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ABSTRACT

This paper presents a ulti-pionge4 strategy. for
reducfn4poverty and unemployment Orincreasing the nuaper of jobs
"for unskilled Workers and raising their wages. The first component of
thit'arategy it a marginal hours .employment tax credit, similar Lo
'therecently enacted New Jabs Tax Credit. This would serve to .

,

generate an expansion in emPloywent. The second component entails the
distribution of Vouchers for bath training and employment. These
vouchers would .he givento hard-to-ffieploy workers, such as veterans,
the dIsabledk high school dropouts, ex-convicts and ex- addicts. They
would, when tutned over to the employer,,tesult in the government'
sharing' the initial year's wage costs with the employer: Families
with children would be. brought out of ,overty by the third and folqh -
components of the authorle.propo strategy. These are: the
guarantee of an at least minimum wage job for every family's primary
wage earner, and a family ,age, rate subsidy conditioned on family
-size, that would raise the earnings of low wage -workers 'with large
families..(Author/OC)%
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ABSTRACT'

This paper presents a multi-pronged strategy for reducing poverti!aad
.

t

anemployment by increasing the number of jobs for unskilled workers aad
4li' _4

raising,tlieir wages. 'A marginal hours employment tax credit, sialai'to the

I ,, New jobs Tax Credit 'that wdi recently enacted into law, is the fist comp°-,

,.
.

*neatto generate a large expansion in_employment. The 'second component is
. ii ,

I,
-evotchers forrboth training and employment to be given to hard-to-.empIoy

-.
.

i '

.

`workers--,thi.disibled; veterans, high school-drop 6uts, ex-cOnstat, ex -drug `i

I

ta,

1.
.addictswhich, when turned over to the worker's employer, would exult ig,

- .

the government sharing some of
.

the initial year's wage costal./ the

employer. Families with children would be brought gut of poyerty by the
f

third and fourth components--namely, a guafantee ora jOb a the minimum /

wage, for ever' family's primary wage earner; and a' family age rate subsidy

conditioned on family,size.that would raise. the earnings 'of low wage-minim:a'

with large families.

a
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, MiOuchers for Creating Jobs, Education, and'Training:
.

--'
4
VOCJ T, An Employment-Oriented Strategyfor Reducing FoveitY

,.:

'members are. A faily 4 poor because its are unable to work,.cennot find _ ,...

,
. .

work, or are working but earning at too low a wage rate to tropirly support.,
.

,
.

the family; ,The objettive of the mulliprodged,proposal describdd in:this
( d1

,

paper is to raise the wages and number of jobs for unskilled workers within,

the politiai constreinti-of no change'in the cdverage or level of the
, _

tr

minimum w 4, no change in legislation .defininethe relat1onahip between
.

. 1

government and unions, and no change in the diiision of responsibility

between the private and public sector. (The. proposal assumes the con-,

tinued existeite of SSI And ereformed-AFX.Fmgram for those.groups not
.

*

elected to ifork.--the disabled, the aged, and single parents of young

children.)
A.

4 "

. VOCJET: AN OVERV/EW
,

'

. '

The VOtET plan-contains five components--e family wage rate subsidy,'
.

a marginal; employment tat credit, vouchers for creating employment
I

7 , r.
in both tbe.private and public sectors, vouchers for training and education,

s.

0

,and guarantsed public jobs for faaily ,heads.

, . .

,Fathers.and mothers working_at_low wage Fates would receive a wa e '

rate ensid;that would be sufficient to raise family income above the \

. .

.
,

poverty line if ohe weithei is working full time. To reduce the,level of,
. '

unemployment jobs would be createdin the .private and public sectors by a
,

.-. .

- partial subsidy of employer Iftring and Wage coaXs. This ,i.$)to be accemc
lb-

.:'

plished (1) hy a maigi4al.hours employment-tax'credit,imilar to the

% ' ,

4
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2

New Jobs ,Tax' Credit recently approved by Congress bat based one, tot al f

' %ova "forked :11 (2).by a wige rate subsidy of new hires of,specific%

groups of.di &adv

eligibility.. Fi

flee by4ihe PPP

per hour worked

; The objec

guersEpe part

head who canno

.

subsidies, the

a gOvernment-
,

taged workers who would-receive.youchers proving'

_
ms offering entering employees i(training program certi-

tment of Labor would be eligible for in additional subsidy
.

by a voucheted employee.

ve of these prqgrams is to create lots of. jobs, not to
f

cular individuals a job. If a familwith children, has a

find a job despite theme availability

fifth component of the program would
/.

ranteed job with 40 hOurs o work a

of these job creation

prOVide him/her with

Week at the

minimum-wage. The wage rate of this public job would also be subsidized -

.bl the family wage rate subsidy, so families with ghildren would be guaran-
'

tliedon income at leait equal to the poverty line. 11/DC-UP .46uld be.phased

e
out and the hei5s of intact families with children would be required'to

accept one Of these jobs when they apply for Food Stamps. The. job

4
guarantee would thus provide lintact families with children an income

guarantee: The Receipt of the income; however, would req6ire work and

consequently would not carry the heavy social stigma .that preVents many
ti

people, from appiying for AFDC-UF and Food Stamps now.

The coverageand subsidy levels of the program may, seem stingy to

some. Wage rates and subsidy levels are kept l&w,because they are meant

to be a-national-floor and are, therefore, chosen with low cost f living
. .

i
,

states Aike Georgia, Florida and Texas in mind. States with higher costs

of living ,would be allowa and encouraged (Oroughlmstchigg federal

/' .z
.

, .

. _
. -

contributions) to supplement the family wage subsidy and,the page rate of

the guaranteed public joba.

5
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It is lwaYs wise when making substantiaI'departures in social polity

to start =

i

1. We do not.knew how many people would want a job if the
-: ) - - , -

. goy-es-me at! re_to-establish.a job guarantee. There is very little exper7

ience vith4t

for marginal

subsidy and

on the. most n

1
It ghoul

5
family respon

down: -They .t

emliloyment env

administration of gage rate or earning subdidy programs

d lowWage workers. Consequently% the family wage rate
t ,

pia teed p4blic jobs programs should, at first, be targeted
6.. .0

edy groupfamilies with:childret.
.

leo be easier to administer a pi'ogram for workers with"

ibilities that% for the individual with nothing to tie him/her
6 x

calif have lower rates of turnover and mere formalized

number of guar

rates are typ

lobs and admini

Aperementalfrb

4

rate of the gua

ronments. Jobs will be easier to cregte for them and the .

tee .type jobs required 'herald be*small,'because 'unemployment

lly low fdr this group. As expefience is gained in creating

tering the wagerate subsidy, the-program can be expanded

r .

raising theoarget wage of the subsidy, raising the wage

nteed public job, or bye4andisig eligibility ftarthe

program.
...

L: ..

This comhin
.

tion of programs has many desirable featus. It Cin,be
5. . r. .

. ,

,4 used as a countercyclical weapon. It is targe ted at the.least skilled,'sk ,

.

loweii paid, and therefore most needy workers. Eligibility for andosize

subsidy caA be adjusted for family sizerrepAdministiative costs both for

4..- -
.

the government and for the firms and agencies'thaf'hire the, workers are.

low. Last, it leaves -workers as free hs,possible.to;choose

where to work. In'addit , incentives are increased ltr-both the employer

_ T

and employee to expand the number of hours worked' beeadse thesubsidy'is'
. .

el-.

based on hours,worked. I, is elso designed to reate a positive incentive.'

I
. ^



fdt,family stability, i

4

o

dives only incrementalchangee in existing pro-
.

.grams, and provides a sodreg of extra income to the working4poor that does
, k,, .

_ 4-1'4
.

. . , 0... ,--

t . not carry eatigma with it; because recipients and donors are able to view

the extra income- aii something he earned,. Last, 'within the'contexi,of other
.

. .
income maintenance proposal, it.is not very costly.

I
t

PROBLEMS VOCJET IS, DESIGNED TO ADDRESS

Many heads of large families are employed at a wage'that is insufficient

f.

to bring their family out of poverty .(evenwith.2000 hdurs of workjer year).

Some families on AFDC or AFDC-UF even heft a higher income then families of

*equal Size with a work* head, and 'this Stimulates politj.cal oppbsition
I

L I I
toWelfate programs. .

Many other individuals are in or near poverty because, although they
4

are willing to.work, t y.cannot find a job. In March 1975 the unemployment

rate was 19.5% for 18- acid 19-year-olds; 22.3%fi white high schgol dropouts

1 --
/aged 16 to 24, and 39.82 for ,"black high school dropouts aged 16 to 24:

.

\
N ' .0

. For eery two workers unemployed there is at least,one other who'Raglgivefi

. .

1..

up looking for lebik'because his/her chantes of obtaining a llob are'so,slim,.
-

.

_ . . ,

r.
'The coats of.leaving'so'largp a proportion of out labor force Unemployed ,

. are astronoMical.. Some-of these costs can bemeasured, such as lost output,

,\

unemployment) insurance payments, greater AFDC, SSI,So4e1 Security and

Food *fillip payments. Harder to. measure is !the loss of future outph .

Most important job eking are learned on the job by doing'.' Wo4r;-

wha are unemployed' are not gainingthe experience and Skills that raiee

their pr oductivity in the future.and the skills thiq have learned in the

past are de The 'monetary costs are only"tene part of the loes:

7,
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'1 ' In a society whe e social status and ane's en
1,K111

of self - esteem comes
. 7 ,

.,. .,
1, I

. .'' .

largely from one's 'ob,'the psychological d ge done to the individual
.

)
. - ,

ego is substantial., The observab40 consequences of this fre higher rates
,

. ., .
..i

oriaarital dissolution, suicide, atd mental illness.

Both the current welfare system and many proposed alternatives lower
) ( .

. . .

the incentive to ,work,_ Thus, even if sufficient.numbers,of low skill jobs

paying the minimum wage Were available some would choose not to work, Others

would choose to work less, and still others would be induced to hold,out

for a'higher wage than they can reasonably expect to get. Simulations of

-

the labor supply response to a negative income tax or earnings subsidy with ,

. .

a 50% tax rate suggest that for every $100 given to househnlds with,emplOyable
,

T.
. /

heads there will be 4$25 to Sitit reduction in the household's earnings
1 . ,..

(Garfinkel and Masters, 1978; Keeley,: et al., 1977). t'
..

,Our desire to target income stiPort orf the most needy families -- those
. ,

t .

. , headed by females--and to amoid,work disincentives when one family member

is capable` of working has resulted in AtIr_ aid programs treating dingle

parent families more generously tjhar, intact families of the same size.

This has,created a sulistintial ipancial incentive,f low income families

to split and reduced the inc times for remartiager Whether these finanCial

'incentives haVeactually caused a significant number 2114amily, splits and
. .

how bad such splits are if they omit is a matter of-sdml controversy.

Nevertheless; because Of publieconarn over the, rising tu*bcr of families

i

.

-,'

headed'by women and potential intqlenerationai transmission of a "welfare '

,

syndrome,u,th s aspect of 'income )Ilaintenanee'policy has recently received
. /

'a great deal of att,entian.
/1'

.
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Many citizens feel thdt it' rs not fairito familiesWith members that ..-

. . ,work long hours at low wage rates to .ofierflarger amounts of ald to
.

.

, .
.

, , ..,..

families that work substantially fewer hours At equal or higher
.
wage rat p/.

Implicit in. this view is the bell:if that variations in hours worked a ross
. 1. ,

families are only partly due to uncontrollable events like unemplo nt.,
. .

k..4.

.
. .

s

This view asserts that the principle of horizontal equity (that is that
A

. - like people should be rewarded'in like manner)'Shouid apply ofamilles
0.-, . a

of equal earnings capaclty rathqr than to families of equ current, income.
_ "ft - / I

LiOlicit in this View-is a criterion of deservingness that depends on

unearned income the wage rate,.and unemployment experience of each adult

member and tb costs of child care (Garfinkel and HaVeman, 1978).
,

In theiprocess of ,financially aiding-Iow income families, curret

income maIntenance proirama force recipients t go through the humiliating
,

experience of certifying they can no longer upport tilemsepes, to risk

embarrassment every rime.they, buy food, and conform their behavior to th,1

wishes or the social worker. The stronger the individual's belief in the

work'ethici the greater-his/her sense, rhumiliation

k

Stigma is the

inevitable result of three characteristics of,the current income maintenan ce

system: (a) that the income being received Art unearned (it is nota conse-
,

quence of one's own efforts); (b) that the application piocess is complicated

rind requires a d etailed review of the family's circumstances; and (c) that ,

every,ttme food is purchased the de$endency of the individual on the

largess.of the government is made visible to all.

The fundamental cause of the problems of the low wages and unemployment

fe

described above, and a major contributor to the work'disincentives and

family aplittl.ng incentives built in to, our existing income maintenance

19

a
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system is the insufftcieht demand for inetperienced and unskilled workers,
\

The
. ,

The necessity. ,of buying medical insurance-for the worker and legal or 4r.
a

. e

7ce.3nventional,minimum wages also keep the hodify cost of even the least skilled
.,) ,

/

labor high.--/n most employment situations the costs of hiring and training

workers are quite significant: Since theA workers are more- likely to
. 11.

quit, the firm is more likely to lose%its investmept in hiring and training _
, *

:
,}

-,_ , costs. These workers are also more likely to have to be fired. Union
..,f-c-' e 1 /

.i,
,

'grievafce procedures.or informal shop custom may make, firing,an employee
.

. . .

.
k.....

:it
.

extremely costly. Laying off workers can be expensive as wellrbecause

i

experience rating-of, unemploiment insurance tax payments results, in firms
, . ' *I

employing 60% of all workers
2
having to pay (in higherUI taxes) an amount

.

alimostqualtp the unemployment insurance benefits received by itS1a447
A

, ,off employees. To the ext7t that these costs make firms unwgling to

,hire workers with characteriefics signalling a significant probahfility
.

- /
,

that they will quit or have to be fired (that is, unskilled and inexp rienced

,

labor) , these workers will gainbe given a thence to gain the.experie e. ..,.. ,

.necessary to make- them more produ6Sive. Jee
. .

. .

3. .THE FAMILY WAGE RATE SUBSIDY COMPONENT OF THE PROGRAM.

The eligible population of the wage rate subsidy envisaged V this-,

propo#al
3
would be husband wiAtemii4014h children who aretitizena.oi

legaljMmigrants and deployed in
,

the United States. Upon presentation of

.

, a voucher card to their employer
.

certilying their eligibility they would -c.. ' , 0
receive additional wages of 50% oirtheldifference between their

Iv

nominal hourly wage and a target wage (which would'be a function of the `

.6

10
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'minimum wage and -the number of child, en'pin the fsimily) . There would .be
. . , ,.

.

. an upper ligt on the ?cumber of hour that can be subsidizedand a lower
. /.

k ' bound on the *age rate of a job that ' could be subsidized.
1,-

,

. Within these bounds a hogtof Poterial configurations are possible.

.,,
......

.

'he choice of onfigutation depends on the goals that are given priority.

Reducing family - splitting, incentives,-avai4ing discrimination against

rwomen, eqdal pay for eqUil work, eliminating poverty'in large families--

all these ate,approptiate goals for an i fome-maintenancepolicy, but they

,ate;to some degree,' inconsistent with ore, Another. For,exampie, a faMilyr
,

,--

.

wage,ratesubeidy could achielig the first7three Idectives/by covering .'

..wives as well'as husbands and by being substantially more generous to-

large than to small families. Tabl to 'Kates the outcothes that would
f

be produced by one sudh plan. The target age is at'the proposed nimum

I '
,

Wage for
;

1978 for families with. one, childri i iet 130% of the minimum

.
,

/ 'when-there are two children,,166% of the 'when there are

. 1.

three
ct

or more children. Fam ily-heads yitlifr four or more- children., recefve

/ , ..

a subsidy based on,a target wage of ET% the minimum wage. This

Olen is comparatiyely generous and is slif cienton its own to bring many .

. .

. i

other forms of income mainten,-familieaout of poverty. Families-receiv

ance- -AFDC, food stamps or SSI- -!1ght be de eligible for a Correspondingly

less' generous wage rate subsidy. They mt t, for instance, receive 40

percent of a target wage that risea',25% h each-child:. If the

objectives tof reducing discrimination ag womb and mini zing incen-
,

. lie
tives for'f4mily splitting are given low iority, the cost of a Tamily wage-

.

rate subsidy could be substantially redu by limiting eligibility to heads
_ .

\

of families, or by raising the target wag of the secondary earner in the
. .
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..
! * ..

faintly _otili; 16% "..aboiC tii i4ji m wage fot each additional child, ''
. . .6

.., ,!' 11

e Thia'family ofiented!aage:ifTplemeit is-n substantikal libeialleatiOn-
, , - .

(and therekofe, inallOsAppnecti-i,replacitmentY of the earned iname tax credit:.
.41c

As°;rith the earnings- rinal-ti":Ihe employee would 'WWII be aware that.
. - . , * 7..

1

he vas being subsidized- -since most people feel that they are worth more
. '-.4 6

*, A
.

thaw their . employer is paying diim.:Tecei4ing-4 Aiigher wage,:would be viewed

as, only fair. The stigma attached la die program would "thus be minimal.
4 '. . :

ExOp t for the fact that the supplement is taxable like,other wages,,4 -,. .
. ..the subsidy is not coAtitidned onrthe familyes income, It is availible

. '
.

-

to both the wife and husband ..,As a result, it builds in a Ayntem,oe .

.

.1.
financial incentives that, duce maritaI.iplitsinut increaseeduce

,S N SP--.. .

remarriages. ;wring his wge and childrenyebultkin a man losing his

supplicant. ,Marrying a woman with children makes a.man_eligible-for th

silvlementu A woman'would have no incentive to split because fiche is.
. .,

. .. . .
eligible for the supplement whether she is a member of an:intact famil

ornot. If eligibility for or the rate oi the ,subsidy .depended on
ow

family income, the woman would b Comeeligible-for the wage snbiidy

*if she separates from her husband A furtheT disadliaatage of inc
';.

testing is'that it increases idmin trative costs and raises marginil
^

tax rages .'
4 ,

Reducing marginal tax rates, administrative costs,, and family Alit -'

,

.. . ..44. :N.W W C

tins incentives results, however, inraising the programs budgetaryaost;.

. .
- . . k. ,

. .
andreducing,its target'effectiveness by an incomepoverty criteri

'

Our earlier discussion of the definitibn of dCsdrvingness suggests that . ,

the target group444ould be'defined by 4artiings capacity rathei th

4.

12-

'
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-
- .. 1.

4
,, . ,

income. Using their earnings capacity measure to defint.poverty, Garfinkel
! -

. .

And Have:DAP (1977) find that the-target efficiency of a wage.rate subsidy '

for family heads that is conditioned on family'sike
,

is net all that

.

differeat from targetefficiency of an earning subsidy or N.I.T. Alternate
'

definitions of earnings capacity.wouldrpg.se the t rget-efficiency.of the

4
wage subsidy even higher.

'p

Mekingwives eligible for the subs,idrowith6e-it

\

itioned on

e

fimily income lowert target efficierty._ It will 'ea inevitably resat ,

in at- least one horror story (spy. a cloctOs wife receiving e subsidy)'.

While 'it maybe conventiOdel to treat\ehitfamily as,the'appropriate unite , .
)

for defining "deserVihgness,"_this.convention is in. -moo- 'sense a moral
/ ..

.. .

absol ute-. Women are systeMatidal1,y discr intted againpt id the-labor.
,*

.

market. Which prinCile should preVail= family is ineligible because

of 9a high inComd2puse, xhe indiviakaal is deserving:becAuse,of-her low -
i

wage.reXejon average less- than $3145)\-and disdrimipation against ber'seic?

This, author prefers the second prinsple over the first a long as'the
v. .. , -

,i
.

target wage Is as low as ft is in this pygram. tiiff one s. value judge -MTh
.

',---
. .

0' ments lead's one-to prefer.the first, the'varue of the' - subsidy to well. off

families can-be.decread.Wy the simple expedient of requiring that, the
*

subsidy be codited*twice in income. This wouldt4ouble the effectiax

-
. .rateon supple t receipts without raising adminiatrative cants:.

r;
-

, .

The fami y-wdge rate.supplement is a cost- effective way of raising the".-,
..

'', 1 4/ ©
,,e

. .

incomd of theworking poor and of increasing incentives fOr work and

family stability:" It ddes.not increase the number of jObs uftless'the
,

'subsidy results in,a'lowering of the noMinal wage offered by employeri,
0 ,

. -

. .

,Since social and legal minimum *ages establishan effective floor foal wage

1

7.

'-'
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. 4 .

rates .of mmnyibf these
.

. ,

likely to'beN0111,end
k . -4

.11 Tao 1/ao* of awlimediate.maployment creation effect
-
means the feel)!

- ,

wage ,rate subsidy is poevery:effective as a countercyclical jabs progtam.
. i

a r

d.O
,

workers, any /crease
4

to teke4i long time.

t
, -

in employment demand is

the target ,rage woulrimarily,impact On(job availability,

impact7on aggregate demand.' We need to operate on the supply

r.

market'if eitlei permanent ok'countercycliCal increases in
4 y r .

A Change in

through iti

side of the

ythe number of jobs are desired: (Thii is-atcomiliahed by the marginal

. hours apployment tax credit component of VOCJET, deicribed in the next

section of the paper.)

S
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/
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,." 4. ,,TES MARGINAL, BURS 1201.40YMENT :TAX CREDIT

The tax credlt for increases in employment (New

that is part of the 'Tax Reduttion and SimplificationAA

Jobs Tax Credit)

Act oi1.977 would

be eodified and made permanent. Under current law: 4'

'
The credit is 50 percent of the increase in each empioyer'a
wage base under the,Federal Unemployment Tax, Act OUTA)

.

above 102 percent of that wage base in the'previous
The FUTA base fOr a year consists of wages paid'up to
$4;200 Rer employee....

oyer's deductions for wages is reduced by the amount'
o the redic. Therefore, although the maximum gropacredit
f r new employee is $2,160, the effebtive credit ranges
frmn 1,806,(for a taxpayer in'the 14% tax bracket)
.-40D $630 (for a taxpayer in the 70% bracker4)91e

/: "AV "

The total amount of the credit his four limitatioii: (1) the
credit cannot be more than 50%,eof the increase:in
total wages paid by the employer for the year-above.105%

' of total wages paid by the-eeploYer in the pieviouayear,
(2) the credit must be no Moie than 25% of-the

.current year's FUTA wagei, (3);Ithe credit for Agear
cannot exceed $109,000-ind (4) "the credit cannot exceed
the taxpayer's tax liability. Credits wNick exceed
tax liability for a year may be carried back Tor 3 years
and carted forward for 7 years (Joint Committee on Taxation, 1977).

The requirement that the total wages paid rise by at least-5%.

t.

is designed to insure tI the New Jobs Tax Credit (NJTC) ii,based on

actual increases in employment rather-than artificial increases in un-

employment insurance wages (for example, pn employer could increase

unemployment insurance wages by dividing full-time.jobs into part-time.

or,Part-yeir jobs). The second limitation (that the'credit cannot exceed

25% df'FUTA wages) lilts the amount of credit-that new and rapidly

6 .

expanding businesses cap receive:
i-

.

15
O



their ity, there should be'a substantial increase in employment

d, for you ou hful and unsk4ried workers. In the preferred model these

0

Simulations of thijcredit suggest that ±f firms are aware of

simulationspredr a 4.6% increase in- overall employment and a
. 0 4

10.8% increase fonmenunder 25 (Bishop and. Lerman, 1977). The
\ our * '--

speed with which.a NJITC based -go the
:
federal unemployment(4;base can

be implemented makes\

li

\it the pieferred short run,instrument for fighting

the reqession. Its tmpority nature reduces the imefigt of any .distortions
.

, ,

.

r ' tit may produce. Any lo4term attempt to promote employment, however,
.

411 require ,a marginal si'tsidy hat is lived on hOurs wcrrked:

The advantage of basi4:a-subsidy on hours rather than earnings

Up to $4100. is Olt it dodi not create'-artificial incentives for employers

to'sUbstitute part-time and part-year workers for full-time workers.. In

its current form the New Job Tax Credit creates an incentiveto hire .

A A
13,w emplOyees bdt to do so only for the time it takes them-o earn $4200.

A high-priced 4Onsultant, hired for three weeks cat' receive the same

-

subsidy as a low skilled woqer hired for a full year.. Employing dwoll_
-

.

or three part-time workers ta.do the jOb'bf ne full-time. worker can

thui double or triple-the amount of subsidy for essentially the same, job.
.

, ,.
.

The requirement ;that the total wateti11,inerease by at least 5% 1 .

-*

.

_

1
is designed to prevent an already existing full -time 'f from

. .

;44,...f..

_being turned into a larger number of partltime Workers. This proyisionn '

,

does not prev;nt firms frog usihg only part-time i,rirkers when. theysexpand,

however. As, time passe. and wage rates rise, any -eligibility criterlon-
,P . .

, .

that depends on the total wage bill will'become increasingly ineffective. 4,

, .

0
16
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At empires possible, therefore, a transition should be arranged
Nu,

tn.a Marginal Hours Employment' ax Credit (MHETC). In P MHETC, employers

vouid-Uersiigibie for e.t.a; cr dit bised updh the'incrik e in total

hours of work paid-for bp the

rate of $1.00 per hour Would roduce a subsidy of about $2000 for each

.eta full-time full-year o ker Wed.

employer over somebasi amount. A subdidy

The selection of tad ries and,lirms to be transferred to the MUM

jrould depend upon the a

in.tbe base year) 1976,
.

wage are'iequired to ke

strative feasibility of measuring total hOtir-s '

later years. Firma covered by the minimum

he' necessary records time cards and sheets-for

eackworker (Reporting rement, 1976: Section 516.6)--foi at two years.

.4shitula, therefore, be ssible to measure total hours worked without,
5

dormuch difficulty and.thes

MEW Other firms wool be allowed to transfer to MHETC if. their records

on 1976 employment were ufficii.ntly.completi and-en adMiniitrative
ra

firma would be mandated to transfer to the

-mechanism for reporting

4.

The proposed MHETC
"-

profit Organizations an

lucky particular employer
, 4 .

,credit any articular'

undesirable because it

-:,352 of all 'workers to c
. ..,s ,

'fop &credit. In ord

4

want the per employee 1

,inereased and as a resu

, levels ,of subsidy focus

ours in future years is available.

ould cover state and local governments, non-

would not have' a cap on the' Mount of- subsidy '.' -

y recdive. A,$100,000 cap 6n the amount.di tax

may receive for hiving additional workers is

emoves the incentive for firms employing over

ge theiibehavioltmin order to become eligible

r to achieve- the same -overall stimu

vel of,the`subsidy must be more than Jxationately.

t the cost per job created rises. Higher per worker

on fewer Workers also magnifies,the.distortion,costi

to employ-

17
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of thlicredit. The $100,000 cap discriminates againsi large This'

'is dndesirable'because their workers, receidt. more training ong

.
,

p
.

Secufityi.tax.
, .

A

. . , - - .In the NHETC the
threshold/amount.of ahli'pf hours worked above which-

'

15
of,

,' -,,,_a subsidy would'be paid would be- based on an avetragepast peik levels
.

of.tota9ours not on last year's employment as t e NJTC. Changipg

-

the job'ana are better paid. If favoring small fitms is-4esired, it is
. J

r
better to do ii by adjuAkinuthe

rate of subsidy to some measure of the

is

.
ita.of the firm-such as the 1976 total wage bill subject to Soolil

.
,

o,' ._ thewat the'threshOld is .updated is needed, for twolreasons:\,(0, td
.ov, ,

g take away the incentive to reduce employment in one-year in order toC 4 ,

11 .,/'
..

4ti. increase thelebounts of tax ,credit in later years-, 'and (6)to reduce,, ! ...2, - ,..
1

the destabilizing .character.of the- credit. 'fh moat manufacturing« b

1 " emd tdqstuction
1

enierpriales it is to shift ,the timing 'of1.
. .,,

.-.,(
16-

,. (
.

. .productidp into the following calehdar year by depleting'inventories,'allowing4,

. .

. .
. .

'

.
,

4 -
order backlogs grow and by eferring general maintenance. updating,. . . .. , ,

the-threshold everyi.year meapt ;that alternately expanding and contracting
.. ., .

.

emplcpment in sueWessive*.years taximizes thp firms' receipts of tax
.-,,

, .

.'.bettefits, from the -tredit.' .Fuethermore,- as the economy reaches full employ-
i.

,

.

1

(
, .

.-

neat and the growth ratedf employment and houre worked slows down, a lar .
41z(

4 l 4., % :
1

. numbeeof fires will (t meet the employment, target a 2%, lose
1
their eligibility:ior subsidy and, therefore, e6 the temporary chapges

. , .1 /, , ,
. .

. .
.:- -

,

An labor intensity and inventory accumulation that the substaylad induced.
, ,71

r. , ,5* 4

,''Other eirmswillfind that'sinde thefrfasible growth of employment is.,

am small, the advantages -of receiving a

by the advantages 'of increasing the amou
( ,!

. A
18

. -
11,

su1 tidy ire Jar are outweighed
,

t'of subsidy-thly.will be
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'
eligible for next year. Like the firms that lose their eligibility

AD".involuniarily, these firms will cut back employment and ,run dclwn their

- ..inventory. -Since mostfirms will oing.on and off the ;credit at-similar.
.% .

a

points'OL_the cycle, a pefmanent credit with yearlyupdated thresholds
:,. ''.

.) ° . , ;

11311 accentuate boomEi and worsen. reces4ion4.8 UpdetinCan emplo7ent
k' 9. ,o .

III. ti , . .

tax credit's threshold every year has the- .effect of,meking.the Credit .

,c

.

e
. - ,..

t built in destabilizer.
l'.:' \ ' .0.,

'
.°.

4.

-

,.

# .

I
1(

The MEETC would:Upaite eaCA
/
fires s4sidyOicIshOld. bYlsising it,

, . ..., .0 ..
.

- _,, . -, 1 ....i ..-., . .,

on anaverige afthe three-Aighesk.ye'ers of employment in the four -years
,

4t.: , ,1....' os ; ,. -. , ,.. s5-

.
. "

-
. ;..

.,.
.

crece4ingtbe laetjean -More fo%mallp..thelmse:in-yeir t vbdiebe Aasie(t),
p

76 4 . .
I . . .

l ii(t::2) 4.,.1(tn3) 4...;() + gt.:'.5) i'min%.(E(t=2),:,...54-,53). 3 . .,

Vhere,E it-16- is total hoUre.4orked at .firm ii.thebA- 1.1 year.

'. -. '' 1! '. . ..
'%. , ' : .'i

'-.

. 4 .

A firm cpntinuodslygrowirii,at;a 27. year to year-rate would haste I
o

' I. k a
.4i:

-

3.. ,
1

'.. ,an E(t) =, (1.02) ,,lapect)'= 1.0'61 .Aaai(t). ;The'sabsiamiris paid. on

t

'thChours,in excess of threshol,4,1eveI-Ofitoallaouri,wOrked which
,., . , '

. .., . :._ . -: . e.. 3
is defined. by;Thies1161.4(t)'=,.. Ease W. ' (l+r) uherel is the rate

,fir .: .

41

-giowthpf .thei,employmept.threshld:,,, Thuseif total hoUre'wor:kcid at 'a

tirior 1976 through 1980-yei.e",1b0,* 107;402,:,9;t0lind 1.01:thou'send, the
O ff. ff

threshold' would be.basd on (10,7. +4102 4=46) + 3*= 103 thptisand. Xf
,

. .

a .. , ..

..
.

,
. ... .

the rate, of growth of 'the Imployment/thrigehold'ie 2% this. firm's
.. I

Y'
, ..

1 , 4
1981, threshold would:be,103.'(1'.0,i)/-: 10i3 thougand hoord

o . '. ,. ,,f c . i'

1 This formula PosaildOnes fqr ilt Years .the increase Inicredit
. .__.

, -
. , , I. --/

,eligibility that 'rehults from restrict, this ear's emplo*ent. An,
.

, ,. , .
4

entrepreneur can never be sure that two Or-tbree years .in the future
;

.'

the'drediewill still.'be on the books or that he wt11 have the profits
.. . ,

, . ,' ,,
, ;. .

.o6r64uct demiand to take, advarltage.of'it, sd 'he'is likely .to heavicy

.,
'

'

.

*4.

SO
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414r
- -. 10

discount the benefits of, posepcinidg.eligibility4fot the credit. This
1-

,

eliminates the%Lncentive to. follow e' sawtooth pattern, of empfloyment and,

I, 4

reduces the tendency'oithe credit to accentuate xydessiOns.

.Thelecond method of reducing thedestahili;irik'effectS ocihe---L_
I

credit is f o adjust the expected rate. of groWth
.

2%..in the above
4

/ ,.examples) counterCycIically. The objective would'e to adj'At the
.

three d sethat.when unemplpent was High :a larger proportion of
1

.
(firms wOula'be eligible for the credit' than when unemploymeri4 is low.

edtea rate of growth 'should
.

.

'Thus, as we come out of the\recession the
4

be raised to'3 or 4X... If fihe unemplumenti rate. is and

rising, the expected rate of ;growth should be lowered to zero or negaAv.e
e'

numbers. This type of mani041atiom of the credit wAs,txmlicitly calipd
. . ,

......oftr in soie.ofthe legislative proRdsals which4eVolved into t e
(

NJTC, that
. _i . 1r fit A1

. became a part of the
l
1977 Tax Reduction%nd Simglification'Ast: SeCause

$

of the delays and4illitics
.

"21 the tax legislating process; it will'most"
.

$
...

... likely be'necessary to eitHer;write a formula intIrlaw or set ulg special
4,

. ,

expedited procedures for setting the threshold within -a month

-

Presidents donomic Report.

0.

4

26'
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5. irOUCaltS FOR CREATING EMPLOYMENT IN PRIVATE AND. PUBLIC SECTORS

Ohid component of the p rogram.v:Youleprtvide irouchers'to sligible:

± . f"

workers which. they ciaule take to any eligfble,emplOyer they desired., For t
. ,

7.,

I

-e ck of the workers hired an employer would:receive
,

a certain atbilnt per.
6.*

, . ,
, .

.houv'wo4adNahi4swould depend' on the characteristics of th4 tndi idual,

,,

- .

employers`, and 1,164-long, the wo4er

per houf rate of subbidy and the .

.
. ..

,

.
the,tmount of training offered 15y bhe

.,
1

has been smploved at that firth: The
-

t

'eligibility requirements fora vOuplfercould be set administratively within
,.

, . , -
. .w

lipita set by-Congress (Cr vary with an unemployment rate *trigger), so that
sr

. - ' , '. ,!

,the piigram could be u as a counter cyclical' weapon: :The proposed
. .

-peitanent ru/es for
.
suChti'program,are,desctibed below. During 4 recession

..).

'.- ".',..

they might be liberalized.

Individual Eligibility'

. ., 400",
.

. . !
.

A general requirement that would apply eo all is citizenship or legal

;immigrant status; A: worker could qualify under only ,one :job category :'
1 - ,. . , : , ,. .

Successful
4*
applicants would receive an ID card-embossed ylth his-social

.. ,s.

Sedui,ity Timber, rate 0 subsidy, and signature-or'phbtograph. The specific
:,,

,- , -/

houriy amounts listed below should be considered suggestive ann subject to

modification.
s, .

(a) Employers of blind, jearlitisidled-,,and

retarded workers woujI

$1&dePeiraing Upon the
1

certified mentally

re ceive a per hour subsidy of between $0.60 and,

extent of the worker's disability. Thd worker

would be eligible for a voucher as long.as the disabi/lity continued.

'There are Currently 500,000 such workers in sheltered Workshops arid millions

21- r
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. 1

more in pivate dmploYment. Eligibility ',certification would be by State

Voditional Rehabilitation Agencies.

(b) Parolees from Prison, ex-addict (including those on methodone

Ilsinenance), and-former mentelpatietts would be eligible for a voucher

,worth between -$0.60 and $1.20'an hour.for between one and five years. The
-

size and-time period of the voucher would depend on how-long the, individual

had been incarcerated. Eligibilizy would be certified by parole boards

and mental hospitals.

.

(c) All adults and children over age 16 on AFDC, AFDC-UF, Hope

Relief, or SSI would be eligible for a voucher worth.$0.70 an hour. The
,

period of eligibility would be one year. For individuals still on AFDC at
.4

the endof a year there would be a waitiug period of one year before they
.

became reeligible.' The Sodial Security Administration and local welfare

departraLOONOCI be responsiblefor 'certifying eligibility.

(1) All Vietnam:Veterans (irrespective pf the nature of,their-discharge)

,

would be eligible for a voucher worth $0.60 pir hour for one year if exef-.

cised within one year of the effective dateporthe act. Eligibility could
-N:

. .

be ektended-into 'the future for those veterans studying full time. Pest-
.

Vietnam veterans would receive a voucher worth $0;60 per'hour that must be

exercised within three months cif discharge: The Veterans Administration
-

would certify eligibility of this group.

Re); for the splool vacation period studelltho have just completed

.

_,sopbonore,_juniotAr senior year of high school would receive a voucher,
,!. J

worth $0.50 Pei hour. if eligibility for vouchers for a school vacation

per.
.

iod were made conditional,Upon parent arinFame, it could be required
..

that income from these vouabered jobs be reported on the parents' income

2 2 f

L
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tax return to minimize the -intentive for children in wealthier families to
-e-

take advntage of the voucher. Similar vouchers would be available-to
AP

students in cooperativeWork'and study- -high schoo programs. Eligibility

certification would be by the high schools.

(f) Workers certified to have lost their jobs because of thesComPe-

tilidn of foreign importi would receive.a $0.60 per flour voucher good for

114.

one year. Deteriinations ofl.whether industries and their workers haVe-

been damaged by imports is already'nandated by Foreign Trade Adjustment

Assistance Act. The rules and procedures for making such certifications

currently used by the International Trade Commission would becontinued.

(g) Young people who leave high school withoufreceiving a diploma

would-receive a two year voucher worth $0%60 an hour: There would be a-

waiting period of four months between leaving high School and becoming

eligible for the voucher. A high school dropout -would haven to start using

his eligibility within two yeats of leaving Agh school. A woman who has;

a child during this:peridirould be eligible at any time until her youngest

child is seven years old. All high school dropouts under 25 years old

would be grandfathered into eligibility at the beginning of the program.

, \Certifications would be by high schools. Since the emplOyer, not the

.employee, wodla receive the subsidy, there would be little danger of the,

voucher increasing the high school dropout rate.

'(h) Any adult between 20 and 67 who has not earned more than $600 in
4

any-of the last four consecutive years would be eligible for a rler

worth $0.60 .an' hour that would:lat one year. Because their records 'would

hal/WU:I:be checked, these certifications would be handled by the Social

Security AdministratTon.

a

4.



the Period of Eligibility '

'The peril for which'an employer receives a subsidy for hiriig a

21

person would depend on the workere characteristicsas,desctribed above.

The amount of the subsidy would,decline over the period of 'eligibility--
.-

reaching one-half the,original amount half way through the eligibility

,

Job Eligibility

Mb

The wage would be requited-to be A'or above the minimum wage'if the

job is covered,by the minimum wage. If the job is not so covered, a

/
completely disabled worker would haVe to be paid at least 60% of. the

minimum wage and all others at least 807.Npf it. Above a..limit wage-of

$5.00. an hoUr, the value of the subsidy -would be diminilled by 5s per
\ .

hour for every 10c increase in the straight time/hourly Wage.

.

The suppIemept'wouid be paid on every ho worked, up to a maxim

of either 45 or 47.5 hours per week. Thus one year's eiigibilil for a
- /

$.70subsidy would be worth $1050 to the/firm if the employee worked 2000'

hour A $1.00 subsidy would be worth $1500. The administration of this
, . .

vouc er cotapbnent would be integrated with the family wage rAte sdbsidy,

E 1 er Eli ibilit

payin

e employer would not be able- to be a relative ind would have to be

1

social security taxes on the earningi_of all employees. If the

not-for-profit sector of the economy were thoughtto be an especially

desirable place to employ these disadvantaged workers, public andnon-profit

organizations could be eligiple for larger per hour subsidies rand foraonger

- -

24
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peripds of, time. For instance, they might; a permanently eligible for i

subsidy of the secoO eligibility cafegotyl (former convicts, drug addicts

,and menfal patients). Those employers rec ii.ring hourly, wage rate subsidies

under the Marginal flours Tax Credit as we as for voucered employees

,would not receive the full Subsidy amountthat their voucheredemployees

would normally makethem eligible for. T1 hourly subyldy for liouchered

eMplO e's could be made $.20 less than t*$.50 t6 $1.50 it otherwise would

be. Firms could opt instead to havetheirlomarginal hours tax credit reduced

by $.20.

Some analysts fear that a wage subsidy of specific groups of workers

,,!

would,result in the subsidized workers diplacing unsubsidized workers.
4,

If this is considered a serious drawback of the program described here,

employers of/More than one vouchered worker could be required to certify

that they ire not laying off other emplqdts in order to "hire the voucheied

workers. This certification could be made in/any one of four ways:
4

(a) If an employer,. is eligible for and receiving a marginal wage bill

subsidy (either the New Jobs Tgx Credit or the MarginalHours Tax Credit).

(b) ,The job obtained by the vouchered employee is covered by a,, union

contract or firm rule that requires that previous laid off work's have

k

recall rights which give them priority over new hires.

(c) The establishment is part of an experience rated unemployment

insurance system and is not at the-maximum tax rate on that system.

Twenty percent of all employment is in firs whose layoff experience is so

" ..low they are at the minimum tax rate. 60% of all jobs are in

firmi (Becker, 1972), that must increase their payments-into the UIsystem-
N

to match the UI payments received by their laid off employees. For these:

25
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,

firts laying off-one'worker1n otider toreplace him with another: 011401e"

, ,

for a subsidy would seldom be profitable even if he firm did,dot f4ei

,

tOnsttained by considerailondJof employee mnrale. .If the"firm-is lachr
. .

.

enough to have a vouchered worker stay folk a full year, it will recei;e "-
,6

460 ,;

between $900 and/1500. This is a very small benefit to stack up agai St
i .

41
yie hiring and .training costs for riew employees andhavinets6.awthe,

'T
t./ -

unemOxyment insurance benefiti of the wletho was laid off.- Fvein
-"I - 1 i 4

e e
doubling the rateor subsidy is not going to create such a strong ince

that experiende rated firms will want to layoff an unvoucher41d employee

just to hire a vouchered worker'.

.(d) Cumulated from date defined by the 4t, involuntary separa-

tions must be smaller th the npmber of recAls and new hired'' of unsubsidized 4

workers. Mathematically this may be specified as:

10

E Latioffs(t) 1- E Firings(t) <.:2, Ricalls(t) + E UnvOuchered new hires. .
f '

. t =b - t=b - 't=b tots

i . . t ,

This-heans that vouchered employees could only be used to expand employment

or replace voluntary quits and retirees. The date from which these cumulated

calculations must be made could be periodically. updated.. Lost eligibility

would result the firm not being abke to receive subsidy. on new employees
. .

4.-
/

Until they., come into compliance with the 'requirement. Only a few estob-

lishments would need to be"certified in.this manner, imall;firme would not

need to because they are not likely to desire more than one-vouchered
0

employee. Almost all larger employersate either experience rated or
4,-

...4
covered by a union contract that specifies recall rights.'

These "no displacement tertifications" are desigAed,tO insure that

the interests of unsubsidized low skill workers are protected and to pre-

k
6

vent an increase in job turnover: The fact that the employer subsidy



would hi,of limited duration has the efiecikof focusing the iiibsidy On

24

:Om peeiod when the employee is learning the ropes and consequently not

a *
'fully prOductive. It is a way 4f subsidizinvthetrainin4 period without,

:. * _ ,v, .v2E.).--7-1
, . ,

undertaking detailed administrative"oversight whicil
Ais both costly to the ---

government andV.rm and lowers the-incentive for the firm Ito participate .

. .

, . .

the program. .Except.for the vetetand, tbe manner in which the target.
. '

group is identified is keyed to their presumed skill deficit. -

--. :

The Effects of. the Job Voucher Component.

4
a

While a ,$900 subsidy would not 'be enough to induce f-irms tclifire-an!'

experienced worker in order to hire a new vouchered worker, it woultrbe.
+,--.

Sufficient to influence the selection of 'which person-to

It

hire whin an ,...

.. -

expansiOn-of employment is already e6ntemplated. By lowering the marginal
. .

.

,

.

cost of expanding output, it would induce firms Co expand 'ttneut.,"thereby
, .

,expanding total employment and increasing the utilization rare of capital

alreadylh-place. Sectors of the economy that use large numbers of low

sk'#11
.

workers--suc h as restautants, retailing and serviceswill lower

' prices, thereby reducing inflation. By lowering the priCe of lim4 skill

labor on the margin, it would cause sutsiitutionof.these workers for

capital, metals, and high skill lnbo i. 'Since thgsubsidy will be
-6*

placing dow4wed pressure on prices and makingitivailable resources/that
* .

.

would normally be biled by Ie4a1 and oustqmary minim um wagea, the trade -off

between, inflation and ,iimemploythent would be improved
, . - to. --Ausiv-a ,

fiscal mod, monetary policy would` be feasible,
.

--.-,_

- .

ed1

st

and 'a more stimulatiV

.0 '
N

4,

4'

0
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6. VOUCHERS FOR TRAINING. AND EDUCATION

4 .^,
This component of the program would

V
provide an additional training4%

:- and education voucher to all individuals eligibie for jobs vpuchers. Firms

which offer their entering workers a training Frogram certified by Department

orLabor administrators would be eligible for an extra subsidy of $0:25 to

,$0.50 per hour worked by a 'Vohchered employee. The size of the subsidy'

. premium .and the length of time for whiCh it is paid would be set by federal

admini'atrators.based upon employer- provided -descriptions of

site visits. An alternative means of certification would b

program and by

e an arm's length

contract with an outside agency to provide the training top

and unsubsidized employees.

oth subsidized

Because small firms may find these reporting, and review requirements

burdensome attird method' of haviog.-a training program certified would be

.made'available tq them.as,follows. Using the mist recent set of scale
444

wages for each job and seniority r.lassifir.Peinn. An preref/e
.

..

scale wagerllor the voucher employees (except 15or classification .1.)'wotld
... ,

4.,
,

be calculated, Classifying thetivirst by their entry jobs and second by

their job and seniority one year later. If the ratio of the second' tothe

,. first is greater than 1.05"the firm would be eligible for the standard

training subsidy of future employees. Involuntarily separated voucher

employees would be counted as if their entry wage had not risen. .Vouchered

empltyees'who left voluntarily would be excluded fromthe calculation.
al.
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iF

7. GU4RANTEED PUBLIC,J0h,FOR FAMILY HEADS

1

0 -ended partial subsidy program ke those described in §ections

0 4-6;e the most effective method f-4.0roducing general expansion in the

/
employmehof targeted groups. By *creasing employment they reduce the

fir blimber of unemployed workers and:the number of.families,on welfare. The

vouchers and credits are not, however, able to insure that any particular
,

individual will'have a job. In thPpast, tie task of maintaining the

economic well-being-of those willing to work but unable'to,find work has

been left to income tested cash or in-kind transf4r5 with work registration

requirements- -such as UI, Food Stamps, andAFDC-UF. A work registration'

requiremefit is nat, however, an effective work requirement The unemployed

, ...-

worker generally does not have to'accept employment outside his chosen
. / a

oaculmeion and can, if he wants, Make himself seem sufficiently unattractive
e

to fo'restall .the.offer of an unwanted job' ;&na.equentlivig,ierav'ailability.
. .,, .,,

of-support from thede'programs tan be expected to inddce some people toi
,, T

lengthen the interval between jobs and to hold out for typed of j6b and
:.,.

/
.

..

wage rated.they cannot'reasonably expect to get.

An alterffative approach to maintaining alamidy's well-being during a

spell of unemployment is to provide a job for the breadwinner. If a joli
to%

with p living wage can be guaranteed,' the case for-an income guarantee for

'Oft-bodied adul.tsivgreatly weakened. 41104 guarantee would serve as

a fine-meshed net to catch the families who are.missed by the family., wage

rate subsidy, the hours tax,cred4X, an4 the job vouchers. A job guarantee
,

is possible, however, only if the costs of Gbilelob e fully funded by

-government.

.46

t.
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The Primary res4vStion most ecqnobisti halio with this Eitrategy is

27

41.

is

a

the fAlthat it may not be feasible to,treate enough jobs.. One Way:to

reduce the number,qf jobs that must be created is-to keep their wage at,

or below the minimu6'wage. This would reduce the inceptive tqslleave pri-

vate employment fq_ea public job. 'Such jobs:'h:o4ever, will leave one-
.

;earner families' with two, or more celviren in poverty. .The solution to
e

this dilemma istwacqust the wage rate 4o-family size as dbes.1the family
. , .0

wage-subsidy component proposed in section 5.
.p.

. ,

A second n.cond way to limit the umber,of publib
job.aINL.

sas to offer the guarantee...
.

... _t
'

.

i!' olliy to specific itygraphic gfoups, such as heads-of families,With children.
.

_ - ..,

This is the approach adopted in this component of the VOCJET multipronged
4'. 0..-

proposal.

A job guarantee would be limited to the heads'of intact families with

children. First priority-would go to th, heads of families receiving AFDC-UF

and Food Stamps. The second priority group would be-those receiving ex-.

.6 tended unemployment insurance benefits. Each ti4d would be offered a choice

,.°- ,

of three job or training alternatiiies. This,-together with the work,
.0 ,.1)

Actuirement of*thfse prdgraps, wou'l'd make'acceptance.of a public f4 aft

effective woik.teilt. If local, state, and' ederal government agencies.

. - .- 4
I::.. p

. .

have no particular difficulty absorbing the extra employees, the guarantee

could be extencled t ther groups such as single individuals living alone,

heads o f.intAct.families4bith no children, heads of intact families with

femileydi:lwith children over:10, or dives in intact families

-with children over ld. In localities where more public jobs Were available

1,(N-where the number of unemployed heads needidg a.guarapteed job was small,
,

idd4040a1 categovies,of workers Could be offered a ipb guaiantee. As the Cow

,4a

erage of the job' guarantee wasexpanded1 an effective work =requirement would, be

"4

3 0 .
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. .
.

progressively spreading 0 cover thbse recipients of Food Stamps, AFDC,

and extended UI benefits who are not heads of intact families with children.
.

$
t

Oro ;I*

Application for and Assignment to a Guaranteed Public. Job
-

The current AFDC-UF progrdia would bR replaced by a guaranteed public

job fbe4lieads of intact families with children. A waiiinperiod of two

eeks between application and assignment to a job would be standard.
.

. .
.

When application is made, the unemployed worket would receive his flOily7

wage rate subsidy and job vouchers if he has not already receivedthem and

4
would be aided In his search fpr a partially subsidized job. Job' counsellors.

would use this period toAetermine the applicant's skilli-and interests.

'Income support for the family (if it, is needed) would be'prbvidedb;

general relief.

4
t -

Before the end of the two-week waiting Period three or more job or
,-

.
. .

training alternatives must be offered to the individual byThe public job '

agency. The,famifY would become eligible for AFDC for as long as thre

such ,job offers cannot be found. While the agency'would endeavor to

match the job to the skill and intefests of the.applicant, this would not

41s,be a requirement except for training options. three of the options
,\

.- offered are turned dO4n or the worker isfired for good cause by his
'

A
employer, there would be a bne- montI4waiting period before the works

would
.

be guaranteed another three jdb or training offers, and the family.

,,.'

would again become eligible fot AFDC if three such offers, were not found.

.

DUring this one-month period'the'individual would be eligible.for a public,

job if there were jobs available. Fie would not, however, he'guaranteed

.Ottk, and people who had not. turnedkdown thiee offers within the last 30

31
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a 0' ..

n 0/ PW . /lb ' 0

fl.

,..t - 0 .

_,.. - (` / 1
' ; 1... .. ,

days woui/ have ptiorfti over. him. Income support during this one-month,,days
...

. , 1

.,
. 4,,,,... period would-he provided; if needed, by general relief and would not

.

dkCeed 75%4 of the 4arninge,provided by full-time employment in a_,public
.

CrUating Ihe Jobs,

Zhie.Lederai koliernment'would pay the wage and fringe benefit costs
. ...; ° ro.

qf these public jobs. )pbs imuld becreate'd in).the federal government,
'

state and'local governmentagencies, and non-profit agencies.

°(.) Federal government. Most of the federal jobs would be'in re onal

offices and military bases, spread around the country. Each regional off

of each agency would have a job creatIon quota that would depeWnpon its

-ow
eployment in the rower ranks of, the Civil Service: Each agency would

pay these eMPlaYdes dux of-its' normal budget but could appeal to the Office
)

:ofakanagement andipudgetfor extra funds if needed.
.

,* . (' The eligibility 'of non-profit age2c1es for a fully funded public

th

- employee would be tied to the dollar, amount of revenue it received from

j, .

governments of all lev.e4 and from foundations. An agency would be

eligible for one 'ft.iny .funded worker if it spent at least,y00,000,on

a employee compensation, and an extra worker for each'additional $400,000

spent on compensation.

N
.

(c) The residual job creation responsibility Would lie with a state
. 0

\,I. . , .

job creation ageficywhiChyould be geographically decentralized by metro-

area where feasible. A varier strategies would be available
t. f r

io 'ihis agency for creating jcibn, including talking apPliCatiAns from
1

local and state government agencies azit''contsract ng with non-profit

.
. ..

, .

32
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-4.. .
agencies to employ specifidrnumber; of unemployed family heiads; as, has, .

-
\ An ,

. , .
.

been done in Canada.
.'

MI
Maintaining Qpportunfties and In-centives for Obtaining Unsubsidized or

,PartiallySubsidized Employment
.

a
To increase,their'attractivenee to other employers, guaranteed job

holdets wduld be eligible for one7year job vouchers worth 60C an hour.,
A *':A= ,

% These Norkerawould,also remain listed wit the etpl*Ment service and
..

would continue to receive job search-Counseling. In addition, these
. , . ., , ,

workers wduld be expectedi.to continue looking.ar other work whilp

employed in the guaranteed jobupervisors would be expected to arrange

compeneatory time if hours dUring the standard working day were needed '

for Sob search.

Matching Jobs to Workers

,
a a

Both the worker and his boss would have the right to apply for-trans

fer of the worker to another job. If a worker'could induce another
,

eligible agency to request him, a presumption in.favor of such a ,transfer

would exist. Declsions.about transfers would be made by the Job Guaradtee

: Agency.

Comparison With dthes Public Employment Programs

U.,S. experience with public employment ptograms like-PEP and CETA

suggests that while they have, salutary short-run effects their primary

long7term result is_revenue sharing,.notincreased employment in *ate

and local government-9,y (Johnson and Tomola, 1977, Wiseman, 1976). This

ti
,

a

04

t

4



k

31

lack of long-term impact:suggests that while PE may be an effecti4e
.

, k

couirtercyalical weapon in short recessions it is not, as presently

'constituted, an effeajoive instrument permanent changes in the

.

,
structure of the labbt market. . .

-..

r

The large long-run displacement effects were a conse4uen6k o( two
.

. ..)

caraCteristics Ofthe PEP and early,dETA programs:
. '"hA. ,.

#

(a)Most of the"funded jobs' were in already established agencies `
.

. ,

f
rather than in segregated projects.

(b) Criteria of eligibility for PE were so all- inclusive and the

wage so high (up to $6.00 an hour)', that many more uneniployed workers

were eligible for subsidy than CETA cOul subsidize. :The employing

agencies selected the most qualified workers from the pool and were,

therefore,' able to benefit from the program wichout having to change

-

hiring standards.or.restructurd.jobs. Agencies already pi-ending an

expansion were able-to shift the costs of their expansion on to the

federal government.

One strategy often suggested for reducing the'amount.ofdisplacemedt

is.to create the lobsin segregaEed projects &giWaS

/ I

and Operation Mainstream. Thtre are disadvanta ;es

however, because jobs created in thli way are more

'
and less likely to produce an output with value equal to'its cost.- Even

done in7NYC, CCC,

to thit approach,

expenlive to administer

displacement of other state and local jobs-is avoided, competitiin

4

' by these projects for markets or workers may displac private jobs
__

i
r - 4

r
,

The guaranteed public job component in VOOJET doesnot purport
, i

',
°,1

to expand economy-wide employment. in'the,long run.' Ratber; its objective ,
1 '. :7 . '' . _

is to redistribute employment toward heads of_families who would Otherwise
,

. ..

#
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. be unable to find work or be unwill

/ of public jobs which can be target

:

ng to accept work. IThe'availability
-

d on ipecific individaals-allows

ioclety to create a job guarantee for intact4families--thus obviating
o'

theneed fa ail inco* guaiante for
I.'

group. -Together, the family.

-7
Wage rate subsidy component and the guaranteed public job component can

end,poverty for families with Children, and do go without creating the/
.

'pwerful work disincentives present in the current income-conditioned

transfer programs. ',
,

8. GENERAL ISSUES THAT,,APPLY TO ALL VOCJET COMPONENTS
.

Adjusekents for geographic differentials'in cos

inil ted by the stateand will up to a limit bepar

by the federal gOvernmeni. Cost of living adjustmen

be carried out by raisigthes state ar

t of living would be

Lally reimbursed

is to the family wage

locality's target

wage. If a state aes;.res, separate target wages may be calculated for
,

each SMSA. States could.also influelice' eligibility for eM!,14,yer sub4-
, .

. ,

., ' -dies by legiilating'a higher limit"wage'in their state. The state, how-

Pbver, would be required to pay a major'portion of the resutyng additiotat
, 4

4, 1'-. .

subsidy payments.

I .

Partial federalreimburtement would be available for increases in
.4 44

.

1 wagesthe target,Or limit wages oniy to the extent the local cost of livig

(including local income taxes) exceeds 90% of the national average. The

costs of closing the first half of this differential would be reimbursed

at a.402 rate. The costs of aiming the remaining different91 would. be

reimbursed at a 20% rate. Thus, a state with.a cost of living index of
.

110 would receive'a 40% federal reimburi:ment of the costs if it raised

1 35 ti

:



.

33

the target wage by 10Z. If it raised target, wage another 10X above,

the federal-target standard it would'receive a reimbursement of these

'incremental costs.
-

The BLS would use a tandard budget for purposes of calculating

each state's colt of liv44.0,Variation in the Items to be priced would

only be allowed if it were, weather related.

4

a

a

-e
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NOTES

See Biahop and Lerman (1977) for discussion of related issues.
ok

?Twenty percent of firm lay

,
involved in.the experience rating

the maximum, so an additional lay'

3

off so few.workers that they are ,not

process. Another 2d% are klready,at
V' A

off makes-no difference.

For discussion:ofthe administratiire'issues involved in a Wage Rate

Subsidy see Bishop'(1977).

j

.

4The Garfinkel-Haveman (1978) methodology uses the person's actual
A .

.

4
gage rate to calculate eligibility foi and the size ofthe wage rate subsidy.

. -The earnings capacity of the family, however, is calculated completely'

without reference to, the actual wage rate. An earnings function is used

to piedict earnings for each person in the sample if he worked, full time.

The earnings capacity of,each individual is this figure plus a random error

with mean of zero and a variance equal to the residual variance of the

earnings, function. Since the residual variance of the semi log earnings

function is more than:half the variance of logged wage rates, the corre-
,.

lation between the assigned earnings caRcities and-actual sage rates is

rather stall. This results in an understatement of all target efficiencies

and an especially large understatement of a,wage rate subsidy's target

efWciencyl

4
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Table 1. A Liberal Family Wage Ratc: Subsidy for 1978

0

Before After-Subsidy Income Wage Subsidy
Subsidy\ (no. gf children) (no. of Children)

. Income (1) (2) . 43 4+ (1) (2) 3

?
Case If Head Worke_2000 Hours

.

*Wage rate: .$2.00

.' 2.50

3.00

3.50 ,

4.00

I $40,00 -4500 5250

5000 5000 5/50

6000 6000 6250

7000

f8000

MO-

8000 ,

7000,

8000

6000 6750

6500 7250

7000 '1750

7500 8250

8000 p/50

$500 1250

0 750

0 250

0

0 :0

Case II: Heat:I-Works 2000 Hours, Wifi Works 1000 Hours.

'Wage rate: $2.00 $6000- : 6730 7875 9000 4750' '_$750 1875

0'

2.50 7500 7500' 8625 9750 10500-* 0 1125

3.0tr 9000 9000 9375. 10500 I1150 0 375

3.50 10300 10500 - 10500 11250' 12000 .0 '0

4

2000 2750

1560 2250

1000 1750

500 1250

0 750

MOO 3750

2250 3060

1500 2250

L750 1500

4:60 12000 12000 12000 12000 12750 4t 0 0 0 750.

'Food Stamp Break,: $6574 4,8452 9861 ,'11270
even

Poverty .

Line
$4719 6014 7109 80004

NOte: This illustration is a program for which the target wage rises 30% of the-
minimud wage for each child, the subsidy 4'50% of the difference between
tbe_actual and target wages, and the family.is not recety food stamps
or .AFDC.

,

7
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