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School puplls enter tho-Bullding Wednesday for the
Millbrook school's first day. Principal John Yarochowicz, left, greets pupils. -+
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- | & Jobs — what Goldsteln called “metal-bash- .

But nation a
drag on state,

_ Tha Assoclated Press i R ;
iu, ALBANY — New York ls positioned’
““better than most states to emerge from
i therecession, but real recovery awaits:.
3‘ economie ;, Improvements = beyond . the
state's borders, an economist says.
. "New York can go no faster than the
;'national economy,” sald Walter Goldsteln,
, & professor of public policy and Interna-
tional relations at the State University of
+ New York at Albany, "New York cannot
escape from the trends of the national
economy.”

And Goldsteln sald there was little to be
hopeful about on the national economic
landscaxe.

The drain of the national debt is com-
unded by the debt load being carried by

08

RN E{?.,H'l_ ;uﬁmﬁi
"~ Americatt workers'displai
cades-long downturn In. manufacturing:

g" Jobs — continue to flounder, with bo
_ one seeming to have a clear Idea how they

can be productively retrained,

“1f there |s one thing our economy needs
more ... it Is the training of labor,” Gold-
. stein told about 100 people Tuesday night
./ at a forum sponsored by the American So-
clety for Publle Administration. “We have
a ridiculously undertrained, underem-
- ployable work force.” ]

" He sald thete are signs that the United
States will come out of the recession as
Europe did from downturns of the 19708 —

- with a “no-growth recovery." Jobs that

eding tickets down 70%

compared with 578 during the same period
last year.
Statewlde, troo
fewer speedin
weekend over

rs wrote 25 percent
tickets this.Labor Day
t. Capt:-Thomas Larkin

said the numbers don't necessarily rep-,
resent a diminished effort. Wi

“It {s and It isn't. Last year we had a
speed enforcement detall that we didn't
have this year,” Larkin said. ,

Last year, he sald, between 18 and 25
extra troopers were assigned to the detall,
which included aerial survelliance and tar-
geting of specific roadways. Larkin said he
did not know how many extra troopers

were on the road this past weekend.

Larkin and others denied that troopers
made a concerted effort to write fewer
tickets because of a contract lmpasse that
has been dragging on for .the past 18
months, saying that poor weather — and
the accompanying decrease In traffic —
also contributed to the decline.

“Obviously, we're golng to monitor that
(possibility),” said state police Col. James
McMahon. “We take traffic safety as a
serjous responsibllity.”

State police Police Benevolent Associa-
tion officials did not return repeated calls
Wednesday.

have been lost in the last few years will,
{or the most part, stay lost, he said. Many

reotrle turned out of their jobs will have to
ind new careers. .

“There Is no Increase In jobs and there
is not likely to be,” he said.

In fact, he added, “‘One of the things that
we have to get used to is that things could
get worse.”

Despite that gloomy assessment, Gold-
stein said New Yorkers have reasons for
optimism that those in other states don't.

“New York could be positioned for a
relatively strong comeback if the national
economy rebounds in the next couple of
years," he sald. .

Small- and mid-sized companies In New
York have done better than thelr coun-
terparts in Western states at drumming up
business, he contended, and added that
New York's work force |5 generally more
skilled than the national average.

N.Y. poised
for rebound
in economy

pessimistic
By Alison Bethel 'y
Poughkeopsio Journal . %! ¥
" Utiless the Incoming’ federal. ac:
- ministration shows some “real con-,
. cerns” about turning the economy
" around; not only will there be little
hope for a recovery, but even less
hope for New York state, sald a-
noted local economist. X
Disagreeing with the assessment s
of Walter Goldstein, State Universily =
of New York at Albany professor of
rubﬁc policy and international rela-
jons, economist Dimitri Papadimi-
triou sald Wednesday:
“The economy's sluggish pace will

[ going to be & recovery: w:me*'*l‘*‘e- okt

‘. the evidence there," sald Pa 4

change very little — or even slow —
actually, in the next half of the year.

I don't see any signs thal there ls
:z“For' anyone'ta ay \that: (here (% |:hes
vechvery, I dou't bcfl.evimhh’iij j 4‘%
triou; executive director. of The Je | %%
rome Levy Economics Institute at 4
Bard College in Annandale-on-Hud- :

son.

Papadimitriou comments came In
response to a speech by Goldstein in
which he said New York state is po-
sitioned for "a relalively strong
comeback" |f the economy rebounds
in the next two years.

Goldstein also predicted a modest
economic recovery by the end of the
year or early next year — a possibil-
ity Papadimitriou doubts.

“Opce the summer jobs end, un-
employment will be high again," he
saig. ‘"The deficit is going to proba-
bly be higher because there wi 1bea
reduced federal tax refund. If there
are going to be fewer refunds, then
there will be less money to spend,
lower demand and therefore not an
economic recovery ... And cor-
porate profits also will be sliding.”

Papadimitriou did say, however,
that If some major action were taken
by the federal government, the state
would be "a primary candidate to be
the beneficlary of the government
action because we are positioned
well in terms of the number of Indus-
tries we have ., . . And let's not forgel
the educatlonal sector, which Is quite
substantial in New York. But they
(the federal government) would have
to take some major action.”




RECEIVEN A6 2 1 1982

HOWARD J. RUBENSTEIN ASSOCIATES, INC.
1345 AVENUE OF THE AMERICAS / NEW YORK, N.Y. 10105
(212) 489-6900 / FAX: (212) 265-3278

22,50 « ALIGUST 24, 1992

The Bottom Line/Christopher Byron

SLOWLY

SUBMERGING NATION

THE ELECTION WON'T CHANGE IT

“We all squint at monthly and quarterly
changes," says Dalio. "So we fail 1o observe

WHEN [T COMES TO THE ECONOMY, WILL IT
make much difference who actually ends
up winning in November? To heor Bill
Clinton el it, only the Democrats have a
program capable of turning around twelve
yeurs of Republican neglect, George Bush,
of vourse, will tell you that the real reason
for the cconomy’s s isn'l Republicim
negleet butl a Demucratic Congress that
has refused 1o enact almost any economic
bill the presidemt hus sent it

But step back a bit from the day-to-day

noise of the political campaign, and look

at the larger picture. What one sees is evi-
dence of an ecanomy that is not going to

. how our relative living standards are declin:

ing as against those of other nations over
long time frames. Countries evolve at about
the same rate that children grow—you can
never see it happen, but befare you know it,
major changes have occurred,”

In Dalio’s view, strong economic
growth is a [unction of three things—
clicap lubor, high savings and investment,
and hard work—and the U.S, has been
short of all three for decades. " Politicians
promise painless solutions," says Dalio.
“But the truth is, they don't exist.”

David Levy, director of forecasting for
the Jerome Levy Economics Institute, as-

drag on the economy has to do with some-
thing that no one can really do much
shout: The private sector is basically fully
invested. Spending by business accounts
for the overwhelming bulk of capital in-
vestment in the cconomy, and as the data
plainly show, the nation has all the fac-
tories, office buildings, shopping centers.
and $o on that it's going to need for many
yeurs Lo come.

“Capital investment is by far the most
important element in keeping the econo-
my growing in & healthy way,” says Levy.
“Yet since 1985 we've been experiencing
chronic weakness in this area, and it's
been gelting steadily worse. It's now at
the lowest level since World War 11, and

A DECLINING ECONOMY

there's no reason to think the trend
won'l continue.”

Data supplied by Bridgewater
Associates underscores the prob-
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lem. Generally speaking, the fast-
est-growing economies in the
world are also the ones with the

1970s '

41
|

greatest per capita investment in
business: Singapore, Korea, Malay-
sia, and so on. But of the world's
30 largest non-Communist econo-
mies in 1990, the U.S. ranked a pa-
thetic twenty-cighth in capital in-
vestment as a percent of gross
domestic product, behind even
such economic baskel cases as
Chile and Greece.

Last week, | checked with 1BM
to see what that company's capital-
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improve to any significant degree, no mat-
ter who becomes president. There's an op-
portunity in this situation, for as I've ar-
gued before in this space (*"The Bottom
Line: Strike Up the Bonds," February 24),
slow growth is bad for stocks but good for
bands—and slow growth looks likely to
be with us for some time to come.

How long? Real long. As the chart on
this page shows, over the past 52 years—a
half-century of history in which the U.S. has
been led by ten presidents—the growth rate
of the U.S. economy has relentlessly slowed
except for a bump in the sixties caused by
superheated spending on Vietnam.

From such evidence, cconomists like
Ray Dalio of Bridgewater Associates, 2
leading pension-investment firm, draw
the obvious conclusion: The U.S. is no
longer the pacesetier of world economic
growth. Rather, it has become what might
be termed a newly submerging nation,
mired in a bog of long-term structural de-
cline—something that Dalio can be clo-
quent about.

sociated with Bard College, also thinks
the politics of the campaign is obscuring
the big picture. “When you consider what
needs to be done to prevent the outlook
for the economy from getting any worse,
it makes a great deal of difference who the
next president is,” he says. "'But in terms
of major trends, there's no question that
we're in a period of slow growth that will
go on for years."

Levy argues that budget deficits are not
necessarily bad on their face. He says, for
example, that public-sector deficit spend-
ing for things like roads, bridges, and edu-
cation is badly needed to offset declining
investment by the private sector. He is
one of the most vocal economists (o urge
that national accounts be divided into
capital and operating budgets. This way,
taxpayers can insist that operaling ac-
counts be kept in balance while permit-
ting borrowing for capital projects—that
is, for the kind of long-term investments
for which it makes sense to go into debt.

Unfortunately, in Levy's view, the real

spending plans were for the year
ahead. A company spokesman confirmed
the trend that Levy described for the
economy as 8 whole: The company’s capi-
1al spending began to level off in the late
eighties and now is beginning actually to
decline. In 1993, according loa forecast
by the Value Line investment survey,
spending by IBM on new plants. equip-
ment, and production facilities is expecte
to shrink by 6 percent, t0 $5.6 billion.
All sorts of euphemisms have been trot-
ted out to describe this process of cutting
back on spending and investment—down-
sizing and restructuring, to name but two.
Yet every dollar not spent by one company
is o dollar not earned by some other firm.
More than that, when the cutbacks come in
investment spending, the lost opportunity
for greater output by a firm spreads out into
the future for years to come, crimping
growth for the entire economy.
Economists cite a number of political
and social forces that converged in the
seventies and eighties to mask this trend.
When inflation exploded in the seventies
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and family budgets began to be squeezed
sharply for the first time in the postwar
cra, housewives by the millions entered
the work force. But, says Dalio, that
growth is now over, and women entering
the work force are mainly replacing those
who leave. In the late seventies, as oil
prices exploded, there was also a one-shot
surge in business investment for such
things as drills, rigs, and refineries. But,
says Levy, that trend, 100, is now long
since over.

Where, then, is the hope for tomorrow?
Many experts see a reason for oplimism in
the millions of immigrant workers clam-
oring to enter America and work hard for
low pay. But no one seriously contends

< that immigration alone can turn this econ-

e

omy around, and the spending plans of
Clinton and even Bush aren’t likely to do
the job, either.

As a result, economist Dalio counsels
taking a lesson from history. *“The rise and
fall of civilizations can be traced to their at-
titudes toward work and debt,"" says Dalio.
“When countries are poor and think of
themselves that way, they save their money,
and capital goes into investment instead of
consumption. As a result, their econormies
grow rapidly.” That, says Dalio; is what is
currently happening with the fast-growth
economies of the Pacific Rim.

After the first stage, though, comes the
next—when countries at long last get rich.
The trouble is, they begin behaving that
way, and consumer debt rises while every-
day people take to driving around in Mer-
cedes-Benzes. In Dalio’s view, Japan is
now entering this phase even as the us.is
now leaving it for the third and penulti-
mate phase of the cycle—the one in which
countries start getling poorer but don't
want to admit it.

The final stage of the cycle is reached
when countries at last wake up to the bit-
ter truth that they're no longer rich and
once again begin saving and investing be-
cause there's simply no other choice. Ar-
gentina, which ecarly in this century en-
joyed one of the world's more robust
economies only to see it frittered away in
the excesses of Peronism, is & good exam-
ple. The U.S., says Dalio, is an example of
a country agonizing over whether to face
up to what lies ahead if it doesn't change
its ways.

Where does all this leave the individual
investor? Six months ago, I argued that
the cconomy was in a box and that low
growth in the nineties meant that “bonds
will almost certainly outperform stacks."”
Since then, the stock market has barely
budged, but the bond market has
bhoomed, returning investors nearly 10
pereent on their money in little more than
a half a year's time. And here's the good
news: Il experts like Dalio and Levy are
right, this is an opportunity that's going to
go on rewarding investors for years to
come. ]



- Poughkeepsie Journal

BUSINESS

Local people 2
Local stocks 2
Classified 8

SUNDAY, AUGUST 16, 1992

Bard economists

By Allson Bethel

Poughkeepsie Journal

Want an end to this recession — and
quickly? Don’t bet on it, scholars at the
Jerome Levy Economics Institute at Bard
College predict.

Economic conditions likely will go un-
changed until the end of the year, they
said.

There is little reason to believe the re-
cession will ease as quickly as the federal
administration would have its citizens be-
lieve, according to Dimitri Papadimitriou,
the institute’s executive director. Parts of
the problem, said the experts, include a
lack of consumer confidence, wages that
don’t go far and banks that don’t lend
money.

Economic indicators are being misinter-
preted and misrepresented, they said. The
reality is people find it harder to step to-
ward the American Dream.

“People are finding it hard to have a
car, to send their kids to college,” said
Hyman P. Minsky, Levy Institute distin-
guished scholar. “Before the Reagan era

. if you had a regular blue-collar job,
that was a reasonable expectation. Now
that isn't.”

Real weekly earnings of blue-collar

see tough

Fal !

1

Margaret Flitsch/For the Poughkeepsle Journal

Bard College Levy Institute economists Hyman Minsky, left; Dimitri Papadimi-
triou, center; and Randall Wray offer views.

workers have fallen 20 percent since 1973,
according to Randall Wray, resident
scholar at the institute and an assistant
professor at the University of Denver.

Real earnings stand at 1959 levels, he
said. In fact, studies show average weekly

earnings for Dutchess County manufactur-
ing jobs decreased nearly 8 percent be-
tween June 1991 and June 1992.

Studies of the second quarter seem to
validate the opinions of Minsky, Wray and
Papadimitriou.

road, need

for repair

By June, Dutchess had lost 6,800 jobs
Ulster had lost 3,300 and Orange had los
1,200 from June 1991.

Most disheartening, the economists said
is that one of seven New York City resi
dents, or 1 million people, were receivin|
some sort of public assistance as of July.

And, said Papadimitriou, the econom
grew by 2.9 percent in the first quarter
but dropped by 1.4 percent in the second.

Needed: Government action

Those statistics, he said, will not chang
unless there is government action to stim
ulate growth. )

“Unless that happens, the trough ma
go even lower,” said Papadimitriou, adc
ing that the investment community
waiting to see some kind of program fror
the federal government to help the ecor
omy get back on its feet.

“Unless you see that, one will not see
growth in the economy,” he said. “We'r
stuck unless there’s a unified econom:
program to bring us out of this . . . I thir
consumer confidence can be raised if the:
is some glimpse of hope. But there’s not|
ing out there.”

To make matters worse, Wray said, co
sumers continue to repay debts they i
curred in the ’80s. He said 17 percent
after-tax income is going to repaying deb
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Only a Pollyanna
would fail to see
reason to worry

IT 18 starting to look like time to resume serious worry-
ing about the economy.
Evidence abounds: IBEM offers an attractive early re-
tirement package in hopes of shedding 20,000 workers,
and 32,000 accept; a small upstate community is devas-
tated by Smith-Corona's decision to move a manufactur-
ing operation to Mexico; preliminary data show that sec-
ond-quarter Gross Domestlc Product growth fell to one-
half the weak level of the firat quarter.

= True, I'm cherry-picking
examples to make my
point. True, there are data
from which you can draw
some hope. But, you've got
to be Pollyanna or on some
| other planet not to smell

: * the worry and trouble.

Help from Washington? Don't bet on'it. The President is
behind in the polls, and beginning to remind me some-
what of & rabbit who's been running flat out for a long
time and still hears the dogs close behind. :

Even in better times, the Darman-Brady-Boskin-
Baker braintrust wasn't hitting economic home runs.

The strategy has been to force interest rates down.
They're down. The recovery is stumbling at best, over at
worst. Money can't get much cheaper. )

Now, with virtually all the cards dealt, desperation may
prompt some unusual plays.

Consider the sale of F-116 fighter jets to Taiwan. It may
be a good economic idea, it may be a bad economic idea. It
can't be both. The President has opposed and blocked sell-
ing the Taiwanese these jets. So, the Taiwanese have let it
be known that they are seriously considering buying
French-made Mirage fighters instead.

On Wednesday General Dynamics, which makes F-116s
in a Fort Worth plant, said it will lay off 5,800 workers be-
cause it can’t do the deal with the Taiwanese.

On Thursday the President, whom you remember calls
Texas home and is running against another Southerner,
gave an interview to the Texas state radio network, He
gaid he is going to reconsider his decislon not to let the

Taiwanese buy F-116s. Lest there be any doubt about this
little-reported story, White House spokesperson Judy
Smith confirmed it for the Associated Press. “We really
are going to reconsider,” she sald.

The point is simple. If 5,800 Texas jobs can prompt re-
consideration of such important policy decisions as inter-
national warplane sales, imagine what may happen if the
White House decides that Michigan — with all those un-
employed auto workers — is a must-win state.

Why, the White House might finally smarten up and
play hardball with Japanese automakers. Desperate men
make desperate moves, but sound economic policy is usu-
ally not born of desperation.

However, even if the puzzle palace on Pennsylvania Av-
enue keeps its cool, it may be too late to avold more seri-
ous blood-letting inthe economy.

I'm hardly the only one who is worried. Consider the fol-
lowing from Industiry Forecast, the excellent newsletter
produced by David A. Levy and § Jay Levy in Chap-
paqua, Westchester County.

“The federal deficit, which swelled in the first quarter,
boosting profits and growth, failed to provide further sup-
port in the second quarter. Aggravating matters was
America's trade performance, which took a decided turn
for the worse. The expanding trade gap and the end of the
surge of the Treasury deficit, along with ongoing contrac-
tion of nonresidential construction and increased con-
sumer saving, are terminating the 1992 recovery."”

The Levys, independent economists not burdened with
having to make a case for any investment or the pur-
chase of any consumer goods, have a good record of cor-
rectly predicting the economy. .-

Right now, they believe the country is in a "contained
depression” and they don't see significant Improvement
soon. Among their forecasta:

M “We continue to expect yields on long-term Treasury

+bonds to fall to 6.5 percent or leas and on three-month bills
toshrink below two percent in1993."

H "Recent employment declines and shrinking wage
raises are ominous signs. 1082 Holiday sales will fall be-
low stores’ modest expectations.”

M “We hold to our forecast that profits will sag in this
half and be sharply lower in the first half of 1993. Next
spring, the 1992 fiscal stimulus provided by the decrease
in withholding tax rates last March will be reclaimed in
one fell swoop by the Treasury. Higher tax payments and
lower refunds will reduce the deficit — and proiits."
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Will profits flatter only to deceive?

EE  DiID CORPORATE PROFITS peak in the second
quarter? That’s the view of respected economist
S. Jay Levy, chairman of the Jerome Levy
Economics Institute of Bard College. Based on
his analysis of the flow of funds in the econo-
my, Levy thinks profits will now generally de-
cline, at least through the first half of 1993.

That would be a depressing reversal from
what happened in the first quarter of this year.
According to the Commerce Department’s
Burcau of Economic Analysis, preliminary esti-
mates,show that pretax profits from current
production for all corporations increased by
$31.4 billion in the first quarter,.to an arinual
rate of $355 billion. This was up from a $9.6
billion increase in the preceding quarter and,
says the BEA, it was the biggest quarterly jump in
almost five years.

But, cautions Levy, that first-quarter jump
was from a low point caused by the recession,
and most of it was the result of higher govern-
ment deficit spending in the first quarter. “The
surge in public spending has receded, and
there is nothing to replace it,” he says.

The consensus view of the 52 economists
surveyed by the Blue Chip Economic Indicators
is that profits for 1992 as a whole will increase
by 18%, and by another 13% or so in 1993. But
more caution. Warns Blue Chip’s Randell E.
Moore: *“This forecast swing may exaggerate
what’s actually happening to profitability.”

Both Moore and Levy point out that
another important factor in the profits uptick
has been corporate cost-cutting, mostly by
downsizing and laying off workers. And where
business is picking up, rather than adding work-
ers, companies are working existing employ-
ces longer. The average workwecek has recently

All that, the economists say, works to de-
press consumer confidence, and therefore eco-
nomic demand.

“The whole economy looks rather shabby
right now,” says Levy. And now predictions for
economic growth in 1993 are being pared
even from carlier measly forecasts of around 3%.
Undl the economy gets a burst of life from
somewhere, there is zero possibility that profits
will show the 40%, followed by 24%, jumps
that they did in 1983 and 1984, in the carly days
of the last big recovery.

There are some consolations buried in to-
day’s slough of despond, however. All of the
painful cost-cutting is resuiting in a much
more competitive U.S. economy. Witness the
U.S.’ improved trade performance. Inflation
remains firmly under control. Wage increases in
the private sector remain modest, and in most
cases below the inflation level. (The public sec-
tor, however, is a different story—see page
38.) The prices paid for industrial raw materials
are inflating at under 2% a year. And competi-
tion from forcign suppliers makes it hard for
companies to raisc prices.

That, of course, is why nominal corporate
profits are not rising very fast. Butitisilluminat-
ing to look at profits in real terms, too. This
shows that the latest recession has truly been
mild. In real (1987) dollars, corporate profits
bottomed last year at $262 billion. That was
miles better than the $181 billion nadir in
1982 at the bottom of the last recession. This
year profits are expected to hit an annual rate
of around $300 billion, and maybe $327 billion
next year.

That is actually better than in any year,
except for 1987 and 1988, at the absolute peak
of the Reagan growth period. ]

been at its longest since the mid-1960s.
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Taking air out

of the recovery

The great American debt binge of the 1980s s
preventing the economy from gaining altitude

Greenspan is an old hand at dis-

arming his critics and calming the
panicked. Bul he wis on the defensive
last week during a tense trip Lo Capitol
Hill to deliver the Fed's assessment of
an economy that scems 1o be melling
down just as the presidential campaign
heals up. Senate Demaocrats charged
that the economy is “wounded and
struggling” and subjected their witness
to a bruising interrogation. Greenspan
gamely insisted that the recovery is
gaining momentum but acknowledged
that the economy is suffering through
“an extremely painful transition.”

Even the unflappable Greenspan
cannot dismiss the vexing and painful
question of this stagnant summer:
What's wrong with the recovery? Fac-
tory cutput, which surged an average of
4.1 percent in the recovery years of 1971,
1976 and 1983, has inched upward just
0.8 percent this cycle. Employers, who
created a blistering 358,000 jobs per
month in the 1983-84 recovery, haven't
added one net new job in the lasi year.
Unemployment now stands at an eight-
year high of 7.8 percent, and the Demo-
crats smell blood. Last week, the Bush
camp lashed back, hinting at a new eco-
nomic recipe of its own and labeling the
manifesto of Democratic nominee Bill
Clinton “smoke and mirrors.” But can

chcrul Reserve Chairman Alan

Bush really talk? The president’s ap- |+/

proval rating for economic policy has
plummeted to a piddling 18 percent.
And no wonder. The cconomy grew al a
miscrable annual rate of 1.1 percent
during Bush’s first three years in of-
fice — the worst record since World War
11 —and the federal debt has exploded
by 57 percent to $4.1 trillion.

As Greenspan noted in his testimony,
this recovery,is different from any in the
last SO years, and the dominant differ-

ence is debt. The nation’s total debt from
consumers, businesses and government
more than doubled in the last 10 years to
$11.3 trillion. But in a development (hat
defies postwar credit history, the econo-
my has been unable in this recovery cycle
1o “reliquefy,” ‘or pay down debt and
position itself for fresh spending, Econo-
mist Bruce Steinberg of Merrill Lynch &
Co. estimates that the nation’s debi
dropped by 3.4 percent in the 1973-75
recession and by 4.3 percent in the 1979-
81 downturn as Americans paid off loans
and relied on high inflation to shrink
their remaining 10Us relative to rising
prices and incomes, The current cycle, by
contrast, has seen real debt deciine by
just 2.3 percent.

Dangerous debt. Trapped by stubborn
debts and recalcitrant bankers, con-
sumers and businesses cannot embark
on a fresh round of borrowing neces-
sary to spark new production and
hiring. Although no one wants to
repeat the reckless leveraging of
the 1980s, prudent credit is the
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Tied down by debt 8

Excessive bommowing by
households, corporations and the
federal govemment in the 1980s
helped cause the recent recession
and has left all sectors of the
American economy with exceedingly
high debt burdens. Until these
onerous credit obligations are worked
down, new debt will continue to grow
slowly and the recovery will languish.

\




i low liftoff" s fulerum that boosts housing, autos and

st recoveries, many consumens and comparies ook on business investment. Says economist
s ‘ﬁ};;‘;ﬁl 4 l:\‘liiﬂﬁllﬂﬂ's n'm;ﬂf‘c"fio'ﬁﬁnes - David Levy, “Credit cxpansion is not

i . o, .
Yicummant recovery, however, with the ecanomy, stll only a normal part, 1S an essential
fim by heavy debt 10ads, real debt has grown part of a growing cconomy.” And yet
33 gg%  the nation's past debts stand in the way

Y.
of future growth. “Debt is the major

impediment to & robust recovery,
says economist and money man-
ager Henry Kaufman, “There is
simply no precedent for this in
i3 our postwar experience.”

‘ As the nation faces these

uniguely troubled times, it is
g0 unclear who—if anyone—
can rescue the beleaguered
-cconomy. Consumers, who
account for two thirds of all
ending in Ammerica, more

than doubled their debt
loads in the last 10 years to
some $4.1 trillion and now de-

s vote almost 20 cents out of ev-
ery dollar of disposable income

1o debt service, up from 15 cents

a decade earlier. People appar-

ently slept easily with growing

debt burdens in the 1980s, because
their homes appreciated almaost

percent annually and their dispos-
able incomes rose & healthy 3 percent
every year. Bul disposable ncome, af-
ter slipping 0.1 percent last year, is ex-
cted to grow just 2 percent this year,
and household net worth actually
dropped slightly in the first quarter of
1992, for the first time in at least 30
years. aConsumers don't feel wealthy,”
says Robert Johnson of Purdue Uni-
versity. “A home they bought for
£150,000 isn't worth $150,000 now.
That's depressing, and they don’t feel
like spending money.”

This combination of debts from the
past and stagnation in the present makes
consumers wary about borrowing against
the future. Consumer installment bor-
rowing, which spurted ahead by some 12

ercent in the econOMIC Fecoveries of
1976 and 1983, has actually slipped 14
percent in the Jast year as anxious con-
sumers have begun 10 p2y down uncom-
fortable debt balances. Even with the ad-
dition of new mOrigages and home-
equity loans, Lotal household debl grew
just 4 percent fast year, the slowest pace
on record, says Merrill Lynch's Stein-
berg. Total consumer spending, which
typically jumps 3.5 percent in the early
stages of a recoveny, has climbed just 2.1
percent in this cycle.

American business, whose invest-
ments account for about 13 percent of
the country's spending, is making better
progress than American households in
paring down debt. In the year that ended
last March, husingsses trimmed  their

45



debit loads by $15 billion 10 less than $3.5
rillion, the first time in at leust 15 years
that business obligations had shrunk
yeur over year. syill, corporate debt re-
tmains cqual to nearly 38 percent of gross
domestic product, the highest level in at
lcast 25 years. And interest payments,
though they have fallen from their 1990
peak, still consume almost 25 percent of
corporate cash flow, compared with
shout 20 percent 10 years ago.

Battered balance sheets. Chiefl finan-
¢ial officers might be congratulating
themselves for their debt-reduction ¢l
forts, but they still must cope with badly
battored balance sheets. For one thing,
much of the debt on corporate books
roudy was incurred in poorly conceived
speculative ventures. But shrinking assel
values and corporate profits, which have
fallen lo 2 percent of gross domestic
product after interest payments are tuk-
en put — the lowest level in more than 30
years— have seriously reduced the eco-
homic viability of many of these deals.

The rtesult is that bank lending 10
business is lagging well hehind the pace
of normal recoveries. Bank loans for
commercial and industrial projects,
which grew 1 percentin the 1976 recovery
and 5.5 percent in the 1983 recovery, have
actially skidded 4.5 percent this year.
Cautious banks are pouring money into
the safe securities of the U.S. govern-
ment instead, and bank investments in
government securities now equal 97 per-
cent of commercial and industrial loans,
the highest ratioon record, according o
Carroll McEntee & McGinley Inc., @
New York securities firm.

Corporate debt-service cosis might
have fallen even further if business
weren'l paying a huge price for the fed-
eral government’s staggering budsget
deficit, estimated at a record $333 bil-
lion 1o $400 billion this year. These
wroubling numbers have kept long-term
interest rates hovering between 7and 8
percent, or an unusual 4 percentage

ints above the inflation rate. Wash-
ington’s deficil is expected to remain at
uncomfortable levels in the near future,
and this means that real long-term in-
terest rates could very well stay at his-
toric highs despite the {ragile economy.

Eventually, Chairman Greenspan in-
sists, consumers and businesses will trim
their debt loads so that vigorous new
spending can begin and a robusl recov:
cry can unfold. But eventually is @ long
(ime for business owners whose cash
registers aren't ringing, for workers who
are standing on swelling unemployment
lines and for a president whose own job
security is now very much in doubt. @
e

BY DAVID HAGE
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m ON THE ECONOMY ' By JOHN LiSCIO
To have and have not

T his is an open letter to the 10 million unemployed | try executives estimate’at least 50,000 Aobs will be elimi-

uly 20, 1992

and the hundreds of thousands who will soon join nated this ycar. Braniff Airlines went down for the third
their ranks. Don't believe anything you see Of hear | time, throwing at least an additional 2,000 peo! le out of
about the economy being in recovery. I know you have | work. McDonnell Douglas Corp. said that 40, work-
read a lot about it in this very space, but the last several | ers will be laid off if the sale of 72 F-15 jet fighters to
weeks' worth of data strongly suggest it was just another Saudi Arabia is nixed. New Jersey said it must trim thou-
false dawn, Recovery has become nothing more than a | sands of government jobs to close its budget gap, and
term that the fat cats on Wwall Street use to keep the the National League of Cities reported that 54 percent
money pouring into the financial markets. As far as of 620 cities and towns are operating in the red. That's
they're concemed, the weaker the recovery, the better. A | up from 52 percent last year. The Children
sluggish economy keeps pressure on the Federal Reserve * Fund found the number of poor chilliren increased by 1
to push down interest rates even million to 112 million. between 1979 and
further, which lures more moncy 1989, a period that does not encompass
out of maturing certificates of Walfare for the rich \he current recession. The child advo-
deposit and into the stock mar- The Federal Reserve Board cacy group's study of U.S. Census
Ket. As long as business condi- ﬁ&“ﬁﬁaﬂ‘;‘}ﬁamm data showed child poverty in-
tions remain too sluggish to pro- since February 1989. Blue-chip creased in 33 states and that 17.9
duce new jobs, there’s no threat stock prices have jumped 4 percent of kids under 18 are poor.
of wage inflation, which makes gﬁ“"‘ over this suetch, So I ask you, if the recovery was
bonds a good deal as well. hém“n:mm‘ weak to begin with and the
If you feel lousy, it's with good z news keeps getting worse, how
i can it still be & recovery?

reason. Corporate America has
Yet the newspapers persist

been maximizing shareholder '
in calling it that, despite all the

value on the backs of the work-
ing stiff ever since the man who discouraging news on durable
goods orders, housing, con-

thinks a bar code is a trendy Way

to signal for another gin and ton- sumer credit, chain-store

ic moved into the White House sales and money sup-

a1k years ago. IUs a ghoulish sce- ply. Some goofy
apologists for sup-

nario. Easing credit is supposed q 2
y-side economics
Ta all of the blame

to spur reasoned investment,
but the nearly 70 percent reduc-
tion in short-term rates engi-
neered by the Federal Reserve
since February 1989 has done
nothing but stimulate frenzied A fuzzy logician at a
speculation. Blue-chip stocks have ad- prominent  think
vanced 45 percent over that stretch, but . tank cited the “cruel
payroll employment has inched up a fraction of 1 per- | costs” of raising the minimum Wage. And one muddled
cent, leaving more than 3.7 million people who have en- mind even went as far as to assert that the main problem
tered the labor force since that time without jobs- The | with the employment situation is that too many peo le
chasm between stock prices and job growth stretched | expect to find jobs. Don't you get it7 The only thing be-
even wider as the Fed turned more aggressive in lower- tween you and a better tomorTow is a diminished expecta-
ing rates. Between October 1990 and July of this year—a | tion or (0.
period that saw the Fed drop the discount 12 less than WMMM
seven times—the Dow Jones industrial average soared MWWMMLMWEQ%
1,000 lYlmms. while nonfarm payrolls were winnowed by i appaqua, N.Y., some fwo years g0, The:
12 million. Billie Holiday had it right: Them that's 8oL
shall get; them that's not, shall lose —and in ever increas-
ing numbers. It's a progression that can end only in so-
cial upheaval, How can we bequeath a massive federal
deficit to our descendants and not create the jobs they
need in order to make the payments? :
More job cuts. I know it's small solace for all you folks | husiness overcapacity, deflation, unemploym E
struggling just to make ends meet, but let’s hope there’s ial i
strength in numbers. The strength 10 demand a new It's time for all of us to face up 10 the sad truth. The
deal. Mobil, Amoco and Unocal announced permanent cconomy isn't accelerating, it's just circling faster and
staif reductions totaling 11,600 last week, while oil-indus- faster around the drain. 2]

for the stagnant job
market on the failure to
cut the capital-gains tax.
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Survey: Small fi feel recession blues

By Edwin B. Lake Upstate business owners were the most he said.
Poughkespsie Joumnal ptimistic — 41 percent believe the reces- “They have to do something to put
gmall and mid-sized New York state sion will last for another year,’ while 35 tiiemselves back into competitive posi-
businesses may be breathing easier, most percent gave the recession six months or tions,” Rudoy said. “1 think companies will
of them still hear the footsteps of the re: more; 20 percent said it will extend for one pave to look at their clients in a different
cess;“ b:t;indmth%n. according {9 3 POU b thren ORI TIO™ wa%i;y must respond accurately and effi
conducted for the i i 0 =
O eaking cump::;l’-‘manclal Group, 2 a.;m plan changing gen%g to u,iu customers’ needs; gonedarcz
Some 94 percent of those res nding to ut some business and economic ex- e days when a company can procu
the Fleet e ork Poll said they ding 0 perts who examined S raults did not line 80 and expect there will be ready buy-
the Fleet son is continuing — 2 drop of 93 up behind the findings. ers.hesald e Papadimitriou. ex
percent who said “yes” to that question in “My feeling is we are dealing here With  ecutive vice resident ofalgard Colle ue. and
last December’s survey. Interestingly, 84 more than a recession,” said Elliot Rudoy, executive digeetor of the JemmegLe
Pﬁ;“:é&?*."“"ﬁ:ﬁ“ﬁd afﬂ;‘s’m‘* dean °;g°?§“t:1ht¥ services and gpﬁc'lﬂl e omics Institute, said he feit the fone
r n is con own r- programsatbu ess Community College. :
cent from last December. % P RI gluk we're dealing with atzwhole %e- of e oo war; slanted toward exe¢
The poll, conducted for Fleet by Penn & structuring of the way business and indus-  “New York state has been hard hit.
Schoen Associates of New York, indicated 'Y operates.”

53 percent of those surveyed think the re= The recession has created a change in improvement, the signs indicate 2 very
cession will last another year or more. the game plan that businesses must follow, weak recovery,” he said.
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ESTATE NO WONDER THIS
LUMP IS REBOUND FEELS

CONSUMER

JUST AREN'T BALANCE SHEETS

LOST JOBS
COMING ARE WORSE THAN S
T DEEPENING I LIKE RECESSION




WLUSTRATION BY PETER KUPER, CHARTS BY RAY VELLA/BW

POWERFUL BARRIERS 70 GROWTH ARE KEEPING THE ECONO

or a brief time this spring, it
looked as if three years of eco
nomic stagnation, including two
quarters of outright decline, were over.
The economy ‘expanded for four quar-
ters in a row, housing was reviving,
corporate profits were zooming, and
consumer confidence Was rebounding.
The classic upturn in the business cycle
seemed to be unfolding, just as in the
prior eight recoveries since 1949. Ameri-
ca was getting back off the canvas.
Yet as spring began to turn to sum-
mer, the numbers somehow weren't
falling into place. With 2.7% growth in
the first quarter, the economy should
have created 200,000 jobs, enough to

keep recovery on track. Instead, private
payrolls declined. And April and May
brought further hints that business was
reluctant to hire and consumers were
hesitant to spend. It was June's jobless
rate, though, that shocked business ex-
ecutives and policymakers around the
world: Unemployment surged to 7.8%,
and payroll employment
nose-dived by 117,000,
erasing almost all the
private sector job gains
since the turn of the
year. Suddenly, in-

’ AN 9 WAY
A BILLIONS OF 1987 DOLLARS
+..FACTORIES ...AND COMPANIES
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MY IN LOW GEAR

stead of expanding, the U.S. economy
appears ready to stall out, just as it did
last summer.

What's going wrong? Everyone knew
that the financial excesses of the 1980s
had left behind some structural barriers
to growth. But the economy's long-term
problems are turning out to be far

DATA: COMMERCE DEFT,
FEDERAL RESERVE, LABOR
DEPT, DRI/MCGRAW-HILL



started to hire at this stage of the busi-
ness cycle. But not this time. Unable to i BANKS
raise prices in today’s disinflationary e

environment and battered by global PROFITS ARE UP
coergeﬁticnédcompanies feel that they SHARPLY—A

n to shed even moreé workers in or-

der to survive. Since the June drop in RESULT OF FALLING
employment was announced on u\ymé : " RATES FOR

Amoco Corp. said that it will cut 8, ' s ' S =

‘sbs by the end of 1993, Aetna Life & ' DEPOSITORS AND

Casualtyﬂ(;c;&mg giant insurance ogomi o _ : . THE CONTINUED
pany in ord, will eliminate 10% o ' y
its total work force, or 4,800 jobs, by H‘GH,COST OF
the end of next year. That comes on 0P BORROWING
of 2,600 jobs cut last year. “Many com-
panies really are now realizing they are
living in 2 global economy, Says Chris-
topher J. Steffen, executive vice-presi-
dent and chief financial and administra-
tion officer for Honeywell Inc., which
expects 0 cut 100 jobs this year by
attrition. “They have to be substantially
more efficient, and they're not hiring
people like they did.”
POLITICAL GRIDLOCK. Look at Ryder Sys-
tem Inec., one of the nation’s largest
truck-rental and -leasing companies.
has pared its employees down from
46,000 to 40,000 over the past three
ears. And even though Ryder’s earn-
ings of $17.4 million were a long shot
better than the loss of $2.2 million 2
year earlier, the company doesn’t have
any plans to add workers soon, says M.
Anthony Burns, chief executive at Ry- Bank Corp. Without loans, developers
der. And Dallas-based SnyderGeneral can't even start 10 think about building.
Corp., one of the country's largest mak- the job weakness in manu
ers of commercial air-conditioning an i inui
air-filtration products, has had a hiring

freeze oh for the past SIX months. The

fiscal policy- And for 2
while in the spring, it
looked as if they were
right. Now, the economy
is staggering, put the
huge deficit and political
gridlock make it hard
nerease federal gpending
or to cut taxes.

Yawning budget deficits
at the state and local level
are also holding back the
recovery. In California,
for instance, the governor
and legislature are bat-
tling over how best to
eliminate 2 nearly $11 bil-
lion deficit hobbling 2
gtate economy that ac-
counts for more than 13% of the na
tion's output (page 67).

For all the structural problems, the
U.S. economy is not about to ghift into
reverse. It does have a forward momen-
economy. Defense contractor Hughes | tum that will keep it growing, albeit

Aireraft Co., based in Southern Califor- | slowly- Autos are getting 2 kick from
_nia, recently announced plans @ lay off | easy money and pent-up demand. In
more than 9,000 workers, or 15% of its June, Detroit sold cars at 2 6.8 million
current work force. In Massachusetts, annual rate, up substantially from May.
eon Co. is cutting | And dealers say people are now coming
an additional 700 jobs on in to buy, not just to look. Karen M
top of last year’s 4,900 Tibus, the owner of Saturn of Plymouth

about 20%, to 29,8 million. “«Qur major
concern is that we could fall back into 2
recession awfully easy,’
says Richard W. Snyder,
the company’s chief ex-

EXPORTS LOSE

ecutive. “We need to THEIR PIZRZL job cut. in Plymouth, Mich., says things have
make sure the economy ANNUAL RATE OF Without the defense | been going SO well for her dealership
GROWTH, ADWISTED that customers have to wait an hour

has really iy Ca R INFLATION cuts, manufacturing
What's holding back : 4 would be much stronger.
new hiring in many cities Indeed, out of the
is the plunge in commer- 190,000 jobs lost in man-
cial construction. Since ufacturing over the past
May, 1991, construction year, about two-thirds
of office buildings, ho- ‘ : were in defense-rela
tels, and the like has | industries such as aero-
dropwd by 2%, com- QAT (CHMERCE DEFT, LAURENCEH NEVER 8 ASSOCS. space and communica—
pared with the 18% gain tions equipment. And
after the last recession, when it was 2 with these layoffs hitting some of the
major engine of growth. This decline nation’s most skilled and best-pai
has affected more than just construc workers, the cuis are having a dispro-
tion workers and real estate developers: ortionate impact on income.

The ripple effects have hit everyone Indeed, with defense spending drop-
from lawyers 0 cement manufacturers-. ping, the government sector has be
There’s no hope for a turnaround any: come a drag on the recovery rather
time soon. “You've got to be 2 real | than 2 plus. Paralyzed by a $350 billion
advanced stage, black-belt masochist” budget deficit, Congress and the Bush
to lend to developers, says Richard L. Administ:ration had hoped that the econ-
Huber, vice-chairman of Continenta omy could recover without help from

«ie're gonna have 2 yery empty lot
real soon,” she reports.

The $5.8 billion mobile-home industry
is also looking up- After seven years of
depressed res Jts that wiped out half
the industry, ghipments started turning
up sharply at the beginning of 1992.
«J’s about time," says Nicholas J. St-
George, president and CEO of Qakw
Homes Corp. in Greensboro,
which is the gecond-largest company i1
the industry.

tal spending somewhat over the ne
three years. Even small businesses 2










seeing improvement.
With his MBA in tele-
communications com-
plete in 1991, Stephen
K Morris, 37, of Pied-
mont, Calif., opened a
consulting - practice.
“Clients are increasing
the number of projects
and the hours in-
volved,” he says. “They
are definitely looking
at an improved econo-

REAL
ESTATE

COMMERCIAL
CONSTRUCTION, A
MAJOR ENGINE OF
GROWTH IN THE
1983 REBOUND, IS

) STILL PLUMMETING
my and improved
sales.”
HoT FRIDGES. The hous- down. Lackluster

ing market, too, is get-
ting better, despite
some erratic swings. In
Pittsburgh, for exam-
ple. housing starts and
home sales are holding

up, and loan demand for mortgages an
vefinancings remains sturdy, sa
art G. Hoffman. chief economist at PNC
Financial Corp. And sales of refrigera-
tors. stoves, washers, and other major
appliances have been
use consumers
simply have to replace models as t
preak down. Through May.
ance shipments were up 5.7
vear earlier, and appliance makers such
as General Electric Co. and Frigidaire
Co. expect a modest incre

strong, perhaps beca

the second half of the

Another piece of goo
unlike individuals, corpor
streamlined their balance sheets. In
each of the past two quarters.
nancial corporations raise
ity capital at an annua
billion. They've also taken advantage of
lower interest rates 1o reduce their
Carnival Cruise
called a zero-

overall debt payments.

laced it with a 3100
ble paving 4357
Rvder has also
331 billion to 31.9

rate of 7.5% and rep
million converti

cut its debt from
billion in the past two yea
ondition is stronger
been in a decade,” says Chief Executive
esult, corporate debt has hard-
ast year. This has
ed for expansion
shows some real
For the first time in
anies are visiting

ly grown over the p
left companies pois
once the economy
signs of strength.
months, healthy comp
First Union Corp., a maj
Charlotte, N.C. wind:
rates and loan terms.
Colo., loan demand
strong among hi
ogy companies t
relocating to the area.
Exports are still a sour
for the U.S. economy,
their growth has slipped
months as Europe and Ja

ase in sales in
vear.

d news is that
ations have hopping for
And in Boulder,
is particularly
nd biotechnol-
hat are expanding or

d new net eq-

| rate of 530 By Christoph
Mandel. with Jo
ce of strength
even though
Lines Ine.. for instance,
coupon convertible paying ar

BANKS BUY TREASURIES
INSTEAD OF LENDING...

“ ... WHILE COMPANIES
CUT INVESTMENT...

growth overseas ac-
counts for the leveling
off in semiconductor
sales, says James D.

'Feldhan, executive

vice-president at’ mar-

ket researcher In-Stat Inc. America’s
largest exporter, Boeing Co., is busy
building planes, but its backlog of over-
seas orders is starting to fall.

Still, U.S. companies are no longer
hobbled by a higher cost of capital than
their foreign competitors, and hourly la-
bor costs in the U.S. are among the
lowest in the industrialized world. Com-
bined with the falling dollar, that has
kept U.S. goods and services competi-

that is not enough to
overcome the structural barriers and
spark a healthy rebound. But monetary
policy is easy enough and pent-up de-
mand for housing and autos strong
enough to ensure that the recovery will

er Farrell and Michael J.
In Meehan in New York,
Lois Therrien in Chicago. Zachary Schiller
in Cleveland. Chuck Hawkins i Atlanta,
Gail DeGeorge

in Miami. and bureau

...AND DON'T REHIRE
WORKERS

290 |

COMMERCIAL AND -
INDUSTRIAL LOANS

TREASURY SPENDING ON PRIVATE NONFARM
HOLDINGS EQUIPMENT* PAYROLLS
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Strong stock market bodes well for
~incumbents

By Bill Hendrick ing economy historically have ployment rate keeps rising. who has studied trends in stock

STAFF WRITER peen good signs for incumbent » Wall Street’s big-time in- prices and elections dating back
: presidents. That's because peo- yestors get Nervous that Mr. 200 years.

New York — Because every- ple vote their pocketbooks, and  Bush really could lose, causing &

one loves to see their assets rise  when their pocketbooks seem 0 mai Historic trends
in value,- President Bush may be getting fatter, they don't see mmgr pg:ng;;n tock pgcesb M sously, stock P slces
still have an edge in November. ~ much reason to change leaders. Joneg in drustri:l ::g;'age :as :_.;" " ﬁ;::lll?n s‘zg ‘£ 41 presiden-
199?nargn:f:m‘: £ tgrar?:;_d 1111!; h ?:' ;;f: » Btﬂgﬁgléoigma Eggs en 190.45 points and has pushing tial election years since 1828, ac-
& : SNO¥ . g DPOOFY o6 index to 22 all-time highs. cording to the Foundation for the
stock market is rading near its against Democrat Bill Clinton : Study of Cycles in Irvine, Calif
all-time high; Broadway ticket and independent Ross Perot, ex- «Stocks do well in election udy o . ¥ pE——
prices are up; even home values perts say the president’s popu- years, at least Z.percent better In eight of 13 _pre;sden_ual
are finally beginning to edge up- larity shoutd rebound, unless: than in non-election years,” said election years in which inflation-
ward again. p The fledgling economic re- William N. Goetzmann, & Colum- adjusted stock values fell, in-

Rising values and a brighten-  covery peters out and the unem- bia University finance professor cumbents or their parties were



ousted. In 18 of the 28 years in
which stock values ros€, incum-
bent parties held onto the White
House. In 10 contests since 1828, .
incumbents lost even though
stocks rose. :

Stocks weren't widely held by
the public until after World War
1. But the ups and downs of the
market have come to be viewed
as a barometer of the economy,
pecause shares of companies rise
in good times, along with wages
.and job availability.

Many academicians insist
that presidents since the earliest
days of the republic have manip-
ulated the economy in election
years to keep themselves or' their
parties in power, and their evi-
dence is more than ample.

“The only thing that could ex-
piain the relationship between
election years and the stock mar-
‘Ket is the transfer of wealth by
‘the jgovernment,” Dr. Goetz-
mann said. “It’s the government
doling out money for a trickle-
down effect, like Bush is doing.”
i Yale Hirsch, a wall Street
histdrian who has studied corre-
‘lations between stock prices and

Tpojitjcal races, claims stocks
‘payescored a net gain of 250 per-
ekt in presidential election
~yeats since 1832, compared with
a net decline of 10 percent in
post-election years,
“Pumping up’ the economy

vt has always been the delib-
-erate policy of incumbents 0 do
‘what_they can 10 pump up the
‘economy,” said New York Uni-
_yersity economist william J

Baumol. “Whenever the govern-
ment has an option on the timing

of starting some public works
project, construction of an air-
port, things like that, it saves up
the funds until the year before
the election.”

In his State of the Union
speech this year, Mr. Bush or-
dered agency heads to speed up
«discretionary” spending.

Government spending on
borrowed money “has pumped
profits into the economy,” said
New York economist S. Jay Levy.
But by the fourth quarter, he
added, a w«deterioration of gener-
al economic conditions” is likely.

Dr. Goetzmann has dug even
deeper into art archives than into
stock market history, scrutiniz-
ing prices of paintings and other
works in America and Europe
back to the 1600s.

uStocks do well in election y

than in non-election years,” says William N. Goetzmann of

BILL HENDRICK/Staff
at least 2 percent better

Columbia University, who has studied such trends.

He says art prices tend to
start rising when economic con-
ditions improve, as do stock
prices. That has been the case
not just since the New York Stock
Exchange was founded 200 years
ago, but for 100 years before
that, he concluded after studying
London stock prices in the 1700s.

Though art prices began
plunging in 1989 when the U.S.
and Japanese economies started
slowing, “things have started to
jevel off”" and even t0 rise a little,

said Gilbert Edelson of the New
York-based Art Dealers Associa-
tion of America.

That is a good sign for the
economy, because art prices rise
when wealthy people feel more
secure, said Robert S. Salomon
Jr., chief investment officer of
galomon Brothers Asset Man-
agement Inc. And wealthy peo-
ple, generally, are the ones in po-
sitions to create jobs.

Wall Street psychology

Wall Street's rally, in turn,
may be partly responsible for a
receht upturn in consumer senti-
ment. In a phenomenon known as
it;e “wealth effect,” psycholo-
gists say even people who don't
own stock feel more secure when
they hear on the news that the
Dow is rising.

Consumer confidence, which
fell to a 10-year low earlier this
year, has been rising steadily for
several months, helping to ex-
plain increases in consumption
spending, auto and home sales,
and rising home prices.

A weekly consumer “com-
fort” index by Money Magazine-
[ABC News rose last week to its
highest level since last Septem-
ber. Other confidence measures,
by the Conference Board in New
York and the University of Mich-
igan, also have been rising.

The National Association of
Homebuilders said last week
that home prices rose across the
country last month, even in the
long-heleaguered Northeast.

Although many experts pre-
dict the economy will grow at a
slow pace this year compared
with most post-recession peri-
ods, they're relatively optimistic.

Laurence H. Meyer,’a well-
known forecaster based in St.
Louis, predicts growth this year
of 2.7 percent, compared with 0.3
percent in 1991. The government
says the economy grew at a fast-
er rate in the first quarter than it
has since Mr. Bush's first three
months in office.

Still, it takes a growth rate of
about 3 percent 0 push the un-
employment rate down much.



Income a key factor

Real disposable income — &n
important measure of buying
powér — will increase only 1.9
percent, Dr. Meyer predicted.
But that's better than last year's
0.5 percent rise.

According to research by
Yale political gcientist Edward
R. Tufte, odds are more than 3-
to-1 that incumbent parties will
lose in election years when real
disposable income increases less
than 3 percent.

For now, the economic num-
bers look better for Mr. Bush
than the figures gathered by po-
litical pollsters. But there is
plenty of time left before Novem-
ber, and polls have proved wrong
many times.

«Jt's a delicate matter of tim-
ing,” said Dr. Baumol, of New
York University. “Bush would be
in trouble if the election were
held today. But my impressionis,
conditions are getting better
very slowly.”
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lion fro i could not be wor

MISGUIDED BUD ER §5 bil
= OGET BUSTERS and $795 milli junkie from the sire
Tl\ER_E'S AR UNFUNNY MOMENT IN THE 1980 | pre oslerous “Honey, ool, and Mo by now become 50 ad

| hyair" subsidy program. that it can't risk going cold tor
Luise confronts 8 chained and padlccked Surging $ ending for pro rams such | out inviting cold gweats and convul
refrigerator in his kitchen and, defying his | these is 8 key reason the budget is out sions. In fact, economisis such a5 David
relatives, begins desperately ripping the of control, and for that the White House | Levy of Levy Economic Forecasts warn
chains away 10 g¢t at what's inside. is as much 10 plame as Congress jtself. | that without continued deficits, the
The scene suggests 8 spectacle (hat may | As alop staffer for the Senate Appropri* gconomy would begin jurching back inte
soon begin unfolding in real lifein Wash- | ations Committec put it last week, recession all over again.
"We're geuing'nwiu'u'-y tired of hearing | AS Levy explains it ith the cconomy
all this qff from the White House weak, deficit spending by Washington is
about congressioual profligacy: The | offseiting the collapse of private invest-

prepare 10 take up 8 propusn‘l y Demo- i i as neyer sent ment in everything from omes and of-
cratic Senator Paul Simon of Iinais. lts : fice buildings 10 girplanes, €ars: and fac-
purpose: ! chain and péa (ories—a con {tion that

Levy says i8 likely to last for
seyeral more years:
“People supporting the
balnnccd-budgct amend-
ment &re thus adyocating
the most disastrous €€0°
nomic-policy course imasg
inable,” says Levy. “Were
{he amendment 10 be adopt-
ed and serious attempts
made 10 enforce it, the
geonom would fall into 2
drive home the message that deep. uncontained depres- |
somewhere belween sion and the budget woul
billion and $600 billion in still not be balanced.”
spending cuts and tax in- ! Nonetheless, @ grouncL
| gwell of support 'oF a bal-
anced-budget amendment

through 8 palanced-budge!
amendment 10 the Constitu-

ion.

For now at least, ghout the
only voice speaking out
against the proposal belongs
1o Leon Panetid, Democratic
chairman © the House
Budget Commitiee. Last
week, Panelld called a press
conference in Washington 10

" Carter .-, Reagan
& years .. {15t Terml
Even feaving out !hé'scvings—andlfnan bailout and:int
the federal debt, growth in domestic spending by Gee ]
is 70 percent greater than ‘growth in domestic:spene
Ronald Reagan and Jimmy Carter combined. 3! S

In fact, as the chart on this page vivid-
ly shows, domestic spending during the
four years of the Bush administratinn al-

Panciia’s inl was @ goud one, {ar | read dwarfs the spending that took
whether an amendment pegomes law or place during the (welve years of the Rea-
not, it will only be through cuts such 8s d Carter presidenci:s. As Scott
those outlined at his press conference that
Congress will ever be able to balance any*
thing. Nor was paneuta the only persen
putting forth o list of axable government
programs Yast week.

fFrom the opposite end of the political
spectrum, the conservative Heritage
Foundation weighed in with its own list
of goodies. Included on the list: $2.2 bil-
lion in savings from eliminating the Su-
per Conducting gupercolliders $9.7 bil-
lion from scrapping the space station,
2.4 billion from selling off the Naval
petroleum Reserve: $26 hillion from
climinating agriculture crop Supports.

anced-budget amendment
pecomes law oF not.

“The fact is, we don’t need
a constitutional amendment
to balance the bu get,” said
panetta. We have all the
conslitutions! power We need 0 do the
job. All it takes is leadership and the will
10 do it.”

Norman Ornstein, the con-

[wenly years of failed efforts. by Demo:
crats and Republicans alike, o curb the

wih in deficit spending

Call it the politics of frustration.
There's been the 1974 Budget Reform
Act, the 1986 Gramm-Rudman-Ha'-'.ings
Deficit Reduction Act, and, most recently,
the appallingly misguided budget summit |
of 1990. Through them all, the federal
debt has swelled and swelled, from $380-
billion in 1970 10 what the Congressluna‘u
Budget Office now estimates Wi reach an
astonishing $4 trillion by this coming

Foundation. points oul, Congress's OWn
budget is UP by 32 percent since 1989,
the Interior Depaumcm‘s pudget is Up
by 36.5 percent, and the Transportation
Depnrlmcnt‘s budget is UP 5

reent.
Unforwnnie'.y. few in Washington
seem even remotely interested in actual-
ly doing something _about this mess,
most preferring \he Pilate-like approach
of calling for & constitutional amend- | werte going to 1ty dropping an A-bomb.
ment, then washing their hands of re a\consmulional amendment 10 require
spcnsih’.ﬂly for what may happen next. a balanced budget is hardly 8 new idea. A
Yet the liming for such an amendment propasnl for such an amendment Was ad-

er.

Fwe've tried flyswatiers and hand gre
nades and even bazookas o deal with this
roblem,” says Ornstein, ""Now il seems




voneed, without noticeable success, by
Ronald Reagan s long 8go us the early
days of his first term, in 1981. Since the
mid-cighties, the idea’s chiel proponent in
Washington has been Simon of lllinois,
and he, too, has not had much success
with it, at least until recently,

Yet now the mood is changing. Sources
in both the House and Senate say there will
be a debate on his bill—as well as on &
piece of House-side companion legisla-
tion—in June. Therea(ter, say these sources,
the chinces are good for passage by the end
of July. .
“If that happens, 30 states will ratify it
within a year," says Thomas Mann of the
Brookings Institution in Washington. "Af-
ter that, there’s & good chance for eight
more states o follow suit  within six
months.”" That would give 2 total of 38, the
minimum number needed for the amend-
ment to become law.

- Just as Ross Perot has surged Lo over-
night political stardom on & simplistic
promise of straightening out government
with plain tatk and “electronic lown hall™
meetings, 5o oo has Simon gained back-
¢rs for his bill because of its beguiling sim-
plicity. Basically, the proposed legislution
would require the president to submit
only balanced budgets to Congress. If
Congress wanted to add spending 10 3
budget thereafter, it could only do so if
three-fifths of both the House and the
Senate voted to allow it

Of course, almost any such amendment
would invite abuse. Budgets might be
made to seem balanced if phony economic
assumptions were used, inviling endless
rounds of constitutional lawsuits. Or, as
Ornstein puts it, Congress could conceiv-
ably try to balance its budgets by wiping
out federal funds for programs that re-
quire matching contributions from the
states. The states would then have to pick
up the tab, pushing their own budgets out
of whack even as federal deficits began to
shrink.

Why then do so many in Congress seem
to find the bill appealing? Some of the
measure's supporters no doubt genuinely
believe the amendment will work. Others
seem (o agree with former congressman
William Frenzel, onetime ranking minor-
ity member of the House Budget Commit-
(ee, who endorsed the amendment in
House testimony, saying that Congress
should adopt the proposal "because you

| have proved you cannol do anything

else.”

Yet Omstein wams that still others in
Congress suppart the amendment not be
cause they think it will work but because
they see il as @ risk-free vole—enabling
them to appear politically correct on the
deficit issue while secretly and cynically
hoping that the states will fail to ratify the
amendment once Congress approves it
such calculations is cconomic policy being
made in Washington these doys. =



America's shrinking middle class is a well-known trend.
This study explains why it's happening. “Economic migrants”
into upper and lower classes hecame more numerous in
the 1980s. Women’s earnings became more important to
middle-class families. But in most families, the man’s earn-

ings still have the biggest influence on life’s ups and downs.

by Greg J. Duncan, Timothy M
Smeeding, and willard Rodgerd

. U

or more than a quarter share of total household income derived

century, researchers have from earnings has fallen, while the share

watched an uneven but un- derived from capital investments has

mistakable decline in the size  grown.

of America’s middle class. Social researchers usually rely on cross-
The overall distribution of wages and sectional surveys—snapshots of household
earnings has become more unequal. The conditions at certain points in time—to
e ——— study the economic conditions of Ameri-
Greg J. Duncan and Willard Rodgers are  cans. But this method can only reveal net
with the Survey Research Center at the changes in income distribution. It cannot
University of M ichigan. Timothy M. show another important aspect of the is-
Smeeding is with the M etropolitan Stud-  sue, which is the movement of families into
jes Program at Sy'mczwe University. The and out of the middle class.
research for this article was sponsored by To study the economic migration of
Americans, we looked at 22 years of data

ke BV
P

the Jerome Levy Economics Institute.
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THE DISAPPEARING

MIDDLE

The share of adults who are middle class declined from 75 percent
in 1978 to 67 percent in 1986.

{percent of middle-income adufts aged 25 to 55, by two ditferent measures,* 1968-86)

ADJUSTED

BO%

ADIUSYED

5%

T T

T I L)
1968 1969 1970 1971

¥ T T T T T T T T T T
1972 1973 1974 1975 1976 1977 1978 1979 1980 1981 1982 1983

* The unadjusted measure is the share of all adults aged 25 10 55 with after-tax incomes between $1R.500 and £55.000 in 1987
dallars, inctnding food stamps. The adjusted measure is the share of all adults aged 25 to 55 with an income.to-needs indes
between @ mind 6. An incometo-needs index of 1indicates that o family is at the paverty threshold.

Sotnrce: Authara® caleulations based on the Sirvey Reararch Contor's Panel Study of Income Dynamirs

¥ L)
1984 1985 1986

(1968-89) from the Survey Research
Center's Panel Study of Income Dynamics
(PSID). This study attempts to follow all
members of its nationally representative
sample through time, so it provides a
unique historical record of a family’s
financial ups and downs.

The data show that the 1980s were si-
multaneously a time of enhanced upward
mobility and more frequent downward
mobility.

THE SHRINKING MIDDLE

The public debate on the middle class fo-
cuses on prime-age adults: those who are
old enough to be independent of their par-
ents, but too young to be candidates for
retirement. Accordingly, we limited the
sample to adults aged 25 to 55.

There is no standard definition for the
term “middlelclass,” even among re-
searchers who attempt to measure “class”
hy measuring household income. Some
studies adjust incomes for household size,
while others do not. Some analyses use af-
ter-tax income to chart economic fortunes,

36 American Demographics / May 1992

but most use pretax money income. And
some researchers define affluence in terms
of an absolute dollar figure, while others
measure it relative to a distribution.

We developed two measures of eco-
nomic status, one of which adjusts a
household’s income for household size.
Both measures are based on after-tax
household income, and both set the bound-
aries of middle income between the 20th
and 90th percentile of the sample. Since
food stamps are arguably equivalent to
cash, we include their dollar value as a
component of household income.

Our unadjusted measure places the
boundaries of the middle class between
$18,500 and $55,000 in 1987 dollars. The
second measure, which adjusts for house-
hold size, is characterized by an income-to-
needs index based on the official poverty
threshold. The index equals 1.0 when a
household's income is equal to the poverty
threshold.* Using this measure, the
boundaries of the middle class fall be-

* [n 1991, the poverty threshold for a Sfamily of
four was about £13,500.

tween the index values of 2.0 and 6.0, or
two to six times the poverty line.

Both of our measures reveal similar eco-
nomic pictures. And when our PSID data
are compared with the Census Bureau’s
Current Population Survey, both indicate
similar declines in the proportion of
middle-income households.

Our PSID analysis also reveals the

Zstory behind the overall census numbers.

"Using the household-size adjusted income
index, we found that smaller households
helped to increase the proportion of
prime-aged adults in the middle class dur-
ing most of the 1970s, but failed to prevent
a dramatic decline in the size of the middle
class in the 1980s.

Seventy-five percent of 25-to-55-year-
olds were middle income in the early
1970s. This share fell in the mid-1970s, and
again reached 75 percent in the late 1970s.
Then it plummeted to 65 percent in 1983,
and it had recovered only slightly (to 67
percent) in 1985-86.

The income-to-needs index shows even
steeper declines. Only about 65 percent of
prime-aged adults in 1985 were middle
class according to this measure.

After 1980, it became

more difficult to escape
from poverty.

A growing number of upper-income
households drew people out of the middle
class in the late 1970s and throughout the
1980s. Between 1972')-80 and 1985-86, the
proportion of high-income households
grew from 8 percent to over 13 percent.
The income-to-needs measure shows that
the share increased from 10 percent to
over 16 percent.

The erosion of the middle class becomes
even more pronounced if you account for
household size. While a substantial per-

centage of middle-class adults have moved -

into upper-income brackets, an even
greater fraction are joining America’s
poor. This raises two important questions:
what kinds of people cross these economic



boundaries, and what life events deter-
mine their income losses or gains?

THE ECONOMIC MIGRANTS

Over a typical five-year period during the
1970s and 1980s, nearly 7 percent of adults
with initial after-tax household incomes of
between $18,500 and $55,000 ended the pe-
riod by making more than $55,000 a year.
A much larger share of initially high-in-
come adults—more than 29 percent—
dropped into the middle class. In addition,
one-third of low-income adults succeeded
in making the transition to a middle-class
life, while 7 percent of middle-income
adults fell below the lower-income limit.
The smaller share of people in the upper-
and lower-income groups means that the
actual numbers of people making these
transitions were more nearly equal than
these proportions suggest.

Married couples dominate the group
that successfully makes the transition
from a lower to a higher income. This was
especially true before 1980, when married
couples accounted for 90 percent of all
transitions into high-income status. But
they also accounted for 79 percent of tran-
sitions from high- to middle-income status.

The probability that a female head of
household would move into the upper-in-
come group improved after 1980. Most of
the upwardly mobile women were highly
educated, young, and childless. Their good
fortune was due to real earnings growth.

In the late 1960s and in the 1970s, the
transitions into and out of the middle class
roughly canceled each other out. But in
the 1980s, all four transition streams
tended to sap the middle class. A higher
percentage of individuals climbed into
high-income status, while a smaller share
fell out. A lower proportion of low-income
individuals moved into the middle class,
while a larger share dropped down.

UFE'S UPS AND DOWNS

A college education is the single most im-
portant factor in facilitating favorable eco-
nomic transitions and avoiding unfavor-
able ones. Also, transitions into high-in-

Our authors predict that America’s middle class will continue to

shrink in thé 1990s. What do other experts say?

“SOMEBODY who wanted to be hopeful would have two good reasons.
One is that the current period of corporate restructuring will bring about a
rise in productivity and a rise in real wages. Rising real wages were the basis
of the big growth of the middle class in the 1950s and 1960s. The second rea-
son is that the eamings gap between college-educated people and high school
graduates has been extremely volatile over the last 20 years. There are some

reasons to believe that this gap will begin to close again in the 1990s.”
—Frank Levy, professor of economics at the School of Public Affairs,
University of Maryland, College Park

“THE most pertinent question may be, “What will be the change in consump-
tion?” Consumer debt has exploded. [ncreases in household equity during
the 1980s have increased homeowners’ ability to borrow. For the lower
class, this is not true. Credit is less available to the poor, and they don’t
own homes.

“The shrinking middle class suggests changes that are much more pro-
found than the data suggest. Changes in family structure will have much
more impact than economic conditions. There are more single-parent fami-
lies. There is less marriage. That is a profound set of changes that has much

more potential to upset the fabric of society.”

—Robert Avery, professor, Departmeat of Consumer Economics and Housing,
Comell University, ithaca, New York

“THERE may be a force in the near future that could cause real wages to fall.
The increase in college graduates that began in the 1980s could cause a glut
of college-educated workers. This could diminish the eamings gap between

college-educated workers and those without a college education.”
—MciGnley Blackbumn, assistant professor of economics,
University of South Carolina, Columbia

“DURING the 20 years from 1969 to 1989, the proportion of children whose
relative incomes were less than half the median grew from 19 percent to 29
percent. Given the growth in single-parent families and the reduction in the
supply of good-paying jobs, it is difficult to be optimistic about a reversal of
this trend.” —Jack McNeil, economist at the Census Btm:auJ
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FEWER

MOVING
IN

Rich or poor, fewer people moved into

the middle class after 1980.

{percent of adults aged 25 to 55 moving into the midd|
from lower-income groups and upper-income groups, 1968-79

le class

household composition.
age, and income.

After 1980, it became
more difficult for Ameri-
cans to move out of the
low-income group. Only
college-educated adults
had a significantly high-
er-than-average chance
of rising into the giddle

and 1980-87) )
class. Blacks and women

Source: Panel Study of Income Dvnamies

4 heads of household con-
tinued to have difficulties
breaking out of the low-
er-income group. And
being young gave an
edge to economic climb-
ers in the 1970s, but not
in the 1980s.

‘Overall, a smaller
share of adults dropped

MORE

MOVING
OUT

In the 1980s, middle-income people found it easier to
achieve wealth and harder to avoid poverty.

{percent of middie-income aduits aged 25 to 55 moving into
upper-income groups and lower-income groups, 1968-79 and 1980-87)

out of the upper class af-
ter 1980. But the prob-
ability of falling from
middle-income to lower-
income status increased
significantly after 1980.
Women heads of house-
holds and blacks main-
tained their already
higher-than-average
risk of downward mobil-
ity. The risk was much

Source: Panel Study of Income Dynamics

0% lower than average for
people with at least a
high school education.

EARNINGS INEQUALITY

Our study found that the
biggest single factor be-
hind the withering of the
middle class is the grow-
ing inequality in the dis-
tribution of men’s earn-

38

come status are more common among
older adults than younger adults. Being
under age 35 or black hinders one’s up-
ward mobility. Both before and after 1980,
blacks were only half as likely as others to
move into high-income status, even after
adjusting for differences in schooling,
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ings. Women'’s earnings are becoming
more and more important to family
finances, but men’s earnings play the
dominant role in most economic transi-
tions. This is true both before and after
1980. For both men and women, the eco-
nomic rewards of a college degree in-

creased dramatically, while less-educated
adults often saw the real value of their
earnings decline.

Higher rates of pay, rather than
overtime or second jobs, account for
most of the favorable transitions driven by
men’s earnings. But upward mobility
associated with women’s earnings was
evenly split between pay increases and
longer hours. Downward transitions for
men were usually associated with job
loss. For women, changes in both wages
and hours accounted for negative changes
in earnings.

The withering of the middle class is
marked by two major forces. First, there
has been upward movement among prime-
age men and women who managed to get
and maintain large gains in their earning
power. At the same time, lower-income
households saw a stagnation of real earn-
ings. In other words, the rich got richer
and the poor got poorer.

The middleclass decline documented in
our study may well continue into the
1990s. The recession ot 1990-92 should
further retard upward mobility for lower-
income adults, while causing many border-
line cases to fall into poverty.

The good news is that late 20th-century
America has offered abundant opportunity
for the upper-middle class. The bad news
is that at the same time, it has reduced up-
ward mobility among the working class
and produced persistently high poverty
rates for families with children. These twc
opposing forces are draining America's
middle class. «

TAKING 1T FURTHE.

For a complete text of the original paper b.
Duncan, Smeeding, and Rodgers, call Gre
Duncan at the University of Michigan’s Surve
Research Center; telephone (313) 763-518€
For a comparative study of low, middle, an
higher-income households, see “Up and Dow
the Income Scale” in the July 1990 issue
American Demographics. And a detailed accour
of historical income trends can be found i
“Trends in Relative [ncome: 1964 to 1989
Current Population Reports, Series P-60, N¢
177, available from the U.S. Governmer
Printing Office. Additional copies may b
purchased by calling (800} 828-1133.
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US Mood Gloomy, but Not Nearly
As Bad as ’30s or "70s, Analvsts Say

By Marshall Ingwerson

Z:arf wriier of The Chnshan Scrence Moniior

WASHINGTON ——————
—

et Mo el
RESSURES for change con-

P sinue to build in the Amer-
ican body politic.

The economy registered sober-
ing new statistics. scaling back
some of the optimism about how
fast it was going (o revive.

Housing starts fell 17 percent
in April after rising in February
and March. the largest drop in
eight years. The trade deficit.
which has been narrowing un-
steadily since 1987, suddenly in-
flated in Apnl.

Neither figure represents an
actual downturn, as most econo-
mists read them. But this cer-
tainly is not a familiar pattern of
recovery.

Familiar patterns are not hold-
ing in politics either. In a strong
US from page ! .
Some members long opposed to
the amendment are giving up on
balancing the budget through pol-
idcs as usual. The deficit, nearing
5400 billion this year, keeps
breaking records.

Some political scientists see
the dissatisfaction among voters
as mostly superficial compared to
other times or other countries.
“We're nowhere near crisis in our
political system,” says Michael
Robinson, a public-opinion expert
at Georgetown University. “It was
much worse in 1968, when a third
of young people seriously ques-
tioned the legitimacy of the
United States.”

“The degree of real underlying
lack of confidence was much
greater in the '30s and the "70s,”
says Everett Carll Ladd, director
of the Roper Center for Public
Opinion Research at the Univer-
sity of Connecticut.

Polls have become volatile,
changing mirrors and magnifiers
of public moods, he says, but
Americans have a basic belief in
their political institutions.
“There’s no great challenge to our
value cosmology as in the Great
Depression,” says Dr. Ladd.

Yet most political strategists
and poll readers are seeing levels
of voter cynicism and anti-incum-
bent sentiment that they don't re-
call since at least the Carter years.

sign of Amencan dissatistaction.
a Time-CNN survey last weekend
showed President Bush and the
Democratic near-nominee  Bill
Clinton trailing an unannounced
independent candidate with no
political experience.

Ross Perot and Mr. Bush are
generally within striking distance
of each other in the polls these
days. at between 30 and 35 per-
cent. Mr. Clinton tends to run just
behind them. (Ross Perot baf-
fles analysts, Page 2.)

These views are fickle. Just
over a year ago. Bush's approval
ratings were close to 90 percent
in many surveys: Jduring his term
he has had the highest popularity
ratings in the history of polling.
Now he is at his lowest approval
rating ever.

. Confidence in Congress, of
course, is even lower. averaging
around 20 percent. The last time
approval of Congress was this low
was during the Watergate scandal

*We're setting some records
for low trust in the institutions,”
says James Thurber, an American
University professor and director
of the Center for Congressional
and Presidential Studies.

The economy is an important
element in the political dissatis-
faction in America. [t contnues to
defy expectations, based on past
recoveries, that its momentum
will pick up. The bad news on

‘We're setting some
records for low trust in the
institutions.’

- James Thurber,
American University
professor

trade and housing starts this week
was not as bad as it appeared on
the surface. Both measures had
shown strength in previous
months. And overall growth in do-
mestic production rose to about a
2 percent annual rate during the
first quarter of the year.

“But the first quarter gave rise
to an optimism about the strength
of the economy that reaily was
not warranted,” says Gail Fosler,
chief economist of the New York-
based Conference Board. In fact,
she says, no sign has appeared of

in the early 1970s.

New York Gov. Mario Cuomo
‘D), ar a Monitor lunch on
“Vednesday, explained the Perort
support as a message to working
politicians: “Everyone's saying,
‘Youre uwot giving us 3good-
enough answers.” ~

In the Bush administration.
many officials are teeling the
pressure for action on an urban
agenda and are setting out their
own markers. If they have not
achieved some significant policy
change by the end of next month.
says Housing and Urban Develop-
ment Secretary Jack Kemp - ana
other officials speaking anony-
mously - then White House seri-
ousness about urban problems i+
open to queston.

Congress is also feeling the
heat of voter frustration. It i
probably weeks away from vatine

to amend the Constitution to re-
quire balanced federal budgets

‘/4 . See U8 page

anything approaching a normally
robust recovery.

The housing construction in-
dustry has held steady this vear.
says S. Jay Levy, chairman of Levy
Ecopomics Instiute.

The trade deficit has been on a
plateau for about six months, he
says, adding that the improved
growth in the first quarter was
largely due to the federal govern-
ment's increased deficit spend-
ing.

Deficit spending is falling off !
somewhat through the rest of the
year, and in the private economy,
the forces of caution remain in a
rough balance with the forces for
growth, says Ms. Fosler.

Both  economists  expect .
growth to weaken late this year,
creating -~ says Fosler - “grear .
pressure for change” on the body
politic. Attitudes have changed
dramatically in the past few years,
she says. The central concern of
government officials has shifted
from holding inflation down to ex-
panding growth and jobs.

Professor Robinson says that -

the 1990s are characterized by a
growing importance of the econ-
omy in national attitudes and a
more palpable concern than ever
about the breakdownm of families
and other social institutions. But,
he adds: “Even when we were
number one in everything, in the
1950s, we were terribly unhappy
with whererwe were.”



olesale prices
}up 0.2% in April

Expert: Economy
not 1 jeopardy

from inflation _ -
from maton ¢

WASHINGTON - For the third straight
month, wholesale prices, helped by a mod-
eration in energy costs and the biggest
drop in vegetable prices in nine months,
edged up 0.2 percent, the government re-
ported Tuesday.

So far this year, the Producer Price In- L4
dex, a measure of inflation before it
reaches consumers, has risen at an annual
rate of just 1 percent, and many analysts
believe the rest of the year will show little
acceleration from that pace.

“The economy in terms of inflation is
not in jeopardy at all. The unfortunate

Producer
Price Index

Forfinished goods: - ©
Seasonally acjusted change:fram prior month
+0.4%

POLGHKEEPSIE JOURNAL thing is that despite lower inflation, we {22 —_—
oIE. N don't have a sustained recovery,” said Di- | . i Sy s ON e i &
EggﬁI::KEEP 4:5.236 mitri Papadimitriou, executive director of Apr.’St . Mar:'92 Apr; !

the Jerome Levy Economics Institute at
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Bard College, Annandale-on-Hudson.

But that might not be the case for long,
economists said. If good news about con-
sumer prices, to be released Wednesday,
follows Tuesday’s report, there’s a better
chance the Federal Reserve will cut inter-
est rates and spur the sluggish economy.

“The Fed is very cautious about not low-
ering interest rates too much,” said Ann
Davis, a Marist College economics profes-
sor and director of the college’s Bureau of
Economic Research.

To that end, Federal Reserve Chairman
Alan Greenspan said he would like to see
virtually zero percent inflation before the
Fed moves to try and boost the economy,
Papadimitriou said. :

The Producer and Consumer Price In-
dexes are not directly linked, though pro-
ducer prices provide a rough estimate of
what the consumer can expect to pay f
goods in several months. -

“Goods producing is just part of the

cost. The consumer has service charges,
... and services count very heavily,™
said Conference Board senior business
analyst Delos Smith.

Investors take profits

The prospect of further Fed rate cuts
sparked a rally Monday on Wall Street as
the Dow Jones industrial average set its
19th record close this year. Stock prices
opened even higher Tuesday but then re-
treated as investors sold to reap profits.

The Fed last cut interest rates a month
ago, hours after release of a PPI report
showing prices rising 0.2 percent in March.

While some economists said another
rate cut could have come as soon as Tues-
day, most expect central bank to wait for

tnhdav’e rannrte nn inflatinn at the nnnp-

[z02%] [+02% [:0:2%)

Source: ULS. Dept of Labor Associsied Press

While energy |i’urices rose, the increase of
0.5 percent was less than half of a 1.2 per-
cent spurt in March.

Analysts noted that about the only area
where producer prices threatened to get
out of hand was in the area of tobacco
prices, which shot up 1 percent.in April.

The moderation in energy prices com-
bined with an- actnal drop in food prices;
which edged down 0.3 percent. The decline
was led by an 18.1 percent siump in vege-
table prices, the biggest decline in this catr
egory since last July, as tomato prices fell
by 56 percent and sweet corn prices
dropped 49 percent. -+

’lgle energy moderation- reflected the
fact that prices for natural gas and electri-
city fell during the month; helping to mod-
erate'gains in other energy categories. .t°

Unlike in other sectors, natural gas and
electricity prices have a direct impact on
what. consumers pay for- their- emergy
source since utilities are allowed to reflect
the monthly cost of fuel on their bills, said

. Central Hudson spokesman Tim Massie.

Consumers shouldn’t expect to see- their
May bills go down because the utility was
just granted a rate increase, Massie said. -

Gasoline prices, which have risen stead-
ily this year, were up anothex-L4 percent
in April, following a Marcf increase of-1.1
percent. Home heating oil jumped an even
sharper 4.6 percent last month.

Outside of-the volatile-energy and food
categories, prices rose a modest 0.2 per-
cent, the same as the overall number. Ana-
lysts said this showed that the underlying
rate of inflation is remaining well behaved

as well. -
— Tanrnal ctaffar Kimhorle P Harsien
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Dick h;piérnik
‘Governing
and the
_eggnomy

ho causes inflatloii? That's

what William F. Buckley

_ Jr. asked In his best

Buckleyesque manner as

he Immediately provided the an-

swer: “Only the government can

cause Inflation. The private sector

has never figured out how to do It. A

dollar today Is worth one-sixth of

what it was worth In 1950, and we
have government to thank for this."

Former senator and Democratic
presidential candidate George Me-
Govern parrled the Buckley thrust to
temind the audlence at a recent
Bard College debate that govern-
fnent dlso gave us anti-discrimina-
tion laws, anti-pollution laws, soclal
security and unemployment compen-
sation and laws protecting children
and the safely of workers.

In addition, McGovern sald, the
government was in large part re-
sponsible for funding public televi-
sion and (hal without such funding,
Buckley could lose his job as host of
“Firing Line." It was a filting parry,
since the topic of the debate was: "I

_ you want more jobs, the government

. should get out of the way."

‘i Buckley brought several natlonal-

ly prominent puhllc-poltcgywexpem
vy

to the Jero Le nomics
 Institute at BYrd College a week ago
Thursday to tape Uhe two-hour de-

_bate. It was broadcast natlonally on
“Firlng Line” Friday night.
It made me appreciate the Inade-
+ quacy of programs that masquerade
as prosidential camnalgn dehates

" For inslance, on "Firing Line.” the
, participants were able to demon-
_slrate how serious debate could be
#not only intelligent and informative,
<t slso could be humorously witty
1 and even clvil — well, mostly civil. I
“haven't found that combination In
the presidential campalgn debating.
* Bard's Levga!nsutule. located on
<the Hudson about 70 miles south of
\ Albany, has had a magnetlike pull on
s the &:werhouu personalities who
“get tone for public pollcy and
. economice discussion In this country.
i. Paul Voleker and Alan Greenspan,
i: former and current chairmen of the
:Federal Reserve Bank, [requently
participate in programs that bring in
_the top econornists in the world to
- the school.
*+ The "Flring Line" debate lined up-
:Buckley with Herbert Steln, econo-
i fnist, author and former chairman of
<the Cduncll of Economic Advisors
*under both Richard Nixon and Ger-
-ald Ford; plus Phyllls Schlafly,
lawyer, author and commentator;
'and US. Rep. Richard K. Armey, R-
| Texas, an economist.
Lined up with McGovern were
Michael Kfnsley. a lawyer and an
! editor of The New Republic; Robert
‘Elsner,/author, economist from
‘NorthWwestern University and past
1 president of the American Econom-
.{ics Assoclation; and Hyman Minsky,
‘author and economist at Bard Col-
dege. .
i Bard President Leon Botstein set
:the tone for Innovation: "It's clear
ithat we cannot sustain the normal
progress that simply allows the good
'times to be lollowed by bad times
vand bad times by good times”
i The alfirmative group led by
‘Buckley generally argued thal as a
"matter.of public policy, less govern-
iment Intrusion into the private
isector Is almost always better and
jleads lo more productivity and
\growth In the economy.
-} On the other side, Bob Eisner
!caplured the essence of the oppesi-
itlon when he said he would increase
‘the scope. of government as an
‘economic engine,

i *The real problem for the futute is
\Investment and saving,” he sald.
“But I believe.in leaving private

. 'investment to the private market.

*t's thé public investment that we
need, the investment in education, in
research. If our 13-year-olds contin-
‘ve to score last In math and science
icompared with other developed
.countries, we're going to have a hard
|time competing in a modern and
\technaologlcally advanced world."

Steln argued that government
‘policy should be directed to encour-
iage private Investment in order lo
raise productivily of labor and that
ieducalion expendlitures should be
‘redirected "In order to spend more
on disédvantaged people.”

+ List the group take itself too
Serlously, Eisner reminded all of
‘them of an. observation made by
.economist John Kenneth Galbraith:
‘Economists asked to predict when
wwe're golng to gel out of the
itecession fall into two groups —
‘those that don't know and those that
don’t know they don't know. lT \
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Fi%g_éob on unemployment tonight

; STIONABLY one of the most im- You'll get a mini-education from the two
portant issues in this election period is hours, moderated by Leon Botstein. president
unemployment. That and taxes. And if of Bard College. The give and take is often witty.
you think solutions are easy after listening to  afWays intelligent and civil. In a nutshell. those
the candidates debate. try listening to some for the resolution think the recession is policy-
| knowledgeable economists on tomorrow’s “Fir-  driven, that there should be less government in-
ing Line"” (Ch. 13. 9 p.m.) terference, and then more jobs would be creat-
The question being debated is: “Resolved: If ed by the private sector. Says.Buckley: “Who
you want more jobs. the government should get  causes inflation? Only the government can
out of the way.” cause inflation. The private sector has never
For the resolution are: William F. Buckley. figured out how to do it.”
Jr.. Rep. Dick Armey (R-Tex.). columnist and at-

torney Phyllis Schiafly and Herb Stein, senior McGovern points out if government \;ere cortr:-
fellow-of the American Enterprise Institute. pie;;a:ly g::" gl; ;;‘t?npwg::ée t;hef_';e :vn;ﬁlé I;;:f ng

Opposing the resolution are: George McGov- p;‘ll‘lllcl Li?:ae " He sagys the governmentis neces-
ern. former Democratic presidential candidate. & :

Michael Kinsley. editor af the New Republic, ~S2ry “to protect workers and consumers and to
Hyman P. Minsky of the Jerome Levy Economic _ Strengthen the American economy. .. -
_Institute of ‘Bard College, and Robert Eisner, = It's a st}mulatmg session, with these fine
professor of economics at Nerthwestern Univer-  minds locking horns. all with good humor. |
Sity. . = F F N . f n E wEE : - G b e b B F A& — Kay Gardella.. |
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