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I. INTRODUCTION

l. THE ECONOMIC RATIONALE FOR
TARGETED EMPLOYMENT SUBSIDIES

Over the last two decades; the federal government has re-
peatedly attempted to induce private employers to increase their
hiring of welfare recipients and other disadvantaged workers.

The government's purpose has been to enlist the help of the
private sector in "getting people off the welfare rolls and on

to the tax rolls." The primary examples of this effort are the
Targeted Jobs Tax Credit (TJTC), the Work Incentive (WIN) tax
credit for recipients of Aid to Families with Dependent children
(AFDC), and Job Training Partnership Act (JTPA) [formerly Compre-
hensive Employment - Training Act (CETA)) on-the~3iob training
contracts. Most of these programs have not achieved a very high
rate of employer participation, however, and there is controversy

about how effective they have been in inducing changes in employ-
er behavior.

The rationale behind targeted employment subsidies is a
straightforward one: by reducing the price of specified groups
of disadvantaged workers, employment of these workers will in-
creas . Such subsidies lower the costs of increasing output, so
they could be expected to generate a small expansion in output
‘and to weaken pressure for price increases. The primary benefits
of such subsidies are said to come from the fact that they are
targeted on a group of potential workers who (1) would not be
able to find employment without the subsidy and (2) are deserv-
ing of assistance (i.e., needy). Thus there is both an effi-
ciency and distributional rationale for targeted employment
subsidies.

The Efficiency Rationale. The efficiency case for a tar-
geted employment subsidy rests on its presumed ability to stimu-
late ewployment without causing skill shortages, production
bottlenecks, and accelerating inflation and on its ability to
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reduce existing factor market distortions. In an environment
where unemployment seems to remain at unacceptably high levels,
even when many labor markets are tight and rates of wage increase
are accelerating, noninflationary increases in employment and
output can be achieved only by stimulating an increase in aggre-
gate supply (i.e, increasing the supplies of factors of produc-
tion or the efficiency of their use). Measures such as targeted
employment incentives that bring into regular employment workeis
who would not otherwis= have jobs and give them the training and
experience necessary to become regular workers should produce
noninflationary increases in total employment and output.

If employment suksidies are targeted on groups of workers
in excess supply or groups which will readily enter the labor
market if the time required to find a job is shortened or the
wage rate is increased, GNP will rise without zausing inflation
to increase. An employment subsidy targeted on low-income youth,
transfer program recipients, and handicapped workers would seem
to meet this test, as large numbers of these workers are unem-
ployed becaiise of labor market rigidities (e.g., legal and con-
ventional minimum wages). Hence, substantial employment in-
creases could occur without upward wage pressure, and both actual
and potential GNP will increase. Econometric work suggests that
these target groups responC readily to changes in the demand for
labor (Masters and Garfinkel, 1978).

The benefits of expanding potential GNP in this manner are
increased by the fact that labor supply decisions of targeted
groups are distorted by high employer and employee taxes on labor
income ar:d even higher benefit reduction rates in welfare and
other transfer programs. Because these distortions tend to
reduce the work effort of people who would in their absence
prefer to work, employment increases incduced by employment sub-
sidies will increase GNP without causing any serious loss in
highly valued leisure. Moreover, the resulting increase in tax
revenues and decrease in transfer costs reduces the net budgetary

I-2
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cost of the program and benefits other taxpayers. Even if the
costs were equal, the public seems to prefer to help people by
giving them a job rather than a handou*.

Assistance to the needy rationale. The costs of inadequate
economic performance in the U.S. are shared unequalily. The
unemployment rates of certain demographic groups--e.g., blacks
and youth--are very high. Behind each of these high unemployment
rates lies a pool of discouraged workers--nonperticipants in the
labor force who would look for employment if they thought there
was much chance of finding it. Employment subsidies targ-.-ed on
these disadvantaged workzrs may be able to change the composition

of nonemployment so as to reduce the heavy burden which now falls
on them.

If TITC is to accomplish these objectives--increasing total
output and employment without inflation and helping the
disadvantaged--it must first induce hundreds of thousands of
A employers to participate and then it must induce these firms *o
change their hiring and employment practices (in ways that bene-
fit the disadvantaged). This report addresses these two ques-
tions by analyzing data obtained from empioyers on their use and
response to the Targeted Jobs Tax Credit. As the federal agency
with major responsibility for administering these programs, the
Department of Labor needs to know (1) whether TJTC is increasing
the employwent of its target groups and (2) how the program can
become more cost effective and successful.

2. OBJECTIVES AND HISTORY OF TJTC

(1) Program Objectives and Legislative History

The federal government has offered to subsidize the hiring
of disadvantaged workers by private employers through thLe TJTC
and WIN tax credit (now part of TJTC) programs. The original
TJTC program, authorized by the Revenue Act of 1978, subsidized

I-3 ].1




the costs of hiring workers from certain target populations,
which were as follows:

. Economically disadvantaged youth (ages 18-24)

. Youth (ages 16-18) participating in a cooperative
education program

. Economically disadvantaged Vietnam-era veterans (under
age 35)

. Economically disadvantaged ex-offenders

. Handicapped persons receiving or having completed
vocational rehabilitation

. General assistance recipients

. Supplemental Security Income (S3I) recipients

The Revenue Act permitted employers who hired individuals in the
target groups to claim a tax credit of 50 percent of the first
$6,000 in wages paid to an employee in the first year on the job,
and a 25 percent tax credit on the first in $6,00C wages paid in
the second year.

A criticism of the orlginal program was that it gave em-
ployers a subsidy for workers they would have hired in any case.
This criticism stemmed from the fact that (1) half of the certi-
fications were for cooperative education program participants,
whom employers probably would have hired in the absence of the
TITC program; and (2) a large share of the remaining certifica-
tions were obtained retroactively (that is, after the hire
occurred) .

Countering this criticism, the Economic Recovery Tax Act
of 1981 (ERTA) eliminated both the general eligibility for coop-
erative education progran participants (economically disadvan-
taged studerts remained eligible) and retroactive 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 program. The Act also extended the program to
December 31, 1982.




as a separate program.
December 31, 1982.

The Act also extended the program tc

“The Tax Equity and Fiscal Responsibility Act (TEFRA) of
October 1982 (-~tablished a new target group for the program--

« aomically disadvantaged summer youth--and extended the program
until December 31, 1984. The Deficit Reduction Act of 1984
further extended it through December 1985. An "economically
disadvantaged summer youth employee" is any individual certified
by a designated local agency as meeting the following criteria:

. Performs services for the employer between May 1 and
September 15

. Has attained age 16 but not 18 on the hiring date

. Has not been an employee o. the employer at any time
previously
. Is a member of an <conomically disadvantaged family

Under TEFRA, an employer hiring a TITC-vouchered summer youth is
eligible for a tax credit uvf 85 percent of the first $3,000 (or
less) of the employee's qualified wages for any 90-day period (o:
less) between May 1 and September 15.

\2) TITC Vouchering and Certification Procedures

For specific eligibility operations, %wo basic forms are
used in the processing of TITC cases: a voucher and a certifi-
cation. A voucher is issued by the State Employment Security
Agency (SESR) or other vouchering agency to a qualified appli-
cant. The applicant presents the voucher to the employer, who,
after deciding to hire the applicant, completes the erplcyer
declaration section of the voucher and returns the “orm to the
SESA listed on the voucher. If an employer plaus to hire an
employee who seems to be eligible but does not have a voucher,
the employer is permitted to request certification of eligibility
(in writing) from the SESA. 1In all cases, the certification
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request must be postmarked on or before the day the individual
begins to work.l

The employer certification form is completed by the SESA
after receipt of the employer declaration or certification re-
quest. The certification is then at to the employer for pur-
poses of completing the IRS tax return (the certification is not
filed with the return).

With regard to eligibility, the employment service office
and other vouchering agencies, determine an individual's eligi-
bility by completing the Applicant Characteristic Form. For
verification purposes, the vouchering agency may require the
applicant to present proof of family income and other information
at the time of vouchering. On the other hand, the employment
service offices have the option of conducting income verifica-
tions "after the fact" on a sample of all vouchers issued. The
rules defining income eligibility are quite complex and can not
be implemented reliably by employers.

(3) Experience with TJTC

The TITC program started slowly but by fiscal 1981, 400,000
workers were being certified per year. Eligibility was tightened
in 1981. That, combined with the economic recession, reduced the
number of certifications to 202,261 in fiscal year 1982. With
the end of the recession certifications rebounded to 431,182 in
fiscal 1983 and then rose to 563,381 in fiscal 1984. There were
1,337,637 vouchers issued in fiscal year 1984. The TJTC program
continues to grow, though at a slower pace. Fiscal year 1985
certifications were 621,889, about 10 percent greater than in
1984.

lThe Deficit Reduction Act of 1984 gives employers a grace
period of 5 days after the start date for requesting a certifi-
cation, if the worker had been vouchered prior to the start
date.
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The primary population group subsidized by TJITC has been
youth. A breakdown of the number of TJTC vouchers and certifi-
cations by eligibility category is provided in Exhibit I-1 and
I-2. Prior to the 1981 ERTA amendments, cooperative education
students were the largest single group of TJITC eligibles served,
with economically disadvantaged youth a close second. The ERTA
requirement that co-op students be disadvantaged has greatly
reduced the use of TITC as a subgidy of co-op education place-
ments. Economically 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, accounting for
12 percent of all certifications.

TJITC has had greater success at obtaining employer partici-
pation than previous targeted employment subsidies, such as the
WIN tax credit, the National Alliance of Business (NAB) JOBS
program, and CETA on-the-job training. This is due to the fol-
lowing features of TJTC:

. TIJTC is an entitlement. Reluctance on the part of
local agencies to administer it cannot prevent a per-
sistent employer from obtaining certification of em-
ployees who are eligible. 1In fact, ETA'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."

. Participation in TJTC requires less paperwork than CETA
on-the-job training or the JOBS and early WIN programs
did and requires fewer contacts between government
agencies and the employer.

Nevertheless, the TITC is currently helping a minority of those
eligible for the proyram. The Congressional Budget Office (CBO)
has calculated that the participation rate for disadvantaged
youth is less than 10 percent.?2

27he Targeced Jobs Tax Credit. Congressional Budget Office
Staff Memorandum written by Sandra Christensen, May 1984.
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EXHIBIT 1-1
Emptoyment and Training Administration

TJTC VOUCHERS

Pre-ERTA Post-ERTA
First Nine Fiscal Fiscal Fiscal
Months of Year Year Year
Va-iables FY 1981 1982 1983 1984
Economcially Disadventaged
Youth (18-24 yrs. old) 267,751 299,688 581,795 619,147
Summer youth (16-17 yr. ..d) -- .- 87,308 61,876
Vietnam-era veterans 31,976 43,434 80,808 76,322
Ex-offenders 35,232 46,055 94,545 75,322
Coop education students 132,232 48,0552 8,324°
Handicapped 2,900 48,029 78,683 95,443
CETA (involuntary terminees) - 8,147 1,130 --
General assistance 47,653 54,654 65,162 v2,600
SS1 recipients 1,481 2,288 3,115 3,755
AFDC recipients WIN 121,939 294,396 313,493
Total 545,407 624,687 1,286,947 1,337,637

Source: U.S. Department of Labor. Reports prepared by the U.S. Employment
Service Office of Planning and Review/Operaticn, and dated June 31, 1981;
October 6, 1983; December 27, 1983; and January 13, 1985.

8The number of coop education student certifications in FY 1982 and FY 1983 are
not available, so the numbers of eligibility determinations have been used in
their place (but are not included in the totals for the program).




EXHIBIT 1-2
Employment and Training Administration
TJTC CERTIFICATIONS

Pre-ERTA Post-ERTA
First Nine Fiscal Fiscal Fiscal
Months of Year Year Year
Variables FY 1981 1982 1983 1984

Econom-ially Disadvantaged

Youth (18-24 yrs. old) 124,701 132,195 259,309 328,213
Summer youth (16-17 yrs. old) .- -- 33,538 30,137
Vietnam-era veterans 11,818 13,27 24,141 29,000
Ex-offenders 11,414 13,332 21,929 27,278
Coop education students 132,314 48,0559 8,3242 .-
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
SSI1 recipients 677 782 1,254 1,620
AFDC recipients WIN 18,503 50,736 84,769
Total 299,248 202,261 431,182 563,381

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

®The number of coop education student certifications in FY 1982 and FY 1983 are
not available, so the numbers of eligibility determinations have been used in
their place (but are not included in the totals for the program).

~
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3. DATA SOURCES

This study of the TJITC program as it effects employers
analyzes two data bases. The first is a survey of 3,412 employ-
ers sponsored by the National Institute on Education (NIE) and
the National Center for Research in Vocational Education (NCRVE)
conducted between February and June 1982. The survey represented
the second wave of a two-wave longitudinal survey of employers
from selected geographic areas across the country. The first
wave was funded by the U.S. Department of Labor to collect data
on area labor market effects of its Employment Opportunity Pilot
Project (EOPP). The survey encompassed 10 EOPP pilot sites and
18 comparison sites selected for their similarity to the pilot
site. The survey design specified a strategy of oversampling
firms with a relatively high proportion of low-wage workers. The
second vave attempted to interview all of the respondents in the
first-wave survey. About 70 percent of the original respondents
complet:ed surveys for the second wave. The data collected by
this second survey on the use of TITC are more extensive than
those available in the first wave (or in any other data set known
to the authors).

In the bulk of the sample, respondents were the owuers/
managers of the establishments. 1In large organizations, the
pflmary respondent was the person in charge of hiring, generally
the personnel officer. When primary respondents were unable to
answer a question, they were asked if someone else in the organi-
zation would have the information, and that part of the interview
was completed with this other official. oOther respondents in-
cluded comptrollers, wage and salary administrators, and line
supervisors (for questions about a particular recent hire). A
description of the sample frame of the first wave of the survey
and a cnpy of the relevant portions of the questionnaire are
ir ~iuded as Appendix A and B.

I-10 18




The second data source is a set of case studies, conducted

during the ccurse of the present contract, of firms that have

ired a large number of TITC eligible workers. These firms were
in six industries: Eating and drinking establishments, Hospitals
and nursing care facilities, General merchandise stores, Tex-
tiles, Food stores, and Hotels and motels. About 35 corporations
were studied, with iaterviews conducted at headquarters, region-
al, divisional, and local establishments. Respondents were
queried about recruitment and hiring practices, experiences with
TITC eligible workers, incentives for hiring TJTC workers, and
intrafirm communications and policies regarding TJTC.

Although many interesting and important questions can be
answered by analysis of the NCRVE employer survey and the case
study data, there are other ciestions that a policymaker/analyst
may ask that cannot be examined with these data sets. The report
does address questions such as "Did TJTC induce participating
firms to increase total employment or change their hiring poli-
cies so as to hire more disadvantaged workers?" But determining
whether such impacts resulted in displacement of other workers or

in net increase in economy-wide employment is beyond the scope of
this report.3

In this respect--not examining the full general equilibrium
effects--this report follows the pattern set by nearly all of the
empirical evaluations of employment and training initiatives.
General equilibrium effects can be calculated by simulating the
impact effects in a fully specified general equilibrium model or
by estimating impact effects in aggregate data on geographic
areas which encompass all displacement/replacement effects. Both
of these avenues will be pursued in the future but they are not
part of the current report.

3A theoretical discussion of these issues is provided in
Haveman and Palmer (1981) and in Bishop (1979).
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Chapter JTI of this report estimates multivariate behavioral
models of utilization of TITC and uses them to help understand
why TJTC has a low participation rate among the universe of all
employers and which types of firms are the biggest users of the
program. Chapter III examines the impact of successful and
unsuccessful experiences with TJTC hires on future use of the
program. Chapter IV analyzes data on the impact that TJTC has
upon the growth of employment at participating firms and the
share of that employment that is under the age of 25. Chapter V
examines the impact of TJTC on the recruitment practices and
hiring standards of firms. Chapter VI examines the impact of
TJTC on retention rates and the productivity of the workers who
are retained. Chapter VII examines the effect that knowledge
that an applicant is ir a TJTC target group has on the perceived
desirability of hiring that applicant. cChapter VIII examines how
the large users of TJTC are implementing the program. Chapter IX
summarizes the results and reviews the implications of the re-
search for policy.




II. MULTIVARIATE MODELS OF EMPLOYER
USE OF TJTC
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II. MULTIVARIATE MODELS OF EMPLOYER USE OF TJTC

This chapter reports the results of multivariate analyses of
employer use of the TJTC.

l. THEORETICAL FRAMEWORK

The Targeted Jobs Tax Credit is a recruitment subsidy; that
is, it only subsidizes newly hired workers, not workers already
employed by the firm. A subsidy of 50 percent of the wages of
eligible new hires is not equivalent to a 50 percent reduction in
the market wage of this type of vorker. First, no payment is
made for workers already employed by the firm, and second, the
firm receives the payment only if it applies for the subsidy and
verifies the eligibility of new workers for subsidization. Even
a firm that is aware of the existence of such a program may not
have all the necessary information about which job applicants are
eligible and which are not. The cost of obtaining this informa-
tion, of getting the necessary government certifications, and
then applying for the subsidy may deter some firms from partici-
pating in the program.

(1) The Decision to Participate in TJTC

This section develops a simple model of the TJTC participa-
tion of a profit-maximizing firm that buys inputs and sells
outputs in competitive markets. For simplicity. targeted labor
(L) is treated as a single factor of production, and W represents
the market price of this factor. Suppose the federal government
offers the firm a subsidy of proportion S of the wages of all
newly hired targeted workers. If Ly is defined to be the number
of targeted workers employed by the firm in the period prior to
the subsidy offer, and t to be the periodic rate of turnover of
subsidized workers, the total subsidy payment made to the firm is
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SW{L - (1-t)Lg).4 L, is assumed to be greater than or equal to
zero.

To participate ir a subsidy program, the firm must bear boih
fixed and incremental costs. Fixed costs involve such factors as
making the initial applications for the subsidy and setting up a
system to evaluate job applicants for their eligibility. an
additional fixed "cost" is the fear that participation may entail
closer government scrutiny of tax records and hiring extra costs
of recruiting, screening, and verifying the eligibility of an
additional subsidized worker. If new hires from the target group
are less productive 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 participation costs by C and
assume that they are a linear function of the number of subsi-
dized workers. That is:

(1) C=a+ b[L - (1 - t)Ly]

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

b is the marginal cost of participation per subsidized
worker,

b > 0; b<SW.

The firm will elect to participate in the program if the
henefi:s from doing so exceed the costs. Because the cost of
participation is linear in the number of subsidized workers
hired, the first-order condition fcr a maximum of profit with
respect to L is the same for the participating firm whether the

4Note that is has been implicitly assumed that the firm is
constrained from firing all of the targeted workers currently
employed and replacing them with subsidizer. new hires. Most
firms are at least partly constrained froa 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-
eligible worker.
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subsidy is marginal or on all units of targeted labor. Thus, the
firm's profit function evaluated at the effective post-subsidy
wage of (1 - S)W+b, after subtracting participation costs and the
subsidy on the previously employ=d workers, can be used to ex-~
press profits when the firm participates. Letting ™ be the
protit function and P be the vector of all other prices, the net
benefits to participation, B, can be expressed as:

(2) B= mMP, (1 -S)W+b)+ (b=-5SW (l-t)Lo - a - T(P,W)
The firm will participate only if B > 0.

Because the firm's profit function is continuous in W, there
will exist some subsidy rate such that the firm can be induced to
participate in the program; that is, there must be some value of
S for which B > 0. Suppose we let S* represent the subsidy rate
that sets B = 0. At any subsidy greater than S*, the firm will
participate, and at any rate less than S* it will not. The
variable s*, therefore, is a convenient device for observing the
impact of firm characteristics on the likelihood of participa-
tion. Any characteristics of the firm that increases (or de-~-
creases) S* decreases (or increases) the probability of partici-
pation in a program with subsidy rate S.

To observe the effects of various characteristics of the
firm S, we can convert equation (2) into a more easily inter-
pretable form. First, we approximate the difference between the
profit function evaluated at the market wage and at the subsi~
dized wage with a second-order Taylor series.5 Then at 3,
equation (2) becomes:

5The truncation of the Taylor series at the second-order term
is not as limiting as it may appear. If e assume that the labor
demand function is isoelastic (like the restricted Cobb-Douglas,
for example) and that the marginal product of labor approaches
zero as labor increases without bound the approximation will be
exact. These assumptions are not far remove.. from the standard
production theory. For a more complete description of the theory
see Montgomery (1982).
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(3) 9n(P,W) (b - S*W) + 327(P,W) (b - S*W)2 + (b - S*W)
aW dW2 2

(1-t)Lg - a = 0

The profit function has the property that its derivative (with
vespect to W) is the negative of the level of labor hired at the
wage (i.e., the wage if no subsidy is offered or accepted) assum-
ing that the firm faces a horizontial supply curve. If we let g
be the autonomous periodic growth rate of the firm's labor de-
mand, the number of targeted employees would be (1 + g)Ly, assum-
ing no subsidy. Using this expression and rearranging terms in
equation (3) gives us an implicit function of the minimum accept-
able subsidy in terms of various characteristics of the firm,
including n, the elasticity of demand for the targeted labor.

(4) 1 =-n(S* -Db) - (1 = t) - a =0
2 W (1 +4g) (S*W - b) (1 + g)Lg

(2) Impact of characteristics of the firm
and the local labor market

Equation (4) give us a means of determining the impact of
firm characteristics upon the probability of participation in a
program, with given subsidy rate S. For example, differentiating
implicitly with reswect to L, yields:

(5) 9S* = -a / (-0 + Wa )
Lo  (S*W - b) (1 + g)Lg2 2 (5*W - b)2 (1 + g)Lg

Equation 5 implies that, ceteris paribus, the more targeted
workers a firm employed prior to the subsidy offer, the lower is
the minimum subsidy rate necessary to induce participation.
Therefore, we would expect higher participation rates among large
firms and among firms that hire larger proportions of unskilled
labor (since firms with either or both of these characteristics
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should have higher absolute numbers of targeted employees).
Observe that it is the existence of fixed costs of participation
that cause this effect. If a = 0, the effect of Lo is also
zero.

Implicit differentiation of (4) with respect to Lo, g, t,
and n indicate that the likelihood of participation of a firm
will be positively related to the following:

. The firm's total employment.
. The growth rate of the firm's employment.

. 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 substitution between skilled
and unskilled workers, the share of cost going to
unskilled workers, and the type of industry.

The parameter b in equation (5) is the incremental partici-
pation cost of each subsidized worker. The derivative of S* with
respect to b is the inverse of the wage rate. ‘'hus, anything
that increases b reduces the probability of participation. The
incremental participation cost may be expected to vary with a
number of characteristics of the firm and its location. 1It is
therefore expected that the following characteristics will posi-
tively influence participation:

. The proportion of local population that is eligible.
More eligible workers lower the cost of "searching" for
a certified applicant.

. Flexibility in terminating unwanted workers. The
purpose of these subsidies is to induce firms to hire
difficult-to-employ workers. Many employers feel that
hiring a subsidized workers means they are taking a
greater risk that things will not work out. If the
firm can easily correct its mistake by firing the
worker, the risk is minimized. Thus, we anticipate
that non-union firms that have a low firing threshold
will be likely to participate.

II1-5
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. Proportion of workers who are full-time: Marginal
participation 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 are
believed to be higher than for other competing workers.
If OJT is extensive ard specific to the firm, these
higher rates of turnover will impose significant costs
on the firm and raise the marginal cost of participa-
tion. If training is general and workers pay for the
training, higher turnover rates will not be particular-
ly burdensome.

. An employer practice of hiring untrained workers and
training them rather than hiring already trained and
experienced workers for that same job. The marginal
costs of participation will be lower in these circum-
stances because the firm will already be accustomed to
providing the additional training that TJTC eligibles
would probably require. Such a practice may be sig-
naled 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 for the job.

. Being prevented from setting lower starting wage rates
by minimum wage legislation. TJTC eligibles are per-
ceived to have poorer work habits and to be less
skilled than 1 neligible workers. The high unemploy-
ment experienced by these groups is partly a conse-
quence of their inability to overcome this stigma by
offering to work at a wage that is below the legal
minimum. Firms that in the absence of minimum wage
legislation wouvld have offered jobs paying below the
minimum wage are probably the firms that weuld have
employed these workers if there had not been . minimum
wage. Being forced to pay a higher wage has reduced
employment at these firms and probably induced the firm
to raise the qualifications and experience required to
be hired. These firms will generally have less diffi-
culty adapt.i,g their hiring and training to eligible
workers than firms that pay wages that are considerably
above the mi.imum wage.

The parameter a in equation (5) is the fixed cost of par-
ticipation in the program. The fixed cost of participating
involves the costs of learning what the rules of the subsidy
program are, how the paperwork must be processad, and how to
obtain qualified eligibles. The lower these costs are, the
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higher is the probability that the firm will partic.pate in the
program. Consequently, we can predict that firms with the fol-
lowing characteristics will be more likely to participate in
TJITC:

. Firms that have personnel directors. The personnel
directors have more free time to learn about programs
like TJTC than owners or plant managers, and they are
also more likely to be targeted for outreach by agen-
cies seeking to place TJTC eligibles.

. Members of local business organizations. These employ-
ers are much more likely to be contacted by government
agenc..es and offered referrals of TJTC eligibles. This
lower: the fixed costs of learning how to take advan-
tage of the program. They also may get a sales pitch
about TITC at meetings or in a newsletter.

. Firas that are contacted by local program
administrators.

. Firms that have participated in this or similar pro-
grams in the past. Once ore has participated, the
fixed costs of participating the next year decline
almost to zero.

. Employers with a positive attitude toward government
officials.
. Regular users of the employment service.

The policies of the local agencies administering the program
influence both the fixed and marginal costs of participation and
_therefore are important determinants of participation. Admini-
stration of the TITC is primarily in the hands of the local
emp.oyment service offices. In some communities, employment
service staff members have marketed TJTC by telephoning local
employers and offering to come to their plants to help identify
and then certify the TJITC eligibles who were working there. 1In
other communities, employers who seek referrals of eligible
workers or more information about the program may get no help at
all. Firms cannot participate in a program if they do not know
who tc contact locally about application and certification.
Consequently, it is expected that participation (as vell as




Naee

familiarity) will be greater in communities in which there has
been extensire promotion by the loca’ employment services.

2. RESULTS

This section presents the results of a multivariate analysis
of the determinants of TJTC use. The number of TJTC eligibles
hired are modeled as a function of the following characteristics
of the employer: size of the establishment and firm; descriptors
of the firm's work force composition; characteristics of the
firm's personnel policies; industry; and miscellaneous variables,
such as whether the employer belongs to a business organization.
The definitinn, means, and standard deviations of the variables
used in the models are presented in Exhibit II-1.

In the sample of more than 2,641 firms, about 90% of them
did not hire any TJITC certified workers, 5% hired 1 to 5, and the
remaining 5% hired more than 6. Because of the highly skewed and
discrete nature of the distribution we employed a Poisson speci-
fication of the model as proposed by Hausman, Hall, and Griliches
(1984) . Appendix C details this estimation technique.

The model is estimuted for the number of TJITC workers cert-
ified in 1980, 1981, and 1982. The explanatory variables are a
set of indicators that represent the number of eligibles in the
firm, firm characteristics that relate to the fixed and variable
cost of vouchering and certification, measures of government
effort to encourage firms to hire TJITC workers, and the firms'
past experience with government sponsored subsidy programs, such
as NJTC, WIN, CETA~OJT, and TJTC. Except for the variables that
pertain to the previous experience with TJITC, we do not have
yearly observations on the right hand side variables.
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Aruitoxt provided by Eic:

EXHIBIT 11-1
Employment and Training Administration

DESCRIPTIVE STATISTICS FOR INDEPENDENT VARIABLES

Standard

Variable Mean Deviation

Description

Employment Size

Log establishment size
Log firm/est. emp.

Composition of Work force

Unionized
New hire rate wn 1979

Proportion under 25
Proportion craft
Proportion white-collar
Proportion managerial
Proportion part-time

Personnel Policies

Has personnel office 115

Ltog length probationary 2.806
period

No probationary period 2461

Layoff basea on seniority .410

Other Firm Characteristics

Log cost of machirery

Log weeks to be fully
trained

Member o* business
organizations

Avoids dealing with
bureaucrats

Profitable last year

Number of employees plus one.
Ratio of firm to establishment employment for
multiestablishment firms.

Collective bargaining coverage of nonsupervisory workers.

Retio of new hires in 1979 to sum of Dec. 79 emp. and
new hires in 1979.

Proportion work force under 25 in 1980.

Proportion work force that are craft workers in 1979.

Proportion white-collar in 1979,

Proportion managerial in 1979.

Proportion part-time in 1979.

Dummy for respondent worked in the personnel office.
Number of weeks in probationary period.

Dummy for no probationary period

1f there had to be permanent/temporary layoff of one-third
of staff would it be based on seniority or productivity
from one to zero.

Cost of the most expensive maching the new hire will work
with if purchased today.

Weeks for a new employee to become fully trained anc
qualified if he/she has no previous experience.

Firms or respondent 8 member of a local business
organization.

Responses to "as much as possible | try to avoid having to
buresucrats® scaled from one to zero.

Responses to “from a profit point of view, was 1981 a very

good year, not a good year, or a year of losses?" scaled
from one to zero.




The model was estimated separacely for each of the 3 years
in order to capture how the employer response to the TJTC program
changed over the observation period. Changes in employer re-
sponse to the program are to be anticipated because (1) the
program was new in 1979 and many of the employers learne ’ of the
program after 1980, (2) response to the program is likely to
evolve over time as the firm becomes more familiar with its
paperwork and how to recruit and train members of the target
groups, (3) the rules of the program changed significantly in
1981, and (4) efforts of local administrators to promote the
program changed over time. The estimation results are presented
in Exhibit II-2.

(1) The Impact of the Number of Eligibles

The indicators of the number of eligibles included in the
regression are the log of the establishment size in 1980, the new
hire rate in the fourth quarter of 1979, the proportion of the
workers under age 25 in 1979, and the proportion of unskilled
workers in 1979.

The net effect of the establishment size is derived from the
coefficient for establishment size minus the coefficient for log
of the ratio of firm size to establishment size. The differ :nce
gives the elasticity of the number of certified workers with
respect to establishment size. The elasticity estimates are 0.83
and 0.78 in 1980 and 1981 but the estimate dropped to 0.10 in
1982. The elasticity estimate in 1980 indicates that the ex-
pected number of TJITC certified workers increased with the size
of establishment but the rate of increase was slightly less than
proportional to establishment size--a 1% increase in establish-
ment size was associated with 0.83% increase in TJTC employment.

The new hire rate in the 4th quarter of 1979 had the ex-
pected large positive effect on TJTC use. A one percentage point
increase in the new hire rate was associated with a 1% percent
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Aruitoxt provided by Eic:

EXHIBIT 11-2

Employment and Training Administration

DETERMINANTS OF TJTC HIRING
(Number of Observations = 2,621)

Variables 1980

1981 1982

Indicators of the Number
of Eligibles

Log estab. empl. in 1980 0.76 140w
New hire rate in 1979: 1V 1.101%**
Proportion under 25

in 1980 -1.125
Proportion unskilled .

in 1979 0.266**
Indicators of Incremental
Participation Cost
Log index of general

training .280%**
Log index of specific

training -.130*
Unionized - 271
Proportion part-time -.237
Log cost of machine - 0750
Wage residual S 347
Someone fired in 1979 < 144*
Layoff based on

seniority .1
Indicators of Fixed Cost
Leg firm/est: .

employment <. 071%*
Has personnel cffice -.120
Member of local busi-

ness organization .310%es
Listed opening with

employment gervice - .503ene

in 1979
Outreach
Government officiste offers

eligible referral 2.467%*
Conversation about TJTC

not initiated by firm .626%**
Both a conversation and

a referral offer - .9370en
Previous Receipt of Subsidies
New jobs tax credit 376t

WIN in 1977, 78, or 79 .122
CETA-OJT §n 78 or 79 L614%

(26.9)
(3.10)

(.65)
(2.17)

(7.49)
(1.79)
(2.37)
(1.28)
(3.86)
(3.57)
(1.83)

(.98)

(2.08)
(1.43)

(4.17)
(6.92)

(20.9)
(3.74)
(5.18)

(4.31)
{1.04)
(6.23)

L855%** (31.63)  .462%*** (12.65)
3.139%%* (11.48) 3.606*** (11.66)

1.113%**  (6.90) .702*** (3.48)

- .195* (1.70) 1.468*** (9.53)

L218%**  (6.12) -.106%* (2.04)

-.318***  (4.71) -.084 (.90)
409***  (4.00) -1.040*** (6.19)
©.28.* (1.73) .193 (1.13)
= 103***  (5.43) LAST*e* (6.17)
.051 (.54) .162 (1.22)
.233%**  (3.09) -.557*** (5,60)

-.191* (1.80) .322** (2.23)

.NB3***  (3,26)
.201* (2.50)

<364%** (12.85)
.263%**  (2.29)

.006 (.08) .146 (1.65)

=167 (2.49) 46Tt (4.78)

1.58%** (18.25) 2.204*** (17.83)
L351%%%  (3.00) .563*** (3.06)

=1.019%**  (7.40) -1.222*** (5.82)

.250*** (2.97) .928*** (B.62)
.064 (.63) .290**  (2.16)
.891%** (10.85) 1.092*** (9.06)

t-value in parenthesis

*gignificant at the 10% level (two sided)

**gignificant at the 5% level (two sided)
wekgignificant at the 1% level (two sided)
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increase in TJITC exployment in 1980 and a more than 3 percent
increase in 1981 and 1982. The share of employees that are
under age 25 had very large positive effects on use of TJTc‘in
'8l and '82 but inexplicably not in 1980. The proportion of the
firm's jobs that were unskilled (i.e., in laborer, operative, or
service occupations) had the expected positive effect on TJITC use
in 1980 and 1982 but not in 1981.

(2) Impacts of Incremental Participation Cost

The regrescsions indicate there was a significant shift in
the types of firms that made use of TJTC after the ERTA amend-
ments went into effect in September 1981. The indicators of low
skill, low wages, and lack of job security that were hypothesized
to be associated with low incremental costs of participation and
therefore with high utilization of TJTC did have the expected
effects on TJTC use in 1980 and early 1981. The big users of
TITC tended to: '

. offer new employees more than the usual amount of
general training

. of‘er new employees less than the usual amount of
specific training

. have low capital investment per worker

. have lower than average wage rates

. offer less job security (as indicated by having fired
someone in the 4th quarter of 1979)

Nonparticipants had the opposite set of characteristics. After
September 1981, however, the pattern changed and the firms that

were big users of TJTC tended to:

. offer new employees less than the average amounts of
training
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. be nonunion

. have high capital investments per employee

. offer more job security (as indicated by not having
fired someone in the 4th quarter of 1979)

. layoff workers on the basis of seniority rather than
productivity

The results for the post ERTA period support our hypotheses
about unionization but contradict our hypotheses regarding the
effect of the other indicators of particiyation costs. One can
only speculate as to why indicators of incremental participation
costs which had the predicted effects on utilization in 1980 and
1981 should no longer have such effects after the ERTA amendments
went into effect. The ERTA amendments made two major changes in
TITC: the blanket eligibility of cooperative education students
was ended and retroactive certifications abolished. The first
change might very well have redaced the training content of the
typical TJTC subsidized job. Since cooperative education place-
ments can be thought of as low skilled workers being placed in
and trained for medium skilled jobs, another consequence of the
decrease in the number of the cooperative education students
getting TJITC certifications might have been a shift towards firms
with predominantly unskilled jobs. This might explain the big
increase between 1981 and 1982 in the response of TJITC hiring to
the proportion of the “irm's jobs that are unskilled.

Utilization of TITC dropped in 1982 partly because of the
ERTA amendments and partly because of t“e recession. The reces-
sion hit unionized firms particularly hard. Since these firms
were required to f£ill openings by recalling laid off workers
little use of TJTC by unionized firms was to be expracted. For
some reason, non-union firms which did not offer job security
reduced their TJTC participation as well. We have no explanation
for this change.
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(3) Indicators of Fixed Cost

The results reported in panel 3 of Exhibit II-2 provide
support for the hypothesis that fixed costs are an important
determinant of TJTC use and that the pattern of fixed costs have
substantially changed. Being a member of a local business or-
ganization had a big effect on participation in 1980 but not in
later years. Having a personnel office did not increase utiliza-
tion at first but it became important in 1981 and 1982. Probably
the most dramatic change in the pattern of use of TJITC has been
the growth in the use of TJTC by multi-establishment firms. 1In
1981, establishments which were part of a chain of stores were
less likely to use TJTC. This turned around in 1981 and by 1982
the ratio of firm to establishment employment had become one of
the most important determinants of TJTC use. Apparently, the
managers of the local establishments were at first reluctant to
get involved in TJTC because the tax benefits did not get passed
through to their establishment's profit and loss statement.
Apparently, in 1981 the corporate staff of many of these compan-
ies started to encourage their local managers to use TJTC and
promoted its use by offering incentives to local managers for
hiring TITC eligibles (see Chapter VIII). Multi-establishment
firms now account for the great bulk of TJTC use. The size of
the establishment is no longer a primary determinant of TJTC
usage. Turnover rate, proportion unskilled or young and the size
of the firm (rather than the establishment) seem to now be the
primary determinants of the use of TJTC.

The impact of being a user of the employment service in 1979
on the use of TJITC changed dramatically between 1980 and 1982 as
a result of the ERTA amendments. Government contacts about TJTC
and offers of eligible referrals are positively associated with
having listed job openings in 1979. Holding referral offers
constant, listing with the employrent service apparently reduced
use of TITC in 1980 but increased it in 1982. This change is no
doubt due to the abolition of retroactive certification and the
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resulting greater use of employment service referrals to identify
TJITC eligibles prior to hiring (see chapter V for evidence of
changes in use of the employment service after September 1981).

(4) Outreach

We now turn to the impact that government outreach efforts--
personal contacts to explain the prograr and offers to refer
eligible individuals--has on TJTC use. The analysis of the first
wave of the employer survey 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 per-
cent more likely to participate in WIN during 1979, and 63 per-
cent more likely to participate in TITC than firms that had first
heard about it from other sources (Bishop and Montgomery 1984).
Having first heard of CETA-OJT from a personal contact more than
doubled the chances of participating in CETA-OJT during 1979.

The second wave of the employer survey is an even hetter
cata set for studying the effects of government-initiated con-
tacts promoting TITC. The 80.4 percent of our sample of employ-
ers who reported having heard of TJTC were asked two questions
about government-initiated contacts endeavoring to promote the
TJTC program. The first question began as follows: "Have you or
any of your staff spoken to a representative of government, a
trade association, or a local business organization about these
tax credits?" fThe 36 percent who answered yes were then asked by
whom the initial conversation about tax credits was initiated.
The responses were "you" (17.6 percent), “your staff or company"
(13.8 percent), by "government" (43.8 percent), "a trade associa~-
tion" (4.3 percent), "a local business organization" (7.2 per-
cent) or "other" (8.5 percent). Thus, 12.9 percent of the sample

of employers were personally contacted about TJTC by a govern-
mental official.
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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. Consid-
erably fewer (only 13 percent) of the firms reported having a
ceniversation about TITC that was initiated by a governmental
official. Approximately 10 percent reported both types of inter-
actions. In many of these cases one conversation probably pro-
duced yes answers to both questions.

In a previoue report (Bishop 1985), we have shown that both
kinds of contacts had large, statistically significant impacts
on participation probabilities (i.e., niring at least one TJTC
eligible) and on trying to select eligibles. 1In this report, we
examine the impact of such contacts on the magnitude of TJTC
use--the actual number of TJTC eligibles hired. The coeffi-
cients reported in Exhibit II-2 measure the percentage increase
in hiring of TJTC eligibles that was 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 had a much larger impact on TJTC hiring than conversations
that promoted the program but did not offer a referral.

The coefficient on the dummy variable indicating that gov-
ernment offered to refer an eligibile is 2.467. This implies
that making such an offer increases the expected number of TJTC
hires at that form by a factor of 12. 1In the next two years the
coefficients are positive and highly significant, the point
estimates in 1981 and 1982 are 1.58 and 2.201, respectively.

(5) Previous Receipt of Other Subsidies

Previous participation in other subsidy p.rograms was ex-
pected to be associated with greater use of TJITC for three rea-
sons. First, the firm is likely to be more familiar with the
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paper work required to hire eligibles. This reduces the fixed
costs Oof participation in the TITC program and thus increases
their likelihood of hiring TJTC workers. Second, past experience
with similar programs may have changed the firm's assessment of
the targeted group. If the firms found that the productivity of
disadvantaged woikers is as high as those of non-targeted groups,
or is high enough so that the benefit from the subsidy exceeds
the disadvantage in productivity, the firms will continue to hire
subsidized workers. Third, firms that found it desirable to
obtain subsidies for hiring disadvantaged workers in the past are
probably different from other firms in many ways not captured by
the firm characteristics variables included in the model. Past
use of similar subsidy programs picks up the influence of these
unmeasured characteristics. As hypothesized, participation in
similar subsidy programs prior to 1980 had a large statistically
significant impact on TJTC hiring. Trhese effects of the partici-
pation prior to 1979 were even larger in 1982 than they were in
1980. Firms that participated in all three of the programs prior

to 1980 hired 10 times as many TJTC eligibles as firms that had
rarticipated in none.
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III. THE IMPACT OF PREVIOUS EXPERIENCE
WITH TITC ON FUTURE USE

The impact of the program on employer perceptions of the
productivity of target group workers is a very important issue
for it influences both the utilization of the program and its

cost effectiveness. 1In his re nt testimony, Bishop (1984)
pointed out that:

"What is important for the cost effectiveness of the program
is how the existence of the program and resulting experi-
ences with eligible workers change employer perceptions of
the productivity of eligible workers. If the very fact that
government has chosen to subsidize the hiring of a particu-
lar group causes employers to anticipate even lower output
from the group, the program will not be cost effective.

If, on the other hand, participating employers discover that
eligibles are better than they previously thought, the
program will be very cost effective."

We will address this issue in the first section of the
chapter by examining whether employers stigmatize target group
eligibles and how the propensity to stigmatize the target group
is associated with participation in and use of TJTC. Longitudi-
nal data on beliefs about the productivity of TJTC eligible are
not avaijlable so the causal structure of these associations
cannot be determined. Iongitudinal data is available on the use
of TITC so in the second section of the caapter we will study

whether positive past experiences with a TJITC hire are associated
with increased use of TJTC.

1. EMPLOYER STIGMA

All firms that had heard of TJTC were asked if they thought
"that tax-credit-eligible people usually make better or poorer
new employees than people who are not tax-credit eligible." The
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employers that were using the program had a more favorable opin-
ion of TJTC eligibles than those whc were not.? The typical

firm that had heard of TJTC (whether or not it had hired a TJTC
eligible) tended to have a negative attitude toward TJITC eligi-
bles. Only 7 percent said TJITC eligibles made better workers,
and 35 percent said eligibility made no difference in the quality
of a worker, while 28 percent thought they were poorer than
average.

A scale was constructed assigning +1 for employers who
thought eligibles made better-than-average workers, 0 for those
whe thought it made no difference, ind -1 for those who thought
eligibles mad goorer workers. For employers who expressed an
opinion, the weighted (by number of employees) mean of this scale
was =.26. The unweighted mean was even more negative, -.43.
Clearly, this negative attitude contributed to the low participa-
tion rate in the TJTC program.

All participant firms, which is a number dominated by small
users, had a better but still relatively low opinion of TJTC
eligibles. The mean for this group was -.17. Weighting the
participants by the size of che firm or number of subsidized
hires significantly raised the average opinion of TJTC eligibles.
When participants were weighted by their size, the mean value of
the opinion sca’e was .03. When weighted by usage of TJTC, the
mean opinion was also roughly zero (-.05 and .04 depending on
whether before ERTA or after ERTA usage of TITC serves as the
weighting factor). These firms felt that TJTC-eligible workers

7Employers who had not participated in the program typically
did not know which of their current employees are eligible for
TJTC and may not even have known what makes a person eligible.
Their opinions may more often reflect prejudice rather than
actual experience. Although the employers who participated in
the program typically had a chance to observe directly how well
particular TJTC eligible employees d:id, there s=ldom was a basis
for objective measurement of productivity and their opinion is
probably some mixture of previous prejudices and recent
experiences.




were just as productive as the other workers they hired. Roughly
as many reported that TITC eligibles made better workers as
reported that they were poorer. This finding implies that among
TJTC users large firms and large users had a more favorable
impression of TJTC workers. Large users who had good experiences
with TITC workers seemed to have continued to use the program
after eligibility rules were tightened in 1981.

Because employers are reporting that the TJTC eligibles they
knowingly hire are just akout as productive as other workers in
the same job and some employers are rapidly expanding their
hiring of TJTC eligibles, the tax credit may be having the de-
sired effect of raising some employers' opinions of the produc-
tivity of disadvantaged workers. Because there is no longitudi-
nal data on employer beliefs about the productivity of TJTC
eligibles or disadvantaged individuals in general, there is no
way of testing this speculation. Another plausible interpreta-
tion of the results is that the growth of the TJTC program has
been due to the spread 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 develops better methods of recruiting TJTC
eligibles and of selecting from the pool of eligikles who have
applied. Eligibles may be turning out to be just as productive
as other new hires because employers have not lowered their
hiring standards to increase their hiring of TJTC eligibles. oOur
case study evidence suggests that many firms have responded to
the program by adding eligibles to the pool of candidates con-
sidered but have left their hiring standards unchanged.

2. IMPACT OF SUCCESSFUL PREVIOUS USE

We have just seen that many employers stigmatize job appli-
cants who are members of TJTC's target groups. Job applicants
know that telling a prospective employer that they are = welfare
recipient is likely to reduce their chances of being nired so
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they do not volunteer the information. Job applications are not+
allowed to ask about receipt of welfare or whether one is living
with low or high income parents. Consequently, most of the
disadvantaged workers hired by employers are not known to be
disadvantaged when the hiring decision is made.

Not knowing which of their current employees are members of
the stigmatized target groups, employers have no empirical basis
upon which to reevaluate their prejudice, and so it is perpe-
tuated. Believing that TJTC eligibles make poor workers, these
employers see no reason to learn more about the program and so
never become participants. However, when a firm receives a tax
credit for hiring a TJITC eligible, it learns which of ‘ts em-
ployees are in TJTC target groups. As a result it gains an
empirical basis for revising its opinions about target group
members. Our research has found that the TJTC eligibles hired
are just as productive and often more productive than other
workers hired for the same job (see chapters VvV, VI, and VIII).
This suggests that among those whko use TJTC, prejudices against
TITC eligibles should diminish over time. While repeated mea-
sures of prejudice are not available to test this hypotheses, we
do have repeated measures of TJTC utilization. The 1982 employer
survey also contains data on the success of a TJTC eligible who
was hired in 1980 or early 1981. The impact of success (or non
success) with a previous TJTC eligible on later utilization of
TJTC can therefore be examined.

This was done by reestimating the models in Fxhibit II-2
with additional variables representing past use of TJTC and the
success of past use of subsidy programs. The model predicting
TJTC hiring after September 1981 contains 3 additional variables:
a dummy for TJTC participation in 1980, a dummy for TJTC partici-
pation in the first 9 months of 1981 and a continuous variable
measuring the relative productivity of a subsidized worker who
was hired in 1980 or the first nine umonths of 1981. The model
predicting TJTC hiring betwean December ana September 1981 con-
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tains two additional variables: a dummy for TJTC participation

in 1981, and a continuous variable measuring the relative produc-
tivity of a TITC eligible hired in 1980 or the first 3 months of
1981.

The results of this exercise are presented in Exhibit III-1.
Not surprisingly, participation in TJTC at one point in time is
associated with greater TJTC hiring at later time periods.
Having participated in 1980 quadrupled TJTC hiring in 1981 and
doubled it in 1982. Hiring one or more TJTC eligible in the
first 9 months of 1981 multiplies expected TJITC hiring after
September 1981 by 6. The coefficients on Favorable Past Experi-
ence are positive as hypothesized and in 1982 statistically
significant. The coefficient implies a modest response of TJTC
use to successful past experience with a subsidized employer.8

In chapter V, TITC eligibles in the retail and service
sector are found to be an average of 9 percent more productive in
the third through twelfth week than unsubsidized workers doj ~g
the same job. A nine percent productivity advantage by an ezrly
TJTC hire is predicted by the equation to increase TJTC hiring by
29 percent in 1981 and 18 percent in 1982. Since the favorable
past experience variable is based on the experience with only one

of possibly many TJTC hires in the last few years it probably

8The relative productivity of the subsidized employee is the
difference in reported productivity during the 3rd through 12th
week between a specific randomly selected subsidized rnew hire and
the typical new hire for that job. The scale an which produc-
tivity was reported ranged from zer- for absolutely no productiv-
ity to 100 for the highest productivity ever achieved by a worker
in the same job. CETA/JTPA-OJT workers were included amongst the
subsidized workers because it was thought that positive (or
negative) experiences with either program would color opinions of
the other proyram. The mean of the productivity variable is 6.7.
If we randomly select two of a firm's new hires for a particular
position, the typical magnitude of the difference between the
productivity of these two workers is 15 poiats. This is equiva-
lent to the standard deviation of the productivity variable.
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EXHIBIT I11-1

Employment and Training Administration

DETERMINANTS OF TJTC HIRING AND IMPACT

OF OUTREACH AND PREVIOUS USE
(Number of Observations = 2,621)

Variables

1980 1981 1982

Indicators of the Number
of Eligibies
Log estab. empl. in 1980 LT61*** (26.9) 792%*+  (29.9) .283%**  (7.92)
New hire rate in 1979 1v 1.101%**  (3.10) 3.525*** (12.4) 3.105*** (9.20)
Proportion under 25

in 1979 -1.125 (.65) .937%¢x  (5,86) .330 (1.56)
Proportion unskilled
in 1979 .266%** (2.17) -.204* (1.81) 1.608*** (9.74)
Indicators of Incremental
Participation Cost
Log index of general

training .280%**  (7.49) L136% % (5.36) -.174**r  (3.40)
Log index of specific

training -.130* (1.79) -.342%**  (5.40) -.012 (.14)
Unionized 2. 2710 (2.37) LL66*TY  (4.49) -.806%** (4.62)
Proportion part-time -.237 (1.28) = 509 (3.07) .362**  (2.02)
Log cost of machine -.075%**  (3.86) -.093%** (4.87) .230***  (8.41)
Wage residuat - 347%**  (3.57) L254%*  (2.61) .387%%*  (2.70)
Someone fired in 1979 144" (1.83) L242%*F  (3.15) -.594v*r  (5.34)
Layoff based on

seniority 11 (.98) 112 {1.02) L3312 (2.20)
Indicators of Fixed Cost
Log firm/estab.

employment c.071** (2.08) .011 (.41) .254%** (7.70)
Has personnel office -.120 (1.43) . 140" (1.68) -.106 (.82)
Member of local busi-

ness organization L310%*  (4.17) -.061 (.92) .260%*** (2.73)
Listed opening with

employment service -.503%%*  (6.92)  -,297%rv  (4.32) L475%0Y (4.47)

in 1979
Qutreach
Gov ~nment office of

e.i1gibitity referral 2.467***  (20.9) 1.646%** (18.9) 1.914*** (14.8)
Conversation about TJTC

not initiated by firm .626%**  (3.74) Jebbrrr (3.77) .167 (.87)
Both a conversation and

a referral offer < 937%%* (5.18) -°.400%** (9.94) -1.160%** (5.22)
Previous Receipt of Subsidies
New jobs tax credit L3760 (4.31) .093 (1.09) .946%**  (8.67)
WIN in 1977, 78, or 79 .122 (1.04) -.188* (i.73) .070 (.48)
CETA-OJT in 78 or 79 L1400 (6,23) L757%  (8.77) L981%*x (7.75)
Participated in TJTC

in 1980 N/A 1.307*** (18.3) .829%** (7.15)
pParticipated in TJTC

in 1981 N/A N/A 1.777**+  (14.0)
F vorable past experience N/A .042 (1.49) .023%*+ (2.85)

(subsidized workers relative

productivity)

t-value in parenthesis

*gsignificant at the 10% tevel (two sided)

*s*gignificant at the 5% level (two sided)
setcignificant at the 1% tevel (two sided)

N/A--varfable not availablc on data set or not appropriate in equation

I1I-6




measures the average experience with subsidized hires with a good
deal of error. This should bias coefficients toward zero, so the
long run impact of making successful placements of d.sadvantaged
workers on future willingness to hire disadvantaged workers is

probably greater than that suggested by the results just
reported.
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IV. THE IVPACT OF TJTC ON EMPLOYMENT AT CT”BSIDIZED FIDMS

1. INTRODUCTION

When a firm applies for a targeted subsidy it may be (a) ap-
plying for a credit for an employee who was already a part of its
labor force, or would have been selected even if there had been
no subsidy, (b) hiring a targeted worker for a job which would
have otherwise been filled by a non-targeted worker, or (c) hir-
ing a targeted worker for a job which would not have existed in
the absence of the subsidy. When the employment subsidy influ-
ences who is hired but not how many are hired, there is "within
firm" displacement of other workers. Since those displaced may
be unskilled and may have some difficulty finding new jobs, such
an outcome is not as desirable as hiring a targeted worker for a
newly created job. This chapter examines the extent and nature

of "within firm" displacement. fThe specific questions addressed
are:

. What impacts do the TJITC and JTPA-OJT Programs have on

the level of employment at participating firms? How
much displacement?

. What impacts do these programs have on the proportion
of employees that are under the age of 25 at partici-
pating firms? Who is displaced?

A subsidy program may influence a firm's employment level in
at least two ways. First, subsidies lower by nearly 50 percent
the marginal costs of certain types of labor--tax credit eligible
workers. This creates an incentivé to expand employment. The
incentive is greatest when the firm consciously tries to increase
the share of its new hires that are eligible for subsidy, when
the wages of these types of workers are a major share of total
costs and when the firm is able to easily substitute the subsi-
dized workers for unsubsidized workers, capital or other pur-
chased inputs.
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A second effect of targeted employment subsidies on enploy-
ment might come through their effect on the working capital
available to firms whose expansion is constrained by lack of
access to capital markets.? wWhen 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 employ-
ment 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.

Does the fact that most employers choose not to participate
in a subsidy entitlement like TJTC imply that it is not cost-
effective? The low rates of employer participation in these tax
credit programs suggest that nonpecuniary costs of participation
are high for many firms.l0 some of these costs are fixed--
learning enough about the program to use it, making arrangements
for the referral of eligible workers, establishing a system to
identify which job applicants are eligible and the risk of being

9For example, let us assume that a company with no access to
new loan or equity financing and no money in the bank has a
business opportunity that requires the immediate hiring of an
additional worker at $1,000 a month. Revenues of $1,200 a month
will be generated by this activity but the revenues will not
begin for six months. The firm will be unable to undertake this
potentially profitable activity because it lacks the working
capital to finance it. 1If, however, the firm had hired and
certified two TITC eligible workers the previous year, its tax
payments zre $6,000 .ower which is precisely the working capital
necessary to respond to this business opportunity and the ad-
ditional worker will be hired. How common a phenomenon this type
of example is and the participation rates of these types of
firms are not known.

10The features of these programs that cause the nonpecuniary
coats of participation to be high are (a) the complicated eligi-
bility rules, (b) the basing of eligibility upon characteristics
of the employee that are not generally known by the employer,

(c) the necessity of certification of the employee's eligibility
by a government agency, (d) the use of stigmatizing categories
such as welfare recipient and ex-convicts to define eligibility
(Bishop 1982, p. 89).
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subjected to greater scrutiny by EEOC or the IRS. These costs
discourage participation, but for firms who do participate, fixed
costs should have no effect on the impact of the subsidy on
employment. Other costs depend upon the number of workers hired
through the program. The variable costs are the costs of search-
ing for, identifying, and certifying eligible workers and th:
rick of hiring workers that are less productive than the typical
unsubsidized job applicant. These costs lower the net bene’it of
hiring extra subsidized workers, and therefore, reduce the impact
of the subsidy on participating firms. The study of particirpa-
tion in TITC presented in the previous chapter found that fixed
costs were a more important deterrent to a firm's participation
in these programs than the incremental costs of participation.
Many of the firms that choose to participate seem to participate
very heavily. These findings suggest that, in some participating
firms, the marginal costs of hiring subsidized workers are low
and remain so as the number of subsidized workers increases.
This means that low participation rates do not necessarily imply
that TITC has negligible effects on those firms which partici-
pate. 1In fact, a reasonable argument can be made that the re-
sponse (extra employment) per dollar of expenditure will be
bigger in a small program than a large progran. When there are
important fixed costs to participation, firms with high elastici-

ties of demand for the subsidized class of workers and low

marginal costs of certifying extra workers are more likely to
participate than firms with low elasticities of demand and high
marginal cos*ts of participation. As a result, one might expect
that the first firms to volunteer to participate will be more
responsive than the firms that are convinced to participate at a
later date.

This chapter examines the empirical evidence on the effects
of targeted employment subsidie: on firm employment growth pro-
vid:d by a multi-wave survey of employers conducted during the
late spring of 1980 and 1982. Section 2 presents econometric
estimates of the impact of TJITC on employment growth over the 18
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month period from December 1981 to June 1982 and on changes in
the share of the firm's workforce that is under the age of 25
over the two year period preceding the 1982 interview. Section 3
presents a summary of the results, compares them to ezrlier work
on the same subject (Bishop 1985) and reviews the limitations of
the findings.

2. EMPIRICAL FINDINGS

(1) Specifying the Employment Change Equation

Let us assuue that the growth of the jth firm's labor force
over tie relevant period, g5 contains an exogenous component,
gl4y, and a component induced by the subsidy, gI5.

(1) 95 = gAy + gl

The exogenous component gA may be greater than or less than
cero. The null hypothesis that we are testing is that the
subsidy-induced portion gI is zero. It is impossible to directly
observe either component. The growth of the firm's employment is
assumed to depend on a vector of firm and location characteris-
tics, X, and a growth component induced by the subsidy.

gy = £(9I4, Xj)
The vector X contains the following variables--

. The rate of growth of real sales at the company over
the previous two years. There is no reason to expect
the response to increases in sales to be the same as
the response to reductions in sales so the sales change
variable is splined with a kink point at zero. 1In ad-
dition there are dummy variables for companies report-
ing real growth in sales or real declines in sales that
could not estimate how large the change was. The sales
growth mean was .042 and with a standard deviation (SD)
of .268. The positive sales growth mean was .084 with
a SD of .228. The sales increase but don't know how
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much dummy had a mean of .045. The sales decrease but
don't know how much dummy had a mean of .083.

Expectations of growth or declines in employment over
the next two years reported in the first wave interview
in May 1980. Two variables were constructed from
questions about expected growth of employment. The
first was the ratio of anticipated employment two years
hence to current employment capped at .1 and 10. The
mean and standard deviation of this variable were 1.36
and .84 respectively. The second variable the actual
number of additional (or fewer) employees anticipated
over the next two years. 1Its mean was 10.7 and its
standard deviation was 48.3.

Establishment employment (logged) in 1980. Large firms
are less likely to be fast growing. The effect of size
is probably nonlinear so this variable was splined with
a kink at 50 employees. The mean was 2.93 with a
standard deviation of 1.45. The upper portion of the
spline had a mean of .26 and a standard deviation and
.64.

The ratio of firm employment to establishment employ-
ment (logged). Multi-establishment firms have become
big users of TITC. Since these firms might have
different exogenous growth rates, a control for multi-
estaklishment firms is needed. We have no a priori
hypotheses about the sign of the coefficient on this
variable. The mean of this variable was .49 with a
standard deviation of 1.19.

New hire rate during the 4th quarter of 1979. Expecta-
tions of future growth may have influenced willingness
to hire people in 1979. Since the new hire rate is
known to be related to TITC usage, it is important to
control for this variable in models of employment
growth. The mean of this variable was .089 and its
standard deviation was .117.

Proportion of the work force that is skilled. The
operational definition of skilled was white collar or
craft worker. This variable is related to use of TJTC
and may have an impact on growth so needs to be con-
trolled. Its mean was .795 and its standard deviation
.467.

Proportion of the work force that is part time. The
continuing flow of women and young people into the
labor force has made it easier for firms that use part-
time workers to expand so we expect this to have a
positive effect on employment growth. The mean orf this
variable is .179 and its standard deviation is .274.

Relative wage of the workers at a firm. Given the
sales growth at a firm, we would expect firms that pay
higher than average wage rates to find it easier to get
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qualified employees without raising wages further.

This leads to an expectation of a positive coefficient
on this variable. The variable was constructed as
follows: A regression was estimated predicting the log
of the wage rate at two years of tenurs for the typical
worker of a randomly selected job at the firm using pOT
characteristics of the occupations, and dummies for
occupation and location as the independent variables.
The residual from this regression was then used as the
measure of the firm's relative wage rate. The standard
deviation of this variable was .324.

Log cost of machinery. The Reagan tax reductions were
enacted during 1981 so employers should have antici-
pated declines in the user cost of capital. This
should have worked to the advantage of capital inten-
sive fiims, so their expansion should have been greater
than the expansion of less capital intensive firms.

The scaling of the variable prior to its being logged
was in thousands of dollars. Its mean was 1.70 and its
standard deviation 1.49.

Layoff based on seniority. Respondents were asked
whether temporary and permanent layoffs were tased on
seniority or on productivity. A variable scaled from 0
to 1 with a mean of .41 and a standard deviation of .27
was created from these questions. We have no a priori
expectations about the sign of the coefficient on this
variables.

Whether there is a probationary period and its length
(logged). Firms with long probationary periods have
greater flexibility in releasing unproductive new
employees, and therefore should be more willing to
expand. Twenty four percent of the jobs had no proba-
tionary period. The mean and standard deviation of the
log of the length of the probationary period was 2.8
and 1.24 respectively (jobs with no probationary period
were assigned a 2 year probationary period).

Vector of dummies for industry. The growth oZ demand
and output elasticities of demand for labor vary across
industries so controls for industry were included.
Separate dummies were constructed for the following
industries: construction (.07), mining and manufactur-
ing (.114), transportation and communications (.04),
wholesale (.09), restaurant (.096), restaurant where
there are tips (.015), hotels (.018), finance (.07).
The residual category was the remainder of the retail
and service sectors.

Vector of dummies for location. Both demand and labor
availability varies with location. Each of the major
sites of the survey was distinguished: cColumbus (.07),
Toledo (.036), Cincinnati (.039), Dayton (.060), Corpus
Christi (.057), San Antonio (.050), Beaumont (.033),
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Baton Rouge (.063), New Orleans (.030), Lake Charles/
Lafayette (.035), Mobile (.065), Birmingham (.043),
Pensacola (.023), Kentucky (.048), Virginia (.019),
Missouri (.096), Western Washington (.133', Central
Wisconsin (.053), and Colorado (.044).

(2) The Subsidy Variables

Theory suggests that the level of a subsidy influences the
equilibrium level of a firm's employment. This implies that the
dependent variable--change in employment at a firm--should re-
spond to changes in participation in or use of a subsidy progran.
The results of regressions in which employment change was a
function of changes in the number of subsidized workers have been
presented in a report for the Department of Health and Human
Services (Bishop 1985). A different approach is employed in this
chapter. Here we examine the impact of a yes-no indicator of
whether the company participated in TJITC or CETA/JTPA during that
year. The disadvantage of the dummy variable specification is
that it does not distinguish between heavy and small users of the
program so the power of our tests of subsidy impacts is reduced.
The important advantage of the approach, however, is that a zero-
one participation variable is less likely to be endogenous--
influenced by the actual growth of the firm--and more likely to
be accirrately measured than the number of subsidized new hires.
Since TITC is a recruitment subsidy, the numoer of TITC eligibles
that a firm hires will depend upon the number of new hires at the
firm and therefore on the growth of employment at the firm. Thus
the scale of TJTC usage is almost certainly endogenous. With
their high turnover rates, most low wage firms have many oppor-
tunities to hire a TJITC eligible if they so desire even when
total employment is stagnant. Consequently a reasonable case can
be made that the growth rates and a dummy variable for TJTC
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participation are not simultaneously determined. The following
models were estimated:

(2) ES1-E80
ES1-E80

(3) EB81-ES0
E81-E80

where

Eg80, E81

E79

DTJITC80

DTJTC81

DCETAS80

DCETAS81

SUB79

a1DTJITC81 + a3DTITC80 + a3DCETA81 +

+ a4DCETA80 + a5SUB79 + aglnESO + aX + u

, N
b1 DTITC81 + byDTITC80 + haDC<TA81 + b,DCETAS0

+ b5SUB79 + bglnE8O + bX + u
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employment in December 1980 and Dec:mber 1981 (or
interview date) respectiv.ly

the average leve. of employment over the time
period for whi-... growth is defined

the average level of employment in 1979 measure
in the firs* wave

a dummy variable .indicating the company obtained
at least one TJTC certification in 1980

a dummy variable indicating the company obtained
at least one TJTC certification in first 9 months
of 1981 (or between January 1981 and interview
when growth over the longer period is the de-
pendent variable)

a dummy variable indicating the company had a
CETA-0JT contract in 1980

a dummy variable indicating the company had a
CETA/JTPA OJT contract between January 1981 and
date of interview

the sum of TJTC, WIN, and CETA-OJT subsidized
hires in 1979

a vector .. characteristics of the company and
location

random errocr term
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The first specification assumes that the proportionate rate
of growth is a function of present and lagged dummies for partic-
ipation. Ordinary least squares estimates of (2) will be un-
biased if whether the firm participates in TJITC and CETA is
exogenously determined by knowledge of the program, beliefs about
the productivity of eligibles, and the referral policies of the
agencies that place disadvantaged workers and are not influenced
by the actual growth experienced by the company.

The number of subsidized hires in 1979 and participation in
1930 are predetermined and the model includes a control for
ernployment at the beginning of the period over which growth is

defined, so these variables are not a source of simultaneity
bias.

If there is a simultaneity problem it arises from the in-
clusion of DTJTC81 and DCETASi. The second specification employs
two stage least squares and thus corrects for any simultaneity
bias. Instrumental variable estimates of equation (3) are ob-
tained by regressing growth on predicted rather than actual value
of DTJTC8]1 and DCETA81. These results are discussed in section
(4).

(3) Ordinary lLeast Squares Estimates

In our sample, 1980 participation rates were 7 percent for
TTTC and 4.57 percent for CETA-C.T.l The participatiorn rates
tor 1981 and the portion of 1982 prior to the interview was 9.5
percent for TJTC and 3.75 percent for CETA-OJT. During the first
9 months of 1981, 6.9 percent of the employer's participated in
TITC. Estimates of the impact of this participation on employ-
ment growth are given in the lst and 3rd columns of Exhibit I1v-1.

llrhese statistics overestimate the proportion of the population
of all employers that participate in subsidy programs because
some of the firms were selected for inclusior in the sample
because they were participating in CETA-OJT in 1978.

e~
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EXHIBIT V-1
Employment and Training Administration

IMPACT OF TJTC ON EMPLOYMENT GROWTH

Growth Dec 80 - June 82 | Growth Dec 80 - Dec 81
Variables OoLS 2SLS OLS 2SLS

Program Variables
Participated in TJTC

in 1980 .011 -.150 .h01 =148

in 1981 -- .- .024 3460

in 1981 or 82 .03y* .380%er -- .-
Received CETA/JTPA

in 1980 .023 .067 .003 .021

in 1981 or L .055* c.321%w .08pwee -.102
Participated in either

subsidy in 79 -- .019 -- .009
Ratio of <ubsidized

emp! oy/ment 79 -. 1667 -- -.102* --
Changes in _Demand
Dummy sales growth .042 .01 .009 .019
Dummy sales decline -.032 -.022 -.017 -.021
Change in sales .3880ee 430vee L2600 L3220
Change in sales

if positive -.268%ne -.300%w - 1510 L197eee
Planned increase in

employment (100's) L064k0e L0550 .000 .000
Planned proportionats

increase in employment .000 .003 01400 .013

Other Employer Characteristics
Log establishment employment

in 1980 -.067ves - 0642w -.038%er - .037ene
Log establishment employment

in 1980 > 50 L048%ne .019 L0430 .024*
Log ratio firm/estztlishment

employment -.004 -.007 .000 -.002
New hire rate - 1979 -.015 -.041 .016 -.005
Proportion skilled -.002 -.002 -.008 .009
Proportion part-time .000 .000 .028* .033*
Residual log wage 0610 L0571 04100 L043nee
Log cost of machinery L0710 .010* .006** .006*
Layoff bssed on seniority .007 .016 .015 .026
No probationary period -.075% -.067** - 044" <0490
Log length probationary

pericd .026** .025*%* .011 .013*
Capacity to expand -- - .001 .001
Dummies for Industry X X X X
Cummies_for Location X X X X
R-square .106 .086 .094 .079
Standard Error of Estimate .307 .321 .223 .235
Number of Observations 355 3109 3255 3109

*Significant at the .10 level
**Significant at the .05 Level
**esignificant at the .01 level

--Vr:.18ble not used in equation

X - Set of dummies enter into the equation

Aruitoxt provided by Eic:

9]
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The ~nalysis of the period from December 1980 to the interview
yields an estimate that TJTC apparently causes an increase in
growth of 3.9 percentage points and CETA-OJT causes an increase
of 5.5 percentage points. Both of these effects are significant
at the 10 percent level on a two tail test. The analysis of
growth between December 1980 and December 1981 yields a large and
significant 8.9 percentage point estimate of the impact of CETA-
OJT. TJITC's impact (2.4 percentage points) is much smzller and
not significant. The ratio of 1979 subsidized hires to 1979
employment has the anticipated negative effect on employment
growth.

Program participation in 1980 has small nonsignificant
positive effects on employment growth in 1981. Theory predicts
that a firm that participated in 1980 but not in 1981 should have
a lower growth rate than a firm which participates in neither or
both years. This hypothesis was supported in our previous work
where the scale of subsidy program usage in 1980 and 81 (not
participation dummies) captured the effect of the program. It is
rot supported here.

How does the estimated magnitude of the aggregate response
to TITC derived from these equations stack up against the number
of TITC certifications received by these firms? Between January
1981 and the interview date, the typical firm participating in
TITC certified 12.5 percent of its employees for TJTC and the
typical firm participating in CETA-OJT hires 17 percent of its
employees through CETA-OJT [note these statistics are dominated
by very small firms]. The corresponding ratio for TJTC partici-
pants in the first 9 months of 1981 is 10.3 percent. By dividing
the point estimate of the increase in employment stimulated by
participation in the program with the above estimates of the
scale of the program at participating firms, we can obtain an




estimate of the increase in end of period employment generated by
one TITC certification. Those ratios are 23 percent for calendar
1981 and 31 percent for the period from December 1980 to the
interview. These results correspond very closely to the coeffi-
cients (approximately .28) on the ratio of TJITC certifications to
employment obtained in our earlier work. The comparable ratio
for CETA is .32. This finding is considerably more favorable to
CETA-OJT than those obtained in our previous work.

(4) Two Stage lLeast Squares Estimates

Since the level of subsidy usage is potentially endogenous,
estimates of TITC's impact on employment growth may be biased. A
firm cannot participate unless it has at least one new hire and
increases in the number of new hires raise the probability of
encountering, hiring and certifying a TJITC eligible. The firm's
growth rate in turn influences the new hire rate. As a result, a
circle of causation may exist in which subsidy use increases
growth, growth increases new hires and new hires increase the
probability of participation. Figure 4-1 is a stylized repre-
sentation of the causal circle just described.

To control for simultaneity a system of 6 equations was
estimated. The endogenous variables of the system were:

. New Hire rate in 1981
. Employment growth December 80 to the interview date

. Employment growth December to the interview (if
positive, else 0)

. Dummy for participation in TJTC in 1981/82
. Dumry for participation in CETA 1981/82
. Proportion of work force under age 25 in 1982
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Actual Sales
Planned Growth
of Employwent

New Hire L Actual
Rate < Employment
Growth
Subsidy
Use
,///////////////;1 Proportion
Proportion ‘17 Under 25 in 1982

Under 25 in 1980

FIGURE 4-1
Representation of the causal circle

The quality of the 2SLS estimates of a structural model
depends critically on the instruments that are available. Es-
timates of the impact of subsidy programs on employment growth
and the share of employment under 25 depend cn having exogenous
predictors of subsidy usage that are not influenced by turnover
and growth ard that also do not have direct impacts on turnover
and growth. The variables that serve this function are dummy
variables for previous use of subsidy programs, government and
employer organization-initiated contacts about TJTC or CETA/JTPA
and offers of TJTC or JTPA referrals, previous use of the employ-
ment service, membership in a local business organization, firm
has a personnel department, the perceived amount of paperwork
required to obtain an OJT contract, a variable for negative
attitudes toward government and interactions between government-
initiated contacts and the following characteristics of the
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employer: Establishment size, firm size, skill requirements,
probationary period, percent under 25 in 1980, previous use of
subsidies, membership in a business organization and the exist-
ence of a personnel department at the firm.

The results of the 2SLS estimates of equation 3 are pre-
sented in column 2 and 4 of Exhibit IV-1. The coefficients on
the instrument for 1981 participation in TJITC are positive and
highly significant. The coefficients on 1980 participation are
negative and also highly significant. The TJITC coefficients
imply that participating in 1980 but not 1981 lowers growth by
14 percent, participating in both 1980 and 1981 raises growth by
about 23 percent, and participating in 1981 and not in 1980
raises growth by more than 43 percent. The CETA/JTPA coeffi-
cients are necative and for the longer time p~riod, significantly
negative. These 2SLS coefficients are much too large to be
believed. The instrument for the participation dummy is probably
also picking up the effects of the magnitude of TJTC usage in a
way that produces a positive bias on the coefficient. A great
deal of effort went into developing and defining instruments for
participation in the 2SLS models. These efforts have clearly
failed to produce believable estimates of the structural impact
of targeted subsidies on employment growth. Despite the probable
biases, the OLS estimates of (2) probably provides better esti-
mates of the impact of subsidy programs than the 2SLS results.

(5) Displacement of Other Young Workers

Since most subsidized workers are under the age of 25, and
low and high income youth are probably good substitutes for each
other, young workers might be more likely to be displaced by TJTC
subsidized hires than older workers. This hypothesis can be
tested by examining suksidized hiring's impact on the employment
of youth.

IV-14




The 1982 survey asked two questions about young workers:
"Approximately what percentage of your work force is under 25
years of age?" and "Two years ago approximately what pe-centage
of your work force was under 25 years of age?" These proportions
were then modeled as a part of a recursive system in which em-
ployment growth over the time period was taken as predetermined:

(4) PrLT25g3 = c)PrLT25gy + CDTITC80 +c3DTITC81 +c4DCETA

+ cs SUB79 . Cé E82-E80 . c7X + u

where

PrLT25g3, go = the proportion of the establishment's work
force that is under 25 years of ace at the
time of the interview (two years before the
interview*.

E82-E80 = the growth of establishment employment between
E July 1980 and the interview date divided by the
average level or employment in the time period.

The specification has many similarities to the equation (2)
model of employment growth. With only a few exceptions, the X
vector is the same as that used to estimate (2) and (3). The
most important difference is the use of knowledgeable TJTC hires
rather than a dummy for participation as the key subsidy vari-
able. This choice was made because knowing which job candidates
are eligible for TJTC when the hiring decizion is made seems to
be essential if TITC is to have a major impact on the character
of a firm's work force. Such knowledge is also one of the in-
gredients of being an aggressive user of TJTC. As before, the
hypothesis of diminishing returns is tested in this model by
specifying that the marginal impact of subsidy use on the youth
share of employment is a step function with a break at subsidized
hires/emp.oyment = .5. The results of estimating equation (5)
by ordinary least squares are presented in the third column of
Exhibit IV-2. The second column presents the results obtained
from estimating a corresponding 2SLS model in which the employment
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EXHIBIT 1v-2
Employment and Training Administration

IMPACT OF TJTC ON EMPLOYMENT GROWTH AND THE SHARE
OF THE WORK FORCE UNDER THE AGE OF 25

New Hire Share Under Age Share of
Rate 1981 25 in 1082 Employees under
variables 2SLs 2SLS Age 25 in 1982

Program Variables
TJTC certification

in 1980 S e - .-
Levey of knowledgeable

147C hiring in 1980-82

--up to 0.5 -- 144 .138%

--above 0.5 -- .001 .009
Subsidized employment

in 1979 -.062 .019 --

--up to 0.5 - -- -.065

--above 0.5 -- .- .016
Levels of CETA-0OJT

80-82 (inst.) -.320 .192 047

*-up to 0.5 (inst.) 1.089%* <. 496 -.081

Changes in Demand
Change in employment Decem-

ber 80 - June 82 (inst.) -.080%* .120** .067%er
Change in employment

if positive (inst.) LTover .020 -.014
Change in sales .- -- .01%
Change in sales if positive -- -- .018
Planned increase in

employment (100's) .- .- -.010
Planned proportionate in-

crease in employment -- -- .005
Other Employer Characteristics
Share under age 25 in 1979 1100 e .815%ee 829w
Log estab. empl. in 1980 .020%** L01700e L0130ee
Log estab. empl.

in 1980 > 50 -.021** -.016* .003
Log ratio firm/estab. empl. .010%*e .005** -.052*
New hire rate - 1979 223%ew -.030 .009
Quit rate - 1979 .090* .016 -.094
Induced quit rate - 1979 .042 -.180 -.013
Layoff on ability

rate - 1979 -.133 -.013 .118
Dismissal rate - 1979 275 .059% .003
Proportion skilled -.012 .004 .012
Proportion part-time .018 .013 -.020%*
Residual log wage -.018 -.028% e -.002
Log cost of machinery .0002* -.0C4 -.006
Flexibility to fire .020* .008 -.004
Layoff based on seniority -.018 -.013 -.012
No probationary period .063** -.007 -.000
Log lLength probationary

period -.026%r -.004 -.005
Union -.026 -.016 .-
Change in union .058 .005
Dummies for Industry X X X
Dummies for Location X X X
R-sguare .207 .665 7164
standard Error_of Estimate A77 .150 .140

*Significant at the .10 level
**Significant at the .05 level
***Sigmficant at the .01 level

--variabl.: not used in equation re

d

X - Set of dummies enter into tﬁé Equation
O :V‘lﬁ
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growth, TJTC 1980-82, and CETA 80-82 variables are treated as
endogenous. In the OLS model the coefficients on knowledgeable
TJTC usage up to .5 of employment are highly significant. Coef-
ficients on the upper portion of the spline and on JTPA use are
small and nonsignificant.

The results may be summarized as follows:

. TITC has larger impacts on the youth share of employ-
ment than JTPA-OJT contracts

. The impact of TJITC on youth's share of employment
diminishes almost to zero when the number of knowledge-
able hires of eligibles exceeds half of the firm's
employment

Knowledgeably hiring 10 extra TJTC eligibles when TJTC hires are
responsible for less than half of the firm's employment has the
following effects on youth employment:

. If the company's employment is constant, the shift of
the youth share createc 1.38 additional jobs for youth

. Any growth of total employment induced by TJTC has
additional impacts on the number of jobs available to
youth. Let us assume that 10 TJTC hires raises total
employment by 3. Since 27 percent of all employees in
the sample firms are young, the expansion of the firm
creates another .81 jobs for youth

. An additional effect of overall growth is that it tends
to raise the share of all employees that are young. An
increase in TJTC/E by .10 raises growth by .03 which
in turn raises PrLT25 by .0021, so 10 TJTC aires in
1982 will create .21 youth jobs through this mecha.,ism

. The total number of additional youth jobs is 2.4, about
80 percent of the assumed increase in total employment

3. SUMMARY

What can these results tell us about the size and composi-
tion of within firm displacement? Dpisplacement rates are related
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to the empiricclly estimated impacts of subsidized hiring on the
employment of youth by the following implicit function.
i

VQLL/’

(5) d(Empl Youth) - 4EY = (4SEY - dNEY)r@
d(Suk: Hires) dsH dSE dSE

where

dsey = the proportion of subsidy eligibles at the firm

dSE who are young (assume unit elasticity, so we
can use the share of all TJTC hires that are
young which is .75)

dsg = the rate of displacement of noneligible youth

rg = the proportion of subsidized hires during a
period that are still retained by the firm at
the end of the period. (Probably between .6
and .80.)

We now have estimates for three of the four terms in equation 5.
Assuming that 75 percent of TJTC hires are still at the firm at
the end of the year (rg = .75) and taking account of impacts on
the youth share that operate through the growth response, all we
need to do is solve for gggz. The resulting estimates of

t
displacement are 9NEY = 43 and ANE = .6 (assuming a; = .3)
asSE™ dSE

This implies that for every 10 TJITC subsidized employees at
a firm, there will be:

. 4 extra jobs at the firm

. 6 fewer nonsubsidized employees being hired by the
firm. (Most of the not hired nonsubsidized employees
are probably not in TITC target groups)

. 4.3 fewer nonsubsidized youth being hired by the firm
. 1.7 fewer nonsubsidized adults being hired by the firm




t
If the true aj = .2, every 10 TJTC subsidized employees at a firm
results in

. 2.67 extra jobs at the firm
. 7.33 fewer nonsubsidized employees being hired at the
firm
. 4.77 fewer nonsubsidized youth being hired at the firm
. 2:56 fewer nonsubsidized adults being hired at the
irm

These results imply that about 75 to 90 percent of the jobs
filled by 1IJTC subsidized workers either would have been filled
by TCTC eligibles anyway or displace other workers at the firm.
This does not necessarily i.ply, however, that the general
equilibrium effects of the program on aggregate employment are
small. Targeted employment subsidies 4o not have to increase the
employment of participating firms to increase total employment in
the economy. Their primary purpose is to induce employers (a) to
hire workers with less skill and experience than they would
withou*t the incentive and (b) to provide more intensive training.
Even if the firm does not increase its employment, total employ-
ment 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 help (because of the minimum wage or some other
imperfection in the market) and the less disadvantaged worker who
is displaced does find another job because he/she is part of a
labor market in which wage rates adjust up and down to equili-
brium demand and supply (Johnson 1982). Calculating general
equilibrium effects is beyond the scope of this report, however.
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V. IMPACT OF TIJTC ON RECRUITMENT PRACTICES

AND HIRING STANDARDS

Even if a targeted employment subsidy does not induce firms
to expand total employment, it can still achieve its objectives
by causing changes in who is hired. Are these programs inducing
firms to hire disadvantaged workers they would not otherwise have
hired?

Respondents to the 1982 NCRVE employer survey were asked
both whether they were trying "to identify and certify tax credit
eligible employees that have already been hired" and whether they
were trying "to select new employees that are tax credit eligi-
ble." Only 32 percent of the respondents who had heard of TJTC
said they were trying to certify employees and only 15 percent
said they were trying to select eligibles.ll ThLe firms who had
used TIJTC were considerably more likely to report they were
trying to select TITC eligibles. Twenty-four percent said they
tried to select eligibles and 40 percent said they tried to
certify employees. Conscious efforts to select and certify

llrhese statistics and all other statistics reported in this
chapter are estimates of population characteristics rather than
sample characteristics. The data have been weighted by the
inverse of the probability that the employer was included in the
sample and interviewed. The frame 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 survey was originally designed to evaluate the
Eamployment Opportunity Pilot Projects. Somewhat more than a
third of the counties were participating in this demonstration
program. The rest of the counties in the sample were the compar-
ison sites selected for their similarity to the demonstra*.ion
counties. The counties studied are consequently not geographi-
cally representative of the United States. The employer list was
stratified into seven size groups. The largest establishments
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 nonre-
sponse, 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 A.




eligibles should also increase the number of TJTC eligibles
hired. Thus when one calculates the prcportion of TJTC certifi-
cations that are at firms which are consciously trying to certify
or select eligibles, we should get considerably higher statis-
tics. This is exactly what happens. Four-fifths of the TJTC
certifications reported by firms in our sample (weighted by their
probability of selectior into the sample) were at firms that
reported that they tried to select TJTC eligibles and 90 percent
were at firms that reported they tried to certify employees.12
Thus only 20 percent of the TJTC tax expenditures in our weighted
sample were going to firms that say they are not :iaking conscious
efforts to select TITC eligibles.

There are two ways a firm can change its hiring practices io
increase its probability of selecting TJTC eligibles--

. adopting recruitment practices that increase the number
of eligibles applying to the firm

. lowering hiring standards in order to select an
eligible

1. WERE RECRUITMENT CHANNELS CHANGFD?

There is considerable evidence that TJTC users have changed
how they recruit job applicants. Wwhen answers were we‘ghted by
TJITC usage, 80 percent said they had initiated at least one

12since this single statistic is probably the best summary
characteri- ..ion of the cost-effectiveness of the program, a
discussion of its robustness is in order. The use of TJTC ic
highly skewed, so just a few employers in the sample account for
half of all the TJITC certifications reported by our respondents.
As a result, al. statisti~s that are weighted by numbers of
subsidized employees are subject to considerable sampling error.
Weighting by the inverse of the probability of selection somewhat
reduces the problem, because this weight is negatively correlated
with numbers of subsidized worker. Table A.10 (Bishop 1935)
reports an estimate of the population proportion of subsidized
hires that were at firm's reporting selecting TJ?c eligibles.
The corresponding sample proportions (i.e., no we‘ghting by
selection probability) are .46 and .50.
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contact at the employment service or other government. agency to
request the referral of a TITC eligible. Ninety percent said
they had either initiated a referral request or agreed to accept
a referral when contacted by an agency. Ninety percent reported
they were planning to ask foir the referral of TITC eligibles
when they next had openings for unskilled workers.

A second kind of evidence on whether TJITC is influencing
recruitment practices comes from employer responses to questions
on how they ‘dentified which job applicants were eligible for
TJTC. Data on this is presented in Exhibit V-1. The TJTC subsi-
dized workers whose eligibility was discovered after being hired
are excluded from the tabulations.l3

Referrals. Referrals from a school or public agency ac-
counted for at least 39 percent of TJTC hires prior to September
1981 and at least 49 percent after that date. These proporxtions
are considerably greater than the proportions of all workers
(approximately 8.1 percent of all workers and 13.1 percent of
blacks) that report they got their current job through such a
referral. Disadvantaged workers are more likely to use schools
and public agencies to find a job so the comparison would be
some “hat less dramatic if it were limited to the disadvantaged.
The ontrast would probably remain, however, and this suggests
that the program may be inducing firms to increase their use of
the agencies that can identify and refer eligibles.

Further evidence of this comes from the growth in use of
public agencies resulting from the outlawing of retroactive
certifications by the Economic Recovery and Tax Act of 1981.
This change seems to have increased the share of all TITC certi-
fications that are employment service referrals. Employment

13prior to September 1981, a firm could request TJTC certifica-
tion of a new employee long afer they had been hired. Aas a
result 36 percent of TJTC certified hires prior to September 1981
were not known or suspected to be eligible when they were hired.
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EXHIBIT V-1
Employment and Training Administraticn

HOW TJTC ELIGIBLES ARE FOUND

TJTC Hires Known to be Eligible

When Hired —
Prior to After
Source September 1981 September 1981

Referral agency told company

cmployment service 18.0 28.5

High schools 10.3 8.3

Other specified 1.3 4.7

Agency not specified 9.6 1.9
Subtotal 39.2 49.4
Employment service came

and checked workers 7 1.6
Applicant told company 36.0 24.4
Respondent or staff determined

eligibility 11.7 14.7
Sent applicant to emplovment service

to determine eligibility 11.9 8.3
A company we hired determined

eligibility .6 1.6
Total 100% 100%
Number of TJTC hires known to

be eligible when hired 1801 1045
Number of known *JTC eligibles

from unknown soirce 161 28

The takle weigh:s the responses about the most, the second most, and third most
important mechanisms of learning of a worker's eligibility by the number of
TJIC hires. The data are not weighted by the firm's probability of selection.
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service referrals had accounted for only 18 percent of the hires
prior to September 1981 in which TJTC eligibility was known, but
was accounting for 29 percent in the months after retroactivity
was abolished. About 40 percent of all TJTC certifications in
calendar 1980 and 1981 were high school coop students so it is
not surprising that high school referrals accounted for 10 per-
cent of the (knowing) TJTC hires prior to September 1981 and for
8 percent after that date.l4 wWelfare offices did not account
for many of the referrals reported by our sample of employers.

The job seeker. The targeted employment subsidies that
preceded TJTC all required agency referrals of eligible job
applicants. With TITC there are two other ways of bringing
subsidy, employer, and job seeker together. Job seekers may
inform employers of their eligibility. This can occur either at
the job seeker's initiative-~-placing the information in the
comments section of the job application or by bringing tne matter
up during an initial phone call or the interview--or in response
to direct question on the job application or in the interview.l15
individuals who told the employer that they were TJTC eligible
accounted for 36 percer.t of the hiring of known eligibles prior
to September 1981 pbut only 24 percent after that date.

l4Referrals by high school did not diminish after September 1981
because high school co-op students who were not low-income re-
mained eligible for TJITC until December 31, 1981. Many such
referrals were made in the fall of l981.

15pata on the source of eligibility information was obtained by
coding an copen-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 volunteered that they were eligible were
referred to the firm and that they were told that the firm
requested TJTC eligibles. Consequently, the 3¢ and 24 percent
Zigures are upper-bound estimates of the incidence of applicants
Vvolunteering that they were eligible,




Only a small proportion of all unemployed eligibles were
volunteering information about their TJTC eligibility to poten-
tial employers. The primary reason is probably that most eli-
gible workers t-ere unaware of the programs and/or their eligibil-
ity for it. 1In fiscal 1982, the number of vouchers issued to 1

disadvantaged youth was less than 10 percent of the number of new
hires from this group during the year.l® since a third of all
new hires have contacted the employment service during their jrb
search (Rosenfeld 1975) and the disadvantaged are heavier users
of the employment service than other groups, it is clear that in
1982 most eligibles who contacted the employment service were no*
vouchered. The proportion ot disadvantaged youth who were vouch-
ered in 1983 rose to 15 percent but the ratio remains low. The
other barrier to applicants informing employers was the reluc-
tance of many job applicants to share information which they fear
is stigmatizing. This fear has caused placement counselors to
recommend that TITC eligibles seeking employment not - -tion TJTC
in interviews unless directly asked by the employer. .u.. issue
is discussed in gre ter detail in chapter VII.

The employer. A third way in which eligibles can be identi-
fied is for employers to screen their job applications for eli-
gible individuals and send applicants who are potentially
el’igible to the employment service for vouchering and certifica-
tion before or after they are hired. Presumably, anticipating
that candidate A may be eligible for subsidy and candidate B is
not will increase the probability that A is offered the job.

Only 11.7 percent of the TJTC hires who were known to be eligible
prior to September 1981 (and 14.7 percent of TITC hires after -
that date) were identified as eligible by the firm's staff.

Having another company screen applicants for eligibility was

reported to be responsible for less than 1 percent of knowing

16the Congressional Budget Office estimates that in fiscal 1983
there were 3.8 million new hires of youth who met TJTC's eligi-
bility criteria. The number of vouchers izsued to this group was
299,688 in fiscal 1982 and 581,795 in fiscal 1983.
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TJ'TC hires prior to September 1981 and less than 2 percent of
TITC hires after that date.

It appears that the use of targeting criteria like family
income and welfare program participation makes it difficult for
employers to know who is eligible and thus prevents many employ-
ers from taking the tax credit into account. Only 6.5 percent of
the firms reported that sending job applicants to the employment
service prior tc hiring was the primary mechanism of learning
about eligibility and this mechanism accounted for only 12 per-
cent of knowing TJITC hires prior to September 1981. After that
date, only 8 percent of the TITC hires were identified in this
way. A disadvantage of this strategy is that it delays the
hiring process and may result in losing the worker altogether.
Identification of eligibles by the firm (or its agent) is appar-
ently not as important a mechanism of identifying and certifying
TITC eligible workers as might have been anticipated. This may
be chaiging however. Since the date of the survey, there has
been a dramatic growth in the importance of consulting firms
which help employers screen their job applicants for TJTC eligi-
bility (see chapter ViII).

2. WERE HIRING STANDARDS LOWERED?

If final selections are to be influenced by TJTC, the hiring
decisionmaker must know or at least suspect that the individual
is eligible for TITC. Before September 1981, employers could
obtain certifications for employees who had been hired many
months previously at a time when they were not known to be eli-
gible for TITC. Omitting cooperative education students (who
were certified automatically), roughly two-thirds of the TJITC
certifications were retroactive; that is, they were made after
the eligible employee's first day at work. Obtaining a certifi-
cation retroactively is not, however, conclusive evidence that
the hiree was not known to be eligible when hired. The employer
might have known the individual was eligible when the hiring
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decision was made, but decided to postpone requesting a certifi-
cation because it was a particularly busy period or because of a
desire to see if the worker did okay during a tryout period. The
only way to learn whether the employer was aware of the worker's
eligibility at the time of the hiring decision is to ask the
employer. Employers that 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?"
Based on this question we estimate that the proportion of TJTC-
certified hires prior to 1981 who were known to be eligible at
the time of hire was 64 percent.

Employers who knew or thought that they were hiring TJTC
eligibles were then asked, "How much did this pos:sibility of
eligibility increase the applicant's chance of being hired?"
Again, influencing the kiring decision is one of the prime objec-
tives of the TJTC program, yet relatively few firms reported
being influenced. In unweighted data, only 17.9 percent of the
participating firms reported that a candidate's eligibility
influenced their hiring decisions "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" influenced, and 46 percent reported not being influenced
"at all." A scale was devised in which "a great amount" yas
assigned a value of 1, "a moderate 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 partici-
pating firms were both slightly more than 1/3. Thus, large users
were no more likely to report allowing hiring selections to be
influenced by a job candidate's eligibility than the group of all
particripants.

Should we believe these answers? Did respondents report
they did not favor TJITC eligibles because they thought that
admitting discriminating in favor of the disadvantaged just to
get a tax credit would be viewed as socially inappropriate by the
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interviewer? Or were they exaggerating the extent to which they
wverz influenced? One way to address these questions is to com-
pare subsidized and unsubsidized workers holding the same job (or
controlling on the characteristics of the job and the firm). If
TITC is irducing firms to lower hiring standards when they hire
an eligible, we would expect subsidized workirs to have poorer
credentials, to be less productive, and to requira more than
average training. Evidence on this issue is available for two
surveys: the 1980 EOPP employer survey and the 1982 NCRVE em-
ployer survey.

(1) Evidence from the 1980 Employer Survey

Information from the 1980 employer survey on the character-
istics of subsidized workers and their jobs and how they compare
with unsubsidized occupants of similar jobs .s presented in
Exhibit V-2. Employers were asked to describe a randomly se-
lected recent new hire for an unskilled or semi~-skilled job. If
they had also recentlv hired a subsidized worker, they were asked
to Aive a similar description of that individual and his or her
job. The other indiviliual described did not nave to be doing the
same work.

Subsidized hires were generally younger, had less schooling,
and had half as much useful experience as unsubsidized new hires.
A comparison of the first and sixth columns of the exhibit re-
veals that unsubsidized new hires at firms that use subsidy
programs were very similar to new hires at firms that do not use
these pror rams. Thus, the difference between the qualifications
of subsidized and unsubsidized new hires was not a consequence of
employers who use the programs having lower hiring standards
overall. The difference resulted from subsidized firms lowering
the qualifications required for subsidized new hires and/or
acsigning them to the lower wage jobs. This latter interpreta-
tion is supported by the fact that in the study, subsidized new
hires typically started at a lower wage rate (8 percent lower)
than unsubsidized hires at the firm. §Mortunities for increase
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Ey+iBlT v-2

Employment and Training Administration
CHARACTERISTICS OF THE MOST RECENT SUBSIDIZED AND UNSUBSITIZED NEWLY A1RED WORKER
All Subsidized Workers in Firms
Nonsubsidized Worker Hiring Both
Worker and Job Characteristics Workers | TJTC WIN CETA Subsidized Unsubsidized
Characterstics of the new hire
% Male 49 44 35 64 52 46
Useful experience (months) 4.7 23.3  17.2 20.7 20.6 47.6
Age (years) 27.2 23.6 26.2 24.2 24.2 26.8
Schooling index® 4.15 3.6 3.8 3.8 3.7 4.2
The hiring decision
Days vacan:y openb 38 67 33 8 26 43
Number interviewza® 4.5 4.4 4.0 4.7 4.1 5.4
Number refe-red by ES, etc.% .5 1.4 1.4 2.3 1.8 1.0
Staff time selecting new hir: (hours)® 6.1 5.6 4.2 7.0 5.7 11.3
% Turning down job offer 20 4 9 12 7 11
Characteristics of the job
Starting wage rate ($) 4.15 3.55 4.22 3.84 3.87 4.21
Top wage rate ($) 5.43 4.27 4.98 5.23 5.05 5.45
Current wage of those still with firm ($) 4.58 3.62 4.19 4.01 3.98 4.65
Experience with the worker
X Still at firm 70 75 53 38 50 77
Training time by other employees (hours) 13 15 15 19 18 13
Training time of personnel & suparvisors (hours) 19 14 12 23 20 18
Productivity index (second week) 56 48 48 46 44 54
Productivity index (most recent)d 71 69 63 62 61 n
Source Tabulations of the 1980 EOPP Employer Survey
8schooling index is ccded: some high school = 3; high school graduate = &; some college = 5; and college graduate = 7.
bgased on the question "How long was it between the time you started to recurit for the job and the time ___
started work?® The 28 percent of firms that said they did not recruit were coded zero, and the 2.5 percent that said
they are always looking were coded 996 days.

Cfor firm: that did recruit.

ek
dlndex runs from zero to 100. $
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in wage rates were similar: for both types of workers the top
wage rate in that job averaged 30 percent more than the starting
wage. Unsubsidized workers seemed to do better, however. Unsub-
sidized hires obtained .:al wage increases of 10 percent but

CETA-OJT hires obtained increases of only 4 percent and TJTC
hires obtained increcses of only 2 percent. The wage rate dif-
ferences between subsidized and unsubsidized new hirss -=n be
accounted for by differences in the worker's qualifica~ ns and
productivity and the nature of the job occupied (Bishor 1d
Stevenson 1982).

The hiring process for subsidized workers seems to have been
distinctly different from the hiring process of the typical
unsubsidized new worker. Firms that have hired a subsidized
worker were considerably more likely to evaluate referrals from
government agencies even when an unsubsidized worker was hired.
And for openings that were eventually filled by a subsidized new
hire the use of government referrals was even greater (an average
of 1.8 interviews of government referrals compared to only 1 for
the typical! unsubsidized new hire). Nevertheless, less than half
of the applicants interviewed were referred by a government
agency. For ta. credit programs this would be anticipated. Such
a finding is somewhat of a surprise for CETA-OJT, however. It
implies that the contracting process for CETA-OJT did not result
in the firm setting aside specific job openings for which only
CETA referrals competed. Apparently, what was happenirg was that
an understanding was reached with a firm that was interested in a
CETA-OJT contract and referrals were made to that firm. If a
CETA referral was acceptable, he/she was hired, and a contract
was signed. If not, someone not ref..red by CETA was hired.

Compared to unsubsidized workers at these same firams, CETA
referrals werc 15 peircent less productive in_tially, 13 percent
less productive at termination or the time of the interview,
received 35 percent more training, and had a separation rate of
62 percent rather than 23 percent. Workers subsidized by WIN
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were 14 percent less productive initially, 11 vercent less pro-
ductive at termination or time of the interview, received less
training, and had a separation rate of 47 percent. TJITC-subsi-
dized workers were 14 percent less productive initially, but only
3 percent less productive at termination of the interview, and
their separation rate was 25 percent. This low turnover rate may
be due to the fact that many TJTC eligibles were not known to be
eligible when hired and were discovered to be eligible up to a
yYear after being hired. Some TITC eligibles probably quit or
were fired before they were discovered to be eligible (Bishop
1982, chapter 2), so the true turnover rate of tne TJTC eligibles
that were hired was probably above 25 percent.

(3) 1982 Employer Survey Evidence on Hiring Standards

The impact of TJTC and OJT contracts was also examined in
the 1982 employer survey, by estimating models that compared the
productivity and turnover of 2 new hires at 530 of the sample
firms.

Let us assume that the credentials (Ciy) and early job
outcomes (Yjj) of a new hire are random variables which depend on
the firm's hiring standards for that job. Hiring standards of
course depend primarily on the characteristics of the job and the
firm (J5) but may also depend on whether the firm has lowered its
hiring standards in order to hire a worker who brings a subsidy
to the firm. The qualifications of a new hire can, thus, be
represented by the following equation:

(1) (Ci4,%7i4) = BSjj + 6Hij + oJ§y + vy + ujj

(CijsYi4) = vector of credential characteristics and early
job outcomes for person "i" in job "j"




Sij = a vector of dummy variables indicating
whether person "i" is subsidized by TJTC or
CETA/JTPA-OJT

Hjjy = a vector of variables describing characteris-
tics of the job such as hours worked and its
temporary versus permanent character which vary
across individuals hired

Jj = a vector of characteristics of the job and
firm

v4 = a job specific error term

ujj = a random error that is specific to the irdivid-

ual i in job j.

The characteristics of the job worker/match (Hij) that might
influence the cutcome are hours worked per week and a dummy equal
to one when the job was supposed to be temporary. The variables
which capture the effect of subsidy programs on hiring standards
are a dummy equal to one when the employee was eligible for TJTC
and the employer knew this when the hire decision was made and a

dummy equal to one when the employee was subsidized by a CETa/
JTPA OJT contract.

A problem arises if we estimate equation 1. Because the
hiring standards depend upon unmeasured characteristics of the
job (vy) that may be correlated with whether the firm hires a
subsidized worker, the covariance of Sij and v4 is probably
nonzero, so biased estimates of coefficient vector B will be pro-
duced. This problem can be finessed by estimat. j a fixed ef-
fects wmodel which predicts the differences in the outcomes
experienced by two people in the same job at the same firm as a
function of differences in Sij and Hjj, as is shown in equation
(2) and (3).

(2) Ci1j - C2j = B(515-S23) + ©(H1j=Haj) + u1j - 224
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(3) Y35 - Y24 = B(S14-524) + ©(H1§-Hz4) + U1y = uzjy

where person 1 and 2 both work in the same job "j", Estimating
this model produces unbiased estimates of B if the Sij's are not
correlated with the ujjy's.

The sample of jobs for which paired data are available was
generated in the following manner. A stratified random sample of
3,712 employers was interviewed. Three hundred of these did not
have the time for a long interview, so shortened questionnaires
were administered. Employers who received the full questionnaire
were asked to select "the last new employee your company hired
prior to August 1981 regardless of whether that person is still
employed by your company." A total of 818 employers could not
provide information for a recent new hire. Most of these firms
were small organizations that had not hired anyone in recent
memory. The employers that provided information on one new hire
were asked to provide data on a second new hire in the same job
but with contrasting amounts of vocational education. Of the
2,594 employers that provided data on one new hire, 1,511 had not
hired anyone else in that job in the last two years, and 424 had
not hired anyone with a different amount of vocational training
for that positior in the last two years. As a result, data are
available for 659 pairs of individuals who have the same job at
the same establishment. Missing data on specific questions used
in the model further reduced the sample used for estimation to
530 when credentials are the dependent variables and 471 when
early job outcomes are beinyg predicted. Most of the establish-
ments from which paired data are available are small. Seventy

percent have fewer than 50 employees and only i2 percent have
more than 200.

The results of estimating (2) and (3) in this data are
presented in Exhibit V-3. Only 33 of these firms rad krowingly
hired a TITC eligible worker for only 1 of their jods, so these
tests of TITC's impact are not very powerful. Nevertheless some
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EXHIBIT V-3
Employment and Training Administration

IMPACT OF TARGETED SUBSIDIES ON HIRING STANDARDS

Known CETA/
Dependent TJ7C JTPA-OJT

Veriable Eligible Contract r2

Years of education -.88** .32
(-2.06) (0.84) .010

Relevant vocational education L39%* .13
(2.47) (0.90) .019

Relevant private vocational education .05 -.08
(0.86) (-1.39) .008

Years of relevant experience .72 -.55
(.66) (.55) .002

Years of total experier.ce -2.77 -1.29
(-1.12) (-0.59) .014

Female -.003 -.004
(-0.04) (-0.06) .001

Productivity first 2 weeks .08 -.01
(0.95) (-0.12) .051

Productivity weeks 3-12 .07 -.03
(1.13) (-0.47) .047

Training time .08 .15
(0.56) (1.12) .014

Starting wage -.08* -.001
(-1.78) (-0.01) .014

*10 percent on two tail test
** 5 percent on two tail test

Source: Based on model predicting the difference in credentials and early job
outcomes between two new hires for the same job as a function of differences in
TJTC certification, JTPA-0JT subsidy, hours worked per week and whether the job
was temporary. Sample sizes were 530 for predicting credentials and 471 for
predicting early job outcomes--productivity, training time, and starting wage.
Education, relevant experience, and total experience are all measured in years.
Relevant vocational education, relevant private vocational education, and
female ar2 zero-one dummy variables. Productivity reports were on a zero to
100 scale and modeled as a linear function of the subsidy dummy variables. The
table reports proportionate impacts which ‘re calculated by dividing raw
coefficients by the means (50 and 66) of ..¢se two variables. Training time
nd starting wage were logarithmic variables before being differenced so the
ccefficients are measures of proportionate impacts as well. T statistics are
reported in paranthesis under the coefficient.
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interesting results have been o%taired. The TJITC eligibles had
significantly iewer years . sChool) it than nonsubsidized workers
hired in the same job. The were significantly more likely to
have had relevant vocational training. This result is probably a
consequence of the fact that a jood share of the tax credit seem
to have been for hi- ing hLigh schoo’ cooperative education stu-
dents. They were paid a statistically significant 3 percent less
than other workers doing the same job. They were younger and
were reported to be more productive in ¢he first few months of
employment but these differences were not statistically signifi-
cant. These results suggest that except for relevant vocational
education the credentials of TJTC hires were as hypothesized less
attractive than the crzdentials of unsubsidized new hires. There
is no evidence, however, that they were l2ss productive or
required more training. 1In fact, our point estimates imply that
they were 7 to 8 percent more productive. Since t..ey were paid
less as well, the TJTC hires seem to have been a very good deal
for the firm. This pat’ern of results suggests that employers

anticipate TJTC eligibles to be much worse employees than they
turn out to be.

CETA/JTPA-OJT contracts in contrast seem to have no appreci-
able effect on hiring standards or early job outcomes. “lere
again the power of the test is not great because only about 40

firms hac hired a CETA/JTPA subsidized worker for one job and not
for another.

These results were explored tu :er by estimating models
which interacted the TJTC and JTPA dummy variables with size of
establishment, industry, whether the firm consciously tiries to
select TITC eligibles, and the number of TJTC certified ~ires at
the firm. The results for size of establishment are presentea in
Exhibit V-4. No evidence was found that 7J7C had a different
impact on standards in large rather than small establishments.
For CETA/JTPA-OJT, however, the size of the establishment does
seem to matter. The CETA/JTPA referrals are much more likely to
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EXHIBIT V-4

Employment and Training Administration

IMPACT OF TARGETED SUBSIDIES ON HIRING STANDARDS
BY SIZE OF ESTABLISHMENT

TJ47C CETA/JTPA-0JT
TJTC Impact Impact
When 18 Size In- When 18 Size In-
Dependent .ariable Employees teraction | Employees | teraction
Years >f education -.78 -.1 .31 -.03
(-1.63) (-.046) (C.79) (-0.09)
Relevant vocational .28 .12 .20 . 29**
education (1.60) (1.21) (1.39) (2.59) .030
Relevant private vo- .01 .04 -.06 08wt
cational educstion (0.18) (1.14) (-1.00) (1.89) .015
vears of relevant .23 .42 -.62 .06
experience (.18) (.61) (.61 €.07) .012
Years of experien -4.11 1.39 -1.64 -.76
(-1.49) (0.93) (-0.73) (-0.44) .013
Female -.01 .02 -.0 -.03
(-0.16) (-0.34) (-0.17) (-0.59) .002
Productivity first .07 .01 -.004 .007
2 weeks (0.81) (0.28) (-0.05) (0.12) .049
Productivity weeks .08 -.002 -.18 .03
3-12 (0.80) (-0.06) (-0.28) (0.64) .048
Training time .06 -.008 .11 -.09
(0.41) (-0.09) (0.79) (-0.85) .005
Starting wage -.09e* .03 .002 .005
(-2.02) (1.01) (0.04) (0.17: .016
Temporary .10 -.01 .08 .035
Employment (1.34) (-0.28) (1.23) (0.73) .019

*10 percent on twc tail test
** 5 percent on two tail test

Source: Based on model predicting the difference in credentials and early job
outcomes between two new hires for the same job as a function of differences in
TJTC certification JTPA-0JT subsidy, hours worked per week and whether the job
was te porary. Sample 2es were 530 for predicting credentials and 471 for
predicting early job outcomes--productivity, training time, and starting wage.
Education, relevant experience, and experi-nce are all measured in yeirs.
Relevant vocational education, relevant private vocational education, and
female are zero-one dummy variables. Produ .ivity reports were on a zero to
100 scale and modeled as a linear function of the subsidy dummv variables. The
table reports proportionate impacts which were calculated by dividing raw
coetficients by the means (50 and 66) of these two variasbles. Training time
and starting wage were logarithmic variables before being differenced so the
coefficients are measures of proportionate impacts as well. 7T statistics are
reported in parenthesis under the coefficient.
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have previous relevant vocational training than other hires for
the same job and this is especially true at large establishments.
When the firm has fewer than 10 emplcyees, no impact of CETA/JTPA

on the probability of hiring someone with relevant vocational
education is observed.

Estimates of how TJTC's impact on hiring stundards of firms
in the industrial sector are different from its impact in the
retail/service sector are reported in Exhibit V-5. The indus-
trial (construction, mining, manufacturing, transportation,
communication and utilities) employers do not seem to change
their hiring standards when they hire TJTC eligibles or CETA/
JTPA-OJT contract referrals. Changes in hiring standards have
occurred in the retail and service sector, hcwever. Here TITC
hires typically had 1.1 years less education, weve 43 percentage
points more likely to have received relevant vocational training
and received a 10 percent lower wage. They were reported to be 9
percent more productive, but this effect was not statistically
significant. CETA/JTPA-OJT had no significant impact on hiring
standards in either sector. It does seem to have increased
training by about 30 percent in the retail and service sectors.

No effect on the training given the new hire was observed in the
industrial sector.

Some employers reported they tried to recruit ard select
TIJTC eligibles and others reported they did not. Employers that
are trying to select eligibles are probably more likely to lower
hiring standards than those saying they make no efforts to re-
cruit and sel.ct TJTC eligibles. This issue is examinsd in
Exhibit V-6 where we report results of models which measure the
impact of TJITC eligibility separitely for companies that do and
do not report they are trying to select TITC eligibles.

Hiring standards seem to be influenced at both types of
firms but in opposite directions. At the firms which try to
select eligibles, TJITC eligibles hav: a significant 1.4 fewer
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EXHIBIT V-5
Employment and Training Administration

IMPACT OF TARGETED SUSSIDIES O HIRING STANDARDS
BY INDUSTRY

CETA/JTPA-OJT

TJ47C Contracts
Retail & Retail &
Dependent variable Industrial | Service Industrial | Service r2

Years of education .51 “1.13er - b4 .68 .019

Relevant vocationatl

.16 43 -.01 .18 .020
education

Relevant private vo- .004 .06 - 14 -.05 .009
cational education

Years of relevant N/A N/A N/A N/A N/A
experience

Years of total -3.53 -2.62 -5.94 .52 .017
experi ‘nce

Female 0.00 -.003 .14 -.06 .004

Productivity first .04 .09 .13 -.08 .054
2 weens

Productivity weeks -.02 .09 .12 -.10 .054
3-12

Training time -.19 13 -.14 .30* .021

Starting wage .04 -.10%* .02 .005 .017

*10 percent on two tail test
** 5 percent on two tail test

Source: Based on model predicting the difterence in credentials and early job
outcomes between two new hires for the same job as a functicn of differences in
TeiC certification JTPA-0JT subsidy, hours worked per week and whether the job
was temporary. Sample sizes were 530 for predicting credentials and 471 for
predicting early job outcomes- -pruductivity, training time, and start.ng wage.
Edu~ation, relevant experience, and experience are all measured in years. Re-
levant vocati.nal education, relevant private vocational education, and female
are zero-one dummy variables. Productivity reports were on a zero to 100 scale
and modeted as a linear function of the subsidy dummy varijables. The table
reports proportionate impacts which were calculated py dividing raw coefficients
by the means (50 and 66) of these two variables. Train‘ng time and starting wage
were logarithmic variables before being differenced so the coefficients are
measures of prcportionate impacts as well.
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EXHIBIT v-6
Employment and Training Administration

IMPACT OF TARGETED SUBSIDIES ON HIRING STANDARDS
8Y WHETHER FIRM TRIES TO SELECT TJTC ELIGIBLES

Impact of Known
Known Eligible
Eligible at fFirms
at Firms Which Do
Dependent Which Try Not Try
Variable to Seiect to Select R2
Years of education -1.40%* -.13 .012
Relevant vocational education .38* .35 .010
Relevant private vocational education .04 .06 .001
Years of relevant experience .75 .53 .016
Years of experience -4.85 .38 .004
Female .08 -.13 .003
Productivity first 2 weeks .00 .25* .006
Productivity weeks 3-12 .00 .20* .007
Training time .09 .00 .001
Starting wage -.089 -.047 .007

*10 percent on two tail test
** 5 percent on two tail test

Source: Based on model predicting the difference in credentials and early job
outcomes betwcen two new hires for the ssme job as a function of differences in
TJTC certification. Sample sizes were 530 for predicting credentials and 471 for
predicting early job outcomes--productivity, training time, and starting wage.
Education, relevant experience, and experience are all measured in years.
Relevant vocational education, relevant private vocational education snd female
are zero-one dummy variasbles. Productivity reports were on a zero to 100 scale
and mosled as a linesr function of the subsidy dummy variables. The table
reports propo -jonate impacts which were calculated by dividing rew coefficients
by the means (L9 and 66) of these two varisbles. Training time and starting wage
were logarithmic variables before being differenced so the coefficients are
measures of proportionate impacts as well.
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years of schooling and an almost significant 5 fewer years of
post-schocl work experience. While the credentials of the TJTC
hires were weaker than those of nonsubsidized hires, their pro-
ductivity was no different. The firms do not seem to have
actually hired less productive workers.

Employers that make no effort to select TJTC eligibles do
not change the credentials they expect of a new hire when they
are known to be eligible for TITC. In other respects, however,
they seem to have raised their hiring standards for the TJTC
eligibles they hire are 20 to 25 percent more productive than
nonsubsidized new hires. Apparently, many of the firms that make
ro effort to select TITC eligibles do so because they view eli-
gibility to be a signal o2 low productivity. To compensate for
their perceived low productivity, they are extra careful when
hiring TITC eligibles and end up hiring better employees than
anticip. ted. These results are consistent with the hypothesis of
pervasive stigmatization of TJTC eligibles.

A small number of firms that hire thousands of TJITC eligi-
ble~ account for the bulk of all use of the TJTC program. These
large users are not heavily represented in our sample. Conse-
quently, it is important to know whether large users of TJTC are

different. Have they lowered hiring standards more than the

small users? Exhibit V-7 reports estimates of how the impact of
TITC on hiring standards depends on the number of TJTC eligibles
hired by the firm. Firms that had hired more than 10 TJTC eli-~
gibles seem to have lowered their education al requirements more
than other firms but the ef{ects are neither large nor statis-
tically significant.
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EXHIBIT v-7
Employment and Training Administration

IMPACT OF TARGETED SUBSIDIES DN HIRING STANDARDS
BY USE OF TJ4TC

Impact of TJTC at Firm with
More than 3-10 1-2
10 147C T47C T47C
Dependent Variable Certif. Certif. Certif.

Years of education *2.10%e .76 1.1

Relevant vocational .46
education

Relevant private .16
vocational education

Years of relevant
experience

Yea-s of experience
Female .16

Productivity first .09
2 weeks

Productivity weeks .96
3-12

Training time .13

Starting wage -.077

*10 percent on two tail test
** 5 percent on two tail test

Source: Based on model predicting the difference in credentials and early job
outcomes between two new hires for the same job as a function of differences in
TJTC certification. Semple size. were 530 for predicting credentials and 471 for
predicting early job outcomes--productivity, training time, and starting wage.
Educaifon, relevant experience, and experience are all measured in yesrs. Rele-
vant vocational educstion, relevant privae vocational education and female are
zero-one dummy variables. Productivity reports were on a zero to 100 scale and
modeled as a linear furction of the subsidy dusmy varfables. The table reports
proportionate impacts which were calculateo by dividing raw coefficients by the
means (50 and 66) of these two variables. Training tiwe and starting wage were
logarithmic variables before being differenced so the coefficients are measures
of proportionate impacts as well.
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VI. IMPACT OF TJTC ON POST-~-HIRING OUTCOMES

l. INTRODUCTION

In this chapter, we examine what happens to TJTC eligible
workers after they have been a: the firm awhile. Do they get
special treatment? Does the fact that the employer will be
eligible for 2 years of subsidy result in lower turnover than for
nonsubsidized workers? Or does the stigma of beiny a TJTC eligi-
ble increase the probability of turnover? We have seen taat TJTC
employees are often reported to be more productive than their
counterparts. Does this result in TJTC eligibles having higher
rates of promotion?

One of the ways employers may respond to productivity dif-
ferentials between workers is by promoting the most productive
and firing the least productive. Many employment contacts (both
explicit and implicit) greatly limit the firm's flexibility in
setting wage rates but offer it great flexibility in releasing
unproductive new hires during a probationary period that may last
as long as 6 months. Why do firms offer labor contracts in which
they fire less productive workers rather than offering them a
lower wage? The contract literature has suggested a number of
reasons why firms may chorse to offer such contracts. As a
worker gains tenure on the job, the specificity of the job match
increases. Renegotiating wage rates after specific training is
completed vill be very costly because the gap between the threat
points of each party can be juite large and the incentives for
strategic behavior are strong (Hashimoto and Yu 1981).

A second‘reason for such contre~ts might be morale consider-
ations. Retaining an unproductive wo.¥er who has been chastened
by receiving a salary cut or demotion may pe bad for morale. The
bitterness that such an event causes may result in grievances
being filed against the company, efforts to organize the firm's
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employees, further declines in the worker's procdictivity, damage
to the morale and cohesiveness of the work group, and sabotage
(Akerlof 1982).

TJITC's impact on turnover must be evaluated in the context
2f a fully specified model of the individual's determinants of
turnover. We, therefore, will also examine the impact of differ-
entials in realized productivity and differentials in training
investment orn the differentials in turnover or people occupying
the same job. How responsive is turnover to such differentials?
At vhich types of firms is turnover most responsive to productiv-
ity and training differentials? These issues were addressed by
studying a sample of workers who had been recruited for permanent
jobs and who stayed at the firm at least 3 months. The effects
of the firm's characteristics on the average level of turnover
was cancelled out by examining differences in subsequent turnover
between pairs of workers who had the rame job and met the seler -
tion criteria noted above. Limiting the sample to those who
stayed at the firm at least 3 months means that we have one
measure of training investment and two measures of reported
productivity that are not cortaminated by turnover events. The
models therefore characterize the effect of the training provided
in the first 3 months and the productivity achieved during that
period on subsequent turnover.

2. TURNOVE" IMPACTS

Models were estimated predicting differences in the log of
actual tenure and probabilities of voluntary and involuntary
separations. The reo-ults of tue analysis are presented in Ex-
hibit VI-1. Wwhen measures of actual training and prodastivity
were included in the models, almost none of the characteristics
of the worker wzre statistically significant. 1In particular,
TITC eligibility had no effect on turnover. Clearly TJTC aligi-
bles did not get special treatment. The sole exception to this
was that women had lower quit rates and people who began their
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Aruitoxt provided by Eic:

EXHIBIT VI-1

Employment and Training Administration

DETERMINANTS OF TURNOVER AND PROMOT;ON

Log Involuntary
Variable Tenure Separation Quit Promotion
Subsidy Programs
Known TJTC eligibility -.068 (.%) -.029 (.2) -.023 (.2) .148 (1.2)
CETA/JTPA -.085 (.5) 21 (1.2) .006 .9 -.104 .9
Quality of Match
Productivity 3-12 weeks 2.450%**  (9.6) S TTITEe (4.5) -.509% (2.4) 1.12*** (5.8)
Productivity 1-2 weeks -.B40***  (3.4) .21 (1.4) .335 (1.6) -.490%** (2.5)
Log training 1-12 weeks .072 1.3 -.140%2* (3 6) .060 (1.2) .086* (1.9
Credentials of New Hire
Years of school -.019 (1.2) .018* (1.7) -.005 (.4) -.012 (1.0)
Coop student .246* (2.6) -.038 (.6) c.129* (1.6) A7 (2.2)
Relevant vocational ed. -.061 (1.3) .018 €.5) -.0us .1 .017 (.4)
Private vocational ed. -.085 (.8) -.003 (.0) .027 .3 .054 (.6)
Relevant experience 007 .5 .0062 (1.2) .0111 (1.0) .0026 (.4)
Relevant experience -.0002 (.6) -.0001 .7 -.00049 (1.2) -.00015 (.8)
Total experience -.012 (1.5) -.003 (0.4) -.0037 (.6) -.0011 .1
Total experience .0034 (1.5) .00027 (.8) .000037 (.2) .00031 (.8)
Female 112 (1.3 -.308 (0.1) -.131* (1.9 .082 (1.2)
Conditioning Variables
Log potential tenure .588*** (2.7) . 184 (1.3) 4L22%%%  (2.4) .213 (1.2)
Log potential tenure .041 (1.0) -.025 .” -.063* (1.9) -.016 (.5)
Temporary job -.135 (1.4) .014 (.2) 239***  (3.1) -.182%* (2.3)
Hours per week .0078 (1.6) .0003 (.1 -.003 .5 .016*** (4.1)
g2 .586 164 .093 211
Number of Observations 477 477 477 W77

t-statistics in parenthesis

*significant at .10 level
**rignificant at .05 level
**o*gsignificant st .01 level
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work at the firm as a coop student were more likely to be pro-
moted and had longer overall tenure. By far the most powerful
determinant of turnover is reported productivity during the 3rg-
12th week of employment. When the productivity scale is defined
over a range from 0 to 1, workers' productivity in the 3rd-12th
week has a mean of 0.65 and standard deviation of 0.14. A one
standard deviation (0.14) .ise in the productivity report raises
expected tenure by 39 percent. It lowers the probability of
being fired by 9 percentage points and the probability of quitt-
ing by 7 percentage points. 1If productivity is 0.14 higher both
initially and during week 3-12, expected tenure is 27 percent
greater, the probability of being fired is 14 percentage points
lower and the probability of quitting is 4.5 percentage points
lower. Less productive workers are more likely to quit, but it

is in the probability of beingy fired or laid off where the really
big differences show up.

The primary prediction of human capital theory about job
turnover is that workers who have a great deal of specific train-
ing should have lower rates of turnover. This proposition ap-
plies to workers who have completed their training or whose
training is well underway. If the employer has paid for most of
the costs of specific training, a significant loss is suffered if
a separation occurs, so we would expect the separations over
which the employer has control (involuntary separation) to be
negatively related to the amount of specific training. If the
employee has paid for the specific training, one would expect
voluntary separations but not involuntary separ:tions to be
negatively related to the amouut of specific training provided.

Expected tenure is greater for workers who have received
more than the normal amount of training. The elasticity of
tenure with respect to training is apparently about 0.12. More
intensive training raises expected tenure by lowering rates of
involuntary termination. Holding productivity constant, a dou-
bling of training investment during the first 3 months lowers the
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probability of being fired in the subsequent period by nearly 10
percentage points. variations across workers in the amount of
training received seem to have no effect on quit rates. The fact
that additional investments in training reduce involuntary turn-
over but not voluntary turnover supports other findings that most
of the training provided in the first months of a job is specific
to the firm (Bishop 1985). Apparently some new hires are re-
cruited for their potential not their experience. The receipt of
extra training may reflect a belief in a worker's potential. For
these workers low rroductivity during the first few months is not
as negative as it would be for someone with previous relevant
experience, and very low rates of involuntary turnover result.

The results presented in Exhibit VI-1l suggest that known
TJTC eligibles were not significantly different in their turnover
experiences from other new hires of equivalent productivity. The
impact of this knowledge on outcomes might be different at firms
that were consciously trying to recruit and select eligibles.
Firms that have changed their hiring policies in order to in-
crease their use of TJITC might also be more likely to change
their retention policies in order to retain the subsidized em-
ployees for the full two years. This hypotheses was tested by
entering separate TJTC eligibility dummies for these two types of
firms into the models presented in Exhibit VI-1. The results--
the estimated impact of TJTC eligibility on turnover holding
relative productivity and training constant--are presented in
Exhibit VI-2. The results contradict our hypothesis. Firms that
report changing hiring policies in order to participate do not
reduce their propensity to dismiss TITC subsidized workers. 1In
fact, retention policies. Rates of iismissul were nonsignifi-
cantly higher suggesting that only hiring standards were ‘owereg,
not retention standards. To our surprise, the firms that report
not trying to participate seem to have been so surprised by the
high performance of the TITC eligibles their retention policy
seems to have overcompensated. Holding relative pronductivity and
training constant, TITC eligibles at these firms wvere less l.kely
to be fired and were more likely to stay at the firm.
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Since TJTC eligibles were often more productive than nonsub-
sidized employees, the finding that the new hires who were most
productive in the first 3 months had much lower turnover suggests
that TITC eligibles probably had lower than average turnover.
This hypothesis can be tested by estimating models of turnover
¢ifferentials that do not include measures of initial productiv-
ity. Results of regressions estimated for the full sample of
paired employees (not just those pairs where both new hires
stayed at least 3 months) are presented in Exhibit VI-3. while
the effects of TJTC eligibility on the probability of involuntary
separation is in the expected direction, the coefficient is not
statistically significant. TJTC effects on the quit rate and
tenure are negligible. Limiting the sample to jobs which were
believed to be permanent jobs when the hiring decision was made
does not change this result (see bottom panel of VI-3). The job
‘and worker characteristics that seem to have the greatest effect
on turnover is whether the job is full- or part-time and whether
the worker started at the firm as a coop student. wWorking 40
hours per week rather than 20 is associated with about 58 percent
greater tenure and a 14 percentage point lower probability of
being fired. Coop students stay at the firm 25 percent longer
and were 12 percentage points less likely to quit.

In chapter V, we found that it was only at firms which 4id
not try to select TJTC eligibles were TITC eligibles more produc-
tive than other workers in those jobs. This suggests that the
turnover of TJTC eligibles at these firms should be lower than at
the firm that consciously try to select eligibles. This hypothe-
sis was tested by estimating models with separate TJTC eligibil~
ity dummies for these two types of firms. Models using this
specification are reported in Exhibit VI-4. The highly produc-
tive TITC eligibles at firms that made no conscious effort to
select did benefit from their greater productivity. They were 35
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EXLIBIT VI-2
Employment and Training Administration

IMPACT OF TJTC ON TURNOVER BY WHETHER
FIRM TRIES TO SELECT TJTC ELiGIBLES

Variable

Probability of staying
Probability of quitting

Probability of inveiuntary
turnover

Log tenure

Probability of promotion

Firm Does

Firm Tries Not Try
to Select to Select R
.182 (1.1) .520%* r2.2) .235
. 049 (.3) -.186 (.9 .090
.133 (1.1) -.351*+* (2.0) .169
.176 (.9) . 149 (.6) .569
.061 (.4) .344 (1.6) 194

Note: All models contain controls for background ch.racteristics of the
worker and productivity and training during the first 3 months. Except for
the TJTC variable, they are identical to those in Exhibit vI-1.

*significant at .10 level
**significant at .05 level
*etgignificant at .01 level

EXHIBIT VI-3

Employment and Training Administration

TURNOVER OF TJTC ELIGIBLES

Involuntary
Variables Log Tenure Separation Quit

Includes Temporary .obs

Known TJTC Eligibility .026 (.2) -.095 .9 .015 (.1

CETA/JTPA -.074 (.5) .109 (1.2) .122 (1.1)

Years of Schooling -.009 (.6) .002 (.2) -.002 (.2)

Coop Students .218**  (2.1) -.065 (1.1) -.121* (1.7)

Log Potential Tenure .897*** (11.6) .077* (1.7) .130% (2.4)

Log Potential Tenure -.013 (.7) -.006 (.6) -.012 (.9

Hours Per Week .016 (3.4) -.007*** (2.7) .0036 (1.1)

R2 .621 .032 .039

Number of Observations A13 613 613
Excludes Temporary Jobs

Known TJTC Eligibility -.021% «.NH .024 (.2) -.033 (.2)

CETA/JTPA -.001 (.0) .118 (1.0) .195 (1.6)

Number of Observations 511 511 511

*significant at .10 level
**gignificant at .05 level
*sesignificant at .01 level




percentage points less likely to be fired and hag 28 percent
greater longevity. While none of the results for TJTC el.gibil-~
ity at firms that try to select eligibles are statisticaily
significant, all of the point estimates imply that these TJTC
eligibles fared less well than t¢heir unsubsidized counterparts.
These results are consistent with our chapter V findings regard-
ing inicial precductivity. Apparently, the firms that do not try
1 select eligibles believe target group members would be much
less productive and so only hired target group members who were
clearly highly qualified and ended up getting new employees who
were much better than anticipaced. Discovering their good for-
tune after the fact, they belatedly recognized the high produc-
tivity of these workers by being less likely to dismiss them and
more likely to promote them.

3. PROMOTIONS

About one-third of our sample of new hires were promoted
before the date of our interview. Consequently, an analysis of
promotions was conducted which paralleled the analysis of turn-
over. The results of this analysis of differences in promotion
likelihood of two recent new hires is presented in the right hand
column of Exhibit VI-l. The coefficient on TJTC eligibility is
positive and of respectable size but not statistically signifi-
cant. As one might anticipate, productivity curing the 3rd-12th
weeks on the job was by far the single most important determinant
of an individual's likelihood of promotion. Those who were 15
percent (0.10) more productive than other new hires in that job
were 13 percentage péints more likely to be promoted.

The coefficients on reported initial productivity are sig-
nificantly negative. This implies that low productivity in the
initial weeks on a job is not held against a new employee being
considered for promotion if learning is rapid and very high
levels of productivity are attained.
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EXHIBIT VI-4
Employment and Training Administration

TURNOVER OF TJTC ELIGIBLES
BY WHETHER FIRM TRIED TO SELECT

Involuntary
Variables Log Tenure Separation Quit
Known TJTC Eligikility
At firm trying
to select -.127 (.6) .078 (.6) .078 (.5)
At firm not trying
to select .251 (.9) - 348 (2.2) -.077 (.4)
CETA/JTPA -.075 (.5) A1 (1.2) .123 (1.1)
Years of Schooling -.010 .7) .003 (.3) -.002 (.2)
Coop Student .223%**  (2.2) -.070 (1.2) -.123* (1.7)
Log Potential Tenure .904%** (11.7) .069 (1.5) .128%* (2.4)
Log Potential Tenure -.014 (.8) -.005 (.4) -.011 (.9)
ngrs Per Week L016%***  (3.4) -.007v**  (2.7) -.004 (1.1)
R .622 .039 .040
Number of Observations 613 613 613

*significant at .10 level
**gignificant at .05 level
*ssgignificant at .01 level

EXKIBIT vI-5
Employment and Training Administration
IMPACT OF TJTC ON PRODUCTIVITY OF NEW KMIRE

Controls for

Worker Char- Number of
Variables TJTC Eligible CETA/JTPA acteristics R2 Observations
Productivity Fi.st
2 Weeks .07 (.66) -.09 (1.04) None .052 5°5
Productivity
Weeks 3-12 .06 (.80) -.09 (1.”8) None .054 575
Productivity at
Interview or .03 (.43) -.05 (.74) None .108 563
Separation
Productivity at
Interview or -.02 (.264) -.04 {.50) Full -151 570
Separation
Productivity at
Interview for -.07 (1.13) -.09 (.97) Total Experience .098 253
Stayers
t-statistics in parenthesis
*significant at .10 level
s*gignificant at .05 level
*edgignificant at .01 level
VI-9
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There is a clear tendency for those who receive more in-
tensive training in the first 3 months on a job to have a higher
probability of subsequently being awarded a promotion. A
doubling of training intensity during the first 3 months is

associated with a 6 percentage point higher probability of
promotion.

4. PRODUCTIVITY ¢

In Exhibit VI-5, we examine how the relationship between
TITC eligibility and productivity evolves as the worker's tenure
increases. There are no statistically significant differences in
productivity between unsubsidized workers, TJTC eligibles, or
CETA/JTPA subsidized wcrkers at any point in the workers tenure.
The pattern of the coefficients is nevertheless quite interest-
ing. The CETA/JTPA workers are 4 to 9 percent less productive
than unsubsidized workers throughout the time period and for all
specifications. The TJTC eligibles, however, start out more
productive than unsubsidized new hires but their percentage
advantage drops as time passes. If we limit our analysis to
pairs of workers both of whom were retained, the typical TJTC
eligikle is somewhat less productive than nonsubsidized employees
at the time of the interview. This pattern implies that firms
are apparently trying to retain the TJTC eligibles and have as a
result been willing to retain workers they would have fired in
the past. This is consistent with the findings reported in
Exhibit VI-2 where we found to our surprise that it was the firms
that were not trying to select TJTC eligibles that had apparently
lowered their propensity to fire TJTC eligibles. K
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VII. WHICH ELIGIBLES DOES TJTC HELP?

The designers of TJTC expected eligible job seekers to use
their eligibility as a selling point when they contacted
employers. Job search counselors, however, have been reluctant
to recommend that disadvantaged job seekers use TJTC as a part of
their sales pitch to potential employers.

Two experiments (Burtless and Cheston 1981; Moran et al.
1982) were conducted in 1980 in which unerplcyed welfare
recipients were taught to announce their eligibility for TJITC to
employers when they applied for a job. In both experiments, the
group that received this training had a lower placement rate then
other eligible welfare recipients who did not receive this
training. In the Dayton experimen: (Burtless and Cheston 1981),
random assignment was used to select the group to be trained and
the reduction in placement was statistically significant.

The results of the Racine/Eau Clair, Wisconsin 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 who were served after the
experiment began. Holding other characteristics constant, the
WIN clients who were trained to tell employers about “heir 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
instructions and brought up their eligibility when contacting
employers who were least likely to find a job. Of the 32
reporting that they used TJITC as a marketing tool, only 2 (6
percent) found jobs eligible for TITC certification. Of the 26
who did not initiate discussion of the TJTC eligibility, 22
percent found jobs eligible for TJITC certification.
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The results of these experiments suggest that, for welfare
recipients, announcing TJTC eligibility told most prospective
employers something they did not know, that was stigmatizing, and
that reduced the job seeker's chances of being hired. It seenms
that for most employers, signaling one's welfare recipiency has a
powerful stigmatizing effect that is not outweighed by the
possibility of the employer receiving a tax credit. Being a
youth from a low-income family should not be equally
stismatizing, however. Furthermore, it is probable that
experience with the TJTC program is changing employer views of
TITC eligibles. It may be that the stigma of being TJTC-eligible
has declined w: 1 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 influenced by including "eligible for
TIJTC" in the comments section of a job application. The 1983
NIE/NCRVE Employer Hiring Decisions Survey obtained ratings from
850 employers around the country of 11 different completed job
applications. The employers were given applications for entry-
level jobs in clerical, sales, or machine trades occupations.

One of the features of the job applicant that was varied randomly
was eligibility for TITC. By regressing the ratings assigned on
the qualifications exhibited in the applications, and
interactions between TJTC and such characteristics of the firm as
size, amount of training offered, and :ndustry, the net effect of
TITC eligibu.lity and how it varies across firms can be
deterinined.

l. THEORY

Bishop, Barron, and Hollenbeck (1983) suggest that, to a
potential employer, the "true" present value of labor services
offered by a new employee is a random variable. The theory and
models developed here represent the behavior underlying the
summary of information into a screening index that determines
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whether a job applicant gets an opportunity to interview for a
job. Each employer in the survey was presented with a 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 described above, assume--

50 points represents the worst applicant you ever hired (as
perceived at the time of hiring, NOT what the new hire's
performance actually turned out to be).

100 points represents the average applicant you hire.

150 points represent the best applicant you ever hired (as
perceived at the time of hiring, NOT what the new hire's
performance actually turned out to be).

The index is not intended in any way to measure an
applicant's absolute productivity, but is a relative measure of
hiring priority to be used to compare more than one applicant for
the same job description. The instructions are framed so that

100 points equal the anticipated difference between the firm's
best new hire and its worst.

Assume that employers believe the "i"th applicant's true
productivity, Vij, can be predicted by a set of attributes, some
of which are observable (Xpj) and some which are not (Xyj). The
following equation determines productivity at the "j"th
job/firm:

(1) Vijy = £5(Xoi, XNi) for j =

Hiring decisionmakers try to evaluate the information
provided by job applicants and predict their potential
productivity. Lacking information on Xyj, they must instead
generate an estimate of expected productivity that depends upon
observable characteristics only. Therefore--

(2) 8ij(I) = E(VijlXoi)= gj(Xoi)
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Particular pieces of information enter the Xgi vector,
either because they have direct effects on productivity in the
structural model in equation (1) or because they are believed to
be correlated with the unobservable determinants of productivity,
XNi. For example, neatness on the application form may be taken
as a signal for having a good attitude. Reputation of one's
school may be taken as a signal of self-discipline.

The g4 functions evolve through a trial-and-error process.
Decizions to interview or to hire are made on the basis of the
current g function. The success of the applicant in the
interview or on the job serves as the criterion by which the g4
function is revised. If the job applicants referred by a
particular agency fail to make it through the interview or do
poorly on the job, being referred by that agency may become a
negative rather than a positive.

It is assumed that the g4 functions are very different for
different jobs, so the empirical work ieals with each job
separately. The relationships probably vary across firms, as
well. Since, however, no single hiring decisionmaker evaluated
more than 11 completed job applications, it is not possible *o
estimate separate g4 functions for each firm. Instead, data from
hundreds of firms are included in one regression. Firm ani rater
characteristics are assumed to shift the Si§ function up and down
but slope coefficients on the job applicant characteristics, Xi,
are not allowed to vary across firms except for a few specified
interactions between inaividual and firm characteristics.

2. THE INFLUENCE OF ELIGIBILITY FCR TJTC

The first step was to estimate the following simple linear
model in which TCTC's impact on employer ratings does not vary
across firms or across individuals:

(3) S4§j(I) = by + bITITC{ + bpXj + b3Zy + ejy
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hiring index scores for the "i"th individual

$14 (1)

TJTC; = dummy variable that takes on the value of one when
the individual is reported toc be eligible for TJITC

Xi = characteristics of applicant i displayed on the jok
application

Zy = vector of characteristics of the firm and the
rater

ejy = random error term

The parameters (bj) represent the marginal influence of the
characteristic on the hiring priority score. Equation (3) was
estimated for all occupztions jointly and for each occupation
separately. Applicant characteristics, data about the job and
firm, and rater characteristics were in the models together.
Only the effect of TITC is discussed here. The data and the
effect of the other determinants of the ratings and a fuller
description of the methodology of the survey is provided in
Hollenbeck and Smith (1984) and in Bishop (1985). An analysis of
a portion of the data set that is examined here is also reported
in Bishop (1985.)

The average effect of TITC eligibility on the hiring
priority score was measured by entering a dummy for TJTC into the
model. A positive and significant coefficient was obtained on
this variable in the full sample and machine trade occupations.
The average impact of TJTC was a change in percentile rank of
about 1.9 points in the full sample (e.g., from the 70th
percentile to the 71.9th percentile).l? The average was 2.0

17For a normal distribution, a 1 standard deviation displacement
from the mean is equivalent to a movement from the 50th and 84th
percentile. Since the standard error of the regression was
around 34 (approximately 1 standard deviation), the regression
coefficients represent approximate percentile effects of the TJTC
coefficient and the coefficients of the interaction variables
evaluated at a prescribed level (e.g., its mean, values
immediately above or below its mean).
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points in clerical jobs, 2.9 points in retail jobs, and 2.7
points in machine trades. Consequently, the hypothesis that
knowledge of an applicant's TJITC eligibility actually lowers most
employers' desire to hire the person is rejected. The positive
effect of TJITC was small, however.

TITC eligiblity is probably a plus for some employers but a
negative for others. It was hypothesized in chapter 3, for
instance, that employers who provide specific training would tend
to avoid TJTC eligibles, whereas employers who provide general
training would be attracted to them. It is also quite probable
that the effect of TJTC eligibility on the perceived attractive-
ness of a job candidate depends on other characteristics c¢f that
candidate. Specifically one might expect TJTC to have its most
positive impacts on the employment prospects of the most dis-
advantaged job seekers. Workers who are visibly handicapped or
who have poor education or a checkered employment history are
already stigmatized. When the paper record already looks bad,
learning that a candidate is from a low income family may have no
further negative effects on the willingness to hire the indivi-
dual and the availability of subsidy gains in salience. When,
however, the applicant looks very good on paper, announcing one's
TITC eligibility may lead the employer to ask "what's wrong with
this person? Why do they feel they need the help of a tax
credit?" These hypotheses will be tested by including
interactions between a variety of firm and job applicant
characteristics and TJTC eligibility in the statistical model
predicting hiring priority ratings. The specification used to
test for interactions was:

(4) 8ij(I) = bo + bITITCi + byXj + b3Zj + bgTITCj*-Xi*+
bsTITC{ *Z5*+ ey

where
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* '

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

*

Z4 = vector of firm characteristics hypothesized to interact
with TJTC.

The firm characteristics of interest in constructing the
interaction variables were the level of general and specific
training, the firm's turnover rate, and the log the wage rate.l8
The applicant characteristics of interest were the number of
quits in the applicant's job history, years of schooling, and the
applicant's typing speed.l9 The coefficients and relevant
statistics on these variables are presented in Exhibit VII-1. 1In
order to help the readers assess the magnitude of TJTC's impact
on a job candidates perceived attractiveness, we have translated
the effect estimates in“o approximate changes. in percentile rank
in the distribution of job candidates.

Interactions with Training--The interactions with firm
characteristics will be examined first. Employers perceive
turnover rates of TJTC eligibles to be higher than those of other
competing workers. 1If training is specific, higher turnover
imposes significant costs on the firm and raises the marginal
cost of participation. 1If training is general and workers pay
for the training (viz., by reduced wages), higher turnover rates
will not be particularly burdensome. Consequently, we
hypothesize that firms which do a lot of general training will
consider TITC eligibility a plus while thosz that provide only
firm specific training will consider it a negative.

180ther firm characteristics tried but dropped either for
theoretical or empirical redundancy wer2: firm size, probation
period of firm, percent of well-qualified applicants.

19other applicant characteristics tried but dropped either for
theoretical or empirical redundancy were: high school GPA,
previous work experience, previous public employment, number of
machines the individual could operate.
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Aruitoxt provided by Eic:

EXHKIRIT VII 1
Employment and Training Administration
EFFEC(S OF TJTC ELIGIBILITY ON HIRING PRIORITY RATINGS

ERIC

Full Clerical Retai! Machine
Trade
Variable Sanple Appl. Appl. Appl.
TJYC Eligible .34 .75 .56 .48
(.28) (.37 (.14) (.2K)
Interactions with firm
Characteristics
General training 7.80%e 4.52 5.6/ 9.830ne
(3.61) (1.43) (.85) (2.95)
Specific training -1.60 6.12 1.43 1.00
(-.51) -1.05) (.20) (.22)
Turnover rate 3.35 4.82 5.63 5.02
(1.22) (.95) (.65) (1.31)
Wage rate (log) -4.18* 1.57 -3.87 <7.15%
(-1.79) (.35 (-.37) (-2.12)
Interactions with App'i-
cants_Characteristics
#Quits in Job History 2.69%* 7.39% .27 .95
(1.97) 2.49) (-.03) (.50)
Schooling “2.7500e -1.40 +.53 “2.43%
(3.58) -1.11) (-.23) (-2.01)
Typing WPM - 34" -.35*
(-1.91) (-1.65) N/A N/A
Regressions Statistics
Adjusted R2 221 .221 A77 .248
Standard Error of 34.07 32.68 34.79 34.34
Regression
sample Size 8,016 3,246 1,198 3,572
*10% on two-tail test
** 6% on two-tail test
*#* 1% on two-tail test
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3ince the job being filled was the same at every firm
studied, the pr:im-ry reason for variation in the amount of
training customarily provided is the experience and skill of the
typical new hire. Consequently, the firms which offered the
greatest amount of training probably did so because their new
recruits arrived essentially un .ined. The marginal cost of
participation in TJTC will be lower in these circumstances
because the firm will already be accustomed to providing the
additional training that TJITC eligibles would probably require.
Consequently, >»ur second hypothesis is that TJTC will have a more
positive effect on firms doing a lot of training than on firms
doing little training.

The firms were asked what percent of a new hire's time
during the first two years is typically spent in four different
types of training:

. formal training by specialized training personnel
. receiving instructions from a supervisor or co-worker
. reading manuals or self-paced learning program

. learning the job by watching coworkers do the job at their
work stations

The first two of these activities require the time of both the
trainee and a supervisor or trainer and was therefore assumed to
be more costly. These activities were therefore given a weight
of two in defining the training variable. The measure u: total
training that results has a mean of 72.5 percent of available
time, a standard deviation of 48.5 percent and a range from 0 to
184 percent.

The employers were also asked "How many of these skills
learned by new employeec in this job are useful outside of your
compahy?" The resulting variable, the proportion of training
that is reported to be general, has a mean of .669 and a standard
deviation of .266. Estimates of time spent in general training
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were constructed by multiplying tota®’ training by this
proportion. The estimated percent of a new employee's time spent
in general training has a mean of 48.5 percent and a standard
deviation of 36 percent. The corresponding estimate of the time
spent in specitic training has a mean of 23.9 percent and
standard deviation of 24.3 percent. The general and specific
training variables were interacted with TJITC to test our
hypothesis concerning the type and amount of training.

As presented in Exhibit VII-1, the interaction of general
training with TITC is positive in all three occupations and the
full sample and signi”icant at the 1 percent level for the full
sample and machine trade occupations. The specific training
interaction variable is negative in the full sample and clerical
occupations but insignificant in all ceses. These results
support our hypothesis concerning the effect of the generality of
training on the firm's reaction to TJTC. Specific examoles of
how the type and amount of training infiuences whether TJTC
eligibility is considered a plus or a minus are provided in
Figure 7.1. 1In the full sample, when 72 percent of a new
employee's time is spent in general training, and no time is
spent in specific training, TITC increases the applicant's
percentile rank by 4.8 percentage points whereas when .72 percent
of time is spent in specific training and no time is spent in
general training, TJITC reduces the applicants rank by 1.9
percentage poiuts.

Turning now to our hypothesis concerning the overall amount
of training, our findings are that TJITC reduces the applicant's
rating by .8 percentage points when training is zero whereas it
increases their rating by 6.0 percentage points when training is
at double the mean.

Interactions with Turnover and Wage Rates~--Firms which have
relatively high turnover rates typically cannot afford to have
demanding hiring standards and generally must hire less qualified
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workers. Since TJTC eligibles are perceived as being less
qualified; we hypothesize that the effect of TJITC will be
positive for firms with relatively high turnover rates and low

wage rates and possibly negative for firms with very low turnover
and high wage rates.

The firm's turnover rate was determined by asking what the
percentage of new employees between the ages of 16 to 25 had
typically left the firm before thie end of their first two years
at the firm. The mean of this variable was 43.5 percent with a
standard deviation of 27.5 percent. This turnover rate was
interacted with TITC tc test the hypothesis that the effect of
TITC will be positive for firms with relatively high turnover
rates. Examining Exhibit VII-1, we see that the coefficient of
this interaction term is positive in the full sample and across
occupations thereby supporting our hypothesis. In figure 7.2 we
can see the effects of turnover on the firm's reaction to
information that a candidate is eligible for TJTC. At a low
turnover rate of 16 percent (viz. one standard deviation below
the mean) TJTC increases the applicant's rank by 1.7 percentage
points whereas at a high turnover rate of 72 percent (viz. one
standard deviation above the mean) TJTC increases their rank by
3.5 percentage points.

The starting wage of a new employee in the job for which
applicants were being evaluated had a mean of $5.44, a standard
deviation of $1.74 and ranged from $3.25 to $14.37. The log of
the wage rate was interacted with TJTC to test the hypothesis
that TITC eligibility will have a larger effect when the job has
a low starting wage. The coefficient cn the interacted wage
variable was significantly negative in the full sample and
machine trade occupations and nonsignificantly negative in the
retail occupation. As we see in Figure 7.3, TJTC is a big plus
in low wage ($3.25) jobs but has almost no effect on hiring

priority in high wage jobs. This pattern of results supports our
hypothesis.
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The pattern that emerges is that TJITC has a more positive
impact at firms that were already hiring the least qualified
workers and giving them the additional training they required.
Holding the job description constant, TJTC's impact was less
favorable at firms which paid high wages, had low :-urnover rates,
offered little general training, and concentrated their training
on specific rather than general gkills.

Interaction with Applicant Characcteristics--The applicant
characteristics hypothesized to influence how a firm reacts to
TITC eligibility were, (1) the number of quits in the applicant's
job history, (2) years of schooling, ard (3) typing speed. Since
employers typically perceive TJTC eligibles as being less
qualified than otler competing workers, they expect high quit
rates, minimal schooling, and lower typing speeds. What they are
unlikely to expect are highly qualified applicants being TJTC
eligible. This we argue will generate uncertainty which may
stigmatize the highly qualified applicant. Therefore we
hypothesize that the effect of TJTC will be positive and large

for applicants with high quit rates, minimal schooling, and lower
tyring speeds.

The typing variable had a range of 40-59 wpm with a mean of
49.5 wpm and a standard deviation of 4.4 wpm. The coefficient on
the interaction between typing speed and TJTC was negative and
significant for the full sample and clerical occupations.20 at a
typing speed of 45 wpm (one standard deviation below mean) the
effect of TITC was to increase the applicant's percentile rank by
4.2 percentage points whereas at 55 wpm, TJTC increased rating by
only .8 percentage points (see Figure 7.4).

20This variable was not included in the regressions for retail

and machine trade occupations since it was deemed theoretically
irrelevant.
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The number of quits ranged from 0 to 3 with a mean of .25
and a standard deviation of .62. Approximately 82.6 percent of
applicants had no quits, 11.5 percent had 1 quit, 3.8 percent had
2 quits and 2.0 percent had 3 quits in their job history. The
coefficient on the interaction between quits and TJITC was
positive and significant in the full sample and clerical
occupations. TJTC increased the rating of those with 2 quits by
8 percentage points but increased the rank of those with no quits
by only 2.6 points (see Figure 7.5).

The schooling variable was created by assigning a -1 to high
school dropouts, a 0 to high school graduates, a 1 to applicants
with some postsecondary education and a 2 to applicants with an
associate degree. Approximately 9.1 percent had dropped out of
high school, 73.1 percent had a high school diploma, 4.9 percent
had some postsecondary education, and 12.8 percent had an
associate degree. The coefficients for the interacted variable
were negative in all occupations and significant for the full
sample and machine trade occupations. TJTC increased the rank of
high school dropouts by 5.4 percentage points but reduced the
rank of those associate degrees by 2.9 percentage points. This

pattern held across occupations supporting our hypothesis (see
Figure 7.6).

The results suggest that TJTC eligibility helped compensate
for characteristics that were generally viewed as negative (e.qg.,
low typing speed, high propensity to quit, and poor schooling).
Highly qualified applicants were generally hurt by the
information that they were eligible for TJTC. This may be
construed as good news, for it means that TITC helps most those
who need help the most. This result may also help explain why
participation rates are low. For some people and some jobs, the
belief that announcing one's TJTC eligibility hurt one's job
prospects is, in fact, correct.
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VIII. EMPLOYER EXPERIENCE WITH TJTC:
RESULTS FROM DIRECT CASE STUDIES

The evidence and results reported in the prior sections of
this report have for the most part been inferred from data col-
lected by means of general surveys of employers. To gain an
understanding of how TJTC influences employers to expand their
levels of hiring or to alter their hiring choices, we tested
hypotheses using data on the number and composition of new hires
from the Employer Survey. We theorized how TJTC might affect
corporate behavior and undertook statistical confirmation of our
theory. To supplement such analyses and to address other issues
which couldn't be addressed with survey data, we undertook case
studies of a number of firms that were believed to be large users
of TITC. Analyses of employer behavior from these case studies
are thus based on self-reported data and are not of an inferen-
tial nature. The validity of our analyses depends on the propen-
sity of the respondents to perceive and report correctly both
their behavior and the reasons for their behavior.

The chapter first introduces the major isstes that the case
studies were intended to address. It then describes procedures
used to conduct the case studies. Next it addresses the ques-
tions of how TITC influences recruitment and hiring procedures,
how employees who are certified for TJITC compare to otner em-
ployees at a firm, what processec firms use to encourage TJTC
usage, and finally, what employers think about the program.

l. ISSUES ADDRESSED BY CASE STUDIES

. Has TJTC influenced employers' recruitment and hiring

practices? 1In particular, has it influenced who gets
hired?

Hiring is a sorting and matching process in which employers
publicize their intention to hire, recruit job applicants, "sort"
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through and evaluate job applications, conduct interviews, and
make selections. Job applicants develop resumes, search for and
"sort" through suitable job openings, file applications, and
undertake job interviews. The process attempts to match the best
suited applicants to the best jobs suitable to the applicants'
qualifications. The purpose of TJTC is to assist unemployed
individuals in (disadvantaged) target groups find employment in
the private, for profit, sector. To accomplish this purpose, the
program rust influence some or all of the steps in the recruit-
ment and hiring process. The primary concern of policymakers is
whether TITC is influencing hiring decisions or merely subsidiz-
ing employers for hiring individuals who would have been hired in
the absence of the program.

. Has TJTC influenced employers' use of or perceptions of
the U.S. Employment Service?

Since the state employment security agency (SESA) is the
only certifying agent for TJTC, employers necessarily encounter a
SESA in the process of obtaining tax credits. If these encount-
ers are not smooth, they may impede employers' future use of the
program. Alternatively, there may bs an opportunity for the
Employment Service (ES) to establish goud working relationships
with employers and to expand its programs.

. How do consultant or third party companies influence
employer utilization of TJTC?

Consultants offer assistance to employers in screening job
applicants for TJTC eligibility, making requests to and appoint-
ments with the SESA for eligibility determinations and certifica-
tions, following up on requests, and providing documentation.
Consultants process a large share of all TJTC certifications. At
issue is whether these consuvltants increase usage of TJTC and why




employers use consultants to participate in a program that has
minimal administrative paperwork.

. How do workers hired with a TJTC certification compare
to other workers in terms of job performance? Have

erployers changed or adjusted their workplaces to
accommodate TJTC workers?

It has been claimed that TJTC eligible employees are stigma-~
tized and percezived to be less productive and less stable workers
than other workers. The case studies addressed the issue direct-
ly by asking employers about the productivity and turnover of
TITC workers vis-a-vis non-TJTC workers. Employer perceptions,
of course, are instrumental in determining future usage of the
program. Word of mouth is one of the primary ways ths. employers
learn of the program. Furthermore, employers will be more likely
to favor TITC eligible job applicants in the future if their
current employees are productive.

If TITC workers are perceived to be less productive or less
stable, then it is . wortant to know how employers have adjusted

their training, cbmpensation, evaluation, or other corporate
policies.

. Why did companies begin to use TJTC? WWere there indi-
viduals in the company who were a TJTC "c..ampjons?"
What proc.dures have Companies implemented to train
managers about TJTC? Have companies established in-
centives to encourage use of the program?

If administrators of TJTC are to market effectively the
program, they must learn why companies opted to use the program,
One hypothesis is that a certain indjvidual(s) learned of the
program and encouraged (mandated) its usage. If this hypothesis
holds, then effective marketing of the program would target its
efforts on potential TJTC "champions."
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Given a decision to use TJTC, how are policies and proce-
dures changed to implement it? What kind of training has been
necessary? In multiestablishment corporations, the decisions
must be communicated to the managers of individual esatablish-
ments where the hiring is done. Some companies encourage TJTC
usage through incentive systems. How widespread and how influ-
ential are they?

. Why is the number of certifications claimed on tax
returns significantly less than the number of certifi- 1
cations issued?

A final issue of interest is why employers seem to be fore-
going significant tax reductions by not claiming credits where
certifications have been issued. We know that this occurs from
aggregate data on certifications issued and credits claimed, but
the reasons have not been documented.

These issues are addressed in the discussion below which is
organized around how TITC has influenced recruitment and hiring,
experience with TJITC certified workers, and how employers have
adapted their policies and procedures to TITC. First, however,
we will describe the case study methodology.

2. METHODOLOGY

The first step was to select industries that were major
users of TITC programs. By consulting IRS data on certifications
by industry, we selected the following six industries to be the
focus of the case studies:

. Hotels and motels (SIC 7011)
. Eating and drinking places (8IC 5812)




. General merchandise stores (SIC 53'1)

. Food stores (SIC 5411)

. Textiles (SIC 2211, 2221)

. Hospitals and nursing care (SIC 8051, 8052, 8059)
facilities

Within each industry, up to nine corporations were selected
based primarily on employment size. In a few instances,
companies were included because we knew that they were large
users of the program or because they had contacted us to
volunteer as a particirant.

In developing a data collection instrument for the case
studies, we needed to resolve the issue of how much structure to
impose on the questions--the greater the structure, the better
the comparability across firms. But less structure would facili-
tate greater depth and would improve the likelihood of identify-
ing unique employer behavior/practices. It took several
iterations of question development, review, and revision before
we agreed upon the form which is attached as Appendix D. This
questionnaire compromises the extremes of the structure dimen-
sior. and is intended to get quite specific information on scme
issues as well as to allow the case studies to delve more deeply
into other subject matter. Because intracompany communication
and policies were key subjects of the investigation, versions of
the questionnaire were developed for respondents at a corpora-
tion's headquarters, regional, district, and local establish-
ments. In all cases, we asked the respondents to supply training
materials, memos, bulletins, or other written material that might
pertain to TJTC.

The case studies were conducted between June and August,
1985. A call was made to each company's corporate headquarters
to identify the individual who was thought to be the most knowl-
edgeable about the company's use of TIJTC. Then a letter intro-
ducing the study and soliciting participation was sent to that
individual. A call was made to schedule a phone interview. This
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was successful in most cases, but occasionally we were referred
to another person in the corporation who was more familiar with
TJTC or were asked to forward the questionnaire so that it could
be reviewed or completed at the respondent's leisure. Only 13 of
the coupanies contacted refused to participate.

We administered the corporate headquarter's interview first.
For companies known to have regional offices, we had preselected
randomly a regional office that we wanted to study. We asked the
respondent at corporate headquarters for the name of the appro-
priate irdividual to contact for the particular regien we had
selerted and for permission to contact that individual. In some
cases, the corporate headquarter's respondent asked us to inter-
view somebody else in a different region (usually because that
region was effective in utilizing TJITC). We generally tried to
interview both in these cases. For corporations where we were
unable to identify and select a regional respondent prior to the

call to corporate headquarters, we asked for a "typical regiona:z
office."

For district-level respondents and local establishments, we
followed the procedure of asking the regional (district) respon-
dent to provide us with the name of a respondent at the next
level down. This nonrandom procedure doubtlessly led us to study
district and local offices that tended to be relatively heavy
users of TJTC and that tended to have relatively positive atti-
tudes toward the program.

Exhibit VIII-1 presents the number of interviews conducted,
by industry. Responses were obtained from 35 different corpora-
tions (no regional, district, or local establishment interviews
were conducted unless an interview with someone in the corporate
headquarters had been completed.) Among the 35 corporations, a
total of 38 subcorporate responses were obtained; almost half of
those in the Eating and drinking places industry.
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EXHIBIT VIII-1
Employment and Training Administration

CASE STUDY RESPONSES, BY INDUSTRY

Regional or
Corporate Divisional District Local

Industry KHeadquarters Office Office Establishment | Refusals

/,

Eating and drinking places
(Fast Service Food) 8 5 6 6 1

Hospitals and nursing

care facilities 7 ? 0 5 2
General merchandise 4 1 1 1 2
Textiles 5 0 0 1 1
Food stores 4 2 3 1 5
Hotels and Motels 7 0 0 4 2
TOTAL 35 10 10 18 13

The corporations in our sample reported a total employment
of about 1,900,000 workers in 1984 (which accounts for slightly
less than 2 percent of the entire U.S. work force). These firms
reported claiming 65,283 TJTC certifications in 1984 (approxi-
mateiy 15 percent of total certifications). The employment sizes
of the firms ranged from a motel chain with 2,600 employees (770
certifications!) to a chain of stores with over 300,000 employees
(7,000 certifications).

The 8 fast food chains accounted for almost half of the
reported certifications (30,500 out of the total of about
65,300). On average, each of these corporations reported an
employment level of 44,000 and certification level of 2,700,
which implies an average ratio of certifications to employment of
8.5 percent. Of course, fast food restaurants are well known for
their high turnover, which partially explains the high levels of
certifications.




3. RECRUITMENT, HIRING, AND

CERTIFICATION REQUESTS

Firms use a variety of methods for attracting, selecting,
and screening job applicants. In addition, we found variation in
hiring practices across regions and divisions within a single
corporation. The first question addressed was how the firm
determined whether or not job seekers were eligible for a tax
credit. Generaliziny from the responses, we derived three models
that encompass the most common procedures followed by compan‘es.
These models are depicted in Figures 8-1 and 8-2.

In model 1, the employer is aware of the TJTC program and
has called the Employment Service to request referrals who are
TITC eligible. The ES screens applicants (or selects previous
applicants from its files) and refers eligible individuals to the
employer.

In model 2, the firm recruits and solicits applicants from

sources other than (or in addition to) the Employment Service.

At some point during the application process, the firm has all
applican' s21 undergo an eligibility determination. In some
cases, this process is completed by supplemental questions on the
application form. 1In some cases, a company interview (on site at
the hiring location or off site at a headquarters location)
administers a short questionnaire (see Appendix E.) Finally, in
some cases, the eaployer has all applicants call an outside

consultant who administers a short questionnaire. 1In all cases,
the employer (theoretically) has the information that the appli-
cant is or is not eligible for TJTC prior to making the hiring

decision. If the applicant is eligible and a positive decision

21at least all potentially eligible (according to someone's
judgement) applicants.
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is made, then the employer will send the individual to the Em-
ployment Service along with an intent to hire notification to
request a certification.

Far more typical in our sample than either models 1 or 2 was
model 3, in which the eligibility determination is made after the
hiring decision. Between the time of the employment acceptance
and the first day of work, the new hires (in some companies, all
new hires) answer a brief questionnaire (again administered on
site or off site by corporate personnel staff or administered by
a consultant) and, if deemed eligible, are directed to the SESA
for vouchering and certification. 1In one or two cases, only
newly hired individuals who were "suspected" of being eligible
were directed to the SESA, where an eligibility determination was
made. The most common situation was that all new hires for
certain positions were given a TITC eligibility questionnaire
along with their W-4 forms (see Appendix E) or all new hires for
certain positions were instructed to call a consuitant.

In any of the three models, a job applicant may arrive at
the firm with a voucher in hand. Prior studies have suggested
that coming to a firm with a voucher is disadvantageous.22 1In
any case, employers reported that this situation occurred rarely.
As one employer put it,

Not many come off the street already certified [sic].
Another said,

Not too many individuals are already certified [sic] when
they apply for a job

22gee Burtless and Cheston (1981) and Moran (1982). For count-
erevidence see Hollenbeck and Smith (1984).
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Aside from the few cases where the applicant is already
vouchered, models 1 and 2 represent the practices where eligibil-
ity is determined prior to the actual hiring decision; in model
3, it is determined after. Exhibit VIII-2 presents the percent-
age of firms by industry and for the total sample where eligibil-
ity determination seems to occur predominantly prior to hiring.
It was not straightforward to calculate these percentages since
regions, districts, or localities reported practices that dif-
fered from what the corporation reported or because some respond-
ents indicated that sometimes they used one model and at other
times used another model. For example, a respondent indicated
that for mass hirings when they open a new store, they use the
Employment Service and ask for TIJTC eligible workers. But when
they hire for an already existing store they make the hiring
decision prior to determining eligibility. Exhibit VIII-3 pre-
sents summary data on the intensity of TJTC usage (ratio of
certifications to employment), incentives, consultants and timing
of screening. There seems to be a relationship in which screen-
ing before the hire is associated with more intensive usage.

EXKHIBIT VIII-2
Employment and Treining Administration

PERCENTAGE OF FIRMS THAT HAVE ELIGIBILITY DETERMINED
PRIOR TC THE KIRING DECISION, BY INDUSTRY

Industry Percentage
fating and drinking places T TTTTTTTIOTTITTOTTTOTTTIOTTTTTOURRR T
Hospitals and nursing care facilities 14
General merchandise stores 0
Textiles 20

Food stores 25
Kotels and motels _29_
TOTAL 23%

Considering the hi~ing process in its constituent phases of
(i) recruiting applicants, (ii) having application forms com-
pleted, (iii) conducting interviews, (iv) gathering additional
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Ratio of 1984
Certification Type of Use Timing of
Industry to Employment Incentive Consultant Screening

Hotel and moteis 29.3 other N After

Eating and dri~king 27.4 $/cert N After
places

Eating and drinking 17.6 PeL N Before
places

Eating and drinking 13.3 $/cert N Before
places

Eating and drinking 12.3 P-L Y After
places

Food stores 1

0 Before
Hospital and nursing 6
)

.2 other
.7 After

$/cert

care facilities
Eating and drinking
places
Hotel and motels
Eating and drinking
places

.1 $/cert Y Before

no Y Before
$/cert Y After

Hotel and motels

5. DX Y After
General merchandise 5.

no Y After

1

0
stores

Food stores .3 no Y After

Eating and drinking 0 other

places

4

4

Y After
Food stores 3
2
2

.0 P-L Y After
Hospital and nursing .7 $/cert N After
care facilities
General merchandise
stores
General merchandise 1.5 no Y After

stores

.1 no Y After

Textiles 1.4 no Y After

Textiles 1.3 no N Before

Textiles 1.0

Hospital and nursing 14
care facilities

Textiles .8 no Y After

Hospital and nursing .7 no Y After
care facilities

General merchandise 7 no Y After
stores

Hotels and motels 7 no

Hospital end nursing .6 no
care facilities

Food stores .5 no

Hotels and motels 4 P-L

Hospital and nursing .2 $/cert
care facilities

Textiles .1 no Y After

no Y After
other Y Before

After
After

- =

After
After
After

- < <
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EXHIBIT VI}11-3
Employment and Training Administration
INTENSITY OF TJTC USE, INCENTIVES,
CONSULTANTS, AND THE TIMING OF SCREENING
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information through reference checks or retrieving prior employ-
ment or school recoxds, and (v) deciding upon which applicant to
hire, only the first and last phase have been affected by TJTC.
Aside from one or two companies having modified their application
forms (to incorporate TITC eligibility questions), we uncovered
no evidence that firms had changed their hiring standards, that
firms had taken more or less applications per opening, that firms
had conducted fewer or more interviews per opening, or that firms
had undertaken additional reference checks over and above their
normal procedures. A significant change in hiring practices,
however, was an increased usage of the Employment Service,
community-based organizations, or vocational rehabilitation
agencies for employment referrals by some firms.

Employment Service and Community-Based Organizations. Over-
all, respondents to the case studies held generally favorable at-
titudes toward the Employment Service. Following is an excerpt

from one company's Policy and Procedures Manual for personnel
managers:

Consider using the local Job Service or State Rehabilitation
Agency to fill your staff vacancies. If you use either, you
do not need to alter your hiring criteria, and in fact, you
should emphasize the specific skills required for the posi-
tion. The Job Service and the Rehabilitation Offices will
usually bend over backwards to send only qualified individ-
uals. Besides saving you time and advertising dollars,
using these offices to fill your vacancies will improve your
TJTC rapport with the Job Service, in fact, you should
express your interest in TIJTC-qualified candidates. If you
would like assistance in establishing a hiring relationship
with your local Job Service, or Rehabilitaticn Office, call
anyone at . Alternately, ask your local Job Service
representative to join you for lunch at your unit to discuss
your hiring needs.

In response to a question concerning relationships with the ES,
43 percent of the respordents indicated good relationships and
that TITC increased usage of the ES, 46 percent indicated that
they were already using the ES and TJTC had little additional
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impact, while 8 percent indicated displeasure or had no opinion
or knowledge about the subject.

Macro Systems, Inc. (1985) reported an innovative vouckerinc
practice in one state--telephone vouchering. Some of the re-
spondents in our case studies were located in that state and they
all expressed satisfaction with this procedure. Said one,

The telephone service is by far the best part of the program
in terms of its ability to make it work with the least
amount of bureaucratic interference.

TITC seems to be a positive factor for the ES. As one
employer put it,

A lot of our facilities didn't know what the Job Service
was. They thought we had to pay a fee to then.

Some respondents indicated that problems exist in attempting to
use the ES. Said one manager,

We've had a battle in our company because of the image and
perception of the type of individuals they would receive
from the Job Service. But because of more recent experi-
ences with the Job Service and initiatives from our cor-
porate office, we've managed to turn this thing around.

Yet the battle still exists in some places. Some respondents

reported that the Job Service offices were hard to deal with--not
very well organized as witnessed by them having to do some things
twice because of poor filing systems and not very well trained in

specialized areas like TJTC summer employment. An employer
stated,

We can see where the federal government has tried to make it
less bureaucratic, but when you get down to the state and
local ES offices, they don't see it. In some states it's
very hard to get certifications at all--che rules they want
to play by.

136
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One employer noted that some offices were four or five months
behind on certifications and that sometimes employees had quit by
the time the certification was received.

Hiring Decisions. Besides an increased use of the Employ-
ment Service or community-based organizations for soliciting
applicants in a large percentage of firms, the other phase of the
hiring process affected by TJITC was the actual hiring decision--
i.e. when a hiring ~./icial has a surplus of applicants for an
opening, how particular applicants are chosen to receive an
offer. To gauge whether this decisionmaking process had been
affected hy TITC, we asked all respondents whetber they could
recall uny instances in which hiring preference was given to an
applicant who was eligible for TJTC over an equally cualified
applicant who did not happen to be in a target group. Twenty-two
perc:nt said yes. We probed the respondents who had indicated a
yes for how often this had occurred. Most would not hazard a
guess; but we did receive answe.s that ranged from less than 10
percent of the tine to 25 percent of the times a TITC credit
eligible was hired.

Consultants. In the 1982 survey, respondents told us that
they seldom used consultants or management assistance companies
(MACs) to screen applicants for eligibility. They were reported
to be responsible for less “han 1 percent of known TJTC hires
prior to Septemker 1981 and less than 2 percent of TJTC hires
after that date. This is changing, however. In 5 of 12 states

visited by the Macro Systems process analysis team in 1985,
Employment Service officials estimated "that 50 percent of their
TITC voucheriny workload is generated »y referrals and requests
for certification from consulting firms" (Crosslin et. al.
1985).

Approximately 75 percent of the corporations in our sample
use consultants for TJTC, although we learned that in most of
these cases, the use of consultants was not universal across all
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divisions, regions, or localities of the firm.23 In some cases,
the corporation mandated use of consultants throughout the firm.
But in other cases, use of consultants was a decision that was
made at the regional or district level. In one large corpora-
tion, there was nc corporate policy on the issue and indeed, the
corporate headquarters insisted that we speak to a consulting
firm because it could best represent the corporation's policies
and procedures regarding TJTC. That consulting firm had been

chosen to handle TJTC by 30 of the corporation's 31 regional
offices.

In general, the consultants screen applicants for TJITC
eligibility, make appointments with the ES to get individuals
vouchered and to file certification requests, follow up on all
requests, and provide employers with reports. A common procedure
is for the employer, after making the hiring selection, to
initiate a telephone call to the MAC in the presence of the new
employee. The phone is then turned over to the worker. The
worker is promised confidentiality and a short interview is
conducted. (In some cases, the employer is able to overhear the
worker's side of the phone conversation.) The employer then
receives the phone back from the new hire and is told by the MAC
whether the individual is probably eligible for TITC. 1If the
individual is eligible, the MacC immediately sends a letter to the
Employment Service requesting certification. Though the majority
of employers were reluctant to discuss their financial arrange-
ments with consulting firms, we learned that compensation was
either a percentage the actual tax credit earned by the employer
or a dollar amount per certificate issued to the employer. Ex-

hibit VIII-4 shows the financial arrangements that were reported
to us.

23ye estimated that these consultants were responsible for about
75 percent of the certifications reported by respondents. How-~
ever using the ratio of certifications to employment as a measure

of program intensity, it is the case that only one of the 7 most
intensive users rely on consultants.
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EXHIBIT viI1-4
Employment and Training Administration

; CONSULTANT COMPENSATION ARRANGEMENTS

Percentage of credit

- 27% of credit

8% to 15X of credit - average of 10.5%
- 10X of credit
- 13%X of credit
- 18X of credit

Payment/certification

- $150/certification for first 3,000; $135/certification after 3,000
- $200/certification

$40/certification per month employee stays with firm up to

maximum of $320. No payment if employee stays less than
3 months.

We found that regional, district, or local managers did not
always agree with the corporate policy of using consultants.
Following are two statements along those lines:

(District-level respondent). We have some disagreement
regarding corporate policy--it really is not necessary to
use consultants. The paperwork is minimal and there was no

reason to pay consultant fees for something which could be
handled internally.

(Regional-level). As a regional manager, not sure why a
consultant is used. I had much resistance from my Field
Managers because they felt consultants were rude to new

hires. . . . Corporate has been notified about the prob-
lem . . . no complaints recently.

Of those using consultants, most felt that the consultants
will secure more certifications for them and ultimately more tax

savings. When questioned why their company uses the consultant
firm, one tax director reported,

"Consultants have a direct monetary incentive (they get paid
based upon the number of certifications), that personnel
managers may not take seriously. If a personnel manager
does not call in a new hire, our consultant sends me a nasty
letter each month: 'We're here to try to do business and

help you, you've got to cail us.' It's sort of a checks and
balances system."
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other responses were:

. Believes consultant is used kecause they can ask cer-
tain questions the company feels legally they can't
ask.

. Our company did not feel we had the capability in-
house.

e Felt managers refused to take the time to get fully
involved with the program. One of th~ir priorities,
but probably 14th on a list of 20 priorities.

. We felt we were losing certifications and the con-
sultants provide a uniform system for all of our
facilities.

. Use firm for ease of compliance; ease of paperwork

flow. It's a convenient and less time-consuming way of
handling this progran.

There were several companies who had originally used a
consulting firm and after evaluating their services versus costs,
had decided to set up internal systems similar to that of the
consulting firm. This occurred in 11 percent of the co.,.anies
surveyed. These companies reported that additional savings had
resulted for their company. Other employers wanted to develop a
system in-house, but were hesitant because they did not want to
undertake fixed costs “nless the TJTC program were extended for a
longer period of time than a year. These employers therefore
contracted with a consultant on an annual basis.

While many managers believed that the MACs increased their
use of TITC, Exhibit VIII-3 demonstrates that this is not the
case. The eight firms which dif not rely on consultants were in
all cases but one the most intensive users of TITC in their
industry. In the Textiles industry, the company that didn't rely
on consultants missed being the top user by only a hair. The
eight firms not using consultants accounted for 29 percent of the
certifications obtained by case study firms but only 7.7 percent
of the employment. In other words, the firms in our sample that
employed management assistance companies to do their screening

virr-10140




certify only one-fifth as many TJTC eligibles relative to their
employment as the firms that do not employ MACS. 1If the industry
is held constant, the contrast is almost as dramatic.

Management consultants have probably stimulated some firms
to participate in TJITC or to expand their usage of TJTC. But,
their contribution to the marketing of the program comes at a
cost. 1In most cases, they market a system for claiming tax
credits for new hires who are not known to be eligible when
hiring decisions are made. Ten of the 13 MACs interviewed in
March 1986 reported that over 95 percent of their clients screen
for TITC eligibility after the hiring decision is made. One very
large MAC "thought" a significant share of its clients were
prescreening but could not estimate how many. Another encouraged
its clients to conduct the telephone sCreening ear.ier in the
hiring process and reported that 75 percent of its clients were
screening for TITC eligibility prior to the hiring decision. A
third MAC had developed a proprietary screening procedure that
was apparently being administered by the firm's own staff prior
to the hiring decision. Three MACs reported encouraging their
clients to ask the Employment Service for referrals, the other
MACs reported that very few of their clients were requesting TJTC
referrals from the Employment Service. The very existence of
thei. screening system makes referrals unnecessary.

Since consultants are seldom able to influence recruitment
efforts and hiring selections, they concentrate on getting tax
credits for people already hired; and not on increasing the
number of eligibles hired. This indeed may be one of the reasons
why firms choose to use consultants. Most employers say they do
not want their hiring selections influenced by the prospect of a
tax credit. Employing consultants to manage TJTC is a way of
achieving that objective. It is hard to escape the conclusion
that using consultants to screen for eligibility maximizes the
windrall element of the program and reduce the achievement of the
program's social objectives.
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4. EXPERIENCE WITH TJTC WORKERS

It may be claimed that a wide perception of TJTC workers are
that they are not as capable or reliable a3 their non-TJTC eligi-
ble counterparts. This was not the case for the employers in our
case studies. A clear modal response was that there was no
difference between TITC and non-TJTC workers in similar jobs as
long as both had the same level of job experience (65 percent
provided this response). These employers claimed adamantly that
they have not lowered hiring standards in order to hire TJTC
eligible applicants. One company executive stated,

No one is asking you to hire anyone who doesn't meet our
employment standards. You have the final say on who works
for you. As mentioned earlier, we want to maintain high
standards. But give these people a fair break. There are
literally millions of target group individuals and a lot of
them will make excellent workers. It is foolish to disre-
gard this important opportunity.

0.1 the other hand, some employers did report differences
between TJTC and non-TJTC workers in terms of productivity and/or
turnover. Occasionally it was the case that TJTC workers outper-
formed non-TJTC eligibles in these dimensions, but typically it
was the other way around.

Question II-1 of the case study questionnaire asked respon-
dents whether, on average, TJTC workers have been reliable work-
ers. The case study interviewers probed further and asked re-
spondents to compare TJTC eligible workers to other workers.
Exhibit VIII-5 shows a tabulation of the responses that were
received--65 percent indicated that there was no noticeable
difference between TJTC and non-TJTC workers, 7 percent felt TJTC
workers outperformed their counterparts, 13 percent indicated
that TJTC workers were not as productive or reliable, and 15
percent provided no response.
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In question II-2, we asked specifically about the produc-
tivity of TITC workers vis-a-vis non-TJTC workers. In Exhibit
VIII-6, we provide a summary of the responses to this question.
As would be expected, the responses correspond closely to the
prior question. About 65 percent indicated no difference in
productivity, 11 percent felt the productivity of TJTC workers
was lower than non-TJTC, about 4 percent felt that the productiv-
ity was higher, and 20 percent did not respond.

EXHIBIT VIII-S
Employment and Training Administrat on

RESPONSES TO QUESTION COMPARING TJTC ELIGIBLE AND
NON-TJTC ELIGIBLE WORKERS IN SIMILAR JOBS

Number

Response Responding Percentage
No difference 48 65%

TJTC outperforms 5 7
TJTC less productive 10 13
No answer/DK 1 15

EXHIBIT VIII-6
Employment and Training Administration

PRODUCTIVITY COMPARISONS BETWEEN TJTC AND
NON-TJTC ELIGIBLE WORKERS HOLDING SIMILAR JOBS

No Difference in Productivity 65%
TJTC Less Productive 11%
TJTC More Productive X
NA/DK 20%

For those employers who indicated that there was a sys-
tematic difference in productivity, we asked for an estimate of
the different.2l. Six employers who said that TJY'C workers were
less productive could provide estimates of the differential;
their responses were 10 percent, 25 percent, 30 percent (twice)
35 percent, and 50 percent. Three employers who indicated that
TJTC workers were more productive gave estimates of 5 percent, 10
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percent, and 30 percent differentials. 3ishop (1984) reported
results when this same question was posed to a sample of employ-
ers (from smaller firms). In that study TITC workers were about
7 percent less productive, when averaged across the entire sam-
ple. In our case studies, the sample average was about 2.5 per-
cent less productive.

Finally, we asked about employers' experiences with the
turnover of TJTC workers. A large share of the employers did not
have this information or did not answer for other reasons--46
percent. In the remainder of the responses, 39 percent of the
sample reported no turnover difference, 8 percent reported TJTC
workers had higher turnover, and 7 percent reported TITC workers
had lower turnover.

Occupations. Most of the responses in the cases studied
confirmed the sterotypical notion that the jobs that TJTC eligi-
ble people were filling were entry-level, low skill jobs. How-
ever, in the fast food and in the health care industries, re-
spondents indicated that managerial personnel were being hired
and certified as tax credit eligible employees. Said one
employer,

Most TJITC workers are hired at waiter or waitress level, but
we have hired a few Managers also!

5. CORPORATE MANAGEMENT PROCEDURES

An objective of the case studies was to learn of any man-
ageriai procedures such as specialized training or recordkeeping
that have arisen because of TITC. 1In addition, we asked the
corporation how the company had come to know of the program and
whether any particular person within the firm had been instru-

mental in promoting its usage. These issues are discussed in
this section.
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Corporate impetus. Since the program was over 5 years old
at the time of the interviews, we encountered a number of re-
spondents who were unsure of how the corporation learned of TITC
or whether an individual or a department was the major impetus
within the firm. However, over 50 percent of the respondents
could identify a corporate source. Following is a rank ordering
of their responses:

1) Corporate tax department

2) Corporate executive (CEO, VP of Personnel, etc.)
3) Consulting firm

4) Employment service

5) Community-based organization or sc¢hool

6) National association; corporate iegal department

These data are difficult to interpret because some respondents
focused tneir answers on who in the organization first learned of
TJTC, while others were knowledgeable about the source of the
information--e.g. the Employment Service or a national industry
association. 1In either case, there were a number of firms in
which one particular individual was instrumental in getting the
corporation heavily involved in using the program. Note the
following comments:

» Executive vice President attended a
seminar in December 1979 where the program was introduced.
He came L.~k and worked on methods to implement the

program.

I (Vice President of Taxes) read about the program in a
publication from U.S. Govermment. I presented it to top
Management and urged theam to get behind it, which they did.

Management training. Approximately 80 percent of the re-
spondents reported that some type of training or information was
provided to corporate staff, particularly local hiring managers,
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about TJTC. The types of training varied widely from formal
seminars devoted solely to TJTC to occasional memoranda or news-
letters. Exhibit VIII-7 lists the types of training or informa-
tion provision in which the employers engaged.

EXHIBIT VIII-7
Employment and Training Administration

TJTC TRAINING OR INFORMATION PROVISION ACTIVITIE.

Activity Percentage of Responses
+
Informational Memoranda/Manuals/Training Packets 26%
Corporate (or Regional or Divisional) Meeting/ 20
or Seminar

Consultant Provides Training 12

TJTC Covered in Manager Orientation/Training 12

Trainer Travels to Field Sites 5

No Training 16
NA/DK/UnSure 9

Incentives. One of the important differences between TJTC
and CETA-OJT contracts is that in TJTC it is the corporation that
benefits initially (through reduced taxes) rather than the subun-
it of the corporation where hiring decisions are made. However,
TJITC is trying to change decisions--who is recruited and hired--
that are made at the plunt and store level rather than the corp-
orate level. If hiring a particular TJTC eligible turns out to
be a mistake, it is the first line supervisor and local manager
that have extra work to do, not corporate management. Iocal
staff are not likely to make risky hiring decisions to generate
greater tax credits unless a reward is provided. They will
probably also be reluctant to do the paperwork necessary to get
2ligible workers certified. Foreseeing this problem many of the
corporations hiring large numbers of unskilled workers have
established TITC incentive schemes for their local managers.
Approximately 55 percent of the corporations had incentive
schemes in place, although the incidence of such schemes varied
widely by industry. No respondents in the General merchandise
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store, or Textile industries had an incentive system, kut 8 of
the 9 fast food firms and 5 of the 7 health care firms had estab-
lished such schemes.?1

The incentives which employers offered cculd, for the most
part, be categorized into two schemes. Some corporations pro-
vided direct remuneration to local managers or to district man-
agers on a per certification basis. In most cases, these pay-
ments were rather modest ($50-$100 per certification as long as
the worker remained employed for a particular length of time).
In one case, however, a district manager reportedly earned arcund
$600/month in boruses. The second major type of financial in-
centive could be classified as an indirect incentive. Local or
district managers receive bonuses based on the profit of their
operation and TJTC credits are figured into that profit figure.
Thus the local managers are aware of the fact that they can earn
larger bonuses if they hire TJITC workers.22

Other types of incentives that were reported included a
point system for managers in which points were earned for hiring
TITC eligibles (as well as for other non-TJTC related activities)
and then prizes were awarded based on points earned. In another

21an examination of Exhibit VIII-3 indicates that these incen-
tive schemes appear to have a major impact on TJITC utilization.
All eight of the heaviest users of TITC (defined by their ratio
of certificaticas to employment) had such incentive schemes in
operation. Of the next eight most intensive users, 4 or 5 had
incentive schemes. Of the 15 least intensive users only 3 em-
ployed such a scheme. The corporations with incentives schemes
accounted for about 80 percent of the TITC certifications in the
study. Clearly the local managers at these firms have a personal
interest in both certifying the TJITC eligibles that are hired and
increasing the number of TJTC eligibles hired. The incentive is
there; however, the magnitude of the hiring response is unknown.

22ye interpreted an employer's response as facing this type of
incentive only (i) if the respondent indicated that TJTC credits
were calculated into the P&L statement, (ii) the respondent
indicated that they received bonus (or regular) compensation

based on profit, and (iii) the respondent called this arrangement
a TJTC incentive system.




corporation, a quota systeam was used and managers were evaluated
partially on whether they reached their quota.

Aside from the incentives for corporations, twoc of the
companies gave new hires a $20 honorarium (or reimbursement) for
going to the Employment Service and being vouchered.

Reasons for not claiming credits. Because of the discrep-
ancy between total credits claimed on tax returns and certifica-
tions issued, we asked corporations if they could recall any
cases when a credit was not taken and, if so, why. Exhibit VIII-
8 provides a summary of the responses. As can be seen, just
under 50 percent of the firms indicated that as far as they knew,
they took a credit for every certification. Among the corpora-
tions that affirmed that there were instances when credits were
not taken, the most common response was that the tax department
felt that the certification might be disqualified because of
timeline:s of issue relative to start date. Also mentioned were
cases where the employee had previously worked for the firm (in
another location or at the same location, but for a previous
manager), cases where the employee quit after a very short period
of employment (less than 1 day, for instance) and the firm felt
that the potential costs in terms of verification/audit possibil-
ity were greater than the tax benefit, and cases where the Em-

ployment Service was so late in sending the certification that a
fiscal year had lapsed.

EXKIBIT VIII-8
Employment and Training Admiristration

REASONS GIVEN FOR NOT CLAIMING TAX CREDIT

Reason | Number Percentage
Credits always claimed 16 43%
Tax department questioned validity because 9 24

of timeliness

8
5
5
14

Employee previously worked for corporation
Employee only worked for short period of time
Administrative delay in receiving Certification
NA/DK

Wi NN W
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6. EMPLOYER OPINIONS AND RECOMMENDATIONS

The final part of the case study instrument asked employers
for their opinions about TJITC and to provide any recommendat:ons
that they might offer to program administrators. About 84 per-
cent of the respondents expressed a general opinion about the
program, of which almost a 3 to 1 majority seemed favorably
disposed toward it. Interestingly, negative comments were re-
ceived by some of the most intensive as well as least intensive
users of TITC. A sampling of some of the pros and cons follows:

(1) Opinions

"As an American citizen, I think it should be eliminated.

As an employee of + We've taken advantage of the
tax credit, but still in all as a total statement, I don't
think the program is meeting its objective.™ (Low intensive
use of TJTC--Health care)

"I think it's a rip-off, the disadvantaged are still disad-
vantaged."® (Medium intensive use--Grocery stores)

"I think the program is good because we do hire a lot of
minority people that would not be able to get jobs. I
believe that the company should get tax credit for it (a
reward)." (Low intensive use--Textiles)

"Company is already employing this type of individual, and
would even without the program. Government should ease up
on taxes of total revenue." (High intensive use--Fast
foods)

"Provides an opportunity t. start at the bottom and work up
the ladder. Allows managers to be more flexible about total
number of employees. It has also taken people off welfare."
(High intensive use--Fast foods)

"We now have many people who are working and paying taxes
because of TJTC." (High intensive use--Fast foods)

"Program has created good employment connections that would
have been otherwise been overlooked." (Medium intensive
use-~-Fast foods)

"Has allowed a labor-tight corporation to add workers oc-
casionally.” (Medium intensive use--Fast foods)
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"Good program, as opposed to welfare programs. This sup-
ports people who are willing to work." (Low intensive use--
Health care)

"Program has good structure, provides a very meaningful
incentive and motivation to reach out in community and hire
people you wouldn't ordinarily hire." (Medium intensive
use--Grocery stores)

"The vouchering process is a difficult one. Having to send
someone to the employment service, pull them off the job for
two hours-four hours. They have no commitment on their part
for the tax credit." (Low intensive use--Hotels)

"Basically one of the best programs that has come forth as
far as taking certain hard to employ groups and getting them
jobs." (Medium intensive use--Hotels)

"We use the program fairly extensively. If the program
wasn't in place, we would still be hiring these individ-
uals."” (High intensive use--Hotels)

"Needs to be worked out because it's been misused. It's a
good program and opens jobs in certain areas and pockets.
Smart business people didn't need it. It allows business to
raise profits." (High intensive use--Fast foods)

Recommendations. Employers had numerous recommendations to
suggest for program administrators. One type of recommendation
was to include additional populations as target groups:

"Extend age bracket to allow older people to work, such as
unved mothers."

"Extend disadvantaged youth beyond age 24--possibly to age
49. Also include sing’e mothers."
"All coop students for year round employment"

Other recommendations dealt with administrative procedures,

"Simplify administration and handling of the program."

"Need to consolidate federal programs; hara to deal with 42
different people."

"All the complexity of the program is forcing companies to
use outside ccnsultants to administer."

150

VIII-29




"Program needs to be extended for more than one year at a
time--simply because in most corporations it takes a lot of

) ' energy and money to set up procedures and policies for a
program."

7. SUMMARY

The following points summarize the case study findings:

. Most companies '\ndertake eligibility determinations
after the hirin. decisions are made.
. Some companies, particularly in the fast service food

industry, report that tax credits allowed the firm to
expand employment.

. Although most TJTC workers are hired into entry-level ]
low skill jobs, s>:e firms have begun to get credits
for workers hire: into managerial positions.

. TJITC has increased usage of the Employment Service
and/or improved relationships with the ES for about 40
percent of the firms; another 40 percent reported that
they used and were ‘.appy with the service for the ES
irrespective of TJTC; the remaining 20 percent reported
some prohlems with their relationships with the ES.

. Consultants are used extensively. Most companies feel
that they get larger tax savings or at least save
enough administrative costs to warrant their usage.

. About half the companies use financial incentives to
spur TJTC usage.
. Employers reported very little productivity or turnover

differences between TJIJTC and non-TJTC workers.

A number of firms do not claim all their credits be-
cause (i) some certifications may not have been re-
quested in a timely fashion, (ii) some certified
workers previously worked for the corporation, and

(1ii) some workers quit after a very short period of
time (less than 1 day).

These findings need to be interpreted with care. In almost
all cases, we felt that the employers were candid and %ried to be
helpful, but the data are self-reported, and are thus subject to
the veracity of the respondents' perceptions. Furthermore, it
should be recognized that employers have a direct stake in TJTC,
and thus, are presumably not unbiased.
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IX. SUMMARY AND OPTIONS FOR REFORM OF TJTC

This chapte: reviews the evidence detailed in the prior
chapters on the two major problems faced by the Targeted Jobs Tax
Credit--low employer participation and uncertain cost effective-
ness--and then discusses ways in which TJTC can be improved
and/or reformed to make it more effective. Both incremental and
structural reforms are considered.

1. THE PROBLEM OF LOW PARTICIPATION

Most employers report they have heard of TJTC but only a
small number of firms are participating. In the locations stud-
ied, 77 percent of employers responsible for 90 percent of all
employment had heard of TJITC by the spring of 1982. Only 7
percent (representing 18 percent of employment), however, had
been personally contacted about the program by a government
official and only 6.7 percent (representing 20 percent of employ-
ment) had initiated a personal contact to learn more about it.
Under 5 percent of employers (accounting for less than 25 percent
of employment) typically participate in the program in any given
year. And only 2.87 percent of the employers (accounting for 15
percent of employment) reported that they "make an effort to
select nevw employees that are tax-credit eligible."

Among the participating firms, utilization is highly uneven.
A small number of firus account for a large share of certifica-
tions, with certain retail (eating and drinking establishments)
and service (hotels and motels) sector corporations predominant.
Interest in certifying tax credit eligible workers is so keen in
some of these firms that they provide monetary incentives to the
hiring managers of local establishments and/or engage management
consultants to increase usage of the program. Obviously, these
firms are benefitting (or they wouldn't be trying so hard to
participate), but what about the target population?
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In fiscal 1985, the ratio of TJITC certified new hires to
total private sector employment was only about 0.7 percent while
unemployment was averaging 7 percent. Since many more people are
unemployed at some point during the year than are unemployed at a
point in time, the program helped considerablv fewer than 5
percent of the people who were unemployed during the ycar.

As pointed out in chapter I, the Congressional Budget Office has
calculated that in the largest target group, disadvantaged youth,
only about 10 percent of eligibles are having their employment
subsidized by the program. Relative to the problem it is ad-
dressing, TJTC is of quite modest scale. At such a scale it
Clearly cannot end welfare dependency and structural unemploy-
ment. Limitations on eligibility and small budgets do not ac-
count since the modest scale of the program for it is an entitle-
ment and the pool of potential eligibles is quite large.

There are four primary causes for TITC's low participation
rate:

. In its initial months, most employers were not aware or
were only vaguely aware of the program. A spring 1580
survey of employers found that only 17 percent of all
employers representing establishments responsible for 33
percent of all employment reported being "familiar" with
TJTC (EOPP Employer Survey). Firms that reported being
familiar with the program often knew very little about
it.

. Many firms are not able to benefit from the TJTC because
either they do not have tax liabilities which the tax
credit may reduce, they are not hiring, they are required
to rehire laid off employees first, or they do not hire
unskilled and untrained entry level workers.

. There is a stigma attached to being a member of most of
the TITC'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
employment service to refer TJTC-eligible workers to their
firm. Furthermore, many applicants feel that telling
prospective employers of their eligibility for TJITC may
hurt their chances of getting the job.
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. The complicated rules of eligibility mean that most em-
ployers are unable to identify who is eligible inde-
pendently and that government certification of employee
eligibility is necessary. This lowers participation
because: (a) it often forces the firm out of its tradi-
tional recruitment channels; (b) employers fear that it
will introduce red tape into the hiring process or bring
about unwelcome government interference (the costs of
identifying and certifying who is eligible are thus major
deterrents to participation); and (c) the program's suc-
cess depunds upon cooperation between private business and
government.,

These problems are not solved easily. Some are probably
inherent in a targeted employment subsidy. The very rationale of
the program rests on its being targeted on hard to employ work-
ers. Targeting, however, means that eligibility certification
must be done by government agencies and that employers are likely
to perceive those eligible for subsidy as less productive than
other job applicants. This reduces participation. If less
stigmatizing criteria were used to def:ne target groups, eli-
gibility would have to be broadened and the program's cost effec-
tiveness would be raduced.

A low participation rate does not imply that TJTC is low in
cost-effectiveness. The low rates of employer participation in
an entitlement like TJTC result from high nonpecuniary cousts of
participation. 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 are eligible, and risking scrutiny from the Equal
Employment Opportunity Commission or the Internal Revenue Ser-
vice) are fixed (i.e., do not rise with the number of eligibles
hired). These costs discourage participation, but for those who
do participate, they should have no systematic effect on the
impact of the subsidy on employment.
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Other nonpecuniary‘costs depend on the number of workers
hired through the program. These variable costs are the incre-
mental costs of searching for, identifying, and certifying eli-
gible workers and the risk of hiring workers who may be less
productive than the typical unsubsidized new hire. These costs
lower the net benefit of hiring extra subsidized workers and
therefore reduce the impact of the subsidy on participatina
firms.

Our exzmination of participation in chapter II suggests
that fixed costs are an important deterrent to participation in
TJTC. 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 subsidized worker was working
in an establishment at which 14.6 percent of the firm's employees
were subsidized. This suggests that, in some of the participat-~
ing firms, the marginal costs of hiring subsidized workers are
and remain low as the employer expands employment of subsidized
workers. Thus the fact that participation rates of firms are low
cannot be taken as evidence that a program has zero or only small
effects on those firms that choose to participate. In fact, a
reasonable argument can be made that the partial equilib>ium
response (extra employment) per dollar of expenditure will be
bigger in a small program than a large program.

When there are important fixed costs to participation, firms
with high elasticities of demand for the subsidized class of
workers and low marginal costs of certifying extra workers are
more likely to participate than firms with low elasticities of
demand and high marginal costs of participation. As a result,
one might expect that the first firms to volunteer to participate
will be more responsive than the firms that are convinced to
participate at a later date. There are, however, other reasons
for being concerned about the present cost-effectiveness of TJTC
and it is to this issue that we now turn.
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2. THE PROBLEM OF UNCERTAIN COST EFFECTIVENESS

The purpose of the TJTC program is %o induce firms to in-
crease their hiring and training of disadvantaged workers. The
program can be considered cost-effective only if (1) a reasonable
proportion of TJTC certifications represent an increase in hiring
of targeted workers and (2) this hiring does not result in other
similarly disadvantaged workers not being able to find a job.
These objectives cannot be accomplished unless participating
firms change who is hired or how many are hired.

(1) TITC's Effect on Who is Hired

Four types of evidence are available on whether TJTC is
changing who is hired:

- Survey responses by employers about how they were
influenced

. Econometric estimates of TJTC's impact on the share of the

workers at participating firms that are under the age of
25

. Experiments in which eligible job seekers were taught to
announce their eligibility to prospective employers

. Data on the relative productivity of TJITC eligibles

Survey responses regarding hiring policies. Four surveys of
employers have asked what impact TJTC had on hiring. The 1982
survey found that 50 “o 80 percent (depending on whether sampling
weights are used to construct the estimate) of TITZ certifica-
tions were at companies that said they tried to select eligibles.
A 1985 survey of large corporations and industries that are heavy
users of TJTC found that 55 percent of these companies had im-
plemented financial incentives for their own staff to encourage
the certification of TJTC eligibles. Most participating firms,
however, try to prevent eligibility for TJITC from influencing who
is hired from the pooi of applicants considered. In the 1982
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survey, only 33 percent of th2 users said that TJITC had either a

great or moderate influence on who was selected. 1In 1985, three-
quarters of the large corporations surveyed reported that screen-
ing for TITC eligibility occurs after the hiring decision is made
and therefore does not influence hiring selections.

The primary response to TJTC seems to have been to add TJTC
eligibles to the pool of applicants considered for the job. In
1982, about half of the eligibles hired were referrals from
agencies probably in response to a specific requests for TJITC
eligitles. In chapter VIII, we reported that aluost 90 percent
of the corporations in the case studies either used the Employ-
ment Service exte.sively for referrals prior to the advent of
TITC or TIJTC resulted in increased usage of the Employment Ser-
vice. The case studies uncovered little dissatisfaction with the
ES contrary to commol. llegations of employer unhappiness. 1In
some instances, TJTC has resulted in the ES receiving exclusive
referral arrangements (lrosslin et al, 1985).

Since 1982, however, referrals have been accounting for a
declining share of all TJTC certifications and new hires identi-
fied as eligible by management assistance companies (MACs) have
grown dramatically. Management assistance companies typically
screen only the new hires, so the growth in use of TITC generated
by these companies has not resulted in a parallel growth in the
impact of the program. Most of this growth has been windfall for
the employers and the MACs.

Econometric estimates of TIJTC's impact on the youth share of
emplcyment at participating firms. Historical data are not
available on the number of disadvantaged workers at participating
firms, so econometric studies of TJTC's impact on the sl .re of
the firm's jobs going to members of TJTC's target group are not
feasible. Historical data on the youth share are available,
however, and was analyzed in Chapter IV. The major findings were

IX-6

1
(
.




that the use of TITC had a small but statistically significant
positive effect on the youth share. The effect of TITC on the
youth share diminishes as TJTC use increases. When TJTC use
exceeds half of employment, further increases in TJTC use have no
further effect on the youth share. The effect of TJITC is also
temporary. The respcnse of the youth share did not persist
beye.id the end of the two year subsidy period.

Experiments where job seekers announce their eligibility.
There have been two experiments where welfare recipients who were
seeking employment were taught to announce their eligibility for
a TJTC to employers when they applied for a job. In both experi-
ments, the group that received this training had a lower place-
ment rate than other eligible welfare recipients who did not
receive this training. (Burtless and Cheston, 1981; Moran et
al., 1982.) These studies are based on very small samples but
they nevertheless suggest that for most employers, signaling
one's welfare recipiency may have powerful stigmatizing effects.

Being a youth from a low income family is probably not as
stigmatizing as being a welfare recipient and this presumption
receives support in Hollenbeck's (1984) analysis of hiring pri-
ority ratings assigned by over 700 employers. 1In this data, TJTC
eligibility had a small statistically significant positive effect
on the hiring priority ratings given. The effect of TJTC eligi-
bility on the hiring priorities ratings varied across firms and
job applicants. Job applicants whose credentials looked good on
paper were hurt by an announcement of their TJTC eligibility.
These findings support the hypothesis that TJTC is causing em-
ployers to alter their hiring choices since it suggests a tend-
ency to favor individuals who are generally viewed negatively and
thus would be least likely to be hired absent the program.
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Relative productivity of the TJTC eligibles hired. The
purpose of targeted employment subsidy programs is to induce
firms (1) to hire disadvantaged workers for jobs that wouid
otherwise have been filled by better qualified workers, and
(2) tec provide the extra training that these workers require to
reach the productivity standard of the other workers in the firm.
If the program is achieving this purpose, comparisons of
subsidized and unsubsidized workers holding the same jcb (or
controlling on the characteristics of the job and the firm) would
show that subsidized workers hae poorer credentials, are less
productive, and require greater than average amounts of
training.

The evidence on the relative productivity of TJTC eligibles
is mixed. When a random sample of firms is asked about specific
individuals and the firm's TJTC hires are compared to other
hires, TITC eligibles are reported to be less productive than the
firm's typical new hires and are generally assigned to the lower
skilled and lower wage jobs. When, however, comparisons are made
with other workers filling the same job, the TJTC eligibles hired
are reported to be roughly equal in productivity.

The analysis of the 1982 wave of the Employer Survey found
that at firms that try to seélect TITC eligible workers, TJTC
eligibles hired had significantly less schooling but were no less
productive and did not require more training than unsubsidized
workers doing the same job.

At firms which do not try to select new employees that are
tax credit eligible, the eligibles had the same qualifications on
paper and got the same training but were significantly more
productive (20-25 parcent) and had significantly lower turnover
rates than ineligible new hires. Apparently the knowledge tha*
particular job applicants were members of a TJTC target group
caused the firms to become particularly cautious when hiring
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those individuals. Not wanting to lower hiring standards and
believing that most TJTC eligibles would make poor employees,
these firms only hired TJTC eligibles who in other respects

looked paiticularly good, and indeed these workers turned out to
be quite prccuctive.

In the 1984 NCRVE survey of about 100 firms that hired a
single TITC eligible during 1980 and 1981, employers reported
that TJTC workers were on average about 7 percent less product-
ive and were considerably less likely to be retained than non-
TITC workers (Hollenbeck 1984). The sample of firms comprising
this survey (made up solely of small users of TJTC) was not
representative of all TJTC users, and so this productivity dif-
ferential is most 1likely not generalizable to all TJTC workers.

In the sample of large firms and large TJTC users inter-
viewed in 1985, 65 percent of employers felt that there was no
productivity difference between TJITC eligible arA ineligible
workers, 11 percent felt the productivity was higher. An overall
sample average was that TJTC eligible employees were reported to
be about 2.5 percent less productive. Turnover rates were re-
ported to be no different. All in all, evidence from the three
data sources indicates that TJTC eligible workers who are hired
are not significantly less nor more productive than non-eligible
new hires for the same job.

When asked directly most employers deny they are lowering
hiring standards in order to hire more TJTC eligibles. The
validity of these denials is supported by the data on the re-
ported productivity and turnover of TJITC eligibles. This im-
plies, however, that TITC is failing in one of its most central
objectives--the substitution of less skilled, less productive
workers who are unable to get and hold a job without the assis-
tance of a tax credit for better skilled workers who can find
another job without assistance. The finding that TJTC eligibles
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are not less productive than the unsubsidized workers who normal-
ly £fill these jobs implies:

- that TITC does not change who is hired (this is probably
what happens in 70-90 percent of the cases),

- that only exceptionally qualified TJITC eligibles are
knowingly hired and claimed,

- that the individuals displaced by TJTC eligibles are also
poorly qualified and unskilled and are likely to have a
difficult time finding another job, or

. that employers systematically underestimate the expected
productivity of TJTC eligibles and thus often incorrectly
believe they are lowering hiring standards when they hire
TCTC eligibles. They are then surprised by how well TJTC
eligibles do but do not revise their opinion about the
average productivity of eligibles.

None of the first three of these outcomes can be considered
positive. Only the fourth alternative implies that TJTC is
causing beneficial changes in who is hired. 1In this fourth
scenario, employers incorrectly stigmatize TJTC eligibles as less
productive, and maintain this belief in the face of contradictory
experience. The tax credit is thus necessary to induce these
employers to hire TJTC eligibles even though those hired turn out
to be equally productive. Supporting this scenario is the fact
that some employers do report lowering hiring standards and that
TITC eligibles do have fewer years of schooling than ineligibles
who take the same jobs. If, however, we accept employer descrip-
tions of their hiring standards at face value, we must also
accept their statements that reductions in hiring standards for
TITC eligibles are quite rare.

(2) TJITC's Impact on How Many are Hired

While the praimary objective of TJITC is to change who is
hired, inducing participating firms to ‘expand employment is an
important subsidiary objective. To date, there have been three
attempts at an econometric evaluation of the impact of TJITC on
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the employment levels of participating firms. The first study
(Bishop and Montgomery, 1985) estimated models separately for
different size establishments predicting employment growth from
July 1979 through December 1979. IJTC had no impact on stab-
lishments with twenty-one to one hundred employees and an im-
portant, though not statistically significant impact on
establishments with more than a hundred employees. Since most
employment is in large establishments, the average (using employ-
ment shares as weights) increase in employment per subsidized
worker was .3.

A study of employment growth in 1981 conducted by staff at
the Congressional Budget Office (Christensen, 1984) found no
impact on participating firm's employment levels.

The study of these same data presented in Chapter IV found
that the estimated effect of TJTC usage depended upon the speci-
fication. When TJTC usage is captured by a dummy varizble for
participation, the coefficient on the dummy implies that TJTC has
increased the company's employment by 2 to 4 percent. When the
TJTC usage variable is the ratio of TJTC certifications to em-
ployment and effects ars allowed to shift when this variable
reaches .5, TJTC utilization is found to have a significant
impact on growth (10 certifications increase employment by about
2) up to the point where the utilization ratio reaches .5 and no
effect beyond that. When the TJTC usage variable is the ratio of

TITC certifications to new hires, estimated impacts of TJTC are
essentially zero.

3. MAKING TJTC MORE EFFECTIVE THROUGH BETTER ADMINISTRATION

(1) Increasing the Effectiveness of TJTC Referral Services

The primary goal of TJTC's marketing strategy should be
increased cost effectiveness, not increased usagz. The cost
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effectiveness of TITC is increased 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 TJTC
eligible referrals and later hires some of these referrals, the
firm's hiring selections are almost certainly being influenced.
When employers screen for TITC eligibility themselves or have a
consulting firm do it for them, they tend to do the screening
after the hiring decision is made. Most of the employers who use
consulting firms to screen and identify eligibles report that
this knowledge does not influence hiring selections. Consequen-
tly, the energies of program administrators should focus on
making referrals by client-centered labor market intermediaries
the primary mechanism by which employers identify TJTC eligible
job candidates.

Participation in TJITC could be considerably increased if it
were promoted more vigorously. If firms are approached in per-
son, it should be possible to persuade a significant share to
participate. Personal outreach is most effective when it simul-
taneously informs the firms 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.

Promotional efforts designed to induce nonparticipants to
give the program a try should simultaneously sell:

. the tax credit (e.g., "The paperwork is small; 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 might 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 candi-
dates who are qualified for your job.")
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Outreach should be increased and targeted on firms which

might hire large numbers of TJTC eligibles. Administering agen-
cies should also target firms that provide training to entrv
level workers and offer career ladd-r opportunities.

Agency staff with contacts at firms that already participate
in the program should try to persuade the firm to accept addi-
tional referrals of TJTC eligibles and to give them hiring

preference.

The agency's goal should be to develop long term referral
arrangements tvith specific erployers. This means the agency must
deveiOp a reputation for rzferring qualified workers and being
honest about any blemishes in the background of the workers that
are refer ed. Follow-up interviews of employers who had certi-
fied only one TITC eligible in a 21 month period found that some
of the employers had stopped participating because they felt they
had not been dealt with honestly (Hollenhack, 1984). One employ-
er, for instance, complained that he ... d not been told about a
rererral's criminal record and ended up being robbed by his TowC
eligible employee. Ex-convicts make up unly five percent of the
TITC vouchered population. It is important that people in other
eligibility categories be free of the stigma of being perceived
to be an ex-convict. The way to avoid this is for agencies to
warn employers if their client has a criminal record.

I. it not clear whether volunteering that one is a TJTC
eligible increases or decreases osne's chance of being hired. The
two experim~ncs impiy that there was and probably still is a
large group of employers for whom TJTC eligibilicy 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
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target groups they will never give prefere:ice to target group
members. As a result, the best strategy is for referring agen-
cies to make the initial approach to all the large and medium-
sized employers in the area. Agency staff should explain the
program and o:fer to rake 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 concen-
trate on selling themselves. Expecting the job seeker to promote
or explain the program is probably unwise. Local agencies should
be discouraged form vouchering when a referral has not been
arranged. Instead they should focus on selling the program to
firms and offeriac to refer TITC eligibles to them.

The disadvaataged worker's job search should not be limited
to firms contacted by the labor market intermediary. Direct
application should be made to other firms. Job-seeking TJTC
eligibles should be discouraged from initiating a discussion of
their eligibility for TJITC or welfare recipient status with
prospective employers. EEO guidelines prevent employers from
asking whetlher a job applicant is on welfare so many recipients
will be able to obtain jobs without their employer knowing they
have been on welfare. If 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, ., .plicants
should not mention their eligibility.

(2) Tighten Up Eligibility Determination

Another important administrative recommendation relates to
the eligibility determination process. The whole rationale of
this program rests on its beiry targeted on needy individuals.
Public support for the program rests on this as well. It is
therefore essential that the integrity of the eligibility deter-
mination process be maintained.
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The procedures used to determine eligibility for TJTC are
less rigorous and more subject to abuse than the procedures used
by other in.ome conditioned programs--(e.g., Pell Grants, Guaran-
teed Student Loans, food Stamps, and Aid to Families with Depend-
ent Children. Where requisite documentation on family income is
not readily available, SESA's are allowed to accept the appli-
cant's signed certification of family income levels (Employment
and Training Administration, 1984). This was the policy in more
than half of the states visited in the prccess study, implying
that more than half of all TJTC determinations of income eligi-
bility are based solely on the word of the applicant. Whether an
individual is a dependent of his or her parents or independent of
them is determined in a similar manner. 1In one state, eligibil-
ity determinations are generally handled over the phone. Almost
everyvwhere, the eligibility determination process typically takes
less than 10 minutes. While the SESA's are required to conduct
quality reviews and audits of a randomly selected 10 percent of
these determinations, these reviews are in most cases limited to
a check of the documentation contained in the person's file.
Independent chocks of the individual's marital status, family
status, and income generzlly would not occur unless an inconsisc-
ency appeared in written record (Crosslin, et al., 1985).

While the job applicant's incentive to falsify a TJTC vouch-
er application is weaker than for programs which make payments
directly to the individual, there is a danger that community
based organizétions, firms and/or management assistance companies
may induce ineligible job seekers to falsify their application.
Consequently eligibility determination needs to be tightened up.
When audits are conducted, vouchered workers should be required
to provide complete documentation of income, family status, and
financial independence of parents. Vouchering should not be
allowed unless documents attesting to eligibility arce signed by
the worker and firm and sent to the ?:ployment Service. Other
mechanisms of tightening up eligibility determination should be
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«xplored as well. The definition of whether the individual is
supported by parents should be tightened and made similar to the
rules determining eligikility for Pell Grants in 1985.

(3) Increased Funding for Administration

There needs to be a recognition that while TJTC is simpler
to administer than other programs targeted on the disadvantaged
such as JTPA training, job clubs, and public service employment,
it is not self-administering. If the program is passively
administered--public officials focusing only on eligibility
determination and auditing--the windfall element of the program
will continue to grow. Management assistance companies are not
motivated by a desire to aid the disadvantaged when they market
TJTC, so they tend to promote a form of participation which
maximizes the windfall element. Having TJTC eligibles market the
program is apparently counterproductive. Only putlic officials
working for client-centered agencies are motivated to market the
program in ways that maximize its potential to aid the disad-
vantaged.

Implementa.ion of many of the proposed administrative
changes will require increases in the staff devoted to TJTC
marketing and administration. Funding for these activities will
have to be increased. 1In addition, local offices need to be
given incentives to focus their TJITC efforts in the right direc-
tion. The extra work involved in additional marketing and in
audits that obtain complete documentation of family income or

family status needs to be recognized. Current practice of evalu-
atinrg local employment service personnel and offices on the basis
of the number of placements should continue, for the objective is
increased placements not increased TJTC certifications. Local
employment service offices should not receive placement credits
or other types of recognition fur 7JTC certifications initiated
by MACs or by employers.




At present, application for TJTC must pe made on or before
the day the new hire begins work if the worker is not already
vouchered. This feature of the program increases the probability
that the sel_ction of the new hire was positively influenced by
TITC. This feature increases cost effectiveness and should be
retained.

4. IMPROVING TJTC THROUGH LEGISLATIVE ACTION

The administrative reforms just discussed will imprcve the
TITC program but real imprcvements in the cost effectiveness of
TITC require legislative action. The purpose of the tax credit
is to increase job opportunities for the disadvantaged, not to
enrich employers who were already hiring the disadvantaged. Yet,
most of the tax credits are going to employers who claim that
TITC eligibility does not influence who is selected ~ut of the
pool of applicants and who screen for TJTC eligibi. _ :fter the
hiring decision is made. Management assistance companies have
helped firms claim windfall tax credits and probably have done
very little to stimulate increased hiring of the disadvantaged.

Major redu-tions ’n the windfall component of the program
are feasible but require significant changes in the structure of
TIJTC. One or more of the following reforms are recommended:

. eligibility needs *o be limited to job applicants who were
vouchered and referred by a client centered public or
nonprofit agency

the firm's eligibility needs to be conditioned on anaudit-
able statement that most job applicants are screened for
TITC eligibility prior to the hiring decision, that hiring
decision makers have this information and weigh it favor-
ably in their selections, that the local staff of multi-
establishment corporations are rewarded for increased TJTC
hiring, and that MACs are not employed to do screening by
large firms '

tax credits need to be available only for growth of TJTC
certifications over 1985 use of tihe program
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(1) Limiting Eligibility to Referrals by Client Centered
Agencies

TITC was deliberately structured so that referrals of eligi-
bles by labor market intermediaries were not essential to its
operation. Some of the designers of TJTC expected other mechan-
isms of matching eligibles to jobs--specifically job seeker
announcements of their eligibility to prospective employers and
employer screening of pools of job applicants for eligibles=--to
predominate. The option of bypassing labor market intermediaries
has not produced the hoped for high participation rates, however,
and the cost effectiveness of the program has suffered.

It is time to reassess this decision. If only referrals
from client-centered public oxr nonprofit agencies were eligible,
the agencies could be given the mission of minimizing windfalls
through administrative action. Placement counselors could be
told to offer tax credits onlv when the firm increases its hiring
of the disadvantaged or raises the quality of the jobs it offers

to clients. Giving them discretion and making them the exclusive
source of tax credit eligibles would greatly increzse the bar-
gaining power of client-centered agencies. One could anticipate
that it would help these agencies develop long term referral

arrangements with employers that would benefit the agency's
clients.

There are some disadvantages to this approach, however.
First, agencies would not face a budget constraint and would come
under strong local pressure to set leniant standards for employ-
ers. Client-centered agencies such as JTPA and the employment
service have been accused of creaming in the past and might not
be willing or able to maximize the benefits of the tax credit
program for their client group. If this strategy were adopted,
it would probably be best to make it a hiring subsidy admini-
stered by JTPA, welfare offices, and rehabilitation offices
rather than a tax credit.




A second disadvantage of making labor market intermediaries
the only mechanism of brining eligibles and employers together is
that participation rates would suffer. Many employ~rs are re-
luctant to accept referrals from government agencies such as the
Employment Service. 1In the 1982 NCRVE employer survey, 70 per-
cent of the employers with vacancies did not list the job opening
with the Employment Service (Bishop, Barron and Hollenbeck 1983).
As 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 Employ-
ment Service referral (Rosenfeld 1975). Informal recruitment
mechanisms are much more popular. About 35 percent of all jobs
were found by applying to the firm without sucgestions or refer-
rals and another 26 percent were cbtained by applying directly t»
the firms at the sugjestion of a friend or relative (xosenfeld
1975). Most firms prafer to hire people who are recommended by
current employees or another employer or who have shown their
desire for the job by applying for it in person. Employers
prefer these informal recruitment channels because (a) such
channels are faster, (b) employers do not become inundated with
job applicants who must be interviewed, (c) they can avoid deal-
ing with government, and (d) they believe that job candidates
obtained from informal sources will probably be more productive
and less likely to quit or be dismissed. This preference acts to
limit the market penetration of any program for finding jobs for
the disadvantaged that depends upon a labor market intermediary--
the employment service, a school's placement cffice, WIN office
or a JTPA subcontractor such as the Urban league. The reduced

utilization, however, is the price one pays for a cost effective
program.
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(2) cCondition Eligibility on Hiring Policies which Minimize
Windfalis

In industries that are heavy users of TJTC, 75 percent of
the companies report that they schedule screening for TJTC eligi~-
bility after the hiring decision is made (Chapter VIII). The
MACs were asked why most of their cl!zants did not screen for TJTC
early in the hiring process so that hiring decisions could be
influenced by the job applicant's eligibility. A common response
to this question was an expression of concern about the fairness
and legality of making the receipt of a job offer depend upon
their telephone interview. There is a cle.- need for Congress to
clarify its intent in this areas:

. The legislation needs to state unambiquously that employ-
ers are expected to give hiring preference to target group
eligibles and that eligibility for the tax credit is
conditioned on giving such pr. ference and on creating
additional jobs for target group members.

. 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 bad publicity or such a suit may have discour-
aged many firms from taking TJTC eligibility into account
when they select from a pool of eligibles.

Management consulting firms have become the predominant
source of TJTC certifications in many states. These trends have
increased the windfall component of the program and diminished
its impact on the disadvantaged. The case studies described ir.
VIII found that tihe ratio of TJTC certifica'.ions to employment is
5 times greater at the firms that do their own TJITC screening or
recruit TJTC eligibles through public agencies than at the firms
that employ consulting firms for screening. One of the primary
thrusts of any effort to increase the cost effectiveness of TJT:
must be to greatly reduce the role of management astistance
companies in the screening of eligibles and force firms to screen
for TJITC eligibility prior to making hiring decisions.
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This can be accomplished by the following legislative
changes:

. Participating firms should be required to either obtain
their TITC eligibles from a referring agency or to conduct
their own screening for eligibility prior to making hiring
selections.

. At least one of the person's participating in the hiring
decision should be required to sign a statement on the
request for certification that they were aware of this
individual's eligibility when the hiring decision was made
and that the information was given positive weight.

. Large multi-establishment firms with decentralized hiring
should be required to have some mechanism of tracking the
number of TJTC eligibles hired by each establishment and
Jf recognizing and rewarding members of their staff who
hire more than average. The reward would not .ave to be
financial, a letter of commendation might be sufficient to
meet this requirement.

. Large firms should be prohibited from using management
assistance companies for screening. This would force
these firms to train in house staff to conduct screening.
This is likely to result in someone taking on the role of
champion for TITC within the company. MACs would be
allowed to do screening for small firms but the screening
would have to be done prior to the hiring decision. The
MACs would be required to submit a description of their
services to IRS or DOL.

(3) Make TIJTC a Margi al Tax Credit

There is now a basis for setting firm-specific minimum
thresholds Ior TITC claims that did not exist when the program
began. TJTC claims in 1984 and 1985 couid be the basis for
setting thresholds which a firm would have to exceed before
getting a tax credit. Cost effectiveness would dramatically
increas. if the threshold for 1986, 1987, etc. were set equal to
80 or 90 percent of the firm's average TJTC claims in 1984 and
1985. The cost of the program would decline but the incentive to
increase TJTC hiring would remain. The fixed costs of partici-
pation decline with time and are not large for firms that have
been using the program for many years so there is little danger
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that employers will completely withdraw from participating in the
program. To avoid being considered unfair to firms that do their

- - own screening and have already become big users of TIJTC, an
industry specific upper limit might be placed on how high this
threshold can be relative to employment. Fairness can also be
enhanced by allowing the threshold to grow with the firm (e.g.,
by defining the threshold as a given percentage of the firm's
wage bill).

This percentage of wage bill threshold should be fjixed for
the life of the program. It should not be updated yearly to
reflect the firm's most recent use of the program because updat-
ing rules dramatically lower the incentive effects of the pro-
gram. When there is updating of the threshold, the firm will
take into account the fact that hiring extra TJITC eligibles *his
year raises the threshold for following years and thus reduces
the tax credits that can be obtained in the future. Under these
circumstances the real benefit of hiring a TITC eligible this
year is no longer the full $4500 tax credit but rather getting
the tax credit now rather than later. Assuming an internal rate
of return of 20 percent, the incenti- e effect of a program which
updates the threshold yearly is only one-fifth of the incentive -
effect created by a program with a fixed threshold. Basing the
th.eshold on the previous 3 years of TITC use lowers the incen-
tive effect to about 39 percent of that created by a fixed
threshold program (Bishop and Wilson, 1982).

(4) Other Reforms Intended to Increase Cost Effective.ess

Another way to increase ie cost effectiveness of the credit
is to lower rates of subsidy. Lowering the rate of subsidy
lowers costs and since the proportion of all certifications that
represents a net addition to the num»er of jobs is not likely to
decline proportionately with thne decline in the subsidy, the cost
effectiveness of the program will increase.
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. The rate of the subsidy in the first year should be re-
duced to 25 percent. The rate of subsidy in the 2nd year
should be maintained at 25 percent to encourage retention
of TJTC eligibles. A large subsidy is not required be-
cause the administrative costs are small and the TJTC
eligibles hired are either no less productive or only
slightly less productive. Evidence that administrative
costs are low is provided by the fact that the companies
that do this work now charge on average only 16 percent of
tax credit claimed. The 1980 and 1982 surveys found no or
extremely small differences between the productivity and
turnover of new hires who were known to be eligible for
TJTC when hired and other workers hired for the same job.
The costs of recruiting and selecting the worker were only
slightly higher when a TJTC eligible was selected. Lower-
ing the rate of subsidy lowers costs and because the
proportion of all certifications that represent a net
addition to the number of jobs is not likely to decline
proportionately with the decline in the subsidy, the ccst-
effectiveness of the program will increase.

The summer student tax credit should be eliminated. The
85 percent subsidy rate has failec. to produce respectable
participation rates in the summer youth tax credit (Macro
Systems, 1.84). Surely less than a third of the 26,923
summer youth certifications in FY1985 resulted in a net
addition of jobs for youth. If so each extra dollar of
earnings being generated by the program is costing the
treasury two or more dollars of lost revenue. The Summer
Neighborhood Youth Corp is almost certainly more cost
effective than an 85 percent tax credit for hiriag disad-
vantaged youth during the summer,

Legislative recommendations that focus on maintaining and

increasing the long term positive employment and earnings out-
comes of the program are the following:

- Use the credit schedule to ind'ce longer retention. Firms
that are heavy users of TJTC typically have high turnover
rates. Turnover is not desirable, so incentives to retain
TJITC workers should be considered. A credit that pays as
much or more in the second year as in the first would
accomplish this. Another possibility woiuld be a require-
ment that the employee stay at le.st 30 days on the job
before tha subsidy of wages begins.




Proposals have been made to increase the earnings limit on
which credits are received--e.g., Lorenz (1985) suggests a
$10,000 base instead of the $6,000 existing base. Such a change
increas~3s the subsidy of higher wage jobs while leaving the

subsidy of low wage jobs fixed. This would lcwer the programs
costs effectiveness.

. Additional credit for training. Crasideration should be
given to Including up to $3,000 of training costs other
than the time of the TJITC eligible in the subsidy base.

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 com-
petencies achieved (and staff time expended) when training
is completed. These certifications would encourage em-
ployer and employee to take the training more seriously,
make the TJTC eligible more attractive to other employers
and serve as an audit trail that insures that +the reported
time and resources were indeed devoted to training. 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 wages that are

subsidized depend on the time actually spent in training
activities.

(5) _Reforms Intended to Increase Participation

If increases in coverage and participation are desired,

there are two changes in how eligibility is defined which should
be considered.

. Consideration should be given to substituting a low income
unemployed senior citizen (over 71e 60 or 65) eligibility
category for the SSI eligibility category. oOlder people
are particularly sensitive to the stigma of being on
welfare. This is part of the reason why only 2,307 certi-
fications were issued in the SSI category in FY1985.
Having a low income is not nearly as stigmatizing so such
a change might increase utilization among the current ssI
populations as well as extending coverage to other deserv-
ing irdividuals. This change would, of course, raise the
government's costs of administering the program.
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. Consideration should be given to substituting a low income
anemployed adult (over age 25) eligibility category for
the AFDC, General Assistance, SSI, Ex-convict and Vietram
Veteran eligibility categories. The stigma attached to
being from a low income family is less than that of being
on welfare so the programs popularity with employers might
increase. This change might produce a significant in-
crease in utilization and therefore in costs.

5. SUMMARY

TITC is not as cost effective as one might 1like. A TJ™C
Ce cification apparently represents a change in who is hired only
10 to 25 percent of the time and an increase in employment at the
subsidized firm only 5--20 percent of the time. The program's
cost effectiveness could be greatly improved by increasing the
investment in the administration and promotion of the program and
by one or more of the following legislated reforms:

. limit eligibility to the referrals of client centered
agencies

- require that firms do their own screening for TJTC eligi-
bility and that it be done prior to making a hiring deci-
sion

- make it into a marginal tax credit (subsidize increases in
TJITC use over the firm's claims for 1984 and 85)

The low rates of participation in TJTC are a consequence of
the complicated eligibility rules and the stigma attached to its
clientele. Effective targeting thus makes a low participation
rate almost inevitable. The changes recommended to improve cost
effectiveness would no doubt further lower the participation
rate. While the program is small relative to the problem it is
addressing, a small cost effective program is preferable to a
large ineffective program.
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APPENDIX A

A BRIEF DESCRIPTION OF THE FIRST
WAVE OF THE EMPLOYER SURVEY




A BRI* LSCRIPTIUN IF THE FIRST WAVE
THE EMPLOYER SURVEY

WESTAT, Inc. of Rockville, Maryland was the survey contractor. They ob-
tained ¢ -wpleted interviews with 5,859 employers. Of these, about 486 were
with private emplo’ :rs who had a CE?-~0JT contract during 1978 or 1979, 33
with taxi companies and 5,340 with euployers selected randomly from ES202 or
Dun and Bradstreet Market Identifier “iles (DMI) lists. Interview time ranged
from less than 20 minutes for firms with very few employees to 2 hours or more
fo- firms with multiple establishments ani1 geveral hundred enployees. A
screener and a main questionnaire were used for all interviews. If the em
Pioyer requested more information on the survey, a questionn:ire explanation
and worksheet were mailed to the employer. The iInterview was then conducted
over the telephone after receipt of the materisls. 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 sgite.
Ov-~all, 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 rates for these sites range from 2 percent to ¢ er 11 percent above
the average for all sites. Also, the number of max-call cases is somewhat
higher in these sgites. Ve suspect that some of these cases may have been
“avoidance” cases—that is, cases in which the respondencs had no intention of

enough, the interviewer would stop calling and they would not be forced to
refuse outright.

Sample Design of the Employer Survey

The Probability Sawple

The primary sampie frames for the employers survey consisted of lists of
busiz>ss units that, in compliance with the requirements of state uneaployment
insurance laws, file quarterly reports on employment with gtate enployment
securlty agencies--the ES202 lists. These reports we -e expected to provide a
virtual census of the workers of private nonagricu!  ural euployers, and are
the benchmark upon which National In~ore Account estimates of employment and
compensation are based. Since the lau quires that newly formed businesses
file for an enployer identificatfon aumper before the end of the quarter in
which they hire the‘r first employee, the lists were expected to be quite up-
to~date. The ES202 listings of employers contain the four-digit SIC code and
4 count of the number of employees in the first quarter of 1979 for each re-
portiug unit.

State laws iregarding the confidentiality of the ES202 1ist in Kentucky,
Alabana, and Oh.o necessitated using alternative sampling frames in these
states-~-the (DMI). Altho':gh not quite as comprehensive nor a. up-to-date as
the ES202 1ist, the DMI does provide the information necessary to replicate
the saample selection procedures based on employment and SIC code planned .
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TABLE A-1 L

Number Completion?  Refusald Responged
Site' Completes e Rete Rate
Ald ramp
Moblle 358 38.7 21.1 715.4
Pensacole, FL 142 52.8 19.8 75.9
Konfuck!
Plke 232 59.2 1.1 86.6
Buchenan/Dickenson, VA 21 56.3 9.0 89.0
“‘r'.ﬂ 103 61.3 'l'- '6-5 -
Loulslona_
Baton Rouge 337 48.1 26.7 67.8
Beaumont/Port Arthur, T 178 49,7 21.6 72.3 -
Lake Chr s/l afayette 157 35.9 20,3 715.8
Mlssour!
Centi-a! missour! 219 8.7 13.3 83.5
Southeast Migsour ! 150 59.0 9.6 87.7
Northwest Missour| 132 66.3 10.8 88.0
Onhto
Columbus 420 52.9 25.1 69.4
Toledo 205 95.7 29.2 70.7
Cincinnat! 235 49,3 26.1 67.3
Texas
Corput Christ) 343 92.4 20.2 713.8
San Antonlo 227 S51.8 19.€ 713.0
New Orlesns, LA 176 39.7 29.€ 63.1
nshlnpon
Southwest Washington 294 54.8 1.20 82.8 -
Skaglt/watcom 155 3.5 12.4 83.8
Olympla Peninsule 114 49.1 23.% 73.1
~olorado®
weld n2 36.0 1.8 97.4 :
A 'm’. 58 31.9 bt 100.0
Logan/El Paso 60 36.1 6.2 93.7 4
Wisconsind
Marathon 142 45-9 4.0 95-9
Outagemie 61 3.8 4.7 9%.3
Winneb ego 37 33.1 8.1 A
TOTALS $,068 931.7 18.9 76.%

Yunder hoodlni, site 1isted first is Pllot; site Iisted second Is Household Control; site
listed third Is Employer Control, =

Zcompletion Rate = (f of Campletes + ¢ Partial Completes) Tote! # cf F'aelizstions. '
SRefusal Rete = # of Refusals (f of Conplete ¢+ # of Partisl Canpletes + ¢ of Refusals). v

4Response Rete = (1 of Complates + # of Pertial Cawpietes) (F of Completes + # of Partis!
Completes + # of Refusals + (Max-Calls x 67%)).

sFc:ar budgetery ressons these reglons were eliminated from the sample midway through the
intervieving period.




the ES202 frame and, therefore, fills the gaps in our ES202 listings quite
wvell.

The industrial universe represented by the employer survey included all
nonagricultural for-profit employers that have unemployment {nsurance ac-
counts. Agriculture, forestry, and fisheries (SIC Code 00-09) were excluded
because of the poor coverage of these industriec. 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). Siace govern-
ment and nonprofit organizatiors are not limited to thase SIC codes, an ini-
tial screening determined whe-her 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 agairst other employer lists—membership
lists of the local chamber of commerce, 1ists of local manufacturers-—-and with
the local CETA prime sponsor to ensure that no really large local enployers
vere 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 ne;vtriate 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 obgervations than that.
Therefore, a supplenentary sample of approximately 490 employers who had CETA
0JT contracts in 1973 or 1979 was drawn to provide additional observations on
this class of employers. The prograu records of the CETA prime sponsors in
pilot and control sites were the source of the 1list 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 Labor was
running a major social experiment, the Employment Opportunity Pilot Projects
(EOPP), in these labor markets. Eighteen other locations usre selected to
form a control group for planned gtudies 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 seem
to represent the nation. They range irom an Appalachian ercal commutnity to a
Pacific Northwest logging ares, and from & Midwestern inciuetrial center
(Columbus) te Cormus Christi, a center of the oil and petrocaemical indus-
tries. Table A-2 ._sts the counties that were included in each site ard the
total private nonagricultural employment of each site.

Selection of the sample

Stratified random samples of unemployuent insurance tax filing units wcre
drawn from the ES202 liats. Where the ES202 lists were unavailable (i.e.,




Kentucky, Alabama, and Ohio), stratified random samples of establishments were
drawt: from the Dun and Bradstreet Market Identifier File. The sampling proce-
dure for selecting the employers involved the following steps:
1. A sampling measure of size was assigned to each employer in t™e
frane, based up.a the estimated number of lcw-wvage workers.
These measures of size, zj. vere computed from the following
formula:

2y = [vg (1 + employmenty)) 0-8

vhere w; is an estimate of the proportion of "low-wage” em~
ployees 1in the “1"th industiy, based upon tabulations of the
1970 Census Public Use Tapes for the 10 initially defined pilot
sites. In order to ensure enough observatio:s for a study of
the impact of EOPP on out-contracting to low-wage employers, the
ZJ for four industries was tripled (SIC 7349, 7362, 7393,
5963).

Multfiunit employers wituin 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.

e o )
The certainty class, employers for which P4 , was determined
in accordance with the assunmption that the djr-opout rate in this
class would be approximately one-half. (The errors of this as-
sunption will have little effect. They will shift only a few
enployers, who in any case would have large probabilities of se-
lection into or out of the cer.ainty class.)

The noncertainty sample was selected by arranging the balance of
the frame in order of size, assigning all employers whc reported
zero employment to a single stratum, dividing the remsining em
ployers in the array into six strata (each having about the same
agpregate size), and choosing (with equal probability) about
four times the desired nunmber of completed interviews. The order
of the selectea estsblishments was then randomized across all
strata.

In conducting the canvass, the selected employers who were out
of business or who were inaccessible becsuse of bad addresces
were deleted by sn advance screening operation. Interviews were
then attempted for all the remaining certainty employers. For
the noncertainty sample, however, interviews were attempted for
the first n; employers in the randoaly sorted list, where ny
is the desired number of completed interviews for the site.

Because the units l.sted in %5202 were not expected always to
correspond to single-location establishments, all selected unit
wvere asked whether they operated at more than one location with-
in the target area. Those that did were requested to submit 8
single report covering all of their locations in the site, if
feasible. However, where only separate reports would be ob-
tained, a subsample of establishaents was selected and the
sampling weights adjusted accordingly to reflect the correct
probabilities of selection.




TABLE A-2
GEOGRAPHIC COVERAGE OF EMPLOYER SURVEY

“Tofal Prlvefe
Pliot/ Ewployment
Site Control In Site Counties
A labame
Moblle P 115,738 Baldwin, Escembia, Moblle Co.
Birmingran c 271,202 Jetfferson, Sheldby, Walker Co.
Pensacole c 717,084 Escanbla, Okalooss, Sants Rosa Co-.
Colorasdo
Weld County P 25,207 weld Covity
Alomose County Cc 20,000 Alemosa County
Logan, EI Paso County c 37,348 Logen, £! Paso Co.
Konfuckz
Pike County 4 15,645 Pike County
Buchenan, Dickenson Co. c 14,861 Buchanan, Dickenson Co.
Her lan County c 8,3& Harler County
Loulslans
Baton Rouge 4 104,299 East Baton Rouge Perish
Besumont=Port Arthur c 114,064 Hardin, Jefferson, Orenge Co.
Loke Cherles c 87,457 Ceicesiou Perish, Lafeyette Parish
Missourl
Centrel Missourl P 30,067 Cerroll, Chariton, Johnson, Lefayette,
Pettis, Saline Co.
Southeast Missour| c 38,165 Bollinger, Cape Girardeau, Iron, Perry,
§t. Frencois, Ste. Genevieve Co.
Northwest Missourl c 39,847 Buchanan, Celdweil, Clinton, Deviess,
Grundy, Livingston Co.
LI
Columbus P 303,325 franklin County
Cinclnnetl 4 402,09 Hamiiton County
Toledo c 1,451 Luces County
Dayton c 250,000 Montgomery County
foxas
Corpus Christi P 103,532 Aren. as, Bee, Brooks, Duvel, Jim Wells,
Keneo r, Kleberg, LIve Osk, McMul len,
Nuece., Sen Petriclo Co.
Sen Antonlo c 268,855 Bexor, Comsl, JeWlitt, Gonzalez,
Guadslupe, Kernes, Yictoris, Wiison Co.
New Orieens c 21,892 Or lesns Perigh
washington
Southwest Weshington P 43,216 Cowlitz, Grays Herbor, Peclfic,
Wohkiskum Co.
Skaglit, whatcom County c 36,959 Skagit, Whatcom Co.
Olympla Peninsule c 20,453 Jefferson, Lewls, Mason, Skamenia Co.
Wisconsin
Merathon County P 30,978 Merathon County
Outagamie County c 43,113 Outagwmie County
¥Winnebago County c 45,313 Winnebago County
a-5 183




APPENDIX B

EMPLOYER SURVEY QUESTIONNAIRE




PART C: GOVERNMENT PROGRAMS

301. Have you heard that federal
tax credits are available to

employers who hme certain types
of workers. These programs are
usually called Targeted Job Tax

Credits or TITC, and Work Incentive

tax credit or WIN.

302. have you or z1y of your staff spoken to
& representative of government, a trade

association, or a Jocal business

organization about these tax credits?

303. In what month and year was your

Initial contact about tax credits?
(IF DK PROBE: What is your best

guess.)

304. Was the initial conversation about
tax credits initiated by (READ LIST)
(ALLOW ONLY ONE RESPONSE, IF

MORE THAN ONE PROBE FOR

FIRST CONVERSATION.)

YeSeeeeeee (ASK 302).cc.. 1
NOweoooieee (GO TO 360).. 2
DKeeeee (ASK 302)..... 8

'NA«wero. (ASK 302)..... 9
€ Q.340 IS ON PAGE 50)

Yeseee. (ASK 30))....
NOweeoreee (GO TO 303).
DKweere (GO TC 209).
NAwwe. (GO TO 303).

& 0N -

m.. (L X I T TN WY o””"
NA...ccoeeee...999999

You?. 1
Your staff or company?.2
By Government?ececccsss 3
A Trade association?e.. §

A Jocal business
OrgANIZAtioN Zeccecoees 3

Or something else.ccee.. €
DK ]

NA 9

18-20-b1

22

23-28

29

——




305. Do you think tax-credit-
eligible people would
usually make better or
poorer new empioyees
than people who are not
tax-credit-eligible?

306A.Does your company try _
to Identify and certify
tax-Credit-eligible
empioyees that have
already been hired?

3068.Does your company make an
effort to select new employees
that ar- tax-credit eligible?

[
IF “NO” TO 306A AND 3068 ASK Q. 307.
ALL OTHERS GO TO 308.

307. In other words, your company has
never hired any tax credit eligible

employees. Is that correc.?

Better 1
Poorer 2
NO DIFFERENCE.cceees.d
DK 3
NA  J

Y&.M’l...... 1
No.{RT0.N72__.. 2
DKSASK 306B) . s
NASASK 306B) o

Yes..(RID.308) )
px.(G0.T0 308} ¢
NA(.TO 308) o

31

32

Never hired...(G0 10 333)...1 33
Have hired...(ASK ‘%6). ...2
IX...(GO TO 333)...8
NA... (GO TO 333)...9




2¢-38-p1

) 303. 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 CLE:‘\R, PROBE: hat ot:er reasons?
Can you be more specific?) 39-40

¢1-42
43-44

First Second Thind
JYention ‘mrcion ‘fention

Triedzommmﬁamtnuzn

credit programs (general)............... , 10 10 12
Called splovamt service for -
- informatiom................ teseccccas 11 u 1
Called another goverrment for
mfomttn....f“:.q. 12 12 »
Efforss sads prior to hiring (general).. 39 n 2
Ciecked job spplication for
' oUgIbility.....ueeraennnnnnnnnn.... a a1 by §
Made assesyment of eligibilicy .
. the lnterview.................. ‘m ha) o -
Pavised job =pplicstion to obrain
necessaty infomstianm,..... ecccescces I3 23 23
- Senr licat to employment setvice
) . memm.....:....u.......... pL] :8 b
Asked spplicants {f they had
dnncumw tics that aade them
eligible............... seeccs cencees 3 23 a3
Job spplicant toid or she
was eligible...... .m.. 6 26 26
Asked ewpioymmnt service o refer .
ouubz be 4 27 b
Askad other % to refer .
ounblu.f:‘f.... b/ | 2s 28
Ocher efforts prior to hiring
b- ] b ) b
Efforts sade after hiring (general)....... ] ] 80
Compenty sade assessment aftey Mring.. 41 41 a
sant nev employee to job
“ml"“ .‘u’ “a................... u ‘z ‘:
lovaent service cams waa <ecked .
:“.. .'. LA KL XY ¥ Ay S00sese LL LT WYY ‘S " "
hired s firm v :
~ .................. (LY LT Y “ “ “
Other - 96 96 96

mm........................_. ’7 97 97

m...........;.............. 9' 98 9'
M‘.......................... ” 99 ”

' 53187




”’.

Recently the law was changed.

Under current law, companies
are able to obtain 3 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?

Now/Didn't know..999997
DK... 989998
NAcercrerscsserses 999999

309A.READ STATEMENT: This change in the rules became effective in
September 1931. The following two sections ask separate questions
about your experiences with the programs before and after

310.

3.

312,

September 198i.

Between January 1980 and
September 1981, how many

new employees did your company
hire that were eligible for a
Targeted Job Tax Credits, TITC, or
Work incentive, WIN, tax credit?

In which year did you hire
this workers In 1980 or during
the first 9 months of 15817

Dd you apply for the tax credit by
obtaining certification of the new
employee's eligibility?

ONeeceeeee (ASK 311)... 0001 §1-5¢
(Gotoan __ ____
RECORD NUMBER
Some, DX#
(GO TO 317 99%
None (GO TO 32¢). 9997
DK (GO TO 329).9998
NA (GO TO 32¢).9999
1980 86
1981
g
NA -

@ 0 N -

Yet (GO TO 318). ) 66

NOwsreaese (ASK 203)o. 2
DK.....(GO TO 314).. 8
NA—. (GO TO 310).. 9




313. Why didn't you apply for the tax credit? (DO NOT READ LIST,
RECORD VZRBATIM, CODE IF CLEAR, PROBE: What other reasons Y/
Can you be more specific?) §7-58
59-80
6162

First Second  Third
Mention Mention Mention

Administrative/Structural Reasons
(General) 10 10 10
De-dline for applying past.ecscesssssee 11 11 11
Employee left before being certified 12 12 12
Employee did not stay with firm for
required jength of time to be
certified 13 13 13
Lack of knowledge/Don't
know how. L X 16 16
Not eligible for other reasons..cece.. 15 13 13
" Other Administration 16 16 16
Benefits did not outweigh costs
(General) 20 20 20
Tax benefit too small 21 21 21
Paperwork too great 2 2 2
Other 2 23 23
Worker ability (General) 30 30 30
Worker is so good tax credits
not needed. 3 k) | 3
Other 32 32 32
Don't need tax credit (General)evcsceee. 40 80 &0
Not needed because company
has no tax liability 1] ]| ]
Other 82 82 7
Don't want to get involved with
government (General) 30 30 30
Might result in interference by
government 31 31 31
Other 52 5 52
Don't believe it is right
to take government/tax money.e.. 60 60 60
Other (General) 30 80 80
DK ” 1 ] ”
NA.. ” %9 9




318, When you hired this eligible
employee did you know ar think
he or she might be eligible
for a tax credit program?

313. How much did this possibility
of eligibiltiy increase the
the applicant's chance of
being hired (READ LIST)..

Yes (ASK 319) 1
No (GO TO 316).ccceeee 2
DK (GO TO 316).....8
NA (GO TO 316}.....9

A great amounteccecees . |
A moderate amount.... ..2
Not very much, ofcces « 3
Not 2t allecceceececrccr e §
DK 4
NA 9

63

a4




316. How did you learn the worker was eligible? (DON'T READ LIST,
RECORD VERBATIM, CODE IF CLEAR, PROBE: Whzt other reasons?/
Can you be more specific?) 65-66
87-68
88-70

First Second Third
Mention Mention Mention

Applicant told COMPANY.ceceecosrocssoosense 10 10 10

Referral agency toid
told company (genzral)eccccesccssecee 20 20 20

Employment service that referred
worker 21 21 21

High school that referred
worker

Welfare office

CETA agency that referred
worker ] 2

Other referral

ON
SN
N

o
[X)
&

Sent applicant to employment service
to deiermine eligibility. - 30
A company we hired determined .
eligibility &0
Respondent or staff
determined eligibility.

Employment service came and
checked workers.

Other
DK —ese
NA.

3888
2288 & &§ ¥ v
TRELE & & 8

GOTOQ.327 GO TOQ.327 GO TO Q.327 (paE 46)

71-78 bl
79 = 1
a0 = 3

Bt 191




7.

s

How many of these
eligible employees
were hired in the first
9 months of 1981?

How many of the tax credit
eligible employees hired
between January 1980 and
September 1981 were not or
will not be claimed for

a tax credit? '

(ASY. 318) ¥ o
RECORD NUMBER

Some, DK#{A%K.318), 999¢
None.[R.TM.324).... 9997
DK (ASK.318)........ 9998
NALASK. 3A8)........ 9999
(Q.324 IS ON 2.44)
(ASK319) __
RECORD NUMBER
Some, DK# (ASK 319). 9996
None (GO TO 320).... 9997
DK (GO TO 320)...... 9598
NA (GO TO 320).. 9999

S

-
132

C-I‘
1=l
New I.D.:23-§

6-9

10-13




319.'%y didn't you apply for the tax credit for these eligible
employees? (DO NOT READ LIST, RECORD VERBATIM; CODE IF
CLEAR; PROBE: Mhat other reasons?/Can you be more specific?)

14-15
16-17
18-19

First Second Third
Mention Mention Mention

Admnistrative/Structural Reasons
(General) 10 10 10

Deadline for applying past U | 11 11
Employee left before being certified 12 12 12
Employee did not stay with firm for
required length of time to be

certified 13 13 13
Lack of knowledge/Don't

lnow how 18 1% 14
Not eligibie for other reasons...e.c.. 15 15 13
Other Administration 16 16 16

Benefits did not outweigh costs
(General) 20 20 20
Tax benefit too small 21 21 21
Paperwork two great 2 2 2
Other 3 2 pa

Worker ability (General) 30 30 0
Worker is so good tax credits

not needed. 3l 3 3l

Other 32 2 32

Mot needed because company
has no tax lability. 4] )] 7
Other 42

Don't want to get involved with
govern't (General)
Might result in interference by

government

Don't beleive it is rl;;tt
to take government/tax money e
Other (General)

DK
NA..




320. How many of these emgloyess
did you know or think might
be eligible before you
hired them?

be more specific?)

{ASK 321)

Some, DK#

All of them

None

(ASK 321)
DK (GO TO 322).. 9998
NA (GO TO 322).. 9999

RECORD NUMBER

9997

321. Of those you did ngt know were eligible when you hired them, how did
you later learn they were eligible? (DO NOT READ LIST, RECORD
VERBATIM, CODE IF CLEAR, PROBE: What other reasons? /Can you

Applicant told company

[

&

Referral agency told company

(general)

Employment service that referred
worker

High school that referred
worker.

Welfare office.

CETA agency that referred
worker .

Other referral

Sent applicant to employment service
to determine eligibility cccccscerscsss

A company we hired determined
eligibility

Respondent or staff

Employment service came and
cnecked WOrkerSuecssssosssoseonce

Other
DK
NA.

{F NONE IN 320, GO TO 32¢.

First Second Third

Mention Mention Mention

10

21

et

23

10

21

t N

>

3238 8 &§ 8 0

10

21

t N

*

3838 8 & 8

20-23

26-25
26-27
28-29




322. Ot those you knew or thought were eligible when you hired them, how did
you learn of their eligiblity (DO NOT READ LIST. RECORD VERBATIM.
CODE IF CLEAR. PROBE: What other reasons?/Can you be more specific?)

30-31

32-83
-_— 3¢4-35

‘First Second Third
Mention Mention Mention

Applicant t0ld COMPANY ceerverremeccoonens. 10 10 10

Referral agency told company
(general)

Employ ment service that referred :
worker 21 21 21

High school that referred
worker

Welfare office

CETA agency that referred
worker 2% 2%

Other referral

20 20 20

UN
(A
tN

$

Sent applicant to employment service
To determine eligibility
A company we hired determined
eligibility L)
Respondent or statf
determined eligibility

Employment service came and
Other

nK
NA

2288 8 & ¥
BLEE 3 & v v

388 ¥

B-11 195




323. How much did this possibility

32,

of eligibility increase the
applicants’ chance of being
hired (READ LIST)...

Next I am going to ask

you a series of

Questions about the period
between October 1921 and
today. During this

period, how many of your
new hires were certified as
eligible for Targeted Job
Tax Credit » TJTC, or Work

Incentive, WIN, tax credit?

A grea® amount..ceeeceeeeee. |
A moderate amount........ 2
Not very much, of ccccccoes 3
Not at all s
DK
NA. 9

(Ask 325) __ —_
RECORD NUMBER

Some, DK#

(ASK 329) 996

None..(GO TO 326)....997
DK..(GO TO 326).....998
NA..(GO TO 32¢).....999

36

37-39




325. How did you 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-€1
42-43
44-45

First Second Third

Mention Mention Mention

Applicant t0ld COMPANY ceceresccsece sovsesore 10 10 10

Referral agency told
told company (general)cccccsssccccee 20 20 20

Employment service that referred
worker

High school that referred
worker

Welfare office
CETA agency that referred
worker

~
o
$

Other referral

Sent applicant to employment service
to determine eligibility
A compeny we hired determined
eligibility
Respondent or staff
determined eligibility

Employment service came and
WOrkerseeees..

Other
DK
NA

3288 ¥ & 8 ©

2288 ¥ & ¥ ¥




326.

327.

32

3 ”.

How many requests for tax
credit certifications do you
have pending?

Since September 1981 has the
~equirement that an application
for certification be made
simultaneously with hiring the
worker prevented you from
obtaining certification of an
otherwise eligible new hire?

For how many new hires
has this happened?

How many of these did you
know or suspect were
eligible when you hired -
them?

NO QUESTIONS 330 - 332

332A.The next series of questions are for the entire time period fron .anuary

1980 through today.

B-14

RECORD NUMBER
Some, DK# . 996
None 997

DK 993
NA 999

Yese.. (ASK 228)ceeceece. 1
NOwows (GO TO 332A)... 2
DK. (GO TO 332A).. 8
NA. GO TO 332A)... 9

RECORD NUMBER
Some, DK# 296
DK 998
MA 999
RECORD NUMBER
Some, DK# 9%
DK —ee 998
NA 99

[
L
.,

46-48

49

§0-82

§3-56



333. 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?

(THIS IS NOT CETA ON THE
JOB TRAINING.)

334. Did you agree to accept
referral of tax credit
eligibles?

335. Have you asked the employment
service or any other agencies
tc refer people to your com-
pany who are eligible for a
tax credit?

335A. Since January of 1980
how many of these tax credit
eligible referrals
were hired?

3353. How many tax credit eligiiles
you were toid had been referred
never showed wp for an interview?

' B-1Y%

56
Yes(ASK 334).ceececcceess 1

No.{GO TO 339) 2
DK-{GO TO 335)...... 8
NA_{GO TO 335)...cc. 9

. §7
Yes.(ASK 335 )icereree |

No.{GO TO 338)ucccecees 2
DK.{GO TO 333)...... 8
NA.GO TO 338)cccee 9

Yes(ASK 335A)eecen. | 58

Now.(GO TO 338)cccccccee 2
DK.JAGO TO 33%)...... 8
NAL(GO TO 338).ece. 9

§9-81
RECORD NUMBER

Some, DK# 996

None 997
DK 998
NA 999
RECORD NUMBER

Some, DK # 996

None. 997
DK 998
NA 999

192



336 Since the beginning of 1980

7.

(ASK 337)

05-87

how many tax-credit-eligible RECORD NUMBER
workers were referred w you Some, DK # (ASK 337)...996
as eligidle for TITC OR WIN, None (GO TO 33%)........ 997
were Interviewed but not DK (GC TO 33))....... 998
hired? (IF DK PROBE: Just NA (GO TO 339)....... 999
your best guess.)

mtmﬂnwlmnrynamﬁdeldmthhm
spplicants? (DO NOT READ LIST)... RECORD VERBATIM, PROSE:
What other reasons?/Can you be more specific?

Poor qualifications (general).........
Person had wrong skills....c..cceneeee
Insufficient skills......ceccc0neeee.
Reading end writing poor..............
lack of job knowledge......cccc....-. .
Lack of experience......cccccveveveees
Overqualified.....ccoe0ecveccecncccens
Poor school recOTd...ccceeccccncnncenes
Insufficient schooling or training....
Got poor recomendation from previows

qm-...................."9-...

Poor previous work recomd.............
Application InCONDlets..ccccc.vvevecs.
Misstatemsnt on spplicatiom...........
POOT INteTViON....cvceevccrccnncncnces
Applicant didn't show interest in jeb.

Language problem......cccccceeeeeneenns

Person doesn’t seem to £it into
m.............................

Hendicapped.....ccccecececcececcnensee

No OpeNIngS....ccoceernencnccccercer oo
Bsployment service was slow in sending

ml...............................

Other

m............................._.....

First Second Third~
Mention Mention Mention
01 01 01 '
02 n2 0z
03 03 03
04 04 04
0sS 0s 0s
06 06 06
07 07 07
08 08 ]
09 09 09
10 10 10
n u 1 :
12 )V 12
13 13 13
16 14 14
15 18 18
16 16 16
17 17 17
18 18 18
19 19 19
20 20 20
96 9% 96
] 9 9
9 » %

338 In the future, do you Yes (GO TO 300)ccceqyeeece 1 "
plan 10 ask for No (ASK 339) .2
referrals of tax-credit- DK (ASK 339, 8
eligible employees when NA (GO TO 30)ceeeee.. 9
yYou need to hire .
unskilled workers?
A 76.78 = »1
B--1C 20’,} ".z
'Y a




39.

Can you be more specific?)

Canyouteﬂmwhyyoudomtphntoaddorrefernk? (DON'T READ g, 1.
LIST. RECORD VERBATIM. CODE IF CLEAR. PROBE: What other msans?/

First Second  Third

Mention Mention Mention

&Did‘.tmoti' L4 X Y 010---.-°l..-.. 01
b. Don't expect to be hiring

C. Will not be needing types of
workers who mi‘ht be tngible—-....... 03--... -~ 03 cesceee 03

d. Employment service or other agency
b m Mmooo--...".r:. soee o.“ 00000.“0000 .'m

L X T 02‘......”... ...oz

. Don't use the employment servi_e 0s ¢S s
f. Dissatisfied with employment

service referrals.. weo06......06......06
8- Too much paper Workeecescsmmecmes s oo . . 07 e .. o 07......07

*iu“ W > ooce “-o--- ae “. LA XX] “

nm:ew LE X "% .O'.O‘.”OO... .m
jo Applicants should be judged by

Qualifications not by whether

ﬂl U’edlt .Vﬂllble LAX TS loo.- s o0 loo ses e ..:o
k. Would not benefit because we have

mmqu [T X 1] ll‘..... ll......ll
L 'e "e m .“ibh LE N T lz...... .'lz. XX X ) .Jz

n.Tax benefit not big enough.cecee... ceeldeceei 13, 003
n. Might result in govern't interferenc.
w’w .oooo...l‘ o.o..ol‘ooo.ool‘

o Other (SPECTFY) RPN & RO | RO |
Dx .oooo”ooooo-,‘o-ooo”
NA

RS (TTTITE ;. N

B-17 20}




340. Have you heard of 8

Yesewed(ASK 381)ccccncene 1

12

government On-the-Job Nowesoe (GO TO 359)seeeee 2
Training Programn or OJT DF. {ASK 381)cccreconece §
whereby the government pays NA (ASK 341) 9
:;‘: :;;:::mw' (Q. 359 IS OX PAGE 56)
certain eligible workers? In your

area this program Is administered

vy the employment servine, CETA,

and (READ FROM CARD A.)

331. Have you or any of your statf Yes (ASK 342) 1
spoken to a representative of No (GO TO 343)cecccncesee 2
government or a local business DK (GO TO #))...... 8
organization about the OJT NA (GO TO 343). e 9
program?

382, Was the initial conversation about You 1
tt.s program initiated by Your staff or company..2
(READ LIST)... The Government..ceeece.. 3

A trade association,or.. &
A local business
OPGANIZAtION ceeeecsoscscees I
Or something else..cceeee 6
DK
NA 9




33,

343. Since January 1980 how

many po‘ential OJT employees
did you hire for which you
were promised reimbursement
by this program?

How many such employees did you
Aire since January 19817

Since January 1980 have you
ever hired a worker referred
by uic UJT program for which
Yyou were supposed to receive
reimbursement but did not?

How many of the OJT contract
workers hired did you not
réceive reimbursement for?

(ASK 344) —_
RECORD NUMBER

Some, DK# (ASK 344).9¢

None (GO TO 350)ece 97

DK (ASK 346).cc0eeee .98

NA (ASK 348).ceccees 99

RECORD NUMBER
Some, DK#.cccrccccscarces 96
None 24

DK 98
NA 9
Yes (ASK 346) 1

No (GO TO 348)ccccece2
DK (GO TO 348)...... 8
NA (GO TO 343)..... 9

RECORD NUMBER
Somg. DK# 9
None 97
DKecoooecssecooasccrross 98
NA 39
203

18-16

17-b1

21-b1

22-23




347. Why was reimbursement not received? (DO NOOT READ LIST.
RECORD VERBATIM. CODE IF CLEAR. PROBE; What other

reasons?)
24=25
20-27
28-29
First Second Third
Mention Mention Mention
a. Employee did not stay with
firm long enough ceeesOl 01 o1
b. Benefit too smrall eeee oo 02 02 02
C. Paperwork 100 greatecccceccesemseces o o 03 03 03
d. Don't believe it's right to
take OVEINMENT MONEY ceececscscenccs o Db 04 08
e. [ have as little to do with
government as possibie cee o 03 03 03
. Might result in interference
by g~ emments
SPECIFY type 06 06 06
§- Worker Is so good I don't need
reimbursement to justify hiringeeseesee 07 07 74
h. The agency reneged on
wmf I “ o‘ “
L. Other (SPECEY) 09 0 09
No Response/DK cees 98 ” 9
NA vece 99 99 2
204




343,

349.

330,

351,

Since January 1930, have any

of the employees for wham vou

have obtained some QUT .eim-
bursenent been people you
originally recruited and then seant

Yes (ASK 389)ueecee - 1
No (GO TO 350).ccceeeee 2
DK (GO TO 150).cce. 8
NA (GO TO 350).ce... 9

to the appropriite govermment agency

to cbtain certification?

Since Janua.y 1930 how many
workers did you recruit and obtain
partial reimburser..ant for

In this way?

Have you been asked by the
Employment Service, CETA or
other agency to accept
referrals of job applicants

for which you would receive
OJT reimbursement?

Did you agree to accept
applicants?

RECORD NUMBER
Some, DK#.eueececccrcess 996
None 997
DK 998
NA 999
Yes (ASX 351) |

No (GO TO 352)ccecece.2
DK (GO TO 352)...... 8
NA (GO TO 352)..... 9

Yes (GO TO 353)cccccne |
No (GO TO 357)cccccnec 2
DK (GO TO 353).....3
NA (GO TO 353).cee. 9

-

31-33
3¢
38



52

353.

33,

333.

Have you asked any of
these agencies to refer
o yowrc.  nypeople

for whom OJT reimbursement

would be available?

Have you knowledge of any
people being referred to
you by this program since
January 1980 who did not
come in for an interview?

How many? (IF DK PROBE:
Just your best guess.)

Since January 1980, how
many job applicants who
were referred by this
program came to your
establishment to apply
for the job but were
not hired?

Yes (ASK 353).ueu e |
No (GO TO 357)uene. 2
DK (ASK 353).c....... §
NA (ASK 353)ucceen 9

YeSueee (ASK 350).ecrcreee 1
Noweee (GO TO 355)uereee 2
DK (GO TO 359)...... 8
NA (GO TO 355w 9

RECORD NUMBER
Some. DK# e 996
None. 997
DK 993
NA 999
RECORD NUMBER

Some, DK#ASK 356) 996
None ‘.0 TO 357).. 997
DK (GO TO 357)... 998
NA (GO TO 357)... 999

38

37

38-40

41-43




33. Since January 1930, have any
of the employees for wham you
have obtained same QOJT reim-
hrsenentbempeoph&

9.

330.

331,

originally recruited and then sent

Yes (ASK 349) ceene.. |
No (GO TO 350)ccceeeee 2
DK (GO TO 350).ec. 8
NA (GO 70 350).ee. 9

to the appropriate govermment agency

to obtain certification?

Since January 1930 how many
workers did you recruit and abtain

partial reimbursement for
In this way?

l-hveyoubeenadcedbythe

Employment Service, CETA or

other agency to accept
referrals of job applicants

torvh.id:youvouldrccm

OJT reimbursement?

Did you agree accept
applicants?

B-21

RECORD NUMBER
Some, DK#.coeveercsancs 996
None 9957
DK 993
NA 999
Yes (ASK 351) 1

No (GO TO 352)ecree2
DK (GO TO 352)cce. 8
NA (GO TO 352)cee. 9

Yes (GO TO 353)uccccene 1
No (GO TO 357)cecceccnc2
DK (GO TO 353)eu 8
NA (GO TO 353).ccee. 9

207

30

31-33

3¢

35




sa

333.

.,

353,

Have you asked any of

these agencies to refer

% your company pecpie

for whom OJT relmbursement
™ .. be available? '

Have you knowledge of any
people being referred to
you by this program since
January 1980 who did not
come in for an interview?

How many? (IF DK PROBE;
Just your best guess.)

Since January 1980, how
many job applicants who
were referred by this
program came to your
estzblishment to apply
for the job but were
not hired?

B-4¢

Yes (ASK 353).coccenme. 1
No (GO TO 357)emeen. 2
DK (ASK 353)cucne 8
NA (ASK 35 9

YeSeee (ASK 356)cereeeens 1
NOwee (GO TO 355)eeee. 2
DK {GO TO 359)ueae 8
NA (GO TO 355) e 9

RECORD NUMBER
Some. DK# 9%
None. 97
DK 998
NA 999
RECORD NUMBER

Some, DK#ASK 356) 996
None (GO TO 357).. 997
DK (GO TO 357)... 998
NA (GO TO 357)... 999

(2,

36

37

38-40

41-43




336. What was the primary reason you did not hire these applicants? (DO
NOT READ LIST, RECORD VERBATIM, CODE IF CLEAR; PROBE:
What other reasans? /Can you be more specific?)

44-45
46-47
48-49
] ' " "First  Secand Third
) Mention Mention Mention
Poor qualifications (general)......... 01 01 01
Person had wrong Skills....ceeennnnnes 02 02 02
Insufficient Skills...ceeevennnnannees 03 03 03
Reading and writing poor.............. 04 04 04
Lack of job knowledge................. 0s 0S ns
Lack of experience......cceevuunnnnn.. 06 06 06

wiﬁed'........................ 07 07 07
M’ml m................... 08 oa oa

Insufficient schooling or training.... 09 09 09
Got poor recamnendation from previous
[ ] ”lwﬂ;........................... 10 10 10
Poor previous work record............. a 1 11
L Application incamlete,............... b bl 12 12
. Misstatement on spplicatiom........... 13 13 13
Mr .mtm“........................ 14 14 1‘
Applicant didn't show interest in Job. 18 15 15
m” pwluc.......;...........-. 16 16 16
Person doesn't seem to fit into
m............................. 17 17 17
mm.......................... 13 18 18
m W...‘....................... 19 19 19
Employment service was siow in s
Ml‘........................f? zo zo 20
Other 96 96 96
m..........ﬂ....................... 9‘ 93 98
.................................. 99 99 ”
3s7. Are you planning to ask for Yes...(GO TO 359)eucene ]  §p
referrals from this program No-«« (ASK 358).cceccecacess 2
in the future when you need DK (ASK 358).cececrcccese §
o hire unskilled workers? NA (GO TO 339)..cccc0eee9

e
.

..El{llC . 23 209




3358 Can you tell me why yuu do not plan to ask for any referrals? (DO NOT

READ LIST, RECORL /ERBATIM, CODE IF CLEAR, PROBE: What
other reasons?/Can you be more specific?)

Mention Mention Mention
& Didn't think of it o1 o1 ot
b. Don't expect 10 be hiring.ceene 7 02 0
¢ Will not be types of
wkmmmucnﬂbh— 03 03 03
d. Em loyment service or other
agency is o slow. 0 0 04
&. Don't use the employment
service " Q5 03 05
f. Dissatisfied with employment
service referrals.. 06 06 06
§- Too much paper WOrkeaeecesssescsses 74 ' 74 @
h. Eligible workers not
skilled enough. os os os
L Eligible workers not
reliable enough 09 09 o
J- Applicants should be judged by
qualifications not by whether
k. Would not benefit because we
have not tax liability 11 11 11
L Were not eligible 12 12 12
m. Tax benefit not big enoughecees 13 3 13
n. Might result in government
interference.
Specify type 18 18 18
6. Other (SPECIFY) 15 13 15
DK ” ” ”
NA ” ” ”
359. From a profit point of view, was 1981 verygood . . . .
& very good year, a pretty good year, pretty good . . .
not a good year, or a year of losses? not good. . . . .
' mm. ® o * o o
m o o L] L] L] L]

O

B-.4

-gumooo.oo

§1-53
§3-5¢

- §§-66
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APPENDIX C

THE POISSON MODEL OF TJTC PARTICIPATION

In the sample of more than 3,000 firms, about 90 percent of
them did not hire any TJTC certified workers, 5 percent hired 1
to 5, and the remaining 5 percent hired more than 6. Considering
the highly skewed and discrete nature of the distribution, we
employed a Poisson model spezification as proposed by liausman,
Hall, and Griliches (1984).

The model is specified in terms of the firm's probability to
hire zero, one, two, . . . workers. The Poisson distribution
gives the probability of nonnegative integer outcomes. The
probability function is given by the following formula:

Pr(Nj) = exp (-oj) o iNi / Nj!, «y>0, Ny = 0,1,2 . . .

For instance the probabilities of hiring zero, one, and two TJTC
workers are given by:

Pr(0) = exp (-aj)
Pr(l) = exp (-aj) aj
Pr(2) = exp (-aj) aj2/2

The parameter aoj is assumed to be specific to the 'i'th firm
and is determined by the firm characteristics. Specifically it
is assumed that aj is determined by the following formula:

log aj = X8
Xi is a vector of the variables that represent the 'i'th firm's

Characteristics. Estimates of 5 are obtained by maximizing the
log likelihood function which is written as,

“Bi2




N
L(g) =;Z,(-log Nj! - exp (XjB) + NjiXjr).
i=1

The first derivative of the log likelihood is given by

oL =
3f i

n e

L (-Xj exp (XjiB) + NjXj), %

and the Hessian is

N
32L/3B3B " = -5 Xi Xi' exp (XiBR).
i=1

The log likelihood is globally concave in B and so standard
nonlinear maximization routines yield the MLE of B. Under the
Poisson specification, the expected value of the variance are
given by oj. Therefore, a unit increase in the explanatory
variable will influence both the expected values and the vari-
ance of the outcomes. The partial derivative of aj with respect
to the 'j'th explanatory variable, Xij, is

90i/3x%i4 = E(Ni)/8xi§ = Bj exp (XiB) = 4§ E(Nj)

So Bj represents relative increase in the mean and the variance
of the outcome in response to the unit change in the right hand
side variable xjj.

Another measure of the impact of the change in firm char- .
acteristics is the change in the probability of participation.
In particular, since 90 percent of the firms do not hire any TJTC
workers, it is useful to obtain the change in the probability of
hiring TJTC eligibles. The change in probability is obtained by
differentiating the probability of not hiring any TJTC worker

e




(Pr(0)) by X and then taking its negative value. The formula is

given by the following:

dPr (Participation) = Pr(0) niBj = APjBH
dxJ

where APj = Pr(0)oj = ai/exp(aj)

Since APj is a function of aj only, for each value of the prob-
ability of no participation, the corresponding value of APj{ can
be obtained. Exhibit A-1 shows the values of APj corresponding
to various levels of Pr(0):

EXHIBIT C-1
Employment and Training Administartion

CHANGE IN THE PROBABILITY OF PARTICIPATION

The marginal effect of the 'j'th characteristic on the probabil-
ity of participation is obtained by multiplying APj by B 4.
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CORPORATE - TJTC INTERVIEW

~ Introduction

Hello, my name is . I'm with the Ohio State University.
We are conducting a research study on employer usage of the Targeted Jobs Tax
Credit (TJTC). I would like to ask you a few questions about that subject.
Specifically, I have some question< about your corporation's recruitment and
hiring experience with TJTC workers, how your corporation came to be familiar
with and to use the tax credits, your opinions about the program, and finally
some general statistics about corporate employment and revenue.

Let me remind you that your voluntary participation in this study is most
appreciated and all information you provide will be kept confidential. The
responses you give will be used to prepare statistical totals and will not be
identified with you or your organization.

I. RECRUITMENT AND HIRING PRACTICES
I-1. What are the procedures which yous corporation follows to secure

tax credits for new hires?

[INTERVIEWER: IF RESPONDENT ISN'T KNOWLEDGEABLE ABOUT TJTC, ASK FOR
NAME AND NUMBER OF INDIVIDUAL WHO MIGHT BE KNOWLEDGEABLE. SKIP TO
EMPLOYNENT AND REVENUE QUESTIONS. IF RESPONDERT DOES PROVIDE INFOR-
MATION, 3E SURE TO DISTINGUISH BETWEEN ACTIVITIES FOR CORPORATION AS
A WHOLE, OR AT CORPORATE HEADQUARTERS, REGIONAL, DISTRICT, OR LOCAL
LEVEL AND TIMING BEFORE OR AFTER THE HIRING DECISION IS MADE. IF
RESPONLENT INDICATES THAT THE CCRPORATION DELIBERATELY AVOIDS TJTC,
THEN SKIP TO SECTION II11.]

[INTERVIEWER: IF RESPONDENT IS HAVING DIFFICULTY, START BY ASKING,
“WHEN PERSON X WALKS THROUGH YOUR DOOR TO APPLY FOR A JOB, TRACE FOR
ME THE PROCESS OF HC'' THE CORPORATION DETERMINES WHETHER THEY CAN GET
A TAX CREDIT."]
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I-2. How have your recruitment or hiring procedures been changed

by TITC?

[INTERVIEWER: PROBE ABOUT TJTC REFERRALS, TYPES OF POSITIONS, HIRING
STANDARDS, APPLICATION MODIFICATION.]

I-3. To what extent does your company use the U.S. employment ser-

vice? Did TJTC change this? If so, how?

[INTERVIEWER: PROBE ABOUT WHETHER THIS IS THEIR FIRST TIME USING
THE ES; HAS ATTITUDE CHANGED; JOB ORDERS; EXCLUSIVE HIRING
ARRANGEMENTS?)

217
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I-4. [IF APPLICABLE] Does your company have an arrangement with

another company, which may be called a Management Assistance
or Management Consultant Company, to handle TJ.C paperwork?
If so, please describe the nature of the arrangement. Why
did you decide to use this service? if not, have you ever

been contacted to do this? Why didn't you?

[INTERVIEWER: PROBE FOR LEGAL CONCERNS, WHO MADE DECISIONS; WHAT
SERVICES ARE PROVIDED; FINANCIAL TERMS OF ARRANGEMENT; ETC.)

I-5. Can you remember any instances when you have not claimed on your
tax statement any certifications that may have been issued to

you? If so, what was the reason for this?
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I1. EXPERIENCE WITH TJTC HIRES
I1-1. On average, have individuals hired with a tax credit been good
employees? Have there been any changes in this over time?

[INTERVIEWER: PROBE FOR PUNCTUALITY, ABSENTEEISM, ATTITUDE.)

11-2. How does the typical, or average, TJTC worker compare to

other workers in the same or similar jobs in terms of

productivity?

More Productive ----ccce-- > Could you give ine an

Less Productive -----v---- > estimate of how much

About Same more (less) productive?
10% 60%
20% 70%
30% 80%
40% 90%
50% 100%

I11-3(a). You said that TITC workers typ .ally are in

(occupation)
positions. What is turnover 1ike in those positions in your
corporation for non-TITC workers? If 100 workers started today,

in two years--

(2) (b)
Non-TJTE  TTC

(1) What percent would still be with the firm?
(11) What percent would have quit voluntarily?
(111) What percent would have been terminated
100% 100% or laid off?

Q (b). How about for TJTC workers? ~ -




I1-4. Has your corporation adjusted procedures or rules for TJTC
workers, e.g. trzining procedures, rules of conduct, eva‘ua-

tien procedures? If so, now?

I11-5. Was there ever an instance in your recollection when a tax-
credit certified eligible individual was given hiring preference
because of the tax credit over another individual who was

approximately as well qualified or more highly qualified?

) (- . 1
No (Skip to JI=6). . . &« v ¢ ¢ ¢ v ¢ o ¢ o o o o o o o 2
Don't know (Skip t2 II-6). . . o ¢ ¢ ¢ o ¢ ¢ ¢ o o o & & 8
No answer (Skip “0 II=6). ¢ ¢ ¢ ¢ ¢ ¢ ¢ o o s o o o o o & 9

For about what percentage of your tax credit hires did this

happen?

(IF UNCERTAIN, TELL RESPONDENT TO APPROX IMATE)

0°100% ¢« ¢ & ¢ ¢ ¢ o o o o o s s o 6 o s s 0 0 s e 0 o . %
DON't KNOW & « o & o o o e o o o o o o s s o o o o s s o 998
Noanswer . . . ¢ ¢ ¢ ¢ ¢ s o o e o o s 6 o s s s o 999

I11-6. Can you think of an instance when your firm decided to make

an opening in the firm to take advantage of a tax credit?

Yes . . c o s s o s o s s s s s s s s e s s 1

No (Skip to II 7) ..... e e o s e s s s s s s s 2

Don't know . (Skip to II-7). v« ¢« ¢« ¢« ¢ ¢ ¢ ¢ ¢ ¢ o ¢ o & 8

No answer (Skip to II-7). . . . . v ¢ v v ¢ ¢ ¢ ¢ o & & 9
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For about what percentage of your tax credit hires did this

happen?

(IF RESPONDENT IS UNCERTAIN, TELL HIM/HER TO APPROX IMATE)

o-icoz L ] L ] L ] L L ] L ] L ] L ] L ] L ] L ] L L L L L ] L ] L ] L ] L ] L L L L z
Don ' t know L ] L ] L ] L ] L L ] L ] L ] L ] L ] L L ] L L L ] L ] L ] L ] L ] L L ] L] m
No 'an swer L ] L ] L ] L ] L ] L ] L ] L L L L L ] L ] L ] L ] L L L ] L ] L ] L L L 999

11-7 [IF APPLICABLE] We understand you have both company-owned
stores and franchises. Which category of store has been more
responsive to TJTC utilization? For company-owned stores,
how is information about TJTC monitored? Are labor costs
caiculated with TJTC netted out?

CINTERVIEWER PROBE: SITE SELECTION? NUMBER OF STORES? NUMBER OF

EMPLOYEES PER LOCATION? NUMBER OF EMPLOYEE HOURS WORKED? HOW DOES
FRANCHISE AGREEMENT WORK WITH REGARD TO TJTC?)

-l me————

. Mee T P . U3 -
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ITI. CORPORATE POLICY

I11-1. Tell me any background history, from your perspective of how

your company heard of and began to use [or avoid use of] TJTC?
[INTERVIEWER: PROBE FQR WHO, WHEN, DECISION PROCESS. ]

111-2. [IF NOT A TJTC USER, SKIP TO IV.] Does the corporation provide

training of any sort for managers about using TJTC? If yes,

please describe. Are there incentives in place to encourage use?

[INTERVIEWER: PROBE FOR EXACT FORMULAS]

I11-3. Has the corporate attitude toward TJTC changed over time? How?

[INTERVIENER: PROBE ABOUT ELIMINATION OF RETROACTIVE CERTIFICATION.]




IV. EMPLOYMENT, CERTIFICATIONS, AND REVENUE

Iv-1. What was corporate employment at the end of each of the following

calendar years? 1979

1980
1981
1982
1983
1984
Current

[INTERVIEWER: NOTE ANY SPECIAL CIRCUMSTANCES REGARDING EMPLOYMENT

FIGURE, I.E. SUBSIDIARIES, MERGERS, ESTIMATES, CORPORATE OFFICE
ONLY, ETC.]

IV-2. How many TJTC certifications did the corporation obtain in those

calendar years? 1979

1980
198)
1982
1983
1984
Year to date

Iv-3. What was corporate total revenue in those calendar years?

[ TERVIEWER: NOTE SPECIAL CIRCUM- 1979 §
STANCES ABOUT REVENUE DATA] 1980
' 1981
1982
1983
1984
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V. OPINIONS
V-1. What is your opinion of TJTC? Does it need to be changed?
What changes should be made? Do you have any other comments

that would be of interest to the Department of Labor?

[INTERVIEWER: PROBE ABOUT TARGET GROUP CHANGES]

V-2. Who else in your firm is knowledgeable about TJTC?

Phone #

Phone

Do you have corporate materials pertaining to TITC that you
would be able to send to us so that we have a better under-

standing of how your corporation deals with the program?

Thank you for your time and patience.
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APPENDIX E

TITC QUESTIONNAIRE ADMINISTERED BY PERSONNEL
INTERVIEWER AND A TJTC/W-4 FORM
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TARGETED JOBS TAX CREDIT
TJTC QUESTIONNAIRE Result of Eligibility Review:

:ity Certification:
~ . _oyee Name Requested by Le’ter ‘
Social Security # 1 Rejected=--
Date Hired _ T Reason

Date to Start Work

Already Vouchered

THE “MPLOYEE ABOVE:

1. Is a re-hire. [If yes, mark box at right Re-hire

Onit remainder of questionnaire. Not eligible
2. Is between 18 through 24 years old _____ VYes Mo
3. Is a summer youth (16 or 17 years old) —_Yes N
L. 1s a Vietnam Era Veteran (1964-1975) —_____Yes . No
5. Has been convicted of a felony —_ VYes Mo
6. 1Is a high school Co-operative Education student _Yes ____No
7. 1s receiving Aid to Families with Dependent Children

(ADC) or General Assistance. _____Yes N
B. s registered in the Work Incentive Program (WIN) Yes No

9. Has received handicap services from Vocational
Rehabilitation or the Veteran's Administration Yes No

0. 1Is receiving Supplemental Security Income Benefits
(SS1) as a blind, aged or disabled person Yes No

if any questions above answered Yes, complete the following:
1. How mény family members live in the same household?
12. What was the family's earned income for the last six month period? $

13. Does the amount fall within low-income levels? Yes No

After completing questionnaire, mark the result of eligibility review in box above and take
wppropriate action.

interviewer Date

Jistribution:
Original-Facility TJVC File
Copies=(1) Central Office - Attn: TJTC
(2) Job Service with Request for
Certification (P-25)

NOTE: The information on this form is used only to determine the employer's eligibility to
claim the Targeted Jobs Tax Credit.
E-1 2‘)6
. &<

Q
P- ev. 4-83)

IToxt Provided by ERI




: EXHIBIT A
vTé&GETED JOBS TAX CRELIT (TJTC)/W-4 FORM
0 and Confidentis! Questionnsire

Dl 4

( :w.mgmmmbmrmmNT‘mlﬂmmmﬁﬂC)ﬂﬂ'lm 300N80re0 Dy the
| h ]

ne mnvwnm;‘uawummummnumwwn §rouds who mght
cenerwise have Gty ! Qo erployment

Secause of this. we ssk you 10 complets the foliowing questionnaire siong with your Wi Ferm.

Compieton of the %nmwo @ entrely voluniary All ;niormation will e kP! M SIrCt Conlaence and uBQs 80iely for ?he DUTDOSe
of paricipaton m the 1JTC program

Thank you 10¢ YOur COODE' 10N

INSTRUCTIONS ¥ you con ngwer yes 10 8y of he 0llownng QuESTONS YOu M3y Quahty ynoer the 1'.:&.|.¢ Joos Tez Creon
:.oqvm‘ .:lon:‘vﬂm e QUESLONNSIE. BIONG wih your W-8 Form 10 the Restaurant Manager of omer
2:gnated per

YES WO

00 O  Areyouage 161hn 19 and DAICIDANING i & COOPEratve Or VOCA1iOnS! @GUCATION DrOGam i hegh

;c‘%o&l’oa,wwmlmmolmn mnmmholdnlruuulmma-nmr

0O O  Areyoureceing vocations! rehabiltation from the State Dwision of Vocationa! Rehabianon of a
program carned out under Chapter 31 of Titic 38. Unded States Code?
O O Aroywumuwmtoulmdmmhwmnmpssumm-u
uncer $10.000? .
0O O  Auyoursceiving Supplemental Security Income (SSI) from Socia! Security Admnstration?
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tolal ncome of peopie kving in your househoid dunng the past & months was under $10.000?
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and the total mdmmmnmmmummpwGmonm-umrho.oow
O O A yourecening Ad 1o Dependent Chidren?
= 0 Aroyouisto17nmoleandwmvwnlumendm|mmsdmumnm.nc
the to1a! ncome Of peOgie Mving 1 your househoid i the past § months was vnoer $10.000°
0 T thavereac alt the questions Sdove and fee! none are apohcadie
NAME SLEASE PRANT
aponess ey gvarg o» coot
Yos [J Mo LJ Ihave previcusly workedfer - - - Corporstion
Porm '-‘ Oopenment of She Tressyrymsint, et Bovenus Sanae oS ne 10450010
o donvery 198N Employee’s Withholding Allowance Certificate o 32083
3 Type or prt your fuii neme 2 Your 50Ci8! SACUTly AUMBE’
Nome 094ress (numbsr Eng Sireet 7 PurR! rOtS) s o Sngle T Marnes

S Morai ! ° Marred. But witnhel@ 8t hgner Single rate
Caty or town, Stata, and 21P cove OIS | mese. it Mmamed. St 10gaty 200000t0. o1 0N @ 0
Aonresent 0iegn. Chect e Singie Do

: 4tmlwum-mnmmumnummrdmmnmn . T___.
§ Assrens! smount, @ oy, you went Geducied from 0th poy . . . N R E——
6 1 Clorm E30MpLIOn M wNAGIGING DICOUSE (500, IROIrUCTions ong CAECh DEaES beion (ot 80%°y). '%//////’5/
0"_'_0I.ntm"uudmmfmmnmmmmonmulMMﬂmw&muu-‘mm.m ,,,/////)a;;wf
.Dtm,uvuoutuncnoo-om'mummmum.mom’vulmm«uﬂm|
@come 183 wiRngie It DOtA & o6 B 09Dl onter ~EXIMPT Rere . . . .. .|
L]

e ¥ you ontereg “LXEMPI on hne 6. sroyou @ futtime stugent® . . . . . -
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