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MR. SMITH GOES
TO WASHINGTON

JEAN ARTHUR JAMES STEWART

Daniel J.B. Mitchell

Our prior musing dealt with results from the California Field Poll on how folks felt about the general
state of affairs in the U.S. As notiedthat musing polls are suspe when they get into detailed
guestions about specifipublicpolicies. Typically in those cases, pollsters have to explain the policy
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guestions are presentthave a major impact on the responses. However, wiherguestions are
general, attitudes are likely to be reasonably detected.

Table 1 on thdinal pageof this musingshows the results concerning attitudaboutincome inequality

among the Californiadult population® A majority of adults are dissatisfied with income inequality. But

beyond that simple observation, there are surprises. Immigrants, who are often at the lower end of the

income distribution (especially Latinos), are less worried abugme inequality than other adults.
Presumably, the stillower incomelevelalternatives in their native countries influence the responses.

Strongly conservative and strongly liberal respondents are more concerned about inequality than others

so both (extreme) sides of the political spectrum are more concerned than centriétaing peopleage
18-29) are less worried aboutdtdespite their welpublicized job problems, issues of college debt, etc.
¢ than are other adultsLower income respondents ahess dissatisfied about inequality than others.

| came across this poll a few days aiore recently a reference appeared in thduffington Post
ostensibly about what amounts to a pugbll aimed at showing that people generally (not just in
Californt 0 I NB ¥ SR dzLJ 2dasfitk theipAshigeSsNGE Ydll yhave o doubt based on
the better poll discussed in our prior musigghat there is much concern about theverallstate of

affairs. The object of the polliscussed in théluffingon Postwasto support anew politicalmovement
G2 0S GSNXYSR da2S bSSR {1930)rEk Caprh 2KNB ESRBROF Al
Goes to WashingtaaIn that filman ordinary man is selected as a U.S. senator and confronts the
political dostructions of tie era® Although almost defeated by corruption, he is vindicated of false

charges and his efforia the Senatdo push construction of a camp for boys advance.

The public media release islttp:/ /www.field.com/fieldpollonline/subscribers/RIs2475.pdAdditional detail is
at http://media.sacbee.com/smedia/2014/07/01/17/09/1tbsVB.So.4.pdf

2http://www.huffingtonpost.com/2014/07/03/we-need-smith_n_5554830.html A link to the poll is in the article.

3Plot summan2 ¥ & {frgm ithdbom The governor of an unnamed western state, eftibHappy" Hopper (Guy Kibbee), has to
pick a replacement for recently deceased U.S. Senator Sam Foley. His corrupt political boss, Jim Taylor (Edward guresdygmasr to
choose his handpicked stooge, while popular committees want a reformegovemor's children want him to select Jefferson Smith (James
Stewart), the head of the Boy Rangers. Unable to make up his mind between Taylor's stooge and the reformer, Hoppefflieeaidemto
When it lands on edge and next to a newspaper storgrenof Smith's accomplishments he chooses Smith, calculating that his wholesome
image will please the people while his naiveté will make him easy to manipulate. Smith is taken under the wing oflthespedied, but
secretly crooked, Senator Josdpdine (Claude Rains), who was Smith's late father's oldest and best friend, and he develops an immediate
attraction to the senator's daughter, Susan (Astrid Allwyn). The unforgiving Washington press quickly labels Smith aviithmpkiosiness
being asenator. Paine, to keep Smith busy, suggests he propose a bill. Smith comes up with legislation that would authogte a feder
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that expects to control himThey see him as an appealing front m&ut the scheme goes awry.he
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government loan to buy some land in his home state for a national boys' camp, to be paid back by youngsters across éxraiitapbur in
immediately. However, the proposed campsite is already part of alulalting graft scheme included in a Public Works bill framed by the

Taylor political machine and supported by Senator Paine. Unwilling to crucify the worshipful Smithtsairtigaaft plan will go through, Paine

tells Taylor he wants out, but Taylor reminds him that Paine is in power primarily through Taylor's influence. Throutite Peéaudine

accuses Smith of trying to profit from his bill by producing fraudulenere&lthat Smith owns the land in question. Smith is too shocked by
Paine's betrayal to defertimselfand runs away. However, Smith's chief of staff, Clarissa Saunders (Jean Arthur), has come to believe in him,
and talks him into launching a filibuster postpone the Works bill and prove his innocence on the Senate floor just before the vote to expel him.
While Smith talks nostop, his constituents try to rally around him, but the entrenched opposition is too powerful, and all attempts are crushed.
Due toinfluence of the Taylor "machine", on his orders, newspapers and radio stations in Smith's home state refuse to repaoithwhe ®

say and even twist the facts against the Senator. An effort by the Boy Rangers to spread the news results itagksas the children by

Taylor's minions. Although all hope seems lost, the senators begin to pay attention as Smith approaches utter exhaustias. e last

card up his sleeve: he brings in bins of letters and telegrams from Smith's homeostafeéple demanding his expulsion. Nearly broken by the
news, Smith finds a small ray of hope in a friendly smile from the President of the Senate (Harry Carey). Smith vowms tm{irpssple

believe him, but immediately collapses in a faint. Overwiith guilt, Paine leaves the Senate chamber and attempts to kill himself with a gun.
When he is stopped, he bursts back into the Senate chamber, loudly confesses to the whole scheme, and affirms Smié's innocen
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other political movements of the 1930s.

5Plot from imdb.comwhen reporter ANN MITCHELL is laid off by managing editor HENRY CONNELL because of streamlining, she begs to
stay on sige she's supporting her MOTHER and TWO SISTERS, but it's no use. Angry, she gathers up her belongings but theshas a parting
types up a fake letter from "John Doe" stating that he's so downtrodden by the unfairness of things that he intends fffitgfyitding on

Christmas Eve. The paper prints the letter and it causes a sensation. Everyone relates to and wants to help John Ddes@atelo get

hold of the original letter is shocked when Ann tells him there was no letter. Connell,iamgady to print a retraction but Ann suggests that

they hire a "fake John Doe" to embody the pathos of the letter. She gets her job back along with a lucrative fee and Sentegitdesperate

MEN line uglaimingto have written the letter, so Aremd Connell must now pick the one. When handsome JOHN WILLOUGHBY walks in, Ann's
clearly smitten. A likeable, quiet baseball player who's fallen on bad times, John's the one who will become "Johnddgé. halfeems too

honest to lie, Ann believes balesperate enough. They create a flteer; put him up at a fancy hotel with bodyguards, making him sign an
agreement. Also in tow (much to Connell's chagrin) is THE COLONEL, a confirmed vagabond, distrustful of society, vancthedrine'so

fallinginto a trap of privilege. Next come publicity photos, which are directed by Ann to get the correct "angry protest" lobkadlities

proclaiming his anger at the unfairness of the world, John becomes an increasing media sensation, courtesy of Ingaellbwis concocted

by Connell. Meanwhile, the GOVERNOR suspects John Doe is a myth but mistakenly feels it was concocted by publish@N&oD. NORT
discredit him. Ann convinces Norton to play it for what it's worth. Norton offers her money to wiitespieeches to sell Doe. He also wants her

to work directly with him and not Connell. Ann goes to work, typing up a storm but nothing comes to mind. Ann's Mothts thadgbe

write something upbeat and simple, using the values of Ann's late fatteer mspiration. By now, John has begun realizing thabdmssball

career might not get started again if the John Doe business is revealed as a phony. Nonetheless, John reads his fixgtechapbieat

speech, written by Ann to a packed house. Anntoegbim to be sincere, suggesting that she's fallen in love with John Doe. The speech,
broadcast on the radio, stirs the people with its "love thy neighbtyfé message. CROWDS love him but John can't get away fast enough. He
and the Colonel resort to ¢hboxcars and flee. B. D. Norton, thinking he was great, wants him located. When a DINER WAITER recognizes him,
John's hope for a return to normalcy is squelched by sudden CROWDS, eager to meet him. Ann and Norton locate hitmagphafsnit it.

When Norton offers him a lecture tour, he refuses it angrily. When the common PEOPLE who have a "John Doe" club tallk¢éodrinmeho

softens when hearing how he's touched them. Now, John's torn. His itinerant pal, The Colonel, thinks he's been tiuhaksglisied, walks

out on him. Norton arranges the lecture tour. John speaks in state after state, addressing the many national clubs & Qisnzeti tells

Norton, however, that he's curious why Norton is spending so much money on the tour. ketiitea, Ann, knowing that John now likes her,

feels increasingly like the heel she feels she is. She feels even worse when John relates a tender dream that he hashdlalkste her

about how he relates to the lonely, hungry people to whom hes lspeaking. Norton gives Ann a fur coat and a gift. He then tells her that he
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ordinary man for their nefarious purposes (the Hollywood code of that era prevails), the film ends with a
vague promise that maybe someday things will be better.
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canindeedproduce political consequence8ut the notion that eithegroups orthe left or the right

can predictably sediscontentand control it for their own agendss an illusion. And the resu®u

getmay not be happy endingdndeed, there may be no resultg all6 & 5 DSnvorge If you want to

be worried about growing inequality and generalized loosedieli SR YEAS(& | 62dzi K24 4
going,that should be your concernUltimately, the political system may respond badly or not at all.
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wants John Doe to announce a new "third political party," which, it's clear to Ann, was Norton's plan all along. Nortéo beattie

presidential candidate for that party, wh will be less for the people than it is for those like Nortuig business types. John visits Ann's

Mother, telling her he'd like to marry Ann. Her gentle advice is just to ask. While John talks with Connell, the editbgdadnéw drinks,
blurtsthat Norton has a dark agenda. John feels hurt and used, as he'd felt the whole John Doe was legitimate, not a toah®pbdliital
ambitions. Connell also tells John how well paid Ann is to write the speeches and would do anything for monephiingajk in on Norton

and Ann at a lavish dinner party he's having in his mansion. John overhears Norton's political plotting as well aschAsmodst havingaided

him. Ann sees that John is listening. John asks Ann if indeed she wrote Npeeaolsand she admits it. John then confronts Norton and all at
his party. John threatens to thwart his efforts. Norton accuses John of being the fake, not him. Norton threatens tocteifdse salks. Aghast
that Norton would kill the John Doe movemémprotect his own interests, John is furious with all of them. He tells them off with passion,
impressing Ann and the STAFF, who overhear. John feels that the movement is far too powerful for Norton and his @pnhsrtorsivants

John stopped befe he can blow the whistle at the huge gathering that has now formed at a public arena. Ann catches up with John, trying to
explain, telling him that she didn't know what Norton and his people weirgddohn doesn't believe her and doesn't allow hectmmpany

him in his cab. John shows up at the event as a huge CROWD stands in the rain singing the National Anthem. A PRIESOhntr&diose

he can speak, Norton has published a report that John Doe is a fake. Norton's TROOPERS storm thehevieigtsa® det the mob's attention
and speak. With John subdued, Norton takes the mike and accuses him of being a fraud. As John tries to speak, thet Tneapéks cards.

Ann listens on the radio as the mob becomes unruly. John returns to lsplaeath a bridge with The Colonel. Newspapers herald his fakery.
Clubs disband. John feels disgraced. He's tortured by memories of the sweet, simple people that he feels he now lestioamE@Ghicomes,

the appointed time that John Doe was to taks life by leaping from the building. Some of his FOLLOWERS are convinced he'll jump, so they
head for the roof, as does Ann. Indeed, John shows up, a letter in his hand addressed to the admirers he feels hedit aloout.téljump

when Norton stepgdm the shadows with his MEN, telling him that if he jumps the mayor has been instructed to remove his i.d. and thus his
suicide will be for nothing. But John tells him he's already mailed a copy of the letter elsewhere. John's glad théy&ediisMorton that the
movement that they killed will be born all over again. Ann shows up as he's aonotgpbegging him not to do it. She insists they can start it
over again together. His followers agree. John and Ann walk away. Connell gets in thedastttva thwarted Norton.
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Table 1

Satisfaction with the way income and wealth in California is distributed

(among California adults)
Satisfied  Dissatisfied No opinion

T otal adults 38% e | 5
Party 1dentification

Democrats 37% 54 o

Republicans 37% 54 0

Independents 44% 48 8
Political 1deolosy

Strongly conservative 31% 56 13

Moderatel y conservative 49% 45 6

Middle-of-the-road 37% 55 8

Moderately liberal 38% 57 5

Strongly liberal 28% 65 7
Place of birth

T.5. 32% o0 B

Non-U.S. 50% 40 10
Race/ethmeity

Wlate non-Hispame 30% 61 9

Latino (total) 46% 47 7

U.S. born 42% 53 5
Not bornin U.S. 52% 41 7

Afncan American™ 35% 63 2

Asian Amencan 47% 37 16
Gender

Male 41% 50 o

Female 35% 56 0
Age

18-20 47% 47 6

30-39 37% 58 5

40-49 40% 50 4

50-64 33% 55 12

65 or older 33% 51 16
Household income

Less than $20.000 42% 50 8

$20,000-$39,999 40% 50 10

$40,000-$59,090 39% 53 5

$60,000-$99,090 29% o4 7

$100,000 or more 36% 57 7



aAlOKSTt t Qa&ldardesCaliyomia State Budgawill a Rainy Day Fund Fixlt

Daniel J.B. Mitchell

The Great Recession caused fiscal distress to most state and local governments. Any time the economy
turns down, tax revenue will also fall. lfetidownturn is large, the drop in revenue will also be large,
although the magnitude of the dropill vary with the type of taxes on which the government in

guestion depends.

California, as the largest state in the nation, received substantial nationaltetteas it went through its

most recentbudget crisis. The state hagdor budget crisis in the early 2000s as a result ef th

downturn thenand the bursting of the detom bubble. One consequence of that episode was the
replacement of Governor Grayaldis in the early part of his second term by recall. Movie celebrity

Arnold Schwarzenegger took his place, promising to fix what ailed Sacramento. Schwarzenegger,
0S0ldzaS 2F KAa Y2QAS adkN) adlidzasz I ddmhmghSR SOSy
otherwise have been the case.
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the Great Recessianleft him equally unpopular as Davis was when he was recaeiwarzenegger

was followedas governor by Jerry Brown in the general election of 2010; Brown had been governor for
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future downturns.

Now a state or local government can save for a rainy day simply by spending less thaniit. tskash a
policy will increase the General Fund reservdedactorainy day fund. However, this time around,
Brown wants voters in the upcoming general election to approve a foraiNgn rainy day fund

beyond the official reserve. One could ardghat no such fund is needed since the dollars that would be
accumulated could just as well accumulate with the conventional reserve. Moreover, the voters over
the years have approved other formujasmtably Prop 98 in the late 1980s which drivebdkspemling.
There is a case to be made that there are already more than enough formulas in California budgeting.

| 26 SGSNE f SGQa Lizi G K lthata)lBiEndavnisel will be kelackeGthidfalBnd | & & dzY' S
that b) his rainy day fund ballot propositi will be approved. Both outcomes seem very likely. The

popularity of the governor is a function of a voter sense that thinggmarily the budget are being

taken care of in Sacramento in an orderly process. Right now, despite various admigistsates for

which Brown could be criticized, all seems well regarding the budget. Moreover, Republicans in the

state have marginalized themselves to the point that whatever shortcomings there may be in Brown
governance, their voice is not being heardepicamong party loyalists.

As for the rainy day fund proposition, since Brown is popular and Brown says he endorses the concept,
voters will almost assuredly approve it despite concerns among policy wonks about too much formula
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driven budgeting. Inany &y (i = I & & dzY Aeledion.aNBgprd\@lof hiEiny day fund, is
Californiaout of thewoods ¢ KS | Ya8SNE dzy F2NIlidzy §Sfe&sx Aa GKIFG A
downturn to upset the state budgetThus, the economic pain pliblic sectodlayoffs and cuts to

education, social programs, etc., could easily be revisited.
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reserve in the General Fund back then built up to almost a third of tite $tudget. But then came the

combination of Propsition13 of 1978which drastically cut and capped local property taxesl a

period of recession in the early 1980s. Due to Prop 13, the state had to bail out local governments,

especially school distrO (i a ® Li AYAGALf f &de@&atainRdayend. Battheni K y 1 & |
recession hit, further depleting the reserve.

End-of-Year Reserve as Percent of Expenditures

30,0 ——————
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Even if we start with fiscal year 1989, when the reserve was about 15% of the budget, the reserve
had disappeared it negative territory in a couple of years. In short, a rainy day fund can be depleted
very fast and can only be a shdéerm cushion.
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much can be xpected under the Brown plan. Official budget projections going out to-2@1%hich

assume no recessipare shown on the figure on the next pagéistorical precedent suggests that such
continuous linear grown is unlikely (but not impossiblelpweve, the figure shows that total reserves
ONBIdzZ  NJ NBaSNIWS L) dzda NI Ayeé RI& Fdzy RO dzy RSNJ GKI @
much of a setback to blow out 5%.



Note also thatotal reserves as a percent of the budget actually dip dutive current fiscal year (2014

15). So although reserves remain positive, the official estimates have them dropping as a percent of the
budget¢ and in absolute terms. That is, the projection for this year is that spending will exceed

revenue. Only isubsequent years do total reserves begin to increase.

End-of-Year Total Reserves as Percent of Expenditures
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during budget makingp constrain spending. When the nesoncluded 20134 budget was enaet, it

assumed over $5 billion legsrevenue than actually appeared. Possibly, there will be another positive
NEZGSYydzS Ga&dzNLINA&ASE RdAzZNAYy3I (GKS OdzNNByld &SIk N 90SYy
more moderate level of reserves by 2018 than Brown had accumulated during his first iteration as

governor. And we know how rapidiiyose funds disappeared.

The lesson is thaas a practical matter, rainy day funds of the magnitadeentlybeing sought might

buy a single year for an adjmsént, assuming significant budget cuts were made during that year. If you

are thinking of a rainy day fund as an umbrella over the budget, it is a leaky umbrella at best. The fact
GKIFIG GKS OdzNNByd FAa0Ft &SI NancewbddbOdalled a dgfisitd dzNB a T
(income < outgo) is also not encouraging. As recalled Governor Davis can attest, a deficit at the peak is
dangerous. Things can only get worse. Of course, no one knows for sure-if2@ilibe a peak But

what if itis?

Hate to rain on your parade.



aAlOKSTt t Q&-14 Caardinatb@ Faiture or Success?
Daniel J.B. Mitchell

Economists have long had the conceptad@toordination failureg often applied in the context of

negative externalities that could be avoided if only there was a cooroiinak classic example is
overfishing. It is rational for each fishing boat to maximize its catch, even if the collective result is to
deplete the stock of fish available in the future. However, all would be better off if there was a regulator
that collectively restricted the amount of fishing allowég each boat

In the case above, the failure to coordinate produces a bad result. But there are forms of coordination
that potentially produce bad resulfsr society even if they produce good results éosubset of

participants For example, if competitive firms find a way to collude, e.g., a cartel of some type, the
firmsinvolvedare likely to be better off Bu consumers will be worse off and a suboptimal level of
production will occur tkeepthe price high.

At the time of the 1992 Los Angeles Riots, it was argued that television acted as a coordinator for
looting. LocalTV showed that the police were not able to respond. Indeed, the greater the number of
looters, the less the police are ablermspond. Spat a point the number of looters becomes self
encouraging. Coordination (by TV) produced a societal loss.

It is likely that phenomena that occur in waves have aspedtslicit coordination. Crime rates go up
anddownandtheusualsuSpOia 2F SELX I yI GA2ya &dzOK & RSY23INI LI
2 NJ ®amplately explain them. If there is more crime, the effectiveness of the police declines and

the word gets out that the probability of getting caught has faltemhich m&es committing a crime

less risky. It iasif a coordinatorhadorganized potential criminals to commit more crime

simultaneously, again benefiting them but not society.

One suspects that the current influx of unaccompanied children as immigrants td.giéhas elements

of ade factocoordinator. The influx is attributed in the news media to rumor€entral Americtghat

the U.S. had softened its immigration policy. Regardless of the truth of that rgamt there is some
disagreement as to whetherpolicychange occurred once lots of people begin coming, the
immigration system becomes overwhelmed. It is as if a coordinator told potential immigrants to come
en massendat the same timeWhen the system becomes overwhelmed, word gets back that as
practical matter policy has softened and the process repeats.

Bubbles in financial markets have similar explanations. Prices will go up if demand for assets increases.

' 34SG K2t RSNAR IINB o0SUOGSNI 2FF AT dckcBleowelyta@dp a I+ Ay
prices. However, if there is something that starts a rise in the market consensus price, the gain in asset

value as the pricgoes upriggers momentum tradingThe price begins going up because it is going up.

The process bmmes self reinforcing.



All of the examples above involve a kind of coordination without an explicit coordinblimone is
producingmandatoryregulations affectindpehavior Unlike the fishing story, where an explieggal
regulator comes in andniits the catchto some mandatory quotaevents and observatiorigsteadact

as coordinators.An interesting question is whether there are counterparts to these tales in the labor
market.

One of the puzzles of the early*2d¢entury has been the drop ialbor force participation and the
employmentto-population ratio. Both are shown below as Figures 1 and 2. Both ratios have the same
base, the civilian noinstitutional population age 16 and over. But the participation rate includes both
employed and uamployed persons in the numerator while the employméoipopulation includes

only the employed. The employmett-population ratio is very sensitive to the business cycle and can

be seen to be more erratic. Since the participation ratethassum ofemployment (which falls in

recession) and unemployment (which rises in recession), it is smoother and less affected by the business
cycle.

Figure 1: Employmertb-Population Ratio (percent), Seasonally Adjusted
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Figure 2: Labor Force Participation (percent), Seasonally Adjusted
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Both indexes show a reversalthe early 2000sf the secular upward trend that began in the 1960s and
is largely the result of more women coming into the workfor@éere are many explanations that can
be offered for that rise including tle birth control pill and changing norms around the idea of worgen
particularly women with childreq working outside the home. But the question is why did norms
change? One possibility is that norms are based on what others are doing. So if more averiretine
workforce, the nornsshift tod & 2 O éxfeidtid@gwomen to work.

If the risein workforce activityhad bubblelike elements; i.e.,an implicit coordinator then like other

such phenomena at some point the bubble bursts. In this case, tleesa\wof the labor market bubble

seemed taterminate with the end of the dotcom financial bubble. Jobs become less available and the

g2NR 3ISGa 2dzio . 2dz 0S3IAY G2 fEKSWhddtdp sekitmjiwotkRA & O 2 dzNJ
because they believe nenis available. The bursting of the subsequent housing bubble added to

downward trend shown on Figures 1 and 2.

In the period after the Great Recession, not only was there much talk about discouraged workers but
Ffa2 lFo2dzi I &b S galégedyMduld forevenbe hafder ©© et EB@dsé you needed
new skills. On the demand side, employers were said to be cautious about hiring or some other story
was offered about why employers should not be hiringew Normal type stories can also be self
reinforcing. One thing we know employers daooidind out what other employers are doing.
Benchmarking is the term of dfidr that tendency If there is said to be a New Normal in which hiring
should be more limited than in the past, then there wiglducha New Normal.

It is interesting that the two drops in workforce activity rates occurred in conjunction with two financial
bubbles: dotcom and housing/mortgage. Perhaps financial reversals are more dramatic that other
types of economic downturnsnd command more attention. Suddenly, your wealth evaporates.
Suddenly, you house is worth less than your mortgage.

In any event,fimy interpretation is correct, i.ethat there isde factocoordination on both sides of the

labor marketwhichis currertly impeding recovery, then you need an explicit coordinator to counteract

Al o Ly SaaSyoSz GKFG Aa éKFEdG YIFIONRSO2y2YA0a FyR
conditions in which expectations about a New Normal of scarce jobs is egtgca NewNew Normal

that, if anything, tilts toward labor shortagether than at the Federal Reserve, with its low interest

NFGS LRftAOe:E GKSNB KI ayQi o-S&wNorvalzOkst aR@amétic evéntst I G S
created new pessimistiexpectations, something dramatic is needed to create a reversal of

expectations.

We learned from the Great Depression that hoopla is not enough to change pessimistic expectations.
Back then there were parades, movies, and other efforts to reframe thatsin.

[https://www.youtube.com/watch?v=4jiUu8od 18 ¢ K24 S {1 AYyR& 2F | LILINRI OKSa& R
thing that is left is the fiscal approach, as John Maynard Keynes pointed out at the time.

8 NRA in this video stands for National Recovery Act of 1933 (not National Rifle Association).
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aA i OKSTt f Q2814 Rmsdiciva linprassions ddfficial Data?

Daniel J.B. Mitchell

w»
O«

Ly NBOSyid GAYSasz YdzOK KlFa 06SSy &lFAR o62dzi
idea. Yet the modern era has been characterized by a stream of innosdkiat led to

disruptions. Look at pictures from the"18entury of city streets and you will see homdgawn
vehicles. Then the automobile came along and the horses disappeared. One could go on and
on: electricity, steam power, broadcasting, moviasplanes, the telegraph, railroads, etc.

One explanation for the impression that we are living in a time of unprecedented technological
disruption is thathe particular disruption we are having involves information and, more

specifically, publishing. Jdmalists write about their own predicament caused by the Internet.

¢CKS Y&8NRFIR (StSLIK2YyS 2LISNI i2NBE 6K2 gSNB RAaLX
which to publicize their predicamerit.

CKSNBE INB YSIadaNBa 2F LINPthatgOdihkréthai stich méakukes | 6 f S @
are without flaws. In fact, if anything, what flaws there are probably tilt toward methodologies

that exaggerate current productivity relative to the past. Government statisticians do not

operate in isolation. If pdlciansand commentator€ dza i a1y 26¢é GKIF G LINR RdzO
particularly fast nowadays &ook at my celphoneX they might sayc efforts are made to take

account of the latest innovations.

As a practical matter, no one goes back to make suretttehistorical productivity data

properly accounted for, say, tubeless and then radial tires. But old timers like me can tell you
that experiencing a tire blowout in a tube tiarwas an experience not worth havingjlo one
goes back and looks at whegtr the indexes properly accounted for FM, TV, color TV;long
playing records, or polio vaccine.

Anecdote2 KSyYy L gl & | 062dzi St S@OSy @SINER 2ftRX az2vysSz2y
is in quotes because to use this vacuum tube/wooden cabinet radiolaitteries required two

large 45 volt batteries and two large 4.5 volt batteries. With the batteries in it, the radio was

like a heavy suitcaga weight In fact, he radio had a leather handle which broke under the

strain. Moreover, the batteries wee expensive and wore out quickly because vacuum tubes
represented a significant drain. In those days, although car radios were common, parking your

car and leaving the radio going would kill your car battery after a few hours. Then transistors

7 https://www.youtube.com/watch?v=CIDw75mUI6At the time, the displacement of telephone operators by dial
services was seen as a sign of how disruptive technology could be.
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came alog and suddenly portable radios could fit in your pocket and were cheap to operate.
Car radios no longer killed car batteries.

Even in old Hollywood movies from the 1930s, and certainly in modern films that take place
back then, if someone turns on a radibcomes right on But vacuum tube radios did not come
right on. Rather they would hum for awhile as the tubes heated up. Then the sound would
fade in. Transistors changed all that so radios do turn on instantly. But in Hollywood films, no
one wantsto waste a minute or so waiting for radios to warm up, hence the fiction that they
alwayscould operate immediately.

| was reminded of all of this recently when someone sent me a YouTube link to the first Telstar
satellite broadcast. Until the early 196Galthough voice could be sent across the ocean by
phone cable or shortwave broadcastpvingpictures could not be transmittedTelstar was a
breakthrough that changed the situation.

Telstarwas a satellite gaable of receiving and forwarding TV signalswas not

geosynchronous and so as it orbited the Earth, there were only brief intervals during which a
signal across the Atlantic was possible. When itlvasched and readied in 1968vo
demonstration broadcasts were arranged. One was a U.Sdbasato Europe showing such
scenes as the Statue of Liberty, Mount Rushmore, and the Golden Gate Bridge. You can see it
at https://www.youtube.com/watch?v=0I1X7vC4Ts® Arhen, after an intervallowing the

satellite to come back into range, there was a Eurap&).S. broadcast. (Unfortunately, |

O2dzt Ry Qi FAYR (KFG 2yS 2y | 2dzt dzo S®0

The Telstarsatellitewas seen as so remarkable that a hit instrumental re@y@ G A G f SR a¢ St 3
topped the chars with sound effecthat were intended to sound like a rocket taking:off
https://www.youtube.com/watch?v=Q5TB3kUd@° Decades later, Walter Crohite, one of

the TV newscasters on the origlfielstarbroadcast, talked about the event on NPR:

8 The first ten or eleveminutes of the video consist oéminiscencedy a technician from the North DakoTa/

adldraz2y GKFG 61 a NBalLlRyaAirofS FT2NJ 0KS az2dzyd wdzaKY2NB &S:
the actual broadcastAll did not go entirely smoothlyThere was supposed to be a sibg-side image of the

{G1 GdzS 2F [A0SNIe& FyR GKS 9ATTSt ¢ 2 ¢ Séthnzaldiificukisds RARY Qi 4
notably a tendency for the horizontal hold to break as the scene shifted from oagdado another

°TFTGSNE te@NRO&a 6SNB I RRSR YR (GKS NBO2NR ¢l & NBtSIFaSR d
https://www.youtube.com/watch?v=xtubEdQUJYQsed to play the instrumental Telstar musit the beginning

of my labor markets class while | set up the computer equipment. Students asked what the tune was and | said it

would be revealed later in the class. When we got to the technology and productivity unit of the course and

traced throughthe advance mentioning Telstar, | wouldote that a hit record was released related to the event

which everyone in the class had heantdthen play it. The secret was revealed.
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https://www.youtube.com/watch?v=FgplIWibv4(By the end of the 1960s, the U.S. had
succeeded in putting a man on the Moon. Those who are nogedithat technical advance is
very recent might ask themselves whether the U.S. today could put someone on the Moon
without a great deal of réearning.

We started out with a reference to official data on productivity. One commuasgd measure
isthe BNB | dz 2 F [ I 6 2 NJodtphitkpér-hoar{iwheéeititechdusf refér&to 1a8br

hours. When people talk about productivity, this is the standard index. Oupuhouris

erratic and highly sensitive to the business cycle. To smooth out the guadwiie index, the
chartbelowuses a fiveyear moving average although even tiigree of smoothingk 2 S & y Q
entirely eliminate the cyclical effects.

Nonfarm Business Annual Change in Productivity:

Five-Year Moving Average
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If you dismiss the most recent years in which productivity growth seems to lag as due to the
Great Receson and its aftermath, there is indeed a productivity spike in the early 2000s. But it
is comparable to an earlier spike in the 1960s, the Telstar era. The early 1950s seem to have
productivity growing almost as fast. By this measure, anyway, we dseeon to be living in a
time of unprecedented productivity growth. Amdas noted earlier if anything the official
numbers tend to boost recent figures relative to the past.
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It is often pointed out that productivity, when measured by outjpgr-hour omis the

contribution of capital equipment. Technological advance should be what remains after you

subtract out the gains in output that result from use of both labor and capital. The Bureau of

Labor StatisticthusK I & | aYdzf A T Ol BatNdkeslat@IR dzdé A A G& AYRS
contribution of both factors of production. You can find a chmatow using that index.

Multifactor Private Business Annual Change in Productivity:
Five-Year Moving Average
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Using the multifactor index in fact puts the Telstar era ahead of the early 2000s. So in fact the
official data do not suggest that we alieing in a periodf technological disruptionnlike any

other. Unless you have better evidence that just pointing to your cell phone, that is the take

gl & 2F GKAA YdzaAy3d gKAOKI 2F O2dzNASSE 41 a LINE
Telstar ea, five decades ago. The pgihbwever,is that Telstar was produced by technology

GKId RARYQlU SEAa&alG TADS RBQyeRShefore RBarN& Al o1 a
O2dzZ RY Qi GNIyavYAl @2A0S o6& NIRA2X tSG Ft2yS A
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aAlOKSTt t Q4ld:a\deadesy Fréposgl to Combat Income Inequality (in California)
Daniel J.B. Mitchell

California has long had a system of direct democtatye initiative, referendum, and recajlgoing back
to the early 20" century. The idea vgthat politicians; corrupted by special interest moneyneeded

to be checked by the electoratéAt the time, the villairde jourwas the Southern Pacific Railroad, often
depictedback in the days an octopus strangling commerce and buying politicidteform was

needed.

In particular,as part of the move to direct democradie initiative was developed to allofer

enactment ofdirect legislatiorby voters Essentially, if mom and pagitting around the kitchen table

saw the need for a law thaktS O2 NNMzLJG f SIA &€ | G dzZNB g2dzZ Ry Qi LI aax
neighbors and by petitioput the proposed law on the balloBut like many welintentioned reforms,

things did not work outjuite as planned.

In smaller jurisdictions, the mom amdp model might work. Mom and pop might actually have enough
friends and neighbors to mount a successful petition diivasmall ormodestsized city But California
is a large state, both in population and land area. To get engalifhsignatures; in the vicinity of
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800,000¢ across the state, you have to hire a signatgeghering firm. And because some of the
signatures will turn out to be invalid, you will probably need around a midlignaturesfor which the
firms will charge you at least $fer signatureand sometimeg; if you are in a hurrymore. So you will
need at least $1 millioto get an initiative before the voterswho has $1 million or more for this
purpose? Typicallyhe answer ispecial interestg much like the Southern Hic Railroad in its day
and, increasinglyyery wealthyindividuals with an agendand more money than they know what to do
with.

Signaturegathering firms hire folks to sit in front of supermarkets and similar locations and induce the

requisite numberof signatures from the passing crowds. The usual pitch is thateyeniR 2 y Qi T @2 NJ
GKS LINRBLRAalFfIX akKz2dz RyQid GKS LS2LX S KFEZgS | NRIKG i
popularresistance to prevent enough signatures from being gathémdatie allowable time frame. So

our first question is whether hiring signature gatherers is a sure thing, regardless of what the proposed
initiative says.If you have the money, can you get your propasahatever it may be on the ballot?

We are abat to test that proposition (no pun intended, of course).

A little more background is in order. There are ligiibpulated rural counties in northern California

that feel estranged from the powetthat-be in the capital, Sacramento, airdthe big urbarcenters.

Back in the 1940s, there was a brief mdoesome countieto secede from California and form a new

G{GFrdS 2F WSTFFSNRER2Y>I¢ LlRaaArofte dGF1Ay3a az2ysS 2F azdz
fantasyfloats up, as it did a year or so agomplete with a flag for the new state that looks remarkably
likethefauxNF T A SYot SY dzaSR o0& [/ KINXIAS /KILEAY AYy KAa ¥

“State of Jefferson” flag vs.
Chaplin’s Great Dictator Symbol

AP

[¥)]
@
o
@
w
o
3
=
~
()]
—
o
—
O
<8
9]
=
@
0
o
3
)

o
c
oo }
O
o0
3
=

=

@
w
@
3
o
[\
=
O
@®
g
O
=¥
[V
L
=
)
=
o)
(8%
=3
o
o

-
=]
(%)
@
(oY)
-~
)
O
px4
(=)
—
<
-

16



Anyway, to cut to the chase, there is a local California billion@ire Draperwho apparently took the
Jefferson ideand multiplied it by six? California would cease to exist and instead be divided into six
new states.Then he filed an iniitive and has submitted a little over one million signatures which are
being reviewed at present by the California secretary of state, the official in charge of election ntatters.
28 g2y Qi | YBRraperifag evdughdaidSsighaiures his petitior to get his proposition to

divide California into six states the ballotuntil September. But assuming enough signatures are valid,
we would then have proof positive that you can gésolutelyanything on the ballot regardless of

how wacky- providing you have enough money to pay for fthen the question becomes, how can we
better share the wealththat now goes to signaturgathering firm&

[ SGQa FaadzyS GKFG &aSONXBGI NEonhaDrapér initiafvetfus pfoRidg Sy 2 dz3 K
that anyone with $1 million can buy his or her proposition on to the ballbthat is the caseyhy not

cut-out-the middle mary the signaturegathering firmsg and simply let ordinary voters get the $1 or

more fortheir signatures? Such a system wouldalteansfer from billionaireand special interest®

just-plainfolk like you and mand thuswould bea blow against income inequalityBasically, the state

could set up a website announciimgtiatives proposed by anyone with $1 milliorAll youg asa

registered voter would have to do to get $1 is be among the first million voters to sign up on the

website endorsing having the initiative on the ballfRemember: The endorsement is just to have the

initiative on the ballot; it does not mean favag the goal of the initiative.}¥ our$1 would then be

transferred to your bank accouelectronicallyor perhaps to your credit or debit card accoudtnd, of

Lohttp://www.businessweek.com/articles/20187-31/sixcaliforniasa-tim-draperideajust-asmadcapasthe-
others

1 From the California seetary of statewebsitecomes the summargf the Draper initiativebelow:
Division of California into Six States. Initiative Statutory and Constitutional Amendment.
Summary Date: 02/18/14 | Full Check Deadline: 09/12/14 | Signatures Required: 807,615
Tim Daper (650) 233000

Divides California into six states subject to approval by Congress. Assigns each county to a new state, unless county
voters approve reassignment to different new state and second state approves. Establishes commission to settle
Califania's financial affairs after division; upon failure to resolve, each new state would retain assets within its
boundaries and would receive proportionate distribution of California's debts based on population. Authorizes
counties to refuse to provide Seamandated programs and services absent sufficient State reimbursement.
Empowers counties to make and enforce all laws governing local affairs. Summary of estimate by Legislative
Analyst and Director of Finance of fiscal impact on state and local govemmifne federal government approves

the proposed creation of six new states, all tax collections and spending by the existing State of California would
end, with its assets and liabilities divided among the new states. Decisions by appointed commiasidreected

leaders would determine how taxes, public spending, and other public policies would change for the new states and
their local governments.
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course, you could click on as many initiatives as you like. If there were ten initeaiedle, you
could get $10.

Now some would argue that a system of direct buying of signatures (as opposed to itithoecth
signaturegathering firm$ is unfair to moms and pops who want to try to get signatures from their

friends and neighbors (eventhokigc & ¢S y20SRXZ Ay LINI OGAOS GKSe
the current system in placas an alternative Mom and popcouldtry and find a million friends and
neighborsto sign a petitionjust as thg can now. Billionaires like Draper and atlpecial interest

groups could hire signaturgathering firms ifor some reasonhey wantedto do so. Bt they would

likely just do the easier thing and send the state a check for $1 million which would then be distributed
through theofficialwebsiteto registered voters who offeret sell their endorsements

If you like this idea to strike a modest blow against income inequality (or just think voters should be able
to vote on it), all you need is a million signatures to get it on the ballot.
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aAliOKSTt f QH-14A2dlAly@R /y22 1 Ay 3K
Daniel J.B. Mitchell

A few weeks agd,os Angeles Timés2 f dzYy A &4l aAOKI St 1 At 4T A1 NIy |
gAy3a OfIAYY holYlF Ydzad oS fte@Ay3a | o2dzi AYyFEl A
concening government price change dathThe theme, as the headline suggests, is Swhe

folks believe thathe official inflation statistics are being kept too low, i.e., the books are being

0221 SR® {2 tSGQa t221 G otkKS RIGIF YR aSS 6K

Below are Jun¢o-June annual inflation rates (June is the latest month available at this writing)

for the Consumer Price Index (CPI) for all urban workersW{CPAs can be seen from the table,

since the Great Recessiand its aftermath, inflatiorhas been low by this measure. When you
eliminate food and energyg the volatile sectorg, from the index to getthe s® f t SR & O2 NB ¢
inflation rate, the same picture overall results. Inflation is lopeither measure

June - to - June CPI Annual Inflation Rates

2007-8 2008 -92009 -102010 -112011 -122012 -132013 -14

CPI- U 50 -14 11 36 17 18 21
Core - CPI 24 17 09 16 22 16 19
Source: U.S. Bureau of Labor Statistics.

Now you might think low inflation is what might be expected when the economy is soft and,

therefore, price raising is difficult. And you might thinkased on the headling that the

notion that the price books are being cooke®islzid & aLI2f AGAOaé¢ FTNRY ¥F2ft1a
But the story is a bit more complicated.

[ SGQa aidl NI aninflaondatsd ®nspirdciandavifat tBaF might mean. One
definition might be that someone nefariously is simply putting in fadse numbersout of
which the overall CPI is mad@hat is, when th&ue data come in on the price of bananas,
someone erases the true numissaind puts infigurescalculated to lower the inflation rate, an
2 dz0 NA 3K G justeallidsRTONI dzR®flidiia2 NJ a A

Another version otonspiracyinvolves methodology. The true raw numbers are kept, i.e., the
actual price of bananas is entered, but the numbers are then combined and adjusted in ways
which reduce the official inflationratef 2 f S 0a OONER 2y KB YSi K2t 238 ¢

12 http://www.latimes.com/business/hiltzik/lafi-mh-lying-aboutinflation-20140723column.html
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fSiQa +rtaz2 y24S GKFG Ay Fyeée F2NY 2F | 002dzy Ay
can make the end results look differenbut which have some analytic basis.

[ SG§ Q& NB(dzNY vy 2 #Vhalig belirid $he belief thiad the bools &re beBg cooked,

apart from the political element? The answer has to do with Federal Reserve policy starting

with the Great Recession. Essentially, thekdda F2ft 26SR Iy aSl aeé¢ Y2y
shott-term interests close to zero. It has done so by buying various financial assets. The goal

gl a LI NIfte ISYSNIf adAavdzZdza 2 GKS SO02y2yeée TN
into the financial system and avoid disruptive bankruptciesraftfcial institutions. The Fed

buys assets with money it creates which is technically a counteracting liability of the Fed that
balances the assets. The chart below shows the large jump in liability of the Fed starting with

the financial crisis of 2008.

COITIPOSitiOI'I of Federal Reserve Liabllities
End of Period Wednesday Figures

Billions of Dollars
4500 —

Source Base (not adjusted for resenre requirement changes)
4000 — [ | Treasuny Financing Accourt
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3500 —
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I
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It is this moneycreating activity of the Fethat gives rise to the conspiracy charge. Versions of

the quantity theory of money have been around for a very long time but the notion that money
creation is inflationarg & (0 2 2 Y dzOK Y 2y S &2 0fAsét thy IRartioBaRof TS ¢ 3
them. So if the Fed has been creating money, there should be inflation. If the official figures

R 2 y Q ( thad ifflation, someone must be cooking the books.

The problem is thasimpleY 2 Y SG F NA & Y A & y gefiod @ SchddmiKsSfindsiatef Ay |
changes in the financial systerin the most general sense, money creation is stimulatory. But
exactly how stimulatory? Moreover, stimulation could mean enhancing the real level of
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economic activitfemployment, output); relative to what it might otherwise be. Or it could be
priceincreasng. Whiledhed YSey SaAl yé¢ Y2RSfa 2F: aleées GKS wmd
(either real activity or inflation)the empirical evidence suggests you can get a mix of both
responses.And, the degree to which you get one or the other responses in the mix seems to

vary over time.

¢CKS AAYLX S FTIFOG Aa GKIG GKS CreRfor&itishiogeeding 1Y 2 4
pragmatically. If inflation were to arise, it would pufidk. So far, thinflation that would
warrant a pulingbackK I 3y Qi R LILISY SR ®

There is an irony in the belief that there must be a conspiracy hiding true inflation because

theory suggests (to some) that Fed policy in recent times sunabtbe causingriflation. The

0SSt ASOSNE R2y Qi ALISOATE 6KSGKSNI GKS O2yaLIANF O
With outright fraud, of coursehe fraudster getgo pick the results. But methodology

manipulationis much more limited.

We have been diddlingith CPI methodology, particularly in the 1990s after the Boskin
Commissiorof that erasaidthat the then-CPI was overstating the inflation rate by a bit over a
percentage point* Generally, the motive for suddenly examining the CPI and diddling with it

at that time came from the righgide of the political spectrumVarious public benefits, notably
Social Security, are indexed to the CPI. So, if you think those benefits are too generous, coming
up with a bunch of methodological critiques and suggesithat have the effect of lowering

the official inflation rate will cut those benefits.

.dzii &82dz OFy Qi KIF@S Al 020K gleao CKS 2FFAOAL
but too low given Fed policy. Moreover, the Boskin episode sldadve limits ofdiddling with

methodology as a way of cutting the official rate of inflation. Dropping it by 1 percentage point

or so is the most they could do. If you arpuzzledmonetaristtoday, adding a percent to the

CPlinflation rate shownofktS Gl o6f S 2F LI IS m AayQld 3F2Ay3 (2
beraging{ @Ay 3 AG A& NBFffeée o2 LISNIIFyydzYs y2i w33

Of course, younsteadcould say that the Great Inflation may not be present now, but it is
surelycoming. Ifhat is your view, there #hen no point in charging that the books are
currently being cooked although | suppose you could charge that someone will cook them in

B3A nice portrait of the Fed in the current period and its new chair Janet Yellen can be found in Nicholas Lemann,
G¢KS 1FHYyR 2y GKSSYS®EANMSREF A WR y SNielv Kkeriuf R1S2014fpp. vEB.a SNBSS X ¢

Unttp://www.ssa.gov/history/reports/boskinrpt.htmbnd http://www.bls.gov/pir/journal/gj10.pdf
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the future. The difficulty you will have witincertainty that a roaring inflation is coming that
FAYLFYOALET YIN]SGa R2y QG aSSyYy (2 o0StAS@S Ado

The chars on the next pageshow the yields on various Treasury securit@sging in maturity
from five to thirty years.When yields on inflatiofindexed Treasuries are compared with those
of conventonal Treasuries of the same duratiarpper chart), you have a kind of market
forecast of inflation. None of thgield spreads show an expectation of raging inflation.
Admittedly,the spread is a forecast of the Giflation ratewhich is used in the gdexing. So if
you think the CPlI is already corrupt, will be corruptyyou might ignore that expectation.

| 26 SOSNE @& 2dz Ol y QdlowerahArgcMdich hakeSo diNtt BP1 éoAnSdtidR.a

You probably believe that loAgrm nominal yields ofhe type thelower chart shows reflect

both a real returnto lendersand an allowance for inflation. Presumably, that allowance for
AYFELFGAZ2Y A& O KShateverNda3hink thayig dnd ndthecgssaly APS

inflation. With 30year Trasuries yielding aroun8.3> LISNJ I yydzYz GKSNB AayQi
NE 2 Y ¥ 2 NlexpétddinflatioN&8té be very high, no matter how you interpret those

yields { 2 KSNB QA (GKS |jdzSadAz2y F2NI Ay Tl owand O2y alLl
AT FAYLEFYOALF f Dbéihg\igihiihg futre, yitatdo yo$kKdowkhat no one else

does?
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Inflation-Indexed Treasury Yield Spreads
Averages of Daily Figures
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aAilOKSTt t Q14 Cmnkeycd Amoryg the Several States
Daniel J.B. Mitchell

You could grow bananas at the North Pole. How? With enough subsidy for insulation, heating, solar
lamps, etc., it would be possible. Since there would be a need to cohste facilities and then
maintenance, there would be jobs created at the North Pole. But would such a project be worthwhile?
Surely not. The North Pole is clearly not the best place for growing bananas.

It is also true in less extreme circumstantest you can artificially create jobdProviding a subsidy can
induce economic activity in the location offering the subsidy. But you can always ask whether it is
worthwhile.

The question ofworthwhile-nessg if there is such a word, can lexplored furher® [ SGQa | aadzy$
without a subsidy, a particular activifwith its jobs)would gravitate to a particular location. For

example, steel mills might want to locate close to coal mines to reduce the transportation costs of coal.
Nonetheless, if a ladity far from coal mines offered to offset the transportation disadvantage with a
sufficientsubsidy, steel mills might relocate to the subsidized regioeating jobs theréat the expense

2T GKS NBIA2Y HKSNB adGS)Sf YAIKG aylddzNFffeég o6S LIN

Theoriginal location, which had the natural advantage of coal, mighftcoursec offer a sufficient
counteractingsubsidy to offset the subsidy of the distant locat{gimus retaining jobs) Indeed, we can
imagine both regions competing with each otheraféer more and more subsidies, each with the
argument that jobs are at staké he ultimate beneficiary of such competition is the ownership of the
steel industry. The losers are taxpayers who pay for the competing subsidies.

The flip side of subsidiestmxes. Suppose the location that was distant from coal imposed a(&riff
type of tax)on steel shipped from the area close to coal. With a high enough tariff, it could induce
internal steel production to meet its domestic demand because the tariffldvonake steel imports
uncompetitive. In response to the loss of steel demaatt(relatedjobs) due to the tariff, however, the
area with coal might impose a retaliatory tariff on some other product that would otherwise have
gravitated to the faffrom-cod region. In the end, the prices of the products on which tariffs were
imposed would be increased, thus harming consumers.

Of course, there is more to this story than can be discussed here and some qualifications to it.

Nonetheless, it is noteworthy thdhe U.S. constitutiorm whichin part defines the relations of the

states within the U.S. with eachothera ¢St f I a / 2y I NBghasQrolisdns K2 NRA G& 2 @S
designed to limit artificial competition between the statesartificial advantages givdan them:

Ly I NIAOES mMX {SOGA2Yy yoXegulak Cahidbréedwithifaieig@MattbBsyandi K S | dz
among the several States, and with the Indian Tribes.

In Article I, Section 10, we find:
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No State shall, without the Consent of the Congilagsany Imposts or Duties on Imports or Exports,
except what may be absolutely necessary for executing it's inspection Laws: and the net Produce of all
Duties and Imposts, laid by any State on Imports or Exports, shall be for the Use of the Treasury of th
United States; and all such Laws shall be subject to the Revision and Controul of the Congress.

Toa ONBIF S | Y2NB LISNFSOG dzyAz2yszé [/ 2y3INBaa Aa &dzlllR
comes to external commerce and commerce between the sta@difornia, for example, cannot

impose tariffs on goods coming from Nevadée objectiveof the founding fathersvas to create a

federated system in which goods and people flowed freely within and whatever limits werelgace

external commercavere tobe centrally determined.

From an economic perspective, the U.S. can be seen as an early version of the E.U. Within the E.U. there
are supposed to be no artificial barriers to trade among the various member nat@msnany cannot

impose tariffs on Frencgoods. Rules limit the ability of member states to subsidize their internal

economic activities at the expense of one another.

tKSaS 20aSNBFiA2ya FNB | LINBIFYoftS (2 GKS 206aSNDI
tariffs between the tates, we do seem to allow all manner of subsidy. At this writing, in the California
legislature, there is a bilendingto quadruple the tax credits for movie making within the state. The

justification is that other states are giving bigger tax sulesidind California has to compete (for jobs) by

spending (or forgoing revenue) at a higher level. Proponents can point to the fact that in the film

Ga. | { ®taS ! y 3 S ttfagalkeds franks8me[other world actually invaded was Louisiana, due to

thata 0 | iwSceeditsfor movie making

Welcome to Louisiana
25
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credits to what remains of its old aerospace industry. Meanwhile, new indusgtrigalifornia; which

have a certain cacli@mong state legislators(Tesla is a recent example), have learned to play one

siFdS +taAFrAyald GKS 208KSNW LayQd AdG GAYS F2NJ/ 2y 3ANB
the states and legislate against stgieovided corporate welfare?
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aAlOKSt tf Q#b1hAlredtagdod Sngke Oil
Daniel J.B. Mitchell

LiQa NIYNB 6KSy @2dz FAYR |y | Nilnbsthoting &lsé. Hoeved, Kfouddode it I NB S
'y 2 LJ S RDostydliéveithaSaRsluggish economy musiib& Sy S ¢ byySgephn-Modre, president of

the Heritage Foundatioandavailable ahttp://www.losangelesregister.com/articles/econor§03678growth-

percent.itml.

L KIFIgS SELINBaaSR (KS OASe Ay LINBuBirgivapdverdam Wicheveri KI G (G KS
there is an adverse blow to the economy, it seeassfsomeone begins promoting the idea that what has

happenedwassome kind of structuralhsft and things will be bad from now on. During the Great Depression, for

example, when theausewas clearly a negative macro shock, there were voices sayingéhatechnology meant

that unemployment would be high forever. The idea persisted untiuthemployment rate fell to record low

levels during World War II.

5dzNAy 3 (GKS afdz@33arakySaa | FTGSNI 6KS SyR .2in ih&kidkavys2 NE Iy 2 | |
that unemployment was due to new technology structural shift and therebre there was no sense in

stimulating the economy The resultof such stimulusvould only be inflation, not more johsccording to this

view. And, of course, now we hear similar prognosticatiofise new normalists tell us toifget that the

unemploymaent rate was lowbeforethe financial crisief 20022008 They sayii @t#l high now because of some

kind of technological shift which amazingly took place just when the crisisMént proof? Just bok at all the

fancynew cellphones!

Why are thee always new normalistghen adversity strikeés Somef themare pundits who want to be first to
putt 2 NI K | &y Being a p@ginii@® pdiports to seehidden,deep,underlying causes easily
confused with being wise. Otheew normalistsare the powersthat-be who would like to cast off blame for
adverse current events by sayititat those developments were inevitahla force of natureand beyond their
control.

lyegles GKIFIGQa ¢gKeé L F3ANBS 44 lKstifkbarticld TiHe 8p efafier theKk S 2 LJ SR
provocative title then focuses on the 1960s:

John F. Kennedy campaigned for president in 1960 by belittling the slow growth rate in the late 1950s of 2 percent

to 3 percent and declaring, in his Massachusetts agcén 2 S OFy R2 o0SiGillI K®dé ! yR KS 41
the Kennedy tax cuts, prosperity returned, the economy grew by almost 4 percent annually, and unemployment

sank to record lows.

So far, so good. But then:

... (T)heproblems with the U.S. Econdm | NBYy Qi &G NHzOG dzNI} f = GKS& FFNB L2t AGAOI
0@ LINBRdzOG 2F | OF&aoOlIRS 2F LRtAOe YAaidl1Sa 20SN) GKS LI &
office. It would be hard to conceive of a worse set of policggniptions than the ones Mr. Summers and others
O2y2dzNBR dzlJd 2 SQ@S KIFIR ol Af2dziax adAvYdzZ dza LX I yas GFE A
Reserve monetary policy with nezgro interest rates, the Dodd NJ y'1 0 A f f -Zarbbnpdlickes, Revast v (0 A
expansion of the welfare state during the recession, and on and on. These have flatlined the economy.
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intervention with God oralining: thou shalt only grow at 2 percetitwas the result of the White

House and the Fed following a discredited Keyensian [sic] model that

government spending, debt and cheap money are the way to restore growth.

Ideas have consequences, and bad ideas h ave bad consequences.

If you know anything aboutl.S.economic history, you know that the Kennedy administration cut taxes entirely
because of Keynesian ideas about how the economy ticked. If gmagisluggishaccording to Keynesian views
of the era(and now) stimulatethrough either more spending or tax cuts with their multiplier effects. You have
only to look at the names of some of the members of the Kenrkahnson Council of Economic Advisors to get a
sense of the degree to which Keynesian Kiig and policy ruled:

Walter Heller, James Tobin, Kermit Gordon, Gardner Ackley, Otto Eckstein, Arthur Okun, etc.

Even apart from the formal White House advisors, there was a steady stream of outside experts brmutiig in
KennedyJohnson White Housler consultation | was at MIRs a PhD student in economitisring the 1960s and
I can tell you that folks such as Paul Samuelson and Robert &&leyinesiansc were very much part of the
policy conversation.

Now | suppose you could sgpr maybe Moorewvould say- that while the KennedyJohnson economic advisors in

the 1960s were Keynesigrtheysomehowinadvertently stumbled into laissdaire/supply side policiesBut that

claim ishard to reconcile with suchbther policy initiatives as the wagerice guideposts program, i.e., direct

intervention by the federal government into private wage and price settingi Q& KIF NR G2 AYlF3IAyS |y
White House today even thinking of sualtevel ofactivism. There were also voluntaryand then mandatory,

controls on international capital movements designed to defendptevailingfixed exchange rate Bretton Woods

system. (That systenwhich they were defendingy the way, was designed in 1944 through negotiations between

Harry Dexter White for the U.8nd ¢ you guessed itt John Maynard Keynes for Britaift.required continuous
officialintervention inprivate currency and gold markels.

In the aftermath of the2007-2009Great Recession, one of the things the Federal Reserve attempted was to

changethe differential between shorterm and longterm interest rateqlowering the latter) But if you go back

G2 GKS Mopcnads e2dz gAfft FAYR ahLISNI (A2yF c&Ad GRZY Q& af2A 1§
monetary activism now, surely you c@rii £ A { I8 shari] heid&aShatdthe Kennedyohnson period was not
Keynesiardctivist at the macro level simply defies basic history.

What about social policy? According to the op ed:

We have paid people not to work, bailed out bad actors, cisitivized employers from hiring more workers, raised
taxes on investment, passed new regulations to strangle our energy industry and refused to fix a corporate tax
system that sends jobs abroad.

If those are the problems today, what does the author havedy about enactment of Medicare and Medicaid

during the Johnson era? What about tha@iousGreat Society programs®/hat about the increases in the federal
minimum wage in 1961, 1963, 1967, and 19687
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| suspect that although the op ed praises the reaavgh of the 1960s, the author would not praise the gradual

build up of inflation during that decade, especially in the second half as the Vietham War (and its spending) heated
up. President Johnson was advised by his Keynesian economists that witlotioengcoverheating, a tax increase
would be in order, advice wtih he famously ignored for political reasons.

In short, if you like what happened in the 1960serms of real economic growftyou must also like Keynesian
economics and government interveati ¢ because that was what the 1960s were all abdiityou like the real
ANRoGK 2F GKS w™dpc nuptkekimirdaiion duindgth& peyidd yiou hakeltolamekIGhnson for
not following theKeynesiaradvice of his Keynesian consultants.

The op ed closes with:

Keynesianism should now be recognized as snake oil, and the challenge for Republicans is to convince the American
LIS2LX S dKSe KIFI@S | LIy GKFG é6Atf aR2 oSGl Koé

There isindeedsome snake oibn offer here, but A (inGt&eing peddledoy Keynesor his successors
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aA i OKSft f QRl4:Rdrdembfahce ofdhings Past: A Party for the Boss
Daniel J.B. Mitchell

Sometimes, unusual things happen that seem unique to our time. Sometimes, hotever,
seemingly newdevelopmentamay be echoes of events in the past. Fas tbabor Day musing,
surely the unusual evertte jouris the semistrike and now settlement of a dispute at Market
Basket, a famipwned supermarket chain in New England. There are a variety of unusual
elements of the Market Basket story, not the leastdich is that smaller regional
supermarket chains are being swallowed up by national giants.

L 62y QG 332 Ayild2 GKS RSGIAfA 2F GKS alNJSd .Ia
the story he provides a description:

Imagine higHevel executivestore managers, clerks, and warehouse workers standing outside
their stores side by side for a month demanding their CEO be reinstated and the business model
that made the company thrive be maintained. And imagine their customer base cheering them
while they had to shop elsewhere at considerable inconvenience and exppliasées exactly

what happened this summer at Market Basket, a highly successful New Englandofanely

grocery chain with 71 stores and 25,000 employees. On Wednesday night, Arthomolild3e
A0NHZO1 I GONRdzYLKIFyYyd RSFE (2 0dz2 KAa ¢l NNRy3
a sixweek standoff between thousands of employees and management...

O«

For years, Arthur T. had led Market Basket to high profits with a business modetdt@ed
consumers with low prices and good quality service by building a highly productive, well paid,
and loyal workforce. But when (cousin) Arthur S. gained control in June, he fired Arthur T.,
replaced him with new e€EOs of his choosing, and begansuing options to increase the flow

of cash to family owner&mployees demanded Arthur T. be reinstated and the business model
they built together be restored. They organized rallies that attracted as many as 10,000 workers
customers, and community sSdiNII SNBA ® ¢ KSe& dzaSR | a{l @S al NJ S
spread their message and maintain solidarity across the ranks. At one point 68 of the 71 store
managers signed a statement saying they would not work for anyone but Arthur T. Customers
offered counless testimonials to the low prices and good service they were missing and
documented the increased costs they incurred in shopping elsewhere by pasting their sales
receipts on the windows of their local storeés

Lhitp://fortune.com/2014/08/28/what-the-marketbasketdealsaysaboutamerican-workers/. A radio interview
with Kochan and othersan be heard ahttps://archive.org/details/0818MarketBasketRoundtable
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It is unusual for nonunion workeras atMarket Basketto strike for obvious reasons. It is even
more unusual (unheard of?) for them to be joined by supervisors and managers. But it
happened in this case.

Once we get away from the details, however, what seems most unusual is the degree of

empathy of the store workers for thiopboss.L 1 Qa y 20 GKIFIG 02aasSa Ol yQi
popularamong workers But how many employeasgould sacrifice to keep the bosd=or that

to happen, it likely requires both a popular boss and a sense thatgbhs, jobs and conditions

will be in jeopardy.

Put in those terms, the Market Basket story reminded me of another story that my stepfather
once told me that took place in the late 193@searly 1940s As you are likely to know,dke

years werea periodof severe labor strife. My stepfather, William Mitchell, was an organizer
and official of the UE, the United Electrical Workers, one of the more radical CIO unions of that
era. The UE latavasexpelled from the CIO in the late 1940s for having commueastership.

It still exists todaybut is a shadow of what it once wés (It is symptomatic of the situation of
unionsmore generallynowadays that Cl@urrentlymeans Chief Information Officer, but we
digress.)

In ary event, the major employer that #nUE had
organized was General Electric. But there were
various small employers that had been unionized by [
the UE, typically in manufacturing. My stepfather wa
stationed in New York Cithut he was sent by the
union to visit and investigate a localtime Midwest
where, reportedly, something funny was going on.
When he got there, he talked to local officers and
union members and looked at the books. No William Mitchell speakat a union rally in
irregularities were to be found. the late 1930sor early 1940s

As he prepared to leave, one of the members asked him if he wasmgdmthe party. What
party is that? The party for the boss! 2 dzZQONB K| @Ay 3 | LI NI& F2N G4KS

It turned out the boss/owner had signed a standard UE agreenhentfound he could not
afford the contractual wage rates. So from time to time, the wosk@rew a party for the boss
and chipped in enough money to keep the firm goidg in the Market Basket case, the

16The union reportedly has about 37,000 membeltshas awebsite:http://www.ueunion.org/
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workers liked the boss and liked their jobs and realized that they need the former to keep the
latter.

There may be no deeper lesson indhi & G 2 NB & LGQa 2dzikavempgood (G KAy 3
Labor Day holiday.
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aAlOKSTt t Q&l4:adutaAVihdtéiWaiba Minute

Daniel J.B. Mitchell

hy {SLIWGSYOoSNI px GKS fF0GSald ao9YLI 28YSyn {AGdzZ GA2yE
Bureau of Labor Statisti¢BLS) One of the closely watched numbers in thelease is the latest month

to-month (July to August) change in nonfarm payroll employment. According to the release, the

preliminary seasonally adjusted estimate is that there was a net increase of 142,000 jobs in August.
Commentators immediately pronaiged this number to be disappointing because it was lower than

(someone) expected and lower than recent employment gains.

{2YS NBIFRSNBE YI & NBOHMhe fazzBKgEr G2 | W2 fwaitayiRdeddolSy S T NRB Y
FAY QiU KSI NRfngf, gaitehipg: Avwa. Biitubeé.com/watch?v=22NQuPrwbHAThe

problem with geting excited or disappointed as a result of the reported mdwntthange in employment

is that the preliminary data, whicalready reflect the vagaries of seasonal adjustment, are subject to

major revision.Sows Yy SSR G2 adlyR o0FO0O1 FYyR daélAlG + YAydziSé
guides to policy ofo the general state of the economyaybe we havg KB+ NRA Y F2 1 EKSy 4 S
3SG GKS Y2yGKfe ydzyoSNE o6dzi (KS 4az2yYSiKAy3IE 4SS KI

The chart below shows theported preliminary monthly changes for 2013 versus what r{ae of
September 2014appears on the BLS website

Change in Nonfarm Payroll Employment, SA, (000s)

280 ! |
260 ——————————F—'® Change as of Sept. 2014

240 O Change asin pressreleasethen

220 OError: Now- Then

200
180 |-

160
140
120 |

100

‘LR EL K

-20

Jan
Feb
Mar
Apr
May
Jun
Jul
Aug
Sep
Oct
Nov
Dec

33


https://www.youtube.com/watch?v=22NQuPrwbHA

As it turned out for 20130t only are the deviations of the preliminaiigures relativeo the current

FAIAZNBE fFNHSY o0dzi GKS@ R2y Qi S@Sy @SN IS 2dzi 20
preliminary numbergonsistentlyunderstatad what is now taken to be the trutigure. Only in July 2013

was there an overestimateAlmost all of 2013as seen initiallywas disappointing relative to 2013 as

seen today. The average error was a monthly understatement of about 30,000 jobs, i.e., something like
360,000 jobs over #year.

Ly LI &ad YdzaAy3daz L KIFIFS YIRS (KS KSNBGAOKE adlidSy
and maybe, say, quarterhgleasesvould be better. Of course, we will continue to do monthly releases
0SOldzasS GKIFGQa K Méreoket, ani thangetirt fraduenéy waulll Begomme the subject

of conspiracy theories about manipulated figurdut it would be nicéf commentators just focused on

changes over longer periodlsan justone month. Why not usAugust 2013 to August 2014 ful

year)? If you do it that way anduse just the numbers that are not seasonatjusted since you are

covering a full yeag it turns out that we are creating ngdbs per monthat a rate ofaround 209,000.

You can then decide whether thatimber is dsappointing or not and what policy response, if any,

daK2dzZ R 6S Gl 1Syo® ,2dz Y@ 0SS NARIKG 2N gNRy3I Ay &2
statistical noise.
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Daniel J.B. Mitchell

In past musings, we have commented on the uncertainty raised by opinion polls on important public
issues.Complex issues that many people have never heard of or considered are prebgrietiders
torespondentss K2 LINE OARS al yagSNRé G(GKFdG FNB KAIKEe& RSLISy
Recent polls regarding two initiatives that are on the November 2014 California ballot illustrate this

issue. If you doubted my point before, read on!

PRLIZAAGAZ2Y np 62ddZ R LINPOARS FT2NJ NI GS NBIdzA | GAZ2y 2
commissionerwho currently can opine on such ratdésit cannot cap them. Not surprisingly, the

insurance commissioner supports Propsice it expands kiauthority The opposition comes from

two sources. Again, not surprisingly, the insurance carriers in the state oppose the proposition. But also
2LII2ASR ' NB (GKS 2 LISNI ( shéatihex@iangé. Kilere Bdemsitahe a turtward I Y I OF
going o between thehealth exchangeadministratorsand theinsurance commissionghat isbehind

the controversy

Proposition 46 ostensibly is about drug testing of doctarso wants a drugged out doctorut is

actually an effort by trial lawyers toraiseSh a G 4 SQa OF L) 2% SoYnotfsuriNdinglyj A OS | g I
doctors are opposednd lawyers are in favorin both the cases of Prop 45 and 46, vast sums will be

expended on TMWadio,and other advertising as Election Day approacfiesnd you can alreay

assume that the sponsors of these propositions sper$Sillion just to hire commercial signature

gatherers to put these initiatives on the ballot.

Naturally, there is much at stake for the proponents and opponents of these ballot proposi#odsof

course, anything related to health care is topical these days because of the changes the health system is
undergoing at the national level. Those in the policy wonk world and those representing the major
interest groups involved are obviously aware oé initiatives and have beeawaresince thepetitions

to put them on the ballobegan to circulate. But it is reasonalibeassume that the general public had

little knowledge of thepropositionsand are only nowg as advertising has begun and news media

articles are appearing forming opinions.

"The actual texts of the two initiatives can be founchép://vig.cdn.sos.ca.gov/2014/general/pdf/complete
vig.pdf#page=6.7(Prop 45 is on this page. Just continue to the next page for Prof546.also the official voter
guides:http://vig.cdn.sos.ca.gov/2014/general/en/pdf/propositie#S-title -summaryanalysis. pdf
http://vig.cdn.sos.ca.gov/2014/general/en/pdf/propositieh5-argumentsrebuttals. pdf
http://vig.cdn.sos.ca.gov/2014/general/en/pdf/propositief6-title-summaryanalysis.pdfand
http://vig.cdn.sos.ca.gov/2014/general/en/pdf/propositieh6-argumentsrebuttals. pdf

18A sample radio ad that has begtmair is athttps://www.youtube.com/watch?v=bWoVU_xhtQY

35


http://vig.cdn.sos.ca.gov/2014/general/pdf/complete-vig.pdf#page=67
http://vig.cdn.sos.ca.gov/2014/general/pdf/complete-vig.pdf#page=67
http://vig.cdn.sos.ca.gov/2014/general/en/pdf/proposition-45-title-summary-analysis.pdf
http://vig.cdn.sos.ca.gov/2014/general/en/pdf/proposition-45-arguments-rebuttals.pdf
http://vig.cdn.sos.ca.gov/2014/general/en/pdf/proposition-46-title-summary-analysis.pdf
http://vig.cdn.sos.ca.gov/2014/general/en/pdf/proposition-46-arguments-rebuttals.pdf
https://www.youtube.com/watch?v=bWoVU_xhtOY

One of the major sources of public opinion polling information in California is the Field Poll which for
many years has been a source of politinfbrmation onattitudes toward public issues. Like all
pollsters, however, to be relevant and interesting, Field has to track opinions on what voters might be
feeling about ballot issues and candidatékut that need poses a dilemmsinceFieldmust produce

opinions about issues on which many in the public simply @i fé¢rhe@dpinions. So in one way or
another, it must tell those being surveyed what the issuesafir@bout. What it says and how it says

it isgoing to be important in determining the answers received.

Trend of voter preferences on two statewide health-

related b allot measures: Propositions 45 and 46

(among likely voters)

Yes Undecided

Proposition 45 (Health Insurance Rate Changes)

Late August/Early September 41% 33

Late June/Early July 69% 15
Proposition 46 (Drug Testing of Doctors/

Medical Negligence Lawsuits)
Late August/Early September 34% 29
Late June/Early July 58% 12

Note: Lafe Augustiealy September poll corducted using a summary of each proposifion’s official ballof label.
The officid ballof label for these inifiafives had vof yef been released by the California Secrefary of Safe

af the fime of the lafe umedearly dy survey.

As the table above from the Field pslows, there was a dramatic swing@ported voter attitudes

towards Prop 45 and 46 between late June/early July and late August/early Sept&nibehe earlier

survey, the two wereeported asfavored by 69% and 58%, respectfully. A couple of mdatbs, the

percentages had dropped to 41% and 34%. Note that in the earlier survey, 15% and 12% said they were

undecided. A couple months later, a lot of folks who were decedaty onapparently changetheir
minds concerningvhat they were decided ahd. And the really heavy advertisimggarding thetwo

propositionshad not begun in that interval.

[ SGQa Llzi | aARS GKS YSNAGA yR RSYSNAI
dealing with issues in which there will be controsieas the election approachesarly polling is not
very helpful as a forecast unless you can present the questions as voters will eventually hea@QEBm.

19Sourcehttp://www.field.com/fieldpollonline/subscribers/Ri2485.pdf
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ahidOKSt { Q14 RiayingyHard to Get

Daniel J.B. Mitchell

[ SGQa adzlllzasS GKFG L Y | 22 dielbéerstaghapt andl waNiBol R
illustrate this point in an article | am writing. | discover that the U.S. BusEhabor StatisticEBLSpn a
monthly basis produces a series calfeglal average hourly earningsSo | go to the BLS website to get
some historical datan that seriedor my article When | get there, | find:

K US. Buresu of Labor Statist. % | 4 C]
= 4Close|
€ blagov “ | |EB - res average hourly eamings =
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