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A fringe benefit of working at a Federal Reserve Bank 
is thc frequent invitation 10 speok before various 
gro ups. And speeches inevitably generate questions. 
This is a brief response to Ihc question asked most 
frequently following speeches during the post month. 

"I have heard a lot recently about too 
much money causing inflation-just how 
fast should the money stock be permitted 
to grow?" 

There is no widespread agreement on the answer 
to that question. As a broad genera lizatio n, a fairly 
steady growth at a rate substantiall y below the 
rate of growth of production probably would be 
about right. possibly about 1 to 2 percent a year. 

In theory, different rates of growth of money 
would be appropriate at different times. For 
example. rates of growth of money could be varied 
over the business cycle. That is, if economic 
activit y we re to slow down, the rate of growth of 
mOnf':y could be stepped up in the belief it would 
temper th e slowdow n. On the other hand, when 
the economy begins to reach capacity, the rate of 
growth of money could be slowed to moderate the 
continued growth of demand and the upward 
pressure on prices. In practice, however, such 
"countercyclical" policy is unlikely to be achieved, 
given the uncertai nty of forecasts of economic 
activity. 

In addition. the appropriate rate of growth of 
money, even for similar periods of business cycles, 
changes over time. There are eve r present changes 
in payments system technology and attitudes that 
affect the amount of money people feel they need 
to hold. Experience indicates the ratio of money 
to gross national product changes considerably 
even within fairly short periods. 

Even though it is not possible to slate defini
tively at any point in time what would be the very 
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best rate of growth of money, it appears clear. 
with the benefit of hindsight, that we have per
mitted too much money and credit to be created 
during the past 30 years since World War II. 
Consumer prices have increased in eve ry year, 
with two exceptions, during that period. Overall, 
the rise in consumer prices during the period has 
been a little more than 300 percent. The stock of 
money- currency outside banks and private 
demand deposits in banks (the so-called M-1J
increased somewha t more than 300 percent. The 
rate of production of all goods and services 
increased nearly 300 percent. It is clear, therefore, 
that monetary growth roughly comparable with 
the growth of production can finance substantial 
increases in the general level of prices. 

The numbers cited above could be read to 
indicate that no growth of money at all would have 
been roughly consistent with economic growth and 
price stability during the past 30 years. But that 
presumes the economy would have grown as much 
and prices would not have risen if the money stock 
had not been permitted to rise. That may be too 
big a bite to swallow. 

-Ernest T. Baughman 
President, Federal Reserve Bank of Dallas 
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The Use of Employment 
and Training Programs 
to Reduce Unemployment 
By James E. Pearce 

Since the end of the Second World War, the U.S. 
Government has attempted to adjust its tax rev· 
enues, expenditures. and money stock in a manner 
that would produce stable growth in the aggregate 
demand for goods and services and thereby avoid 
both inflation and high unemployment. This strat
egy has met with a remarkable lack of success in 
the past ten years. The rise in the rates of both 
inflation and unemployment in the 1970's has 
caused many to conclude that management of ag
gregate demand alone is not sufficient to achieve 
full employment and price stability simultaneously. 
They therefore have recommended measures di
rected toward specific sectors of the economy as 
supplements to the standard monetary and fiscal 
policy tools. This sentiment has led to the adoption 
of employment (or "job crea tion") and training 
programs to improve the performance of those 
sectors of the labor market exhibiting high un
employment rates. 

As the bottom row of the accompanying table 
indicates, Federal expenditures on employment and 
training programs have increased rapidly over the 
past 15 years. The Government spent about $100 
million on such measures in 1964, approximately 
$1.7 billion in 1971. and over $13 billion in 1979. 
This article presents a brief history and analysis 
of the U.S. experience with employment and train
ing programs over this period. The distinguishing 
characteristics of each type of program are identi
fied. and the theories underlying their design are 
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explained. The programs have not been particularly 
successful in reducing unemployment, so consider
able attention is devoted to the causes for this lack 
of success. The article concludes with an evalua
tion of the prospects for future success with this 
approach. 

Structural venus countercyclical policies 
The argument for policies directed specifically to
ward the labor market arises from the observation 
th at unemployment rates vary considerably across 
areas and skill classes. People with little education 
or experience routinely have above-average un
employment rates, and areas with heavy concen
trations of industries that are very sensitive to 
fl uctuations in aggregate demand contribute a dis
proportionate share of the increases in unemploy
ment in recessions. Many analysts regard high un
employment as a manifestation of an excess supply 
of labor and have inferred from the variation in 
unemployment rates that markets for some classes 
of labor are in equilibrium while others are not. 
They therefore advocate the use of policies that 
can be aimed directly toward markets exhibiting 
imbalances without interfering with those that ap
pear to be functioning satisfactorily. 

High unemployment rates are claimed to have 
two sources. One is that the structure, or composi
tion, of the demand for labor may not coincide 
with that of the supply of labor. This occurs when 
demand exceeds supply in one occupation or area 
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while an excess supply exists in another. The high 
unemployment rate for the unskilled, even during 
periods of robust economic activity, is thus referred 
to as having structural origins, for it accompanies 
shortages of some types of skilled labor. Remedies 
include training programs to transfer workers from 
a market in which supply is excessive to markets 
in which supply is deficient; they also include ex
pansion of demand. through job creation programs. 
for the type of labor in excess supply. If structural 
programs are to be effective. participation in them 
must be restricted to the kinds of people exhibit
ing high unemployment rates; in the present en
vironment these are the unskilled. 

The emphasis in the 1970's has beeD on 
stimulating employment rather than pro· 
viding training. 

During recessions, on the other hand, unemploy
ment rates for all groups rise as aggregate demand 
temporarily falls below its equilibrium level. Be
cause these shifts cause a series of rises and 
declines in unemployment, the resulting year-to
year variation in the unemployment rate is called 
cyclical. Within the set of direct labor market 
policies, the major countercyclical measure is the 
temporary program to create additional jobs. Tim-
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ing is important, because the program must be 
implemented quickly after the onset of a recession 
and retired promptly once the subsequent recovery 
is under way. Strict enforcement of eligibility re
strictions increases the difficulty in meeting the 
timetable. For this reason and because they are 
intended to reach those whose immediate distress 
is sharp but whose situation is not so bleak over 
the longer term, countercyclical employment pro
grams need not be as exclusive as structural 
programs. Funds are often distributed geographi
cally on the basis of local unemployment rates to 
provide the greatest stimulus to the labor markets 
hit hardest by recession. 

The table shows Federal expenditures on em
ployment and training by type of program for 
selected years since 1964. Over this period the 
Government has experimented with a number of 
structural and countercyclical measures operating 
through the public and private sectors. In the first 
ten years the diverse programs were administered 
by different agencies. In 1973, Congress passed 
the Comprehensive Employment and Training Act 
(CETA), which placed almost all the programs 
under the supervision of the U.S. Department of 
Labor. The emphasis in the 1970's has been on 
stimulating employment rather than providing 
training, and the major question has been, Precisely 
what types of jobs should be supported through 
these programs? In the first half of the decade, 
employment programs were primarily counter-
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cyclical and operated through the public sector. 
In the past few years the programs have assumed 
a more structural orientation, and greater private 
sector involvement has been sought. Interest in 
training programs, which dominated early "man
power" thinking, has just recently begun to be 
revived. 

Countercyclical public service 
employment in the 1970's 
Aside from the rapid increase in total expenditures, 
the most notable aspect of labor market policy in 
the 1970's has been the growth of federally financed 
jobs in local governments. Under what are called 
public service employment (PSE) programs, Federal 
grants to state and local governments provide 
money for these agencies to pay the wages and 
salaries of a specified number of new employees, 
Federal funding of such jobs was nonexistent be
fore 1971, but by the 1978 fiscal year these programs 
consumed over half of all employment and training 
outlays. Almost all PSE prior to 1978 was counter
cyclical. With the exception of the program estab
lished under Title II of the original CETA legisla
tion, Congress authorized expansions of PSE in 
response to what was perceived to be significant 
cyclical unemployment and did not confine par
ticipation to the disadvantaged or unskilled. 

Congress established the first postwar PSE pro
gram in 1971 with the passage of the Emergency 
Employment Act. Employment under this program 
peaked in the middle of 1972 at 180,000 and de
clined steadily thereafter through 1975. The original 
CETA legislation included a modest permanent 
program that began in early 1974. Shortly there
after, however, the unemployment rate began ris
ing sharply. Consequently, late that year, Congress 
passed the Emergency Jobs and Unemployment 
Assistance Act, which authorized the spending of 
an additional $1 billion for PSE. By the end of 
1975, about 360,000 people were employed in 
CETA jobs. 

The increase in PSE authorized by the 1974 leg
islation was intended to be temporary; President 
Ford's budget plan called for the program to be 
phased out entirely in fiscal year 1978. President 
Carter reversed this trend when he took office, 
however. He requested and received approval of 
an economic stimulus package that included an 
expansion in PSE to 750,000 positions in fiscal 
1978, an increase of more than 100 percent. This 
level was maintained through the follOWing fiscal 
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year. Also authorized for 1977-78 was the New 
Jobs Tax Credit, a program to stimulate private 
sector employment growth. Firms expanding em
ployment beyond a given base were eligible for 
tax credits against a percentage of the first-year 
wages paid to the added employees. There were 
no restrictions on the type of workers a firm could 
hire to qualify for this subsidy. 

The theory underlying countercyclical fiscal 
policy in general is that the Federal Government 
can offset fluctuations in private sector demand 
for goods and services by varying its tax collections 
and expenditures. For example, when business in
vestment spending declines, an increase in Govern
ment spending can stimulate demand and reduce 
the rise in unemployment. The status of PSE as 
the fiscal policy tool preferred by legislators can 
be at least partly attributed to the belief that a 
given increase in the Federal deficit w ill have a 
larger impact on the unemployment rate if it is 
channeled directly into the labor market via di
rect job creation than if expenditures on some 
routinely provided Government service, such as 
road construction, are increased. 

Almost all public service employment prior 
to 1978 was countercyclical. 

Most economists, however, doubt that direct 
job creation has much, if any, advantage over 
standard fiscal policy measures! This skepticism 
is based primarily on the theory that as far as the 
amount of stimulus is concerned, the manner in 
which Federal spending is increased is less im
portant than the size of the increase. because most 
of the effect on aggregate demand and employment 
is indirect. The original recipients of the Federal 
expenditures will find themselves with higher in
comes and, therefore, will raise their own spending. 

1. Michael Wiseman is perhaps the leading exception. 
See "Public Employment as Flacal Policy." Brookings 
Papers on Economic A ctivity, 1976. no. 1, pp. 67·104. 
For a discu~~ion of the advantages and disadvantages 
of using PSE in a countercyclical fashion, see Martin 
Neil Baily and James Tobin, "Inflation-Unemployment 
Consequencr.s of Job Creation Policies," in Creating Jobs: 
Public Employment Programs and Woge Subsidies. ed. 
John 1. Palmer, Brookings Institution Studies in Social 
Economics (Washin gton, D.C., 1978), pp. 43,76. 
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FEDERAL EXPENDITURES ON EMPLOYMENT AND TRAINING PROGRAMS IN SELECTED FISCAL YEARS 

(Millions of dollars) 

Type 01 p,og,_ ,,.. "., Igll lY12 1913 191$ 11111 "'" "'" 
Training ... .98 , 739 $1,208 $1,367 $1,273 $1 ,752 $1,581 $ 2.728 $ 4,405 

Institu tional .... '3 62. 73' '30 782 1,274 1,063 2,305 3,700 
On.the·job ...... 5 113 06' 437 491 478 518 423 705 

Work e~per ience ... 57. 458 797 661 1,205 1,794 2,738 3,700 

Public service 
employment .... 559 1,005 1,264 2,943 5,764 5,465 

TOTAL ....... $98 $1.315 $1,666 $2.723 52,939 $4.221 $6,3 18 $1 1,230 $13,570 

e _Esl,m.,ed 
SOURCES Cnl"u l SChullle. ",lin Ed",.,a K I-i . n"ncn.nn Al len Scn,c~ ISelllng Na"cnal P"o"',es rn . Igl1 Budget. B,ookings 'nst ,'ulicn) 

US OlllCe 01 ~.n.gcmen l and Budget. 

This will lead to a rise in the incomes of others, 
who will in turn spend more, and so forth. These 
indirect increases in private spending are alleged 
to have an effect on unemployment that is great
er than the direct effect of the larger Federal 
expenditures. 

Another issue economists have raised is the 
extent to which the jobs established under these 
programs represent an increase in employment 
above what would have been realized in the ab
sence of such programs. Employers have an in
centive to use the workers whose wages are 
subs idized as replacements for workers they would 
have employed anyway. Under these coun tercycli
cal programs, local governments (and private 
employers in 1977-76) had considerable freedom 
with respect to the types of people they could hire 
and the tasks the subsidized workers could per
form . It was not difficult, therefore, to reduce the 
growth in employment of unsubsidized workers 
when Federal subsidies became available. 

Estimating the precise magnitude of this dis
placement is, of course, difficult. Students of the 
problem note that it probably increases with the 
amount of time a program has been in effect and 
that it probably is negatively related to the restric
tiveness of the eligib ility constraints. Conservative 
estimates of displacement under the CETA counter
cyclical programs of the mid seventies are around 
40 percent , or a net increase of six jobs for every 
ten PSE slots. Other economists are more skeptical 
and suspect that displacement rises to nearly 100 
percent in the second year of such a PSE program, 
which implies that by that time the program would 
no longer have any effect whatever on total em-
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ployment. The displacement in the private sector 
program also has been estimated to be near 100 
percent.1 

Structural job creation programs 
Economists were not the only observers who re
garded the expansion of countercyclical PSE with 
little enthusiasm. Spokesmen for the poor and for 
minority groups complained that the programs did 
not provide enough assistance to the unskilled. 
The Carter stimulus package did include a sizable 
increase in work experience programs, but these 
provided part-time and temporary work and were 
concentrated heavily among the young. Few of the 
full-time, fu ll-year PSE jobs went to the unedu
cated. About 40 percent of the experienced labor 
force has completed fewer than 12 years of school
ing, but only 25 percent of the CETA public service 
employees fell in this category in 1975.1 

In the past two years, Congress has responded 
to this pressure. Restrictions on eligibility for em
ployment under PSE grants were tightened con
siderably in the 1978 legislation reauthorizing 

2. See George E. ,ohnson, "Structural Unemployment 
Conseq uences of Job Creation Policies," in Creating lobs: 
Public Employment Programs and Wage Subsidies. p. 138. 
For estimates of displacement in the 1977 PSE program, 
see Edward M. Gramlich, "Stimulating the Macro Economy 
Through Siale and Local Covernments," Americon 
Economic Review 69, no. 2 (May 1979) : 180-65. 

3. These figures are from George E. Johnson and James O. 
Tomole, "The Fiscal Substitution Effect of Alternlltive 
Approaches to Public Service Employment Policy," 
Journal of Humon Resources 12 (Winter 1917): 20. 
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CHART 1 

Unemployment Rates, by Income Class 
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CETA programs. Regulations in the previous years 
had required that an individual be unemployed at 
least one month to qualify for a structural PSE 
progra m and only 15 days in areas with unemploy~ 

ment rates in excess of 7 percent to qualify for a 
countercyclical program. The new regulations re~ 
quire that an individual be a member of a low~ 
income family and unemployed for the past 15 
weeks or be a recipient of aid to families with 
dependent children (AFDC. or "welfare") to qualify 

for employment under a structural grant. Restric~ 

tions on countercyclical program eligibility require 
that nonwelfare recipien ts be unemployed at least 
10 of the past 15 weeks and meet a slightly less 
restrictive income constraint. The Nat ional Com~ 
mission for Employment Policy estimates these 
changes have reduced the size of the population 
eligible for jobs under CETA public service em~ 
ployment grants from 27 million to 10 million.' 
Even so. the commission concedes that the design 
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of a program creating useful jobs filled primarily 
by the disadvantaged is difficult and that the cur
rent programs may fare little better than programs 
used in the past. 

The recent emphasis on structural problems has 
been accompanied by interest in heavier private 
sector involvement in direct job creation. Public 
service employment was first established under 
the premise that the jobs provided were to be 
transitional. The participants were expected to 
be able to acquire jobs in the private sector after 
working a year or so in the public sector. There 

The recent emphasis on structural problems 
has been accompanied by interest in heavier 
private sector involvement in direct joh 
creation. 

is, however, no evidence that private employers 
place any value on subsidized experience in the 
public sector, and some suspect the employers 
view such experience as a mark of inferiority.~ 

Another problem with using PSE as a structural 
tool arises from the reliance on relatively well 
educated people in the public sector. This factor 
is partly responsible for the large proportion of 
high school graduates among CETA participants 
that is noted above. Entry-level jobs in many local 
governments require at least average education 
and pay wages above the legal minimum. Current 
regulations covering structural PSE grants will at· 
tract the poorly educated and do not allow partici
pants to be paid more than the minimum wage. 
Thus, the programs may establish a separate lower 
class of employees, and the opportunities for par
ticipants to gain skills useful elsewhere would be 
limited. 

Structural private sector employment programs 
generally offer a subsidy to induce firms to hire 
more of the unskilled. The Work Incentive Program 

4. From the statement of Isabel V. Sawhill, Director, 
National COr.'!mlssion for Employment Policy, in The 
Effects of Structural Employment and Training Programs 
an Inflation and Unemployment, Hearings before the 
Joint Economic Commillee, 96th Cong., 1st sess. 
{Washington. D.C. : Government Printing Office, 1979}, 
pp. 75, 78. 

5. See Sawhill. "Statement," p. 73. 
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{WIN] has provided the bulk of the experience 
with such measures. Since 1967, WIN has offered 
a variety of labor market services to AFDC recip
ients, including training, work experience, place
ment, and child care. The Revenue Act of 1971 
added a subsidy to employers hiring program par
ticipants. Prior to 1978, employers were eligible 
for a tax credit of 20 percent of the first $4,200 of 
the first-year wages of WIN participants. In 1978 
the subsidy was raised to 50 percent of the first 
$6,000 paid to these welfare recipients in their first 
year with a firm and 25 percent of this amount 
in their second year.$ The Targeted Jobs Tax 
Credit, which offers a tax credit of similar magni
tude to firms hiring disadvantaged youth, was also 
authorized in 1978. 

An evaluation of these recent efforts to en
courage an expansion of private employment of 
the disadvantaged is not yet possible, but expe
rience with WIN does not lead one to be optimistic. 
Employer participation in wage subsidy programs 
has always been low, and preliminary indications 
are that the larger subsidies available in the most 
recent programs are not raising it much. In 1977, 
firms claimed tax credits for only 30,000 WIN par
ticipants-a figure that is Jess than 1 percent of 
the number of heads of AFDC families and only 
about 5 percent of the number of employed wel
fare recipients.1 Some observers attribute these 
low figures to employers' ignorance of the exis
tence of the program, but others believe the busi
nessmen's desire to avoid Government paperwork 
and supervision is to blame. A recent Labor De
partment survey indicates that as of July 1979, 
only 8,400 out of 45,000 eligible people had been 
hired under the current subSidy programs. The 
survey found that only about 10 percent of the 
firms polled knew of the existence of the subsidies.' 

6. A change in the tax status of the subsidized wages 
makes the new larger subSidy less generous than it appears, 
so the incentive for employers to participate in the prO~Tam 
has not really increased much. See Sawhill. "St9lement." 
p.79. 

7. From Sawhill, "Statement." p. 79. 

8. See "Job Money and Too Few Takers," 9 New York 
Times editorial, September 17. 1979. This evidence is 
consistent with the findings of ' effrey M. Perloff and 
Michael L. Wachter with respect to private employers' 
knowledge of the existence of the New Jobs Tax Credit. See 
"The New Jobs Tax Credit: An Evaluation of the 1977-78 
Wage SubSidy Program," American Economic Review 69, 
no. 2 (May 1979): 173·79. 
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Experience with training programs 
The employment programs discussed in the pre
ced ing section are designed to alleviate the struc
tural unemployment problem by altering the 
composition of labor demand to make it correspond 
more closely to the composition of labor supply. 
Many believe that better results would be realized 
if more emphasis were placed on shifting the com
position of labor supply through training programs. 
As the table shows, this was the approach taken 
in the 1960's, although it was employed on a rela
tively modest scale. 

The Government funds three basic types of 
training programs outside the traditional public 
school system. Institutional training programs pro
vide instruction in classrooms and workshops. 
They are usually administered through local gov
ernments. On-the-job training (OIT) seeks to have 
participants develop new skills at actual job sites . 
OJT programs usually operate through the private 
sector; businesses hire and train unskilled workers 
and are reimbursed for training or wage costs in
curred. Work experience programs, which are di
rected toward unemployed young people with 
virtually no ma rke table skills, prepare their par
ticipants for further training and education. They 
provide enrollees with short-term projects and in
come and seek to instill good work habits and 
only the most basic skills. 

The major pre-CETA expenditures on institu
tional training were authorized through the Man
power Development and Training Act (MDTA), 
fi rst passed in 1962. In its early years the program 
offered training to experienced workers whose 
skill s had been rendered obsolete by automation. 
After 1967 the program's emphasis shifted to con
centrate on the problems faced by the low-income 
population. Three other major programs also pro
vided institutional training during this period. The 
Job Corps, begun in 1965, provided training and 
living quarters for high school dropouts. The Work 
Incentive Program mentioned earlier offered train
ing to welfare recipients, and the Concentrated 
Employmen t Program (CEP), started in 1967, pro
vided institutional training and other labor market 
services to low-income people in areas with ex
ceptionally high unemployment. The Job Corps and 
WIN programs are still operating; the others have 
been subsumed under CETA. 

The major OJT program for the unskilled was 
job opportunities in the business sector (JOBS). 
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Businesses were encouraged to pledge to hire the 
hard-core unemployed , and the Department of La
bor recruited people to fill the openings. Participat
ing employers became eligible for wage subsidies 
if they provided the new hires with an orientation 
to the work environment, skill training, and re
medial education when necessary. The average 
subsidy paid was about $3,000. This program, 
which ran from 1968 to 1973, is an outstanding 
example of the difficulty the Government has ex
perienced in subsidizing employment and training 
in the private sector. The Labor Department had 
placed almos t 270,000 people by the end of 1969, 
but employers had sought reimbursement for only 
35 percent of these placements. The Department's 
inability to exhaust the funds allocated for this 
training in the early years of JOBS slowed the 
growth of OJT authorizations in the 1970'S.' 

Although most Government-sponsored OJT be
fore 1973 was funded through JOBS, other pro
grams also included this type of training. In the 
early 1960's, MOTA had a small OJT component, 
and WIN and CEP began to contribute resources 
later in the decade. The figures for this category 
in the table also include expenditures on a modest 
public sector program called public service careers 
(PSG). which subsidized the training of disad
vantaged workers hired by local governments. 
Small though they are, the OJT totals after 1969 
are heavily inflated by a program subsidizing train· 
ing for veterans. Outlays for this purpose peaked 
in 1975 at $263 million, more than was spent that 
year on all other OIT programs combined. 

The Neighborhood Youths Corps (NYC) was the 
primary work experience program from the mid
s ixties until the passage of CETA. The NYC had 
a separate subprogram directed toward those in 
high school and another aimed at teenage drop
outs. Operation Mainstream was a similar pro
gram for rural areas. Work experience was also 
included among the subprograms of WIN and CEP. 
The emphasis on all these programs has been on 
providing part-time and summer work. After 1973, 
most of them were taken over by CET A operations. 

9. A later development that offset this factor somewhat 
was the emergence of a subprogram Involving small 
busi ness ; people needing less training were placed with 
smaller employers. who were nol required to provide the 
full complement of services expected of the larger firms. 
By 1972. this segment had become nearly as large as the 
main portion of the program. 
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CHART 2 

Unemployment Rates. by Education Level 
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The major addition since then has been the Youth 
Employment and Demonstration Projects Act 
(YEDPA). passed in 1977. This law established 
more youth employment and training programs and 
set up several test projects to analyze the effective
ness of the approach. Programs authorized under 
YEDPA account for the doubling in expenditures 
in the work experience category and the sharp rise 
in funding for institutional training shown in the 
table for the 1977-79 period. 

Although the United States has now accumulated 
more than 15 years of experience with subsidized 
training. there has until recently been very little 
research on the effect of these programs. The 
studies now available present an encouraging but 
not wholly favorable view of training. or the pro
grams evaluated so far. the two versions of the 
MOTA institutional program and JOBS are emerg
ing as the most effective. The evidence shows con
siderable variation in effectiveness acro:s race and 
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sex groups for each program. The racial differences 
show no consisten t pattern, but females generally 
have enjoyed greater gains from training than 
males.'o Estimates indicate the early MDTA pro
gram raised earn ings for all race-sex groups, but 
the gains achieved by males decayed with the 
passage of time. Other programs appear to have 
benefited females only. A problem in most of the 
curren t studies is an insufficien t sample from 
which the effect of training is calculated. This 
leads to imprecise es timates, implying in many 
cases that no inference can be drawn with respect 
to the effect of the program under investigation.1l 

Estimates of th e effect of training must be inte r
preted with considerable caution, for the data from 
which they were constructed are inadequate in 
another respect: information on a truly comparable 
control group has never been available to analysts. 
Earnings histories are needed on a set of people 
who do not receive any training, although they 
are eligible for a training program and wish to 
participate. Such data have not been collected, 
however, so economists have generally used earn
ings profiles of people with demographic char
acteristics similar to those of the trainees . This 
raises the possibility that the earnings differences 
observed between trainees and the con trol group 
reflect differences in unobserved att ributes rather 
than the effect of training. 

Research on the special youth programs has 
produced li ttle conclusive evidence of their effec
tiveness. Evaluations of the Job Corps and the 
Neighborhood Youth Corps have produced esti
mates of benefits that vary widely by race and sex, 
and the estimates reported are often not sta tisti 
cally significant. These studies have not been able 
to provide much evidence because investigators 
have not been given histories of a sufficient num
be r of participants to analyze. 12 

10. Two facto rs may account fo r the la rger effect observed 
for earnings of females. Females were usually prepared 
for clerical jobs while males were trained as craftsmen or 
opera tives, and it is possible that job opportunities were 
more numerous in the female-dominated OCC\Lpations. 
Tn addition. there were probably more women who. after 
training. switched from part-year work to year-round jobs. 

11 . For some examples of studies of the effect of training 
and for further discussion of these issues. see Farren E. 
Bloch. ed .• Evo/LLnling Manpower Training Programs, 
Supplement 1 to Research in Labor Economics (Greenwich, 
Conn.: TAt Press, ]979). 
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What to expect in the future 
Charts 1 and 2 plot March unemployment rates by 
income and education levels for 1968 through 1978. 
There are separate plots of the unem ployment 
rates of people 16 to 24 years old and people 25 
and older. Chart 1 shows unemployment rates for 
members of those families for which earnings in 
the previous year fell below the official poverty 
level. It also shows unemployment rates for mem
bers of fami lies with earnings above the poverty 
level. Chart 2 shows unemployment rates by 
amount of schooling. The groups with the highest 
unemployment rates consist of people who have 
not graduated from high school. tn the middle are 
the unemployment rates fo r those who have grad
uated from high school but do not have college 
degrees. The groups with the lowest unemployment 
rates consist of college graduates. 

There is no indication in these charts that un
employment among the young, the unskilled, or 
the poor has declined over the past 11 years. Both 
cha rts reveal an upward drift in the unemploy
ment of young people, particularly those from poor 
fami lies and those without high school diplomas. 
Furthermore, the differences between the unem
ployment rates of the poor and the above-poverty 
groups and between the rates of those without 
high school diplomas and those with college de
grees have w idened over this period. 

To a la rge degree, the fa ilure of the programs 
of the midseventies to produce more improvement 
in unemployment without accelerati ng inflation 
has been attributed to loose eligibility restrictions. 
Federal programs funded employment of skilled 
Jabor that was easily substituted for the type of 
labor that would have been employed in the ab
sence of the subsidies. The resulting high displace
ment led to only a small net change in the employ
ment of skilled labor and did not disturb unsk illed 
labor markets. 

The curren t policy seeks to rectify this prohlem 
by restricting participation to the poor and un
skilled. Hopefully. this reorientation will reduce 
displacement and stimulate demand principally in 
those labor markets that exhi bit the highest unem
ployment rates. There is also a revival of interest 
in training programs, manifested at this point by 

12. See the articles by Nicholas M. Kiefer and Gordon P. 
Goodfellow in Evaluating Manpower Training Programs, 
pp.159-221. for references to earHer studies of the Tob 
Corps and NYC. as wen as the authors' own evaluations. 
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expanded work experience programs and funding 
for the collection of data to use in evaluating 
the training programs currently operating. Pre
sumably, if the evaluations show training does 
raise the earnings and employment of trainees, 
then these programs will be expanded further. 

That Congress has adopted an optimistic view 
of the outlook for reducing unemployment through 
these programs can be seen from the Full Employ
ment and Balanced Growth Act (Humphrey-Haw
kins Act) of 1978, which calls for a reduction in the 
unemployment rate for adults to 3 percent by 1984. 
(The current rate is about 5 percent.) Section 2 of 
this act proclaims that monetary and fisca l policies 
alone have been unable to provide full employment 
and stable prices, and Sections 202 and 205 endorse 
the use of employment and training programs to 
combat cyclical and structural unemployment. 
Whether more appropriately designed job cre
ation and training programs will effectively lead 
to higher employment and income among the 
groups of the population that are poor and have 
high unemployment rates remains to be seen. Even 
if these programs do meet this objective. however, 
one should not expect them to bring about a large 
reduction in the measured unemployment rate. 

Job creation and training measures could 
successfully improve the economic status 
of the people they are intended to assist 
without reducing the unemployment rate. 

Changes that increase the demand for the ser
vices of members of these groups, either by raising 
their productivity or by stimulating the demand 
for unskilled labor, will cause an increase in their 
labor force participation that will at least partially 
offset the rise in employment. The labor force par
ticipation rates of the groups in question (adults 
from low-income families and teenagers) are Jaw 
and sensitive to changes in the availability of jobs, 
so the potential magnitude of this offsetting in
crease in participation is both large and likely to 
be realized. The improvement in measured unem
ployment is therefore likely to be small or non
existent. 
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This consideration indicates that job creation 
and training measures could successfully improve 
the economic status of the people they are intended 
to assist without reducing the unemployment rate, 
which suggests the stated objectives of these 
policies and the major criterion by which their 
effectiveness is judged should be revised. Structural 
employment and training programs should be 
viewed as antipoverty measures rather than pol· 
ides that will lower unemployment, and they 
should perhaps be evaluated on the basis of their 
effects on the proportion of the relevant population 
employed and on the labor income earned by the 
members of this population. 

The unfortunate confusion between policies 
that alleviate poverty and policies that reduce un
employment is a product of a misunderstanding of 
the relationship between unemployment and pov
erty. The unemployment rate for members of low
income households substantially understates the 
problems these people experience in the labor mar
ket. Of the heads of families with annual incomes 
below the poverty level. 75 percent worked fewer 
than 40 weeks in 1977, and 50 percent did not 
work at all." Because most of the time that these 
people are not working is spent out of the Jabor 
force rather than in job search. little of such time 
is reflected in unemployment statistics. It follows 
that an increase in the amount of time they are 
in the labor force will likely accompany any in
crease in the amount of time they spend working, 
and a reduction in their unemployment rate need 
not accompany a rise in their income. Therefore, 
the employment-population ratio is a much better 
indicator of how the poverty population is faring 
in the labor market than the conventional unem
ployment rate. 

On the other hand. policies intended to improve 
the status of the poor and the unemployed actually 
contribute to the high unemployment rate for the 
unskilled. Examples include the Fair Labor Stan
dards Act (minimum wage law), the Davis-Bacon 
Act. the existing unemployment compensation pro
gram, and AFDC. Economists are almost united in 
support of the argument that repeal of the first 

13. About 30 percent of tho~e who did not work were 
disabled or retired. Sec U.s. Bureau of the Census, Curren! 
Popu/otion Reports. Series P-60, no. 119. Characteristics of 
the Popu/otion Below the Poverty Level: 1977 [Washington, 
D.C.: Government Printing Office, 1979). p. 106. 
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two acts would lower unemployment and increase 
the number of jobs available to the unskilled. In 
the current political environment. Congress will 
not take this action. however. because it would be 

interpreted as running counter to the interests of 
the disadvantaged. As long as such perceptions 
prevail. it is not likely the political process will 
produce any reduction in structural unemployment. 

12 

Committee to Set 
Service Levels 

A special committee of senior System officials. as 
announced by the Board of Governors on October 
9, has been created to draw up uniform service 
standards regarding check collection, cash. and 
fiscal agency operations at all Federal Reserve of· 
flces. The objective of the committee will be to 
achieve greater consistency of services to member 
banks and other institutions in all 12 Federal Re
serve districts. 

Special task forces established under the steer
ing committee will review fiscal agency operations, 
such as Treasury and Government agency issues 
and coupons, food coupons, Federal taxes, and 
Treasury tax and loan accounts, government 
checks, and securities safekeeping and transfers. 
Other Reserve Bank services to be studied include 
currency and coin, check and noncash collection, 
wire transfers of funds, automated clearinghouse 
operations, and member bank loans. 

Members of the steering committee will be 
Robert P. Black, President of the Federal Reserve 
Bank of Richmond; Robert H. Boykin, First Vice 
President of the Federal Reserve Bank of Dallas; 
and William H. Wallace, Staff Director for Federal 
Reserve Bank Activities at the Board of Governors 
in Washington. 

Frederick H. Schultz, Vice Chairman of the 
Board, said that work in establishing service-level 
standards will begin within the next several weeks. 
and a final report is expected early next year. 
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-Ped Quotes~~ 
Brief Excerpts from Recent Federal Reserve Speeches, Statements, Publications, Etc. 

" It is not entirely a coincidence that we can observe in these recent inflationary 
years a declining tendency in the profitability of investment. Calculations differ 
because of the accounting problems associated with changing prices. However, one 
estimate indicates that the annual after-tax return on corporate net worth, measured, 
as it reasonably should be, against the replacement cost of inventories and fixed 
assets, has averaged 3.8 percent during the 19705, a period characterized by rapid 
inflation. as compared to 6.6 percent in the 19608. At the same time, the uncertainty 
about future prospects associated with high and varying levels of inflation tends to 
concentrate the new investment that does take place in relatively short, quick pay-out 
projects. Or fi rms may simply delay investment commitments until the pressures of 
demand on capacity are unambiguously compelling-with the result that capacity 
pressures can become strong even before the labor force is fully utilized. 

"In other areas, inflationary expectations are reflected in a diversion of energies 
into essentially speculative activities- ranging from the 'froth' of investing in art 
objects to the considered purchase, at the expense of heavy indebtedness, of larger 
or second homes as an inflation hedge. When returns from these activities are often 
judged greater than from usual patterns of work and saving, normal incentives are 
plainly distorted in a manner inconsistent with orderly growth." 

"For its part, the Federal Reserve intends to continue its efforts to restrain the 
growth of money and credit, a growth that in recent months has been excessive in 
terms of our own 1979 objectives-objectives that have only recently been reviewed 
by our Congressional oversight committees." 

"I frankly do not know whether needed restraint on monetary growth will be 
reflected in further increases in short-term rates; that will depend on the course of 
economic activity, credit demand, and other factors. But I know that ... no sustained 
decline in nominal interest rates can reasonably be expected in the absence of a 
discernible slowing in the underlying trend of inflation." 

"Should economic trends develop in a clearly unfavorable direction and action 
come to be needed to deal with sharp declines in output and employment, it would 
be crucially important that those actions be integrated with the longer-term needs 
of the economy. Specifically. any fiscal actions should be designed to minimize any 
inflationary impact in the short run while helping to deal positively with some of the 
sources of inflationary pressures in the long run. Cost-cutting and incentive-building 
tax reductions broadly meet this criterion; few spending programs do. We need to 
give much more weight than in the past to the need for both tangible capital formation 
and research and development, for these activities underlie productivity growth." 

Paul A. Volcker, Chairman, Board of 
Governors of the Federal Reserve System 
(Before the Committee on the Budget, U.S. 
House of Representatives, September 5, 1979) 
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"This Committee has before it, in S. 85 and H.R. 7, nearly all of the essential 
elements of constructive legislation. I hope you will agree that the major new 
provision I have proposed today-standby authority for 'supplementary deposits'
is a useful and possibly essential 'insurance policy' for monetary policy. I do not 
believe it should be controversial. 

"Consequently, the way seems to me clear for promptly enacting legislation with 
the following main features: 

"First, reserve requirements should be placed on transactions balances at all 
depository institutions. Both S. 85 and H.R. 7 adopt this principle; what remains is 
only satisfactory resolution of exemption levels and the price level of the requirement. 

"Second, to assure an adequate reserve base for monetary control and to support 
the nation's depository system, legislation should provide an insurance policy in the 
form of standby authority for 'supplementary deposits' at Federal Reserve Banks, 
with those deposits earning a market rate of return. 

"Third, initial reserve ratios on nonpersonal time deposits should be at zero, as 
in H.R. 7, but with the understanding that the Federal Reserve would have some 
flexibility to apply reserves to shorHerm nonpersonal time deposits if needed to 
'protect' the dividing line between transactions and time accounts or for cyclical 
purposes. There should be no reserves on personal or long-term time deposits. 

"Finally, there should be full pricing and open access to Federal Reserve services, 
with adequate flexibility, in timing and application, to minimize the risk of 
disruptions in banking markets and to protect the availability of a basic level of 
payments services to all institutions. 
"In passing through the lobby of the Federal Reserve Building recently, I read 

again a quotation from Woodrow Wilson on the wall referring to the original Federal 
Reserve Act: 'We shall deal with our economic system as it is and as it may be 
modified, not as it might he if we had a clean sheet of paper to write upon, and step
by-step we shall make it what it should be.' 

"A constructive blending of S. 85 and H.R. 7, combined with the safety valve I 
have requested, can take a big step toward developing a reserve structure as it 
should be. The basic issue is preserving a strong and effective central bank able 
to discharge its responsibilities for monetary policy. The questions have been long 
debated, and I sense a convergence of views. Now, this Committee has the chance 
to bring the long process to the edge of conclusion. I urge you to seize that chance." 
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Paul A. Volcker, Chairman, Board of 
Governors of the Federal Reserve System 
(Before the Committee on Banking, Housing 
and Urban Affairs, U.S. Senate, September 26, 
1979) 
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"In view of the strong and widespread expectations of inflation that prevail at 
present, I have ... reluctantly come to believe that fairly drastic therapy will be 
needed to turn inflationary psychology around. 

"The precise therapy that can serve a nation best is not easy to identify, and what 
will work well in one country may work poorly in another. In the case of the 
American inflation, which has become a major threat to the well-being of much of the 
world as well as of the American people, it would seem wise to me at this juncture of 
history for the government to adopt a basic program consisting of four parts. The 
first of these would be a legislative revision of the Federal budgetary process that 
would make it more difficult to run budget deficits and that would serve as the 
initial step toward a constitutional amendment directed to the same end. The second 
part would be a commitment to a comprehensive plan for dismantling regulations 
that have been impeding the competitive process and for modifying others that have 
been running up costs and prices unnecessarily. The third part would be a binding 
endorsement of restrictive monetary policies until the rate of inflation has become 
substantially lower. And the fourth part would consist of legislation scheduling 
reductions of business taxes in each of the next five years- the reduction to be quite 
small in the first two years but to become substantial in later years. This sort of 
tax legislation would release powerful forces to improve the nation's productivity 
and thereby exert downward pressure on prices; and it would also help in the more 
immediate future to ease the difficult adjustments forced on many businesses and 
their employees by the adoption of the first three parts of the suggested program." 

Arthur F. Burns, former Chairman, Board of 
Governors of the Federal Reserve System 
(The 1979 Per Jacobssan Lecture, Belgrade, 
Yugoslavia, September 30, 1979) 

"I believe the time is approaching when all banks should stop forwarding checks 
of over $1.000 written on banks outside the immediate city of the receiving bank 
and should wire transfer the funds. The Federal Reserve could help to encourage this 
move by requiring separate sorts and passing credit only when collected. Perhaps 
the best way to start this would be on corporate accounts. 

"We should modernize our currency by promoting the $1 coin and $2 bill. Both 
have the potential for major improvement in currency use and efficiency in 
production and we are approaching a watershed point to encourage their use." 

Philip E. Coldwell. Member, Board of 
Governors of the Federal Reserve System 
(At the Bank Administration Institute 
Conference on Contemporary Issues in Cash 
Management, New Orleans. Louisiana. 
September 13, 1979) 
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Hog Producers Hold Key 
to Future Meat Supplies 
By Don A. Riffe 

The upward movement in livestock and meat 
prices has abated somewhat from the rapid in
creases observed last spring. And according to the 
U.S. Department of Agriculture, a decline in fourth. 
quarter beef production of about 12 percent from 
a year ago will be more than offset by increased 
supplies of pork and poultry. Thus, retail meat 
prices are not expected to increase significantly 
during the remainder of 1979. 

In the coming year, beef production is likely to 
remain at reduced levels. The profitability of hog 
feeding in late 1979 and early 1980 and the re
sponse of the nation's hog producers will largely 
determine the availability of pork-the primary 
alternative to beef- through the end of 1980 and 
beyond. 

Beef production to remain low 
While beef will continue to be the most important 
single component of the U.S. meat supply, cattle
men are in the process of rebuilding their herds; 
therefore, beef production will remain at reduced 
levels for some time. The July 1 inventory of 
cattle and calves on farms and ranches showed an 
8-percent increase in beef heifers held for herd 
replacement. Furthermore. cow slaughter has been 
ot a low level all year. In time, numbers on farms 
ond ranches will rise to more normal levels, and 
the stage will be set for increased beef supplies. 
But there is little prospect that retail meat count
ers will be displaying significantly more beef or 
lower beef prices in 1980. 
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In addition to the number of cattle slaughtered, 
the average weight of cattle has an impact on beef 
production. Usually, cattle from feedlots are 
heavier than those slaughtered without being fat
tened on grain. Placements of cattle in feedlots 
in the third quarter of 1979 were down about 19 
percent from the year-earlier level. A lower level 
of placements has an effect on beef production 
about six months later. Thus, beef supplies will 
continue to be very tight through the early months 
of 1980. Prices for live cattle and beef are likely 
to rise. although the availability Df large quan
tities Df pDrk and chicken should have a tempering 
effect. 

Hog produceJ'B play key role 
Hog and broiler producers responded to favorable 
profit margins in 1978 and early 1979 by expanding 
production. They have expanded to the point that 
pork and chicken will account for much of the vari
ation in total meat supplies for the coming year. 
Although beef is still the largest single component 
of total meat production, it is estimated that pork 
and chicken combined will account for about 31 
percent more pounds of production than beef in 
the fourth quarter of 1979. By contrast, beef pro
duction was about 1 percent greater than combined 
pork and chicken production in the same period 
of 1978. 

Since the second quarter of 1979, profit margins 
for hog and broiler producers have narrowed con
siderably. Some producers have sustained losses. 
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CHART 1 

Pork and chicken are playing 
expanded role in total meat supply 
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Normally, when profits are eroded. producers will 
begin to cut production. The prospective small 
beef supply in 19BO, however, could maintain live
stock and meat prices at levels that will minimize 
any declines in production of hogs and broilers. 
But if hog and broiler producers do begin to re
duce production substantially, total meat supplies 
would be increased temporarily, followed by a 
decline in the latter part of 1980. 

Broiler producers can respond to changing mar
ket conditions in a relatively short period. When 
broiler profits are such that producers decide to 
cut production, for example, the effects can be 
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realized at the retail level within three months. 
More than twice that amount of time is required 
for hog producers' decisions to cut production to 
result in less pork at retail meat counters. Like
wise, it takes hog producers much longer than 
broiler producers to increase production. The 
longer production period for hogs, the fact that 
pork accounts for a greater proportion of total 
red meat and poultry production than chicken, and 
prospects for continued low levels of beef produc
tion indicate that hog producers hold the key to 
any significant changes in the total meat supply 
in 1980. 
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CHART 2 

Hog prices have been below the break-even level 
for many producers since April this year 
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Will a major liquidation be avoided? 
Decisions affecting pork production through the 
early months of 1980 have already been made. 
There is little doubt that production will be large. 
The question is whether hog prices will be de
pressed to levels that will cause producers to sub
stantially reduce the number of hogs kept for 
breeding. 

The latest information from hog producers is 
for September 1 and comes from the "Hogs and 
Pigs" report published by the U.S. Department of 
Agriculture. The number of hogs kept for breeding 
in the 14 major hog-producing states was down 
slightly from the June survey but was still the larg
est September 1 breeding inventory since 1970. 
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1978 1979 

Perhaps the most significant information from the 
report covers producers' plans for the future. The 
hog producers expressed their intentions to farrow 
about 10 percent more sows in the December
February period than they did a year earlier. Thus, 
as of September 1, producers had not begun to 
cut production plans. 

The profitability of hog feeding has changed 
significantly in 1979. One simple indicator of 
profitability is the ratio of the price of hogs to the 
price of corn: the larger the hog-corn ratio. the 
greater the profitability of hog feeding. Based on 
midmoath prices received by U.S. farmers. the 
hog-corn ratio averaged about 24 in the first quar
ter of 1979-that is, 24 bushels of corn were 
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equivalent in value to 100 pounds of liveweight. 
The ratio fell to about 18 in the second quarter and 
then to about 14 in the third quarter. The third
quarter average was the lowest quarterly average 
ratio since 1975. 

Prospects for improved profitability in the com
ing months are not good. Hog marketings will 
continue to be large, as all weight groups of mar
ket hogs in the September 1 report showed large 
increases over year-earlier levels and producers 
indicated that September-November farrowings 
would be about 13 percent greater than a year be
fore. U.S. Department of Agriculture estimates of 
expenses for Corn Belt hog feeding show that 
prices of more than $40 per hundredweight would 
be required to cover all costs for hogs marketed 
in the fourth quarter of this year (Chart 2). Hog 
prices have been below estimated break-even 
levels for many producers since April; for some, 
prices have not covered the variable costs of feed 
and feeder pigs since June. 

The trend in profitability suggests that produc
ers' farrowing intentions for the December-Febru
ary period will not be fully realized. Pigs born in 
December-February will be ready for market next 
summer. The accompanying table shows the 
fourth-quarter average hog-corn ratios for 1970 
through 1979, along with the number of sows far
rowing in December-February as a percentage of 
the number of hogs kept for breeding as of the 
previous September 1. When the hog-com ratio 
is quite low. it is likely that a number of the sows 
kept for breeding as of September 1 will not ac
tually be kept until the following December
February period. 

The realization of producers' intentions to far
row 2.9 million sows in the 14 major hog-producing 
states during the coming December-February 
period would require that the same percentage of 
the September 1 breeding inventory be kept for 
farrowing as was kept last year. In the fourth 
quarter of 1978, the hog-corn ratio was very high 
at 24.1. At mid-October 1979 the ratio was 14.0. 
Thus, it seems probable that the number of sows 
farrowing in the December-February period will 
not be fully 10 percent greater than a year before. 

Nonetheless, previous hog production cycles in
dicate that the hog-corn ratio may have to drop 
to the 10-12 range before producers begin seriously 
reducing the size of the breeding inventory (Chart 
3). If producers continue to increase farrowings 
over year-earlier levels. that relatively low level 
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BREEDING HERD INVENTORY 
IN 14 MAJOR HOG·PRODUCING STATES 
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kept lor 

kepl"for 
ralro. ' 

breecling. lourlh 
Sept . 1 Number Dread,ng, quarter 

V .. r (Tl>O<>u nas) (ThousandS) Sept 1 01 year 

1970 . .. 8,323 2,453 29.5 12.1 
1971 ... 7,504 2,177 29 .• 19.0 
1972 ... 7,404 2,266 3().6 22.1 
1973 ... 7,547 2,258 29.' 17.8 
1974 ... 6,825 1,788 26.2 11.2 

1975 .. . 6,011 2,052 34.1 21.1 
1976 . 6,813 2,304 33.8 15.3 
1977 . 7,186 2,285 31.8 21.6 
1978 . 7,463 2,660 35.6 24.1 
1979 . 8,237 '2,933 35.6 ' 14.0 

1. Bushels 01 corn equivalent in value to 100 poundS liveweighl, 
based on midmonth prices received by U_S. farmerS. 

2. lnteotion s. 
3. Mid-Octotoe, ratio only. 
SOURCE: U.S. Depart ment 01 Ag riculture. 

of profitability is almost certain to be reached. 
But the longer it is delayed, the longer the period 
that pork production will remain large-large 
enough to substantially offset the decline in beef 
production. Several factors may act to minimize 
or delay any major selling of breeding stock in 
1980. 

Special factors exerting inftuence 
in a "normal" liquidation year 
An important influence upon the profitability of 
hog feeding will be the supply of beef. The cycli
cal liquidation of cattle in recent years has left 
a void in beef production that cattlemen have not 
been able to fill in 1979 and will not be able to 
fill in 1980. This void has encouraged hog and 
broiler producers to expand and could also en
courage continued high levels of production 
through the coming year. The anticipated tightness 
of beef supplies in late 1979 and early 1980 appears 
to be coming at an opportune time to buoy hog 
prices and producer expectations, thus increasing 
the probability of large pork supplies extending 
into 1981. 

Another factor that may act to prevent any 
major change in producers' farrowing plans in the 
near future is the large corn crop and the asso
ciated transportation problems in some key hog
producing states. The fann price of corn in some 
areas, notably Iowa, has been abnormally low 
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CHART 3 

Without this year's special circumstances, the hog industry 
would seem poised for a major liquidation of breeding stock 
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relative to central market prices, primarily be
cause of grain transportation difficulties. Lower 
com prices in some local markets may encourage 
area hog producers to keep expanding. 

Some producers may also be influenced to main
tain production levels because of the changing 
structure of the hog industry. Hog production fa
cilities have become more capital-intensive in re
cent years, and any returns over variable costs 
tend to keep producers in business to help defray 
fixed expenses. Less and less production is ac
counted for by individuals raising hogs as an 
auxiliary activity and, hence, varying production 
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in a cyclical manner. As production units become 
larger and more "permanent" in nature, the hog
feed price ratio that induces producers to liquidate 
breeding stock may move lower. 

Orderly marketing is important 
In spite of the forces apparently serving to pre
vent a severe liquidation of hogs in the near fu
ture, producers will be walking a tightrope of 
sorts. At some points in time, the number of hogs 
coming to market may be large enough to test 
slaughter capacity. More hogs were slaughtered 
in May, July, and August of this year than in the 
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same months in all previous years. Hog slaughter 
will be as much as 20 to 25 percent above year
earlier levels through the end of 1979 and will 
continue at high levels into 1980. 

to reduce the size of the breeding inventory and 
could snowball into a sizable liquidation. 

If in addition to normal marketings, hog pro
ducers send an unseasonably large number of fe
males to slaughter, the timing of these marketings 
will be very important. Any bunched marketings 
of breeding stock at a time when the market is 
already absorbing record numbers of slaughter 
hogs could temporarily send hog prices sharply 
lower. This, in turn, could induce more producers 

With hog numbers up and profitability down, 
the hog industry would seem poised for a major 
liquidation of breeding stock under "normal" cir
cumstances. However, with orderly marketing, the 
threshold level of profitability required to trigger 
a substantial liquidation may not be reached until 
at least the laUer part of 1980, if at all. Pork pro
duction should continue to be relatively large 
throughout 1980, helping to boost total meat sup
plies and offset the void in beef production. 
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Pamphlets Available 
on Federal Reserve 
System Structure 

The Board of Governors of the Federal Reserve 
System has issued a series of pocket-size educa
tional pamphlets on the structure of the Federal 
Reserve System for use by the public, particularly 
teachers. 

These four pamphlets highlight key features and 
functions of the Board of Governors, the Federal 
Open Market Committee, Federal Reserve banks, 
and the boards of directors of the Reserve banks. 
As an example of the specific types of information 
provided in the pamphlets, the Federal Open Mar
ket Committee leaflet addresses the composition 
of the FOMC, its organizational structure and de
cision-making process, the monthly meetings in 
Washington, D.C.. open market operations and 
policy effects. and reporting of actions taken by 
the FOMC. 

Interested parties may obtain copies of these 
pamphlets from Publications Services, Division of 
Support Services, Board of Governors of the Fed
eral Reserve System, Washington, D.C. 20551. 
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Off-Premises Collateral 
Arrangement Used by 
Eleventh District Banks 

The Federal Reserve System has adopted a new 
procedure- the off-premises collateral arrange
ment. A key facet of the new arrangement is allow
ing member banks to hold certain types of loan 
collateral on their own premises rather than trans
mit such collateral to the Federal Reserve Bank 
or Branch or to a correspondent bank. as they have 
done in the past. The three types of collateral that 
may be used to secure borrowings through off
premises custody arrangements are one- to four
family residential mortgages. commercial and agri
cultural paper. and Croup I municipal securities. 

When member banks use one- to four-family 
residential mortgages or "eligible" commercial and 
agricultural paper to secure their discount win
dow credit, they receive the basic discount rate. 
However, borrowings secured by Group I mu-
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nicipal securities or "ineligible" commercial and 
agricultural paper are obtained at the Section lO(b) 
rate, which is one-half of 1 percent over the basic 
discount rate. 

A number of member banks in the Eleventh 
Federal Reserve District are using the off-premises 
collateral arrangement and view it as a positive 
step toward modernizing discount window collat
eral procedures. One banker indicated that the 
arrangement helps to avoid delay in returning a 
note to a bank customer after the note is paid. 
Another noted that the new procedures have sim
plified work while still maintaining the same stan
dards, especially for residen tial mortgages. He noted 
further that the off-premises custody arrangements 
reflect a great deal of trust by the Federal Reserve 
in the member banks. 
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Regulation S Establishes 
Reimbursement Rates 

Federal Reserve Regulation S, which became effec. 
tive Octoher 1, 1979, establishes $10 an hour per 
person as the rate of reimbursement for financial 
institutions that assemble and provide customers' 
financial records requested by an agency of the 
Federal Government. Other rates established by 
the new regulation are a reproduction charge of 
15 cents per page and transportation costs lim
ited to actual costs incurred by the financial 
institutions. 

The Right to Financial Privacy Act of 1978 re
stricts Federal agency access to the financial rec
ords of individual customers and partnerships of 
five or fewer people unless certain procedures are 
followed by the agencies. Before a financial insti
tution can release any financial records, the Fed
eral agency must have (1) a valid written customer 
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authorization, (2) an administrative summons or 
subpoena, (3) a valid search warrant, (4) a judicial 
subpoena, or (5) a formal written request. Gen
erally, a financial institution should not release 
applicable financial records until the Federal agen
cy has certified in writing to the institution that 
the Federal agency has complied with the act. 

After the Federal agency has met the procedural 
requirements of the Right to Financial Privacy Act, 
the financial institution compiling the customer's 
financial records will be reimbursed for its work 
according to the rates prescribed by Regulation S. 
Financial institutions are reminded to maintain ac
curate records. 

Any questions concerning Regulation S may be 
directed to Consumer Affairs, Bank Supervision 
and Regulations Department, (214) 651-6169. 

Texas Commerce Bank-South Belt, N.A., Houston, Texas, a newly orga
nized institution located in the territory served by the Houston Branch of 
the Federal Reserve Bank of DaUas, opened for business November 1, 1979, 
as a member of the Federal Reserve System. The new member bank opened 
with capital of $850,000 and surplus of $850,000. The officers are: Steve A. 
Spencer, President and Chairman of the Board, and Janet K, Rice, Vice 
President and Cashier. 

New nonmember banks 

American Bank, Houston, Texas, a newly organized insured nonmember 
bank located in the territory served by the Houston Branch of the Federal 
Reserve Bank of Dallas, opened for business October 15,1979. 

Mineola State Bank, Mineola, Texas, a newly organized insured nonmember 
bank located in the territory served by the Head Office of the Federal 
Reserve Bank of Dallas, opened for business November 15,1979. 
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