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Mr. Chairman and Members of the Committee:

I appreciate this opportunity to be with you today and

to comment on S. 50, the "Full Employment and Balanced Growth

Act of 1976."

Unemployment is a continuing human as well as economic

problem. For the economy it represents a waste of resources

that is reflected in a lower level of output of goods and

services than could potentially be produced. For individuals

it represents not only loss of income associated with jobless-

ness, but deterioration of skills and damage to a sense of

pride and self-esteem. Moreover, even at high levels of

aggregate employment/ unemployment problems persist for minor-

ities, teenagers, and some other groups. Reducing unemploy-

ment is thus important not just to restore full capacity pro-

duction but also to provide the opportunity to participate in

the economy for all groups of workers.

While the overall unemployment rate has fallen since it

reached a 35-year peak last spring, it remains far above the

range that any would consider satisfactory. Even if recovery

proceeds at the reasonably rapid rate that most forecasters

are now projecting, unemployment is unlikely to reach even

its 1960-1975 average of 5.2 percent for several years. Clearly

there is good reason for proposing new programs or strategies

that will speed the decline in unemployment and improve on

our past unemployment record.
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Reducing unemployment, however, is not the only goal

of economic policy. Reasonable price stability is another

major goal which the Congress must weigh along with the

unemployment goal in shaping the nation's economic policies.

S. 50 calls for a new process of formulating and coor-

dinating economic policy which, if enacted, could well lead

to lower unemployment. At the same time, however, it

carries a significant risk of accelerating the rate of in-

flation. In my testimony this morning I would like to dis-

cuss the goals of S. 50 and the possible programs to imple-

ment those goals, and then comment on the inflation problem.

Goals of S. 50

S. 50, the Full Employment and Balanced Growth Act

of 1976, has several major aspects;

o Establishment of a goal of 3 percent adult unemploy-
ment to be reached as promptly as possible, but with-
in not more than four years after the date of enact-
ment of the Act.

o Recognition that achieving a 3 percent unemployment
goal will require a mix of both aggregate demand
policies and more selective targeted measures.

o Recommendation that full-employment policies be
accompanied by anti-inflation measures.

o Extension of the organizational structures estab-
lished in the Employment Act of 1946 and the Congres-
sional Budget Reform Act of 1974 to establish an
institutional framework whereby the President, the
Federal Reserve Board, and Congress can coordinate
national economic policy to achieve the goals set
forth in the Act.
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While the bill specifies a full-employment goal and an

administrative process, it does not identify specific pro-

grams that would be enacted. Both the economic impact and

the budget costs differ greatly depending on which policy

tools are used to achieve the unemployment goal, which anti-

inflation measures are pursued, and where the economy stands

at the time the process begins. An analysis of S. 50 must

necessarily be restricted to broad qualitative judgments

rather than specific estimates.

The Meaning of 3 Percent Unemployment. The require-

ments for reaching the goal of 3 percent adult unemployment

depend first of all on who is classified as an adult. A

useful rule of thumb in this regard is that since the mid-

1960s, the overall unemployment rate, defined as the rate

for all workers aged 16 and over, has been roughly one per-

centage point above the unemployment rate for those 20 and

over and 0.5 percentage points above those 18 and over.

Table 1 contains more precise comparisions on a yearly basis.

Although demographic factors in the future could reduce

this differential, projections by The Urban Institute indicate

that this approximate spread will persist through the next

decade. Thus, if we speak of 3 percent nonteenage unemploy-

ment, we are referring to an approximate 4 percent overall

rate. Similarly, a 3 percent unemployment rate for persons

18 and over implies about a 3.5 percent overall rate.



TABLE 1--UNEMPLOYMENT RATES FOR ALL PERSONS 16 AND OVER
COMPARED WITH UNEMPLOYMENT RATES FOR
PERSONS 18 AND OVER AND 20 AND OVER

Year

1950
1951
1952
1953
1954
1955
1956
1957
1958
1959

1960
1961
1962
1963
1964
1965
1966
1967
1968
1969

1970
1971
1972
1973
1974
1975

(1)
Unemployment
Rate, 16+

5.3
3.3
3.0
2.9
5.5
4.4
4.1
4.3
6.8
5.5

5.5
6.7
5.5
5.7
5.2
4.5
3.8
3.8
3.6
3.5

4.9
5.9
5.6
4.9
5.6
8.5

(2)
Unemployment
Rate, 18+

5.1
3.1
2.8
2.7
5.3
4.2
3.9
4.0
6.5
5.2

5.2
6.4
5.2
5.2
4.7
4.1
3.4
3.5
3.2
3.1

4.5
5.4
5.1
4.3
5.0
7.9

(3)
Unemployment
Rate, 20+

4.8
3.0
2.7
2.6
5.1
3.9
3.7
3.8
6.2
4.8

4.8
5.9
4.9
4.8
4.3
3.6
2.9
3.0
2.7
2.7

4.0
4.9
4.5
3.8
4.5
7.3

(4)
(1) - (2)

0.2
0.2
0.2
0.2
0.2
0.2
0.2
0.3
0.3
0.3

0.3
0.3
0.3
0.5
0.5
0.4
0.4
0.3
0.4
0.4

0.4
0.5
0.5
0.6
0.6
0.6

(5)
(1) - (3)

0.5
0.3
0.3
0.3
0.4
0.5
0.4
0.5
0.6
0.7

0.7
0.8
0.6
0.9
0.9
0.9
0.9
0.8
0.9
0.8

0.9
1.0
1..1
1.1
1.1
1.2

SOURCE: Bureau of Labor Statistics.

NOTE: Column (1) is the unemployment rate for the civilian labor force
for all persons 16 and over. Column (2) is the unemployment rate for
the civilian labor force for all persons 18 and over. Column (3) is
the unemployment rate for the civilian labor force excluding teenagers,
that is, persons 16 to 19.
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Programs Under S.50

Countercyclical Programs. S. 50 outlines a number of

policy measures that might be implemented to achieve the

full-employment target. Standard fiscal and monetary mea-

sures might be supplemented by special job-creating policies

like public service employment, accelerated public works,

grants to state and local governments, and special tax in-

centives to business. Further, there is a provision of a

limited job guarantee for persons able and willing to work

and seeking work.

Special employment programs are to be enacted to the

extent that fiscal and monetary policies are unable to achieve

the 3 percent adult unemployment target. Presumably what

this means is that supplementary measures are to be used if

the inflationary pressures or budget costs associated with

using standard fiscal and monetary policy to achieve the

unemployment target become unacceptably high.

Special countercyclical measures such as public service

employment, employment tax incentives, accelerated public

works, and special assistance to state and local governments

can either provide jobs directly to the cyclically unemployed

(as in public employment and public works), or can provide

special incentives to private industry and state and local

governments to employ more people than they otherwise would
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have. A recent study by CBO of temporary measures to

stimulate employment,— concluded that some of these

measures can potentially have a higher employment impact

per dollar spent than across-the-board spending or tax

changes. Further, in some cases, the potential inflation

impact per job is less than for standard fiscal and mone-

tary policy, suggesting that using selective measures can

improve the inflation-unemployment relationship.

Table 2 shows estimates of the employment impact and

net budget cost (taking into account savings from unemploy-

ment compensation and higher tax payments from program

2/participants) for alternative temporary employment programs.—

Initially, there is a fairly wide variation in cost per job,

although these differences tend to narrow after a year or

two of program operation. Public employment has a lower

cost per job than other measures; after a year of operation,

for instance, accelerated public works may cost about one

and half to twice as much per job as public employment.

Across-the-board tax cuts could entail a cost of from three

to four times that of public employment.

I/ U.S. Congress, Congressional Budget Office, Temporary
Measures to Stimulate Employment; An Evaluation of Some
Alternatives, September 2, 1975.

2/ A detailed explanation of the assumptions behind these
estimates can be found in Temporary Measures^ to Stimulate
Employment cited in footnote 1 of this testimony.



T
a
b
l
e
 
2
-
-
E
S
T
I
M
A
T
E
S
 
O
F
 
E
M
P
L
O
Y
M
E
N
T
 
A
N
D
 
B
U
D
G
E
T
 
I
M
P
A
C
T

V
A
R
I
O
U
S
 
P
R
O
G
R
A
M
S
 
C
O
S
T
I
N
G
 
$
1
 B
I
L
L
I
O
N
l

In
it

ia
l 

im
p

ac
t

12
 m

o
n

th
s

24
 m

o
n

th
s

T
y

p
e 

of
 p

ro
gr

am

A
nt

i-
re

ce
ss

io
n 

ai
d

 t
o

 S
ta

te
 a

nd
 l

oc
al

 g
ov

er
nm

en
ts

T
ax

 c
u

t 2

In
cr

ea
se

 i
n

jo
bs

(t
ho

us
an

ds
)

80
-1

25
40

-7
7

16
-4

6
8-

15
20

-5
0

R
ed

uc
ti

on
 i

n
u

n
em

p
lo

y
-

m
en

t 
ra

te

0 
07

-0
 1

1
.0

4-
. 0

7
.0

2
-0

4
. 0

1-
 0

2
.0

2-
. 0

4

N
et

 b
u
d
g
et

co
st

(m
il

li
on

s)

$7
54

 $
61

5
85

0-
71

6
91

5-
79

3
98

0-
96

0
94

8-
87

0

In
cr

ea
se

 i
n

lo
bs

(t
ho

us
an

ds
)

90
-1

45
70

-9
7

56
-7

0
26

-3
5

40
-7

0

R
ed

uc
ti

on
 i

n
u

n
em

p
lo

y
-

m
en

t 
ra

te

0.
08

-0
 1

3
.0

7-
. 0

9
.0

6-
. 0

7
.0

2-
. 0

3
.0

3
-0

5

N
et

 b
ud

ge
t

co
st

(m
il

li
on

s)

$4
92

-$
42

5
59

0-
57

0
53

7-
51

0
74

0-
72

0
60

0-
59

0

In
cr

ea
se

 i
n

jo
bs

(t
h

o
u

sa
n

d
s)

90
-1

50
72

-1
00

64
-8

0
3M

O
60

-8
0

R
ed

uc
ti

on
 i

n
un

em
pl

oy
-

m
en

t 
ra

te

0 
08

-0
 1

3
.0

7
-0

9
.0

7-
. 0

8
.0

2
-0

3
.0

4-
. 0

5

N
et

 b
ud

ge
t

co
st

(m
il

li
on

s)

$3
92

-$
31

2
48

0-
15

0
43

0-
39

0
66

3-
63

7
47

5-
42

5

' 
T

h
es

e 
es

ti
m

at
es

 
as

su
m

e 
n
o

 m
on

et
ar

y 
ac

co
m

m
od

at
io

n.
 

If
 t

h
e 

m
on

ey
 s

up
pl

y 
w

er
e

in
cr

ea
se

d 
to

 p
re

v
en

t I
nt

er
es

t 
ra

te
s 

fr
om

 r
is

in
g 

as
 a

 r
es

ul
t 

of
 th

e 
ex

pa
ns

io
na

ry
 fi

sc
al

 m
ea

su
re

,
th

e 
Jo

b
-c

re
at

iv
e 

ef
fe

ct
 w

ou
ld

 
be

 h
ig

h
er

 a
nd

 
th

e 
ne

t 
de

fi
ci

t 
co

st
 l

ow
er

. A
cc

om
m

od
at

in
g

m
o

n
et

ar
y 

po
lic

y 
w

ou
ld

 i
nc

re
as

e 
th

e 
ex

pa
ns

io
na

ry
 e

ff
ec

t 
by

 2
5 

pe
rc

en
t 

or
 m

or
e 

w
h

ic
h

, i
n

tu
rn

, w
ou

ld
 r

ed
uc

e 
th

e 
b

u
d

g
et

 c
os

t 
by

 a
n

 a
ve

ra
ge

 a
b

o
u

t 
$1

25
 m

il
li

o
n

.

a 
T

he
 i

nc
om

e 
ta

x 
cu

t 
is

 a
ss

um
ed

 t
o 

be
 o

ne
-t

hi
rd

 c
or

po
ra

te
 a

nd
 t

w
o

-t
h

ir
d

s 
pe

rs
on

al
. 

If
th

e 
ta

x 
cu

t 
w

er
e 

en
ti

re
ly

 p
er

so
na

l,
 

th
e 

ex
pa

ns
io

na
ry

 
ef

fe
ct

 
w

ou
ld

 b
e 

ab
ou

t 
50

 p
er

ce
nt

gr
ea

te
r 

an
d
 t

he
 n

et
 b

u
d

g
et

 c
os

t 
ab

ou
t 

$1
75

 m
il

li
on

 l
ow

er
.

S
ou

rc
e:

 S
ee

 a
p

p
. 

B
.

S
O
U
R
C
E
:
 
U
.
S
.
 C
o
n
g
r
e
s
s
,
 C
o
n
g
r
e
s
s
i
o
n
a
l
 
B
u
d
g
e
t
 
O
f
f
i
c
e
,
 
T
e
m
p
o
r
a
r
y
 
M
e
a
s
u
r
e
s
 
t
o

S
t
i
m
u
l
a
t
e
 
E
m
p
l
o
y
m
e
n
t
:
 
A
n
 
E
v
a
l
u
a
t
i
o
n
 
o
f
 
S
o
m
e
 
A
l
t
e
r
n
a
t
i
v
e
s
,
 
S
e
p
t
e
m
b
e
r
 
2
,
 1
9
7
5
,

p
.
 
V
.



Some of the more costly programs, however, have other

benefits such as the high value of their output. Table 3

provides in summary form some of the considerations discussed

in Temporary Measures to Stimulate Employment in making

comparisons between programs. While special measures to stim-

ulate employment may be less costly and potentially less

inflationary in the short run, aggregate demand policies are

sometimes viewed as a more neutral way to stimulate economic

growth and create jobs in the long run.

Selective measures are also sometimes criticized when

their timing does not match the need reflected in rising

and falling unemployment. A program which is truly counter-

cyclical should include safeguards to ensure that workers

move rapidly into regular private sector and government jobs

as the economy expands. For instance, countercyclical public

works projects should be designed so that they can be started

up or completed in a short time. In public employment pro-

grams, wages should be lower than private-sector alternatives

(contrary to the provisions of S. 50) to ensure movement out

of temporary jobs when permanent employment becomes available.

Tax incentives and grants that create temporary jobs indirectly

should also be designed with rapid phase-out in mind.

Programs to Reduce Structural and Frictional Unemployment.

When overall unemployment is in the 4 to 5 percent range, a

great deal of the remaining unemployment is due, not to any
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depression in the general economy, but to what are often

called "structural" or "fractional" factors. Structural

unemployment refers to an excess supply of labor in some

sectors of the labor market with a special long-term prob-

lem—for example, a local area which is losing jobs to

other regions or an industry whose output is no longer in

demand. Discrimination in some occupations against racial

minorities or women cause these groups to concentrate their

supply in other occupations, and overcrowding of these

occupations is another form of structural unemployment.

Programs to combat structural unemployment include

steps to increase the demand for labor in depressed pockets

of the labor market and programs to increase the mobility

of individuals out of these pockets through encouragement

of geographic mobility, training or retraining, and removal

of discriminatory barriers, to name a few. Programs of

these kinds might be more effective in reducing structural

unemployment than across-the-board increases in demand that

might have much of their impact on other sectors of the labor

market.

Frictional unemployment refers to short spells of

unemployment accompanying job turnover or initial entry into

the labor force. To some extent, frictional unemployment

represents a normal period of job search for new job seekers
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or for persons who have left a job to seek a better one.—

However, some groups of people change jobs frequently, re-

sulting in disproportionately high unemployment rates.

Unskilled and disadvantaged individuals—among whom blacks

and young people are disproportionately represented—exper-

ience more frequent spells of frictional unemployment than

other groups. These persons tend to hold jobs at the

bottom of the labor market hierarchy and they become unem-

ployed frequently because they are fired, because they quit,

and because they leave and reenter the labor force more

frequently than other workers. Job attachment is weak.

There is little incentive for employer or employee to main-

tain a long-term work relationship since there is little if

any on-the-job training and hence no payoff to seniority.

Job satisfaction is low, and this also weakens job ties.

Increasing job attachment by providing jobs with some

training and chances for upward mobility would certainly be

a desirable component of a program designed to reduce the

relatively high unemployment rates of the unskilled and

disadvantaged. In fact, failure to do so might result in

continued high rates of unemployment for these groups, making

3/ It is sometimes noted that frictional unemployment is
higher in the United States than in other countries be-
cause of higher mobility and greater expectations of the
possibility for advancement in the labor market area.
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a 3 percent adult unemployment goal difficult or even

impossible to achieve. Further, a case could be made

that paying structural program participants a higher wage

than the private economy pays them would increase job

attachment and reduce the frequent spells of unemployment

that characterize their job market experience.

A structural program of this kind could well be more

costly on a per-job basis than countercyclical programs.

Further, if the program is more attractive than private

sector alternatives, workers will be drawn from the pri-

vate sector, increasing the size of the public jobs pro-

gram and driving up wages in the private sector. Over the

longer run, however, this displacement could also result

in improved working conditions in the private sector.

Since so many programs and specific program provisions

are possible within the framework of S. 50, a single cost

estimate for the bill would not really be meaningful. In

some hypothetical average year in the 1980s, the unemploy-

ment goal in the bill might require some 2 million more

jobs than the economy as it performed in 1960-1975 would

be able to generate. The public cost of providing these

jobs could easily vary from as little as $8,000 per job to

as much as $30,000 per job. Furthermore, actual years would

usually not be average years—they would instead include

years of strong private demands when little or no economic
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stimulus was needed and years of weak private demands when

it would take economic stimulus well above the average to

meet the unemployment goals of the bill.

The Inflation Problem

A serious problem of pursuing a goal of 3 percent

unemployment is the risk that inflation will begin to

accelerate as the economy approaches the goal. Unfortunately,

economists' understanding of inflation is too limited to

warrant confidence in precise estimates of the inflationary

risk. The historical record since 1961 is shown in very

summary form in Chart 1. The measure of unemployment in

the chart is the overall unemployment rate, while the mea-

sure of inflation is the rate of change in consumer prices

omitting food and energy, whose prices have not been closely

related to the unemployment situation.

Unemployment and inflation (omitting food and fuel prices)

have generally, but not always, moved in opposite directions

during this period. The 1961-1969 decline in unemployment

was accompanied by worsening inflation through early 1970;

and the 1970-1971 rise in unemployment, by falling inflation.

In late 1971 and 1972, price controls under the Economic

Stabilization Act held inflation down; but eventually, the

1971-1973 fall in unemployment was followed by greatly wor-

sening inflation. The 1974-1975 rise in unemployment was

accompanied at first by rising prices, partly due to the
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Chart 1

Unemployment and Inflation, 1961-76
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Notes: Unemployment is measured by the unemploy-
ment rate for all workers 16 and over,
seasonally adjusted. Inflation is mea-
sured by 2-quarter changes, expressed at
an annual rate, in the consumer price
index less its food and energy components,

Source: U.S. Department of Labor
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indirect effects of higher fuel prices and partly due to

the end of price controls; but later the 1974-1975 reces-

sion saw a reduction in the inflation rate. The early

1976 improvement in unemployment has been accompanied by some

acceleration in consumer prices other than food and energy,

although falling food and fuel prices have kept down the

overall price indexes. I believe no one studying this chart

should remain complacent about the possibility of accelerating

inflation as the economy nears 3 percent unemployment.

Furthermore, the danger is greater the more comprehensive the

definition of "adult" under the bill.

According to one set of simulations we have prepared,

the added inflation associated with achieving a 3.5 percent

overall unemployment rather than the long-term average of

5.0 percent is around 1.25 percentage points in the Consumer

Price Index in the year the target is achieved and around

2 percentage points two years after achieving the target.

In other words, if inflation were 5 percent per year in a

5 percent unemployment economy, it would be 7 percent per

year two years after reaching a 3.5 percent unemployment

economy. Furthermore, if unemployment were to be held at

the 3.5 percent rate indefinitely, the simulations show a

growing inflationary impact. As I noted, these or any other

estimates are based on too many uncertain assumptions to

warrant any confidence in the precise numbers. Perhaps,
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though, they give some indication of the general order of

magnitude of the problem.

It is possible that the careful coordination of employ-

ment programs proposed in S. 50 could reduce the inflationary

risk. Well-designed programs targeted at particular groups

could combat pockets of unemployment instead of spreading

their effects over all sectors of the labor market. Training

programs, if they were successful, could shift workers

from situations of labor surplus to those of labor shortage.

On the other hand, the wage rate requirements proposed

in S. 50 could worsen the inflation threat. Under S. 50,

wages under "employer-of-last-resort" jobs must meet certain

standards; they must, for example, be at least equal to pre-

vailing wages paid by a local government if the local govern-

ment is the employer, and they must meet Davis-Bacon Act

standards in the case of construction jobs. These provisions

could force private employers, many of whom do not now pay

these wage rates, to raise their wages and prices in order

to compete with publicly financed jobs.

The anti-inflation section of S. 50 points to some

general approaches to the reduction of inflationary pressures

due to tight labor markets. These include actions to ensure

adequate supplies of scare commodities, particularly food

and energy, recommendations to strengthen and enforce anti-

trust laws, measures to increase productivity in the private
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sector, and recommendations for administrative and legis-

lative actions to promote reasonable price stability (pre-

sumably some form of price and wage controls or guidelines)

if serious inflationary pressures arise. However, there

is much less focus in the bill on these anti-inflation

suggestions than on the unemployment goal; there is no tar-

get set for inflation as there is for unemployment.

It is, I believe, in further analysis and pursuit of

anti-inflation steps that the greatest hope lies for achieving

the unemployment goals of the bill. Without these steps

there is a risk—not easily quantifiable, but quite possibly

substantial—that the worsening price situation as the

economy nears the unemployment goal will cause a retreat

from the 3 percent goal. The more we learn about dealing

with inflation, the greater the likelihood that we can achieve

the unemployment goals which we all share.


