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FORLWORD

very little f5 known about what determines the use of the Targeted Jobs
Tax Creurt (TJTC) and its impact on the economy. To address these and ot her
issues, the Natlonal Center for Pesearch in Vocational Lducation commissioned
the Gallup Organization to conduct telephone interviews with over 3,500 em-
ployers. This report 1c one of 1 series of reports analyzing how employers
select and train employees and how sovernment e¢fforts to influence these
decisions are wocking.

Under sponsorship oi the U.S. Department of Health ana uman Services
(FHS), the Research Division of the National Center for Research in Vocational
Educdcion has undertaken two important studies of firm emnployment decision
making. This report examinres employer participation in the Targeted Jobs Tax
Credit (TITC) progrsm and its effects on employer's selection of new hires and
total employwent. The companion study concludes an investigation of the vay
firms set their recruitment, sclection, retention, and proumotion policies, anad
how that beha''ior varies across low-wage and non-low-wage labor markets.

We wish to express gratitude to the Office of the Assistant Secretary for
Planning and Evaluation/HHS for sponsoring this study, and to Marcia Weaver,
Danicl Weinberg, and Carol Nezzo who served as project officers, for their
guldance and support. We wish also to thank the National Institute of Edu-
cation for funding the data collection effort that provided thc database for
this study. We wish tc acknowledge the suppcrt of the U.S. Department of
Labor, the W. E. Upjohn Institute for Employment, and the Swedish Institute
for Social Resedrch in earlier stages of this research.

This research would not have been possible without the cooperation and
assistance of the 3,500 employers who zo graciovusly responded to our telephone

intervicws. We greatly appreciate the rime and the insights that these very
busy wen and women contributed to the study.

the project 1s also indebted to the many emplryers who assisted in the
design of the interview 1nstrumeut. Ia this regard, special thanks are due to
ilw Medoft, Harvard University; Frank Staftord, Chairperson of the Departuent
of Ecomouics, University of Michigan; Clifiord Roe, Superviscr of Salaried
Union Kelations and Lqual Lmplyment Opportunity (EEO) Administrator (re-
tired), Buffalo Division, Westinghouse Electric Corporation; and William J.
Dennis, Resedarch Lircctor, National Federation of Independent Business.
Wilson S. Johnson, President of the National Federation of Independent Busi-
ness, was very supportive of the study and graciously provided a letter of
introduction that was sent to all of the employers selected for an interview.

The National Center recognizes and extends its thanks to Kevin Hollenbeck

and John Bishop for direciinyg the studies under this program of research and

for writing the f{inai reports. The dassilstance of Protessor Mark Montgomery on
the TJTC study is also appreciated.
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Thancs are e>tended to the staff at the Gallup Organization who super-
vised the telephone survey: Mitchell Cohen, Nancy Nygreen, Peggy Ashton, and
Corinne Kyle. Many helpful suggestions were also made by reviewers of an ear-
lier draft of this report: Robert L. Crosslin, Sandra Christensen, Richard
Wilkie, Suk Kang, and Kevin llollenbeck. Kevin Landin and Mark Mende: per—
formed the programming and database preparation; the manuscript was edited by
Constance Faddis of the National Center's editorial staff; and it was typed by
Cathy Jones, (Colleen Kinzelman, Debbie Fladen, and Vera Mueller.

Kobtert E. Taylor
Executive Director

The Natioral Center for Research
in Vocational kEducation
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SXECUTIVE SUMMARY

High unemployment rates persist dwonyg minorities and youth in the face of
tight labor markets for skilled workers and accel~rating wage/price inflation.
This has led economists and policyudkers to search for rew wdys to stimulate
employment and training opportunities for inexperienced and disadvantaged
workers. Programs have been established to induce the private sector to
create additional jobs and to provide training for unskilled and inexperienced

workers.

The largest of these programs, the Targeted Jobs Tax Creditg (TJIC)
program authorized by the Revenue Act ot 19/8. Tt offered employers outside
the personal service sector a tax credit for certain categorles of workers.

In 198¢ these included the following:

e ilconomicdally disadvantaged vouth apes (18-24)

e Youth ages (16-18) participating in a cooperative education program
¢ Economizally disadvantaged Vietnam~era veterans (under age 35)

e Lconouwically disadvantaged ex-of fenders

¢ Handicapped persons receiving or having completed vocational
rehabtilitation

® General assistance recipients

® Supplemental Security Income recipients

The Act permitted employers who hired members of one of the target groups to
claim a tax credit of 50 percent of the first $6,000 of wages paid to each
eligible employee during the first year of employment and a tax credit of 25

percent of such wages for the second year of employment.

A criticism of the original program was thdt it gave eaployers a subsidy
for workers they would have hired in any case. Tthis criticisu stemmed from
the fact that (1) half of the TJTC elipgibility certifications were for
cooperative education program participants, whom employers probably -ould have
hired in the absence of rhe program; and (2) about 60 percent of the remaining
certifications were obtalnea Fetroactively i.e., after the hire occurred. To
Counter this criticism, the Fconomic Recrvery Tax Act (EKTA) of 1981 eliui-

nated both the general eligibility for cooperative education program
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participants (economically disadvautaged students remained eligible) and

retroactive certification. Tre 1981 Act also added two new target groups: Aid

to Families with Dependent Children (AFUC) recipients/Work Incentive (WIN)

partic pants, and invoiuntarily terminated Comprehensive Employment Training

Act (CETA). It also abolished the UIN tax credit as a senarate program. The

Tax Lquity and Fiscal Responsibility Act of October 1982 established a new

target group—-economically disadvantaped persons ages 16 and 17 working during

the summer-—and offered a tax credit of 85 percent of the first $3,000 (or -

less) of wages paid for hiring these workers.

The TJTC program stdrted slowly, but by fiscal year 1981 1t had grown to
a point where 400,000 workers we-e being certified (hired and claimed by an
employer) per year. Eligibility was tightened in 1981 and that combined with
the recession, caused the number of certification. tc subsequently fall to
202,261 in fiscal year 1982. With tlie end of the recession, the total number

of certifications rebounded to 563,331 in fiscal year 1984.

Participation in TJTC

Because it is an entitlement and requires little paperwork TJTC has had
greater success at obtaining employer participation than vrevious targeted
employment subsidies, such as the WIN tax credit, the Wational Alliance of

Business JOBS program, and CETA on-the-job training. Nevertheless, the

Congressional Budget Office estimates that TJTC is currently helping less

than 1V percent of the pool of young people eligible for the program. The

companies that participate in TJTC account for only 3 to 4 percent of the
nation's employers and only 16 percent of the nation's jobs. Why are par-
ticipation rates so low? The probable cause is ignorance. Most eligible
youth are not aware of the program's existence or their own eligibility. Most
cuployers cannot tell which of their job applicants are eligible. Most do not

know the criteria which defines a worker's eligibility.

Yet 77 percent of all employers {accounting for 90 percent of all em-
ployment) have heard of TITC. Why have they not learned enough to use the
program? Only 6.7 percent of the natlion's employers have initlated a con-

versation with goverument agencies or other information sources about TJTC.

11
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Anclysces of econoret: 1e and qualitative evigence yield tos fullowing reasoas
why sc¢ many employers have not spent the time to learn envu,h about the JTC
P.ojran:
® Many employcrs believe that the Lypes of individuals tor whom
subsidies are available are not the types of people they cur-

rently hire, and tnat these people would not perform adequately
1f they were hired.

e lany cmployers believe that the necessary paperwork will be very
burdensoac.

® Many employers believe that Tearning how to use the program and

finding qualified TJTC eligibles will be costly to the firm.

The first perception is no doubt correct for snuwe employers: those who
do not expect to do any hiring, have obligations to recall lald-off workers,
or do not expect to hire any unskilled or inexperienced workers in rhe near
future. 1Many employers, however, hire TJTC eligibles without realizing itc.

Clearly, their Ppecception about these workers 1s wrong. Why?

In waay cases, ecwployers arc unfamiliar with the eligibility rules,
These who know the rules cannot apply tuem because job applications do not ask
whether the applicant is on weltdare or {rom a low-income family. Many enploy-~
ers have prejudices against TITC's target groups so the uwembers of these
target sroups do not volunteer the information, and some lie if asked. Not
knowiny which of their current enployees are members of the stigmatized target
gToups employers have no empirical basis upon which to reevaluate their
prejudice, and so it is perpetuated.  Believir_ that TJTC eligibles make noor
workers, these employers see no reason to learn more about the program. Our
tesearch found, 1n Jact, that the TITC eligiblcs hired were just as productive

15 other workers hired for equivalent job.

In some cases, enployers kuow they are hiring 1JTC eli,ibles and chuose
not to apply for the tax credit because they believe the paperwork will be
very costly. Here again the perception 1is sowet 1nes correct. There has been
4 mumber of administrative problems that have made cuployers participation in
TITC difticule and costly. In 1979, for lustance, when the federal contri-
but ion to administrative Costs rdan out ia the gtate of Wisconsin, certifi-

cat ions dropped to almost U for the final 3 wonths ot the year.
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TIHC was structured, however, to mintmize the paperwsrk burder to the
employer. It does take some ettort to learn how to use the pro_;ram but once
the company has learned how, the costs of certifying eliyibles are very small
if the employment service does its Job well. The highly targeted natuve of
the proyram means that the eligibility determination process involves a good
deal of paperwork, but the burden ot this paperwerk fall on the worker and
the employment service rather than on the employer. Why, then, do some
employers perceive paperwrrk to be such 4 burden? Euployers' assuaptions
about burdensome paperwork probably come from previous experience with other
govermaent programs and {rom the generally bad reputation of government in the

business community.

The third barrier to participation is the perception that it is costly to
leam how to use the program and to identify and recruit TJTC eligibles. Evi-
dence for the importance of these costs is the large impact that proxies for
t xed costs of learning how to use TJTC had on participation. This barrier can
hbe reduced, however, by prouram adminictrative actions. The study found tha*
personal contacts by job developers who prouise to screen a.ad refer TJTC
eligibles qualified for the firm's jobs can significantly lower these costs
and make TJTC participation attractive to the employer. Such conte'ts infornm
employers of the program's existence and nature, and, more importantly, they

ncrease the probability of participation in the program and the probability

of a change in hirinyg policies favoring the disadvantaged.

The agencies that administer TJTC at the local level have a very critical
role to play. These agencies must erase the nyths th-t paperwork is burden-
some and TJTC eligibles do not make go~? workers and lower the real costs of
participation. How well they market the program makes a bly difference in
participation rates. There are dramatic differences between states in the
proportion of their disadvantaged youth who are served by the program. Ver-
mont, for instance, vouchers 35 percent of its eligible youth and certifies
9.2 percent, whereas whilc New Hampshire vouchers only 10 percent and cer-
tifies 3.8 nercent. The willingness of firms to participate in these programs
does not vary appreciably from state to state; what does vary are the policies

and effectiveness of the local adminiscrators of the T.JTC p.ogran.
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The ITmpact of TITC

The purpose of a targeted c¢mployment subsidy 1s to lower the NALIRL, the
rdte of unemployment that 1s consistent with a non dccelerating rate of
inflation. If successtul, the program accowplishes this by twisting labor
market demand in favor of disadvantaged seguents of the population that are
undble to rind employment cven when labor markets are tight. The change in
the labor market will redice demand fer types of workers who are in shortage
and/or in relatively fixed sunply and increase demand for unskilled and
inexp-rienced workers who are in elastic supily. One justification for
engineering such a chanpe 1s that shifts in relative demand towards factors of
production that are in mere elastic supply will produce an increase iu gross
national product (Bishop 1979). Other justifications for such an interven-

ion can be a need to correct distortions created by any or all of the follow-
ing labor market imperfections listed below.

e The minimum wage. llany studies have shown that the minimum wage

depresses tne employwent of black youth (Brown et al. 1983).

fashimoto (1985) and Bishop (1982) present edivence that it also
reduces investwents in on-the-job training.

e liiph marginel tux rates on the earninys of welfare recipients.
Numerous studies have found that welfare programs reduce the em—

ployment of welfare recipi nts. (Danziger, Havewan, and Plotnik,
1981)

e Prejudices. Many mployers believe that welfare recipients,
teenagers from lcw-income backgrounds, and black teenagers as a
class are probably less productive and less likely to stay with
the firm. Since employers seldom know whether their employees
vere on welfare or come from a low-income family, this opinion i3
often based on prejudice rather than hard data. Nzvertheless, the

opinion has the effect of reducing the job oppor.unities for these
individuals.

e Underinvestment in on-the-job training (0JT) by employers and
their employees because of the following:
~-lack of access Lo credit markets to finance the costs of 0JT;

-~higher tax ratcs on the benefits of OJT than on the costs of
0JT; and

~-lack of recognition by >ther potential employers of the OJT that
an employee recelves.

The problem of underinvestment in OJT is especially severe for
disadvantaged youth.
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e Governmental decisions or uynion contract provisions that set very
high startirg wage rates for unskilled positions and for positions
where the incumbent receives a yreat deal of general training.
When starting wage rates are espec .lly high, a long queue of
people apply for every job opening. Selecting the best-qualified
person results in an overqualified new hire and fewer opportuni-
ties for the disadvantaged workers who typically end up at the end

of the queue.

When such labor market imperfections are present, a program that twists
the labor warket in favor of hiring and training unskilled workers can wake
both unskilled and skilled workers better off (Johnson 1982; Lerman 19825.
Another justification of efforts to twist the structure of labor market demand
is provided in the work of Baily and Tobin (1978). They propose a model in
which aggregate rates of wape inflation are more responsive to labor market
conditions in the skilled labor market than in the unskilled labor market.
Nichols (1982) examined the effect of occupation-specific unemployment rates
on the wage rates of skilled and unskilled labor. The findings supported the
Baily-Tcbin hypothesis and implied that the agyregate NAIRU could be shifted
by a reallocation of unemployment from unskilled labor markets into skil'ed

labor markets.

If TJTC is to lower the NAIRU, and increase employment and GNP, it must

first change who is hired. Tt could do so by inducing participating firms

that normmally hire nany disadvantaged workers to expand. Such responses are
not essential, however, for TJTC to accomplish its objective. What is

essential is that TJTC induce subsidized firms to hire targeted workers for

Jobs that would otherwise be been filled by better-qualified workers.

Is TJTC achieving these central objectives? The program can be
considered cost-effective only if a reasonable proportion of TJTC certifica-
tions represent an increase in the hiring of targeted workers, and if this
hiring does nut restlt in other similarly disadvantaged workers being unable

to find a job.

A definitive quantitative estimate of cost-effectiveness cannot be
obtained through the analyses of employer data. TFew if any employers know

which or how many of their enployees are former welfa-~ - recipients or live in
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familles that meet the government's criteria for being disadvantaged. This
makes it infeasible to obtain the cross—sectic .al or longitudinal data neces-
sary for econometric studies of TJTC's impact on the proportion of a company's
work force that !s in a target group. Other tvpes of evidence are available,

however, and are analy:ed elsewnere in this dncument

Most of the evidence reviewed suggests that TJTC does shift hiring demand

in favor of the disadvantaged, as follows.

The workers obtaining TJTC cortified jobs seem to be disadvantaged. This

is snown in the following findings:

e 83 percent are under the age of 25

e 31 percent are black

¢ 9 percent are Hispanic

e /3 percent of the jobs obtained pay less than $4.00/hour
e 41 percent of the jobs are in service occupations

Most employers do not seem to have lowered hiring standards by any sig-

nificant amount when they hired TJTC eligibles. Evidence for this is that,

compared to other new hires for the same (or similar) jobs, TJTC eligibles

have the following characteristics:
® Generally poorer credentials:
—~half as wuch relevant work experience;
—-one less year of schooling; and

-—are less likely to have received relevant vocational training.

® About the same level of productivity on the job as other workers
in the samc job.

e Similar curnover to other workers in the same job.

The great majority of certifications are at companies that report that

they "make an etfort to select new employees who are tax credit eligible.”

F-idence for this is as follows:

¢ Even though only 25 percent of all participating employers report
that they try to select TJTC eligibles, the employers who report
making such efforts account for 8C percent of all TJTC cer—
tifications (data weighted by probability of selection into the
sample).

[
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® When probabilities of gelection into the sample are not used to
weight the sample data, 50 percent of TJTC certifications reported
by our sample of employers were at companies that report trying to
select TJTC eligibles.

e Employers report that, prior to the abolition of retroactive
certifications in September 1981, 64 percent of their TJTC-
subsidized hires were known or suspect:d to be eligible when
hired.

® Most employers report that when they were aware that a job can-
didate was eligible for TJTC they did not allow it to influence
them when deciding which person to selec from the pool of
applicants. Eighteen percent said hiring selections were
influenced "a great amount" and 15 percent reported that TJTC
influenced their decision a moderate amount.

e TJTC seems to intiuence recruitment practices even more than it
influences hiring selections from the pool of applicants.

® Even though onlv 27 percent of all participating firms had
initiated a request for the referral of TJTC eligibles, these
firms accounted for 80 percent of all TJTC certifications.

¢ Firms accounting for 90 percent of all TJTC certifications were
using the employment service as a means of recruiting TJTC

eligibles

Aggressive users of TJIC are apparently responsible for an increasing

share of all TJTC certifications. An aggressive user of TJTC is a company

that tries to increase the share of its new hires that are TJTC eligible. To
increase significantly the share of hires that are TJTC eligible, a firm must
find a way of recruiting TJTC eligibles. A simple way to increase the number
of TJTC eligibles is to ask for referrals of eligibles from agencies that help
disadvantaged workers find employment. Such referrals are becoming an in-
creasing share of all TJIC certificarions. The abolition of retroactive cer-

tification has apparently increased the share of knowing TJTC hires who are

referrals from 39 to 49 percent.

The econometric estimates ol the impact of TJTC on employment at

participating firms presented in this report suggest that it may be having a

modest effect. The study of data on employment growth in 1981 found that

17
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the estimated cffect of TJIC usage depended upon the specificaticn. When the
TJTC usage varial '~ ‘< the ratio of TITC certifications to employment and
effects are allowed to shitt when this variable reaches 0.5, TJTC utilization
1s found to have a significant impact on growth (10 certifications increase
employment by about 2) up to the point where tte utilization ratio reaches 0.5
and it has no effect beyond that. When the TJTC usage variable i{s the ratio
of TJTC certifications to new hires, estimated impacts of TJTC are essentially
zero. Econometric analysis also supports the hypothesis that TJTC raised the

proportion of the tirms work force that is under tue age of 25.

There are, however, two Important studies (Burtless and Cheston 1981;
Moran et al. 1982) that suggest that TJTv {s not having the desired effect of

helping the disadvantaged obtain jobs, as discussed next.

Welfare recipients who were traired to infcrm employers of their eligi-

bility for TJTC in 1980 were less likely to get a job. This was the surpris-

ing finding from two small-scale experiments, one in Dayton, Ohio and the
other in Racine, Wisconsina. Chapter 4 presents a more recent study that ob-
tained different results, however. It examined the hiring priority ratings
that nearly 850 employers gave to simulated job applications and found that
TJTC eligibility had a Fositive effect on these ratings. Apparently either
attitudes have changed in the 3 years between the exper’meuts or disadvantaged

youth are conciderably less stigmatized than welfare reciplents.

The bulk of the evidence revicwed lmplies that TJTC is inducing some
firee to change hiring and recrultment practices in ways that favor the dis-
advantaged. Some firms know prior to making hiring selections wnich appli-
cants are TJTC eligibles and take this into aczount when making selections.
The TJTC participants who responded in this way had two characteristics:

® They could correct hiring mistakes by f.ring or laying off a new
hire who does not do an adequate job.

e They are firms that do not expect new employees to be experienced
and highly trained. They follow a strategy of hiring inexperi-

enced workers and providing the necessary extra training.

A more employer ~>mmon response to TJTC was to ask for the referral of

TJTC eligibles by the employment service or some other agency. Most of the
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time, the use of agency referrdals results from agency contact rather than from
a firm-initiated request for referrals. Offering to screen and refer TJTC
eligibles is not only the best way of inducing a firm to begin participating
in T3TC, it is also he best way of persuading employers to include disad-
antaged peouple in rhe pool of applicants who are considerea ‘or job open-
ings.
The final chapter of the report summarizes the findings and suggests a

number of ways in which TJTC can be made more effective. Two alternatives to

TJTC are also described and evaluated.
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CHAPTER ]

LalROBueTion

1.1 Background, Objectives, and Uperation of the TJTC Progran

Jver the last two decades, the federal government has repeatedly atteupt=
2d to induce private euployers to increase their hir'ng of welfare r_cipients
dand disadvantaged workers in other categories. The governuent's purpose has
been to enlist the help of the private sector in “"getting people off the wel-
fare rolls and on to the tax rolls.” The priwary exawples of this effort «re
the Targeted Jons Tax Credit (TJTC), the Work Incentive (WIN) tax credit for
recipients of Aid to Fauwillies with Dependent Children (atuC), and the Compre-
hensive Employmeut Traiing Act (CETA) on-the-3ob training contracts. These
programs have not achieved a very high rate ot employer participation, how-
ever, and there is controversy about how effective they have been in inducing
chdanges in employer behavior. As the federal agency responsible for welfare
programs, Health and Human Services (HHS) needs to know (1) whether TITC is
indeed reducing the number ot people on welfare and (2) how the program can

become more cost—effective and successful.

Proyram Objectives and Legislative History

The federal government has ofrered to subsidize the hiring of disadvan-
tajed workers by private employers through the TJTC and WIN tax credit (now
part of TJTC) programs. The original TJTC program, authorized by the Revenue
Act ol 1978, subsidized the costs of niring workers from certain target popu-

lathean groups, which were as follows:

e Leononmically disadvantaged youth (ages 18-24)

¢ Youth (-g5es 16-18) participatin, 1in a ccoperative education progren
e tconomically disadvantaged Vietnam-era veterans (uuder oge 35)

e rconomically disadvantaged ex-otfenders

e andicapped persons receiving or having completed vocatioral
rehabilitation

e General assistance reciptents

e Supplemental Security Income (S51) recipients

le <
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The Revenue Act permitted employers wno hired individuals in the target proups

to claim a tax credit of 50 percent of the first $6,000 in wapges paid to an
enployee in the first year on the job, and 4 25 percent tax credit on the

first in $6,000 wages paid in the sccound year.

A criticism of the original program was that it gave employers a subsidy
for workers they would have hired in any case. This criticism stemmed from
the fact that (1) half of the certifications were for cooperative education
progran participants, whom employers probably would have hired in the absence
of the TJTC program; and (2) a large share of the remaining certificatio. s

were obtained retroactively (that 1s, after the hire occurred).

Countering this _citicism, the Economic Recovery Tax Act of 1981 (ERTA)
eiiminated both the general eligibility for croperative education program par-
ticipants (econeomically disadvantaged students remained eligible) and retro-
active certification. Furthermore, this Act added two new target groups—-AFDC
recipients/WIN participants and involuntarily terminated CETA/Public Service
Employment (PSE) employees—and abolished WIN as a separate progzram. The Act

also extended the program to December 31, 1982.

The Tax Equity and Fiscal Responsibility Act (TEFRA) of October 1982
established a new target group for the program——economically disadvantaged
sunmer youth--and extended the program until December 31, 1984. The Deficit
Reduction Act of 1984 further ex*:nded it through December 1985, An "eco-
nomically disadvantaged summer youth employee" is any individual certified by

4 designated local ageucy as meeting the following criteria:

® Perforus services for the employer betwee . May 1 and September '35
® ilas atteined age 16 but not l» on the hiring date
® :as not been d4n cmployee of the emp uyer at any time previously

® [5 a member of an economically disadvantaged family

Under TEFRA, an employer hiring a TJTC-vouchered suamer youth is eligible
for a tax credit of 85 percent of the first $3,000 (or less) of the em-

ployee's qualified wages for any 90-day period (or less) between May 1 and

September 15.
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Kesponsibllitly tor Program Uuerdaticus

Under federul law, the U.S. Deparctw ut of the Treasury is the lead agency
tor the 1JTC program.! Within that dg , the Inrernal Revenue service
(IRS) is delegated the authority to ada.nister the tax provisions of the
propraw. The Employment and Training Adwministration (LTA) of tne U. S.
Department of Labor (DOL) and the IRS have a Memorandum of Agreement tuat

describes the responsibilities of each agency 1n conducting the prograu.

Within the U.5. bhepartment ot Labor, ETA has respoasibility for the TJTC
program and provides general program management, oversight, and basic
ojerating guldelines. Tne ETA rejional offices have responsibility for
ensuring that the State Fmployment Security Agercies (SESAs) within their

Jurisdictions follow prescribed regulations and puidelines.

At the state level, governors are responsible for ensuring full partici-
pation of SESAs in the TJTC program. This participation includes providing

ds31stdnce 1n nepotldting state and local cooperative agreements.

As the "designated focal apencies,” SESAs are responsible for tne opera-
tional management of the TJTL program at the state and local levels. To fos—
ter cooperative rel- “1onships for administering the TJTC program with otaer
state and local agencies (particularly JTPA administrat,ve units), SESAs are

requ.red to do the following:

e LiSure that coopcratlve agrecuents have been negotiated with
JTPA administrators and other state/local agencies to assist in
the TITC program, pasticularly the econowically disadvantaged
summer youth element of that program, by performing eligibilaty
determinations (i.e., TJTC vouchering) and augmenting TJTC
marketing activities.

¢ rovide TJTC inftormation and technical assistance t5 JTPA agen-—
cies and other appropriate state/local agencies.

¢ Deveiop state/local narketing campaigns for TJTC. Such caw-
pargns incluaded emploment and training organizations alreeuy
working with the privdie sector.

TJlC_Yuucherlqg and Certification Procednres

For specitic eligibility operations, two basic forws dre used in the pro—

cesoing ot TITC cases: 1 veucher and a4 certitication. A vouchi.s is issued by
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‘hie SESA or other vouchering ageucy to 4 qualified applicant. The applicant

presents the voucher to the employer, who, after deciding to hire the appli- ‘
cant, completes the employer declaration section of the voucher and returns
the form to the SESA listed on the voucher. If an employer plans to hire an
employee who seems to be eligible but dous not have a voucher, the employer is
permitted to request certification of eligibility (in writing) from the SESA.
In all cases, the certification request must le postmarked on or before the

day the individual bepgins to work. -

The employer certification foruw 1s completed by the SESaA atter receipt of
the employer declaration or certification request. The certification is then b
sent to the employer for purposes ot completing the IRS tax return (the certi-

fication is not filed with the return).

Wi h regard to eligibility, the employment service offices and other
vouchering ayencies, determine an individual's eligibility by completing the -
Applicant Characteristic Form. For verification purposes, the vouchering
agéncy may require the applicant to present proof of family income and other
information at the time of vouchering. On the other hand, the emnployment
service offices have the option of conducting income verifications "after the
fact” on a sample of all vouchers issued. The rules defining income eligibil-

ity are quite complex and can not be reliably implemented by employers.,

A voucher issued to an ipdividual who is a member of an economically dis-
advantaged tamily is valid for only 45 days after the date of issuance. Any
voucher issued to an individua. who 1s not required to weet the economically
disadvantaged criteria does not have such a time limit. Prior to the Economic
Recovery Tax Act of 1981, eligibility determinations for econouically disad-
vantaged persons were valid through the end of the month in which chey were
issued. Despite the current extension ot the voucher expiration period, there -
1s some cvidence thdat employuent service offices have encountered difficulties
with this provision ot the legislation. ln Macro's (1984) study of the TITC
summner youth program, for example, many empiloyuwent service officials reported
that the 45-day limit created staffing problem because a significant amount

of revouchering had to be conducted.?2
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Eﬁﬂgrlcnce with T{?g

The TITC program started slowly hut by tiscal 1981, 400,00C workers were
being certified per year. Eligibility was ti,hteued in 196l. That, combined
with the economic recession, reduced the number of certifications to 202,261
in tiscal year 1982. With the end or the recession the total nwwver of cer-
tifications rebounded to 431,182 in fiscal 1985, and ruse to 503,381 in fiscal
year 1984. There were 1,337,037 voucters issued in riscal year 1984. The
TJTC program continues to grow, with certifications during the first quarter
of 1985 running about 19 percent above ihe comparable period in fiscal year

1984, Fiscal year 1985 certifications are projected to total 700,000 to
750,000,

The primary population group subsidized by TJTC has been youch. A break-
down of the number of TITC certifications and vouchers by eligibility category
is provided in tables 1.1 and 1.2. Prior to the 1981 ERTA amendo.2nts, coop-
erative education students were the largest single group of TJTC eligibles
served, with economically disadvantaged youth a close second. The ERTA re-
quirement that co-op students be disadvantaged has greatly reduced the use of
1JTC as a subsidy ot co-op education placements. Lconouically disadvantaged
youth (ages 18-24) and the new summer youth group account for 67 percent of
all certifications. AFDC recipients are the next most important group,

dccounting for 12 percent of all certifications.

TJTC has had greater success at obtaining employer participation than
previous targeted employment subsidies, such as the WIN tax credit, the
National Alliance of Business (NAB) JOBS program, and CETA on—the-job

trainln,, . This 15 due to the following features of TJTC:

e 1JIC 15 an entitlement. Reluctance on the part of local agen-—
cies to administer 1t cannot prevent a persistent employer from
obtaining certitication of employees who are eligible. 1In tact,
LTA's 1979 study of early implementation of TJTC found “the
rather limited vouchering and certification activity that had
taken place by then was largely in response to employer and
applicant inquiries rather than active promotion by their
staff."”

e Participation in TJTC requires less paperwork than CETA on-the-
Job training or the JOBS and early UIN programs did and requir s
tewer contacts petween government agencles and the eamployer.
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TABlE 1.1

TJTC CERTIFICATIONS

__Pre-ERTA | ~ Post-ERTA.

— o — —— e~ — =~ - - [PUNSR N S R RS

first Nine Fiscal Fiscal Fiscal

Summer youth (16-17 yrs. old) - - 33,538 30,137

Vietnam-era veterans 11,818 13,271 24,141 29,000

Ex-offenders 11,414 13,332 21,929 27,278
Co-op education students 132,214 48,0558 ¥,3248 -
Handicapped 12,318 14,727 25,412 38,263
CETA (involuntary terminees) - 8,147 383 -=
General assistance 6,006 8,136 14,480 24,101

SSI recipients 677 182 1,254 1,620

AFDC recipients WIN 13,503 50,736 84,769

Total 299,248 202,261 431,182 563,381

Source: U.S. Department of Labor. Reports prepared by the U.5. Employment
Service Office of Planning and Review/Operation, and dated June 31, 1981;
October 6, 1983; December 27, 1983; and January 15, 1985.

3The number of co-op education student certifications in FY 1982 and FY 1983
are not available, so the numbers of eli,ibility determinations have been used
in their pltace {(but are not included in the totals for the program).

| Months of Year Year Year
ry 1981 1982 | 1983 1984
Economically Disadvantaged
Youth (18-24 yrs. old) 124,701 132,195 259,309 328,213




TABL

bLo1.2

L

TJTC VOUCHEKS ISSURD

Pre-ERTA j Post-EKTA -
First Nine Fiscal i Fiscal Fiscal
Months of Year | Yaar Tear
L FY 1981 1952 1983 1984
Econouwically Disadvantaged
Youth (18-24 years old) 207,751 299, 6883 581,795 619,147
Summer youth (16-17 years old) - - 87,3086 61,876
Vietnam-era veterans 31,9706 43,434 8u, 808 76,001
Ex-of fenders 35,2432 4o, 508 94,545 75,322
Co-op Lducation Students 132,232 43,055a 83,3244 —--
Handicapped 2,900 48,029 78,683 95,443
CETA (involuntary terwinees) - 8,147 1,130 -~
General assistance 47,653 54,654 65,169 92,000
SSI recipients 1,481 2,288 3,115 3,755
AFDC recipients WIN 121,939 294,394 313,493
Total 545,407 624,687 1,280,947 1,337,637
Source: 1.sS. Department of Labor. Reports prepared by the U.S. Employment Service

Office of Planning and Review/Operation, and dated June 31,

December 27, 1983; and January 15, 1985.

8The nuaber of co-op education student certifications i

1981; October &, 1983;

n FY 1982 and FY 1983

dre not available, so the numbers cf eligibility determinations have been used
in their place (but are not included in the toutals for the prugran).
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Nevertheless, the TJTC is currently helping a minority of those eligible for
tte program. The Coagressional Budget Oitice (CBO) has calculated that the

particination rate for disadvantaged youth is less than 10 percent.’

1.2 Kesearch Questioas

The overall purpose of this study is to (1) better our understanding of
the operation of the TJTC program and (4) establish whether TITC is effective
in promoting increased enploywent of disadvantaged workers. The specific

objectives of the research are the following:

® To discover how employers learn of and about TJTC, how this
varies with the characteristics of the employer, how the source
of this “~formation intluences whether employers participate,
and how local administrators can target their outreach efforts

to firms that are likely to become big users of TJTC if
approached.

® To examine whether a firm participates in TIJTC by only
identifying and certifying eliglble eaployees or by making "an
effort to select new €u, .oyees who are tax-credit eligible,” and
to understand why this happens.

® To study how cmployers learn that an individual is eligible.
low is the source of *w-g knowledge related to whether the firm
1s purposely trying to select eligible workers, whether it knew
the individual was eligible at the time of hiring the worker,
and whether the fact of eligibility *nfluenced {its decision?

e To exauine whether employers stigmatize individuals who are
eligible for TITC as poorer workers. How does this relate to
the extent of employers participation, to whether they make a
special eifort to select eligible workers, to the natute of the
firm, and to the other characteristics of the Job applicantg?

® To learn how many and what kinds of employers do mnot obtain
-ertification of employees they know to be eligible, why they

choose not to apply, and what proportion of all known eligible
hires are not certified for each reason.

® To study changes over time in participation in TIJTC. Diu tne
firn; that participated in 1977 increase their utilization of
the tax credit in 1980, 1981, and 19827

e To learn what induces firms that have ot used TIJTC in the past
to start using it. What seems to !nuuce firms to become a new

user: learning of the program, a4 personal contact. or the need
to hire aew employees?

Becduse of the interest in whether TJTC is influencing hiring decisions
or merely subsidizing workers who would have been hired anyway, the study
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focuses on better medsurement of these Lopacts and on the impact of the 1981

ERTA amendments requiring certification ot eligibility prior to hiriug.

relevant objectives are as follows:

® To measure, for the pre-LERTA period, wha. share of the certifi-
cations were obtained for new employees who were hirea _rior to
learnlng that they were eligible, and what characteristic= of
the firm are related to such retroactive certifications.

® To study the impacts of the ERTA changes on overall usage of
TJTC, on how a firm recruits elizible workers, and how it learns
which job applicants or eamployees are eligible.

e To study the impact of TITC on the employaent levels of partici-
pating firms.

® To study the impact of TJTC on the share of a firm's work force
that is under the age of 29.

Because of tre complicated eligibtility rules, employers find it hard to
identify job applicants who are eligible on their swn. If their hiring de-
cisions are to be influenced by the program, the difficult job of idencifying
who is eligible often must be done for the company. The employment service,
the welfare office, or some other lahor market intermediary must make refer—

rals to the employer. How these referral relationships are established and

how effectively they work are important issues for study. The specific

research objectives in this area are as follows:

e To study how referral relationships are estahlished. Who
initiated the first contact--the firm or the government? what
deternines whether employers who are asked to accept tax-credit-
eligible referrals agree? \hich employers do the local adminis-
trators typically approach about receiving referrals?

® To learn what causes a referral relationship to be successful.

» To learn tile reasons that empleyers who choose not to accept
teferrals yive fer not waating to particinate.

The final objective 1s to suggest ways by winich the TITC progranm's impact

and cost-effectiveness way be irzreased.

1.3 Data 3ources

A survey sponsored by the National Institute of Edv-ation (NIE) and the

National Ceuter for Research in Vocational Education (NCRVE) was conducted

? 28




betwe :n Februdry and June 1982, and provides the datavase of 3,412 employers
for this study of TJTC. The Survey represented the second wave of a two-wave

longitudinal survey of employers from selected geographic areas across the

country.

The first wave, not utilized in this study, was funded by the U.S. De-
partment of Labur to collect data on area labor market effects of its Employ-
went Opportunity Project (EUPP). The survey encompassed 10 EOPP pilot sites
and 18 comparison sites selected for their similarity to the pilot site. The
survey desiyn specified a Strategy of oversampling firms with a relatively

high proportion of low-wage workers.

The second wave made an attempt to interview 311 of the respondents in
the first-wave survey. About 70 percent of the original respondents completed
Surveys for the secund wave. The data collected by this second survey on the
use of TJTC are more extensive than those available in the first wave (or in

2ny other data set known to the authors).

In the bulk of the sample, respondents were the owners/managers of the
establishments. In large Organications, the primary respondent was the person
in chdrge of hiring, generally the personnel officer. When primary respon-
dents were unable to answer a8 question, they were asked 1f soweone else in the
crganization would have the information, and that part of the interview was
completed with this other official. Other respondents included controllers,
wage and salary administrators, and line supervisore (for questions about a
particular recent hire). 4 description ui the sample frame of the first wave
of the survey and a copy of tne relevant portiont of the questionnaire are

included as 'ppendix A and B.

Ine research project is no:i a definitive study of the impact and cost-
eftfectiveness of TJTC. Although many interesting and important questions can
be answered by analysis of the NCRVE employer survey, there are other ques-
tions that a policymaker/analyst may ask that cannot be examined with such a
data set. For example, datd on individuals who are vouchered or czrtified by
TITC were not analyzed, so there is no information on how long a subsidized

werker stays at a subsidized firw or what happens to the worker when he or she
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leaves. The report addresses such questions as “Did TJTC induce narticipating
firms to increase total employment or change their hiring policies so as to
nire more disadvantaged workers?” Determining whether such impacts resulted
in displacement of other workers or in an equivalent net increase in eccuomy-

wide employment is beyond the scope of this Leport.4

In this respect--not examining the full general equlibrium effects--this
report follows the pattern set by neariy 4ll of the empirica® evaluations of
employment and training initiatives. General equilibrium effects can be cal-
culated by simulating the impact effects 1in a fully specified general equi-
librium model or by estimating impact effects in aggregate data on geographic
2ceas which encompass all displacement/replacement effects. Both of thesge

avenues will be pursued in the future but they are not part of the currert

report.

The body of the report is organized into seven chapters. Chaprer 2
examines who is using TJTC and how it 1is being used. Various measures of
nnowledge, use, and impact of TJTC are tabulated by industry and establishment
size. Chapter 3 estimates multivariate behavioral models of knowledge and
utilization and uses them to help understand why TJTC has a low participi-
patica ra.e and wh’ch types of firms are the big and/or most cost-effective
users of the program. Chapter 4 examines whether welfare clients and nthers
eligibie for TJIC should be advised to advertise their eligibility in job
interviews. Chapter 5 examines how employers recruit and identify applicants
who are eligible for TJTC. Chapter 6 analyzes data on the impact that TJTC
has upon the growth of employment at participating firms and the share of that
employment that 1s under the age of 25. Chapter 7 presents an empirical
analysis of the effectiveness of federal efforts to promc:e the 1JTC program
and suggests a strategy for -argeting these promotional efforts to increase
the cost-effectiveness of the program. Chapter 8 reviews the implications of

the research for policy and engezsts a number of important topics for furcher

research.

11
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CHAPTER

HTILIZATION OF THL TARGETLD JOBS TAX CREDLT

2.1 Familiarity with Targeted Jobs Tax Credit

Ewployer familiarity with the TJTC program has been increasing. In the
first wave of the NCRVE employer survey (conducted in the spring of 198U},
only 17 percent of all employers reported being “familiar” with TJTC.l 1In
spring 1982, 77 perceat of these same employers reported having "heard”™ of
TJTC.2 Since firws with fewer than 10 employees account for 80U percent of
all firms with payroll, these statistics are dominated by small employers.
Firms with fewer than 10 employees account for only 13 perceut of all

employment, however (U.S. Department of Commerce 1981).

Knowledge of TITC scems much more exteasive when data from individual
employers 1s weivhted by tie number of people working at thai cotablishmeit.
Employers responsible for 33 percent of employment reported being "familiar'
witnh TJTC in 1980, and employers responsible for 90.5 percent of employment
reported having "hearc of” TJTC in 1982. Reporting the share of employment a:
establislments with a particular characteristic is a better way of generally
characterizing the labor market, so this is the strategy adopted for the bulk

of this chapter (tables 2.1 - 2.6 and 2.10).3

Table 2.1 shows how employer knowledge of TJTC in spring 1982 varied with
the size of the establishment. Twenty-seven percent of the establishments in
the sample were parts of firms or corporations with more than one establish-
ment. Data are reported by establishment size rather than by firm size for
two reasons. First, the sample frame for the survey was cstablishments, not
firms. Secondly, the respondents had authority over aad knowledge of hiring
practices only for their particular establishment.# The multivariate
analysis in chapter 3 examines the impact of firm size as well as establish-

ment sgize.

The first line of the table presents the answers to the question, "iave
you heard that federal tax credits are available to enmployers hiring certain
types of workers?” By 1982 even the managers of very small firms had heard of

TJTC. Only one quarter of the managers of firms with fewer than 10 employees
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reported not having heard of TJTIC. Only 1 percent of the respondents frow

establishments with 500 employees or more admitted to not having heard of

TJTC,

Because they have personnel managers and hire wmore frequently, large
employers are more likely to be contacted by those proroting the TJTC progranm.
From the point of view of agencies promoting TJTC, it is more desirable to
convince a large firm to participate in the program, because this will
probably lead to more TJTC eligibles being hired. Because the costs of
learning about the program are roughly constant for employers of different
size but the payoffs to using the program are proportional to the number of
subsidized hires, large companies may be expected to be more likely to

initiate conversations about TJTC with an eye to learning more about it.

The data in table 2.1 confirm both of these expectations. Larger
establishments were much more likely to nave been contacted aboat TJTC: 20
percent of establishments with over 500 employees had been contacted by
government agencies and 6 percent had been contacted by an unknown or non-
governaental group. Only 4.4 percent of the employees with less than 10 em~
ployees had been contacted by government agencies and another 4.2 percent by
an unknown or nongovernmental group. The percentage of firms that had
initiated contacts about TJTC was much higher for larger firms. Forty-two
percent of the large employers had initiated such contacts, whereas only 5.8

percent of the smallest firms had done so.

Table 2.2 describes how knowledge and contacts vary by industry.
Ninety-three percent of industrial employment (1i.e., manufacturing, miaing,
transportation and utilities was at companies that had heard of TJTC. Indus—-
trial establishments were also more likely to have been contacted by govern-
ment agencies about TJTC: companies representing 24 percent of industrial
employment had been contacted by a government agency. This is probably

explained by the large size of the typical industrial establishment.

The industry with the lowest governuent—-initiated personal contact rate
was the restaurant industry. Total contacts for this industry were very high,

however, because contacts initiateq by the fi-uw were extremely high. The

large firms in the non restaurant retail/wholesale industry also had a high
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propensity to initiate conversations about TJTC. The share of employment
accounted for by firms that had iuitiated such coutacts was 31 percent. The
share of establishments initiating such coutacts was only 6.7 percent,

however.

¢.2 Referrals of TJTC Eligibles

As might be expected from the data already discussed, larger companies
were more likely to receive requests to accept TJTC referrals. Table 2.3
illustrates this. Almost half of the establishments with 3500 or more em-
ployees were asked by an agency to accept TJTC referrais. Forty-two percent
of these firms had initiated requests for referrals and 60 percent planned to
ask for referrals in the future. Only 12.5 percent of the smallest employers

had been asked to accept a referral, and only 2.6 percent initiated such a re-

queste.

The most significant finding from th® table is that in 19582 when the
s>urvey was conducted many wmore employers planned to ask for referrals of TJTC
eligibles when they had an opening for an unskilled worker than had asked for
such referrals in the past. Among the establishments with 500 or more emjlioy-
ees, 42 percent had initiated a request for referral of TITC in the past and
60 percent plan had to do so in the future, an increase of 43 percent. Auong
establishments with fewer than 10 employees, only 2.6 percent had initiated a
referral request in the past, but 13.4 percent planned to do so in the future,
an increase of 415 percent. ‘Thus, very small employers expressed a willing-
ness to participate in the program but had not yet done so, probably because
they had not recently had an opening that could be filled by a TJTC eligible.
The large projected increase in usage by small companies suggests that lack of
unskilled job openings is an important reason why small establishment have, in

the past, been less likely to participate in TJTC than large firms.

The industry with the highest likelihood of being offered TJTC referrals
or of initiating a request for a TJTC refcrral was the restaurant industry
(see table ”.4). The service industry was the least likely to be contacted
about receiving TJTC-eligible referrals by the employment service or other
government agencies. he construction industry was least likely to initiate
referral requests and to plan such requests in the future. Overall, the per-

centage of firms planning to ask for TJTC referrals in the future was consid-
34
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erably higher than the percentage ot firms who had initiated requests 1n the

past. In the industrial sector, 32 percent of employment was in establish-
ments that planned to initiate requests ir the future, even though only 12
percent nad dorne so in the past. This is an increase ot 166 percent. The
industry with the highest rates of usage (referral requests) in the receat
past—the restaurant indusiry--——did not expect vo be increasing its usage by

very much.

2.3 Participation in TJTC

Large establishments were much more likely to participate in TJTC than
small establishments (see table 2.5). Larger firms were more likely to have
received tax credits under this program, aad were uore likely to have tried to

select TJTC-eligible applicants.

Participation rates dropped for almost every size of establishment after
September 1981. The drop in participation was due to the recession, and to
two amendments of TJTC's authorizing legislation that took effect in October
1981. Une provision ended the eligibility of cooperative education students
who were not from low-income families. The second provision required employ-
ers to apply for TJTC certification of a rew hire on or before the day the
employee began work. The purpose of this last change was to ensure that the
employer was at least informed of the worker's possible eligibility at the
time the hiring decision was made. This, it was hoped, would increase the
probability that TJTC would induce changes in recruitmert patterns or hiring

standards to favor disadvantaged job applicants.

The percentage of all employees who were subsidized did not seem to vary

appreciably with establishment size as long as size was under 500 employees.

The percentages ranged from 0.3 to 0.7 percent. Within this group in 1981
there was also no tendency for size to influence the percent of new hires that

were subsidized in 1981. The range was from 1.1 to 1.7 percent.

The establishments with more than 500 employees tended to obtain sub-

sidies for considerably larger proportion:c of their work force. In 1481,

these largest establishments had obtained subsidies for an average of 5.4

percent of their employees and 18.5 percert of their new hires. It is
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TARLE 2.5

PARTICIPATION IN TJTC BY SIZE OF ESTABL ISHMENT

Number of Employees Total Total Not
welghted | welghted
1-9 | 10-49 | 50-95 [ 100-499 [ 500+ | by Size | by size

Percent recelved TJTC 3.8 4.6 7.3 S5el 29.4 14.6 4.3
in 1980

Per cent recelved TJTC
between Jan. and Sept. 6} 2.6 4.4 3.9 19.8 47.5 21.3 2.5

percent recelved TJTC
between Sept. 81 & Apr. A2 2.3 247 Re2 17.9 34,9 16.1 2.7

Percent trying to
st lect ellglibles . 2.2 9.9 13.4 33.8 15.4 2.8

TJTC-subslidized employees
In 1980 as § of employment .7 o 0.2 2.9 1.0

TJTC-subs!dized emplioyees
In 1981 as % of employment .4 .5 .7 n,a £.4 1,0

TJTC-subsidized employees
In 1982 as § of empioyment oS .3 .4 Ne2 2.4 o8

TITC-subs Idized enplayees
In 1/81=9/81 as a § of new
hires In 1981 1.1 1.2 1.7

(]

e 18.5 545

Average nirber of employees 5.3  20.6 66.6 197 07 25.8

The top four rows are welahted by employment In 1980 and the Inverse of the probablilty
of selactlion. The hottom five rows are welghted by the inverse cf the probabliil+y of
selectinn only.
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TABLE 2.6

PARTICIPATION IN TJTC BY INDUSTRY

i i Other
Construc~ | Industriai Eating & | Whclesale Other
tion Sector ! Drinking Retal | Finance | Services

Percent recelved TJTC
In 1980 3.6 10.8 4.3 26.7 11.2 8.7
Percent received TJTC
between Jan.~Sept. 198) 241 1542 45,7 27.6 12.5 18.5
Percent recelved TJTC
between Sept. 1981 and <7 13.5 44.3 18.9 5.3 10.8
Aprll 1982
Percent trylng to
select elliglibles 1.1 7.2 40.3 20.9 2.1 18.2

TJTC=subs Idlzed new
hires In 1980 as ¢ 0.4 0.5 0.4 2.3 ] 0.4
of emp|oyment

TJTC-subsidized new
hires betw. Jan.-Sept. G.3 0.3 0.6 5.1 23 0.4
1981 as £ of employment

TJTC~subsidlzed new

hires betw. Sept.~Apri} 0.t 0.1 0.6 PR 05 0.4
1982 as § of employment

TJTC~subsidlzed employees

Jan.~Sept. 1981 as ¥ 0.3 0.8 1.4 18.0 1.2 1.2
of 1981 new hlres

Aver age number of
emp ! oyees 17 .1 54.1 38.0 24.8 25.4 17.1

The top four rows are welghted by employment In 1980 and the Inverse of the probabllity of
selectlon. The bottom five rows are we Ighted by the Inverse of the probabl }ity of selection
only.
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important to rewember that tnere were only 80 establishwents with more thaun

SU0 employees in the NCRVE Employer Survey sample. A few very large companies
were apparently hiring large numbers of subsidized workers. This pattern is
consistent with earlier findings showing that large conpanies tend to be more
aware of the progrdam and more aggressive about selecting ana certifying eligi-
bles. The changes in the law in 1981 and the recession seem to have caused
larger declines in the number of subsidized employees in 1982 than in the

number of participating firms. The decline was especially dramatic in the

largest establishments.

The pattern of utilization by industry is very revealing (see table 2.6).
The retail sector dominated the statistics. A few very large establishments
in the restaurant industry seem to have begun to participate in 1981. The
share of employment at participating restaurants rose from 4.3 percent, to 46
percent, whereas the share of all establishments participating fell moderately
from 4.9 to 4.3 percent. The share of total emplojyuent ihai was subsidicea 1n

this industry rose moderately from 0.4 percent to 0.6 percent.>

The industry responsible for the greatest number of TJTC certifications
in our data was the retail sector (other than food service). During 1980 and
1981, almost 27 percent of the industry's employment was at establishments
that were participating in TJTC. In 1981, 5.1 percent of the industry's em-
ployment and 18 per cent of its new hires were TJTC eligibles. Just one or
two large users of TJTC in the data are probably responsible for these esti-

mates of high utilizativu by this iadustry.

Although the specific values for the two parts of the retail sector are
probably subject tc a great deal of sampling error, it was clear that the re-
tatl sector is responsible for most of the nation's TJTC certifications. In
1983, for instance, Pizza Hut was responsible on its own for about 1.5 percent

of all TIJTC certifications in the nation.

Why has the retail industry been the biggest user of TJTC? A look back
at earlier tables reveals that it was not because government agencies were
more likely to initiate conversations about TJTC or offer TJTC referrals.
According to tables 2.2 and 2.4, the big difference between the retail indus-

try and other industries was their greater likelihcod of initiating a conver-




gation about TJTC and their greater likelihood of initiating a request for the

referral of TITC eligibles. They were also more likely to be contacted by an
unknown source or one of their tre.de associations. Firms in the retail indus-
try probably initiated contacts and referral requests because the payoff to

participation 1is higher in their industry than in other industries.

2.4 The Impact of Who Initiates the Conversation

Table 2.7 displays unweighted data on how utilization of TITC varies by
whether there has been a conversation about TJTC and who initiated that con-
versation. Of the 70 percent of employers who had not aad a conversation
(n=2407), only 1.5 to 1.7 percent had participated in TITC, and less than
0.5 percent of their 1981 new hires were subsidized. The firms that had a
conversation about TITC were much more likely to participate in TJTC, to make
an effort to select TJTC eligibles, and to ask for referrals of TJTC eligi-
bles. They also hired subsidized workers for a considerably larger proportion
of their new positions than employers who had not had a conversation about
TJTC.

Not surpriringly, the biggest users or TITC were employers who initiated
the first conversation about TITC. When the respondent (most often a manager
Oor personnel director) personally initiated the conversation about TJTC, there
was a 16 percent chance the firm was trying teo select TJTC eligibles, and an
average of 4.7 percent of 1981 new hires were subsidized. When someone else
in the firm initiated the conversation, there was a statistically significant

increase in the probability that the firm was trying to select TJTC eligibles.,

The level rose to 27 percent, and about 9.7 percent or 1981 new hires were
subsidized.b

Conversations initiated by government agencies, local business organi-
zations, and other groups seem to have had a roughly equivalent impact on
Participation and utilization. Policies of selecting TJTC 2ligibles were
found at 12 to 15 percent of these companies, and subsidies were obtained for
between 2.5 and 2.8 percent of their new hires in 1981. Conversations initi-
ated by trade association officials seemed to increase participation rates

moderately and induced a few firms to try to select TJTC eligibles. Such
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Your Govern~ Trade Buslness Oen't Conver-
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conversations seemed to have had almost no impact on usage, however, possibly

because trade associations cannot provide help in recruiting and/or referring

eligible job applicants. Such help must necessarily be provided at the local

level.

2.5 Reasons kaployers Give for ot Participating in TJTC

The 1982 NCRVE employer survey asked emploeyrs who had heard of TJTC
whether they planned to asked the employment service for referrals of TJTC
eligibles when they needed to hire unskill d workers in the future. Only 27
percent said yes. The other 73 percent were asked "why not, " and their an-

swers, unweighted either the probability of selection or size, are reported in
table 2.8.

The reasons cited for not planning to ask {or referrals generally related
either to not needing or wanting people of the type who would be eligible, or
to not wanting to deal with the employment service, the agency that was
proposed by the question as che referral source. Thirleen percent were not
exnecting to hire anyone, 7.6 percent did not need the types of workers who
might be eligible, and 17.5 percent thought eligible workers would not be

s<ill2d or reliable enough.

Dissatisfaction with the employment service was very common--8.5 percent
expressed dissatisfaction with previous employment service referrals and
another 23 percent said "I don't use the employment service" wichout citing a
reason. The responses suvggest that having to obtain referrals and certifica-
tions from the employment service may be ai. important barrier to participa-
tion. The next most common reascn, (gjven by 1U.7 percent) for not planning
to participate was paperwork. Only 3.3 percent mentioned the possibility of
government interfe-ence or IRS audit as a disincentive, and only 1.3 percent

claimed the tax benefit was too small.

Because many of the negative references to the employment service were
probably a consequen-e of problems with previous referrals, it should be clear
that tt«¢ primary barrier to universal participation is the perception that
eligible referrals will be less productive and less stable workers. Since low

produc tivity was the primary criterion for selecting the groups that would be

{
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Ta3LE 2.8

REASC 'S FOR KOT PLANNING TO ASK FOR REFERRALS OF TAX CREDIT
ELIGIBLES WHEN AN UNSKILLED WORKER IS NEEDED

Percent of Respo .ses

| -~ | '

— Not Hiring That Type of Worker/Not Eligible (Subtotal) 22.0

I Don't expect to be hiring 13.0
Will not be needing types of workers who might

— be eligible 7.6

I Would not benefit because we have no tax liability .2
We are not eiigible 1.2

Eligibles/Referrals Are Thought to Re Poor Workers (Subtotal) 26.0

cligible workers not skilled enough 14.0
Eligible workers not reliable enough 3.5
Dissatisfied with employment service referrals 8.5

--ﬂ llll'

Don't Use the Employment Service 23.2

Criticism of TJTC Program (Subtotal) 15.3 15.3

Too much paperwork 10.7
Might result in government interference 3.3
Tax benefit not big enough 1.3

Applicants Should Be Judged by Qualifications and
Not by Tax Credit Availability

‘--ﬁ—*II-lrgi-'
i

_ Other/Didn't Think of It 7.0
Total 100.0
Uaweighted tabulation of answers to "Can you tell us why ysu do act plan to

- ask for referrals.” The question was asked of the 73 percent of respondeats
who answarea "no” cr "don't know” when asked, "In the future, do you plan to
ask for referrals of tax-credit-eligible employees when you need to hire

— unskilled workers?”
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eligible for TJTC, this should not be a surprise. If the program is well

targeted, 1t is almos inevitable that employers will perceive the eligible

workers this way.

The stigma attached to being a member ur one of the targeted groups does
not explain why employers do not request a certification for employees they

know to be eligible. The 1982 NCRVE survey found that certifications were

not requested for 15 percent of the known TJTC eligibles who were hired. The

118 employers who reported not applying for a tax credit for one or more of

their eligible hires were asked why. Their auswers are reported in table 2.9. -
Forty-six of the employers cited procedural reasons for not applying (i.e.,
employee left too quickly, firm not eligible, deadline passed, etc.). Seven-
teen employers reported that not knowing how to apply was their reason for not
applying, and 25 reported that the paperwork tas too great. Only three com
plained that the tax benefit was to. small. only eight saic they do not want
to get involved with the f deral government, and only one mentioned a fear
that applying might result in goverirent interference. Thus among firms that
hired eligibles, the primary barriers to participation seemed to be paparwork
and ignorance. Of the two, ignorance was the most important, for there were -

large numbers of firms that hiced eligibles but did not realize it

Minimizing paperwork was an i.portant consideration in the rriginal
design of TJTC. Unfortunately, wost of the complexity and paperwork that
remains is an inevitable consequance of che highly targeted nature of the

program. The perception that paperwork will be burdensome dissuades many

firms from trying to participate in TJTC. This pevrception is probably a

consequence of previous experier~e with other government programs and the
generally bad reputdtion of g ment programs in the employer community.
It probably is not based on actual experience with TJTC. There are some
importaut costs to learning how to use the TJIC program, but once a firm has
iearned the ropes, paperwork costs of continuing or increasing participation
are small. Because paperwork is, in fact, minimal once the initial costs of
learning have been overcome, the negative petception will probably change as
the number of firms that have actual experience with the program increases.

Consequently, this barrier to participation will probably diminish with time.
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TABLE 2.9

WHY “MPLOYERS WHO HIRED ELIGIBLE WORKERS
DID NOT OBTAIN CERTIFICATION

Number of Rééponses

Administrative/Structural Reasons {Subtotal) 46
Deadline for applying past 5
Employee left before being certified 12
Employee did not stay for required length of

time to be certified 9
Not eligible for other reasons il
General/other admiiistrative and structural 9

Lack of Knowledge/Don't Xnow How 17

Benefits Nid Not Outweigh Costs (Subtotal) 32
Paperwork too great 25
Tax benefit too small 3
General 4

Pon't Want to Get Involved with Government 8

Might Result in Interference 1

Worker Ability 2

Other 12

Total 118

Answers to the question "Why didn't you apply for the tax credit for these
2ligible employees?™
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2.6 1Impact of TJTC on the Recruitment
and Selection of the Disadvantaged

In the 1982 NCRVE employer survey, respondents were asked 1if their
coupany makes an effort to select new employees who are tax-credit eligible.
Coupanies can make an effort to select an eligible in a number of ways, such
as recruiting among people likely to e eligiblec, by asking for referrals, or
by giving preference to eligibles whea making hiring selectiors.

Table 2.10 reports the percentage of companies (weighted by employment) |
that reported attempting to select tax credit eligible workers. Because most :
firms did not participate in TJTC, it is not surprising that only 15 percent 7
of 211 employment was in firms trying to select TJTC eligibles. The unweight- |
ed percentage of participating companies who tried to select TJTC eligible
employees was 25 percent. The percentage of participating employers weighted |
by size who tried to select tax-credit-eligible employees was 50 percent. As
anticipated, participants were more likely to try to select eligibles than ‘
non-participants. The fact that weighting by size dramatically increases the
proportion of participating companies that reported trying to select TJTZ |
eligibles that participating companies with many employees were more l
likely te modify their hiring policies to make use of the tax credit than |

participating employers with small work rforces.

The table further shows the percentages that reported trying to select |
eligibles where the firms were weighted by the number of subsidized hires made ‘
in 1980-8l. The last colusns shows the percentage for firms weighted by the i
number of subsidized hires made after Septembe. 198l. The last two numbers ‘
were divided at September 1981 because there were significant changes wmade in

the law that came into effect on that date. As might be expected, the

percentages are much higher for the last two zoluwps--80 and 81 percent, _
respectively./ The high percentage in columns 5 and 6 reflect the tendency I

of large users of the program to be more likely to report trying to select

eligibles. These high percentages mean that most of the tax credits went to '

Iirms that report that TJTC iuduced them to change their policies in ways

that favor the disadvantaged. -

Fiims were also asked {f they tried “to tdentify and certify tax-credit ‘

eligible employees who had already been hired.” Only 32 percent of all

'
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Companies weighted by size reported having tried to certify eligiktles. The
primary reasons employers gave for not trying to get tax credits for already
hired workers .ere ignorance of che program or how to apply for it and the
belief that none of their new hires were eligible and that the paperwork would
be burdensome. The percentage of all participant firmg weighted by size who
tried to identify and certify employees vas significantly larger, 75 per-
cent. The percentages for participating firms welghted by number of subgi-
dized hires were even higher--89 percent for 1980-81 and 90 percent for after
September 1981. It ig interesting that the differences between all partici-
pants and weighted participants were so great for these two lines. Large
users were apparently utilizing the TJTC program the most aggressively, in

both trying to select and certify TJTC eligibles.

All firms that had heard of TJTC were asked if they thought "that tax-
credit-eligible peop,e usually make better or poorer new employees than people
who are not tax-cred‘t eligible.” The employers that were using the program
had a more favorable opinion of TJTC eligibles than those who had not.8 The
typical firm that had heard of TJTC (whether or not it had hired a TJTC
eligible) tended to have a negative attitude toward TJTC eligibles. Only 7
percent said TJTC eligibles made better workers, and 35 percent said eligi-
blity made no difference in the quilicy of a worker, while 28 percent thought

they were poorer than average.

A scale was constructed assigning +1 for employers who thought elig*vles
made better-than—average workers, 0 for those who thought it made no
difference, and -1 for those who thought eligibles made poorer workers. For
employers who expressed an opinion, the weighted mean of this scale was -.26.
The unweighted mean was even more negative, -.43 (not shown in the table).
Clearly, this negative attitude contributed to the low participation rate in

the TJTC program.

All participants, wkich 1s a number dominated by small users, had a bet-
ter but still relatively low opinion of TJTC eligibles. The mean for this
group was -.17. Weighting the participants by the size of the firm or number
of subsidized hiresg significantly raised the average orinion of TJTC eligi-
bles. When participants were weighted by their size, the mean value of the

opinion scale was .03. When welghted by usage of TJTC, the mean opinion was
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also roughly zero (-.05 and .04). These firms felt that TJTC-eligyible workers
were just as productive as the other workers they hired. Roughly as many
reported that TJTC eligibles made better workers as reported that they were
poorer. This finding {mplics that among TJTC users large firms and large
users had a more favorable impression of TJTC workers. Large users whoe had

good experiences with TITC workers scemed to continue to use the program after

eligibility rules were tightened.

This is important, because in the long run, impact of the program s in
large measure determined by whether the existence of the program and resulting
experiences with eligible workers change euploye perceptions of the produc-
tivity of eligible workers in a positive direction. If the very fact that the
fereral government has chosen to subsidize the hiring of a particular groug
causes employers to anticipate even lower output from the group, the program
will probabl not be very effective at increasing the employment of the target
group. If, on the other hand, participating employers discover that eligibles
are better than chey previously thought, the program will be very effective.
Because employers are reporting that the TJTC eligibles they knowingly hire
are just about as productive as other workers in the same job and some em-
ployers are rapidly expanding their hiring of TITC eligibles, the tax credit
may be having the desired effect of raising scue employers' opinions of the
productivity of disadvantaged workers. Because there is no longitudinal data
on employer beliefs about the productivity of TJTC eligibles or disadvantaged

individuals 1in general, there is no way of testing this speculation.

Another plaucible interprztation of the rasults is that the growth of the
TJTC program was due to the epread of knowledge about how to use the program.
Once the costs of learning how to use the program are incurred, the costs of
continuing to use it are very low. They may, in fact, fall as the firm devel-
ops better methods of recruiting TJTC eligibles and of selecting from the pool
of eligibles who have applied. The reason why the eligibles that were hired
are turning out to be just as productive as other new hires is that employers
have not lowered their hiring standards to increase their hiring of TJTC «li-
sibles. Thelr response to the program may have been to add eligibles to the

pool of candidates considered, but to leave their hiring standards unchanged.

48

30




Lne of the maju: purposes of Ti00 1s Lo 1adae e 1irac oo hite disidvan-
taged workers for jobs thit woula orherwise be tilled by nondisazavantages
workers or not have existed at all. [lhere are two ways changes in hirin,
outcowmes might occur, as follows:

e The firm could take TUTC eligibility intu account when decid-
ing which job applicant to select.

e the firm might adjust its recruitment practices so as to in-
crease the number of TJTC eligibles that are applying to the
firm.

Each of these mechanisms will be examined in turn.

If final selection: are to bhe influenced by TJTC, the hiring decision
maker must know or at least suspect that the individual is eligible for TJTIC.
Before Septemoer 1981, 1t was possible for an employer to apply for TJTC cer-
tification of (amployees who had been nired many months previously at a time
they were not <nown to be eligible for TIJTC. Omitting cooperative education
students (w"o were certified automatically), roughly two-thirds of the TJTC
certifications were retroactive; that is, they were made after the eligible
employee’s tirst day at work. Obtaining a certification retroactively 1s not,
however, conclusive evidence that the hiree was not known to be eligible when
hired. The z2uployer wmignht have known the individual was eligible when the
niring decision was made, but decided to postpone requesting a certification
because it was a particularly busy period or because of a desire to see if the

worker did okay durlng a trycut period.

The only way to learn whether the enplover was aware of the worker's
cligibility gt the time of the hiring decision is to ask the exployer.
Employers that hired TJTC eligibles bhetween January 1980 and September 1981
were asked, "llow many of the employees did you know or think might be elipible
before you hired them?” This question was used to calculate the share of
TJTC-certified hires prror to September 1981 who were known to be eligible at
the time they werm hired. The results are presented on liune four of table
2.10.  An unweighted average of these percentages for the population of par-
ticipating firms is 29 percent. Unweighted averages tend to overrepresent
small users, however. Weighting by size increases the estimate of knowledge-

abl+ hiring to 48 percent. Weighting by the number of subsidized hires prior
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TABLE 2.10

IMPACT OF TJTC ON THE RECRULITMENT AND SELECTION
OF DISADVANTAGED WORKERS

B Participants Only
Weighted

All Firms but Not Weighted by

Thdat Have Not Subsidi zed Subsidized

lleard ot Weightea Weightred Hirzs Hires After

TJTC by Size by Size 1/80-9/81 | Sept. 1981
Percent tried to
select eligibles 15 25 50 &0 sl
Percent tried to
certify eligibles 32 40 75 89 90
Opinions of TJTC
eligibles: -.26 17 .03 ~.05 .04
better = 1

poorer = 1

Percent of 198U-81

TJTC-certified

nires who were - 29 48 64 66
known to be eligible

during 1980-81

Percent whose choice
was influenced by

knowledge of TJTC -~ 40 39 35 35
eligiblity during
1980-81

Percent initiated
requests for TJTC- 16 26 50 80 82
eligible referrals

Percent aygreed to

accept or asked for 33 43 78 89 90
referrals of TJTC

eligibles

Perceut planning

to ask for TJTC-

eligible referral 36 59 73 83 90
when an unskilled

opening occurs

NOTE: Column 2 is weighted by the inverse of the selection probability.

Columns 1 and 3 are weighted by establishment size and the inverse of the
probabili.y of selecticn. Columns 4 and 5 are weighted by the number of

subsidized hires and the inverse of the probability of selection.
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to September 1981 produces higher estimates. The proportion of all subsidized

hires that were known to be cligible prior to being hired is 64 percent.

After September 1981, all subsidized employees had to be known or at
least suspected to be cligible before they startad work, since requests for

certification of eligibility had to be made on or before the first day of

work. When the firms are weighted by the number of subsidized hires after

September 1981, the percent of firms who said they knew they were hiring eli-

gibles before September 1981 is 66 percent. Thus, firms who continued to use

the program after September 1981 were no more likely to have been partici-

pating knowledgeably before the changes were made than those who reduced their

TJTC claims because of the tightening of eligibility rules.

Employers who knew or thought that thev were hiring TJTC eligibles were
then asked, "How much did this possibility of eligibility increase the appli-
cant's chance of being hired?" Again, influencing the hiring decision is one
of the prime objectives of the TJTC program, yet relatively few firms reported

being influenced. 1In unweighted data, only 17.9 percent of the participating

firms reported that a candidate's eligibility influenced *heir hiring decis.on

a great amount,” and only 15 percent reported that it influenced their deci-

sion "a moderate amount.” Yet 23 percent reported that cheir decision was

"not very" influenced, and 46 percent reported not being influenced "at all.”

A scale was devised in which "a great amount” was assigned a value of 1,
"a mederate amount” a value of 2/3, "not very much” a value of 1/3, and "not
at all” a value of 0. The weighted and the unweighted averages of this scale

for participating firms were slightly more than 1/3. Thus, large users and

users who continued to be large users after September 1981 were no more likely

to report allowing hiring selections to be influenced by a job candidate's

eligibility than the group of all participants.

This raises the following question: If large users are not more likely
to be giving hiring preferences than small users, why have they become large
users? Is being a large user simply a cunsequence of having many openings for
unskilled workers, or are some employers consciously trying to become big
users of TJTC without changing their hiring standards (i.e., giving preference
to TJTC eligibles)?

BEST CoPY AVAILABLE
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The percentage of firms consciously trying to select eligibles is
significantly higher than the percentage reporting that hiring selections
were influenced by a job candidate's eligibility. Column four (participants
welghted by subsidized hires in 1980-81), for instance, has 80 percent trying
to select eligibles but only 35 percent allowing hiring selections ts be in-

fluenced. This discrepancy apparently means that many couwpanies were try-

ing to recruit among groups that were likely to be eligible; but that, once a

suitable field of applicants was assembled, an individual's eligibility did

not influence the employer.

There are several ways for an interested employer to increase the number
of tax-credit-eligibles considered for its jobs. The empioyer could recruit
at high schools that serve disadvantaged neighborhoods or could advertise in
media that target the disadvantaged. A pore reliable way would be to rely on
referrals from the employment service or some other organization that helps

the disadvantaged find employment .

The last three lines of table 2.10 c.omiae referral relationships with
such organizations. Employers were asked (1) if they had requested TJTC re-
ferrals from the employnent service or another governmental agency, (2) if
they had agieed to accept TITC referralg upon request from such an agency,
and (3) if they Planned in the future to ask for referrals of tax-credit-

eligible employees when an unskilled job opening occurs.

As might be expected, the column for aj1 firms has the lowest percentages
for requesting referrals, 18 percent; accepting referrals, 33 percent; and
planning to ask for referrals in the future, 36 percent. The figures in col-
unns two and three, all participants unweighted and weighted by size, are con-
sistently smaller than the numbers in columns four and five. The probability
of initiating a request for eligible referrals is 27 percent when partici-
pating employers are not weighted by size, 56 percent when they are weighted

by size, and 80 percent where weighted by subsidized hires in 1980-81,

The probability of asking for or ayreeing to accept referrals shows a
similar pattern. This Implies that large firms and large users are more like-
ly to utilize referrals of TJTC eligibles than small ugers. This explafns the
relatively high bercentage of large users who claim to be trying to select
eliyibles but who also report not allowing eligibility to influence their

" 0
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selections from a pool of applicants. -
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NOTES

1. These statistics and all other statistics reported in this chapter
are estimates of population characteristics rather than sample characteris-
tics. The data have been weighted by the inverse of the probab._lity that the
employer was included in the sample and interviewed. The fiame from which the
sample was taken was a list of all employer establishments in the records of
the Unemployment Insurance Tax System in the first quarter of 1979 in about
100 rural and urban counties dispersed around the nation. The counties sel-
ected were not intended to be geographically representative of the United
States. The list was stratified into seven size groups. The largest es—
tablishments were certain to be included in the sample. Depending on the
county the smallest establishments had probabilities of selection between
.0043 and .10. The weighting factor also reflects nonresponse, so employers
who wish to be interviewed are represented in the data by other employers in
the same size class. For more on the sample, see Appendix 1A of Subsidizing
On-the-Job Training (1982). Tables of sample characteristizs are discussed in
Appendix A.

2. Because the 1980 survey contained a few questions about TJTC and WIN
tax credits and the respondent may have been induced to become and remain
informed by that contact, this number may be an upward-biased estimate of the
proportions of all employers who have "heard” of TJTC. Given the mention of
TJTC in the previous interviews and the prevalence of television advertising
of TJTC, most of the respondents who report not having heard of TJTC probably
did at onc time hear something about the program but have since forgotten
about it.

3. Shares of employment at establishments with a particular char-
acteristic are cal-ulated by weighting the raw data by establishment employ-
ment and the inverse of the probability the establishment was included in the
sample.

4. The concept of establishment being used in this study does not
exactly correspond to place of doing business. When a group of stores under
one management had centralized the hiring function for a locality and one
individual was able to answer questions about the entire group, the group of
stores was handled as one estabhlishment. The unit of analysis is really
hiring decisionmakers. The word establishment, employer, and company are used
interchangeably. Firm or corporation refers to the larger entity when their
s more than one establishment in the firm.

5. These statistics are most probably an underestimate. The national
headquarters of one of the fast food chains that was a big user of TJTC
happened to be included in our sample. It could not be included in the data
analysis, however, because TJTC utilization statistics were reported for the
nation as a whole and not for the establishment that had been included in the
sample frame.
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6. A conversat ion

had a strong association

initiated by someone else
with usage.
respondents to hear of such conversatti

1n the firm seems to have
This could reflect a tendency of our
ons only when they produced a favorable

outcome, gibles and receipt of the subsidy.

such as referralg of TITC eli

7. Since this single statistic js
terization of the cost-effectiveness of

robustness is in order. The use of TJTC is highly skewed, so Just a few
employers 1in the sample account for half of all the TJTC certifications repor-

ted by our respondents. As a result, all statistics that are weighted by
numbers of subsidized employees are

probably the best summary charac=-
the program, a discussion of its

Subsidized hires that were at firm'sg

corresponding sample pProportions (i
are .46 and .50.

Feporting selecting TITC eligibles. The
‘€., 00 weighting by selection probability)

8. Employers who

had not participated in the
know which of their cy

Irent employees are elizible for TITC and may not even
have know what makes a person eligible. Their opinions may more often reflect
Prejudice rather than actual experijence. Al though the emplovers who partici-
pated in the Program typically had a chance to observe direztly how well par-
ticular TJTC eligible employees did, there seldom was a basis for objective
Measurement of Productivity and their

opinion is probably some mixture of
Previous prejudices and Fecent experience.

Program typically did not
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CHAP Ty 2

HULTUVAKTATE MODELS EMPLOYER PARTICTPACION 1IN TJ1c¢
ANU ITS BFFECTS UPON RIRING POLICIES

This chapter reports the results of multivariate analysis of cmployer

knowledge of TILC, the referrals of TUTC e.igibles
TJTC.

» and employer use of che

3.1 Theoretical Framework
—rttdal rramework

The Targeted Jobs Tax Credit is a recruitument subsidy; that is, it only

subsidizes newly hireq WOTkers, not workers already employed by . firm. A

subsidy of 50 percent of tne wages of eligible new hires is not equivalent to

a 50 percent reduction in the market wage of this type of worker. First, no

payment i: made for worlers already employed by the firm, and second, the fi,n

Feceives the payuwent only if it applies for the subsidy and verifies the

eligiblitv of new workers for subsidization. iven a firm that ig aware of the

exlstence of such 4 Program mnay no: have all the recessary information about

which job applicaats are eligible and which are not. The cost of obtaining

this information, of getting the necessary govermment certifications, and then

aprlying for the subsidy may deter some firms frog pavticipating in the
program.

The Decision to Participate in TITC

This section develops a siuple model of the 1JTC participat. n of g3

profit—maxlmizing firm that buys inputs aud sells Outputs in coapetitive

markets.  For simplicity, taryeted labor (L) is treated as a single factor of

production and W repiesents the macker price of this factor. suppose the

federal guve nment offers the firm a subsidy of prcportion s of the wages of

all newly hired targcted workers., If L, is defined to be the number of tar-

jeted workers employeu by the firm in the period prior to the sungidy offer,

«0 be the periodic rate of turnover of subsidized workers, the total

Subsidy payment made to be firm is SW{L - (l-t)LoJ.1 Lo Is assumed to

be greater than or equal to zero.
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To particip. .e in a subsidy program, the firm wust bear both fixed and
‘ncremental costs. Fixed costs involve sv~h factors as making the initial
application foir the subsidy and settin, _. a syster to evalvate Jcb appli-
cants for their eligihility. An addfitional fixed "cost” is the fear that
participation may entail closer government scrutiny of tax records cnd hiring
practices. Incremental costs of kiring workers through these programs are the
ext12 costs of recruiting, screening, and verifying the eligibility of an ad-
ditional subsidized worker. If new hires from *he target group are less pro-
ducti : or more likely to quit or be fired than new hires not from the target
group, there are additional incremental costs. Suppose we represent these
narticipation costs by C and assume that they are a linear function of the

nuntber of supsidized workecs. That is:
(1) C=a+bL - (1 - t)Ly)

where
a is the fixed cost of participation, a > 0; and

b 1s the marginal cost “f participation pe ‘' subsidized worker, b > O.

The firm will elect to participate in the program if the benefit, from
doing so exceed the costs. Because the cost of participation is linear in the
nunber of subsidized workers hired, the first-order condition for a maximum of
profit with respect to L is the same for the participating firm whether the
subsidy is marginal or on all units of targeted lavor. Thus, the firm's pro-
fit function evaluated at the effective post—-subsidy wage of (1 - S)W + b,
after subtracting participation costs and rLhe subsidy on the previously em-—
ployed workers, can be used to express profits when the firm participates.
Letting be the profit function and P be the vector uf all other prices, the

net benefits to participation, B, can be expressed as:
(2) =7, (1 - S)W+b)+ (b=-SW (1 - t)Lyg — ag =T (P,W)
The firm will participate only if B > O.

Because the firm's profit function is continuou~ in W, there will exist
some subsidy rate (for finite values of a) such that the firm can be induced
to participate in the program; that 1is, there must be some value of S for

whica B > 0. Suppose we let S* represen’ the svh idy rate that sets B = 0.
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At any subsidy greater (han S*, the firm will participate, and at any rate

less than S* it will not. At any given level of subsidy S, the probability
that the firm participates is equal to the probability that S exceeds Sk. The
variable S*  therefore, is a ccnvenient device for observing the impact of
firm characteristics on the likelihood of participation. Any characteristic
of the firm that increases (or decreases) S* decreases (or increases) the

probability of participation in a prograw with subsidy rate 5.

To observe the effects of various characteristics of the firam on S, we
can convert equation (2) into a more easily iuterpretable form. First, we
approximate the difference hetween the profit function evaluated at the market

wage aivi at the subsidized wage with a second-order Taylor series.? Then at

, equation {2) becones:

(3) 37 (P,W) (b= SH) + 521 (P, W) (b~ SW)? + (b-SW)(L - )L, - a = 0

oW Wl 2
The pro ir function has the property that its derivative (with respect to W)
1s the negative of the level of labor hirsd at that wage (i.e., the wage if
no subsidy is offered or accepted). If we let g be the autonomous periodic
srowth rate of the firm's labor demand, the number of iargeted employees would
be (1 + g)L,, assuming no subsidy. Using this expression and rearranging
terws in equation (3) gives us an lmplicit function of the minimum acceptable
subsidy in terms of various characteristics of the firm, including n, the
elasticity of demaud for the targeted labor.

(4 1-(s~-b)- (-t - a =
2 W (L+¢) (8% - b) (I ¥ gLy

0

Impact of characteristics of tne firm and the local labo. rarket. Equa-

tion (4) gives us a means of determining the impact of firm characteristics
upon the probability of participatior in a program, with given subsidy rate §.

For example, differentiating impliciisy with respect to L, yields:

(5) 9s* = ~a / -n + Wa ) <0
dLy,  ‘S*W - b) (1 + g)Le, 2 (§*W - b)4 (1 + 8)Lg
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Equation 5 implies that, ceteris paribus, the more targeted workers a

firw employed prior to the subsidy offer, the lower 1s the minimum subsidy
rate necessary to induce participation. Therefore, we would expect higher
participation rates awong large firws and among firws that hirec larger
proportions of unskiiled labor (since firms with either or both of these
characteristics should have higher absolute numbers of targeted employees).
“bserve that it is the existence of fixed costs of participation that cause

this effect. If a = 0, the effect of L, is also zero.

Using this technique, we can determine that the following variables will

positively affect the likelihood of participation:

® The firn's total employment.

® The growth rate of the firm's euployment.

® The proportion of the work force in low-skill occupations.
® The rate of turnover of unskilled workers.

® The elasticity of demand for unskilled labor. The labor demand
elasticity can be expected to vary with such characteristics as
the price elasticity of product demand, the elasticity of sub-
stitution betwecn skilled and unskilled workers, the share of
cost going to unskilled workers, and the type of industry.

The parameter b in equation (5) 1is the marginal participation cost of
each subsidized worker. The derivative of S* with respect to b is the inverse
of the wage rate. Thus, anything that increases b reduces the probability of
participation. The marginal participation cost mav be expected to vary with a
number of characteristic: of the firm and its location. It is therefore ex—
pected that the following characteristics will positively influence partici-
pation:

® The proportion of the local population that is eligible. More

elipible workers lower the cost of "searching" for a certified
applicant.

e Flexibility in terwinating unwanted workers. The purpose of
these subsidies is to induce firms to hire difficult-:o-employ
workers. Many employers feel that hiring a subsidized worker
means they are taking a greater risk that things will not work
out. If the firm can easily correct its mistake by firin, the
worker, the risk is minimized. Thus, we anticipate that nom

union firms that have a low firing threshold will be more likely
to participate.
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e Proportion of workers who are tull-tige: Marginal participar-on
costs are the same for each worker, regardless of the number of
hours worked. They are proportionately lower, therefore, for
full-time workers.

® On-the-job training (OJT) that is general rather than specific
The turnover rates of TJTC eligibles will probably be higher
than for other compe*ing workers. If OJT is extensive and spe-
cific to the firm, these higher rates of turnover will impose
significant costs on the firm and raise the marginal cost of
participation. If training is general and workers pay for the

training, higher turnover rates will not be particularly burden-
some.

e An enployer practice of hiring untrained workers and training
them rather than hiring already trained and experienced workers
for that same job. The warginal costs of participation will be
lower in these circumstances because the firm will already be
accustomed to providing the additicnal training that TJTC eli-
gibles would probably r:quire. Such a practicc may be signalad
by a tendency of starting wage rates to be below those typical

for the job or for training to be greater than what is typical
ror the job.

® 3eing prevented from setting lower starting wage rates by nmini-
aun wage legislation. TJITC eligibles are perceived to have
poorer work habits and to be less skilled than noneligibles. The
high unemployment experienced by these groups 1is partly a conse-
quence of tneir inability to overcowe this stigma by offering to
work at a wage that is below the legal minimum. Firws that in
the absence of minimum wage legislation would have offered jobs
paying below the minimum wage are probably the firms that would
have employed these workers if there had not been a minimum
wage. Being forced to pay a higher wage has reduced employ-
ment 4t these firms and probably induced the firm to raise the

qualifications and experience required to be hired. TJTC lowers
the cost of hiring eligibles, and these firms will generally

have less difficulty adapting their hiring and training to eli-
gible workers than firms that pay wages that are considerably
above the winimum wage.

The parameter  in equation (5) is the fixed cost of participation in the
program. The fixed cost of participating involves the costs of learning what
the rules of the subsidy program are, how the paperwsrk must be processed, and
how to obtain qualified eligibles. The lower these costs are, the higher is
the probability that the firm will participate in the program. Consequently,
we can predict that firms with the following characteristics will be more

likely to participate in TJTC:
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¢ Firms that have personnel directors. Tre personnel directors
have mre free time to learn about programs like TJTC than own-
ers or plant managers, and they are also more likely to be tar-
geted for outreach hy agencies seeking to place TJTC eligibles

® Members of local husiness organizations. These employers are
mucit more likely to be contacted by government agencies and of-
fered referrals of TJTC eligibles. This lowers the fixed costs
of learning how to take advantage of the program. They also may
get a sales pitch about TJTC at meetings or Iin a newsietter.

® Firms that are contacted by local program administrators.

@ Firms that have participated in this or similar programs in the
past. Once one has participated, the fixed costs of participat~
ing the next year decline almost to zero.

¢ Employers with a positive attitude toward government of ficials.

® Regular users of the employmeutr service.

The policies of tlie local agencles administeriug tae program intliuence
both the fixed and marginal costs of participation and therefore are important
determinants of participation. Administration of the TJTC is primrily in the
hands of the local employment service offices. In some comminities, employ-
ment service staff members have marketed TJTC by telephoning local employers
and of fering to come to ~heir plants to help identify and then certify the
TJTC eligibles who were working there. 1In other communities, employers who
seek referrals of eligible workers or more Information about the program get
no help at all (in Wisconsin, for instance, when the federal contvibution to
administrative costs ran out in October 1979, certifications dropved to almost
zero in the final three months of the year). Firms cannot participate in a
program 1f c(hey do not know who to contact locally about application and cer-
tification. Consequently, it {is expected that participation (as well as fa-
miliarity) will be greater in communities in which there has been extensive

rromotion by the local employment service.

Similarly, the cooperative relationship between the local employment
service office and the firms will have a bearing upon the likelihood c¢f
participation. Firms that have regular and frequent contact with the local

job service people are mre likely to get referrals of subsidy-eligible

Jorkers.
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Petermundants of Familidrity with Targeied Subsidics

Clearly, 2 firm that is ignoraut of the existence of TJTC cannot partici-
pate. Twenty-three percent of all the respondents to the NCRVE Employer Sur-
vey reported that they had not heard of government tax credits for hiring the
disadvantaged. It is important to know which tirms were not aware of IJTC in
1982 and how those who were aware learned of the program. Clearly, the firw
characteristics that influence participation should affect knowledge of the
program, 4s well. Firms that benefit most from participation will invest the

wost in obtaining information about subsidies being offered.

Size is likely to be the single most important predictor of an employer's
familiarity with subsidy programs. The potential payoff to knowledge about
subsidy programs is likely to be greater for a large organization, go the top
executive either spends more time learning about such programs or assigns the
Jub to such speciaiszed personnel as the controller, accountant, or personnel
officer. 1In their study of the New Jobs Tax Credit, the nontargeted employ-
ment subsidy prograw of 1977-78, Perloff and Wachter (1980) found size to be
the only significant variable in the equation estimating the likelihood of
familiarity with the program. One would also expect the agencies responsible
for administering thesz programs to concentrate their promotional efforts on
larger establishments. Because large establishments are more likely to be
hiring, there is a greater likelihood of placing a client through a personal

contact with a large employe:

Employers who are well connected to sources of inforwation (e.g., those
who dare members of a lccal business organization or who already use the em-
ployment service) would be more familiar with these programs. Personnel di-
rectors would probably be more likely to know about such programs than chief
executive officers or owner/managers who have a thousand other things on their
minds. Growing firms might be more aware of these programs for two reasons.
First, they are more likely to initiate a contact with the employment service
office. Second, the payoff for participating in rec-uitment subsidy programs

(and therefore the payoff to investing in knowledge about such programs) is

greater for the growing firm.
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The most important geographic determinant of rates of familiarity 1s
likely to be the enthusiasm and effectiveness of the local eaployment service

office's promotion of the program.

3.2 Results

This section presents the results of a multivariate analysis of the
determinants of TJTC use. A variety of indicators of TJTC knowledge and use
were modeled as a function of the following characteristics of the employer:
size of the establishment and firm; descriptors of the firm's work force com-
position; characteristics of the firm's personnel policies; and industry,
state, and miscellaneous variables, such as whether rhe employers belong to a
business organization and whether they report that they “avoid dealing with
bureaucrats.” The definition, means, and standard deviations of the variables

used in the models are presented in table 3,1.

Knowledge

Table 3.2 presents the estimates from models ot euployer knowledge about
TIJTC. The dependent variables comprising the columns of the table are “em—
ployer had heard ot TIJTC or WIN" (observed p = .804), “employer had spoken to
someone about usage of TJTG" (p = .295), “employer had initiated the contact

apout TITC" (p = .093), and "government agency had initiated the contact about
TITC” (p = .129).

Establishmeat size had a positive and significant impact on all four in-
dicators of knowledge. This means the larger the firm, the more likely the
firm had heard of TITC or WIN, the more likely someone at the firm had spoken
to a jovernment agencv or another organization about TITC, and the wore likely
the employer and the g¢vernment agency had initiated a contact. Whether the
establishment was situated within a - ultiestablishment £7rm affected vuly the
initiator of a contact. The larger the ratio of firm to establishment employ-
ment, the more likely the employer initiated a contact about TJTC and the less

likeiy a government agency initiated a contact.

As would he expected, the higher the proportion of new hires within the

organization, the uore likely the employer was to have heard of and been
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TABLD 2.1

OFSIRIPTINEG STATIS7 10y
FOR
ENDEPLNOENT vARIABLES

Standard
Yariable Mean  Deviation  Description
Emplozmenf Size
Log establishment sise 2. N2 1,475 Number of emplioyees plus one.
Log firmm/est. emp. 40 Pal3d Ratio of firm +o estab!ishment amploynent fur multiestatiioh ont firms,
Composition of Work Force
Unlonlzed 103 « 23V Collective bargaining coverage of NONSUPE vV isSOry workers
Proportion new hires $233 .20 Ratio cf new hires in 1979 to sum of Jac /9 orp and new hires In * 473
Proportion uynder 25 271 . 256 Proportion work force under 25 in 1980.
Proportion cratt 1R . 254 Proportion work force that are craft workers |« V373
Proportion white-collar 475 360 Proportlon white~colliar in 1974
~ Proportion manageriat 153 204 Proportlon managerial in 1979
o Proportlion part-time 179 274 Proportion part-time in 1979
Personne!l Pollcies
Has personnel office 115 319 Dummy for respondnet worked in the personnel office
Log length probationary per iod 2.800 1.242 Number of weeks in probatlonary period
No probat fonary perlod .241 . 424 Dummy for no probationary period
Layoft based on senlority 410 2N if there had to be permanent/temporary layoft of onu=,hird of < tatf, woild 1t =
based on scalurity or productivity scales from one to -era.
Other Flrm Characteristics
Log cost »f machinery 1.699 1.492 Cost of the most expens Ive machine the new hire vill work with If purchased today
Log weeks to be fully tralned 1 Rr44 1.283 'eeks...for 3 new employee to becorc fully tralned and qualltled if he/she has no
prev lous experlence
Momber of busiress organization 510 500 Firm or respondent a member of a focal busines. oryanization
Avolds dealling with bureaucrats .659 .315 Responses to "as much as possible | try to avold having to deal with qgovernmen®
bureaucrats” scaled from onc to zero.
Profitable tast year 533 .310 Responses to "from a profit point of view, was 1931 a very good year, a pretty

good year, not a good year, or a year ~f logses?" scaled from une to zero.
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TABLE 3.2

MODELS OF KNOWLEDGE OF CONTACTS ABOUT TuTC,

AD WHO INITIATED THE

(Ratlo of|estimate/standard error

CONTACT

In parentheses)

Employer Employer Spoken Government-
Reports to Government Employer- Agency-
Variable? Having Heard Agency or Other Initiated Initlated
ot TJTC or WIN rganization Contact Contact

Employment Size
—

Log establishment olze

<204 %%*% (g8 .,4) <235 (11,0)

«132%** (5.0)

Log firm/est. emp. 010 { .5) .021 C1.00 L087%%% (3 ¢)
Composition of Work Force
Unloni zed -.028 (.2) 119 (1.2) . 186 (1.5)
Proportion new hires -286%%* (2,1) JT13%%% (5,13) <475%%%  (2.8)
Proportion yndar 25 =351 %%% (3.4) .082 ( .8) =-.071 ( 5)
Proportion craft . 144 (1.2} =.0%5 ( +5) . 081 .1
. Broportion white-collar <193%%  (2,0)  -.134 (1.4) = 339%*%  (2,6)
,Proportion managerial -+ 161 (1.2)  -,229 (1.5) .057 ( .3)
'!Eropornon part-time -.138 (1.4)  -.200 (1.9) ~.035 ( .3)
Péisonnel Policles
gas personnel office «287%*  (2.5) ¢ 345%%% (4,1) . 149 (1.5)
Leg length probation-
acy period =, 041 (1.1) -.046 (1.3 047 (1.0)
No probationary perlod 004 (.00 -,051 (1.4) 221" (2.2)
Layoft based on
senjor ity 006 .1 -.056 ¢ .6) =185 (1.5)
Othet'F irm Characterjctics
Log cost of machinery .03 (1.5)  .o11 (.1 L048%% (2.2,
Log weeks to be fully
tralned .018 ¢ .9 +036 (1.8) .029 (1.1}
Member of business
organlzation -.018 (.3 J35%r (5.7) 016 (.3
Avolds deallng with
bureaucrats <322%%% (3,9)  -,174 (1.0) -.043 ( .4)
Dependent Jariable Mean 804 + 299 «C93
-2 Log Likelhood 246, 7Hne D57.,5%%s 151.6%%+
Multiplier for Calc.
tffect on . 153 208 .084

J163%%* (6,5)

=.052%* (2,0
$264%*  (2,4)
«422%%  (2.6)
« 149 (1.1)

-.206 (1.4)

-.045 (.4

~.278 (1.5)

= 273%  (2.1)
J314%%% (3. 4)

-.038 ( .9

=147 (1.1
.019 € .2)

-.001 .1
.024 (1.0)
JA21%* (2,0)
«027 € .3
«129

272, 2%%¥%
112

%Controls for Industry and state were also Included In the pr

3412.

*Signiflicant at the 10% level.
**Slgniflcant ar the 5% level.
**¥%Signiflcant at the 1% lovel.
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contacted by an agency about TJTC.

This variable alsu positively influenced

both employer- and governmeunt-initiated contacts. Interestingly, firms with a

younger work furce (as measured Ly proportion of workers under 25) had a lower

likel thood of knowing about TITC. This variable did ot affect contacts,

howsver,

The occupational composition of the firm's workers dig not have a stron

irnfluence on knowledge of or contacts abeut TITC. Firms with a higher propor-

tion of white-collar employees were more likely to have heard of TITC or WIN

but were less likely to have initiated a coantact about it. The lower ]likeli-

hood of initiating a contact is probably a result of the fact that white-

collar employees were less likely to be eligible for TJTC and thus there was

less incentive for emproyers to seek out tax credits.

Becduse the tax credit depends >un the total earnings of the new hire,

firms that hire Many part-time employces have a lesser incentive to learn

about and participate in TJTC. Ag expected, having a higher proportion of

part-time euployees did de_rease the likelihood of awareness of or contact

about TJTC. On the other hand, firws with a persunnel office were more likely

to know of and have nade a contact about the tax credit program. Other per-

sonnel policy variables did not significantiy influence the dependent vari-
ables.

Being a member of a business organization increascd the probability that

a firm had spoken to a goverument {or other) apency about the tax credit and

Increased the likelihood of a government-agency~initiated contact. Finally,

the varieble "avoids dealing with bureaucrats” was expected to be negatively

related to contacts ahont T4TC, but while the sign was negative, the rela-

tionsuip was not statisticaily significant. On the other hand, this atti-

tudinal varianle han a signfficant positive effect on knowledge of TJTC.

Referrals

The models presented in table 3.3 deal with reterral behavior of the Em-

ployment Services (ES) and employers, Using the sawe iandependent variables,

models were cstimated to explain the variables “firm had been requested by the
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TAbCL 3,3

MODELS OF TYTC KEFERRAL REQUESTS

{Ratio of |estinate/standard errorjin parentheses)

Emoloyer Has Been Employer Has Asked tmp loyer Pians to
Asked by Referral Referral Agency Ask Referral Agency
Varlabled Agency to Accept TJTC-{ for TJTC-Eligible for TJTC-Eligibte
Eligible Referrals Referrals Referrals
Emp loyment Size
Log establishment size <183%*%*%  (g8.,3) J144%%e 4 7) 063¥** (2.9) )
Log firm/est. emp. <005 (.2) 029 (1.0) 031 (1.5) ‘
Compos Ition of Work Force
Unionized <060 ( «6) 147 (1e1) 023 (2) -]
“roportion new hires 451 %% (3 9y <BIB***  (4.2) .168 (1.2} J
“oportion under 25 -.026 ( .2) 070 (.4 ~.044 ( «4)
Froportion craft A3 (1.1) «108 ( «6) 145 (1.2 -
Proportion white-col |ar .75 €1 -.023 (.2) +090 .9
Proportion managerial =127 (.8 ~-.377 (.4 -.169 (1.1)
Proportion part-time .039 (.4 ~.04 { «6) ~-071 (7 1
Personnel policies *
Has personnej office W223%*  (2.6) J211% (1.9; 300 * (3,5)
Log length probation-
ary perjod -.023 ( «6) ~.036 ( «6) 009 (.2)
No probationary period ~-.072 W) -.052 {3 = 321%%%  (2.8)
Layoff based on senlfor ity +085 ( .9) -+113 ( .8) = 314%%% (3.2) -
Other Firm Characteristics
Log cost of machirery D29% (1.6) -.018 €7 -.004 € 2)
Log weeks to be fully ’
trained 025 (1.3) «0290 (1.0) -.003 1)
Member of business
organization J121%% (2,3) 146 (1.9) +099* (1.9) -
Avoids dealing with
bureaycrats « 104 (1.3) «001 (S D] =e349%%%  (4.4)
Dependent variable Mean 215 053 212 —
~-Z Log L kel ihood 269, 3% 134,7%%% 195.6 %%+
Multiplier for Calc.
Lffect on P . 167 <055 <167

onirols for

industry and state were also included in the probir model .
3412.

The sample size was

*Signiticant at the 10% level.
*Significant at the 5% level.
***Significant at the 1% level.

*
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| V. | S (| W |

ES or other ageacies to accept a [JTC reterral” (p = .203), "tirm had request-
ed ES or other agencies to refer TJTC ciigibles™ (p = .058), and "firw plans

to ask for refe.rals when openings arise” (p = .212).

As in the models discussed earlier, establishment size and having a
personnel office werec positive and signiticant explanatory factors for the
referral request models. Also, the proportion of the firm's work force that
consisted of receat hires was positively related to being asked to accept a
referral and asking for TITC-eligible referrals. They were both more likely

to request referrals and more likely to be approached.

Two personnel policies--having no formal probationary period for new
workers and basing layoffs mainly on seniority--are interesting in that they
had ao particularly strong influence on asking for or having been asked to
accept TITC-eligible referrals, but they both had strong negative influences
on the likelihood of asking for referrals in the future. These effects can
be explained as follows. Seniority provisions are generally accompanied by
strony call-back provisions, so firms are unlikely to request TJIC-eligible
workers when they must first recall their own laid-off workers. Having no
probationary period may signify that firws are extremely careful at the time

of hiring, so that they are less likely to try out a TJTC-eligible hire.

Being a member of a local tusiness organization increased the likeli-
hood of being asked, asking, and planning to ask for TJTC-eligible referrals.
Avoiding bureaucrats had a significant negative effect on planning to ask for
referrals in the future, but had essentially no effect on having asked for or

having been asked for referrals.

Participation

Table 3.4 examines models of how firms tried to use TIJTC and whether they
succeeded in actualed obtaining a subsidy. The dependent variables in this
table are "company makes an effort to select new employees that are tax~
credit-eligible” (p = ,055), “company makes an effort to certify rax-credit-
eligible workers that have been hired" (p = .144), "company hired a tax-
credit-eligible worker between January 1980 and September 1981" (p = .102),

and "company hired and certified a tax-credit-eligible worker after September
1981" (p = .056).
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TABLE 3.4

MODELS OF TyTC PARTIC{PATION
stimate/standard error|in parenthesis)

{

t Company Tried to Cer+~
fy Tax-Credit-Eligible

Estab'ishment tlred A

Establishinen* Hired ang
Certified 2
Wcrker Between January I Eligible aorker Since

Tar-Credit-Eligibie

Worker Workers |t Has Hire, 1960~ September 1981
2127 %% (3.7) . 198 "% (8.2) S222% % (8.3)
ST0FEE (1) Q73%xx (3.3) -008 € 3
017 € 1) -.04 { <5) 020 .2
S4TERE (0T A% (2.8) LATTHEE (5.g,
-.019 .1 -089 Coer) $274% (2.0)
-.168 (.9 166 (1.2) <243 ( )
~.19 (1.3) -.046 { 4) -.113 (.9
~.340 (1.2) ~.052 € .3) -.095 C .4)
039 ( .2) 096 € .8 056 ( .4)
347w (LeC) 296X (3.3) - 192% (1.9
=19 hEx (3.4) 008 (2} -.028 ( F)
347 (1.9) =225 (1.7) -+ 207 (1.4)
~.068 ( .5) -.074 .7 ~-.091 .72
005 € .2) 008 ( .4) =00 .1
040 (1.3) -.001 € .0 006 €.
W225% 0% (2.8) .Nqyg, (1.6) N AR (2.%)
—e515H*x 4.2) ~e42%%% (4.6) =110 (1e1)
055 .144 .102
182,5%%* 313, 301 .6 %4
052 123 092

Industry and state afso In the probit model.
*significent at the 108 level,

*Significant at the 5% level,

The sampie size was 3412.
¥**Significant at the 1§ leve!.

Tax=Cregit-

Septemver 1981

S2B3REE
L054*

i
U
-~

!
.
<
<

3

—.132%*

o i60

L0063
«O14

.7

__.'517‘5!{

056

296, 1 ¥x 2

05*

(8.2)

(i .8)

(1.0)
(6.2)
(2.0)
.8}
(.4
(2.6)
(.0
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As with the models reported in the previous tables, =stablishment size,
proportion of the work force that was newly hired in 1981, and having a per-
sonnel office were all pesitive and significant determinants of the TJTC use
variables. The variable measuring whether the establishment was situated
within a larger firm, log firm/establishment employment, was a significant,
positive factor for increasing the likelihood that an employer tried .o select
tax-credit-eligible wcrkers aud tried to certify currently hired tax-credit-
eligible employees. However, it was not gignificant in explaining whether tle

establishment had actually hired a TiTC-eligible worker.

The proportion of the work force under 25 was positively related to ac-
tual hiring of a TJTC-eliygible worker, as would be expected. Firms with
nigher proportions of skilled, white-collar, or managerial workers ,enerally
had lower likelihoods of trying to hire or having actually hired a tax-credit-
eligible worker, but most of the parameter estimates are not statistically

significant.

Being a member of a business organization increased the likelihood of
trying to select tax-credit-eligible workers and receiving a certification for
hiring tax-credit-eligible workers prior to September 1981. This variable was
also positively related to the other two dependent variabies, but was not sta-
tistically significant. Reporting that they avoid dealing with bureaucrats
significantly decreased the likelihood of employers trying to select tax-

credit-eligible workers or hiring and certifying such workers.

Choosing the New lire

viven the pool of applicants, TJTC can influence the choice of which
dpplicant is hired only if the hiring decision aaker knows or suspects which
applicants are eligible and sllows this knowledge to influence the selection.
Employers who had received subsidies for employing TITC eligibles prior to
Septemb-r 1981 were asked how many of these eligibles were known to hae been
eligible when hired. Weighting these answers by the number of subsidized
workere claimed prior to September 1981 results in an estimate of the propor-
tion of TJTC workers that were known to be eligible when they were hired of 64
percent. Employers who had known chat at least one of th:ir new hires was

eligible for TJTC prior to the hiring decision were asked, "How much did this




possibility of eligibility increase the applicant's chance of being hived?"
The answers to these questions were compiled into a scale running from zero

(for an answer of "not at all™) to one (for an answer of "a great amount™).

The mean of this s._ale is .30.

Which pre-ERTA users of TJTC were more likely to have known of TJTC and
which users reported having their hiring choices influenced by TJTC? To an-
swer these questions, regressions were run predicting both the proportion of
TJTC-subsidized workers that were known to be eligible when hired and the
degree to which hiring selections were influenced by this knowledge. These
OLS regressions are presented in table 3.5. A glance at the first column of
the table reveals that, among the users of TJTC, the employers that were aware

of a new hire's TITC eligibility before making the hiring decision tended to--

® have more employees,

e have no probationary period or a very short one,

e base layoffs on productivity rather than seniority,
¢ have less exXpensive machinery,

e not mind dealing with government officals.

In other words, many of the characteristics that were hypothesized to increase
the probability oi participation also seemed to predict which participants

were the knowing or conscious participants in the program.

The regression predicting the emplcyer's report of TJTC's influence on
who was selected from the pool of applicants is presented in the second column
of table 3.5. These regressions were estimated ou a sauple of employers that
were aware of at least one of their TJTC-subsidized workers' eligibility when

they uhired the worker. The firms that reported having hiring choices

lufluenced by TJTC were those--—

e with fewer employees,
e with a generally unskilled work force,

¢ who nevertheless required a pgreat deal of training (in other
words, a work force that lacked previous experience and training
and that therefore had to be trained on the job),

® who were membe.s of a local business organization,

© who had little difficulty in firing employees after the proba-
tionary period is over.
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TABLE 3.9

IMPACT OF TJTC USER ON HIRING BEHAVIOR
(t-statistics in parenthesis)

Beliet That
Proportion of TJTC TJTC Eligibles
TJTC-Subsidized Influenced Are Better (+1)
Variabled Employees Known wWho Was or wWorse (-1)
To Be Eligitie Selected Than Nonelig.
Log Establishment Q71 %** (3,5) -.037** (2.0 D06 L2)
Log Firm/Est. Emp. 010 ¢ .5 -.024 (1.3 .050*%  (1.8)
Composition of Work Force
Unionized 042 (5 .055 .7 070 (.5
Proportion new hires 045 € .4 -.086 (.7 ~.236  (1.2)
Proportion under 25 043 (1.2) .084 ( .8) .007 .0
Proportion craft or white-col lar -.038 { .0) S5 1RRE (04 005 (L0
Proportion part-time -.162 (1.3) -.156 (1.4) =130 (.8
Personnel Policies
Log length of probationary per iod -.057 (1.6) -.026 7 -.082 (1.5)
No probationary per;od £200*% (1.7 -.082 ¢.n 058 .3
Layoff based on seniority - 227%*% (2.4 ~-.094 a.n ~.248% (1.7}
Difficult to fire .079 (8 =227%%  (2.4) 159 (1.1}
Per sonnel offlice JA91* (1.k)
Other Firm Characteristics
Loy cost of machinery ~.043%** (2.6) 04 (.2 D07 L3
Log weeks to be fully trained -.018 ( .8) L050**% (2.5 =05 (.8
Member of business organization 040 { «R) 108 (2.,3) - 175%*% 12.3)
Avoids dealing with bureaucrats =13 (1.6) <071 (1.0) .08} .70
Proftitable last year R (1.3) 112 (1.5) -.122 (.9
Gavernment Agency Qutreach
Agency initiated contact 015 (.2) <044 () -.115 (1.4)
Agency offer of TITC referrals 021 ( .4) .42 ( .8) -.010 (1)
R< 218 207 37
No. of Observatlons 315 281 365

Controis for industry and state also ia wodel .

*Signlticant at the 10% level.
**Signlficant at the 9% level.

*¥¥significant at the 11 level.
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Merging the results of the two regressions produced the following picture.

The firms that consiously gave preference to TJIC eligibles in hiring had
two characteristics:

e They could correct hiring mistakes easily by firing or laying oft
a new hire that did not work out.

e They did not expect their new employees to come tO the firm

already experienced and highly trained. The firm followed a

strategy of hiring unskilled and inexperienced workers and pro-

viding the extra training the less-qualified workers needed.
It should also be noted that the coefficients on the two government agency
outreach variables are not negative. Although the coefficients are very small
and not significantly different from zero, they are evidence that the users
who were recruited into the program by a governmeat agency initiated cont-ct
or referral offer were not any less likely to use the program consciously and

aggressively than firms who began their participation without being initially

contacted by an agency.

The third column of table 3.5 presents the results of a regression
predicting enployer beliefs about the productivity of TJTC eligibles. The
regressions were estimated on a sample of past participants in TJTC. The
employers with the most favorable opinion of TJTC eligibles were--

e hiring for a store or plant that was part of a large milti-

estzblishment corporation;

e members of the personnel staff of the firm rather than the owner,
the manager, or sowe other official of the firm;

® not members of a local business organization;
e able to lay oft workers on the basis of productivity rather than
seniority.

There was no tendency of those who received contacts from the government
agency about the program to have more favorable opinions of eligibles than
t hose who became users without such contacts. Since longitudinal data on
these beliefs are not available, there is no way of knowing whether these
opinions existed prior to TJTC participation or whether they reflect recend

experience with TJTC eligibles.




The tendency of those employers who must lay ofr workers on the basis of
seniority to have a more negative opinion of TJTC eligibles probably reflects
a tendency of these firms to draw froa a generally more qualified pool of job
dpplicants dnd to be more averse to risk when makin,, hiring decisions. This
may also explain why members of local business organizations had a lower
opinion of TJTC eligibles. Another possibility, however, is that such
employers were more likely to have been persuaded to participate on altruistic

(i.e., help out the disadvantaged) grounds than other participants.
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NOTLS

1. Note that it has been implicitly assumed that the firm is constrained
from firing all of the targeted workers currently employed and replacing them
with subsidized new hires. Mosc firms are at least partly constrained from
simply firing workers without apparent cause. This assumption is reasonable
because the training costs for new workers often exceed the magnitude of the

subsidy, and because there have been as yet no documented cases of experienced
workers being fired to hire a subsidy-eligibtle worker.

2. The truncation of the Taylor series at the second~order term is not as
limiting as it may appear. If we assume that the labor demand function is
isoelastic (like the restricted Cobb-Douglas, for example) and that the mar—
ginal product of labor approaches zero as labor increases without bound the -
approxiuwation will be exact. These assumptions are not far removed from the

standard production theory. For a more ccaplete description of the theory see
Montgomery (1982).




CHAPTER 4

DOES ADVERTISING ONE'S ELIGIBILITY FOR TJTC HELP ONE GET A JOB?

The designers of TJTC expected eligible job seekers to use their eli-
gibility as a selling point when they contacted employers. Job search coun-
selors, however, have been reluctant to recommend that disadvantaged job

seekers use TJTC as a part of their sales pitch to potential employers.

Two exper.iments (Burtless and Cheston 1981; Moran et al. 1982) were
conducted in 1980 in which unemployed welfare recipients were taught to an-
nounce their eligibility for TJTC to employers when they applied for a job.
In both experiments, the group that received this training had a lower place-
ment rate than other eligible welfare recipients who did not receive this
training. In the Dayton experiment (Burtless and Cheston 1981), random as-

signment was used to select the group to be trained. The reduction in the

placement rate was statistically significant.

The results of the Racine/Eau Clair, Wisconsiu quasi-experiment (Moran,
et al. 1982) are particularly interesting. The study compared WIN clients who
were served prior to the initiation of the experiment to clients whe were
served after the experiment began. Holding other characteristics constant, the
WIN clients who were trained to tell employers about their TJTC eligibility
were half as likely to obtain a job. A follow-up of some of the WIN clients
in the experimental and control groups in Racine found that it was those WIN
clients who followed inustructions and brought up their eligibility when con-
tacting employers who were least likely to find a jcb. Of the 32 reporting
that they used TJTC as a marketing tool, ouly 2 (6 percent) found jubs eligi-
ble for TJTC certification. Of the 26 who initiated discussion of their TJTC
eligibility, 22 percent found jobs eligible for TJTC certification.

The results of these experiments suggest that shen welfare reciplients

announce they are TJTC-eligible, 1t tells mcst prospective employers some-

thing that the employers did not previously know, that 1s stigmatizing, and
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that reduces the job secker's chances of being hired. It seems that for wost

employers, signaling one's weltare reciplency has a powerful stigmatizing,
effect that is not outweighed by the possibility of the emplover receiving a
tax credit. Being a youth from 1 low-income tamily should not be equally
stigmatizing, however. Furthermore, it is probable that experience with the
TJTC program is changing employer views of TJTC eligibles. It way be that the
stigma of being TJTC-eligible has declined with time.

This issue may be addressed in a more recent data set by examining how an
employer's assessment of the desirability of hiring a job applicant is influ-
enced by including "eligible for TJTC" in the comments section of a job appli-
cation. The 1983 NIE/NCRVE Employer Hiring Decisions Survey obtained ratings
from !;850 emp. 'vers around the country of 11 different completed job appli-
cations. One of the features of the job applicant that was varied randomly was
eligibility for TJTC. by regressing the ratings assigned on the qualifica-
tions exhibited in the applications, and interactions betwee.. TJTC and such
characteristics of the firm as size, amount of training offered, and industry,

the net etfect of TJTC eligibility and how it varies across firms can be

determined.

4.1 Theory

Bishop, Barron, and Hollenbeck (1983) suggpest that, to a potential em-
ployer, the "true” present value of labor services offered by a new employee

is 4 random vdariable.

The theory and models developed here represent the behavior underlying
the summary of 1ulocmation into a screening index that determines whether a
Job applicant gets opportunity to interview for a job. Each employer in
the survey was presented with 4 job description and 11 applications and was
asked to rate the applicants on a hiring priority scale ranging from 0 to 200.

To standardize the ratings to the firm's hiring standards, the following

directions were given:
For a job similar to the one describe. above, assume--

50 points represents the worst applicant you ever hired (as perceived

at the time of hiring, NOT what the new hice's performance actually
turned out to be).

’8
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1JU points represents the average applicant you hire.

150 points represents the best applicunt you ever hired (as perceived at
the time of hiring, NCT what the new hire's performance actually
turned out to be).

The index is not intendec in any way to measure an applicant's absol-
ute productivity, but is a relative measure of niring priority to be used to
compare more than one applicant for the same job description.l The instruc-
tions are framed so that 100 points equal the anticipated difierence between

the firm's best new hire and its worst.

Assume that employers believe an applicant's true productivity, V, can be
predicted by a set of attributes, some of which are observable and some of
which are not. Denote these two sets as Xo0 and Xy. The following equa-

tion deterwines productivity for the "3"th ;ob/firm:
(1) Vij = £I(Xp4, Xyi) for , =1 ...
where

vij is the productivity of the ith individual ir firm j's job;

Xp, are 1's observable attributes that are related te productivity;

Xyi are i's unob.ervable attributes that are related to productivity;

fJ is the function that relates productivity in the "j"th jot to

the characteristics of the individual.
Hiring decisionmekers try to evaluate the information provided by job

applicants ard predict their potential productivity. Lacking information on
A\y;, they must instead generate an estimate of expected productivity that

depends upon cbservahle characteristics only. Therefore--
(2) 5531 = ¥V 1[Xo5) = gi(Xoy)

Particular pieces of informatior enter the Xoi Vvector, either uecause
they have direct effects on productivity in the structural model ia equation
(1) or because they are believed to be correlated with the unobservable Acter-

minants of productivity, XNie For example, neatness cn the application form

may be tdaken as a siynal tor havin, a good attitude or beiry neat and careful.
Reputation cf one's schon] may be taken as a signal ot how well trained or

disciplined an individual is Location of residence may be taken as a signal

of socioeconomic status, anc so on.
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The gl functions that describe the weight placed on particular pleces
of information when interview invitations and hiring decisions are being made
evolve through a trial-and-error process. Decisions to interview or to hire
are made on the basis of tF current gj function. The success or nonsuc-
cess of the applicant in the interview or on the job serves as the criterion
by which the gj function is revised. If the Job applicants referred by a
particular agency or school fa2il to make it tnrough the interview or do poorly
on the job, the fact that one is referred by that agency becomes a negative

rather than a positive.

It 1s assumed that the gj functions are very different for different
Jobs, so the empirical work deals with each job separately. The functions
probably vary across firms, as well, but because no single hiring decision
maker evaluated more than 11 completed job applications, .t 1s not possible to
estimate separate gl functions for each firm. Instead, data from hundreds
of firms are included in fne regression. Firm and rater characteristics are
assumed to shift the Sij function up and down but slope crefficients on the
job applicant characteristics, Xi, are not allowed to vary across firms ex-
cept for a few specified Interactions between individual and firm characteris-

tics. Under these circumstance, OLS is appropriate.

Because the focus of the analysis is on which firms were most Influenced
by TJTC eligibility, the specified interactions are betweern TJTC eligibility

and firm characteristics. The following linear model was estimated:
(3)  S13(I) = by + bjTITC, + byX; + b3Z; + bsTITCX] + bSTJTC *2} + ey
where

Sij(I) = hiring index scores for the "i"th individual;

TJTCy = a dummy variable that rakes on the value of one when the
individual is reported to be eligible for TJTC;

Xy = characteristics of applicant 1 displayed on the job application;
Zj = vector of characteristics of the firm and the rater;

Xf = characteristics of applicant hypothesized to interact with
TJTC; and

ZS = vector of firm characteristics hypothesized to interact with

TJTC.
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The parameters that are estimates from equation (3) (i.e-, the bi)

represent the marginal influence of the characteriszic on the hiring priority
score. Equation (3) was estim~ted for all occupations jointly and for ezch
occupation separately. Applicant ctharacteristics, data about the job and
firm, and rater characteristics were in the models together. Only the effect
of TJTC is discussed in this chapter. The data and the effect of the other
determinants of the ratings are described in Appendix D. A fuller description

of the methodology of the survey is provided in Hollenbeck and Smith (1984).

4.2 The Influence of Eligibility for TJTC

The average effect of TJTC eligibility on the hiring priority score was
measured by entering a dummy for TJTC into the model. A positive and signiri-
cant coefficient was obtained on this variable in the full sample. The aver-
age impact of TJTC was 2.1 points in the fu'l sample, 2.2 points in clerical
jobs, 1.7 points in retail Jobs and 2.1 points in machine trades. Consequent—
ly, the hypcthesis that knowledge of an applicant's TJTC eligibility actually
lowers most empioyero' desire to hire the person is rejected. The positive

effect of TITC was small, however.

This and the theory developed in chapter 3 suggest that TJTC elZg’bility
may make a positive impressjion on some mplorers but a negative impression on
others. It was hypothesized, for instince, that employers who provided speci-
fic training would tend to avoid TJTC eligitles, whereas employers who provid-
ed general training would be attract~ad to them. One also may anticipaie that
TITC's impact would depend on the credentials and experienc2 of the job appli-
cant. It may be hypothesized that TJTo eligibility .3 a negative for the
cancidate who otherwise looks very ittract’ve, and is a positive fur a job
candidates with limited education and job experisnce. These hypotheses were
tested by including interactions bhetween a variety of t{irm and job applicant
characteristics and TJTC eligilbility in che statistical m: ‘el predicting
bPiring prio .ty ratings. The coefficients and relevant statistics on these

variables are pres- tod inp table 4.1.

The interacticas with applicant characteristice 111 be examined first.

As hynothesized the impact of TJTC eligibility was rore positive when the
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TABLE 4.1

‘ LPELCTS OF TJTC LU IGIBIT ETY ON HIER ING PRIORITY RAT It

(t-statistics are In parenthesis to the right of the coefficlont)

Full Clerical Retail Machine Trades
| Variable Sample Applicants Applicants Applicants
1 TJTC-Eligible 1 (1.4) 7.3 (,5) =25.8 (7) 13.2 (1.2)
i Interactions with Flirm Char.

‘ General Tralning B.0%**(3,9) 5.2' (1.6) 4.5 .7 Q.2%%%(2,9)
% Specific Tralning - 2.2 (.8) 1.5 (1.4) - 4.0 (.5) 2.3 (.6)
1 Proportion wWell Quallfied .6 (1) .5 (.1 5.5 (6) - 1.2 (3)
% Turnover Rate 4.3%* (2.1 4.4 (1.2) 5.8 («9) 2.9 (1.0)
1 Proportion Supervisors
| Recrul ted Inter-aiiy z.0 (1.1) 4.3 (1.3) .9 (2) 3.4 (1.2)
| Ln Wage - 6.5' (1.6) 2.3 (.3 14.1 («6) = 82" (1.5)
% Ln Estabiishment Empioyment . (.1 .4 (.9) -7 (.6) - W3 (.3)
Progortion Less Than 25-Yr-old 1.1 (.3) LWL 2.5 (.3) 2.6 (.4)
i Nc Probat fonary Perlod - 1.8 («8) 1.8 (.6} - 6.5 (1.1 2 (1)
1 Probaflonary Perlod GI 3M 1.7 (.8) .9 (.2, =24.1 (1.4) .6 (.2)
interactlons with Applicant Cha .
| No. Quits In job History 2.2'  (1.6) 7.6** (2.5) - 1.5 (.3) o7 (.4)
1 Assoclate Degree = T A**%(3.¢) F.5%*%(3.0) 2.7 (.5) = 7.7%% (2.5)
HS Dropout 1.8 (.3) 5.3% (1.9) 4.3 (.6) o5 (1)
HS ‘A .0 (.0) 2.7 (1.3) 7.6% (1.9) - 1.5 (7)
Proportion Relevant work
Experience 2.6 (1.2 2.9 (.5) - 6.7 (.8) 3.7 (1.1)
Typing Words/Minute LS LA G I B 2 (1.1) -- --
No. of Machines ol (.6) - - ST te3)

' Significant at < .10 teve!
Significant at < .10 |evel
Slgnificant at < ,05 jeve!
Slgniticant at < .01 tevel on

* %
¥* %%

ERIC

Aruitoxt provided by Eic:

-

on
on
on

a one tall-test.
3 two taill-test.
a two tali-test.
a two tall-test.
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applicant seemed to be poorly qualified. Completing a 2-year program aud
getting an associate ueyree in a relevan. field raised a job seeker's rating
by about 25 points if the PErson was not a TITC eligible, but raised the
rating by ounly about 18 points 1t the job seeker was a TJTC eligible. For
clerical and machine trade Jous, TITC helped the applicants with lesser
amounts of schooling more than it belp:2 the applicants with associate
degrees. In fact, the regressicns predicted that when a person with an
associate degree put TJTC eligibility on their job application, it lowered
their chances of being hired. Being a fast typist was an important plus for
all applicants for cleri._, jobs but it was less important for those who were
TJTC-eligible. baving one or ‘wo quits on one's enployment histery was a
negative for 211 job apvlicants, but was less of a negative for TITC eligi-
bles. The pattern of the coefficient. aat achieve st.tistical signifi-
carce (except for the anoamalous positive coefficient on high schorl GPA in the
retail subsample) ~upports the hypotheses. JTC eligibility ceemed to help
compensate for characte.istics that yere generally viewed as negative (e.g.,
low typing speed or a hizh propensityv _o quit), but did not help and may have
hurt those who looked highiy qualified. This may be construed as good news,

for it means that TJTC most helps those who need help vue most.

Most of the interactions between TJTC eligibility and chardcteristics of
the firm were not statistically significant. The results did confirm the
cent-~1 hypothesis that, when the job description is held constant, the firus
that viewed TJTC eligibility in the most favorable light were tue firms that
did the greatest amount of on-the- job training in skills that are useful at
other firms. A fire that reported investing 50 percent of the employees' time
in genesal OJT rated a TJTC applicant four points higher ther a firm that
rep.rted not investing in general QJT. The effect is statistically signi-
ficant at the .00l level In the full sample, at the .10 lavel (on a one-tail

test) in the clerica sample, and at tha .Gl level in the machine trades
sample.

It was also hvpothesized (see cnapter 3) that firms that invested a great
deal in specific training might find the higher quit rates of TJTC eligibles
an important negative and would therefore agsign lower hiring priority rat.

to TJTC eligibles. In three of the four -egressions, the cvefficients on
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specific training were negative, as hypothesized, but they were not statisti-
cally significant. High turnover rates also seemed to be associated with
viewing TJTC eligibles more favorably. The coeffi ant was positive in all
four models and statistically significant in the ful. sample. Lower wage
rates also seemed to be associated with viewing TJTC eligibles more favorably.
The coefficient on the logarithm of the wage is significantly (at the .1 level

on an one-tail test), negative for the full sample, and negative for the

machine trades sample.

Thz pattern that seems to emerge from these results is that TJTC had a
more positive impact at firms that were already hiring the least qualified
workers and giving them the additional training they required. These firms
were used to dealing with the types of workers they perceived TJTC eligibles
to be, and sc being a TJTC eligible carried litrle or no stigwa. Holding the
job description constant, TJTC's impact was less favorable at firms that paid
high wages, had low turnover rates, offered little general training (i.e.,
expected new hires to already be trained), and concentrated their training on

. cecific rather than general skills.

84

64

S



CHAPTER 5

tHOW DO EMPLOYERS FIND TJTC ELIGIBLES?

Probably the second most important barrier to participation is the dif-
ficulty in identifying and/or recruit_ng eligibles who are qualified for the
firms' jobs. (The most important barrier is the belief that eligibles do 1ot
make good employees). Data on how 2mployers identified which job applicants

and/or new hires were eligible for TJTC are presented in tables 5.1 and 5.2.

Table 5.1 presents unvelighted sample data on the primary method of
identifying eligibles that was used by participating firms. Hiring selections
were more likely to be influenced if the hiring decision maker had learned (or
at least nad developed opinions about) which Job applicants were eligiple for
TJTC. Consequently, table 5.1 distinguishes how information about eligibility
was obtained when eligibility was known prior to making the hiring decision,
from how 't was obtained when the eligibility of an employee was learned long
after hiring. Table 5.2 welights the sample data by the number of TJTC hires

known to be eligible at the time they were hired.

5.1 Referrsls

Referrals by the employment service, other agencies, and higt. schools
were the primary or sole source of knowledge about TJTC eligibility for 50
percent of the companies that hired only one TJTC eligible batween January
1980 and September 1981, for 52 percent of the companies that knowingly (i,e.,
learned of job applicant's eligibility prior to hiring) hired more than one
TJTC eligibie in 1980-81, and for 56 percent of all companies hiring TJTC
eligibles after retroactivity was abolished in September 198l. Prior to
September 19 , referrals accounted for 39 perceut of all the TJTC hires who
were known to be eligible prior to the hiring decision. After September 1981,

referrals accounted for 49 perceat of all TJTC hires.

The employment service was given as the source of eligibility infermation
by 17.6 percent of the employers who had «nowingly hired eligibles prior to
September 1981 and by 19.9 percent of users after September 1981. The ERTA

amendments e~ lminating retroactivity seemed to have increased the mmber of
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TABLE

c

Je

1

PRIMARY METHOD OF FINDING OU. ABOUT TJTC ELIGIBILITY

Multiple TJTC Eligibles

Hlred Only HHired in 80/81 Hired
One TITC Learned Learned TJTC
Eligible after before Eligibles
in 1980-81 Hiring Hiring after 9/81
Referral Agency Told Company:
Employment service 14.4 11.1 17.6 19.9
High school 8.2 7.9 15.6 15.9
Welfare office 3.1 .8 C .6
C"TA/JTPA 7.2 2.4 2.5 3.3
Other specified 3.1 4.8 1.5 2.0
Agency not specified 14 .4 8.7 15.1 14.6
Subtotal 50.4 35.7 52.3 6.3
Employment Service Came
and Checked Workers 0 4.0 1.5 .7
Applicant Told Company 27.8 24.5 25.1 19.9
Respondent or Staff Determined
Eligibility 16.4 24.6 11.6 14.6
Sent Applicant to Employment
Service to Determine 4.1 5.6 6.5 7.3
Eligibilicy
A Company We Hircd Determined
Eligibility 2.1 5.6 3.0 1.3
Total 1004 100% 10G% 100%
Number of Specific Answers 97 124 199 151
Other (not specified) 7 11 8 6
Don't Know 4 13 15 3
Not Answered 13 15 9 1

lae table is based on an unwe ighted count of em
method by which they learned of the TJTC elig
The data are rot weighted by the firm's proba
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TABLE

.2

HOW TJTC ELIGIBLES ARE FOUND

TJTC Hires Known to Be Eligible
When Hired

Prior to Af ter
September 1981 | September 1981

Referral Age-.cy Told Company

Total

Employment service 18.0 28.5
tligh schools 10.3 8.3
Cther specified 1.3 4,7
Agency not sgpecified 9.6 7.9
Subtotal 39.2 49.4
Em;:loyment Service Came
and Checked Workers .7 1.6
Applicant Told Company 36.0 24.4
Kespondent or Staff Determined
Eligibility 11.7 14.7
Sent Applicant to Employment
Service to Deteruine Eligibility 11.9 8.3
A Company We Hired Determined
Eligibility .6 1.6
100% 100%
Number of TJTC Hires Known
to Be Eligible When Hired 13801 1045
Number of Known TJTC Eligibles
trom Unknown Source 161 28

The table weights the responses about the most, the second-most, and

third-most important mechanisus o

f learning of a worker's eligibility

by the number of TJTC hires. The data are not weighted by the firm's

probability of selection.
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employment service referrals of T.ITC eligibles. Employment service referrals

accounted for only 18 percent of the knowiug hires of TJT( eligibles jrior to

September 1981, but accounted for 29 percent in the months after retroactivity

was abolished.

About 40 percent of all TJTC certifications in calendar years 1980 and
1981 were high school co-op students, so it is not surprising that high
schools were described as the primary referral source by 15.6 percent of tho.e
who knowingly hired more than one eligible and by 15.9 percent of those hirirg
TIJTC eligibles after September 1981.1 High school referrals (prohably of
co-op students) accounted for 10 percent of the knowing TJ7C hires prior to
September 1981, and for 8 percent 4fter that date. Welfare offices were not
reported to be an important referra: source, and CETA/Job Training Partnership

Act (JTPA) agencies were important referral sources only for small users.

One of the most interesting findings in table 5.1 is the large number of
companies reporting that a referiing agency told theii of a new hire's eligi-
bility for TJTC after they had sele~ted the employee. The question was asked
3 years after the introduction of the program, so it is unlikely that these
responses refer to eligibles hired prior to original passage of the TJTC
legislation in the summer of 1979. In some cases, the delay in informing
employers may be due to the placement official or the high school co-op
teacher not learning about TJTC until after a L’ .cem:nt bad bee: arranged.
More probably, it reflects conscious decisions to withhold inforination about
the TITC eligibility of referrals until after the hicing decisions were made.
There is anecdotal evidence that the sraff of some labor market intermediaries
Jere selective about informing enpleoyers of their ciiznts' eligibility. The
explanations given for such selectivity are that (1) mentionang che tax credit
might have hurt the client's chances to goet rhe job, (2) the particular firm
would hire clients even if it did not receive a tax credi., and that (3) TJTC
eligibles were not the intermediaries' only rclients and it would not have been

fair to the non-TJTC eligibles to mentioa the subsidy.

Some State Emploraent Security Agencies (SLSAs) attempted to market TJTC
by offering to send a s* “f memmber to the firm to screen and cercify pre-

viously hired workers for TJTC eligiibility. Ceorgia is reported to have used
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this marketing strategy in 19280 and 1981. Important as it may have been in

Georgla, this approach was clearly not important in the areas of the country

sampled by the NCRVE survey (Georgia was not represented).

5.2 The Job Seeker

The targeted employment subsidies that preceded TJTC--WIN, NAB-JOBS, and
CETA-JJT-—-all necessitated agency referrals of eligible job applicants. With
TJTC there are two other ways of bringing subsidy, employer, and job seeker
togetber. Job seekers may inform employers of their eligibility. This may
occur either at the job seeker's initiative (e.g., by placing the information
in the comments section of the job application or by bringing the matter up
during an initial phone call or the interview) o: in response to a direct

question on the job application or in the interview.Z

Twenty-five percent of the firms reporting rultiple TJTC hires in 1980-81
and 20 percent of those hiring TJTC eligibles after September 1981 reported
that their pri.ary method of learning ot a new hire's eligibility was being
told by the applicant. Individuals who told the employer that they were TJTC
eligi:le accounted for 36 percent of the hiring of known eligibles prior tc
September 1981, but only 24 percent after that date.

Only a small proportion of all unemployed eligibles seemed to volunteer
information about their WJTC eligibility. The primary reason is that most
eligible workers were unaware of TJTC's existence and/or their eligibility forc
a voucher. In most states employment service offices do not routinely inform
the eligibles who do come for assistance that they are eligiuvle (Macro Systems
1985). The other barrier to this mechanism becoming important was the reluc-
tance of many job applicants to advertise their TJTC eligibiiity foi [car they
would be stigmatized. This reluciance may be justified. As mentioned 1a
chapter 4, two experiments in which TJTC-eligible welfare reciplen*s were
trained to inform employers of their eligibility for a tex credit found that
such training caused a statistically significant reduction in placemeat rates

(Burtless and Cheston 1981; Moran et al. 1982).




5.3 The Employer: Doiung It Yourself

A third way in which eligibles can he identified is for firms--the

organizations that most directly benefit from the tax credit--to do it

themselves. This scenario envisions emplcyers screening their job applica-

tions for eligible individuals and then sending applicants who seem to be

eligible down tu the employuent service for voucliering and certification

before or after the applicants are hired. Presuuably, anticipating that one

may be eligible for subsidy ana another i1s not will increase the probability
that the first person is offered the job.

Only 11.7 percent of the TJTC hires who were known to be eligible prior

to September 1981 and (4.7 percent of TITC hires after that date were identi-

fied as probably eligible by the firm's own staff. Having another company

screen applicants for eligibility was reported as a Primary mechanism by only

3 percent of the firms chat knowingly hired more than one TITC eligible prior

to September 981, and accounted for an even gmaller share of the TJTC hires.

Only :.3 percent of _he firms hiring TJTC eligisles after September 1981 ysed

inother firm to identify eligibles. There was a tender:y {p the period before

September 1981 for those firms that identified TJTC eligiblity on their own or

with the help of aun outside firm to make their eligibility determinations

att~r th? hiring decision.

Tre use of family incoume and pParcicipation in welfare programs .s

targeting criteria makes it difficel+ for employers to know who is eligible

and thus prevents awany employers from taking the tax credit into account when

hiring. Only 7 percent of the firms reported that sending job applicants to

the employment service prior to hiring was the primary mechanism of learning

abcut eligibility. Only 8 percent of che TJTC hires after September 1981 were

‘dentified in this way. Probably the reason this strategy was not popular was
that it delayed the hiring process and risked losing the worker altogether.

Identification of eligibles by the employer (or an agent) was not as important

a mechanigm nf identifying and cer:ifying TJTC

been anticipated.

~-eligible workers as might have
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NOTES

1. PReferrals by high schools did not diminish after September 1931
because high school co-op students who were not low—income reméined eligible

for TJTC until Deccaber 31, 1961. Many such referrals were made in the fall
of 1981.

Z. Data on the source of eligibility information was obtained by coding
an open-ended question. Interviewers were not asked to probe these answers,
so we do not know whether the information about eligibility was volunteered by
the applicant or whether it was a response to a direct question. It is also
possible that the job applicants who voluntezred that they were eligible were
referred to the firm and that they were told that the firm requested TJTC
eligibles. Consequently, the 25 and 20 percent figures are upper—boundary
estimates of the incideace of applicants volunteering that they were eligible.




CHAPTER 6

IMPACT OF TJTC ON EMPLOYMENT AT SUBSIDIZED FIRMS

6.1 lutraductfon
The purpcse of this chapter is to determine the impact, if any, chat TJTC

has had upon the total employment of participating firms. The TJTC program

has two primary goals: (1) to increase employment of the disadvantage.
workers in the tarpered categories and (2) to increase tto total number of

jobs in the economy. An ideal program would function such that (1) and (2)

exactly coincide; that 18, new jobs are created for disadvantaged workers

without causing disylacement of non targeted members of the labor torce. In

practice, a large number of participating firms may either create T2 toeted

Jobs only at the expense of nontargeted employment, or may increase neither

targeted no- nontargeted employment.
The analysis of participation in TJIC reported in previous chapters and

undertaken elsewhere (Bishop and Montgomery 1984, Montgomery 1982;) sugges*

that low take-up rates can be raised by more vigorous promotional efforts by

local program administrators. 3ut would such efforts be worthwhile? Vigorous

prem  jonal campaigr: are costly und should be conducted only if TITC is cost-
effective (1i.e., only if a reasonable proportion of the Farticipating firms
are being induced to increase their hiring of targeted workers and this hiring

does net displace other similarly disadvantaged workers from their jobs).
When a firm applies for a targeted subsidy, it may be (1) applying for a

cradit for an employee who was already a part of itg labor force, or would

nave been selected even if there had been no subsidy; (2) hiring a targeted

worker for a job that weuld have otherwise been filled by a non targeted

wosber; or (3) hiring a targeted worker for a Job that would not have existed

In the absence of the subsidy. When the employment subs!dy influences who ig

hired but not how many are hired, there is within-

workers,

firm displacement of other
Because the workers displaced will probably be unskilled and may
have almost as much difficulty finding jobs as targeted workers, such an

outcome 18 not ag positive as rhe hiring of a targeted worker f
created job.

or a newly
This chapter examines the extent and nature of within~firm

displacement. The specific questions addressed are as follows:
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® Jhat impacts do the TJTC and JTPA-OIT programs have on the level
of employmen*t at participating firms? How much displacement?

¢ What impacts do these programs have on the share of employees
who are under the age of 25 at participating firms? Who is

disglaced?

A subsidy prograr may influence employment in at least cwo ways. First,
subsidies may lower by nearly 50 percent the marginal costs of certain types
of labor (i.e., tax-credit-eligible workers). This creates an incentive to
expand emplovment. The incentive is greatest when the firm consciously tries
to increase the share of the new hires who are eligible for subsidy, when the
wages of these types of workers are a ma jor share of total costs, and when the

firm is able to substitute these workers easily for capital or other purchased

inpats.

A second effect of targeted employment subsidies on employment is through
their effect on the working capital available to firms whose expansion is
constrained by lack of access to capital markets.l When business is good,
many (small) firms claim their expansion is constrained by lack of working
capital. Any tax cut that benefits such firms will stimulate employment at
those firms. Such increases in employment may, however, be offset by
reductions in employment at other firms that compete with the firm that

receives the tax credit or that must pay additional taxes.

This chapter examines the effects of TJTC upon a firm's employment level
by regressing the growth in the firm's employment in a given year on the
growth in TJTC usage in that year and a vector of other firm and regional
characteristics. The sign and statistical significance of the TJTC variablesg
will be t ted to iudge whether the subsidy program induced par .cipating firms

to expand employment.

This chapter is organized into five sections. Section 6.2 discusses the
specification of the models examining the impact of TJTC on employment growth.
Section 6.3 presents the empirical results from the growth regressions. Sec-
tions 6.4 provides a discussion of the specification of the models predicting
the proportion of workers who are young. and the results of the estimation

results. Section 6.5 summarizes the findings and draws conclusions.
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v.2 Spccifying the Employment Change Equation

Assume that the growth of the jth firm's labor force over the relevant

period, 83» contalns an exogenous component, 8Aj» and a component induced
by the subsidy, 81j- Therefore--

8j “8aj t+ 81j

The exogenous component gp may be greater than or less than zero. The
null hypothesis to be tested here is that the subsidy-induced portion, g7y,
is zero. It is lmpossible to observe elther component directly. Given the
types of variables available to specify the growth equation, assume that gA

was a function of a vector of firm characteristics, X, and characteristics of

its location, R, as follows
gay = (Xi, Rj)
The vector X of characteristics contains the following variables:

® Whether the firm is unlonized. Given the national trend in in-

dustry employment, non union firms are expected to grow more
rapidly than unionized firms.

® Size of the firm. Given the size of the local labor market (see

below), 13 very large firm is likely to face a less elastic labor
supply curve.

® A group of Inue .cry dummies. Since the measure of empioyment
change is for 6 mont}a only, and the national trend variable
18 ror the entire vear, the seasonality of the industry will in-
fluence the dependent variable. A get of dummies for seasonal
industries was included to control for this. Other irdustry
dummies were included to control for differences that may sys-
tematically emerge for product classes: manufacturing goods,
services, communicatinns, w.olesale and retail trade, etc.

A vector of characteristics of the firm's location, R, includes the
following variables:

i » Size of the local labor market. The larger the absolute size of

the loca’ applicant pool, the more elastic the labor supply facing
the firm ghould be.

® A set of locational dummies.

75




Theory suggests that the level of a subsidy influences the equilibrium

level of a firm's employwent. This implies that the dependent variable--

change in employment at a firm—-should respond to changes in the number of
subsidized workers available to and hired by the firm.2 The hypothesis that

the subsidy-induced component, gy, was zero was tested by evaluating the

impact of changes in the subsidy usage on employment growth.

How does the hiring of subsidiczed employees influence the composition and

level of a firm's employment? The answer to this question depends on three

things: the proportion of subsidy eli,ibles hired who are retained, the

extent to which subsidized employees displace unsubsiaized employees, and who

is displaced. Figure 6-1 illustrates the relationship for the 'j'th firm.

Subsidy Subsidy |
Eligible _Retention \ Eligible | (+1) N
l Hires . Employment ~
{ "3 at "j" Total
(=) Employ-
Displacelent ment
(=) Noneligibles (+1) at
Under 25 at""( £
Firm
"jll
] Noneligibles ~ | (+1) \ ,
|_Over 25 at "j"| - '

Figure 6-1. Relationship for the jth firm

Not all of the subsid: eligibles hired during a year have been retained at the

end of that year, so 9(Subsidized Empl) . dSE
d(Subsidized Hires) dSH

employees will displace workers not eligible for subsidy, as follows:

= rg < 1. Some of the subsidized

(1) dE . (1 - dNE)
dSd 4SE




6.3 Econometric Evidence tor 1981 and4§g

The 1982 NCRVE employer survey is a rich source of da‘a on the use of
targeted empioyment subsidies. It Provides data on the uge of tax credits
(TJTC and WIN) for 3 different time periods: calendar 1980, the first 9
months of 1981, and the period from October 1981 until the date of the
interview. Data on the use of CETA or JTPA on-the-job training contracts are
available for calendar 1980 and for the period from January 1981 to the inter-
view date. For the tax credit programs, we can identify how many of the TJTC
eligibles were certified, how many were known to be eligible when hired, how
many were referred to the employer by a school (and therefore were probably
co-op students), how many were referred by the employmant service, and how
many were identified by the firm itself. Data on employment at the company
are available for the following dates: July 1980, December 1980, July 1981,

December 1981 and the date of the 1interview.

It is important that the interval over which the hiring of subsidized
employees is measured corresponds as closely as possible with the interval
over which growth is defined. Consequently, the analysis of employment growth
examines time periods that begin in December 1980. When employment growth
between “ecembe: 1980 and December 1981 is analyzed, the subsidy variable is
the TITC and WIN certifisstions obtained during the first 9 months of 1981.

Wh & em>loyment growth between December 1980 and the interview date is

analyzed, the subsidy variable is based on certifications obtained during that
period.

The level of subsidy use is assumed to iufluence the level of employment.
Consequently, changes in employment will be a function of changes in the usge

of the s'hcidy program. Three different specifications are employed, as

follows:

(2) EB81-E80 = alTJTCSl + aZTJTCSO + anTPA + a480%9 + 3510579 + aX + u
E E E E E -

(3) E81-E80 . b, IJTC81 4 ., TJITC80 4 b3JTPA + b,SUB79 4 1InE79 + bX + v
E “NEWHBL = 2T E E “£79 > -

(4) 5815380 - clTchal + ¢, TJTC80 C3£?§A + ¢4, SUB79 cs5 InE79 + cX + w
E E -
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where
E80O, E81 = employment in December 1980 and December 1981,respecttve1y;

TJTC80, TITC81 = the number of TIJTC certifications in 1980 and in the
first 9 months of 1981;

JTPA = the number of CETA or JTPA-0JT-subsidized hires between
January 1980 and the interview date;

SUB79 = the sum of TJTC, WIN and CETA-0JT subsidized hires in 1979;

E = the average level of employment over the time period fer which growth
is defined;

E79 = the average level of employment in 1979 measured in the first wave;
NEWH8] = the number of ney hires in calendar 1981; and

X = a vector of characteristics of the c..Inany.

The first specification assumes that the proportionate rate of growth is a
function of present and lagged ratios of subsidized hires to employment. If
subsidy use causes the firm to increase employment, we would expect aj, by, ¢,
and aj, b3, c3 to be positive and az, by, €2, a4, by and €4 to be negative.
Ordinary least squares (OLS) estimates of equation (2) will be unbiaged if
whether the firm participates and the number of subsidized hires obtained by
companies that participate are €xogenously determined by (a) knowledge of the
program, (b) beliefs about tha productivity of eligibles, and (c¢) the referral
policies of the agencies that place disadvantaged workers, and aie not

influenced by the actual growth experienced by the company.

The numbe. of subsidized hires in 1979 and 1980 4re predetermined, and
the model includes a control for employment at the beginning of the period
over which growth is defined, 80 these variables are not a source of simul-
taneity bias. The problem, if there is one, comes from the inclusion of

I£I§§l and JTPA 15 110 model. If greater employment growth during 1981
) E

tends to increase TJTC81/E and JTPA/E, the coefficients a) and aj mav he
biased in a positive direction.3
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6.3 Econometric Evidence for 1981 uyno &2

The 1982 NCRVE employer survey is a rich source of data on the use of
targeted employment subsidies. it provides data on the uyse of tax credits
(TJTC and WIN) for 3 different time periods: calendar 1980, the first 9
months of 1981, and the period from October 1981 until the date of the
Interview. Data on the use of CETA or .JTPA on-the-job training contracts are
available tor calendar 1980 :nd for the period from January 1981 to the inter-

view date. For the tax credit TTograus, we can identify how many of the TJTC

%
eligivles were certified, how many were known to be eligible when hiread, how
many were referred to the employer by a school (and therefore were probably
co-op students), how many were referred by the employment service, and how
many were identified by the firm itself. Data on employment at the companv

dare available for the following dates: July 1980, December 1980, July 1981,

December 1981 and the date of the interview.

It is important that the interval over which the hiring of subsidized
employees is measured co"responds as closely; as possible with the interval
over which growth is deficed. Consequently, the analysis of employment growth
examines time periods that begin in December 1557, When employment growth
between December 1980 and December 1981 is analyzed, the subsidy variable is
the TJTC and WIN certifications obtained during the first 9 months of 1981.
When employment growth between December 1980 and the interview date is

analyzed, the Subsidy variable is based on certifications obtained during that

period.

The level of snbsidy use is assumed to inf luence the level of employment.
Consequently, changes in employment will be a function of changes in the uge
ot the subsidy program. Three ditferent specifications are employed, as

tfollows:

(2) ESI‘ESO - al]J'I:CSI + aZTJTCSO + a3JTIiA + a48UB79 + aSInE79 + f’ﬁ + u

¥ E E E E79

(3)  ESL-EBO .y TJTCBL , \ Ty1CBO | b3JTEA + 1, SUBTY 4 o 1ug79 4 by + v
E NEWHB] F E E79 ? =

(4) E81-E80 _ Clg;gcgg + o,IJIL80 o cqJ1PA 4 CQSU§;Q + ¢s nl79 + cX + vy
E ) ) E E ’ —
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where

E80, EB1 = employment in December 1980 and December £981,respective1y;

TJIC80, TITC8l = the number of TITC certifications in 1980 and in the
fi. * ™ months of 1981;

JTPA = the number of Cr + or JTPA-0JT-subsidized hires between
January 1980 and the interview date;

SUB79 = the sum of TJTC, WIN and CETA-0JT subsidized hires in 1979;

E = the average level of employment over the time period for which growth
is defined;

E79 = the average level of employment in 1979 measured in the first wave;

NEWH8] = the number of new hires in calendar 1981; and

X = a vec:or of characteristics of the company.

The first specification assumes that the proportionate rate of growth is a

function of rresent and lagged ratios of subsidized hires to emplyyment. If

subsidy use causes the firm to increase employment, we would expect aj, by, cj,

and aj, bj, ¢3 to be positive and az, by, cy, a4, b, and ¢4 to be negative.

Ordinary least squares (OLS) estimates of equation (2) will be unbiased if
whether the firm participates and the number of subsidized hires ¢ tained by
companies that participate are exogenously determined by (a) knowli:dge of the

program, (b) beliefs about the productivity of eligibles, and (c) the referral

policies of the agencies that place disadvantaged workers, and are ‘ot

influenced by the actual growth experienced by the company.

The number of subsidized hires in 1979 and 1980 are predetermined, and
the model includes a control for employment at the beginning of the period

over which growth is defined, so these variables are not a source of s3imul-

taneity bias. The problem, if there ig one, comes from the inclusfon of

Iﬁlggl and JTPA 1, the model. If greater employment grow.: .. Tng 1981
E

tends to {increase TITC81/E and JTPA/E, the coefficients 11 and ajy may be

biased in a positive direction.3




The second specification assumes that rates of growth are a function of

the lagged ratios of subsidized hires to eaployment and of present ratios of

subsidized hiires to new hires. These models are estimated on the subsample of

companies that nad at least one new hire in 1981. OLS estimates of equatioa
(3) will be unbiased if the ratio of subsidized hires to new hires is not
affected by the rate of growth of employment during the time period. Growth
has a direct impact on the number of new hires required, so unless the numbet
of subsiaized hires increases proportionately with the total number of new

hires «ithout {ncrear‘ng marginal costs of recrulting qualified TJTC

eligibles, growth will tend to have a negative effect on TJTC81/NEZWH81. This

may result in by being biased in a negative directio

The third specification employs tvo-stage least squares. Intrumental

variable estimates of equation (3) are obtained by regressing growth on pre-

dicted rather than actual values of TJTC80/E and JTPA/E. These results are

discussed at the end of this section.

All of the models allow subsidy usage in 1980 and 1981 to have a dimin-
ishing impact on emplcyment growth as the level of subsidy usage grows. The
marginal impact of TJTC aad JTPA usage on growth is assumed to be a step func-
tion that has a discontinuity atr TJTC80/E (or TJTC81/E or JTPA/E) equal to

G.5. In order to miniwmize colinearity, the TJTC variables are defined as

follows.

e TJTCBO/E LT.5 = min(.5, TJTCBO/E)

e TITCBO/E GT.S

1

TJTCEO/E - TITC20/E LT.5

e TITC8I/E LT.S5 = min(.5, TITCBL/E)

e TJICBL/E GT.5 TJTC81/E - TJTCBO/L LT.S

It is hypothesized that the coefficients on the upper portion of the
splines (the second and fourth variables) will be closer to zero than the

coefficlents or the lower portion of the splines.
Tahles 6-1 and 6-2 report our estimates of the impact of the two subsidy

programs on 1981 employment growth. AJl models fnclude a long list of control

variables measured in the first wave of th 4rvey  sice of estaplishment,
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TABLE 6.1

IMPACT OF TAKGETED EMPLOYMENT SUBSIDIES ON EMPLOYMENT GROwTH
(Share of Employment Specification)

Employment Growth

B L 12/80 - 12/81 12/80 - Interview
Subsidized Hires ir 1979/(empl) -.085*%%x (1.8) ~-.091*%**(1,9) - 173%%%(2 ., 7)
TJTC Certifications in 1980/ Jempl) -.064 (1.1 -. 084 (1.2)
198V Certif. up to .5 -.250%*% (1.9)
1980 Certif. above .5 .022 ( .8)
TJTC Certif. in 1981 /(empl) LT.5 334%% (2.0)  .299%% (1.8) L285%% (2.1)
o TJTC Certif. in 1981 /(empl) GT.5 -.055 ( .5) =-.057 .5y -.033 ( .5)
S
JTYA-0JT Hires in 1980-82/(empl) LT.5 L086 (1.0)  .074  { .9) 078 (.7)
R-square .086 086 L0097

* p < .10 on a one-tail test.
** p < .05 on a one-*ail test.
**% p < .0l on a one-tail test.

NOTE: The numeratcr of the 1981 certification/employment variable is TJTC certifications in the first 9
months of 1981 when December-to-December growth is the dependent variable, and is certifications between
January 1981 and the interview date when growth during that same period is the dependent variable. The
complete set of control variables included in the regression is provided in table 6.6A.
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TABLE 6.2

IMPACT OF TARCETEL EMPLOYMENT SUBSIDIES ON EMPLOYMENT GROWTH
(Share of Mew Hires Specificationr)

Employment Growth

12/80 - 12/81 12/30-Interview
Subsidized Hires in 1979/(empl) -, 106%* (2.14) -, 172%%%(2.51)
TJTC certifications in 1980/(euwpl)) -.059 (1.17) -.088%  (1.32)
TJTC certifications in 1981/(new hires 81) .025 {.50) .00 (.02)
JTPA-0JT-subsidized Hires in 1980-82/(empl) .U45 (.27) .01 (.05)
JTPA-QJT up to 0.5/(empl) ~.075 (.32) .02 (.07)
R-equare .115 .120

NOTE: The sample is limited to firms that hired at least one new employee

during 1981. The numerator of the 1981 certification/new hires variable is
TJTC certifications in the first 9 months of 1981 when December-to-December
growth is the dependeni varifable, and is certification between January 1981
and the interview date when gzrowth during that same period is the dependent

variable. The complete set of control ‘rariables included in the regression is
provided in table 6.6

* p < .10 on a one-tail test.
** p < .05 on a one-tail test.
**%% 5 ¢ .01 on a one~tajl test.
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turnover, percent cf the work force under 25, percent unskilled, percent

unionized, dummies for industry, 18 dummies for location, and expected rates

cf employment growth--and a shorter list of firm characteristics obtained fronm

the second wave of the survey--growth rate of unit sales, change in unloniza-

tion, and the deviation of the firm's wage from an amount predicted by an

equation controlling for vccupation and employee background characteristics.

The definition, means, and standard deviation of the variables included in the

modrl are in a rable 3.1.

The results of estimating €quation (2) are reported in table 6-1. The

results do not seem to depend on which time period is examined. A large, sta-

tistically significant positive coefficient is obtained on 1981 TJTC hires up

to one-half of employment, and a statistically significant negative coeffi-

clent of almost equal magnitude is obtained on the corresponding variable for

19830. The result can be interpreted as support for the hypothesis that em-

ployment change responds tn change in subsidy use. The coefficients on the

upper portion of the spline are much smaller and not significantly different

from zero. This implies that once the number of subsidized hires reaches one-

half of the firm's employment, further increases in stbsidized hiring have no

impact on employment growth. Subsidy use in 1979 (not splined) also had a

statistically signlficant negative impact on 1981 employment growth. None of

the coefficients on the variables measuring the use of JTPA are statistically

significant, and they are all very close to zero.% Taken at face value, the

coefficients on 1980 and 1981 TJTC variables imply that, as long as TJTC hires

did not exceed half of the firm's employment, each 10 TJTC hires by a firm

increased its end-of-year employment by about 3. They further imply that

employment essentially returns to its previous level by the end of the

tollowing year. What do these coefficients imply is the magnitude of dis-

placement? Only about 60 to 75 percent of TJTC hires are probably at the firm

at the end of the first year. Remembering equation (1), the implied rate of

within firm displacement ranges from 0.5 to 0.6.

The results of estimating equation (2) are reported in table 6-2. Co-

efficients on the ratio of 1979 subsidized hires to employment and the ratio

of 1980 TJTC hires to employment are negative, as before, and are almost as

log
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statistically significint. They imply (hat greater use of TITC 1n year ¢
results in lower srowth rates 1in years t+l and t+2. When subsidized hiring in
1981 is normalize.l by new hires rather than by employment the coeff1 tenrs
drop to zero. These results are quite different from thos reported na table
6~1. The differences are no doubt due to the fact that simultaneity bhias
operates 1in opposite directions in the two nodels. When confronted with such
results as these, all that can be said 's that the true impact of TJTC hires

on employment at the end of the year is probably somewhere Setween O and 0.3.

Because dependent variables dare proportionate vates of growth, the
residual variances of the models are greater for small establishments than for
larger establishments. This produces a heteroskeﬂ‘dLic1ty problem that
reduces the efficiency of estimates and that biises estimates of standard
errors. Statistical models of the log of the residual variance were
estimated, weights were constructed for each observation based on the
predicted residual varlance, and then the models were reestimated. The

results as presented in table 6-3 show that the coefficient on rhe key subsidy

variables did not appreciably change.

Two-Stage Least Squares (2SLS) Estimates

Because level of subsidy usage {s potentially endogenous, estimates of
TJTC's impact on employment growth may be biased. A firm cannot participate
vnless 1t has ac least one new hire, and increases in the number of new hires
raise the probability of encountering, hiring, and certifying a TJTC eligihle.
The firm's growth rate, in turn, influences the new hire rate. As a result, a
ctrcle of causation may exist in which subsidy usce increases growth, growth
increases new hires and new hires increase subsidy use. Figure 6-2 represents
the causal cuircle just described. To fepresent tre system of 8 simultaneous
equations were estimated. The endegenous variables of the system were as

follows:
e New hire rate {n 198}
® Faployment growth Dec. %0 to the interview date

¢ Employment growth Dec. 80 to <he interview (if nositive else G)

(TITC subsidized hires Jan. 81 to Interview/enpl) LT.S

(TITC subsidized hires Jan. 81 to {nterview/empl) 7.5

1us

Aruitoxt provided by Eic:




o JTPA uhires Jan. 79 tg interview/empl

e (JTPA nires Jan. 79 to interview/empl) LT.5

New Hire
Rate

Actual Sales
Planned Growth
of Employment

Actual
Fmployment

/ \

Proportion
Unaer 25 in 1980

Flgure b—2.

‘> Under 25 in 1982

Representation of the causal circ e

84

[ .~ N [ ¥ [ # [ (] [ YRR e o — [re— r—

1



TABLE 6.3

IMPACT OF YAKGETED EMPLOYMENY SUBSIDIES OGN EMPLGYMENT C¥UWin

(Werghted Models)

12780 - 12781 12/80 - Interview _
$ize - Size h
Gnly Modit e Fuli Only Modified Full

Share of Employment Models
Sub. Hires 1979/ (emp)) - L75Y (2.7 L S LA L138%F (2.1)
T1C Certafied 1980/ (emp)) -.066 (.9) -.074 (.8) 110 (12}
TJTC Cert1fied 1980/ (empi) L1.5 L251%% (1.9) L242%*  (1.8) L238%Y (1.8
TJTC Cert1fred 1980/ (empl) 6T.5 -.031 (.4) -.022 (.5) 016 {.3)
JTPA-0JT/(emo1) LT.5 071 (.6, .037 (-3) .Lob (.0}
R-square 065 .09 .082
Wts, Coefficient of Variation a1 .27 .29
Share of New Hires Mode:s
Sub. Hires 1979/ (emp 1) -.088% ('.6) -, 136%* (3.6) - 120 (2.9) - 160** {2.2) - 187%% (301 A72 2.7
TITC Certafied 1980/ (empl) -.043  (1.0)  -.080* (1.4) -.083*  (1.4) -.076  (1.2) - 107 (1.4) 29 (1.b)
TJTC Certified 1981/ (new hire) .002 (.0) .047 (.9) .034 {.6) -.004 (.1 -.008 (.2) .006 (.1)
JTPA-QJT/ (emp1) .075 (.5) .099 (.8) .071 {.5) 060 (.3) L2 {.8) .081 {.5)
JTPA-0JT/{empl) LT.§ -.088  (.2) -.107 (.6) -.083 (.4 -.021 (.1) NERY {.5) .074 3
R-square 116 .102 .100 DR Stub 113
Wts. Coefficient of variation .21 .34 .37 L2U vy 30

“p < .10 on a one-tail test.

** D < 05 on a one-tarl test,
*** p < .01 on a one-tg1) test.

s
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The quality of the 2SLS estimates of a structural model depends critic-
ally on the instruments that are available. Estimates of the impact of sub-~
sldy programs on employment growth dapend on having exogenous predictors of
subsidy usage that are not Influenced by turnover and growth and that also do
nct have direct impacts on turnove: and growth. The variables that serve this
function are dummy variakles for orevious use of Stusldy programs, government
or employer organization initiated centacts about TJTC or CETA/JTPA and offers
of TJTC or JTPA referrals, previous use of the employment service, membership
In a local business organization, existence of a personnel department in the
firm, the perceived amount cf paperwork required to obtain an OJT contract,
and a variable for negative attitudes towards government and interactiouns
between government initiated contacts, as well as and the following charac-

teristics of the employer establishment size, firm size, skill requirements,

Pprobationary period, percent under age 25 in 1980, Previous use of subsidies,

and membership in a business organization.

The results of the 2SLS estimaces of equation (4) are presented in table
6.4. Coefficients on ;981 subsidy use (up to half of employment)are positive
and larger in magnitude but no longer statistically significant. Coefficients
on 1981 subeidy uge (above half o€ employwment) are now negative, large in
m&gnitude, and 1in one case statistically significant. The coefficients are
also positive for JTPA use below half of enployment, negative for use above

half of employment and are also not significantly different from zero.

A great deal of effort went into devealoping and defining instruments for
the 2SLS models. These efforts have clearly failed to rroduce believable
estimates of the Structural impact (f targeted subsidies on employment
growth.J Despite the probable biases, the OLS estimates of equation (2) and
equation (3) probably provide better estimates of the impact >f subsidy
programs than the 2SLS results. This implies that displacement rates lie

somewhere tetween 0.5 tn 1.0.

6.4 Econometric Evidence on the Displacement of Other Young Workers

Since most subsidized workers are under the age of 25, and lcw—~ and high-
Income youth gre probably good substitutes for each other, young workers might

be more likely to be displaced by TJTC-subsidized hires than older workers.
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TALLE 6.4

TWO-STAGE LEAST SQUARES MODEL3 OF
THE IMPACT OF TARGETED EMPLOYMENT SUBSINIES

Subsidized Hires in 1979/ (empl)

TITC Certif. in 1980/ (empl)

Pred. (TJTC Certif. in 1981 /(empl) LI.5
Pred. (TJiC Certif. in 1981 /(empl) GT.5
Pred. JTPA-0JT/ (empl)

Pred. JTPA-0JT/ (empl) LT.5
Pred./employuent growth

Pred./empl. growth > zero

R-square

—— e namhal e e U ———— e et

* p< .10 on a one-tail test.
** p < .05 on a one-tail test.
*** p < .0l on a one-tail test,

BEST Copy AVAILABLE

Empl.

L134%% (1,

013

. 894

.61

. 390

758

.86

Growth
i 12/80 - 12/8{__

(

(1.

9

.3)

Empl. Growth

Percent under

095

12/80 - 4/82 Age 25
L260%%%(2 . 5) 036 (L T)
00 (0.0)

B0 (1.1) D4G (LT)
J770%% (1.9, -.038  ( .2)
2976 (1.1) 191 ( .7)
1S (1.2) ~.957  (1.32)

.135 (2.5)

L0911 (1.3)




TABLE 6.5

IMPACT OF TARGETED EMFLOYMENT SUBSIDIES
ON THE SHARE OF THE WORK FORCE UNDER AGE 25

Level Change
Model Model
Knowledgeable TJTC Hires 1980-82/(empl)
LT.5 J138%%% (2 .3) JO94%%% (2.7
GT.5 .(09 ( .2) -.003 .1
Subsidized Hiring 1979/(empl)
LT.5 =.065*%  (1.6) = 094%%% (2.7)
GT.5 .0l6 ( .3) +.003 .1
JTPA Hiring 1980-82/(empl) 047 (1.2) - --
LT.5 -.080 (1.0) - --
Employment Growth 1980-82 L067%%% (5,1) D72k %%
(5.3)
Proportion under Age 25 ip 1980 «829%*% (72,9) 1.000 --
R-squate 716 .051
| I
b
<

o
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This hypothesis can be tested by examining subsidized niring's impact on the

employment of youth.

The NCRVE emp'oyer 1982 survey asked 2 questions ahout young workers:
“Approximately whet percen*age of your work torce is under 25 years of age?"
and "Two years ago, approximately what percentage of your work force was under
25 years of age”” These proportions were then modeled as a part of the
following recursive System in which employment growth over the time period was

taken as predetermined:
() PrLI25g5 = dyPrLT250n + dpRNTITC + d3JTPA 4+ d,5UB79 + 4.E82-E80 4 4 X + wl
82 1 80 .2__..E 3__E—. 4__E__ i__fE___ 6

where

PrLTZSsz(go) = the proportion of the establishment's work force that is
under 25 years of age at the time of the interview (two
years before the interview);

KNTJTC = known TJITC eligibles hired between Jan. 80 and the interview

date as a proportion of the average level of employment during
that period, and

£E82-E80 = the growth of establishment employment between July 198U and

the interview date divided by the average level of employment
in the time period.

The specification has many similarities to the 2quation (2) model of em—~
ployment growth. With only a few excepcions, the X vector is the same as that
used to estimate equations (2) and (3). The most important difference is the
use of knowledpeable TITC hires rather then total TJTC hires to construct the
key subsidy variable. This choice was made because knowing which job
candidates are eligible for TJTC when the hiring decision is made seems to be
essential it TITC is to have a major impact on the character of a firm's work

force. Such rnowledge is also one of the ingredients of being an aggressive
user of TJTC.

As before, the lypothesis of diminisning returns is tested in this model
by specitying that the marginal impact of subsidy use on the youth share of
employuent is a step function with a break at subsidized hires/employment =

0.5. The results of estimating equation (5) by ordinary least squares are

li2
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proportion of the work force under 25. 1y addition, the 2 subsidy level

variables are combined into 1 by differencing them (1.e., the following

constraints are placed on equation (5): d; = 1 and dy = -d3). A
difference model 1in which no constraints are placed on dj, dy, and d3 1is
presented in the second column of table 6-6.

The coefficients on knowledgeable TJTC -
highly significant. Coefficients on the u

3age up to 0.5 of 2mployment are
PPer portion of the spline and on

JTPA use are gmall and nonsignificant. The results may be summarized as

follows:

JTPA-QJT contracts.

¢ The impact of TJTC on yecuth's share of employment diminishes

almost to zero when the number of knowledgeable hires of eligibles
exceeds half of the firm'g employment.

employment:

® If the company's employment ig constant, the shift of the youth
share creates 1.38 additional jobs for youth.,

mechanism,

¢ The total number of additional youth jobs 1is 2.4

» about 80 percent
of the assumed Increase in total employment.
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TABLE u.6

PACT OF TJTL ON EMPLOYMENT GROW Ih AND Trf SHARL
OF THE WORK FORCE UNDEK THE AGE OF 25

Change Tn snare of
Emptoyment Share under tmpl . under
Growth Age 25 Age 25 in 1982

Program Variables

Change In TJTC cert)fications by flrms

trylng to select TJTC el igibles L165%* (2.26)

Change In kncwledgeable TUTC certl.

up to 0.5 Lo (L 61)
above 0.5 =502 (.06)
Level knowledgeable TJTC hiring
up to 0.5 +.138%*  (2,33)
above 0.5 009 (.24)
Subsidlzed eanl in 197y
up to 0.5 ~. 065 (1.59)
above 0.5 .0i6 (.23)
Level of JTPA 04T 80-82 ~o 121 (1.26) <053 (1.29) .047 (1.18)
up to 0.5 . 244 (1.34) ~. 108 (1.313 =-. 081 (.98)
Changes In Demand
Change In employment 074%%% (5,35 LO6T ¥ (5,13)
Change In empl. It positive =025 (1.16) -.014 (.91)
Change In sales +e 494U (4 73 .017 (.64) .014 (.55)
Change in sales if positive ~. 538%**(5 j¢) 015 (.49) .018 (.62)
Planned Increase In empl. (100's) SOTH*RR(4,94) =.010 (1.42) -.010 (1,50}
Pranned proportionate increase |- empi . L0100 (1.28) L0 (a1 «005 (1.56)
Other Emplioyer Characteristics
Share under Age 25 In 1979 +B29M**(73.62)

Log estab. empl. in 1980 -~ 053%**(5,79) 012%%*(4,22) L013%%% (4,87)

Log estab empi. [n 1980 > 50 L0248 (1.42)
Log ratlo firm/estab. empl. .001 (.10 .001 (.20) +.003 aamn
New hire rate - 1979 .053 (.80) -.084 (2.72) ~.052% (1.73)
Quit rate - 1979 -+ 033 (.36) -.008 (.19) .009 (.22)
Induced quit rate 1979 -.239 (1.25) -.062 (.7C) -.094 (1.09)
Layoff on ability rate - 1974 ~.062*** (3 30) 012 (.13) -.013 (.15)
Dismissal rate - 1979 =~ OEI*E*(3,12) .123 (1.47) . 118 (1.45)
Proportion skllled .018 (1.21) .004 (.62) »003 (.44)
Proportion part-time L060** (2.43) 010 (.64) 012 (1.14)
Resldual tog wage 030 (1.58) -.014 -.020%*  (2.33)
Log cost of machinery . 004 (1.01) =.0C (1.31) -.002 (1.25)
Flexibltity to fire .049%* (2.51) -.001 (.12) -.006 (.€64)
Difficult to fire «046** (1.98) -.011 (1.06) -. 004 (.38)
Leyoff based on sanlor ity 024 (1.07) -.007 (.68) -.012 (1.13)
No probationary perlod -.067** (2.03) ~.00% (.62) -.006 (.39)
Log length probationary per [ad L024%* (2.25) -.004 (.72) ~-.005 (1.14)
Dummies for industry x X X
Dummies for Location X X X
R-square 21243 L0533 <7164
Standard Error of Tstimate 12 .45 . 140
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@ If the true impact of increased subsidy use on employment
(dy) 1s 0.2, and d5 remains the same, 10 TJTC hires will

create a total of 2 additional jobs at the company and youth will
get all of them.

growth

e If the tise a; = 0.1 and d) remains the same, 10 TJTC hires

raise youth employment at the company by 1.71 but total employment
by only 100 so tne employment of non youth at the company will
decline.

® If the 10 TJTC eligibles the fir certified were not known to be

eligible at the time of hiring, there are only indirect impacts on
the numbers of youth employed at the company. If a) = .3, 10

TJTC certifications increase youth employment by 1. If a) = .2,
10 TJTC certifjcations increase youth employment by .67.

6.5 Summary

What do these results tell us about the size and composition of within-
firm displacement? Displacement rates are related to the empirically

estimated impacts of subsidized hiring on the employment of youth by the
following implicit function:

(6) d(Empl Youth) . dEY . (dSEY - dNEY rg
d(Sub Hires) dSH dSE” dSE

where

dSEY = the proportion of subsidy eligibles at the comany who are young.
dSE the share of ~I1 TJTC hires who are young is 0.75;

dNEY » the rate of displacement of noneligible youth;

Ig = the proportion of subsidized hires during a period who are gti]l

retained by the company at the end of the period (probably between
0.6 and 0075)-

We now have estimates for 3 of the 4 terms in equation (6). Assuming

that 75 percent of TJTC hires are still at the company at the end of the year

(rg = 0.75) and taking account of impacts on the youth share tha* operate
through the growth response, all we need to do is solve
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G.24 = (0.75 - dNEYy (0.75) for dAMEY .  Tpe resulting estimates of displac .ent
dSE dSE

are

dNEY 0.43 and 9NE - 0.6 (assuming a, = 0.3)
dsSE dSkL
This 1mplies that for every 10 TJTC-subsidized employees at a comp» y who are

known to be eligible when hired, there will be the followin,:

® 4 extra jobs at the couwpany

e 6 fewer unsubsidized employees at the company {most of the not-hired
unsubsidized employees are probatly not in TJTC target groups)

e 4.3 fewer unsubsidized youth at the company

® 1.7 fewer unsubsidized adults at the company.

If it is true that a) . 0.2, every 10 TJTC subsidized employees at a

company result in the following

® 2.67 extra jobs at the company
@ 7.33 fewer unsubsidized employee> at th: company
® 4.77 fewer unsubsidized youth at tae company

® 2.56 fewer unsubsidized adults at the company.

If it is true that a1 is 0.1, every 10 TJTIC subsidized employees at a

company there would be:

® 1.33 extra jobs at the coumpany
® 5.67 fewer unsubsidized employees being hired at the company
® 5.22 fewer unsubsidized youth at the company

® 3.45 fewer unsubsidized adults at tne company.

These results imply that somewhere between 60 and 90 percent cf the jobs
tilled by TJTC subsidized workers either would have been filled by the TJTC
eligible anyway or displaced other workers at the company. This does not
necessarily imply, however, that the seneral equilibrium effects ot the pro-
gram on aggregatc employment are small. Targeted employment subhsidies do not
have to increase the employment of participating firms to increase total em-
ployment in the economy. Thelr primary purpose is to induce employers (1) to
hire workers with less skill and experience than they would without the incen-

tive and (2) to provide the more intensive training rthese new hires require.




Even if the firm does not increase its employment, total employment in

all firms may expand if the disadvantaged worker who is hired because of the
subsidy would not have been able to get a job without its lelp (because c¢f the
cinimun wage or some other imperfection in the market), and if the less disad-
vantaged worker who is displaced does find another ob because he or she is
part of a labor market in which wage rates ad just up and down to equilibrate

demand and supply (Johnson 1981). Calculating general equilibrium effects is

beyond the scope of this report.
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1. For example, let us assume th- -ompany with no access to new loan or
equity financing and no money in vark has a business opportunity that
requires ti... immediate hiring of a additional worker at $1,000/month.
Revenues of $1,200/wonth will be generated by this activity but the revenues
will not begin for 6 months. The firm will be unable to undertake this po-
tentially profitable activity because it lacks the working capital to finance
it. If, however, the firm had hired and certified 2 TJTC-eligible workers the
previous year, its tax payments would be $6,000 lower, which is precisely the
working capital necessary to respond to this business opportunity. In this
case, the additional worker will be hired. How comnonl a phenomenon this type

of example 1s and what the participation rates of these types of firms might
be are not known.

2. The employment change was normalized b~ the average of the employuent
levels at the endpoints (and converted to a percent). Division by the average
level of employment has the advantage of constraining the proportionate change

to between plus and minus two, a useful restriction wnen dealing with small
firms.

3. If only TITC/E is endogenous and it is uncorrelated with X and the other
subsidy variables, the coefficient subjec to simultaneity bias, a], will
have the following relationship with the true structural coefficients,

a] = af + ¢ , where 8 is from the auxiliary regressicn: TJTC/E =& 5 +5(u)
(u), and where (u) is the error in the equation (2). Since only 6 or 7
percent of the firms in our sample are participating in TJTC in any given year
and only a fractien of their new employees are likely to be subsidy-eligible
(even for aggressive users of the program), participation rates would have to
be extremely responsive to growth for & to be greater than 0.07. 1If TJTC/E
were uncorrelated with the other regressors in eq ation (2), this argument
would allow us to place a bound on the simultaneity bias in a;. However,

because TITC/E is correlated with the other subsidy variables, no such bound
can be placed.

4. TIn models not reported, the upper portion of the JTPA variable was
included as a regressor. The coefficient on this variable was negative and
larger 1in magnitude than the coefficient on the lower portion of the spline.
This was rejected on a priori grounds, so only the lower portion of the spline
is included in the specifications reported. The JTPA variable was also broken

into a 1980 portion and a 1981-§2 portion, tut this did not improve its
performance significantly.

5. One explanation for the 2SLS-estimatecd parameters being higher is that
the change in percent subsidized variable ic measured with error.
mental variables techniques reduce bia
produces larger coefficients.

Instru~
6 due to measureaent crror and this




CHAPTER 7

HOW SHOULD GOVERNMENT PROMOTE TJTC?

The issue to be addressed in this chapter is how the limited resources
available to promote the TJTC program should be targeted. Government agencies
have used mailings of literature on the program in a number of siates. Some of
the states that have used this approach are satisfied with the response they
have received, others are not. Only a tiny fraction of the firme contacted in
this way respond. Many employers report that they almost invariably throw out
any literature they receive from government unless it is something to which

they are not required to respond to.

7.1 The Impact of Personal Contacts

A more effective (though also more costly) mechanism of TJTC program
promotion is personal contacts with employers to explain the program coupled
with an offer to screen eligible individuals and refer them to the firm if
they are qualified for its job openings. The analysis of the first wave of
the employer survey, for instance, found that firms that first learned of the
WIN program from a personal contact by a representative of a government agency
or local business organization were 84 percent more likely to participate in
WIN during 1979, and 63 percent more likely to participate in TJTC than firms
that had first heard about it from other sources (Bishop and Montgomery 1984).
Having first heard of C:TA~OJT from a personal contact more than doubled the
chances of pavticipating in CETA~OJT during 1979.

The second wave of the employer sarvey 1is an even better data set for
studying the effects of government-initiated contacts promoting TJTC. The
effect of such contacts on an employer's use of tax credits for hiring
disadvantaged workers during 1980, 1981, and 1982 were studied by estimating
probit models predicting whether and how firms used TJTC. The 80.4 percent
of our sample of employers who reported having heard of TJTC -vere asked two
questions about government-initiated contacts endeavoring to jromote the TJTC

program. The first question began as follows: “Have you or any of your sgtaff
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spoken to a representative of government, a trade association, or a local bus-

iness organization about these tax credits?" The 36 percent who answered yes
were than asked by whom the initial conversation about tax credits was
initiated. The responses were "you" (17.6 percent), "your staff or coempany"”
(13.8 percent), by "government” (43.8 percent), "a trade association” (4.3
percent), "a local business organization" (7.2 percent) or “"other” (8.5
percent). Thus, 12.9 percent of the sample of amployers were personally

contacted about TJTC by a government official.

The second question about government contacts was, "Have you been asked
by the employment service or any other agencies to accept referrals of job
applicants who are eligible for Targeted Job Tax Credits or Work Incentive tax
credits?” Twenty-one percent responded that they had received such a request.
Considerably fewer (only 13 percent) of the firms reported having a con-
versation about TJTC that was initiated by a govermment official. Approxi-
mately 10 percent reported both types of interactions. In many of these cases

one conversation probably produced yes answers to both questions.

Both kinds of contacts had large, statistically significant impacts on
the probability that a firm would participate (i.e., would hire at least one
certified eligible new hire in TJTC). Table 7.1 presents estimates of the
mean change 1in percent participating and the percentage increase in
participation that are induced by each type of government-initiated contact.
Contacts with an employer that include an offer to refer TJTC-eligible job
candidates to the firm have a much larger impact on participation, than trying
to certify eligibles and knowingly hiring TJTC eligibles. Participation
probabilities of a typical firm (i.e., a firm that was average on all the
dimensions used to characterize firms) more than double (see column 4) when a
referral was offered but increased by only 57 to 66 percent when the personal

conversation did not include the offer of a referral.

The purpose of TJTC is to induce changes in recruitment strateglies and
hiring selections. Four of the outcomes analyzed in table 7.1 can be
congidered indicators of such changes: accepted referrals of TJTC eligibles,
plans to request a referral in the future, knowingly hired TJTC eligibles, and
had a conscious policy of trying to select TJTC eligibles. Although firms
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could always take the initf{itive and request that TJTC eligibles be referred
to them, referral relationships were more commonly started by a government-
initiated contact. Even though 35 percent of the firms asked to accept a
referral turned it down, contacts that offered such referrals increased the
t.pical firm's chances of receiving and considering a TJTC~eligible referral
by 498 percent (line 7 of tahle 7.1). In addition, plans to request a re-
ferral in the future rose by 81 percent and the prcbability of knowingly
hiring TJTC eligibles rose by 140 percent.

Personal conversations not tied to a referral offer seemed to be slightly
nmore effective in Inducing firms to try to select TJTC eligibles (i.e., either
recruit or give hiring preference to TJTC eligibles) than offers of a TJTC-
eligible referral. Government-initiated conversations increase the probabil-
ity of adopting such a policy by 69 percent, whereas referral offers increased
it by 57 percent. Clearly, personal contacts by government officials promot-

ing the program had large and significant effects on participation rates.

7.2 Who Should be Contacted First?

There are more than 3.5 million hiring entities ir the United States
(U.S. Department of Commerce 1981) and it 1is not feasible to make personal
contacts at every single firm and establishmenrt. Should the agencies with the
responsibility of finding jobs for disadvantaged TJTC eligibles target their

personal contacts to--

e large employers or small employers?

® establishments that are part of a larger corporation or indepen-
dent, owner-run establishments?

® establishments with personnel directors or companies where the
manager does the hiring?

® the membership of local business organizations ¢ firms not al-
ready in one of these organizations?

» companies with high turnover or companies with low turnover rates?

® companies that predominantly employ workers who are under the age
of 25 or companies that do not currently employ many young
people?

® companies with jowbs that require a great deal of training or com-
pan‘es with jobs that do not require much training?
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companies with long probationary periods, companies with short
probationary periods, or companies with no probationsry periods?

How personzl contacts should be targeted depends upon the goals of
program administrators and the impact of personal contacts on the achievement
of these goals. This section selects three {ndicators of program

participation and effectiveness and then examines how the response of these

indicators to a governmeut-initiated contact varies with the character of the

firm. The three indicators that are studied in depth are (1) whether an
employer participated in the program between September 1981 and April 1982,
(2) whether the employer tried to select TJTC eligibles, and (3) whether the

employer plans to ask for TJTC-eligible referrals in the future. Once the

behavioral relationships are outlined, a subsequent section will examine the

connection between program goals and targeting.

Government offers of TJTC-eligible referrals were the most common form of

government—-initiated contact and had larger effects than contacts that did not

simultaneously offer to refer eligible job applicants. Consequently, the
analysis focuses on the impact of referral offers on TJTC participation. The

basic wodel of participation that was estimated and discussed in chapter 3 was
reestimated with the following additional variables: a dummy variable for
government-initiated conversations, a dunmy variable for government—initiate !

referral offers and a set of interactions between referral offer and size of

establishment, size of firm, establishment has a personnel office, company is

a nember of a local business organization, new hire rate, proportion of
employees under the age of 25, amount of training required, and length of
probationary period. The predicted probability of participating when there
has been a government offer of TJTC referrals can be obtained by adding

columns ! and 2 of table 7.2.

Estimates of how the response of participation to referral offers varied
with the firm's characteristics are presented in table 7.2. The first, third,

and rifth columns present participation probabilities for companies that had

not reccived any governuent contacts or referral offers. The second, fourth,
and sixth columwns present estimates of the increase in participation prob-

ability that resulted from a governaent offer of TITC~eligible referrals.
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THE INCREASE 1

TABLE 7 1

(1)

(@)

N USE OF TJTC DATA DUE TO
A GOVERNMENT-INITIATED CONTACT

Change in Percentage
Using TITC

F» T T T T T S T TR T e s s e e

Percentage Increase in Use
of TITC by Typical Fim

(3) (4) (5)
Percent
Responding [0ffer of a Personal Offer of a Personal
Yes to Referral Conversation Raferral Conversation
Question i

Participated

in 1930 7.2 5.2 (7.4) 2.9 (3.4) 122 66

January 19§]-

thru Sept. 1981 7.1 3.4 (6.7) 2.0 (3.0) 125 66

Occooer 19ysl-

Interview Date 5.6 2.7 9.5) Lod (2.4) 113 57
Tried to Certify
Eligibles 14.4 8.9 (6.9) 3.5 (2.3) 78 3]
Tried to Select
Eligibles 5.5 2.0 (2.9) 2.6 (3.1) 57 t9
Certified a {{ire
Known to Be
Eligible When 6.4 3.8 (7.2) 1.6 (2.6) 1«0 57
Hired in 1980-81
Received a Referral
of a TITC Eligible 15,2 23.7 (28.8) 2.0 (2.0) 498 43
Plan to Request
TITC Referral 21.2 15.4 (9.3) 10.2 (5.1) 81 53
in the Future

Figures in paventhesis are
equivalently the t statistic when
dummy variables for government-1ini

estimates are identical to those p
3.

the ratio of the coz2fricien

NV equals «. g
tiated contacts,
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TABLE 7.2

IMPACT ON THE USF OF TyTC OF GOVERNMENT (NITIATED OFFERS TO REFER TJTC ELIGIBLES

Parﬂclpa-r_lon after Tries to Select | Plans to Ask for
September 1981 1o« Eligibles Referrals in Future
(1) (2) (3) (4) (5) (6) -

Percent Increase | Percent Increase | Percen* Increase

When No Dus to When No Due to when No  Due to

Gov' t. Gov't. Gov't, Gov't. Gov't. Gov't. -

Contact Contact Convact Contact Contact Contact

Size of Establishment

200 employees

i

7.9 5.0 5.2 341 21.2 3.6
18.4 employees 2.3 2,7 3.3 3¢7 18.9 15.6
2 employoes o5 1.1 2.1 3.9 17.0 27.6
Size of Firm -
Same as establ ishment 2.2 243 2.8 4.2 18.5 16.2
Ten times establi-hment size 2.8 4.0 5.5 1.5 20.6 13.0
Personnel Office -
Yos 3.5 5 6.7 2.7 18.0 16,0
No 2.1 2.9 3.0 3.9 27.6 10.9
Member ot Local Business Crganization —
Yes 247 1.0 3.9 563 .9 16.5
No 1.9 4.6 2.7 2.6 .0 14,7
New Hire Rate —
50 percent 4.7 3.9 4.6 3.9 .9 13,0
10 percent 15 2.1 3.3 3.6 .5 12.8
Employees Younger than 25 -
15 percent 2.9 L9 2.5 9.3 .0 27.9 l
10 percent 2.1 1.2 3.6 2.1 19,7 11.4
Required Trainling -
One year 2.7 1.5 2.8 4.7 20.2 20.9 l
One week 2.0 50/ 2.9 3.0 17.9 113
Probationary Period -
Non- 1.5 4.8 2.9 2.7 14,0 14,0
One month 3.6 .0 5.0 4.4 20.0 17.9
Six months 146 4,2 2.0 3.6 21.4 13.5
Firm with 200 Employees, 75% of Which
Are under 25 WIiTh New R ire Rate of 50%
No Personnel Office, Member Business Organization 5.3 15.7 6.2 13.0 19.9 13.7
No Persunnel Offlce, Business Organization, P
1 Yr. Training Required 12.7 10.4 7.0 15.3 21.2 19.0 |
No Personnel Office, Business Organization, 1 Yr.
Training Required, ' Mo. Probationary Per lod 25.3 =-0.2 12.1 19.0 22.4 17.6 -
Personnel Office, No Business Organization 12.4 19.7 9.0 10.0 27.5 6.9
Pers. Of., No Bus. Org., Flrm 10 times est. 214 23.5 13.5 5.6 29.8 3.7
Pers. Of., No Bus. Org., Firm 10 times est., -
| Week of Tra!ning Required 15.0 28.0 12.3 4.5 28.4 0.0
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The effect of a firm'sg characteristics on ics probability of participa-
tion can be examined by comparing adjacent rows of the table. The effect of
establishment size, for instance, is described in the first three rows. Wheth-
e€r or vot they received a governuent contact, large establishments were con-
siderably more likely to participate. Holding other characteristics constant,
going from 18 emp.oyees to 200 raised the percent participating between Sep—
tember 1981 and the interviey date from 2.3 tn 7.9 percent when there was no

contact, and from 5 to 12.9 percent when there was a referral offer.

Note that the increase in the probability of Participation when a contact
occurs was 11so larger at the big firms. This pattern recurred for a number
of other employer characteristics. Establishments that are a part of a large
multiplant firmr were Somewhat more likely to participate when there was a gov-
ernment initiated contact and were considerably gpore likely to respond when

there was a referral cffer. High rates of turnover and hiring and large pro-

lities of participation when there was no contact and with larger increases in
participation when there was a referral offer. At companies at which three-
quarters of the work force yere younger than 25 years old, the percent partic-

ipating rose from 2.9 percent to 12.8 percent when a referral of fer was made.

For certain other characteristics of the firm, however, the type of firm
that responds most dramaLically to the offer aof a referral was also the type
that was least likely to Participate in the absence of 4 government-initiated
contact. Emplovers that yere not members of local business organizations and
that did not bire through perscnnel offices were legs likely to participate if
there was no government—initiated personal contact, but were more likely to
participate if there wag a referral offer. Ffirmg that had either no proba-
tionary period or a long one and that offered little training were also lesgsg

likely to Pacticipate absgent a contact, and were more likely to participate if

there wasg a referral offer.

P.ans to Participate in the Future

At the end of che Sequence of questions about TJTC, the respondents yere

asked whether they planned to request a referral of 4 1JTC eligible when t hey
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rneeded to hire unskilled workecs in the future. Approximately 17 percent of
the employers in the sample resporded affirmatively. Among firms not recelv-
ing contacts about the program, the characteristics of the firm did not ap-
preciably affect the likelihood ¢f an employer planning to request a referral
in the tuture (see column 5 of tzble 7.2). The only exceptions to this gener-
alization were that firms without a personnel office and probationary periods

for new hires were more likely to plan to request ..:.ferrals in the future.

The primary difference between a plan to participate in the future when
there is an unskilled opening and actual past participation is probably “op~-
portunity.” Many respondents hired nc unskilled workers between September
1981 and the interview date, and consequently did not have an opportunity to
participate in TJTC. Others hirad only one or two. Many of the employer
characteristics that baa ma jor impacts on participation but not on plans were
measures of opportunity (e.g., the gize of the firm, the new hire rate, and

the proportion of employees uader the age of 25).

The nature of the firm did, however, have a large effect on the response
of a firm's plans to the offer of TJiC-eligible referrals by a government
agency (see column 6 of table 7.2). At a small firm, such offers dramatically
1ncreased plans to ask for referrals in the future. “he percent planning to
reques” referrals rose by 27.6 percentage points (from 17 to 45 percent) at
firms with only 2 employees, but rose only 3.6 percentage points (from 21.2 to
24.8 percent) at establishments with 200 employees. The increase in planned
participation was also considerabiy larger at companies with a personnel of-
ficer, that offer more than the average amount of training, and that have a

predominantly young work force.

Changes in Hiring Practices Because of TJTC

Probably the bhest single measure of whether employers are changing their
hiring practices in ways that wil? increase their hiring of the disadvantaged
1s the answers that were given to the following question: "Does your company
make any effort tc gelect new employess who are tax-credit-eligible?” Af-~
firmative answers were glven by 5.5 percent of our respondents and by 29

percent of tnose who had certified at least one TJTC eligible. In the absence
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of a goverament agency contact the companies that were most lixely to report

trylng to select TJTC eligibles--

¢ had many employees

e were part of a large multiplant firm

¢ had a personnel office

¢ were members of a local business organization
¢ had a high rate of turnover and hiring

¢ had a work force predominantly over the age of 25 (such a firm would
not be able to use TJTC without a conscious change in recruitment
or hiring policies)

e tad jobs that required a great deal of on-the-job training

¢ had a short probationary period (rather than none or a long one)

Offers of a referral tended to have the greatest impact on adoption of a
conscious policy of selecting TJTC eligibles when the boss (probably the
owner) makes the hiring decisions, (i.e., there was no personnel officer and
the establishment was small and not a part of a multiestablishment firm).
Members of local business organizations were also more likely to respond to a
personal contact by consclously trying to select eligibles. Probably, these
firms were more exposed to and were subject to appeals that hiring disadvan-
taged workers is part of their civic obligation. Other features of the firm
associated with bigger responses to a contact were having a predominantly

young work force, naving jobs thai require a great deal of training, and

having a ghort provationary period.

7.3 Goals of the Program and Program Administrator

The preferred outreach strategy will also depend upon the goals of the
program anc its administrators. The connection between goals and outreach
strategy 1s descrited in table 7.3. The agency administering TJTC is assumed
to be subject to a budgetary constraint that places a limit on the number of
employers with whom the gstaff can initiate personal contactg. If the goal
(goal 1) is to maximize the participation rate amongst contacted firms, the
out each should be targeted to firms with the highest probability of
participating when contacted.

If the goal (goal 2) is to increase *he number of participating firms the

policy will/should be to target the type of firms that have the largest

127

105




TABLE 7.3

CONNECTION BETWEEN PROGKAM GOALS
AND THE TARGETING OF OUTREACH

Program Goal

Whom to Target

High participation rate am.ng
contacted firms

Increase number of participating
firms

Increase number of TJTC certifica-
tions

Increase the hiring of TJTC
eligibles

Increase the employment of TJTC
eligibles

Increase the quality of the jobs
TJTC eligibles obtain

Those with the highest probability
of participation

Those with the largest AP--pre-
dicted increase in participation
due to a personal contact

Those with the largest AC--pre~
dicted increase in the number of
eligibles subsidized due to a
personal contact

Those with the largest (C|S) AS--
increase in the number of firms
that say they try to select TJTC
eligibles due to personal contact
times the number of TJTC's eligi-
bles hired

Adjust policy 4 for probable re-
tention rate

Adjust policy 4 for the quality
of the jobs obtained by TJTC
eligibles
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increase 1inp participation rate (columns 2 and 6 of table 7.2) when a personal
contact is made. This goal is s wmewhat more appropriate than the first
goal--having a righ hit rate--because many of the firms would participate even
without a personal contact. The fourth line from the bottom of table 7.2
illustrates the reason for preferring goal 2 to goal 1. Firms of this type

are predi:ted to have very high participation rates (25.3 percent), but a

contact does not increase the participation rate.

Goals 1 and ? relate to numbers of firms benefited rather than the number
of disadvantaged clients gserved. The number of TJTC placements that might be
made at a firm must be considered when deciding which employers should be
contacted first, so goal 3 (i.e., increase the number of TJTC certifications)
is probably a more appropriate goal for the program than either 1 or 2.
Relative to the priorities implied by goal 2, this tends to imply that large

firms hiring large numbers of entry-level workers should be the first to be
contacted.

If the TJTC program were only to reward firms for hiring disadvantaged

workers they were going to hire anyway, it would not achieve its purpose. The

recipients and other disadvantaged workers. If this is the goil (goal 4),
personal contacts should be targeted at those firms that can be persuaded to
change their recruitment or selection policies and increase their hiring of
disadvantaged workers. The employer's response to the question, "Does your
company make an effort to select new enployees who are tax-credit-eligible?"
is a reasonable proxy for TJTC-induced charges in hiring practices. Con-

sequently, column 4 of tzble 7.2, is adjusted for the expected number of TJTC

claims, it yields anp ectimate of the impact of outreach efforts on goal 4.

Increased hiring of the disadvantaged is not the sole objective of TJTC.
A cecondary goal of the pro, am is to raise the duration (goal 5) and quality
(goal 6) of the jobs that welfare recipients and disadvantaged youth obtain.

There is probably a trade-off between recruiting employers who will increase

|
|
program's real purpose is to induce firms to expand their hiring of welfare
their hiring of the disadvantaged and recruiting employers who offer good,
long-lasting jobs to the disadvantaged. Any effort to induce employers who
offer "good" jobs (i.e., jobs with training, job security and opportunities

for advancement and Jjob security) to hire youth from disadvantaged backgrounds
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or welfare recipients must deal with the fact that these employers can afford
to be selective and typically are selective about whom rhey hire. Disadvan-
taged youth and welfare recipients have a difficult time competing for these
popular jobs. Manvy employers believe that when they hire a disadvantaged
youth or a welfare recipient, they take a greater-than-normal rish that the
employee will not work out and they will have to fire the employee. One of
the qualities that makes a "good" job "good” is protection from arbitrary
discharge. Such ﬁrotections raise the firm's cost of firing and thus cause
firms that offer "good"™ jobs to be reluctant to hire job applicants whom they

perceive have a higher-than-average risk of firing.

Analysis of the first wave of the employer survey has found that, con-
trolling for size and a hcst of other varjables, firms that demonstrated a
willingness to fire employees by actually doiny it in the previous year were
considerably more willing to participate in subsidy programs targeted oa dis-
advantaged workers than firms that had .ot fired anyone recently (Bishop and
Monrgomery 1984). Consequently, one of the impecrtant issues to address is how
responsive the firms that offer the better jobs are to personal contact by
government officials. This can be tested by intc¢racting variables describing
the quality (e.g., training, job security, capital intensity, etc.) of the
jobs each firm typically offers to entry-level workers with the dummy for

be.ng personally contacted by a government official.

The goal that seems most appropriate to the author is a combination of
goals 5 and 6--increasing both the employment of TJTC eligibles and the quali-
ty of their jobs) with priority given to goal 5 rather than 6. An examinafion
of table 7.2 reveals that in order to achieve these goals, outreach efforts
and offers of TJTC-eligible referrals to companies that are not already

participating should be targeted at employers that have the following

characteristics:

Many employees

A high proportion of its work force under the age of 25

A 3ingle establishment firm (policies are set at the local not the
nacional level)

® Low turnover

® Growing employment

e A member of a local business organizatiou

e No personnel office
e

L]

Of fers a great deal of training
A short probationary period
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CHAP1R 8

SUMMARY AND POLICY IMPLICATIONS

This chapter exdamines the two major problems faced by the Targeted Jobs
Yax Credit p-ogram--low participation and uncertain cost-effectiveness—-and
then suggests (1) ways TJTC can be improved and (2) alternative subsidy

schemes that should enable greater impact and cost-effectiveness.

8.1 The Problem of Low Participation

IJTC is currently helping less than 10 percent of the pool of young people
eligible for the program. There are four primary causes for TJTC's low par-

ticipation rate as follows:

l. For a long time, most employers were not aware or were on! -
vaguely aware of the program. A 1940 survey of employers
found that only 17 percent of all employers representing
establishments resyonsible for 33 percent of all employment
reported being "famiiiar” with TJTC (EOPP Employer Survey).
Firus that reported being familiar with the progran often knew
very little about it. The program is now much better knowr.

A 1982 resurvey of these same employers found that 77 percent
had "heard” of TJTCl and 19 percent had spoken to a Tepre-
gsentative of zovernment or a trade/business organization about
the program. Most employers continue to know very little
about the program, however, and many of their beliefs about
tne program ("paperwork is burdensome,” "eligibles do not make
good workers”) are not based on actual experience but rather
on the general bad reputation of government in the business
cemmunity or prior experience with other programs like CETA.

2. Many firms are not able to benefit from the TJTC either be-
cause they do not have tax liabilities which the tax credit
may reduce, because they are not hiring, because they are
required to rehire laid-off employees first, or becanse they
do not hire unskilled and untrained entry-level workers.

3. There 1s a stigma attached to veing a member of most of the
TJTC's target groups. Employers perceive the program to be
subsidizing people who do not make good workers. This reduces
the likelihood that employers will ask the enployment service
to refer TITC-eligible workers to their firm. Furthermore,
many applicants feel that telling prospective employers of

their eligibility for TJTC may hurt their chances of getting
the job.

4. The complicated rules of eligibility mean that most employers
are unable to 1dentify job seekers who are eligible on their
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own and that governmen: agency certification of erployee eli-
gibllity is therefore necessary. This has three disadvan-
tages: (1) it often forces the firm out o. its traditional
recruitment channels; (2) employers fear that it will intro-
duce red tape into the hiring process or bring about unwelcome
government interference (the costs of identifying and certify-
ing who is eligible are thus major deterrents to participa-

tion); and (3) the program's success depends upon cooperation
between private business and goverament.

An Assessmept

TJTC is structured so that referrals of eligibles by labosr market inter-
wadiaries are not essential to its operation. Some cf the designers of TJTC
expected other mechanisms of matching eligibles to jobs to predominate (i.e.,
job seeker announcements ¢f their eligibility to prospective employers and
employer screening of pools of job applicants for eligitles). The option of
bypassing labor market intermediaries has not produced the high participation
rates that were anticipated, however, and the cost—effectiveness of the pro-
gram has probably suffered. Despite the availability of alternatives, the
primary mechanism by which firms match up with eligible workers is still

through referrals by labor market intermediaries.

This is not an undesirable phenomenon. In fact, the energies of program
administrators should focus oa making referrals the primary mechanism by which

employers identify TJTC-eligible job candidates. Promotional efforts designed

to induce nonparticipants to give the program a try should simultaneously
sell the following:

e The tax credit (e.g., "The paper work is smali; we will make the

certification process convenient; it can have a big effect on the
bottom line.")

¢ The TJTC eligibles (e.g., "They make much better workers than you
may anticipate.”)

® The screening and referral service of the agency (e.g., "We will
send you someone promptly; we will inform you if the person has a

criminal record; we will send you candidates who are qualified for
your job.™)

Agency staff with contacts at firas that already participate in the pro-

gram should try to persuade the firm to accept additional referrals of TJIC

eligibles and to give them hiring preference.

110 132




It s nol ciear whether a job ceeker's volunteering that he or she is a
TJTC eligible increases or decreases the person's chance of being hired. The
two experiments imply that there is still probably a significant minoritv of
employers for which TJTC eligibility is a negative rather than a positive.
There will probably always be some employers with this view, for many cannot
benefit because they lack a tax liability and others have such a negative view
of the target groups that they will probably never participate. As a result,
the best strategy is for referring agencies to make the initial approach to
the firm. If the firm's response :to the explanation of the tax credit and the
offer of eligible referrals is positive, referrals can be made. Disadvantaged
workers who are referred need not even mention the tax credit and can
concentrate on selling themselves. Expecting the job seeker to promote or

explair the program is probably unw'-e.

The disadvantaged worker's job scarch should not be limited to firms con-
tacted by the labor market intermediary. Direct application should be made to
other firms. 1If the employer asks whether the applicant is eligible for TJTC,

an affirmative answer should be given, but if the subject is not brought up by

the employer, applicants should not mention their eligibility.

The primary goal of TJTC's marketing strategy should be increased cost-
effectiveness, not increased usage. The cost-eftrectiveness of TJTC is in-
creased if labor market intermediaries are the primary mechanism by which
employers find TJTC eligibles. When a firm initiates a request or agrees to
an offer of TITC-eligible referrals and later hires some of these referrals,
the firm's hiring selections are almost certainly being influenced. When
employers do their own screening or respond to volunteered information abcout a
job applicant's eligibility for TIJTC, it is less certain that the tax credit
1s inducing desired changes in employer behavior. Many of the employers who
report screening and identifying elipibles on their own also report that this
screening does not influence bhiring selections. Some employers do not allow
the hiring officer access to the information on eligibility; other employers

report doing the screening after the hiring selection is made.

Participation rates will suffer, however, if labor market intermediaries

are the primary mechanism of bringing eligibles and employers together. Many
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employers are reluctant to accept referrals from government agencies, such as

the employment service. In the 1982 NCRVE employer survey, 70 perceat of the
employers with vacancies did not list the Jub opening with the employment
service (Bishop, Barron, and Hollenbeck 1983). 4s a result, even though 34
percent of all workers had checked with the employment service during their
last period of job search, only 5.1 percent had gotten their jobs through an

employment service referral (Rosenfeld 1975).

Infermal recruitment mechanisms are much more popular. About 35 percent
of all jobs were found by applying directly to the firm without suggestions or
referrals, and another 26 percent were obtained by applying directly to the
firm at the suggestion of a friend or relative (Rosenfeld 1975). Most firms
prefer to hire people who are recommended by either a current employee or an-
otner employer or who have shown their desire for the job by applying for it
in person. Employers prefer these informal recruitment channels beceuse (1)
such channels are faster, (2) employers do not become inundated with job ap~
plicants who must be interviewed, (3) they can avoid dealing with government,
and (4) they believe that job candidates obtained from informal sources will

probatly be more productive and less likely to quit or be dismissed.

This preference acts to limit the market penetration of any program for
findiny jobs for the disadvantaged that depends upon a labor market inter-
mediary (e.g., the employment service, a school's placement office, a WIN
office, or a JTPA subcontractor such as the Urban League). Such 3 prograw is
bound to be only partially successful helping some of the people who approach
the agenzy but failing to reach most of the eligible population.

This comment is even more pertinent to other programs designed to help
the disadvantaged find employment, such as JTPA classroom training or on-the-
job training, work experience programs at high schools and junior colleges,
public service employment, and job clubs. The important point to remember is
that even though TJTC is a voucher entitlement, its success still depends on
how well it is administered by local public officials. TJTC is closer to be-
ing self-administering than these other programs. However, the fact that it
is targeted on difficult-to-identify groups that may be stigmatized once

identified means that It probably can never a_hieve the high participation

MY N
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rates of less-targeted tax incentives such as the New Jobs Tax Credit, the

Investment Tax Credit, and the Research and Development Credit.

The agencies that administer TJTC at the local level have a critical role
to play even when agency referrals are not the primary way employers recruit
and identify eligible job candidates. The agencies must market the program.
Chapter 7 demonstrated that employer participation in TJTC was quite respon-
sive to personal contact by job developers and other local administrators of
the program. For example, a demonstration of employer subsidies on Wisconsin
was able to recruit a hiph proportion of the firms contacred (Public Private
Ventures, 1983). Not only do these contacts inform employers of the pro-
sram's existence, but they also greatly increase the probability that knowl-

edgeable firms will participate.

The importance of local outreach and promotion is further supported by
the dramatic differences between states in the proportion of their disadvan-
taged youtn tnat are served by the program. Estimates for 1983 show that
Vermont, for instance, vouchered 35 percent of their eligible youth and cer—
tified 9.2 percent, whereas New Hampshire vouchered only 10 percent and certi-
fied 3.8 percent. Kansas vouchered 29 percent and certified 11.6 percent of
eligibles, but Colorado vouchered only 2.9 percent and certified only 2.5 per-
cent. Maryland vouchered 21 percent and certifi-d 8.6 percent, yet Delaware
vouchered only 7.6 percent and certified 3.7 percent. The rates of vouchering
and certification of eligible youth for all 50 states for that year are pre-
sented in figures 8.. and 8.2 and table 8.1. The willingness of firms to
participate in these programs does not vary dramatically from state to stdate;

what do vary are the policies and commitment of the local administrators of

the program.

The TJTC program has suffered from long delays in the publication of IRS
regulations and insufficient funding of the administrative costs of vouchering
and certifying workers. Some state employment service agencies have taken the
position that when the federal money specifically set aside for the adminis-
trators of TJTC is exhausted, they will stop vouchering and certifying eligi~-
bles. 1In 1979, for exemple, when the federal contribution to administrative

costs ran out in the state of Wisconsin, certifications dropped to almost zero

for the final 3 months of the year.
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TABLE £.)

TJTC VOUCHERI!NG AND CERTIF ICATiONS
IN FY 1983 STATE

{in percent)

Disadvantaged Youth | Te*“al Dlsadvantaged Youth | Totsl

Vouchers Certit Cortif Youchers Certlf Certlf

Eilgible Ellgibie } Empl In Ellgible Ellgible | Empl In

Service Service
Alsbema 9.7 5.3 1.9 Montana 7.4 3.. o7
" Alaska 14.6 9.1 70 Neoraska 15.7 5.7 .7
Arlzons 8.9 4,2 1.1 Nevade 10.9 5.7 o7
Arkansas 16.0 5.2 2.1 New Hampshlire 10.1 3.8 1.4
California 7.0 3.6 o7 New Jersey 9.1 4.6 o1
Colorado 2.8 2.5 5 New Mexico 10.4 4.0 1.4
Connectlicut 6.9 2.9 o4 New York 1.6 4.6 »9
Delavare 7.6 3.7 o7 North Carotlna 10.1 4.% 1.7
District of Columbla 13.2 5.0 9 North Dakota 22.3 8.6 3
florlids 21.7 10.3 1.4 Ohlo 10.0 3.4 .8
Georgla 17.8 9.1 1.9 Ok | ahoma 9.3 4.5 o7
Hawall 4.3 1.5 5 Oregon 20.0 6.0 1.5
| daho 14.3 %.3 1.6 Pennsyivanla 4.3 2.1 6
11iInois 11.2 4.6 1.0 Rhode !sland 11.6 5.4 .7
Indlana 28.5 7.5 1.2 South Carollna 9.0 4.6 2.0
iows 15.0 6.0 1.2 South Dakota 24.0 1.0 2.0
Kansas 29.1 11.6 1.1 Tennesse~ 1.5 4.4 1.3
Kentucky 18.9 6.6 1.8 Texas 8.6 4.6 .8
Loulslana 13.0 9.3 2.1 Utah 10.0 5.2 1.4
Malins 22,5 7.% 1.8 Yermont 3%.2 9.2 1.8
Maryland 213 8.6 1.3 virginla 18.2 7.% 1.1
Massachusetts 13.2 6.9 1.0 washlngton 18.2 8.8 1.3
Michligan T.¢ 3.0 Pe2 West Virginle 7.% 2.3 .8
Minnesots 9.0 5.8 1.0 Wisconsin 15.2 5.1 1.1
Mississippl 12.2 10.1 2.6 ,oming 10.0 5.0 1.1

Missourl 21.4 7.0 1.5

O

RIC

The number of TJTC voucher and certifications Is teken fram a report prepared by the USES Offlce of

Planning and Review dated December 27, 1983.

The Estimate of the number of ellgibies Is based on
teblulations of the Current Pipulation Survey by the Congressional Budget Office. The number of

employees In wholesale and retall +rade and sorvices other then finance was obtalned from Employment

and Earnlings.
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In other cases local employment service offices have apparently not known

how the progrum cperates. One employer in the Pacific Northwes. found his lo-
cal employment service ignorant of TJTC and uncooperative, as well. He claim-
ed they wer. not even set up to certify the eligible workers that he tound and
hired; he had to go down to th» office to teach the staff there how to certify
someone. States such as Vermont, Maryland, Kansas, South Dakota, Florida, aud
Mississippi seem to be doing a good job of promoting the program. Research is
needed on what aspects of .hese stateg' marketing program has enabled them to

achieve higher-than-normal participation rates.

8.2 32@ Problem of Cost-Effectiveness

The purpose of the TJTC Program is to induce firms to increase thelir
hiring and training of disadvantaged workers. The program can be considered
cost-effective only if (1) a reasonable proportjon of TITC certifications
represent an increase in hiring of targeted workers and (2) this uiring does
not result in other similarly disadvantaged workers not being able to find a

job.

The fact that only a small number of employers choose to participate in a
program does not necessarily imply that the program is not cost-effective.
The low rates of employer participation may suggest that nonpecuniary costs of
participation are high for uaany firms. Some of these costs (e.g., learning
enough about the program to use it, making arrangements for the referral of
eligible workers, establishing a system to identify which job applicants ar=
eligible, and risking scrutiny from the Equal Employment Opportunity Commis=-
slon or the Internal Revenue Service) are fixed (i.e., do not rise with the
uumber of eligibles hired). These costs discourage participation, but for
those who do participate, chey should have no systematic effect on the impact

of the subsgidy on enployment.

Other nonpecunia.y costs depend upon the number of workers hired through
the program. The variable Cos.<8 are the costs of searching for, identifyiang,
and certifying eligible workers and the risk of hiring workers who may be less
productive rhan the typlcal unsubgidized job applicant. These costs lower the
net penefit of hiring extra subsidized workers and therefore reduce the impact

of the subsidy on participating firms.
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The study of participation suggests that, for TJTC and WIN, fixed costs

are an important deterrent to a firm's participation in these programs. Many

of the firms that choose to participate seem to participate heavily. Even

though less than 1 percent of all workers are subsidized, the typical subsi-

o

dized worker is working in an establishment at which 14.6 percent of thre

firn's employees are subsidized. This suggests that, in soue of the partici-

pating firms, the marginal costs of hiring subsidized workers are and reamain
low as the employer expands emplcyment of subsidized workers. Thus the fact

that participation rates of firms are low cannot be taken as evidence that a

o

program has zero or only small effects on those firms that choose to partici-

pate. 1In fact, a reasonable argument can be made that the partial equilibrium

|

response (extra employment) per dollar of expenditure will be bigger in a

small program than a large program.

When there are important fixed costs t., participation, firms with high

elasticities of demand for the subsidized class of workers and low marginal

costs of certifying extr:® workers are moce likely to participate than firms

with low elasticities of demand ard high marginal costs of participation. As

a result, one might expect that the firsc firms to volunteer to participate

will be more responsive than the firms that are cunvinced to participate at a

later date.

There are, however, other ecasor~ for being concerned aboat the present

cost-effectiveness of TJTC. Four types of evidence are availabnle:

L. Econometric estimates of employer response

O |

2. Experiments in which eligible job seekers were taught to
announce their eligibility to prospecti-e employers

3. Survey responses by eployers about how they were influenced

4. Data on the relat] roductivity of TJTC eligibles

To date, there lave been three attempts at an econometric evaluation of
| the impact of TITC on the employment levels of participating firms. The first
study (Bishop and Montgouery 1984) estimated models separately for different
size establishments predicting employment growth from July 1979 through Decem-
ber 1979. TJTC had no impact on establishmen%s with fewer than 20 enployees,

R C ks i

but had a large and significant impact on establishments with 21 to 100 en-

ployees and had an important (though not statistically significant) impact on
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establishments with more than 1UU employees. Because wmost emplovment is 1w
large establishments, the average (using employment shares as weights) :in-

crease in employment per subsidized hire was 0.3.

A study of ewpioyment growth in 198l conducted by Sandra Christensen
(1984) for the Congressional Budget Office found no impact on participating
firms' employment levels. The study of these same data (presented in chapter
6) found that the estimated effect of TIJTC usage depended upon the specifica-
tion. When the TJTC usage variable is the ratic of TITC certifications to
employment and effects are allowed to shift when this variable reaches 0.5,
TJTC utilization has a significant impact on growth (10 certifications in-
crease employment by about 3) up to the point where the utilization ratio
reach~s 0.5 (and has no effect beyond that). When the TITC usage variable is
the ratio of TJTC certifications to new hires, estimated impacts of TJTC are
essentially zero. The 1982 NCRVE employer survey has twice been used to study
TJTC's impact on the share of employment that is under the age of 25, and both
studies found it had a modest positive impact (Christensen 1984; chapter 6 of

this document).

None of these studies, however, attempts to measure the general equilib-
riun effects of TITC. If TJTC is inducing firms to lower their hiring stan-
dards (or raise their opinions of stigmatized groups), 1t can siugnificantly
raise employment even when the firms that receive the subsidy do not expand
total employment because of the program. To date, only one study (Christensen
1984) has used a methodology that measures something akin to general equilib-
rium effects. This study examined the impact of TJTC voucher rates in a rtate
on the probability that eligible youth in the current population survey from
that state were employed in March 1973. The estimated impacts were positive,

statistically significant, and quite large.

The same study found no evidence that youth who were not income-eligible
were displaced. Although, the coefficients were not statistically signifi-
cant, high TJTC voucher rates were associated with higher (not lower) employ-
ment rates for noneligible youth. Besides controlling for numerous individual
characteristics, the study controlled for a variety of characteristics of the
local labor market (e.g., unemployment rate, the number of referrals by em-

ployment service offices, industry mix, central city, and non-SMSA) so the
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coefficients on the ratio of TJTC vouchers to eligible youth seem to capture

a true causal effect.

Experiments Where Job Seekers Announre Their Eligibility

As previously discussed, there have been two experiments (Burtless and
Cheston 1981; Moran et al. 1982) where welfare recipients who were seeking em-
ployment were taught to anrounce their TJTC eligibility to cmployers when they
applied for a job. In both experiments, the group that received this training
had a lower placement rate than other eligible welfare recipients who did not

receive this training.

These studies are based on very small samples and are not well document-
ed, but they nevertheless suggest that, for most employers, signaling one's
welfare recipiency may have powerful stigmatizing effects. One would not
expect, however, that being a youth from a low-income family would be equally
stigmatizing, and this presumption receives support in chapter 4's analysis of
hiring priority ratings assigned by over 850 employers. In this data, TJTC
eligibilit - had a modest statistically significant positive effect orn the

hiring ity ratings given.

Survey Responses

There have been four surveys in which employers were asked what impact
TJTC had upon their hiring. 1In the spring of 1980, the EOPP employer survey
asked the 313 employers reporting that they hired employees subsidized by
TJTC, WIN, or CETA-OJT, "Did participation in the program we just talked about
influence this establishment (Lo expand total employwment by more than might
other-wise have been done?” Twenty—-five percent of the firms said yes. They
were then asked "How many additional empioyees were hired that wouldn't have
been hired otherwise?” The total induced increase in hiring reported by the
firms was 383. The total number of workers subsidized in all 313 firms was

1,896, so the ratio of reported job creation to certifications was 20 percent

(Bishop and Montgomery 1984).

A Government Accounting Office survey of TJTC users in January 1980 ask-
ed, "To what extent did the tax credit influence your decision to hire workers

from targeted groups; i.e., would you have hired them anyway?” Twenty-six
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percent said their use of TJTC would increase employment level and &1 percent
said they substituted some target hires for similar nontarget workers (0O 'Neill
1982).

Cnapter 2 reviewed the responses tu questions in the 1982 NCRVE employer
survey about whether the employe~ was changing hiring policies because of
TITC. About 33 percent of the users said their final selection of who to hire
was influenced by either a great or moderate amount. Weighted by their use of
the program, 80 percent said they tried to select eligibles, 90 percent were
receiving referrals of eligibles, and about half of the eligibles hired were

referrals from agencies (probably in response to a pecific request for TJTC

eligibles).

In January 1984, 100 employers who had hired one TJTC eligible in a 21-
month period ending 2 years previously were asked, "Was there ever an in-
stance in your recollection when a tax-credit-eligible individual was given
hiring preference because of the tax credit over another individual who was
approximately as well qualified or more highly qualified?” About 21 percent
of the respondents said yes. When those firms are given the appropriate
weight, the firws reported changing who they hired about 17 percent of the
time. They were also asked, "Ca. you think of any instance when your firm
decided to make an opening in the firm to take advantage of a tax credit?”
About 13 percent said yes. When those who reported doing it part of the time

are given an appropriate weight, the proportion reporting being induced to in-

crease employment was 7 percent (Hollenbeck 1984),

It should be noted, however, that a survey of employers who hired exactly
one TJTC eligible between January 1980 and September 1981 does not represent
the bulk of TITC usage. TJTC certifications are nighly concentrated. In
1983, for instance, Pizza Hut hired 6,366 TJTC-eligible employees in company-
owned stores. Probably 50 to 100 firms are responsible for more than half of
all TJTC certifications. The firms that recruit TJTC eligibles and give pre-
"erence to TJTC eligibles when they select new employees will become the big-
gest users of the program. Data on these big users is essential if aggregate
employer response to the TJTC is to be measured. 6 a result, surveys guch as

the one just reported significantly understate the magnitude of the aggregate

employer response to TJTC.
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Relative Productivity of TJTC Eligibles

The purposes of targeted employment subsidy programs are to Iinduce firms
tc (1) hire disadvantagzed workers for jobs that would otherwise have been
filled by better qualified workers and (2) provide the extra training that
these workers require to reach the productivity standard of the other workers
in the firm. 1f the program is achieving this purpose, comparisons of sub-
sidized and unsubsidized workers holding the same job (or controlling oa the
characteristics of the job and the firm) woiid show that subsidized workers
have poorer credentials, are less productive, and require greater~than -average

amounts of training.

Evidence on this issue is available from the 1980 EOPP employer survey,
the 1982 NCRVE employer survey, and the 1984 NCRVE survey. In the 1980 EOPP
survey, employers were askec to describe a rendomly selected recent hire for
an unskil'ed or semiskil.ed job. If they had also recently hired a subsidiz-
ed worker, they were asked to give a similar description of that individual
and the job that the subsidized individual filled. The other individual de-

scribed did not have to be doing the same work.

Most of the subsidized workers were from the CETA-OJT program. Compared
to unsubsidized workers at these same firms, CETA referrals were 15 percent
less productive initially, 13 percent less productive at tcrmination or the
time of the interview, received 35 percent more training, and had a separation
rate of 62 percent rather tnsr 23 percent. Workers subeidized by WIN wcre 14
percent less productive initially, 11 percent less productive at termination
or the tiume of the interview, received less training, and had a separation
rate of 47 percent. TJTC-subsidized workers were 14 percent less productive
initially, but only 3 percent less productive at termination or the interview,
and their sepa:ation rate was 25 percent. This low turnover rate may be due
to the fact tha* many TJTC eligibles were not known to be eligible when hired
and were discovered to be eligible up to a year after being hired. Some TJTC
eligibles probably quit or were fired before they were discovered to be
eligible (Bishop 1982, Chapter 2).

The impact of TIJTC and OJT contracts was also examined in the 1982 em-
ployer survey by estimating fixed effe~ts models that compared the productiv-
ity and turnover of 2 new hires at 500 of the sampled firms. Subsidy-eligible
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workers who were known to be eligible when hired were not significantly dit-
ferent from the other workers hired for the same job. Only 36 of these firms
had knowingly hired a subsidized worker for only 1 of the jobs, so these tests
of subsidy programs impact are not very powerful. Po;nt estimates, however,
are very small: 1 to 2 percent lower productivity and about 2.5 percent
greater training requiremwents. Subsidy eligibles were 17 percentage points
more likely to quit (siéﬁificant at p= .063 on a one-tail test) and 4.7
percentage points {sgg likely to be fired (not significant). Overall, the
individuals' expect;; lifetime at the firm was 20 percent lower. The higher
turnover rate of subsidized workers seems, however, to be due to the higher
turnover of CETA-OJT workers, and not to a higher turnover rate of those
subsidized by TJTC. Using the full sample of new hires, .“~ separation rate
was 49 percent for OJT contracts (n=35), 24 percent for people kaown to be
eligible for TJTC when hired (n=33), and 30 percent for unsubsidized new hires
(n=3,106).

In th2 1984 NCRVE survey of 100 firms that had hired only 1 TJTC eligible
during 1980 and 1981, employers were asked, "Compared to other employees with
the same amount of tenure in the same or very similar job, was/were the tax
credit workers more or less productive?” The answers obtained were "the same”
(55 percenc), "more” (10 percent), and "less” (35 percent). When all these
answers are averaged together, the TJTC workers were about 7 percent less pro-
ductive than non-TJTC workers. Probably more significant were the reported
differences in turnover. Cver the course of a 2-year period, the quit rate
was reported to be 41 percent for TJTC workers and 21 percent for others. The

dismissal rate was reported to be 13 percent for TIJTC workers, compared to 8

percent for others (Hollenbeck 1984a).

The evidence suggests that, in 1980 and probably in 1982 as well, CETA-
0JT-subsidized new hires were less productive and had higher turnover rates
than nonsubsidized workers at the same firm. Since OJT contracts subsidized
employment for only six months, it should come as no surprise that turnover
rates were extremely high. The evidence on TJTC, however, was mixed. When a
random sample of firms were asked about specific individuals and the firm's
TJTC hires were compared to other hires, there was no difference in produc-

tivity or turnover. When & special sample of firms that hired only one TJTIC
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eligible in 1980 aud 1981 were asked in 1984 whether TJTC hires were less

productive or had a higher turnover, however, differences were observed.

why are there these differences between studies? The 1980 data on TJTC
is not particularly reliable because many of the TJTC eligibles who were hired
probably left the fim before they were discovered to be eligible. The 1982
data are free of this problen, but the sample is small. The 1984 data have
the ac rantage of being more recent, but have the disadvantage of being un=
representative of TJTC users. Clearly, it is made up solely of small users of
TJTC. The fact that only one TJTIC eligible per rirm was hired in 1%80-81 may
indicate that the employers did not like the persons they hired, so the sample

of firms probably does not reflect the average experience of ail users-

8.3 Recommendations for Changes in the Structure of TJTIC

The evidence on the cost-effectiveness of TITC is mixed. Much can be

done in the area of administration to improve participation rates, but most of
the incremental changes in the legislated structure of TIJTC that would raise
participation rates would decrease cost—effectiveness. In our view, amend-
ments to TJTC should concentrate ou improving 1its cost-effectiveneos (i.e.,
the tax subsidy cost of creating one full-time equivalent job). Lowering the
rate of subsidy lowers costs and because the proportion of all certifications
that represents a net addition to the number of jobs is not likely to decline
proportionately with the decline in the subsidy, the cosi-effectiveness of
the program will increase. If TJTC is retained in basically its curreat form,

the following amendments are recommended to improve its cost-effectiveness:

e The legal status of giving hiring preference to TJTC eligibles
should be clarified. Language should be added that protects firms
that are giving hiring preference to TJTC eligibles from civil
suit by job applicants who do not get a job offer as a result.

The fear of such suit has probably discouraged many firms from
taking TJTC eligibility into account when they select from a pool
of job applicants.

e The rate of the subsidy in the first year should be reduced to 25
percent. ‘The rate of gubsidy in the second year should be main-
tained at 25 percent to encourage retention of TJTC eligibles. A
large subsidy is not required, because tne administrative costs
are small and the TJTC eligibles hired are either no less produc-—
tive or only slightly less productive. Evidence that administra-
tive costs are low is provided by the fact that the companies that
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do this work charge only 15 percent of tax credit claimed. The
1980 and 1982 surveys found no or extremely small differences be-
tween the productivity and turnover of new hires who were known to
be eligible for TJTC when hired and other workers at that firm.
The costs of recruiting and selecting the worker were only slight-
ly higher when a TJTC eligible was selected. The 1984 survey
yields an estimate of 12 percent for the productivity and turnover
penalty of hiring a TJTC eligible.2 If the TJTC workers hired

are only 12 percent less productive than other workers, the 50
percent subsidy rate would seem to be higher than necessary.

aud ex-offenders because these groups face particularly high bar-

! ¢ The 50 percent subsidy rate should be maintained for the disabled
riers in finding jobs.

o The sumnmer student tax credit should be reduced from 85 percent to
50 percent. The 85 percent subsidy rate has failed to produce
respectable participation rates in the summer youth tax credit
(Macro Systems 1934). Probably less than a third of the 33,538
summer youth certifications in FY 1983 resulted in a net addition
of jobs for youth. If so each extra $1.00 of earnings generated
by the program costs the Treasury $2.0C or more of lost revenue.
The Summer Neighborhood Youth Corp is probably more cost-effective
than an 85 percent tax credit for hiring disadvantaged youth
during the summer.

o Consideration should be given to including up to $4,000 of train-
ing costs other than the time of the TJTC eligible in the subsidy
base. To treat small employers fairly, the definition of train-
ing cost should include the time managers and coworkers spend giv-
ing informal training as well as the more easily measured formal
training. To obtain the extra subsidy, the firm would have to
give new hires a description of the planned training program at
the time of hire and a certificate describing the competencies
achieved (and staff time expended) when training is completed.
These forms would encourage employers and employees to take the
training more seriously, help TITC eligibles get their next job,
and serve as an audit trail. A more radical reform of TJTC would
turn it into a training subsidy by limiting eligibility to jobs
that offer some minimum amount of training and making the amount
of wages that is subsidized depend on the time actually spent in
training activities.

If increases in coverage and participation are desired, a number of

changes in how eligibility is defined would be desirable, as follows:

® Consideration should be given to substituting a low-income un-
employed senior citizen (over age 60 or 65) eligibility category
for the Supplemental Security Income (SSI) eligibility category.
Older people are particularly sensitive to the stigma of being on
welfare. This 1s part of the reason why only 3,115 vouchers and
1,254 certifications were issued in the SSI cate«ory in FY 1983.
Having a low income is not nearly as stigmatizing, so such a
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change may increase utilization among the current SS1 populations
as well as extend coverage to other deserving individuals. This
change would, of course, raise the government's costs of
administering the program.

e Consideration should be given to substituting a low—income unem~
ployed adult (over age 25) 2ligibility category for the AFDC, gen-
eral assistance, SSI, ex-offender and Vietnam-era veteran eligi-
bility categories. The stigma attached to being from a low-income
family is less than that of being on welfare, so the progran's
popularity with employers may increase. This change may produce a
significant increase in utilization (and therefore in costs).

8.4 Recommendations for Changes in the Administration of TJTC

Participstion in TJTC could be considerably increcased if the program were
promoted mnore vigorously. 1f firms are approached in person, it should be

possible to persuade a significant share of those approached to participate.

To this end, we offer the following recommendations:

o It is essential that the integrity of the eligibility determ:na-

i

tion process be maintained. There is a danger that community
based organizations that mnage training programs serving TJTC
eligibles, firms that hire eligibles and/or management assistance
companies that serve as agents for employers will induce ineligi-
ble job seekers to falsify their application for a voucher. Our
reading of the recent process analysis of TJTC (Macro 1985) sug-
gests to us thac in some states the eligibtliity determination pro-
cess 1s not secure from abuse. SESAs should increase the fre-
quency with which they audit income, family status, and whether a
youth is supported by parents. Consideration should be given to
ending telephone vouchering and tightening up the definition of
whether the individual is supported by parents. Consideration
should also be given to revising the applicant characteristics
declaration so that the client is asked to write in the key facts
about income and family status him or herself (rather than having
a government official do it for them) and placing the warning
about falsification in a more prominent place.

Personal outreach is more effective than other forms of outreach.
It is most effective when it simultaneously informs the firm about
the program and offers eligible referrals that meet the firm's
minimum requirements. Personal outreach must therefore be done

by someone with access to a pool of eligibles who may be screened
and referred to firms.

Outreach must be increased and targeted on firms that may aire
large numbers of TJTC eligibles. Administering agencies should
also target firms that provide training to entry-level workers
and offer career ladder opportunities.
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Local empioyment service offices should receive incentive payments
when they certify a TJTC eligible.

Employers who want to hire TJTC eligibles and give hiring prefer-
ence to u.~m should be encouraged to place a statement in their
job application that indicates that they are seeking target group
members .

Local agencies should be discouraged from vouchering when a refer-
ral has not been arranged. Instead, they should focus on selling
the program to firms and offering to refer TJTC eligibles to them.

Employers must be informed by local agencies of the eligibility
category of each individual. Ex-offenders make up only 5 percent
of all TIJTC vouchers. It is important that people in other

eligibility categories be free of the stigma of being perceived as
an ex-of fender.

At present, application for TJTC certification must be made on or
before the day the new hire begins work. This feature of the pro-
gram increases the probability that the selectiou of the new hire
is positively influenced by TITC. This feature increases cost-
effectiveness and should be retained.

Documentation of eligibility should be presented to the employment
service no later than 15 days after a request for certification is
made. This provision is designed to discourage employers from re-
questing certifications for everybody hired regardless of whether

there is any prior indication of possible eligibiliry.

8.5 Recommendations for Changes in the Administration
of Welfare Programs

The following recommendations are offered to improve the administration

of welfare programs as they relate to the TIJTC program:

e Agencies responsible for helping welfare recipients find employ-
ment should approach all large employers in the local labor market
about TJTC and offer to make referrals of eligibles who have been
screened to meet the firm's needs. If the firm's response to the
explanation of the tax credit and the offer of eligible referrals
is positive, referrals can be made. Disadvantaged workers who are
referred need not even mention the tax credit and can corcentrate
on selling themselves. Expecting the job seeker to promote or ex—
plain the program is probably unwise.

The disadvantaged worker's job search should not be limited to
firms contacted by the welfare agency. Direct application should
be made to other firms. At these firms, job-seeking welfare re-
cipients should be discouraged from initiating a discussion of
their eligibility for TITC or welfare recipient status with pro-
spective employers. Equal Employment Opportunity guidelines
prevent employers from asking job applicants whether they are c¢n
welfare, so many recipients will be able to obtain jobs without
their employer knowing they had been on welfare. If the employer
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asks whether the applicant is eligible for TJTC, an affirmative
answer should be given, but if the subject is not brought up by
the employer, applicants should not mention their eligibility.

8.6 Alternatives to TJTC

Even if all the recommended changes in design and program administration
are adopted, TJTC's low participation rate and uncertain cost—effectiveness
will not disappear overnight. TJTC's underutilization problem may be inherent
in its basic structure-—providing a subsidy to employers foir hiring stigmatiz-
ed individuals. For this reason, two alternative methods of subsidizing the

employment of the disadvantaged are discussed next.

The Wage Rate Subsidy

The wage rate subsidy is a supplementar' payment to eligible individuals
(not employers) that depends linearly on the number of hours worked. The
hourly supplement to the wage is generally defined as sowme raction (e.g., 50
percent) of the difference between a target wage (e.g., $6.00 per hour) and
the individual's actual wage, and thus phases out as the individual obtains a
higher wage. Eligibility could be limited to certain target groups and, if
desired, the level of the rarget Jage could be made to depend upon demographic
characteristics of the worker (e.g., family size). If eligibility were lim
ited to adult heads of household and the target wage were varied by farily
size, such a scheme will be more target-efficient than welfare or a negative

income tax (Betson and Bishop, 1982).

Such a scheme increases employment by inducing eligibles to search harder
for employment, inducing them to accept lower—wage job offers, and reducing
the propensity to qvit a job. Lerman (1982) and Johnson (1982) have shown
that when participation is not universal and the unemployment of the target
group 1s due to the high marginal tax rates in welfare programs, unemployment
insurance, or the availability of other sources of income (e.g., from hustling
or dealing), a wage subsiiy paid to the worker has a much larger impact on
legal employment thin a subsidy paid to ewployers. When unemployment is due

to the minimum wage and other wage rigidities, the reverse is true.

The debate over the source of the high unemployment rates of the disad-

vantaged has been raging for many years. Evidence for the proposition that
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the winimum wage is the prime culprit is found in the dramatic increases 1in

the employment rates of black youth when and where CETA was creating hundreds

of thousands of jobs, as well as in
Evidence that the minimum wage is8 having only a small

the large numbers of people who apply for

minimum wage jobs.
on survey data suggesting widespread

t al.'s (1983) review of the

impact comes from May current populati
violations of the law, as well as from Brown e
t‘me series ttudies of its impact.

One of the important advantages of the wage rate subsidy 1s that it can

be paid directly to the individual. Consequently, if eligibility is categor~

d based upon some stigmatizing characteristic (e.g., welfare recipi-

_ced not knuw which of their employees is receiving a

ical an

ency), the employers

wage supplement. Alternatively it can be made a normal part of ta. with-

holding if eligibility and target wege rates are based on demographic
character: tics that are known to the employer.

In 1980, an experiment (Friedman and Lermaa 1983; Rivera-Casale et al.

1982) was conducted in Wilkes Barre, Pennsylvania to test a $1.00/hour wage

subsidy for disadvantaged youth. The ra~domly assigned treatment members were

significantly more likely to find and xeep jobs than those in the unsubsidized

control group.

A Subsidy of Inc.zases in Employment

Policies that can achieve the twin objectiv:s of stimulating employment

while simultaneously reducing {inflation must significantly lower the marginal

costs of the firm's expansion and maintain this reduction in marginal costs

for a considerable pertiod of time. In competitive markets, a 1 duction in

marginal costs is equivalent to ar outward shift of the supply curve, and this

{inevitab'+ results in more real output, more jobs, and lower prices. In mar-

kats che= -terized by some degree of monopoly, a reduction in marginal c(o8ts

that can be relied upon to last will snduce the firm to lower its selling

price and compete wore aggressively. Here again, the result is more Jobs,

more output, aad lower prices. The stimulus to employment will, of course, be

greatest if the subsidv of marginal costs 1is limited to employment costs.

Well-designed, private-sector employment subsidies of expansions ir the

enployment and training of unskilled and young wcckers are dan effectl

loyment without reaccelerating inflation. A nugber of
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studies have conc uded that employment can be increased and aggregate unem—
ployment dacreased by shifting emnloywent Femand from skilled labor markets
to unskilled labor markets. Two empiri studies {Bailly and Tobin 1978;
Nichols 1982) have found that the unemployment rates in skilled labor marv<ts
have a significantly larger impact on aggregate wage Inflation than unemploy-
ment rates in unskilled labor markets. Studies (Bishop 1979; Johnson 1982)
that have examined tlie Impact of wage subsidies in a general equilibrium
framework have found that, because of the minimvm wage, and transfer programs
and h? h-wage elasticlties o. labor supply by teenagers, women, and low-wage
workers generally, a wage subsidy of unskilled labor will increase their em
ployment without significantly reducing the employment of skilled workers even
if the skilled workers, aras taxed to provide the subsidy.

The revenue costs of a zignificant reduction in the costs of increasing
emplovmenc can be minimized by s=tting & thresnold (e.g., the firm's Federal
Unemplcyment Insurance tax base, or aggregate hours worked by all employed in
the firm) and subsidizing iucreases in that 1:4ex of employment. A subsidy of
emplcyment above a threshold 1s preferred over suusidizing new hires, because
many firms have turnover rates of 50 to 100 percent. Subsidizing nev hires
quickly results in subsidizing the firm's entire work force. The use of
either the Federal Unemployment Insurance tax base (as was done with the New
Job Tax Credit in 1977 aad 1978) or hours worked as the basis for subsidy
would concentrate the subsidy on the lowest—skill jobs——exactly the segment of

the labor market where labor surpluses are greatest. Such a focus 1s desir-

able because a general expansion of the economy will quickly produce short-

ages in certain skilled occupations and the competitive bidding for the

limited number of people with needed skills that will rekindle inflation.

The subsidy could be even more strongly focused on the least-skilled by
having a provision that reduces the subsidy if the firm's average wage in 1985
exceeds 1its 1984 wage by more than some standard awount (e.g., 5 percent).
Such a provision would have the further beneficial effect of putting direct
downward pressure on wage inflation. Our experience with the New Job Tax
Credit (NJTC) suggests that a uarginal wage supsidy of that type may promote
wage Inflation. This tendency can be forestalled, however, by reducing tne
potential tax credits of a fimn if its wage incre .es exceed some wage 1in-

crease standard. Such a subsidy can be very simple to administe:. To
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calculate its subsidy, the firm would need four numbers: (1) total wage bill |

this year and (2) 1in the base year, and (3) total hours worked this year and

(4) 1in the base year.

How such a1 scheme would work is most easily understood by examining a
specific proposal. (The narameters of this proposal are illustrative.) Firms
and nonprofit entities would receive a tax credit against Social Secuvity
taxes of $1.00/hour for every hour by which total hours worked (incluaing
those worked by salaried management) at the firm in 1985 exceed total hours
worked in 1984. A tax credit would also be provided in 1986 for increases in
total hours worked over the higher of 1985 or 1984's hours worked. In 1987,
the tax credit would be for increases in total hours worked over the highest
¢ 1986, 1985, or 1984 hours worked. The tax credit would be reduced if the
rirm's average wage (calculated by dividing total compensation by total hours
woriked) 1in 1985 was more than 5 percent greater than its 1984 wage. The
threshold for the wage increase “take back" might be 10 percent in 1986 and 15

percent in 1987.
A general formula for the tax credit is as follows:
TC = Ly - z -
s e L iy UL

subject to the constraint that TC > 0 and Z(Wit—gwo)ﬂit >0
2 i 2

where
Hy = hours worked by people in the ith job during time period t;
if, = growth of employment in the 1th job above the thres. 1d;
Wi = hourly wage rate of the 1th job in time period t;
Wo = the firm's average wage in the base period;
s = hourly tax credit;
& = wage growth standard, g > 1;

u = take back rate.

An increase in the wage rate is taxed at the rate u. This discourages wage
increases above the standard. An expansion of hours that leaves the composi-

tion ¢f emp'oywent unchanged 1s subsidized at the rate of s dollars per hour.

Where expanrions are not proportional and the firm is in the take back

vegion, the rax benefit depends upon the wage rate of the jobs that are

2xpanded, as follows:
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dTC

'&'ﬁ"‘ = S'U(W1t"gwo)

1f, for instance, s = $1.00/hour, u = .1, and gWo = $8.00/hour, cifering an

additional job paying $4.00/hour would generate a tax credit of $1.40/hour,

expanding a job paying $12.00 would generate a credit of $0.60/hour, and

»xpanding a job paying $18.00/hour would generate no credit.

This type of a marginal employment subsidy has a number of attractive fea-

tures,

as follows:

Firms are encouragea to iacrease employment by hiring inexper-—
ienced workers and training them, rather than by increasing
overtime work or bidding experienced workers away from other
firms by raising wages.

Within each firm, it tends to target the employment stimulus on
the least-skilled workers. {(This occurs because hiring extra
low-wage workers lowers the average wage of the firm, and this
helps the firm meet the % percent wage increase standard.) The
increase in demand at the unskilled end of the labor market
shculd produce large reductions in the unemployment of youth and
the disadvantaged.

Targeting on less-skilled workers is accomplished without giving
low-wage {irms a proportlonatel, larger subsidy.

Firms are encouraged to slow the rate at which they increase
wage rates.

Both marginal and average costs of production are reduced, while
simultaneously taxing, wage increases above the standard. Pen-
alty tax-incentive-based income policZes (TIPs), in contrast,
have the disadva' tage of raising marginal and average costs and,
therefore, prices of firms that violate the wage standard
(Dildine and Sunley 1978; Seidman 1978).

The expected revenue cost may be lowered cr raised by judicious
ad justments of the subsidy rate, the take back rate, the employ-
ment threshold, and wage growth standard.

I1f concern about the deficit makes revenue-losing schemes un-
desirable, the scheuc can become a revenue raiser by raising the
threshold of the employment subsidy, lowering the hourly rate of
subsidy, lowering the wage growth standard, raising the tax rate
on wage increases, and/or dropping the requirement that TC > O.

Note that the subsidy component lowers price inflation and the wage increase

"take back” lowers wage inflation, so if they are "ept in the proper relation—

ship to each other, the scheme will be neutral with respect to factor shares.
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A marginal subsidy called the New Jobs Tax Credit (NJTC), with some of
the features described earlier, was in operation during 1977 and 1978 in the
United States. The contrasts between NJTC and programs targeted on specific
types of individuals are dramatic. In 1978, 1.1 million firms (more than 30
percent of the nation'e firms and more than half of eligible firws), received
a New Jobs Tax Credit (NJTC). 1In 1979, fewer than 25,000 companies received a
TJTC and fewer than 10,000 received a WIN tax credit. In 1981, TJTC partici-

pation had increased to only about 100,000 compaﬁieé.

The NJTC seems to have had major impacts upon the economy. In its 2
years of operation, the NJTC subsidized more than 4 million person—-years of
employment. All three studies of NJTC have found that it increased employ-
ment. The NFIB study (McKevitt 1978) estimate 300,000 extra jobs by the
summer of 1978; the Perloff and Wachter study (1980) implied an increase of
700,000 jobs in 1977; and the Bishop (198l) study estimated 150,000 to 670,000
extra jobs by summer of 1978 in construction and distribution alone. Bishop's
study (1981) found that reductions in the margin between retail and manufac—-
turer's wholesale prices induced by NITC saved consumers between $3.8 and 7
billion.

The lesson of our recent experience with employment subsidies is that a

subsidy of private-sector employment will reach a scale and cost-efficiency

sufficient to make a real dent in structural unemployment, only if the fol-

lowing occur:

e Employers are able to simply certify their own eligibility.

e The behavioral response desired of employers is obvious and
simple for them to implement.

® All or almost all employers are eligible (otherwise, the result
is a redistribution of who employs whom) (Perloff 1982).

e Targeting is essential. It is important to exclude workers who
do not need the help, but it is also important to include all
workers in need of help. Subsidizing the employment of some but
not all disadvantaged workers may result in those eligible for
subsidy displacing equally disadvantaged workers who are not
eligible for subsidy. Overly inclusive definttions of the tar-
get group will reduce the cost-effectiveness of the program in
helping the "truly reedy" (Johnson 1982; Perloff 1982).
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e The target group is defined by a nonstigmatizing criterion that
is visible to the employer (a characteristic of the job, such as
wage rate, is better than characteristics of the worker).

e It is marginal--paying for increases in employment above a
threshold, such as done by NJTC. This feature raises the cost-
effectiveness of the wage subsidy. Thresholds should either be -
fixed, updated by statistics the firm does not influence, or
updated on the basis of peak employment levels (Bishop and
Wilson 1982).
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NOTES

1. Given the great amount of televisiou advertising about TJTC, it is
surprising that the respondents in 23 percent of all establishments reported
not having even “"heard” of TJTC. In addition it was mentioned in one of the
70 questions in the 1980 NCRVE employer survey. Clearly, information that 1is
not used is often quickly forgotten.

2. The monthly turnover rates implied by the 1984 survey were 3.2 percent
for TJTC eligibles and 1.46 percent for other workers in the same or similar
jobs. The turnover differential is 1.74 percent per month. The 1982 employer
survey provides an estimate of the magnitude of training investments during
the first quarter of employment: 1.5 months of potential productivity. As-
suning that separations follow the month's traiuing investment, the average
loss of training investment associated with knowingly hiring a TJTC eligible
is 1.79 percent of a month's potential productivity during the first 3 months,
and 5.22 percent by the end of the year (assuming total investment in training
is about 25 percent of the 1 year's potential productivity). Combined with
the 7 percent productivity differential, we have a total penalty of 12 per-
cent. ' '



APPENDIX A

A BRIEF DESCRIPTION OF THE FIRST WAVE
OF THE EMPLOYER SURVEY



4 BKIEF DESCRIPTION OF THE FIRST WAVE
OF THE EMPLOYER SURVEY

WESTAT, Inc. of Rockville, Maryland was the survey contraltor. They ob-
tained completed interviews with 5,859 employers. Of these, about 486 were
with private employers who had a CETA-OJT contract during 1976 or 1979, 33
with taxi companies and 5,340 witn employers selected randomly from ES202 or
Dun and Bradstreet Market Identifier Files (DMI) lists. Interview time ranged
from less than 20 minutes for firms with very few employees to 2 hours or more
for firms with multiple establishments and several hundred employees. A
screener and a main questionnaire were used for all interviews. If the em-
ployer requested more information on the survey, a questionnaire explanation
and worksheet were mailed to the employer. The interview was then conducted
over the telephone after receipt of the materials. For large and medium
sized firms, there were normally two or three respondents per firm. Small
firms generally had one respondent.

Table A-1 lists the sites and response rates obtained in each site.
Overall, refusal rates were very low for this type of study. However, the
sites located in Ohio and Louisiana stand out as eXceptions to the rule. The
refusal races for -hese sites range from 2 percent to over 1l percent above
the average for all sites. Also, the number of max-call cases 1is somewhat
higher in these sites. We suspect that some of these cases may have been
»avoidance” cases—that is cases in which the respondents had no intention of
completing the intersiew but felt that if they put the interview off long
enough, the interviewer would stop calling and they would not be forced to
refuse outright.

Sample Design of the Employer Survey

The Probability Sample

The primary -ample frames for the employers survey consisted of lists of
business units that, in compliance with the requirements of state unemployment
insurance laws, file quarterly reports on employment with state employment
security agencies--the ES202 lists. These reports were expected to provide a
virtual census of the workers of private nonagricultural employers, and are
the benchmark upon which National Income Account estimates of employment and
compensation are based. Since the law requires that newly formed businesses
file for an employer identification number before the end of the quarter in
which they hire their first employee, the lists were expected to be quite up~
to-date. The ES202 listings of employers contain the four-digit SIC code and
a count of the number of employees in the first quarter of 1979 for each re-
porting unit.

State laws regarding the confidentiality of the ES202 list in Kentucky,
Alabama, and Ohio necessitated using alternative sampling frames in these
states-~the (DMI). Although not quite as comprehensive nor as up—~to-date as
the ES202 1list, the DMI does provide the information necessary to replicate
the sample selection procedures based on employment and SIC code planned for
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ERIC

Aruitoxt provided by Eic:

TABLZ A-1 -

Number Comp let fon? Refusald Res.pons,e4
Sitel Completes Rate Rate Rate
Alabama
Mobile 358 58.7 211 715.4
Birmingham 220 56.8 20.0 73.3
Pensacola, FL 142 52.8 19.¢8 75.5
Kentucky
Plke 252 59.2 17.1 86.6 -
Buchasnan/D1ckenson, VA 121 56,3 9.0 §9.C
Harlan 103 61.3 7.2 86.5
Loulsiana
Baton Rouge 337 48,1 26,7 67.2
Beaumont/Port Arthur, TX 178 49.2 21.¢ 72.3
Lake Charies/Lafayette 157 55.9 20,3 75.8
Missourl
Central Missourl 279 58.7 13.3 83.5
Southeast Missour| 150 59.8 9.6 87.7
Northwest Missouri 132 66.3 10.8 88.0
Ohio -
Columpus 420 52.9 25.1 63.4
Toledo 205 55.7 25.2 70.7
Cincinnati 235 49.5 2641 67.3
Texas
Corpus Christi 343 52.4 20,2 73.8
>an Antonlo 227 51.8 19.8 75.0
New Orleans, LA 176 39,7 29.6 63.1 -
Washington
Southwest Washlington 294 54.8 1.20 82.8
Skagit/Watcom 155 63.5 12.4 83.8
Olympla Penlnsulia 114 49.1 23.5 7341 —
Colorade®
weld 112 36.0 1.8 97.4
Alamosa 58 37.9 - 100.0 -
Logan/El Paso 60 36.1 6.2 93.7
Wisconsind
Marathon 142 45.9 4.0 95.9
Outagamie 61 31.8 4.7 95.3 -
Winnebago 57 33.1 8.1 91.9
TOTALS 5,068 51.7 18.9 76.5

1Under heading, site ilsted first is Pliot; site |isted second is Household Control- site
listed third Is Employer Control.

2Compieﬂon Rate = (# of Completes + # Partial Completes) Total # of Fflnallzations, )
3Refus,al Rate = # of Refusals (# of Complete + # of Partial Completes + # of Refusals).

4Response Rate = (# of Completes + # of Partia! Compietes) (# of Compltetes . # of Partlal
Completes + # of Refusals + (Max=Calls x 67%)).

5For tudgetary reasons these reglions were ellmirated from the sample midway through the
Intervliewing period.
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the ES2UZ frame and, therefore, fills the gaps in our £5202 listings quite
well.

The industrial universe represented by the employer survey included all
nonagricultural for-profit employers that have unemployment insurance ac-
counts. Agriculture, forestry, and fisheries (SIC Code 00-09) were excluded
because of the poor coverage of these industries in the ES202 files. Also
excluded were government and government enterprises (SIC Codes 43, 90-99) and
nonprofit organizations (SIC Codes 821, 822, 823, 84, and 86). 3ince govern-
ment and nonprofit organizations are not limited to these SIC codes, an ini-
tial screening determined whether the organization contacted was nonprofit or
governmental, and the interview was terminated if it was. The ES202 and DMI
lists of employers were also checked against other employer lists—membership
lists of the local chamber of commerc lists of local manufacturers--and with
the local CETA prime sponsor to ensure that no really large local employers
were inadvertently left out of the sample frame.

The Supplementary Sample of Employers with CETA OJT Contracts

Only a tiny proportion of the employers in a labor market negotiate and
sign OJT contracts with CETA. Consequently, a random sample of 6,000 employ-

ers was expected to yield only about 200 who had OJT contracts with CETA. An
analysis of employers' decisions requires many more observations than that.
Therefore, a supplementary sample of approximately 490 employers who had CETA
0JT contracts in 1978 or 1979 was drawn to provide additional observations on
this class of employers. The program records of the CETA prime sponsors in

Pilot and control sites were the source of the list of OJT contractors from
which this sample was drawn.

Geographic Coverage of the Employer Survey

The employer survey was conducted in 28 sites dispersed around the na-
tion. Ten of the sites were selected because the U.S. Department of Laber was
running a major social experiment, the Employment Opportunity Pilot Projects
(EOPP), in these labor markets. Eighteen other 1locations were selected to
form a control group for planned studies of the impact of EOPP. Both rural
and urban, Northern and Southern employers are represented. Although the
sites were not randomly selected, the local economies that were included seen
to represent the nation. They range from an Appalachian coal community to a
Pacific Northwest logging area, and from a Midwestern industrial center
(Columbus) to Corpus Christi, a ceniwcr of the oil and petrochemical indus-
tries. Table A-2 1ists the counties that were included in each site and the
total private nonagricultural employment of each site.

Selection of the sample

Stratified random samples of unemployment insurance tax filing units were
drawn from the ES202 lists. Where the ES202 lists wera unavailable (i.e.,
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Kentucky, Alabama, and Ohio), stratified random samples of establishments were
drawn from the Dun and Bradstreet Market Identifier File. The sampling proce-
dure for selecting the employers involved the following steps:

l. A sampling measure of size was assigned to each employer in the
frame, based upon the estimated number of low-wage workers.
These measures of size, Zj, were computed from the following
formula:

Zy= [wi (1 + employmentj)] 0.8

where wj 1s an estimate of the proportion of "low-wage” em-
ployees in the "i"th industry, based upon tabulations of the
1970 Census Public Use Tapes for the 10 initially defined pilot
sites. In order to ensure enough observations for a study of
the impact of EOPP on out-contracting to low-wage employe:s the
Zg for fcur 1industries was tripled (SIC 7349, 7362, 7393,
5963)

2. Multiunit employers within the same site who had the same iden-
tification (account) number were consolidated into a single re-
cord, which was then assigned the measure of size.

3. The certainty clas-, employers for which PjZ}, was determined
in accordance with the assumption that the dropouc rate in this
class would be approximately one-half. (The errors of this as-
sumption will have little effect. They will shift only a few
employers, who in any ccse would have large probabilities of se-
lection into or ot of the certainty class.)

4. The noncertainty sample was selected by arranging the balance of
the frame in order of size, assigning all employers who reported
zero employment to a singl- stratum, dividing the remaining em
ployers in the array into six strata (each having about the same
aggregate size), and choosing (with equal probability) about
four times tne desired number of completea interviews. The order
of the selected establishments was then randomized across all
strata.

In conducting the canvass, the selected employers who were out
of business or who were inaccessible because of bad addresses
were deleted by an advance screening operation. Interviews were
then artempted for all the remaining certainty employers. For
the auncerrainty sample, however, interviews were attempted for
the first np employers in the randomly sorted 1list, where ny
ie the derired number of completed interviews for the site.

5. Because the units listed in ES202 were not expected always to
correspond to single~location establishments, all selected unit
we “e asked whether they operated at more than one location wich-
in the target area. Those that did were requested to submit a
single report covering all of their locations in the site, 1if
feasible. However, where only separate reports would be ob-
tained, a subsample of establishments was selected and the
sampling weights adjusted accordingly to reflect the correct
probabilities of selection.
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TASLE A-2

GEOGRAPH!IC COVERAGE OF EMPLOYER SURVEY

Total Private

Pliot/ Employrent
Slte Control In Site Countles —
Alabama
Mob i le P 115,73 Baldwln, Escambla, Moblile Co.
Birmingham C 271,202 Jefterson, Sheiby, Walker Co.
Pensacola C 17,684 Escambia, Okaloosa, Santa Rosa Co.
Colorado
wWeld County P 25,207 weld County
Alamosa County C 20,000 Atamosa County
Logan, El Paso County C 37,348 Logan, El! Paso Co.
_'fenfuckz
Pike County P 15,645 Pike County
Buchanan, Dlckenson Co. C 14,861 Buchanan, Dlckenson Co.
Har lan County C 8,38 Harlan County
Loulsiana
Baton Rouge P 104,299 East Baton Rouge Parish
Beaumont-Port Arthur b 114,064 Hardin, Jefferson, Orange Co.
Lake Charles C 87,457 Calcaslieu Parish, Lafayette Parish
Missourl
Central Missouri P 30,067 Carroll, Chariton, Johnson, Latayette,
Pettls, Saline Co.
Southeast Missouri C 38,165 Bolinger, Cape Glrardeau, lron, Perry,
St. Francols, Ste. Genevieve Co.
Northwast Missourl C 39,847 Buchanan, Caldwell, Clinton, Davless,
Grundy, Livingston Co.
Ohlo
Columbus P 303,325 Frankiin County
Cincinnati P 402,091 Ham[lton County
Toledo C 171,451 Lucas County
Dayton C 250,000 Montgomery County
Corpus Christli P 103,532 Aransas, Bee, Brooks, Duvai, JIm wells,
Kenedy, Kieberg, Llve Qak, McMul len,
Nueces, San Patriclio Co.
San Antonio C 255,859 Bexar, Comal, DeWitt, Gonzalez,
~Jtadalupe, Karnes, vVictoria, Wilson Co.
New Or leans C 211,892 Orleans Parish
wWashington
Southwest Washington P 43,216 Cowlltz, Grays Harbor, Pacific,
Wahkiakum Co.
Skagl+, whatcom County C 36,959 Skagit, whatcom Co.
Olymplia Peninsuia C 20,453 Jef ferson, Lewls, Mason, Skamanla Co.
Wisconsin
Marathon County P 30,978 Marathon County
Outagamie County C 43,115 Outagamie County
Winnebago County C 45,313 Winnebago County
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APPENDIX B

EMPLOYER SURVEY QUESTIONNAIRE
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13-.20-b1

PART C: GOVERNMENT PROGRAMS

301. Have you heard that federal Ye€Sauense (ASK 292)..... 1
tax credits are availahle to NOuseeeoee (GO TO 340).. 2
employers who hire cevtain types DK ..o (ASK 302).ce. 8
of workers. These prograr.s are NA.....(ASK 3G2)..... 9
usually calle¢ "argsted Job Tax ( Q.340 IS ON PAGE 50)

Credits or TJ1v, and Work Incentive
tax credit or WIN.

302. Have you or any of your staff spoken to Yes....... (ASK 303)... | 22
a representative of government, a trade  NG...ce.... (GO TO 305). 2
association, or a local business DK.-...(GO TO 305). 8
organization about these tax creiits? NA«...(GO TO 3C",. 9

303. In what month an year was your 1 s . 2z
initial con? .ct about tax credits? MONTH YEAR
(IF DK PROBE: What is your best DKeeeoreneees «389998
guess.) NAc oeeeees...999999

304. Was the initial conversation about YOUZiieersesesasescscnssnscses 1 29
tax credits initiated by (READ LIST) Your staff or company?.2
(ALLOW ONLY ONE RESPONSE, IF By GovernmentZ..ieceeess 3
MORE THAN ONE PROBE FOR A Trade associationZ.... 4
FIRST CONVERSATION.) A local business

organizationZ.ceeeeeees 5
Or something else........ 6
[ ], COSUR vereven 8
NA e ccccsscseccsecesee 9
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305. Do you think tax-credit-
eligible people would
usually make better or
poorer new employees
than people who are not
tax-credit-eligible?

306A.Does your company try
to identify and certify
tax-credit-eligible
employees that have
already been hired?

306B.Does your company make an
effort to select new employees
that are tax-credit eligible?

* »
IF "NO" TO sucA AND 306B ASK Q. 307.
ALL OTHERS GO TO 308.

307. In other words, your company has
never hired any tax credit eligible
employees. Is that correct?

BEST COPY AVAILABLE

DK&&"K..&?‘B.)......... 8
NALASK 306B)

Yes. (GO TQ 308)

No.......(ASK 307)

DK..{G0.T0_ 308)

NA.(GO.TO_308)

Never hired..
‘ave hired..
DK..

NA..

. (GO TO 333).,..
-(ASK 309), ...
. (GO TO 333)...
(GO TC .,3)..




O

308. What has your company done in the past 3 years to determine if any

new employees were eligible for tax credits. (DO NOT READ LIST,
WRITE VERBATIM, CODE IF CLEAR, PROSE:

Can youv be more specific?)

vhat other reasons’

Furet Second Thira
‘lention  ‘‘ention  ‘ert:isn
Tried <o get moTe nformation on Tax
credit programs (general)............... 10 10 2
Called emplovment service “or
~ wtformation.......c.iiii i, Ll i il
Called another govermment agency for
L OTIMAEION, .t vaenennnnnennnnannnnn.. 12 2 12
Effores made prior to0 hiring (general).. g :n 0
Checked job application for
eligibility. o iiiiieiiiie e, 2l 1 21
Viade assessment of eligibilitv during
THE LNTETVIeW..............counn.n.... 22 2 22
Psvised job application to obrain
necessary intormation................ 233 23 23
Sent applicant to employment service
before hiring...... Cetetiareaccinees 2. bt 3
Asked applicants 1f they had
characteristics that made them
ellgIble. i e 25 25 23
Job applicant told company he or she
was eligable........................ ph) % 26
Asked employment service to refer
eligibles 2” ot b
Asked other agencies to refer
eligibles. ... ... ... e, 28 3 23
Other efforts prior to hiring
29 29 29
Efforts made after hiring (general)...... 10 i0 19
Company made assessment after hiring.. 41 i 11
Company sent new employee to job
service after hiring........ REETEPUTIN 42 42 40
Zmplovment service came and checked
emplovees, .. ........ Ceter tierecacaeen i3 13 13
Company hired a fim to check
employees. ... ............. ceeteaeiaan, 44 i1 1
Other 96 36 96
Nothing. .eovveenvinnennnnnnnaes 97 97 97
PR ° 1. 98 98
R | 99 99

ERIC : 149
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309. Recently the law was changed.
Under current law, companies
are able to obtain a tax credit
for hiring eligible individuals
only if the company applies for
certification of the employee
before that person starts work. In
what month and year did you learn
of this change in the law?

309A.READ STATEMENT: This change in the rules became effective in
September 1981. The following two sections ask separate questions
about your experiences with the programs before and afte~

September 1981 .

310. Between January 1980 and
September 1981, how many
new employees did your company
hire that were eligible for a
Targeted Job Tax Credits, TITG, or
Work Incentive, WIN, tax credit?

311. In which year did you hire
this worker: in 1980 or during
the first 9 months of 19817

312. Did you apply for the tax credit by
obtaining certification of the new
employee's eligibility?

—— ————— ——— —— tnap—e  ———

MONTH YEAR

Now/Didn't know...999997
0] Quu—- 33 T ST
NAccieeeeeee eveeaee 999999

One....... (ASK 311)... 0001 51-54
(Gotos3n __
RECORD NUMBER
Some, DK # -
(GO TO 317)eeec.. 9996
None (GO TO 324). 9997
DK (GO TO 324).3998

NA (GO TO 324).9999

4!—‘-J—=—'—l—i—i—'—

1980 1 56
1981 .2

DK0.0..O......... CITTITYTYY T3 8

NA 9

Yes....... (GO TO 314)... | o6

NC sevenees{ASK 313)ee. 2 -
DK.....(GO TO 314).. 8
NA.....{GO TO 314).. 9

16s
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Can you be more specific?)

313. Why didn't you apply for the tax credit? (DO NOT READ LIST,
RECORD VERBATIM, CODE IF CLEAR, PROBE: What other reasons Y/

Administrative/Structural Reasns
(General)"'.liiil'I'I'l.ll'“" ..... sssssssses L1

Deadline for applying past.........
Employee left before being certified
Employee did not stay with firm for
required length of time to be

certified..cccccrinnairennnane cessmceressene
Lack of knowledge/Don't

know how.......... R ereesesetsarnnnanas
Not eligible for other reasons.........
Other Administration

Benefits did not outweigh costs
(General)crccese- seseesrennesnseanesssossens
Tax benefit 100 sMall..ecceeeeeeeerenneens
Paperwork t00 greatu.ceicrnceneeenes
Other

Worker ability (General).ceeeesecseeasenes .
Worker is so good tax credits
NOt NEeded...icriicerserencancennesaarnesns
Other

Don't need tax credit (Generai.cceeeees
Not needed because company
has no tax liability...cceceecseceaenerones
Otvher

Don't want to get involved with
government (General).....cceveeercensee
Might resuit in in" ‘rference by

EOVEINMeNTecss  wiveerrenssercrnsencese
Other
Don't believe it is rignt
to take government/tax money.....
Other (General)

DK ------ (LTI YY) LI LT Y Yy Y Y P YR I I I T L)

NA.----.- LALILIELETTL YT Y P T T Y P PP gy
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First Second Third
Mention Mention Mention
10 10 10
Il i1 11
12 12 12
13 13 13
14 16 14
15 15 15
16 16 16
20 20 20
21 21 21
22 22 22
23 23 23
30 30 30
31 3l 3
32 32 32
40 40 40
41 41 41
42 42 42
50 50 50
51 51 51
52 52 52
60 60 60
80 30 80
98 938 98
99 99 99
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314. When you hired this eligible Yes (ASK 31 5)ecrerrneene 1 63

employee did you know or think No (GO TO 316)cccecees 2 -
he or she might be eligible DK (GO TO 316).....3
for a tax credit program? NA (GO TO 316).....9
315. How much did this possibility A great amount....esesees 1 %4
of eligibiltiy increase the A moderate amount...... 2 iy
the applicant's chance of Not very much, of........ 3
being hired (READ LIST).. Not at all 4 _
DK .8
NA
17y

MC 152 T




3l6. How did you learn the worker was eligible? (DON'T READ LIST,
RECORD VERBATIM, CODE IF CLEAR, PROBE: *hat other reasons?/
Can you be more specific?) £5-86
§7-68
69-70

First Second  Third
Mention Mention Mention

Applicant told company.. ...ccceecccnneenens 10 10 10
Referral agency told
told company (general).ceeeeeeeeene w 20 20 20
Employment service that referred
L 2. SO 2l 21 21
High school that referred
WOPK®L ceeeonsonseorennnenaesnsosaanenesanne 22 22 22
Welfare offiCeiceiiiccecsscccsenscccennes 23 23 23
CETA agency that referred
workerl..."‘ll.'.'..l‘lI'II'I.'IIII"""' 2“ 2“ 2"
Other referral
25 25 25
Sent applicant to employment service
> determine eligibility.eieeeeeeene 30 30 i
A company we hired determined
eligibility.eeeereesniieraaneees cenvenene 40 40 40
Respondent or staff
determined eligibility.......... ceese 50 50 50
Employment service came and
checked workers.eeeeeeeeneees . 60 60 60
Other &0 30 30
D] . cstsesettiminnnnnnrees 98 98 93
N‘\.III.'I'IIII'I"9IhI'III'I'I...I'IIIII"I 99 59 99
GO TO Q327 GO TO Q.327 GO TO Q.327 (paGe 46)
71-78 bl
79 = ]
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c.14
Cow
New [.D.:2=5 -
317. How many of these (ASK 318) — v __ ___ 6-9 l
eligible employees RECORD NUMBER -
were hired in the first Some, DK#{43X.318). 9996 l
9 months of 19817 None.LGR.TR.324).... 9997 -
DK{AK.318)........ 9998 I
NALARK.3A8)........ 9999 B
(Q.324 IS ON P.44)

318. How many of the tax credit (ASK319) 10-13 '
eligible employees hired RECORD NUMBER -
between January 1980 and Some, DK# (ASK 319). 99,6 I
September 1981 were not or None (GO TO 320).... 9997 =
will not be claimed for DK (GO TO 320)......9998 !
a tax credit? NA (GO TO 320)... 9999 i

17,

* 154




319. Why didn't you apply for the tax credit for these elig’bie

employees? (DO NOT READ LIST, RECORD VERBATIM; CODE IF

CLEAR; PROBE: What other reasons?/Can you be more specific?)
14-15
16-17
18-19

rirst Second  Third
Mention Mention tdention

Administrative/Structural Reasons

(General)l.l..‘lllll.lII.III."I... IIIII IIXZIITRLY ] lo lo lo
Deadline for applying past...c.ceccenens 11 11 11
Employee left before being certified 12 12 12

Employee did rnot stay with firm for
required length of time to be

Certified.ceenecrenccereneassncessessaansases 13 13 13
Lack of knowledge/Don't
know how. l4 14 14
Not eligible for other reasons......... 15 15 15
Other Administration 16 16 16
Benefits did not outweigh costs
(General).icmereicescsaserasscnnessensonnssses 20 20 20
Tax benefit t00 sMall..cccerrucererenrreee 21 21 21
Paperwork too great 22 22 2
Other 23 23 23
Worker ability (General)e...coeeereernnees . 30 30 30
Worker is so good tax credits
NOt NECUEduucccrurerccraerenercsaneeancnse 31 31 31
Other 32 32 2
Don't need tax credit (General)......ue.. 40 40 40
INot needed because company
has NO tax liability..eeeveeseesnosssoncens 41 41 41
Other 42 42 42
Don't want to get involved with
govern't (General).cceccseecssscnssccnecess 50 50 50
Might result in interference by
ROVETrNMEeNT.ueerseeacsnressssasorasarnansone 51 51 51
Other 52 52 52
Don't beleive it is right
to take govarnment/tax money..... 60 60 60
Other (General) 80 30 30
DK.cereenn 98 93 98
NA.... . .- 99 929 99
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320.

321.

20-23

24-25
26-27
28-29

How many of these employees (ASK 321)
did you know or think might RECORD NUMBER
be eligible before you Some, DK#
hired them? (ASK 321)eeeeccecccsncenes 9995
All of them
(GO TO 322)ceeecereneces 9996
None
(ASK 321)ecceceseecacsasens 9997
DK (GO TO 322).. 9998
NA (GO TO 322).. 9999
Of those you did ngs know were eligible when you hirad them, how did
yecu later learn they were eligible? (DO NOT READ LIST, RECORD
VERBATIM, CODE IF CLEAR, PROBE: What other reasons? /Can you
be more specific?)
First  Secor i  Third
Mention Mention Mention
Applicant told cOMPany.eeceeeseseeses A (¢ 10 10
Referral agency told company
%m“a‘)....l.l......II'II..CI....III.'..'.II 20 20 20
Employment service that referred
w«kerl..ll'lllﬂl"‘I.l.'l..l.l.....'l.'l'll 21 21 2"’5
High school that referred
workaer... 22 22 22
Welfare offiCe..ccceernenceencesces seens 23 23 25
CETA agency that referred
worker corennn 24 24 24
Other referrai
25 25 25
Sent applicant to employment service
to determine eligibility....ccccceeeene 30 30 30
A company we hired deter mined
eligibility cosnctecan e 4C 40 40
Respondent or staff
determined eligibility.esesserseses 50 50 30
Employment service came and
checked workers......eeeeeeeee. 60 60 60
Other 70 70 70
DKuerreeerinssrcenecnrenteenroresosssoneess 98 98 98
NAuiiiteeererossnsanssansoeersessersarceses 99 99 99

.F NONE IN 320, GO TO 324.
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327. Of those you knew or thought were eligible when you hired them, how did
you learn of their eligiblity (DO NOT READ LIST. RECORD VERBA.TIM.
CODE IF CLEAR. PROBE: What other reasons?/Can you be more specific?)

Applicant told company...c.ceeeeeeees esees

Referral agency told company

(general)eccciiceencenressessnensans

Employment service n.at referred

worker. . e

High school that referred

Worker ALl R I L Y Y Y P Y Y Y Y Y Y YT Y

Welfare office...ccceerenens csesecesnanans .

CETA agency that referred

WOkaf ----------- LI AR Ty Y Y Y Y YT T

Other referral

Sent applicant w0 employment service
To determine eligibility........

A :ompany we hired determined

eligibility...emieenenn.

Respondent or staff

determined eligibility...........

Employment se. vice came and

checked workers...........

Other

DK--. ----- LITTIT) LLLTITYY YT YY) [IYTTYYYT) LITT LT

NA..-. --------- LXTTTIY [XTYTYT TN ITTYYTTYT)

BEST COPY AVAILABLE
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60
80
98
99
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0

First

10

20

21

22
23

24

25

30

40

Second

10

20

2

22
23

24

25

30

40

30

60
80
98
99

Third

10

20

2l

22
23

24

25

30

40

50

50

80

98
99




323.

324,

How muca did this possibility
of eligibility incre se the
applicants' chance of being
hired "READ LIST)...

Next [ am going o ask

you a series of

questions about the period
between October 1981 and
today. During this

perind, how many of your

new hites were certified as
eligible for Targeted Job

Tax Credit » TJIC, or Work
InCentive, WIN, tax credit?

A great amouNnt...ceesessseess 1

A moderate amount......... 2

Not very much, Of.ceeceecees 3

Not at all........... eseeessssenes 4
] G cesesand
NAceccceresaseesanecncses O 9
(ASK 325)

RECORD NUMBER

Some, DK#

(ASK 325)-..-"---0-0-00-- 996
None..(GO TO 326)....597

DK..(GO TOQ 326)..... 998
NA..{(GO TO 326)..... 999
17

37-39




325. Hew did 'ou learn that these new employees might be eligible for tax
credits? (DO NOT READ LIST; RECORD VERBATIM. CODE IF
CLEAR. PROBE: What other reasons?/ Can you be more specific?)
40 41
42-43
J4-45

First Second Third
Mention Mention Mention

Applicant told company....... cesusencsnnases i0 10 10

Referra! agency told
tOld B -)mpany (gmeral)...----.----.--- 20 20 ?o

Employment service that referred
21 21 21

High scnool that referred
worker IIIIIIIIIII Se%e0e Al IIXXXIT] oS cncsnesss 22 22 22

Welfare office....cccerresnceers varnreans 23 23 23

CETA agency t* at referred
WOTKET eeteenceseocosansoces cecessessasacese 24 24 24

Other referral

25 25 25

Sent applicant to employment service
to determine eligibility. .-cccereerees 30 30 n

A company we hired deter..ined
@li 2ibiLitY cerncrncereconnconsinncnn suone 4¢ 40 40

Respond :nt or staff
de termined eligibility...ceeeeeeras 50 50 50

“mployment servic~ came and
(.h‘cked \VOf‘kel'S.................-... 60 60 60
Other _ 80 30 30

DK.‘i'“....l.....llI..ll...llll..lll..l'll 93 98 98
NAutveietinceserunsneisnnctacnaensonee 99 99 9

BEST CGPY AVAILABLE
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326. How many requests for tax

—_——— — 4€-48

credit certifications do you RECORD NUMBER

have pending? Some, DK #ueerreesees . 996 _
DK....... cressssensssane 998
NAQ..I.. lllllll esdusses * 999 -

327. Since September 1981 has the Yes.... (ASK 328)..ccceea. 1 £9

requirement that an application No..... (GO TO 332A)... 2

for certification be made DK. (GO TO 332A).. 8

simultaneously with hiring the NA. GO TO 332A)... 9

worker prevented you from
obtaining certification of an
utherwise eligible new hire?

328. For how many new hires —_— 50-52
has this happened? RECORD NUMBER
Some, DK#..ccceeeerees. 996
DKoeerreersoeosssesssacas 998

NA ..... 00000000000 0000000 999

329. How many of these did you

—_— —— — 53-8
know or suspect were RECORD NUMBER

eligible when you hired Some, DKi..euereenen s 996

them? DK.eeeeerrarecoranecaneas 998

NA.....................o. 999

NO QUESTIONS 330 - 332

332A.The next series of questions are for the entire time period from January
1980 through today.




333,

333.

335A.

3358B.

Have you been asked by

the Employment Service or
any other agencies

tn acceprt referrals of job
applicants who are eligible for
Targeted Job tax credits, or
Work Incentive tax cred.ts?

(THIS 1S NOT «cTA ON TIE
JOB TRAINI:w.)

Did you agree tu accept
referral of rtax credi
eligible.’

Have you asked the employment
servicz or any other agencies

io refer people to your cora-
pany who are eligible for a

1ax credit?

Since January of 1980

how many of these tax credit
eligible referrals

were hired?

How many tax credit eligibles
you were told had been referred
never showed up for an interview?

BEST COPY AVAILABLE

161

i

Yes{ASK 3. 6)ueeecceccane l
No~LGO TO 335)emeeecenes 2
DK..{GO TO 335)...cc. 3
NAGO TO 335)...... 9
Yes.{ASK 335 )ueeecereee 1
No0..{GO TO 338).ccveeeeee 2
DK.{GO TO 333)...... 3
NAL.GO TO 3338)....... 9
Yes{ASK 335A).ccccce. . 1
Now{GO TO 338).ccceeee. .2
DK.(GC TO 338)...... 8

NAL(GO TO 333)w.... 9

RECORD NUMBER

Some, DK#.vceeesenerene ...396
None... 997
DKeeeeeseconssrons ereaneees 398
NA 999

RECORD NUMBER

&mei DK # ooooooo [TYTTYIYYY . 996
None 897
DK 998
NA 999
173
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62-64




336. Since the beginring of 1980

how m~ny tax-credit-eligible

workers were referred to you

(ASK 337 __ _
RECORD :UMBER
Some, DK# (ASK 337)...996

£5-€7

as elugible for TITC OR WIN, None (GO TO 338)....... . 997
were interviewed but not DK (GO Tc 33)....... 998
hired? (IF DK PROBE: Just NA(GO . ,38)....... 999

your best guess.) -

'

337. What wer= the primary reasons why you did not hire these
applicants? (DO NOT READ LIST)... RECORD VERBATIM, PRNBE:
What other reasons”/Can you be more specific?

First Second Third
Mention \‘ention ilention

) e p——

Poor qualifications (general)......... 01 01 01
Person had wrong skills............... 02 02 02
Insufficient skills...... e iie e aeaas 03 03 02
Reading and writing poor.............. 0¢ 24 04
Lack of job knowledge................. 0S 0s ns
Lack of experience................ eee. 06 06 06 4
Overqualified......... teereeirii e 07 07 7
Poor school record.............. .... 08 08 08 R
Insufficient schooling or training.... 09 09 09 ‘
Got poor recommendation from previous

employer..... eremitaaas Ceeiiiiiaaa i 10 10
Poor previous work record............. 11 11 11
Application incamplete................ 12 12 12
Misstatement on application........... 13 13 13
Poor interview.......... Ceteaiietaaan. 14 14 14
Applicant didn't show interect in job. 15 15 15
Language problen..... e, 16 16 16

- Person doesn’'t seem to fit into

COMPANY .« oo cooosescococeencanconeness 17 17 17
Handicapped...........ce00ivneenenn... 18 18 18
NO OPeNiNgs.......coieienininiinnenn... 19 19 19
Employment service was slow in sending .

people. ... ..iiihiiiieiiiannn.. 20 0 20
Other 96 S6 96

3 O eeee. 98 98 98

. cieienean 99 99 99

74

338. In - e ruture, do you
n to ask for
referrals of tax-credit-
eligible employees when
you need to hire .
unskilled workers? S

150 75279 = b1

BEST COPY AVAILABLE,, e

Yes (GO TO 340)ucceeunernens |
No (ASK 339)..cccecrernerenn 2
DK (ASK 339).ccue.cunenns 8
NA (GO TO 340Q)........... §

-




S ———

c.18

1 =bl
339. Can you tell us why you do not plan to ask for referrals? (DON'T READ ygy I.D.: 2-5
LIST. RECORD VERBATIM. CODE IF CLEAR. PROBE: What other reasors? /

Can you be more specific?)

6-7
A-9
10-11

First Second Third
_ Mertion Mention Mention
I a. Didn't think of it veveeOlew...0l.....0l

b. Don't expect to te hiring..cceceeeses - voo 020000 .. 02......02

c. Will not be needing types of
workers who might be eligible.......... 03..c.. .. 03,0000 03

d. Employment service or other agency

r iStOOSIOW..............‘........-.. o.o“ ......0‘& ...... O‘&
e. Don't use the employment service 05 05 05
f. Dissatisfied with employment

[ service referrals. eweea 06 ..., 06.c....06
g. Tm mm mr wwk..........”....... .8 g = 07-... oo o0 07. ...... 07

h. Eligible workers not
skilled eNOUBheeceeecceeenacssescccssssncas ones ). S 08...... 08

i Eligible workers not
B reliable enough o eee.090.. ... 09......09

jo Applicants should be judged by
qualifications not by whether

- tax credit available...ccccccsverecccsaec vy 10aiee o .. 100 ... .10
k. Would not beneflt because we have

no tax liability vossovane Lleveaas ... 11
B We 27 NOt eligiblec.ccrcmeccsersences o o oo 1200000020 000042
m.Tax benefit not big enough......... coeeeeldeci 130000013

— n. Might result in govern't interference
Specify type SUUOIPU 1 PO | Ry )
o. Other (SPECIFY) RPRURPN b JSPPUNPD 3 R B
- DK PR 1 JAR 98 .--.. 98
NA e il M9..... 99

BEST COPY AVAILABLE i81  © BESTCOPY AvAILABLE
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340.

342.

Have you heard of a

government On-the-Job

Training Program or OJT

whereby the government pays

a share of a private employer's
cost of hiring and training

certain eligible workers? In your
area this program is administered
by the employment service, CETA,
and (READ FROM CARD A.)

Have you or any of your staff
spoken to a representative of
government or a local business
organization about the OJT
program?

Was the initial conversation about
this >rogram initiated by
(READ LISD...

164

Yes....(ASK 341).......... 1
No..... (GO TO 359)...... 2
DK (ASK 341)cceccencens 8
NA (ASK 341)eeccercanee 9

(Q. 359 IS ON PAGE 56)

Yes (ASK 342)eceeccecceces i
No (GO TO 343)..cceveeees 2
DK (GO TO 343)....... 8

NA (GO TO 343)....... 9

You .1

Your staff or company..2
The Government.......... 3
A trads association,or.. 4
A local business

organization....... R 3
Or something else....... .6
DK l
NA
1§

12

14

4




343.

344,

345.

3“6.

BEST COPY AVAILABLE

Since January 1980 how

many potential JJT employees
did you hire fo - which you
were promised reimbursement
by “his program?

How many such employees did you
hire since January 1981?

Since January 1983 have you
ever hired a worker referred
by the OJT program for whicn
you were supposed to receive
reimbursement but did not?

How many of the OJT contract

workers hired did you not
réceive reimbursement for?

165

(ASK 344) -
RECORD NUMBER
Some, DK# (ASK 344) 96

None (GO TO 350).uc.. 97
DK (ASK 344)........ 98
NA (ASK 344)........ 99

RECORD NUMBER

Somey DK#.ceeeeeseseeneen 96

None 97
CK 98
NA... 39

Yes (ASK 346)....ceecnnee 1

No (GO TO 348).ccccceee. 2
DK (GO TO 343)...... 8

NA (GO TO 348)iese. 9

RECCORD NUMBER

Some, DK #........ cesencee 96

None 97
DK 98
NA 99

183

17-b1
18-19

a9

21-b1

22-23



347. Why was reimbursement not recetved? (DO NOT READ LIST.
RECORD VERBATIM. CODE IF CLEAR. PRUBE: What other
reasons?)

24-28
26-27
28-2§

First Second Third
Mention Mention Mention

a. Employee did not stay with

firm long encugh eees..0l 0l 01
b. Benefit t00 SMAll .ccseeeeccccseeecccannen s . .02 02 02
C. Paperwork t00 greate... weceeccecnsees . .. 03 03 03
d. Don’t believe i2's right to

take gOVEINMENt MONEY.ccccecseesecnses o J4 04 04
e.[ have as little to do with

government as possible.......cecceemee o0 < 05 05 05
f. Might result in interference

by government:

SPECIFY type meesee® 06 0s
g. Worker is so good [ don't need

reimbursement *o justify hiring....<.-.- a7 07 07
h. The agency reneged on

agreemeﬂf mecoos '08 08 08
i. Other (SPECIFY) 09 3 09

NO RW!DKQOO.).." ..... POLI0E" sow * P00 & 98 98 98

NA 000 00 8 *® *s00 ;99 99 39

154
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349.

350.

351.

348.

Since January 1980, have any Yes (ASK 349).......... e 1
ot the employees for whom you No (GO TO 350).ceeeeeee 2
have obtained some CJT reim- DK (GO TO 350)...... 8

bursement been people you
originally recruited and then sent
to the appropriate govermment agency
to obtain certification?

NA (GO TO 350)eccess 9

Since January 1930 how many

workers did you recruit and obtain RECORD NUMBER
partial reimbursement for Some, DKi,........ eeees 796
in *his way? None. 9.
VK 998
NA 999
Have you been asked by the Yes (ASK 351).seeecsccces |
Employment Service, CETA or No (GC TO 352)ccsecere2
other agency to accept DK (GO TO 352)...... 8
referrals of job applicants NA (GO TO 352)seeees 9

tor which you would receive
OJT reirmbursement?

Did you agree to accept
applicants?

Yes (GO TO 35%)cceeenens |
No (GO TO 357)eccee aee @
DK (GO TC 353)..... 8
NA (GO TO 343jeeeee 3

31-33

34

35



352. Have you asked any of
these agencies to refer
to your company people

would be available?

people being referred to

Just your best guess.)

355. Since January !980, how
many job applicants who
were referred by this
program came to your
establishment to apply
for the job but were
not hired?

for whom QJT reimbursement

353. Have you knowledge of any
you by this program since
January 1980 who did not

come in for an interview?

354. How many? (i DK FROBE:

Yes (ASK 353).ceunnnnees |
No (GO TO 257)iccceres. 2
DK (ASK 353).......... 8
NA (ASK 353)eccccecse 9

Yes.... (ASK 354).ccceeces | 37
NO..e. (GO TO 355).cere. 2

DK (GO TO 355)eecc.. 8

NA (GO TO 355)iccee. 9

—_—— — 38-40
RECORD NUMBER

Some. DK#..cceeeeeeee. 996
None 997
K 998
NA 999

— o — 41-43
RECORD NUMBER

Some, DK#ASK 356) 996
None (GO TO 357).. 997
DK (GO TO 357)... 998 —
MA (GO TQ 357)... 999

168




356. What was the primary reason you did not hire these applicants? (DO
= NOT READ LIST, RECORD VERBATIM, CODE IF CLEAR; PROBE:

What other reasons? / Can you be more specific?)
44-45

46-47
48-49

First Secand Third
Mention Mention ‘ention

Poor qualifications (general)......... 01 01 01
Person had wrong skills............... 02 02 02
Insufficient skillS.........cevneunn.. 03 03 23
Reading and writing poor.............. 04 04 04
Lack of job knowledge................. 0s 0S NS
Lack of experience.................... 06 06 06
Overqualified............. ferreseseen, 07 07 07
Poor school record..........vuvuunn... 08 08 08
Insufficient schooling or training.... 09 09 09
Got poor recammendation from previous
. eMPLOYeT. . i iiereianaennnennnnnnns 10 10 19

Poor previous work record............. 11 11 11
Application incomplete................ 1L a2 2
Misstatement on application........... 13 15 13
Poor interview..... Cteeeiaettesiaaeans 14 4 14
Applicant didn't show interest in job. 15 15 15
Language problem..............c....... 16 16 16
Person doesn't seem to fit irco

COMPATY .« ¢ eveennnnnssnessncsensnnonns 17 17 17
Hadicapped..........ccovvveerenn.nn.. 18 18 18
NO OPeNMINgS. euiueeieennnnreeeeennennns 19 19 19
Emplovment service was slow in sending

People. .. iiiiiiiiiiiiiiiiean, ceee. 20 20 20
Other 96 96 96

DK e i re e, 98 98 98

N i iii e ettt rete e, 99 99 99

357. Are you planning to ask for Yes...(GO TO 3%9).......... 1 50

referrals from this program No- .. (ASK 358)............. 2
in the future when you need DK (ASK 358)...ccccconee 8
to hire unskilled workers? NA (GO TO 339).......... 9

187 BEST COPY AVAILABLE

169

R




APPENDIX C
UTILIZATTON OF THE TARGETED JOBS TAX CREDIT
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UTILIZATION OF THE TARGETED JOBS TAX CREDIT

Chapter 2 describes the utilization of the Targeted Jobs Tax Credit us-
ing numbe.s weighted by selection probability and the size of the establish-
ment. In this appendix, these same charts will »e presented using unweighted
numbers. The unweighted t:bles give a better description of the actual sample
used in this survey, whereas the weighted tabies in chapter 2 attempt to
describe the general population of firrs from which the sample was drawn.

Even though establishments are not weighted by their size, tiny companies do
not completely dominate the unweighted tables because the survey oversampled
large firms. Nonetheless, the patterns revealed in this appendix are roughly

similiar to the patterns found in chapter 2.

The great majority of companies contacted in this survey reported that
they had heard that tax credits are available to employers hiring certain
types of workers. Only 26.5 percent of the managers of the smallest firms
reported not having heard of TJTC, and less than 4 percent of the respondents
from establishments with 500 employees or more had not heard of TIJTC. Re-
gardless of industry over three quarters of the firrms had heard of the

Targ2ted Job Tax Credits program.

As explained in chapter 2, large establishments were expected to have had
more personal contacts concerning TJTC. The data in table C-1 confirm this
expectation. The largest estavlishments contacted for this survev were much
more likely to have veen contacted about TJTC: 38.8 percent had been con-
tacted by a government agency and 12.4 percent had been contacted by a trade
assoclation or local business organization. Only 10.4 percent of the firms
with less th.n 10 employees had been contacted by any aguncy, go c¢nment or
private. The percentage of firms that had initiated contacts about TJTC was

ais “igher for larger firms.

Firms in manufacturing were also more lik:]y tvo have been cortacted
concerning TJTC, as i1llustrated by table C-2. Nearly one—quarter had been
contacted by govermment representatives, and these firms also received the
highest percentage of contacts from representatives, of trade associations and
local business organizations. This may nartially be explained by the fact
that manufacturing establishments tend to be large.. Mining establishments are
also typically large and they had the second highest (14.9 percent) government

agency contact rate. The construction companies had fhe lowest probability of

3 189
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TABLE C-1

KNOWLEDGE QF TJTC BY SIZE OF ESTABLISHMENT

Nunber of Employees All
1-9 [ 10-49 | 50-99 [100-499| 500+ Firws
Percent heard of TJTIC 75.0 79.4 86.0 93.3 98.6 77.4
Percent contacted in person
by government agency 4.2 8.9 16.1 27.¢  21.5 7.0 -

Percent contacted in person
by trade association or 13.u 22.4 40.0 57.2 68.2 18.8

local business organization

Percent that have initiated

a personal contact 5.5 5.8 16.7 12.4  43.2 6.7
Number of cases 1,557 1,212 335 380 80 68,904
TABLE C-2
KNOWLEDGE OF TJTC BY SIZE OF INDUSTRY I
\ -
% €§€3?% % I
5 Q% ﬁév %%‘$.SB za % Ezg% ;% ®
% S 2, \2 & a\ 5% se\ © " -
-~ % (¢) v o a\ ¢ (- > 4
> ¢ ¢ \o e o\ ¥Ye @ o v
® o (7 \ Ry v v — © ¢ l
v &« « v (] 2 ©
v\ 2 \sas\ —\°
% ® \2" % -
Percent who have hesia | -
of TJIC 78.4 | 84.2 1 90.9 | 69.5 } 77.6 § 71.3 | 80.8 | 72.4
Percent contacted in
person by government
agency 3.3 | 6.0 11.6 8.6 | 9.0 7.2 S.1 4.2

F ent contacted in

pu.son by trace associ-
tion or local business 15.9 18.1 27.5 20.1 21.5 22.5 12.6 14.4

organization

Percent that have B
initiated a personal 1.9 7.5 5.5 6.7 6.4 7.9 5.3 7.4

contact

Number of cases 67 262 | 407 | 140 |1,086 | 328 | 238 | 893 -

190  BEST COPY AVAILABLE
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being contacted. Only 11 percent of construction firms were contacted by
trade assoclations or local business organizations, and only 7.4 percent were
contacted by government represcntatives. Mining establishments were the least

likely to initiate contacts, with only 3 percent.

As may be expected from the data already discussed, larger firms were
more likely to receive requests to accept TJTC referrals. Table C-3 illus-
trates this. Large firms were more likely to have been asked to accept re-
ferrals, were more likely to initiate requests for referrals, and planned to
ask for referrals in the future more often. As in chapter 2, many more es-—
tablishments planned to ask for referrals of TJTC eligibles when they have an
opening for an unskilled worker in the future than have asked for such refer-
rals in the past. Among establishments with 500 or more employees, 21 per-
cent had initiated a request for referral of TJTC eligibles in the past and 45
percent planned to do so in the future, an increase of 114 percent. Among
establishments with fewer than 10 employees, only 3 percent had initiated a
referral request in the past, but 16.7 perzent planned to do so in the future,
an increase of 457 percent. The large projected increase in usage by small
firms suggests that lack of unskilled job openings is a primary reason why
small establishments are much less likely to participate in TJTC.

Manufacturing firms were more likely than tirms in other industries both
to be contacted about accepting TJTC eligible referrals and more likely to
initiate a request for such referrels (table A.4). The transportation
industry was the least likely to be contacted about receiving TJTC eligible
referrals bty employment agencies. The mining industry was least likely to
{nitiate referral requests. The construction industry had fairly low
percentages for receiving or initiating requests-—-17.8 percent and 4.1
percent respectively. Overall, the percentage of firms planning to ask for
TJTC referrals in the future was pretty high, especially when compared to the
percentage of firus who had initiated requests in the past. In the transpor-
tation industry, 24.3 per. . planned to initiate requests in the future even
though only 3.6 percent had done so in the past. This is an increase of 575
percent, which is quite remarkable, especially considering that the transpor-

tation industry was least likely to be contacted by an agency.

19i

175




TABLE C-3

REFERRAL RELATIONSHIP BY SIZE OF ESTABLISHMEN.

Number of Employees All
1-9 | 10-49 | 50-99 [100-499] 500+ Firms

Percent asked by employment
service or other agency iv 11.4 18.7 23.4 44 .4 47.9 15.3
accept TJTC referrals

Percen: initiating a
request for referral of 2.5 3.6 5.1 19.1  39.2 3.8
TJTC eligibles

Percent planning to ask for
referral of T.TC eligibles

for unskilled openings 13.2 19.7 22.8 37.2  62.7 16.7

in future

Number of cases 1,557 1,212 335 380 80 68,904
TABLE C-4

REFERRAL RELATIONSHIPS BY TYPE OF INDUSTRY

Percent asked by em-—
ployment service or

cther agency to accept 12.2 Y 17.5 | 24.1 } 12.9 | 16.7 | 14.7 | 15.6 4 10.9
TJTC referrais

Percerit initiating a
request for referral 7.1 2.6 4.2 3.1 4.9 5.8 1.0 2.9
of TIJTC eligibles

Percent planning to ask
for referral of TJTC

eligibles for unskilled | 13.1 | 15.6 | 21.0 } 15.2 19.6 | 17.5 § 14.0 | 13.8
openings in future

Numtor of cases 67 242 407 140 §1,086 328 238 393

176 132
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Examining utilization of TJTC according to establishment size {see table
C-5) reveals a pattern in which large establishments are more likely to par-
ticipate in TJTC than small establishments. Larger firms were more likely to
have received tax credits under this program (lines 1, 2 and 3), and were more

likely to have tried to select TJTC-eligible applicants (line 4).

Participation rates dropped frr every size of establishment after Septem-

ber 1981, as revealed by line 3. The reasons for this drop are discussed in

chapter 2. Thne largest drop is for the largest firms. Firms witn more
than 500 employees droppeé from a participation rate of 36.8 percent ir 1981
to a 26.3 percent rate in 1982.

The last four lines of table A.5 show how many subsidized employees firms
had as a percentage of all employees (lines 5, 6 and 7) or as a percentage of

new hires (line 8). These numbers reveal that sm..1 tfirms tended to have
higher percentages ot subsidized workers than larger firwrs. However, this
tendancy is small, and all establishment cizes were fairly close together in

this aspect, ranging only from 0.6 percent to 1.7 percent.

The percent of employees who were suusidized did not drop dramatically or
consistently from 1981 to 1982. As noted earlier, the percentage of fiims
participating did dvop (lines 2 and 3). This would imply that, although fewer
companies did participate in 1982, those who did participate were obtaining

increased numbers of TJTC certifications.

An exarination of utilization by industry, table C-6, reveals patterns
similiar te those in chapter 2. There is a similar tendency for fewer firms
to be receiving TJTC in 1982 than 1981; however, mining and transportation are
an exceptions and the drop is very slight for service establishments. Manu-
facturing establishments seem to have had the highest utilization rate, with

a higher percentage of firms receiving TJTC.

The differences between indus- tries are not as great as the differences
betwe:n small and large firms, how- ever. The mining industry had low per-
centages of firms receiving TJTC. The construction industry had a very low

percentage of firms trying to selert eligibles (3.3 percent).

The next four lines of table C-6 present data on the relationship between

the number of TJTC-subsidized employees in an industry to that industrv's

ERIC 17 193




PARTICIPATION IN TJTC BY EIZE

TABLE

C-5

Numper of Employees All
1-9 | 10-49 [ 50-99 [100-499] 500+ | Firms
Percent received TJTC in 1980 2.9 4.4 6.7 12.1 27.5 4.3 -
Percent received TJTC in 1981 1.9 3.2 9.0 16.6 38.8 3.5
Percent received TJTC in 1982 1.9 1.9 7.5 14.2 26.3 2.7
Percent trying to select l
eligibles 1.3 2.7 9.0 1¢.0 20.0 2.8
TJTC-subsidized employees in
1980 as percent ~f employment o7 .6 .7 04 0.81 1.0 I
TJTC-subsidized employees in -
1981 as percent of employment A .5 .7 0.6 0.9 1.8 I
TJTC-subsidized employees in '
1982 as percent of employment -5 .3 N 0.4 1.4 .8 -
TJTC-subsidized employees l
Jan.-Sept. 1981 as a percent 1.1 1.2 1.7 1.1 3.0 5.5 '
of new hires in 1981 -
Average number of employees 5 21.4 67.7 206.7 910.2 68,904 l
: |
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T BLE (-6

PARTICIPATION IN TIJTC BY TYPE OF INDUSTRY

- N . . ...

r —
Percent received TITC

in 1980 0.3 4.5 4.9 5.2 4.€ 4.2 2.5 4.0
Percent received TJIC

between Jan.-Sept. 1981 0.1 2.4 4.4 | 2.4 4.0 5.6 3.1 3.2
Percent received TJTC

in both Sept. 1981 and 1.0 0.3 5.2 3.0 2.9 4.9 0.8 2.8
April 1982

Percent trying to

select eligibles 2.4 1.0 2.8 1.6 4.0 3.1 0.7 2.8
TJTC-subsidized new

hires in 1980 as per- 0.0 0.4 0.6 | 0.5 2.3 0.4 0.3 0.4

cent of employment

TJTC-subsidized new
hires between Jan.- 0.0 0.2 0.4 0.3 5.0 0.6 n.3 0.4
Sept. 1981 as percent
of employment

TIJTC-subsidized new
hires between Sept.- 0.50Y 0.1 0.
April 1982 as percent
oi employment

TIJTC-subsidized em-
ployees Jan.-Sept. 1981 0.0 0.3 1.6 ] 1.4 17.7 1.4 1.2 1.2
as percent of new hires

o

0.1 2.0 0.6 0.04] 0.4

in 198€1
Average number of
employees 57.3 15.6 60 51 25.2 36.8 | 2% 4 10.2
REST Copv
195 EST COPY AVAILABLE
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total employment or total number of new hires. The mining industry, again,
had consistently low percentages. Although the manufacturing industry had thc
highest percentage of firms participating (lines 1-3), it 1is the wholesale/
retail industry that employs the most subsidized workers as a perceatage of
employees. The wholesale/retall sector also hired twice as many TJTC-subsi-
dized workers as the manufacturing industry, when the number 1is analyzed as a

percent of new hires in 1981 (5.0 percent to 2.5 percent).

Table C-7 analyzes the way in which firms participate in the TJTC pro-
gram. The first figure ipn line 1 reports the percentage of all firms that had
heard of TJTC and reported atteupting to select tax—credit—eligible workers.
This percentage, 5.5, is quite small. The second figur represents the
percentage of the firms that have ever participated in TJTC that tried to
gelect tax—credit-eligible employees. This percentage 's, of course, higher,
at 28.6 percent, because participants were more likely tc try to select
eligibles than nonparticipants. The third column in this line shows the
percentage of firms that repcrted making an effort to select eligibles, wheve
the firms are weighted by the number of subsidized hires made in 1980-8l. The
last figure is the percentage for firms weighted by the number of subsidized
hires made after September “98l. The percentages are much higher for the last
two columns--51.2 and 45.9 jercent, respectively. This Is expected because
these last two numbers are dominated by iarge users of the program, and large

users can be expected to have tried more <ften to select eligible

Firms were also asked if they tried +*o ldentify and certify tax—credit-
2ligible employees who had already been hired.” Only 14.4 percent of all
firms that had heard of TJTC reported having tried to certify eligibles (line
2). The percentage of all participant firams that tried to identify and cer-
tify employees 1is significantly larger, at 55 percent. The percentages for
participating firms weighted by number of subsidized hires are even higher -

79.4 percent for 1980-81 and 81.3 percent for after September 1981.

As in chapter 2, firms were asked what they thought of TJTC eligibles.
The results of this question are presented on line 3. The typical firm that
had heard of TJTC tended to have a negative attitude toard TJTC eligibles.
Only 7 percent said TITC eligibles made better workers, and 35 percent said

eligibility made no difference in the qual.ty of a worker, whe'ea- 28 percent

; _1:)6;
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TABLE C-7

IMPACT OF TJTC ON THE RECRUITMENT AND SELECTION
OF DISADVANTAGED WORKERS

- — JEPSE —

1

Participants Only

|

i
; | [ Weighted |
| #'1 Firus | ! by | Weighted by
| That have | All { Subsidized | Subsidized
| Heard of ! Participants ! Hires i ires after
| TJTC | 1/80-9/81 | 1/80-9/81 . Sept. 1981

Percentage of firms
that tried to 2.8 28.6 80 &1
select eligibles

Percentage of firms
that tried to 8.0 55.0 89 90
certify eligibles

Opinions of [JTC
eligibles: -.
better = 1

poorer = 1

Percent of 1980-81

TJTC-certified

hires who were - 50.7 bh 66
known to be eligible

during 1980-81

I~
[}
|
B
-
Na
I
D
wn

3

«AJ 4

Percent whose choice

was influenced by

knowledge of TJTC - 35.5
eligiblity during

1980-81

(W]
3}
e
L

Percent initiated
requests for TJTC- G,
eligible referrals

(og
()
—
>

8 {. ol

Percent agreed :o
accept or asked for

. referrals of TJTC
eligitles

Nel
[
A\
<
~d

RY 94

Percent planned to

ask fo. TJTC-elig-

ible referral influ- 16.
ence when unskilled
opening occurs

~d
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thought they were poorer than average. A scale was constructed, as explained

in chapter 2. The mean or this scale for all firms who had heard of TJIC and
expressed an opinicn was —.402. Given this negative attitude, it is not

surprising that most firme do not participate  n the TJTC program.

The next three figures on this line are quite interesting. All
participants (a number dominated by small users) had a better but ctill
relatively low opinion of TJTC eligibles. The mean for this group is -.232.
Weighting the participants by the number of subsiaized hires before September
1981 dces not raise the average opinions by much (-.199). This implies that
prior to September 1981, the number of TJTC-eligibles working for a firm did

not influence firms' rcpinions about the quaiity of eligible workers.

The most significant change is for the last column, participant firms
welghted by subsidized hires after Septewber 1981. These firms felt that
TJTC-eligible workers were just as productive ac tnz other workers they hired.
Roughly as many reported that tax-credit-eligible workers were better as
reported that these workers were poorer. The mean was .022. This finding is
qui:e encouraging, because it implies that large users who were still using
the program after September 1981 had a better image of TJTC workers. Large
users who had good experiences with TJTC workers are the ones who continued to

use the program after eligibility rules were tightened.

Employers who hired TJTC eligibles between January 1980 and September
1981 were asked, "How many of the employees did you know or think might be
eligible before you hired them?” This question was u<ed to calculate for each
firm the percent of TJTC-certified hires prior to September 1981 who were
known to be eligible at the time they were hired. The results are presentea
on line 4 of table 2.7. An unweighted average of these percentages for all
participating firms is 50.7 percent. Unweighted averages tend to over repre-

Timd ~Llee d o
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ry the nurher of subsidized hires prior
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to September 1981 produces a slightly higher estimate (54.2 percent) of the
proportion of all subsidized hires that were known to be eligible prior to
being hired. When the firms are weighted by the number of subsidized hires
after Septer-er 1981, the percent of firms who said they knew they were hiring
eligibles before September 1981 increases significantly, to 71.3 percent.

Thus firms who continued to use the program after September 1981 were more

likely to have been participating knowledgeably before the changes were made.
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The tightening up of the certification process in September 1981 seems to have
screened out many of the firms that were determining eligibility only after

the person had been hired.

Employers whc knew or suspected that they were hiring TJTC eligibles were
then asked, "How much did this possibilitiy of eligibility increase the appii-
cant’s chance cf being hired?" Only 17.9 percent of tne firms reported that
a candidate's eligibility influenced their hiring decision "a great amount,"
and only 15 percent reported that it influenced their decision "a moderate
amount.” Yet 23 percent reported that their decision was "not very" influ-
enced, and 46 percent reported nct being influerced "at ali.” A scale w~ .
devised in which "a great amount” was assigned a value of one, "a moderate
amount” a value of two-thirds, "not very much" a value of one~third, and
"not at all” a value of zero. The weighted and the unweighted averages of
this scale for participating firms we e slightly more than one-third, 34.7 and

35.8 percent.

The last three lines of table C-7 examine referral relationships. Firms
were asked 1f they had requested TJTC referrals from an employment or other
agency; or if they had agreed to accept TJTC referrals upon request from an
employment or other agency; or i{ thev planned, in the future, to ask for
referrals ,f tax-credit-eligible employees when an unskilled job opening
occurred. As might Le expected, all firms who had heard of TJTC had the
lowest percentages for (1) requesting referrals, 5.8 rarcent; (2) accepting
referrals, 15.2 or percent; (3) planning to ask for referrals in the fu:ure,

21.2 percent.

This is again explained by the high number of nonparticipants in this
category. The figures in column 2, all participants, are ccasistently smalier
than the numbers in columns 3 and 4. For instance, only 50.7 percent of all
participant firms had asked for or agreed to accc
81.3 pe ont of the firms weighted by subsidized hires in 1980-81. It implies
that large users are more likely to utilize reterrals of TJTC eligibles. This
is rot an unexpected finding. This also explains the relatively large per-
centage of large users who claim to be trying to select eligibles (line 1,
columns 3 and 4) but who also report uot allowing eligibility to influence

their selections from a pool of applicants.
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APPENDIX D

DESCRIPTION OF THE EMPLOYER HIRING DECISIONS SURVEY
AND THE INFLUENCE OF APPLICANT CHARACTERISTICS OTHER THAN
TJTC ON RATINGS



THE 1983 NIE/NCRVE EMPLOYER HIRING DECISIONS SURVEY

The National Institute of Education and the National Center for Research 1in
Vocational Education funded a survey of employers in durable manufacturing, con-
structicn, and automobile maintenance and repair industries. The survey - obed
these employers' hiring and training aclivities for entry-l:zvel machine t-"de
jobs. Employers in wholesale and retail trade industries were surveyed about
hiring and training for entry-level ssles positions, Finally, the same survey {in
a version geared to clerical positions) was sent to firms in the finance, insu:
an~e, ree. estate, and other service industries. The survey was initially mailed

to 6,448 employers in June 1983, and 855 completed responses were received.

Sample and Survey Procedures

For the most part, the sample was Jjudgmentally selected in a two-stage
process. In the first stage, several cities and areas were selected for inclusion
in the survey. Table D-1 lists the selected cities and areas. In the secona

stage, employers within those areas were selected according to industry.

TABLE D-1
CITIES AND AREAS COMPRISING SAMPLE FOR SURVEY

Boston, Massachusetts Cleveland, Ohio
Springfield, Massachusetts Detroit/Flint, Michigan
Philadelphia, Pennsylvania Chicago area, Illinois

and surrounding counties

East St. Louis, Illinois
State of Delaware

Houston, Texas
Baltimore, Maryland

Southern California
Virginia Peninsula

Seattle, Washington
Columbus, Ohio

Toledo, Ohio

For ea~h of these sites, an industrial directory served as the sample frame.

Firms in certain industries thought to hire a substantial number of entry-level
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workers into clerical, retail, or machine trade occupations were selected. When
employment size was listed in the industrial directory, firms with fewer than 10
employees were excluded from the sample to minimize respondent burden. The
general procedures used to decide whether to include a firm or rot were that (1)
employers in dureble manufacturing, some construction, and automobile maintenance
and repair industries were sent machine trade applications; (2} employers in
wholesale and retail trade, some restaurant, and hotel sectors were sent retail
trade applications; and (3) employers in finance, insurance, and real estate and

other service industries were sent clerical applications.

Yable D.2 shows the original and completed sample size by s.te and occupa-

tional groups.

TABLE D-2
SAMPLE SIZE, BY SITE AND OCCUPATION

(Entries are original sample size/completed sample size)

Clerical Retail Machine Trades Total
Boston, MA 60/7 31/3 56/8 147/14
Springfield, MA 4/0 0/0 121/15 125/15
Philadelphia, PA 239/43 229/14 413740 881/97
State of Delaware 162/11 156/12 115/12 433/35
Baltimore, MD 73/12 47/¢ 65/11 185/29
Virginia Peninsula 65/10 43/7 36/1 144/18
Columbus, 0Y 89/24 72/13 83/19 234/56
Toledo, OH 76/2C 14/1 81/14 171/35
Cleveland, OH 49/18 45/7 15/6 109/31
Detroit/Flint, MI 459/76 182/19 302/53 941/148
Chicago area, IL 172727 61/8 222/29 455/64
E. St. Louis, IL 7/0 0/0 38/4 4574
Houston, TX 190/22 57/9 152/17 399/48
Southern CA 315/51 169/12 1244/147 1728/210
Seattle, WA 253732 83/11 105/8 441/51
Total 2211/353 1189/121 3048/338 6448/855

The questionnaire and a set of fictitious applications for employers to rate
were mailed to the 6,448 employers during the period of June 20, .983 to July 20,
1983. As of August 15, 1983, completed responses had been received from 426 em-
ployers, and there had been 81 refusals or misaddresses that could rot be re-

solved. Thus, 5,941 nonrespondents requiring follow-up efforts at that time.

o
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The first follow-up consisted of mséiling (1n late August) a second copy of
the questionnaire to a random sample of approximately 1,000 of the nonresponderts.
These individuals were also contacted by telephone approximstely 3 weeks later to
solicite th¢ 'r response, The remaining 5,000 nonrespondents were mailed a letter

requesting their response (but not a second questionnaire) with a return postcard.

A considerable number (28 percent) of the nonrespondents who werc telephoned
indicated that they had not received the follow-up corresponderce and requested
yet another copy of the questionnaire, Furthermore, 416 ot the 4,970 employers
(8.4 percent) returned postcards indicating that they would participate and
requesting enother copy of the questionnaire either for themselves or someone else

in their firm.

By October 1, ancther 166 responses had been received as a result of the
phone calls and the follow-up mailing, which brought tlie total number of completed
responses to 592. A second follow-up wes meiled to a randomly selec.ed one-half
of the employers who had not respended. This follow-up consisted of a cover

letter and questionnaire.

With the receipt of 855 completed questionnaires, the overall resp.nse rate
was 13.2 percent. An analysis of data collected about refusals and nonrespondents
indicated that the completed questionnaires were reasonably representative of the

entire sample.

Questionnaire and Job Applications

The questionnaire has seven major sections. The first section requested data
about the particular respondents, including age, education, sex, race, and
position ani duties within the firm. The second section asked about the
characteristics of the firm, such as employment size, age, and unionization of the
work force. Sirce hiring decisions at a firm are made within the context of the
firm's personnel policies, considerable data about the establishment's hiraing
process were collected in the third section of the questionnaire. The fourth
section focused on the firm's training process. It was deemed important to
collect data about the extent and type of :raining, because the size of the firm's

average investment in training may influence how careful it i1s in hiring.

Besides investigating the hiring decisions behavior of firms, a secondary pur-

pose of the survey was to learn how youth fare in jobs once they are hired. To




investigate this subject, sections 5 and 6 of the questionnaire gathered infor-
mation about several youth recently employed by the firm. In section 5, indiva-
Cual and job characteristics, such &3 age, education, sex, race, previous work
experience, wages, and productivity ratings, were gathered for 2 youths (whom were
supposed to be chosen at random by the employer respondent) who had been hired
within the previous 2 years—-one of whom had subsequent ly been promoted and the
other retained by the firm but not promoced, In section 6, similar characteris-
tics were reported about 3 youths who were hired in the last 2 years, —ut who have
been separated from the firm through (1) voluniiry quit, (2) layoff, and (3) dis-

missal.

The final (seventh) section of the questionnaire asked (1) an objective ques-
tion about how well prepared youthful job applicauts are in certain academic sub-

jects and (2) an open-ended question about schools and asbout youth that have been

hired.

For most euployers, the completed job applicatica provided the initial infor-
mation on the applicant's abilities, skills, and experiences. The employer's
evaluation of the applicatrion's content, in conjunction with the duties of the
open job position, determine which applicants are interviewed and subsequently
which are hired for the position. To simulate the employer's initial evaluation
of p-ospective employees, job application information was generated that

systematically varied the epplicant's educational credentials and work experience.
The data presented on the applications inciuded the following:

Age

High school attended

Major/program in high school
Grade point average in high school

High school diploma

Postsecondary school attended
Major/program in pestseconcary school
Grade point average in postsecondary school
Diploma or degree from postsecondary school
Work history (0-5 jobs)

--Employer

--Starting and ending date

--Position

--Duties

--Reason for leaving
Typing speed (for clerical and retail sales)
Machines operated (for machine trades)
Referral source
Eligibility for a Targeted Jobs Tax Credit
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The Influence of Applicant Characteristics
Other than TJTC on Ratings

High School kducation

In constructing the applications tc be used as stimuli 1- the data col-
lection, the following characteriatics about the applicants' high school ex-

periences were varied:

e Name (type) of high school
e High school major,program

e Participation in a cooperative education program
or occupational work experience program

e Grade point average

e Graduate or dropout
The variance concerning the name or type of high school was that Central High
Sehool represented a central-city public scnool; St. Mary's, a parochial
school; and Jeifersonville, a rural or surburban (presumably public) school.
Obviously, the influence of these variables depends on how respondents inter-
preted the school names. Grade points were assigned randomly from a uniiorm

distr 'but ton cver the span {1.40, 3.60) of a 4.0 system.

The high school major or programs differed slightly by occupation and

were assigued randomly from the following list:

Retail/Clerical Applicant Machine Trades

Gen=ral General

Office Education ‘iachine Trades

Distributive Education Cooperative Machine Trades

College Preparatory Occupational Work Experience (OWE)

Cooperative Office Education
Cooperative Distributive Education
Occupational Work Experience

The va.’'ables that were constructed from this information were whethetr or
not the high school program was relevant to the job in question and whether or

not the applicaat participated in a cooperative education program or an occu-

rational work experience program.
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The macginal effects on employability of high school characteristics are

presented in table D-3. The hi_. school grade point avserage (GPA) had a
larger impact on employer hiring priority ratings than any other single
characteristic of the youth. For clerical and machine trades jobs, raising
one's high schonl GPA by 1 point (e.g., from C to B) raised hiring priority
ratings by 14 points. The impact of GPA on ratings for retail jobs was small-
er thougb still highly significent. Raising one's GPA by one point raised the
rating for a sales job by 7 75 points.

Hundreds of studfes by industrial psychologists have established an
important relationship between tests of cognitive ability and job performance.
Meta-analysis of this research has produced consensus estimates for a variety
of occupations of the correlation between job performance and scores on tests
measuring the cognitive skills taught in schools. The median correlation 1is
.52 for clerical jobs, .31 for skilled factory jobs, and .17 for sales jobs
(Hunter & Hunter 1984).

Is the high school GPA as powerful a predictor of empleoyability ratings
as these tests are of job performance? Employers are nrobably using GPA as a
signal of both cognitive ability and such character traits as good work hab-
its, reliability, and punctuality. Controlling on other characteristics of
the worker, the partial correlations (betas) of employability rating and high
school GPA were .21 for clerical, .23 for machine trades, and .18 for sales
jous. The betas are lower than the corresponding simple correlations between
test scores and performance. This implies that, even though tha high school
GPA was the gingle most impcrtant determinant of employability ratings, i 1is
nct viewed by hiring decision makers to be as valid a preaictor of job per-
fcrmance as tests have been demvnstrated to be. The pattern across occupa-
tions is similar to the pattern of correlations between cognitive tests and
job performance. The cognitive abilities that are measured by tests and high
§ 100l GPAs are more important for clerical and machine trades jobs than for

sales jobs.

As might be expected, graduation from high school generally had a signi~
ficant and large effect on employabiiity ratings. However, the size of the
coefficient was cmaller than for a 1.0 difference in grade point average and

was not significant for retail trade employers.
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TABLE D=3

MARGINAL EFFECTS OF HIGH SCHOOL ACHIEVEMENTS ON HIRING PRIORITY

Clerical

Retall Machine Trades
Variable Full Semp.2 App!licants App!icants Appllcants
Attended Central
High Schoot? .73 1.54 2.84 - 1.38
Attended St. Mary's
High School? - .28 .02 1.73 - 2.2
Cooperative Ed. Program 3.15% 39 6.82%* b
Occupational Work Experlence
Program .23 1.19 4.00 .05
Relevant Major - 1.64 - 95 4.50 4.49%%=
High Schoc! GPA 12,61 %% 1421w T.75%s 13.,79%%
Graduated Ta63%e T 37%% 5.49 9 Bo*N*
Referred by a High School
or College 1.94 1.48 A7 3.22*

® Omitted class is attended Jeffarson High Schools
b Not applicable in this equation.

* Significant at < .10 level.
** Signlficant at < .05 level.
*#*  Significant at < .01 level.
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The results suggest that high school cooperative distributive education
programs have a better reputation with employers than high school distributive
education programs without a cooperative component. Thecugh the coefficient is
not statistically significant, the results imply that taking cJlassroom dis-
tributive educaticn lowers the rating by «.5 points. Those who had a co-op
distributive eduvcation score a statistically significant 6.8 points higher.
Consequently, the net effect of taking a co—op distributive education program
is 2.3 points.

The only type of high school vocational education program that
consistently incrzased the studente' hiring priority rating was machine
trades. Students who had gone through that program were rated a highly
significant 4.5 points higher, and 1=2ceiving a referral from a machine trades

high school teacher raised ratings another 3.2 points.

Having oktalned employment during high school through an occupational
work experierce program did not affect one's hiring priority rating. The type
(or location) of the generic high school did not have a statistically

significant impact o1 employer ratings of applicants.

Po,tsecondary School Experience

As described earlier in chapter 4, each employer raced 11 applicants, of
which 4 nad atternded a 2-year postsecondary institution and taken an occu-
pational program that was relevant to the targeted job. The marginal effects
of attendance, type of institution, grade point, and obtaining a degree from a
postsecondary school on employability ratings are shown in table D-4. For
clerica. and machine trades jobs, taking 1 year of occupationally relevant
courses at a 2-year postsecondary insti!- tion raised employability ratings by
13 to 16 points and completing a 2-year program that results in the receipt of
an asgsoclace degree raised them further by 10 points. For retail jobs, a
large 29-point increase in ratings was produced simply by attending for 1
year. All of these effects were statistically significant. Whether or not
the institution was public or private and what the grade polnt average was at
the postsecondary institution did not have significant effects on employ~

ability ratings when other traits of the applicant were controiled.
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TABLE 0-4

MARGINAL EFFECTS OF RELEVANT OCCUPAT!ONAL POSTSECONDARY EDUCATION ON HIRING PRIORITY

Clerical Retall Machine Trades

Full Sample Applicants Applicants App!lcants
Took | or more years of train-
Ing at a 2-yeasr college or
Institute i4.18%* 15.68%* 29.03* 12.68
Attended private institution 1.05 .82 - 2.37 .49
Postsecondary GPA .40 - 959 - 5.81 2.32
Chtalned assocliste degree in 2
71e1d relevant to the occupatlon 10e13%%% G.Eghee 1.71 10,814

* Significant at < .10 level.
** gigniticant at < .05 level.
%% gigniticant at < .01 level.
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Prior Work Experience

Considerable tion in prior work experience was introduced on the ap-

'
1

plication forms. The number of prior jobs held ranged from zero to five. The —
number of months of prior work experience ranged from O to 68. Reasons for
leaving jou. included, "left to look for full-time job," "left for better

job,” "went back to school,” "was laid off,” "was temporary job," and “quit.”

In table D-5, the ~oefficients for a number of work experience variables

are presented. In the empirical examination of work experience, applicants

who had worked prior to finishing their schooling were classified into two

groups: (1) working during summers only and (2) working during the school yeaw

and summers. Some controversy has arisen in the literature about the effect
cf part-time work during high school, so those applicants who had chosen to

work only during sumwere were isolated from those who had worked during the

| o

school year. For both types of workers, a zero-one dummy variable was entered
into the equations, as well as months of work experience in the two states, to

measure the length of the work experience.

In terms of types of prior work experience, several variables were used

to test hypotheses about relevant work experience and work experience in large
firmms or organizations, in fast-food establishments, and in public organiza-
tions. The hypotheses were that a larger share of work experience in relevant

jobs or in jobs in large organizations would have a positive influence on

employability ratings, and that a larger amount of time in public jobs or work

experience in fast-food res:aurants would have a negative influence on

applicants' employability ratings. In Hollenbeck (1984) and Miguel and Foulk
(1982), employers reported that reasons for leaving jobs were important

factors in assessing applicants, so the following two variables were used:

(1) the number of times the reason for leaving a job was "quit™ and (2) the -

number of times the reason for leaving was "was laid cff.”

Finally, if the applicant had worked, the applicant's unemployment status -

was measured by using the months since the last job ended. The expectation

about this variable is ambiguous, because a long period of unemployment could
indicate that the applicant is not as employable as otber applicants who have

shorter spells of unemployment. On the other hand, it could indicate that the

‘ 196 Ciy)




TABLE D-5

MARGINAL EFFECTS OF WORK EXPERIENCE VARIABLES ON EMPLOYABILITY RATING

Fukl Clerical Retail Machine Trades
variable Sample Applicants Applicants Applicants
Any work experience 2.37 7.02* .35 4.79
Total number of months of
prior work experience - .10 - 17 - 4.7 .15
Number of jobs - 1.70 - 3.00 - 4.41 1.73
wWorked part-time durlng
schoo! year prior to
leaving schoo! 6.20%** 4,20 15.33%* 4.03
Number of months worked
during schoo! year W22 04 .B3* .24
Worked only summers prlor
to leaving school 5.8 2.76 5.47 E04%*
It worked only summers,
numbers of months - .01 1.39% 1,02 - 1.62%%

Ratlo of months of retevant
work experience to total
months of work experlience 14,29%%% 14,55%% 28.00%** 10.02%

Ratlo of months of work

experlience In large organi-~

zatlons to total months

of work experlence 6.34%%* - .46 12.54%% 14,52%+

Ratfo of months of work
experience In public
organizations to total

months of work experlence = 5.35% - 3.7 - 4,37 ~13.36%%
Any work experience In

fast-food restaurants 1.36 61 B.44%7 - .92
Number of quits - B.11%ee —i1.69%w - 8.79 ~ G.65%He
Ni:mper of "lald-offs™ -~ 1.88 2.49 5.02 ~ 6,12%*
Months since last job -7 Sl - .0 N 1.03%%
Gaps I~ employment racord 1.51 2.13 1.31 - 3.70

—

* Slgnlficant at < .10 leval.
** Significent at < .05 laoveli.
**+  Significant at < .01 level.
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appiicant 1s more eager Or willing to work and thus might be a good hire. The
last variable in the table is the gaps in employment experiences (1i.e., ther

was at least 1 month of not working between 2 prior jobs). Existence of :

gap 1s tylcally thought to be a negative factor.

The results showed that having souae work experience had a very large

positive influence on employability ratings. The distinction betweer working

only in the summec versus working at some time during the schooi year was not
important, however. Having either type of work experience had a significant

positive effect on employability of about the same magnitude to the full sam-

ple.
during the school year does not provide more thar a marginal improvement in

The implication of tbis result is that working part-time (or full-time)

employability ratings, over having work experience solely during summers.
Considering the large influence that high school grade polnt average has on
employability ratings, however, if part-time work causes those grades to

decline, any marginal advantage from the extra work experlence quickly
disappears.

Although the coefficlents were not statistically significant, employers
seem to have reacted negatively to the number of prior jobs held. The number
of jobs can be interpreted as a signal of a high turnover propensity, which is
presumably a negative trait. The total number of months worked was not sig-
nificant in any of the equations, implying that employers tend to count the
number of prior jobs for which nformation is provided, but do not weigh the

duration of those jobs heavily.

The relevance of the applicant's pricr work experience was an important
positive factor in determining employability ratings. 1f one of two otherwise
identical job applicants had 40 percent of his or her job experience in rele-
vant jobs, whereas the other person had all prior work experience in relevant
jobs, the former's predicted rating was lower by about niune points (which 1s
approxiately the same size of effect as high school graduation has). The
relevance of the job experience variable was particularly im;ortant for retail

applicants.

Work experience in large organlzations was also confirmed to be a posi-
tive factor. It was positive and significant in equations for the full

sample, the retail sample, and the machine trades sample. Work esperience 1in

an
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a public (or governmental) or,4uiss .ol ta

[

a slpnificdnt negdtlive margiadai
effect on employability ratings (again in the full sample and machine trades).
Work experience in a fast-food restaurant did not stigmatize youth as antic-
pated, and for retail employers, such work experience was a strong determinant

of employability.

The results shown in table D-5 support ihe hypothesis that the number of
quits 1s negatively associated with employabiiity ratings. In terms of magni-
tude, two quits would more than offset the positive marginal effect of having
any work experience. The number of times the applicant reported being laid

off was an {mportant negative factor for machine trades employers, but not for

the clierical or retail erm-loyers.

The number of months since the last job ende? was a significaut positive
variable for the machine trades ewployers, but did not influence the ratings
in the other occupations. To our surprise, having a gap in the employment
recorcd nad a positive ecrfect on employability ratings. The survey was con-
ducted In the midst of a very severe recession. It seems that, at least dur-—

ing deep rececsions, there is no stigma to being unemployed.

Skills and Other Factors

Two occupationally specific skill variables were shown on the application
forms that were rated. For clerical and retail applications, the applicant's
tested typing speeds were reported (ihis was randomly drawn frow a range of 40
to 60 words per minute). For the machine trade applicants, the number and
names of machines that could be operated were prov.ded. In this case, one-
third of the applications had "none,” one-third had "boring mill saw, sha>-
er,” and one-third had "lathe, grinder, drill press, milling machines, bhoring
mill, saw, shaper.” As shown In table D=6, br 1 of these skill variables were
highly significant.* For clerical applicants, results show that an increase
in typing speed of 20 words per minute improves employability as much as

attendig a postsecondary program.

*In the full sample analysis, the mean number of machines operated (3.67) was
entered for clerical/retail applicants ana the mean typing speed (50 words per
minute) was entered for machine trades.
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MAPSINAL EFFELTS OF SKILL A

TAGLE -6

VARTABLES ON EMPLOYAR (LITY RATING

Futl Clerical Ratall Machine Tracas
Va-lable Sample App.lcants Applicants Appllceants
Typlng Speed Y Sl GORER .21 e
“o. of Machines Operated T.07%es 8 a AP Eex
Referral Source:
Employment Service .19 1.84 7.41 19
School 1.94 1.46 7 3.22%
Advertisement/sian .00 2.99 87 - 148
Friend .74 17 £.80 23R
Age .49 - .50 3.96* 27

% Not appllicable since varlable nat ysed
* Signiflcant at < 10 teval.
** Sligniflcant at < .05 tevel.

***% Significant at < .0! level.

MARGINAL EFFECTS OF JOB CHARACTERISTICS ON

In these applications.

TABLE D-7

EMPLOYABILITY RATINGS

Futl Clerical Patal” Machine Trades
Variable Sample Appllcarts Applicants Applicants
Starting Wage .58 - 2.92%% +39 1.98%**
retall Occupation 1.35 a a a
Machina Trade 2.4G%% 2 a a
Tifflculty of DismigsalP - Tl Teris T 16%0 = 4JIr%EY
.t 5t Machine® 07 L9t 47 - Tat4*
3 Not appllicable In This aquatisn.
K -ummy varlable ejual to ona, (f "a 104" or Yoomer T3 THOrK regnicat b, oA osml Ly

an employea; otherwlse zern.

¢ Lategorical varlable fron smallest catagory to tarqost.

*

Llgnificant at < .10 level,
Y ohignificant at < .05 Javel.
"EYosigniflicant at < .01 level.
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A question of interest is how tlie source of referral affects the
employer's assessment of an application. Bishop, Barron, and Hollenbeck
(1983) found a strong proclivity on the part of employers to rely on informal
methods of referral, such as friends or current employees, in making hiring
decisions. Their study shows that workers hired thrcigh informal channels had
somewhat higher productivity and required less training time than workers on
the same job who were hired through such formal sources as the job service,

schools, or private employment agencies.

The referral source item on the application was used to test the effect
of referral source on employability ratings. In the simulated applications,

the following referral sources were distributed equally:

Job service

School counselor
Advertisement/sign
Unknown or no referral

Friends/acquaintance at firm

Tne "unknown or no referral source” was tne ouitted category, so all uf the
coefficients in table D-4 are relative to that category. Although there are
interecting differential patterns in the signs cf the variables across oc-
cupations, only one of the coefficients was statistically significant.

Finally, age had no effect in ratings except for the retail job.

The Influences of Job ana "!r~ Characteristics on Employability

Job Characteristics

Characteristics of a job that might (nfluen. ratings are the wage rate,
the occupation, the amount of job security, and the type of equipment with
wnich the applicant would work. Hypotheses are that the higher the starting
wage, the more care will be exercised in hiring (i.e., the lower the rating).
Also, the more job security (as measured by the difficulty-of-firing variable)
and the wore expensive the equipment to be used on the job, the more negative

the rating will be.
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The results of testing these hypotheses are somewhdt mixed (see tauole
D~7). For those not eligible for TJTC, the wage had the expected nrgative
effect on hiring priority ratings for the clerical jobs, but had a positive
effect o~ ratings for machine trades jobs. For those eligible for TJTC, wage
had a statistically significant negative effect on ratings for clerical jobs,
but a nonsignificant positive effect on ratings for retail jobs and close to
no effect on ratings for machine trades johs. The variable dealing with
difficulty of dismissal had the expected effect on the ratings of applicants
for machine trade jobs, but had an effect that was opposite of what was

expected for the retail applicants.

A possible explanation for the findings regarding sales jobs is the
extent to which commissions are used. If commissions account fer most retail
compensation, the employer would not need to dismiss less-productive employ-

ees, for their lower sales would automatically result in lower compensation.

Firm Characteristics

The estimates of the marginal effects of the characteristics of the firm
are preserted in table D-8. Most of the results confirmed prior expectations.
Size of the establishment did not have statistically significant effects on

the ratings.

Because all job applicants were young, a variable medasuring the percen-
tage of the firm's werk force that was under age 25 was included in the model.
It was hypothesized that firms that hire many workers under the age of 25
would tend to rate young job applicants (such as those presented by the simu-
lated job applicants) higher than other firms. This hypothesis was supported
by the results. The average marginal effect for the sample (.12) translates
into an applicant receiving a 7-point higher rating at a firm where 50 percent
of the work force was under age 25, than at a firm where only 10 percent of

the employees were under age 25.

Whether or not a firm has a formal probationary period and what the
length of such a period is if it does have cne, may affect the care that
raters exercise in assessing applicants. If there is a formal probationary

period, employers caa accept more risk and thus ratings may be higher. As the
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TABLE D-8

MARGINAL EFFECTS OF FIRM CHARACTERISTICS ON EMPLOYABILITY RATINGS

XX xTx oo

Full Cler lcat Retall Machine Trades
Variabile Sample Applicants Applicants Appllcants
Log estab!ishment employment 12 +30 1.17 - .70
Percentage of work force
under age 25 S PAdd 06 I 00%
Firm has no formal
probationary perlod - 5.20%%* ~10.61 %% .88 - 3,06
Length of formal pro~
bationary period (weeks) - .06 - W21 - .47 - W04
New hire rate .18 22 Rt 004 W25
Percentage of time re-
celving specific tralning 027 L0095 - 022 023
Percentage of time re~
celving general training - .004 013 - 028 - .009
Number of comgeflng
flrms In area ~ 2.18%% =~ T.T2%es =10.04%%* «81
Percentage of new hires
separated within 2 years T3NS 1,250 1.7g%* 40
Percentage of reasonably
wel l-qualified applicants S Rt S 5HRe .02 I At

@ Categorical variable from small to large.

* Significant at < .10 leve!l.
** Significant at < .05 leavel.
*e* Significant at < .0! level.
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probationary period lengthens, the firm's investment in the new hire in-
creases, and so higher standards should be used; that is, the sign of the
marginal effect or the length of the probdtionary should be negative. Having
no formal probationary period was negative and significant both for the cleri-
cal sample and for the equation estimated over the total sample. That is,
having no formal probationary period seemed to cause employers to become more
selective. As anticipated, the sign of the length of the formal probation-

ary period coefficient was negutive (although not significant) in these

equations.

Firms with high new hire and quit rates will typically choose not to be
as selective as firms with low rates of turnover. If the expected tenure is
short, it does not pay to invest heavily in selecting new employees, so hiring
standards tend to be lower. Firms that must hire large numbers of new employ-
ees often find they are forced to set lower hiring standards. High turnover
rates may also be a consequence of a lack of hiring selectivity. These hypo-
theses were supported by the significant positive coefficients on the new hire

rate and the separation rate.

Respondents were asked how many other companies in the local area used
the general skills required in the specified job. Barron and Bishop (1983)
found this variable to be positively related to the extent of employer's
gsearch fo- new employees (e.g., the number of applicants interviewed before
selecting a new employee). The explanation for this finding is that it pays
to engage in a more extenslve search if there is a pruspect of finding an
applicant who already is experienced and skilled in the type of work to be
done. If no other firms in the area have similar jobs, the employer will not
attempt to seek out an already experienced worker and will instead seek some-
one who can Jearn the job quickly. This leads one to expect a negative as-
scciation Letween the number of other firms with similar jobs and the ratings
assigned to inexperienced workers (such as those described on the simulated
job applications). This hypothesis is strongly supported for clerical and

retail jobs, as well as for the full sample.

Influence of the Rater Characteristics

The final group of variables that was included in the model incorporated

rersonal characteristics of the individual respondents (see table D-9). The

‘data that were gathered included the following covariates:
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TABLE D-9

MARGINAL EFFECTS OF RATER CHARACTERISTICS ON EMPLOYABILITY

Total Clerical
Verlable Sample Applicants Applicants Applicants
Sex (1= male) 1.43 .04 - 3.55 4.56"*
Race (1=black) 5.19%* .08 10.03* 6.47
Mamber of personne! staff - .67 - 4720w 1.04 2.39
Hiring authorlty ~ 2.30 - 1.95 - W0 - 5.27*%
Flring suthority - .68 .26 = 267 - 235
Age? .44 - 1,52 5ol THuR .66
Education? JIG% Tel1o® - .87 73
Years participated in
hiring in any firm S 18R 4Owe .08 16

8 Categorical variable ranging fram smallest to largcst.

*
*%

Signiticant at < .10 level.
Significant at < .05 leval.
*** Significant at < .01 Jevel.
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Age (less than 30, 30-44, 45~54, 55+)
Education

Sex

Race

Position in the firw

Job duties

Hiring authority

Firing authority

Tenure in job

Tenure in establishment
Hiring experience in any job

The race of the respondent had a significant positive effect on ratings
in the full sample and in the retail applicant subsample. The sign of the
effect was positive for all occupations. This tends to confirm prior evidence
that blacks rate applicants higher than whites (the applicants were supposed
to be of the same race, although it was not specified). If the indivi-aal had
full or shared responsibility for hiring staff then tougher standards were
applied, as might be expected. Firing authority, did not seem to have a sig-
nificant impact on the vaiings. The age of the rater had a positive errlect on
the employability ratings in the retail sample, whereas years participating in
hiring processes (presumably highly correlated with age) had a significant
positive effect for clerical applicants and in the full sample. The educa-
tional attainment of the raters had a significantly positive effect on em—
ployability assessments in the full sample and #n the clerical subsample. The

sex of the rater apparently influenced ratings fc * machine trades applicants

(males rated applicants higher).
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