 SEQ CHAPTER \h \r 1Background Information About Work and Income

This paper was prepared for a workshop at a NACAA conference in the early 1990s.  It describes social and economic forces and how these are affecting the ability of people to earn an income.  Section A describes the social purpose of work  Section B looks at how income distribution related to key variables such as family composition and the social and class structure of American Society.  Section C further explores the causes of these income differentials.  Educational attainment, gender and race explain 2/3 of income differences.  Section D points out that even if more people go to work most of them will not earn enough to lift themselves out of poverty.  Section E explores the economy of the future.  Section F lists the global, national and regional social and economic factors that must be considered by people who are designing strategies to help people increase their incomes.    

  A.  SOCIAL VALUES

     1.  The instrumental value of work is paid by the employer based on the dollar value of what the person creates in an exchange relationships with the customers who purchase those goods or services.  The instrumental value of work is rewarded through the paycheck. 


A society needs to have people work for social reasons and social benefits as well as for the instrumental value of what they produce.    

     2.  The intrinsic value of work is the benefit produced for the rest of us -- for society -- by having people working.  The tax code is the principal tool we use to compensate people for the intrinsic value of the fact that they are working.  Two methods are the Earned Income Tax Credit (EITC) and the child care tax credit.  Some programs pay other income supplements or pay certain costs for people who work but who earn low-incomes, such as Medicaid and Food Stamps.  Another new approach, child support enforcement, is based on the concept that if you parent a child, you will share some of your income with that child.  America is moving slowly toward the elimination of "income poverty" through the combination of these methods.  

     3.  The package to get an income level of $16,000 for a household with one adult and one child includes:  

     Cash
     work 2,000 hours at $6 an hour 
$ 12,000

     Earned Income Tax Credit

     1,000

     Child Support Enforcement

     1,800

     Child care tax credit


        ???

     Cash equivalents
     Food Stamps                

     Medicaid

     Child Care,  Housing? Trans?

     4.  "The ultimate measure of the performance of our economy is the change in American's real income...how much we earn relative to how much we pay for the goods and services we buy."  Jeff Faux, President, Economic Policy Institute.

B.  INCOME DISTRIBUTION

     5.  Median household income rose steadily from 1947 to l973.  Since 1973, median household income (in adjusted dollars) has remained static -- at about $24,000 per year.  

     6.  Within population groups, the lowest 40% of earners have experienced a net decrease in earnings since 1974.  A full time worker at the minimum wage earned 109% of poverty in 1969; 100% of poverty level in 1979, and 78% of the poverty level in 1985.  


The U.S. News and world Report recently ran an article whose headline sums it up:  Downward Mobility:  Blue Collar Workers Watch the American Dream Fade Away.  
     7.  The middle 40% have barely kept up with inflation.  They way they did keep up was not primarily through salary increases, but because the primary wage-earner increased the number of hours worked and additional adults from the household now work.  If you net out the additional income from the newly-employed female, income for this group drops, too.  

     8.  Households where two or more adults work are seldom in poverty.  Single-adult households are often in poverty.  If the two-adult family is an artifact of the agricultural/industrial economy and is not socially necessary in the information economy, this will result in fundamental downward shifts in household income levels.  

     9.  The top 20% of all households have experienced dramatic growth in household income mostly from interest, dividends and rents, from investments and property, instead of from salary.  

     10.  A comparison of gender, ethnic and educational sub-groupings shows even more striking differences.  The educational differentials producing the most dramatic results of all.  A college education produces a 30% to 49% wage premium for all age, gender and ethnic groups.  The absence of a high-school education results in an economic disaster.  If "cocaine" is spiritual suicide, dropping out is economic suicide.  

     11.  The income range between the top and the bottom population groups in America is larger than in other modern democratic societies.  In Japan, for example, corporate chiefs rarely earn more than 15 times the lowest paid worker.  In the U.S., a multiple of 30 to 50 is common.  This is not a measure of economic value, it is a social value legitimized through political power within the social structure of the corporation and the country.  It is sanctioned in the tax code.  

C.  CAUSES OF INCOME DIFFERENTIALS

     12.  The University of Michigan's Panel Study in Income Dynamics says that 33% of wage differences can be explained solely by educational attainment, 31% by gender and race, and 15% by "family of origin" which is a code word for social class or historical family wealth.  NO OTHER VARIABLE explains more than 1% of the remaining difference.  This tells us what makes a difference, yet many employment and training programs focus on tasks that come from the under 1% category, including how the person feels, etc.  

     13.  Wage levels of females are only about 70% of those for males.  The differential is closing at a rage of about 2-3% per year.  From a research perspective the differential is confounded by several things.  a.  The shift in the nature of the economy (the manufacturing jobs paid $29,000, the new information jobs pay $20,000).  b.  As a group females have fewer years experience in most occupational categories (seniority is the most typical basis for pay increase).  Nevertheless, it seems that wage comparability is a concept that has not yet happened.  

     14.  International competitiveness results only from competing and from making the necessary but painful adjustments in a sector where we are having difficulty competing.  In manufacturing, protectionist measures protect jobs and maintain wages only for a few months or years, BUT THEN (1) Protectionism mean abdication of the rest-of-the-world to competitors, (2) protectionist measures create inflationary pressures and much higher consumer prices which erode the overall economy and (3) eventually the "protected" industry segment collapses completely (steel, tv production, consumer electronics.)  Avoid protectionist barriers!  


The NAFTA and GATT may seems like bitter pills, but they must be swallowed now or our children face a cataclysm.

     15.  The argument that the best employment program is a strong local economy is proven correct in the Manpower Demonstration Research Council's evaluations of the WIN Demonstrations.  The difference in placement rates, the "program effect" between program participants and control groups is never more than 10%.  The difference in self-placement rates by the control groups between communities ranges from 18% to 55%, a difference of about 37%.  Other things being equal, a move to a community with a thriving economy is several times more likely to result in getting a job than enrolling in any employment program.  

     16.  Other national policies on taxation, the rate at which the Federal Reserve Bank loans money to member banks (the discount rate), and policies that affect the inflation rate are key drivers in macroeconomic policy.  They regulate economic expansion.  

     17.  It is unclear that there is a employment and training "solution" to a low income level in a household that is the result of macroeconomic policy, or even the result of changes in family structure.  Changes in personal behaviors or beliefs are not big factors in changing in income.  

     18.  The "human capital" theory on which most employment programs are based assumes a need to help an individual get the education (knowledge) and training (skills) they need to function in the job.  In some cases the pre-employment training also help them obtain the desired attitudes about work.  Depending on how you count, employers spend somewhere between 60 billion and 300 billion per year training the people they have hired.  The 5 billion or so spent on publicly funded programs for adults is based on the premise that the public must educate/train certain groups of people to make them eligible for certain jobs.

D.  THE PROGRAMS of the PRESENT 

     19.  "A new consensus among liberals and conservatives holds that the most effective way to fight poverty is not through income transfers, but through education, training and employment."  Shaping Tomorrow's Workforce, NAB.  

     20.  "We are all better off when our fellow citizens are literate, schooled in the fundamentals of civics, and partake to some degree of our common culture."  "A training program for the disadvantaged creates value when, as a result of training, a participants productivity and earnings exceed what they would have been absent any intervention."  The real effect of anti-poverty programs is a matter of determining the difference between each person's fate "with" and "without" the program.  Shortchanging the Workforce, Economic Policy Institute.  

     21.  "At the current time, the welfare system has a substantial body of information on program outcomes and impacts.  Short-term, low- to moderate-cost employment and training programscan result in long- lasting increases in employment and earnings and welfare savings.  While these gains are important, they are not large enough to move people out of poverty."   (Manpower Demonstration Research Council evaluation reports.)

     22.  "Groups with high placement rates do not have high impacts (on future family income), because the high outcomes occur for the very groups that would leave welfare relatively rapidly on their own."  The short-term performance measures (JTPA and JOBS) may work against achieving the programs objectives.  The targeting provisions become the critical counterweight to assure a clear return on the program investments.  (Working Capital.  JTPA Advisory Committee)

     23.  The JTPA Advisory Committee (Working Capital) assumed the necessity of the following five publicly funded systems in designing a comprehensive E&T system.  


a.  Welfare agencies:  Social and support services, transportation, child care, case 

management, medical assistance, AFDC.


b.  JTPA.


c.  Education.  All types and levels.  


d.  Job Service.    Job development, placement.  Job clubs.


e.  Child Care Resource and Referral Agencies.

E.  THE ECONOMY of the FUTURE 

     24.  The agricultural economy was based on strong backs and a knowledge of nature.  The manufacturing economy was based on good hands and a knowledge of technology.  The information economy is based on the mind and the personality -- on the ability to manipulate symbolic knowledge and to have the attitudes and social skills needed to provide good customer service.  

     25.  The Department of Labor and the American Society Training and Development just published a very important study of what employers want employees to be able to do in the coming decades.  The big seven:  

     organizational effectiveness/leadership, 

     interpersonal skills, teamwork,      

     self-esteem, motivation and desire for development,

     creative thinking and problem solving,

     communication, listening and oral,

     reading, writing and arithmetic, 

     learning how to learn.

     26.  The manager of a major airlines maintenance facility employing over 5,000 workers said "I will hire and our company will pay the training cost for every person you can send me who (1) will show up every day ready to work, (2) who can get along with their co-workers, and (3) who can pass a drug test."  Training wage is $8 an hour; the training program is two years long then the person moves to $12 an hour.  They have had many vacancies for several years.

     27.  The need for a worker to be able to manage information is reflected in the following:

     
In the 1600's, the amount of information needed to live your whole life was the amount and level of difficulty now present in a single copy Sunday NY Times.  Now, knowledge expands at about 3% per year.  Put another way -- everything that is known now is only about  10% of what will be known in the year 2040.

     28.  Demographics are a major driver of change.  The workforce entries over the next ten years will be dramatically different from the entries of decades past.  First, two-thirds of all new hires will be females.  Secondly, due to slowing population growth overall and the decline in the numbers of teenagers, there is an enormous demand for entry-level workers.  Employers are hiring more and more senior citizens, minorities, and people with disabilities -- primarily because they have to.  There aren't enough of the kind of people they used to hire in the past.  There is a unique window of opportunity here, and there is a risk.  The window of opportunity is to move large numbers of "our folks" into jobs.  The risk is that if employers do not hire "our folks;" they are going to automate or hire new immigrants.  

     Many American teenagers are willing to work -- but they expect to start at the top!  The immigrants are willing to work at the least desirable jobs for long hours, and perceive that by starting at the bottom they are on-the-ladder and that over the years hard work will pay off.  It's good to have a steady supply of people who still believe in the American Dream.

F.  SUMMARY OF FACTORS AFFECTING THE ECONOMY.

     The current income distribution and future employment opportunities in the U.S. are produced by many factors:

Worldwide:  


globalization of most industries and worldwide competition


the rate of technological change,


increases in education and productivity levels in many countries that are NOW ABOVE 

THOSE OF THE U.S.

National:


macroeconomic policy, interest rates, inflation rates, 


social values that permit wide income disparity between the top and bottom,


the continuing decline in the manufacturing economy with only about 25% of jobs in this 

high-paying area,



continuation of obsolete ideas that work should be rewarded solely on the "stuff-based 

notion" that a person is paid only for the instrumental value of what the person 

produces, 


the increase in service sector jobs where most new jobs pay $5 or less per hour, 

     
the shift in what almost jobs now require from the employee -- from the hands to the 

head,

     
the absolute dollar value of educational attainment, with the skills represented by a 

high-school diploma as THE NEW ROCK-BOTTOM that are needed. 

     
the rate of expansion of knowledge, 

     
the absolute necessity of social/interpersonal skills -- and people who do not have them 

are irrelevant to the economic system (e.g. some mentally ill, some homeless)

     
continuing discrimination based on race and gender, 

     
tax policies that penalize people who work, 

     
social and tax policies that do not yet fully compensate people for the intrinsic or social 

value of work.  

Regional, local:

     
the particular composition of local economic activity.

     
the specific education needed to do the job.   (the skills employers want)

    
the other abilities employers want (ability to manipulate symbolic knowledge).  


historic factors, e.g. most state/county boundaries were created based on rivers and 

arming, and are largely irrelevant to the current and future regional economy.

    
state and local development policy -- invest in existing business or help small businesses?

    
methods to help people get out of obsolete jobs or sectors of the economy.  Whatever you 

now do -- becomes obsolete at a rate of 10% to 30% per year.  (Peter Drucker)     

