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THE STRATEGIC PETROLEUM RESERVE
Wednesday, September 27, 2000

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

The Committee met, pursuant to notice, at 10:00 a.m., in Room 311,
Cannon House Office Building, the Honorable Jim Saxton, Vice
Chairman of the Committee, presiding.

Present: Representatives Saxton, Sanford, Pitts, Maloney, and
Watt; Senators Bennett and Kennedy.

Staff Present: Chris Frenze, Robert Keleher, Darryl Evans, Jason
Fichtner, Colleen J. Healy, Joe Pasetti, Howard Rosen, Daphne Clones,
Michael Kapsa, and Russell Comeau.

OPENING STATEMENT OF

REPRESENTATIVE JIM SAXTON, VICE CHAIRMAN

Representative Saxton. Good moming. Iam pleased to welcome
our witness, Assistant Secretary Robert Kripowicz, before the Joint
Economic Committee (JEC) this morning. Although it was not planned
this way, this hearing on the Strategic Petroleum Reserve (SPR) appears
to be especially timely. We had scheduled this hearing before this issue
became front and center, but in light of the fact that it was scheduled and
in light of the fact that this is a topic that is of interest to many Members
of Congress, as well as the public, it is a timely hearing.

The purpose of the hearing today is to examine the SPR in the
context of U.S. energy policy. Inrecent days, there has been tremendous
interest in the SPR, but a lot of important questions remain unanswered.
One such important question relates to the various possible methods of
tapping the SPR and whether they would prove effective in the short-run
as well as in the long-run. The hearing today is not intended to promote
any particular point of view, but merely to examine the underlying facts.
These include the amounts of oil in the SPR and home heating oil
reserve; the quality of this oil; the mechanics of release through swaps
and other effects on prices and supplies; and the physical removal of the
oil from the SPR.

Since last winter, I have been on record favoring a release of oil
from the SPR to deal with the shortages, especially in home heating oil.
Senator Kennedy and I were just talking about the effect of this situation
on the Northeast. Obviously, last winter, consumers were faced with a
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very, very difficult situation. Everyone knows that, but there was another
group of people who were very much affected as well, and those are the
people with the fleets of trucks that go to deliver the oil.

What happened was the price spiked from about $1.00 to $2.00, so
consumers were unable to make timely payments. However; the delivery
people couldn't get product unless they paid for it, and so they were the
people who were put in the middle; a difficult situation for all of them
and an impossible situation for some.

If market forces were determining oil prices, then an SPR release
would be somewhat problematic, but is less so when state-owned firms
from the OPEC countries are exercising their monopoly power. An SPR
release would counteract OPEC's anti-market policies, at least in the
short-run when inventories are low. In addition, the use of the oil weapon
by some countries makes counter-action appropriate in the short-run.
OPEC's restraint on oil supplies reflects the influence of the hard-line
price hawks within the cartel. Moreover, Iraq-also exports a significant
amount of oil to the U.S., a factor that could threaten the U.S. yet again.

However, an SPR release is only a temporary measure and is not a
panacea. The U.S. must do everything in its power to undermine the
OPEC cartel and its monopoly power over supply and prices. The heaith
of the national and international economy is very positive, but it has led
to higher demand for oil, and OPEC has moved to fully exploit this
development. U.S. consumers and taxpayers are paying a heavy price tor
the OPEC exploitation.

Even as they put the squeeze on U.S. consumers, several of the hard-
line OPEC price hawks and other OPEC members and allies are currently
receiving U.S. taxpayer subsidies through the International Monetary
Fund (IMF). I'have introduced legislation mandating the U.S. Executive
Director of the IMF to oppose new loans to OPEC members and allies
who exercise their monopoly power to the detriment of the U.S.
economy, but much more pressure on OPEC is needed. Currently,
Venezuela, Indonesia and Algeria are all receiving IMF subsidies at the
expense of the U.S. taxpayers, and so U.S. taxpayers are being gouged
twice, once by IMF subsidies and the contributions we make to it, and
second by paying high prices at the pump.

Fortunately, new exploration and extraction technologies are leading
to the discovery of vast new oil deposits_that can be tapped in more
efficient ways. As the former Saudi oil minister has acknowledged, the
OPEC's days are numbered. However, today we are focusing on the
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short-run problem and whether it can be effectively addressed through the
SPR.

I would like to thank Mr. Kripowicz for being here this' morning,
and we look forward to your testimony, but before that, we are going to
hear from our good friend from the Northeast, Senator Kennedy.

[The prepared statement of Representative Saxton appears in the
Submissions for the Record on page 35.]

OPENING STATEMENT OF

SENATOR EDWARD M. KENNEDY
Senator Kennedy. Thank you very much, Mr. Chairman, and thank
you for renewing your continued support of the release of oil in the SPR
and for calling this hearing to get the facts. [ think this is enormously
important at any time and particularly important now.

As you know, Mr. Chairman, first of all, the judgment that has been
made by the President and the Secretary has had broad support in the
Congress and not just limited to our side of the aisle. It has been broadly
supported by the Chairman of our Finance Committee, Senator Roth,
Senator Specter, by Senator Collins, Senator Snowe, Senator Jeffords, all
Republicans, Congressman Gilman, Chairman of the House Foreign
Relations Committee, as well as yourself.

So this has had a broad range of support because this is the only
means available to make an impact in terms of home heating oil in the
Northeast, and other parts of the country. This is against a background,
as this chart on my left would indicate, that portrays the normal range of
reserves that are held in the East, and that is, the purple line goes through
there we see the normal range.

[The chart entitled, “Distillate Stocks are Low — Especially on the East
Coast,” appears in the Submissions for the Record on page 39.]

If you look at December of last year, we were just below the normal
range and yet — and we also, as the next chart we will see, but I want to
hold this one, there was a relatively mild winter. At that time we went
from 80 cents a barrel up to $2 a barrel. This had an enormously
devastating impact, particularly on elderly families, particularly on fixed
income families. If you look now back at the chart, you will see that the
reserves that will be held this year, this time, are still well below,
generally throughout the Northeast, 40 percent of what they were last
year in New England, specifically 60 percent. So it is a very ominous
situation.
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[The chart entitled, “Regional Residential Heating Oil Prices,” appears
in the Submissions for the Record on page 40.]

~ The next chart will show even last — well, this next chart shows
what has happened in the different parts of the country where home
heating oil, residual heating oil, has been used. You have New England,
the Mid-Atlantic, the South-Atlantic and Midwest, all on that chart going
back for several years. What you see from this chart here is the dramatic
spike that took place in New England, for a number of different reasons,
we don't have the extensive kinds of areas for reserves, although in the
previous chart it showed you in that other line that we are way below,
even the reserves that we could hold. And last year with the fact that we
didn't even keep the reserves where they should have been and could have

been kept, the dramatic spike, this shows it is particularly sensitive in
~ New England.

The next chart shows like last year, where the temperature was, the
black line indicates what the normal temperature would be; the red, the
aciual temperature. So you have really a warmer than normal winter with
the price going right up through the roof. You have now the reserves in
the Northeast generally, and particularly in New Engla'md well down
from last year, which is rather otinous.

[The chart entitled, “Winter Demand Impacted by Weather,” appears in
the Submissions for the Record on'page 41.] '

This final chart, Mr. Chairman, would show‘ the past where there has
been the release of the strategic reserves. 1 take note, particularly the
1996 release where it was 28 million barrels of oil sold to raise revenues
as directed by the Congress as part of the balanced budget regimc, I dare
say providing relief for hard-pressed families that are involved in life and
death situations clearly should have a priority even over that particular
proposal.

[The chart entitled, “Strategic Petroleum Reserve Releases,” appears in
the Submissions for the Record on page 42.]

In the most recent times, we have seen in July of this year the swap
that was made in order to provide some relief to two major oii companies.
So the fact remains that there has been the release in the past, and I think
there has been sufficient authority to do it.

I want to just conclude, Mr. Chairman, that we have seen now the
commitment of the release of 30 million barrels. Translated, that is about
three to five million barrels in our region of the country.. It is having a
positive impact generally on the heating oil prices, a reduction in the
overall costs of a barrel of oil, about 15 percent reduction. That will have
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a very positive impact. It will be good for the next 30 days. We may
very well be in a situation — we only get, as it works out with the refinery,
with the 30 million barrels, three to five million barrels for home heating
oil in our region because others refined in ways for gasoline and other
different gas products. So we may very well have, at the period of time,
30 days from now, a requirement to release additional funds.

This is always against the fact that the adininistration can sell higher
than they buy the futures market, which is now about $24 a barrel. So it
1s a good savings, a good investment for our country and, of course, we
haven't always taken advantage of the lower price. We missed the
opportunity to provide another 200 million barrels just recently in the last
few years because the Congress made a determination not to have that
investment. There is sufficient protection for our national security, most
importantly, the authority is there to release it.

We take note that now that the Spanish Government is considering
releasing some of their comparable SPR for their own economy, they
have been supportive of the administration's position, and I also draw the
attention of the Committee to the fact that the G-7 has also, this last
Monday, supported this position. So we are grateful to your leadership,
Mr. Chairman, as someone who understands this issue. We thank you for
having these hearings. We look forward to hearing fromn our witnesses,
but it is important to put this into some kind of perspective. Our fellow
New Englanders, Republican and Democrat alike, are appreciative of the
action that has been taken. If this action wasn't taken, there would be no
other action that could be taken, in the short-term. The devastating
impact on families would be realized. That is not going to happen and we
are glad that the action has been taken. I thank the Chair.

[The prepared statement of Senator Kennedy appears in the Submissions
for the Record on page 37.]
Mr. Saxton. Thank you very much, Senator Kennedy.

Senator Bennett has requested an opportunity to make an opening
statement. What I would like to do is to permit him to make his cpening
statement and perhaps have one more from your side. Will that work out
for everybody? Okay. Fine. We will have Senator Bennett for five
minutes and then we will move on to another Member from the Minority.

Senator Bennett.
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OPENING STATEMENT OF

SENATOR ROBERT F. BENNETT
Senator Bennett. Thank you, Mr. Chairman. There has not been
unanimous joy at the suggestion that the oil reserves be tapped. Secretary
Summers took the unusual step of writing the President a memo in which
he strongly opposed tapping the oil reserve and quoted Alan Greenspan
as supporting that. This is an unusual move. The Chairman of the
Federal Reserve usually does not allow himself to be quoted on matters
of this kind, but he and the administration's chief economic advisor, the
. Secretary of the Treasury, both said this was a serious mistake. It also
has given rise to an interesting editorial or op-ed piece in The New York
Times that appeared yesterday. Thomas Friedman, who normally is not
known as a supporter of Republican causes, was very, very negative in
his reaction to it. If I may quote from some of the Friedman column, he
says we either have to start to consume less oil by shrinking our SUVs,
raising gasoline taxes or, again, taking conservation seriously, or find
more nonOPEC oil, which means figuring out how to tap more of
Alaska's huge natural gas reserves without spoiling Alaska's pristine
environment or else we pay the price.

I should note that the Congress twice has tried to move in that
direction. Twice, the President has vetoed the Congress initiative and
now we pay the price.

Mr. Friedman goes on, Mr. Gore knows this but instead of laying it
on the line, he opted for an Olympic quality, full body pander, offering
a quick fix to garner votes and pain-free solutions for the future; prime
the pumps, prime the polls and pay later. He says this is dangerous.
Another name for the Gore strategy would be the Saddam Hussein
Rehabilitation Act of 2000, because tapping into the Strategic Reserve
without conservation or exploration only guarantees OPEC's dominance.

He goes on, and I will nct quote the rest of his column because,
frankly, it gets quite political and talks about the election. It makes a
suggestion as to how people might vote n the election as a result of this.
But I think we should recognize that Secretary Richardson, in his
announcement, said the release was to increase supply and not to lower
prices. The people in New England who think that this release will in
fact lower prices are, 1 believe, deluding themselves. Right now the
refineries are at 96 percent of capacity.

They are at full capacity and an addition of crude oil that is
unrefined simply means that there is more supply available for the
refineries when they get around to shifting from refining gasoline to
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refining crude oil into home heating oil. But my expectation is that the
high prices for home heating oil that we had last year are going to be
realized again this year. The charts that the Senator from Massachusetts
has given us do not demonstrate to me that we are going to get any lower
prices for home heating oil. If anything, the prices for home heating oil
are going to be higher.

And the key comment from the Senator from Massachusetts was,
gee, this is the best we can do in the short-term. The column by
Friedman indicates that our problem is a long-term problem and it is not
going to be taken care of by short-term solutions. There may be a little
bit of benefit that would come out of this release, but the long-term
exclusions lie in the directions that Thomas Friedman talks about and the
President is going to have to put away his veto pen or the next president
is going to have to put away his veto pen and allow the Congress to go
ahead with the initiatives we have already been pushing, which would
increase the supply of American crude in the long-term.

We are now seeing that the policies of this administration to hold
down the supply of energy across the board, be it natural gas or crude oil,
are beginning to come home to roost now in dramatically higher prices
and dramatically greater dependence upon foreign oil. We have no
short-term solution for that. That long-term problem is with us and will
remain with us until the administration decides to lister to the Congress
and allow increased supply of domestic energy sources, be it natural gas
or oil or preferably both, together with increased supply of hydroelectric
power, which this administration has also opposed, or we are going to see
energy prices continue to skyrocket for the years ahead.

Representative Saxton. Senator Bennett, thank you very much
We have one additional statement from the Minority.

Mrs. Maloney.

OPENING STATEMENT OF

REPRESENTATIVE CAROLYN B. MALONEY

Representative Maloney. Thank you very much, Mr. Saxton, for
cailing this hearing today. Winter energy prices deserve our full
attention, and I am pleased that we are here to talk about one solution that
has been put forward to the problem, swapping oil from the Strategic
Petroleum Reserve. Senator Kennedy pointed out that this has wide
bipartisan support, national support and international support from the
G-7 and others. While Governor Bush has criticized the decision to swap
oil from the Reserve, I am convinced that it is a timely and sensible way
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to really help the suffering ef consumers, especially in the Mid-West and
Northeast and especially with home heating costs.

One thing that troubles me is that he is very critical, or certain
people are very critical. Yet they don't have any other alternative. And
oil companies have really tripled their profits over this last year. We
can't expect American families to believe that current prices are entirely
due to OPEC decisions alone. Oil companies' profits have exploded.
When we compare their profit margins between June of 2000 and 1999
as reported in Standard & Poors, here are the increase in profits.

I would like to put this in the record. I mean, these are huge profit
margins, again, that comes from Standard & Poors, Unocal Corporation,
872 percent; Phillips, 274 percent; Chevron, 140 percent; Marathon, 203
percent. The New York Times recently reported and I quote, “that the 14
major oil companies during the first 8 months of this year earned a total
of $15.5 billion, nearly triple the profits during the same period in 1999
when oil prices were depressed,” according to the energy information
administration.

[The chart entitled, “Oil Company Profits Exploded Over the Past Year,”
appears in the Submissions for the Record on page 43.]

Yesterday Secretary Richardspn testified that the refinerics are able
to handle this, and we have already seen that prices have gone dowt.

I would like to put in the record two letters that I think arc’
important, and I think that they are related to the energy debate that we
have. While OPEC is meeting today in Venezuela and oil companies are
making huge profits, il lobbyists are working behind the scenes, as we
speak, in this Congress, with the Majority, to increase their company's
bottom lines at the expense of the public and the taxpayers. And I would
like to bring up two issues that are moving through this Congress right
now. One is the Commodity Futures Modernization Act of 2000, which
has passed the House Banking Commerce and Agricultural Committees.
This would have the effect of allowing trading in energy futures to move
off of public exchanges and on to private electronic exchanges out of
sight where the public will have no ability to monitor changes in energy
prices. '

[One letter appears in the Submissions for the Record on page 44; the
other was not received.]

For example, currently the market participants on open exchanges
with more than 200 contracts, the equivalent of 200,000 barrels of oil,
must report their positions to the Commodity Futures Trading
Commission (CFTC) and the exchange and the CFTC makes the
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information available to the public. Trades often exchanged will not have
the audit trail available to reconstruct fraud. A situation could occur
where consumer energy prices spike based on trades and energy
derivatives, products conducted on private muitilateral exchanges that the
- energy companies themselves even own.

And I would like to put into the record a letter from Chairman
Rainer from the CFTC in which he basically says that he cannot audit or
monitor the energy exchanges if this exemption for energy, that allows
them for their future tradings, to go off of the public trading. I think that
1s an important point that would have a long-term effect on pricing and
our ability to monitor what is taking place.

[The letter from Chairman Rainer appears in the Submissions for the
Record on page 45.]

I would also like to point out yet another giveaway to the oil
industry. In 1996, along with Chairman Horn, we held a series of
hearings where we documented efforts by the oil industry to cheat
taxpayers out of millions of dollars owed in royalties for oil taken out of
Federal lands. These hearings and suosequent investigations by the GAO
led the subcommittee to conclude that major oil companies were paying
royalties to the Federal Government based on prices that were far lower
than the market value of the oil they wers buying and selling. To date,
lawsuits against the oil industry. have resulted in more than $300 million
being returned to the U.S. treasury. Overall, the oil industry has been
forced to pay over $5 billion to the Federal Government, states and Indian
tribes. The revised oil \aluatlon regulations which have emerged from
these lawsuits will restore an addltlonal $66 million each year to the U.S.
Treasury. '

With that money, we could put dollars into the LIHEAP (Low
Income Home Energy Assistance Program) program, which has been a
priority of Senator Kennedy. We could do a lot with that money. Now
we find out the Senate Energy and Natural Resources Committee plans
to attach a provision designed to thwart the new valuation rule to the
Energy Policy and Conservation Act that authorizes the Strategic
Petroleum Reserve, and finally authorizes the desperately needed
Northeast Home Heating Oil Reserve. .

Iamtruly disturbed and astonished that we would consider attaching
a giveaway to.the oil industry in the midst of a bill designed to help
consumers deal with rising oil prices. I have written Secretary Bruce
Babbitt urging him to strongly oppose this provision, and I would like
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also to put that in the record. I am hopeful that the Senate will pass it
without this particular rider.

[The letter to Secretary Babbitt appears in the Submissions for the Record
on page 47.]

Representative Saxton. The gentlelady is well past her time. Can
you finish up?

Representative Maloney. Just in conclusion, oil companies are
making record profits. This step is a reasonable one. It will —itis a swap
that will — the oil will come back into the Reserve, and at the same time,
there are two giveaways moving their way through Congress right now
that will have an impact on consumer prices from the oil industry.

Representative Saxton. I don't want to interfere, but you are way
past your time. Thank you very much for concluding.

Representative Watt. Mr. Chairman.

Representative .Saxton. We are going to move now to our
witnesses. We had an agreement, Mr. Watt, that we were going-to have
originally one statement on éach side and then in faimess, I expanded to
two statements on each’ side and S0 we are going to move to our
witnesses.

Representative Watt. Well, 1 did not realize, Mr.. Chairman, that
I was going to have to flip a coin with one of my colleagues about who
v/as going to make an opening statement. Is there some reason that we
are in a hurry? Are these gentlemen who are testlfymg in a hurry to go
somewhere else? Are we in a hurry?

Representative Saxton. We are all anxious to move forward with
the hearing and hear from the experts on the issue.

Mr. Kripowicz.

Representative Watt. [s there some reason that we have waived
opening statements for one person and not the other people?

Representative Saxton. As I stated, Mr. Watt, when we came into
the room it was my intention to have one opening statement on each side.
‘That was the agreement, and in fairness to both 51de< we expanded it tc
an additional opening statement on each side.

Mr. Kripowicz.
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OPENING STATEMENT OF ROBERT S. KRIPOWICZ,

ACTING ASSISTANT SECRETARY FOR FOSSIL ENERGY;
ACCOMPANIED BY-RICHARD FURIGA, THE DEPUTY ASSISTANT
SECRETARY FOR PETROLEUM RESERVES

Mr. Kripowicz. Mr. Chairman, Members of the Committee, I am
pleased to be here to discuss the Strategic Petroleum Reserve.

Representative Watt. Can we ask the speaker to at least pul! his
microphone forward and let us hear him?

Mr. Kripowicz. Mr. Chairman, Members of the Commitiee, | am
picased to be here to discuss the Strategic Petroleum Reserve. i
understand that when this hearing was first scheduled, the Committee
was interested in a general description of the Reserve and the way we
maintain its readiness. Given the President's direction to the Department
last Friday, we also have a specific circumstance to discuss. So I will be
pleased to answer both general questions about the Reserve and any
specific questions members have regarding the way we are responding to
the President's direction.

I have with me at the table Mr. Richard Furi ga, the Deputy Assistaat
Secretary for petroleum reserves, who ovarsces the day-to-day operaticns
of the Strategic Petroleum Reserve, and who is charged with
implementing the exchange initiative. -

The Strategic Petroleum Reserve is the world's largest emergency
stockpile ot crude oil. It was avthorized in 1975 when President Ford
signed into law the Energy Policy and Conservation Act. We began
adding the first crude oil in July of 1977.

Today the Reserve holds 571 million barrels of crude oil. Contrary
to what a lot of people envision, the Reserve is not a typical tank farm.
In fact, very little of the Reserve's crude oil is contained in above ground
tanks. Virtually all of the inventory is stcred in deep underground salt
caverns. These caverns were created by using water to dissolve massive
cavities in the salt domes that are prevalent along the Gulf of Mexico
coast.

The top of a typical storage cavern may be as deep as 2,000 feet
underground and extend another 2,000 feet to its bottom. It is large
enough to hold one of the towers of the World Trade Center. We have
62 of these caverns at four sites i.. Texas and Louisiana. These caveins
have the capacity to hold 700 million barrels of crude oil, although, as I
said, they currently hold 571 million barrels.
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Why do we use salt caverns? One reason is cost. When we built the
Reserve, we could store crude oil in the caverns for one-tenth of the cost
of above ground. It is the most economical way to store large quantities
of crude oil. A second reason is environmental safety. At the depths of
these caverns, the natural geologic pressure will seal any cracks that
might develop in the salt formation.

This provides a very secure way to store oil and avoids problems of
above ground tank spillage and other environmental concerns.

The salt domes also permitted us to site the Reserve's storage
locations near our major refining centers. Each site is connected to
commercial pipelines and shipping terminals that also provide ready
access to refineries and distribution points throughout the country.

We can move oil into the market, if necessary, at rates up fo 4.1
million barrels per day, and we can sustain that rate for threc months. At
one million barrels per day, we can deliver oil to the market for nearly a
year and a half.

The Reserve has been u%ed once befere by presidential order to
avert a possible supply shortage. That was during Operations Desert
Shield and Desert Storm. During Desert Shield, in September of 1990,
President Bush directed that we conduct a test sale to ensure the readiness
of the Reserve.

When the Persian Gulf conflict cs»d]ated in January 1991 and
Desert Shield became Desert Storm, the President ordered a full
precautionary drawdown of the Reserve. :

Together, the two actions released 21 million barre]s of oil into the
market, vfour million in the test sale and 17 million in the full drawdown.

We have also used the Reserve on a more limited basis in the past.
This summer, for example, we exchanged 1 million barrels of crude oil
to refineries in Louisiana that were threatened with supply shortages
because of a shipping channel blockage. o

It 1996, we carried out a <hn11ar exchange because of a commercial
pipeline blockage.

In 1998, we exchanged a lower grade of crude oil for a higher grade
that was more compatible with our drawdown and delivery system.

And in 1996 and 1997, we carried out three budget-related sales in
accordance with Congressional appropriations.

This past Friday, President Clinton directed the Department to
conduct the largest exchange to date, as a way of boosting domestic oil
supplies. We are especially concerned about the critically low
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inventories of heating oil that many families will need this winter. We
believe that a temporary infusion of 30 million barrels of oil into the
market over a 30-day period will likely add an additional three to five
million barrels of heating oil this winter, if refineries are able to match
higher runs and yields seen in the past. This will be extremely important
nationwide, where distillate inventories are 19 percent lower than they
were a year ago, and it will be especially important on the East Coast,
where distillate inventories are 40 percent lower and in New England
where inventories are 65 percent lower thanlast year.

This past Monday, my office issued the solicitation for the
exchanges. We are asking companies to submit bids by this Friday. In
the bids, companies will specify how much additional oil they will return
between August and November of next year. We will choose the winning
bids and award contracts by the following Friday.

This is an important point, Mr. Chairman. The President ordered an
exchange of crude oil, not a sale. That means we will get the oil back,
. plus a bonus percentage. Bids will be awarded on the basis of which
company offers to return the largest amount of additional oil of
comparable or higher quality. In other words, we are not depleting the
Reserve, rather we will be adding to it. -

Our solicitation specifies November as the month for delivering the
crude oil. However, the three Reserve sites we are using will be ready to
accommodate earlier deliveries if the companics can make suitable
transportation arrangements. We could be seeing the first oil mcve into
the market perhaps as early as mid-Ociober.

I would point out, Mr..Chairman, that the President's decision last
Friday is one of a series of actions we are taking to prepare for this
winter. Another is the creation of a two million barrel heating oil reserve
in the Northeast. We are exchanging a small portion of the crude oil
from the Reserve, about 2.8 ‘million barrels, for two million barrels of
heating oil stocks and the storage capacity to hold them this winter.

All of our contracts are in place for the heating oil reserve, and we
are beginning to fill it. In fact, over half the oil is already in placz. And
we expect the Reserve to be fully stocked in the next few weeks, well
before the original end of October target daie.

With that, Mr. Chairman, let me conclude my opening statement and
along with Mr. Furiga, answer any questions that you and the other
members may have.

- [The prepared statement of Acting Assistant Secretary Kripowicz appears
in the Submissions for the Record on page 49.]
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Representative Saxton. Thank you very much, sir.
Mr. Furiga, do you have an opening statement, sir?
Mr. Furiga. No. I don't.

Representative Saxton. Would you just say for the record who you -
are and what your position is? You will have to pull the microphone
closer. '

Mr. Furiga. My name is Richard Furiga. I am the Deputy
Assistant Secretary for the Strategic Petroleum Reserve, and as such, [
oversee the operations of the office here in Washington, D.C. and our
proiect office which is located in New Orleans.

Representative Saxton. Thank you very much. Are you going to
answer questions also or do we direct our questions all to Mr. Kripowicz?

Mr. Kripowicz. If you would direct them to me, Mr. Chairman, if
I can't answer them, I will have Mr. Furiga help me.

Representative Saxton. As you know, I have thought that it would
be a good idea to use some of the Strategic Petroleum Reserve for
purposes of increasing supply. As I said in'my opening staternent, last
winter was particularly difficult in the Northeast, where there is such a
high reliance on home heating oil for purposes of homeowrners heating
their homes. :

As aresult of the situation that I described in my opening statement,
* in February, I wrote a letter to Secretary Richardson and asked hin to
consider doing something similar to this, and at that time he was opposed
to it and told me so. Then I wrote another letter in March because the
situation had not improved and, again, the administration was opposed to
the policy that is today the administration's policy.

Then on September 15th of this year, I wrote another letter knowing
things were not better. So the record of my position on this issue is quite
clear. '

Having said that, I think it would be a cruel hoax on the American
people to put in place this policy only to see prices spike again. Sol
would like to try to have you help us put into the correct perspective
exactly what it is that we can expect. So I have some questions that may
help us-to get there.

I am aware that in the recent past the OPEC countries have agreed
to increased production by, I believe, 800,000 barrels per day; is that
correct?

Mr. Kripowicz. That is correct, yes, sir.
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Representative Saxton. I believe it is also true that the OPEC
countries have had three such announcements of approximately the same
magnitude; is that correct?

Mr. Kripowicz. Yes, sir. Our calculation is that between the
OPEC countries and the other oil-producing countries of the world, that
since these first announcements that were made, approximately three and
a half to four million new barrels per day of oil are now available for the
market, or will be once OPEC starts producing this last 800,000.

Representative Saxton. Now that would be the international
market, wouldn't it?

Mr. Kripowicz. Yes, sir.

_ Representative Saxton. How does ihat relate to additional imports
into the United Statcs?

Mr. Kripowicz. Our level of imports, as I recall, has risen slightly
over the past year. I think it has to do with overall supply in the world,
not necessarily directed at the United States. A lot of those imports could
have been comirg from other stocks. '

Representative Saxton. Now, is this mcreased production which
results in increased imports into the United Statcs, how does that relate
t0 30 million barrels per month? Jn other words, the release of petroleum
product from the SPR, 30 million barrels sounds fike a lot, but on the
other hand, if you look at it in a different way, I read this morning that it
is about a day and a half's supply tor the American consumer. How does
the OPEC increase in production relate to that kind of i mcrease that we
expect from the rele€ase frorn the SPR?

Mr. Kripowicz. The overall world production is approximately 75
million to 76 million barrels a day, and our use is approximately 25
percent of that or 19 million barrels a day, so our increase of 1 million
barrels a day is approximately a 5 percent increase in the amount of oil
that would be available on U.S. markets. I would point out that as little
as a two million barrel swing in the amount of oil in the world markets
has been responsible largely for the large increases in oil prices over the
past year and a half.

Representatlve Saxton The OPEC countries withholding
production, you ar= saying?

Mr. Kripowicz. It is a combination of reduced production and then
later increased demand. So, you know, a small amount of oil in the
neighborhood of a few million barrels, even though there are 75 million
barrels a day produced in the world, has a large impact on price.
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Representative Saxton. Do you expect the 800,000-barrel-per-day
increase — announced increase, we hope it takes place, and other
increases that have occurred to make a significant impact on oil supply
in this country?

Mr. Kripowicz. The indications from our Energy Information
Administration are that the combination of the increases by both OPEC
and other world producers will allow for the beginning of the resumption
of inventory building that needs to take place in order for prices to
stabilize.

Representative Saxton. And then if we are beginning to increase
supply, does that mean that it should increase enough to hold prices down
this winter?

Mr. Kripowicz. Again, our Energy Informatlon Administration
believes that over the next few months the prices should remain relatively
stable, but then will start decreasing after the winter months.

Representative Saxton. So you' expect stable prices this winter?
Mr. Kripowicz. According to our projections, yes, sir.

Representative Saxton. Let me moveon to another subject that has
been of interest to me: There seems to be conflicting reports about
existing spare reﬁn'ng capacity, as Senator Bennett pointed out in his
opening statement. I too have heard that we are at 96 or 97 percent of

refining capacity. Several analysts have reported that refineries are
currently producing at near capacity, and Secretary Richardson said
¥riday that U.S. refineries have spare capacity. Whatis the situation with
respect to refining capacity at this time, in your opinion?

Mr. Kripowicz. My understanding is that the average utilization is
approximately 94 to 95 percent right now, but we are going into a period
where refinery capacity is usually somewhat less utilized so that if the
refineries produce at higher rates, we will be able to get,as I said in my
testimony, some three to five million barrels more heating oil for stocks
out of the 30 million barrels we intend to release. Generally speaking, at
this time of the year there is a lot of maintenance done in the refineries
and their utilization drops considerably. Ibelieve Secretary Richardson
is going to meet with the refiners later this week to talk to them about
deferring some of that maintenance and keeping their high ievels of
utilization in order to produce more heating oil.

Representative Saxton. Common sense tells me that this time of
the year, beginning in October, would seem to me to be the time of the
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year when refinery capacity would be more fully utilized, getting ready
with product for November and December. Is that not true?

Mr. Kripowicz. Typically, to my knowledge, is that in September
and October is when the refineries usually do maintenance turnaround so
their capacity utilization is somewhat lower. Capacity utilization in the
tefinery industry is always very high. It is usually at least 90 percent or
higher even during turnaround time. So we are not talking about going
from very low to very high utilization.

Representative Saxton. Tell me about the inventory situation.
How are our inventories of oil at this time?

Mr. Kripowicz. Senator Kennedy had some charts up there that
came from our Energy Information Administration. There is no question
that crude oil stocks are helow normal levels this year. They are at 289
million barrels, which is at least 25 million barrels below what would be
the normal lower limit. For crude inventories, I have some updated
information from this morning that shows that nationally we have 115
million barrels of distillate product, which is 21 percent lower than last
year; and for the eastern region of the countsy we have 40 million barrels,
which is 42 percent below last year's levels. For New England heating
oil, which is the concern that we have and why we are releasing the
reserves, there are 4.3 miilion barrels of stocks in place, which is 70
percent below last year's levels. So we are indeed in a very tight
tnventory situation.

Representative Saxton. 1s there a relationship bstween the
inventory levels and subsequent price levels?

Mr. Kripowicz. Price levels are determined by demand, basically
by supply and demand. If you have a lot of demand and low inventories,
the natural result is higher prices.

Representative Saxton. So in summary, since my five minutes
have expired, you believe — or are at least hopeful — that the increased
production by OPEC countries, with the release from the SPR, coupled
with the needed excess refining capacity, would produce enough cxtra
product on the market to stabilize prices this winter? Is that what you
said, essentially? :

Mr. Kripowicz. Stabilize them at higher prices than they were last
year but stabilize them, yes, sir. Now if there are unusual weather
circumstances, there could be some significant volatility in prices, and
that is always the case.

Representative Saxton. Now let me clarify again to be sure. Did
you just say at higher levels than last year?
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Mr. Kripowicz. Yes, sir.

Representative Saxton. So you believe again this winter, in spite
of the current administration policy, which [ am not fighting with, that we
could see prices spike above where they were last year?

Mr. Kripowicz. Iam talking about nominal prices, not necessarily
spikes in price. Idon’t know —Iam not predicting any spikes in price but
Iam saying if, for instance, the price of heating oil in New England could
average around $1.32, which is—

Representative Saxton. It went to $” 00 laot year.

Mr. Kripowicz. But not an average. On averagg, it was much
.lower than that. :

Representative Saxton. Do you expect there to be a spike ofup to
$2.00 or above this year?

Mr. Kripowicz. We are not predicting any spikes, sir. Those are
very hard to predict. If you have normal weather and the production that
we project, then there wouldn't be any price spikes.

Representative Saxton: So it sounds like you are hopeful there
won't be price spikes?

Mr. Kripowicz. Yes, sir. -

Representative Saxton. But you don't know that?

Mr. Kripowicz. Yes, sir, we can't predict that.

Representative Saxton. It is very important that we don't leave the
impression with the American people that we have provided an ironclad
fix to this problem and then have a price spike occur or prices rise, let us
not even call it a spike, prices rise to last year's levels o above and find
out that their government has put in place policies that they said would
work and it didn't work.

I think that is crucially important, and at the same time, if there is
going to be a bad situation with heating oil this winter in spite of the fact
that I have advocated certain programs that you have subsequently putin
place, I don't want them to hear you or :ne or Senator Kennedy or
anybody else say this is going to fix the problem if we don't think it is.
That is why I am so persistent about this point.

Mr. Kripowicz. If things remain normal, there should be no price
spikes. There is no way that we can guarantee that that won't happen.
We can't guarantee that there won't be bad weather and disruptions in
shipping because of freezes or other things of that nature.
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Representative Saxton. Senator Bennett points out that this year's
average price is still higher than last year's; is that correct?

Mr. Kripowicz. Yes, sir.

Representative Saxton. Do we expect the current policy that has
been proposed to lower average prices?

- Mr. Kripowicz. A 30-day release of oil trom the Strategic
Petroleum Reserve will only have a temporary effect on prices. Overall,
because of the increases in production from OPEC and other countries,
our Energy Information Administration projects that the prices of oil will
gradually decrease over the next six to nine months.

Representative Saxton. Senator Kennedy.
Senator Kennedy. Thank you, Mr. Chairman.

Let me just come back to this issue about what we might be able to
anticipate through the winter. I think you have made the point that the
release of several million barrels of o1l does have an impact, a ripple
effect, within the worldwide industry that is not insigniiicant and that the
swing of two or three million barrels even a day in a world that is
consuming 77 million, has at least, as you related, a positive impact of
lowering the costs for consumers. Letus get back to the home heatiug il

now. . :

We have, as you h'averpointed out, with the announcement of the
Oresident, tinee to five million barrels that will be available in the
Northeast and now you have also indicated that there is an expectation
that there will be some increase in terms of produciion. 1 wani to know
what is going ‘o happen after 30 days. Are we going to be able torely on
a continuation of some release if we are not going to get this increased
production, if we are going to see a drawdown in terms of these reserves,
if we are going to have an increase or a lowering of the temperatures up
there in New England? What will be your recommendations — if that
circumstance develops? Because we are glad, as we look down the road
now, and we are reassured by what you are saying, but we understand
that you are going to have to make a decision reasonably quickly.

We were mindful last year when this whole issue developed and the
administration didn't release or swap, the answer that we received from
them, it they let the oil go out then, take the time to refine it, and by that
time the weather would get warmer and that is why there was a good deal
of resistance to doing it. A big point is being made about a changed
posttion by some people because they were against it at a time when it
wouldn't make any difference versus making a decision and supporting
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now where it will make a difference, and that point hasn't evidently sunk
in. Ikeep hearing it made on the television.

My question to you is, what is going to happen now, after these next
30 days or so, if we don't get an increase in production? Are we going to
have to depend upon another increase? Should we? Should we anticipate
that now so we are not going to see these kinds of swings that are going
to perhaps protect the heating oil user now, but later in February or
March send the price up through the roof?

Mr. Kripowicz. Sir, we are continually reassessing the situation.
As a matter of fact, we have instituted daily meetings to discuss the oil
supply situation and the heating oil supply situation. At the end of 30
days or sooner, if there is any indication that such action is necessary, we
will reevaluate our position. We need to look at the stocks of heating oil
and distillates and what the refiners are doing and what OPEC and other
suppliers are doing and factor all of those things together to keep after
this constantly.

Senator Kennedy. But you are not going to leave us high and dry,
hopefully?

Mr. Kripowicz. No, sir. That is our pledge.

Senator Kennedy. Let me just ask you — and that is reassuring —
with the release oi 30 million batrels from the Strategic Petroleum
Reserve over 30 days, the Reserve currently holds 570 million barrels,
what risks, it any, are there of allowing the Reserve to temporarily fall to
540 million barrels in terms of our national security? How much of a risk
is that? , o
~ Mr. Kripowicz. Senator, we think that the risk is minimal. We still
have the capability to release the Reserve at over four million barrels a
day, even with the — for 90 days, even with the release of the 30 million
barrels. So we think it has very little effect, particularly since we will he
returning the oil to the Reserve beginning early next fall.

Senator Kennedy. Yes. How long will it take to build the Reserve
back up to 570 million?

Mr. Kripowicz. We are expecting to have the oil come back {from
between August and Novembe: of next year.

Senator Kennedy. Of next year?
Mr. Kripowicz. Yes, sir.

Senator Kennedy. Didn't the administration recommend to
Congress that we buy 200 million more barrels when oil prices were low?
Do you know? '
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Mr. Kripowicz. There was never a budget request for that item,
Senator, although we did institute a royalty-in-kind program, taking some
of the oil that would have been sold for $10 a barrel and putting in the
Reserve, and we are in the process of putting 28 million barrels of
royalty-in-kind oil into the Reserve.

Senator Kennedy. Finally, why has the Congress failed io
reauthorize the Strategic Petroleum Reserve? Do you know?

r. Kripowicz. I wishIdid, Senator. The House has—

Senator Kennedy. Well, we are hearing s6 much about this issue
now by members, particularly — I don't want to say on the other side of
the aisle, because we have had bipartisan support for this particular
proposal, but at least some Senators are excited about this. But there
seemingly hasn’t been the sense of urgency in terms of the orderly
legislative process in terms of reauthorizing. [ hope we get about the
business of doing that. '

I want to thank you very much for your responses. It was very
helpful. Iwant to thank the Chairman for having these hearings as well.

Representative Saxton. Senator Kennedy, thank you very much.
I would like now to turn t» Senator Benneir.
Senator Beanett. Thﬁnk you, Mr. Chairman.

I am finding myself grateful that I live in a part of the country that
doesn't use home heating oil, althmigh the price of natarai gas has more
than doubled and my constituents are going to be paying twice as much
this winter. :

A few quick comments. I is, my understanding that one of the
reasons why refineries don't have the demand in September and October
is that the summer driving season is over and they can switch from
refining gasoline to refining home heating oil. Currently with gasoline
over $2.00 a gallon in some parts of the country, the demand for gasoline
stays high and that is one of the reasons why the refineries are operating
at 96 percent of capacity, which means if they switched io home heating
oil, they are going to have to stop making as much gascline. So would
that indicate that in an attempt to deal with the home heating oil
challenge, which you have outlined, wkhich strikes me as stark, that there
is going to be no relief out of this release from the Strategic Fetroleum
Reserve with respect to gasoline for people in those States? Is thai a
correct assumption?
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Mr. Kripowicz. No, sir. We are releasing 30 million barrels of cil
and that will go for multiplicity of products, including gasoline and diesel
fuel. : -

Senator Bennett. But if the refineries can't do it — {am not talking
about the amount of crude 6il stacked up outside of the refinery. If the
refinery is operating at virtually full capacity, which at 96 percent it is,
and it says, okay, we have to increase the amount we are making for
home heating oil, that is a sum zero game for the refinery; for the refinery
to increase the amount going into home heating oil, it has to decrease the
amount going into gasoline. The amount standing on the dock coming in
makes no difference in terms of the refinery capacity, isn't that true?

Mr. Kripowicz. If, in fact, the refineries are using all of their
capacity, and as I had stated earlier, the refineries at this time: ot the year
generally reduce their capacity utilization—

Senator Bennett. I understand that, but they are reducing the
capacity because the demand for gasoline goes down so that they can say,
all right, we now don't have to produce as much. The demand for
gasoline is not going down. The demand for gasolme atypically right
now is very high by virtue of the high prices, the demard to say give us
more gas to drive the prices down. So I think there is a bottleneck here
in the refinery that we have to recognize is going to impact here.

Let me switch to another comment that you made, because frankly,
these numbers disturb me, the. numbers you are-giving. You say we are
70 percent lower than we were last year at this point with respect i0 homne
heating oil in New England?

Mr. Kripowicz. Yes, sir.

" Senator Bennett. That is a huge gap that has to be made up, at a
time when the demand on the refineries for other products remains high.
So when you say you are going to end up with an average price higher
than last year, that strikes me as an understatement. I think the
economies and the physical capacity of this industry that you are talking
about absolutely guarantees that you are going to be higher than you were
last year. 1accept your statement that you can't predict spikes, but people
don't live on spikes. They live on the average price that they pay, and if
they are going to be paying an average that is higher than last year, which
you said they would, and I think that is absolutely dictated by the fact that
you are only — you are 70 percent lower than last year. Isay "you." I
don't mean "you" in the Strategic Petroleum. I should say "we

Last year when the prices were so high that people were stuined by
them, Secretary Richardson said we were caught napping. It justboggles
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my mind that if he was caught napping last year and the prices were so
high that it was an issue, that he could come into this year 70 percent
lower than he was last year. I don't think the executives of the oil
companies had anything to do with that. Did they? Did the executives
of the oil companies dictate that we would be 70 percent less in New
England this year than we were last year?

Mr. Kripowicz. No, sir, and the administration is taking steps; this
release of oil irom the Strategic Petroleum Reserve being one to build up
those heating oil supplies. The second is to establish the Northeast
Heating Oil Reserve, which will, before the end of Qctober, add 50
percent to the supplies that exist in the New England area.

Senator Bennett. But didn't they see this coming, with 70 percent
below last year, and last year was a crisis? It would seem to me, if  am
doing any long-range planning, last year is a crisis and I admit publicly
that I was caught napping by that crisis, I would want to be above last
year, not 70 percent below when we are coming into this. I agree with
Senator Kennedy that the concern is not what is going to happen over the
next 20 days. What 1s going to happen as you get into this whole
situation and you are going into it 70 percent farther away than you were
at this point last year, and last year was a disaster?

Now that is not technicaily the subiect of this hearing. The subject
of this hearing has to do with understanding about the release of this il
and, as I say, I simply look at what Secretary Summers and Chairinan
Greenspan and others have said that this was a mistake, but maybe we are
in such a disaster situation that we have {o do it and that it is an
emergency that has to be done. But the question that arises clearly in my
mind is how did the administration get us in such an emergency where
they are at the point where there is 70 percent, I just have to keep coming
back to this, 70 percent below where we were in a year that everybody up
here remembers as a disaster year? What got us to that 70 percent figure?

Again, it clearly wasn't the oil companies. They love to sell oil. So
somebody, if we were asleep at the switch or we were caught napping last
year, somebody clearly did it agair, it seems to me.

Mr. Kripowicz. Senator, if I may respond, the administration
moved rather quickly to try to establish a regional home heating oil
reserve because we knew that there were low heating oil inventories in
the Northeast, and when inventories did not start to increase, as they
normally do around this time, we moved to try to establish enough crude
oil supply to get another three to five million barrels of heating oil before
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the bulk of the heating season starts. The idea is to get us back up to at
least the levels that we were iast year.

Low inventories are an endemic problem, not just in heating oil but
in crude oil and gasoline and all other products, caused by circumstances
that began as long as two years ago, whenever oil prices were $10 a
barrel and production was originally cut back by OPEC. We lost
production in our own country, and over that period of time, our
inventories were reduced drastically. Twouldn't accuse the oil companies
of reducing them on purpose. Nor would I accuse the government of
doing anything to make them be reduced, either.

Senator Bennett. I don't think the government did anything
deliberately shortsighted. I don't accuse anybody of that. But I do think,
given the numbers you have given us here, not any numbers I brought
from staff, numbers you have given us here, we have to say that their
actions were, in fact, shortsighted. They may have been well intentioned.
They undoubtedly were. As I say, 1 will not impute evil motives to
anybody here.

Mr. Kripowicz. Yes, sir.

Senator Bennett. But clearly, the numbers speak for themseives.
We are facing a situation where the people in New England, by your own
testitnony, are going to-be paying a substantiaily higher level cn average
for home heating oil this year than they did last year, and that 1s if
everything works as you hope it works. If there are some glitches, which
vou appropriately say you can not predict, it will be even worse than that.

So we are facing a situation where a best case, people in New
England are going to be paying higher prices on the average this year
than they were last year, even if everything works out.

Mr. Kripowicz. Yes, sir.

Senator Bennett. Okay.

Mr. Kripowicz. If I may add one other thing. It is that the
administration has worked very kard over the past year to have OPEC and
non-OPEC producers increase their production, and that has resulted in
an additional four million barrels a day that are now available for use.

Senator Bennett. That gets back to the commernt in my opening

statement. They may have worked to try to get OPEC nations to increase

" production, but at the same time, for eight years, they have been doing

everything they can to make American producers produce less, not only

with respect to oil but every other form of energy. But that is a debate for
another tiine.
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Representative Saxton. Senator Bennett, thank you very much.
Mrs. Maloney.

Representative Maloney. Thank you. Thank you very much. As
we were discussing, one of the contributing factors to the high price of 0il
is the depletion of inventories, and as you testified we are 70 percent
below or lower in the inventories of the private sector. So my question
is, why have U.S. refineries allowed inventories to fall so low?

Mr. Kripowicz. This is, Congresswonian Maloney, this is part of
the answer that I was giving to Senator Bennett, it is a long process that
started with oil prices being $10 a barrel in 1998 when we had excess
inventories, and OPEC cut back production. We lost production in the
United States because it became uneconomic and we began to utilize the
large inventories, both in the United States and across the world, because
there was not enough production to meet demand. In addition, demand
increased tremendously, both because of economic activity in the United
States but also Asia has recovered from the period of recession they were
in whenever oil prices were $10 a bairel. So all of those inventories were
used up partly by decreased production and partly by increased demand.

A secend thing that is nccurring in the market is that with existing
high prices, with iow iuture prices, there is no incentive for anybody to
store oil in inventory because they would be selling it to a market where -
prices are going to be lower. So there is no incentive. If prices stabilize
with increased production and they becoime closer to what tuture prices
are, then there wili be some more incentive for refiners to store product.

Representative Maloney. I guess the maiit question is how do we
use tnis opportunity to make sure that this doesn't happen in the future?
The line of questioning seemed to indicate that the government was doing
something that interfered with the private sector maintaining inventories,
but is there some way we can work to make sure that — or work where
this does not happen in the future? You testified that this was a
short-term approach to the high cost. Is there some way that we can
encourage refineries to replenish their inventories and use this
opportunity for future economic stability, oil stability?

Mr. Kripowicz. - [ think it is a long-term question, although it may
not be in terms of many years but it is certainly in terms of many months.
We need to increase production to meet demand and to somewhat exceed
demand so that we can have enough oil to-start restoring inventories.
Once they are restored to normal levels, then we shouldn't have the
problem of high prices because of shert inventories.
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Representative Maloney. How much oil is the royalties-in-kind
program expected to bring into the Reserve over the next year?

Mr. Kripowicz. We have already processed 10 million barrels into
the Reserve, and we have another 18 million barrels which will be
delivered in the next year.

Representative Maloney. Could you clarify for us how the swaps
work from the Reserve, and what happens if oil continues to rise in price;
will 0il companies be obligated to repay the oil even though it might be
more expensive than it is today?

Mr. Kripowicz. Yes, ma'am. Our solicitation asks for bids for
returning the oil between August and November of next year, at least on
a one-for-one basis but, you know, we expect the offers to be
considerably more than one-for-one, and once based on the anticipated
market conditions, the bidders propose a certain amount of oil to be
returned to the Reserve; even if market conditions change, if prices are
not actually lower but higher next summer, they would still have to return
the same amount of cil. So there is not a price adjustment. The contracts
are on strictly a quantity-for-quantity basis. '

Representative Maloney. Oh, [see. And how long does it take for
oil, once released from the Reserve, to get to people's homes in the form
of heating o0il?

Mr. Kripowicz. That is sort of a variable number. Within days of
release, or of signing the contracts, the oil can actually be released to
refineries and we can get it there within a week. Once it is refined, it
would take, in some cases, a minimum of a couple of weeks to deliver
that refined product to, say, the Northeast. So we are talking about
anywhere from a month to two months, but generally speaking, we
believe that if the oil is delivered on our schedules, that the refined
product will probably be available by the end of the calendar year.

Representative Maloney. Vice Presidential Candidate Richard
Cheney has called for more oil exploration and drilling in the Alaskan
wilderness. Would you comment on that’proposal?

Mr. Kripowicz. The administration does not support drilling, as the
Congresswoman is aware of. The administration has actively opened up
the National Petroleum Reserve in Alaska for oil drilling and continues
to pursue aggressive oil sales in uther areas of the country such as the
deep offshore Gulf Coast where we have had large increases in
production and in other areas in Alaska.
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Representative Maloney. I guess more broadly, how much oil is
available in the currently known oil fields arcund the world? And based
on current consumption patterns, do we have any idea how long this oil
will last?

Mr. Kripowicz. I don't have those numbers available at my
fingertips, Congresswoman, but I can get that information for the record.
Our projections are, for example, that through 2020 the projections of our
Energy Information Administration are that there is enough oil for
production at prices nominally less than what they are today.

Representative Maloney. What would have happened to oil prices
had the President not authorized a release from the strategic oil reserve?
We are seeing them drop, what, $7.00 so far? But what would have
happened? ‘

Mr. Kripowicz. I am not sure I know the answer to that question.
It is clear that when you add more supply to the market that the oil prices
will go down, and they have, although this is the short-term effect. In thie
long-term, we expect that the oil prices, even absent the release from the
Reserve, would have moderated based on znticipaied production and
demand and they would have gone-down gventually.

Representative Maloney. Say if after 30 days the price of oii still
remains high, above $30 a barre], what additiona! steps might the Energy
Department be prepared to take? -

Mr. Kripowicz. We still have all of the options availabie for the
release ofthe Strategic Petroleum Reserve, or for an additiona! exchange.
We would look at all of those options and wiil continue to tollow all of
those options, as I said to Senator Kennedy, because of the seriousness
of the situation.

Representative Maloney. Could you just shate with us what
programs are available now to hclp people cope with the rising price of
0il? Are these programs limited by region, income, or some other
. criteria?

Mr. Kripowicz. The programs that are available are the LIHEAP
programs, and they do have formulas for both income and distribution to
the various states. I think the President just released an additional 400
million in low income energy assistance last Saturday.

Representative Maloney. I would like to give you a letter that
Commissioner Rainer sent to me expressing concern about the movement
in Congress to move off the exchange, the futures trading and oil. The
way I know what oil prices are is that I see it on the exchinge. 1open up
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the paper. It is on the exchange. Their argument is if we move it off the
exchange, they will not be able to audit or monitor what the future
exchange rates are for oil. Could you comment on this? Is this — I see it
as a problem because that is how I understand what is going on, and I can
see if it is not on the exchange that it would be hard for me and other
consumers, and really policy people who are concerned about the price
of oil, and unlike financial instruments that are infinite, it is a commodity,
oil is a commodity, it is a very finite product and it seems to me it should
be on the exchanges as is corn and other commodities.

Mr. Kripowicz. Ma'am, that is not my area of expertise. [ would
be happy to take a look at the letter and we will provide some comments,
but I don't have the expertise to be able to say, other than the fact that it
makes sense; to be able to know what those prices are.

Representative Maloney. It seems like common sense. We have
bipartisan support on keeping the exchange transparent so that consumers
and everyone ¢lse knows what is going on.

Thank you very much for vour testimony and for being here ioday.
Representative Saxton. Thank you, Mrs. Maloney.

Before I recognize Mr. Pitts, [ would just like to comment on Mrs.
Maioney's questionrelaiive to inventories. Ycu indicated that there 1sno
incentive. I want to make sure I understand. Let me just say this, and
then you tell me if what I interpret is correct. I have information from the
Department of Energy that there may be some expectation that oil prices
will begin to decrease at some point in the future.

You say here the growth of non-OPEC oil has played a significant
role in the erosion of OPEC's marketshare over the pasttwo decades, and
then you go on to discuss this issue, and you conclude that prices may
begin to come down because of the looser grip that OPEC will have on
supply. Therefore, is what you are saying about inventory that because
prices are high today and it would cost refiners a significant amount more
to put in place inventories today than they might expect it to cost
sometime down the road, is that what is causing the lack ot incentive?

Mr. Kripowicz. It is a question of what you expect to be able to
. sell something for, and the original cost. So that if you are buying very
expensive oil now, you want to be able o s¢ll it now while the prices are
still high. There is no incentive to hold the inventory if you expect prices
to drop. If the futures prices were somewhat higher, or near term prices
lower then there would be incentive to store and wait for the higher
prices. That is the effect of a very large difference, which there is now
of $5 or $6 between current prices and future prices. It pays a refiner to
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ship the product immediately, and it pays whoever is storing that product
to get rid of that product as quickly as they can while prices are still high.

Representative Saxton. Thank you very much.
Mr. Pitts.
Representative Pitts. Thank you, Mr. Chairman.

Mr. Kripowicz, there seems to be a good deal of confusion as to the
criteria or the mandate for using the Strategic Petroleum Reserve. What
constitutes a crisis? What ob]eg,tlve criteria exists for using the Reserve's
mandate?

Mr. Kripowicz. Mr. Pitts, the Energy Policy and Conservation Act
spells out criteria that the President needs to use in order to draw down
the Strategic Petroleum Reserve, and I will talk about that in a second.
But in this case, what we are doing is an exchange and not a sale, not an
actual drawdown. Since we are exchanging oil are going to get it back.
So the President did not have to strictly adhere to these particular
guidelines, although he still used the ovzrall basis for the program that
the supply of heating o) would be very short and that was the reason for
the exchange. The criteria for an actual sale from the Reserve are a little
more stringent. 'What ihey require is a national ecergy supply shortage
ot significant scope and duration, which will cause a major adverse
impact on the national cconomy, which would result — which is likely te
result from either an interruption of supply of imported products or
domestic preducts, or some act of God, and those things are spelled out
in the law and are reviewed very carefully before the President would
actually decide whether or not to inake a release from the Reserve, to sell
the oil rather than to do sorething like an exchange.

Representative Pitts. What are the actual criteria for using an
exchange versus a drawdown or sale?

Mr. Kripowicz. There are no established critena for an exchange,
although the President clearly made his decision based on the fact that we
could provide additional supplies of heating oil, which were in short
supply in the Northeast.

In addition, one of the requirements of an exchange that we have

used for all of our other exchanges that we are using here is that we will
actually acquire more oil for the Reserve through the exchange.

Representative Pitts. The New York Times reported that other G-7
countries are considering releasing oil from their own oil reserve
stockpiles. Is this a policy that may be adopted by other countries and is
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there a role for international coordination of such policies? What
provisions have been made for such a strategy?

Mr. Kripowicz. There is an international coordination role
whenever you have sales from the Reserve. There is not the necessity for
international coordination if you have an exchange, although I know that
we — that the Department talked to several governments before we
actually made the exchange solicitation.

Representative Pitts. You mentioned that refining capacity is at
approximately 94 percent, and that this is a time of the year the refiners
usually decrease refining to focus on maintenance. Ifrefiners are at near
full capacity, will the release from the Reserve and the increase in
refining capacity increase the cost.of refining?

~ Mr. Kripowicz. We don't believe so, or if it does, it would only be
amarginal increase. The refining industry has been able to produce at 98
or 99 percent capacity with very little increase in cost.

Representative Pitts. If the refiners Liave to delay :naintenance,
what exactly does that mean for refiners, their ability to maintain
production, the impact on the euvironment?

Mr. Kripowicz. Probably experts in that 4on tsit at this table, but
1would say that for short periods of time delay of maintenance would not
be a problem. If you were talking about delaying maintenance for
significant periods of time, then you might begin 1o run into operational
problems. :

Representative Pitts. What abouf the impact on the environment?

Mr. Kripowicz. The refiners are required to meet the environ-
mental standards and guidelines that they operate under, and we are not
asking that those guidelines be waived. :

Representative Pitts. Finally, according to the plan-—

Representative Saxton. Mr. Pitts, if I inay, something is wrong —
that red light should not be on. You have almost four minutes remaining.

Representative Pitts. Thank yon, Mr. Chairman. According to the
plan, oil refineries will replace oil in the Reserve. If demand or prices do
not fall to an equitable level, what ¢ffect wiil this have on the refineries’
ability to replenish the Reserve?

Mr. Kripowicz. It will be more expensive for them to do so, but the
government will still get its oil. The risk falls on the purchasers of — or
the exchangers of the oil. When they take the oil, they take the risk in the
future markets and if, in fact, prices stay up and don't go down, then it
will be more expensive for them.
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Representative Pitts. It will cause an increase in prices, is that
correct?

Mr. Kripowicz. What I would suspect would happen is that the
exchangers would come back to us and ask us to further delay the
exchange and create even additional oil for the Reserve while they bet on
the futures market again.

Representative Pitts. Thank you, Mr. Chairman.
Representative Saxton. Thank you very much, Mr. Pitts.
Mr. Watt.

Representative Watt. Thank you, Mr. Chairman. [appreciate the
Chairman having the hearing and I appreciate the Chairman being
balanced in his approach and comments on this issue.

1 do have some concern that some of the other people on: the other
side who have asked questions and made comments may not be quite as
balanced about this and may be impliedly suggesting that this
acininistration has more blame than I believe it has, and that perhaps
there is a revisionist view on their part of the histery of the Republican
Party's invoivement in this and a numiber of Republicans' involvement in
this. SoI'would like to spend a minute or two, since [ didn't get a chance
10 have an opening statement, kind of setting the record straight here for
everybody that wants to have the record set straight. -

My research indicates that when President Bush sold oil from the
Strategic Reserve during the Gulf War, prices were actually lower than
they are now and that President Bush stated that the release ot oil was not
for national security reasons but to, quote, “calm the markets,” closed
quote, is what he said at that time.

In 1996 Republicans twice passed laws requmng the sale of oil
from the Reserve, a total of over 28 million barrels, to help pay for
budger priorities. That is 1996. In 1999, Republican leaders Dick
Armey, Tom DeLay, Roy Blunt and 35 others introduced a bill that
would have eliminated the Departinent of Energy and abolished the
Strategic Reserve, and since the Republicans have been in control, they
have let the President's authority to fully use the Reserve iapse three
times, totaling I3 months, and in 1999, they blocked the proposal to buy
10 million barrels of oil for the Reserve when crude prices were $10 a
barrel, not anywhere close to the 30-some dollars a barrel they are today.

So I think we need to set the record straight here before we start

implying that there is some blame here that should be on cur side on this
issue.
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Additionally, since I have been here, my Republican colleagues have
spent the last five years cutting conservation and renewable energy
programs, and for those of you who are trying to blame this on us, we
understand that supply and demand operate in this equation, not just
supply. So despite the fact that the Republican presidential candidate has
called for more spending on energy conservation, Republicans have
underfunded solar, renewable and conservation programs by $1.2 billion
below.the President's funding request since 1995, $1.3 billion less.

In 1995, Republicans cut energy efficiency programs by 26 percent,
dropping funding from $1.117 billion in 1995 to $840 million in 1996.
If they had not cut the Weatherization Assistance Program by 50 percent
" in 1995, over 250,000 more households could have helped decrease the
demand for heating oil this year. So, again, supply and demand both play
into this. :

They have also failed to support domestic producets by passing
proposals for tax credits to keep marginal wells in production and buying
domestic crude during times of low prices.

So I think we ought to understand that this is a very complex issue,
and this is not the time to be pointing fingers across the aisle at each other
and pretending that in this election year, the Democratic presidential
candidates, or a Democratic Congress, has real responsibility for that.

Even in this Congress, when heating bills will be over 30 percent
higher this winter, this Republican Congress has yet to pass a bill to fully
authorize the President to create 2 Northeast Heating Qil Reserve.

On June 15, Republicans voted down a Democratic proposal to buy -
$10 miilion in fuel for a home heating oil reserve, and the American
Petroleum Institute reported last week that heating oil inventories are 20
percent lower than last winter and, of course, the witnesses have attested
to that. o

In 1995, my Republican colicagues voted io eliminate the Low
Income Home Energy Assistance Program, and in 1996 they proposed
counting LIHEAP assistance against the income limits for food stamps
and tried to force disadvantaged families to choose between food and
heating their homes.

So this is an issue that has been going on awhile, and I think the
Chairman of our Committee has been very balanced in his approach, but
I want to be clear that since I may have next to the last word on this, I
know the Chairman is going to have the last word on it, that those of us
who are casting stones and aspersions about this issue should not be
doing so. This is a complex issue. 1 personally support what the
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President has done to deal with this, what we hope - - what we all hope,
I hope on a bipartisan basis, is a short-term shortage, but we have got to
continue to do whatever we can to increase supplies, alternative sources
of fuels and to reduce demand; and all of those things have to play into
the equation if we are going to have any kind of security in this area in
the future.

[ appreciate the Chairman giving me some time, and I will be happy
to yield back whatever time [ have.

Representative Saxton. Thank you vzry much, Mr. Watt.

For a minute there [ had my eyes closed and I dreamt I was at the
DCCC listening to a conversation, but anyway, I would like to yield for
a final thought to my friend, Senator Bennett.

Senator Bennett. Well, thank you, Mr. Chairman. 7 listened to
Congressman Watt and [ accept his rebuke for partisanship. Ihope it is
a bipartisan rebuke because we started off with the demonization of oil
companies and an attack on oil companies, and the rhetoric that has been
in the presidential campaign. I dc agree absolutely with Congressman
Watt that this is a very complicated issue. It 15 a long-term issue, and
while I would maybe have a different interpretacion, Mr. Watt, than you
do with respect to some of the congressional actiens you have described,
{ do sustain my belief that this administraiion has, in fact, pursued an
overall policy that has discouraged erergy creation :n tire United State:s.
I have seen it in my own state.

I have seen it throughout the West where a very large percentage of
our natural resources for energy exists. We have seen it in the bills the
Congress has passed that wouid increase American production of energy’
sources, which the President has vetoed, and in my opening statement,
the reference by Thomas Friedman, who is not a Republican, indeed if
you read his column regularly, you know he is not a Republican, I do not
expect that he will vote for Mr. Bush, but he is scathing in his
denunciation of the long-term neglect of energy sources in the United
States. And I add the additional comunent about refineries hecause no
matter how much energy you have, it all has fo go, in terins of hotne
heating oil and gasoline, through a refinery, and I have seen, again,
firsthand in my own state, the environmental policies of this
administration discourage and ultimately in some cases — discourage the
building of refineries, in some cases torce the closing of refineries, so
that our refinery capacity becomes the bottleneck through which all of
this is going.
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Representative. Watt. Will the gentleman be kind enough to yield
briefly?

Senator Bennett. Sure, I will be happy to.

Representative. Watt. I just want to make the point that I think
there is enough blame to go around for both sides. I am not trying to say
that this is you-all's fault or our fault. Ithink there is enough blame to go
around in the public sector, in the private sector, you know,
compensation, failure to conserve. None of us is exempt fromn the blame
here, and I don't think we do ourselves much of 1 service to get into the
blame game here. We need to try to roll up our sleeves and come up with
a sounder policy in the future that keeps us out of these kinds of
situations.

So 1 think I generally agree that there is plenty of blame io go
around.

Senator Bennett. On the last final comment from me, I have just
purchased a vehicle that gets 70 miles to the gallon, so I am doing
whatever little bit I can to deal with the conservation issue. The fact that
rny six children have now left home has a great deal to do wi th it because
it has only two seats, and for most of my married life, I couldn't handie
that.

Thank vou, Mr. Chairman.

Representative Saxton. Well, thank you. I wou'd like to thank all
the Members of the Joint Economic Committee for having been here
today, and Mr. Kripowicz and Mr. Furiga, thank you for being here. The
purpose of today's hearing was to get the facts out on the table. 1think
for the last hour and 40 minutes or so we have been able to do that. So
[ would like to thank everyone for their participation and I hope that we
have taken a small step in moving the process forward to solving what is
obviously a very, very serious situation in our country, particularly in the
northeastern part of our country. Thank you very much, and the hearing
is adjourned. -

[Whereupon, at 11:45 a.m., the hearing was adjourned.]
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SUBMISSIONS FOR THE RECORD

PREPARED STATEMENT OF
REPRESENTATIVE JIM SAXTON, VICE CHAIRMAN

I am pleased to welcome our witness, Assistant Secretary Robert
Kripowicz, before the Joint Economic Committee (JEC) today. Although
it was not planned this way, this hearing on the Strategic Petroleum
Reserve (SPR) appears to be especially timely. The purpose of the
hearing today is to examine the SPR in the context of U.S. energy policy.
In recent days there has been tremendous interest in the SPR, but a lot of
important questions remain unanswered. One such important question
relates to the various possible methods of tapping the SPR and whether
they would prove etfective in the short run and in the long run.

The hearing today is not intended to promote any particular point of
view, but merely to examine the underlying facts. These include the
amounts of o1} in the SPR and home heating oil reserve, the quality of this
oil, the mechanics of releases through swaps and their effects on prices
and supplies, and the physical removal of the oil from the SPR.

Since last winter I have been on record favoring & release of oil from
the SPR to deal with shert-run shortages, especially for home heating oil.
{f market forces were. determining oil orices, an SPR release would be
problematic, but is less so when the siate owned firmis of the OPEC
countries are exercising their monopoly power. An SPR release would
counteract OPEC's arti-market policies — at least in the short-run -- when
inventories are low. '

In addition, the use of the oil weapon by some countries makes a
counter-action appropriate in the short run. OPEC's restraint of oil
supplies reflects the influence of the hard line price hawks within the
cartel. Moreover, Iraq also exports a significant amount of o1l'to the U.S.,
a factor that could threaten the U.S. yet again.

However, an SPR release is only a temporary measure and is not a
panacea. The U.S. must do everything in its power to undermine the
OPEC cartel and its monopoly power over supply and prices. The health
of the national and international economy is very positive, but it has ied
to higher demand for oil, and OPEC has moved to fully exploit this
development. U.S consumers and taxpayers are paying a heavy price for
this OPEC exploitation.

Even as they put the squeeze on U.S. consumers, several of the
hard-line OPEC price hawks and other OPEC members and allies are
currently receiving U.S. taxpayer subsidies through the Intcrnational
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Monetary Fund (IMF). I have introduced legislation mandating the U.S.
executive director of the IMF to oppose riew loans to OPEC members and
allies who exercise their monopoly power to the detriment of the U.S.
economy, but much more pressure on OPEC is also needed. Currently,
Venezuela, Indonesia, and Algeria are all recelvmg IMF subsidies at the
expense of U.S. taxpayers.

Fortunately, new exploration and extraction technologies are leading
to the discoverv of vast new oil deposits that can be tapped in more
efficient ways. As the former Saudi oil minister has acknowledged, the
OPEC's days are numbered. However, today we are focusing on the short
run problem and whether it can be effectively addressed through the SPR.

I would like to thank Mr. Kripowicz tor his appearance before the
Committee today.
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September 27, 2000 (202) 224-2633

STATEMENT BY SENATOR EDWARD M. KENNEDY AT THE
JOINT ECONOMIC COMMITTEE HEARING ON
THE STRATEGIC PETROLEUM RESERVE

The Strategic Petroleum Reserve is an important resource for the nation’s security, and I
commend Chairman Saxton for calling this hearing on its capabilities. This is a timely subject of
urgent importance to millions of Americans.

Families in the Northeast cannot keep warm just on the plans and promises that have
been circulating as the winter approaches. While many discuss long term solutions to the
nation’s energy problems, short term inventories of home heating oil have become ominously
low in our region. Today, inventories are 40% lower than last year in the Northeast, and 65%
lower than last year in New England.

Last year was an unusually warm winter—but because inventories were low, families
throughout the Northeast were hit with $2 a gallon heating oil costs, while families in other
regions paid almost $1 less. Had last winter been colder than normal in New England, the
shortages and emergencies could have been much more severe.

Clearly, something had to be done about the low current inventories. Last week,
President Clinton took decisive and timely action by tapping the Strategic Petroleum Reserve for
30 million barrets of crude oil over 30 days. This SPR release was the only realistic way to
increase inventories of heating oil in the Northeast. The Energy Department projects that the
increase will be 3 to 5 million barrels by November, or 10% above existing inventories. The
alternative to the SPR release was to do nothing, which would have been unacceptable in the
face of the serious potential risks.

It's disappointing, therefore, that some have criticized last week’s SPR releaseas
political. The SPR release has already proved to be a useful option, and it was probably the only
option. No one has proposed another practical solution to our region’s short-term heating oil
needs. Those needs are i diate and overwhelming, and Republicans had joined
Democrats in asking the Administration to release SPR oil, including Senators Roth, Specter,
Jeffords, Chafee, Collins, and Snowe, along with our distinguished Chairman, Congr
Saxton, and Congressman Ben Gilman, the Chairman of the House International Relations
Committee, and a number of other House Republicans.

-more-

3N
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Releasing oil from the Strategic Petroleum Reserve was sound policy. In addition to
bipartisan support in Congress, the G-7 Finance Ministers and Central Bank Governors called the
decision good for the world economy, and issued a statement in support of it. Certainly,
American truckers and consumer groups were pleased with the decision to increase distillate
stocks. The market itself has shown its approval. The price of November crude oil has dropped
over $6—or 15%—between the day we had urged Secretary Richardson to release SPR oil, and
this moming. )

_ We are also interested in ways that Congress can strengthen the Strategic Petroleum
“Reserve. It currently can store 700 million barrels of crude oil, but Congress has only provided
funds for 571 million barrels. Because Congress did not allocate the resources needed to fill
SPR when oil was $10 a barrel, we now face costs of over $30 a barrel.

In 1996, Congress directed the sale of 28 million barrels to raise money for the
government. Yet now, some complain that the Administration’s decision to release 30 million
barrels of oil will jeopardize national security. Clearly, these positions are inconsistent, and I
look forward to our witness’s assessment of the relative security risks that various releases of
SPR pose to the nation, as well as what can be done to strengthen the reserve.

The nation looks to both Congress and the Administration for leadership on energy
policy. When it comes to heating homes in the Northeast, the issue is a matter of life and death
for millions of families. Cold doesn’t discriminate between Republicans and Democrats. The
Strategic Petroleum Reserve is a major part of the solution this winter, and so is increased
funding for the Low Income Home Energy Assistance Program. LIHEAP helps protect 106,000
families in Massachusetts, and over 3 million nationwide, from having to choose between
heating and eating. We need to deal with all aspects of these energy challenges, and produce
both the short-term and long-term energy solutions that the nation needs.

1 look forward to today’s hearing, and to working with my colleagues to achieve a
bipartisan energy policy worthy of this nation.

-30-
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STRATEGIC PETROLEUM RESERVE RELEASES

July 2000

April 1999

December
1998

1996

1996

1991
1990
1986

Exchange 1 million harrels for 1 03 million barrels when relm-
ery ship access hlocked.

~ Begin exchanging 28 million hal'l'els for 28 million harrels plus
~ trasportation and quality improvements.

Exchanged 11 m||I|on harpels of low grade crude n|| for 8.5 mil-
lion barrels of sweet crude that is more valuahle and easier to
refine.

Exchange 900,000 barrels nlus $2 million to meet Arco’s emer-
gency pipeline filling needs.

28 million barrels of oil sold to raise revenue °as directed hy

- Congress.

Irag war, 17.5 million barrels released during Desert Storm.
Test sale of 3.5 million barrels during Desert Shield.
Test sale of 1 million barrels directed by Congress.
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Oil Company Profits Exploded Over the Past Year

(profit margin increases between June 2000 and June 1999)

Unocal Corporation 872%
Phillips Petroleum 274%
Marathon Group | 203%
~ Chevron Corporation 140%
Texaco Incorporated 125%

Exxon Mobil 123%
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TWtaghington, BL 20515-3214 -

September 7, 2000

William J. Rainet

Chairman

Commodity Futures Trading Commission
Three Lafayette Center

1155 21" Street, NW

Washington, BC 20581

Dear Chairman Rainer:

On July 27, 2000, the House Banking Committee reported H.R. 4541, the Commodity
Futures Modernization Act. The intent of this legislation is to increase legal certainty in financial
derivatives markets and to enhance overall market stability.

While I am supportive of the-goals of the legislation refating to financial products, I am
concerned with language that may have the effect of moving substantial trading in energy
products off of public exchanges. Unlike unique financial derivatives products of infinite supply,
many questions remain about the susceptibility of energy products to market manipulation.
Investigations of the energy markets are currently ongoing and energy prices are near all-time
highs. Under current circumstances, I do not believe it is the appropriate time to further .
undermine consumer confidence in energy prices by moving trading in energy products off of
public exchanges where they are closely monitored by your agency and where market information

_is available to the public.

As this legislation may shortly move to the House floor, I respectﬁ)lly request that your
agency forward me an analysis of the language relating to exemptions for nonfinancial products in
H.R. 4541 and the other commodity market modernization bills pending before the House.

s

Thank you for your timely response to this request.

Sincerely,

CAROLYH B. MA‘II:{)NEY
" Member of Congress
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U.S. COMMODITY FUTURES TRADING COMMISSION
Three Lafayetta Centre, 1155 21st Street, NW, Washington, OC 20581

Williara J. Rainer (202) 418-5030
Chainnan September 19, 2000 ) (202) 418-5520 Facsimile

The Honorable Carolyn B. Maloney
Member of Congress

U.S. House of Representatives

2430 Rayburn House Office Building
Washington, D.C. 20515-3214

Dear Representative Maloney:

I am pleased to write you on behalf of the Commodity Futures Trading Commission in
response to your recent letter asking for the Commission’s position with respect to language in
H.R. 4541 that would exempt energy and metals products from regulation under the Commodity
Exchange Act. :

Before addressing the specifics of the energy and metals exemptions, I would like to
emphasize the Commission’s support for swift Congressional action on legislation establishing
legal certainty for over-the-counter financial derivatives consistent with the unanimous
recommendatjons of the President’s Working Group on Financial Markets. :

However, all versions of H.R. 4541 also contain provisions that effectively exempt most.
forms of trading in energy products from the Commodity Exchange Act, contrary to the
recommendations of the PWG. As stated previously in testimony in both the House and Senate,
the Commission is deeply concerned that these exemptions are not based upon sufficient
evidence to warrant their inclusion in the legislation. One of the principal factors cited by the
PWG in recommending an exclusion for OTC financial derivatives was that nearly every dealer
in those products is either subject to, or affiliated with, an entity subject to federal financial
regulation. This cannot be said with respect to most participants in trading energy products.

The Commission also notes that the views of other agencies with responsibilities for
regulating various aspects of the cash markets in energy products have not been solicited. The
recommendations of the President’s Working Group on Financial Markets for treatment of OTC
financial transactions was preceded by nearly a year of deliberation and study by the four
principal agencies of the Working Group, resulting in 2 consensus on treatment of those
products. No such process has been undertaken by the agencies with responsibilities for various
aspects of trading in energy products, and we are therefore concemed that the potential
consequences of this part of the legislation have not been thoroughly considered.



46

The Honorable Carolyn B. Maloney
Page 2

) While the exemption in energy products is commoen to all three versions of the legislation
— those of the Committees on Agriculture, Banking & Financial Services and Commerce,
respectively — the Commerce Committee version extends the exemption to apply to metals

products, as well.

With respect to the exemption for metal commodities, the Commission has serious
reservations about the extent to which H.R. 4541 would exempt these products from the CEA.
In the Commission’s experience, metal commodities have an unambiguous history of
susceptibility to manipulation and we believe that futures and options transactions in these
commodities require full regulatory oversight by the CFTC to protect the markets and their
participants from unlawful practices. For example, in 1998 the Commission settled 2 major
copper manipulation case, in which one company acquired a dominant and controlling cash and
futures market position during 1995 and 1996 that caused copper prices worldwide to rise to
artificially high levels. That case resulted in the offending company’s paying the largest civil
monetary penalty in U.S. history to that time. In fact, the President’s Working Group Report
explicitly stated that these markets have been susceptible to manipulation and to supply and
pricing distortions and therefore recommended that they not be excluded from the CEA.

The Commission recognizes that the legislation attempts to address some of these
concerns by providing the agency with anti-fraud and anti-manipulation authority. Charging the
Commission with the responsibility to police for fraud and manipulation, however, without
conferring commensurate authority to promulgate regulations, where necessary, leaves the
CFTC inadequately equipped to fulfill those responsibilities.

While there are many important provisions of HLR. 4541 that warrant enactment, the
Commission cannot recommend that the Congress move forward on those provisions unless the
basic issues outlined here are addressed. The Commission is pleased to continue working with
you and other interested parties to reach a satisfactory solution to these important issues.

Singerely, : )

William J.\Kainer
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— Congress of the United States i
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Washingten, B 20515-3214
September 13, 2000
The Honorable Bruce Babbitt
Secretary of the Interior

1849 C Street, NW
Washington, DC 20240

Dear Secretary Babbitt: -

It has recently come to my attention that Senator Murkowski, without any committee
consideration, will offer an amendment to drastically expand the Royalty-in-Kind program. Asa
Member who has worked for years to make sure that taxpayers receive the fair amount of oil
royalty payments, 1 am extremely concerned that this proposed amendment could seriously affect
the ability of the Federal government to collect the appropnate amount of royalties from oil taken
from Federal lands.

Specifically, I am concerned that this amendment would replace the existing standard for

“fair market value” of oil sold from Federal lands with one that is vaguely worded and potentially
designed to benefit the oil industry’s legal chailenges to the recently enacted oil valuation rule.
Earlier this year, after years of industry resistance, your Department was finally able to implement
a new oil and gas valuation rule to ensure that the Federal government is properly reimbursed for
oil taken from Federal lands. The new rule requires oil companies to value oil based on market-
based spot pricing (i.¢., fair market value) instead of so-called “posted prices” which companies
determine on their own. As a result of these changes, the Federal govemnment will finally end an
industry scam that was costing taxpayers more than $66 million each year. Language to

. fundamentally redefine the "fair market value” of oil in statute could effectively undermine the
new valuation regulations. This is completely unacceptable. This issue is too important to be
rushed through Congress in the waning hours of this session.

In addition, 1 am extremely concerned that Congress is on the verge of fully authorizing a
program which has never been considered in committee and which the General Accounting
Office(GAO) expressed concern about as recently as August 1998. The GAQ is currently
reexamining the Royalty-in-Kind program to see if any progress has been made. [ strongly urge
you to oppose this legislation until we have the opponumty to hear from the GAO and the
appropriate committees on this critically important |ssue

Instead of this unnecessary amendment, [ ask that you urge the Senate to recede to the
House on the FY 2001 Interior Appropriations bill and allow the Royalty-In-Kind pilot program

PRITED O% AECYCLED PASR
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to deduct transportation and processing costs for one year. In that way, we can learn more about
the viability of the concept and also allow Congress the time to more carefully and collegially
consider this proposal. )

1 Iook forward to hearing your views on this legislation and hope you will join me in
publicly opposing it. Thanks in advance for your consideration.

Sincerely,

Carolyn B. Maloney
Member of Congress

cc: Senator Barbara Boxer
.' Senator Richard Durbin
Director Walt Rosenbusch
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Statement of Robert S. Kripowicz
Acting Assistant Secretary
For Fossil Energy
U. S. Department of Energy
Before the Joint Economic Committee
on
September 27, 2000

Mr. Chairman and Members of the Committee, I am pleased to be here to discuss the Strategic
Petroleum Reserve and the actions taken this past week by President Clinton to use the Reserve
to help avert possible fuel shortages this winter.

The Reserve was authorized in 1975 in the aftermath of the first Arab oil embargo. The Energy
Policy and Conservation Act, signed into law by President Gerald Ford on December 22, 1975,
provides that the Reserve may consist of up to one billion barrels of petroleum products. The
current plan for the Reserve, however, pmvudms for 750 million barrels of crude oil and 2 million
barrels of heating oil.

The Strategic Petroleum Reserve-consists of four oil storage sites — two in Louisiana and two in
Texas — with capacity to store 700 million barrels. The first oil for the Reserve was delivered on
July 21, 1977, and today the Reserve holds 571 miltion barrels of crude oil. The most common
measure of the relative size of the Strategic Petroleum Reserve is to compare its inventory to the
net daily volume of petroleum imported into the United States. The Reserve inventory now
equates to between 50 and 60 days of import protection.

We also are establishing a regional reserve of heating oil in the Northeast as a component of the
Strategic Petroleum Reserve. One million barrels of heating oil are to be located in the New
Jersey portion of New York harbor and another one million barrels in New Haven, Connecticut.
A portion of the heating oil stocks is already in place, and the entire 2 million barrels will be in
place early in October.

The Gulf Coast Reserve crude oil is stored in caverns that have been hollowed from massive salt
domes. These domes are common through the Gulf region, and provide the most advanced,
lowest cost, and environmentally friendly method of long term petroleum storage. Our facilities
are located near major refinery centers and connected to commercial pipelines and shipping
terminals, which allow the rapid release of oil to the marketplace.

The President’s Decision to Use the Strategic Petioleum Reserve
On September 22, 2000, President Clinton directed the Department of Energy to use the Strategic

Petroleum Reserve to help bolster domestic oil supplies, especially the critically low inventories
of heating oil that many families will need this winter.
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The Departmient of Energy will exchange crude oil from the Reserve. Companies that obtain oil
will be required to return comparable or higher quality crude oil to the Reserve in the fall of
2001. Because oil prices are expected to be lower then, the companies will return the amount
they obtained plus additional quantities as a bonus percentage that will be specified in the offers.
This ultimately will increase the amount of oil in the Reserve and enhance the nation's
"insurance" against future energy supply disruptions.

The President made the decision to carry out the oil exchange because of concerns that lagging
petroleum product inventories could create potentially severe hardships for many American
families this winter. Today, distillate inventories across the country, which include heating oil,
are 19 percent lower than they were a year ago. On the East Coast, where 36 percent of families
use heating oil to stay warm, distillate inventories are lower still: 40 percent less than last year's
levels. In New England, heating oil inventories are closer to 65 percent lower than last year.

While global oil prodiiction has been increased in recent months due in part to the
Administration’s diplomatic efforts — production increases have added three-and-a-half million
barrels of oil per day to the world market — demand continues to siphon off the extra barrels
before they move into inventories. Thus, U.S. crude stocks remain very low, and stocks of
heating oil and other distillate fuels are at critically low levels.

The President’s action will add the equivalent of a million barrels per day to the U.S. market over
a period of 30 days, a temporary infusion of oil that could begin quickly to restore a better
balance between supply and demand. The action will likely add an additional 3-to-5 million
barrels of heating oil this winter, if refineries could match higher runs and yields seen in the past.

This past Monday, September 25, the Energy Department issued the exchange solicitation from
its New Orleans office. Offers will be due this Friday, September 29. The Energy Department
will evaluate the bids and negotiate "best and final" offers next week, and contracts are expected
to be awarded on Friday, October 6. Companies offering to return the most crude oil of a
comparable or higher grade next August through November will be awarded contracts.

The solicitation calls for moving the crude oil to successful offerors during November, although
the Energy Department will be able to accommodate earlier deliveries if an offeror can make the
necessary transportation arrangements.

Statutory Authorities for Exchanging Reserve Oil
The exchange initiative is authorized by Section 106 of the Energy Policy and Conservation Act.

This section authorizes the Secretary, for purposes of implementing the Strategic Petroleum
Reserve Plan, to place in storage, transport, or exchange:
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1) crude oil produced from Federal lands, including crude oil produced from the
Naval Petroleum Reserves to the extent that such production is authorized by law;

2) crude oil which the United States is entitled to receive in kind as royalties from
production on Federal lands; and

3) petroleum products acquired by purchase, exchange, or otherwise. (emphasis
added)

Emergency Oil Sales from the Reserve A

As I've noted, the President’s action this past week has been to offer an exchange of crude oil as
a way to supplementing supplies on the market over the next two months while replenishing —
and adding to — the Strategic Reserve’s inventory next year. The Committee has also expressed
an interest in the process for an emergency sale and drawdown of Strategic Reserve oil.

The authority to draw down the Reserve is dependent on a Presidential finding of severe energy
supply interruption or that a drawdown is necessary to comply with our international obligations.
I have attached to this statement the relevant language from the Energy Policy and Conservation
Act that defines the conditions under which the Reserve can be used in this manner.

In the event of an emergency oil sale, refiners and trading companies would be the bidders for
Reserve oil under standard sales provisions which we have distributed to prospective bidders and
have posted on our web site. Knowing in advance the procedures for a competitive sale permits
companies to respond to a solicitation and the government to carry out its bid evaluation and
award process in a rapid and efficient manner.

To ensure that our operation and potential use of the Strategic Petroleum Reserve remains
consistent with the practices of private industry, we routinely meet with companies that could
potentially be involved in the use of the Reserve. Recently, for example, we have had customer
service teams visit 30 companies this year that account for 96 percent of the Nation’s refining
capacity.

This close coordination with industry is one of the primary reasons why the Department can issue
a solicitation for an emergency oil sale within 24 hours of a Presidential finding and complete the
bid process and be ready to deliver oil to successful offerors within 15 days.

If called upon to counter a major disruption, the Reserve can supply il to commercial buyers at a
rate of more than 4.1 million barrels per day for 90 days. During this time, the Reserve would be
the equivalent of the fifth largest oil producing country in the world.
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After the 90-day maximum drawdown period, the rate of oil release would decrease as stofage
caverns are emptied. At one million barrels per day, the Strategic Reserve could supply a steady
flow of crude oil to the market for approximately a year-and-a-half.

The large volumes of oil and the rapidity with which it can be moved into the marketplace makes
the Strategic Petroleum Reserve a formidable deterrent to countries that might consider using the
flow of oil into world markets for political leverage.

Since the creation of the Reserve the only time a President has made such a finding was during
the Gulf War in 1991, at which time the Energy Department offered nearly 34 million barrels and
sold about 17 million barrels of Reserve oil.

The Need for Reauthorizing EPCA

As Members are aware, the Energy Policy and Conservation Act (EPCA) expired on March 31,

2000. Our General Counsel staff and senior legal staff at the Department of Justice, however,

have concluded that the authorities of EPCA to manage the Strategic Petroleum Reserve have

been effectively extended by Congressional enactment of current year (FY2000) appropriations
_for the Reserve.

It is important, however, that there be no ambiguity about the President’s ability to use the
Strategic Petroleum Reserve in the future. EPCA provides the only direct and full authority to
operate the Reserve and is the strongest underpinning for our emergency oil response capability.
That is why the President and Secretary Richardson have continued to call on Congress to renew
the authorities of EPCA. The House of Representatives has acted twice in the past several
months to reauthorize the legislation, and hopefully, the Senate will take action in the near future.

EPCA reauthorization is also important because the Act provides limited antitrust protection for
U. S. oil companies assisting us and the International Energy Agency to plan for and respond to
an oil emergency in a coordinated manner. ’

Meeting Our International Obligations

The U.S. Strategic Petroleum Reserve is the world’s largest emergency stockpile of crude oil. As
such, it helps the United States satisfy its international obligations to other member nations of the
International Energy Agency. Under the Agreement on an International Energy Program, the
United States and other member countries of the International Energy Agency (IEA) have agreed
to store the equivalent of 90 days of net petroleum imports against the possibility of supply
interruptions, and to jointly respond to such interruptions. The U.S. meets its obligations by a
combination of Government-owned stocks and private sector inventories. In total the member
countries of the IEA account for approximately 1.2 billion barrels of petroleum reserves.
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The Desert Storm drawdown of 1991 was conducted in coordination with the IEA and other
OECD nations. This concerted effort was one of the primary reasons why oil markets stabilized
and prices moderated during the Persian Gulf conflict.

Mr. Chairman, this concludes my opening statement and I will be pleased to answer any
questions that you and the Members of the Committee may have.



Attachment

The Energy Policy and Conservation Act
Statutory Provisions for an SPR Drawdown

DEFINITIONS )

SEC. 3. As used in this Act:

(8) The term "severe energy supply interruption" means a national energy supply shortage which the
President determines -

(A) is, or is likely to be, of significant scope and duration, and of an emergency nature;
(B) may cause major adverse impact on national safety or the national economy; and

(©) results, or is likely to result, from (i) an interruption in the supply of imported petroleum
products, (ii) an interruption in the supply of domestic petroleum products, or (iii)
sabotage or an act of God.

DRAWDOWN AND DISTRIBUTION OF THE RESERVE

SEC. 161.

(2) For purposes of this section, in addition to the circumstances set forth in section 3(8), a severe energy
supply interruption shall be deemed to exist if the President determines that -

(D) an emergency situation exists and there is a significant reduction in supply which is of
significant scope and duration;

(B) a severe increase in the price of petroleum products has resulted from such emergency
situation; and

©) such price increase is likely to cause a major adverse impact on the national economy.

(2)(1) The Secretary shall conduct a continuing evaluation of the Distribution Plan. In the conduct of
such evaluation, the Secretary is authorized to carry out test drawdown and distribution of crude oil from
the Reserve. If any such test drawdown includes the sale or exchange of crude oil, then the aggregate
quantity of crude oil withdrawn from the Reserve may not exceed 5,000,000 barrels during any such test
drawdown or distribution.

(h)(1) If the President finds that -

(A) a circumstance, other than those described [above] exists that constitutes, or is likely to
become, a domestic or international energy supply shortages of significant scope or
duration; and

(B) action taken....would assist directly and significantly in preventing or reducing the
adverse impact of such shortage,

then the Secretary may...draw down and distribute the Strategic Petroleum Reserve.
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In no case may the Reserve be drawn down under this subsection -

(A)
(B)
©
D)

in excess of an aggregate of 30,000,000 barrels with respect to each such shortage;
for more than 60 days with respect to each such shortage;
if there are fewer than 500,000,000 barrels of petroleum product stored in the Reserve; or

below the level of an aggregate of 500,000,000 barrels of petroleum product stored in the
Reserve.

®)
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THE EMPLOYMENT SITUATION:

'FEBRUARY 2001
Friday, March 9, 2001

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

The Committee met, pursuant to notice, at 9:33 a.m., in Room 1334,
Longworth House Office Building, the Honorable Jim Saxton, Chairman
of the Committee, presiding.

Present: Representatives Saxton and English. Senator Corzine.

Staff Present: Chris Frenze, Bob Keleher, Darryl Evans, Colleen
J. Healy, Daphne Clones-Federing, Corine Bradshaw, Amber Williams
and Russell Comeau.

OPENING STATEMENT OF

REPRESENTATIVE JIM SAXTON, CHAIRMAN
Representative Saxton. Good morning. It is a pleasure to welcome
Commissioner Abraham before the Committee once again to report on
the release of new employment and unemployment data for February.

Recent current economic conditions indicate that the economy has
slowed from the remarkable pace present through the middle of last year.
The array of economic data shows that the economy has been in a
slowdown for the last two quarters. For example, the rate of GDP growth
has fallen two quarters in a row. The consumer spending and investment
growth have also slipped. However, there are some signs of a residual
economic strength in certain sectors, such as construction and the service-
producing industries. In addition, overall employment growth has slowed
but has generally been positive.

The employment-population ratio remains high, and labor market
conditions for the most part remain fairly tight as reflected by the
relatively low unemployment rate. The slowdown does make the
economy more vulnerable to shocks and disruptions, but the economy
remains in positive territory.

The Federal Reserve is aware of the softness of the economy, and its
recent survey indicates that that is a continuing problem.

The employment data released today seemed to be influenced by the
slowing pace of the economy. Payroll job growth for February was
135,000, considerably lower than the 225 to 250,000 range typical during
the healthy economic expansion. The unemployment rate remained
unchanged at 4.2 percent. Given the weakening of the economy since the
middle of last year, the case for change in economic policy is quite
strong.

The tightness of Federal Reserve monetary policy should be relaxed,
and the Fed has taken steps in this direction earlier this year, although
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more remains to be done. Further rate cuts by the Fed are needed. Asa
matter of fact, for quite some time I have been questioning Fed policy.
As far back as November, 1999, I began to question Fed tightening policy
and did so again in March of 2000 and finaliy again earlier this year.

Congress can also do its part by reducing the fiscal drag on the
economy from the excessive tax burden imposed on our tax system. The
House took a step in that direction yesterday, and the Senate will work its
will later as time goes by. The tax system is counterproductive, and now
is a good time to reduce its negative effects. This will not make the
economy turn on a dime, but it will improve the prospects for continual
economic growth now and in the future. The current economic outlook
poses challenges that should not be taken lightly. Changes in
macroeconomic policy are needed to get the economy back on track.

Commissioner Abraham, let me again welcome you to today’s
hearing. We are certainly anxious to hear your report in the very
articulate way that you have been accustomed to delivering it to us.
Before 1 do that, I would like to welcome my colleague from New Jersey
for the first time, Senator Jon Corzine, who is no stranger, to say the
least, to the world of economics and economic growth and investment,
having been extremely successful in his real life adventure; and now he
1s here with us in Congress. As he just walked into the room for his first
time, I don't know whether he may have an opening statement, but we
certainly want you to feel welcome here and to make an opening
statement if ycu would like to.

[The prepared statement of Representative Saxton appears in the
Submissions for the Record on page 16.]

Senator Corzine. Mr. Chairman, thank you for the welcome. I have
a formal statement I will submit for the record, but it is a great pleasure
to be here with you and working on issues that I think will make a
difference with regard to our economic picture in the long run.

I am anxious to hear about unemployment statistics, which I used to
watch very closely on a day-to-day and a second-to-second minute; and
I think we all have grave concerns about the state of the economy. Sol
very much look forward to this morning's discussion.

But mostly, I want to say thank you for your welcoming remarks and
I'look forward to working very closely with you over the years.
[The prepared statement of Senator Corzine appears in the Submissions
for the Record on page 19.]

Representative Saxton. I thank my colleague. Commissioner
Abraham, you may begin. The floor is yours.
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OPENING STATEMENT OF KATHARINE G. ABRAHAM,

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. Abraham. Thank you, Mr. Chairman. It is a pleasure to be
seeing you again in this new year; and, good morning, Senator Corzine.

As always, we are happy to have the opportunity to comment on the
labor market data that we released. The unemployment rate, as you
noticed, was unchanged in February at 4.2 percent, and payroll
employment rose by 135,000. Since early last fall, the growth in payroll
employment has slackened. In the five months since September, the
average monthly increase in.payroll employment has been 103,000. In
contrast, during the first nine months of last year, payroll employment
had grown by 187,000 a month, on average.

You should have in front of you a small package with some charts.

The first chart relates to what has been happening with payroll ’
employment. The data shown there are only for the private sector, for the
reason that the buildup and drawdown in Federal employment related to
the census otherwise. would have distorted the figures. I think you can
see looking at those data the slowdown in the rate of growth of payroll
employment in recent months.

[The chart package appears in the Submissions for the Record on page
45.] ) ‘ ‘

Focusing on what happened in February, the key features of the
February data in my view are, first, the continued reduction in
manufacturing employment and hours; second, the more than offsetting
job gains in services and some other industries; and, thirdly, the over-the-
month rise in average hourly earnings.

Let me talk first about manufacturing employment. Manufacturing
employment fell by 94,000 in February following a decline of about the
same magnitude in January. Those declines bring total factory job losses
since last June to 371,000.

The second chart in the small package that I gave you shows what has
been happening to manufacturing employment. There has been a period
of time you will recall back in the spring of 1998 when, around the Asian
economic crisis, we started to see declines in manufacturing employment;
and then for a period of time things seemed to have leveled out. Since
last summer, however, we have again been seeing rather substantial
declines in manufacturing employment. I think the thing that is
noteworthy about what we are seeing in February is how widespread
those declines in manufacturing employment are. That is shown in the
next little chart. Even the electronic components industry has a small job
loss over the month. That was an industry within manufacturing that had
been on an upward trend for a couple years. The only manufacturing
industry with a sizable over-the-month increase was motor vehicles, but
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that gain of 13,000 was just a fraction of the loss that had occurred in
January. So even that has to be put in some context. On net, auto
industry employment has fallen by nearly 80,000 since June.

Manufacturing hours and overtime hours also continued on their
downward trend in February. That is shown in the fourth chart in this
package. Since June, the average factory workweek has declined by a
full hour, and overtime has fallen by 8/10ths of an hour. The factory
workweek is now at its lowest level since the spring of 1991, outside of
two months when winter storms caused sharp temporary reductions in
hours back in December; and then in January of 1996 you can see sharp
declines related to weather. Weakness in manufacturing may have
affected some other industries. For example, wholesale trade, which
serves as an intermediary between manufacturers and customers, has lost
22,000 jobs since November. This is the largest such decline in that
industry since early 1993.

Employment in help supply services, which is mainly temporary help
firms that provide workers to manufacturing as well as to other industries,
was little changed in February but has fallen by 200,000 since April of
2000. Help supply had ‘been a big job gainer during most of the
economic expansion that began in the spring of 1991. So these recent
losses do represent a real change. :

Employment in the services industry as a whole rose by 95,000 in
February. Health services had the largest job increase among the services
industries, as employment in hospitals continued to benefit from recent
exchanges in Medicare payment schedules. Employment also rose in
social services, computer services, and private education. Public
education accounted for a large share of the rise in government jobs over
the month.

Maybe I could digress for just a moment from my prepared statement
at this point. I commented at the beginning of my remarks about the
slowdown in overall employment growth that we have seen over the last
five months or so. Manufacturing has been hard hit. We have seen a real
turnaround in help supply. If you look at the rest of the economy, you
don't see any evidence of that slowdown. The slowdown in employment
growth has really been very concentrated in justa couple of areas. In the
services sector in particular, things have held up pretty well; and in a
number of services industries we have actually seen somewhat faster
growth over the last five months than previously.

Following a very large gain in January, construction employment
added 16,000 jobs in February. That is another industry where we have
not seen any slowdown. Since October, employment in construction has
been increased by 37,000 a month on average. In the 12 months prior to
October, the average monthly increase had been only 23,000.

From our survey of employers, average hourly earnings were up
seven cents in February. The over-the-year increase was 4.1 percent.
This was the fourth month in a row that the over-the-year increase in
average hourly earnings was 4 percent or higher. Throughout most of
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1999 and 2000 those over-the-year gains had remained in the 3.5 to 3.8
percent range.

As I mentioned at the beginning of my statement, the unemployment
rate was unchanged in February at 4.2 percent. There is a chart that
shows the average hourly earnings figures. The unemployment rate was
unchanged in February at 4.2 percent. In February, the number of newly
unemployed, those unemployed less than 5 weeks, and also the number
of unemployed job losers who were not on temporary layoff, both rose
for the second month in a row.

Other cyclical indicators from our survey of households, such as the
number of people working part-time for economic reasons, that is,
working part time despite the oreference for full-time work, and also the
number of people outside the labor force who have stopped looking for
work, have shown no clear signs of an upward trend.

In summary, the sharp downturn in manufacturing employment and
hours continued in February. Still, overall payroll employment continued
to rise, and the unemployment rate remained relatively low. Finally,
earnings gains appear to have picked up in recent months.

So that is the basic picture as we see it, looking at these data. We
would, of course, be happy to answer any questions that you might have.

- [The prepared statement of Commissioner Abraham and the
accompanying Press Release No. 01-57 appear in the Submissions for the
Record on page 20.]

Representative Saxton. Commissioner, thank you. It would appear
that the initial reaction among the members of the economic community
was somewhat of a surprise earlier this morning when these employment
numbers were released. There was an expectation that, among those who
were awaiting these numbers, that they would be somewhat weaker than
they were. Do you have any explanation for, while these are not strong
numbers, they are stronger than the expectations would have indicated?
Do you have any explanation that we might consider as to why this
happened?

Ms. Abraham. Iam almost thinking this might be a better question
to address to your colleague. You are quite correct that the expectations
were for somewhat lower payroll employment growth than we in fact
reported, though the expectations for unemployment were about in line
with what we reported. :

It may be that people were expecting construction to be weaker this
month than it actually turned out to be. In January, we had an enormous
increase in construction employment. Part of that was probably an
anomaly related to very bad weather in November and December, so
people having been let go earlier in the year than they usually are and not
getting layoffs in January that we would have expected. But it was
stronger than you could have explained just on that basis.

And people may have expected, as often occurs, that, given that very
strong January number, that we would see declines in February. We
didn't get that. Construction employment actually rose.
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I don't know, with respect to other things, exactly where the
discrepancy may have come. :

Representative Saxton. Commissioner, you indicated that the
weakness in job growth was particularly evident in manufacturing.

Ms. Abraham. Correct.

Representative Saxton. Matter of fact, what was the number,
94,000 job loss in February and about the same in J anuary?

Ms. Abraham. Correct.

Representative Saxton. This tracks in terms of manufacturing jobs
with a long-term trend, does it not?

Ms. Abraham. Well, the long-term trend in manufacturing for many
years has been downward. The declines in recent months have really
accelerated. I think they are sharper than you can explain just on the
basis of a long-run trend. '

Representative Saxton. When 1 say many years, actually the
declines in manufacturing began in the 1997-1998 time-frame, did they
not?

Ms. Abraham. There were declines through the early '90s-and then
some pickup and then some declines, interrupted by increases and then
further declines. o ‘

If you take a much longer time perspective, the tendency clearly has -
been towards declines in manufacturing. It is really not just the last few
years.

Phil has got numbers here that go back further. If you go back to the
mid "70s, for example, when our overall economy was much smaller,
manufacturing employment for the late '70s was in excess of 20 million.
And despite growth in the economy since then, manufacturing has fallen
to 18.5 million, that kind of range.

Representative Saxton. I only have limited data before me — I can
see where we are at 18.9, 18.8, 18.9 in 1998.

Ms. Abraham. Right. I mean, we have come down about three
quarters of a million since then. That is true.

Representative Saxton. So there has been a trend downward over
the long-term, and there has been a specific trend down over the shorter-
term since 1998, and it became an especially steep decline beginning
about January 2000, is that—

Ms. Abraham. I might date it in the summer, rather than in January,
but, yes, declines have accelerated.

Representative Saxton. And, at the same time, the civilian
unemployment rate during those years — in spite of the fact that
manufacturing employment has declined — the unemployment rate has
declined along with it, meaning that other sectors of the economy have
picked up jobs.

Ms. Abraham. Right. That is right.
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Representative Saxton. But then we see, in terms of the
unemployment rate, beginning in the second quarter of 2000
unemployment started to increase again, did it not? ‘

Ms. Abraham. Well, I guess I would characterize the un-
employment rate slightly differently. I would say that for a long period
of time, I think it was 15 months, the unemployment rate hovered in a
very narrow range. From October of 1999 through December of 2000,
it never got outside of the range from 3.9 to 4.1 percent. So 1 would
characterize it as having been quite stable at a very low level over that
period. It has been a little higher over the last two months.

Representative Saxton. 4.2 percent.
Ms. Abraham. Right.

Representative Saxton. Okay. So there is obvious reason for
concern about the loss of manufacturing jobs, and there is reason for us
to examine why the unemployment rate has continued to go down.
Obviously, that is because of increases in job growth in other sectors.
But now we see that while we continue to lose jobs in the manufacturing
sector, job growth in the other sectors is not as robust, and that started
during the last half of 2000,-is that right?

Ms. Abraham. Let me try to state what my sense of this is: we have
seen slowdowns in overall payroll employment growth, but those have
been very concentrated. They have been concentrated in the last few
months, as compared to earlier in 2000. They have been concentrated in
manufacturing and in temporary help. Employment in the rest of the
economy really has not slowed at least over that time frame. These
recent declines have been quite concentrated. The recent slowdown has
been quite concentrated.

~ Representative Saxton. When you say recent slowdown, you are
talking about the last half of 2000?

Ms. Abraham. Yes.

Representative Saxton. There have also been widespread reports
oflayoffs in the private sector, but they are hard to evaluate in the context
because some job growth has been going on, as we have been saying.
What do your figures show about the layoff situation and its impact on
employment and unemployment?

Ms. Abraham. Let me just describe the information that we have on
layoffs. We have information on mass layoffs that show up through
people registering for unemployment insurance. If there is a company
that lays people off and 50 or more of their people register for
unemployment insurance, we pick that up and are able to track that.

At the end of last year, November, December, we saw a substantial
pickup in the volume of layoff activity. January's number wasn't out of
line with what we had seen a year earlier. I guess it remains to be seen
what the numbers for February, March and so on are going to show.

The November and December numbers certainly do show a higher
incident of layoff activity than we had seen in this data series before.
These data only go back five years, six years, so we don't have a long
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time series. But the numbers for the end of 2000 were certainly quite
high by historical standards, standards of the recent past.

Representative Saxton. Let me just go to general impression. [
know that some of the information I have here is not data that you
developed. It is obviously very closely related. -Slowdown in
employment growth over the last seven or eight months tracks with the
slowdown in GDP as well, is that correct?

Ms. Abraham. Generaliy speaking, I think all of that economic data
that we have seen recently are telling a fairly consistent story.

Representative Saxton. And the slowdown started—
Ms. Abraham. At the end of last year.
Representative Saxton. Third quarter of last year.

Ms. Abraham. Unfortunately, I don't have the GDP figures in front
of me. Itake your word for it on that one.

Representative Saxton. The GDP growth in the second quarter of
last vear was 5.6 percent. According to the figures I have in front of me,
the third quarter was 2.2 percent; and in the fourth quarter 1t was 1.1
percent. That sounds about right. '

Ms. Abraham. That sounds like a slowdown.

Representative Saxton. And personal consumption tollows the
same downward trend, or appears to. In the third quarter ot '99, it was
very robust; and during 2000 consumption began to decrease fairly
rapidly. And that iracks with the figures that you are seeing, I assume.

And retail sales, the same thing occurred in January of 2000.
Actually, in May of 1999 consumption started to fall. Retail sales started
to fall and have continued to fall.

f'am not sure whether you have evaluated those numbers or not, but
1s it your general agreement that that has.occurred?

Ms. Abraham. General agreement that the piciure seems to be
pretty consistent.

Representative Saxton. I am not going to go through all these
figures, but my staff has provided measure after measure that shows the
decline in the economy started six months ago, according to some figures,
a year ago according to other measures. Would you generally agree with
that, that is the case?

Ms. Abraham. The figures that we focus on, of course, are the
employment figures. Employment growth in 2000 was below
employment growth in '99, but sort of within that, as we look at those
data, the last several months, five months, is where the slowdown has
been particularly pronounced.

Representative Saxton. It is consistent with the s) owdown, correct?

Ms. Abraham. [Witness nodded.]

Representative Saxton. Thank you very much.

Senator Corzine, do you have any questions at this point?



9

Senator Corzine. Thank you, Mr. Chairman.

Commissioner Abraham, I guess my question would be,
acknowledging the pattern of other economic measurements that the
Chairman cited, have you done any work on the historical perspective of
how we enter into a recession and what — if we were, in previous periods,
how long the lag is and what kinds of early warning signals within the
detail of the employment statistics would red flag that? Are there any
signs along those lines? The temporary hiring patterns, corporations have
often been cited as one of those places where you might look first.

Ms. Abraham. That is not something that we devote resources to.
That really gets away from the production of the data into the analysis of
the data. ’

I know there are things that people do look at. Some people, as 1
think we were suggesting, look at employment in help supply, mainly the
temporary help firms. Some people look at the number of people
unemployed for fewer than five years, the new'y unemployed, as kind of
an indicater. Sometimes people look at the other labor market indicators
like peopie working part-time when they would rather have a full-time
job or people giving up on job search. But, no, we have not attempted to
analyze past cycles and pull out of the data what we should be looking at
to diagnose what is happening now.

Senator Corzine. With regard ic yceur comments on electronic
compenents, does that tie to some of the slowdown that we have seen in
the dot-com phenomenon and slowdown or is that really .a different
picture into the economy?

Ms. Abraham. What the electronic components really are are
semiconductors, communications equipment, that sort of thing. Soitmay
be related, I suppose, to what is going on with some of these dot coms.
To the extent that the dot-coms are in retail activity, they would be
categorized elsewhere.

Senator Corzine. Then, finally, I would ask a question about your
comment that health services held strong in this period and tied to recent
changes in Medicare payment schedules. I don't know whether you want
to comment on whether you think this is a temporary phenomenon or one
that you believe might be sustainable i1 employment growth.

Ms. Abraham. It is very clear in the data that we have seen a pickup
in employment growth in health services over the period beginning in
about Qctober. For the five months Ociober, November, December,
January, February, health services as a whole was growing by about
22,000 a month, compared with just 14,000 over the earlier part of 2000.
Health services is an area where our long-term employment projections
suggest we can expect continued robust employment growth, just
reflecting the demographics of the society, if nothing else. So health
services is an area where I would expect strong employment growth over
the long term to continue. ‘
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How much of any pickup we have gotten as a result of these

Medicare changes might be persistent versus temporary, I don't really
know.

Senator Corzine. Mr. Chairman, I think that is good for me. Thank
you very much.

Representative Saxton. Thank you very much, Senator. Very good
questions.

I would like to introduce to you, Commissioner Abraham,
Congressman Phil English, who is at this hearing for the first time and
appeared yesterday at a JEC hearing for the first time. Phil has been with
us since 1994 in Congress. He is a member of the Ways and Means
Committee, and we lobbied hard to get him on this Committee because
of his interest in econorics. ’

Phil, welcome, and the floor is yours. _

Representative English. Thank you, Mr. Chairman.

Commissioner Abraham, it is a privilege to take your testimony.

I'was wondering if I could get to you elaborate further on some of the
trends you see in the manufacturing sector, manufacturing being
obviously a critical sector but being a category that is so broad that it
almost conceals more than it reveals. _Tam wondering if you could give
us a sense, for example, of what the job patterns have been within the
- steel industry within the last month.

Ms. Abraham. Maybe I could put some of this in a bit of a longer-
term perspective as well. s

Representative English. Certainly.

Ms. Abraham. There are a number of parts of manufacturing that
have really been on a long-term, secularly declining employment path.
The two that jump to mind are apparel and also other textile products,
which have just over long periods of time been shedding jobs at a fairly
rapid pace.

You asked specifically about what has been happening in steel. Steel
is the biggest part of what we call primary metals. Over the month,
primary metals fell by 5,000. It fell by 6,000 in the month before that.
It was down by a couple thousand a month over the prior 12 months. So
the last couple months have been substantially worse than the average for
the recent past.

Parts of manufacturing had actually been doing fairly well up through
the middle of 1998. Manufacturing as a whole had been doing well
through the middle of 1998. We had seen employment growth in aircraft,
we had seen employment growth in industrial machinery, electronic
components had been doing well. Then manufacturing got hit by the
Asian economic crisis, and in a lot of those industries you started seeing
employment declines.

Things had leveled off in many of them for a period of time, but all
of these industries have been experiencing employment declines inrecent
months.
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Representative English. Do you have the data broken out to help
us identify some other sectors? What I am trolling for here is there are
certain sectors that are obviously import sensitive. There are others that
are very sensitive to changes in export conditions. And I wonder, for
example, do you have a break-out for machine tooling or do you go down
to that far in — do you identify sectors that narrowly?

Ms. Abraham. In the data that we put out for the current nionth, we

don't have data that go down to that level of detail. When we put out data

later on, we do have data that are more detailed and would include things
like that.

Representative English. What was the trend—

Ms. Abraham. We do have a data series that we put together —
maybe we could ask Phil Rones to talk about this — that is designed to
track employment in industries that are export sensitive. We don't have
a corresponding one for industries that are import sensitive. But maybe
you conld— ‘

Representative English. Mr. Rones, would you comment?

Mr. Rones. We have several series that track industry employment
related to defense, exports, construction. So we try to look bevond just
the specific emplovment growth in those industries.- In what we call the
export sensitive industries, overall the over-the-month change was minus
24,000. So we lost 24,000 jobs in what we call the export sensitive
industries. And what we are looking at there are industries that have at
least 20 percent of their gross revenues in exports. Over the year, we
have lost 66,000 jobs in those industries. o

Representative English. May [ ask, under the category of fabricated
metal products of which we have a significant component in Western
Pennsylvania, I see there is a significant projected fall-off for this month.
I realize month-to-month it is very difficult to predict what is going on,
but there has been, since November and December, looks from these
statistics seasonally adjusted to be a fairly significant drop. Can you
comment on that? ‘

Ms. Abraham. We need to verify that, in fact, that is what we are
seeing. It was both this month and last month that industry lost 13,000
jobs, and it lost jobs as well in December. Up through November it had
actually been holding its own and even adding a bit. So it is really the
last several months where we have seen declines, in the last two months
rather sharp declines have occurred in employment in that industry.

Representative English. And under industrial machinery and
equipment I see there is also a significant drop-off just over the last
couple of months seasonally-adjusted.

Ms. Abraham. Correct. We had seen some declines earlier for
industrial machinery, but it was down and up, down and up. Last
three months have all been declines, with a rather sharp decline this
month.

Representative English. Thank you. Thatis extremely helpful; and,
Mr. Chairman, I appreciate the opportunity to participate.
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Representative Saxton. Thank you very much, Mr. English.

Commissioner Abraham, if I may just ask you about New Jersey for
a minute, the New Jersey economic situation. And understanding that
these figures are from January, what do the recent trends in employment
and unemployment suggest about the State's economy and in what
industries does employment growth seem strongest and in New Jersey
which sectors seem to be the weakest?

Ms. Abraham. Let's see, Phil Rones I know has brought a package
with some information for the State of New J ersey. I have also got here,
if I could pull this out, some information on the employment.

[The chart package concerning the state of New Jersey appears in the
Submissions for the Record on page 51 ]

Maybe you could comment on the unemployment picture, Phil; and
I will comment on the employment.

Mr. Rones. What we prepared for you is a map that has
unemployment rates in New Jersey by county, and we will give this to
you. What we see here is that the New J ersey unemployment rate is 3.8
percent, and that was an average for the year 2060 which is just slightly
below the unemployment rate for the Nafion as a whole, which averaged
4 percent.

One thing you will see from this, there iz a very dramatic range in
ur:employment. There are parts of New J ersey where the unemployment
rate is between | and 2 percent and has been for a sustained period of
time, and there are counties in southern New J ersey where the
unemployment rate is higher than 10 percent. So there is a substanitial
spread in the economic conditions in different parts of New Jersey.

Ms. Abraham. You also asked about what was happening with
employment in New Jersey. Employment in the State of New J. ersey was
up by 1.7 percent over the year ending in January of 2001. In terms of
the pattern of that employment growth, it looks not unlike that of the
Nation as a whole. Construction employment growth has been very
strong in New Jersey over the year, up 3.8 percent. Manufacturing
employment was down over the year by 1.7 percent. We saw strong
growth in services. ~ '

So I would provide for you as well the figures that break out the mix
of employment growth, which sectors have been growing and which have
not. But the broad picture is certainly consistent with what we are seeing
for the Nation as a whole. :

Representative Saxton. Senator.

Senator Corzine. We have a little interest in this chart here on this
side of the table, regardless of our political affiliations. I appreciate the
information. I think the dispersion is really quite striking. Isuppose that
is the case if we looked at almost every state in the country.

Ms. Abraham. That is true. There tend to be pockets, often in more

rural or more isolated parts of the geography, where the unemployment
1s higher.
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Senator Corzine. I hope that we will be able to take advantage of
this New Jersey connection on a consistent basis, the Joint Economic
Committee. Thank you very much, Commissioner.

Representative Saxton. Has your analysis of the unemployment or
_employment situation in New Jersey taken into account industry by
region or job opportunities by region, or are you able to offer any
explanation generally why it appears that perhaps our most rural New
Jersey counties — and we do have rural New Jersey counties — are doing
significanily less well than counties that might be considered suburban
growing counties or urban New Jersey counties?
Ms. Abraham. We would be happy to take a closer look at the data
to see whether there is any light beyond what you see in the figures that
~ we can shed on that. :

Representative Saxton. Well, thank you very much.

Let me ask one final question and then see if either of my colleagues
have a final question.

Cemmissioner, you have indicated to us in the past on a consistent.
basis, as has your predecessor; that in effect you wamned against reading
. too much into one month's data; and I have delivered the same message
-to us fairly consistently. Are the data reported today any exception to

that rule? . : - ‘

Ms. Abraham. Oh, no. I think there are some things in the data for
this montk. that seem at this point to represent a trend that has continued
over several months. But we are by no means willing to make predictions
about what might happen next month. '

Representative Saxton. And can you just articulate what that or
those trends may be? : ' o

Ms. Abraham. Well, it is the things that we have already discussed.
[ think clearly there has been slowing employment growth overall that
seems to.be concentrated in manufacturing and help supply. In terms of
changes, there seems to have been a pickup in recent months in the rate
of growth of avérage hourly earnings. Having said that, unemployment
has remained low and we have not seen any slowdown in employment
growth outside of, broadly speaking, the sectors that  already identified.

Representative Saxton. But back to the thrust of my original
question, I guess — and I don't mean that you didn't answer my original
question because I asked you about trends and you told me what they
were — but back to — let.me just backirack to my original question, and
that is that the data reported today are no exception to the rule in terms
of reading too much into whether or not we are seeing any kind of a
change in job growth or job loss.

Ms. Abraham. The more data you accumulate, the clearer the
picture. -

" Representative Saxton. Thank you very much.
Senator or Congressman, do you have — Senator Corzine.

72-432 2001-2
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Senator Corzine. Commissioner Abraham, the unemployment rate
for African-Americans jumped up from 7.6 to 8.4 December to January,
and then I think it fell back to 7.5 percent. These numbers, these are
pretty volatile changes. I presume that has something to do with
sampling size. '

Ms. Abraham. That is a good example of the point Congressman
Saxton was making. . '

Senator Corzine. I wonder what we could do, given a desire to have
greater tracking? What do we have to do to make sure that we getamore
steady read statistically over time?

Ms. Abraham. If we were to get a more steady read month-to-
‘month, the only real option would be to substantially increase the size of
our monthly household survey. The monthly household survey isroughly
50,000 households that are interviewed every month. Different groups
- are represented, roughly in proportion to their share of the population.
So African-Americans represent, very roughly, 10 percent of that sample.
So naturally any statistics for that group are going to have, as you said,
much higher sampling variability. The only real way to address that
would be to substantially increase the size of the sample for that group,
which would add to the expense of doing the survey.

Senator Corzine. Do you have any sense of taking the 50,000 and
making it 75,000, or is there — and then with obviously. commensurate
pickup in the various distributional aspects, how much that runs, just a
gauge? _ , ‘ o
Ms. Abraham. The cuitent budget for the monthly household
survey — you would know that, Phil. That is your responsibility.

Mr. Rones. The BLS share, which covers most of these monthly
data that we are talking about, is around $38 million a year for the
monthly survey. If we increase the sample by 50 percent to 75,000, you
are probably talking about close to a $15 to $20 million increase in the
budget.

I wouldn't try to talk you out of increasing the size of the CPS, but
. you would still end up with fairly volatile estimates for these small
groups, cven at an increase of 50 or even a 100 percent. The overall
national unemployment rate is accurate to. within about 2/10ths of a
percentage point each month. For some of these smaller groups we are
talking about month-to-month variability that could be a full percentage
point or even more. That would be reduced, but it would not provide
els)timates that would be comparable to the large groups we are talking
about. '

Senator Corzine. Over time hopefully I can form an opinion about
being able to question the cost-benefit element as we watch various
groups where you have these high concentrations of unemployment.

Ms. Abraham. I might add, if there were particular interest in
particular groups, it could also be possible to target sample increases on
those groups, which might make it somewhat less expensive rather than
Just expanding the whole survey.
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Senator Corzine. Sure. That is one of those things that, as we go
through this process of reviewing this data, the more precise in my
question — I am concerned about you can draw pretty extreme
conclusions off of very volatile data if you are not careful — not you but
those of us who use the data.

Ms. Abraham. 1 might note for some of these subgroups within the
population, taking data averages over several months, for example,
obviously gives you a more precise fix. You just don't have it so
precisely for the current month.

Senator Corzine. Thank you, Commissioner.
Representative Saxton. Mr. English.
Representative English. No questions.

Representative Saxton. Commissioner, thank you again for your
usual fine presentation. We appreciate it very much, and we look
forward to seeing you very soon in the future.

Ms. Abraham. Thank you.

[Whereupon, at 10:23 a.m., the hearing was adjourned.]
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SUBMISSIONS FOR THE RECO

PREPARED STATEMENT OF

REPRESENTATIVE JIM SAXTON, CHAIRMAN

It is a pleasure to welcome Commissioner Abraham before the
Committee once again to report on the release of new employment and
unemployment data for February. : .

A review of current economic conditions indicates that the economy
has slowed from the remarkable pace present through the middle of last
year. An array of economic data shows that the economy has been in a
slowdown for the last two quarters. For example, the rate of GDP growth
has fallen two quarters in a row, and consumer spending and investment
growth have also slipped.

However, there are some signs of residual economic strength in
certain sectors such as construction and some service-producing
industries. In addition, overall employment growth has slowed but has
generally been positive. '

The employment-population ratio remains high, and labor market
conditions, for the most part, remain fairly tight, as reflected in the
relatively low unemployment rate. The slowdown does make the
¢conomy more vulnerable to shocks and disruptions, bui the economy
remains in positive territory. The Federal Reserve is aware of the
softness in the economy and its recent survey indicates that this is a
cortinuing problem. ' '

The employment data released today seem to be influenced by the
slowing pace of the economy. Payroll job growth for February was
135,000, considerably lower than the 225,000-250,000 range typical
during the healthy economic expansion. The unemployment rate
remained unchanged at 4.2 percent. :

Given the weakening of the economy since the middle of last year,
the case for change in economic policy is strong. The tightness of
Federal Reserve monetary policy should be relaxed, and the Fed has
taken sieps in this direction earlier this year, although more remains to be
done. Further rate cuts by the Fed are needed.

Congress can also do its part by reducing the fiscal drag on the
economy from the excessive tax burden imposed by our tax system. The
tax system is counterproductive, and now is a good time to reduce its
negative effects. This will not make the economy turn on a dime, but it
will improve the prospects of continued economic growth now and into
the future. '

The current economic outlook poses challenges that should not be
taken lightly. Changes in macroeconomic policy are needed to get the
economy back on track. : ’
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| want to welcome Commissioner Abraham to the Committee this mbming. I
also want to thank Chairman Saxton for holding this hearing. These hearings
are an important tradition at the Joint Economic Committee.

No matter how you look at it, over the last ten years, we have experienced the
strongest economy in over a generation. Unemployment has decreased to
historic lows, the gap between the richest and poorest has finally started to
shrink, and poverty has dropped markedly. '

However, in recent months, we have seen signs of a pause in the economy.
We are at a crossroads and we must remain vigilant if we are to continue to
build on our past successes.

Last week, the Bush administration proposed a tax cut that could be as much
$2.2 trillion. If enacted, a tax cut of such magnitude could reverse the past
decade of economic progress and could undermine the prosperity that
Americans have worked so a hard to achieve.

I fear this $2.2 trillion tax cut could return us to the days of budget deficits and
stagnant wages.

| bring up the tax cut because | believe the data we receive from the
commissioner is very relevant. Numbers like productivity are especially
important to the tax debate. On Tuesday, the BLS reported that productivity
growth during the last quarter of 2000 was 2.2 percent. For all of 2000,
productivity surged 4.3 percent, the best showing since 1983. Healthy
productivity growth is necessary to sustain high levels of economic growth and
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maintain improvements in wages and salaries, without igniting inflation. We
must do all we can to insure that productivity growth remains high;

we must do all we can to prevent the recent dip in the last quarter from
continuing.

Private investment in plant and equipment, education and training and
research and development are key to raising productivity growth. Some of my
colleagues like to argue that cutting taxes alone promotes more investment.
But if we learned anything from the last 20 years, it is that investors are much
smarter than that. They know that the real cost of capital - based on interest
rates and inflation — is more important than tax cuts. )

If we w;}nt to sustain the prosperity of the last few years, we must be vigilant
against the prospect of returning to budget deficits, which would push up
interest rates and stifle private investment once again. | hope we will not
return to these failed policies but commit ourselves, instead, to paying down
the debt.

Recent statistical releases have raised some fears over the prospect of
renewed inflation. The core CPI inflation rate jumped to 2.6% year-over-year
in January 2001, compared to 2.0 percent at the beginning of 2000. It is
important to remember not to read too much into one month’s or quarter's
data. Second, | return to what | said before: modest increases in wages and
prices do not need to be inflationary, as long as productivity growth is strong.

Again, | want to especially welcome Commissioner Abraham before the
Committee this momning and | look forward to hearing from you and your

- colleagues about the current economy and its impact on American workers
and their families.
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PREPARED STATEMENT OF
SENATOR JON CORZINE

Thank you, Mr. Chairman. As this is my first hearing of the Joint
Economic Committee, let me say that I am very happy to be here, and to
be a member of the Committee. Given my background in the private
sector, [ am hopeful that I will be able to make a contribution. And lam
glad to have an opportunity to serve with such a distinguished colleague
from my own home State. :

Mr. Chairman, I am looking forward to hearing from Commissioner
Abraham and learning more about the most recent employment data. I
have been following these and other economic indicators closely, as1did
in my previous career, and, frankly, I have grown quite concerned. ft
seems to me that we are in a period of great economic uncertainty, and
real down side risk. :

For that reason, I have been working on a proposal with my colleague
from Florida, Senator Graham, to provide a middle class tax cut that
would provide areal boost to the economy. Our proposal would establish
anew ten percent rate bracket for.couples with combined incomes up to
$19,000, meaning that most familics would get a tax cut of $950. The tax
cut would be retroactive, so that it would have an immediate siimulative
impact. And, of course, the faster we put money in pecgles’ pockets, the
greater the likelihood that we can avoid a recession and return to a path
of strong economic growth. , T

fn any case, Mr. Chairman, while ['do bave concerns about the state
of our economy, I hope we will hear some good news today. And Ilook
forward to hearing irom Commissioner Abraham.
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Friday, March 9, 2001

Mr. Chairmam and Members of the Committee:

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

The unemployment rate was unchanged at 4.2 percent in
February, and payroll employment. rose by 135, 000. Since
early last fall, the growth in payroll employment has
slackened. 1In the § months since September, the average
monthly increase in payroll employment has been 103,000. 1In
contrast, during the first 9 months of last year, payroll
employment had grown by 187,000 a month, on average. The

key features of the February data, in my view, are the

Y
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continued reduction in manufacturing employment and hours,
the more-;han-offsetting job gains in services and some
other industries, and the over-the-month rise in average
hourly earnings.

Manufacturing employment fell by 94,000 in February.
This follows a decline of about the same amount in January
and brings total factory job losses since last June to
371,000. The decline in February was widespread throughout
manufacturing. Even the electrqnic components industry had
a small job loss over the mgnth; employment in this industry
has been on an upward trend since the spr;ng of 1999. The
only manufacturing industry with a sizable over-the-month
increase was motor vehicles, but that gain (13,000) was only
a fraction of the loss that occurred in January (48,000).

On net, auto industry employment has fallen by 77,000 since
June.

Both manufacturing hours and overtime also continued on
downward trends in February. Since June, the average
factory workweek has declined by a full hour, and overtime
has fallen by 0.8 hour. The factory workweek is now at its
lowest lével since the spring of 1991, except for 2 months
when winter storms caused sharp, temporary reductions in

hours.
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Weakness in manufacturing.may have affected some other
industries. For example, wholesale trade--an intermediary
between manufacturers and Customers--has lost 22,000 jobs
since November. This is the largest such decline in the
industry since early 1993, Employment in help supply
services, which is dominated by temporary help firms that
provide workers to manufacturing as well as other
industries, was little changed in February but has fallen‘by
200,000 since April. Help supply had experienced dramatic
joﬁ growth during most of the economic expansion that began
in the spring of 1991.

Employment in the services industry as a whole rose by
95,000 in February. Health services had the largest job
increase among the services industries, as employment in
hospitals continued to benefit from recent changes in
Medicare payment schedules. Employment also rose in social
services, computer services, and private education. Public
education accounted for a large share of the rise in
government jobs over the month.

Retail trade employment rose by 37,000 in February,
after segsonal adjustment, following 2 months of very small
gains. Mortgage banking continued to add jobs due to high
levels of refinancing activity. Following a very large gain

in January, construction added 16,000 jobs in February.



Since October, employment in the industry has increased by
37,000 a month, on average. In the 12 months prior to
October, the average monthly increase was only 23,000.

Average hourly earnings were up 7 cents in February;
the over-the-year increase was 4.1 percent. This was the
fourth month in a row that the over-the-year increase was 4
percent or above. Throughout most of 1999 and 2000, the
over-the-year gains had remained in the 3.5- to 3.8-percent
range.

As I mentioned at the beginning of my statement, the
unemployment rate was unchanged in February at 4.2 percent.
The jobless rate for blacks, which had risen in January,
returned to its fourth-quarter level of 7.5 percent. 1In
February, the number of newly unemployed (those unemployed
less than 5 weeks) and the number of unemployed job losers
who were not on temporary layoff both rose for the second
month in a row. Other cyclical indicators from our survey
of houseﬁolds, such as the number of people working part
time despite their preference for full-time work and the
number of people outside the labor force who have stopped
looking for work, have shown no clear sign of an upward
trend.

In summary, the sharp downturn in manufacturing

employment and ﬁouts continued in February. Still, overall
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payroll employment continued to rise, and the unemployment
rate remained relatively low. Finally, earnings gains

appear to have picked up in récent months.

My colleagues and I would be glad to answer your

questions.
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THE EMPLOYMENT SITUATION: FEBRUARY 2001

The unemployment rate held a1 4.2 percent in February, and total nonfarm employment rose by
135,000, the Bureau of Labor Statistics of the U:S. Department of Labor reported today. Large job

losses continued in f: ing, where employment declined by 94,000. Employment gains in several
other industries, including services, d for the net i in payroll employ Average
hourly eamnings rose by 7 cents over the month. R
. Chaail. Unemployment rate, seasonally adjusted, Chant2. wm-wtmuﬁmﬂ.
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Unemployment (Household Survey Data)

Both the number of unemployed persons (5.9 million) and the unemployment rate (4.2 percent)
were essentially unchanged in February. The jobless rates for most of the. major worker groups—adult
men (3.5 p ), adult @37p ), teenagers (13.6 p ), whites (3.7 percent), and
Hispanics (6.3 p }—were little changed from January. The unemployment rate for blacks declined”
t0 7.5 percent, the same level as in the last quarter of 2000. (See tables A-1 and A-2.)

In February, both the number of newly unemployed (thdse uncmployed less than § weeks) and the
number of unemployed job losers who did not expect to be recalled rose for the second consecutive
month. (Sce tables A-6 and A-7.)

wsehold Survey Data

Total employ was ially unchanged at 135.8 million, seasonally adjusted, in February. The
civilian labor force, at 141.8 million persons, also was litle changed over the month. The Jabor force
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Table A. Major indicators of labor market activity, seasonally adjusted

(Numbers in th 4
Quarterly averages Monthly data Jan.-
Category 2000 2000 2001 Feb.
m | v Dec. Jan. | Feb. | change
HOUSEHOLD DATA Labor force status
Civilian labor force. 140,706| 141,208f 141,489| 141,955 141,751 204
Employ 135,049 135,593] 135,836 135999| 135815 -184
Unemploy 5657 5616 5653 5956 5936 -20
Not in labor force 69.235]  69.358]  69,254] 68,934 69,275 341
Unemployment rates
All work 4.0 4.0 4.0 4.2 42 0
AQUIt DN ..o, 33 3.4 3.4 36 35 0.1
Adult Women...........ccococreerererennn ] 3.6 3.4 3.4 3.6 3.7, 1
T 13.5 129 13.1 13.8 136 -2
White 35 35 35 3.6 37 1
Black 7.6 15 7.6 8.4 7.5 -9
Hispanic origin 5.6 5.6 5.7 6.0 6.3 3
ESTABLISHMENT DATA Employment
Nonf: ploy 131,619] 131,836| 131,878 p132,102] p132,237 p135
Goods-producing!... 25.680] 25623) 25569| p25.639] p2s,564 p-75
Construction. 6688) 6732 6717] p6.875| p6.:891 pl6
Manuf g 18,453| 18,350] 18312 pi8,216] p18,122 p-94
Service-producing?....................... 105,940 106,213| 106,309] p106,463| p106,673 p210
i 23,189 23225 23,245 p23,250| p23,287 p37
40,553 40,752] 40,797| p40,884| p40,979 p95
20,536] 20435| 20,435] p20,502] p20,539) p37
Hours of work?
Total private 344 343 341 p343|  p342 p-0.1
Manufacturing 415 41.0 404] ps09| pa06 p-3
o} 4.5 4.2 3.9 p4.1 p3.8 p-3
Indexes of aggregate weekly hours (1982=100)
TOtal PRIVALE........coorocoeerereerers e 1512) 1512 0] pisis] pisto]  pos
Eamings?
$I13.79]  $13.95] $14.02{ p$14.03| p$14.10) ps$0.07
47403] 478.13] 478.08] pes1.23] pas2.22 p.99

not shown

’Dmrchletoprivnepmductionormn.mpu'visofy workers.
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3
participation rate—the proportion of the population age 16 and older who are either working or
looking for work—edged down by 0.1 percentage point to 67.2 percent, still relatively high by
historical standards. (See table A-1.)

About 7.6 million persons (not seasonally adjusted) held more than one job in February. These
multiple jobholders represented 5.6 percent of total employment, compared with 5.8 percent a year
earlier. (See table A-10.)

in the Labor Force (Household Survey Datg

About 1.3 million persons (not seasonally adjusted) were marginally attached to the labor force in

February, the same as a year carlier. These people wanted and were available to work and had looked for

a job sometime 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 289,000 in February, about the same as a year carlier. Discouraged workers, a subset of the
~“marginally attached, were not currently looking for work specifically because they believed no jobs were

_available for them. (See table A-10.)

ablishien rvey Data

Nonfarm payroll employment increased by 135,000, seasonally adjusted, in February. Since last
_ September, the average monthly growth in payroll employment has been 103,000, compared with an
average gain of 187,000 during the first 9 months of last year. In February, major job losses continued
in manufacturing. These losses, however, were more than offset by gains in services and most other
major industry divisions. (See table B-1.)

In the goods-producing sector, manufacturing employment fell by 94,000 in February, following a
similar loss (as revised) in January. Together, these losses exceeded the total employment decline in this
industry for all of 2000. With the exception of motor vehicles, where some workers returned from
temporary layoffs, employment declines in manufacturing were widespread in February. Job losses
continued in fabricated metals (13,000) and in industrial machinery (11,000). Electrical equipment and
apparel also lost 11,000 jobs each. Smaller employment declines occurred in a number of other
industries, including furniture, primary metals, textiles, printing and publishing, paper, and rubber and
plastics.

Elsewhere in the goods-producing sector, construction employment rose by 16,000, seasonally
adjusted, in February, following an unusually large increase in January. Mining employment rose by
3,000 in February, after having increased by 8,000 in January. Employment in oil and gas extraction
continued to grow; this industry has gained 25,000 jobs over the last year.

In the service-producing sector, services employment increased by 95,000 in February, about in line
with its average monthly increase during 2000. In February, health services employment rose by 28,000,
as hospitals added 11,000 jobs. Business services gained 24,000 jobs, after 4 consecutive months of job
losses. Within business services, employment rose by 15,000 in computer services, following weak
growth.in January. Help supply employment was little changed over the month; in the prior 4 months,
job declines totaled 181,000. Social services added 15,000 jobs in February, and private education
employment grew by 20,000.

Employment in finance, insurance, and real estate rose by 16,000 in February, continuing the growth
trend that begén last August. Strong demand for mortgage refinancing boosted employment in mortgage
banks, which grew by 5,000 over the month. Employment increased by 5,000 in insurance carriers, °
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Employment in transportation and public utilities grew by 28,000, following a decline in January. Job
growth in February was nearly double the industry’s average monthly gain for 2000. Air transportation,
which had accounted for most of the loss in January, added 15,000 jobs in February.

Employment in retail trade increased by 37,000 in February, following 2 months of little change.
Gains were widespread. Employment in department stores, however, was little changed; this industry
has lost 60,000 jobs over the year. Wholesale trade employment declined for the third consecutive
month. .

Government employment increased by 37,000 in February. Emplo'ynient in local government grew
by 26,000, including an increase of 16,000 jobs in local education. There was little change in federal
government employment.

Weekly Hours (Establishment Survey Data)

The average workweek for production or nonsupervisory workers on private nonfarm payrolis edged
down by 0.1 hour in February to 34.2 hours, seasonally adjusted. The manufacturing workweek fell by
0.3 hour to 40.6 hours; since June, the factory workweck has fallen by 1.0 hour. Manufacturing over-
time declined by 0.3 hour in February to 3.8 hours, the lowest level since 1992. (See table B-2.)

The index of aggregate weekly hours of ;;roduction or nonsupervisory workers on private nonfarm
payrolls declined by 0.5 percent to 151.0 (1982=100), seasonally adjusted. The manufacturing index fell
by 1.4 percent to 101.1. (See table B-5.)

Hourl | Weekly Eamings (Establist s Data)

Average hourly eamings of production or nonsupervisory workers on private nonfarm payrolls in-
creased by 7 cents in February to $14.10, seasonally adjusted. Over the month, average weekly eamnings
increased by 0.2 percent to $482.22. Over the year, average hourly earnings rose by 4.1 percent and
average weekly eamnings grew by 2.9 percent. (See table B-3.)

The Employment Situation for March 2001 is scheduled to be released on Friday, April 6, at
8:30 A M. (EDT).

March 2000 National Benchmarks

In accordance with standard practice, BLS will release nonfarm payroll employment
benchmark revisions with the May data on June 1, 2001. The March 2000 benchmark
level has been finalized and will result in an upward revision of 469,000 to total nonfarm
employment for the March 2000 reference month, an adjustment of 0.4 percent.

Also concurrent with the release of the March 2000 benchmark revisions on June 1,
BLS will continue the implementation of a new probability-based sample design for the
payroll survey that began last year with the wholesale trade industry. Estimates for the
mining, construction, and manufacturing industries will incorporate the new sample
design with this release. Further information is available on the Internet -
(http://stats.bls.gov/ceshome.htm) or by calling (202) 691-6555.




Explanatory Note

valmonSurv:y(bamholdmmy)mdtheOmem
Empk survey survey). The household
survey provides the information on the Labor force, employment, and
unemployment that appears in the A tables, marked HOUSEHOLD
DATA. It is a sample survey of about 50,000 households conducted
by(thSmesBuxmfmﬂx:BumofuborSumcs(BLS)
The i survey provides the i on the
employment, bours, and carnings of workers on nonfarm payroils that
appears in the B tables, marked ESTABLISHMENT DATA. This
information is collected from payroll records by BLS in coop

nonfarm payrolls are those who received pay for any pan of the
reference pay period, incleding persons on paid leave. Persons are
counted in each job they hold. Hours and earnings data are for private
b\mn&umdmlueonlylommmwm!mmcgoods
sector and visory workers in the servi

sector.
Differences in i The {
and bodatosical diff N the b hold and
i veys resultini; ions in thy
estimates derived from the surveys. Among these are:

with State agencies. In June 2000, the sample included about 300,000
establishments employing about 48 million people.

For both surveys, the data for a given month relate to a particular
week or pay period. In the survey, the week is

Y agr np:

«Th P : he self.

These groups are excluded from the establishment survey.
« The household survey includes people on unpaid leave among the

generally the calendar seek that contains the 12th day of the month.
In the survey, the ref period is the pay period
inchuding the 12th, which may or may not correspond directly to the
calendar week.

Coverage, definitions, and differences

between surveys
Bmeholdsurv!y'nxsampl: is selected to reflect the entire
civilian ion. Based on to a series of

qmnionsonwoxknmjobmmhmwues.achm 16 years and
over in a sample houschold is classified as employed. unemployed, 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 business,
profession, or on their own farm; or worked without pay at least 15
hours in a family business or farm. People are also counted as

mployed if they were temporarily absent from their jobs because of
illness, bad weather, vacation, labor-management disputes, or personal
reasons. ’

Peogple are classified asunemployed if they meet all of the following
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 sometime during the 4-week period ending with the
reference week. Persons Laid off from a job and expecting recall need
not be looking for work to be counted as uncmployed. The
unemployment data derived from the household 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 employed or unemployed are nor in
the labor force. The unemploymens raze 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 p and the l
population ratio is the employed as a percent of the population.

Establishment survey. The sample establishments are drawn
from private nonfarm businesses such as factories, offices, and stores,
as well as Federal, State, and local g Empl.

employed. The survey does not.

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

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

qudxﬁumcesbe(weentbetwomeysmducnbedm
“Ci E from Houschold and Payroll
Survcys. \'lhldl 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 employ and ploy go sharp
fl ions due to such | events as changes in weather,
reduced or expanded production, harvests, major holidays, md !he
opening and closing of schools. The effect of mch !
can be very large; seasonal fluctuations may accouiit fos as much as
95 percent of the mouth-to-month changes in unemployment.

Because these scasonal events follow 2 more of lus regular

hyear, theiri N
by adjusting the statistics from month to menth. 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
labor force cach June is likely to obscure any other changes that have
taken place relative to May, making it difficult to determine if the
ieve! of economic activity has risen or declined. However, because
the effect of students finishing school in previous years is known, the
for th yearcanbe toallow fora

change. Insofar as the } is made y, the
adjusted figure provides a more useful tool with which to analyze
changes in economic activity.

Inboththe b hold and surveys, most Ity

ljusted series are indep y adjusted. H , the adjusted

series for many major estimates, such as total payroll employment,

entities. Emp on

ploy in most major industry divisions, total employment, and
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are by aggregating independ: adjusted
series. For le, total is derived by
summmg the adjusted series for four major age-sex components; this
differs from the unemployment estimate that would be obtained by
directly adjusting the total or by combining the duration, reasons, or
more detailed age categories.

The numerical factors used to make the scasonal adjustments are
recalculated twice 8 year. Fct!hehwseholdmey the factors are
for the January-June period and again for the July-Dx b
period. For the establishment survey, updated factors for scasonal
adjustment are calculated for the May-October period and introduced
along with new benchmariks; and again for the November-April period.
In both surveys, revisions to historical data are made once a year.

Reliability of the estimates

Statistics based on the b hold and surveys are
subject to both sampling and nonsampling error. 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 exact difference, or ipling error, varies d ng 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
level of confidence, that an estimate based on a sample will differ by
no more than 1.6 standard errors from the “trus” population value

The hmsehold nnd mahhshmau surveys are also affected by

g error, N pling errors can occur for many reasons,

mcludxng 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 comect information on a

timely basis, mistakes made by respondents, and errors made in the
collection or processing of the data.

For ple, in the ¢ i survey, for the most
recent 2 months are based on substantially incomplete returns; for this
reason, these estimates arc labeled preliminary in the tables. It is only
after two successive revisions 10 a monthly estimate, when nearly all
sample reports have been received, that the estimate is considered final.

Another major source of nonsampling error in the establishment
survey is the inability to capture, on a timely basls, employmem
generated by new firms. T for this
of employment growth (and other sources of error), a process known
as bias adjustment is included in the survey’s estimating procedures,
wheseby a specified number of jobs is added to the monthly sample-
based change. The size of the monthly bias adjustment is based largely
on past relationships between the sample-based estimates
of employment and the totat counts of employment described below.

The sample-based from the i survey are
adjusted once a year (on a lagged basis) to universe counts of payroll

because of sampling error. BLS anal, are d at

the 90-percent level of confidence. ploy
For ple, th fidh interval for the ly change in total
p fromthe b survey is on the order of p!us orminus

376,000. Suppose the esti of total emp by

program. The difference between the March sample-based
i and the March counts is known as a
benchmark revision, and serves as a rough proxy for total survey error.

mnwbaﬂ\mmmwchangsmmedmﬁmmof
Over the past decade, the benchmark revision for total

100,000 from one month to the next. The 90-percent confid

interval on the monthly change would range from -276,000 to 476,000
(100,000 +/- 376,000). 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 vatues of less than zero, we could
not say with confidence that employment had, in fact, increased. 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 lcast a 90-percent chance) that
an employment rise had, in fact, occurred. The 90-percent confidence
interval for the monthly change in unemployment is +/- 258,000, and
for the monthly change in the uncmployment rate it is +/- .21
percentage point.

nonfarm employ has aged 0.3 percent, ranging from zero to

0.7 percent.
Additional statistics and other information
More hensi istics are ined in Emple and

Earnings, published each month by BLS. Itis available for $26.00 per
issue or $50.00 per year from the U.S. Govemment Printing Office,
Washington, DC 20402. Al orders must be prepaid by sending a
check or money orders payable to the Superintendent of Documents, or
by charging to Mastercard or Visa.

Employment and Earnings slso provides measures of
sampling error for the houschold survey data published in this
relcase. For unemployment and other labor force categories, these
measures appear in tables 1-B through 1-H of its “Explanatory Notes.”
Measures of the reliability of the data drawn from the

In general, esti involving many indivi or
have tower standard errors (relative to the size of the estimate) than
mmamwhchmbuedonnmaummbaof ions. The

survey and the actual amounts of revision due to bench-
mark adjustments are provided in tables 2-B through 2-J of that

of esti is also imp: when the data are cumulated
overumnwhasforqumuiymdmmalavmga The seasonal
adpuumnpmommulsotmpmvethemhhtyofthemmhly
estimates, .

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

HOUSEHOLD DATA
Tabis A-1. Employment status of the civillsn poputation by sex and age
(Musmbecs in housands)
Not sessonally acjusted Seasonaity sdjusted’
Employment slatus, sex, and age
Fab. Jan. Fab. Fob. Ot No. Onc. Jun. Feb.
2000 2001 2001 2000 2000 2000 2000 2001 2001
TOTAL
Cavlian 208907 | 210889 | 21108 | 208907 | 21037 21070 | 210509 | 21108
Civillan tabor force 140,185 141,049 12 140,800 141,000 141,138 141489 141,955 s
7.1 659 7.4 67.0 LA &3 2
Employed 133.054 134,482 134,774 135,120 135,484 135470 135,538 135,909 1805
Aation 6.1 647 €44 643 645 5 644
Agicae 2973 281 2.794 3367 3241 2178 2274 EXE 118
Indussries 10981 | 1es1 | mseo | s | me2zs | imoae | imse | | 1z
8231 8,587 6464 $.740 5558 5553
4.4 47 48 4.1 39 40 40 42 42
Notin tabor force earn | s 78 | 63047 | 378 | 6944 9254 ®275
[ y wart a job 443 aare 4500 4378 311 4351 5% a7 4455
Men, 16 years and over
Civilan noninstiuonat 10030 | 101367 | 101428 | 1003% | 01075 | 101475 | mze0 | 101357 | 101428
‘Civiten tabor foros 74000 | 751400 msius | 753 | TS 753% 85 | 78547
e 748 740 740 759 748 745 748 748 745
Employed nan 71405 760 | 23 | 2427 | TN 25M | 250 2.5
Employment-populxtion raso 71 704 704 72,0 Ty 7S TS s 73
3497 3784 387 3ms 294 o 3043 3228 187
rate 47 49 40 a9 40 ] a3 a2
Men, 20 years and over
Civ poputation o2 184 woez | s | w06 w17 | e
Civilan tabor force 70.704 71,161 nIs T0.952 7,155 nas 289 4R Nz
Participation it 78.3 764 783 770 785 784 167
Enployed a0 | a0 sans | o577 | earre | cesm | eass | eass | ers
Ermployment-poputtion ratio 77 73 730 TS5 74.0 T3 739 740
Agricuure 2018 1,507 1,908 2253 2219 212 22% 2122 2,154
dusties 5,851 68,194 e6208 | o829 | 68555 | 68561 esis | esTIs
2575 2381 2452 2441 2578 2521
e 40 43 43 13 a3 34 34 38 33
Wowmen, 16 years and over
Ch 108577 | 100532 | 10ose8 | 108577 | 109303 | 10s4m2 | 109483 | 109, 108,596
‘Civiien isbor Sorce 65377 | esgew | 68120 | sase | 65620 | 6570 | 65807 | €840
X €0.2 002 60.3 .3 0.0 0.1 €02 €04
Employed 82 emr | e | e axe | s
Employment-populsSan (as0 51.7 576 578 57.8 51.7 577 578 579 579
27 2842 2m 2708 2582 2628 2806 2710 2740
e 42 43 42 41 a9 40 40 41 42
‘Women, 20 years and over
Civilen norinsthutional popuiasion 100868 | 101803 | 100508 | 100see | 101448 | 10151 | 100812 | 10083 | 01688
‘Civillan labor kce s | 62104 exs | eaes | eism | erss | esw | e
e 612 612 8.3 61.1 05 80.7 €0.8 61.1 012
Employed X 69760 | €008 | 50285 | o428 | o508 | o8 | semd 02
Employment poputasion raso 89 88 2.0 589 588 588 58 &9 589
Al 004 m ™ [ 748 wm 2 [ [
Industies sas26 | sese3 | se2m 58431 sa70 | sasee | seoc | s
2245 2404 2329 220 210 2119 2m 22%
e 38 F1] 37 18 Ev a4 18 [24
Both sexes, 16 to 19 years
Civilen noninsSusional 16,149 18,083 18113 16,149 15,960 15989 16014 16,08 18,113
Civilan e force 7905 1724 7.785 8420 a7 8378 1 0243
@9 @ @2 £82.1 52.1 524 523 619 512
Employed 0784 6,501 6085 7258 7263 72% 720 118 T2
Employment poputztion 0 “s “a “3 “9 pes 458 455 “r “2
Agricuure 151 128 [ 2% 74 257 3
ncusries 8ATS 8561 1008 6901 7032 7060 0,983 .98
1151 1123 1110 1ie2 1082 1,087 1,101 110 1121
e 48 1“5 143 130 28 130 RER) 1 138

'mmu—mmwhmmmw maTdecy




32

HOUSEHOLD DATA HOUSEHOLD DATA
Table A-2. Wm«ummnmm.mumm
{Numbers in housands)
Not sessonally adjusted Seasonally adjusted’
Employment status, race, sex, age, and
Hispanic origin
Feb. Jan Feb. Feb. OcL Now, Dec. Jan. Feab.
2000 2001 2001 2000 2000 2000 2000 2000 200
WHITE
poputation 17362 | 178246 | 175320 | 173000 | 174099 | i7sos | wmies | wrszee | arsses
Civilan lebor force N7a54 | ez | s | 117,081 | 117000 | 17000 | tzus | via2re | sz
674 7.1 72 6.7 672 672 67.3 75 7.5
Employed N5 | 112760 [ 1029 | 118501 | 113586 | 113509 | nasty | viao1s | nssce
natio 04.7 4.3 645 5.3 649 64.8 85.1 63.0
4578 4854 4853 4100 4,019 419 491 4261 438
39 4 41 3s E 35 as EX) FH
Men, 20 years snd over
force 00,043 80,265 60,335 60,208 0,206 60280 80349 60404 60A87
ate 771 78.7 7.7 774 789 788 76.8 70 769
Employed s 8187 o 58,563 sa557 58470 68581 53,57 so.581
dation 744 787 7 782 747 745 748 745 45
2018 23 2,360 1722 1729 102 nes 123 1928
ate as 39 Y 29 29 32 2
Women, 20 years and over
force 50410 50,840 81019 50,283 50,281 50.3% 50527 50794 50,854
0.5 €0.6 .7 0.3 60.0 60.0 00.2 0.5 0.8
Employed @0 [ «win a2 7 43828 @ @0 o153
taion ratlo 588 Y] 68.7 882 58.2 58.4 87 85
157 1617 1718 1,561 1504 1510 1584 1524 1699
2] 33 1 30 30 31 30 33
Both sexses, 18 to 19 years
Civilan indor force LV 6.500 7119 7.000 7025 7,089 8508 8,045
826 513 314 554 887 5.1 54.8
Empioyed 5008 5670 782 8.250 8208 6257 6174 6188
Population rso 458 “r 453 491 492 459 493 @7 @7
628 [ ] m 867 788 819 812 a4 780
132 129 ne 122 "2 "z ns "y 109
Moy 155 158 us 138 ns 124 122 ns 128
Women 107 (Y] 04 104 108 109 107 92
BLACK /
Civifan nOrinEIR 0NN POPULEON oo | 28070 | 28382 | 2412 | 25078 | 285m0 253578 25408 25382 25412
force 1052 18577 1651 1721 18,627 107 18,742 18,778 16,691
e 680 &3 0 8.7 638 8.1 5.7
Employed 15,184 13170 15,192 15418 15,401 " 15470 15,372 15440
o 605 508 508 61.5 608 81.0 60.9 60.8
137 1407 1319 1,305 1228 1212 1401 1251
a3 s 78 74 75 78 84 75
Men, 20 ysers and over
ket —— . 7" 1312 317 7414 738 7397 1437 74% 1374
] 733 24 Wl 728 T24
Employsd L %44 4,800 &0 6,868 6913 L 4
oS LX) a4 &7 73 s ors 78
54 (4] 847 515 500 512 @
79 18 [ 7y 70 69 73 [
‘Women, 20 years and over
Civillan lntxr fosce 620 ase 8308 8319 8282 s LY sl 8560 433
080 32 5.1 082 5.0 &84 854
Employed . e 779 nm 1,700 7,808 7.6 731 1,
ato [ s 811 6.9 613 63 X4 0.8 613
570 0 , 508 542 817 472 (3
69 12 61 L3 58 62 87 73
Both sexss, 16 to 19 years
force . [ [l [ 908 982 1010 L] 1002 o81
am £t %3 »1 %9 208 a0 %8 “©s %9
Employed 73 634 (-] 748 747 789 N2 k<] (4
u o 22 88 23 02 304 -l 28 24 224
% 208 200 2% 2 200 280 282
30 22 29 243 20 s =7 b2 ] 28
[ ns za N3 2no 7o 28 N0t 20 nz
Women 2 =8 208 =0 a2 a3 24 79 87

e Tootnoies sl end of table.



HOUSEHOLD DATA HOUSEHOLD DATA
Tabie A-2. Employment status of the civillan poputaiion by race, ssx, age, end Hispanic origin — Continusd
Olodecs in housands)
Mot seasonally adizsied Ssasonelly adjusied’
Employment stahus, race, 94X, ags, ad
Hispanic orign
Feb. Jonv Fab>. Feb. Oct. Now. Dec. . Fob.
2000 2000 201 2000 2000 2000 2000 200 | 2000
HISPANIC ORIGIN <A
population 22.100 21% 2% 22,108 2818 283 2789 2, a5%
‘Conllion labce forcs 18157 15513 15082 15196 | 1549 15528 15571 15,540 15553
X 3] 5 8.7 a5 s @ 2 €28
Employed 14257 “ss g "2 un [rr—1 wm g2
dation o [ &8 641 [T €50 754 ] 842 3
=1 [ 1004 a2z 780 90 ] 7 980
e [X] 4 as 57 80 80 87 [ [t

1 The populstion fgures s aot adiated or seascnel varislior; thersiors, identical

moal"hnmmnwwu—umuu

becacse data for 18 “Ulher caces” GOup 8re not presented end Hispanics are inchuded in

Tabile A-3. Employment status of the civilian populstion 25 years and over by educational sttalnment

oaps.

(rbers i Sousends}
Not seasonaily scijusied Sessonally adjusted®
Educational stainment
Fetr Jon Fet. Fab. Oct. Now. Oec. Jan. Fob.
2000 2001 2001 2000 2000 2000 2000 2001 2001
Less than a high school diploma
population nxe | zesr | aam s | wen 7851 783 27957 1
‘Civiien tabos fore nen 12.085 nR 1508 121 11,968 1"z 12008 12014
25 a2 al £3.8 @z @9 @7 430 “a
Employed 10829 1on 10,708 128 11,408 nn non "1 1,340
Employmant-populetion s 08 208 0.4 a1 08 40.1 ©0 0 410
% s 14028 ™ ™ 787 5 e o
e 70 [*] [*] [ Y] [ [ 3 [ 7
High school graduates, no college?
Ch 874N 58082 57817 574N 57365 sr5e 57000 st
‘Civilen tabor lorce 43 | a1 L 37.504 38,008 7120 R X4 7418 37,309
Pement of 5.1 8.7 “s 5.3 [ 845 842 844 648
Employ noR | 8950 E 1] %23 | =707 580 5,908 £y
) ©5 619 Y] 630 €22 622 620 619 €23
141 1081 1504 1301 12n 129 128 1429 1414
™ 8 44 43 38 EY3 8 “ as E1
Lass then a bachelor’s degres®
“es | a3l @203 | as08 sy “r70 44,508 “ny | as2es
Chvilign fabor force . 2,783 DA RLL .08 277 812 [
741 T30 s T34 735 732 749 747 734
Employed st n704 RAD nns 210 N 2,141 210 17
callo ne ns ns ns ny na 721 728 na
1438 1,059 L4 -4 bl e 904 ”» -2
3 32 0 28 24 27 27 30 27
) Coilege gradustes
45247 45,790 46,167 4267 45,708 45,708 48,187
Cllian labor foroe 1202 | 850 6,181 20257
Percant of 80.1 ™7 7.5 9 787 3 793
Employed 180 sy 36,104 36,570 s BLT4 008
tasion catlo 788 s ™2 T8 74 7™ o
=0 008 12 ] sn sot 583 570
1.7 17 18 ) 18 18 1.

1 The podation Gguwes ese not adisted kr eessonal varietion, ecelors, idertical




HOUSEMOLD DATA HOUSENOLD DATA
Table A-4. Sslected employment indicators
O housande)
Not sessonally adjusied Sessonsily adjusted
Category
Fet, Jon. Feb. Feb. Oct. Nov. Dec. Jan. Feb.
2000 2001 2000 2000 2000 2000 2000 2001 2000
CHARACTERISTIC
16 yoars and over 133964 14774 135,120 135,464 135478 13505 135,000 B8
1% ed ol M5 a2 a2 a1 430
Martied N .10 .05 N nex2 bl s ed Lt d R
aze [t ) a0 8251 8449 8498 aso a2 L]
OCCUPATION
40,748 41.3% 41,701 40,803 40,745 43,003 407 414% 41770
Technicel, sales, S 20406 30,78t N5% 20521 30818 20453 40.008 W
Borvice 0OUPINION® oo ] 1827 ez 18301 18,200 10,858 N 18550 1158 1028
Precision production, crall, and cepels 1 .85 e uze 18080 48 b d b el “m
Openstoes, tatwicaies, and tbosrs 728 17,8008 1A% 10204 s 18,184 um 12002 1750
Faxming, fomeiry, and fighing .8 2808 1558 asu El - A 2 252
CLASS OF WORKER
-] 1740 v 157 2041 2,008 2019 190 149
workery 1,190 1000 1187 1,509 1,182 AR ] 1. e 2
Urpaid lmlly wartery » E -0 = s » 2
workees 12248 12290 | 1234% | 122072 | w6 2852 12241 124000
10,008 18,363 19829 0258 19073 18,148 19,552 18043 s
102480 100508 100918 103713 100300 104,408 100,489 706,192 100,008
Pl [l °0 0 0 .2 [ 24 [d [ ]
101,08 102,908 103,087 "0 103,57 103850 100582 104333 04,343
scpioyed 4555 a5 43 L0 a5 -0 0800 L d 7
”n 124 “r » L J k- ] m 110 "2
PERSONS AT WORK PART TINE ’
AR nchties:
3208 2 3424 Ll a2 418 axr un
Siach work or 1979 2448 2208 - 122 1909 213 20% 200
Couldd only find pe-ine work. 1027 [ " 1018 Lo | ol [l
Pant! 1900 s 20010 we 108 LD et
Nonagriaiarsl ndusiries:
EAL S s axm 208 22y e
1474 2% 21 1% 108 2082 - un 1570
Coudd ordy 1015 [ od 0”2 | el [ m o7 25 ”70
120 18,508 10 18,257 1nxe 10323 A 1800 18,508
NOTE: Persons ot work exchuies Smpioyed persons who wer sbeent Som thelr jobs uwn'-ammum—numm-w
Guing e el seisence wesk v eEsons such a8 vacelion, Bness, of indusiisl nees, and bad weather.

5
i
|
|
3
!
%



HOUSEHOLD DATA . HOUSENOLD DATA
Table A-S. adjusiad
Number of
unempioyed persons ‘ Unemployment rates’
Category n
Jun. Fob. Fob OcL. Nov, Jon. Feb.
2000 2000 2001 2000 2000 2000 20 2001
5740 598 558 a 9 40 =0 a2 a2
2378 2578 250 as 33 L) 34 - 38 s
Wanen, 2203 222 22m 38 34 34 34 a8 37
B0l ssxas, 18 1 10 years. 1R 109 2 188 128 110 2 1 ns
* Muctied men, s (ressrt 09 1008 1007 20 21 22 22 23 23
008 &2 02 28 25 25 28 25 28
Wommen who maintein terlbee — o 844 s s 62 sa 52 s s q
FulbGme workers 430 4768 4T 9 18 EL) £ a 40
1154 e 1 49 4 45 a8 Y] “
OCCUPATION
o2 748 ™= . 17 .y 17 18 1.
Technical, sales, and administraiive 1482 1,408 1437 38 as 38 s M s
procuction, cral, and repel [ 570 2 34 a7 7 37 7
and borers iRt 130 148 61 64 [x o 71 73
Feaming, forestry, end fiahing a2 ™ =2 EY] 67 71 83 s 72
INDUSTRY
Monagriculteal peivate wage and salary workees .| 4548 4585 a9 42 40 40 40 43 as
cods- 1209 1410 1488 4 47 45 4 43 82
Mining 20 n n 38 79 18 38 22 48
849 554 8 72 (3] 89 [ Y 70
70 s 00 £ 49 EY] 8 < 45
501 o1 n 8 b EY] a2 42
goods n b a2 38 43 39 40 “ 50
Barvice azn 428 4 38 38 8 9 P
250 ns 32 28 26 2 28 29
Wickoaals 4 W0tol 0300 e | 1452 1355 1412 53 48 a7 a8 80 8y
France, Peucance, 1 /el 09 o —— ————| e w1 210 27 23 19 21 23 25
138 1514 1578 £ ] 38 a7 s 40 42
a1 < 25 2y 20 23 22 22 15
wage workees a4 198 18 88 24 as 20 2

M of
'l—m“mﬁh-‘:m—lﬂm

Decause the ssascnal component, which is sl selative 10 e Fend-Cycie and iseguiar

Table A-8. Ouration of unemployment

Plumbers i houtecis)
Not seasonally adjusied Sessonally adjusied
Duration
Fab. Jon Feb. Feb. O Now. Jun, Feb.
2000 20 2001 2000 2000 2000 200 2001 0
817 3072 e a5 2510 5 248 2813 am
2313 2004 s 150 1,758 1798 1452 m 1009
1403 1420 . 12 1.3 139 1328 1an 1480
m ™7 ", o7 e n o5 m ™
o 4 ™ L L J 04 ot 0 [ 4
128 122 128 123 124 124 7 128 s
o« 85 " a1 [ 3 a .t s 0
000 1600 100 1000 1000 1000 000
“0s “s @3 43 430 “s 44 «s a0
29 38 7 Y ns ns 00 n »no
228 ns =noy ny ns a3 ns no "o
124 107 13s 120 128 126 120 123 B
0.1 w0s 1"a 08 T wr ns 07 nr
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Table A-7. Reason for unemployment
(Mumbers in ousands)
Not saasonaily adjusted Seasonatly adjusted
Reason
Feb. Jmn Feb. Feb. Oa. Nov. Dec. Jan, Fob.
2000 2001 2001 2000 2000 2000 2000 2001 2001
NUMBER OF UNEMPLOYED
Job losers yicbs .|  ame 2,408 3300 2814 248 2501 2514 2742 28059
On [ 1134 1587 1298 o s o7 a7 1002 48
tryont 18% 200 1781 1,821 1824 1577 171 1908
POTRUN JOD MY e eeomererrrs e 8281 123 1451 (3] ) [ (o M 4]
Peraons who COMEIeted IRTORAFY JOB®. .e..rrrereerecceresceeeans 814 616 72 I8 ] 5] ') ') M) M)
m 88 815 780 748 20
2,087 1905 1998 1952 1,868 153% 1899 1956 1527
Now sctrants 387 9 “s F2]
1000 1000 1000 1000 | 1000 1000 100.0 1000 1000
Y 817 512 483 “3 “a “7 458 a8
102 28 199 44 "9 158 167 72 158
04 279 313 29 23 28 280 20
125 124 128 123 ur 18 133 1“0 127
3.1 29 M5 | 38 M4 ns 27 23
87 87 51 69 12 76 83 74 02
UNEMPLOYED AS A PERCENT OF THE
CIVILIAN LABOR FORCE
Job 108673 8nd Persons who completed INMPORATY JOOS 22 24 23 .9 17 18 18 19 20
8 5 8 5 5 8 8
- 15 14 14 14 13 1.4 13 i 14
Now ectracty 3 K] 2] 3 3 3 3 3 3
1 Not avaltable.
Table A-8. Range of of tabor -
{Pecven) .
Not ssasonally scusted Seasonally adjusted
Mossure
Fab. Feb. Feb. OcL Now. Dec. Jon.
~ 2000 200t 2001 2000 2000 2000 2000 2000 | “2000
U-1 Persons unernployed 15 weeks or longer, &3 & percent of the civillan ‘
tabor force .0 " 11 » 9 9 E] 10 1
U2 Job loaees ‘senpocary jobs, ™~
Chvian labor Krce 22 24| 29 19 7 18 18 19 20
U3 Total force
LY 47 4.0 x| 39 40 40 42 -
U CT o civilen
ator workars B a8 a9 @) (M (] M ™ (W) M
us o k. rarginally .
83 88 85 (4] ") M (4] M "
s pinaly sttached ploy .
et fknas for 60ONOMIG reasons, &3 & Peroent of the civilian lebor force phis
workens 78 (Y] | & (&) ") M (&) (&)
Y Not avallabte.

l-lﬂdnmml"”nm“l—mhmm
NOTE: This range of shemstve measures of tabor undentiization mplaces the UT-U7 angs
published in table A-7 of this reisese b 1994, Marginally ‘workees
who currently are neliher working nor looking (or
and have for somelime In




HOUSEHOLD DATA HOUSEHOLD DATA
Table A-3. Unemployed persons by ssx and age, seasonally acfusted
Nuxmber of
unemployed persons Unemployresnt rates®
AQe and sex (n housands)

Fob. Jun. Fob. Feb. Oa Nov. Dec. Jan, Feb.
2000 , 200 2001 2000 2000 2000 2000 2001 200
Total, 16 years and over 5760 5958 5508 41 19 0 0 42 a2
160 24 yours 2220 2205 2167 (Y] 89 2.9 92 98 25
161 19 yours 1182 1149 1 132 128 130 131 133 iy
181017 yours 516 & 53 156 152 154 158 174 72
1810 19 yours s s . 550 125 1m1 ne 1s ns 1.0
201 24 yours 1058 1058 1048 74 [ 88 10 12 72
25 yars and over 3510 3767 3788 0 29 a0 10 32 12
2510 54 yoars 3.008 EY 202 30 0 30 20 32, 12
S5 yoars and over 24 0 519 29 28 29 28 27 28
Men, 15 years and over 3088 3228 s197 40 39 a0 40 43 42
1810 24 yours 1205 124 1202 101 94 25 87 103 108
15019 yoors 60 0 0 “ue 134 128 JYX} 150 155
161017 yoars 25 5 206 188 178 175 184 205 125
1810 19 yours 8 20 33 135 107 13 "y G 134
201024 yoars ;S 54 22 73 73 73 72 18 82
25 yoars ardl over 1815 1087 191 29 29 w 0 31 30
2510 54 yours 1555 1670 1819 29 29 29 29 b3l 30
55 years and over PR, 274 ] E.3 27 28 29 28 30 29
Wormen, 16 years snd over 2705 1% 27409 41 30 40 40 a1 42
1610 24 yours | 1015 o [ 94 84 a8 a7 a8 a1
161019 yours (] 498 <0 125 "o 123 24 124 118
160017 yoors . ) 29 250 128 134 132 “a 187
1800 19 yours .. ame m 208 "na "8 ns ns "3 a7
20 24 yoors e 513 a2 a4 18 83 67 a7 a1
25 yoars and over 1,605 1790 1875 31 30 at 30 32 34
2510 54 yoars 1451 1583 1843 3 at 32 31 34 as
55 years and over 250 x5 28 EAl 28 27 24 25 27

+ Unamployment a3 a percent of the civilan labor force.

Table A-10. Persons not in the tabor force and muttiple jobholders by sex, not seasonally adjusted

(Numbers in thousands)
Total Men Women
Catagory
Feb. Feb. Feb. Feb. Fab. Feb.
2000 2001 2000 2001 2000 2001
NOT IN THE LABOR FORCE
Total not in #3e kbor 10KCS ... e o s 81 69788 852 28310 43200 AT
Persons who wanl 4,431 4,500 1743 187 2888 2629
Seaschad for work 8nd avalabie 10 Work AW e 2m 13% s 613 97 k4
Fleason not currendy looking:
(DiBCOWAQRMEnt over Dwm’___._.____ m 20 1% 188 103 103
Reasors oiher #han 1011 1080 413 a7 594 -]
WULTIPLE JOBHOLDERS
Jobh P kAL 5% 4537 900 3608 3503
Percent of 58 58 87 58 59 57
Primary job Jull BiTe, SSCONGRTY JOD PRI BN . cerecesssmmasnnimeee| 4267 4258 2485 2408 1802 1782
Primasy and sscondasy jobs both pat time 1,602 1827 40 459 113 1,168
Primery and seconctisy jobe bog) il M ..o eersrrsesem | 290 304 bi3) 0o 109 o4
HOUrs Vary Of PISTISTY OF S80ONGEY JOb woorereares e scorasssssnsornsm| 1,547 1,980 09 ™ 38 588
1 Duta rafer 10 persons who have searched for work during Bw prior 12 manths m-ﬂmmmm--ﬂ--mmu
and wers valiabie 16 take 8 job during the relerence week. which reeson for ot determined.
2 yciudes thinks O work avalable, could not find work, lacks achooling or ‘mmmmmmmmmnwuunmm
aining, employer B0k 100 YOURY) of kd. and other of decriminaton, ‘secondery jobis), not shown separxiely.

types
3 mmwmmmwummuma—uhm



ESTABLISHMENT DATA ESTABLISHMENT DATA

Tabie B-1. Empioyses on nonfarm payrolls by industry
(in thousands)

Jan Feb, . Jan. Feb.
2000 | 2001P | 2001P | 2000 { 2000 | 2000 | 2000 | 2001P | 2001P

132,773 120,891 130,647 130,482 131,789| 131,842| 131,878 132,102| 132.237
111,954/ 109,555 109,802 110,088{ 111,325] 111,437] 111,443] 111,600| 111,698
25468) 25028] 24.947| 25624} 25685| 25635 25.569| 25,639| 25584
541 537 538 3 542 541 540 548 851
43.3 431 413 45| 44 43 44 43 42
78.8) 78.8 78.6) 81 80 78| 78, 79| 79
31421 3153] 3174 298 309 an an 318, 2
1042| 1000{ 1008 m 108 109, 107| 108 108

6601) 6374 e63e8| e6618) 6745 6734| 6717] 6875| 6891
1,509.2] 14764 1.47&; 1401 1,517 15231 1527] 1.548| 1,546
774. 885

42654] 4,1285]| 4121.4] 4242| 4398| 4329] 4,323] 4430| 4434
18,3261 18,117 18,040{ 18473[ "18378| 18360 18312] 18.218] 18,922

12532} 12,361] 12205| 12.697] 12583 12584] 12515 12.442] 12,361
11,046] 10,007 10870| 11,088| 11,052| 11,058} 14,037] 10, 10,903
75321 1419] 7384] 7. 7.542) 7548 7520| 7454 7411
8012 7878 832 a12 807 802 798|
5531 5486 5408 553 555 554/ 552 547| 541

5573 5483 5484 567| 564 563 561 567| 563
884.2] 6775 6733 690 677
21881 2170f (1) {n (1) ) ) (U]
15329] 151691 150231 1525] 1533 1535 1530 1517] 1.504
21266/ 211821 21092| 2131 2124 2127 2124] 2118] 2107
3623} 361 368 ®1 381
1.731.6] 1,7208| 1,7128| 1684 1.719] 1724f 1,728] 1724] 1,73
645 854 698
181568 1,753 1767.31 1855] 1,812| 18t4] 1813] 1757 1,768
991 850.3| 1,029 989 940 853
B] 4540 4549 453 458 455 452, 453
85101 8512] 8504 844 847 850 851 853 8s2
3925 388.7| 3881 398, 394 383 891 388
7280| 7210 7970| 7385 7328 7302 7278 7267 7219
50000 4, 49111 5105/ S0411 5018) 4,995| 4,968] 4950
166091 1,6369| 1,631.5( 1672 1673| 1687{ 1.666] 1,669} 1,666
38.7| 7 37| 37| 37 ko d 35
518.1] 5108 549 538 530 5251 21 513
6242| 6168| 6118 665 833 630 625 626 815
6569) €516 657 858 653
15824 1, 15448 1550 1559 1,557 1,554} 1555 1,
10218 1,0184; 1,0167| 1031 1023 1,02¢] 10221 1023 1,019
1284 1239] 1246 132 131 130 128 128 129
984.1{ 97801 1010] 1,001 998 291 988| 77
79| 69.7| 68.6 78, 72, k] 70 (-8
107,305] 104,963} 105,700| 104,858| 106,124] 108,207 108,309 108,463 106,673
71471 10191 7028] 6837 7048 7080 7088 7077] 7,05
1] 4518] 4524] 4478) 4.549| 4563| 4581] 4571 4,
2160] 2134 2122 28 218 20 217 218 216
5154| 5094 5144 g 500 500 500 503
1,852.3| 1,814.0f 1810.7)- 1 15843 1839 1.847| 1850 1853
199.9 94.8] 1 1! 208 208
136751 1.301.3| 13086/ 12581 1297] 1310 t3f 1.312] 1327
124 123 12| 12 13 12 12 12
477.8| 4730 4743 485 474 475 478 478
2,501 2458| 24971 2497 2505| 2508 2512
16526] 1848.6] 165231 1508] 1641 1.844] 1653] 1651 1,658
8s2.1] 8513 8s3 852 855, 858
7097| 7022} 7022| 7011| 70870 7.083] 7085 V074 707
4208] 4175 4175| 4177] 4207] 4208] 4201 4993] 4194
2891) 28470 2847| 283 2880 2887| 28n| 2881 2877
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ESTABLISHMENT DATA ESTABUSHMENT DATA

Tabile B-1. Empioyses on nonfarm payroils by industry—Continued
(in thousands)
INot sazsonzfly adjrsted Seesonally adjusted
Industry Feb. | Dec. Feo. | Feo | Ot | Nov. | Dec | sen | R
2000 2000 | 20017 | 2001P | 2000 2000 2000 2000 | 2001P | 2001P
Ratail trace 2440 23914| 2872 272 2978| ,1%3| 23238

Bullding materials and garden supplies .| 965.1| 1.0027] 9654 6588 1,00] 1022| 1020 1019] 1018] 1013

stores. 2740 2770] 2742] 2694 2599

2,389] 2419] 241 2.354) 2357

3519 aste| 3523 3537 3544

2431 2430 2428] 2425| 2429

1,120 1,120 1121 1121 112

205 1211 217 1222 1229

1,128 1,130 1,337] 1,138} 113

8,073, a8 8,125| 8,140

3,075 3,095 3,100

7838/ 7.681 7678] 7692

3737 3747 3751 3762

2033 2035
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ESTABLISHMENT DATA

Tmuunp—mnunamwmwnﬂmmmmnm

Not seasonally adisted Seasonally adjusted
Indusiry Feb. | Dec. | dan | Feb. | Fab | ot | Nov. | Dec | sen | Fen.
2000 | 2000 | 2001P | 2001P | 2000 | 2000 | 2000 | 2000 | 2001P | 200P
Tot! privets ............ | 342 [ 342 | 339 | 399 | 306 | 304 | 305 | 361 | 243 | 342
Goods % 408 | 402 400 | 95 | @13 | 409 | 405 | 398 | 04 | 20
Mining 4“1 | 449 | M8 | 450 | 447 | ase | w8 | w6 | 3 [ «s3
[ 27 | 97 | 7 | w2 | 397 | 398 | sas | sre | sse | 300
w03 1 48 | 4 | a2 [ s | w00 | e
36 ) a7} 45| a3 | 39 | 41| ‘a8
w08 | @3 | a9 | 417 | 07 | 411 | a0
38 | 49| 48 | as ]| 39 | 40| a7
23 | 10 | 408 [ 408 | 38 | w7 | «2
34 | 403 | 397 | 594 | 338 | 30 [ so3
408 | 435 | 432 | 27 | @17 | 22 | as
421 | 45 | @8 | a6 | @5 | 25 | 421
424 | 454 | w2 | @y | 422 | 27 | s
990 | 24 | 21 | @17 | 08 | 414 | 413
@3 | 23 | 21 | 20 | @12 | a8 | @3
41 | @16 | 412 | a9 | 404 | 407 | 403
4010 | 40 | 431 | 29 | 08 | 418 | 413
404 | 450 | a0 | a2 | 401 | 410 | 403
90 | M2 | 412 | 410 | 404 | 4«08 | 408
390 (295 | 393 | 301 | 3e8 | 33 | %92
%98 | 410 | 406 | 404 | w00 | 405 [ 401
36 | 45| 3| a1 | 39| 41| a8
%8 | 418 | w4 [ w2 | w07 | 012 | 407
374 | «06 | 389 | 386 | sas | 385 | sae
97 | 417 | 409 | w05 | w5 | w04 | w3
%1 | 377 | a6 | a8 | 383 | 36 | 3e1
420 | a5 | 425 | 26 [ @15 | w208 | 424
378 | 383 | s82 | a0 | 37 | s81 | 3o
25 | 27 | 430 | w28 | 24 | @20 | @7
45 @ (2 [ 2 @)
03 | 418 | a1 | 410 | w01 | w05 | s
%89 | 301 | 374 | 381 | a1 | sa0 | 73
26 | 28 | »7 | m8 | o7 | 28 | w8
383 | 383 | 388 | sas | sa7 | 6 | sss
%1 | 385 | sas | 386 [ se4 | ses | see
84 [ 201 | 288 | 289 | 287 | 201 | 289
%2 [ %1 | 38 | 361 | se2 | %1 | sz
25 | 27 | w6 | 26 | 28 | 26 | w0

‘mmnmmhmnm
workers in and workers in

tanaportation and public utilties; wholesale and rotal rade; finance,

four{ths of the ttal employess on

private nontarm a-u‘m-y.

insurance, and real estats; and servicss. Theae groups account for
approximately 3
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ESTABLISHMENT DATA ESTABLISHMENT DATA
Table B-3. Average hourty and weekly samings of workars! on private nontarm payrolts by industry
Average hourly eamings Average weskly samings
sy ot Dec. s Fab. Feb. Dec. s Fob.
2000 2000 019 | 200P 2000 2000 20019 | 2001P
Toel private $1358 | 31405 | sta00 | s1415 | s484.as | S470.83 | 347785 | $47959
1354 1402 1403 14.10 ac84s | e780e | 42123 | 4222
oods 1807 1567 1561 15.84 61486 | 63150 | 62440 | 61773
Mining 1720 717 1722 1743 75852 | 7rosa | Tras | Tross
C 1742 1821 18.20 1z 67415 | esss2 | eseta | emrTe
14.19 1468 1461 1465 58889 | 60482 | 59463 | 59040
s 1526 15.15 15.19 62013 | 682 | 115 | s16n
1163 1196 194 11.96 46985 | 47840 | 4s924 | 4003
1.5 1201 199 1205 45810 | 48040 | 45841 | 4272
1296 1450 14.48 1451 s9190 { eo7ss | ssaes | s
1628 16.84 1665 1858 7283 | 72051 | 70029 | 69708
1932 1922 18.50 19.18 grs20 | s3e07 | 8xs5 | 81238
1367 1412 1409 1411 s7687 | 58880 | se182 | s78S
1540 16.04 1599 15.94 65296 | 67689 | 68990 | esex
e 1405 1403 14.10 56938 | ss308 | 57102 | 56541
1858 19.70 1928 1943 81568 | 83134 | 00012 | 79883
1903 | 2036 19.75 1996 85635 | ss1.05 | sor.7e | e0sse
1441 15.08 1“8 1497 ses13 | e2108 | 61023 | 877
153 191 11.90 19 45313 | 47045 | 4s29 | eses9
1336 1380 1379 182 54242 | 56168 | 55436 | s5004
1223 1268 1264 12.60 50021 51608 | 50274
1748 | 1854 1828 1877 ess22 | 775 | a7 | 70200
10.85 102 11,04 11.04 st | asi82 | assne | 43829
9.03 921 924 0.23 339.53 3449 | 320
1599 1654 16.45 16.36 ea7s7 | r07 | 70242 | €802
1413 1458 1455 1459 53694 | 55841 | 54854 | 54858
1767 18.33 1824 18.48 75096 | 79186 | 77885 | 78455
203 | 2168 2164 2210 956.10 999.77 | 102765
1257 1303 13.05 1208 52040 | 53423 | 53114 | seS11
Loather &nd 106INer DORUCES ooreoer | 996 1022 1028 1021 S7549 | 38325 | 33344 | 37675
vice 131 1354 1384 137 42739 | #4278 | 44194 | Mss0s
TRASPOALON ANG PULHC LR ..o e 16.05 1653 16.58 1668 81151 | esmos | ea20e | esase
trade 1491 1559 1554 1559 56807 | seass | 50052 [ 56398
[0 T S —— T 965 9868 068 26848 | zreee | 27298 | 2749
Finance, insurance, and res! estae .| 1493 52 | 1548 1584 53897 | 55305 | 55501 | 56847
[P U B - ¥ £ 1429 1438 1442 4890 | <8443 | 45283 | 4sBES

1 See tocanote 1, table B-2. © = prefiminary.
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ESTABUISHMENT DATA ESTABLISHMENT DATA
Tabie B-4. Average hourly samings of or ,-——.‘mmmmw
industry, sessonaily sdjusted
Percent
2000 2000 2000 2000 2001P | 2001P Jan. 2001-
Feb. 2001
$1388 1 31396 ] $14.02| $1403 | $14.10 05
789 79 79 7.90 NA ]
15.57 15.68 1563 1570 15.75 3
17.08 17.19 17.08 17.01 17.00 -3
18.00 1820 18.14 18.32 18.32 0
1456 1463 14.60 14.58 1467 L3
13.81 13.90 139 1388 14,00 8
13.36 1344 1353 1352 13.61 7
16.38 1642 18.5% 16.54 16.68 z
15.38 1546 1587 1548 15.57 8
256 9.60 986 261 .85 4
15.18 1527 1534 154 15.58 9
14.00 1412 1420 1422 “3n 8
1 See footnote 1, table B2, wmt.nmmm
?mmmmumww Derived by assuming that overtime hours are peid at
and Clerical Workers (CPI-W) is used 0 defiate this Whe raie of time and one-hall.

* NA. @ not available.
Change was -4 percert trom December 2000 © P« prefiminary.



ESTABUSHMENT DATA ESTABLISHMENT DATA

rmumum—mmumwmm'mmmmwm
(1982x100}

/ Not ssasonally adjustad Sessonaly adusted
Industry Fob. | 0ec. | sn | Feo. | Feo. | ot | Mov. | Dec. | sen | Fen
2000 | 2000 | 20010 | 2001 | 2000 | 2000 | 2000 ] 2000 | 2001° | 2001p
Totai peivate 164 | 1518 | 1485 | 1470 | 1508 | 1508 | 1515 | 1508 | 1518 | 1510

Goody - 1125 | 1133 109.7 108.0 1175 ] 1184 1147 | 1122 11486 125

"s 1028 | 1010 § 1003 | €94 1001 93
0.9 605 683 81.0 841
1402 1383 | 1483 | 1445 | 1438 | 1393 ] 1410 1382
=2 28 28 310 | 208 228 2.1

Finance, ingrance, asnd realegtate .| 1375 | 1303 1384 | 1398 |13 1395 | 1398 | 1403 | 1403 "2

1 See footnome 1, table B-2. P = preliminary.
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ESTABLISHMENT DATA ESTABUISHMENT DATA
Tabie B-6. indexes of change, adjusted
(Percent) i .
Time span mTlew]wlmy]TmImlmlsaloa|uw|m
Private nonfarm payrolls, 356 industries’

597 628 832 s1.7 57.7 612 60.% 815 653 3] 6812

Y 6 | 528 | s79 | sea | sse | 573 | 607 | e08 | se0
607 | 565 | 459 | 562 | sa7 | 514 | 537 | s52 [ 506 | s34

67.0 6.6 663 65.6 67.1 68.3 685 9.0 704 ‘697 704
67.4 852 618 629 614 59.0 584 574 597 | 583 591

80.8 61.0 1.9 58.3 58.0 54.4 572 545 | P51 | Pag7

673 | 683 | 67| €5 71| 709 | 704 | 705 | 701 | €94 | 704
: 1| 610 [ sas [ se8 | s81

583 | 576 | 594 | 596 | 605 | e19 | 610 | 628 | €29 | 625 | 632
Pse4 | Ps29

525 56.1 54.0 514 543 507 538 585 819 80.4 554
50.7 538 50.7 471 50.0 378 | 500 457 399 41.7 438

478 | st | su1| 457 | s11 | s78| 363 | 388 | 457 | 428 | 408

532 558 56.1 532 525 525 558 597 865 847 840
568 522 522 488 a4 39.2 403 432 71 8.7 406

525 | 493 | @9 | 498 | sas | 42| 33| 288 | as3 | 360 | Px0

532 525 529 51.8 532 547 812 612 644 847 63.7
543 504 399 435 421 388 387 36.0 399 us 7
335 1S 3 R7 388 41.0 457 482 43.2 48.6 51.1
415 504 536 4590 38.1 335 353 299 | P252 | P23

525 540 54.0 554 568 572 579 58.3 56.8 56.8 5§72
51.8 518 468 406 | - 389 378 381 371 38.0 342 335
324 317 353 8.0 38.8 396 24 424 “°4 48.0
446 392 392 342 299 | P284 | P245

4

‘Wmmrywmanuha-.wmm NOTE: Figures aro the percent of industries with employment
and unadjusted data for the 12-month span. Data are centered within increasing pius one-hat! of the with
mop:un. where 50 percent indicates an equal balance between industries with
= prefiminary. ind
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Commissioner
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Employment in total private nonagricultural establishments
Over-the-month change, 1999 - 2001

Seasonally adjusted, in thousands
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Source: Bureau of Labor Statistics, March 9, 2001
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Employment in manufacturing
Over-the-month change, 1999 - 2001

Seasonally adjusted, in thousands
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Employment in manufacturing industries
Over-the-month change, February 2001

Seasonally adjusted, in thousands
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Average weekly hours in manufacturing, 1988-2001

Seasonally adjusted

42,5

0

42.0

41.5

=

41.0

40.5

40.0

Feb. 2001= 40.6 hours

39.5 ' r Y
Jan-88 Jan-90 Jan-92 Jan-94

Note: Shaded area denotes recession.

Jan-96

Jan-98 Jan-00

Source: Bureau of Labor Statistics, March 9, 2001
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Over-the-year percent change in average hourly
earnings, 1990-2001

Seasonally adjusted

4.5
3 Mf\w
3-5 b
3.0 1
Over-the-year change

25 for Feb. 2001 = 4.1 percent
20 r v ’ v '

Jan-90 Jan-92 Jan-94 Jan-96 Jan-98 Jan-00

Note: Shaded area denotes recession.

Source: Bureau of Labor Statistics, March 9, 2001



Unemployment rates by county in New Jersey

Provisional 12-month averages for 2000
(New Jersey = 3.8 percent; U.S. = 4.0 percent)

SOURCE: Bureauof Labor Statistics
Local Ares Unemployment Statisties

March 2000

NOTE: Duta are based on preliminary 12-month averages.
Benchmaried annusl sverages will be svailable
approximstcly May 2, 2001,

10.0% or over
= 7.0%t0 9.%
W 60%-65%
5.0%-5.9%

W 4.0%- 49%
[]30%-39%

20%-29%
1.9% or below

19
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NEW JERSEY
Labor Force Data by County, Provisional 12-month Averages for 2000

* High unemployment rate counties are found in the Southern part of the state, where
tourism and agriculture are important industries.

« Two Northern counties that have experienced losses in manufacturing jobs and have
high concentrations of minorities also exhibit higher than average unemployment.

* Low 1ploy rate ies are predominantly in the Western and Central parts
of the state.

County Labor Force 1

Level Rate
Atiantic County, NJ 126,550 119,208 7.344 58
Bergen County, NJ 446,705 432,867 13,838 31
Burtington County, NJ 227,648 221,004 6.642 29
Camden County, NJ 262498 252,208 10,290 as
Cape May County, NJ 45435 41,474 3,961 87
Cumberiand County, NJ 63,864 59,160 4,704 74
Essex County. NJ 372925 355,194 17,731 48
Gloucester County, NJ 132478 127,455 5023 38
Hudson County, NJ 283,193 266,736 16,457 5.8
Hunterdon County, NJ 69,914 68,692 1222 17
Mercer County, NJ 168,641 163,182 5459 32
Middlesex County, NJ 410,640 397,610 13,030 32
Monmouth County, NJ 310478 300,141 10,337 33
Morris County, NJ 265,053 258,852 6201 2.3
Ocean County, NJ 213607 205,096 8511 40
Passaic County, NJ 233538 221,865 11,673 50
Salem County, NJ 32,530 31,110 1420 44
Somerset County, NJ 170,339 168,614 3728 22
Sussex County, NJ 76.842 74,584 2258 29
Union County, NJ 269,101 258,341 10,760 a0
Warven County, NJ 51,534 49,885 1,649 32
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48
a7
a7
4.8
a6
46
46
45
45
4.5
48
46

46
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a7
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48
48
47
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NEW JERSEY
ily Adjusted Statewid
Labor Force Statistics
Labor Force [}
Level Rate

1998
4,165,138 3967222 197.916
4,152,852 3.959.195 193,657
4,144,944 3.950.400 194,544
4,146,341 3,947.264 199,077
4,141,002 3,950,321 190,681
4,133,688 3.945.029 188,659
4,128,871 3.940.596 188,275
4,125.663 3,940,142 185,521
4,136,146 3,948,654 187,492
4,143,365 3.956.857 186,508
4,148,087 3.959.057 189,030
4,163.423 3,973,049 190,374

1999
4.179.224 3.987.209 192,015
4,189,882 4,001,057 188.825
4,205.447 4,006,111 199.336
4213970 4,014.756 199,214
4,216,722 4,013,185 203,537
4,218,690 4,015,577 203,113
4,223,781 4,022,508 201,273
4218454 4,021,093 197,361
4,207.290 4,015.470 191.820
4203570 4,017,039 - 186,531
4,195,747 016015 - ._179732
4,190,871 4,017,403 173.468

2000
4,171,225 4,014,086 157,139
4,167,808 4,007,463 160,345
4,162,672 4.011.896 150,776
4,166,187 4,012,688 153,499
4,168,471 4,013.251 155,220
4,169,074 4014697 154,377
4.166.934 4.013.575 153,359
4,182,682 4,023.868 158.814
4,197.873 4,037,564 160,309
4,214,409 4,053,940 160.469
4,234,038 4,071,388 162,650
425221 4,001,633 160,638

2001
4,250.978 4,098,429 152,549

41

38
e
36

37
37
a7
38
38
38
38
a8

38

U.S. Department of Labor

Bureau of Labor Statistics

Local Area Unemployment Statistics
March 2001
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