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EMPLOYMENT-UNEMPLOYMENT

FRIDAY, FEBRUARY 5, 1982

CONGRESS OF THE UNITED STATES,
JOINT ECONOMIC COMMIrEE,

Washington, D.C.
The committee met, pursuant to notice, at 10 a.m., in room 2128,

Rayburn House Office Building, Hon. Henry S. Reuss (chairman of
the committee) presiding.

Present: Representative Reuss, Long, and Mitchell; and Senators
Mattingly and Sarbanes.

Also present: James K. Galbraith, executive director; Louis C.
Krauthoff II, assistant director; and Mary E. Eccles, Kent H.
Hughes, William Keyes, Paul B. Manchester, and Mark R. Poli-
cinski, professional staff members.

OPENING STATEMENT OF REPRESENTATIVE REUSS, CHAIRMAN

Representative REUSS. Good morning. The Joint Economic Com-
mittee will be in session for its hearing on the January unemploy-
ment situation.

Today's figures provide a grim and puzzling picture of the Na-
tion's job conditions. The unemployment rate fell from 8.8 percent
in December to 8.5 percent in January due to a drop in the size of
the labor force. Employment continued to decline and job losses
remain widespread. There is nothing to suggest that the severity of
this recession is abating.

These problems were not, as the President tried to suggest in his
state of the Union message, simply inherited from the previous ad-
ministration. The 1980 recession was ending when President
Reagan took office; employment was growing and unemployment
was gradually declining.

Just as an unfortunate choice of economic policies caused the
economy to slump in 1980, it is the policies of this administration,
especially its stubborn adherence to tight money and high interest
rates, that are to blame now.

There is no excuse to stand idly by waiting for the recession to go
away. It's not too late to influence the economic recovery; indeed,
the prompt adoption of an alternative program could save us from
the high unemployment rates, the high interest rates, and the high
deficits that otherwise lie ahead.

Such an alternative four-point program would include:
First, taxes. Tax cuts to provide additional economic stimulus

now when it's needed. Let us accelerate the 10 percent tax reduc-
tion schedule for next July and make it retroactive to today. Then



to hold down future deficits and interest rates, defer the 10 percent
tax cuts scheduled for July 1, 1983 when, if the administration is
right, we will be in a period of noninflationary recovery. This first-
lady-forward, second-lady-back tax adjustment would bring to bear
stimulus when we need it and absence of stimulus when we don't
need stimulus.

Second, spending. Resist further spending cuts below the levels
enacted in fiscal year 1982 until the recovery is firmly established.
Steps should be taken to alleviate the hardship of the recession by
restoring cuts made last year in unemployment insurance. Pro-
grams to reduce excessive spending should be developed for the
out-years with the military budget not exempt.

Third, money. The Federal Reserve should not tighten monetary
policy any further in this recession year of 1982 if the administra-
tion story is to be believed. Unfortunately, the Federal Reserve has
decided to do just that, to tighten money, to lower its target beyond
the excruciating levels of last year which brought the recession
about. With livable levels of interest rates, the recovery can begin
and now sectors like autos, housing, small business, farming, and
capital investment can start to come back.

Fourth and last, an incomes policy. While these changes in mon-
etary and fiscal policy will be neutral with respect to inflation be-
cause the stimulus from speeding up the tax cut comes at a time of
enormous slack, nevertheless, an incomes policy is needed to assure
that inflation does not return and prevent us from sustaining a
steady growth and high employment in the years ahead.

And I close with the comment I express frequently. I urge the
President to turn his attention from hit squads, abortion, and
prayers in the schools to issues that are devastating our country,
like joblessness.

Senator Mattingly.

OPENING STATEMENT OF SENATOR MATTINGLY

Senator MATTINGLY. I have just a brief statement, Mr. Chairman.
I think that there will always be good and bad news in Washing-

ton, D.C., and sometimes the good news has a hard time getting
out, but I think the good news is that our Government has not
stood still nor has it stood idly by; that the facts don't justify that
this country in the last year has just stood in concrete but, rather,
that Congress and the people of our country realize that they were
tired of cycled high inflation, high interest rates, high unemploy-
ment and the peaks and the valleys we have had for several dec-
ades in our country. What they really wanted was permanent re-
covery and the planning that we had been using for so many years
in our country had in fact not worked; that it had in fact given us
these ups and downs of these cycles.

I think now that we do have the first phase of our program in
place what we need to do is look forward to the second phase of the
program, and I think the second phase of the program will be
coming forth now in the budget, and I urge that the ideas that will
come forth not only from this committee but from other Members
of Congress be ones that will justify not negative cycnicism and
total negative outlooks from members of committees, but ones that



show that we are trying to help the people of our country to make
a recovery and to put people back into jobs, permanent jobs in our
country, not Government jobs but private sector jobs.

And what will happen now-and I feel positive about it-is that
there will be a permanent improvement in people's lives and I
think that's what we will see in some policies. In some policies you
see other things, but I think on the whole as I travel around the
country that what we see is people wanting to let there be a chance
for this new program, one that will restore permanence, and I
would hope as the figures come forth today, as the figures come
forth every month in Washington, that we would not either get
overelated or dejected by those figures but, rather, that we see
them as building blocks to go forth to improve the program we
have put in place. And I don't mean by that tinkering with the tax
program but, rather, improving the overtaxed and overregulated
society that we have had that has been so beat up by big spending
here in Washington, D.C.

If you would like to propose just that we accelerate the tax cut
possibly to January 1, and not tinker with anything else, I might
be happy with that, but otherwise I think everything can stay in
place. The American people want to give it a chance and I think
it's time that we listen to them. Thank you.

Representative REUSS. Thank you, Senator Mattingly.
Representative Mitchell.

OPENING STATEMENT OF REPRESENTATIVE MITCHELL

Representative MITCHELL. Thank you, Mr. Chairman.
My full statement on the unemployment situation will come a

little later after we've reached 10 percent. The administration, of
course, has a target for unemployment; if we reach a certain point,
then you will psychologically break the backs of workers and they
will be willing to work for less than the minimum wage, or perhaps
even for slave wages. So when we reach the 10 percent figure, I
will make a more full statement.

Meanwhile, for those who are unemployed, I want to acknowl-
edge, with gratitude, some of the things the administration has
done. Some of them have been given 5 pounds of cheese to give
them sustenance while they stand in the unemployment line.
When the 5 pounds of cheese is gone I understand, through a vol-
untary effort, a number of our fine ladies throughout the country
will bake fudge and brownies and take those little goodies down to
those who are unemployed. We are not going to let them starve.

But let me make a more full statement once we reach the objec-
tive of the 10-percent figure desired by the administration.

Representative REUSS, Congressman Long, do you have a state-
ment?

Representative LoNG. No, Mr. Chairman.
Representative REUSS. Commissioner Norwood, we are always de-

lighted to have you and your associates here. Would you now pro-
ceed to give us the statistical result for January and your interpre-
tation of those statistics?
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STATEMENT OF HON. JANET L. NORWOOD, COMMISSIONER,
BUREAU OF LABOR STATISTICS, DEPARTMENT OF LABOR, AC-
COMPANIED BY THOMAS J. PLEWES, ASSISTANT COMMISSION-
ER, OFFICE OF EMPLOYMENT STRUCTURE AND TRENDS; AND
W. JOHN LAYNG, ASSOCIATE COMMISSIONER, OFFICE OF
PRICES AND LIVING CONDITIONS
Ms. NORWOOD. Thank you, Mr. Chairman. I would like to intro-

duce Thomas Plewes, who is our Assistant Commissioner in charge
of unemployment statistics on my right; and John Layng, who is
our Associate Commissioner for Prices and Living Conditions.

I'm glad to be here this morning to try to provide you with a few
brief comments on the press release we released this morning on
the employment situation.

The statistics for January released by the Bureau of Labor Sta-
tistics today show continued employment declines, a reduction in
the labor force, and a drop in the unemployment rate. Following
several months of very sharp increases in unemployment, which
say the Nation's unemployment rate surged from 7.2 percent in
July to 8.8 percent in December, as revised, the overall jobless rate
was 8.5 percent in January. The drop in unemployment was accom-
panied by a decline in the labor force of 300,000. There was no cor-
responding pickup in employment. In fact, nonagricultural employ-
ment, as measured in both the household and establishment sur-
veys, fell by 235,000.

As in December, the employment loss was widespread through-
out the goods-producing sector. Substantial job losses occurred in
most durable goods industries in manufacturing, and in several
nondurable industries. Construction employment also declined. The
bad January weather during the survey week probably caused
much of the loss in construction jobs and may have contributed to
other job losses.

Although the number of Government jobs was down over the
month, there was some increase in employment in the service pro-
ducing sector. Employers in retail trade did not reduce their pay-
rolls as much as they typically do in January because they had not
hired as many workers as usual in December for the Christmas
rush. Thus, after seasonal adjustment, employment in retail trade
rose about 175,000 over the month. Employment in the services in-
dustry, which is generally much less affected by recession than
other industries, failed to show growth for the second month in a
row.

These employment developments do not seem entirely consistent
with the drop in unemployment. The decline in the jobless rate for
adult men was substantial-from 7.9 percent to 7.5 percent-but
durable manufacturing industries, which have a high proportion of
male workers, showed considerable job losses in January. However,
the drop in the unemployment rate was associated with a sharp de-
cline in the number of men in the labor force. Their participation
rate was down half a percent point over the month. We do not
have sufficient information to determine whether the drop in labor
force activity resulted from discouragement caused by the reces-
sion, was merely a temporary phenomenon caused by January's
bad weather, or resulted from other factors.



The extremely bad weather conditions which prevailed during
the survey reference week in January, including some of the most
frigid temperatures ever experienced by the eastern two-thirds of
the United States, clearly had a major effect on the length of the
workweek in virtually all industries. Overall, the workweek de-
clined by eight-tenths of an hour, the largest over-the-month de-
cline ever recorded. In addition to an exceptionally large drop in
the construction workweek, the factory workweek declined 2.1
hours in January; declines were pervasive among both durable and
nondurable goods industries. The most extreme effect was in the
textile and apparel industries where the average workweek was
down 7.5 and 5.2 hours, respectively. Some of the decline in factory
hours may be due to the continued impact of the recession, but evi-
dence suggests that the major impact in January in hours resulted
from weather conditions.

In summary, the January data are more difficult than usual to
interpret. As you know, in analyzing monthly labor market devel-
opments, seasonally adjusted data are used so that purely seasonal
changes which usually occur in a particular month can be discount-
ed. January, for example, is a month in which we expect a substan-
tial increase in unemployment as employers in the service sector
pare down their payrolls after the holiday season, and the goods
producing sector, especially construction, is affected by winter
weather. This January-as expected-the number of unemployed
persons rose sharply, but the increase was somewhat less than the
typical January pattern. This may be due, at least in part, to the
already high unemployment levels in those industries which typi-
cally contribute to the January unemployment increase. As a
result, both the seasonally adjusted level of unemployment and the
jobless rate declined.

While it is not possible to disentangle the extent to which the
over-the-month changes were due to the business cycle or to the
weather, the widespread nature of the nonfarm employment de-
clines suggests that no real improvement in the labor market situa-
tion occurred in January.

Mr. Chairman, I have included at the end of my statement a
short review of the revisions that were made in the employment
situation data. I'd like to remind the committee that we have made
changes to take account of the population counts projected from
the 1980 census. This adjustment has raised the civilian labor force
total by about 2.3 million in 1981. However, unemployent rates are
essentially unaffected by this adjustment.

I might point out that there are some 30,000 series that are being
revised and that this involves work on something like 3 million
cells.

I might also point out that this is an unbudgeted activity since
we can never have advance notice of the need for this and these
are the kinds of things that are necessary to maintain high quality
statistics that become increasingly difficult under the terms of the
continuing resolution under which we are operating.

I would also like to call your attention to a change that we are
making in the release in table A-2. Because of improved proce-
dures following the 1980 census, we have changed that table to in-
clude data for the black population now separated from the other



races. We have revised this table to present that information and
for purposes of continuity we have included in table A-9 informa-
tion on black and other races, which was the way in which it used
to be presented.

January figures also, of course, reflect changes in seasonal fac-
tors which we do every year at this time. The unemployment rate
remained fairly stable through the first half of 1981 and then rose
during the second half of the year. Those seasonal revisions really
confirmed in general the patterns that were originally published.

We would be glad to try to answer any questions you may have.
[The table attached to Ms. Norwood's statement, together with

the press release referred to, follows:]

UNEMPLOYMENT RATES BY ALTERNATIVE SEASONAL ADJUSTMENT METHODS

X-11 ARIMA method X-ll
method Range

Month and year Unadjusted (fre (cols. 2-
rate Official Concurrent Stable Total Residual ormer 7)

method)

(1) (2) (3) (4) (5) (6) (7) (8)

1981
January.................................... 8.2 7.4 7.4 7.4 7.4 7.5 7.4 0.1
February................................... 8.0 7.4 7.4 7.2 7.4 7.4 7.4 .2
March....................................... 7.7 7.3 7.3 7.3 7.3 7.5 7.3 .2
April......................................... 7.0 7.3 7.3 7.2 7.3 7.3 7.3 .1
May.......................................... 7.1 7.5 7.5 7.8 7.7 7.5 7.6 .3
June......................................... 7.7 7.4 7.4 7.3 7.3 7.3 7.4 .1
July.......................................... 7.3 7.2 7.2 7.2 7.2 7.2 7.1 .1
August.................................... 7.2 7.3 7.3 7.3 7.3 7.3 7.3 ................
September................................ 7.3 7.6 7.6 7.6 7.6 7.6 7.6 .1
October .................................... 7.5 8.0 8.0 8.1 7.9 7.9 8.0 .2
November................................. 7.9 8.3 8.3 8.3 8.3 8.3 8.4 .1
December................................. 8.3 8.8 8.8 8.8 8.8 8.6 8.8 .2

1982
January.................................... 9.4 8.5 8.6 8.5 8.6 8.7 8.6 .2

Explanation of column heads:
(1) Unadjusted rate.-Unemployment rate not seasonally adjusted.
(2) Official rate (X-l1 ARIMA method) -The published seasonal adjusted rate. Each of the 3 major labor force components-agricultural

employment, nonagricultural employment and unemployment-for 4 age-sex groups-males and females, ages 16-19 and 20 years and over-are
seasonally adjusted independently using data from January 1967 forward. The data series for each of these 12 components are extended by a year
at each end of the original series using ARIMA (Auto-Regressive, Integrated, Moving Average) models chosen specifically for each series. ch
extended series is then seasonally adjusted with the X-11 portion of the X-11 ARIMA program. The 4 teenage unemployment and nonagricultural
employment components are adjusted with the additive adjustment model, while the other components are adjusted with the multiplicative model. A
prior adjustment for trend is applied to the extended series for adult male unemployment before seasonal adjustment. The unemployment rate is
computed by summing the 4 seasonally adjusted unemployment components and calculating that total as a percent of the civilian labor force total
derived by summing all 12 seasonally adjusted components. All the seasonally adjusted series are revised at the end of each year. Extrapolated
factors for January-June are computed at the beginning of each year; extrapolated factors for July-December are computed in the middle of the
year after the June data become available. Each set of 6-month factors are published in advance, in the January and July issues, respectively, of
Employment and Earnings.

(3) Concurrent (X-11 ARIMA method).-The procedure for computation of the official rate using the 12 components is followed except that
extrapolated factors are not used at all. Each component is seasonally adjusted with the X-11 ARIMA program each month as the most recent data
become available. Rates for each month of the current year are shown as first computed; they are revised only once each year, at the end of the
year when data for the full year become available. For example, the rate for January 1980 would be based, durng 1980, on the adjustment of data
from the period January 196 through Janary t980.

(4) Stable 11 ARIMA metho).-Each of the 12 labor force components is extended using ARIMA models as in the official procedure and
then run through the X-It part of the program using the stable option. This option assumes that seasonal patterns are basically constant from
year-toyear an computes final seasonal factors as unweighted averages of all the seasonal-irregular components for each month across the entire
span of the period adjusted. As in the official procedure, factors are extrapolated in 6-month intervals and the series are revised at the end of each
year. The procedure for computation of the rate from the seasonally adjusted components is also identical to the official procedure.

(5) Total (X-11 ARIMA method).-This is one altemative aggregation procedure, in which total unemployment and labor force levels are
extended with ARIMA models and directly adjusted with multipticative a justment models in the X-tt part of te program. The rate is competed by
taking seasonally adjusted total unemployment as a percent of seasonally adjusted total civilian labor force. Factors are extrapolated in 6-monin
intervals and the series revised at the end of each year.

(6) Residual (X-11 ARIMA method).-This is another alternative agregation method, in which total employment and civilian labor force levels
are extended using ARIMA models and then directly adjusted with multiplicative adjustment models. The seasonally adjusted unemployment level is
derived by subtracting seasonally adjusted employment from seasonally adjusted labor force. The rate i then computed by taking the derived
unemployment level as a percent of the labor force level. Factors are extrapolated in 6-month intervals and the series revisea at the end of each
year.
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in this release, (2) electronic media will not feed such information to
member stations, and (3) representatives of news organizations will not
contact anyone outside the Bureau of labor Statistics to ask questions
or solicit comments about information in this release.

TRE EMPLOYMENT SITUATION: JANUARY 1982

Employment in nonagricultural industries declined in January, and the number of persons
unemployed also declined, the Bureau of Labor Statistics of the U.S. Department of Labor
reported today. The overall unemployment rate was 8.5 percent in January; between July and
December, it had risen steadily from 7.2 to 8.8 percent (as revised).

Total employment--as derived from the monthly survey of households--was about unchanged in
January at 99.6 million, but there was a decrease in nonagricultural employment. Since July,
total employment was down by about 1.3 million. Nonfarm payroll employment--as derived from
the monthly enrvey of establishmente--dropped by 235,000 in January. This series was down by

1.0 million since July.

Unemployment

The number of unemployed persons rose less than it usually does from December to January,
and, as a result, the seasonally adjusted level fell by 270,000 to 9.3 million. This was
200,000 above the November level and 1.5 million higher than last July. The January
unemployment decline coincided with a decrease in the labor force. The Nation's unemployment
rate declined by 0.3 percentage point to 8.5 percent, after having risen a half point in
December; the jobless rate was still 1.3 percentage points higher than last July. (See table
A-1.)

Host of the January decline in joblessness took place among adult men, who have been hit
particularly hard in the last few months. Their unemployment rate dropped 0.4 percentage point
to 7.5 percent, after rising 0.8 point in the prior month. Unemployment rates for adult women
(7.2 percent) and teenagers (21.7 percent) were little changed over the month, while rates for
white (7.5 percent) and black workers (16.8 percent) were down marginally. The rate for
Hispanics (12.0 percent) incieased over the month. (See tables A-1 and A-2.) Unemployment among
all workers remained substantially higher than last summer.

A sizeable decline took place in January in the number of unemployed who were on layoff.
There also were reductions in the number of unemployed persons who left their last job and those
who had reentered the labor force. (See table A-7.)

This release incorporates the introduction of 1980 census population data into the
estimation procedures used in the Current Population Survey as wall as annual revisions in
seasonally adjusted unemployment and other labor force series. Am a result, all previously

published data back to 1970 are subject to revision. The 1981 overall rates as originally
published and as revised, plus additional information on the revisions, appear on page 4. In
addition, table A-2 has been revised to include data for black workers (instead of black and
other workers) and Hispanics; table A-9 now presents data for black and other workers.



The over-the-month drop in unemployment was concentrated amog the short-term jobless (less
than 5 weeks), whose cnber dropped to toe November level of 3.9 million. Accordingly, both the

seas and sedian duration oeasures rose over the month. Nonetheless, two-fifths of all

unemployed peros In Janaary were newly unemployed. (See tobio A-6.)

Total Employment and the 1abor Force

Total esployent was about unchanged In January at 99.6 m'ilion, s.nually adjuted,

following a drop of -ore than half a llion In Denesber. Therm was, however, a continued

decle,, I ,uagricltural employment. Since July, rho total n" ber of Jobbholders has fallen by

1.3 millIon. The employcen-population ratio coninaed to recede, as eamployaent In January did

not keep pace with normal population growth. (See table A-!.)

The civilian labor force decreased by 30-,000 in January to 108.9 million. Me accounted

for virtully all of this decline. On an over-the-year basis, labor force growth was unusually

lo_--I.1 eIllon.

Table A. Major indicators of labor market activity, esesonally adjoated

I Quarterly averages I Monthly data

Category Dec. -
1980 _191 1981 an

IV ill I IV Nov. 1 Dec. I Jan. I
HOU. SEHOLD DATA

Thousands of persos

Civilian labor force. . .. 1107,523:108,667:109,i56009,272i0,184108,8791 -35

Total eplyment....... . . . 99,4981100,654 100,043100i1721 99,6131 99581;

Uemployrnt............ . . I 8,0251 8,013; 9,113; 9,100i 9.5711 9,29A! 273
Not In labor force,,................I 61,171 11,7461 6L,834: 61,724: 61,982, 2,456, 474

Discouraged workers.....I 1,063; 1,0941 1,199 8.A. N.A. N.A.; h.A.

Percent of lzbor force

Unemploymen t m~en: I

All-ttae workers. ....... ... * 7.51 7.0! 8.31 8.3! 8.8; 8.0; -0.3

Nfadu men...p...... . 6.3; .0; 2.2 7.1 7.9 7.5 -O.7

G olt 7 nue6.,,... 6.75 6.72 7.2; 7.2 51 7p 7.21 -0.2

Seric-1dcn industries.. .... . i 6.27 66056,8p6,0 5,971: 6,9841

Teenacgrs .. o . . ... 2.9. 19.1; 21.1! 2.5 21.5; 21.7 0.2

661L:............ ... I 6.6; 6.4; 7.3;1 7.61 17.7; 7.5; 0.2

Black. . . . . 15.1! 15.8!1 7I.01 16.8; 731 16.81 -0.5s

Klapal orgn. . . 101 9.8 111'1.; 10 19 1.0

Pull-tme workers.. . . 7.3; 7.0 8. 8aI 8.7; 8.4;1 -0.3

DSTARLIDIENT DATA
Thisands of aike

Nonfam payroll employeord ... I 0ee ;91,9n81
9
v.s. e tp g 91,.22;19kp9o.sp -

Goods-produolo tn sr 4. 25,594; 25,92J12S,l99p1 25,418;25.iL7pI24,/hlpi -356p

bervlco-proooclog inutre . 65:,27; k60-6,OO ,84pI bb, 1046b,
7 9

o k
6

,
9
8p; 11

9
p

I da~~~~are of work _________

Average weekly boor.; I I i

Total pr a nonforo.........I 31' 5.! l5.l 3S.Op; 15.0!1 4.9p; l4.Ip! -0.B8p

.......t..... . . . 39.8; 39.8: a9.ap; 39.1 1 SOPI 36:
9
p: :2:lp

Manufacturing ,,rns . . .; 29 .p .; h; 7
2
1 -. p

o-owllloa4I .A.-oot available.

NOTE: 1980- 1 ho,,shald data cove teen runcod, Snn note on Poer 4.
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Industry Payroll Employment

Total nonagricultural payroll employment declined by 235,000 in January to 90.9 million,
seasonally adjusted. The payroll job count has fallen continuously since September, with job
cutbacka totaling 1.2 million over this period. As in the earlier months, job losses were
wideapread; over-the-mooth employment gains occurred in only about one-third of the 172
industries comprising the diffusion index of nonagricultural payroll employment. (See tables
B-1 and B-6.)

The largest over-the-month decline occurred in manufacturing, where employment fell by
215,000. Most of this drop took place in the durable goods sector, with reductions taking place
in every industry. There were particularly large cutbacka in transportation equipment,
machinery, and fabricated metals. Since July, job losses in durable goods have totaled
three-quarters of a million. Within nondurable goods, both the textile and apparel industries
registered sizeable declines, sustaining trends evident over the last several months.

Employment in construction continued to aecline in January, but the over-the-month drop of
140,000 was much greater than in recent months. Much of the January reduction can be attributed
to the extreme cold and severe winter storma which existed over the eastern two-thirds of the
country during the survey week, causing temporary halta in construction activities.

Among the service-producing industries, retail trade posted a substantial gain (175,000,
after seasonal adjustment) in January, an the normally expected reductions in sales staffs did
not take place due to the comparatively light pre-Christmas hiring. Employment in services was
about unchanged for the second month in a row. Government employment was down 35,000 over the
month.

Hours of Work

The average workweek of production or nonsupervisory workers on private nonagricultural
payrolls dropped by a record eight-tenths of an hour to 34.1 hours in January, the result of
extremely severe weather conditions that reduced the length of the workweek in virtually every
industry. The effect of the weather, combined with an already weakened economy, placed total
private hours at an all-time low in January. The workweek in construction was down 3.6 hours
(not seasonally adjusted) in January. Manufacturing hours dropped 2.1 hours to 36.9 hours.
Factory overtime also declined, falling 0.2 hour to 2.2 hours. Hours reductions were especially
marked in the textile and apparel industries. (See table B-2.)

Reflecting both the reduction in employment and the markedly shortened workweek, the index
of aggregate weekly hours of production or nonsupervisory workers on private nonfarm payrolls
wan down by 2.7 percent in January to 103.9 (1977-100), while the factory index dropped sharply
to 86.6, a reduction of 6.5 percent. The decline in the overall index has been continuous since
July, with a drop of 5.0 percent during this period. The factory index fell by 13.8 percent
over the same time span. (See table B-5.)

Hourly and Weekly Earning.

Average hourly earnings rose 0.8 percent in January, but average weekly earnings declined
1.5 percent (seasonally adjusted), because of the cutback in hours. Before adjustment for
seaoonality, average hourly earnings were up 9 cents to $7.53 and have risen a half dollar over
the year. Weekly earnings, at $253.76, declined $8.13 over the month but were up $7.01 over the
year. (See table B-3.)

The Hourly Earnings Index

The Hourly Earnings Index (HEI) was 144.8 (1977-100) in January, seasonally adjusted, 1.0
percent higher than in December. For the 12 monthe ended in January, the increase (before
seasonal adjustment) was 8.2 percent. The HEI excludes the effects of two types of changes
unrelated to underlying wage rate movements--fluctuations in overtime in manufacturing and
interindustry employment shifts. In dollars of constant purchasing power, the HEI decreased 0.6
percent during the 12-month period ended in December. (See table B-4.)



Revisions in the Hosehoid Survey Data

Introduction of 1980 census population controls. Effective with the release of data for
January 1982, population controls based on the 1980 Decennial Census are being introduced into
the estimation procedures used to the Current Population Sure-y (household survey). Dt for
1981 have been revised based on 1980 census population counts. This adjustment rsised the 1981
annual average lenls of the civilian noninstitutional population by 3.7 million, the civilian
labor force by 2.3 miilion, and total employment by 2.1 million over the 1970 census-based
figures. Changes in unemployment levels were relatively =sal, and unemployment rates, both
overall and for Individual groups, were not signiticantly affected.

Because the magnitude of the revisions affected the historical comparability and continuity
of labor force series, differencen between 1970 and 1980 censu-based estimates for 1981 have
been wedged back to 1970, Table B presents 1981 annual average data for selected series on both
the 1970 and 1980 bases. A detailed discussion of the methodology used to adjust the CPS to
1980 census population controls and revised 1970-81 annual average estimates for major labor
ore series will appear in the February 1982 issue of Emplonyent and EarnIogs. Reviad 1981
annual averages for more detailed series -ill be published in the March 1982 issue.

Revision of seasonally adjusted data. At the end of each calendar year, the BLS routinely
revises the seasonally adjusted labor force series derived from the Current Population Survey to
incorporate the experience of that year. As a result of the recalculation of seasonal factors,
seasonally adjusted data for the most recent S years are subjeCt to revlion, Thin year,
however, an a reacl of the revisions to the 1970-81 estimates based on 1980 census population
counts, seasonally cdjnsted series have been revised back to 1970.

The table below contains the seasonally adjusted overall unemployment rates for the past 12
moothe as originally published and as revised, Previounly published rais we re altered by 0.1
pricontage point In 7 months of the year, 0.2 percentage point in I month, and were unchanged in
the other 4 months. The 1981 annual average rate (7.6 percent), which. like all other annual
averages, is Calculated using unadjusted data, is 0± course not aftected by seasonal adjustment
revisios. Table C presents seasonally adjusted data for major worker groups coveriog the
period January 1981 through January 1982.

New seasonal adjustment factors to be used to calculate the overall unemployment rate for
January-June 1982, a description of the current seasonal adjustment methodology, and revised
dots for the entire 1970-81 reviaton period for some 365 series ull1 also be pvhlished iv the
February 1982 issue of Eploymeot and Eaings. Historical data (monthly and quarterly) from
the time of the inception of the various series may be obtained from the Bureau upon request.
(Contact John Stinson, 202-523-1944.)

Seasonally adjusted unemployment rates in 1981

Month Ac previously As
published revised

January...... 74 7.4
February . . . . . . . . . . 7.3 7.4
March . . . . . . . . . . . 7.3 7.3
April.. . .... 7.3 7.3
May.. . ..... 7.6 7.4
June . . . . . . . . . . . . 7 7.4
July.. . .... 7.0 7.2
August... ..... 7.2 7.3
September. . . . . . . . . . . 7.6
Ocptobr . . . . . . . . . . 8.5 8.6
Oct ober;91
Novembe ..... 8.4 8.3
December . . . .. 8.9 8.8



Explanatory Note
This news release presents statistics from two major

surveys, the Current Population Survey (household
survey) and the Current Employment. Statistics Survey
(establishment survey). The household survey provides
the information on the labor force, total employment,
and unemployment that appears in the A tables, marked
HOUSEHOLD DATA. It is a sample survey of about
60,000 households that is conducted by the Bureau of
the Census with most of the findings analyzed and
published by the Bureau of Labor Statistics (BLS).

The establishment survey provides the information on
the employment, hours, and earnings of workers on
nonagricultural payrolls that appears in the B tables,
marked ESTABLISHMENT DATA. This information
is collected from payroll records by BLS in cooperation
with State agencies. The sample includes approximately
166,000 establishments! employing about 35 million
people.

For both surveys, the data for a given month are ac-
tually collected for and relate to a particular week. In
the household survey, unless otherwise indicated, it is
the calendar week that contains the 12th day of the
month, which is called the survey week. In the establish-
ment survey, the reference week is the pay period in-
cluding the 12th, which may or may not correspond
directly to the calendar week.

The data in this release are affected by a number of
technical factors, including definitions, survey dif-
ferences, seasonal adjustments, and the inevitable
variance in results between a survey of a sample and a
census of the entire population. Each of these factors is
explained below.

Coverage, definitions and differences between surveys
The sample households in the household survey are

selected so as to reflect the entire civilian noninstitu-
tional population 16 years of age and older. Each per-
son in a household is classified as employed,
unemployed, or not in the labor force. Those who hold
more than one job are classified according to the job at
which they worked the most hours.

People are classified as employed if they did any work
at all as paid civilians; worked in their own business or
profession or on their own farm; or worked 15 hours or
more in an enterprise operated by a member of their
family, whether they were paid or not. People are also
counted as employed if they were on unpaid leave
because of illness, bad weather, disputes between labor
and management, or personal reasons.

People are classified as unemployed, regardless of
their eligibility for unemployment benefits or public
assistance, if they meet all of the following criteria:
They had no employment during the survey week; they
were available for work at that time; and they made
specific efforts to find employment sometime during the
prior 4 weeks. Also included among the unemployed are
persons not looking for work because they were laid off

and waiting to be recalled and those expecting to report
to a job within 30 days.

The civilian labor force equals the sum of the number
employed and the number unemployed. The unemploy-
ment rate is the percentage of unemployed people in the
civilian labor force. Table A-4*presents a special group-
ing of seven measures of unemployment based on vary-
ing definitions of unemployment and the labor force.
The definitions are provided in the table. The most
restrictive definition yields U-1, and the most com-
prehensive yields U-7. The official unemployment rate
is U-5.

Unlike the household survey, the establishment
survey only counts wage and salary employees whose
names appear on the payroll records of nonagricultural
firms. As a result, there are many differences between
the two surveys, among which are the following:

----The household survey, although based on a
smaller sample, reflects a larger segment of the popula-
tion; the establishment survey excludes agriculture, the
self-employed, unpaid family workers, and private
household workers;

----The household survey includes people on unpaid
leave among the employed; the establishment survey
does not;

----The household survey is limited to those 16 years
of age and older; the establishment survey is not limited
by age;

----The household survey has no duplication of in-
dividuals, because each individual is counted only once;
in the establishment survey, employees working at more
than one job or otherwise appearing on more than one
payroll would be counted separately for each
appearance.

Other differences between the two surveys are
described in "Comparing Employment Estimates from
Household and Payroll Surveys," which may be obtain-
ed from the BLS upon request.

Seasonal adjustment
Over a course of a year, the size of the Nation's labor

force and the levels of employment and unemployment
undergo sharp fluctuations due to such seasonal events
as changes in weather, reduced or expanded production,
harvests, major holidays, and the opening and closing
of schools. For example, the labor force increases by a
large number each June, when schools close and many
young people enter the job market. The effect of such
seasonal variation can be very large; over the course of a
year, for example, seasonality may account for as much
as 95 percent of the month-to-month changes in
unemployment.

Because these seasonal events follow a more or less
regular pattern each year, their influence on statistical
trends can be eliminated by adjusting the statistics from
month to month. These adjustments make nonseasonal
developments, such as declines in economic activity or



increases in the participation of women in the labor
force, easier to spot. To return to the school's-out ex-
ample, the large number of people entering the labor
force each June is likely to obscure any other changes
that have taken place since May, making it difficult to
determine if the level of economic activity has risen or
declined. However, because the effect of students
finishing school in previous years is known, the statistics
for the current year can be adjusted to allow for a com-
parable change. Insofar as the seasonal adjustment is
made correctly, the adjusted figure provides a more
useful tool with which to analyze changes in economic
activity.

Measures of civilian labor force, employment, and
unemployment contain components such as age and sex.
Statistics for all employees, production workers,
average weekly hours, and average hourly earnings in-
clude components based on the employer's industry. All
these statistics can be seasonally adjusted either by ad-
justing the total or by adjusting each of the components
and combining them. The second procedure usually
yields more accurate information and is therefore
followed by BLS. For example. the seasonally adjusted
figure for the civilian labor force is the sum of eight
seasonally adjusted employment components and four
seasonally adjusted unemployment components; the
total for unemployment is the sum of the four
unemployment components; and the official unemploy-
ment rate is derived by dividing the resulting estimate of
total unemployment by the estimate of the civilian labor
fotce.

The numerical factors used to make the seasonal ad-
Justments are recalculated regularly. For the household
survey, the factors are calculated for the January-June
petiud and again for the July-December period. The
January revision is applied to data that have been
published over the previous 5 yvars. For fle establish-
menti survey, updated factors ni seasonal adjustment
are calculated only once a year. along with tie introduc-
tion of new beichima ks which are discussed at the end
of the next section.

Sampling variability
Statistics based on the household and establishment

surveys are subject to sampling error, that is, the
estimate of the number of people employed and the
other estimates drawn from these surveys probably dif-
fer from the figures that would be obtained from a com-
plete census, even if the same questionnaires and pro-
cedures were used. In the household survey, the amount
of the differences can be expressed in terms of standard
errors. The numerical value of a standard error depends
upon the size of the sample, the results of the survey.
and other factors. However, the numerical value is
always such that the chances are 68 out of 100 that an
estimate based on the sample will differ by no more than
the standard error from the results of a complete census.
The chances arc 90 out of 100 that an estimate based on
the sample will differ by no more than 1.6 times the

standard error from the results of a complete census. At
the 90-percent level of confidence--the confidence limits
used by BLS in its analyses--the error for the monthly
change in total employment is on the order of plus or
minus 279.000: for total unemployment it is 194,000:
and, for the overall unemployment rate, it is 0.19
percentage point. These figures do not mean that the
sample results are off by these magnitudes but, rather,
that tie chances are 90 out of 100 that the "true" level
or rate would not be expected to differ from the
estimates by more than these amounts.

Sampling errors for monthly surveys are reduced
when the data are cumulated for several months, such
as quarterly or annually. Also, as a general rule,
the smaller the estimate, the larger the sampling
error. Therefore, relatively speaking, the estimate
of tie size of the labor force is subject to less
error than is the estimate of the number unemployed.
And, among the unemployed, tie sampling error for the
jobless rate of adult men, for example, is much smaller
than is the error for the jobless rate of teenagers.
Specifically, the error on monthly change in the jobless
rate for men is .24 percentage point; for teenagers, it is
1.06 percentage points.

In the establishment survey, estimates for the 2 most
current months are based on incomplete returns; for this
reason, these estimates are labeled preliminary in the
tables. When all the returns in the sample have been
received, the estimates are revised In other words, data
for the month of September are published in
preliminary form in October and November and in final
form in December. To remove errors that build up over
time, a comprehensive count of the employed is con-
ducted each year. The results of this survey are used to
establish new benchmarks-comprehensive counts of
employment-against which month-to-month changes
can be measured. The new benchmarks also incorporate
changes in the classification of industries and allow for
the formation of new establishments.

Additional statistics and other Information
In order to provide a broad view of the Nation's

employment situation, BLS regularly publishes a wide
variety of data in this news release. More comprehensive
statistics are contained in Employment and Earnings,
published each month by BLS. It is available for S3.75
per issue or S31.00 per year from the U.S. Government
Printing Office, Washington, D.C. 20204. A theck or
money order made out to the Superintendent of

Documents must accompany all orders.
Employment and Earnings also provides approxima-

tions of the standard errors for the household survey
data published in this release. For unemployment and

other labor force categories, the standard errors appear
in tables B through J of its "Explanatory Notes."
Measures of the reliability of the data drawn from the
establishment survey and the actual amounts of revision
due to benchmark adjustments are provided in tables
M, P. Q. and R of that publication

99-700 0- 82-2
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Table A-1. Employment status of the population by sex and age
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HOUSEHOLD DATA HOUSEHOLD DATA
Table A 2 Empoym nt status of the population by race, sx. age, and Hilspnkc origin
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Table A,& Selected employment Indicators

j;** ...... j..

C--3 Jan. Jan. Jan. Seat 0ct. 0ov. 0Dec. Ja..
1901 1982 1961 1981 1981 1901 1981 1982

T . 0 90.539 97.831 99,901 100.258 100.343 100.172 99.613 99.581
38,535 37,83 30.959 38.855 387.06 38.553 38.342 38.238

23.99 2. 3.8:623 23. 83 23.820 21.691 21:788
W. . . . . .... ...... 8.860 5.08, 883 .15 9.5 5.09 9.068 5.0

52.707 52.872 52,662 5208 53.199 53.086 53,068 52.836
16.475 1,01 62 1 6.598 16.681 86,657 16,778 16.803
11,567 11.091 11,S61 1,533 11.616 11.61 1,424 10.091
6,310 6,448 6.380 6.441 600 6.18 6.90 6.520

.......... .8.35. Uo.312 16.887 18,336 16,502 00550 18,836 18423
......... 30.085 29.050 31,151 31.266 30,953 30,683 30.380 30.203

...........0 . 12.237 11,907 12.621 12.51 12.86 12.811 02.886 12. 370
.10.813 9,797 10,586 .0.524 10.10 10,220 10.169 9.966

3.376 3,360 3,425 3.506 3.580 3.438 3.360 3..15
.. ......... -........ 4.062 .006 4511 6722 .. 517 6.618 .. 36 0,58

. ............. .. . 12.978 13.319 13.250 3,391 03. 525 13.60 13.639 13. 709
. ..... .. 2.369 2.391 2.786 2.783 2,770 2.0D2 2.660 2,17

OF ORK

":03.~~t3.1227 ":128 1.505 1.61 .0 :863 6 135 1. 377
1.97 1.13 10 163 .631 1.01 0.0 1.673

unlhif.0.wher. . . 84 235 28. 256 261 321 228 38

w ..... ... 87:983 87. 775 09.005 89.376 19 ,860 19,238 88. 991 88. 759
16,936 15.718 5,88 15.75 15,491 15.397 15.585 15.578

- - 73,017 73,901 73.969 73.841 73,406 73.161
1.020 1.151 1,210 1,102 1.162 1,206 1,291 1:248

70.728 70.906 71.803 72.799 72.07 72.637 72.115 71.932
6,861 6.797 7.028 7.217 7.152 7.1.1 7.057 6.971

387 376 421 399 451 425 410 810

I9.67 90.205 91,322 90,878 910388 91323 90.922 90.,12
F19 2 74308 72.30 70.387 73798 73,686 73915 73, 360 72.803

1104,00268 4887 4.051 4656 5.009 5.028 5.288 5.070
. ....... 1.780 1.885 1.688 1.759 2.006 1.945 2,121 1,783

l
8  

o 8 ,. . . .2.8480 2.962 2.783 2.897 3.003 3.080 3.167 3.287
6 k . 12.895 12.668 12,481 12,.28 12,49 12.302 12. 270 12.250

" Em a w eMM n @ am n w m . OTE a me,-abl A 1.

Table A-4. Range of unemployment measures based on varying definitions of unemployment and the labor farce,
seasonally adjusted

1980 1980 1908 1982

0 .1 1 5 m as ad0IM ................... 2.2 2.2 2.1 2.0 2.1 2.2 2.2 2.2

. . m . . .. ........................ 8.0 3.7 3.7 3.8 0.5 8.5 4.9 .0

64 tem900ragpeobsyeara oeverm..emnorthei.00oniaorehr00 .... 5.3 5.2 5.2 5.3 6.1 6.0 6.5 6.3

03 ma. @ *3 i008 ..0 ..0 ........... 7.3 7. 1 7.1 7.0 8.0 8.1 8.7 6.8

.T . .. ............ 7.5 3.. 7.4 7.4 8.3 8.3 8.8 8.5

. . ..........Il .. . 9.5 9.4 9.3 9.4 00.0 lo..7 11.3 11.0

......g....r...m.e........ . 10.5 10.4 10.2 10.4 11.8 0.A. A . 0.8.

7.5NOTE Atet0eA-1.
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Table A.S Major uneployment Indicators, seaasally adjusted

T8- 

9999 9992 9599

95,391

9999 9999

5.2 5.9
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39 12 . .2 99 55 . .
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Table A4. Duration of usemploymen

9989 9982
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9999 9989
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Table A,?. Reasont for unempione~

...~ 7 7 .. . . . . . . . . . . . . o

L~.................1.80S

0 . i ... ........... 2.977

96................061

.. .. . .. .. . . .... 100.0

67.0790a29130T0 : 99

. . . ...... ..... ..... 0.5

.. . .. . .. . .. . . .. .. 82

HOUSEHOLD DATA

6.256
2,57.9
3.682

2.747

69.5

27.0

5.0

390
,7.305
2.677

700.0
50.0

25-7

.0.26
9..S52
2.97.

2.058

7.

29.6

4.573 .0
%.63 9.826
2.942 3-079

976 96
2.917S 2.339
7.0S02 996

536

10.9

2.0 2.9.9 .9

5.383
2309

2.2049
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5.205

3.3 65
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271.9 20.3
34.6 36.5
9.7 9.7

23:5 22.7
70.7 77.5

4.8 .0
2.7 7.

N0OTE 977.7.7 l.. .

Table AA8 Unemployment by six and age, seasonally adjusted

T . . . . ............. 29 Jan. 7am S p5 07: . 8 .. 0 . 8~.5

7.60.~~~~~ .......... 002.920..0.. 00 0. 80 .
7m7 71.757 7.872 70.9 19.7 20.. 21.4 21.5 ' 779 9% 7610 20.9 29.64 27.:5 22.6 2l:.9 21:.9

.9122 2.169 77 12.3 12.7 13.0 773.5 77.5...... ...... .... .355 5.282 50 5.. 5.7 6.0 6.5 6.l
997999.02 576 6 .5 6.8 3.:.0 07 7

. 799. . ............... .0.56 5.738 7.2 7., 7.7 0.3 9.0 8.67 02: .706 2.0 75.5 7. 96.0 77. 77. 7.lO~ y995 7.96 20. 79.9 20. 27. 22. 2........ 77 00... .... 43 933 22.5 27.5 27.7 22.7 22.6 23.
1999 3 57 9 78.01 79.3 27:.0 22.2 2.

.3... 903 3.05 09 5.0 5.5 50 6. ..07 .0 ............:::: 57 2.662 52 5. 5.9 6.3 6.9 6.7o'.2 38 06 73 7. 3.5 7.7 3.7 9. 4.7

,:70.
0 7  

566 3.960 7.7 0.0 0.2 0.0 9.5 0.
................ 7 .73 9.77 139 7. 00 7.7 77.:9 75.2799907... .762 a56 777 7. 07 20.9 205 2......7 333 327 19.1 27.2 27.9 22.5 27.71 20.86.'s7y 9 577 76.7 7.3 0 0.6 79.9 20.0 29.7

299 23' 5.0 8.0 61.7 6.9 6.-0 6.3
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Table A-9. Employment status of black and other workers

222c20.18.o1
J2. Dec. J. Jea. seat. O5'. .2298 9 899 1382 29822198927 0, a9e9 9981 182

2211 2.1 281 2.2_2.2 22 235 2,9 2:2.1

Table A 10. Employment status of male Vietnam-era veterans and nonveterans by age not seasonally adjusted

99:32 9992 3 596 3 28172 9 28 99 91999 '8

U 7 S1 17. s e.1 13:

6.M2 I -.0 9.I 8.2 .88 92I000 2 9S6 1 11

152.. 0,3 9.2 1,28 92, .5 22 21 2 :::5.
2,22 ...

2 7. 
9 9.2 9.08 

7..9
92,2 2,22 2.29 2923 22 222 2. 0 23 502 92 902 . :

90999822 IN
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Ta.b A-11. Employment stas of the nonindtotional population for the tn largest States
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... .....t 4 .2 .4 841 4,12 , 4,1 4,42
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TabOe B&1. Emptoyees o noragtcultural payrof
t
s by hdustry

T~; 9.08 82.19 91.915 99.791 91.091 92.033 90,80. t.522 52,296 93859

G 526 .5.1." 25.2]0 20.29; 25..7 25,930 25. 2 25.416 25,127 2.,76

Mmos8 2,Cs 2.270 2.1st 235.1 ,3aJ ,2 t2."42 t., 12. 76 1.172
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S~ e so~e>2 6s~s32 he.777 651.d 1 St 6I.s 0 45 0 6.14 4,79 6.9
Tran cloy utci tp hdoi 85.0 5,802. 506.0 5,00.0 52 558 560 5387 822o 886e
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Table &2. Average weekly hours of production or nonsupervisory workers, on private nonagricultural payrolls by Industry

laot on.n asshmu4s

Ja. s. Dec.p Jan. Jan. Sept. 03t. 009. DM. Jan. p

3989 9982 198j 1982 D381 2981 1981 1981 2982 1982

T M ................. 35.1 35.1 35.3 33.7 1 .8 35.9 35.0 35.0 34.9 39.9

aM . . . ... .. 3.6 19.3 44.9 92.3 32) (2) (2) (2) (2 12
Ca t ............... . . 3.9 37.0 37.0 33.. f21 1 23 32) 1 2) (21 921

Mada ......0. . . . .  . 39.9 39.6 39.9 39.0 30.1 39.3 39.5 39.3 39.0 36.9
on imeho s ................ . 2.9 2.6 2.6 2. 3.0 2 2 . 2.5 2.8 2.2

Lumnradw products..38.J6. 33.796 70.3 33.7 39.8 37.3 37.6 37.5 37.8 3.6
Fu ,nIturea .dxtures ......... 1.1 38.1 38.3 32.5 38.5 37.5 38.1 37.7 37.6 32.

Ftmnl p.oduc....... 99.2 3.3 39. 38.0 2. 93.61 39. 39.7 392 30.0:

Fa"Icat9metalprducts.. . .93.9 90.3 63.5 33.0 90.5 39.5 0.0 39.6 39.3 37.9
Machinery. xceptaictrical... . 1. .0.9 1.6 39.0 1.9 93.3 93.7 90.6 93.3 39.0
Etrcticanldeic~lionkulmnt 90. 2 39.3 93.9 37.9 90.2 39.9 39.9 39.3 39.3 37.6
Transpoaltio 9uipmenrt... .90.9 90.9 92.9 37.2 99.3 39.9 90.5 90.3 39.9 37.5

N ad9ed Is -. ....... 39.2 39.9 3.3 35.0 39.5 30.3 39.0 38.9 38.6 36.9
enlmeb r.. .... ... .9 3.0 2.7 2.9 3.0 2.9 2.0 2.7 2.5 2.0

Foo and r1902 sproducts .. . . 0.3 39.9 0.3 30.7 90.3 39.2 39.5 39.6 39.7 39.0
Tobaccomanufaturs.. ... 30.9 33.0 39.2 35.6 (2 32 (2 1 1 229 (2)

Textilemlilpructs.9. '39.9 39.3 39.0 30.6 0.03 38.9 39.3 38.8 30.3 30.7
Apprela.0 ot5rtextileproduct. ... 35.3 35.3 35.5 29.3 36.9 35.2 35.7 05.9 35.9 29.9

Papr.a da1i proucts............. 92.7 92.3 92.7 03.9 42.693.292.999.99 .8 90.8
Phintingead publishing....3 .... 7.3 37.3 38.3 36.1 37.5 33.2 37.9 36.9 37.3 36.9
Cfemicataaodaillsproducts 92.. ..... 4.6 91.7 92. 0 90.9 99.6 42.391.5 99.3 92.5 403.
Potroleum andc0lproducts....6.. 2.9 93.3034.7 930 3.9 438 93.2 932 92.3 9327 95.2

Rubirandmisc.pla stiproducts .......... 1. 39.9 . 7.3 .9 39.6 0.0 39.6 39.3 37.2
Lutherandicatherproducts.... . 39.5 39.6 36.9 33.0 396 39.2 39.8 36.7 36.2 35.9

Transate.dI.Mles ........... 39. 39.3 39.2 3.5 (23 02) 323 02) 023 (20

mte9a.3dotalitr3 .............. 31.7 33.9 33.2 32.3 32.2 32.3 39.9 33.0 39.9 32.5

Wh0Iuatets... ...... 30.5 39.9 33.7 37.7 38.9 38.5 39.5 38.6 38.9 37.9

ReMI3tr ad . ............. .. . 29.5 29.9 30.2 29.9 33.2 30.3 29.3 39.9 29.9 29.5

ancoane.acain.ate........... 36.2 3. .2 3.1 3 333 (22 (2 (23 023 (29

is .. . . ..... 2..........2.5 32.5 32.6 3.1 32.7 32.9 32.5 32.6 32.7 32.3

Data. rt roduction w0e, in mining and nufctung: to metatia . 5la '9090 3is - t 3990 638 25 3 s29

ot iis.93r01an 8all d rod - a ... i.n. ....... .. t~t t, so.. - 3 . 7 b . .9 . 2 . 6 c . 3tp . 1 ..i:s, .0

Then. gra . acount for p3intely for f.h of me3 totalemp 3 at3 p i 319. 37.
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Table eB. Avers** hourty and wakty amings of production or nonsupervisory workers on private mnagricultural

payroll* by Industry

T" 3.. ..... 1s a . . . . .

...... I adjf 6.99 1

C0 3 10.33 31.32 11.. 1t.7 379.3 21..; 214.03 33M.22

M6.9t c.mg 1.1 3 33 -. 3 --. * 2131- -3.19 303.3

Durab...good .....23 .75 .0 1.06 332.9 330.03 355.53 331.36

L~uomm wp t. 2.79 7.35 7.33 7.33 263.25 - 8.8. 233.36 2..3
F~rw0. ea ,t3r 3.79 6.. 0.33 2.29 3t.55 332330. 236 201.83

Tran are i t 9.96 0.66dto.4 101 40.o 5.931 1.71 35

mSu033.a3t mist382 10033n 7.1t 3.10 3.72 7.75 391.91 34.016 31.66~ itt.30
M013e3,r.3a3 apo tur 30.32 33.33 3.33 33.33 023.03 soolt 3>.e3 23.33

F~ocr333a3idv so 7 .29 7.63 3.73 0.3) 300.30 333.20 310.73 303.33
To8 o.3 3033nufa 313 3.50 9.9 3 .9 9.33 1 3 3,8.0 332.6 33903.33 330.03

633tr3 a83c to 9,3733 3t.36 3.37 13.52 13.95 393.36 337.23 39.93 529.30

r plas038t301ts01 3.306 1.33 3.90 7.61 289.3 333.66 330.10 293.85
Lee ea3333t3t~lr M 3to e~s5. 1023 5.14 2.. 377.19 16.13 323.33 331.31

T n~aa .. 9.93 3.37 to.07

5 .39 5.3 3.00 3.16 3s33 323.39 333.2 10.2

t31333,383303330313307.03 0.93 3.03 0.32 293.83 302.33 333.25 330.96
O3.333C.2 2333303332313 . 332 5.04 9.33 3.21 333.33 392.29 393.36 357.23

3..3',33t2'23t2.130,33 .251 3.37 3..5 6.33 333.3913237 336.79 217.32
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Table & Hourly Earnings index for production or nonsuperisory workers' on private nonagricultural payrolls by industry

"a -l, -ail-ss-(ser-loo

Jan. J.

TOM1982 1982

142. 153....... 15 . 133.5 " '.8 (4): (4); (4o4 4 4 4
Cassal ~ 17. 136.0..... 136.2 160.1; 1 1(' 9 21133. 14 426 14.3 443. 7.2 133.2 140.3 140 43.2 142.3 144.8 4.9
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444cetchn a .0re Decembe 436.2 442.4ebe 1901, 433. la 3est mont .3valabl .0 3. 4. .
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p~~~' 
- lmi
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Representative REUSS. Thank you. And I want to say again that
your analysis is invaluable.

Let us look at these figures in terms the average citizen perhaps
can best understand. We won't talk in terms of seasonal adjust-
ment or in terms of discouraged workers or other rather difficult
concepts, but let's just talk in terms of the number of men and
women in the work force who were without a job in January, last
month.

That number, so-called unadjusted number, of the actual unem-
ployed was 10,183,000 human beings, was it not?

Ms. NORWOOD. Yes, Sir.
Representative REUSS. And is it not a fact that you have to go

back to the depression in 1939 to find a comparable number of un-
employed? And when we do go back to 1939 you find that the
number of unemployed, figured on the same basis, was 9,480,000? Is
that not a fact?

Ms. NORWOOD. Yes, in 1939.
Representative REUSS. So that the actual number of unemployed

men and women today is greater than the number of unemployed
in a severe depression year of 1939. It that not so?

Ms. NORWOOD. Yes, sir.
Representative REUSS. Turning to the statistics which you and

your associates for many years have been giving us and which are
the only basis we have to try to make sensible decisions as to
where we should go, is it not correct that proposed budget cutbacks
in the Bureau of Labor Statistics as reported in the press-we will
know for sure next Monday whether they are what the press re-
ports them to be-the proposed cutbacks of 4 percent in the Bureau
of Labor Statistics' budget will mean that you will have to begin
reductions in key programs that will delay and impair the quality
of the Consumer Price Index and the unemployment Statistics?

Ms. NORWOOD. Yes. Mr. Chairman, under the continuing resolu-
tion under which we are operating we have already begun to im-
plement the 12 percent cut that the President proposed to the Con-
gress. We are putting that into effect.

Unfortunately, the Bureau of Labor Statistics got caught in the
overall aggregate decisions that were made because we had already
been reduced the full 12 percent. Then when the decision was made
by the Congress and the President to cut across-the-board another
4 percent, we were caught in that. I can assure you that we have
had discussions about that with Secretary. Donovan and within the
administration because there is concern about the need to main-
tain the high qxiality of the data.

Representative REUss. I would just like to assure you that I'm
going to do my best to see that this country doesn't conceal the fact
that the temperature is getting out of hand by breaking the ther-
mometer. To me, it's absolutely unsupportable to cut back on the
statistics on jobs and prices at a time when we ought to be focusing
on them and on the consequences. Senator Mattingly.

Senator MATTINGLY. Thank you, Mr. Chairman.
I want to know, does this mean that we don't get your speech,

Congressman Mitchell, when it hits 10 percent?
Representative MrrCHELL. No. I have reconsidered. I might give

it today. In fact, it might be today.



Senator MA'TINGLY. Well, I'm sorry I have to go out of town.
Representative MITCHELL. I'm sorry also.
Senator MATrINGLY. Commissioner Norwood, one quick question.

In the past everybody has talked about how our education system
has deteriorated, especially in the three R's. Just to ask a quick
question, 8.5 is smaller than 8.9 still?

Ms. NoRwoon. Yes, although the December rate was revised to
8.8 percent.

Senator MATrINGLY. So the figures did go down. And I think that
sometimes-I say a lot of times we dwell-not you-but a lot of
people dwell upon bad news and there's a certain amount of doma-
goguery on figures a lot of times, but I think that expecially with
the opponents of the Reagan economics. But I think really this can
be looked upon also as good news not only for optimists but good
news for everybody that things did not get worse but, rather, no
matter how they may be interpreted, whether status quo or what,
that things did not get worse, that as Congressman Reuss pointed
out-and I'm glad the chairman pointed this out about the figures
being equal to 1939-that we look and see where we had 43 years
of a bad economic posture or poor Government to get us in this
place. My feeling is that a sound program can turn this country
around-I think that's what we have now and that we don't want
to see the program tinkered with using short-term fixes when we
need to have long-term, permanent stability restored back in our
country.

The comment that was made about how large the labor force was
in 1939 as compared to today does not really have a great deal to
do with the number of unemployed, does it?

Ms. NORWOOD. I think that the point is that one can look at the
level of people who are unemployed or at the proportions of the
people who are unemployed, and obviously as the population gets
larger, the proportions may differ. I believe that the point that the
chairman was making was that there are two ways of looking at
data. One is before seasonal adjustment, which is what actually
happens. We seasonally adjust data because we want to take ac-
count of what we normally would expect to happen. If you expect
youngsters to leave school and be looking for jobs in July, you don't
want to suddenly think there is a big policy problem.

That does not mean that we should overlook not seasonally ad-
justed data. There are two ways of looking at it and my job, I think
is to try to present to all of you in as objective a fashion as possible
all aspects of the data.

Senator MAr'rINGLY. If you looked at all the figures from the
great depression compared to the figures today, it s ridiculous to
say that they are in fact the same. I mean, not just unemployment
figures but all figures.

Ms. NORWOOD. Of course, the circumstances are very different. I
think it makes a lot more sense to look at this recession in com-
parision to previous recessions, particularly the one in 1980 and
the one in 1974-75, and there are some relationships we can see
there.

The important thing about the current period is that the declines
in employment have been very sharply focused in durable manu-facturing industries.
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Senator MATTINGLY. I want to thank you for coming today. I
thank you for bringing the good news and, like always, I guess it
depends upon the way you look at it, and I appreciate good news,
as I think the majority of the people in our country do. Thank you.

Representative REUSS. Representative Mitchell.
Representative MITCHELL. Thank you.
I'm not at all sure you brought good news for the 234,000 people

who showed up at the plants and were told there were no jobs, but
good news or bad news, it's highly interpretative. I am never a de-
magog. I just won't do that. I try to be constructive.

There's an excellent book you ought to read by an author named
Ralph Ellis. The name of the book is "The Invisible Man." It was
written some time ago, when blacks were invisible in America. You
just didn't see them. I had the feeling that we're becoming invisible
again until I heard some of your comments, and I looked at the un-
employment rate for blacks as of January 1982. It went down from
17.3 percent in December of last year to 16.8 percent in January.

Now how do we interpret this? Does this mean that there's been
a sudden reversal of the antiaffirmative attitude that's been perme-
ating this administration, that was evidenced in the Senate on the
busing vote, or does it mean that blacks have again become visible?
Does it mean that the private sector is now saying, "We recognize
this problem," and therefore, we have had this dramatic reduction
in the black unemployment rate, or does it mean that the unem-
ployment offices were closed in the urban centers because of the
loss of personnel and to weather? Which one would you opt for?

Ms. NORWOOD. Mr. Mitchell, I would suggest the 16.8-percent
rate for blacks in January is roughly the same as that for October
and November and perhaps even for December, and that it is more
than two times the rate for whites.

The unemployment situation for our black population has not
improved for some time. It did not improve after the 1980 recession
and, although we have had a deterioration in the situation for
whites, we have continued to have high unemployment among the
black population.

Representative MITCHELL. That must be exceedingly good news
for those of my race. It's unchanged, maybe even a little worse. Did
the Senator leave? I'm sorry.

How many weeks is a typical worker now eligible for unemploy-
ment compensation?

Ms. NORWOOD. I believe it's 26. I'm not an authority on the un-
employment insurance system, but I think it's 26 weeks, and there
is some supplementation in some States.

Representative MITCHELL. Do you have any idea what proportion
of the unemployed have already exhausted their unemployment
benefits?

Ms. NORWOOD. I'm not sure. The most recent figures for the eight
largest States where there is a large decline in employment appear
to be about what they have been in other recessions at this stage.
I'm not sure of the exact figures. We can try to get that for the
record.

Representative MITCHELL. I would be interested in that because
the President, as you know, has requested some additional money



for unemployment compensation benefits, $2.1 billion, and I'm
really curious as to whether that would be enough.

I indicated earlier that the plight of the unemployed is being
supplemented by the 5 pounds of cheese and the volunteer efforts
by the ladies auxiliary to the Kiwanis Club that makes cookies and
little things like that. I would need to know that figure to try to
find out whether the $2.1 billion that the President proposes to
handle the unemployment situation that he's created will be suffi-
cient. If you could send me that, I would appreciate it.

Ms. NoRwooD. I would be glad to.
[The following information was subsequently supplied for the

record]:

Persons exhausting State unemployment insurance benefits in 1981
January..............................--.-.-.........-... ---..................... .................... ......... 309,000
F ebruary.................................................................................................................... 276,000
M arch .................................................. ...................... ........................................... 290,000
A p ril ........................................................................................................................... 289,000
M ay ........................................... .........- -.-........................................................... 240,000
June ................................... ............ -------. --.-.-............................................. . . . .... 244,000
J u ly .............................................................--.......................................................... 247 ,000
A ugust .................. ............ .-- ---. -...... -- --....... .................................................. 205,000
Septem ber ................................................................................................................. 207,000
O ctober ...................................................................................................................... 200,000
N ovem ber................................................................................................................. 203,000
D ecem ber ................................................................................................................. 265,000

Because many of these persons either got jobs or dropped out of the labor force in
subsequent months, it would not be appropriate to cumulate the monthly exhaus-
tion counts. Therefore, we are unable to estimate the proportion of the total unem-
ployed in any given month who are exhaustees.

Representative MrCHELL. Thank you.
Representative REUSS. Congressman Long.
Representative LONG. Thank you, Mr. Chairman.
Commissioner Norwood, you mentioned earlier that it might be

more appropriate to consider the ramifications of the unemploy-
ment situation now with respect to the recession of 1974-75 or
those immediately past rather than the big depression in the
1930's. Can you give us some of your conclusions in a comparison of
that type and particularly do the job losses spread evenly, for ex-
ample, through the economy, or are some sectors weaker or strong-
er? What type of comparison could you make that might be helpful
to us?

Ms. NORWOOD. You will recall that the 1973-75 recession had
some lag in the rise of unemployment; therefore, the period for
comparison should begin with August 1974 when unemployment
really began to rise. What we find in that comparison is that the
declines in employment as well as the rise in unemployment is still
somewhat less than those in the 1974-75 period, and they are about
equal to or in some cases slightly more than the changes in the
1980 recession.

For example, there was a decline of about a million in the non-
agricultural payroll employment from July 1981 to January. In the
6-month period of the 1980 recession, there was a decline of a little
more than 700,000. In 1974-75 there was a decline of about
1,750,000.



Representative LONG. What type of conclusion do you draw from
that?

Ms. NORWOOD. I believe that at this stage in the business cycle,
the unemployment increases and the employment declines are not
yet as severe as in the 1974-75 recession. The 1980 recession was a
very short one. It only lasted 6 months, but so far at least we have
not reached the kind of drops that we had in the 1974-75 recession.

Representative LONG. How does the percentage of unemployed
blacks compare between those three periods? Do you have that in-
formation?

Ms. NORWOOD. Yes; I do. There has been a change in the unem-
ployment rate for the black population in the first 6 months of this
recession of 1.9 points. It was 2.4 points in the 1980 period and 4.3
in the 1974-75 period.

Representative LONG. Translate those into overall percentages,
would you please, of unemployment for blacks during the three pe-
riods.

Ms. NORWOOD. It's about a 15-percent change in the last 6
months as compared to roughly a little more than 40 percent in
1974-75.

Representative LONG. Meaning that it was much more acute
amongst blacks at that time than it is now?

Ms. NORWOOD. Yes, sir. Among whites too.
Representative LONG. Thank you, Mr. Chairman.
Ms. NORWOOD. May I just add that I think it's extremely impor-

tant to recognize that we started this recession from a much higher
unemployment rate?

Representative LONG. Yes.
Ms. NORWOOD. And so we have a high-rate increase, but the in-

crease started from a higher rate.
Representative LONG. Yes. This is alluding back to the point Con-

gressman Mitchell made or you made in response to him that it
continually had been high and had not really improved?

Ms. NORWOOD. Yes.
Representative LONG. Thank you.
Representative REUSs. Senator Sarbanes.
Senator SARBANES. Thank you, Mr. Chairman.
Ms. Norwood, what was the survey week you just released on the

unemployment?
Ms. NORWOOD. It's the week including the 12th, the 10th to the

16th.
Senator SARBANES. The 10th to the 16th of January?
Ms. NORWOOD. Yes, Sir.
Senator SARBANES. Now you say in your statement:
However, the drop in the unemployment rate was associated with a sharp decline

in the number of men in the labor force. Their participation rate was down half a
percentage point over the month.

That is the people who had opted out of being in the labor force;
is that what we are to understand?

Ms. NORWOOD. Yes, Sir.
Senator SARBANES. Does that figure correspond to the figure you

reported last month for that last quarter, when you had had the



highest reported figure of nonparticipants in the labor force, as I
recall?

Ms. NORWOOD. We had the highest reported number of people
who said they were looking for jobs, and therefore, were out of the
labor force, because they believed no jobs were available. Those
data are collected from a very small sample each month, and we
really only have reliable figures on a quarterly basis. That's why I
believe that one needs to be somewhat careful in interpreting these
data. It could be that men have left the labor force because they
are discouraged and feel that no jobs are available. It could also be
they left the labor force because the weather was very bad. It will
take us another couple months to be sure.

Senator SARBANES. Perhaps this question was asked earlier, but
if you had not had this sharp decline in the number of people in
the labor force, if they had been in the labor force at the levels of
the previous month, what would the unemployment figure have
been?

Ms. NORWOOD. It would have been higher. We'll calculate it. It
would probably have been about 8.8 or 8.9.

Senator SARBANES. So the drop reflected in the unemployment
rate figure is not a drop that comes from people finding jobs who
were unemployed, or more people being put to work, but comes
from the fact that the number of people looking for work dropped
because a significant number opted out of the labor force for the
month; is that correct?

Ms. NORWOOD. That's right. I think the troubling part of these
data is that there has continued to be a decline in employment and
that the decline was more than 200,000 in January among manu-
facturing industries. The payrolls have been reduced. That s why I
said in my statement that I believe that these data do not suggest a
real improvement in the labor market situation.

Senator SARBANES. In fact, if you assume that a lot of these
people have gone out of the labor market because they are just con-
vinced that there aren't any jobs to be found-have good reason to
believe that despite the 24 pages of want ads-then if their attitude
changed and they all flooded back into the labor force, you could
anticipate the unemployment rate really going up very markedly.
To some extent, the degree of unemployment is being understated
because a significant number of people aren't even in the labor
force and therefore are not counted to determine the unemploy-
ment rate?

Ms. Nonwoon. That is, of course, possible, Senator Sarbanes. The
labor force data tend to jump a bit from one month to the next. If
you look at this over a period of time you see that we have had a
pretty steady rise in unemployment. December's rise was particu-
larly steep. The January change may be a slight correction of that
or it may be some different phenomenon.

Senator SARBANES. I'm interested in your table on the Vietnam
veterans. You have a special table on that. That's A-10.

Ms. NORWOOD. Yes.
Senator SARBANEs. As I understand that-let me see if I under-

stand it. You don't have one for nonveterans total 25 years and
older; is that correct?

Ms. NORWOOD. That's right.



Senator SARBANEs. For comparison purposes, I have to go to the
second figure at the top. In any event, the unemployment rate
among Vietnam-era veterans which was running a little better in
January 1981 is now running worse; is that correct?

Ms. NORWOOD. Yes, Sir.
Senator SARBANES. Is there any explanation for that? We've

spent a great deal of effort to try to provide job opportunities for
Vietnam-era veterans. There have been various programs and a
year ago they were apparently having some effect because at least
some of their rates seemed to be better than the nonveterans. But
now they seem to be exceeding the nonveterans in every respect.

Ms. NORWOOD. We are, of course, in a different stage of the busi-
ness cycle now than we were then. Also, I think it's important to
recognize that this is a rather small group and that it is very diffi-
cult to develop data that have very great accuracy about them.

Generally speaking, over a long period of time, the experience of
the veterans is pretty close to the experience of others of that age
group, but they do have a somewhat harder time I think getting a
job. I think that's about all one can read from the data.

Senator SARBANES. Thank you.
Representative REUSS. Congressman Long.
Representative LONG. Commissioner Norwood, going back to the

comparison you were making between the two prior recessions and
this one, what is the geographic impact of this recession as com-
pared to the geographic impact of the prior two recessions?

Ms. NORWOOD. The 1980 recession began with construction and
automobile manufacturing. This recession has begun with auto-
mobiles and the housing industry already depressed at the begin-
ning of the recession. It has focused even more sharply in durable
manufacturing and, therefore, in those areas of the country that
are affected by durable manufacturing. So we have the north cen-
tral part of the country affected because of machinery, steel, auto-
mobile manufacturing; and we have the northwest, which is the
large lumber area, affected by the housing industry. They are
worse off in terms of unemployment than other parts of the coun-
try.

Representative LONG. Then compared to the prior two recessions,
it's not as evenly distributed as it was in the prior two recessions-
unemployment is not?

Ms. NORWOOD. It is more concentrated.
Representative LONG. It's more concentrated in the areas to

which you referred?
Ms. NORWOOD. Yes.
Representative LONG. Thank you, Mr. Chairman.
Representative REUSS. Congressman Mitchell.
Representative MITCHELL. Just one last question. You were very

kind and explained that the drop in unemployment in January was
due to seasonal factors, yet at the same time you pointed out indi-
cations of further deterioration in the economy-big job losses in
construction and manufacturing. I think you said in nondurable
goods also, and declines in the hours worked and a real increase in
unemployment. Then you concluded by saying that the situation
did not improve.



Do these factors which you cite suggest that we will see a contin-
ued increase in unemployment reaching the magical objective of 10
percent sought by the administration?

Ms. NORWOOD. Well, I'm not sure, Congressman Mitchell. All
that I can tell you is that the unemployment rate tends to lag for
at least a month or two. It tends to continue to go up even after
the whole economy has turned around.

Representative MrrCHELL. Then we would expect an increase in
unemployment generally in the month of February?

Ms. NORWOOD. I never expect anything. I'm most interested in
seeing what happens.

Representative MrrCHELL. Well, you're such a wonderful person.
I expect it because I think I know what the objective is. Thank you.

Representative REUSS. Commissioner Norwood, turning from jobs
to prices, in his State of the Union address last week the President
said, "We have brought inflation down faster than we thought we
could," and Mr. David Stockman over the weekend on the televi-
sion expressed the same "look, ma, no hands; we did better than
we thought" joyously.

I have a little difficulty with this because the official forecast of
the administration, the most recent one last July, on the Consumer
Price Index was that it would rise in 1981 by 8.6 percent. Is it not a
fact that the actual increase on a fourth-quarter to fourth-quarter
basis was 9.6 percent?

Ms. NORWOOD. The over-the-year rate of change in the Consumer
Price Index for all consumer prices as of December was 8.9 percent.
Over the last 3 months the seasonally adjusted annual rate has
been 5.3 percent. I think perhaps that's what they were referring
to.

Representative REUSS. Even 8.9 percent is a greater increase
than 8.6 percent as was predicted, was it not?

Ms. NORWOOD. Yes, it's higher.
Representative REUSS. Could this then be another case of what

Mr. Stockman so well stated in the Atlantic Monthly article in
which he said: "None of us really understands what's going on with
all these numbers"?

Ms. NORWOOD. I can't speak for Mr. Stockman or anybody else in
the administration. I do think that there was a focus on the
changes over the last several months and there has been a slacken-
ing in the rate of inflation over the last several months.

Representative REUss. Thank you. I have one additional ques-
tion, Commissioner Norwood, which is quite technical and has to
do with alternatives, X-1, X-2, X-3, X-4, and X-5 to the official
CPI. Rather than put this question to you, which has been pre-
pared by staff and which I don't think I understand-I'm not even
sure I could read it-may I present this to you in writing and
would you be kind enough to answer it?

Ms. NORWOOD. Certainly, if we can.
[The following information was subsequently supplied for the

record:]
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RESPONSE OF HON. JANET L. NORWOOD TO WRITTEN QUESTION POSED BY
REPRESENTATIVE REUSS

Question. The administration has recently claimed credit for the drop in inflation,
as measured by the official CPI, from 12.4 percent in 1980 to 8.9 percent in 1981
(measured on a December-to-December basis), an impressive drop of 3.5 percentage
points. However, you publish five alternative versions of the CPI. The drop in infla-
tion was much less than this with all of the other measures, and two of the alterna-
tive indices actually rose faster than in 1980:

Rate of increase (percent) 1981 change
Measure in inflation

1980 1981 (percent)

O fficial C PI....................................................................................................................... 12.4 8 .9 - 3.5
A lternative X l .................................................................................................................. 10.8 8 .5 - 2.5
A lternative X 2 .................................................................................................................. 12.8 13 .7 + 0.9
A lternative X3 .................................................................................................................. 11.9 13 .5 + 1.6
A lternative X 4 .................................................................................................................. 12.0 9 .5 - 2.5
A lternative X 5 .................................................................................................................. 11.3 9 .1 - 2.2

Could you provide for the record an analysis of why the results differ so much?
What in your opinion is the best measure? Doesn't the official CPI significantly
overstate the true drop in inflation last year?

Answer. Differences among rates of change in 1980 and 1981 in the official CPI
and the 5 experimental measures reflect, ultimately, differences in the definition of
each. Experimental indexes X-1, X-2, and X-3 are of the type referred to as "flow-
of-services" measures. They attempt to estimate the value of housing services con-
sumed by the homeowner and thus eliminate the investment aspects of owning a
home. The X-1 index attempts to measure changes in the rental value of owned
housing and uses the residential rent component of the CPI. The sharp deceleration
in the rate of increase in the homeownership component of the official CPI, from an
increase of 16.5 percent in 1980 to 10.1 percent in 1981 (see table below), was due
mostly to smaller increases in house prices and mortgaging cost in 1981 than in
1980. These two elements, by definition, are not included in the X-1 experimental
measure whose homeownership component showed a much smaller deceleration-up
8.5 percent in 1981 compared with 9.1 percent in 1980.

HOMEOWNERSHIP COMPONENT

Rate of increase Change
Relative importance December 1980 (percent) Measure (percent) 1980 to

1980 1981 (percent)

22.8 .............................................................. Official CPI ........................... . . ............ 16.5 10.1 - 6.4
14.5.............................................................. Alternative Xl ........................................... . ..... . 9.1 8.5 - 0.6
11.4.............................................................. Alternative X2....................................... . . ...... 25.0 45.4 + 20.4
10.0.............................................................. Alternative X3........................................ . ...... 19.8 54.5 + 34.7
10.0.............................................................. Alternative X4............................ .. .......... 20.0 15.9 - 4.1
8.7................................................................ Alternative X5.......................................... . . ..... 14.5 14.9 + 0.4

The experimental measures X-2 and X-3 estimate changes in the value of hous-
ing services consumed by homeowners through the "user cost" approach to measur-
ing the "flow-of-services." This method includes mortgaging costs and, as is the offi-
cial CPI, is affected by changes in house prices and mortgage interest rates. Howev-
er, the user cost measures also include an element which adjusts for the fact that
appreciation in house values benefits the homeowner. Specifically, appreciation in
house values is counted in part as an offset to other homeownership expenses in the
user cost approach. The X-2 and X-3 measures actually rose more in 1981 than in
1982 largely because the slowdown in house price increases in 1981 resulted in a
smaller offset to other homeownership costs than in the previous year.

The experimental indexes X-4 and X-5 are referred to as "outlays" measures. In
a sense they attempt to estimate what consumers pay out each month for shelter
services. These measures include mortgaging costs. The X-4 index includes current



37

mortgage interest rates and the increase in its homeownership component accord-
ingly decelerated noticably in 1981. A 15-year average of mortgaging costs is em-
ployed in X-5 and its homeownership component, being much less sensitive to cur-
rent interest rates, actually rose slightly more in 1981 than in 1980. It is important
to note that the homeownership components of all 5 experimental measures repre-
sent smaller shares of their respective index's overall weight than does the home-
ownership component of the official CPI. In other words, changes in homeownership
costs have a smaller impact on the overall indexes in the experimental measures
than they do in the official CPI. Thus, the differences in rates of change observed
between 1980 and 1981 result both from differences in how shelter costs are estimat-
ed and from differences in relative weights assigned to homeowners' shelter costs
among the 6 measures.

For the reasons set forth in my announcement that the approach to homeowner-
ship costs in the CPI would be changed to a rental equivalence measure, I believe
that currently the CPI-U-X1 represents the best estimate of the impact of changes
in the cost of shelter services. There clearly is considerable controversy about which
method of measuring homeownership costs is most appropriate for the CPI. Some
believe that the official CPI overstated the rate of inflation when interest rates and
house prices were rising rapidly and understates the rate of inflation now that they
are rising more slowly. If one abstracts from the homeownership issue, however, it
is clear that slowdown in the rate of advance in prices was widespread in 1981; all
major categories of consumer spending, except medical care, rose less than they did
in 1980. The rate of increase in a special purpose index, which excludes homeowner-
ship costs all together, went from 11 percent in 1980 to 8.5 percent in 1981.

Representative REuss. Are there any further questions from the
panel?

[No response.]
Representative MrrCHE1.. If not, as always, we are most grateful,

Commissioner Norwood, Mr. Layng and Mr. Plewes. Thank you for
helping us and you may now step down and we'll hear from Mr. Eli
Ginzberg, director of the Conservation of Human Resources at Co-
lumbia University and former Chairman of the National Commis-
sion for Employment Policy. We also expect to hear from Leon
Keyserling. Is he here? Mr. Keyserling, would you come up too and
take your place at the witness table? Mr. Keyserling, an old friend
of this committee, is president of the Conference on Economic Prog-
ress and former Chairman of the Council of Economic Advisers in
the Truman administration.

Incidentally, both of you have submitted prepared statements for
which we are grateful, and they will, under the rule and without
objection, be received in full in the record, and we will now ask you
to proceed.

STATEMENT OF ELI GINZBERG, HEPBURN PROFESSOR EMERI-
TUS OF ECONOMICS AND DIRECTOR, CONSERVATION OF
HUMAN RESOURCES, COLUMBIA UNIVERSITY
Mr. GINZBERG. I would like to begin if I may, Mr. Chairman, by

dividing my brief oral comments into first, how one should think
about the current unemployment problem and, second, what one
can and cannot do about it.

In terms of thinking about the subject, I would differentiate the
present unemployment into three major sets of causes and I think
making distinctions is important. If one doesn't see a subject right
one's policy is not likely to be very good.

The first major cause of current unemployment is that we have
been pursuing an anti-inflationary policy which is connected with
these high interest rates, which in turn have put a real damper on
a substantial part of the goods-sector of the economy.



The second part of the trouble lies in terms of the unemployment
that comes out of our "structural" troubles. We have people who
are not readily absorbable into the labor force and we have indus-
tries that are very badly affected by their national and internation-
al competitive position, like automobiles and automobile suppliers.
So you have whole areas in the Midwest that are in real serious
trouble. So that's what I would call a structural difficulty.

Then I think we have, in addition to these two, the anti-inflation-
ary and the structural, cyclical unemployment which is the result
of the general weakening of the economy. We can keep on being in
recession I believe for quite a while, and that's still another kind of
unemployment.

Now I'm impressed with the fact that practically no European or
other developed economy is able to run very tight these days,
which means that it's not easy to get rid of the cyclical unemploy-
ment because to run the economy very tight means that you prob-
ably invite still more inflationary pressures. The only people who
are escaping that, as far as I can see, are Japan and Sweden. The
Germans' latest report says that unemployment is almost 7.5 per-
cent, which is extraordinary for Germany.

Second, I don't think that going for public service employment
now would make much sense, either the old-fashioned public works
nor soft public works, because by the time you got them going I
would hope the recession would be a little bit behind us.

The third thing I want to say is, that having watched the $80 bil-
lion of Federal funds that we expended in manpower since 1962
when be began with MDTA, I don't think we gave the people who
were the most unemployable much help. We did very little for the
hard-to-employ out of those $80 billion because we did not have in
this country at any time over the two decades a serious skill train-
ing program in which we made sizable investments in the people
that needed help, with the possible single exception of the Job
Corps. That's about the only exception.

We really used our manpower moneys mostly for income transfer
moneys and a little bit of training but not serious.

In terms of the tax programs that we used, both the employment
tax credit and the targeted tax credit, I think we have to say that
neither the Treasury nor the Department of Labor ever got very
enthusiastic about them. Such programs are very hard to put into
order and to run without giving sizable windfall profits. The evi-
dence suggests that we can do a little bit with tax credits targeted
on employment, but I don't really have a great deal of enthusiasm
about the approach.

Finally, I have been studying the European efforts to help strick-
en areas, what the British call distressed areas and what the other
countries call high unemployment areas, and one of the things that
bothers me about their efforts has been that you can use up a lot of
national capital without being able to turn such areas around.

If an industry and a whole area is in serious economic trouble-
and I began my studies in south Wales in the coal mining area in
1939, so I have some direct experience as a researcher-it is very
hard to turn such a sector of the economy around, no matter how
much money you spend. You may make the people's problems



worse if you don't help to get them out of there unless of course
the economic base can be turned around.

I go up to Martha's Vineyard in the summer. I have been wait-
ing for two generations for New Bedford and Fall River to turn
themselves around. They got into trouble in the late twenties and
they are still not out of that trouble. So that when you're dealing
with geographically concentrated problems, I believe, for better or
worse, that one has to rely quite a lot on getting the people to
move, although occasionally you can get some new industry to
move m.

Now what to do about all of this?
No. 1, I do not believe that the Federal Government, powerful as

it is, has all the instruments at its control-there's no single ap-
proach that will work. You're not going to be able to get cyclical
unemployment, high interest rate unemployment, and the structur-
al unemployment cured through one approach.

In the sixties, from 1965-69, when we had a booming economy
due to Vietnam and other reasons, we still had disturbingly high
black youth unemployment rates in this country. So you can have
a big booming economy and certain subgroups can still have trou-
bles.

I think if we try to do what we've tried to do in the past-every
time we get into a recession try to push out new money fast-we
will have what is called a hiccough economy. We will get some
people back to work a little faster and then pretty soon we will run
into other problems or interest rate problems, and we will have to
stop the very expansionary policies that we have started.

I think that in an economy in which we have been having wage
and price increases year after year out of all relationship to our
productivity-although I don't believe that the productivity figures
are as bad as they are reported, because we don t reflect the service
sector correctly-I think that unless we can get some new under-
standings in the area of labor-management bargaining, we simply
will have perpetual inflationary pressures continuing on and there
will be nothing we can do on the monetary side or the tax side that
will help us very much.

I think that to cope better with cyclical unemployment we have
to try to strengthen the UI system. I would not go beyond 39 weeks
without tying it into some kind of manpower training or mobility
allowances, because after 39 weeks-we once paid UI for 65
weeks-I think you contribute to the inertia on the part of people
to look for new jobs.

I don't think any of our unemployment out there, not any sub-
stantial amount of it has anything to do with the loss of the work
ethic. I've never believed in that doctrine. I think it has to do with
a weak demand for labor. It's very soft. You can see it. I did not
hear Ms. Norwood's testimony, but I read the report and the reduc-
tion in the employment-population ratio and the increasing num-
bers of people who are not in the labor force makes it clear to me
that it's soft demand that's at the back of rising unemployment.

I think that we have a serious long-term problem in this coun-
try-I come from New York-to make sure that the youngsters
coming out of school develop one way or another minimum employ-
ability skills. We do not have that at the moment. In New York



City we still have quite a lot of jobs, but we import 600,000 people a
day because the local population is not able to handle those jobs
effectively.

With respect to the stricken areas of the Midwest, I would move
as follows: I would put some heat on defense contractors in connec-
tion with interstate clearances of the Job Service to open up some
of their new jobs for capable factory workers who are unemployed
who have a long history of good job performance and who need
help. One must help them to find new jobs.

I would consider a Federal loan program for communities which
indicate that they have some local planning capability and may be
able to interest some new industries to come in. They need some
help on borrowing to do that.

I think we should consider the more flexible use of UI funds to
include mobility allowances and maybe some retraining.

I am not enthusiastic from what I have yet seen about the enter-
prise zone program, but since it's the only initiative that I've heard
the administration suggest so far about the inner cities, I don't
want to prejudge it. But I don't think that enterprise zones with
just the use of tax benefits are going to turn around the parts of
New York that I know need turning around.

I would like to remind everybody of a speech that a not very
radical chairman of the Federal Reserve Board, Arthur Burns,
made in 1975 at the University of Georgia. I had been talking with
Arthur for a year that one couldn't follow an anti-inflationary
policy in this country unless one could be sure that in banking the
fires of inflation one didn't increase unemployment. So I said,
"Arthur, you've got to work that out. Our Commission will help as
long as you make sure you don't get people thrown out of work
with an anti-inflation program." He made a speech in Georgia in
which he said he thought the Government should be the employer
of last resort and he put in that little twist at 10 percent below the
minimum wage. Mr. Meany didn't like it. But in talking before the
Joint Economic Committee, I would like to remind you that Sena-
tor Humphrey got up in the Senate and said he thought that was a
major contribution to the thinking of the country, that with a
conservative Republican in the White House the Chairman of the
Federal Reserve Board saw the need for a new structure beyond
the marketplace to help care for people who could not find jobs.

[The prepared statement of Mr. Ginzberg follows:]



PREPARED STATEMENT OF Eu GINZBERG

1. Nobody should pay particular attention to any single month's figures

about unemployment. The trend is what counts and the trend appears to be

definitely upward. Greenspan, and many other forecasters, talk about the

unemployment rate going above 10 percent in the months ahead.

2. Another reason for not paying undue attention to any one month's figures

is my restiveness about what our basic reporting systems leave out such as

activity in the "off the record economy" which I suspect continues to grow

at a differentially rapid rate. I also am uneasy about much of the litera-

ture on "productivity" because of weaknesses in the data collection because

of a failure to capture "quality" changes - i.e., in computers or in ser-

vices such as hospital care, etc.

3. The high and rising U.S. unemployment rate results from the compounding

of the following:

--Anti-Inflationary Policy: High interest rates with their adverse

impact on autos, construction, and other areas dependent on consumer

credit. Roughly 1 percent drop in inflation leads to 1 percent in-

crease in unemployment for 2 years. Not much of a policy.

-- Structural difficulties affecting groups (hard-to-employ minority

youth) and locations whose industrial base has been severely weakened

(autos and suppliers).



--Cyclical - general weakening of the economy with bankruptcies, low

investment, etc. leading to tighter cost controls resulting in dis-

missals, layoffs and postponed hiring.

4. A review of U.S. employment policy, further informed by an assessment of

the employment policies of other large OECD countries, suggests:

--The preconditions for running the economy very tight, with corre-

spondingly low unemployment, no longer exist in most countries with

the possible exception of Japan and Sweden. The inflationary poten-

tial and balance of payments concerns are being given priority.

--Public sector job creation, public works7 or soft public works can't

be effectively implemented as a counter-cyclical device. The dollars

go out and the jobs come on stream too slowly. The National Commis-

sion for Employment Policy repeatedly advised against resort to PSE

as a counter-cyclical measure. In my view counter-cyclical PSE real-

ly undermined the long term contribution of CETA to help the disad-

vantaged.

--Despite the expenditure of over $80 billions on Employment and Train-

ing programs since MDTA in 1962 relatively little was directed at

serious skill training for the hard-to-employ, training of 12 months

or so, with opportunities for remedial education included. Job

Corps, for those who stayed the course, had a good record.

--The various tax-based incentive programs to expand employment in

general or for targeted groups in particular, both in U.S. and

abroad, suggest some potential at sustainable costs, although some

firms will get windfalls for hiring persons whom they would have



anyway. But this tax approach to job creation does not appear to

provide a major answer to substantial unemployment.

--European countries, particularly the United Kingdom, but to a lesser

extent Sweden, Germany, France have entered upon targeted subsidies

to help out regions and industries that have been hard hit by struc-

tural changes. In my view, most of these efforts have been costly to

the Treasury and have prolonged the agony of the shifts of capital

and labor that must occur in an open economy if a country is not to

lose its competitive edge. They may have some potential if aimed to

speed necessary shifts in the economy.

5. Findings and Recommendations:

--There is no one policy intervention that can be effective with re-

spect to all types of unemployment.

-- The most effective approach to restraining unemployment is to have

the economy run "taut" as it did for most of the years between 1963-

69. Even then, minority youth unemployment was high because of the

gap in skills between job seekers and what employers needed.

-- Because of the inflationary potential in the economy trying to run it

"taut" will lead to short booms followed by necessary cooling off

periods to contain the inflation that brings unemployment in its

wake.

--What this means is that the classic Keynesian response to spend one's

way out of a recession is not appropriate in inflation-prone econo-

i es.

--But if unemployment is to be partially contained while the inflation-

ary virus resulting from high deficits and wage-price spirals is

being drawn out of the system, we need new labor-management undertak-

ings about wage settlements that will keep wage increases in some

reasonable balance with productivity gains. One of the few favorable

signs on the horizon is more realistic wage bargaining 
linked to more

appropriate pricing behavior.



--As far as cyclical unemployment is concerned, major reliance should

be placed on extending UI but probably not beyond 39 weeks without

some training-mobility requirements attacIhed. Current unemployment

primarily reflects lack of demand.

-- PSE should not be resorted to as a counter-cyclical device.

--There is need for a stronger long-term federal policy aimed at help-

ing hard-to-employ young people to acquire the skills and competences

they require to become and remain employable. It is essential that

such efforts involve closer local linkages among schools, employers,

and labor. Only through human capital accumulation can the poor get

a job and also one that has promise of leading to a better one with

more income.

-- There is no tested way for the federal government to intervene di-

rectly to help "turn around" strickened areas and industries suffer-

ing from structural changes in the market. However, the federal

government should aim to improve its interstate Job Service clearance

system; provide retraining funds where indicated; encourage or insist

that government contractors hire a percentage of "dislocated" work-

ers, etc. Federal loan assistance to strickened communities that

have a plan for revitalization should be explored.

--Enterprise zones that rely solely on tax incentives are not likely to

assist those most in need of jobs. Such programs to have a chance of

succeeding must be linked to skill training programs.

6. The present no-win game of trying to get inflation down at the cost of

pushing unemployment up helps to explain why in 1975, Arthur F. Burns, the

then Chairman of the Federal Reserve Board, recognized that a long-term

attack on inflation should be linked to positive employment policy. He

recommended (University of Georgia speech) that the federal government be-

come the employer of last resort, offering a job to anybody who wanted to

work at 10 percent below the minimum wage. Mr. Meany attacked the proposal

but Senator Humphrey spoke favorably of it.



Representative REUSS. Thank you very much, Mr. Ginzberg. Are
you able to stay with us?

Mr. GINZBERG. Yes; I can stay with you, definitely.
Representative REUSS. Fine. Then, Mr. Keyserling, we are de-

lighted to hear from you and then we will examine both of you.

STATEMENT OF LEON H. KEYSERLING,' PRESIDENT,
CONFERENCE ON ECONOMIC PROGRESS

Mr. KEYSERLING. I'm very glad, Mr. Chairman, that my good
friend, Professor Ginzberg, had the opportunity to talk to Arthur
Burns for an hour-or was it a day?

Mr. GINZBERG. A year.
Mr. KEYSERLING. I wish he had had the opportunity to talk to

him for 10 years, and I also wish I had the opportunity, from what
I just heard, to talk to my friend before he talked to Arthur Burns.

Now, I have been asked to talk about unemployment. I can't iso-
late it from other matters. I have never believed-certainly not
with the mass unemployment that we have now-that the unem-
ployed are to be explained mainly by their personal characteristics,
scrutinized or divided into segments. They are all basically people
and they are, for the predominant part, unemployed for the same
reason. The economy is operating miserably and has been operat-
ing miserably for a long time.

I suffer from the liability of having been around too long, and I
vividly remember before World War H we heard every explanation
of unemployment that we hear now. They were too old or too
young to work; they were too black; they didn't run across the
street to get a job; they preferred unemployment relief; they need
to be trained and retrained. But then the Nation recognized that
people and jobs were needed; namely, when we got into World War
II, and they became employed.

It wasn't because we were in a war; during the Vietnam war em-
ployment increased. It was because we recognized that people are
needed and the people who are too old to work and the women and
the blacks who had never had industrial opportunity before and
the trained and untrained-they marched into the factories and
they performed well and most of the people who were unemployed
need to be trained on the job anyway, and even if they didn t, you
can't train them until you know what jobs to train them for, until
the jobs are there.

The jobs are not there now. The economists, for the most part,
whether advising the Government or not advising the Government,
have fallen into the miasma of confusion of not distinguishing be-
tween how many people are unemployed and who gets selected for
unemployment. If they had analyzed the situation at the time
when the Titanic sank, they'd say that the men drowned and the
women and children were saved because the men had the special
characteristic of being men. They drowned because the boats sank
and there weren't enough lifeboats to go around. The different
choice that would have been made under a different law of the sea
would have been that the women and children drowned and the

I Chairman, Council of Economic Advisers under President Truman.
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men were saved, but still the number of people who drowned was
because there weren't enough lifeboats and they couldn't train
themselves in a quicky course in learning how to swim the 300 icy
miles to New York Harbor.

And second, I do think there's need, a vital need, for a perma-
nent, long-range, well-thought-out program of permament public
employment-for two reasons. First-and this is amplified on some
of my charts which I won't burden you with now-the long-range
technological trends have such that for a long, long time the rate
of output per man employed or women employed-despite the tem-
porary aberrations in the form of productivity which I will come
to-rose immensely and consequently the technological displace-
ment of workers was immense.

I believe in the automobile industry, even before the automobile
industry got into its current troubles, it was employing several
hundred thousand fewer people to produce automobiles than it had
been and the size of the union grew because it had gone into aero-
space and other things. This applies to most of our basic industries.

The second and even more important reason why there is a need
for a long-range, thought-out program of public employment is that
there are many things the Nation needs that can be done only pub-
licly and will be done only publicly. I don't even need to mention
them. They relate to the Department of Education which is now
being slashed and they rate to some types of housing and they
relate to many aspects of health services. They relate to the rescue
of the infrastructure of our cities which are decaying. They are all
well know.

The only thing that's standing in the way is not economic im-
peratives. The only thing that is standing in the way is that we
have erected into a cardinal principle of our national thinking that
much of what the Government does is bad as against anything that
anybody else does. We have denigrated the role of government.
Handing out tax benefits to private companies to improve cigarette
plants has become more valued than public investment in health
services or education, and we see that all around, both in thought
and in action, and we've got to get hold of this.

So I advocate a large-scale, long-range program of public employ-
ment, financed in the main by the Federal Government, in terms
of our national priorities allowing for what the States and local
governments can do alone and allowing for what Federal assistance
can do.

Now, having said this, what I said about unemployment also
means that the unemployment problem cannot be sensibly at-
tacked by talking just about unemployment. We've got to be talk-
ing about what's wrong with the Nation's policy and what causes
unemployment, what's wrong with taxation, what's wrong with the
money policy, what's wrong with the housing program which is the
second or third most important factor in the whole economy,
what's wrong with the policies of the Federal Reserve Board.

First, let me read a paragraph from my prepared statement, in
which I generally describe what's wrong. "National economic
policy is in an utter disarray. The Government is trying to stimu-
late the economy but the tax cuts toward that end are misdirected
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budget cuts which are straining the economy."

Now to show the extent of the decline, which has nothing to do
with what the detailed public programs should be or the detailed
outlays, 40 years ago you couldn t have marshaled a corporal's
guard responsibly who would not have recognized that massive
budget cuts are restraining the economy and at a higher multiple
ratio than even the best tax cuts stimulate it, much less the worst
ones.

We have so declined in our national thinking that even Nobel
Prize winners tell us we need a looser monetary policy and a
tighter fiscal policy. What does that mean? Does it mean that we
need a tighter fiscal policy to hold back the economy at the same
time as looser monetary policy to push it up? Does it mean that we
can accomplish through monetary policy many of the specific
things which can be accomplished only through direct and well di-
rected public investment?

Even to the extent that fiscal policy is stimulating on net bal-
ance, it is being more than counterbalanced by Federal Reserve
policy designed to be repressive. In the view of the most optimistic
estimates of a turnaround, which are not yet supported by solid
evidence, the reported upturn is not happening.

Now the next deal we get into-and I m trying to be only quali-
tative, is the shortrun idea. One month, the top priority is unem-
ployment. The next month, it's inflation. The next month, it's the
Federal deficit. It's always short range and now we witness the
monstrosity of one of the most distinguished and enlightened
former Chairmen of the Council of Economic Advisers advising this
body that we'd better watch out because things may be pretty good
next year. Maybe there will only be 8 million unemployed. Maybe
we will be in an upturn, albeit of short duration, and everybody is
forecasting a short duration.

This is like a man out in the water and every time his head bobs
up the people on the wharf, instead of providing any real assist-
ance, shout, "Hurrah, he's up again." I don't care much whether
the upturn comes in 3 months or 6 months or 9 months, and I don't
know and none of the people who pretend to know know, and they
don't know how big it will be. But I do know-and this is what
they all should know-is that whatever the upturn may be, it is
merely a part of a long-range problem that is universal, uniform,
has had the same causes, and needs the same remedies.

Since World War II, we've had eight recessions, eight periods of
stagnation, eight aborted upturns, each of which has left us at its
peak for the most part with more unemployment than at the
trough of the previous recession. We had more unemployment at
the peak of the upturn last year before the latest recession-more
unemployment than we had at the trough of an earlier few years
back. This is an appalling record for an American economy which
has as much resources, as much potential, as much skills, as much
strength, as much of everything, as it ever had; and, moreover, it's
a bad policy and it's caused a loss since 1953 in total national prod-
uct, measured in last year's dollars, three times as great as our
total national product last year. Since 1953, we have had 80 million
years of unnecessary unemployment.



What do we do to turn this around? The first item I have already
stated. We need to stop expounding that the Government is by defi-
nition to be pillared, denigrated, and stripped, that 50 States can
assume the more important national priority programs and that 50
of them will have less bureaucracy and less inefficiency and be
more responsive to the needs of the country and have the economic
means to do it that the Federal Government hasn't got.

Second, we need billions of dollars of increase in public outlays
in support of a more efficient way of stimulating the economy. It's
the only way of meeting many national priority needs. We are
many, many billions of dollars short and that needs to be corrected.

We need to distinguish between the value of tax reduction and
the value of public outlays. They are not indistinguishable. You
can't say, we'll do one or the other, and you certainly can't say,
we'll inconsistently reduce outlays to retard the economy and
reduce taxes to stimulate the economy. Further, tax reduction does
not have the same function as increased public outlays. The public
outlays should be determined first on the basis of needs for a fully
employed economy, and then the taxes should be varied to reduce
inflation or further stimulate the economy depending on the condi-
tion or the economy.

Determining the tax policy independent of the spending policy or
in conflict with the spending policy forgets what both are about
and forgets what fiscal policy means.

We need to have the Government exercise its necessary supervi-
sion of the Federal Reserve System which for 49 years, to my
knowledge-and increasingly during the past 10 years-has been
on a reckless, unconscionable, senseless binge of driving up infla-
tion by tripling the cost of money, of ruining some of our greatest
industries. It is claimed that the money policy is too expansionary,
when in fact in real terms in the last few years the money growth
rate has been negative, and it's the real growth rate of the money
supply that needs to be related to the requirements for real eco-
nomic growth.

We need to reverse the trend in housing drastically. We are now
moving toward cutting out entirely publicly financed housing and
reducing aid to various types of private housing. We have let the
rate of construction fall from 2 million to 800,000 with no plan to
reverse it, but rather to do worse.

Finally, nothing is being put together. Not only is each program
wrong and damaging, but each program is inconsistent with the
other one. It's a miracle to get programs that are all wrong and at
the same time get programs that are inconsistent. It's better to be
consistent and right. We had that in World War II. We equally had
it the nearly 7 years I served President Truman when there was no
war half of the time. We had it during the first years of Walter
Heller in the Kennedy-Johnson administrations, before there was
any Vietnam war, and the principles are the same as for big busi-
ness. First, you have to have a set of specific targets. You can't
even talk about reducing unemployment unless you know how
much and when. Is there any observed national policy now that
tells us how much unemployment is to be reduced and when? How
can we then know what to do with tax policy or money policy or
any of the others?
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Second, we need a tableau of the relationship between invest-
ment and consumption which has gone all wrong, and while we
continue to attempt to incite the economy to action by all kinds of
reckless bonanzas to stimulate investment, we are forgetting en-
tirely about the income distribution and the private consumption
and the public consumption, which is really public outlays. We are
cutting both private and public consumption or letting them lan-
quish.

We tried that in 1964. It worked for a year and a half. We keep
trying it over and over again, more and more and worse and worse,
and the financial journals, which were the main huzzah raisers for
this policy a year and a half ago and others who were calling it the
most momentous achievement in the history of legislation-the fi-
nancial journals are shaking their heads and saying it hasn't
worked.

The reason it hasn't worked is obvious. Nobody is going to invest
very much more when they are operating at 75 percent of capacity,
which is average for the American economy, and nobody is going to
invest very much more when the sales aren't there and aren't fore-
seeable. It is wrong to increase the net tax take either now or next
year when we are in a deep recession. It is essential to change the
composition, to have some change in the nature of the business tax
reductions and shift some of them to personal after-tax disposable
income, and to use some of it so that the Government does not pro-
gressively shrink in any proper definition of what the Federal Gov-
ernment should do. And we need to get the Federal Reserve Board
on the track by leaving it no longer the only functioning body in
the United States that is in fact responsible to nobody. Congress is
responsible to the President and vice versa, and the Supreme Court
can check both, and at least the Congress can check the Supreme
Court. Nobody is checking the Federal Reserve Board.

They need a different kind of membership, more representative.
They need more responsibility to the people. They need some con-
gressional standards as to interest rates and money supply and
some variations in credit as to relative priority needs, and the
same as to interest rates.

Mr. Chairman, this is about all I can say in a short time, but,
believe you me, it is very discouraging to observe what has been
going on in this great country for the past 10 years-this unravel-
ing deterioration in commonsense and in learning from experience
in national policies. Thank you, sir.

[The prepared statement of Mr. Keyserling follows:]
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PREPARED STATEMENT OF LEON H. KEYSERLING

Mr. Chairman and Members of the Committee:

Including my appearances before this Committee when I was on the Council of Economic

Advisers during the Truman Administration and those since leaving the Government in

early 1953, I have come before this Committee in person 18 times, and in addition

prepared Invited Comments for the use of the Committee 13 times. As some privileges are

usually accorded to the old and outdated if not senile, I now petition you for a con-

tinuation of your patience and tolerance, despite the impolite and impolitic frankness

of the message I shall attempt to deliver which may be jarring to some.

My heart goes out to this Committee for its almost eternal willingness to hear

what I have to say, which is more than some others have been willing to do. But I am

less than exuberant, and this applies far more to those in the Executive Branch and else-

where than to this Committee, about the lack of policy responsiveness to what I have had

to say. More important, lack of responsiveness to the uncontestable facts I have set

forth concerning decades of actual experience and developments in the unequalled labora-

tory of the American economy in action. Under these circumstances, and influenced by

the commemoration during the past week of the 100th birthday of Franklin D. Roosevelt,

I shall draw upon what he said in his first inaugural and speak here today with the un-

pleasant frankness which our recent and current economic troubles seem to me to demand.

It may be that my setting forth the facts about what has actually been happening, and

broadly speaking, the vindication of my analyses by unfolding events, have not made more

of a dent just because the facts and charts which I have presented in the past have been

too numerous and complex to facilitate distinction between the trees and the forest.

I shall therefore attempt today to hit the high points by being more qualitative than

quantitative, and to deal more with analyses and conclusions than with detailed facts.

Yet I have lost none of my conviction that disregard of the facts and the lessons they teach

is the main reason why national economic policies, and those economists both inside and

outside the Government who have been so heavily implicated in the determination of these

policies, have fallen so far short in terms of the generally poor results obtained. It

may seem brash for me to point out that, during almost 6-1/2 years on the first Council

of Economic Advisers under the Employment Act of 1946, as Vice Chairman as well as Chair-

man, I had as much influence upon the recommendations of the Council and the decision of

the- President as anyone since. And the results obtained, in terms of our economic per-

formance, were far better on balance than at any later time, despite domestic and inter-

national difficulties greater than any since; and I say this not for any reasons of

* Chairman, Council of Economic Advisers under President Truman. President, Conference
on Economic Progress.
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self-praise, but merely to "qualify" Se for what I nave to say today.

I shall try to be responsive to the request of the Chairman of this Co-ittee that

I "focus on policies for reducing unemployment" and upon "What can be done to mitigate

the hardship of this recession and avoid a prolonged period of high unemployment." But

in asking for :y "assessment of current economic and employsent policy," the letter of

invitation to me recognizes fully that the entire range of major national economic poli-

cies must be evaluated in discussing the unemplomesnt problem.

In this perspective, I will now proceed to highlight the essentials of :y testimony.

Imperative need for a long-range approach

First of all, the duration and fundamental cunsistency of experience, since the

Employment Act of 1946 was approved and thin Committee was established, should tun us

at long last away from excessive stress upon the short-term and large neglect of the

long-term, in a nation and econoy which were not built in a day and which cannot be

brought to fulfill-ent of its potentials and needs by looking only at how things sees

at the moment and forecasts of how they will look for the balance of this year. As I

have often said, there is much policy simLlarity between what led us into the

Great Deresson of the 190, what led .us into the eight recessions which we have suf-

fered since the end of World War II, toe seven since the cnd of the Korean war, and the

four during the past three national Administrations and the first year of the current one.

There is much similarity in the fundamental causes of the declines in each instance, and

also in the reasons why, at least since around 1966, the policies subsequently designed

by way of "rescue" have fallen so far short of adequate results.

Because of the "rescue" =otakes, most of the aborted recoveries at their peak have left

us with more unused resources in terms of workers and other unused production facilities than

the peak of the previous recession; and the most recent so-called recovery just before

the current recession left us with more unused resources than at the trough of some of

the earlier recessions. We have thus been in a lons-term retreat from the Imperative

objectives of the Dnployment Act of 1946, not to speak of the completely violated Full

Eaployment and Balanced Growth Act of 1978, and we have even managed to engineer soae

difficulties which the 1946 Act did not even envisage. So today, I am startled by the

auggestions in some quarters Executive and Legislative, and among so-called conserva-

tive and so-called liberal, that we should take comfort in the fact that a so-called

recovery some time in 1982 may leave us with only 8 million unemployed, even though it

is-widely admitted that the so-called recovery will be of short duration. We have boxed
ourselves into an astig.atic perspective.

I might point out to this Committee that, in m' first published study under the

aegis of the Conference on Economic Progress in 1954, entitled Toward Full Employment

and Full Production, I forecast that, on the basis of the short-range and long-range
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economic policies which I then saw in prospect, we would have just the kind of roller-

coaster economic performance and unacceptable net results which we have in fact expe-

rienced. And when I hear the usual forecast today about how much better we may be doing

by some time in this year, though not for long, I am reminded of the people standing

on a wharf, with a person struggling in the water and with his head bobbing up once again,

shouting "he's up again" instead of throwing an adequate life preserver or rowing out to

render effective help. This has been and still is an inexcusable performance for a great

nation which has the potentials and the power to do so much better. At times in the past

and during even the life of this Committee, we did so much better with greatly different

policies.

The top priority is to improve real economic growth,
and to achieve other objectives through this process

If asked to cite the towering central reason for our long-term default, I would

unhesitatingly cite our enduring unwillingness if not claimed inability to put first

things first instead of putting second things first. We have accorded top priority to

reducing the deficits in the Federal Budget, or reducing inflation, or sloughing off

some of the most essential responsibilities of the Federal Government and attempting to

turn these over to those who cannot and should not be asked to perform them. Meanwhile,

we have neglected to note, much less to attend to, the real and ultimate source of all

of our wealth and strength and progress. This resides in how much and how consistently

we expand the real production of goods and services, what we do to expand our capabilities

further, and how much, through national policy influence upon income flows and resource

allocation, we facilitate the most needed objectives instead of neglecting them or actu-

ally militating against them. If we suffered the Budget deficits we have suffered and

still are suffering, and if we experienced the great chronic rise in inflation which

we are still suffering despite some temporary reduction in the pace of price increases,

we would have been wonderfully well off, nonetheless, if at the same time we were mov-

ing toward reasonably full employment, production, and purchasing power, and distributing

these benefits in a manner designed to maintain them, vindicating our great national pri-

orities, and doing social justice. That would have been a good bargain.

But to suffer the evils of a horrible chronic rise in deficits and inflation, by the
indefensible,

very process of thwarting all of these benefits, has been/ cruel, and unsound. We should

also have taken notice that some of the nations which are so far outdoing us, and causing us

so many competitive difficulties, have registered these successes just by putting second

things second and first things first. And to cap the climax, the national policies which

have long attempted to put second things first and first things last have resulted in

chronic increases in the Federal deficit and in inflation which nobody would have deemed
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possible two decades ago. Further, experience so long and clear should have taught us

that Budget balances and very small deficits and reasonable price stability have been

achieved only in consequence of reasonably full use of our resources and a rewarding

rate of real economic growth.

The stnagering costs of low average real economic growth

To illustrate this point further, I must depart for a moment from my promise not

to use facts and charts, and demonstrate once again how much we have lost through this

gross misplacement of emphasis and effort. From 1953 through first quarter 1981, as my

Chart I shows, measured in first quarter 1981 dollars,we have forfeited almost 9.8

trillion dollars worth of total national production, or considerably more than three times

in the same dollars.
our annual GNP now / This is conservatively measured by comparing the actual. GNP results

of our 3.3 percent average annual rate of real economic growth with the average annual real

growth rate of about 4.5 percent which most economists up until recently held to be an

attainable and necessary rate of growth without excessive strain and without national

policies as strong and comprehensive as those we used during wartime. Correspondingly,

as the same Chart 1 shows, we have suffered more than 88 million years of unemployment

in excess of what we would have suffered if we had maintained reasonably full employment,

which we did in some significant years without war, at an average unemployment rate of

(see later Chart 2).
about 3 percent/ And the amount of employment forfeiture I dcpict takes into account

only full-time unemployment an officially recorded, and ignores the very large amount of

full-time equivalent of part-time unemployment and the concealed unemployment or dropouts

due to lack of job opportunity. And / Chart I runs only from the beginning of 1953 through

the first quarter of 1981. But if we added on the period from then until now, the record

would be much worse. We are now, at an annual GNP rate, in current dollars, running more

than a trillion dollars short of where we would have been now if we had grown properly

since the start of 1953. Even after writing off the loss in capabilities due to many

stagnations And recessions, we are now at least 300 billion dollars short of a full-economy

GNP. This would yield about 75 billion more Federal revenues without tax increases.

And the unemployment rate now of about 9 percent would be lifted to between 10 and 11

percent by taking proper account of part-time and concealed unemployment.

The entire performance has progressively worsened, with some undulations to ne sure,

and so have the national policies intended to deal with it. During 1966-1969, as my

Chart 2 shows, the average annual rate of real economic growth was only 3.2 percent, com-

pared with 4.8 percent during 1947-1953; during 1977 -second quarter 1981, it was only

3.0 percent; during 1979-second quarter 1981, it wan enly 1.2 percent; and now we are in

another recession which could turn out to be the worst retreat since the Great Depression.

The erroneous contrivement of loY grcwth

But, as I have said, attention to this towering central problem remains miniscule
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and misdirected, related to its importance. I now cite a January 30, 1982 lead edi-

torial in the Washington Post, important partly because of the influence of this great

newspaper, but mostly because it reflects the general thinking among policymakers, lead-

ing economists, financial analysts, and others. The editorial recommends a continuation

of the slow-go policy. It urges, for the years ahead, national policies pointed toward

an average annual real growth rate "somewhere around 2 percent a year ... At 2 percent,

unemployment would go down very slowly, if at all. That's not very inviting. But there's

one thing to be said for it: it's better than the actual record of the past three years."

The editorial supports this dreadful approach on the ground that this is the way

to fight inflation, despite the fact that neither abysmally low rates of real growth

nor the new recessions into which they lead have aggravated the chronically rising in-

flation. Thus, the most recent drop in the inflation rate to 9-10 percent is not at all

conclusive and not very comforting W.yway. Moreover, the unavoidable implication of

the editorial, like that of a majority of leading economists, is just this: When the

inflation is converted into an unsatisfactory and aborted recovery, the inflationary rate

will augment again until we have another recession in short order. More and more of the
Almost

same is awful to contemplate and accept./ none of the other great nations in the world are

so dreary and defeatist as we are in our own appraisal of the long-term prospects of

wayward policies which we continue to espouse. I must refuse to join the uncertain,

often wrong, and not assuring forecasts of just where we will be six months from

now or at the end of the year and on into 1983. I think I know, and everyone ought to

know, what is continuing to happen to us over the longer run, and how little we are

doing about it. The short-run is part of the long-run; they are not separable.

I am not treating extensively the subject of very low productivity and how to im-

prove it, although it is of extreme importance. This is because I am convinced that the

prime factor in the collapse of productivity has been deficient use of available re-

sources, and that the main highway toward its improvement is the achievement of much higher

use of the labor force and other production resources (see my later Chart 17).

The only sound way to reduce the Federal deficit

Coming next to the subject of the Federal deficit. Perhaps it is too much to ask

that most of the national policymakers and leading economists of today get back to where

they were 50 or even 20 years ago, when they recognized at long last that balancing the

Federal Budget is less important than balancing the national economy, that Budget policy

should always be the servant rather than the master of needed national economic policy.

It may be too much to ask that they stop indicting the Government for the amount of

money it borrows without comprehending the reasons why, or that they recognize that the

Federal Budget even today would not be much out of balance if productive capital invest-
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nests were separated from out-of-pocket expenditures, or that they value the economic

and human benefits of Federal outlays which other instrumentalities could not attempt in

nearly adequate measure. But it is not too much to ask these national policymakiers,

leading economists, and others to recognize that there would be no Federal deficit, even

at current levels of expenditure and taxation, if the economy had been running and were

kept running at reasonably full use of its resources, and that the blood of adequate

Federal revenues cannot be squeezed from the turnip of a deliberately stunted economy.

On this last point. my Charts 2 and 3 are highly indicative. National policymakers should

take more notice of the increasing numbers of economists who make the point that there

has be.en no meaningful correlation between the size of the Federal deficit and the amount

of inflation, both of which for other reasons have grown unconscionably and unnecessarily

during recent years. And to indict the Federal Budget solely because of the deficits

is just as irrational as it would be to judge the private enterprise sector by the amount

of debts it contracts. Instead, we should start to act upon the proposition that the

rise in private debts--see my Chart -- Is much more dangerous than the rise in the

national debt, and caused substantially by the pennywise and pound-foolleh management

of the Federal Budget.

It is also desirable to make mention of some of the other oft-repeated miscon-

ceptions about the Federal deficit. It is said that the Federal Government, by borrow-

ing so much money, leaves inadequate funds available for private investment. Even if the

increase in public borrowing necessitated a decrease in private borrowing, the real ques-

tion--not raised by the policymakers--is whether the increase in the first, viewing the

national interest, is of more or less value than avoiding some decrease in the second.

The automatic assumption that an additional increment of private borrowing is more de-

sirable than an additional increment of private borrowing is another lurid illustration

of the denegration of the role of Government. But this is really beside the point. For

the amount of money available for all purposes is not a finite resource like oil and

many other things. The anount of money available is mainly a function of national mone-

tary policy. If the amount of money borrowed by the Federal Government really leaves

too little borrowed money available for private investment and other purposes, it is only

because the Federal Reserve repeatedly has decided, in its own faulty and improper judg-

net, to counteract and negate efforts of the Federal Government to stimulate the economy,

by using monetary policy in the opposite direction. Availability of money and credit

should be adequate to serve both private and public needs.

The destructive colicies of the "Fed"

This brings me to some discussion of the Federal Reserve Board and its monstrous

policies, in some degree since 1953, and with accumulating speed and force during recent
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years and now. The degree of the Board's asserted and actualized independence has vio-

lated the American principle that a function as important as the management of money

should be subject, not only to the watchful eye of an informed public, but also to con-

siderable control by the elected representatives of the people--the Congress and the

President. The Board has failed to observe that more than trebling the cost of money,

which is so widely used, is inflationary per se; has contributed as much as any one

factor to credit crunches and the roller-coaster economic performance of stagnations

and recessions; has just about wrecked some of our biggest industries like autos and

housing; has done nothing to stop the longest and greatest chronic inflation we have ever

suffered; and has imposed additional interest costs upon the Federal Government which by

now are about as large as the total Federal deficit and several times as large as some

of the most important Budget programs which are being crippled or discarded on the ground

that the Budget cannot afford to undertake them. My Charts 5.6,7, and 8 relate to this

phase of the problem, and the situation today is much worse than when these Charts were

prepared.

The almost universal hoopla about some reductions in some interest rates, though

not in all, a few months ago was as misplaced, just as the shouting about the man strug-

gling in the water which I have already mentioned. In April 1980 I published, also under

the aegis of the Conference on Economic Progress, perhaps the most comprehensive examina-

tion of the Federal Reserve in terms of its economic and social effects, entitled Money,

Credit, and Interest Rates: Their Gross Mismanagement by the Federal Reserve System. This

covered a period of about thirty years. When I wrote the study, the prime rate was well

above 20 percent. But by the time it reached the public and the Congress, the "Fed",

alarmed by the recession which it had helped to bring about and the confusion caused by

the imposition of credit controls and their removal a few weeks later, helped to get the

prime rate down very considerably, and likewise as to some other interest rates. So I

issued a press release when my study reached the public, pointing out that in terms of

impact upon the economy the lowered rates were still so high as to be about as damaging

as the higher rates had been, and I forecast that it would only be a short time until

the 'ed"put the rates up again. It was only a short time until the prime rate was again

above 20 percent. Still later, it and other interest rates came down again, but only

a tiny part of the needed distance.

The press on February 2 informed us that the interest rates which had gone down

again are now going up again. The significant difference is only that some of the

earlier increases came when the economy was beginning to revive, while they are coming

now when the economy is in a deep and growing recession. The newest news is that on

February 1 two major U.S. banks, Citibank and Crocker, raised their prime rates from
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15-3/ percent to 16-1/2 percent, while other short-tern rates climbed and credit tight-

ened. More of this is expected by other banks shortly. Also on February 1, interest

costs to the Federal Gjovcrnment, as measured by weekly Treasury bill auctions, rose to

the highest levels since October 5, 1981. The average yield on short-term Treasury bills

also moved upward. Several major banks raised their broker loan rates to 16 percent.

Mr. Volcker, who really runs the "Fed", remains as steadfast snd adamant as a steel wall

designed to block all vehicles seeking to move the economy forward.

It is not entirely comforting that so many worthy Members of the Congress, and even

the President at times in words alone, are protesting vigorously against Mr. Volcker and

his works, the fact remains that almost nobody seems willing to screw coursae to the sticking

point by taking arm against the sea of troubles which stem from the Federal Reserve.

The erroneous fiscal policy

It is not yet sufficiently recognized, as it was some years back, that fiscal policy

is even more important than monetary policy. National fiscal policy, now as in recent

years, is running a race with monetary policy to determine which can be worse in terms

of reason and experience. le take measures, though sorely deficient ones, to stimulate

the economy by the use of fiscal policy, while the "Fed" is hitched on the opposite side

of the cart to pull in the opposite direction. leading economists, including some Nobel

Prize winners, urge that the monetary policy should be loosened and the fiscal policy

tightened up further, and in the wrong ways at that. They do not recognize that the

economy desperately needs net stimulation from all national economic policies for rea-

sons which I have already stated. It has become hard to say which is worse, the tax

or the spending side of national fiscal policy.

Errors in the tax side of national policy

The tax actions are founded upon the belief that tax reduction as a way of life

will stimulate the economy enough to counteract the depressive effects of immense cuts

in Federal spending for domestic purposes. Tine evil is compounded, because it is not

recognized that tax cuts for the recipients to use as they please will not stimulate the

economy nearly as much, nor meet public needs nearly as well, as selected and well chosen

public investment, And most of the competent studies have found that, per dollar spent,

public outlays increase production much more and reduce unemployment much more than tax

reduction.

Even the financial journals are now expressing amazement that the 1981 "supply-side"

tax reductions to stimulate investment, and thereby to stimulate production and employ-

ment and improve productivity, are not working. They are not working for exactly the

same reasons that prompted by criticisms of the 1964 and later tax reductions, before
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lack of purchases of products, that has been holding back investment. The 1981 tax cuts

favored investors excessively as against consumers, and also reduced availability of

Federal funds to aid consumption directly and indirectly. These imbalances, as I then

insisted, were present in the much-heralded tax cuts of 1964. And as early as 1966, the

rate of real economic growth began to decline seriously, and we were headed straight for

a recession but for the vast expansion of Vietnam spending which was not properly and

promptly met by tax increases. Yet, instead of heeding this lesson, national policies

continue with one tax reduction after another, each tending to become more excessively

skewed in favor of investors, and the tax reductions of 1981, hailed at the start as a

tremendous achievement, have already turned out to be totally wrong even in terms of

their avowed objectives. I need not recall to the attention of this Committee the con-

tent of the 1981 tax cuts, but my Chart 9 indicates the distortions and imbalances in the

1971 tax cuts--we all know the consequences which in the main have followed it and other

similar endeavors. And ay Chart 10 traces the recurrent imbalances between investment onthe one hand, and private MrWWIPBflc consumption on the other.
Errors in the outlays side of the Federal Budget

The snowballing trend in national policies toward cuts in Federal Budget outlays is

wrong because these cuts do more to slow down the economy and increase unemployment than

tax cuts could do in the opposite direction even if the latter were correctly devised to

place the major accent upon increasing consumer and public purchases rather than upon

increasing business investment funds. The cuts in spending are undesirable because, even

if the defense Budget requires as large increases as are now in process (on which I can

pass no judgment), there is room for more domestic public spending in an economy where

we are now and for long will remain so woefully short of full use of our resources. The

cuts are unworkable, from the viewpoint of balancing the Budget, because the Budget does

not move toward balance by economic slowdown and tremendous unemployment. The cuts are

indefensible from the valid objective of improving efficiency within the Government, for

the removal of inefficiency is an entirely separate question from which national programs

are needed, and because many of the programs being cut are more essential to economic

strength and human well-being than many of the activities in other sectors of the economy

which the tax cuts are designed, though ineffectually, to stimulate. And these cuts in

national domestic spending, at least relative to the size of the economy, have been going

forward in the main since the early 19
6
0s, and in the main with unfavorable eoenomic and

social results.

Federal responsibilities are not met by sloughing them off

The main reason advanced for these cuts is the most spurious of all. It is that,

by concept or ideology, and not by reason or experience, private spending is almost always
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more desirable than public spending, and that almost any assumption of responsibilities

by the States and localities is more desirable than the retention of responsibility by

the Federal Government. We all desire to attain the basic contours of the American econ-

omy, with the accent upon private initiative and action, in a combination of responsible

free enterprise and responsible free Government. We all desire the States and localities

to do what they can. But we have now gotten to the stage where we regard private spend-

ing to build more cigarette plants more desirable than public spending to provide more

health services, private spending to produce more gadgets more desirable than public

spending to aid education or housing or the restoration of the farm population and the

revitalization of our cities, private spending to buy luxurious housing and meals more

desirable than public aid to house our people or feed the malnutritioned. Instead of

making the Federal Government more responsible and useful, we are sloughing off its

responsibilities and making it less useful. Instead of helping the States and locali-

ties to help themselves, we are making their condition more impossible by shoving upon

them responsibilities which they cannot fulfill.

The moat poignant example in this respect is the proposal to shift dozens of

Federal progra=a to the fifty States. As to most of these programs, we need more accent

upon a well thought out, concerted, consistent, and speedy national response, guided by

common analysis of causes and appropriate remedies. The American people's spirits would

be best lifted and their cooperation best evoked by a sense of national unity rather

than by division, and by an elected Chief Executive and Congress who assume responsibili-

ties instead of attempting to cast them off. The so-called "New Federalism", despite

its gaudy new name, is an old as the hills and discredited by all relevant experience.

This is not a partisan matter. It wan used by Hoover and again by Jimmy Carter. The

drive for returning national responsibilities to the States is not a genuine plea as

to the location of responsibility, but rather a powerful and selfish drive for the aban-

donment of responsibility. Leaving it to the States would leave a large part of the job

undone, in terms of resources, experience, and climate. The claim that the States are

closer to the people and would therefore respond better to their needs is simply untrue.

Allowing for the faults common to all human efforts, the Congress and the President are

watched more by the people, more susceptible to toe people's control in the long run,

more responsible to the people's needs at almost all times, and less subject to frus-

tration of good intent by powerful private interests than are the State legislatures.

And now we learn from a front-page story in the Washington Post on February 2 that

the new Budget President Reagan will send to the Congress next week calls for deep new

cuts in Medicare, food stamps, subsidized housing, welfare, aid to education, and many

other of the basic Federal social programs. It is also reported that the new Budget
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calls for wiping out the Economic Development Administration, dealing with a public

works program. The new Budget contemplates cuts in the future costs of retirement

benefits for Federal, civilian, and military employees and deep further cuts in the

Medicare program for the elderly and disabled. The Post reports that the 1983 Budget

would keep Federal aid to state and local governments at about the same level as in

1974 in terms of purchasing power, that being also about the same level as this year.

These cuts, if enacted by the Congress, would dramatically shrink a wide range of Federal

programs before they were turned over entirely to the States under Reagan's proposed

"New Federalism" program.

There would be termination of all commitments under the Government's subsidized

housing program, a 2 billion dollar cut in Medicaid, a 1.2 billion cut in Aid to Fami-

lies with Dependent Children, a 2.4 billion cut in the food stamp program, and a 1.4

billion dollar cut in Federal aid for elementary, secondary, and vocational education,

a cut of 23 percent as part of an overall cut in aid to education coming to about one-

third. The cut would be 500 million in the Federal civil service retirement program,

2.2 billion in other Government retirement programs, and 2 billion in the railroad re-

tirement fund. There would be a cut of 600 million dollars or 16 percent in Federal aid

for urban mass transportation, already in distress. On the big entitlement programs,

the President will propose total reductions of 11.8 billion for fiscal 1983, rising

quickly to 16.5 billion in 1984, and 33 billion in 1983. Viewed at large, this is the

most devastating series of proposals, in both economic and social terms, and in its

impact upon employment and unemployment, that we have witnessed since goodness knows when.

Need for much more Federal public action to create jobs

Mr. Chairman and Members of the Committee, as I have already said, I welcome and

appreciate fully, and believe that I am responding fully, to the invitation of the Chair-

man asking me to testify on policies for reducing unemployment. But the main part of

this problem is not in measures pointed solely or even mainly to direct action with re-

gard to the unemployed. The vitally important elements in such an effort relate to the

policies which I have discussed, and which determine what is happening to the economy

at large. In this connection, widespread assertions to the contrary are based upon the

false assumption that the unemployed are mainly responsible for their plight, and that

something needs to be done directly to get them to be different and to change their ways.

This is not the case.

Vividly do I and some of the rest of us recall that, before World War II, the massive

unemployment was attributed to the preference of the unemployed for relief or welfare or

unemployment insurance, to not looking at the want ads, to not wanting to walk across



the street to take a Job, to being insufficiently educated or inadequately trained.

Some of this exists, and needs direct attention. But when World War II came along,

without any compulsory manpower program, the women marched into the factories, the

blacks who had never had industrial opportunity received it, a larve part of the farm

population marched into the factories, and they all performed remarkably well. The main

place for training is on the job, and we do not know what to train people for when we

do not know what jobs will be opening up for them when they are trained.

The so-called characteristics of the unemployed determine who is selected for un-

employment when unemployment in terribly high for other reasons; the amount of unemploy-

mnt is not determined largely by these characteristics. And even if it were, changing

these characteristics would not help them much if the jobs are not created. We have had

a plethora of unsuccessful "manpower" training based upon failure to admit thin. A good

analogy, as I have often said, was the sinking of the Titanic. Those guilty of the com-

mon error would any toat the men drowned and the women naved because the men had differ-

ent characteristics from the women and children, with the law of the sea requiring that

the women and children be saved first. But the number of people who drowned, as dis-

tinguished from the method of selection as to who drowned, was determined by the fact

that the boat sank and there were not enough lifeboats to go around. A different law

of the sea might have saved the men and drowned the women and children, but would not

have affected one iota the number of people who drowned.

This does not mean that we do not need manpower and training programs and other

forms of direct attention to the unemployed. But it does mean that these must be allied

with and made supplementary to policies directed toward the health of the entire economy,

and not policies in the opposite direction. Purther, we should change the nature of

the direct employment of people with the aid of Federal funds, even if administered by

the States and localities. "Made-work" and temporary work does not fill the bill. For

what then happens to the people first put on the rolls and then cast off after a year

or two? The nature of the new technology and automation (see my Charts 11 and 12), and

the fundamental needs of the economy and the people, require a large increase in perma-

nent public employment. This needs to be =atched with a long-range program for the

appropriate distribution of employment opportunity, not Just in accord with the need for

jobs, but even more important with the priority needs for selected types of goods and

services and how best they can be met.

Home construction is being ruined, at immense costs

Housing is a perfect example of what I have just said. Quite apart from its social

significance, home construction is the second or first more important industry in terms

of its direct and indirect effect upon total CNP and employment. We have already suffered
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a calamitous decline in housing starts, accompanied by the slashing and prospective

abandonment of some Government programs essential to a full housing program concentrating

upon those who most need more and better housing. I simply cannot comprehend the dearth

of attention to this whole problem. My Charts 13,14,15, and 16 illuminate this phase

of the discussion.

We need a targeted and quantified set of national goals
to guide consistent and adequate national policies

This brings me to my final point. The Federal Government, as the most important

single instrument for economic recovery and progress and social justice, must develop a

long-range and integrated set of goals and purposes as a guide to all relevant policies

and programs. In much Congressional testimony, writings, and speeches during three and

a half decades, I have called this an American Economics Performance Budget or a Full

Prosperity Budget. The egregiously ignored Humphrey-Hawkins Act of 1978 calls this a

program for Full Employment and Balanced Growth. We need long-range quantitative and

time-tabled goals for employment and unemployment, for without these we cannot adjust

policies to where we need to go. We need long-range goals, with time schedules, for

increases in real GNP. We need to make sure that our top national priorities are in-

cluded in these goals. We need to use the Federal Budget as the main single instrument

toward these achievements, and we must recognize that this is the only way to reduce the

Federal deficit and then remove it. We need to strike a new balance between the use of

taxation and the use of public outlays. We need a realistic appraisal of the respective

responsibilities.of Federal, State, and local governments, and of public and private

actions.

In the final analysis, all of these things and the resource allocations essential

to their attainment depend upon the flow and distribution of income, as the Chairman of

this Committee has so well emphasized. All major Federal programs and policies affect

the distribution of income--and practically all do--must be adjusted to a composition

which promotes full real growth and brings unemployment down to levels consistent with

reasonably full employment.

We need to recognize that a well-performing economy in these respects is the best

and only way to increase productivity and reduce inflation toward price stability.

Charts 2. already cited, and 17 are illustrative of this.

Toward a meaningful national incomes policy

A national incomes policy is essential toward these ends, and this may well include

some compacts among industry, labor and the Government. But the so-called income poli-

cies that we have had or talked about are nothing like this. Nor is the widely advo-

cated TIP proposal. These turn out to be nothing more than efforts to increase the
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imbalances between investment in the means of production and consumption by both in-

dividuals and government. This error has been based upon toe false theory that consmp-

tion has been growing too fast relative to investment, and that the inflation has been

due primarily to excessive wage-rate increases. In fact, the real incomes of most wage

earners who are two-thirds of all consumption, which in turn is more than 60 percent of

all GNP, are lower than they were a decade ago. My Chart 10, already cited, illustrates

how many times, and even from fourth quarter 1980 to second quarter 1981, investment in

plant and equipment has increased so much faster in real terms than ultimate demand in

the form of total private consumption plus total public outlays, and how relative income

flows have been so supportive of these imbalances. And the study of real experience in

the great laboratory of the American economy would demonstrate that exactly these same

imbalances led to the Great Depression and to the recessions since then.

Briefly stated, my specific recommendations, implicit in what I have already said,

are as follows:

Specific recommendations

(1) In view of current conditions and outlook for the economy, and for longer term

reasons both economic and social, the President's 1983 Budget should, in many respects,

be stopped dead in its tracks. Te domestic outlays side of the Federal Budget should

be increased by many billions of dollars, regardless of the outcome with respect to out

lays for national defense. A specific "model" Federal Budget, directed toward these

ends, now requiring some modification, is set forth in previous testimony before this

Committee and in my September 1979 published study under the aegis of the Conference on

Economic Progress. "Liberal" and "Conservative" National Economic Policies and Their

Consequences, 1919-1979, especially the Chart on page 102.

(2) The net stimulative impact of tax policy should not be reduced while we are in

a severe recession. This is not the time for a net increase in Federal taxes. But the

structure of the 1981 tax action should be considerably revised, with a shift away from

so large a part of the tax reductions designed to stimulate investment and toward in-

creases in the personal tax reductions on a progressive basis. There is nothing in the

freseeable economic situation to justify ruts or abandonment in 198. of the 1981 per-

sonal tax cuts.

(3) Other Pederal programs should be adopted to increase the purchasing power of

consumers, especially the pour and others of low incomes. Measures toward this end

include further improvements in the minimum wage and in other types of aid to the poor

and others of low income. Proposals such as those to appear in the President's 1983

Budget, such as to abandon the food stamp plan, and to do so much damage to other

programs cited above, are economically injurious and socially inequitable. All of the
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programs recommended in this testimony would help to enlarge consumption and improve the.

long-range balance between consumption and investment.

(4) The wrong and futile attempt to balance the Federal Budget at the expense of

the economy and the people should be put in limbo. The goal to balance the Budget,

or even to run a surplus, should be geared to the time when the economy is close to

full resource use.

(5) The monetary policies of the Federal Reserve should be drastically revised through

Congressional legislation. This should include the requirement for real growth in the

money supply needed to support the desired rate of real economic growth. This rate is

now between 6 and 7 percent and should be between 4 and 5 percent when the economy has

been restored. Interest rates should be systematically reduced, with time schedules to

guide this. Interest rates and credit availability should be adjusted selectively to

relative national priority needs. The general policies of the "Fed" should be made more

answerable to the Congress and the President. A detailed program regarding the "Fed"

is set forth in the published study of the Conference on Economic Progress, April 1980,

entitled Money, Credit, and Interest Rates: Their Gross Mismanagement by the Federal

Reserve System.

(6) An immediate and strong program should be legislated greatly to increase home

construction, with concentration upon homes for low and lower middle income groups and

for the reduction of substandard housing. The declared purpose of the Administration

to abandonment of publicly assisted low rent housing and toward great reduction of the

FHA programs to enlarge privately developed home construction should be thwarted by

legislation.

(7) The progressive abandonment of direct Federal employment programs should be

reversed, with a strong and new accent upon permanent jobs which provide needed goods

and services otherwise unavailable in anywhere near adequate amounts. Several worthy

bills not before the Congress, to revive Federal aid to public employment (in place of

CETA, etc.) should be revised to take account of these recommendations. Otherwise, while

useful, they may fall as far short of attempts to date.

(8) Based upon all relevant experience, the effort to reduce inflation and move

toward price stability should be based primarily upon the measures recommended herein

to get the economy in much better shape (see again Chart 2). Other anti-inflation mea-

sures are needed. They are listed in the 1978 Humphrey-Hawkins Act, and they are not

yet being used.

(9) Following upon the submission of the President's 1983 Budget Message.and Economic

Report, I respectfully recommend that the Joint Economic Committee take the leadership

in developing a long-range and consistent set of integrated goals and policies along the
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multiple-lines already discussed. For this, there is no better guide than that set

forth in the thus far ignored Full Employment and Balanced Growth Act of 1978. Tnis

Act really restates and makes more specific the intent of the largely abandoned Employ-

ment Act of 1946. The 1978 Act is based unon successful approaches, not only during

World War II, but also during the Truman Administration even before the Korean war, and

by the Kennedy-Johnson Administrations even before the Vietnam war became large.

Again, I thank the Committee for this additional opportunity to be heard, and hope

that what I have said is frank, pertinent, and useful.
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CHART 2

REAL ECONOMIC GROWTH RATES, EMPLOYMENT B UNEMPLOYMENT, INFLATION.
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G.N.P. DEFICIENCIESj AND BUDGET DEFICITS CHART 3
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CHiART 4

RISING CONSUMER CREDIT AND DEBT
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CHART 5

INCREASES IN AVERAGE INTEREST RATES,
AND EXCESS INTEREST COSTS DUE TO THESE
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CHART 6

THE SOARING INTEREST RATES, 1953-1Q 1981-
(INDEXES SHOWN IN PARENTHESES)
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EXCESS INTEREST COSTS IN THE FEDERAL
BUDGET 1965-1981 CONTRASTED WITH OTHER
COSTS FOR SELECTED BUDGET PROGRAMS "
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CHART 9

ALLOCATION OF 1971 TAX CUTS:
BETWEEN INVESTMENT AND CONSUMPTION
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RATIO OF VOLUME OF EMPLOYMENT CHART 11

TO PHYSICAL VOLUME OF PRODUCTION
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CHART 12

IMPACT OF TECHNOLOGICAL PROGRESS
ON EMPLOYMENT TRENDS, 1953-1978.
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CHART 13

HOUSING STARTS, 1950-1ST Q 1981 AND GOALS FOR 1981-1984
(Thotusands of Units)
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ROLE OF NEW RESIDENTIAL
AND COMMERCIAL STRUCTURES

IN THE NATIONAL ECONOMY, 1953-1981
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CHART 15

HOUSING STARTS, INDUSTRIAL PRODUCTION
AND GROSS NATIONAL PRODUCT, 1947-1ST Q 1981
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CHART 16

NEW HOMES BUILT AT VARIOUS PRICE RANGES AND COSTS.

AND FAMILY INCOMES RELATED TO THESE COSTS, 1977
ASSUMING 30 YEAR AMORTIZATION
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Representative REUSS. Thank you, Mr. Keyserling.
When did you first come to Washington?
Mr. KEYSERLING. 1933. I have been before this committee 28

times and 13 times have submitted invited comments.
Representative REUSS. It might be instructive if we looked to-

gether and with Dr. Ginzberg at the unemployment figures over
the year since the time that you arrived here and the present days
because, this being FDR centennial year, we are in a nice exercise
of looking back; and I have before me the Bureau of Labor Statis-
tics unemployment figures over the years since they were first kept
in 1929.

In 1929-that was the year President Hoover took office-the un-
employed were 1.5 million. The President kept talking about the
abolition of poverty, and the next year, in 1930, unemployment had
risen to 4.3 million. The President kept saying that prosperity is
around the corner, and the next year, in 1931, unemployment had
risen to 8 million. By 1932, the unemployment rate was 12 million
and by 1933-that was the year that FDR took office-it had risen
to 12,830,000.

Then the New Deal started and unemployment started going
down. In 1934, it went down by more than a million, to 11.3 mil-
lion. In 1935, it again went down to 10.6 million. In 1937, there was
further progress and unemployment went down to 7.7 million. And
then, if I read history right, a congressional coalition of Republi-
cans and so-called "Boll Weevil" Democrats repealed much of the
New Deal stimulus and at the same time the Federal Reserve went
on a bender of money tightening and interest rate raising, and the
unemployment rate then went up almost 3 million and by 1938 it
was 10,390,000. It then started going down again to 9.4 million in
1939, 8.1 million in 1940, and then, with the war on or about to be
on, it went in 1941 to 5.5 million, and then in successive years it
went down to 2.6 million, to 1 million, to 675,000, less than a mil-
lion by 1944, and thereafter, for 25 years, unemployment hovered
with just a couple exceptions in the 1, 2, or 3 million range in 2
years. In 1958 and 1961 it got a little above 4 million. Then in 1970,
it got out of that range and, just reading off the figures for the
1970's, starting in 1971, it was 4.9 million, then 4.8 million, then 4.3
million, 5 million, 7.8 million, 7.2 million, 6.8 million, 6 million. By
1979, it was down to 5.9 million. In 1980, 7.4 million, and in 1981,
up to 8 million; and today, as you know from the report of unem-
ployment adjusted, it is 10,183,000 and adjusted it's 9,298,000.

I would ask a couple questions. Let's take the 1937-38 experience
when a Republican-"Boll Weevil" coalition on the fiscal side and
a reactionary Federal Reserve on the monetary side was able to up
the unemployment in 1 year from 7.7 to 10.3 million. Take the cur-
rent situation where before the President's program went into
effect in early August the unemployment figures-these were for
last July-were 7.8 million. Today, as I said, they are in the 10 mil-
lion range.

Isn't this a case of history repeating itself and isn't there an un-
canny correspondence in the upreach of the unemployment figures
and the same coalition on the fiscal side and the same reaction on
the monetary side?



Mr. KEYSERLING. First, let me say that my charts give the abso-
lute figures.

Second, everything that has happened is so largely inconsistent
that I cannot accept the alibi-contrary to your admonition-I
can't follow the alibi by so many policymakers and economists that
we can't learn from all of the past because it's all irrelevant be-
cause we live in a new and complex world.

We live in the same world. Taking periods that are relevant:
First, from 1922 to 1929, we had an amazingly stable price level,
one of the most stable we ever had, except for falling farm prices.
So whatever caused the great collapse, it was not inflation.

Second, the great collapse, according to a great book by, John
Kenneth Galbraith and another by Paul Douglas, was caused be-
cause, even with a stable price level, productivity went up greatly
and the income was not shared. Farm income fell. Workers' wages
did not increase enough. Profits soared and investment got all the
way out of line with consumption. That was the scenery, and the
crash in the stock market would not have ignited it if the rotten
number hadn't been there. So these are things we might have
learned, but we have repeated the same errors again and again.

The New Deal came along. In 1937 there was a sharp downturn,
as you said. Incidentally, fiscal policy was even more important
than monetary policy because there was a great cut in public
spending which at its peak reached about $6 billion, a great cut in
public spending, under the pressure of some people in the Congress
and also some people in the administration, including the then Sec-
retary of the Treasury. This cut brought on the 1937-1939 trouble.

More important, since we've heard everywhere, always that we
can't thrive and can't use the direct employment of the people by
the Government because Roosevelt failed and didn't succeed until
the war, I had occasion to study that again, and with all the flaws
and starting from an infinitely more difficult base, the percentage
reduction in unemployment from the 1933 level, whether we stop
at 1937 or go on to 1939, far surpassed anything we have done
since.

In other words, with a much smaller problem, much more re-
sources, we have failed miserably measured even against what was
done then, hardly through the direct employment of people by the
Government. So we can learn from that. Many other things were
done, also, to help the private sector directly.

Coming on later, we have to unwrap ourselves of the doctrine
that the way to stop inflation is to increase unemployment. The
Federal Reserve is more committed to that than ever. The National
Government policy really is also, and we have never, in all econom-
ics, had a more apparent demonstration, with some undulations,
than more unemployment, more idle plants, stimulate inflation.

The argument that inflation has come down to 9 or 10 percent in
the last few months, indicating that this anti-recovery policy re-
duces inflation, is really ridiculous. A few months is not long
enough to be very meaningful. It isn't consistent with the long
term record and, furthermore, where have we gotten when we
regard it as a great thing when we have 8-percent unemployment
and 8- to 10-percent inflation, when the 8- to 10-percent inflation
comes on top of years of double digit inflation, so that 8- to 10-per-



cent inflation now is infinitely harder on everybody than 15-per-
cent inflation was 8 years ago? That's perfectly obvious. So we can
use that experience.

The reason-this gets to productivity also. Books are written
about why productivity has fallen and why inflation has been
caused. But these books do not relate to what all experience teach-
es. The main reason for the productivity decline is plants operating
at 75 percent capacity instead of 92 percent. When they are operat-
ing at 75 percent of capacity, they only have 8- to 10-percent of the
workers. Things would be much worse if more were fired. But
when you divide 92 into 75 you get a low productivity figure.

Just a year ago, when for a very short time the economy rallied
and grew at a real annual rate of about 9 percent, it was unbeliev-
able that in about 3 months the productivity shot up to a gain of 5
or 6 percent at an annual rate and as soon as the economy col-
lapsed again the productivity went down to zero again, and for the
same reason. That's a main reason for the inflation, because the
lower productivity means higher per unit cost, and also because the
lower output means that in an administered price system they try
to gain more per unit to compensate for the lower volume of busi-
ness. We have learned nothing from that.

So you take the whole experience the chairman referred to, and
the lesson is plain. The mistakes have been the same. The results
have been the same. The penalties have been smaller than in the
Great Depression for a variety of reasons, especially because of the
stabilizers that were built into the economy long, long ago and that
are now reducing the size of the decline.

Representative REUSs. Do I gather, Mr. Keyserling, that it is
your view that the great crash of 1929 and the long depression
which shortly thereafter occurred were, in large part, due to the
maldistribution of income and too little after-tax income being left
in the pockets of the great mass of people and too much in the
pockets of the affluent few at the top who neither spent it or in-
vested it, and as a result, the productivity of which our economy is
capable of producing simply wasn't taken off the market?

Mr. KEYSERLING. No question about it, plus the fact that too
little tax revenues were left in the hands of government to do what
the government needed to do. In fact, it was mainly what you say,
but this isn't just Leon Keyserling's view. This is the view of Ken
Galbraith. It was the view of Paul Douglas. It's the view, I think,
by now of most economists, and it's important because, in smaller
measure, it's exactly the same kind of thing that is--

Representative REUSS. Wasn't it also the view of a number of
very conservative and enlightened bankers, at least after the event,
like Frank Vanderli p?

Mr. KEYSERLING. After the event, no question about it.
Representative REUss. One final question before I turn to Mr.

Ginzberg. In the light of the policy which the Government of the
United States is currently pursuing with respect to the distribution
of income, the vast tax cuts for corporations, for people in the top 5
or 10 percent of income receivers, the cutting down of programs
generally which were an aid to the poor and to the middle class-
here I'm thinking of clean air and clean water and so on-and in
view of the results of monetary policy which means that the trans-



fer from debtors to creditors is in the range of scores of billions a
year, are we now, in your judgment, working toward a replay of
the disastrous events which befell us 50 years ago?

Mr. KEYSERLING. I'm not prepared to say whether we will have
something as bad as that. But I think we could, because I think we
are skating on thin ice in a fragile economy. I wouldn't be willing
to predict that, but I don't need to because we haven't had that
since World War II and yet we have sunk from a first class to a
second class power. We have seen ourselves outdone by many. We
have inflicted upon our own people tremendous losses of goods and
services and, more important, of social purposes that they need. So
it's bad enough.

What I would be prepared to predict, the way we are going
now-and if I were asked to write a program for disaster instead of
for progress, I couldn't write a better one than is now being writ-
ten. I think the way we are going now we will, over the next 5
years, not average more than 2 percent real average increase in
GNP, which always means the selling out of those who need and
not too much damage to those who have, with progressive danger
of a more serious situation even than that.

Representative REUSS. Mr. Ginzberg, I have a number of ques-
tions to ask you, but before I do, did you wish to make a comment?

Mr. GINZBERG. I would like to comment. I wrote a book in 1939
called, "The Illusion of Economic Stability." I would not go quite as
far as Mr. Keyserling did to say that it was maldistribution of
income, although I mentioned that. We had a speculative boom
with the bankers giving the stock market all kinds of foolish sup-
port in the latter 1920's. We had an outrageous foreign policy of
lending to Cuba, to Eastern Europe and to Latin America. And I
would argue that, one can have a very serious credit inflation
going on without the price level showing it, in fact the price level
should have gone down but for this inflationary speculative boom.
So I would put no small amount of the blame for the trouble we got
into on speculation and credit inflation.

Second, I think it's inevitable in a dynamic capitalistic economy
that when you get an automobile industry, which was the domi-
nant industry of the 1920's, and housing that boomed with it and
the relocation of populations, such a boom could not be maintained
in the absence of new major industries coming in. We have always
had a start-stop economy to some extent in response to major tech-
nological-structural changes.

The parallel in more recent times would be something I have not
heard here about the fact that the U.S. is no longer in the position
to control its own economy to the extent that it used to be able to
do so. We live now in an increasingly open economy. The Japanese,
the Germans, the French, the South Asians and so on know how to
produce much of the stuff that we do with the same technology at
lower wages. So there are tremendous problems that the
U.S.economy faces.

It's made clear by the current problems in the Midwest. I do not
believe for a moment that any kind of fiscal and monetary policies
alone are the answer to the kinds of relocation, competitive disad-
vantages, and the employment consequences that the area faces.



So I think that while there are analogies between then and now
and I do believe the 1937 drop was just as you put it, Mr. Chair-
man, a sudden tightening up on the spending of the Federal Gov-
ernment, the 1930's left much to be desired. I did a study on the
long-term unemployed in 1939 in New York City and Mr. Roose-
velt's policies, I have to say for the record, while relatively much
better than Mr. Hoover's, were only relatively much better. By the
end of the 1930's, there was no real solution by the New Deal for
the problems facing the country. We got rescued by the war. My
first job in Washington-I showed up 5 days after Pearl Harbor-
was in the Executive Office of the President at which time we must
have had 10 or 11 million unemployed. I suggested we start to get
women, educated women, registered because we would need them.
People thought I was out of my mind because we were just over-
loaded with the unemployed. Most observers did not expect them to
be absorbed, but I expected that they would be and quickly.

Representative REUSS. How right Winnie the Welder proved you
were in the years right after that.

Mr. GINZBERG. Yes. So that forecast turned out right. Mr. Key-
serling didn't, but I would like to really ask the fundamental ques-
tions as to what are the potentials and limits of governmental
policy to affect the economy? He mentioned Mr. Galbraith. Mr.
Galbraith and I, I think, were the only two people who opposed the
tax cut of 1964, for different reasons.

Mr. KEYSERLING. I did.
Mr. GINZBERG. Then we've got three of us. Galbraith opposed it

because he didn't think one ought to diminish the area of public
spending. I was frightened, frankly, of teaching the Congress bad
tricks. I thought we live in a political democracy and I thought we
would only teach Congress how to reduce taxes and when the time
came to raise taxes Congress would not follow and we would get
ourselves into inflationary troubles. I regret to say, that's been the
record of successive Congresses through Republican and Democrat-
ic administrations, and that is another way of saying that a Con-
gress can only move one step ahead of the public and I think we
really did something that was foolish in 1964.

I think our present situation is very difficult because I think the
public doesn't understand what is and is not doable. I cannot un-
derstand the present administration's economic policies, but I come
out of a pre-Keynesian period, and it's very complicated for me to
believe that taxes and tax incentives-I don't care how much you
lower them-they don't seem to me to be that significant a stimu-
lus. I remember Walter Hoadley of the Bank of America coming in
and talking to our Commission in 1975. He said that there are a lot
of projects that business was not moving from the back burner to
the middle burner to the front burner because of uncertainties. I
think uncertainty is real, not make-believe, and I don't think
there's any way in the world, not even if Mr. Keyserling controlled
the Federal Reserve and the tax-writing powers, that we can ignore
the expectations, the attitudes, not only of our own bankers and
businessmen but of the entire world's bankers and businessmen. So
I think we are working now in a much narrower decision frame
with much less scope to do things.



Surely in the short run-and I agree with Mr. Keyserling that
there's a denigration of Government going on which leaves me very
uneasy. But I have been involved in the expenditure of our $80 bil-
lion in the Federal Goverment's money for manpower. It was not
wasted, but its productivity was not high. It turned out to be an
income transfer program primarily.

I believe that we need to do more on that front, not less. I don't
agree with him when he says that all you have to do is run the
economy very taut to make sure that everybody has a job because
we don't know how to do that. That's my trouble. Of course, I could
run the economy taut if I knew how to keep on doing it, but I don't
think in this kind of world we are able to do so. I don't believe that
there is any combination of instruments at the disposal of the Fed-
eral Reserve, which has admittedly been making many errors.

If I may, I would like to talk to your four points.
Representative REUss. Yes, I would be delighted, but let me just

extract a little more from your historically backward view and
from what you perceived in 1939 when you wrote that remarkable
book about what had happened.

You just testified that certainly maldistribution of income, as Dr.
Keyserling has said and as I have suggested, was an important
factor in the depression that visited us in the 1930's. You, of
course, said that wasn't all and that another important factor was
the great growth of speculative credit which manifested itself by
huge loans to gamble in the stock market and a series of foreign
loans.

Well, isn't that contributory condition, in large part, present
today? While there isn't speculative credit in any alarming amount
at work in the stock market-some wish that it were-there is and
has been speculative credit at work in alarming amounts in my
view in commodity speculation, witness Bunker Hunt and his bil-
lion dollar extraction of credit to try to corner the silver market, in
the merger mania of today which immobilizes huge amounts of
credit which might go into machine tools and useful capital invest-
ment; and finally, in another 1929 revisited, in bum loans to poor-
risk countries from Poland to Zaire.

Isn't that another striking parallel to the conditions of 50 years
ago which should at least be remembered by future policymakers?

Mr. GINZBERG. I could not agree more with you, Mr. Chairman.
In the writing I do I always have at least a sentence or two to say
that there is no guarantee that the international economic and fi-
nancial underpinnings of this expanded world economy may not be
in jeopardy. I simply am not sufficiently at home in international
finance to have an independent judgment about that, but I contin-
ue to be worried. And I introduce statements about things starting
to collapse, because I have enough general unease about the situa-
tion.

Representative REUSS. Thank you. I now turn to the subject that
you mentioned, and I do want to ask you, and perhaps Mr. Keyser-
ling, about the proposal I made in my opening statement which
generally is designed to be a short-term, realizable program for
what is left of this Congress, the 97th Congress, and what is left of
this fiscal year that runs-both of them-until next October. And
I, for one, am not ready to write off either one of them.



Mr. Ginzberg, in your most helpful statement and recommenda-
tions, you said the following-and I'm going to quote from you-
"The most effective approach to restraining unemployment is to
have the economy run taut as it did for most of the years between
1963 and 1969," and then you add:

But if unemployment is to be partially contained while the inflationary virus re-
sulting from high deficits and wage-price spirals is being drawn out of the system,
we need new labor management undertakings about wage settlements that would
keep wage increases in some reasonable balance with productivity gains.

I take it that that, in this imperfect world, is your suggestion for
a sensible, if not perfect, program for the present. Is that a fair
statement?

Mr. GINZBERG. Yes, that is. I tried several years ago-I spend my
summers in Martha's Vineyard, and there were three presidents of
the American Economic Association who are my neighbors up
there. When Mr. Carter was President, I tried to get the three of
them to join me to recommend to Carter that we go for an incomes
policy at that time because I thought the inflation was moving dis-
turbingly fast. I got one of the three but the other two wouldn't
sign. So I didn't bother to send the letter. They were very opposed.

I think we are in a continuing dilemma unless we get some
better understandings of what to do, and I would agree with Mr.
Keyserling that it's not only the wage part of the story but it's also
how we set prices. I agree with him on that. So that although I
know that our recent history with wage and price controls leaves
lots to be desired-lots to be desired-I think one does need to get
some understanding between the large unions and the large em-
ployers so that one can run the economy tighter.

In the absence of some kind of prearrangement about what's
going to happen on the wage side and on the price side, I don't
think one can risk it, given an open economy, because I think our
economy will get unraveled. So that's definitely one of the positions
where I m in close sympathy with you.

Representative REUSS. Could I just put the whole question to you,
because as I say, I subscribe wholeheartedly to the recommenda-
tions that you just made to us. Indeed, I thought you were working
the same side of the street with my recommendations, which are
four in number, restricted to this fiscal year and this Congress and
what conceivably can be done while we work on the longer-term
structural forms which both of you agree are so necessary.

My program, in essence, is a new four freedoms: that 1982 be
free from further restrictions on tax restrictions; be free from fur-
ther restrictions on expenditures over those which have been made;
be free from further restrictions in monetary tightness-the Feder-
al Reserve has squeezed the money supply to a pip-squeak last year
and now they want to lower their targets, and I believe that's
unwise-and finally, freedom from cost-push inflation while we
work our way out of the high unemployment and recession by some
sort of an incomes policy.

That's the modest program which I put forth and I welcome your
comments on it.

Mr. GINZBERG. I would put before you, Mr. Chairman, the fact
that even if you could persuade your colleagues to go with you, a
very critical point is how would such a program be interpreted by



people on the outside who have a large amount of decisionmaking
leverage on investment, on sending dollars out of the country and
taking other critical actions.

My sense is at the moment-and I agree with what Mr. Keyser-
ling said earlier also, that it is very hard, in the absence of a stra-
tegic understanding or agreement about how to fashion any kind of
policy, short run or long.

Now the President offered a policy and a lot of people thought it
was going to work. All one had to do was lower taxes and especial-
ly lower the taxes on the people paying the most, which of course
they liked, and everything was going to fall into place.

Well, it's clearly not working. I never believed it had a chance to
work. I don't believe it has a chance to work. But that leaves us at
the moment with no effective dialog, much less consensus.

Now I would say that I understand that the Congress can only
act in very short time frames and I believe I'm correct to say that
you may not be around at some later sessions. Didn't you indicate
that you're going to retire from Congress?

Representative REUSS. Yes.
Mr. GINZBERG. That's what I thought. For the record, I would

like to say that I am one who regrets that very much. But that is a
constant problem in this country and that is that we really haven't
got a longer range set of policies to deal with what I believe are
serious longer range questions.

Representative REUSs. Could I interrupt you to say that I com-
pletely agree with you. In presenting this short-range program,
what can be done in the next few months set of policies, I mean
that to be taken only in the context of a longer range program
which should be started right now. We should start acting on that
longer range program which includes the structural reforms you
talked about, the recognition that America is increasingly a
member of the world group unit and all the other things.

So we should do that, but, quite frankly, I don't think we are
going to be able to solve that one by next September.

Mr. GINZBERG. Let me say that I have the most trouble probably
with No. 1 and less with spending money and the incomes policy.
The reason I have less ease about No. 1 is I think we are now in
such a mess with the whole tax proposals that I think we gave
away so much money and got so little for it in terms of stimulation
that I think your proposal-while in some kind of a theoretical
way I could say there's nothing wrong with it and I could even sup-
port it and there's something right with it-I would say any fur-
ther movement to reduce taxes which in the short run would sug-
gest-would suggest, I don't say would result-in still further defi-
cits could be interpreted out there to lead to still more unraveling.

So I'm really not at this point in time anxious to do anything to
reduce taxes. I may be willing not to raise them at the moment,
but I sure don't want to see the Congress reduce them further,
with a $100 billion plus deficit staring us in the face for 1983.

That's another way of saying I don't think that the tax reduc-
tions that are left, because we gave most of them away, will have a
significant effect of and by themselves. I think one could have a
tax program that would make bad worse, and I would like to avoid



that, but I don't have any confidence that fooling around with low-
ering taxes would help us at this time.

I'm fairly comfortable with the rest of the proposals. I ought to
add for the record that I am not a macroeconomist who specializes
in the short run. I'm really a long-range fellow interested primarily
in employment, but I think I have some feelings for the depth of
our problems and the structural issues that underlie them, and a
skepticism about all instruments in the hands of the Federal Gov-
ernment, all instruments that are usable in the short run.

I think your No. 2 on the UI is critically important. I think we've
just got to make sure that in a State like Michigan, with its high
unemployment rate, that the triggers work. The fact that they
went off is incomprehensible.

I spent a good part of 35 years in and around the Pentagon and I
would say that while I don't downgrade the Russian threat, I would
say that surely some stretchout of the very large budgetary figures
for the Pentagon would probably help, not harm. One way to be
sure that the Pentagon is even more inefficient in the use of dol-
lars is to give them lots to spend quickly. That's been my experi-
ence. If you give the Pentagon more money, but avoid forcing it to
spend it quickly, it will spend it better. If you just overload them
with money, their productivity rates will be very low. So I would be
in favor of some stretchout.

Representative REUSS. You brought in, as I suppose one has to,
the element of psychology into your discussion. How do you ac-
count for the following curious phenomenon today: If the polls are
to be believed and if one's conversations are to be credited, the
working people of this country, or many of them, are saying, "The
Reagan program is killing us. It's a miserable aid-the-rich, hurt-
the-workingman program, and I'm about to lose my job, but it
should be given a chance and we are quite confident it will work
out in the sweet by-and-by." Meanwhile, the rich folks, the afflu-
ent, are saying, "Oh, it's a marvelous program. We love it. It's just
what we needed," but in their actions they are liquidating the
stock market; they are liquidating the bond market; they are liqui-
dating the Nation's capital investment program and, following
Andy Mellon's advice, they are liquidating labor and liquidating
farmers at a very rapid rate.

How do you account for this rather strange way in which we are
all behaving?

Mr. GINZBERG. I don't think it's so strange. I would put it this
way. I think Mr. Reagan's election, which was not by that many
votes, was a sign of widespread dissatisfaction with the preceding
years, and that had to do with how the public perceived Mr.
Carter, as well as his policies and the results of his policies. That's
another way of saying that Americans were unable to believe that
they had to live with high inflation and Mr. Reagan told them they
didn't have to live with such high inflation and he would do some-
thing about it, and that was the dominant view at the time.

I was at Camp David with Mr. Carter and I tried to persuade
him at the time when he was up there that his inflation problem
was worse than his unemployment problem, and that he should
pay attention to the inflation at that time-that was 1979, if I re-
member correctly-rather than the question of further stimulation.



I thought we had real nets under the poor at that time and I
thought that was a better way to move.

The bulk of the American employed public was not improving
itself through the whole of the 1970's. There was no gain in real
wages throughout the whole of the 1970's. There were gains in real
income of families, but not of individual workers. So the American
public, in terms of a large number of blue-collar workers, felt the
preceding administration had not delivered. They wanted to give
the new man a chance.

They are by no means satisfied with what they see happening,
but they figure that he's entitled to a chance. I suppose they figure
that in November they will make another appraisal.

I don't think the rich people ever believed in the new economics,
but how can you turn your back on a kind of windfall that Mr.
Reagan offered them? I don't think they ever believed him. I mean,
the smart bankers I talked to in New York were always skeptical
about this whole affair. They had the most serious questions about
it, but they also didn't like the old regime. They knew that the new
administration was going to be "more probusiness." However, now
when they see this policy beginning to work out-they are pretty
smart and they have pretty good staffs-and they do exactly what
Mr. Keyserling said, they look at 72 percent capacity and say, "No
use putting up a new plant or doing anything now."

So I think each group, given its own history and response, is
acting the way I would expect them to act.

Now I think the really interesting psychological question is, what
will the economy look like as we go into the November elections?
And since I believe this is an economy that nobody really under-
stands in the short run, it could go either way. I think we could
still be at over 10 percent unemployment-it wouldn't surprise
me-and the inflation probably will be coming down a little bit,
but if we are over 10 percent unemployment, it is not something
that the administration will be happy about. Conceivably, unem-
ployment would begin to move downward a little bit earlier. I don't
pretend to be a shortrun forecaster, but I am impressed with the
volatility of the American public.

I think one of the really unfortunate things that happened with
the last President and I believe is beginning to happen now is the
difficulties that Presidents have to talk in an educational way to
the public and make it clear what they are after. Although Mr.
Reagan talks easily, I'm not sure that what he's saying could be
called educational in the sense of helping to define our issues cor-
rectly and to point to solutions. For instance I really don't think
that unemployment has much to do with people who have lost
their work ethic and I don't believe that the market is going to do
all the wonderful things that it is supposed to do.

I believe our international competitive situation has a lot to do
with our vulnerable state. I believe that the way we are moving or
not moving on research and development is connected with our
troubles. I think we underestimate our opponents.

These and other lessons need to be discussed and the public edu-
cated. Unless the President is able to do so the environment is not
created in which Congress and the President and the Federal Re-
serve can find resolutions.



I think we are in a very serious position because I think it's
going to take 1 or 2 years before there will be an understanding on
the part of the big, unwashed American public as to what our op-
tions really are and what we have to do.

Representative REUSs. Thank you.
Did you want to add anything to that?
Mr. KEYSERLING. I would like to subtract a little bit from it.
In the first place, I think it is a gross distortion by those who sa

that the maldistribution of income which had so much to do with
the depression is irrelevant now. They talk about what happened
on the stock market or talk about how much money we put over-
seas. These were by-products of an excessive rate of savings as
against the amount of investment, which in turn flowed from the
maldistribution of income.

Even allowing for the fact that people were buying on margin, it
still was true that most of the buying in terms of amount was by
the people who benefited by the maldistribution of income. It
wasn't the other people who were buying so much stocks. And as
for the people who sent money overseas, they sent it overseas be-
cause it couldn't be used at home. I pointed out that the same
thing would happen to our balance of payments due to the 1964 tax
reduction and so forth, and it did.

Second, I can't stand to hear the general diminution of the
extent to which unemployment was reduced during the New Deal
1933-39. I already said that unemployment was reduced percent-
age-wise more than at any other subsequent times. And what about
the New Deal reforms? America was permanently transformed.
These reforms explain the difference in the standard of living of
the people, the hopes of the people, the legitimate expectancies of
the people, even today. They are absolutely incomparable if I com-
pared living standards in all their forms before and after these re-
forms. So I say they should not be deprecated. They should be built
on instead of sloughed off.

Now I come to other aspects of the same problem. Where do we
get when we say that we don't have much confidence in the instru-
mentality of Government and that we have learned there is not
really much that can be gained from fiscal and monetary policy.
Where do we get from there?

This tremendous problem, short range and long range, which we
are now confronted with must be, in whole or in part, because we
don't have much confidence in Government. I don t think anybody
today should add-by the strength of his distinguished and accept-
ed intelligence and record-should add to the proposition that not
much can be accomplished by Government or not much by fiscal
and monetary policy.

Why don't we face up to the fact that we have lost out because
we have had the wrong policies? A part of the reason for this is not
to deprecate experience.

Let me say something about the value of long experience, and I
necessarily was quite close to it, as opposed to being on this vaca-
tion island talking to other economists. You know, I was on "Wall
Street Week" a year ago, and when I got through saying that we
could learn from what we did in the fifties, they said what is very
commonplace now, "Oh, but it was a different world. What prob-
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lems did you have compared with the Japanese sending in their
automobiles and the Germans sending in their cameras?" I said,
"Do you think that these problems compare to what the Germans
or the Japanese did in the forties? Were those less difficult to
handle or required less resources or less management or less effort
than the problem of the automobiles?"

Every problem that we have now was greater in the period short-
ly after World War II. We have no problem comparable to the de-
mobilization following that war. Within 1 year after World War II,
the spending for defense was cut from $100 to $12 billion. Most
economists predicted $8 million after the war, and it didn't happen
because of policy, not because of accident. We have had no recent
problem with Western Europe, which is talked about so much, com-
parable to then, when they were decimated by war and threatened
by communism. We have recently had no inflationary pressure
comparable to the postwar cashing in of World War bonds, which
euphemistically were sold to finance a war which was paid for out
of current product. And there were no product facilities to pay off
bonds which had been used for making war. The labor and man-
agement problems of the fifties were as serious as later on. We had
nationwide strikes.

We had the same problems during 1947-53 as now, but there was
a net surplus in the Federal budget for 7 years, despite the Korean
War. There was an average rate of unemployment of 4 percent, re-
duced to 2.9 percent by 1953; an average rate of inflation of 3 per-
cent, reduced to 0.8 percent by 1953. National priorities were
served and Government was not denigrated. We had a President
who said, "I'm the only one who represents all the people, and my
function as the head of the Government is to act for them."

From 1953 forward, there wasn't a change in the difficulty of the
problems. There wasn't a change in anything except the nature of
the policies and the philosophy. Arthur Burns came in as my suc-
cessor, and he said, 0.8 percent inflation is too high and 2.9 percent
unemployment is dangerously low. So there were profound changes
in both fiscal and monetary policies and the unemployment rate
went up from 2.9 to 7.6 in 8 years. The inflation rate multiplied 2%
times. Everything that's happened since then, with slight undula-
tions, results from the continued application of the change of phi-
losophy through the Federal Reserve Board itself, through the Fed-
eral budget, through the idea that 2.9 percent unemployment was
an inflationary threat even when inflation was only 0.8 percent;
therefore, it must be inflationary to have 6-percent unemployment
when inflation is 10 percent; therefore, let's get the unemployment
up to 8 or 9 or 10 percent and we'll stop the inflation. And what we
got most of the time was double-digit inflation.

And it's up to this Congress-I'm not speaking of the chairman
here because I'm in agreement with all of his short-range propos-
als. I'm in agreement with them except to recognize, as he does,
that if he got all of them and did not move now on the longer
range things, we would still be largely where we are now. And as I
heard him, he talked more about, if I'm correct, a stop on increas-
ing taxes rather than about a further decrease in taxes. I didn't
think that the chairman was plugging for a further decrease in
taxes, on net long-range. In the past, at times, we have met all the



problems successfully in the vast laboratory of the American econo-
my in action, the biggest economy, the greatest economy, in peace
and at war. At other times, we've had recession and inflation.
We've got to learn something from the experience. But instead of
learning something from all the experience, we say that we no
longer have much confidence in the instrumentality of Govern-
ment. We say that we no longer have confidence in fiscal and mon-
etary policy. Although practically all national economic policy is
fiscal or monetary, because almost all Government economic policy
either spends money or directs the flow of money. So if we adhere
to fiscal and monetary policy, where do we go from there? That po-
sition is entirely defeatist and hopeless. We need to correct fiscal
and monetary policy.

Representative REUSS. Mr. Ginzberg and Mr. Keyserling, we en-
croached on you a good deal and we are well into the lunch hour. I
want to thank you on behalf of the committee for a memorable
contribution on the part of each of you in our deliberations.

The committee now stands adjourned.
[Whereupon, at 12:20 p.m., the committee adjourned, subject to

the call of the Chair.]
[The following information was subsequently supplied for the

record:]
LEON H. KEYSERLING,

Washington, D.C., February 12, 1982.
Hon. HENRY S. REusS,
Chairman, Joint Economic Committee,
Washington, D.C

DEAR HENRY: When I testified on February 5 before the Joint Economic Commit-
tee, I did not answer fully your four-point program. I did state that I agree in gener-
al with the program, and now add these comments:

(1) Taxes. I agree that the full 10 percent tax rate reduction scheduled for July 1,
1982 be made retroactive to January 1 of this year. However, I believe that consider-
ation of deferral of the 10 percent tax cut scheduled for July 1, 1983 be postponed
until we are closer to the situation then and see how we stand. My best guess now is
that we will then be so far short of full recovery that this tax cut should remain in
effect.

(2) Spending. I agree entirely with your proposal to resist further cuts in spending
below the levels enacted in fiscal 1982 until the recovery is firmly established, and
to restore cuts made last year in unemployment insurance programs. As to develop-
ing programs for reducing spending in the out-years, I can see the need for changes
in the composition but think that total Federal outlays are now much too low and
scheduled to remain much too low, for reasons too elaborate to state herein but
fully contained in my testimony. This conclusion is based upon the requirements for
restoration of full employment and full production, plus the portion of these re-
quirements which cannot be met except by a higher level of properly apportioned
Federal outlays,

(3) I further agree that the Federal Reserve Board should not tighten monetary
policy any further this year. But further, as developed in my testimony, I believe
that monetary policy is far too tight and interest rates far too high and that the
Congress should require basic changes in the policies of the Federal Reserve.

(4) I am strongly in favor of an incomes policy, which should not be limited to the
price and wage problem but in addition should relate to the determination of the
size and direction of all Federal programs which importantly affect the flow of
income, that being so essential to the attainment of a full and equitable economy.

Thank you also for your very kind letter relating to my recent testimony.
With kindest regards and best wishes,

Very sincerely yours,
LEON H. KEYSERLING.
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FRIDAY, MARCH 5, 1982.

CONGRESS OF THE UNITED STATES,
JOINT EcONOMIC COMMITTEE,

Washington, D.C
The committee met, pursuant to notice, at 10 a.m., in room 2128,

Rayburn House Office Building, Hon. Henry S. Reuss (chairman of
the committee) presiding.

Present: Representative Reuss.
Also present: James K. Galbraith, executive director; and Mary

E. Eccles, professional staff member.

OPENING STATEMENT OF REPRESENTATIVE REUSS, CHAIRMAN

Representative REUSS. Good morning. The Joint Economic Com-
mittee will be in order for its monthly hearing on unemployment.

Today's figures, 8.8 percent unemployment, up 0.3 of a percent-
age point since last month, show that this recession hasn't abated.

What lies ahead? As the recession drags on and as one prediction
of recovery after another goes by the boards, the tone of economic
discussion has changed. It used to be that the question asked was,
When will things get better? Now the question has become, How
much worse are things going to be?

Yesterday, the President confidently predicted that there would
be no depression. How does he know? What evidence, what single
sign of hope does Mr. Reagan offer?

According to the most recent data, industrial production is down
3 percent; auto sales, 15.9 percent; factory orders, 1.2 percent; and
capacity utilization, 2.6 percent. Even the leading indicators whose
apparent upturn last month caused such joy have now been revised
into a decline, and now unemployment is up to 8.8 percent.

The president continues to offer no alternative to his failed pro-
gram. There are alternatives. One offered unanimously by the
Democrats on this Joint Economic Committee would change tax,
expenditure, and monetary policy to get the economy moving
again. We asked Data Resources, Inc., to put our program and the
administration's program through the computer and the results
are clear. The Democratic Joint Economic Committee program
would produce lower interest rates, lower deficits, and lower unem-
ployment, far below the levels of the President's program. Our pro-
gram would put nearly 2 million people back to work in the private
sector within the next few months, building homes, automobiles,
appliances, furniture, and all the other products necessary to a
prosperous America.



What is the President waiting for?
[A comparison of the two programs referred to follows:]

COMPARISON OF FORECASTS OF RESULTS OF REAGAN PROGRAM AND JEC DEMOCRATIC PROGRAM,
PREPARED BY DATA RESOURCES, INC.

1982 1983 1984

Real GNP growth (percent):
Reagan 1 . . . . . .................................................................. - 0.7 4.3 4.0

Dem ocratic 2 ...... ... . ... .................................. ................................. .5 7.4 3.9

Unemployment (percent):
Reagan...................... ... ....................... ............................................ 9.4 8.7 7.8
Dem ocratic................ ... ......................... .......................................... 9.2 7.3 6.3

Deficit (fiscal year, billions of dollars):
Reagan ................................................ . . . ........................................................I.. 109.1 100.1 93.7
Dem ocratic .................................. .......................... ......................................... 101.7 65.3 38.7

Housing starts (millions of units):
Reagan........................................ ....................... ............................................ 1.2 1.6 1.7
Dem ocratic.................................. ......................... .......................................... 1.4 2.2 2.1

Auto sales (millions of units):
Reagan........................................ ........................ ........................................... 8.9 10.0 10.6
Dem ocratic.................................. ......................... .......................................... 9.7 11.5 12.4

3-month Treasury bill rate (percent):
Reagan ................................................ . . . ........................................................1... 11.8 12.0 11.4
Democratic.......................................... 8.8 9.9 7.7

Consumer Price Index (percent change):
Reagan........................................ ...................... ............................................ 7.4 7.3 7.1
Dem ocratic.................................. ......................... .......................................... 7.4 8.0 8.0

Prime interest rate (percent):
Reagan........................................ ....................... ............................................ 15.2 15.5 14.6
Dem ocratic .................................. ........................ .......................................... 12.9 12.9 11.1

Data Resources, Inc., analysis of Reagan policies, Feb. 10, 1982.
2 Data Resources, Inc., Feb. 22, 1982, simulation run of forecasting model.

Representative REUSs. Commissioner Norwood, we are delighted
to have you with us this morning with your data. Would you now
proceed and introduce your two associates?

STATEMENT OF HON. JANET L. NORWOOD, COMMISSIONER,
BUREAU OF LABOR STATISTICS, DEPARTMENT OF LABOR, AC-
COMPANIED BY THOMAS J. PLEWES, ASSISTANT COMMISSION-
ER, OFFICE OF EMPLOYMENT STRUCTURE AND TRENDS; AND
W. JOHN LAYNG, ASSOCIATE COMMISSIONER, OFFICE OF
PRICES AND LIVING CONDITIONS
Ms. NORWOOD. I'd like to introduce on my left, John Layng, who

is our Associate Commissioner for Prices and Living Conditions;
and Tom Plewes on my right, who is our Assistant Commissioner
for Employment Structure and Trends.

I am very glad to have this opportunity this morning to offer the
Joint Economic Committee a few comments to supplement the
press release we issued.

The overall unemployment rate rose to 8.8 percent in February,
the same as in December. Hours of work recovered from the effects
of January's unusually bad weather, and there was little over-the-
month change in employment.

Nonfarm payroll jobs have decreased 200,000 since December.
Employment in manufacturing, down more than a million since
last summer, continued to decline in February, although at a



slower rate than in earlier months. Declines occurred in a number
of specific manufacturing industries, particularly machinery, pri-
mary and fabricated metals, and rubber and plastics. Employment
in construction rose in February after seasonal adjustment, but the
over-the-month change was distorted by the severe January weath-
er. Since December, nearly 50,000 jobs have been lost in the con-
struction industry.

Jobs in the service producing sector rose by 70,000 in February,
as employment in retail trade and in the services industry in-
creased, while Government employment declined. The service pro-
ducing sector is usually less affected by recession than the goods
producing sector. Since the recession began last summer, the pace
of growth in the service sector has slowed considerably. This slow-
down includes an actual decline in Government jobs; employment
in Government rose in all previous recessions.

Hours, as measured by the payroll survey, returned to their De-
cember level following a dramatic decline in January. Because the
January movement was so affected by the terrible weather condi-
tions, it is difficult to know whether any real improvement took
place in February. The aggregate hours index did not fully return
to its December level and was 2.7 percent below the July high. The
index for the goods producing sector, which has borne the brunt of
the recession, was 7.8 percent below last July and 1.4 percent below
the December level.

The number of jobless persons in February was 9.6 million, and
the overall jobless rate rose to 8.8 percent. The unemployment rate
for adult men was 7.6 percent in February, about the same as in
January, but up 1.8 percentage points since last July. The Febru-
ary rate for adult women rose to 7.6 percent, its highest point since
1976.

As we have discussed many times in these hearings, black work-
ers continue to face serious problems in the labor market. Compris-
ing 10 percent of the labor force, they constitute 20 percent of the
unemployed. Since July, the black jobless rate has risen from 14.9
to 17.3 percent. Over the same period, the unemployment rate for
whites rose from 6.3 to 7.7 percent.

The total number of persons working part time for economic rea-
sons reached a new record of 5.6 million in February. The number
of long-term jobless has also begun to increase.

In summary, the unemployment rate rose in February, returning
to the December level. While there was no over-the-month change
in overall employment, job declines continued to occur in a number
of individual manufacturing industries.

Mr. Chairman, my colleagues and I will now be glad to try to
answer any questions you may have.

[The table attached to Ms. Norwood's statement, together with
the press release referred to, follows:]
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UNEMPLOYMENT RATES BY ALTERNATIVE SEASONAL ADJUSTMENT METHODS

X-ll ARIMA method X-11

Month and year Unadjusted rmer Ran2
Official Concurrent Stable Total Residual official 7)

method)

(1) (2) (3) (4) (5) (6) (7) (8)

1981
February................................... 8.0 7.4 7.4 7.2 7.4 7.4 7.4 0.2
March....................................... 7.7 7.3 7.3 7.3 7.3 7.5 7.3 .2
April......................................... 7.0 7.3 7.3 7.2 7.3 7.3 7.3 .1
May.......................................... 7.1 7.5 7.5 7.8 7.7 7.5 7.6 .3
June.......................................:. 7.7 7.4 7.4 7.3 7.3 7.3 7.4 .1
July .......................................... 7.3 7.2 7.2 7.2 7.2 7.2 7.1 .1
August..................................... 7.2 7.3 7.3 7.3 7.3 7.3 7.3 ..................
September................................ 7.3 7.6 7.6 7.5 7.6 7.6 7.6 .1
October .................................... 7.5 8.0 8.0 8.1 7.9 7.9 8.0 .2
November................................. 7.9 8.3 8.3 8.4 8.3 8.3 8.4 .1
December................................. 8.3 8.8 8.8 8.8 8.8 8.6 8.8 .2

1982
January.................................... 9.4 8.5 8.6 8.5 8.6 8.7 8.6 .2
February................................... 9.6 8.8 8.7 8.6 8.8 8.9 9.7 .3

Explanaion of column heads:
(1) Unadjusted rate.-Unemployment rate not seasonally adjusted.
(2) Official rate (X-11 ARIMA method).-The published adjusted rate. Each of the 3 major labor force comDnents-agricultural employment,

nonagricultural employment and unemployment-for 4 age-sex groups-mates and females, ages 16-19 and 2 years an over-are seasonaly
adjusted independently using data from January 1967 forward. The data series for each of these 12 components are extended by a year at each
end of the original series using ARIMA (Auto-Regressive, Integrated, Moving Average) models chosen specifically for each series. Each extended
series is then seasonally adjusted with the X-11 portion of the X-11 ARIMA program. The 4 teenage unemployment and nonagricultural employment
components are adjusted with the additive adjustment motel, while the other components are adjusted with the multiplicative model. A prior
adjustment for trend is applied to the extended series fo adult male unemployment bfe seasonal adjusent The unemployment rate is computed
by summing the 4 seasonall adusted unemployment components and calcolating that total as a percent of the civilian labor force total derived by

all 12 seasonally ted components. All the seasonally adjusted series am revised at the end of each year. Extrapolated factors for
Ja us ne are computedat the beginning of each year; extra~ohited factors for July-December are comouted in the middle of the year after the

June cme available. Each set of 6-month factors are pubshed in advance, in the January and July issues, respectivey, of Employment and
Earnings.

(3) Concurrent (X-11 ARIMA method).-The procedure for computation of the official rate using the 12 components is followed except that
extrapolated factors are not used at all. Each component is seasonally adjusted with the X-11 ARIMA program each month as the most recent data
become available. Rates for each month of the current year are shown as first computed; they are revised only once each year, the rate for January
1980 would be based, during 1980, on the adjustment of data from the period January 1967 through January 1980.

(4) Stable (X-11 ARIMA method).-Each of the 12 labor force components is extended using ARIMA models as in the official procedure and
then run thrugh the X-11 part of the oogram using the stable option. This option assumes that seasonal patterns are basically constant from
year-to-year a computes final seasonal factors as the entire span of all the seasonalirregular components for each month across the entire span
of the period adjusted. As in the official ocedure, factors are extrapolated in 6-month intervals and the series are revised at the end of each year.
The procedure for computation of the rate from the seasonally adjusted components is also identical to the official procedure.

(5) Total (-Il ARIMA metho.-his is one alternative aggregation procedure, in which total unemployment and labor force levels are
extended with ARIMA models and directly adjusted with multiplicative adjustment models in the X-l part of the program. The rate is computed by
taking seasonally adjusted total unemployment as a percent of seasonally adjusted total civilian labor force. Factors are extrapolated in 6-montlr
intervals and the series revised at the end of each year.

(6) Residual (X-11 ARIMA method).-This is another alternative aggregation method, in which total employment and civilian labor force levels
are extended using ARIMA models and then directly adjusted with multiplicative adjustment models. The seasonally adjusted unem oent level is
derived by subtracting seasonally adjusted employment from seasonally adjusted labor force. The rate is then computed by ta the derived
unemployment level as a percent of the Labor force level. Factors are extrapolated in 6-month intervals and the series .isa at t end of each
year.

(7) X-11 method (former official method).-The procedure for computation of the official rate is used except that the series are not extended
with ARIMA models and the factors are projected in 12-month intervals. The standard X-11 program is used to perform the seasonal adjustment.

Methods of adjustment-The X-11 ARIMA method was developed at Statistics Canada by the Seasonal Adjustment and Times Series Staff under
the direction of Estela Bee Dagum. The method is described in "The X-11 ARIMA Seasonal Adjustment Methd by Estela Bee Dagum, Statistics
Canada Catalogue No. 12-564E February 1980.

The standard X-11 method is described in "-11 Variant of the Census Method II Seasonal Adjustment Program," by Julius Shiskin, Alan Young
and John Musgrave (Technical Paper No. 15, Bureau of the Census, 1967).

Source: U.S. Department of Labor, Bureau of Labor Statistics, February 1982.
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!t EMPLOYmENT SITUATION: FEBRUARY 1982

Ue=ployent rose in February and employment remaived near January levels, th Burea-, of

Labot Statistlcs of tie U.S. Deportment of Labor reported today. The Nation's jobless rate

returned to the December level ot 8.0 percent alter declining to 8.5 percent in January.

Total employment--as derived from the monthly 5urvey of households--was 99.6 million In

february, about the same as ir the prior 2 months. Nofarm payroll employent--s devised fIe

the sonthly survey ot establish::cts--at 90.9 miltn, also about unchanged from Javuary but
down sooewbat from the Ueceubar level. hince the pre-recessino poak of ist July. the two

ploymeot series have declined by 1.3 miliion and 950,000, respectively.

unemployment

The number of unemployed peruons in Febroary, or 9.6 million, was up 280,000 over she month,

after decling b a niiIr magnitude in January. Te jobless total was 1.8 milllon above the
July 1981 level. February's joblees ratses 8.8 er,, equling the Deceaber figure and up

from lout July's low of 7.2 percent.

A1ul: wo-o ac,,cnted for most of the February increase in unemloyment. An over-the-month

rise of 0,. persontage pont brught their jobless rate to 7.6 percent, the same as tat for

adult men. both ohite and black women -hired i tie IneiPoyent increase. Overall

unployment rates for wsite and blackworkers returned so their December levels of 7.7 aud 17.3
perent, respectively. There was also increased joblessness among white-collar and part-time

workers. Unemployment rates for most othe r worker grup., incuding adult men, teenagers (22.3

peret), Hinyanics (12.6 percent), blue collar aorke (12.5 percent), and workers iv the

construction (18.1 percent) and manufnctring induntries (10.6 nercent) shooed little or no

cnange. (See tables A-i, A-2, and A-5.)

The February rse in unemployment reflected an increase in the number of persons who left

their ias job and those who retu.rned to the labor force ater a perlod of abenec. The number
of workern on tayoff fell for the necond consecutive month but remained halt a sIllIon absue the

July level- (See table A-7.) orkers wo have been nypioyed for I moths or more increased in
ns:orer in February, and the average (mtan) duration of joblessness lengthened to 1'.1 weeks.

(See table A-b.)

(be tar 
-Ir e thm.2h

The n-ber of persous oing pt tie fo econouic reasoun (socetoes relerred to on the

pertinlly unemployed") eos by nearly half a millon over the month to a record '.6 mIllion.
Nearly all of tie increase was attributable to per--s who usuallly work ut . (See table

3.)



Total Employment and the Labor Force

Total employment was at the 99.6 million level fot the third consecutive month, after

declining by 1.3 million between July and December. Virtually all of this drop took place among

adult men and teenagers. The employment-population ratio (the percentage of the population

employed) continued to edge down and in February was 57.3 percent; the percentage has declined

1.2 percentage points since last July to its lowest level in 4-1/2 years.

The civilian labor force returned to the December level of 109.2 million and was up by only

1.3 million over the year. Adult women comprised the bulk of this gain. (See table A-1.)

Industry Payroll Employment

Total nonagricultural payroll employment was about unchanged in February at 90.9 million,

seasonally adjusted, following 4 months of decline. Employment losses continued to occur in

Table A. Major indicators of labor market activity, seasonally adjusted

I Quarterly averages I Monthly data I

I I

Category 1981. -
I1980 1981 1 1981 I 1982 1 Feb.

I I I I I I I change
IV III I IV I Dec. I Jan. I Feb. I

HOUSEHOLD DATA
Thousands of persons

Civilian labor force...................I 07,523 1
108,6671109,1561109,1841108,8791109,1651 286

Total employment....................1 99,4981100,6541100,043[ 99,6131 99,5811 99,5901 9

Unemployment........................1 8,0251 8,0131 9,1131 9,5711 9,2981 9,5751 277

Not in labor force.......... .... ****I 61,1711 61,7461 61,8341 61,9821 62,4561 62,3241 -132

Discouraged workers.................I 1,0631 1,0941 1,1991 N.A.| N.A.I N.A.1 N.A.

Percent of labor force

Unemployment rates:
All workers................. . I
Mult men.................... . I
Adult women......I
Teenagers................... . I
White.................I
Black........................ . I
Hispanic origin.................**** I
Full-time workers............... I

I
ESTABLISHMENT DATA I

Nonfarm payroll employment.............I 90,8201 91,9381

Goods-producing industries..........I 25,5941 25,9331

Service-producing industries........I 65,2271 66,0051
I I I

Average weekly hours: I
Total private nonfarm.......... I
Manufacturing...................I
Manufacturing overtime..............I

p-preliminary.

Thousands of Jobs
91,4891 

9
1,11

3
1
9
0,8

3 9
pl90,

9
36pI

25,3951 25,10
4
1
2 4

,
7
6
4
pl

2 4
,
7 8 9

pl
66,0941 66,009166,075pl66,17pi

I I I I

Hours of work

I I I I I I
35.31 35.11 35.0[ 34.91 

3 4
.
2
pl 34.

9
pl

39.81 39.81 39.31 39.01 37.3pl 39.lpl
2.91 2.91 2.51 2.41 2.3p[ 

2
.

3
pl

II I I I
N.A.not available.

e
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many IndustrIes, however, as over-the-month job gains were registered in lest than half of the172 Industries comprialng the BLS diffusion Index of nonagricultural payroll employment. (Seetables h-1 and 5-6.)

Manufacturing employment tell by about 45,000 in February; this contrasts with declineo ofmore than 200,000 In each of the previous 4 months. The February drop was evenly divided
between the durable and nondurable goods industries. Among durables, small declines continuedthe eaployment downtreod Is most indostries, ineluding sachinery, priaary metals, and fabrlcatedmetals, whlle ,ployment rose slightly In tranaportatios equipment. Transportation equip.ent
Jobs had dropped by a85,000 between Setber and January.In nondurable goods, the largessdecrease occurred In rubber aod plasts.d rgs

Elsewhere in the goods-producing sector, construction employment, which had been severelydepressed Ic .January because of especially bad weather conditions, rose by about 80,000 inFebruary. This increase, however. was not large enough to erase the January decline, andconstruction employment was down by bout 45,000 over the 2-month period. MIning jobs edgeddown for the second month In a ro.

In the seruice-producing sector, retail trade rose in February by about 60,000, following aneven larger Increase in the previous month; howee-, these advances may be related to lighterihan usual pre-Chris tas hiring, and hence the post-hristmas reduction in jobs was less than
seasonally expected. SInce Getober, employment in retail trade was up by a modeit 25,000.
After pausing In January, the services Industry Job cunt resmed its upward course, rising by
sbout 55,000 In February. Etploysent Is gouernment-which ha. been losing jobs over the pant
ynart-deuraed by about 40.000 over the month, with reductions occurring at both the Federal
and the Irte a'nd loc1 alevels.

Hours of Work
The overage workweek of production or nonsupervisory workers on private conagricultural

payrolls rose by seven-tenths of an hour In February, following a weather-related decline of the
same magnitude In January. The ratnufacturing workeek, at 39.1 hours, was up 0.1 hour over t he
2-onth period, as a 1.8-honr February Increase slightly exceeded the January Irop. FactoryovertIme held steady In February at 2.3 hours. (lee table B-2.)

Reflecting principally the over-the-munth Increase in the length of the workweek, the index
of aggregate weekly hours of production or monsupervisory workers on private nonfare payrolls
roe by 2.3 percent In February to 106.5 (1977-100), while the manufacturing Index -as up by 4.8
percent. Sqth Indexes remained below their icember levels. (See table 8-5.) Since July, the
overall index has dropped by 2.7 percent and the factory Index has fallen by 9.1 percent.

Hourly and Weekly EarnIngs

Average hourly earnings edged up 0.1 percent in February, while a-erage weekly earnings rose2.2 pere,, eesnally adjosted. Beotre adjustment for seosonality, average hourly earnings
wore down I cest In February I $1.54, 48 reos above the year-earlier level. Average weekly
earnIngs, at 5260.88, rose $5.69 over the month and $13.78 over the year. (See table B-3.)

The Hourly arnings loden

The Horly Earnings Index (IE) was 145.1 (1977-100) in February, seasonally adjusted, 0.1
percent higher than in January, For the 12 months ended In February, the increase (before
seasonal adjustment) was 7.5 percent. The tI excludes the effects of twn types of chsnges
unrelated to underlying wage rate movesents-flactuation In osertime In manufacturing and
Interindustry employment shifts. In dollars of coontant purchesing power, the 1E1 Increased 0.2
percent during the 12-month period ended In January. (See table 8-4.)



Explanatory Note
This news release presents statistics from two major

surveys, the Current Population Survey (household
survey) and the Current Employment Statistics Survey
(establishment survey). The household survey provides
the information on the labor force, total employment,
and unemployment that appears in the A tables, marked
HOUSEHOLD DATA. It is a sample survey of about
60,000 households that is conducted by the Bureau of
the Census with most of the findings analyzed and
published by the Bureau of Labor Statistics (BLS).

The establishment survey provides the information on
the employment, hours, and earnings of workers on
nonagricultural payrolls that appears in the B tables,
marked ESTABLISHMENT DATA. This information
is collected from payroll records by BLS in cooperation
with State agencies. The sample includes approximately
166,000 establishments:employing about 35 million
people.

For both surveys, the data for a given month are ac-
tually collected for and relate to a particular week. In
the household survey, unless otherwise indicated, it is
the calendar week that contains the 12th day of the
month, which is called the survey week. In the establish.
ment survey, the reference week is the pay period in.
cluding the 12th, which may or may not correspond
directly to the calendar week.

The data in this release are affected by a number of
technical factors, including definitions, survey dif-
ferences, seasonal adjustments, and the inevitable
variance in results between a survey of a sample and a
census of the entire population. Each of these factors is
explained below.

Coverage, definitions and differences between surveys
The sample households in the household survey are

selected so as to reflect the entire civilian noninstitu-
tional population 16 years of age and older. Each per-
son in a household is classified as employed,
unemployed, or not in the labor force. Those who hold
more than one job are classified according to the job at
which they worked the most hours.

People are classified as employed if they did any work
at all as paid civilians; worked in their own business or
profession or on their own farm; or worked 15 hours or
more in an enterprise operated by a member of their
family, whether they were paid or not. People are also
counted as employed if they were on unpaid leave
because of illness, bad weather, disputes between labor
and management, or personal reasons.

People are classified as unemployed, regardless of
their eligibility for unemployment benefits or public
assistance, if they meet all of the following criteria:
They had no employment during the survey week; they
were available for work at that time; and they made
specific efforts to find employment sometime during the
prior 4 weeks. Also included among the unemployed are
persons not looking for work because they were laid off

and waiting to be recalled and those expecting to report
to a job within 30 days.

The civilian laborforce equals the sum of the number
employed and the number unemployed. The unemploy-
ment rate is the percentage of unemployed people in the
civilian labor force. Table A-4 presents a special group-
ing of seven measures of unemployment based on vary-
tog definitions of unemployment and the labor force.
The definitions are provided in the table. The most
restrictive definition yields U-1, and the most com-
prehensive yields U-7. The official unemployment rate
is U-5.

Unlike the household survey, the establishment
survey only counts wage and salary employees whose
names appear on the payroll records of nonagricultural
firms. As a result, there are many differences between
the two surveys, among which are the following:

----The household survey, although based on a
smaller sample, reflects a larger segment of the popula-
tion; the establishment survey excludes agriculture, the
self-employed, unpaid family workers, and private
household workers;

----The household survey includes people on unpaid
leave among the employed; the establishment survey
does not;

----The household survey is limited to those 16 years
of age and older; the establishment survey is not limited
by age;

----The household survey has no duplication of in-
dividuals, because each individual is counted only once;
in the establishment survey, employees working at more
than one job or otherwise appearing on more than one
payroll would be counted separately for each
appearance.

Other differences between the two surveys are
described in "Comparing Employment Estimates from
Household and Payroll Surveys," which may be obtain-
ed from the BLS upon request.

Seasonal adjustment -

Over a course of a year, the size of the Nation's labor
force and the levels of employment and unemployment
undergo sharp fluctuations due to such seasonal events
as changes in weather, reduced or expanded production,
harvests, major holidays, and the opening and closing
of schools. For example, the labor force increases by a
large number each June, when schools close and many
young people enter the job market. The effect of such
seasonal variation can be very large; over the course of a
year, for example, seasonality may account for as much
as 95 percent of the month-to-month changes in
unemployment.

Because these seasonal events follow a more or less
regular pattern each year, their influence on statistical
trends can be eliminated by adjusting the statistics from
month to month. These adjustments make nonseasonal
developments, such as declines in economic activity or



increases in the participation of women in the labor
force, easier to spot. To return to the school's-out ex-
ample, the large number of people entering the labor
force each June is likely to obscure any other changes
that have taken place since May, making it difficult to

determine if the level of economic activity has risen or

declined. However, because the effect of students
finishing school in previous years is known, the statistics
for the current year can be adjusted to allow for a com-
parable change. Insofar as the seasonal adjustment is
made correctly, the adjusted figure provides a more
useful tool with which to analyze changes in economic
activity.

Measures of civilian labor force, employment, and

unemployment contain components such as age and sex.
Statistics for all employees, production workers,
average weekly hours, and average hourly earnings in-
clude components based on the employer's industry. All
these statistics can be seasonally adjusted either by ad-
justing the total or by adjusting each of the components
and combining them. The second procedure usually
yields more accurate information and is therefore
followed by BLS. For example, the seasonally adjusted
figure for the civilian labor force is the sum of eight
seasonally adjusted employment components and four
seasonally adjusted unemployment components; the
total for unemployment is the sum of the four
unemployment components; and the official unemploy-
ment rate is derived by dividing the resulting estimate of
total unemployment by the estimate of the civilian labor
force.

The numerical factors used to make the seasonal ad-
justments are recalculated regularly. For the household
survey, the factors are calculated for the January-June
period and again for the July-December period. The
January revision is applied to data that have been
published over the previous 5 years. For the establish-
msent survey, updated factors for seasonal adjustment
are calculated only once a year, along with the introduc-
tion of new benchmarks which are discussed at the end
of the next section.

Sampling variability
Statistics based on the household and establishment

surveys are subject to sampling error, that is, the
estimate of the number of people employed and the
other estimates drawn from these surveys probably dif-
fer from the figures that would be obtained from a com-
plete census, even if the same questionnaires and pro-
cedures were used. In the household survey, the amount
of the differences can be expressed in terms of standard
errors. The numerical value of a standard error depends
upon the size of the sample, the results of the survey,
and other factors. However, the numerical value is
always such that the chances arc 68 out of 100 that an
estimate based on the sample will differ by no more tIan
the standard error from the results of a complete census.
The chances are 90 out of 100 that an estimate based on
the sample will differ by no more than 1.6 times the

standard error from the results of a complete census. At
the 90-percent level of confideice--the confidence limits
used by BLS in its analyses--the erro, for the monthly
change in total employment is on the order of plus or
minus 279,000: for total unemployment it is 194,000;
and, for the overall unemployment rate, it is 0 19
percentage point. These figures do not mean that the
sample results are off by these magnitudes but, rather,
that the chances are 90 out of 100 that the "true" level
or rate would not be expected to differ from the
estimates by more than these amounts.

Sampling errors for monthly surveys are reduced
when the data are cumulated for several months, such
as quarterly or annually. Also, as a general rule,
the smaller the estimate, the larger the sampling
error. Therefore, relatively speaking, the estimate
of the size of the labor force is subject to less
error than is the estimate of the number unemployed.
And, among the unemployed, the sampling error for the
jobless rate of adult men, for example, is much smalle
than is the error for the jobless rate of teenagers
Specifically, the error on monthly change in the jobless
rate for men is .24 percemtage point, fo tentt8s, it is
1.06 percentage points.

In the establishment survey. estimates for the 2 most
current months are based on incomplete returns; for this
reason, these estimates are labeled preliminary in the
tables. When all the returns in the sample have been
received, the estimates are revised. In other words, data
for the month of September are published in
preliminary form in October and November and in final
form in December. To remove errors that build up over
time, a comprehensive count of the employed is con
ducted each year. The results of this survey are used to
establish new benchmarks-comprehensive counts of
employment -against which month-to-month changes
can be measured. the new benchmarks also incorporate
changes in the classification of industries and allow fur
the formation of new establishments

Additional statistics and other information
In order to provide a broad view of the Nation's

employment situation, BLS tegularly publishes a wide

variety of data in this news release. More comprehensive

statistics are contained in Employment and Earnings.

published each month by BLS. It is available for 53.75

per issue or S31.00 per year from the U.S. Government

Printing Office. Washingiin, D.C. 20204. A check or

money order made out to the Superintendet of

Documents must accompany all orders.
Employment and Earnings also provides approxima-

tions of the standard errors for the household survey

data published in this release. For unemtployment and

other labor force categories, the standard crtors appear

in tables B through j o its -Explanatory Notes.
Measures of the reliabilhty of the data dras.n from the

establishment survey and the actual amounts of revision

due to benchmark adjutmiienit are provided in tables
M. P. Q, and R of that publication
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HOUSEHOLD DATA HOUSEHOLD DATA
Table A-i. Employment status of the population by sex end age
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HOUSEHOLD DATA

Table A-2. Employment status of the populatlon by race, sex, age. and Hispanic origin

HOUSEHOLD DATA
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798 o 000 6S 715 669 02, 067

03 k 008 0. 00.5 000 02. .. .6.

6076 05,5, 06 168806. '00 59 0.59.0.0. -OS'd "090'0
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HOUSEHOLD DATATable A-3. Selected employment indicators

a 19 1989811

PAT-F83ee~ 89eeee. 9808 90.996 900.069 10 0. 3 3 100.172 99.693 99. 531 399.503 750 38.91 3.7 6 38 38.3 1 55

on
5

,8~ . 521,13 52,161 5.39 502 1, 532 52,3 5,26

8tot e t6. e . ... .. ~ 9988 I 8 . .. 9146 9 '59.. '53:, 23

un:M v1 's9, 1 6 2 ,67 51,91 1 1 , 1,6 16 1.

* .26 6.426 8.397 6.400 6.48 685 6.2 6.49865 8838 9.28 98.982 98.558 9 8.436 18.623 88.43299o~ei.,.0.4.. '. 38.88 2 9.:12 3199 30.5 38.8 3.4 3823 3.389.... o a rm .. 12.263 12.031 12.684 02.46 2 9 .346 92
1e~te...9~0e.. 002 9.7156 90.698 80.48 10 90.22 88.969 9.9661 92955

ie 3but.e. . 3.32t a220 9 .5
3:1~o09

8  
.62 3.922 4.445 4,517 4,.414 4.03 69 34458 43970

Set 1eko 320 13.073 83.341 13.525 t3.670 13.639 93.71 81368
2.393 2.345 2.728 2.8790 2.602 2.660 2.897 2 .787

980.88 61808 698 8624

S08...e...... 992 1:456 ;.637 1.3 969 160 9.64 .56
1eC eoye8o. 99 235 386 269 329 228 380 358

A, ................. 88.190 87.700 49.98o 89.460 89.238 88.999 879 8.8
: * : : 86.1oll 95.760 85:.8 75 185:491 I5:397 15.585 15.578 15.2*"M.-I-e.8. .... 72:073 7.........940 73.229 73969 73.1 73.886 73. 18 73.0597

1,018.hI .900 9.883 9.990 9.162 1,20 9.299 1.248 '.969
...e ...e. 70,903 70.827 72.039 72.807 72.637 72.115 79.9 32 71.898Se9eee~ee., .. 7.745 7.227 7.087 7.952 7. 149 7.5 6971 7.053)~~eI.e4e 35 366 384 451 425 40 010 408

Nerbeeeee,. . 91.683 99.248 99.287 91.384 91.323 90.922 90.925 90.8a92Uee.1e~. 7455 72.736 70.482 73.886 73.915 73.348 72.803 73.0128I~~~~~e~ Ce.f,.eee .1.2 5.289 4.27 5.009 5.2 5.8 501 .6
Uooee .. 0492. e' 8.673 .32 6 22.0 1.94 21292 9.73 2.948.8 .84~, .33 2.57 2.5771 3.0 1.889 3.9167 3.287 3.370N8...... 3.507 93.223 92.578 .12,.89 ,12,382 12.274 9 2. 259 9230

Table A-4. Range of unemployment measures based on varying definitions of unemployment and the labor force,
seasonally adjusted

q~eot

1980 1981

U9 ..u....y~tsue.6 weee eree vilal . .. . 2.2 2.2 2.1 2.0 2.1

08 .....a...o..eri r. ............ .0 3.7 3.7 3.8 4.5

U8 Unemoyeeme..oear oer eeodef i r c 5 5.3 5.2 5.2 5.3 6.9

U u e......e e..e.o .r arf, n.... . 7.3 7.1 7.1 7.0 4.1

T84 aie9.81.e.0e. tf . ct. 7.5 7.8 7.9 7.4 8.3

Us Tota tes.0.. tt rr. ee 
4
,se 9 . 9.5 9.4 9.3 9.. 10.8

.......... .......................... 13. 5 0.4 10.2 10.8 89.8

8A.-emitsuo8

1981 9902

fle. Jan. Feb.

2.2 2.2 2.5

4.9 4.8 4.7

6.5 6.3 6.8

.7 B.4 8.5

8.8 8.5 8.9

11.3 11.0 11.0

I.6. 5.6. 8.6.
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Table A-5 Major unemployment Indicatm. seasonally adjusted

;9 82 a 1 9 8 190- 982

MA IRUTE
r7 ,7 0.2 9.o g. 20 0

2.- ..86 1. .0 1. 0.5 0.2 1 0.2

7.1 3o 29.6 2% 2- 2 .5 to', 7 ' 2 .. 7 . 3.5

220 145 .9 6.9 5.0 6. 6. 9 0.26 .00 7.35 50.7 6 .0 . 0 .1 0. 9 02
,2 0 6 9 0.1 9.5 22.5359232 2,8 22 2 0. 52.3 9.0 1 2..

27 5 r2 2 .1 2 3 a 2 2 2 39 .7
225 000.1 .. 1.0 2 0. 0 00.0 10.

76 0 . , t.2 3. 0.2 6 ' 15 .8

7. I.02 .7 1. 2- 6 . 2 6.2 9.2.23 .55 02 .6 9.2 220 2.2 40.6

22 . 20. 22.3 1.I

762 65. a.2 2.,6 9.0 90 9. .

2 0 1. .228 200 o~~s *. 1 .2 5. 0 52200 ~ ~ ~ ~ ~ ~ i 20 26 2. 02 2. 2 22.0

Table A-6 Dursation of unemployment

822 29 .6 p420 1..., 2.802 0.02 3.'1:066 0 0,2
g.2 I.2 I 02 2,9 I.6 I2.I0I 2.399 : 2.

2.l23 .20 1.7

2.2~ ~~~ 25 .0 66 69 .1 7.2 2.

16 622 0. 00.3 200.a 200.2 200.0 200.0 200.6 222.0

20.0~ 30. 2. 206 3.2 .26 032 0.
20 029.9 26.8 29.2 21... 2.0 25.2 25.7 08.5

99-700 O-82-8
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Table A-7. Reason for unemployment

**-- .- ,-

rob, rob. Feb. Det. goo. D2ec. Jan. rob.
0900 1902 0900 2900 1901 2901 1902 1902

L.Ition 4.a35 6.132 4.050 4.573 0,905 5,343 5.205 5,153
a . .. .. . 1,781 2.304 1.312 1.631 1.626 2.002 1.060 1710

t -...... ... 3.05" 3,708 2,738 2,942 3.079 3.301 3.345 3.013
882 931 91 976 916 923 835 960

R2,0412 2.300 2.020 2.170 2.339 2.244 2.079 2,277
... ....iI.o.... 656 1.015 9.3 1.002 996 1,021 1.055 1.102

T 1o,020 00.0 100.0 100.0 200.0 30.0 1000.0 200.0 200.0
5....o ..r. 'o.2 59.2 52.0 52.0 53.6 56.2 56.7 56.3

. .Ono - . 20.7 22.6 06.6 10.7 19.9 20.0 20.2 20.3
Oohericho. .. . 35.5 36.5 30.6 33.7 33.6 30.o 36.5 35.9M0. 00.2 9.0 11.5 11.2 10.0 9.7 9.2 20.3
Ras. 23.7 22.2 25.5 25.0 25.5 23.5 22.7 24.0

Num ....9....... 9.9 9.8 03.9 1.5 10.9 10.7 02.5 00.6

.6 5.7 3.7 0.2 0.5 6.9 4.8 0.7
II -9 .8 .9 .8 .0 .8 .9

.. . ... mr...... 1.9 2.1 1.9 2.0 2.1 2.1 2.9 2.2
................ .8 .9 .9 .9 .9 .9 1.0 2.0

Table A-8. Unemployment by sex and age, seasonally adjusted

Feb. Fob. Feb. 0ct. Nov. Ooc. Jan. Feb.
2002 1302 2901 1981 1981 198 2982 2982

T.1. 1ya.Me-m.. 7.965 9,575 7.0 0.0 8.3 8.8 8.5 6.8
l~ttO~t.., 0.85 1:20 22. 25. 26. 26' 2.0I.

l~tol~oo,1:.%9 1. 92 20. 22. 21. 22. 2.3
1 17...... . 810 792 21.3 21.5 22.6 21.9 21.9 22.7

tatolO,..m, .9l1 1,1.9 17.1 23.0 20.5 22.2 22.0 22.0
00,04ym 1.926 2.232 22.9 12.7 23.0 23.5 13.5 23.2

09yman.d 6.309 5,.02 5.2 5.7 6.0 6.5 6.3 0.0
2eave 3.768 0.756 5.6 6.2 6.5 6.9 6.7 6.8

55y.- 526 630 3.5 3.8 3.8 0.1 0.2 0.0

. ...... . 10.19 5.38 7.2 7.7 8.3 9.0 8.6 0.7
1824ym 2,090 2.250 15.5 16.0 20.0 27.9 17.0 27.0100020, 900 ,033 20.0 22.0 21.0 22.3 22.2 22.5
to. o 055 429 22.0 21.0 22.7 22.6 23.0 23.0

10mi . ..m 532 600 20.5 09.3 20.0 22.2 21.0 22.2
.....2..,. .. 0.00 0,320 02.0 23.0 20.0 10.0 20.9 25.0

-- ------. - 2,360 3,071 0.9 5.5 5.8 6.5 6.3 6.3
......m 2.02 2.605 5.2 5.9 6.3 6.9 6.7 6.1

Mrm0 0 303 377 3.3 3.7 3.7 0.0 4.3 9.2

W..1. . . 3.506 .192 7.7 0.2 0.0 8.5 8.0 0.9
1 .4v ,591. -....... .5 0052 03.5 00.0 20.7 00.9 25.2 26.0

16mle0 703 905 20.2 20.7 20.0 20.5 21.2 22.2
2e,22.. 355 363 20.3 21-9 22.5 21.1 20.6 22.5

18ml.. . . . 29 535 16.0 20.6 09.9 20.0 22.1 219
. . . . .y 808 947 00.9 02.5 11.3 12.0 11.9 12.7Hyma1 . 0909 2.330 5.6 6.0 6.0 6.0 6.3 6.5~ym. . 1.726 2.001 6.0 0.5 6.0 6.9 6.7 7.0

.y.ar ..r.... 223 253 3.0 0.0 3.0 3.7 0.1 4.3
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Table A9 Employment status of black and other workers

HOUSEHOLD DATA

21.91 9 149799 249n 24:8.

1,.l,,.'.a196.4'.33 98 92 18 9 1 18 2 9991 992. 1 9

C o r 258 22.093 22,638 22.111 22,2*6 22.3e5 22,*1'1 2.3 22,63t

Tabl aA-10. Employment status ot male Vietnam-era veterans and nonveterans by age, not seasonally adjusted

9Y9 1 98 19623 1981 1.98 115 93 19 3982

.66 .93 8.16 8 7,.3 7 152 6 .09 6

19593119.6 91.857 21185 1,1.11 2.691 1,6*4 11,2 132 186

.52 3 1 l00 6.958 .529 .20 . 2.0 9.63s

17 . 1.1 89 11.769 15,373 152' 15 7.2 .
7I7 8.05) 7 12-7 7.596 6,643 64.' 61e S' 8.5 11.2

T e nAD mploymwer t stae 9ml Veoo r Otlo n nooetean by age, nt asnall ajr o hrosse

ua 97m o I 9' .3 .

7e5 7*. eb.67 F91: . 74j. 3' 35 'o so .0. e.1

939 18 96o92 191 j 992 89 92 98 89
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Table A-11. Employment status of the noninstitutional population for the ten largest Stats

~ - ""'Feb. J.,. Feb. Feb . Oct. No. Dec. Jan. Feb.
1981 1982 2192 1981 2982 1981 1981 1982 28982

s127,900 18,210 18,212 17,822 181 18,15 18171 29,228 28,282
C 11,675 11.907 11.946 11,730 IB62 I1,871 7,9571 II,916 2,82

E 2 10,78 10,779 80.01 10,868 10,902 10,915 10,828 10,878 20,935
7 937 2,127 1,145 862 959 956 1,023 1,038 1,069

9.0 9. 9.6 7.3 8.1 9.2 86 8.7 8.9

Om2. n,..itu ,.. . .. 7,758 8,061 8,083 7,758 7,988 8,085 9,088 8.061 9,083
4,200 4,511 2,559 1,21 4,616 1,651 1,620 1.596 1,505

E .. .1.127 6,45 1,256 13 1,209 12,8 1,272 1,257 6,280
1 78 2 2118 33 353 355 1339 312

. 6.3 7 7.1 6.5 7 .3 7.6 7.7 7.1 7.3

9,150 9,538 8,521 9,180 8,559 8,522 9,575 8,538 8,521
0.,6l.arac . 5,078 9,525 5,551 5,527 5,586 5,565 5,181 5,552 5,525
E . . ... 1 9 1,960 6,990 5,085 5,113 5,06 5,000 5,053 5,079

U w . ...2..5. S t 462 473 501 484 SQL 542
m ....... v...... II. it t .I 1 .1 1.3 11.1 9.0 8. 8 9.0 9.

1o218 ' ,70 ,271 1,19 2,453 4,157 4,61 4,170 ,171
2,929 2,992 2,960 2,36 3,029 3,048 3,019 1,005 2,969

4,726 2,754 2,716 8,770 2,806 2,835 8,820 2,797 2,7.37
Unwov184 238 2 7 16 2 13 22 11 20 31

Un1o4n . . .3 5 .7 7.4 7 .0 7.4 6'.9 7 18

.6,77 6,756 6.78. 6,772 6,776 6,776 6,776 6,082 6,784
0,2..76sarace 41,3 227 1,220 1,25 2,330 1,50 1,769 2,281 6,286

1mpoyed 3,383 5,550 3,550 3.665 5,080 ,750 3,63 3,615 3,631
..d 600. 67 8 550 55 51 3 639 632

1dv n 16.3 1 6.0 -6 1 1 3.0 12. 7 1 2.8 1 4.9 1 4.9 14.-

5,61 5,626 5,660 5,616 5,655 5,661 3,685 5,676 ,680ovaawae3,537 3,561 3.006 3,572- 3,569 3,556 5,519 5,528 3,512
E3,265 3,514 3,280 3,377 3,323 3,287 3,209 3,71 3,26
272 351 027 260 355 266 000 335 312. 7. 3 3 7 7l 7I,9 4 .

75 ,320 3,163 20,169 23,363 23,41 13,131 23,120 13,1463 73,19
c3,083 ,990 8,036 8,080 8,002 7,946 7,976 7,969 8,043

7,615 7,500 7,312 0,66 7,136 7,313 1,325 7,345 7,561
669 8 722 121." 6 60, 65, 2 679
11ia ma r .3 1,. 9.0 7 .7 7 .t 7 .6 8 .2 7 .8

t8,006 ,732 7,032 8,07 8,020 8,029 8,000 8,032 8,072
6i4,822 5,0 1,967 3,020 5,016 5,082 5,703 5,270 5,066

E . 4,223 434 41,36 4.1554 4.510 4,506 1,108 1,5706 ,9
U-e ov'4 g 9 6016 466 134 5781) 625 550 573me v ner10.1 11.9 12 .2 9 .3 101.6 11.4 12. 2 10.7 I .

9,008 9,29 5,232 9,005 9,208 7,222 9,122 ,1209 9,231

5,01462 42 598 431 479 495 525 61 96,
u..6 11 11.0 7.9 8.7 9.0 9.6 11.2 10.3

60t135 1 0 2,7 102 06 20 5 0 I 0 20,020 20 06
6,92 0.26 4,2 6,2 013 0,0 0,61 7,102 4,1

6,596 6,030 6,02 6,629 6,759 6,088 6,798 6,770 6,834
327 416 122 316 37 390 365 41 4ll

o rl4. 4.9 5.8 .6 5 5.4 5 5 6 7
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Table B 1. Employees on nonagricultural payrolls by industry

ESTABLISHMENT DATA

Tota .-i

Min

as o 0a .8ui0u es 'I

4esalward sta7 rade 4 707Eo.7'04788,4444,74.

7.r.4ices 74,..770,8770

048.844*8'* 80...8

7ot s1st usu1te
7,718 419 4 ,7447 7*~u

me* .m I

.7,9' .7 578, 7, 4,

1.. 7 ,or 8 r07

204 47 1 70.47 475 4

7 .. 41 8.7 2 4 444.4:18:.4?

, .m 8, . n8' u e

1 7 8,, .' . 1 

a I ,1 ,4ia

24,74. 14 4 , 47; 4 .1774

20 7 ; 0' 8I 74 20 i7 2.' t4

I i~ . 1 I 5

7*.30 ',8? 1.51 !.t I .7' . >
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Table B-2. Average weekly hours of production or nonsupervisory workers, on private nonagricultural payrolls by industry

Not seaonsny adjustei Seas Ioduseed

inusr Ib- t 'Ii
T-1 35.......0 3................... - 5.0 5.2 33.8 34.6 35.2 35.0 35.0 34.9 34.2 .

M ................ 42.8 43.2 (2) (2) (2) (2) 2) (2

Cntta aio ....... ........ 3. 3.0 33.2 35.3 (2) (2) (2) (2) 22) (

Mande. d a ................................. 9.5 3 . 39.v 3 . 3 . 39.8 39.5 39.3 33.2 32.3 39.)
Ovemhrs . . . . .v 2.) 2.2 2 2. 2.2 2.2 3.3 2.4 2.3 2.3

Osrbabasa ..... .... a..... 39.9 42.4 32.2 33.3 30.3 39.9 39.7 33.3 37.9 33.0
OvrtImehours ......... 2.8 2.) 2.)) 2.2 2.2 2 2.4 2.4 2.2 2.2

Lum)baranOwoodpro.ucts .... 38.3 32.1 33.8 32.6 33.1 37.6 32.5 32.) 34.7 32.2
Furnitureandfxtur .. .. 33.3 39.9 32.6 37.4 33.6 39.3 32.7 37.2 32.9 32.)
Stone,ctay~andglassproducts......... 33.6 40.) 32.3 38.3 42.6 4. 40.0 Io~ 39.3 32.2 33.9

Duiaetarc2 . ... 3. 40.7 33.6 38.4 39.) 00.2 39.8 39.7 39.2 32.4 39.3
Fa atmtaprdct.................... .0 4. 3.8 3. 0.2 40. 39.6 39.2 3.9 39.3

Machnine.exacpentrcal................. .8 41.5 39.3 2.4 42.9 40.7 40.6 40.3 39.2 42.4
ESectricandelectronquipmet . 39.6 40.3 38.) 39.4 39.6 39.9 39.3 239.2 32. 39.4

tanon,ra neq sprnt 4. ................. .4 32.5 39.9 40.5 40.3 40.3 39.4 38.6 42.3
I ,2nmnagre)t8prus.. .. 42.3 42.2 38.5 39:8 42.5 42.4 40.3 39.9 32.3 39.8

Msana a .nufaturng.. .......... . 3.4 39. 36.4 38.) 39.6 39.2 39.2 32.4 3).) 32.3

NFbra ta l.. 38.9 3................3.2 36.2 38.2 39. 339.3 32.0 32.) 36.4 34.3
Oa ermehours .. 2.2 2.) 2.4 2.4 2.9 2.8 2.3 2.4 2.4 0.5

FlandkIndreopructs . .. . 39.3 40.4 , 38.2 38.9 39.9 39.5 39.6 36.2 40.4 39.5
Tobcomanfatura........... 38.5 39.) 3).) 38.3 22) (2) (2) (2) 12) (2)
Texttlemioproucts .39.9 30.) 3).) 32.5 42.2 39.3 38.9 32.8 31.2 32.5pradatherxie ut...2 .. 39.3! 35.5 32.2 34.6 35.6 33.2 35.6 35.) 33.9 34.8
PaparandaIedprduots .. 42.2 4 1 41.9 42.4 62.4 41.9 .3 .) 42.

Prningandpublishfarin ................. 369 30.9 36.3 32.0 37.3 30.) 36.9 37.2 36.6 30.4
orcalsndailidp0ucts 43.3 (1.8 42.8 4).2 41.6 41.5 41.3 41.3 42.8 43.3
Petremesdculpraucts .. ....... 42.3 42.6 43.) 42. 4 43.8 42.) 42.3 4264 4.3 43.7

Rubberandmscaatcaproducts ... 40.2 40.) 32.9 39.3 40.3 42.2 39.6 39.4 32.7 39.4
Leathranaoproducts.............. 36.2 36.4 33.3 34. 32.2 36.8 36.2 36.) 33.8 34.8

Tm pa M p it8 ....... ........ . 395 3 38.6 39.4 (2) (2) (2) (2) 12) 22)

W mIsIIIad iotd..... ........... 3 32.2 3).) 33.5 32.2 31.9 32 32.9 33.5 33.9
.WlAs ma.a .. . .... 38.3 32.2 37.8 34.6 3 38.5 38.6 39.4 38.3 38.4

P ad 296.2. 28.9 28.4................. 28 32.2 29.9 29.9 29.9 29.5 29.9

Fin.in an ad ana . 36.4 34.2 96.2 36.3 (2) (2) (23 (2) 122 (2)

L a n .. . 32.6 32.6 32.) 32.4 32.9 32.5 32.6 32.2 32.3 32.6

Wolna c nu l r sba 6 9 so .. .. . .. .. .. t 1.7 so . p 0. a 3i. s1. 2 31.9 32.d 31 2 6 t5 31.9

These aratot ac an r l a s a s~ d ... o ....... 36.45 3of 116. coal (2)laas 0o (r2r (2)r (2)rrs)

,r09a4',64(34ra( painpo((a
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T.ble 6-3. Average fouriy and weekly earings of production or nonsuperytsory workes on private nonagriculturOl

p.yroll. by indu.sty

.882 W-3380.e 84aoy. 804944red
M WW0 t

Constructio-

M 8844d84 83.0234,4

64046 r 0e 0444 404404

Non30urst sone 44 04428.

Leath44s4304 a0 42u44ts424

4340a489414434444a44

883a4483020

Financemurancesdreeintate

9.56 -o43 061 11

i4. 4 . 1.

.25 4 .34 .3

'.43 3. 8.49 8.90

9 4 1 10 3.r0

5.13 6 0 1 . 5

* 4 .44 4.38 .

6.2 3.44 6.36 6.4

62 6.66 6 1. ; 4 0

6.. 43o4a2 4 4.61.62

41- 31As. 5.- 631

*6435 : . 3834 94 3

498, 481 148. 1"4.

324.84 155.9 4 S.3 3M4.44

21 2 20 715 es

.20.83.4 4!.0 440 O,

210.24046.34 483.36 '96.74

42444.6 43 )36

204,4 44.12 21 74.34 219.644.2"4.6.1 304.69 348.4

344.3 29.4448.43291:o4

.4 .44 .3 0.04. 40.4
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Table B.4. Hourly Earnings Index for Producion or flontupervisosy wo0rker, 0n priva9te nonsagrlcultural payrolls by Industry

Om 100y )8 a00 ~

-,a 
h958

2992 
2

099d48 I .3 223.6 145.7 145.5 7.3 5 235.0 242.9 143.2 293.3 245.0 265.2 0.2M4*aaa 147) ..... 3.2 2332 7 3. 256. 9.1 2 1 14 , 2 222 (2 34 14; 141; 121288. 26. 6 136.3 140.0 13 5.4 7.0 128.0 134.3 235.4 236. a4. 236. -2.*685 ......... l30.0 2207.5 2.9.3 249.3 8.6 237.5 245.5 8. 4. 289 293 .
182.Mi..f~. 256 222 33 243. 3.0 35.0 760.5 222.5 202.9 24 2.2 242.7 I3

:~~ ::::. ad : :,'.1..8..236.7 2 24 .3 5 244.8 7 225.:0 6. 335.0 222.9 243.2 242.8 104.0 23. -2

3 ..... .... ,8 . .S I 2..1 92 -1.-.l

0.. 8,68.2 . .. . -.

Table B-6. Indexes of aggragala weekly hours of production or nonsupoevlsory 25082.88 an private nonagricultu~ral
payrolls by Industry
Om8370888

Cntrulol .1...... . .

Lumber and w0880(82469...............

marnet I9 prodrs .... . .......
F ltdrrr, prdc ....... . ...Muhl08.996 , 882409................

,89.t O 906P8 t 5889908 ........
Transporatlon qulp t......... .
290p4p899 an. rs.adtW 2 .. .

Iflt882l n-smrrnufacturing...........

T8.il 222889. ................ . . . .

= :d 6.cuonr.: . .... ... .... ...

T8822 8222'lPU P888469
Lmt08028and 8 99e 22 prod cts. ...........

Pan psta-ack......... ............. . . .....
Thnpadardon arm p bllhlng . . .
What 70.. U 8 lid I* terms f 8 . . .

Pstrdsoo t8607 e 8248
Retail8aream.s.... 882u8 u . .

W19Ma..d..1 9...............

n. ...........................

t--8o98. 8,. 2 a .2.
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Representative REUSS. Thank you, Commissioner Norwood.
You say that the total number of persons working part time for

economic reasons reached a new record of 5.6 million in February.
By economic reasons, you mean they couldn't get full-time work
though they wanted it?

Ms. NORWOOD. That's correct.
Representative REUSS. Can you give us the series of part-time

workers-when you say a new record, what do you mean; since
when?

Ms. NORWOOD. The data are on table A-3 of our press release.
The part time for economic reasons group rose almost 500,000 over
the month. By record level, I mean that the February level of 5.6
million is the highest registered since we began tabulating these
data many years ago.

Representative REUSs. When?
Ms. NORWOOD. Since 1955, Mr. Plewes informs me.
Representative REUSs. Isn't it likely, then, that there are more

people today working part time against their will who simply can't
get a full-time job than at any time in the history of the republic?

Ms. NORWOOD. Certainly since the mid-1950's. I don't know what
happened before that, but that's a very long time, Mr. Chairman.

Representative REUSS. That is a startling and tragic figure. The
next thing to being unemployed is to be partially employed. Who
are these 5.6 million human beings; men, women, black, white,
brown, new entrants, young, old?

Ms. NORWOOD. They are generally people who have a harder
time in the labor market and, therefore, are affected more by reces-
sion conditions. There tends to be a high proportion of women
among them and also minority groups. We can provide some fur-
ther information on that for the record.

Representative REUSS. That would be appreciated.
What kind of occupations tend to be part time? That is to say, I

wouldn't think that a blue collar job such as a machinist in a fac-
tory would be part time. I wouldn't think that an executive in an
office would be part time. Who is part time, involuntary part time?

Ms. NORWOOD. Well, I'm glad you added the last point because I
think that makes a difference. If we look at part-time work in gen-
eral, obviously a great deal of it is in the service sector, though
some of it occurs in the goods-producing sector as well.

Part time for economic reasons tends to permeate the entire
economy in a period of recession and I would expect that any of the
industries that are working at reduced hours would have at least
some of their workers affected.

We would be glad to try to put together a paragraph analyzing
those data for the record for you.

[The following information was subsequently supplied for the
record:]

Compared to their overall employment levels, women, teenagers, and blacks wereall disproportionately represented among those at work part time for economic rea-sons. About half of this group was female, and about one-tenth were teenagers. Interms of occupational distribution, the group was fairly widespread; 41 percent inblue-collar jobs, 32 percent in white-collar, and 27 percent in service jobs. Serviceand blue-collar workers-particularly operatives and laborers-were over represent-ed when compared to their share of overall employment.
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In terms of industry, 4 of every 5 persons involuntary at work part time were em-

ployed in service industries, retail trade, or manufacturing. However, such part-time
work was disproportionately located in the construction industry as well as retail
trade. Among the manufacturing industries, apparel, textile mill products, printing
and publishing, and food processing showed the highest absolute numbers of invol-
untary part-tuners, although the lumber and furniture industries had a large
number of involuntary part-timers relative to the overall job count for these two
industries. The workweeks of some, but not all, of the industries with high levels of
involuntary part-time workers were shortened considerably since February 1981.

Representative REUSS. This is a new concept, and since there are
more of these unhappy part-time, involuntary unemployed than at
any time in the past 27 years, surely, we want to know as much
about it as we can. So we appreciate that.

You give as the overall unemployment rate for blacks as 17.3
percent, another disgracefully high figure. How does this break
down as between various areas, particularly the metropolitan areas
of the country? I'm thinking of metropolitan areas with large con-
centrations of minorities, for instance. Do you have that data on a
metropolitan basis?

Ms. NORWOOD. We do not have data on the subgroups of some of
the population by individual metropolitan area every month. Many
of those data are available with a greater time lag. I can tell you
that the unemployment rates for blacks are high, both for men and
for women. The black teenage rate, as you know, has always been
extremely high and it is over 40 percent, but unemployment is a
problem for all parts of the black population.

Representative REUSS. You say you don't have it yet for individu-
al metropolitan areas. Do you have it for metropolitan areas gener-
ally?

Mr. PIEwES. Mr. Chairman, we don't have that yet on an individ-
ual metropolitan basis. That is available once a year and we are
compiling that now based on last year's annual averages. However,
on a monthly basis, we do get a metropolitan-nonmetropolitan
break and I don't have those figures with me, but we would be
pleased to put them in the record.

[The information referred to follows:]

UNEMPLOYMENT RATES IN METROPOLITAN AND NONMETROPOLITAN. AREAS BY RACE, SEX, AND AGE,
FEBRUARY 1982 (NOT SEASONALLY ADJUSTED)

Total United Metrolttar Nonnstrooi
States eas tan areas

Total:
Both sexes, 16 years and over .......... .............. ...... 9.6 9.3 10.3
Males, 20 years and over .. 8.9 8.5 9.6
Females, 20 years and over 7.8 7.5 8.5
Both sexes, 16-19 years.................................. 24.4 24.4 24.4

White:
Both sexes, 16 years and over ... .................. ............. 8.6 8.2 9.5
Males, 20 years and over .. ....................... ............ 8.0 7.6 89
Females, 20 years and over ............................ 6.8 6.4 7.7
Both sexes, 16-19 years . .................................. 22.1 21.7 22.9

Black.
Both sexes, 16 years and ove ............................... 17.9 176 190
Males, 20 years and over . .................. ........... .. 17 176 180
Females, 20 years and over ............. . ................... 14.2 13.6 16.2
Both sexes, 16-19 years..... ....................... . . . 44.7 45.1 43.4



Representative REUSs. If the unemployment rate should average8.9 percent this year, and it's approximately that now-8.9 percent
is the figure that both the administration and the Congressional
Budget Office are projecting-how many people could be expected
to have at least one spell of unemployment during 1982?

Ms. NORWOOD. About three times that amount, because peopletend to become unemployed and then either leave the labor forceor become employed and then, sometimes later on in the year, haveanother spell of unemployment. So that the number of people whohave suffered some spell of unemployment during the year is fargreater than the number who are unemployed in any particular
month.

Representative REUSS. Thus, you would expect something like 30million Americans to experience unemployment this year; is that
correct?

Ms. NORWOOD. In 1980, the latest year for which work expendi-
ture data are available, the number of persons experiencing unem-ployment sometime during the course of the year was 21 million.
In 1982, if unemployment were to average 8.9 percent for the year,we could expect a larger number, perhaps as many as 25 to 30 mil-lion.

Representative REUSS. And that's out of a labor force of 100 mil-lion?
Ms. NORWOOD. The labor force was 109 million in February. In1980, the labor force averaged 107 million, but 118 million persons

worked or looked for work over the course of the year.
Representative REUSS. In addition to the 30 million that can beexpected to be unemployed at least once in 1982, how many mil-lions in addition to that 30 million would you expect to experience

involuntary part-time unemployment? Three times the 5 million
that you now have?

Ms. NORWOOD. There are about 5.5 million this month and I donot have offhand a figure on that over the year, but we can look atthat and submit it for the record. I'm sure it would be larger.
Representative REUSS. Would it not be like a factor of three, 15million?
Ms. NORWOOD. I really don't know. Perhaps less, but I'm notsure.
[The following was subsequently supplied for the record:]
The number of persons working part time for economic reasons over the course ofa year runs a little more than three times the number at work in that situation inan average month. In 1980, the number at work less than 35 hours for economicreasons was 4.1 million; over the course of the year it averaged 13 million.
Representative REUss. The unemployment rate in the construc-

tion sector is still a horrible 18 percent or worse, and housing sales,as we indicated, got even worse in January. In a business cycle,isn't the housing sector frequently the first to recover?
Ms. NORWOOD. I'm not sure. I did note that for the month of Jan-

uary and for December that housing permits were beginning to in-crease. Obviously, the situation in construction is very much affect-
ed by the problems on the financial markets.

Representative REUSS. The program of the Democratic members
of the Joint Economic Committee, which I mentioned before, would
bring interest rates down very fast and very sharply. The prime



rate, for example, which is currently 16.5 percent, would come
down this year, so says Data Resources, under the Democrats' pro-
gram, to 12.9 percent and it would stay there or go lower in the
next 3 years through 1984.

If by some miracle that Democratic program were adopted,
wouldn't housing quite rapidly expand in response to the lower in-
terest rates? While I gave the prime rate figure, long-term rates
would show a similar happy decline under our program which in-
cludes controlling and diminution of the deficit as well as a some-
what restrictive monetary policy which would ensue from budg-
etary responsibility.

My question again was, wouldn't that emphasis of the Democrats
on lower interest rates produce happiness in the housing industry
and isn't such happiness a traditionally good augury of getting out
of a recession or depression or whatever we have?

Ms. NORWOOD. I'm sure that the construction industry would be
happy to see mortgage interest rates decline. As we all know, the
industries that have been hardest hit during this recession have
been those who do rely upon long-term financing, and the long-
term financing costs are an extremely important element in the
planning and in the operation of those industries.

Representative REUSS. This morning's hearing is on unemploy-
ment rather than inflation, but, of course, the cost-of-living figures
are very much in your mind, too, and, not surprisingly, with a
weakened OPEC cartel and with a beneficient harvest, the Con-
sumer Price Index has been going agreeably downward.

Looking at the cost-of-living indexes, have price increases tended
to slow markedly in industries hardest hit by unemployment-
autos, construction, steel?

Ms. NORWOOD. The price of houses has been dropping and the de-
cline in house prices has clearly had an effect on the deceleration
of the Consumer Price Index.

Representative REUSS. Here we're talking largely about nonnew
houses, used houses. I mean, that's about all there are now.

Ms. NORWOOD. Houses in general.
Representative REUSS. A art from housing, what can you say-

has the devastating unemp oyment achieved that which the perpe-
trators of the unemployed have bragged about; namely, markedly
lower prices?

Ms. NORWOOD. It's very hard to pinpoint the relationship of the
price change in a specific industry or a specific commodity to the
changes in employment in those industries. It's quite clear that last
year housing had an important effect in the Consumer Price Index.
We do have relatively low rates of price increase in things like
lumber and wood products and in some of the other products which
go into the manufacture of durable goods.

Representative REUSS. We are aware, Commissioner Norwood,
from your previous testimony, that the Bureau of Labor Statistics
has for some w-eks now been carrying out the belt tightening, the
budget cuts dictated by the administration's tightening of the
budget.

How long has this process been going on and can you comment
on the results as of now in terms of the efficiency with which you
perform your statistical function?



Ms. NORWOOD. I'm sure, Mr. Chairman, that you would expect
me to point out that we are an extremely efficient agency, and I
will do that.

Representative REUSS. And I would agree.
Ms. NORWOOD. However, we have had considerable difficulties in

implementing the budget cuts. We have taken in the Bureau of
Labor Statistics this year a 12-percent reduction from the budget
that was submitted both by President Carter and by President
Reagan, a budget which we considered to be exceedingly tight.

In eliminating the expenditures, we have actually eliminated
and in some cases reduced drastically some 19 separate programs
that the Bureau of Labor Statistics is responsible for. In addition,
we have postponed the redesigns and the revisions of some pro-
grams which we feel are essential and are normally begun at aboutthis time of the decade. After the 1980 census it is necessary torevise the Current Population Survey, the market basket of theCPI, and the Employment Cost Index, and so on.

Nevertheless, Mr. Chairman, the programs that we have tried toretain are what I consider to be the basic core of data for which theBureau of Labor Statistics is responsible. I'm pleased that the
President saw fit to propose a program supplemental for the
Bureau of Labor Statistics when he sent forward the fiscal 1983budget. That is a supplemental for a little more than $5 million
which would not restore the 12 percent cut which we have already
put in place but, rather, would restore the additional across-the-
board cut of 4 percent that was agreed to between the Congressand the President in an aggregate decision.

So far as I understand, there seems to be general agreement,
both among Republicans and Democrats, that the Bureau should
not be cut further than the 12 percent level; but I will feel a greatdeal happier when the supplemental request is acted upon.

Representative REUSS. You spoke of 19 of your programs whichhave been cut; is that correct?
Ms. NORWOOD. That's right.
Representative REUSs. And those cuts range from total to par-tial?
Ms. NORWOOD. Yes, sir.
Representative REUss. Can you give us the 19 programs and tell

us right now the amount of the cut? And if the name of the pro-
gram is not sufficiently indicative of what it does, spell it out alittle bit so we can have it for the record?

Ms. NORWOOD. I would be glad to. The programs range across theentire sphere of activity of the Bureau of Labor Statistics. In theprice area, we have cut the Consumer Price Index data collection
by eliminating some of the special collection we did for the CPI for
Wage Earners. We will in the future use, as we did before 1978, the
same set of prices for the Wage Earner and the All Urban Index.So in the future, the difference between the two indexes will beonly in the weights.

We are eliminating the family budget program. We are stretch-
ing out the revision of the Producer Price program.

Representative REUSS. May I interrupt?
Ms. NORWOOD. Yes.
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Representative REUSS. You're eliminating the family budget pro-
gram?

Ms. NoRwooD. Yes, sir.
Representative REUSS. Will you tell us what that is or was?
Ms. NORWOOD. The BLS family budget program is a program

which purports to measure a moderate but adequate budget for a
family with a husband working, nonworking wife, and two chil-
dren. There is also an upper and lower budget. We have tried for

many years to improve that program and to put it on a sounder
foundation as well as to collect prices for it. That requires money
and, in my judgment, the current status of that program is weak.
One of the rules that I tried to use in determining the basic cuts
was to cut those things which were of weaker quality than our
other programs. Since there seemed to be no possibility of getting
additional funds for data collection for that program, it was added
to the list.

Representative REUSS. In reducing the weaker programs, has
that lightened the load?

Ms. NORWOOD. It's one of the criteria, but obviously we have
tried to maintain a basic set of economic intelligence that I believe
the country needs. We have cut a great deal in the wage and indus-
trial relations program. We have cut out five industry wage sur-

veys. We have reduced the series on strikes and workdays lost due
to strikes enormously. We have cut out our analysis of the collec-
tive bargaining files. We have eliminated the union directory. We
have eliminated the labor turnover program. We have postponed
the redesign of the current population survey. We have eliminated
the May supplement to the Current Population Survey which pro-
vides information on hours of work and multiple job holders. We
have eliminated the construction labor materials requirements
survey entirely. We have reduced the work on economic projec-
tions. The Occupational Outlook Handbook will have a number of
the occupations eliminated and we will be reducing the level of
effort of work in that area.

We have also taken rather stringent action to reduce our over-
head. We have an extremely low overhead in BLS; in fact I think
too low; and we have reduced much of our information activity. We
have reduced the number of publications we have. We are now
charging for everything that we can charge for. We have taken a
whole set of steps which will eliminate programs that can be elimi-
nated.

Now let me say that one of the problems is that many of the pro-
grams that we have are either a part of the basic core of economic
intelligence necessary to measure employment, unemployment,
prices, wages, productivity, and economic growth; or they are pro-
grams which are required by law. And so we don't have a great
deal of leeway. That's why Im pleased to be able to report to you
that Secretary Donovan agreed with me that 12 percent was the
limit that we could go. He, Mr. Stockman, and the President
agreed that the administration should propose a supplemental to

replace the additional cut beyond that 12 percent, and I hope that
the Congress will act quickly on that because our appropriation
runs out April 1.



Representative REUSS. On some of the programs that you're
forced to discontinue, such as the Bureau of Labor Statistics family
budget program that you described, isn't it necessary to have those
figures for certain Federal programs? I'm thinking of the targeted
jobs program which is still in effect where, if I'm not mistaken, one
doesn't become eligible unless one has a relationship with that
lower family budget.

Ms. NORWOOD. Mr. Chairman, we have proposed data which
could be used to replace that in the CETA programs and the bills
which are being considered to extend the job training will make
provision for that. We have several concerns about the family
budget program. One is that it is not a reproducible series. It is a
normative budget and we are not sure that we, in the Bureau of
Labor Statistics, are competent to set norms for the country.

In addition, we have not collected prices for that program for
some 10 years. It's just been extended by the Consumer Price Index
and we are very concerned about that.

I think that it is unfortunate that we need to cut many of the
programs that are on this list but I also believe that statistical
agencies, like any other part of the Government, have to make
their contributions. I believe that the message I would like to leave
with you is that we have made our contribution in this 12-percent
cut. I feel very strongly that if we go beyond that we will seriously
injure the basic core of economic intelligence that the country
needs and, as I said, I'm pleased that both Republicans and Demo-
crats seem to agree with that.

Representative REUSS. Well, I think the Joint Economic Commit-
tee generally agrees with that philosophy. Of course, we want to
get rid of waste, fraud, and abuse, and we applaud your charging
for your publications wherever possible and your cutting down on
dispensable information services; but I certainly can assure you
that we are going to do our best to see that you aren't cut below
the point where you can do the vital job that you have to do, for a
Nation that lets its statistical services atrophy walks in darkness,
and unless we want to emulate Albania, it seems to me we should
start right now seeing that the Bureau of Labor Statistics is not
allowed to die.

With that happy thought, thank you.
Ms. NORWOOD. I would certainly support that. Thank you.
Representative REUSs. The committee will now stand in adjourn-

ment.
[Whereupon, at 10:35 a.m., the committee adjourned, subject to

the call of the Chair.]



EMPLOYMENT-UNEMPLOYMENT

FRIDAY, APRIL 2, 1982

CONGRESS OF THE UNITED STATES,
JouNr ECONOMIC COMMITrEE,

Washington, D.C.
The committee met, pursuant to notice, at 11 a.m., in room 2128,

Rayburn House Office Building, Hon. Parren J. Mitchell (member
of the committee) presiding.

Present: Representative Mitchell; and Senators Kennedy and
Sarbanes.

Also present: James K. Galbraith, executive director; and Nat
Thomas and Mary E. Eccles, professional staff members.

OPENING STATEMENT OF REPRESENTATIVE MITCHELL, PRESIDING

Representative MITCHELL. Good morning. The hearing will now
come to order.

Today's report on unemployment plainly shows that the reces-
sion is deepening.

The overall unemployment rate reached 9 percent, the same
level we had at the bottom of the 1974-75 recession. The unemploy-
ment rates for blacks shot up to a shocking 18 percent, well over
twice the rates for whites. Job losses continued in a broad range of
industries, and a total of 9.9 million men and women were out of
work.

Once again, at this week's news conference, President Reagan de-
fended his economic program as fair and compassionate. But what
is fair, or compassionate, about policies that have cost millions of
people their jobs, driven low-income families back under the pover-
ty line, when they have shredded the social safety nets in order to
cut taxes for wealthy businesses and individuals?

Are the American people better off today than they were before
the President took office? Each month that the Reagan recession
drags on, more Americans will have to answer "No." If unemploy-
ment remains at current levels, 30 million people-nearly 30 per-
cent of our labor force-will have at least one spell of joblessness in
1982.

As for the high interest rates that caused the recession and stand
in the way of the economy's recovery, the President states flatly:
"There is nothing that Government can do." Can the President
really mean, or expect us to believe, that the problem of high inter-
est rates and the tight money policies of the Federal Reserve are
unrelated?
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It's time this administration, instead of stubbornly insisting that
its economic program will work, gave some serious thought to the
social consequences if conditions fail to improve. To growing num-
bers of desperate people-and I mean really desperate people-it is
already clear that the Reagan program will not provide jobs or the
opportunity to earn a decent living. In fact, they are worse off than
ever before.

It does no good to dismiss the threat of violence in our poor com-
munities and inner city areas, or to assume that such problems can
be solved by calling out the National Guard. It is not too late to
turn to an alternative program, that ends the recession, restores
growth and jobs, and truly warrants the confidence of the Ameri-
can public.

I hope that the administration will heed the messages that are
being sent. People are desperate. They're fed up and unwilling to
take any more.

I will turn to Senator Sarbanes for his opening statement first.

OPENING STATEMENT OF SENATOR SARBANES

Senator SARBANES. Thank you, the economic news this morning
is distressing. At no time since prior to World War II has the un-
employment rate been higher than the 9-percent rate reported to
us this morning. Only once in the postwar period has it reached
this figure. At no time in the entire postwar period-in other
words, nearly 40 years-has the unemployment rate exceeded the 9
percent with which we are confronted this morning. Almost 10 mil-
lion Americans are out of work, looking for a job, cannot find work.

The Secretary of the Treasury was quoted on the radio this
morning as having said last night, in giving reassurance to the
American people, that he is confident the unemployment rate
would not exceed 10 percent. Every time it reaches the next figure,
the administration backs off 1 percent. That's cold comfort to the
American people. I agree with you that it is a pressing necessity
for the administration to adopt a midcourse correction in its eco-
nomic policy.

The Nation is being driven deeper and deeper into a recession
with all of the consequences that flow from that. The time is here
to put the American people back to work, not to throw them out of
work.

Representative MITCHELL. Thank you, Senator Sarbanes.
Before I recognize Senator Kennedy, Senator Paula Hawkins

asked that her statement be submitted for the record and, without
objection, it is submitted for the record.

[The opening statement of Hon. Paula Hawkins follows:]
OPENING STATEMENT OF SENATOR HAWKINS

The continuing reports of rising unemployment prompt me to ask: Does the
Bureau of Labor Statistics contemplate including estimates of the "underground" or
unrecorded economy in official employment statistics? If this were done, might not
actual employment be considerably higher than officially reported?

Our current understanding of the unrecorded economy suggests that estimates of
employment and the size of the labor force are downward biased. Illegal employ-
ment is not counted, nor is unemployment on secondary jobs fully recorded. For ex-
ample, compensation may be paid in cash, or services may be exchanged in a barter
transaction leaving almost no trace.



Estimates of the size of the unrecorded economy vary. Using macroeconomic esti-
mating techniques, different research economists suggest a range in the size of the
unrecorded economy, in 1981, of from 14 percent of gross national product to 27 per-
cent of gross national product. These are truly astounding figures. Even assuming
the unrecorded economy is 10 percent of gross national product, or approximately
$290 billion in 1981, the amount is phenomenal.

Why does it exist? Why is it so high? Obviously, a main reason is that taxes are
too high and they are driving people out of "official" and into "unofficial" employ-
ment. If taxes were reduced significantly, we might bring more people back into the
recorded economy and the Treasury would not suffer much of a revenue decrease. I
would like to see some work done on this issue by the Bureau of Labor Statistics.

Representative MITCHELL. Senator Kennedy.

OPENING STATEMENT OF SENATOR KENNEDY

Senator KENNEDY. Thank you very much. More families are
more desperate now with less hope for the future than at any time
since the Great Depression. Major industries are in crisis, millions
of individual lives are in crisis, and there is more suffering ahead,
longer unemployment lines and fewer support services for those
who depend on them. Interest rates stay up, deficits grow, confi-
dence in this administration's capacity for leadership and compas-
sion and caring diminishes day by day and week by week.

The President offers no compromise on the budget or on tax cuts,
no meaningful solution to the problems of unemployment, and no
hope to the 9.5 million unemployed Americans.

Across the Nation citizens are looking over their shoulders and
wondering who's next for the unemployment line. Thank you, Con-
gressman Mitchell.

Representative MITCHELL. Thank you very much, Senator.
I welcomed you informally, Commissioner Norwood. I welcome

you again more formally. I'm always sorry that such a fine public
servant as you must constantly come before us bringing us general-
ly bad news. We would like to receive your statement now and
then we'll ask questions. Following that, we expect to hear from
Mr. Fletcher L. Byrom, the chairman of the Committee for Eco-
nomic Development. Commissioner Norwood, please proceed.

STATEMENT OF HON. JANET L. NORWOOD, COMMISSIONER,
BUREAU OF LABOR STATISTICS, DEPARTMENT OF LABOR, AC-
COMPANIED BY THOMAS J. PLEWES, ASSISTANT COMMISSION-
ER, OFFICE OF EMPLOYMENT STRUCTURE AND TRENDS; AND
W. JOHN LAYNG, ASSOCIATE COMMISSIONER, OFFICE OF
PRICES AND LIVING CONDITIONS
Ms. NORWOOD. Thank you very much. Congressman Mitchell and

members of the committee, I'm very glad to have this opportunity
to comment on the data released this morning by the Bureau of
Labor Statistics.

The labor market continued to deteriorate in March. Factory
jobs declined further. Hours of work were reduced. The unemploy-
ment rate rose to 9 percent, and the number of jobless persons
reached 9.9 million.

The increase in unemployment over the month occurred entirely
among those who had lost their last job; the number of persons
who left jobs voluntarily or entered the labor force to search for



work declined. There was also an increase in the proportion of
workers who had been without jobs for 3 months or longer.

As you know, we regularly publish a range of unemployment
rates based on varying definitions of unemployment. All of these
rates increased in March. The rate for job losers alone (U-2) rose
from 4.7 to 5.1 percent. The rate for full-time jobseekers (U-4) rose
from 8.5 to 8.9 percent. The rate including discouraged workers (U-
7), which is compiled on a quarterly basis, rose to 12.5 percent in
the first quarter of this year.

The number of unemployed persons has risen by 2 million from
July to March. Adult men have accounted for more than 60 per-
cent of this increase. At 7.9 percent in March, their jobless rate re-
turned to the postwar high of last December. The rate for adult
women also rose to 7.9 percent in March, but this rate is still below
the 8.5 percent recorded during the 1974-75 recession.

Black workers continue to experience extremely high unemploy-
ment. The jobless rate for these workers, which had hovered
around 17 percent for the last half year, reached 18 percent in
March. The unemployment rate for white workers-at 7.9 per-
cent-was less than that for blacks, and the rate for persons of His-
panic origin was 12.7 percent.

Moreover, blacks accounted for two-thirds of the 300,000 increase
in the number of discouraged workers since the recession began.
These data, which are compiled on a quarterly basis, show that
during the first 3 months of this year, a record total of 1.3 million
people were not seeking work because they believed no jobs were
available.

The seriousness of the employment situation for black workers is
demonstrated by the fact that blacks comprise 10 percent of the
population, but they constitute 20 percent. of the unemployment
and nearly 40 percent of the discouraged.

Although employment, as measured in the business survey, in-
creased from February to March, the increase was considerably
less than is usually the case at this time of the year. As a result, on
a seasonally adjusted basis, payroll jobs dropped by 220,000 in
March. In manufacturing, the job drop in March was 130,000,
bringing the total decline in factory jobs since last July to 1.2 mil-
lion.

Small job declines in March occurred in most of the individual
manufacturing industries included in this morning's release, but
the employment declines were largest in metals, machinery, and
electronics among the durable industries and in textiles, apparel,
and food processing in the nondurable industries. The widespread
nature of these employment declines was signaled by the BLS dif-
fusion index. Less than a third of the 172 industries included in the
diffusion index registered employment increases in March.

In addition to declines on payroll employment, weekly working
hours also were cut back in March. The comprehensive index of ag-
gregate weekly hours of factory production workers, which reflects
changes in hours as well as in employment, declined sharply from
February to March. Since July, the drop in this index has totaled
10 percent.

In summary, the labor market continued to deteriorate in
March. The unemployment rate reached 9 percent, matching the
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highest rate achieved during the 1974-75 recession. The drop in
payroll jobs since last summer when the current recession began
(1.2 million) was less than the decline in the 1974-75 period (2.1
million). Nevertheless, several important industries-steel, auto-
mobiles, textiles, and leather-had fewer jobs in March than at the
bottom of the recession in 1975.

Congressman Mitchell, I have with me on my right Mr. Thomas
Plewes, who is Assistant Commissioner for labor force work in the
Bureau of Labor Statistics; and Mr. John Layng, who is our Asso-
ciate Commissioner for Prices and Living Conditions. Together, we
will try to answer any questions you may have.

[The table attached to Mr. Norwood's statement, together with
the press release referred to, follows:]

UNEMPLOYMENT RATES BY ALTERNATIVE SEASONAL ADJUSTMENT METHODS

X-11 ARIMA metal X-li
load. ei aa

Mnt and year (tame
rate affial Stare Total Residual -7)rent ment)

(1) (2) (3) (4) (5) (6) (7) (a)

1981
March......... .. . . ................. .7 7.3 7.3 7.3 7.3 7.5 7.3 0.2

April............................ 7.0 7.3 1.3 7.2 7.3 7.3 7.3 0.1
May ......................................... ...... ... 7.1 7.5 7.5 7.8 7.7 7. 7.6 0.3
June ..................................... 1.7 7.4 7.4 1.3 7.3 7.3 7.4 0.1
July ...................................... 7.3 7.2 7.2 7.2 7.2 7.2 7.1 01I
August ................................... 7.2 7.3 7.3 7.3 7.3 1.3 7.3 .......
September ................................. 7.3 7.6 7.6 75 7.6 7.6 7.6 0.1
Oct~ r .... .. .... ..................... 7.5 8.0 8.0 8.1 7.9 7.9 8.0 0.2
November ..... 7.9 83 8.3 84 83 8.3 8.4 0.1
December......................... 8.3 8.8 8.8 8.8 8.8 8.6 88 0.2

1982
January ............................................... 9.4 85 8.6 8.5 8.6 8.1 8.6 0.2
February .................................. 9.6 8.8 8.7 8.6 8.8 8.9 8.7 0.3
March .................................... 9.5 9.0 9.0 8.9 9.0 9.3 9.0 0.4

EXPLANATION OF COLUMN HEADs

(1) Unadjusted rate.-Unemployment rate not seasonally adjusted.
(2) Offical rate (X-11 ARIMA method.-The published seasonally adjusted rate.

Each of the 3 major labor force components-agricultural employment, nonagricul-
tural employment and unemployment-for 4 age-sex groups-males and females,
ages 16-19 and 20 years and over-are seasonally adjusted independent using data
from January 1967 forward. The data series for each of these 12 components are
extended by a year at each end of the original series usi AR MA (Auto-Reres-
sive, Integrated, Moving Average) models chosen specifically for each series. Each
extended series is then seasonally adjusted with the X-11 portion of the X-11
ARIMA program. The 4 teenage unemployment and nonagricultural employment
components are adjusted with the additive adjustment model, while the other com-
ponents are adjusted with the multiplicative model. A prior adjustment for trend is
applied to the extended series for adult male unemployment before seasonal adjust-
ment. The unemployment rate is computed by summing the 4 seasonally adjusted
unemployment components and calculating that total as a percent of the civilian
labor force total derived by summing all 12 seasonally adjusted components. All the
seasonally adjusted series are revised at the end of each year. Extrapolated factors
for January-June are computed at the beginning of each year; extrapolated factors
for July-December are computed in the middle of the year after the June data
become available. Each set of 6-month factors are published in advance, in the Janu-
ary and July issues, respectively, of Employment and Earnings.
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(3) Concurrent (X-11 ARIMA method).-The procedure for computation of the offi-
cial rate using the 12 components is followed except that extrapolated factors are
not used at all. Each component is seasonally adjusted with the X-11 ARIMA pro-
gram each month as the most recent data become available. Rates for each month
of the current year are shown as first computed; they are revised only once each
year, at the end of the year when data for the full year become available. For exam-
ple, the rate for January 1980 would be based, during 1980, on the adjustment of
data from the period January 1967 through January 1980.

(4) Stable (X-11 ARIMA method).-Each of the 12 labor force components is ex-
tended using ARIMA as in the official procedure and then run through the X-11
part of the program using the stable option. This option assumes that seasonable
patterns are basically constant from year-to-year and computes final seasonal fac-
tors as unweighted averages of all the seasonal-irregular components for each
month across the entire span of the period adjusted. As in the official procedure,
factors are extrapolated in 6-month intervals and the series are revised at the end
of each year. The procedure for computation of the rate from the seasonally adjust-
ed components is also identical to the official procedure.

(5) Total (X-11) ARIMA method).-This is one alternative aggregation procedure,
in which total unemployment and labor force levels are extended with ARIMA
models and directly adjusted with multiplicative adjustment models in the X-11
part of the program. The rate is computed by taking seasonally adjusted total unem-
ployment as a percent of seasonally adjusted total civilian labor force. Factors are
extrapolated in 6-month intervals and the series revised at the end of each year.

(6) Residual (X-11) ARIMA method).-This is another alternative aggregation
method, in which total employment and civilian labor force levels are extended
using ARIMA models and then directly adjusted with multiplicative adjustment
models. The seasonally adjusted unemployment level is derived by subtracting sea-
sonally adjusted unemployment from seasonally adjusted labor force. The rate is
then computed by taking the derived unemployment level as a percent of the labor
force level. Factors are extrapolated in 6-month intervals and the series revised at
the end of each year.

(7) X-11 method (former official method).-The procedure for computation of the
official rate is used except that the series are not extended with ARIMA models and
the factors are projected in 12-month intervals. The standard X-11 program is used
to perform the seasonal adjustment.

Methods of Adjutment.-The X-11 ARIMA method was developed at Statistics
Canada by the Seasonal Adjustment and Times Series Staff under the direction of
Estela Bee Dagum. The method is described in "The X-11 ARIMA Seasonal Adjust-
ment Method," by Estela Bee Dagum, Statistics Canada Catalogue No. 12-564E,
February 1980.

The standard X-11 method is described in "X-11 Variant of the Census Method H
Seasonal Adjustment Program," by Julius Shiskin, Alan Young and John Musgrave
(Technical Paper No. 15, Bureau of the Census, 1967).

Source: U.S. Department of Labor, Bureau of Labor Statistics, April 1982.
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THE EMPLOYMENT SITUATION: MARCH 1982

ST e oeral empiopment sitotion continued to showveakseoa 
in March, the foreau of eh

taisic of8 t he 11.1 _. Departmenat of Labor reported today. 
TeNtn' omlyetrt o

fro 8.8 to 9.0 percent, equaling the rate of May 1975.

by farm payroll eploysent- a derived from the mothY survey of establise , -d e ind

hp 220,00 over the muvib to 90.8 million Psyroil jobs hove declle by i. mi L i ned

reaching a hIgh of 92.0 million lost September. At 99.5 millin, total employcr.t- eriore3

fr m the sonthly Survey of ho....hlds a little different from the ees0 h ro

monthe hut sell below the pre-revession peak of lost saummer.

Inmpoyment

TheaNations 'onplo yet rate lan percent In oarch, up 0.2 percettage point ater h:
moth a: 1.8 poits oboer the Jly i981 pee-r.eeSion low. The rnmber of joblespr, orv

280,000 over the soth to 9.9 million, 2 million above last July's level.

The March rise in unemplopoent occurred among adult meo o wme ns, whose jobs r e acr
one aaoideot'eolIat 7.9 percent. The rate for men eale d last Deceber's high, while thesI

for o: os ntill somewhat below 1975 1evel. The lncrease in unemployment affected both

white (7.9 perver~t) and black (18.1 perc ent) worhero, whereas the inci dencea of joblessness amo ng

Plpanv anaeng ohr wan about unchanged at 12,3 ad 21. 
peet.rsctel. (e

tables A-1 and A-2.)

-Inievonossamong hlite-collar (4.8 petrent), blue-c ollar (12.9 pervert)., ad IslI-time (8.9

perent ) wvrs..:osasup over the sooth. The Jubless rate for workers in sl-Icole aod retail

trade rose from 93 i 10. pect. while rates for workers lv the coo urcti.n and

manufacturing oindutries e reabout unchanged. (See table A-5.)

All of the over-the-month increase in joblessness wan among job losers, moat of whom were

per7o"etl y terminated from their jobs. T1he c-ber of parsons on layo ff ( job losers expecting

recsll) rose slightly followlog 2 months of decline. job losers hove accounted for nearly oil

of tie increase iv. ocesployvent Since the receasion 
began and in Miarch comprised over 57 percent

of the unemployed. (See table A-7.)

The number of perons out of work for 15 seeks 
or o re increased by 2)0,011 over t e month;

sverek (ean) :rtloo as aboot unchanged -t 164 weeh, while median dra Lot rose to 7.6

- sekn. (lee: table A-h.)
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The number of persons in nonagricultural industries working less than 35 hours for economic
reasons rose by 150,000 in March to a high of 5.7 million. This represented an increase of 1.7million from last June's 1981 low. Most of the over-the-month increase took place among personsworking part time because they couldn't find full-time jobs. (See table A-3.)

Total Employment and the Labor Force

Total employment was little changed for the third consecutive month and, at 99.5 million inMarch, was 1.4 million b low last July' level. The perce tage of the population employed--theemployment-populatlon ratio--continued to recede, an employment failed to beep pace with
popl atton growth. The March ratio was 57.2 percent, 1.6 percentage points below its May 1981pro-recession peak.

The civilian labor force edged up to 109.3 million in March. The labor force grew by only1.1 million over the year; adult women accounted for most of this relatively small gain. (Seetable A-i.)

Ta le A. Major indicators of labor market activity, seasonally adjusted

I Quarterly averages I Monthly data
II

Category I Feb. -
I 1981 I 1982 I 1982 I Mar.

I I IchangeI I I IV I I I Jan. I Feb. I Mar. I

I Thousands of personsCivilian labor force.................. 1081071109,1561109,1301108,8791109,1651109,3461 181
Total employment.. ::::::::::::::100:125:100,043: 99,554 99,581; 99,590: 99,4921 -98Unemployment....******.......I 7,982; 9,113; 9,576; 9,298 9,575; 9,854 279Not in labor force...................I 61,1721 61,8341 62,367; 62,4561 62,3241 62,321 -3Discouraged workers................ 1,0931 1,1991 1,339; N.A.| N.A.; N.A.| N.A.

Percent of labor forceUnemployment rates: I I I I I IAll workers...................** ...1 7.41 8.31 8.81 8.51 8.81 9.0 0.2Adult men.....................** * ... I 6.01 7.21 7.71 7.51 7.61 7.91 0.3Adult women......................** * * 6.61 7.21 7.61 7.21 7.61 7.91 0.3Teenagers...................** ..... 1 19.11 21.11 21.91 21.71 22.31 21.91 -0.4White.***********************.*** 6.5; 7.3; 7.7; 7.51 7.7; 7.9; 0.2***ck. **............*****.... 14.6; 17.0; 17.4; 16.8; 17.3 18.0; 0.7Hispanic origin............. ...... 1 11.01 11.11 12.41 12.01 12.61 12.71 0.1Full-time workers.................I 7.11 8.1; 8.61 8.41 8.51 8.91 0.4
ESTABLISHMENT DATA

I Thousands of lobsNonfarm payroll employment............. 91,2321 91,i89190,914pl 9
0,

879 9
1041pl90,822p -

2
18pGoods-producing industries..........1 25,6701 25,

39
524,767pl 

24
,801124,841pl24,660pl -181pService-producing industries........I 65,5621 

66
,0
94
166,146pl 

66
,0

78
166,199pl66,162pl -

3 7
p

Hours of workAverage weekly hours: H o u r o Ior
Total private nonfarm............. 35.31 35.01 

34
.7pl 34.21 35.Opl 

3
4.

8
p -0.

2
pManufacturing..................... 39.91 39.31 

38
.
6
p 37.31 

39
.5p; 

39
.0pl -0.5pManufacturing overtime............. 2.91 2.51 

2
.
3
pl 2.31 

2
.
4
p 

2
.
3
p -O.Ip

p-preliminary. 
N.A.-not available.
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Discouraged Workers

The nusmber of discouraged workers (persons woo report that they t to work hut are not
looking for jobs because they believe they could not find any) rose by 140,000 to the first
quarter of 1982 to t.3 millIon, the highest level recorded since the series began in 1967. The
Increase was partIcularly sharp among blacks, who historIcally have accounted for a
disproportionately large comber of the discouraged; in the first quarter, they comprised nearly
40 percent of the total. Four-fIfths of all discouragd workers we re not seeking work because
of job-market factors. (See table A-11.)

Industry Payroll Employment

EPloysent on oonagricultural payrolls declined by 220,000 in March to 90.8 million,
seasonally adjusted. Since last September, employment reductions have totaled 1.2 million, with
more than 1.1 mIllion In maoufacturing alone. March employment declines were particularly
widespread, as gainsa occurred in fewer than a third of the 172 industries comprising the BL5
diffusion index of private nonagricultural payroll employment. (See tables B-I and B-6.)

The largest over-the-month decrease tooh place In nufacturing, where employment fell by
130.000. Almost 50,000 of this drop was among nonproduction workers. Within the durable goods
sector, the industries suffering the heaviest leases were primary and fabricated metals,
machisery, end electrical equipment. In nondurable goods, employment in textiles and apparel
contiued to drop, and there was also a decline in food processing jobs. Construction
employment in March was off by 45,000; job losses have totaled 100,000 sIne lAst April.

Pmployment in the service-producing sector was little charged, as none of the industry
groups which ake up that aector experienced particularly strong movements. There has been
essentially no job growth in the service-producing sector since last fall.

Hours of Work

The average workweek of production or nonsupervisory workers on private nonagricultural
payrolla fell two-teoths of an hour in March to 34.8 hours, seasonally adjusted. The average
workweek was one-half hour below its year-earlier level. Average hours in manufacturing were
down one half hour from February, and overtime as reduced by 0.1 hour. Reflecting the declines
in both hours and employment, the index of aggregate weekly hours of production or
nonsupervisory workers on private nonagricultural payrolls declined by 0.9 percent to 106.1
(1977-100). The manufacturing index declined by 1.7 percent to 90.6 and was down by 10 percent
from last July. (See tables B-2 and B-5.)

Hourly and Weekly Earnings

Average hourly earnings rose 0.5 percent in March, while average weekly earnings were
virtualiy unchauged, after seasonal adjustment. Before adjustment for seasonality, average
hourly earnings rose one cent to $7.55, 15 cents above a year earlier. Weekly earnings care op
35 cents over the month and $12.07 over the past year.

The Hourly Earnings Index

The Hourly Earnings Index (HEi) wan 145.8 (1977-100) in March, seasonally adjusted, 0.5
percent higher than in February. Por the 12 months ended in March, the increase (before
seasonal adjustment) was 7.4 percent. The HEI excludes the effects of two types of changes
unrelated to underlying wage rate movementa--fluctuations in nanufacturing overtime and
interindustry employment shifts. In dollars of constant purchasing power, the HE1 increased 0.2
percent during the 12-month period ended In ,ebruary. (See table I-4.)



Explanatory Note
This news release presents statistics from two major

surveys, the Current Population Survey (household
survey) and the Current Employment. Statistics Survey
(establishment survey). The household survey provides
the information on the labor force, total employment,
and unemployment that appears in the A tables, marked
HOUSEHOLD DATA. It is a sample survey of about
60,000 households that is conducted by the Bureau of
the Census with most of the findings analyzed and
published by the Bureau of Labor Statistics (BLS).

The establishment survey provides the information on
the employment, hours, and earnings of workers on
nonagricultural payrolls that appears in the B tables,
marked ESTABLISHMENT DATA. This information
is collected from payroll records by BLS in cooperation
with State agencies. The sample includes approximately
166,000 establishments employing about 35 million
people.

For both surveys, the data for a given month are ac-
tually collected for and relate to a particular week. In
the household survey, unless otherwise indicated, it is
the calendar week that contains the 12th day of the
month, which is called the survey week. In the establish-
ment survey, the reference week is the pay period in-
cluding the 12th, which may or may not correspond
directly to the calendar week.

The data in this release are affected by a number of
technical factors, including definitions, survey dif-
ferences, seasonal adjustments, and the inevitable
variance in results between a survey of a sample and a
census of the entire population. Each of these factors is
explained below.

Coverage, definitions and differences between surveys
The sample households in the household survey are

selected so as to reflect the entire civilian noninstitu-
tional population 16 years of age and older. Each per-
son in a household is classified as employed,
unemployed, or not in the labor force. Those who hold
more than one job are classified according to the job at
which they worked the most hours.

People are classified as employed if they did any work
at all as paid civilians; worked in their own business or
profession or on their own farm; or worked 15 hours or
more in an enterprise operated by a member of their
family, whether they were paid or not. People are also
counted as employed if they were on unpaid leave
because of illness, bad weather, disputes between labor
and management, or personal reasons.

People are classified as unemployed, regardless of
their eligibility for unemployment benefits or public
assistance, if they meet all of the following criteria:
They had no employment during the survey week; they
were available for work at that time; and they made
specific efforts to find employment sometime during the
prior 4 weeks. Also included among the unemployed are
persons not looking for work because they were laid off

and waiting to be recalled and those expecting to report
to a job within 30 days.

The civilian laborforce equals the sum of the number
employed and the number uqemployed. The unemploy-
ment rate is the percentage of unemployed people in the
civilian labor force. Table A-4 presents a special group-
ing of seven measures of unemployment based on vary-
ing definitions of unemployment and the labor force.
The definitions are provided in the table. The most
restrictive definition yields U-1, and the most com-
prehensive yields U-7. The official unemployment rate
is U-5.

Unlike the household survey, the establishment
survey only counts wage and salary employees whose
names appear on the payroll records of nonagricultural
firms. As a result, there are many differences between
the two surveys, among which are the following:

----The household survey, although based on a
smaller sample, reflects a larger segment of the popula-
tion; the establishment survey excludes agriculture, the
self-employed, unpaid family workers, and private
household workers;

----The household survey includes people on unpaid
leave among the employed; the establishment survey
does not;

----The household survey is limited to those 16 years
of age and older; the establishment survey is not limited
by age;

--- The household survey has no duplication of in-
dividuals, because each individual is counted only once;
in the establishment survey, employees working at more
than one job or otherwise appearing on more than one
payroll would be counted separately for each
appearance.

Other differences between the two surveys are
described in "Comparing Employment Estimates from
Household and Payroll Surveys," which may be obtain-
ed from the BLS upon request.

Seasonal adjustment
Over a course of a year, the size of the Nation's labor

force and the levels of employment and unemployment
undergo sharp fluctuations due to such seasonal events
as changes in weather, reduced or expanded production,
harvests, major holidays, and the opening and closing
of schools. For example, the labor force increases by a
large number each June, when schools close and many
young people enter the job market. The effect of such
seasonal variation can be very large; over the course of a
year, for example, seasonality may account for as much
as 95 percent of the month-to-month changes in
unemployment.

Because these seasonal events follow a more or less
regular pattern each year, their influence on statistical
trends can be eliminated by adjusting the statistics from
month to month. These adjustments make nonseasonal
developments, such as declines in economic activity or



increases in the participation of women in the labor
force, easiter to spot. To return to the school's-out ex-
ample, the large number of people entering the labor
force each June is likely to obscure any other changes
that have taken place since May, making it difficult to
deterine if the level of economic activity has risen or
declined. However, because the effect of students
finishing school in previous years is known. the statistics
for the current year can be adjusted to allow for a com-
parable change Insofar as the seasonal adjustment is
made correctly, the adjusted figure provides a more
useful tool with which to analyze changes in economic
activity.

Measures of civilian labor force, employment, and
unemployment contain components such as age and sex.
Statistics for all employees, production workers,
average weekly hours, and average hourly earnings in-
clude components based on the employer's industry. All
these statistics can be seasonally adjusted either by ad-
justing the total or by adjusting each of the components
and comrbinring them. The second procedure usually
yields more accurate information and is therefore
followed by BLS. For example. the seasonally adjusted
figure for the civilian labor force is the sum of eight
seasonally adjusted employment components and four
seasonally adjusted unemployment components; the
total for unemplovent is the sum of the four
unemployment components; and the official unemrrploy-
ment rate is derived by dividing the resulting estimate of
total unemployment by the estimate of the civilian labor
force.

The nurrerical factors used to snake the seasonal ad-
justments are recalculated regularly. For the household
survey. the factors are calculated for the January June
period and again for the July-December period. The
January revision is applied to data that have been
published ovcr the previous 5 years. For the establish-
ment survey, updated factors for seasonal adjustment
are calculated only once a year, along wil the introduc-
tart or new benchmarks which are discussed at the end
of the next section.

Sampling varlability
Statistics based on the household and establishment

surveys are subject to sampling error, that is, the
estimate of the number of people employed and the
other estimates drawn front these surveys probably dif-
fer from the figures that would be obtained from a corn-
plete ceisus, even if the same questionnaires and pro-
cedurcs were used. In the household survey, the amount
of the d;fferences can be expressed in terms of standard
errors. The numerical value of a staidard errot depends
upon the size of the sample, the results of the survey,
and other factors. However, the numerical value is
always such that the chances are 68 out of 100 that an
estrmaie based ott the ,amnple will differ by no more than
the standard error flom the results of a complete census.
The chances are 90 out of 100 that an estimate based on
the sample will differ by no more than 1.6 times the

standard error from the results of a complete census. At
the 90-percent level of confidence--the confidence limits
used by BL.S in its analyses--the error for the monthly
change in total employment is on the order of plus or
minus 279,000. for total tnemployment it is 194.000:
and, for the overall unemployment rate, it is 0.19
percentage point These figures do not mean that the
sample results are off by these magnitudes but, rather,
that the chances are 90 otut of 100 that the "true" level
or rate would not be expected to differ front the
estimates by more than these amounts.

Sampling errors for monthly surveys are reduced
when the data are cumulated for several Months, such
as quarterly or annually. Also, as a general rule,
the smaller the estimate, the larger the sampling
error. Therefore, relatively speaking, the estimate
of the size of the labor force is subject to less
error than is the estimate of the number unemployed.
And, among the unemployed, the sampling error for the
jobless rate of adult men, for example, is much smaller
than is the error for the jobless rate of teenagers.
Specifically, the error on monthly change in the jobless
rate for men is .24 percentage point; for teenagers, it is
1.06 percentage points.

In the establishment survey, estimates for the 2 most
current months are based on incomplete returns; for this
reason. these estimates are labeled preliminary in the
tables. When all the returns in the sample have been
received. the estimates are revised In other words, data
for the month of September are published in
preliminary form in October and November and in final
form in December. To remove errors that build up over
time, a comprehensive count of the employed is con-
ducted each year. The results of this survey are used to
establish new benchmarks-comprehensive counts of
employment-against which month-to-month changes
can be measured. The new benchmarks also incorporate
changes in the classification of industries and allow for
the formation of new establishments.

Additional statistics and other information
In order to provide a broad view of the Nation's

employment situation. BLS regularly publishes a wide
variety of data in this news release. More comprehensive
statistics are contained in Employment and Earnings,
published each month by BLS. It is available for S3.75
per issue or 531 .00 per year from the U.S. Government
Printing Office. Washington, D.C. 20204. A thcck or
money order made out to the Superintendent of
Documents must accompany all orders.

Employment and Earnings also provides approxima-

tions of the standard errors for the household survey
data published in this release. For unemployment and
other labor force categories, the standard errors appear
in tables B through 1 of its 'Explanatory Notes."
Measures of the reliability of the data drawn from the
establishment survey and the actual amounts of revision
due to benchmark adjustments are provided in tables
M, P. Q, and R of that publicatfio
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Table A.1. Employment status of the population by sax and age
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Table A2. Emplyment sttus of the populto b3y race. sex, age and Hispanic ong9is
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Table A-3. Selected employment indicators
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Table A-7. Reason for unemployment
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Table A4. Employmni status of black and oithe workers
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Table A-11. Perons not In labor force by reason. sex, end race, quarterly averages
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Talt A 12. Empv- tu of the mmbsthional pu I-fo the te aEst States
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Tale &I1. Employ.., on nonegagulcutur p"yrll by lodusay
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Table 8.2. Average weely hours of oduction or nesupervisory workes' on private nongricultural payrolls by industry
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Table 8-3. Average hourly and weekly earnings of production or nonsupervisory workers' on private nonagricultural
payrolls by Industry
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Tath 1-L Hourly Earnings inde, for production o nor npeiSoy worers' on private nonagricultural payrolls by Irdustry
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Table 8-6. Indexes of diffusion: Percent of industries in which employment' increased

1979

Janu.ary............ 65.1 72.1 72.1 74.7
ebrary.. .... . 66.0 68.6 71.8 70.6

March......................... 64.2 65.7 70.1 69.5

April............. . . . .54.1 65.7 64.8 67.2
Ma . . . .. . .. . . . . .. 60.5 62.8 59.6 59.6

....... 62.5 63.7 54.4 58.1

July............... 57.0 55.5 56.7 55.8
Auu$............ 3.2 50.0 51.5 55.2

Septe ber................... . 9.1 53.5 52.0 50.0

Octobe............. 61.6 52.0 50.6 46.2
Nobr.. ...... 49.4 5.5 51.2 38.1
Dece.ber...................... 49.7 49.4 47.7 35.8

1980

Jaonuary......... 52.6 50.6 40.4 32.0
February.......... 53.2 46.8 33.4 32.6
8arh0 ....................... . 49.6 38.7 30.8 31.7

April............... ... 34.6 30.8 2.7 02.3
9ay................ 532.8 27.0 26.2 51.4

....... 31.4 25.9 28.2 31.4

Jly ........ 36.9 35.5 35.2 31.4
Aus. ......... 64.8 56.9 45.1 32.6
September..................... 64.0 71.2 61.0 36.9

Oc 6.. ........ 62.3 69.8 73.5 43.6
ovmber... .... 63.4 64.8 72.7 55.0

Dcea. ber...................... 56.7 64.0 65.4 70.3

1981

January....... . 9.6 61.0 68.6 70.8
February.. .. .* 55. 61.3 68.6 75.6
March......................... 52.3 64.2 67.2 73.3

April......................... 69.8 68.9 70.3 64.2
ay.. ....... 62.5 66.9 67.7 54.1

Jn.. ....... 35.5 68.0 71.8 45.1

July.................... 67.2 60.2 52.9 37.8
A 49.7 66.6 38.7 36.0p
Sepmb....... ... 59.3 39.2 35.8 35.8p

Ooe. ..... 30.2 35.2 26.7
ovemb.. ...... 27.9 23. 27.6p

Deceb. .................. 29.9 23.0 23.8p

2982

Janary....... . 30.5 26.5p
Pe3r .... .... 6 0.3p 29.9
Mar h0 ......................... 31.4p

April.........................
ay....................
Jun ..................... . .

July.. ............ ..........

Au us .......................

Octobe...........

7 Ncatof ae 0., o.2 ,47, Ivie .edhol172 ore e0.ri ies.

NOTE: FIu are the perht of industries with employment rising. (Hai of the un
C04n.0 Components are counte fsing.)



Representative MITCHELL. Thank you very much, Commissioner
Norwood.

Let me say before I raise any questions that I'm not at all shocked
by the drastic increase in black unemployment. I think you've got two
things working here: the general sickness of the American economy
as of this time, and the antiaffirmative action stance or posture that
has been assumed by this administration, which as has been articu-
lated by the Attorney General and many of the other persons closely
associated with the Reagan administration.

So I think you've got another factor working in addition to just
the economic factors. It depends upon which member of the admin-
istration speaks whether or not the picture is completely rosy,
partly rosy, or prospectively rosy. I'm always bewildered when I
hear the spokespersons for the administration saying, "We're just
about to turn the corner. We will bottom out next month. There
will be a turnaround. Hold on a little longer. Have faith in us and
our program. We'll be all right."

Can you tell me from the March unemployment figures-and
these are really unadorned figures, no problems with bad weather
or other kinds of forces. Can you tell me from these figures wheth-
er or not, in your opinion, the recession has bottomed out?

Ms. NoRwooD. I can't tell you whether the recession has bot-
tomed out from these figures. I can tell you that the employment
situation has deteriorated and that there are many, many worrying
factors about the latest figures.

Unemployment, as I am sure you know, Congressman, tends to
continue upward whether the recession is bottoming out or turn-
ing, and one needs to look at a lot of other data to determine that.

Representative MITCHELL. All right. In light of the fact that
there's been a decline in the index of leading indicators, the de-
pressing level of auto sales, plans for new cutbacks in auto produc-
tion, rising numbers of new unemployment claims and so on, add
infinitum-based upon those developments and your figures, can
you suggest how high the unemployment rate might go?

Ms. NORWOOD. No. I'm very happy that I don't have to forecast.
It's a rather dangerous kind of thing to do. If one looks at past re-
cessions, even going back to 1954, there was approximately a 2- to
3-month lag in the unemployment rate, even when the recession
ended and the recovery occurred. So one can expect that the unem-
ployment rate, if it behaves as it has in the past, might continue
upward.

Representative MITCHELL. You don't like to forecast. I have no
objection to doing it. I did it in this chamber in one of these meet-
ings some several months ago, and I remember there were titters
and gaffaws and loud protects when I said that before this trend
that the administration has launched us on, before it ends, we'll
see 10 million people out of work. That was my forecasting as of
that time.

I will now indicate to you that I expect that we will see the un-
employment rate go even higher in the next few months, and I
think it's going to be a long time before we see any turnaround in
the economy.

Senator Sarbanes.
Senator SARBANES. Thank you, Congressman Mitchell.
Ms. Norwood, after hearing your statement I am even more

deeply distressed than I was upon hearing the 9-percent figure be-



cause as I read your statement, not only do we have a situation in
which the 9-percent unemployment rate reported to us this morn-
ing is as high as it has been at any time since 1941, but other as-
pects of the unemployment situation separate and apart from the
figure are also apparently at their alltime worst.

Let me ask these questions. As I understand it, the number of
people who have stopped seeking work, who have dropped out of
the labor force and therefore aren't counted in the unemployment
figure but obviously have done so because of the discouraging eco-
nomic climate is at an alltime high. Is that correct?

Ms. NORWOOD. Yes, sir.
Senator SARBANES. And that's 1.3 million people?
Ms. NORWOOD. Yes.
Senator SARBANES. The 9-percent unemployment figure repre-

sents how many people seeking work and unable to find it-9.9
million; is that correct?

Ms. NORWOOD. Yes, on a seasonally adjusted basis, about 9.9 mil-
lion.

Senator SARBANES. The 1.3 million of discouraged workers is in
addition to that; is that correct?

Ms. NORWOOD. They are not counted in the 9.9.
Senator SARBANES. Second, as I understand it, for those work-

ing-those fortunate enough still to have jobs-their weekly work-
ing hours have dropped, dropped sharply; is that correct?

Ms. NORWOOD. Yes, sir.
Senator SARBANES. What is the average work week in hours

now?
Ms. NORWOOD. The average for the total private economy is 34.8

and that's down two-tenths of an hour from last month.
Senator SARBANES. What was that figure last July? The overall

unemployment rate last July was 7.2 percent, in July 1981. Today,
it's 9 percent. What was the average work week in hours for those
who had jobs then?

Ms. NORWOOD. We'll find out in a moment. I don't have it in my
head; 35.3 hours.

Senator SARBANES. So in addition to more and more people being
thrown out of work, those that are working are working less and
less. Would that be correct?

Ms. NORWOOD. In general, yes. Of course, the people who are
working part time for economic reasons would have an effect on
that, and they are at a record high.

Senator SARBANES. The number of part-time workers is at a
record high?

Ms. NORWOOD. The number of people who are working part time
but who want to work full time, that is, they're working part time
for economic reasons.

Senator SARBANES. So the number of workers so discouraged that
they're not looking for work is at an alltime high; the number of
workers working part time for economic reasons but who would
like to work full time is at an alltime high; and the number of
workers out of a job is as high as it has been since 1941. Is that
correct?

Ms. NORWOOD. Yes.



Senator SARBANEs. Now on the diffusion index, would you ex-
plain that a little bit? I notice, in effect, that it reflects the wide-
spread nature of the unemployment. I wonder if you could elabo-
rate on that.

Ms. NORWOOD. The diffusion index indicates the proportion of in-
dustries in which employment increased. The index counts half of
the industries whose employment was unchanged as increasing.
There is no weighting by size of establishments. The index is quite
useful in looking at business cycle developments. It includes 172 in-
dustries, most of which are manufacturing.

Senator SARBANEs. And would you say that the turndown in the
economy has had as broad and pervasive an impact across the
board as in any recession that we've experienced in the postwar
period?

Ms. NORWOOD. It is very broad and pervasive. I don't have the
data here, for example, on the diffusion index going back to 1974-
75. I have it through 1979 and the index certainly is lower than it
has been at any time since then.

Senator SARBANES. Do you have the unemployment rate by
region or by State?

Ms. NORWOOD. I have the unemployment rates for the 10 largest
States which were released with the release this morning. For
other States, as you know, there is a month's lag.

Senator SARBANES. Is that in the release?
Ms. NORWOOD. Yes; it's in the release. It's table A-12.
Senator SARBANES. I see. So the pertinent figure is the last

column, seasonally adjusted? Is that the State figure that relates to
the 9-percent national figure?

Ms. NORWOOD. Yes. The State rates, of course, as you know, have
a somewhat larger variance associated with them.

Senator SARBANES. So, in other words, Michigan 16.1 percent;
Ohio, 11.8; Pennsylvania, 10.1; Illinois, 9.8; California, 9.4; those are
the pertinent figures?

Ms. NORWOOD. Yes.
Senator SARBANES. And in all of those States their unemploy-

ment rate exceeds the national figure. So in 5 of our 10 largest
States, the unemployment rate in those States exceeds, in some in-
stances, by very significant margins, the national unemployment
rate?

Ms. NORWOOD. Generally so, yes.
Senator SARBANEs. Are there any tables that we ought to refer to

that indicate what we might expect in subsequent months, any
tables you tend to look to as indicating where we might be going?

Ms. NORWOOD. No. We, as you know, Senator Sarbanes, tend to
be retrospective in our analyses. There are a number of factors
that one needs to look at. For example, the increase in the labor
force has been relatively small. That is normal during a recession.
Nevertheless, there has been quite a slowdown in the number of
women entering the labor force. If that should pick up, we can
expect some changes in the unemployment rates. And many of the
things that you've already pointed out are also important.

Senator SARBANEs. I have one other question, Ms. Norwood. I
continue to be worried about your own budget and your ability to
do your own job. I must say I'm very deeply concerned at any effort



to cut off indirectly the head of the messenger who brings the bad
news. You're a professional and your organization is professional.
You reflect that in your testimony here, which sticks very much to
the facts, despite the questions that may come from the panel; I
don't want to see us move into a situation where the basic data
that we need to think hard about these problems and formulate a
reasonable public policy is lost to us, so that we then try to make
public policy off of anecdote and illusion.

I'd like to ask about the status of the budget situation of the
Bureau of Labor Statistics?

Ms. NORWOOD. Well, the Bureau of Labor Statistics, as you know,
Senator Sarbanes, is a part of the Department of Labor, and the
Department of Labor is one of those agencies that does not have a
budget passed by the Congress. We are operating, therefore, under
a continuing resolution which was extended this week.

Unfortunately, from my point of view, that continuing resolution
was extended at a level, which includes, in addition to a 12-percent
program cut, an additional 4-percent cut which had been agreed to
in December. The administration has proposed a program supple-
mental appropriation of $5.23 million for the Bureau of Labor Sta-
tistics, which is presently before the Congress.

We had hoped that the supplemental request would be acted on
before this recess. We now hope very strongly that it will be acted
on as soon as the recess is over. We are in the process now, after
already having put into place a 12-percent cut in our budget and
reduced or eliminated some 19 programs, of trying to look at how
we would meet the budget restrictions, if we don't get the supple-
mental, by taking furloughs. And I would hope that I could ar-
range that so I could still be here and not on furlough on the first
Friday of the month.

Senator SARBANEs. Well, for those concerned with obtaining in-
formation, which includes not just the Members of the Congress
but others present here today, it seems to me that we ought to be
sensitive to what may be taking place; and that is, that the messen-
ger is going to be starved to the point where the messenger won't
be able to bring the message.

Congressman Mitchell, I want to just close by noting that the
Secretary of Treasury in July 1981 said, "All I know is that our
economy is slowing down, but it will turn up.again with its auto-
matic built-in effects by the end of the year." That was July 12,
1981. On November 1, 1981, the Secretary of the Treasury said,
"The recession will probably now be more prolonged, still not a
deep recession, still on the shallow side, but definitely we'll be pull-
ing out of it sometime in the spring of 1982."

And, as I said in my opening statement, it was reported on the
radio this morning that he now says that while he expected the
figure to go to 9 percent, he certainly did not expect it to reach 10
percent.

That's cold comfort for the American people and I think that the
President and the administration need to shift course. It's no com-
pliment, as Herb Stein said at one point, for the captain of a ship
leaving New York Harbor with a destination of Miami who turns
the ship northward and sails in a northward direction to stick to
course. That's only going to bring disaster.



Representative MrrcHELL. Senator Kennedy.
Senator KENNEDY. Thank you, Congressman.
In your statement, Commissioner Norwood, you talk about the

industries of steel, automobiles, textiles, and leather had fewer jobs
in March than at the bottom of the recession in 1975. Where do
you put housing and building of homes?

Ms. NORWOOD. Well, that s pretty low too, but I was looking at
employment and-

Senator KENNEDY. Well, what about the employment in the hous-
ing area?

Ms. NoRwoon. I don't know about housing iself, but the overall
construction industry is perhaps 700,000 above the trough of 1975
and 400,000- below the peak reached in early 1980. It's a very small
industry, as you know.

Senator KENNEDY. Well, there are still millions of Americans in-
volved in it and although I think any of us who travel the country
see that there's a fair amount of construction going on in the major
urban areas, there's a virtual standstill in terms of homebuilding.

Ms. Nonwoon. Yes.
Senator KENNEDY. All the statistics indicate that a number of

people in small communities and towns that are involved in the
construction industry, in the building of homes, have joined the un-
employment lines as well.

If you take those major industries-the steel, automobile, textile,
leather, and other industries-they are the basic backbone of an in-
dustrial society. I just don't see how this country can meet its re-
sponsibilities as an industrial society when you see the backbone of
it-steel and automobiles and these other industries-experiencing
dramatic and significant increases in workers who are unemployed.

What I would be interested in trying to probe, as my colleagues
have, is what indicators do you have that would presently show
that there will be some turnaround in either those industries that
are mentioned there or in other industries which are included in
your report?

Ms. NORWOOD. I don't think that there is anything that we can
look at that will tell us clearly. A lot of people look at leading indi-
cators. I find that those data are frequently revised month after
month and so it's rather difficult to read very much into them.

I do think, as you have pointed out, that there is a real structur-
al problem in some of these very major industries. They have, of
course, gone down, a great deal in this recession, but they also did
not recover as much as we had hoped after the 1974-75 recession.
And so this has been going on for some time and it's just gotten
much, much worse.

Senator KENNEDY. Well, from looking at the various factors that
you could look at, is there anything from the material which you
examine that would indicate that there's going to be anything but
a further deterioration in those particular industries and, if so,
what?

Ms. NORWOOD. I have no knowledge of anything which would
suggest what will happen one way or the other about the future. I
think the situation in March is a pervasive deterioration. That
doesn't say anything much about April.



Senator KENNEDY. Well, although you're not able to predict or
project, you have indicated from your response that the pervasive
indicators show a deterioration. I'm just asking you whether the in-
dicators that you have now show a continued deterioration or
whether you have other indicators that show that the deterioration
will not continue?

Ms. NORWOOD. The real problem, Senator Kennedy, is that the
employment situation data are the first data that are released each
month. We only have data for things like industrial production,
retail sales, durable orders, and so on for February. The February
data were all up in those series, but they were up because they
were a rebound from the very bad weather in January and, there-
fore, I believe, should not be read as suggesting that there has been
a great deal of improvement in February.

I think that if they show some substantial decline in March-and
they are not out yet so I don't know-that that would be a very
worrying sign.

Senator KENNEDY. Those are the ones that we should watch for.
Well, there's been this past week a number of awards that were
given--Oscar Awards. Perhaps there should have been one for cre-
ating the highest interest rates, highest deficits, highest unemploy-
ment, and equal opportunity for men and women to be out of work.

Thank you, Congressman Mitchell.
Representative MITCHELL. Thank you, Senator.
My colleagues and Commissioner Norwood, one of the heroes in

my life was a little known attorney named Mr. Welch and I was
thinking about him as we went through this hearing this morning.

You recall that during the days of Joe McCarthy, who is unla-
mented in my mind, finally there came a confrontation with this
little known attorney-at least little known in halls of govern-
ment-Welch, and the attorney finally was foaded into saying, "At
long last, have you no sense of decency left?

And I'm afraid that I, as one member of this panel, and the 10
million people who are unemployed because of the Reagan policies,
are being goaded into asking of the administration, "At long last,
can't you show some sense of compassion for those of us whose
lives you're beginning to wreck?"

Thank you for being here.
Senator Sarbanes.
Senator SARBANEs. Congressman Mitchell, I'd like to take just

another minute or two of Ms. Norwood's time because I want to un-
derscore again what I tried to develop in my previous questioning,
and that is how deep and pervasive the unemployment which has
taken place is and how deep and pervasive it is beyond the 9-per-
cent figure which in and of itself is at an alltime high in 40 years.

I was just looking, Ms. Norwood, at your table on veterans. I
think that's A-10. If I understand the table correctly, the unem-
ployment rate among veterans in March 1982 in the ages of 25 to
29, 30 to 34, 35 to 39, exceeds by significant margins-in one in-
stance, 17 percent as against 10.5 percent-the unemployment rate
among nonveterans.

Ms. NORWOOD. Yes.
Senator SARBANES. So that another group that is being very se-

verely impacted are the Vietnam-era veterans which many of us
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ment opportunities.

Second, as I understand it, the increase in the unemployment
over the month is entirely among those people who have lost their
jobs; in other words, people who had a job and lost it.

Ms. NORWOOD. That's correct.
Senator SARBANES. And finally, there's been an increase in the

proportion of workers who now have been without jobs for ex-
tended periods, as I understand it, 3 months or longer.

Ms. NORWOOD. Yes.
Senator SARBANES. Well, I just reemphasize how severe this situ-

ation is and how these extra dimensions-discouraged workers,
particular segments of the labor force at alltime highs in their un-
employment rate, people who have lost their jobs, an alltime record
in people engaged in part-time work for economic reasons who
would like to be working full time but are working part time, a
drop in the average weekly working hours of those who have jobs,
a diffusion of the unemployment throughout the economy in such a
way that less than a third of the industries included in the diffu-
sion index have registered employment increases, the fact that 5 of
our 10 largest States have unemployment rates above the national
level.

Thank you for your testimony.
Ms. NORWOOD. You're very welcome.
Representative MITCHELL. Commissioner Norwood, we thank you

and your colleagues for being with us this morning. We deeply ap-
preciate it.

Ms. NoRwooD. Thank you very much, sir.
Representative MrrCHELL. Out next witness is Mr. Fletcher

Byrom, who is the chairman of the Committee for Economic Devel-
opment. We are delighted that you can take time to come here. We
know how difficult it is to take what amounts to a full day away
from business and we are most appreciative that you could be here
with us.

We have a copy of your prepared statement and we are fully pre-
pared to receive your testimony as of this time.

STATEMENT OF FLETCHER L. BYROM, CHAIRMAN, COMMITTEE
FOR ECONOMIC DEVELOPMENT, ACCOMPANIED BY FRANK W.
SCHIFF, VICE PRESIDENT AND CHIEF ECONOMIST
Mr. BYROM. Thank you very much, Congressman Mitchell.
It's a great privilege to be once again before this committee.
As you know, the CED is 40 years old this year and I think

almost every year we have had the privilege of discussing the state
of the economy before this committee.

Since you have received my prepared statement, I would like, if I
may, with your permission, to put that in the record and rather
than repeat it, I would like to just quickly summarize it and then
respond to any questions that you may have.

Representative MITCHELL. Without objection, your entire pre-
pared statement will be included in the record.

Mr. BYROM. Thank you very much sir.



Our economy, interestingly enough, I think today has an excep-
tional opportunity to embark on a very sustained period of econom-
ic growth. This is fundamentally the heritage of the seventies
which was basically, now as we look back in history, a period of
liquidation of the capital base of this country and also of the public
infrastructure of the country, and to me, our situation is a little bit
like a seething volcano with demand that is just so great that if we
could eliminate the obstructions to the introduction of the opportu-
nities to exploit that potential we could in fact have a very, very
strong economy for much of the eighties at least.

Unfortunately, at this point, the progress in these directions is
being seriously impeded by the high level of interest rates and
that, in my opinion and that of the CED associates, is significantly
related to the enormous prospective budget deficits that we face.

What's happening is that high interest rates and the economic
slack that you have just been discussing are swamping the favora-
ble potential effects on investment which were introduced by the
recent policy changes, particularly including the major capital re-
covery allowances that were made last year. If you'd like later, I
could give you an example based on a model of an economic projec-
tion of one of our projects to give you an example of how these in-
terest rates impact on it.

I think there's a growing appreciation that without further
major action the budget deficit is not only going to rise well above
the $100 billion mark in 1983, but is going to continue to increase
from that point forward. This just cannot be allowed to happen. We
need, I think, early and convincing action to reduce the magnitude
and change the direction of those deficits to levels that are consist-
ent with lower interest rates and sound economic recovery.

What I'd particularly want to stress here is the importance of re-
ducing the deficit in a way that is consistent with key, long-term
goals for the economy. Among the most important of these are:
first, a progressive year by year reduction in the inflation rate
until essential price stability is achieved. Second, achievement of a
healthy economic growth and the opportunities for high employ-
ment. Third, the redirection of public policies so that a significant-
lygrowing share of what I hope will be a growing real GNP will be
devoted to investment and savings. And forth-and this is most im-
portant and you and I have had discussions before at this commit-
tee and I know you will certainly be in sympathy with the fact that
I introduce this-and this is that we have to give adequate weight
in our policies to the concerns of those disadvantaged members of
our society who have the greatest need.

Now let me outline the kind of approach toward reducing the
deficit that I believe would adequately balance the various goals
I've cited. The total reduction in the projected deficit must be ade-
quate to make a major dent in the existing inflationary expecta-
tions and reduce the pressures on interest rates and financial mar-
kets sufficiently to allow for a major revival of the capital invest-
ment that I'm talking about.

I think it's generally accepted that one of the great needs of this
Nation is to improve its competitive posture by recapitalization of
its industry and by rebuilding of its infrastructure which has so se-
riously deteriorated.



157

Given the magnitude of the required cuts, there is no major seg-
ment of the budget that should be excluded from consideration.
More specifically, with more intensive scrutiny, significant savings
in defense spending should be possible without weakening our basic
defense posture, and if you would like I would be willing to discuss
this to some degree-I m not an expert in the field, but I have
some understanding of what I believe.

An important part of the budgetary savings should come from
slowing down the indexed growth of entitlement programs, includ-
ing social security. Actually indexing of social security benefits at
less than 100 percent for a period of a few years might still be equi-
table in view of the fact that social security benefits actually ex-
ceeded the average wage increases in terms of the indexing effects
n past years.

One way to accomplish what I'm talking about-and this I recog-
nize may be somewhat harsh, but I think we have to examine all
potentials. One way would be a 1-year to 15-year moratorium on
cost-of-living adjustments to all entitlement programs. There are
budgetary savings--

Representative MrrCHELL. Excuse me. I rarely do this, but did
you say 1 to 15 years?

Mr. BYRom. No, no, I'm sorry. One year to 15 months. If I said
that, I certainly didn't mean to. One year to 15 months, and I rec-
ognize that this could be very harsh. I think it has to be looked at,
though, because I think every aspect of the budget has to be exam-
ined.

There are probably budgetary savings in other programs that
would be possible, but I think-and here I'm sure you'll be in sym-
pathy with this-that care must be taken that essential social
safety nets are preserved.

In various programs such as those concerned with longer term
investment and productive plant and equipment and very much so
in human resources, some budgetary cutbacks could actually be
counterproductive in terms of the long-range objectives that we're
looking for.

Even with a generous estimate of the savings that can be
achieved through the measures that I've recommended on the ex-
penditure side, it's clear, I believe, that a substantial contribution
will also have to come from the revenue side if the overall deficit is
to be brought down to manageable proportions.

In general, tax increases that fall on consumption, whether it be
personal or business, are to be preferred. I believe that at least a
significant part of our present problem is because of a consumption
bias to our public policy since 1966.

Some of these changes can be brought about by greater reliance
on user taxes, but I think serious consideration has to be given to
increasing various Federal excise taxes and I'm talking about taxes
on alcohol, cigarettes, gasoline, and so forth.

I think that there should be a review of the so-called safe harbor
leasing provisions, and I'd like to discuss that a little bit with you
if we have time. I happen to believe that the intent of the safe
harbor leasing program was very proper and wise. I think that
some of the things that have happned under it maybe are not as
appropriate, and I think some modification could be possible.



I think that the special oil tax allowances which were fundamen-
tally aimed at independent small producers to give them benefits
and take away some of the windfall profits tax impact on them as
small producers could be looked at.

Even if the probable yield that could be realized from these kind
of revenue measures proved to be substantial, I frankly find it hard
to envision that in conjunction with realistically achievable ex-
penditure cuts that there still will be enouqh to accomplish the de-
cisive reduction in the potential deficit that s needed.
. And just to put this in context, I'm thinking that we need to do

something on the order of $60 billion for fiscal 1983, something like
$100 billion for fiscal 1984, something like $150 billion for fiscal
1985. Here, I'm using the Congressional Budget Office projections
of what the deficit will be rather than the administration because,
frankly, as an individual, I tend to believe those to be more credi-
ble than the ones that the administration has projected at this
point.

One way to accomplish this further then might be to eliminate
or defer the provision for indexing personal income taxes in fiscal
year 1985. I suspect that that should be done. It's interesting to me
that the fact that it's there is an admission that we expect inflation
to still be a pervasive force in our society. I would hope that it
wouldn't have any effect because there wouldn't be any need for
indexing, but I don't believe that should be in there.

Now whether that in itself will still be enough to take care of the
large reductions I'm talking about, it could be. And I must say that
I have some more sympathy possibly with the administration's ob-
jectives in this than some people might have. It could be that we
must defer a part of or all of the income tax reduction in fiscal
1982 taking place in July-or I'm talking about the 1983 reduction.

The reason I'm not so happy about that is that I honestly believe
that we need to do everything we can to be sure that we reduce
expenditures as much as possible. I would hope that we would con-
tinue to move in the direction where the share of the GNP that is
taken in taxes would be reduced and I would hope that we would
move toward a number, rather than 24 percent of the GNP being
reflected by Government expenditures, that it would move in the
direction of 18 percent.

For that reason, it's obvious that I; with some reluctance, suggest
that maybe what we have to do is reduce the planned tax reduc-
tions.

I think that the advantage of everything we're talking about, if
we could accomplish that, would be that we would end up with a
fiscal policy that would be sufficiently responsible that monetary
policy then could be used to do what it's supposed to do, and that is
to provide the money supply necessary to take care of the potential
for real growth in the economy without inflationary impact.

One of the difficulties that we're in today is that in the absence
of responsible fiscal policy we have been forced to use monetary
policy as our sole weapon against inflation. In my opinion, that's
asking too much, and I believe that if we could move in the direc-
tion reasonably close to the kind of numbers I'm talking about we
would end up with a monetary policy that would in fact support
the real growth that we need.
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If those things happened, I frankly, as I said, feel that our econo-
my is like a seething volcano and I really have great hope for
where we could go if we can just get these interest rates down.

If I may, I'd just like to respond to any questions you may have,
sir.

[The prepared statement of Mr. Byrom follows:]
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PREPARED SATEMENT OF FLEcER L. BYRoM

My name is Fletcher L. Byrom. I am Chairman of the Koppers

Copany and also of the Committee for Economic Development, an organization

which is composed of 200 leading business executives and educators. I

appreciate the opportunity to appear before you to discuss key economic

policy issues that confront our nation today.

CED was founded just forty years ago, at a time when there were

widespread fears that the end of World War II would bring a major economic

downturn. The founders of CED were convinced that there was nothing

inevitable about this. They believed -- correctly -- that with proper

economic policies, both the U.S. and the world economy could experience

steady economic growth and high employment, based fundamentally on the

productive strengths of the private enterprise system. To achieve this

result, however, they argued it was essential that short-run fiscal,

monetary and other economic policies be systematically and steadily

geared to the nation's broad long-range economic goals. This emphasis

has been a central feature of CED's thinking ever since.

There are some definite parallels to that earlier situation

today, though I would certainly not want to drive the analogy too far.

Our economy currently has an exceptional opportunity to embark on a

sustained period of economic growth, based primarily on increased

private capital investment and restoration of the U.S. competitive

position. In the last several years, a growing national consensus has

finally emerged that inflation must be brought under firm control; that
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the progressive liquidation of the capital base of our nation's economic

system had to be halted; and that greater reliance needs to be placed on

competitive market forces. Yet progress in these directions is now being

seriously impeded by the high level of interest rates that is significantly

related to the enormous prospective 4udget deficits and by the continuation

of economic slack in this high-interest rate environment. These conditions

are swamping the potential favorable effects on investment of recent policy

changes, including particularly the major improvements in capital recovery

allowances instituted last year.

There is now growing appreciation that without major further action,

the budget deficit will not only rise well above the hundred billion dollar

mark in 1983 but will show successive yearly increases thereafter. This

must simply not be allowed to happen -- and both the markets and the public

need to receive clear indications soon that it will not happen. It is

imperative that early and convincing action be taken to reduce the magnitude

and change the direction of these deficits to levels that are consistent

with lower interest rates and sound economic recovery. A downward trend

xn these deficits must be clearly demonstrated and confidence built that

sucn a trend will be sustained.

What I particularly want to stress here, however, is the importance

of approaching the task of reducing, the deficit in a way that is consistent

with key long-term goals for the economy. Let me comment briefly on four

of these goals that we regard as centrally important.
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First, there is need for a progressive, year-by-year reduction

in the inflation rate until essential price stability is achieved. The

recent sharp deceleration in the rise of the Consumer Price Index is of

course very gratifying. It would be a mistake, however, if we were to

declare victory over inflation prematurely. As the chart attached to my

testimony shows, the overall inflation rate has dropped significantly in

all recent recessions, only to show a more pronounced rise in each recovery

phase. There are strong reasons for believing that we are now witnessing

more permanent progress toward bringing down the underlying inflation rate.

The trend in various recent labor agreements toward more emphasis on labor-

management cooperation to achieve greater productivity is particularly

encouraging in that connection. But adequate progress toward the goal of

reducing inflation cannot be taken for granted and fiscal and monetary

policies, in particular, must be conducted on the assumption that infla-

tionary risks remain great.

A second central policy aim is the achievement of healthy economic

growth and high employment. Given the continuing inflationary threat,

some moderation in the rate of long-term economic growth from what other-

wise might have been desirable is probably necessary. But demand restraint

must not become so severe that it blocks out necessary incentives for
1/

capital formation and productivity growth.

1/ See CED's 1980 policy statement, Fighting Inflation and Rebuilding a
Sound Economy, p.11



163

Third, public policies need to be redirected so that a signifi-

cantly greater share of the growing real Gross National Product will be

devoted to investment and saving. We need more investment not only in

new plant and equipment but also in more rapid technological progress

and innovation, in domestic energy production and conservation, in

improved skill training and education, and in public infrastructure.

Fourth, for reasons of both equity and humanity, national policy

can and should give adequate weight to the concerns of those disadvantaged

members of our society who have the greatest need.

Let me now outline the kind of approach toward reducing the

deficit that, I believe, would adequately balance the various goals I

have cited. While the specifics of this approach are my own, they are

largely in line with positions that CED has supported in the past. On

the basis of an informal check with other CED trustees, I also believe

that they would have wide support within our organization.

1. The total reduction in the projected deficit must be adequate

to make a major dent in existing inflationary expectations 
and reduce

pressures on interest rates and financial markets sufficiently to 
allow

for a major revival of capital investment.

2. Given the magnitude of the required cuts, no major segment

of the budget should be excluded from consideration. Defense spending

should be subjected to the same intensive scrutiny that has been applied

to non-defense programs. This should permit significant savings from

projected increases, at least by fiscal years 1984 and 1985, 
without any



164

weakening in our basic defense posture. Better-honed strategies, plus

improved procurement and pre-purchase planning ought to enable us to get

more for our money. Such careful scrutiny of defense spending can

strengthen our defense posture, because a strong economy is in itself

a key ingredient of U.S. overall national security.

3. In the non-defense area, an important part of budgetary

savings should come from slowdowns in the indexed growth of entitlement

programs, including Social Security, which have been adjusted annually

on the basis of the Consumer Price Index or some roughly equivalent index

to take account of inflation. It would be neither realistic nor equitable

to concentrate the principal burden of budget cuts on a narrower range of

social programs, particularly those that were already subjected to heavy

cuts last year. Indexed entitlement programs now constitute more than

one-third of the total federal budget and an even larger portion of the

non-defense budget. Adjustments to take account of inflation for these

programs have considerably exceeded the increase in average wages in the

past few years..

On grounds of equity, therefore, there is a strong case for

linking future increases in Social Security and other entitlement benefits

to average wage increases rather than the rise in consumer prices whenever

average wage increases are less than the consumer price rise. CED's

Research and Policy Committee specifically endorsed such an approach with
1/

respect to Social Security in its statement on retirement policy. However,

1/ See CED policy statement, Reforming Retirement Policies, September 1981,
p.9
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while this rule would have produced important budgetary savings in the past

few years, it cannot be counted on to produce savings in the next few years.

Most current forecasts suggest that the rise in average wages will exceed

increases in the Consumer Price Index, in line with more normal past

patterns.

Hence, a number of other possibilities should be considered if

budgetary savings are to be achieved through a slowdown in the indexed

growth of entitlement programs. As we indicated in our statement on

retirement policy last year, indexing of Social Security benefits at

less than 100 percent for a period of several years would be equitable

simply to correct in part for past increases in Social security benefits

in excess of average increases in wage rates.

One way to accomplish this purpose would be a one-year or fifteen

month moratorium on cost-of-living adjustments for all entitlement programs,

starting this July and extending until either July 1983 or the end of the

fiscal year in September 1983. According to the Congressional Budget

Office, this would yield annual budget savings of $18 billion by FY 1983

and $22 billion by FY 1985. About three-quarters of these savings would

come from Social Security. Another option would be to combine such a

one-year or fifteen-month moratorium for all entitlement programs with

allowing cost-of-living adjustments in subsequent years only for CPI

increases in excess of 3 percent. By 1985, this combination (assuming

a one-year moratorium) would produce an annual saving of S38 billion. A

third option might be to start this July with the practice of basing cost-
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of-living adjustments on the rise in the CPI less three percentage points,

yielding estimated savings of about $7 billion in FY 1983 and $24 billion
1/

in FY 1985. In connection with all of these options, some exceptions to

the rule for less-than-full indexing may be desirable to aid persons in

the lowest income categories.

4. Budgetary savings in other programs are undoubtedly possible,

in part through greater management efficiency. Care must be taken, however

that essential social safety nets are in fact preserved. Moreover, in

various programs such as those concerned with longer-term investment in

productive plant and equipment and also in human resources, some budgetary

cutbacks would actually be counterproductive in terms of the longer-range

objectives I have outlined. I consider it particularly important, for

example, that adequate funds be allocated for training the hard-to-employ,

provided these programs are properly designed. Similarly, while I see

a need for tightening up on student loan programs at both the college

and graduate levels, I believe that overly drastic cuts in this area

would run counter to the national need for more adequate investment in

the kind of education and training that our workforce will need to be

able to meet the requirements of the coming decades.

5. Even with a generous estimate of the savings that can be

achieved through the measures I have recommended on the expenditure side

1/ Still another option: holding cost-of-living adjustments to 85 percent
of the rise in the CPI. Estimated savings: -about $3 billion a year in
FY 1983 and $9 billion in 1985.
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of the budget, it is clear that a substantial contribution will also have

to come from the revenue side if the overall deficit is to be brought dcwn

to manageable proportions.

6. A number of reasonable increases on the revenue side of the

budget should be possible that would not interfere with achieving the long-

run goals I have cited. In general, tax increases that fall on consumption,

whether it be personal or business, are to be preferred. Some of these

increases can be brought about by greater reliance on user taxes, as

proposed by the Administration. Also, serious consideration should be

given to increasing various federal excise taxes on alcohol, cigarettes,

gasoline, and some luxury items, starting in 1983. Nor do I think cor-

porations should go untouched. Review of certain of the tax changes

affecting corporations that were enacted last year may be appropriate,

specifically including the so-called safe harbor leasing provision and

some of the tax allowances on hydrocarbon extraction. At the same time,

is vitally important that needed incentives for investment in new plant

and equipment be preserved, including especially provisions for adequate

capital recovery allowances. The patent inadequacy of these allowances

prior to last year, coupled with inflation and excessive regulatory burdens,

was a major factor in the effective decapitalization of a great deal of

our capital-intensive industry, particularly steel, non-ferrous metals,

railroads, the airlines, and utilities.
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I am concerned about the potential adverse effects of the proposed

minimum corporate tax on investment incentives. For example, according to

a recent article by Emil Sunley, Director of Tax Analysis for Deloitte,

Haskins and Sells, about half of the revenue gain through imposition of

the minimum tax would derive from limitations on just one tax preference,
1/

namely the use of the investment tax credit. As Sunley goes on to explain,

Any minimum tax blunts the incentive effects of tax
preferences. Congress, by enacting a minimum tax, in effect
is saying that if a business engages only a little in
activities encouraged by tax subsidies, ... no minimum tax
is imposed. But if the business is good at these activities
and specializes in them, it will have to pay the minimum tax,
putting it at a competitive disadvantage.

7. Even if the probable yield that can be realized from the kind

of revenue measures I have cited should prove to be substantial, I find it

hard to envisage that it would, in conjunction with realistically achievable

expenditure cuts, be substantial enough to produce the decisive reduction

in the potential deficit that is needed. Hence, I believe that we must look

for additional revenues through deferral of the provision for indexing personal

income taxes beginning in FY 1985 and, possibly, elimination or postponement

of at least part of the personal income tax cut now scheduled for 1983. The

potential added revenues from either or both of these steps, or possible
2/

variants that have been proposed, could, of course, be very large.

1/ See Tax Notes, February 15, 1982.

2/ Shown below are estimated revenue effects of various alternative
possibilities for deferral of the indexation of personal income taxes
and of the scheduled reductions in these taxes. (Sources: Congressional
Budget Office, Reducing the Federal Deficit: Strategies and Options
(February 1982) and, for Item (e), Office of Senator Dole.)

Footnote .2, continued
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I would consider postponement of tax indexing ahead of any

decision to defer the 1983 personal tax reduction. To reach the overall

goal for reducing the deficit, however, it may as a last resort also be

necessary to defer or stretch out at least part of the scheduled 1983

tax cut.

Footnote 2/ from o.9 continued:

(a) Full deferral or elimination of the scheduled 10 percent

personal income tax cut in 1983 and of the tax indexing now scheduled to

start in 1985. According to the Congressional Budget Office, these two

steps combined would, on an annual basis, cut the prospective deficit by

$9 billion in 1983, $37 billion in 1984, $54 billion in 1985, and $76

billion in 1986. On a cumulative basis, the estimated revenue savings

would come to $46 billion in 1984, $100 billion by 1985, and $176 billion

by 1986.

(b) Deferring tax indexation but retaining the 1983 tax cut.

This would yield estimated annual savings of $12 billion in 1985, $30
billion in 1986 and $51 billion in 1987.

(c) Eliminating or deferring the entire 1983 personal income

tax cut but retaining tax indexing. Annual savings: $9 billion in 1983,

S37 billion in 1984, $40 billion in 1985 and $44 billion in 1986. Cumula-

tive savings by 1985: $86 billion.

(d) Reducing the 1983 tax cut to 5 percent. This would, by

itself, produce annual budget savings of $4 billion in 1983, $18 billion

in 1984, $20 billion in 1985 and $22 billion in 1986. Cumulative savings

by 1985: $42 billion.

(e) "Stretching out" the scheduled 1983 tax cut, so that a 5

percent cut would be scheduled for July 1, 1983 and another 5 percent

cut for July 1984. This would save $4 billion in 1983 and $14 billion

in 1984, but only $1 billion a year in 1985-87. Cunulative savings by

1985: $19 billion.

(f) Eliminating the scheduled 1983 tax cut but starting tax
indexation in that year instead, as proposed by Senator Dole. Assuming

7 percent inflation in 1983, this would by 1985 produce about three-
fourths of the accumulated savings generated by reducing the 1983 tax
cut to 5 oercent.

(g) Making activation of tax indexation beginning in 1985
contingent on specified improvements in the budget situation.
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CED strongly favors a longer-run objective of gradually reducing

the total share of GNP taken by taxes, in balance with the phased reduction

in government spending as a share of GNP. We have also taken the position,

however, that the nation must be prepared to finance any necessary increases

in defense spending on a noninflationary basis. In this sense, deferment

or stretch out of all or part of the 1983 tax cut and of the subsequent

income tax indexation ought to be seen as part of the price that has to be

paid for the projected sharp step-up in national security outlays.

If agreement on any package of budgetary trimming is to have its

desired effect on the financial markets, business and the public, several

conditions must be met. The first of these, to be quite blunt, is that

the proposed plan must be fully credible. On too many occasions spanning

several Administrations and Congresses, budget numbers promulgated by the

Executive Branch as well as the Congress have failed to meet that condition.

Yet given the amount of supplemental information now available and the

number of analysts with sharp pencils in financial houses, business firms,

universities and the press who follow these numbers, it now usually takes

only a relatively short time before any lack of credibility becomes

apparent to everybody. I very much hope, therefore, that any agreed

new program for deficit reduction will from the start be one that is

generally accepted as "adding up."

There must also be convincing indications that the proposed

reductions will, in fact, be carried out. Congress' recent failure to

pass a meaningful budget resolution and current talk of a possible
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breakdown of the entire budget process are clearly very detrimental in

this connection.

I am not one of those who put the blame for all this on the budget

process as such. The present procedures represent a major advance over

the way things were done prior to the Budget Act of 1974. Without the

tools provided by that Act, the various participants in the current budget

debate would not be able to discuss detailed budget projections for three

or more years ahead, argue about economic assumptions, or come up with

prompt estimates of potential budget savings through alternative approaches.

Cynics might say this may not be all bad. But the fact is that the new

process has given Congress major new tools for making more rational budget

decisions. The chief problem lies in facing up to the basic choices now

that they are being presented with greater clarity.

I do not think that new legislation is required this year to

improve the budget process. But if the business community is to have

continuing confidence that agreement on a deficit-reducing package will

actually be carried out, it will be highly important that the Congress

passes the required legislation expeditiously and adheres to the basic

requirements and timetable of the budget procedure. We believe that

various other steps should also be taken to make that procedure more

effective, such as giving binding force to the first resolution, bringing

credit activities under closer control, moving various activities now

classified as "off-budget" back into the budget, and subjecting not only

the spending side but also the revenue side of the budget to closer
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scrutiny, particularly where it involves tax provisions that have the

same purpose as particular expenditure programs and should be examined

jointly with such programs. The most important immediate need, however,

is to reach an agreement on an adequate cutback in the budget deficit

that will be widely regarded as realistic.

With a credible program for progressively lowering the deficit

in coming years, there is a strong chance that interest rates will be

significantly reduced. Such a fiscal policy would provide assurance

that monetary policy could be directed at fostering rates of monetary

and credit expansion adequate to support noninflationary real growth in

the economy.

Cutting deficits and improving the fiscal-monetary mix of course

constitutes only part of what is needed to restore healthy noninflationary

growth and make our economy more productive as well as competitive. Another

part of the answer lies in removing inappropriate disincentives to the

effective working of the market mechanism and in positive measures to

increase productivity. The sharp slowdown in U.S. productivity growth

since 1973 has been profoundly disturbing, particularly when one considers

that our rate of productivity growth has lagged significantly behind those

recorded by many of our major competitors among the industrial countries.

CED is currently working on an in-depth study of how productivity might

be improved, as well as on a parallel study that examines a desirable

industrial strategy to make this country more competitive and allow it

to adapt effectively to the emerging needs of the 1980s.
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At the same time, we believe there is need for greatly increased

focus on the potentials for more extensive public-private cooperation in

a variety of areas. Just a few weeks ago, CED issued a new policy state-

ment on the opportunities which public-private partnership poses for urban
1/

communities. That statement examines in detail what has made for successful

public-private cooperation in seven major cities -- Atlanta, Baltimore,

Chicago, Dallas, Minneapolis-St. Paul, Pittsburgh, and Portland, Oregon --

and ooints to the elements of these successes that may be transferable to

other communities.

Our earlier 1978 statement Jobs for the Hard-to-Employ: New

Directions for a Public-Private Partnership similarly pointed to successful

instances of public-private cooperation in developing training and job

programs for the disadvantaged. while that statement served as a catalyst

for increased private sector involvement in these efforts, including the

creation of Private Industry Councils, we are by no means satisfied that

these efforts are as vigorous or effective as they could be. CED's

Program Committee expects shortly to issue a statement which spells out

the steps that we believe are needed to achieve more effective and

sustained business involvement in this area. Steps to enable smaller

businesses to participate effectively in these programs will bo an

important element of our recommendations since a high proportion of the

new entry-level jobs for the disadvantaged opens up in smaller businesses.

1/ See CED policy statement Public-Private Partnershios: An Opportunity
for Urban Communities, February 1982.

99-700 O-82---12
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I myself have taken a special interest in another area of needed

public-private partnership: namely, ways in which businessmen can help

to improve the caliber of our nation's high school graduates. The quality

of workers entering the labor force in the next few years will be of major

importance for the success of our efforts to revitalize the nation's

economy. There is a great deal that business can do, in cooperation with

local educational institutions, to assist in developing high school graduates

who are not only well-rounded academically but who also have the flexibility

and capacity for leadership needed to cope with the challenges of the

coming decades.

I want to make it very clear that in emphasizing the potentials

for public-private partnership in a variety of fields, we are not suggesting

that the private sector can or should be expected to assume full responsi-

bility for meeting needs that will result from current cutbacks in federal

domestic programs. What we are saying is that with time and proper

preparation, public-private cooperation at the local level can accomplish

a great deal more than is generally realized. This can, in time, also

help lighten the burden on public sector budgets. We are also saying

that success in these efforts does not depend on money alone but requires

creative and energetic personal involvement by public and private local

leaders to work out mutual problems in a constructive fashion. The

President's new Task Force on Private Sector Initiatives which is

headed by my good friend, Bill Verity, is working hard on plans for

encouraging such involvement.

All of these efforts at public-private cooperation can contribute

to a national economic environment that is conducive to steady, non-

inflationary growth. But early and convincing action to restore the more

viable fiscal-monetary mix needed to achieve that goal should be everyone's

first order of priority today.
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Representative MITCHELL. Thank you for your statement. I must
say it's rather astounding in certain portions. A reduction in the
deficit of the magnitude you suggest is exceedingly difficult for me
to even comprehend if we look at the present attitude of the Con-
gress and the present state of the economy. Maybe it's worth a
shot. I don't know.

You stated that subjecting the defense budget to the same stand-
ards as nondefense expenditures should permit significant savings
from projected defense increases-that would be for fiscal years
1984 and 1985-without any weakening of our basic defense pos-
ture.

You join with a very fine member of the administration, Mr.
David Stockman, who suggested at one point that $20 billion in
waste exists in the military budget and could be eliminated with-
out harming our national posture at all.

In your opinion, what magnitude of savings do you think is possi-
ble in the defense area? You said you're not an expert and I would
receive your reply within that statement.

Mr. BYROM. Well, I base this, very frankly, on an experience-
and the last thing we need is a character coming before you who
says, "Now back in World War II"-but I was with the Naval Ord-
nance Laboratory during the Second World War, and at the end of
the war, Ollie Burke, a name you well know, asked me to stay on
as chairman of a task force to try to determine what the research
and development policy for the Navy Department should be in
naval weapons. And we looked at the situation where, as is
common, the desires and the needs as expressed contemplated that
we should maintain our arsenal in the most modern posture that it
could be at all times. And, at the same time, as you'll recall, we
were just then moving out of subsonic status; we had just fissioned
the atom; we were starting to look at rocketry and that sort of
thing, and the problem was how do you also be prepared for what-
ever you're going to need 10 years out.

Frankly, our task force looked at it and decided that at that
point in time the economy of the United States couldn't afford to
be currently up to date in every respect and also be spending the
money that was needed to be prepared 10 years hence.

And we recommended that we take the modification that we
were working on for the particular marked weapons that we had
and complete that and put that into production and put that into
inventory, and recognize that if we had to go to war within a 10-
year period we would be going to war with those weapons.

I think one of the things that we aren't doing, as I read the
papers-and I have to say that that's my sole source of knowledge
on this-is that we're not willing to recognize that the fundamen-
tal strength of the economy in the United States is a first priority
in order to have any kind of a defense posture. You cannot be pre-
pared to defend yourself if your industry has been allowed to go to
pot.

So that even though we would like to fulfill all the needs that we
foresee, we may not be able to do everything we want all at the
same time and we may have to make choices. And I'm sure that
every expressed need of every part of the services is a legitimate,
logical statement of their perceptions of the needs, but somewhere



or other we have to prioritize those requirements and we have to
say we can afford so much and we're going to do the best we can
with this kind of money. Anything more than that is going to shat-
ter the nature of our economy. That's what I had in mind.

Representative MITCHELL. Would this approach possibly yield the
$20 billion that Mr. Stockman alluded to?

Mr. BYROM. I would certainly hope so. I had a number slightly
higher in mind.

Representative MITCHELL. What number did you have in mind?
Mr. BYROM. Well, I was hoping that it would be something in the

order of $25 or $30 billion for fiscal 1983, which is now-you know,
you have to get at it pretty fast. That may not be possible.

Representative MITCHELL. Of course, we could achieve enormous
savings in the military if we would prevent the cost overruns. I un-
derstand right now that the Fedeal Bureau of Investigation is look-
ing at one branch of our service where cost overruns have been es-
timated up to 80 percent.

Mr. BYROM. Well, Congressman, I'm an engineer, and one of the
problems on anything of this sort-and it's tough to do-is that you
have to freeze the design. It doesn't matter whether I'm building a
blast furnace for somebody or a coke oven or somebody is trying to
build some new piece of weaponry. Unless you freeze the design at
some point, you can be certain the cost overruns will continue. And
the difficulty with scientists and engineers is that they always
want to be sure that they are completely up to date with where
they are, and I don't blame them. This is what they're hired to do.

On the other hand, somebody has to say, gentlemen or ladies,
we're going to freeze it here.

Representative MITCHELL. A number of committees of the Con-
gress and individual Congresspersons are wrestling with this prob-
lem of indexing. I'm not at all sure that any clear discernible trend
has emerged, but let me try to look at the other side of the coin in
terms of one of your recommendations on indexing.

While social security clearly benefits families in all income
brackets-there's no question about that-most of the elderly poor
receive social security payments which really is the main reason
why poverty is less prevalent among the aged as compared with
the nonaged households. Counting in the transfer payments, how-
ever, the incomes of large numbers of elderly households still re-
mains very, very close to the poverty line?

In your prepared statement you recommend a limit or some sort
of limit on the extent of indexing in entitlement programs, particu-
larly social security. When you made that statement, when you
prepared your background to make that statement, did you think
about any estimate of how much more poverty could be created if
we took that indexing approach.

Mr. BYROM. Yes. Maybe I didn't say it in my oral statement-I
mean to-that there need to be, I would believe, some exceptions to
this indexing program for those who are most disadvantaged and
at the closest level of poverty.

In connection with all these options, some exception to the rule
for less than full indexing may be desirable to aid persons in the
lowest income categories. I just think it is a probability that you will
have to do that.



Representative MITCHELL. You and I are together, beyond any
reasonable doubt, on the issue of putting into effect and really im-
plementing some programs for the socially and economically disad-
vantaged in our country, particularly job training programs. We've
got a whole new manpower demand out there, much of which is
not being met because we don't have trained people.

I'd like to ask you a couple questions in this area. In your pre-
pared statement, you stress the need for effective and adequately
funded education and training programs for the hard-to-employ.
There are a number of suggestions now being moved around on
Capitol Hill and in the White House, a number of pending propos-
als for revamping the CETA program to fit this sort of description.

Do you have some specific approaches in mind for this?
Mr. BYROM. Well, as I'm sure you will recall, the CED actually in

a 1978 statement called "Jobs for the Hard-to-Employ" recommend-
ed an increase in public-private partnerships, and we like to be-
lieve at least that that particular statement had something to do
with the establishment of the so-called PIC's in the CETA program.

I come from a background of at least regional experience with
the NAB and with job training programs and so forth, and I've
always been convinced that you need something where, in effect,
you're training for a job that you know is there. There's nothing
worse than to train somebody and give them the aspiration for em-
ployment and then not have a job out there.

I do not believe, in my opinion, that the PIC's are working very
well in a number of places. There are a lot of places where they
aren't working as well as they should.

Representative MITCHELL. What about in our city?
Mr. BYROM. Here in Washington?
Representative MITCHELL. No, I'm talking about Baltimore.
Mr. BYROM. In Baltimore, I don't know if it is working very well. I

think of New York. Some parts of New York are doing quite well. St.
Louis, Boston-and I'm not an expert on this. I sort of have an
overview of it and I can't honestly tell you how well Baltimore is
doing.

Representative MITCHELL. Then would you be in a position to
advise me as to what are the key ingredients that make this a suc-
cessful venture where it is a successful venture?

Mr. BYROM. I think I know a little bit about it. For example,
there is an interesting program in-I think it's in Bedford Stuyve-
sant, but at least it's a disadvantaged area of New York, where
they're training diamond cutters. In St. Louis, a fellow by the
name of Lou Brock, the baseball player, has a program to train in-
stallers for cable television which is something where in an 8-week
program somebody who fundamentally has very few in the way of
employable skills can be trained to be a perfectly good cable televi-
sion installer, and that, as you know, is a burgeoning industry, de-
spite the state of the economy, and there are installers needed.

My feeling, to make a successful PIC, to be honest with you, is
that the leaders of the community have to decide that they want to
make it work.

Representative MITCHELL. The business community?
Mr. BYROM. Well, yes, the business community has the major re-

sponsibility to make it work, but I'm not trying to say that other



segments of the local society shouldn't be a part of the policymak-
ing. I'm not trying to say this is business' responsibility. But unless
the leaders in business decide that this is something they want to
make go, it isn't going to go. And I've said that in our CED meet-
ings and, as a matter of interest, we've just come out recently with
a statement called "Public-Private Partnerships in the Revitaliza-
tion of Cities," and we are having forums all around the country
and we're doing all we can to let people understand that locally
they can do something about their situation.

Representative MITCHELL. I just have two more questions. You're
right, there's got to be a partnership and there's got to be a com-
mitment on the part of the business sector, but there's got to be a
commitment of some duration.

Mr. BYROM. Absolutely.
Representative MITCHELL. I think when the National Alliance for

Business [NAB] was formed, it came out of a very tumultuous situ-
ation that the Nation was confronting, and beyond any shadow of
doubt the initial efforts on the part of NAB's worked. It got jobs for
people. But then just as soon as the tension in our cities subsided,
I've seen really the withdrawal of the business community from
this particular effort.

We're dealing with a problem that has been in effect for far too
long, for far too many decades, and I would )ust suggest that as
CED pursues its selling of this idea that you ve got to sell along
with it the idea of a commitment period of almost a decade.

Mr. BYROM. Oh, sure.
Representative MITCHELL. It's not a one-shot thing, a 1- or 2-year

thing.
Mr. BYROM. Congressman, I forgot to introduce Frank Schiff, my

associate who's vice president and chief economist for the CED, and
he just mentioned to me that we're about to come out with a pro-
gram statement in this area, if he might comment.

Representative MITCHELL. Yes, if you will, please.
Mr. SCHIFF. Well, I think, as a matter of fact, one of the other

trustees of CED, Mr. Lindsay, has testified in this area to point out
some of the key elements that we think ought to be involved in a
new program. One of the most important things is not only-obvi-
ously, the business leaders have to be ready to lead in their local
communities, but the overall setup, the overall arrangement has to
be one that gives them a chance to really do something, to have an
important voice.

One of the reasons many of those private industry councils in the
past have not worked well enough is because they have been too
restricted. They have not really had independence and independent
staffs and so on.

Representative MITCHELL. Too restricted by whom?
Mr. SCHIFF. Well, I think by the local government units, councils.

The arrangement has not always been one in which there was
enough of an opportunity to do a really independent job working in
this area, and there are other ideas in terms of relation to the edu-
cation system, in terms of a series of other arrangements, better
performance standards and other standards that I think we will
suggest.



Mr. BYROM. Let me address myself just for a minute-in Pitts-
burgh, for example-and I'm not in any way criticizing anybody-
but, as you know, we have a very complex political system. We
have 139 separate political entities in Greater Pittsburgh and we
have a set of county commissioners and we have a mayor and we
have a city council. And you get into a question such as we're talk-
ing about here-and this is a very political question in addition to
being a very significant humane problem.

I was talking to Congressman Coyne about this recently and we
agreed that there's a lot we can do to just get better understanding
between the various sectors of our society in the community, such
as Baltimore or Pittsburgh, where we first understand that basical-
ly we're all in agreement as to what we're trying to do, and then
try to figure out how to remove the differences we may have as to
how we implement our objectives.

Too often in our society I find we start off enunciating the dis-
agreements we have and we never get around to finding out that
we're all trying to accomplish the same thing.

Representative MITCHELL. Yes, I agree with you, but there's just
one other factor that you've got to take into account and that is-
and I'll say with reference to the minority community, I think in
most cities there's a kind of skepticism. You know, you've come out
time and time again saying we're going to do this. I know of one
businessmen's group that said in one city we're going to put up
housing. They never did do it. There was a commitment on NAB's
part. That dwindled away. Now there's really a kind of skepticism
that has to be overcome and I'm not quite sure-you're in a catch-
22 situation. You've got to produce something first before you over-
come the doubt and skepticism and you can't produce without win-
ning the confidence of large segments of the community.

Mr. BYROM. May I just take 2 or 3 minutes to express an experi-
ence I had?

Representative MITCHELL. Sure.
Mr. BYROM. Back in the early 1960's, in fact 1960, I chaired in

Pittsburgh a sort of-we called it an ad hoc committee. It was
made up of a few white businessmen and some leading people in
the black community at that time, and we agreed that we really
had to sit down and start to understand the perspectives that each
of us held about various things.

At any rate, because of that experience, I remember very vividly
that in 1960 you could stand outside the headquarters of any major
corporation in the United States at quitting time and there
wouldn't be a black face come out of the building. And I can re-
member that you could go to a major department store in Pitts-
burgh and see neither black sales people nor black customers.

Bod Halbern in his book, "Business Civilization and Decline,"
points out that one of the tragedies is that the psychic gains be-
tween generations are not cumulative, and what were my aspira-
tions have become my children's entitlements, and there's no histo-
ry to show how much progress has been made.

The fact is that you know and I know that there has been fantas-
tic progress from a nothing situation in the early 1960's to where
we are today, but if you are a black, undereducated teenager today,



with no hope of employment, what I've just said doesn't mean a
thing to you; and I understand exactly what you're saying.

Representative MrrCHELL. Because the illustrations that you cite
were not the direct result of the sole and exclusive efforts of the
business community.

Mr. BYROM. No.
Representative MITCHELL. What I was pointing to was in the past

there have been sole and exclusive commitments made by the busi-
ness community and they simply have either, No. 1, never materi-
alized or, No. 2, after the initial commitment the interest dwindled.
I wish you well. I think we need this kind of partnership.

I must say in all candor, despite my good relationship with you,
I'm not quite as sanguine as you are.

Mr. BYROM. Let me say that I'm not sanguine. I understand the
charge you're giving me and I think the CED understands this, and
I think that these kinds of questions have to be the responsibility
of all of us and we don't have a lot of time to deal with them.
We've got to get going on them.

But we're doing some things in Pittsburgh, for example, with
what we call a partnership program with the public schools, where
some 14 schools have been, in effect, adopted by businesses in town,
and we've really done, I think, some very exciting things. The
Robert Wood Johnson Foundation is underwriting a program, on a
matching gift basis, to give support to some 10 different experi-
ments where coalitions of labor, business, government, the health
delivery system, and so forth, will work together to provide increas-
ing quality of delivery of health care at costs which are not run-
ning wild the way they are now.

I think that I happen-and I guess here is where you and I
might come to some disagreement. My feeling is that the past
decade or two has tended to give some of us an opportunity to cop
out on our obligations as human beings. We have tended to assume
that the Government would take care of responsibilities that were
fundamentally ours as individuals, and I happen to have a belief
that John Donne was right when he said, "Don't say for whom the
bell tolls; it tolls for thee," and I didn't pick my parents; I didn't
pick my country; I didn't pick my race. I didn't pick the time in
civilization that I'm living, and I think that those gifts, if you will,
impose on me an obligation to have a sensitivity toward the prob-
lems of my fellow man and we've got to do something about it. And
what we need to do is get more and more people to understand
that each of us as individuals has a responsibility toward the well-
being of our fellow man.

Representative MITCHELL. I just wish that you represented the
entire business community in that line of thinking, but keep sell-
ing it. You're a fascinating witness and you've given us a great
deal of information. I really have a lot more questions to ask you,
but that's not fair. I do want to submit some questions to you for
response. I'll just write you.

Mr. BYROM. Fine, I'd be happy to come down and talk with you
anytime you would like.

Representative MITCHELL. Thank you very, very much for taking
the time to be here.

Mr. BYROM. Thank you, Congressman.
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FRIDAY, MAY 7, 1982

CONGRESS OF THE UNITED STATES,
JOINT EcoNomic ComMrrrEE,

Washington, D.C.
The committee met, pursuant to notice, at 9:35 a.m., in room

2128, Rayburn House Office Building, Hon. Henry S. Reuss (chair-
man of the committee) presiding.

Present: Representative Reuss and Senator Kennedy.
Also present: James K. Galbraith, executive director; Louis C.

Krauthoff II, assistant director; and Mary E. Eccles and Mark R.
Policinski, professional staff members.

OPENING STATEMENT OF REPRESENTATIVE REUSS, CHAIRMAN

Representative REUSS. Good morning. The Joint Economic Com-
mittee will be in order.

The April figures on unemployment are in and they're terrible.
Today's 9.4-percent unemployment rate is the highest at any time
since the Great Depression, 10,300,000 men and women are out of
work, millions more are the victims of part-time unemployment,
and with the jobless rate of 9.4 percent that means that almost 1
out of 3 members of the labor force is going to find himself or her-
self out of a job some time this year.

All of this thanks to the economic policies of President Reagan
and his branch office over at the Federal Reserve.

The President's answer to the unemployed was his budget com-
promise of yesterday in which I think compromise to the jobless
seems to be of further cuts in training, further cuts in job pro-
grams, further cuts in aid to the children, further cuts to education
and nutrition, and, instead, a program of school prayers presum-
ably prepared by the Reverend Falwell.

It's time somebody said it. Mr. Reagan's policies aren't just mis-
taken; they're wicked. Congress will have to step into the gap here.
With Congressman Udall, Congressman Miller, and others, we've
introduced a program to bring interest rates and deficits down to
levels that can sustain a recovery. Congress will have to force the
administration's hand by attaching a rider containing additional
revenue-raising measures to the bill extending the debt ceiling
which the President in the nature of things has to sign. Then, in
fashioning the first budget resolution, the Congress must issue a di-
rective to the Federal Reserve to refrain from frustrating recovery
by further tightening monetary policy.

(183)



These are set forth in the program presented by us yesterday
and are available at the press table. And, without objection, I will
provide a copy for the record.

[The information referred to follows:]
CONGRESS OF THE UNITED STATES,

HousE OF REPRESENTATIVES,
Washington, D.C., May 5, 1982.

Hon. JAMES JONES,
Chairman, Committee on the Budget.
Hon. DAN ROSTENKOWSKI,
Chairman, Committee on Ways and Means,
US. House of Representatives, Washington, D.C.

DEAR Jim AND DANNY: With the economy in such bad shape and the President
unwilling to make any concessions on taxes or military spending, the Committees
on the Budget and on Ways and Means must now assume responsibility for forging
an acceptable budget and tax program.

The elements of such a program are widely recognized. We must have a budget
which lowers the deficit dramatically from this day forward, until there is a reason-
able prospect of budget balance in a few years. We must protect vital social pro-
grams, including Social Security. We must allow for an increase in our military
forces. And we must dramatically improve the fairness of our tax system by undoing
many of the excessive tax breaks and loopholes for wealthy individuals and busi-
nesses which were enacted last year, as well as continuing to seek out and eliminate
excessive, wasteful, unfair and unnecessary tax preferences which have long been
on the books.

We expect the Budget Committee will meet this challenge, and produce a pro-
gram which provides for budget deficits dramatically lower than would occur under
current policy assumptions, while doing so more fairly and realistically than the
President has proposed in his Budget. At the same time, we expect the Ways and
Means Committee to produce a tax package which contributes constructively to re-
ducing the deficit, and which restores some of the progressivity to our tax code
which was lost last year in the enactment of Kemp-Roth and other excessive new
tax preferences. We offer our support to you in these efforts.

The truth, however, is that these efforts alone are not enough. The purpose of
deficit reduction is to permit lower interest rates and so to foster a rapid recovery
from the present recession. Actions taken now to lower the deficit in years ahead
are definitely needed. But they will not lower interest rates now, and will not foster
economic recovery now, unless they are accompanied by an easing of monetary
policy now. And the Chairman of the Federal Reserve Board has said, clearly, em-
phatically and without reservation, that he refuses to change his monetary policies
unless Congress orders him to do so.

The Federal Reserve should therefore be instructed in the Budget Resolution to
adjust its monetary targets for 1982 in order to assure full recovery and lower inter-
est rates. This measure, taken in conjunction with steps toward fiscal responsibility
outlined above, would engender a rapid reduction in the deficit, from two sources:
lower interest payments on the national debt, and higher revenues from the more
rapid recovery of the economy which would then occur.

With monetary policy during 1982 we have a special problem. For 1981, the Feder-
al Reserve announced that it would try to achieve money growth of between 3 to 6
percent. Instead, it achieved only 2.2 percent money growth for the year. Then, in
February 1982, the Federal Reserve announced that the money growth target range
for 1982 had been set 2.5 to 5.5 percent from a base that was severely depressed by
the failure to attain even the bottom of the 1981 target range.

So far this year, the Federal Reserve has actually permitted money growth of 8.9
percent at an annual rate, which is much more in line with the requirements for
economic recovery than the announced targets. But this rate of growth presents its
own problems.

If the Federal Reserve decides to stick with its Ml growth targets of 2.5 to 5.5
percent, the fact that money growth has exceeded the upper limit during the first
four months means that growth will have to be severely restricted between May and
December. For example, to hit a 4 percent money growth rate for 1982-the mid-
point of the range-would require less than 1 percent money growth for the rest of
this year, much less than the actual growth rate of last year. How could such mone-
tary stringency give us anything but even higher interest rates and continued reces-
sion?



On the other hand, the Federal Reserve may decide to let the current rate of
money growth continue through the rest of the year. But if the Fed does this with-
out publicly revising upward its monetary target ceiling, it will make a mockery of
the requirements of the Humphrey-Hawkins Act. Worse, it will add to the uncer-
tainty that currently prevails in the financial community. The result will be unnec-
essary upward pressure on interest rates as lenders demand higher uncertainty pre-
miums.

We propose that the 1983 Budget Resolution include instructions to the Federal
Reserve to announce new monetary growth targets for the year. One way to do this
would be for the Federal Reserve to announce a feasible six-month target beginning
July 1, 1982, rebased to the level of the money supply in the second quarter of 1982.
Such as action would clearly convey that the Federal Reserve intends only a once-
for-all correction, and not a sustained, potentially inflationary increase of the
money growth rate.

It would be nice if Congress could reach an agreement with the Federal Reserve
without the necessity for a formal congressional instruction. Unfortunately, it ap-
pears that this will not be possible. Just late last month, the House Banking Com-
mittee, by a vote of 26 to 14, called on the Federal Reserve to agree to link a loosen-
ing of its monetary targets to congressional action which reduces the deficit. Federal
Reserve Board Chairman Paul A. Volcker rejected the Banking Committee's over-
ture the same day. Accordingly, the Federal Reserve has aligned itself with the in-
transigence of the Administration, and will have to be dealt with in the same way-
by formal instruction in the appropriate format.

The 1975 precedent, H. Con. Res. 133, establishes that an instruction embodied in
a Concurrent Resolution of Congress is binding on the Federal Reserve. Therefore, a
simple statement of policy in the Budget Resolution, effective when the President
signs the tax measure listed in (1) above, will suffice: "The Federal Reserve shall
ease its present 5.5 percent monetary growth ceiling, so as to permit full economic
recovery and lower interest rates."

There is no need, in our view, to put the Federal Reserve in a straitjacket of con-
gressionally imposed monetary targets or congressionally mandated technical proce-
dures. The Federal Reserve is quite capable of reading, understanding, and acting in
response to a general policy directive, and Congress is quite capable of distinguish-
ing compliance from inaction.

In the case of the Administration, a sterner format is necessary. The President
has indicated he might veto tax legislation which incorporates significant deficit-
closing increases. Therefore, this measure must be adopted in a form which the
President would find extremely distasteful to veto. Only one such vehicle is availa-
ble: the debt ceiling increase, which, like the Budget Resolution, must be enacted
within the next few weeks. The Ways and Means Committee thus can attach needed
revenue legislation to the debt ceiling extender and report a conglomerate debt-and-
taxes bill to the Floor for prompt action. We need not decide at this time what steps
would be necessary in the event the President vetoes such a bill.

Prompt action by the Budget and Ways and Means Committees along the lines
suggested above provides the best remaining hope of preserving the budget process
from destruction and of avoiding a political stalemate which would make economic
recovery impossible and imperil the American economy. We are confident that an
appeal to the good sense and patriotism of Democrats and Republicans alike can
lead to the adoption of a budget on a bipartisan basis if we act now. Success cannot
be guaranteed, but the stalemate leaves us no choice but to act.

Sincerely,
Monais K. UDALL,
GEORGE MILLER,
HENRY S. REUSS,

Members of Congress.

Representative REuss. By seizing these opportunities Congress
can rise above the scapegoating, establish the basis for a sound re-
covery, and show the people that Congress has the power to set
things straight.

Commissioner Janet Norwood, accompanied by Mr. Plewes of the
Bureau of Labor Statistics, is here, and we welcome you, as always,
Commissioner Norwood. Would you present the report for the
April unemployment figures?



STATEMENT OF HON. JANET L. NORWOOD, COMMISSIONER,
BUREAU OF LABOR STATISTICS, DEPARTMENT OF LABOR, AC-
COMPANIED BY THOMAS J. PLEWES, ASSISTANT COMMISSION-
ER, OFFICE OF EMPLOYMENT STRUCTURE AND TRENDS
Ms. NORWOOD. Thank you, Mr. Chairman. I am very glad to have

this opportunity this morning, together with Thomas Plewes who is
Assistant Commissioner for labor force and employment data, to
offer the Joint Economic Committee a few brief comments to sup-
plement our press release this morning.

Job-market conditions continued to deteriorate in April. Employ-
ment in construction reponded very weakly to the improved spring
weather, and factory jobs continued to decline. The unemployment
rate rose to 9.4 percent.

Unemployment, which generally drops substantially each year
from March to April, declined much less than usual this year-by
330,000. Businesses customarily increase staff as the spring weath-
er sets in, and large numbers of people usually resume job search
activity as opportunities for outdoor work increase. This April,
however, the continued impact of the recession dampended all of
these developments. As a result, after seasonal adjustment, the
number of unemployed workers increased by 450,000, and the job-
less rate rose. This April change in unemployment affected most
labor force groups, especially adult men and women. The jobless
rate for adult men was 8.2 percent in April, a post-World War II
high. The rate for adult women was 8.3 percent, close to the 8.5
percent high reached in May 1975. Jobless rates for black workers
continued at extremely high levels in April and the black force
participation rate dropped.

Since the recession began last summer, the overall unemploy-
ment rate has risen by more than 2 percentage points, from 7.2 to
9.4 percent. Over the same period, the number of unemployed
workers has risen by 2.5 million, with about 60 percent of this in-
crease occurring among adult men. In addition, the number of per-
sons working part time for economic reasons has increased by 1.5
million since July.

The employment-population ratio-that is, the proportion of the
population who are employed-was 57.1 percent in April; and this
represents a decline of nearly a point and a half since last July.

Employment in both the household and the business surveys in-
creased from March to April, but the change fell short of usual sea-
sonal expectation. As a result, after seasonal adjustment, employ-
ment declined in both surveys. The 200,000 decline in the payroll
survey was concentrated primarily in construction, retail trade,
and manufacturing.

Construction jobs were down by 85,000 over the month, after sea-
sonal adjustment. They have declined by nearly 400,000 over the
past year. During that period, the unemployment rate for construc-
tion workers has risen from 14.5 to 19.4 percent. Jobs in retail
trade declined by 70,000 in April, after seasonal adjustment; em-
ployment in this traditional growth industry has risen less than
100,000 since last July.

Employment in manufacturing is especially sensitive to recession
conditions and in April factory jobs continued the steady decline
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which began last July. The 80,000 over-the-month drop was quite
widespread. Job losses were especially large in the metals and ma-
chinery manufacturing, transportation equipment, and apparel in-
dustries. Total factory jobs were down by 1.3 million since July,
and the jobless rate for factory workers has increased from 7.3 to
11.3 percent.

In summary, the employment data for April released this morn-
ing show continued weakness in the economy. The unemployment
rate rose above 9 percent. The early spring pickup in construction
and retail trade jobs was much smaller than usual, and the
number of factory jobs continued to decline. Indeed, in several in-
dustries within the manufacturing sector, the number of payroll
employees was below the level reached at the trough of the 1975
recession.

Mr. Chairman, Mr. Plewes and I would be glad now to try to
answer any questions you may have.

[The table attached to Ms. Norwood's statement, together with
the press release referred to, follows:]

UNEMPLOYMENT RATES BY ALTERNATIVE SEASONAL ADJUSTMENT METHODS

X-11 AIM rmetW X-1l
nad- -- - metful Ra

nth aI year justed(f e
rate Offal StabLe Total Reidual official

(1) (2) (3) (4) (5) (6) (7) (8)
1981

April.. ........... ..... ......... 7.0 7.3 7.3 7.2 7.3 7.3 7.3 0.1
May........ ............... 71 7.5 7.5 7.8 77 7.5 7.6 .3
June . .. ... ... 7.7 7.4 7.4 7.3 7.3 7.3 7.4 .1
July 7.................. .... 7.3 7.2 7.2 7.2 7.2 7.2 7.1 .1
August . .. .... .... ............... 7.2 7.3 7.3 7.3 7.3 7.3 7.3 ...........
September ... .... ......... .......... 7.3 7.6 7.6 7.5 7.6 7.6 7.6 .1
Octobef ..... .. ........... 7.5 8.0 8.0 8.1 7.9 7.9 8.0 .2
November. 7 9 8.3 8.3 8.4 8.3 8.3 8.4 1
Decmber . ......... 83 8.8 8.8 8.8 8.8 8.6 8.8 .2

1982
January............... ........... 9.4 85 86 8.5 8.6 8.7 86 2
February ............ 96 88 87 8.6 8.8 89 87 3
March...... ... 95 90 90 8.9 9.0 93 90 4
April.. . . .... 9.2 94 93 9.4 9.5 94 94 2

EXPLANATION OF COLUMN HEADs

(1)Unadjusted rate-Unemployment rate not seasonally adjusted.
(2) Official rate (X-11 ARIMA mthod).-The published seasonally adjusted rate.

Each of the 3 major labor force components-agricultural employment, nonagricul-
tural employment and unemployment-for 4 age-sex groups-males and females,
ages 16-19 and 20 years and over-are seasonally adjusted independently using data
from January 1967 forward. The data series for each of these 12 components are
extended by a year at each end of the original series using ARIMA (Auto-Regres-
sive, Integrated, Moving Average) models chosen specifically for each series. Each
extended series is then seasonally adjusted with the X-11 portion of the X-11
ARIMA program. The 4 teenage unemployment and nonagricultural employment
components are adjusted with the additive adjustment model, while the other com-
ponents are adjusted with the multiplicative model. A prior adjustment for trend is
applied to the extended series for adult male unemployment before seasonal adjust-
ment. The unemployment rate is computed by summing the 4 seasonally adjusted
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unemployment components and calculating that total as a percent of the civilian
labor force total derived by summing all 12 seasonally adjusted components. All the
seasonally adjusted series are revised at the end of each year. Extrapolated factors
for January-June are computed at the beginning of each year; extrapolated factors
for July-December are computed in the middle of the year after the June data
become available. Each set of 6-month factors are published in advance, in the Janu-
ary and July issues, respectively, of Employment and Earnings.

(3) Concurrent (X-11 ARIMA method).-The procedure for computation of the offi-
cial rate using the 12 components is followed except that extrapolated factors are
not used at all. Each component is followed adjusted with the X-11 ARIMA pro-
gram each month as the most recent data become available. Rates for each month
of the current year are shown as first computed; they are revised only once each
year, at the end of the year when data for the full year become available. For exam-
ple, the rate for January 1980 would be based, during 1980, on the adjustment of
data from the period January 1967 through January 1980.

(4) Stable (X-11 ARIMA method).-Each of the 12 labor force components is ex-
tended using ARIMA models as in the official procedure and then run through the
X-11 part of the program using the stable option. This option assumes that seasonal
patterns are basically constant from year-to-year and computes final seasonal fac-
tors as unweighted averages of all the seasonal-irregular components for each
month across the entire span of the period adjusted. As in the official procedure,
factors are extrapolated in 6-month intervals and the series are revised at the end
of each year. The procedure for computation of the rate from the seasonally adjust-
ed components is also identical to the official procedure.

(5) Total (X-11 ARIMA method).-This is one alternative aggregation procedure,
in which total unemployment and labor force levels are extended with ARIMA
models and directly adjusted with multiplicative adjustment models in the X-11
part of the program. The rate is computed by taking seasonally adjusted total unem-
ployment as a percent of seasonally adjusted total civilian labor force. Factors are
extrapolated in 6-month intervals and the series revised at the end of each year.

(6) Residual (X-11 ARIMA method).-This is another alternative aggregation
method, in which total employment and civilian labor force levels are extended
using ARIMA models and then directly adjusted with multiplicative adjustment
models. The seasonablly adjusted unemployment level is derived by subtracting sea-
sonally adjusted employment from seasonally adjusted labor force. The rate is then
computed by taking the derived unemployment level as a percent of the labor force
level. Factors are extrapolated in 6-month intervals and the series revised at the
end of each year.

(7) X-11 method (former official method).-The procedure for computation of the
official rate is used except that the series are not extended with ARIMA models and
the factors are projected in 12-month intervals. The standard X-11 program is used
to perform the seasonal adjustment.

Methods of adjustment.-The X-11 ARIMA method was developed at Statistics
Canada by the Seasonal Adjustment and Times Series Staff under the direction of
Estela Bee Dagum. The method is described in "The X-11 ARIMA Seasonal Adjust-
ment Method," by Estel& Bee Dagum, Statistics Canada Catalogue No. 12-564E,
February 1980.

The standard X-11 method is described in "X-11 Variant of the Census Method II
Seasonal Adjustment Program," by Julius Shiskin, Alan Young and John Musgrave
(Technical Paper No. 15, Bureau of the Census, 1967).

Source: U.S. Department of Labor, Bureau of Labor Statistics, May 1982.
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THE EMPLOYMENT SITUATION: APRIL 1982

Unemploymeot increased in April and employment declined after seasonal adjustment, the
Bureau of Labor Statistics of ths U.S. Department of Labor reported today. The Natios's

unemployment rate rose from 9.0 to 9.4 percent, the highest recorded in the post-World War If

Nonfarm payroll employment--as derived from the monthly survey of establishnents--declined
by 200,000. Total employment--as derived from the monthly survey of households--edged down for
the second consecutive month. Since their peaks last year, both employment series have declined

by about 1.5 million.

Unonployment

Unemployment, which usually declines in April, fell less than seasonaily and, after sessonal

adjustment was up by 450,000. The oerall unemployment rate rose four-tenths of a point to 9.4
perceot. it had been 7.2 percent last July, the pre-recessioneries low.

The April rise in unemployment was widespread, as adult men (8.2 percent), adult women (8.3
percent), and teagers (23.0 percent) experienced increases in their jobless rates. The rise

in unemployment was felt most heavily by workers in the construction and durable goods
manufacturing industries. The unemployment rate for blue-collar workers rose to a record 13.7
percent in April, up from 9.5 percent last July. tn contrest, the rate for white-collar workers
was about unchanged over the month, at 4.9 percent; it has risen by about a percentage point
sione July. (See tables A-I and A-5.)

Among race-ethnic groups, the jobless rate for white workers rose to 8.4 percent in April,
up from 6.3 percent last July. The unemployment rate fnr black workers was 18.4 percent; it had
been 14.9 percent In July. The rate for Hispanics, 12.5 percent, ws 2-1/2 points above the
July level. (See table A-2.)

About three-fifths of the over-the-month increase in joblessness was among job losers, who
accounted for 57 percent of the unemployed. The median duration of unemployment rose from 7.6
to 8.5 weeks, while the mean duration was little changed ot 14.2 weks. Increases ocrored in

the number of persons uneployed less thao 15 eeks and those out of work for 27 weeks or
longer. (See tables A-6 and A-7.)

Total Employment and the Labor Force

After seasonal adjustment, total employment edged down in both March and April, with the
2-month decline totaling a quarter of a million workers. At 9 .3 million, total employment has

99-700 0-82-13
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dropped by 1.5 million from last July. While employment of adult women was little changed over
this period, that for adult men declined by 890,000, and teenage employment fell by 540,000.
The percentage of the population employed continued to tread downward; at 57.1 percent in April,the employment-population ratio was 1.7 percentage points below its 1981 high.

The civilian labor force grew by 300,000 over the month to 109.6 million. Labor force
growth over the past year has been slow, about 900,000, reflecting reduced labor force
participation among adult men and teenagers, as well as a decline in the size of the teenage
population. While the participation rate for adult women did rise over the year, the increase
we much smaller than in recent years. (See table A-1.)

Industry Payroll Employment

Total nonagricultural payroll employment declined by 200,000 in April, after adjustment for
seasonality, to 90.6 million. Job losses since last September have totaled 1.5 million, with 1.2
million occurring in manufacturing alone. Over-the-month employment curtailments were fairly

Table A. Major indicators of labor market activity, seasonally adjusted

I Quarterly averages I Monthly data
III

I I_______________
Category I I I I Mar. -

I 1981 I 1982 I 1982 I Apr.
I I I I I I change

I I | IV I I I Feb. I Mar. Apr. I
HOUSEHOLD DATA

I Thousands of persons
Civilian labor force...................1108,1071109,1561109,1301109,1651109,3461109,6481 302

Total employment....................1l00,125i100,0431 99,5541 99,5901 99,4921 99,340 -152
Unemployment...................... 1 7,982; 9,1131 9,5761 9,5751 9,8541 10,3071 453

Not in labor force.....................1 61,1721 61,834 62,3671 62,3241 62,3211 62,1971 -124
Discouraged workers.................I 1,093; 1,1991 1,3391 N.A.1 N.A.1 N.A.1 N.A.

Percent of labor force
Unemployment rates: I I I

All workers.......................1 7.41 8.31 8.81 8.81 9.0; 9.41 0.4
Adult men........................1 6.01 7.21 7.71 7.61 7.91 8.21 0.3
Adult woman......................1 6.61 7.21 7.61 7.61 7.9; 8.31 0.4
Teenagers........................I 19.11 21.11 21.91 22.31 21.91 23.01 1.1
White............................I 6.51 7.31 7.71 7.71 7.91 8.41 0.5
Black............................I 14.61 17.01 17.4; 17.31 18.01 18.41 0.4
Hispanic origin...................1 11.01 11.11 12.41 12.61 12.71 12.51 -0.2
Full-time workers.................I 7.11 8.11 8.61 8.51 8.91 9.21 0.3

ESTABLISHMENT DATA
Thousands of jobs

Nonfarm payroll employment.............] 91,2321 91,489190,886p 91,019190,
7
60pl90,562pl -198p

Goods-producing industries..........1 25,6701 
2
5,

3 9
51

2 4
,7

4 9
pl 

2 4
,8

3 6
1
2 4

,
6

09pl
2 4

,435pl -
1 7

4p
.Service-producing industries........I 65,5621 

6 6
,09416

6
,1

3 7
pl 

6 6
,1831

6 6
,151pl66,127pl -

2 4
p

Hours of work
Average weekly hours: . I | I I

Total private nonfarm...............1 35.31 35.01 
3
4.7pl 35.01 

34
.9pl 

34
.8pi -O.1p

Manufacturing.....................I 39.91 39.31 38.6p 39.51 
39
.
0
pl 

39
.
1
pl 0.1p

Manufacturing overtime..............I 2.91 2.51 2.3p 2.41 2.3pl 2.4p O.1p
p mI I I Il ep-preliminary. N.A.-oot available.
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widespread, as employseot gains were registered to only two-fifths of the 172 industries
comprising the BLS diffusion lodex of private onoagricultural payroll employment. (See tables
B-1 and -6.)

Job cutbacks in construction and manufacturing accounted for most of the over-ihe-nih
decline. Conatruction employment eas down 85,000 In April; over the past year, nearly I in 10
construction jobs have been lost, Employment In manufacturing continued to decline in April,
though the over-the-month decrease of 80,000 was smaller than in most previous months of the
current downturn. Most of the reduction occurred within durable goods industries, where the
largest cutbacks took place in machinery, primary and fabricated metals, and transportation
equipment. In the nondurable goods sector, changes were generally small except for an increase
in textile mill products and a decrease in apparel. Elsewhere in the goods-producing sector,
jobs in mining continued the downward trend that has totaled 25,000 since last December.

Employment in the service-producing sector edged down for the second month in a row. An
increase of 65,000 in services as contiered by derlines of 65,000 In receil trade -nd 25,000 In
government.

Hours of Work

The average workweek of production or nonsupervisory workers on privete onuagricultural
payrolls was 34.8 hours in April, down 0.1 hour over the month. Average hours in manufacturing
were up 0.1 hour, as an increase of 0.2 hour in durable goods more than offset a small decline
in nondurables. Factory overtime hours were also up 0.1 hour in April. (See table B-2.)

The index of aggregate weekly hours of production or nonsupervisory workers on private
nonfarm payrolls--a comprehensive measure of both employment and hours effects--dropped 0.4
percent in April to 105.7 (1977-100). The manufacturing index also declined 0.4 percent in
April to 89.9. Since last July, the factory index has fallen 10.5 percent. (See table B-5.)

Houry and Weekly Earn=n

Average hourly earnings rose 0.3 percent in April, while average weekly earnings ere
virtually unchanged, after seasonal adjustment. Before adjustment for seasonality, average
hourly ar-Ings roae 2 cents to $7.56, 43 ceots above a year ewrlier. Weekly earninga were

little changed over the month but increased 010.60 over the past year. (See table 3-3.)

The Hourly Earnings [eden

The Hourly Earnings Index (HE) was 146.4 (1977-100) in April, seasonally adjusted, 0.4
percent higher than In March. For the 12 month. ended in April, the increase (before seasonal
adjustment) was 7.1 percent. The REl excludes the effects of two types of changes unrelated to
underlying wage rate movementa--fluctuations in overtime in manufacturing and interindustry
employment shifts. In dollars of constant purchasing power, the Hf. increased 0.7 percent
duIng the 12-month period ended in March. (See table B-4.)



Explanatory Note
This news release presents statistics from two major

surveys, the Current Population Survey (household
survey) and the Current Employment. Statistics Survey
(establishment survey). The household survey provides
the information on the labor force, total employment,
and unemployment that appears in the A tables, marked
HOUSEHOLD DATA. It is a sample survey of about
60,000 households that is conducted by the Bureau of
the Census with most of the findings analyzed and
published by the Bureau of Labor Statistics (BLS).

The establishment survey provides the information on
the employment, hours, and earnings of workers on
nonagricultural payrolls that appears in the B tables,
marked ESTABLISHMENT DATA. This information
is collected from payroll records by BLS in cooperation
with State agencies. The sample includes approximately
166,000 establishmentstemploying about 35 million
people.

For both surveys, the data for a given month are ac-
tually collected for and relate to a particular week. In
the household survey, unless otherwise indicated, it is
the calendar week that contains the 12th day of the
month, which is called the survey week. In the establish-
ment survey, the reference week is the pay period in-
cluding the 12th, which may or may not correspond
directly to the calendar week.

The data in this release are affected by a number of
technical factors, including definitions, survey dif-
ferences, seasonal adjustments, and the inevitable
variance in results between a survey of a sample and a
census of the entire population. Each of these factors is
explained below.

Coverage, definitions and differences between surveys
The sample households in the household survey are

selected so as to reflect the entire civilian noninstitu-
tional population 16 years of age and older. Each per-
son in a household is classified as employed,
unemployed, or not in the labor force. Those who hold
more than one job are classified according to the job at
which they worked the most hours.

People are classified as employed if they did any work
at all as paid civilians; worked in their own business or
profession or on their own farm; or worked 15 hours or
more in an enterprise operated by a member of their
family, whether they were paid or not. People are also
counted as employed if they were on unpaid leave
because of illness, bad weather, disputes between labor
and management, or personal reasons.

People are classified as unemployed, regardless of
their eligibility for unemployment benefits or public
assistance, if they meet all of the following criteria:
They had no employment during the survey week; they
were available for work at that time; and they made
specific efforts to find employment-sometime during the
prior 4 weeks. Also included among the unemployed are
persons not looking for work because they were laid off

and waiting to be recalled and those expecting to report
to a job within 30 days.

The civilian laborforce equals the sum of the number
employed and the number unemployed. The unemploy-
ment rate is the percentage of unemployed people in the
civilian labor force. Table A-4 presents a special group-
ing of seven measures of unemployment based on vary-
ing definitions of unemployment and the labor force.
The definitions are provided in the table. The most
restrictive definition yields U-1, and the most com-
prehensive yields U-7. The official unemployment rate
is U-5.

Unlike the household survey, the establishment
survey only counts wage and salary employees whose
names appear on the payroll records of nonagricultural
firms. As a result, there are many differences between
the two surveys, among which are the following:

--- The household survey, although based on a
smaller sample, reflects a larger segment of the popula-
tion; the establishment survey excludes agriculture, the
self-employed, unpaid family workers, and private
household workers;

-- The household survey includes people on unpaid
leave among the employed; the establishment Survey
does not;

----The household survey is limited to those 16 years
of age and older; the establishment survey is not limited
by age;

--- The household survey has no duplication of in-
dividuals, because each individual is counted only once;
in the establishment survey, employees working at more
than one job or otherwise appearing on more than one
payroll would be counted separately for each
appearance.

Other differences between the two surveys are
described in "Comparing Employment Estimates from
Household and Payroll Surveys," which may be obtain-
ed from the BLS upon request.

Seasonal adjustment
Over a course of a year, the size of the Nation's labor

force and the levels of employment and unemployment
undergo sharp fluctuations due to such seasonal events
as changes in weather, reduced or expanded production,
harvests, major holidays, and the opening and closing
of schools. For example, the labor force increases by a
large number each 2une, when schools close and many
young people enter the job market. The effect of such
seasonal variation can be very large; over the course of a
year, for example, seasonality may account for as much
as 95 percent of the month-to-month changes in
unemployment.

Because these seasonal events follow a more or less
regular pattern each year, their influence on statistical
trends can be eliminated by adjusting the statistics from
month to month. These adjustments make nonseasonal
developments, such as declines in economic activity or



increases in the participation of women in the labor
force, easier to spot. To return to the school's-out ex-
ample, the large number of people entering the lahor
force each June is likely to obscure any other changes
that have taken place since May, making it difficult to
determine if the level of economic activity has risen or
declined. However, because the effect of students
finishing school in previous years is known, the statistics
for the current year can be adjusted to allow for a com-
parable change. Insofar as the seasonal adjustment is
made correctly, the adjusted figure provides a more
useful tool with which to analyze changes in economic
activity.

Measures of civilian labor force, employment, and
unemployment contain components such as age and sex.
Statistics for all employees, production workers,
average weekly hours, and average hourly earnings in-
clude components based on the employer's industry. All
these statistics can be seasonally adjusted either by ad-
justing the total or by adjusting each of the components
and combining them. The second procedure usually
yields more accurate information and is therefore
followed by BLS. For example, the seasonally adjusted
figure for the civilian labor force is the sum of eight
seasonally adjusted employment components and four
seasonally adjusted unemployment components; the
total for unemployment is the sum of the four
unemployment components; and the official unemploy-
ment rate is derived by dividing the resulting estimate of
total unemployment by the estimate of the civilian labor
force.

The numerical factors used to make the seasonal ad-
justments are recalculated regularly. For the household
survey, the factors are calculated for the Janualy-June
period and again for the July-December period. the
January revision is applied to data that have been
published over the previous 5 years. For the establish-
ment survey, updated factors for seasonal adjustment
are calculated only once a year, along with the introduc-
tion of new benchmarks which are discussed at the end
of the next section.

Sampling variability
Statistics based on the household and establishment

surveys are subject to sampling error, that is, the
estimate of the number of people employed and the
other estimates drawn from these surveys probably dif-
fer from the figures that would be obtained from a com-
plete census, even if the same questionnaires and pro-
cedures were used. In the household survey, the amount
of the differences can be expressed in tins of standard
errors. The numerical value of a standard err depends
upon the size of the sample, the results of the survey,
and other factors. However, the numerical value is
always such that the chances are 68 out of 100 that an
estimate based on the sample will differ by no more than
the standard error from the results of a complete census.
The chances are 90 out of 100 that an estimate based oit
the sample will differ by no more than 1.6 times the

standard error from the results of a complete census. At
the 90-percent le% el of confidence--the confidence limits
used by BLS in its analyscs--the esior for the monthly
change in total employment is on the order of plus or
minus 279.000: for total unemployment it is 194.000;
and, for the overall unemployment rate, it is 0.19
percentage point These figures do not mean that the
sample results arc of by these magnitudes but, rather,
that the chances are 90 out of 100 that the "true" level
or rate would not be expected to differ from the
estimates by more than these amounts

Sampling errors for monthly surveys are reduced
when the data are cumulated for several months, such
as quarterly or annually. Also, as a general rule,
the smaller the estimate, the larger the sampling
error. Therefore, relatively speaking, the estimate
of the sire of the labor force is subject to less
error than is the estimate of the number unemployed.
And, aiong the unemiployed, the sampling error for the
jobless rate of adili men, for example, is much smaller
than is the error for the jobless rate of teenagers.
Specifically. the error on monthly change in the jobless
rale for men is .24 perccintage point; for teenagers, it is
1.06 percentiage points.

In the establishment survey, estimates for the 2 most
current months are based on incomplete returns; for this
reason, these estimates are labeled preliminary in the
tables. When all the returns in the sample have been
received, the estimates are revised. In other words, data
for the month of September are published in
pieliinary form in October and November and in final
form in December. to remove errors that build up over
time, a comprehensive count of the employed is con-
ducted each year. The results of this survey are used to
establish new benchmarks-comprehensive counts of
employment- against which month-to-month changes
can be measured. The new benchmarks also incorporate
changes in the classification of industries and allow for
the formation of new establishments.

Additional statistics and other Information
in order to provide a broad view of the Nation's

employment situation, BLS regularly publishes a wide
variety of data in this news release. More comprehensive
statistics are contained in Employment and Earnings,
published each month by BL.S It is available for $3.75
per issue or 531.00 per year from the U.S. Government
Printing Office, Washington, D.C. 20204. A theck or

money order made out to the Superintendent of
Documents must accompaniy all orders

Employment and Earnings also provides approxima-
tions of the standard errors for the household survey

data published in this release. For unemployment and

other labor force categories, the standard errors appear
in tables B through i of its "Explanatory Notes."
Measures of the reliability of the data drawn from the

establishment survey arid the actual amounts of revision

due to berrcsnarlk adjustments are provided in tables
M, P, Q, and R of that publication.
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Tabl A4. Emploment status Of the papdeatta by sex and age
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Tabl AL Empoymmnt saius of th. population by race .*., age, and Hispanic orgin
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Tabb b dployrm.t Indicators

HOUSEHOLD DATA
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Table A.?. Reason for unemploymnt

summer. 0n thousands)

HOUSEHOLD DATA
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Table A-9. Employment status of black and other workers
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Tal A-11. Emplomn tas -- 8of the nontiui population for the ten larget Stae
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Table B.1. Employeeas aorlagvgricultural payrolls by industry
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ESTABLISHMENT DATA ESTABLISHMENT DATA
Table 8.2. Average Weekly hours of production or nonsuperao"y waiter on Oate Inosagrlcuftral payrolls by lodootry
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Representative REUSS. Thank you, Commissioner Norwood.
The picture you paint is bleak and unrelieved, is it not? Is there

any glad news there at all for anybody, whites, blacks, old, young,
male, female, full time, part time? I don't see any.

Ms. NORWOOD. The developments in employment and unemploy-
ment are clearly weaker in many cases than would be usual for the
spring period, and in manufacturing, which is especially sensitive
to changes in the economy, there seems to be continued decline.

Representative REUSS. Last year the President and all his men
and women were saying that the enactment of the President's
budget and tax program would bring in an immediate new wave of
prosperity as a result of the wonders of supply-side economics.

I'm going to read you the unemployment figures from last July
on and ask you if they are the actual ones. In July, unemployment
was 7.2; August, 7.3; September, 7.6; October, 8.0; November, 8.3;
December, 8.8; January 1982, 8.5; February, 8.8; March, 9.0; and
April, 9.4. Are those substantially accurate? My point is, they've
gone up unremittingly and remorselessly every month since the
Reagan program was put in place. Is that not so?

Ms. NORWOOD. They have risen.
Representative REUSS. The President, Commissioner, has de-

scribed the seasonal adjustment techniques used by the Bureau of
Labor Statistics as a funny way of counting. This month you do
note in your report that the adjusted figures show a substantial in-
crease in unemployment even though the actual number of unem-
ployed persons fell by 330,000. You explained that the reason for
this divergence is that unemployment typically falls at this time of
year and that the March-April drop this time was subpar.

Do you think there's anything funny or misleading about the
procedures of the Bureau of Labor Statistics?

Ms. NORWOOD. I'm sure, Mr. Chairman, that you are quite aware
that we are very proud of our professionalism at BLS.

Representative REUSS. I want to take this opportunity to pay my
respects to the objectivity and competence of the Bureau. I'm dis-
tressed that the Bureau faces troubles next week because they
haven't yet been given the modest $6 million budget supplement-
moneys found elsewhere in the Department so it doesn't entail any
new overall spending-that was requested. I hope that the Con-
gress will in its supplemental next week be able to see that your
operation continues. I'm going to do my best to bring that about.

If we can do that by the end of next week in the supplemental,
do you think it would be possible for you to forestall RIF notices
and other morale breakers that I hope really aren't going to be
necessary?

Ms. NORWOOD. Mr. Chairman, I appreciate your comments and I
would appreciate rather prompt action by Congress on the adminis-
tration proposal for a supplemental appropriation for the Bureau.

We are increasingly concerned about the approach of May 15,
when we are going to have to make some very hard decisions about
furloughs. The entire Bureau of Labor Statistics-and others in the
Department are affected by the threat of furlough-some 9,000 em-
ployees in all. We will look at this with great care and if the Con-
gress can assure us that it will act very rapidly, we will try to wait



for congressional action for a few days. But we are in a very pre-
carious situation, particularly once May 15 comes along.

Representative REUss. Well, I hope that we will do the right
thing next week and I hope you have a little luck in whatever in-
ternal paperwork is needed to keep the ship floating.

On this matter of adjusted-unadjusted figures, it is a fact, is it
not, that using the unadjusted figures, that the President places
such great store in, actually shows in many manufacturing indus-
tries that on an unadjusted basis there were drops in employment;
things got worse on an unadjusted basis; is that not so?

Ms. NORWOOD. In manufacturing in the month of April, employ-
ment declined both before and after seasonal adjustment. As you
know, Mr. Chairman, the Bureau of Labor Statistics publishes data
both before seasonal adjustment and after seasonal adjustment,
and we do that because those data in both cases have value.

If we are examining the overall trends in the economy, seasonal
adjustment is a statistical tool that helps to remove or filter out
movements in time series that are due to seasonal events like
weather, major holidays, reduced or expanded industrial produc-
tion and the opening and closing of schools. And it is therefore im-
portant to look at these data on a seasonally adjusted basis.

At the same time, it is important in any individual month to
look at the number of people who are actually on payrolls, and who
are actually unemployed. In the month of June, for example, we
normally have a large number of young people who come onto the
labor market out of school. We seasonally adjust the numbers be-
cause every June we expect them and so if they appear in the labor
force looking for jobs we are not surprised. The unemployment
rates and the number of unemployed when seasonally adjusted are
smoother. We would not want to infer a sudden deterioration in
the economy from these.

On the other hand, it's extremely important for policymakers to
know that students are seeking jobs because there may be some
need in the summer to do something about it.

So I think it is important to note both the seasonally adjusted
and the not-seasonally adjusted data. The interpretation of the two
sets of data have very different uses.

Representative REUSS. In the latest blue chip forecast represent-
ing the views of the major forecasting services, 11 percent thought
that the recession would become a depression. By making the cuts
that have been made in unemployment insurance and other
income support programs, haven't we weakened the power of the
economy's so-called automatic stabilizers and thus increased the
possibility of a depression?

Ms. NORWOOD. I'm not sure about the overall developments in
programs that have been cut. I, therefore, can't comment on that.
There are, of course, some economic support systems. We have
found that unemployment insurance and the earnings of other
family members frequently provide greater income for families of
people who suffer some spell of unemployment that is normally un-
derstood. That doesn't mean that these are not serious problems.
We do not have data on those developments and on family income
for 1982 yet. The latest data are for the year 1980 and, of course,
there have been some significant changes since then.



Representative REUss. Among the appalling figures you report
are an April unemployment rate for teenagers of 23 percent, and
for black teenagers 48.1 percent.

Our committee recently asked the U.S. Conference of Mayors to
report from the Nation's leading cities their expectations for the
summer as a result of the very sharp cutbacks under Mr. Reagan's
summer job programs, and the reports from a great majority of
those cities, of course, were very distressing-more crime in the
streets, more hopelessness, more helplessness, more civic tension.

Due to the recession, won't summer jobs for young people in pri-
vate industry be especially scarce this summer?

Ms. NORWOOD. Well, if the recession continues in the same way
that it is now, I would suppose so.

Representative REUSS. Senator Kennedy.

OPENING STATEMENT OF SENATOR KENNEDY

Senator KENNEDY. Thank you very much, Mr. Chairman.
I'd like to make a brief comment before getting into the ques-

tions. I'd like to welcome Ms. Norwood back and commend her for
what I thought was a very informative speech she made recently
up in New York at the Industrial Relations Society of New York,
which I think would be very instructive for many of the members
of this committee.

Today we have learned that unemployment has burst through
the 9-percent barrier to the highest level since 1941. Last month
Ronald Reagan's breadline grew longer by 450,000 people. For the
first time since the depression, more than 10 million workers are
out of work in America, and the country is now harvesting the
bitter fruit of a failed and unfair economic policy that has brought
us record tax cuts for the wealthiest individuals and corporations
in this country, record budget cuts for the needy, the middle class,
record interest rates for business and homeowners, record budget
deficits for the Federal Government, and record unemployment for
working men and women.

Americans all across the country are losing their homes, their
hopes, their savings, and their pride. The President seems to be
pretending that he has not been in the White House for the past 15
months while the economy has been collapsing around him and
that the past administration is still to blame for the present hard-
ships his policies are producing.

Over these periods of months we have seen the administration
try to blame the highest rate of unemployment on the fact that
women are working and are part of our work force. He has tried to
blame the lack of jobs for Americans on the fact that there are il-
legal immigrants. And he has tried to blame unemployment on
other factors also, even by manipulating the statistics which reflect
the numbers of unemployed in our society.

What the American people know and what the President has yet
to face, is that the condition of our economy is the direct result of
the administration's program that has failed. Millions of men and
women are out of a job today and they can't feed their children to-
night on the promise of a better tomorrow. The American people, I
believe, understand that the buck stops in the Oval Office and this
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country needs an economic policy that creates jobs and growth, not
a scheme that destroys the dreams of decent families, delivers pink
slip after pink slip after pink slip to millions of decent working
men and women.

[The speech referred to follows:]
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Unemployment today is at record levels.

This fact is, I am sure, not news to anyone here. The overall
unemployment statistic receives a great deal of attention. It
is the focal point for analysis of the state of the economy
and is used to measure the success of economic policy. It is
a "fact," engrained in the public consciousness and, in a subtle
manner, affects the way in which the American people feel about
their own well-being and the well-being of their Nation.

The overall unemployment rate is an important statistic. But
to understand what is really happening, we need to look behind
it--to find out who is working and who is not, who has earnings
and who does not, and to learn what we can about the employment
and income of others in the-families with whom they live. We
need to examine the information that lies behind the overall
unemployment rate, and beneath the headlines of the daily
newspapers.

Who are the unemployed?

The latest unemployment figures, for March 1982, show 9.9 million
unemployed and a jobless rate of.9.0 percent. About 45 percent
of the unemployed were adult men, 35 percent were adult women,
and the remainder--20 percent--were teenagers.

Women, generally have higher rates of unemployment than men, in
good times as well as bad. During a recession, however, unem-
ployment tends to rise in the cyclically sensitive goods-producing
industries, where a lot of men work, and their jobless rate shoots
up sharply. Thus, in March, adult men and women had the same
rate of unemployment--7.9 percent.

Teenagers experience much higher unemployment rates than adults--
21.9 percent in March. They lack skills and experience and have
difficulty competing for jobs. They also change jobs more



211

frequently than older workers do. Moreover, a large number of
them--nearly half of all unemployed teenagers--are full-time
students, which limits the hours that they have available for
work.

It should not surprise us, then, that unemployment rates for
older workers are lower than those for younger ones. Older
workers have more experience, education, and training. In
addition, they frequently have greater family responsibilities
and in many cases have a stronger attachment to thle labor force.
While it is true that the jobless rates for workers under
25 years of age are considerably higher than the rates for
older workers, it is also true, of course, that joblessness
among older, mature workers can be longer lasting and have
more serious economic consequences than joblessness among
younger workers.

Black workers represent only about 10 percent of the population,
but they account for 20 perctht of the unemployed. In March,
the jobless rate for black workers was 18.0 percent, a great
deal higher than the 7.9 percent for whites. Blacks also
represent a disproportionately high share of those too dis-
couraged to look for work and of those unemployed for long
periods of time.

Hispanic unemployment rates fall between those of whites and
blacks. But, as with other groups in the population, there is
a great variation among the various Hispanic groups. For
example, persons of Puerto Rican origin typically have had the
highest jobless rates of all Hispanics.

Turnover among the unemployed

P~ople tend to think of the 9.9 million who were unemployed in
March as essentially the same group of people who were jobless
in February. In fact, however, the jobless pool is constantly
changing. Of those unemployed in a given month, only about
one-half will remain unemployed in the following month. About
one-quarter of the previous month's jobless group will have
found a job and another quarter will have decided to leave the
labor force. Among this latter group, some will have become
discouraged over the prospects for finding work, but many more
ehroll in school, devote full time to homemaking or engage in
other activity.

This turnover among the jobless means that the total number of
individuals experiencing unemployment over the course of a year
i% considerably larger than the number of jobless in any single
month. Typically, the number experiencing some unemployment in
the course of a year is 2-1/2 to 3-1/2 times larger than the
average number of jobless in any single month. In 1980, when
the number of jobless averaged 7.6 million, for example, the
total number qf persons experiencing some spell of unemployment
over the course of the entire year was 21.4 million.
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This means that most 3unemployed persons have relatively short
spells of joblessness. In March, for example, nearly 40 percent
of the.unemployed-had been jobless for less than 5 weeks.
Nevertheless, a smalr but significant number of persons experi-
ence long spells of joblessness which stretch over many weeks--
or indeed, even months. In March, 1.3 million people had been
unemployed for 6 months or more, and another 1.6 million had
been out of work between 3 and 6 months.

Unemployment in families

In many ways--both psychologically and economically--the family
serves as an important support system for workers who are unem-
ployed. In addition to unemployment insurance, which for several
decades now has provided income to workers during periods of
joblessness, the earnings of other employed family members help
to cushion economic distress caused by unemployment.

As a result, the presence of unemployment is not always associated
with low family income. Of the 21.4 million people who experienced
unemployment during 1980, for example, 3 out of every 10 lived in
a family with an annual income under $10,000, 3 had family incomes
between $10,000 and $20,000, and nearly 4 in every 10 lived in
families with incomes of $20,000 or more. When we look at those
at the low end of the income scale, however, we find that 17.5
percent of those with unemployment lived in families with incomes
that were actually below the official poverty level. The propor-
tion of those unemployed for long periods who lived in families
below the official poverty level was far greater. When jobless-
ness lasted 27 weeks or more, fully 30 percent lived in families
with income below the poverty level.

'While these income statistics show that poverty does not always
accompany unemployment, we should not conclude from the data
that unemployment has little effect on family income. In 11980,
median family income of persons experiencing unemployment has
almost one-third lower than it was for those without unemployment
($16,646 compared to $24,472). Thus, the reduction in a family's
living standard and, indeed, in its well-being that is caused
by unemployment can be very great even though the family mdy not
fall below the levels established as the official poverty Yine.

Family types - Despite the dramatic changes in living arrangements
of the past few decades, most Americans live in families and most
married-couple families have two or more earners. It is id these
situations that the traditionally strong link between unemployment
and poverty has been loosened.. The increased labor force partici-
pation of married women has brought about a decline in the;Cpropor-
tion of families who lose their only wage earner when the husband
loses his job. In fact, in 55 percent of the families with an
unemployed husband, some other family member had a job. Neverthe-
less, husbands tend to earn considerably more than their wives,
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and extended periods of joblessness for a husbanz usually results
in a substantial reduction in family income. I.n 1980, the incore
of families of husbands with some unemployment durinc the year
was about 35 percent lower chan income of families w4th a fully
employed husband. The reduction in family income caused by
unemployment among wives was far less--about 25 percent.

The disturbing phencmenon is that unemployment tends to "run in
families." That .is, when one family member is jobless, there is
a greater likelihood that another person in the family may also
be unemployed. The unemployment rate of a wife or a husband
whose spouse is also unemployed runs about 3 times that for
persons with an employed spouse. This is in large part due to
the fact that the education and general skills of people in the
same family tend to be at comparable levels. Thus, when one
has problems in the labor market, the other tends also to have
difficulty. In 1981, for example, the unemployment rate for
women whose husbands were also unemployed was 17.6 percent. In
those families where the women without jobs had employed husbands,
however, the jobless rate for wives was only 5.3 percent. While
it is true that only a small number of families have both husband
and wife unemployed--about 200,000--the situation in which they
find themselves is indeed a very unfortunate one.

Families maintained by a woman--The most serious financial
distress caused by unemployment occurs in families maintained
by a woman who has no husband present. First, a much greater
proportion of such families experience unemployment--15 percent
on average in 1981, compared with 9 percent of married-couple
families. Second, when there is unemployment it is far less
likely that there will be another family member who is employed.
In fact, less than 20 percent of the unemployed women maintaining
families had some other member of the family who was working.

Currently, I out of every 6 families is maintained by a woman,
and 18 percent of all children live in such a family. Not only
have these families increased in number--from less than 5 million
in 1960 to nearly 10 million, today--but their marital status
has changed considerably. In 1960, about half of the women
maintaining families were widowed, now only 30 percent are in
that category; separated and divorced women comprise about half
of the group and never married women the remainder.

These women who maintain families on their own have a very diffi-
cult time in the labor market. Among those who worked or looked
for work, a little more than one-fifth experienced some spell
of unemployment during the course of 1980. The median family
income for these women was only $6,179. Indeed, more than half
of these women and their families were in poverty.

There are also a small number of families maintained by a man
without a wife. Joblessness for these men is lower than for
women maintaining families and the income of males maintaining



families is higher than the family income of women in comparable
situations. Similarly, in 1980 the poverty rate for men main-
taining families on their own who experienced unemployment was
less than one-half that for women--24 percent compared with
56 percent for women.

Persons who live by themselves outside of a family unit generally
depend entirely on their own earnings. Nearly 15 percent-of the
unemployed in -1981 did not live in a family group. According to
income data for 1980, about one-third of the unrelated individuals
who experienced some unemployment during the year were in poverty.

Conclusion

I hope that my remarks this morning have left you with a better
understanding of the widely different effects of unemployment.
There are those who believe that all of the unemployed are in

dire financial straits and others who dismiss the problems of
the unemployed, thinking that their burdens are relieved by
unemployment compensation and the earnings of other family
members. We have seen that neither of these situations is
totally correct; there is a wide range of circumstances among
the unemployed. While the statistics available from the BLS

provide some insight into these circumstances, it is clear
that no set of statistics can adequately portray the emotional
and psychological impact of unemployment. As professionals we

try to look at the data dispassionately, but we must also
remember that unemployment statistics represent real people
with real problems.

Senator KENNEDY. Ms. Norwood, I would like to question you on
some of the points that were raised in your speech that I think are
related to these recent statistics-and this is looking beyond just
the statistics themselves-about who is really losing their jobs, who
is most affected by this.

One of the many valuable points that you make in your state-
ment is that those in the middle and lower incomes are the ones
that are losing their jobs, have the greatest difficulty in sustaining
employment, and are the ones that are increasingly affected by the
adverse economic policies.

I'm wondering if you could develop that point for us briefly.
Ms. NORWOOD. I think, Senator Kennedy, that the important

point is that when we look at averages or medians, we are seeing
the group that is able to cope combined with those who are not
able to cope. Sometimes the numbers in difficulty may be small.
There is, for example, a relatively small number of people who
have suffered long spells of unemployment, but those who have suf-
fered long spells of unemployment tend to live, obviously, in fami-
lies with much lower family income than others do. In addition,
unemployment tends to run in families so that the unemployment
rate for a wife whose husband is unemployed is perhaps three
times the rate of a wife who has a husband working.

The group that is in greatest difficulty with some spells of unem-
ployment are the households maintained by women alone with no
husband present. A very large percent of those families are in real
poverty conditions.

Senator KENNEDY. Well, I think it's important as we try to gain
a clearer picture of the economic condition of the country to under-
stand that the middle income people and the working poor in our
society are the ones who bear the very heaviest burden of the



flawed and failed economic policies. And at the present time the
Senate Budget Committee has just adopted a budget which is going
to curtail, in a very significant and dramatic way, those support
programs that reach out to these individuals and are really life-
lines to them and their children and their parents.

The recommendations for cutbacks in social security, cutbacks in
the entitlement programs, cutbacks in education, cutbacks in
school lunch programs-what does it mean to the increasing
number of Americans who are losing their jobs? Their children's
school lunch programs are being closed down. They find out that
the job opportunities for a young teenager are increasingly grim. I
think the statistics are particularly dramatic in terms of the jobless
rate among the teenagers, especially for those who live in the inner
cities. And they find out that opportunities for their children to
continue to get a decent education are curtailed.

It was the Republican members of the Budget Committee who,
without exception, supported the administration's proposal for the
significant reductions in support programs. There is virtually no
request for an increase or no request to reduce the kind of tax in-
equities which exist in the current tax system. You come here and
tell us this morning, as you have the responsibility to do, about the
significant increase of joblessness in our society, some 450,000 more
Americans who are on the unemployment level. It seems to me
that this country, in an unfair and unequitable way, is asking a
particular group in our society to bear the harsh burden of a
flawed and failed economic policy. That's wrong. That's unfair. And
Americans are increasingly understanding it.

I know the chairman has reviewed some of these figures with
you, but I think it's important that this record be as complete as
possible. I see in my own State of Massachusetts the rather dra-
matic increase in unemployment from 7.3 percent in March 1982 to
8.5 percent. I know there are States that have higher unemploy-
ment, but that has to be one of the most significant percentage in-
creases in any of the States.

Ms. NORWOOD. Yes.
Senator KENNEDY. We have an old industrial base and we are

able to see the structural difficulties which our State and many of
the Northeast States faced over a period of years reflected in un-
employment. We have progressed in recent years. That's why we
have been able to get unemployment as low as 7.3 percent. And it
was even lower in the early part of the year. Now we see this dan-
gerous trend again which is going to bring great hardship on tens,
and possibly hundreds, of thousands of people up in my State and
our region of the country.

Unemployment for blue collar workers, as I understood, has gone
from 9.5 percent in July 1981 to some 15.7 percent in April 1982.
And this is obviously a reflection of our industrial strength, of
whether we're going to be an industrial power able to compete with
the industrial giants of the world as well as meet our own responsi-
bilities with regard to national security and defense.

We see the increase in the rate of unemployment for blacks from
14.9 to 18.4, for Hispanics from 10 percent to 12.5, and then in the
construction industry it is from 17.9 in March 1982 to 19.4 in April



1982. Did you break those figures in terms of commercial construc-
tion and home construction?

Ms. NORWOOD. No, sir. The samples are too small for that.
Senator KENNEDY. Do you have any impression about the differ-

ence between the unemployment in each of those areas?
Mr. PLEwEs. Senator Kennedy, we don't have it on the unem-

ployment side from the household survey; however, our establish-
ment survey does give us some indication of what's going on in em-
ployment in the construction industry below the major level.

We found, for example, that as everybody recognizes, that for
some time homebuilding construction was well down but office con-
struction was holding up and highway construction was also. In
recent months, we found that the construction declines have been
fairly widespread among the various construction sectors.

Senator KENNEDY. The map I have of this country shows the un-
employment rates by State, for February 1982. I think there are
many people that believe that the harshest reactions in terms of
increasing unemployment is in the Northeast. It usually was for
many years. President Kennedy used to say:

When the unemployment and other economic indicators are adverse, the tide goes
out a little more rapidly in our part of the country, and when the country recovers
from a recession the tide comes in a little slower than in other parts of the country.

But in recent times we've done somewhat better than some of
our sister industrial States.

I think the figures that you bring to us today should be recog-
nized as reflecting the increased unemployment even in the Sun
Belt. And it was the Sun Belt which really led the way in putting
the President into office, and though the Reagan programs have
been known to favor this area, many of those Sun Belt States are
facing high unemployment.
. As I understand it, the statistics show that California goes from

7.1 percent since April 1981 to 9.4 percent last month. In Florida,
6.2 percent since April 1981 to 7.9 percent last month; in Texas, 4.8
percent since April 1981 to 5.9 percent last month. That's almost a
half million more people who are unemployed in those major Sun
Belt States, just about a half million more than are unemployed
this year over a year ago.

And I think the point is that even the States that are the most
favored in terms of the economic indicators-the ones that are gen-
erally recognized within the financial communities as States for
one reason or another having the greatest kind of growth poten-
tial-are also very adversely affected and impacted.

Could you tell us just generally about the growth of unemploy-
ment in some of those Sun Belt States?

Ms. NORWOOD. As you quite rightly point out, Senator Kennedy,
what happened was that the recession began in some very sensi-
tive, interest rate sensitive industries-the automobile industry,
the steel industry, and lumber and wood, for example, which are
related to the construction industry. Gradually, as the recession
has continued, the employment conditions have deteriorated in in-
dustries which feed into those industries and what we are seeing
now is some further spreading in areas, as you point out quite
rightly, in your own State of Massachusetts, and in some of the



North Central and Northwestern parts of the country and Califor-
nia, and also down into the Southern States. There are even some
slight changes in the Southwest portion of the country.

Senator KENNEDY. Today's figures really bring us into some un-
charted areas, at least in the postwar era we're talking about.
There's a good deal of discussion whether we're in a recession or a
depression. I think those that work in the automobile industry
would say we're in a depression. Those that work in the housing
industry would say clearly we're in a depression. Those small farm-
ers in the Midwest would say that clearly we're in a depression.
The banks, the savings and loan banks, which have meant so much
to millions of Americans in being able to acquire a home, would
have to say that we're in a depression.

And the workers who work in those areas, in those industries,
those companies, are by and large the ones that are being adverse-
ly affected. The number of failures in small businesses has been
dramatic. I believe it's close to a 40-percent increase in bankrupt-
cies over a year ago. I don't know whether you have those figures
and statistics here, but I believe that is correct.

We have seen, almost each time you've come here, another seg-
ment of our economy that I think you could define as moving from
a recession into a depression. I think we used to hear that the defi-
nition of a recession is when your neighbor loses his job and it's a
depression when you lose one. But the fact is that there are not
many people in these industries that I've mentioned here that are
working. And I think the ones that are working are looking over
their shoulder for the next month's pink slip with a sense of hope-
lessness and despair.

What's your rule of thumb? Are there going to be other sectors
that are going to be added to that list? Are we headed toward a
depression?

Ms. NORWOOD. Well, I'm not sure about these definitions, Sena-
tor Kennedy. Since July, payroll employment has declined by 1.3
million and even the service-producing sector which tends in gener-
al to be rather insulated from a recession, has been extremely
weak, though it has increased by 186,000.

As you quite rightly point out, there is some spreading and as I
said in my statement industries like stone, clay, and glass, primary
metals, some miscellaneous manufacturing, tobacco, textile mill
products, apparel and other textile products and leather products
manufacturing have employment levels in April 1982 that are
below the low reached in 1975.

Senator KENNEDY. There are just one or two areas that I want to
review if it's all right, Mr. Chairman.

With Senator Quayle, I am sponsoring a Jobs Training Act. Half
of the funds are targeted toward teenage unemployment. It also
provides for the retraining of older workers through the business
communities. There is a comparable, although not identical bill,
over in the House that's made good progress. We were able to get
$3.8 billion for job training included in the budget. But the admin-
istration has opposed us along the way on the development of the
jobs training program. Effectively, we've got a unanimous vote, Re-
publican and Democrat alike, out of our subcommittee, and we're



having difficulty getting the full committtee meeting because of the
administration's reluctance and opposition.

But when I go back to my colleagues on the Human Resources
Committee, I want from you the latest in terms of information
about youth unemployment and what trendlines that you might be.
able to see. I know you're not in the business of predicting, but I
would be interested in whatever you can do to help us better un-
derstand this problem. You've given us the statistics and maybe
there's something you'd like to elaborate on in terms of unemploy-
ment, and particularly youth unemployment and the trendlines.

Ms. NORWOOD. There are several trends. Of course, the unem-
ployment rates for teenagers are high. For black teenagers, in par-
ticular, they are exceedingly high and have been high for a long
period of time.

That which we think a little bit less about but which is equally
important is that the unemployment-population ratio for teenagers,
and black male teenagers in particular, has been declining for
some period of time. And the labor force participation rates for
teenagers which a year ago, for example, was 57 percent is now
down to 54.3 percent. So there has been a downward trend in labor
force participation.

We should also recognize, however, that the teenage population
which had been increasing rapidly for many years is now begin-
ning to decline because the postwar baby boom has grown up and
moved into the adult part of the labor force.

Senator KENNEDY. In the late 1970's, 1977 to 1980, as I under-
stand it, there was a reduction in youth unemployment from 16.9
to about 13.9 in 1979. Have you drawn any conclusions as to what
accounted for that progress? Was that the expansion of the econo-
my or was it the results of youth training programs and the jobs
programs?

Ms. NORWOOD. It's hard to draw any causal relationship. My ob-
servation particularly when we look at the minority population has
been that when the conditions in the economy improve their labor
force participation and their labor market experience tends to im-
prove as well. And in the 1960's, for example, when the economy
was moving vigorously ahead, many of the groups which had diffi-
culty in the labor market were improving, and then in periods
when the economy was in retrenchment there was a great deal of
difficulty. But I do not know whether there is any direct relation-
ship between those programs. There may be; there may not be.

Senator KENNEDY. That is certainly something that we ought to
find out. The youth summer jobs program was a part of the safety
net that was commented on by the President. That program has
been significantly reduced and at the recommendations of the ad-
ministration; and yet you report to us increasing numbers of unem-
ployed youth and we re nearing summertime. It would appear to
me that we are going to be in for a long, hot summer, and some-
time or other we're going to have to make some rather important
and significant and dramatic changes in our economic program and
also in youth training and other aspects of this program if we're
going to really meet our responsibilities to the young people of this
Nation.



Ms. NORWOOD. Senator, generally, every year toward the end of
May, the Bureau of Labor Statistics issues a release looking at the
condition of teenagers and providing the labor force projections for
the summer months. We will have that information I believe for
the next hearing.

Senator KENNEDY. I want to thank Ms. Norwood for her appear-
ance here today, Mr. Chairman. Each month, as we meet and see
these statistics grow, I can't help but think in terms of human
beings and what the effect must be on these families all across this
Nation-and it's all across this Nation, as we pointed out again
here today. I remember not many months ago the challenge that
was issued to the American people: Are you better off today than
you were 4 years ago? That was a challenge that was offered by the
President to the American people. That was during the course of
the campaign.

I daresay for 450,000 more people who are now unemployed and
for the millions who have been added to the jobless list as a direct
result of these economic programs which were adopted virtually
intact by the Congress-the administration's programs-I daresay
that if that question was asked to millions of Americans today,
there would certainly be 450,000 of them this month that would
answer that question with a resounding "No."

I want to thank the Chair and thank Ms. Norwood.
Representative REUSS. Thank you, Senator.
I have just one additional question, Ms. Norwood. On unemploy-

ment insurance, I have the impression that in addition to these
tragic unemployment figures that the percentage of Americans
who are covered by unemployment insurance in this recession is
substantially lower than previous recessions.

What is that percentage and is what I've said true?
Ms. NORWOOD. For the week of March 17, the percent of UI cov-

ered employment was 4.7.
Representative REUSS. 4.7?
Ms. NORWOOD. No, 4.7 percent. That's the UI [insured unemploy-

ment] rate-the percent of covered workers who are unemployed.
That's less, of course, than the overall unemployment rate, as we
would expect.

You're quite right. In recent months the proportion of the unem-
ployed covered by unemployment insurance in terms of those actu-
ally getting claims has been much lower than in past recessions.

Representative REUSS. Can you give us some comparative fig-
ures? What percentage of present jobless workers in this terrible
recession we re in are covered by unemployment insurance and
what was the case in 1975?

Ms. NORWOOD. Mr. Plewes, who always knows everything, tells
me that in 1975, as much as 69 percent of the unemployed were
covered and now 49 percent are covered.

Representative REUSS. And that is another shocker. What propor-
tion of today's--

Senator KENNEDY. Would the chairman yield? Why is that?
What accounts for that dramatic reduction?

Ms. NORWOOD. Well, there are, of course, several reasons. One is
that there has been some tightening over several years in the eligi-



bility requirements for the unemployment benefits. So that's one
reason.

Second, this recession has followed closely on the recession of
1980, so that some people may have used up benefits and not have
earned new eligibility. There are a number of reasons for that.

Senator KENNEDY. Can you give us some idea of the numbers
that are affected because of the administration's reductions in un-
employment insurance?

Ms. NORWOOD. No, sir; I cannot. As I'm sure you're aware, a
number of the eligibility requirements were tightened during the
Carter administration. There were further changes this year.

Senator KENNEDY. But you can't quantify it?
Ms. NORWOOD. No; I cannot.
Representative REUsS. I would just say, to a worker who's out of

a job and out of unemployment insurance, it's small comfort
whether his troubles are due to the Carter administration or the
Reagan administration. In either event, the 60-plus coverage of the
1975 recession has now shrunk to something like 40 percent; is that
not so?

Ms. NORWOOD. I think it is, of course, important, Mr. Chairman,
as you well know, to remember that it is primarily the job losers-
the people who actually lost their job-who are eligible for unem-
ployment insurance and they represent about 57.4 percent of the
total unemployed.

The people who have left their last jobs and those who are either
new entrants to the labor force or reentrants to the labor force
tend to have no eligibility.

Representative REUss. Do you have the figures on the proportion
of the unemployed today that have exhausted: (a) their regular job-
less benefits; and (b) their extended unemployment benefits?

Ms. NORWOOD. There is a time lag in the reporting of the exhaus-
tees. You understand that this UI system is not a statistical system
in the same sense that the BLS has statistics.

Representative REUSs. How long is that lag?
Ms. NORWOOD. The latest data, I believe-they're about a quarter

behind.
Representative REUss. Well, could we have it for January or

whenever the latest time is, recognizing there is a lag?
Ms. NORWOOD. February, about 266,000 people were reported by

the State program to have exhausted their regular UI benefits.
Representative REUSS. And you say 260,000?
Ms. NoRwooD. 266,000.
Representative REUSS. How many had exhausted their extended

benefits? Do you have that figure?
Ms. NORWOOD. In February, an additional 14,000 persons ex-

hausted their extended benefits. In March, preliminary data indi-
cate that exhaustions from regular UI programs totaled 335,000,
and there were an additional 39,000 who exhausted extended bene-
fit payments.

Representative REUSs. Thank you.
Under the rule and without objection, we have before us a very

perceptive paper on the effect of Mr. Reagan's supply-side tax pro-
gram in contributing to recession and unemployment prepared by
Gardiner C. Means, a respected, venerable economist now residing



in Virginia. Under the rule and without objection, that will be
placed in the record.

[The paper referred to follows:]

99-700 0-82-15
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Why the Marginal Income Tax Cuts Are Intensifying Recession

Gardiner C. Means .

This paper will show the three gross logical errors in the

Supply-Side argument justifying marginal income tax cuts. When these

errors are corrected, it is easy to show why the program is contribu-

ting substantially to high interest rates and declining production.

Part I will show the unreality of the Supply-Side argument

by showing that it deals only with an economic world 
which has

long since disappeared under the impact of the Industrial and

Corporate Revolutions.

Part II will show the gross error in the Supply-Side assump-

tion that the direct effect of tax cuts financed by an equal

borrowing from the public would be neutral. Rather, under modern

conditions, their direct effect would work in the wrong direction,

tending to raise interest rates and depress 
production and employment.

Part III will point to the great logical gap in the Supply-

Side argument that increased incentives to save will increase in-

centives to produce and will show that under modern conditions 
this

gap cannot be filled so that the incentive effects will also 
work

in the wrong direction.

Part I

The Unreality of the Supply-Side Theory

In February 1981, three Congressmen, headed by Congressman

Kemp, circulated a document to their colleagues entitled "The

Classical Economic Case for Cutting Marginal Income Tax Rates."

This will be used as the basis for appraising the Supply-Side

(1) Circulated by Rep. Bob Michel - House Republican Leader,

Rep. Trent Lott- House Rep. Whip, Rep. Jack Kemp. House

Republican Conference Committee.
No author given.



223

Theory which was relied on to justify the huge marginal income

tax cut program.

Basically the Supply-Side argument starts with the proposition

thats

(1) A reduction in marginal income taxes will increase the

supply-side incentives to work more and to save more and

concludes that:

(2) The free market system will convert these supply-side

incentives into demand-side incentives to increase pro-

duction and employment.

Just how the free market System does the converting is far from

clear. Indeed it appears to be taken for granted.

Here in Part I the assumptions made in Kemp's document as to

working and saving and their implications for the behavior of the

free market system will be shown to be wholly inconsistent with

the modern world.

The Basic Assumption on the Supply of labor

In the Kemp document, the discussion of "Tax Rates and the

Supply of Labor" starts off with the assertion,

"Every individual faces the same choice between the two

uses of his or her time. It can be used to earn additional

income or for additional leisure". (p. 21)

And in the discussion of the supply of labor there is no mention

of involuntary unemployment. This means that so far as the supply

of labor is concerned. Kemp assumes that any person who is unem-

ployed is idle betause he or she prefers leisure to working and

the income from working. Thus Kemp appears to believe that the
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ten million persons now officially reported as seeking work and

unable to find it are choosing leisure in preference to working for

pay. He also implies that the quarter of the labor force that was

unemployed at the bottom of the Great Depression was made up of

persons who were avoiding work for pay because they preferred lei-

sure. This assumption is so contrary to experience that it would

be funny if it were not so cruel.

The Basic Assumption on the Supply of Saving

The discussion of "Tax Rates and the Supply of Saving" is

equally unreal but for a different kind of reason. It starts off

with the statements

"There are two uses of income - consumption and saving.

Income can be used to buy goods today, or else invested

to obtain additional income in the future." (p. 28)

This statement is applied to individuals but as a statement

of how an individual can "use" income, it is clearly wrong. There

are three things an individual can do with income, not two. Income

can be spent on goods, it can be invested or it can be held as

additions to money balances. And when one is concerned with the

problem of before-the-fact incentives and not the after-the-fact

equality of real saving and real investment this can be of vital

importance. If the Kemp statement were true it would mean that each

person would haveto end each day and each month and each year with

exactly the same money holding as the person started with. For a

Theory of Incentives, the assumption that individuals have no choice

except to buy goods today or invest is as startling as the assump-

tion that they have to choose between work and leisure.
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The Economic World of Supply-Side Theory

These two flaws in the assumptions underlying the supply-side

analysis are important in themselves but they are even more im-

portant for the light they throw on the character of the free market

system which Supply-Side Theory assumes. There is one mathematical

model in which the supply-side assumptions could be realized. If

prices and wage rates were perfectly flexible and supply and demand

were continuously equated by price and wage adjustments, such ad-

justments would continuously convert supply-side incentives into the

demand-side incentives needed to clear each market and prevent in-

voluntary unemployment of men and machines. This price-wage flex-

ibility would also adjust the public's desire to hold money balances

to the outstanding stock of money by reducing or raising the price

level, thereby changing the real buying power of the money in the

hands of the public to the necessary extent.

This Supply-Side World of course describes the classical

model of perfect competition which would automatically maintain

full employrent. But mathematically marginal income tax cuts could

not possibly correct recessions in such a world because there would

be no recessions to correct. If there were recessions, it would

mean that the free market was not working classically. Obviously

a Government policy to produce recovery in the real world would

have to take account of the differences between the classical model

and the modern world.

One might overlook these obvious errors in assumption if

price and wage behavior in the modern world approximated the

Classical N7odel. But the modern free-market system bears little
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relation to this classical model. One cannot discover how a mar-

ginal tax cut would affect the incentives to produce and employ

until the basic assumptions are altered to account for the great

discrepancy in practice between the results to be expected in the

classical world of Supply-Side theory and the modern world. These

differences are crucial for the ability of the free markt system

to convert changes in the supply-side incentives to work and save

into the demand-side incentives to produce and employ. The failure

to take account of these differences leads to the fundamental flaw

in the supply-side theory of incentives.

The Practical Shift from Classical to Modern markets

When Adam Smith delineated the free market system two

centuries ago, he wars fully justified in analysing its behavior in

terms of a perfectly flexible price system with due recognition

that this was an approximation with some lags in price adjustment

and some prices which behaved non-classically. But since Smith

wrote, the Industrial Revolution and the Corporate Revolution have

gradually altered the structure of the free market system. The

bulk of workers are no longer owners or apprentices in small enter-

prises such as "the butcher, the baker and the candle-stick maker"

but hired hands in huge corporations and the Corporate Revolution

has greatly increased the separation between the process of saving

and the process of investing in the instruments of production. As

a result of this gradual structural change, the bulk of prices

today behave in a non-classical fashion.

The most important structural change has come in the shift

in the free market system from one dominated by classically com-

petitive markets to one dominated by imperfect competition. In
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the first type of market there are so many competitors that no one

competitor has any significant effect on price. This is the

classical market in which the unseen hand of the market determines

current price and is still to be seen in the auction markets which

set the constantly changing prices of wheat and cotton. In the

second type of market there are only a few competitors and price is

usually set by the visible hand of management in the light of its

costs and the actual or expected price behavior of a few competi-

tors. Such administered prices can be held constant for months at

a time as in the case of steel tnd farm implements.

Both types of competition will tend to minimize monopoly

profits. Also selling at administered prices is an efficient way of

doing business. But the two types of market have quite different

effects on prices and production in a recession. Under Classical

Conpetitiun, when demand falls in a recession, the unseen hand

brings down the price in any given market with little if any effect

on production for that market. But under Administrative Competition,

the visible hand of management tends to divide the adjustrent to

reduced demand between Drice and nroduction, curtailing produc-
tion and cutting price less than would be the case under Classical

Competition or even raising price perversely.

The Great penression Experience

This basic difference in market behavior is clearly visible

in the first three years of the Great Depression. By 1929, the

gradual structural shift had progressed to such a point that only

half the items in the BLS Index of Wholesale Prices behaved class-

ically while half behaved non-classically. Under these conditions,

the three years of decline in demand reduced real CNP by close to
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30 percent and the GNP price deflator by 24 percent, but the level

of non-classically competitive prices at wholesale declined, on

average, by only a third as much as the level of classically

competitive wholesale prices while the big drop in production during

the recession was in the administratively competitive items.

Clearly, fifty years ago the Classical Model was no longer even a

crude approximation to the real economy of that day. Indeed, the

depth of the Great Depression can properly be described as the re-

sult of President Hoover's application of a Laissez-Faire policy

based on the Classical Model to an economy in which markets were

roughly divided between classical and non-classical behavior with

the prices in the non-classical markets providing reduction in

production instead of price reductions to a greater or less extent.

The Kemp analysis makes the same sort of damaging mistake in basing

its advocacy of marginal tax cuts on the Classical Model which no

longer approximates the real world and can no longer provide a

sound basis for appraising policy under the modern free market

system.

Part II

The Damaging Result of the Marginal Income Tax Program's

Direct Effect

The second major logical error in the Supply-Side Theory is

its assumption that the Government's program of marginal income

tax cuts financed by extra borrowing from the public will have no

direct effect on production and employment. It is true that the

two sets of transactions would put money into the hands of the
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public through the tax cuts and. would take out exactly the sane

amount through borrowing to finance the resulting deficit. Also

in the Supply-Side model of perfect flexibility, the free market

would adjust so that the effect of the double set of transactions

on total demand was neutral. But the Kemp document assertion that

"Aggregate income and demand are unchanged by a change in the tax

rates" (p. 13) would not apply to the modern world.

This is easily seen by examining the two mechanisms which

would operate to make the assumption valid for the classical model.

Suppose that the Government cut tax rates by 100 billion and

borrowed 100 billion from the public to finance the deficit, making

no change in the money stock. It would be mathematically possible

for this double set of transactions to be perfectly neutral if

each tax payer with extra after-tax income turned around and loaned

this same amount to the government at the initial rate of interest.

But the first effect would almost certainly be a rise of interest

rates as the government sought to raise the extra 100 billion from

the public as a whole. This is because, to the extent that the

tax payers spent a part of their extra after-tax income on goods.

the Government would have to get others to save out of income to

an equal extent and this would push up interest rates. But the

rise in the level of interest rates could be expected to curtail

production and employment unless some other adjusting nechanism

came into play.

In the unreal Supply-Side Model there would be a second ad-

justing mechanism. When demand fell as a result of the rise in

the level of interest rates, prices would fall, increasing the
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real buying power of the fixed money stock. This is turn would

continue until real incomes were brought back to approximately the

initial level and interest rates were down again. Thus the Classical

Supply-Side model would automatically tend to neutralize any direct

effect on real demand.

When we turn to the real world with its free-market system

dominated by administrative competition, the neutralizing effect

of price-level adjustments is no longer operative. If all prices

were frozen, it is easy to see that the net direct effect of a

100 billion shift would raise interest rates and reduce production

and employment with no price-level corrective. But the blocking of

the automatic corrective does not require a price freeze. The

gradual change in the free market structure has carried to a point

where a drop in general demand no longer brings a fall in the level

of prices. Indeed, in recent years, major declines in general de-

mand have been accompanied by a-price rise so that the direct

effect of the marginal income tax reduction can be expected to be a

rise of interest rates plus an even greater fall in general demand

than would occur with a frozen price structure.

The gross logical error in the Supply-Side theory in assuming

that a fall in price level could neutralize the direct effect of

a tax cut is alone sufficient to invalidate the theory and explain

why the financial community has not reacted as the Supply-Side

proponents have expected. Logically, in the modern economy with

its non-classical price behavior, the direct effect of the tax

cuts is in the wrong direction.
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Part III

The Big Logical Gap in the Supply-Side Theory

The basic structural change in the free market system has

also opened up a devastating logicaL gap between the Supply-Side

argument that a cut in marginal income taxes will stimulate the

incentive to save and the Supply-Side conclusion that the free mar-

ket system would somehow convert these Supply-Side incentives to

save into Demand-Side incentives to expand production and employ-

ment. Supply-Side Theory gives little if any attention to this in-

centive gap and seems to assume that it would be bridged by the

working of the free market system. Part II has already shown the

error of the assumption that in the modern world the direct effect

of the double swap will be neutral as far as production and employ-

ment is concerned. In this Part it will be shown that in a free

market system dominated by Administrative Competition, there is no

logical bridge over this incentives gap and that the effect of

meacures to stimulate incentives to save would also work in the

wrong direction by contributing to recession.

The Source of the Logical Cap

There are three factors which, in combination, give rise to

the logical gap between incentives to save more and incentives to

produce mre.

First, the Corporate Revolution has not only separated ownership

and control in the modern corporation to a large extent but it has

also greatly increased the separation between individuals who

actually rake decisions to save more and those who make decisions
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to produce more. The Gap problem arises partly because this

separation has become so important. If one were dealing with the

decisions of single decision makers who could both save and expand

production,there would be no "gap". For example, consider the

independent baker referred to by Kemp (P. 18). A marginal tax cut

could provide him with both an incentive to save more and an in-

centive to expand his production with no mechanism of adjustment

involved. If all producers were as self contained, there would be

no gap. Thus the gap turns on the presence of the two groups,

savers and producers with their separate sets of incentives.

Second, the gap is solely between incentives to save and

incentives to produce. Tax cuts which involved incentives to spend

more such as Excise tax cuts could be expected to stimulate pro-

duction by increasing sales and, as is well known, when firms are

producing at less than capacity, nothing stimulates increased pro-

duction more than increased sales or orders. The presence of a

gap is the great difference between the effect of marginal tax

cuts and flat rate tax cuts.

Third, the gap problem arises because of the fact that, as a

natter of definition "an incentive to save more out of a given

Income" is also "an incentive to spend less out of that same in-

come". This means that any action based on incentives to save

more out of a given income must also be action to spend less out of

that income.

As has already been pointed out, this last is a problem that

could be solved if both interest rates and goods prices were all
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made in classically competitive markets. The real problem is

whether the gap between can be bridged under today's conditions.

The Incentive Effect of Expected Marminal Tax Cuts

The most revealing light on the logical gap is cast by con-

sidering the effect of incentives in the period between the passage

of the Economic Recovery Tax Act in July 1981 and the time the first

marginal income tax cuts became effective in October 1981. The

Supply-Side theory of incentives called for some stimulus to pro-

duction in this period simply from the expectation of the tax cuts

to come. In this interim period the gap between incentives to save

more and those to produce more can be brought out clearly by con-

sidering first the incentives to produce and then the incentives to

save.

Supnose that, In this interim period, the executives of a big

manufacturing corporation meet to decide whether to expand produc-

tion because of the prospective incentives to individuals to save

more. Assume that the corporation is using only 80 percent of Its

productive capacity, a typical condition at that tire. AlSo assume

that the Supply Siders have explained that the tax cuts will have

no direct effect on the public's total demand for goods because

the Government will have to borrow as much buying power from the

public to finance the deficit as it reduces tax payments by the

public and that the economic stimulus can be expected to cor from

the extra incentives to save by individuals since any additional

income from additional saving will yield a higher after-tax income

and that the extra saving will bring down interest rates.
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What will the management team say to this? Undoubtedly

they will welcome a reduction in their personal income tax rates

and here the issue is not the reaction to Corporate tax changes.

Will they accept the incentives argument and decide to expand the

corporate production? A natural reaction would bes

1) "We now have more than ample capacity to meet a consider-

able increase in sales and can wait until the extra

sales show up before we expand output or capacity,

even if interest rates fall significantly".

2) "If interest rates go down significantly we might hold

larger inventories though we have been keeping real in-

ventories low because of the recent declines in demand;"

3) "If the tax and deficit swap adds nothing to the total

buying power in the hands of the public and the Govern-

ment persuades the public to save more, what is the

source of the extra demand for any increase in goods we

might make?"

4) "If interest rates are actually going down, should we

postpone any of our new construction until we can borrow

on better terms?"

5) "And are we really sure that the actual financial swap

when it comes will not increase interest rates instead

of reducing them?"

It is easy to see the meeting adjourning after agreeing to "wait

and see". And there seems to be nothing in this intermediate per-

iod to suggest that management would increase its rate of produc-

tion or new construction because of the cut due to individuals in
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the new tax act.

Turning to the potential savers, would the expectation 
of

lower marginal tax rates stimulate net savings out of personal

income during this interim period? Until the tax cuts came into

effect, there would be no change in not i.cune availaole to be

saved due directly to the program. And so lomg as producers

adopted a "wait and see" policy there would be no reason 
to expect

an increase in incoue out of which to save. Also, any incentive to

save more would lead to less spending on goods.

In these circumstances, there would seem to be no reason to

expect that the prospect of lower marginal tax rates would tend to

stimulate production and employment where decisions on production

and decisions on saving are made by the two different groups of

decision makers. There would not even be a true gap between the two

sets of decisions since neither set of incentives would call for

an increase in production.

The Incentive ffects With Narginal TaxCute in Operation

Once the actual income tax cut of 5 percent canf into effect

on October first, the gap between saving and producing became very

real and its analysis much more complicated. The complications

arise partly because the increased incentives to save more are also

incentives to spend less and partly because of the necessity of

taking account of the direct effect of the financial swap.

First, consider the corporate policy makers. 
if they still

believed the Supply-Side theory that the financial swap would have

no net direct effect on their sales but that interest rates would

fall, would this alone induce them to expand their production?
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Or would they continue to say, "let us wait and see . We have

ample unused capacity and until interest rates are down and sales

are up, there is no reason for us to expand capacity faster than

we had planned." And, if they suspected that Supply-Siders were

wrong and that the necessity of borrowing to finance the large

extra deficit would require Government to pay higher interest

rates in competition with the private sector than would otherwise

be the case, this would strengthen the decision to "wait and see"

or even to slow up plans already underway to expand capacity.

There would again seem to be nothing in the personal income tax

cuts to give corporate producers incentives to expand production

even if the direct effect were neutral.

Finally, the failure of the surge of increased demand to

materialize is easy to understand even if the Supply-Siders were

correct in assuming that the direct effect of the financial swap would

be neutral. When the potential savers put into effect their incen-

tives to save they would simultaneously be increasing their offering

of loanable funds to obtain the extra after-tax rate return and be

reducing their spending. It is difficult to see how any stimulus

to production from lower interest rates could overcome the decline

in sales that this would require. Indeed, the decline in sales

would be immediate while the stimulus to production from lower

interest rates would usually take tine, particularly when decisions

involved new plant. This would mean a real gap between incentives

to save and incentives to produce so that the incentive effect of
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the marginal income tax cuts alone would work in the wrong direc-

tion, reinforcing the depressing action of the direct effect,

unless, somehow, both could be offset by price level adjustments.

The Impotence of Price Adjustments to Bridge the Gap

It has already been shown that in the Supply-Side model of

Classical Competition, a rise of interest rates and fall in demand

due to a cut in marginal income tax rates could automatically be

corrected by a fall in price level. But in the modern economy,

the non-classical behavior of the majority of prices prevents the

automatic bridging of the gap through price adjustment. Even a

model which crudely approximated the modern economy would show why

such a classical correction would break down into greater recession

and greater inflation.

Such a model would have to take account of the new type of

inflation called Stagflation which first made its appearance after

1960. In substantial recessions before that time the price level

had always gone down because (by weight) more prices dropped than

rose in a recession. As a result, it could he said that inflation

was "always and everywhere a result of too much money chasing too

few goods." But since 1960 every substantial recession, including

the present one, has been accompanied by inflation. Instead of

inflation from too much money chasing too few goods we have a new

kind of inflation with "too little money chasing goods on well

stocked shelves." This is not the place to discuss the cause and

cure of this new type of inflation but it would not be realistic to

leave it out of a modern model of the modern world. It is enough

99-700 0-82-16
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to point out that under today's conditions, more prices go up in

a recession than go down and therefor an adjustment mechanism which

relies on a fall in prices when demand falls cannot be effective.

This new type of inflation is not essential to an explanation

of why a price-level adjustment could not automatically bridge the

gap. It would be enough if a substantial body of prices behaved

non-classically. But it does simplify such an explanation. When

the structure of the free-market system has so changed from the

supply-side model that a general drop in demand produces both

recession and inflation at the same time, it should be obvious

that it cannot provide a mechanism to convert incentives to save

more into incentives to produce more. Rather it can be expected to

convert the drop in demand due to marginal income tax cuts not

only into lower real demand but also make it a contributor to

inflation along with any excessive monetary expansion.

Other Considerations

In the Kemp document much is made of the Laffer Curve and

the Kennedy tax cuts of 1964 as supporting the Supply-Side theory.

But neither appears to offer clear support for this claim.

The Logical Flaws in the Way the Laffer Curve is Used

There are two Laffer Curves. Both are concerned with the

relation between tax rates and tax revenue. One was introduced by

Jude Wanniski in his 1978 book - The Way the World Works (p. 97ff)

and shows the obvious facts that if the average income tax rate were

zero, there would be zero tax revenue; if the average tax rate were

100 percent. there would also presumably be no tax revenue and that
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between these extremes there could be various combinations of

rates and revenues. It was used to justify the claim that between

the two extreme positions, there was a specific tax rate which

would yield the maximum revenue in a given income situation nd

that therefore there was a point beyond which a higher tax rate would

discourage production.

We do not need to go into the implications of this simple

curve because other Supply-Siders soon rejected this curve because

of its unreality. Mathematically, a curve representing marginal

income tax rates could never reach an average of 100 percent and

the Supply-Side problem was one of marginal rates.

The rejection of this first Laffer Curve was signalized by

Congressman Kemp in his book the following year, An American

Renaissance, where he says. "The Laffer Curve has nothing to do with

average tax rates but instead deals with marginal tax rates and

their effect on the activity of individuals. A marginal tax rate is

the added tax imposed on added earnings". (p. 45, Emphasis in original)

The discarding of the first Laffer Curve was acconpanied by

the creation of a wholly new conception which was promoted under the

old name. It related marginal tax revenue to .rrainal tax rates

and here will be referred to as the Refined Laffer Curve. It

points to the well-known and obvious fact that when mareinal tax

rates are 0 or 100 percent, there would be no marginal tax revenue

ond that, under a given set of conditions the incentive to produce

must reach a maximum somewhere between. This means that excessive

tax rates can be self defeating as far as rairin- rovenue is con-

cerned. But beyond this acceptable fact, the a!sumption that a
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simple two-factor curve can throw light on the effect of tax

changes on incentives to produce involves two major logical errors.

The first logical error arises from the confusion between

nominal and real values. Tax rates and Tax Revenues are given in

terms of nominal dollars while individuals tend to make their

income-producing decisions in real terms. A given point on a

Laffer Curve could represent a given money income at a given price

level that is taxed at a given marginal tax rate but it would also

represent an innumerable number of different combinations of pro-

duction and price level. This means that price level becomes an

essential factor in discussing the relation between marginal tax

rates and the amount people will choose to produce. But this ob-

viously cannot be done with a two-dimensional Laffer Curve.

The second logical error arises because of the Laffer Curve's

one-sided character which leaves entirely out of account the demand-

side incentives to produce or not to produce which arise from

changes in the Federal Deficit. For example, suppose that government

reduced its marginal income tax rates by $100 billion and financed

the resulting deficit through borrowing from the public. The ef-

fect of this would depend not only on the change in the supply-side

incentives of tax-payers but also on the changes in the demand-side.

incentives which are brought into play. No simple two-factor

Laffer Curve can take into account the rise in the level of in-

terest rates which could be expected from financing the extra $100

billion of deficit. This means that the Laffer Curve would have to

explode into millions of curves in order to provide a realistic
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and production changes. This, like the confusion between nominal

and real, makes the simple Laffer curve useless in trying to throw

light on whether a cut in marginal income tax rates would stimulate

or depress production.

Tie Mis-Heading of the Kennedy Tax Cuts

Mch is also made in the Kemp document (p. 97 ff) of the mar-

ginal income tax cuts to individuals which were included in the

Kennedy recovery program and amounted to around $9 billion in 1965.

By the end of that year, nearly full employment had been achieved,

reducing unemployment from 6.7 percent in 1961 to 4.1 percent.

There is a widnspread tendency to give great credit for the pro-

gram's success to these marginal tax cuts. But it is easy to ex-

plain the actual recovery on three other major grounds. First.

at that time it was possible to expand the real stock of money by

11 percent in the five years of recovery without major inflation,

an option no longer available. Second, and more important, the

Kennedy Guide Posts called on Labor to limit wage increases to the

magnitude of the increases in productivity with a corresponding

guide post on prices for management. Labor abided by this guide

post to a remarkable extent until the latter part of 1965. In

the period from 1960 to the end of 1965, the rise in the Govern-

mnt index of total hourly compensations paid to workers exactly

kept pace with the rise in the index of productivity so that the

nominal labor cost per unit of output in the private econon
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remained almost constant. But in the same period, prices measured

by the GNP deflator rose at a 1.4% rate a year or a total of 7.3 per-

cent. This means that the increase in real wages fell by around

$20 billion below that needed to keep pace with productivity. In

effect this failure of real wages to keep pace with productivity

raised capital's share of the combined labor-capital income from

16.5 percent in 1960 to 19.2 percent in the last quarter of 1965

and provided incentives to expand production and employment far

more than the 9 billion marginal income tax reductions to which

Supply-Siders attribute the recovery. This source of substantially

higher profit margins was brought to an end when Labor ceased to

abide by the unfair Labor Guide Post and sought to catch up to the

dollar wage increases required to obtain its real share in the pro-

ductivity gains. Third, very large reductions in excise taxes were

made in 1965 which, as has already been shown, involve no bridge

between incentives to spend more and incentives to produce more.

The stimulus to produce more coming from the real increase in the

money stock of 11 percent, the 20 billion of extra return to capital

and the increase in stimulating excise taxes are enough to account

for the Kennedy recovery up to the end of 1965 when increased

military expenditure added a new factor and labor rejected the

Kennedy Guide Posts as unfair. Given, those conditions, there

would seem to be nothing in this historical period to run counter

to the conclusion that marginal income tax cuts can be expected to

be depressing and raise interest rates. Indeed, interest rates

went up somewhat from mid-1964 to the end of 1965.
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The Basic Economic Conclusion

The basic conclusion of this analysis is that cuts in

marginal income tax rates which stimulate the incentives to save

are depressing under present day conditions for three basic reasons,

First, the Supply-Side theory which justifies marginal incone

tax cuts as a stimulus to recovery could be accepted for an economy

in which all free markets operated Classically but does not apply

to the modern economy in which the bulk of free markets operate under

conditions of Administrative Competition in which a few competitors

are in a position, each to set its prices in the light of its costs

and its expectation of how its few competitors will behave.

Second, where an economy is dominated by markets in which com-

petition is among a few competitors, a reduction in marginal incose

tax rates can be expected to have the direct effect of reducing

production and employment and raising interest rates. This is be-

cause, while a reduction in marginal tax rates will increase the

after-tax income of individuals, the extra savings this will pro-

duce is certain to be less than the extra savings that will be re-

quired to finance the rerulting deficit and the Governrnt's

effort to finance the whole deficit will raise interest zates as it

competes for private savings and this, in turn, will be depressing.

Third, and more important, the structural changes in the free

market system due to the Industrial and Corporate Revolutions

which make competition among a few competitors the dominant form of

free competitive market, have destroyed the ability of the free

market to convert incentives to save r ore into incentives to
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produce more. By definition, the economic phrase "incentives to

save more" also means "incentives to consume less". Supply-Side

Theory which argues for marginal income tax cuts, assumes that the

free market system will automatically convert increased incentives

to consume less into incentives to produce more. But it leaves a

logical gap unbridged. There is no inducement for management to

expand production when real interest rates are high or rising and

orders and sales are falling.

The conclusion of the present analysis is that, under modern

conditions, the free market system would automatically convert

marginal income tax cuts into recession combined with high interest

rates. How the free market produces simultaneous inflation and

recession is another matter.

Implications for Fiscal Policy

If the above conclusion is accepted, it has the following im-

plications for fiscal policys

1) It was a great mistake to pass the bill cutting marginal

income tax rates by 5-10-10 percent as an aid to recovery;

2) The 10-10 rate cuts should be repealed immediately;

3) the 5 percent cut now in operation should be repealed

so far as fiscal 1983 and future years are concerned;

4) These repeals would largely eliminate the huge deficits

planned from 1983 on;

5) The Supply-Side Theory should be relegated to the Museum

of Economic Oddities.
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Representative REUSS. Commissioner Norwood, we are very
grateful for your being here today and explaining the sad news
that you have to bring. Thank you very much.

We now stand in adjournment.
[Whereupon, at 10:35 a.m., the committee adjourned, subject to

the call of the Chair.]
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