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LETTER OF TRANSMITTAL

U.5. HouseE oF REPRESENTATIVES,
CoMmitTEE ON THE BubngEr,
Washington, DL.C., October 5, 1978,
To the Members of the Congress:

Transmitted herewith is “Phasing Down Antirecession Programs:
Fiscal Year 1979 Budget Issues,” a study prepared at my request by
the Congressional Budget Office.

The Congress responded to the high unemployment levels of the
past several years with a variety of measures: tax cuts, countereyelical
assistance, expanded public service employment, accelerated public
works, and extended unemployment, compensation. Most of these pro-
grams contain funding trizgers, so that appropriations are authorized
only when national and/or local unemployment rates reach given
levels. While most attention was focused on the “on” triggers, T be-
came concerned about the potential impact on local programs and
budgets of the “off’ triggers, under which funding is reduced or termi-
nated. This study attempts to examine the impact on localities as anti-
recession programs are phased down, particularly those localities suf-
fering from significant structural problems. The study also provides
various options for funding trigger and allocation mechanisms to
smooth the phasedown, to reorient programs to meet structural prob-
lems, and to target funds on areas and groups most in need of them.

Although the study focuses on the fiseal year 1979 budget, I believe
it will remain useful as we consider fiscal year 1980 authorizations and
appropriations.

Sincerely yours,
Roserr N. Gramvmo, Chairman.
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Preface

In fiscal year 1979 the Congress may phase down many santi-
recession programs enacted in response to the 1974-75 recession. This
paper analyzes the imEIicatlons of these possible phasedowns, The
;éaper was requested by Chairman (Gilaimo of the House Budget

ommittee.

The paper was written by Richard A. Hobbie of the Congressional
Budget Office’s Human Resources division under the supervision of
Robert D. Reischauer and David S. Mundel. Computer assistance
was provided by Roger Winsby of Data Resources, Inc. Valuable
comments were provided by many of the CBO staff, including Charles
Betsey, Peggy Cueiti, Carol DeSilvio, George Iden, Cy Karr, Teity
Nelson, June (FNeill, and Charles Seagrave. Other helpful comments
were provided by Alair Townsend, Bob Cook, and Marc Freiman,

Patricia H. Johnston edited the manuscript. Norma Leake provided
outstanding secretarial assistance during the entire project.

In accordance with the CBO’s mandate to provide objective and
impartial analysis, this paper contains no recommendations.

Avtes M. Raviin, Director.
August 1978.
(Vi)






Summary

The Congress responded to the 1974-75 recession with new pro-
grams to stimulate the economy and alleviate hardship. These pro-
grams include public service employment, public works, antirecession
fiscal assistance to State and local governments, extended unemploy-
ment insurance, and a jobs tax credit. They often designated State
and local governments to administer the funds and used complex
national, State, and local triggers, geographic allocation mechanisms,
and individual eligibility criteria.

As the economy continues its recovery, antirecession programs are
projected by CBS to decline, The administration, however, has pro-
Fosed a redirection of some programs from temporary antirecession to
ongrun structural programs. These proposals an? others may, in
effect, phase down some programs by redesigning their program com-
ponents. Therefore, the phasedown of antirecession programs may
occur by the redesign 0{) existing programs in addition to gradual
decreases or terminations.

The Congress faces several antirecession program decisions:

® Public service employment under the Comprehensive Employ-
ment and Training Act (CETA) expires at the end of fiscal year
1978.

e Public works outlays decline as the projects funded with fiscal
year 1977 appropriations are completed. The Job Opportunities
Program has already triggered-off.

® Antirecession fiscal assistance expires at the end of fiscal year
1978.

o The jobs tax eredit expires at the end of calendar year 1978.

Any phasedown of antirecession programs must take inte account
two factors. First, antirecession program outlays are quite large;
about $9 billion is estimated to be spent in fiscal year 1979 by State
and local governments in public service employment, public works,
and anfirecession fiscal assistance programs.! Second, although un-
employment may have declined in many areas, serious problems
persist in some jurisdictions. Consequently, phasing down antireces-
sion programs could cause serious difficulties for some State and local
governments.

Although the estimated fiscal year 1979 outlays in public service
employment, public works, and antirecession fiscal assistance will
pro‘ba,grlr)';l be less than 4 percent of Siate and local government pur-
chases of goods and services, some jurisdictions have become depend-
ent on these funds. For example, & recent Treasury Department study
indicated that, in 24 of the Ié)smon’s largest 48 cities, ellocations from

these programs amounted to at least 16 percent of revenues from their
own sources.

11In flacal year 1079, the jJoba tax credit {a assumed to expire, hut CETA and anttrecession
fiacal aseletance are assumed to be reanthorized.
{IX)
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Dependence was partially fostered by the antirecession program
funding formulas, which did not clearly distinguish between structural
and recession-induced problems (see Summary Table 1}. Structural
problems persist in some areas, regardless of changes in the national
unemployment rate; recession-induced problems change with the na-
tional unemployment rate. The antirecession program formulas, how-
ever, targeted funds on areas with high unemployment rates, instead
of areas with substantial changes in unemployment rates, When
antirecession programs are phased down, funds will ba withdrawn
from high unemployment rate areas whose unemployment rates may
not have declined with the national unemployment rate,



SUMMARY TABLE 1.—SELECTED ANTIRECESSION FROGRAM FUNDING FORMULAS

Programs dimensions CETA-I11t CETA-VI) ok PWEA-11 PWEA-([1
Description. . ... Public service employment. ... Public service employment. ... Labor-intensive public warks Local public works, capitsl devel- Intergovernmental  antirecession
.  projects, opment, and investment. . fiscal assistance.

Hational trigger. . ..... None Kone. ... unemph t rate must  Mowe.... t rate must
be at leask 7 pewent in most be more than 6 percant in most
recent quarter, rscm quarter and most receat

State-local brigger. s ... Unemployment rate must be at MNone. ... oo ooomooooooos CETA titte Il areas with unam- An annual unemployment rate of Unemployment rate mora than 4.5

{east 6.5 percent for 3 consecu- ployment rates of at least 7  at least 6,5 percent for 3 con-  percent in a governmental

ve months in areas with at percent.

feast 10,000 persons In resi-

secutive months in a govern  jurisdiction.
menta) jurisdickion for 35 per

cent of the total funds,

dence.
Geographic allocatlon  An atea’s share of substanttal un.  Anacea's share of; (1} iotal pnem-  Areas with wnemplayment rates  An area’s shara in total enemploy-  States got one-thied and generat

mechan/zm,

unemployment ir areas of stb-
stantial unemployments
ment rates above 4.5 percent3

employment as a parcent oi' ployment; (2) substantil  ahova the national average in
pl ihe most recent calendar quar-  of the total funds,

ment in areas wn unemploy-  ter receive 70 percent of the

funds, Other eriteria afse con-

siderad, Reven ue Sharing jormula is used,

ment s the basis for 65 percent  puepase local govermments et
two-thirds of I’unds A govern-
ment's share of unemployment
above A5 percent plus General

ETn--{:omprehenswe Empluyment and Training Act, YOP—Job opportunitiog program PWEA-

under CETn title f; {3} which has a rate of unemplugmem of at Jeast 6.5 percent for a period of 3
s, as determined by the Secreta Labor at least once pach fiscal year; and (4)

Puhllc \‘i'orks Em loyment Act. Roman numerals refer to the authorizing llﬂe inthe 1
1An avea of tantial une |%wment is an area within a prime sponsors jurisdiction: (l) whlch
has 2 papulatlan of at least 10,000 pevsans; {23 which qualifies for a mintmum allocation of $25,00

where such unlts comprising the area {census tracts, census divisions, cities, counlies, elc.) are
contiguaus,

iIX
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Some jurisdictions msy cut services or increase taxes when they
lose Federal funds from antirecession programs. Those jurisdictions
that have the fiscal capacity to replace the withdrawn funds may not
be affected adversely. Others, however, may be fiscally strained
because of structural changes in their local economies. Some juris-
dictions are suffering population declines, relative decreases in per
capita income compared to the national average, and low growth in
property values, while increasing tax burdens on their remaining
residents. An antirecession program phasedown would exacerbate
these trends.

When antirecession programs are phased down, those most targeted
on fiscally strained jurisdictions will eause proportionately more
damage. There are no well-accepted measures of State and local
government fiscal strain, however. Unemployment rates are often
used as rough proxies. The fiscal problems of State governments are
related to changes in unemployment rates because their budgets are
relatively sensitive to economic fluctuations. Local government
fiscal problems are related more to levels of unemployment rates,
because their budgets are relatively less sensitive to economic fluctua-
tions and more sensitive to declines in population and economic
activity.

The programs most directed at areas with high unemployment
rates contain the least funds. Antirecession fiscal assistance is more
targeted on areas with high unemployment rates than public works,
which is followed by public service employment. The magnitudes of
fiscal year 1979 outlays are in the reverse order, however, with about
$6.2 billion in public service employment, $1.9 billion in public
works, and $740 million in antirecession fiscal assistance, Thus, a
phasedown of public service employment, for example, could damage
fiscally strained jurisdictions because of the large amount of funigis
involved, despite the program’s relatively smaller emphasis on high
unemployment rates.

OPTIONS

Not phasing down antirecession programs would avoid damaging
fiscally strained jurisdictions. However, antirecession programs are
not well-designed to alleviate this longer run structural problem.
‘Options emphasizing high local unemployment rates could lessen
fiscal strain while simultaneously permitting a phasedown of anti-
recession programs in economically healthy areas. )

Current policy phasedown options.—CBO’s current policy outlay
estimates assume no change in current tax law or expenditure policy
and an economy in which the national unemployment rate declines
from 6.0 percent to 4.6 percent during fiscal years 1979 through
1983. A continuation of current policy would result in & decrease of
antirecession program outlays of $2.3 billion hetween fiscal years
1978 and 1979 (see Summary Table 2). The $1.6 billion decrease in
extended unemployment insurance and the jobs tax credit would
mainly affect areas with low unemployment rates. However, the
$1.5 billion decrease in public works and antirecession fiscal assistance
would disproportionately hurt areas with high unemployment rates,
but this would be somewhat offset by an $0.8 billien public service
em}t]llo ent increase that would be relatively less targeted on areas
with high unemployment rates.
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SUMMARY TABLE 2—CURRENT POLICY PHASEDOWN {N FISCAL YEAR 1579 AND FISCAL YEAR 1250
[l miltions of deliars)

CBO curreny policy esyimates, fiscal years

Program 1978 197% 1580
Publit service amployment. o o e e emam i em e 5,429 6,203 5323
Public works. .. - 2,813 1, 620
Antirecession fiscal assistance______________________ ... 1,374 i ]
Extendsd unemployment insurance 147 165 350
Johs tax credit 2, 500 1, %00 0

Tatal O 13,563 11,228 6, 293

Motes: Public service employment includes CETA tites 1l and V1.

Public works tncludes tille | of the Public Works Employment Act and title X of the Public Works and Economic
Development Act (Job opportunities program), . .

Antirecession fiscal assistance is authovized under title 11 of the Public Works Employment Act, as amended.

Extended ynemployment & ludes the Jad banwiits, special unemployment assistance, and Federal
supplemental benefits programs. i 3

Congresstonal Budget Office, “‘Five-Year Budget Projections: Fiscal Years 1579-83," Technical Background

(Washington: GPD, January 1978), pp. 61, 63-68, 87, and 103-105 for detailed program ptians,

Phasedown with hold-harmless option.—A second option would be
to Yroceed with & phasedown with “hokl-harmless” funds available
to lessen adverse effects on State and local government budgets.
Hold-harmless funds could be provided to jurisdictions still experienc-
ing economic or fiscal problems. These funds could be distributed on
eli]ﬁler a discretionary or formula basis. A formula could emphasize
areas with high unemployment rates or declining population, employ~
ment, and relative per capita income. A precise amount of funds could
not be estimated, but less than $1 billion would probably be needed
in fiscal year 1979.

Redesign and reallocate option.—A third option would be to re-
design existing programs to allocate funds toward longer run struc-
tural problems. This option would involve changes in the various
program formulas that target funds on areas with high unemploy-
ment rates and declining population, employment, and relative per
capita income. This approach would require no funds in addition to
the $11.2 billion estimated in fiscal year 1979 under current policy
and would probably not substantially hurt economically and fiscally
distressed jurisdictions. The jurisdictions losing funds would probably
have the fiscal capacities to replace Federal funds with their own
revenues.

Administration’s proposels.—The administration’s proposals are a
mixture of the current policy, hold-harmless, and redesign options.
The administration proposes to:

e Maintain the existing 725,000 public service jobs (CETA titles
II and VI), but distinguish structural from antirecession jobs
beginning in fiscal year 1980 and link antirecession jobs to changes
in the national unemployment rate; ) )

® Create a new ‘“‘soft public works” (short-term and labor-intensive)
Erogmm of $1 billion in budget authority for each of three years

eginning in fiscal year 1979, which would supplant the Job
Opportunities Program and the local public works projecis;

¢ Replace the current jobs tax credit with a $1.5 billion tex credit.
targeted on economicaelly disadvantaged youth from 18 to 24

ears old;

¢ Replace antirecession fiscal assistance with a $1 billion fiscal
adjustment assistance program for local governments in dis-
tressed areas.
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These proposals would phasedown, terminate, or redesign anti-
recession programs in public service employment, public works,
fiscal assistance, tax credits, and unemployment insurance. Because
they would provide additional budget authority of $1 billion in fiscal

ear 1979 for “soft public works' and retargei funds on areas with

ii;h unemployment rates or declining ?opulation, employment, and
relative per capita income, they probably would not adversely affect
economically or fiscally distressed jurisdictions. Moreover, the fiscal
adjustment assistance, soft public works, and jobs tax credit pro-
grams elone add $3.1 billion, which is more than 60 percent of the
estimated current policy expenditure decrease in fiscal year 1980,



Chapter I
Introduction

In response to the 197475 recession, the Congress initiated various
programs to alleviate economic hardship and stimulate the economy.
In addition to general tax cuts, the following antirecession programs
were enacted: Extended unemployment insurance, public service
employment, public works, antirecession fiscal assistance to State and
local governments, and a jobs tax credit. As the economy continues to
recover through fiscal year 1978, the Congtress will agam face policy
decisions on antirecession programs. Unlike the earlier decisions,
however, the focus will be on the amendment, phasedown, or termina-
tion of previously enacted programs.

The current antirecession programs have several unique character-
istics that distinguish them from many previous Federgl programs to
aid State and local governments: !

o State and local governments were often designated to administer
the programs, instead of the Federal Government;

® “Triggers” were used to adjust funding levels automatically to
national, State, and local unemployment rates and funds were
dis‘?ributed based on State and local area unemployment shares;
and

e Individual eligibility criteria were used in some programs.

Although the new programs were used for antirecession purposes,
their funding formulas had structural components. That is, many
progrars were targeted on areas with high unemployment rates and
chronic problems, instead of areas with substantial changes in unem-
ployment rates and problems exclusively attributable to the recession.
This has created s future phasedown problem because many areas
will continue to have high unemployment rates and persistent problems
after the funds are withdrawn,

The problems created by a phasedown plan will affect State and
local governments, the recipients of Rubhc services, and tazpayers.
Although the economy has recovered substantially, some of these
groups have bhecome dependent upon sntirecesslon programs for
financial assistance and will argue for incressed—or at least sus-
tained—Federal spending. Some State and local governments will
contend that they will be forced to increase taxes or cut services if a
phasedown plan is adopted. Local property taxpayers will complain
that they are overburdened and the recipients of the program benefits
will fear the loss of their jobs or needed services in the community.
Alternatively, others will argue that the economic recovery will
eliminate any real burden that these groups may face during a
phasedown.

The general phasedown problem will be faced in several specific
decisions that tﬂe Congress must make regarding the future of anti-
recession programs. These include:

1 Antlrecession options were analyzed in two previous Congressional Budget Qfce reports:
Temporary Measures to Stimulate Employment (September 1973) and Short-REun Megatires
to Stimulaie the Economy (March 1977).

(1)
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¢ The Comprehensive Employment and Training Act (CETA);
which provides antirecession public service employment, expires
at the end of fiscal year 1978. The administration has proposed a
bill that would substantially change public service employment
(H.R. 11086). ‘

¢ The Job Opportunities Program (JOP) is not authorized below
a quarterly national unemployment rate of 7 percent, but more
funds could be appropriated for local public works Erojects under
title I of the Pugfi‘c orks Employment Act (PWEA).

® Antirecession fiscal assistance (ARFA) expires at the end of
fiscal year 1978, It is not suthorized below a quarterly national
unemployment rate of 6 percent, but the administration has

roposed to change this provision under its new urban policy.

® The jobs tax credit expires at the end of calendar year 1978.
The administration has proposed a new jobs tax credit that
would be tergeted on economically disadvantaged youth from
18 to 24 years old.

This paper analyzes the phasedown of antirecession programs.
Chapter II reviews current antirecession program policy. Chapter I11
examines the regional economic context in which phasedown prob-
lems may occur. Chapter IV delineates several types of phasedown
problems and Chapter V presents some options to alleviate these
problems.



Chapter TI
Current Antirecession Program Policy
Tue Resronse 10 THE REcEssioN

The 1974-75 recession began in the third quarter of calendar year
1974.' Real gross national product (GNP) declined from the first
uarter of calendar year 1974 through the first quarter of 1975, while
the unemployment rate jumped from 5.0 to 8.1 percent. Real GNP
began to grow in the second guarter of calendar year 1975, but the
unemployment rate persisted at levels above 6 percent.

While the economy was declining, the Federal budget automatically
responded with decreases in tax collections from falling incomes and
incrasses in outlays for various entitlement programs, such as the
regular unemployment insurance {UI) program. In addition, there
were pieces of antirecession legislation enacted by the Congress before
the 1974-75 recession (Public Law 91-373, Public Law 92-54, and
Public Law 92-224) (see table 1). This legistation, which was a rezponse
to the 196970 recession, extended the maximum duration of eligi%ility
for regular UI recipients from 26 to 52 weeks and authorized the Public
Employment Program (PEP) under the Emergency Employment
Act. Ironically, PEP was being phased down in fiscal years 1975 and
1976, when the economy needed stimulation.

TABLE 1.—KEY LEGISLATION ENACTED I RESPONSE FO THE TWO MOST REGENT RECESSIONS: 1969-70 AND 1974-75

Date Public
enacted Law  Title of program affected

Aug, 51970 931-373 Federal-State Extended U loy t Comp tion Act(EB).

July 12,1971 $2-54  Emergency Emplayment Act(PER),

Dec. 27,1971 92-224 Emergency Unemployment Compensation Act (FSB).

3 93-203  Gomprehensive Employment and Traan[nf Act CCETA 13,

Dec. 31,1974 93-567 Emergency Jobs and Udemployment Assistance Act(CETA VI, JOP, and SUA).
Do....__. 93-572 Emergency Unemployment Compensation Act (FSB).

June 30,1976 94-45  Emergency Comp and 339(:!81 Unemployment Assistance Act (FSB and SUA),

July 22,1976 94-36% Puablic Works Emgloymenl Act (PWERA 1),

Oct. 1,1976 94-444 Emergency Jobs Programs Extenslons Act (CETA Vi),

Oct. 12,1676 94-487 Public Works and Feonomic Development Act Amendments (JOF).

Oct. 20,1975 94-566 U ploymen t Comp tion A dments (EB and SUA).

apr. 12,1977 95-i9 Emergen:{_ Unamployment Comy tion Extension Act (FSB),

ay 13,1977 95-23 Local Public Works and Capjtal Development and Investment A EA 1)

Do ___. 95-29  Economic Stimulus Appropriztions Act (CETA 11 and V1: PWEA | and ii),

May 23,1977 %5-30 Tax Reduction and Simpfification Act of 1577 (JTC and PWEA (1),

Tue New ANTIRECES3ION PrROGRAMS

The new programs enacted in response to the 1974~75 recession
inelude qubhc service employment (CETA titles II and VI), public
works (JOP and PWEA title I}, antirecession fiscal assistance (PWEA
title IT), unemployment insurance extended benefits program (UI-
EB), and s jobs tax eredit (JTC). They share a number of characteris-
tics, which are listed in table 2. Three of the programs havenational

1 A recession Is commonly ldentified after two consecuilve quarters of negative percentage
changes in real GNP. )

84-461—73-—-3
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triggers, and six have State and/for local triggers, All of the programs
have geographic allocation mechanisms, three of which are specifically
targeted on the unemployed.

TABLE 2.—A COMPARISION OF ANTIRECESSION EXPENDITURE PROGRAMS

Pregrams dimensions CETA-N CETA-¥1 Jop

Descriphion....... ceveceu.... Public  service employ- Public service employ- Labor-infensive  public
X ment. ment. warks proj

Primary objsctive. . _......... Fo provide Jobs to persons To provide temporary Jobs To increase temporary of

residing in areas of high  to persons during high  maintain employment ia

) unemployment. unemployment, high unemgloyment areas,

National trigger. Hone_ None. . National pl t cate

must e at east 7 percent

in most recent quarter.

State-local trigger.. - Ungmpl t rate must Mone__.......—weeeve—. CETA titte Il areas with un-
be at least 6.5 percent empleyment rates of at
tor 3 consecutive menths least 7 percent,

in areas with at lesst
10,000 persons in resi-

dence.
Geopraphic altocation mecha- An area’s share of substan- An area’s share of: (1) total Areas with unemployment
nism, tial ployment as a pl: I sub-  rales above the mational
percent of ~unemploy-  stantial ‘unemployment;  average in the most recent
mentin areas of subst 3 J t in lendar yearter receive

tial unemployment.! areas  with ‘unemploy- 10 perceni of the funds,
ment rates above 4,5 per-  Other criteria also coue
cent. sidered.
Individual eligibliity ceiteria,. ... Unemployed or wnderem- Low-income, long-term un- None,
ployed, e,mplngs and AFDC re-
ciplents,

TABLE 2.—A COMPARISON OF ANTIRECESSION EXPENDITURE PROGRAMS—Continued

PWEA-I PWEA-II 1-EB Jobs tax credit

Local public works, capital Intergovernmental antirs- Extended uwnemployment Marginal employment fax
development, and investment jon fiscal tance, insurance benefits. cradit benefits.
PIORTAMS. . .

To increase temporary local To provide funds to State- o provide at most 13 addi- Vo provide a tamporary tax
public works construction  local gavernmentstoless-  btional weeks of unem-  reduction fo firms that in-
during high unemployment. en procyclical bwdget  ployment compensation  crease their payrolls dur-

changes. durlrtlg high unemploy-  ing high spemployment,
menk,
Mone National  wnemployment  Natfonal insured unemploy- None.

rate must bg more than 6 ment rate must be at
percent in most recent Ieast 4.5 percent in most
quar{tr?r and most recent  recenl 13-week penod.
month,

An annoal onemployment rate  Unemploymentrate o more  An insured ployment An employer’s U1

of at Jeast 6.5 percent for 3 than 4.5 percentin a gow.  rate (UIR) the most re-  wages must be more than

conseculive months in 8 ernmental jurisdiction. cont 13-week petiod of 102 peiceni of the pre-
governmentat jurisdiction for either: {4} at least 5 per- vious Ui-laxable wages,
35 percent of the total funds, cent; of (2) at least 4 por-

cent plus 120 percent of
the mos 1recent Z-yr
i average VR o
An area’s share In total unem- States get one-third and Depends on the distribu- Depends on the distribut

picyment iz the hasis tor 65 genaral  purpose  Socal iion of relalively high of employars who jn-

parcent of the total funds, gavernments  get two-  JUR's, creased their Ul-taxable
hirds of funds. & govern- wages by more than 102
ment’s hare of unempioy- percent.

ment above 4.5 percent
plus  general revenue-
sharing formula is vsed,
LS T Mome. . oo ee e e eeee Exlizosizes of regular U)_._ Workers in l-covered em-
playment.

15ee footnole 2 in lext for a definition of “areas of substantisl unemployment,’”
2 The 2-yr average is caleulated for the corresponding 13-weei perlods o the previous 2 yr.

Despite these broad similarities, the details of each program are

uite different. Every trigger (national, State, and local) geographic
allocation mechanism, and individusal eligibility criterion is different.
This diversity is not necessarily irrational or inefficient. Each program
has several objectives and the program designs reflect tradeoffs made
among them. For example, while CETA title VI was originally de-
signed as an antirecession program, its individual eligibility criteria
have a structural focus. It is targeted on low income, long-term unem-
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ployed persons and Aid to Families with Dependent Children (AFDC)

recipients. This excluded some cyclically unemployed persons with

relatively high family incomes, and acts to ration the limited number

ﬁf ]]ogg (600,000) to persons suffering relatively more economic
ardship.

Most of these programs are designed primarily to aid people in need,
but fiscal relief to State and local governments is a side effect. Onl
antirecession fiscal assistance is specifically provided for fiscal relief,
but public service employment and public works can also be used for
this purpose. In contrast, extended unemployment insurance and the
Jobs tax credit do not provide funds to State and local governments.

Public Service Employment

Public service employment programs have provided Federal funds
to subsidize teraporary jobs in State and local governments. They have
no national triggers, but are targeted partially on areas with high un-
employment rates by State and local triggers and geographic alloca~
tion mechanisms,

The existing public service employment programs were initially
authorized by title I1 of the Comprehensive Employment and Train-
ing Act of 1973 (CETA; Public Law 93-203). It was then considered
to be a structural program for unemployed and underemployed per-
sons residing in ‘“‘areas of substantial unemployment.” 2 It was strue-
tural in the sense that funds were targeted on areas with high rates of
unemployment. A local unemployment trigger rate of at least 6.5 per-
cent was necessary to qualify small areas for funds. Although the na-
tional annual average unemployment rate exceeded 6.5 percent in only
2 of the 20 years preceding CETA, it was expected tllfat some areas
would qualify regardless of the national! unemployment rate. Pre-
sumably, the persons suffering the most severe labor market problems
resided in these areas.

CETA title VI was created as an aniirecession program by the
Emergency Jobs and Unemployment Assistance Act of 1974 (Public
Law 93-567). It was later amended by the Emergency Jobs Programs
Extension Act of 1976 (Public Law 94-444), Eligibility was origina,lifr
limited to unemployed and underemployed persons, but the amend-
ments revised these criteria to include low-income persons who were
unemployed at least 15 weeks or AFDC recipients or had exhausted
their unemployment insurance. Although the more structura%y
oriented individual eligibility criteria were used, the original title VI
allocation formuls remained. This formula distributes funds geo-
graphically based on the following allocation factors:

e Fifty percent of available funds on the area’s share of total
unempioyment;

o Twenty-five percent of available funds on the area’s share of
substantial unemployment;?® and

2 An grea of substantial unemnloyment {s an ares within a prime sponsor’s jurisdietion :
(1) which has o population of at least 10,000 persons; {2) which gqualifies for 2 minimum
allocation of $25,000 under CETA title f: {35’ which has a rate of vnempleyment of at
Teast 6.5 percent for a perlod of 3 consecntlve months, as determined by the SBeeretary of
Labor gt least once each fizeal year; and {4) where such uniis comprising the area (census
tracts, censug divisions, cities, counties, ete.) are contizuous.

A prime sponsor is o unit of Government, combinations of units of Government, or a rural
Concentrated Employment Progtam grantee, which has entersd into a grant with the
Department of Labor to provide services under CETA title L In general, prime sponsors are
either States or units of general purpose local government with populations of at least

D0, 000,
3 Hubaiantial unemployment s the sum of the unemployment in all areas of subsiantlal
unemwployment as defined {n the previous fooinote,
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® Twenty-five percent of available funds on the area’s share of
unemployment in areas with unemployment above 4.5 percent.

‘Public Works

Antirecession public works projects were funded under the following
pro%ams: (1) The Job Opportunities Program (JOP) under title X of
the Public Works and Economic Development Act of 1965 (PWEDA,
Public Law 80-136, Public Law 93-572, and Public Law 94-487); and
(2) the local public works programs under title I of the Public Works
Employment Act of 1976, as amended (PWEA, Public Law 94-369
and Public Law 85-28). Their objectives include increasing employ-
ment in high unemployment areas and building capital facilities.

The Job Opportunities Program is one of the antirecession programs
with a national trigger. Amendments to PWEDA in 1976 authorized
$81.25 million for each one-quarter fiscal year in which the national
average unemployment rate is at least 7 percent. No funds are au-
thorized for a quarter in which the most recent quarter’s national
unemployment rate was less than 7 percent. _ _

The Job Opportunities Program also has & local trigger, which
designates as ehgible only CETA title IT “areas of substantial unem-

loyment”’ with unemployment rates of at least 7 percent. Funds ave
urther targeted by a provision that allocates 70 percent of the funds
to areas with unemployment rates above the national average unem-
ployment rate. The severity of unemployment {the level of the un-
employment rate) and the “appropriateness’” of the proposed project
for an area are also considered in the allocation of funds.

Title I of PWEA has no national trizger. The geographie distribu-
tion is, however, a complex mixture of the State trigger and allocation
mechanisms. After certain amounts are set aside and minimum and
maximum requirements are satisfied, 65 percent is divided among the
States according to each State’s share of national unemployment.
The remaining 35 percent is allocated to States with an average
unemployment rate in excess of 6.5 percent for the most recent 12-
month period, The distribution within States 1s based on the same
mechanism.

The initial $2 billion appropriation for title I of PWEA was based
on an administrative formula that weighted unemployment rates
relativelly more than numbers of unemployed persons. This resulted
in small areas with high-unemployment rates receiving dispropro-
tionate shares of the allocation, when compared with their shares of
total unemployment. This problem, however, was corrected by the
formula estabhshed by Public Law 95-28.

Antirecession Fiscal Assistance

Antirecession fiscal assistance to State and local governments at-
tempts to lessen recession-induced, contractionary State and local
fiscal policies, such as decreases in expenditures or incresses in tax
receipts during a period in which the Federal Government aims to
stimulate and expand the economy. The program has national and
State and local triggers and a geographic allocation mechanism.

The national unemployment rate must be more than 6 percent before
the program is activated. For the quarter during which the national
unemployment rate exceeds 6 percent, $125 milﬁon plus $30 million
for each one-tenth of 2 percentage point that the quarterly national
unemployment rate exceeds 6 percent is authorized. A maximum
total authorization of $2.25 billion was set for the period of July 1,
1977, to September 30, 1978,
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The State and local trigger is 4.5 percent. One-third of the funds
are distributed to eligible States and two-thirds to eligible general
purpose local governments. These funds are allocated on the basis of
an area’s unemployment rate exceeding 4.5 percent and its share of
the national general revenue sharing allocation. Use of an area’s
general revenue sharing allocation means that such factors as tax
effort, income, and population are considered indirectly.*
Unemployment Insurance

Ezlended benefils.—The extended benefits program (EB) was
authorized as a permanent part of the Federal—gmte unemployment
insurance program by the Federal-State Extended Unemployment
Compensation Act of 1970 (Public Law 91-373). It provides 13
additional weeks of benefits beyond the maximum number of weeks
under the regular program (26 weeks) during periods of high unemploy-
ment. The funding is shared equally between the Federal Government
and the State unemployment insurance system.

The national and State triggers, which are more complex than
those in the other programs, are summarized in table 3. Either national
or State trigger can authorize benefits, but both must meet certain
conditions before the benefits are terminated. For the program to be
activated nationally, the seasonally adjusted national msured unem-
ployment rate (IUR) must be at least 4.5 percent during the most
recent 13-week period.® When the national trigger dips below 4.5
percent, however, the EB program does not terminate in all States,
This depends on two possible State triggers:

o The seasonally unadjusted State insured unemployment rate
must be at least 4 percent for the most recent 13-week period
and at least 120 percent of the average for the same 13-week
period for the past 2 years; or

o The seasonally unadjusted State insured unemployment rate
must be at least § percent for the most recent 13-week period,

TABLE 3.—-NATIONAL AND STATE TRIGGERS FOR THE UNEMPLOYMENT INSURANCE EXTENDED
BENEFITS PROGRAM

Triggers

Program level Autharized Terminated

R ceean= S ally adjusted national insured un-  Seasonally adgusted national FUR must bhe
empioyment rate (IUR} must be at Jeast  less than 4.5 percent for the most recont
4.5 purcent for the most recent 13-week  13-week period.

State. o aiiieeaaaaa (1) Seasonally unadiugled State JUR must (1) Seasonally unzdjusted State 1UR most

be at least & percent for the most recent  be less than & percent jor the most recent

13-week pericd and at Jeast 120 percent  13-week period and less than 120 percent

of the previous 2-yr average for the same  average for tha same 13-weak period; and

13-week Feriod: ar (7} seasonally un-  (2) Seasanallg unadjusted State [UR must

adjusted [UR most be at least 5 percent  be less than lxl:en:ent for the most recent
for the most recent 13-week period. 13-week period.?
Mational and/or State__._._._ Mational or State_ ..o . oceieeooaoo Mational and State.

. 1ﬁcpndiu‘g?_ 12 is an optional condition. Montana, West Virginia, Arkansas, and Kentucky did not elect to participats
in this condition,

* Gondition 23 15 redundant becawse it is already included in the first paet of condition {13, It is shown o maintaln
symmelry with the State authorization trigger where it is nol redundant,

t The general revenue sharing formula is contalned in title T of the State and Loecal Flaeal
Asslstance Act of 1972 (Public Law 95-512} as amended by the State and Local Fiseal
Asslstance Amendments of 1976 (Publtie Law 94—488).

3 The insured unemployment rate is defined as the number of insured nnemployed divided
by the number of persong in Ul-covered employment. This rate has tended to be ahont 2
wercentage points below the national nnemgmyment rate for all! workers. Although about

7 percent of the lahor force 1a covered by Ul oaly about one-haif of the unemployed have
sufficient work experience to be eligible. Many unemployed persobs are reentrants and new
entrants to the labor foree who gre not eligible for UL
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If either State trigeer is satisfied, a State EB program is authorized.
The State EB programs do not terminate, however, until both State
trigeers are not satisfied. When the program trigger is off (national
or State), the program must have operated for a minimum of 13
weeks for benefit payments to terminate immediately. Since UI-EB.
is an entitlement program, there is no explicit geographic allocation
mechanism. The funds are, however, concenirated m States with
relatively high insured unemployment rates.

Programs expiring during fiscal year 1978 —Two emergency unem-

loyment insurance programs expired during fiscal year 1978. Special

nemployment Assistance (SUA) expired on December 31, 1977,
It provided emergency coverage of as much as 39 weeks of benefits
to workers mot otherwise covered and eligible for unemployment
benefits under any other laws. Federal Supplemental Benefits (FSB)
expired on March 31, 1978. It provided two tiers of 13 additional
weeks of unemployment insurance above the 39-week maximum
available under the regular and Extended Benefits (EB) programs.

SUA was financed on a “such sums as may be necessary” basis
through grants to States, which administered the program under the

idance of the Department of Labor. It had no national and State-
ocal triggers or geographic allocation mechanism. Most of the
extended coverage In grng was incorporated into the permanent un-
employment insurance system by the Unemployment Compensation
Amendments of 1976 (Public Law 94-566).

FSB had national, State, and local triggers that were integrated
with EB. The State authorization trigger was a seasonally unadjusted
insured unemployment rate of at least 5 percent for the most recent.
13 weeks. Also, Standard Metropolitan Statistical Areas (SMSA’s)
were automatically activated on & similar basis if EB was also au~
thorized for the Nation or the appropriate State. If the EB program
was not activated or the specific area triggers for FSB were not
satisfied, the FSB program triggered off in SMSA’s.

Jobs Tax Oredit (JTO)

The Tax Reduction and Simplification Aet of 1977 (Public Law
95-30) authorized a jobs tax credit for employers hiring additional
workers in calendar years 1977 and 1978. This tax expenditure pro-
gram expires at the end of calendar year 1978.

The johs tax credit equals one-half of the difference between an
employer’s taxable wages under unemployment ingurance (UI) in the
current year and 102 percent of the employer’s Ul-taxable wages in.
the previous year. Each employer can claim a tax credit up to a
maximum of $100,000 against its corporate income tax liability.

The JTC is not explicitly activated by national, State, or local
employment figures. It will, however, Increase with incresses in
employment up to each employer’s $100,000 limit. Areas with declining
employment probably will benefit proportionately less than growing
areas.hHence, it is probably targeted on areas experiencing economic
growin,

ACTUAL AND PROJECTED OUTLAYS

When the economy began to decline in fiscal year 1974, only $918.
million was spent on antirecession %ro ams éee table 4). About
two-thirds of these outlays were in the PEP program (contained in,
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CETA title IT) and only one-third in Extended Benefits (EB). As the
full burden of the recession hit in fiscal year 1975, outlays increased
threefold to over $3 billion. An additiona{ 13 weeks of unemployment
insurance eligibility (up to 65 under FSB) and expanded coverage
(under STUA) were provided. Moreover, CITA title VI was enacted
and the Job Opportunities Program (JOP) began to operate. Most of
the outlay increases, however, were still in extended unemployment
insurance,

TABLE 4.—ACTUAL AND PROJECTED OUTLAYS OF ANTIRECESSION EXPENDITURE PROGRAMS, FISCAL YEARS 1974
. THROUGH 1983

[tn milfions of dellars]

Actuals CRO projections of current poficy t
Program 1974 1976 21976 21977 1878 197% 1980 1981 1982 1983
1572 544 1,016 1,150 1,233

157 1,318 1,402 1,488
M 1,272 2,30 4413 5083 4,00 275§ 49
264 o3 0 o

22
] 585 2,800 1,520 620 ]
0 0 1,730 1,374 4
1,298 2,980 2,400 550 480 350 300
884 4,274 2,515 457 65 0 0
0 0 4690 2,500 1,90 0 1]

3,094 9,939 10,845 13,563 11,228 6,283 3,947 2,293 1,735

caggcgz
ngﬁ =

1 Current policy is based on ¢BO economic assumptions, no changs in the tax Jaw, and estimated colfays in relation ta
the I plions, See Congressional Budget Dffice, Five-Year Budget Projections, Fiscal Years 1979-83, Technical
Background, pp. 63, 63-66, 87, and 103105 far detalled program npiiol i

2 The teansition quarter fcalendar year 1876:3) has been excluded to sim; I:!’uymtJhe data presentation,
1‘(}‘f‘llsmzludezz alj_utllays fot the Emergency Employment Act of 1971 of $605,000,000 and $5£,l!|}0,0l10 in fiscal years 1974 and

, réspechively, )
4 Estimates from President’s budget, fiscal year 1979,

DEFINETIONS

CETA-11—Comprehensive Employment and Training Act of 1973, title 11 {as amendad).
CETA-Vi—Comprehensive Employment and Training Act of 1973, title VI (as amendeds). N

JOP—Job cpporiunities Emgram, Public Works and Eronomic Development Act of 1965, title X (as amended),
PWEA-I—Public Works Employment Act of 1576, title | (as amended),

PWEA-E[—Public Works Employment Act of 1976, title |1 (as amended),

Ul—Unemployment insurance.

F3B—Federal supplemental henefits,

EB—Eutended benefits.

SUA—Special unemployment assstance,

In fiscal year 1976 the economy continued an uneven recovery,
but the unemployment rate remained high. Antirecession expenditures
again inereased threefold to almost $10 billion. Extended unemploy-
ment insurance composed more than two-thirds of this increase.

In fiscal year 1977 there was only about a $1 billion increase in
expenditures, but a significant shift in emphasis oceurred. The share
of total outlays in extended unemployment insurance dropped from
about 73 to 45 percent. This shift resulted from increaset]{) outlays
in CETA title VI, public works under PWEA title I, antirecession
fiscal assistance to State and local governments under PWEA title
II, and the jobs tax credit. ]

CBO current policy estimates assume no change in tax and expendi-
ture policy and an economy in which the unemployment rate drops
from 6.0 percent in fiscal year 1979 to 4.6 percent in fiscal year 1983.%
Reflecting the increased spending funded under the Economie Stimulus
Appropriations Act of May 13, 1977, CBO current policy outlay
estimates are projected te peak in fiscal year 1978 at about $13.6

% In fiscal year 1979 the johs tax credit i8 assumed to expire but CETA and antirecession
figcal asslatance are aggumed to be reavthorized.
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billion. The relative shift away from extended UY is projected to
«continue, as its share of total outlays drops from 45 percent in fiscal
year 1977 to 11 percent in fiscal year 1983. The largest annual decrease
in the current policy estimates of about $5 billion occurs in fiseal year
1880, This results mainly from the expiration of the jobs tax credit,
the triggering-off of antirecession fiscal assistance, and an assumed
decline in public service employment as the unemployment rate drops.

THE ADMINISTRATION’S PROPOSALS

While the President’s fiseal year 1979 budget for antirecession
programs did not differ substantially from CBO current policy outlay
estimates, there have been additional administration proposals.
A bill to reauthorize CETA (H.R. 11086) has been proposed, which
contains 8 complex trigger mechanism for public service employment.
Also, the President has proposed an urban aid program, which alters
several antirecession programs,

Tiile VI of the administration’s CETA reauthorization bill provides
a public service empleyment program through fiscal year 1982, It
contains a national trigger effective in fiscal year 1980, which author-
izes funds to be appropriated in relation to the level and change in
the national unem lio;ment. rate. However, there is still no State-
focal trigger and the allocation mechanism is unchanged from the
ortiginal CETA title VI program. Finally, an individual will be
eligible, if the person has been unewmployed for 6§ weeks and is
economically disadvantaged.’

The President’s urban aid plan proposes several changes in anti-
recession programs in addition to other programs:

e The new jobs tax credit of $1.5 billion for economically dis-
advantaged youth from 18 to 24 years old can be viewed as a
replacement for the existing jobs tax credit.

& A pew “soft public works” (short-term and labor-intensive)
program of $1 billion in budget authority for each of 3 years
beginning in fiscal year 1979 would supplement the local public
works program.

¢ A new fiscal assistance program of $1 billion replaces the
antirecession fiscal assistance program, Only local governments
would be eligible and the formula would be changed to include
additional factors such as population and employment declines,

As a result of these changes, the administration estimated outlays
to increase by $1.6 billion and $3.1 billion over current policy esti-
mates in fiscal years 1979 and 1980, respectively.® :

7 Section 128(18) provides & complex definition of “economically disadvantaged,” Gen-
erally, it ineludes membare of familles recelving cash asslsiance payments or members of
familles whose family jncomes 3 months before application to the program are lesz than
either the poverty level or 70 percent of the lower living standard income level, whichever
t# higher. These incomes vary regionally, but the national poverty level is eurrently $5,350
and 70 percent of the lower living standard leve] is $7,029 for an urban family of four.

8 (rfice of the White House Presg Secretary, “New Partuership to Couserve Amerclia’s
Communities," Mareh 27, 1078,



Chapter III
The Phasedown Context
Tee DereNDpENCE PrOBLEM

The successful phasedown of an antirecession program depends on
several conditions. Favorable macroeconomic conditions are helpful,
National economic conditions can improve substantially, however,
while regional economic problems remain. The fiscal condition of
State ang local governments is also important because they may have
grown dependent on antirecession program funds. If economic growth
does not yield enough new State and local tax revenues to replace the

hased down antirecession program funds, then certain State and
ocal governments may be forced to raise taxes, cut services, or deplete
surplus funds.

ependence on antirecession program funds is not large in the
aggregate, but some local governments mayv be dependent. Regional
distinctions are important because unemployinent rates and fiseal
problems vary substantially. Local governments may be suffering
more than States because they are more susceptible to population
declines and their tax bases are less responsive to economic recovery.

Adequate fiscal data are not available to identify the specific
governments that will suffer serious fiscal problems il antirecession

rograms are phased down. Some distinetions can be drawn, however,
Between national and regional economie conditions and State versus
lgcal government fiscal conditions. Because it is impossible to predict
the fiscal decisions of over 39,000 governments In response to an
antirecession program phasedown, the resulting number of workers
laid off, tax increases, or service cuts cannot be estimated,

NATIONAL PATTERNS

Fiseal Situation of the State and Local Government Sector

The fiscal situation of the State and local government sector has
improved markedly since the recession. In calendar year 1977, it
accumulated an operating surplus of more than $13 billion, which
exceeds estimated antirecession program outlays in fiscal years 1978
or 1979. The estimated $9 billion antirecession {)mgmm outlays
allocated to State and local governments in fiscal year 1979 will
probably represent less than 4 percent of total State and local govern-
ment purchases of goods and services.

State and Local Government Sector Employment

Because the State and local government sector mainly produces
labor-intensive serviees, an antirecession program phasedown could
decrease employment levels or growth in this sector. However, the
recent employment trends in this sector suggest that this may not
oceur. .

(11)
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The State and local government sector did not experience employ-
ment declines during the 197475 recession. Figure 1 shows that this
sector’s employment grew continuously throughout the 1970’s. From
the second quarter oth 1975 to the fourth quarter of 1977 State and
local government employment grew by 880,000, or 15 percent of the
total increase in employment, In contrast, two sectors damaged by
the recession, manufacturing durable goods and construction, had
not fully recovered from the recession by the end of 1977,

Figure 1. Employment by Selected industry, Third Quarter
of 1970 to Fourth Quarter of 1977
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A phasedown of a public service employment program could reduce
the employment level or growth in tﬁe State and local government
sector. By the end of calendar year 1977, public service employment
accounted for about 5 percent of this sector’s employment. Because
public service employment was expanded from 42,000 jobs in the
second quarter of 1974 to 601,000 by the fourth quarter of 1977, it
may have been partially responsible for the sustained employment
growth in the State ancF locaF government sector,

In figure 2 quarterly changes in public service employment (PSE)
aye compared to quarterly changes in non-PSE State and local govern-
ment employment from the third quarter of 1970 to the fourth quarter
of 1977, Several developments are illustrated in this figure:

® During the two quarters in which public service employment was
expanded by at least 100,000 jobs (the first quarter of 1975 and .
the fourth quarter of 1977), there was a below average increase
and a decline in non-PSE State and local employment.

® During the three periods when there were at least three con-
secutive quarters of decline in PSE enroliment, there were in-
creases in non-PSE State and local employment of at least 50,000
er quarter. Most of the increases were well above the average
or the period, but after the recession they were smaller than
previously.
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® During the most recent PSE expansion, the non-PSE State and
local employment had begun to increase along with PSE, which
did not occur in the previous PSE expansion. In the fourth
quarter of 1977, however, non-PSE State and local employment
again dipped, which may signal the beginning of & pattern similac
to the first PSE expansion,

This suggests that non-PSE State and local government employ-
ment may incresse by at least an average number of jobs per quarter
even if public service employment is phased down. This increase
could absorb roughly 50,000 laid-off PSEPenrollees per quarter. Thers
s no guarantee, however, that the growth in non-PSE State and
local government employment will occur in the same regions where
PSE declines. It is possible that PSE will decline in some areas that
experience no compensating growth in non-PSE employment.

Figure 2. Comparison of Quarterly Changes in End-of-Quarter Non-PSE and
PSE State and Local Government Employment, Fourth Quarter
of 1970 to Fourth Quarter of 1977
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REGIONAL PATTERNS

Although dependence may not appear substantial in the aggregate,
it could be a serious problem for some governments, Some areas msa
be experiencing declines in population and economic activity, whic
may result from the movement of labor and capital. Government tax
bases may be eroding, while continued high unemployment strains.
budgets. In these areas, continued national economic growth is not
likely to dy’ield the revenue necessary to replace antirecession pro-
gram funds,

States Versus Localities

A recession affects most State revenues more than most local
revenues. Few data are available that permit clear distinctions to be

1This analyels 13 overstated by the extent that some PSE enrollees are not In State and

local government. Some pm&ortlon of PBE enrollees ghould be deleted from the State and

foea m}egngentt ig:t?i‘ butghl;%z%c“tgr ia unkrﬁlwn.kSee N?t:%nal Commissflﬁ: ge&g o&r
olicy, Job Crea. hro Aervice Bmploymen ashington ; !
X for a thorough discussion of this phenomenca, '
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drawn between the fiscal problems faced by State versus local govern-
ments, It is well known, however, that income and sales taxes are
more sensitive to economic fluctuations than property taxes, Because
71 percent of State government and only 11 percent of local govern-
ment general own-source revenues came from income and sales taxes
in 1975-76, State government revenues are more sensitive to the
business cyele than local governments.?

On the expenditure side State and local governments assist cycli-
cally unemployed persons. The States provide unemployment insur-
ance through State trust funds in the Federal budget, but the revenues
and outlays are not included in the State budgets. Increased outlays
for the Aad to Families with Dependent Children {(AFDC), medicaid

rograms, and general assistance could create fiscal problems for some

tates and localities, but the extent is difficult to ascertain. Because
States Fa over 80 percent of the non-Federal costs of such programs,
most of the recession-induced expenditure increases will be incurred
by State governments. Moreover, almost 40 percent of the small local
share is borne by New York City.®

The economic recovery has relieved much of the fiscal strain on the
States. The aggregate general fund balance, which excludes social
insurance funds, was about $4.9 billion at the end of fiscal year 1977,
which was $0.8 billion higher than st the beginning of the year.* This
conceals variations between States, however, The States that recovered
more stowly from the recession tended to have proportionately fewer
funds available at the end of the year and energy-producing States
gained from increased energy tax revenue.’

Unemployment Rates and Fiscal Problems

Because adequate fiscal data for State and local governments are
not available, unemployment rates are often used as proxies. While
unemployment rates do not measure fiscal problems, there is some
evidence that they are correlated in major cities.® Similar evidence,
however, is unavallable for States or counties. Nevertheless, State
budgets are relatively more responsive to economic fluctuations than
local budgets. Hence, the fiscal problems of the States may be more
related to changes in unemployment rates, while those of local govern-
ments may be more relateg to levels of unemployment rates.

A statistical analysis of State and labor market area unemployment
patterns since 1970 revealed the following (see appendix):

¢ The New England, Middle Atlantic, and South Atlantic regions
responded more than proportionately to the national unemploy-
ment rate, while the West North Central, West South Central,
and Pacific regions responded less than proi)ort.ionat,ely.

& The South Atlantic and Fast South Central unemployment rates
tended to lead the national unemployment rate, while the New
England, Middle Atlantic, West North Central, and Pacific re-
gions tended to lag

e The Middle Atlantic and South Atlantic regions conformed rela-

tively well with the national unemployment rate, while the Pacific
Region did not.

' 2U.8. Department of Commerce, Governmental Finances in 1975-7¢, p. 19.
% George [0 Peterson, “Finance,’” in The Urban Predicoment, Willlam ((orham and Nathan
Glazer, ed. { Washington : The Urban Institute, 1976) pp. 83-84.

4 Natienal Goevernor's Asseclation, Fiscal Survey of the States, Foll 1977, p. 2. Data are
for 40 States. :

5Ed., p. 4,
& G&org\g E. Poterson, Btatement at Heavings Before a House Bubcommitiee on Governmont
-Operationeg, 98 :'1, on H.R. 3730 and Eelated Bills {March 1, 2, and 8, 1977), p. 14a.
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These results suggest that the New England, Middle Atlantic, and
South Atlantic regions probably experienced proportionately greater
recession-caused problems than other regions. Moreover, it appears
that the Pacific region may suffer from problems unrelated to the na-
tional unemployment rate.

At the local level the fiscal problems of local governments are often
related to declines in population and economic activity On the revenue
side, some local governments are suffering declines in their tax bases
as industry and population leave. On the expenditure side, the pressure
for spending does not decline with population or lost industry. The
cost of maintaining existing physical capital does not decline pro-
portionately with population; more must often be spent per capita on
replacement of bridges, streets, and other facilities. The need for police
and fire protection does not decline proportionately with population;
and the remaining population often needs more public services per
capita than those who left.”

The fiscal problem at the local level is more likely to be a structural
problem resuléing from longrun changes in economic activity and pop-
ulation movements rather than economic cycles. Antirecession ap-
proaches are not well designed to alleviate this problem, since the focus
12 on only shortrun unemployment and fiscal distress. When anti-
recession prograwas are phased down, these problems will still persist.
Long-term economic adjustment assistance or redevelopment funds
targeted on areas with high unemployment rates or employment and
population decline would better aIYeviate these problems.

7 Ibid., p, 27






Chapter 1V
Potential Phasedown Problems
Locar GovERNMENT PROBLEMS

The extent of any phasedown problems will be determined by
fiscal capacity and fiscal decisions made by local governments. Be-
cause adequate data are mot available, these problems are difficult
to predict. Under current policy, outlays in fiscal year 1979 are esti-
mated to decrease in the programs that are most targeted on fiseally
distressed communities (gw%A titles I and II), while funding for
the least targeted programs (CETA titles IT and VI) increase.

The key to anticipating and identifying phasedown problems is
fiscal strain. While there is no well-accepted measure of ESC&I strain,
it is commonly associated with declines in population, employment,
relative per capita income, and property values.

A recent Treasury Department study analyzed the fiseal effects of
withdrawing the $15.8 billion allocated under the antirecession fiscal
assistance ($3.2 billion), local public works ($6.0 bilhon), and public
service employment {$6.6 billion) programs between January 1977
and September 1978. It examined 48 major cities that received about
20 percent, or $3.2 billion, of the total allocation. The funds provided
by these programs amounted to 2.9 percent of the cities’ operating
expenditures, 6.3 percent of their own source revenues, and 21 per-
cent of their total Federal aid.!

This study classified cities according to high, medium, and low
fiscal strain. High fiscal strain was related to large declines in popu-
Iation, relative per capita income, property values, and increases in
per capita own-source revenue and long-term debt. The study reached
the following general conclusions:

o In the aggregate, the funds from these programs were targeted
on cities suffering high fiscal distress. According to the study’s
classification, higﬁ strain cities received per capita allocations of
$107, while moderate- and low-strain cifies received $74 and
$51, respectively,

® The level of dependence on these funds was substantial. Twenty-
four of the cities received total Federal funds of at least 16
percent of their own-source revenues. If these funds are with-
grawn, other sources of funds will be needed or expenditures will

e cut.

o If these total funds were withdrawn, high-strain cities would be
affected most adversely. If {unds are not available from other
sources, they would have to raise property taxes by an sverage
of 865 per $10,000 of full market value, while moderate- and
low-strain cities would need to impose $40 and $24 per $10,000
of full market value, respectively.

3 U.8, Department of Treasury, Ofice of State and Local ¥inance, Report on the Impact
ol the Economic Stimulue Packape on 48 Large Urban Governments, Jabuary 23, 1978
{processed).

(an
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The Treasury Department’s analysis suggests that serious problems
will be faced, particularly by the 6 of 10 high-strain jurisdictions whose
antirecession funds are at least 16 percent of own-source revenues.
These jurisdictions are not only dependent on antirecession funds,
but alse may not be able to replace them as they are phased down.
The other 18 out of 24 cities in which antirecession funds are at
least 16 percent of own-source revenues may appear to have fiscal
problems, but they may have the fiscal capacity to replace the phased
down antirecession funds.

The fiscal problems of the dependent, high fiscal strain jurisdictions
can be lessened by not phasing down antirecession programs. This
-may not be a well-targeted fiscal adjustment assistance program,
-however, since many jurisdictions with high fiscal capacities would
continue to receive funds that they may use to cut taxes or aceumu-
late surpluses, A fiscal adjustment assistance program that is more
targeted on areas with high unemployment rates and chronic structural
dﬁculties would lessen these problems more effectively.

POTENTIAL PRCGRAM PROCBLEMS

The fiscal problems caused by an antirecession cl)l‘OgTam phasedown
will vary among programs. This variation depends on how well each
program 18 targeted on distressed areas and the amount of funds
withdrawn in each program.

The phasedown of extended benefits (EB) under unemployment
insurance and the termination of the jobs tax credit (JTC) probably
will not cause serious problems in economically distressed areas., The
EB program amounts to less than $1 billion and has recently triggered-
off nationally, dropping about 200,000 recipients in States with
insured unemployment rates of less than 4 percent.? The JTC is
implicitly targeted on areas already experiencing economic and
employment growth. Hence, even though the JTC yields an estimated
$1.9 billion tax expenditure in fiscal vear 1979, its termination is not
Likely to affect distressed areas substantially.

Among antirecession programs administered by State and local
governments, those least targeted on high-strain cities are estimated
to yield the most outlays in fiscal year 1979. According to the Treasury
report, the ratio of per capita allocations in high- versus low-sirain
cities was 4 to 1 in antirecession fiscal assistance, 2.7 to 1 in local
public works, and 1.4 to 1 in CETA public service employment. CBO
current policy outlay estimates range from $6.2 billion n S}EJDTA public
service employment, $1.9 billion in local public works, and $740
millien in antirecession fiscal assistance.

Because current policy outlays decrease in the programs most
targeted on high-strain eities, the fiscal problems may be worsened
for some jurisdictions. The decrease in outlays between fiscal years
1978 and 1979 of $1.5 billion in local public works and antirecession
fisca] assistance is offset by the less fiscally targeted increase in public
service employment of $0.8 billion. Hence, high-strain areas would
probably lose proportionately more funds under CBO current policy
estimates than they would if the outlay decrease were gpread equally
across the three programs.

* The off-trigger must also be less than 120 percent of the previous 2-year average for the
game 13-week perind
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Antirecession Fiscal Assistance (PWEA-II)

Antirecession fiscal assistance phases down ifrom $1.4 billion to
$0.7 billion between fiscal years 1978 and 1979. In fiscal year 1979
this program accounted for less than 0.3 percent of total State and
local government purchases of goods and services. It iriggers off
at & national unemployment rate of 6 percent. Since the wnemploy-
ment rate was 6.2 percent in July, termination in fiscal year 1978
or 1979 is possible if the program 1s reauthorized in its current form.

The adminisiration has proposed to repeal the national {rigger and
drop State governments from eligibility. This would substantially
lessen phasedown problems in high-strain localities. Since State
tax structures generally respond at least proportionately to increases
in personal income, their future own-source revenue can replace the
terminated funds that amount to only about $250 million for fiscal
year 1979.%

Local Public Works (PWEA-II)

The $6 billion appropriated for public works in fiscal year 1977
will continue to be spent in fiscal year 1979 at an estimated level of
$1.9 billion, down from an estimated $2.8 billion in fiscal year 1978.
This $1.9 billion will be less than 0.8 percent of total State and
local government purchases of goods and services in fiscal year 1979,
but roughly 5 percent of this sector’s public construction expenditures.

One recent study estimated that there was very little increase in
State and local government capital spending as & result of the $6
billion Federal public works program. It was argued that Siate and
local governments may have postponed as much as $22 billion in
construction outlays in anticipation of the initial $2 billion of the $6
billion total public works funds.* There are other possible explana-
tions, however, such as the strain on the ability of State and local
governments to borrow for capital spending after the fiscal crisis
in New York City and the “taxpayer revolt” that led to 71 percent
of the value of State and local bond issues being rejected in 19755

If the local public works program is phased down, 1t will probably
not have substantial effects on State and local government operating
budgets. The fiscally strong jurisdictions can replace the capital
spending with their own-source funds. Some capital budget probiems
may be encountered, however, by fiscally strained jurisdictions. Since
roughly 34 percent of the program funds was allocated to such
activities as rehabilitation, repair, and demolition instead of new
construction, some fiscally strained jurisdictions, which have dependedl
on public works funds for such activities, may not maintain or repair
their capital facilities at the same rate.®

Public Service Employmeni (CETA-II and VI)

Public service employment under CETA may be difficult to phase
down because it is entrenched in State and local government, operating
budgets. An estimated $6.2 billion will be spent on public service
employment in fiscal year 1979, amounting to less than 2.5 percent

* Thirty-two States have tax structures that respend at least proportionally to changes
in personal income, Bee Advisery Commission on Intergovernmental Relations. Significont
Features of Fiscal Federalism 1976-77 edition, vol. II—Revenue and Debt (Washington ;
Government Printing Office, 1977 p. 50.

* Edward M. Gramilch, “State and Local Budgets the Day After 1t Rained : Why is the
Burplus So High?"' Brookings Papers on FEeonomio Adctivity, 19781, p. 209,

& Advigory Commission on Intergovernmental Relatlions. op. elt., p. 7,

* .8, Department of Commerce, Heonomic Develop t Administration, Local Pullic
Worke Program (1978), p. 72,
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of State and local government purchases of goods and services. The
Treasury report indicated that the CETA ellocations were not highly
targeted on cities experiencing fiscal strain, They were 4.7 percent
of own-source revenues in high-strain cities, but 8.0 percent in low-
strain cities.’

Since public service employment expanded from 329,000 to 753,000
jobs between May 1977 and February 1978, it is unlikely that a rapid
phasedown will be considered. The President has proposed to maintain
725,000 jobs through fiscal year 1979, accounting for about 5 percent
of total State and local government, employment. If a phasedown
began, it probably would not damage fiscally strong jurisdictions.
Because of the program’s size, however, a phasedown could cause
problems for fiscally strained jurisdictions.

In distressed areas, a CETA phasedown could lead to layoffs of
enrollees. These enrollees would be eligible for unemployment in-
surance, which generally would be paid on a reimbursable basis by
local governments. If these enrollees could not find jobs in these
distressed areas, their unemployment benefits would further increase
costs to local governments. I-{;rrllce, it is important that a CETA
phasedown does not adversely affect areas with high unemployment
rates where enrollees may have few options. Some fiscal adjustment
assistance may he necessary, particularly to offset increased local
government costs for unemployment insurance,

Phasedown problems could be lessened by distinguishing anti-
recession from structural programs. If formula changes were made,
antirecession programs could be phased down without major fiscal
Froblems in distressed areas. Some fiscal adjustment assistance to
ocal governments may, however, be necessary during the process.

T 1.8, Treasuty, op. cit., p. 40,



Chapter V
Some Options
THE ProBLEM

Although the economic recovery is 3 years old, problems remain.
The national unemployment rate is still about 6 percent, Even if it
declines further, structural problems will persist in some areas. Phasing
flown antirecession programs risks worsening these structural prob-
ems.

Most antirecession programs have State and local triggers and alloca-
tion mechanisms that target on areas with high unemp%oyment, rates,
which reflect not only recession-caused but alse structural problems.
The fact that a distinction has not been made is the principal source
of the dilemma. Although three programs have national on-od triggess,
only one (PWEA-II) has a national trigger that automatically ﬂﬁj usts
the program size to economic fluctuations. Hence, many of these pro-
grams have been alleviating structural problems despite their primary
purpose as antirecession devices,

If phasedown problems are to be lessened, antirecession programs
must be distinguished from structural programs. Otherwise, funds will
be withdrawn from areas still experiencing economic problems. Some
distinetions ave drawn in table 5. Antirecession programs are tem-
porary and change with economic eycles. Structural I[iro,gfra,n:ls may be
permanent and occasionally adjusted for demographic, productivity,
and price level changes.

TABLE 5.~COMPARISOK OF TYPICAL ANTIRECESSION AND STRUCTURAL FORMULAS

Policy types
Program companent Anlirecession Structursl
National trigger. cuuseucnanas (a) Theory—Change current pelicy as the (a)y Theory—Mainkain & constant policy that
ticnal ployment rate ¢h does not change with the national
., unemaloyment rate.

(b} Example—Maintain a constant ratio of Exampd in a vonstant policy
digect amployment funded te unem- related fo structural problems thak
ployment above the unemployment could be adjusted annually for the
ralé at which *'futl employment” is chang:s in price levels, productivity,
teached, and demography, o

State-bocal bripeer e cceun- {a) Theory—Target areas whose unemploy- {a) Theary—Target on areas with high un-
ment fales change proportignately ployment rztes that do not change
with the national unemployment rate, proportionately with the nalional

unemployment rate,
(i) Example—Areas could be eligipte, if (b Example—Areas could be eligible, it

thzir unemployment rates increase their unemployment rates are above
by at teast as much as the nalicnak 7 percent,
unemployment rate, e

Allocation meghanism ., .. ... {a) Theory—Distribute funds based on an (a) Theory—Distribute funds based on an
area's share of increased unamploy- area’s shate of unempioyment above
ment above a specified rate, a certain high unemplogment rate.

(b} Example—Funds could be distributed (b) Exsmpie—Funds could be distributed

based on an area’s share of the in- based on am srea’s share of wnem-
crease in  unemployment among ployment in eligible zreas.

. _— o eligibe araas, .
Individual eligibility criteria. {a) ‘I'heloryFTargnt on cyclically unem- (a) Theory—Target on structurally unem-
B

ployed, i ployed,
(b) Example—Anyena certifed to have (b) Example—Anyons unempfoved longer

been wunemployed more than 126 thzn 15 weeks or unable to sarn more
times the current nationat median than a poverty level income would be
v\‘vlgqlﬁ of unemployment would be eligible.

eligiple.

(21)
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TYPES OF OPTIONS

Three types of options are available in fiscal year 1979. First, cur-
rent, policy, which represents the beginning of a phasedown, could be

ursued. gecond, 8 cwrrent policy phasedown could begin, but “hold-

armless” funds could be made available on either a formula or dis-
cretionary basis. Third, a reallocation of resources to more structurally
oriented programs could be implemented Although date are not
available to show the extent to which these options lessen the phase-
down problem, the direction of change is discernable,
Current Policy

The distribution among programs of the estimated $2.3 billion
change in current policy outlays for fiscal year 1979 is shown in table
6. Outlays for public works, antirecession fiscal assistance, extended
unemployment insurance, and the jobs tax credit decline, while those
for CETA public service employment increase.

TABLE 6. —CURRENT POLICY PHASEDOWN IN FISCAL YEAR 1979
fir millions of dollazs]

CBO current palicy
fiscad years Currll_mt
olicy
Program 1974 1979 thange
1, 016 1, 150 +134
4,413 5,053 4540
13 0 -13
2, 500 1,92 —880
5,34 746 —634
954 400 —550
497 65 —432
. 2, 500 1,900 ~600
Total it r et e 13, 563 11,228 =2, 335

Most of the expenditure changes in declining programs, which total
$3.1 billion, is the result of economic growth and automatic phase-
downs in extended unemnployment insurance (EB, FSB, and SUA)
and antirecession fiscal assistance (PWEA-TI). The jobs tax credit
decreases as it expires at the end of calendar year 1978. Finally,
public works outlays also decline as the annusal rate of spending from
the $6 billion ﬁsc:amiyS ear 1977 appropriation diminishes.

These changes wiﬁ robably affect areas with high unemployment
rates disprOportionate];y. The $1.5 billion outlay decrease in loeal
public works (PWEA-I) and antirecession fiscal assistance (PWEA-II)
will hurt areas with unemployment rates above 6.5 and 4.5 percent,
resEect-ively. The $0.8 billion increase in publie service empl%yment.
(CETA II and VI) partially offsets this, butthese outlays are less tar-
geted on areas with high unemployment rates.

The $1.6 billion phasedown of extended unemployment insurance
and the jobs tax credit will probably not substantially hurt areas with
high unemployment rates. The extended benefits program (EB) has
triggered off in States with insured unemployment rates below 4 per-
cent. The jobs tax credit is more targeted on areas experiencing em-
ployment growth, which tend to have relatively low unemployment
rates.



Hold-Harmless Phasedown

Additional funds could be appropriated to alleviate the problems
-caused by the phasedown of antirecession fiscal assistance and local
public works. Since the $1.5 billion outlay decrease in these programs
1s partially offset by an $0.8 million increase in public service employ-
ment, it is doubtful that more than $1 billion would be necessary to
avert phasedown indueed serviee euts or tax increases in fiscal year
1979. As governments adjust over a few years, hold-harmless funds
could be phased out. In future years much less might be needed,
especially if the additional funds were targeted on areas with high
unemployment rates. These funds could be reduced by a specified
percentage each year until they are completely phased out, while
caﬁital and labor continue flowing to more productive areas.

old-harmless funds could be provided on a formula or discre-
tionary basis. A formula method would be imprecise to the extent
that it does not reflect fiscal problems, but State and local govern-
ments would know what to expect. Alternatively, the funds could be
distributed by executive discretion. This would cause more uncer-
tainty for State and local governments, but, their fiscal problems could
be determined more accurately. Either approach, however, is likely
to be imprecise because it is impossible to obtain complete knowledge
about the fiscal problems of as many as 39,000 units of general purpose
local government.

If a formula method is selected, it could target funds on areas with
high unemployment rates. Unemployment rates are only rough proxies
for fiscal problems, however. Other indicators, such as recent dl:sclines
in population, employment, and relative per capita income, could be
included in the formula. Although these mndicators are not available
s00n enough to use in an antirecession formula, they are timely enough
for a longrun, structural program.

Reallocations to Structural Problems

_ Antirecession programs could in effect be phased down by rede-
signing them as structural programs. This could be achieved by
making the following changes:

¢ Delete all national triggers and use annual appropriations;

e Amend State and local triggers to determine area elhigibility at
some base level unemployment rate, or by declines in population,
employment, and relative per capita income;

» Amend allocation mechanisms to target funds on areas with high
unemployment rates, or declining population, employment, and
relative per capita income;

¢ Amend individual eligibifity criteria to exclude high income,
short-term unemployed Eersons in some programs such as public
service employment or the jobs tax credit.

Public service employment, local gublic works, and antirecession
fiscal assistance coullzl be transformed into a consistent set of struc-
tural programs. Once the national trigger is deleted from antirecession
fiscal assistance, jurisdictions could be determined eligible at a mini-
mum unemployment rate, say, 5 percent. The allocation mechanism
could be graduated so that areas with high unemployment rates
would receive proportionately more funds.
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The reallocation approach might not acquire any additional funds
becsguse it could shift existing funds to areas with structural problems,
If any fiscal problems arise in the process, however, hold-harmless
funds could be made available, These funds could be used on a dis-
cretionary basis to avert layoffs, service cuts, and tax increases
caused by the reallocation.

THE ADMINISTRATION'S PROPOSALS

The administration’s proposals are a mixture of the three types of
options. They include:

¢ Maintaining the existing 725,000 public serviee jobs (CETA
titles IT and VI), but distinguishing structural from antirecession
jobs beginning mn fiseal year 1980;

¢ Creating a new ‘“soft public works” ]i)rogram of 81 hillion in
budget authority for each of 3 years beglnning in fiseal year
1979, which would supplant the Job Opportunities Program and
the local public works projects;

¢ Replacing the current jobs tax credit with a $1.5 billion tax
credit {3rgeted on Jong-term unemployed youth from 18 to 24
ears old;

o Replacing antirecession fiscal assistance with a $1 billion fiscal
adjustment assistance program for local governments in dis-
tressed areas,

These proposals 1phasedown or terminate the Job O{)portunitise
Program, local public works projects, antirecession fiscal assistance,
the Jobs tax credit, and the unemployment insurance extended bene-
fits program. They also target $3.5 billion in fiscal year 1979 on dis-
tressed areas, of which $2 billion will be altocated to State and local
governments in areas with high unemployment rates or declining
population, employment, and relative per capita income. In effect,
the retargeted spending will probably more than compensate fiscally
strained jurisdictions for the phased down antirecession programs.

If the President’s proposals are enacted, most antirecession pro-

ams will be transformed into structural programs. Only the Job

pportunities Program, extended benefits under unemployment in-
surance, and a nationally triggered publie service employment
(CETA~VI under H.R. 11086) program would remain as permsanent
anfirecession programs.
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Appendix A

Estimated Relationships Between the National Rate of Unem-
ployment and State and Local Labor Market Area Rates of
Unemployment

Equation (1) presents the simple linear form in which State and
locel rates of unemployment were regressed on the national rate of
unemployment using ordinary least squares. Seven equations were
estimated for each area, ranging from lags of 1, 2, and 3¥months to
leads of 1, 2, and 3 months and one coincident with the national rate
of unemployment. Then, the equation with the highest R? was chosen
as the best fit for each area. These equations were sorted by census
region and the results are displayed in detail in tables A-1 and A-2,

1) LRU,=b,4+b0NRU, x+e;

Where:

LRU, ==Local rate of unemployment
(3-month moving average)

NERU,_,=National rate of unemployment
(3-month moving average

b, =Constant

by =Slope

& =FError term

t =Time period in months

n =Lead, coincidence, or lag (n=—1; —2, =3, 0, 1,2, 3,
respectively)

The statistical properties of the estimates were poor. The null
hypothesis that there was positive serial correlation of the residuals
could not be refuted by the Durbin-Watson test. Other runs were
made using first differences and first-order autocorrelation adjust-
ments, but the estimates were not improved substantially. A run
using & second-order autocorrelation adjustment was tried on a
small number of Labor Market Areas (LM As) and promising results
were obtained. Resource constraints, however, did not permit further
pursuit of this approach. X

The problem of autocorrelation implies that the estimates of b,
and b, are still unbiased, but the ¢, ¥, and R? statistics are biased
upwards. This eliminates the possibility of performing valid statistical
tests of significance on the estimates. The estimates could, however,
be used for prediction, but the predictions would be “inefficient”
becgulse their variances would be too high in relation to the “correct”
model.

Despite these extreme caveats, the following rough generalizations
can be made:

e There was a wide and uniform distribution of the estimated

leads and lags for state and local unemployment rates.

(20
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¢ The high E? statistics indicated in appendix table A-2 are, in
part, the result of autocorrelation. Even with this upward bias,
44 LMAs out of 187 had R*® below 50 percent. This suggests
that some key variables have been omitted.

o There was a wide and uniform distribution of the ‘responsive-
ness” (b,) estimates. They ranged from zero to 2.7, indicating
that some areas are quite responsive and others are unresponsive,

® Apart from a local areas’ relationship to the national rate of
unemployment, many areas had unemployment rates that were
not related to fluctustions in the national rate of unemployment.
Local conditions seem to be very important for some areas, even
though the estimates for b, tended toward zero.

These results should be interpreted and used very cautiously. The
autocorrelation problem could be corrected, but these estimates do
not contain any corrections. Several sources could be causing the prob-
lem. A nonlinear model might fit the data better. Certain key vari-
ables could have been omitted and there could be excessive error in
the measurement of local unemployment rates. An improved model
would help, but much more basic research must be performed before
these problems can be solved.

TABLE A-1.~0RDINARY LEAST SQUARES REGRESSION RESULTS BY REGION AND STATE FOR 1970-77

a cduinciiiance
ead—; fag1-;
ar m‘gl;!-i-
denk-
Region/State in moaths) b LT R
New England:
Vermont. 2 —0.72 1,20 0.82
Massachusetls. . ieaeeean 1 —.55 1.2% W72
i Lon rmﬂin‘:lll 3 2 .92 67
Middie Allantic:
Mow York. 3 -1,25 1.38 5]
Pemnsylvania. 2 —.59 1.08 .59
Mew lersay_ ... 2 =196 1.4 .87
South Atlantic:
Flonda. .. -.connas -1 4,81 1,78 .80
South Carali - -3 ~1,89 L2 .89
Maryland. .. 2 —. 48 Rl .87
Georgia_ ... -2 -2,73 1.27 .86
Virginia_.... -2 -4 .87 .80
Rorth Carelina_ .. - -2 -2.87 1,28 ¥
East Morth Central:
Winols.____. . - 2 .50 7 .85
Ohio___. [ «1.01 L16 .81
Michigan.._.___.. -2 -, 83 1,43 71
Wisconsin 0 .18 .78 .68
hnd: [— wl 09 .38 .60
East South Centr
Tennsszee. . ____ . -2 =176 1.10 80
Mississippi -1 =100 L02 .79
BlDAMA. . . oo e et ——————ee e -3 .72 .80 .79
Kentueky . _ 1 1405 68 +56
West Nerth Central:
Missoui . - 1 .07 .76 W77
Minnesata 2 1.63 .53 .47
West South Central:
Dklahoma_._ -1 -1,33 94 .83
Texas . .- R - 1 1.9 .45 79
LoMSHNA. «aveo e e cressimsmmcm e e o 3 6.83 R
Mountain:
Hew Mexico -1 4,13 .56
. Calorado, N 1] 1,23 63 .68
Pacific:
California_ 1 376 .71 67
OFBEON_ o oo ocratrem e mm b mmem e m e 0 1. 45 1.05 .61
W 1on. .an [ 2 747 .22 .05
Alaska 3 7.04 .19 ]
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TABLE A-2.—ORDINARY LEAST SQUARES REGRESSION RESULTS BY REGSON AND LABOR MARKET AREA FOR FISCAL
YEARS 1970-77

Calncidenca
I(Ie‘?_ -
agt: or
) oolncfdent—tl
Regionabor market area (LMA) in months) bs by <]
few England:
Fitchburg-Leciminster, Mass. .. .. . ._..... 0 -1.93 1.63 0.68
Lawrence-Havarhill, Mass.N.H. . . 2 —-133 1.62 .82
New Bedford, Mass. ........ - 1] ~, 46 L53 L6
Fall River, Mase-Ri. e mmmm e ————— -2 ~1.6% 1.45 .63
Bristol, COMN, . oo 3 . 07 1,38 .21
Loviell, Mass_ ... a1 ~.50 1.37 . BG
, Mazy 1 -~ 76 1.32 R
ceton, Mass_ .. 3 - 44 126 70
Worcester, Mass 2 ~. 23 124 .65
Mereden, Conn_. 3 2.63 121 .51
New Brltatn, Cor 3 1.7 L2 .55
Mew Haven, Conn. 3 .79 1.1l .83
Springfeld 1 .76 L10 .59
Plttsneld Mass 2 .83 L06 68
Bndgeport. Conn__ 3 309 1.03 59
Morwalk, Conn, .._...... 3 2,67 .63 .55
Stamfard, CoOmn. vy e e a—————— 3 2.80 .52 45
Middle Atlantic:
Vineland-Millviile, Bridgeton, M., .. ... -1 -2, 26 L7 L18
Martheastern Pennsyl . 0 =109 169 B2
Witkes.Barre-Hazelom, Pa. ... ooooooeesesoeson 1 —2.75 1563 b6
Erie, Pa____ .. i eieaevavan 3 -3.91 164 L83
Willlamspert, Ba. ..o o 1 321 1.63 .23
A{Ieniuwn Bethlghem-Easton, Pa.-N.Y. ... ...... 1 —5.02 1,682 .90
Camden, M0 . eiiremeamnnaraaan 2 ~2.13 1.6l 91
Scranton, Pa __________________ ] —2.54 1.59 )
Jersey Crts ................... 2 .63 1.56 .8
Patersen hfton—Passalc, |1 R 1 —1.42 LM g7
Yotk Pau e revemrrnea e eme e ——————— ¢ —4.36 1.52 .89
Syracose, NY_ . eeeeiaciaoaaas 4 —2.29 146 .93
B Yark, MM e mmimce———— 3 =142 1.46 W87
Newark, NJ ................. 2 -2.28 146 .87
Boffalo, N.Y oo mns 2 =21 115 L0
Allanti CRy Wy I 1 -3 140 .43
New Brunswick- Perth Amboy 2 ~LH 1.33 .88
Hassau-Suffolk, MY 3 -1.97 1.30 il
Rochester, N.Y . 3 ~2.35 1.30 .87
Long Branch-Ashury Park [ —. 82 1.24 g2
Reading, Pa__ i —-3.62 L24 .89
Lancaster, Pa 1 —3.80 1.23 .88
Utica-Roma, N 3 1.19 119 .55
e B e L5
& ny 1 ensctsdy- oy, NY. . -1 . .
Harrishirg, Pa.. ... oo e cevrmrse e mpmn a =2.71 1.0 .87
Bfng"ramton N.Y.-Pa - 2 .20 1.01 .77
Philadetphta, Pa.-N.i. . T _ T 2 .12 1.0t .85
Elmlra N, Y N ——— 3 1.99 101 .47
s MY 3 -1.72 Lw .47
Trenton, [ 0 ~. 34 .90 .76
Pltlshurgh Pa.. ... —— 3 2.52 .B4 67
e _— 2 275 .60 P
Souh Allntic: Hoftywood, £l 1 9.99 2.74 38
ort Laudesdale- T, - ~9. 8 .
West Palm Bgach, FlBemnnree . -1 —5.79 2.12 L85
Miami, Fla. . ...... 0 ~5.53 1.95 .91
Tampsa-St, Petersburg, Fla. ... -1 —b. 16 193 .39
O, FIa._ oo e et mmmm e =2 =530 1.9l W37
Daytona Beach, Fla . -] —4.24 1.7 .36
Melbourne, T|tuswlle Cuwa, Fla. T —3 —.08 1.59 .78
Charlotte-4 , ~2 —E.50 1.56 .36
Asheville, N.Coo oo T -2 ~4.15 1.49 .22
Greenville, Spartanburg, 5.C -2 —4.47 1.43 5L
Greenshoro-Winstan Salem-High $oint, N.C.. -2 —-2.92 1.20 .1
Baltimore, Md. - 1 - 1.9 R
ke, ¥ -1 -1.9 .9 .86
Columbia, 8.C 1 ~114 %] .88
Charlestown, 8.0 o e eemm e e ~3 138 78 .75
Tacksonville, Fla. -3 .48 .73 56
Penzacola, - - -3 .70 .72
Raleigh-Durham, N.C__ -1 - 26 .62 W20
Mewport News- Hampfon, Ya_ «3 .99 .62 7
Narfoih-Virginia Besch-Porismonth, Va.-H.C. -3 1.32 58 n
Richmond, Va_____ ... ... - -] .32 L5 LT

Lakeland-Winfer Haven, Fla. . oo .- -ooocoooreoon oo -3 7.433 .3t
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TABLE A-2.—ORDINARY LEAST SQUARES REGRESSION RESULTS BY REGION AND LABOR MARKET AREA
FISCAL YEARS 1970--77—Continued

Coincidence
(lead—;
lag+: or
X coincident-0
FRegionftabor mat ket ares {LMA)Y in moaths) by by Ra
East North Gentral:
Youngst Warren, Ohio [ -4, 48 [.g2 .84
dacksom, Mich e v emen ] -4, 14 175 .54
Ann Arbor, Mich - ———- -3 —4.5 .13 .83
Flint, Mich -3 ~1.64 1.66 .43
atthe Creek, 0 =-2.37 L.54 .86
Akron, Ohia. 1 ~3.81 1.53 W88
Fort Wayn 0 —4.31 148
Saginaw, Mich. -2 —2.72 1.47 .71
Huskegon-M 1 - 17 1.47 73
Detroit, Mich -2 —.48 146 70
Lansing-East Lansing, Mich. ... ... _____ .. - -2.17 Lad 22
Rockford, 1__. ... _. e mameen e ——— [ --2.83 143 A
Decatur, Wb, .. e e e -3.1 1.42 .81
Cantom, Qhio...... - —=2.53 1.40 .34
Toledo, Ohio-Mich. _ . —2.61 135 .82
Ba; City, Mich____._. o~ - -1 .50 1.28 5
HKalamazoo-Portage, Mich_ . ... ..o o . . ..... -1 -1.29 119 27
Muncie, Ind__ .. __ ~117 1.18 .58
Colembirs, Ghio -2 7% L17 Nl
Grand Rapids, - —.47 1.16 JTh
Dayton, Ohijo. . - ~1.61 1.1¢ .78
K ha, Wis —1.40 Lol .54
Cipcinnath, Ohia.. . ... . .15 .98 B4
Milwaukes, Wis__ ... ___ -1 =141 94 i)
Gary-Hammond-East Chicago, Ind. . _____________ 3 A2 49 59
Chicago. I8 - 2 16 .83 50
[¥] |, Ohig. .. 2 W71 .82 .62
South Bend, Ind_.____________ -2 . .78 N
Applelon-(shkash, Wis, 2 07 N .67
Racine, Wis R 4 .65 .10 .68
Evansvitly, Ind.-Ky. ... -1 50 ] 55
Springfield, _.____._____.___ 3 .68 .55 .58
Terre Haule, 1nd 2 212 .50 .38
Green Bay, Wis_ e ..o oo ————— 3 2.8 ] .34
Madison, Wis_.__ - 3 L .31 a2
ladianapolis, tnd.. . __ -2 3.3% .29 g2
Bloominglon-Normal, M. . ... -1 2.02 N 25
Pearia, Ii_.__.__...._______.__.. . 3 3.15 17 W12
Champaign-Urbana-Rantquil, il___ ..~ "7 77777 3 2,85 15 .18
Cresse, Wis.. ... . ...... - -3 6.54 —.1i N
East South Central:
Louisville, Ky.-ind. .. 1 -2.51 1.29 &9
Gadsden, Ala ~3 122 L17 54
Chattanaoga, Tenn.-Ga -3 -2,82 L14 92
Memphis, Tenn,.-Ark.-Miss -1 —L70 103 .82
Shefeld, Ala__ . -2 .91 102 56
Nashville-Davidson, Tenn. ... ..o . ovemenneoan -1 —1.88 .93 B2
Biloxi-Gulfport, Miss... 9 - 31 .9 85
Knoxville, Tenn. . -1 ~1.24 N .83
Humtsvitle, Ala__ "~ . - -3 -5 .84 L1
T I Ala. -3 .35 .68 LAd
Montgomery, Aa_._____ . -2 -~ .68 .8
Jackson, Miss_._.__ . -1 i3 65 .75
Blrn'!ung'ham, Ala_ . [ 1.78 .60 .74
Mobile, Ala . ... .. -3 3 Wl AZ
West North Central
Springfield, Mo___ . ______. . ..o ... - =267 .93 N
Kansas City, Mo,-Kans -.19 R ] LB
St Joseph, Mo___. -1.23 82 N
Minneapolis-5t, Paul, Minn .84 72 80
ol f‘% o $
umbia, Mo__ F . . .
Wozt South Ceatral:
Anniston, Ala__.__... - - 3,86 .76
Sherman-Denison, Tex =300 .83
Taxarkana, Tex,-Ark_. . — - 14 .

Lawton, Okla_.__.. ..
Okgzahoma City, Okla__

.
I
|
3
<
3
R

bl
2L EPELLEERE Bl
@

Brownsvilte- Harfingen-San Benito, Tex W 63

Tolsa, Okla_.______ . ... ..., - 50

Longview, Tax .91 .72
redo, Tex 10,50 A7
£tin, Te - - 52 78

Waco, Tex_ .. . - L 46 .53

McAllon-Phrarr-Edin 3 873 .32
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TABLE A-2.—CRDINARY LEAST SQUARES REGRESSION RESULTS BY REGION AND LABOR MARKET AREA
FISCAL YEARS 1970-77—Centinued

Coincidence
'(le-la-d—:
ag; or
. opéncfdent-ﬂ
Regionflabor market area {LMa) in monthsy by by R
West South Centeat—Captinned
Dallas-Fort Worth, Vex............_._.._........ 1 57 .56 .72
Corpus Chrigti, Tex. . -3 28 .46 .41
Shreveport, la.._ -2 3.86 .45 .55
New Orloans, La__ -2 4,61 .43 .50
Galveston-Texas City, Tex 3 3.06 M =)
fonroe, La ... ... -3 4,86 J37 !
Beaumoni-Port Arlhur-Orange, Tex, i 3 £,59 .37 .43
Wichita Falls, Tex._............ 0 1.5 16 47
Houston, Tex. ..., 3 2.56 .62
Lubbock, Tex. . ___. -3 1.58 23 A2
Abtlens, Tex . ..._ [, 2 2,21 21 15
San Angelo, Tex__ . -2 296 12 W12
Amarilo, Tex .___ 2 .40 i [\]
LaFayette, La_._._ 0 5. 84 =17 W19
Baton Rowge, La. . -3 8 51 - 3 .22
Lake Chares, La _ .. .oeomuenii i iiaae s -3 11.5 —. 4 53
‘Mountain:
Albugquerque, N Wex. ... -2 1.46 [N ird 92
Danver-Boulder, Cota_ . Q -9 8 713
Pacific:
Eugense- Sprm?ﬁeld Dreg -1 1} 1.38 .69
San Diego, Calif___._. - -1 .19 137 .15
San Francisco-Oakland, k] 2.1% L.1¢ .91
Riverside-San Bernardine-Onts -1 1.97 1.47 LI%
Santa Rosa, Cakif. . - 2.37 1.4z .48
Portland, Oreg,-Wash. 102 .99 .80
San Jose, Calif 2.38 .80 60
Los Angatas-Long Beach, Cahif 3.43 .17 .5
Modesto, Calif_, _......... . 8.18 .66 .03
ramma. Wash . . s . 5.0% .65 .50
Calif. - 2 4.03 .55 .20
£ alem, Oreg..... . 4.59 .5& .16
Santa Barbara-Sants Maria-tompoc, Cabit. . ? 2.9 .54 .65
Oxnard-Simi \I'a'.ley-Ven\ura. Calif. vvsvnanas 3 4.32 W53 .58
Bakersheld, Calif__ ... ___ . 1 4.52 .48 .49
Spokane, Wash. ... -2 4.62 A8 .29
Anaheim-Santa Ana, Calif_ 4,36 4 4
Salinas-Seasfde-Monierey, Calif_. 4.5 L 16
Valtejo-Fairlieyd-Napa, Calli.__ 3 3.62 Al W35
Stockton, Calit.. ... - 2 612 .38 ]
Fresno, Calif____.._ - 2 6.31 .30 .08
Seaitle-Everett, Wash._ ... e 3 7.92 .24 .0

O



