles, motor vehicle bodies and trallers, o= inary.
et motor vehicle parts. NOTE: Data have been revisad to reflect March 2005 benchmark levels

3 nciudes ambutatory health care services, hospitals, and and updated seasonal adjusiment tactors.



ESTABLISHMENT DATA ESTABLISHMENT DATA

Table B-2. & weekly hours of ction workers' nontamn
Tebo o2 nngo ty produ: or nonsupervisory on private payrolls by industry sector and

Not seasonally adjusted Seasonafly adjusted
Indusiey ton. | Nov. | oec. | tan. | san | sept | oot | mov. | pec. | o | horee
2005 | 2005 | 2005° | 2006° { 2005 2005 | 2005 2005 | 2005P | 2006° | Oec. 2005
Jan. 20067
Total private ... S < X ) 38 337 338 337 338 3338 338 38 38 00
Good; ing 39.5 206 404 40.4 398 40.0 40.3 404 402 404 2
Natural and mining 45.1 452 455 45.7 458 459 46.0 450 458 462 4
382 kA 8.3 are 38.2 385 392 8.7 392 5
412 414 408 40.7 40.7 410 408 «wa 408 o
48 a9 43 45 45 48 46 45 45 0
417 419 411 411 412 4186 413 4“2 412 0
438 50 44 46 46 48 47 45 45 0
409 404 397 408 396 408 405 40.1 40.2 1
442 426 420 420 41.9 4286 435 427 429 2
437 440 439 430 434 435 435 434 435 1
415 418 414 409 408 416 412 411 413 2
4 423 4238 "y 420 421 422 420 419 416 -3
Computer and electronic products .. 409 409 299 339 40.2 405 403 403 40.% -2
Etsciricat equipment and appilances .. 402 418 45 412 40.2 413 414 410 410 L3R 1
LY 429 438 425 423 427 430 427 426 426 0
Motor vehicles and parts 2... 426 4313 420 422 427 429 424 22 420 -2
Fumiture and ratated products 387 392 318 395 393 392 385 382 389 -2
i i 388 389 386 386 388 390 386 386 386 a
404 40.7 402 40.0 399 40.1 400 40.1 40.2 1
48 48 43 44 44 44 a4 46 45 -
95 399 395 389 388 38.9 390 393 396 3
404 397 3838 404 385 408 401 400 397 -3
410 414 405 403 399 402 406 41.0 404 -6
398 406 40.2 395 387 338 386 139 a1 2
361 8.4 357 359 358 3.1 359 359 359 .0
398 398 380 312 385 387 85 394 392 -2
429 434 428 425 428 429 425 425 424 -1
387 388 38.5 386 388 385 383 383 385 2
Petrateun and coal products . 466 “s 445 45 47.4 473 458 448 452 8
Cl i 428 430 43,1 428 420 429 423 425 428 3
Plastics and rubber products . 404 411 40.2 40.0 400 400 401 40.4 402 -2
Private service-providing -.... 23 323 324 324 324 324 324 324 324 0
Trade, ion, and utilifes 332 32 334 B0 35 a3 333 334 334 333 -1
trade 378 378 378 380 7 317 arse 378 379 378 o
Retall trade e 302 303 307 30.0 307 5 304 306 305_ a5 0
and ing 374 370 37.0 361 375 388 387 36.8 387 6.4 -3
Utilities 40.8 417 413 40.8 41.0 41.2 413 412 414 410 -4
i 36.6 366 366 368 364 388 36.7 365 367 386 -1
.
Financiai activities 38.4 357 357 365 358 380 36.1 359 359 36.0 A
Professional and business services 341 343 34.2 345 4.2 343 343 343 343 345 2
Education and health services .... s 32s 328 zs r 327 azs 326 328 8
Lelsure and hospitality ...... 254 252 253 257 258 257 257 2586 257 .1
Other services ... 308 308 310 309 309 309 309 308 31.0 A
‘Dahmhbwmmmmnnawmmdmmanﬂ vufndcpms
9 ion workers in and P Y
workers in the service-providing industries. These groups account for NOTE mmmmmummmmmmmm

Z inctudes mator vehicles, motor vehicle bodies and trailers. and motor
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Table 8-3. Average hourly and mm-mwdwwmmwmwwvhuym' on private nonfamm payrolls by Industry sector and
ssiectad inchustry detail

Average hourly earmings Average weekly eamings
2005 2005 2005° 2006P 2005 2005 2005° 2006°
$16.30 $16.36 $16.52 $537.26 $550.94 $551.33. $558.38
1628 16.3¢ 16.41 535.16 550.26 §54 66
17.78 1781 17713 683.75 721086 719.52 71097
18.90 18.90 19.24 83525 854.28 859.95 878.27
19.61 18.67 19.51 702.88 768.7% 749.43 741.23
16.70 16.81 18.77 666.65 688.04 695.93 684.22
17.54 17.67 17.58 702.74 73142 740.37 72254
13.32 13.20 13.47 520.23 544.78 533.28 522,85
18.55 16.51 16.44 866.26 731.51 703.33 69048
|2 1847 19.38 815.77 83948 843, 849.90
16.01 16.18 18.08 83755 664.42 678.32 68571
17.01 1712 17.23 71867 719.52 732.74 718.49
18.60 18.76 18.80 71500 760.74 767.28 750,12
1542 15.52 15,42 606.22 64147 84408 635.30
2255 273 239 925.52 967.40 981.03 0951.58
1345 13.52 13.47 527.96 520.52 520.98 509.17
14.12 14.19 14,07 542.72 547.86 551,09 543.10
15.28 15.35 15.40 608.08 617.31 624.75 619.08
13.08 13.11 13.14 505.42 515.87 523.09 519.03
18.76 18.50 18.47 73735 ° 757.90 73445 716.64
1248 1246 12.61 498.13 511.68 515.84 510.71
11.78 11.89 11.90 44801 470.02 48273 478.38
1041 10.43 10.56 38271 37580 37965 37899
11.57 1436 11.61 42957 460.49 452.13 452.79
17.87 1795 17.88 769.88 766.62 779.03 761.69
15.73 15.98 16.02 .38 808.75 620.02 816.77
2464 2462 24.85 1.097.31 1.148.22 1,095.59 1,108.3%
19.68 18.83 19.85 835.88 838.37 852.89 855.54
1478 14.84 14,85 582.40 59711 609.92 60099
1590 1597 16.20 507.06 51387 515.83 524.88
15.00 1496 15.19 493.02 498.00 499.66 50127
18.46 18.60 18.687 680.40 697.79 703.08 709.46
12.28 12.25 1248 arzer 37208 376.08 373.80
16.88 16.87 16.91 619.72 62456 624.19 61045
2137 27.32 27.08 1,066.10 114133 1,128.32 1,104.88
2245 22.68 2309 | 79678 82167 83009 849.71
18.17 1821 18.42 648.28 64867 650.10 67233
1825 1843 18.88 617.55 82598 630.31 651.36
1694 17.03 17.09 54153 55055 55348 562.26
829 538 9.34 230.74 23597 23638 236.30
1446 14.52 14.57 439.40 44537 447.22 45167
! See footnote 1, table B-2. - NOTE: Data have been revised to reflect March 2005 benchenark
P = pretiminary. levels and updated seasonal adjustment factors,
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Table B-4. AwmmdMnummm‘mmmmwlmmm

selected industry detai), seasonally adjusted

Percent
— AR A I
Jan. 2006°
$15.88 $16.19 $16.28 $16.28 $16.34 $16.41 04
[¥<} 8.06 8.10 8.18 813 NA (O]
737 17.68 17.74 17.74 1 17.81 2
18.43 19.03 15.04 1895 1888 19.32 13
[ 19.23 12.54 18.58 19.58 19.64 19.65 A
16.38 16.60 18.79 16.68 18.71 16.74 2
overtime* 1552 15.73 15.82 1579 1584 15.87 2
Ourable goods 741 1738 1751 1750 1753 17.55 2
goods 1542 15.30 1535 15.28 15.32 15.36 3
Private ding 15.49 15.80 15.69 15.89 15.96 16.03 4
Trade, and utiities 14.78 14.98 1505 15.04 15.10 1511 R}
trade 1788 1828 1832 19.45 18.58 18.56 -4
Retail trade 1231 12.35 12.43 12.35 1239 12.42 2
T ion and 1655 18.82 16.82 1685 16.85 16.90 3
Utiiitles 213 2655 2747 2115 i3] 2r.18 -1
2173 232 2265 2240 2265 298 15
Financial activities 17.69 18.0t 18.09 18.20 18.24 18.29 3
Professional and business services 17.8¢ 18.15 19.30 18.29 1840 18.55 8
Education and health services .. 1641 16.84 16.90 16.95 1699 17.05 4
Leisure and 2.04 .22 922 9.2¢ 9.26 926 0
Other services 1447 14.40 14.46 14.46 1449 14.52 2
¥ See tootnote 1, table B-2. rate of time and one-half.
2The Consumer Price Index for Urban Wage Eamers and N.A. = not available.
Clerical Workers (CPI-W) is used to defiais this seres. P = prelminary.

3Change was 0.4 percant from Nov. 2005 to Dec. 2005, the

tatest month availabla.

4 Derived by assuming that overtime hours are paid at the

NOTE: Data have been revisad to reflect March 2005 benchmark levels
and updated seasonal adjustment factors.
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ESTABLISHMENT DATA ESTABLISHMENT DATA

Tabls BS. Mndmmmmdm@mmmmm‘mmmmmwlmmm
selected industry detall

{2002=100)
Not seasonatly adjusied Seasonally adjusted
Percent
industry Jan, { Nov. | Dec. | Jan. | Jan. | Sept. | Oct | Nov. | Dec. | Jan. [change from:
2005 | 20057 | 2006° | 2005 | 2005 | 2005 | 2005 | 2005° | 2006° | pec. 2005
Jan, 20067
1042 | 1038 } 1018 | 1013 | 1631 | 1031 | 1035 | 1037 | 3039 02
1013 | 1000 87.2 86.9 88.6 996 | 1005 | 1000 | 1010 10
175 § 1978 | 1163 | 1103 | 1183 | 1176 | 1160 | 1188 | 1203 13
1139 | 1063 | 1024 | 1026 | 1072 | 1085 | 114.7 ] 1100 | 1124 22
858 6.3 94.0 839 838 94.7 a6 94.7 94.9 2
83.5 95.4 068 953 883 97.7 97.4 87.5 97.8 3
1034 | 1023 996 | 1026 895 § 1024 | 1024 | 1021 | 1029 8
102.¢ 06.4 934 97.5 5.7 97.2 895 | .97.7 935 18
95.5 96.8 86.5 a2 B45-f 950 852 95.0 85.7 7
1019 | 1021 § 1008 88,5 988 |- 1005~ 1003 | 1004 | 101.3 2
99.7 | 1015 a8.5 9.8 99.1- § 1003 9.0 990 98.2 -8
1023 { 1031 994 90.2 979 99.8 | 1003 [ 1008 99.7 -1.1
as.0 896 894 87.0 a8 88.1 87.7 88.1 B9.0 10
995 | 1024 986 96.1 26.7 8.8 ga8 99.3 835 2
2.2 986 84.2 956 987 964 954 85.1 948 -3
897 911 87.2 93.5 913 81.0 89.2 88.6 882 -5
1.7 920 805 91.3 91.0 915 20.7 20.7 91.2 6
915 914 B9.3 91.5 90.0 90.2 80.2 90.2 90.5 3
a7.4 976 849 96.0 845 84.5 952 959 96.8 9
995 87.0 8319 a9 849 | 3003 98.8 98.2 98.8 8
696 €88 679 75.1 694 69.3 69.2.1 69.1 838 -4
938 844 96.8 804 ' 912 922 84.2 94.3 977 38
65.1 64.0 622 703 648 684.0 845 641 84.6
821 826 778 777 796 796 81.0 81.5 798 -2.1
88.1 88.8 864 888 }- 881 87.9 871 86.8 883 -8
9220 918 89,0 926 912 0.8 805 980.0.| 887 -3
1027 94.3 822 [ 103.2 | 1053 | 1053 | 1006 972 87.4 2
975 986 881 98.2 96.4 97.9 88.9 974 88.0 6
934 84.0 813 27 91.9 919 821 926 821 -5
1048 } 1049 | 1029 § 1026 | 1041 | 1041 | 1045 § 1046 | 1048 2
1034 ] 1049 | 1001 | 100.8-| 1013 | 1013 | 1020 { 1021 | 1019 -2
1028 { 1031 | 1028 | 1004 ] 1020 { 1023 | 1028 | 103.2 | 1035 3
1030 | 1058 884 | 1003 | 1004 | 100.0 | 1011 | 1008 | 1009 1
1088 | 1085 | 1022 | 1052 | 1039 | 104.3 | 1050 } 1046 | 104.% -5
96.0 94.8 93.2 83.1 945 94.9 95.1 953 94.1 -13
1006 ] 101.1 | 1006 986 | 1005 | 100.5 | 100.3 | 1008 | 1006 -2
1048 | 1052 | 1071 | 1038 | 1051 | 1058 | 10568 | 1058 | 1064 8
Professional and business services ... 1085 | 1078 | 1080 | 1038 | 1069 | 1069 | 107.6 | 108.0 | 1088 8
1080 | t07.7 { 1076 | 1052 § 1072 | 167.0 | 1066 | 107.0 | 107.3 3
1030 | 1020 [ 1000 | 1049 | 1066 } 1062 | 1067 | 1065 { 1072 7
‘951 853 95.2 98.2 86.0 985.8 858 959 964 5
! See footnote 1, table B-2 dividing the current month's estimalss of
: - ] aggregate hours by the
2inchudes motor vehicles, motor vehicie bodies and traiers, comesponding 2002 annual averegs levels. Aggregate hours estimates
a:{mwﬁb&wﬂs. moﬂwmodwdesﬁmateso{wmnymmdmudionm
= prefiminary. Data have boen ravised to reflecl

NOTE: The indexes of aggregate weekly hours are calcudated by mmm«mmmwmwm
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ESTABLISKMENT DATA ESTABLISHMENT DATA
mm&mmmuwmumvmm‘ on private nonfarm payrolls by industry sector and
{2002=100)
Nol seasonally adusied Seasonatly adjusied
Percent
o SRR AEAF A AR e
Jan. 2006°
{1059 | 1137 | 1138 | 11268 | 1077 | 1116 | 1123 | w128 | 1123 { 114 o7
836 | 1108 | 1000 | 1055 | 1000 | 1088 | 1082 | 1092 | 1088 | 1504 12
1138 | 1200 | 1294 | 1202 | 1182 | 1288 | 1302 | 1278 | 1304 | 1338 26
[ 955 | 1206 | 1120 | 1078 | 1066 § 1134 | 1147 | 1181 | 1188 | 1102 22
# 995 | 1046 | 1058 | 103.1 | 1008 § 1019 | 1035 § 1032 | 1035 | 1030 I
DUFBDHO GOOKS ... crcvirrreeeme] 1008 | 107.9 | 1007 | 1062 | 1018 | 1004 | 1068 | 106.4 | 1087 | 1072 5
goods 960 | 988 | 92 72| 982 er3| evo | wrs{ or6 | us2 8
Private S6rvICO-PrOWANG —ovoeroeenr] 1083 | 1144 | 3950 | 11468 [ 1002 | 1130 | 1136 | 1140 | 1047 | 1155 7
Trade, &nd vitites 1049 | 1106 | 1119 | 1085 | 1063 | 1083 | 1088 | 109.4 | 1009 | 1008 R
1054 | 4119 | 1130 | 1130 | 1054 ] 1007 | 1104 | 1147 | 1129 | 1131 2
] 1035 | 1084 | 1100 | 1051 | 1058 | 1063 | 1086 | 1070 ] 1071 | 1074 3
109.9 | 1144 | 1940 | 1006 | 1105 | 1109 | 1113 | 1123 J 1119 [ 1 -3
1006 | 1007 | 1081 | 1054 | 1015 | 1083 | 1076 | 107.7 | 1082 | 1087 14
1083 | 1118 § 1135 | 1150 | 1063 | 1130 | 1127 | 1112 | 1134 | 1145 12
1159 | 1178 | 1184 { 1220 | 1135 | 1170 | 1184 | 1189 | 1103 | 1203 8
Y1085 | 1178 | 1182 | 1100 } 1100 | 1154 | 1184 { 1170 | v182 | 1202 17
1142 | 1203 | 1208 | 1209 | 1135 | 1986 | 1188 | 1188 | 1195 | 1202 8
1040 | 1115 | 1116 | 1089 | 1105 § 1148 | 1142 | 1140 { 1140 | 1157 7
983 | 1002 | 1008 | 1000 | 993 | 1007 | 1009 | 1008 | to13 | weo 7

' Soe footnote 1, able 8-2.
# = prefminay.

NOTE: The indexes of aggregate weekdy payrols are
by dividing the current month’s esiimates of aggrogate payrolls by

the cammesponding 2002 annual average ievels. Aggregats payroll estimates are
the product of estimates of average hourty samings, average weskly hours, and

or y worker
reflect March 2005 benchmark levels and updated

Data have been revised to
ssasonal adjustment factors.
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ESTABLISHMENT DATA ESTABLISHMENT DATA
Tabie B-7. Diffusion indexes of employment change
(Percent)
Time span Jan.‘sz.lMaf,!AleMaleunel.My[m.ng.]Sen.IOcthav.lDec.
Private nonfarm payrolls, 278 industries
365 383 387 401 4890 Q7 43.3 a7 19 415 38.0
379 349 383 428 388 e 397 507 4986 52.0 513
445 824 655 62.4 51.7 s2.7 52.0 570 543 55.0 541
51.7 56.7 547 54.5 6.7 59.2 54.1 514 534 617 [PS16
362 356 358 349 88 385 44.8 376 307 ar2 396
M2 a7 ar 353 a7 38.5 33.8 426 478 498 505
534 578 831 694 683 58.8 556 574 585 59.9 552
6.7 592 604 56.8 608 604 58.7 579 522 570 [P6a3
0.6 Ns 309 320 383 358 376 S 380 .7 353
s 3.8 4.0 7 382 333 324 40.5 453 46.4 4717
52.3 54.7 60.8 633 [:<X ] 831 05 §8.0 613 559 556
s1.7 574 58.8 552 58.6 80.8 595 606 577 585 |Ps570
nr 30.2 304 30.2 2.1 290 313 30.0 25 as Uy
35 329 15 42 381 327 a3t |3 387 7.2 392
421 4.8 484 50.7 511 57.0 552 - 587 533 €01 80.3
6t.c 595 586 586 594 608 61.0 60.8 58.3 L1
payrolls, 84 1
214 18.5 292 250 304 3889 256 286 179 179 186
196 1986 107 23.2 180 198 292 38 363 423 40.5
476 “6 649 536 45.8 56.5 524 a7 423 39.9 393
387 8.7 423 “e us 478 as7 452 435 500 {Par8
95 13 17.9 14.9 17! 8 258 226 173 9.5 118
13 128 83 7.7 1.2 149 155 16.7 274 321 BT
423 435 536 s1.7 589 536 48.8 482 405 38.1 310
399 429 399 375 411 333 BT 9 83 369 (P464
8.3 7.7 83 8.3 125 3 137 8.9 7.1 77
13 83 9.5 107 95 6.0 a9 137 165 244 238
333 a3 458 476 51.2 56.0 51.8 482 434 393 8.7
369 35.1 333 333 x99 411 “z 383 [P4ar1
6.0 6.0 e5 71 38 48 6.0 4.3 74 48 83
6.0 6.5 8.0 8.3 7.1 7.1 8.3 10.7 107 9.5 107
143 1.1 202 232 357 389 381 383 440 4.6 448
445 "7 405 39.9 33 327 3no a2t 393 357 |P384
Based on seasonally adjusted data for 1-, 3-, and 6-month increasing plus one-half of the & tes with g whera
spmsar_vdunad‘meddalabrﬂ\e 12-month span. 50 percent indicates an equal balanca betwesn industries with Increasing
Pz prefminary. and decreasing employment. Data have boen revisad to reflact March 2005

NOTE: Figures are the percent of i ies with levels and updated seasonal adjustment factors.
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The Honorable Jim Saxton
U.S. House of Representatives
Washington, D.C. 20515

Dear Congressman Saxton:

Please accept my apologies for not responding premptly to the
question you raised during the Joint Economic Committee hearing
on February 3, 2006, regarding the employment situation for
January 2006. The net employment gain in manufacturing was
7,000 with strength concentrated primarily in the durable goods
industries.

You specifically asked about the distribution of manufacturing
employment held by industries that added jobs over the month.
Industries that added at least 1,000 positions--wood products
(4.0 percent), nonmetallic mineral products (3.6 percent),
primary metals (3.3 percent), fabricated metal products (10.8
percent), electrical equipment (3.1 percent), miscellaneous
manufacturing (4.6 percent), and textile product mills (1.2
percent) --represented 30.6 percent of all jobs in the sector.
The enclosed table shows more details on the distribution of
employment in the manufacturing sector, along with each
industry’s employment change for January (as released on
February 3, 2006).

Current data for the first half of 2006 show manufacturing
employment up by 29,000. A 62,000 gain in the durable goods
industry is offset by 33,000 jobs lost in the nondurable goods
industries. The durable goods gains are widespread, and

four industries stand out with increases over 10,000 year to
date: fabricated metals, machinery, electrical equipment, and
transportation equipment. Textile mills accounted for about
one-~third of the job loss in nondurable goods.

If you have any further comments or questions, please contact
John M. Galvin, Associate Commissioner for the Office of
Employment and Unemployment Statistics, on 202-691-6400. Thank
you for the opportunity to add this information for the record.

Sincerely yours,

KATHLEEN P. UTGOFF
Commissioner

Enclosure
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Cc: Utgoff, Galvin, Kerr, Nardone, Getz, Clinton, RF, DF, SF



45

ESTABLISHMENT DATA Released February 3, 2006 |

Employees on nonfarm payrolls for manufacturing, seasonally adjusted

(In thousands)

Industry Jan, Percent of Over-the- | Statistically
2006p | Manufacturing month Significant®
Level | Employment Change

Manufacturing....secrserssirmsesses 14,220 160.0 7

Durable goods... 8,973 63.1 7

Wood products... 562.3 4.0 2.8

Nonmetallic mineral products.............. 508.0 3.6 6.2 Yes

Primary metals.................. 473.3 3.3 33 Yes

Fabricated metal products................. 1529.4 10.8 2.7

Machinery 1160.0 8.2 -3.9

Computer and electronic products(1)....... 1314.8 9.2 -5.7 Yes

Electrical equipment and appliances....... 436.1 3.1 1.2

Transportation equipment(1). 1775.6 12.5 -0.3

Furniture and related products. 557.1 39 -1.1

Miscellaneous manufacturing............... 656.6 4.6 1.7

Nondurable goods........cccns... cosssnvsese 5,247 36.9 0

Food facturing 1465.3 | . 10.3 -1.2

Beverages and tobacco products............ 194.6 1.4 2.1 Yes

Textile mills 209.5 1.5 0.5

Textile product mills 177.1 1.2 2.6 Yes

Apparel....iiivecrrennen 252.4 1.8 -0.2

Leather and allied products............... 394 0.3 -0.4

Paper and paper products.................. 476.7 3.4 -0.5

Printing and related support activities... 640.3 4.5 -1.6

Petroleum and coal products............... 1110 0.8 -0.9

Chemicals, - 882.7 6.2 0.1

Plastics and rubber products.............. 791.5 5.6 -1.3

*NOTE: Significant over-the-month changes are calculated at a 90 percent confidence level. The

standard error is used for a 1-month change.
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The Nation of the Future

By DAVID BROOKS (NYT); Editorial Desk
Late Edition - Final, Section A, Page 23, Column 5, 768 words

Everywhere I go people tell me China and India are going to blow by us in the
coming decades. They've got the hunger. They've got the people. They've got the
future. We're a tired old power, destined to fade back to the second tier of
nations, like Britain did in the 20th century.

This sentiment is everywhere -- except in the evidence. The facts and figures
tell a different story.

Has the United States lost its vitality? No. Americans remain the hardest
working people on the face of the earth and the most productive. As William W.
Lewis, the founding director of the McKinsey Global Institute, wrote, "The United
States is the productivity leader in virtually every industry.” And productivity
rates are surging faster now than they did even in the 1990's.

Has the United States stopped investing in the future? No. The U.S. accounts
for roughly 40 percent of the world's R. & D. spending. More money was invested
in research and development in this country than in the other G-7 nations
combined. '

Is the United States becoming a less important player in the world economy?
Not yet. In 1971, the U.S. economy accounted for 30.52 percent of the world's
G.D.P. Since then, we've seen the rise of Japan, China, India and the Asian tigers.
The U.S. now accounts for 30.74 percent of world G.D.P., a slightly higher figure.

What about the shortage of scientists and engineers? Vastly overblown.
According to Duke School of Engineering researchers, the U.S. produces more
engineers per capita than China or India. According to The Wall Street Journal,
firms with engineering openings find themselves flooded with resumes.
Unemployment rates for scientists and engineers are no lower than for other
professions, and in some specialties, such as electrical engineering, they are
notably higher.

Michael Teitelbaum of the Alfred P. Sloan Foundation told The Wall Street
Journal last November, "No one I know who has looked at the data with an open
mind has been able to find any sign of a current shortage.” The G.A.O., the RAND
Corporation and many other researchers have picked apart the quickie studies
that warn of a science and engineering gap. "We did not find evidence that such
shortages have existed at least since 1990, nor that they are on the horizon," the
RAND report concluded.
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What about America's lamentable education system? Well, it's true we do a
mediocre job of educating people from age 0 to 18, even though we spend by far
more per pupil than any other nation on earth. But we do an outstanding job of
training people from ages 18 to 65.

At least 22 out of the top 30 universities in the world are American. More
foreign students come to American universities now than before 9/11.

More important, the American workplace is so competitive, companies are
compelled to promote lifelong learning. A U.N. report this year ranked the U.S.
third in the world in ease of doing business, after New Zealand and Singapore.
The U.S. has the second most competitive economy on earth, after Finland,
according the latest Global Competitiveness Report. As Michael Porter of
Harvard told The National Journal, "The U.S. is second to none in terms of
innovation and an innovative environment.”

What about partisan gridlock and our dysfunctional political system? Well,
entitlement debt remains the biggest threat to the country’s well-being, but in one
area vital to the country's future posterity, we have reached a beneficent
consensus. American liberals have given up on industrial policy, and American
conservatives now embrace an aggressive federal role for basic research.

Ford and G.M. totter and almost nobody suggests using public money to
prop them up. On the other hand, President Bush, reputed to be hostile to
science, has increased the federal scientific research budget by 50 percent since
taking office, to $137 billion annually. Senators Lamar Alexander and Jeff
Bingaman have proposed excellent legislation that would double the R. & D. tax
credit and create a Darpa-style lab in the Department of Energy, devoting $9
billion for scientific research and education. That bill has 60 €O-Sponsors, 30
Democrats and 30 Republicans.

Recent polling suggests that people in Afghanistan and Iraq are more
optimistic about their nations' futures than people in the United States. That's
just crazy, even given our problems with health care, growing inequality and
such. America's problem over the next 50 years will not be wrestling with decline.
It will be helping the frustrated individuals and nations left so far behind.

URL: http://www.nytimes.com

Copyright 2006 The New York Times Company
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‘THE EMPLOYMENT SITUATION:

FEBRUARY 2002
Friday, March 8, 2002

CONGRESS OF THE UNITED STATES,
JOINT ECONOMIC COMMITTEE,
WASHINGTON, D.C.

The Committee met, pursuant to notice, at 9:30 a.m., in Room 311,
Cannon House Office Building, the Honorable Jim Saxton, Chairman of
the Committee, presiding.

Present: Representatives Saxton and English; Senator Reed.

Staff Present: Christopher Frenze, Robert Keleher, ColleenJ. Healy,
Brian Higginbotham, Patricia Ruggles, and Matthew Salomon.

OPENING STATEMENT OF

~.” REPRESENTATIVE JIM SAXTON, CHAIRMAN
~ Representative Saxton. Good morning. I am pleased to welcome
. Acting -Commissioner Orr once again before the Joint Economic

" . Committee (JEC) to testify on the February employment situation.

The employment data reported today appear to reflect the end of the
recession also shown in other recent economic data. Payroll employment
stopped its long decline, actually rising 66,000 in February, although
partially under the influence of some special factors. The decline of the
unemployment rate in January was sustained in February, leaving its level
at 5-1/2 percent.

Last month, I noted the preliminary signs that indicated the economy
may have bottomed out. Since this time, additional data have been
released suggesting that the economic rebound appears to be underway.
A resumption of economic growth would be very welcome news for all
Americans, although it remains to be seen how strong and sustained the
rebound will be.

Nonetheless, the recent data have been generally quite positive. GDP
growth in the fourth quarter of 2001 was sharply revised upward, with
consumption growthreaching six percent for the period. The Institute for
Supply Management data suggest that manufacturing as well as service
industry output is now increasing. Personal income and consumption
have both increased, according to the most recent monthly data. The
leading economic indicators have risen for the fourth month in a row.

The bottoming out in manufacturing output is encouraging since its
problems signaled the outset of the slowdown in 2000. Housing and auto
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sales remain strong, and other official statistics also register
improvement.

Over the last month, the evidence has continued to mount that the
recession has ended. However, the fragility of the economy, particularly
investment, remains a concern that justifies enactment of the economic
stimulus package in Congress. Moreover, the economy remains
vulnerable to the risks of adverse international economic developments,
high debt levels, security costs and other factors.

Given the recession and the events of September 11, the prospect of
economic recovery in the near future is especially impressive and reflects
the remarkable resilience of the American economy and the American
people. '

In conclusion, what had been preliminary signs of economic recovery
last month have now been confirmed in other more recent data.
However, we must be on guard against complacency. Congressional
enactment of an economic stimulus package would be a prudent
insurance policy against the potential for another slowdown in economic
activity.

And I will turn to Senator Reed for his opening statement.

[The prepared statement of Representative Saxton appears in the
Submissions for the Record on page 13.]

OPENING STATEMENT OF

SENATOR JACK REED, VICE CHAIRMAN

Senator Reed. Thank you very much, Mr. Chairman. I want to
thank Commissioner Orr and her colleagues once again for joining us.
And as you indicate, there are encouraging signs that the recession is
over. Chairman Greenspan last week indicated as much in his testimony.
But there is a concern that this might be a jobless recovery. And so these
employment numbers today — and those in the future — are particularly
critical to measuring the full effect of our returning and reviving the
American economy.

Today there are nearly eight million unemployed Americans and
more than four million additional workers who want a job but are not
counted among those who are unemployed. And more than two million
Americans have exhausted their benefits since the start of this recession.
In fact, we are approaching a record number of people who have
exhausted their benefits and are not eligible for additional benefits.

So it is particularly pleasing to me that this week the House moved
to extend unemployment benefits after considering a series of proposals.
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I think we finally arrived at a proposal which recognizes the need to
assist the unemployed while also providing some prudent and effective,
limited steps to further stimulate the economy. Hopefully, this provision
will be adopted very quickly by my colleagues in the Senate.

And our task today is to ensure that we put this country on a strong
and sustainable growth path; that we do, in fact, follow through and
extend unemployment benefits to workers; that we continue to boost the
economy, and we do so in a way that will not only revive our GDP, but
give back meaningful employment to millions of Americans.

Thank you, Mr. Chairman.

[The prepared statement of Senator Reed appears in the Submissions for
the Record on page 15.]

Representative Saxton. I thank the gentleman. Commissioner,
welcome, we are pleased to have you here today, and we are prepared for
your statement.

OPENING STATEMENT OF LOIS ORR, ACTING

COMMISSIONER, BUREAU OF LABOR STATISTICS:
ACCOMPANIED BY KENNETH V, DALTON, ASSOCIATE
COMMISSIONER, OFFICE OF PRICES AND LIVING CONDITIONS;
AND PHILIP L. RONES, ASSISTANT COMMISSIONER OF
CURRENT EMPLOYMENT ANALYSIS

Ms. Orr. Thank you. Mr. Chairman and Members of the
Committee, as always I appreciate the opportunity to comment on the
labor market data, and I think especially today. We are reporting today
that nonfarm payroll employment was up by 66,000 in February,
following losses that averaged 146,000 a month between the beginning
of the recession in March 2001 and this past January. The largest
increase over the month occurred in retail trade, but we suggest caution
in mterpretmg that figure as a sign of strength for that industry, as I will
explain in more detail later in the statement.

Aside fromretail trade, nonfarm payroll employment on net was little
changed in February. Employment did rise in health services, and a mild
winter helped boost the number of jobs in construction. There were
employment declines in manufacturing, mining, wholesale trade, and
finance. The unemployment rate was essentially unchanged at 5-1/2
percent.

Looking in more detail at the data from our survey of employers for
February, job losses continued in manufacturing, a decline of 50,000
workers, although that was about half the average pace of the prior 12
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months. Employment in motor vehicle manufacturing increased by
26,000 over the month, reversing a decline of similar magnitude in
January. Most of the February increase stemmed from the reopening of
automotive plants that had shut down for inventory control in January.
Nonetheless, compared to a year ago, employment in auto manufacturing
is down 63,000. Elsewhere in transportation equipment, job losses in
aircraft manufacturing have totaled 31,000 in the last four months, 8,000
of which came in February. Sizable employment declines continued in
printing and publishing, which was down 13,000, and electrical
equipment where the decline was 22,000. The February decline of
14,000 jobs in industrial machinery employment was below the 21,000
average of the prior 12 months. Primary metals and fabricated metals
also had smaller employment declines in February than in recent months.
The factory workweek edged up a tenth of an hour to 40.7 hours, and
factory overtime was steady at 3.9 hours.

Mining employment in February declined sharply by 6,000, with
most of the losses in oil and gas extraction. Since last September, the oil
and gas industry has lost 9,000 jobs.

Job losses in wholesale trade, which numbered 15,000, accelerated
-~ in February after two months of smaller declines. Most of that loss was
concentrated in durable goods distribution.

Employment in finance dropped by 11,000 in February, the first loss

- in this industry since last July. Within finance, job losses continued at

security brokerages, where employment has fallen by 45,000 since the

- zindustry's peak last March. On the other hand, employment in mortgage

brokerages was up in February, but only slightly. In contrast to the

decline in finance, real estate added 5,000 jobs in February, its first
substantial increase since last September.

With unusually mild and dry weather in February, we found that
construction employment increased by 25,000 after seasonal adjustment.
This unusually mild and dry weather may have contributed to the
employment growth in heavy construction where the increase was 12,000
and in special trade contractors, 14,000, particularly in the
weather-sensitive concrete component of special trade. Within general
building contractors, continued gains in residential contractors offset
nonresidential losses.

In February, retail trade employment rose by 58,000, seasonally
adjusted. And, of course, this is the point I was referring to at the
beginning of my remarks, that it is important to understand this
employment change we are showing in retail trade. Large seasonal



layoffs, as we know, always occur in retail trade in January and February,
following the holiday season buildup in the preceding months. If you
will recall, holiday hiring in late 2001 was well below normal. And then
as a result, there were fewer workers to lay off in January and February.
These relatively small layoffs in January and February appear in our data
as seasonally adjusted increases, and over the two months they have
totaled 99,000. A clearer perspective on the industry's trend requires a
longer-term view, which shows that retail employment is down by
142,000 workers since last July.

Employment in services edged up by 40,000 in February. Gains in
December, January, and February totaled 132,000, which followed losses
in October and November that were almost twice that amount, 245,000.
In February, help supply services did not lose jobs for the first time in
nearly a year and a half, and we have seen consistent job losses every
month in help supplies since September, 2000. This month, there is a
very modest increase. Losses during that period of September 2000
through January 2002 in help supply had totaled 669,000, and that is an
industry that in September 2000 had employment of approximately 3-1/2
million. Modest gains also were posted in education, engineering, and
management services and hotels.

Employment in health services continued its strong growth trend,
with an above-average gain of 34,000 jobs in February, with 13,000 of
those jobs being in doctors' offices and clinics.

Within transportation, job losses in the passenger component of air
transportation have slowed dramatically in the past two months,
following a decline of 87,000 in the fourth quarter of 2001.

Average hourly earnings of production or nonsupervisory workers in
the private sector rose two cents, to $14.63 in February. This followed
a gain of three cents in January, and that is a revision to the January
number. Hourly earnings over the year increased by 3.7 percent.

Tumning to some of the measures obtained from our Current
Population Survey, that is, our survey of households, the unemployment
rate was essentially unchanged at 5.5 percent in February, as was the
number of unemployed persons, which totaled 7.9 million. The jobless
rate for Hispanics declined in February, while the rates for adult men,
adult women, teenagers, whites, and blacks were little changed. Looking
at another measure of labor underutilization, the number of part-time
workers who would have preferred full-time work rose by 255,000 to 4.2
million, following a decline in January.
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The labor force increased by 821,000 over the month, reflecting a
large increase in employment and reversing a very substantial decline that
we saw last month; that is, in January. Both the labor force participation
rate, which is at 67.7 percent, and the employment population ratio, at 63
percent, rose over the month, offsetting similar declines in January.

In summary, the jobless change rate was essentially unchanged in
February at 5.5 percent, and the number of workers on nonfarm payrolls
rose slightly in February after six months of losses that totaled 1.3
million.

My colleagues and I now would be glad to answer any questions.

[The prepared statement of Ms. Orr, together with accompanying press
release appear in the Submissions for the Record on page 16.]

Representative Saxton. Thank you very much. Your statement is,
as usual, very articulate.

I brought some charts with me here that I would just like to run
through for just a moment, just to get your reaction to see if your take on
these statistics as depicted on these charts is the same as mine.

The first chart shows the trends in GDP over the last several years.
And, of course, beginning in mid-2000, we begin to see diminished
economic growth as expressed in GDP. And finally in the third quarter
of 2001, we actually saw negative growth. And, of course, the revised
GDP growth figures for the last quarter of last year are very encouraging,
back in the positive territory for the first time. This would be a positive
indicator of economic growth, would it not?

[The chart entitled, “Gross Domestic Product” appears in the
Submissions for the Record on page 43.]

Ms. Orr. Yes. Of course, we see the reflection in our productivity
measures that we released last week for fourth quarter 2001 reflecting
that revision in gross domestic product; because if you recall last month
we met, the GDP was up two-tenths, and with the revision that is
reflected also.

Representative Saxton. We thought maybe the numbers that we
saw beginning in January were some kind of an anomaly, since the
unemployment rate slipped back to 5.6 percent. But now in February we
see, as you put it, the unemployment rate remained the same. And I know
you say that for statistical reasons. But the full number is a tenth of a
percentage point lower than it was even in January, isn't that right?

Ms. Orr. Right. The difference is not statistically significant.
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Representative Saxton. Right. I agree. And of course, we saw
positive numbers in employment data for February. That is another good
sign. And we look at something called the Diffusion Index, which is an
index that measures growth across the economic sectors in 353 industries,
and we saw that last November that only 38 percent of those 353
industries were experiencing growth. And in the February numbers, we
see that 48 percent, up from 38 percent just four months ago, are now
experiencing growth. So that would tend to lend credence to the fact that
things have changed some.

Ms. Orr. We haven't seen with the numbers we are releasing today,
substantial growth in very many of the industries, but we have seen
something — stabilization, if you will, or substantial reduction in the rate
of job loss.

- Representative Saxton. We would like to certainly see the
percentage of the Diffusion Index above 50 percent. But 38 percent as
compared to 48 percent, we seem to be doing a little better.

Personal consumption during the last quarter of the year is also an
encouraging sign. We saw six percent growth in personal consumption.
The last time we saw that was back in the second quarter of 1998. So not
to overstate these numbers, or not to overstate these statistics, but we are
seeing a trend here in our chart that would indicate at least a bottoming
out in some growth as well, true?

[The chartentitled, “Personal Consumption Expenditures” appears inthe
Submissions for the Record on page 44.]

We still continue to see problems, so we certainly cannot begin to
celebrate too strongly yet. As we see in the next chart, fixed private
nonresidential investment continues to be a problem. Can you comment?

[The chart entitled, “Fixed Private Nonresidential Investment” appears
in the Submissions for the Record on page 45.]

Ms. Orr. Well, certainly we see in our employment numbers in
nonresidential construction and in residential construction some
continued strength.

Representative Saxton. The next chart also, on its face, looks like
we still have a problem with regard to nonfarm payrolls. However, there
is a trend that is fair and impartially unmistakable during the last four
months. We see that while nonfarm payrolls showed very strong
weakness in each month for the last four, things seemed to have gotten
a little less bad. And in February, for the first time, we would have a
yellow bar that goes above the line. Of course, the February numbers
aren't on this chart, but the February numbers would show the trend that
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began four months ago in terms of nonfarm payroll becoming less bad.
And this time, for the first time, we would see a positive yellow bar going
up, again indicating that there is a trend underway.

[The chart entitled, “Employees on Nonfarm Payrolls” appears in the
Submissions for the Record on page 46.]

Ms. Orr. Actually with this month, it is the first time in seven
months that we have had an increase.

Representative Saxton. How long has it been since payroll
employment expanded as much as it did in February?

Ms. Orr. It is over a year ago. We had an employment increase of
167,000 last February. That was followed by an increase of 59,000 in
March of 2001, and then an April decline of 165,000. In fact, as I said,
this month is our first employment increase in seven months.

Representative Saxton. And you are saying that since we have had
a nonfarm payroll employment increase of this level has been since last
February?

Ms. Orr. Yes.

Representative Saxton. I spoke about the Diffusion Index a few
minutes ago. Do you use the Diffusion Index for purposes in your
evaluations?

Ms. Orr. We do look at it. We look at a number of different
measures.

Representative Saxton. Do you have other indices that show the
trend that appears to be underway?

Ms. Orr. I would note that our measure of hours appears to have
stabilized. But were you asking me about internal Bureau-produced data
that we use, or are there other outside or external data that we look at?
We look at the full range of economic data that is issued.

Representative Saxton. [ am trying to determine whether the trend
that we have seen from the charts, from your numbers, from the
unemployment rate, is evident in other economic data? Do you have
other indicators that we haven't talked about here?

Ms. Orr. Idon't know that we in the Bureau do, but certainly from
a variety of other sources there are measures that seem to be consistent
with the data that you have in your charts and the data that we are issuing
today. I would say, for example, orders for goods and services, for
instance, or evidence that there is decline in inventories.
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Representative Saxton. House sales, existing house sales, are
almost at a peak in January. Is that a high for January or a high overall
in terms of existing housing sales? There was a decline in employment
in heavy construction; is that correct?

Ms. Orr. Yes.

Representative Saxton. Is that consistent with the problems in the
commercial real estate sector?

Ms. Orr. There was an increase in employment in heavy
construction in selected special trades such as concrete, as I mentioned.
But among general contractors, there is a decline in employment among
general contractors that are engaged in nonresidential construction.

Representative Saxton. Is there a reason that you can point to as to
why that has occurred?

Ms. Orr. Because folks aren't building buildings.

Representative Saxton. Obviously. You mentioned weather. How
important do you think weather was in this month's—

Ms. Orr. It was our assessment that the mild and dry weather
actually for December, January, first half-of February period, was
significant in helping to account for the increase in employment in
February.

Representative Saxton. So, while we have seen a trend here — first
of all, these numbers are nowhere near as strong as they could have been.
So, while we see a trend, and there are other factors that may. be at play,
like weather, maybe it is not time quite to pop the cork in the champagne
bottle and celebrate that robust growth is here again.

Ms. Orr. We were talking about champagne on the way over, and
we weren't ready to pop the cork either.

Representative Saxton. Mr. English?

Representative English. Thank you, Mr. Chairman. Iappreciate the
opportunity to participate in today's hearing. And I guess while I am
appreciative of the fact that some of these trends are very encouraging for
the long hall, I am constrained to note that in my part of western
Pennsylvania, we are still very much in a recession. And it is based
particularly with what is going on in the manufacturing sector, to which
point I want to direct all of my questions. Commissioner Orr, what has
been the trend in manufacturing employment since July of 2000 and
specifically how many jobs in this sector have been lost in this time
frame and in what industries do these declines seem to be concentrated?
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Representative Saxton. If I may just ask the gentleman to yield for
a minute, we have a chart that speaks to this issue. I think it is the
next-to-the-last chart.

[The chart entitled, “All Employees: Manufacturing” appears in the
Submissions for the Record on page 47.]

Representative English. I am grateful to the gentleman for the
visuals.

Ms. Orr. You asked the number of manufacturing jobs that have
been lost?

Representative English.  General trends in manufacturing
employment since July 2000, how many jobs have been lost in this sector
in this time frame, and in what industries do these declines seem to be
concentrated?

Ms. Orr. Between July and this February, manufacturing
employment declined by approximately 1.7 million. I would also note
there are many who would say that a number of jobs also in
manufacturing, to be found in the help supply industry, you know,
declined very substantially between — as I noted earlier, between
September 2000 and currently.

With respect to the industries in which we had declines, the
manufacturing industries in which there were declines looking at this
period, they have really spread across almost all manufacturing industries
with, in many instances, the larger industries incurring larger losses. Let
me just note a few of those industries in manufacturing that accounted for
a large share of the loss: electronic equipment, industrial machinery,
printing and publishing, air transportation, primary metals, fabricated
metals, textiles.

So the losses were to be found certainly in durable goods
manufacturing, but also to a somewhat lesser extent in nondurable goods.
Industries such as textiles, for example, have been in a state of declining
employment for I think decades , a generation.

Representative English. Ican understand that in the case of textiles,
we are looking at more of a long-term trend. But I am also concerned
that some of the manufacturing sectors which we have managed to retain
on shore and in which we are competitive seem to be suffering significant
joblosses. Do you have any evidence to suggest whether these job losses
in manufacturing are temporary or permanent?

Ms. Orr. Well, looking at the long haul as far as manufacturing is
concerned, you know, we have continued to see manufacturing as a
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smaller proportion of total employment in the nation. For example, in
our every two years' employment projections, we are projecting 10 years
from now employment manufacturing will be similar in size to what it is
now. So overall, you know, we have seen declines in manufacturing, and
based on our projections, would not expect to see vast kinds of increases
in employment.

I would note that during the 1990s, we saw a sizable increase in
manufacturing employment in this country, but with the job losses in
manufacturing that have occurred since 1998, I would say employment
right now in manufacturing is fairly similar in size to what it was at the
beginning of the nineties.

Representative English. So actually there have been ebbs and flows
within manufacturing employment. Isn'tit true that manufacturing is one
of the last sectors to recover during a recession normally, given, at least

_for some areas of manufacturing, the long lead times in manufacturing
orders?

Mr. Rones. Historically, what employers tend to do is they start
increasing hours in manufacturing and that allows for the flexibility for
that period when you are not really certain whether you are going to see
a sustained increase in demand. More recently, employers have been less
likely to use hours — that is, hours have been less cyclical and
employment has been more cyclical.

I would say we have a flattening or maybe even a little increase in
manufacturing hours in the last few months, and that would be a positive
sign.

Representative English. You go ahead.

Ms. Orr. And we sometimes do see some of these jobs showing up
in other industries. People that are employed in manufacturing, in reality,
may be in help supply. And to the extent that manufacturers increase the
contracting out of a lot of the services or functions they would have
performed by themselves we can see a decline in manufacturing that, if
organizations were structured differently, might not see as a large a
decline. :

Representative English. What has been the recent trend in the
Diffusion Index for manufacturing measuring the breadth of monthly
employment gains in that sector, and what was its leve] a year ago
relative to today?

Mr. Rones. In manufacturing — and this is the full range of specific
industries — it is 136 that we include in our Diffusion Index. Right now
we are at 41 percent. That is better than a year ago when we were at 32
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percent. But I note that we haven't been above that 50 percent mark that
the Chairman described earlier since the middle of 2000. So that, of
course, corresponds with this long period of sustained — actually this
predates the period of sustained losses in manufacturing.

Representative English. I thank the panelists for their testimony.
It is most helpful. And I thank you for the opportunity to inquire, Mr.
Chairman.

Representative Saxton. Thank you.

Commissioner, we appreciate you being here again. I have no further
questions at this point. I would just like to take this opportunity to say
that. A function of the Joint Economic Committee is to look at a variety
of functions of the Federal Government, and try to determine how those
functions are affecting the economy, or whether they are affecting the
economy in any way. And certainly as we hope that we are seeing the
beginning of the end of the recession, we need to recognize the role that
the Federal Reserve has played in bringing about monetary policy that
has set the stage for economic growth, pointing of course to relatively
low interest rates.

The Congress, in addition, on a second front, reduced tax rates not
long ago, not to everybody's liking, maybe not to anybody's liking,
depending on your point of view, but marginal rates today are lower than
they were earlier.

We have also seen some restraint in government spending, until the
events of September 11 at least, and we hope we can continue along that
path.

We also during the last decade or so have seen some very robust
increases in investment, in technological developments that have added
to productivity, and of course we continue to promote open markets and
international trade, which have again played a part in setting the stage for
what we hope we see here; that is, the beginning of another period of
economic growth.

So we thank you for bringing this news to us today. We look forward
to seeing you again next month. Mr. Rones and Mr. Dalton, thank you.
And I thank my friend, Mr. English, for his participation.

[Whereupon, at 10:10 a.m., the Committee was adjourned.]
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SUBMISSIONS FOR THE RECORD

THE PREPARED STATEMENT OF

REPRESENTATIVE JIM SAXTON, CHAIRMAN
Iampleased to welcome Acting Commissioner Orr once again before
the Joint Economic Committee (JEC) to testify on the February
employment situation.

The employment data reported today appear to reflect the end of the
recession also shown in other recent economic data. Payroll employment
stopped its long decline, actually rising 66,000 in February, although
partially under the influence of special factors. The decline of the
unemploymentrate in January was sustained in February, leaving its level
at 5.5 percent.

Last month I noted the preliminary signs that indicated the economy
may have bottomed out. Since this time additional data have been
. released suggesting that an economic rebound appears to be underway.
A resumption of economic growth would be very welcome news for all
Americans, although it remains to be seen how strong and sustained the
rebound will be.

Nonetheless, the recent data have been generally quite positive. GDP
growth in the fourth quarter of 2001 was sharply revised upward, with
consumption growth reaching six percent in that period. The Institute for
Supply Management data suggest that manufacturing as well as service
industry output is now increasing. Personal income and consumption
have both increased according to the most recent monthly data. The
leading economic indicators have risen for four months in a row.

The bottoming out in manufacturing output is encouraging since its
problems signaled the outset of the slowdown in 2000. Housing and auto
sales remain strong, and other official statistics also register
improvement. Over the last month the evidence has continued to mount
that the recession has ended.

However, the fragility of the economy, particularly investment,
remains a concern that justifies enactment of economic stimulus
legislation by the Congress. Moreover, the economy remains vulnerable
to risks from adverse international economic developments, high debt
levels, security costs, and other factors.

Given the recession and the events of September 11, the prospect of
economic recovery in the near future is especially impressive and reflects
the remarkable resilience of the American economy and people.

79-363 02-2
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In conclusion, what had been preliminary signs of economic recovery
last month have now been confirmed in other more recent data. However,
we must be on guard against complacency. Congressional enactment of
economic stimulus legislation would be a prudent insurance policy
against the potential for another slowdown in economic activity.
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PREPARED STATEMENT OF

SENATOR JACK REED, VICE CHAIRMAN

Thank you very much, Mr. Chairman. I want to thank Commissioner
Orr and her colleagues once again for joining us. And as you indicate,
there are encouraging signs that the recession is over. Chairman
Greenspan last week indicated as much in his testimony. But there is a
concern that this might be a jobless recovery. And so these employment
numbers today —~ and those in the future — are particularly critical to
measuring the full effect of our returning and reviving American
economy.

Today there are nearly eight million unemployed Americans and
more than four million additional workers who want a job but are not
counted among those who are unemployed. And more than two million
Americans have exhausted their benefits since the start of this recession.
In fact, we are approaching a record number of people who have
exhausted their benefits and are not eligible for additional benefits.

So it is particularly pleasing to me that this week the House moved
to extend unemployment benefits after considering a series of proposals.
I think we finally arrived at a proposal which recognizes the need to
assist the unemployed while also providing some prudent and effective,
limited steps to further stimulate the economy. Hopefully, this provision
will be adopted very quickly by my colleagues in the Senate.

And our task today is to ensure that we put this country on a strong
and sustainable growth path; that we do, in fact, follow through and
extend unemployment benefits to workers; that we continue to boost the
economy, and we do so in a way that will not only revive our GDP, but
give back meaningful employment to millions of Americans.

Thank you, Mr. Chairman.
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Mr. Chairman and Members of the Committee:

I appreciate this opportunity to comment on the labor
market data that we released this morning.

We are reporting today that nonfarm payroll employment
was up by 66,000 in February, following losses that
averaged 146,000 a month between the beginning of the
recession in March 2001 and January 2002. The largest
increase occurred in retail trade, but we suggest caution
in interpreting that figure as a sign of strength for that
industry, as I will explain in more detail later in this

statement. Aside from retail trade, nonfarm payroll
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employment on net was little changed in February.
Employment did rise in health services, and mild weather
helped boost the number of jobs in construction. There
were employment declines in manufacturing, mining,
wholesale trade, and finance. The unemployment rate was
essentially unchanged at 5.5 percent.

Looking in more detail at the data from our survey of
employers for February, job losses continued in
‘manufacturing (-50,000), although at about half the average
pace of the prior 12 months. Employment in motor vehicle
manufacturing increased by 26,000 over the month, reversing
a decline of similar magnitude in January. Most of .the
February increase stemmed from the reopening of automobile
plants that had shut down for inventory control in January.
Still, employment in auto manufacturing is down 63,000 over
the year. Elsewhere in tranéportation equipment, job
losses in aircraft manufacturing have totaled 31,000 in the
last 4 months, 8,000 of which came in February. Sizable
employment declines continued in printing and publishing
(-13,000) and in electrical equipment (-22,000). The
February decline of 14,000 jobs in industrial.machinery
employment was below the 21,000 average of the prior 12
months. Primary metals and fabricated metals also had

smaller employment declines in February than in recent
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months. The factory workweek edged up 0.1 hour to 40.7
hours, and factory overtime was steady at 3.9 hours.

Mining employment declined sharply in February
(-6,000), with most of the losses in oil and gas
extraction. Since last September, the oil and gas industry
has lost 9,000 jobs.

Job losses in wholesale trade (-15,000) accelerated in
February after 2 months of smaller declines. Most of the
1osé was concentrated in durable goods distribution.

Employment in finance fell by 11,000 in February, the
first 1loss in this industry since last July. Within
finance, job losses continued in security brokerages, where
employment has fallen by 45,050 since the industry’'s péak
last March. Employment in mortgage brokerages was up
slightly in February. In contrast to the decline in
finance, real estate added 5,000 jobs, its first
substantial increase since September.

Construction employment increased by 25,000 in
February, after seasonal adjustment, pa}tly offéetting a
large decline in January. Unusually mild and dry weather
may have contributed to employment growth in heavy
construction (12;000) énd special trade contractors
(14,000)——particulérly in the weather-sensitive concrete

- component. Within general building contractors, continued
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gains in residential contractors offset nonresidential
losses.

In February, retail trade employment rose by 58,000
(seasonally adjusted). Large seasonal layoffs always occur
in retail trade in January and February, following the
holiday-season employment buildup in the preceding months.
Holiday hiring in late 2001, however, was well below
normal. As a result, there were fewer workers to lay off
in January and February. The relatively small layoffs in
those 2 months appear in our data as seasonally adjusted
increases, totaling 99,000. A clearer perspective on the
industry’s trxend requireé a longer-term view, which shows
that retail employment is down by'1;§,000 since last July.

Employment in services edged up by 40,000 in February.
Gains in December, January, and February totaled 132,000,
following losses in October and November that totaled
245,000. In February, help supply services did not lose
jobs for the first time in nearly a year and a half.

Losses from September 2000 through January 2002 had totaled
669,000. Modest gains also were posted in education,
engineering and management services, and hotels.

Employment in health services continued its strong growth
trend, with an above-average gain of 34,000 jobs in

February, including 13,000 in doctors’ offices and clinics.
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Within transportation, job losses in the passenger
component of air transportation have slowed dramatically in
the past 2 months, following a decline of 87,000 in the
fourth quarter of 2001.

Average hourly earnings of production or
nonsupervisory workers in the private sector .rose 2 cents
to $14.63 in February. This followed a gain of 3 cents in
January (as revised). Hourly earnings increased by 3.7
percent from February 2001.

Turning to some of the measures obtained from the
survey of households, the unemployment rate was essentially
unchanged at 5.5 percgnt in February, as was the number of
unemployed persons, at 7.9 million. The jobless rate for
Hispanics declined in February, while the rates for adult
men, adult women, teenagers, whites, and blacks were little
changed. Looking at another measure of labor
underutilization, the number of part-time workers who would
have preferred full-time work rose by 255,000 to 4.2
million, following a decline in January.

The labor force increased by 821,000, reflecting a
large increase in employment (851,000) in February and

reversing a substantial decline in Januar&. Both the labor

force participation rate (66.7 percent) and the employment-
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population ratio (63.0 percent) rose over the month,
offsetting declines in January.

To summarize, the jobless rate was essentially
unchanged in February at 5.5 percent. The number of
workers on nonfarm payrolls rose slightly in February,

after 6 months of losses that totaled 1.3 million.

My colleagues and I now would be glad to answer your

questions.
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THE EMPLOYMENT SITUATION: FEBRUARY 2002

The unemplioyment rate was essentially unchanged at 5.5 percent in February, the Bureau of Labor
Statistics of the U.S. Department of Labor reported today. Nonfarm payroli employment was up by 66,000
in February, following several months of large job losses. February gains in several industries, however. can
be attributed 1o special factors. Manufacturing employment continued to decline. although at a slower pace.

Chart 1. Unemptoyment rate, seasonally adjusted, - Chart 2. Nonfarm payrofl employment, seasonally adjusted,
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The number of unemployed persons (7.9 million) and the unemployment rate (5.5 percent) were essen-
tially unchanged in February, following declines in both measures in January. The unemployment rate for
Hispanics fell by a percentage point to 7.1 percent in February. J obless rates for the other major worker
groups—adult men (5.0 percent), adult women (5.0 percent), teenagers (15.6 percent), whites (4.9 percent),
and blacks (9.6 percent)—were little changed. (See tables A-1 and A-2.)

Total Employment and ehold Survey Data

Total employment rose by 851,000 to £34.3 miltion in February, after seasonal adjustment; this increase
more than offset a large decline in January. The employment-population ratio increased by 0.4 percentage
point in February, retuning to its December level of 63.0 percent. (Seetable A-1.)

In February, the number of persons working part time despite their preference for full-time work in-
creased by 255,000 to 4.2 million. The number of persons working part time for economic reasons had
been at about that level from September through December. (See table A-4.)
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Table A. Major indicators of labor market activity, seasonally adjusted

{Numbers in thousands)

Quarterly averages Monthly data Jan.-
Category 2001 2001 | 2002 Feb.
] v Dec. | Jan. | Feb. | change

ROUSEHOLD DATA Labor force status
141,700§ 142291} 142314] 141,390 142211 821
134,839] 134,308] 134,055| 133,468} 134319, 851
6,860 7,983 8,259 7,922 7.891 -31
70.438 70,467, 70,613 71,694 70,995 -704

Unemployment rates
4.8, 5.6] 5.8 5.64 55 0.1
4.3 5.04 5.2 5.2 5.0 -2
4.2 5.0 5.2 4.8 5.0] 2
15.2] 15.8 16.2 16.1 15.6 -5
4.2] 4.9 5.t 5.0 4.9 -1
8.7 9.9 10.2 9.8 9.6| -2
6.4 7.5 7.9 8.1 7.1 -1.0
Employment
{onf: p! 132,358] 131,510 131,321} p131,195| p131,261 P66
Goods-producing' 24,991 24,592 24,4531 p24,278| p24,247 p-31
Construction.... 6,866 6,851 6,850] p6,787 p6.812| p2s
ManufaCUIFNg. ...oo.rcorvrrren ] 17,5560 47174 17,039] p16,929| pl16,879 p-50
Service-p ing 107,367 106918 106,868 pl06,917| p107,014 97
Retail trade...... 23.575] 23404 23365| p23.406| p23.46e ps8
Services........... 41,103 40,947 40,957| p40,981] p41,021 p40
G 20,973 21,022 21,061 p21,063] p21,083 p20
Hours of work?
34.1 340 34.1 p34.1 p34.1 p.0
40.7) 40.5| 406 pa0.s| pe07 p0.1
4.0) 3.8 38 p3.9 3.9, p.o
Indexes of aggregate weekly hours (1982=100)
150.3] 1488  1488] pra83] pless|  po2
Eamings®
Average hourly eamings,
total private..._. $14.40 $14.53 $14.58| p$14.61| pS14.63 p$0.02
Average weekly carnings,

total private.... 490.93{ 49499 497.18| pa9s.20] p49s.8s p.68

* Inctudes other industries, not shown separately.

2 Data relate to private production or nonsupervisory workers,

p=preliminary.
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Following a decline of 924,000 in January, the civilian labor force increased by 821,000 in February, to
142.2 million. The labor force participation rate-—the proportion of the population that is either working or
looking for work—increased by 0.3 percentage point, to 66.7 percent. (See table A-1.)

Persons Not in the Labor Force (Household Survey Data)

In February, the number of persons not in the labor force who reported that they currently want a job
decrcased by 449.000. to 4.4 million (seasonally adjusted); this group accounted for 6.2 percent of all
persons not in the labor force. These individuals were not counted as unemployed because they had not
searched for work in the 4-week period preceding the survey. Most had not searched for over a year.
(See table A-1.)

About |.4 million persons (not seasonally adjusted) were marginally attached to the {abor force in
February. These individuals reported that they wanted and were available for work and had looked for a
job somcetime in the prior 12 months. They were not counted as unemployed, however, because they had
not actively searched for work in the 4 weeks preceding the survey. The number of discouraged workers
was 371,000 in February. up by 82,000 from a year earlier. Discouraged workers, a subset of the mar-
ginally attached. were not currently looking for work specifically because they believed no jobs were avail-
able forthem. (See table A-10.) ’

Industry Payroll Employment (Establishment Survey Data

Nonfarm payroll employment was up by 66,000 in February to 131.3 million, seasonally adjusted.
While the over-the-month change was positive for the first time since July 2001, much of the gain was
due to special circumstances. Unusual seasonal employment patterns in retail trade, favorable weather for
construction, and a return from temporary plant shutdowns in motor vehicle manufacturing were important
components of the February change. (See table B-1.)

In the goods-producing sector, manufacturing lost 50,000 jobs in February. compared with average
losses of about 111,000 in the prior 12 months. Motor vehicle employment rose by 26,000, as most of
the plants that had been temporarily shut down in January to reduce inventories were operating in February.
Large employment declines continued in electrical equipment (-22,000) and industrial machinery (-14,000).
Atrcraft manufacturing lost 8,000 jobs in February; since September, employment in this industry has fallen
by 33.000. Employment in printing and publishing fell by 13,000 in February and has declined by 107,000
over the year. ’

Construction employment increased by 25,000 in February, reflecting unusually warm temperatures
and dry weather across the country. The job gains were in heavy construction and, within special trades,
concrete work, both of which are particularly sensitive to the weather. Other construction components
showed little change.

Mining employment declined by 6,000 in February, with most of the losses in oil and gas extraction
(-4,000). Since September, oil and gas employment has decreased by 9,000.

Within the service-producing sector, wholesale trade job losses totaled 15,000 in February, after 2
months of smaller declines. Employment in the insurance industry continued to fall in February; the industry
has lost 14,000 jobs since September. Employment in finance declined by 11,000 over the month. Within
finance, security brokerages continued to shed jobs, with losses totaling 45,000 since industry employment
peaked in March 2001. In contrast, employment continued to increase in mortgage brokerages in February,
reflecting low mortgage interest rates.
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Retail trade employment rose by 58,000 in February, after seasonal adjustment. This followed arise of
41,000 in January. Because of light hiring during the holiday season, there were fewer workers to lay off in
January and February, resulting in over-the-month gains after seasonal adjustment. On net, since July,
employment in retail trade is down by 142,000, seasonally adjusted.

After substantial job losses in October and November 2001, employment in the services industry rose
modestly for the third consecutive month. Health services employment rose by 34,000, with offices and
clinics of medical doctors showing a large gain (13,000). Employment in help supply services edged up by
14,000; however, employment in this industry is 655,000, or 18.5 percen, below its peak level of
September 2000. Engineering and management services added 9,000 jobs.

In transportation, job losses in the passenger component of air transportation have slowed in the past
2months, following a decline of 87,000 in the fourth quarter. Trucking employment continued on the
downward trend that began in April 2001.

Week] urs i urve 1a

The average workweek for production or nonsupervisory workers on private nonfarm payrolls was
unchanged in February at 34.1 hours, seasonally adjusted. The manufacturing workweek edged up by
0.1 hourto 40.7 hours. Manufacturing overtime was unchanged at 3.9 hours. (See table B-2)

The index of aggregate weekly hours of production or nonsupervisory workers on private nonfarm
payrolls increased by 0.1 percent in February to 148.5 (1982=100), seasonally adjusted. The index
has fallen by 2.4 percent fromits recent peak in January 2001. The manufacturing index edged down
by 0.1 percent to 92.6 in February and has fallen by 9.7 percent since January 2001. (See table B-5.)

U] d We i tablishment ta

Average hourty earnings of production or nonsupervisory workers on private nonfarm payrollsincreased
by 2 cents in February to $14.63, seasonally adjusted. Average weekly eamings rose by 0.1 percent to
$498.88. Over the year, average hourly earnings increased by 3.7 percent and average weekly earnings
grew by 3.1 percent. (See table B-3.)

The Employment Situation for March 2002 is scheduled to be released on Friday, April 5, at 8:30A.M.
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March 2001 National Benchmarks

In accordance with standard practice, BLS will release nonfarm payroll employment
benchmark revisions with the May data on June 7, 2002. The March 2001 benchmark level
has been finalized and will result in a downward revision of 123,000 to total nonfarm employ-
ment for the March 2001 reference month, an adjustment of 0.1 percent.

Also concurrent with the release of the March 2001 benchmark revisions on June 7. BLS
will continue the implementation of a new probability-based sample design for the payrotl
survey. Estimates for the mining, construction, manufacturing, and wholesale trade industries
are currently produced using the new sample and methodology. Estimates for the transpor-
tation and public utilities: retail trade: and finance. insurance. and real estate industries will
incorporate the new sample design with the June 7 reiease. Further information is available
on the [nternet (hitp://www.bls.gov/ces/) or by cailing (202) 691-6555.




Explanatory Note

This news release presents statistics from (wo major surveys, the
Current Poputation Sutvey (houschold survey) and the Curmrent
Employment Statistics survey i survey). The
survey provides the information on the labor force, employment. and
unemployment that appears in the A tables, marked HOUSEHOLD
DATA. I1is a sample survey of about 60,000 houschalds conducted
by the U.S. Census Bureau (or the Burean of Labor Statistics (BLS).

The establishment survey provides the information on the
employment. hours, and camings of workers on nonfarm payrolls tha
appears in the B tables. marked ESTABLISHMENT DATA. This

nonfarm payrolls are those who reccived pay for any pant of the
reference pay period. including persons on paid leave. Persons are
counted in each job they hold. Hours and earnings data are for private
businesses and relate only to production workers in the goods-
producing scctor and nonsupervisory workers in the service-producing
sector.
Differences in employ i The
and mclhodologncnl differences bclwcen (he houschold and
urveys resultin
estimates derived from the surveys. Among these are:

information s collected from payroll records by BLS in
with State agencies. In Junc 2001. the sample included about 350,000
establishments employing about 39 million people.

For both surveys, the data (or a given month relate to 2 particular

. 1 vis ; we the self-employed.
unpaid family d pri i
These groups are excluded from the establishment survey.

* The houschold survey includes people on unpzid leave among the

weeh or pay period. In the survey, the week is
generally the calendar week thar conizins the 12th day of the month.
In the establishment survey. the reference period is the pay period
including the 1 2th, which may or may not correspond directly to the
calendar week.

Coverage, definitions, and differences
between surveys
Household survey. The samplc is selected to reflect the entire

civilian Based on resp to a series of
questions on work and job scarch activities, cach person 16 years and
overinasample is classified as emp or

not in the tabor force.

People arc classificd as employed if they did any work at all as paid
employees during the reference week: worked in their own business,
profession. or on their own farm; or worked without pay at feast 15
hours in a family business or farm. People are also counted as
cmployed if they were temporarily absent from their jobs because of
illness. bad weather, vacation, labor-management disputes, or personal
reasons. {

People are classified as unemployed if they meet alt of the fol-
lowing criteria: They had no employment during the reference week;
they were available for work at that time; and they made specific efforts
to find employment sgmetime during the 4-week period ending with
the reference week. chsons laid off from a job and expecting recalt
nced not be Iookm,g for work to be counted as unemployed. The
unemployment data derived from the houschold survey in no way
depend upon the eligibility for or receipt of unemployment insurance
benefits,

The civilian labor force is the sum of employed and unemployed
persons. Those not classified as or arc not in
the labor force. The unemployment rale is the number unemployed as
a percent of the labor force. The labor force participation rate is the
labor force as a percent of the population, and the employment-
population ratio is the employed as a percent of the population,

Establishment survey. The sample cstabliskments are drawn
from private nonfarm businesses such as factories, offices. and stores,
as well as Federal. State, and local government entities. Employees on

. The 2 survey does not.

. Thc houschold survey is limited to workers 16 years of age and older.
The establishment survey is not limited by age.

~ The household survey has no duplication of individuals, because
individuals are counted only once. even if they hotd more than one job. In
the establishment survey, employees working at more than one job and
thus appearing on more than one payrol! would be counted separately for
each appearance.

Olhcr differences between the Iwo surveys are described in

i from H and Payroll

Surveys.” whlch may be obtained from BLS upon request.

Seasonal adjustment

Over the course of a year, the size of the nation's labor force and
the levels of emp and undergo sharp
fluctuations due to such seasona! events as changes in weather,
reduced or expanded production, harvests, major holidays, and the
opening and closing of schools. The effect of such seasonal variation
can be very large; scasonal fluctuations may account for as much as
95 percent of the month-to-month changes in unemployment,

Because these scasonal events follow a more or Icss regulu
pattern each year, their
by adjusting the statistics from month to month. These adjustments
make nonseasonal developments, such as declines in economic
activity or increases in the participation of women in the labor force,
easier to spot. For example, the large number of youth entering the
tabor force each Junc is likely to obscure any other changes that have
taken place relative to May, making it difficult to determine if the
Ievel of economic activity has riscn or declined. However, because
the effect of students finishing school in previous years is known, the
statistics for the current year can be adjusted to allow fora comparable
change. Insofar as the seasonal adjustment is made correctly, the
adjusted figure provides a more usefut tool with which to analyze
changes in economic activity.

Inboththe h and surveys, most
adjusted scries are independently adjusted. However, the adjusted
scries for many major estimates, such as total payroll employment,
employment in most major industry divisions, total employment, and
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ploy are by 73 y adjusted
component series. For exampie, lotal uncmployment is derived by
summing the adjusted series for four major age-sex components: this
differs from he unemployment estimate that would be obuained by
directly adjusting the total or by combining the duration. reasons, or
maore detnled age categories.,

The numerical factors used to make the seasonal adjustments are
recalculated twice a year. For the household survey, the factors are
calculuted for the January- fune period and again for the July-December
period. For the establishment survey. updated factors for scasonal
adjustment are caiculated for the May-October period and introduced
and again for the April period.
In both surveys. revisions to historical data are made once 4 year.

along withnew b

Retiabitity of the estimates

Stattstics based on the houschold and establishment surveys are
subject 10 both sampling and nonsampling crror. When a sample rather
than the entire population is surveyed. there is a chance that the sample
estimates may differ from the “true” population values they represent.
The enact difference. or sampling error, varies depending on the
particular sample selected. and this variability is measured by the
standard crror of the esumate. There is about a 90-percent chance. or
level of contidence. that an estimate based on a sample will differ by
no morc than 1.6 standard ervors from the “true™ populiation value

The houschold and establishment surveys are also affected by
nonsampling error. Nonsampling errors can occur for many reasons,
including the failure to sample a segment of the population, inability
10 obtain information for all respondents in the sample, inability or
unwillingness of respondents to provide corvect information on a
timely basis. mistakes made by respondents. and erors made in the
collection or processing of the data.

For example. in the establishmeni survey. ¢stimates for the most
recent 2 months are based on substantially incomplete retums; for this
reason, these estimates are tabeled preliminary in the tables. ltis only
after two successive revisions 0 a monthly estimate. when nearly
all sample reports have been received. that the estimate is considered
final.

Another major source of error in the
survey is the inability to capture. on a timely basis. employment
generated by new firms. To correct for this systematic underestimation
of employment growth {and ather sources of cfror). a process known
as bias adjostment is included in the survey’s estimating procedures.
whereby a specified number of jobs is added to the monthly sample-
based change. The size of the monthly biasadjustment is based largely
on past relationships between the sample-based estimates
of employment and the tota! counts of employment described below.

The sample-based estimates from the establishment survey are
adjusted once a year (on a lagged basis) 1o universe counts of payroll

bai inisteati £

from

because of sampling error. BLS analyses are generally at
the 90-percent level of confidence.
For example. th; interval for th hly change in total

empioyment from the household survey is on the order of plus or minus
292.000. Suppose the estimale of total employment increases by
100,000 from one month to the next. The 90-percent confidence
interval on the monthly change would range from - 192,000 to 392,000
{100.000 +/- 292.000). These figures do not mean that the sampie
results are off by these magnitudes, but rather that there is about a 90-
percent chance that the “true” over-the-month change lies within this
interval  Since this range includes values of less than zero, we could
not say with {l that had. in fact iy If.
however. the reported employment rise was half a mitlion. then all of
the values within the 90-percent confidence interval would be greater
than zero. In this case. it is likely (at least a 90-percent chance) that
an employment rise had, in fact, occurred. The 90-percent confidence
mnterval for the monthly change in unemployment is +/- 273,000, and
for the monthly change in the uncmployment rate it is +/- .19
percentage point.
In general. estimates i ing many indivi or

have lower standard errors (refative to the size of the estimate) than
estimates which are based on a smatl number of observations. The
precision of estimates is also impmved when the data are cumulated
over time such as for quarterly and annuaj averages. The seasonal
adjustment process can also improve the stability of the monthly
estimates.

play p
insurance program. The difference between the March sample-based
employment estimates and the March universe counts is known as a
benchmark revision. and serves s a rough proxy for total survey error.
also i changes in the ification of
industries. Over the past decade. the benchmark revision for total
aonfarm employment has averaged 0.3 percent, ranging from zero to
0.7 percent.

Additional statistics and other information

More statistics arc d in Empl and
Earnings, published each month by BLS. it is available for $26.00 per
issue or $50.00 per year from the U.S. Government Printing Office,
Washington. DC  20402. All orders must be prepaid by sending a
check or money order payable to the Superiniendent of Documents, or
by charging to Mastercard or Visa.

Employment and Earnings also provides measurcs of
sampling error for the houschold survey data published in this
release. For unemployment and other labor force categories. these
measures appear in tables 1-B through 1-D of its “Explanatory Notes.™
Measures of the reliability of the data drawn from the
esuablishment survey and the actual amounts of revision due to bench-
mark adjustments are provided in tables 2-B through 2-H of that
publication.

Information in this release will be made avaiiable to sensory
impaired individuals upon requesl. Voice phone:  202-691-5200;
TDD message referral phone: 1-800-877-8339.

The new
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HOUSEHOLD DATA HOUSEHOLD DATA
Table A-1. Employment status of the civilian poputation by sex and age
(Numbers n housands)
Not seasonally adjusted Seasonally adjusted’
Emgloyment status, sex, and ago
Feo. Jan. Fob. Fob. Ot Nov. Doc. dan. Feb,
2001 2002 2002 2001 201 2001 2001 2002 2002
TOTAL
Cavi ‘poputabon 211026 | 213089 | 213205 | 211028 | 22581 | 212767 | 212927 | 213089 | 213206
[ g R ——— 11238 | 161074 [ 142057 | g2 | rezzmo | wezzre | 23 | weaw | osezn
P, ™ 9 %2 6.6 1 669 669 6.8 £6.4 66.7
Employed 134774 | 122139 | 530349 | 135734 | 14815 | 134253 | 134085 | 1a:ass | 1aaane
9 520 825 3 &3 611 630 628 £30
Agnauture 2, 289 287 3,133 3208 3,154 3246 327 2248
indusines 131980 { 120244 | 130472 | 132801 | 131432 | 131,009 § 130809 | 130785 | 131073
s, 0935 8707 5888 7,665 8.025 2259 7522 7891
™~ 48 63 [X] a2 54 56 58 56 55
Not i Labor Iore ... — eares | 7zoue 71149 | 69,404 70301 70.428 70613 7169 | 70895
Persons who currendy want & job 4,500 aar2 % 442 4673 4638 4651 4824 <ars
Men, 16 years and over
01428 | 102484 | 1 w42 | 102220 | 102322 | ro2e02 | 1ozase | 9
75,118 208 | 75500 s, 76,027 76023 | 75978 75469 | 75885
741 734 78 744 744 743 742 736 738
7140 | 70083 | 7052 348 | 71474 s | nsm i | ries7
4 684 713 703 699 6.9 894 69.7
2687 5155 4378 2154 415 4453 4399 4356 a2
e .9 69 6 42 55 59 58 58 56
Men, 20 years and over
Cavian 9a228 | sa262 [ 93227 | saors 94077 | 94161 sz | o
‘Centian labor force M | nsss | ones | 7izsy n%s | 7193 71988 nsu | nne
.0 762 765 765 765 765 759 76.1
Empioyed e84 | 62027 | 67510 | eca7es | esenm 68,204 63278 67518 | 68157
Poputaton o 731 72 ne 728 725 725 720
Agncune 1,908 1978 1953 2,157 2132 2,082 2141 2207 2,185
nousines 208 | 65152 | essm7 | ees09 | esase 66,122 66,135 5811 65573
3025 X az18 3454 273 an2 3716
a3 62 60 35 48 52 52 52 50"
Women, 16 years and over
[ 109588 | 110605 | 110653 { 109588 | 110353 | 110445 | 110525 | 110805 | 110663
Civiian tbor force 66,120 65557 | 66,120 66338 ss920 | 66525
P s 60.3 6 60.1 603 600 60.0 60.0 596 £0.1
Empicyed 6334 | 62087 | 62227 | 63386 | Ga7ee 62583 | 62478 62354 | 62862
populaton ratio 578 56.1 580 578 569 568 565 554 568
am 3,780 s 2,734 2509 3573 2880 2566 2663
42 57 56 . 53 54 58 54 55
‘Women, 20 years and over
Caviian 101,686 | 102550 [ 102651 | 101686 | 102371 | 102438 | 102492 | 02550 | 102651
Crekian labor korce .. | e2ms 62947 | 62130 | 229 1 62481 62055 | 62,703
Pamcpation raze N———— 613 &7 613 811 608 60.8 61.0 61.1
Emgioyed s9048 | sora | 59869 | S92 59288 .205 59102 | s9s88
nto 50 518 s82 519 579 578 78 8.0
Agrcuture 7 ™m 203 824 82 [ 859 24 29
incsines se21t 58935 | 59,045 58,460 5043 | 58345 saz17 | sa7se
3229 329 2261 2967 2033 azr8 2954 a8
ar 52 1 as a3 a9 52 42 50
16,13 16316 | 18283 | 18113 16195 16252 18275 8310 | 18293
7788 7204 733 8203 eon 8,02 7845 7.0 7.7%
282 “z uy 509 498 49.4 - 2 478 a8
6,655 5964 8,101 7.099 8827 6,761 6574 6548 6575
a3 %8 74 “ 22 a8 w4 401 04
Agncuure [ 149 141 152 20 220 245 241 E=1
6583 5815 5.960 6947 5598 6541 6328 8307 6342
1110 1,240 122 1,304 1244 1262 zn 1252 1218
e 13 72 107 1as 154 57 162 [ee) 58

! The poputaton figures & ot ackssted for seesonel variston: Dherslon, dentical nuTbers sppeer in
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HOUSEHOLD DATA HOUSEHOLD DATA
Table A-2. Employment status of the civifian population by race, sex, spe, and Hispanic origin

{Numbers m housands)

Not ssasonally adjusted Seasonally adjusted’
Employment siatus, race, sex, age. and
Hsspanic ongin
Feb. Jan. Fab. Feb. [ Nov. Dec. Jan Feb.
200 2002 2002 2001 2001 2001 2001 2002 2002

176783 | 175326 | 178372 | 176500 | 176607 | 176713 | 178783
18412 | 11043 | 118508 | vimses | s1a40d | 117759 | 118472
67. 0

67.0 67.4 2 672 67.0 7.
meso | narre | vizam o nzes2 | on23ss | osinsre | on2em
6.3 64.9 640 638 636 €33 3.7
852 4364 5620 5914 6015 5,883 5,840
55 a7 a7 50 51 S0 49

Men, 20 years and over

Civitn tabor lorce 62.511 60,788 60,444 60,957 60,900 60875 60473 60,714
767 76.3 78.6 76.9 77.0 768 76.8 783 765

Employed 57.975 57.024 57472 58.545 58.287 58,044 58.051 57,658 58053
a0 737 71.9 725 745 737 733 733 727 732

2360 3487 1318 1898 2670 2.85 2824 2815 2661

L 39 58 55 n a4 a7 45 a7 a

Women, 20 years and over

Civitian tabor force 51019 50.941 51487 50.762 50.850 50,859 50,696 51,199
Parcpaton rate 60.7 602 6039 £0.1 2 602 599 5
Employed 49,309 48510 | 49185 48,695 48,112 48591 8562 anpay
@ 58.7 575 X 577 7.7 575 574 578
1718 23% 2302 2067 2138 221 213 229
2 46 45 4l 45 42 44
Both sexes, 16 10 19 years
Crvikan tabor korce ... - 6529 8117 6.437 6946 6187 6816 6659 6588 5558
514 75 a1 547 531 $1.8 512 51.0
Employed 5752 5.162 52 6165 5098 5896 5746 565 5639
a 453 0.1 «ws a5 459 459 “7 “n a9
s 958 915 781 &1 920 913 a2
ng 156 143 nz 1 15 137 u2 uo
Men 143 168 174 27 1y 158 146 rtd 154
Women 94 s 124 96 ns n 128 us 128
BLACK
5012 25788 | 25813 25412 25688 25720 25752 25785
16511 16.623 16,607 16.660 16.748 16.687 16,833 16.769
o 645 645 556 2 9 4
15.192 14.906 1453 15,407 15.144 15,040 1312 15,119
598 578 578 60.6 59.0 .5
139 7 1.704 1253 1604 1.647 1M 1650
rate 50 w3 102 15 96 99 102 28
Men, 20 years and over
Crvilian labor force 37 7.520 7482 7338 7354 7385 74% 7548 Ta4a
78 727 718 720 T4 76 725 729 718
Emplayed 6770 6778 610 6,647 6751 6739 6811 6872 8190
664 655 5.0 672 655 653 65.9 664 5.6
547 745 22 489 603 648 679 678 645
L 75 99 97 &7 82 87 9.1 89 87
Women, 20 years and over
Covlan 1abos force ... . —e 8305 8318 [3--] 8348 8.450 071 2458 2361
e 65.1 543 643 654 656 649 65.4 644 648
Empioyed 7.79% 7502 7599 7.858 2.7%4 7,669 1720 7628 7653
ravo 614 sas a7 618 600 594 597 588 591
yed 508 ™ 28 490 718 702 738 702 708
rate 61 (X a7 59 as 84 87 B4 85
Both sexes, 16 (o 19 years
Civihian 13008 force ... 29 787 a7 976 [ [ 287 594
6. s 3 07 79 373 355 358 78
Empioyed -] 548 663 702 659 632 591 619
53 »0 242 28s 25 253 237 248 72
2606 28 254 274 285 29 29 274
29 23 28 28.1 202 321 34 7 29
Man 3n3 28 27 n n2 e 20 1 20
Women 288 n2 2s E-A) 29.% 6 48 20 %8

See footnotes &t end of table.
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HOUSEHOLD DATA HOUSEHOLD DATA
Table A-2. Empioyment status of the civilian popudation by race, sex, sge, and Hispanic origin — Continued
{Mumbers n thousanas)
Not seasonally adjusted Seasonaily sdjusted’
Employmen status, race, sex, age, and
Fob., dan, Fot. Fob. oct Nov. Dec. Jan, Feb.
2001 2002 2002 2001 2001 2001 200t 2002 202
HISPANIC ORIGIN
= 2280 | nse 2,604 25% 251 zn4a7 234n a5 | zame
15,862 15926 18,044 15, ssz 15,956 15,902 16,013 15588 18011
688 678 €0 623 68.0 682 &9 678
162 14553 1483 " m 14,624 14,751 14,753 14,700 14067
rat 641 618 s [2X] 65 63.0 628 624 830
1004 137 1zn 70 Lz 1,181 1.260 1288 110
e 66 86 78 62 71 74 79 o 74

¥ The poputaton figures are not adusted for Seesonal vanation; Trekre, identcal Because cata for the *cther faces” group are oA presented and Hispanics are included 1
appear in The unadrsied and seasonally . both the white 2nd black population groups.
NOTE: Detad for the above race and Hispanc-onge groucs will 0ol Sum % lotals.

Table A-3. Employment status of the civilian poputation 25 years and over by scucstional attainment

{Numbers in thousands)
Not seasonally adjustod Seasonally adjusted®
Educatonal attanment
Fab. dan. Feb. Fab. Oct Nov. Dec. Jan, Fob.
2001 2002 2002 2001 2001 2001 2000 2002 200
Less than & high school diploms
< 27391 2078 420 27191 2r.%s 27.504 27,818 280 27420
Crvikan 1abos force ... 1732 12201 11.&4 12,009 12,076 12005 12257 12912 2112
P 43.1 435 “s 442 as a4y a1 444
Employed 10,708 10570 10.573 11,189 1139 11,068 1173 1a2 1,168
%) 9.4 9.1 E- X a1 w08 402 402 98 @7
1028 1231 1151 900 a7 969 1.084 908 1,008
rae n ar 10, 07 74 78 [X] [X] (%) a3
High school graduates, no coliege?
poputation 57617 57,500 57,362 57.617 57221 57,400 57.520 57.608 §71302
[ force 37238 37328 A 37224 ®92 68719 35,856 38,675 3702
PO Of POPURTINT . oot 646 644 647 646 645 64.0 64.1 617 845
Empioyed 35544 £ 34,903 35,831 35,199 s 35,051 e
619 603 €22 615 €0.8 609 812
1584 22% 2231 1393 1713 18637 1.005 1.907 1048
e a3 62 X az 48 50 a9 52 53
Less than s bacheior's dogree®
“ 45263 | asors 45,350 45253 48401 45353 45362 | asoms 45350
Covilian tabor lorce: 344 3,128 nan 306 BT na0 s nS1E LM
Percent of 38 ns 734 73.0 T34 nr 739 744 728
Employed 2423 [ 31604 31780 TR.165 32,057 2018 2087 | 317 nsz
ne 7041 7.9 705 0. 707 73
991 152 1498 1316 1402 1434 1,308 1356
aw 30 a8 45 27 EX .2 43 42 4
46167 | <8085 47,638 46,167 asn 47225 45677 | 46085 4750
6,553 37,140 37,940 6.506 EIALTS 34 37,101 37,108 nm
798 .0 8.7 79.1 T84 73.0° 7.1 790 793
26,104 013 06,853 508 38,153 822 35.960 38013 6583
72 6 774 e 783 78.7 787 768 770
579 1127 1,084 E 1,004 1.101 EAYY) 100 1082
aw 18 a0 29 16 27 29 EX 29 29
' The poputaon tgures are not adqustad o seasonal vanzton, therelors, Kenical 2 inchudes high school diploma or squivalent.

TUTBEN APPAS! i the Unadlsied and seasonally adksed cokemns. 3 inciudes the 0 degres; degn
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Table A-4. Selected employment indicators.

& thousands)

Not seasonally adjusted Seasonstly adjusted
Category
Feb. Jan. Fob. Feb. Oct. Nov. Dec. Jan. Fab.
200 2002 2002 2001 2001 2001 2001 2002 2002
CHARACTERISTIC

Total empioyed, 16 years and aver .
Mamed men, 3pouse presen .

132139 | 139 | 135734 | 134815 | 134253 | 134055 | 1334s8 | 134319
42,566 2572 Q372 42,963 42.861 27172 43275
33.440 El ed 20959 nzz 3.330 33200 DI 070

0417

Women 8313 0375 0,300 825 L 8458 8.3%
OCCUPATION
Managenal specry @701 4,564 1969 | 41,708 41925 | a1m90 | areem | 41968
39.781 480 | 38616 | 20632 aass | 3as7a | sassy |o3maze
8.0 18,238 18.650 18269 18458 18532 18553 | 1862
cratt, and repax 14748 14,144 14,091 14,993 14,637 14,807 uax | o1azs
17430 18,718 17,148 17.35% . 17am 17179 7o |17
206 2996 2077 3258 2264 2267 27 2467 3304
CLASS OF WORKER
Agnoutiure: X
Wage and satary workers _._. 1587 1674 1660 1.843 1596 1865 1879 1917 1590
workees 1187 1186 120 1281 129 1276 1313 1311 123
Unpaud famdy workers 20 ES 1 2 26 2 27 o 2
Nonagrcultural ndusines;
Wage 2nd salasy workers .. 22315 | 12306 | 122710 | 122507 | 122196 | 122045 | 122770

19,749 19.073 19,223 19.172 19,183 19,047 19.288
102.567 104,843 103,487 103.335 103.033 103,098 100,485
08 a3 867 736 725 709

Prrvate ncusines .
Prrvate househoids
Other ncdus:nes

wort 2,505 8507 8524 821 0257

Unpaud tarmdy workers . 7 130 9% 92 7 L]
PERSONS AT WORK PART TIME

3424 441 3277 4329 4206 4267 3973 s

2200 2968 2089 2983 278 2509 2549 2758

947 1148 925 1108 1121 1161 1,089 112

20,010 19,407 18.974 18,644 18587 18,540 B2 1835

3291 4249 4190 3137 222 017 4119 3781 3908

2129 2955 28 1970 239 2679 an7 248 2418

92 1124 1082 1138 1,089

1,023 904 X 1,096 1.068
19583 18,071 18.060 18,560 18,085 18,007 17.960 177 17886

NOTE, Persons &t work €xCiuces empioyed persons who ware 2hsent from thew jobs bl worked only 10 34 hours during the seierence week kor reesons such es hoidays.
Quang the aniwe relerence week for feasons Such as vacamon, iess, of mduskisl  dness, and bad weather.
Grspake. Part G 1of NONECONOIC (883003 EXCuORS POMNONS who Usutly work kA tme
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Tadle A-5. Selected adjusted
HNumber of
unemployed persons Unemployment rates’
Category (in thousands)
Fab. dan. Feb. Feb. oa, Hov. Dec. dan Fab.
2001 2002 2002 2001 2001 201 2001 2002 2002
CHARACTERISTIC
Total, 16 years and over ... s 5,888 7. 7,891 a2 S4 56 58 58
2523 a6 2560 as 8 52 52 52 50
2261 2954 3118 a6 45 a9 52 48 50
Both sexes, 1610 19 years _....._. 1,104 1.252 1215 125 154 157 162 161 158
Lttt o ol e —— T 1t 1544 1513 23 31 a3 24 as 34
MAOG WO, SDOUIE DAASOOS e 918 1173 130 28 36 18 a7 34 a8
tamdes Ty e 60 68 a0 80 79 80
6671 6138 40 54 58 58 57 57
1240 179 a8 55 56 56 52 a8
1244 1347 18 27 280 289 3]
2,005 200 35 a2 s1 52 49 50
827 ES) 58 58 58 55
1.790 16%0 72 85 9.1 92 95 87
238 2% 70 64 68 7.3 79 71
INDUSTRY
NonagnCutiural privale wage and saiary workers 4817 6505 6553 44 58 60 62 59 60
Goads-procucng Naustnes ... 1.452 2085 1952 5.1 67 71 74 7.4 71
29 2 45 58 53 6.1 53 45
750 &1 68 8.3 89 29 94 79
1236 1278 45 60 64 68 68 67
798 870 a1 65 69 72 70 75
a8 <9 53 55 61 53 55
4.450 4601 41 55 56 58 54 58
an 30 6.0 61 61 62 58
Wholesale 1730 1734 sa 63 64 71 63 &5
Finance. nsurance, and real sstate .. 184 24 28 25 a0 22 28
Servces 1515 2037 2103 5] 55 54 $5 54 55
workers 313 440 16 23 24 24 27
Agncutiural wage and salary workers . 187 219 202 92 9.0 83 26 03 95

1 as o lorca. because e saasonal CoMponent, which is $Mall reative 10 e trend-Cycle and FTegutar
? Seasonaky adwsied unempioyment data {01 service oCCupations are ot avadabie COMpOnents, Cannat be separated with KGNt Precision.

Table A-6. Duration of unemployment

(Numbers v thousanas)
Not seasonally adjusted Seasonally adjusted
Quration
Feb. Jan. Feb. Feb. Oct. Nov. Dec. dan. Feb.
2001 2002 2002 2001 2001 2001 2001 2002 2002
NUMBER OF UNEMPLOYED
2732 3466 2820 2749 3.08¢ 2090 3024 2978 2528
ans 2795 2.060 1737 2522 2573 2724 2588 2515
1617 2673 2827 1,455 202 2317 2410 2548 2561
B9 140 1,505 ™ 1136 1207 1295 1418 133
726 1240 1242 628 08 1110 1115 1127 1978
128 142 151 128 13,0 104 s 18 150
68 (3] 90 60 T4 76 82 88 (3]
100.0 1000 1000 100.0 1000 1000 100.0 1000 1000
423 a8 324 452 403 87 379 %7 358
27 n3 ES 202 30 X2 B4 ns 18
250 299 25 286 267 20 295 314 4
133 16.0 n2 131 149 151 159 175 75
12 139 143 ns 18 139 27 119 19
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Table A-7. Rexson for unemployment
(Nunbers n thousands)
Not seasonally adjusted Soasonatly adjusted
Reason
Feb. Jan Feb. Feb. Oct. Nov. Dec. Jan Feb.
2003 2002 2002 2001 2000 2001 2001 2002 2002
NUMBER OF UNEMPLOYED
Job fosers 3,309 5,365 5,014 285% 4287 4501 4492 4,354 s
1296 1753 1,499 950 1.288 1,157 1,107 1,124 1,108
2,023 asn 3,515 1.906 3.009 3344 Aaa5 iz 1z
Tas1 2764 I ) %y ) 'y [ 1
572 [ a3 53] M ') (883 ) ')
830 884 a9t 815 880 848 908 378 L.l
19968 2210 2383 1900 2113 2197 2381 AL 2283
327 «7 420 387 97 495 an 85
PERCENT DISTRIBUTION
100.0 1000 1000 1000 100.0 1000 1000 1000 100.0
Job 106413 &Nd PErIONS who COMpield YempEOrary Ubs. 512 630 576 e 554 6.0 54.4 58,1 44
ayolt 198 198 72 159 166 144 134 142 139
n3 404 404 320 s 496 “o 409 405
128 99 102 137 1.3 105 1.0 1na 1.0
09 254 274 319 272 273 86 ar as
51 47 48 85 6.0 62 60 [ %) 6.1
UNEMPLOYED AS A PERCENT OF THE
CIVILIAN LABOR FORCE
Job I0sers ANd DErsons who COMpited MEOrary jobs ... | 23 as s 20 30 a2 32 au
Job leavers ] 6 8 k] 6 6 6 K]
1.4 16 . 12 5 15 17 15
2 3 3 k] 3 a3 3
Table A-3. Range of of fabor
{Percon)
Nat seasonally adjusted Sezsonally adjusted
Maasure
Feb. Jan Fed. Fod. Oct. Nov, Dec. Jan, Fed.
2000 2002 xR 2000 2001 2001 2000 2002 2002
U-1 Parsons unempioysd 15 wesks or longer, £3 & Percent of the Civian
tator forow 11 19 20 10 14 16 1.7 .8 18
-2 Job losers and pensons who compietad \emporary jobs, &3 8 percant of the
crvian tabor foroe 23 kX ) s 20 0 32 32 31 30
U-3 Total unempleyed, a3 a percent of the civillan tabor foroe
{othcial a6 63 6.3 a2 54 58 58 58 55
U-4 Total unempioyed pis GacOuraged workers, &5 a percent of tha civikan
fabor force piu 4 85 64 (] (R3] th ) ) )
U-5 Total unempioyed, phis SICOUrSged plus all other marpnally
2tached workers, 23 2 percent of the crvikan Labor Iorce pius &l marginally
anachad workecs 55 73 71 ) " (U] (&3] [ (4]
us phus o phi
pan wme for 23 a percent of force plus.
23 105 101 ) M (8] ) () "
! Nt 3 & subset of the marginelly sttached, have gven 3 jab-market retated Meson for ol cumenty
NOTE: This range of mplaces twe U1-U7 range ve . Porsons empioyed parn me or SCONOMIC FEalaNS 0% ToBe who want and
rbliahed in table A-7 of this releass pRor © 1904. Mesginelly SCAChES RO B/9 PITIONS

who CuTen®y are nesher workang e ooking kor work bl iicae that they want and are

avadabie for 8

Ab4me work but have hed 10 secie ko & part-tme achedule. For turther
unaenployment

500 "ELS nroduces new mange of atemative moeses.’ e
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Tabie A-9. Unempioyed persons by sex and age, seasonstly adjusted .
Number of
unempioyed persons Unemployment rates'
Age and sex {in thousands) '
. '

Feb. Jan. Fab. Fab. o Nov. Dec. dan, Fab.
2001 2002 2002 2001 2001 2001 2001 2002 2002
5.888 7922 7891 a2 54 56 50 56 55
2,160 2,653 95 s 1y 1.9 1.9 18
1104 1252 1215 135 154 157 162 163 156
543 a7 amn 169 174 15 08 170 165
549 749 s 1.0 12 148 148 152 ur
1,056 1,401 1.387 73 93 95 96 97 93
k] H 5383 32 .2 a as 4 45
125 4655 45% 1z 4 45 a? 47 48
517 675 58 28 e ED) a0 3s EX]
1154 4358 228 a2 55 59 58 58 58
1251 1433 1439 1086 124 130 128 25 124
631 668 150 172 177 122 163 188
201 249 n 184 203 204 200 s 196
18 s 17 129 15.1 162 158 159 154
€20 m 81 98 105 105 108 102
1934 2,908 2837 30 a2 as «s 45 44
1642 25% 2392 33 43 a5 as a7 45
2% 408 3 28 37 4 a2 EX] 4
2734 3566 3663 a 53 54 S8 54 55
909 1214 1163 83 105 103 10 13 107
413 612 547 19 136 137 151 158 13
242 3 2w 153 us 145 176 164 16
m 365 221 88 133 3 40 152 139
48 601 615 63 87 83 (34 (X4 (%4

1 2360 2,547 34 az . a8 k) a8
1611 22 2197 34 a4 .7 a8 48 a7
267 27 32 28 a7 30 s

! Unermpioyment a3 a percent of the Cvian Labor lorce.

Table A-10. Persons 0ot in the labor jorce and multiple jobholders by sex, not seasonally adjusted

{Numbers w thousands)

Totat Men Women
Category
Fob. Foo. Fob. Feb. Fab. Fet
2001 2002 2001 2002 2001 2002
NOT IN THE LABOR FORCE
Total not  the tabor korce 69.788 71 143 28310 27.043 43478 44,106
Persons who cusrendy wani & 1ob . t 4,500 436 187t 1963 2629 242
work 10 work now? 1.339 | 410 613 720 27 689
Reason nol currendy 1ooking’
? 289 m 185 224 03
A ? 1.050 109 a7 96 &3
MULTIPLE JOBHOLDERS
joonoiderst 7582 739 1989 2889 350 are
Porcent of 142l €mOIOYed ....... 58 55 56 52 - 87 59
Prismary job full 4e, $6CONCACY J0b PAFT T «.ccoceeavanen 4258 aom0 24% 2257 1.762 1813
1008 DOt pert ane 1627 151 sy 4% 1168 1161
e e L e T Y ——— 204 255 210 186 " (]
Hours vary on prmary o secondary b 1,360 1334 ™ 7 58 &7

! Data refer 1 peracne who have searched for work dunng e pnos 12 monhe. mumummn—u-“mb
20 wocs avadatie 1o tzke & oy Shring T rerence week
mmmmmwmnmmmu + Inchxies persons who who work part U ON Thes PYTACY O &N &ull T on S
trajning. employe thinka 106 young of ek, and other ypes of descrmnason. sacondary job(s). not shown separasely.
3 Inciudes hose who did n0t acively 100k Kor work in e prior 4 wesks for such
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Tabis 8-1. Employees on nonfarm payrolls by industry

{in thousanas)
Not seasonally adjusted Seasonally adusted

Industry Fep. | Dec. | Jan Feb Fep. | Oc. | Nov Dec. | Jan. { Feb

2001 2001 20020 { 2002 } 2001 2001 2001 200t 2002° | 2002
Total ... .. .. | 131,102 132,143} 129,217] 129,839} 132,595 131.762| 131,427 131,321 131195 131.261
Total private . 110,085 110,756 108,239 108.426| 111,915| 110,784 110.421{ 110.260| 110.132| 110,178
-producing ... ... . 25.03a| 24375| 23.748| 23672| 25,627 24,746| 24.577| 24.453| 24.278] 24.247
Mng . 542 563 549 543 555 569 567 564 562 556
Metal munmng 8.1 328 30.5 304 39, 35 34 33| 31 31
Coal mining 753 829 81.9 80.5 75 81 81 82 B2; 81
Od and gas extraction 3232 337.2 3331 3278 328 340 339 336 337 333
Nonmetatic minerals, except tuels t049f 1104] 1035] 1038 13 13 13 13 12 1t

Constructon
General building CONTACtars
Heavy construction, except Dulldtng
Specal rade conactors .. ..

6,393 6,739 6356 6330 6880 6852 6.851 6850] 6,787| 6.812
14786( 1,549.2| 14790| 14702 1.555| 1.560 1,561 1,559 1,550 1,549

7960] B8950| B0O36| 8056 930 $33) 942 944 928 940
4,1188| 4,294 40732 40542 4.395| 4359 4348 4347 4309] 4323

Manutactunng ...
Production workers

17.073) 16,843| 16789| 18.192| 17.325] 17.159] 17,039| 16929 16879
11,a28] 11,249] 11,228] 12,323 11.626{ 11.500} 11.405| 11,325{ 11.299

10.180] 10,022 9997 10.997| 10.363{ 10240| 10,358| 10.053| 10,027
6761) 6636] 6630] 7.415 6897] 6805 6744f 6670] 6656
Lumber and wood products . 7834| 778:5) 767.3| 7685 798| 789 784 780 781 784
Furmuture and fixtures . . 5464 4995 496.1( 4994 5491  so5f 499 499 298 502
Stone, ctay, and glass product: | 5629| 5548 5398 5363 578 566 562 559 554 550
tmes ... . 679] 633 619] 613 601 597

Blas! tumaces and bask: steel products . . X 7| m U] [0} ) I )
Fabncated metal products .. 1514 1454l 1a3s| 14280 1416 1415
Industnal mactunery and equipment .. 2105 1843 1917| 1892 1870 1856
. 8| 330 ar0| a2 39| 335 az7] 36
Electronc and other electncal oquipment .. . 5] 1. 1726| 1.520] 1.499] ta7al 1.459) 1437
Electromic components and accessones 710.1| $84.6] 5747] 5665 7 601 591 583 572 563
1.7812| 17053} 16569| 16706| 1.786{ 1.714| 1706 1.696) 1660 1678

909 .

Motor vefucles and equpment
Axczaft and pans ..

Instruments and malad Wm

MiSCEIlaneous Manutaciuning ...

se7| 3rae| ars2l aso] se| aze| are| amey 37

6.893f 6.821 6.802 7,105| 6,962 6919 6,881 6876/ 6.852

Food and lundred D'omas

Tobacco products .. 32.3 0 3 3 33 33 33
Textile mill products .. 490.7| 4432 4385] 4352 496 454 446 442 440 439
Apparei and other textie products 588.4| 529.3| S239] 8257 595 542 533 53 531
Paper and alled progucts 6421 6263 €236 6207 645 628 627 624 624 623
Prnting and publishing 15246 1.453.9] 1.4317] 140193 1529| 1465) 1.452{ 1.444| 1435 1422
Chemmicals and allied prod 1,037.4| 1,0200| 1,015.11 10165 1.039 1,027 1,024 1021 1018 1018
Petroleum and coal products 229 1258 209{ 1228 127] 128 127 127 1 127
Rubber ana frusc. dashupmdm:u 9774f 9227 917.3] 9140 979! 935 927 920 919 915
Leatner and leather products ... 674 58.0 §7.6 579 68 61 59 58 59 58

Service-producing ... ... 106.917| 107,014

6973] 6840| 683 7123 7016 6952 6915| 6637 6901
saaal 43250 4321] as91| aa7z| 4s14] 4387] 4376] 4384
223.2] 26| 226

nznspomuon and pubhc utiities

Radroad uansponauon

Sea tootnotes at end ot table.
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Table 8-1. Empicyses on noatarm peyrolls by industry—Continued
{Ia housands)
Not seasonaly adusied Seasonally agjusied
inaustry Feo | Dec | san | Fen. | Fen. | oot | Nov. | Dec. | Jan. | ren.
2001 | 2000 | 2002 | 20022 | 2001 | 2001 | 2001 | 2001 | 2002¢ | 20020
Retad tace © e .| 2941 20029] 23048 23472] Da22| 23.424| 23.365| 23.406| 23.464
1007) 1012| 1010|103 1o21| 1028
2807 2.764| 2778| 2755| 2720| 2797
2482 2422 2420 2410| 2378| 2437
35487 3,542| 23539| 3525 3522 3508
2424 2429] 2430| 2428] 2432] 24%
413t 1124 1a3af 1037] woar| gaas| 1ves
1296.1] 1,264 13756] 1227 1.208] 1203 1192 1222] 1218
1191.6| 11474 11327) G| 1a3s)  ta3s| shes| 1a3s| e
8i708| 7.8926| 7esas| a.171| asa7| ea98| 8209 81| 8198
3311e| Anazs] 3a1a5| 3142] 34| 3130] 3100) 3338] e

Real estate

Services? ..
Agnoutural sennces . | . | 03| 7mss| w2 7ies

.756. . 2,784 3
13.483 . 13.553 3
78475 7.8049| 80209
56355 57480| 57623

2T
13,240
7.479

5781

1 These senes are not pubkshed seasonatlly adusted because the 2 tnctuces other indusines, Nt Shown separasty.

‘seasonal component, which is small relatve to the rend-Ccycle and L
wregular components, cannat be separated with sufticent precision.

predminary.
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Table 8-2. Average weekdy hours of PrOGUCHIGH OF nonsupervisory workars | on privats nontarm payrolls by industry

Not seasonally adrusied Seasonally agjusied

Industry Feo. | Dec. | san. | Fev. | Feb. | oct | mov. | Oec. | san | Fen.
2000 2001 2002P | 2002° 2001 2001 2001 200 2002 | 2002f

Total pavate .. ... u0 a4 16 39 U3 340 3a1 R 341 34

Gooas-procuang . 398 04 399 99 403 400 400 401 404 404

433 423 Q0 432 431 432 433 430 436
383 386 s 87 387 392 388 388 396

a3 404 403 409 405 403 406 406 47
41 37 a7 a9 38 a7 38 s 39

4986 408 47 414 407 404 408 409 400
a1 37 a7 39 a7 36 s 38 38

407 8 395 401 406 405 408 403 404
98 398 98 391 383 384 388 400 404
45 432 a3 428 439 438 435 a3 4“5
a4 433 432 432 432 426 438 432 434
438 432 431 asa 440 433 438 431 435
@1 a1 413 a7 410 | 407 a2 a1.2 a6

Transportation and pubkc utilities .. . 382 383 374 s 385 378 e 380 378 nr

Wholesale ade .. 378 6 379 kR 381 81 382 383 382 384

Retail trade . 204 | 292 | 280 | 285 | 289 | 287 | 288 | 289 | 88 | 200

Finance, msurance, and real estate 8.3 87 359 36.3 383 380 6.2 36.1 369 36.3

Servces 8 »9 22 R4 27 2s 326 37 325 325

‘mumubmmnmmmm pa!mls.

workers in and mmsmmmwammm
WMIMWWMIMWII&WM mmummmmmum
mgucance, and real estats; And services These groups account for nopgwwnwmwmuwuahdwmm
approomatety four-fitths of the total empioyees on pavate nondarm
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Table B-1. Average hourly and weeldy earnings of Production or NONSUPRIVisory workers' on private nontarm payrolls by industry

39
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Average hourly eamings Average weekly earmngs

indusry Fev Dec. Jdan Feo. Feo. Dec. Jan. Feo.

2001 2001 200 | 20020 2001 2001 20020 | 200
Total prvate 51463 | 51468 | s1468 | sedras | s50027 | s4s328 | seo75
1458 1461 1463 48397 49718 49820 498 83

1625 1647 16.16 62168 | 65650 | 64518 | 6ea78

Mg . 176 1793 1793 1785 75195 | 77637 | 75044 | 76758
Construcson | 1838 186¢ 1848 1847 63282 | 71391 } 713m | 71100
Manstactunng e 1518 1516 1515 59171 | 62693 | 61246 | 61088
1500 1568 1564 1562 61322 | es220 | e3m11 | eas7

1208 1240 1238 1226 47354 | s0469 [ 49272 | sz

1203 1257 1260 12.57 46195 | 50029 | soraa | 49777

1468 1522 15.30 1529 61069 | 66207 | 66096 | 659.00

Prmary metal ncustnes . L. 1658 173 1725 1729 71626 | 76812 | 74693 | 74693
Blast furnaces ana basc steel procucts . | 2005 2089 2060 2069 88220 | 90359 | 88992 | em
Fabncated metal procucts . ... 140 1460 1456 1451 56084 | 61466 | 5842 | 59928
Indrsinal mactunery and equiprment 1574 16.33 1633 1825 64843 [ 671.16 | 65973 | 65468
Electronc and other electncal equipment 14.16 1498 1490 14.89 56640 | 60220 | S575.14 | S7E24
1968 1966 1956 1962 77522 | 83948 | 62934 | 8296

Motor verucies and equpment . 1891 020 2005 20,03 78668 | 8sas0 | 67619 | 873}
Instruments and retated products 14.60 15.14 1518 1515 60590 | 62977 | 61479 | 61388
11.98 1264 1262 1245 4540¢ | @158 | <6820 | 4593

1397 1as 1448 1448 56020 | 58956 | s76.95 | s7sst
12 65 1322 1214 1309 50960 | 54963 | 53480 | 52098

21.49 226 2184 2213 83166 | 91934 | 87797 | esrae
nzz 1150 1164 11.63 449 67 46575 46211 469.85

936 967 977 978 35287 | 36553 | 35563 | 36382

16.54 1716 171 17.04 68310 | 72587 | 70835 | 69664

1464 15.02 15.04 15.11 ss77e | 57527 | 56250 | ses.

1841 1980 1885 18.99 77874 | 79792 | 78082 | 7Es98

Penoleurn and coal products 22 2198 2212 2263 957.25 | 91217 | 91577 | o078
Rubber 200 MisC. plastcs 1331 1368 1365 13.60 54305 | s7372 | sse2 | sse24
Leatner and leather products ... . 1035 1026 1029 10.30 37364 | 38475 | a3s27s | 3sv.8
Service-producng 1373 1418 1425 uzr 44760 | 46794 | 4sses | eca7®
Transponaton ana puokc usides . 16.68 1% 17.34 1742 63718 | 66106 | 64852 | 65325
Wholesale tace . .. 1562 1617 1607 1814 50044 | 62416 | 60905 | 61493
Retadtrade . . ... 972 999 10.06 1004 27605 | 29171 | 28168 | 28614
Fimnance, msurance, and real estate . 1563 16.19 1818 1623 s67.37 | s94.17 | ss0e6 | see.s
Services . ... . . 1508 1509 15.10 a7i72 | 49693 | 48590 | 4g9.24

! See toomote 1. table B-2
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Tabie 8-4. Average hourly samings of production or nonsupervisory workers' on private nontarm payrofis by
industry, seasonaily sdjusted
Percenm
Feb. ot Nov. Dec. Jan, Fob change
Industry trom”
2001 2001 2001 2001 2002 | jon 2002
Fab. 2002
Total private:
Currenidotiars ... ... $1447 | S1454 | $1458 | S1461 | S1463 0.1
Constam {1382} dollars’ 8.06° a1 815 [RE] NA (&)
1605 [ 1615)| 1620 1623) 1825 1
1273 1785 | 63| 177af 77 o
16331 845! 1857 1855{ 1854 -3
1497 | 1505 1509 1512 1517 3
1431 1438 | 1441 1443 ue 2
Service-procucng .. - 1362 1401 1407 1412 144 14.16 1
Transportabon and public ubities w664 [ 1709 | 1723 | 723 730 1739 5
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REFORM OF THE IMF AND WORLD BANK
Wednesday, March 6, 2002

CONGRESS OF THE UNITED STATES,
JOINT EcONOMIC COMMITTEE,
WASHINGTON, D.C.

The Committee met, pursuant to notice, at 10 a.m., in Room 311,
Cannon House Office Building, the Honorable Jim Saxton, Chairman of
the Commiittee, presiding. '

Present: Representatives Saxton and English; Senator Crapo.

Staff Present: Chris Frenze, Robert Keleher, Colleen J. Healy,
Darryl Evans, Brian Higginbotham, Donald Marron, Patricia Ruggles,
Diane Rogers, Nan Gibson, and James Barrett.

OPENING STATEMENT OF

REPRESENTATIVE JIM SAXTON, CHAIRMAN
Representative Saxton. I am pleased to welcome the panel of
witnesses before us today. The members of the panel are all associated
with the Meltzer Commission, and I would like to thank them specifically
for their service and assure each of you that your Commission's influence
on international economic policy has been very positive and far-reaching.

In recent years a number of issues have been identified related to
proposals for reform of the International Monetary Fund (IMF). The
evidence shows that the IMF was not financially transparent, it provided
below-market subsidized interest rates and promoted moral hazard.

In addition, IMF's mission creep was reflected in its drift into lending
for development and structural reform often involving longer loan
‘maturities and rollovers of existing loans. Moreover, there was a lack of
IMF accounting controls and lending safeguards that could result in
misuse of taxpayer money. A number of other findings involved the
IMF's heavy reliance on the G-10 for resources and a lack of meaningful
financial support for the IMF by most of its members.

In the last few years the IMF has made some limited progress in the
area of financial transparency. However, a former IMF research director
has also noted, “the need to improve the financial structure of the Fund
in terms of transparency, efficiency and equity.”

The basic problem here is that the IMF is saddled with an archaic
accounting framework rooted in an economic and institutional
environment that no longer exists. For example, the IMF financial
statements still present IMF loans as, “currency purchases” instead of
loans. Furthermore, the workings of the SDR department remain as
murky as ever. In addition the minutes of the Executive Board meetings
are still classified for 20 years.

I would also like to note the President's Council on Economic
Advisors (CEA) statements endorsing reform of the International
Monetary Fund. According to the recent CEA report, IMF liquidity loan
“programs, would appropriately involve short-term lending at penalty
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interest rates, to encourage and facilitate the borrower’s quick return to
private capital markets.” This is very consistent with the findings of the
Meltzer Commission as well as the Congressional mandates for IMF
reform that are currently in law.

The administration's support for substantial grant financing of some
World Bank activities is also very significant. This reform would offer
the best approach to improving living standards and reducing poverty in
the world's poorest nations. The traditional World Bank-IMF approach
to saddling poorer countries with loans they cannot repay has failed.
Moreover, the high failure rate of the World Bank projects reflects a
waste of resources that could have been better used to alleviate poverty.

Unfortunately, the defenders of the World Bank status quo are
resisting the administration's grants proposal. Ever since the idea of
grants was first proposed, the World Bank's own evaluations of its
performance have shown sudden improvement. However, we all realize
that without truly independent review, performance can be
misrepresented. An independent review of World Bank performance is
urgently needed. Let me underscore that last thought. An independent
review of World Bank performance is urgently needed.

The Bush administration has shown that it is serious about needed
reform of the IMF and the World Bank. The work of the Meltzer
Commission has been essential to this improvement of international
economic policy. The recommendations of the Commission have led to
U.S. Government proposals to limit moral hazards, curb international
financial instability and reduce the waste of resources to the benefit of
many millions of people around the world.

I would like to welcome all of you here this moming. Dr. Meltzer
and Dr. Lerrick, Mr. Levinson, Dr. Bergsten, thank you for taking your
time to come and share your thoughts with us this morning. :

Dr. Meltzer, why don't we begin with you. And we are anxious to
hear your interesting testimony, so why don't you go ahead and begin,
and at the conclusions of all four statements, we will have some
questions.

[The prepared statement of Representative Saxton appears in the
Submissions for the Record on page 34.]

OPENING STATEMENT OF ALLAN H. MELTZER,
CHAIRMAN, INTERNATIONAL FINANCIAL
INSTITUTION ADVISORY COMMISSION (IFIAC);

PROFESSOR, CARNEGIE MELLON UNIVERSITY
Dr. Meltzer. Thank you, Mr. Chairman. Thank you for holding this
hearing. You, your colleagues and staff have played a major role in
reforming and improving the operations of the International Monetary
Fund and the development banks by insisting on greater transparency,
increased accountability and improved performance.

You have rendered a great service to the American public and the
people in the developing countries. Your efforts have not only saved
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taxpayers money, they have raised standards of accountability for
performance. I am pleased to have been part of that effort, an effort that
1s continuing and has the support of the Bush administration, Treasury
Secretary O'Neill and his principal staff.

Today we recognize the second anniversary of the Commission
report. My colleague Adam Lerrick and I have divided the review of the
past two years and prospects of the future into two parts. I will discuss
the IMF, and he will discuss the development banks, particularly the
World Bank. '

The Commission proposed four kinds of changes at the IMF. First,
it proposed improved transparency and information to permit outside
observers to better understand what the IMF had done, what it
recommended, and what resources it had available. Before this
Committee took an interest, even a trained accountant would have
difficulty interpreting the IMF's financial statement. The Commission
developed a balance sheet that the IMF adopted.

Its accounting statements became less opaque. Reports of IMF
surveillance of a majority of member countries, so-called Article 4
consultations, are now routinely posted on the IMF's website, along with
a lesser but still substantial number of staff reports.

Improved quality and increased quantity of information helps markets
to operate more efficiently and reduces risk. However, the IMF has not
restructured accounting in the SDR department, and many countries have
not improved the quality of their data. The IMF should do much more to
get countries to improve data quality and to release it.

Second, the Commission found considerable overlap between the
programs of the Fund and the development banks. It criticized the
overlap and the large number of conditions that the IMF negotiated with
borrowers, particularly borrowers in crisis. The IMF reduced the number
of programs and the number of conditions attached to loans. It now
limits conditions to matters directly related to the country's problem.

The Meltzer Commission proposed that troubled crisis countries
should not look to the IMF to provide a reform program. Reform has a
much better chance if the country adopts and implements its own choices
of policy reforms. Management of the economy should remain in local
hands. The IMF should confine its role to seeing that the promises are
kept and that its loans are used effectively, not squandered on wasteful
expenditures, paid to creditors or used to support the exchange rate.

The IMF has now moved in this direction. A senior IMF official
recently said, quote, the main aim is to have a minimum amount of
conditionality that enables countries to meet these goals. How can these
goals be achieved? The IMF needs to be more flexible, not dictating to
a country what policies are needed. The country should be allowed to
present a program to the IMF. There has to be broad participation in the
discussion of policies in the country, and the IMF needs to be selective,
patiently waiting for the country to be ready. Already there are promising
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signs. The streamlining process is under way, and collaboration with the
Bank, that is the World Bank, has been strengthened, end quote.

The IMF did not eliminate all duplication. The Poverty Reduction
and Growth Facility continues. IMF management is sensitive to
criticisms about the effect of disinflations on the poorest citizens of the
disinflating countries. It does not want to give up poverty relief so that
it can temper its macropolicies with policies to help the poor during a
transition or recession. I believe it does not have enough confidence in
the development banks to relinquish poverty fund programs to them
where they belong.

Increased effectiveness of development banks would help to make the
case for closing the IMF's poverty relief program and restricting the IMF
to its principal functions, providing information; creating incentives that
reduce the number, frequency, depth and virulence of financial crises;
assisting governments to resolve crises; and preventing the spread of
crises that occur.

Third, the Commission urged the IMF to phase in over five years an
incentive system that induces countries to adopt prudent policies that
reduce the risk of financial crises. We proposed a small list of observable
prudent policies, preconditions, that if adopted and maintained would
obligate the IMF to assist the country when it faced a financial crisis.

The great advantage for the country of adopting preconditions is that
the IMF's commitment to assist in a crisis and its monitoring increased
lenders' confidence that the country maintains prudent policies.
Preconditions in place would act like a good conduct badge. The country
would get more capital from the market at lower cost. This would foster
development and reduce debt burdens.

IMF senior officials accepted this idea. They have proposed a
contingent credit line to implement the proposal. Unfortunately no
country has agreed to join. I believe there are two principal reasons.
First, the IMF bureaucracy will not offer automatic assistance to
countries that join. Second, until very recently all countries received
assistance whether they adopted preconditions or not, so there was not
much reason for private lenders to favor countries with more prudent
policies over countries that were riskier.

The market does not lend to the poorest countries with little prospect
of repaying its loans, but as Argentina, Ecuador, Russia and Indonesia
have shown, the market has provided large loans to risky borrowers.
Now that the IMF has not bailed out creditors of Argentina and others,
I expect more discrimination by private lenders and more caution.
Lenders who made moral hazard loans expecting to be rescued by the
IMF and the G-7 will improve their monitoring and demand better
policies by borrowing governments. If this proves to be correct, borrower
incentives for prudent policies will be strengthened. More countries
would willingly adopt more prudent policies and join an improved
Contingent Credit Line (CCL). '
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A critical condition is that incentives work both ways. Countries
with imprudent policies should not get IMF assistance in a crisis, once a
five-year phase-in is completed.

Fourth, the Commission urged the IMF to improve crisis management
by making different responses to prudent and imprudent lenders. The
majority proposed that the IMF restrict its aid to two kinds of countries,
those with prudent policies and those countries threatened by policies and
practices of imprudent neighbors and trading partners.

As Argentina moved toward crisis, the IMF approved a standby loan
to Brazil, a country currently with responsible monetary and fiscal
policies, that seemed to be injured by Argentina's decline. After mistakes
in December of 2000 and August of 2001, the IMF stopped lending to
Argentina. Instead of offering Argentina a large loan with many
conditions based on empty promises, the new IMF insisted on a coherent,
consistent plan developed, adopted, and implemented by the Argentine
Government. It has refused to finance Argentina's budget deficit or the
bailout of international and domestic creditors. Ishould say it has so far
refused to finance Argentina's budget deficit. It has not provided
additional billions to support an overvalued exchange rate or to finance
capital flight.

If the IMF withstands the pressure to throw in more money, moral
hazard will be reduced. Lenders will expect to bear losses if they make
risky loans. Countries that want to borrow to grow will have much
greater incentive to adopt prudent policies, to rely more on foreign direct
investment and less on short-term borrowing. They will invite foreign
banks into the country and strengthen domestic financial institutions.
The risk of crises will decline.

In the last decade the global economy experienced severe crises in
1994, 1995, 1997, 1998 and 2001. This alone suggests that the system
was not working well. Tens of billions in emergency loans attempted to
stem the crises. In many of the crisis countries, the banking and financial
system collapsed, the exchange rate went into free fall, and
unemployment rose as output fell.

Argentina, the latest crisis country, has one of the most severe crises.
Unemployment rates will reach 30 percent of the labor force or more.
That is worse than the worst year of the Great Depression in the United
States. Mistaken policies have paralyzed economic transactions and
bankrupted financial institutions.

The main problem with bailouts is that they cover over today's
problem, but encourage a larger problem somewhere else. Twenty years
of bailouts and conditional lending have failed. The crises have become -
larger. The promises to meet conditions are kept infrequently. This
should not come as a surprise. The system of conditional bailouts and
conditional lending relied on command and control. Countries had good
reason to promise reforms, but few incentives to carry them through once
the recovery was under way. Lenders came to expect that the IMF and
other international financial institutions would not just bail them out, they
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would reward them with higher interest rates and fees for renegotiating
and extending the maturity of their debt.

We have started to replace command and control with incentives for
lenders and borrowers. If we continue on this path with patience and
conviction in the face of pressures, we will achieve a better system.
Lenders will have incentives to use the improved information that the
IMF now provides, study the risks they have undertaken or are about to
take.

Borrowers must have heightened incentives to adopt and maintain
prudent policies. Rapid support for countries that meet preconditions
provides the incentives. Some critics of the new policies assert that
markets have failed, that openness, privatization and market incentives
have been tried and have failed. This is a peculiar claim. It ignores such
successes as Chile, China, Korea, Mexico, Poland, Taiwan and many
others. It fails to mention that Argentina's problems are not novel. Their
economy is barely open to trade. Their markets continue to suffer from
the rigidities adopted by Juan Peron's governments.

There can be little budget discipline until there is a financial
responsibility law that restricts provincial spending. Argentina's
exchange rate was overvalued, its budget in deficit. The current
government has no plan as yet to restore economic activity without
inflation.

Argentine journalists ask me repeatedly, what does Argentina have
to do to get IMF assistance? President Bush, Secretary O'Neill,
Mr. Kohler, the Managing Director of the IMF, and many others have
answered that question repeatedly. Argentina must come forward with
a coherent, consistent plan that restores growth without inflation,
increases productivity and settles its defaulted debt.

Policy toward Argentina is an abrupt change from past policies.
Having embarked on a new and better course, the IMF and the G-7 must
not go back to the old ways.

We are in the early phase of a transition to a safer, sounder
international financial system based upon proposals for reform that this
Committee and our Commission brought to public attention. Lenders
now have reason to recognize the risks of lending to developing countries
and, therefore, to be more prudent. Borrowers now have reason to
recognize that excessive borrowing or imprudent behavior is costly to
their country, because they may be dismissed from office suddenly.
Recognition of the true risks and costs on both sides will do much more
than so-called Basel standards to reduce moral hazard, promote more
orderly development lending, save the taxpayers money and reduce the
frequency of crises and tragedies in developing countries.

With your support and continued support of the new administration
at the IMF and at the U.S. Treasury, we will achieve that safer, sounder
system. Thank you, Mr. Chairman.

[The prepared statement. of Dr. Meltzer appears in the Submissions for
the Record on page 37.]



Representative Saxton. Thank you, Dr. Meltzer.
Dr. Lemick.

OPENING STATEMENT OF ADAM LERRICK,
SENIOR ADVISOR, INTERNATIONAL FINANCIAL
INSTITUTION ADVISORY COMMISSION; DIRECTOR,

GAILLIOT CENTER FOR PUBLIC POLICY

Dr. Lerrick. It is a privilege to address the Joint Economic
Committee. First, Mr. Chairman, I would like to thank you and Majority
Leader Armey for the strong support you provided when violent attack
came from almost all sides. Two years ago Minority Leader Gephardt
greeted the publication of the Meltzer Commission report with the
following appraisal, “an extreme neoisolationist attitude that will
undermine development efforts in the world's poorest countries and the
stability of the world financial system.”

Then Secretary of the Treasury Summers made a rare personal
appearance on the pages of the Financial Times to claim that one of the
Commission’s key proposals, a shift in the format of aid from loans to
grants, would, “require an unworkable system for delivering assistance.”

World Bank President Wolfensohn deemed grants unrealistic.

One year ago my fellow witness Mr. Bergsten stated that the Joint
Economic Committee hearing on the first anniversary of the report's
publication was appropriate as a burial service because none of the
Commission's recommendations had been or would be adopted. What a
difference a year makes. Once branded ivory tower by some and radical
by many, the Report was recently termed the blueprint for international
reform efforts by The Economist magazine. Today we have a new
administration that supports international reform, and anew International
Monetary Fund with a disciplined approach to assistance. Many of the
major recommendations of the Commission are on the way to becoming
global public policy.

My remarks will focus on developments at the World Bank,
particularly those current issues that would benefit from the intervention
of the Congress.

A critical look at the Bank is doubly important as the institution
assumes the leadership role in the United Nations campaign to double
development aid flows to more than $100 billion each year. When
leaders from both the industrialized and developing world meet in
Monterrey, Mexico, on March 18th at the United Nations Conference for
Financing for Development, two topics that originate in the Meltzer
report will be high on the agenda: First, a change from loans to grants for
the delivery of aid to the poorest countries; second, a move to rigorous
measures to increase the effectiveness of development assistance.

President Bush launched these proposals at the Group of 7 meeting
in Genoa last summer, and the Secretary of the Treasury continues to
speak out forcefully in support of the administration's commitment to
these policies. Grants were proposed by the Commission to address the
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shortcomings endemic to the tradition of open-handed lending by the
multilateral institutions. The poorest countries had accumulated debt
they were clearly unable to repay. Funds had been diverted to
unproductive ends. Donor contributions ended in write-offs instead of
real improvements in the standard of living of the impoverished.

This grant format is new because it is performance-based. Counter
to the trend of lending blanket sums for indeterminate government plans,
grants will be project-linked and executed under competitive bid by
private sector contractors and nongovernmental organizations. For the
easily quantified basic needs that improve the quality of life, and are the
preconditions for economic growth, health, primary education, water and
sanitation, the grants system would count by independent audit and pay
for output. Numbers of babies vaccinated, children that can read, water
and sewer services delivered to villages. No results, no funds expended,
no funds diverted to offshore bank accounts, vanity projects or private
jets.

Opposition to the use of grants has been orchestrated by the World
Bank around the faulty argument that grants will deplete its resources
together with its ability to help the poor unless they are partnered with an
immense infusion of new funding, $800 million more each year from the
U.S. alone. It is worth taking the time to explode this false.argument.

It would seem logical that if money is given away instead of being
lent, the stockpile of funds will eventually vanish. Not so. Grants will
not cost more than loans. They deliver the same amount of aid without
diminishing the funding pool and without asking for more taxpayer
moneys from the industrialized world. The funding requirement is the
same when the level of aid is the same. The arithmetic is straightforward.
The International Development Association (IDA), the arm of the Bank
dedicated to 72 of the globe's neediest nations, extends 40-year loans at
virtually zero interest. The interest-free use of the money translates into
a gift component equal to $73 out of every $100 loan. Although
ultimately $100 will be repaid, the real cost to the recipient is $27. A
simple way to verify the mathematics is that if the recipient were to take
$27 out of the $100 received and invest it in the capital markets, the
proceeds would be sufficient to repay the entire $100 loan at maturity,
and he would get to keep the $73 out of the original $100 as a free gift.
The loan is therefore identical to an outright grant that pays $73 out of
$100 of program outlays, with the remaining $27 paid by the recipient.
In both cases the cost to the country is $27.

Again, if the level of assistance is the same, grants cannot cost more
than loans. The grant format can produce the same reflows into the IDA
pool of financial resources as traditional loans at the same level of aid.
For each $100 of donor funds, $73 would be disbursed as grants and $27
invested in the capital markets. The proceeds of the investment will
match the $100 of loan reflows over the life of a traditional 40-year IDA
loan.

The effectiveness of World Bank performance has been another
highly contested but not unrelated debate. Although the Bank claims 75
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to 80 percent success rates, when the Meltzer Commission reviewed the
Bank's own data, it found that more than half of World Bank programs
overall and more than two-thirds of projects in the poorest countries,
failed to achieve both satisfactory and sustainable results.

Debate over the numbers is irrelevant, because the Bank's auditors
are captive, because the judgments are made too early, at the time of final
loan disbursements, but long before an operating history is established,
because sustainability, the sine qua non of development, is given little
consideration in the evaluation.

After the publication of the Meltzer Commission Report in 1999,
World Bank sustainability ratings that had stagnated at 50 percent for
years jumped to 72 percent in 2000. Was there such swift improvement,
or was the bar simply lowered? Thinking has continued long after the
official life of the Meltzer Commission. After 50 years and $500 billion
of aid, we have no evaluation of World Bank performance except the one
it chooses to promote. If the wrong people are applying the wrong
criteria at the wrong time, how credible are the conclusions?

Why not establish a bona fide external audit by private sector firms
on site to determine the lasting contribution of IDA projects after a
credible operating history, and to provide a continuing benchmark for
Bank efforts in the poorest countries. The World Bank is now seeking
$13 billion in IDA replenishment funding. The U.S. share alone is $2.5
to $2.8 billion; five to seven million dollars, or just one-quarter of one
percent of this commitment, would cover the cost of an audit. The
condition of an external performance review of IDA programs, together
with provision for its financing, should be written into the upcoming
appropriation and to all funding going forward. Thank you, Mr.
Chairman.

[The prepared statement of Dr. Lerrick appears in the Submissions for the
Record on page 44.]

Representative Saxton. Mr. Levinson, we have a vote on, and so
Mr. English and I are going to have to leave. Is your testimony five
minutes, 10 minutes?

Mr. Levinson. It won't be more than 10 minutes.

Representative Saxton. It won't be more than 10? If we leave near
the end of it, you will understand. Sorry.

Mr. Levinson. Well  have—

Representative Saxton. Mr. Crapo is going to take the chair when
Mr. English and I go to vote. So go ahead, sir.

OPENING STATEMENT OF JEROME 1. LEVINSON,
DISTINGUISHED LAWYER IN RESIDENCE, WASHINGTON
COLLEGE OF LAW, AMERICAN UNIVERSITY

Mr. Levinson. Well, in the year that has passed since this
Committee met to discuss this subject matter, we have descended from
the realm of theories to the flesh-and-blood world of the real economy in
which theory has real consequences. The event thatillustrates this truism
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is Argentina. The crisis was so long in developing that the financial
markets have had time to absorb the Argentine financial default without
significant consequences for other borrowing countries. In other words,
financial contagion has been contained. We can then consider how to -
think about the lessons of Argentina in other than crisis conditions for the
international financial system.

And yet Argentina remains, in my opinion, a watershed event. It
conclusively demonstrates first the hollowness of the Meltzer Majority
Report of the Commission on International Financial Institutions,
hereafter the Commission, recommendations for reform of the IMF, the
limitations of the IMF, World Bank and neoclassical economic paradigm,
which Joe Stiglitz, the former chief economist of the World Bank, and
Nobel Prize winner in economics, has referred to as market
fundamentalism, slightly modified in recent years as the Washington
consensus elite that has governed development thinking for the past 15
years; and it further illustrates the excessively short-term economic
mindset of the Secretary and Under Secretary of the Treasury. The
Treasury proposal for additional grant funding for the IDA, the World
Bank soft loan affiliate for dealing with the poorest of poor countries,
while superficially appealing as presently formulated by the Treasury, is
ill-conceived, impractical -and probably harmful to any sustainable
financing for development in the poorest countries.

I would be glad to respond in more detail to questions on this subject,
but in this testimony I will concentrate on the Argentine case as
illustrative of the above three theses.

Argentina is the country that most enthusiastically embraced the
neoclassical economic model promoted by the IMF and the U.S.
Treasury, market liberalization, opening to foreign investment,
particularly foreign direct investment, and a reduced role for the state in
direct production of goods and services.

The original heart of the Meltzer proposal is to divest the IMF of
discretionary authority with respect to conditions that attach to member
country access to IMF financing. Such financing after a suitable
transition period is made conditional on prequalification of the country.
Only countries with financial banking systems previously determined to
be sound are eligible to draw upon IMF funding.

The key to assessing the soundness of the system is its openness to
foreign investment, which, according to the majority, is a guarantee
against unsound crony capitalism in which financial decisions such as the
allocation of credit are made on the basis of criteria other than
arm's-length credit analysis.

Fred Bergsten, who came late to the Commission's deliberations,
immediately identified the flaw in the proposal. A country with a sound
banking system but unsound macroeconomic policies would
automatically be eligible for IMF funding, but without any conditions
that addressed the underlying conditions, the policies that necessitated
recourse to the IMF. In recognition of the validity of the Bergsten
critique, the final report of the majority contained a few sentences
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referring to the need for a sound macroeconomic framework as an
additional precondition for IMF financing.

Argentina takes the issue out of the realm of theory and into the real
world. Argentina not only opened its banking system to foreign capital,
but it permitted the sale of virtually all of the previously
Argentine-owned banks, primarily to American and Spanish financial
institutions.  There are no banks of any stature any longer
majority-owned by Argentine nationals, nor are there any local cronies
of any consequence to whom the banks can lend. Argentina has sold the
previously stated-owned water, telecommunications and utilities to
foreign capital, primarily state-owned Spanish and French companies, a
process less privatization than de-Argentization. The previously
state-owned petroleum company, YFPB, has been auctioned off to a
combination of domestic private and foreign capital.

Argentina has divested to private capital the previously state-owned
railroad system. The signature industry of Argentina, the meatpacking
companies have been sold to the major international groups. Today there
is no Argentine-owned meat packing company of any size or importance.

In light of this record, the statement by Secretary O'Neill that
Argentina has not carried out significant economic reforms is simply
incredible.

Argentina ran into difficulties because of a variety of problems, most
notably, most commented upon in this country, the currency board
arrangement, and finds itself in intense negotiations with the IMF in the
midst of a profound economic depression.

A country cannot be frozen in time. Conditions change. Policy may
not adapt. A crisis ensues requiring the countries to go to the IMF for
assistance, precisely the circumstances envisioned for IMF intervention.
The need for judgment as to the appropriate policies to address the
situation cannot be evaded. Argentina thus put paid to the Meltzer
majority theory that recourse to the IMF can be automatic in accord with
pre-established criteria.

The issue remains, what are the criteria for IMF assistance? And that
brings us to the issue which I think unfortunately the Commission did not
address and on which there probably could have been a very large amount
of agreement. The Chairman in his opening statement referred to mission
creep. I couldn't agree with him more. I'was in Argentina in 1996 on a
speaking tour for the — sponsored by the AFL-CIO and the CGT,
Argentina Confederation of Labor. This was at the time when the World
Bank and the IMF were beginning their push for labor market flexibility,
which is a euphemism for making it easier for firms to fire workers
without severance payments, and for changes in the collective bargaining
system which would be to the disadvantage of labor and would reinforce
the position of capital.

It happens that my wife and I had dinner with the president of the
Olmos local of the metallurgical workers, and they were commenting —
his wife is an American — that the IMF and World Bank were pressing for
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the unions to be divested of the responsibility for administering, what in
Argentina are known as Obras Sociales, health plans, and she said to me
that they must think that we are really stupid because we are union
people. But we know what they are about. They want to divest the
unions of responsibility for the health care plans, because those plans
reinforce worker loyalty to the unions.

Her husband, the head of the Olmos union, was pressing, along with
a bunch of young Turks, for a general strike at the time, 1996. The
president of the meatpackers union offered a barbecue for my wife and
myself. You can imagine what that is like when they come around with
the slabs of beef, pork, chicken and cut whatever cut you want. But when
we walked into the union hall, the offices, it is a step back in time,
because on the walls are these larger-than-life blown-up photos of the
great moments, at least for the Peronistas, in Peronist political life; the
march of the meatpackers union, down to get Peron released from jail.
Evita on the balcony. Evita passing out food to the poor. And you
realize when you step in there the role that history has as a limiting factor
in connection with a society.

I was seated next to the president of the union, and I asked him what
he thought about this IMF-World Bank initiative to divest unions of the
responsibility for the health plans, and what he thought about the
prospects for the general strike; he told me that he did not think it was
possible because the unions were too divided. President Menem was too
clever in terms of dividing the unions, and he did not, therefore, believe
in a general strike.

The young Turks won out. The leadership of the CGT was changed,
and a general strike was called at the end of September of 1996; it was
hugely successful, but what was significant about it was that it wasn't
only supported by the workers, it had broad support in the middle class,
and this should have been a warning signal to the IMF, World Bank and
indeed our own Treasury at the time that the social and political base for
the economic policy was slipping away from the Menem government. No
government embraced more enthusiastically the neoclassical economic
model than the Menem government in Argentina.

In this country most commentary has focused on the currency board
arrangement and the pegging of the peso to the dollar. There is one
" argument, for example, in the Washington Post that Argentina stuck with
the currency board arrangement for too long, but that otherwise there is
nothing wrong with the free market economic model which Argentina
adopted.

I would like to suggest to you that the economic model is more
fundamentally flawed than just the currency board arrangement. It could
not solve the unemployment program, which even in the years of high
growth in the mid-1990s never got below 13 to 14 present. It has resulted
in the devastation ef an education system which delivered 95 percent
literacy, and of a health system which may have had quality problems,
but achieved wide coverage of the Argentine population. It has led to an
increasingly alienated and embittered working class and a regressive
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distribution of income that finally discredited altogether the economic
model.

The breaking point came in December of last year when the IMF and
U.S. Treasury demanded and the government accepted a policy of still
more austerity and unemployment.

Argentine society, not just the unions, rose up and drove the de la
Rua government from office. It should be noted that at that time, the IMF
staff understood that the currency board was no longer sustainable; the
conversations between the staff and Domingo Cavallo, the Minister of
Economy, assumed a surrealistic character in which Cavallo insisted that
there was nothing wrong with the currency board; they just needed IMF
money to fortify confidence, and the IMF staff felt that he was divorced
from reality. The meetings ended inconclusively, and that is when the
Argentines went back home and de la Rua tried to implement this
austerity program, which led to his fall.

The best way, in my opinion, to understand the Duhalde government
1s in terms of the early months of the Roosevelt administration in 1933.
Faced with a devastating depression and no good alternatives, FDR tried
abewildering variety of approaches. If asked to produce a coherent plan,
as the IMF and Treasury have demanded of the Duhalde government, all
of the creative experiments of the New Deal period would have been
killed at their inception. Social Security would have been rejected in
favor of private investment accounts, and the Wagner Act probably
dismissed as an undesirable intervention in the labor market when the
preferred objective of policy should be not to diminish the disparity of
bargaining power between individual workers and firms, but to maximize
that disparity in favor of capital.

Faced with this situation, what has Duhalde done? He has cobbled
together the most broad-based government in the postmilitary era. He has
an important part of the radical party, including the support of former
President Alfonsin with whom he has been talking for some time, and
who also hates the former economic model. He has also included
Frepaso, the center left party. Both small and medium enterprises and the
majority of the labor unions understand that Duhalde is their last chance.
The alternative is a deepening of the “reforms,” as demanded by the U.S.
Treasury and the IMF, that they understand will be devastating for them.

No one, not the IMF, the Argentines or anyone else, had a good exit
strategy for the currency board regime, but the Duhalde government
finally did it, difficult as it has been. At first they experimented with a
dual exchange rate. When that came under severe criticism, they backed
off, and went to a floating rate. Duhalde attempted to allocate the burden
of adjustment more equitably within Argentine society, placing the
greatest cost upon the foreign-owned banks and utilities who had
sweetheart deals from the Menem government and made big profits in the
last years; he has concluded a difficult negotiation with the provinces in
connection with revenues and expenditure cuts. And the papers report
this morning that the Argentine Senate has passed the first reading of the
budget. He probably has the best chance of any recent government to

79-924 02-2
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carry out a reasonable economic policy with a broad base of political and
social support. But Duhalde confronts increasing outrage, at growing
income inequality, declassing of the middle class and the reversal of
social gains for the working class. '

We can expect a period similar to the early New Deal era of trial and
error, what works and what doesn't, what is socially and politically
feasible and what is not. Understood in these terms, what the Duhalde
government seeks to accomplish is not dissimilar to FDR's objective: to
assure society that within the framework of representative political
democracy and a market economy, there is room for a policy alternative
that has as its objective not just economic efficiency, but a more just
society. And that may be his problem, for that objective brings him into
conflict with the IMF and our own Treasury that seems determined to
force upon the Duhalde government the same policies and prescriptions
that brought down the de la Rua government, a Herbert Hoover-type
economic policy, deep cuts in fiscal expenditures in the midst of a
crushing economic depression, and unemployment, which as Professor
Meltzer says now may reach 30 percent, and labor market flexibility
measures that only can drive a wedge between the government and the
unions.

We have the Deputy Managing Director of the IMF waming about
hyperinflation, hyperinflation with 30 percent unemployment in a four
year recession-depression, with massive unused capacity in the consumer
goods industry because of lack of demand. It may be that if they
monetize the deficit without adding to capacity, in a year or so when they
absorb existing capacity, they will have an inflation problem, but all she
did was reinforce the difficulties facing the Duhalde government.

For years the IMF has been trying to convince critics that it does not
have a cookie-cutter, one-size-fits-all approach. Yet we are now told that
it is bringing in a new lead negotiator for the Argentine negotiations, an
individual with no background in the country or the region, who does not
speak the language, is ignorant of the history, culture and all of complex
bargains, formal and informal, that make up a country's social compact.

Increasingly, the IMF resembles the Mad Hatter's tea party in Lewis
Carroll's Alice in Wonderland fable. White is black. Black is white.
Night is day. Day is night. Knowledge is vice. Ignorance is virtue.
There is then a growing gap between the social and political reality of
Argentina and the policy priorities of the U.S. Treasury, the Bretton
Woods institutions and an important part of the American academic, and
journalistic establishment for whom growing income inequality is
irrelevant, the middle and working classes in Argentina pampered and
undeserving of any special concern.

The significance of Argentina is, however, larger than Argentina. It
1s symptomatic of a disconnect between an increasingly conservative
Washington establishment and a growing disenchantment in Latin
America with the social consequences of the neoclassical economic
model that for the past 15 years has been the preferred, and indeed the
only, acceptable economic policy in Washington.



15

The leading candidate of the Cardoso government in Brazil — Brazil
is going to face Presidential elections this year — the slogan he has
adopted is revealing. (Speaking in Spanish.) That is to say, nothing
against stability, but everything against inequality. I think that is
indicative of the degree to which the equity and inequality issue is
coming to the fore in Latin America.

So for me reform of the international financial institutions must start
with a reconsideration of the economic model, its income distribution
effects, and social and political consequence. In other words, for me the
name of the game is political economy, not an economic technocracy run
amok, which is what we now have at the IMF and, sad to say, with our
own Treasury. Thank you.

[The prepared statement of Mr. Levinson appears in the Submissions for
the Record on page 49.]

Senator Crapo. [Presiding.] Thank you very much, Mr. Levinson.
Dr. Bergsten.

OPENING STATEMENT OF DR. C. FRED BERGSTEN,

DIRECTOR, INSTITUTE FOR INTERNATIONAL ECONOMICS
Dr. Bergsten. Thank you very much, Senator.

Let me try to do three things, if I might, in my opening remarks: first,
address this question of Argentina, which, as Professor Levinson said,
does raise in very stark terms the IMF and reform issues we have talked
about; second, segue a bit, because Argentina, I think, has revealed
several important implications about the functioning of the monetary
system as a whole; and then finally, comment on changes, reforms, and
improvements that have been made in the monetary system, and what that
implies about the Meltzer recommendations and other proposals two
years later.

First on Argentina. As I step back a bit from the immediate situation
that Professor Levinson addressed, my conclusion is that the IMF is in
great danger of whipsawing itself over Argentina. The fact is that for a
long time, including quite recently, the IMF was not too tough on
Argentina — it was too soft on Argentina. All of the time that Argentina
was running very successful economic growth and price stability policies
in the 1990s, it was letting its fiscal position deteriorate sharply.

The share of national debt to GDP has more than doubled from 1993
to now — from about 23 percent to 50 percent. It was during the good
period, which lasted through 1998 or so, the boom period, when fiscal
rectitude should have been pursued and the budget not permitted to get
out of hand.

But the IMF said nothing about it despite continued close
involvement with Argentina. Then, as the crisis came into clear
appearance — and [ think all of us on this panel plus many others were
saying as long as two years ago that the fiscal situation, the currency
board, and other circumstances were simply unsustainable and could not
continue — the IMF poured not one, but two huge financial rescue
packages into Argentina. It did not insist on change in those fundamental
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problems. It, therefore, encouraged those policies to continue and the
crisis to come on.

So the problem in stage 1 was not the problem typically stated — that
the IMF is too tough on poor countries — but rather it was too soft. It did
not insist on necessary changes. Indeed, it financed unsustainable
policies, made the situation worse, delayed the evil day, and therefore
made it even more severe, as Professor Levmson has now so graphically
developed.

Indeed, when the IMF made its second big loan to Argentina last
summer, it seemed that the IMF was gambling for redemption, as we
sometimes say about companies headed for bankruptcy. You seem to be
in trouble, you make a huge last bet on some speculative outcome, and
you bring yourself down in a heap, for example, Enron. That is what the
IMF in a big sense did in Argentina.

Now that Argentina faces these desperate straits, as graphically
described by Professor Levinson, the problem is that the IMF will go to
the other extreme and be too tough, because in the circumstances he
described, including the desire we all have to maintain a democratic
political system in Argentina, we cannot be so insistent on all of the
necessary reforms at the same time that we drive the country into total
anarchy or a return of authoritarian government or worse.

Yet the IMF, if it sits back and does not offer a helping hand, does,
in fact, I am afraid, risk that outcome. If it did it, it would be as bad as
the commercial banks that we attack for seesaw behavior. The private
banks throw huge amounts of money into countries when they are doing
well, pull money out when the countries start to do poorly and make the
situation worse — the famous seesaw, the famous gyrations from one
- extreme to another, which always make situations worse by overdoing the
booms and then overdoing the downturns as well. And that is the risk for
the IMF now if it does not find a way, pretty soon, to work constructively
with the Argentine Government to come out of this difficulty.

I am afraid that our own administration has performed even worse.
They have already whipsawed themselves. They came into office vowing
not to support continued big bailouts of unsustainable situations,
including clearly unsustainable exchange rates, but they did. They
supported the big new rescue for Argentina. They supported one for
Turkey as well, where we don't know the outcome yet. But clearly in
Argentina they whipsawed themselves; they said they wouldn't support
big bailouts, but did anyway. Their credibility is much in doubt.
Professor Meltzer puts a positive spin on that and I hope he is right that
a new day is coming. But I suggest that it could then go too far in that
other direction as well, and therefore run the risk that the Argentine crisis
would become even worse.

I am afraid that the situation in that sense is not better than it was a
year or two ago when the Commission reported, but indeed worse, and
the performance of both the IMF and the U.S. Government in the interim
has made it worse.
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Now, having painted a pretty bleak picture on that front, let me say
there is some very good news. The good news is that the Argentine
situation has had virtually no spillover effect on the rest of the region or
the rest of the world. In other words, there has been virtually no
contagion. Indeed, there has been some positive contagion. The
Mexicans and others report that, in the wake of the Argentine meltdown,
they have gotten increased capital inflow. Money moved from Argentina
into Mexico. One reason the Mexican peso is the only currency in the
world that has been stronger than the U.S. dollar for the last couple of
years is because money has moved from other emerging markets,
including Argentina, into Mexico.

Why is it that there has been so little contagion from Argentina to the
rest of the world? I suggest it is largely because of improvements in the
functioning of the international monetary system. Obviously this crisis
was anticipated for a long time. Some people believe that is why there
1s no contagion. That was a factor. But Thailand had been anticipated
for a long time by many people. Mexico in 1994 was anticipated by a lot
of people. So that is not the sole explanation.

1 think there are really three factors. First, the markets are learning
to differentiate between different countries rather than to generalize about
regions as they did in Asia in 1997 and 1998, and that increased
differentiation has been helped substantially by the better data, the
greater transparency, the data standards that the IMF has put out and
begun to enforce. All of that has improved the functioning of the markets
and, therefore, the lack of contagion in the system.

Second, all of the emerging-market economies, particularly those in
Latin America, have strengthened their domestic banking systems. There
is still a lot of reform to be done, but there has been substantial
improvement, and that has reduced the risk of contagion.

We know that the common factor in all crisis countries in the 1990s
was weak, vulnerable domestic financial systems that permitted the
contagion to occur. Now those systems are being strengthened, in
response to the Basel core principles adopted by the IMF and others in
1997, and to other international reform efforts, the standards developed
by the Financial Stability Forum, and the like. That is improvement that
reduces contagion and that is positive reform.

Third, and I think probably most important, has been the nearly
universal adoption of floating exchange rates. Argentina was one of the
last holdouts and it has paid the price. But all of its neighbors,
fortunately, have adopted floating exchange rates — managed floats, not
pure floats. Indeed, one of the crucial systemic issues now is how best
to manage floats. Argentina’s neighbors have gotten away from fixed
pegs, they have gotten away from currency boards, et cetera, and that
enables them to buffer shocks of the type coming from Argentina and
reduce the risk of crisis.

So these three important reforms have lessened the impact of
Argentina on the rest of the system and have indicated the virtues of the
improvements in the international monetary system that have taken place.
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Let me conclude by simply adding that a number of other
developments are occurring, which I believe also promise improved .
functioning of the international monetary system. lagree with Professor
Meltzer's comment today in his testimony, that we are in the early phase
of a transition to a safer, sounder international financial system. But'l
don't think it is pnman]y, or even importantly, because of proposals that
came from the Meltzer Commission. '

I have already mentioned the improvements that are.oc currmg much
greater data dissemination and openness, improvement in national
banking and financial systems, and moves to floating exchange rates. All
of those are very important.

In addition, there are several other things. The U.S. Government has
proposed, as you, Mr. Chairman, and Professor Meltzer pointed out,
shifting from loans to grants in the development banks. Herel differ with
Professor Levinson. I think that is a good reform and it should be
supported. One needs to make sure that it does not reduce the level of aid
over time, and Adam Lerrick addressed how to do that. But if that is
taken care of, it is clearly a good change because it avoids the risk of a
new debt buildup, a new need for debt relief programs and-the like. :

In addition, the beleaguered IMF itself has now made some fairly
far-reaching proposals for new procedures to handle debt work-out cases.
This is another implication of Argentina, and also of many other
countries in the last few years. We needed a more orderly work-out
mechanism. Deputy Managing Director Anne Krueger has made a
proposal that will do that in a sweeping way. We are holding a big
conference on that at my institute on April 1-2 to try to look at its details.
I think it is a very promising idea. I hope our own government gets
behind it. They have not yet indicated that they will. I hope that they
will. I think that would be a very constructive forward step.

Moreover, we are about to publish a study on debt relief, which
makes a couple of proposals. One is to deal with the problem — where I
agree with Meltzer and Lerrick — on the need to focus tasks separately on
the Fund and the Bank. I oppose the idea of eliminating the Poverty
Reduction and Growth Facility but strongly support moving it from the
IMF to the World Bank where it belongs. That is another
recommendation that we will be presenting in our new study.

In addition we are suggesting a doubling or more of the amount of
debt relief to the poorest countries, financed in large part by mobilizing
the rest of the sterile gold stock sitting in the vaults of the IMF and
serving no purpose. You may recall that the stock was tapped to a
modest extent a couple of years ago to help finance the first round of debt
relief for the Highly Indebted Poor Countries (HIPC) Initiative. We are
suggesting going the rest of the way, using the rest of that sterile gold
supply to finance more HIPC debt relief and indeed finance debt relief for
some of the other low-income countries that have not been included in
the HIPC Initiative so far.

Finally, I think you might note that George Soros and some others
have proposed that you in the Congress take up something that has lain
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fallow here for five years — the proposed fourth amendment to the IMF,
which would not only create a new issue of Special Drawing Rights to
provide more liquidity to countries that need it, but also to provide more
assistance to the poorest countries in the world. Soros proposes a whole
.-new delivery mechanism of such assistance, which is akin to the
- Meltzer-Lerrick proposal that was in the Meltzer Commission report —
- a'market-based system for both the supply and demand sides of the
~ foreign assistance market. Soros has put out a very interesting proposal
‘on that that I commend to you.

-The financing side would require action by the Congress. You may
be aware, Mr. Chairman, that 72 percent of the IMF membership has
approved the fourth amendment, this new creation of Special Drawing
Rights, on a different basis than in the past. It is therefore awaiting U.S.
action, because our 15 percent would put the number over the top.
Without our 15 percent, it can't happen, because it requires 85 percent of
the total membership.

So this i1s an area where the Congress, I think, could-act very
positively to support a strengthening, a further reform of the monetary
system, but also do it in a way that would help promote the development
objectives that I think all .of us who are involved with the Meltzer
Commission agree with.

So my bottom line is that Argentina has indeed raised a lot of further
questions about the functioning of the IMF but I am worried that if we are
too tough now, it is going to make it worse. The Argentine case does,
however, have the very positive implication that contagion has been
sharply reduced, I believe, because of fundamental systemic reform, only
tangentially related to the Meltzer Commission proposals.

~ Ithink those reforms will continue. Other reforms are in train, and
I believe it is true that, as Professor- Meltzer said, we are in the early
phase of a transition to a safer, sounder international financial system.
Thank you.

Representative Saxton. [Presiding.] Thank you very much.

Let me begin with a question to Dr. Meltzer. Dr. Meltzer, throughout
your testimony in various ways you have advocated for a higher level of
involvement in the planning stages of economic assistance that may be
offered to various countries, and you apparently believe that it is quite
important that plans be developed not from the outside, but with strong
inside participation. Perhaps the strongest indication is in the paragraph
where you are talking about President Bush and Secretary O'Neill and
others believing that Argentina must come forward with a consistent
coherent plan that restores growth without inflation, increases
productivity, and settles its default payment. The key to that sentence
seems to be that Argentina must come forward. Tell us why you think
that is important.

Dr. Meltzer. I think that is crucial, and the reason it is crucial is we
have a long history of the IMF presenting countries with long lists or
short lists of recommendations and requirements for the loan. We have
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a very, very short list of the — having those conditions adopted. Let's take
the case of Korea, where the IMF presumably did a great deal to stem the
crisis of Korea. Korea as a result of that agreed to privatization of many
of its industries. Very little of that has happened. Why has it not
happened? Once Korea began to improve, once the economy of Korea
began to improve, most of the reform just couldn't be passed. The
Korean Government would not agree to it, did not feel the necessity to
agree to it, because the economy was on the mend.

In Argentina, people keep saying what is it the United States or the
IMF want us to do? And the answer that Dr. Lerrick and I gave them
when we were there is: This is your country. You have to want the
reforms. The reforms will only work if you want them to work. You can
promise lots of things to the IMF to get the money, but the important
thing is that you adopt reforms that you will be willing to live with, that
will improve the operation of your country and will bring more foreign
capital at lower cost.

The long record — to be brief about it — the long record is one in
which countries agree to make the reforms when they are in crisis. They
will agree to almost anything. Once the crisis ends, they find it
impossible either to get the reforms passed through their legislature or to
implement them fully or even partially once they have passed them. -

What we want — what we believe is essential is that they have= they

" see that these reforms are good for them, that they adopt reforms that are

good for them, recognizing fully, as I am sure you recognize, that

politically it is often very difficult to do things that would improve the.

body politic as a whole, because it tramples on the particular province of

some very active, very vocal interest group. That is the problem in
Argentina.

But reform won't come in Argentina or anywhere else until the
people in that country are willing to adopt those reforms. That is the
idea. Secretary O'Neill has said it, I think, extremely well by saying, the
only way that countries grow is by increasing their productivity. We can't
increase their productivity, they can increase their productivity.

Representative Saxton. Thank you. :

Let me turn to Dr. Lerrick for a minute. In this morning's Wall Street
Journal there appears an editorial that is critical of the leadership of the
World Bank for suggesting that before reforms take place there should be
a significant increase in the assets and the resources available to the
World Bank for their activities around-the world. i

In your testimony, on the other hand, you talked about two concepts:
one, moving from loans to grants; and second, I found very interesting
that the World Bank apparently at this point has chosen not to accept the
idea, but that measurable goals be put in place so that countries who fund
the World Bank, can see whether or not progress is actually being made.

In your testimony you talk about easily quantified basic needs that
improve the quality of life, and other preconditions to economic growth, -
health, primary education, water and sanitation, et cetera.
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- Can you talk about this subject a little bit for us so that we can have
the benefit of your thinking?

Dr. Lerrick. Would it be helpful, Mr. Chairman, if I explamed'how
the grant mechanism would actually work with a concrete example?

Representative Saxton. Sure.

Dr. Lerrick. If a country wished to vaccinate its children against
measles, which is one of the greatest sources of fatality in Africa, the way
it would be structured today is the country would apply to IDA, the
concessional arm of the World Bank, for a loan to the Ministry of Health
to provide health services to its people. The money would be guaranteed
by the government, so the debt would be incurred by the government
itself. The World Bank would disburse the funds, and there would be
relatively little control over what the actual physical results were,
whether children actually were vaccinated.

Under the grant proposal that has been put forward, the World Bank
would set the mechanism up in a different manner. It would say to the
country that it is an excellent’idea to vaccinate your children against
measles. Go out and ask for competitive bids from private sector
contractors, from the Red Cross, from the Anglican Church, for the cost
of vaccinating children in the rural areas for measles. If it was a very
poor country, the Bank would pay 90 percent of the cost. So if the best
bid from a qualifying contractor came back at five dollars per child
vaccinated, the World Bank would say, fine, for every child you
vaccinate, we will pay you directly $4.50, and the country will pay you
50 cents. However, we are only going to pay you upon audited,
“independent, truly independent, verification of delivery of service.

So at the end of the first month, if the contractor came back and said
we vaccinated 10,000 children, there is an auditor that is independent of
the Bank, independent of the country, independent of the contractor who
would go out and verify how many children were vaccinated. If that was
confirmed, the World Bank would write a check for $45,000 directly to
the contractor. The country would write a check for $5,000. If the next
month no children were vaccinated, no funds would be expended. So
without results, there can be no funds expended whatsoever.

This same mechanism would be used for wastewater treatment. It
would be paid per cubic meter of water treated. It is irrelevant whether
the wastewater treatment plant is built. The only thing we care about is
how many cubic meters of water are treated. Same with schools and
children. We don't care whether the school is built on time and under
budget, we care how many children have learned to read.

And that is the difference in the delivery mechanism, and by doing
this, you reduce dramatically the possibility of the funds being diverted
to unproductive uses, and you eliminate the possibility of an
- accumulation of unsustainable debt by the poor countries.
Representative Saxton. Okay.

Dr. Lerrick. And you increase the incentives for delivery of results.
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Representative Saxton. Let me ask you arelated question regarding
the World Bank. Mr. Easterly made a number of observations about the
failure of the IMF and the World Bank's development aid. According to
him, he says, and I quote, “Consider the facts, and it soon becomes
evident that the $1 trillion spent in aid since the 1960s, with the efforts
of advisers, foreign aid givers, the International Monetary Fund, and the
World Bank, have all failed to attain the desired results. With notable
exceptions, government mismanagement usually continued in these
countries. The growth rate of the income per person of a typical member
of this group during the past two decades was zero.”

Now, what you are suggesting is a different approach to try to get the
growth rate somewhere above zero, I assume.

Dr. Lerrick. I certainly hope so. Yes, Mr. Chairman.

Representative Saxton. Would you — I know the answer to the
question, but let me ask you it anyway so you can get it on the record. Is
this an acceptable outcome for public policy?

Dr. Lerrick. Absolutely not. I don't think there is any outcome that
is acceptable for public policy where vast amounts of taxpayer funds are
used and no results are achieved.

One of the problems with past aid, and, in fact, one of the senior
members of the World Bank staff, Michael Klein, described the
bankruptcy of traditional aid results, is that because it is based on the
wrong incentives. The goal is to create incentives to deliver results, not
to cover up the problems with a blanket of money that can be used for
whatever purposes, without any accountability either by the government
or by the World Bank as to how funds were actually used and what
results were achieved.

Representative Saxton. Ihad an experience with regard to failure
regarding the IMF in the case of Russia. Some of us went to talk to the
Russians about what went wrong with the IMF-Russian transaction, and
while we were there members of the Russian Parliament, the Duma,
actually spent an afternoon trying to convince us that the moneys were
stolen by U.S. banks. Can you give us a better notion of perhaps what
really happened in Russia?

Dr. Lerrick. Well, I did not follow the Russian situation closely
enough to give you a precise opinion. I would say one of the problems
in terms of the assistance that was provided to Russia was that the IMF's
view was that its job was very simply to provide funds to the Central
Bank of Russia in return for agreements to enact certain policies, or at
least to propose those policies to Parliament.

One of the problems in Russia is the conditions did not even insist on
enactment of the policies, they only insisted on proposal to the
Parliament of the policies.

The IMF felt that once it delivered the funds to the Central Bank, its
responsibilities were over. It was up to the Central Bank of Russia to
police how the funds were used and where they went. And there are
many who believe that this is a mistake in IMF policy. But that was their
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attitude, and that is how the funds went to wherever they wound up
going. -

Representative Saxton. Let me return to Mr. Easterly for just a
moment. Apparently he has been under some kind of investigation by the
World Bank. It almost seems as if perhaps he is being punished by the
World Bank for having told what he believed to be the truth about World
Bank problems. Do you have any feelings?

Dr. Lerrick. Iam not close enough to that situation to comment. In
fact, as I understand it, Mr. Easterly now works for Mr. Bergsten at the
Institute for International Economics.

Dr. Bergsten. Yes. Dr. Easterly does now work for me, a joint
appointment as a senior fellow at my Institute for International
Economics and the new Center for Global Development that we have
helped create to deal with the range of development issues.

You quote Easterly's conclusions exactly right, but you have to go the
next step and ask why. His conclusion, which is based on very detailed,
in-depth, and credible research, is that aid has gone to the wrong
countries. Aid has been given to countries with lousy policies and, if
countries have lousy policies, there is no reason to expect that aid or
private capital or anything else is going to work.

We have given aid to the wrong countries because our goal has not
been development, it has been to buy allies in the Cold War. It has been
to provide political favors. It has been for numerous commercial
purposes. But the aid that we are now flogging for not having achieved
development was really never given to achieve development, and so in
that sense it is an unfair knock.

The implication for the future, of course, is that you should only give
aid to countries where you have some confidence that their policies are
going to provide a fruitful environment where the aid can work. Lots of
studies, including by Easterly, show that in those circumstances aid
provides a substantial additional boost to economic growth, per capita
income growth, and the like, though further improvements can forever be
made.

On the World Bank point, it was a confused situation. Easterly was
in the research department, which had published and was selling in its
own book store at the World Bank a book by him that made all of these
points and made all of these criticisms. So you might say the World
Bank was being pretty open because one of their own people wrote a
book that makes these same conclusions, which they were selling in their
own book store and still do so today.

What Easterly did was write an op-ed in The Financial Times which
put the point rather starkly, which had not gone through the clearance
procedure within the World Bank. Like in most institutions, you are
supposed to get clearance. They almost always say go ahead and do it.
But he hadn't done that. Other people hadn't done it either so there was
some debate about whether the criticism was on the substance or not.
Our invitation to him had come before any of this brouhaha blew up, so
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he may have left anyway and I frankly think that is a less important part
of the whole picture.

Representative Saxton. Wouldn't it be more productive for the
management of the World Bank to be more concermned about the
ineffectiveness of their programs than pursuing a point relative to -
someone who wrote an op-ed that they may have disagreed with?

Dr. Bergsten. Indeed.

Mr. Levinson. Mr. Chairman, might I take off from where Adam
left off in describing how the system would work on grants, because I
think it would be—

Representative Saxton. If you promise to do it in 2% minutes or
less.

Mr. Levinson. I will do it in 2}2 minutes. Let's take his example
whereby you are going to finance measles elimination by putting it out
to bid, and that the contractor only gets paid after you show how many
kids have been inoculated by an independent auditor, and he says the
independent auditor is independent of the government and of the
contractor. So who is the independent auditor? Is it going to be Arthur
Andersen or Deloitte-Touche or one of the accounting firms? Are they
going to go around in northeast Brazil and determine how many kids have
been inoculated?

Under this scheme that they propose, the contractor goes out and
borrows the money because he is not going to be paid until this
independent auditor certifies that the thing has been done, so he is
exposed in terms of having borrowed the money, and he is dependent
upon the finding by this independent auditor.

What is the role of the government? Supposing you get the kids
inoculated. Supposing you get the schools built or whatever project you
have. Who assumes the responsibility for the recurring costs, having to
be put it in place? The government? The government then turns around
and says, wait a minute, we didn't have anything to do with this. This
was put out to independent bids. If the cement is watered, we didn't do
the inspection, someone — the independent auditors — did the inspection.
We are not going to take the responsibility of maintaining potentially
defective schools. So who takes the responsibility for the recurring costs
of administration, salaries, maintenance in this scheme?

Everybody should be in favor of more grants, but the problem is that
there is a basic contradiction because Adam also points out that the
World Bank has a high degree of subsidy with these 40-year loans. They
are very near grants, but at least it provides a self-renewing source of
financing. :

This business of loading the countries with debt — let me just
conclude with this point that Fred made. You are extrapolating from a
situation of the Cold War where we gave Mobutu $5 billion, which he
stole. The Congo has nothing to show for it, or Zaire or whatever they
. are calling it these days. Other countries in Africa, the same thing. It is
the Cold War debt that we are talking about writing off.
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And to finally conclude within my 2} minutes, part of the problem
was that in the 1980s the World Bank and the development banks went
over to what was called policy-based structural adjustment lending.
Fancy term. The money went into the central bank, the front door, and
the money went out the back door in return for policies with respect to
promises. The country has debt and very little to show for it in terms of
facilities which are going to add to the productivity of the country. So
don't confuse that debt with debt incurred for productive purposes.

And as I say, I don't see how it functions in terms of a country is
going to pay up on the basis of audits by people like Arthur Andersen.
Who are they going to get to do this? Ireally doubt it.

Representative Saxton. Thank you.

Dr. Lerrick. Mr. Chairman, if I may just comment very quickly.
The key to the grants proposal is that the ongoing maintenance, the
operations expenses, all of these costs are assumed by the contractor. He
1s not being paid to build the school or build a hospital. He is being paid
to teach children to read, to vaccinate children. Therefore, in the case of
a poor country, the contractor is paid 90 percent by the World Bank, not
by the government. The government is only paying 10 percent. As the
Under Secretary of Treasury stated in his recent testimony, we are
shifting the performance risk to the private sector. In other words, if the
contractor comes and doesn't teach children to read, he doesn't get paid
either by the Bank or the country.

And so we believe it is perfectly workable. And the country is going
to choose the program. The Bank doesn't choose the program. It is the
country that chooses the program chooses the contractor.

Representative Saxton. Mr. Crapo.

Senator Crapo. Thank you very much, Mr. Chairman. Ihave a lot
of questions, but very little time, so I will only ask one of my questions,
and that is relating to performance audits.

As members of the panel may know, a couple of years ago, well,
about a year and a half ago, I introduced with Senator Enzi from
Wyoming a concurrent resolution calling for basically an independent
performance audit of the World Bank. One of the concerns that I have
had, as I have tried to evaluate the issues surrounding the World Bank
and the International Monetary Fund, is there seems to be a tremendous
amount of difference of opinion based on alleged factual information
about the effectiveness of the performance of either of the two
institutions.

And that is not unusual in the political world we live in up here. We
are debating ANWR over in the Senate today, or in the next little while,
the exploration for oil in Alaska, and the data we are getting on what that
1S or is not going to do to the environment, or will or will not do in the
terms of the production of oil is about as far apart as one could
conceivably see it getting in terms of the mformat10n that we have upon
which to make these policy decisions.
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So I introduced the resolution to try to get some type of an
independent performance evaluation of the World Bank.

Dr. Meltzer, maybe I could start with you and just ask you if you
would comment on whether that is even possible. I mean, I know it is
possible, but my point is, under what parameters -~ well, I guess the
question is should we do it, and if so, under what parameters should it be
done? How do we — do we define performance so it can then be audited,
or do we let the auditors look at what is there and tell us what
performance is? Or how do we accomplish the objective of getting a
truly independent performance evaluation of the World Bank?

Dr. Meltzer. I share your view that an audit — the purpose of your
bill, and I commend you for offering that piece of legislation. Ithink that
is an important step forward.

As Dr. Lerrick pointed out in his testimony, we don't have very much
information about what the World Bank accomplishes. What we have
mostly is the observation that after having spent enormous amounts of
money, if we look at the countries, we don't find any major progress
either in the development of sanitary sewers or water in the villages or
inoculations of children. There are just an enormous number of things
where we have not systematic evidence, but we have very good casual
evidence that the growth rates are negative and not very much is
happening. So we know that nothing — that these programs are not
working. :

It is true that it will be difficult to audit every one of the programs.
There will be some things where time will have to pass. It may take
longer, there are lots of reasons, but there are going to be a.very large
subset where we should be able to get a measure of success or failure.
And we certainly can do better than just deciding that the program is
successful because when we gave the last amount of loan, the program
was'onstream. :

Let me give you just one example, and then I will stop. We didn't
learn this by visiting the country, we leamed it at the World Bank. They
gave us examples of schools that were built, but there were no books and
no roads, so people didn't get to them. Now, when they made the last
payment, the building was going up, so they count that as a success. I
don't think any reasonable person would say that is what we mean by a
success in development. We would count as a success in development
that there are now 100 or 200 or 300 children who can now read,
compute, add, subiract. That is what we would like to find out.

Those things should not be hard to do. Just as we can do audits on
the performance of education here, which the Congress has now
approved, we can do audits on the performance of education in Africa or
in Latin America or in other places where the World Bank gives money.

One final example. When I visited people in Honduras, including a
very imposing man named Cardinal Rodriguez, he told me that they came
to Honduras, the World Bank came to Honduras. They were going to
develop the wood industry. They spent a couple of million dollars. Most
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of the money went to consultants. There is no wood industry. That is
what we want to get at. We ought to be able to find those things out.
Like all things in life, it won't be perfect.

Senator Crapo. It looks like everybody on the panel wants to
comment, so why don't we go right down the line.

Dr. Lerrick. Senator, I don't think it is that difficult. There are two
bases for evaluation. First, every single loan or project that the World
Bank group approves sets out its goals it said it was going to achieve.
That certainly is one benchmark that you want to measure against. Were
the goals achieved? Were they surpassed? Were they not achieved?

Second, if the goal says we are going to build five schools for $1
million in five different villages, just because they built the buildings on
time and under budget, if there are no children in the schools, even
though the Bank would qualify that as a success, I don't think any of us
would. So it is not that difficult.

Now, to come up with the estimate of the cost of this audit, I asked
two private sector firms that do this on a continuous basis, sometimes for
the multilateral agencies, sometimes for private industry. The comment
of one was quite interesting. His estimate of the cost was much lower
than the $5 to $7 million. He said the reason is that, based on our
experience, 30 to 40 percent of the projects we are going to find nothing,
nothing whatsoever, and that will be a very quick audit. Only on 60 to 70
percent are we going to have to actually look at anything, because on 30
to 40 percent, when we arrive, there will be no building, there will be no
road, there will be nothing there, and there will be no record of anything
ever being there. Iincreased his estimate of the cost just in case he does
find something.

But I think the way it can be structured is that you have contractors
— inspectors —not necessarily accountants, but other firms that specialize
in the applicable industry. NGOs could also perform audits that would
go out and report back, and then you would publish the results project by
project. You don't need to do every project. A representative third of the
projects is more than enough. That is only 125 projects for three years
of IDA lending. And then the auditors would report to the executive and
legislative branches of the G-7 governments, and the GAO and its
counterparts would review the methodologies, review how the audits
were done, and report to their legislatures.

Senator Crapo. Thank you.

Mr. Levinson. Very briefly. The world they describe bears no
resemblance to the world I knew as general counsel of the Inter-American
Development Bank. In education, nobody builds schools without
providing for teachers, without providing for teaching curricula. The
argument usually is over the teaching standards, the content of the
curriculum, whether or not there is sufficient teacher training, who is
going to finance the recurring costs, et cetera. So this idea that the World
Bank or the IDB or any of the development banks just go out and
authorize money for things that aren't built is ridiculous. It doesn't
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happen, or if it does, it is an extraordinarily exceptional case. Even when .
I was at the IDB throughout the 1980s and the early 1990s, we were long
past the idea that you build water without discussing tariff rates, water
facilities without discussing tariffrates and agreeing on a tariff policy for
the government so it is self-renewing. You don't build schools without
determining how recurring costs are going to be financed, who is going
to finance teachers. )

So this world they are describing is just completely divorced fromthe . -
reality that I knew as general counsel of the Inter-American Development
Bank, which may prove your point that it is Kafka-like in terms of seeing
the same reality. 1didn't see that reality. I think it is ridiculous, frankly.

- Dr. Lerrick. Mr. Crapo, may I interject? The example I gave of the
schools was not my example, it was the example of World Bank
President Wolfensohn in testimony when he described a project that they
would rate satisfactory, and where the long-term benefits would be
nonexistent because they built a series of schools where there were no
roads, no teachers and no books.

Dr. Meltzer. In fact, Mr. Wolfensohn, in testifying before the
Commiission, said, you know, I don't know, when I came to the Bank, that
is what I asked: Why do we evaluate the project only at the level when
we give the money? Why don't we evaluate it after three to five years?
I have been trying for years to try to get that changed.

Senator Crapo. Dr. Bergsten.

Dr. Bergsten. Iam totally with you in spirit about the audits and the
evaluations, but I think you have to make a critical distinction. One
would be simply an audit of whether a school has been built or vaccines
have been provided, and somebody could go and count buildings and I
suppose count vaccinations given at hospitals and see if that has
happened. So that should be done if it is not being done.

I thought you were calling for something more profound, and maybe
the Chairman was, too, which was an audit of the results of the program
in terms of whether it helped generate economic growth or improvement
in life expectancy or various standards. If that is what you meant, then
it is much, much more difficult for two reasons.

You have to ask what analysts call the counterfactual question: What
would have happened in the absence of that particular aid or private
investment or whatever program? And then you get into a realm of high
uncertainty as to what the results were.

To be specific, there is the question of additionality. Suppose the
World Bank waved a wand overnight and did everything that Mr. Lerrick
just proposed. Let's assume that happened in Brazil and the Brazilian
Government, instead of spending $10 billion that it would otherwise have
spent on education, now lets the foreign funding, the 90 percent, go into
place. The Brazilians take money that they would have otherwise spent
on education and put it into buying more jet fighters for their- military.
So there is no net increase in the devotion of resources to education in the
country.
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This is the problem that has perplexed assistance programs from time
immemorial, and how you come to grips with that requires you, the
. foreign lender, to then become more and more intrusive into the overall
programs. You try to do some of the things that Mr. Levinson just
indicated. You say, well, we are not just going to get water supply, we
are going to figure out what your tariffis. And that in turn gets into your
‘overall policy.

But then you can play off between sectors, so now you have to look
at the overall budget. But that can be offset by monetary policy. So now
you figure how to run the central bank. By that time you are running the
country. And we all agreed at the start you can't do that. _

_ Tam not saying one shouldn't try this,  am only saying it is very; very

difficult, because even if you did the Lerrick-Meltzer reforms overnight
and put it in place perfectly — I have a lot of sympathy for some of the
objectives of that — it would not get you to a very confident position in
terms of the net bottom line outcome that you want, that I want, and the
Chairman focused on, when he said economic growth has been zero as a
result of development aid.

I'am afraid that is not auditable in the sense we think of bringing one
of the auditing firms into the act. That is a job of analysis, it is
conjectural under the best of circumstances, and as one who made policy
and has worked on these problems for more decades than I care to admit,
it is a perpetual problem, and I am afraid there is no easy answer.

Dr. Lerrick. Senator Crapo, a quick comment.

Senator Crapo. I am going to have to leave quickly. You can have
the last word.

Dr. Lerrick. First of all, Mr. Bergsten is absolutely right to raise the
issue of what we call “fungibility.” How are you sure that the money you
gave for health care was not used for fighter jets?

First, that problem is greatly reduced since what we are focusing on
here are the IDA countries, the very poorest countries that have very little
access to foreign capital and where it is much easier to ensure
additionality.

Aside from that, we are focusing on 2 much simpler analysis. We are
not looking at the question of whether life expectancy has increased.
That is certainly the long-term goal of aid. But what we are looking at is
a very simple thing. It is an absolutely necessary condition to increase
life expectancy that children be vaccinated. That in and of itself won't be
sufficient, but what we are just trying to ensure is that on the immediate
projects we are examining, we know there are immediate results.

What the long-term impact, which requires more analysis and
assumptions as to how the country will grow or not grow or what policies
it will follow, that requires a much more detailed analysis. But it is a
necessary condition of aid to know that when a program is financed, the
immediate results are achieved, and that is easily auditable for these types
of. : '
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Senator Crapo. Well, thank you. Iam going to have to leave, and
I would like to get into this in much more detail. Iam sure that we will
on other occasions. But I want to thank the Chairman for holding this
hearing.

Representative Saxton. Let me turn to a very basic question on a
very basic subject. Let's just assume for a minute that some or many of
the reforms that you have talked about this morning, in terms of the
subsidized interest rates and the necessity of planning, broad planning as

. you put it, including a major part of the planning effort by the recipient
countries, that perhaps measurable programs be put into place and so on
and so on. :

As Members of Congress, those of us who are here this morning have
always been concerned, particularly Mr. English and Senator Crapo, have
always been concerned, because we are responsible for appropriating
funds and ensuring that they are used effectively. However, if an agency
that we fund is not transparent, it hampers our ability to exercise any kind
of reasonable oversight. This has been a significant issue with respect to
the archaic and confusing organization of the IMF financial statements,
for example.

In fact, several years ago in questioning a member — actually it wasn't
before this Committee, it was before the banking Committee, but I was
invited to be a guest at the Banking Committee for this IMF hearing —one
of the members of the IMF executive board it turned out actually was the
U.S. Executive Director didn't understand the IMF’s financial statements,
and I felt bad for that person that day because it had to be fairly
embarrassing.

In recent years now the IMF has made some improvements in
transparency, providing for a good deal of information about its financial
activities with borrowers on its official website. That is good. It has also
attempted to clarify aspects of its financial operations. For example, it
now publicly releases its operational budget. However, despite the
improvement, the IMF reporting of its financial operation is still not
transparent in many respects.

We feel we have pried their door open a little bit, but we have a long
way to go. For example, standard IMF loans are not classified as loans.
Further, the delay for transcripts of Executive Board meetings are not
made public for 20 years, and T have a hard time understanding that. The
operations of the SDR department are equally murky.

Would you agree that there is room for improvement in IMF financial
transparency, and shouldn't the minutes of the executive board meetings
be released before a period of two decades goes by?

Dr. Meltzer. Yes to both questions.

Let me just reinforce what you correctly pointed out. The transcripts
of the executive board contain information about what they think is
happening in the countries. That is valuable information to the markets.
There is no reason that I can think of why that information has to be
secret for 20 years.
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I believe firmly that we need to insist upon two things. One is that
they have aright to conduct their business by themselves in whatever way
they find convenient to reach conclusions. Organizations need a certain
amount of secrecy or lack of transparency in order to reach agreements.
It makes it much harder to reach agreements if we have to do everything
in the sunshine. But then the agreements should be there. We should
know what it is that they have decided to do and hold them accountable
for what they have agreed to do and see that it is enforced.

So I put great weight on the idea of allowing organizations, whether
it 1s the U.S. Congress or the administration or the IMF, to be able to
conduct their business in any way that they find useful so that they have
the opportunity to reach an agreement. “We should know what the
agreements are, arid we should be able to monitor them and see whether
they accomplish what they set out to accomplish.

Dr. Lerrick. Mr. Chairman, I certainly agree with both of your
statements. I will just raise one example: Stanley Fischer, the former first
Deputy Managing Director of the IMF, said that he hoped that he would
be able to finish his term at the IMF without ever having to understand
how the SDR department works.

Certainly there is a great — I think a tremendous amount that needs to
be done to render the Fund's financial operations transparent and even
comprehensible to the outside world.

Representative Saxton. Well, you know, I think it was 1998,
somewhere about that time, the IMF required additional money. And we
appropriated $18 billion. :

And I go back home and my constituents and the constituents of, I
assume, all 435 of us in the House and all hundred in the Senate go back
home and they say, how do they use that money? And when you stop and
realize that the United States taxpayers provide somewhere around 25
percent of the usable resource that the IMF has at its disposal, it seems
to me that we have a special responsibility to the people who provide
those dollars in the form of tax revenues to be able to identify the
programs that they are used for, and the effectiveness of these programs,
and to be able to tell the taxpayers that their moneys are being well spent
or maybe not well spent.

Certainly, as you correctly point out, the IMF has its own
responsibility to make decisions in a way that it sees fit, but we need to
see the results of those decisions and the deals that are put forward and
be able to measure their effectiveness. And without transparency,
without being able to see inside the organization to be able to evaluate
those programs, we cannot meet our responsibility, and that has always .
bothered me.

Mr. Levinson.

Mr. Levinson. In one minute. What you say, I think, is
unexceptionable up to a point. The argument is that if you make
available the transcripts, after I think 20 years, you are absolutely right,
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is too long. That is foolish. But it inhibits candid discussion within the
board.

So a sufficient time — it is not unreasonable, I think, for a sufficient
time. Twenty years, I couldn't agree with you more, is far too long to
hold the deliberations secret.

But I think in fairness, one has to say that the IMF has made a lot
more information available. You get now the letters of intent of countries
on the website, not while they are in negotiation, but—

Representative Saxton. If you could permit me to say, I agree. In
fact, I said that here a few minutes ago, and I understand that.

Mr. Levinson. So all I am saying is that we shouldn't underestimate
how far they have come under pressure from you and under pressure from
the Congress. There is no doubt that the pressure from the Congress has
been a big factor in terms of moving them to greater disclosure.

The only question I have is the discussions in the board can turn
pretty candid and pretty contentious, and you don't want to inhibit that.
But 20 years is ridiculous.

Representative Saxton. Actually, some of the things that have been
done were a direct result of the reforms that we put in place with the $18
billion in 1998, and we are pleased that we have been partially
successful, but, as Congress sets some kind of an example for openness,
I hope that other institutions that do this important work will follow suit
as well. In fact, given the opportunity, we are going to insist on it once
again.

In the meantime, Dr. Meltzer has one final comment that he would
like to make.

Dr. Meltzer. I just wanted to give you two brief pieces of evidence
on the question of transparency: When the Commission was meeting, we
asked for and got permission to read some of the Article 4 consultations,
and I put one of the staff assigned to read the ones that were written
before the Congress had required some release, and then to read the ones
that were written after the Congress had required some release, and I
audited what she did. To neither her naked eye nor mine could you see
any difference in what people were saying or doing about the countries.
That is one.

Second, for most of its history, the Federal Reserve records were
private and not made available to anyone. They now are made available.
I am reading most of them, and I have read them before and after they
were permitted to be released. That is when people didn't believe they
were talking for public consumption and after they knew that they were
talking with a lag for public consumption. Again, I cannot detect any
major difference in what they say or how they behaved in the two
circumstances.

So I don't believe that people will be terribly hampered by the fact
that they are doing this. Information of all kinds leaks out anyway, and
we learn about these things formally or informally.
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Representative Saxton. I would like to thank each of you for being
here today to share your point of view with us. We appreciate it very
much. I think this is an extremely important set of subjects that we talk
about in this Committee at great length from time to time. However, it
is important to have these public discussions so that members of the
public’ and taxpayers and others can benefit from each of your
backgrounds and knowledge about these issues. ‘

Thank you very much for being here with us. We look forward to
working with you in the future. '

[Whereupon, at 11:50 a.m., the hearing was adjourned.]’



34

SUBMISSIONS FOR THE RECORD

PREPARED STATEMENT OF

REPRESENTATIVE JIM SAXTON, CHAIRMAN
Iam pleased to welcome the panel of witnesses before us today. The
members of the panel were all associated with the Meltzer Commission,
and I would like to thank you for your service, and assure you that the
commission's influence on international economic policy has been
positive and profound. :

In recent years a number of issues have been identified related to
proposals for reform of the International Monetary Fund (IMF). The
evidence shows that the IMF was not financially transparent, it provided
below-market subsidized interest rates, and promoted moral hazard.

In addition, IMF mission creep was reflected in its drift into lending
for development and structural reform, often involving longer loan
maturities or rollovers of existing loans. Moreover, there was a lack of
IMF accounting controls and lending safeguards that could result in
misuse of taxpayer money. A number of other findings involved the
IMF's heavy reliance on the G10 for resources, and the lack of
meaningful financial support for the IMF by most of its members.

In the last few years, the IMF has made some limited progress in the
area of financial transparency. However, a former IMF research director
has also recently noted "the need to improve the financial structure of the
Fund in terms of transparency, efficiency and equity." The basic problem
here is that the IMF is saddled with an archaic accounting framework
rooted in an economic and institutional environment that no longer exists.
For example, the official IMF financial statements still present IMF loans
as "currency purchases," instead of loans. Furthermore, the workings of
the SDR department remain as murky as ever. In addition, the minutes of
Executive Board meetings are still classified for 20 years.

I would also like to note the President's Council of Economic
Advisers' (CEA) statements endorsing reform of the International
Monetary Fund (IMF). According to the recent CEA report, IMF liquidity
loan "programs would appropriately involve short-term lending at penalty
interest rates, to encourage and facilitate the borrower's quick return to
private capital markets." This is very consistent with the findings of the
Meltzer Commission as well as the Congressional mandates for IMF
reform that are currently in law.

The Administration's support for substantial grant financing of some
World Bank activities is also very significant. This reform would offer
the best approach to improving living standards and reducing poverty in
the world's poorest nations. The traditional World Bank/IMF approach
of saddling poor countries with loans they often cannot repay has failed.
Moreover, the high failure rate of World Bank projects reflects a waste
of resources that could have been better used to alleviate poverty.



35

Unfortunately, the defenders of the World Bank status quo are
resisting the Administration's grants proposal. Ever since the idea of
grants was first proposed, the World Bank's own evaluations of its
performance have shown sudden improvement. However, we all realize
that without truly independent review, performance can be
misrepresented. An independent review of World Bank performance is
urgently needed.

The Bush Administration has shown that it is serious about needed
reforms of the IMF and World Bank. The work of the Meltzer
Commission has been essential to this improvement in international
economic policy. The recommendations 6f the Commission have led to
U.S. government proposals to limit moral hazard, curb international
financial instability, and reduce the waste of resources to the benefit of
many millions of people around the world.
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PREPARED STATEMENT OF

SENATOR JACK REED, VICE CHAIRMAN

Thank you, Chairman Saxton, for calling this hearing on reform of
the IMF and World Bank. I’d also like to thank our witnesses for taking
the time to testify before us today. All four of you worked on the
Congressional Commission on. International Financial Institutions,
making you uniquely well qualified to discuss this topic. Revisiting the
issue for today’s hearing with you is especially valuable given the
international events that have occurred since your reports were published
in 2000.

The IMF and World Bank were created as a response to World War
I and the recognition that supporting global economic stability and
prosperity would be an effective means of ensuring global peace. Today
the economies of the world are even more interconnected. In the wake
of September 11" and our ongoing war on terrorism, we are reminded
that these institutions continue to serve a crucial role in our national, as
well as economic, security.

Unfortunately, the recent economic.crisis in Argentina suggests that
the effectiveness of these organizations is sometimes insufficient.
Economists and policymakers continue to debate over whether that is due
to fundamental problems in the missions of these organizations,
misguided policies, or simply mismanagement of well-intended policies.

Today’s hearing should shed some light on what the Argentine
experience teaches us about how well the IMF and World Bank are
serving their missions, and what can be done to make these institutions
stronger players in our efforts to support global economic and national
security.



37

The International Monetary Fund
Two Years After the IFIAC (Meltzer) Commission

by Allan H. Meltzer
the Allan H.-Meltzer University Professor of Political
Economy, Carnegie Mellon University and
Visiting Scholar, American Enterprise Institute

Testimony prepared for the Joint Economlc
Committee hearing on:

Reform of the International Monetary Fund and the
World Bank

Wednesday, March 6, 2002 .



38

The International Monetary Fund Two Years After the IFIAC

(Meltzer) Commission
by Allan H. Meltzer

Mr. Chairman you, your colleagues and staff have played a major role in reforming and
improving the operations of the International Monetary Fund (IMF) and the development banks.
By insisting on greater transparency, increased accountability and improved performance, you
have rendered a great service to the American public and the people in the developing countries.
Your efforts have not only saved taxpayers money, they have raised standards of accountability
for performance. 1am pleased to have been part of that effort, an effort that is continuing and
has the support of the Bush administration, Treasury Secretary O'Neill and his principal staff.

Today, we recognize the second anniversary of the commission report. My colleague
Adam Lerrick and 1 have divided the review of the past two years and prospects for the future
into two parts. I will discuss the IMF, and he will discuss the development banks, particularly
the World Bank.

What Was and Was Not Done

The Commission proposed four kinds of changes at the IMF. First, it proposed improved
transparency and information to permit outside observers to better understand what the IMF had
done, what it recommended and what resources it had available. Before this Committee took an
interest, even a trained accountant would have difficulty interpreting the IMF's financial
statements. The Commission developed a balance sheet that the IMF adopted. Its accounting
statements bécame less opaque. Reports of IMF surveillance of a majority of member countries,
so called Article IV consultations, are now routinely posted on the IMF's website along with a
lesser, but still substantial, number of staff reports. Improved quality and increased quantity of
information helps markets to operate more efficiently and reduces risk. However, the IMF has
not restructured accounting in the SDR department, and many countries have not improved the
quality of their data. The IMF should do much more to get countries to improve data quality and

to release it.’
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Second, the Commission found considerable overlap between the programs of the Fund
and the development banks. It criticized the overlap and the large number of conditions that the
IMF negotiated with borrowers, particularly borrowers in crisis. The IMF reduced the number of
prograr;)s and the number of conditions attached to Joans. It now limits conditions to matters '
directly related to the country's problem.

The Meltzer Commission proposed that troubled crisis countries should not look to the
IMF to provide a reform program. Reform has a much better chance if the country adopts and
implements its own choices of policy reforms. Management of the economy should remain in
local hands. The IMF should confine its role to seeing that the promises are kept and that its
loans are used effectively, not squandered on wasteful expenditures, paid to creditors, or used to
support the exchange rate.

The IMF has now moved in this direction. A senior IMF official recently said:

"The main aim is to have a minimum amount of conditionality that enables countries to

meet these goals. ...

How can these goals be achieved? ... The IMF needs to be more flexible, not dictating

to a country what policies are needed. The country should be allowed to present a

program to the IMF. There has to be broad participation in the discussion of policies in

the country. And the IMF needs to be selective, patiently waiting for the country to be
ready. Already, there are promising signs. The streamlining process is under way, and
collaboration with the Bank has been strengthened."*

The IMF did not eliminate all duplication. The poverty reduction and growth fund,
PRGF, continues. IMF management is sensitive to criticisms about the effect of disinflations on
the poorest citizens of countries in adjustment. It does not want to give up poverty relief so that
it can temper its macro policies with policies to help the poor during the transition or recession. 1
believe it does not have enough confidence in the development banks to relinquish PRGF
programs to them, where they belong. Increased effectiveness of the development banks would
help to make the case for closing the IMF's PRGF program and restricting the IMF to its
principal functions: providing information, creating incentives that reduce the number,
frequency, depth and virulence of financial crises, assisting governments to resolve crises, and

preventing the spread of crises that occur.

' "IMF Conditionality: How Much is Enough? IMF Survey, 31 (January 14, 2002), p. 14.
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Third, the Commission urged the IMF to phase in over five years an incentive system that
induced countries to adopt prudent policies that reduced the risk of financial crises. We
proposed a small list of observable, prudent policies (pre-conditions) that, if adopted and
maintained, would obligate the IMF to assist the country when it faced a financial crisis.

The great advantage for the country of adopting pre-conditions is that, the IMF's
commitment to assist in a crisis, and its monitoring, increase lenders’ confidence that the country
.maintains prudent policies. Pre-conditions in place would act like a good conduct badge. The
country would get more capital from the market at lower cost. This would foster development
and reduce debt burdens.

IMF senior officials accept this idea. They have proposed a contingent credit line (CCL)
to implement the proposal. Unfortunately, no country has agreed fo join. Ibelieve there aretwo -
principal reasons. First, the IMF bureaucracy will not offer automatic assistance to countries that

_join. Second, until very recently, all countries received assistance, so there was not much reason
for lenders to favor countries with more prudent policies over countries that were riskier. The
market does not lend to the poorest countries, with little prospect of repaying loans. But, as
Argentina, Ecuador, Russia, and Indonesia have shown, the market has provided large loans to
risky borrowers. Now that the IMF has not bailed out creditors of Argentina and others, I expect
more discrimination by private lenders and more caution. Lenders who made "moral hazard”
loans, expecting to be rescued by the IMF and the G-7, will improve their monitoring and
demand better policies by borrowing govemments. :

If this proves to be correct, borrowers' incentives for prudent policies will be
strengthened. More countries may willingly adopt more prudent policies and join an improved
CCL. A critical condition is that incentives work both ways. Countries with imprudent policies
should not get IMF assistance in a crisis once a five-year phase-in is completed.

" Fourth, the Commission urged the IMF to improve crisis management by making
different responses to prudent and imprudent lenders. The majority proposed that the IMF
restrict its aid to two kinds of countries: those with prudent policies and those countries
threatened by the policies and practices of imprudent neighbors and trading parters.

As Argentina moved toward crisis, the IMF approved a stand-by loan to Brazil, a country
currently with responsible monetary and fiscal policies, that seemed to be inj ured by Argentina's

- decline. After mistakes in December 2000 and August 2601, the IMF stopped lending to
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Argentina. Instead of offering Argentina a large loan with many conditions based on empty
promises, the new IMF insisted on a coherent, consistent plan developed, adopted and
implemented by the Argentine govemnment. Ithas refused to finance Argentina’s budget deficit
or the bailout of intemational and domestic creditors. It has not provided additional billions to
support an overvalued exchange rate or to finance capital flight.

If the IMF withstands the pressure to throw in more money, moral hazard will be
reduced. Lenders will expect to bear losses, if they make risky loans. Countries that want to
borrow to grow will have much greater incentive to adopt prudent policies, to rely more on
foreign direct investment and less on short-term borrowing. They will invite foreign banks into
their country and strengthen domestic financial institutions. The risk of crises will decline.

‘What Remains to be Done?

In the last decade, the global economy experienced severe crises in 1994-95, 1997-98,
and 2001. This alone tells us that the system was not working well. Tens of billions in
emergency loans attempted to stem the crises. In many of the crisis countries, the banking and
financial systems collapsed, the exchange rate went into free fall, unemployment rose as output
fell

Argentina, the latest crisis country, has one of the most severe crises. Unemployment
rates will reach 30% of the labor force or more. That is worse than the worst year of the Great
Depression in the United States. Mistaken policies have paralyzed economic transactions ‘and
bankrupted financial institutions.

The main problem with bailouts is that they cover over today’s problem but encourage a
larger problem somewhere else. Twenty years of bailouts and conditional lending have failed.
The crises have become larger. The promises to meet conditions are kept infrequently.

This should not come as a surprise. The system of conditional bailouts and conditional
lending relied on command and control. Countries had good reason to promise reforms, but few
incentives to carry them through once recovery was underway. Lenders came to expect that the
IMF and the other international financial institutions would not just bail them out. They would
reward them with higher interest rates and fees for renegotiating and extending the maturity of
their debt.
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We have started to replace command and control with incentives for lenders and
borrowers. If we continue on this path, with patience and conviction in the face of pressures, we
will achieve a better system. Lenders must have incentives to use the improved information that
the IMF now provides to study the risks they have taken or are about to take. Borrowers must
have heightened incentives to adopt and maintain prudent policies. Rapid support for countries
that meet pre-conditions provides the incentives. )

Some critics of the new policies assert that markets have failed, that openness,
privatization and market incentives have been tried and have failed. This is a peculiar claim. It
ignores such successes as Chile, China, Korea, Mexico, Poland, Taiwan and many others. It fails
to mention that Argentina's problems are not novel. Their economy is barely open to trade.
Their markets continue to suffer from the rigidities adopted by Juan Peron's governments. There
can be little budget discipline until there is a financial responsibility law that restricts provincial
'spending. Argentina's exchange rate was overvalued, its budget in deficit. The current
government has no plan as yet to restore economic activity without inflation.

Argentina journalists ask me repeatedly, what does Argentina have to do to get IMF
assistance. President Bush, Secretary O'Neill, Mr. Koehler, Managing Director of the IMF, and
many others have answered that question repeatedly. Argentina must come forward with a
consistent, coherent plan that restores growth without inflation, increases productivity, and
settles its defaulted debt.

Policy toward Argentina is an abrupt change from past policies. Having embarked on a
new and better course, the IMF and the G-7 must not go back to the old ways.

We are in the early phase of a transition to a safer, sounder international financial system
based on proposals for reform that this Committee and our Commission brought to public
attention. Lenders now have reason to recognize the risks in lending to developing countries and
therefore to be more prudent. Borrowers now have reason to recognize that excessive borrowing
or imprudent behavior is costly to their country and, because they may be dismissed from office
suddenly, to them personally. Recognition of the true risks and costs on both sides will do much
more than so-called Basle standards to reduce moral hazard, promote more orderly development
lending, save the taxpayers money, and reduce the frequency of crises and tragedies in

developing countries.
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With your support and the continued support of the new administrations at the IMF and
the U.S. Treasury, we will achieve that safer, sounder system.
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It is a privilege to address the Joint Economic Committee. First, Mr. Chairman, I would
like to thank you and Majority Leader Armey for the strong support you provided when

violent attack came from almost all sides.

Two years ago, Minority Leader Gephardt greeted the publication of the Meltzer
Commission report with the following appraisal: “...an extreme neo-isolationist
attitude. .. (that) will undermine developmént efforts in the world’s poorest countries
...(and) the stability of the world financial system.” Then-Secretary of the Treasury
Summers made a rare personal appearance on the pages of the Financial Times to claim
that one of its key proposals, a shift from loans to grants, would “require an unworkable
system for delivering assistance”. World Bank President Wolfensohn deemed grants
“unrealistic”. One year ago, my fellow witness Mr. Bergsten stated that the Joint
Economic Committee hearing on the first anniversary of the report’s publication was
appropriate as a burial service because none of the Commission’s recommendations had
been or would be adopted.

What a difference a year makes. Once branded “ivory tower” by some and “radical” by
many, the report was recently termed the “blueprint” for international reform efforts by
The Economist magazine. Today, we have a new Administration that supports
international reform and a new International Monetary Fund with a disciplined approach
to assistance. Many of the major recommendations of the Commission are on the way to
becoming global public policy. v

My remarks will focus on developments at the World Bank, particularly those current
issues that would benefit from the intervention of the Congress. A critical look at the
Bank is doubly important as the Bank assumes the ieadership role in the United Nations
campaign to double development aid flows to more than $100 billion each year.

When leaders from both the industrialized and developing world meet in Monterrey,
Mexico on March 18 at the United Nations Conference on Financing for Development,
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two topics that originated in the Meltzer report will be high on the agenda. First,a
change from loans to grants for the delivery of aid to the poorest countries. Second, a
move to rigorous measures to increase the effectiveness of development assistance.
President Bush launched these proposals at the Group of Seven meeting in Genoa last
summer and the Secretary of the Treasury continues to speak out forcefully in support of
the Administration’s commitment to these policies.

Grants were proposed by the Commission to address the shortcomings endemic to the
tradition of open-handed lending by the multilateral institutions. The poorest countries
had accumulated debt they were clearly unable to repay. Funds had been diverted to
unproductive ends, Donor contributions ended in write-offs instead of real improvements
in the standard of living of the impoverished.

This grant format is new because it is performance-based. Counter to the trend of lending
blanket sums for indeterminate government plans, grants will be project-linked and
executed under competitive bid by private sector contractors and non-governmental
organizations. For the easily quantified basic needs that improve the quality of life and
are the preconditions for economic growth~-health, primary education, water and
sanitation--the grant system would count by independent audit and pay for output:

. numbers of babies vaccinated, children that can read and water and sewer services
delivered to villages. No results: no funds expended. No funds diverted to off-shore

bank accounts, vanity projects or private jets.

Opposition to the use of grants has been orchestrated by the World Bank around the
faulty argument that grants will deplete its resources, together with its ability to help the
poor, unless they are partnered with an immense infusion of new funding--$800 million

more each year from the U.S. alone. It is worth taking the time to explode this false
argument.

Tt would seem logical that if money is given away, instead of being lent, the stockpile of
funds will eventually vanish. Not so. Grants will not cost more than loans. They deliver
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the same amount of aid without diminishing the funding pool and without asking for

more taxpayer monies from the industrialized world.

The funding requirement is the same when the level of aid is the same. The arithmetic is
straightforward.

The Intemational Development Association (IDA), the arm of the Bank dedicated to 72
of the globe’s neediest nations, extends 40-year loans at virtually zero interest. The
interest free use of the money translates into a gift component equal to $73 out of every
$100 loan. Although, ultimately $100 will be repaid, the real cost to the recipient is $27.

This is identical to an outright grant that pays $73 out of $100 of program outlays with
the remaining $27 paid by the recipient In both cases, the cost to the country is $27.
Again, if the level of assistance is the same, grants cannot cost more than loans.

The grant format can produce the same reflows into the IDA pool of financial resources
as traditional loans at the same level of aid. For each $100 of donor funds, $73 would be
disbursed as grants and $27 invested in the capital markets. The proceeds of the
investment will match the $100 of loan reflows over the life of a traditional 40-year IDA

. loan.

The effectiveness of World Bank performance has been another highly contested but not
unrelated debate. Although the Bank claims 75-80% success rates, when the Meltzer
Commission reviewed the Bank’s own data, it found that more than half of World Bank
programs overall and more than two thirds of projects in the poorest countries failed to
achieve both satisfactory and sustainable results. Debate over the numbers is irrelevant
because the Bank’s auditors are captive, because the judgments are made too early--at the
time of fina! loan disbursement but long before an operating history is established--and
because sustainability, the sine qua non of development, is given little consideration in
the evaluation.
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Afiter the publication of the Meltzer Commission report in 1999, World Bank
sustainability ratings that had stagnated at 50% for years jumped to 72% in 2000. Was

there such swift improvement or was the bar simply lowered?

Thinking has continued long after the official life of the Meltzer Commission. After 50
years and $500 billion of aid, we have no evaluation of World Bank performance except
the one it chooses to promote. If the wrong people are applying the wrong criteria at the

wrong time, how credible are the conclusions?

Why not establish a bona fide external audit by private sector firms, on site, to determine
the lasting contribution of IDA projects after a credible operating history and to provide a
continuing benchmark for Bank efforts in the poorest countries.

The World Bank is now seeking $13 billion in IDA replenishment funding. The U.S.
share alone is $2.5-2.8 billion. $5-7 million dollars, or just %% of this commitment,
would cover the cost of an audit. The condition of an external performance review of
IDA programs, together with provision for its financing, should be written into the
upcoming appropriation and into all funding going forward.'

! Senator Crapo of Idaho and Senator Enzn of Wyoming focused on the issuc of an external performance
adit of World Bank programs in the 106® Congress. Sec S. Con. Res. 136 in the 2™ session.
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In the year that has passed since this Committee met to discuss this subject matter, we
have descended from the realm of theory to the flesh and blood world of political economy in
which theory has real consequences. The event that iltustrates this truism is Argentina.

Because the crisis was so long in developing, the financial markets have had time to
absorb the Argentine financial default without significant consequences for other borrowing
countries. In other words, financial contagion has been contained. We can then consider how to
think about the lessons of Argentina in other than crisis conditions for the international financial
system.

And yet Argentina remains in my opinion a watershed event. It conclusively
demonstrates (i) the hollowness of the Meltzer Majority report of the Congressional Commission
on International Financial Institutions (the Commission) recommendations for reform of the
IMF; (ii) the limitations of the IMF/World bank neo-classical economic paradigm, what Joe
Stiglitz, the former Chief Economist of the World Bank, and a recent Nobel prize-winner in
economics, has referred to as market-fundamientalism, slightly modified in recent years as the
Washington Consensus Lite, that has governed development thinking for the past fifteen years;
(iii) and the excessively economic mind-set of both the Secretary and Under-Secretary of the
Treasury, Messrs Paul O'Neill and John Taylor.

The Treasury proposal for additional grant funding for the IDA, the World Bank soft
loan affiliate for dealing with the poorest of poor countries, while superficially appealing, as
presently formulated by the Treasury, is ill conceived, impractical and probably harmful to any
sustainable financing for development in the poorest countries. I would be glad to respond in
more detail to questions on this subject, but in this testimony I will concentrate on the Argentine
case as illustrative of the above three theses,

The heart of the original Meltzer Majority proposal is to divest the IMF of discretionary
authority with respect to conditions that attach to member country access to IMF financing. Such
financing, after a suitable transition period, is made conditional on pre-qualification of countries:

1
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only countries with financial banking systems that have previously determined to be “sound” are
eligible to draw upon IMF funding; key to assessing the soundness of the system is the openness
to foreign investment, which, according to the Majority, is a guarantee against unsound crony
capitalism in which financial decisions as to the allocation of credit are made on the basis of
criteria other than arms length credit analysis. According to the Meltzer Majority, it was that
crony capitalism which was the principal cause of the East Asian financial crisis of 1997-8.

Fred Bergsten, who came late to the Commission’s deliberations, immediately identified
the flaw in the proposal: a country with a sound banking system but unsound macro-economic
policies would automatically be eligible for IMF funding but without any conditions that
addressed the underlying policies that necessitated recourse to the IMF. In recognition of the
validity of the Bergsten critique, the final report of the Majority contained a few sentences
referring to the need for a sound macro-economic framework as an additional pre-condition for
IMF financing. .

Argentina takes the issue out of the realm of theory and into the real world of policy-
making in imperfect circumstances. Argentina not only opened its banking system to foreign
capital; it permitted the complete sale of the previously Argentine owned banks to primarily
American and Spanish financial institutions. There are no banks of any stature any longer
majority owned by Argentine nationals.

Nor are there any local cronies of any consequence to whom the banks can lend.
Argentina has sold the previously state owned water, telecommunications and utilities to foreign
capital, primarily state owned Spanish and French companies, a process less privatization than
de-Argentization; the previously state owned petroleum company, YPFB, has been auctioned off
to a combination of domestic private and foreign capital; similarly, Argentina has divested to
private capital the previously state owned railroad system. The signature industry of
Argentina—the meat- packing companies—have been sold to the major international groups in the
industry: today there is no Argentine national owned meat-packing company of any size or
importance. In light of this record, the statement by Secretary O’ Neil that Argentina has not
carried out significant economic reforms is simply incredible.

Argentina, which for most of the decade of the 1990's, had been acclaimed as a star of
the international financial system, the country in Latin America, even more than Chile, which
had most enthusiastically embraced the neo~classical economic paradigm promoted by the
IMF/World bank and U.S. Treasury—privatization, openness to foreign direct investment,
reduction of the role of the state in the economy--finds itself in intense negotiations with the IMF
in the midst of a profound economic depression.

A country cannot be frozen in time. Conditions change. Policy may not adapt. A crisis
ensues, requiring the country to recur to the IMF for assistance, precisely the circumstances
eavisicned for IMF intervention. The need for judgement as to the appropriate policies to address
the situation cannot be evaded. Argentina puts paid to the Meltzer Majority theory that recourse

2
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to the IMF can be automatic in accord with pre-established criteria, IMF judgements and
conditions no longer relevant. The issue remains: what are the criteria for IMF assistance?

Because the Meltzer Majority went off on the tangent of pre-qualification as a condition
for automatic access to IMF resources, the Commission lost a great opportunity to illuminate and
provide guidance for the Congress on this central issue of IMF operations: conditionality. For, if
there was one issue on which all members of the Commission concurred, it was that IMF
conditionality had become too intrusive and had expanded into areas in'which the IMF staff had
little or no comparative advantage. .

That view was not limited to the Commission. A Council on Foreign Relations Task

- Force on which Commissioner Bergsten served came to the same conclusion. And the new
Managing Director of the IMF, Mr Horst Kohler, gave every indication that he recognized the
validity of this concern and wanted to return the IMF to a more traditional strategy of dealing
with macroeconomic policies which is its area of expertise.

At the same time, there were profound differences within the Commission over the
degree, if any, to which additional issues such as core worker rights, and, more generally, human
rights, as well as income inequality, should be an integral part of the policy framework which is
the necessary pre-condition for financial assistance from the Bretton Woods Institutions. The
degree to which this is feasible or desirable is, in my view, the central issue in any discussion of
the future of these institutions, and U.S. policy with respect to them. Despite extensive, and [
.would say illuminating in depth testimony on such issues as core worker rights and the
importance or lack thereof of income mquahty, you will find no discussion at all in the Majority
report of these issues.

Again, Argentina brings the discussion down from the level of the merely theoretical to
the often excruciatingly difficult decisions involved in policy-making in the real world of
political economy. The history of the currency board arrangement in Argentina in which the peso
was linked to the dollar in a one to one relationship has been too much commented upon to
require any extensive recapitulation here. Suffice it to note (i) the arrangement was not imposed
upon Argentina but decided upon by the government of Carlos Saul Menem and his Minister of
Economy, Domingo Cavallo in the early 1990's for the purpose of bringing a raging
hyperinflation to a halt; (ii) it largely achieved the objective and therefore initially had broad
support in Argentine society; (iii) it also divested policymakers of any discretionary decision
making authority with respect to the level of economic activity in the country which was
determined by the amount of dollars available to the government from export eamings and
international borrowing to back each peso in circulation; (iv) the currency board arrangement
therefore was market-fundamentalism carried to its logical conclusion: the level of economic
activity was vested in the financial markets, creating a powerful incentive for international

3



52

borrowing; (vi) with the peso linked to the dollar in such a direct way, a strong dollar constituted
a disincentive for Argentine exports which became uncompetitive, especially after the Brazilian
devaluation of the real, the major trading partner for Argentina; (vii) the result was that the debt
to export ratio became increasingly unsustainable and the international financial markets closed

to Argentina.

Whatever the original purpose served of the convertibility plan, as it is known in
Argentina, and in Argentina it did initially have a purpose, once in, there is no good way out. Not
the Argentines, nor the IMF, nor anyone clsc for that matter, had an exit strategy. Indeed, the
discussions in late 2001 between Minister Cavallo, who had been recalled as Economy Minister
by President Fernando De la Rua , the successor government to Menem, and the IMF assumed a
surrealistic character: the IMF staff realized that the convertibility plan was no longer feasible,
but Cavallo, the author of the plan, denied that there was any problem with the arrangement, only
market ignorance which could be overcome by IMF financing, which was not forthcoming.

Determined to maintain the convertibility plan at any cost, the De la Rua government
proposed still further austerity measures in face of a four year recession/depression and 22
percent unemployment. Argentine society rose up in revolt and drove the De la Rua Government
from office. Most comment in the U.S. has focused on the convertibility plan as the main culprit

" in the Argentine drama. The Washington Post, for example, held that the Argentine government
stuck with the convertibility plan too long but that there was nothing inherently wrong with the

market liberalization strategy.

I disagree. The market liberalization strategy which Argentine followed since the early
1990's, strongly supported by the IMF/World Bank and U.S. Treasury was fatally flawed in two
other respects: the basic theory of the IMF/World bank neo-classical economic strategy is that as
the public sector is diminished in economic importance, a dynamic, export oriented industrial
sector provides the motor for growth and employment but this did not happen in Argentina .
Without a strong productive public sector to complement it, the private sector could not perform
the role envisioned for it. Even in the years of relatively high economic growth in the mid-90s,
unemployment never fell below 13-14 percent. Rather, throughout the decade of the 90's, the
public sector was denigrated by both the Argentine governing authorities and the Bretton Woods
institutions.

Since, under the convertibility plan, relative international prices could not be adjusted
through the exchange rate, pressure mounted on the part of the IMF/World Bank for a more direct
attack upon the cost structure of Argentine industry, particularly labor costs. The Menem
government embraced the strategy. Strongly supported, indeed egged on by the Bretton Woods
institutions, the Menem government tried to shift the balance of power between labor and capital
in collective bargaining arrangements decisively in favor of capital.

The social gains for Argentine workers of the past fifty years were at risk. The basic
compact in Argentine society through which the formerly despised working class, the
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descamisados, the shirtless ones, were integrated into Argentine society, in the age of
globalization, was now declared too expensive. The unions reacted with fury, leading to general
strikes of varying degrees of effectiveness and an increasingly embittered and disaffected working
class.

Not strong enough by themselves to bring down the government, in December 2002 they
were joined by an important part of an increasingly impoverished middle class, seeing no way out
- except more austerity, unemployment and loss of status. In both that middle and working class the
economic model of the past decade was perceived to have disproportionately benefitted a small
elite linked to international capital and business, widening income inequalities in a country which
had not previously been notable for the exaggerated income disparities that permeate other
societies in Latin America. .

It is not too much to say then, that what is at stake in Argentina today are not merely
economic policy choices, important as they are, but confidence that such choices can be made
within the framework of representative political institutions. That is the situation which the
government of Eduardo Duhalde faced when it came to power after the December 2001 political
upheaval that dislodged from power both the De la Rua government and its immediate successor.

The best way, in my opinion, to understand the Duhalde government is to see it as the
contemporary counterpart of FDR in 1933. FDR campaigned in 1932 on a platform of a balanced
budget, but changed direction when convinced that such a policy followed by his predecessor,
Herbert Hoover, would only deepen the depression and unemployment; he embraced the
Keynesian prescription of using government spending to prime the pump and restart economic
growth. This policy reversal was only one of a series of often bewildering stops and starts in
economic policy-making as the Roosevelt Administration by trial and error experiments,
determined what would work and what would not, what the political system could bear and what
were the limits of social tolerance.

" It had the great advantage, however, of not having an IMF and O’Neil Treasury looking
over its shoulder. If asked to produce a coherent policy from its inception, it would have dismally
failed; all of the creative energy which gave us the New Deal would have been strangled at birth.
Indeed, it would have been told that social security was unacceptable and only private investment
accounts could gain IMF/World Bank approval. The Wagner Act would probably have been
rejected as an undesirable intervention in the labor market where the preferred objective of labor
market policy should be not to diminish the disparity of bargaining power between individual
workers and finms, but to maximize that disparity in favor of capital.

Duhalde faced with a similar crisis of confidence in the governance system itself has
responded, like Roosevelt, with a trial and error approach. Confronted with the immediate issue of
how to exit from the convertibility plan, the Dhualde government initially proposed a dual
exchange rate plan, but then withdrew from it when faced with international and domestic
criticism of its feasibility. '
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The Duhalde government has tried to allocate the burden of adjustment in Argentine
society more equitably, placing the highest costs upen the foreign owned banks and utilities, who
bought them on highly favorable terms: captive, monopoly market; repatriation of profits without
limits; fixing tariffs in dollars, with an index linked to the U.S. inflation rate and virtually non-
existent state regulation or controls. Consequently, the majority of concession holders in recent
years obtained high profits, in comparison with other Argentine companies and similar industries
in other parts of the world. Duhalde is obviously gambling that the French and Spanish investors
have too much at stake not only in Argentina, but also more generally in Latin America to walk
away from their Argentine investments.

In political terms, although not popularly elected but selected by the Congress in
accordance with the law and constitution, he has crafted a broad based government; supported by
former President Raul Alfonsin, who was the first elected post-military President, and represents
the more nationalist small and medium industry and public sector employees, he has recruited an
important part of the Radical Civic Union Party to complement his own Justicialista (Peronista)
party; additionally, he has incorporated members of the Frepaso center-left coalition that tried to
offer an alternative to the two great traditional powers, the Radicals and Peronistas.

Duhalde, if not enthusiastically supported by the majority of the unions affiliated with the
CGT, the Argentine confederation of Labor, can count on their tolerance because they know that
the alternative of deeper market reforms will devastate them still further than has already
occurred; similarly, the small and medium entrepreneurs know, like the unions, that the
Duhalde/Alfonsin combination is their only salvation.

And Duhalde has departed from the top down Argentine style of governing: in a weekly
radio address, in which he also answers call-in questions, he has not minimized the hard choices
for Argentina. Not quite the fire-side chats of FDR, in Argentine terms they are a major
innovation in participatory democracy.

The respected senior Justicialista politician, Antonio Cafiero, observed that the Duhalde
administration was not only burying the convertibility plan, but the economic model of the past
decade. That statement set off alarm bells in Washington and the Duhalde team has backed off
from Cafiero’s defiant observation, but it represents an accurate expression of the anger at and
desire for an altemnative to the neo-classical economic model attempted to be implemented in the

past decade

The Duhalde government has finally forged an agreement with the provinces on revenue
sharing and provincial expenditures, but has not yet obtained Congressional approval of a budget.
We can expect hard bargaining in the Congress and probably considerable back and forth in
economic policy making direction. What Duhalde is trying to do is create an economic policy
which responds to the demand of a broad swath of Argentine society for a policy that more
explicitly.takes into account the income distribution effect of policy, minimizes rather than
exaggerates income disparities, and preserves as much as possible of the social gains of working
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class Argentina so as to avoid creating a permanently disaffected urban working class.

Understood in these terms what he seeks to accomplish is not dissimilar to the task that
confronted FDR: to assure Argentine society that within the framework of representative political
democracy and a market economy there is room for a policy alternative that explicitly seeksa
more just society and not just economic efficiency at the sacrifice of equity.

What then has been the response of the IMF and the U.S. Treasury? They demand of the
Duhalde government that it adopt Herbert Hoover economics: in the midst of a devastating
economic depression with unemployment approaching 25 percent, they seek budget cuts, labor
market flexibility reforms to weaken still further urban trade union bargaining power, and a
“coherent” economic plan, which apparently means assurances that it will not depart substantially
from the prior neo-classical economic model followed by the predecessor Menem and De la Rua
governments,

They are impatient with the messy and time consuming give and take of negotiation
between the center and the provinces over revenue distribution and expenditures, that is to say
with representative democracy in a context of agonizing choices. They are indifferent to the
income distribution effect of the policies they advocate. There is no indication that they
understand that the collective bargaining regime in a country grows out of the history of labor
relations, often beset, as in Argentina, by past sharp class conflict.

The Deputy Managing Director of the IMF, Anne O. Krueger, in the midst of an
economic depression, unemployment in the 25 percent range and unused spare capacity in the
industrial sector, warns of hyperinflation. Surely, if the Duhalde government were to monetize the
deficit without adding to capacity, as demand increases there would be a risk of inflation further
down the line in perhaps a year. But hyperinflation in the midst of economic depression, massive
unemployment and a consumer goods industrial plant with substantial underutilized capacity?

In a country with a history of inflation like that of Argentina, the caution of the Duhalde
government is understandable, but I confess to being baffled as to why the Argentines have not
-requested and obtained a $1 billion credit from the IDB for small and medium enterprises. Unlike
Salvador Allende in Chile in 1972/3 and Alan Garcia in Peru in the 1980's, the Duhalde
govemment has the confidence of that sector; he can demand of them that as profits increase with
employment and demand restored, they invest in additional capacity rather than send the money
out of the country as occurred in similar circumstances with Allende and Garcia. But what [ think
is less important than that the Duhalde government formulate a policy in which they-and
Argentine society-can have confidence and which reflects the Argentine social and political
reality. .

For years, the IMF staff from the top on down has been trying to convince critics that it

does not have a cookie-cutter approach in which one size fits all. Yet, we are now told that it is
bringing in a new lead negotiator for the Argentine negotiations from the Asia region, an
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individual-and team-- with no background in the region, unable to speak the language, ignorant of
the history, culture, and all of the complex bargains, formal and informal, that make up a
country's social compact.

Apparently the IMF feels the need to be tough because of past faitures of Argentine
governments to fulfill commitments, but those failures are also a reflection of an unreality among
the IMF staff as to what the political and social traffic would bear in Argentina. They were so
infatuated with the Menem government commitment to the neo-classical model they were
promoting they lost sight of the fact that the Menem government had lost its political and social
base, a situation replicated with the De la Rua government.

Increasingly, the IMF is coming to resemble the mad-hatter’s tea party in Lewis Carroll’s
Alice in Wonderland: night is day, day is night, white is black, black is white, knowledge is vice,
ignorance is virtue. )

Nor is this excessively technocratic mind-sct mitigated at the political level by a U.S.
Treasury leadership that understands that we do not start from ground zero, that there is a history
here, an often tragic one at that, and that decision-meking in political economy is different from
pristine economic theory in controlled laboratory conditions. Instead of a largeness of vision to
complement the so far impressive social and political sophistication of the Duhalde government,
both the Treasury and the IMF top leadership evidence a small bore mind-set unworthy of the
stakes that are at issuc in Argentina.

President Ricardo Lagos of Chile contends, it is possible “to fight the region’s gravest
problem-gross income disparities between the wealthy and vast under classes-without violence
and within the confines of the free markets and parliamentary democracies established over the
past two decades.”

1 know that the Lagos formulation of the issue is not generally accepted here in
Washington, or in important parts of American academic thinking where income inequality and
equity issues are dismissed as irrelevant. We saw that view exhibited in the deliberations of the
Commission: Professor Charles Calomiris, a Republican appointee, expressed the majority
sentiment : “What [ care about is poverty...and [ don’t care very much about inequality. I don’t
think it’s part of our objective as a Commission to be talking much about inequality.” {Calomiris,
Transcript, January 4, 2000, p. 78). Or, with respect to core worker rights: * There simply is no
basis aside from gross violations of human rights for a country to be told that they cannot
participate as a trading partner with the rest of the world...denial of freedom of association and
collective bargaining are not such gross violations: they don’t come close.” (Calomiris, Transcript
, December 14, 1999, p. 135). Of course in a capitalist economy, collective bargaining is a critical
element in determining the distribution of income in society.

The issue is not confined to Argentina. The research department of the IDB, the oldest
and largest regionat development bank, in a report last year notes that based upon extensive public
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opinion polling, despite economic growth, albeit modest in the past decade, 86 percent of the
people in the region believe the distribution of income is unjust. The report notes that ** income
inequality has swept away many of the benefits of recent economic growth for large sectors of
society. A prime example of this phenomenom is Mexico. Between 1996 and 1998, GDP per
capita increased by 9.7 percent in real terms, which is a spectacular gain... However, poverty
barely declined. The huge increase in median income was due entirely to income gains among the
richest 30 percent—particularly the richest 10 percent—of the population. “ It further notes that, “
{n]o country in Latin America for which data on income distribution are available can boast a
decline in inequality”.

Last week, [ participated in a workshop on Argentina in Bonn, Germany. At breakfast, a
Brazilian participant told me how impressed be was with the comments of a senior former high
official of the Argentine government. That individual stated that Argentine had become an
“indecent” country in which poverty was now endemic and the gap between the rich and poor had
become a chasm. My Brazilian friend observed that the Argentine commentator really seemed to
care about such things. In Brazil, he said, poverty has been endemic and income distribution has
been among the worst in the world for centuries and no one in the Brazilian elites really cares.

Perhaps these are random unrepresentative comments, but in my opinion they reflect an
increasing disconnect between a Washington and American academic elite indifferent to equity
and income distribution issues and a social and political reality in much of Latin America in
which these issues are increasingly coming to the fore as central political questions.

So, for me, when we talk about reform of the IMF and the World Bank, organizational
gimmicks and questions of process take a decidedly secondary importance to rethinking the
economic paradigm they are inflicting upon their borrowing member countries.
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THE EMPLOYMENT SITUATION: MAY 2002
Friday, June 7, 2002

CONGRESS OF THE UNITED STATES,
JOINT ECONOMIC COMMITTEE,
WASHINGTON, D.C.

The Committee met, pursuant to notice, at 9:35 a.m., in Room 1334,
Longworth House Office Building, the Honorable Jim Saxton, Chairman
of the Committee, presiding.

Present: Representatives Saxton and Hill; Senator Reed.

Staff Present: Chris Frenze, Bob Keleher, Darryl Evans, Brian
Higginbotham, Daphne Clones-Federing, and Matt Salomon.

OPENING STATEMENT OF

REPRESENTATIVE JIM SAXTON, CHAIRMAN

Representative Saxton. Good moming. It is a pleasure to welcome
Acting Commissioner Orr before the Joint Economic Committee (JEC)
once again.

The employment report released today indicates that the job market
is slow. Payroll employment increased by only 41,000 in May, while
manufacturing employment declined. The diffusion index —an important
measure of the proportion of industries with expanding employment —
increased in May to 50.6 percent, while the unemployment rate slipped
two-tenths of a point to 5.8 percent.

The payroll employment figures released today reflect the timing and
unevenness of the economic recovery now underway. Although the
economic recovery appears to have begun in the fourth quarter of last
year, many employers have held off on new hiring until the sustainability
of the recovery becomes clearer. As a result, the output of goods and
services is rising, but at a much faster pace than employment.
Consequently, labor productivity in the first quarter surged.

The weakness of current and expected business profits makes
employers reluctant to incur higher costs, including labor costs related to
the expansion of employment. In addition, certain sectors such as the
telecommunications industry are still in financial distress and continue
to lay off workers. So long as the profit outlook is unfavorable, firms
will be hesitant to expand investment or employment. Thus, until the
weakness in business profits and investment ends, the sustainability of
economic recovery and employment growth will be in doubt.

The fragility of the expansion is reinforced by concerns about
international tensions, terrorism and corporate accounting practices. As
aresult, the level of risk and uncertainty is significant, and this imposes
additional costs on the economy and also is reflected in the weak stock
market.

However, despite these problems, the remarkable resilience of the
American people and the economy continues to be evident. As Chairman
Greenspan testified before us several weeks ago, it appears likely that
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business profits and investment will recover in due course, consolidating
and extending the U.S. economic expansion. The Federal Reserve's
actions to reduce interest rates, and Congressional actions to reduce the
tax burden, have improved the prospect for a sustained economic
recovery.

At this point, I would like to recognize the Vice Chairman, Senator
Reed.
[The prepared statement of Representative Saxton appears in the
Submissions for the Record on page 10.]

OPENING STATEMENT OF

SENATOR JACK REED, VICE CHAIRMAN

Senator Reed. Thank you, very much, Mr. Chairman.

Thank you for convening the hearing and thanks to Acting
Commissioner Orr and her colleagues for joining us this mcming.

Today’s employment report suggests that we are by no means out of
the woods. Even as the economy has begun to recover, unemployment
has been little changed, leading to the continued worry of a jobless
recovery. Today, there are 8.4 million unemployed Americans, and 1.5
million additional workers who want a job but are not counted among the
unemployed. '

It is job growth which will be the critical factor in determining
whether or not the recession is indeed over. So far this year, job growth
has been weak and not indicative of a robust recovery.

The May unemployment figures reflect the annual Bureau of Labor
Statistics (BLS) benchmark revisions in the payroll data which track job
growth. The slight downward revisions confirm that businesses remain
uncertain about the recovery and reluctant to hire new workers.

Particularly troubling is the fact that the ranks of the long-term
unemployed continued to swell as 1.6 million people have been looking
for work for six months or more, an increase of one million people over
the past year.

Today's employment report shows that our labor markets remain soft,
and recovery is still fragile.

Mr. Chairman, I look forward to the testimony of Acting
Commissioner Orr on the state of our labor markets. Thank you very
much.

[The prepared statement of Senator Reed appears in the Submissions for
the Record on page 11.]

Representative Saxton. Thank you very much, Mr. Reed.

Before we hear the Commissioner's statement, I would like to take a
moment to welcome Baron Hill to the Committee. We look forward to
working with Congressman Hill.

Just as a sidelight, Mr. Hill and I serve on the Armed Services
Committee together, and there particularly on the Armed Services
Oversight Committee on Terrorism. And just yesterday, Mr. Hill and I



cooperated to send a letter to the President relative to the subject of
terrorism where we got 51 Members of Congress to sign on with us.

So we look forward to doing many good things here, Mr. Hill; and we
welcome you. Would you care to make some kind of opening statement?

Representative Hill. Let me just say that it is an honor for me to be
on this Committee with you, Mr. Chairman, and Senator. I have enjoyed
working with you, Mr. Chairman, on the antiterrorism Committee. Ihave
enjoyed the list of people that you have asked to come to the Committee,
and I am especially looking forward to serving with you on this
Committee. Thank you very much.

Senator Reed. Mr. Chairman, if I could, too, add my words of
welcome to Congressman Hill. We look forward to working with you.
You bring a great deal of expertise and experience to this Committee.

Representative Saxton. Commissioner, welcome. The floor is
yours.

OPENING STATEMENT OF LOIS ORR, ACTING

COMMISSIONER, BUREAU OF LABOR STATISTICS;
ACCOMPANIED BY KENNETH V. DALTON, ASSOCIATE
COMMISSIONER, OFFICE OF PRICES AND LIVING CONDITIONS;
AND PHILIP L. RONES, ASSISTANT COMMISSIONER OF
CURRENT EMPLOYMENT ANALYSIS

Ms. Orr. Thank you. Good moming, Mr. Chairman and Members
of the Committee.

I appreciate this opportunity, as I have during the past several
months, to comment on the employment and unemployment data that we
released this morning; and, of course, those are the data for May.

Both the unemployment rate at 5.8 percent and nonfarm payroll
employment at 130.7 million were little changed in May. In 2001, the
unemployment rate trended up, particularly following the terrorist attacks
in September. Thus far this year, however, the trend has been far less
clear.

Over the month, the jobless rate for blacks fell a full percentage rate
to 10.2 percent, and the rate for Hispanics declined by nearly a
percentage point to 7 percent.

Even though the unemployment level was about unchanged, the
number of long-term unemployed — that is, those jobless 27 weeks and
longer , as you have noted — continued to rise over the month. The
increase over the month was 142,000. At 1.6 million, the number of
long-term unemployed comprised about 20 percent of total
unemployment in May, nearly twice its proportion of a year earlier.

Tuming to the data from our establishment survey, nonfarm
employment was little changed in May, up 41,000. Manufacturing
employment declined by a monthly average of 112,000 during the year
that ended this past January. Since then, however, losses have slowed;
and for April and May the average decline was 21,000.
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In May, job losses continued in computer equipment, electronic
equipment, instruments, textiles, apparel, paper products, and printing
and publishing. The factory workweek was unchanged at 40.9 hours, and
factory overtime edged up by a tenth of an hour to 4.3 hours.

Following a large job loss in April, construction employment was flat
over the month. Since March, 2001, the number of construction jobs has
declined by 3.6 percent, substantially less than the declines posted in
recent labor market downturns. For example, the 1990/1991 downturn
had job losses that were more than twice that of 3.6 percent.

Within the service-producing sector, employment in services rose by
68,000 in May; and that was the third consecutive monthly job gain,
following a year with no net job growth in the service-producing sector.
Help supply employment rose by 25,000 in May and has risen by 126,000
over the past three months. It had declined by approximately 800,000
during the prior year and a half.

Engineering and management services also showed employment
strength in May, adding 23,000 jobs. Health services employment rose
by 16,000 over the month, about the same as in April, but at a far slower
pace or off the trend from the prior year, that is, 2001.

For the 12-month period ending in March, job growth had averaged
26,000 per month. Employment in hotels and lodging places posted a
large decline in May, the second consecutive month of job losses.

Retail trade employment was little changed in May, despite a loss of
33,000 jobs in eating and drinking places. Offsetting some of that
decline, several retail industries posted small job gains.

Employment in each of the other major private sector industries —
wholesale trade, transportation and public utilities and finance, insurance
and real estate — was unchanged in May.

Within government, employmentrose by 31,000 in local government,
mostly in education, and at the same time declined by 12,000 in the
noneducation component of state government.

Average hourly earnings for production or nonsupervisory workers
in the nonfarm private sector rose by three cents in May to $14.70. Wage
gains have been somewhat smaller so far this year than during 2001.
Over the year, average hourly earnings were up 3.2 percent.

I would like now to comment about our annual benchmark revision
and other kinds of adjustments we have made to our payroll
establishment data. In your copy of my testimony, there are a couple of
pages devoted to the benchmark and related revisions. I thought that I
would just read a couple of them, and then if you have further questions
in the question and answer period feel free to ask.

In accordance with our standard practice, the payroll survey figures
this month incorporate regularly scheduled annual benchmark revisions.
And the benchmarking process involves revising our sample-based
estimates with information froma full universe count of employment, and
that full universe count of employment is derived from the unemployment
insurance tax records. In this year, of course, it is for March 2001.
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The March 2001 benchmark revision was a downward adjustment of
123,000. Subsequent months also revised downward, to incorporate a
number of other adjustments, including more recent data we had from
unemployment insurance tax records, introduction of a probability
sample for several of the major industries within our establishment
survey, new seasonal adjustment factors, some reweighting and resizing
of the sample, so that by April of 2002, the last month of the revision
period, the unemployment level that we are reporting today was
approximately 500,000 or four-tenths of one percent lower than the
previously published unadjusted level. That is the data that we issued
last month.

In summary, payroll employment remained essentially flat for the
third month in a row; and the unemployment rate at 5.8 percent in May
was little changed over the month.

My colleagues and I now would be glad to answer your questions.
We will answer your questions. Maybe next time we won't use the word
“glad” there.

[The prepared statement of Acting Commissioner Orr appears in the
Submissions for the Record on page 12.]

Representative Saxton. Thank you, Commissioner.
I just have two short questions.

In my opening statement, I mentioned the diffusion index. Would
you explain the diffusion index and its importance as you see it in terms
of measuring economic growth?

" Ms. Orr. The diffusion index attempts to measure the dispersion
among industries of the change in employment. The diffusion index did
increase modestly from April to May. So this means that we had
approximately the same number of industries that had increases in
employment as had decreases. The manufacturing diffusion index,
however, has yet to get up to 50.

Phil, do you want to comment on that at all? Is that a good answer?

Mr. Rones. Yes.

Representative Saxton. The diffusion index was, according to your
numbers, at 50.6 percent.

Ms. Orr. That is correct.

Representative Saxton. That means that 50.6 percent of the
businesses are — of the industries — are expanding; is that correct?

Ms. Orr. Expanding or unchanged. An index value of 75 percent,
for example, would indicate that growing industries predominated by a
much larger margin than an index of say, 55 percent.

Representative Saxton. And the current level is the highest in over
a year; is that correct?

Mr. Rones. Let me just clarify. The diffusion index looks at 353
private-sector industries that either grew or declined, and it includes half
of industries that had no change. So what this means is, once you are at
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50 percent, that means about equal numbers grew or declined or that all
industries remained unchanged.

Representative Saxton. And in a robust economic expanswn what
would we expect the diffusion index to look like?

Mr. Rones. As an example, if we go back to 1996, 1997, and early
1998, it is consistently around 60 percent. So you still have industries
declining in almost any period, because we are talking about hundreds of
very detailed industries in these calculations. But if you are up at 60, 65
percent, you have a very strong economy.

Representative Saxton. This is the highest rate that the diffusion
index has seen in over a year; is that correct?

Mr. Rones. Yes, that is correct. You have to go back to the end of
2000 to have a higher rate.

Representative Saxton. Thank you.

Question number two. It appears to me that payroll employment
figures that you report are consistent with the idea that employers are
hesitant to hire workers. Is it fair to say that employers appear to be
waiting for the economy to solidify prior to hiring significant numbers of
people?

Ms. Orr. Well, I would offer some evidence in terms of employers
having some demand for workers and, you know, beginning again to meet
those demands through the help supply industry. That is the temporary
help industry.

After more than a year of declines in the employment of the help
supply industry, actually going from a high employment level of
approximately three million and over a period between a couple of years
ago and the start of this year losing 800,000 workers from this industry,
we now see employers for the third consecutive month adding workers.
126,000 persons have been added to employment in help supply.

I would suggest that that gives us an indication that certainly there is
some demand there.

Representative Saxton. So there is a demand, but employers are
hesitant to hire permanent workers. They would rather hire temporary
workers because of the uncertainty of the future?

Ms. Orr. There are a lot of folks that would argue that way.

Representative Saxton. Thank you.

Senator Reed.

Senator Reed. Thank you very much, Mr, Chairman; and thank you,
Acting Commissioner Orr.

In your release you characterize the drop in the unemployment rate
from six percent to 5.8 as little changed. Can I assume that means
statistically insignificant?

Ms. Orr. Right. It did not meet our statistical significance test.

Phil, would you like to comment on that?
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Mr. Rones. At the current level of unemployment or the current rate
of unemployment, we need a change of 2.3 percentage points. This
doesn't meet it. It was about 1.7.

Senator Reed. Thank you.
Ms. Orr. In the rounding the change looks larger than it was.
Senator Reed. Thank you, Commissioner.

When we were discussing extended benefits legislation, which has
been passed, there was some concern that it would encourage people to
stay on unemployment longer. Ihave noticed that the number of people
unemployed for five to 14 weeks has increased, which is not the extended
period. But, in general, have you seen any effect of extended benefits on
the long-term unemployment rate?

Ms. Orr. Iam going to ask Phil to comment on that.

That is not the business we are in. We don't have good measures that
link the Current Population Survey (CPS) and extended benefits.

Mr. Rones. We have no way of disentangling specific effects on our
unemployment data. In our survey, we don't even ask people whether
they are receiving unemployment insurance benefits on a monthly basis.
So we can't link those things up.

It is definitely the case, though, that the long-term unemployed tend
to continue to grow, often for an extended period of time, even after the
economy levels off or starts improving.

Senator Reed. Thank you.

We have all suggested a concern about a recovery that is without
jobs, the jobless recovery, classically. Can you give us any insight as to
why it appears that employment hours has not grown significantly even
though output has increased rather dramatically? Is the recovery favoring
industries that are less labor intensive, or does the relevant strength of
defense production help to account for the current strength in
productivity?

Again, any insights why it seems that unemployment is lagging,
hours are lagging, yet GDP is growing robustly?

Ms. Orr. Well, first, I would say that, to date this year, 2002, we
have seen some increase in the hours. You know, we saw little between
April and May. But if you look at from the beginning of this year to
present, there has been an increase in overtime hours and manufacturing
as well as overall hours.

Senator Reed. You mentioned that there was a rather modest
increase.

Ms. Orr. During the five months to date this year. I think that many
of us are still trying to understand the substantial increase in productivity.

You know, part of the reason for the substantial reported increase in
productivity for the first quarter of this year reflected a decline in the
total hours and, you know, substantial increase in output.

If I might call upon one of my colleagues, who is our specialist in
productivity, and ask if you would like to comment at all, Marilyn.
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Ms. Manser. I don't have anything much to add to that.

Of course, these quarterly data are volatile. They certainly show
strong productivity growth. Some of that clearly has come from hours
declines, but the bulk of it does seem to be coming, certainly in the last
quarter, with very strong output growth.

Senator Reed. Thank you. One reason that this is of concern is that
even if output is substantial, if hours and wages don't increase, then
revenues don't increase either. We are in a dilemma right now where we
have seen significant shortfalls in revenues, which we are under great
pressures to deal with here. So itis an issue of concern on many different
levels.

Just a final question, if I may—
Ms. Orr. You — when you say revenues, you mean tax revenues?

_ Senator Reed. Tax revenues. Yes. I know that the BLS publishes
alternate measures which try and incorporate the discouraged workers
and others that have left the labor force, the U4, US and U6 numbers.
Can you give us any sort of feeling for the composition of this group of
people in your U4, U5 and U6 measures, demographically or any other
way?

Ms. Orr. Yes, we have some mformatlon 1 would like to ask Mr.
Rones if he would respond

Mr. Rones. We need to look at each of the categories in those
measures separately.

Just for everyone's information, what we are talking about is starting
with a base of unemployment and then adding other groups to that to
come up with other measures; and particularly we talk about people who
are part time for economic reasons, that is, they prefer a full-time job.
People who are marginally attached to the labor force, they want a job,
and have looked in the past year, but for various reasons are not looking
now. :

Then thai very small group that you referred to, which is discouraged
workers, which tends to run only three or 400,000 people.

The unemployed are, clearly, disproportionately young. We know
that. We know that the unemployment rates for adults are often 3 percent
or so, whereas the unemployment rates for teenagers can be in the teens,
just as an example.

In the group of 16- to 24-year-olds, 16 percent of the labor force are
in that group, but 29 percent of the part-time for economic reasons, 32
percent of the unemployed, almost 40 percent of the marginally attached.
So all of these groups tend to be disproportionately young. And there is
- nothing particularly interesting when you look at the gender
differences.

But also you get what you would expect in the race categories. That
is, that blacks in particular are disproportionately unemployed. They are
also disproportionately in the part-time for economic, although the spread



9

isn't quite as much, and also in those not in labor force categories, the
marginally attached and discouraged.

Senator Reed. Thank you, Commissioner.

Representative Saxton. Thank you.

Mr. Hill, did you have questions?

Representative Hill. Thank you, Mr. Chairman.

As a new Member I had not intended to ask any questions, but I
noticed that staff has prepared some questions. One of them caught my
attention, and it was about adult women who were the hardest hit in
unemployment. It increased from 5 percent to 5.4 percent. Can you tell
us what that is all about? Is this a trend? Why is this happening?

Ms. Orr. The unemployment rate I think for adult men and women
is identical at 5.2 percent this month.

Representative Hill. Well, the question that has been prepared here
says adult women were the hardest hit last month. Their unemployment
rate rose from 5 to 5.4 percent. At the same time, the number of women
who maintained families who were employed declined. Is this an error?

Ms. Orr. Well, let me just relate to you the unemployment rate for
adult women — that is, women ages 20 and over — started in January at
4.8. It was 5 percent, last month 5.4 and this month 5.2. That four-tenths
of a percent, the change from 5 to 5.4 would be statistically significant.
But it has been in sort of a similar range now for several months.

Representative Hill. Okay. Thank you.’

Representative Saxton. Commissioner, I have no other questions
at this point. Unless Mr. Reed does, we want to thank you for being here
and we look forward to seeing you in the months ahead.

[Whereupon, at 10:00 a.m., the Committee was adjourned.]

80-334 02-2
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SUBMISSIONS FOR THE RECORD

PREPARED STATEMENT OF

REPRESENTATIVE JIM SAXTON, CHAIRMAN
It is a pleasure to welcome Acting Commissioner Orr before the
Committee once again.

The employment report released today indicates that the job market
is slow. Payroll employment increased by only 41,000 in May, while
manufacturing employment declined. The diffusion index — an important
measure of the proportion of industries with expanding employment —
increased in May to 50.6. Meanwhile, the unemployment rate slipped two
tenths of a percentage point to a level of 5.8 percent.

The payroll employment figures released today reflect the timing and
unevenness of the economic recovery now underway. Although the
economic recovery appears to have begun in the fourth quarter of last
year, many employers have held off new hiring until the sustainability of
the recovery becomes clearer. As a result, the output of goods and
services is rising, but at a much faster pace than is employment.
Consequently, labor productivity in the first quarter surged.

The weakness of current and expected business profits makes
employers reluctant to incur higher costs, including labor costs related to
expansion of employment. In addition, certain sectors such as the
telecommunications industry are still in financial distress and continue
to lay off workers. So long as the profit outlook is unfavorable, firms will
be hesitant to expand investment or employment. Thus, until the
weakness in business profits and investment ends, the sustainability of
economic recovery and employment growth will be in doubt.

The fragility of the expansion is reinforced by concerns about
international tensions, terrorism and corporate accounting practices. As
a result, the level of risk and uncertainty is significant, and this imposes
additional costs on the economy and also is reflected in the weak stock
market.

However, despite these problems, the remarkable resilience of the
American people and economy continues to be evident. As Chairman
Greenspan testified before us several weeks ago, it appears likely that
business profits and investment will recover in due course, consolidating
and extending the U.S. economic expansion. The Federal Reserve’s
actions to reduce interest rates, and Congressional actions to reduce the
tax burden, have improved the prospect of sustained economic expansion.
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PREPARED STATEMENT OF

SENATOR JACK REED, VICE CHAIRMAN
Thank you, Chairman Saxton, for convening this hearing. I also want
to thank Acting Commissioner Orr for coming to testify before us today.

Today’s employment report suggests that we are by no means out of
the woods. Even as the economy has begun to recover, unemployment
has been little changed, leading to the continued worry of a jobless
recovery. Today there are 8.4 million unemployed Americans, and 1.5
million additional workers who want a job, but are not counted among
the unemployed.

It is job growth which will be the critical factor in determining
whether or not the recession is indeed over. So far this year, job growth
has been weak and not indicative of a robust recovery.

The May employment figures reflect the annual BLS “benchmark”
revisions in the payroll data, which track job growth. The slight
downward revisions confirm that businesses remain uncertain about the
recovery and reluctant to hire new workers.

Particularly troubling is the fact that the ranks of the long-term
unemployed continue to swell as 1.6 million people have been looking
for work for six months or more — an increase of one million people over
the past year.

Today’s employment report shows that our labor markets remain soft
and the recovery is still fragile.

Mr. Chairman, I look forward to the testimony of Acting
Commissioner Orr on the state of our labor markets.
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PREPARED STATEMENT OF LOIS ORR, ACTING
COMMISSIONER, BUREAU OF LABOR STATISTICS
Mr. Chairman and Members of the Committee:

I appreciate this opportunity to comment on the May employment
and unemployment data that we released this morning.

Both the unemployment rate, at 5.8 percent, and nonfarm payroll
employment, at 130.7 million, were little changed in May. In 2001, the
unemploymentrate trended up, particularly following the terrorist attacks
in September. Thus far this year, however, the trend has been less clear.

Over the month, the jobless rate for blacks fell a full percentage point
to 10.2 percent, and the rate for Hispanics declined by nearly a
percentage point to 7.0 percent. Even though the unemployment level
was about unchanged, the number of long-term unemployed (those
jobless 27 weeks and longer) continued to rise over the month, by
142,000. The number of long-term unemployed, at 1.6 million,
comprised about 20 percent of total unemployment in May, nearly twice
its proportion a year earlier.

Turning to the data from our establishment survey, nonfarm
employment was little changed in May (+ 41,000). Manufacturing
employment declined by a monthly average of 112,000 during the year
ending in January 2002. Since then, losses have slowed, and, for April
and May, the average decline was down to 21,000. In May, job losses
continued in computer equipment, electronic equipment, instruments,
textiles, apparel, paper products, and printing and publishing. The
factory workweek was unchanged at 40.9 hours, and factory overtime
edged up by 0.1 hour to 4.3 hours.

Following a large job loss in April, construction employment was flat
over the month. Since March 2001, the number of construction jobs has
declined by 3.6 percent, substantially less than the declines posted in
recent labor market downturns.

Within the service-producing sector, employment in services rose by
68,000 in May, the third consecutive monthly job gain, following a year
with no net job growth. Help supply employment rose by 25,000 in May,
and has risen by 126,000 over the past 3 months. It had declined by
806,000 during the prior year and a half. Engineering and management
services also showed strength in May, adding 23,000 jobs. Health
services employment rose by 16,000 over the month, about the same as
in April, but at a far slower pace than in the prior year. For the 12-month
period ending in March, job growth had averaged 26,000 per month.
Employment in hotels and lodging places posted a large decline in May,
the second consecutive month of job losses.

Retail trade employment was little changed in May, despite a loss of
33,000 jobs in eating and drinking places. Offsetting some of this
decline, several retail industries posted small job gains. Employment in
each of the other major private-sector industries — wholesale trade,
transportation and public utilities, and finance, insurance, and real estate
— was unchanged in May.
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Within government, employment rose by 31,000 in local government,
mostly in education, and declined by 12,000 in the noneducation
component of state government.

Average hourly earnings for production or nonsupervisory workers
in the nonfarm private sector rose by 3 cents in May to $14.70. Wage
gains have been somewhat smaller so far this year than during 2001.
Over the year, average hourly earnings were up 3.2 percent.

In accordance with our standard practice, the payroll survey figures
this month incorporate regularly scheduled annual benchmark revisions.
The benchmarking process involves revising our sample-based
employment estimates with information from a full universe count of
employment derived from unemployment insurance tax records for
March 2001.

The March 2001 benchmark revision was a downward adjustment of
123,000 or one-tenth of one percent. Subsequent months also revised
downward, to incorporate a number of other adjustments. By April 2002,
the last month of the revision period, the employment level was 501,000
or four-tenths of one percent lower than the previously published
unadjusted level. There is no benchmark source for hours and earnings
data, but these series also may be affected by the benchmark process
because of changes in the industry employment weights and the
introduction of new seasonal factors.

The downward adjustment of 123,000, or about one-tenth of one
percent of the total nonfarm employment level, is slightly less than the
average revision for the prior 10-year period. Payroll employment
estimates for the post-benchmark period, April 2001 forward, have been
revised to incorporate the new benchmark levels as well as revised
seasonal adjustment factors, bias factors, birth/death models, and annual
sample updates.

In addition to the routine benchmark revision, all estimates for
transportation and public utilities and the finance, insurance, and real
estate industry from April 2000 forward have been revised to incorporate
a new sample design. The employment estimates for retail trade from
April 2001 forward also incorporate the new sample design. These
industries are the third group of industries to convert to a probability-
based sample under a 4-year phase-in plan for the Current Employment
Statistics survey sample- redesign project. The phase-in will conclude in
June 2003 with the introduction of the services industries and the
conversion to the North American Industrial Classification System
(NAICS).

In summary, payroll employment remained essentially flat for the
third month in a row, and the unemployment rate, at 5.8 percent in May,
was little changed over the month.

My colleagues and I now would be glad to answer your questions.
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THE EMPLOYMENT SITUATION: MAY 2002

Both payroll employment and the unemployment rate were little changed in May, the Bureau of Labor
Statistics of the U.S. Department of Labor reported today. Employrent rose in the services industry and -
edged down in manufactaring. Most othermajor industries showedno significant change.

Chart 1. U e, adjusted, Chart2. Nonfanm payroll eeployment, saasonally edusied.,
Paremrt June 1600 - hiay 2002 Waiore June 1689 - May 2002
(13 RETV T e -
'w . 20 v
N . AR //- C N—
as ’/ .o
I e =N ~
P4 ] . { N 4 | i I
il ) 2000 2 o £ ]
Unemploment (Household Survey Dats)

The number of unqnployedpe:sons(&-tmillion)and the unemployment rate (5.8 percent) were little
changed over the month. The May unemploymentrateis 1 9 percentage points above its most recent low of
3.9 percent in October 2000, and the number of unemployed persons is 2.8 million highcr.

in May, the unemployment rates for blacks (10.2 perceat) and Hispanics (7.0 percent) declined. The -
rates for the other major worker groups—adult men (5.2 percent), aduk women (5.2 percent), teenagers
(16.9 percent), and whites (5.2 percent)—were little changed. (Seetables A-1 and A-2))

The establishment data in this relsase have been revised as a result of the annual benchmarking
process; the introduction of probability-based sample estimates for transportation and public utilities,
retal trads, and finance, insurance, and real estate; and the updating of scasonal adjustment factors.
More information on the revisions is containcd in the note beginning on page 4.
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Tabls A. Major indleators of labar markct activity, scasonally adjusted

(Numbers in thzusands)
Quartetly avernges Monthly data . Apr-
Caicyny 2001 | 2002 2002 May
v [ ! Mar. I Apr. I May change
HOUSEHOLD DATA Labor foree status
Civilian labor forcee ...mviiemeee{ 142,291 ! 141,868| 142,005} 142,57)] 142,769 199
Bmpk . 134308] 133,594F 133,894] 133,975 134417 441
Unemp JA LX) 8,111 8,594 8351 -243
Notin Tabor farce..... mercveceremecnsccen| __ 70,467] 71,342 71328 70,922 70,8 !9‘ -33
Unemployroent rates
All workers. 56 5.5 52 6.0 58 ).z
Adult MeT.a.ncee e enene. - 5.0 5.1 52 54 5.2 -2
Adult WOIDET e v v 5.0 a3 Ly 24 5.2 -2
Teenag: 158 16.0 16.4 16.3| 165 Jd
L A 49 50 50 5.3 5.2 -1
Black 9.5 10.1 10.7) 1n2 10.2 -1e
HiSpanic OfigiY e wrevessssssmsoreassan 7.5 2.5 73 1.9 7.0 -5
ESTABLISHMENT DATA! Praplogment
Noaf: ploy 131,130] 130,759| 130,701| p130,707| p130,748 M
24375| 24,049] 23,975 p23.903 pB,Bw p-23
6,535 6,502 6,593 p6,549) p6,539 p-1
17,174 16,883 16,822 p16,300] pl6,78} P19
106,755[ 106,711} 106,726{ p106.804] 106,368 po4
23412| 23,353] 23332 p23,357] p23,340 P17
40,880 40,924] 40,963] p41,035] p41,107 . po8
G 21.006]  21,165]  21.196] p21.1R4] p21.10% pla
Hours of work®
TOt8] PrIVELE. .o ceeersnnrecsoe ) 141 242 342 pM2l  pla2 p0
fa 205 40.3) 414 pa03] . pao9 Y]
OVETHME oo o] 34l 40| 4.1 242 p4.3) p0.1
Indexes of aggregate weekly hours (1982=100)
TOIS) TVt e 1484] __1482]  1352] p1483] pragal  pou
. Eamings’ :
Average hourly esrnings,
17V R (0 CNR— R ] CX )| $14.62] S14.65| p3s14.67] pSI&T0 $50.03
Average weekly camings,
toted private. ..o 494,42 499.52] 501.03] p501.71] p502.74 pl.03

' Establishment data have boen revised to reflect March 2001 benchmarks; the introduction of’
probability-based sample estimates for transpartation and public utilities, retad trade, and finsuce,
insurance, and real estaze; and recommuted seasonal adjustment factors.

2 Inciudes other indv not shown

P Y-

3 Data relate to privatc production or nonsupcrvisory workers.

ppreliminary.
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The number of long-term uncmployed pﬂsons-—those unemployed 27 weeks or longer—ose by
142,000 in May, following increases of similar size in March and April. This measare has increased hy ahout
1 million persons over the past 12 months. (See table A-6.)

Tatel Employment and thel.abar Force (Household Survey Data).
The civilian Iabor force (142.8 million) was littic changed over the month, and the fabor force

participation rate héld steady a1 66,8 percent. The number of employed pecsons rose in May by 441,000 to
134.4 million. The employment-popularion ratio edged up to 62.9 percent. (Seetable A-1.)

About 7.2 million persons (not seasonally adjusted) held more than one jobin May. These multiple
jobholdcrs represented 5.3 percent of the total cmployed. compared with 5.5 percent a year carlier.
(See table A-10.)

Persons Not in the Labor Force (Household Survi ta;

About 1.5 million persons (not scasonally adjusted) were marginally attached to the labor force in May,
up from 1.1 milton a year eartier. These individuals reported that they wanted and were available for work
and had looked for a job sometime in the prior 12 months. They were not counted as unemployed.
however, becanse theybad not actively searched for work in the 4 weeks preceding the survey. The mumber
of discouraged workers was 407,000 in May. Discouraged workers, a subset of the marginally attached,
wersnot currently looking for work specifically because they believed no jobs were available for them. (See’
table A-10. )

Ind Payroll lishaent y D:

Total nonfarm payiull cuploysicut, at 130.7 willivu, was liule changed (+41,000) for the third
consecutive month. From the start of the recession in March 2001 througn February 2002, job losses had
averaged 160,000 2 month. (See table B-1.)

Employment in the services industry rose by 68,000 in May, following gains of similer magnitude in the
ptior 2 months. Employmeat growth in help supply services explains & large portion of the recent increases in
the services induswy. In May, help supply services added :25,U00 jobs, for a gam of 126,000 since
February. The industryhad lost 806,000 jobs from September 2000 through February 2002. Engineering
and management services added 23,000 jobs in May; notably in management and public relations. Health
services also added jobs; the gain (16,000) was about the same as in April, but well below the average for
the 12-month pmod ending in March. Job losses occurred in hotels and othcr lodging places (-l 3,000) for
the second manth in a row, following hlt!cchmgem‘bcrmtheyear .

In retsil trade, job losses in eating and drinking places and department stores were partly offiset by small
employment gains in other retail industries over the month. Eating and drinking places lost 33,000 jobs,
bringing the decline in the industry so far this year to 59,000. Employment was unchanged in transportation
and public utilities, following job 'losses totaling 347,000 frorn the industry’s last employment peak in
February 2001, Air transporiation, communications, and transportation services accounted for approximately
85 percent of these losses. [n government, employment in local education increased by 26,000in May; this
was partly offset by declines in the noneducation coruponent of siate government.

In the goods-producing sector, employment in manufacturing edged down by 19,000 in May; factory job
Josses have modgrated substantially since the begirnming of the year. Employmentbad declined by an average
of 115,000 a month from March 2001 through January 2002. A number of manqﬁchmng industries have
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fared better this year, including industrial machinery, electronic equipment, fabricated metals, and
Employment in construction was about unchanged in May, as seasonal hiring just met expectations. -
Although construction has lost 242,000 jobs since March 2001, the decline has heen relatively small
comparec with recent economic downturns, Employment in mining edged down by 3,000in May. Since
its recent peak last September, this industry has lost 11,000 jobs, primarily in ol and gas cxtraction.

w Ho lishment

Tae average workweek for production or nonsupervisory workers on private nonfarm payrolls was
unchanged in May at 34.2 hours, seasonally adjusted. The manufacturing workweek also wasunchanged
4t 40.9 hours, and factory overtime was up by 0.1 hour to 4.3 hours. (Ses table B-2) .

‘The mdex ot aggregate weekly hours of production or-nonsupervisory workers on private nonfarm
payrolls edged down by 0.1 percent in May 1o 148.2 (1982=100). The manufacturing index was dowr
by 0.2 percent over the month. (See table B-5)) °

Hourly and W i ablishment Surv

. Average hourly carnings uf pruduction or nonsupervisory workers on private nonfarm payrolisincreased
by 3 cents in May to $14.70, seasonally adjusted. Average weekly eamnings rose by 0.2 percent over the
month to $502.74. Over the year, both average hourly eamings and average weekly carnings increased by
3.2 percent. (See table B-3.)

The Employment Situation for June 2002 s scheduled to be released on Friday, Jaty S, at 8:30 A.M.

Revisions to Establishment Survey Data

In accordance with annual practice, the establishment survey data have been revised to reflect
comprehensive universe counts of payroll jobs, or benchmarks. These counts are derived principally from
upemployment insurance tax records for March 2001; the benchmark process resuited in revisions to alt
unadjusted data series from April 2000 forward, the time pericd since the last benchmark was established.
All seasonally adjusted data beginning with January 1997 also have been revised, in accordance with the
usual practice of revising 5 years of data.

In addition to the routine benchmark revisions, all estimates for the transportation and public utilities and
finance, insurance, and real estatc industrics from April 2000 forward have been revised to incorporate anew
sample design. The retail trade industry estimates from April 2001 forward incarporate the new sample
design. Theseindustries are the third group to convert to a probebility-based sample under a 4-year phasc-
in plan for the Current Employment Statistics (CES) sample redesign project. The completion of the phase-in
for the redesign, in June 2003 for the services industry, will coincide with the conversion of all establishment
survey series from industry coding based on the 1987 Standard Industrial Classificstion (SIC) system to
industry coding based on the North American Industrial Classification System (NAICS).
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Table B prescnts revised total nonfarm employment data on a seasonally adjusted basis for the period
January 2001 throngh April 2002. The revised data for April 2001 forward incorporate the effect of
applying the rate of change measured by the sample to the new benchmark level, as well es updated bies and
net business birth/death model adjustments and new seasoral adjustmert factors. The total nonfarm
rmpinyment level-for March 2001 was revised downward by 123,000 (193,000 on a seagzonally adjucted
basis). The previously published level for April 2002 was revised downward by 501,000 (523,000 0n 2 -

- seasonally adjusted basis).

The Junc 2002 issue of Employment and Earnings will contain an articlc that discusses thebenchmark,
the post-benchmark revisions, and the introduction of probability-bascd sample estimaies for transportation .
and public wiilities; rotail trade; and financo, inourance, and real ostato. (The articlc is availablc on the Fnteinet
at the address shown below.) Thisissue also will provide revised seasonal adjustment factors for March
- through Cctober 2002 and revised estimates for all regulnr!ypubhshed tables containing national establishment

sutvey dataun mupluynmn.. huula, aud canstings.

LABSTAT, the BLS public databasc on the Internet, contains all revised historical CES data. The da‘a
cau be acoesved trough e CES Lutuepags at hup://www.ble.gov/ces’. .

Further information on the revisions released today may be obtained by ca.llmg 202-691-6555 or via the
1ntcinct on the CES hmucuugr,.

Table B, Revisions in totai nonfarm Fmployment, seasonally adjusted, January 2001-April 2002

(Inthoneands)
Year and month A::b]j shed) Asrevised Differesce

132428 - 132,382 -46

132,505 - 132,457 -138

132,654° - 132,461 -193

132,489 132,243 -246

132,530 132,229 - -301

132,431 132,108 N -323

132,449 132,045 o -404

132,395 ‘131,966 -429

132,230, . 131,819 . -411

131,782 131,414 . -368

131,427 .|. 131,087 -340

131,321 1308%0 -431

131,212 130,871 -341

131,208 130,706 -502

131,187 . 130,701 486

-+ 131,230 - 130,707 -523

i
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Jobthey bold. Hours and eamings data are for private bosinesses and
wiste. anly tn prodnrfion weskers m W gondt.omincing secmn

survey survey). Ths household
survey provides the informnarion on the labor force, employment, and
uoersployment that zppears in the A tables, marked HOUSEKOLD
DATA. Itisa sample sarvey of aboct 60,000 households conducted

and P .;“,wmmnnmmmnq.
Differences The ]

mmmemmmmumm

:rmmeysmmm p jons in the employ

by!heU.&Cenm!men for the Bareau of Labor Statistics (BLS).
The: h survey provides the inf on the
hours, and gs of 0D NOTLATM PIYTOLS Mt

sppears in the B ubks.nwkcmeABLISHMmTDA‘IA Tais -

information is collected from payroll records by BLS in cocperation
with State agoncier. In Juno 2000, the rample inelnded over 300,000
estblishmexts employing about 37 million peopte.

For both surveys, the data for a given month raht:mnpamcula
week or pay period. Iotheb vey, ty isgen-
endly the calendar week that contair s the 12ih day ofthe month. Inthe
mwﬂxmtmty.!hexdmepenodum:mpmcd i

'“‘fmmd\zmcys. Amngrhucuc-
.1—~ yi (e self-comployed,
Thmpvnpsneu:lndedmmeaabﬁhnmmey
+ The houschold earvey includes people oa unpaid leave aqiong the
cuptored. The calAishincut s vey dovs evh.
+ The household survey is Emited ro workers 16 years of age and oider.
The establishment strvey is 2ot limited by age.
* The househoald survey has po doplication of individuals, because
individuals menmcdodyanm,cvennflhcybolﬂmcmmmpb

the 12th which may ormay der week.
Coverage, definltions, and differences
betwesn surveys

Bmsehnumrvey Thcnmplc is sclected to refloct the entire
civilian noni Basedon o aseries of

questions on wark and job search activities, cach person 16 years and

over in & sample heusehold is classified as employed, unemployed, o

not in the labor raree.
Peqﬂcmdnsﬂﬁednmwlayrdlmleyd]dmymnlﬂnpud

T the eatablich vey, cmp * job asd
mMcnmmmwymﬂmddbemMmmlyrw
cach sppezranco.

Othadiﬂzrewsbctwccn(bewomvcysmdambadm
~C i from Hoasehold and Payroll
aum:y:. wm:nmybeoummumnawuponxeqm
Seasonal ad[ustmont

Over the course of a yeas, the size of the pation’s laborforce and

the levels of employment and enemployment wndergo sharp floct-
aticos due to such seasonal events as changes in westher, reducet of

(-muond:mm!—n.urvmﬂudwubnumnlmnlsbmn
in a farily business or frm. People are also counted as employed if
they were temyporarily absent from theis jobs beeanse of Winess, bad

weather, labor- disputes, ar persona) reasons.
People are classified as unenploped if they meat allof the following
aiterin: ‘They bad no caoglo, during the weck; they

were gvailable for work st thar ime; aad they mede specific efforts to
fird employment sometime dering the 4-week period ending with the
reference week. Persons taid off from n job and expecting recall need
1ot be Jooking for work to be counted 2s unemployed. The coeanploy-
o dan deztved Guu e st s vey ks o way depetid spon
the eligibifity for or receipt of anercployment insuraace benefits.
The civilian labor force is tte ssmof cxployed md wnemploved
persons  Those nt claecified ax rmplnyed mr mmemployad ane aoe
in the labor farce. The unemployment rate is the mumber wnem-

ded harvests, major kolidays, and the opening and
du:lqd’n.lmh. Tie cffcaa of 3och scasoual variaion can
very large; seasonai fluctuations may account for asimuch as
95 preent of the month-1o-moath changes in unemployment.
Recamsthexn weasanal cvents fo'low amare ar less regular patiern
cach year, their influence op statistical trends can be climinated
by adjusting the statistics from mooth to momth. These acjustments
make nonscasonal developments, such as declines in economic
activity or incresses in the participation of wamen i the Jzbor
force, easier to spot. For example, the large number of youth entering
nhbufmm]mehhkdymm:nymwhmmm
3P mudisg g ifle
Nm . PRETY T ) - N s
eﬂmor;n:hmﬁﬁxﬂngl:hoﬂhpwmymhhomﬂ\e
statistien fror the current year ran ha ardfnsted 1o atlow far a compar-
able change. Insofar as the seasons! adjustment is made-correctly.

ployed &3 a pereent of the lebor force. The labor force particip Oeadjnsted figure provides a more uscfal too} with which to anayze
mud!llhrhwn:pumarhpopﬂmon.mdtMan- changes in cconamic activicy.
F -population ratio is the cmployed a3 a percent of the In both the household and ish most
population. sdjusted series ors independently adjusted. H tho adjusted
vey. The v dawnfrom  seres for many Tsjor exchmases. such a3 total payroll employment,
pvate nonfarm basi such as ofices, aod stores, s employreent in most major indastry divisions, tota) cmploywment, asd
well as Federal, State, and Jocal go endties. £ on ot are d by aggregating independently adjussed
Ronfarm payrolis we otz wh ivedp partaf scries. For i dexived by

4 irehadi 41 Pe g '

Pey pers P F

ming the adjusted series for four major sgo-sex components; this
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diffecs from the anemploymens estimate that would be obtaired by
directly adiusting the total mbvc:uﬂxmnztbedmmmmor
moredetsiled agecategories. .

_The nurrerical factors used to make cthe seasonal nd]umcmsm
recalcntated twice a year. Fordnhwsehddsurvey the (actors are
calculated for the January -June period and again forthe Juby-December
period  For the establishment survey, updated Factors for scasonal
adjustment are calculated for the May-October pericd and introd-iced

inchiding the failure io sample s segment of the population, inabitity
obtain information far all respanderta in the «ample, inability ar
wwillingness of respondents to provice correct iaformeation on a
timely basis, mistakes made by respondents, and errors made in the
collection o processing of the dea.
Forcxmupk.mlhe-snbﬂshnxmnwey estimates for the most
recent 2 months sze based ) lete returns; for tiis

reason, thx are lsheled ry m the tables. Ttisonty

along with pew benchmarks, and again for the November-April period.
In both survays, revisions to Mistorica! data are made omce 8 year.

Reliabllity of the estimates

istics based on the b hold and establish surveys ane
subject tohoth sampling and pling error. Whena e rath
than the entire population is snrveyed, there is a chance that the ssmple
estimates may differ from the “truc” popalation values ey represent.
The exact difference, or saspiing. erro?, varics depending on the
paricular sample scdlected, and this variability is measured by the
standard errer of the estimate. There is about a 90-percent chance, or
level of confidence, that an estimate based on a sample will differ by
no Dore than ledndmmﬁmnlhc“m"pcwknmvlhe

because uf enor. BLS ae
the 90-p=men1 lzve] of confidence.
For fid val forthy thly ch intota}

amployment from the houschold survey is on the ordes of plus ar
by 100,000 from one month to the next. The 90-percent confidence
imerval on the monthly change wonld rangs fonm - mnm:.nmcm
(100,000 +/- 292,000). These figures d

neoﬁbyt!mennmnds.hunﬂmlhmtnelnbodl%ml
chance that the “true” over-the-ronth change bies within this interval.
Since (iisrange includes values of less than zero, we couid not say with
confidence that employment had, to fact. increased. .Jf, bowever, the
reparted employment rise was balf a million. then all of the values
witkin the 90-pareent confidence interval wonld be greater than zero.
Inmznxe.nisukdy(zlesu%p:mdmu)mnmﬂoy-

mentrise had, in fact The90-pen fid val for
d\enmmhly:hngnmummluymmhol-mwo mdfwdu.-
mozthly change i is +/- .19p

fter two successive tevisions t0'a monthly estimate, when neary ol
sample reports have been received, that the estimate is considered final.
Ancther major source of pling error in e establish
survey is the inability to captuce, on a timely basis, employment
generaied by new firms. Tocorrect for this systematic underestimation
‘of employment growth (and other sources of exvor), a process known
3 s 13 In the survey's
-whereby ¢ specified amber of jobs is added 1o the mmzhly sample-
bascd change. The size of the monthly biar adjustment isbased Jurgely
on past relationchips botweos tho semple basod estimates of
employmeént and the total counts of employment described below.
The sample-based from the establish survey are
adiusted once 2 year (v & Iagged hacic) tn imiverts srwmis of payroll
employment oblained (rom edministrative records of the woemploy-
ment insurance program.  The difference between the March sample-
based employment estimates and the Masch miverse counts is known
as abenchmark revision, and serves as a iough prexy for total survey
error.” The new benchmarks also incorporate changes in the clssifi-
monotlndlmu. Ovcnhepnﬂdccadc.mbenm:ntkuvxmfor

total P : azed 0.3 percent, rmging from zeso
to 0.7 percent.
Additional statistics and other Infarmation

More comprehensi istics are ined in Empl and

Earnings. published each month by BLS. 1t is available for $26.00 pe-
iwus or $50.00 per year fram the U.S. Govemment Pricting Office,
Washington, DC 20402, Al crders ruust be prepaid by sending a
check or moncy order payshle (o the Superintendent of Docarpents,
or by charging to Mastercard or Visa.

" -Employmen: and Earnings salso provides roeasures of

L4

gl :nmfwtbehmbo)dmv:ydzawbmbedhms

In general, estimates involving many individuals or
bave lower standacd covors (relative to the size of the estimate) thap
mwb{chnhudonamuﬂmmhuolobsuvm The

of estl is also impr when the dam are cumulated
mnwmu!ormmalyndanmnhvenges ‘l'hemwnllad-

bility of the rooahl

release. For

sures appear in tables 1-B through 1.D of its “Bxplanatory Notes
Meztures of the reliability of the deta drswp from the establish-
ment survey £ad the aenl amounts of revision dne to benchmark ad-
Justments e provided in tables 2-B t'wough 2-H of that publication.

Thehmudnldmdembluhmsmmmm:ﬂu:dby
error. ling errors cag ozcur for many reasons,

f jon in this release will be made available to sensory.im-
paired individuals upen request. Veoice phone: 202-691-5200; TDD
message referral phone: 1-800-877-8339. .
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HOUSENOLD DATA HOUSEHOLD DATA
Table A1, status of the cillan by sax snd sge
Qlmters In hoasands)
Not seasonally acjusted Sessonally edjusted’
Emcloyment statue, eex. aad 2pa :
ey g, Vay Jon. Fob Mar, Act. My
2000 200 202 = 2002 2002 2003 200 202
TOTAL
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HOUCEHOLD DATA HIOVOCIIOLD DATA
Tadls A2. Employment status of the civilian population by race, sx, ags, snd Hispenic origin
(Nurrbers it thousands)
Not seasonally sdksated Seasonally adjusted!
Empiayment ciatue, race, sex, age, and
Haspmnie arigin
A May Jen. Feb, Mar. ., May
2001 2002 m 2002 202 2002 2002 20
WHITE
popuiakon 17565 | meor2 | tom | wass | ey | vared | weass | imenz | yrreer
Y DS PO oo e o] 117491 | 118,088 § 138388 | 177 | 11979 | 118472 | naise | 1mest | naze
. €89 667 . 888 2.0 €8 671 .
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oootaton 7450 645 613 X s | as
R 2T 450 LYl oBw 5873 sz s
EY &0 50 0 [ 82
Men, 20 years and over
foroe: AR 61,00 GASe 4T [ Yl s 007 81098
(o) TOS 703 70.0 O TOD 0.0 n3 9.0 U4
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HOUSEHOLD DATA HOUSEHOLD DATA
Tadls A2, Employment status of the civilisn poputation by race, sox, age, end Hpenic origie — Contivued
ORurbem In fhoeseads}
Not seesonaily adusied Sessonaly edjusted!
Employmen statss, race, 8cx, 89, and
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: musm.u VAIA HOUSENOLD DATA
Tabis A-4, Selocted employment indicatars
(i housands)
Hot seazonally adjusted Ssascrnally sdjusted
Catagory
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HOUSEHOLD DATA HOUSBHOLD CATA
Table A-S. Setscied y scimted
mampicyed persene Unomployment rates®
Moy - sy Feb, M
a1 “ [Y] (Y3 ar (13 11
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MONETARY POLICY AND THE

EcoNoMIC OUTLOOK
Wednesday, April 17, 2002

CONGRESS OF THE UNITED STATES,
JOINT ECONOMIC COMMITTEE,
WASHINGTON, D.C.

The Committee met, pursuant to notice, at 10 a.m., in Room 2118,
Rayburn House Office Building, the Honorable Jim Saxton, Chairman of
the Committee, presiding.

Present: Representatives Saxton, Smith, Dunn, Putnam; Senators
Reed, Corzine, Crapo, and Bennett.

Also Present: Representative Sherwood.

Staff Present: Chris Frenze, Bob Keleher, Colleen J. Healy, Darryl
Evans, Brian Higginbotham, Patricia Ruggles, and Matthew Salomon.

OPENING STATEMENT OF

REPRESENTATIVE JIM SAXTON, CHAIRMAN
Representative Saxton. Good moming. I am pleased to welcome
Chairman Greenspan to testify before the Joint Economic Committee
(JEC) this moming. We appreciate your appearance here today, Mr.
Chairman, to discuss the monetary policy and the improved economic
situation that has emerged in recent months.

The economy appears to be recovering from the slowdown that began
in the middle of 2000 and turned into to a mild recession in March of
2001. The September 11th terrorist attacks inflicted further economic
damage. Nevertheless, in the last quarter of 2001, real GDP increased 1.7
percent, with personal consumption spending surging at a 6.1 percent
rate.

In addition, manufacturing output has stabilized and appears to be
expanding. Home sales have held up well, and large payroll employment
declines have subsided. The liquidation of inventories last year has
established the basis for inventory rebuilding later in 2002. Another
positive aspect of the current outlook is that good productivity growthhas
been sustained through the business cycle and appears likely in the
future. Economic forecasts generally anticipate a strengthening of
economic growth during 2002. Leading market price indicators show no
significant threat of inflation in the pipeline.

The recovery has begun, but there are potential weaknesses and
vulnerabilities that could affect the depth, breadth and sustainability of
the economic rebound. As the Federal Reserve has pointed out, the
declines in business profits and investments were important factors in the
recession, and these remain problematic. Despite improvement in fourth
quarter GDP, investment spending fell sharply. Business and household
debt levels are relatively high by historic standards and could restrain
growth. In addition, the weakness in the economies of some of our
international trading partners limits overseas markets for U.S. production.
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Meanwhile, costs imposed by terrorism, the instability in the Middle East
and the increase in oil prices provide other potential impediments to
faster U.S. growth.

Unfortunately, there are a number of major risks to U.S. economic
recovery. Given these risks, the current stance of the Federal Reserve
monetary policy seems quite appropriate. The Federal Reserve wisely
has shown restraint in not tightening monetary policy as the economic
rebound consolidates. With little threat of inflation, there has been no
reason for tightening of monetary policy by the Federal Reserve.

Mr. Chairman, before we turn the floor over to you, let me just say
that unfortunately there are votes, apparently, scheduled in the Senate,
and so our brethren in the Senate are not here yet. We expect them to
arrive at the conclusion of their votes. And, in addition, the Members of
the House are scattered here and there, and they will be along as well.

I would also just like to ask unanimous consent that Congressman
Sherwood, who is not a member of this panel, be invited and permitted
to sit at the desk.

Mr. Chairman, thank you again for being with us. We always
appreciate your appearance here before the Joint Economic Committee,
and of course today is no exception. The floor is yours, sir. We are
ready to hear your testimony.

[The prepared statement of Representative Saxton appears in the
Submissions for the Record on page 25.]

OPENING STATEMENT OF ALAN GREENSPAN,
CHAIRMAN, BOARD OF GOVERNORS

, OF THE FEDERAL RESERVE SYSTEM

Mr. Greenspan. Thank you very much, Mr. Chairman. As always,
I appreciate the opportunity to appear here to discuss the current state of
the economy. This morning, I am speaking for myselfand not necessarily
for the Federal Open Market Committee (FOMC). I am also excerpting
from a rather extended prepared testimony and request that the full text
be included for the record.

Representative Saxton. Without objection.

Mr. Greenspan. Mr. Chairman, as we noted in our statement
following the Federal Open Market Committee meeting in March, “The
economy, bolstered by a marked swing in inventory investment, is
expanding at a significant pace. Nonetheless, the degree of strengthening
in final demand over coming quarters, an essential element in sustained
economic expansion, is still uncertain.” Mr. Chairman, little, if anything,
has happened since the FOMC meeting to alter that assessment.

This morning I would like to elaborate on some of the forces that are
likely to shape activity in the months ahead.

A number of crosscurrents are likely to influence household spending
this year. Through much of last year's slowdown, housing and
consumption spending held up well and proved to be a major stabilizing
force. But because there was little retrenchment during the cyclical



downturn, the potential for a significant acceleration in activity in the
household sector is likely to be more limited than in past business cycles.

One important source of support to household spending late last year,
energy prices, will likely be less favorable in the months ahead. With the
rise in the world price of crude oil since the middle of January, higher
energy costs are again sapping the purchasing power of households. To
the extent that the increase in energy prices is limited in dimension, with
prices not materially exceeding the trading range of recent weeks, the
negative effects on spending in the aggregate should prove to be small.
However, a price hike that drove oil prices well above existing levels for
an appreciable period of time would likely have more far-reaching
consequences.

Another factor likely to dampen the growth of consumer spending in
the period ahead, at least to some extent, is the change in overall
household financial positions. Over the past two years, household wealth
relative to income has dropped from a peak multiple of about 6.3 at the
end of 1999 to around 5.3 currently. About nine-tenths of the decline in
the personal savings rate from 1995 to 1999 can be attributed to the rise
in the ratio of wealth to income. And the subsequent decline in that ratio
is doubtless restraining the growth of consumption.

Much of the movement in household net worth in recent years has
been driven by changes on the asset side of the household balance sheet,
but household liabilities have generally moved higher as well.
Accordingly, the aggregate household debt service burden, defined as the
ratio of a household's required debt payments to their disposable personal
income, rose considerably in recent years, returning last year to close to .
its previous cyclical peak of the mid-1980s, where it has remained.

Neither wealth nor the burden of debt is distributed evenly across
households.  For example, increased debt burdens appear dis-
proportionately attributable to higher-income households.

Although high-income households should not experience much strain
in meeting their debt service obligations, others might. Indeed,
repayment difficulties have already increased, particularly in the
subprime markets for consumer loans and mortgages. Delinquency rates
may worsen as a result of the strains on household finances over the past
two years. Large erosions, however, do not seem likely, and the overall
level of debt and repayment delinquencies do not as of now appear to
pose a major impediment to a moderate expansion of consumer spending
going forward.

Although the macroeconomic effects of debt burdens may be limited,
we have already observed significant spending restraint among the top
fifth of income earners, who accounted for around 44 percent of total
after-tax household income last year, presumably owing to the drop in
equity prices, on net, over the past two years. The effect of the stock
market on other household spending has been less evident.

Perhaps most central to the outlook for consumer spending will be
developments in the labor market, which has improved some in recent
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months. The pace of layoffs quickened last fall, especially after
September 11, and the unemployment rate rose sharply. But layoffs have
diminished noticeably in 2002, and payrolls grew again in March. In
typical cyclical fashion, the unemployment rate has lagged the pickup in
demand somewhat, but it has remained between 5-1/2 and 5-3/4 percent
of late after rising rapidly in 2001.

Over the longer haul, incomes and spending are driven most
importantly by the behavior of labor productivity, and here the most
recent readings have been very encouraging. Output per hour continued
to grow last year. Indeed it rose at an annual rate of 5-1/2 percent in the
fourth quarter of last year and appears to have posted another sharp
advance in the first quarter. No doubt some of the recent acceleration
reflects normal statistical noise. More fundamentally, however, some of
this pickup probably occurred because businesses have remained cautious
about boosting labor input in response to this surprising strength of
demand in recent months. But the magnitude of the gains in productivity
over the past year provides further evidence of improvement in the
underlying pace of structural labor productivity.

In housing markets, low mortgage interest rates and favorable
weather have provided considerable support to home building in recent
months. Moreover, attractive mortgage rates have bolstered the sales of
existing sales homes and the extraction of capital gains embedded in
home equity that those sales engender. Low rates have also encouraged
households to take on larger mortgages when refinancing their homes.

The ongoing strength in the housing market has raised concerns
about the possible emergence of a bubble in home prices. However, the
analogy often made to the building and busting of a stock price bubble is
imperfect. First, unlike in the stock markets, sales in the real estate
market incur substantial transaction costs, and when most homes are sold,
the seller must physically move out. Doing so often entails significant
financial and emotional costs and is an obvious impediment to
stimulating a bubble through speculative trading in homes. Thus, while
stock market turnover is more than 100 percent annually, the turnover of
home ownership is less than 10 percent annually, scarcely tinder for
speculative conflagration.

Second, arbitrage opportunities are much more limited in housing
markets than in securities markets. A home in Portland, Oregon, is not
a close substitute for a home in Portland, Maine. And the national
housing market is better understood as a collection of small local housing
markets. Even if a bubble were to develop in a local market, it would not
necessarily have implications for the nation as a whole.

These factors do not mean that bubbles cannot develop in housing
markets and that home prices cannot decline. Indeed, home prices fell
significantly in several parts of the country in the early 1990s. But
because the turnover of homes is so much smaller than that of stocks, and
because the underlying demand for living space tends to be revised very
gradually, the speed and magnitude of price rises and declines observed
in markets for securities are more difficult to create in markets for homes.
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Technological advances contributing to the gains in productivity that
we have achieved over the past year should provide support not only to
the household sector, but also to the business sector through a recovery
in corporate profits and capital investment.

The retrenchment in capital spending over the past year and a half
was central to the sharp slowing in overall activity. These cutbacks in
capital spending interacted with and were reinforced by falling profits
and equity prices. Indeed, a striking feature of the current cyclical
episode relative to many earlier ones has been the virtual absence of
pricing power across much of American business as increasing
globalization and deregulation have enhanced competition.

Part of the reduction in pricing power observed in this cycle should
bereversed as firming demand enables businesses to take back large price
discounts. Though such an adjustment would tend to elevate price levels,
underlying inflationary cost pressures should remain contained. A lack
of pressures in labor markets and increases in productivity are holding
labor costs in check, resulting in rising profit margins even with inflation
remaining low.

To be sure, over time, the current accommodative stance of monetary
policy is not likely to be consistent with maintaining price stability. But
prospects for low inflation and inflation expectations in the period ahead
mean that the Federal Reserve should have ample opportunity to adjust
policy to keep inflation pressures contained once sustained, solid,
economic expansion is in view.

Improved margins over time and more assured prospects for rising
final demand would likely be accompanied by a decline in risk premiums
from their current elevated levels toward a more normal range. Withreal
rates of return on high-tech equipment still attractive, the lowering of risk
premiums should be an additional spur to new investment.

Recent evidence suggests that a recovery in at least some forms of
high-tech investment is under way. But the pickup this year in overall
spending on business fixed investment is likely to be gradual.

The U.S. economy has displayed a remarkable resilience over the -
past six months in the face of some very significant adverse shocks. But
- the strength of the economic expansion that is under way remains to be
clarified. Some of the forces that have weighed heavily on the economy
- over the past year or so have begun to dissipate, but other factors, such
as the sharp increase in world oil prices, have arisen that pose new
challenges. As a result, the course of final demand will need to be
monitored closely.

Still there can be little doubt that prospects have brightened.
Spending in the household sector has held up well, and some signs of
improvement are evident in business profits and investment. Fiscal
policy continues to provide stimulus to aggregate demand, and monetary
policy is currently accommodative. With the growth of productivity well
maintained, and inflation pressures largely absent, the foundation for
-€conomic expansion has been laid.
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Thank you very much, Mr. Chairman. I look forward to your
questions.

[The prepared statement of Chairman Greenspan appears in the
Submissions for the Record on page 28.]

Representative Saxton. Mr. Chairman, thank you very much for the
very articulate statement that we have come to expect when you visit with
us. We appreciate it very much.

It seems to me, Mr. Chairman, that in recent months there have been
many signs that the economic recession that began last March has ended.
For example, in the fourth quarter of 2001, growth was positive. The
manufacturing sector seems to have bottomed out, and large payroll
employment declines seemed to have subsided. So looking at those
factors, it would seem to me that the future looks bright.

At the same time, you mentioned in your statement that there are
continuing problems or potential problems looming on the horizon, and
some that are already with us. You talked about the accumulation of
debt. The consumption rebound that took place in the last quarter of last
year was quite remarkable, and we are glad that it happened, but it takes
away some of the consumption rebound potential for the current period
and perhaps for the period ahead.

The investment rebound has not occurred as strongly as we could
have hoped. Energy prices continue to be a worry. International
sluggishness in some of our trading partners, particularly Japan and
Central and South America, is evident, and the costs associated with
terrorism continue to be — and will continue to be — a drag on the
economy. '

So my question is: How do we balance the good with the potential
negative factors that we have all talked about here in the last month or
so?

Mr. Greenspan. Mr. Chairman, this is a very important question,
because one aspect of the dilemma that you raise 1s the remarkable and
unusual divergence between the economic outlook as evaluated by
economists on the one hand, and a significant part of the business
community on the other. As you know, the latter are showing far less
optimism about what is apparently going on than those of us who are
evaluating the gross domestic product, the larger aspect of the economy.
And what we are observing obviously is that retail sales and consumption
generally are holding up, home building is up, and we are seeing a very
significant swing from inventory liquidations ultimately to either some
degree of small accumulation or at least inventory balance.

What this does is it creates a really quite different view of the
economy depending on where you are looking at it from. We add up the
so-called net consolidated production of the economy, which is
essentially what the gross domestic product is. But, from the business
point of view, what they see is a low level of sales, because remember,
a goodly part of consumption is coming out of inventory, and a
significant decline in profit margins and virtually no pricing power. So,
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from that point of view, the lower end of the economy if you want to put
it that way, where the business sector largely is functioning, you are
getting a continued degree of weakness.

Obviously you cannot have this process going on indefinitely. Either
we are going to get a significant increase in production, in profits, in
capital investment, which is what our forecast is and what the data, as far
as we can judge, seem to portend, or we are going to get real slippage, in
which case production will not move materially, nor will profits or
investment.

This 1s an issue which will be resolved within the next two to four
months. The odds are very strongly in favor of it being resolved in
continued economic growth, resumption of profitability, and capital
investment, but clearly there are concerns out there, and there are risks,
and you mentioned a few of them, and I think quite correctly.

Representative Saxton. Mr. Chairman, in your statement you
-referred to monetary policy, and in the same context of that, you said that
+~monetary policy might be adjusted when sustained solid economic

expansion is in view.

- You have said here that we have laid the basis or the foundation for
economic growth, but you haven't said that sustained solid economic
expansion is in view. Is that correct?

Mr. Greenspan. It is not sufficiently in view to be comfortable with
the outlook. As I indicated in the testimony before the Senate and the
House a month ago, what we are aware of is a very strong recovery
currently under way as a consequence of the dramatic reduction in the
degree of inventory liquidation.

But the crucial issue which I repeat in my testimony today is whether
so-called final demand, which has been growing very modestly, continues
to grow and indeed accelerates before the very strong impetus coming
from the swing in inventories dissipates. - We are nowhere near a

‘Judgment of that as yet. I mean, we haven't yet gotten to the point in the
cycle where we know exactly how that is resolving.

* . ‘But my impression is that as the quarters go on, things will become
obviously very clear in retrospect. Hopefully we will be able to get a
reasonably good judgment of what is happening sufficiently in advance.
But as I also pointed out in the sentence to which you refer, we are very
fortunate in that there is literally no evidence of inflationary pressures
building, and that means that the urgency of responding to economic
events is less than it would be were we dealing with that other possibility.

Representative Saxton. You anticipated my next question in your
response on your statement on inflation. So let me move to one other
- subject that I feel is very interesting, and then we will go to Mr. Reed.

One of the most positive aspects of economic growth over the last
period of time, over the last five years, is based on strong productivity
performance, and this was something that I hadn't fully understood, and
maybe still don't. But this productivity trend was rooted in earlier
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technological innovation and investments, in people, equipment, as well
as improved production methods.

The Fed's recent monetary policy report to Congress noted, and I
quote, that productivity was impressive. Does it appear that strong
productivity growth in recent years has been carried through the business
cycle? Do we still see strong productivity, and does this strong
productivity performance increase the ability of the economy to continue
to grow without inflation?

Mr. Greenspan. It does, Mr. Chairman. One aspect of an
evaluation of the effect of the dramatic changes in technology that
occurred in application in the second half of the 1990s was the fact that
numbers clearly showed growth in output per hour far exceeding those
that we had experienced generally in the previous quarter century. And
the question that we had was how much of that was merely a cyclical
phenomenon, because productivity is pro-cyclical. We wouldn't know
until we ran into some cyclical downturn. We have done that, and, if
anything, the results are far more impressive than we would have
expected.

As I indicated in my prepared remarks, I think some of the numbers
we are looking at are statistical noise, meaning it is just the fact that these
are very difficult numbers to measure. But even extracting from that,
even making all of the adjustments that you want, it is an extraordinary
performance, which I must say bodes well for the longer-term outlook of
this economy.

Representative Saxton. Well, thank you. That certainly sounds like
good news, and we look forward to watching this factor as we move
forward.

Mr. Greenspan. I just wanted to say, I just don't believe that we can
continue to get the numbers published for the fourth quarter and that will
be published for the first quarter indefinitely. The world does not work
that well.

Representative Saxton. Yes, sir. Thank you very much.

Mr. Reed, we are glad your votes have subsided for the moment, and
the floor is yours.

Senator Reed. Thank you very much, Mr. Chairman, and thank you
for calling this hearing. 1have a statement which I would like included
in the record, with your permission.

Representative Saxton. Without objection. %

-

[The prepared statement of Senator Reed appears in the Submissions for

the Record on page 26.]

Senator Reed. Thank you for your testimony and for your
colleagues' very adroit use of monetary policy over the last several
months to keep us moving forward.

Let me begin with the question. A year ago, Mr. Chairman, you
worried that we might be in danger of paying down the national debt too
quickly. You suggested we might have to find ways to reduce the
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surplus, and many people took this as an endorsement to the President's
tax cut. Do you still have that concern?

Mr. Greenspan. No. If you may recall, Senator, the concern I had
stemmed from the Congressional Budget Office’s (CBO) long-term
projection of the current services budget, which exhibited a pattern of
growing surpluses, which would imply that by 2006, the Federal
Government would have to start to accumulate private or state and local
assets because it could no longer run down the debt, in other words, no
longer employ the surplus as debt repayment. In fact, the number that
they showed was, as I recall, a half a trillion dollars annual surplus.

I had indicated that I thought that accumulation of private assets by
the Federal Government was a very undesirable economic policy for a lot
of reasons. If I held that position, which I still do, and we are looking at
the data that they published, then the question was, how did you get the
half-a-trillion-dollar surplus down to zero to prevent the accumulation of
assets? And the answer is no matter how you do it, it would be an
extraordinary expansion of fiscal policy. It would be a huge stimulus,
which may be wholly inappropriate for that particular time.

So I argued that either expenditures ought to be increased, or taxes
ought to be cut. I preferred tax cuts, and indeed the bills before the
Congress at the time — either the President's or congressional bills, both
were adequate to solve the problem of eliminating the surplus by the
mid-decade, and indeed we got a significant tax cut, and the problem was
solved. So I am no longer concerned about it.

Senator Reed. Might this significant tax cut cause other problems?
As younoted, the previous projections were for over $5 trillion of surplus
over 10 years, and now these projections have dropped to about 1.7
trillion in less than a year, over just about a year. That is a $4 trillion
reduction. And, in fact, the President's recent budgetary proposal would
further reduce this projected surplus to less than $500 billion. But are we
in danger of running into some of the same problems that we have seen
before, which is we run deficits, we put pressure on interest rates, we get
back into the fiscal difficulties we had in the 1980s and the 1990s,
particularly since now so much of the — of what we must spend money on
is not avoidable, the war on terrorism and other major programs?

Mr. Greenspan. No. Ithink that we have to be very careful about
going back into deficit spending, which is very easy to do, and the reason
largely, obviously, is that the evidence does indicate that if you start to
run substantial deficits, you will begin to move long-term interest rates,
and the effect of that on the economy is clearly not favorable.

My judgment is that we have got to come up with a much longer-term
focus on fiscal policy. As you know, we have the very major
demographic shift that occurs at the end of the decade, and I think what
we have to do is decide where we want to be in the year, say, 2013 or
somewhere in that area, with respect to the level of debt, the policies of
both the unified budget, and also what I would call the accrued budget,
which includes the contingent liabilities of the Federal Government, and
then, in a sense, having decided where it is sustainable over the longer
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run given our demographic changes, work back toward what type of path
would be desirable to have in fiscal policy. And my judgment is that it
is very unlikely that a very large protracted deficit for the rest of this
decade would be where one would want to come out.

Senator Reed. Mr. Chairman, we have seen over the last several
weeks and months some encouraging signs about the economy, but one
area of continuing concern is the unemployment numbers, which are still
hovering around 5.6 to 5.8 percent. There is a possibility that as other
factors in the economy improve, we could be in a situation where
unemployment lingers at those levels. And are you concerned about a
jobless recovery, one in which other indexes will show progress, but
unemployment will remain at high levels?

Mr. Greenspan. I am not, Senator. I think that what we have
observed currently is a significant recovery underway in the context of
very strong gains in output per hour. And the data show not only a rise
in output, but a decline in total hours and a decline in employment, which
is even more, because as you probably are aware, overtime has gone up,
and the average weekly hours have gone up. So what we are observing
at this particular stage is the consequence of the economy recovering in
the context of very strong productivity growth, which is very favorable.

But what we also were able to observe in the latter part of the 1990s
was that this very productive growth enabled the unemployment rate to
be driven down quite significantly without any inflationary implications.
And if that pattern is still there, it essentially says that that is likely what
will happen eventually in the future.

So I am not concerned about chronically elevated levels of
unemployment. I think that as this recovery takes hold, those levels will
come down, as indeed they did during the latter part of the 1990s.

Senator Reed. Thank you.

One final question, if I may, Mr. Chairman. You argue very
eloquently for a longer-term perspective which will take into
consideration not just the combined consolidated budget, but our
contingent responsibilities, particularly with an aging population. In that
context, calls to make the present tax cuts permanent would seem to me
to complicate further the resolution of these contingent liabilities
particularly.

What is your feeling about making permanent the current temporary
or least transitory tax cuts?

Mr. Greenspan. Well, Senator, I can't talk about the politics of this,
because clearly the issue from an economic point of view is somewhat
different. Idon't know of any economist who does long-term forecasting
and presumes that the tax cuts will fall off the cliff at the end of the
period in which they are statutorily in place.

So my own impression is that the markets assumed that these tax cuts
are permanent. In other words, the legal question is a political issue. I
don't think it is an economic issue, because I don't know of anyone that
seriously believes that the world works the way the legislation stipulated.
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Senator Reed. But, if you believe that, that leaves us with, I would
suspect, an even greater deficit potential in the future.

Mr. Greenspan. Yes. That is correct.

Senator Reed. Which further complicates the tough problems that
we have right now.

Mr. Greenspan. I would agree with that. I think that were I doing
a forecast for the long-term unified and, as I call it, accrued budget, 1
would not make the presumption that the Congress at that particular point
is going to act to rescind those taxes in the way the statute now stipulates.

Senator Reed. Thank you very much, Mr. Chairman.

Representative Saxton. We are going to go to Mr. Smith.

Before we do, if I may just follow up. Senator Reed, I think
appropriately, raised the question of deficit and surplus. But isn't the
economic slowdown a major reason for the shift in the 2002 fiscal
situation?

Mr. Greenspan. It certainly is, Mr. Chairman.

Representative Saxton. Thank you.

Mr. Smith.

Representative Smith. Mr. Chairman, thank you for holding this
hearing.
And, Chairman Greenspan, thank you for being willing to testify.

My first question is about the Patent and Trademark Office, in
particular the amount of time required to have a patent approved when
requested by businesses today. The average time, as I understand it, is
about two years, and the length of time required for patents is expected
to increase rather than diminish. It seems to me that this is a real
disadvantage to high-tech companies who often produce a product
quickly, develop it quickly, and often the product has a short shelf life.

I'wanted to ask you if you felt that the length of time required to have
a patent approved is a disadvantage to high-tech companies in particular,
and harmful to the economy in general?

Mr. Greenspan. Yes, Congressman, I think you are raising a very
important question. But it goes beyond patents. It goes into the
regulatory pattern — put it this way: It goes into the whole structure of the
interface of how government regulates a wide variety of areas, including
the time it takes to do a lot of things.

Since it is evident that one aspect of the economy that has emerged
in the last six or seven years is a very quickened pace of response as
information technology has created a tremendous amount of real-time
information systems, all adjustments are happening far more quickly,
including the life cycle of a particular innovation, which is the issue that
you are raising.

And I am fearful that the tendency to just apply the same old time
lags in everything we do is contrary to the new economy, if one wants to
use that term, which I hesitate to use, but it is useful in this context.



12

Representative Smith. Would your comments also apply to
depreciation schedules for technology products like computers?

Mr. Greenspan. I don't think so, because I think those are indeed
being adjusted to the proper periodicity and the degree of obsolescence.
That is handled automatically, or it should be. Obviously to the extent
that there are delays in IRS certification of various different types of
programs, clearly that would be an issue, but I am not aware that that is
a problem.

Representative Smith. Specifically in regard to the depreciation
schedule, for instance, for a computer is now five years. It seems to me,
given what you have just said about technology, that that is a little too
long. We all know that computers are usually out of date within a year
or two, and I wanted to ask you as well if you think that those
depreciation schedules should be adjusted? )

Mr. Greenspan. Ireally can't say, because I do know that there is
a continuous reevaluation of so-called economic life, which is what you
are raising, versus let's say IRS or even FASB issues with respect to the
depreciation charges.

I think everyone is aware that this issue is out there, and it is being
addressed. I don't think that is where a major problem is. I am more
concerned about the issues you raise with respect to patents and the long
time that it takes, for example, to get new pharmacological innovations
through FDA as well.

I mean, these are very tough issues because clearly you don't want to
run through a patent evaluation and find that there is truly patent
infringement involved. And it takes time to make a judgment as to
whether the patent is an innovation, a true one, and obviously it takes
time to examine new drugs. So I am not arguing that we should push it
merely for the sake of pushing, but I think we ought to be aware of the
fact that that process is negative to innovation.

Representative Smith. Thank you.

Chairman Greenspan, one last question. Yourefer in your testimony
to the technological advances contributing to the gains in productivity.
One of the most astounding figures I have read recently is that, I think,
two-thirds of our economy's increase in productivity gains since 1995 are
attributed to information technology, and I wanted to ask you if you think
those contributions to the economy by the information technology sector
will continue, and if they are as important in the future as they have been
in the past.

Mr. Greenspan. Well, it is difficult to make a judgment of what part
of the increase in measured output per hour, which we do reasonably well
even with all of the statistical noise that is involved in the process, is
attributable specifically to information technology per se. We can make
reasonable judgments as to what part is attributable to aggregate capital
investment input, labor input and what we call overall multifactor
productivity, which is a measure of the conceptual improvements that
have existed.
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But most people are coming out close to the number which you
suggested with respect to information technology, and as best we can
Judge, the overall networking effect and all of the various other aspects
which relate to information technology and the broader computer
technologies which are associated with it have only partially been
exploited. Indeed, as I indicate in my prepared remarks, when you go out
and survey purchasing managers, or indeed, corporate executives more
generally, you will find that they all perceive that there is a very
significant amount of as yet unexploited profits in investments in’
information technology and in other high-tech areas as well.

So there is no evidence of which I am aware which suggests that this
big surge in technology which really starts, as far as applications are
concerned, in let's say 1994, 1995, is petering out. Indeed, the
productivity numbers which we observed for the last six months are very
strongly supportive of the notion that there is a lot out there yet to mine.

Representative Smith. Thank you, Chairman Greenspan.
Thank you, Mr. Chairman.

Representative Saxton. This subject of productivity I find very
fascinating, because it seems to me that as we increase workers'
productivity, it would tend to have the effect of taking pressure off
increased labor costs, which would have the effect, in turn, of taking
pressure — taking away certain inflationary pressures. And so this seems
to me to be a very important factor in what we have seen over the last
decade or two.

Mr. Greenspan. Iagree with that, Mr. Chairman.
Representative Saxton. Senator Corzine.

Senator Corzine. Thank you, Chairman Saxton, and I appreciate
your holding this hearing. It is always great to get the insights of the
Chairman of the Federal Reserve, who has done such an outstanding job
in his tenure.

Iwould like to maybe go back over some of the ground that Senator
Reed brought up with a little different angle. There is certainly a political
debate.about whether we should make permanent the tax cut; as a matter
of fact, very strong arguments from the economic side of the House and
the administration and others that the current recovery is being hindered -
because of the sunsetting of the legislation.

I 'take it from your response to Senator Reed you probably would not
believe that anyone is really factoring in that those tax cuts wouldn't be
made permanent?

Mr. Greenspan. Let me take a step back.

Every analysis of a corporate investment, as you know, endeavors to
project out cash flows into the future off the investment, and part of that
analysis is the tax rate you apply. My impression at this particular stage
is that most people presume that the tax cut is permanent and that the tax
rates will remain as they are postulated in current law.

81-062 02-2
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If you rescind them, the implication for that project is that the cash
flow rate of return, as you know, would go down, so that the argument
really gets down to whether companies making investments have
effectively assumed that these tax cuts will be permanent or not. If they
assumed that they will be permanent and they turn out not to be, then
clearly that would be a negative effect.

Senator Corzine. But at least at the moment it is not your
assumption in how you are looking at the economy that people are—

Mr. Greenspan. My general impression is that most business
investment going forward is making the judgment that those tax cuts are
indeed permanent. '

Senator Corzine. Okay.

Let me also reiterate if that is, in fact, the case, those tax cuts are
permanent, have you or your staff done analyses of what the cost of that
tax cut would be in the second 10 years after 2011, and does that really
drive at the question of fiscal policy in the context of this long-running
demographic challenge that we have as a society?

Mr. Greenspan. Senator, we have not. The only longer-term
projections we make are in the Social Security area for purposes of trying
to get some sense of what the contingent liabilities are, and, therefore,
what the contingent debt obligation of the Federal Government is. Idon't
think that we go much beyond the next two or three years ourselves. So
we rely to a very substantial extent on estimates by CBO and the Office
of Management and Budget (OMB) on the grounds that those are very
difficult calculations, as you know as well as I, and they have much
greater insight into the detail and, I hope, better models than we. So we
tend to use their data as a base from which we function.

Senator Corzine. Ibelieve that the estimates that I have seen from
those models are an additional $4 trillion of revenue decline in the second
decade after 2011. And it is a concern on how our fiscal path will be as
we approach that and the demographic bubble at the same time with
regard to both Medicare and Social Security.

I presume I am reading that you are concerned about that coming
together of similar issues?

Mr. Greenspan. I am, Senator.

Senator Corzine. Thank you.

Representative Saxton. Senator, thank you very much.

Mr. Chairman, couldn't increased uncertainty about future tax policy
undermine economic and business decisions that might produce and have
a result of producing a drag on the economy?

Mr. Greenspan. Well, Mr. Chairman, I think that tax policy is a
crucial aspect of what the longer term is all about, and I have always
argued that we probably would do better with lower corporate tax rates
as a general rule. And I have argued that the capital gains tax rate has not
been a particularly productive vehicle for raising revenue because these
are both charges against capital accumulation, which js such a crucial
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aspect of the gains in productivity and economic growth, which we have
Just been talking about. So it is a very complex subject, as you know far
better than I, having been dealing with it up here for many years.

I have nothing really much to add to the discussion.
Representative Saxton. Thank you very much.

Ms. Dunn.

Representative Dunn. Thank you very much, Mr. Chairman.
Welcome, Mr. Chairman.

I wanted to continue that discussion about tax relief just with a
couple of questions. You suggested that most economists and the
business community .are banking on the tax relief being a permanent
change, which pleases me. I like to hear that because I-think that adds
momentum to our effort—

Mr. Greenspan. Congresswoman, I should say that is my
impression. Ihave never done an actual study. Ihave spoken to a lot of
people, and that is my general expectation.

Representative Dunn. Iam happy to hear that.

There are some areas, though, that if unless we make them permanent
very quickly, I think will result in no behavioral change.

I bring to your mind the death ‘tax repeal; that if it is not made
permanent, I don't see why anybody would have any incentive to change
behavior, how they spend money on estate planners and life insurance to
provide for an unpredictable event.

What is your thought on what we ought to be doing here with regard
to permanency? Ought we to be doing this earlier? Or maybe you can
get Senator Corzine's vote now that you have spoken here. But -what is
your thought on how this should move?

Mr. Greenspan. Well, whatever you do, Congresswoman, I think
it has to be clear where the longer-term tax structure in this area is. You
cannot do.estate planning, as you point out, unless you have a judgment
as to what these numbers are. And wherever the Congress comes out, I
think it is far more important that it come out clearly and unequivocally
and not have an issue pending — an issue which would create a degree of
uncertainty, which would make estate planning very difficult to
implement. ’

Representative Dunn. Yes. Thank you.

Are you an advocate or do you believe in the idea of the tax relief
providing a bridge during recessionary times for typical folks at home?

Mr. Greenspan. Iam sorry, I didn't quite get that.

Representative Dunn. Larry Lindsey has talked in terms of tax
relief providing a bridge for people to get through a time of recession;
they will have more dollars in their pockets because of tax relief. Are
you a believer in that theory?

Mr. Greenspan. Well, he is basically raising the issue of using tax
policy as a fiscal policy, which is standard economic procedure. It goes
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back many generations. And the issue of countercyclical fiscal policy in
many respects had the tax lever as a crucial element in that.

Representative Dunn. And you do believe that?
Mr. Greenspan. Yes, I do.

Representative Dunn. Okay. We have a big problem with
unemployment in the Pacific Northwest. Oregon and Washington, for
example, continually lag two or three percent behind what is happening
in the rest of the nation, and many of the jobs that have been lost — and
you will recall the layoffs that are occurring right now, 30,000 layoffs in
the Boeing Company alone from their commercial line.

Now that businesses are slowing the pace of the inventory
liquidation, do you think that this signals that companies will begin
making products again, and, therefore, begin to hire workers back?

Mr. Greenspan. Well, I certainly think that as the expansion takes
hold, the answer is very clearly yes. With respect to essentially Boeing
and Airbus, the two major players in the world for new commercial
aircraft deliveries, the sharp fall-off in demand for airline travel,
especially business travel, as you know, is still creating problems for
airlines, and Boeing's schedules are reﬂectmg that.

And indeed I would suspect that until we see a restoration of airline
travel for business and a reestablishment of profitability in the airlines,
it is going to be quite a significant restraint on capital investment for new
equipment, and indeed I make the point in my prepared remarks. So itis
quite conceivable that the pattern of airline revenue and new orders for
equipment will take a somewhat different path overall because that is a
special case very significantly impacted by the events of September the
11th and thereafter, whereas the rest of the economy is in somewhat of
a different mode with respect to the issue of terrorism and concerns about
it.

 So, over the longer run, there is no doubt in my mind, as I answered
earlier, that the unemployment rates will be coming down in general, and
the one thing one can say about the American economy is that it is really
far more a single economy than it has been at any time in my recollection.
I should put it this way: There are not the significant geographic
differences that we used to experience three, four and five decades ago.

Very recently, we are finding that when we survey all of the various
different industries, and the various regions of the country, it is
remarkable. Throughout say, 2001, they behaved very much in sync
with one another. You would almost rephcatc the discussions in one area
with another, and that is still true to this day. And with the recovery
coming back, we are seeing very much the same phenomenon. Everyone
is moving together.

So I should think that while there will be differences owing to
industrial differences, and the Northwest is clearly a case, over the longer
. run that is unlikely.

Representative Dunn. Thank you.
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Representative Saxton. Thank you very much, Ms. Dunn. Thank
you for emphasizing the importance of the need to provide clarity with
respect to the inheritance tax. I think that is an extremely important
point.

Mr. Sherwood.

Representative Sherwood. Thank you, Chairman Saxton.

Chairman Greenspan, it is always great to hear you. Thank you for
coming. .

As I listened this morning, if I understand, I think you told us that
retail sales are holding up well, and home building is remarkably strong.
But the key to the economy is productivity growth, the key that makes us
being able to have a good economy without inflation, and as we hear so
much about less manufacturing and more service industry.in the
economy, when we think of productivity, we think.of productivity in
- manufacturing. - But obviously you must mean productivity in other
'sectors as well. Could you chat a little bit about that for us?

Mr. Greenspan. Productivity obviously has been strongest in the
manufacturing area. Our data indicate that nonmanufacturing, the whole
other area, is also showing significant increases, and there is even the
possibility that the gap between manufacturing on the.one hand and
services and trade and other areas on the other may be more a
measurement issue than we realized.

In other words, it is very much more difficult to get the value added,
which is the numerator of output per hour, in services than it is to have
a physical good where you can see what is happening. And our price data
are clearly suboptimal in making those types of calculations.

But the numbers that I have been citing are the overall productivity.
In fact, the general numbers that most people use are nonfarm business
sector productivity, which is a third manufacturing and about two-thirds
nonmanufacturing.

Representative Sherwood. The other issue, you said that
unemployment will come down, and I know that there have been — a great
deal of the growth and the strength in our economy has been the fact that
we had workers available, including noncitizen workers. And after
September 11 with us being much more careful at our borders and people
having the proper identification for all of the right reasons, is this liable
to be a damper on the economy? Do you see that coming?

Mr. Greenspan. Congressman, it is a very difficult issue, because
clearly securing our borders is a crucial aspect in the war on terrorism.
Nonetheless, we are dealing with the fact that a third of the increase in
our labor force is coming from immigrants, and it has enabled us to have
a rising number of households, which has been a major factor in why
home building has been so powerful a force in the economy.

So I think this is a very important trade-off question here, and it is
one of the many issues which the war on terrorism has surfaced and
which will have to be confronted by the Congress. There is no easy
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answer because clearly the extent to which you enhance one aspect of the
problem, you create the potential difficulties for the other.

Representative Sherwood. Thank you.

You said we will know in the next two to four months, if I
understood you correctly, what direction certain things are going to take.
And if T understood you, you said that a lot of the retail sales are coming
now from reducing inventories, and so are you telling us that business
will have to make a decision then whether to replace these inventories.
I wasn't just sure I understood your two to four month comments.

Mr. Greenspan. Well, the point I was trying to make is that when
you are dealing with a situation, as we are today and have been since late
last year, where production has been held down very dramatically by
inventory liquidation — -in other words if you think in terms of
consumption as being sort of a level up here, and production being well
below, the difference between the two is obviously the amount of goods
that are being supplied to consumption out of inventories as distinct from .
newly produced goods.

But as the level of inventories goes down, clearly it can't go below
zero, and so well before zero it has to slow its rate of decline, which
means that if consumption is stable, production must rise and supply
more of the consumption than it did previously.

And that is the process which we are now going through. As
production continues to rise, and since consumption has been relatively
stable, we are creating a higher level of demand for people so that you are
getting higher incomes, greater employment, more purchasing power,
higher profits. -And the question basically is whether all of those forces
cause demand to kick in at a higher level when the initial thrust coming
from the impetus of a reduced rate of inventory liquidation finally
dissipates. )

It is like a first-stage rocket carrying you off to a certain point and
then a second-stage rocket essentially carrying you further. We are in the
first-stage rocket, if  may put the analogy in that respect, but we are not
yet at the point where its momentum has petered out enough to where we
can see significant changes. But what we will learn as the months evolve
is whether the increased demand from the increased incomes and profits
being created by the shift from inventory liquidation to zero change in
inventory, whether that shift creates a demand for goods and services
over and above what is currently in place to give us an accelerated pickup
in final demand, as we put it.

That is what our forecast is, that is what tends to be the case in our
history, but until you actually see it, it is still problematic. You are still
not certain. As I say, there is a large degree of uncertainty with respect
to this issue out there.

Representative Sherwood. Thank you.

Representative Saxton. Thank you, Mr. Sherwood.

~ _Mr. Putnam.
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Representative Putnam. Thank you, Mr. Chairman.
And welcome, Mr. Greenspan.

Over the course of the past 18 months or so, as we have come
through this recession, the consumer household spending and home
mortgages and auto. sales have essentially carried the day. The
consequences of that — and, in fact, the Fed report referred to the frenzied
refinancing of mortgages. But a consequence of that has been a rise in
consumer or household debt. Is that a concern of yours, and what does

. that bode for future abilities or future room for growth in household
spending?

Mr. Greenspan. We have examined that in some detail,
Congressman, and we don't sense a serious problem at this stage. We
don't expect it to get worse, but even now it is not a big problem.

One of the reasons is that a goodly part of the increase in debt is
mortgage debt, and mortgage debt to a very substantial extent is
supported by the market value of houses. And indeed, despite the fact
that there has been a very dramatic increase in mortgage debt, the equities
within homes continues to rise, and this is especially the case for the
lower four-fifths of households calibrated by income, because, as I point
out in my prepared remarks, a goodly part of the debt increase is in the
upper quintile, which is almost a half of overall consumption. SoIwould
think that while we do see that the debt service levels, that is, the amount
of amortization plus interest as a ratio to income, are up at pretty high
levels, there is a significant capability in most households, especially
those which own homes with equity in them, to employ home equity
loans or, in cases of refinancing, so-called refinancing cashouts where
you take out more cash out of the process. And what that enables a lot
of households to do is pay down their installment debt, their credit card
debt, and indeed they have done so.

Now, clearly there are segments of our society, however, which don't
have large equity positions in homes, and we do see that in some
subprime lending, in both consumer and mortgage lending, delinquencies
have indeed gone up. And we are probably likely to see further erosion
because these types of things tend to lag behind the economy.

And indeed, I should have mentioned earlier with respect to the
discussion of unemployment, there is a tendency for unemployment itself
to be a lagging indicator, which is clearly a factor in which you get
delinquencies and difficulties in household debt carrying into the
recovery period, into its early stages, because it takes time for that
process to work its way through.

But the bottom line is that having looked at this as best we can, we
don't perceive it as a significant impediment to an expansion in consumer
expenditures.

Representative Putnam. A number of private economists have
indicated, as has the government, that IRS refunds are up perhaps as high
as 26 percent over last year. Does this give the consumer some additional
breathing room, and will this have a stimulative effect, as this economist
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from Goldman Sachs predicts, as a high level of tax refunds to increase
personal income levels by as high as three billion a month?

Mr. Greenspan. Well, remember those refunds are only up to a
point, and then they fall off. It is hard to know what people expect with
respect to refunds and when they spend them, but there is no question
that they do have an effect. But clearly as you get to April the 15th, that
begins to peter off, because a good deal of refunds have occurred prior
to the April 15th date. Some of them go beyond, but a goodly part of that
is already in train.

Representative Putnam. Thank you very much, Mr. Chairman.

Representative Saxton. Mr. Chairman, we promised we would
finish this hearing in a timely fashion to try to accommodate your
schedule. If you have time, sir, Mr. Corzine has one final question.

Senator Corzine. Mr. Chairman, we were talking earlier about a
certainty and clarity, and one of the things that I think that we have talked
about before in other hearings is change of circumstances should lead or
often leads to change in policy considerations, just as you suggested; that
if we were going to have to have a paydown of the debt and potential
investment by governmental authorities, that would imply one policy
versus one where deficits might impinge on the ability of the economy to
save and have productive growth.

It strikes me that we are not showing the flexibility in fiscal policy
that I think I have heard you endorse with regard to changing
circumstances that might be. We do have a war today, a war on terrorism
that has changed our spending needs, and while there is a need for clarity
with regard to tax policy, I presume there is a need for clarity with regard
to spending on education, special education, or spending on cleaning up
the environment, or spending with respect to — or at least building up of
reserves or potential capacity to pay for our Medicare expenses in future
years, or Social Security for that matter.

Solam curious whether you think we are showing enough flexibility
withregard to our fiscal policy strategies, which certainty wouldn't reflect
how the Federal Reserve has managed monetary policy over a few years.
And clarity is a two-sided coin. It is not just with taxes. I would suppose
it is also with the resources that come with expenditures. I would love to
hear your comments on that. '

Mr. Greenspan. In principle there is no question that we have to do
it, and we have to try to do it as best we can. In practice we have very
considerable difficulties.

Senator Corzine. We have to have flexibility in our policies.

Mr. Greenspan. Yes. In practice we have considerable difficulties,
largely because our forecast capabilities are not up as yet to the tasks, and
one of the reasons is that if you are dealing, for example, with a $2 or
$2Y% trillion budget, and you have receipts and outlays roughly the same,
as you know, very small changes in the balance of these very large
aggregates engender very significant swings in unified budget surpluses
and deficits.
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And I think that you know the fan chart that CBO shows with respect
to its probabilities is a good representation of what their history has been.
And it is not that they are inadequate forecasters, they are pretty good as
far as the profession is concerned, but it is an inherently very difficult
exercise.

And so I think as part of this flexibility question, you have got a very
important question of making judgments' of what the probabilities of
various different outlooks are and then making judgments. But that you
have to do it, there is no question. That you have to be flexible, because
events are changing by their nature is no question.

I just merely raise the issue of how good our capabilities are in
implementing policy. Monetary policy is easy in that regard. We only
have to make judgments, technically speaking, 20 minutes in advance
before we can implement a policy. But you obviously cannot do that with
fiscal policy. There are very long leads and lags and very long
projections.

And my impression is'that we probably would be wise to spend more
time thinking about this problem because it is going to-become a very
serious issue as the years go on, if for no other reason than one of the
easiest things to forecast is the demographics which are going to hit us,
and I den't get the impression that we yet have the technical capability to
come at this in a manner which is as effective as I think we are going to
eventually need.

Senator Corzine. Could you just comment.also, though, on the
clarity of expenditures, investments in education, et cetera, and contrast
— or at least in comparison to clarity with regard to tax policy?

Mr. Greenspan. Clarity to tax policy, you say. Well, I don't know.
Clarity to me means basically you have a long-term-strategy, you know
where you are going, and you have a policy of getting there.

And I think one of the interesting issues that the Congress has to
confront is trying to make judgments as to, let's say for example, an
education policy, which policies work and which don't. And so there is
a diagnosis of the problem, which I think is still in very significant debate
within the society, and until we come to a conclusion of what works and

-what doesn't work, it is hard to get a fiscal policy which embodies that.

So there are important issues here of a conceptual nature that have
got to be resolved. Over the years we have had many such arguments.
We have to a greater or lesser extent resolved them. I think that is
probably one of the things which is a major strength of this country.

Senator Corzine. Thank you.

Representative Saxton. Mr. Chairman, thank you.

Mr. Chairman, you just made reference to fiscal and monetary policy
and its effect on influencing economic growth.

How effective were — how effective were the implementation of
fiscal and monetary policies in 2001 in offsetting the recession, in your
opinion?



22

Mr. Greenspan. In the most recent period?
Representative Saxton. Yes.

Mr. Greenspan. Both worked probably better than they usually
work. That is, of necessity, all policy implies a forecast. We like to
pretend that these are mechanical procedures which one can implement
without making forecasts, but that is not factually the way the world
works. And I think, for better or worse, the timing of policies has largely
been, in my judgment, reasonably good in this respect.

Representative Saxton. How well timed were the policy moments
in 2001?

Mr. Greenspan. With respect to? How was it in 2001? I thought
that both tax and monetary policy turned out to be reasonably well
calibrated.

Representative Saxton. Thank you.

One final question with regard to forecasting inflation. It doesn't
appear that — at least from the statistical evidence that we have available
— that there is any real problem with inflation currently, nor does it
appear that there is a problem in the foreseeable future. But given the
current economic situation, what indicators in the coming months would
tend to be the most helpful in evaluating risks of future inflation?

Mr. Greenspan. Well, all of the analysis that we make from the
point of view of a central bank is to endeavor to make those judgments.
You don't look at any individual indicator, because that doesn't really
help you because it keeps changing. You try to understand the process.
You try to understand what are the broad forces, both domestically and
globaliy, which are making the economy move. One aspect of that
analysis is an evaluation of potentially building inflationary pressure.

So I would not say that there is a single statistic which would tell us
that sufficiently in advance. Obviously, the price indexes themselves are
what we are measuring. But they are very lagging indicators, and you
can't really make useful judgments looking in the rear view mirror, if I
may put it that way.

Representative Saxton. Thank you very much.
Senator Bennett has arrived, Mr. Chairman.

The Chairman is on a kind of a tight leash, Senator, so we welcome
your questions, but hope you will keep that in mind.

Senator Bennett. Thank you very much. I will try to abide by that
admonition.

Mr. Chairman, it has been pointed out to me at least one body of
opinion rather necessarily casting it as a fact, but one body of opinion, is
that since the dollar is now the de facto reserve currency of the world, if
not the dominant currency in the world, you are not only the central bank
for the United States, you have become the central banker for the rest of
the world. And I know you didn't sign up for that, but there are many
people who give you that particular responsibility. '
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I would like to get your views on the question of world liquidity.
Many people say Japan is in a serious deflation, there is a liquidity crisis
in Europe, and that while we may have statistically enough liquidity in
the economy in the United States, on a worldwide basis there is a

~liquidity problem, and that somehow you have to be involved in that.

And while you are pondering that one, I will pose the second and
somewhat related question. As we come out of this recession, we must
face the reality of world overcapacity in a number of industries. Steel is
the most obvious, but there are a number of industries where there is a
significant overcapacity, and, of course, overcapacity tends to dampen -
.economicrecovery when you are coming out of a recession circumstance.

So could you address those two related questions and — the amount -
- of money available in'the rest of the world, and.the impact of that on our
economy, and then the amount of overcapacity in the rest of the world.

‘Mr. Greenspan. Senator, I am not concerned about the issue of
world liquidity largely because to a very substantial extent the system
creates liquidity as is necessary. The central banks of the world
obviously are crucial at the ultimate level of liquidity creation, and here

~one finds very little evidence that there is any particular problem. I'mean,
you can look at the European community, there’s certainly no difficulty
from a liquidity point of view. I trust there is none in the United States,
nor do I perceive one in Japan, for example, or elsewhere. One of the
reasons is that markets work to create—

Senator Bennett. If I could just — Japan is-in a deflation, isn't it,
from your view; is it not?

Mr. Greenspan. Well, Japan is beginning to show signs of
stabilization as a consequence of the fact that the United States and
Europe are beginning to firm. So to be sure there has been a very serious
deflationary problem in Japan, but there are the first inklings that that is
beginning to stabilize.

I don't wish to say that they don't have significant problems, which
they clearly do, but I wouldn't perceive this as a particularly major issue
if the rest of the world is beginning to move.

On the issue of overcapacity, that is a problem, Senator, which I think
we always have one way or the other. And clearly steel has become the
poster child of overcapacity, largely because it tends to become an
industry which many emerging nations perceived as evidence of
industrialization, and we created a very substantial amount of capacity,
some of it quite obsolete and some of 1t extraordinarily high-cost.

And as you know, Secretary O'Neill, who was involved in
endeavoring to, as a private citizen, bring down excess aluminum
“reduction plant capacity over the years, is trying to obtain similar sorts of
adjustments in world steel capacity, and I would say that it is.important
that he succeed or that — I should put it more generally — that he and his
colleagues who are involved in these discussions make significant
headway, because it is important to rationalize the industry.
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Senator Bennett. But overall you think that the overcapacity
problem in the world is not going to dampen our recovery from the
recession?

Mr. Greenspan. I think not. I think that it always does, but not to
a great extent. A more relevant concern is obviously the communications
capacity problem where a goodly part of high-tech investment is being
impeded due to an endeavor to absorb a good deal of the excess which
has been put in place. That will impede the recovery some, but not over
the longer run. We managed to move capital from obsolescent
overcapacity in industries into cutting-edge uses quite effectively.

Senator Bennett. Thank you, Mr. Chairman. I recognize that my
time is up. ‘

I would like to pursue with Chairman Greenspan the issue of
data-sharing and the quality of economic statistics. Maybe we can have
that dialogue in another venue. But I know that he is a leader in trying to
get good economic information, and I have an interest in
information-sharing, and we will pursue that at another time when we
don't have the time constraints.

[The written question to Chairman Greenspan from Senator Bennett,
together with the written response appears in the Submissions for the
Record on page 38.] ' :

Representative Saxton. Thank you, Senator Bennett.

Mr. Chairman, we would like to thank you and your staff for being
here with us today. We appreciate it very much. We appreciate your
message also that the foundation seems to have been set for an economic
recovery, and that there are still, however, continuing concerns that we
need to watch very carefully in terms of a number of factors that may
play as a drag on economic performance.

So thank you for being with us. We appreciate it again, and we look
forward to seeing you again in the future. Thank you.

Mr. Greenspan. Thank you very much, Mr. Chairman.

Representative Saxton. The hearing is adjourned.

[Whereupon, at 11:35 a.m., the hearing was adjourned.]
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SUBMISSIONS FOR THE RECORD

PREPARED STATEMENT OF

REPRESENTATIVE JIM SAXTON, CHAIRMAN
I am pleased to welcome Chairman Greenspan to testify before the
Joint Economic Committee this morning. We appreciate your appearance
today to discuss monetary policy and the improved economic situation
that has emerged in recent months.

The economy appears to be recovering from the slowdown that began
in the middle of 2000, and turned into a mild recession in March of 2001.
The September 11 terrorist attacks inflicted further economic damage.
Nonetheless, in the last quarter of 2001, real GDP increased 1.7 percent,
with personal consumption spending surging at a 6.1 percent rate.

In addition, manufacturing output has stabilized and appears to be
expanding, home sales have held up well, and large payroll employment
declines have subsided. The liquidation of inventories last year has
established the basis for inventory rebuilding later in 2002. Another
positive aspect of the current outlook is that good productivity growth has
been sustained through the business cycle and appears likely in the
future. Economic forecasts generally anticipate a strengthening of
economic growth during 2002. Leading market price indicators show no
significant threat of inflation in the pipeline.

The recovery has begun, but there are potential weaknesses and
vulnerabilities that could affect the breadth and sustainability of the
economic rebound. As the Federal Reserve has pointed out, the declines
in business profits and investment were important factors in the
recession, and these remain problematic. Despite the improvement in
fourth quarter GDP, investment spending fell sharply. Business and
household debt levels are relatively high by historic standards and could
restrain growth.

In addition, the weakness in the economies of some of our
international trading partners limits overseas markets for U.S. production.
Meanwhile, costs imposed by terrorism, the instability in the Middle
East, and the increase in oil prices provide other potential impediments
to faster U.S. growth. Unfortunately, there are a number of major risks to
the U.S. economic recovery.

Given these risks, the current stance of Federal Reserve monetary
policy seems appropriate. The Federal Reserve wisely has shown restraint
in not tightening monetary policy as the economic rebound consolidates.
With little threat of inflation, there has been no reason for a tightening of
monetary policy by the Federal Reserve.
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PREPARED STATEMENT OF

SENATOR JACK REED, VICE CHAIRMAN

Thank you. I want to commend Chairman Saxton for holding this
hearing and to welcome Federal Reserve Chairman Greenspan.

The past year and a half have proven to be quite challenging, both for
economic forecasters and for policymakers. You and your colleagues at
the Federal Reserve began to take aggressive action to head off economic
weakness early last year and ended up cutting short-term interest rates 11

- times over the course of the year. You also responded quickly to inject
- liquidity into the financial system at the time of the September 11 attacks.

In other ‘words, Chairman Greenspan, I think you have conducted
monetary policy quite reasonably over this period.

I wish we in the Congress had been as wise in our fiscal policy
decisions. In any case, the economy may .be on the road to recovery, but
the budget outlook was left in shambles by the tax cut, the recession, and
the terrorist attacks. And, in that order, I might add. The Senate Budget
Committee’s analysis of CBO data show that more than 40 percent of the
decline in the baseline of 2002-2011 surpluses since last.January is due

.to the tax cut and associated debt service costs, with lesser percentages

attributable to weaker economic conditions, increased spending to fight
terrorism, and other technical budget adjustments.

This change in our budget outlook has important implications for our
economy. As you pointed out earlier this year, Chairman Greenspan, the
reduced prospects for paying down our national debt were a factor in
keeping long-term interest rates from falling as much as we might have
expected when the Fed cut short-term rates. And if the experience of the
1980s is any guide, a large tax cut that eats into our national saving will
keep interest rates high and produce an unbalanced expansion with low
rates of investment even as we climb back to full employment.

The consequences of not having surpluses to fund our national
priorities are severe. ] am worried, for example that-even as the recovery
gets underway, labor markets will remain soft for the most vulnerable in
our society — less skilled and minority workers. Budgetary pressures
have led the President to propose tax cuts in job training programs, which
are precisely the sort of programs we will need to help less-skilled
workers join in the recovery.

So Chairman Greenspan, I am encouraged with how the economy has
been performing recently, at least relative to the discouraging forecasts
we had been seeing. With the economy picking up while inflation
remains moderate, I hope the Federal Reserve can afford to wait before
it begins to unwind its year-long series of rate cuts. I will be interested
in hearing your views on the short-term outlook.

But I am discouraged by the longer-term fiscal outlook. I would be
interested in your views about whether the deterioration of the budget
outlook is a threat to our long-term growth prospects, especially as we
look beyond the current budget window to the years when the retirement
of the baby boom generation will put increasing pressure on the budget.



27

I don’t think we can just grow our way out of the current budget
situation, but I wonder what you think.

Again, thank you for coming, and I look forward to your testimony.
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1 appreciate the opportunity to appear before the Joint E ic C ittee to di
the current state of the economy.

As wo noted in our statement following the Fedcral Open Market Committee mseting in

March, “The economy, bolstered by a marked swing in i y i is expanding at a

significant pace. Nonetheless, the degree of strengthening in fina) demand over coming quzinars,
am ial el in ined ic expansion, is still uncertain"” Little, if anything, has

happened since he FOMC meeliagg (o witer thut wssessment.

This moming | would like to elaborate on some of the forces that are likely to shape
ectivity in the months ahead ’

As I just noted, the behavior of inventories currently is the driving force in the near-term
outtook. Stocks of goods in many industries were drawn down significantly last year, and

preliminary data suggest that the pace of liquidation tapered off markedly in the first quarter.

This development is important because tho reduction in the rate of inventory liquidation has
induced a rise in industrial production.

The pickup in the growth of activity, however, will be short-lived unless sustained
increases in final demand kick in before the positive eﬁ‘eﬂg of inventory investment dissipate.
We have scen encouraging signs in recent months that underlying trends in final demand are
strengthening, but the dimensions of the pickup are still not clear.

A number of crosscurrents are likely to infl household spending this year. Through

much of last year's stowdown, housing and consumption spending held up well and proved to be

a major stabilizing force. But because there was little retrench during the cyclical
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downturn, the p 1al for a significant leration in activity in the household sector is likely

- t0 be more limited than in past busi cycles.

One-important source of support to household spending late last year—-energy prices--will

likely be less favorable in tho months shead With the rise in world crude oil prices since the

hald

middle of January, higher energy costs are again sapping the purchasing power of h
To the extent that the increase in energy prices is limited in dimension—-with prices not
materially excesding the trading range of roccnt wecks—the ncgative cffects on sponding in the
aggregate should prove to be small. However, a price hike that drove oi} prices well above
existing Jevels for an appreciable period of time would likely have more far-reaching
consequcnces.

In assessing the possible effects of higher oil prices, the inherent uncertainty about their

future path is compounded by the limitations of the statistical models available to analyze such

price shocks. When simulated over periods with observed oil prices spikes, these models do nos
show oil prices consistently having been a decisive factor in depressing economic activity. Yet,

coincidence or not, all economic downtums in the United States since 1973, when oil becams a

prominent cost factor in business, have been preceded by shamp i in the price of oil. This
pattern leads one to suspect that the responsiveness of U.S. gross domestic product to energy
prices is far more complex and may be quite different when househelds and businesses are
confronted with abnormal price hikes. Mauwoeconumetric models typically ase specified as
linear relationships, and they reflect average behavior over history. These models cannot

distinguish b p to outsized spikes and normal price fluctuations and thus may not

captwre the effect of sudden and sizable shifts in oil prices on the economy.
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Anather factor likely to damp the growth of consumer spanding in the perind ahead, at
least to some extent, is the change in overa!l household financial positions over the past two
years. Household wealth relative to income has dropped from a peak multiple of about 6.3 at the
end of 1999 to around 5.3 currently. Bconometric evidence suggests that wealth is an important
determinant of spending, explaining about one-fifth of the total level of consumer outlays.
Indeed, about nine-tenths of the decline in the personal saving rate from 1995 to 1999 can be

attributed to the rise in the ratio of wealth to i , and the subseq decline in that ratio is
doubtless resuraining the growth of consumption.

Much of the movement in household net worth in recent years has been driven by
changes on the asset side of the houmb.oid balance sheet. But household liabilities have
generally moved lugm' well. Accordingly, the aggnga;e bouseh;:ld debt service burden,
defined as the ratio of households’ required debt payments to their disposable personal in'come,
rose considerably in recent years, retuming last year to close to its previous cyclical peak of the
mid-1980s, where it has remained

Neither wealth nor the burden of debt is distributed evenly across households. Hencs, the

peading effects of ch

ges in these infl also will not be evenly distributed. For example,

d dsbt burdens appear disproportionately attributable o higher-i households.

Calculations by staff at the Federal Reserve suggest that the ratio of household liabilities to
onnual aftor-tax incoms for the top fifth of all houscholds ranked by income roso from about 1.1
at the end of 1998 to 1.3 at the end of 2001. The inczease for the lower four-fifths was not quite

half as large
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Although high-income houscholds should not experience much strain in mecting their
debt-service obligations, others might. Indeed, repayment difficulties have already increased,
particularly in the subprime markets for consumer loans end mortgages. Delinquency rates may

well worsen as a delayed result of the strains on household finances over the past two years.

- Large erosions, however, do not seem likely, and the overall Ievels of debt and repayment

* delinquencies do not, as of now, appear to pose a major impediment to.8 moderate expansion of

consumption speading going forward,
Although the macroeconomic effects of debt burdens may be limited, we have already

observed significant spending restraint among the top fifth of income eamers—who accounted for

around 44 percent of total after-tax household i last y p bly owing to the drop in
equity prices, on net, over the past two years. The effect of the stock market on other

fnousd)olds’q:endinghasbemlss ident. Mod i houscholds have 2 much larger

proportion of their assets in homes, and the continuing risc in the value of houses has provided
greator support for their net worth. Reflecting these differences in portfolio composition, the net
worth of the top fifth of income eamers has dropped far more than it did for the remaining
four-fifths over the two-year period. ]

As a consequence, excluding capital gains and losses from the calculation, as is the
convention in our national income accounts, personal saving for the upper fifth, which had been -
negative during 1999 and 2000, tumed positive in 2001, By cuntrast, the average saving rate for
the lower four-fifths of households, by income, was gme@ly positive during the second half of
the 1990s an;i has fluctuated in a narrow range in the past few years. Accordingly, most of the

change in pti penditures that resulted from the bull stock market and its demise
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reflected shifts in spending by upper-income households. As I noted earlier, the restraining
effects from the net decline in wealth during the past two years presumably have not, as yet, fully
played out and could exert some further damping effect on the overal! growth of household

pending relative to that of i

Perhaps most central to the outlook for consumer spending will be develop in the

labor market, which has improved some in recent months. The pace of layoffs quickened last
full, especially after September 11, and the unemployment rute roso sharply. But layoffs have

diminished noticeably in 2002, and payvolls grew again in March, In typical cyclical fashion, the

unemployment rate has lagged the pickup in d d hat, but it has ined b
5-1/2 and 5-3/4 percent of lats, after rising ropidly in 2001.

Over the loager haul, incomes and spending are driven. most importantly by the behavior
of labor productivity. And here the most recent readings have been very encouraging.
Typically, labor productivity declines when output is cut back ufd businesses are reluctant to
proportionately reduce their workforces. However, output per hour continued to grow last year.
Indeed, it rose at an annual rate of 5-1/2 patmtin&zfomﬁquarmoflmtywjandappemsto
have posted another sharp advance in the first quaster. No doubt, some of the recent acceleration

reflects normal staristical noise. More fundamentally, some of this pickup probably occurred

b busi have ined cautious sbout boosting labor input in respanse to the

prising strength of d d in recent

But the magnitude of the gains in productivity
over the past year provides further evidence of improvement in the underlying pace of structural
lebor productivity, This development augurs well for firms® sbility to grant wage increases to

their employees without putting upward pressure on prices.
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Tn housing markets, low mortgage interest rates and favorable weather have provided
considerable support to homebuilding in recent months. Moreover, attractive mortgage rates

have bol d the sales of existing homes and the extraction of capital gains embedded in home

equity that those sales engender. Low rates have also ericournged households to teke on larger

tgages when refi ing their homes. Drawing on home equity in this manner is a
significant source of funding for consumption and home modemization. The pace of such

extractions likely dropped along with tho decline in refi ing activity that followed the back

in mortgage rates that began in early November. Mortgage rates have gone back down again in
recent weeks and are at low levels. This should continue to underpin activity in housing, but

with perhaps less spillover to ption more lly.

The ongoing strength in the housing market has raised about the possibl
eméfgmce of a bubble in home prices. However, the analogy often made to the building and
-bursting of a stock price bubble.is imperfect. First, unlike in the swck narket, sales in the veat
estate market incur substantial transactions costs and, when most homes are sold, the seller must

physically move out. Doing so often entails significant financial and emotional costs and is an

bvious impedi to stimulating a bubble through speculative trading in homes. Thus, while

stock market tumover is more than 100 percent annually, the tumover of home o hip is less

than 10 percent annually--scarcely tinder for speculative conflagration. Second, arbitrage
opportunities ase wuch iore limited in bousing markets than in securities markets. A bome in
Portland, Oregon is not a close substitute for a home in Portland, Maine, and the “national”™

housing market is better understood as a collection of small, local housing markets. Even ifa
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bubble were to deveiop in a local market, it would not ily have implications for the

nation as a whole.

These factors certainly do not mean that bubbles cannot develop in house markets and
that home prices cannot decline: Indeed, homs prices fell significantly in several parts of the
country in the early 1990s. But because the tumover of homes is 50 much smaller than that of
stocks and because the underlying demand for living space tends to be revised very gradually,
the speed and magnitude of price rises and declines often observed in markets for securities are
more difficult to create in markets for homes.

L ]

The technological advances ibuting to the gains in productivity that we have

achieved over the past year should provide support not only to the household sector but also to

the business sector through a y in corporate profits and capital investment.

The h in capital spending over the past year and a half was central to the

sharp slowing in overall activity. These cutback in capital spending interacted with, and were

reinforced by, falling profits and equity prices. Indesd, a striking feature of the current cyclicel
episode relative to many earlier ones has beea the virtual absence of pricing power across much
of American business, as increasing globalization and deregulation have enhanced competition.
Business managers, with little opportunity to raise prices, have moved aggressively to stabilize
cash flows by trimming workforces. These efforis have lisniwd uny riye in unit costs, attenuated
the pressure on profit margins, and ultimately helped to preserve the vast majority of
private-sector jobs. To the extent that businesses are successful in boosting profits and cash
flow, capital spending should begin to recover more noticeably.
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Part of the reduction in pricing power obeerved in this cycle chould be roversed as
firming demand enables businesses to take back large price discounts. Though such an
adjustment would tend to elevate price levels, underlying inflationary cost pressures should

1d

remain contained. A lack of pressures in labor markets and i in ivity are h

| 4 &

labor costs in check, resulting in rising profit margins even with inflation remaining low.

Although energy-using companies will experience some profit p as recent i in

spot oil prices b imbedded in t3, these offects should b limited unlcas oil prives

increase appreciably further,

To be sure, over time, the cumrent dative stance of y policy is not likely

to be i with maintaining price stability. But prospects for low inflation and inflation

expectations in the period ahead mean that the Federal Reserve should have ample opportunity to

adjust policy to keep inflation p tained once sustained, solid, economic expansion is

in viow.

Improved profit margins over time and more assured prospects for rising final demand
would likely be accompanied by a decline in risk premiums from their current elevated Ievels
toward & more normal range. With real rates of retum on high-tech equipment still aitractive, the
lowering of risk premiums should be an additional spur to new investment. Reports from

businesses Md the country suggest that the exploitation of available networking and other

information technologies was only pnu’all} ipleted when the cyclica) retrenchment of the
past year began. Many business managers still hold the view, according to a recent survey of
purchasing managers, that less than half of currently available new and, presumably profitabls,

supply-chain technologies have been put into use.
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Recent evidence supgests that a recovery in at least some forms of high-tech investment

is under way. Production of semicond ,whid\indxepasthnsbemnleadingindie'amrof

computer production, tumed up last fall. Expenditures on computess rose at a doubl'o-dig't
annual rate in real terms in the fourth quarter. But investmsat expenditures in the
communications sector, where overcapacity was substantial, as yet show few s:gns of increasing,
and business investment in some other sectors, such es aircraft, hit by the drop in air trave, will
presumably ret.nnin weak in 2002. On balance, the recovery this ysar in overall spending on
business fixed investment is likely to be gradual, b
* ¥ s
The U.S. oconomy has displayed a remarkable resilience over the past six months in the

face of some very significant adverse shocks. But the gth of the thatis

P

under way remains to be clarified. Some of the forces that have weighed heavily on the
oconomy over the past year or 50 have bogun to dissipate, but other factors, such as the sharp
increase in world oil prices, have arisen that pose new challenges. As a result, the course of final
demand will need o be monitored closely.

Still, there can be little doubt that p

hrichtened Snending i hotcehald
P have brig} P g in the

sector has held up well, and some signs of improvement are evident in business profits and

- investment. Fiscal policy continues to provide stimulus to aggregate demand, and monetary

policy is currently accommodative. With the growth of productivity well maintained und

inflation pressures largely absent, the foundation for economic expansion has been 1eid.
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Congress of the Hnited Stotes

JOINT ECONOMIC COVIMITTEE

Washington, BE 205)0-6002
April 25, 2002

The Honorable Alan Greenspan

Cbairman .

Board of Governors of the Federal Reserve System
Twenticth Strect and Constitution Avenue, N.W.
‘Washington, DC 20551

Dear Chairman Greenspan:

Tt was a pleasure to speak with you at the Joint Economic Committee bearing of
April 17, 2002 and to hear your thoughts on monetary policy and the state of the U.S. and
world economies. Since I had only limited time to get your thoughts at the hearing, 1
appreciate the opportunity to follow-up with a few questions that can be included in the
record.

As I briefly mentioned at the end of the hearing, I belicve that opportunities exist
to improve the quality of the economic statistics that federal agencies collect, process,
and disseminate. As you know, these statistics — on production, income, employment,
productivity, ¢lc. - play un important role, not only in the development of economic
policy, but also in the decision-making of many businesses and consumers.

It recently came to my attention that statutory constraints might be limiting the
quality of economic statistics. As you know, the responsibility for economic statistics is
spread across many separate agencies, most notably the Bureau of Economic Analysis
(BEA), the Bureau of Labor Statistics (BLS), and the Bureau of the Census. The data
gathering efforts of these agencies sometimes overlap. For example, both the BLS and
the Census collect data about business establishments.

It has been suggested to me that the statistical agencies could realize significant
gains — in the quality of their published data, the cost of preparing it, and the burden that
data collection places on respondents in the private sector - if they could share some of
their underlying data with each other. Their ability to do so, however, is greatly limited
by statutory barriers that, in essence, prohibit snch sharing.

These statutes have a worthy goal - protecting the confidentiality of the
respondents who provide infi ion to the gov Thave boen advised, bowever,
that under reasonable statutory changes, it should be possible 1o maintain or even
strengthen the current level of confidentiality while allowing data sharing only for
statistical purposes.
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Chairman Greeaspan

Given the Federal Rescrve's prominent role as both a consumer and a producer of
economic statistics, I would appreciate your thoughts on thesc issues. In particular:

. Would dats sharing among the leading statistical ageacies improve the quality of
economic statistics?

. Would data sharing among the leading statistical agencies, and any resultant
improvements in economic statistics, assist the Federal Reserve in its activities,
such as:

K]

o producing its own ic statistics (e.g., industrial production);

o analyzing and understanding trends in key economic measures, such as output,
employment, prices, or productivity;

o conducting monctary policy; and
o supervising and regulating banking institutions?

. Would increased data sharing among the statistical. agencics raisc any concems
for the Federal Reserve about respondent confidentiality?

To the extent that you can provide specific examples in response to-any of these
questions, that would be very helpful.

Should you bave any questions about these inquiries, please do not hesitate to
contact me or Danald Marron (202-224-3922), my Principal Economist at the Joint
Economic Committee, .

Thank you for interest and assistance.

Sincerely,

o T

Robert F. Bennett
United States Senator

RFB:dbm
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BOARD OF GIVERNDRS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON, D. C. 2055t

ALAN CAKENBrAN
CHAIRMAN

May 8, 2002

The Honorable Robert F. Bennett
United States Senate
Washington, D.C. 20510

Dear Senator:

Thank you for your letter of April 25 in which you asked for my views on
removing certain statutory barriers to the sharing of business data among the Bureau of
the Census, the Bureau of Labor Statistics (BLS), and the Bureau of Economic Analysis
(BEA). Under a recent proposal, data would be shared for the purpese of updating
statistical sample frames, improving sample coverage, providing consistent classifications
of eswablishments and companies into industries, and reconciling significant differences
bewween existing data produced by the three agencies.

As I have remarked on many occasions, high quality economic statistics are
an important input for decisionmaking by households, businesses, and policymakers. We
are fortunate that the statistical systems in the United States, both public and private, are
among the best in the world and, indeed, in many respects set the world standard. But
even a world standard can be made better,

One important outcome of data sharing would be the coordination of
establishment lists. Currently, the BLS and the Census Bureau maintain separate lists of
establishments that they use for sampling purposes. These establishment lists are derived
from two different sets of administrative records. The Census Bureau uses tax records.
and the BLS uses records from the unemployment insurance system. In a dynamic
econnmy such as ours, where new establishments are heing created every day, the
statistical agencies have a difficult job making sure that the lists used for their sampling
frames provide an up-to-date and complete representation of the current industrial
stucwire.  If Jegislation altowing the sharing of busincss data were enacted, the
Census Bureau and the BLS would be able to compare their lists in order to improve
the depth and breadth of their samples. Such improved coverage would help make the
daia collected by agencies more representative of the economy and, accordingly. more
reliable.
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The estahlishment lists that both agencies maintain include a code that
identifies the industry associated with the primary output of the establishment.
These codes are based on the North American Industry Classification System
(NAICS). Oue problem is that the two lists may identify the same establishment
with different NAICS codes. As a result, for example, the detailed industry data on
shipments from a Census Bureau survey may not cover the same establishments as
the detailed industry data on employment collected by the BLS. To the extent that
these misclassifications occur, detailed industry estimates of productivity will be
invalid. My understanding is that problems of this type do, in fact, exist. Thus,
another benefit of the proposed legislation is that it would allow the stausucal
agencies o cross-validate their establishment lists.

Improving the consistency and reliability of economic information
across statistical agencies would benefit all data users. To illustrate, at the
Federal Reserve we look closely at data such as shipments and employment at
the detailed industry level for our economic analysis and as part of our industrial
production statistical program. This work would certainly be enhanced by
improvements in the quality of the underlying source data. .

The American statistical systeu is au extremely impornant national
resource, and I applaud efforts to improve that system.

€re;
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Dear Chairman Greenspan,

An article published on Tuesday, April 16, in the Wall Street Journal reported that, “The U.S.
may not be ncarly as big an international debtor as geacrally thought, because official data
overstatc how much it owes to foreigners, a Federal Reserve study has found.” Even if this is
correct, it is fair to say that the U.S. external debt is extraordinarily large and growing.

- Forciguers hield $9.4 trillion in U.8. asscts at the end of 2000 (the wost revent offivial duta). Al
the same time, Americans held $7.2 trillion in assets abroad. That left us with a net asset
position of $2.2 trillion (market value) — 22 percent of our GDP. Even if the estimates made in
the recent Fed study are correct, the net negative international position was still 16 percent of
GDP and rising rapidly. In 2001, the U.S. ran another deficit of $417 billion in the current
account, probably increasing U.S. external debt by another 4 percent of GDP.

With our imports running 35 percent larg