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Anthony P. Carnevale

Consulting Economist
American Federation of State, County, and

Municipal Employees
Washington, D.C.

THE REAL SUPPLY-SIDE ECONOMICS

I am here today to talk to you about economics. When I say "economics," chances are thatyour thoughts flash back to some college instructor who bored you to death with an econometricworld that milly did not resemble the world of flesh and bone in which you lived.

Well, you may rest easy. I am not going to talk to you about the latest econometric mousetrap.Instead, I am going to talk to you about an economic debate much closer to your heartsan economicdebate whose outcome will largely determine the size and Character of the American education,employment, and training system in the foreseeable future.

The debate focuses on alternative approaches for remedying our current economic malaise. Onthe one hand are the "demand managers" and the "simple supply-siders." The economic policiesof both the demand managers and the simple supply-siders are flawed by their reliance on narrow,nationwide policies of stimulus and restraint. The only important difference between the demandmanagers and the simple supply-siders is that the simple supply-siders favor stimulative measuresthat channel additional income toward people who are likely to be savers and investors, while thedemand managers take a more indirect route. They prefer stimulative measures that channel incometoward consumers.

The methods for demand managers and supply-siders are the same. Stimulative economicpolicies are limited to nationwide tax cuts and discretionary money. Occasionally, spending increasesare encouraged for stimulative purposes, but these increases are indiscriminate. For the demand
managers and simple supply-siders, it is the overall level of spending that is important for economicpolicythe way in which this money is spent is not crucial.

Antiinflationary policies of restraint are limited to "tight" money and attempts to hold downor cut spending. To the demand manager and the simple supply-sider, it matters little which pro-grams are restrained or cut so long as the aggregate increaie in spending is reduced. It is to bereduced to cool inflation and increased to prime growth.

What should concern you most is that demand managers and simple supply-siders, in theirallegiance to generalized fiscal and monetary policies, seem to agree that the only economic rolepossible for public education, employment, training, and social service institutions is, at best, as a"safetV net" to maintain those who do not share in the largesse of the American economy. In theworst situations, these systems serve as budgetary cannon fodder in the war against inflation.

Alternatively, the real supply-side economists recognize the necessity for an education, training,and social services infrastructure to develop human capital into a productive and mobile work force.
The real supply-siders know that, as a matter of course, we must improve the productive quality ofthe American work force, expedite its continuous integration with applied technologies, and increasethe rapidity with which we respond to the relative changes in price between labor costs and otherfactors of production. It follows that the real supply-siders recognize the necessity for education,training, and retraining if we are to attain consistent growth and stable prices.
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In my view the future of vocational education, indeed the future of the American economy,
lies with the real supply-side economics. What I hope to do in this talk is to give you a perspective
beyond the current battle of the budget, and to look at new demands that will surely be made on
you as "simple supply-side economics" gives way to the more urgent realities of the current economic
malaise.

Let me begin with some general remarks as to where our economy has been, and where it is
today.

The Historical Roots to Our Current Economic Malaise

The Second World War marked the United States' first great economic leap forward. Gradually,
a new social optimism was born from this economic success. The hothouse economy of the postwar
increase in productivity made it seem as if we could produce enough materials goods to drown social
problems in a sea of resources. Social conflict, and the ideologies that fed upon it, would be abolished
forever. Our principle problem as we ran pell mell towards the postindustrial society was to provide
for meaningful leisuretime activities.

Without repeating the familiar litany of decline, suffice it to say that things have changed for
the worse since the forties. Our current concerns are not misplaced. We are finally beginning to
react to economic decline. After ignoring our industrial base and presuming our economic invulner.
abihty, Americans have been jolted into the realization that we must attend to the care and feeding
of our economy. America's basic economic problems are no longer the exclusive province of wide-
eyed futurists and academic economists. We were all warned of the impending economic crisis, but
it was only when the Arab oil embargo convulsed us into gas lines and an 18 percent rate of inflation
that each of us wondered if this first mild economic stroke was not the harbinger of something worse.

It is commonly explained that our current economic malaise is little more than the evidence of
our inevitable adjustment to changing circumstances in the international economy. Descriptive
explanations of our current economic status, however, beg the question. The real question is how,
with our massive economic lead, abundance of natural resources, and trained work force, did we lose
our economic preeminence in the world? The answer, in my view, is that our economy has not been
able to adapt as quickly as the economies of our competitors to the opportunities for production
appropriate to an advanced industrial economy. That failure begins with our wornout domestic
economic organization, or with the realities of modern.day international competition.

It is my view that our current insistence on wornout policies was firmly established by our
dramatic successes of the past forty years. The snake in our garden of successes has been success
itself. Experience taught us facile and aloof economic policies that encouraged ignorance of the
actual engine of economic growth. An important cog in that engine is the self.conscious development
of a productive work force

In the late forties, the abundance of resources organized for war production remained stimulated
during the postwar era by the pent-up demand for consumer goods that war wages provided. The
result has been forty years of relatively effortless growth. As a result, our economic policies have
been limited to broad-gauged fiscal and monetary interventions necessary to manage growth. There
has been no need for a broader and more articulate set of policies to promote production. We have
been allowed to largely ignore resource mobilization, the development of human and machine capital,
and the process of production itself. Instead, we have remotely and neutrally leveraged the mobiliza-
tion of resources and the application of technology through the management of demand.

2
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To oversimplify the situation somewhat, we have stimulated economic growth and temperedinflation by moderating the amount of income available for spending. Spending, translated intothe demand for goods and services, stimulated production. Production generated employment andwages availab)e for more spendingwhich created more production and more wages. If this self-sustaining, upward spiral of economic growth was not moving fast enough, we nedged it withbroadly based stimuliusually in the form of tax cuts. If the spiral spurred upward too quickly,we slowed economic growth and the rate of inflation by bleeding money out of the economy untilproduction and income growth achieved some rough balance.

Income growth also resulted in increased public revenues that had to be spent so they wouldnot act as a fiscal drag on the economy. However, fiscal drag proved to be a happy problem. Wetended to use public revenues to maintain or compensate those who, for one reason or another,did not share in the economy's largesse. Government policies, especially federal policies, evolved asarbiters of economic equitynot as vehicles for the promotion of human capital development oreconomic efficiency. Public revenues could be used to paper over the social failures of productionand to pay for its negative external effects.

Our economic system seemed to have the self-sustaining power and perfection of a socialgyro. Once set in motion, it spun freely at ever-accelerating rates. Production generated income,which in turn encouraged production. All that economic policy had to do was to brake or nudgethis spinning wheel. Moreover, public interventions such as vocational education, Job Corps, oreconomic development efforts, largely found in schools or public agencies, could be neutral andremote from production itself, These public sector economic levers braked or nudged the free-
spinning economic wheel externally at the point of demand. Economic policies for the generaldevelopment of human capital, resource management, and the integration of labor and new tech-nologies were unnecessary.

Our past policies are no longer appropriate. They are not responsive to the complexity of ournation's economic problems. They are not compatible with the current organization of our nationaland international economies. Demand management and its distant cousin, "simple supply-sideeconomics," fall into a "macroeconomic policy trap." The trap consists of an overreliance on broad,nationwide fiscal and monetary policies. The result is an unavoidable vacillation between restrictiveand stimulatory policies. Restrictive policies end prematurely when they create intolerable unem-ployment and unconscionable interest rates. Subsequent stimulatory policies end prematurely whenthey result in an astronomical rate of inflation. Neither the restraints nor the stimuli ever achievetheir desired effects. The trap closes as a persistently high rate of inflation reduces the allowablestimulus, and as economic stagnation makes aggressive restraint unwise. Because of this trap, neithereffective stimulus nor restraint is possible-

Stagflation, a combination of stagnant growth and inflation, is the elusive quarry that draws usinto that trap. This hybrid calamity is the new test for economic policy. We no longer face the
luxury of single-minded assaults on either inflation or stagnant growth. A single-minded, broad-basedstimulus is inevitably inflatioriarY because its seeds fall equally on fertile and infertile fields. A
single-minded, broad-based restraint frustrates possibilities for productive growth as much as itcurbs inflation.

Today, our national and international economies are less responsive to traditional macro-
economic policy tools. The free-flowing international marketplace has long since been replaced bya system of government-to-government trade patterns and the aggressive intervention of multi-national corporations that dwarf most governments in size and power. Scarcity in natural resources,
the need for new product markets in developed nations, and the new independence of resource-fich,
underdeveloped countries can only accelerate that trend.
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At home, the "invisible hand of the marketplace" has been slowed by the "invisible handshake."
Economic decisions are determined by a complex set of relationships and expectations between
firms, workers, and customers. As a result, wage, price, and production decisions are becoming
increasingly independent of overall economic conditions.

The effect of this complex economic reality is evident in the intransigence of the current
inflation rate in the face of traditional monetary and fiscal restraint. We reduce demand, but wage
and price decisions are increasingly independent of overall demand conditions. The mutual trust
and loyalty between firms, their workers, and their customers (not to mention the cost of finding
and training workers and cultivating customers) make firms loathe to disrupt expected patterns in
wages and prices. Other factors such as multiyear wage contracts, wage and price indexing, fixed
percent pricing, and the publicly provided social safety nets further reduce the leverage in traditional
demand restraint.

The intransigence of the current inflation rate in light of traditional economic restraints is
evident in the increasing economic and social costs enacted for marginal reductions in wages and
prices. The social and economic costs of our policy-induced recessions weaken our resolve to
continue an aggressive restraint long before the desired antiinflationary effect is achieved.

Eventually, the single-minded emphasis on overall fiscal and monetary restraint fails. The
effects of such policies overwhelm the nation's social and economic capacity to pay for them. At
some point, policies move abruptly from aggressive restraint to emergency stimulus. The government
inevitably falls into a pattern of stop/go policies that are disruptive of consumer and investor con-
fidence.

The Effect of Current Antiinflationary
Policies on Human Capital

Our current antiinflationary policies are especially destructive of human capital development.

The cost of wages constitutes more than half of the nation's annual economic activity. Because
of the importance of wages in economic activity and the sheer visibility of viage decisions, anti-
inflationary strategies have historically tended to concentrate on reducing wage increases as an
indirect means of reducing prices. We attempt to reduce wages by encouraging slack labor markets
through generalized economic restraints. But these restraints are merely a euphemism for budget
cuts and tight money in the interest of encouraging unemployment.

In the wake of the failure of public efforts to increase employment and in the face of mounting
evidence that wage and price dec.Oions have little to do with overall economic conditions, it appears
that we are using people as common fodder in the war against inflation. It also appears that we are
using them to no avail. The current reliance on restrictive demand policies encourages unemploy .
ment in the short term, and discourages investment in the work force in the long term. Alternatively
stated, our current policies have a "double negative" effect on the quantity of jobs and the quality
of the work force.

Unemployment is bad politics. It is an even worse economic policy. The losses in human
capital (and eventually, in economic productivity) are mammoth. Current estimates suggest that as
much as 30 percent of our current, precipitous drop in productivity results from underemployment
and unemployment of human capital. In order to reduce inflation by 1 percent, we must throw one
million people out of work for three years. Moreover, maintaining even one million unemployed
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people costs as much as $25 billion in federal budget deficits for a single yearroughly $10 billionin various support payments and $15 billion in lost revenues.

The psychological impact of unemployment has its economic costs as well. The negativeeconomic expectations derived from high unemployment are every bit as powerful as those thatresult from expected inflation. Where unemployment is high, so is economic insecurity. Fewpeople take risks when they live on the ragged edge of economic necessity. High unemploymentdiscourages self.initiated improvement in skills and training because an immediate economic payoffis not apparent. Alternatively, the economic security that comes with an almost fully employedeconomy provides longer planning horizons for both individuals and economic institutions. Securityencourages people to take risks. Security builds trust in economic futures.

Trust and confidence in the economic future is built with the measure of choice and oppor-tunity that high levels of employment provide. It is of inestimable economic value. The Japaneseand sdme of our other competitors are willMg to subsidize export prices in order to ensure fullemployment at home because they know the economit value of the longer-term investment horizon,for both labor and capital, that full employment allows.

The current public debate over the level of unemployment necessary to fight inflation is alsobeing fueled by a consideration of the losses in national economic output that are occasioned bythe persistent and hiph levels of unemployment. Such high levels of unemployment have character .ized the American economy for the past several years. According to the late Arthur Okun, forinstance, our current antiinflationary policies cost $200 billion in lost output for every singlepercentage reduction in inflation. Professor Steven Sheffrin calculates that the failure of theAmerican economy to sustain an unemployment rate equal to the 4.1 percent attained in theEisenhower years has cost the nation more than $2.3 trillion in lost output.

The dynamics of fiscal restraint in the form of budget stringency is especially destructive ofhuman capital. In order to reduce inflation one-tenth of 1 percent, for instance, we must eliminatesome $15 billion in federal spending. These spending cuts inevitably fall on what little humancapital development monies there are in the federal budget. The federal budgetat roughly $600billion plusseems huge; but in reality, there is little room for cuts. Fifty percent of the budget isfor income maintenance programs such as Social Security, unemployment compensation, retirementbenefits, and similar programs that have grown almost uncontrollably with the relaxation of eligi-bility requirements. Seventy-five percent of this fifty percent figure is for Social Security and Medi-care expenses only. These benefits are mandated by law and are difficult to cut. While these programsprovide resources to maintain individuals; they provide little in the way of human capital develop-ment. Another quarter of the budget goes to the military. Theoretically, that money is perfectlytunable; but in the practical politics of Congress, military spending is and will continue to be asacred cow.

The remaining 25 percent includes virtually all state and local aid, in the form of education,
employment, socia1 services, and economic development spending. Budget cuts inevitably focus onthis final quarter of the federal budgetto the detriment of human capital development.

What is worse is that no one really believes that balancing the federal budget will have a direct,beneficial effect on the rate of inflation. In fact, even proponents of this strategy will agree thatthe current proposal to cut $40 to $45 billion from federal spending will, at best, reduce inflationby three-tenths of 1 percent. Common sense tells almost everyone that cutting $30- $45 billionfrom the federal budget will not change the course of a $2.7 trillion economy. Tails do not wagdogs, even in economic theory.
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The federal deficit has very little to do with inflation; even Milton Friedman has conceded this
point. The current deficit is about 2 percent of the Gross National Product (GNP). In 1976, when
inflation was about half the current rate, the deficit was twice its current size. Nor is the national
debt the culprit where inflation is concerned. The national debt has not grown as a percentage of
the GNP. At $1 trillion, it is roughly 57 percent of the current GNP. In 1960, the debt was only
$290 billion, yet it constituted 57 percent of that year's GNP of $506 billion.

We are caught in a viCiQUS circle in our attempts to control inflation. Depressed demand, in
the interest of price stability, atrophies our basic productive capacity.and encourages the upward
creep in the noninflationary (and therefore immutable) rate of unemployment. That rate, the rate
of unemployment at full employment, is now nearly 6.0 percent. As our human and physical
resources wane, output declines further and unemployment rises. Panicked attempts at increasing
employment through tax cuts and other general stimuli only result in further inflation as increased
spending power falls equally on growing and stagnant industries.

I do not mean to imply that national budgetary stringency is unimportant. Federal borrowing
crowds out private borrowing. I would like to say, however, that our narrow reliance on budgetary
stringency as a principle tool for an4inflationary fiscal restraint has led to "Meat axe" budget cutting
that results in illusory budget savings.

We all need to be reminded that it is not the budget that drives the economy, but the economy
that drives the budget._ For instance, every 1 percent increase in unemployment adds $27 billion to
the federal deficit and every 1 percent in interest rate increase adds $15 billion to the deficit. In the
long run we will realize our budgetary goals only if we are successful in expanding our nation's
economic capacity.

It is shortsighted to reduce commitments to programs, such as vocational education, that can
have a positive effect on the nation's productivity and growth possibilities. Short-term economies in

our Investment in a productive work force are illusory. I carry no brief for current programs or their
concentration in the public sector. Programs may justifiably disappear, but the problems they were
intended to address will not. The alternative to the promotion of employability among thedisadvan
taged is greater public dependency and even higher income maintenance costs. The alternative to
policies that provide retraining and relocation of experienced workers is a vigorous protectionism
and a waste of our experienced workers.

Budgetary stringency is good economic management. But the current, indiscriminate budget
cutting, with its disregard for the potential economic worth of individual programs, is not our
answer. A plan of more moderate budgetary stringency would be more sensible. A deliberate and
persistent budget strategy would scrutinize every program and tax expenditure for their effect on
productivity and prices. Those such as vocational education, which have a potential for encouraging
productivity and price stability, should be spared the budget cutters' axe,

The Real Supply-Side Economics

If we are to escape the self-destructive economic policy trap, with its characteristic, indiscrimi
nate reliance on generalized policies of restraint and stimulus, we must broaden the scope of economic
policy. The hallmark of a successful economic game plan is a reduced reliance on traditional monetary
and fiscal policiessupplemented by a broad array of new supplyside policy levers.
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To reiterate, the only important difference between the demand managers and the simple
supply-siders is that the simple supply-siders favor stimulative measures that channel additionalincome toward likely savers and investors. Demand managers tend to cannel stimuli toward
consumers.

Their methods are the same. Stimulative economic policies are limited to nationwide taxcuts and discretionary money. Occasionally, spending increases are encouraged for stimulativepurposes, but those ihcreases are indiscriminate. It is the overall level of spending that is importantfor economic policythe way in which the mo y is spent is not critical. Restraint is limited totight money and attempts to hold down or cut ding.

To the demand manager and the simple supply ider, it matters little which programs arerestrained or cut so long as the aggregate increase in spending is reduced, It is to be reduced to cool
inflation and in6ilessed to prime growth.

A reduced reliance on nationwide monetary and fiscal measures, supplemented by additional
supply-side policies that target restraint on inflationary economic activities and stimulus on kossibleproductive growth, allows the nation to pursue competing ebonomic goals of inflatiohary rireaintand growth simultaneously. Moreover, such a tactic would allow for more moderate (and thereby
attainable) monetary and fiscal policy targets, putting an end to the restrictive stop/go policies ofthe past.

An expanded supply,sicle policy will require increased priority for programs such as vocational
education that can have beneficent effects on productivity and price stability. New supply-side
policies will also require other changes, including a reformulation of current programs-and policiesto reflect a more careful balance between economic and social purposes, a shift in the current top-
down nationwide perspective in our economic policies toward a perspective that encourages bottom..
up subnational economic development consistent with the geographic diversity in the nation's
economic base, new policies targeted on the price and wage structures of individual economic sectors,and new cooperative arrangements among government, business, and labor.

The Quantity of Work and the Quality of the Work Force:
The Importancefof Human Capital

As we move toward more articulate supply-side policies, programs that emphasize the develop .

ment of human capital should become more important The current deliberations in the Congress
ignore human capital in favor of tax incentives for an increased supply of maChine capital. In our
rush to ensure a steady supply of applied technology and machinery, we ignore human capital. Wedo so at our peril.

The evidence that we have ignored and continue to ignore the economic importance of human
capital is compelling. One striking bit of evidence is the dramatic rise in corporate expense for
educational remediation and training. Recently: the Conference Board, a respected private sector
association of Fortune 500 companies, reported that 35 percent of the firms it studies now provide
significant remedial training in reading, writing, and arithmetic_ Some put the cost at $20 billion.
More general evidence of our neglect is available in an analysis of the composition of our recentgrowth in employment,
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Between 1973 and 1979, about 13 million new nonagricultural jobs were added to the Ameri-
can economy: a remarkable achievement that far outstrips any of our competitors. Many take
comfort in this fact asthe final proof of the health of the American economic system. I do not.
What disturbs me is that the growth was concentrated in low-wage anti labor-intensive jobs. These
jobs offer short hours (generally less than thirty hours a week), low wages (usually minimum wage),
and tend to be dead-end jobs. What is most disturbing is that these jobs tend to be concentrated
among women and new entrants to the labor market: the people upon whom our future produc-
tivity depends. In summary, most of the growth in the American economy is leading toward an
economic structure characterized by poorly paid and unproductive work.

We have arrived at a point where neither the quantity 'of available work nor the quality of the
work force is sufficient. While the disappointing overall growth in the American economy encourages
unemployment and low-skill/low-wage work, shortages in high-skill/high-wage jobs mount. The
federal government's proposed synthetic fuels program, for instance, originally assumed production
levels that would have required fully half the available engineering and professional labor pool in
that industry. According to the National Tooling and Machinery Association, we currently lack
about 60,000 sVilled machinists. If present trends continue, the shortage will mount to 250,000
by 1985. These shortages persist in spite of the fact that machinists can make annual salaries of
$30,000 or more.

Massive new public commitments to defense and energy production are likely to result in
further shortages of skilled labor andconsequent inflationary bottlenecks in production. We are
currently planriing a surge in defense production three times thatnecessary to fight the Vietnam
Warand we intend to spend the money in.roughly the same time span. In addition to policies to
ensure the availability of a skilled work force for military and energy production, we will need to
cater carefully to the skill requirements of civilian industry lest it become starved for skilled workers
and capital. A second-rate economic power cannot afford a worldwide military presence.

The gap between available skilled jobs and skilled workers is already evident. We see more and
more statistics that demonstrate severe skill shortages among American workers. In a statement to
the press on March 16, 1981, the President noted that he had found thirty-three and one-half pages,
of Want ads in the Sunday, March 15 Washington Post.A close analysis reveals that at least 1,900 of
the advertised jobs required some specialized, institutional training. Approximately 85 percent
required institutional training of one year or more.

The most disturbing evidence of the problem comes from a series of studies which suggest that
our failing competitive advantage in foreign markets is due to our short-sighted government policies.
Recently, the Bureau of International,Labor Affairs in the U.S. Department of Labor reported that
the decline in United States trade performance since the 1960s is the result of differences in the
growth of net real investment in equipment and in the acquisition of labor skills through educatiOn
and training. Between 1963 and 1975, the United States' share of the world's skilled workers fell
from.29 percent to 26 percent. We haYe dropped from second to seventh in the measured "skilled
endowMents" of our workers. The result of this ominous trend is that the skill content of American
imports increases while American exports steadily lose their Competitive advantage.

In light of accelerating economic changes, our tendency to ignore the economic importance of
vocational training will cost us dearly in the future. The coming decades will see rapid industrial
change as national competitive advantages sort themselves out in an increasingly competitive world
economy. Highly skilled labor and highly productive industries will increasingly concentrate in
industrialized nations. Unskilled labor and unproductive industries will concentrate in those develop-
ing nations that substitute labor-intensive production for technology in their first steps up the devel-
opmental ladder.
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Competition for highly skilled labor and highly productive industries will- increase among indus-trialized nations. That competition is accelerating right now. We will maintain otir international
economic preeminence only if we learn to continuously integrate new capital and labor to produce
new products with newer, more efficient methods.

If we are to succeed, national economic policy must recognize labor as an economic resource to
be developed and continuously refined.

A rapidly shifting industrial base and accelerating international competition will increase the
need for occupational and geographic mobility in the nation's labor. Both will be more difficult asthe labor force ages. Nothing threatens growth more than the proliferation of defensive "protection-ist" measures that protect workers from structural changes. In order to avoid protectionism, we need
a long-term commitment to continuous skill upgrading and education and training for all workers.
The primary tools for such a policy already exist. They must be expanded and consolidated into a
comprehensive policy with much greater involvement and cooperation from private industry and labor.

The Shift to Human Capital:

From Redistributive to Developmental Strategies

A new economic role for human resou'rce development, including vocational education as an
importarit contributor, will not come without a careful reformulation of current policies. Our current
policies and programs were crafted in an era of effortless growth. Current public programs werecrafted in an environment when the essential economic and political issue was the equitable distitibu-
tion of a growing economic pie. Policies and programs were designed to allow able-bodied workers
WI equal opportunity to partake of the largesse that growth provided, and to maintain those who
could not fully participate in the nation's economy. Human resource policies were focused on pro-
duction. They presumed a competitive and successful private sector.

Effortless growth no longer prevails. The dominant economic issue has shifted from the distribu-
tion of a growing economic pie to growth itself. Human resource policies that focus exclusively on
the distribution of the economy's largesse and income maintenance are no longer appropriate. Instead,there is a shift in emphasis to developmental policies that emphasize the use of human capital as a
productive resource.

Programs such as vocational education, the stepchildren of the "War on Poverty," assume a
new importance. Vocational education's ties to the private sector and its concern with the general
productivity of the labor force (especially prior to amendments in 1968), encourage its sudden pre-
eminence among human resource programs.

The realization of that preeminence will not come without change. Federal dollars, for
instance, are likely to shift from general programs to more targeted economic purposes. Already
there are rumblings to use current federal dollars for a Vocational Education Opportunity Grant
a VEOG, if you will. There is additional pressure to attach vocational funds to industrial policies
for high technology and other industries. There are additional proposals to close the new U.S.
Department of Education and move all educational involvement into the Departments of Labor
and Commerce.

There are more than political currents at work. The demography of labor markets will demand
change. As the members of the baby boom age and the incentives for early retirement recede, voca-
tional education's clientele will age. If fertility rates hold steady or decline, more clients will be
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female. More directed job training and more retraining of the work force will be required. The
complexity of career decisions made by adults'will require more sophistication and supportive
services. Moreover, it is likely that these services will be delivered in environments further removed
from the traditional classroom and closer in concept and actual physical location to the world of
work.

From National to Subnational Economic Development

If supply-side policies are to succeed, they must also be more decentralized in their application.
New policies, if they are to be effective, will devolve from a national to a subnational policy focus.
Earlier, I explained that our current national policies fail in part because they do not satisfy the
industrial and geographic variability that undeelays the so-called "national economy." As a result,
the stimuli contained in these national economic policies fall equally on fertile and infertile economic
fieldssimultaneously giving us growth from productive sectors and inflation where growth possibili-
ties do not exist. Similarly, economic restraints cool overheated economic enterprises, but simultane-
ously stymie growth in industries where growth is possible.

A reduced reliance on broad-gauged economic policies, supplemented with more articulate
policies that are targeted separately on stimulus and restraint, will bring some relief from the current
situation of stagnancy and inflationa situation that present policies encourage.

Current proposed national industrial policies are a step, but only a step, in the right direction.
"Picking winners" on the basis of national industrial perfotmance ignores the geographic hetero-
geneity that is characteristic of individual industries (i.e., an industry may be doing badly nationally,
but may be doing dell in some specific locale, and vice versa). ,

The fundamental flaw in such proposals is that they continue the top-down perspective of
current policies. The national economy is a statistical creation. It exists largely in the computer
banks of 'federal statistical agencies and in the econometric niceties of the major economic models.
It is a useful tool for descriptive and predictive purposes, but it is overused as a rubric for policy.
It has no flesh and bone. Economic growth does not proceed from the top fown; it begins with
infinitesimal sympathetic uses of labor, capital, and resources, and proceeds from the bottom up.

The real supply-side economics would encourage an increased capacity for bottom-up, sub-
national economic development. The dim outlines of subnational economic development systems
exist in many places-, born of inter- and intra-area competition. Vocational education is already a
companion to many of those systems. Where it has not already done so, it should assume its proper
responsibilities in local and area development.

The federal government has much to learn from these efforts in its own attempt at national
policies. At a minimum, federal policies should not set asunder what local self-interest has joined.
Instead of discouraging the national arrangements that are evolving in many areas, the federal
government should attempt policies and programs that allow their nascent systems a perspective
beyond the inter-area economic competition that gave rise to them. In vocational education or in
other areas, the federal government should supply encouragement, information, dissemination of
research on best practices, and should encourage linkages and complementarity in federal programs.
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Oboperation

The keystone to the success of an expanded supply-side policy is in increased cooperationamong government, business, ahd labprconcerns. Our history of effortless growth has organizedusinto adversarial groups for the purpling of distributing the drowthdaiiidend. A society organizedfor distribution is inimical to growth. Economic production is a cooperative venture by its verynature.

The success of vocational education as an economic policy will rest on its ability to cooperate_with its sister institutions in the public sector: the employment services, CETA, the private industrycouncils, and others. Its ability to move closer to private sector training will be equally impOrtwnt..This is especially true as the vocational education client increasingly becomes an adult Jth priorwork experience. .

The relationship between vocational education and private training is already strong whentcompared to its public cousins. It needs to be stronger. The substantive and physical distancebetween public and private training should be reduced. Neither will replace the other. Private train-ing follows the short-term boom and bust of the business cycle, while public training cartafford alonger and more persistent view. Public training maintains the constant quality of the labor forcewhen the business cycle discourages private investments in human capital.

In addition, closer cooperation can be of mutual benefit. Public and private entities can sharepersonnel, equipment, capital, and facilities. National policies to expand allowable tax expendituresfor the transfer of instructors, updated equipment, and for rniixed pilblic and private teaching facili-ties are currently under consideration.

One can agree or disagree with much of what is heard at this conference. Your head may buzzwith ambiguous new phrases that you have heard him me and fromothers. Some of them mayoccasionally stumble sideways out of your own mouth: supply-side economics, subnational economicdevelopment, economic revitalization, reindust§ialization. The aftertaste of such phrases tells eachof us different things. Our analytic bent recogfiizes an atiempt at corralling a new mix of ideas.The politician in all of us knows a fast train when he or she sees ofe. Some will catch the trainbefore it leaves the station. Some will choose to wait for a wreck. But the buzz of artful phrasesdoes signal one common theme. That theme is change. It is the business of inititutions such as theNational Center for Research in Vocational Education to absorb the shock of change for the voca-tional education communityto separate wheat and chaffto sort the serne and nonsense. I offermy remarks as more grist for your milling.
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flEINDUSTRIALIZATION AND VOCATIONAL EDUCATION

For America to sustain a high standard of living and set aside the resources needed for nationalsecurity, at least a decade of shoring up productive capacity is required. In essence, we are in needof a period of reindustrialization.

The American society has been underdeveloping. Decades of overconsumption and under-investment in the national economic machine have weakened America's,productive capacity. TheAmerican industrial machine, with some important exceptions, is now run like the steel mills; whereincreases in labor settlements and dividend payouts vastly exceed increases in productivity. Coupledwith eelatively low investments in new plants, equipment, and research and development, as well asother factors, these strategies have resulted in an aging technology and an inability to compete withcountries such as Japan and West Germany that rebuilt their plants after World War II.

In the faze of a deteriorating infrastructure and capital goods base, a continued high level ofconsumption leads to an acceleration in the rate at which these resources are used up. A comparisoncould be made to a university endowment that is used up rapidly once expenditures exceed theincome. This is what happened during our period of mass consumption. There was not enough plowedback into the underlying sectors (the infrastructure and capital goods sectors) to maintain and updatethem. In that sense, consumption was "excessive."

The terms "reindustrialization," "industrial policy," "revitalization," and "supply-side economics"are thrown around in the economic world at fast clip; sometimes as synonyms, sometimes as antonyms,and sometimes as both in the same breath. Under the title "Re-industrialization's Poor Record," aBritish executive, R. U. Grierson, attacks "industrial revitalization" on the basis of'Britain's and
others' bad experience in lavishing support on lame.duck industriesa practice that represents atypical failing of "industrial policy." Joel S. Hirschhorn, of ;he U.S. Office of Technology Assess-ment, believes that to "reindustrialize America" a national industrial policy along the lines of theMarshall Plan is required. And so it goes.

The quest for some measure of semantic order, for making definitions and sticking to them, isnot a pedantic expression of an academician's need for tidiness. It is a matter of fixing labels longenough to tell what is in each bottle and the differences among them. I will turn to a modest classifi-
cation of these labels shortly, but first I must account for the issue the terms attempt to clarify.

At the core of the current discussion of economic policy are competing conceptions of bothwhat ails the economy and what prescriptions are ealled for. Advocates of all the varying positions
despair, albeit to differing degrees, of the conventional econometric models and Keynesian theories,and policies based on them. All agree that something more is amiss in the American economy thanan unduly high reading on some economic indicators, such as inflation, unemployment, productivitygrowth, and savings. The problem is more severe than just another downturn of the age-old businesscycle, soon to swing up again. All.concur that this is not merely or even mainly a demand-driven (or
OPEC-caused) inflation, to be curbed if not cured by trading x points of employrnent for y pointsof inflation. All agree that the foundation of the American economy has weakened and needs shoringup. There is not one counter-culture, no-growth advocate in the entire group.

13

17



Differing views of our economy are best seen as divergent Ronceptions concerning what the
proper relations between the polity and the economy are, and Were the levers for corrective
measures lie. The positions taken do not directly parallel those taken by public officials,political
parties, or the conservative-liberal dichotomy. They may be arranged, for convenience of presenta-
tion, on a continuum from radical conservative.to moderate centrist to left liberal.

At the radical conservativd end of the spectrum is the well-known position that what ails the
economy is mainly an excessive level of politicization. This is reflected not only in an unduly high
proportion of the GNP being used and 'allocated by the polity and excessive regulation of private
decisions, but also in the revolution of entitlements, and attempts to deal with all social and many
personal needs"via the polity rather than the market. Economists Daniel Bell and Irving Kristol have
articulated this position, as has Milton Friedman.

In this case, the remedy is to reduce the scope and intensity of the polity as much as possible;
by releasing resources to the private sector, deregulating industry, and letting the market do its own
wondrous things. Arthur Latter and Kemp.Roth are the most radical of this school of thought; they
hold that the revenue lost via" monumental tax cuts will be restored by the higher tax yield of a more
productive economy. Other radical conservatives, such as Milton Friedman, are satisfied to cut back
government expenditures and taxation drastically, without assuming a proportionate gain in the
economy and tax revenues.

In terms of the radical-conservative stance, where the levers for change are, this approach is
wholly gptargeted. It sees no need to direct, aim, or guide the public resources released to the private
sector inlny particular way. Indeed, freeing them to go wherever the market will take them is the
kernel of the approach. This viewpoint is generally termed "supply-side economics," since it calls for
letting private demand work its own way. The private economy responds to it by altering its capacity
to supply what the demand seeks.

At the other end of the spectrum of positions, in the left-liberal category, is the notion that the
polity's role should be intensified rather than reduced. Here the diagnosis is that in comparison with
other highly successful economies (especially West Germany and Japan), American institutions provide
insufficient guidance and support for the private economy. The market, it is implied or stated, hat
shown its inability to invest enough in new plants and equipment, to innovate and compete. Executives
have grown risk-shy and dividend-happy. Steel mills, auto plants, and the textile and rubber industries
are crumbling. The computer industry will soon face a unified government-orchestrated attack from
Japan, while our industries' responses will be divided.

According to this leftliberal view, correctives are to be found in emulation of "Japan, Inc.,"
especially the Japanese Ministry of International Trade and Industry (MITI). In other words, the
solution lies in government-guided collaborative efforts, in which business and labor pull together.
Government bureaucrats and technologists will serve as the taskmasters and sources of analysis, tax
incentives, capital, and informal (if not outright) protection. Recent attempts to turn around the
United States auto and steel industries, following the suggestion of tripartite committees, are viewed
as American dryruns of this philosophy. Beyond this, the advocates of this highly targeted approach
see the U.S. Department of Commerce transformed into a Department of Trade and Development
(or some other Americanized version of MITI), with a desk and a committee for each industry. The
trade desk would analyze the industry assigned to it, for example, shoes. It would determine whether
the industry is a winner or a loser, and whether it has a promising future in terms of productivity,
exportability, technology/innovation, labor intensiveness, and other criteria.
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The designated "winners" would be showered with government-provided ubsidies, loans, loanguarantees, tax incentives, protection (as in a trigger price or import quotas), 0 write-offs, andother types of support The losers would be buried or "sunsetted." The governrnOnt then mightprovide the workers with "trade adjustment assistance" to help move them fromiparts of the countrywhere the losers congregate (Detroit, Pittsburgh) to where the winners roam (the Sunbelt, coal states).Retraining for laid-off workers would also be provided.

Such a policy might be called "national planning," but as the term tends to.raise fears of creepingsocialism, most of its advocates avoid the label. Instead, the term "industrial policy" is in favor. It isquite appropriate, because the assumption is that the unit at which levers of policy are to take hold isnot "the economy," or a major sector, but specific industries. Also, "industrial policy" is the labelused for detailed government planning and direction of corporate efforts in other countries.
Critics of this philosophy raise three major questions:

1. Do we have the analytic capacity to determine correctly who will be a winner or whowill be a loser? Does not our record suggest that we will misidentify industries and sinkvast amounts of public resources in tomorrow's Edsels?
2. Will our polity, in which the government tends to be weak compared to business, labor,and local communities, be able to channel resources to those who merit them in termsof some rational analysis, rather than to those who have political clout?3. Are both voters and leaders in the country willing to accept more politicization andless reliance on the marketplace?

At the center of the continuum, between supply-side economics on the right and industrial policyon the left, is the conception of reindustrialization; that what ails the country is public and privateoverconsumption and underinvestment, resulting in a weakened productive capacity.

Historically, industrialization is achieved in two main stages. First, an infrastructure is developed,in which nationwide transportation systems are set up (in the United States it was canals and railroads);cheap power, neither animal nor human, is made available (the mining of coal and drilling of oil wells);technological innovations are advanced (the steam engine, for example); modern communicationssystems are evolved (e.g., the telegraph); legal and financial institutions are developed Inational currency,banks, stock exchanges); and the labor force is prepared (the rise of vocational education, the accultur.ation of immigrants).
,

While technological and financial factors tend to command the most attention in discussions ofindustrial development, the importance of human capital should not be underrated. Industrializationrequires a labor force that is motivated, educated, and trained to staff factories, offices, financial insti-tutions, and laboratories. In the United States, unlike many developing countries today, thevery avail-ability of persons was a major problem at the beginning of industrialization. Although some industrialworkers came from farms, the large majority were immigrantsperhaps 35 million of them. Farm handsand immigrants alike had to be educated to acquire the outlook and values of an industrial society;beyond that, they had to learn the specific skills required by industry.

As the infrastructure develops, it becomes time for the second stage of industrialization: the capitalgoods sector emerges, which builds heavy-duty machinery and plants (steel mills and so on). This sectordoes not produce consumer goods, but rather the tools to produce them. When these two stages arewell advanced, a society can mass-produce consumer goods and services.
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Signs of deferred maintenance and lack of adaptation to the new environment of expensive energy

can now be seen in most of the elements that make up the, infrastructure and capital goods sector of

the United States. There is urgent need, for example, for improvement in the means of commodity
transportation (railroads and bridges, for example); for energy development and conservation (without

excessive commitment to any one path); for larger investment in research and development (especially

applied R&D); and for improvement in the development of human capital (particularly in seeking to
bring vocational training and actual jobs closer together). On the capital goods side, greater encourage-

ment for investment is essential.

The suggested cure for the economic malaise is semitargeted: release resources to the private

sector, but channel them to the infrastructure and capital goods sectorsaway from either public or
private consumption. For example, if we cut government revenues by $50 billion through across-the-
board tax cuts, the funds released might well be used to spur private demand for consumer goods and

services (gasoline, for instance); little rejuvenation of productive capacity would occur. On the other

hand, if the resources released are guided to the productive sectors of the economy not to specific
industriesreindustrialization.may take place. Thus, if tax revenues are "lost," not just through tax
cuts for individuals, but in part by allowing accelerated depreciation for those who replace obsolete

equipment or those who replace oil-based or energy-inefficient equipment with equipment which is

energy efficient or uses alternative energy resources, the released resources will revitalize industrial

development. There will be no determination of which specific industry will benefit: steel or textiles',

rubber or rails. The polity will set the context; the market will set the target.

Similarly, providing tax incentives for greater R&D expenditures spurs on all such revitalization

efforts; it does not require a government trade desk or tripartite committee to decide which R&D

project is desirable. And, if workers are provided with productivity-based incentives so that they can

share directly in renewed economic growth, Washington need not be involved in determining which

group of workers is eligible for supplements; this is best done by the management and workers within

each corporation.

Reindustrialization thus stands between supply-side economics and industrial policy; it is semi-

targeted, and the context it seeks to advance is a stronger productive capacity.

Critics suggest that such reindustrialization will return the country to the nineteenth century and

focus on "basic" rather than postindustrial, high-technology industries. The prefix "re-" does point

to a return, but it should not be taken too literally. A return to a strong infrastructure and capital

goods sector does not require a return to the same mix of specific industries. Thus, communications

satellites and dataphones could do the job of the Pony Express and the Morse telegraph, and slurry

pipelines might carry coal in the place of barges. The implied return is to higher investment and

.innovation in the productive sectors, not to anachronistic details.

On a second count, however, reindustrialization must plead guilty as charged. It does favor

mitigating the criteria of "comparative advantage" with considerations of developmental economics,

national security, and social responsiveness. Studies of developmental economics show that a measure

of government provided incentives and support, even short-term import limitations, is often essential

for developing a new industrial base. The same might hold true for renewing one. National security

requires that we not grow so dependent on imported coal, steel, and shipbuilding that we are unable

to withstand interruptions or boycotts. Social considerations urge us not to export all blue-collar

work to third-world countries; we have plenty of our own unskilled labor. Moreover, social consider-

ations, both ethical and practical, require that reindustrialization be carried out in a much more

socially sensitive and responsive manner than America's first industrial development. The call for a

national accord on our priorities for the next decade must cut both ways: the various social interest
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groups will have to moderate their demands; but at the same time, the business community will haveto accept a wide sharing of the renewed wealth.

Vocational education belongs in the general agenda of reindustrialization, primarily because ofits concern with the size, composition, and quality of human capital (or labor). The main elementaryobservation is often overlooked. Vocational education is but a step, albeit an important one, in the
education/job sequence that starts early in life. Beginning in the family, the sequence continues with
the general education part of schooling, and leads, after vocational education, to job training. Thismeans, on one hand, that if education in the preceding institutions is inadequate or misdirected, thosewho enter vocational education will be, by definition, underprepared. This vastly increases the remedialdemands on vocational education, strains its resources, and dilutes its outcomes. Similarly, if no, few,or chiefly unattractive jobs await the graduates of vocational education, it cannot be expected toprovide the same kind of incentives for its students that are available when jobs and vocational educationare well meshed.

Structurally, this implies that (a) vocational education is not best served when it is run in institu-tions dominated by general educators, especially if those educators are not supportive of job education;(b) more interaction is needed between those generating jobs and those who provide vocational educa-tion; and lc) it does not follow that places of employment should provide more vocational education;they might tend to be too.focused on job training rather than a well-rounded education. This conceptof switching the responsibility of training from schools to places of employment has a particularlynegative implication for small businesses, who either cannot afford to offer training, or where employees
must have a variety of skills instead of training limited to one specific area.

Probably the most urgent question is not, Who should run vocational education, in what insti-tution, drawing on what public funds? The question is not even to what extent social priorities needto be balanced more effectively with industrial needs. Rather, we are asking, What is meant by deficientemployability skills?

Employbrs tend to suggest that as many as 60 percent of the youths they employ are deficientin employability skills. While some feel that such complaints have been with us forever, others show
data that indicate at least some deterioration in writing, computing, and other such basic skills overthe last few decades.

The real question here is, What is the source of the problem? This is a question that needs answer-ing before a comprehensive job education program, and within it, a strong vocational education
program, can be designed.

If the limitations mentioned here are due to deficient teaching and insufficient exposure, remedial
classes might help. If lack of la is the case, simplification of teaching might be needed. If psychic
preparation, especially the ability to motivate oneself, concentrate,* and command self-discipline, is
the case, all the "preceding" institutions will have to participate in a true reform. While I personally
see some signs that the main problems lie in the lack of psychic preparation, which hobbles job educa-
tion in general, vocational education in particular, and ultimately employability, it would be ill
advised to base a reindustrialization of job education on such an assumption unless it is substantiated.
In other words, clarification of this issue is the most urgent task facing vocational education, and the
treatment of this issue provides an essential element in dealing with all other problems.
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VOCATIONAL EDUCATION-AND REINDUSTRIALIZATION

What Is Vocational Education?

Ever since the beginning of World War I, Congress has spent tax dollars to encourage the statesto provide education that helps youth and adults qualify for new or better jobs. The states pass thissubsidy on to secondary and postsecondary schools that offer approved training programs. Theemphasis is on the development of the skills, knowledge, and attitudes that are needed in productivework normally requiring less than a baccalaureate degree for entry. The only professionals who canbe trained using these specific tax dollars are vocational educators. However, many vocational graduateseventually go to four.year colleges and become professionals.

Schools are not required to participate in vocational education, but almost all high schools andcommunity colleges, in every state and territory, have elected to provide vocational programs. In fact,local and state governments have chosen to spend more than ten dollars of their own tax funds onvocational education for every federal dollar tbat they receive. Obviously, local school officials feel,that vocational educatiOn is good for their community.

Similarly, the trainees decide whether or not they want vocational education. If they are full-time workers or have left school and are unemployed, they can choose to spend their free hours inmany ways other than in vocational classes. In addition to giving up their free time, vocational studentsmust pay tuition fees; and, unlike the trainees in other government training programs, they receive nostipend. If they are full-time students, they have a choice of three curricula: vocational, collegepreparatory, or general. The latter "does not necessarily prepare you either for college or for work,but consists of courses required for graduation plus subjects that you like" (Flanagan et al. 1964,p. 5). The.general curricula is generally considered to be the least demanding of 'the three and is thecurriculum choice of the majority of students who later drop out of school (Combs and Colley 1967. 1Obviously, both the full.time and parttime trainees who have chosen to participate in vocationaleducation feel that it is good for them.

Similarly, adults support vocational education. When asked in a Gallup poll about the highschool subjects they had taken and "found to be most useful in later life, idults listed commercialsubjects and shop in the top five (along with English, mathematics, and extracurricular activities).Those who did not participate wished that they had. Typing and other secretarial skills, mathematics,and shop were listed as the three subjects that would be of "special help ;.. now" (Gallup 1975).

NOTE: **Revitalization" seems to be the current word that is replacing "reindustrialization," The latter term, coinedby Dr. Amami Etzioni, bothers some people who believe that we have a postindustrial society and others who recognizethat business, as well as industry, needs reinvigoration. Few disagree with the concept, however, once they understandwhat is meant.
This paper has been improved by the comments of many people, but especially by Dr Sat Levitan The author,however, is responsible for its contents.
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Vocational education grew slowly but steadily throughout its first fifty years in the United-
States (though it had a brief, major expansion during World War II when school shops ran twenty-
four hours a day, training workers for war production). In the sixties, it began to expand ravidly
to accommodate the postwar baby boom, and in the seventies it expanded again because a higher

proportion of youth and adults chose it instead of other educational activities.

Today, the principle roles of vocational education are:
1. Preparing individuals for work, for entry jobs, upgrading, retraining, and

cross training.

2. Providing orientation to work.
a Ensuring equity for individuals and population groups in preparation for

work. (Position Statement 1980, p. 3)

More than half a million instructors provide vocational education to 12 million youths and
5 million adults each year. About a third of these students receive "occupational" training and
two-thirds get work orientation, consumer and homemaking instruction, and other "nonoccupational"
instruction (NI E 1980, p. vi.4). More than 5,000 high schools and more than 2,000 community
colleges and technical institutes each provide a choice of programs in five or more different occupa-
tional fields (NIE 1980, p. vi-15). Some schools serve a few square miles of a city, but area schools
may have dormitories to accommodate students who live hundreds of miles away, or may put shops
and lahoratories on wheels to take training to all parts of their districts.

More than 150 different occupations are taught, ranging from bookkeeping to welding and
from agricultural sales to x-ray technician training. Classes are scheduled so that they are accessible

to full-time and part-time students. Shops and laboratories simulate conditions on the job as much
as possible, and the theory of the occupation is related to its practice. Special efforts are made to
ensure access to the training wanted and needed by each student.

Placement in jobs or in advanced vocational training programs is the foremost goal. When

economic conditions permit, placement may occur before and during training; for example, cooper.
ative education students work part time, and their schooling is related to what they learn on the job.
Because vocational education is never required ahd because it emphasizes placement, it must take
care to replace courses for which there is little demand and must seek out training needs that are
not being met elsewhere. To aid in this process, advisory committees are used extensively.

How Effective Is Vocational Education?

We know more about the effectiveness of vocational education than about any othei type of
education because it has been evaluated repeatedly. Dozens of studies agree that its trainees earn
more per year, have less unemployment, and are better satisfied with their work than similar workers
who have not had this training. But these differences are minimal.

One reason for this disappointing fact is that the studies are based on averages. The range of
quality in vocational education is enormous, so a tally of the average program results does not
describe what this type of education is or can do. Nearly all the graduates of some programs earn
more than their instructors. In others, the dropout rate is high, and the few graduates are hired only
as a last resort. When evaluators look only at averages, these extremes are overlooked. If the poorer
programs could be improved or eliminated, naturally the average quality and results would go up also.

20

23



Why do we have this range of quality? Each community plans its own programs. Some havebetter planners; some have better cooperation between business, industry, and the schools. Somespend more money on vocational education; some have far more unfilled jobs; and some have moreopportunities for cooperative education than others. Conversely,
some communities have a higherproportion of minorities and morepersons with limited English-speaking ability. Some communitiesdo a great deal for handicapped trainees, while others do almost nothing.

In addition to these variations from one community to another, there are variations byvocational field and by state. Some vocational subjects do not have enough qualified instruCtors,so less qualified people teach, or the program is closed. Some states insist on closing low qualityprograms, while others feel that almost any program is better than none. Some states design vocationaleducation programs to attract employers from other parts of the nation and the world, while others
do not.

What Are Vocational Education's Roles in Reindustrialization?
Vocational education can aid reindustrialization by assisting in the training of three majorgroups for the work of the future: training young people for work, retraining present employees, andretraining those who are reentering the labor force. Only the first of these has received significantattention since the heyday of the GI Bill.

Training Young People for Work

We will soon face a shortage of young workers. From 1936 to 1961. (with the exception of theWorld War II years) the number of children born in the United States increased every year. Theannual births peaked in 1961 when 4.3 million children were born. This baby boom caused thenumber of young people of working age to increase steadily from about 1950 to the present. Thiscertainly has been a major factor in problems such as rising youth unemployment, which in turn hashad an effect on increased crime kates by youth.

For the decade and ahalf after 1960, the number of births decreased sharply, reaching a low of3.1 million per year (Statistical Abstracts of the U.S. 1980, p. 61). This is 600,000 more births thanwe had during the depth of the Great Depression, but as a percentage of the total population, it isfar lower. As a proportion of the labor force, it is lower still. One effect of this decrease in births isthat the number of twenty-year-olds (those born in 1961) began to go down in 1981. And the numberof young workers will decrease for the next fifteen years.

I believe that this will result in a severe shortage of young workers by 1990. A similar situationin Japan led them to describe young people who are willing to go to work as "Golden Eggs."
To further complicate the picture, the birthrate has declined much faster for whites and formiddle-class families than for the population as a whole. This is almost certain to make it easier forwhite youth to get jobs. And, because the gap between opportunities for white and minority youthis likely to increase, we can expect envy and added frustration among the latter, particularly if theyhave had no training.

There are four major possibilities that may invalidate my prediction of a shortage of youngworkers. One is that the economy could collapse. Another is that we could have a continuing, largeflow of immigrants who will be eager to take the jobs normally held by young workers. Certainly
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we have had a major, recent influx of immigrants, both legal and illegal. Although it seems likely that

there will be pressure to allow immigration to increase, the keys to the actual amount of immigration

are likely to be (a) how many acceptable jobs will be available in less developed countries (what, for

example, will happen to the oil-fueled economy of Mexico?), and (b) how will unskilled, alien workers
adapt to the continuing trend toward higher technology in this country's work?

A third reason that fewer young workers may be needed could be that they will be replaced by

robots and other computer-controlled devices that will work more efficiently. I would fear the effects
of this revolution more if I had riot lived through repeated predictions of simi.lor effects that never
materialized. One of my favorite stories is of Tom Watson, the former presiilent,Of International
Business Machines. He was so remorseful about the mass unemployment thetlie felt would result
from the introduction of his company's new computers in 1960 that he gave..Haniard $10 million to

find ways of relieving the misery. Harvard had some difficulty in studying aproblern that did ritit
exist. But the federal government had less difficulty in diverting the Manpcisver Development and
Training Act (MDTA) of 1962 from its original goal of retraining the predicted thousands of techno-

logically unemployed who did not exist. MDTA became a program for aiding the poor, a group that

certainly did exist.

The fourth possibility is that the number of women in the labor force will continue to increase

dramatically. At first glance, this would appear likely. Certainly the proportion of adult females who

are in or are looking for paid work increased from about 32 percent in 1947 to 52.2 percent in 1981

(Bureau of Labor Statistics 1981, Table A,1). Even though we created about 1 million new jobs per

year during the last two decades, these were not quite enough jobs to employ every young worker

plus the many women who chose or were forced by economic necessity to seek paid work. It is an

oddity that the percentage of adult males seeking employment decreased every year from 1948 to

1981 (from 87 percent to 77 percent), while at the same time, the rate for females increased so

dramatically.

Continued inflation may, of course, force even more women into employment (along with

retirees of both sexes). In some countries, 60 percent of the women work. I do not agree, however,

with those extrapolators who think that before long there will be a higher proportion of females than

males in the labor force. Indeed, I (and no one else, as far as I know) think that in the United States,

as more employed women reach early retirement age and as more conservative groups gain power,

the proportion of women seeking employment will actually go down. If you were to press me for

figures, I would guess that the peak will occur at about 55 percent, before 1990. If to, this would add

to our shortage of younger workers, rather than decrease the problem.

If the economy stays reasonably robust, I believe (for the reasons stated above) that we will not

have-major increases in immigration and that technology and older women will not take over most of

the jobs typically held by new entrants into the labor force. If so, it seems clear that we will have a

major shortage of young workers.

Employers have become accustomed to having a large number of young applicants for each good

job that is available. The only jobs that have had shortages of applicants are those that require specific

training or that have poor working-conditions. When many people apply for jobs, the employer can

choose the best, train them, and expect that they will be employed long enough to recoup the costs

of employment and training. But when there is a shortage of young workers, even the good jobs have

Sar Levitan. personal communication. Washington. DC, 1981
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few,seekers. This moans a lower selection ratio and more turnovers. Consequently, employers are lesswillieg to invest in training, and are likely to begin demanding that government aid them by providingtraining to current and prospective employees. At the same time, government will push employers tospend more on training.

Germany. which had a severe shortage of young workers during the fifties and sixties, turnedfirst to the recruitment of aliens to meet their labor needs. This had a number of unantictpated badeffects, so they expanded the vocational training of German youth to a point far beyond what wehave. (Now they have a different problem. The "guest workers" had so many children that Germanybegan to have serious youth unemployment. This led them to require employers to provide moretraining slots than there are youth, in order to take young people off the street.)

I predict that our shortage of young workers will have similar effects. We have been encouragingsubstantial immigration (though not as overtly as the Germans did). We have been expanding thequantity of vocational education. The next step will be to improve the quality of vocational educationand to match it to the needs of the reindustrializing America. If that does not produce enough highquality training programs, government may go even further in dictating to employers what trainingthey must provide and toohom. The emphasis will be on the trainingie youth, even though the socialneed to retrain adults may be eien greater.

Retraining Present Employees

Investment in more efficient producers, processes, and equipment is a basic tenet of reindus-trialization. This will necessitate job redesign and the retraining of already employed workers on ascale that has not been approached since World War II. Whole industries may be abandoned whenthe subsidies that support them are removed. Their workers will need to be retrained for jobs ingrowing, efficient industries. It seems certain that there will be continued increases in the demandYorskilled workers who can install, adjust, and repair the increasingly complex equipment that is beingused in all forms of work_

Who will do the training? Muctrione on the jgb. But we now know that on-thojob
training (OJT) is.not verçTheint if the flow of trainees is large. When the ratio of trainees to workersgets too high, workers sp nd too much time instructing trainees, and both"the quantity and qualityof work suffer. OJT is m ch more effective for most of the troubleshooting, repair, and creative jobsif it follows or is accompa ied bit classroom or laboratory Instruction in the theory and practice ofthe work. This is the type 6f training that vocational education can dobest.

Reindustrialization poses Etocpblem that is nearly equal to the challenge of conversion frompeacetime to ,wartime industry. We met that challenge successfully during World War II, with vocational
education playing a major role in the massive retraining of workers. We can do it again.

Retraining Those Reentering the Labor Force

eeThe largest group of individ s who rnter the labor eorce are women who left paid workearlier in life to raise a family. A ther significant group of reentrant; are women (and many men)who have been forced out of employment by a geographical move to facilitate the career of spouses:Still others who were forced out by bad health later seek reentry,
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It has always been true that the longer oneis away from paid work, the more likely it is that
one will need Substantial retraining. But, reindustrialization is certain to increase the amount of
retraining needed by reentrants, because it will cause their jobs to change more rapidly while they
are away. Vocational education has made substantial progress in aiding homemakers who are
returning to paid work, but much remains to be done, for them and for other reentrants.

A similar need for retraining occurs as a result of early retirement. Almost a fourth of adult
males arednot working and not looking for work, and,an increasing proportion of them are in their
forties and fifties. Some have been forced to retire early, but an increasing percentage has elected

to leave work because of the structure of their retirement plan. These plans continually reduce the
difference between retirement pay and working pay, so that many workers over age fifty-five can
feceive almost as much money in retirement as they do in full-time work.

Once these individuals retire, however, the situation may look less inviting. Inflation may cut
the purchasing power of a pension in half every decade. Boredom may be overpowering. Many of
these people wish they knew how to gerback to work.

Many retirees need retraining to reenter work, and again, the longer they have been retired, the

more retraining they need. Some can use their current skills but need to know how to become entre-
preneurs. Others need to know how to adapt their skills to work in new settings, perhaps even in
volunteer work. Others need to rebuild their self-concepts or require assertiveness training.

As reindustrialization progresses, it will be more difficult for retirees to return to work without
retraining. It makes sense to build on their current skills whenever possible. Vocational education
can assess these skills and build individualized retraining programs based on each trainee's needs.

The Revitalization of Vocational Education:
What Needs To Be Changed?

Just as the economy needs revitalization, so does vocational education. Although it is basically
sound, it has numerous deficiencies that must be remedied so it can be of maximum service to the
*nation and to its citizens. There are deficiencies in dontent, in the types of people served, in equip-
ment and facilities, and in staff:

1. COntent (What Is Taught)
a. Inadequate variety of programs in rural areas
b. Too mudh content taken from the most obsolete portion of business and industry

instead of from the most up-to-date portion
c. Too much content based on obsolete practices rather than pri current and future work
d. Too little emphasis on developing entrepreneurs

2. Individuals Served (Who Is Taught)
a. Too little service to adults
b. Too little emphasis on serving people with special needs (e.g., the handicapped, those

with limited English, convicts, and the poor)
c. Too few programs for the gifted and talehted
d. Restrictions on who can enroll (because classes are offered only during the day or

during the early evening, only to full-time students, only to those who enroll in
September, etc.)
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3. Equipment and Facilities (What Is Used in Teaching)
a. Considerable amounts of out-of-date equipment
b. Some obsolete buildings, particularly in large cities
c. Some buildings in the wrong places
d. Some buildings used only from 8 a.m. to 4 p.m.

4. Staff (Who Does the Teaching)
a. Many instructors whose training is technically obsolete
b. Some instructors who don't know how to organize, present, or evaluate what they teach
c. Too many administrators who don't understand vocational education
d. Salaries that are too low to attract qualified instructors in some fields
e. Many counselors who lack knowledge of the work world
f. Inadequate programs for training staff and keeping them up to date

What Does Not Need to Be Changed?

Many of the critics of vocational education suggest changes that would not improve the system.
Contrary to their recommendations, we should not do the following.

1. We should not remove all vocational education from the secondary school. More than
two-thirds of the high school students take one or more vocational education courses.
It is true that the more expensive postsecondary vocational programs increase the earnings
of graduates more than the high school programs do. But, if there were no vocational
education in the high school, adolescents would lose opportunities for career exploration;
the dropout rate would jump, which would decrease the amount of general education; and
we could not accommodate the increased demand for postsecondary vocational education.

2. We should not transfer all vocational education 'from schools to employers. Most small
employers cannot offer substantial amountS of training, except through cooperative educa-
tion. Large employers are effective trainers, but all employers tend to shut down their
intake of trainees when they are not expanding. Everyone agrees that the most economical
time to offer training is during economic recession. If employers won't do it, then who will?
Moreover,' employers provide little general education to accompany their skill training.
Schools, on the other hand, usually insist that vocational education students spend half or
more of their time in general education. Finally, employers rarely are interested in providing
training for employees who have their own reasons for wanting to change occupations.
Schools, on the other hand, should be attuned to the needs and wishes of their clientele.

3: We should not fund only those programs whose graduates can find immediate job vacancies.
Otherwise, we would have to close all programs during a recession. A far better choice is
to fund programs in which trainees are willing to invest their time. It is true that some
students will invest in useless training, but students (and their parents) seem to have as
good a track record as labor economists in predicting which training will pay off. And,
students know far,better than anyone else what is interesting to them. The customer is
right, at least in the long run.

4. We should not judge programs as if they could or should enroll students on a quota basis,
taking into account sex, race, and ethnicity. Obviously, there should never be artificial
barriers to enrollment, but choice of occupation should not be legislated.
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Relationships between Vocational Education and CETA

The relationships between the Comprehensive Employment and Training Act (CETA) programs
and vocational education remain anonymous. During its first forty years, vocational education
professed an almost sole concern for increasing individual productivity. Not until the Vocational
Education Amendments of 1968 did it make widespread attempts to serve the disadvantaged and
handicapped. Even today, most of the 25 percent of students who drop out of school before gradu-
ation do so before they have an opportunity to enroll in vocational education. Most of these drop-
outs are poor and disadvantaged individuals. But in spite of its failures to serve the dropouts, and in
spite of its stated pre-1968 goals to serve only those "who could profit from training," secondary
school vocational education has actually served those who were not interested in or were rejected by
the college preparatory curriculum. Consequently, it has attracted students who tend to be below
average in verbal ability and in socioeconomic status (SES).

Similarly, the Manpower Development and Training Act (MDTA) of 1962, the precursor of
CETA, began with an interest in productivity. Its stated purpOse was the retraining of workers who
were unemployed because of technological change. However, by the mid-1960S, MDTA was devoted
almost entirely to helping unemployed young adults, particularly urban, minority youth who tended
to have verbal ability and SES levels similar to the lower half of those served by vocational education.

Vocational education began outside the educational establishment, under the guidance of a
separate federal board, and became part of the U.S. Office of Education during the thirties. Even
today, several states have separate state boards of education and vocational education. Nevertheless,
vocational education has provided most of its training through the public secondary and postsecondary
schools. CETA, on the other hand, generally has preferred to purchase training rather than provide it.
And, it has tended to choose the training that is provided by employers, community-based organiza-
tions (CB0s), and proprietary schools, rather than by<the public schools.

Until the mid-seventies, CETA and vocational education generally kept an arm's-length relation-
ship. For example, CETA carefully avoided serving students of high school age, unless the high school
principal specifically released the individual trainee. (Perhaps the U.S. Department of,Labor remem-
bered its colossal conflict with the educational establishment, which killed the National Youth
Administration's parallel secondary vocational school structure just before World War II.) On the
other hand, few public schools were interested in a close relationship with CETA, in part because they
were struggling with the highest enrollments in their history.

In recent years, however, things have begun to change. Most public schools are worried about
declining enrollments. Congress has encouraged joint planning and has earmarked 22 percent of
Title IV funds for YEDPA programs to be conducted by local education agencies. To everyone's
surprise, most prime sponsores have spent far more than the required minimum on joint activities.
Clearly, the time has come for more collaboration between CETA and vocational education, not
just at the local level, but at the state and national levels as well.

Impediments to CETA/Vocational Education Collaboration

At the federal level, vocational education is fractionated within the U.S. Department of Educa-
tion. What is needed is an education and work group that can bring together vocational education,
bilingual vocational education, career education, vocational education for special needs students,
industrial arts, entrepreneurship education, experience-based education, and other related programs.
Once this is done, perhaps dialogue with the U.S. Department of Labor can be more fruitful.
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At the state level, the Balance-of-State CETA organization is generally weak. Consequently,
CETA service to the rural poor is-rarely satisfactory, and communication with the state vocational
education establishment leaves much to be desired. Perhaps those states that have strong area and
postsecondary vocational and technical programs serving all parts of the state should be allowed toturn to them for operation of the Balance-of-State CETA programs.

The greatest barriers to collaboration, however, are related to goals rather than to organization.The national thrust toward reindustrialization demands an emphasis upon increasing the productivityof all workers. The impending shortage of young workers makes this emphasis even more essential.Vocational educators, particularly in the postsecondary schools, know how to develop productivityin students. CETA needs to adopt teaching productivity 8 a goal.

ConverselY. CETA has emphasized service to the most disadvantaged workers, while much ofvocational education has adopted this goal only reluctantly. The increasing gap between opportunitiesfor young white and young minority workers (based on differential numbers of births) demands that
vocational education join CETA in wholeheartedly attacking this problem.

Both CETA and vocational education have just begun to learn how to develop the skills ofhandicapped workers. We now have the technology to move almost all handicapped people frominstitutions and sheltered workshops into competitive employment, but the new techniques need tobe put to work. CETA and vocational education are the logical systems to do it.

A little noticed change in congressional procedures may be the catalyst to force greater dove-
tailing between CETA and vocational education. "Reconciliation" requires that the Senate Subcom.
mittee on Education and Employment Oivide a fixed appropriation among all funded activities. Thus,
a dollar allocated to CETA is subtracted effectively from vocational education, and vice versa. Thiscould lead lobbyists for the two groups to attack each other, but it is likely to lead the committee to
demand more coordination between the two programs.

What Should Be Done To Make The Needed Changes?

1. At present, about 25 percent of federal vocational education funds must be spent on improve-
ment of vocational programs (staff training, equipment purchases, buildings, research, development,
and turriculum improvement). Most of the remainder is spent on program maintenance (salaries,
supplies, and so forth), which should be the responsibility of state and local agencies. Federal support
for program maintenance should be shifted, over a four-year period, to program improvement. Block
grants, if they must be used, should be restricted to vocational education prograM improvement (ratherthan program maintenance) activities.

2. Equipment is very expensive in many vocational fields. For example, it costs a minimum of
$200,000 to equip a vocational machine shop. Consequently, many such programs use equipment that
came from World War II surplus and is forty years old. Advanced training must usually be done on the
job, but introductory training can be done effectively on equipment that is five years old. If industry
could depreciate fully all equipment that is donated to and used by vocational programs, company
management would be more likely to buy modern equipment to replace the donated items (thus aiding
reindustrialization). Secondhand equipment is not a total answer, of course, but the availability of
five-year-old tools would improve the quality of vocational equipment dramatically.

3. Much research and development money has been used to find better ways of collecting data
to prove that previous vocational education programs have been worthwhile. For example, millions of
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dollars have been spent on follow-up studies that give essentially the same results: programs conducted
two or three years ago paid off, but did not pay off heavily. The time has come to concentrate R&D
funds on improving present and future programs. We need to know when to use on-the-job training
and when to use formal classroom and laboratory instruction. We need to develop specialized equip-
ment for instruction. For example, many of the functions of a million dollar numerically controlled
machine tool could be taught on a specially designed plotter at far lower cost. Many troubleshooting
tasks and complex industrial processes could be simulated on microcomputers if existing programs
were adapted for school use. The very modest federal vocational education R&D budget of $10 million
should be quadrupled, and a substantial portion of these funds expended on the improvement of
vocational instruction. Regional R&D centers should be established to aid state program improvement
efforts, and to supplement the work of-the National Center for Research in Vocational Education.

4. We must develop a system for updating skills of vocational staff members. The more rapidly
business and industry change, the more rapidly the training of vocational instructors becomes obsolete
technically. To remedy this, schools hire instructors from business and industry. Often, these instructors
have no idea of how to teach the occupation's skills or how to evaluate how much students have
learned. Moreover, many of them bring from the job certain biases that interfere with instruction of
minority groups and women. Similar problems exist with vocational counselors, administrators, and
teacher educators. The identification of vocational staff who need retooling, the provision of adequate
ways to update their skills, and the development of incentives for staff improvement are major tasks
deserving high priority (Evans 1980).

5. Traditionally, the content of vocational education programs has been based on local surveys.
As the mobility of skilled workers has increased, this is no longer adequate. The welding industry is
working with vocational educators to develop a curriculum that will train welders to work anywhere.
Similar consortia should be encouraged in other businesses and industries.

6. Vocational education typically has served students who are below average in verbal ability
and who come from working class homes. Some community colleges and technical institutes are
developing technical education that challenges students who have high verbal and computational
skills. More and more, these programs reenrolling the most capable high school graduates as well as
unemployed college graduates who need training which is salable. The Vocational Education Act of
1963 prohibits the training of people for professional work. This restriction should be removed, as
long as the training can be accomplished in less than three years of postsecondary training.

7. Rural residents rarely have access to vocational education in a broad variety of occupations.
Their high schools typically offer only agriculture, business, and home economics. Community colleges
with the largest number (and the widest variety) of programs tend to be situated in urban areas, and
do not have dormitories for students. In many states, they discriminate against students who live out-
side their district. The goal of every state should be to have a system of postsecondary vocational and
technical education that iS available equally to each df its residents, rather than to give preference to
some on the basis of where they live.

8. In most parts of the country, the declining adolescent population will close many high
schools. Fear of losing their jobs causes high school staff to decrease the number of students that
they will send to area vocational schools. In turn, this leads to low enrollments and high costs per
student in area schools. In many states the area schools are about to collapse, but in others they seem
to be thriving. Why? How can we use the area vocational school as the nucleus for a large, compre-
hensive high school to replace small schools with limited programs and declining enrollment? A major,
national study of this problem is needed immediately, followed by remedial action.



9. Most evaluations of vocational education are based on the premise that full-time studentsare in one of three curricula: vocational, general, or college preparatory, with little overlap amongcurricula. Recent research shows clearly that this model is inadequate (Cope and Forsberg 1980). Infact, many students from the other curricula take one or mcire vocational courses. Part-time studentsmay enroll in a 4-hour short course or in a 144-hour course lasting all year. Most data collectionsystems count each of these as one course. The costs of vocational education should be based on thenumber of hours spent in it, rather than on a count of courses, or even worse, a labeling of studentsas being either vocational or nonvocational. The amount learned should be judged in terms of compe-tencies and job satisfaction, rather than courses or programs completed.

10. Linkages to local private industry councils (PICs) should be strengthened, rather thanplacing total reliance on coordination of government efforts. State advisory councils should draw atleast half of their members from business, industry, and labor.

11. It has been charged that vocational education has been a major factor in keeping the annualpay of women below that of men, becaUse thirteen out of seventeen "traditionally female occupa-tions" are taught in vocational education (Report 1980, p. 5). A study of the effects of eliminatingfemale enrollment in these thirteen occupations would be illuminating, but what is really needed is astudy of the reasons why people choose to receive training in sex-stereotyped fields.

12. The U.S. Department of Education (or its successor) should organize an Education and'Work Unit that would include vocational education, career education, bilingual vocational education,vocational education for the handicapped, entrepreneurship education, experience-based education,and other related groups now scattered throughout the Department. This unit should begin immediatediscussions with related groups in the U.S. Department of Labor to identify ways in which theirprograms can complement each other at the federal, state, and local levels.

Summary: Quality Is Needed More Than Quantity

The recent increase in the size of vocational education has not been accompanied by a uniformincrease in quality. In fact, some aspects of vocational education have stood still while business andindustry have changed markedly, and while the characteristics of the trainees to be served have alsochanged. Substantially improved quality in some parts of vocational education is essential if it is toplay a key role ir reindustrialization. The goal, of course, should be uniformly high quality.

There are four keys to quality in vocational education:Icimtent, trainees, facilities, and staff;in other words, "what is taught," "to whom it is taught," "cxhat is used to teach it," and "whoteaches it." These four keys are dependent on each other, for if one is gravely deficient or isparticularly strong, the others are hampered or enhanced. If all four are first rateithere is no problemin preventing dropouts, in placing the graduates in satisfying and meaningful work, and in aiding thereindustrialization of our nation.

The quality of vocational education is affected most by what is done at the local level. Localsupervisors, instructors, and advisory committees affect quality markedly. Some states have provedthat they, too, can act in ways that improve quality. The principal efforts of the federal governmenthave been twofold: to assist the states in maintaining existing programs, and to ensure that funds havebeen spent in accordance with the letter of the law. The federal establishment has made small, butsignificant, contributions toward R&D and staff development; but for a variety of reasons, it hasbecome less and less involved in improving quality.
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This paper suggests ways in which the federal government can act and assist the states in the
revitalization of vocational education. The principal change suggested is that Congress cease

supporting the status quo and move toward encouraging improvement of vocational education
programs. Without changes such as those suggested here, the reindustrialization of the nation will
be more difficult, more expensive, and more time consuming. -
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WORK, EMPLOYMENT, AND THE
NEW ECONOMICS

I believe that we are witnessing an historic shift in our approach to employment policy, andthat this shift will have profound implications for vocational educators. This shift is mostrecognizable in the waning of influence of demand-side economics and the ascendance of analternative called supply-side economics.

Since the Great Depression almost exactly a half a century ago, a commitment to maintainfull employment has been the centerpiece of public policy. I do not think that is going to change.However, the method for meeting this commitment has been the management of overalleconomic demand according to the teachings of an Infant science created for the purpose calledmacroconomics. That, I think, Is going to change radically. *

On August 24, 1980 the Joint Economic Committee of Congress issued a statement thatmarked the end of an erajof public policy. The report said bluntly that the American economycannot be "fine-tuned" anymore. It reviewed six recessions since World War II, and thenconcluded that the government's attempts to shorten the duration or reduce the intensity ofrecessions through countercyclical programs have been ineffective. The report was endorsedalmost unanimously by the Committee. All eight of the Republican members, and eleven of thetwelve Democrats approved it.

This was an immense and sudden change. Just four years before the issuance of that report,the Committee had reflected the economic orthodoxy that had set the direction of public policysince 1948. It expressed full confidence that the economy could be managed, and reproachedthe Ford administration for doubting it.

"Administration officials," the Committee had said, "speak as though they had heard nothingof the progress In the past forty years of the highly developed economics discipline," in anevident reference to the publication of John Maynard Keynes' General Theory in 1938. It sternly
admonished the administration to stop purveying ignorance. Now, the Committee has almostunanimously repudiated these forty years of progress. What was reprehensible ignorance fouryears ago has suddenly become the new economic wisdom. The renunciation of the Keynesiangospel had become commonplace for a very Simple reason. The central proposition of theKeynesian model was that unemployment and inflation had a very neat inverse relationship toeach other, like the ends of a seesaw. If unemployment went up, inflation would down, andvice versa. This relationship was so fixed and predictable that, if charted, it produced a clean linecalled the Phillips Curve, and thus it was a marvelous policy instrument. For years this soothingassumption was integral to public policy.
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Then in the seventies, things began to change. We began to have inflation and stagnafion at
the same time. It was called "stagflation." and the Keynesian edifice began to crumble. "The
Keynesian conceptuafization 4 being torn to shreds," wrote a labor economist. Paul Samuelson,
who beyond any doubt had been most responsible for the apotheosis of Keynesian economic
theory in the forties. said sheepishly that "experts feel less sure of their expertise." England's
New Statesman put the matter flatly. "An economist," it said. "is an inhabitant of cloud cuckoo
land, knowledgeable in an obsolete art." James Callaghan, the British Labor ParV's Prime
Minister. said with a clarity rare in politics: "We used to think you could spend your way out of a
recession and reduce unemployment by cutting taxes and boosting government spending .

That option no longer exists ... It only worked by injecfing bigger and bigger Wien of inflation
into the economy followed by higher levels of unemployment as the next step. That is the history
of the last twenty years." Charles Schultze, chairman of President Johnson's Council of
Economic Advisors, echoed that conclusion precisely. "Every fime we push the rate of
unemployment toward acceptable low levels, by whatever means," he said, "we set off a new
inflation-In turn, both the polifical and economic consequences of inflation make it impossible V,.
achieve full employment."

Now. American voters have expressed themselves emphatically by electing a president who
promises supply-side economic policy. by purging the whole class of fiberal demand-side
senators, and by electing a Republican majority to the Senate for the first time in a quarter of a
century. Clearly, we have come to the end of an era. Events had already dictated the change.
The elecfion WaS merely the punctuation.

It all began almost fifty years ago when, on what we call Black Thursday, the bottom fell out
of the American economy. The Crash was not a single shock, but a crushing series of shocks.
The first sickening slide, Black Thursday. was October 24, 1929. Then came Black Tuesday. and ,
for a while, despair was rampant among investors. Some cried uncontrollably. Others kicked the
ticker tape machines. A few, although not as many as legend suggests, went to the roof and
jumped. The collapse of the stock market was Just the beginning. A year later Business Week
was still saying, hopefully, that busineu was only in a mild recession, but in fime it was clear to
everyone that something dreadful had happened to the American economy. Looking back, the
bottom of the Depression, when we finally reached it. was terrifying. The Gross National Product
had fallen by half; nearly half of the nation's factories had shut down: Big Board stocks had lost
four-fifths of their value; 5,000 banks had closed their doors; 15 million people had lost their jobs,
a million famifies had lost their homes; 18 million Americans were on refief.

The Great Depression (I am old enough to remember it with a child's vivid view) was a
national mortificafion. Men rode the subways all night to keep warm; people put IOUs in church
collection plates; Illinois Wesleyan University accepted vegetables for tuition: once prosperous
professionals shuffled from door to door selfing shoe pofish and fly paper; college graduates sold
apples on the streets, wearing their caps and gowns.

For the first time in our history, more people left the United States than entered it. The
Russians advertised for 6,000 skilled workers, and 100,000 Americans appfied. More and more,
Americans began to befieve that the moment working people had dreaded since the earliest
beginnings of industrialization had come at last. There seemed to be an elemental, univerul
anxiety, a fear that we had produced too much, too fast.

This fear shows itself, in one form or another, in many cultures. Among the Columbian
Indians, if one worker 4 faster than the rest, this individual's work place is marked by a cross,
and at 4he job the next morning the co-workers pray that the worker will be tired and slow.
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In the thirties, many Americans believed that the world's work was done. This recession wasnot like the others, from which, sooner or later, we moved On to even higher levels ofproductivity. This was the end of the linean awful fulfillment of a collective premonition thatthe machine was the enemy of working people. It had lured them away from the land and then,when the work was finished, when the last car anyone wanted was assembled, when the lasthouse had been built, and the last washboard had come off the assembly line, it left them tostarve. The work was done, or so it seemed, and the people who had burned their bridges andleft their land behind were terrified. It was part of the abundant mythology of that time thatAmerica. if not the whole industrial world, was close to revolution in those dark times. However,scholars who have studied unemployed people carefully find that unemployment, far fromgalvanizing working people, reduces them to a very frightened impotence. Columbia historianJohn Garraty writes that jobless protests were "sporadic, unfocused, and merely rhetorical." Areporter described the 1932 bonus marchers, who camped in Washington pressing for a veterans'bonus. as "the army of bewilderment, behaving with a curious melancholy Another reporter,after seven months of driving across the coUntry, expressed outrage at the unemployed workers'passive acceptance of their condition. A sociologist called the unemployed he studied "scattered.loose, perplexed, and hopelessa mass numerically, but not socially." Three times as manyAmerican workers voted for the Communist presidential candidate in 1912 as in 1932. We were,capitalists and workers alike, above all, desperately afraid.

Franklin Roosevelt was merely expressing the conventional barbershop wisdom of the timewhen he told an audience of businessmen in 1932 that America's great era of growth, which hadexploded after the Civil War, was over, "Our task now," Roosevelt said, "is not the discovery orexploitation of natural resources, or producing more goods; it is the soberer, less dramaticbusiness of administering resources and plants already at hand." More growth, he explained,could be dangerous. The American economy, which in fifty years had lifted a whole nation ofrefugees from poverty, had finally reached the unforgiving winter of its maturity "We had," hesaid. "produced too much too fast " Now the problem was a strange new economic phenomenoncalled "underconsumption." A few weeks later Roosevelt was elected to the presidency, and whathe had told that business audience became the basis for nearly a half a century of public policy.It marked the beginning of an era of demand-side economics and became the declaration of awar on production that would last for over fifty years. The problem was, or seemed to be, thatthe economy was producing more than the people could afford to buy. "The cure," the presidentsaid bluntly, "is not to produce so much " So the first stage of the homespun struggle againstproduction beganbizarre only because it was so innocently direct and literal

When the price of crude oil fell to ten cents a barrel, Oklahoma's Governor "Alfalfa Bill"Murray sent troops to stop oil production. The federal government paid farmers to plow cropsunder and kill new litters of pigs. Almost from the beginning, there was a tremendous pressurefor government spending to get the economy moving. According to Dorfman's standard historyof the period, few knowledgeable persons, including economists, doubted that public worksexpenditures would have to be extended and that deficit spending would continue. 0We savedour way into the Depression," wrote one business economist with impeccable conservativecredentials, "we must squander our way out of it." A group of "scientific economists" assembledby William Randolph Hearst to support a proposed $5 billion program of public works said thatmost economists had been pushing for ten years the idea of public spending in depressions torestore purchasing power. However, Roosevelt, interestingly enough, resisted deficit spending.He thought the economy was suffering from an elusive "structural defect," and that pumppriming could at best be a stopgap measure until that defect was found and corrected. He was,at the very beginning at least, much more interested in programs like the National Recovery Act,which sought to adjust production more accurately to demand, than he was in public works andgovernment spending. Government spending was for relief.
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Keynes and Roosevelt met very early in the latter's administration, but neither was much

impressed by the other.. Roosevelt said he could not make sense of what Keynes said to him, and

Keynes expressed polite surprise at Roosevelt's limited economic knowledge. However, it was

Keynes. who, in the end, probably had the greatest influence on the country's economic thinking.

He published his. General Theory of Employment, Interest, and Money in 1936, and it was eagerly

received by a waiting world. A group of impatient Harvard students pooled their money and

ordered copies directly from the British publisher. The book, surely the most controversial and

influential of our time, caused a revolution in economic theory, and shortty thereafter, in public

policy_ Keynes' severest critics called the book a masterpiece. It was; like most great works, the

elaboration of a vision, and the Keynesian vision, as Joseph Schumpeter has pointed out, was

the vision of a world run down, in which the spirit of enterprise was flagging, investment

opportunities drying up. and in which saving had thus lost its usefulness and become a problem

The Keynesian vision saw society. in short, as "baking cakes in order not to eat therm"

I do not intend to recapitulate the complex propositions of Keynes' General Theory, merely

to summarize them in a sentence or two and get on to the issues of vocational education. The

Keynesian diagnosis is that an industrial economy can come to rest with less than all its

resources emplood because there is a tendency for savings to exceed investment opportunities.

A free econom -s not, as classical economics contends, lead toward providing full

employment the reverse. This slagnation and the mass unemployment that was its cruel,

intolerable c ence could be remedied by appropriateif necessary, massivedoses of

public spendin

The validity of Keynesian doctrine seemed to be unmistakably confirmed, not by the New

Dealthat experience was equivocalbut by mobilization for war. This was the only time it 'ever

worked Unemployment stood at 16.7 percent when the Hitler-Stalin Pact was signed in August

1939. A few months later, unemployment had disappeared like magic. Federal spending jumped

from $9 billion in 1939 to $100 billion in 1945 In 1941, the federal deficit was about $5 billion.

two years later it was $55 billion. The economy, so recently pronounced senile, was booming As

one Keynesian wrote later. "the huge federal deficit generated by massive military expenditure

produced precisely the consequences anticipated by the Keynesians. What counted was the

spending A society sensible enough to purchase decent health care, public transportation,

.public libraries, and inexpensive shelter could also enjoy the delights of full employment." The

Keynesian therapy was promptly built into the Employment Act of 1946. The government

committed itself to maintaining full employment, confident that the meant were now at hand. It

became the most costly government undertaking in the history of the world, including the

Pyramids. and China's Great Wall..

Unemployment was the central problem of industrial society, and the government's task was

to remedy it. The best approach was macroeconomicthe creation of employment on a grand

scale by stirring up the whole economy, by stimulating consumption. Production would take care

of Itself: it would tend to follow automatically if demands were kept strong. We no longer killed

livestock, or set corn fields on fire, or sent troops to stop oil production. Our active antagonism

toward production had cooled. But, an official indifference to the need to maintain and expand

productive capacity was built into public policy.

By 1960, the acceptance of Keynes was nearly universal. "We are all Keynesians now,"

somebody said. If the economic waters receded or left some stranded on high ground,
macroeconomics meant flooding the whole landscape, raising the whole level, and setting those

people afloat again. There was a powerful tendency to let the microeconomic details take care of

themselves. It was an era of overpowering emphasis on demand-side economic stimulation of
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consumption. Policy approaches that emphasized the supply side, those concerned directly withproduction, capital formation, and vocational education, were consigned to the shadows. Whatgave extra appeal to Keynesian analysis was its repudiation of the role of saving. The resentmentof capitalism's inequality suddenly had a powerful rationalization.

Classical economics had taught that economic progress depended on ving and that therich, who saved the most, were most necessary 10 progress. Keynes stoo his proposition on itshead. Saving was not only not necessary; it was the principal cause of temployment."Prosperity," he wrote, "far from being dependent on the abstinence of ke rich, is more likely tobe impeded by it." Elsewhere, he wrote more bluntly that "the unequal dis'Plution of income isthe ultimate cause of unemployment." Rather suddenly, the public policies of a country that hadbecome the cradle_ of capitalism became indifferent to the need for capital formation, if nothostile to it.

Almost three decades later. the Keynesian honeymoon was over. The Joint Economic
Committee had made it official with only one dissenting vote. The voters seemed to agree,electing the first supply-side Majority to the Senate in postwar history. What now? What doesthis mean for us? It seems to me that if the details are obscure, the general outlines of the nextera of economic policy are already clear, and it is not going to make any difference if four yearsfrom now we elect a Democratic president or a Republic president. It will be an era of
reemphasis on the supply side of economics. It will be an era guided by the kind of economicsthat says what is good for General Motors, and all of the other individual enterprises born andunborn, is good for the country. It will be an era that reemphasizes capital formatiom It will be anera that reemphasizes productivity. It will be an era in which the new slogans will berevitalization, reindustrialization, and recapitalization.

Most importantly for this audience, it is going to be an era of reaffirmation of the centralityof effective vocational education as a primary answer to the unemployment problem Vocationaleducation is the educational component of the supply-side approach to full employment TheJoint Economic Committee recommended a new emphasks on vocational education AlfredMalabre, the widely read Well Street Journal columnist, in his most recent book, calls forvocational education as the way "to bring down joblessness with a minimum of inflationarypressure." For half a century, public policymakers wanted to know what to do about
unemployment. They called on Harvard's macroeconomists to give them the answers They wereinterested In broad, overall, systematic macroapproaches: they were interested in monetary andfiscal policy; they were interested in large economic variables such as M-1A and M-18, the
controversial measures of total money supply

Unemployment was the central problem, but for,thirty years no one sought the counsel ofvocational educators Policymakers were not Interested in capital formation. They werecomparatively indifferent to enterprise, It was a period of belief in capital punishment, benignindifference to productivity, and a kind of a bored tolerance of vocational education We haveknown for twenty-five years what creates jobs in America: it is the formation of small businesses,the promotion of entrepreneurs, self-employment. increased productivity through increasinglyeffective vocational education.

Now all that is changing. Unemployment Is still the central problem, it always will be in aspecialized economy. In my opinion, the results of the 1980 presidential election had more to dowith the closing of the Ford Plant In Rahway, New Jersey, than with the hostages In Iran, or all ofthe other issues that are on the front pages of the daily news. There is a basic fear in Americathat there are not enough Jobs to go around; a belief that there is work to be done, but notenough people in jobs to accomplish it. As we tinker with this belief, we will see vast changes inpolitics.
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Despite all this, it is going to be an interesting era. The demand-side medicine has been
found to have very dangerous side effects. It has been pronounced hazardous to our economic
health. Now. policymakers will be looking in new directions for supply-side policy initiatives
They are going to be looking to vocational education:l hope we are ready.

The beginning of our preparation must be to obtain a fuller understanding of what vocational
education means in a postindustrial society Our mission as vocational educators is being
elementally altered We must still teach skills, but we are going to have to teach skills of a
different and somewhat unfamiliar order We have to go..far beyond Prosser. who believed in the
precise preparation for specific job slots requested by industry I do not think Prosser is going to
be our hero in the decade ahead We have to reread John Dewey:"that unread and
misunderstood genius of educational theory. who Wrote that "a proper conception of )ndustrial
education would prize freedom more than docility. vittiatiye more than automatic skill, and
insight and understanding more than the capacity to recite lessons or execute tasks under the
direction of others Dewey was suggesting that we prepare young people to be self-employable.
either on their own or inside organizationsthat we prepare them for work rather than for
Prosser's precisely prescribed jobs That battle between Dewey and Prosser has been going on
for years and years But now suddenly it has a new urgency New demands and unfamiliar
demands are going to be made on the vocational system

We can find the character of these new derriands in the full recognition that it was not just
Keynesian policy that was wrong. the whole Keynesian premise was wrong. the Keynesian vision
was wrong We have been so preoccupied with the application of demand-side economics and
policies that we have forgotten to reexamine the social diagnosis on which they were based
Demand-side policies were built on the idea that the American economy was_mature. that it had
used up its frontiers, and its capacity for growth. as Roosevelt put it. was nearly over That
mournful assessment. painfully plausible in the thirties, was clearly mistaken then, and is
mistaken now

Sincelhen. we have moved through several completely new generations of technology Now
we are on the edge of a technological revolution so vast in its possibilities, that futurist Al Toff ler
calls it "the third wave Nevertheless, the idea that iob opportunities are dwindling, that people
wanting work are a problem rather than an opportunity for progress. has worked its way deep
into the collective subconscious We have thus tended to see the unemployment question as one
of rationing a limited resource rather than releasing a limitless one

That is the central anomaly of industrial America: there is plenty of work to d. I erica
but there are not enough jobs_ Of course there is plenty of work to do. There arer of
people who want better houses and better clothes. There are plenty of people who t to get
on with the rebuilding of our decaying urban centers. More discriminating consumers want better
products of better quality There is muCh tO be accomplished in terms of recycling our nation's
resources on a regular basis. This alone is a most exciting pouibility for creating jobs in
America. By converting industrial processes to reuse waste materials, we will realize half a dozen
important ambitions all at once: we can protect the environment and produce products of better
quality that take less energy to make As a bonus, we can improve the balance of payments by
reducing imports of raw materials,

There is a staggering agenda of work that needs doing, but a nagging shortage of jobs. Thie
may be because the macroeconomic view of society. along with other misconceptions. saw the
work force as some great. Inert. shapeless mass, an industrial proletariat, which somehow had to
be fully employed. The supply-side policy revolution suggests an4together different view It
suggests that We have had a half century of misfocus. It suggests,Olat we must begin to prepare
young people for work that will &ways be abundant, and not for jobs that will always be scarce.
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Almost accidentally, my institution found that it is preparing young people to create theirown work. We have 10,000 students at the Fashion Institute of Technology (FIT) in sixteendifferent majors. We have our stars, the Calvin Kleins and John Anthonys and Antonios in eachof the majors, but we have discovered in study atter study that many of our graduates open smallbusinessesbecome self-employed. Every time they do, they create more jobs. We mustrecognize this growing phenomenon in vocational education.

Recently at FIT, we announced a one-day seminar in the newspapers. The advertisementsaid that on November 15, sixty of the smartest women in the fashion industry would attempt togive 850 women a piece of their mind. We had to return 1,300 checks; we turned away 1,700people because our theater only holds 800. There is a demand out there that is simply not beingmet.

What we are finding at FIT is that we have equipped our students not to find jobs, but to findwork. We place 96 percent of the students of every graduating class. A growing number areemploying themselves. This small distinction between preparing for self-employment andpreparing for a job has immenie consequences. Graduates who are educated to be self-employed are the ones who create jobs for others. This is precisely the metabolism of economicgrowth.

The econoiny grows as new businesses are formed. Big businesses are less a cause ofeconomic growth than one of growth's results. Small businesses are the principal sources of newideas, of new economic growth, of new work opportunities. A few years ago, in a simple studythat became a landmark, the M.I.T. Deirelopment Foundation compared job formation in sixteencompanies Oifer a five-year period. Six of the copanies were seasoned giants with sales in thebillions. Five were fairly large companies with re utations for innovation. Five were smaller, newcompanies built on new technologies. The sales of the six largest companies, such as BethlehemSteel and General Electric, grew at about 11.4 percent a year, but their employment rollsincreased at the rate of only .6 percent alyear, and they created only 25,000 new jobs. ,The salesof the five large innovative companies, such as 3M and Xerox, increased at about 13.2 percent ayear. Their employment rolls increased at the rate of 4.3 percent a year. These five companiescreated 106,000 new jobs. the sales of the five small companies, such as General Data andComputer Graphics, increased at about 42 percent a year. Their employment rolls increased'at arate of 41 percent a year. Their sales totaled less than a thirtieth of the sales of the six giantcorporations, but they created 10,000 more jobs than the giant corporations, or about 35,000 jobsaltogether.

' Another study showed that something Ike 88 percent of all new jobs in America in the. lastfive years were created by companies with twenty employees or less. An astounding 70 percentof these companies were less then five years old.

We need something like a national rediscovery of the indispensable role of entrepreneurs.They have become an endangered specifis. I lost a job in California because the systemconsidered me an educational entrepreneur, and I used to hang my head in shame. Now it isbecoming a respectable label. Studies suggest that entrepreneurs tend to be poor performers inschool. Many entrepreneurs have been school dropouts. This could mean that the conventionaleducational programs are neglecting the nurture of the imagination. The Marxists have accusedvocational educators of creating the personality and cognitive traits that enable individuals tofunction effectively in bureaucratic work organizations. Maybe they are right. Maybe we havebeen training and taming people instead of inspiring them. That suggests another frontier, thelarger task of making work within organizations more entrepreneui4al.
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FIT just finished a contract with a major depahment store chain for a buyer retraining
program to help create entrepreneurial conclaves inside the larger corporate world. This is just
the beginning of a new way for stores to organize so that employees can control the
management and operation of subunits within the larger corporationin other words, to behave
entrepreneurially.

-Let me quote a paragraph or two from an unusual article by. Norman Macrae, the
iconoclastic deputy editor of the London Economist. He believes that more entrepreneurial
corporate forms are the wave of the future. Macrae points out that since the turn of the century,
40 of the world's 159 nations have grown rich because they-were able, temporarily, to increase
productivity through a top-down order from executives who determined the work motions of
assembly line workers. However, this era, he claims, is over. "Educated workers do not like to be
organized from the top," he writes, "and much of manufacturing, and most of simple white-collar
tasks can be gradually automated, so that more workers can become brainworkers." Imagination,
he points out, is alluman quality that Cannot so readily be organized from the top down. He
believes that many operations that have been run by some disciplined process will need to be
made much more entrepreneurial.

There is another optimistic vision of the future of working people. What technology is going
to give us, what Toff ler's "third wave" is going to give us, is the demassification of the work
force. It is going to mean a change in how working people are perceived. No longer will they be
interchangeable digits belonging to a great gray mass that the microeconomists call the work
force. Instead, workers will be increasingly autonomous, self-supervising individuals who look
forward to a rich and intensive life after work. Higher education is going to have to remember
this, and institute drastic change in recognition of it.

Higher education, until quite recently, was frankly elitist. Before the American Revolution,
Harvard students were listed by social rank when they first entered the school. In those days,
common people, defined as those without a college education, were flatly forbidden to "walk in
great boots" or otherwise imitate the behavior of their betters. It was a rigidly hierarchical
society. Colleges educated the tiny elite destined for the ministry, for the professions, or for the
easy responsibilities of the ruling class. The education provided was essentially a liberal arts
education. One learned skills in other ways. As the great democratic tradition blossomed in the
United Statesand it blossomed here as it had nowhere else in the world beforemore and
more people as ired to more and more education. The model was this same liberal arts
education inten ed for an aristocratic minority (most of whom had no need to earn a living), or
for the professi nal scholar. "Do you smoke?" the great lady asks her daughter's suitor in the
Oscar Wilde play. "Goodl" she replies, when he admits hesitantly that he does, "I think every
young man should have an occupation of some kind." In 1900, about 200,000 students went to
college. Last year the figure was Over 11 million.

However, the vocationally impractical curriculum simply did not suit the needs of the new
masses. So, somewhere along the line, liberal educators began to make an uneasy, tormented
case for the relevance of irrelevant education. The consequences have been disastrous for the
great liberal tradition of education and for millions of students who have been seduced into
believing that liberal education has a voCational relevance which it simply does not, cannot, and
should not have. At FIT we recognize that. One-third of our curriculum is liberal arts, and I will
fire any teacher who makes it "related." There is no such thing as related economics, related
sociology, or related math. The liberal arts have no vocational relevance; they have a vast
importance of their own. Now, as a secondary consequence, this culturally indispensable liberal
tradition is being discredited because in practice it fails to do what it should never have been
represented as doing in thOirst place. We vocational educators are witnessing an unwelcome
reaction against liberal edikation. The situation has grotesque consequences.
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We read in the papers that thousands of young people are "overeducated." How can a
civilized person knOw too much? How can an individual who has struggled for centuries for the
leisure that will provide freedom from the exhausting struggle for survivalfor some time for rest
and contemplationhow can that person be overcivilized? This assumption is absurd) Students
can know more than they need to know to program a comppter or to work in a supermarket, but
can one know so much as to be "overeducated?" To me, as an educator, it is an obscenity to
assume that someone could be overeducated. Clearly the rehabilitation of vocational education
to include liberal arts and adapt them to the needs of a mass aristociacy has become an urgent
necessity. The paradox is that only vocational educators can'lay out the real case for liberal arts.
We do not have to pretend that they are vocationally relevant. We can Say, more forcibly than the
liberal educators, that liberal arts are vocationally irrelevant, but that they have a desperate
importance of their own.

We have historically divided the arts to which we educate people into three separate
domains: the practical arts, the liberal arts, and the fine arts.

All three are, in their way, liberating. All of them free us from enslaving limitations. All of
them enlarge us, although in different ways.

The practical arts are the arts of function. Their mastery provides independence from
degrading toil. Their conscientious pursuit has enduring, intrinsic value.

The liberal arts are the arts of meaning. Their mastery provides a sense of purpose, of
relationship, of order. They free us from the anxiety of alienation. They help us know the full
range of human possibilities, and guide our restless efforts to perfect our institutions.

The fine arts are the arts of transcendence. Their mastery provides a sense of depth, of
mystery and majesty. They remind us that we can create more than we can comprehend. They
free us from the anxiety of limitation.

Lately, I have been haunted by a purzling, perpiexing, heartrending book called ikat Went
Wrong? by an English craftsman. He writes about British working people who have larg
achieved all of the material goals they sought half a century ago, and who now have no sure
sense of purpose. They are asking, with a terrible urgency, whether there can be life after work,
or only an emptiness to be filled by passive entertainments, recreational chemicals, and a bored
and heavy indolence. In other words, we may be finding that the unemployment problem has two
related dimensions. Not only have we left some people wholly unemployed, but we have left
unemployed the most human qualities of practically all working people. As we solve the second,
less visible problem, the first may simply disappear.

The crisis of macroeconomics may mean that the Jeffersonian ideal, which for two centuries
has been stopped at the factory gate, may at last be finding its way indoors. Jefferson's hope
that America would remain a nation of independent farmers was more than a sentimental
pastoralism. He saw it as necessary to the maintenance of a durable democracy that the
participants be financially and psychically independehtnot "conditioned by their employment
to habits of subordination." Jefferson believed that widespread economic independence through
self-employment on the land was the best defense against a familiar tendency for democracips to
degenerate into some form of tyranny. In spite of his passion for gadgets, Jefferson was very-
uneasy about the prospect of industrialization. He shared one historian's concern that it might
"blunt people's imaginations an thical sensibilities."
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Now it appears, however, that through transformations in technology, we may simply have
taken a long detour to transformations of ideals. We may now be able to achieve that visionnot
as a nation of farmers, but as a nation of essentially autonomdus, self-supervising, equal
entrepreneurs, working within nonauthoritarian conclaves.

What does all this mean for research? I believe that it suggests some new research
dimensions. First of all, we need studies of who is doing what, where, and with what apparent
result. Education for entrepreneurship is evidently a rapidly growing field. The statistics Of
nonfarm self-employment began to rise in the seventies after a full century of decline and are still
rising. We need to look more closely at qualities like initiative and imagination to learn how our
approaches might be altered to nurture them best.

Even more important is the reduction of the emerging vision of a demassified work force to
specific active terms. The first step, I believe, is a systematic effort to redefine the terms of
employment. We need answers to a whole new set of questions. Macrae says that someday soon
we will "pay people for modules of work done." To what extent is employment now being defined
this way? In what fields are we paying people that way? What is the effect? Can reasonable
comparisons be made? Is the work module method more productive, more cost effective, more
satisfying? How can existing, conventional job descriptions be reshaped into work definitions?

Should we begin a continuing conversation with managers, production engineers, and
accountants about the opportunities and problems involved as we look at work instead of jobs?
What is the state of the art? Is the so-called "responsibility accounting,"which pushes the idea of
"profit centers" deeper into the organization, a base on which we can build? Can the ideal of
"management by objectives." already familiar in the executive suite, be extended to all
employees? How might educational programs be modified to prepare people for
entrepreneurially defined work? pan a word like "training" be properly applied to the preparation
of people who will be self-superviaing?

There are some larger questions. How can we redirect human resource training dollars to
extend the school day and year, to give students time to make choices, to work together, and to
share some common experiences?

Full employment will always be the central domestic concern in a specialized economy.
However, as I stand here today, our approach to achieving full employment is changing
drastically. Our response es educators is going to have to change just as quickly. The premises
of a half a century are being put aside, and a search for a new approach has begun. It is a time
of extraordinary opportunity for all of us in vocational education, if we are ready.
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OUESTIONS AND ANSWERS

QUESTION: How do you train your students in entrepreneurship?

DR. FELDMAN: This is one of the major problems. Young people today see themselves
differently than did my generation. We went to West Point to become generals to achieve
recognition and prestige. They see themselves running their own free enterprises to be
.financially independent. The educational system, higher education in particular, is not fulfilling
this vision.

When I arrived at FIT ten years ago, we did a three-year survey of the performance of our
graduates, then a five-year survey, and finally a ten-year survey. About four years ago we
discovered a sizeable pool of self-employed people among our alumni, so we created a center for
self-employment, initially to deal with these people's immediate problems. We helped a number
of people create small businesses, particularly minoritr businesseswithout the assistance of the
Small Business Administration. Education for self-employment is not enough. There must also be
some access to venture capital, analagous, I suppose, to the placement function.

So, we initiated two electives on self-employment in business, and the courses were filled
immediately. Then in every major, we included a course on how to sell your services. We place
many of our students in jobs, and they go through executive training programs. But at some
point, many of them strike out on their own. They may run a little store or a ski shop in Vermont,
or they may freelance in pattern making or become production consultants.

Another thing we discovered, particularly from our minority enterprise program, is that
entrepreneurship cannot be taught. Business skills and certain management skills can be taught,
but not all people are ready to put in the commitment that is required to be an entrepreneur. We
need entrepreneurial behavior in the corporate world as badly as we need self-employment for
economic growth. Harnessing entrepreneurial behavior in the corporate world requires certain
structural changesprofit centers for exampleto give entrepreneurial employees a share of the
profits they generate.

Many corporations are already moving in that direction, and others have always had profit
sharing programs for employees. The self-emploied entrepreneurs are a breed apart. They seem
to put the business ahead of everythingeven family. They get to work at 6:00 in the morning
and quit at midnight. They have incredible drive. This is as true in the black community as in the
white community. Not all people are entrepreneurs, but there are SOTO in every community. It is
important to recognize that. I do not believe you can teach the entrepreneurial instinct, but some
research on the topic might help us understand it better. Right now, there are no educational
programs to develop this trait more fully. I truly believe that many of today's dropouts, many of
our discipline problems, are the result of our failure to engage that entrepreneurial impulse in the
third grade or the college. We have just lately recognized its value.

Incidentally, there is a weekend college for entrepreneurs in Tarrytown, New York, run by Robert
Schwartz, a self-made millionaire.
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QUESTION: I think that your point about tbe incorporation of humanism is well taken, and that
humanism is directly related to the quality of work life and life after work (after
5 p.m. and after retirement) and to the products of work. Based on this, do you
see the administration of liberal arts and general education in terms of parallel
tracks, or do you have a vision of their being interwoven with vocational
education?

DFI. FELDMAN: I have a vision. I think we are going to confront the problem of the sep;)ttion of
vocational education and general education when we recognize its cayse. The problem is caused
by a system that delivers federal dollars through a variety of management systems. As long as
that multilayered and ill-defined system exists, we are going to have "turf" issues. In my state, for
example, we have a marvelous system of schools. Each of the many technical schools and
cdileges offers automotive mechanics, fashion buying and merchandising, drafting, and so forth.
This is totally redundant. It is happening because of that fragmented delivery system. I believe
that sooner or later policymakers will have to face.that issue.

We are going to have to realize that we can no longer raise state dollars through incentive
programs. Now Washington may put a half billion dollars into vocational education and generate
fifteen billion in matching state dollars. But there is a new approach in sight A state
assemblyman recently asked me, "Before you take that federal grant, what it this going to cost
the state, Marv?" We in vocational education are going to have to alter our tactics.

We have a certain responsibility in vocational education to educate people as skilled artisans.
America's most precious resource has been the technical skills of its people. We have lost our
competitive edge in productivity to countries with fewer supporting resources than we have.
Reclaiming the skills and productivity of the American people is essential.

For example, what has happened to the trade apprenticeship system in America? At FIT, year
after next, we will create our first master's programnot a master's degree program, we already
have that, but a master artisans program. We are hoping to reclaim the concept of master
craftspeople, of masi*r artisans.

QUESTION: How does organized labor fit into your discussion? It obviously grew during this
fifty-year period.

DR. FELDMAN: I met recently with Chick Chaikin, the president of International Ladies Garment
Workers Union, who said that we are getting a new breed of corporate executives and labor
leaders who have some common perspectives. Both recognize that America's work force must be
competitive in international trade. We cannot really deal with this Issue on a political basis alone.
Because of the devalued dollar, we are finding that it is cheaper to manufacture apparel, textiles,
and even shoes in America than in Western Europe or in Japan. Then, on the other hand, we
suddenly wake up to the fact that multibillion dollar industries such as the gift ware industry
have no work forces. We can manufacture 2 million of almost anything profitably, but 2,000

dozen we cannot manage anymore. We do not have artisanship anymore. Labor leaders are quite
willing to discuss this problem.

At FIT we have a model production center. We get all of the latest equipment as it is developed
by Union Specialty, Singer. or Food Machinery. We have new adapters and other updating pads.
We will run a line for any manufacturer, and show them how to increase productivity. Both labor
and management seem willing to learn to produce profitably in smaller quantities. If we don't do
it, someone elsethe United Kingdom. Germany. Japanis going to do it instead. I am talking
about using the increased effectiveness of more highly skilled master artisans. not forcing less
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skilled workers to work harder for the same amount of money. We ought to find another wordthat avoids the negative connotations of "productivity." People in the AFL-CIO training programsunderstand this; they understand the need for master artisans.'

The hidden problem is that we do not have an effective apprenticeship program anymore. InPennsylvania there was a Westinghouse Trade School where they taught plumbing. After peoplewent to that plumbing school for four years, they could thread, tap, and perform any otherplumbing job. If they got into the union as apprentices, they had to repeat that course as part oftheir apprenticeship. There was no recognition of.that preapprenticeship in qualifying forjourneyman status. I wish someone in research would examine the apprenticeship system in theUnited States, where it is now, where it could be, and how it interfaces with vocational education.
QUESTION: Given what you have said about labor needs and small businesses, could you talkabout the transfer of technology across these businesses?

DR. FELDMAN: There is a revolution in the transfer of technology. One of the most profoundobservations made recently is that because of technology, we can now bilng work to the peopleinstead of the people to the work. There is a Chicago bank that is now using computer hookupsfor home word processing clerks. These clerks may be women who have children and cannot getto the work place, so they are employed on a piecework basis and perform the work at home.The technology allows them to stay home with their children and still hold jobs.
This kind of technological change will breed new relationships. Ten years from now you mayfind small business persons grouping together to share pension plans ahd health and retirementsystems. They are going to form group policies of their own. There is going to be a radicaldecentralization of enterprise and millions of tiny new businesses will form.

I do not believe that the associations that speak for industry speak for these new independent,self-employed entrepreneurs. The American Association of Retailers probably does not speak forthe little haberdashery in your neighborhood. The American Association of Hotel RestaurantManagers does not speak for the local hash house. I think that there are going to be neworganizations and their loud, clear rallying cry will befreedom through self-employment. WhenI talk to my own graduates, they know they can, in time, get $50,00 to $75,000 a year at Wornocoor Levi Strauss, but they will settle for $20,000 a year if they know it was earned on their owninitiative.

QUESTION: Do you see any exidence that the administration coming into office realizes thatvocational education is an answer to the need for skilled labor? If they do notunderstand this, what can vocational educators do to convince them?
DR. FELDMAN: The American public and most people in vocational education have very littlenotion of how policies are created. We think that we send to Washington wise people who inventpolicies, when, In fact, a legislator's vote is a very specialized tool. Policies are made by thepeople. The race to create public policies is more important than who wins an election. I amdeadly serious when I tell you this.

I have a very optimistic view today, not because I know anything about the inner circles of thisnew administration, or who the administration will select for key positions, or whether they aregoing to keep the U.S. Department of Education alive. I do not care who might have beenelected, Democrat or Republican:, the American people have rejected demand-side economics. In1976 and 1977, there were re-capitalization bills and tax incentive bills being passed. The buzzword was reindustrialization. There is a shift in the mood of the country. The people are
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demanding change because their most nagging fear is still that there are not enough jobs to go

around Demand-side economics worked during World War II. but you cannot sustain an

economy on deficit spending forever Now demand-side policies seem to be creating

unemployment. The people want a change, and they are going to see it. I have never been so

optimistic about the future of vocational education as at this very moment, and not because there

is a Republican majority in the Senate and a Republican president. It is because the American

people are going to demand a change_

Students are already demanding it. FIT, at a time that was supposed to be a downturn in higher
education, turned away 6,000 qualified applicants, and application rates continue to increase at a
rate of 25 percent a year. There is not a vocational school I know of in America that does not
have a waiting list. In New York City, we turn away 10,000 students from our vocational high
schools every year, which means 50,000 people have been denied access to vocational education
in the past five years. and many of them become CETA clients on eighteen-month contracts.

QUESTION There is a need to serve special needs groups to promote equality How do you
think special interest groups are going to respond to a seeming neglect of their

needs')

DR. FELDMAN: I do not think that the people who were supposed to be served under policies of
equality of opportunity were actually served. There is a cynicism among the underemployed. On
the other hand. I find in the corporate board rooms of America a new breed of managers. These
are people who have a new vision of America: they have perception and sensitivity. There is an

enormous change going on in the corporate world. These leaders are deeper and more literate

than my own colleagues in academia. They really understand that in the future. the corporate
world of America is going to have to be very involved with broader social issues. The best of

them see that the transformation of the employment contract into performance terms is the
ultimate expression of nondiscrimination.

The corporate world is moving toward entrepreneurially defined profit centers with new incentive

programs and more humanistic management. It will soon become part of the terms of
competition. Businesses that don't follow suit will not be in operation by the year 2000. The

corporations can be trusted to recognize their economic self-interest, and if they are going to be

competitive, they are going to have to create entrepreneur-defined employment with profit
centers, with new incentive programs. and with more humanistic ways of dealing with workers as

people. not as interconnecting cogs.

QUESTION You seem satisfied that education, new technology, and entrepreneurship are
things that lead to more jobs through small businesses, but the new wave in this
country is toward conservatism. This seems to be a contradiction. This group is
anti-small business. How do you reconcile these two attitudes?

DR FELDMAN If the young people now in colleges and universities who will soon be shaping
policy are as interested in self-employment as they think they are (it would be interesting to find
out how Ohio State University students envision their life-tAyles twenty-five years from now),
then corporate behavior will have to change, I think the drive toward entrepreneurship is going to
force a change in corporate behavior,

Incidentally, it is interesting to note that the competitive sector has no advisory council. They
have a profit and loss statement instead_ When it is on the loss side, they know they must
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change. They change because their economic well-being depends on it. Jesse Jackson taughtthis concept, and you will find more and more leaders understanding it. Leon Sullivan, atOpportunities Industrialization Centers, is understanding it in terms of the changes he is trying tobring about in some of the corporations of South Africa. All in all, I am More optimistic aboutchange in the corporate world and the acceptance of entrepreneurship than I am of the deliveryof services through the government sector.

QUESTION: The main issue of the supply question is that taxes must be cut to allow morespending. So public spending will be cut. I see this as cutting back on vocational
education research. I see the priorities being put on energy research, for example,because the industry has problems and needs help. What is your opinion on howresearch can be applied to the supply question of labor for the economy?

DR. FELDMAN: I believe that there is going to be a redirection of federal dollars, but I believe itwill be on the supply side, involving en enormous amount of vocational research. It is going tomove from short-term to long-range research. We have to begin the work that must be done:rebuilding of our cities, recycling our resources, and solving our health problems. It is going torequire more highly skilled, vocationally educated people. The research will be in the areas Ihave stressed as important: how do you redefine work to accommodate rw employee attitudes,how do you make work more humane, and how do you release the energ of entrepreneurs? Iexpect a new research emphasis in these areas,

I may be wrong in my predictions. My colleagues all tell me there are difficult years ahead of us.Federal aid will be cut, schools and centers closed. I do not-think the American people are goingto tolerate this. Instead, I believe we must involve a different breed of economist, sociologist,accountant, manager, or vocational educator on a whole new range of issues.

OUESTION: You have spoken of how education must change to meet the needs of the
entrepreneur, but if you look at unemployment rolls, they are made up of peoplewho have little education or training. How do you see vocational education asserving these people?

DR. FELDMAN: We have to recognize that there is friction in our economy at the point where thework that has to get done is translated into jobs. There is a mismatch between the work and thejobs. That is because the whole approach has had a demand orientation. The theory was, if youput money into the economy, everything would adjust itself. The corporate world would find thepeople and train them, based on the demand. This has not worked.

Whet I see happening is the development of a new' set of objectives: discovering new energysources, rebuilding our cities, solving our environmental problems. For the first time we will lookat the supply side of the labor equation, and see it as an unused resource waiting for a new kindof entrepreneurial leadershle. We have to develop support systems for the small businesses thatwill create the jobs. How do we prepare the work force for those small businesses rather than forGeneral Motors, Bethlehem Steel, or the giant corporate world that increase their profits throughovertime work, increased productivity, and automation, but do not increase hiring capacity. Wewill have to restructure our approach. I worry more in New York City about little stores closingon Madison Avenue than about whether or not United Airlines is going to move to Dallas. We getexcited when a new headquarters moves out of New York City that employed 300 people, yet welet little boutiques, which create more work, go bankrupt up and down Madison Avenue. In NewYork City, thousands of jobs are created by the small businesses while the great corporate giantscreate only dozens. Yet our whole support system is geared to the large corporation but not to
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small business. This insight has profound implications for future curriculum, instruction, and
ways of dealing with the unemployed and the so-called economically disadvantaged.

There is a young man in New York City right now who runs a small business called the Guardian
Angels. He probably knows more about the training of police workers than the John Jay College
of Criminal Justice. We have to unleash such talent and get education programs really geared to
train people for that kind of mission.

QUESTION: When you look around this U.S. Department of Commerce and other government
agencies, you see that they are funding basic research, not innovative research or
research that will help workers, management, and others in using these

innovations. What are your suggestions?

DR. FELDMAN: In recent years, the best friend of vocational education, in my opinion, has been
the United States Department of Commerce. For example, as fiber optics are developed and new
communications systems become available, it will be recognized that the lack of a skilled work
force is holding back their implementation. I have had a good dialogue with the Commerce
Department on issues of the supply sidehuman resource needs and the need for particular
skills. Thie recognition may very well translate into dollars for the kind of research we have been

discussing.
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VOCATIONAL EDUCATION AS A PARTICIPANT
IN THE ECONOMIC DEVELOPMENT ENTERPRISE:

POLICY OPTIONS FOR THE DECADE AHEAD

Forces For Change

Planning strategies for vocational education are often identified through the annual plans
submitted by education agencies to comply with the guidelines of federal, state, and local govern-
ment funding sources. But in a more fundamental sense, planning involves looking ahead and
anticipating changes in the larger society that can influence course offerings, enrollments, financial
support, and careers for students in vocational programs. Such anticipation has become especially
critical in the eighties, as the nation moves into an era where a changing population will take on
greater importance in theevaluation of vocational education program performance.

In the coming decade, three major developments are seen as important factors for change in
vocational education. They are as follows:

Changes in the demographic profile and in retirement practices
Regional shifts in economic activity and in employment
Renewal of the industrial sector as a key ingredient in economic growth

State and local vocational education agencies will have to increase their adaptation to change as
these developments increase in impact. More older persons will be enrolled in vocational programs.
Vocational education also will become more involved with state and local economic development as
the programs offered place a substantially greater emphasis on trainingpersons to operate, maintain,
and repair new and complex equipment. Because of their past involvement in both employability
development and in adult, technical, and continuing education, vocational education agencies will
be in a good position to respond to these changes.

A further consideration of these three developments can indicate the problems and opportunities
they will create for the larger society, and their implications for change in vocational education
planning.

Changes in the Demographic Profile
and in Retirement Practices

Analyses of labor force changes in the seventies focused on the influx of women and sixteen- to
twenty-four-year-olds into the labor market. Considerably less attention was given to another major
develOpment: the withdrawal of older men from the labor force because of earlier retirement ages.
Inflation, greater life expectancies, and changes in public policy and social attitudes can be expected
to reverse this trend of early retirement during the eighties. Older persons will become considerably
more important in the market for vocational programs if their needs, and the need for sustaining
enrollments in vocational education, receive priority in the coming decades.
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In the past thirty years, there was a sharp decline in the percentage of men in their late fifties
who remained in the labor force. This decline also shows up in the proportion of men sixty to
sixty-four years of age and those over sixty-five who remain employed or who are looking for work.
(See table 1.)

TABLE 1

PERCENTAGE OF MEN 60 AND OVER IN THE LABOR FORCE,
1947 to 1978

Percent in Labor Force

Year 60 to 64 65 and over

1947 48.0
1950 79.5 46.0
1960 78.0 33.0
1970 75.0 27.0
1978 62.0 20.5

SOURCE: Derived from Employment and Training Report of the President.
Washington. U.S. Government Printing Office. 1979, p. 236; and
President's Commission of Pension Policy. Variety of Retirement Ages. Wash
ington, D U.S. Government Printing Office, 1980; p. 7.

Shortly after World War II ended, nearly half of all men in the sixty-five and over category were
in the work force. By 1978,. only a fifth of the men in this age group were either employed or
looking for work. But the most striking change occurred in the participation by men in the sixty-
to sixty-four-year-old group. This shift was facilitated by the 1961 Amendments to the Social
Security Act, which permitted retirement at age sixty-two with only modest reductions in benefits.

The propensity for men to retire at earlier ages received widespread support from business and
labor. Employers came to regard retirement, especially early retirement, as'an important aid in
hiringlnd promoting younger persons. Such persons were assumed to be more productive and to
possess more up-to-date skills than the older persons they replaced. Unions responded to techno .
logical changes and other changes threatening their members' jobs, with demands for generous and
largely employer-financed pensions for their older members. It was assumed that older persons would
prefer to retire if they were assured an adequate retirement income. Furthermore, unions coupled
these demands with work guarantees for their younger members.

Since all parties concerned were assumed to benefit from such policies, they went through a
series of successive liberalizations. The age at which persons could retire, with minimal losses in
benefits, was gradually shifted downward by law, by collective bargaining, and by company policy.

Such a tendency would appear to be so firmly established that prospects for its reversal might
be regarded as remote. Yet inflation, sharply rising retirement benefit costs, changes in the demo-
graphic profile, and the preferences of older people are all facilitating a shift in public policy and
in personal decisions to retire. The shift is now toward encouraging older workers to remain in the
labor force. Recent amendments to the Age Discrimination Act that outlaw mandatory retirement
for most employees before age seventy symbolize tese changes.

For Social Security and other federally funded retirement systems, inflation primarily affects
program costs because it raises both wage levels and monthly benefit payments at the same rate as
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increases In the Consumer Price Index. Benefits in private pension systems, and in most state andlocal government systems, however, are seldom adjusted or "indexed" to keep pace with changesin the cost of living.

Inflation affects these systems primarily because it both increases the wage level on whichbenefit payments are based, and erodes the purchasing power of retired persons.

For the Social Security system, each percentage point increase in the Consumer Price Indexhas been estimated to add $1.1 billion in outlays for old age and survivors insurance benefits.' Therole of inflation in diminishing the purchasing power of a pension that is not indexed to changes inthe cost of living can be illustrated by projecting the purchasing power of a $1,000 a month pensiongranted in 1980 through 1995. The projection shows the losses in purchasing power if there is eithera 5 or 10 percent average annual increase in the Consumer Price Index.

TABLE 2

PURCI4ASING POWER OF A $1,000 MONTHLY PENSION
ASSUMING ALTERNATIVE RATES OF INCREASE

IN THE CONSUMER PRICE INQEX, 1980-1996

Year

Purchasing Power in 1980 Dollars
5 Percent Annual

Price Increase
10 Percent Annual

Price Increase
1980 $1,000 $1,000
1985 780 6201990 610 390
1995 480 240

SOURCE: Social Security Bulletin, November 1978, p. 1

With inflation averaging 10 percent a year, a pension that is not indexed would lose five-eighthsof its purchasing power by the end of the fifth year. At the end of fifteen years, the loss would beslightly greater than three-fourths. The assumed ten percent inflation rate in this table is somewhatless than the comparable rates for 1979 and 1980. With a substantial reduction in the rate of infla-tion (say to 5 percent a year), slightly more than half of the original purchasing power representedby the pension would be lost by the fifteenth year.

Private pensioh plans now cover approximately half the labor force. :rate and local governmentplans cover several million more people. These pension systems, which ofteri are coupled with SocialSecurity benefits, have allowed many middle-class persons to retire in modest comfort. Yet becauseof inflation, employees depending on such pensions today will frequently postpone their retirementwith the hoperof maintaining their income and building up a larger pension reserve for when theydo retire.

For the federal government, outlays for retirement systems and other income supports amountedto $170 billion in the 1979 fiscal year. This represented more than a third (34.5 percent) of the
federal government's expenditures in that year.2 Efforts to restrain the growth in the federal govern-ment's budget in the eighties will include slowing down these massive outlays, thereby encouraging
older persons to remain in the labor force.



Since a larger percentage of the population during the next decade will be older, inflation will
have a greeter effect on more people. Reduction of mortality rates, formerly concentrated on
younger age groups, has come to characterize older persons as well. Improvement in the treatment
of heart disease in the past twenty years is a good example. At, the other end of the age spectrum,
declining birthrates since the mid-sixties will sharply reduce the size of the sixteen- to twenty-four-
year-old group in the population and in the labor force in the next ten years. (See table 3.)

PROJECTED POPU
AND PERSON

TABLE 3

;GROWTH, 16 to 24 YEAR OLD6
OVER, 1980 to 1990

Age Group Eitimeted*Pppulation
- (ill nOiions)

in 1980 1 in 1990

Percent Change
1980 to 1990

16 to 19 16.7 13.5 -19.0
20 to 24 20.9 18.0 -14.0
66 and over 24.9 29.8 +19.5

SOURCE: Employmont and Training Report of the Prosident, Washington. D.C.' U.S. Govern.
ment Printing Office 1979; p. 353. Projections represent U.S. Census Bureau intermocha

fertility estimates.

By 1990, these Census Bureau projections anticipate that there will be 5 million more persons
who are age sixty-five and over. There will be some 6 million fewer people in the sixteen- to twenty-
f T-year-old age group. The bulk of the population and labor force increases will occur in the

nty-five to forty-four-year-old category: the "baby boom" generation of the two decades follow-

ing World War II.
, .

Labor force growth in the eighties will undergo a marked slowdown as fewer young people are

added to the work force. Over three-fifths of the growth that does take place will be due to an

increase of female employees.

As can be expected, the pressures to retire will diminish as fewer young people are added to

the labor force. For persons over sixty-five who continue working, important issues will have to be
resolved. These include, among others, the problem of fringe benefit costs to employers, the higher

wage rates due to seniority for many older employees, and the froquent needs for further education
and training to upgrade older employees' skills. Other problems will arise because older workers
often prefer to work on a part-time basis, and on a more flexible arrangement than the forty-hour

week or fifty-two-week year.

All these economic and demographic factors can be seen as strategic influences on the long-term
labor force participation of older persons. The overall attitudes of older people who have retired or

who are in the age group approaching retirement can be traced as influencing the decision to retire

or to continue working. The Harris Survey for 1979, for example, reports the following:

Forty-six percent of those a4Sta4y retired would prefer to be working.

Forty-eight percent of the perigns surveyed in the fifty to sixty.five age group

with to continue working after age sixty-five.3
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Evidence from the Harris surveys and related studies shows that older persons are seekinggreater freedom of choice in their options to continue working or to retire, to retire or to return toschool, to work full-time or part-time, to earn incOme from work, or to participate as volunteers.
The changes influencing population growth in the eighties will make it more difficult for alleducational institutions to maintain enrollmenvThe decline in the population of young personsalready has become apparent to high school and post-high school edutators is enrollments havetapered off. In the absence of a dramatic increase in the percentage of traditional school-age studentswho choose vocational programs, demographic developments among the younger age groups indicatea prospect for serious losses in vocational education enrollments. The impact of the populationdecline in these age groups would be offset, and important economic and human needs served, ifvocational education systems today undertake changes that will increase their appeal to new audiences.

There has been growth in the number of educational programs available to older persons. Butin terms of enrollment, these individuals remain underrepresented in all educational programs,including adult and vocational education. For example, only 7 percent of the persons enrolled incourses through the adult education state grant programs in fiscal year 1979 were age fifty-five orolder. This represents a decline from 12 percent in the 1966 fiscal year. The largest single group ofenrollees in these programs in 1979.were sixteen- to twenty-four-year-olds. They made up over two-fifths (41 percent) of the enrollees.4

he limited information available shows that older persons make up an important potentialaudien for vocationally oriented programs. For example, a recent survey of "would-be learners"in the fi -five: to sixtY-year-old age group reported that vocational subjects were the leadingpreferen e among choices of study. (See table 4.)

TABLE 4

DISTRIBUTION OF "WOULD-BE LEARNERS"PREFERRED CURRICULAR,CHOICES, AGE GROUP 55 TO 60

First Choice

Vocational Subjects
Hobbies, Recreation
General Education
Home and Family
Personal Development
Religion
Other

Percent Indicating Choice
30
17
16
13
8
7

Total
100

SOURCE: McNulty, M., and Palmer, M., Educational Programs to the Elderly. Menlo Park, CA:Institute for the Future, 1977, p. 26.

As you can see, vocational subjects were listed as a first.choice almost as frequently as the nexttwo leading categories combined. Such interest in vocational courses includes the interest of personswho regard the programs as preparation for a second career, or as an opportunity to upgrade obsoles-cent skills. The group also includes others who were seeking to acquire a useful repair skill such as'auto mechanics, or a hobby such as woodworking.
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In practice, the preferences of "would-be learners" are only partially reflected by the enroll-

ment of older persons in educational courses. Recently the largest enrollments have been in subjects

related to hobbies and recreation. Vocational programs that attract "would-be learners" in the
fulire will have to have a different orientation than current programs. They need to concentrate

on updating participants' interpersonal skills that have been in use in the past. persons fifty and over

typically have less interest in formal courses or degrees than young persons do. Individuals with years
of work experience who are seeking new careers or part-time jobs require different guidance and
placement assistance than young persons seeking entry into the world of work. Older persons often
have work histories in declining industries or occupations, or their work skills have become obsolete
because of technological change. Their opportunities for continued employment may apend on
modifying or expanding existing skills to make them usable in different job contexts. Former typists,
for instance, can be taught to qualify as work processors. A production foreperson ready to retire
from the footwear or garment industry could build on managerial experience and acquire the skills

needed in an expanding field, for example, in supervision of operations for a hospital laundry.

The vocational education system is strategically situated to make the shift toward serving non-
traditional groups of students who wish to return to the labor market. The involvement of local
-Vccational education agencies in adult and.continuing education can supply the basis for attracting

students in their fifties and sixties. The extent to'which vocational education utilizes its potential
for attracting these students lathe eighties will depend on the steps taken by educational institutions
to adapt their programs to the interests of older students.

Regional Shifts in Employment and Economic Activity

Regional shifts in employment and economic activity have caused slow growth in job openings

in the northeastern and midwestern regions of the United States. Slow growth, and sometimes
decline, has been especially characteristic of the oldeemanufacturing states such as Michigan and

Ohio. Yet there has been rapid growth in the southern and western regions. Vocational education

systems can contribute to econornic development in both rapidly and slowly growing regions. ln the

rapidly growing areas, local vocational education agencies can help to maintain the momentum of

growth by increasing the supply of trained personnel for firms already in the area. This increased
supply of personnel also will help to attract new firms. In the more slowly growing areas, vocational

programs can contribute to development by providing trained workers to relieve specialized labor

shortages that often cause employers to relocate. They also can provide trained replacements for
shortages due to attrition losses in industries that are not expanding rapidly.

Regions with a high number of long established manufacturing plants have been characterized
by below average employment growth in the past ten or fifteen years. The regions with more rapid

increases in employment have been the areas where the introduction of manufacturing plants is a
relatively new development. This relationship can be seen by comparing the percentage of the nation-

wide economic value added by manufacturing in different regions in 1976 with the percent change
in employment from 1968 to 1978. (See table 5.)

The east north central and middle Atlantic states were responsible for nearly half (45 percent)

of the manufacturing value added to the United States economy in 1976. Yet in both areas, percentage

increases in employment during the period from 1968 to 1978 contributed less than a third of the

total national increase in employment. The areas with the large percentage increases in employment

(the mountain and west south central states) were responsible for only about a tenth of the total

value added by manufacturing in 1976. This pattern is more a reflection of the decline in employ-

ment for old manufacturing centers than a reluctance to increase the importance of manufacturing
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in the economies of rapidly growing areas. These shifts help explain the lack of openings in the
traditional, semiskilled blue-collar jobs in manufacturing that once provided entry level positions
for many young people in the northeastern and north central states.

Such regional patterns of employment and economic growth haye b49 reflected in a similar
pattern of regional migration. The northeastern and north central states have lost population in the
migration, while the southern and western states have been gainers. (See table 6.)

TABLE 5

PERCENTAGE OF TOTAL VALUE ADDED BY MANUFACTURING, 1976,
AND EMPLOYMENT GROWTH BY REGION, 1976 TO 1978

Region

Percent of Total Value
Added by Manufacturing

in 1976

Percent Increase
in Employment

1968 to 1978
All Regions 100.0 24.3
New England 6.2 16.4
Middle Atlantic 17.8 8.7
East North Central 27.5 15.4
West North Central 7.0 27.4
Mountain 2.3 57.9
Pacific 11.7 34.5
East South Central 6.1 23.8
West South Central 8.6 40.2
South Atlantic 12.8 31.7 -

SOURCE: U.S. Department of Labor, Monthly Labor Review, March 1980, p. 14; Statistical
Abstract, 1978, p. 800.

TABLE 6

PERSONS MOVING TO AND FROM
EACH MAJOR RE.GION, 1973 TO 1976

Migrants (in thousands)
Outmigration as a

Major Region , into region out of region Percentage of Immigration
Northeast 1,058 1,829 173.0
North Central 1,935 2,400 124.0
South 3,254 2,407 74.0
West 2,106 1,718 81.5

SOURCE: "Youth Labor Force Activity," Monthly Labor Review, March 1980; P. 15,



While some persons move for 'noneconomic reasons such as the desire for a change of climate,
the primary reason for relocation has been due to employment and economic opportunities. Such
regional migrants, on the average, have been younger and better educated than the nonmigrants.
The tendency for young, educated persons to migrate to the South and West adds to the factors
facilitating the development of high technology manufacturing industries in these areas.

These regional shifts have been accompanied by similat changes in economic activity and
employment in the larger cities within the regions. Eroding industrial bases, with corresponding
losses in population, have been characteristic of the larger cities of the Northeast and Midwest from
Boston to St. Louis. Correspondingly, theretave been large gains in population and manufacturing
jobs in large cities of the South and West, such as Phoenix and Houston. These patterns of central
city decline/growth have been partially associated with the regional shifts. But they also stem from
the movement of population and economic activity to the suburbs. The overall effect of both of
these factors has been to make older central cities into concentrations of unemployed and disadvan-
taged persons with limited job opportunities in their skill areas, the manufacturing industries. (See

table 7.)

According to table 7, all of the "growing" cities are in the South and West. (Honolulu is
included in the U.S. Bureau of the Census' West region, although it is outside the continental
United States.) All of the declining cities, except Baltimore, are in the northeastern or north central
regions. Baltimore, of course, is a border city, and its economic makeup more closely resembles the
old manufacturing and port cities of the Northeast rather than southern cities such as Atlanta or
Houston. While part of the population gain of growing cities is due to the annexation of surrounding
suburbs, the increases primarily represent growth in population for reasons other than an expansion

of city boundaries.

Many important national issues are involved in both the regional shifts and in the growth and
decline of the large cities. The older regions can expect a loss of political influence as population
losses lead to a reapportiontent of congressional seats. The newer regions will gain political weight
for the same reason. Labor unions will often face difficult problems as employment either gows
slowly or declines in the older regions and in industries that comprised their membership bale. In
contrast, in many areas where unions historically have been weak, employment will be growing
rapidly. National policy will be viewed increasingly from the perspective of its anticipated impact
on the fortunes of different regions. For instance, the decision of the recent administration to
permit more generous depreciation allowances for building new plants can be expected to hasten

some firms' decisions to move from the Northeast to the South. Because of these tax writeoffs,
such moves will be less costly than they otherwise would be. National policy for unemployment is
faced with the alternatives of encouraging the movement of people to where the growth in jobs is
taking place, or undertaking measures that would increase available jobs in cities with high unem-

ployment rates.

Such regional and urban shifts also will present problems and opportunities for local vocational
education agencies. In rapidly growing areas such as Phoenix and San Diego, any enrollment declines
due to falling birthrates in the past fifteen years will be offset at least partially by the effects of
rapid population growth. In the older cities, enrollment losses due to the decline in birthrates have
been augmented by the movement of many families, especially young families, to the suburbs or to

the more rapidly growing regions.

Vocational education systems in both the slow and rapidly growing regions can enhance their

prospects for growth if they become active participants in state and local economic development
efforts. These include efforts by government agencies, local chambers of commerce, and similar

organizations.
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TABLE 7

POPULATION CHANGE AND CHANGE IN EMPLOYMENTIN MANUFACTURING, GROIENG AND DECLINING CITIES,
SELECTED YEARS, 1970$

Population Change Change in ManufacturingCity Region 1970-1980 Employment, 1972 to 1977
(in tlw6sands)

Growing Cities:
Dallas South + 52 + 5,500Honolulu West + 131 0Houston South + 273 + 39,400Los Angeles West + 138 + 35,500Phoenix West + 192 + 6,000San Antonio South + 75 + 3,900San Diego West + 173 + 8,200

Declining Cities:

Baltimore South - 123 - 17,900Boston Northeast - 79 - 8,100Buffalo Northeast - 106 - 6,800Chicago North Central - 400 64,600Cincinnati North Central - 70 - 3,800Cleveland North Central - 178 - 10,400Detroit North Central - 322 - 27,100Milwaukee North Central . - 84 - 14,900Minneapolis North Central - 64 - 5,900New York City Northeast - 880 - 147,800Philadelphia Northeast - 270 - 45,100Pittsburgh Northeast - 96 - 7,000St. Louis North Central - 174 - 3,600
SOURCE: Kerner, Pearl. "Municipal Finance: How Deep the Crisis." Economic Association,mimeographed report, 1981.

One of the factors emphasized by many development agencies in seeking new industry fortheir areas has been the availability of a labor supply that possesses the skills required by the newfirms. These skills often include use of the new technologies in computers, microprocessors, andsimilar applications of automation to industry. Development programs in other areas will focus onadvanced technologies to obtain energy from sources that were not economically feasible when oilprices were lower. Instances include extracting oil from shale rock, or shipping coal by pipelineslurry. Economic growth in energy resource regions will in turn lead to an expansion in the busipessand consumer service industries that will require many employees trained in technical and buttpressskills. Vocational education agencies in high growth areas can provide the trained personnel-16utilize the more complex technologies, or to provide the business and consumer services that usuallyaccompany growth.
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In the more slowly grdwing areas, local economic development agencies will seek to strengthen

and build on the healthy economic cores that these areas typically possess. The recent growth in
business services, international finance, and tourism in New York City illustrates this type of
development. Growth in finance and tourism in this city has created many jobs in data processing,

adninistration, travel and recreation, and business machine repair. Revival in financial, legal, and
other business services also has meant revival in related industries, in printing and publishing, or
in construction. In the past, many of the more desirable jobs in these fields were held by commuters
bedause local residents lacked the skills to fill them. City-based vocational education agencies can

train many local persons who-would otherwise be bypassed by growth in the central cities.

In both high and low growth areas, vocational education programs should continue to serve

disadvantaged groups by providing them with employability skills. The unemployment rate for blacks

and other nonwhites, for example, was approximately double the white rate of unemployment in

both high and low growth areas. In Houston and Dallas, for example, the unemployment rate for
whites in 1979 was between 2.9 to 3.6 percent. Unemployment rates for nonwhites in the two cities

were in the 6.4 to 6.9 percent range.5 Continued efforts by vocational educators will help to reduce

such gaps.

Vocational education agencies have historically concentrated on local area labor markets'in

planning their programs for career opportunities and personnel needs. This local labor markefhas

frequently been identified with the political jurisdiction served by the educational systemusually
a city. Such planning methods assume that graduates will obtain employment primarily in the local

political unit. It also assumes that schools have a special obligation to serve the local area that
provides the bulk of their funds. Recently, this approach has lost a great deal of its validity, and it
is likely to lose more in the coming decade. Local labor market concerns now extend far beyond
the city's political borders, as employers and jobs have moved to the suburbs and beyond. In many
fields, particularly those that require specialized post-high school education, the relevant labor
market has become regional or national in scope. Planning in vocational education can serve students,

employers, and the nation more effectively by encompassing regional and national opportunities, as

well as local career opportunities, in developing their programs.

Strengthening the Industrial Economy

A combination of high inflation rates, high unemployment rates, and slow productivity growth
rates hascharacterized the American economy for the past five years. Considerations growing out
of such "stagflation" have become an important influence for change not only in.national policy,
but also in economic policies intended to revive the economy's industrial base. These developments

will have many implications for vocational education planning in the eighties. While they will
increase career opportunities in technical and service fields and in new growth industries, they will
reduce opportunities for semiskilled factory operatives. Such developments also will change job

profiles in other industries.

The American economy has been undergoing major structural changes since the seventies.

These changes will continue, and probably accelerate, in the eighties. Some industries, primarily
those involved in energy and high technology fields, have been expanding rapidly. The regions in

which they are concentrated, mainly in the "Sunbelt" states, have likewise become high growth

areas.

The industries that have been experiencing slow growth or dechne include many of the old

manufacturing industries in which the United States was the world leader. These industries include
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automobiles, steel, rubber, consumer electronics, and selected nonmanufecturing industries such as
railroads. The slow growth regions in the past decade have been the areas, mainly in the Midwest
and Northeast, in which these industries are concentrated.

Losses to foreign competitors such as Japan or West Germany have highlighted the problems
of the United States' old manufacturing industries. Japan, for example, has become the world
leader in automobile production and in the production and utilization of industrial robots. And
while productivity levels per hour worked have been higher in the United States, productivity level
growth frequently has been higher in other countries. Continuation of these productivity growth
differentials for another five or ten years will mean that foreign productivity levels (output per hour
worked) will reach or exceed the levels in comparable American industries. Two types of growth
slow productivity growth in the United States, and the more rapid productivity growth in other
nationsare summarized in table 8.

TABLE 8

ANNUAL AVERAGE PERCENT CHANGE IN OUTPUT PER HOUR,
MANUFACTURING INDUSTRIES, SELECTED NATIONS, 1970 TO 1979

Annual Percent Change
Country 1973 to 1979 1978 to 1979
United States 1.4 0.8
France 4.8 4.7
West Germany 5.3 5.2
Japan 6.9 8.1

SOURCE. U.S. Department of Labor, Monthly Labor Review, December 1980; p. 33.

The growth rate in output per hour in manufacturing in the United States during the 1973
to 1979 period was about a fifth the comparable growth rate in Japan. It was slightly more than a
fourth of the increase in West Germany, and somewhat less than a third of the growth rate in
France. In the most recent years of the 1973 to 1979 period (1978-1979), output per hour in
American manufacturing industries increased at an annual rate of less than 1 percent. The increases
in France and West Germany remained near their overall 1973 to 1979 levels in this period, while
the percentage growth in output per hour increased in Japan.

Slow productivity growth, accompanied by substantial increases in wage rates and fringe
benefits, has translated into rising labor costs for many manufacturing industries. This development
has encouraged a manufacturing shift from the United States to other nations. Furthermore, multi-
national corporations have facilitated the development of manufacturing "export platforms" in
places such as Hong Kong, Malaysia, Mexico, South Korea, and Taiwan. Electronics manufacturers
in the United States, for example, frequently have components assembled in these countries. The
new American "world cars" contain parts drawn from American subsidiary plants in Brazil, Mexico,
Spain, and other countries.

Quality control considerations also have been a factor in the loss of U.S. export markets to
foreign competitors. For instance, Japanese exports of semiconductors to the United States rose
from $20 million in 1973 to over $250 million in 1979. One reason for this rapid growth was that
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erejection rates for the Japanese-produced units were one-half or less than the comparable rat(or

domestically produced equivalents.6

All of these developments have been directly or indirectly accentuated by the steep increases
in U.S. energy costs since 1973. In many older industries, escalating energy prices_have made plants

and equipment obsolete because their use requires large quantities of energy.

Within the United States, the response to foreign competition, slow productivity growth,
rising labor costs, and high energy costs has been to engage in large-scale capital outlays to
restructure industrial plants. These capital outlays are intended not only to increase productivity,
but also to produce products that require less energy. The automobile industry is a leading case.

General Motors, for example, anticipates spending some $40 billion in the coming decade to build

new plants and reequip existing plants to reduce costs and to produce a new generation of smaller,

more fuel efficient motor vehicles.7

These massive capital outlays frequently will introduce a more complex production technology
involving the use of automated and computerized processes. Industrial robots supply a good illus-

tration of the new technology.9

The Institute Of Robotics estimates that in 1980, some 3,200 industrial robots were in use in
the United States. Their main uses have been in the automobile industry or in foundry.type opera-
tions. They also foresee the possibility that robots will become a $2 billion a year industry by 1990.9

Robots in the automobile industry are used primarily in painting and welding automobile

bodies. General Motors, for example, plans to add 2,000 more robots to its assembly lines by 1983.
Future projections for the company envision as many as 14,000 robots in use by 1990.19

Such long-term prospects for robots point to their use for advanced, computerized systems

that both design equipment and direct production. The robots that will figure in these computer-

ized design and manufacturing systems (CAD-CAM) will be programmablethus they will have the
capacity to sense and react to,their environment as well as to perform repetitive operations. Robots

represent one important example of the new, rapidly expanding high technology processes that are
organized around the use of microprocessors and computers. Use of such technology has mush-

roomed as the costs of computing have declined. For instance, the cost of storing one unit or "byte"
of information in a semiconductor memory chip fell by 98 percent in the past ten years.11 Much of

the capital outlay in restructuring the nation's manufacturing plants will make use of "smart"

machines involving the new microprocessor technology. In the next two decades, these applications
of scientific knowledge are likely to be joined by far-reaching applications of biological research in

genetic engineering. The General Electric Company, to cite an instance, has received a patent for

developing a species of bacteria that can help clean up oil spills by consuming the oil.12

In the eighties incentives to use advanced, computerized technologies such as robots will stem

from the improved quality control and increased productivity that the new technology makes possible.

For example, a General Motors spokesperson noted that traditional methods for painting automobile
bodies retained only 30 percent of the paint actually sprayed on the vehicle. The rest was either

lost in powerful exhaust systems that protect workers from paint fumes or in other systems. By

programming robot sprayers, it is now possible for General Motors to retain more than 50 percent

of the paint on the cars.13

Beyond their technical advantages, robots cannot join unions, go out on strike, take coffee
breaks, become alienated from work, or require environmental, health, and safety protections to

reduce hazards in the work place.
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New technologies will continue to appear and will probably accelerate the slow growth ordeclines in employment opportunities for semiskilled workers in manufacturing industries. Thistendency is illustrated by the experience of the automobile industry since the end of World War II.In 1948, some 713,000 auto workers in the United States and Canada produced 5.96 million auto-mobiles, trucks, and buses. In 1978, 839,000 auto workers produced nearly 14.26 million motorvehicles.14 Seventeen motor vehicles were produced per automobile worker in 1978 as comparedwith a-little more than eight vehicles in 1948. Developments similar to those in the automobileindustry have led to considerably slower growth in employment for production workers in manu-facturing than for workers in other nonagricultural occupations. (See table 9.)

TABLE 9

TOTAL NONAGRICULTURAL EMPLOYMENT, AND EMPLOYMENT FORPRODUCTION WORKERS IN PRIVATE MANUFACTURING, 1948 TO 1979

Total Nonagricultural Employment for Production
Employment (in millions) Workers in ManufacturingYear (1948 Index=100) (in millions) (1948 Index=100)

1948 44.9 100.0 12.9 100.01960 54.2 120.7 12.6 97.51970 70.9 157.9 14.0 108.81979 89.5 199.4 15.03 116.3

SOURCE: Adapted from Eniployment and Training Report of the President, Washington, DC: U.S.Government Printing Office, 1980, pp. 305-306. Figures listed refer to payroll employment.

Total nonagricultural employment nearly doubled in the generation after World War II. Jobsfor production workers in manufacturing increased by about one sixth. During the seventies, theoverall nonagricultural employment grew by 18.5 million workers. The comparable increase forproduction workers in mandfacturing was 1 million. The lack of substantial manufacturing jobgrowth in the seventies has made it difficult for the economy to absorb the large number of womenentering the labor force and the "baby boom" generation born in the later 1950s or early 1960s.

Greater capital outlays for more complex technologies in the eighties are intended to bringabout a renewal of the industrial economy without a comparable increase in requirements for semi-skilled and unskilled blue-collar labor. Furthermore, many of these capital outlays are designed todecrease labor requirements.
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The displacement that will be created by computerized technologies will be concentrated inone occupational group: semiskilled operatives. Over three-fourths (77 percent) of the 11 millionpersons employed as operatives in 1979 (excluding operators of transportation equipment) wereat work in manufacturing industries. Jobs that are created by increased capital investment will beconcentrated in professional, technical, and skilled areas; in designing and producing equipment, orin operating, maintaining, and repairing it. Few of these positions could be filled by a displacedautomobile worker, for example, without a good deal of additional training.

Although economic concerns have focused on renewing the industrial base, the bulk of thejob growth in the eighties is expected to take place in service industries. In addition, there is a



rapidly growing yet often ignored service sector in manufacturing industries made up of persons
who will provide data processing, financial, legal, public relations and advertising, and other
business services. Many of these service firms also will be introducing microprocessor technology
and other related advances. However, growth in these industries is expected to be rapid enough to
more than offset the displacement effects of new technology. These patterns of job growth are
illustrated by the U.S. Bureau of Labor Statistics projections of employment growth by industry
between 1977 and 1990. (See table 10.)

TABLE 10

EMPLOYMENT FOR SELECTED MAJOR INDUSTRIAL SECTORS,
1977 NAD PROJECTED 1990

Employment (in millions) Percent Change

Sector 1977 Projected 1990 1977 to 1990

Total Civilian Employment 93.7 118.6 26.6
Manufacturing, Transportation,

Public Utilities
19.8
4.8

23.9
5;7

23.0
16.9

Wholesale and Retail Trade 20.9 27.4 30.9
Finance, Insurance, and

Real Estate Services' 4.9 6.7 37.0
Services' 17.7 26.7 51.3

SOURCE Employment and Training Report of the President, Washington, DC: U.S. Department of
Labor. 1979; p, 362.

1, Excluding private household workers

The U.S. Bureau of Labor Statistics' projections forelee a future in which employment in
manufacturing will grow more slowly than total employmbnt. The growth in manufacturing
employment will represent the combined effects of slow growth in the older manufacturing indus-
tries*and more rapid growth in the new high technology industries. Three-fifths of the overall
increase is expected to take place in two economic sectors: service and trade industries.

Unanticipated changes in the projections, such as rapid development of new energy sources,

could create even larger increases in employment for energy industries and manufacturing industries
that are heavy users of energy. But the predominant theme in the projections is a continuation in
the shift to a post-industrial society as the major factor affecting employment in the eighties.

Most cost-saving figures for the use of new technology represent the savings that result from
continuous operation. Industrial robots, for example, are currently estimated to involve an initial
unit capital outlay in the $70,000 to $80,000 range.15 Much of the savings anticipated from the
investment would be lost if the machines were frequently out of use because of the need for

maintenance and repairs.

In the introductory phases, repairs to complex equipment such as robots are often made by the
"superstars," or persons with graduate degrees in science or engineering. Later on, the responsibility
falls to specially trained technicians and mechanics.
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Accordingly, the emphasis on industrial renewal in the eighties will place new and greaterdemands on vocational education systems. For example, courses in electronics will provide thebasic foundation for training in the fields related to the new technology. The level of complexityinvolved in automated technologies suggests that the bulk of the training will be given in post-secondary institutions. Many of these institutions already have extensive expertise in electronicstechnology. Work-study and cooperative education programs can be effective ways to give studentsa working familiarity with industrial advances.

Yet vocational programs in the secondary schools can arouse student interest by providingbasic training and employability development courses that familiarize students with the work world.These programs will be able to serve as a basis for later, more specialized training in industrialsettings.

So far, the high cost of equipment required to train persons in the new technology has keptprivate schools from assuming a major role in training. None of the member schools of the NationalAssociation of Trade and Technical Schools, for example, offer courses in robotics. Yet it is likelythat equipment costs will decrease with a greater volume of production. A reluctance by publicvocational institutions to train persons for the jobs that will grow out of industrial revival will havethe effect of encouraging private institutions to take on a larger role in this field.

In the past, there has been great emphasis on the need to identify new occupations that mightbe suitable fields for vocational training programs. Robots and related technologies illustrateanother tendency: changes in job content in existing occupations as a response to technologicaladvances. Changes in the content of machinists' jobs, resulting from the introduction of numericallycontrolled machine tools, illustrate this development. In the coming decade, the job content of manyelectronic technicians' jobs will include a working knowledge of advances in fields such as robotics.Programmers and designers will discover their job skills undergoing change with the more wide-spread integration of computer assisted design and manufacturing.

Vocational education systems, like other institutions, must adapt to change if they are toserve their students, the larger society, and their own need to grow. Planning in vocational educationcan supply an early warning system for increasing sensitivity to changes that will require a responseby vocational educators. Priority factors for renewing the nation's industrial base, such as demo-graphic changes and regional populations/manufacturing shifts, illustrate the long-term develop-ments that will figure prominently in the agenda for vocational education planning.
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THE REINDUSTRIALIZATION OF THE UNITED STATES:
IMPLICATIONS FOR VOCATIONAL EDUCATION

RESEARCH AND DEVELOPMENT

Permit me to plead guilty to using this paper as a "stalking-horse," masking other purposes.I intend not only to deal with issues that are critical to our nation's reindustrialization problems such
as unemployment, low productivity, inflation, and inadequate economic growth but also with ourpenchant for nonsensical rhetoric that we substitute fqr plain talk and common sense.

Does anyone here really believe that a nation with the highest output per employee, a multi-
trillion dollar GNP, the largest volume of petrochemicals, computer products, aircraft, and commu-
nications equipment exports in the world is really in the process of completely rethinking and
redoing its industrial base? The prefix re means to do again. Just what is it we are fupposed to bedoing again?

The fact that steel, autos, and other industries are in deep trouble is no reason for this search
for a national mea culpa and frenetic flailing about as though we are among one of the under-
privileged, underdeveloped countries of the world.

We are indeed in trouble. Though our current output per employee hour is the highest of all
the major industrial nations in the world, our low rate of productivity gain during the last decade
will ensure losing our number one position by 1986. We have much to do, and we had better start
doing it soon; but catchy and meaningless phrases, such as "reindustrialization" or "zero sum game,"
do not really get at our basic problems cir stimulate rational measures. They certainly do not separate
the wheat from the chaff.

To mention firms like Texas Instruments and Chrysler Motor Company in the same breath is
to get some sense of the broad spectrum of efficiency to incompetence that exists in our economy.
While the world looks to our oil-rig manufacturers as unsurpassed in excellence, it finds our steel
industry to be a pale reflection of its former position of superiority. The fact that such differences
exist is not new. The body economic is a dynamic, everchanging multiplicity of cells, components,
and appendages.

Such factors as tax policy, spirit of risk, managerial effectiveness, rates of innovation, research
and development, and human resource training and education are of significance to each industry,
but in varying degrees. Only by a careful, rational evaluation of such factors as they apply to each
industry and to companies within an industry, can we determine how to improve economic per-
formance.

There are, however, a few factors that are of generic importance to a nation's performance.
It was not by error that the first hundred or so pages of Adam Smith's Inquiry- into the Nature and
Causes of the Wealth of Nations deals with labor. Smith saW as key to the wealth of any nation a
well-traineed, specialized labor force. It was so in 1776, and it is so in 1981.
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The miraculous performance of the economy of apan has taken place on an island with no
oil, coal, timber, iron ore, copper, cotton, wool, eat, ean r cattle to any real degree. Its
one great resource is a trained, motivated labor force, manage ith great skill and daring.

The Japanese, West Germans, French, and most nations in Western Europe have embraced,
riot merely accepted, the philosophy of the necessity to invest in human resources. To build and
maintain an up-todate Ipor force is essential for a technology-oriented nation. Our unwillingness
to understand the need to invest in major training and education efforts in order to service the skill
needs of our private and public sectors hasbegun to move us toward a possible catastrophe.

Not only is there an apparent lack of concern over this situation, but there also is no evidence
of an awareness of the key relationship between our inadequat,e investment in human resources and
our problems of inflation and productivity. In every one of the major industrialized countries of
Western Europe, as well as in Japan, there are three factors that are seen as being key to dealing with
inflation and productivity. Fiscal, monetary, and human resource policies are seen as forming a
simultaneous equation, necessary to deal with the problems of inflation'and productivity.

This is not to say that the Germans, British, Belgians, French, or Japanese do not have problems
of unemployment or inflation, They do. But their rates of unemployment and inflation have been
far below ours, while their productivity rate increases each year have been vastly greater than ours.
For example, the European rates of unemployment are. about 50 percent less than ours, their rates
of inflation are far below ours, and productivity is 400 to 600 percent higher. But the availability of
a constantly upgraded labor force is considered essential.

In Europe, the West Germans have led the way since 1963, when they enacted a law establitng
the right for every German citizen, whether employed or unemployed, to as much as two years
retraining for a higher skill, with all costs paid plus a stipend that is inversely related to the last
income. In the lower-income brackets, the stipend is almost 100 percent of the last salary. The
French copied the concept of this program, with some variations, in 1971, and the British id 1974.
The Swedes and Danes have had simitar programs for many years before 1963.

The Japanese have a qi_fist.ent type of human resource investment approach. The government
assumes very little responsibility-1y dealing with unemployment, vocational training, or upgrading
of the labor force. With a very different cultural orientation, no pun intended, the private sector
assumes a unique set of responsibilities. Thus, in Japanese industry, the tradition of lifelong employ
ment can work only because of the assumed responsibility by management to provide for continuous
retraining of all employees, especially as new production techniques and new product lines are intro-
duced as part of industrial growth.

This managerial philosophy is based on an economic rationale as well as a cultural tradition.
Modern Japanese management has found that it makes sense to view labor as a "fixed cost." That is,
no matter what the new technology, a skilled, trained labor force is necessary. Why not retrain
(whde providing job security) rather than lay off, or fire and then attempt to hire a hew group of
employees? There is no better way, in fact, to o6tain quality work and organizational loyalty.

The Japanese approach, which is found in all of its major corporations and most of the medium-
sized firms, is contrasted by Nakane' when he compares the American philosophy of employment
with that in Japan:

1 Chie Nakane, Japanese Soc ley (Middlesex, England renguiri Books. 1973). pp 18 - 20
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Here is demonstrated a radical divergence between Japan and America in
management employment policy: A Japanese employer buys future potential
labour and an American employer buys labour immediately required. Accord-
ing to the Japanese reasoning, any deficiencies in the current labour force will
be compensated by the development of maximum power in the labour force
of the future; the employer buys his labour material and shapes it until it best
fits his production need. In Atnerica, management buys ready-made labour.

The Japanese approach, which also is found in many European countries, has major implicationsfor a number of our labor force problems. Matching new jobs and calling for new skills can be
handled within the firm if that organization ensures that it hasthe raw materials it can train (or havetrained). This is more efficient than if the firm must always rely on placement services, inadequate
resumes, or misleading or mistaken past work histories. It certainly cap help to provide the basis fora more equitable use of the company's available work force, both on a sex basis and a skill basis. In
an article concerning this subject, Ronald Dore2 States that the Japanese firm "considers itself to bebuying, not a skill, but-a lifetime's work."

In essence, such countries as I have mentioned see labor as a form of capital in which it makes
sense to investand re-investin order to lower unemployment, increase productivity, and lowerinflation.

Our view is, as you know, quite different. We still are captive to the unemployment insurance
compensation philosophy of the Great Depression; namely, help workers for a limited period of time
after they have lost a job, with about 35 percent of their former pay, and hope that they will get
work' after a while. Fpr the young unemployed who have not been in the work force the minimalnumber of quarters to qualify-for unemployment compensation, we come up with a limited number
of public service jobs or a limited number Of training opportunities. The public service jobs have to
be appropriate for the low level skills and poor reading levels possessed by many if not mostof these
young people, so there is no real training involved. Indeed, until very recently, the CETA training
titles accounted for much less than half of all CETA funds. When the Situation begins to get bad,
really bad that is, we start to hear about major new youth employment or training programs. These
"major new programs" eventually dwindle as the crises that triggered them subside, but the basic
problem of underinvestment in vocational and skill training remains.

What happens, unfortunately, is this: Not only do we fail to deal with the fundamental problem,we even try to change our definition of the problem. For -example, since 1970 we not only have
changed our definition of what we call acceptable levels of unemployment, but we also have looked
into the question of whether we are com properly the level of unemployment.

Until 1970 we were able to achieve levels f unemployment below 4 percent. It may be.hard
to believe, but during the period 1966-69, the unemployment rate was between 3.5 percent and
3.8 percent. During the mid-sixties, the accepted norm for unemployment in the United States, as it
had been since the early fiftieS, was around 3 percent. Around 1970, the number that showed up
more frequently was 4 percent, During the last five or six years, we have been told that perhaps a
new norm of 5 percent should be set. Now the reason for these shifts in the "normal" level of unem-
ployment has in no way been justified by any real rationale or research. The basis grows out of that
old motto, "If you can't beat them, join them."

42. Ronald Dore, Britiih eCrapit'Japanese Factory: The Origins of National Diversity in Industrial Relations2. (London: George Ail 8ii/nWin, 1972), pp. 111-112.
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With regard to the question about the unemployment data and the possibility that these data
might, it is hoped, be causing an upward bias (overestimation) in the unemployment statistics, an
interesting ploy was attempted during the last couple of years. A presidential commission, headed
by Sar Levitan, was established to look over the ways in which we gatheredand still gatherour
unemployment data and determine whether these procedures still made sense. This commission
finally concluded that the data, and data-collection techniques, are pretty much acceptable. No help
there. Indeed, there can be no help as long as the officials responsible do not accept the fact that our
basic approach to unemployment problems is fundamentally wrong and that we simply have to adopt
a new one to deal with the reahties of the world since the last sixtiesrather than pre-World War II.
For those officials who do not know this (and some do), th re is a real stress problem,.with which I
would not like to live. They know that to move towar ally modern labor force, one that has a
truly comprehensive approach such as those in Westei Europe or Japan, we have to-

1. admit that what we have been doing since 1970 has been wrong;

2. admit that we have at least fooled the public, if not ourselves;

3. admit we have ignored valuable, applicable experientes of other major
industrial countries;

4. tell people that the newer models of labor force programs will cost more,
but will yield far more in return;

5. lay ourselves open to the accusation that we have played politics with an
overwhelmingly important economic matter, and we have cost the economy
billions in lost output, lower productivity, and unemployment benefits paid out.

Now for those economists and public officials who are confronted by that damnable list, we do
-not have to be mindreaders to know what choices will be Triade: more of the usual unemployment
program band-aids. For the psychologists in the audience, we are confronted with a classical case of
"clouble-avoidant conflicts." In such,instances, we know what happens, at least in government. I think
the following quote from a good text in psychology forecasts, as well as explains:

The individual tends to maintain his (or her) existing attitude structure not
on4y because it prcevides his (or her) basic source of security in dealing with the
world but because it requires less effort to follow established patterns than it
does to modify them or adopt new ones. This tendence to resist change in
established Ways of perceiving and acting has been referred to as "inertia" on
the individual level and as "cultural lag" on the social level.3

My reasons for not being too hopeful about leadership from Washington derives from the fact
that I have resided in that city since 1951, and have observed the patterns of behavior of its leaders,
both Democrat and RepuliftWan. My position is further supported by the recent behavior of profes-
sional economists in government and public offices. On July 13, 1980, The New York Times "Week
in Review" section featured, on page E3, a fascinating interview with the liberal academic economist
Robert Lekachman, former U.S. Secretary of Labor Ray Marshall, and Professor Herbert Stein,
formerly chairman of the President's Council of Economic Advisers during the Nixon and Ford
administrations. The entire interview dealt with our troubled economy. To get some sense of how
we got to where we are, and why we may not get to a "promised lane soon, permit me to cite a
few quotations from the people who lead or have led us in designing our economic policies. Let's
start with Mr. Stein.

3. James C. Coleman, Abnormal Psychology & Modern Life (Chicago: Scott, Foresman & Co., 1956), p. 83.
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Since I entered this field in the thirties, I'm rather reluctant to recognize theexistence of profound changes. We are,suffering from a number of problems,which have to be kept basically separate and are mainly the consequence oferrors of public policy over the past twenty years.

We are most obviously suffering from a recession. But the American economyhas gone through lots of recessions. By and large, they're not traumatic experi-ences for the country as a whole; I don't expect this one will be. This recessionmay be more severe than most; that will really be a consequence of a failureto take inflation seriously.

The basic but really more difficult problem is the slowdown in the growth ofproductivity. I keep insisting we do not know the causes. Many people say wedo; I think we do not really know quantitatively. I would [add] one problemthat is going to be dominant in the next five or ten yearsthe need for a sub-stantial increase in our expenditures for defense. We are not yet facing up tothe implications.

But all in all, this is a tremendously productive economy. I'm not particularlyconcerned that the Japanese or Germans are rising in productivity more rapidlythan we are. With some changes in emphasis, we can get through a periodwhich may be a grim periodof some five years or so, and come out to a muchmore satisfactory condition.

When Secretary Marshall was asked, "You don't think you underestimated the strength of theeconomy in 1977-78 and stimulated it too much?", his answer was fascinating. He said, "I certainly -do not. We got unemployment down to 5.9 percent before the next shock started." It almost makesone feel that an unemployment level of 5.9 percent is a "norm," doesn't*it? It is also interesting tonote that since 1971 we have gone below 5 percent only once, and that was 4.9 percent in 1973.
One last quote from former Secretary Marshall regarding this same issue is instructive.

You have to be concerned about both the immediate and the long run. Doingwhat we have to do to gain control of the energy problem, for example, willhave some inflationary effect. But you hope you help solve a basic problem.I think the same thing about unemployment. Take the automobile industry,the main source of the increase in unemployment in the past year. We're doingit in the way I think we ought to do it. We're working with labor and manage-ment to help them solve their problem.

While it is true that United States loans have kept the Chrysler Corporation from going out ofexistence, recent news about our government, the auto firms, and the United Auto Workers unionhas not been too cheering. Continuing efforts to impose import quotas on foreign cars or of forcingsome of them to produce a limited output in the United States avoids a central fact of life. In Japana car is typically assembled with a hundred fewer hours of human labor than in the United States.This translates into about $600 per car in manufacturing costs. And this gap has been widening byabout 4 percent per year.

A good part of this is accounted for by the superjor use of robot machine tools. In addition,both the United States and foreign car)dealers I have spoken to are impressed with the industrialdesign features of the Japanese cars;many of which result in lower maintenance costs for the con-sumer. Herb Stein and Ray Marshall may not be too worried about these matters, but of course theyare not making cars or producing televlipn sets.
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Since Herb Stein is a noted proponent of the classical market system, os he firmly supports
the punishment of going out of business when management makes the wrong decision, I must admit
to wishing that there were some way to apply this system of rewards and punishments to politicians
and members of the President's Council of Economic Advisers. Instead, of course, the usual rewards
tenured positions on faculties or senior positions with banksare still the rule.

I might add, to provide some balance in my reactions to Professor Stein and ex-Secretary
Marshall, that Marshall's reference to energy and inflation also reflects what is perhaps the most
popular myth about inflation: that energy is the chief villain regarding the problem of inflation. It
is instructive to note that between 1975-1980 the rate of inflation in Japan averaged around 4 per-
cent, while in the United States it averaged around 9 percent. Japan gets all of its oil from abroad,
while the United States still relies on imported oil for less than half of our oil consumption.

It is amazing how often people have to be reminded that the Japanese, Germans, and United
Stateslike all other major industrial consumer nationspay the same price, essentially, for oil. I f

anything, because of our past domestic "old oil" versus "new oil" regulations, the United States has
paid a bit less for its oil than Japan or Germany. Both countries have lower rates of inflation and
unemployment, and higher productivity rates.

Now what can be done about this mess? That is, what can we do about it before we get to the
point of a "norm" of 8 percent unemployment, a "norm" of an 18 or 19 percent prime rate of lend-
ing, and a "norm" of a zero percent rate of productivity increase, all of which should begin to produce
a major stress throughout the nation?

I think the leadership will have to come from some new sources, among which will have to be
some new alliances. The lead in West Germany in 1963 for an investment policy in peoplein order
to produce a labor force that was constantly being retrained and upgradedcame from industry. The
major industrial firms there.had gone through post-World War I I problems of unemployment, infla-
tion, and production. They realized that in addition to fiscal and monetary policies that had to be
sound, there had to be an effective way to guarantee a skilled labor force that could meet industry's
needs for up-to-date labor. Industry led the way, with help from the trade unions, to the continuing
education program I mentioned earlier.

I think vocational education researchers should begin to evaluate the human resources-capital
investment programs in countries such as Japan and West Germany. Remarkably little has come from
our vocational education establishment about what has worked well in other countries and how we
can adopt such approaches in United States industry.

I believe that teams of industry people and vocational educators should go to industrial firms
and relevant government agencies in these countries focusing on such questions as the following:

1. How often and in what ways are adults trained and retrained?

2. What are the most effective ways to train people? Through what organizations?

3. How do they forecast skill needs? How accurate are the forecasts?

4. What funding techniques are used to support training programs?

5. What role does counseling play?

6. How does one deal with disadvantaged groups, e.g., the Turkish "guest workers"
in Germany?

7. Have there been any cost-benefit studies?
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8. Which industries have benefited most?

9. What have we learned of use to the United States?

The research needs are ample and represent, I believe, a much-needed change of direction for
vocational education researchers. The results will find a ready market, I am afraid, as our industries
continue to find skilled workers in short supply, and as unemployable, unskilled workers grow in
number in the lines outside unemploVment and welfare offices. Thus far, the new administration in
Washington has paid scant heed to this ticking time bombbut the hot summer is approaching.
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QUESTIONS AND ANSWERS

Question: You have expressed a refreshing and stimulating approach to human resource policy.
I am just wondering, as you have indicated a couple of times in your comments, if
the new administration is actually overlooking such an approach. Is there any
indication anywhere that the new administration is giving some serious thought to
this approach to human resource policy?

Dr. Striner:

The question is whether or not the new administration is giving any serious thought to the sorts
of suggestions concerning human resource policy that I have just made. I can discover no indicationof interest. I have looked under every convenient rug, around every nearby corner, and I have foundnone. I will say that I have good reasons for believing that there is none, because in February I wrote
an article that was published on the opinion/editorial page of the Washington Star about this approach.
As a result of that article I did receive some inquiries from several Democratic congressmen, but nonefrom any Republican congressmen. I wrote to two friends of mine about this idea, both of whom are
highly placed officials in Ow Reagan administration. I have not yet heard from one; I did get a very
polite response, expressing mild interest, from the other one. There was no interest that I could
discern from anyone in the U.S. Department of Labor.

Question: I would like to hitcharon the previous question, and perhaps take you out of the
realm of what you know, to what you speculate might happen. It seems to me that
many of the things being discussed concerning economic policy may call for new
types of relationships for governmentsuch as a more harmonious relationship
between government and business, and a new industrial policy in terms of invest-
ments in R&D, regulations, and savings policies. What is the likelihood that these
kinds of initiations on the part of government will be forthcoming in the current
administration, or are we just going to have laissez-faire and an attitude of "if the
government would just back away, somehow these things will happen without it"?

Dr. Striner:

I am rather pessimistic with regard to the short run, because I think that we are caught up,
right now, in an interesting combination of economics and mystical revelation; sort of a religious
experience, which is interesting to watch. Since many of us have secure jobs, I suppose economics
is becoming a sort of spectator sport in one sense. Yet the fact that many people are unemployed is
a serious business. Also, most of us who are employed are being affected because of a serious infla-
tionary problem. Right now I do not see anything turning around to change this. For example,
moving away from the job skills area, let us examine something as basic as research and development
and how it relates to productivity.
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Although productivity is based on many factors, one of these factors is an adequate supply of
trained, educated people. It is based on a set of relationships that promote constructive output and
harmonious relationships rather than completely adversarial ones. An important and significant part
of productivity relates to research and development. Now, the present proposed budget is going to
cut research and development supported by the government further.,This is serious for a couple of
reasons. The first reason is because, traditionally, close to 65 percent of all of the basic research done
in the United States has been through the support of government funds. This is understandable
because basic research has no specific product in mind. It is concerned with fundamental inputs,
fundamental information; it is risky; and government tends to be the one that will support this type
of research. However, since 1965, basic research as a percentage of the total R&D has dropped from
8 percent to 4 percent. It will drop even further this year.

My next point is that while government can choose to reverse the amount spent on research
and development just by increasing or decreasing the budget, government cannot choose to increase
the existing number of R&D scientists overnight. Let me give you a few fascinating figures. Examine
the number of R&D scientists per 10,000 in the labor force. In 1965, Japan had twenty-five; they
now have fifty. West Germany had twenty-three; they now have around forty. The United States
had sixty-four; we are now down to fifty-seven. Out of that fifty-seven, about 30 to 40 percent are
in the military area; while in the case of Japan, less than 1 percent of their fifty are in the military.
Therefore, with regard to the ultimate resource in R&Dthe individual, the scientist, the engineer
there is a pipeline problem. It takes approximately four to six years to have an input in terms of
increasing the number of scientists and engineers in R&D. If we made up our minds to change the
situation today, it would take four to six years to see any progress in that direction.

What I see is not only a lack of interest in moving in the right direction, but also this fascinating
mixture of revelation, religious experience, and tha acceptance of, for example, the Laffer curve. Are
you all familiar with the Laffer curve7 (See figure 1.) One of the favorites of the new administration
is an economist by the name of Arthur B. Laffer. Professor Laffer came up with this curve relating
government revenue to the tax rate. The point is made that, obviously, when the tax rate is zero,
government revenues are zero. On the other hand, when the tax rate is 100 percent, government
revenue is zero. This is not a very complicated relationship. Although Laffer is given credit for this
major insight, actually the relationship was first established by Adarn-Smith. Also, in 1844, a French
economist by the name of Jules Dupuit made some interesting observations on this same matter. He
attempted to get data but could not, because as you can imagine, this is a complicated sort of analysis
when you start moving from the conceptual framework to establishing the actual quantitative relation-
ship. Based on this unsupported insight, the administration accepted as its basic philosophy that we
are at the point where the tax rate is so high, industry and people are being discouraged from working
and producing. Their motivation is disappearing. This belief is at the heart of the approach we now
have for cutting back taxes. I am not saying that the tax rate may not be too high with regard to
specific items such as stimulating replacement of capital equipment; I, for one, think it is. I think
that we really do have to examine our tax policy wkh regard to depreciation rates, savings, and other
areas. But the question raised by Laffer is whether or not the level of the rate of taxation is such
that it is turning off the economy. Laffer says yes!

About three months ago in the Will Street Journal, there was an interesting article referring to
a study which, as far as I can determive, is the only recent study looking into the quantitative basis
for the Laffer curve. It was done, haprOly, by someone with absolutely impeccable credentials from
an impeccable organization; namely, Frofessor Don Fullerton at the Woodrow Wilson School at
Princeton University, for the National Bureau of Economic Research. His study, according to the
Wall Street Journal, indicated thatgiven the data which the U.S. Treasury Department provided
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(along with financial assistance)the probable point at which an economic "turn off" could be
expected was at the 71 percent of gross income leyel. Fullerton's study indicates that we are not
even close to that figure.

Question: Given the fact that the service industry in our country now makes up a significant
part of our employment picture, there has been some criticism that the GNP does
not take into_consideration the productivity in the services sector. Can you comment
on this?

Dr. Striner:

We have productivity data for the services sectors as well as for the manufacturing sectors and
agriculture. There is no doubt, though, that it is more difficult to get as much of a sense of signifi-
cance out of some of the service productivity data than out of the manufacturing, because in the
case of producing an automobile, for example, the product is far more observable. You can kick it;
you can stumble over it; you can drive it; you can see it. Howeveh if you are talking about services
provided by a faculty member, in terms of productivity, it is more difficult to collect data on what
was delivered. But for all of the service sectorstrade, wholesale, insurancewe have productivity
data. The data in the services sector indicate much lower rates of productivity gain than in the
manufacturing sectors, including some negative rates of productivity gain.

Question: It appears to me that as we seek to understand these other industrial models of
human resource development, we must be aware that each is based on a kind of
paternalism, from industry or from government, that never developed in this
country. Put another way, we have nurtured a personal independence that puts
much more responsibility on individuals to protect their livelihoods and sustenance.
This has contributed greatly to the way our industrial and business system operates
with regard to human resources. It may be well and good to ask a lot of questions
in Europe and Japan, but what questions do we ask in this country regarding the
process by which young people come to employmentand productivity? And of
whom do we ask these questions?

Dr. Striner:

Let me put your question into a generic context. The problem is whether the approaches to
human resources in other countries are in a cultural context that makes it difficult to translate
what they have done in terms of our own culture. I think the term that you used was a "paternal-
istic mode." Let me answer your question this way. To begin with, let us examine the country with
the most radical cultural differenceJapan. The Japanese are quick to give the United States credit
for most of the major innovations in their management techniques. As a matter of fact, in Japan,
once a year they award the Deming Prize, named after Dr. W. Edwards Deming, an American, who,
beginning in the early fifties in Japan, was able to convince Japanese industry and government that
they were capable of moving away from the junk they produced prior to World War II to high quality
products. The Deming Prize is awarded to the company and individuals who have done the most for
productivity and quality control in Japan that year.

The Japanese took much of what they felt to be most significant for productivity, quality, and
management techniques from our culture. Now whether or not we can reimport this philosophy was,
up until four or five years ago, something that I said could be done. However, the idea was almost
immediately rejected by most industry people with whom I talked.

78

7



The reaction was that the Japanese worker was very highly motivated, hard working, andidentified in a paternalistic sense with the firm, the employer, the family, the entire concept of theextended family. On the other hand, the case of the United States worker was quite different.
They were "obviously" not as motivated, and in addition were seen as being lazy and unionized.
This nonsense was believed until around 1973. About that time, Japanese industry came to the U.S.Sony set up a television manufacturing plant in San Diego, using those "lazy, unmotivated, slovenlyAmerican workers", but with Japanese management techniques, quality control circles, and a wholeset of different relationships between management and the employees. They then began to compete
with American manufacturers. Within a year, the Sony plant in San Diego had achieved the samerecord levels for quality and productivity as the Tokyo plant of Sony.

Therefore, to begin with, I would suggest that what the Japanese were able to import from usthe flexibility of mind, the imaginationbe used again in our own management techniques. The
Japanese looked for what could be used, and they adapted it to their society. We find it difficult todo this for a number of reasons. Most of these reasons are psychological. I would say, as an economist,
the real problem of productivity is not an economic problem. It is a behavior modification problem.
Economists do not know much about behavior and are unhappy about dealing with it. However,
every problem in nature is a multidisciplinary problem. No problem in nature exists as an economic,
or sociological, or psychological problem alone. I f we are to deal with the problem of productivity,
this has to be understood.

Question: With respect to the role of the public sector in training and retraining, you have
mentioned a number of models. Do you see the West German approach of an
entitlement under law, with a stipend, or do you see the Japanese approach of job
security as being viable for this country? I don't think that anyone argues with the
need to train. The question is how to do it. What type of model are you suggesting?

Dr. Striner:

Before we arrive at any possibility of an active human resource development policy, we really
have to embrace the notion of investment in human resources. That is first. Unless we get that
accepted politically, I do not think any model can be devised to deal with the problem of continuous
training. Now, let me suggest that we do have the model already. When I received my first Ford
Foundation travel grant, and I wrote the book Continuing Education as a National Capital Invest-
ment back in the late sixties, I went to Germany to do research. While I was in Germany looking at
their programs, the Minister of Labor from Southern Bavaria outlined the German approach to me.
He explained that everyone was entitled to a certain amount of training, and everyone being trained
was entitled to a certain stipend. I said, "That is fantastic. Where did you get this idea from? I have
to put this in my paperthis is the key item." He said, "Wegot this idea from your GI bill." I said,
"Of courser

Then I thought about it. When I got out of the army in 1946, I was told that having been in the
armed service for four years. I was entitled to the maximum benefit: up to four years of education
with all costs paid. The stipend of a little over $100 a month could provide a lot in 1946. Then, a
brand-new, one-bedroom apartment was onl y $50 a monthand that included utilities. Therefore,
that stipend was enough money to pay my rent and to buy most of my food. The entitlement gave
me my books. It even went so far as to pay for my doctoral cap and gownthe government bought
it for me. The German model, basically, was the GI bill.
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In 1946, however, the GI bill was seen as being practical in the United States for two reasons,
one which is commonly known, the other which is not commonly known. The first reason, which
was probably the less important of the two, was gratitude for the war effort on the part of the
average veteran. I will tell you, however, what I think the primary reason was. Beginning in 1944,
when,it seemed apparent that we were winning the war, Congress became concerned about the Great
Depression. Were we going to go back into a depression after the war was over? The government did
several things, one of which was to set up the Council of Economic Advisers, and to pass the Employ-
ment Act of 1946. But another concern was, as evidenced by the fascinating legislative history of the
GI bill, what are we going to do with all these men getting out of the army,, the navy, and the air force?
They are all going to be without jobs. The answer was to put them in schools. The GIs did not enroll
in universities only; the stereotype that they all returned to universities is not at all the case. There
was a tremendous resurgence of vocational education and vocational training.

So, I will tell you what I am suggesting as a model. Pass a law that says, basically, whether you
are employed or unemployed, if you wish to enroll in a retraining program to upgrade your skills, all
you'have to do is show up at the employment office to be given a battery of tests to determine what
your capabiltes are, where your problems are, and whether we can give you some counseling infor-
mation on the types of job opportunities that exist. Then we would establish the training sites, which
could be located in private firms, vocational schools, community colleges, and other training institu-
tions. For example, one of the great, old proprietary training schools was the RCA Institute in New
York. It did a superb job of training in electronics. But the law could provide individuals with the
option of attending either a vocational institution that is set up on the public or private basis. The law
would provide them with this entitlement. All an individual would need to do is show up at the
registrar's office, as I did in 1946 at Rutgers.

The point I am makmg is that there is a training modelboth in our history, and in Germany.
Germany has an economy very similar to ours in terms of culture, values, and patterns, and the model
is working there. It is based on, probably, the set of values that Maslow has suggested. People really
are concerned about worth. They are concerned about doing what is necessary to achieve security,
with peer recognition going up the scale. By the way, in terms of their security, people are quick to
learn if there is a program available that will permit them to achieve what they want to achieve. People
do look for information to help themselves, and most act on such information. The GIs did this, as
do the German workers.

Question: I am interested in the comparative cost of technical training in America as it relates
to Germany and Japan. Secondly, is that training used to deal with social problems
as in the United States where we try to solve the problems of the handicapped or
the underemployment of women? Also, is there coordination? It is my feeling that
in our country there is a lack of coordination. We are forever spending money to
train people, but m fields that have no vacancies.

Dr. Striner:
Starting with the question about social problems first, in the case of Japan, you should forget

the question of upperlevel employment for women; they are sexist society by our standards. The
only time you see a woman in the labor force in Japan, even with a big company, is in a blue-collar-
type job or secretarial position that calls for serving tea. You very rarely see women in any managerial
positions. Japan is interesting from one point of view, but I do not use them as a model in all things.
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My major interest in examining the Japanese model is in their philosophy of continuous invest-ment in the labor force. The Germans, on the other hand, have used their law and their program todeal with the handicapped. They provide special training as well as special tools if the handicappedare involved. In the case of the guest workers, one of the questions that usually comes up is: "Well,don't the Germans use their guest-workers, the imported Turks, Greeks, Italians, Spanish, andPortuguese, to fill the Iii*skilled job slots without training them?" These workers did come to thecountry with the ideaof filling those low-skilled jobs. However, under the German law, all of theseworkers are entitled to the same type of training as citizens, and many of them take that training.Certainly, the Germans use their legislation as a device for orienting and acculturating guest workers.I do not think it has been too successful, by the way. Everything I have seen leads me to believe thatthe Turks, Greeks, and the others still stay out of the environment of the larger society.

The Germans have done a number of studies on the cost and benefits of these programs at theirEmployment Institute at Erlangen, Germany. They show a high benefit-to-cost ratio, extremely high:3 or 4:1. The Germans literally have pounds of data available that they will send to you on the topic.The only problem is, it is all written in German.

The Germans have found that the average training period is around eight months, although thelaw allows for up to two years. Therefore, if we assume an eight-month training period, with anapproximate eight-month training cost of $1,200 and a stipend for each trainee of $6,000, then wehave a total eight-month training cost of $7,200 per trainee. Let us assume a first year or two trainingenrollment of one million trainees. Then we are talking, probably at the vary outset, of $7 billion or$8 billion, and perhaps the second and third year going to $16 billion. CETA has been running ataround $12 billion per year.

It is important to remember one of the points the Germans made. When they instituted theirprogram they found that almost all of the long-term unemployed immediately were cycled into thisprogram. That is because the long-term unemployed groups were made up of people who reallywanted to get into a whole new skill area. Therefore, unemployment benefits dropped precipitously.Studies have shown that what is happening in Germany now is that unemployment insurance isalmost 100 percent short-term.

Question: You said that in Japan the large companies have lifetime employees whom theycontinued to train. What do the employees in the small firms do? Is there a nationaleffort to help them?

Dr. Striner:

I had heard for several years that the Japanese government did almost nothing to help thesepeople. Then one day when I was giving a talk, there was a Japanese official in the audience when Isaid the Japanese were not helping employees in the small firms. He said very politely, "May I sendyou some material?" I said, "I would be delighted." So he sent me their Labor Law legislation. Itturns out that the Japanese government has unemployment insurance. That is the first thing I hadbeen told they did not have. The unemployment insurance runs for about eight months, and it coversbetween 50 and 65 percent of a worker's last wage. Ours averages out to around 30 to 40 percent.In Japan, it covers all individuals regardless of prior attachment to the labor force. So, there is
unemployment insurance in Japan. But, there is very litle that the government does in terms ofretraining or counseling. In terms of vocational counseling or regular counseling in the schoolsystem, they are about fifteen years behind us.
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Question: What about preemployment trainii4-ftprk, sUch as public vocational education?
How do we make up for the lacks?

Dr. Striner:
I think there are several lacks. The first lack is that the average educator, through no fault of

his or her own, has insufficient information about where the skill needs are. It is difficult to plan the
type of skill training that makes sense unless you have some sort of information base from which to
work. The United States, as probably most of you know, is the last major industrial in the
world where we have no job vacancy information. The U.S. Employment ServicesIIas job order
information but not job vacancy information; these two categories do not alway overlap. Therefore,
to begin with, unlike Germany. France, and most of the Western European coqfnries where it is
compulsory to report job vacancies (which allows them to have some sense of" There the job needs
are and also allows them to plan their vocational skill training programs), e o not have such a
compulsory system. The first suggestion that I would like to make is thattphaps educators should
exert some pressure on Congress and the U.S. Department of Labor to move in the direction of find-
ing out how many jobs exist and where. Secondly. I think that we undoubtedly have to exert pressure ,
for funding basic reading programs. Especially with the hard-core unemployed, the rateof functional
illiteracy in the country is a major obstacle to skill training. We have moved away from the old types
of jobs that required only a strong back and a weak mind. There are very few of those jobs around.
A worker must have a fairly decent reading levelprobably at least at the sixth or seventh grade level

for most of the jobs that we think are worthwhile. Therefore, the major source of pressure on the
teachers' unions should be the literacy level of the products of our educational institutions. It's a
national scandal(

About a year and a half ago. I began griping about the degree to which most of the educators
were very relaxed about illiteracy. While talking to one of the senior staff in the American Feder&
tion of Teachers, she made thi's statement, "We do not have a major illiteracy problem, do we?"
I said, "We sure do." I was amazed at what she felt was the level of functional illiteracy in our
country. She thought it was very lowit is very high.

I think that we have to get back to applying pressure to provide funding for literacy training.
We have to exert pressure on Congress and the U.S. Department of Labor to begin to get the sort of
data that we need in terms of where the new jobs and skill needs are going to be.

ion:Qu Isn't it unfair to compare our training programs with those of other countries?st

Dr. S riner:
In this country, private industry has shifted the cost of training to either the individual or to

the public sector, so that we have this enormous vocational education system. We have technical

institutes, we have community colleges and junior colleges, and we have this tremendous continuing
education program in our country. Therefore, the comparison makes us look a lot worse than we

really are becausein our sloppy fashion, in this disorganized systemwe have been able to get, for
the most part,_the kind of workers we need. (I am not talking about the professional workers who
take four to six years to get their training.) We have done studies in the U.S. Department of Labor

of who the most skilled workers in the United States are, They are tool and die makers. From our
most recent study, we determined that average American sipillethworkers never start training in an

apprenticeship program or even in a vocational education school. Instead, they move from employer

to employer to improve their skills, and they end up at a certain level. Now, I am not arguing that
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this is a very efficient way, or that it is the quickest or the most sensible way. I simply point outthat this type of training is really more of what we have in this country. I think we have to spell outhow some American workers make a career in order to make a decent comparison.

Question: To add to the last question, to what degree are wèvilling to pay some economic
costs to preserve individual options and freedom individual rightsto make a choice,
to recycle a career?

Dr. Striner:

I think that the whole question *becoming one of how Much more of an economic crisis with
regard to low productivity, loss of markets, high levels of unemployment, and high levels of
unemployability are we willing to accept before we change our metheriiiihi&ling with the problemof training? The training program I have suggested poses no threat to individual options, freedom,
or rights. To the contrary, it gives options and freedom!

Question: Would not most economists agree that the productivity problem is a problem of
management rather than the skill of the worker?

Dr. Striner:

No, most economists would not agree. However, / would say that 80 to 85 percent of our
productivity problem is a management problem. In addition to management, however, we have aproblem that has to do with our institutional values. It has to do with what we are willing to accept
as new ways of dealing with problems. W have something called government. I would call it public
management. Government has to begin tp1 understand its role with regard to its decisions that affectresource allocation, productivity, and onomic growth. These are also management decisions;public management.

Let me further comment about why a massive training program has to be based on a national
entitlement effort, rather than on individual firms along doing training. In Germany, where manage,
ment is closer to our form of management, their approach is, "No, we are not about to do this on
our own." While there are a number of American firms that do accept this responsibility, such asIBM or Xerox, not many do. In Germany, there are some who do, but most of the Germans are
very much like us and refuse. Let me tell you why.

For example, the Chevrolet dealer in Washington D.C. would hesitate to train a front-end
mechanic. The attitudowould be that the $500 to train the worker could be in vain if the Ford
dealer down the street hires the mechanic away from the Chevrolet dealer upon completion of the
training. Far too many employers in the United States would rather not train a worker, allow the
worker to be trained elsewhere, and then compete for the worker's services. In Germany most
employers are willing to accept a payroll tax of 2 percent to supply funding for individuals who
want to get their own training and counseling with some help from the federal labor office.

We have far too many people in our country who have no marketable skills but still want to
pursue the great American dream of a job and security. We must make a choice. We must either
give them the skills, somehow, develop the mechanisms for them to acquire these skills so they can
share this great American dream; or we get the other side of the coin. We get property damage and
antisocial action. We do have alternatives to training; jail cells cost $40,000 per cell. How many cells
do we want to fill? By the way, we have another option: we can shoot them. I do not think that is
desirable or realistic, however. Do you?
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Finally we have the possibility of investing in these people, even though not all of them are
going to pay off. That is a risk we simply must accept. I do not think the market approach is
acceptable if we want to increase productivity, if we want to make most people employable. I do

not see this happening by virtue of the present approaches. We have to move in the direction of a
major change in our policy. We must begin to think in terms of investment in human capital as

a very pragmatic way of upgrading skills, developing a labor force that is available to serve the'
changing needs of new technology, and finally, increasing tax revenues as people get better-paying

jobs.

Ouestion: Earlier, you made the point that we are Nder-investing in vocational skill training.
Assume that we have three broad strategies for federal stimulation in this area:
(1) investing in training programs such as vocational education; (2) providing
entitlements to individuals; or (3) offering tax incentives and other benefits to the
private sector. How would you manipulate these three policy alternatives with
respect to present status or changes in the mix? Please be as specific as possible.

Dr. stri ne r:
For short-term, on-the-job training of up tolet's saya few days per month, I would permit

an appropriate company deduction from a tax liability. Adequate proof of the training need would,
of co"urse, be required. For major retraining, however, I would use the entitlement and stipend ,

legislation I discussed. The GI bill of World War II model is the one I prefer, and so do the West
Germans. "pis entitlement would pay for training programs in public or private vocational education,
community college, or university. Tax incentives also could be utilized in.those cases where a com-

pany might send an employee to a training program outside of the firm, but where the company
continues-to pay the full salary ofthe employee-trainee. Salary costs could be deducted as a "Cost

of doing business.

Basically, short stints of training by a company would be dealt with by tax policy. Longer
training, where an employee seeks to remain with the firm and the firm wants to retain the employee,
also would be a tax deduction. But all major retraining and basic education would be seen as an

investment b.% the society, end be a part of the entitlement program.

The reason I intist on having a program based on a law that entitles people,-as a right, to training

results from my reading of our lack of commitment to human resource programs in our history. We

tend to react to crisis when it comes to unemployment and training. Fiscal and budget considerations

cause funding of human'resources and training programs to goitp and down like a yo-yo! We delude

the average citizen into believing that our token training efforts are-really an all-out effort to equip

our labor force with skills for jobs. Our highly touted Manpower and Development Training Program

of the sixties and the trainihg titles of the Comprehensive Employment and Training Program never
accounted.for more than one-tenth to one-half of 1 percent of our labor force. The training programs
funded by the West Ge.rman and French governments account for about 2 percent of their labor
forces. They do it by havint an entitlement program, and that is how we are going to have to do it

tooif we are serious, tl* is.
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Dennis J. Sullivan

Vice-President, Government Services
AmeriCan Productivity Center

Houston, Texas

IMPROVING PRODUCTIVITY IN' THE WORK FORCE:
IMPLICATKNIS FOR RESEARCH AND DEVELOPMENT

iN VOCATIONAL EDUCATION

Introduction,

I would like to take a couple of moments 'to talk about the American Productivity Centerand 'why this organization with which I am affiliated was created, as this relates directly -td-rny
presentation. Our Center is a privately funded, nonprofit organization that was deated becausethere was a concern, on the part of our founder, Di'. Grayson, andion the part of the American
business community, that productivity in the United States was in trouble. It waspelieved that ifwe could improve productivity, we could have an impact on some of the major economic problemswe face as a nation and as.individuals. The private business community in the United States feltstrongly enough about these issues that one hundred organizations put up.the money to establishthe.Center. Since that time our developmental efforts have resultelin th*, addition of another120 organizations and foundations to our founder and sponsor ba The* organizations contributeto and support the Center because they believe in the objectives arobnd4hich we'are established.These objectives are (1) there needs to be stronger awareness of the importance of productivity andits role in the American econo%ny; and (2) there is a productivity problem in this country, and thereare solutions to that problem. Somehow this message needs to be brought out, discussed, ahd clari-fied. There is a tremendous need to understand clearly the particular ramifications that productivityholds for specific segments ofthe economy.

There is a third objective of my organization. It relates to productivity, productivity measure-ment, and productivity improvement, about which we do not have sufficient information, and towhich we must address ourselves in a research and development model. Research and developmentin these areas would alloW us to identify the improvements in productivity that are necessary and
the techniques-appropriate for causing those improvements. So, as an organization, we have a
research responsibility. We are extremely concerned that our research and awareness efforts betranslated into action. Another concern is that individual organizations take the initiative in address-ing themselves to improving productivity internally. Productivity cannot be mandated from the
White House; it cannot be mandated by Congress. The improvements in productivity that are
necessary for the economic well-being of this country must come.from individual organizations inboth the private and public sectors. So the third objective of the American Productivity Center isa commitment to work with individual organizations, addressing the peculiar problems they havewith their productivity, and encouraging and assisting them in taking steps to improve it.

The Productivity Problem

At the present time in the United States, we have a rate of inflation that is running in excessof 15 percent for this year, and ifnothing is done, it will probably go higher. We are either in themidst of a.long predicted recession, or it is going to arrive next week, depending on which newspaper' column you read. I think it is here! I think it is real! I think it is beginning to hurt! Unemploymentis up to the highest level it has been in fifteen years. That is having an impact on thepeople wewou Id least like to have unemployed in terms of our social goals as a nation. Because of the coinbi-nation of unemployment and inflation, we are all feeling the effects of lower real incOme. Social
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tensions are increasing and will continue to increase as the economic pie available in this country
shrinks and special interest groups continue to demand their "fair share"however they choose to
define it. We see a disturbing trend in the drift away from the private enterprise system in this

- country.

Productivity can be defined in a
going to try to start my presentation
that evolve as I go along. Productivit
nation; it is a problem for people who

of ways, and it has a variety of components. I am not
recise definition'of productivity. I would rather let

s point in time, is a problem.'It is a problem for the
involved in vocational education. Productivity poses a

challenge to this nation. It poses a challenge to you, as specialists, in a particularly important area.
Finally, productivity represents an opportunity. I would like to talk about those three points today.

The reason we have a problem is that the productivity growth rate in the United States is
slowing down. This is not just a natural low point in the economic cycle; it is a worldwide phenom-
enon. Productivity growth is slowing down in every country in the world. Unfortunately, in our
country it happens to be slowing down faster than in the rest of the world. This decline in produc-
tivity'growth has put the United States in a very uncompetitive position in particular industries. As
we continue to become less productive, to underdevelop as a nation, competition from abroad is
going to increase. The cost of doing business and the cost of maintaining a work force is increasing

every year.

Unfortunately, output is declining at the same time, which fosters that noncompetitive situa-
tion. We see some real problems in the proliferation of the government regulations that deal with
the operation of businesses and the operation of public sector operations and functions. Generally
speaking, government entities are more drastically affected by the proliferation of government
regulations in the areas of environmental protection, health, and safety than are private sector
organizations. Therefore, productivity in Public sector organizations suffers even more. The general
lack of productivity awareness, ib.part, contributes to this as well. The combination of all of these
factors, feeding upon one another, bas led to the continued decline in our nation's productivity rate

There are several viewpoints on productivity and the productivity problem that are in conten-
tion at this time in this country. One is that there4s a measurement problem? "We don't have a
productivity problem; what we have is a measurement system that cannot accurately assess the
economic health of the United States." Unfortunately, the good, bad, or indifferent measurement
system that we have is the same one used by Other developed nations in the world. This measure-
ment system indicates we have a serious problem because the productivity in these other nations is
growing, and ours is not. So it seems somewhat erroneous to focus on the measurement contention
as the sole-reason for our productivity problem.

A second point of view is that productivity is not a root cause of our economic problems. It is
an artifaCt of those problems. Many people believe that if we can resolve problems such as inflation,
if we Can resolve problems such as the balance of payments, productivity will take care of itself. In
my Center's view, that is putting the cart before the horse.

The third.point of view is that there are real productivity problems that exist in this country
and that they can and should byddressed. That is, in fact, why the Center was created.

The last viewpoint is the one to which my organization subscribes; it is that we have all three

giv of those problems. We have economic problems that we have to resolve; productivity is one of the
keys to resolving inflation, as well as being one of the keys to addressing our balance of paYments
problems. We do have measurement problems, and we do need to develop tools that allow us to
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more accurately measure the productivity of service sector operations such as research; but our per-spective is that the way to do these things is to address the productivity problem as a whole and thentreat the other variables as subsets of it rather than excuses for it.

From the end of World War II in 1945-46, up until 1967, productivity in the United Statesgrew at a rate of 3.3 percent a year, every year. It was a constant; we could count on it; it was afairly reasonable growth rate for the United States. It led to some substantial and positive changesin our economy. Then something happened to the economy in the United States in 1967 or 1968.The productivity growth rate in thi&country from 1967 to 1978 averaged about 2.2 percent a year.It dropped substantially below that levelduring the recession in 1974-75, but it averaged 2.2 percenta year. In 1978 it declined to 1.8 percent and in 1979 it went to a negative 1.9 percent (see figure 1).This was the first time productivity growth in the United States had been negative since the Great .Depression in the 1930s. As I indicated earlier, we are not alone in having a productivity growth ratedecline. This has been a worldwide phenomenon. Every developed nation in the world has experienceda decline in the rate of productivity growth. Unfortunately, ours has been much more severe than thatof any other, developed country. When I make this statement, I am speaking in terms of the specificindustries in the United States. That is the measure of the Gross National Product over the input ofperson-hours of labor in a particular time period. It is not as accurate a measure as we would like tohave, nor is it precise enough for the kinds of management decisions that are necessary for this nation,for an industry, or for an individual organization; but it is the method of measurement that is present-ly used for a variety of historic reasons. So, keep in mind that I am talking about that particularmeasure when I discuss productivity and productivity growth.

I indicated that productivity has declined in the United States. That decline is not universal.
We have segments of the economy that are extremely healthy, that experience a positive 6 percentgrowth rate; some experience a 7 percent growth rate each and every year (see figure 2). These seg-ments tend to be in areas that are capital intensive or highly technological in orientation. The tele-communications industry, the synthetic fiber industry, and air transportation are examples. Thesegments that experience a lack of growth are labor intensive types of operations. Coal mininghappens to be among the worst in this category, followed very closely by construction, followed byretail trade.

However, if you synthesize all of the sectors of the economy that we measure at the presenttime, the average productivity growth rate last year was negative. These same segments of the economyare measured in other countries, and compared to the developed nations of the world, the produc-tivity growth rate in the United States is dead last! The rate of productivity growth among the devel-oped nations of the world surpiasses us in ten countries out of the top eleven. We rank eleventh atthe present time. The countries that surpass us include France and Italy, as yvell as the known and
acknowledged leadersJapan and West Germany.

In terms of absolute productivity, the United States is still the most productive nation in theworld. Unfortunately, at the rate of productivity growth that is being experienced in this country,and in light of what is predicted for this country for the next ten years, we will soon lost first place
among developed nations in absolute productivity. If the other developed nations of the world con-tinue to grow at the rate we have predicted for them, a rate that they have exceeded for the last two
years, we may become the fifth most productive country, if not the sixth, within this decade.

- In economic terrhswe are going to become a fourth or fifth ranking world power within this
decade unless something positive is done to change that situation. The impact of the decline in pro-
ductivity growth is significant and direct. If productivity had continued to grow at the rate it grew
prior to 1967, your family income would have been $3,700 higher in 1978 (see figure 3); it would
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have been $4,200 higher in 1979. We would have had an increase in income of 20 percent or more,
and we would have had a Gross National Product of almost $300 billion more than we did.

Unfortunately, we did not have that growth rate, so all of these figures show up as negatives
in that time frame. In very specific terms, if we look at the rate of productivity growth from 1948
to 1968, it was 3.3 percent. Subtract the 1.5 percent we grew between 196,8 and 1978 from that
3.3, and that leaves us with a residual of 1.8 percent. That translates into $3,700 of lost income to
the average family in 1978. In term's of the impact on individual businesses, take a look at the growth
in compensation (see figure 4). It has grown. Look at the rate of outputit has declined. That is
where the prolilerg lies. We are paying more and getting less. In terms of its impact on individuals,
if you will look at real hourly compensation that is adjusted for the effects of inflation, people are
no better off as a result. I think some figures I saw last week indicated that as a result of inflation,
the average compentation in this country is now basically at the same level as it was in the second
quarter of 1972. There has been no real progress in terms of compensation in this country.

Specific problems arising as a result of this decline in productivity are the inflationary pressures
that we face as a nation, the increased regulatory environment under which we must live, and the
growth in the size of the public sector that has been associated with the growth in regulatory activity.
The interesting thing to look at in this respect is that the data indicate the correlation between the
size of the public sector and the decline in productivity is a negative .9 (see figure 5). The larger the
public sector grows, the slower productivity grows in our nation. The private sector threat that I
mentioned, the social demands of which I have already spoken, and the continued slowdown are all
part of a spiral that we have gotten ourselves locked in to, and we need to get out. Management within
individual organizations is faced with some direct, tangible problems that are attributable to the decline
in productivity. The rising, indirect costs of doing business, as well as those associated with direct
hourly compensation, continue to grow at a fantastic rate. We have a lack of adequate productivity
measurement systems in most organizations; and when they exist, they rarely address themselves to
management. They are focused on the work force, and they deal with the units of output per hour,
per worker for the hourly work force. We fail to examine the productivity of those people who con-
stitute the driving force in an organization, and who also cost the most. That is something that needs
to be addressed.

There is a reductid rate of capital formation in this country. There aresincentives to not save,
and the correlation between productivity and capital formation is .9 (see figure 6). The rate of capital
formation in Japan is four times what it is in the United States. It is 3.5 times higher in Germany
than it is in the United States. These two countries' productivity growth exceeds ours by almost the
same amount.

We have a tradition in this country of nonproductive labor/management relations. We operate
on an adversarial model in our labor relations, and that is nonproductive behavior. We need to
change that!

The question has been addressed to me several, times this morning as I have visited with mem-
bers of the staff is: "What is the attitude of labor, organized labor, to productivity? Don't they say
that it is a bad thing because it means speed up, it means work harder, it means work longer hours?"
My answer to that has to be, "No, that is not true." Organized labor has come to realize, at least
some segments of that group have come to realize, that improved productivity in the United States
is mandatory for their continued existence.
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PRIVATE BUSINESS SECTOR

1960-67 1967-77

Compensation Per Hour 4.9% 7.8%

Output Per Hour 3.7 1.6

Unit Labor Cost 1.1 6.1

Consumer Price Index 1.7 6.3

Real Hourly Compensation 3.2 1.5

Source: U.S. Bureau of Labor Statistics
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When you talk to members of the steelworkers' union about productivity, their attitude nowis much different from the way it was five years ago, but that has to do with the fact that we havelost 25 percent of our internal market in the steel industry to foreign competition. They have finallyrecognized that in order to survive as a union, they must become concerned about and participatecooperatively with steel industry man'agement in productivity improvement efforts. The same is truein the mine workers' union. The same is true in the communication workers' union. The latter groupof workers, in December of last year, convened a conference for members only in which the primarytheme was that of productivity improvement. Although productivity growth in the telecommunica-tions industry is among the greatest of all sectors in the economy, it needs to continue to improve ifpeople in that industry'are going to stay employed; and if they are going to stay employed, they aregoing to have to change. They are going to have to change their education; they are going to have tohave different skills three years from now than they have today, or they will not have a job. Theunion called that meeting to say, "You've got to become more productive, or you're not going tohave jobs. We, as the union, are not going to lie down in the road and block changes that are neces-sary in this industry. We are going to work with the organizations with which we are affiliated tohelp you make those transitions, but if you can't make those transitions, get out. It has to change,and you must be ready to go along with it."
"N.

When George Meany was still alive and president of the AFL-CIO, his attitude toward produc-tivity could not be expressed in a forum such as this. The present president of the AFL-CIO, Mr. LaneKirkland, has a much more positive attitude. He recognizes that productivity improvement is neces-sary, and, in fact, that labor should take the lead in productivity improvement. We are beginning tosee some positive indications of that change in leadership attitude taking shape. I do not mean thatif you were to walk into a local in a particular union and began to talk about productivity, the unionmembers would not throw you out the door; but there are some positive changes beginning to occurat the top levels in various organizations. An example I might relate to you is that in a recent nego-tiation, the steelworkers included a clause in their contract that said, "We will establish a joint labor-management organization to address ourselves specifically to the improvement of productivity andquality of work life chking the duration of this contract." This statement reflects a substantial changefrom their position of as little as a year ago. The reason for this change is rooted in those economicfactors of which organized labor is painfully aware. Workers are getting less money now than they
got several years ago in terms of real dollars. Unemployment is rising, and it is beginning to cut intomembership, which is the lifeblood of the union. There is a reduction in the quality of work life ina number of sectors of the economy. This does not mean we are revertingto sweatshops by anystretch of the imagination. What it means is the employees perceive their organization as not as nice,not as good, not as pleasant a place to work as they would like it to be. Now whether that is real orimagined is unimportant; the fact remains that people perceive the quality of work life as havingdeclined, It is a situation that must be addressed by any organization.

What is the reason for the decline in productivity in the United States? There are as many lists,such as the one that I will review with you in a moment, as there are people in the economic and
business community. Most people have their pet sets of ideas, and with very little reading you willsee that there is a tremendous amount of variation in the reasons given for the productivity decline.We do know some of the factors that have contributed to that decline. Here is a sample list.

Reduced Investment
Larger Service Sector
Government Regulations
Environmental Expenditures
Labor Restrictions
Work Disincentives
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What we do not know is the percentage that each factor has contributed. If we cured the problem
of the present labor force mix, what would happen to productivity? Would it go up? Would it go
down? Would it go up one point, two? We do not know the percentage of contribution. There is
some speculation. We have some historical numbers, but we do not have a firm grasp on the impact
of these factors on productivity or productivity growth.

Let us review the list of reasons given for the decline in productivity. The composition of the
work force, which is something that you need be very concerned with in your particular areas of
endeavor, has changed since the end of World War II. About the time when productivity began to
decline in the United States, we saw a tremendous influx of relatively inexperienced people into the
work force. The "baby boom" began to hit the market, and we began to see more young workers
entering the work force. We saw a return to the work force by women who had not worked before.
We saw a greater influx of minorities. All of these groups came to the work force with little or no
work experience. This had a negative impact on productivity. I am happy to say that recent studies
indicate that among the members of these groups, learning has taken place. The inexperience factor
is beginning to cancel itself out as people participate in the work environment over a period of time.

We ended the shift from agriculture to manufacturing in about 1967. We began a major shift
from a manufacturing economy, beginning at the end of World War II and accelerating in the late
sixties, to one that is service based. At the present time, the American industry mix is about 70/30;
70 percent service industry focused, and 30 percent manufacturing industry focused. The projection
is that by 1985, we will be 90 percent service industry oriented. One of the problems associated with
this shift is that we do not measure service industry productivity particularly well; therefore, pro-
ductivity in the United States is probably better than the figures show. Another problem is that
productivity in the service industries can never really reach the levels of manufacturing productivity
or the levels of the manufacturing efficiency. I think that service industry productivity is a matter
of management technique, of management talent. And that is a problem which can be addressed.

We have seen a reduction in investment. As I indicated, our current level of investment in this
country, in capital equipment and facilities, is four times lower than it is in Japan, and 3.5 times
lower than it is in Germany. Part of the reason for this low level is that there are no incentwes for
individual Americans to make the kinds of savings investments that are necessary for the capital
stock of this country to expand. There is no incentiVe right now, or less incentive than there should
be, for business to take that capital and expand it with new plants and equipment. There is an unr
certainty associated with the economic behavior of the United States government that leads a
business person to say, "Rather than commit to building a plant that will be ready three years ffom
now, since I do not know what the economy is going to do, I am going to put those funds into some
short-term investments rather than into new equipment." As a result, in the steel industry for exam-
ple, there are twenty-two blast furnace establishments of "modern technology" that exist in the
world, and only two of them are in the United States; fourteen of them are in Japan. Is it any wonder
that the largest segment of the steel industry's lost market share has gone to the Japanese industries?
No, not at all. This hesitancy on the part of the business community, and on the part of the invest
ment community, is something that can be changed only by substantive changes at the national level.
Change is necessary to create more stable economic policies than we have, and unfortunately, the
problem is not being addressed as rapidly as it needs to be.

We have had a tremendous upsurge in what I will call "protective R&D" in various industries
to comply with environmental and other regulations that we have imposed upon ourselves. I am not
saying that those expenditures are not necessary for previous excesses to be redressed. I am in favor
of clean water and clean air. However, I think in some cases we have exceeded what is necessary
because of the way in which those regulations have been structured and enforced. We have diverted

96

99



attention from product development, from R&D on new processes and products, to R&D that isassociated with how to comply with regulations. If we look at the national productivity equation,or even at that of individual organizations, this R&D shows up in the input side and not on theoutput side of the equation. As a result, our measured productivity has declined in this country.That relates to another measurement issue, "How do you measure quality?", and that is somethingI will come back to later.

There has been a growth of disincentives to work in this country. Some of these are legal, inpart the results of bargaining agreements imposed by unions, but the most difficult to change arethose that have grown up out of habit. The idea of going home thirty minutes early to beat the rushhour, or coming in fifteen minutes late to avoid the rush hour are examples of such habits. Thesebehavior patterns have appeared in reaction to management efforts to get more work out. They haveresulted in some substantial cumulative changes in the work fOrce's behavior, which have had anegative impact on the "work ethic." I talked to the general manager of a shipyard on the West Coastwho indicated that on payday he had 135 more people in attendance than he did on any other dayof the pay period, and that if he could only get those 135 people in there on a regular basis he couldservice two more ships a year, but he was unable to convince those people to come in on a regularbasis on any day other than payday.

Included in figure 7 are causes for the business slowdown, as cited by the U.S. Chamber ofCommerce in a survey pf business leaders around the country. Some of these reasons are the sameas those that have been generated by economists, but it is a much more exhaustive list. The generalbusiness community sees federal regulations as preeminent among reasons for the slowdown, thegeneral business climate, the uncertainty, and worker attitudes.

Another recent survey of employees in Texas in which I participated indicated that the secondranking factor among workers' reasons for the decline in productivity in Texas organizations wasmanagement's attitudes. These opposite survey results reinforce the point I made earlier about ourcontentious pattern of labor/management behavior. The slowdown in productivity is related to thisfactor, and I think the pattern of labor/management relations needs to be changed. Other reasonscited in the U.S. Chamber of Commerce survey were welfare and unemployment benefits, stategovernment regulations, the lack of investment, labor union activity, taxes, and inadequate R&D.

Management attitudes appeared at the end of this survey. Workers' skill level was also quitefar down on the list, but t think it is also something that needs to be addressed. There is a perceptionon the part of the management that people entering the work force do not possess the requisiteskills to do the job. iightly or wrongly, that is the attitude of management in most corporations inthis country. It does not reflect their attitude toward unskilled labor only. Not too long ago I metwith management in the Internal Revenue Service to discuss productivity on the part of the Internal
Revenue Service agents and officers responsible for audits and collection. This is not my favoritearea for improving government productivity, but I have as my primary work assignment improvingproductivity in government organizations. One of the points I found interesting was that manage-ment in the Internal Revenue Service perceived degreed accountants and economists, who came intotheir employment after a minimum of four years of college training, as not possessing the basic skillsrequired to audit taxes. In fact, it takes the Internal Revenue Service four months to train collegegraduates to the point that they will let them look at a tax return. They feel that these entrylevel

people do not possess the "right attitudes" toward the job, and these are degreed professionals. Thisexample is only one of a number indicating that concern about workers' attitudes extends fromlower skill levels of the work force to fairly high up.

97



CAUSES FOR SLOWDOWN

VERY IMPORTANT
PERCENT

IMPORTANT0 10 20 30 40 50 60 70 80 90 1001111111
1 /./11/ 25 95 Federal Regulations

2

3

1

4

5

6

7

381 48186 General Business Climate

35 83 Worker Attitudes

36181 Welfare and Unemployment Benefits

39

43

78 State Government Regulations

74 Inadequate Investment

36 73 Labor Union Activity

35 68 Capital Gains Taxes

Source: Chamber-Gallup Survey of Business 102
Confidence, August 1978



Productivity is perhaps best defined by enumerating what it is not: it is not speed-up. It is notprofits. What it is, is a means to an endl Productivity really means more jobs, increased wages,improved profit fat' organizations, improved return on assets, and improved ability for an individualorganization to compete in its sector of the economy, to compete nationally and internationally. Itmeans an improved standard of living for American citizens, and it should also lead to an improvedquality of work life.

For the first time.in its twenty-year history, the Joint Economic Committee of Congress, inAugust of 1979, issued an unanimous report. It was signed by liberals and conservatives, Democratsand Republicans. The committee stated in that report and in its 1979 annual report, which wasissued in January 1980, that 'Productivity is the linchpin of economic progress in the next decade."The report went on to say that unless productivity in the United States improves in this decade,each and every one of us is going to suffer a decline in our standard of living. That decline is goingto affect those at the lower end of the economic spectrum much more drastically, much morerapidly, than it is those of us who are more fortunate. I think that as a group of professionals con-cerned with the education of the work force in this country, the issue of productivity is somethingthat you need to specifically address.

The Productivity Challenge

There are certain challenges that need to be considered in addressing productivity. The first ofthose ispolitical. One of the reasons that there has not been a lot of activity is that specific attentionto productivity has not been political in the United States. We as a nation have not answered thequestions that are necessary about the behavioral and economic issues contributing to productivity'sdecline or improvement. So there are certain political changes that need to occur, and as a matter offact, the whole concept of productivity has political overtones, even in the education business. Ifyou are going to get involved in "improving productivity in education," you may find that it is verylonely out there. I do not think you are going to find a great deal of support just yet. It has notbecome good politics. I think that is going to change.

There is a challenge of definition and measurement. What is productivity? There is no universaldefinition of productivity. The definition of productivity, and how it is measured, is peculiar to theorganization and to the functions being addressed. There is an elegant definition of productivity thatsays it is "output over input" (figure 8). The problem comes when trying to define output and inputin a particular situation. Efforts at productivity improvement can be killed by continuing to perseverein attempts to define it. I would suggest that you take a certain amount of care in creating a defini-tion. Try working with it, and if your definition dges not actually describe what is taking place, thenchange it; but do not try to come up with an elegant definition.

I am particularly interested in the public sector. That is my primary area of responsibility. Ican trace a history of documentation gofig back to about 1948 in the effort to define productivityin the public sector. What does it mean local government? What does it mean in state government?There is no definition. As recently as la year, an article appeared in the Journal of Public Adminis-tration saying it cannot be defined. It ha9 been defined. The definitions are not particularly elegant.Productivity has to do with how rnariy,ións of trash were collected per route mile. I t has to do withnumber of shift hours in a police forc per sector of patrol. It has to do with number of vehicle milesper shift. It has to do with number of vater meters read per day. It has to do with number of studentseducated over a period of time. It has tç do with the number of graduates who are placed in meaning-ful Occupations by the end-of-tIvee m ths or the end of six months.
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Productivity can be measured in the public sector. It can be measured in all sectors of the
private sector as well. One of the reasons we have a problem defining and measuring productivityin organizations is due to the reluctance of people to submit to an examination of what they do.I contend that we could take any group that has similar functional responsibilities, let us say infor-mation services, and collectively we could define a reasonable set of measures for the informationservices group before the end of this afternoon. Not only could we define those measures, but ifthat group constituting information services would agree to be measured with those particularmeasures, we could begin to collect data starting tomorrow morning. I will leave it to you as to whythose measures are not in place at the present time.

As I said, there is a fairly elegant definition for productivity. All you have to do is figure outthe specific terms for the bottom and the top of the equation. I happen to prefer the followingdefinition. It is much more meaningful for me, and perhaps it would be for you: "Getting more outof what you put in." Regardless of what it is that your organization consumes, improving produc-tivity is achieving greater benefits from that process.

In terms of how an organization should approach the problem of productivity definition andproductivity measurement, at minimum an organization must use the partial measures in figure 9to assess its productivity. Focusing on any one of the factors to the exclusion of the others resultsin a distorted perspective Pn the productivity of the organizational entity, at any level, including thenation as a whole. For example, the United States, as indicated earlier, defines productivity at thenational level strictly in terms of output per person-hour. That is a labor-partial measure; it does nottake into account the contribution of capital, materials, or energy. Therefore, we have a distortedpicture of productivity in the United States, and unfortunately it is distorted upward, because if youlook at output of capital and energy in the United States, our productivity growth rate is even lowerthan that which I described earlier.

The weight that is given to each of these factors in figure 9 or to any other set of factors thatdescribes an organization will vary considerably. For example, it would probably be inappropriate ,to try to assess the productivity of this organization in terms of output per amount of energy con-sumed because are not particularly an energy.intensive organization. I think that it is necessary tolook at energy productivity in any organization, but I would suggest that the weighting for labor andcapital be much higher in this organization than for energy. Similarly, I expect your materials con-sumption would be fairly low, except for print shop operations or something like that. The set ofpartial measures that describes an organization can be as small as the four I have indicated. It can
also be quite extensive. In this respect I would use the example of United Airlines trying to assess theproductivity of its operations throughout the United States. At the present time, there is no singlenumber that describes the productivity of United Airlines because the management of the airline
made the conscious decision that any single number would be inappropriate. They use a set of eight-een measures that describe various functional aspects of the organization. They collect data on thosemeasures at each of their operating locations, and they directly compare the performance of aircraftutilization over timefor example, between Chicago and San Francisco. They compare the perform-ance of ticket operations in Los Angeles to those in Chicago and San Francisco, but they do not tryto compare ticket operation' to aircraft utilization. There is no reason to do so. It would not meananything. In the case of United Airlines, or a similarly diverse operation, there may be as many aseighteen or twenty measurements to describe the organization and provide an accurate picture tomanagement of the operating effectiveness and efficiency of the various operations. Such a systemallows them to make the kinds of trade-offs that are necessary to run a complex organization.

In some cases, if all of these partials are converted to a common language (the only one we havebeen able to discover is dollars), they can be pulled together into a single composite measure. They
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can be aggregated into something called by Dr. John Kendrick, an economist at George WashingtonUniversity, "total-factor productivity." I refer to it as "multifactor productivity," because there isalways an unexplained residual at the tail end. This particular measurement structure is one thatDr. Kendrick has championed for forty years, but it is one that the American economy has refused
to accept. Dr. Kendrick, who we are fortunate to have on the board of directors of our organization,has recently completed a study in which he has plotted the total-factor productivity for the United
States since the end of World War II. Those data do nothing to make me happy. They reinforce partof the statement I made earlier today about the gloomy situation we find ourselves in as a nation.

The third challenge is one of planning. We do not n for productivity at the national level or
at the organizational level. Productivity is not typically I that an organization strives to achieve.This is a mistake. It needs to become a conscious goal that strive for, for instance, to increase
productivity by 3 percent or 5.percent this year; to increase productivity in operation X by such andsuch a percentage. Peop4* organizations are goal-directed entities to the extent that if they know
what the goals are, they y to achieve them. We have failed to do that. We have failed to address
ourselves to productivity aS a part of our national planning, or to organizational planning in general.

The last and perhaps most important challenge facing productivity is behavioral. How do you .,(3
answer the basic question that I am sure several people have already asked themselves. That questior
is"What is in it for me? Why should I become more productive? What gains accrue to me as an
individual, as a wage earner?" Unless an organization, unless a nation, can begin to answer that
question, then productivity is not going to improve. The particular motivation techniques, the par-ticular ways in which a commitment to improving productivity are developed, are, again, peculiar to
the organization, its function, and the composition of its work force. One of the factors that influ,
ences the selection of a particular approach has to do with the value systems of the employees.
Establishing productivify as a goal in the value systems of individuals requires that they internalizethe notion that productivity improvement is part of the reason they are working. This requires
changing the training and education of the work force, both the entry level work force, and those
with experience, to emphasize that they should be doing as productive a job as possible. They should
be getting more out of whatever they put into a lob. I do not think we do that very well.

Most economic theorists would concur that improvement in the economic wellbeing of a
country or any other organizational entity is keyed to the growth of productivity in that organiza-
tion. Public opinion polls that have been conducted over e last several years show, on the other
hand, that the majority of the work force in the United Sf.ates thinks that the benefits that accruefrom improving productivity go to the stockholders andj e management in private sector organiza-
tions and do not mean benefits to individual employees. We need to resolve this misunderstanding.
Part of the dilemma is related to people's attitudes toward their work, which have declined over the
years. People believe that work is not as satisfying as it once was, that the environment in which they
work is not as good as it could be, and that their chances for promotion are not as good as they could
be. The only attitudes that have changed positively over the period covered by these surveys are
attitudes toward coworkers, and employees' ability to work together. That says to me that we have
failed, in manaoing and operating organizations, to relate effectively to our work force, Employees
do not perceive that they benefit from improved productivity. I would contend that their perception
is incorrect, but that is what they believe. Therefore, it is up to us as managers, it isup to us as edu-
cators, to show employees that they have an erroneous perception. We must demonstrate conclu-
sively to them that their perception is wrong, and get them to adopt the definition that I gave you
earlier: productivity is getting more out of what you put in,
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, An Approach to Productivity Improvement

How do you cause productivity to improve? Nobody that I know has any magic answer to that
question. What we do know is that there is a variety of tools and techniques which, when applied
properly and matched to the requirements of specific organizations, has resulted in improved produc-
tivity. I can talk to.you in detail about what has happened in the Exxon Corporation, Boise Cascade,
Coors Container Company, and Donaily Mirror Company regarding the improvements that have
occurred in productivity when particular tools have been applied. Will those tools work in the organi-
zations of wrlich you are aware? Will they work here? I do not know. That decision needs to be Made
on a local bbsis. What I think researchers such as yourselves need to do is to become more aware of
the productivity improvement tools that are available, how they might apply within this organization
specifically, and how some of those tools might he translated into practices in vocational education.

Let us talk about where productivity improvement comes from. There was a study done by
Edward Denison of the Brookings Institution in 1974 (Denison 1974). He studied the historical
sources of productivity and growth in the United States economy from the end of World War II
through about 1970. The largest percentage, about 48 percent, is attributable to technological inno-
vation. Increases in the average level of education account for abbut 12 percent. Better utilization of
resources, including better utilization of human resources, accounts for another 12 percent. Economies
of scale account for 16 percent. Theoapplication of capital accounts for about 16 percent. That study
has been subjected to a certain amount of criticism, as underestimating the impact of education. I
would submit that this is probably true, because it did not.take into account the contributions of
eflucation in the generation of the technological innovations that make up the largest percentage sec-
lion. I am not sure that we-can assess that. The point I make when I talk to industry audiences and
public sector audiences about those historical sources of productivity improvement is that in a typical
organization, the lead time for selecting and putting into Place a technological improvement is fairly
substantial. In a private company it is often a year. In the federal government any substantial techno-
logical innovation, such as a new truck, takes three years, computers take seven, and. new buildings
take nine. Before the benefits of-technological innovations in an organization can be realized, the
present technology must be tolerated and used productivelpqrate a while. An available resourct,
and one that can and needs to be tapped quickly, is the human rce, human assets within the
organization. Employees' education and ef*tive application of,Xerning combine to form approxi-
mately 24 percent of the available sources of Productivity improiement, and they can be tapped as
quickly as this afternoon. One of the most important actions that any organization can take to
improve its productivity is to urge its employees, and by employees I mean everybody from the
janitor to the chairperson of the board, to become involved in the process of productivity improve-
ment. This works very well. The results have been substantial and are well documented. It is part of
the responsibility of an organization such as the National Center for Research in Vocational Educa-

tion to tap into that potential.

'Improvement of productivity in any organization requires a structured productivity program.
I would like to share the one favored by the Center with yob. This program has ten elements. The
weight given to each of these factors will differ significantly from organization to organization, but a
successful program has at least these ten elements:

1. Awareness and acceptance

2. Organization

3. Goals

4. Resource Effectiveness

5. Employee Involvement
2
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6. Incentives and Gain Sharing

7. Rewards and Recognition
8. Training

9. Measurement

10. Leadership
The first element is awareness that productivity needs to be improved, needs to be accepted, by alllevels in the organization, particularly top management. They need to recogniie the problem and beready to deal with it. The particular approach to improvement selected by the organization mustbe keyed to the structure and the goals of the organization. It must be part of the way business isdone on a daily basis; to the extent that this is not done, the program will fail.

It must be keyed to using the resources that the organization has available; whether theseresources are people, capital, or energy. The approach should maximize the potential of the resourcesthat the organization uses. It should involve the employees from the beginning of the productivity
improvement process. It should not delegate the responsibility for the decisions to the employees,but it should involve them in the planning. The approach should deliberately have employees par-ticipate in making decisions about their economic well-being, the way. they do their work, and the
kinds.of work they do. This includes the involvement of labor organizations as well as individualemployees. There should be a structure, a way of answering the question of "What is in it for me?"There must be some incentives for being more productive. There should be a mechanism for sharingthe gains that accrue to the organization for more productive behavior. If you cannot answer thequestion, "What is in it for me?", at the beginning of a program you may get some cooperation
anyway, just because the effort is new and different. Six months later, if your people still cannot
answer the question, "Why have I been doing this? What is in it for me?", productivity may quicklyrevert to what it was. There needs to be a structure for rewarding and recognizing the efforts ofpeople in the organization. There needs to be a structure for providing the kinds of feedback that weall vitally need: whether we are doing a good job, a bad job, or no job at all. The particular approachfor productivity improvement needs to become integrated into the training systems that support theorganization. Productivity needs to be a conscious part of that training. People need to have explainedto them what constitutes productive and nonproductive behavior, in terms of their own jobs.

Management, itself, needs to know what productive behavior is for its jobs. One of the mostserious deficiencies in productivity improvement in industry is with supervision. High technicalqualification in a supervisor does not necessarily make a good supervisor. That management appoint-ment approach has historically failed, but we continue to use it. These people are often not equippedwith the tools they need for their new responsibilities. Nobody has ever explained to them whatproductive supervisory behavior is, as opposed to productive technical behavior.

There needs to be a measurement structure. If we do not know where we are, if we do not knowwhere we have been, we will never find out where we are going! There is a basic communications
model that says there has to be feedback for true communication to exist. The organization needsto be able to know where it has been, where it is going, whether it has done well, or whether it hasdone poorly. There also needs to be leadership to install the program and to keep the program goingonce it is installed.

Let me present some empirical data to support this program model. Some of these elements aremore strongly supported than others, but it is a combination of these ten elements that we havefound in place in organizations that are productive. I have enough data that say that those ten ele-Oments, at a minimum, must occur, because when those elements are missing, the programs fail.
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QUESTIONS AND ANSWERS

Question:. What has business' contribution been to the decline in productivity as opposed
to government's?

Business is responsible for the decline in productivity. There is absolutely no doubt about that.
It is the action agent, if you will, that causes productivity to improve or not to improve. There is a
failure on the part of business management and business organizations as opposed to workers' groups,
for example, to cause the kinds of structural changes in their organizations, the kinds of behavior
modifications, that would lead to improved productivity. There is absolutely no doubt about it. The
list of factors contributing to the decline in productivity in this nation that I gave you was not
intended to be exhaustive. It was intended to be illustrative. I indicated that I had reservations about
the contribution of each of those factors. Poor management in organizations is probably the major
contributing factor to the lack O.f productivity. I would not argue that for a moment. The argument
has been advanced on occasion that productivity and management are synonymous. I would argue
that good management and productive behavior are synOnymous, and unfortunately, there is a
dearth of good management in this country and in other countries.

Question: Do you have any observations on what accounts for the decline in productivity
due to the lack of good management?

There are specific examples I might draw your attention to that indicate the kinds of deficien-
cies we find (Hayes and Abernathy 1980). In the public transit field, for example, historically there
was not enough hiring, in the late fifties'and early sixties, of college graduates into management
positions in public transit organizations throughout the United States. That has translated today
into a lack of a professional managers pool in the public transit business. That is correlated with the
poor performance of public transit organizationsrailroads, busses, and the likethroughout this
country. You will find in most transit organizations that the people in senior management positions
are well along in years, and have been in the transit business for many years. Mid-level management
positions are typically filled by people who have two or three years of experience in the transit
business. I n this instance, there was a lack of recognition of the need for succession fifteen to
twenty years ago, and a failure to bring people into the business.

In the construction industry, in the building of large power plants, for example, statistics show
that average workers put about three out of eight hours per day into work where they have their
hands on their tools. The second largest chunk of their day, almost 30 percent of the time, is spent
standing around waiting for materials or supervision (Bahrke 1980). That is not the workers' fault,
that is poor planning, that is poor supervision. We have failed to train those construction managers
Jn planning, work flow, and other factors relative to work output. We have failed to give them suffi-
cient information to get materials in place in time, and we have forgotten to train first-line supervisors
on how to handle workers to make sure that they put them on the job. I could go on and on with
more stories of the kinds of deficiencies that exist. Are they conscious deficienciesrWere they
deliberate? No, I do not think so, but they exist and steps need to be taken to cure` them.
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Question: Would you modify this presentation If you were addressing a different kind of
audience, such as union workers?,

I have had absolutely no problem in makingthis sarne presentatiorl to mem rs of the United
Mine Workers, to hourly employees inshipyards, to garbage collectors,Ind to'clo§ catchers. Did they
alwayeagree with what I say? No, but do I bend my message to fit the audience? Absolutely not!

Question: In a nonformal labor/management situation, such as that represented by a school
district, what can be done to reduce nonproductive labor/management relations,
for example, between school administration and teachers?

The responsibility would have to lie with both sides. It would have to come from a recognitiog
by "management," and I am not sure where that dividing line is between management in education
or research, and the people who constitute "labor."

On the employees side, there has to be an assumption of responsibility for the quality and
quantity of work and a willingness to assume responsibility for how that whrk is accomplished. On
the management side, there has to be a recognition that the employee is probably the expert with"
respect to that job, whatever it is. I would contend that somebody who has put in fifteen years in a
classroom or fifteen years as a welder knows more about that particular job than the pringipal or the
supervisor. That expertise needs to be recognized and solicited. My boss, Dr. Grayson, makes the
observation that the cheapest set of consultants any organization can hire is aiready on the payroll.
That is, if you can tap the pool of resources already existing in your Cirganization, you will be that
much further ahead.

Thereis a set of work improvement and productivity improvement techniques that deal with
employee involvement. These techniques call for the conscious delegation of responsibility for the
work that is done and the quality of that work to the lowest possible level. They also delegate to the
lowest possible level the responsibility for suggesting (Rice the iliord suggesting) and recommending
changes in procedures, processes, and tools. None of those techniques removes the responsibility
from management to make necessary decisions, but they actively recruit *nd pass the responsibility
for the generation of those suggestions, those changes, to the people who do the work. I would
suggest that, to the extent that this kind of a model can be put into place in the situation you are
talking about, the us/them relationship could change.

Question: What is your definition of experience?

The operational definition of experience to which I am referring, the one that I use, is time
on the job, that particular job. Recognizing that an individual can make the sow mistake one
hundred times, the studies that I am aware of regarding the best predictors of.competency on a job,
the best predictors of safety on ajob, have to do with time performing that functionwith time in
that job. For example, if you look at the accident statistics in the mining industry, the best predictor
of whether or not an accident will happen is not just experience, but experience in a particular situa-
tion. Time in the mine has absolutely no relevance. The individual could hak twenty years in the
mining industry; whether or not an accident will occur ha§ more to do with how long that worker
has been running that particular piece of equipment. That is the operational definition of experience
that I use.



Question: Would you expand that definition with respect to your comment that less
experienced persons are entering the work force?

I think the same definitiOn is reasonable in that particUlar situation. People have been coming
into the work force and assuming new functional responsibilities that they had not had before. I do
not care if an individual is eighteen, straightout of high school, or forty-four, coming from a home-
maker's position into a factory position or a technical position; the individual has not fulfilled that
function before. Therefore, that person is less experienced than some individual who has been in
that position for four years. That is the way in which I was using the term experience.

Question: During the time period over which productivity has declined, was there a conscious
decision by management to utilize labor because of its lower cost--lower cost being
associated with the influx of less experienced people into the work forcethan to
rely on capital expenditures or more productive technology?

Although less experienced people are,,in fact, less expensive to use, I am not sure that the
reduction in capital investment tracks exactly with the influx of that cheaper labor. The causes
underlying management's reluctance to use, or to acquire for use, capital in the large amount that
is necessary to effect improvements in an organization's productivity have probably been due less to
the availability of "cheaper" labor than they have been to the operation of the following factors:

Fearof what the future will bring in terms of market conditions, economic policies,
interest rates, and other factors

Uncertaintywith regard to the correctness of a proposed course of action in light of
all the factors listed previously

Doubtwith regard to the company's position, the mvoes of the competition, and any
new federal regulations

Contrary to conventional wisdom, the introduction of capital-financed productivity improve-
ments in technology, tools, or physical plants does not reduce employment. Productivity in this
country has improved fivefold in the past century, and employment, both numerically and percent.
agewise, has improved as well. The productivity of the Japanese auto industry is frequently cited as
one of the reasons for Detroit's current problems. What is noeacknowledged is that the significant
improvements in the productivity of Japan's auto industry have been accomplished by a 50 percent
increase in employment.

Question: American agriculture is thought of as being the most productive in the world. Is
there any positive transfer that can be made from agriculture to other sectors of the
economy?-

Let me puncture a hole in your balloon. Productivity in agriculture in the United States is not
as high as we have been led to believe. Relative to other segments of the economy, the agricultural
industry ranks about seventh or eighth in terms of productivity. We are, in terms of production, not
productivity but production, the most productive agricultural nation in the world. There is absolutely
no doubt about that. However, in terms of productivity per unit of ground, or productivity of capital
in agriculture, we rank fairly far down on the list in terms of countries such as Japan and some of
the more developed nations of Europe who produce considerably more per acre of ground than we
do. United States' productivity in agriculture increased about twice as fast as productivity in nonfarm
sectors ofkthe economy in the first sixty years of this century. Since that time, it has declined at a
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rate paraliel to that of the economy as a whole. Our productivity or production in agriculture comes
at the cost of tremendous infusions of energy and capital. I think that we have a long way to go in
agriculture with respect to improving productivity, even thoughehe industry is healthy. I am not
exactly adverse to the idea of taking some people from that industry and transferring them into some
of the more poorly managed industries that we have.

Question: When an industry decides to measure gross productivity of its efforts, how does
quality enter into the equation?

When you talk about gross statistical measurements of an industry, you must make the assump-
tion that quality is equal. Now, I recognize that is an erroneous assumption when you are talking in
gross numbers about the performance of nations. Is the standard of living in the United States the
same as in Japan, or the same as it is in France? Are we willing to trade that standard of living for
better productivity? That is an individual decision. We make the assumption, when we talk at the
global level, that quality is equal, and that is a measurement error, if you will. When you are talking
about arr individual organization, you must measure quality at the same time as you measure quantity
of output. If you do not have a quality measure, then you are misleading yourself. The question of
what constitutes "quality" in education, and measures thereof, is one that has vexed education for
decades, and is more properly the domain of educational professionals rather than me. In the area of
vocational education, however, I would be willing to venture that the competition to hire graduates
of a program would be a measure of the quality of that program. To be sure, that is a subjective
measure, but it is one that reflects a value-added approach, which is important.

Question: How do you measure productivity in an organization that is composed of people who
work primarily with informationpeople who are, for want of a better term,
knowledge workers, professional and technical people who produce a product over
which they have no direct control in terms of application of that product, or in terms
of profit and loss associated with that organization?

In direct terms, I expect that there would be some exception taken to the point of profit or
loss for an organization working primarily with information. If nothing else, you would be trying to
operate at zero profit, but certainly not at a negative profit or a loss. YOU would in fact have dead-
lines. You would in fact have deliverable products. Input and output can be measured in professional
organizations, and they can be tied together very directly. Performance of this sort can be assessed.
The question of whether it needs to be measured is another point entirely. It may be that the meas-
urement of performance in an individual work group can be subsumed under a larger measure of
performance, and that is the appropriate level at which to measure performance in an organization.

I do not feel that it is necessary for an organization to measure the productivity of an individual.
The management of any entity needs at least two sets of measures for two sets of reasons. It needs
to know about the performance of individuals to decide whether to retain them, to dismiss them, to
give them a raise, or to transfer them. That is one set of assessments that is used. Management also
needs to know about the productiVity of the organization itself and its major components. That can
be measured in tangible dollars-and-cents terms. In terms of productivity measures for the organiza-
tion, trade-offs about resource allocation can be made. It is a separate set of measurements, used for
a separate set of reasons.
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Question: What specific research and development activities should be engaged in that willhave an impact on policymakers (i.e., the Congress), that will result in vocati&al
education contributing to an increase in productivity across the nation'?

It is not the lack of R&D activity that has prevented us from having an impact on policymakers,it is the lack of R&D results, expressed in meaningful terms, that has prevented that impact fromoccurring. Educational R&D (like that in a number of other fields) has not led to successful policiesor programs. Instead, it has often been planned and implemented in isolation from the decision-making process, and has produced little information of interest and utility to policymakers. R&Dactivities are sometimes designed to build professional reputations, advance careers, or maintaininstitutional visibility, rather than to address the hard questions.

Research and development activities that will have an impact on policymakers (whether inCongress or at other levels in the federal and state governments) would be extremely difficult topinpoint with real accuracy. However, I think it would be reasonable to state that, given the present
concern for productivity and the interest in helping our various industries become more productive,any R&D results that can demonstrate a strong link between educational expenditures and the pro-ductivity of a group (e.g., graduates of the xyz program hold more jobs and earn higher pay thannongraduates), an organization (e.g., graduates of this program that have been palced with companyA have demonstrated better attendance, higher achievement of bonuses, and more promotions thanindividuals who did not have this training), or an industry (a longitudinal study of the industry indicates that the vocational,program has produced the following results) would be of substantial interestat the policymaking level,

Question: How can productivity be improved in local and state vocational education programs?

This question is somewhat difficult to answer from two standpoints: the first is that I am notan expert in vocational education; the second is that it would be naive and pretentious for met toattempt to prescribe for the needs of this nation's entire vocational education program, However, Ithink that there is something that can be learned from the productivity-related research and experiencethat has been garnered from other sectors of our economy.

First, let us examine the tangible results that have been achieved by organizations that havedirectly addressed their own productivity. These results have included the following:
Reduced production costs with increased pay rates
Improved output per employee over time
Substantial reductions in overhead costs
Reduced labor costs

Improved quatityiquantity of service

Reduced absenteeism

Reduced numbers of grievances

Reduced employee turnover

To the extent that state and local vocational education programs are able to produce individuals
who can join organizations and contribute to the achievement of these kinds of results, I would haveto sa that these programs are successful.
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How do we make that happen? Again, I think that there are some lessons to be learned from
the work on productivity that has been accomplished to date, I would make the following points:

The pace of technical progress in any industry stems largely from the degree of effective
diffusion of the best practicesthe most productive practices. The existing variations in
levels of productivity between individual organizations/plants in any industry or geo-
graphical area are due in some part to the lack of diffusion of best practices between
organizations/plants. To the extent that vocational education programs contribute to the
effective diffusion of "best" practices, to the extent that Vey provide people with the
skills that contribute to the adaption 0.1 new techniques/technologies, then they can be
considered productive.

The effect on jobs of productivity boosting technology interacts with geographical
shifts in production. This has happened before in this country, and it will continue to
happen. An expanding industry can absorb the kinds of technical change that lead to
fewer jobs per unit of output without shedding workers. In that situation, the emphasis
of the vocational education programs needs to focus on preparing people to assume
varied job responsibilities, to be flexible. But if the industry is one that is squeezed by
the arrival of new producers, technological change often erodes employment. Vocational
education's role then becomes one of helping to accommodate those technological
changes and to prepare individuals for tomorrow's growth industries.

Question: Federal legislation mandates that each siate evaluate local vocational education
programs every five years. The two measures, stated by federal legislation, on which
programs must be evaluated are placement in jobs related to training and employer
satisfaction. Would you suggest other factors that would measure the productivity
of these programs and specify how research could facilitate this measurement?

As with the performance of any organization/program, the examination of the productivity of
vocational education programs would require looking at both efficiency and effectiveness. Efficiency
"doing things right"and effectiveness"doing the right thing"can both be examined, but they

'must be examined in terms of proxies or surrogates for the real outcomes of a vocational education
program.

The ultimate aim of any vocational program is to improve the well-being of those who have
been involved in the program. While a laudable aim, it is not something that can be accurately
assessed. Thus, we are limited to examining surrogates for that well-being. As I stated in my presen .
tation, productivity is defined as output/input; rwent further and said that a "set" or "family" of
measures is often needed to adequately describe the performance of an organization. The same is true

of a vocational education program.

I would say that, as a minimum, any vocational education effort should be assessed in terms

of the following:
Operational efficiency

Program efficiency

Operational cost effectiveness

Program cost effectiveness

The efficiency measures would be indications of the productivity of the internal operations of the
program. The effectiveness measures would measure the degree to which the program was succeeding
in meeting preestablished goals, and the costs of achieving those goals.
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Question: Would you describe the productivity tools you mentioned in your presentation
that researchers should learn about for potential application in vocational education?

The "productivity tools" that I made reference to fall into two categories: the first of these iswith respect to, what I detected to be, a certain amount of concern for productivity improvementhere in this organization, or in the organizations from which people in the audience come; thesecond category was with respect to the application of information about productivity and produc-tivity improvement in the context of vocational education and vocational education research.

With respect to the first categoryproductivity improvement in this organization or otherorganizations that employ professionals of the calibre that are developed hereproductivity improve-ment in such organizations is complicated by the difficulty associated with the development ofuseful measures of productivity. That is not to say that measures cannot be developed, -lust that itis more difficult to do so than it would be for a manufacturing organization. The measurement tools,the assessment tools, and the tools and techniques that could be used to increase productivity allexist. What appears to be lacking is the motivation and the leadership to examine critically what itis we do as researchers and as professionals, and to ask the important questions about the value andproductivity of those efforts.

In the second,areathe productivity of vocational education and vocational education research'scontribution to that productivityI think that it is a matter of not having rigorously examined theimpact of our efforts. The cause and effect relationships between existing vocational educationprograms and the productivity (or lack of it) of their graduates have not been explicitly examined.Perhaps it is my lack of familiarity with the field, but I am not aware of any series of studies thatcan empirically demonstrate i.Jri improvement in individual, organizational, or industry productivityas a result of the existence of a particular vocational education program.

The evidence would seem to indicate that, despite the large increases in expenditures foreducation and the increased numbers of relatively educated workers (e.g., those with high schooldegrees and someRxposure to higher education), productivity at,the national level, and in mostsectors of our economy, continues to decline, While either side of this argument could be debatedwith equal fervor, I think you would agree that there is a disappointing lack of information regardingthe effectiveress and efficiency of vocational education programs. Again, I do not believe that thereason for thit is the lick of tools. Evaluati n techniques and research methods are an integral partof the training each of you is receiving. Wh t appears to be missing is the commitment, the incentive,to critically examine and document our fai res and our successes.
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