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I. ntrivoucTica

The Technology Policy Task Force of the Committee on Science, Space, and Tech-

nology is conducting a study to identify basic problems and make recommenda-

tions on public policy for the development and application of technology. One

important aspect of the study deals with issues related to technological change

and industrial transition as they apply to the labor force.

On July 1, 1987, the Technology Policy Task Force held a hearing on the effects

of technological change on the labor force. The purpose of the hearing vas to

examine the factors contributing to current pressures on American workers and

to suggest government, industry and labor policies for dealing with the prob-

leas.

The hearing was prompted by the fact that many American workers are losirg

their jobs in traditional manufacturing industries. Some of these job losses

have resulted from increased productivity in the manufacturing sector. But a

number of other factors contribute:

o decreased market penetration (induced initially by the high value of the

clonal' which once lost is difficult to re-establish;

o the world debt crisis which has resulted in a loss of markets in debtor

countries;

o increased competition from other countries;

o foreign government trade promotion policies including tax provisions fa-

voring exports;

(1)
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o oversupply of certain commodities;

o substitution of products; and

o shifting consumer preferences.

Under the circumstances, there clearly is a need for increased attontion to

technology applications, long-tern market development, and product quality. A

complication is that manufacturing "competitiveness" may not

insure manufacturing employment in industrialized countries as the labor com-

ponent becomes a decreasing proportion of total costs.

In some of these areas, the conditions
may have been caused by factors which

were out of U.S. control but to which the nation had to react. In other cases,

internal policies may have created the problem. Regardless of the cause, these

developments have done aonsiderable damage to the labor force in traditional

manufacturing fields. Many of the workers who lost their jobs have been ab-

sorbed in the job market, but aL lower wages; others have remained unemployed.

This hearing considered public and private policies which can address some of

these developments, adjust the focus of eucation, retrain displaced workers,

or in some manner cope %ith the pressures
on Aaerican workers, either by ad-

dressing industrial declines and shifts directly or by channeling workers' pro-

ductive energies into areas where they can make a contribution.

The witnesses addressed the following issues:

Causes and Scope of the Problem

7
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o What factors have contributed to the decline of certain industrial sectors?

What is the relative contribution of such factors as the value of the dol-

lar or trading practices in other countries, and to what extent is the de-

cline a result of U.S. industrial practices with respect to technology ap-

plications, innovation, product quality, or marketing?

o Although many workers have been moved out of smokestack industries at great

personal cost to them -- extended periods of unemployment or reemployment

at reduced wages -- the United States has maintained a relatively low unem-

ployment rate, while at the same time substantially increasing the labor

force participation of wcmen. What conditions have made this possible?

o As declining industries and increased automation reduce the number of blue,-

collar jobs, what type of employment opportunities will be available for

these workers? Will there be enough desirable jobs to replace those

changed or eliminated by automation? To what extent can "Information-

based" or service industries compensate for these losses? Are relative in-

comes likely to match those found today in traditional manufacturing jobs?

Public and Private Sector Policies

o What are the key government, industry, and labor policies -- or lack of

them -- which have contributed to the current pressures on American work-

ers? What specific government and private sector policies can assist work-

ers or communities adversely affected by technological advances or indus-

trial transition? How can government provide incentives for industry to

take responsibility for adjustments necessitated by industrial change?
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What role can government, private industry, and labor play in the training

and employment of youth and displaced workers? Under what conditions have

current basic) skills and retraining progress been effective in helping

their participants find employment? Would employment programs be more cZ-

fective if they were specifically associated with government policies and

incentives affecting other aspects of industrial adjustment, for example,

assistance for fires which are moving into more productive industries?

The hearing was designed to examine these issues from different perspectives

rather than arriving at definitive "solutions". The summary below 13 taken

from the written testimony and dialogue of five panelists who, for three hours

in a frank and direct way, :hared with the Committee their views about how to'

respond to problems of industrial change. The panelists represented different

constituencies and different theoretical approaches. They sometimes disagreed

about how to solve problems or, indeed, where they would focus attention. But

their comments also reflected a shared understanding of America's changing role

in the global economy and a strong cossitsent to developing public policies to

alleviate adverse effects on workers and communities.
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III. SUMMARY OF PANEL'S CONCLUSIONS AND RECCHKEXDATIONS

A. Factors Contributing to Employment Trends

1. Technological Advances

The panel concluded that technological advances have a positive 'upset on

employment and wages for the economy as a whole, al.nough in the Mort-term

these advances may be responsible for worker displacement in specific in-

dustries. The panel stressed the importance of developing public policies

to address these dialocutions.

Ttchnological advances are expected to become Increasingly important as the

United States faces intense foreign competition in a number of industries.

Moreover, 33 a world debtor nation, the United States must increase its ex-

ports in order to service its debt without major dislocation. As one pan-

elist put it: "The issue 13 whether we aye going to (export) at a reason-

able level of [the] dollar or at a dollar that totally undermines our liv-

ing standards.... And I think ultimately that does rest on technology".

Changes in technology Jevelopment and transfer worldwide say require

changes in our apr.oach to technology development. The rate of exchange of

scientific and ,.ethnological knowledge has increased. Although the United

States currently depends to a greater extent than other OECD nations on

R&D-intensive exports, any advantage resulting C:om knowledge alone 13

likely to become more difficult to maintain. Our competitiveness will de-

pend increasingly on our ability to apply that knowledge to the development

LI
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of maw products and manufacturing techniques.

Moreover, as forelp countries overtake us in some fields of technology,

our competitiveness also will depend on our ability to build on technologi-

cal advances in other nations as well as our own. As one panel member put

it, "I think there is an abysmal ignorance about the state of technology in

the rest of the world... I think that exploiting this capacity to learn

from others rather than to innovate and do it all alone is something that

is going to be more open to U3 as indeed, We becone closer to a situation

of first among equals, rather than this dominant technological giant".

2. The Balance of Trade

The effects of technological change on employment are gradual in comparison

with other economic factors, particularly the large trade and budget defi-

cits. At least in the short run, these factors appear to be moro signifi-

cant determinants of total employment and the extent to which the U.S.

economy can continue to swoport increases in the standard of living.

The U.S. trade def".cit is closely linked to the budget deficit, with the

high value of the dollar the primary aecharisn initially inducing the trade

deficit. Over the past two years, there has been a substantial decline in

the value of the dollar and with tine, this decline is expected to lead to

an improvement in the trade balance.

But as one panelist noted: "...the dollar's fall Is not a panacea. Its

decline will reduce the purchasing power of American consumers. But the

12
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day of reckoning from the excess consumption enjoyed thus far in the 1,80s

cannot be postponed ferever.... Substantial reductiOn of the government

deficit, end in particular, the federal budget deficit -- is by far the

most feasible, if politically difficult. Although macroeconomists may dis-

agree about the desirability of corpletely eliminating the federal deficit,

there is a broad consensus chat the deficit lust eventually be brought down

significantly from its current $150-200 billion range to something on the

order of $50 billion. There also is consensus in the policymaking commun-

ity that deficit reduction should take place gradually and, If tue need

arises, temporarily halted or even reversed if the economy slides Into a

recession".

Although panelists agreed about the key role of the budget deficit, there

was some disagreement about the relative importance of other factors typi-

cally linked to the trade deficit -- low-wage imports, unfair trade prac-

tices, and failures in U.S. manufacturing capabilities. While one panelist

found an "element of truth" in each of these explanatic $, he believes they

should not be the driving -irce behind our trade policy because they do not

account for overall trenft, in thk balance of trade. Some other panelists

felt these factors should be given considerably more weight.

To put the discussion in context, however, it is of interest to note that

it reflects a shared understanding of the basic problem. As one panelist

put it: "While America continues to have the world's largest GNP and to

occupy a leading position in the global economy, in several respects the

American economy is no longer preeminent.... "America's loss of globe/

lead...(has] raised questions about the future ability of the economy to

13



sustain the rise in living standard., recorded in the past".

But panelists proposed different explanations and different public policies

to deal with the problem. In thft view of one panel r1mber, "efforts to re-

capture the past by retreating 1 ) isolation", by erecting trade barriers,

for example, cannot succeed. An Cher believes managing trade becomes even

acre iaportant in a global economy where U.S. companies now have ready ac-

cess to low-wage workers in foreign countries and where many foreign cos-

panics themselves are pilling to export to the United States at a financial

loss.

To wee extent, panelists Ray have reached different conclusions because

they focused on different questions. The conclusion one draws about our

ability to compete with low-wage countries may be quite different for the

economy as a whole than for specific industries. Some observers believe

trade restrictions are counterproductive for the national economy -- and

rarely solve the immediate problem. For others, they are essential to save

specific industries which themselves are vital to the national interest.

Part of this discussion focused on concerns that the United States is los-

ing its industrial base. The data show that individual U.S. industries

have experienced major problems but, overall, manufacturing is approxi-

mately the sane proportion of our gross national product as it was in 1950.

Hanufacturina production has increased by about 20 percent since 1980, ap-

proximately consistent with the rest of the economy.

However, the share of manufacturing in employment has declined from 30.8

1 4
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percent of employment in 1960 to 19.9 percent in 1985 (although the size of

the labor force in manufacturing industries has retained roughly constant

at 20 million for the past 15 years). As one panelist put it, the decline

in share of employment results not from "a loss of our ability to produce

goods", but frog "our enhanced ability to produce goods. More rapid pro-

ductivity growth in the goods productive sector, has been the dominant rsa-

son for the share of manufacturing in our employment".

However, some panelists felt these statistics may overostiaate the coapetL-

tiveness of the commercial sector. Clearly there are differences among in-

dustries. And one panelist noted: If "you take the military piece out of

it and leave the commercial piece...then you get a much clearer picture of

Ira we Lc-re deindustrializing in terms of our ability to compete in this

global economy and to really produce goods...." Another concluded: "From

1945 to 1965 we had no competition. And we thought we were good. In fact,

we were lousy. That's a really very tough concept to get, and we're work-

ing ourselves out very slowly, very slowly".

3. Trends in the Service Sector

Most panelists concluded America's transition from a manufacturing to a

service economy does not appear to be having significant effects on the na-

tion's income distribution. Nor did they anticipate an overall decrease in

the size of the middle class. But they 4id focus on two problems associ-

ated with the growing numbers of jobs in service and high technology indus-

tries. First, zany displaced workers in traditional industries are not

finding equivalent jobs in other parts of the economy. At least one panel-
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ist felt this income loss was more than a temporary problem of industrial

transition. As he put it, "....we are witnessing the downgrading of the

standard of living not only of currently displaced blue-collar workers, but

the freezing of future income opportunities for new workers."

Second, individuals who do not have minimum educational competencies are

expected to have increasing difficulties finding jobs. One panelist noted,

..."basic skills of literacy, numerical reasoning, problem solving, written

communication, are and...probably will become sore important for labor

force entrants to obtain quality jobs in the work place of the future".

But there is little evidence that technical skill requirements will be sig-

nificantly increased by technological change: "technologies over the

course of their development (tend]...to reduce their skill requirements far

operation.... So we don't see a need for a radical upgrading, for excmple,

in computer literacy of the U.S. population zs a whole in order to obtain

quality entry level jobs ".

While manufacturing productivity aas increased, productivity in the service

sector -- which accounts for 60 per cant of what we produce -- is down.

This decrease is contrary to "conventional wisaom", which assumes greater

productivity, and fewer jobs, with increasing computerization. Indeed, ac-

cording to some panel umbers, just the opposite has occurred. Service in-

dustries have provided a growing number of jobs, in part because they are

inefficient. Although computer technology has the potential for improving

the productivity of service workers, as one panelist noted: "Computers

will not make a badly managed business better. The expenses for computeri-

zation and the increased rigidity in computer-managed procedures are likely

ME.
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to accelerate the decline of incompetent management.... One should auto -

sate successes, not failures".

The panelist also concluded that "me deploy a larger proportion of our na-

tional assets (than do other nations] on manipulating and shuffling infor-

mation that doesn't produce anything." Ha feels we have been able to main-

tain an inefficient information sector because there is net yet a strong

global market for information services: "If and when it cones, the pres-

ent accumulation of unproductive practices in the U.S. will create a mas-

sive upheaval, exceeding in severity what we hava so far experienced in the

decline of industrial America ".

The panelist repoaaended that: (1) Congress redirect some of its attention

from the problems of manufacturing industries to problems of the service

sector; and (2) the National Science Foundation sponsor studies of the fac-

tors affecting productivity gains and losses by the information workforce.

In addition to considering the effects of technology on productivity, the

studies would assess the impact of Congressional policies such as the Tax

Reform Act of 1986.

Finally, one panelist expressed reservations about the possibility of con-

ducting sound research in this area: "The argument that services are not

productive is bad theory and worse statistics. We don't know how to mea-

sure productivity in services.... I [also] an very worried...about bureau-

cracy and the lack of effective management. But I wouldn't blue that on

technology.... I think a very big technology like computerization takes a

very long time to permeate.... So, I would argue that in thinking about

1.7
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fundamental technologies -- and computerization is one -- you need a very

long time perspective."

B. ,lic Policies for Addressing Worker and Community Dislocations

1. Revitalizing Specific Industries

Panel members held different views about the advisability of federal inter-

vention to revitalize specific industries, although there was strong agree-

sent that high priority should be given to developing public policies for

addressing worker and community dislocations. One panelist concluded: "I

do not think that the government should get involved in detailed program

of the nature of conditionality, fundamentally because I don't believe thit

the government knows what it takes to revitalize an industry. ...I say

give the industry a breathing space. Give them a declining tariff, and let

the chips fall where they may".

However, another argued "against transition scenarios which assume the

sharp decline or demise of a particular industry", instead advocating "a

transition to a more world-class format for the sane industry". He also

argued that Congress should not enact measures to facilitate capacity re-

duction by providing "economic and tax incentives or antitrust relaxations

for closures".

2. MILcs Declining Tariffs to Finance Worker Readjustment Programs

One panel neater recommended that revenues raised from tariffs and from
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auctioning off the quotas we currently have should be earmarked for assist-

ing workers adversely affected by Imports, rather than used to provide

long -tern protection to declining industries. Under this proposal, tariff

rates would to scheduled to decline over tine. All existing quotas and

other quantitative restrictions would be converted to their tariff equiva-

lents by auctioning them off to the highest bidders.

In his view, the major advantage of earmarking funds is to provide a

"safety valve" against protectionist pressures as well as to raise revenues

for programs which have be,Ame increasingly ineffective because of inade-

quate funding.

However, sole panelists described practical difficulties in attributing

worker dislocations to specific causes, like !sports, technology, or poor

management: "...targeting workers according to the cause of their

displacement would induce severe tdainistrative problems and result in

severe delays in the delivery of services, simply because its so difficult

to determine the precise cause of displacement of an experienced worker".

3. Expediting Reemployment

The panel strongly advised that incentives to industry and workers should

expedite the reeaployment of displaced workers, noting that some programs

have delayed adjustment by giving extended unemployment compensation pay-

ments without positively encouraging workers to find alternative employ-

ment. As one panelist put it, "...there is indeed something very traumatic

and difficult for a worker who was earning a high wage to now have to ex-
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perience a precipitous decline in his or her income. Indeed, there is an

incentive to delay adjustment because of that erosion in the income that

that worker would experience". He recouended a form of wage insurance

for displaced worker' whiet would compensate them for a proportion of the

erosion in their wages for a specified time period.

4. Financing Training and Education

Panelists made several proposals for financing programs for those workers

who chose education and retraining. All proposals circumvented traditional

funding methods in an attempt to increase resources. One panelist sug-

gested a federal loan program which would make it possible for anyone who

wanted to undertake higher education or retraining in a recognized insti--

tution to receive full resources from the government and then be liable to

pay it back through income ta:es contingent on future income. A second

proposal was for a program of federally-provided direct loans or loanguar-

antees, administered by state and local authorities to displaced workers

who could use the loans to finance retraining or relocation or to establish

new businesses. A third panelist proposed tax deductions for education and

training expenses.

5. Insuring Communities against Severe Economic Losses

One panelist proposed a tax base insurance program for municipalities,

counties, and states faced with severe economic losses. Communities could

insure their tax base and then be reimbursed for some proportion of the

erosion of that base (not due to a change in the tax rate) for sore period
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of time. Simulation studies suggest that the program could be operated on

a self-financing basis by pooling the risk on the assumption that short-

falls are unlikely to hit all communities at the same time.

6. Strengthening Title III of the Federal Job Training Partnership Act (JTPA),

Panelists also r4coamended strengthening Title III of the Federal Job

Training Partnership Act (JTPA) by: (1) increasing JTPA's coverage of dis-

placed workers from the current level of 6 -7 percent; (2) broadening the

range both of employment and training services; (3) broadening income sup-

port for displaced workers engaged in training; and (4) revising state un-

employment compensation laws to guarantee that displaced workers who are

eligible for unemployment compensation can receive benefits during train--

Ing

As the proportion of existing labor force participants to new entrants in-

creases over the next decade, policies to retrain existing workers will be-

come increasingly important. But strong employment counseling and place=

sent services remain the cost practical alternative for many displaced

workers. As one panelist put it: "It is desirable to have reasonable

amounts of retraining money in the JTPA program available for workers who

need and want and car profit from retraining. But the sad fact is that

many workers with minimal educational competencies cannot be effectively

retrained.... I have long favored a federally financed jobs program at

minimum wages -- with remedial educational opportunities -- for those who

need a job".

21
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Evaluatio6 of feJerel mpleysont and training programs rozains a problem.

We do not yet have rigor:us evaluation data to assess the effectiveness of

these programs. Alt:romp there is sow avid- ,d -- in part anecdotal --

that the programs improve en:plop:0a the:e is %ittle know.adge

to provide guidelines for program design.

7. Providing Displaced Workers the Option of Early Retirement

Some panel members stressed the importance of an early retirement option.

They argued that most of our industrialized partners provide these option:

as a matter of social equity as well as to facilitate structural change.

One panelist noted that it is common practice for European countries to of-

fer early retirement at age 55 or 58: "It looks to me like a minimum kind.

of a thing that a civilized society might be willing to do." in the view

of another: "...workers are unable to be sympathetic with the goals of in-

dustrial transition since there are little transitional programs assisting

them."

8. Requiring Advance Notification of Plant Shut-downs or Large-scale Layoffs

'Most panel members advocated mandatory advance notice. One recommendation

was for at least two to three months notice of plant shut-downs or large-

scale layoffs. Small firms or firms encountering unforeseen business cir-

cumstances would be exempted. An alternative was to reduce the tax burden

on firms providing advance notice.

Voluntary advance notice appears to provide substantial notice to only a
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wall proportion of the work force. One panelist noted that "under the

current voluntary system... the costs of plant closings in which advance no-

tice is not provided are borne priaarily by the taxpayers (including other

employers) and the affected workers.... Requiring advance notice can re-

distribute the costs of layoffs and plant shut-downs". Another argued:

"If you can have management have all kinds of these golden parachutes, the

least you can do is if you've had a worker for 25 years on your payroll, to

give him a couple of months notice". A third compared advance notice with

a requirement that landlords give their tenants 30 days' notice: "...it

just seems to me that dropping people, particularly when it's an masse, in

an environment is just something which is basically inhuaan.... I haven't

seen the property market come grinding to a halt as a consequence of manda-

tory advance notification for property, and I would do the use thing for

plant closing".

One panelist expressed his opposition to plant closing legislation because

he felt it was impractical and would not achieve its purpose. He suggested

instead a profit-sharing plan which he believes would be more effective in

alleviating the basic problem: "...90 days is just not enough for someone

to be able to reconfigure their life. ...those companies that are involved

in gain-sharing ...these workers have a long-term understanding and infor-

mation spout the competitive viability of the firm...."

9. Providing Second and Third Chance Opportunities to Cain Basic Skills Ct.,-

potencies

The panel agreed the basin competencies in communication and problem-
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solving skills would become increasingly important in the workplace of the

future. One panel member put it this way:

"The Federal Government [should encourage] State and local governments and

the private sector to provide second and third chance opportunities to

young people who drop-out of high school lacking basic competencies --

arithmetic, reading, communication -- without which they can't get or hold

a job in the service economy that currently provides 3 out of every 4

jobs".

"These basic skills programs would be more effective if they were linked to

jobs since the young people who drop out of school have a negative image of

the educational process..."

The major concern is that "many minority youth are coming into the labor

force blocked from competing for mainline jobs" because of the very high

drop-out rates 111 the inner city.... "Yo have a whole section of our popu-

lation that is cut off from the new wok force. That is tho single most

serious problem that I see in the American economy today. And that means

that since I dcatt believe we can restruslture the elementary and secondary

schooling very quickly...we have to have second and third chance opportuni-

ties".

Overall, there is SCSO cause for optimism about the ability of the economy

to provide jobs for young people: "...the outstanding feeling that I have

about the American economy is that in a continuing expanding labor market

-- and we have had more and more jobs -- the young people can by and large
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sake it".

IT. MAJOR ISSUES ADDRESS:Ca ri TEE HEARING

A. Factors Contributing to Employment Trends

1. Technological Advances

The panel concluded that technological advances have a positive Impact on

employment and wages for the economy as a whole, although in the short -term

these advances may be responsible for worker displacement in specific in-

dustries.

Dr. Mowery, representing the Panel on Technology and Employment of the Na-

tional Academy of Sciences, put it this way:

"...rather than being a central cause of the problems of un-

employment and low earnings growth within this economy_. tech-

nology Is a kla eaEl of the solution to these problems. The

U.S. economy faces increasingly intense foreign competition

in a number of industries, and the maintenance of high levels

of employment and earnings in the Paco of such competition

requires productivity growth, which in turn depends on the

rapid development and adoption of new technologies".

Dr. Lawrence described how technological advances might help to aileviate

our budget and trade deficits:

fe; 5
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"...the United States has become a world debtor nation.

True, the world has been willing to lend to us while lee have

been engaged in the spending binge. But what we know about

the future is at a minimum you have to service your debt. We

see it with developing countries today. They have no choice

but to learn to export. The same is true cf the U.S. looking

over the next decade. The issue is whether we are going to

do it at a reasonable level of (the] dollar or at a dollar

that totally undermines our living standards...."

"And that...hinges I think ultilstely on our manufacturing

sector because that's the dominant source of traded goods in

the economy. We aro going to have to learn to reverse .,.eur

picture in trade. And I think ultimately that does rest on

technology".

Dr. Ginzberg also stressed the importance of technological advances, par-

ticulurly in civilian industries:

"Mere is no way for the U.S. to get itself repositioned in

the new world economy without heavy reliance on new and bet-

tea technology. ...Congress shotild keep its eye on strength-

ening our technological base, not restricting it. Hy own

view is that we have a lopsided federal RAD with too much

money going into defense".
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De, Mowery noted that the United States depends to a greater extent than

other OECD nations on R&D-intensive exports. But changes in technology de-

velopment and transfer worldwide may necessitate changes in our approach to

technology development.

He observed:

"The rate at which new technologies and scientific knowletge

flows across national boundaries appears to have increased,

meaning that any knowledge-based competitive advantage held

by U.S. firms may well be more fleeting in the future....

Therefore, the payoff increasingly cones from the embodiment

in new products, the adoption in new process technologies,

and there may be a role for exploring funding of some of

these activities a little further downstream. It certainly

has operated fairly effectively in agriculture...in aeronau-

tics research...in areas of pharmaceuticals".

Panel members emphasized the importance of building on technological ad-

vances in other nations as well as our own.

A3 Dr. Lawrence put IL:

"I think there is an abysmal ignorance about the state of

technology in the rest of the world, the degree to which in

many areas foreigners have overtaken us. ...what [can we]

do to give our workforce a global perspective and, indeed,

'P. 7
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our managers a global perspective? What do we do to encour-

age people to travel? What do we do to encourage people to

obtain language skills?...we have now the advantage of being

in a sense number two in certain areas. We don't have to in-

novate totally. We can copy. We have learned that in our

auto industry as the Japanese have moved in bringing with

them the superior management techniques. But I think that

exploiting this capacity to learn from other: rather than to

innovate and do it all alone is something that is going to be

more open to us as, indeed, we become closer to a situation

of first among equals, if you will, rather than this dominant

technological giant."

Although technological advances contribute to employment and wage growth

for the economy as a whole, they cause hardships for individuals in spe-

cific industries.

Dr. Mowery stressed the importance of developing public policies to address

these dislocations:

"...technological change does, has had, and will cortinue to

have severe consequences on the employment prospects for in-

dividuals in specirie occupations and specific industries.

But the impacts, by and large, are sectoral rather than ag-

gregate. Therefore, the role, in the panel's view, of ad-

justment policies adopted by the public and private sectors,

is to facilitate the movement of workers and resources from

?8
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declining to expanding sectors".

As Dr. Ginsberg put it:

"...all you have to do is look at American agriculture and

realize that technology in the larger sweep of things brought

the labor force down from 90 percent of the total labor force

in agriculture to three percent or below".

These transitions are likely to be gradual. Dr. flowery noted:

"Ib employment impacts of technological change typically oc-

cur gradual, by comparison with other sources of economic

change. Although scientific discovery may and often does oc-

cur rapidly or discontinuously, realization of the employment

effects of technological change requires the widespread adop-

tion of new technologies, which depends on the relatively

gradual processes of investment in and 'debugging' of new

technologies".

2. The Balance of Trade

Dr. Mowery stressed that "technological change is but one of a large number

of forces affecting total employment and unemployment, and appears to be

far from the most important factor". At least in the short run, other eco-

nolic factors, particularly the large trade and budget deficits, appear to

be more significant determinants of total employment and the extent to
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which the U.S. economy can continue to support increases in the standard of

living. A major part of. the hearing focused on the U.S. trade deficit, its

causes, and possible public policies to reduce it.

The panel concluded that there was a strong relationship between the trade

and budget deficits. Houvver, there was some disagreement about the rela-

tive importance of other factors typically linked to the trade deficit --

low- wage 'sports, unfair trade practices, and failures in U.S. aanufactur-

ing capabilities.

While Dr. Lawrence found an "element of truth" in each of these three ex-

planations, he believes they should not be the driving fort:e behind our

trade policy because in his view they cannot account for the facts. Some-

other panelists felt these factors should be given considerably more

weight.

To put the discussion which follows in context, however, it is of interest

to note that it refLects a shared understanding of the basic problem. As

Dr. Lawrence put it:

"While America continues to have the world's largest GNP and

to occupy a leading position in the global economy, in sev-

eral respects the American economy is no longer clearly pre -

eainent. ...Aaerica aay provide its citizens with the

world's highest living standard, but the lead is closer to

ten rather than fifty percent".

30
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"The channels linking the U.S. with the global economy have

become deep and wide andthey transmit shocks in both direc-

tions. This increased global integration of the economy has

been associated with a period of such weaker domestic eco-

nomic performance...."

"America's loss of global lead...(has] raised questions about

the future ability of the economy to sustain the rise in liv-

ing standards recorded in the past".

But panelists proposed different explanations and different public policies

to deal with the problem. Dr. Lawrence argued that "efforts to recapture

the past by retreating into isolation", by erecting trade barriers, for ef-

asple, cannot succeed. Mr. Williams believes managing trade becomes even

more important in a global econoay where U.S. companies now have ready ac-

cess to low-wage workers in foreign countries and where many foreign com-

panies themselves are willing to export to the United States at a financial

loss.

To some extent, panelists may have reached different conclusions because

they fecund on different questions. The conclusion one draws about our

ability to compete with low-wage countries may be quite different for the

economy as a whole than for specific industries. Dr. Lawrence believes

trade restrictions are counterproductive for the national economy -- and

rarely solve the immediate problem. For Mr. Williams, they are essential

to save specific industries which themselves are iital to the national in-

terest. But even panelists who differ about trade policy share many recom-
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mendations in ccmmon, particularly a strong belief that both the public and

private sectors have a responsibility to assist workers and communities

hurt by industrial dislocation (see section B below).

The Budget Deficit. The panel concluded that the budget deficit is closely

linked to the trade deficit.

Dr. Lawrence explained the link as follows:

"When you spend tore than you produce, you have to get for-

eign goods to make up the difference. Therefore, there is

this direct link between our two deficits -- the federal

budget deficit and the trade deficit".

"...the U.S. has been 1n...a net spending situation since

1981. Between 1981 and 1986, total real U.S. spending on

private consumption and investment and on government-provided

services increased by 19.6 percent, or 6.4 percentage points

faster than the increase in U.S. production over the sane pe-

riod".

"...between 1981 and 1986 the government sector (federal,

state, and local combined) increased its annual borrowing by

about $100 billion. Annual borrowing by the Federal Govern-

ment alone exploded at an even faster pace, increasing frog

$64 billion in 1981 to over $200 billion in 1986. The pri-

vate sector failed to increase its saving to balance the goy-
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ernaent-sector spending splurge. in fact, net private in-

".....saent ran ahead of net
private saving in 1986, contribut-

ing to the excess level of national spending.

"In short, a fundamental
imbalance between U.S. production

and spending since 1981 has necessarily
produced a mushroom-

ing trade deficit.
The rising dollar has been the primary

mechanism inducing the trade balance shifts we have seen.

Stimulated partly by high U.S. interest
rates and by unset-

tled conditions
abroad, international

capital moved into the

United States and caused
the dollar to appreciate.

This in
turn priced U.S. products out of world

markets.... How the
U.S. chooses to close the gap between

spending and production

is perhaps the most
important economic policy question facing

our nation in the years ahead".

Over the past two
years, there has been a substantial decline in the value

of the U.S. dollar
and with time, this

decline is expected to lead to an
improvement in the trade balance. But Dr. Lawrence

continued:

"...the dollar's fall is not a panacea.
Its decline will re-

duce the purchasing power of American
consumers. But the day

of reckoning from the excess consumption
enjoyed thus far in

the 1980s cannot be
postponed forever".

Although the imbalance
between national spending and production can be cor-

rected in several
ways, Dr. Lawrence suggests:
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"Substantial reduction of the government deficit, and in par-

ticular, the federal budget deficit -- i$ by far the cost

feasible, ir politically difficult. Although macroeconomists

say disagree about the desirability of completely eliminating

the federal deficit, tnere is a broad consensus that the def-

icit must eventually be brought down significantly from its

current $150-200 billion range to something on the order of

$50 billion. There is also consensus in the policymaking

community that deficit reduction should take place gradually

and, if the need arises, temporarily halted or even reversed

if the economy slides into recession".

Dr. Ginzberg also pointed out the problems of "living beyond our means":

"...the U.S. economy is in big trouble...and I don't see any

early escape. The tam reduction program in '81 was a disas-

ter in my view and Congress needs to bring the federal budget

into balance much sore quickly".

"The middle-term outlook, 2-3 years, is in my opinion bleak

because I don't see much, it any likelihood, that we can es-

cape a recession which could lead to astronomical deficits".

"...we must get the federal budget back in balance so that

the Federal Government can do some of the things that need

doing such as more investment for R&D, for improving the hu-

4,
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man resources of the nation, helping the displaced workers,

etc. Ve nee.' to raise taxes, reduce many of our high subsidy

programs, and slow down our defense outlays. On the basis of

my long exposure to the Pentagon I'm sure that giving more

money to the Armed Forces makes them, after a point, less not

more effective".

Low -wag,` Imports. Dr. Lawrence concluded:

"Since wage levels tend to reflect productivity levels, high-

wage countries such as the U.S. can compete with low-wage

countries because their superior productivity
compensates for

high wage rates. If developing countries really had U.S.

skills, technology and capital levels, their wages would no

longer be low".

Dr. Lawrence presented the following arguments to support his view that

low-wage imports do not prevent the United States from competing effec-

tively in world markets:

o If low-wage imports were a major reason for the trade deficit, we would

expect the deterioration in the merchandise trade balance between 1981

and 1986 to occur disproportionately across product categories. As

shown in Table 1, the deficit occurred
relatively uniformly across capi-

tal goods (down $43.2 billion), automotive
products (down $45.8 bil-

lion), and consumer goods (down $44.0 billion).
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o Similarly, we would expect the U.S. loss in trade position with each of

its major trading partners to occur disproportionately across partners

with low-wage countries accounting for a higher share of the increased

deficit. However, as shown in Table 2, the share of U.S. manufactured

imports from developing countries in 1986 (25.9 percent) was about the

same as the share in 1981 (25.0 percent). And between 1960 and 1986,

rather than increasing, the proportion of imports from low-wage coun-

tries decreased as wages in Europe and,'more recently, Japan became more

comparable to U.S. standards. In 1960, two-thirds of manufactured im-

ports into the United States came from countries with less than half the

U.S. income (and wage) levels; in 1986, the sdare from these countries

was less than a third.

o Finally, Dr. Lawrence noted:

"the progressive lowering of trade barriers between developed

countries was not associated with a levelling down of U.S.

wages to those of foreign developed countries, but rather

with a period of rapid growth both here and abroad".

Hr. Williams was less sanguine about our ability to compete internation-

ally:

"It seems to me what Dr. Lawrence is saying -- It's wonderful

to be assured that everything is okay and the world is moving

forward as it should, despite all the evidence around us to

the contrary, despite all these years of destruction and dev-

astation..."
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TABLE 1.-U.S. TRADE BY SELECTED END-USE CATEGORIES, 1981-86

(Perot c4 total amiss otherwise speared)

Category

&Sorts imports Change en trade
rusrs)

Mame (bean of

1981 1986 1981 1986
Actual

Actual
Prcoxtran-

ct

GroParbaoal

Capital Vet 69.6 67.8 33.5 32.5 -43.2 -43.6 0.4
Automotive prcducts 15.6 19.0 28.7 33.4 -45.8 -38.4 -7.4
Consumer ........... ..... 14.8 13.2 37.8 34.1 -44.0 -50.8 6.8

Chant in the nue/lectured trade balance between 1481 and 1986.
2 The cifference between what the trade balance would have been in each category it the 1931 propottens of total rrgats and mats had

been mai:tared, and the eta! hit balance in 1981.

Siarce Data fa 1981 are front US. Department ca Commerce, Internatznal Trade Adnarastratcn, United States Trade PerIcensure in 1986 and
DADA (Goverporrit Prem.& Off*. 1880. Data for 1886 are Provided by Lester Dans a the Ilk NUM ate rude&

TABLE 2.-U.S. MANUFACTURED TRADE, BY REGION, 1981-86

(Percent c4 total traess otherwise 4ecifed)

grew

(nods Imports
(gelbCrinstriddedolars) Actual

Fa0%)4ts
1981 1986 1981 1986

Actual Pr atl:'4

Canada 20.2 24.0 20.2 17.2 -14.4 -30.3 15.9
Japan. 6.1 10.0 25.3 27.4 -38.4 -38.4 0.0
Europe 23.2 24.0 22.4 22.4 -32.1 -33.5 1.4
Other developed =Aries 8.8 8.3 5.6 5.3 -8.3 -8.3 0.0
less developed countries 40.5 31.6 25.0 25.9 -54.9 -36.9 -18.0

Asian newly industrialized merles 5.9 7.7 13.6 15.5 -23.3 -20.5 -2.8
Centrally planned economies ...... ........ -.......-. 1.2 2.1 1.5 1.8 -1.5 -2.2 0.7
Total (htlions of ............ 166.8 169.8 156.4 308.9 -149.6 -149.6 0.0

Change in the manufactured trade baler* between 1981 sad 1986
The ayrefence between what the trade balance road rave bout in each region d the 1981 or:coaxes of total draocets and exPorls bad WO

maintaired, and the actual trade balance in 1981.

Source. Sane as Mk 1. rims are rounded.
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"fie fact of the mattes is that we live in a world where

technology is totally muhile, where managammit skills are to-

tally mobile, whero capital moves around the world at a pace

that we really can't keep track of any longer, where what is-

n't mobile Is workers and communities and wage levels and 30

on...."

"I've had Chief Executives take se aside quietly in the back

room and say Lynn, you mutt understand that we're living in

this global economy, and If we cannot produce in America at

rates and ways that are competitive with what we can do in

other countries in the world, we will produce in other coun-

tries to the world".

"And the e4idence Is all around us that they do. And the ev-

idence is all around us that they move to those other coun-

tries to seek advantage of the low wages in these other coun-

tries".

To support his contention that exports from newly industrialized countries

are not necessarily origin.ting from factors within their own economics,

Hr. Williams quoted from the July 21, 1987 issue of The Journal of Coe-

tercel

"For the past two decades, U.S. multinational corporations

have been pouring money into manufacturing operations in

Asia's 'four tigers' - -Hong Kong, Singapore, South Korea and

8
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Taiwan - -along with less-developed
but growing eeonoaies in

the Philippines, Malaysia and Thailand".

"U.S. investments in countries such as Taiwan and South Xorea

have been aimed largely at producing for the U.S. market. Up

to one-third of Taiwan's
exports to the United States last

year, for exempla, originated in
U.S.-owned plants on the is-

land, said an official at the American Institute in Taiwan,

which functions as the unofficial U.S. eabasay there".

"U.S. investments in these
countries are shifting from low-

end products such as textiles and foot...tar to high-value

goods such as eleotronic
components, coaputers and automo-

biles, largely for shipaent back to the United States. De-

tailed figures are often hard to come by, but the scale is

vast, judging by industry and other estimates given to The

Journal of Coaaeroe".

"In the case of Singapore,
$2.2 billion -- about halt its to-

tal 1986 exports to the United States -- case from U.Z. com-

panies there".

"The sajority of the $670 million worth of manufactured goods

exported free the Philippines to the United States last year

was produced by subsidiaries of
U.S. coapanies, especially in

the soiconductor industry.
Total Philippine exports to the

United States in 1986 were valued at $759 million".
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"The United St3;es is Hdng Kong's largest market and has some

$6 billion invested there. But, given Hong Kong's open econ-

omy, there are no detailed records concerning the operations

or U.S. companies there".

Dr. Ginsberg added the following examples of U.S. firms aanufaLturing goods

in low-wage countrtea:

"A fair number *. __)rican cosputer companies are having

their software written by Indians in India because it is [Joh

cheaper to get it written there than it = in this country.

There is nothing to stop it. ...ono of the very big computer

companies...(has) a design unit in Jerusalea tied in with

their Massachusetts affair. They 'gat better people there

for a lower cost' than they can in Massachusetts...."

He concluded:

"...Lawrence wade a strong presentation but he promised too

such. There is more going on in the international trade and

financial aarkets than an overvalued dollar. I don't think

we are anywhere near a new balance point".

Unfair Trade Practices. Dr. Lawrence presented evidence to support his

conolusion that although virtually all countries, including the United

States, aaintain at least some restrictions on imports, unfair trade prac-
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tices are not the main reason for the recent rise in the trade deficit:

o Trade restrictions did not prevent the United States from acl:'-ving an

increasing surplus in manufactured goods trade between 1973 and 1981.

Indeed, in 1981, the trade surplus in manufactured goods with non-OPEC

developing countries was $11.6 billion.

o To account for the increasing trade deficit beginning around 1981, Dr.

Lawrence argued:

..."unfair foreign practices would uniformly and suddenly

have had to (have] changed...something close to a massive

global conspaacy should have taken place. Yet we know that

protection is not such greater in the rest of the world today

than it was in 1981 -- the Europeans have cut back on their

industrial subsidies while the Japanese market is somewhat

more open today. ...In fact, the market in which protection

has increased the most in recent timeo is probably the U.S.".

o As shown in Table 2, the Japanese share of the deficit growth is propor-

tional to its 1981 trade shares. In 1981, Japan accounted for 25.3 per-

cent of U.S. manufactured imports and 6.1 percent of manufactured ex-

ports, compared to 27.4 percent of imports and 10.0 percent oC exports

in 1986. Given the growth in total U.S. imports since 1981, the evi-

dence suggests that Japan simply picked up its share of IL,Jrts rather

than 'dramatically shifting its behavior". Although "Japan continues to

be frequently singled out as having the most unfair trading practices
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among U.S. trading partners...it is doubtful
that such policies were a

major factor in the dramatic increase in Japan's trade surplus with the

U.S. since 1981".

In response, Mr. Williams commented
on the willingness of zany trading

partners to export to the United States at a loss:

"...for reasons of driving employment, for reasons of having

some dollar income at whatever price -- there is all kinds of

evidence out there that many trading partners are willing to

export into this market, even at a loss, for other pur-

poses.... Many of these people who are shipping materials --

steel and other items
-- into the Arerican market are not op-

erating from market driven economies and have many other con-

sidkrations".

Therefore, Mr. Williams is "concerned about whether the dollar alone will

ever resolve the problem entirely".

Mr. Williams agreed that we have had more elements of protection in the

United States in recent years but argued:

"We've had to out of desperation.
We've had interference in

steel trade with the voluntary restraint agreements. ...If

they weren't there, there would just be total devastation in

the steel industry in the United States".
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Finally, Mr. Williams commented on the connection between workers' rights,

for wages, and unfair trade practices:

"We are maintaining in both U.S. trade law and in current

GATT negotiations that suppression of these rights consti-

tutes an unfair trade practice. Mere is an unreasonable

economic advantage being gained because the lack of interna-

tional discipline allows and, indeed by default, encourages

unfair wage competition. It is not enough for policymakers

merely to affira that such unfair competition can be offset

by increased technology and productivity".

Failures in U.S. Manufacturing Capabilities. A popular explanation of our

trade deficit is that Asericans produce low-quality products which are not

coapetitive in the aarketplace. Dr. Ginzberg put it this way:

"I said [to the head of GM in 1972], what the hell are you

doing about small cars and imports? He said, we're doing

nothing. Americans love big cars and we don't think this is

anything, just some yuppies who are interested in it...."

"If you don't know how to manage your resources -- steel is

an outstanding example of what they didn't know what they

were doing for 25 years".

*Now, it's too simple to simply say that there's something

going on over there. We got into very bad practices in this
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country. From 1545 to 1965 we had no competition. And we

thought we were good. In fact, we were lousy. That's a

really very tough concept to get, and we're working ourselves

out very slowly, very slowly".

There was no disagreement among panel members that these failures had oc-

curred in oae industries. However, Dr. Lawrence felt they have been given

too such weight in discussions of the trade deficit because "such quality

failures are unlikely to have becose pervasive simultaneously across the

wide range of goods in which the U.S. trade deficit has emerged".

Dr. Lawrence presented the following evidence to support his view that

failures in U.S. manufacturing capabilities are not the major explanation

of the trade deficit:

o As shown in Panel A of Chart 1, manufacturing is approximately the sane

proportion of our gross national product as it was in 1950. "Individual

U.S. industries have indeed experienced tremendous difficulties. But in

the aggregate, if you look at measures of our industrial base, our ca-

pacity to produce in manufacturing, you find that that has increased by

about 20 percent since 1980, roughly in line with the rest of our econ-

omy".
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o However, if the share of manufacturing in employment in our economy is

considered, there is a significant decline as shown in Panel 8. Manu-

facturing accounted for 30.8 percent of employment in 1960, 22.4 percent

in 1980 and 19.9 percent in 1985 (although the absolute number of Amer-

icans working in manufacturing industries has remained roughly constant

at 20 million for the past 15 yews). The decline in share of employ-

ment results not from "a loss of our ability to produce goods", but from

"our enhanced ability to produce goods. More rapid productivity growth

in the goods productive sector has been the dominant reason for the

share of manufacturing in our employment".

o Indeed, Dr. Lawrence noted that "last year, unit labor costs in the

United States -- partly as a result of the dollar, partly because of the

fact that our manufacturing productivity growth was faster than any

other major industrial economy -- improved by 22 percent compared with

that of our major competitors. If you look at that happened to the

price of our exports compared to our competitiors, you discover that

with respect to Japan, we are now more competitive than we were in 1980.

We are not quite back to the level of the Germans, but there has been a

marked improvement in the fundamentals".

o The strong manufacturing production growth can be accounted for by "the

abnormally strong rise in total U.S. spending relative to GNP in this

recovery and in the unusually strong rise, within total spending, in

spending on goods.... Spending on goods...increased by a massive 23.6

percent. In response, U.S. producers lost significant shares of the do-
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nestle market to foreigners and yet were still able to expand production

volumes faster than overall GNP. What oxplains the dramatic rise of

U.S. spending on goods in the recent expansion? First, goods have be-

come relatively cheap.... In addition, U.S. spending shifted rapidly

towards purchases of automobiles...defense equipment, and office equip-

sent (particularly coaputers). While aggregate spending on goods has

been strong, it has been highly concentrated in these three categories".

o In short, "America hen not deindustria:ized, nor will it. But the na-

ture of U.S. indurtry is changing. The expanding sectors reflect an age

of intonation and technology-based growth. Among the contracting sec-

tors in serious trouble are severa] major heavy industries".

Mr. Williams was less optimistic about the general vitality of the manufac-

turing sector:

"If you take out of what we're manufacturing, if you take the

military piece out of it, that's what worries a great many of

us so such. You take the military piece out of it and leave

the commercial piece, and then you.get a such clearer picture

of how we are deindustrializIng In terms of our ability to

compete in this global economy and to really produce goods

and have thee out there in this global economy. This situta-

tion is such grioner and such sore difficult".

3. Trends in the Service Sector
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The panel considered employment patterns in service industries. Two issues

were discussed: (1) the implications for
employment of the transition from

a manufacturing to a service economy; and (2) the effects of automation in

service industries on employment and productivity.

Transition from a Manufacturing to a Service Economy. Since the early

1950s, the proportion of U.S. employment in services has increased

steadily. There was no disagreement
among the panelists that the decreas-

ing Mare of employment in manufacturing has produced Rorke& and community

dislocations which require government attention. Nor did panelists differ

about the increasing importance of
basic skills competencies for labor

force participation. However, there were different views about the extent

to which the economy as
a whole would continue to support jobs with incomes

corparable to those lost in declining industries.

Hr. Williams expressed the following concern:

"...the loss of these basic industries
jobs is not being replaced by

comparable income level Jobs in the service sectors. It would be mis-

leading to assume that since the unemployment rate is relatively low,

according to your staff notice, that the process of readjustment is

being successful. Actually, we are witnessing the downgrading of the

standard of living not only of currently displaced blue-collar work-

ers, but the freezing of future income
opportunities for new workers".

Dr. Ginzberg reached similar conclusions:

,8



44

"Those in high wage industries with good union contracts will

have great difficulty in finding equivalent jobs in an in-

creasing white collar economy.... However, there are many

good middle level technician jobs in the service sector".

Dr. Cinmberg also spoke of negative consequences for individuals with low

educational levels:

"I believe that the shift to the service economy, which is

continuing to xelerate, where we now have three out of

every four jobs in services, means that if one does not have

minimum qualifying educational competencies, one is going to

be out of that labor market".

"I begin to see in New York, Chicago, L.A. and many other

places a serious danger to the stability of the society --

not to the individuals of the society -- of having youngsters

coming of working age who lack the minimum qualifications to

get employed in the new service economy".

"We have all kinds of jobs in New York. We've had 400,000

jobs since our low point in 1977. But de have to import most

of those people from other parts of the United States and

from abroad. That is a very serious matter".

Although Dr. Howery found little evidence to suggest that technical skill

requirements would be :4qnificantly increased by technological change, he
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did project increased bash, skill requirements. Technical skill require-

ments are not expected to increase because:

"...technologies over the course of their development (tend]

...to reduce their skill requirements fok operation. If you

compare mainframe computers of the early 1950's with the

desk-top personal computers of the mid-1980's, I think you'll

find that the skill requirements for operation have declined

rather dramatically".

"So we don't see a need for a radical upgrading, for example,

in computer literacy of the U.S. population as a whole in or-

der to obtain quality entry level jobs. What the panel does

find is that basic skills of literacy, numerical reasoning,

problem solving, written communication, are and...probably

will become more important for labor force entrants to obtain

quality jobs in the work place of the future. And the lack

of basic skills within a significant portion of the experi-

enced displaced worker population constitutes a serious prob-

lem for adjustment policy".... Estinates range as high as 20

to 30 percent of experienced displaced workers have serious

deficiencies in-basic skills".

However, Dr. Mowery did not "find compelling evidcice to sug-

gest that the recent technolegical change has had any rela-

tionship to changes in the Zousahold income distribution

within this economy" or on "polarizing the :structure of the
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workforce: that is to say, creating a two-tiered workforce".

Nor did he anticipate negative consequences of technological change for

women and minority workers:

"...any projected adverse consequences of such change are

very small, and are dwarfed by projections of overall growth

in employment opportunities. Nonetheless, affirmative action

and other policies to combat racial and sexual discrimination

in the Norkplace are among the most effective to reduce any

disproportionate adjustment burden borne by these groups...In

addition, policies to strengthen the quality of basic skills

preparation for labor force entrants from minority groups are

important in improving the ability of these individuals to

obtain good jobs in the future workplace".

In general, the projected deceleration of labor force growth

between 1984 and 1995 "should improve the employment pros-

pects for labor force entrants".

Dr. Lawrence's testimony supported this positive outlook and tried to put

the transition from manufacturing to services into historical perspective:

"The process of economic development is often referred to as

industrialization, but judged by employment patterns Lt could

be more accurately described as a transition to services.

Even during the early period of U.S. industrialization, for
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example, employment in services increased as rapidly as em-

ployment in goods-producing industries".

"This shift will continue in the next decade. According to

U.S. Department of Labor projections
in 1995, 74.4 percent of

the American labor force will produce services (compared with

72.3 percent in 1984) while only 17.2 percent will be em-

ployed in manufacturing...."

"a concern exists that tho reduced role for manufacturing in

the economy will threaten national
well-being... Manufactur-

ing, some argue, 's a vital source of productivity growth of

middle-class incomes and the demand for capital goods".

"The U.S. experience indicates that these arguments seriously

misinterpret the evidence. First, increases in services pro-

duction have not come at the expense of goods production...

Second, the declining employment share of goods production

primarily results from the relatively
faster increases in

output per worker in goods industries. Just as rising farm

productivity increased food production while freeing farm la-

bor for employment in factories, so relatively rapid growth

in manufacturing productivity is increasing goods production

while making a larger share of the labor force available for

employment in services..."

"Third, the stylized image of structural change in the United
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States is represented by the displaced steel or automobile

worker forced to take a denial job in fast foods or electron-

ic assembly... Even sophisticated analysts believe that, as

the economy shifts away from basic manufacturing and toward

high - technology and service industries, the number of mid-

level jobs will decline... But...these presumptions...are

(not) correct. One cannot get an accurate picture of struc-

tural change by looking at just a feu sectors or relying on

anecodotal evidence. The auto and steel industries have re-

ceived a lot of attention, but even at their 1979 peaks, they

accounted for only 1.1 percent of total employment".

As shown in Table 3, "the proportion of full-tine workers

with middle-class earnings in the production of goods is ex-

actly the sane as the proportion of workers with middle-class

earnings in the rest of the economy -- 46 percent. Durable-

goods manufacturing does rank second among all sectors in the

proportion of its workers receiving middle-class earnings (50

percent). However, the public sector has the most inten-

sively middle-class work force (55 percent), and in third

place is the services sector: transportation, communications

and public utilities (49 percent). There is virtually no

difference between the proportions of middle-class earnings

in nondurable mam.factwring (44 percent), Mance (43 per-

cent), and miscellaneou,. services (43 percent)".
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TABLE 3.EARNINGS DISTRIBUTION
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"Manufacturing any provide a larger share of middle-class

jobs than the rest of the economy. But it scarcely repre-

sents the backbone of the middle-class. If all manufacturing

workers were to be reemployed with earnings patterns typical

of the rest of the economy, the aggregate distribution of

earnings would change very little. The number of workers re-

ceiving upper-class and middle-class earnings would decline

by only 3 percent and 1.7 percent, respectively".

"A similar analysis with a slightly different data base...

[shows that) the proportion of middle- and upper-class jobs

for both males and females is higher in high-tech than in the

rest of manufacturing. All of the major high technology in-

dustries (chemicals, electrical and nonelectrical machinery,

aircraft and instruments) have smaller shares of lower-class

jobs than the rest of manufacturing and almost all of them

have larger shares of upper-class jobs".

"The United States is already a services economy. Only 25

percent of the workforce today produce goods. This shift has

progressed so far that to understand the implications we have

only to look around us. The advent of this expansion re-
.

fleets advances in technology and productivity that enable us

to meet tho demand patterns of a high-income population.

Public policy should not try to hinder this transition, but

it may try to aid those displaced".
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The Effects of Automation in Service Industries on Employment and Produc

exitV. Mr. Strassmann noted in his testimony that while manufacturing

productivity has increased, productivity in the service sector has de-

creased. This decrease is contrary to "common wisdom", which assumes

greater productivity, and fewer jobs, with increasing computerizaticn. In-

deed, Mr. Strassmann makes a case that just the opposite has occurred.

Service industries have provided a growing number of jobs, in part because

they are inefficient.

Mr. Strassmann's testimony deals with "informal'on workers," a category

which includes personnel in government, banking, insurance, professional

services, health industries, as well as personnel in manufacturing, trans-

portation and trade organizations who are concerned with the generation and

processing of information. Mr. Strassmann estimated that this personnel

accounts for 56% of the workforce and 67% of all labor costs.

Mr. Strassmann noted:

"...the undoubted economic gains from computerization may not

stand up to examination. ...Computers, Office Equipment and

Communications Equipment accounted for 32.5% of all business

capital expenditures in 1986, an amount "not approximated in

any other country".

Yet he finds that information worker productivity in both the information

and goods sectors has declined significantly since 1974, a period in which
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production worker productivity has increased in both sectors. The higher

proportion of intonation workers accounts for the overall decline in na-

tional productivity.

Mr. Strassmann stressed the importance of increasing the productivity of

inforiation workers to realize further gains in per capita income. In his

view:

"Computer technology is the most plausible major capital in-

vestment that still has the potential for improving the pro-

ductivity of information workers. Therefore, we need answers

why computerization has hitherto not delivered favorable pro-

ductivity results".

Kr. Strassmann's analysis of the evidence suggests:

"Computers will not sake a badly managed business better.

The expenses for computerization and the increased rigidity

in computer-managed procedures are likely to accelerate the

decline of incompetent management..."

"...we have created a breeding, a work breeding paperwork and

information breeding machinery in the United States which is

uw,qual anywhere in the world by any ratio that you can look

at. We deploy a larger proportion cf our national assets on

manipulating and shuffling infornaticn that doesn't produce

anything".
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"Coapanies most likely. to benefit fro' computer investments

are those that have simplified their
management, focussed on

improved quality, reduced their assets and introduced innova-

tive ways of delivering value-added
to customers. Such com-

panies seen to derive great additional benefits from compu-

ters, contribution to reduced administrative expense".

"The implications of these findings are clear. One should

automate successes, not failures".

Mr. Strassmann believes that we have been able to maintain an inefficient

information sector because there is not yet a strong global market for in-

formation services:

"If and when it cases, the present accumulation of unproduc-

tive practices in the U.S. will create a massive upheaval,

exceeding in severity what we have so far experienced in the

decline of industrial America ".

"The existing practices and policies of the U.S. government

contribute to the lack of productivity in the information

sector. Tho government continues to impose an increasingly

costly burden on the information sector, through bureaucrati-

zation of its management practices....
Therefore I recommend

that Congress re-directs some of its attention from a preoc-

cupation with the problems of the production sector to the
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emerging problems of the new information-based economy".

H. Strassmann also recommended that the National Science Foundation spon-

sor studies of the factors affecting productivity gains and losses by the

information workforce. In addition to considering the effects of technol-

ogy on productivity, the studies would assess the impact of Congressional

policies such as the Tax Reform Act of 1986.

Dr. Laurence added the following observations about the need to increase

productivity in the service sector:

"...if you look since 1973, what is sl king is that produc-

tivity growth in goods areas has not done all that badly. In

fact, it now looks in the last few years that we have return-

ed more or less to the historic rate of improvement in manu-

facturing that we had before 1973. But if we look in the

.services area, we find there has been literally zero produc-

tivity growth over the period".

"And that ironically, rather than our international competi-

tivenss, is the biggest drain on our living standards today.

Unless we can find a hay to improve our services productiv-

ity, 60 percent of what we are producing, that is going to be

the dominant source of our living standard improvements".

"So, I do applaud the quite novel notion that we should not

simply be looking at the goods areas. And indeed, what is
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striking is how little RED expenditures takes place in ser-

vices production. Almost all our RED is taking place in man-

ufacturing. Why aren't we spending on RED and services? We

know abysmally little about the slowdown in services produc-

tivity",

"And again I applaud the notion that the National Science

Foundation ought to be appointing a commission to investigate

and to mobilize the kind of knowledge that we nay well put in

battle against cancer. It is just as important if you

ill, from the standpoint of our future that we learn what

w rks and what loesn't in this huge proportion of our economy

tie our productivity growth has been so poor".

Dr. Ginzberg was more skeptical about the possibility of sound research

conclusions in this area:

"The argument that services are not productive is bad theory

and worse statistics. We don't know how to measure produc-

tivity in services...."

"I an very worried as Strassmann was about bureaucracy and

the lack of effective management. But I wouldn't blame that

on technology. ...I think a very big technology like com-

puterization takes a very long time to permeate. The automo-

bile is 102 years old, and it took us not one generation, but

two generations to get people to learn how to drive easily
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and to get the right products and to get it all worked out.

And it took a half a century to get the trucks to compete

with the railroads, et cetera. So, I would argue that in

thinking about fundamental technologies--and computerization

is one--you need a very long time perspective".

B. Public Policies for Addressing Worker and Community Dislocations

Panel members strongly agreed that high priority should be given to devel-

oping public policies for addressing worker and community dislocations.

There also was agreement about a number of specific policies, including an

emphasis on basic skills programs and on providing incentives to industrj

and workers that would expedite the reemployment of displaced workers.

Indeed, differences which did occur often reflected a difference in empha-

sis rather than basic policy. But panelists held different views about

some key points -- for example, the advisability of federal intervention to

revitalize specific industries and the feasibility of earmarking worker ad-

justment funds for specific categories of workers. The discussion below

summarizes the panelists' main points.

1. Revitalizing Specific Industries

Dr. Lawrence argued that federal policies should focus on easing transi-

tions for workers and communities rather than attempting to restore spe-

cific industries:
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"I personally :.a very skeptical of coordinated orchestrated

programs in order to deal with decline in a specific indus-

try. I believe if an industry is being injured as a result

of imports, it should come to the Inter-Ational Trade Commis-

sion (ITC), it should prove that it is being injured, a de-

clining tariff sLould be provided in the fora of protecting

that sector".

"I do not think that the government should get involved in

detailed programs of the nature of conditionality, where pro-

tection is provided on a quid pro quo basis, fundamentally

because I don't believe that the government knows what it

takes to revitalize an industry. I don't think we know how

to restore the competitiveness of any individual industry. I

don't think that is the job of the government".

"In fact, it is very striking that if you actually look at

the steel industry where we had, in 1984, mandated investment

in that industry, we find that firms which have been invest-

ing the heaviest over the last decade are those closest to

bankruptcy today. It has not been a profitable endeavor to

invest in the steel industry. Yet the Congress in 1984 man-

dated that such investment Should take place".

"So I an skeptical that we really know what it takes. I also

don't see why we should mandate every firm to invest. It is

almost bound to be sure that some of them have to be shuen
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out. I say give thq industry a breathing space. Give them a

declining tariff, and let the chips fall where they nay. It

was mocked when '.t was implemented, but in fact that was ex-

actly our polio:, with Harley Davidson in the auto cycle in-

dustry".

"We gave them t tariff, we set it to decline, they knem it

was temporary, Ind they restored their competitiveness. The

market isn't perfect; it does make some errors. We can slow

adjustment down. But I don't think we should do it in a de-

tailed or interventionist way".1

However, Hr. Williams argued "against transition scenarios which assume the

sharp decline or demise of a particular industry":

"Indeed, we would advocate that there be a transition to a

more world-class format for the same industry.... We have

reduced...enployment enormously in agriculture, but we didn't

wipe out agriculture, Agriculture exists as a vital part of

the American economy and provides an enormous number of ser-

vice jobs servicing that agriuq tural industry.... We are

going to have a smaller work fora, manufacturing things, but

it is vitally important that we continue to have a manufac-

turing capability because that is what sustains the service

industry to look after it".

"Hy main emphasis i5 upon the need for a forum in which we

I
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can coordinate various government policies ,,,,prding indus-

trial transition. Congress might, without such industrial

coordination, enact measures -- based upon the assumption of

capOity reduction -- to facilitate such reductions by pro-

viding economic and tax incentives or antitrust relaxations

for closures. An uncoordinated ad hoc approach of this type

would be a mistake".

However, Hr. Williams emphasized:

"We do...recognize that profound structural changes are oc-

curring and will cc inue. In 1977, there was approximately

160 million tons of steelmaking capacity emplrging over

425,000 workers. Today, the capacity Is near 112 million

tons and only 180,000 steelworkers are employed. Adjustment

Is taking place, but for uorkers it Is traumatic. Emphasis

upon new technology is warranted. But there must be a social

commitment to workers. So far, we have not been able to de-

velop a forum for the implementation of a social contract.

It is that aspect 'f adjustment or transition to which I urge

this Committee's attention".

Finally, Dr. Ginzberg commented on the efficacy of past attempts to restore

specific industries:

"I am sympathetic to many of Hr. Williams' comments about the

devastation that has occurred in many steel communities and
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to many steelworkers and their families. But I think that a

hard look at government interventions in steel will scow that

it has been costly and of not Luch help to anybody. My pref-

erence is to help the workers, not the firms. After all, we

live in a capitalistic world and that means that the conse-

quences of poor management are losses and bankruptcies".

2. Using Declining Tariffs to Finance Worker RE-"istment Programs

Rather than using tariffs to provide long-term protection to declining in-

dustries, Dr. Laurence suggested instead that revenues raised from declin-

ing tariffs and from auctioning off the quotas we currently have should be

earmarked for assisting workers adversely affected by imports:

"Even under highly conservative assumptions our proposed pro-

gram...could be readily financed for at least a decade by

converting existing quotas Into declining tariffs. ...trade

adjustment assistance (TAA) for firms, w.rkers, and communi-

ties has been rendered increasingly ineffective because its

funding has been severely cut back over the past five years".

There was some disagreement ab.lut the advisability of targeting worker re-

adjustmen. programs on specific categories of workers -- for example, those

displaced bi? trade imbalances or by to 'nological change. For

Dr. Lawrence, the major advantage of earmarking funds is to provide a

"safety valve" against protectionist pressures as well as to raise revenues

for programs which have become increasingly ineffective because of inade-
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quate funding.

Some penelista noted practical difficulties in attributing worker disloca-

tions to specific causes, like imports, technology, or poor management.

In Dr. Ginzberg's vies:

"...the Federal Government should move with considerable cau-

tion to introduce specially targeted programs to ease the

problems of dislocated workers. The reason for this recom-

mended caution is that it is often hard or impossible to de-

termine whether plant shut-downs and ensuing unemployment re-

flect trade imbalances and other causes (poor management) or

some combination of both. Further, I believe that our ef-

forts to date with special adjustments such as TAA were not

satisfactory and were costly".

Cr. Mowery reached the same conclusion:

"The panel felt that targeting workers according to the cause

of their displacement would induce severe administrative

problems and result in severe delays ih the delivery of ser-

vices, simply because it's so difficat to determine the pre-

cise cause of displacement of an experienced worker. Con-

sider the relative roles of taehnolejsteal change in the U.S.

cconcey and technological change in foreign economies in dis-

placing workers in trade-impacted industries, for example.
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Should technological change in Japan be counted as a source

of displacement for workers in the U.S. :'to industry who are

displaced by imports? Is it imports or At technological

change? Should we spend 14 months trying to decide which of

these it is? IT we do, the panel felt, we'll end up not get-

ting the services to the workers when they need it'.

3. Expediting Reemployment

Programs for displaced workers should be designed to expedite reemployment.

Dr. Lawrence noted:

"...even in its heyday, TAA delayed adjustment, particularly

by displaced workers who were merely given extended unemploy-

ment compensation payments without being positively encour-

aged to find alternative employment".

"...there is indeed somethitig vary traumatic and difficult

for a worker who was earning a high wage to now have to expe-

rience n precipitous decline in his or her income. Indeed,

there is an incentive to delay adjustment beaauta of that

erosion in the income that that worker would experience".

"Hy suggestion is a form of...Rage insurance for workers from

such displaced and dislocated industries. If a worker were

earning say $25,000 or $30,000 a year and they found a new

job paying $10,000, I would suggest that they would bo WA-
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pensated say for half of the erosion in their wages for some

period of time. That proportion could be adjusted according

to their age (and seniority] with o..der workers getting

more".

Workers residing in regions where the unemployment rate significantly

higher than the national average would be eligible for extended ,z1v.gatv.-

sent compensation; workers who wished to find employment in other areas

would receive relocation allowances.

4. Financing Training and Education

For those workers who chose retraining, Dr. Lawrence proposed assistance in

the fora of federal loans which would carry repayment obligations tied to

future earnings and collected automatically through the income tax system:

",..my own view is that imperfection in the market for train-

ing really is an area where the government has a role to

play. ...whereas a bank can't obtain your future earnings,

the government can because everybody files tax returns....

So, ay proposal is...a contingent repayment plan where anyone

who cants to undertake training in a recognized institution,

be it for higher education, be it for later training, would

obtain the money from the government and would then be liable

for paying it back through their tax returns contingent on

their future income".
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"And I'm not talking about only giving them partial re-

sources.... After all, if training is going to add to their

incomes, and the government can take a share of that, I think

you should be able to operate this and not necessarily with

large amounts of concessional financing".

Two additional proposals for education and training loans were cited at the

hearing:

o Dr. Mowery noted the recommendation of the Panel on Technology and Employ-

ment to institute a program of federally-provided direct loans or loan

guarantees, administered by state or local authorities to displaced workers

who could use the loans to finance retraining or relocation or to establish

new businesses.

o Mt. Strassmann proposed tax deductions for education and training expenses:

"If an employee's knowledge is his capital, and the basis for

a major share of his earnings, then all education and train-

ing should be given the same preferential treatment as we

have given traditionally to capital. In the industrial age

societal productivity was largely determined by the easy

availability of capital. The encouragement and protection of

capital formation, whether in the form of assets or technol-

ogy, has always been one of the prime objective of government

policies".
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"In the intonation age, the knowledge capacity of the work-

force is the basis of societal productivity gains. Capital

is plentiful and becomes an easily
available commodity, on a

global scale. Hence, legislative poliny should shift from

concerns about capital to preferential treatment of every

conceivable means for enhancing the knowledge capacity of the

V.S. workforce".

"Specifically, Congress should adopt the policy that all ed-

ucatione.-and training expenses should begone fully tax-de-

ductible and, in special cases, eligible for a depletion al-

lowance. This shift should be financed by a gradual removal

of the preferential tax treatment given to the role of physi-

cal assets. In this regard, the recent elimination o: the

investment tax credit was a move in the right direction.

However, the gains in tax revenues should have been re-

invested into the creation of new knowledge capital".

5. insuring Communities against Severe Economic Losses

Dr. Lawrenot proposed assistance for
municipalities, counties, and states

faced with severe economic losses:

"We believe that just as we have unenployment insurance for

1rkers, we ought to have a tax base insurance program for

communities. They could insure their tax base and then, in

the event of a precipitous shortfall not Aue to the change in

70
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the tax rate, but due if you will to a plant closure or a

crop failure or a fall in the price of oil--It's a program

that has Wide regional applicability, not just due to trade,

but due to other forms of structural shocks that hit communi-

ties".

"They would then in turn be reimbursed for some propor,.ion of

the erosion of that tax base for sone period of tine. You

could either do it on a voluntary basis, or yeti could make it

mandatory. When you do it on a voluntary basis you have a

problem, as in all insurance programs, of sose kind of ad-

verse selection, that only those who are susceptible to these

disturbances would sign up. On the other hand, when we did

our study we were struck by how pervasive the shortfalls have

been for communities".

Dr. Lawrence described simulation studies which suggested that the program

could be operated on a self-financing basis by pooling the risk on the as-

sumption that shortfalls are unlikely to hit all connunities at the same

tine.

6. Strengthening{ Tttle ITT of the Federal Job Training Partnership Act (JTPA)

Dr. Mowery recommended improvements in service for disolaced workers by:

(1) increasing JTPA's coverage of displaced workers from the current level

of 6-7 percent; (2) broadening the range both of employnent and trar.ing

services; (3) broadening income support for displaced workers engaged in

training; and (4) revising state unemploynent compensation laws to guaran-
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can receive benefits during training.

The panel estimated costs of these proposals based on U.S. Bureau of Labor

Statistics on the annual flow of displaced workers from 1979 to 1983. If

displaced workers are defined as workers with at least three years experi-

ence in the job from which they were laid off, the annual flow was approxi-

mately 1 million persons; the estimated annual cost is $785 nillion to

cover 30 percent of the workers -- a participation rate considerably higher

than in any progran to date. If workers in shorter tern jobs are included,

the estimate increases to 2.3 million persons, with an annual cost of ap-

proximately $1.8 billion to serve 30 percent of the displaces workers.

Dr. Lawrence noted that the proportion of existing labor force participants

to new entrants will increase over the next decade both as a result of the

baby bust generation and the fact that the proportion of women entering the

labor force is likely to level out:

"...what we know about our society is that increasingly it is

going to be the existing workers who have to be retrained....

Our policies have to change as a result of that".

Dr. Ginzberg stressed the importance of strong
employment counseling an

placement services for displaced woners:

"it is desirable to have reasonable anounts of retraining

money in the JTPA program available for workers who need and
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Want and can profit from retraining. But the sad fact is

that many sorkers with minimal educational coapetencies can-

not be effectively retrained. They can best profit frog a

stronger federal-state employment system with improved coun-

seling and placement assistance. I have long favored a fed-

erally financed jobs program at minimum wages -- with reme-

dial educational opportunities -- for those who need a job.

Adaittedly the latter would require new funding and I see no

alternative but to raise taxes to cover the cost".

Evaluation of federal employment and training programs remains a problem.

Dr. Mowery noted that we do not yet have rigorous evaluation data to assess

the effectiveness of these prograns. Although there Is some evidence -- in

part anecdotal -- that the prograns improve employment prospects, there is

little knowledge to provide guidelines for program design.

Clearly there are many individual success stories. As Mr. %Maas noted:

"There are a great many exanples of successful training ef-

forts. There are a great many examples in terns of various

industries. Mere are some unions that have been such in-

volved in training. There are some projects in terms of re-

training like those in the automobile industry that have been

negotiated with the UAW and Ford...and General Motors".

"There are many success stories in the JTPA in terms of indi-

viduals. We have tried deliberately in the steelworkers be-
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cause we have been negotiating with essentially companies

that haven't got any money to spend really, and they're in

great, oifficult circumstances. So, we made a deliberate ef-

fox to try to make as much use of government finance out

there as we could.... The whole problem has been that the

resources available for this have been so limited in relation

to the need.... Certainly I think one of the reasons that

our modest efforts have bctn successful is that the union,

the workers, and the company and the JTPA effort -- there has

been joint involvement in doing these things".

7. Providing Displaced Workers the Option of Carly Retirement

Dr. Ginzberg suggested an amendment to Social Security allowing workers who

are unemployed due to plant shut-downs, to receive reduced benefits if they

are between 58 and 62 and have 20 or more years employment. He argued that

using the Social Security system would "avoid putting the costs of large

underfunded pension plans on the fed ral system or the U.S. Trea.Iry."

Dr. Ginzberg noted that it is common practice for European countries to of-

fer early retirement at age 55 or 58: "It looks to me like a minimum kind

of a thing that a civilized society might to be willing to do."

Mr. Williams also stressed the importance of an early retirement option:

"Of particular concern to potentially displaced workers in

restructuring industries is the avallabflity of early pen-
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sions due to plant shut-downs. Almost all of our industrial-

ized partners provide these older - worker compensation mea-

sures not only to facilitate structural changes. here is

also a question of social equity. Yet, we are faced with ran

anomaly. Steel firms have ceclared themselves hampered by

these 'exit costs' and have been engaging in Chapter II bank-

ruptcies in order to avoid these obligations. Furthermore,

even when pension plans have been terminated and the PBGC as-

sumes respoGsibility for guaranteeing the basic benefits,

this agency insists upon intervening in collective bargaining

agreements if the unions attempt to recover for the structur-

ally displaced workers those shut-down benefits not guaran-

teed by the PBGC. Hy point, Hr. Chairman, is that workers

are unable to be sympathetic with the goals of industrial

transition since there are little transitional programs as-

sisting them".

8. Requiring Advance Notification of Plant Shut-downs or Large-scale Layoffs

Most panel members advocated mandatory advance notice. Dr. Mowery recom-

mended federal legislation requiring that as many workers as possible re-

ceive at least two to three months advance notice of plant shut-downs or

large-scale layoffs. The recommendation is baGO on the following ratio-

nale:

"Worker adjustment assistance programs are more effective

when services are provided to workers prior to their dis-

placement. Such pre-layoff assistance generally is feasible
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only in the context of advance notice. In addition to im-

proting the effectiveness of public investments in worker ad-

justment assistance programs, advance notice reduces the du-

ration of unemployment following layoff, thus reducing public

expenditures on unemployment compensation. A number of

groups, including the National Association of Manufacturers,

the Business Roundtable, the Secretary of Labor's Task Force

on Economic Adjustment and Worker Dislocation, and the Presi-

dent's Commission on Industrial Competitiveness, have en-

dorsed voluntary advance notice".

"Although there is disagreement over the mechanismo that will

provide the broadest possible coverage of the U.S. work

force, voluntary advance notice does not appear to provide

substantial advance to more than a small share of the work

force. According to the U.S. General accounting Office,

nearly 30% of the workers surveyed received no advance notice

of layoffs or plant shut-downs, while blue-collar workers in

non-union establishments received an average of only two

days' notilcation".

"Under the current voluntary system of advance notice, the

costs of plant closings in which advance notice is not pro

vided are borne primarily by the taxpayers :including other

employers) and the affected workersemployers choosing to

close without advance notice create an exernality, reflecting

the fact that the costs of such actions are not fully taken

(7'6
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Into account by employers. Requiring advance notice can re-

distribute the costs of layoffs and plant shut-downs. Fed-

eral action to broaden the coverage of workers by advance no-

tice also follows in an established tradition of actions to

improve the functioning of market mechanisms (e.g., securi-

ties market regulation, consumer protection statutes and reg-

ulations) by ensuring that information available to one party

to a transaction is not employed strategically or erwise

manipulated (as in the ca4e of 'insider trading on Wall

Street)".

"Reflecting these considerations, the Panel recommended that

federal action be taken to broaden tha coverage of the U.S.

work force by ndvance notice, with appropriate provisions to

exempt small firms and those firms encountering unforeseen

business circumstances. The Panel recommended either a fed-

eral requirement for advance notice or a tax-based incentive

plan, which would combine tax credits on the corporate income

tax with surcharges on federal unemployment insurance taxes

to reduce the tax burden on firms providing advance notice".2

Dr. Mowery also noted that the issue of added costs to firms resulting from

advance notice was discussed by the management representatives on the

panel, most of whom were experienced in providing notice. None of these

representatives felt advance notice male a significant contribution to the

costs of doing business.
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Nor, according to Mr. Williams, is there evidence that people stop working

when they are notified of plant shut-downs:

"The truth of the natter is that people work harder...usually

in some desperate -ttempt to try to have their employer un-

derstand that they ought to continue the operation...."

Ginzberg recommended 90 day notice for plant shut-downs for all 4nits

of 100 or more employees:

"If you can have managemen` have all kinds of these golden

parachutes, the least you can do is if you've had a worker

for 25 years on your payroll, to give him a coupl' of months

notice".

I think from my studies back in South Wales in the coal min-

ing areas in 1939...one of the most important things is to

communicate as early as possible to workers as much reality

of the changes that are going to face then as possible, be-

cause they will then begin to do something about it".

Dr. Lawrence put it this way:

"Let me just say my view is that closing, of course, isn't

panacea. But I an struck that none of us find it very pecu-

liar that in the property market a landlord is required to

give the tenant 30 days' notice. We sort of take that as al-
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most a norm. And I believe that the same kind of norm of

just basic human decency--the fact is that a job more im-

portant to people than where they dwell probably. And it

just seems to me that dropping people, particularly when it's

en muse, in an environment is just something which is basi-

cally inhuman. And so, I think it has an efficiency cost".

"But I also believe that there are times--as I say, I haven't

seen the property market come grinding to a halt as a conse-

quence of mandatory advance notification for property, and I

would do the same for plant closing".

Hr. Strassmann expressed his opposition to plant cicxing legislation be-

cause he felt it was impractical and wou's1 not achieve its purpose. He

suggested instead a profit-sharing plan which he believes would be more ef-

fective in alley ing the basic problem:

"Fir4t, 90 days is just not enought for somebody to be able

tc tea .ofigure their life. So, I think it is falling far

short of really being a helpful solution to a much deeper en-

demic kind of a problem. If you are a chemical worker or a

steelworker, 50 days just won't do much for you".

"Hy feeling, based on study, is that those companies that are

involved in gain sharing where, in fact, the workers have

much greater understanding and information about the profit-

ability of the company--and we have a number of very success-
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ful examples of that--those workers have a long-term under-

standing and information about the competitive viability of

the firm, and they are able on a long-tern basis to make

judgments which are necessary to adjust their whole style of

living and their direction and exercise individualized

choices".

In addition to giving workers information about the profitability of their

firm, Hr. Strassmann believes that profit-sharing has a number of other ad-

vantages:

"The Japanese as well as a small, but significant, number of

U.S. companies practice some form of gain-sharing. This is

an approach which allows for only a portion of income to come

from wages. A large fraction, sometimes exceeding 50 to 100%

of base pay, is earned on the basis of the overall perfor-

mance of the enterprise and on an individual's contribution

to 'As success".

"The theoretical meaning of any gain-sharing is far- reaching.

It implies a departure from the traditional theory of wages

and how wages are set. As, an active participant in the suc-

cess or failure of a business the employee cannot be seen any

more as someone who just rents his tine at a contract wage

rate. The employee becomes partially an owner because he

contributes not only labor but also capital in the form of

his hnouledge and personal involvement. Thus, as any in-

s0
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vestor, he shares not only in risks but also in the gains".

"The policy consequences of a widespread adoption of asSE:

shells( are far-reaching. For instance, it would suggest

that all gain-sharing should be treated as capital gains and

not as income. This would change tax laws. It would also

alter the way how individuals perceive their ability to in-

fluence the workplace and working conditions".

"Firms that use some sort of gain-sharing show better produc-

tivity, enhanced job-information, improved industrial rela-

tions, greater competitiveness and superior social ccncerns,

thus relieving much of the persistent pressure for ever in-

creasing amounts of legislative and regulatory actions".

"The lessons to be learned frog businesses. that treat their

employees as part-owners should influence Congress to vicipt. a

national policy supporting gain-sharing".

9. Providing Second and Third Chance Opportunities to Gain Basic Skills Com-

petencies

The panel agreed that basic competencies in communication and problem-

solving skills would become inctsasingly important in the workplace of the

future.

Dr. Ginzberg put it this way:

81.
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"The Federal Government [should encourage] state and local

governments and the private sector to provide second and

third chance opportunities to young people who drop out of

high school lacking back competencies--arithmetic, reading,

communicationwithout which they can't gat or hold a job in

the service economy that currently provides 3 out of every 4

jobs. Good technology without a competent labor force is not

the answer to our economic future ".

These basic skills programs would be more effective if they were linked to

jobs. Dr. Ginsberg recommended a federally fridul jobs program with a ba-

sic competencies component:

"Since the young people who drop out of school nave a nega-

tive image of the educational process, it is important to try

to reduce the drop-out rate by offering them part-time jobs

in which they may be interested. SikilArly, after they drop

out, one cannot got them back into school einply for remedial

Rork. Such an effort must be linked to jobs and training".

Indeed, these programs may help prevent some of the costly worker readjust-

ments necessitated by industrial tranfition:

"...retraining 13 important for people who have the competen-

cies to be retrained.... but if you don't have the basic ed-

ucational competencies, you can't be retrained. A lot or the

R2
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automobile workers' experiences in retraining, especially in

the Los Angeles area, from automobiles to computers, did not

work".

Hr. Williams reached similar conclusions:

We need to try to focus in terms of results, try to relate

training to job prospects that might be available...but on a

parallel track...we should be working at the basic

skills...at JuAp :ge, Jucation, and at computer liter-

a, ".

But Hr. Williams feels we do not do a very good job of educating our entire

population:

"...the top half of the work force in America, we do a great

job. Our universities are world class, and in all of these

we're competitive. From the middle down we do a very poor

job. And we do that poor job in a variety of places. We

don't do it too well in our school system.... On the indus-

try side of it, we don't do in-house training nearly a.

well".

Dr. Ginzberg's major concern is that "many minority youth are coming into

the labor force blocked from :ompeting flr mainline jobs" because of high

drop-out rates in the inner city. Ia his view:
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"...American society is at risk if a significant minority of

all our citizens cannot become sel!-supporting".

"We have a whole section of our population that is cut off

from the new work force. That is ...he single most serious

problem that I see in the American economy today".

"And that means that since I don't believe we can restructure

the elementary and secondary schooling very quickly--ny col-

league used to say it took 40 years to get an innovation into

the educational system--we have to have second and third

chance opportunities. In World War II I was in charge of a

considerable part of tha teaching of illiterates. They

weren't total illiterates. We took then in the Army--300,000

of them. And we brought then to snuff pretty quickly.

That was one of my Eisenhower studies called 'Ths Unedu-

cated'".

Overall, Dr. Ginzberg remains optimistic about the ability of the economy

to provide jobs for young people".

"...I think when you're dealing with younger people, the im-

portant thing to do is to have hopefully the economy buoyant

enough that with some kinds of money for counseling and job

search and so on, you can move people around".

"We raw that a large 'caber of workers out of Detroit went to

R4
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Houston. Then Houston fell on its r-ac, so they had to go

back to Detroit. But by and large, if you're in the younger

age groups, I think the outstanding feeling that I have about

the American economy is that In a continuing expandinr. Labor

market- -and we have had more and more jobs- -the younger peo-

ple can by and large make it".
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FOOTkXITES

1
Dr. Lawrence did suggest that an affirmative injury finding by the ITC

should trigger liberalized standards for assessing mergers of firms not

protected by quotas.

"'fan industry is judged by the ITC to be seriounly damaged

by imports then there is little worry tnat -,egers will lead

to imperfect competition".

2
Anne 0. Kruger, a member of the National Academy of Sciences panel

represented by Dr. Mowery, opposed mandatory advance i.otice:

"Advance notification of layoffs is undoubtedly beneficial to

those workers who will lose their jobs. If there were no

negative side effects associated with advance notification,

it would clearly be beneficie to all".

"There will be several side effects, however, if notification

is mandatory. First, the necessary enforcement apparatus

would increase the cost of doing business. Second, for all

firms, but especially for risky ones, knowledge that layoffs

could not be made on short notice would increase incentives

to use capital and hire fewer workers. To the extent that

fewer jobs would be created, tha proposed requirement would

hurt the employment prosrqcts of those the proposal is de-

signed to assist. That mandatory periods prior to layoffs
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can result in smaller _evels of employment has been well doc-

umented in a number of developing countries. Third, require-

ments of advance notification reduce the flexibility of firms

already in difficulty. The requirement is, in effect, the

same as a tax for these firms".

"I Lonclude that advance notification is desirable, and ef-

forts to educated employers of its vale to employees should

be encouraged. With respect to mandatory notification, how-

ever, I believe that the evidence is far from sufficient to

warrant such a step".
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