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To our re aders :

The program on the distri buti on of i n come and wealth begins with a special fe a tu re by Sen i or Scholar Edw a rd N. Wo l f f on the

i n equ a l i ty in the distri buti on of wealth and what can be done abo ut it. The policy bri ef by Re s e a rch As s oc i a te Mi ch ael J. Ha n del

of the Un ivers i ty of Wi s con s i n – Mad i s on pre s ents em p i rical evi den ce indicating that skill - bi a s ed tech n o l ogical ch a n ge cannot

explain the recent growth in wage inequ a l i ty. Two working papers are also su m m a ri zed . S tefan Hoch g u ertel of the Eu rope a n

Un ivers i ty In s ti tute and Hen ry Ohlsson of the Un ivers i ty of G ö teborg examine wh et h er inter gen era ti onal gifts are com pen s a-

tory and ex p l ore the determinants of the pattern of gift givi n g. Re s i dent Re s e a rch As s oc i a te Ajit Zach a rias proposes an altern a-

tive to the ex i s ting em p i rical models for assessing lon g - run differen tials in profit ra tes and applies it to U. S . m a nu f actu ri n g

i n du s tri e s .

A working paper is su m m a ri zed in the program on financial markets and mon et a ry po l i c y. Vi s i ting Scholar Jörg Bi bow

of the Un ivers i ty of Ha m burg analy zes mon et a ry devel opm ents in the eu ro area and how the Eu ropean Cen tral Ba n k’s con du ct

of m on et a ry policy and public pron o u n cem ents con tri buted to the decline of the eu ro.

Th ere are two policy notes in the program on federal bu d get po l i c y. Di s ti n g u i s h ed Scholar Wynne Godl ey argues that

i n c reases in govern m ent ex pen d i tu re or mu ch larger tax cuts than envi s a ged in Pre s i dent Bu s h’s tax proposal may have to be 

p ut in place because the med iu m - term pro s pects for the U. S . econ omy could be mu ch worse than most econ omists now 

ex pect . Sen i or Scholar L. Ra n d a ll Wray and I provi de a cri ti que of a r g u m ents put forw a rd by some analysts rega rding the po s s i-

bi l i ty of rece s s i on in the Un i ted States and su ggest policy re s ponses to minimize the ef fects of su ch an even tu a l i ty. We also out l i n e

a bi gger and more com preh en s ive fiscal sti mu lus pack a ge than the one propo s ed by Pre s i dent Bu s h .

Th ree working papers are su m m a ri zed under special stu d i e s . Jeremy At ack of Va n derbilt Un ivers i ty and the Na ti on a l

Bu reau of E con omic Re s e a rch , Fred Ba teman of the Un ivers i ty of G eor gi a , and Sen i or Scholar Robert A . Ma r go su ggest that the

l ength of the working day in late 19th-cen tu ry Am erican manu f actu ring is best unders tood as the outcome of su pp ly and

demand con d i ti ons in a com peti tive labor market . Ca m bri d ge Un ivers i ty Vi s i ting Scholar James N. Mi ll er uti l i zes previ o u s ly

u n s tu d i ed arch ival material to recon s tru ct the early nego ti a ting history of the Gen eral Agreem ents on Ta ri f fs and Trade and

recon s i der the historical and po l i tical con d i ti ons under wh i ch it em er ged . Sen i or Scholar Joel Perlmann examines how the 

h i s tory of a federal cl a s s i f i c a ti on sys tem in the early 20th cen tu ry was intert wi n ed with the history of l egal ph i l o s ophy and 

practi ce , s ocial scien ce , popular cultu re , and federal bu re a u c rac y.

As alw ays , I wel come your com m ents and su gge s ti on s .

Di m i tri B. Pa p ad i m i tri o u , Pre s i d en t
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Special Feature

The Rich Get Richer . . . and Why the Poor Don’t

E DWA R D N. WO L F F

A newcom er to the Un i ted State s ,a f ter re ading the news p a per

or watching tel evi s i on for a few days ,m i ght con clu de that every

f a m i ly in Am erica was hu d dl ed around its com p uter, w a tch i n g

its stocks and mutual funds rise and fall . Even the gl oom i er

n ews reports of recent weeks (“How to Su rvive the Slu m p,”

bl a red a recent Time m a gazine cover) take for gra n ted the tri-

u m ph of a “peop l e’s capitalism”—the idea that the rising stock

m a rket of the 1990s lifted all ships—and imply that the avera ge

Am eri c a n’s main con cern as the econ omy lands is waiting out

a tem pora ry con tracti on in his tech n o l ogy portfo l i o.

The reality, as any regular American Prospect reader well

knows, is quite otherwise: most American families have seen

t h eir level of well - being stagn a te over the last qu a rter cen tu ry—

and that’s even before the current economic slowdown.

Between 1973 and 1998, the real hourly wages of the average

American worker fell by 9 percent. (This contrasts with the

preceding quarter century, 1947 to 1973, when real wages

grew by 75 percent). Indeed, in 1998, the average inflation-

adjusted hourly wage was about the same as in 1967. As

workers’ w a ges have stagn a ted , econ omic inequ a l i ty has

worsened. In 1974,the richest 5 percent of American families

earned 14.8 percent of total U.S. income; by 1998,their share

had risen to 20.7 percent.

But if everyone now owns stocks,then shouldn’t inequal-

ity in wage income have been offset by the market gains of

the last 10 years? Not at all. In fact, when both wealth and

income are taken into account, the growth in inequality

becomes worse. While it is true that the share of households

owning stock either outright or indirectly through mutual

funds, trusts, or various pension accounts rose from 24 per-

cent in 1983 to 48 percent in 1998 (see Table 1), much of the

increase was fueled by the growth in pension accounts such

as IRAs, Keogh plans, and 401(k) plans. Indeed, while direct

stock ownership declined somewhat between 1983 and 1989,

probably as a result of the 1987 stock market plunge, the

share of households with pension accounts nearly doubled

over this period, from 11 to 23 percent, accounting for the

overa ll increase in stock own ership du ring that peri od .

Between 1989 and 1998,the direct ownership of stocks grew

by only 6 percent, while the share of households with a pen-

sion account again doubled, accounting for the bulk of the

overall increase in stock ownership.

Despite the overall gains in stock ownership, less than half

of all households had any stake in the stock market by

1998—and many of those had only a minor one. In 1998,

while 48 percent of households owned some stock, only 36

percent had total stock holdings worth $5,000 or more and

only 32 percent $10,000 or more. Moreover, the top [wealth-

iest] 1 percent of households accounted for 42 percent of the

value of all stock owned; the top 5 percent accounted for

about two-thirds; the top 10 percent for over three-quarters;

and the top 20 percent for almost 90 percent (see Table 2).

Far from offsetting inequality in wages, stock ownership

tracks income class (see Table 3). Unsurprisingly, those peo-

ple with the highest salaries tend to own the most stock.

Whereas 93 percent of households in the top 1 percent of

income recipients (those who earned $250,000 or more)

owned stock in 1998, only 52 percent of the middle class

(those who earned incomes between $25,000 and $50,000),

29 percent of the lower middle class (incomes between

$15,000 and $25,000), and only 11 percent of poor house-

holds (income under $15,000) reported stock ownership.

And 92 percent of the richest 1 percent—versus 27 percent
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for the middle class, 13 percent for the lower middle class,

and 5 percent for the poor — reported large holdings

($10,000 worth or more). Three-quarters of all stocks were

owned by households earning $75,000 or more (the top 16

percent of income earners); 88 percent of all stocks were held

by the top third of households in terms of income.

Cl e a rly, su b s t a n tial stock holdings have sti ll not pen e-

tra ted mu ch beyond the re ach of the ri ch and the upper mid-

dle cl a s s ; the middle class and the poor have not seen sizabl e

ben efits from the bu ll market .“ Peop l e’s capitalism” is a myt h .

The inequality generated by the wealth and income gaps

is exacerbated by the fact that during the boom of the last

eight years, corporate profitability has been rising. In gener-

al, when the real wage rises at the same rate as overall pro-

ductivity, the wage and profit shares of income remain fixed

over ti m e . For ex a m p l e , du ring the “G o l den Age” of

American capitalism (1947 to 1973) wages kept pace with

productivity: U.S. labor productivity grew by 2.4 percent per

year and inflation-adjusted wages by 2.6 percent per year.

After that, however, productivity slowed—and wages slowed

even more. Since 1979, productivity has recovered some-

what, but wages have failed to keep up. It is this very rise in

corpora te prof i t a bi l i ty — wh i ch comes at the ex pense of

workers’ wages—that has fueled the record boom in the stock

market, whose p rimary benefits (as we have seen) have not

gone to low- and middle-income workers. In other words,as

the returns to work have atrophied, returns to capital have

climbed,shifting ever more power to the rich and contribut-

ing to the rising inequality of income in this country.

What can be done to help American workers? The fol-

lowing are some remedies that could help alleviate both

income and wealth disparities:

Re s to re the minimum wa ge to its 1968 level . The [real] mini-

mum wage in 1998 was down 32 percent from its peak in 1968.

Re s toring the minimum wage to its “G o l den Age” l evel (wh en ,

I should point out , the unem p l oym ent ra te was on ly 3.6 per-

cent) wi ll help increase the earn i n gs of l ow - w a ge workers .

Extend the Earned Income Tax Credit (EITC). The EITC

provides supplemental pay to low-wage workers in the form

of a tax credit on their federal income tax return. An expan-

sion of this credit will further raise the (post-tax) income of

poor working families.

Ma ke tax and tra n sfer policy more red i s tri bu ti o n a l . Com p a ri s on s

between the United States and other advanced industrial

countries (including Canada) that face similar labor market

conditions indicate that tax and transfer policies can be effec-

tive in reducing inequality and increasing post-tax income.

Re-empower labor. Cross-national evidence suggests that the

greater level of inequality in the United States relative to

other advanced economies is due to our low level of union-

ization.A rejuvenated labor movement—a first step to which

would be a reform of labor law—in the private sector would

help reverse the trend toward greater inequality.

Curtail the Fed. With U.S. labor productivity now reaching 

5 percent per ye a r, according to the latest Bu reau of L a bor

S t a ti s tics numbers, the Federal Reserve should curtail its 

exuberance in cracking down on wages whenever “wage

inflation” appears.

Tax wealth directly. Almost a dozen European countries—

including Denmark,Germany, the Netherlands, Sweden, and

Switzerland—have a wealth tax in place. A very modest tax
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TABLE 1. Percentage of Households Owning Stock Directly or Indirectly, 1983–1998

Stock Holdings 1983 1989 1992 1995 1998

Any stock holdings 24.4 31.7 37.2 40.4 48.2

Stock worth $5,000 or more* 14.5 22.6 27.3 29.5 36.3

Stock worth $10,000 or more* 10.8 18.5 21.8 23.9 31.8

Note: Includes direct ownership of stock and indirect ownership through mutual funds, trusts, IRAs,
Keogh plans,401(k) plans,and other retirement accounts.

*1995 dollars



TABLE 2. Concentration of Stock Ownership by Wealth Class,1998

Percentage of Households
Owning Stock Worth More Than Percentage of Stock Owned
_ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _

Wealth Class Zero $4,999 $9,999 Shares Cumulative

Top 1 percent 93.2 92.9 91.2 42.1 42.1 

Next 4 percent 89.0 87.0 86.1 25.0 67.2 

Next 5 percent 83.9 80.4 78.9 10.6 77.7 

Next 10 percent 78.7 74.0 71.6 11.1 88.8 

Second quintile 58.9 49.8 45.4 7.7 96.5 

Third quintile 45.8 32.7 25.9 2.6 99.1 

Fourth quintile 35.1 15.1 8.6 0.7 99.8 

Bottom quintile 18.6 4.6 1.8 0.2 100.0 

All 48.2 36.3 31.8 100.0 

Note: Includes direct ownership of stock and indirect ownership through mutual funds, trusts, IRAs, Keogh plans, 401(k)
plans,and other retirement accounts.

TABLE 3. Concentration of Stock Ownership by Income Class,1998

Percentage of Households
Owning Stock Worth More Than Percentage of Stock Owned
_ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _

Share of
Income Level Households Zero $4,999 $9,999 Shares Cumulative

$250,000 or more 1.6 93.3 92.7 91.9 36.1 36.1 

$100,000–$249,999 6.9 89.0 85.5 82.8 27.7 63.9 

$75,000–$99,999 7.7 80.7 70.4 66.5 10.8 74.7 

$50,000–$74,999 17.4 70.9 55.6 48.8 13.1 87.8 

$25,000–$49,999 29.0 52.0 34.3 27.4 8.5 96.3 

$15,000–$24,999 16.1 29.2 16.9 12.9 2.6 98.9 

Under $15,000 21.3 10.6 5.2 4.5 1.1 100.0 

All 100.0 48.2 36.3 31.8 100.0 

Note: Includes direct ownership of stock and indirect ownership through mutual funds, trusts, IRAs, Keogh plans,401(k)
plans,and other retirement accounts.
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that affected only households with more than $500,000 in

assets,at marginal tax rates running from 0.05 to 0.3 percent,

would have a minimal impact on the tax bills of 90 percent of

American families—yet would raise $50 billion in additional

revenue. While this is not a large amount (about 3 percent of

total federal tax receipts), the additional revenue could fund

transfer programs for the poor and middle class.

Promote Asset Ownership. We might also consider the devel-

opment of mechanisms to promote asset ownership in the

Un i ted State s . These inclu de In d ivi dual Devel opm en t

Accounts (IDAs), in which amounts set aside by eligible low

income families are partially matched by public funds. (The

Universal Savings Accounts proposed by President Clinton in

his 1999 State o f the Union address are similar in function.)

The accounts draw interest, and can be withdrawn to support

schooling or training, purchase a home, or start a business.

IDAs can be complemented in some places by subsidized

home ownership programs for the poor. Restoring asset

ownership to middle-income and poor families can con-

tribute greatly to increasing their economic security, restor-

ing their participation in the social life of the community,

and reversing their political disenfranchisement.

Is There a Skills Crisis? Trends in Job Skill Requirements,

Technology, and Wage Inequality in the United States

M I C H A E L J. H A N D E L

Public Policy Brief No. 62,2000

www.levy.org/docs/ppb/ppb62.pdf

Several sch o l a rs have drawn atten ti on to the increasing diver-

gen ce bet ween the pay of those at the top of the income lad der

and those at the bo t tom over the last two dec ade s . The lead i n g

ex p l a n a ti on for this ph en om en on is that there is a wi den i n g

gap between the demand for and supply of more-skilled

workers . Su ch a gap can be due ei t h er to the rapid pace of

tech n o l ogical ch a n ge that accel era ted the demand for more -

s k i ll ed workers or to a slowdown in the growth of edu c a ti on a l

a t t a i n m ent or su pp ly of s k i ll ed workers . Wh et h er the su pp ly -

demand imbalance is the re sult of a su d den accel era ti on in

demand or a serious slowdown in su pp ly, the con s equ en ce has

been an increase in the rel a tive pay of m ore - s k i ll ed workers .

The dra m a tic growt h , beginning in the 1980s, in the use of

i n form a ti on tech n o l ogy in the work p l ace made the ex p l a n a ti on

p l a u s i bl e ; the majori ty of a n a lysts cred i ted it for the incre a s-

ing retu rns to edu c a ti on . The policy implicati on that flowed

f rom su ch a diagnosis was that the Am erican edu c a ti on a l

s ys tem had to be improved to provi de newer and bet ter skill s

to the disadva n t a ged so that their rel a tive wages would ri s e . In

this bri ef , Mi ch ael J. Ha n del examines the evi den ce used to

su pport this ex p l a n a ti on — trends in wage inequ a l i ty; va ri o u s

m e a su res of s k i ll and tech n o l ogy use, i n cluding workers’ edu-

c a ti onal attainmen t ; the occ u p a ti onal distri buti on of t h e

work force ; d i rect measu res of j ob skill requ i rem en t s , and use

of com p uters at work—and finds it inadequ a te .

The trend in wage inequality from 1979 to 1997 shows

that mu ch of the growth in inequ a l i ty occ u rred bet ween 1981

and 1983, wh en the U. S . ex peri en ced its deepest rece s s i on

since the Great Depression, but before the greatest diffusion

of computers. The trend in mean educational attainment

(measured in years of education) shows that there was steady

growth since the early 1960s and a slowdown in the growth

rate in the 1980s and 1990s. However, the latter cannot

account for the sharp rise in inequality between 1981 and

1983 because any re a s on a ble proj ected su pp ly - dem a n d

imbalance could have only emerged later. Thus,the timing of

inequality does not correspond to the slowdown in the

growth of educational attainment.

Handel argues that the evidence for a causal relationship

between education and computer use is rather weak.A series

of regression models show that computer users have, on the

average, about one-half to one year more education than do

otherwise similar workers. However, a causal relation cannot

be inferred from estimates generated by cross-sectional mod-

els. For example,firms that could afford computers may have

been able to afford more-educated workers as well. Even

assuming causality, the estimate suggests that a plausible

wage premium for a worker who uses a computer is only

about 3 percent—a differential too small to account for the

sharp increase in wage inequality. To investigate the possibil-

ity of computer use driving up educational requirements,

Ha n del esti m a ted models of the rel a ti onship bet ween

changes in the educational composition of occupations and

changes in the level of computer use within occupations

between 1984 and 1997. The resulting estimates once again
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fail to indicate any causal connection between computer use

and educational attainment.

Trends in the occupational composition of the workforce

show that the share of skilled workers increased during the

period of inequality growth, but the rate of increase is com-

parable to that experienced in previous decades. This implies

that inequality growth cannot be attributed to any sudden

shifts in the occupational composition. Similarly, though

direct measures of job skill requirements constructed from

individual-level surveys and the Dictionary of Occupational

Titles indicate a shift toward more-skilled jobs, the shift is a

gradual,secular one,in contrast to the sharp increase in wage

inequality in the early 1980s.

Handel concludes that the most powerful factors con-

tributing to the dramatic increase in inequality during the

1980s seem to be the recession and trade deficits. Similarly,

the modest decline in inequality since 1995 suggests the

importance of macroeconomic factors. The workers at the

bottom of the pay ladder bear most of the burdens of reces-

sions, and the recession of the early 1980s reshaped the wage

s tru ctu re . The su b s equ ent recovery did not reverse the ch a n ge

in structure, thus resulting in stagnant wages for those at the

bottom.Government policies aimed at maintaining high lev-

els of aggregate demand and tight labor markets can play a

crucial role in redressing wage inequality, as can policies

aimed at strengthening collective bargaining and maintain-

ing the real value of the minimum wage. Handel cautions

that this argument should not be taken to imply that educa-

tion and training are not important; they are simply not

enough to prevent socially undesirable levels of inequality.

Compensatory Inter Vivos Gifts

S T E FA N H OC H G U E RT E L and H E N RY O H L S S O N

Working Paper No. 319, December 2000

www.levy.org/docs/wrkpap/pdf/319.pdf

The determinants of i n ter gen era ti onal tra n s fers are impor-

tant in several areas of econ om i c s . The well - k n own Ri c a rd i a n

equ iva l en ce theorem in mac roecon omics depends on the spe-

cific assu m pti ons em p l oyed to ch a racteri ze indivi dual beh av-

i or rega rding inter gen era ti onal tra n s fers . The ex tent to wh i ch

wealth is carri ed from one gen era ti on to another influ en ce s

p a t terns of wealth and income distri buti on . Several analys t s

h ave also poi n ted out the import a n ce of i n ter gen era ti on a l

tra n s fers for analyzing saving beh avi or and eva lu a ting tax

bu rden s . However, e s t a bl i s h ed models of i n ter gen era ti on a l

tra n s fer pred i ct that there should be no differen ce bet ween

post mortem bequests and inter vivos gi f t s , while em p i ri c a l

s tudies have con s i s ten t ly found that they differ: bequests ten d

to be equ a lly divi ded among hei rs , while gifts tend to be com-

pen s a tory. S tefan Hoch g u ertel of the Eu ropean Un ivers i ty

In s ti tute and Hen ry Ohlsson of the Un ivers i ty of G ö tebor g

examine wh et h er gifts are com pen s a tory and ex p l ore the

determinants of the pattern of gift givi n g.

The aut h ors derive the em p i rical pred i cti ons from three

m odels of i n ter vivos gi f t s . While all su ggest that the gi f t

amount wi ll increase with the re s o u rces of the paren t s , t h ey

d i f fer with re s pect to the ef fects of wi t h i n - f a m i ly va ri a ti ons in

i n com e . In the altru i s tic model , the gift amount a ch i l d

receives va ries invers ely with the ch i l d ’s own income and po s-

i tively with the sibl i n gs’ i n com e . By con tra s t , the exch a n ge

m odel pred i cts that the ch i l d ’s own income has a po s i tive

ef fect and the sibl i n gs’ i n come a nega tive ef fect on the amount

received . F i n a lly, the egoi s tic model pred i cts that nei t h er fac-

tor influ en ces the gift amount. The differen ces in the pred i c-

ti ons stem from the different uti l i ty functi ons em p l oyed in the

m odel s . The aut h ors su ggest that em p i rical evi den ce can shed

l i ght on wh i ch model best de s c ri bes re a l i ty.

The data used in the study are primarily from the 1992

wave of the Health and Retirement Study conducted by the

University of Michigan’s Survey Research Center. The data

set focuses on the health- and retirement-related issues of the

preretirement population (cohorts born between 1931 and

1941) of the United States. It was chosen because it is com-

posed of individuals who are about to retire and hence in a

position to bestow inter vivos gifts, and because it contains

information on two generations of the same family—parents

and children. In contrast to most other studies, Hochguertel

and Ohlsson focus on the children rather than the parents,

enabling them to test directly the predictions of the three

models. As discussed above, the models generate predictions

about within-family variation of gift behavior, not about

variations of gift behavior across families.

The econometric strategy employed is to estimate the

amount of gifts received by the children in a family as a
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function of siblings’ characteristics (such as income and

demographics) using a series of models. The results from the

probit models show that a child who works fewer hours and

has lower income than his or her siblings is more likely to

receive gifts. Estimations of fixed and random effects linear

models, conditional on positive family gift amounts, show

that the fewer the hours worked and the lower the child’s

income as compared to his or her siblings, the larger the gift

received.Fixed and random effects Tobit estimations corrob-

orate these results. The authors point out that, since the the-

oretical models deal with the amount given rather than the

probability of receiving gifts, the probit models may be con-

sidered less appropriate. Direct examination of the data set

also revealed that only 4 percent of parents who give divide

their gifts equally among their children.

The finding that inter vivos gifts are compensatory, as

opposed to being divided equally among children, is consis-

tent with most other empirical studies. The pattern of giving

revealed by the estimation results lends strong support to the

altruistic model of gift-giving. However, the authors caution

that the results are based on a short period of observation

and suggest that future research should address the issue of

inter vivos gifts using a longer span of data.

Testing Profit Rate Equalization in the U.S. Manufacturing

Sector: 1947–1998

A J I T ZAC H A R I A S

Working Paper No. 321, February 2001

www.levy.org/docs/wrkpap/pdf/321.pdf

Pa t terns of l on g - run differen tials in prof i t a bi l i ty amon g

i n du s tries are important for ch a racterizing the overa ll natu re

of com peti ti on in a capitalist econ omy. In the indu s tri a l

or ga n i z a ti on litera tu re , this issue has been inve s ti ga ted in

order to assess the ex tent of m on opo ly power exerc i s ed by

f i rms in different indu s tri e s . The qu e s ti on of m on opo ly

power and its impact on differen tial prof i t a bi l i ty is also

ad d re s s ed in Post Keynesian microecon om i c s . Fo ll owing the

revival of classical po l i tical econ omy initi a ted by the work of

P i ero Sra f f a ,s everal theorists have argued that the margi n a l i s t

t h eory of va lue and distri buti on that lies at the core of m o s t

m a i n s tream models of com peti ti on is fundamen t a lly flawed .

Th eorists in this trad i ti on have also em ph a s i zed that the stra t-

egy of a n a lyzing real world com peti ti on as dep a rtu res from

perfect com peti ti on is inappropri a te since an altern a tive the-

ory of com peti ti on that rests on an altern a tive theory of va lu e

and distri buti on can be devel oped on fo u n d a ti ons laid by the

classical econ om i s t s . One of t h eir cen tral propo s i ti on s ,

derived in the modern dynamic models of the classical com-

peti tive proce s s , is that indu s trial profit ra tes have a ten den c y

to gravi t a te around a com m on path in the long ru n . Re s i den t

Re s e a rch As s oc i a te Ajit Zach a rias cri ti c a lly examines econ o-

m etric models used for assessing lon g - run profit ra te differ-

en tials and proposes an altern a tive fra m ework based on

recent adva n ce s .

E m p i rical studies of prof i t a bi l i ty differen tials con du cted in

the 1950s and 1960s gen era lly em p l oyed stati c ,c ro s s - s ecti on a l

m odel s . These models came under cri ticism in the 1970s on

the grounds that lon g - run theoretical pred i cti ons regarding

prof i t a bi l i ty differen tials cannot be adequ a tely captu red

using observations over a short period of time. In order to

overcome these objections, several authors began to employ

dynamic, autoregressive models. While these avoid the pit-

falls of static, cross-sectional models, Zacharias argues that

they do not adequately distinguish between two potential

components of long-run profit rate differentials identified in

economic theory. One,the noncompetitive differential,stems

f rom factors — gen era lly ch a racteri zed as risk and other

premia—that do not depend directly on the state of compe-

tition. The other component, the competitive differential, is

due to factors that depend directly on the state of competi-

tion (e.g., degree of concentration, economies of scale).

Failure to distinguish between the two components makes it

difficult to assess whether profit rates are equalized in the

long run, because that expectation pertains to profit rates

that are adjusted for noncompetitive differentials.

Zach a rias proposes ti m e - s eries models that can disti n g u i s h

bet ween the two po ten tial com pon ents and incorpora te the

n on s t a ti on a ri ty, i n d i c a ted by unit root te s t s , of most indu s try

profit ra te s . The models are esti m a ted using profit ra te s ,

com p uted as the ra tio of profits after deprec i a ti on to net fixed

capital stock , for 20 manu f actu ring indu s tries in the Un i ted

S t a tes bet ween 1947 and 1998. The first type ,e s ti m a ted for 18

i n du s tri e s , is a biva ri a te vector autoregre s s ive model with the

i n du s try profit ra te and the com bi n ed profit ra te of t h e
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remaining industries as the endogenous variables. The sec-

ond type, used for two industries whose profit rates were

found to be stationary, is an autoregressive distributed lag

model. Both models allow for a statistical ly satisfactory esti-

mation of the long-run centers of gravity of profit rates and

distinguish between noncompetitive and competitive profit

rate differentials. The hypothesis of profit rate equalization

can be tested in both as the null hypothesis of no competitive

differentials.

The central finding of the paper is that the null hypothe-

sis could not be rejected for 14 of the 20 industries,implying

that these industries have no significant competitive differ-

entials in the long run. During the period under study, these

industries accounted for about 75 percent of net fixed capital

stock and 72 percent of profits in the manufacturing sector.

Zacharias interprets this finding as supporting the classical

hypothesis of long-run equalization of profit rates. The sta-

bility of the long-run centers of gravity was also studied by

estimating the “persistence profiles” of profit rates,that is,the

number of years it takes for one standard deviation shock to

the long-run center of gravity to vanish.Estimates show that

the persistence profiles are relatively short; typically, within

three to four years, all or most of the effects of the shock die

out and the profit rates return to their long-run center of

gravity. Zacharias concludes by indicating the directions in

which the models he employs can be improved and suggest-

ing alternative indicators of profitability to assess long-run

profit rate differentials.

Easy Money through the Back Door:

The Markets versus the ECB

J Ö RG B I BOW

Working Paper No. 323, March 2001

www.levy.org/docs/wrkpap/papers/323.html

The introdu cti on of the eu ro in 1999 ushered in a new po l-

icy regime in the Eu ropean Un i on . Mon et a ry policy for the

eu ro area is now cen tra l i zed in the hands of the Eu rope a n

Cen tral Bank (ECB). Th ere have been two out s t a n d i n g

m ac roecon omic devel opm ents in the eu ro area over the last

t wo ye a rs : f i rs t , GDP growth has picked up and the unem-

p l oym ent ra te (though sti ll high) has decl i n ed , and secon d ,

the exch a n ge ra te of the eu ro has fall en dra m a ti c a lly and 

the inflati on ra te has ri s en well above the ECB’s decl a red

“to l era n ce level .” Ma i n s tream econ omists have cited labor

m a rket flex i bi l i ty and wage modera ti on as the driving force s

behind growt h , while the second set of devel opm ents is gen-

era lly attri buted to ex ternal shocks beyond the con trol of t h e

ECB ra t h er than to its con du ct of m on et a ry po l i c y. Vi s i ti n g

S cholar Jörg Bi bow of the Un ivers i ty of Ha m burg takes issu e

with the mainstream assessment of the ECB’s perform a n ce .

Since monetary policy works with lags,it may be too early

to assess the ECB using its preferred standard, its effective-

ness in controlling inflation in the euro area over the medi-

um term. However, there is no reason to concentrate only on

future price trends, because monetary policy has effects on

output growth and employment in the short term;indicators

of the health of the real economy must thus be considered. In

addition,the ECB’s ability to communicate with the financial

markets should be considered, because these, including the

currency markets, play a vital role in the transmission of the

effects of monetary policy. It is essential to maintain effective

communication with market participants, who, as Keynes

n o ted , must con s i der the cen tral bank’s policies “ti m e -

consistent,” that is, not liable to be reversed later.

The effects of monetary policy on the real economy are

analyzed by examining the changes in exchange and interest

rates and their impact, respectively, on competitiveness and

domestic demand. In order to grasp the context in which

the ECB operated, Bibow analyzes the monetary policy

regime that existed prior to the launch of the euro, a central

feature of which was the extraordinarily tight monetary pol-

icy that repressed domestic demand during most of the
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1990s, especially in western Germany. Monetary conditions

t h ere loo s en ed to some ex tent in 1996 due to the deprec i a ti on

of the mark , and the re su l ting growth in ex ports fuel ed an

econ omic recovery. However, fo ll owing the co llapse of ex port

demand in 1998, l a r gely as a re sult of the Asian and Ru s s i a n

c ri s e s , the Bu n desbank ra i s ed short - term interest ra tes on the

grounds of i n f l a ti on a ry dangers . According to Bi bow, this po l-

icy mistake was mainly re s pon s i ble for the eu ro’s launch in

1999 at an inappropri a tely high exch a n ge ra te .

Soon afterw a rd , the ECB had to deal with its curren c y ’s

s te ad i ly deteri ora ting va lue against the do ll a r. Com po u n d i n g

the situ a ti on was the new cen tral bank’s com mu n i c a ti on failu re

with the financial market s . Bi bow argues that these two ph e-

n om ena are cl o s ely rel a ted : the ECB’s con du ct may have con-

tri buted to the eu ro’s decl i n e . The source of the com mu n i c a ti on

probl em has been the cen tral bank’s ambi g u i ty and incon s i s-

tencies rega rding the role of the exch a n ge ra te in ach i eving its

s t a ted goal of pri ce stabi l i ty. Its ef forts du ring 2000 to bo l s ter

the currency via interest ra te hikes in re s ponse to ch a n ges in

U. S . i n terest ra tes failed because the markets perceived su ch

h i kes as unsu s t a i n a ble in the long ru n : the eu ro area has a

growth disadva n t a ge vi s - à - vis the Un i ted State s , wh i ch high er

i n terest ra tes can on ly make wors e . While mon et a ry con d i ti on s

h ave eased as a re sult of the deprec i a ti on , the interest ra te hike s

h ave had nega tive ef fects on dom e s tic demand and made the

eu ro area vu l n era ble to a decline in ex port dem a n d , su ch as

would occur in the event of a U. S . rece s s i on . Bi bow con clu de s

that if m on et a ry policies had been more con du c ive to dom e s-

tic dem a n d - l ed growth in the past, the eu ro’s weakness wo u l d

not have ari s en in the first place .

Fiscal Policy to the Rescue

W Y N N E G O D L EY

Policy Note 2001/1

www.levy.org/docs/pn/01-1.html

President George W. Bush recently presented to the Congress

a plan that would cut taxes by an amount equal to about 1.5

percent of GDP over 10 years. Distinguished Scholar Wynne

Godley argues that much larger tax cuts (or increases in gov-

ernment expenditure) may have to be put in place because

the medium-term prospects for the U.S. economy could be

much worse than most economists now expect. Most econo-

mists have attributed the country’s recent growth to supply-

side factors, yet aggregate demand growth of a unique and

unsustainable variety has underpinned it. From the first

quarter of 1997, private expenditure has consistently and by

an increasing amount been higher than private disposable

income. The consequence has been record levels of indebted-

ness for both households and corporations.

If the current ratio of private expenditure to private

income is to be maintained, the flow of net lending has to

stay at its current scale, thus further increasing the level of

indebtedness. The situation is such that a mere decline in the

growth of debt will result in falling aggregate demand.

Indeed,if households and businesses were to pay back debts,

aggregate demand would fall even further. The recent signs

that limits to business borrowing have been reached and con-

sumer confidence is falling suggest that the borrowing binge

is coming to an end. A gradual reduction in private sector

deficit toward zero is likely to lead to a serious recession.

Godley notes that a historical precedent for the financial sit-

uation of the private sector in the United States can be found

in the United Kingdom in the first quarter of 1989. There,

this situation was followed by two years of declines in GDP

and a three-percentage-point increase in the unemployment

rate as the private sector deficit shrank to zero.

According to Godley, interest rate reductions such as the

ones implemented by the Federal Reserve are simply inade-

quate to prevent a “hard landing,” though they may be able to

postpone it. At this juncture, only a significant fiscal stimulus

can ameliorate the medium-term weakening of the U.S.

economy.
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Fiscal Policy for the Coming Recession: Large Tax Cuts Are

Needed to Prevent a Hard Landing

D I M I T R I B. PA PA D I M I T R I O U and L. RA N DA L L W RAY

Policy Note 2001/2

www.levy.org/docs/pn/01-2.html

Some econ omists have oppo s ed the fiscal sti mu lus plan put

forw a rd by Pre s i dent Geor ge W. Bush on the grounds that (a)

the econ omy is not slowing down , (b) mon et a ry policy alon e

can provi de the nece s s a ry sti mu lus to prevent a down tu rn ,( c )

fiscal sti mu lus is inef fective due to the long lags invo lved ,a n d

(d) tax cuts can whittle aw ay the hard - won bu d get su rp lu s e s .

In this policy note , Pre s i dent Di m i tri B. Pa p ad i m i triou and

Sen i or Scholar L. Ra n d a ll Wray cri ti que the above argumen t s

and argue for a bi gger and more com preh en s ive fiscal sti mu-

lus pack a ge than the one propo s ed by Pre s i dent Bu s h .

Recent facts and figures point to an economy that is slow-

ing more sharply than in recent past recessions. Between the

second and third quarters of 2000, real GDP growth slowed

from 5.6 percent to 2.2 percent, nominal GDP growth

declined from 8.2 percent to 3.8 percent, and real, nonresi-

dential, fixed investment nearly halved. The consumer confi-

dence index in January was at its lowest level in the last four

years. Available evidence also indicates extremely weak retail

sales, sharp declines in manufacturing activity, and a signifi-

cant slowdown in commercial and residential real estate mar-

kets. Every day, another top corporation issues an earnings

warning; the major stock market indexes are seeing their

worst figures in years.

Fo ll owing the analysis devel oped by Di s ti n g u i s h ed

S cholar Wynne Godl ey, Pa p ad i m i triou and Wray argue

that the causes of the current down tu rn were growi n g

bu d get su rp luses and trade def i c i t s , wh i ch re su l ted in

redu cti ons in priva te sector dispo s a ble income and we a l t h .

Con s equ en t ly, econ omic growth could take place on ly if

the priva te sector spent more than its dispo s a ble incom e ,

l e ading to growing indebted n e s s . As debt servi ce bu rden s

re ach ed unpreceden ted level s , borrowers began to cut back

on borrowing and cred i tors began to ti gh ten cred i t , a

process that was furt h er accen tu a ted by the stock market

co llapse and the eva pora ti on of the so-call ed wealth ef fect .

Total U. S . c redit grew at a 9.5 percent annual ra te in 1999,

but fell to 6.8 percent by the second qu a rter of 2000 and to

5.8 percent in the third qu a rter.

This analysis implies that the twin objectives of allowing

the private sector to bring its spending in line with its income

and averting a downturn can be achieved only by a signifi-

cant and immediate change in the government’s budget

stance. Godley’s estimates indicate that if the household sec-

tor were to balance its budget in the first quarter of 2001, the

federal government’s budget stance would have to change by

6.5 percent of GDP, from surpluses of over 2 percent to

deficits of 4.5 percent,in order to maintain the GDP growth

rate achieved in the last quarter. However, consideration of

other factors, such as the trade deficit, suggests a conservative

estimate of the government deficit at 2.5 percent of GDP.

Translated into tax cuts, this level of deficit implies the need

for an immediate tax cut of $450 billion, about $300 billion

more than the one suggested under the Bush plan.

The authors concur with the Bush plan’s aim to achieve

the tax redu cti ons via cut ting back marginal tax ra te s .

Additionally, they propose a cut in payroll taxes amounting

to $150 billion, to be divided equally between employers and

employees. Such a tax cut would be progressive, reduce the

competitive disadvantage of United States-based businesses

and thereby the incentive for downsizing and layoffs,and put

more purchasing power in the hands of those who are most

likely to spend rather than save. The remaining required fis-

cal stimulus of $150 billion could be achieved by expanding

the Earned Income Tax Credit, providing tax credits for edu-

cational expenses,and increasing public expenditure.

Papadimitriou and Wray argue that the fiscal imbalance,

that is, the structural bias toward budget surpluses, is the

main problem to be confronted in averting the downturn.

They propose that the budget target cyclical deficit and long-

run neutral balance, which implies that the budget should

balance at full employment and a robust growth rate.
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Productivity in Manufacturing and the Length of the

Working Day: Evidence from the 1880 Census of

Manufactures

J E R E M Y ATAC K, F R E D BAT E M A N, and RO B E RT A. M A RG O

Working Paper No. 317, November 2000

www.levy.org/docs/wrkpap/papers/317.html

The growth of i n du s trial capitalism in the 19th cen tu ry led to

the impo s i ti on of a new discipline on labor as work inten s i ty

and the length of the avera ge working day grew, l e ading to

worker demands for “s h orter hours .” Th ere were two ro utes to

a shorter working day. One invo lved legi s l a tive acti on via the

po l i tical proce s s ; the other, co ll ective acti on by workers in the

form of s tri ke s . However, pre s en t - d ay sch o l a rs bel i eve that

n ei t h er was ef fective : l egi s l a ti on was not implem en ted and

s tri kes were bro ken . Jeremy At ack of Va n derbilt Un ivers i ty

and the Na ti onal Bu reau of E con omic Re s e a rch , Fred

Ba teman of the Un ivers i ty of G eor gi a , and Sen i or Sch o l a r

Robert A . Ma r go su ggest that the length of the working day in

l a te 19th-cen tu ry Am erican manu f actu ring was the outcom e

of dec i s i ons made at the level of i n d ivi dual establ i s h m ents in

the con text of a com peti tive labor market . The aut h ors use

recen t ly - co ll ected arch ival data based on a sample of e s t a bl i s h-

m ents from the 1880 Cen sus of Ma nu f actu res to inve s ti ga te

the ef fects of d a i ly hours of work on manu f actu ring outp ut

and wage s . The data permit the esti m a ti on of the “m a r gi n a l

produ ct” of h o u rs , wh i ch can be com p a red to the analogo u s

ef fect of h o u rs on wage s .

Ava i l a ble evi den ce indicates that the avera ge length of t h e

working day in Am erican manu f actu ring decl i n ed from abo ut

11.5 hours in the 1830s to 10 hours in 1880. Du ring the inter-

vening peri od ,l egi s l a ti on on the length of the working day was

en acted . Federal legi s l a ti on in 1842 limited the nu m ber of

h o u rs worked per day by federal em p l oyees to 10 hours . A

dec i s i on in several states in the 1850s limited all em p l oyee s ,

both public and priva te , to 10 hours’ work daily, except in cases

wh ere a con tractual agreem ent ex i s ted bet ween em p l oyee and

em p l oyer for lon ger hours . The pre s en ce of this looph o l e ,

a l ong with the evi den ce of i n d i f ferent or no en forcem en t ,

su ggests that the ef fect of l egi s l a ti on on reducing the length of

the working day was minimal. Si m i l a rly, ava i l a ble inform a ti on

on the causes of s tri kes du ring the peri od in qu e s ti on indicate s

that stri kes over shorter hours were com p a ra tively ra re . An

a l tern a tive ex p l a n a ti on is therefore warra n ted for the redu c-

ti on in the avera ge length of the working day.

At ack , Ba tem a n , and Ma r go devel op a model of em p l oyer

beh avi or based on an aggrega te produ cti on functi on fra m e-

work to account for this ph en om en on . The produ cti on func-

ti on is po s tu l a ted to have daily hours and nu m ber of a n nu a l

d ays of opera ti on as its arguments in ad d i ti on to the usual cap-

ital and labor input s ; h owever, of the ad d i ti onal va ri a bl e s , on ly

d a i ly hours is assu m ed to be a dec i s i on va ri a ble in the theoret-

ical model , while in the em p i rical implem en t a ti on , both daily

h o u rs and annual days of opera ti on are all owed to va ry. Th e

f i rs t - order con d i ti on with re s pect to hours indicates that prof i t

m a x i m i z a ti on implies that the el a s ti c i ty of o utp ut with re s pect

to daily hours (“m a r ginal ben ef i t”) should equal the el a s ti c i ty

of w a ge with re s pect to daily hours mu l ti p l i ed by labor ’s share

in va lue ad ded (“m a r ginal co s t” ) . The model was esti m a ted

using data on va lue of capital inve s ted , nu m ber of em p l oyee s ,

avera ge daily hours of work , and annual daily hours of opera-

ti on for a ra n dom sample of a pprox i m a tely 7,300 establ i s h-

m ents drawn from the 1880 Cen sus of Ma nu f actu re s . Th e

re sults indicate that, for the typical em p l oyer, 10 hours was the

profit-maximizing length of the working day.

The authors suggest that their finding corroborates the

idea that, in the absence of legislation or collective action by

workers, only market fundamentals (supply-demand imbal-

ances) could have altered the length of the working day. The

rough constancy in the length of the working day in the last

decade of the 19th century and its sharp decline between

1909 and 1919 is thus attributed mainly to supply-demand

conditions in the labor market in the respective periods.

However, for the latter period (1909–1919), growing union

power and legislation also contributed. Given this finding,

the authors suggest that future research should probe the rea-

sons why collective action and legislation were so ineffective

in the 19th century.
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Origins of the GATT: British Resistance to American

Multilateralism

JA M E S N. M I L L E R

Working Paper No. 318, December 2000

www.levy.org/docs/wrkpap/papers/318.html

Today, the World Trade Organization is considered one of the

most po tent sym bols of gl ob a l i z a ti on . However, m o s t

observers are unaware of the historical irony that its precur-

sor, the General Agreements on Tariffs and Trade (GATT),

was born as a temporary arrangement from the failure of the

more ambitious International Trade Organization (ITO),

intended to be a key player in post–Second World War

i n tern a ti onal econ omic arra n gem ents along with the

International Monetary Fund and the International Bank for

Reconstruction and Development (later the World Bank).

James N. Mi ll er, Ca m bri d ge Un ivers i ty Vi s i ting Sch o l a r,

argues that the GATT’s transition from a temporary to a

durable arrangement among nations is best understood in

light of its initial inclusiveness, which came about largely as a

result of British resistance to the American strategy of pro-

moting unfettered foreign trade. Miller utilizes previously

unexamined archival material to reconstruct the early nego-

tiating history of the GATT and reconsider the historical and

political conditions under which it emerged.

The formal negotiations between the United States and

Britain to establish a world trade regime began in 1945. Four

major issues caused conflict between the sides. The first two

con cern ed preferen ces and qu a n ti t a tive re s tri cti on s . Th e

Americans initially insisted upon an immediate and uncon-

ditional abolition of all preferences and quantitat ive restric-

tions because these went against the ideal of free trade and

harmed American exporters. However, the British managed

to obtain, in exchange for preferential arrangements, a less-

ening of American tariffs; in addition, they negotiated a

loophole whereby quantitative restrictions could be allowed

in the case of countries with balance of payments difficulties.

On the third issue, monitoring and preventing restrictive

business practices by international cartels, the American

position was that there should be a uniform code of conduct,

enforced by the ITO, while the British argued in favor of the

ITO’s examining any such allegations on a case-by-case basis.

In the issue of the role of state-owned companies in foreign

trade, the initially rigid American position to outlaw such

companies again gave way to the flexible and accommodat-

ing stance pursued by the British.

How did the British succeed in winning these concessions

from a country that was at that time, by far, politically and

economically more powerful? Miller credits this to successful

British diplomacy, helped by American miscalculations and

weaker negotiating tactics. The most serious of the U.S.

errors was the overestimation of the appeal of the free trade

agenda and potential reductions in American tariffs. Their

weakness in negotiating was manifest on several occasions

when they began with an impassioned, principled position

and later su cc u m bed wh o lly or sign i f i c a n t ly to the pra gm a ti c

and flexible British position. The British negotiators used a

combination of lucid arguments, bluff, delay, and obstinacy

to ensure the acceptance of their proposals. Most important,

according to Miller, was their clever manipulation of the

Commonwealth and Dominions to transform a bilateral

negotiation into a multilateral forum in which Britain and its

allies had a clear numerical majority.

Mi ll er con tends that it is important to disti n g u i s h

bet ween different types of mu l ti l a teralism to grasp the

longer-term consequences of the shift engineered by the

British. Procedural multilateralism results from the direct

involvement of three or more participants in the negotiation

and design of policy. Principled multilateralism emerges

when there is sufficient agreement among all participants

that they are prepared to coordinate, irrespective of whether

they took part in the actual design of procedures or policies.

The American strategy was to obtain unfettered free trade—

a type of principled multilateralism—via a process of proce-

dural multilateralism. The British, on the other hand, want-

ed procedural multilateralism in determining what consti-

tutes free trade and designing policies to achieve it. Miller

argues that the British strategy was written into the GATT at

its inception; he attributes its durability to the adherence to

procedural multilateralism.
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“Race or People”: Federal Race Classifications for

Europeans in America,1898–1913

J O E L PE R L M A N N

Working Paper No. 320, January 2001

www.levy.org/docs/wrkpap/papers/320.html

Sen i or Scholar Joel Perlmann examines how the history of

a federal cl a s s i f i c a ti on sys tem in the early 20th cen tu ry was

i n tert wi n ed with legal ph i l o s ophy and practi ce ,s ocial scien ce ,

popular cultu re , and bu re a u c rac y. The sys tem stu d i ed was

i n trodu ced by the U. S . Bu reau of Im m i gra ti on to classify immi-

gra n t s ,m o s t ly from Eu rope , and pers i s ted wi t h o ut su b s t a n ti a l

ch a n ges for the next 50 ye a rs . Pri or to the 20th cen tu ry,

i m m i grants were cl a s s i f i ed solely by their co u n try of ori gi n .

The ch a n ge to cl a s s i f i c a ti on by “race or peop l e” was ju s ti f i ed

m a i n ly on the grounds that an increasing proporti on of 1 8 9 0 s

Am erican immigrants came from mu l ti n a ti onal em p i res of

cen tral and eastern Eu rope (su ch as Au s tri a - Hu n ga ry ) , a n d

t h erefore knowl ed ge of n a ti on a l i ty alone was not su f f i c i ent to

ch a racteri ze their ori gi n s . Im m i gra ti on forms introdu ced in

1903 by con gre s s i onal mandate instru cted officials to co ll ect

i n form a ti on on the “race or peop l e” of i m m i gra n t s , to be

determ i n ed by the language and the “s tock from wh i ch they

s pra n g.” Th ey provi ded a list of 40 races and peop l e s , i n clu d-

ing Hebrew, n ort h ern It a l i a n , s o ut h ern It a l i a n , Iri s h , a n d

G erm a n . Perlmann su ggests that in implem en ting this cl a s s i-

f i c a ti on sys tem , the Bu reau of Im m i gra ti on was attem pting to

ad a pt to ch a n ging patterns of i m m i gra ti on , et h n o l ogi c a l

s ch o l a rs h i p, and popular percepti on s .

Prominent opposition to the new classification system

came from or ga n i z a ti ons repre s en ting the older, l a r gely

second-generation German-Jewish elite. They argued that

the category “Hebrew” involved counting Jews by religion;

that since no other race or people was coextensive with a reli-

gious grouping, no other group was being enumerated in

religious terms; and that such singling out might be uncon-

stitutional and lead to antisemitism. This opposition was

mainly ineffective; the only change it appears to have pro-

duced was that immigration authorities stopped publishing

the table showing the distribution of immigrants by religion

in their annual official report. Subsequently, in the 1900s,

several innovations were made to refine and improve the

effectiveness of the classification system, primarily with a

view to distinguishing between European groups and, more

fundamentally, between whites and nonwhites.

Issues related to the definition and purposes of the classi-

fication system as well as its social and political implications

came to the forefront of policy debates during 1908–1910

when the Immigration Commission was conducting its sur-

veys. Unlike the Bureau of Immigration, the Commission

was interested not just in arriving immigrants, but also in

their children, in order to assess assimilatory tendencies

among various ethnic and racial groups. The Commission

campaigned to introduce a “race or people” question into the

1910 decennial census (in addition to the existing question

on “color”). Perlmann demonstrates, using extensive verba-

tim transcripts of the Commission’s hearings and unpub-

lished letters,that this effort was challenged by the American

Jewish Committee (representing the Americanized German-

Jewish elite) and a few senators of Jewish origin, using argu-

ments similar to the earlier ones. However, organizations

representing the larger, eastern European Jewish immigrant

population and other ethnic groups wanted the “race or peo-

ple” question extended to Europeans. The final outcome was

the inclusion of a question about “mother tongue.”

Perlmann discusses several aspects of the shifti n g, con-

f l i cting con s tru cti ons of i den ti ty in terms of n a ti onal ori gi n ,

l a n g u a ge , and race held by the participants in these deb a te s .

The qu e s ti on of the cl a s s i f i c a ti on of m i xed racial ori gi n s , per-

haps the single most important issue with re s pect to the 2000

Cen su s , was not ra i s ed in the case of grouping Eu ropeans 

by “race or peop l e .” The on ly type of m i xed - race indivi du a l

con s i dered was the of fs pring of a union bet ween a wh i te

Eu ropean and a bl ack , who was cl a s s i f i ed as bl ack . Th ere was

also an aw a reness underlying the public disco u rse and deb a te s

that there is a great deal of a m bi g u i ty in nati onal and rac i a l

cl a s s i f i c a ti on s : n a ti onal ori gin (Iri s h , Spanish) versus race ,

n a ti on a l i ty (Po l e , Bo h emian) versus race , and overlaps wh en

co l or and nati on a l i ty are con f u s ed (Ch i n e s e , In d i a n , Ma l ay,

yell ow ) . In spite of su ch difficulti e s , the cl a s s i f i c a ti on sys tem

s erved as the or ganizing principle thro u gh wh i ch the en ti re

official data on the last great wave of i m m i gra ti on , coveri n g

ro u gh ly the first qu a rter of the 20th cen tu ry, were pre s en ted ,

t hus shaping later re s e a rch on immigra ti on and immigra n t s .
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NEW SCHOLAR

Re s e a rch Scholar Al ex Iz u ri eta is con du cting re s e a rch on mac ro-

econ omic analysis and econ omic devel opm en t , i n clu d i n g

a n a lyses of fiscal and mon et a ry issues and the perform a n ce of

financial sys tems in devel oping co u n tri e s . Cen tral to his work is

the con s tru cti on of con s i s tent sys tems of n a ti onal accounts and

f l ow - of-funds as a basis for mac roecon omic model i n g. He is

working with Di s ti n g u i s h ed Scholar Wynne Godl ey to ex p l ore

the policy implicati ons of the Levy In s ti tute models for the U. S .

fiscal stance and pro s pects for econ omic growth in the Un i ted

S t a tes and abroad . G odl ey and Iz u ri eta are also co ll a bora ti n g

on devel oping a theoretical mac roecon omic model . Iz u ri et a

received a degree in econ omics from the Un ivers i ty of Mad ri d

and M.A. and Ph.D. degrees in devel opm ent econ omics from

the In s ti tute of Social Studies at The Ha g u e .

UPCOMING CONFERENCES

Regi s tra tion and pro gram info rm a tion for the co n feren ces listed

wi ll be po s ted on the Levy In s ti tu te web s i te as it be comes ava i l a bl e.

11th Annual Hyman P. Minsky Conference on Financial

Structure: Can the Financial Structure Avert an Economic

Downturn?

April 26–27,2001

Blithewood, Annandale-on-Hudson, New York

At this year’s conference, we hope to draw lessons learned

from previous Minsky conferences and consider them with-

in the context of current trends and their implications for

both the national and global economies. Examples of topics

for discussion include identifying changes in the global

financial and economic landscape and ascertaining their

impacts on capital flows or the actions of monetary institu-

tions; assessing the ability of monetary policy to stem what

appears to be a slowdown in U.S. economic growth; relating

changes in the structure of financial institutions to the intro-

duction of virtual financial services; and determining the

role of fiscal policy in averting an economic decline.

Among the speakers at this year’s conference will be

Robert Al i ber, Un ivers i ty of Ch i c a go ; Robert Ba rbera ,

Hoenig and Co., Inc.; Stephen G. Cecchetti, Ohio State

University; Jane D’Arista, Financial Markets Center; Roger

W. Ferguson Jr., vice chairman, Federal Reserve Board of

Governors; Wynne Godley, Levy Institute; Bruce Greenwald,

Columbia University; Maurice Hinchey (D-NY), U.S. House

of Representatives (invited); Thomas M. Hoenig, president,

Federal Reserve Bank of Kansas City; Jan Kregel, UNCTAD

and Levy Institute; Karin Lissakers, International Monetary

Fund; Martin Mayer, Brookings Institution; and Diane C.

Swonk, Bank One Corporation.

After the Bell: Education Solutions outside the School

June 4–5,2001

Blithewood, Annandale-on-Hudson, New York

This conference examines issues related to educational policy

and politics. It is sponsored by The Jerome Levy Economics

Institute of Bard College and the New York University Center

for Advanced Social Science Research, and organized by

Dalton Conley, director of the CASSR and associate profes-

sor of sociology, New York University.

What Has Happened to the Quality of Life in America and

Other Advanced Industrialized Nations?

June 6–7,2001

Blithewood, Annandale-on-Hudson, New York

The purpose of this conference is to assess available measures

of well-being, propose new ones, and analyze and compare

possible measures. The conference is organized by Edward N.

Wolff, Levy Institute senior scholar and professor of eco-

nomics, New York University.

A NOTICE TO OUR E-MAIL SUBSCRIBERS

If you signed up for e-mail notification of Levy Institute pub-

lications and events via our website between December 2000
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and January 2001 and have not yet received an e-mail notifi-

cation titled “LevyNews,” we request that you return to the

site and sign up again. Due to technical difficulties, some of

the original entries never made it to our server. If you sign up

a second time, you will not receive multiple e-mail copies of

LevyNews, even if your original entry was correctly recorded

by our server. We apologize for any inconvenience.

PUBLICATIONS AND PRESENTATIONS

BY LEVY INSTITUTE SCHOLARS

W Y N N E G O D L EY Distinguished Scholar 

Publication: “Fiscal Policy to the Rescue,” Financial Times,

January 21.

Presentations: Panelist, meeting on Macroeconomic

Challenges and Policy Responses, Economic Policy Institute,

January 25; “A Neo-Kaldorian Model of Growth in a Stock-

Flow Monetary Framework” (with Marc Lavoie), Eastern

Economic Association, New York, February 23–25.

PH I L I P A R E S T I S Visiting Senior Scholar

Publications: A Biographical Dictionary of Dissenting

Economists (with Malcolm Sawyer). Northampton, Mass:

Edward Elgar, 2000; “An Alternative Stability and Growth

Pact for the European Union” (with Kevin McCauley and

Malcolm Sawyer). Cambridge Journal of Economics 25:1

(2001);“Financial Development and Economic Growth:

The Role of S tock Ma rket s” ( with P. O. Dem etri ades and K. B.

Lu i n tel ) . Jou rnal of Mo n ey, Credit and Ba n k i n g, 33:1 (2001).

Pre s en t a ti on s : “Financial Policies and the Avera ge Produ ctivi ty

of Capital: Evidence from Developed and Developing

Economies” (with P. Demetriades and B. Fattouh), Allied

Social Science Associations, New Orleans, January 5–7; “The

Causes of Eu ro In s t a bi l i ty ”( with An d rew Brown , Iris Bi ef a n g -

Frisancho Mariscal and Malcolm Sawyer), Allied Social

Science Associations, New Orleans, January 5–7, and t h e

Un ivers i ty of Bi l b a o, Ja nu a ry 22; “What Role for the Tobi n Ta x

in World Econ omic Govern a n ce ? ”( with Ma l colm Saw yer )

and “Fiscal Deficits in Monetary Unions: A Comparison of

EMU and U.S.” (with M. Khan and K. B. Luintel), Eastern

Economic Association, New York, February 23–25.

JA M E S K. G A L B RA I T H Senior Scholar

Publications: “Corporate Democracy, Civic Disrespect.”

The Texas Ob server, Ja nu a ry 19; “A Sti tch in Time? We’ ll See .”

T h e Stre et . co m, Ja nu a ry. ( w w w. t h e s treet . com / com m en t /

galbraith/1252149.html); “Watching Greenspan Grow.”

Review of Justin Martin’s Greenspan: The Man behind

Money and Bob Woodward’s Maestro: Alan Greenspan and

the American Boom. The American Prospect, January 29.

Presentations: “Inequality and Growth Reconsidered Once

Again: Some New Evidence from Old Data” (with Pedro

Con ceicao and Hy u n sub Kum) and “Air Power after Ko s ovo,”

Allied Social Science Associations, New Orleans, January

5–7; “What Has Happened to Global Inequality and Why?”

Lewis and Clark College, February 8;“European Unemploy-

ment: Learning the Right American Lessons,” Eastern

E con omic As s oc i a ti on , New York , Febru a ry 23–25; “ In equ a l i ty

and Globalization: What Has Happened and What it

Means,” Winchester College, Salt Lake City, March 12–15.

RO B E RT A. M A RG O Visiting Senior Scholar

Pu bl i c a ti on s : “ Race and Home Own ers h i p : A Cen tu ry - Lon g

View”(with William Collins). Explorations in Economic

Hi s to ry 38 (2001); “Wom en’s Work? Am erican Sch oo l te ach ers ,

1650–1920” (with Joel Perlmann). Chicago: University of

Chicago Press, 2001; Review of Price Fishback and Shawn

Ka n tor ’s A Prelude to the Wel f a re St a te: The Ori gi n s of Worker’s

Compensation. Southern Economic Journal 67 (2001).

Presentations: “Rising Wage Dispersion across American

Manufacturing Establishments, 1850–1880,” Allied Social

Science Associations, New Orleans, January 5–7; at George

Washington University, Washington, D.C., February 28; at

McGill University, Montreal, March 15; and at the

P U B L I CATIONS AND PRESENTAT I O N S



University of Toronto, March 16;“Productivity in

Manufacturing and the Length of the Working Day:

Evidence from the 1880 Census of Manufactures,” National

Bureau of Economic Research, Cambridge, Mass., March

10; and Yale University, March 28.

D I M I T R I B. PA PA D I M I T R I O U President

Publication: Review of Isao Ohashi and Toshiaki

Tachibanaki’s Internal Labour Markets: Incentives and

Employment. Economic Journal 111 (2001).

Media: Press conference discussing the publication of

“Unconventional Wisdom: Alternative Perspectives on the

New Economy,” by Jeff Madrick, Century Foundation, New

York, January 26; “Strategic Concerns Generated by the U.S.

Trade Deficit,” U.S. Business and Industry Council press

conference, Washington, D.C., February 20.

M A LC O L M S AW Y E R Visiting Senior Scholar

Publication: “An Alternative Stability Pact for the European

Union.” Cambridge Journal of Economics 25:1 (2001).

Presentations: “What Role for the Tobin Tax in World

Economic Governance?”(with Philip Arestis),“EMU and

Fiscal Policy,” and “NAIRU, Aggregate Demand,and

Investment,” Eastern Economic Association, New York,

February 23–25.

E DWA R D N. WO L F F Senior Scholar

Publications: “Tendencias Recientes en la Propiedad de la

Riqueza.” In Diego Guerrero, ed., Macroeconomía y crisis

mu n d i a l . Mad ri d : E d i torial Tro t t a ,2 0 0 0 ;“ E n gines of Growt h

in the U.S.Economy”(with Thijs ten Raa) and “Human

Capital Investment and Economic Growth: Exploring the

Cross-Country Evidence.” Structural Change and Economic

Dynamics 11:4 (2000); “The Rich Get Richer . . . and Why

the Poor Don’t .” The Am erican Pro s pe ct, Febru a ry 12.

Presentations: “The Stagnating Fortunes of the Middle

Class,” Seminar, State University of New York, New Paltz,

November 9;“Median Wealth: Why is it Increasing So

Slowly?” Seminar, John F. Kennedy School of Government,

Harvard University, December 18; “The Stagnating Fortunes

of the Middle Class” and “What’s Behind the Recent Rise in

Profitability?” Allied Social Science Associations, New

Orleans, January 5–7; “The Impact of IT Investment on

Income and Wealth Inequality in the Postwar U.S.

Economy,” UNU/WIDER Project Meeting on Production,

Employment, and Income Distribution in the Global

Digital Economy, Helsinki, January 12–13.

L. RA N DA L L W RAY Visiting Senior Scholar

Publications: “U.S. Tax Cut is Likely to Be Far Too Small,”

Financial Times, January 22; “Are Prisons Our Best Way to

Stimulate the Economy?”(with Marc-André Pigeon), Street

Light 5:1 (2001).

Pre s en t a ti on s : “ How to Im p l em ent Tru e , Fu ll Employm en t”

and “Did the Rising Tide Eliminate Our ‘Surplus’

Population?” Allied Social Science Associations, New

Orleans, January 5–7;“Understanding Modern Money: An

Overview of an Alternative Approach to Monetary Theory

and Policy,” University of Southern California, January 9.

Media: Interview for “Father Greenspan Loves Us All,” by

William Greider. thenation.com, January 1.

J Ö RG B I BOW Visiting Scholar

Presentation: “Easy Money through the Back Door: The

Markets versus the ECB,” Eastern Economic Association,

New York, February 23–25.

A J I T ZAC H A R I A S Resident Research Associate

Presentations: “Interindustrial Profit Rate Differentials:

Theory and Evidence,” All i ed Social Scien ce As s oc i a ti on s ,

New Orl e a n s , Ja nu a ry 5–7; “ Inven tories and In teri n du s tri a l

Profit Ra te Di f feren ti a l s ,” E a s tern Econ omic As s oc i a ti on , New

York , Febru a ry 23–25.

W I L L E M T H O R B E C K E Research Associate

Publication: “Estimating the Effects of Disinflationary

Monetary Policy on Minorities.” Journal of Policy Modeling

23:2 (2001).

Presentations: “Financial Factors in the Indonesian

Economic Crisis,” The World Bank, Washington, D.C.,

February 20;“Modeling the Socioeconomic Impact of the

Economic Crisis in Indonesia,” The World Bank, March 12.
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RECENT LEVY INSTITUTE PUBLICATIONS

WORKING PAPERS

Crowding In or Crowding Out? A Classical-Harrodian

Perspective

JA M E E K. M O U D U D

No. 315, October 2000

Ha rrod versus T h i rlwa ll: A Re a s se s s m ent of Expo rt - Led Growt h

JA M E E K. M O U D U D

No. 316, November 2000

Productivity in Manufacturing and the Length of the Working

Day: Evidence from the 1880 Census of Manufactures

J E R E M Y ATAC K, F R E D BAT E M A N, a n d RO B E RT A. M A RG O

No. 317, November 2000

Origins of the GATT: British Resistance to American

Multilateralism

JA M E S N. M I L L E R

No. 318, December 2000

Compensatory Inter Vivos Gifts

S T E FA N H OC H G U E RT E L and H E N RY O H L S S O N

No. 319, December 2000

“Race or People”: Federal Race Classifications for Europeans

in America, 1898–1913

J O E L PE R L M A N N

No. 320, January 2001

Testing Profit Rate Equalization in the U.S. Manufacturing

Sector: 1947–1998

A J I T ZAC H A R I A S

No. 321, February 2001

Will the Euro Bring Economic Crisis to Europe?

PH I L I P A R E S T I S and M A LC O L M S AW Y E R

No. 322, March 2001

Easy Mo n ey throu gh the Ba ck Doo r: The Ma rkets versus the ECB

J Ö RG B I BOW

No. 323, March 2001

POLICY NOT E S

Why Does the Fed Want Slower Growth?

L. RA N DA L L W RAY

2000/7

Fiscal Policy to the Rescue

W Y N N E G O D L EY

2001/1

Fiscal Policy for the Coming Recession: Large Tax Cuts Are

Needed to Prevent a Hard Landing

D I M I T R I B. PA PA D I M I T R I O U and L. RA N DA L L W RAY

2001/2

PUBLIC POLICY BRIEFS

Financing Long-Term Care

Replacing a Welfare Model with an Insurance Model

WA LT E R M. C A D E TT E

No. 59, 2000 (Highlights, No. 59A)

A Dual Mandate for the Federal Reserve

The Pursuit of Price Stability and Full Employment

W I L L E M T H O R B E C K E

No. 60, 2000 (Highlights, No. 60A)

Whither the Welfare State?

The Macroeconomics of Social Policy

JA M E E K. M O U D U D a n d A J I T ZAC H A R I A S

No. 61, 2000 (Highlights, No. 61A)

Is There a Skills Crisis?

Trends in Job Skill Requirements, Technology, and Wage

Inequality in the United States

M I C H A E L J. H A N D E L

No. 62, 2000 (Highlights, No. 62A)

The Future of the Euro

Is There an Alternative to the Stability and Growth Pact?

PH I L I P A R E S T I S, K EV I N MCC AU L EY, a n d

M A LC O L M S AW Y E R

No. 63, 2001 (Highlights, No. 63A)

The Summary and other Levy Institute publications are

ava i l a ble online on the Levy In s ti tute web s i te ( w w w. l ev y. o rg ).

To order any of the above publications, call 845-758-7700

or (in Washington, D.C.) 202-887-8464, fax 845-758-1149,

e-mail info@levy.org, write The Jerome Levy Economics

Institute of Bard College, Blithewood, PO Box 5000,

Annandale-on-Hudson, NY 12504-5000, or visit our 

website at www.levy.org.
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