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el President’s Corner
By Nicholas Bull

y the time you read this, the first

Presidential debate will be over, and

I'm sure both sides will have
anointed their champion as the winner. But
did they really focus on the most pressing
long-run matter facing the body politic — the
economic challenges of an aging population?
Well, even if they didn’t, we will at the SGE
Conference, coming up November 18, You
can register and pay electronically (via PayPal)
on the website’s conference page. The
conference will take place at Bureau of Labor
Statistics, near Union Station (our bid to
reserve RFK stadium seems to have been
trumped by some sort of baseball coalition—
who’d have thought it). For more details, see
the website at www.sge-econ.org.

Meanwhile, we hope you’ll enjoy this
newsletter’s review of Barry Bosworth’s SGE
luncheon talk on “A Jobless Recovery: Off-
shoring of Jobs Versus Productivity Growth at
Home?”, as well as the book review of “The
Post-Cold War Armored Vehicle Industries in
Britain, Germany, and France: A Study in
Political Economy and Transition.”

In addition, the newsletter announces
several events in early October that may be of
interest, in particular SGE’s tour of the

Eisenhower Executive Office Building. This is
our last tour of the year, but be on the look out
for more tours next year, including a tour of
the Library of Congress.

Around
Town

A Service Column
Listing Professional
Activities of Interest
to Our Membership

>\

To include vyour activity, please e-mail the
information to lee.cohen@ssa.gov or send it by
regular mail to the address on the back.

October 3-5, Philadelphia

NABE's 46th annual meeting and

GIC's 23 annual Conference

The Politics of the Pocketbook: National Elections and
their Impact on the Global Economy

Details available at www.nabe.com.

October 7, 2004, National Press Club

National Bureau of Economic Research, Inc

Tax Policy and the Economy

James Poterba, Organizer

Topics will include taxation and health insurance,
dividend taxation, book-tax income disparities,
multinational investment in tax havens, and public
support for early childhood programs.

For details, see: http://www.nber.org/~confer/2004/
tpe04/program.html or confer@nber.org

NEC Events

October 7, Chinatown Gardens

Kenneth D. Simonson, Chief Economist, Associated
General Contractors of America

Construction: Building the Economy or Stuck in the
Ground?

October 14, Chinatown Gardens

Chad Moutray, Chief Economist/Director, Office of
Economic Research, U.S. Small Business
Administration/ Office of Advocacy

The Small Business Economy

Call NEC’s reservation line at 703-739-9404 or e-mail
to nec@cbc.org. Reservations are due by 11 am. on
the Tuesday before the lunch, and your message
should include name, phone # and event. Those
desiring to hear the talk without lunch may attend at
no charge but should also reserve. Lunch price is $15
for SGE and NEC members, including those who
join NEC at the door, $20 for others.
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Book Review

The Post-Cold War Armored Vehicle Industries in
Britain, Germany, and France: A Study in Political
Economy and Transition By James L. Graves,
Greenwood Press, August 2000; 116 pages; price
$99.95.

Reviewed by David Trybula.

The focus of The Post-Cold War Armored Vehicle In-
dustries in Britain, Germany, and France: A Study in
Political Economy and Transition is on why, by the
late 1990s, the British, German, and French armored
vehicle industries had not consolidated while the
US armed vehicle industry and the defense aero-
space industries in all these countries and in the U.
S. had. The book is divided into seven chapters.
The first three provide an introduction and over-
view. Chapters four through six focus on the mar-
ket structure of the armored vehicle industries in
Britain, Germany, and France. Chapter seven is a
conclusion and epilogue.

The book’s hypothesis is that there are five neces-
sary conditions to permit an industry to restructure:
1) private ownership of industry, 2) private capital
and flexible labor markets, 3) profitable scale of pro-
duction, 4) dedicated defense firms, 5) active state
defense industrial policy. The absence or presence
of each of these necessary conditions in Britain, Ger-
many and France has shaped the market structures
of the armored vehicle industries in each.

The introductory chapter of the book provides a
solid overview of the book’s contents. In essence
the author has written his own “Cliff Notes” that
only neglect to cover the information provided in
the epilogue of his final chapter.

Chapter 2, “International Environment”, takes 20
of the book’s 114 leaves to emphasize that the end
of the Soviet Union has had and will continue to
have a significant impact on European security.
The chapter explores the defense budgets and mili-
tary force structure of the three countries of interest
from the mid-1980’s to the late 1990’s and discusses
their impact on military doctrine and demand for
defense products in each. The underlying theme is
that a confluence of forces are emerging, which are
pressuring the European community to work to-
gether on a myriad of things from the formation of

multi-national military forces to the economic and
technical research, development, and production of
defense systems.

Chapter 3, “Defense Industry,” reviews the re-
structuring of the armored vehicle industries in Brit-
ain, Germany, France, and the United States in the
post Cold War period. The author provides two al-
ternative explanations for the limited restructuring
of this industry in the European countries. He then
attempts to refute his explanations with references
to the U.S. armored vehicle industry consolidation
and comparisons to the European aerospace and
electronics industries. In the process, some basic
economic theory is provided in a way that could be
easily misunderstood by the reader. For example
the author writes, “It costs the same amount to de-
sign and develop a new aircraft or an integrated cir-
cuit whether 1 or 1,000 units are produced. The re-
duction of per unit R&D costs is realized through
economies of scale.” This is one example of how ba-
sic microeconomic principles are misapplied in the
book. Clearly in the short-run, the reduction of per
unit R&D costs, fixed costs in an economic sense
once production begins, is achieved by producing
more regardless of what the efficient scale is. This
and similar flaws, while substantial do not leave the
book without its relevant contributions; it should be
read by anyone who is interested in the detailed
state of affairs in the armored vehicle industries in
Britain, Germany, and France in the 1990s.

Chapters 4 through 6 focus on the reorganizations
of the British, German, and French armored vehicle
industries during the post Cold War period. Each
chapter is devoted to one of these countries and be-
gins with a brief summary of the market structure
of the armored vehicle industry in the country being
examined. Subsequently, each chapter examines
the industry in each country in relation to Graves’s
five necessary conditions for restructuring, i.e., type
of ownership, structure of capital and labor mar-
kets, scale of production, diversification of firms,
and post cold war defense industrial policy, and
then briefly summarizes the consolidation and reor-
ganization of the armored vehicle industry in that
country. These chapters are the true strength of the
book. The author has devoted considerable time

(Continued on page 5)
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September 2004 Monthly Luncheon
Review of Remarks by Dr. Barry Bosworth
“Jobless Recovery: Off-shoring of Jobs Versus Productivity Growth at Home?”

Reported by Julie Skelton

Dr. Barry Bosworth of the Brookings Institution
spoke about the U.S. economy's disappointing em-
ployment growth numbers during the recent eco-
nomic recovery (Dr. Bosworth's presentation is
available at http.//www.sge-econ.org/papers/
Joblessrecovery.pdf). The term "jobless recovery"
was first used during the recovery of the early 1990s.
However, employment growth in today’s recovery is
lower than that of a decade earlier.

A common culprit for explaining jobless recoveries
is slow output growth, yet output growth during the
current cycle has exceeded that of the early 1990s.
This suggests that output growth is an insufficient
explanation for weak employment growth.

Employment losses are widespread throughout the
economy. In absolute terms, the manufacturing sec-
tor experienced the largest loss. When looking in
the aggregate and in an historical context, data
shows that the acceleration in job losses is surpris-
ingly wide spread throughout the economy. The
largest percentage change in job losses is in the pro-
fessional and business services industry.

According to Dr. Bosworth, these losses in employ-
ment growth have little to do with trade and more to
do with the burst of the technology bubble. The re-
cent recession has been a capital goods recession, as
opposed to a consumption goods recession, so it is
not surprising to find job losses in capital goods pro-
ducing industries. Two common culprits for the dis-
appointing job growth are offshoring of service sec-
tor jobs and growth in productivity. Dr. Bosworth
argues that infatuation with this new “offshoring”
term is diverting attention away from the more sig-
nificant acceleration in productivity growth.

Dr. Bosworth argues that offshoring is a new term
used to describe imports involving service-sector
jobs rather than manufacturing jobs, likening it to
“outsourcing” that crosses national borders. The
current offshoring trend seems more threatening as
service jobs become more vulnerable. The effects of
this phenomenon should be captured in the current
statistics where we see increased service imports

leading to less domestic activity and fewer jobs.
However, it’s difficult to capture the magnitude of
this change because many services are embedded in
the importation of goods. It is also a possibility that
non-traditional services, like transactions conducted
over the internet, are not being captured.

The evidence suggests that the offshoring effect is
too small to account for the current low levels of job
growth. Dr. Bosworth states that people tend to un-
derestimate the dynamic change in the labor market;
around 50 million people change jobs in a calendar
year. Employer surveys are given to ask what
amount of that labor market change is due to mass
layoffs. According to those surveyed, a very low
percentage indicates offshoring as the culprit. This is
consistent with the data that show job losses are not
concentrated in industries with offshoring activities.
While Dr. Bosworth believes this fascination with
offshoring jobs seems unlikely to account for low
levels of job growth, it has diverted attention away
from the ongoing surge in productivity growth,
which can account for low levels of job growth.

Acceleration in productivity growth began in 1995,
but it appears to have increased further in the last
three years despite the weakness of the overall econ-
omy. In the short-term, this increase in productivity
has gone to corporate profits and not to real wage
growth. This serves to reverse the profit squeeze ex-
hibited after 1995 as the tight labor market drove
wages up. Dr. Bosworth states that workers’ per-
ceived lack of benefits are a result of this decline in
share. But workers have also seen a substantial de-
cline in their terms of trade as prices for the goods
they want to consume are rising relative to the prices
of the products they produce.

A lot of the focus of these productivity gains has
been centered on the production of computers.
However, the aggregate gains in productivity have
been dominated by changes in the services-
producing industries. New data introduced by the
Bureau of Economic Analysis (BEA) provides the
ability to distinguish between service-producing and
goods-producing industries. Goods production has
experienced a lot of productivity growth, but at a
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lower rate since 1995. Productivity gains in com-
puter and related industries have been offset by
worsening performance in other areas of goods pro-
duction. A large acceleration in services is evident
after 1995 and again after 2000.

Dr. Bosworth and Jack Triplett have recently been
exploring the sources of productivity improvements
within service industries in more detail. They use an
industry data set developed by BEA and the Bureau
of Labor Statistics (BLS) that includes 54 industries,
29 of which are services, and extends over the period
1987-2001. Drs. Bosworth and Triplett were able to
compute labor productivity, multifactor productiv-
ity, contribution of outsourcing, and the role of IT
capital from this dataset. Based on this study, they
concluded that the productivity resurgence is large
and extends far beyond the IT-producing industries.
In addition, service industries account for the domi-
nant proportion of improvements in labor produc-
tivity, multifactor productivity, and the contribution
of IT capital. On balance, it appears that services,
and not goods, hold the key to the story.

Dr. Bosworth concludes that weak employment
growth is due largely to strong productivity growth.
Productivity growth is beneficial in the long-run as
it raises real incomes, but in the short-run it creates a
fear of job losses. Economists argue that productiv-
ity growth leads to more output with the same
workforce. In contrast, workers fear that the same
productivity growth will lead to the same output
with fewer workers. Putting this in an historical
context, the economists have yet to be wrong.

Dr. Bosworth discussed the outsourcing issue in
the context of “Baumol’s Disease.” William Baumol
argued that it was difficult to raise productivity in
much of the service sector because as incomes rose,
more resources would be shifted into these service
industries with a slowing impact on aggregate pro-
ductivity growth. It appears that in some respects,
Baumol’s disease has been cured. Opportunities for
productivity growth in service industries look just as
good as opportunities for productivity growth in
goods once did.

Book Review

(Continued from page 3)
and energy to gain an understanding of these indus-
tries. This effort included sponsoring research,
which was complemented by several site visits to
production facilities in Britain and Germany. The
thoroughness of this research comes to life in the de-
tails, stories, and explanations in these chapters.
Chapter 7, “Conclusion and Epilogue,” is mis-
named. The chapter summarizes earlier conclusions,
but provides no new revelations from synthesizing
all of the preceding work. The epilogue is a brief
four-page attempt at listing the political, economic,
and military implications of this work. The brevity
leaves the reader trying to understand unsupported
declarations of what the future holds. For example,
the author states “the ability of each country to join
future multilateral military operations, including
peacekeeping, peace enforcing, humanitarian, res-
cue, and actual combat operations, requires a
ground defense industrial capability”, without tak-
ing the time to explain why this industrial capability
is necessary for countries to participate in peace-
keeping, humanitarian, or rescue operations when

Bosnia and Kosovo operations show countries with-
out this capability participating. This is not to sug-
gest the author is incorrect, only that this statement
as well as others are not explained sufficiently nor
supported.

The book is generally well written, but contains a
number of editorial errors and minor factual inaccu-
racies. The tables are often in levels and the prose
describing them in percentages making it difficult, at
times, to follow. Furthermore, tables are constructed
with data from different sources and trend compari-
sons are made where they should not be.

Fundamentally the book is similar to the case
study analysis prevalent in the industrial organiza-
tion literature in the 1920’s and 1930’s. The episodic
nature provides relevant explanations for a particu-
lar industry in three countries in a particular time,
but by the author’s own admission, his theory does
not generalize beyond the industry analyzed. In the
end, the reader is left to synthesize the yeoman’s
work the author has done if he or she is to find ap-
plication in other industries.
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Society of Government Economists
10371 Painted Cup
Columbia, MD 21044

“A society promoting the
application of economic

principles to public policy for

over 35 years”

SGE Membership Application (Also available at www.sge-econ.org)
Dues through 2004 Student -$10 Regular -$30 Supporting -$40 Household (2 members) -$50 Institutional (3 members) -$150
Regular -$55 Supporting -$75 Household (2 members) -$90 NEW! 10-Year Institutional -$1,350

Dues through 2005

Send me the monthly bulletin: (select one)

[ online (provide e-mail address below)

O By mail (add $5/year)

Name (Last, First, Middle) Date Dues
Agency/Company Title

Mailing Address (indicate home or office)

City State Zip

Phone (indicate home or office)

E-Mail Address

Areas of
Interest
(check two)

0 General Economics 0 Economic History

0 Microeconomics
0 Intl. Economics
0 Law and Economics 0 Econ. Systems

0 Public Economics

0 Financial Economics 0 Macroecon. and Monetary Theory

0 Health, Education, and Welfare

0 Bus. Admin. and Bus. Econ., Mktg., Actg.

0 Econ. Dev Technology Change & Growth 0 Agricultural and Natural Resource Economics
0 Methodology & History of Economic Thought

0 Urban, Rural, and Regional Econ.
0 Labor and Demographic Econ.

0 Math & Quant.Methods

0 Industrial Organization

0 Marketing; Accounting

Please send completed application and a check payable to SGE to: SGE, 10371 Painted Cup, Columbia, MD, 21044
SGE Bulletin

Please submit all
materials you would
like to appear in the
bulletin by the 12th
of the month to
Jason Tripp at
sge@sge-econ.org

or

SGE

10371 Painted Cup
Columbia, MD 21044
or call:
410-963-0134.
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