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Employment and Poverty
by
Bymsn P. Minsky

) The single most important step toward ending poverty in America
wi&@ﬁ% ﬂviiefndtf.igh%full employment, is achieved and sustained;
W@ﬁeﬂ exists when over a broad cross scction of occupations,
industries, and locations employers prefer to hire more workers, at the
goirg wages and salaries, then they in fact do. In the specific contexi of
the war against poverty tight full employment means two things: (1) employ-
ment opportunities for those now unemployed or underemployed (2) labor
market conditions which tend to raise low weges relative to high wages.

Other anti-poverty measures, such ag community facilities, enrichment
of education, job training and relocation mey be importsnt ss supplements
--waspects of the war on poverty are good in themselves and should be

e
a part of the services avallable to all without & means test »- &wb unleas
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tight full employment exists the anti-poverty cempeign wem enly reault:m?/
spreading poveirty more eq_ui‘ba.bly through the commnity. Without a
realization that erplcyment opportunities are vital to the success of the
effort, the anti-poverty campaign mﬁiﬁ:ﬁmﬂ—aﬁ&m—tw&aﬂem
fair shares of poverty for all. Tight full employment certainly is
necessary, ard @t may also be sufficient .for the elimination of all
except casebook poverty in the United States.

There are two kinds of poverty in the Unlted States., One is duz to

unemployment and low incomes even though employed. The second, caschook
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povarty (vhich consists of those poor not now znd not expected to be in
the lsbor force), is due to the inadequecy of programs of transfer
paynents and income in kind. Indications are that unemploymsnt and low
incomes from jobs account for some 60 per cent of the families living in
poverty. The wnemployed and low income from employwent poor will benefit
dire tly from tight full employment. The elimination of casebook poverty
requires & much more generous set of welfare laws then we now have,
However, tight full employmsnt will indirectly benefit these poor, for
the employed and employesble members of their family will be doing better,
and the higher G.N.P. that will accompany tight full employment will meke
it easier for state enéd lccal governments to underteke adequate programs
of transfer payment. Thus our primery concern here is with the largest
part, but not all, of the poverty in the United States.

Tight full employment will not only eliminate that poverty which is
solely due to unemployment, but, by setting off market processes which tend
to raise low wages faster than high wages, it will, in time, greatly
dlmninish the poverty due to low incoines from Jobs. Xn addition, by drawing
additional workers into the lebor force, tight full employment will
increase the number of families with more than one worker. As a result,
families now in or close to a "poverty line" will move well away from it.

There may be a "critical minimm effort"” that is necded to move families
from poverty and Mto a state in which income, opportunities
' eprevehine

and horigzons are ever improwving. This critical effort may require that

income move well ebove the poverty border. Muliiple earmers in one family

is the wey of achieving femily incomes well abowe the poverty line.
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The unemployment rate during 1964, 5.2 per cemt, was the lowest
annual rate achieved in the Uhited States since 1957. The liberal and
expansionary Kennedy and Johmson administrations have set as their |
interim target a U per cent unemployment rate. This target rate is a
"glack" definition of full employment, which reflects an excessive fear
of inflation. On tbe basis of our wartime experience and the experience
of Western Eurcpesn countries (Sweden aund Germeny are worth noting) &
working definition of tight full employment, ellowing for voluntary labor
mobllity, téch’nica.l dynamism, and seasonal factors, might be set at
2.5 per cent measured unemployment.

| Given wages aﬁd prices, the volume of empl’oyment, and thus the
unemployment rate, reflects what the economists call aggregate dewend, If
the war against poverty is a serious effort rather tham & quite cruel
example of political sloganeering, monetary and fiscal measures to meke
agg:‘regate demand large eno'ugh', to achieve a target 2.5 per cent unemployment
rate should be underteken immediately. Current monetary and fiseal policy,
which is being fremed in the light of the Administration's evident
satisfaction with the performance of the econcmy in 1964, 1s programmed for
a $660 billion G.N.P. At this G.N.P., because of expected productivity
and labor force increases, the unemployment rate is expected to remain
pretty; much where it was in 1964 -- that is;in the neighborhoocd of 5.2 per cent.

What level of eggregate deuend would be needed in 1965 in order to
achieve tight full employment? A rule of thumd is that for every
1 percentege point decline in the messured upenmployment rate, there is
roughly a 3 per cent increase in measured G.H.P. If we spply this rule to
the difference between the expected 5.2 per cent unemployment rate and the
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tight full employment terget unemployment rate of 2.5 per cent, we get
a $53 billion gap between forecast and tight full employment G.M.P.. Even
1f we modify this rule of tlumb so that, when the unemployment rate gets
below 4 per cent, the efficiency of a decline in employment decreases, the
estimated tight full employment G.N.P. remains in the neighborhood of
$700 billion.

It seems evident from the G.N.P. gap that expansionary monetary
and fiscal steps should be taken to raise this year'ssggregate demand to
approximately $700 billions. This should ldver unemployment toward the
reasonable 2.5 per cent target as well as increase the well being of
those already employed. Are there any barriers to such a use of moneta.ry
and fiscal policy, and if there are can we design a set of policy actions
that vm.either get around or get over these barriers?

After the success that hes been imputed to the 1964 tax cut, it
can be aasuined that the administration, if it were bold, could get enother
$15 billion tex ¢ut in 1965--which should expand demsnd to close to
$700 billion. It 18 not an ideological opposition to fiscally mansging
the eccnomy that prevents this /Happidy-the—siegen—thmt Gefivitrore—dows—

PTG LL LD LUS2 S s{elayis oA BT VAN T et ] - -

seens/. Rather it 1s a view that expsnding sggregate demend would have
other, undesirable effects that lead to the programming of & $660 billlion
G.N.FP.

We do not live in a Pollysnna world where all good and desirable

ends are attainable at no cost. IXn the hard interdependent world of
economics, more of one very desirable objective almost always means less of



another, almost equally desirable, objective. The addition of the
elimination of poverty to the set of po].icy gosls means & redefinition
and a reconsideration of the importance placed upon Amuch older, more
conventional goals as full employment, economic growth, price stability

and the international stability of the dollar., She-eliminedien-of—povertiy ‘g
is fully complementary with the goal of full employment. The war on

-~

poverty tends to downgrade the importence of ecomomic growth as an L

objective of policy, although a successful war on poverty, by improving
the quality of the labor force through work e_xperience as much as through
education, will rapidly ipcrease productive capacity.

Domestic price stability and the Iinternationsal stebllity of the
dollar are two of the standard list of policy objectives which require
modification, if not repudiation, in the light of the required higher
priority for and tighter definition of full employment. However, these
two barriers to tight full employment are quite different in nature.

The domestic inflation barrier reflecis s presumed structural relationship
of the economy. The international monetary stgbility barriex reflects a
policy commitment that can be abandoned whenever it is desired. '

The half-hearted efforts toward achieving full employment under both
Kennedy and Johnson (the 1964 tax cut really was more of a device to ehort
& feared recesgion) in part reflects a belief that there exists & stable
inverse relationship between tbe unemployment rate and Ithe rate of increase
of weges and prices. The "interim" target unemployment rate of 4 per cent
wvas set in the belief that at unemploymnt rates higher than 4 per cent

there is no real tendency for wages to rise, and that at rates lower thsn
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4 per cent any stimulus to the economy will largely be absorbed by
increasing the wages and incomes of the alrea,dy employed rather than by
adding Job opportunities for those who are then unemployed.

We are now in a "policy box" that has been created by the repeated
emphasis upon the inflationary potential of unemployment rateé below
L per cent. If labor and business both believe that the threat of
inflation increases when unemployment rates decline, and that the threat
becomes acute vhen a 4 per cent rate is approached, then, in a competitive
push to protec;t their own interests, each decision wnit will press for
higher wages or prices as the unemployment rate decreeses. That is, the
forecast that inflation will be an imminent threat when the unemployment
rate decreases toward 4 per cent is in the nature of a self-fulfilling
prophecy: it helps set the framework so that which is forecast does in.
fact occur.

The existence of a stable relationship between unemployment rates
and wage and price changes, that underlies the fear of tight full employment,
is not a certainty. For one thing, &1l that has ever been cbserved has
been a movement from slack to tight labor markets, and beck sgain to slack.
A long period -- ten to fifteen years -- of sustained tight labor marketls
has never been observed. The institutional srrangements designed to

protect workers egeinst some of the effects of labor market slack sad-to

heed modficetromc nrneed bbe

transitory labor market—tightness =- will no doubt be-medified once labor menlofred
market tightness is accepted as the normel state. Similarly, pricing

policies designed to protect business against the effects of recessions
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can slso be expected to wither ewsy as the beldef in the contimued
existence of prosperity spreads.

The movement to a tight labor market entails some inflationary
pressures vhich are, from the point of view of the war against poverty,
highiy desirable. The heads of some 30 per cent of the families living in
poverty ars employed full time. Obviously the mai.n path by which they can
move out of poverty is by increased income from their Job --which requires
either changing Jobs or higher wages. The evidence iﬁdicat;as that during
pericds of tight lsbor markets, low wages tend to rise more rapidly than
high wages and that during periods of lebor market sleck high wages gain
on low wages. Tight full employment will change relative wages in the
right direction. However, given the existence of .(%acentralized collective
bargaining, the best we can expect is for wageh 46 ‘rise with productivity
and prices to remain constaat in th.e high wege industries. Therefore, in
the low wege industries wa,ges vill rise more ra.pidly than produc tivity, and

this will be accompanied by higher priceao A wage-price inﬂa.tionary
pressure which raises_ the rela.'bive wages of the present poor is hopefully
inherent in our m'rkets_ under tight full employment. Anyone comitted to
& successful war on ‘povefty is also committed to the view that not all
inflations are bad. |

Ir ;Labdr ma.rk)et tightening does not change relative wages in fevor of
the low\wage earners, then mometgry and fiscel policy will heve to be
supplemented by en "incomes policy" designed to guide relative weges and

prices in a direction consistent with policy objectives.
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HGUESEE, Hhs fundamental truth behind ths view that Increases in

demand mey not sbsorb the unemployed, is—thet labor is not all alike > - the
lebor force 1s heterogeneous and viscose, If Increases in aggregate demand
result in increases in the demand for highly trained labor,-lsber-whose-
skills—involve—e-long trainiog pericd, then all that will happen, in the
first instance, is a bidding up. of the wages and salaries of these classes
of workers. As production techniques do not allow for the substitution of
a 20 year old high schyg_ol dropout for an electrical engineer in a research
and development i - ’chtm@es in relative irages may not increase the
demand for the present poor. Thus any effective program of increasing
aggregate demand to eliminate poverty must be designed so that 1t hes an
immediate impact upon the wewesmt poor. Potentially, the heterogemeity of
the labor force is a real bharrier to the generation of the right kind of
tight labor markets.

The axgument that a rise in aggregate demand will not increase
employment, but that it will only increese weges and prices, is susceptible
t0 experimental testing. All that is nceded is to eese up on monetary
eonditions and cut taxes and see what happens. Although this 1s not the
most efficient wvay to raise aggregate demand in order to eliminate povesrty,
appropriately designed spending programs are better, it is both quick and
accepted. If too rapid an infletion resulté, the expansionary pressures
can he eased. The only cost of such an experimﬁ‘b, if it falls, is & once
and for all rise in the price level.

The need to protect the international. stability of the dollar is
the effective and operative barrier to monetary end fiscel expansion. Pirst



of all, the active use of monetery ease is ruled out by the neced to keep
both foreign and domestic "short term” balances in the New York money
market. This banker role of the United States means that interest rates in
Hew York must be high enough so that a "covered" move abroad of short term
funds is not profitable. Therefore United States interest rates must be
kept in contact with those in the more Buo;yﬁant Buropean economies. Secondly,
the need o copstrain the deficit in the balance of payments rules 386 too
rapld a rise in United States G.N.P. A $700 billion rather than a $660 billiom
G.N.P. would mean from $1.5 to $2.0 billion more in imports.In addition,

the move from slack to tight labor markets should result in a rise in the
price of products made with low wage labor. Such a price increase will

tend to increase imports and decrease exports. That is,a move to tight labor
markets will increase the balance of payments deficit. A large deficit in
the current situation can trigger a flight from the dollar.

To a considerable extent, even since 1958, the needs of the dollar
standard have acted as constraints upon expanding domestic income. Tight
labor markets sre not attaineble because of the peculisr bind that the
dollar ig in internetionally. It is apperently gquite approprisate to
allude to William Jennings Bryan and assert that, in pert, the eross that
the American poor bear is made of gold.

The elimination of the barrier to expanding aggregete demand, due
to the intermational monetary system is simple: get rid of the gold
standard. X for some subtle reasons, mrierstood only to baalkers, the
State Department and the Treasury, we camnnot do this, then we can buy

economic breesthing room by raising the price of gold. Of course raising
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the price of gold subsidizes two vicious regimes -- that of the Soviet
Union and South Africa -- but at least it will ensble us to get on with
the tesk of achieving a tight full employment economy and ending poverty
in America.

In our past -- the first New Deal -- we heve the instruments to
fight poverty. W.P.A. and its associated N.Y.A. and C.C.C. took workers as
they were and generated Jobs for them. The ressurection of W.P.A. eund its
alljed projects should be a mejor weapon in the war on poverty.

W.P.A, was a lsbor intensive approasch to unemployment and it tailor-
made its projects to fit the cepabilities of the avallasble labor. woﬁvo
must be confftrasted with the standsrd public works programs, favored by
Trade Unions and their allied contractors as a solution to unemployment
problems. Progi‘ams of expanding standavd public works are inefficient in
the war against poverty, for it meens providing Jobs for alveady affluent
workers.

Work should be mode available for all eble and willing to work st
the national minimum wage. This is a wage support law, anelogous to the
price supports for agricultural products, and it replaces the minimum wage
law. Once work is available to all at the minimum wege, the problems of
“eovered” ard "uncovered" occupsticns ereeliminated.

To qualify for employment atm terms, all that would be required
would be to register st the local U.S.E.S. Part time and seasonal work
should be avallable at these terms: this will be a special boom to low

income farmers and farm workers.
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National government agencies, as well as“tiﬁf-(..lal and state sgencies
would be eligible to obtain this lsbor. They would bid for labor by
submitting their projects, and a local "evaluation" bosrd would determine
priorities among projects.

This scheme geperates "artificially" tight labor markets. It should
under present circumstances ol;i;' some $10 to $12.5 billion -- and expeand
G.N.P. by some $20 to $35 billion above the $660 Fforecast.

Once the tight labor markets bave been created by having lsbor
demand accommodate to lshor supply, standard monetary and fiscal expansionary
measures will generate excesc demand for some partlcular type of labor.
This will signal where retraining emd relocation efforts are needed.

Initially the wage support level should be fixed at the present
minimum wage -- which yields an income below the poverty line as now
defined. However, it is necessary to moke the present minimum wage
effective before we improve it. However tight labor markets iwply chet
low wages rise relative to high woges, thue as time goes by the wege
support law should be raised from its present spproximately 40 per cent
to approximately 60 per cent of the median wage.

Such a ;a];-:e in low wages relstive to high weges will tend to force
up the prices of the products that the low wage workers produce. It
becomes a lma.tter of ecanomic policy whefher or not we want the price of
these products ﬁcreasedo For example, hospitsl owxderlies and attendants
are low wage workers, it is desirsble that thelr incores should rice
relative to those of high wege workers. But it does not follow that it is

desirable that hospital prices be raised along with hospitel costs.
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Programs of wage supplement for particular classes of workers could be
pert of the arsensl of weepons in a campaign egainst poverty that:uses
tight labor marketes as the principal weapon in the war.

To conclude, the way to end the biggest chunk of poverty is to
generate jobs at adequate income for the people now living in poverty.
Although improvements in welfare and educational programs would help, many
of these programs bear their fruit only after a long delsy,and the
fundamental. problem is how to end poverty for the present poor. The basic
approach 1s straight forward -- accept the poor as thsy are and tallor make
Jobs to fit their capabilities. After this is done, programs to improve

the capabilities of low income workers are in order.
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