


employment of more than 2 percent over the previous year. Since the
employer's business deduction for wages was reduced by the amount of the
credit, the net credit to the employer (and the net revenue loss to the
government) was lower than the maximum nominal credit of $2,100 per

employee.11/

One study estimated that more than 3.2 million employees (represen-
ting about one-half of total private employment growth) were claimed under
the credit during the two years of its existence, for a net revenue loss of
$4.1 billion. However, according to this study, 50 percent or more of the
new employment claimed under the credit would have occurred anyway.12/
In fact, in one survey only 6 percent of the firms contacted reported that
their employment decisions had been altered by the availability of the
credit—although more than half had claimed a credit for employment
growth. That survey reported that for the great majority of all firms the
most important consideration in hiring decisions was the level of product

demand, rather than the marginal cost of labor. Employers were extremely

11. How much lower the net credit was relative to the nominal credit
depended on the employer's tax rate.

12. See John Bishop, "Employment in Construction and Distribution Indus-

tries: The Impact of the New Jobs Tax Credit," Institute for Research
on Poverty, Discussion Paper No. 601-80 (April 1980).
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reluctant to increase hiring in response to the credit without confidence

that the additional output produced could be sold for a proﬁt.13/

Policy Implications and Options

An employment tax credit has both advantages and potential short-
comings as a countercyclical measure. On the one hand, a credit can be
implemented quickly and made applicable only for hiring during specified
time periods, with little additional administrative burden for the federal
government apart from advertising the credit's availability. On the other
hand, the potential for net job creation from a general employment tax
credit is uncertain. Experience with the NJTC indicates that the credit
was a windfall to employers for at least 50 percent and perhaps up to 95
percent of the employment claimed. This implies that the average net
federal revenue loss per job created as a result of the credit could range

from a low of $2,200 to about $17,100 annually.

Making a tax credit refundable might increase induced employment,
because at the time employers made their hiring decisions they could be
certain of benefiting from the credit regardless of the extent of their
eventual tax liability. Refundability would, however, increase the govern-

ment's revenue loss.

13. See Robert Tannenwald, "Evidence Concerning the Eifects of the New
Jobs Tax Credit: Interviews and NFIB Survey," unpublished paper.
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Another option would be to provide a wage subsidy by allowing the
recipients of Extended Unemployment Insurance Benefits to transfer their
entitlements to vouchers payable to their new employers.14/ The voucher
could be redeemable on a portion of the worker's wage over several months
of employment to insure that the new jobs were not short-term ones. Such a
voucher system would be similar to a refundable employment tax credit in
that it might generate additional employment by reducing overall labor
costs to a firm. In contrast to a universally available tax credit though,
some of the employment gain under a voucher could come at the expense
either of other unemployed workers without vouchers or of present em-
ployees. A voucher program based on Extendgd Benefits would probably
involve no net federal cost, because eligible workers have already been
unemployed for 26 weeks or more, so the payments would almost certainly

have to be made in the form of Ul benefits were the vouchers not available.

UNEMPLOYMENT INSURANCE

Altering the Unemployment Insurance (UI) program is another means
of aiding unemployed persons. Although some changes could be made that
might increase employment prospects for the jobless--such as using Ul
benefits as a wage subsidy, as discussed earlier—the principal objective of

Ul is to replace a portion of lost earnings.

14. The current Unemployment Insurance system is described briefly in
the next section.
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The Current Program

Currently, Unemployment Insurance is the major income support
program for workers who have lost their jobs. A joint federal-state system,
Ul currently provides partial income replacement for up to between 32
weeks and nearly one year for unemployed persons who meet certain
minimum previous-work-experience criteria and who can demonstrate that
they are seeking employment. The benefits paid depend on a recipient's
previous employment and on state laws. The present average weekly benefit

is approximately $115.

There are currently three layers of Ul covering progressively longer
periods of unemployment. Regular Ul is financed entirely by the states and
is available for up to 26 weeks. Extended Benefits (EB)—financed equally by
the federal and state governments--are available for up to an additional 13
weeks when unemployment in a state exceeds certain thresholds. The third
layer of benefits is Federal Supplemental Compensation—authorized in
October 1982 and available through March 1983. These benefits--which are
financed entirely by general federal revenues—-are available for up to six to
ten weeks, depending on the state unemployment rate, and are paid even in
states in which Extended Benefits are not available. In October 1982,
approximately four million persons were receiving regular Ul benefits; an
additional 475,000 were receiving Extended Benefits; and about 800,000

were receiving Federal Supplemental Compensation.

43






Policy Options

Although Ul is primarily an income support program, certain changes
could be made that would provide additional flexibility in dealing with
unemployment. Changes could be made that might help recipients to
relocate or obtain training; spread the costs of joblessness among a larger
number of workers; or provide extended support to a larger number of the
unemployed. Because recent high joblessness has caused serious financial
strains for the Ul system, however, any increases in benefits not financed

with additional revenues would only worsen that situation.

Using Ul Funds to Promote Relocation or Training. One change in the

Ul system would be to allow Extended Benefit Eecipients to receive their
entitlements as lump-sum payments that could be used either for relocation
to an area with lower unemployment or for training. While Ul benefits can
now be transferred from one state to another if the recipient moves, after
several weeks of unemployment a jobless worker may lack the funds
necessary to relocate. The lump-sum cash benefit could provide these
funds. Alternatively, the lump-sum payment could be used to pay for
training. In either case, however, if the worker remained unemployed for
some additional time, the lack of weekly Ul benefits could cause severe

hardships.
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Sharing the Costs of Unemployment. A second approach would be for

the federal government to encourage and work with states to implement so-
called "work sharing" programs, such as those developed in Arizona,
California, and Oregon. These plans allow certain employers to reduce
staff hours across the board rather than laying some people off entirely, and
then permit employees to draw pro-rated Ul benefits for the lost hours.
Under such a plan, instead of 10 percent of a firm's employees being laid
off, for example, each employee's hours could be reduced by 10 percent,
with each worker then receiving 10 percent of his or her full Ul benefit.
The Tax Equity and Fiscal Responsibility Act of 1982 directed the Depart-
ment of Labor to develop model iegislation for state work-sharing programs,
and additional support could be provided to help states develop and enact

such programs quickly.

This option would permit small income reductions for many workers
rather than a complete loss of earned income for a few workers. Prelimi-
nary evidence indicates that this type of plan has been successful in
California. In order to extend the plan beyond Arizona, California, and
Oregon, however, other states' laws that prohibit persons who work more
than some minimum amount from receiving Ul would have to be changed.
Also, substantial labor-management cooperation would be required to make

the plan work widely.
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Extending the Duration of UI Benefits. With current high unemploy-

ment reducing the chances of jobless workers finding employment, the
federal government could increase the duration of UI benefits to provide
additional support to the long-term unemployed. This could be done in
several ways, including: extending the March 31, 1983, termination date for
the Federal Supplemental program; increasing the maximum duration of
those benefits; or repealing some of the recent legislative changes affecting
the availability of Extended Benefits. In each case, however, the additional
benefits would have to be financed through higher taxes or a higher federal

deficit, since the Ul system is already facing financial difficulties.

Reauthorizing the Federal Supplemental Compensation program for six
additional months through the end of fiscal year 1983 would cost approxi-
mately $2 billion and would provide additional benefits for nearly two
million long-term unemployed workers. Increasing the maximum duration of
Federal Supplemental Compensation to 8-15 weeks, instead, would increase
Ul outlays by $700 million. Reducing to their pre-1982 levels the unemploy-
ment thresholds above which states may provide Extended Benefits would
add about $800 million to UI outlays if implemented for all of fiscal year

1983, and would provide additional benefits to about one million persons.
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