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unemployment by increasing the ‘number of jobs ¥or unskilled woﬂcers and
‘/

I
raising, their wages. A marginal hours employment tax credit, simflaﬁ' to the

New ‘Jobs Tax Credit that wés recently enacted into law, is the fit:sg compo-

( @

] nent-—to generaté a large expansion in employment. 'I'he ‘second comgbnent ig
Iy , . .

¢

-*vohchers fot" both. training and employment to be given to hard—to-pnploy
' !

workers-—the\disabled véterans high schoo‘,l drOp 6uts ex—convia » ex~-drug
‘. N ° ]
B ‘.addicts-—-which when turned over to the worker s employer, woui],d esult iq.

<

-
-

'the govermnent sharing soine of the initial year 's vage costs Yl the

H

employer. Families with children would be brought out of poyeity by the

-

third and fourth components--—namely, a guarantee of‘a job q[ the minimum | S/

- wage. for evary family 8 primary wage earner, and a “family Lage rate subsidy

'conditioned on family size that would raise, the earnings of low wage—vorkers

with large families.  ~ o




éuchers for Creating Jobs, Education, and - Training
, o 7 VOC{FT An Employment-criented Strategy for Reducing Poverty
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A family is poor becauae its’ members are unable to work, .cennot find
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work or are worEing but earning at too low a wage rate to properly support

the family. The objective of the multipronged .proposal descride in this

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

. the politipal constraints- of no change*in the coVerage or, level of the

- . &3 e ' 'y
. ninimum wae, no change in legislation defining the relatigpship between

- government and unions, and no change in ‘the division of responsibility s
‘ - £ » .

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

¥ / . tinued exiateéce of SSI and a, reformed AFDC program for those.groups”not.

§ » * -. : L4 . . .‘
e;pected to work--the disabled, the aged, and single parents of young
i " N ' - N
) children.), :- . R - - , ' - i
.‘9.' '. " \ . N ’-
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‘.'»5»1. 'YOCJET: AN OVERVIEW . ° T L
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. The VOCJET plan contains five components——a family wage rate subsidy, . .

{
a marginal hours employment tax credit, vouohers €or creating employment

sy, b B }»

in both the private and public sectors, vouchers for training and education,
Ay A ‘ .
‘. and guaranteed public jobs for family heads. s T 3_-- DA

N
° » NG

' #Fathers and mothers workinglax_low wage rhtes w0uld réceive a wage °

rate sdbsidy .that would be sufficient to raise family income above the \ ' Lot

"

poverty line if one member is working full time. To reduce the level of

L]

unemployment jobs would be created in the private and public sectors by a =

- -, \

N . partial subsidy of employer ﬂlring and wage cos;s. This. is ‘to be acqemz
[

lished (l) by a marginal hours eqployment rax credit.similar to the .

¥
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New Jobs Iax Credit recently approved by Congress but based on\ total«

5 ~

" ‘hours worked ahd (2) by a’ wage rate subsidy of new hires of specific

L N .

éligibility. Fi ‘ms offering entering employees a training program certi-

N ) per hou: worked Qy a voucheted employee C e —
s . .

The objec ve of these pro’grams is to create lots of. jobs, not to

. N
o~

- guax%ESee part culér individuals a job. If a family with chlldren has a

head whg canno find a job despite the, availability of these job creation

L 3
L
subsidies, the fifth ¢omponent of the program wOurd ptovide him/her with

I
a government- ranteed job with 40 h0urs of work a week at the

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

,by'the family wage rate subsidy, 80 families with ¢hildren would be guaran-— :

A}

teed an income at lcast equal to the poverty line. AFDC-UF would be phased
out and the heiﬁs of intact familles with children would be required to

. accept one of these jobs when theyvapply for Food Stamps. The job

é
- guarantee would thus provide intact families with children an income

. ; 5

:" guarantee. The Qeceipt of the income! however would require work and

! consequently would not carry the heavy social stigma that prevents many
v -z

" pegple from applying\for AFDC-UF and Food Stamps now.

The coverage and subsidy levels of the program may seem stingy to
f

some Wage rates and subsidy levels are kept 1ow because they are meant !
~

! to be a-national- floor and are, therefore chosen with low cost of living
states }ike Georgia Florida and Teﬁfs in mind Statgs with higher costs
of living would be allowéd and encouraged (thOugh’matching federal -

'cqntributions) to supplement the family wagé subsidy and the wage rate of
the guaranteed public j;LSh' -

7
-




1ways wisﬁ when making substantiai departures in social policy
We do not know how many pe.ople would want & job if the

re to-establish-a job guarantee. There is very little exper-

-~

ience with qt e administration of w’age rate or earning §ubsidy programs B

4

for mrginal and low wage workers. Conseq,uently ., the family wage tate

-nteed public jobs programs should at first, be targeted

employment envromnents. Jobs will be easier to cregte lfor them and the .

dntee . type jobs required s)nonld be small, because unemployment

\

rates are typi‘lly low fdr this group. As experience is gained in creating

;{obs and adminitering the wage rate subsidy, the- program can be expanded

,incrementalf-& b ; raislng the® target wage of the subsidy, raiping the wage

used as a counterlcyclical wedpon. It is targeted at the. least skilled b,
. .

lowest paid and therefore most needy workers. Eligibility for and fsize ?
LY i _—
subeidy can be adjusted for family sizm‘ Administrative coste both for )

LI 4

] .the gov’erment and for ‘the firma and agencies that hire the. workers are »
low. - Last, it leaves low@kill workers as free as possible ‘to- choose
\

where to work. In additi@# incentives are increased ‘fdrﬂsoth the employer

P}

0t
and employee to expand the number of hours workéd becadse the subsidy is v

€ » -

based on hours worked It is also designed to frea’te a positive inc.entive
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not carry a’stigma with it, because recipients and donors are able to view
- /
the extra income ab something he earned, Last, within the context 'of other

grama and provides a'source of extra income to the workigg#poor that does ‘\ -,
-/

income maintenance proposal, it¢ is net very costly. | _ "L : - L I
. e p .
N R o - . . A / » *,_ ’? -
2. WME PROBLEMS VOCJET IS' DESIGNED TO ADDRESS ' -
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Many heads' of large families are employed at a wage "that is insufficient‘

to bring their family out of’ poverty (even with. 2000 hours of work per year).

‘ “

Some ﬁamilies on Al"DC or AFDC—ﬁF even have a higher income than families of

,equal size with a workigg head, ‘and this Stimulates polit'ical oppbsition .
‘ I < N * ‘ ) ~ ’
to welfare programs. © I ‘ { .

. Lo N Y . : «
Many other individuals are in or near poverty because, although they

4

arp! willing to.work, they .cannot find a job: In March 1975 the unemployment
rate was 19.5% for 18- and l9—year—olds, 22, 32 f\r vhite high schgol dropouts

/aged 16 to 24 and 39.87 for black high school dropouts aged, 16 to 24,

L d I/ \

For eyery two workers\unemployed there is at least one other who hha ’giveﬁ
up looking for work because his/her .chantes “of obtaining -a ﬁQb are ‘so. slim..

" The costs of leaving so larg? a proportion of our’ labor €£orce unemployed

-are astronomical. Some of these costs can be’ meaaured such as lost output,

\memp,loyment( insurance payments, greater AFDC, SSI, Socj,al Securify and 1
; Wy e,

Food ?t&mp payments. Hander to meaeure is 'the .loss of future\outpu\. :
Moat importan}t Job skills are’ 1earned on the job by doing Wor*ers ) . M'

who- are unemployed are not gaining ‘the experience and sgkills thao raiqe

. their productivity in the futuré,.and the gkills they have learned in the o . ‘

y Y

: paat are dcpreciati'ng. The monetary costs are only“ene part of thé loea. AL -




largely from ohe's ‘job, ‘the psychological dg

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

JIn & society wheye social status and cne's éen .of aelf-esbeem comes A}
. - - 0 v S .
{Nﬁﬁ ge done to the individual
) oL

ego is substantial. The observah}e conse/uences of this are higher rates

of marital dissolution, suicide, and mental illneas.

\ .

-~ , . i - .

Both the current welfare system fnd many prOp?sed alternatives lower )

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

phying the minimun wage‘weré available some would choose'not to work. Others

+

for a- higher wage than they can reascnably expect to get. Simulations of

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

‘\

a 50% tax rate suggest that for every SlOO given to househdlds with employable .

/

heads there will be a* $25 to $46 reduction in the household's earnings‘\\\' o~
\ / . + . \. b
(Garfinkel and Masters, l978' Keeley,Iet al,, l977) R A . S

* 2 ' \ -

Our desire to target income s+port orf the most needy famil;les--those \

headed by females--and to awid work disincentives when one family member
Vd . L)

is capable of working has resulted in our aid programs treating single o

}
pareat families more generously n intact families of the same sice. !

This hae created a substantial inancial incentive: ggg low income faﬁllies

" to split and reduced the incehtives for remarriageﬁg Whether these financial -

- 2 l/ /",’

‘dnéentives have' actually caused a significant number [ ‘ﬁamily splits and

how bad ‘such aplita are if they occd{ is a matter of-sdmi controversy.
. . - b

. Nevertheless” because of public‘conégrn over the rising ﬁumber of families

' | ,

headed‘by women and potential intEFgenerational transmiesion of a "welfare :
ayndrome.” th s dspect of’income ﬁaintenauce ‘Polfey hasg recentiy received

of - . 'l' . .
a-great deal of attpntion. ’!, // s I

—— e ®
-



‘.fuork long hours at low wage rates.to.offerclarger amounts of afd to

experience of certifying they can no longer upport themse;ves, to risk

N,

s i '

ir
Y =

0

like people should be rewarded in like manner)'should apply o.fanilies

-
.

~families that work substdantially fewer hours at equal or higher wage rat
. - . \ . ] 3

- 1

.~ Many citizens feel thdt‘it'fs not fair/to families-aith‘members that .7

L

implicit in this view is the beiiéf that variations in hours worked across

of equal earnings capacity rathqr than to families of equai current. income.

Imﬁlicit in this Viewkis a criterion of deservingness thét depends on
unquned inco:;{”the wage rate, ‘and unemployment expetience of each adult‘
member aqd the/ costs of child care (Garfinkel and Héreman, 1978).

In the\ process of ,financiall'y aiding low income families, curre%t

*

7

1%

income’ maintenance progfams force recipients tg go through thé humiliating

embarrassment every time-they, buy food, and conform their behavior to th53

wishes of the social worker. The strongér the individual 8 belief in the

work’ethic, the greater his/her sense f’humiliation

c ' \,

Stigma 1is the

s

S

B I
inevitable result of three characteristics of,the current income maintenance

system: ¢(a) that the income being received Ag’unearned (it is not-a conse-

Y ’ T S
quence of one’s own efforts); (b)\that the application pxocess is complicated

.and requires a detailed review of the family 8 circumstances, and (¢) that {

[y

—largess.of the gowernment is made visible to all.

1

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

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

fhmily splitting incentives built in to our existing income maintenance

t3

every,time food is purchased the deﬁendency of the individual on the

/




: ), 'L . '\ - .o ’ o
. system 1g the insufficient demand for inexperienced and uhgkilled worker;g,

L4

, ﬁ\é necessity of buying medical insurance for thetworker and legal or '(“
< ’ ¢ | -~
' cgnventional minimmn wages also keep the hodrly cost of even the least skilled
. e ) A
tlabor high. 1In most employment situations the costs of hiring and trai’ning

r\, -

workers are quite significan_t. 8ince the_s% workers are.}nore~ likely to

’ ¥

e . . *
\‘/ ' quit, the firm is more likely to lose-its investment in hiring and training
. N | - .
S *

‘{ .,, costs. These workers are also more likely to have to be fired. ¥nion :
- ! " ‘ -

-

\ °grieva‘mce procedures -or informal shop custom may make. i‘firing ‘an employee
, ] ‘. ..
\extremely eostly. Laying off workers can be expe’nsive as well ; because

-

/exp?erience rating -of, unemployment insurance tax payments results in firms

- ) ~ - %4 . ' )

- employing 602 of all workers having t.Qpay (:ln higher L} taxes) an amount |

) I
: AN I . :
.’ ) L almost lqual to the unemployment insurance benefits received by its\l‘ain’\ |
RS ! Y | 1 ] }

. ,off employees. To the extint that these costs make firms unuilling to.

« .

"y hire workers with characteristics signalling a signific‘ant probalyility

-~

L that they will quit; or have to be fired (that is, unskilled and inexpxienced

_labor), these workers will never be given a chance to ’gain the. experiepce
. : necessary to mal@ thém more productive.. » ' - t
a oy

.
¢ 7 .
. .

' : N ’ ., T \ R »
. 3. .THE FAMILY WABE RATE SUBSIDY COMPONENT OF THE PROGRAM . \-
+ ' ; ) v . ,‘ . .

/e The eligible population of the wage rate subsidy envisaged ip this ~

propoéal3 would be husba‘ﬁds"and wiv!&,gi;h chiliten who are git:tzens oi

legal imigrants and efiployed in the United States. Upon presentation of oo
% 2 - ‘;
/ ~ a voucher card to their employer certijying their eligibilﬁy they would -
¥

receive additiOnal wages of 50 ofgthe )difference between their -

'

nominal hourly wage and a target wage (which would’ be a function of the .“ L.
) :‘\ ? ! . .. i ) . " t I ,/ \ ‘ +

ot
VXl




minimum wage and-the number of childﬁen in the fmily) There would be

" an upper li/mit on the pumber of hour that can be subsidized 'and a lower

[ 4
.

* bound on the wage rate of a job that copld be subsidized.

' 0‘
o~

T - Within these bounds a hogt of pote{qtial configurations are possible

The choice of configuzation depends on ﬁhe goals that are given priority.
Reducing family-splitting incentives, aveiding discrimination against
women, equal pay for equal work, eliminating poverty'in large families-—-

.ate, to some degree,' inconsistent with 6 ,another For, example, a famil)b

" wage ,rate subsidy could achieve the first”:hree Qjectives/ by covering -
- .

wives as well as husbands and by being sulf?tantially more generoys to

¢ large than to small families Table/i tsb’l;ates the outcotes that would

wage for 1978 for families with. one, child%
s

gy :
‘At l3OZ of the min:!mum
) when there are two childreh,, 1602 of the '

v imum when there are

- ,
three qr more children Family heads win}l, four or more- children,. rece:[ve .

/ s - ]
a subsid'y based on a target wage of l 07 o4 the minimum wage. This

- »

plan ie. comparatiyely generous and ig suf :; cient ‘on 1its own to bring many

I g other forms of income mainten-~

f ~ . “
objectives (of reducing discrimination agnst woma and mini:izing incen-
Nt /3

tives for family splittiﬂg are given low iority, the cost of a family wage-

x’/ rate subsidy could be substantially redu‘f

’ \
of fgmilies or by raiging the target of the secondary earner in the . .

-
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|

l

’ ' * . L
feﬂJy onlg 102 aboVe thg nixii;nm wvage foi: eech eddi‘tionel child, o !

-« hd -
’z ' Thie flnil,y ol{ienud‘ivage b%plo-ent is.a oubetmtgel libereliution RN A
o0 ' ' |
(ond, therefore, oqwe egosqe a»replecement) of the eemed incm tex credit. .
" ,- -, -‘\“ *  * - e .

Ao vith the eernings dteug the mployee would ‘hehdly be avare that ’ L .-

he was being subsidized-since most pe0p1e feel that they ere worth mote

Ld LI BN

tha\n their. anployer is paying them xeceivinm Migher vage would be viewed . S

as only fair. The stigma etteched ‘t0, t‘he program wauld thua be minimal

. | Exgept for the fact that the supplement is taxable like,other wages, e
L4 T P}
the subsidy is not cotﬁitidned orr the family 8 income. It is avail&ble ;s ]
T 1y O
i .to both the wife: and husbandlAs a result, it builds in a system of ” \

financifl incentives that should’educe marital-eplit's and' increase
N
~

temsrriages. L,ggying his wife and ch‘ildren rehultq in a man losing his

i oupplé'ment. ,Msrrying a woman with children makes a man,eligib‘lerfor '

supplepent. A woman would have no incentive to split because phe is

o

. . keligible for the supplement whether she is a member of an_ intact famil

or hot. If eligibi]-.ity for or the rate of the subsidy depended on

-

family inc.ome, the woman w0u1\jcome eligible -for the wage subsidy :

" *1f sHe separates f'rom her husbandd A furthe’r disadvantage of income

testing is'that it increases admin trative costs and raisas matgine]{

°. - ° . . ‘é{;. ‘ -‘c
t&xr%es. " . ° & . M

5 . ‘ . ,(.\~’ " - ;'-.; v

Reducing marginal.tax rates, administrative costs, and family plit—'

ting incentives results however, in raising the programs budgetaryf cost.
*




- wage subsidy even higher.4 N »

While ‘it may be conventiOHBl to treat Qnﬂé'family as (the appropriate upit ' ;_

- . . - »
. Wt L,

) This_author prefers'the second prinqiple over the'first gb long as the » ,

"subsidy be coupted twice in income. This wouldldouble the effecti¥g4{ax o

'.rate on supple

o s . ] . . e L ‘ I ;
' A : L 'iE ) ‘i 'k' V;‘ . o ' -. J
income. Uaing their earnings capacity measure to define poverty, Garfinkel - R
Aand Baveman (l977; find that the’ target efficiency of a wage rate subsidy 1 f‘\ “f:
‘for fami1y headq that is conditioned on family siie is not all that oo, ’ )
. differeﬁt from target efficiency of ‘an earning subsidx,or N.I. ;. Alternafe }' ' s

- ‘
~ ,
‘e

definittons of earnings capacity. would ra}se the t rget efficiency .of the -

Making. wives eligible for’ the subsidyiwichégz“&;

family income lowers target efficierty. It will alég inevixably result 3“/‘ ‘

' b

: in at- least one horror story (say a dbcth s~wife receiving a subsidy). .

~ . '

. LRSS \ . . T, "
for defining "deseryingness,",this cdnvention is inﬁno sense a,moral . .

.
- -

absolute.

-

market

Women are syste’matica],ly ﬂscr inated against i the- labor . ‘ '

, fami 1y is ineligible becaysé - ' a
N o

Which princigle should prevail- t

‘of K highrincome}‘gpuse, %EZthe indjvidual is deserviug becéuse ,of -her low - .

P R

wage'rate,(on average lgss than $3:45T§epd discrimination against her sex?

»

S

"_ target wage is as loq_as it is in this Program, But f one s value judée- .
¥ Y

ments leads one ‘to prefer the first, the value of the Subsidy to well off T

[
[N

families can. be decreaéé%%by the simple expedient of requiring that the S T

-

~
nt receipts without raising aﬁministrative costs ‘?ﬁgeciably.

a7

The. fami age rate-qupplement is a cost-effective way of raising the‘ .»“A =

~ &

income ofqghe working poor and of increasingﬂincentives for work and

family stabilityu' It ddes not increase the number of jobs uhless'the \ S

- -

subsidy results in a lowering of the npminal wage offered by employers.




7 R o "‘ . ‘." \ f ,h N ) . L - . ’ '
T “t“ °f uny /bf -theee workere, any i‘mrease in employnent demand is
",'!; . l:l.kely to be"ll and tp takeﬁa long time .' e Lol e

L N
< . T 'l'h:ls lack of l.,imediate emp;loyment creation effect means the fajily

E vage rete eubaidy is not very.effective ae a countercyclical jebs progtan.

A. chenge in the \target wege would: ﬂrimarily impact onfjob avai,,lability p

& S
through its impect ‘on aggrepte fiemand. We need to operate on the supply

£

P N

LA

4
‘
&

;the nunber of jobe are desired. (This 1s 'accompltdhed by the mrginel

. hougs employment tax credit component of VOCJET, described in the next

4o, . ‘ P

. section of the pager.)
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. eide of the market’if e:ltner permanent oé countercyclical increases in -
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.7 4. ,THE MARGINAL HOURS EMPLOYMENT TAX CREDIT . . | "

. e . .- s . s
R Lot . .
. v ‘ - 4 -

. . ’ Vel
P The tax credilt for ipqr‘eases in employment (New Jobs \Tax Credit) -

. \ K v - ) . \ . -
: - that is part of the V‘\Tax Reduf:tiog and Simplification Act 0£1977‘wu1d a

_be bdif{ed and made permanent. Under current law: ° .
The ctedit is 50 percent of the i;ncrease'm each employer's ‘' - .

B - wage base under the Federal Unemployment Tax Act (FUTA) . .
‘ " sbove 102 percent of that wage base in the ‘previous yexr.
The FUTA base f£Or a year consists of wages paid ‘up to : .
$4,200 per empldyee.... o . ‘

"

A ' ) oyer's deduction’for wages is reduced by the amount’
.- of thewd¢redit. Therefore, although the maximum gross- credit
) for new employee is $2,100, the effetti{ve credit ranges )
from 51,806 (for a taxpayer in-the -14% tax bracket) B <, -
) " £o 3630 (for a \t'axpay‘e: in the 70% bracket).,» - o ~\ -
A o - o -
. ‘The tpt‘a?amomt of the credit has four limitations: (1) the L. s
credit cannot be more than 50%-0f the increase in ‘
total wages paid by the employer for the year -above. 10527 - . ..
' of total wages paid by the employer in the previous year, : R .
- (2) the gredit must be no more than 25% of -the ’ ‘ o

.current year's FUTA wages, (3)“the credit for A«year
cannot exceed $100,000-and (4) the credit cannot’ exceed . ‘ T
the taxpayer's tax liability. Credits whick ed - ‘ T
. tax liability for a year may be carried back for 3 years . :
and cargied forward for 7 years (Joint Committee on Taxation, 1977).

The requirement that the total wagés paid rise by at least 5%
is designed to insure tﬁ the New Jobs Tax Credtt (NJTIC) is based on

actual incpeases in employment rather” than 9;tificial :lncreaseé in un- . ;
. [ .

employment mauraﬂce ;rageq (for example, fr{ employer could :lncreasa_

-mcnploym;n; insurance wages by dividing full-;t:ime" jobs into part-time .

4
- - . ~\
or part-year jobs). The ae?ond limitation (that the-credit cannot exceed ‘

25% ¢f’ FUTA wage.s) liitts the amount of credit that new and rapidly
. . expanding bus_:lne“ssea can receive. .0 . y
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. simulations pred ct a 4 62 increase in overall employment and a

10.8% increase fon\meh under 25 (Biahop and, Lerman, 1977). The ‘'
&
speed with which a yJQ"bageJ wn the, federal unemployment,flfrbase can

-

\
" be- implemented makes \1t the preferred short run instrument for fighting
{

the recession. _Its tehpora!y nature reduces the imgﬁpt of any , distortions ,oe

Vd

it may produce. ’ Any long term attempt to promote employment, however,

w@ll require a marginal sﬁbq:—;%!hat is bqped on hours worked.

The advantage of basidg a subsidy on hours rather than earnings
’ \ ) ;
‘up to $4200.1s that it does not create™ artificial incentives for employers ,
to substitute part-time and part-year workers for fulI-time.workers. In

its current fornm the New Job Tax Credit creates an incentive to hire
. 3'5-.

new employees but to do so only for the time it takes them to earn $4200.

A high- prieed consultant hired for three weeks can receive the same
. ' B SR
subsgidy- aT a low skilled worqu hired for a full year, Employing two

or three part-time workers t0'do the job of qne fulI-timc worker can

’ - ”

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

The requirementythat the total wage bill inctease by at least 5:

is designed to prevent an already existing full-time labor force from N

v

being turned into a larger number of part‘time workers. This provisionf\
does not prevent firms froﬁ usiﬁg only part-time workers when they’ expand '
however. As, time passes and wage~rates rise, any eligibility criteriodg:_

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




Ai Oﬁn‘u ponible, therefpre, a tranuition should be atranged
to.a Haréztnal Bours Employnent ax Credit (mm'rc) In MHE‘I‘C employers
would bc-cligible for a tax credit baeed upon the “incréa e in total
b‘ouro of wotk paid ‘for b/y the employer over some base amount. A subeid'y
rate of $1,00 per hour yrould roduce a oubeidy of about $2000 for each
.xti-. full-t:lme full-year rotker h,;lred.

- /}ould depend upon the a etrative feaeibility of measuring totel hotire

in. the baoe year, l976 d later years. Firms cove_red by the minimmg

q . . . . -
wage are required to ke he* necessary records—time cards and sheets for

. L N

2 each vorker (Reporting quirements:, 1976 Section 516.6)-—-for. at least two years. . °
) -

. It should, therefore, be possible to measure total hou'gq worked rvithoug

‘much di1ff{eculty and, these/ firms would be mandated to ti‘ansfer to the
. MHETC.' Other firms would be allowed to transfer to MHEIC if. their recordo

on 1976 employment were ufficieutly complete md-en adniniottatlve

l',\

- mechanism for i'eporting hours in future yearo is available.

\
P

~

The proposed M!IE‘I‘C ould cover state and local governmento, non -

wy
-’

= ptofit organizatione and would not have a cap on the amount of" eBbsidy

any patticular employer . y receive. A_$100,000 cap on the amount‘of tax .

. .credit any grticular ‘ may receive for having additionol workere 13

unduiroble because it yemoves the 1ncen¥ive for firms employ:[ng over

352 of all ‘vorkers to change their- behavtowin order to become eligible

f.ot & credit. In ordr to achie the same overall otm% ‘to employ-

unt tbe per eq)loyee ldvel of the\mbeidy must be more thanjoportionatelye
. 1 - r .
1n¢reud ‘and as a result the cost per Job created rileo. Higher per worker
©
. levels of lublidy focused on fewer Workers .also magnifies the. diotortion coots

-




of tﬁc’tedit. The $l00 000 cap discriminates against lafge firms. , Thig

.'is dndesirable because their workers generally recei‘ more training on

the job and are better paid If favoring -small fitms is- ‘desired it 1is
el I
/ .
) better to do it by adju&ing ‘the rate of subsidy to some measure of the-.

‘si:’e of the firm -such as the 1976 total wage bill subject to Soa»ial

[ 4

Securify tax.

of total/bours not on -last year 8 employment as tie NJTC. Changigg

the way the threshold i8 .updated. is needed for two ]reasons.\ (e) to

.
Ay

,' tske sway the incentive to reduce employment in one* year in order to

{
, increase the - gmouats of tax gredit in~ later years, ‘and (B) ° to reduce

. the destabilizing character of the cred@t. l‘h most manufacturing

N

and constrruction enterpris/es it is possihle to shift the timing’ of
) 2, . %-

'producti0n into tl;e goliowing calehdar yeam by dep/lgting inventories, allowing
' order backlo.gs tSo grow and by f/eferring gengral maintenance Updating
the threshold every. year meap,s that alternatey expanding and contracting

empJ.o,yment in suc'éessive yesrs maximizes the £ rms' receipts of tax

- kd

PR

. ‘Benefits. from the«-e‘redit._ J’ug,thermorg, as;the economy reaches full ‘employ-

E .
ment and the grqvth rate ‘of' employment and houns worked slows dOWn, a lar‘-.. .

ﬁ, [N Y o8
nud:ea of firs winl ‘ot meet the employment growth target 22 lose

their eligibility:%or subsidy and, therefore, efid the’ temporary changes E O

in labor intensity and inventory accumulation tf:at the subsiﬂy ‘had induced.

3 3

O,ther ffirma -will find that sindé thei"r‘* Masible growth of employment is .o~

now small the advantages of recéiving a/subsidy ‘ﬁ.s }far are outweighed . . -

[}

by the sdvantages ‘of increasing the amount: of subsidy- thegy-will be -
. ° ' ‘ Y

18




2

¢

N

- < ‘1 . -

.

- ‘e - \ Py

.. eligible for next year, Like the firms that 1ése their eligibility

’ involuntarily, these t’irms will cut back emplovment and fun dqwn their

-inv.entory. <Since most'firms will.‘g oing on and off the c.redit at similar ' -

‘ . ’

points’ ﬁethe cycle, a permanent cfedit with yearlyr updated thresholds LN, '
) )
will accentuate booms and worsen recesgions Updating an employment R
* » -9 .. * , [} R -2
. tax credit's threshold every year has the effect of tqaking-_ the credit * ..

. - e .
-

a built in destabilizer.h- v ' Ca oot
h 4. \ 4, ’ ‘a i ' « ‘. Y e
The MHE’I'C would update eacﬂ firm's su(?sidy t‘ﬁrqshold by basing it e F

L]

on an. average o£ the three-highesé‘,years of‘ empioyment n the four years ~ e
o: X . - o L) .
N vl

npreoedingt the last year. More for;mallyuthe pase\ ia year t weuld be Base(t), .

- [E(t-2) +‘E(t-,3) +E(t—l;) +E(c-5) miﬁ (E(t 2)., -r:-(é-sl"~ 3 .. ~

where E (t—k) is total hohts worked a.t the fi'rm 1w . the’.(t- h year.

¢ .
A firm -continuotisl'y grawing, at” a ZZ Year ‘to year\rate zould hav'a 4}. _ ‘ | ' \
an E(t) - (1 02) " Bspe(.,t) = 1 0'61 ”‘\Base(t) I The subsicf}g is Paid« on * .D‘. ,‘
the h\ours in exces.s of some threshol,d level ofﬁt’otal 'hours-worked which o ; _
PN is de,fined. by‘,‘Thr‘es‘hoid(t) = Ba.se(-t) ('1+r) wherev* is the rate‘ of._ . ' [ ., 4‘,'
growth pf thes, employme.nt t::ésheld 'I'hus? if t'otal hours workdd ata” . . ° \

tirm. for 1976 t’hrough 1980- we‘re .ib'o 197,3;02 agsnd 101 thousand the ' \

[ 4

- Ag

threshold‘ would be based on'6107 +~102 - lbO) *, 3 - 103 thousand If )
¥ . - N

- the rate of g‘rowth of the employment ’thre.shol-d 18 22 th1$ firm 8 '

~

198‘& threshold would be 103 (1 0?,) - 109 3 :hougand hours Tt Lo o

L] 4 A\l . .. )' .4 v

c ‘I’h'is forumla po@p‘ones far 2lt

5 years the increase in,credit o R
- “\ . ) - . .
eligib.‘:li.ty shat Tesults from restrict thts year 8 employaiant An S

-

- entrepreneur can never be surq that two or- three years in the fut.\ure
’

a a . A
the’ ¢redit will still ‘be on the books or that he wr‘ll have the profits

) a s .o . . ]

or/product demand to take advantage of if, sd he is likely to heavi{y ) ‘

- .
v - - . . re
R .

1
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. 'Thus, as we come out of t‘he\recession the ected rate of growth should . e

-

-

< . ‘ 4 -
- - . '. 117 N ‘ - . s P
; I3 ; ' . . ’ N * * 5T 4 :
" 1 " .. . S
'!'If' - . 14 . . £ i v . v . ‘n'
o BRI *” ‘\ « ! DA * .
discount the benefits of postponing eligibility xfot the credit. Th'is e T
i L e
eliminhtes the -incentive ta, follow ‘a’ sawtooth pattern o.f emp‘loyment and ,
‘ . . . LYY . . . .
reduces the tehdency ‘of the credit to accentua,te ,recessions. : .

.
L
, . 4 . . . *

'*The .Becond method of reducing the- destahilizing effects o( the\\ . ) .

. ~.

credit is to\ adjust the ex'pec'ted rate of growth (22 :Ln the above

examples) countercyclically. The objective' Would"t;e to adqut the v,

.
-

~ Y,

thres _d so“that when unempl.py'menf was high a 1arger proportion of Yy YV

wquld be oéigible for the credit than whén unemploymen; is }aw RAU
’ ” A ‘ ':‘

_ be raised to'3 or 4:... if rthe unemplqynent rate. is hizh and '. T

rising, the(expecteﬂ rate’ of growth should be lowexed to zero ox negat‘fVe !’. -
. ..

numbers. This type of maniﬁhlation of the credit was: é‘xp\licitly callgd : \
Wy . ' . -
\jﬁr in some .of tﬁe legislative proposals which-tevolved into the NJTC. that o = .
W Y "Q ' « 4 1 K
became a part of thé 1977' Tax Reduction"ﬂnd Simplification Act. ‘Because et

.
’ - .

of the delays and \pgl%tics %{ the tax legislating process, it will’ most\ .
g A . N3 R -t )
- li‘kely be necessJary to\ eitﬁer write a formula intq"law or set up special

€ . L +

‘ -
'expedited procedures for setting the threshold within’ 4 monthvoj the ‘ /

President '8 EEonmnic Report. - . ., o ) . ..
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. D h <This component of the program wouldTprdvide vouchers to eligible’ ‘1 &
- . - M L © ; .f/' ? ’ )
. : v ; . . L R
, workers'%ioh they céulll take to any eligible,empldye’r they de;ired. For ,

N * ‘ - PR 4 '
L \h\h of the workers hired an employer would.receive a certsin ambbnt per. - . g‘r
b~ C e = ‘ o]
L . b h0ur worked ‘which ,would depend’ on, the characteristics of th% indi{idual T «
"+ the amount of training offered by the employers and hew—iong the worker . “ )
- . ,J"t. . “

- -

4
¢ has been employed at that firﬂx The per houf rate of subsidy and the

TRy -

. \ g eligibility requirements for a vou/;/h’er -could be set administratively within l

tte n; ) . o / -
A lipits set by Congress (or vary with an unemployment rate trigger) so that " . s

' ,the pr‘gram could be th-e'd( .as a counter cyclia:.al weapon. The proposed

v permanent ruIes for such a program are described below. Duting g recession

.g,, ! 3 <o |
f* - they mighta be liberalized o e . - - ‘
. , T, N - = i . B
. Individua] Eligibiliey' - , ROV S .,

¢ . ' - - D} ] P ,
. - .
. » '

A general requirement tl;at would apply to all is citizenship or legaf
| ‘ Aqm'nigrant status, A worker co.uld qualify u:)der only one Jod category
- Successful applicants would receive an ID card emboseed wuith his social '

- . *

f; seCut,ity qumber, rate.pf' subsidy, and signature‘or phbtograph The specific
J }:ourly amounts listed below should be considered suggestive a?d subjevc; to. "
'. ‘ modification. St e .“ ' o R ) /_ - . -,
. ’ ~(a) Employers of blind, deaf"‘aisdﬁled= ‘and certifie / me—xtally. S

retarded workers would r'eceive a per hour sd"bsidy of betWeen $0. 60 and

. - -

Sl’?/SO depeﬁding upon the extent of the worker 8 disability The worker ~ ' N !
’ would be el,igible for a voucher as long. as the disabi/{it:y cpntinued ot \ ,
- “thete are currently 500,000 such workers in shelter7’d workshops and millions
\\ ) s . . . ' . & - ) , .
i ) ) -~ " B // \' , : . v . .
, - o , / > i
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- , more in p\&vate émployment Eligibility certification would be by State

Voc’étional Rehabilitation Agencies. .
. (b) Parolees from prisoh, ex-addic (including those on methodone

- -

qaintenance), and -former mental patients 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 ‘ Eligibili;y would be certified by parole, boards

: ’

and mental hOspitals ' -

-

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

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

o~

period of eligibil ty would be one year. For individuals still on AFDC at

the end, of a year there would be a waitipg period of one year before they
AN
became reeligible The Social Security Administration and local welfare

-

depart a!l‘!!ﬂfi be responsible'for ‘certifying eligibility

oy ! .
£ > - .

/ M T
would be eligible for a voucher worth $0.60 ‘per hour for one year 1f exer-

cised within one year of the effective date of the act. .Eligibility could
N - v . ; <
be extended into ‘the future for those veterans studying full-time. Post-

-
+

Vietnam veterans would receive a voupher worth $0.60 per 'hour that must be

o

exercised within three months of discharge. TheNVeterans‘Administration

4

Tiivould certify -eligibility of this group. L
‘ . ;r(e):" For the s(:hool vacation period studet’aho have just completed

.V ‘sophomcre _junioz/or senior year of high school would receive a voucher )
- - -‘

et - .

S
o worth $0 50 per hour. If eligibility for vouchers for a school vacation :

,(d) All Vietnam Veterans (irrespectivz of the nature of _their discharge):

.,
'

- /o s ' v

period were made conditional upon parental inpbme, it could be requi{éd

that income from these vouehered jobs be rgported on the parents' income

)\ .
t . LI
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tax return to minimize the~incentive for children in wealthier families to

o ‘t
talke advantage of the voucher. Similar vouchers would be available to

E 4

students 1in cooperative——work ‘and study--high schoof}programs . Eligibility

!'v.
b

certification would be by the high schools.

(f) Workers certified to have lost their jobs 7ecause of the;comﬁe—

. tﬁiédn of foreign imports would receive,a $0.60 per hour voucher good for

one year. Determinations oféwhether industries and their, workars have-

o

been damaged by imports is already mandated by Foreign Trade Adjustment

Assistance Act. The rules and procedures for making such certifications

. N
M -

currently used by the International Trade Commission would be ‘continued.

.

(g) Xfoung people who leave high school withou?receiving a diploma
would ‘receive a two‘year voucher worth éOﬂ60'an hour: There would be a
waiting period of four nonths betﬁeen‘leaving high échqol and bec;ning
eligiblé'ffr the vducher..lA high school dryyaut,would have.to start using

.

his eligibility within two years of leaving hﬁgh sch001; A woman who has’

/‘

- a child during this periditwould be eligible at’ any time until her youngest

%2 .
child is seven years old. All high school dropouts under 25 years old *

.
)

7 would be grand‘athered into eligibility at the beginning of the pnogram

{éertifieations would be by high schools. Since the employer, not the

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

e ) . . {
x voucher~increasing the high school dropout rate. ) //

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

A

dny -of the last four consecutive years would be eligible for a.ipaeSer

3

worth $0.60 .an hour that would Lgft one year. Because their records would

1 A,
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The Period of Eligibility *
x

4

B N .
\ .. ?

"The peridgffor which an emponef receives a subsidy for hiring a

person would depend on, the workers chafapteristicé»as.desc{ibed above.

The amount of the spbsidy would, decline over the period of eligibility——

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

petiod. R

i

Job Eligibility Va ' c ,
. -~ ¥ . } )
. The wage would be required to be at’'or above the minimym wage if the

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

’

completély disabled worker would have to be paid at least 60%‘of.the
minimum wage and all others at least 807‘?f it. Above a* “1imit wage-of
$5 00 an hOur, the value of the subsidy”would be diminis ed by 5¢ per

.hour for every 10¢ increase in the straight time/hourly wage.

, /

o

V-,
of either 45 or 47.5 hours per week. Thus, one year's eligibility for a
RN /
§$.70! subsidy would be worth $1050 to the/firm if the employee worked 2000

The supplemept ‘would be paid on everyfhoyr warked, up to a maxiﬁpm

hours. A $l 00 subsidy would be worth $1500. “The administration of this

-

vouc er co@pbnent would be integrated with the family wage rpte subsidy.

2
- ' . >

Empldyer Eligibility . .

¢ »

fhe employér would not 'be able to be a relative dnd would have to be '™
.~‘ & . - . ‘ . . .
paying social security taxes on the earnings.of all employees. If the

%o

~

[}

not-for—profit sector of the economy were thought -to be an especially

~

desirable place to employ these disadvantaged workers, public and non-profit

organizations could be eligible for larger per hour subsidies and for longer

.

¥

¢

24
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) ., ! . .
peripds of, time. " For instance, they. mightifbe permanently eligible for a

L3

. 8ubsidy of the second eligibiLity categorﬂ;(former convicts, drug addictsst

-and mental patients). Those employers re iving hourly  wage rate subsidies
undeé the Marginal Hours Tax Credit as wel} as for vouchered employees

pwould'not receivé the full ‘subsidy amounti}hat their vonchered\employees
- ’ ‘ ’\A ‘

. Vel .
would normally make  them eligible for. THE hourly subgidy for vouchered °

. . - i b ) N
' eMplozegs could be made $.20 less than th@;S.SO té $1.50 it otherwise would

2
: I .
be. Firms could opt instead to have-thei;ﬁmarginal bours tax credit reduced
- Sy
by $ 20 : . v ?:\;’
I{
Some analysts fear that a wage subsidy of specific groups of workers

would, result in the subsidized workers diQplacing unsubsidized workers

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

k] u

employers of ﬁore than one vouchered workkr could be required to certify
. . i

&

I3 -

B . [ \ . \
Rhat they dre not laying off other employees in order to hire the vouchered
N, - 3
" workers. This certi¥ication could be made i any one of four ways:
w < P L ~ r

(a) If an employernis eligible for and receiving a marginal wage bill

' subsidy (eithe7 the New Jobs Tgx Credit or the Marginal Hours Tax Credit)

, (b) The job obtained by thé vouchered employee is covered by a,union
contract or firm rule that requires that previousvlaid off workqrs have
recall riéhts.which give them priqrity’over new hires.

(c) The.eStablishment is.part of an experience rated unenploynent
insurance syslék and is not at the maximum tax rate on that system.
Tyenty percent of all employment is in fipms whose layoff experience is so
dow they are at the minimom tax rate. 60Z of ‘all jobs are in " k
firmé jBecker, 1972), tbat must increase their paymentsJinto the UI‘sysbeuL

"

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

Ve
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firms laying off~one‘6orker'in cyvder to~repléce.him with anothergéligible'

for a subsidv would seldom be gxofitable even 1£.§he firm did tiot féel

corstrained by s*derat onsJof emplovee rorale. If the’ firm 1is lucHYJ oY
” -

enough to have a vouchered wormer stay fot a ful1 year, it will receiﬁe e

&5

of the w00, SRR
N unerp&oyment insurance benefits of the worker who was laid off .~ Eveh oo

‘,l

doubling the rate of subsidy is not going o create such a strong ince\

" 4

that experienée rated firms will wansgto layoff an

I

~

\gpvoucher d employee

Just to hire a vovchered worker. ) S . T s
id) Cumulated from hase date defined by the act, involuntary eepara-

tions must be smaller thaA;:he number of recdﬁls and new hires of unsubsidized

. R ’
workers. Matheratically this maV'be specified as: "ﬂ
- B

I Lagoffs(t) + I Firings(t) <z Rgcalls(t\ + z Unvouchered new hires.
L T t=b - t=b t=b .

.~

. . * - ~ ] k
This“means that vouchered employees cculd only be used to expand employmeat

p——

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

-

calculations nnst be made could'be periodically updated.. Lost~eligibility
would reault in the firm not being able to receive subsidy on new employees ’

tntil they_come into compliance ‘with the requirement. Only a few estdb-

'lishments would need to be’ certified in. this manner. §mallvfirms would nof -
. P4

®

# need $o becau§e they are not likely to desire more than one- vouchered

L3

emplqyee. Almost all larger employers are either experience rated or | %

'-wﬁ" . a
“J covered by a unioa contract that specifies recall rights,’ . R -

I .
- These ''no displécement %ertifications“ are designed»to ingure that

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

vent an in%reaSe in job turnover. The fact that the employer subsidy

»

betwee1 $900 and $1500. This 1s a very small benefit to stack up agafpst - A
/ ; e
9he hiring ano Lraining costs for qew employees and having“tpnpqy*the)‘ >

-



N

- . PR ! .
~would bg of limited duration has the effec&of focusing the aiibsidy on

" the penriod when the employee is learning the ropes and cc;nsequently no't o
~ . A\ v . - .

) ”fuIly prdductive. It is a way of subsidizing the training period withoutp o

undertaking detailed administrative oversight which‘is both cOstly to the —
‘r . ‘- .
., government and f‘ipn and lowers the incentive for the firm tto participate

f\& i . .
the program. . Except for the vetera‘ns, the manner in which the target

v »

While a $900 subsidy would not be enough to ’induce firms td fire an*
experienced worker in order to hire a new vouchered worker', it would‘ be ot
‘ sufficient to influence the selection of ‘which person to hire when an .,. R
. expansion of ‘employment is already contemplated. B; lowering the marginal
cost of expanding output it would induce firms to expand outigut, thareby '

- expanding total employment and incressing the utilization ra;e of capital

already %n-place. Sectors of the economy- that use large numbers of low

"sK&ll workers--such” as restaurants‘, 'retailing and services--will lower
. +
prices, thereby reducing inflation By lowering the price of low skill

\

labor o the margin, it would cause substitution of these workers for
_‘} 3 ’

. capital ma“ials, and high ski,.l 1nbor'. ‘Since the, . subsidy will be - )
1 .

placing downw‘ard Pressure on prices and making EVailable resource /that
4

r\
would nonnally be “hdled by Iegal and oustqmary ninimum wages, the trade-off

S~ L e .
be’ﬂeen inflation and unemployment would be improved and ‘a more stimulative
. "’ %‘J - - ./\
fiscal\&monetary policy would be feasible, -y ,
. T .. .t e )
, ) . s %v . L] i N ‘
s . ' j
- » - A N -
-~ N R [ -
. " ) -~ » ’ .
& -~ » p . '.q [} .o A
1 - . L4 , Cn -~ —
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- groap is identified is keyed to their presumed skill deficit. R R
-The Ef-fects of. the Job Voucher Component. W :
4 vooe N . ; .o " . -,l ' " . . { "}..
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PR 6. VOUCHERS FOR TRAINING AND EDUCATION ) .
) . ’ * ) . Af . ‘ ’ -
3; o ; This component of the program wouldgprovide an additional trainingfﬂ

e and education voucher to all individuals eligible for jobs vpuchers. Firms )
* "‘l . N 2y °
which offer their entering workers a training program certified by Department

of "Labor administrators would be eldgible for an extra subsidy of $0.25 to

-

'$0.50 per hour gorked by a vouchered employee. The size of the subsidy'

r N
h /

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

9
.

administrators.based upon employer-provided descriptions of program and by
! ~
f= :

— } site visits An alternative means of certiﬁication would be an arm's 1ength~

-

contract with an outside agency to provide the training tﬂ\Poth sub31dized

> - and unsubsidized employees. N

P Ed

Because small firms may fitd these reporting;and review requirements
ge ' . . - ’ ” ‘l.' Bl N
burdensome a;third method’ of havigg-a training program certified would be '

L. 4 ~

4 - ; s
made-available tQ them.as, follows. Using the mast recent set of scale

wages for each 1ob and senio*ity rlassifirnfinn An avarage

scale wage® for the voucher employees (except %or classification 1) would
[
. - , .

e

- be calculated, classifying themlgirst by the'r entry jobs and second by .
\ : their job and seniority one year later. If the rdtio of the second to. the -
. 0 -

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

» v
. . v
- L]

) *training subsidy of future employees. Involuntarily separated voucher
: employees would be counted as if théir entry wage had not risen. Vouchered

empfhyees'who left-voluntarily\WOuld be excluded from-the calculation.
; a A
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7. GUARANTEED PUBLIC,JOBS, FOR FAMILY HEADS S e

. . Pl

.

O'IH-ended partial suabsidy progran ke those described in $ections

4-3\‘;8 the most effective methods-¢f4froducing general expansion in the

(] . . .

employment. of targeted groups. By ipcreasing employment they reduce the
" , : . v k3 . E 3
gumber of unemployed workers and.‘the number of-families»on welfare. ,The i

‘ -

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

1ndividual will ‘have a job In th!'past the task of maintaining the

i A . N
ecoﬁomic well-being‘of those willing to work but‘unahle’to,find work has

"
« .

beenr left to income tested'cash or in-kind transfdrs with work registration

requirements--such as UI Food Stamps, and- AFDC-UF. A work registration’

- s

requirément is not, however, an effective work requirement, The unemployed—

~

worker generally does not have to igcept employment outside his chosen

<

-

F.
) occupation and can, if he wants, mlake himselﬁ seem sufficiently unattractive

[

to foneatall the. offer of an unwanted job: 9tonsequently théravailability

a,

of support from these’ programs can be expected to indice some people to .

.« -~ <
lengthen the interval between jobs and td hold out for types of joh and
~ . <o ‘
wage rateSzthey cannot reasonably expect to get. ) . o
. . .. .

An alterffative approach to maintaining a.fam#ly's well-being during a

~ . -
spell of unemployment is to provide a job for the breadwihner. If a joh’

with a 1tving wage can be ‘guaranteed, ‘the case for'an income guarantee for
a!lt-bodied adults is greatly weakened. ﬂhp EoB guarantee would serve as
a fine—meshed net to catch the families who are .missed by the family wage
rate subsidy, the hours tax,credjt, and the job vouchers. A job guArantee

is possfble, however, only if the costs of tharjob~fye ful}y funded by

.
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‘l‘he primary reservation most economisti havp with this strategy is, '

) ‘the fd that it may ‘not be feasible to Freate enouygh jobs.. One waysto .

- reduce the number of Jobs that must be created is to keep their wage at, - .

or below the minimum'wage. Thig would reduce the inceptive tm'leave pri-
. 1ah j, N -

vate employment for'a public job Such jobs," howe\rer, will leave one-
x } "é- '

_jearner familiesr with two, or mere @/fldren in poverty. 'The solution to

. . s

this dilemma is tg/adjust the wage rate {o family size as dodes,the family » .
~ i ¢ ‘ Pl
wage subsidy component proposed in section 1. e . .

o —

‘ . A second way to limit the number .of publitc jobs “is to offer the guarantee. .

o’Jy to specif’ic deographic gfoups, such as heads-of families With children.
“, .
" This 1is the approach adopted in this component of the VOCJET multipronged
= ; “ e , .

»

. proposal . -

v';

© A job _guarantee would be limited to the heads' of intact families with . - .

i

children. First } priorit} ‘would go to the heads of f‘amilies receiving AFDC-UF .

’

- - and Food Statps. The second priority greup would be‘ those receiving ex-
- ’ , T o .
+ tended unen;ployment insu@ance benefits. Each 'hé‘@d' would be offered a choice
f‘ three job or trai.ning alternatives. This,’together with the work,

,
r’»’ v

t'ngirement of th@se prdgrams, would make’ acceptance of a public j“éb an

effective work teit If local, state, and federal government agencies

o _/J « - - .

"have no particular difficulty absorbing the extra employees, the guarantee

could be extenq,ed tgther groups such as single individuals living alone, ; -
heads of. intact families¥ith no children, heads of intact families with :

' children., female hyds with children over 10, or #ives in intact families .

b
-with children over 10. In localities where more public jobs whre aveilable .

“ -

) ere the number of unemployed heads needirig a. guaranteed job was small

N b \

° addﬁousl categoriee of workers c‘ould be ‘offered a ipb guerantee. As the covs .

. erage of the job guarantee wes'expanded’ an effective work requirement would. be

v ~~ .

+
[ W
- agh




. A . . N
pregressively spreading td cover thbse‘recipients of Food Stamps, AFDC,

) . ' . . ) ~

and extended UI benefits whoAaEe"not heads of ‘intact families with children. '
. KA . . ¢« v Y
. ( - . ‘_,1 - fﬁ . \

. 2

“Application for and Assignment to a Guaranteed Public. Job

~e . N . / < . i +

1

The current AFDC-UF program would be replaced by a guaranteed public
v - [} M ’
job Sp!*heads of intact Families with children. A waiting“period of two

-~

- .

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

v
’ .'

When app,lication is made, the’ unemployed worket would receiveé his fq:xily

»

wage rate subsidy ‘and job vouchers if he has not already received_theq and :;
2 R .
would be aided 1n his search for a partially subsidized job. Job coumsellors,

would use this period to;determine the applicant's skills5and iqterests.

+

*“Income’ support for the family (if it is needed) w0uld be” prbvided’by

.
R . - ? . -

general relief. ‘, -
i / ) i - . r o

Before the end of the two—week waiting period three or more job or

.

'ol

training alternatives must be offered to the individual byfthe puinc'job
‘agency. Theifamify would become eligible for AFDC for as long as threé s
such’job offers cannot be found. While the ‘agency ‘'would endeavor to
match the job to‘the skill and interests-of the applicant, this would not

be a requirement except for training options. ,Lf//il three of the options

~ .
.

“offered are turhed down or the worker is.fired for good cause by his
\ i > b
employer, there would be a one—monthiwaiting period before the worqu

would be guaranteed anothe;>three Jdb or trairfing offers, and the family , °

:guld again become eligible for AFDC if three such offers, were not found
During this one—month period ‘the individual would be eligible for a public.

job 1if there were jobs available. He would pot, however,,be‘guaranteed

~

N ! . ¥ - .
“»oneg and people bho had not. turned* down three offers within the lagt 30

31
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days wouj.g' have ptiorfty' over-him, Income support during this one-month:
LY ‘, . ( ¥ = ! ’ .

. ¢ v & ‘ : b N . [y
° - pex;io‘d would-the provided',’ if needed, by generdl relief and would not

. .
e . . .. . . ‘e toy *

" exceed 75% of the €arnings provided _,by' full-time employment in a public

. \J

job. r - S . . N )

R — N - .
l / * ’ ’ =
) , -
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Crhating*;’e Jobs .’ T~ Co YT

] g - .
E » . % . - . . P
) . N
. ‘ . .

. T.he f,ederal government would pay the wage and fringe benefit costs
. q faLt ’._ v -'
Q>f t‘hese public Jobs §obs would be created i‘r2 the federal government,

° state and local government‘- agencies, and non-pro’fit agencies. . )
. . ‘ ‘ L ] "- . ~ LS

- ’(a), Federal government. 'Most of the federal jobs onu]_.d be "1n reg{ional
- offices and military bases. spread around the, country Each regional offfse

of each agency would' have. 4 JOb creation quota that would depeffd* upon its
. : 3

- gbloyment in fhe ]:ower ranks of‘ the Civ1l Se‘rv1ce. Each agency would
4 - ’ <

“\ pay ghese einﬁlo‘ye'es o"u‘t: ofoits‘ normal budget but could appeal to the Office
BN ’ ‘ ¢
’ { of ‘uanagement and Budget .for extra funds if needed -

. : R ¢ .; s =

. < (b7 The eligibilit‘:y of non-profit agenc'ies for a fully funded public

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

- -governments of all levels and from foundations. An agency would be
N

> / [ N . - . , . h
eligible for one 'ful\ly funded worker if it spent at .leastj,zO0,000pn

‘ . employee compensation, and an extra vworke} for each additional $400,000

> épent on compensation.

. (c) The residual job creatiOn reqponsibility would e with a state
) s

P, : job creation ageficy which would be geographically decentralized by metro-
Tt g ,politan area where feasible A variet}ie% crtrategies would be available

M . . - (T f /

. ' to “this agency for creating job§\ including taking applicat}qns ftom s

llocal and state government agencies a:-,ﬁ c‘onbtact ng with no_n-ptofit

. . . . : / v B - /

4 - -« o
. . .

. : ‘ ;o ‘
O s C, . \32*«' ' .




agencies to employ specifi®numbers oftunempigyed family héads, as has . '
. - ’ ¢ N . ‘ " . »

- .

- . » . - s
_« been done 1in Canada. . .
‘ . s - *
. . 4 . “ ’_.

Maintaining_gpgortun?ties and Incentives for 0btainingﬁUnsubsidized or
xPartially Subsidized Employment -

- - .

'. S el P

- R >

s

N , . - T .
To increasge, their'attractivenéss to other employers, guaranteed job

Ll -
3

holders wduld be giigible for one-year JOb voUChers worth 60¢ an hour.  «

N

. ~Thése workers wouldfalso remain listed with\:he empljyment service and

\

would continue_to receive job search'counseliné. In ‘addition, these
N & v .' . 5 .'-\ . . ' N -

workers would be expected’to-continue looking fO8r other work whilg

. M ’

eggloyed in the guaranteed job‘>“6upervisors would be expected to arrange

4

N compensatory time if hOurs during the standard working day were needed

i r

.. for Job search. C e v ’ ‘ i’A

. . - L] v
*y

-

Matching Jobs to Workers

.
’

.
» e

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

A
fer of the worker to another job. 1If a worker “coyld induce another
- eligible agency to request him, a presumption in‘favor of such a transfer

. v - -

would exist. Decisions. abput transfers would be made by the Job Ge;ranteel
® t B
P R . *

Agency. - ‘ '

.y

3 )

. . " = 1 . ..
Comparison With Othes Public Employment Programs

)
v

e U.S. experience with public employment programs like PEP and CETA

’

s . . L )
suggests that while they have, salutary short-ryn effects»their primary
long-term result is revenue sharing,‘not.increased employment in gtate

""and local governmentsw, (Johnson and TOmoia, 1977, Wiseman,}1976). This




3

-

lack of long-term impact.Suggests that while PE may be an effectife ¢

4 . ~ e

countercyclical weapon in short recessions it is not, as presently

. Yy

constituted an effechive instrument for making permanent changes in the

L

. , 8tructure of the laboi market. " ' \ T oo™

.. _ . & - < / ' .
The large long-run displacement effects were a consequencE\ok two

. Y & .
\haracteristics of " the PEP and early{GETA programs' e i

~

(a) ‘Most. of the - funded jobs were in already established agencies N '

Y “ .
‘. .

. rather than in segregated projects. -

(b) Criteria of eligibility for PE were so alll\\c1u51ve and. the

[y

L 4
wage so high (up to $6.00 an hour), thafLmany more unemployed workers

were el(gible for subsidy than CETA could subsidize. .'The emp!oying

¥ agencies selected the most qualified workers from ;he pool and were,

I

- therefore, able to benefit from the program withgyt hgying to change

iy hiring standards or'restructure jobs. Agencies already planiing an H

i expansiqn vere able -to shift the costs of their expansion on to the

- -
- ' L

N federal government.

S

i

. - . - L4

- [~ -_— - +
et s

One strategy often suggested for reducing the'amOunt‘of~displaCement

: ig.to create the jobs*in segregated projects as’&as done inm NYC, CCC,

. '

and Operation Mainstream. Th%fe are disadvantages to thi¢ approach,”

"

\
however, because” jobs created in thla Way are more expensive to administer

.
! v

‘and less likely to produce an 0utput wlth value equal to'its cost.- Even

R § 5 displacement of other state and local jobs~is avoided, competiti7

L

' by these projects for markets or workers nmay displace~private jobs*
- ‘ -

Iy

The guaranteed public job component~in VOOJET does not purport
. . . . . “v ; ’ b 4]
to expand economy-wide employment‘in‘the‘long run.” Rather, its objective
1 ’ N . - . ~ . . 4

is to redistribute employment toward heads of families who would Othervise

. : , - ’ . ,

-



be unable.to find ‘work or be unwilljng to accept work. . The 'availability

./ S . of public jobs which can be tafgét d on sbecifiC‘individuals allows
L ) socfety to create @ job guarantee for intact families--thus obviating

T?\“‘\\\ theaneed fof an incouk guarantee/for ;ﬁ)s group. Together, the family

AP ;

Cf wage rate subsidy component and the guaranteed public JOb comgonent can
: — <
= ’ end'poverty for families with children and do ¢o without creating the
L
.Powerful work disincentives present~in the current income-conditioned
. , a/ .- o i
. * transfer programs. ‘. R ; ’ -
' " v ) v, . 'J, )
8. GENERAL ISSUES THAT_APPLY TO ALL VOCJET COMPONENTS
) ' f ' Adjustments for geographic differentials in cost of living would be

inLt ted b the state- and will u to a limit be: artiall reimbursed
‘JJ 3 y p p y

by “the federal government. Cost of living adjustments to the'family wage ,

- 4,
‘N*‘i subsidy wWhald be carried out by réisfﬂ’-the state ar locality's target

* 3

' wage. If a state desireq, separate target wages may be calculated for ‘.

«* - Y .~
\‘ f each SMSA. States could also:influence eligibility £or emgloyer subs¢~

L4
»

ﬂies by legislating ‘a higher limit wage ‘in their state. The state, how-

e

-
P I

.
. \

‘ subsidy payments. . .

' - /

Partial federal-reimburfement would be available for increases in
L3 ' I

N the target or limit‘hages only to the extent the local cost of living

. »

v

-

(ineluding local income taxes) exceeds 907 of the national average. The

-

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

at 81401 rate. The costs of clpsing the remaining differentipl would be

- =

.reimbursed at a 207 rate. Thus, a state with.a cost of living index of

110 would receive 'a 40% federal reimburéenent of the costs if it‘raised

- fever, would be required ts pay a major portion of the resui‘k]ing additiofl

- %
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B

the target wage by 10%Z. If it raised

the federal“target standard it would ‘receive a

- ~

' incremental costs. - . 5

. . - . A

LT o ) e
The BLS would use a standard budget for purposes of calculating’

“ -

each state's cagt §f l;vgii..»Vagiaﬁion in the jtems to be priced would

only be allowed if it were_weather related. R

-

4 .
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See Bishop and Lerman (1977) for dimcussion of related issues.
~ - B R

1

?Twenty percent of firms lay off so few.workers that they are fot -

‘ - . - s .
invoived in.the experience rating process. Another 20% are already, at
. . . b ”‘
the maximum, so an additional lay off makes-no difference.

. s .
‘ f 4 -
- ’ «

3For discussion, of -the administratibe‘issues involved in a WagevRate
- * . )J‘ - / ! °
Subsidy see Bishop‘(1977). P - o - .
4The Garfinkel—Haveman (1978) methodology uses "the person's aotual

vage’ rate to calculate eligibility for and the size of-the wage rate subsidy._

[ 4

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

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

' " to predict earnings for each person in the sample if he worked_ fu11 time.

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

“y €

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

~ earndings, function, Since the rasidual xariance of the seml log earnings

function is more than .half the variance of logged wage rates, the corre-
- b \ - N . .

lation between the assigned earnings caggcities'and~actual Xage rates is

rather shali. This results in an understatement of all taréet efficiencies

. e .’

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

-

effiiciency,




{
+ Table 1. A Liberal Family Wage Rateé Subsidy for 1978

* .

r

S

. oo L - . _ .
Before After-Subsidy Income . Wage Subsidy .
Subsidy (no. gf children) . (no. of children) ., -
Income (1) @ . @) ¢ W@ () ¢

- . ,
Case I: Head Works 2000 Hours . »

.

' v

"Wage rate: ' $2.00 | $4000 4500 5250  6Q00 6750  $500 1250 2000
. 2.50 5000 5000 5/50 6500 7250 ‘0 750 1500

) - i
©3.00 6000 6000 6250 7000 "'j750 0 0 1000

'3.50 .. 7000 7000~ 7000. 7500 8250 . Q.. 0 - 500 -

4.00 8000 8000 , 8000 8000 8750 : O 0 0O

r ' -. ‘.
s { s T ’," . e

Case II: Heag Works 2000 Hours, Wife Works 1000 Hours
. SR - .
'Wage rate: $2.00 $6000 67'50 7875 9000 9750;” - 8750 1875

A \
2,50 7500 7500° 8625 = 9750 10500--° 0 1125
P ” 1™, - . L ~t
3.00 - 9000 9000 - 9375. 10500 11250 0

3.50 10500, 10500 - 10500 11250 © 12000

4.’0"0 12000 12000 12000 12000 12750

.
0

Fobd Stamp Break-  $6574 8452 9861 11270
* evem S

Poverty . - $4719 6014 7109 8000,
Line ; . '

Y
-

. ‘ Y

e
]

- This illustration is a program for which the target wage rises 30% of the
minimun wage for each child, the subsidy is 50% of the difference between -
the _actual and target wages, and the family As not reccivg. food stamps

or *AFDC.
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