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A HUMAN INVESTMENT TAX CREDIT PROGRAM

EXECUTIVE SUMMARY
The United States and the world are now in a recession and possible depression. The recent crash in the stock market and the massive injection of cash by the government and central banks around the world has been historical.  Yet, the bottom of the recession or depression is yet to be found and both short term and long term policies are under serious consideration and debate. 

Many feel this crisis marks an end to the existing models of the national and world economy.  In brief, the policies formed by the economic and political philosophies of the past have reached the limit of their ability to guide future policies.  For example, the tools that evolved out of the Great Depression are no longer applicable for dealing with the problems of Wall Street or the national economy and other nations of the world.  

As the national economy evolved from a manufacturing base to an information based economy, the U. S. and most of the free world economies have continued to accentuate the economic growth of physical capital and the use of monetary and fiscal policies to cure economic ills.  However, the present situation appears to warrant a drastic reassessment of this model and tools to give greater consideration to other 

alternatives.

The 1970's were economically characterized as suffering from stagflation as well as high interest rates partially due to Nixon's severing the U. S. dollar from the gold standard.  A rise in the general level of prices (price inflation) created uncertainty in budgeting and made labor strikes for pay raises more likely. In addition, the economy was experiencing a significant shifting of employment from the manufacturing sector to the service sector of the economy.  This shift was believed to be driven by a rapid growth in technology that was drastically reducing the employment requirements in the production of goods and services. This and other employment limitations were distorting the employment-inflation relationship and inhibiting the needed adjustments in the economy.

Unfortunately, the U. S. was stuck in the depths of a stagflationary recession with only fiscal and monetary tools to stimulate recovery.  However, neither could help without increasing inflation or increasing unemployment. With those limitations, it was evident that the U.S. must explore new concepts relative to geometric growth of physical goods and services as the goal of the mechanical economic development model and find new tools for managing the economy. 

In a report published by Chase of New York during that period, the Secretary of the Treasury, Simon, indicated that some $4.1 trillion in capital would be needed to sustain U.S. growth and employment during the next ten years. Secretary Simon's projections, of course, continued to reflect the concepts of quantitative growth of physical goods based on mass capital, mass organization, and mass government action which assumes: 1.) unlimited capital, 2.) unlimited nonrenewable resources and 3.) unlimited flexibility in the resource market.
Nevertheless, it was becoming clear that capital has both qualitative and quantitative limits.  It should have been even more evident that limited non-renewable resources were already a reality, and that inflexibility in the resource market would continue to plague the economy in the future.

In 1975, the authors of this paper recognized the significance of the impending shift in the national and world economies and their implications for economic policy.  In cooperation with the Economic Development Administration of the U. S. Department of Commerce, the authors documented the issue with brief reports under the titles of "A Human Investment Tax Credit Program - A component of an Anti-Inflation and Full Employment Alternative Economic Program."  The First Report was updated by a Second Report in 1977, as Congress considered and passed a landmark Employment Tax Credit Program as a stimulus to recover from the recession.   Even though the Employment Tax Credit passed by Congress only reflected a few of the recommended incentives, it generated 900,000 private-sector jobs, fully 20 percent of all new jobs created that year. To that moment it resulted in more jobs in less time than any single piece of legislation in history. 

A Census Bureau survey showed that only 34 percent of all businesses were aware of the little-publicized program. Only a third of the eligible businesses utilized the credits. The White House opposed the Job Tax Credit, and it was little advertised. If promoted effectively, with all of the suggested incentives, it might have met the original goal of generating three million to six million new jobs and encouraging one million to four million people to become self-employed. Since Congress created the program over the Administration’s opposition, the following year the program was gutted and became the Targeted Jobs Tax Credit, with only a small fraction of its previous effectiveness.

The proposed Employment Tax Credit for small business firms included the following components stated in 2009 dollars:
1. A $3,000 per person tax credit for existing employees. This credit would be 
    limited to $30,000 for a sole proprietor and $60,000 for a corporation.

2. A $4,000 per person tax credit to employers for hiring additional people. This 
      credit would be $6,000 per person where individuals hired are under 20 years       of age. Such credits would be limited in amount for each employer to perhaps      $40,000 per year for a sole proprietor and $200,000 for a corporation.

3. A $2,000 maximum tax credit per person to provide a Workshare Bonus to 
      employees who work short weeks and thereby spread available employment.

4. An $8,000 maximum tax credit for self-employed individuals to help facilitate 
      self-employment.

5. A $2,000 per person training credit to employers who participate in training 
       programs to improve job related skills of employees.  Again the amount 
      would be limited with primary encouragement to small businesses.

6. A $2,000 credit to corporations to match or stimulate expanded equity 
 
      ownership by employees.

Unemployment is once again a most urgent problem. The tax incentives in the Human Investment Tax Credit Program can readily be fine-tuned and voted into law. That should be the first order of business for the new Administration and Congress. 

The Employment Tax Credits can be used as a more effective alternative to another general tax cut. This is a rifle shot approach, instead of a shotgun, aimed specifically at lessening unemployment as rapidly as possible without contributing new inflationary pressures.  A package of carefully crafted “carrots” could readily create up to 6 million additional jobs in the small business sector with an additional 1 to 4 million becoming self-employed. A small business employment reservoir, rather than government as an employer of last resort, appears to be available.


Curing unemployment without creating new inflationary pressures is clearly possible by viewing the economy from new perspectives and adopting appropriate tools and policies. If the Human Investment Tax Credit Program is rapidly updated and implemented, a comprehensive attack on the root causes of both unemployment and inflation can both stimulate the economy and provide millions of citizens with hope for an accelerated economic recovery.

This paper is an update of the 1975 and 1976 Reports. It will explore the evolution of the present economy and the need of a new model and new tools for dealing with the future. It traces the evolution of economic growth concepts from the 1930’s to the present and briefly analyzes the economic significance of public policy during that period.   It employs a unique analysis of the causes of unemployment after 1976 by splitting employers into three categories: large corporations, medium corporations and government, and small businesses.  The only category having the potential to absorb large numbers of new employees appears to be the small employers. This provides a framework to develop policies aimed at the underlying structural corrections necessary to move the economic roller-coaster toward equilibrium.  Finally, it suggests a modification of the economic development model to focus more on human capital and full employment.

With the analysis, it was possible to develop a series of policy recommendations for consideration when addressing both short term and long term issues related to recovering from the present economic conditions and laying the groundwork to prevent it happening again in the future.

1. A proper employment policy should be based upon understanding and 
 
       focusing on the importance of small sized employers as the vital 
      part of the domestic employment picture.  Employment should be viewed as a national market relationship comprised of tens of thousands of smaller market segments. Unemployment should be viewed as an imbalance of the market situation.  Present policies speak of creating jobs without looking at the situations facing those individuals or employers who create jobs.  There is no possible way that large businesses or the government can solve the employment problems of millions of people located in hundreds of thousands of neighborhoods and communities. The “employer of last resort” should not be government or big business but the millions of Americans who comprise that heterogeneous reservoir called “small business”.  
2. A proper employment policy objective should provide total employment or overfull employment (2% unemployment, which was attained during WWII) under conditions of price and monetary stability. It is possible to create conditions whereby jobs are available for everyone. The method to do this lies in making it financially worthwhile for more people to become employers while at the same time strengthening those who now exist. The creation of a “labor shortage” is the best way to raise wages while providing employment for all.
3. A proper employment policy should use two complementary methods of developing jobs, i.e., minimizing unemployment and encouraging and fostering job development through devices such as: 
a. Establishing Stock Market and Investment Regulations to prevent hedge funds from speculating in small and medium sized business securities.



b. Establishing Stock Market Regulations and tax credits that encourage employee stock ownership.
c. Establishing an Employment Tax Credit for existing small and medium sized businesses to cover the cost of collecting and reporting social security taxes, sales taxes, income taxes and other local, state and national revenues to meet government compliance with social and environmental issues. 
d. Establishing a Jobs Tax Credit Program for employers who create new jobs in areas experiencing high unemployment and during recessionary periods.  

e. Expanding the multi-component Tax Credit Program for employers who create new employment opportunities for the hard to employ through workshare and job training.
f. Reforming the tax system to reduce employment taxes as the major source of federal and state revenues. 
g. Increasing financing opportunities for small businesses to enable them to get the funds necessary to appropriately grow their businesses.
A major rationale for a broadly based, limited size job tax credit lies in the fact that a high proportion of small employers are short of the capital needed to support continuing and growing employment relationships. It is therefore counterproductive to tax incomes of those who provide jobs and thereby limiting their chances for success or growth. Job Tax Credits allow employers to retain earned income to create more jobs. A second reason for Job Tax Credits arises from the services provided for the government in the collection and transfer of withholding taxes, FICA and other revenue services. . A substantial portion of these services are provided in accordance with federal laws. As long as they are retained on the books, the costs which they impose on individuals should be paid in some way from the public purse. This would be the only way to offset or lessen the unemployment which such laws produce.


The present economic crisis offers a great challenge and a significant opportunity to bring political and economic issues in line with the needs of the rapidly changing society.  The manufacturing society focuses on physical capital and the production of physical goods and services.  Conversely, the information economy will focus on human capital and the expanding of economic opportunities for human activities.  Many of these opportunities will be in the areas of education, health and human services which address the quality of the activity rather than the quantity and will require new and better way of delivery and evaluation. 
A HUMAN DEVELOPMENT BASED ECONOMY

BY L. V. WATKINS with MARK GOLDES*

INTRODUCTION
The U. S. and other countries now live in a new world as they enter 2009 from the depths of a recession or depression.  As the policy makers and the people search for the bottom, the issue has shifted to addressing the best short and long term policies to stimulate a meaningful recovery. 

Many feel the world has changed so drasticly, that there is a need for a new economic model and new management tools to deal with the future.  In brief, the mechanical model of quantitative economic growth appears to have reached the limit of its ability to guide the future economic policies of the nation and the world.  In addition, the fiscal and monetary policy tools that evolved out of such models are no longer considered adequate for dealing with the problems of recession, depression and economic sustainability.  

The existing model evolved from a pre-modern economy and became dominant as the economic base shifted from agriculture to manufacturing.  The model emphasized the growth and development of physical goods and services.  The U. S. and most of the free world countries have continued to focus on physical growth and utilized monetary and fiscal policies to cure the ills of their economies.  The evolution into the Information Age has accelerated technological and social changes and significantly altered the structure of the economy and the relationships between the factors of production.  Unfortunately, economists and public policy makers are only recently starting to grapple with the structural and policy needs of a global information society. 

The present economic crisis offers a great challenge and a significant opportunity to bring political and economic issues in line with the needs of the rapidly changing society.  The manufacturing society focuses on physical capital and the production of physical goods and services.  Conversely, the information economy focuses on human capital and the expanding of economic opportunities for human activities.  Many of these opportunities will be in the areas of education, health and human services which address the quality of the activity rather than the quantity and will require new and better way of delivery and evaluation.  At minimum, the present crisis and recent changes in the national and international economies now warrant a drastic reassessment of the current economic model and the development of management tools to provide greater consideration of alternatives.

The authors of this paper recognized in 1975 the significance of the impending shift in the national and world economy and its implications for economic policy.  In cooperation with the Economic Development Administration of the U. S. Department of Commerce, they documented the issue in two brief reports titled "A Human Investment Tax Credit Program: A component of an Anti-Inflation and Full Employment Alternative Economic Program." This paper will update the first and second of these reports and explore the nature of the current economy and the need for new models and tools for dealing with the future.

* The late economist, Robert Edmonds, was co-author of the first two reports and much of his material has been incorporated into this report.

CHANGING CONCEPTS OF ECONOMIC GROWTH

To put the subject of economic growth and development in context, it is important to briefly note that throughout history, man has endeavored to overpower the time constraints of physical and biological processes.  It is now an accepted fact that accelerated scientific and technological innovation has directly led to a speeding up of all physical and social processes in the name of progress. The competitive drive has led to a frantic national and international chase for more efficient methods of production and distribution. In the process, humanity has pushed to develop even more powerful technologies, on the assumption that such technologies would accomplish more and more useful functions in less time. The results have been a dramatic acceleration of change. 

In the process, humans have evolved through several perspectives or economic eras.  Each perspective or concept has brought with it a new dominant and faster stage of economic and social development.  In general, these historical eras of development have been identified as the Primitive Age, the Agricultural Age, the Industrial Age, the Informational Age and now the Biotechnological Age. The dynamics of these historical eras can be illustrated by comparing their estimated duration.  For example, the Primitive Age is estimated to have existed for several hundred thousand years.  The Agriculture Age was dominant for 10,000 years but the Industrial Age lasted only 200 years.  The Information Age which started in the early 1970’s is now expected to last only 50 years.  The Biotechnological Age is now considered to be in the second quarter of its growth cycle.   With each new stage of social development, man has enhanced his power and control over nature (including human beings), accelerated change and increasingly separated himself from his own biological rhythm and the rhythm of nature.

In general, each era appears to have been guided by some concept of quantitative economic growth associated with an increase in the amount of goods and services produced over time. 

In order to put the evolving concepts of economic growth in perspective and to consider  modification of public policies to prevent negative aspects from reoccurring, it is necessary to address the concepts underlying the production of goods and services and the periodic fluctuations in that process. 

Most economists draw a distinction between short-term economic stabilization and economic growth.  The topic of economic growth is primarily concerned with the long term.  The short-term variation in economic growth is referred to as a business fluctuation or business cycle.  The term business cycle is no longer considered appropriate because the fluctuations are not always regular.

In general, the present rate of increase in aggregate production of goods and services is measured in terms of real Gross Domestic Product, or real GDP.  It is usually measured in inflation-adjusted terms, in order to net out the effects of inflation on the price of the goods and services produced.   Economic growth is generally distinguished from economic development.  The former is primarily an increased rate of output.  The latter refers to the outcome.  

Early economists believed that productive capacity allowed for growth in the accumulation of capital by stressing the importance of agriculture.  However, Adam Smith in his "Wealth of Nations" made manufacturing the central focus of the entire economy. Soon, thereafter, David Ricardo argued that trade was important because it enable one to buy a good more cheaply from abroad, therefore more profitable work 

would be done at home.  The combination became know as the Classical Model.  

The Classical Model was modified by individuals such as Alfred Marshall by focusing on the firm and the marginal cost of factors of production.  

The new model was known as the Neoclassical Model.  This model stressed the prices of the materials, wage rates and the interest rates on the one hand and the anticipated future prices of the consumer goods on the other.  Together, these items would enable the business person to determine the profitability of their activities.

Unfortunately, economists have been unable to agree that the state of prices, wage rates and interest rates are the determiner of which projects are profitable or unprofitable.   And, it would be an error to seriously believe that if only these items were lower, production activities could be expanded. It is more acceptable to believe that the size of production is limited to the scarcity of the factors of production. Prices, wage rates and interest rates are only indices expressive of the degree of this scarcity. They are pointers, in other words. Through these market phenomena, society sends out a warning to the entrepreneurs planning a definite project: the factors of production are earmarked for a more urgent need.

The remainder of this section will briefly describe the history of economic growth in the U. S. and the development of key public policy tools to manage economic fluctuations

In the late 1920’s the U. S. and the Free World experienced a major economic fluctuation which was classified as the Great Depression. In brief, according to Adam Smith and David Ricardo, economies experienced a breakdown in the earlier approaches to economic growth.

Under the Classical and Neoclassical Models, the fact that a definite business venture is not profitable meant that the consumers are not ready to reimburse entrepreneurs for the prices of the required factors of production. On the other hand, in buying products, the customers are demonstrating they are ready to reimburse entrepreneurs for the prices of the same factors. Thus, the consumers express their wishes and guide businesses to adjust their activities to the satisfaction of those wants which the consumers consider the most urgent. 

Therefore, it was generally assumed that the economy ran off of the leveraging of land, labor and capital to increase production.  Since the interest rate represented the interest rate for capital, any interference by the government would be bad for the economy.  In other words, any interference by the government would send a misleading message to the business person undertaking a project that may be of little interest to the customers. The disinterest of the consumers would become manifested when the products of poor capital investment reached the market and could not be sold at satisfactory prices. 

The early economic growth models envisioned an economy composed of a growing population of autonomous competitive and innovative individuals who continuously generated additional GDP with the aid of technology and increased efficiency. These economic models were believed to be self-adjusting and would automatically correct any fluctuations. In other words, the concept of the “invisible hand” inferred an automatic self-adjustment of the economy according to the immutable laws of nature. This was presumed to protect the best interests of a free society.  

Developments Between 1930 and 1956:

The mass unemployment of the 1930’s presented a serious challenge to this early growth concept.  In other words, the early approach had focused on the ability of the “invisible hand” to make the adjustments needed to bring about economic improvement.  Unfortunately, it became evident the economy would not self correct. 

The Great Depression era was characterized by a high concentration of wealth and massive poverty.  With high unemployment and little or no income the masses were unable to purchase adequate goods and services to turn the economy around and stimulate economic growth. Unfortunately, the process was further hampered by the historical economic belief that national output was a given size or fixed pie. Under such mindset, any gain by one individual or group would be considered a loss to others.  This concept envisioned a conflict of interest that precluded the cooperation of public policy makers.  Nevertheless, pressure was building for policy makers to give increasing consideration of the redistribution of wealth to stimulate the needed economic activity.  
Fortunately, the world was not without new economic ideas and other options.  John M. Keynes emerged with the most promising new way of thinking and became the most influential contributor to the Free World’s economic policies and programs.  
Increasingly, two of his major contributions have been singled out for their far-reaching importance.  These contributions were: 1.) Diverting of policy makers’ attention from the redistribution of wealth to increasing total production of all members of the economy and

2.) Recognizing that increased output was subject to and significantly dependant upon public action.

In short, Keynes rejected the “invisible hand” and argued that the pie was not fixed.  He believed the depression was man-made and called for deliberate public fiscal and monetary action to stop the waste of human resources represented by unemployment. President Roosevelt reluctantly accepted Keynes’ advice and initiated a large public works program to stimulate economic recovery.  Unfortunately, the economy did not fully recover until World War II and the accompanying increase in war expenditures.  
Martin Weiss, in his January, 2009 issue of Safe Money, suggests that Keynesian “pump-priming” is overrated as a stimulus. He points out that the money the government spends comes from the private economy by borrowing and that the public works are likely less productive than the foregone private investments. Although the incoming administration’s economic advisors may believe that such programs helped pull us out of the Great Depression, UCLA economists Harold L. Cole and Lee E. Ohanian, among others, provide evidence that the Depression might have ended in 1936 instead of 1943 had “ill-conceived stimulus policies” been avoided.

Toward the end of the war, the United Nations was created and the Bretton Woods Conference was convened to stabilize national currencies and promote trade and world peace. The Keynesian model was referred to as the Neoclassical Synthesis Model.  The Keynesian management tools were used sparingly, in times of recessions.  

However, after the war, domestic economic policy reflected a "one size fits all" approach which equated economic growth of output with market value.  The primary impetus was trade between regions via specialization on the assumption that everyone would be better off.  It was believed that if rural and urban areas produced goods in which they had a comparative advantage, the market would determine a fair value for the goods. 
The rural areas’ comparative advantage, however, usually lie in agriculture and raw material goods that are subject to market fluctuations and decreasing value over time.  

Conversely, urban areas specialized in finished products and services which increased in value over time.  Therefore, growth in rural areas did not equate with the anticipated outcome in the urban areas. 
 The automation of agriculture in the 1950's and the growth of business capital in urban areas accelerated the migration to the cities.  In the process, there was a concentration of wealth in the urban areas with an increase in both rural and urban poverty. Consistent with these concepts, President Eisenhower used fiscal and monetary policies to initiate the construction of a nationwide Interstate Highway System - at that time the largest public works project ever attempted. In addition, he prosecuted the Korean War.

The concept of growth as an increase in stocks of capital goods was codified as the Solow-Swan Growth Model in the 1950's.  This was the first attempt to mathematically model long-run growth which involved a series of equations which showed the relationship between labor-time, capital goods, output, and investment.  The role of technology was critical.  Because of the diminishing returns to capital, it was assumed that an economy would eventually reach a point at which no new increase in capital could generate economic growth without continuous technological innovation.  In other words, the process by which countries could continue to grow despite the diminishing returns was exogenous to the system and reflected the creation of new technology that allows the increase in production with fewer resources.  With new technological improvements, the steady state level of capital would rise and investment in the economy would grow.  
The effects of the 1950's brought about a change in economic development policy in the 1960's. The focus was now on growth that affected all segments of society. This represented a slight shift in policy from a focus on output to a focus on outcome.  Fiscal policy was used to address the situation with programs that would either provide jobs or other economic opportunities, or create the necessary conditions for wider distribution of the economic and social benefits.  In other words, the concept of economic growth was redefined to create a growing economy - with the use of fiscal policy to address poverty, inequalities, unemployment and improved health and education.  
One of the basic assumptions was that the nation and the world had an abundance of land, labor and natural resources.  Only the infrastructure and capital was needed to stimulate additional economic growth, because companies and investors would be attracted to those regions demonstrating a commitment to economic growth and thus improving the socioeconomic situation.  The Kennedy and Johnson administrations declared war on poverty and committed significant resources to the redevelopment of distressed rural and urban areas. However, the basis of the economic model was still quantitative growth as the foundation and goal of economic policy.  Economic growth during the 1950's and 1960's was seen as creating conditions for wider distribution of the economic and social benefits of growth or the trickling down to the masses in the form of jobs and other economic opportunities
Richard Nixon was sworn in as the 37th President on January 20, 1969. He is credited with creating the modern day Imperial Presidency, which retains a high level of control over government policies and decisions. Although often viewed as a conservative by his contemporaries, Nixon's domestic policies often appeared centrist or liberal to later observers.  Nixon, like Dwight Eisenhower, largely governed in accordance with Keynesian principles on domestic issues, especially fiscal policy. He ran a budget deficit every year that he was President except 1969.
In general, however, economic policy was redefined to incorporate the reduction or elimination of poverty, inequalities and unemployment in the context of a growing economy.  As President, Nixon indexed Social Security for inflation and created Supplemental Security Income (SSI). He also had plans to create universal minimum income and universal health care, but was not able to realize either.  He created the Environmental Protection Agency (EPA), the Drug Enforcement Administration (DEA), and the Occupational Safety and Health Administration (OSHA), promoted the Legacy of Parks Program, and implemented the Philadelphia Plan, the first significant federal Affirmative Action Program.
In the early 1970s, Nixon was worried about the effects of increasing inflation and unemployment on his re-election chances and asked Congress to approve a budget with deficit spending to reduce unemployment.  He was encouraged by the Democratic Congress in August 1970, which passed additional legislation - giving Nixon power to set wages and prices.  Chairman of the Federal Reserve, Arthur Burns, encouraged Nixon to check the power held by labor unions, which had kept the rate of inflation high despite high unemployment. Business owners kept prices high due to fear of wage increases.
 With economic growth and increased imports in the 1950's and 1960's, foreign countries had acquired more dollar reserves - exceeding the entire amount of gold the United States possessed. As a result, the British Ambassador asked the Treasury to transfer $3 billion dollars into gold in August 1971. To address the situation, Nixon produced a "New Economic Policy," which froze all wage and price increases for a 90-day period and called for a complete end to the gold standard. Leaving the gold standard prevented countries from being able to claim gold in exchange for their dollar reserves, but it also weakened the exchange rate of the dollar against other currencies and increased inflation by driving up the cost of imports. The price-control plans were a hit with the public, which felt Nixon was rescuing them from price-gougers and from a foreign-caused exchange crisis. The Dow Jones responded with a one day record increase.
In 1973, OPEC reduced supplies of oil available to the world market.  The reduction was due to a combination of things, including the deflation of the dollars which reduced what was received after Nixon dropped the gold standard and the U. S. sent arms to Israel during the Yom Kippur War. This Oil Crisis forced oil prices to rise sharply, spurring price inflation throughout the economy and slowing growth. The U.S. government imposed price controls on gasoline and oil following the announcement, which had the effect of causing shortages and long lines for gasoline. The lines were eliminated by the lifting of price controls on gasoline, although oil controls remained until Reagan's presidency.  Significant government borrowing helped keep interest rates high relative to inflation.
President Nixon resigned his office in 1974 due to his involvement in the Watergate scandal.  He was succeeded by Vice-President Gerald Ford.  The unemployment and inflation problems (Stagflation) continued under the Ford Administration.  However, the policy initiatives were more prudent. The federal oil reserves were created to ease any future short-term shocks. 
In 1974, the authors of this report (then including the late economist Robert Edmonds) recognized the problems associated with stagflation and the dramatic shift of production from manufacturing industry to the service industry. In 1975, the authors, in cooperation with the Economic Development Administration of the U. S. Department of Commerce, documented the issue with brief reports under the titles of "A Human Investment Tax Credit Program - A component of an Anti-Inflation and Full Employment Alternative Economic Program."  The First Report was updated by a Second Report in 1977 as Congress considered and passed a landmark Employment Tax Credit Program as a stimulus to recover from the recession. The authors suggested a much broader group of Employment Tax Credits and provided research to support turning them into law. The 1977 Job Tax Credit Program passed by Congress, which reflected only a few of the recommended incentives, generated 900,000 private-sector jobs, fully 20 percent of all new jobs created that year. To that moment (and perhaps since) it resulted in more jobs in less time than any single piece of legislation in our history.  

Developments since 1976:

Jimmy Carter was elected president in 1976. He continued the Economic Growth Model and the use of the Keynesian tools of monetary and fiscal policies to address the effects of economic growth with a focus on outcome.  During his Administration, the economy suffered double-digit inflation, coupled with very high interest rates, oil shortages, high unemployment and slow economic growth. Productivity growth in the United States declined to an average annual rate of 1 percent, compared to 3.2 percent of the 1960s. There was also a growing federal budget deficit which increased to 66 billion dollars. The federal government was in deficit every year of his presidency. Carter signed legislation greatly increasing the payroll tax for Social Security, and appointed record numbers of women, blacks, and Hispanics to government and judiciary jobs
. 

In 1977, Carter convinced the Democratic Congress to create the United States Department of Energy (DoE).  Carter also signed into law the National Energy Act (NEA) and the Public Utilities Regulation Policy Act (PURPA) as a reaction to increasing energy prices and a growing concern over air pollution. The purpose of these watershed laws was to encourage energy conservation and the development of national energy resources, including renewables such as wind and solar energy.  
In addition, Carter had to reinstate some price controls on gasoline, which again caused lines at gasoline stations. In order to conserve energy, Carter initiated both personal and public energy conservation practices. He ordered the General Services Administration to turn off hot water in some federal facilities, and nationwide, controls were put on thermostats in government and commercial buildings to prevent people from raising temperatures in the winter.  
Carter tried desperately to avoid an energy price explosion.  When it happened, he made plans to deliver his fifth major speech on energy; however, he felt that the American people were no longer listening.  His pollster told him that the American people simply faced a crisis of confidence because of the assassination of John F. Kennedy, the Vietnam War, and Watergate. On July 15, 1979, Carter gave a nationally-televised address in which he identified what he believed to be a "crisis of confidence" 
among the American people. Carter told Americans that the energy crisis was "a clear and present danger to our nation" and drew out a plan to address it. This came to be known as his "malaise" speech, although the word never appeared in it:




"I want to talk to you right now about a fundamental threat to 




American democracy... I do not refer to the outward strength of 



America, a nation that is at peace tonight everywhere in the world, 



with unmatched economic power and military might...




"The threat is nearly invisible in ordinary ways. It is a crisis of 



confidence. It is a crisis that strikes at the very heart and soul and 



spirit of our national will. We can see this crisis in the growing doubt 


about the meaning of our own lives and in the loss of a unity of 



purpose for our nation.



In a nation that was proud of hard work, strong families, close-knit 



communities, and our faith in God, too many of us now tend to 



worship self-indulgence and consumption. Human identity is no 



longer defined by what one does, but by what one owns. But, we've 


discovered that owning things and consuming things does not 



satisfy our longing for meaning.”
During his "malaise" speech, Carter announced a gradual deregulation of price controls, along with the imposition of a "Windfall Profit Tax".  The tax was not a tax on profits, but an excise tax on the difference between a statutory "base price" and the market price. Carter's speech was poorly received at the time; however, it is currently being viewed in a more positive light. 
Three days later Carter asked for the resignation of the members of his cabinet.  In the wake of a cabinet shakeup, Carter appointed G. William Miller as Secretary of the Treasury. Miller had been serving as Chairman of the Federal Reserve Board. To replace Miller, and in order to calm down the market, Carter appointed Paul Volcker as Chairman of the Federal Reserve Board. Volcker pursued a tight monetary policy to bring down inflation. He succeeded, but only by first going through an unpleasant phase during which the economy slowed and unemployment soared, prior to any relief from inflation.  The discount rate was raised from 10% in August 1979 - to 12% within two months. The prime rate hit 21.5% in December 1980, the highest rate in U.S. history under any President.  The high interest rates would lead to a sharp recession in the early 1980's.

This period of stagflation made it obvious that the economic development model that guided growth and development needed to be changed.  Growth was not a means but an end to integrate and enhance all aspects of national economic and social life. Much of the credit for the resolution of the stagflation is given to two causes: a three year contraction of the money supply by the Federal Reserve, under Paul Volcker, initiated in the last year of Carter's presidency, and the long term easing of supply and pricing of oil during the 1980 oil glut. 
By the time Ronald Reagan took office in 1981, stagflation was near its end and the need for change was evident to the world.   Fiscal policy and monetary policy had fallen out of favor. Unfortunately, Reagan presented his economic proposals as merely a return to the free-enterprise principles that had been in favor before the Great Depression. He was supported by the supply-side economics movement which was formed in opposition to Keynesian demand-stimulus economics. 
The supply-siders believed that a tax rate cut would more than pay for itself.  They were influenced by Arthur Laffer and his theoretical taxation model - which became known as the Laffer curve.  His model predicted that excessive tax rates actually reduced potential tax revenues by lowering the incentive to produce. In essence, he redefined the economic model by shifting the focus to input rather than outcome and the use of government policy to restructure the national and international economies.
President Reagan's economic policies were referred to as Reaganomics.  The four pillars of Reagan's economic policies were to reduce the growth of government spending, reduce marginal tax rates on income from labor and capital, reduce government regulation of the economy, and control the money supply to reduce inflation.  More specifically, Reaganomics had its focus on fighting communism, lower taxes and reducing the sized of government programs. 
During the Reagan Administration, there was a massive increase in Cold War related defense spending that caused large budget deficits which helped increase the national debt to the highest level relative to the GDP since World War II.  In addition, Reaganomics increased the U.S. trade deficit expansion significantly and contributed to the Savings and Loan crisis.  In order to cover new federal budget deficits, the United States borrowed heavily both domestically and abroad, raising the national debt from $700 billion to $2.32 trillion, and the United States moved from being the world's largest international creditor to the world's largest debtor nation. Reagan described the new debt as the "greatest disappointment" of his presidency.
The Reagan's Administration dropped the top personal tax rates 70% to 28% in 7 years, while payroll taxes and the effective tax rates on the lower two income quintiles were increased. Real Gross Domestic Product (GDP) growth recovered strongly after the 1982 recession and grew during Reagan's remaining years in office. In the end, Reaganomics was derided by some due to the significant cuts in the upper tax brackets, balance of payment deficits and the expansion of the money supply.  

George H. W. Bush was elected President in 1988 and faced the problem of what to do with leftover deficits spawned by the Reagan years.  Bush was committed to the objectives of Reagan's economic policies, but he was dedicated to curbing the deficit, believing that America could not continue to be a leader in the world without doing so. He faced problems of consensus building when he began an effort to persuade the Democratic controlled Congress to act on the budget; with Republicans believing that the best policy was to cut government spending, while Democrats were convinced that only a tax increase would work.
In the wake of a struggle with Congress, Bush was forced by the Democratic majority to raise tax revenues; as a result, many Republicans felt betrayed because Bush had promised "no new taxes" in his 1988 campaign. Perceiving a means of revenge, Republican congressmen defeated Bush's proposal which would enact spending cuts and tax increases that might have reduced the deficit by $500 billion over five years.   

Near the end of the 101st Congress, the President and Congressional Members reached a compromise on a budget package that increased the marginal tax rate and phased out exemptions for high-income taxpayers. Despite demands for a reduction in the capital gains tax, Bush relented on this issue as well. However, the agreement with the Democratic leadership in Congress proved to be a turning point in the Bush presidency; and his popularity among Republicans never fully recovered.

Bush signed a number of major laws in his presidency, including the Americans with Disabilities Act of 1990; this was one of the most pro-civil rights bills in decades. He worked to increase federal spending for education, childcare, and advanced technology research. In dealing with the environment, Bush reauthorized the Clean Air Act, requiring cleaner burning fuels. He quarreled with Congress over an eventually signed bill to aid police in capturing criminals, and signed into law a measure to improve the nation's highway system. 

At about the same time, America entered into a mild recession, lasting for six months. Many government programs, such as welfare, increased. As the unemployment rate edged upward in 1991, Bush signed a bill providing additional benefits for unemployed workers. 1991 was marked by numerous corporate reorganizations. These resulted in laying-off a substantial number of workers. Many now unemployed were Republicans and independents, who had believed that their jobs were secure. By 1992, interest and inflation rates were the lowest in years, but by midyear the unemployment rate reached 7.8%, the highest since 1984. In September 1992, the Census Bureau reported that 14.2% of all Americans lived in poverty.

A pivotal change in his economic growth strategy came with Bush’s September 11, 1990 "Toward a New World Order" speech to a joint session of Congress. It was first believed to be a commitment of U.S. strengths, in cooperation with the Soviet Union, to lead the world toward the rule of law, rather than use of force.  However, in the end it was obvious; his primary impetus was directed toward globalization and free trade.    At a press conference in 1990, Bush told reporters that he found foreign policy more enjoyable.

Bush's administration, along with the Progressive Conservative, Canadian Prime Minister Brian Mulroney, spearheaded the negotiations of the North American Free Trade Agreement (NAFTA), which would eliminate the majority of tariffs on products traded among the United States, Canada, and Mexico, to encourage trade amongst the countries. The treaty also restricts patents, copyrights, and trademarks, and outlines the removal of investment restrictions among the three countries. The NAFTA authority would enable the President to negotiate a trade accord that would be submitted to Congress for a vote, thereby avoiding a situation in which the president would be required to renegotiate with trading partners those parts of an agreement that Congress wished to change. While initial signing was possible during his term, negotiations made slow, but steady, progress. 
In the end, the Bush Administration experienced a $244 billion negative balance of trade and an increase in the national debt from $2.35 trillion to $3.23 trillion.

Unsatisfied with Solow's economic growth model explanation, Paul Romer and other economists worked to "endogenize" technology in the late 80's. They developed an endogenous growth theory that included a mathematical explanation of technological advancement.  This model also incorporated a new concept of human capital which includes the skills and knowledge that make workers productive.  Unlike physical capital, human capital has increasing rates of return.  Therefore, overall there are constant returns to capital, and economies never reach a steady state.  Growth does not slow as capital accumulates, but the rate of growth depends on the types of capital a country invests in.  

Bill Clinton was elected President in 1992 and would go on to make the passage of NAFTA a priority for his administration, despite its conservative and Republican roots.  In 1992, 10 million Americans were unemployed, the country faced record deficits, and poverty and welfare rolls were growing. Family incomes were losing ground to inflation and jobs were being created at the slowest rate since the Great Depression.  In 1993 he launched his economic strategy of 1).establishing fiscal discipline, eliminating the budget deficit, keeping interest rates low and spurring private sector investment, 2). investing in people through education, training, science and research, and 3). opening foreign markets so American workers can compete abroad.   In other words, he did not reject globalization; he only shifted the focus back to domestic issues and incorporated an emphasis on human capital.  

Prior to 1993, the debate over fiscal policy often revolved around a false choice between public investment and deficit reduction. The Clinton deficit reduction plan showed that deficit and debt reductions could be accomplished in a progressive way by slashing the deficit in half and making important investments in our future, including education, health care, and science and technology research. The plan included more than $500 billion in deficit reduction. It also included a cut in taxes for 15 million of the hardest-pressed Americans, by expanding the Earned Income Tax Credit. In addition, he created the Direct Student Loan Program, the first nine Empowerment Zones and the first 95 Enterprise Communities.  Equally important, he secured passage of tax cuts for small businesses and R&D projects. 

In 1993, the net interest payments on the debt held by the public were projected to grow to $348 billion in FY 2000. In 2000, interest payments on the debt were $125 billion lower than projected.  Because of fiscal discipline and deficit and debt reduction, it is estimated that a family with a home mortgage of $100,000 might expect to save roughly $2,000 per year in mortgage payments, like a large tax cut. Lower debt helped maintain strong economic growth and fuel private investments.
With government no longer draining resources out of capital markets, private investment in equipment and software averaged 13.3 percent annual growth since 1993, compared to 4.7 percent between 1981 and 1992. The 1993 Deficit Reduction Act dedicated some of the taxes paid by Social Security beneficiaries to the Medicare Trust Fund and extended the life of Medicare by three years. Thanks to additional provisions to combat waste, fraud and abuse - and bipartisan cooperation in the 1997 balanced budget agreement, Medicare is now expected to remain solvent until 2025. 

In his 1997 State of the Union address, President Clinton announced his plan to balance the budget for the first time in 27 years. Later that year, he signed the Balanced Budget Act of 1997, a major bipartisan agreement to eliminate the national budget deficit, create the conditions for economic growth, and invest in the education and health of the people. It provided middle-class tax relief with a $500 per child tax credit and the Hope Scholarship and Lifetime Learning tax credits for college. It also created the Children’s Health Insurance Program to serve up to 5 million children and made landmark investments in education initiatives including educational technology, charter schools, Head Start, and Pell Grants. Finally, it added 20 more Empowerment Zones and 20 more rural Enterprise Communities. It also included the President’s plan to revitalize the District of Columbia and continued welfare reform though $3 billion in new resources aimed at moving welfare recipients to private-sector jobs. 

In his 1998 and 1999 State of the Union addresses, President Clinton called on the nation to save the surplus until the solvency of Social Security could be assured. He also repeatedly vetoed large Republican tax cut bills that would have jeopardized our nation’s fiscal discipline. The President’s actions led to a bipartisan consensus on saving the surplus and paying down the debt. 

Overall unemployment dropped during the Clinton Administration to the lowest level in more than 30 years, down from 6.9 percent in 1993 to just 4.0 percent in November 2000. The unemployment rate stayed below 5 percent for 40 consecutive months. Unemployment for African Americans fell from 14.2 percent in 1992 to 7.3 percent in October 2000, the lowest rate on record. Unemployment for Hispanics fell from 11.8 percent in October 1992 to 5.0 percent in October 2000, also the lowest rate on record.  

Inflation was at the lowest rate since the Kennedy Administration, averaging 2.5 percent, and it was down from 4.7 percent during the previous administration. The homeownership rate reached 67.7 percent for the third quarter of 2000, the highest rate on record. In contrast, the homeownership rate fell from 65.6 percent in the first quarter of 1981 to 63.7 percent in the first quarter of 1993.  The poverty rate declined more than 7 million people from 15.1 percent in 1993 to 11.8 percent last year, the largest six-year drop in poverty in nearly 30 years.  

During the Reagan and Bush Administrations, the national debt held by the public quadrupled. The annual budget deficit grew to $290 billion in 1992, the largest ever, and was projected to grow to more than $455 billion by Fiscal Year (FY) 2000. During the Clinton administration, the U. S. was able to experience eight consecutive years of fiscal improvement for the first time in America’s history due to his tough and sometimes unpopular choices and major deficit reduction legislation passed in 1993 and 1997. The surplus in FY 2000 was $237 billion—the third consecutive surplus and the largest surplus ever.  
Between 1998 and 2000, the publicly held debt was reduced by $363 billion—the largest three-year pay-down in American history. Under the Clinton-Gore budget, the U. S. was on track to pay off the entire publicly held debt on a net basis by 2009.  After increasing under the previous two administrations, federal government spending as a share of the economy was cut from 22.2 percent in 1992 to 18 percent in 2000—the lowest level since 1966. Nevertheless, during Clinton's 8 year administration, the national debt rose from $3.23 trillion to $5.67 trillion and the negative balance of trade increased by $1.29 trillion.

George W. Bush was elected the 43rd President of the United States and continued his father’s economic policies of expanding economic growth through Free Trade, increased military spending and reduction in the total of domestic spending. Eight months into his first term as president, the September 11, 2001 terrorist attack occurred, and Bush announced a global War on Terrorism and ordered an invasion of Afghanistan that same year. In 2003, he ordered an invasion of Iraq. 

In addition to national security issues, President Bush has attempted to promote policies on the economy, health care, education, and social security reform. He was able to enact large tax cuts, the No Child Left Behind Act and the Medicare prescription drug benefits for seniors program. 

However, the economic growth for the 2001 to 2005 business cycle was less than impressive when compared to the average for business cycles between 1949 and 2000. He proposed a tax cut and it was approved by Congress in 2001.  However, the economy grew only at a 1.1% annualized rate over the previous three quarters from March 31 of the first year of Bush presidency. Despite the aftermath of the 9/11 attacks, the Administration managed to keep the country out of recession during the period when he and his economic policies were assuming more control over the economy. 

The seasonally adjusted unemployment rate rose from 4.2% in January 2001, peaking at 6.3% in June 2003.  To further stimulate the economy, Bush proposed another tax cut in 2003. Facing opposition in Congress for an initially proposed $1.6 trillion tax cut (over ten years), Bush held town hall-style public meetings across the nation in 2001 to increase public support. Bush and some of his economic advisers argued that unspent government funds should be returned to taxpayers. With reports of the threat of recession from Federal Reserve Chairman Alan Greenspan, Bush argued that such a tax cut would stimulate the economy and create jobs. 

More than 450 economists, including ten Nobel prize laureates, contacted Bush and opposed the 2003 tax cuts, on the grounds that they would fail as a growth stimulus, increase inequality and worsen the budget outlook considerably.  His supporters argued the effects of the 2001 tax cuts had been as promised, as revenues actually increased, the recession of 2000 ended, and the economy flourished. On the other hand, critics indicated that the tax revenues would have been considerably higher if the tax cuts had not been made. In the end, five Senate Democrats crossed party lines to join Republicans in approving a $1.35 trillion tax cut program — one of the largest in U.S. history.

Income tax revenues in dollar terms did not regain their FY 2000 peak until 2006. The Congressional Budget Office estimated that extending the 2001 and 2003 tax cuts (which are scheduled to expire in 2010) would cost the U.S. Treasury nearly $1.8 trillion in the following decade, dramatically increasing federal deficits. Unemployment reached 4.4% in March 2007. After an economic slowdown, the rate rose again to 6.1% in August 2008. The average seasonably adjusted unemployment rate for this time span was 5.2%.

During the Bush presidency, income disparity grew significantly. It has been argued that the economy is only benefiting the wealthy, increasing inequality between the top 1% and the rest of society.  Recent data from the CBO has shown that "the average after-tax income of the richest 1% of households rose from $722,000 in 2003 to $868,000 in 2004, after adjusting for inflation, a one-year increase of nearly $146,000, or 20 percent. This increase was the largest increase in 15 years, measured both in percentage terms and in real dollars." On the other hand, poverty rose from 11.7% in 2001 to 12.5% in 2007.
The national debt has increased each year during the Bush Administration. The cumulative debt of the United States in the past eight completed fiscal years was approximately $4.67 trillion, or about 56.6% of the total national debt of approximately $10.3 trillion. During the same period, the negative balance of trade increased by more than $4 trillion.

While the economy initially grew under the Bush administration, growth was below average in comparison to the average for business cycles between 1949 and 2000. Overall real GDP has grown at an average annual rate of 2.5%. Between 2001 and 2005, GDP growth was clocked at 2.8%, 0.6% below the average of 3.4%, while GDI (Gross Domestic Income) growth was 36% below average. The number of jobs created grew by only 6.5%, 28.5% below the average growth rate of 9.1%. The growth in average salaries was less than half the usual; 1.2% versus 2.7%, respectively. While growth in consumer spending was 72% faster than growth in income, it too has “failed to keep pace with the average of previous cycles.” Only investment in residential real-estate soared, with prices growing 26% faster than average.

Over the two quarters between October 2007 and March 2008, the percent increase of annualized GDP slowed to negative 0.2% and positive 0.8%. This slowdown, while predicted by many from the then current data, a negative growth quarter was not revealed to have occurred until larger-than-average Bureau of Economic Analysis (BEA) annual revisions were released for that quarter at the end of August 2008. 

President Bush tried to calm turmoil in financial markets on March 17, 2008, by saying that his administration is "on top of the situation" in dealing with the slumping economy of the United States. Bush and Congress responded to signs of a slowing economy with the Economic Stimulus Act of 2008 on February 13, 2008. After the passage of the Economic Stimulus Act of 2008, there occurred a 2.8% GDP growth in the 2nd quarter according to final BEA estimates. 
In late summer, President Bush stated that he wished to see the results of the Economic Stimulus Act of 2008 before acting to stimulate the economy further. Advanced third quarter figures were released by the BEA at the end of October 2008. On September 2008, Bush addressed the American public on television maintaining that he and his economic advisors had concluded that some kind of bailout of the financial sector as a result of the sub-prime mortgage crisis would be needed or the United States "could experience a long and painful recession”. Unfortunately, the economy experienced a stock market crash in October and the nations of the free world fell into a serious recession or depression. 

This brings the issue full circle and back to the need for a new economic model to guide human activity. The current situation and the acceleration of change in recent years have prompted many groups to look into new economic concepts and propose new views of the future.  The most prevalent ones include the Optimistic Extrapolations, the New Age Future, the Environmental Model, the Empathetic Model and the Sacred Stewardship Model. 

All have been criticized for not being broad enough to be consistent with a humanitarian, environmental and democratic form of society.  Yet, their advocates argue that these models are competing for imminent implementation.  Therefore, a more comprehensive and meaningful economic model and worldview is being sought which envisions the qualitative development of human life founded on the sustainability of humanity and the environment.  In such a society, each individual would have the opportunity to develop his or her capabilities and carry out the responsibility to manage  life and property with full respect of the environment and the rights of others.

Given the increasing acceleration of change, it is clear that the collective development of a comprehensive economic model and worldview to aid in predicting the future and making real time decisions has become more difficult than ever.  In reality, the mechanistic and quantitative material economic model is approaching the limits of its utility. Man must now give serious consideration to a new worldview and economic model that will enable citizens to better balance spiritual, social, economic and physical existence - to reduce stress and improve every aspect of life.
ANALYSIS AND DISCUSSION
The early classical and neoclassical economic growth models envisioned an economy composed of a growing population of autonomous competitive and innovative individuals, continuously generating additional GDP with the aid of technology and increased efficiency. Consistent therewith, it was believed that this model was guided by an “invisible hand” that would automatically correct any fluctuations in the economy. In other words, the concept of an “invisible hand” inferred an automatic self-adjustment of the economy, according to the immutable laws of nature. This would presumably protect the best interest of a free society.  

Under the Classical and Neoclassical Models, the fact that a definite business venture was not profitable meant the consumers were not ready to buy the products at a price sufficient to reimburse the cost of the factors of production.   On the other hand, in buying other products, the customers were demonstrating they were ready to reimburse entrepreneurs for the prices of the same factors. Thus, the consumers express their wishes and guides businesses to adjust its activities to the satisfaction of those wants which they consider the most urgent. The consumers thus bring about a tendency for profitable industries to expand and for unprofitable ones to shrink.

Therefore, it was generally assumed that the economy ran off of the leveraging of land, labor and capital to increase production.  Since the interest rate represented the interest rate for capital, any interference by the government was considered bad for the economy.  In other words, any interference of the government might result in sending misleading information to the business person embarked upon the realization of projects that are at odds with the desires of the consumers. The disagreement of the consumers becomes manifest when the products of capital malinvestment reach the market and cannot be sold at satisfactory prices. 

The Keynesian Era:
When the economy did not self correct in the 1930's, the model was replaced by John M. Keynes and referred to as the Keynesian Synthesis Compact or the Neoclassical Synthesis Model. To clarify the present situation, it is necessary to look at some of the specific relationships of the Neoclassical Synthesis Model.  Keynes believed that the Great Depression was man-made and could be corrected by government action.  At that time, he characterized the U. S. economy as having excess capacity and sticky downward wage rates.  Keynes reasoned that in the short run, both capital growth and consumption of goods could be increased by government policies designed to increase aggregate demand and employment.  Therefore, he advocated the use of fiscal and monetary policies as companion tools to stimulate aggregate demand on the grounds that prices would rise, reducing the real wage rates and pulling factors of production into a more competitive relationship, furthering the real expansion of the economy.  
The basis of this policy was what Keynes called the money illusion. He recognized the sticky nature of wage rates during recession and depression and rejected the assumption that the supply of labor depended on real wages. He conversely assumed that labor was subject to money illusion and thus the supply of labor was a function of the money wage rate.  Keynes therefore argued for public policies to increase aggregate demand, in order to raise prices sufficiently to reduce real wages. In reality, Keynes assumed labor was like a herd of sheep waiting for public officials to create the illusion of calling them into action.  Through public policies aimed at increasing aggregate demand, inflation would create the illusion by increasing both prices and wages.  

Keynes assumed that increasing aggregate demand would cause prices to rise faster than wages, enabling the returns to capital to rise more rapidly than money wages.  He further believed that with money wages rising, labor would respond to employment opportunities stimulated by the increased aggregate demand.  Since the returns to capital would be rising faster than wages, the relatively higher marginal value product of capital would stimulate capital Investment to sustain growth and increase employment.  The consumption for production treadmill would thus be back in operation.  The success of the concept rests upon the time lag between public action and economic outcome.  If the time lag was either to short or to long, it would abort the recovery process.

The implementation of the Keynes Theory by President Roosevelt, verified that the use of monetary and fiscal policies as companion tools could in fact stimulate aggregate demand and employment.  However, through time it was revealed that monetary and fiscal policies have different impacts on factors of production.  Public expenditures stimulate demand directly causing prices to rise faster than wages. This would increase the average value of a product or return to capital. The overall effect of public spending would depend on the economic conditions of the time and whether it is accompanied by public deficits or public surpluses. 

In general, deficit expenditures, at times other than deep depression, would tend to increase prices, interest rates and the cost of capital. This would lessen the profitability of capital investment unless offset by increases in the money supply. On the other hand, an increase in the supply of money generally reduces the interest rate in the short run, thus reducing the cost of borrowed capital and increasing the rate of return (profits) for business relative to labor unless offset by excess government spending. Both fiscal and monetary tools give a preferential treatment to capital and when coupled with capital gains and capital investment tax credits create an economy dependent on increasingly larger aggregations and increasingly greater government action to maintain production, employment and consumption.  

With less than full employment, institutionalized government policy would now be constantly used to stimulate maximum growth that will enable net new income to be distributed to the unemployed and underemployed sector of the economy. New private employment would only take place in natural growth sectors not offset by new technology, or in new demand areas generated by new tastes, or new technology, that are not substitutes. Nevertheless, this government policy has some advantages under these conditions.  Action to stimulate demand helps maintain growth while inflation coupled with the progressive income tax helps insure that government will automatically get a larger share of the pie to redistribute through government programs and maintain growth.  With unemployment institutionalized, however, government expenditures generally exceed revenues and increase inflationary pressures.

Consequently private and social overhead costs increase significantly and will continue to do so as long as there are no limits on quantitative growth, which distort relationships between factors of production, or stimulate major shifts in demand.  Under these conditions, major real reallocation of capital is necessary while at the same time government must be more dynamic in reallocation of benefits - or in modifying the relationships between factors of production.  In economies which have given preferred treatment to larger business entities and larger units of capital, these reallocations become tougher and tougher.  Time also becomes more of the essence. Delayed action either produces rampant inflation or rampant unemployment or both.
The economy thus becomes increasingly vulnerable to shock waves which stimulate additional government action to avert “major recession” or "depression".  This strategy, by necessity, involves a long-term increase in social debt which is paralleled by a decline in individual and corporate liquidity.  The system appears to be living on borrowed time and borrowed capital.   This becomes more significant when considering the impact of the concentration of wealth on savings and investment. To put this in perspective, it is necessary to examine the impact of government fiscal and monetary policy on savings during conditions of inflation and unemployment.  

The real income and wealth of the country increases in times of real growth in output and declines during a recession when total output declines. This can be distorted when government policies result in an imbalance of effects on the economy. In addition, the effects can be compounded when inflation increases or reduces relative value of profit and stock prices, as well as when it increases or reduces the real value of public and private debt held by the private sector.  Wealth is further increased when exports exceed imports and decreased when imports exceed exports.  In addition, wealth is usually further concentrated when a rise in prices are influenced by resource shortages. The full impact of rising or declining prices on the supply of money, private savings and investment can only be seen through an analysis of wealth concentration. Yet, conventional economic viewpoints largely ignore the effects of wealth concentration because they do not think it is important.  

For some time there was much disagreement about the influence of monetary policy on the stimulation of aggregate demand.  The source of such disagreement is disclosed by analyzing the aggregate money supply function.  The function supposes that the aggregate supply function is flat at relatively low levels of real income, then begins sloping upward as real income passes through moderate and high levels of capacity utilization; and finally becomes vertical at full utilization of resources.  

Such a schedule is depicted below, where the three ranges are labeled Regions I, lI and III, respectively. The crude Keynesian case appears as Region I, where it is correct to view the price level as fixed.  Similarly, Region III, where it is correct to view real output as fixed, corresponds to the monetarist case; in the Keynesian literature Region III is often called ‘pure price inflation’.  The intermediate case, Region II, where each increment of real output can be achieved only at some cost in terms of inflation, corresponds to the eclectic Keynesian position that underlies the Phillips Curve.   Unfortunately, a large number of Keynesian economists have focused myopically on Region I, and a large number of the monetarists have concentrated unduly on Region III. 
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With the dollar pegged to the gold standard, the Federal Reserve and the central banks of other nations were able to carefully manage the boom-bust cycles as a whole between 1945 and the 1970's.  However, they could not do so for the individual countries as units of that whole.   This created increasing international problems and caused significant political problems between countries.  Under these conditions, the
U. S. was experiencing increasing pressure from domestic and foreign interests to do something to ease the situation.  

When England tried to exchange its accumulated dollars for gold, President Nixon dropped the gold standard and went to an index to let the dollar float. That preserved the dollar as the dominant currency and much of the U. S leadership in international economic affairs.  However, it created unprecedented inflation on a global scale and generated extraordinary deficits. This occurs whenever central banks act to address their own problems - usually through credit expansion and deficit spending. 

President Carter continued the Keynesian Compact and used monetary and physical policy in an attempt to address the issues of energy, inflation, poverty and the environment. He ran deficits every term of his presidency.  It was generally, concluded that stagflation represented a complete distortion of the Neoclassical Synthesis Model of the economy and raised a question as to what public policy, if any, could be used to keep the economy running at full employment.  If public officials were following Keynes advice, they would traditionally use government action to stimulate aggregate demand.  However, they could not expect equilibrium at full employment, but they could not expect the marginal cost of factors of production to be equal.  The increase in aggregate demand would stimulate additional inflationary forces that would not reduce real wages. The new level of employment would be at the level where the cost of real wage was equal to the marginal cost of factors of production. Any employment beyond that point would generate pure inflation.

During the period of stagflation, it was clear that the demand for money was going up at the very time that the value of the money supply was going down.  Consequently, within the private economy, there was a savings-investments imbalance that was too great to be offset by Keynesian derived programs of monetary expansion and deficit spending.  For example, policy makers would traditionally try to overcome the paradox by one or a combination of the following: 1). increasing the rate of personal savings by increasing interest rates as an incentive to decrease consumption and increase savings. This would decrease aggregate demand and reduce the effect of fiscal policy. 2). increasing the inflow of imports or foreign investment funds which would reduce the need for money expansion, and. 3). increasing the creation of new money by the Federal Reserve System which would decrease interest rates and reduce savings. 

. 

Unlike times of stable or declining prices, government action intended to increase aggregate demand and employment during times of inflation puts immense pressure on private savings and investments. Government fiscal and monetary policies would increase the demand for private investment in the private sector and for private financing of public deficit bonds.  At the same time, the policy would also perpetuate and accelerate increases in prices and wages which would: 1). lower the real transactional value of the money supply. 2). depress exports and induce imports thus reducing money supply. 3). increase tax receipts, assuming a progressive income tax, at all levels of real wages thus further reducing the money supply.  The supply of money is thus decreasing in real value terms, if not in actual terms.

It is therefore doubtful that any approach would be successful in stimulating additional growth without aborting the economic recovery. Unfortunately, the U. S. was in a stagflation induced recession and faced with only fiscal and monetary policies to stimulate recovery.  However, neither could help without increasing inflation or increasing unemployment. 

The stagflation dilemma was also being accompanied by an acceleration of transactions and a significant shifting of employment from the manufacturing sector to the service sector of the economy.  This increase and shift was believed to be driven by the rapid growth in technology that was drastically reducing the need for employment in the production of domestic goods.  Therefore, the economic response was to put more emphasis on the exchange of goods and services and the importance of human capital in this economic environment.  

When compared with those of other industrial countries in 1975, the U. S. economy generated excessive inflation at a higher rate of unemployment.  In addition, evidence indicated that the Phillip’s Curve for the United States had shifted considerably more to the right. In brief, the Phillip’s Curve reflects the interrelationship between aggregate demand, unemployment and inflation.  Higher rates of aggregate demand would reduce unemployment at a cost of higher inflation.  Lower rates of inflation could be accomplished at a cost of lower aggregate demand and higher unemployment. 

To clarify the dilemma, it is necessary to understand what influence the position and slope of the Phillip’s Curve in the 1970's. In brief, the Phillip’s Curve was believed to be influenced by the institutional interrelationships between such things as the factors of production, aggregate demand, distribution of wealth and other factors such as workplace safety, decrease pollution, public health and welfare, which have been put in place to make the economy more responsive to the needs of society.  All are sometimes criticized for distorting the physical machine model of a competitive economy.
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The primary institutional relationships underlying the Phillip’s Curve appears to include the indexing clauses in labor contracts, social security, and other retirement and income maintenance programs. Through time, unions and other sectors of the economy have grown wise to the money illusion and opted for higher real wages at the cost of some employment.  To assure this, they instituted cost of living increase clauses into union wage contracts, etc.  The widespread use of such clauses sought to assure a consistent or increasing real wage.  Similar clauses were included in legislation to protect government retirement and social security benefits against inflation. 

The Phillip’s Curve was also influenced significantly by large scale organization and technology not conducive to rapid resource adjustment in response to demand shifts. The prevalence of industry concentration and oligopolistic pricing policies (both in national and international markets) slowed significantly the response of the economy to inflationary stimulation.  The result of these institutional distortions from purely competitive standards stimulated inflation and further loss of efficiency in the allocation of resources.

Finally, the curve was further influenced by 1). structural unemployment due to changes in the demand and automation, 2). monopoly control of prices, especially in cases of limited non-renewable resources, 3).  capital structure and ownership that perpetuates concentration of wealth, 4). inappropriate investment (misallocation of capital) due to government policies or concentration of wealth.

The situation called for a new direction. The new direction was needed not only to deal with present capital shortages, inflation, and the rapid change in technology; it was also needed to help with long range adjustments such as 1).  a continuing shortage and rising cost of energy causing increasing pressure to substitute human capital for physical capital. 2). a continuing shortage of physical capital in the U. S. debt loaded economy, causing pressure for more human capital intensive enterprise. 3). a continuing shift from an industrial based economy in the more human capital intensive service economy. 4).  a continuing pressure by environmentalists resulting in additional shifts away from physical capital intensive industry and an increase in human capital intensive health, education, and other services, and 5). a continuing shift in the ratio of the retired to those in the labor force, resulting in an increase in dependency ratio.

The period of stagflation was extremely difficult to overcome without a new public policy to fit the trends into a restructured economic environment, one that was dynamic and capable of using to the maximum both human and physical capital. At the time, however, there was little agreement among economists and public officials regarding the most effective policy or structural changes needed to implement such goals and objectives.  There was increasing belief that tax policy held the key to short-run needs and the long-term removal of structural inequities.  Similarly, it was recognized that tax policy could have major impact in stimulating: 1). more effective utilization of human resources. 2). expansion of the base for savings and investments. 3). private initiative and the flexible utilization of innovative technology. 4). new employment directly, rather than continuing to use an indirect and possibly harmful route through investment tax credits. 5). accelerated production of needed goods and services such as housing and energy. 6). correlation of training with direct economic and employment expansion.

The public policy makers seem to be unable to visualize any alternatives to commonly held economic ideas.  Nevertheless, there was clearly recognized need to look at the problems in “new” ways, to obtain insights and develop policies that were not then recognized. To initiate a discussion and implementation of a modified economic development model and help stimulate recovery form the recession, the authors proposed the enactment of the Human Investment Tax Credit.  The phrase Human Investment was selected to focus more directly on tools for creating jobs and increasing aggregate demand focusing on people, not physical capital.  

Even though President Carter had joined the call for a new way of dealing with the economy, he could not wait and had to act with the tools available.  He was struggling with stagflation and appointed Paul Volcker, the newly appointed Chairman of the Federal Reserve who attacked inflation head on and raised the discount rate from 10% in August 1979, to 12% within two months. The prime rate hit 21.5% in December 1980, the highest rate in U.S. history under any President. This contributed significantly to Carter losing his bid for re-election but reduced inflation and reduced the decline in the value of bonds, pensions and other fixed income. The high interest rates, however, would lead to a sharp recession in the early 1980's.
Free Trade and Globalization:

In 1979, the U. S. was ready to redefine the economic model and develop new tools to better meet the needs of the future.  However, instead of looking forward, the New Reagan Administration looked backward for its model. When Ronald Reagan became President, he moved to re-establish the economic framework that existed before the great depression. In doing this, he proposed to stimulate economic growth by free- trade, reducing taxes and cutting down on the size of government.  This also changed federal economic policy from focusing on outcome back to focusing on input. To do this, he focused economic policy on the use of monetary policy and the continued expansion of the money supply. This enabled him to use economic policy to fight communism and expand U.S. economic interests abroad.  His policies were considered successful in prompting the fall of the USSR and opening the door for U.S. and large U.S. corporations to dominate the world economy.  Even though this was the initiation of a new type of monetarism, the economy experienced continuous deficits and a steady increase in a negative balance of trade. 

To facilitate a clear analysis of the evolution of economic activities over the next 28 years, the authors have injected a concept of Multiple Labor Markets. Multiple Labor Markets are terms developed by economists to refer to the fact that certain portions of the economy are dominated by various size business corporations. The size of corporations have very substantial effects upon the setting of prices and wages. Their so-called administered prices are set at a higher level than would apply in truly competitive markets. Although such firms and manufacturers “compete” with each other for available business, the financial strength of some are so great that the limited competition by others cannot seriously affect their pricing and profit target policies.

Since the large corporations (many multinational) generate excess price and profit levels through price leadership and restricted competition, they are the major targets for the countervailing power of labor unions. Large unions have developed in order to draw part or most of the profits of large businesses into wage levels above those of the more competitive industries. Dual and multiple labor market analysis suggests that a substantial wage discrepancy exists between price administered industries and truly competitive industries.

In light of economic restructuring and the evolution of the global economy, the authors suggested it may be better to think of employment in three strata or levels identified as Primary, Secondary, and Tertiary Employment Markets. 

First, Primary Employment Markets are defined as large corporations (usually international in scope) with very substantial market strength and above average pay levels on the part of employees. The goods and services produced in this sector are relatively well defined.  Conditions of competition are restricted wages and business earning levels are generally above average. Labor is more highly unionized than elsewhere. Employment duration tends to be long term and involves savings and retirement components.

Second, the Secondary Employment Markets involve a greater degree of competitiveness among employers. Wage levels are generally below those of primary employment. Unionization is also less. Government employment should primarily fall in the classification of secondary employment despite the monopolistic nature of many governmental functions. The fact that basic income is received from taxes, rather than from voluntary payments, sets a limit of resistance upon the ability of the public entities to raise money and pay higher wages. Professional employment, even though usually small scale, should probably be treated as secondary because of the substantial skill levels involved and reasonable permanence of employment.

The fact that primary employment generally offers higher wage incomes than secondary employment is a source of increasing pressure and strain within the secondary employment areas.  Public employees unionization and strikes are a humanly understandable effort to obtain “fair” incomes that are comparable to the standards in primary employment. Both primary and secondary employment sectors embrace employers who have both well defined market functions and the organizational strength to offer continuing employment relationships. However, since their markets and functions are relatively well defined, they are seldom subject to significant or rapid factors of expansion. Even when a large firm opens a new plant and adds employees, this may well be at the expense of employment in other companies.

Finally, Tertiary Employment Markets are defined as employment which is neither primary nor secondary. It would include all small businesses up to 100 employees and perhaps even larger, which covers approximately 85 percent of all employers. Also included are occasional jobs involving little skill, and short-term jobs that might involve substantial skills, transitional jobs, and seasonal employment of diverse sorts. Self-employed individuals whose incomes are dependent jointly upon their own skills and initiative and upon the needs of other people for their services -- and government employees who would be dropped if adequate private job openings could be created would also be included. 

The size and strength of individual employers in tertiary employment is much smaller and the markets for products or services are much more competitive. The income levels of customers for marginal services in the tertiary field would be the lowest income levels in the economy. Wage levels will, in general, be below those of either primary or secondary employment. The level of skills may frequently also be lower.

From an economic perspective, one of the more dramatic actions of Reagen’s presidency was the bringing forth of a privatization movement. Reagan turned “privatization as economic theory into privatization as political strategy.”  He advocated:

1. Aggressive proposals for the sale of a wide range of government assets (federally owned parks, National Weather Service satellites, Conrail and Amtrak).
2. Adoption of the term privatization - and its definition as “allowing the government to provide services without producing them.”
3. Define the role of privatization by identifying contracting out, grants and subsidies, tax incentives, deregulation, vouchers, franchises and divestitures as elements of privatization that had already been used successfully at the state and local level.

The Reagan’s tax cut and increase in defense spending created large budget deficits that increased the national debt to the highest level relative to GDP since World War II.  In addition, his monetarist policies helped increase the trade deficit and contributed to the upcoming Savings and Loan Crisis.  In order to pay for the deficits, the Administration had to raise the national debt from $700 billion to $2.32 trillion. The U. S. moved from the world's largest international creditor to the world's largest debtor nation.

President George H. W. Bush continued Reagan’s monetary expansion policies with a focus on privatization, globalization and a new world order.  Of special note during his administration was the increased expansion of the international capital market.  This was accompanied by the increased privatization and securitizing of public and private projects along with an increase in the role of and speculation by large hedge funds which operated in both the domestic and international markets.

.   

Privatization refers to transfer of any government function to the private sector including governmental functions like revenue collection and law enforcement. To do this, the financing of such projects are usually securitized and sold through the stock market to national or international clients. Securitization is a financial structuring process, which involves pooling and repackaging of cash flow producing financial assets into securities which are then sold to investors.  The name "securitization" is derived from the fact that the form of financial instruments used to obtain funds from the investors takes the form of securities.   

A hedge fund is a private investment fund open to a limited range of investors that undertake a wider range of activities than other investment funds and also pays a performance fee to its investment manager. Each fund will have its own strategy which determines the type of investments and the methods of investment it undertakes. Hedge funds as a class invest in a broad range of investments extending over shares, debt, commodities and beyond.  As the name implies, hedge funds often seek to offset potential losses in the principal markets they invest in by hedging their investments using a variety of methods, most notably short selling. However, the term "hedge fund" has come to be applied to many funds that do not actually hedge their investments, and in particular to funds using short selling and other "hedging" methods to increase rather than reduce risk, with the expectation of increasing return. Hedge funds are typically open only to a limited range of professional or wealthy investors. This provides them with an exemption in many jurisdictions from regulations governing short selling, derivative contracts, leverage, fee structures and the liquidity of interests in the fund. 

The Bush policies and these institutional initiatives help usher in a new breed of monetarist and a new era of monetary expansion. Some may call it a conspiracy but it was probably more like a cultural synchronization of values among key players in public policy.  Regardless of which, the new monetarists viewed the rate of interest as nothing but an obstacle to the expansion of production and pushed the promotion of low interest rates and money expansion.  In the process, they argued against any rising of interest rates and claimed that wage rates are the enemy of economic growth. If they were consistent, however, they would have to look at the price of materials and wages the same way as interest rates.  It is not logical to assert that the high wage rates prevent further expansion but high interest rates do not.   

However, there was another side to credit expansion and that was its effect on the trade balance. Monetary expansion inflates domestic spending which in turn raises the demand for imports. Now the central bank brings about credit expansion by forcing down interest rates. This eventually causes businesses to expand their demand for loans for investment purposes to enable firms to expand or relocate. There was no reason that some of these loans should not be used to import capital goods. This demand would continue to grow until the deficit reaches a point where the central bank sees it as another warning signal that monetary policy needs to be tightened. 

Increased imports have been seen by some of the new monetarists as evidence that the deficit doesn't matter, because it is adding to the nation's productive capacity. Thus, it shows that investment exceeded savings. This view only demonstrates that they are oblivious to the fact that investment in excess of savings is just another way of saying that the country is suffering from inflation. Therefore, those that see it as evidence of a healthy demand for capital goods would only be seeing a symptom of an inflationary process.

The first President Bush increased the initiative by declaring full support for privatization and a new world order.  His declaration harmonized public and private initiatives to expand the nation’s economic interest in the world.  For example, private companies pursued opportunities to encourage world leaders to become part of a vast network to promote U.S. commercial interests through economic development activities in third world countries.  Unfortunately, many of these economic development projects left their countries in debt and committed to using their surplus dollars to buy U. S. securities which left them obligated to support U.S. political, economic and military needs when called upon.  This assisted in keeping inflation under control but his tax cuts resulted in increasing the national debt. Unfortunately, his support for globalization, privatization and securitization of domestic housing resulted in a collapse of the Savings and Loan Industry and stimulated increased hedge fund participation in the global market.

The strategy of privatization of public facilities and services was continued and expanded under the Clinton Administration.  However, President Clinton focused on managing of inflation by raising taxes and addressing domestic issues. This resulted in increasing aggregate demand from additional imports and improved domestic production.  In the process, he was able to decrease unemployment, raise per capita income and increase public revenues resulting in a surplus.

How did this differ from the previous administrations?  Put very simply, the Clinton Administration controlled money expansion by raising taxes to cover federal spending. Reagan and Bush, following the supply side theory, cut taxes on the premise that it would generate enough additional revenue to cover the tax cuts but it did not. To get the full picture requires more explanation.  If the Reagan tax cuts had been offset by cuts in government spending, then relative aggregate public and private spending would have remains unchanged. If the cuts had been offset by increased borrowing from the public, aggregate spending still would have remained unchanged. However, if the government spending is not offset, and the government inflates the money supply to pay for the cuts, then it will generate inflation.

However, it is not the tax cuts that generate the inflation but monetary expansion. Expanding the money supply stimulates economic activity and raises nominal incomes. This increases the government's revenue stream. So long as government expenditure lags behind the growth in revenue, surpluses will emerge. This is how the Clinton Administration accumulated impressive surpluses. 

The George W. Bush Administration accelerated globalization and the expansion of foreign trade via increased international and military spending. Then, came the collapse of the dot com bubble.  This bubble was generated by rapid technological changes in the computer and telecommunication industry which had accelerated the restructuring of the economy to accommodate the new technology. This accelerated transactional activity especially on an international basis.  To accommodate the changes the Fed maintained an easy monetary policy. This marked a shift in federal strategy from one of managing prices and employment to one of managing inflation.  When the tech sector collapsed, the administration brought about extraordinary easing of the money supply.  
The attack on the World Trade Center on September 11, 2001 by elements of the radical Islamic group headed by Osama Bin Laden may have in part been a reaction to U.S. globalization policy.  This resulted in the U.S. attack on Afghanistan - followed by the attack on Iraq - based on supposed evidence of Iraq's possession of weapons of mass destruction. However, many world leaders have attributed the attack to U.S. displeasure with Iraq’s changing the basis of their currency from the dollar to the Euro.  They support this claim with the fact that the Bush Administration immediately changed it back to the U.S. dollar, as soon as the Saddam Hussein Administration fell.  

In addition, the Bush Administration supported privatization and the securitization of public works and housing as ways to minimize public financing of governmental activities.  His support of privatization was made official on November 19, 2002, when the White House Office of Management and Budget placed a notice in the Federal Register proposing that 850,000 federal 'Full-Time Equivalents' jobs could just as well be performed by private companies. As the notice points out, those 850,000 jobs amount to half the current federal workforce. The Administration told The Washington Post that it has a goal of reaching the 15 percent mark by September 30, 2003.  This was accentuated with the following quote:

.



"All federal agencies must now 'justify, in writing, any designation of 


government personnel performing inherently government activities.' Other 


positions will then be considered potentially 'commercial,' or 'a recurring 


service that could be performed by the private sector.' These major 



changes took effect on May 29.   "By 'inherently governmental,' the new 


policy means jobs that have 'substantial discretion' to 'commit the 



government to a course of action when . . . decision-making is not already 


limited or guided by existing policies, procedures, decisions, orders, or 


guidance.'"  

The growth of the sub-prime financing of housing, deficit spending and foreign financing of the U. S. debt further accelerated the expanding of the unregulated quasi-banking institutions that deal heavily in the international market.  Anyone who would have guessed that the U. S. could have run federal budget deficits the size of those that existed between  2001 and 2007, without major inflation, would have failed a basic macroeconomics final exam in an earlier era. The international portion of the production function simply was not part of any economic system envisioned back then. 
Alan Greenspan, the Federal Reserve Chairman, said the reason for only modest inflation was that rising productivity was absorbing all of the monetary ease. But domestic productivity growth was not unusually rapid from 2000 to 2006 - yet prices stayed well under control. Why didn’t they rise as productivity dipped? Evidently, when he referred to rising productivity, he was including production from both domestic and international sources including outsourcing and imports.  A close examination of the balance of payments during that period verifies that domestic production was supplemented by more that two trillion dollars of imports and the expansion of the money supply.

In the end, the rush to globalization, the expansion of the money supply and the massive securitization of housing and public services contributed significantly to the expansion of the quasi banking institutions and their participation in the international financial arena.  Nevertheless, the expansion of the economy was becoming more uncertain every day.  Unfortunately, the stock market crashed in November of 2008, when creditors loss confidence in U. S. public and private entities being able to repay their debts. The globalized credit markets were frozen, plunging the world into a projected deep recession.
THE IMPACT OF GLOBALIZATION
Since 1980, there has been an increasing U.S. role in world economic affairs under an economic growth model of free-trade and globalization.  A brief summary of consequences will be presented to help put the situation in perspective.
First, globalization is generally envisioned as the process of transformation of local domestic phenomena into global ones. It has been described as a process by which the people of the world are unified into a single society and function together. This process is a combination of economic, technological, socio-cultural and political forces. Economic Globalization refers to the integration of national economies into the international economy through trade, foreign direct investment, capital flows, migration, and the spread of technology.  

Initially, the objective was to promote quantitative economic growth in the world market through the development of third world countries.  The objective was to harmonize public and private initiatives to expand the nation’s economic interests in the world.  For example, the large multinational private companies pursued opportunities to encourage world leaders to become part of a vast network to promote U.S. commercial interests through economic development activities in third world countries.  These efforts were supported by the International Monetary Fund, the World Bank and other international organizations. In brief, the U. S. global initiative has been led by large corporations with the support of the U. S. Governmental policies and resources.

Unfortunately, many of the economic development projects left developing countries in debt and committed to using surplus dollars to buy U. S. securities - which left them obligated to support U.S. political, economic and military needs when called upon.  When disaster struck they found their adjustment policies were being largely dictated by the International Monetary Fund and the U. S. Treasury.  These policies were directed at fiscal austerity and drastic structural reform that went beyond monetary and fiscal policy.  Since that time, it has been recognized that the structural reform approach has produced undesirable results.  Countries that have followed such policies have had to continually rely on assistance from the IMF and other international institutions or experience a downward slide in some or all of their economic indicators.

Second, globalization has been assisted significantly by the monetary expansion policies of the United States.  This is reflected in the rapid relocation of U. S. companies and the outsourcing of services to countries like Mexico and China and the acceleration of economic activities domestically and throughout the world.

Third, globalization was accelerated by the telecommunications technology revolution and the rapid transformation to the information society.  This transformation has significantly impacted socioeconomic demographics of both the developed and developing countries, including income distribution, employment and social hierarchy, institutional arrangements, the growth of the corporate complexes, specialized producer services, capital mobility, informal economy, nonstandard work and public outlays. It has also affected geographical distribution, including the rise in world cities, spatial mismatch and metropolitan growth differentials.  
Institutional and Geographic Impact:

Globalization and free-trade have been popular words over the past two decades.  Many have sung their praises.  However, the impact of global restructuring has not been without some negative effects.  Some of the impacts are further described as follows:

1. Globalization and economic restructuring has brought about massive institutional adjustments. When the 1973 oil crisis impacted the world’s capitalist economy, economic restructuring was used to remedy the situation by geographically redistributing production, consumption, and residences. City economies across the globe moved from goods-producing to service-producing outlets. Breakthroughs in transportation and communications made industrial capital much more mobile, especially for multinational and large corporations. Soon, producer services emerged as a fourth basic economic sector where routine low-wage service employment moved to low-cost sites (i.e. Mexico and China) and advanced corporate services became centralized in cities. These technological upheavals brought about changes in institutional arrangements with the prominence of large corporations, allied business and financial services, nonprofit and public sector enterprises. 

As the process of globalization and economic restructuring accelerated, cities such as New York and London became global centers for international finance and headquarters for multinational corporations offering cross currency exchange services, as well as places of foreign banking and trading. Other cities became regional headquarter centers of low-wage manufacturing.  In all these urban areas, the corporate complex grew by offering banking, insurance, advertising, legal council and other service functions. In brief, economic restructuring allows markets to expand in size and capacity from regional to national and international scope. 

Altogether, these new institutional arrangements were buttressed by improved computer and telecommunication technology reflecting the interconnectedness and internationalization of large firms and economic processes. Consequently, capital, goods, and people rapidly flow across borders.  With globalization and economic restructuring, the market evolved to differentiated and specialized consumption through international competition.  Additionally, in the labor market, nonstandard work arrangements develop in the form of part-time work, temporary agency and contract company employment, short-term employment, contingent work, and independent contracting. Global economic changes and technological improvements in communications and information systems encouraged competitive organizations to specialize in production easily and to assemble temporary workers quickly for specific projects. Thus, the norm of standard, steady, employment began to unravel. 

Another shift in institutional arrangement involves public resources. As globalization and economic restructuring encourages high-technology service and knowledge-based economies, massive public disinvestment has resulted. Across many parts of the U.S. and the other industrialized nations, steep declines in public outlays occur in housing, schools, social welfare, education, job training, job creation, child care, recreation, and open space. To remedy these cutbacks, privatization is often viewed as a substitute measure. Although it leads to some improvements in service production, privatization leads to less public accountability and greater unevenness in the distribution of resources. With this privatizing of public services, free market economic theory underlying restructuring has dismantled Keynesian and collectivists’ strategies and promoted the Reagan and Thatcher policies. Free trade, flexible labor, and capital flight have been used globally.  

2.  The urban landscapes in the U.S. have been significantly altered in response to globalization and economic restructuring. Cities such as Baltimore, Detroit, St. Louis and others face population losses which resulted in thousands of abandoned homes, unused buildings, and vacant lots, contributing to urban decay. Such transformations frustrate urban and revitalization, fostering deviance in the forms of drug-related activity and vagrancy. Older industrial U.S. cities have been rendered obsolete. Urban spaces have become playgrounds for the urban gentry, wastelands for low-paid service workers, and havens for the underground economy.  In some areas, revitalization projects have caused displacement of poverty-stricken residents. On the other hand, sunbelt cities have risen to become key business centers. 

Globalization and economic restructuring have even impacted the housing markets with decaying housing stocks, escalating housing prices, depleting tax bases, negative changes in financing and reduction in federal support for housing.  Spatial divisions among wealthy and poor households have been exacerbated.  Moreover, with the movement of blue-collared employment from central cities, minority youths in inner cities have become victims of spatial mismatch, where their residences provide only weak and negative employment growth and a lack of access to intra-metropolitan mobility.  High-order services have become spatially concentrated in a relative small number of large metropolitan areas. 

The rural areas have experienced a similar decline in employment opportunities - leaving abandoned homes, unused buildings and decaying communities. The exodus of the young has left communities with mostly the elderly and marginal income workers.

3. Globalization and economic restructuring has rapidly impacted the population. As cities experience a loss of manufacturing jobs and growth of services, they experienced a widening of the social hierarchy. High-level, high-income, salaried professional jobs expand in the service industries alongside a greater increase in low-wage, low-skilled jobs, usually filled by immigrants and minorities.  The effects of this social polarization include a decline in middle-income workers and an increase in the concentration of the poor, blacks, and Hispanics in large U.S. cities. It also results in distinct social forms such as the underclass, informal economy, and entrepreneurial immigrant communities. In addition, the declining manufacturing sector leaves behind strained blue-collared workers who endure chronic unemployment, economic insecurity and stagnation, due to the global economy’s capital flight.  Wages and unionization rates for manufacturing jobs have declined.  Finally the jobs structure has changed as more women have come into the labor force - usually in the service sector.

Both costs and benefits are associated with economic restructuring and globalization. New technology has enhanced national competitiveness, but it has also increased social exclusion and inclusion.  The low-skilled, low-income population has experience a lack of access to the labor market, weak position in housing markets, limited political participation and restricted social-cultural integration. Conversely, high-skilled, high-income professionals enjoy social inclusion with modern amenities, conveniences, social participation, and full access to public resources.  

Furthermore, the deindustrialization of manufacturing employment has exacerbated joblessness in the poor communities and contributed to a rise in single mother households, high premature mortality rates and increasing incarceration rates among black males. With privileged African Americans gaining professional upward mobility through affirmative action and equal opportunity sanctions in education and employment, the less-skilled, less-educated African Americans fall behind. This creates a growing economic class division within the black community accentuated by global economic restructuring without government response to the disadvantaged. Furthermore, the black middle class have left the predominantly black inner city neighborhoods; informal employment information networks are eroded. This isolates poor, inner city residents from the labor market compounding the concentration of poverty, welfare dependency, rise of unemployment, and physical isolation in these areas.

4. The globalization and economic restructuring policies have also brought about destructive business practices like manufacturing relocation, outsourcing and free-trade competition, greater trade deficits and greater foreign debt since the 1970's.  It is now evident that the U.S. will not be able to sustain this agenda in the future.

When the American manufacturing jobs headed overseas in the 1980s, supporters of tariff-free trade argued that newly unemployed workers could simply find jobs in the growing high-tech sector. Yet multinational corporations soon outsourced white-collar and service-industry jobs as well, with overseas labor providing support services for computer users, programming software, and even examining X-rays and MRI scans for American consumers.  Following the collapse of the telecom and communication bubble in 2000, the large corporations took advantage of a digital universe to accelerate moving jobs overseas to cheaper labor markets, and then expanded. It has been estimated that 400,000-500,000 jobs each year are now being exported to cheap overseas labor markets. 

While the web-based companies and telecommunications companies were obviously first with outsourcing, it then expanded to nearly every industry in the country and the world. The outsourcing of state and local governments services came about because state governments were being approached by the outsourcing facilitators, consultants and outsourcing companies themselves. This has resulted in U. S. citizens losing out on jobs that were outsourced to residents of foreign countries.  The pain was felt particularly by middle class working men and women in this country.  Equally important, outsourcing and restructuring have resulted in the transfer of the U. S. technology.  Privacy has been lost because medical and financial records are being exported to be worked on by cheap overseas labor. 

Each time U.S. firms transfer knowledge bases overseas, whether it be manufacturing, technology or research, it is a service that will obviously be performed by a competing economy and it is work that will not be done by U.S. workers in the U.S. economy.  The result is additional pressure on the U.S. economy. It is not just the loss of the jobs; it is also the fact that every job that replaces one that is outsourced pays approximately 20 percent less than the job that was exported overseas. This creates a continuing downward pressure on wages and the tax base in this country, which in turn has an impact on education and other public services.

The globalization and free-trade policies appear to be leading the U. S. into inexplicable possibilities.  The Bush Administration and other policy makers seem indifferent to the impact of a trade deficit that now amounts to more than $7 trillion since 1980. The U. S. has to borrow billions a day to support it. The dollar has plummeted and yet many keep saying, "Free trade is good" as the country goes deeper in debt, depletes the manufacturing base and loses more jobs. 

Many people want to talk about the U. S. dependency on foreign oil, and it's a legitimate and real concern.  The U. S. is no longer just dependant on foreign oil; the U. S. now has about 28 consecutive years of trade deficits and a mounting external debt as a result of the U.S. reliance on imports.  It is a real and present pain for literally millions of Americans, and a clear and present danger to the economy. 

The principal problem with outsourcing is that American companies are killing jobs in this country and sending them overseas to provide the same goods and services back to the U.S. economy. There would be no problem if the companies wanted to invest and create a market in another country, but don't kill an American job and put it in the hands of someone making one-tenth as much just to send that same good or service back to the United States. The ultimate extension of the free-trade policies are not just creating a race to the bottom for wages for working men and women, they are also generating pressure to eradicate the U. S. uncompetitive environmental protections and child labor laws.

How far will the U. S. be required to roll back the progress of the past century? A recent Federal Reserve Study indicates that any time a trade deficit rises above 5 percent of a national economy's GDP, an inflection point takes place. The U.S. is now approaching 6 percent of GDP. It could not and cannot continue forever without causing a debt crisis.  With the tax base being diminished by outsourcing, the U. S. could not sustain the level  of borrowing from overseas to support imports and deficit spending.

The New Reality:

A substantial number of economists have promoted the idea that free trade and globalization are good for everyone. However, experience has revealed another side of the issue.  Instead of being a win-win situation, it is now evident that globalization and free trade produces both winners and losers.  Unfortunately, the U.S. appears to be one of the losers.

An analysis of the impact of free trade on the United States is more vividly describe by Ralph Gomory in his book entitled “Global Trade and Conflicting National Interests”. Gomory was the Senior Vice President of IBM for many years.  Unlike the traditional free-traders, Gomory and others who share his views about free-trade are now attempting to re-educate the members of Congress on the destructive impact globalization is having on American prosperity.  Based on his analysis, he estimates 10 million jobs or more are at stake, if nothing is done to make globalization more beneficial for all parties.

At IBM back in the 1980s, Gomory watched in awe as Japan and other Asian nations captured high-tech industrial sectors in which US companies held commanding advantage. IBM invented the disk drive, and then dropped out of the disk-drive business, unable to compete profitably. He marveled at Singapore, a tiny city-state, as it lured American manufacturers with low-wage labor, capital subsidies and tax breaks.  In the process, the U.S. companies turned Singapore into a global center for semiconductor production.

The transformation of the Asian countries was frightening and unforgettable to Gomory. The Asian countries gave the U.S. companies all the things necessary to assure that they made a profit, such as:  tax breaks, lower wages, and less environmental regulation.  In return, the American companies gave them increased GDP.  This works for both sides: the American company gets profits, the host country gets GDP. However, there is another effect beyond the benefits for those two parties - high-value-added jobs left the U.S.

China and India are now doing this on a large scale. Microsoft and Google opened rival research centers in Beijing. Intel announced a new, $2.5 billion semiconductor plant that will make it one of China's largest foreign investors. China's industrial transformation is no longer about making shirts and shoes.  It is about capturing the most advanced processes and products.

The multinationals overseas deployment of capital and technology is the core of how some very poor developing nations are able to ratchet up their technological prowess, take over advanced industrial sectors and rapidly expand their share in global trade - all with the help of U.S. companies and finance.  In the process there is an increasing divergence of interests between multinational firms and their home country. The overseas investment opportunity may then prove to be very good for that multinational firm, but is it good for its home country?  Sometimes, yes.  Many times, no.  If the multinational firm is locating low-skilled industrial production in a very poor country, the U. S. get cheaper goods, trade expands for both sides and the result is mutual benefits to both parties.  But, if the poor nation develops greater capabilities and assumes the production of more advanced goods, there evolves a conflict of interest. Then, as Gomory explains, "the newly developing partner becomes harmful to the more industrialized country." The multinational firm's self-interest “can constitute an actual loss of national income for the company's home country."

As principal actors in this transfer of wealth-generating productive capacity, the American multinationals are distinctively free to make the decisions for themselves without interference from government. They want profit and future consumer markets. Their home country wants to maintain a highly productive high-wage economy. Without recognizing it, the two are pulling in opposite directions.  This conflict of interest tends to be ignored by economists and American policy makers.

Initially, America was much wealthier than the Asian nations because they invested alongside our workers. America and other developed countries worked with advanced technology. The workers in underdeveloped countries worked with little or no technology. The U.S. knew how, through technology and investment, to make workers highly productive. Today, the multinational companies have discovered that by using modern technology they can do everything overseas and pay less for labor and then import product and services back into the United States. Therefore, the U. S. is now competing machine to machine. The people in many countries are being equipped with as good a machine as U. S. workers. Very often the U. S. is helping them make the transition.  In this environment the U. S. cannot win because the foreign worker will be paid a third or a quarter of what U. S. workers are paid. 

As this shift of productive assets progresses, the downward pressure on U.S. wages will continue and intensify. Free-trade believers insist U.S. workers can defend themselves by getting better educated, but this is not realistic. Better education can only help. It is now important that economists, policy makers and the general public understands that the conflict of interest is real.  It is now important to take seriously how the U. S. is disbursing its technology and knowledge and investments. The other countries understand that what countries want and what companies want are different.  If America does not changes its approach to globalization, the U. S. will be increasingly exposed to downward pressure on incomes and living standards. It is important to note, the losses from trade are not confined to the pain felt by displaced workers who lose jobs and wages. In time, the accumulating loss of a country's productive base can injure the broader national interest and everyone's economic well-being. 

How has the U. S. ended up becoming a "loser”?  Essentially, the terms of trade have changed as more and more value-added production has shifted from the United States to its poorer trading partners. America is becoming increasingly dependent, buying from abroad more and more of what its citizens consume and producing relatively less at home. U.S. incomes have stagnated as the high-wage jobs disappear and U.S. exports become a smaller share of the world total. The United States now finds itself paying more for imports. The production that originally moved offshore to get low-wage labor and cheaper goods are now claiming a larger and larger share of national income, as the growing trade deficits literally subtract from U.S. domestic growth.  In other words, one hour of U.S. work no longer buys as many hours of Chinese work as it once did. 

The U.S. predicament is vividly reflected in the nation's swollen trade deficits, now running at nearly 7 percent of GDP every year. The country consumes more than it produces. It borrows heavily from trading partners to pay for its "excess" consumption. This allows America to temporarily avoid a reckoning with its weakened condition and falling living standards. But that reckoning eventually came and Americans are being compelled to reduce their consumption and pay the overdue bills. 

Americans can choose to blame China or disloyal multinationals, but the problem is grounded in U.S. policies. The solution can be found only in Washington. China and other developing nations are pursuing national self-interest and doing what the system allows. In a way, so is the U.S. multinationals. "I want to stress it's a system problem," Gomory says. "The directors are doing the job they're sworn to do. It's a system that says the companies have to have a sole focus on maximizing profit."

In summary, globalization and economic restructuring are now associated with a rupture in the quantitative economic model, a failure of management tools and a failure to recognize conflicts of interest where the process is economic logic - independent of the human will.  Without a new economic model, globalization and economic restructuring will demonstrate an increasingly accelerating complex and largely negative human-capital intensive modern society in Western nations.

DEVELOPMENT OF A NEW DEVELOPMENT MODEL
More and more, economists and public policy makers are recognizing the need for economic sustainability in tandem with nature and society.  In turn, they are stressing the importance of human capital in the development process.  In the process, the Neo-classical Model has come under increasing criticism.  These criticisms include:

1. Quantitative economic growth has a negative effect upon the quality of life.  Many things deemed beneficial to the quality of life, such as the environment, can not be commoditized and traded in the market, and they lose value when growth occurs.
2. Quantitative economic growth results in the creation of artificial needs.  Industry marketing and advertising create new taste and preferences.  This makes the consumers servants of the economy.

3. Quantitative economic growth depletes limited resources.  The needs of the human population now exceed the resources available to sustain them.  This supports the Thomas Malthus's theory that economic growth depletes the non-renewable resources.
4. Quantitative economics has historically increased the income gap between the rich and the poor and it is growing now.  This increase in the gap is reflected in the differences between countries and within countries.

In recent years, policy makers have been limited to the Neo-classical Economic Model and Keynesian management tools to address the need for adjustments in the economy. However, more and more policy makers are now calling for a new vision and model to better meet current needs.  Some intellectuals believe the narrow view of quantitative economic growth, combined with globalization, is creating a scenario that indicates a systemic collapse of the planet’s natural resources. The following model concept is being proposed to initiate discussion and consideration of broader means of addressing the future.  

This model and the recommendations are addressed to the U. S. domestic economy.  It does not mean the U. S. should become isolationist or a protester of globalization.  It means the focus of policy makers need to be on the domestic economy with fair-trade viewed as only a complementary component of the process. 

Model Components:

To clarify the components of a new economic development model and appropriate policies to move in that direction and to minimize economic fluctuations, a number of concepts have been introduced.  Some of the concepts are new and seem desirable for clarifying and focusing economic thinking as components of a new model. The concepts include:  

1. Goal and Objectives,
2. Total Employment,
3. The Market for Employers, and

4. Reservoir of Employment.
In light of the need to modify the economic development model, the question becomes - What should the goals and objectives be?  The authors of the initial paper suggested that the goal should be people centered qualitative growth based on the following objectives:
1. Maximizing human capital in its broadest sense, 
2. Expanding free enterprise and private property founded on personal effort, and

3. Qualitative utilization and conservation of non-renewable resources and the environment. 
An economic growth and development model based on these goals and objectives would mean putting to maximum use existing excess capacity and unemployed human resources in order to recover from the existing recession without inflation. In addition, future growth would take directions consistent with maximizing human capital and qualitative physical capital in proportions that would be significantly more consistent with national financing capability. 

Total employment is defined as a social objective in which the number of job openings equals or exceeds the number of persons seeking work. U. S. national employment statistics traditionally emphasize people seeking work, not job positions for which people are sought. Yet, the metropolitan daily papers have numerous job openings. The balance, however, is that unemployment substantially exceeds the number of job openings. There is a need for greater job creation. Total employment defines a situation in which all unemployment is frictional and transitional.

Historically, the dominant ideas of economists and policy makers about employment have been faulty - because they have failed to understand the two sided nature of the employment market. They have stressed the study of those who want to be hired and neglected the study of those who want to hire. A realistic and accurate view of employer problems and incentives is essential if the problems of unemployment are to be solved.

The market for employers is a highly neglected or nonexistent concept. It is concerned with the problems of how many people (or corporations) are or could become employers. It is obviously true that for each employee there must be an employer. One could even define unemployment as employees without employers. The only possible exception is those who are self-employed. The term “labor force”, used to apply to all persons working or wanting to work, is a long established concept. There is no concept of the “employer force” for those who want or may want to hire other people. Data about employers is extremely hard to obtain and may not be too reliable.

Instead of using the concept of "Employer of Last Resort", it may be preferable to focus on the concept of a "Reservoir of Employment”.  It has sometimes been asserted that, if the unemployed cannot be hired by private employers, the government should become the “Employer of Last Resort”.  This government as an employer of last resort concept concedes that governmental entities cannot employ all unemployed people at useful work so it tends to merge with the concepts of a guaranteed wage or an assured living income. This approach never examines realistically what changes would be required in a two-sided employment market for all persons to be usefully employed on a non-governmental basis.

In general the dominant thinking about employment is conditioned by the circumstances of the primary labor market, or the price administered sector of the economy.  The concept above would suggest that all persons should be able to be employed on a comparable basis.  However, this interpretation has consistently proved to be unrealistic. 

Further examination of the primary employment sectors indicates structured markets, protected prices, high wages, and relatively large capital investments. Because of market limitations, there is little opportunity for substantial employment expansion in the production and sale of such well established goods and services. So called “normal” growth needs may be met by technological improvements with little or no gain in employment. Despite the fact that government contracts and employment regulations have sought to change the social balance of primary employment and create additional jobs, the high costs of and market limitations of this sector make it absolutely impossible for large scale businesses to become a collective “Employer of Last Resort”. 

This impossibility should be clearly realized since the usual argument for capital investment tax credits seeks justification on the grounds of creating jobs.  More specifically, capital is invested in high wage industries primarily in order to save on high wage costs. It certainly cannot create significant additional employment in the Secondary or Tertiary Sectors. The substantial capital requirements of large industry may, however, squeeze out of the capital market most of the credit needs of the smaller businesses in the Secondary or Tertiary Sectors.

In a similar fashion, the Secondary Employment Sector, including most governments, cannot provide the additional job opportunities to attain “total” employment. These industries are not the leading sectors of the economy but they do have specific markets, even if they are reasonably competitive, and their market limitations are very real. Government is still a minor sector of the economy but it may already have expanded beyond its proper functions. Certainly, there is substantial resentment towards both taxes and deficit financing for governmental services.

Only the Tertiary Sector, in proper combination with the Primary and Secondary Sectors can provide that reservoir of employment which public policy should seek to develop.  In addition to jobs which now exist in the Tertiary Sector, policy makers should consider that there are millions of people with desires and needs who might be employers under the proper circumstances. These people are potential entrants into the “employer force”. They are then looking at the stock of total employment, civilian jobs, and saying there are unmet human needs for which they would like to see employers create million of needed jobs. This means, they are looking at the margins of total employment throughout the whole economy and asking: Who can hire additional people? What are the necessary conditions to convert potential jobs into actual openings?

One major point to realize about this employment reservoir is that it is the source to serve needs of the unemployed that are not now being met. There is a tremendous diversity of jobs to be done, of people to hire others, of people to be hired, and of places where job needs exist. This diversity makes it impossible to think that large businesses or any level of government can realistically develop this reservoir properly. It is more accurate to think that the people as a whole are the reservoir of employers as well as employees. The problem is to remove obstacles and provide incentives for the hiring of some people by others. 

Policy Recommendations:

To move in the direction of a new economic model and identify appropriate policies to stimulate the economy, it is necessary to determine what means are available, or can be developed, to help reduce unemployment and restart economic growth.  In addition, it is necessary to determine what means will provide the most beneficial effects for the smallest amount of money. Historically, the primary means has been monetary and fiscal policy.  As previously discussed, monetary expansion is considered harmful to the economy in the long run. Monetary policy works better to guide price stability. In the past, fiscal policy has meant deficit financing of portions of government spending so that government expenditures exceed government revenues. 

In the most recent years, the major policy device for increasing fiscal deficits has been a general reduction of income taxes for both individuals and corporations. Tax reductions for individuals increase personal disposable income and thereby increase aggregate demand. This policy is widely considered to have been effective in the early 1960’s. However, the effect of an increase in aggregate demand upon employment is indirect and depends upon other factors as well. Any bailout of multinational production or financial companies can no longer be considered to trickle down because the funds would likely be drained off to stabilize the firms’ relative position.

The objective of “a stimulus” is to reduce domestic unemployment and increase the level of useful domestic employment, not inflation or higher profits or higher wages for those employed.  Therefore, it is unrealistic to argue that any stimulus program (other than a cash disbursement) will have immediate and instantly visible effects upon retail trade.  What can be argued is that the criteria for a stimulus program’s effects upon employment should be gradual, but much faster than traditional monetary and fiscal policies.

To initiate a discussion of the issues involved in evolving a new economic model, the following policy criteria is provided in hopes political leaders, economists and the general public would consider, as rapidly as is practical, these new perspectives.  Although a full discussion would be lengthy, the new points of view can be rapidly summarized as follows:
1. A proper employment policy needs to be based upon understanding and focusing on the importance of small business employers as the vital part of the domestic employment picture.  Employment should be viewed as a national (not global) market relationship comprised of tens of thousands of smaller market segments. Unemployment should be viewed as an imbalance of the market situation.  Present policies speak of creating jobs without looking at the situations facing those individuals or employers who create jobs.  There is no possible way that multi-nationals, large businesses or governments can solve the employment problems of millions of people located in hundreds of thousands of neighborhoods and communities. The “Employer of Last Resort” should not be government or big business but the millions of Americans who comprise that heterogeneous reservoir called “small business” as defined by the U. S. Small Business Administration.  
2. A proper employment policy objective should be to provide total employment or overfull employment under conditions of price and monetary stability. It is possible to create conditions whereby jobs are available for everyone. The method to do this lies in making it financially worthwhile for more people to become employers while at the same time strengthening those who now exist. 
3. A proper employment policy should use two complementary methods of developing jobs, i.e., minimizing unemployment and encouraging and fostering job development through devices such as:
a. Establishing Stock Market and investment regulations to prevent hedge funds from speculating in small business securities.
b. Establishing Stock Market Regulations that encourage employee stock ownership.
c. Establishing an Employment Tax Credit for existing small businesses to cover the cost of collecting and reporting social security taxes, sales taxes, income taxes and other local, state and national revenues to meet government compliance with social and environmental issues
. 
d. Establishing a Jobs Tax Credit Program for employers who create new jobs in areas experiencing high unemployment and recessionary periods.  


e. Expanding the Multi-component Tax Credit Program for employers who create new employment opportunities for the hard to employ through workshare and job training. 

f. Reforming the tax system to reduce employment taxes as the major source of federal and state revenues.
g. Establishing a Tax Credit Program that encourages employer and employees to participate in a Stock Ownership Program.
h. Increasing financing opportunities for small businesses to enable them to get the funds necessary to appropriately grow their businesses.
h. Eliminate all incentives for outsourcing and moving jobs overseas to use cheap labor to compete with firms in this country.

A major rationale for a broadly based stimulus program as above described, lies in the fact that a high proportion of small employers are short of the capital needed to support continuing and growing employment relationships. It is therefore counterproductive to over-tax incomes of those who can provide new jobs and thereby limit their chances for success or growth. These initiatives allow employers to retain earned income to expand and create more jobs.  A second reason is to reduce the social cost of high unemployment especially among teenagers and young adults. A substantial portion of teenagers and young adults’ unemployment has been attributed directly to violence and drug abuse. As long as they remain unemployed, the costs which they impose on individuals and society will be paid from the public purse. 
The above described employment initiatives should be structured in a way to be relatively self-financing.  That would enable a clear separation between employment and monetary policy which generates inflation.  Inflation and unemployment are two different and distinct problems. It is incorrect to use monetary policy (i.e., inflation) to seek to raise the levels of employment and production. There is only one simple objective for a proper monetary policy. That is to seek and attain price stability. This can be done through proper limitation of the quantity of money created by the monetary and banking system. The objective of employment policy is to reduce unemployment and increase both personal and public revenues over time.

Related Assumptions:

The above development model and policy recommendation were based upon several basic assumptions, some explicit reflected throughout the report.  However, some were implicit and warrant a more explicit description.  In brief, the model rest upon the assumptions that:
1. Technological innovation has reached the point where technology is capable of destroying the world and the environment. The further advance of civilization rests on the wisdom not to do many things that could be done. In this regard, the phrase, “appropriate technology”, implies the examination of all technology to determine whether specific possibilities are desirable or not. The search for appropriate technology and practices in all fields of the economy can be a very penetrating search. Judgment and wisdom become essential elements in appraising growth.
2. Price stability is desirable and can be attained. The essential factor is that present monetary policy needs to be changed from the objective of controlled inflation to one of price stability. The full scope of this issue goes well beyond the framework of this study. However, it seems clear that a policy of price stability needs the device of employment tax credits in order to be economically and politically feasible.
3. Excessive wealth concentration defeats the objective of widespread job opportunities and economic policies should strengthen the common bonds of interest between employers and their employees. It is believed that increased employee participation in corporate ownership through acquisition of shares would reduce industrial strife and increase efficiency. The fact that 11,000 domestic firms now have Employee Stock Ownership Plans and that the general impact of these has been positive, lends support to this argument. Such a provision would also clearly induce a more widespread ownership of savings.  Data on wealth totals and distribution indicate it is clearly feasible for a married couple to accumulate a significant estate before retirement.   A widespread dispersion of wealth would therefore make it possible for persons to voluntarily withdraw from the work force at an earlier age than would be required by law or physical condition. This, of course, would leave job openings for others to fill. 
4. Monetary policy that seeks price stability may require little growth in the money supply which would imply a limitation on the amount of available bank credit.  An immediate question arises as to how to allocate the limited amounts of credit. Should credit go to the largest firms, with small businesses losing access to credit? If so, the job problem becomes more insoluble than ever. The conclusion must be that large scale access to credit must be restricted in favor of small scale access. This is the only path consistent with both targets of price stability and total employment.
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