VI CE CHAI RVAN PAPADI M TRI QU: Thank you
very nuch.

W don’t have a fourth panelist, so | would
like to now invite ny fellow coll eagues here to begin
t hei r questi oni ng.

Conmi ssi oner Lew s?

MR LEWS: M. Barfield, 1'd Iike to ask
you a question. You said that the intervention to
protect certain industries |ike autonobile or steel, or
to slow inports |like autonobiles or steel, have had a
negative effect. Had there been no intervention, what
woul d have been the result of the lack of intervention?

MR BARFIELD. It depends on -- let ne -- |
sai d steel and sem conductors.

MR. LEWS: Steel and autonobiles.

MR, BARFI ELD: | think what you woul d have
had -- the major -- you would have had a trajectory that
we have had for two decades in which the integrated
steel conpani es have found thensel ves, even with I woul d
-- let me say immediately, certainly in the | ast decade,
some capital infusions, some upgradi ng, they have found

t hensel ves | ess and | ess conpetitive. But the so-called

mni mlls, which have cone from-- what was it -- two
percent, or sonething like that, in the early "80s to
now al nost hal f, have been nore -- of equal -- equally
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efficient with firns around the world.

So | think what you woul d have had was a --
you woul d have speeded that trajectory, where the rea
conpetition to the integrated mlls has conme, | think
fromthe mni mlls and not so nuch the out -- fromthe

outside. That would have gone a little bit faster, and

you woul d al so have had -- which is traditional. This
IS not endem c  just to steel - - I ncreasi ng
speci al i zation as we noved up the higher -- in specialty
steel, into steel products, away from basic steel, |
t hi nk.

And, in semconductors, it is hard to --

MR. LEWS: Aut onobi l es was the other
questi on.

MR BARFI ELD: I don’t think | nentioned
autonobiles. If | did, | didn't --

MR, LEW S: No, |’ m aski ng. My question

was: what would have happened to the autonobile
I ndustry --

MR, BARFIELD: Well, in the 1980s --

MR LEWS: -- had there not Dbeen

i ntervention?

MR BARFIELD:. -- we did not have -- let ne
say, we had a kind of -- we were lucky. W had a kind
of leaky -- what | would call |eaky protection. It
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didn't protect a lot, and the key in the 1980s was we
al l oned i nvestnent, and we allowed the Japanese to cone
over here to invest.

And so, in effect, we kicked our autonobile

conpanies in the tail, and they becane nore efficient
because we kept -- we kept -- even though we had at
ti mes under President Reagan -- and | don’t think they

| asted under President Bush; Carla Hlls would know
that. But even though you had sone protection --

VR. LEW S: Aren’t there voluntary
restraints on the exports of steel and autonobiles from
Japan today?

MR, BARFI ELD: Yes, but that’'s been -- yes,
t hat has been sporadic.

MR LEWS: Ckay. What woul d have happened
had there not been --

VMR. BARFI ELD: | said I -- ny point was
that you woul d have had the trajectory within the things
that were happening nove a little faster.

IVB. H LLS: Just for the record,
Conmi ssi oner, the Bush admnistration abolished
voluntary restraints on autonobiles. And | don't --

MR. BARFI ELD: I thought it ended at the
end of Reagan -- the end of the Reagan adm ni stration.

M5. H LLS: Yes. And | don't believe that
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t hey have been rei nposed by the dinton adm nistration.

VMR. BARFI ELD: But our autonobile -- our
big three -- the big twd, and the third is now, you
know, certainly a nulti-national conpany, were always
multi -- they conpeted not just here but around the
world. So the -- | think the inpact -- | would go back
t hough, to the point that I was making that the inpact
of what was a fairly loose and not very efficient
protection -- thank God -- for the consuners, and
because we allowed investnent, was to keep them nore
conpetitive.

I woul d suggest that you conpare that with
French and Italian autonobil e conpanies.

MR LEWS: | guess the question |I’'m com ng
to is, if it’s nore efficient for the steel
manuf acturers and the autonobil e manufacturers to cl ose
the plants here and build them in other countries
because the ultimate price would be less if we inported
the steel and the autonobiles, would that be good for
t he Anerican econony?

MR, BARFIELD: It would depend. It could
be good for the American econony. | don’t think the
Anerican econony is affected particularly one way or the
other by the opening or the closing of a particular

steel plant or a whole group of them

165



| nmean, | think the -- if you look at the
way industries have devel oped, you can nove -- what
woul d have happened is that the -- we woul d have noved
to those areas within the industry, within steel, where
we had a conparative advantage, which is where you had
hi gher R&D going into it, higher capital input going
into it as opposed to the kind of basic steel that we
had -- that the integrated conpanies kept trying to

bal ance all al ong.

| don't think -- ny answer is, | don't
think -- you' Il get a better answer, |I’msure -- from
M. Scott, to your liking at any rate -- but ny answer
is, | don't think you would have -- you would have

accel erated processes that were going along in any case.

VI CE CHAl RVAN PAPADIM TRIOJ: M. Scott?

MR. SCOTT: Yes. | think | would nake two
comments on this issue focusing on steel. First of all,
ny col | eague Robert Bl ecker and | prepared a study of
the costs of protection and the costs or benefits of the
steel VRAs, which we published in the academ c journal
in 1997 (International Review Applied Econom cs.)

And what we found in that study is two
t hi ngs. And it is, specifically, a review of the
esti mat es devel oped by M. Huf bauer nentioned earlier on

the cost of the steel VRAs. And what we found had two
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results. First, there was a technical error in the
Huf bauer estimates that reduced -- if were corrected,
reduced the consumer costs of the VRAs.

And second, and nore inportant, the
Huf bauer study had left out the inpact of the unfair
steel inmports on workers who were actually displaced in
many cases, or would have been displaced in the absence
of the VRAs. And there were two kinds of inpacts.
First, workers lost their jobs and they were out of work
for many nonths in the case of the steel industry. And
nunber two, when they went back to work they took | ower
wages.

In the nodel used in M. Hufbauer’s study,
he assunmed that |abor nmarkets are perfectly conpetitive
and t hey adjust instantaneously, and that these workers
don't suffer any losses. But in the real world, when we
| ook at the actual inpact on workers and conpare that
with the cost to consumers, we found that the VRAs
actually generated a net benefit to the donestic
econony.

So | think that we have to be careful to
di stinguish the theory of how these kinds of short-term
trade renmedies work fromthe actual enpirical inpact of
the policies on the donestic econony.

Secondly, | would just nmention the recent
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steel dunping case as an exanple. I was involved in
that case, by the way, as a wtness for donestic
producers at the ITC. And what we found was that unfair
dunpi ng of steel in the hot-rolled case fromRussia and
Japan and Brazil cost donestic producers approxi mately
a billion and a half dollars a year in |ost revenues,
and that this was found by the Commerce Departnent to be
unfair conpetition, that prices were |ower than the
mar ket conditions would dictate, and so this is another
measure, the kind that industry suffered.

It was the efficient mni mlls that were
being hardest hit in that case, | believe, not the
donestic integrated firnms. So the new high tech sector
was the one hardest hit by this form of wunfair
conpetition.

CHAI RVAN VEEI DENBAUM  Can | fol |l ow up?

VI CE CHAI RVAN PAPADI M TRI QU:.  Sure.

CHAI RVAN  WEI DENBAUM Have you nmade any
anal ysis of what the inpact of the restraint on steel

I mports was on steel-using industries in the United

St ates?

MR, SCOIT: That would be included in the
consuner costs. There were no indirect inpacts
calculated in terns of the jobs lost. That wasn’'t in

ei ther the Huffbauer study or ours.
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CHAI RVAN VEEI DENBAUM  Thank you.

VI CE CHAI RVAN PAPADIM TRIOU: M. Scott, |
have a question, which is nore of a general nature. You
seemto be a |lone ranger in terns of your testinony or
your commentary vis-a-vis the relationship between the
trade deficit and the downward pressure on wages and
al so on prices.

And vyet Dbesides yourself and Professor
Bl ecker every other nmenber of the two panels that we’ve
had -- and this is the second technical briefing --
seens to believe that, there is no such causality
bet ween wages and the trade deficit. Wat kind of data

do you read?

MR. SCOIT: well, for exanple, on the
question of the inpact of trade on wages, | think that
I’m not alone in this regard. There has been vast

literature which has been surveyed by ny col | eague John
Schmdt that is summarized in several papers in the
reference section that we’d be happy to provide you
copi es of.

But to cite one exanple, Bill Klein, who
was at the tinme at the Institute for International
Econom cs, has prepared a survey of this literature and
did his own enpirical estimate of the inpact of trade on

wages. And he found that trade explained -- and he
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| ooked, by the way, at only one of the six channels that
| nmentioned, the price channel.
He found that trade explained roughly 29

percent of the increase in incone inequality that has

occurred. | believe -- | think he was | ooking at the
period '79 to "89. |I'mjust recalling that off the top
of ny head.

And, in fact, if you | ook at the share that
was explained, it was nore on the order of 40 percent of
the anmpbunt of increased incone inequality that was
expl ai ned. So this is not comng fromny institute;
this is comng from the Institute for International
Econom cs, which is generally regarded as an institute
I think that nost econom sts would view as supporting
trade |iberalization

So | think the mainstream of the profession
Is -- is, | think, producing a substantial anount of
research in support of ny position. | don’t think the
mai nstream of the profession has been active in talking
about the policy inplications of that research. | think
that is perhaps where we differ

MR, LEWS: Very good.

VI CE CHAI RVAN PAPADI M TRI QU:  Thank you.

MR LEWS: Can | ask M. Barfield a

gquestion in response to --
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VI CE CHAl RMAN PAPADIM TRIOQU: M. Lew s?

MR LEWS: M. Barfield, your article
said, "Recent research indicates that only 10 to 15
percent of the increase in wage inequality in the 1980s
can be traced back to the effects of international
trade.” Could we get the citation for that?

MR. BARFI ELD: Yes, you certainly my.

MR. LEWS: Thank you.

MR, BARFIELD: | would say that | -- let ne
first say that I am -- wages and jobs are not ny
specialty. But | would argue that at |east fromwhat |
know, and |I’'Il defer to Sidney Wintraub on this, that
| would say that -- | nean, it’s very hard to say a
consensus, but it seens to ne M. Scott’s point about 29
or 30 percent is at the high end.

| think nost studies end up 10 to 15
percent, as far as | understand it. And that was what
| was talking -- | think that’s pretty nuch --

MR LEWS: Ckay. Well --

MR, BARFIELD: -- the work that we’ ve done,
it’s work that Brookings has done, and work of the
uni versities. | think that's where you -- | think the
preponderance of thinking is that technol ogi cal change
is much nore inportant.

MR LEWS: Utimately, our staff wll
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analyze it, so | would just --

MR. BARFI ELD:  Sure.

MR LEWS: -- appreciate --

MR. BARFIELD: 1’1l be happy to --

MR LEWS: -- getting that citation --
MR. BARFIELD: -- supply that.

MR WVEEI NTRAUB: Just let ne add a conmment.

| didn't give you the full <citations. But in ny
prepared remarks, | gave you seven or eight or nine
authors who actually tried to deal with that subject.

And the variation as to what part of the wage gap --
that’s what they were looking at -- is explained by
i mports and, in sone cases, by immgration. dine did
t hat .

The estimates varied anong restricted
econom sts. Cine, Richardson, Leaner, who are at the
high end, are respected professionals. But so are
Krugman, Law ence, and Slaughter, who conme down to
almost a nil or mnor effect. And so are others |ike
Bahgwati, who cone out at the |ow end.

In other words, you will get -- on this

point as to how nuch of the U S. wage disparity is the

result of inports of low wage -- from |ow wage
countries, you'll cone out anywhere in the range from
nil to about 25, 30 percent. These are all by
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econom sts for whose judgnent | personally have a high
regard.

MR LEWS: Thank you very nuch. Thank
you.

VI CE CHAI RVAN PAPADI M TRI QU:  Thank you.

MR THUROW Can | make a technical comment
here? One of the problens you have in this literature
Is exactly the phrase you used. Sone of it focuses on
imports from | ow wage countries. And, of course, an
i mport from Japan or Europe can have a big inpact on
wages, but they are left out of those studies because
they aren’t coming -- and if you look at the effect on
steel and autonobiles and those kinds of industries, it
was inports basically from Europe and Japan that was
having the inpacts, not the inports fromthe | ow wage
countries.

VI CE CHAI RVAN PAPADI M TRI QU:  Thank you.

Commi ssi oner D Amat 0?

MR, BARFI ELD: Well, you' d have to keep it
-- that with the sort of wldcard of Eastern Europe and
Russia recently, so --

MR,  SCOIT: Can | rmake one followp
comment ?

VI CE CHAI RVAN PAPADI M TRI QU:  Sure.

MR. SCOTT: Let's begin by accepting that
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trade is responsible for 20 or 25 percent of this
I ncrease in incone inequality that we ve experienced.
The total increase in incone inequality has anounted to

about seven percentage points. That is, the gap between
producti on and non-production workers has increased by
about seven percent.

So, if we take roughly 20 to 25 percent of
that, we're looking at one and a half to two percentage
points difference in the wages of production workers
relative to what they would have been in the absence of
these trade effects.

And | ask you, can you name one other
economic policy that you can think of that could reduce
the wages of production workers that make up about two-
thirds of the American labor force by one and a half to
two percent? | can't think of one as an economist.
It's an enormous impact. So | think it's important to
ask yourselves what is meant by these allegedly small
amounts, in terms of real impacts on American working
families.

CHAIRMAN WEIDENBAUM: s that a rhetorical
guestion, or is it --

MR. SCOTT: Pardon? | think it's an
important --

CHAIRMAN WEIDENBAUM: Social Security
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taxation.

MR, VEEINTRAUB: | don't want to get into a
debat e here because there are so many ot her things that
affect this and affect wages and affect the disparity.

And if you take these actions, how do you change this?
And nost of the economists | cited are not
protectionists. So, therefore, they don't recommend
that. And as a consequence, you don’t really know what
t hey recomend.

VI CE CHAI RVAN PAPADI M TRI QU:  Conmm ssi oner

D Amat 0?

MR. D AMATO  Thank you, M. Chairman.

M. Scott, let ne ask you this. Do you
have any nunbers about -- |I'm looking at famlies

wor kers. \What percentage of famly households in the
United States today, say in the last 20 years, the
period for which nost of which tinme we | ost real wages,
according to your testinony, what percentage of those
famlies have beconme two wage earner famlies as opposed

to single earner famlies? Do you know?

MR.  SCOTIT: | don’t have nunbers to
preci sely answer that question. | can give you a rough
proxy for that inpact. 1In a report we released just a

few days ago for Labor Day at ny institute, we did cite

figures on the increase in average working hours per
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famly. And by ny recollection, in the | ast decade the
average working famly has put in about 256 hours of
addi tional work. That works out to about six weeks of
additional work time, on average, for working famlies
in the U S

MR. D AMATO So to nake ends mneet worKking
famlies have to put in |onger hours.

MR.  SCOIT: That’s right. And in that
period since -- between '79 and -- or, |I’'m sorry,
between 89 and ’'97, we have seen essentially flat
median famly income. So although incone has increased
by only a few hundred dollars, working famlies are
putting in about six nore weeks a year just to
essentially run in place.

MR D AVMATO Do you agree with that, M.
Vi nt raub?

VR. VI NTRAUB: | don’t know the exact
data, and I don’t know how nany two worker famlies --
husband and wife workers -- are working only to run in
pl ace, because they need the income. A lot of themare
doing it because wonen want to be in the workforce. A
lot of themare doing it because the jobs are avail able
in the United States.

I am having a hard tinme understanding

exactly what is being alleged here, and what the
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argument is. And if I -- if | knew that, maybe | could
respond to the question.

MR, D AMATO Well, ny question is, is it
necessary for famlies -- for both nenbers of the famly
-- the husband and wife both to work in today's
environnment to make ends neet as opposed to 20 years
ago? |Is that nore -- is that the trend? That is ny
questi on.

MR VEEI NTRAUB: | doubt that the situation
Is worse today than it was 20 years ago.

MR, D AMATO It’s not worse today than it
was 20 years ago?

VR,  V\EI NTRAUB: That’s ny -- that's ny
I npression, but | can’'t give you all of the data.

MR. D AMATO Do you agree that real wages
have declined over the past 20 years?

VR, V\EI NTRAUB: Real wages have been
declining -- have declined until quite recently when
they started to increase again. That’s right.

And disparities in the U S. econony have
grown a great deal. But | don’'t blane nost of these on
I mports. Renenber, inports have been a small proportion
of our total econony over this period of tine. The
proportion has grown in recent years, but trade itself

Is still a relatively low proportion of the US.
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econony.

In other words, the big job machine in the
U.S. econony is not trade. The big job machine in the
U S. econony is an $8-, $9 trillion econony. And the
U.S. econony is capable of creating full enploynent,
even al nost under any conditions of trade.

| would argue the difference that trade has
made is to help increase the wages of the people who
have devel oped the appropriate skills. W do know t hat
export wages pay nore than other wages, but that -- that
really is not an explanation. That really is -- it’s,
in a sense, a redundant statenment. W know that people
with higher skills, people with nore education earn nore
noney.

We know that the United States conpetes in
world markets in those industries where there are
skills. And we know there’s a world market, and we know
we can’t cut ourselves off fromit. So |I keep asking
nyself, what is it that you are suggesting to be able to
deal with the problen? And the answer | cone to i s not
protection; the answer | cone to is education and
training and nore education and nore training on end.

MR, D AVATO Well, let ne ask you, do you
think it’s true that the jobs that have been | ost over

this period of tine have been replaced by | ower paying
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j obs?

MR, VEI NTRAUB: No, | don't believe that at

all.

MR D AMATO  Have not ?

VMR, VEI NTRAUB: No. There’s no evidence of
that fact. As a matter of fact, a good many of the

service jobs today pay better than manufacturing jobs.

The jobs that have been created recently have not all
been the | owest paying jobs. You'll get all kinds of
conflicting data on this, but, no, I don't agree with
your statenent.

MR D AVATO Wll, 1'd like to ask you,
M. Scott, if you agree with that. But |'m curious,
t hen, why we have nore two working nenbers of the famly
if the replacenent jobs have not been a reduction in
wealth to those famlies. | don’t know a |lot of
famlies who willingly want to go out and work. This is
a change in culture which nay be driven by sone val ue
ot her than the econom c necessity of the reduction in
t he wages of the primary wage earner.

MR V\EI NTRAUB: | don’t have the full
answer, but | would inmagine the majority of two-worker
famlies are doing it out of a desire to work.

MR.  BARFI ELD: | think you have to also

keep going back -- | nmean, you' ve got -- we went
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circular and then forgot where this whole thing started,
and that is for what -- w thout having the answers to
t hese questions, it is -- you have to keep com ng back
to the fact that inports are such a small part of our
econony.

MR, BARFIELD: So that we ought to | ook in
-- | nmean, not -- don't look to the stars; look to
oursel ves for whatever problens we’'ve got, it seens to
nme. | nmean, you neke a case that you need to do
sonet hing about income distribution in the United
States, or whatever, the taxes, or whatever.

But you're not going to get at it, given
the smal|l part that trade plays --

MR, D AMATO | think you have to | ook at
those areas where the jobs are being |ost and whet her
they relate to the areas where we’'re having increased
I mports from areas where --

MR, BARFIELD: Let’s just take textiles, a
|l arge -- a large sector that is always under pressure.
The estimates that | have seen say that 80 percent of
the changes in the job loss canme from interna
t echnol ogi cal change in that industry, not from pressure

fromthe outside

This is not to say there wasn't sone --

there was sonme of that. But that industry has changed
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dramatically, and that was an industry where you -- you
probably didn't have job | osses that -- so that you had
to take a | ower paying job. But there were industries
that there were, but then you get into questions, which,
again, | amnot -- this is not ny area, so |’mnot going
to -- don’t want to go deeper into this.

But if you get into questions about the
steel workers’ pay or the autonobile workers’ pay in the
"60s and '70s -- and | don’t just blame the union -- but
you have to deal with pressure fromthe outside. Every
time you get a strike the conpani es passed on the wages,
increasing -- that is, they agreed to increasing the
wages, so the wages got all out of kilter wth
productivity.

And so it gets to be a very conplicated
matter. But in that case, one could say probably in the
short termsteel workers who left U S Steel, let’s say,
in 1979 and did not -- and had to find sonething el se
probably did go to a | ower paying job. But the econony
then, irrespective of that, was creating jobs -- | nean,
here was the dawn of this, you know, the sem conductor,
the software, the high end electronics, which is
occurring at the sane tine.

MR D AMATO Wwll, M. Scott, but -- |

mean, | would say at the sane tinme, as we pointed out
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earlier, real wages were declining in that period. So
I find that perplexing.

M. Scott?

MR, SCOIT: | have several coments here.
Wth respect to what happens to workers when they are
di spl aced, that is an enpirical question. And the
Departnment of Labor has been tracking di spl aced workers
for a nunber of years. They have produced a nunber of
surveys, based on detailed m croeconom c data, on the
| abor mar ket performance of individual workers.

These studi es have shown that when workers
are displaced from hi gh wage manufacturing jobs, they
al nost uniformy nove to jobs that yield | ower |evels of
I ncome, even in what we think were | ow wage sectors |ike
textiles and apparel. Those workers also earn |ower
wages when they |eave those manufacturing industries,
and the averages support this.

Manuf act uri ng wages, on average, are higher
than wages in services, and particularly in the service
sectors where we are having the nost enploynent growth
-- restaurants, health care -- and sectors of that type.

| want to just nake one point about the
technol ogy question, the broader argunment about whet her
it’s technology or is it trade. My col | eague Larry

M shel has |ooked at this argunment in sone detail in
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sonme of the papers he has witten recently. And one of
the points he nmakes in | ooking at the evidence is that,
where s the evidence that there has been an
acceleration in the "technology effect” that it can
explain this decline in wages?

He points out that the productivity growth
econony wi de has actually slowed down dramatically.
Productivity growth averaged about three percent a year
bet ween the 1950s and the 1970s. It slowed down to |
bel i eve about one percent a year in the 1980s. It has
pi cked up slightly in the 1990s, but the there has not
been a strong enough recovery in productivity to explain

this long-termtrend of declining wages for production

wor ker s.

So it has got to be sonething else, and, in
our view, there are other key factors. One is
gl obal i zati on. The second is deregulation, broadly

speaki ng, including the weakening of |abor unions and
deregul ati on of regulated industries. The third factor
I S macroeconom cs, maintaining | oose | abor markets and
hi gh interest rates.

MR, BARFIELD: If I'’mwong and sone of the
econom sts, we're informal here. So if |I’mwong, cone
back at me. But isn't -- where you're nornmally worried

Is in manufacturing. Hasn't manufacturing productivity
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been fairly strong? Wat? It’s over three percent over
t he | ast decade?

And that is where you have had trenendous
I ncreases. And then you have this wildcard of services,
which is so very difficult to -- where you have
productivity so difficult to neasure, and services is,
what, four-fifths, 75, 80 percent of our econony. I
mean, that’'s another -- | nean, that’s another issue, |
guess, that we are focusing on as part of the econony.

That is a nuch smaller part of the econony.

It has always been -- again, | won't go
back historically as to when services outdistanced
manufacturing; it was sonme tine ago. But for certainly
the |ast decades we are tal king about, we have been
overwhel m ngly a service econony. And admtting again
with a footnote that at the high end, if you re talking
about el ectronics or an IBM what is a service and what
is a product? O what is a manufacturing part of the
econony is very difficult -- or the business is very
difficult. | understand -- | concede to fathom

VI CE CHAI RVAN PAPADI M TRI OQU:  Conmi ssi oner

Becker ?

MR. BECKER: Thank you, M. Chairnman.

| want to follow Murray’s lead from this
nmorning. | want to set the record straight on a couple
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of things. | don't want to nmake this a steel worker
di scussion, but it seens |ike steel keeps comng into
this at every level of the discussions we have.

First of all, let nme say that before we
went into the Asian crisis the U S. steel industry was
the nost efficient steel industry inthe world. This is
from our standpoint as trade unionists representing
wor kers and from a managenent | evel

We produce steel using fewer man hours per
ton than anywhere el se, product |ine by product line, in
the world. W could stand with any of them The man-
hours per ton over the | ast decade and a half canme down
fromabout 11 or 12 man-hours per ton to in sone cases
bel ow one man- hour per ton.

However, when we were hit with this crisis,
wages were not a factor in the conpetiveness of U S
made steel. U S. Steel told us that if we worked for

not hi ng, zero wages per hour, that they could not

conpete against the inports comng in. | mean, there
were too many other factors at play. Wages were not a
factor.

| also want to tell you that mni mlls
also -- union and non-union mni mlls -- lined up with
us because they were under the same kind of pressure.

They could not conpete against hot bands and sl abs
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comng into the United States. It was comng in at $100
and nore per ton under the cost of anything that was
bei ng produced here in the United States. So when you
took the wage factor into account, it just was
conpletely w ped out.

The conpanies told us that we were in
danger of losing the entire industry. There was no way
that they could conpete over the long haul. Now, these
are the facts that we had to contend with.

W have about 150,000 nenbers directly
enpl oyed in steel. W have another 600,000 that are
enpl oyed in every other industrial endeavor that you can
possibly think of in the United States.

But the fact of the matter is a |lot of
steel workers, nmany of them do work as many hours as
they can. We Anericans work nore hours than any ot her
nation, they tell nme, in the world. I don’t know if
this is true or not -- nore hours than any other nation.

A lot of workers do hold two jobs, but it isn't because
they are well-paid jobs.

It isnt that they can’t live on one job.

Certainly they could. However, they want to maintain
the standard of living that they have had for years and
years and decades. And so this is the trap people find

thenselves in, trying to naintain a certain standard of
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loving: two autompbiles in a famly, being able to
educate their children, being able to take a vacation.
They strive to maintain this quality of life; you do,
| do, everybody else does. You don’'t want to go
backwards, and this leads to workers holding nmultiple
j obs.

But a lot of others work two jobs as a
matter of necessity, which leads ne into the question
that | really wanted to talk about. | just wanted to
set the record straight in this respect.

Let ne state the jobs and the deficit

probl em as seen through the eyes of workers today. |

mean, we are living in an expanded econony. | hear this
all the tine. | hear it fromnmenbers who appear before
this panel. [|’ve heard it in other forums. Since the

early ' 90s, we have had an expandi ng econony that is the
envy of the world. This is absolutely true. Ti mes
couldn’t get any better in the eyes of nobst people and
nost econom sts. This is great. This is what we have

wanted all of our lives.

W have |ow unenpl oynent. There is no
doubt about that. Unenploynent is as |ow as anything
that | have ever renenbered in ny life. Inflation is as

|l ow as any other tinme that | can renenber com ng out of

Wrld Var 1.
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W have a raging stock market. Records are
bei ng set continually. People becone wealthy overnight,
and the whol e thing. But there is a flaw in all of
this.

Wor ki ng people, working Anmericans, don't
believe that they are sharing in this. | nean,
sonething is wong with this whole thing. Both spouses
-- it is very common -- both spouses work today. I
nmean, this is the fact of the matter, to keep things
goi ng. They work nore hours, | said a little bit
earlier, a record nunber of hours.

And they are burdened with a heavy debt
|l oad. We talk about savings as a key to the deficit,
personal savings. | think that’'s out of the question.

The problemis that workers have three and four credit
cards, and they carry debt on each to the limt.
Everything they can borrow is borrowed. W have record
debt there, personal debt is very high

And then you tie into this the skyrocketing
loss of jobs in industrial America, industry after
industry. | amnot referring to steel. Steel lost all

of their jobs, lost everything in the "'80s. There is

nothing else to |ose. If we go under this time, we
can’t cut anynore. Forget steel. |It’s gone. But the
other industries are also |losing places out -- textiles
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I's just barely hanging on, the electronics industry is
failing; the shoe industry is Iong gone; glass is going;
the tire industry is under assault.

Manuf acturing generally is being sacrificed
in Anerica. And at the sane tinme, we have this soaring
deficit. In the eyes of working people, they are
attached. They see their jobs going overseas. They see
the material that they used to make com ng back in.

In Celina, Ghio, we had a bicycle factory -
- it was Huffy. It had been around for a hundred years,
| guess. You know, Huffy was a nminstay in the
conmuni ty. However, Huffy bicycles are not nade anynore
in Celina, Ohio. Huffy bicycles are made down on the
Mexi can border. They get the parts from China, they
assenbl e them down there, and they bring them across the
border Then, under the NAFTA, they ship themto Celina,
Chi o, and the rest of Anerica.

And this is great? W rkers are supposed to
feel good about this? The econony is boom ng. But
sonmehow or other we are m ssing sonething. Ri ght or
wong, the perception is that there is a |inkage between
the deficit and job | oss.

W | ost 336,000 jobs, industrial jobs, |ast
year in the United States. This was a record year. And

the year before was a record year, and the year before
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that was a record year. W are already being prom sed
that the figure is going to be near 700,000
manufacturing jobs lost this year; at the sane tine the
deficit keeps skyrocketing.

There is an indifference to workers. This
is the perception, and this perception is leading to the
kind of political pressure that noves congressional
| eaders into |ooking to what you call "protectionisnt
for the solution. Wat is protectionisn? You know, |
was in the mlitary twice. | think nost everybody in
this room has had sonebody in the mlitary, sone
connection -- famly, son, today daughters, w ves in the
mlitary. W protected America at the tinme it was
needed, and now we see that something is going terribly
wong with Ameri ca.

And when you involve yourself in this, al
of a sudden you are a protectionist. | don't know if
protectionismcarries over to Lockheed when we bailed it
out, or the savings and | oan associ ati ons when we bail ed
themout. These were not workers. This was the elite
who benefited.

O how about the hedge fund? | nean, there
you got the Fed into it, and we bailed it out, right?

W did all of these things. But it was a different

cl ass of people.
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Wrkers are responding, and this is the
dilemma. | think this is what we have to recognize.
The workers are responding. Twice Fast Track
| egislation was denied the President and the
adm nistration, right? Two tines -- out of frustration,
out of anger, that we were on the wong track, that
sonet hi ng was wong. Wen everybody was sayi ng things
were fine, they didn't believe it. It didn't carry
t hr ough.

This sanme frustration carried through when
we sought steel inport quotas and got it through the
House, because the |egislators worked with the people
back in their states. They had to be responsive to
their constituents, and, of course, it was denied in the
Senate. W alnobst got it through the Senate.

This was unheard of before it happened.
And the reason the quota bill was defeated in the Senate
was because everybody believed the crisis in steel was
over. It’s not over, and it is accelerating again.

If I have a question out of all of this --
| nmean, I'’mlaying out to you the frustration, so that
we can put this in perspective. Everybody tells me that
the linkage to the deficit is sinply savings. Wrkers
can’t save nore noney. Even if they were relieved of

the debt |oad, they can’t save nore.
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If the job market gets tight, and there
starts to be a pressure to rai se wages, then the Federal
Reserve raises the interest rate in order to accelerate
a downturn and to create a l|larger pool of unenployed
wor kers, to depress wages. How are they going to save
to get out of this? They can’t save. They are |lucky if
they can handle the debt that is out there.

W believe that there is a |inkage between
the deindustrialization of America, the loss of
manuf acturing jobs, and the rise in the deficit. W my
be wong. |’'mnot an economst. I|I'mhere to |isten and
to learn and to get the benefit of your thinking.

| would be very interested in any comments
on, the |inkage between job | osses and the deficit, for
exanpl e, whether job | osses are causing the deficit to
go hi gher because peopl e are searching for cheaper goods
that they can afford rather than American-nade goods.

O is the deficit in itself causing the job | osses?
What is happening in this whole exchange?

VI CE CHAI RVAN PAPADI M TRI QU: M.
Wi ntraub, do you want to --

VR, V\EI NTRAUB: Let nme nmake a Dbrief
comment. |’mnot going to be as eloquent as you are in
your argunents, but let me just nake one or two brief

comments to lay out sonme of ny thinking. | have no
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doubt that the perception anong workers is as you
describe it. | don't quarrel with that one bit, that
there is a -- that a |inkage has been made in the m nd
of a good many workers between inports and job loss. |
accept that, and that’s one of the reasons it has been
very difficult to get Fast Track and to further
l'i beralize trade.

The argunent |'m nmaking gets a little bit
nore conplicated. | suspect, therefore, that’s why it’s
not getting out there in the public domain very
effectively. You have a bunch of econom sts on your
panel , and they can deal with this and you can get into
the conplexities a lot nore deeply in your interna
di scussi ons.

The argunent that C aude Barfield made at
the outset, the argunent that | nade at the outset, is
that there is no way in an econom c structure you can
di vorce the capital part of our bal ance of paynents from
the current part of our balance of paynents, which
i ncludes the trade bal ance. And as long as we're
i mporting the kinds of capital we're inporting, we're
going to have a trade deficit.

O put it the other way. If we could not
import that capital, if people weren't wlling to

finance the trade deficit, we wouldn’'t have a deficit.
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In other words, it has to be financed. And people are
I mporting capital because we are not -- as a nation, we
are not saving enough to make the kinds of investnent we
need to keep our econony going at the rate it’s going.

W look at that at the macro |evel. I
didn’t deal with that in nmy coments because | was asked
not to -- to stay out of the macro area. But it’s in
the back of any econom st’s m nd. If we didn’t have
this capital inflow, you'd have a | ot |ess jobs, because
you woul dn’t be maki ng the necessary investnent.

O course we always lose and gain jobs. W
have a turnover of eight mllion jobs a year in this
econony. Trade is a very, very small proportion of our
turnover, but it’s nostly a turnover. It’s nostly a
turnover when the econony is performng well. The
reason we have unenpl oynent of 4.1 percent is because
the econony is performng well.

The estinmate that | cited to you before by
the International Trade Conm ssion economsts is that if
we got rid of all of our protections, the |oss of jobs
woul d have been 135,000 but npst of those | osses would
have been nmade up el sewhere in nore conpetitive parts of
t he econony. Is the ITC nodel any better
than others? No, it’s just another nodel, and I’ m not

going to live or die by that figure. |In other words,
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guess it'’s also a little unfair to inpute to economsts
i ke nyself, like Claude, |ike | suspect sonme of those
who are sitting around the table with you, that we don’t
care about | ow wages or that we don't care about workers
or that we care only about industry.

Most of us didn't grow up that way, and
nost of us do care a good deal about inequalities. Most
of us do care a good deal about substandard wages. Mbst
of us do care about productivity increases because
that’s how we can deal with these problens.

And what we're arguing 1is that the
solutions that sone of the people who are protectionists
are advocating will not inprove things but mnmake them
terribly, terribly worse. In other words, we' re arguing
not agai nst the worker; we think we’re arguing for the
wor ker . And that is -- maybe that’s the biggest

di f ference we have.

MR, BARFIELD: 1'd like to pick up on that
and keep it on the level of social policy. It seens to
me -- or | would start with the proposition -- and

whet her you think this is positive or negative in termns
of what you said I'll leave to you to judge -- that
there is a social obligation of the governnent of our
public resources to workers.

But where you get into trouble and where
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this cones back, actually, to trade, | think you are in
the disastrous situation when you try to protect a
particular job in a particular plan or a particular
I ndustry. And that brings ne back to where we may not
-- we may or may not be far apart.

It is perfectly legitimate, it seens to ne,
to argue that our social system whether it’'s our
education -- and | included in there education or
retraining, or whatever, is inadequate today. And we
can argue about the |level of that. But that, it seens
to me, is the place to argue, because to try to keep a
particular worker in a particular plan, sonewhere in

Pennsyl vania or in Atlanta or in Georgia, or someplace,

| think wll -- it’s just not cost beneficial and not
possi bl e.

So | am perfectly willing to -- and this
causes sone -- |'ve seen this one sonetine in ny own
institute. 1t causes sone heart burn.

| am perfectly wlling to have the
governnent even waste noney in worker retraining, waste
noney in adding -- not so nuch to increase unenpl oynent
I nsurance because that begins to cone back and haunt you
-- in these areas. Even knowing that it’s probably not
-- and let’s be honest, in a lot of areas, particularly

in-- let nme just take steel as an exanple. I
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suspect in a lot of those western Pennsylvania towns,
when you are beyond a certain age, you are not going to
nove, and that you may end up in a welfare in sone
situations. You're perfectly willing to do that, as
long as we don’'t have policies that are in the main
directed at saving that job in that place.

And there’'s a second thing -- let me lay on
the table. And this is nore sonething that you all
ought to think about in terns of if you agree with this
tradeoff. | think you do have two exanples here. W
have traditionally had, certainly in the |last couple of
decades, not in the '50s and '60s -- Europe as they were
comng back -- the pattern has been that we have
general ly had nore people participating in the workforce
and we’ ve had | ower unenpl oynent rates.

And we’ve had a nuch | ooser workforce, and
sone of that -- out of that may have cone the kinds of
inequality you re talking about, that we would argue
against it because of donestic situations. And you have
a situation in Europe where you have nuch nore regul at ed
| abor markets, where you have protected jobs, and where
you have less inequality, but you have nore
unenpl oyment. And you have nore unenpl oynent often in
a place -- and this is where it’s com ng back to hurt

t hem -- anong yout h.
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Now, those are two particular nodels. They
are not perfectly asymetric, and they are not -- |
nmean, I'’m-- and | don’t want to exaggerate here. But
| think that’'s -- if you |look at the history of the | ast
several decades.

For all of our problens, and al so given the
fact that | amperfectly willing to concede that we --
that one can nmake a case that there is not enough public
resources going into retraining or education, or
what ever, | woul d argue that the American nodel, by and
|l arge, is not only economically beneficial but nore
socially beneficial because it brings people ever nore
into the workforce. And it is better for nore people to
be working than not working, even given the problens
that you have cited about inequality.

And | would argue that if you wanted to do
sonet hi ng about that, and then I’'Il shut up, you ought
to do sonething about that internally and not
external ly.

VI CE CHAI RVAN PAPADI M TRI QU:  Thank you.

M. Scott?

MR. SCOTT: Thank you. This is a broad-
rangi ng di scussion, going fromthe causes of the trade
deficit to the appropriate policy solutions. 1’1l try

to restrict nmy remarks just to a couple of issues |
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think that M. Becker has raised regarding the |Iinkage
bet ween savi ngs and i nvest ments whet her that does or not
destroy jobs and what that neans for Anerican workers.

| sat through a good portion of the I|ast
briefing session that you held in August on the causes
of the trade deficit, and |’'ve heard sonme of the
di scussion here today. And | amvery famliar with the
prevailing view that you ve heard expressed that the
trade deficits are caused sinply by a shortfall of
savi ngs. O, as M. Barfield put it, we’'ve had a
trenmendous inflow of -- to paraphrase -- investnent into
the U.S., and it has been good for this econony.

I would first point out that the |inkage
bet ween savi ngs and i nvestnent, or between the current
account and the capital account as M. Wintraub has
been putting it, is sinply an accounting identity. It
Is logically correct that if we spend nore on inports
than we receive for exports, we have to finance those
extra inmports sonmehow.

This says nothing about the causation of
those inbalances, and that’s where we get to the
I nteresting questions about where policy can affect the
econony. If we accept the assertion that the trade
deficit is entirely caused by the shortage of savings in

the U S., inplies that trade policy can have no i npact
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on the deficit.

And that would suggest, for exanple, that
all of the good work that Anbassador Hills did -- and
when you were at USTR -- to reduce, for exanple,
Japanese barriers to U S. penetration of the Japanese
auto market and other industries that you worked on
there was irrelevant and could have no inpact on our
trade -- pardon nme?

M5. HILLS: Not irrelevant.

MR. SCOTT: Right.

M5. HILLS: But perhaps not, in effect,
reducing the trade deficit. Many good things can fl ow
from openi ng markets and creating efficiencies.

MR. SCOTT: Right.

M5. HLLS: One of them may not be reducing
your trade deficit.

MR SCOIT: Well, | think that there’'s a
good chance that those policies did reduce the trade
deficit, and | think they were effective. | don't think
we shoul d di sregard them

| would argue that barriers to U S. trade,

in fact, reduced our exports and increased the trade

deficit. [If we adopt policies to balance our trade, it
will also, by definition, raise the |evel of nationa
savings. It will raise income of working famlies and
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allow themto save nore.

So | think that the causation can run from
the trade deficit to the savings inbal ance and not the
ot her way around. And ny coll eague M. Bl ecker has made
that point in a book he wote several years ago called

Beyond the Twin Deficits. So |l think it is inportant to

keep that point in m nd.

MR. BECKER  Well, good. Let nme just pick
up just a little bit on the social aspect of this and
the cost- related barriers. | mean, we saddle our
enployers in the United States, across the board, with
a lot of social legislation that we think is absolutely
essential to be able to protect society, to be able to
protect workers, to | eave a decent planet on board for
our children who will conme behind us, right?

W have <clean air and clear water
| egi sl ati on. W have OSHA to protect the workers
because we feel an obligation to protect them And we
know all of these things increase the cost of the
product which we’re going to buy. | nean, if you talk
to industry, they' re going to say it increases costs a
hell of a lot. But we have al so got Social Security and
Medi care. These costs are paid by industry.

W’ ve got a mninmum wage. W' ve got wage

hour | aws. W' ve got unenploynent conpensation,
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wor kman' s conpensation, toxic chemcal laws. W’ ve got
a Famly Disability Act that was just passed. Al of
t hese increase the cost of producing a product in the
United States.

Wul d these be judged as barriers to the
ability to conpete? And, if so, would we be within our
rights -- | say rights -- to inpose a tax, for exanple,
on anybody that’s inporting into the United States, or
exporting fromother countries into the United States,
that don't provide these -- that don’t provide for these
things? Should there be sone kind of a leveling tax in
there in order for our conpanies and workers to be able
to conpete on a level playing field?

VR. BARFI ELD: I would say certainly not
because -- let me go back to your point about you m xed
up things that you count as regulation and things that
are social policies. |It’'s certainly true that in sone
cases regulations, and in sonme cases social policies, it
seens to nme, could be argued in the United States or any
ot her advanced country is going to increase the
ef ficiency of that econony, increase the efficiency of
t he worker, increase the working conditions.

This is not to say that you cannot have --
with sone of the early environnental |egislation that we

passed in the '70s and ' 80s -- command and control Kkinds
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of legislation are very inefficient in the way they work
out. But it is also true that one |ooks -- when one
| ooks back at the -- | nean, this is actually -- in
I ncreasing the productivity, this is what was |eft out
of your point about vis-a-vis other countries, and I
assume you meant nostly devel opi ng countries.

They are -- nunber one, their workers are
not as productive as ours. It is also -- one can trace
historically that as they nove up the econom c | adder,
t hey have increased their regul ations, whether they are
wor ker safety regulations or whether they are
environnmental regulations. So there is a convergence.

But where you really get -- where it would
be difficult because of political econony reasons as
much as anything else is that once you open the
Pandora’s Box that a country can tell another country
what | evel or what kind of regulation it has, then that
is a field day for protection.

And it seens to ne that the -- when you
| ook at what is happening, you are finding a convergence
in the kind of regulations that you are tal ki ng about.

You al so have gradually begun to find this is true of
wages as well as regul ations. It’s not one to one.
It’s not every year.

But there is that, and the difference is

203



what -- | will send you a study that we’ ve just done,
Steven Gollub up at Swarthnore, in which he showed t hat
it doesn’t work on a hal f-decade basis, or not year to
year. But over time, wages and productivity, in a whole
group of countries that he | ooked at, nove together.

| nean, that’s a -- you had a m xed bag
there, but 1'll be happy to send you that study. It was
just published in the last six or nine nonths.

VI CE CHAI RVAN PAPADI M TRI QU:  Conmi ssi oner
Wi denbauntf?

CHAI RVAN  WEI DENBAUM Just a couple of
guestions. One, a very short one. W have been talking
about the erosion of manufacturing enploynment in the
U S Can anyone tell us, in what year did the nunber of
non- manufacturing jobs first exceed the nunber of

manuf acturing jobs in the US. ?

MR.  BARFI ELD: | asked that question
earlier. | remenber -- | wasn’t sure as -- it was a
fair time ago, | would inmgine.

CHAI RVAN VEI DENBAUM It was prior to the
"90s; that is, prior to the 1890s.

VMR, BARFI ELD: 1890s, right.

CHAI RVAN  V\EEI DENBAUM But a |onger
question. You know, | thought a little perspective is
useful. A lot of the nmenbers of the Comm ssion weren't
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around back in the 19th century. | appreciate that.

My second point is: are you denonstrating
that Carlyle was right when he referred to econom cs as
"the di smal science"?

(Laughter.)

The reason | offer this contention is that
the last several decades we have seen a nassive
reduction of the traditional enploynent barriers to
worren. W have seen wonen, not just Rosie the Riveter,
but joi ning professions -- occupations and professions
all through the range, up to the board roomitself.

And how is this described in this
di scussion this afternoon? You benpan the rise of the
two-earner famly. In other words, good news is bad
news.

Does anyone want to straighten me out on
this? | think that opening up job opportunities for

wonen i s a good thing.

Yes, sir?
MR SCOIT: | heartily agree. | think that
we would certainly want to -- it’s wonderful that we

open up job opportunities for wonen, but | find it has
been --
MR, BARFI ELD: He woul dn’t have dare taken

t he negative --
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(Laughter.)

MR. SCOTT: But  what I find very
di sconcerning is that despite working harder, real nedia
i ncome | evels have not risen to be nore precise. That's
what | find troubling. | would think that -- that as
woren enter the workforce, that the famly income shoul d
rise and it hasn't.

CHAI RVAN VEEI DENBAUM  Let ne hel p you out,
t hen. As we know, in other discussions, over this
period fromthe *70s on, and that you show in your Table
1, for exanple, fringe benefits are a rising share of
t he conpensation dollar. Just eyeballing your curve, if

you added in the rising array of fringe benefits,

woul dn’t the curve of real wages, i.e. conparing it to
a curve -- | think a nuch nore conprehensive curve on
real |abor conpensation show a sonmewhat different
pi cture?

MR, THUROW |I’Il answer that question. It

goes down that way, too, not as nuch.

CHAI RVAN  WVEI DENBAUM Not as nuch. Not
nearly as much, Les.

MR, THUROWN But see, isn't this the heart
of the issue in sone sense? Several people have used
the phrase "a good econony.” And then if you |ook at

medi an real wages, or nedian real conpensation, how can
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It be a good real econony when it’s negative, right?
And then you' ve got the worker, he knows his wage is
down, and he knows he just lost his job because his
enployer said, "lI'm noving ny plant to X " wherever
right?

Now, it’s not surprising in that situation
that the worker says to hinself, "Trade nust have done
it." Rght? "I knowny real incone is dowm. | know ny
famly inconme is down, and ny wife is working nore. And
ny enployer just told nme | lost ny job because he is
going to Taiwan."

Now, you would have to be a very strange
wor ker not to believe trade has hurt you. And, see |
made the argunent, | think the same thing would be true
of econom sts. Suppose in the afternath of the --

(Laughter.)

-- Asian crisis, half of all of the
econom sts had been laid off, |ike steel workers. And
the President of MT had witten ne a letter and said,
"You' re laid off because of international trade."

(Laughter.)

| don't think 1'd feel exactly the way the
econom cs profession generally feels. And I think, you
know, you’'ve got the -- you know, this is one of the

I ssues you’ ve got here. It’s very hard to say "good
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econony” when nedi an real wages are down, or nedian rea
conpensation i s down.

And | think -- and then you get this -- ny
enpl oyer just told ne | was fired, and |’ve got to nove
from job X paying $10 an hour to job Y paying $8 an
hour, and | was fired because of international trade.

VR, VAEI NTRAUB: Yes. But how many
enpl oyers are witing letters and say, "You have your
j ob because exports, like in information technol ogy,
are" --

MR, THUROW |If we have a trade deficit, we
know the nunber of jobs in the export industry is
smal l er than the nunber that -- in the -- that have been
lost in the inport conpeting.

MR. VEEI NTRAUB: | do notice --

M5. HILLS: I would disagree with ny
col | eague that you do not have a correlation of job-for-
job export or inport. Many of our inports are providing
conponent parts, technol ogies and goods that we don’t
have. Renmenber, we fought a war over the right to
continue to have oil cone into this country. So it is
not a fair conparison to say every inport that cones in
negates a j ob.

MR, THUROWN That is certainly right. But

it’s also true that inport conpeting industries, on
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average, have higher wages than donestic industries.
So, on average, when you lose a job in an inport
conpeting industry, and the person is forced to nove
Into services wherever, outside of the exporting or the
I nporting sector, their wages go down.

On the other hand, the exporting industry
is also --

CHAl RVAN VEI DENBAUM  The export industries
have way above average earnings.

MR THUROW The interesting thing is their
wages are bel ow those of inport conpeting industries,
however .

VR.  VEI NTRAUB: I don’t know what inport
conpeting industries you re tal king about.

MR. THUROW  Aut onpbi | es.

VR.  VAEI NTRAUB: Wll, do you think auto
wages are hi gher than wages in information technol ogy?

MR, THUROW  Yes.

VR, VEEI NTRAUB: | doubt it.

MR, THUROW G look up the nunbers,
because --

MR WEINTRAUB: 1’|l have to look it up. |
don't --

VR. THUROW -- i f you |ook at

sem conductor factories, they pay very |ow wages.
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MR, VEI NTRAUB: No, | know that. But there
are other elenments of that industry where enpl oynent has
j ust been boon ng.

VI CE CHAI RVAN PAPADI M TRI OQU:  Conmi ssi oner
Angel | ?

MR, ANGELL: M. Scott, | congratulate you
for -- even though you seemto be the |east consensus in
regard to the economcs of international trade, at |east
you were w se enough not to suggest a protectionist
remedy. You very clearly disavow that, but you seemto
be saying that there is sone type -- new type of
regul ati on to pr event sel f-destructive mar ket
parti ci pants.

And I'’mjust trying to think, what -- what
new regul ation do you propose that you believe would
have altered appreciably the wage -- real wage patterns?

| really can’t believe that you believe that there is
any reqgulatory effort that woul d have done that.

| can’t help but believe that you believe
t hat when a country expands its |abor force as rapidly
as we did during a period of time where regulations in
the Tax Code were very detrinental to the savings rate
and to capital formation, that when you raised the
wor kf orce as fast as we did, and didn't add the capital

stock, that you would find that the productivity of
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wor kers woul d be adverse and real wages woul d go down.

And now that we are at the point where
capital technologies increased the rate of return on
capital so dramatically, and where borrowing fromthe
rest of the world at a five percent rate to invest in
technol ogy capital that produces a 15 percent rate of
return, and that drives equity prices up. And yet |
hear you saying, "Well, American workers," you agree,
"couldn’t possibly save very nuch.”

But please tell nme, howin the world do | ow
I ncome Chi nese people have a savings rate in the 20 to
40 percent range? How do people in Taiwan, how do
peopl e in Thailand, how do ot her people around the world
save so nuch? And where in the world have we been not
educating people that are working to save nore in this
period of capital shortage, and thereby not to have such
I nconme inequality?

MR, SCOIT: Wll, thank you. That’'s a very
Interesting set of questi ons. I am not a
macr oeconom st, and | think you have done nmuch nore work
in those fields. But ny recollection of the literature
on savings and public policy is that it’'s very difficult
to identify public policies that have a distinct,
nmeasur abl e ef fect on savings.

As | recall, changes in denographic
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structure and other factors tend to have nuch |arger
effects on savings. But | |leave that issue to
macr oeconomni st s.

My concerns are with the effect of trade on
the econony. And you asked at the start of your
question what regulations | coul d possibly envision that
coul d have an inpact on the incone problens that we’ ve
been di scussing, short of protectionism This is an
i mportant question because these debates often describe
the alternatives as either free trade or protectionism

In nmy view, we face a third path that gets
i nadequate attention, and perhaps you can address these
issues in nore depth in your briefing on policy
approaches to the trade problem

For an anal ogy we have to go back to the
era of the late 19th century and early 20th century when
we had essentially unregulated and ranpant nonopoly
capitalism which dom nated our econony. That was the
| ast period in which the U S. experienced trenendous
I ncreases in inconme inequality.

The only thing that solved those problens
was the creation of the New Deal, which put in place
many regulatory institutions that helped raise the
i nconmes of working people and reduced i ncone inequality

generally in the U S., while also reducing sone of the
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mar ket power of the | arge conpani es that dom nated the
econony.

In my view, broadly put, | think what has
happened in the 1980s and '90s is that nulti-national
conpani es have escaped the bounds of that New Deal
regul atory state. The challenge that we face is to find
ways to extend a system of market regulations to nore
countries than just the U S. One exanple of that is the
i dea of achieving international agreement on commobn
| abor standards that woul d be enforceable through trade
sanctions, if necessary.

That is a neasure which would increase the
bar gai ni ng power of workers around the world and all ow
incomes to rise nore rapidly for working people than
t hey have been in the past several decades. So that’s
a specific exanple. W could probably discuss others.

MR, ANGELL: Well, M. Scott, | have yet to
find an econom st who really thinks that saving is very
easy to influence by policy. And yet | have never found
an econom st that did not agree that if we noved from an
i ncome tax systemto a national retail sales tax system
as proposed by the Anericans For Fair Taxation.
Everybody knows that our rate of saving would rise
dramatically and our trade deficit would fall

MR SCOTIT: I am not convinced that it
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woul d have that |arge an inpact on savings. But, again,
| am not an expert in this area. | defer to Professor
Thur ow.

MR, ANGELL: So you're saying that a zero
tax rate on income that is saved would not alter the
behavi or of people on saving?

MR SCOTT: | think it mght at the margin,
but 1’mnot sure how |l arge the inpact would be.

MR, ANGELL: Well it’s nice to know your
Vi ew.

VI CE CHAI RVAN PAPADI M TRI QU It seens we
have exhausted the --

CHAI RVAN VEI DENBAUM | have a question
Could | ask a question?

VI CE CHAI RVAN PAPADI M TRI QU:  Yes.

CHAI RVAN  V\EI DENBAUM Just one nore
question. The | abor standards that M. Scott suggests,
if you took a backward look in the early part of the
19th century, when the United States was a poor,
devel oping nation, if Western Europe had foll owed your
advi ce and inposed on exports their higher enploynent
and related standards, would we still be a poor,
struggling, devel oping country? O would not that have
had sonme negative effects on our devel opnent?

MR SCOTT: | think it would have reduced
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I nconme inequality in the U S and woul d have accel er at ed
the rate of devel opnent of the U S. econony.

CHAI RVAN VIEEI DENBAUM What woul d be the
mechani sm by which it woul d accel erate our devel opnent ?

MR. SCOIT: | think it would shift incone
fromowners of capital to workers to -- and particularly
in the energing manufacturing enterprises, and would
raise their incone levels and allow them to -- to
i ncrease their levels of consunption. And | think that
woul d stinulate growt h.

CHAI RVAN V\EI DENBAUM Rising levels of
consunption stinulate growth

MR, SCOIT: Yes.

CHAI RVAN VEEI DENBAUM  So unl i ke what we’ ve
been hearing, saving and investnent aren’t key factors
In economc growh? 1t’s consunption --

MR,  SCOIT: Vell, | think that they
contribute, but | think consunption certainly has a
| arge inmpact on the level of aggregate demand in the
econony.

CHAI RVAN  W\EI DENBAUM And this wouldn’t
af fect our conpetitiveness? Adversely, that is.

MR,  SCOTIT: Perhaps at the margin. But
trade has never been a large share of U S. G\P, as many

peopl e here are fond of pointing out.
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VI CE CHAI RVAN PAPADI M TRI OQU:  Conmi ssi oner
Lew s?

MR. LEWS: M. Barfield, | have a -- |
would like you to help me with this dilema | have.
Listening to George Becker talk about the |aws that
Anerica has inposed on manufacturers here, |ike OSHA and
environnmental protections, and so on, which aren't
I nposed on ot her countries on those conpani es, and when
they export to us, they're at a conpetitive advantage
over Anerican conpanies that produce the sane things,
because they don’'t have to spend the noney for those
protections that we do.

| have a difficult tine reconciling this.

| don’t want to put up barriers, and yet we're putting
our own conpani es at a di sadvant age here.

MR.  BARFI ELD: Well, the first place to
start would be stop putting our own conpanies at a
di sadvant age.

MR. LEWS: | beg your pardon?

MR.  BARFI ELD: The first place to start
would be stop putting our own conpanies at a
di sadvantage. | nean, sone of the regulations we have,
as | said, are efficiency reducing, and they do hurt the
United States. So |I’'d start |ooking here first.

But secondly, it seens to nme that the other
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side is I'm not arguing that all regulation is bad,

whether it’s -- and here you mxed -- M. Becker m xed
up Social Security or unenploynent. | would argue that
that is -- that is -- ultimtely, sone of these, if you

have a regulation that is efficiency enhancing, it could
be -- it could help our productivity.

And the point is that the other nations
that you re tal king about basically, for a variety of
reasons, are l|less productive in terns of worker
productivity than ours. And what | would go back to is
that what you have seen -- the trajectory you have seen
if you re talking particularly about environnental
regulation, is that beyond a certain point |evel of
I ncome nations begin to add those on, too. | nean, this
is a part of their internal process.

But it gets very conplex. Think of a --
and here | go back to a point that M. Scott was -- he
didnt want -- he hasn’t said anything about
internationally mandated regulations or sanctions.
Think of a -- the WO or the United Nations, or
what ever, trying to decide anong the regulations in a
particular group of domestic -- over a hundred
countries’ donestic economes, which nade sense in terns
of mandating and which did not. | mean, this is part of

the internal political and social process of each
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country.

MR LEWS: But if --

MR. BARFIELD: And it has a lot to do with
where the country is in terns of --

MR LEWS: But if we --

MR BARFIELD. -- its education, the I|abor,
the workforce, and its productivity, ultimtely.

MR LEWS: But if we've said as a matter
of national policy that we want the workers in the
factories in Arerica to have certain safety protections,
we’ ve established that as a national policy, and yet we
al | ow goods of other countries to come in who don’t have
those sane protections, | nean, isn't this really a --

MR, BARFIELD: Well, that’s what people did
with us for the whole 19th and early 20th centuri es.

MR. LEWS: No question. That's --

MR. BARFI ELD: | nmean, what is it we're
tal king --

MR LEWS: But isn't this a dilenmmua that
we're --

MR.  BARFI ELD: | mean, think of child
| abor. The hypocrisy of the United States --

MR LEWS: Fai r enough. Fair enough

Child labor is a perfect exanple. And nowthere is some
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MR.  BARFI ELD: Wll, trade is about
di fferences. | mean, sone of them are governnent-
i nposed differences. Some of them are natura
differences. Sonme of themare in terns of education or
natural resources. That’'s what trade is about.

MR LEWS: Wll, the question | --

MR. BARFIELD: You wouldn’t have trade if
you had everybody equal .

MR LEWS: The question | was asking this
norning is, suppose you had a totalitarian regine that
was selling us goods at very |low prices, like Germany in
1939. Should we, as a matter of national policy, be
trading with such a country?

MR, BARFIELD: Well, that's a different set
of issues, it seens to ne, than the kind of econom c and
soci al issues --

MR LEWS: No, it's -- it’s the sane issue
in the sense of our values being inposed on other
countries. \Wether it’s human rights or whether it’s
envi ronnmental protection --

MR, BARFI ELD: Wll, | think you have a
wi de variety of values that one can agree that are well
short of either the Russians in 1945 or the Nazis in
1943.

MR LEWS: Right.
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MR. BARFIELD: | nean, that gets us into a
whol e other ball ganme, it seens to ne.

MR, THURON O course, you can put it the
ot her way around. Should the world have traded with us
when we had sl avery?

MR, VEEI NTRAUB: May | add a comment ?

MR, THURON We did that for a long tine.

VI CE CHAI RVAN PAPADI M TRI QU: M.
Wi ntraub?

MR, VEI NTRAUB: Let ne add two commrents.
Qur per capita incone, | don't know what it is now,

$30, 000 or sonmething? 32? Wat’'s the per capita i ncome
of Bangl adesh? | don’t know. $1,000? | don't know
what the nunbers are.

MR, LEWS: Maybe. Maybe.

MR WVEI NTRAUB: Whatever it is. You' re not
real |y saying that they, Bangl adesh, shoul d have exactly

the sane standards all across the board that we have,

are you?

MR. LEWS: No, obviously.

MR,  WVEI NTRAUB: But how do you determ ne
what level -- at what level do they begin to becone
equal ? In other words, what you're suggesting is

under st andabl e but inmensely conplicated, even if you

wanted to do it.

220



Let nme nmake one ot her comment.

MR, LEWS: | renenber ny first trip back
fromChina, and | was realizing that doctors are making
$40 a nonth but $10 went for rent. | mean, sure.

MR, VEEI NTRAUB: You know, there’s an awf ul
lot that goes into U S. wages in ternms of productivity.

And part of the problemwe had with the decline of real
wages, starting about in the early 1970s, as | think al
of the economsts on the dais know, is that our
productivity suddenly stopped grow ng. I don’'t know
why. |"ve seen |oads and | oads of explanations that
people are giving as to why it happened.

| just wanted to make one coment, if |
may, on savings, current account, capital account, and
what happens. |I'mwlling to admt that the current and
capital accounts are an accounting identity. Ckay.
Fi ne.

I’malso willing to admt that |’mnot sure
which direction they go in, although I think I know
But let nme, for the sake of argunent, accept the
argunent that we have a trade deficit first, and that’s
why we need all of the capital, and not that we have a
|l ot of capital comng in, and that’s why we have a trade
deficit.

Al right. Let’s say first cones the trade
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deficit, and then we have to go out and search for
capital in order to be able to finance this. And the
argunment | now hear is, but if we take all kinds of
heroi c, uncertain, unclear, regulatory neasures, if we
regulate the world in our way, that if we take those
neasures to regulate the world, and, therefore,
elimnate our current account deficit, our trade
deficit, we won't need the capital anynore. Fair
enough. But somehow what I'm hearing, is that
magically, savings, which are impossible to increase by
any other means, | just heard will go up sufficiently to
be able to deal with the investment.

In other words, | think when people argue
this way they put themselves into a trap that's
impossible to resolve. There is no answer to what he
said. Savings are not automatically going to go up in
the United States. There are techniques -- and you
heard a few -- where | think we can influence the rate
of savings, and we have not taken those measures.

And, therefore, what would be the state of
the United States if the capital were not flowing in?
And my answer is: if the capital were not flowing in,
the consequences on this country -- and the workers of
this country -- would be disastrous.

MR. LEWIS: And so what is to stop the
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total hollow ng out of the Anmerican manufacturing base?

If Levi Strauss finally decides that they have to
manuf act ure overseas, what is to stop every manufacturer
in Arerica fromsaying, "I can do it cheaper el sewhere"?

VMR WVEI NTRAUB: Well, sone can, sone can't.

You know, |et ne give you --

MR. BARFIELD: Nothing, if the --

MR. VEEI NTRAUB: Let ne give you an exanple
that was given to nme once.

MR.  BARFI ELD: I mean, you're right,
not hing. But why hasn't it happened before? W'’ ve been
trading. W’ ve had -- developing a small -- you know,
| ow i ncone nations, we' ve been trading with a | ot since
1945, and increasingly with the world trading system
when you had this explosion of trade.

And | forget the exact nunmber again. Sone
of the econom sts may follow this exactly, but | think
the nunber that | sawis that we are trade -- today --

In 1955 or just after the war, the decade of the war,

only -- our trade with countries was |ess than half of
the incone of the United States. It was about two and
a half percent -- or two percent of our trade. | think

It is nowup to two and a half or three percent.
In other words, you have not had this wave

of novenment out. You ve had a | ot of people investing
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in the United States; we’'re a high inconme country. So
It gets back to sonething we said before. It has to do
with worker productivity and productivity across the
econony.

And there is nothing to stop, you know, the
j eans manufacturer, or whoever, from going anypl ace.
They will go. | nean, so they -- but | would argue --
if it’s a better deal. But | would argue that the way
to stop that is to just pay attention to what you' re
doing in your domestic econony.

VR, V\EI NTRAUB: Let nme give you one
exanpl e. | was arguing at a neeting one day wth
sonebody about the conplete loss to the U S. of the VCR
I ndustry. W have to inport all VCRs. W don't make
any of them And this is being --

MR. LEWS: The VCR industry.

VR.  V\EI NTRAUB: Yes. W don't have it.
Production of the television, the VCR etcetera.

And the response | got was, "Well, what the
hel1? W produce 90 percent of the videos, and they
are, each one, considerably nore valuable than the
I ndustry whose | oss you're lanmenting.” |In other words,
begin to nmake your bal ance as to where your interest is
in terms of jobs, in ternms of inconme, in ternms of

equity, in terns of benefit to the United States.
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I can go through a |lot of service
Industries that way. | don't even -- | find it hard now
to even separate nmanufacturing fromservices. | don’t
know how many services go into a steel industry.

MR, LEW S: But what happens, then, when
China says to Boeing, "If you want to sell us planes,
you have to build them here in China"?

VR, VAEI NTRAUB: If Boeing is wlling to
invest | don't know how nany tens of billions of
dol lars, they can do it. But there are certain economc
reasons why they can’t do that.

What Boeing -- what the Chinese will say
woul d not be that. They' Il say -- and | don’t |ike that
either -- you have to produce a certain nunber of parts
here in China before you can sell airplanes to us. That
they are likely to say, and other countries have been
doing that for as long as | can renenber in that way.

And we try to get trade rules to stop this, but we do
know we have not stopped this. MR LEWS: But
that certainly is a country’s policy interfering with
free trade, isn't it?

MR, WVEEI NTRAUB: Well, sure it is. Sure it

MR BECKER: If | -- I"mgoing to pick up

on this, Ken. The question is: what would prevent the
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rest of the textile conpanies from noving out of the
United States? | nean, there is absolutely nothing that
woul d prevent that. W know that. That has happened in
I ndustry after industry. And Levis got
criticized at least in the editorials | read, because
they hadn’t noved faster to do this, like three or four
years ago. But this gets into the social cost. Now
why do they nove? Wy do they nove?

Because, if they nobve to Mexico, the
Cari bbean Basin, Thailand or |ndonesia, they don’'t have
t hese social costs that | was relating, nor do they have
many ot her costs.

So, what woul d prevent --

MR. BARFIELD: | think we’ ve gone the ful
circle. 1 don't think --

MR. BECKER: Ckay. So there’s nothing to
prevent that.

VMR, BARFI ELD: But why -- why are people
novi ng here? Wy are people investing in the United
States? Wiy have we got new plants in new areas?

MR, BECKER: But this is the narketplace
that they' re after. So surely we have sone say for
conpani es that want to do business, or countries that
want to do business in the United States. |If they use

child | abor or prison |abor, certainly restrictions on
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those things are itens that shoul d be above reproach.

If they forcibly restrain workers from
exercising their right to share in the wealth that they
hel ped produce, this ought to be sonething that would
weigh in there. Human rights -- if nothing el se, human
rights should be a criteria.

The advocates of conplete open trade
believe in no inpedinents. |’ ve been told this too many
times, that -- no self-inposed inpedinents on trade.
Any i npedi nents that we woul d enact ourselves are w ong.

| believe that we need to examine this in
some way. Qur leaders, | can’'t renenber what |evel we
were representing came back from the Free Trade
Agreenent group that net in South Anerica a few years
back. And one of the statenents in their report about
t he harnoni zation of standards. So it is there.

Now, what is harnonization of standards?
It’s when you have some kind of equalization. It can go
up or down. It doesn’'t have to be just what anybody
el se has that we have to either adopt to it or |ose our
i ndustry. Under the harnonization, there should be sone

wor ki ng out of that, and that’s really all we’ re saying.

Then, at least Levi, who wants to do
business in the United States -- that’'s where the narket
Is -- and has fought year after year when their
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conpetitors all noved out, has got a little bit of
| everage to try to do what they believe is right and to
keep the jobs in Anerica, where they are going to sel
their product. | think that should be weighed into this
in some formor fashion

VI CE CHAI RVAN PAPADI M TRI QU:  Conmi ssi oner
Hills?

M5. HILLS: M. Barfield, 1| think you
testified that our deficit is created by influx of
capital and that the <capital has been wused for
I nvest ment pur poses.

MR BARFIELD: Sonme of it; not all of it.

We are consumng --

M5. HILLS: And consum ng.

MR. BARFIELD: The question is, you know,
after the fact and --

M5. HILLS: Am 1l correct in believing that
t he data does not docunent a holl ow ng out of America?

MR. BARFI ELD: That’'s true.

M5. HILLS: And that, in fact --

MR, BARFIELD: | nean, when peopl e used the
phrase "hollow ng out,” they were tal king about certain
manuf acturing industries. And certainly we have -- sone
of those, whether you re talking about steel or

what ever, we’ve gone down, but then we’ve gone up in
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ot her manufacturing and ot her services industries.

M5. HILLS: Doesn’t that reflect what M.
Vi ntraub has alluded to, that an econony is dynam c and
that we have a turnover of eight mllion jobs every
single year?

MR BARFI ELD:  Yes.

M5. HLLS: 1Is it not a fact that Anmericans
are investing very heavily in the United States today,
and that is at |east one factor of why the savings rate
may be | ow?

MR.  BARFI ELD: Hhm I'"m not sure | see
that connection. | nean, there are -- you're talking
about business investnent? Well, | think it has been
argued -- and, again, | wll defer to sone of the
econonm sts -- that a lot of the reason for personal
I nvest ment going down is that you' ve got this incone
effect fromthe increase in the stock market. |If that's
what you're getting at, that’s --

M5. HILLS: Well, suppose we lose in the
turnover of eight mllion jobs in one sector -- cut and
sew -- and we attract jobs in another sector, such as
Mer cedes building a plant in Tennessee where the job per
wor ker -- the wages per worker is higher, that that is
not a bad effect --

MR. BARFI ELD: That’s right.
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M5. HILLS: -- for the Anerican worker.

VR. BARFI ELD: For this particular
expansion, as | recall, the increase in gross business
-- fixed business investnent has been | arger than other
expansi ons since the Second World War. | think this is
-- |1 think it set a record.

MR, THUROWN There is a little thing that's
peculiar here, because it went down from 12 to 9, and
then back to 14 --

MR. BARFI ELD: Yes, it could be you were
gai ni ng sonething. Right.

MR, THUROW -- where you start, as to

whet her there has been a big increase in investnment or

not .
MR BARFI ELD: That’'s 15.2 now. \Watever.
Ri ght .
M5. HILLS: Thank you.
MR, ANGELL: There is no question but what
non-residential capital investnent has been on an

upswi ng over a long period of tinme, and since 1990 has
noved from nine percent of real GDP to 13 percent of
GDP.

MR THUROW But it went down from1l2 to 9
in the ’80s.

MR, ANGELL: It really ran around seven
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percent for a long, long period of tinme, as US.

residential capital investnent exceeded our non-
residential. So if you look at the data -- I'll show
you a chart. It’s very clear

MR. THUROW |I'm renmenbering in the late

"70s it was up at 12 percent of GDP non-residenti al

I nvest ment .

MR, ANGELL: | think that’s incorrect.

CHAI RVAN  W\EI DENBAUM There have been
several nmentions of prison |abor overseas. Coul d

soneone reconcile our antipathy towards prison | abor
overseas With the procurenment requirenent that if you' re
a Federal Governnment contractor you have to buy

designated supplies fromthe Federal Prison Industries

(Laughter.)

-- and states wusing prison |labor for
license plates and all that sort of thing? Can sonebody
-- coul d soneone explain the consistency of this?

MR. THUROW  The answer, Mirray, is that
Anericans are --

(Laughter.)

MR. LEWS: diver Wndall Holnmes said,
"Consi stency is the hobgoblin of little mnds."

(Laughter.)
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CHAI RVAN V\EI DENBAUM For gi ve t he
suspicious fellow here. But this is why some of us
thi nk sone of these standards are trade restrictions in
di sgui se.

MR, VEEI NTRAUB: Well, the point that he's
making -- sure there are a |lot of trade restrictions.

But sone trade restrictions are justified.

For exanple, | support trying to prevent
child labor as nuch as we can. And | think in those
terms, not so nuch in trade terns, but nuch nore in
terms of justice and educating popul ations, which is
nore inportant.

Sure, we regulate an awful lot, it’s the
poi nt you’ve been nmaking. W try to regulate a | ot of
things in our own econony and spend a | ot of noney that
other countries do not in this field. W hope we can
make up sone of those costs because of the greater
productivity of the U S. econony.

| wanted to refer to the Levi Strauss issue
for anmoment. | think I"'mright, but I’mnot sure; sone
of the other people here can tell ne. Qur mll sector
in the textile industry is apparently doing quite well
because when all of the problens began to conme on,
concerns about how the m Il sector would survive, the

producers went on to fairly inportant capital
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i nvest nent .

A lot of jobs went -- got |[ost

process — much of that happened in the steel industry as
well. Producers began to become more efficient, so much
so that the mill sector of the textile industry is
exporting.

Mexico is now the biggest clothing exporter
to the United States, because of NAFTA, and the biggest
exporter of raw material, the cotton, and the other
goods that go to Mexico are produced up here.

In other words, the argument I'm making is
that the interchange of intermediate goods takes place
where the efficiencies tend to be greatest. The process
of moving the needles trade out of the country has been
going on for a long, long time. Will it end at zero?

No, | don't think so. But there are compensations in
other parts of the industry.
Are people getting hurt when this happens?

Sure they are. They get hurt very much.

And then | come back to what Claude said.

We have an obligation at that point to help out to
reduce that hurt. | think a lot of the adjustment
assistance we've used over the years, too, has been
terribly inefficient. We gave a lot of it out where it

wasn't needed. Much of it didn't work very well.
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And | agree with what C aude said. [’ d
rat her spend noney that way and do it inefficiently than
destroy the econony in the process.

VI CE CHAI RVAN PAPADI M TRI QU:  Conmm ssi oner
Wessel ?

MR WESSEL.: One of the approaches
advocated during the last Fast Track debate was an
approach requiring that future trading agreenents
mandate that other countries that we sign agreenents
with enforce their labor and environmental [aws that
t hey had on the books.

Rather than noving towards a higher
standard, what would be your view of the inclusion of
t hat kind of approach?

MR VAEI NTRAUB: Wll, in a sense, that’s
what’s in the supplenental agreenent in NAFTA. But
you' re really saying it ought to be -- there ought to be
a penalty that goes with this.

MR. WESSEL: NAFTA only includes |abor --
health and safety and child | abor.

MR V\EI NTRAUB: Your own | aws. You' re
right.

MR WESSEL: It does not include the other
|l aws all through the enforcenent process. Wuld you be

willing to support full inclusion of enforcenent?
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VR.  VAEI NTRAUB: And then have a penalty
agai nst countries who don't do it?

MR, WESSEL: |If they fail to enforce, nuch
as we do with our other trade | aws.

MR, VEEI NTRAUB: And whatever |aws we don’t
enforce, we get -- we get penalized as well.

MR WESSEL: Cearly.

MR V\EI NTRAUB: No. The answer to your
question is no. | think -- | think what you woul d have
Is a wave of trade restrictions that woul d make sone of
the ones we have now in the anti-dunping field | ook |ike
child s play.

M5. HILLS: Mke, the NAFTA provided that
to not enforce environnental provisions for the purpose
of gaining trade was the prohibition -- for the purpose
of. Qur Congress at that tinme, and our various interest
groups, were extrenely sensitive that our trading
partners woul d seek to enforce our environmental |aws as
a ceding of our sovereignty.

And they were quite exercised that it m ght
spread into the labor field, particularly into the
enforcenment of such provisions as children who are
truants.

So that what we agreed to in the NAFTA was

not a carte blanche of enforcenment with respect to the
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environnmental |aws, but a very focused waiver of the
enforcenment in order to gain a trade advantage. That,
| believe, has worked adequately.

MR, WESSEL: W can have deep di sagreenents
on that in the environment and the | abor area and how
well it has worked with Mexico, or how well that could
be nmoved forward in other countries. Clearly, we
understand the divisions in our own political systemon
t hat issue.

MR. LEWS: | have to |eave very soon. |
woul d just like to thank the panel very much for taking
your time to hel p educate us. Thank you very nuch

VI CE CHAI RVAN PAPADI M TRI QU I think we
probably shoul d conclude the session. So with that, |
want to thank you all for com ng. | appreciate your
t hought ful and thought - provoki ng comentari es.

Thi s session is adjourned.

(Whereupon, at 4:27 p.m, the proceedings

in the foregoing matter went off the

record.)
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