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PREFACE

From any perspective, we must consider the economic consequences for
New York City which may emerge from Black Monday -~- October 19, We also must
turn our attention to a less dramatic, but nonetheless important phenomenon:
the impact of the new immigrants on the city's economy. These proceedings
focus on both subjects.

A recognized authority appraises Wall Street's future, Other
prominent speakers address their expertise to the effects on the city of
national and state economic policies. Also included is a retrospective on the

city's economy.

In addition, an analysis of the city's labor market, a featured
attraction of these annual conferences, and an evaluation of welfare reform,
each presented by an expert in his field, delineate important aspects of the
city's changing economy.

A prominent New Yorker who has devoted his career to creating
exciting theater discusses the role of the theater in our city's life,

Other speakers concentrate on a most important but little investigated :
area of the city’s economy: its changing demographics. After an overview, :
experts consider the impact of the new immigrants on the self-employed, on !
wage and salaried personnel, and on neighborhoods.

We wish to acknowledge, once again, a special debt to Richard H.
Hoenig, asaistant vice president, the Federal Reserve Bank of New York, for
his gracious, wide ranging assistance; and to Betty Pfitzer, who so expertly 2
prepared the manuscript for the printer, as she has for many previous editions.
We would also like to thank Roslyn Alexander for her help in editing and
preparing the manuscripts.

The Council's Twenty-first Institute maintains its tradition as the
only conference that concentrates on vital issues concerning New York City's
economy.

Robert H, Vatter Dr. Albert Alexander
Vice President and Economist : Executive Director
Metropolitan Life Insurance Co. and New York City Council
President, NYCCEE on Economic Education

October 1, 1988




How Vulnerable is the New York Economy?

By Ronald K. Shelp

Many of us will be talking about New York City and its economy,
especially in the wake of the October 19 stock market crash,

That October Monday has a great deal to teach us, but its lessons
about the New York economy may well be different from what some people
expected. In the wake of the crash we have seen strong evidence that our
local economy, which many people thought of as driven largely by Wall Street,
is much more diverse.

Wall Street is one part of financial services, but far from all of
that sector. Financial services as a whole are important to New York's
service-driven economy, but they are only a part of this vibrant, diverse and
dominant sector.

Realizing this means that we need to be thinking very differently
about our economy and about the public policy which affects 1it, If we are to
really learn the lessons of the October crash, we must face up to three
important facts about the New York City economy: it is and will increasingly
be a service economy; as a service economy it deals largely with information
and ideas; and lastly, it promises to become more and more international and
increasingly in competition with other cities around the world,

These are more than academic conclusions. I believe they are issues
which will be basic to the operations of our economy for the rest of this
century and for much of the next. 1In light of them we need to be looking at,
and revising, our public policies in a variety of ways.

Let's turn first to some data that illustrate these observations.
The latest Bureau of Labor Statistics numbers for October 1987 to March 1988
show a decline of some 8,200 jobs in securities firms, commodities brokers and
similar services, certainly an important reduction. But they also show a
decline in banking of only 1,900 jobs —— well within the normal 1987 monthly
variation in this category -- and they show some increase in the insurance
categories,

In fact the BLS announced an overall gain in private sector employ-
ment in New York City for October to March of some 10,000 jobs, due to
increases in service and service-related categories.

What {s becoming clear is that brokerage houses, while part of the
financial services sector, are only one part, financial services like
commercial banking, insurance, and other areas may well feel the ripple effects
of the stock market crash, but they do not appear to be as vulnerable to
swings in the market as trading and other market operations. In other words,
while the many components of our service-driven economy interrelate, they are
far from completely interdependent.




There is a popular image of the New York service econiomy as hordes of
suspendered young investment bankers making mega-deals on their BMW car phones
while negotiating the passage from their Park Avenue apartments to the
prosperous shores of the Hamptons. Such a view assumes that the human infra-
structure of our service economy consists of these individuals, their interior
decorators and foreign car mechanics who charge $250 to open the hood.

In fact our economy is much more diverse. The real New York service
economy also includes the public relations agency vice president who takes the
express bus from her co-op in Forest Hills; the young associate in a downtown
law firm walking to work from his shared one-bedroom in Battery Park City; the
data processing manager who takes the A train from Harlem to her job in a
commercial bank.

There is no question that the downsizing in brokerage firms,
investment banks and other operationa affected directly by Black Monday may
have a ripple effect. How large those ripples will be is hard to predict.
For some firms they have already been large; for others less so, And as is
obvious from the most recent employment numbers, many parts of our economy are
growing with no visible effect from the market crash.

Ours is an interrelated economy, and interrelationship assumes some
interdependence. Ripples will be felt. But ripples need not he a tidal wave,
and there is no evidence so far that the tidal wave is lurking over the

horizon.

From 1977 to 1987 the New York City economy confounded all the
experts, with a net private sector growth of some 325,000 jobs. A major part
of that story is that it did so despite a loss of some 160,000 jobs in
manufacturing. Virtually all the gains came in the service sector.

The conventional wisdom has gometimes held that the service sector
consists of a few high~rolling executives and thousands of people flipping
hamburgers. 1In fact it is not so, as I tried to point out earlier. The
service sector is executives and mega-lawyers, but it is also middle managers,
computer operators and paralegal secretaries, data analysts and book editors.
The service economy has job opportunities at a variety of skill levels.

Look at where the job growth has come in New York City in the last
10 years. The sectors of the economy which grew in this period did so at a
remarkable rate. Financial services, from stockbrokers to insurance adjusters
to bank tellers, grew a total of 121,000, Legal and other business gervices,
including advertising and accounting, posted a gain of 134,000 jobs. Non-
governmental education and educational services rose 25,000. Combine the
gains in real estate with the construction jobs of the period, most of which
depended on the boom in office and commercial construction and there is a gain
of some 67,000 jobs.

Obviously these jobs include high~ranking executive positions, but I
don't think anyone would argue that the city now has several hundred thousand
more chief executives than it had in 1977. Nor do we have several hundred
thousand more people working in fact food operations or sweeping up around
computers.




We do have a diverse service and information-driven economy with Jobs
available for a wide range of people. However, there is one important factor
in this sector that distinguishes it from much of the industrial sector --— the
critical importance of a work force with basic skills in communications. If
the important skills in New York's 19th century industrial economy had to do
with the ability to handle raw materials and finished goods, today's workers
need to be able to handle ideas and language.

The high school dropout rate is probably no higher than it was 40 or
50 years ago, yet the Jobs in today's economy, and even more so in tomeorrow's,
will absolutely require a level of skill that today's dropouts, and for that
matter many of today's graduates, do not have.

This last issue, the importance of an educated work force, has been
pointed out repeatedly by many observers of the New York economy, noct the
least Sam Ehrenhalt. It is a problem which our member firms in the
Partnership have made a major priority, and we hope to announce soon, with
other private sector participants and with the public school system, a major
initiative to begin to address this problem.

I already noted that it has been the service sector in the last
10 years which has kept the economy of New York not just alive, but vibrant.
But let us not make the mistake of assuming that the growth of the service
economy is only a factor of the last decade.

By the 19508 only about one~third of those employed in New York City
were working in manufacturing. The trend continued, and as manufacturing
declines, with less than 15 percent now in manufacturing, services have been
the force driving our economy. Services have continued to provide larger and
larger shares of our employment and they will continue to do so0.

I sometimes think that many of those involved in public policy do not
pay sufficlent attention to that reality, and to the other two factors I
mentioned earlier -~ the information base and the intermational nature of our
economy,

The information base of our economy turns largely on the 1issue of
communications technology, which could be for the future of New York City what
the Erie Canal and the development of the railroads were to New York in the
19th century.

From one perspective this new technology threatens New York Clty's
viability. The blending of computers and telecommunications technology allows
information to be managed and processed almost anywhere. This revives the
spectre of the export -of Jjobs, a fear we have long assoclated with
manufacturing businesses. We sav garment manufacturers move from New York to
the American South and then to the Far East. With the new technology a bank
or insurance firm's data processing can move to South Dakota, Barbados or
Korea,

But even as this technology holds the potential for the decentral-
{zation of service businesses, it also includes significant centralizing




forces. As New York University's Mitchell Moss has pointed out, fiber optic
cable technology favors high-volume, point-to-point communications, basically
from one hub to another.

Jet travel cut the time and eventually the cost of the movement of
pecple and goods, and offered the potential for significant decentralization
of certain functions. Yet when Jjet airports were built, they were not
constructed near cities and towns on the economic rim, but in and near major
cities. :

To a large extent data operations can and will be located near the
centers which offer the best technology. This is reinforced by compelling
reasons for managers to maintain face-to-face relationships, not only with
their staffs but especlally with representatives of suppliers, clients and

competitors.

Our current capacity for transporting information, within the city
and outside it, are already extraordinary., Few cities can match New York's
capacity to handle its 56 million originating phone calls per day -- nearly 5
million from the Wall Street area alone, or its nearly 1,000 miles of fiber
optic cable. New York City now has more computers than a country the size of
Brazil, and more word processors than all of Western Europe combined. It has
a state-of-the-art facility in the teleport in Staten Island, and an
increasing number of so-called "smart" buildings, buildings designed and
constructed to take advantage of this new technology.

This wunequalled 1level of technology is a strong reason for
high-volume users to locate near it, and for executives to seek to be part of
a "critical mass" of decision makers. But only one kind of city has something
to be gained from this new technology -- a city which can provide decision
makers with the information tools and the sets of relationships they need. A
city which cannot do this will be left behind.

The internationalization of New York is another major factor that has
to become one of our basic assumptions. New York was founded as a city of
trade, and was the bridge between European markets and the sources of supply
in the interior of the continent. Through its history it has been either the
largest or among the largest points of entry, and in many cases points of
settlement, for immigrants.

That condition holds true today, though the immigrants come now less
from Eurcpe than from the Caribbean, east Asia and other areas. The thousands
of men and women who vote with their feet to come here from their native
lands, generally seeking economic opportunities, have their counterparts in
the more than 400 foreign banks and other foreign firms which have opened
offices here. The Japanese alone have investments in New York City estimated
at more than $5 billion. Some 90 countries have consular offices here, more
than any other American city, including Washington, D.C.

We now have a major concentration of headquarters of multinational
firms. Particularly in terms of banking, capital and investment markets, we
remain far and away the nation's leader and arguably the world's most
important city for these services.




This is something we too often overlook. New York City competes not
so much with its region or with other American cities but with Londen, Paris,
Tokyo and other world cities. Indeed, the gecond wave of expansion of firms
in Japan is about to happen. Japanese firms like regional banks are now
making decisions about where to expand. There are many reasons for them to do
so here, but other cities also have their advantages.

What do these factors mean: the internationalization of our. economy,
the new communications technology, and the inevitability of the dominance of
the service sector? They will help define the New York City of the future,
which requires us to take a long and thoughtful look at the public policies
which drive our city. They require that we rethink some of those policies,
For instance:

Given the importance of New York as a world city and the tremendous
competition among cities here and elsewhere for the expsnsion of foreign
investment, why does New York City not have a major and consistent effort
underway to market itself as the best location for such investment, especially
for service firms?

Deputy Mayor Alair Townsend and I recently led New York City'as first
investment attraction mission to Japan. We found a number of American states
and cities with permanent offices in Tokyo, offices vhich make continuous
efforts to market their advantages as sites for investment.

while New York City does mount some trade missions to Japan and other
countries, why do we not have permanent representatives in Tokyo, London, Hong
Kong, and other important locations in Europe and on the Pacific Rim? The
potential from such operations far outweighs any reasonable short-term costs.
Isn't it time that we match our prodigious efforts at dissuading corporations
from leaving New York with an aggressive campaign to attract firms to KRew
York, especlally those from overseas.

In terms of communications, I believe the city needs to consider the
current and emerging technology as an essential, not contributory, factor in
its future growth. A small part of this realization could take the form, for
instance, of measures which would simplify the process of providing access to
astreets and buildings for the installation of fiber optic cable.

Another possibility would be tax benefits, instead of the current tax
disincentive, for the construction of so-called "smart" buildings, buildings
which are designed to incorporate advanced technolegy. As currently taxed,
such buildings in effect pay a penalty for the additional value such design
represents. The opposite should he true, We give tax benefits to encourage
desirable investment., Surely, encouraging state of the art communications
facilities falls in the category of desired investment.

The question of tax benefits brings me to my last point. We have
wisely developed over the years, not just in New York but across the country,
a serles of tax benefits and incentive programs linked directly to goods, the
output of the industrial economy, and to the jobs, the capital, the buildings
and even the transportation networks which are part of that production.




This orientation is far from new. From Adam Smith through Karl Marx
and beyond, most economists have looked to the industrial economy as the
economy, and have seen service activities as falling somewhere between the
parasitic and the irrelevant,

New York City, of all places, cannot afford to maintain this
prejudice, even in a watered-down, subtle or unintentional form. Indeed, New
York City should be the national leader, the world leader, in making it clear
it values and wants to retain and attract the kind of business found in the
service dominated economy. This means revisiting tax and investment benefits
to see 1f service firms receive equivalent incentives to those offered to

manufacturing firms.

We should not let ourselves repeat the mistake made at the national
level, and in many states and cities. For instance, a firm can get a Federal
tax credit for research and development which leads to the introduction of a
new computer —— but except under limited circumstances not for the research
that develops the software to run it. And this is only one example of what
could be hundreds.

Under state and city tax structure, manufacturing operations and a
few service firms have been permitted to allocate business receipts, and thus
taxable income, based on the location of their customers. But most service
firms have been unable to do this. The Partnership and the Chamber have been
working with the mayor, the legislature and the governor to develop a program
which will extend this allocation, and consequent tax advantage, to many more
service operations.

Despite this very real progress, inequities remain, industrial and
manufacturing concerns which move from Manhattan to the other boroughs are
eligible for relocation grants —- not so service firms. The local sales tax
on energy used in manufacturing has been repealed, but a proposed rollback in
this tax for other businesses, originally scheduled to begin this July, has
recently been put on hold until 1990.

Tax and incentive peolicies which discriminate against the sector of
our economy which represents not only our current strength but the dominant
sector in the future are short-sighted and potentially counter-productive.

I am not suggesting that current national, state and city incentive
policies toward industrial operations be discontinued, but rather that they be
extended to non~industrial concerns. Why mnot substantial energy cost
reductions for high-volume users producing not just doughnuts, but data?

A realistic concern for the future of our manufacturing sector is
appropriate and necessary. But to focus public policy principally on that
sector, while leaving the service sector to fight its competitive battles in
the world market unailded, would be a serious and long-term mistake,.

- As 1 said, New York is far from alone in this short-sighted view, but
I believe it could, and should, stand alone. It could, and should, emerge as
the leader in this area.




The events of October 19 indeed have a lot of teach us. We do not
appear to be as vulnerable as many thought to a major downturn in the
gecurities market. Other parts of the financial sector have yet to feel
gerious effects, and the service sector overall has continued to grow.

But even if we do eventually see serious effects Iin other parts of
the economy from the crash, or from some other cause, it should bring home to
us the lesson that we are most vulnerable when we ignore or discount the
factors which will shape our economy for the foreseeable future.

We can take now a variety of steps which will help us meet the
challenges this future., These steps include reform of our educational system;
long-term tax and other policies to create a better bhusiness climate;
marketing our strengths better in the nation and around the world; and
embracing and extending the communication technology which is a major strength
of this city. '

Most importantly, we cannot address these issues plecemeal, but as
part of a coherent strategy which looks at the economy as it is now, and as 1t
promises to become. Only in this way can New York maintain the importance it
has earned, not only as a vital part of the American economy, but as a major
player in the economy of the world.




WHAT IS NEXT FCR WELFARE REFORM? WHAT WILL IT MEAN TO NEW YORK CITY?

Richard P. Nathan

First of all let me state my main proposition so that it is clear., I
want. to convince you that there 1is something different happening in the
welfare field today and it invelves a new and not very widely recognized form
of welfare reform that is sweeping the country. I want to convince you that
that proposition is correct. I do not have much time to do it.

I will divide my remarks into three parts. First I will talk about
the history of American welfare and social policy. I have worked in this area
for a long time. Then, I am going to tell you about the current situation,
hopefully to convince you of my propoesition., Third, I am going to talk about
the prospects for the future, including some reference to a fine bill that
soon will be voted on in the Senate. It is sponsored by Senator Moynihan
whose role in this area I greatly respect.

How do we regard the poor and the needy among us? New York City has
been a center for philosophy and programs on this core issue of our democracy.
There have been two main streams or philosophies or idea systems about welfare
in America. One idea system comes from the management area, the institutional
approach., This idea was prominent in the Kennedy years, O0fficials then
believed that you have to teach a person to fish rather than give him a fish
to eat. The job approach, the service approach, the schocl approach, the
approach to welfare reform says we have to upgrade the skills, the capability
and assist people in terms of being able to compete as Iindependent and
self-sufficient in our labor force, :

Michael Katz, a University of Pennsylvania law professor, in a good
book called In_the Shadow of the Pogrhouse, writes about how in the early
history of this country we had institutions out of Charles Dickens
workhouses. You would take a wood pile and move it from one side of the yard
to another, In exchange for that work you get a place to sleep and eat. That
was an institutional, work-oriented program, first at the local level and then
at the state level,

In the New Deal in the 1930s, in response to the Great Depression,
the Social Security Act was passed and a second policy stream came on line.
The second stream is an economist's view of welfare policy, if you will.

That is, people are poor because they do not have enough money and
what we need to do is to adopt income approaches with work incentive features,
a negative income tax or guaranteed income approach. This view dominated our
thinking in the '70s. Under Richard Nixon, of all people, and Jimmy Carter,
we hdad proposals to change the Aid for Families With Dependent Children, which
is the most controversial welfare program. When we talk about welfare we mean
AFDGC —- unformed families, almost entirely and mostly minority families.

In the '60s under Kennedy there was the idea that you needed
rehabilitation service. In the '70s, starting wunder Lyndon Johnson's
administration, although he himself resisted the idea, and then under Nixon
who embraced it, and under Carter who pushed it forward, the economists




introduced schemes to deal with welfare needs and human needs and poverty by
changing income support programs. We had the FAP program, Nixon's Family
Assistance Plan, which some of you may remember. It was in that period that I
worked in government. I worked closely with and came to admire Senator Pat
Moynihan working on FAP.

In the '80s the service approach is back on the agenda. This is a
nquiet revolution" going on in state governments across the country to convert
welfare assistance to systems that focus on education, teaching people to
read, training, child care and other services. In New Jersey, if you can tell
a hamburger from a cheeseburger, you can get a job for $7.00 an hour, twice
the minimum wage, working a cash register in a fast food store.

As demand for jobs increases, as the labor force contracts, as more
and more women -- two-thirds of women with children in the society are now
working —- the focus is shifting all across this country on welfare reform,
particularly for female-headed AFDC families. You can look at the two polls:
Massachusetts and California, east coast and west coast.

Michael Dukakis' "ET Choices Program" is a heavy service program with
case managers, with remediation, with education, with child care for kids.
Once you get a Job, the feature of this program is that you are able to
continue to get your health benefits and your child care for a certain peried
of time. It is a concentrated service approach aimed at pulling pecple out of
that increasingly more concentrated, more troubled underclass in our cities,
This 1is the essence of what New York City now plans to do under HRA
commissioner William Grinker.

I just wrote a letter to the City Council about the Oppoertunities for
Independence Program that Mr. Grinker, who is doing a fine job, has proposed.
He proposes to change welfare systems from being merely a payments system to a
system that deals with people in a different way. There 1s a new concept and
the new concept represents a different political philosophy from the Great
Society. The new concept is what we call "mutual obligation."

In Califormia, the most ambitious work/welfare program of this kind
is the GAIN program - Greater Avenues to Independence. Everything has
acronyms in this business, So you have the Duke of the East, Michael Dukakis,
and George Duekemejian, the Duke of the West, trying hard to change the
welfare system to put into effect what I call the "4 Ss." The four Ss are:

1) The States are in the lead. That is why you may not know about
this because all we read in the papers is about what happens in Washington.
Not much is happening in Washington on social policy.

Number 2 is Services. The emphasis is placed on education, training,
counseling, orienting people towards the labor market, telling them how to
appear for a job, how to write a resume, how to get an interview, and how to
relate to an employer. You may not llke your employer but the nature of the
work force relationship is one that you have to understand. There is some
considerable amount of training in these programs on what is called work
arientation.




The third is Signals. A central economics concept that I like -—-—
signalling -- I learned about when I was a graduate student., We do not give
enough attention I tell my students at Princeton, to the psychological,
attitudinal dimension of economics and social organization. There 1is a
difference in signalling. That is what I started to speak about before when I
referred to the concept of mutual obligation, Now I am going to go hack and

bring you up-to-date.

The fourth § is Systems —— systems reform, institutional change, is
front and center. The Gain Program in California says this: You come in to
the welfare office, You have children -- in some states it is two years old
or over, three or over, six or over —— and you become eligible for Gain or
ET. In New Jersey we have a fine similar program called Reach, which is very

ambitious, for kids over two.

You come in in California or New Jersey and you sign a contract with
a case manager, not a social worker. This is pretty explicit in some
counties, Counties are important in this field because people do not know
much about governments, It takes them a long time to learn anything about

government.

The county has a case manager and the case manager says, "Now here
is the deal." You are obligated to participate and if you come forward and
comply with this obligation, then we are obligated, the State of New Jersey,
the County of Middlesex, County of Mercer, County of Ventura, the County of
San Diego, to provide you with service, and here are the services we are going
to provide you with: education, training, a Job, club, child care,
transportation service, etc.

This arrangement is not easy, that is, changing the mind set of both
the welfare bureaucracy and the recipients. Again, the economists do not give
enough attention to this institutional dimension in which the bureaucracy sees
itself as harassed, and therefore unwilling to emphasize a different concept.
The new concept says to welfare recipients, "You are as good as the next
person. You should be working." Many people, however, believe that the
soclal worker philossophy indicates there is something wrong with you, "Let me

help you."

I have raised two kids. Some of you have raised more. I do not
think there is one way to raise our children, or to run our welfare system., I
believe that this mutual obligation concept is an upfront concept that makes
sense, Welfare has hbeen detoxified pelitically in this way in many states,
Liberals and conservatives are coming together and the liberals are saying,
"Look, we will go along with this obligation if you will give us the money for
the services, because now so many women are working."

The ¢ld idea that women should not be required to work is a harder
argument to make. So there is a new sort of political equilibrium. It is not
the kind of issue that it used to be at the state level. Liberals and
conservatives in a lot of states, Republican governors in New Jersey and in
California, are pushing these change ideas. A similar proposal by HRA in New
York is the Opportunities for Independence Program mentioned earlier.
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In sum, there is actually a lot going on in the welfare field. There
really 1s a change. That 1s my central proposition. There are two things
involved. One 1s the diagnosis 1s changing. Also the perception is
changing. We now are more convinced than we were when I worked 20 years ago
as a staff member of the Kerner Commission that the problem is often a
bifurcation within the minority community. The Kerner Commission sald we are
two societies, one black and one white.

The success of the c¢ivil rights revolution, mnot complete, but
considerable nonetheless, has opened avenues out of the ghetto so that role
models have left and institutions have failed and the problems of the inner
cities (census data show this clearly) revolve around the concentration of the
poor in the older cities, where there are multiple problems of low education,
high dependence and high unemployment, crime, and drugs.

Turning now to what is ahead, there are two bills, the Moynihan bill
in the Senate, that is 1511, and HR-1720 in the House. The centerpiece of
both is authority and money for the satate for programs like Reach and ET and
Gain. Two-thirds of the states now are working to adopt these new job
strategies for welfare reform, Job training, child health care and
transportation. These bills would provide money for them. Legislation has
passed in the House. The Moynihan pill was reported out (17-3) in the
Senate., There is a chance, and in my case a hope, that we will get
legislation this year that will enable the states to move further in this
direction.

My subject is a grim one on your agenda; social problems are
hardening, getting worse. Yet most of my talk has been devoted to what I
think ‘is hopeful. But I do not want to leave you there. No. I want to leave
you by saying that these problems of disparities of income and people in our
society that are left out of the mainstream are not something that can be
dealt with easily. There are many urban areas where conditions are much
worse. The welfare reform ideas on the agenda next year are multiplying
across the land.

All of my friends in this field have new schemes, grand designs for
welfare reform they are dying to put in your newspapers next year no matter
who wins the election, but particularly if there is a change in party. There
are lot of ideas that go back to the negative income tax concept and involve
approaches like guaranteed child support systems to be tried in Wisconsin and
New York.

I have only been able to touch on the subject, But I do want to
concentrate on one thing, and that is that there is a mnew philosophy and
mindset about welfare, something economists must give more attention to -- and
that is institutional change in the behavior of bureaucracy. John R. Commons,
the great Wisconsin economist, once said that institutions are not just
collectivities of rational people. (We would have sald "rational men.")

1 plead with you as economists to give more attention to systems -——
the school systems that are failing, the welfare systems that are failing -
if we are going to dig intc the serious deepening urban infection.
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It is more confined, but it is more serious in the inmer city. We
have an obligation to deal with that but we are not going to deal with it, I
believe, unless we give more attention to the people on the front lines, the
state and county officials, and case managers who maybe, maybe -- but we are
not sure yet ——- will be able to work with some of these new ideas that are
welfare ldea types.
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WILL BUST FOLLOW BOOM ON WALL STREEI?

By Muriel F., Siebert

May I read a summary of my remarks before a House of Representatives
hearing on May 5, 1988, dealing with the October 19 situation? It will convey
my views most succinetly.

We are hearing an exotic new jargon: "Front-running,” "eircuit-
breakers," ‘“collars," ‘“program trading,” "index arbitrage,” "portfolio
insurance,” and more, are used to describe new trading practices, many
computer-driven or computer-related, But we should not let the technological
wonders obscure the underlying realitieas of what is happening to our capital
markets. I am afraid that, because of technological advances and the lack of
regulatory advances, our crucial capital markets are in the process of
retreating a full century.

My fear is that we are fostering a securities marketplace dominated
by a few thousand players, much as our stock market was dominated by a few
thousand investors at the end of the 19th century.

If we let this proceas continue, the results will be devastating.

As you know, our capital markets are a national treasure — the envy
of the rest of the world, We raise more capital for new ventures, and we
raigse it more efficiently, than anywhere else. That creates jobs and provides
the engine on which our entire economy runs.

The key to the functioning of our capital markets is the depth of our
secondary markets. Without liquid secondary markets, the cost of raising
capital for new ideas, and new jobs, would be almost prohibitive.

After World War II, the enormous participation of individuals gave
our stock markets unparalleled liquidity, greatly lowering the cost of raising
new capital and in the process spurring a postwar boom that is continuing with
only a few pauses. '

Yet we are now facing the prospect that individual investors, the
heart of our markets, will flee to other investments, abandoning the secondary
markets to institutional investors.

Institutional investors own less than 40 percent of outstanding
stock, but they already account for 80 percent of the trading on the New York
Stock Exchange. Their presence in the markets is not scaring individuals;
small holders, after all, can move faster in buying and selling relatively
small positions. Larger institutional trades are often spread out over
minutes or hours to minimize their impact on the current price.

No, the major problems of our stock markets is not the presence of
large players. Large players trading on the basis of the latest research into
a company's fundamentals, or even on the basis of technical patterns in the
company's stock, are simply additional participants in the markets.
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Our problem stems from the institutions' trading stocks not for
traditional reasons but because of momentary imbalances in the futures and
options markets, the so-called derivative markets. The large players
arbitrage among the markets for tiny profits, buying futures and
simultaneously selling the stocks. For them, the profit is the spread or
arbitrage. But their program trades and index arbitrage bring the volatility
and rampant speculation of the futures pits to the floor of the Big Board.
Institutions and even member firms think nothing of trading baskets of 4§25
million in stock for an ultimate profit of $8,000.

Futures have become the tail wagging the dog. Consider that last
year, according to the Brady report commissioned by the White House, the
dollar volume of trading in Jjust one stock-related futures index, the index
based on the Standard & Poor's 500, was $2.5 trillion. That is equivalent to
the dollar volume of all trading on our nation's stock markets. And that's
Just one index. Add the futures contract based on the S&P 100 to the contract
based on the S&P 500 and the volume last year was reportedly four times the
dollar volume of trades on the New York Stock Exchange.

Our problem, in reality, is the lack of coordination between the
established —- and carefully regulated -- stock markets and the newer,
less~regulated derivative markets. The most important of these are the
futures markets regulated very lightly by the commodity PFutures Trading
Commission.

The unintended consequences of the lack of coordination are an
inerease in the wvolatility of the established stock markets and, Jjust as
important, the loss of confidence in those markets by individual investors. I
see that loss of confidence every day among the customers of the firm I head.
And I am convinced that unless the volatility is reduced, the following chain
of events is inevitable:

First, stock prices will be depressed to account for the higher
volatility -- higher risk. That's already begun to happen.

The depressed stock prices will cause corporate pension plans and
other institutions to reduce the percentage of stocks in their total assets,
That, in turn, will dry up the new-issues market, making the important new
ideas and technelogles much harder to fund. It will be difficult to start an
Apple Computer or a Genentech, And finally, sinking stock prices will lure
more foreign corporations to take over vast sectors of ocur economy.

It doesn't have to happen. What can we do to prevent it? I firmly
believe that the situation is not yet out of hand and that a relatively few
changes can have an enormous beneficial impact.

First, we have to hetter coordinate the related markets.
Interestingly, the futures contracts based on stock indexes are settled not
with physical tranafer of baskets of stocks but with cash. A third market,
called index arbitrage, has become the link between the futures contracts and
physical stocks.

If both sides were forced to actually buy and sell stocks, the volume
of index arbitrage simply would be additional volume in the stock market,
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increasing liquidity and as a direct result reducing volatility, making sudden
surges or collapses more unlikely.

In other words, a small step such as requiring stock-related futures
contracts and options to settle in stocks would have a large impact.
Settlement procedures also must be coordinated.

A related coordination step would be to raise the margins on stock-
related futures contracts. The ability at times to, in effect, purchase stock
with 5 percent or 10 percent down only encourages speculation. I see nothing
wrong with applying the 50 percent margin in force in the stock market to
stock-related futures contracts.

Another coordination step is to level the playing field in terms of
time. The options markets open at 9:15 each morning, while stocks begin to
trade at 9:30. As as result, stock movements at the opening bell on the NYSE
often depend more on direction of options trading that morning than on the
closing price plus any news about the specific companies or the economy.

And yet a third coordination step would be to extend to the
derivative markets the concept of the short-sale rule, under which you can
only execute a short sale on the NYSE on an uptick in the stock price. Today,
an institution or any other investor desiring to get around the short-sale
rule can simply sell a futures contract or an option, in effect shorting a
stock while its price is falling.

Also in the area of coordination is the market-making problem.
Specialists make firm and unitary markets on stock exchanges, while
stock-related futures are traded through multiple market-makers, sometimes
with different prices at the same moment. For the benefit of small individual
investors in the futures markets, the order flow should be better regulated
and perhaps automated.

A few other steps suggest themselves, One would be to prohibit
"front-running," which is the trading by securities firms and others of stocka
they know are about to be traded by institutions. TFront-running, it seems to
me, is just another form of insider trading.

Another step we should take is to make sure individuals have
continual priority in the New York Stock Exhange's computerized order entry
and execution system, which was created for small orders but is too often
dominated by institutions or member firms executing "program" trades to profit
from small discrepancies between the stock market and the futures and options
markets.

Yet another step to consider is a way to rein In the large
institutions. Large institutions already distort the market with panic-driven
buy and sell orders. On October 19, one corporate pension plan scld stocks or
futures worth about $1.1 billion. Four sellers accounted for 14 percent of
the day's total volume. In the futures markets that day, the top 10 sellers
accounted for half of the volume. These institutions did not act responsibly.

Two final steps involve the over-the-counter market. One would be to
tighten the rules governing the marginability of over-the-counter stocks,
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Investors' ability to buy stocks on margin should be directly related to the
stocks' risk. Today, too many high-flying, high-risk stocks on the NASDAQ
National Market System have automatic marginability., The Federal Reserve
Board has the legal mandate to determine marginability, and it should he
required to impose capitalization and trading volume minimums on National
Market System stocks.

A related step would be to impose obligations on market-makers.
Exchange-listed stocks have specialists as buyers and sellers of last resort.
As we found with the over-~the-counter markets in October, many market-makers
simply refused to make markets at any price.

I am not suggesting that all of those steps should be embodied in
law, Some are more appropriately accomplished though SEC or Federal Reserve
rulemaking or other means. But Congress is the only party that can mandate
the necessgary coordination and cooperation among regulaters, ending the turf
battles and special interests that have stymied needed reforms.

These trading practices and unequal regulations are changing our
markets so that they are now gambling casinos instead of rational markets
geared toward investment. The SEC was created by Congress to insure fairness
for all investors. If the current practices are allowed to continue, the
strides they have made will be undone.

Each regulator now has its own constituency., The futures exchanges,
as one unfortunate example, know very well where their grain is buttered. And
as a result, the CFTC is unlikely by 1tself to crack down on stock-related
futures. Other regulators also have their own entrenched, long-term

relationships.

The NYSE and its members are not without blame. Index arbitrage is
now a major profit center for many large, highly prestigious firms who will
trade a $25 million basket to lock in an $8,000 profit.

In hindsight, if we had any idea of the consequences of stock-index
futures, they would never have been approved. If we even had suspected their
potential to be so influential and disruptive, we could conceivably have made
the SEC their primary regulator.

flow that we are stuck with those markets, the least we can do is
rigorously regulate them. The question 1s not which regulator is more
influential but rather which -- or which combination -- can best protect the
health of our stock market.

And that health is not the best at present. It is clear to me that
unless all of the steps I have outlined are taken within five years the
individual investor will not participate in our stock market in force, and he
and she will participate almost entirely through institutions such as pensions
and mutual funds.

That would complete the regression of our capital markets to the late
19th century, a time vhen big players routinely dominated and disrupted the
stock market and speculation was rampant. That would be an unmitigated
disaster, with worldwide economic ramifications.
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It is also clear to me that further inaction only makes more likely
the possiblility of another October 19, another panic that would further
undermine investor confidence in the stock market, conceivably disrupting our
crucial capital markets -~ and our economy —- for months or years.

That is the summary of my testimony.

I would like to say that I was responsible, but I know I was not. If
you look at the front page of the Ney York Times today, you will see that five
of the major forms have stopped doing index arbitrage. That does not solve
the problem. That is just a part, the linkage between the futures market and
the underlying stocks. Senator Proxmire told me he intends to introduce a
bill to create one regulatory oversight group comprised of the head of the
CFTC, the SEC and the Federal Reserve, with the Fed having the tilebreaking
vote., Congess has to do something fast, because the futures creates gambling
that makes the stock market act like the commodity markets.

It is the tail wagging the dog. One of the people who testified last
week said that if you had $100,000,000 you could influence the market by
selling futures and that basically is what happened. The futures contracts
put such pressure on the market. One of our major corporations sold 13 waves
of almost $100,000,000 each from its pension plan.

Using the theory of portfolio insurance, in effect is a
self-fulfilling prophesy. If the market goes down a certain percentage jyou
sell so many futures contracts. That will drive it down some more. So you
sell more futures, In other words these waves of selling of the futures
contracts and then the index arbitrage where a lot of the firms and other
investors buy futures and sell the underlying stock can serve to depress the
market,

The Rockefeller Fund has said that it will continue to do index
arbitrage. But I think at least we are finally getting some hearings, and
that is going to determine what happens to Wall Street. There is no reason
for individuals to come back into the market until they feel they are being
given a fair shot and equality. This is despite the fact that stocks are
selling at low price-earnings ratios, and the earnings outlook is pretty
good, I just do not see individual investors coming back.

If volume stays at current levels, I think we are going to see
additional layoffs because a lot of firms have been waiting for the volume to
turn. Last year when the market was moving ahead we hired a lot of people who
were not really qualified. And I would expect that these people who were the
last ones in, if they have not learned and learned fast, are going to be the
first ones out,

They have the hardest time finding a job. We laid off a few people a
couple of months ago and they still have not found new Jobs., They were the
last ones in and that is what bothers me. The smart ones will go out and
start their own shops. They are creative. But the ones who were the clerks,
the last ones hired, are going to end up either switching industries, or going
in and out of employment.
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THE STATE'S ROLE IN THE CITY'S DEVELOPMENT

By Alan C. Sullivan

When people think of economic development they usually think of the
folks who build buildings and facilities, provide incentives, give tax breaks,
ete. And certainly that is a very real part of our program. In April 1935,
Vincent Tese became chairman of the Urban Development Corp. However, his real
ability to make an impact was revealed when the governor appointed him
Director of Economic Development. With the clout of the governor behind him
and nothing specifically in the law except an executive order, Mr. Tese threw
an umbrella over about 22 state agenciezs. Many of them traditionally have had
little to do with economic development. Most people would not look for such
conncections with departments of social services, labor and environment
conservation. They would more likely look for economic development aid from
such departments as banking and insurance. Therein lies the real ability for
the state to make an impact on New York City.

We have attempted to go beyond the building of buildings and the
granting of tax incentives and the dealing with real estate developers. The
real economic structural problems of New York City and New York State are in
the area of the work force, in research and in technology rather than in
merely attempting to lure business or to keep business. Even though we try
very hard and we put a great many dollars into it, there is no way of keeping
New York City as a financial service center as opposed to New Jersey or
Connecticut, or, frankly, to London and Tokyo without providing a stable and
educated work force.

That may not necessarily seem like an economic development, but with
our Department's involvement with the state Education Department it adds to
our arsenal of economic development approaches. We have attempted, somewhat
successfully, to take a strategic approach to the problems of economic
development as opposed tc a very short-term outlook. In 1986, we put together
our first economic development strategic plan. We subsequently added Part II,
in which we elaborated on some of our goals and directions. We have attempted
to take a targeted approach.

If you look at the way the money was broken down in the legislation
of 1987, you would see that there is still a desire for economic development
to be involved in buildings and real estate and things of that nature. At the
same time we created programs that aimed at tasks such as training for skills
that had not been in the Departments of Labor or Education. We felt that it
was important to have such training placed in the mechanlsm of economic
development where we could target companies and work force segments which are
gradually losing their competitive productivity.

We could thus put money and training into people who already had jobs
in an effort to upgrade the productivity and competitive positions of various
companies. We instituted a program that allows us to be sure the companies in
which we are investing are the onesa which really need our help.

Many times we have companies telling us, “We need heib for a
building." "We need new equipment." "We are going to go elsewhere — or we
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are going to close down.,"” What we have discovered is that often managers
themselves do not know their real problems. By allowing us to go into
partnership with them, they enable us actually to get a better handle on the
problem.

We would therefore attack the problems and not Jjust respond by a
"knee jerk" reaction to their imagined needs! Thus we have changed the way
the state looks at economic development. We take a much broader-based
approach, and at the same time we have not put aside the traditional role, but
basically expanded it.

The potential threat that George Steinbrenner might take his team
gomevhere else — real or not — was enough to motivate both the city and state
to try to satisfy major league baseball's perceived need for more parking
space. So we united: We jointly financed a parking garage, and I believe we
have, after some struggle, the agreement of George Steinbrenner to stay in New
York City.

Another way we work with the city is with our economic development
zones. We have three in relatively distressed areas of the city: Brooklyn,
Queens and the Bronx. There probably will be another one located in Harlem.
This is a joint effort by the state and city. The city contributes taxes and
the state contributes prioritized incentives through financial assistance,
skills, utility credits, etc., to stimulate development in certain areas where
we think it has been bypassed.

We are looking at the area around 125th Street in Harlem. Anyone who
has been there recently will see, I believe, a real vitalization. We are
interested in such developments as the Apollo Theatre and the National Black
Theatre. Recently the governor announced his desire to place a Harlem
International Trade Center there. We, the city, and the Port Authority would
he partners in that venture,

There are other parts of the city where we have made such
investments. Fordham Plaza is one. Similarly, we are trying to stimulate
development and hope to turn the tide somewhat in Jamaica through some
specific projects, These are the traditional approaches to economic
development: anchoring an area, retaining a business in an area and doing the
kinds of things that we do in the Urban Development Corp. and the city through
the Public Development Corp.

We also have attempted to help the financial services industry. The
governor's 1987 State of the State message recognized that this industry was
becoming if not vulnerable, certainly sensitive, to what was going on in other
parts of the world. London has been, intends to be and will be in the future,
a strong competitor to New York as a global financial service center, Tokyo
is beginning to get that momentum, and, to some extent, Toronto, too.

We thought we could bring together representatives of the financial
service industry and see if we could work out some ways, both on the state and
city level, to foster or at least maintain the same growth rate which New York
City has. When you sit down with the strategic planners of various financial
institutions, investment banks, large commercial banks or insurance companies,
it is interesting to observe that the one thing they all focus on is taxes.
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It is very difficult to get them away from thinking that taxes are an enormous
disincentive to what goes on in the financial services industry.

Analysis probably would indicate that perhaps that is not as accurate
ags these corporate planners believe. When you talk to the line folks they
tell you that the difficulty in getting people to fill any sort of technical
job 1s a much more enduring problem, and a much harder problem to solve than
the problem of state and city franchise taxes. However, we are both learning
from each other —- we the public and they the private sector -— about what
makes a difference in their own industry. Another project we have established
is a task force on broadcasting and motion plctures. This is part of a larger
program with the goal of discovering factors which inhibit the growth of
specific enterprises.

I could, in fact, go on at length about a variety of activities the
state 1s involved in. For example, it invests in advanced technology
projects. Programs involving Brooklyn Polytech and Columbia University typify
one attempt, by merging the academic and private sectors in a cooperative
enterprise, to spin technology out of the marriage. We also invest about omne
million dollars a year, which is matched by both the university and private
sectors.

We attempt to develop 1deas and create companies. Metrotech,
Polytech and the state are investing something like $25 million in an attempt
to make Metrotech a very hospitable alternative to back offices. As Manhattan
becomes more and more expensive or continues to be expensive (I hope it is not
going to become more expensive) more and more companies will look if not
across the ocean at least across the river to see where they can place their
back office operations. We would like them to look across the REast River as
opposed to Jersey shores for what we can provide in the area of technology and
service parks for those kinds of industries..

20




A LENGTHENED PERSPECTIVE ON NEW YORK CITY'S FUTURE

By Eli Ginzberg

I have just finished reading 118 term papers written by students in
my course on "The Future of the Metropolis" at Columbia's Graduate School of
Business, The term "metropolis" is a euphemism for New York City, adopted
because ocur Committee on Instruction believed that a course on New York GCity
would be too narrow to warrant a place in the school catalogue! What is
striking about these term papers is that almost without exception they deal
with "problems" -~ crime, drugs, AIDS, sanitation, race, poverty, housing,
educating, infrastructure and many other issues that are clamoring for
attention and solution. Few, if any, were upbeat.

That led me to think about other great cities that I knew well or had
visited. Here, too, attention centered not on their strengths but rather on
their problems. But something is awry. Great cities, by definition, do not
come into being in a decade or a generation; not even in a century. New York
City has over two centuries of distinguished background and accomplishments.
London, Paris and Rome can look back on a millenium or two, at least.

What is more, great cities such as Tokyo, Berlin, Leningrad can be
bombed almost into oblivion and be reconstructed within a relatively few
decades by drawing on the histeric strengths of places, institutions and
people.

I began looking at selected problems in New York City as early as
1939 when I undertook a study of the long-term unemployed (The Unemploved,
Harper, 1943). I regret to say that nearly a half-century later some of the
problems are still with us, And to complicate matters some are worse. My
original sample of the long-term unemployed dealt solely with "whole families"
~=— father, mother, child or children. Today, many of the unemployed are
single heads of households.

The first time I looked at New York through a wide lens was in 1970
when Salomon Brothers asked me to present my view of where the city was going.
My presentation carried the title, "New York Does Have a Future." I pointed
out the New York had a unique role in the international financial markets and
that it managed to take a little off the top whenever a big investment was
made in locations as far off as South America, South Africa and Australia as
well as others closer to home. New York was able to provide critical
personnel and related business services that could not be offered by any of
its competitors, London, Paris, Frankfurt or Tokyo.

Shortly after the Salomon presentation, my colleagues and I published
a book entitled, New ig u ve; Man ew (MeGraw Hill,
1973). Mayor Lindsay came to the publisher's luncheon and said all sorts of
nice things about the book and the authors. But my friends at Citicorp were
put out: They told me that I was off base, a point that Herbert Bienstock had
made earlier when he warned that most employment gains were in the public
sector. The private sector was more or less stagnant. Our basic error, in
retrospect, was to assume that the large inflows of government funds from
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Washington and Albany would continue. They did neot, and the city moved
rapldly towards the crisis of 1975.

In 1977, 1 was at Citicorp and my former crities suggested that I
isgue a new edition of our book with the subtitle, "I Told You So!"

I have recalled these episodes to remind myself —- as well as you ——
that the conflicting forces impacting on New York are not easy to ferret out
or to assess and that if one bats .400 one is doing very well.

Some additional illustrations bear on the difficulty of perspective:
There has been a period of extended moaning and groaning by many different
groups — employers, trade unions, government bureaucrats -- over the collapse
of New York City's manufacturing base from over 1 million workers to under
400,000. This is clearly a tremendous decline that had adverse effects on

many sectors of the city's econony.

But that is only one view of the glass, The other view emphasizes
the fact that the U.S. economy has been nmoving vigorously from goods to
services and that New York has been in the lead in thils transformation, not
lagging as has been the case in Cleveland, Detroit and Buffalo,

In 1977, with funding from the Rockefeller Brothers Fund, my research
colleague, Matthew Drennan, and I had an opportunity to assess The Corporate
Headquarters Complex in New York. The study took off from the worries
engendered by the relocation of large numbers of Fortune 500 corporate head-
quarters to sites outside the city, some nearby, some distant. We discovered
that the prime commercial space they wvacated did not remain idle but was
filled by other tenants.

We inquired who they were and discovered that for the most part they
were the rapidly expanding "business services" -- banking, legal, accounting,
commmications, marketing, advertising and still others that were critically
important to the corporate tenants who had relocated. We concluded that the
city did not lose by this outmigration of the corporate headquarters and the
expansion of business services that remained behind.

So much for the past. Where are we today? First, a few comments
about the city's wvulnerabilities. New York is home to a disproportionate
number of poor people. Part of the explanation is the predilection of the
middle class and the wealthy to spend two hours daily commuting from their
suburban homes.

As a pure New Yorker I cannot make any sense of such behavior, but I
recognize that most Americans prefer to live in a private house rather than in
an apartment, and to do that they are willing to commute., Among older, more
civilized people, such as the elite in England, France and Italy, dispropor-
tionate numbers of upper income families reside within the boundaries of the
city and the poor live far out and have to commute., Our peculiar, I would
call it perverse, preference system explains part, but surely not all, of the
disproportionate numbers of the residents of New York that are poor.

Clearly related to this is our large share of female headed house-
holds. This means that we confront not only excessive numbers of poor adults
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but we are also ralsing large numbers of children in poverty, many of whom
probably will not be able to escape, given the poor schooling to which they
are exposed.

We are the AIDS capital of the U.S., in fact, Central Africa
excepted, of the world. A dubious distinction, but one that we are not likely
to lose in the near term. And if some of the pessimists turn out to be right,
the city's health budget and its total budget can be seriously undermined by
the continuing growth of the AIDS population.

Although the New York Times has called attention to a narrowing of
the gap in the rates of high school graduation among whites, blacks and
Hispanics, the incontestable fact is that we have excessive numbers of
minority youngsters who are not earning their high school diplomas. Without
these diplomas their prospects for regular employment and a meaningful career
are hleak.

The numbers of homeless on the streets are simply one indication of
the poor housing situation that characterizes New York,. That situation is not
likely to improve by much in the years ahead -- a housing shortage that
affects all groups except the wealthy.

For several years New York had a lower inflation rate and a more
modest acceleration in wage structures than our major metropolitan competitors.
But that is no longer the case and New York is once again at or near the top
in terms of expensive places to work and live.

.

There is no point in elongating the list of "bads": you can do that
on your own. I have called attention to some of the more egregious. Perhaps
the most important statement to be made about New York's limitations is that
because of its size and heterogeneity it has more of everything, both "bads"
and, as I hope to demonstrate, also "goods."

On the plus side, New York, despite its housing crunch, continues to
attract talent from all parts of the U.S5. as well as from all parts of the
world, If you want to be where the action is, you come to New York. A few
may prefer Denver, Phoenix and Dallas but in my book, by definition, they
cannot be among the most talented.

Closely related to the foregoing is the fact that New York City has
no serious competition, neither Chicage nor Atlanta nor Houston nor the Iwin
Cities. Not even Los Angeles, which has a chance to become a direct competitor
by the beginning of the next century if it can solve its traffic problem and
avoid an earthquake.

At a time when the world is becoming a more integrated economy, New
York is well positioned to remain out front, ahead of Tokyo and London, our
major competitors. If one needs to put together a complex deal, one can do it
better and quicker in New York than anywhere else. The financial and business
services are here in abundance and are of high quality.

New York is attractive to rich people from all over the world, Not
only have they continued to invest some of their excess funds in New York, but
they also like to buy an apartment here as a safe~haven or just to spend some




time in a city that has a great deal teo offer In terms of cultural and
artistic stimulation. Let's remember, New York replaced Parls some years ago
as the art center of the world. And it surely offers more of the best music

than any other city.

It is noteworthy that the strengths of New York exist even though the
city is not the nation's capital. Most great cities derive much of their
distinetion from being the seat of the national govermnment and having been the
beneficiary of large-scale, multi-century public works, Consider how New York
would look if it had remained the capital of the U.S.

Yet, it may be useful to point out that without being the nation's
capital New York is only an hour's shuttle ride away from it., For four
decades I led a double life between my office at Columbia and my successive
offices in Washington, D.C. Many of New York's 1leading business service
corporations carry out their assignments in Washington with New York-based

staff.

What about the future? I believe that New York will be able to live
with its problems -- even if it succeeds In seolving most of them slowly at
best -— and will continue to play a leading role in the U.S. and world
economies subject to the following provises. If, as, and when the U.5. economy
enters its next recession, New York will be affected significantly. If lucky,
it will do a little bhetter than the country at large; if unlucky, a little
worse. But there is no way for New York City to propsper in the face of a
gignificant downturn in the Y.S5. economy,

If we don't move quickly to resolve our naticnal economic
difficulties, above all our sericus balance of trade deficit (which will not
in my opinion be resolved solely by a further drop in the value of the
dollar), New York's position can be seriously undermined. One can't be a
leader of the world's capital markets when one's national economy is in
serious disarray.

If the world's economy softens and worse, if it goes into a decline,
as a result of financial and trade tensions that the leading nations cannot
resolve, New York will be victimized. The world's 1leading financial and
commercial entrepot will not flourish in an international economy in turmoil.

There are many grounds for caution when one looks closely at both the
U.S. economy with 1its many 1imbalances as well as the parallel troubles
overseas. I would assign a place of honor among those to Japan where
speculation has reached new heights, But even if and when trouble strikes -—--
as I expect it will before too long -— I still have considerable faith in the
adaptability of New York to ride it out.

I base my optimism on what the city was able to do in the 1950-1970
period: it lost two million middle class whites, replaced them with two
million lower-income minorities —-- blacks, Hispanics and others ~-- and went
right on doing its thing. I know of no other city in the world that could
have coped with a challenge of such magnitude.
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TRENDS AND PROSPECTS AFTER OCTOBER 19

By Samuel M. Ehrenhalt

In evaluating New York City's economic performance after the October
1987 stock market crash in context of the dire forecasts which immediately
followed Black Monday, one thinks of Mark Twain's cable to the Assocfated Press
on reading his premature obituary, "The report of my death was greatly
exagyerated". The initial reaction on the part of many forecasters to the
crash was widespread prediction of imminent national recession and a severe
impact on the New York City economy that spelled massive job losses Tooming fin
the city's immediate future. The national recesston is now, of course, the
non-event of 1988 and while a variety of threatening clouds might be seen
hovering over the city, the figures so far offer 1ittle comfort to the fore-
casts of a soaking economic thunderstorm.




Introduction and summary

While job growth in New York City has clearly slowed significantly
following Black Monday, employment {is still up a bit. The unemployment rate in
the first quarter of 1988 was 4.7 percent, an 18 year low, with improvement for
whites, blacks, Hispanics, men and women, adults and youth. The bottom line
seen in the employment and unemployment numbers is hardly one of a deteriorat-
ing economy, an economy falling apart. In the months following the crash, New
York seems to have taken that traumatic event reasonably well in stride.

The concerns which temper economic prospects for the city in some res-
pects are not new or even different. But they are heightened in a more un=-
certain environment that characterizes New York after October 19. Key issues
include structural changes in the economy and new risks to New York's growth
sectors following Black Monday, New York's changing demographic profile, and
the interaction of the economy and human resources.

The city's post-1977 turnaround from the economic crisis of the early
and mid-1970's has been characterized by sweeping industrial structural trans-
formation. While 400,000 jobs have been added to the city's economy the thrust
of expansion has come in relatively few industries, resulting in less diversity
and greater wvulnerability. This ongoing structural change is hardly new, but
the rapidity has been jolting.

The finance, business and related professional services complex has been
the key actor in the dramatic structural changes that have reshaped the New
York City economy in the past decade. As manufacturing, the symbol of the old
economy, lost over 150,000 jobs, the finance, business and professional ser-
vices added over a quarter million jobs. While this complex had significantly
fewer jobs than manufacturing 10 years ago, it has 400,000 more jobs than manu-
facturing today.

The growth in finance, business and professional services has been
closely related to New York City's function as a national and international
economic center and the export of these services fn an increasingly global
economy. These industries play a key role in New York City's export-criented
Jjob base, comprising sectors servicing markets beyond the local.

A review of the city's export-oriented findustries provides another
dimension of the forces of structural change. According to the results of a
recently completed study, New York's export-oriented job base was estimated to
comprise 51 industries with 1.4 million jobs in 1987, accounting for 48 percent
of the city's private sector job total. As a group, export-oriented growth
industries, including the finance, business and professional services complex
and education, cultural services, media and communications activities, played
an extraordinary rote in New York City's job growth in the 1980's. Export
industries overall added 168,000 jobs between 1979 and 1987, double the in-
crease for all other industries combined. Théy accounted for 68 percent of the
city's total private sector job rise in the 1980's.
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Within the export industries, finance, business and professional ser-
vices played the dominant role, adding 200,000 jobs, accounting for all the net
increase in export-oriented activities. This complex now represents haif of
the ¢ity's export-oriented job base, reflecting both its growth and decliines in
other major export sectors including insurance, wholesaling and port activity,
and apparel and other manufacturing. New York City is now more dependent than
ever on the finance, business and professional services. They define what New
York 1s all about in economic terms. New York City's fortunes are closely tied
to the fortunes of this complex.

With retrenchment on Wall Street, the outlook for a prime growth sector
is 1increasingly cloudy, with secondary impacts holding new risks for the key.
sectors of expansion and the entire economy. The soaring 80's are over. The
new environment is one of intense competition chalienging sectors of tradition-
al strength. : - -

The competition comes from at home and abroad, from Tokyo and London,
from Atlanta, Boston, Chicago, Los Angeles and Miami, and from close to home,
Long Island, the Meadowlands, and Morris County. In the key finance, business
and professional services complex, growth in New York has been outpaced by in-
creases in other major employment centers across the country and in other parts
of the New York=-Northeastern New Jersey region. This shows up particulariy in
the business services but fs also evident in financtal services. New York
sti11 holds a commanding presence in these activities, but it is clear that the
competitive attraction of other areas is a force to be reckoned with. New
York's cost negatives, with inflation exceeding the national for the past six
years after running below in the latter half of the 1970's, hardly enhance its
attractiveness as a place to 1ive or to do business.

The new risks to the clity's major growth sactors come at a time when New
York City's smaller firms are experiencing a steep cutback in job growth. The
number of jobs in firms with less than 100 employees has edged up only slightly
in the past two years, after strong expansion from 1983-85. Small business fis
again playing a far less significant role in New York City's job picture than
fts overall importance in the economy would indicate, as was the case in the
tate 1970's and early 1980‘'s., The industrial concentration of growth and the
disproportionate role of larger firms in pre-Black Monday employment expansion
underscores the risks to the city's economy from serious adverse developments
in its 1imited inventory of key growth sectors.

The broad picture does not suggest a doomsday scenario, an economy fn
cascading declina. It is rather New York entering a new testing perfod, framed
by a new economic environment of global markets, increasing competition at home
and abroad, and deconcentration of finance, business and professional services
spurred by new technologies, all of which spell major new challenges to New
York's traditional position as a great creative center of innovation and deal
making. That is the new environment coming to the fore after Uctober 19 and
that is why, even though the decade may have a year and a half to go chrono-
logically, Black Monday marked the end of the 1980's as we have known them.




The recent past has not only seen a rapid transformation of the indus-
trial structure, but also massive changes in the demographic configuration of
New York's resident workforce, bringing to the fore increasingly pressing
issues of human resource development that will play a major role in the future
direction of the economy.

New York is approaching an historic moment. New York City has tradi-
tionally been a city of minorities. Today minority workers, fincluding all
workers other than white nonHispanics, are on the threshold of becoming the new
majority of the resident work force. As of 1987, minority workers comprised
1.6 million or 49.5 percent of the city's total resident 1labor force of
3,225,000, This means that minorities are a more important factor in the
city's labor supply than ever before. It means major challenges to move
blacks, Hispanics, and Asian and other minority workers more rapidly into the
economic mainstream.

The available record for blacks and other racial minorities indicates
substantial employment growth in the past decade, with the number employed
rising by a quarter million. The proportion of the working age population with
Jjobs is up and unemployment down. But despite improvement, minorities continue
to suffer above average unemployment and below average employment.

The challenges ahead stem from the impacts on the occupational structure
resulting from the major transformation in the city's industrial composition
and technological changes that have reshaped the jobs people hold and the work
they do. In recent years, increases in managerial, professional and technical
Jobs accounted for three-fifths of net growth among employed New Yorkers.
While the data point to progress of minorities in these fields, signfficant
shortfalls remain,

Minorities lag in better jobs, higher level jobs -- the key growth jobs
of the New York economy. In 1987, 34 percent of whites were in managerial,
professional, and technical jobs as against 23 percent among blacks and other
racial minorities and 15 percent of Hispanic workers. The importance of up-
grading the occupational profile of minority workers will intensify in the
years ahead as they become more important in the upcoming Tabor supply. It be-
comes particularly important to {improve educational outcomes for minority
youth, for the younger population generally, to provide a basis for more
successful entry into the job market and a work force educated to meet the
demands of the economy.

Recently completed BLS national projections to the year 2000 portray a
labor force increasingly shaped by minorities. Reflecting higher birth rates
and immigration, Hispanics, blacks and Asians and other races are projected to
account for well over half of all labor force growth nationally. For New York
City, the 1ikelthood is that the role of minorities in labor force growth will
be substantially greater. The prospects are that minorities will account for
all the net fincrease of New Yorkers in the labor force through the 1990's,
That underscores the need to encourage a more rapid and purposeful move of
minorities into the educational and occupational mainstream. The city's
economy will depend on minority workers as never before.
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The recent job perspective

Labor market indicators suggest that New York City has weathered the
period following the stock market crash of October 1987 reasonably well. In
the seven month period following Black Monday, October 1987-May 1988, the
latest available data, the number of private sector jobs is up by 9,600, With
the New York City unemployment rate for the first quarter of 1988 at its ]lowest
point in 18 years, 1t is clear that concerns about imminent and substantial
economic decline have not become reality (See charts 1 and 2).

Job growth has, however, slowed with a 0.5 percent annual rate of
private sector increase since last October a third of the 1.5 percent gain for
all of 1987. Wall Street has shifted from strong growth, 19,000 jobs added in
1986 and 11,000 in 1987, to a decline of 9,000 in the past seven months. This
cutback was offset by growth in services and strength in construction. The
services industries continued adding jobs, 18,000 since October, a 2.8 percent
annual growth rate similar to that for all of 1987,

Manufacturing has continued to lose jobs despite a notable national up-
turn. The manufacturing job loss in New York City continues a pattern of mark=-
ed long term weakness. In the past decade, declines totaled 160,000 jobs or 30
percent, the key soft spot in the city's economy during a period of unpre-
cedented private sector job growth.

On the unemployment front, the city's jobless rate fell to 4.7 percent
in the first quarter of 1988 from 6.4 percent in 1987, to its lowest point
since 1970, Unemployment declined for the range of demographic groups for
which data are available (See table 3). For whites, the rate was down from 5.4
percent in the first quarter 1987 to 3.6 percent in 1988, The rate for blacks
went to 8.1 percent from 10.5 percent and for Hispanics, to 6.2 percent from
9.8 percent. The rate for workers age 20 and over fell from 5.9 percent to 4.3
percent, with reductions for both men and women. For 16 to 19 year olds, the
rate was 15.4 percent as compared to 21.7 percent a year earlier.

The labor market developments in New York City following black Monday
hardly portray an economy rapidly sliding into decline. While the outlook 1is
uncertain and marked by new risks and challenges, the city has indeed come
through the months following the October 19 crash far better than forecasters
expected.

Forces of structural change

The challenges and new risks facing the New York City economy are rooted
fundamentally in the past. The record setting job growth in the past 10 years
following the economic crisis of the early and mid=-1970's has been led by ex-
panstion in a relatively small number of sectors, resulting in sweeping and
rapid structural changes in the industrial composition of the economy.

Broadly, job growth in the New York City economy in the past decade has
been dominated by the services industries, finance and government, with an
important increase of over 50,000 jobs in construction. At the other end of
the scale, transportation industries continue to lose ground, the city's port
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activities lost more than half of their work force, and communications and
public utflities saw a cutback of some 13,000 jobs as technology and restruc-
turtng reduce labor requirements. Manufacturing jobs declined by nearly a
third (See chart 4).

A more detatled review of the city's 10 leading private sector growth
industries provides greater perspective on the process of structural change
(See chart 5). The key engines powering New York City's resurgence from the
economic c¢risis of the early and mid-1970's have been the business services,
including such activities as advertising, management consulting and public
relations, personmel supply services and computer and data processing services,
among others, tHe securities dindustry, banking in the early years of the
comeback, and legal services, suggesting the functions assoctated with New
York's positifon as a world class financial and business center. Other major
leading sectors of growth included construction, real estate, and retailiing and
such support functions as educational, health and social services. The thrust
of expansion in these private sector findustries also made a substantial
recovery in local government possible as growing revenues permitted the
restoration of staff cuts incurred during the fiscal crisis. Local government
jobs rose 73,000 to 446,000 between 1977 and 1987.

As a group, the city's 10 leading private sector growth industries added
490,000 jobs between 1977 and 1987, accounting for close to 90 percent of the
559,000 increase in all expanding sectors of the private economy. The leading
growth industries, with 47 percent of the city's private sector job base in
1977, account for 58 percent today. These figures add up to a major structural
reconfiguration of the New York City economy.

The rapid and jolting nature of the shifts is highlighted in a review of
post-1977 job trends in the finance, business and related professional services
and manufacturing. The finance, business and professional services registered
a 276,000 job rise between 1977 and 1987 while manufacturing fndustries lost
160,000 jobs. In 1977, the finance, business and professional services, with
498,000 jobs, had significantly fewer than the 539,000 jobs in manufacturing.
By 1987, finance, business and professional services empioyed 774,000, double
the 378,000 in manufacturing (See chart 6). These massfve structural changes
have had major impact on the jobs people hold and the work they do.

The factory job decline

Manufacturing industries have continued to be the outstanding weak spot
throughout the past decade. Although job losses slowed in 1987, factory jobs
in the city fell to 377,000, a new record low in the post World War II period,
in the face of an upturn nationally. A 1987 loss of 7,000 jobs in New York
City followed declines of 16,000 tn 1986 and 20,000 in 1985.

The dismal record is that in the 1980's, New York City has lost manufac-
turing jobs at more than three times the national rate (See chart 7). Since
December 1979, manufacturing employment in the city has declined by nearly
130,000, a one-fourth cutback compared to an 8 percent net national loss. The
loss in the city substantially exceeds a severe 16 percent drop in Northeastern
New Jersay and is in sharp contrast with stability in the rest of the New York
portion of the region.
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Since the November 1982 recession trough, the city has lost 63,000 manu-
facturing jobs, with declines in each of the past five years following only
fractional recovery from the 1981-82 national recession. Nationally, a 1.4
million rise represented recovery of over 60 percent of the jobs lost in the
last recession (See chart 8). The 1Y80's have seen losses in each of the manu-
facturing industries in the city. The largest declines have come in apparel,
down 36,000, miscellaneous manufacturing, which i{ncludes office and art
supplies, toys and jewelry, 16,000, and electrical and electronic equipment,
11,000, The burden of manufacturing job declines has been borne by semi-skill-
ed and unskilled blue collar workers who are less likely than others to have
skills transferable to New York City's growth industries, suggesting the human
resource issues arising from massive structural change in the economy.

The export sector

The income flows generated by export sectors are critical to the
economic vitality of the city. A new analysis of the city's export-oriented
employment sectors was recently undertaken to provide a perspective on areas of
activity serving national and international markets rather than only the local,
based on data showing unusual concentrations in New York City. dJobs in New
York City's export-oriented industries rose by 168,000 in the 1980's as com-
pared to a 79,000 increase for all other private sector industries combined
(See chart 9). With 46 percent of the jobs in 1979, export sectors accounted
for close to 70 percent of the overall private sector job rise. The increase
in export employment was concentrated in finance, business and related pro=
fessional services (See chart 10).

While direct measures of export related employment are not available for
the ¢ity, the study proceeded on the proposition that sectors with substantial~
ly above average local concentrations of employment include significant export
components. The study reviewed 212 industry sectors and identified 51 as key
. export-oriented industries, based on the criterion that they had one and a half
times or more of the city's overall share of the nation's private sector job
base in 1986. The 51 industries suggest the broad dimensions of the city's key
export-oriented job base.

In 1987, these 51 industries accounted for 1.4 of the city's 3 million
private sector jobs. The export-oriented industries comprise six broad group-
ings. Three were the source of substantial job gains. They include financial
services; business and related professional services; and education, cultural
services, media and communications. The three export groups that experienced
employment losses were insurance; wholesaling and port activity; and apparel
and other manufacturing. Employment in the export-oriented industries identf-
fied by the study rose 13.3 percent between 1979 and 1987, compared to a 5.3
percent advance for all other private sector industries combined (See table

11),

The dramatic gains in the city's key export industries principally re-
flect growth 1in finance, business and related professional services, up
204,000, These export-oriented growth groups, wmainly concentrated in
Manhattan's midtown and financial districts, now account for about one-fourth
of the city's private sector jobs and half the city's export job base.
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dobs in export-oriented financital services rose 113,000 or 49.3 percent,
more than five times the overall rate of private sector job gain for the city
in the 1980's, with substantial increases in securities fields, up 80,000, and
banking, up 28,000. Business and related professional services rose by 91,000
or 32.4 percent with gains of 26,000 in legal services, and increases in a wide
range of other sectors including personnel supply services, up 20,000;
advertising, 5,000; accounting, auditing and bookkeeping services, 5,000;
building services, 4,000; and mailing, reproduction and stenographic services,
3,000, The largest increase was in miscellaneous business services, which
added 27,000 jobs between 1979 and 1987. This sector includes a wide array of
activities ranging from management consulting and public relations, detective
and protective services, equipment rental and Teasing, and photofinishing to a
myriad range of other activities including auction services, arbitration ser-
vices, drafting services, interior design services, lecture bureaus, fund
ratsing, press clipping services, recording studios, and translation services.
An understanding of growth in this miscellaneous grouping is limited due to the
broadness of the classification.

In assessing the outlook in the period ahead for finance, the fastest
growing group of the 1980's, banking employment has levelled off in recent
years after major growth that, with minor exception, saw continuous and sub-
stantial job increases throughout the 1960's and 1970's. Between 1958 and
1982, jobs 1in banking more than doubled, rising from 82,000 to 173,000,
Between 1982 and 1985, the number of jobs in banking moved down by 3,000 and
then rose 3,000 to 172,000 in 1987. Employment has once again shifted downward
from late 1987 through May 1988,

The more volatile securities industry was among the strongest job growth
sectors in the 1960's, rising 127 percent as the overall private sector job
base rose 4 percent, and had among the steepest declines between 1969 and 1977,
dropping 33 percent when the city's overall private sector job base dropped 18
percent. Employing 157,000 workers in 1987, this sector added 87,000 jobs
since 1977. After peaking at 159,700 (seasonally adjusted) in October 1987,
Jobs in securities have declined to 150,000 in May 1988.

At this point, the two most important finance sectors, banking and secu-
rities, offer 1ittle sign of being sources of job growth in the immediate
period ahead, with further attrition possible. There are indications that re-
structuring continues high on the Wall Street agenda. Further, technology re-
duces the need for many routine clerical jobs, while new computer-telecommun-
ications linkages makes back office locations increasingly footloose.

Business and related professional services have been the longest and
‘most consistent source of continuing and substantial job gain. With some rela-
tively minor setbacks in periods of national recession and during the city's
-aconomic crisis of the 1970's, these sectors have continued a record of
impressive growth which since 1975 added over 150,000 jobs. They continue to
grow since the stock market crash of 1987. While not immediately sensitive to
cutbacks in finance, many could well be impacted by continuing cutbacks in
finance and any negative swings in the business cycle.
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Employment changes in major expart—oriented industrigs, New York City, 1979~-a87
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Financial SErviCeSacecincnrrsassivnnnens 181 228.8 W6 l12.8 49,3 8.3 tl.4
JRCUFItY Drakers and dedlerSe..e....... 387 60.5 121.2 66,7 110,2 2.2 §.2
Federa) reserve, Trusts and other

BAMRINGuactnrsnsaanasasannasnans 143 21.8 .8 3.0 33,6 0.9 L.l
Ouher security, commdity drokers

SAFPYICES e vartnnratcastosssttnannanan i3z 15,7 9.4 13.7 47.3 V.6 1.0
Mytual SaVINgS DANKS..easersavsenonnnoe 196 17.9 i6.0 -}.8 -10.1 0.6 Q.5
Commurcizl ana ftock savtage banks..... 9 102.4 124,13 1.9 1.4 3.7 4,1
Holding and investment offices......... &7 8.5 12.9 4.3 50,0 0.3 0.4

.
Buginess and relsted professions)

SEPYICHS i rratarasnnunternnsnrnsorn 68 280.7 171.6 90.9 32.4 0.2 12.4
Advertising...ccecven avescesssvannans 20% 5.4 AL.0 5.4 15,2 1.1 1.4
Logal $arvicete . nrereencianninnonrns £ 42,9 8.9 6.0 50.6 L& 2.3
Mailiag, reproduction and stenogrephic

L Lol L] L T 46 .2 17,3 3.1 21.3 0.5 0.8
Accounting, auditing and bookxesping

SEPVICHS s st anreassastssnnsssnnnnse &7 24.) 29.5 5.4 22,4 0.9 1.0
Miscallaneous DuSiness SErvViCES...ceaes 56 84,7 i13.6 26.9 3i.0 3.1 1.8
News syndaicates and personnel supply... 58 40,4 60,6 20:2 $0.0 1.5 2.0
Services T0 DUITAINGS.eneaasreercannnns 55 36.8 L 3.9 10,6 1.3 1.4

Education and cultursl services, media

ARG COMMINTCALIONS ACEIVIEI AT onaseres 93 169.3 202.8 2.5 19.8 §.1 6.7
Pariodtcal oublishinge . eeueiessriannen 224 21.6 26,1 4.5 20.8 0.8 0.9
Procucers, orchestras and entartainers, 220 17.3 2.3 6.0 4.7 0.6 0.8
Mattan picture production, distridution

N0 SBPYICR e snannstnrsirsrratrrnann 167 18.0 21.5 .5 19.4 ¢.7 0.7
Museums, art galieries, botanical snd

toglogtical gardens 143 5.1 6.8 1.7 3.3 0.2 0.2
BOOK PUBIISRIAGec vnreennriasanrvsaneas 141 16.3 15.4 -0.9 -5,57 0.5 Q.5
Radio and television broadcasting,..... 97 18.6 22.1 3,7 19.9 0.7 3.7
Elemantary and secondary education..... a7 20.6 28,3 3.7 18.0 0,7 9.8
Collages and universitiae.iverrencnras 59 43.0 55.4 12.4 4.8 1.6 1.8
Bustness and professional organizations 57 8.8 2.7 -l.1 -i2,5 0.3 Q.3
INSUPINCE v iserventrenrrearnsanssarcans 57 §%.2 4.7 -6,5% -11.8 2.0 1.6
Medical, nealth, and title insurance;

pensian, nealth and welfare orqantz-

attons; and INSUrENCE, Me@uCanrarrsas 50 11.8 20.3 6,5 47,1 0.5 0.7
Life fnturance coMPaN ®%iceecrccccnsses 56 £l.4 8.4 -13.0 -31.4 1.5 2.9
Wholesaling and port BCTivitY.cocncanas 99 0.8 173.8 -22.0 ~10.% 1.3 &.0
Kpoparel 21 G00ds and notiang,

LT T T T 284 $6.0 S4.4 ~1.8 2.9 2.9 1.8
Jewairy, watches and precious stones

ard other duradle wnolesale goods, .

DeleCouvesnonsaiasannronutusssnennnns 108 21,2 19.9 +1.3 8.1 0.8 0.7
Teanspartation servicas, a8 26.1 25,7 «G.5 -2.3 1.0 0.9
Al transpartation,.... a4 5.4 4,7 4.1 -18.1 1.7 L.4
Furniture and homs furntthings,

WROIRSA e cntrinranccarscnrinanans 75 10.7 10.0 0.7 -6.5 0.4 0.3
Vatar LransportatioN...ccersseniinannas 53 .3 8.5 -l3.8 -61.9 2.8 0,3
Papar ind paper products, wnolesale.... L] 10.6 10.8 9.2 1.9 0.4 0.4
Orugs, proprietartes and sundries,

wnalesal@,scsisnsniviniatonaen 5% 8.1 8.3 Q0.5 6.0 Q.3 0.3
Apgarel and other manufacturing 107 223.4 163,7 59,7 -26.7 8.1 5.4

ur goads.. csarngass 952 3.9 2.2 -1.7 43,6 0.1 0.1
Hendbags and personal leather g00ds.... 245 7.9 4.1 -3.8 -48,1 0.3 0.1
Miscellansous apparel and accessories.. 17 10.3 7.2 -3.1 -i0.1 A4 0.2
Wommn 'y and MISLES’ OUTEIWRE . .iiiaiene 169 4.3 57.8 -l16.4% -22,1 2.! 1.9
Hats, caps and willinery.es..a. . 135 1.0 1.7 =1.3 -43.3 Qi a.1
Watcnes, clocks and watchcases.. . 127 2.8 1.4 “h.4 =50, 0 A%l 0.1
Jeweiry, office and art supplies,

other miscellanegus manufacturing 119 35.2 25.8 4.4 -26.7 1.1 0.9
Printiny trade SEFVICES..eccacencacanns 111 6.7 5.6 -l.1 -16.4 0.2 0.2
Kniteing mllse iureccanacersnvansnnne 14 18,1 15.1 1.0 7.1 9.5 0.5
Miscullaneous fioricated textilus...... 4 19.9 13.3 ~6.6 -33.2 u.? 0.4
Children's QULEFrwEr ..~ veeenresrarnanss 7l 7.9 41 -3.8 48,1 2.3 ¢.1
SoRps, cleanars ana tolletries......... 69 1,1 10.1 -1.0 9.4 0.4 .3
HlankDouks and DOOKBINAINGee ey isvirvns 66 5.7 4.9 «0.8 ~i4,0 0.2 0.2
Women's and children's undergareents... 63 8.8 4.7 -4, -46,6 0.3 0.2
Men's and boys' suits and COACS........ 57 7.7 1.3 -4 4 -§7.1 3 2.1
Leatner tanning, finishing; cut stock;

glovas and mittens; luggage: and

TQALNOr QOODE, Nuilelissisisecimiarinns 54 4.1 2.3 -l.8 -43,9 .1 .1

All orher tNQUSLrigsS..cocecesvennnaanans 105.9 1.8 4,1
Noncommmrcial research organizations... 93 2.7 1.9 -0.8 -6.3 0.5 0.4
Redl BStaE® ivciitsvasisnanntisbannrass a1 83.4 97.6 14.2 17,0 3.0 3,2
Local and suburban passenger transit;

intercity highway transportacion.

charter service; bus terminals and

L T R AT Y 59 2.8 15.1 $.3 4,1 0.4 2.5

All other private inguSErieSs.seeeseses 3 1,493.6 1,572.6 3.0 5.3 54,1 52.3

* Eacludes medical and dental laporataries and visiting nyrse associations, blood banxs and medqical
ahotoyrapny, the saciai services, compination yti1lity services, and taxicabs.
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The third group of export-oriented industries that has seen growth fin
the 1980's comprises education, cultural services, media and communications, up
34,000 since 1979. Each of three remaining major groupings of export-oriented
industries declined in the 1980's, These included insurance, down 7,000;
wholesale trade and port activity, down 22,000; and apparel -and other export
manufacturing, down 60,000,

A new era of competition - challenges to leading growth sectors

New York City's position as a world center of finance and business

services is subject to mounting competitive challenges at home and abroad, from
Tokyo and London, from Atlanta, Boston, Chicago, Los Angeles and Miami, and,
closer to home, Long Island, the Meadowliands, Jersey City and Morris County.
In New York City's key finance and business services complex, a 19 percent job
gain from March 1983-87 was substanttally outpaced by increases of 52 percent
in the Atlanta area, 35 percent in the Boston area, and 30 percent in the
Chicago area, and topped by gains of 26 percent in the Los Angeles-Long Beach
area and 23 percent in the Miami area (See chart 12 and table 13). The strong-
er increase shows up particularly in business services but is also evident in
finance. New York City still has a commanding presence. Its 350,000 finance
jobs comprise over 80 percent of the total for the five areas combined, but the
competition is real.

Within the region, New York City's growth in finance, business and re-
lated professional services is dwarfed by Northeastern New Jersey and the New
York suburbs. In the decade ending in mid-1987, employment in these sectors
about doubled in Northeastern New Jersey and rose by 72 percent in suburban New
York as against a 55 percent increase in New York City (See chart 14). It is
clear that the competitive attraction of other parts of the region is a force
to be reckoned with.

Manufacturing administrative officas - a continued job drain

Along with the export industries previously reviewed is another export-
oriented group tracked separately, the administrative offices of manufacturing
companies, the Park Avenue sector of manufacturing. New York City adwminfstra-
tive offices of manufacturing companies reduced jobs by 2,600 in 1987, continu-
ing a pattern of steep losses in recent years. The job deciine for the past
year followed losses of 3,000 in 1986 and 3,500 in 1985. In the past three
years, the city's manufacturing front office complex has seen a 22-percent job
reduction, with the yearly rate of decline nearly double the annual rate of
loss in the prior eight years (See chart 15). :

The recent severity of job losses in administrative offices of manufac-
turing companies, the only consistent time series of front office employment
available for the city, further underscores the increasing vulnerability that
extends to the city's office complex generally. Stiffening competitive
pressures, coupled with today's improved communications technology that permits
the relocation of a wide range of office activities historically based in the
city, are challenging the city's traditional strengths as a national and inter-
national office center.




March 1983-87

Employment increases in finance, business
and related professional services,
selected metropolitan areas and New York City,
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New Jersey, June 1977-87
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71.8% Suburban New York

55.08 New York Clty
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Increases tn payroll ssplioymmet, finance, business asd professionat
servicas, seiectad metropolitan sreas and Mew York City,
March 1983-87

w (numbers in thousands)

March Increase
Ares

1983 | 1987 uumneF‘I'Per:en:

Selacted Metropclitan arsas
E1antad ared 1/ ceeecioceccananns 130 1714 58.4 51.7
1.2 131 T T PO 196,8 265.2 50,4 a8

Chicdgo ArB8eeceseerosnscoscanas 308.8 401.9 93.1 0.1
Los Angelas-Long Beach ared.... 4165.4  524.2 108.8 26.2
MIiAM] ArBBececesccsosccantansan 84,6 104.1 18.5 23.0
 New York ClYurinasensonscnsees 640,5 761.8 121.3 18.9

1/ Oata not strictly comparable due to addition of three small coun-
ttas to Atlanta 3rea aftar 1943. Impact on trend fs estimated to
be minor.
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Employment in manufacturing
administrative offices,
New York City, December 1977-87

Change from

65,000 previous
December Employment year

1962 76,900 -~
1963 78,800 1,900
1364 77,900 =904
1965 78,400 500
1966 80,600 2,200
1967 82,500 1,900
1968 84,800 2,300
» 1969 85,900 1,100
1970 81,900 =4,000
1971 73,800 -8,100
1972 64,700 -5,100
1973 67,200 -1,500
1974 64,100 -3,100
1975 60,200 -3,900
1976 59,200 =1,000
1977 58,900 =300
1978 §7,400 -1,500
1979 54,200 =3,200
1980 51,300 ~2,900
1981 49,400 -1,900
1982 44,900 - =4,500
1983 41,600 -3,300
1984 41,700 100
1985 38,200 -3,500
1986 35,200 =3,000
1987 32,600 -2,600

rrrrvarrirrvrvrryrarrerr et e e it

25,000 1 ] | | ] ] ] ] | o
1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987




A review of the longer-term record for manufacturing front offices
indicates that this complex now has 27,000 fewer jobs than at the start of the
city's recovery at the end of 1976, a costly cutback of both jobs and front
office image. The declines represent a loss of more than two-fifths of the
total 11 years ago. Since 1969, when a peak 86,000 were employed in
manufacturing front offices in New York City, a total of 53,000 jobs have been
lost. At the end of 1987, employment in front offices of manufacturing

companies stood at 32,600,

Recent years have also seen the emergence of weakness in manufacturing
front office employment in the neighboring counties of Nassau, Suffolk,
Westchester, Rockland and Putnam. There are no signs of a spinoff of jobs from
New York City to the suburbs. dJobs in administrative offices of manufacturing
companies in this five-county area dropped sharply by 2,800 in the year ending
December 1987 to 21,600, marking the third consecutive year of decline. Since
peaking at 27,300 in 1980, the number of jobs in administrative offices of
manufacturing companies in these suburban counties is down by 5,700, contrast-
ing expansion in the 1970's when 8,600 jobs were added.

Small business - a shrinking role

Data on small business in New York City indicate a steep cutback in job
increases in the two-year period ending March 1987, following strong growth in
the prior two years. Business establishments in New York City with fewer than
100 employees added 3,000 jobs between March 1985 and March 1987, a small
fraction of gains totaling 50,000 jobs in the preceding two years. The strong
1983-85 upswing in the small business sector of the New York City economy re-
versed a pattern of lagging growth evident from 1978, the first year for which
comparabie data are available {See chart 16).

According to the Tatest data available through March 1987, small business
is once again playing a far less significant role in New York City's job
picture than its overall importance in the economy would indicate. With 46
percent of the city's private sector jobs, in the two year period ending March
1987 the net job rise in small business accounted for less than 4 percent of
the city's 70,000 private sector job rise {See chart 17 and table 18). This
was fn striking contrast to the previous two years when small business account-
ed for just under half of all new private sector jobs added to the city's
economy. In the year ending March 1987, a 5,000 job rise in small business
accounted for only one in seven new private sector jobs and in the prior year,
smal] business made no contribution to job growth at all as employment edged
down by 2,500.

The sharp falloff in job growth in small business over the past two
years is related to a levelling off of jobs in trade following strong March
1983-85 increases as well as smaller gains in services and construction. Job
losses in manufacturing accelerated substantially.

The softening in the New York City job record for smaller employers is
further reflected in a slowing of growth in the number of establishments. The
number of private sector establishments in New York City with less than 100 em-
ployees increased by Y50 between March 1985 and 1987, as against a 5,000 in-
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Average yearly changes in payroll
employment in small business in
New York City, March 1978-87

{Job changes ln estabilshments with less than 100 empioyees)
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Private sector employment changes by size of establishment,

Establishment
size group

Payroll
Employment
March 1987

Average Annual Change

1978-83 1983-85

1985-87

; Tota]..l.l......

Under 100 employeeS..eees
100"499 e"p] OyBES. ceseete

500 employees or more....

2,936,000
1,327,000
646,000
963,000

23,400 51,000
2,000 24,800
5,900 16,700

15,500 9,500

34,800
1,300
7,700

25,800
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crease in the prior two years. The increase in the establishment count for
1985-87 was almost entirely centered in very small establishments of less than
10 employees. The number of establishments in this size group was up by a
l1ittle over 900 in the past two years as compared to a 3,700 March 1983-85
rise. In the 10-99 size grouping, the number of establishments showed little
change since March 1985, following a 1,300 increase in the previous two years.

Over the entire nine-year period ending March 1987, a 65,000 job rise in
smaller establishments represented little over a fifth of all private sector
Job growth in New York City, less than half the small business share of the
city's private industry job base. The S5-percent increase for small business
was sharply below a 16 percent or 226,000 job gatn among larger establish-
ments. The number of smaller establishments doing business in the city was, on
balance, 1ittle changed, as increases in the past four years offset declines in
the 1978-83 pertod. In contrast, there was a 14 percent rise for establish-
ments with 100 or more workers (See table 19).

The low job growth of small business in New York City s in marked
contrast to the strong role of small business nationally. Nationally, data
avatlable for March 1978-86 indicate an 8.2 million job rise among establish-
ments with less than 1lUO employees, a one-fourth increase that was nearly
double the 13 percent increase for larger size establishments. Small business,
which accounts for about half of the nation's private sector jobs, accounted
for nearly two-thirds of the overall March 1978-86 increase of 12.7 million
private sector jobs natfonally. The number. of establishments with under 100
employees increased by nearly a million in this period to 5.1 million (See
chart 20). ‘

Recent job growth among medium sized establishments in New York City
with 100-499 employees also slowed in the past two years. Their March 1985-87
Job increase was 15,000, about half the 33,000 gain for the prior two years,
largely reflecting a softening in services. In contrast, in establishments
with 500 or more employees, there was a significant upswing in the pace of job
expansion. This size category added 52,000 jobs, over two and a half times the
19,000 rise in the prior two years. The pickup in these larger establishments
primarily reflected strong pre-Black Monday hiring in the financial sectors as
well as larger increases in services.

The track record in the small business sector of the New York City
economy is of specfal concern, considering New York's historical position as a
center of major concentration of smaller and often highly innovative firms
which service many of the economic needs of the nation as well as the region,
and provide a highly specialized infrastructure for other business. Small
firms are often a key source of new ideas, designs, product lines, and in-
cubators of entrepreneurtal innovation. As they grow, thay tend to spin off
some activities, in turn generating jobs and income 1in other sectors. A
healthy climate for small business is of substantial importance for the city's
prosperity and economic development.

The reemergence of a weak job picture in smaller establishments comes at
a time when the city's economy is facing new risks and changing tides as a
number of key influences throughout the economic resurgence of the past decade
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Private sector employment increases by size of establishment,

New York City, March 1978-87

Payroll employment
Establishment size group

Increase

March 1978 | March 1987

Number

Percant

Totaleseesnsesss 2,645,000 2,936,000
Under 1UU employees...... 1,262,000 1,327,000
100=499 employe@Sceessess 568,000 646,000
500 employees Or mOre.... 815,000 963,000

291,000
65,000
78,000

148,000

11.0

5.2
13.7
18.2

Distribution of private sector
employment increases
by size of establishment

New York City. United States,
March 1978-8 March 1978-86

100% 100% 100%

’jzzx

Employment tn  March 1978-87 Totq] increqse=
March 197 increase 12,661,000
Totul = 2,645,000 Total = 291,000

dtnder 100 emplovees

4100-499 employees

| 4] 4500 or more employees







