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The Job Picture:  A Struggling Economy

Manufacturing continued decline=>adjustment policies
White collar & high skills reviving=>skill-matching policies
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Assessment of remedies requires disaggregation 
and cutting through boom and bust
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Two-Pronged Policy Strategy

• Domestic strategy:  Match workers to changing jobs
– Adjustment to new careers
– Entry and up-skilling within career

• Global strategy: Negotiate two-way trade
– Open markets abroad, especially for competitive services
– Macro policies abroad 

⇒Combined strategy:  New wave of productivity,
growth, and job creation
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Global sourcing of IT hardware
Macroeconomic gains and trade overview

…. Reduced IT hardware prices by 
10-30 % more

…. Diffused IT investment through US
industry sectors 

…. Accelerated productivity growth 

…. Raised GDP growth 0.3 /yr

…. Added at least $230 billion to GDP

…. Net positive trade in IT hardware
exports from US multinational firms

Ca
th e

rin
e L

. M
an

n, 
Ins

titu
te  

for
 In

te r
na

tio
na

l E
co

no
mi

cs



5

But what about IT jobs?

• IT investment & IT jobs: 
move in lock-step

• Diffusion of IT 
throughout: 2/3 of IT jobs 
are in non-IT sectors 

• Average salary in all IT 
occupations: $62,000

• Rising skill demandsCa
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Which sectors lead the US economy?
Those that invest more in IT & employ more IT workers
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AND, post a trade surplus
despite slow growth and closed markets abroad
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Which sectors need to improve
For the next wave of productivity growth & job expansion  

Software cost is an increasing 
share of the cost of the IT package 
(about 50% today). 

Small firm size, culture, and 
regulations make writing software & 
service applications more costly
for some of these sectors.

Outsourcing some IT jobs that do not 
involve design, marketing, integration 
will reduce the price of the software &
applications, and re-start the IT 
innovation and growth drivers. 

Ca
the

rin
e L

. M
an

n, 
Ins

titu
te  

for
 In

te r
na

tio
na

l E
co

no
mi

cs



9

Re-Ignite American Innovation & Growth

• Domestic strategy:  Better match workers to changing jobs
– New-jobs policies for displaced workers: 

• Unemployment extension, Wage insurance 
– Entry and up-skilling policies within a career-ladder 

• Human-capital investment tax credit through firms 
– Movement/flexibility policies to mitigate costs of adjustment

• Realistic and affordable health care and pension portability 

• Outward strategy: Two-way trade in services 
– Open markets abroad for internationally competitive US services
– Off-shoring of some products increases competitiveness of others
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The Human-Capital Investment Tax Credit
Invest in people for a competitive economy

• The ITC instrument fits a ‘classical’ economics case
• Private benefit captured by firms is less than national (social) benefit 
• Rationale for the R&D tax credit and the investment tax credit. 

• H-ITC for incumbent workers to move up career ladder
• An H-ITC mitigates the firm’s disincentive to train workers for fear of 

losing them to a rival firm that does not train

• H-ITC for entry level workers
• A internship credit mitigates students’ concern about technical careers 

and recognizes that the ‘first job’ may no longer be US
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The Human-Capital Investment Tax Credit

• How would it work? 
• Firm is the locus for the tax credit, assists in developing 

job and internship matches, but recycles the money to 
educational institutions, thus augmenting their funding 
too  

• How much will it cost? 
• Cost:  number of workers * training cost *credit % = 

reduction in taxes owed = ? 
– Compared to what:  R&D and capital investment tax 

credits estimated to reduce tax receipts by approx. 
$25 B and $50B respectively to 2010.

• Benefit:  Supports next wave of productivity growth and 
internationally competitive knowledge economy
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