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Executive Summary

This occasional paper is the second in a series on the youth labor market which

follows from research conducted at the John W. McCormack Institute under a grant from

the National Science Foundation. The first paper presented an analysis of Current

Population Survey data related to the labor market outcomes of 20-year old white, Black,

and Hispanic youth in the 1960s and 1980s who had gone no further in their schooling

than the high school diploma. This research concluded that there had been a serious

deterioration in employment and earnings for young workers between the two decades.

This was particularly true for young African-Americans. The analysis showed that about

half of the decline in annual earnings among young men could be explained by the loss of

manufacturing jobs in the midwest and northeast.

The present paper relies on these findings, as well as those of a number of other

authors, to motivate a discussion of public policy alternatives for improving labor market

outcomes for these disadvantaged groups. Various hypotheses about the deterioration in

employment and earnings are first considered. On the "supply side" of the labor market

are such factors as declining worker quality, rising reservation wages, crime as an

alternative to regular work, and competition from immigrants. On the "demand side" are

such factors as a slowdown in aggregate economic growth, a skill mismatch between

workers and jobs, a spatial mismatch between where workers live and where jobs are

located, and deindustrialization. Other possible factors include declining unionization

and increased discrirnination.

The study concludes that differences in formal education cannot explain much of

the growing gap in labor market outcomes between white and black young men. Being

trapped in central city areas where jobs have long departed as well as overall

deindustrialization provide a better explanation of labor market deterioration. Declining

unionization rates and a reduction in the real value of the rninimum wage also have

contributed to the loss in earnings.

A long series of public policy options are considered ranging from new education

programs including co-op and apprenticeship training to structural policies aimed at

accelerating economic development in inner city neighborhoods. Reducing the cost of

locating business activity in the central city is discussed along with alternatives for

improving social conditions in these communities. In summarizing the research, the

paper suggests that it will be necessary to work on both the supply and the demand sides

of the labor market to reverse the trend toward disasterously poor labor market outcomes

for young workers of color who have less than a college education.



PUBLIC POLICY ALTERNATIVES FOR DEALING WITH THE
LABOR MARKET PROBLEMS OF CENTRAL CITY YOUNG ADULTS:
IMPLICATIONS FROM CURRENT LABOR MARKET RESEARCH

Barry Bluestone

Mary Huff Stevenson

Chris Tilly

During the past five years, there has been a dramatic growth in scholarly research

regarding the labor market outcomes of young adults who reside in metropolitan areas.

Much of this has been sparked by the growing concern over the so-called "underclass" and

the apparent polarization of employment opportunities and wages in the U.S.

This paper has three purposes. The first is to briefly summarize the existing

evidence on trends in labor market outcomes for young adults, particularly those who live

in metropolitan areas and have no more than a high school education. The second is to

summarize much of the existing research that attempts to explain these trends. The third —
and most important — is to explore various public policy alternatives that follow from this

research.!

[] In preparing this report, we have drawn heavily on a number of recent review articles.

The most important of these are: Philip Moss and Chris Tilly, "Why Black Men are Doing

Worse in the Labor Market: A Review of Supply-Side and Demand-Side Explanations,"

Social Science Research Council, 1991; Barry Bluestone, Mary Stevenson, and Chris Tilly,

"An Assessment of the Impact of 'Deindustrialization
,

and Spatial Mismatch on the Labor

Market Outcomes of Young White, Black, and Latino Men and Women Who Have

Limited Schooling," John W. McCormack Institute of Public Affairs , August 1992; John

Bound and Richard B. Freeman, "What Went Wrong? The Erosion of the Relative

Earnings and Employment of Young Black Men in the 1980s," Quarterly Journal of

Economics , February 1992; and Harry J. Holzer, "Black Employment Problems: New
Evidence, Old Questions," Michigan State University, January 1993, mimeo.
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Recent Trends in Labor Market Outcomes of Young Urban Workers

There is virtually no disagreement in the research community concerning a number

of basic trends in the labor market outcomes of young workers who have completed no

more than the high school degree.

** Jobless rates (defined as the proportion of workers reporting no work or earnings for an

entire year — either because of unemployment or labor force non-participation) have

increased for all young workers.

** Rising joblessness, combined with stagnating or declining real wage rates, has

contributed to a decline in average annual earnings among young men. For young

women, increases in the average number of weeks worked per year among those who
work at all have contributed to modest increases in real annual wages.

** This picture of a nearly universal growth in joblessness (and for young men, declining

earnings) is overshadowed by an even more powerful trend -- the enormous divergence

between the labor market outcomes of black and white men.2 All out of proportion to

whites, the jobless rate of young black men has exploded since the 1960s. With sharp

declines in labor force participation and substantial increases in unemployment, real

annual earnings of young black men have plummeted both in absolute terms and in

relation to white male cohorts with similar education.

** For young women, the racial trends are quite different: access to a broader array of

occupations with higher wages has contributed to a growth in the annual earnings of

young black women relative to whites since the 1960s. More accurately, the wage ratio

between black and white women has followed a U-pattern. A year-to-year analysis

suggests that young black women made significant inroads toward equality with white

women from the early 1960s through 1979. Since then, the wage gap has increased

[] Largely because of a lack of publicly available data before 1970 on the economic status of

Hispanics, there has been little analysis of trends in white/Hispanic employment and

earnings ratios.
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again. Not all of the previous black female gain has been eliminated by this reversal.

Overall, this has led to a narrowing of ~ but by no means a closing — of the racial

earnings gap among women. Moreover, even with the progress made during the 1960s

and 1970s, the jobless rate of young black women remains the highest of any group of

young workers and their weekly wages and annual earnings continue to lag behind all

other groups. This is true even when the analysis is restricted to young women who are

not needed in the home to care for other family members.

** Among young men, the relative decline in employment and earnings has been most

severe among high school dropouts.

** Deterioration in earnings among all young black workers has been greater in central

cities than suburbs.

** The worst deterioration in employment and earnings for all young workers has occurred

in the Midwest.

What imbues these trends with more than passing academic interest is the sheer size

of the deterioration of labor market outcomes specifically among young black men — and

the potential social consequences of such a dramatic decline in their attachment to the

regular labor market. A few statistics drive this point home. They are based on Bluestone,

Stevenson, and Tilly (1992) and refer to 20-year old black men during two periods (1963-67

and 1983-87). The raw data on these young black workers is from combined March

Current Population Surveys for 1964-1968 and 1984-1988 and refer only to those who

normally would be considered likely to work — those not ill, not in school, and not in the

armed forces.

** Among high school dropouts, the average jobless rate climbed from 6.0% in the mid-

1960s to 36.1% in the mid-1980s. (This compares with an increase from 1.4% to 10.3%

for comparable whites). "Jobless" here refers to an individual who reported no

earnings, no hours of work, and no weeks worked for the entire calendar year previous

to the March CPS Survey.

** Among high school graduates, the average jobless rate rose from virtually zero to

14.3%. (This compares with an increase to 2.5% for comparable whites.)

Among high school dropouts who worked at all during the year, the number of reported

weeks worked fell from 39.1 to 33.6. (For comparable whites, the number of weeks
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worked rose slightly from 38.5 to 40.8.) Even among high school graduates, the average

number of weeks worked declined — from 41.3 to 40.5 compared with a white increase

from 41.7 to 45.2 weeks.

** The one "bright" spot in the data comparing the 1960s with the 1980s is found in real

weekly earnings among those who work at least some time during the year. Weekly

earnings have fallen less for young black men than for young white men. Among high

school dropouts, real weekly wages fell by only $9 for black youth; by $46 for white

youth. Among high school graduates, the weekly wage losses were $26 and $42,

respectively.

It is important to note, however, that as in the case of the wage gap between black

and white women, continuous time trend data suggest that in recent years — at least since

the end of the 1970s — the hourly earnings ratio between black and white men has once

again begun to grow.3 Thus, even this one "bright" spot in the data must be viewed with

some caution.

** Overall, because of the dramatic rise in black joblessness, real annual earnings fell

(between the mid-1960s and mid-1980s) by 18 percent for black male high school

graduates; by only 5 percent among comparable white males. Real annual earnings (in

1987 dollars) among black male high school dropouts fell from $5,754 to only $3,029 — a

decline of 47 percent. Earnings for comparable white men fell as well, but by only 17

percent to $7,880.

** Among young black men, the deterioriation in labor market outcomes has occurred

disproportionately in the central cities. In the mid-1960s, the annual earnings of central

city young black men was nearly 20 percent higher than those living in suburban

communities. Twenty years later, the pattern is reversed — suburban earnings were 20

percent higher than central city earnings. There is no statistically significant difference

in earnings between central city and suburban white men in either the 1960s or 1980s.

[] This trend is most clearly revealed in the analysis by John Bound and Richard Freeman,

1992.
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** Among young men (both black and white), the deterioration in labor market outcomes

has occurred disproportionately in metropolitan areas experiencing large losses in

manufacturing industry. In the 24 SMSAs experiencing the slowest growth in overall

employment and the fastest rate of deindustrialization, the estimated jobless rate

among 20-year-old black men was 42 percent during the 1983-87 period. In contrast, in

the 24 SMSAs experiencing the greatest growth in overall employment and the slowest

rate of deindustrialization, the jobless rate was "only" 18 percent. Not unexpectedly, all

24 high jobless SMSAs were in the Midwest or Northeast; all 24 low jobless SMSAs
were in South, the Southwest, and California.

Between the 1960s and 1980s, approximately half of the nationwide decline in real

annual earnings for 20 year old men (both white and Black) can be linked to

deindustrialization. However, because of the much larger dollar decline experienced by

young black men, this factor is especially significant for this group.

The picture for young black women is a bit less discouraging than that for young

black men — but only because of the rate of improvement from extraordinarily low wages in

the 1960s. Even with this progress, joblessness among young black women has become a

serious problem while weekly wages and annual incomes remain, on average, below those

of any other group.

** Among high school dropouts, the jobless rates of 20 year old white and black women
were virtually identical in the mid-1960s: 6.6% vs. 6.8%. By the mid-1980s, the rate had

nearly tripled for whites (18.3%). For young black women, the rate increased by a

factor of six — to 43.6%. The rates for high school graduates were much lower for both

whites and blacks. Nonetheless, by the mid-1980s the black female jobless rate for high

school graduates had climbed to 20.6% compared to only 4.1% for the corresponding

white female group.

** Offsetting these jobless trends was the gain in weekly earnings among young black

women. On average, real weekly earnings for young white women were nearly identical

in the mid-1960s and mid-1980s. The same was true for young black female high school

graduates. However, there was an 84 percent increase in the weekly earnings of young

black high school dropouts — as their employment shifted from domestic service to

other, less poorly remunerated sectors of the economy.
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** As a result of rising wages among high school dropouts and a much higher high school

completion rate, the weekly earnings gap between working black and white women fell

between the mid-1960s and mid-1980s. The gap in earnings among high school

dropouts declined to zero; among high school graduates and dropouts combined, it fell

from $82 per week to $32.

Unlike the pattern for men, the growth in joblessness on the one hand and the

growth in weekly earnings among "non-jobless" young women on the other has created a

polarization of labor market outcomes especially among black women. Those with jobs are

doing significantly better than their counterparts twenty years earlier. But the proportion

with no work at all has grown, creating a greater gap in annual earnings between those in

the workforce and those who are not.

In summary, the basic trends suggest two types of labor market polarization

occurring among young workers. Among men, an immense racial gap has opened in

employment and earnings. Among women, a large gap in annual earnings has opened

between those who are working and the ever larger pool who are out of the workforce

altogether.

Explaining these Labor Market Trends

Moss and Tilly (1991) have produced an extremely useful summary of possible

"supply-side" and "demand-side" explanations for the worsening performance of young

black men in the U.S. labor market We review their most basic findings here.

On the supply side , they list the following:

Competing Groups - Increases in labor force participation of women and an

increase in both legal and illegal immigration may be responsible for displacing

young black men to lower points in the employment queue.

Crime - Increases in the opportunity to engage in criminal activity among young

black men may be responsible for the sharp reduction in reported employment and

earnings. Moreover, increases in drug use may have reduced the pool of "job

eligible" young black workers.
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Reservation Wages - Young blacks may have raised their reservation wage --

refusing to work at menial jobs at low pay.

Worker Quality - School performance, particularly for black youth, may have

declined. A high school diploma may not represent as much education as it did a

generation ago. In addition, other indicators of "employability" such as "social skills"

and communication skills may have deteriorated especially for young blacks. Health

status may also have declined.

On the demand side , Moss and Tilly note the following possible explanations.

Aggregate Demand - Slow growth and high unemployment may have

disproportionately affected young black men.

Skill Mismatch - A decline in the relative demand for less-skilled labor may have

hurt all young workers with limited education. With a higher dropout rate and less

education, young black men may be disproportionately affected.

Spatial Mismatch - Young black workers may have lost geographical access to jobs

as they are increasingly concentrated in urban ghetto areas while jobs have fled to

the suburbs.

Deindustrialization - A decline in manufacturing employment may have had a

disproportionately negative impact on young black workers.

In addition to supply-side and demand-side hypotheses, Moss and Tilly identify

institutional factors that could help to explain these trends.

Union Density - Declining unionization may disproportionately affect young black

men - the group most helped by unionization in the past.

Minimum Wage - Erosion in the real value of the minimum wage may have had a

disproportionate impact on the wages of young blacks — those most likely to be

working in jobs that pay the statutory minimum. Any gain in employment

opportunity resulting from a decline in the wage floor may be much more than
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offset by the loss in wage income.

Internal Labor Markets - The growth in part-time and contingent labor demand

may have led to more frequent and longer spells of unemployment for those at the

end of the job queue ~ and cut off promotion possibilities to better jobs.

Discrimination - Possible increases in "pure" and "statistical" discrimination may

have pushed young black workers further back in the job queue.

A Brief Review of the Evidence Regarding these Hypotheses

There is yet to emerge a research community consensus on a number of these

hypotheses. Nonetheless, we can discern some useful information from the studies that

have been completed to date.

Supply-Side

** Tests of the competing groups hypothesis yield disparate results. Based on a number of

cross-section studies, there appears to be little evidence suggesting that an increase in

immigration has had a discernible impact on the labor force participation, employment

levels, or earnings of native bom blacks, younger blacks, or less educated blacks

(Antonji and Card, 1988; LaLonde and Topel, 1988). However, time series studies as

well as analysis of employer surveys point to the opposite conclusion (Katz, Borjas, and

Freeman, 1990; Neckerman and Kirschenmen, 1990).

Competing group theory may be helpful in explaining increases in jobless rates and

stagnating real earnings for both white and black men. Simply the increase in the
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supply of less-skilled workers can drive wages down in a competitive market. But the

theory may also explain the differential trends in these outcomes by race (and by

gender) given a particular structure of job queues in the labor market. Increased

immigration can be a source of the growing black/white real earnings ratio if one

assumes a job queue model with pre-existing racial (or gender) gaps that are

subsequently filled in by a growing number of immigrants. This will increase the

distance in the job queue between native born blacks and whites.

Existing data neither conclusively confirm nor reject this hypothesis, but in particular

industries and occupations, competing groups may indeed be a significant factor in

constraining the job opportunities of both young whites and blacks. Hispanic

immigrants, for example, have come to dominate janitorial services in downtown office

complexes in Boston ("Who's Cleaning Boston", 1989). Formerly, many of these tasks

were handled by ethnic whites and blacks.

How significant a role immigration plays in overall national trends is questionable,

however, given regional data. If competing groups were the dominant factor explaining

the growing joblessness of young workers and the growing black male/white male gaps

in employment and earnings, one would suspect the impact would be greatest in

California, the Southwest, Florida, and the Northeast. However, the region of the

country experiencing the greatest increase in joblessness, the sharpest declines in

earnings, and the greatest increase in black/white differences in these outcomes is the

Midwest, a region not noted for large foreign immigration in the post World War II era.

A number of surveys indicate that the economic returns to criminal activity significantly

outweigh those to legitimate labor market pursuits. If so, than the continuing racial gap

in legitimate employment opportunities should, in theory, lead to both a higher

measured "jobless" rate (in the regular economy) among blacks combined with a higher

average wage rate for those black workers who choose to remain in the legitimate labor

market That is, those who turn to criminal activity as their primary form of "work" will

appear as jobless in standard survey statistics, and the measured wages of blacks in the

regular economy should rise relative to whites as poorly paid blacks drop out of the

traditional labor market in favor of employment in the "underground" economy.

Indeed, this line of reasoning is fully consistent with the employment and wage data

which compares labor market outcomes for the 1960s with the 1980s. Jobless rates for

black men rose disproportionately, while the gap between black and white male

earnings declined. But it is inconsistent with data that demonstrate a growing wage gap

between young black and white men during the 1980s.
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Of course, whether or not the existence of criminal activity has become a dominant

factor in explaining current labor market outcomes begs the question as to what factors

are responsible for explaining the initial racial divergence in employment opportunities

and wages in the legitimate economy — which is responsible according to this reasoning

for the initial substitution of criminal activity for regular labor market participation

among young blacks.

** Under a plausible set of economic conditions, the reservation wage hypothesis is

consistent with data showing a combination of divergence in jobless rates and

convergence in wage rates between black and white youth. A rising reservation rate

among black workers will result in measurably higher wages. However, if the higher

reservation wage is not matched by higher productivity as perceived by employers, it will

also result in higher measured unemployment. Again, while this set of consequences is

consistent with the 1960s/1980s comparison data, it is inconsistent with the wage data

for the 1980s.

** There is mixed evidence for the worker quality hypothesis. Data suggest that both the

level of formal schooling and measured test scores among young black men have not

declined over time, but actually increased (National Center for Education Statistics,

1988; Jencks, 1991). The proportion of all young black men who drop out of high

school has declined significantly between the 1960s and 1980s both in absolute terms

and relative to white men.4 Hence, at least on such criteria as years of school

completed, differences in worker quality cannot explain existing labor market trends.

Other evidence, however, suggest that worker quality factors other than years of formal

schooling (e.g. communication skills, math skills) explain a large portion of the existing

wage gap between whites and blacks (Ferguson, 1992). This evidence, however, does

not automatically explain racial trends in either unemployment rate or earnings

differentials.

All in all, supply side hypotheses may help to explain a portion of the growing

joblessness and stagnating or falling wages for young men in general. But, by themselves,

supply side factors do not provide a full account of the extraordinary deterioration of labor

[] According to the Bluestone/Stevenson/Tilly analysis of 20-year old men, the high school

completion ratio between young blacks and whites increased from .66 in the mid-1960s to

.87 in the mid-1980s.
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market outcomes for young black men or the lingering high levels of joblessness and low

wages of young black women. For this reason, it is essential to consider evidence on the

demand side of the labor market and possible shifts in the underlying institutional setting of

contemporary urban labor markets. Finally, there may be complex interactive or feedback

mechanisms at work between all three types of factors.

Demand-Side

** There is evidence that changes in youth unemployment rates respond to variations in

short-term aggregate demand (Cain and Finnie, 1987; Freeman, 1989, 1990; Osterman,

1989). Yet while such research indicates tighter labor markets temporarily reduces

joblessness and raises the wages of young workers ~ both white and black — the long-

term deterioration in employment and earnings between the 1960s and 1980s appears to

hold regardless of short-run aggregate economic conditions. Moreover, only if one

accepts an extremely segregated version of job queues can small changes in aggregate

unemployment rates explain the dramatic increase in the jobless rate gap between

young black and white workers. As such, while tight labor markets may be a necessary

condition for lowering jobless rates among young less-educated workers, it is by no

means a sufficient condition.

** There appears to be stronger evidence of a growing skills mismatch between young

workers and new job opportunities (Bound and Johnson, 1992). Jobs in the service and

trade sectors often require literacy and social skills that manufacturing jobs do not.

Hence, as the economy shifts from goods producing to service industry based

employment, job opportunities decline even if the supply of skills is constant. This may
explain the growing joblessness and wage stagnation of young male workers — and

perhaps even the relative improvement among young women. The loss of

manufacturing jobs and growth in service jobs may benefit women at the expense of

men, given traditional modes of occupational segregation. Again, however, we need

some explanation for the growing racial gap among young men. That is, we need an

explanation of why the shift from manufacturing to services has a disproportionate

impact on young black men.

** On the surface, spatial mismatch appears to explain some of the racial pattern in labor

market outcomes for young workers. The evidence suggests that between the 1960s and

the 1980s, jobless rates have risen much faster for central city black youth than for those

living in suburban locations (Kasarda, 1990; Bluestone, Stevenson, and Tilly, 1992).

With jobs moving out of the central city, young blacks trapped in the city with limited

transportation appear to be at a significant disadvantage in the labor market.
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But no such mismatch appears for young whites. They appear to fare as well in central

city locations as in the suburbs, suggesting that spatial mismatch in and of itself cannot

explain the heavy labor market losses suffered by young black men. White men appear

to have a much better chance of finding jobs in the service sector in the city than young

black men. Hence, it is not that jobs have left the city that so adversely affects young

black men, but that the types of firms remaining in the city provide relatively few job

opportunities for them.

** Along with spatial mismatch, deindustrialization seems to have had a

disproportionately adverse impact on young black men (Bluestone, Stevenson, and

Tilly, 1992; Acs and Danziger, 1992; Johnson and Oliver, 1992; Bound and Holzer,

1993). A comparison across major metropolitan areas indicates that the jobless rates

and earnings of young black men depend significantly on the rate of manufacturing job

loss in the cities where they live. Making the transition from "blue collar" work to "white

collar" service employment seems much more difficult for young black men.

In summary, while demand side factors alone cannot explain all of the deterioration

in young men's labor market outcomes or the particularly severe losses sustained by young

black men, the strongest demand side factors appear to be related to both spatial mismatch

and deindustrialization as opposed to shifts in aggregate demand. This points to a

structural rather than macroeconomic explanation for both the deterioration in labor

market outcomes among young male workers and for the growing racial gap in outcomes.

Institutional Factors

Along with these factors, however, are a number of related institutional factors that

must be considered.

** The decline in union density seems to have had a small, but discernible, impact on

reducing the relative earnings of blacks (Bound and Freeman, 1992). This is consistent

with the decline in higher wage manufacturing jobs.

Similarly, the decline in the real value of the minimum wage appears to have hurt the

relative earnings of young black workers (Bound and Freeman, 1992).

Changes in internal labor markets toward fewer job ladders and more part-time
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employment appear to have had a disproportionately adverse impact on young black

workers (Tilly, 1990).

** While there is little direct evidence on employer hiring practices, employer surveys

point to a growth in statistical discrimination as employers tend to shy away from

recruiting in areas where there is a perceived deterioration in the quality of the

workforce. Moreover, these surveys which have relied on personal employer interviews

indicate that somewhere between one-fourth and one-third of employers voice negative

stereotypes about young black men (Neckerman and Kirschenmen, 1990).

Summarizing the Accumulated Evidence

A careful reading of all the evidence to date on the labor market outcomes of young

men suggests the following:

** Differences in formal education cannot explain the growing gap in labor market

outcomes between white and black young men. However, a general rise in skill

requirements puts all less skilled workers at a market disadvantage.

** Skill differentials unrelated to formal schooling may help to explain the black/white

jobless rate and earnings gaps, but the dramatically increasing gap over time requires a

finding of increased skill differentials. Data do not exist to test this possibility.

Being trapped in the central city is increasingly detrimental to the labor market

prospects of young black workers who have limited access to transportation.

Living in metropolitan areas undergoing rapid deindustrialization poses a serious

problem for young men, especially those who are black.

The decline of unions and the real dollar reduction in the legal rninimum wage has

contributed to a falling real wage among young men, both white and black.

Qiminal activity is almost surely associated with a rising jobless rate (in the regular

labor market), but the direction of causation is unclear. It is just as likely that a rise in

joblessness contributes to criminal activity as the option of criminal pursuits reduces

measured employment levels.
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** Outright racial bias and statistical discrimination continue to play a critical role in

explaining the sharp deterioration in black youth joblessness.

** Among black women, the growing polarization of labor market outcomes suggests that

the key element in improving earnings has to do with reducing the rate of joblessness

among those not working at all. Much more research is needed to further understand

the employment and earnings outcomes for young women since almost all of the

existing research has focussed on men.

Public Policy Implications

Despite the spate of recent research on the barriers to successful labor market

outcomes facing younger workers ~ particularly young black workers - there is yet to

emerge any consensus concerning public policy. While a myriad of policies to deal with

joblessness and low earnings have been offered, there is essentially no cost-benefit analysis

attached to any of them — either in economic or political terms. Moreover, a strong

possibility exists that even where there is consensus as to the "cause" of changing economic

opportunity, this knowledge may not prove very helpful in forging public policy. By way of

example, while the decline in blue collar industrial jobs is surely one of the key factors

related to declining economic fortunes among young workers, reversing the historical trend

associated with deindustrialization is likely impossible. Hence, understanding the source of

joblessness and low earnings in the young urban population may provide at best some

"clues" to the development of policy. Still, some clues are usually better than none so we

offer them here.

Above all, the data point to such great and growing disadvantage among young

black men and rising jobless rates among young black women that a strong case can be

made for specially targeted programs for these groups. Essentially, young black men with

no more than a high school degree and living in central cities constitute what might best be

termed an "endangered species." Many are so far out of the mainstream in terms of the

official labor market that only concentrated, focused, and well-funded public policies have

a chance of reintegrating them into regular employment. Similarly, the extraordinary

increase in the proportion of young black women who report being jobless (despite no child

care responsibilities in the home) signals the need for special targeted programs here as

well. While "universal" programs normally have strong ethical and political appeal, we
believe young black men and women with no education beyond high school constitute such

an extraordinary case that specially targeted programs are warranted.
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Following the supply-side/demand-side taxonomy used to categorize the nature of

the problem, we use the same taxonomy to categorize possible solutions.

Supply-Side Public Policies

Labor market studies by themselves do not provide any concrete suggestions as to

what types of schooling or training would be most beneficial for young black men. The

overall level of disadvantage, however, indicates that comprehensive education programs

are necessary which begin well before young men reach high school age. Breaking the cycle

of poverty and disadvantage of ghetto life requires continual infusion of education,

training, and recreational programs and the provision of extensive opportunities for

youngsters to escape central city "street life".

Programs that appear to meet this criteria include:

(1) Expansion of the "Headstart" Program to entitlement status so that all who could

benefit from pre-school have ready access to it.

(2) Provision of a Headstart "Booster-Shot" program which would provide youngsters in

grades K through 8 with organized after-school and weekend programs to help them

maintain grade level competence in school subjects and to provide a broad range of

extracurricular activities.

(3) Expansion of "Outward Bound" programs for junior high school and high school age

youngsters. Outward Bound gives young people a chance to escape the central city and

to develop social and survival skills. Like Headstart, Outward Bound should include a

"booster shot" program so that youngsters have a continuing relationship to it.

(4) Within the formal school system, specific programs are necessary to reduce the dropout

rate. Several possibilities include:

(a) An emphasis on remedial education for students who fall below grade level.

(b) The development of German-style apprenticeship programs aimed at smoothing

the transition from school to work.

(c) The expansion of co-op programs to permit students in high school to mix work
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and schooling.

All of these would require the development of a close working relationship between

the public school system and local employers.

(5) Beyond the education system, programs need to be developed that involve inner city

youth in community development projects that build pride and positive engagement

with the community.

(6) Similarly, initiatives are needed to harness and transform gangs and other youth social

groups so that they work together with more established institutions including local

church groups, recreational programs, and community development agencies.

Demand-Side Public Policies

While many supply-side policies — particularly those that question the level of

socialization in the inner city ~ are controversial in their own right, there is even less

consensus about what can be done, if anything, on the demand-side. On both ideological

and pragmatic grounds, many challenge the notion that public policy can successfully

influence labor market outcomes without serious side effects. Nevertheless, here are a

range of possibilities:

(1) While there is strong evidence that young workers face structural barriers in the labor

market no matter the level of aggregate demand, there is Utile controversy surrounding

the proposition that rapid economic growth is a sine qua non of enhanced economic

opportunity for those workers at greatest risk in the labor market Even if one is not an

adherent of a "queuing" model of the labor market, there is evidence that tighter labor

markets translate into lower joblessness among young workers.

As such, federal fiscal and monetary policies designed to stimulate aggregate demand

are important elements in any comprehensive plan to reduce unemployment in the

inner city. Not all fiscal and monetary policies, however, will have an equal positive

impact on young workers at risk. Lower interest rates through expansionary monetary

policy may stimulate very little investment in those communities where investment is

needed most Similarly, fiscal stimulus through tax cuts may have little impact on the
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inner city because disposable income in impoverished communities is hardly affected by

manipulating tax rates. In contrast, fiscal stimulus through inffastructure investment,

jobs programs, and expanded unemployment benefits will almost assuredly have a

greater impact in central cities than other forms of stimulus. The Clinton

Administration's $16 billion stimulus package defeated by a Senate filibuster in early

1993 may have done little to spur the nation's aggregate growth rate if it had passed

Congress ~ given its small size relative to national GDP ~ but its impact on central

cities might have been quite significant given its emphasis on extended jobless benefits,

summer jobs programs, and urban infrastructure investment.

(2) Deliberately targeted "structural" policies are likely to have a greater impact on central

city labor markets than even public investment-biased macroeconomic schemes. While

it is unlikely that national industrial policies will have a particularly positive impact on

the labor market opportunities of young urban workers, targeted enterprise

development in the inner city may provide job opportunities that would not otherwise

exist The same can be said of community development corporations which focus on

providing training services for workers and start-up assistance for local community

enterprises. Toward this end, public policies are needed which can help overcome the

higher costs of operating industry - particularly manufacturing - in the central city.

Among costs that are disproportionately high in the central city are:

(a) Security costs (security guards, alarm systems, property insurance)

(b) Real estate costs (costs of land acquisition, rents)

(c) Transportation costs (highways, rail spurs)

Two possible options exist to provide competitive location costs which can help to

preserve existing manufacturing jobs and perhaps even attract additional manufacturing

activity. One is "Enterprise Zones" where federal (and state) law exempt certain areas

from particular taxes or regulations (e.g. minimum wage, OSHA, EPA). The other is

direct involvement of a local or state government in reducing business costs in inner city

locations.

Given the relatively high reservation wages estimated for youth in the inner city,

traditional Enterprise Zones are unlikely to work. Sufficiently large reductions in tax
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liability and reduced regulation may make Enterprise Zones attractive to some

manufacturers, but it is unlikely that a combination of low wages and compromised

working conditions will induce many young workers to elect employment in such firms

given viable options in the "underground" and aiminal activity markets.

On the other hand, direct involvement of local and state government in beefed up

police patrols is one possible measure to reduce inner city business costs. Use of land

grants and set-asides for low rent urban industrial parks is another. The provision of

technical assistance, marketing assistance, and venture capital to inner city business

startups is still a third. Creating networks of inner city businesses is a fourth. One good

model of urban assistance to inner city business is the Economic Development

Industrial Corporation (EDIC) in Boston — a city agency originally established to

provide low cost physical space for small and mid-size businesses willing to remain (or

settle) in the central city. As it developed, EDIC provided technical assistance and

training to the businesses that located in the industrial parks established by the agency.

Combined with expanded training programs (see above), a comprehensive approach

would provide business with both safe, secure industrial space at a reasonable cost per

square foot and a ready-to-work (or at least ready-to-train) labor force.

(3) A more controversial proposition involves the development of a civilian equivalent to

military service. With contraction in the size of the U.S. armed forces, one avenue for

simultaneously providing individual discipline, training, and job experience is to create

something akin to the depression-era Civilian Conservation Corps (CCC). Acting as

employer of last resort, the federal government could set up "boot camps" in urban and

rural settings where "recruits" would learn social and technical skills while working on

special urban construction teams and rural projects. While these boot camps could be

an alternative for young offenders to serving prison sentences, it would be just as

reasonable to create such camps for those who have no criminal record. In the one

case, young people would be "drafted" into the program; in the latter, they would

"enlist" Ideally, such camps would operate with substantial input from the local

community.

Some states, including Massachusetts, are experimenting with "boot" camps for young

inner city residents. While the jury is still out on how successful these will be, there

seems to be at least some promise in these programs.

(4) More specific targeting of federal policy to the most disadvantaged of the young urban
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workforce might also require a regional geographic focus. As the evidence presented

above suggests, by far the highest concentration of jobless youth is found in cities in the

industrial Midwest and the Northeast. Targeting federal aid to states and urban areas

in these regions of the country may be politically challenging. Nonetheless, one might

argue that to the extent that federal aid is targeted to communities suffering a natural

disaster, there is precedent for funneling relief to specific communities where there is

the equivalent of a social disaster.

(5) Along this line, the federal government should be encouraged to develop "economic

impact" studies for an entire range of public policies. It is almost inevitable that a

number of contemplated changes in policy will have a disproportionate impact on young

workers. For example, while there is great dispute over the short-term and long-term

consequences of the North American Free Trade Agreement (NAFTA), there is little

disagreement over the likely impact on U.S. workers who have limited skills. NAFTA
will almost certainly further reduce job opportunities for young workers with a high

school degree or less formal schooling. Without passing judgment on NAFTA itself, a

comprehensive economic impact analysis might be useful in noting what groups in what

industries and which regions of the country are most at risk. Such an analysis could be

used for designing compensatory programs for those most adversely affected. Some

variant of "Trade Adjustment Assistance" might be in order based on such studies.

Institutional Restructuring

Beyond specific supply-side and demand-side policies, there are a number of

institutions and institutional structures that need to be modified in order to improve job

opportunities for young workers with limited formal schooling. Among these are the

following:

(1) New antidiscrirriination measures aimed at reducing the use of statistical discrimination

in hiring practices. Currently, it appears that many firms practice statistical

discrimination not out of racism per se, but as a matter of reducing the cost of hiring

"mistakes." To the extent that firms have had "bad" experiences when they have hired

younger workers, specifically young black workers, there is a tendency to shy away from

hiring all such workers. This means that even well-qualified individuals are denied job

opportunity.

One possible program for reducing statistical discriinination is to reduce the firm's

search costs by estabUshing local or state government agencies that test and certify the
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work skills of young workers. This agency, which could be a division of existing state

Employment and Training offices, would act as a clearinghouse for firms willing to hire

young workers. Young workers would register with the new agency, take certain

qualifying tests, and then be referred for training or existing jobs. Unlike most current

public employment offices, this new agency would need to have reasonably high

standards in order to gain the confidence of employers.

One other possible innovation would be the provision of "diversity training" to existing

and potential inner city business. Such training would be aimed at sensitizing managers

to cultural differences, encouraging them not to confuse such differences with more

objective measures of skill and ability.

(2) To the extent that spatial mismatch appears to have become a factor for young black

workers, it may be useful to consider various transportation programs that provide

access to jobs outside the central city. Van pools and bus transportation, while not

particularly successful in the past, may deserve another look.

(3) While young workers may not be in a position to move to suburban locations, policies to

enforce non-discrirnination in housing outside the central city may make it possible for

families to move to locations currently barred to them. Assuring fair real estate and

banking practices should be part of the greater scheme of providing greater job

opportunity for younger workers.

(4) Increasing the federal minimum wage and tying future increases to the median wage in

the private sector or the consumer price index will boost wages among young workers

and may even reduce joblessness by providing wages closer to the reservation wages in

the urban center. Minimum wages have been shown to have only a trivial impact on

reducing demand for young workers and therefore the reservation wage effect will likely

dominate any employment effect (Card, 1992; Katz and Krueger, 1992).

(5) Labor law reform may also have a beneficial effect on younger workers in the central

city, particularly as evidence suggests that unions have the greatest positive benefit on

workers with less education (Johnson and Youmans, 1971; Freeman and Medoff, 1984).

To the extent that unionization once served to raise the living standards of young

workers who found jobs in manufacturing, it is possible that greater unionization of

retail trade and service industries would be of benefit to the current generation of
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younger workers. Labor law reform, which made it easier for unions to organize and

win first contracts, could therefore redound to the benefit of young urban workers —

and particularly women who work in large numbers in these sectors.

Summary and Conclusions

What we have found in this review of the labor market prospects of young people

with limited schooling is a sharp deterioration of job opportunity for all such workers and a

real and growing crisis for young workers of color. The crisis, particularly for young black

men and women, has become so acute during the past twenty years that special targeted

programs are needed to reverse the trend toward even higher jobless rates and lower

wages.

National programs aimed at restoring "full employment" are not likely to make

enough of an impact on the joblessness of young black workers to avoid a deepening crisis.

Hence, it is necessary to consider three types of intervention targeted to the most

disadvantaged younger workers in central cities.

First, it is necessary to create the social conditions that will allow youngsters growing

up in the central city to join the mainstream of American culture. This requires major

"supply-side" policies from pre-school Headstart programs and Outward Bound to

apprenticeship training and civilian alternatives to military service, including programs to

strengthen and rebuild social institutions in poor inner city neighborhoods.

Second, "demand-side" programs are necessary to preserve industry — and

particularly manufacturing — in the central city. Reducing the cost of locating industry in

the central city by subsidizing private security and insurance costs, assuring reasonably

priced rents, and improving transportation is likely a better alternative to "Enterprise

Zone" policies that attempt to induce business to settle in particular locations through

reduced taxation and reduced regulation.

Third, institutional reform is necessary to reduce statistical discrimination and

improve an understanding of diversity, provide better geographic access to jobs in suburban

locations, and promote higher wage jobs in the central city. Providing employers with

certification of the skills of individual young workers, developing better transportation to

suburban job locations, raising the federal minimum wage, and encouraging the

unionization of retail trade and services would in all likelihood improve the job prospects of

young workers trapped in the inner cities of America.
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