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What's wrong with this picture? 

• $11 trillion economy growing at 3+0/o pace 
• 2.2 million jobs created since September 2003 
• Unemployment 5.5% 
• Inflation growth moderating 
• Productivity 4+0/o (last 2 years) 



Two things 

• Living beyond our means 
- Personal saving rate 
- Fiscal deficit 
- Trade deficit 

• Where are the jobs? 
- Payroll employment is still 475,000 jobs below its 

pre-recession level after 3 years of recovery. 



What is the Jobs Problem All About? 
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Where Are the Jobs? 

• Employment growth sluggish until 2004 



Job Growth Sluggish Until 2004 
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Where Are the Jobs? 

• Employment growth sluggish until 2004 
• Unemployment longer in duration and different 

demographically 



Unemployment Durations Unusually Long 
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Less Educated Workers and Younger Workers 
Over-Represented in the Long-Term Unemployed 
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Where Are the Jobs? 

• Employment growth sluggish 
• Unemployment longer in duration and different 

demographically 
• Labor force participation down 



Labor Force Participation Fell 
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How Much Employment is Enough? 

That depends on estimates of: 
• Population growth (including immigration) 



How Much Employment is Enough? 
(by December 2006) 

Monthly Growth Needed for Full Employment by 
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How Much Employment is Enough? 

That depends on estimates of: 
• Population growth (including immigration) 
• The "normal" labor force participation rate 



How Much Employment is Enough? 
(by December 2006) 

Monthly Growth Needed for Full Employment by 
December 2006 
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How Much Employment is Enough? 

That depends on estimates of: 
• Population growth (including immigration) 
• The "normal" labor force participation rate 
• The non-inflationary unemployment rate 



How Much Employment is Enough? 
(by December 2006) 

Monthly Growth Needed for Full Employment by 
December 2006 
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Why? 

• Long-term loss of manufacturing jobs 
• Foreign outsourcing 



Long-Term Loss of Manufacturing Jobs 
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Foreign Outsourcing Has Received Extensive 
Media Coverage, Particularly for Services 

Offshoring of jobs 
reveals new risks 
to tech industries 

By- JON CHESTO 
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GLOBAL CUSTODY 
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F&C MANAGEMENT 

Why outsourcing 
made good sense 
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But Net Export of Services is Strong 
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And Employers Don't See Outsourcing 
as a Major Reason for Layoffs 

Reasons for Large Extended Layoffs: Survey Data 
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International Component of Job Loss 
Relatively Small 
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If Not Outsourcing, Then What? 

• Reduced labor demand 
- Structural change? 



Rate of Job Creation Unusually Low 

Private Sector Job Gains and Losses, 1992-2003 
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If Not Outsourcing, Then What? 

• Reduced labor demand 
- Structural change? 
- High costs? 



Wage Growth is Tame, but Benefit Costs Have Increased 

Selected Components of Compensation 
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If Not Outsourcing, Then What? 

• Reduced labor demand 
- Structural change? 
- High costs? 
- Uncertainty? 



Is the Outlook Unusually Uncertain? 

• Geopolitical factors 
• Energy prices 
• Future labor costs 
• The "twin deficits" 
• Corporate governance issues 



If Not Outsourcing, Then What? 

• Reduced labor demand 
- Structural change? 
- High costs? 
- Uncertainty? 
- Other side of productivity coin 



U.S. Productivity Growth 
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Policy Takeaways 

• Don't adopt any trade or tax regime to solve 
the outsourcing problem. 

• Do remain patient. 
• For the long-run, concentrate on creating work 
force that can fill the high value added jobs 
being created. 



Long-Term Loss of Manufacturing Jobs 
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