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SUMMARY

Enpl oynent and Trai ni ng Prograns
Saff Wrking Paper

Aw de range of policies and instrunents is available to
reduce the unenpl oynent rate, increase enpl oynent opportunities,
and inprove worker skills. The range includes general fiscal
stimulation, targeted expenditure and tax prograns, and gover nnent
prograns that trai nogstenUaI workers and directly create part-
tine or full-tine jobs. This staff analysis focuses on this
latter category of prograns.

Nbst enpl oynent and training prograns are classified in the
subfunction 504 of the federal budget. These prograns can be
categorized into the followng four activities:

0 kill Development - to enhance skills and productivity
Through a period (about 6 nonths) of classroomor
on-the-job training (OJT).

0 Job Devel opnent - to expand the nunber or range of
enpr oynent opportunities by creating jobs directly.

0 E.:mt_FloX‘abilit% Devel opnent - to devel op personal
altTtudés and attriputes necessary for entry-|evel

enpl oynent .

o Wrk Experience - to provide part-tine (about 3-6
nonths)™ enpl oynent opportunities outside traditional
| abor markets.

These four activities enconpass the foll owng prograns:

o Skill Devel opnent Prograns

CETA Title 1—Most of the skill training activities

are conducted under the authority of the Conprehensive
Enpl oynent and Training Act of 1973, (Title | del egates
authority for planning and operating training prograns

to prine sponsors, which for the nost part, are states

and units of general purpose |local government of 100,000
or nore population. Funds are alocated on the basis of
prior year's allotnents of funds, unenpl oynent rates, and
percentages of low-income famlies in these jurisdictions.
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o Job Devel opnent Prograns

1. The Job Qpportunities Program- This direct job
creafion program was enacied as Title X of the Public
Wrks and Economc Devel opnent Act. The programis -
admni stered jointly by the Departnents of Labor and
Cormerce. Projects are selected for funding from
recormendat i ons nmade by federal agencies and regi onal
conm SSi ons.

2. CETATitle Il - This programprovides transitional
publc service jobs for areas of substantia unenpl oynent
(6.5percent unenpl oynent rate or nore) admnistered in
the decentralized nmanner of Title I.

3. ETATitleM - Title M (Tenporary Enpl oynent
Assi stance) authorizes a programof energency public
service jobs admnistered in the decentralized manner
of Titles | and Il, but giving preferred considera-
tion to the unenpl oyed and underenpl oyed.

0 Employability Devel opnent

1. CETATitle IV (Job Qorps) - The Job Qorps was
originally authorized under the Economc Qoportunity
Act of 1964 and continued as Title IV of CETA It

is admnistered directly by the Departnent of Labor
through Job Corps Centers across the country. The
programis designed to provide education, vocational
training, and counseling for low-income, disadvantaged
youth (aged 14-22).

2. The Wrk Incentive (WN Program - WNwas estab-

l'ished T0 hel'p AFDC reci prents achiéve self-support

through a programof training, work experience, and

enpl oynent.  Every enpl oyabl e AFDC reci pi ent nust regi ster

for the programand enpl oyers of WN participants can
~claimlimted tax credits.

o Wrk Experience Prograns

1. CEJATitles | and IIl - Prograns under these titles
provide part-tine enpl oynent to target ?roups i ncl udi ng
Native Anericans, mgrant and seasonal farnworkers and

di sadvantaged youth during the summer nonths. Title Ill
al so provides a substantial amount of classroomtraining.

(0]



2. Communi ty Service Enploynent for O der Anericans -
Thi s "programprovi des part-tine work rn comunity

service activities (e.g., hospitals, cay care centers,
etc.) for unenpl oyed, low-income persons 55 or over.

In fiscal year 1975 the job devel opnent activity served
proportionatel y nore white, nale, prime-age workers than the
other three najor enploynent and training activities. The job
devel oprent activit P/ reflected the general characteristics of
t he unenpl oyed population. In contrast, the other three activ-
ities reflected the traditional enphasis on the economcal ly
disadvantaged and underemployed.

The distribution of funds S|i)ent on enpl oynent and traini n?
prograns in fiscal year 1975 reflected an enphasis on CETA Title
| and its work experience conponent. Snce CETATitle VI was
not fully inplenented until the initial nonths of fiscal year
1976, the fiscal year 1976 data wll show a noderate shift in
enphasi s toward the job devel opnent activity.

The costs per participant of the four najor activities
range from inwork experience to $5800 in job devel opnent.
Potential benefits include increases in future earnings of
participants and reductions in the unenploynent rate. Expan-
sion of the job devel opment activity could reduce the unenpl oy-
nent rate and the skill devel opnent activity nay be nost
effective at increasing labor force productivity.

There are two n@jor decisions wthin the subfunction 504 that
nust be made for fiscal year 1977. Both the total amount spent
and the relative enphasis on the four major activities nust be
determned. Sunmary Table 1 presents five alternative enpl oynent
and training budgets, which illustrate sone possible choices.

The Qongressional Budget Cfice current policy base reflects
a projection of current policy in fiscal year 1977. Nearly fift
percent of the $7.8 billion in the current policy base is estinafed
to be in the job devel opment activity. Qher budgets ran?]e fromthe
$9.8 billion in the increased job devel opnent budget to the $3.9
billion in the decreased job devel opnent budget. The budget con-
taining increased enphasis on skill devel opnent illustrates a
decrease in the relative enphasis on job devel opnent in current

pol i cy.
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Summary Tabl e 1--ALTERNATIVE EMPLOYMENT AND TRAI N NG BUDCGETS
(Fiscal year 1977 outlays in mllions of dollars)

| ncr eased
o _ Qurrent Policy Increased Job  Decreased Job  Enphasis on President’s
Activities Prograns/ Qotions Base Devel opnent Devel opnent Skill Devel opnent  Request
[.  Skill Devel opnent '
CErA- Title I &/
1. Qassroon Traini ng 650 ef 650 537 1,049 £/ 537
2. OJT 300 e/ 300 253 494 £/ 243
[I. Job Devel opnent - -
A" Job Opportunities Program 500 1,000 222 222 222
B CETA - Title Il 480 e/ 480 400 400 400
C CETA- Title M 2,770 ~ 3,918 1,065 1, 065
III. Employability Devel oprent
A CEiK tle 1V (565 Qor ps) 200 e/ 200 175 175 175
B WN 260 260 260 260 260
V.  Wrk Experience
- TitlTe | a/ 0 e/ 940 790 1,542 £/ 790
B CETA - Title IIl 290 e/ 290 239 239 239
1 Indians b~ b/ b/ b/ b/
2. Mgrants & Farnworkers b/ Y4 b/ b/ b/
3. Summer Youth Program 510 510 400 510 400
4. Youth Enployment Program </ 504 c/ c/ c/
C QGommunity Service Epl oy-
ment for Qder Anericans 100 100
V. Qher Function 504 Activities d __840 ¢ 644 644 644 644
TOTAL 7,840 9, 7% 3,920 6, 600 4,
a/ Qutlays were prorated on the basis of the e/ Prorated as Follows: ($in billions)
apP_roxinate_percentaedistribution of Titles | =.66x 2.8 =189
activities inTitle I: Il =.17 x 286 = .48
1. dassroomTraining = .5 [l =.10x 228 = .29
Institutional (.88 x .5 =.3) IV=.07x 28 = .20
QT (.32 x.5=.16 Total's 1.00 2.86
2. Wrk Experience = .5
b/ Breakdown not availabl e £/ Adds $1,705 nmillion to President's
</ Not currently enacted T request for Title I. Prorated as noted
d/ Includes ProgramAdmnistration, Gants to ina/.
Sates for urs and ES, and Lhenpl oynent g/ IncTudes $196 mllion in undistributed

Trust Fund: Training and Enpl oynent. ~ reserves for newinitiatives.



Sumary Tabl e 2 depicts the years of service that each of the
alternatives woul d fund both by programand najor activity. Snce
t he unegr)l oynent rate is projected to remain wel | above six percent
in fiscal year 1977, the job devel opnent activity is a naor concern.
Gonsequently, the net effects of the budget alternatives in this
activity alone have been anal yzed and presented in Summary Table 3.
The effects range froma possible increase in the unenpl oynent rate
of 0.4 percentage points in the decreased job devel opnent budget to

g gecrease of 0.1 percentage points in the increased job devel opnent
udget .

The alternatives anal yzed denonstrate that these prograns
can have an affect both on the unenpl oynent rate and the future
productivity of the labor force. her policies and instrunents
can also be used to reduce the unenpl oynent rate. Enpl oynent
and training prograns can be useful tools in alarger strategy
ainmed at pronoting enpl oynent.

(X111)
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Summary Tabl e 2--ALTERNATIVE EMPLOYMENT AND TRAI N NG BUDEETS
(Hscal year 1977 estinated years of service)

| ncr eased
Qurrrent Policy Increased Job Decreased Job Enphasi s on President’s
Activities Prograns/ Qotions e Devel opnent Devel opnent i |l Devel opnent  Request
1.  Skill Devel opnent
CETA - TriTe | _
1. dassroom Training 131,048 131, 048 108, 266 211, 492 108, 266
2. ar 57,870 57,870 - 48,804 95, 293 48, 804
[1.  Job Devel oprent
A~ Job Qpportunities Program 39, 907 79, 815 17,719 17,719 17,719
B. CETA- Title Il 51,719 51, 719 43, 098 43, 098 43, 098
C CETA- Title WM 335, 595 474,678 _ 129, 028 129, 028
I11. Enpl oyability Devel opnent
A ETA- Title TV (Job Corps) - 20,514 20,514 17,951 17, 951 17,951
B WN 29, 066 29, 066 29, 066 29, 066 29, 066
v,  \Wrk Ex?erience
- Title | 288, 787 288, 787 242,704 473,733 242,704
B. CETA- Title IIl a/ 79, 736 79, 736 65, 713 65, 713 65, 713
1. Indians - L
2. Mgrants & Farmworkers _ — — — —
3. Sunmer Youth Program 206, 144 206, 144 - 161, 682 206, 144 161,682
4. Youth Enpl oynent Program 200, 238
C Community Service Enploy- - — - -
ment for Ader Anericans 26, 028 26, 028 o
V.  Qher Function 504 Activities —

TOTAL ~1,266,414 1,645,643 735,003 1,289,237 ~864,03T

a/ Based on a weighted average cost per year of service for TitleIll Indians and M grants & Farnwor kers.
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Sunmary Tabl e 3--ESTIMATED EMPLOYMENT AND BLDCGET BFFECTS GF ALTERNATI VE BUDCGETS

| ncr eased
Effects Of Differences in the Job Increased Job Decreased Job  Enphasis on President”s
Devel opnent Activity Devel opnent Devel opnent il Devel opnent Request
I. Net Enpl oynent
(t housands)
A Drect a +45 to +134 -92 to -2/5 -59 to -178 -59 to 178
B. Indirect b +61 -105 -74 -74
Tot al +106 to +195  -197 to -380 -133 to -252 -133 to -252
11. Change in Uhenpl oynent
Rate from 7.5 percent c -0.1 +0.2 to +0.4 +0.2 to 0.3  +0.2 to +0.3
[11. Net Budget Savings (49
or Qost (-) -843 to -741 +1,605 to +1,437  +1,050 to +921 +1,050 to +921

Notes:

a. Range represents the potential effect of fiscal substitution on net enploynment creation.
The net enpl oyment effect is assuned to be between 25 and 75 percent of enpl oynent supported

by federal funds. Aw de range was sel ected because of the uncertainty associatedwth the
avai | abl e evidence on this phenonenon. See Appendix C for a further discussion.

b. Similative effect of the increase in expenditures assuned to be equal to the effect of
an equi val ent reduction in personal incone taxes. Mthod derived from"Tenporary Measures
to Sinulate Enpl oynent; An Evaluation of Sone Alternatives.” '

c. Proected unenpl oynent rate for the fourth quarter of fiscal year 1977 based on the
(ongressi onal Budget Cifice noderate growh path estinate (Path B)






GHAPTER |
INTRODUCTION

Thi s paper anal yzes the enpl oynent and training prograns
I n subfunction 504 of the budget. These include such activities
as public service enpl oynent, work experience, and cl assroomand
on-the-job training. Qher enploynent creating instrunents such
as general fiscal stimulation or targeted tax and expenditure
prograns classified outside subfunction 504 are not Included in
this analysis. 1/

- To facilitate analysis, the paper reviews enploynent and
traini ngl Programs interns of four basic categories of activi-
ties: skill devel opnent; job devel opnent; employability devel -
opnent; and work experience. Chapter |1 contains a brief
descrlcf)tlon of the prograns in each of the four categories. It
includes the legislative authority for each programand descri bes,
where appropriate, the nechanisns for providing training or
creating jobs.

Chapter 111 discusses the characteristics of participants in
enpl oynent and training prograns in fiscal year 1975. It shows per--
centa?e distributions by ngj or denmographic groups (race, sex, age,
education, economc status) and shows the variations in proportions
of clients served by each program category.

Chapter |V discusses the relative costs and effects of enpl oy-
ment and training prograns. It summarizes programcosts and dis-
plays years of service funded in fiscal year 1975. This chapter
also reviews the literature on the benefits of enploynent and
training prograns in terns of potential annual earnings increases
of participants.

Chapter V presents five alternative enpl oynent and training
budgets. The budgets are intended to illustrate sone possible
resource allocations and do not reflect the full range of mxes of
instrunents that could be used to either reduce unenpl oynent or
upgr ade wor ker skills.

1. For example, accelerated public works and countercyclical revenue
sharing are not in subfunction 504.

(1)
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2

Appendi x A provides a series of tables containing additional
enpl oynent and trai ning programand cost data. Appendi X B sunmari zes
the potential benefits and costs of enpl oynent and traini nP_ progr ans.
Appendi x Cis a discussion of one of the key issues in public enploy-
ment programs—-public service enpl oynent and the issue of fiscal
substitution. Ilt concl udes wth sone alternative strategies for
| essening the incidence of fiscal substitution and increasing the net
enpl oynent effects of public service enpl oynent prograns.



CHAPTER 1]
PROGRAM SUMVAR ES

Enpl oynent and training prograns provide four kinds of activities: 2/

0 kill Devel opnent - to enhance skills and productivity
through a period (about 6 nonths) of classroomor
on—-the-job training (OJT).

0 Job Devel opnent - to expand the nunber or range of
enployment opportunities by creating jobs directly.

0 Employability Devel opnent - to devel op personal
attitudes and atfributes necessary for entry-level
employment.

0 \Wrk Experience - to provide part-tine (about 3-6
nmonths)  enpl oynent opportunities outside traditional
| abor narkets. '

The range of enpl oynent and training prograns includes the followng
prograns currently operating:

o Skill Devel opnent Prograns

CETA Title 1--Most of the skill training activities
are conducted under the authority of the Conprehensive
Enpl oynent and Training Act of 1973, (Titles Il and IV
of A also contain a nunber of skill devel opnent
activities.) Title | places authority for planning and
aﬁeratl ng training prograns in the hands of prine sponsors,
ich for the nost part, are states and units of general
I@urpose local government of 100,000 or more popul ation.
unds are allocated on the basis of prior years allotnent,
the unenpl oynent rate, and the percentage of low-income
famlies in these jurisdictions.

2. Activities are not mitual |y exclusive by program Mst prograns
have funds allocated to nore than one activity. Prograns have

been general |y classified by these four najor categories according
to the activity that tends to domnate the percentage distributions
of costs and years of service.

(3



0 Job Devel opnent Prograns

1.

The Job Qoportunities Program

The Job Qpportunities Programis a direct job creation
program It was enacted as Title X of the Public Wrks
and Economc Devel opnent Act (PWEDA) by the Ema[rgency
Jobs and Lhenpl oynent Assistance Act of 1974 e
purpose of the ﬁrogram Is to provide financial assistance
to areas of high unenpl oynent for projects or activities
wth high job creation potential. The [aw prohibits
the obligation of funds if the national rate of unem

pl oynent falls below 6.5 percent (3 nonth average).

Any area wth an unenpl oynent rate of 6.5 percent or
nore and areas designated as redevel opnent areas under
PWEDA are eligible.

Al federal agencies and regional coomssions are eligible
to submt reconmendations for projects under Title X = After
eval uating the job creation effectiveness of their progranms
and projects for which funds are to be obli ?at ed, agencies
determne those which can be financed W th funds avail abl e
under Title X They then can submt reconmendations to the
Secretaries of Conmerce and Labor for prograns and projects
whi ch have job creation potential for unenpl oyed persons in
eligible areas. Mre than 10,000 reconmendations were
received in fiscal year 1975. Approximately 1,400 were
selected for funding. The criteria used, as required by

the legislation, included the followng: (1) the severity of
unenpl oynent in the area; (2 would the project contribute to
the reduction of unenpl oynent in the areg; _(3% could the
p_rolhect be initiated pronptly and substantially conpl eted
wthin 12 nonths; and (4 would the project be of a |abor-

I ntensi ve nature.

CETA Title |1

This programprovides transitional public service jobs,
training, and related services in areas of substantial
unenpl oynent  (6.5percent or nore) admnistered

in the sane decentralized manner as Title |. Transitional
public service jobs provide needed public services

and are intended to enable participants to nove into
positions not subsidized under A



_ 5
3. CETATitle M (Tenporary Enpl oynent Assistance)

Title M of CETAwas added by the Ewergency Jobs and
Lhenpl oynent Assistance Act of 1974 It authorized a
* programof energency public service jobs designed to
hel p ease the inpact of high unenpl oynent. As such,
CETA prine sponsors were to give preferred considera-
tion to the underenpl oyed and unemployed--particularly
those not receiving unenpl oynent conpensation benefits.

0 Employability Devel opnent
1 " CGETATitle IV (Job Gorps)

The Job Qorps was originally authorized under the
Econonm ¢ C%)portunl tY Act of 1964 and continued as
Title IVor CETA 1t is admnistered directly by
the Labor Departnent through Job Gorps Centers across
the country. The programis designed to provide
education, vocational training, and counseling for
low-income, disadvantaged youth (aged 14-22).

In fiscal year 1975, there were 60 Job Corps centers
located in 31 states and Puerto Rco. There are three
types of centers:

() dvilian Gnservation Genters (ccC's) are 168
to 224 person residentral centers Tocated on Depart nent
of Agriculture and Departnent of Interior |ands.

. 2 ontract Centers are operated under contracts
W th statéor Toca governnent agencies, private non-
profit organizations, or profit-naking organizations
sel ected through conpetition. Gontract centers vary
insize from144 to 2,200 individual s.

(3 Extension centers provide advanced vocati onal
skills training, conbi ned W th on-the-job trai ning,
wth close ties to job placement opportunities.

The cost fer Job Gorps enrollee during fiscal year 1975
was $2,814. (osts include travel, education, job train-
ing, conprehensive health care, counseling, allowances,
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and roomand board. In fiscal year 1975, Job Corps provided
19,600 service years of training. 3/ The aver a%e weekl y
termnation rate was 4.4 percent. ~Those who left the program
and r?nt ered enpl oynent had an average starting wage of $2 44
per hour.

2. The Wrk Incentive (WN Program

The Work Incentive program authorized by the 1967 Avendnents
to the Social _Securitﬁ/ Act, was established to help AFDC
recipients achieve self-support through a programof training,
work experience, and enpl oynent. Al nonemployable persons
(those under 16, in school, disabled, or Wth a dependent under
Six years ol d) recei wv%AFII: assi stance are exenpted from
registration wth the program Every enpl oyabl e AFDC re-
cipient nust register for the program The program i ncl udes
registration, counseling, QU, PS%_V\DI’k experience, and
institutional training.  Were possible, WN participants are
placed directly in jobs and their enployers can claimlimted
tax credits.

Child care (in the hone or in day care centers) and supportive
services (e.g., famly planning, nedical services, hone
| nprovenent, transportation, and vocational rehabilitation) are
_ﬁJ_I’O\_/I ded to enable registrants to accept trai mgg or enpl oynent ..
raining is admnistered by the Departnent of Labor and child
care and supportive services are admnistered by the Departnent
of Health, Education, and V¢l fare. The programprovides for
federal -state sharing of funds for child care and supportive
services (0 percent federal and 10 percent state).

o \Wrk Experience

CETA Title 111

Prograns; under this title provide part-tine enpl oynent for
particular target groups including Native Arericans, mgrant
and seasonal farm-workers, ol der workers (55 and over) and
youth seeking sunmer enploynent. Title | programs, described
earlier, aso provide a considerabl e amount of work experience
while Title Il Progran_s provide a substantia proportion of
skill devel opnent training.

3. Aservice year is a position funded for one year, which could be
filled by several participants during the year.
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1. Summer Yout h Enpl oynent Program

For the past ten years the Departnent of Labor has funded a
programof summer youth enpl oynent. Beginning in 1974,
summer yout h pr ogI[arrs were run by CETA prine sponsors. Under
the authority of Title 111, funds are distributed through
state and local prine sponsors on the basis of area unenpl oy-
ment, the poverty popul ation, and dpr evi ous year's fundi ng.

In addition to federal |y earnarked funds, prine sponsors nay,
at their option, use Title | funds to provide additional
Sunmer jobs.

Uhder the gr ogram participants may be placed in ogr, public
service jobs, or work experience positions. The latter
category tends to domnate. Participants nay al so receive
classroomtraining and supportive services--including trans-
portation.

Enrollees are placed in a nunber of organizations including
school s, hospitals, libraries, universities, comunity

service organi zations and private nonf)rofit agencies. ~ Tradi-
tional part-tine jobs include clerical work, school naintenance,
counsel i ng, teachers aides, nurses aides, and cashiers.

Conmuni ty Servi ce Enpl oynent For O der Anericans

Title I X of the Qder Anmericans Gonprehensive Services

- Anendnents of 1973 authorized funds to provide part-tine
work in corrmunltg service activities for unemployed, low-
i ncone persons 55 and over. Enrollees work 20 to 24
hours per week in a w de range of community activities,
including day care centers, hospitals, senor citizen
centers, facilities for the handi capped, and conservation,
restoration, and beautification projects.

The Secretary of Labor is authorized to enter into
agreenents wth public or private nonprofit agencies
or organizations to pay up to 90 percent of the costs
of establishing and operating a project for the enpl oy-
ment of ol der persons. Projects are usuall;i_hrun by
national -l evel organi zations such as Geen Thunb Inc.,
the National Qouncil on Aging, and the National Gouncil
of Senior dtizens. '






CHAPTER |1 ]
CLI ENT GHARACTER ST1 CS

The characteristics of arti_cidpan_ts in enploynent and training
prograns in fiscal year 1975 varied significantly by ﬁ)rogram As
shown in Table 1, the percentages of programslots filled by
mnorities and the economcal |y di sadvantaged were higher in prograns
that enphasized skill devel opnent and work experience (CeraTitles 1,
[11, and Iv). n the other hand, the percentages of white, nal e,
prime-age (2 to 44) workers were higher in prograns designed to
create jobs directly (ETATitles Il and M and the Job Qoportunities
Program.)

Arong the reasons for these relative distributions of participants
are the fol | ow ng:

0 ill devel opnent prograns are simlar to the pre-
CETA categorical activities funded by the Manpower
Cevel opnent and Training Act of 1962 (Mpra). Many
of the service providers under MDTA continued to
operate under A (onsequently, the characteristics
of the enrollees—-largely economcal |y disadvantaged—
remai ned esentially constant.

oTitles Il and M of CETA are relatively new prograns.
Title M was enacted during the economc downturn of
late 1974 and its enphasis was on the unenpl oyed. The
proportions of the ﬁam cipants in these prograns
tended to reflect those of the unenr)l oyed popul ation
rather than those of the economcal Iy di sadvantaged
popul at i on.

i || Devel opnent

In fiscal rear 1975 seventy-seven percent of the participants
under Title | of CETA (the principal skill devel opnent progran) were
economcal |y disadvantaged. There is no data to show the nunbers of
bl acks, wonen, or youth that were economcal |y disadvantaged. For
all of Title 1, however, 46 percent of the participants were fenale,
39 percent were black and 62 percent were under 22. Additionally,
60 percent of the participants had less than 12 years of education.

{9)
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Tabl e | —€HARACTER STICS GF PARTI A PANTS | N BMPLOYMENT AND TRAI N NG PROGRAMVB
(Fscal year 1975)

Total | Lhder
Enpl oyment and Served _ % Spanish 12 Yrs. 12 ¥rs. Economically
Trai ni ng Prograns Y75 %Mle %BFemale %Wite %Back Speaking hder 22 22-44 44 & Qrer HElucation & Qver  Disadvantaged

Skill Devel opnent
CETA Title | &/ 1,034, 481 54.4 45.6 55.7 38.5 12.5 617 32.1 6.1 60.2 39.8 71.3

Job Devel opnent
Job Qpportunities

Programb/ 100, 000 — — - — - - - - — — —
ETA Title Tl 200,019 65.5 34.5 68.3 22.5 6.5 24.1 62.8 13.0 25.3 74.7 43.3
CETA Title M 141,108 70.8 29.2 7.1 20.9 6.6 21.8 645 13.7 26.3 73.8 43.6
Employability Devel opnent
CETA Title 1V
Job Corps 45,799 75.1 24.9 40.4 55.2 81 100.0 — - 83.8 11.2 100.0
Wrk Incentive Program 839, 408 250 75.0 53.0 450 9.0 19.0 73.0 8.0 59.0 41.0 —_
Work Experience
CETA Title 111
Mgrant/farmworkers b/ 140,000 — — — — — - - — - -
Indians b/ 50, 000 — - -— - - - - -— - —
Communi ty Service
Enpl oynent for
A der Anericans 12,858 50.3 49.7 72.8 20.8 57 — 100.0 69.5 0.5 100.0
Surmer Youth Program 754,84 56.0 4.0 520 430 12.0 100.0 - - %.0 4.0 8.0
NDT €s:

a. About one-half of the CETATitle | clients were in work experience, but the data could not be broken down by client characteristics in work
experience. Thus, all CETATitle | clients are displayed under the skill devel opnent category in this table.

b. D saggregated data unavail abl e.
Source:  Lhpublished US Departnent of Labor data.

o1
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Job Devel opnent

The direct enpl oynent creation prograns served a snaller pro-
portion of wonen and mnorities in fiscal year 1975 than ot her
categories of enploynent and training prograns.  Approxinately
35 percent of these participants in Title || of CETAwere female,
22 percent black, and 48 percent economcal |y disadvantaged.
similarly, 29 percent of the Title M participants were fenal e,

21 percent black and 44 percent economcal |y di sadvantaged. There
Is no infornation now avai lable at the federal |evel concerning
denogr aphi ¢ characteristics of the participants in the Job
Qpportunities program The programrequi res no reporting of such
data by project sponsors.

Employability Devel opnent

The Job Corps was designed prinarily to devel op personal
attitudes and attributes for entry-level enploynent. The program
trains those who have historically been harder to train and enpl oy,
and serves the economcal |y di sadvantaged excl usively. B acks
accounted for 55 percent of the slots and wonen made up 25 percent
of the program

During fiscal year 1975 nore than 45000 individual s entered
the Job Qorps program Seventy-five percent of the enrol | ees were
mal e and the average age of newenrollees was 17. A nost 90 percent
of the newenrollees had |ess than a high school education. (CQrer
hal f of these had less than seven years of schooling.) Qver a third
of the enrollees came fromfamlies wth five to seven persons
and 40 percent of the famlies were receiving public assistance
paynent s.

Qher Departnent of Labor statistics reflect that 64 percent
vere forced to |eave school because their famlies needed support or
their grades were too poor; 60 percent were frombroken hones;

60 percent |ived in substandard housing; and 68 percent of those
eligible for mlitary service could not pass induction tests because
of physical or nental reasons.

WN participants reflected the denographic conposition of the
AFDC popul ation, w th wonen out nunber i n\% men by 3to 1 Wites
represented a little over half of all WN participants. Seventy-three
percent of all participants were prime-age workers (22-44), while 19
percent were under 22 Astill snaller proportion (8 percent) was
over 44. About 41 percent had attended school 12 years or |onger.
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Wor k Experi ence

Work exReri ence prograns tend to be targeted to particular
segnents such as youth, the old workers, Nati've Anericans, and mgrants..
These prograns serve high proportions of the economcally di sadvant aged..
For exanple, 83 percent of the Sunmer Youth Programenrol | ees and 1
percent of the ol der workers were economcal |y di sadvant aged.



GHAPTER | V

ABTS AND BHECTS

Program (osts

The fiscal year 1975 er;gl oynent and training programcosts are
sunmari zed by activity in Table 2. Approxinately $3.0 billion

was spent on the prograns listed. The work ex?erl ence activity
received 37 percent of the total costs, while |esser Proportlons_ ver e
distributed to the other three activities. Title | of CETA received
about 42 percent of the funds. The other Titles of CETA received 48
percent and the renai ning non-CETA prograns received only 10 percent
of these funds.

Table 3 summarizes the years of service funded in these prograns
by activity. 4/ Again, the work experience activity was dom nant,
accounting for 57 percent of the 755,365 years of service funded.
Title | of CETA supported 51 percent of the service years. The non-
CETA prograns funded only 5 percent of the total service years.

Because Title M of CETA expanded in the first half of fiscal
year 1976, it is likely that these relative enphases have shifted
toward iOb devel opnent.  However, fiscal year 1976 data are not
currently available in a detailed formthat would show this shift.

B f ecti veness

There is limted evidence on the effects of participation in
the four najor categories of enployment and training activities. 5/
Aprimary benefit is the expected increase in annual earnings of
participants above what they woul d have earned in the absence of
participation.

4. See Appendix A for data on total costs, years of service, average
length of stay, total participants, cost per year of service, and
cost per participant by programand training activity.

5. See Appendi x B--pPotential Benefits and Qosts of Training Prograns.

(13



Tabl e 2--EMPLOYMENT AND TRAI N NG PROCGRAM GCB5TS

(Fisca year 1975, MIlions of dollars)

il Job Employability Vork

Program/Activity Devel opnent  Devel opnent  Devel opnent Experience G her Total
CETA- Title | 555 93 634 22 1304
Job Qpportunities Program — 22 -— -— —_— 29
ETA - Title Il 5 503 1o 1 519
CETA- Title M 246 72 -— 318
CETA- Title 1V — — L / 117G — —— - 170
WN — — 269 — — 269
CETA - Title Il 22 5 18 24 69
Sunner Youth Program -— - 410 — 410
PR der A reame O —_ = 8 = 9

TOAL &/ 582 869 439 1153 25 3090

Source:  US Departnent of Labor unpublished data.

a/ @lumn total s exclude Function 504 activities such as ProgramAdmnistration, ES EEA
"other™ and "Program Support."

CETA S*c. 3A (Mmptaand eoa), and CETA Title 111

4!



Tabl e 3--EMPLOYMENT AND TRAI N NG YEARS CF SRVl CE a/
(Fscal year 1975, MIlions of dollars)

il Job Employability Wor k

Program/Activity Devel opnent  Devel opnent  Devel opnent Experience  Qher Total
CETA - Title | 126,535 10, 282 — 221,931 26,074 384,822
Job Qpportunities Program T e 2,002 — ~ 2,002
CETA - Title 11 1,263 58, 282 — 3, 707 533 63, 785
CETA- Title M 303 33,484 — 10, 321 % 4,204
CETA- Title IV -— — 19,924 19,924
WN -—_ — 34, 400 34,400
CETA - Title Il 5, 604 738 — 4,787 3,778 14, 907
Summer Youth Program -— — — 188, 721 -— 183,721

Communi ty Service Enpl oynent '
For Qder Anmericans — — _— 2,600 —— 2,600
TOTAL b/ 133, 707 104, 788 54,324 432,067 30,481 | 755, 365

Source: US Departnent of Labor unpublished data.

a/ Ayear of service is an enploynent or training position funded for one year, which could be
filled by more than one participant during the year.

b/ Golumn total s excl ude Function 504 activities such as ProgramAdmnistration, ES EEA
CETA Sc. 3A (MpTaand Eoa), and CETA Title Il "other" and "Program Support."

SI
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The avai | abl e evidence suggests that skill devel opnent vyields
the hi ghest increases in annual earnings while work experience
yields the snallest increase. The follow ng rou%h ranges have been
reported by one recent conprehensive reviewof the literature on
these prograns: 6/ '

Potential Postpartici prat ion Earnings Efects of Enpl oynent
and Training Activities

Range of Annual
Ear ni ngs | ncreases

Activity (collars)
ki | Devel opnent 400- 800
Job Devel opnent 300- 700
Employability Devel opnent 200-400
Wor k Experi ence 0-200

A'though these ranges are based on rough judgnents about nany
eval uation studies, they can be used cautiously as one neasure of
rel ative effectiveness.

There is little evidence that these annual earnings gains
persist. The results of one recent study suggest that the average
annual earnings gains over a five-year period resulting fromskill
devel opnent were about $380. 7/ Qven the pretraining earnings
reported in the literature, This represents at |east a 10 percent
%al n in the participants™ average annual earnings. These increases,

owever, tended to be larger inthe first year after training and

6. Charles R Perry, et. al., The Inpact of Governnent Manpower
Prograns (Philadel phia: The wharton &chool,” 1975), p. /b

7. Orley Ashenfelter, "ProgramReport on the Devel opnent of
Gontinuous Perfornance Infornation on the Inpact of the Manpower
Devel opnent Act," Technical Anal I%//sis Paper No. 12A (Qfice of the
Assistant Secretary for Policy Evaluation and Research, US
Departnent of Labor, Qctober 1973, processed), p. 14
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to decline slowy over the five-year period. The study also found
that post-training annual earnings increases varied by sex and
race. 8/ Fenal es appeared to gain the nost fromskill devel oprent
and black nales tended to gain nore than white nal es. These
earnings gains nay have resulted from chana%es in hourly wages;
changes in hours worked; and changes in |abor force participation.

The najor cost associated wth enpl oynent and training prograns
results fromthe funding of a job or training slot. Table 4 shows
that skill devel opnent appears to be nore effective in terns of
potential annual earnings gains than the other three najor types of
activities. Wiile job devel opnent prograns look relatively costly in
terns of cost per participant, however, they al so provide direct
increases in enploynent. Likewse, the work experience prograns a so
have the additional benefit of directly creating part-tine jobs. It
Is difficult to conpare the effects of employability devel opnent and
skill devel opnent activities, because the forner prograns typically
i nvol ve participants who are relatively harder to train and enpl oy.
Because of differences in objectives, target groups, and services
provided, it is very difficult to draw conclusions about the relative
effectiveness of these prograns.

8 lbid.
Post-Training Increases in Annual Earnings
Sex
Race Nl es Fenal es
B ack $350 $550

Wi te $250 $550
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TABLE 4--COSTS AND BFFECTS (F EMPLOYMENT
AND TRA N NG ACTTM T ES &/

Potential Future

Hscal Year 1975 | ncreases In
(Qost Per Participant  Annual Earnings
Activities (dol lars) (dollars)
. Skill Devel opnent 1,600 - 1,900 400- 800
[1. Job Devel opnent (D rect
ehpl oynent U eaf | on) 4,700 - 5,800 300- 700
[1l. Employability Devel opnent 2,600 - 3,500 200- 400

V. work Experience (Drect Part-
t1ne BEnpl oynent (eailon) 50 - 2,300 0-200

Sources:  US Departnent of Labor unpublished data and Perry, Charles
R., The Inpact of Governnent Manpower Prograns (Philadel phia:
The Wharton Xhool,  1975), p. /6.

a. The data presented in this table should not be used as a basis of
benefit-cost conparisons for several reasons. (& The absence of
infornation on the persistence of annual earnings gains precludes

an estinate of the present value of the future benefits. (b) A nunber
of relevant benefits and costs are not included because they are
difficut to quantify. For exanple, reductions in the admnistrative
costs of incone naintenance prograns are not included as benefits nor
are the foregone earnings during training of participants included as
costs. See Appendix B for a list of relevant benefits and costs.
() For the job creation prograns the benefits should be neasured in
terns of inmediate incone assistance to low-income individuals, as
wel | as future earnings potential.



CHAPTER V

ALTERNATI VES

Qutlays and Services in Hscal Year 1977

Aw de range of alternative enpl oynent and training budgets
could be funded in fiscal year 1977. Hve options are Illustrated
in Table 5. The Gongressional Budget Cifice current BOl i cy base
provi des a benchmark agai nst whi ch other budgets can be conpar ed.
The current policy base reflects a projection of current policy for
the fiscal Year 1977.  The other budgets were selected to respond
to three relevant factors. First, the increased job devel opnent
budget responds to the probl emof high unenpl oP/nent expected to
continue in fiscal year 1977 by increasing enploynent directly.
Second, the budget wth increased enphasis on skill devel opnent
responds to the objective of augnenti ng | abor force productivity in
the future. Third, the decreased job devel opnent budget and the
President” s budget general lK resgond to an expectation of a con-
tinuing economc recovery through fiscal year 1977 and a resulting
decreased reliance on targeted, enpl oynent-creating activities.

_ Total outla)és range fromabout $9.8 billion in the increased
job devel opnent budget to about $3.9 hillion in the decreased job
devel opnent budget. Qdven the estinated cost per service year in
fiscal year 197/ for each programin the four activities, the
nunber of service years funded by each budget can be cal culated. 9/
Table 6 presents these figures by activity and programfor each
budget option.

_ The years of service funded range from1,646,000 in the
I ncr eased {ob devel opnent budget to 735,000 in the decreased job
devel opnent budget. These figures permt a conparative anal ysis
of the four alternative budgets in relation to the current policy

base.

9. The average cost per year of service in fiscal year 1977 was
derived by multiplying the average cost per year of service in
fiscal year 1975 by a factor of 114 to adjust for inflation under
the cBo path B economc assunptions.



Tabl e 5--ALTERNATIVE EMPLOYMENT AND TRAIN NG BUDEETS
(Fscal year 1977, outlays in mllions)

' | ncr eased
Qurrent Policy Increased Job  Decreased Job  Enphasis on President’ s
Activities Prograns/ Qotions Base Devel opnent Devel opnent Ski ||l Devel opnent  Request
. Skill Devel opnent
- hitle 1 a/
1. dassroom Training 650 e/ 650 537 1,049 £/ 537
2. air 300 e/ 300 253 494 £/ 243
[1. Job Devel opnent '
A~Job Cpportunities Program 500 1,000 222 222 222
B CETA - Title Il 480 e/ 480 400 400. 400
C CETA- Title M 2,770 3,918 1,065 1,065
III. Employability Devel opnent
A CETA- Title I'V (Job Corps) 200 e/ 200 175 175 175
B WN 260 260 260 260 260
IV.  Wrk Experience
A ETA- TitTe | a/ A0 e/ 940 790 1,542¢€/ 790
B CETA- Title Il 20 ¢/ 290 239 239 239
1. Indians b/ b/ b/ b/ b/
2. Mgrants & Farnworkers o/ 5_1:I>7 b/ b/ b/
3. Sunmer Youth Program 510 510 400 5TO 400
4. Youth Enpl oyment Program c/ 504 c/ c/ c/
C Comunity Service Enpl oy- -
ment for Qder Anericans 100 . 100
V. Qher Function 504 Activities d 840 o 644 644 644 644
TOTAL 7,840 9, 7% 3,920 6, 600 47985
a/ QitTays were prorated on the basis of the e/ Prorated as FolTows:  ($ in biTTions)
approxi nat e percentage distribution of - Titles | =.66x 2286 =189
activities inTitle I: Il =.17x 28 = .48
1. GassroomTrainigL?:.S [l =.10x 28 = .29
sa) Institutional (.88 x .5=.34) IV=.07x 28 = .20
b) oJT (.32 x .5 =".16) Total s 1.00 2%
2. \Wrk Experience = .5 :
b/ Breakdown not avail abl e £/ Adds $1,705 mllion to President’s
¢/ Not currently enacted ~ request for Title |I. Prorated as noted
d/ Includes ProgramAdmnistration, Gants to ina/. o o
Sates for uIs and ES, and Unenpl oynent g/ IncTudes $196 mllion inundistributed

Trust Fund: Training and Enpl oyrent. reserves for newinitiatives.

0%
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Tabl e 6--ALTERNATIVE EMPLOYMENT AND TRAINING BUDEETS
(Fscal year 1977, estinated years of sarvice)

_ ' | ncr eased
: Qurrent Policy Increased Job  Decreased Job hasi s on President’s
Activities Programs /Options Base Devel opnent Devel opnent il Devel opnent  Request
|, Sill Devel opnent
CETA - [itle |
1. Qassroom Trai ni ng 131,048 131, 048 108, 266 211, 492 108, 266
2. QJT 57,870 57,870 48, 804 95, 293 48, 804
[1. Job Devel oprent
ATJob (pportunities Program 39, 907 79, 815 17,719 17,719 17,719
B CETA - Title Il - 51,719 51,719 43,098 43, 098 43,098
C CETA- Title M 335, 595 474, 678 129, 028 129, 028
Il. Employability Devel opnent
ATCETA-TIITE TV (Job Qorps) 20,514 20,514 17,951 17,951 17,951
B WN 29, 066 29, 066 29, 066 29, 066 29, 066
IV. work Experience
A A= TMTe | 288, 787 288, 787 242, 7104 473,733 242, 704
B. CETA - Title Il a/ 79, 736 79,736 65, 713 65, 713 65, 713
1. Indians
2. Mgrants & Farmworkers — - - — -
3. Sunmer Youth Program 206, 144 206, 124 161,682 206, 44 - 161,682
4.  Youth Ergoyrrent Program 200,238
C Qomunity Service Enpl oy- - — — -
_ nent for Qder Americans 26,028 26, 028
V.  Qher Function 504 Activities
TOTAL 1,266,414 1,645,643 735,003 1,289,237 " 864,031

a/ Based on a wei ght ed aver age cost per year of service for Titlelll Indians and Mgrants & Farnworkers.

1%
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The Qurrent Policy Base

The current poli % base enPhasi zes job devel opnent and work
experience activities because of the antirecession orientation of
current policy. About 430,000 years of service woul d be funded under
Titles Il and M of cera and the Job Qpportunities Program The
current policy base would al so fund about 600,000 years of service
in the work experience category. nly about 20 percent of the total

current policy base years of service is alocated toward skill and
employability devel opnent.

Dfferences fromthe Qurrent Policy Base

Table 7 depicts the gross differences of the four alternative
budgets fromthe current policy base in terns of both outlays and
years of service.

I ncreased Job Devel opnent. The increased job devel opnent budget
expands the job developnent and work experience activities. It
exceeds the current policy base by about $2.0 billion in outlays and
379,000 years of service. It expands the job devel opnent activity b¥
179,000 years of service. This anount is conposed of 40,000 years o
service funded in the Job QJPortuniti es Programand 139,000 years of
service funded in Title vi of CETA The latter total increases public
servi ce enpl oynent under CETA to nearly 530,000 years of service.
Finally, in response to high unenploynent rates anong youth, this budget
I ncl udes about 200,000 years of service that could be funded in a part-
_tl_l rrle yout h anl oynent programsupported by $500 mllion outlays from
itle 111 of CETA

The increased job devel opnent budget illustrates two inportant
resource allocation points. Frst, the estinated average cost per
year of service for the Job Cp%(lnrtuniti es programis about fifty
percent higher than for Title M of CETA " If the additional $500
mllion for the Job Qoportunities Programhad been allocated to
Title M of CETA about 21,000 additional positions would be funded.
Second, a categorical youth enpl oynent programcoul d be funded t hrough
Title 111 of CETA Aternatively, this additional $500 mllion for
youth could be allocated to Title | of CETA This woul d permt CETA
prinme sponsors to allocate resources in accordance with their own
assessnents of local labor market needs. In this case, however, it
is likely that not all of the funds would be allocated for youth in
the work experience activity.



Tabl e 7--DIFFERENCES | N OUTLAYS AND YEARS (F

SERVI CE FROM THE CURRENT PQLI CY BASE
(Fsca year 1977, Mllions of dollars)

| ncreased Job

Decr eased Job

Increased Enphasis  President’s Request

Devel opnent Devel opnent on Skill Devel opnent

QitTays QitTays QutT ays Qutlays

($in Years of ($in Years of ($in  Years of ($in  Years of
Activity nmllions) Service nmllions) Service mllions) Service nillions) Service
. Skill Devel opnent 0 0 -160 -31, 848 +593 +117, 867 -160 -31,848
[1. Job Development +1, 648 +178, 991 -3,128 -366,404  -2,063 -237,3716 -2,063 -237,336
[11. BEwployability Devel opnent 0 0 -25 -2,563 -25 -2,563 -25 -2,563
IV. Work Experience +504 +200, 238 -411 - 130, 596 +451 +144, 895 -411 - 130, 596

Subt ot al
V. Qher Function 504 a -196 - -196 - -196 - -196 -
TOTAL +1, 956 +379, 229 -3,920 -531, 411 -1, 240 +22, 843 -2,855 -402, 383

a. UWndistributed reserves for newinitiatives in the current policy base.
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Decreased Job Devel opnent.  The decreased 1ob devel opnent budget does not
contain a renewal’ of authorization for Title M public service enpl oynent
through CETA It is one-half of the current %ol icy base and about 70 per-
cent of this cut in funding is accounted for by a substantially snaller job
devel opment activity. @ the 531,000 years of service decrease, 366,000
are in the job devel opnent activity.

I ncreased Enphasis on Skill Devel oprent. This budget prinarily realloc-
ates sone resources away from job developnent and toward the relatively
more effective skill devel opnent activity. |t reflects a |onger-run
concern for augnenting the productivity of the labor force by increasing
support for skill devel opnent activities by $600 mllion over the current
policy base. These additional outlays would support approxinately 118 000
more years of service. This budget option also illustrates the effect of
a likel'y increase in funds allocated to work experience. This |ikelihood
IS based on the assunption that local prime sponsors wll continue to
allocate about one-half of their Title | funds to work experience.

As the econony continues to recover, CETA prine sponsors nay decide
to shift resources fromwork experience toward skill devel opnent. The
extent to which they shift their resource allocations in this manner wl |l
reduce the enphasi s on work experience reflected in this budget. Fnally,
even though this budget is lower than the current policy base by about
$1.2 billion, it funds nore service ?/ears than the current policy base.
The fact that skill devel opnent was less costly than job devel opnent in
fiscal year 1975 by roughly $3,000 per service year partly explains this
phenongnon.

The President’S Budget Request. The President’s budget request is |ower
than the current policy Dbase Dy about $2.9 billion in outlays and
402,000 years of service. The major differences occur in job develop-
ment and work experience activities, where a total of 368,000 years of
service are cut fromthe current policy base. This phenonenon reflects
a dimnished effort to fund full-and part-tine jobs in reaction to a
projected continuation of the recovery, a decision to rely nore heavily
on the private sector, and a belief that Etsjbl I C service enpl oynent does
not create a signigicant nunber of new jops.

Net Bfects of Dfferences fromthe Qurrent Policy Base

The estimated net effects of the job devel oPrrent activity in
the four alternative budgets are presented in Table 8. S nce the
skill devel opnent, employability devel opnent, and work experience
activities do not directly create full-tine enpl oynent, their net
effects have not been estinated. The gross differences in years of



Tabl e 8——-ESTIMATED EMPLOYMENT AND BUDGET ERFECTS CF ALTERNATI VE BUDCGETS

| ncr eased
Efects of Dfferences in the Job Increased Job  Decreased Job  Enphasis on President’s
Devel opnent Activity Devel opnent Devel opnent i |l Devel oprent  Request
. Net Enpl oynent
(t housands)
A Drect a +5 to +134 -92t0-275 -59t0-178 ~-59 to 178
B. Indirect b +61 -105 -74 -74
Total +106 to +195 -197 to-380 -133 to -252 -133 to -252
11. (Change in Lhenpl oynent
Rate from7.5 percent ¢ -0.1 +0.2 to +0. 4 +0.2to+#.3 +0.2to +0.3
[11. Net Budget Savings (4
o st (-) - -843 to -741 +1,605 to +1,437 +1,050 to 4921 +1,050 to +921
Not es:

a. Range represents the potential effect of fiscal substitution on net enpl oynent creation.
The net enpl oynent effect is assuned to be between 25 and 75 percent of enpl oynent supﬁorted
by federal funds. A wde range was selected because of the uncertainty associated wth the

avai | abl e evidence on this phenonenon. See Appendix C for further discussion.

b. Simlative effect of the increase in expenditures assuned to be equal to the effect of
an equi val ent reduction in personal incone taxes. Mthod derived from"Tenporary Measures
to Simulate Enpl oynent; An Eval uation of Sone Alternatives.®

c. Proected unenpl oynent rate for the fourth quarter of fiscal year 1977 based on the
(Qongressi onal Budget office noderate grow h path estinate (Path B).
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service and outlays that were presented in Table 5 nust be
adjusted to obtain the net effects. Frst, the differences in
outl ays nust be adjusted to obtain the net effects. First, the
differences in outlays nust be adjusted for direct and indirect
changes in tax revenue and changes in unenpl oynent conpensation
outlays. Second, total enploynent funded nust be adjusted for
the phenonenon of fiscal substitution. 10/ The reduction in
enpl oynent resulting froma decrease in federal funding for job
devel gant nay be less than the nunber of jobs supported by
federal funding, if a percentage of these jobs would have been
supported wth local funds anyway. 11/

I ncreased Job Devel opnent.  The increased job devel opnent budget

I Ncreases job devel opnent outlays by about” $1.7 billion above the
current policy base. This inplies an estinated increase in enpl oy-
ment of between 106,000 and 195000 years of service. (nsequently,
‘the unenBI gyrrent rate may decrease about 0.1 of a percentage point.
The net budget effect of the $1.7 billion outlay increase would be
bet ween and $741 mllion.

Decreased Job Devel opnent.  The decreased job devel opnent budget
woul'd cut enpl oynent by between an estinmated 197,000 and 380, 000
ears of service. This cut woul d increase the unenpl oynent rate
y between 0.2 and 0.4 of a percentage point. The net budget
savings fromthis approxinate $3.1 billion decrease in outlays
woul d be between about $L.6 and $L4 billion.

I ncreased Enphasis on Skill Devel opnent. The budget that

enpnasi zes the SKiTT_developnent activity al so decreases outlays
fromthe current policy base by about $2°0 hillion. Its net
effects in job devel opnent are the sane as the President’s request
for fiscal year 1977. However, its long-run effects beyond the
fiscal year 1977 may be different. The extent to which skill
devel oprent increases the annual earnings of trainees through both
I ncreased wage and enpl oynent rates may render this budget a nore
effective long-run strategy than the other three alternatives.
Unfortunately, due to the |lack of definitive research results, it
[ fsf difficult to estinmate the nagnitude of this potential |ong-run
effect.

10. See Appendi x C for a discussion of fiscal substitution.

11. The net direct enploynent effect is assuned to range from25 to
75 percent of the enpl oynent supported by federal funds.
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The President's est. The President's proposed reduction of about
$2.0 billion in jOE l'devel opnent fromthe current policy base inplies
an estinated reduction in enploynent of between 133,000 and 252, 000
ears of service. The extent to which state and local jurisdictions
ave not been able to substitute federal funds for local funds suggests
that the actual figure nmay be closer to the higher end of the range.
However, since there is no data on the extent of fiscal substitution
in current prograns, onIK a broad range can be provided. This range
inplies an increase in the unenpl oynent rate of between 0.2 and 0.4

of a percentage point. Fnall Jl the net budget saving resulti nP from
g{f;eg agplrlom nmate $2.0 billion decrease is between about $1.1 billion and

.9 billion.

Potential For Expansion G Public Service Enpl oynent

‘There is little evidence or agreenent on the capacity for public
service enploynent. Estinates have ranged from 300,000 to 600, 000
years of service. A study of the high Inpact denonstration projects
under the Public Enpl oynent Program %FEF) concl uded that the program
coul d have been expanded two to three tines, which suggests a capacity
of roughly 500,000 years of service in state and |ocal governments. 12/
In contrast, the National Gormssion for Mainpower Policy, established by
Title Vof cera, recormended a maxi numof 400,000 years of service in
October, 1975. 13/ QGhers have argued for as much as one mllion years
of service. Unfortunately, the |imted research results do not provide
. enough infornation to narrow this broad range.

There are two ngjor constraints on the exFr])ansi on of public
service enploynent. FHrst, in the short run there is alimt

to the nunber of additional jobs that state and local governnent can
absorb. However, this constraint may be lessened by the extent

that state and |ocal jurisdictions have not been able to naintain
their normal levels of enploynent and to the extent that nongovern-
nmental agencies are used as job creation sites. Second, a higher

12 An Bvaluation of the Economc Inpact Project of the Public
Enpl oynent Program Vol. 1, Hna RF\BO” (Vashingion, D C:
The National H anni ng Associ ation, May 1974), pp 122-124 and 164.

13. MNational CGormssion for Manpower Policy, First Annual Report
To the President and the Gongress (Véshington, D C.: Governnent
Printing Ufice, (ctober, 1975), p. 17.
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nunber of jobs funded may increase the anount of fiscal substitution,
whi ch would reduce the net direct job creation effect of the
addi tional jobs. These problens could be [essened by targeting
funds to the jurisdictions adversely affected by the recession and
lt.?w/ funding jobs not normal |y provided by state and |ocal governnents.
fortunately, the lack of current estinates on the capacity for
expansi on does not permt an assessnent of the exact nagnitude of
these constraints.

ncl usi on

The alternative enploynent and training budgets illustrate possible
allocations of resources wthin budget subfunction 504  These prograns
could directly reduce the unenpl oynent rate and increase the productivity
of the labor Torce. Depending on the relative enphasis of the four najor
activities, these budgets have varying effects.

The effects of skill and employability devel opnent are difficult
to assess. Sone research results indicate that they increase the annual
earnings of trainees above the levels they would have earned wthout
training. However, these research results are not definitive and nust
be interpreted cautiously.

The effects of work experience and job devel opnent can be nore
readi |y assessed. Increases or decreases in outlays for job develop-
ment can have an imediate effect on the unenpl oynent rate. Likew se,
so can changes in outlays for work experience. cause work experience
ususal Iy funds part-tine jobs, about twce as nany jobs can be funded
per $1 billion in work experience than in job devel opnent. 14/ However,
wor k experience jobs are often filled by special target groups such as
youth, ol der workers, and welfare recipients. Gonsequently, although
wor k experience is less costly per job than the job devel opnent activity,
part-tine work in low-skilled jobs may not be as appropriate for workers
unenpl oyed due to the recession.

14. The fact that the work experience activity funds twce as nany
jobs per $1 billion does not inply that it is twce as desirable.
Wirk experience wll affect the unenpl oynent rate proportionately

| ess than |ob devel opnent because it does not require prior |abor
force participation. Aso, a part-tine job may not be as val uabl e
in terns of increasing productivity as a full-tine job.






APPENO X A

Enpl oynent and Trai ning Program Data



Appendi x Tabl e 1-—-SUMMARY G- EMPLOYMENT AND
TRAI N NG PROGRAM DATA
Hscal year 1975

Tot al Years Average _ Qost Per  Qost

Qost s of Length of Adj ust ed Year Per
Program ($ M Service  Say (years) Participants Service Parti ci pant
Work Incentive

Program 269 34,400 0.3 100, 400 7,820 2,679
CETA- Title | 1,304 384,82 0.36 1, 057, 290 3,388 1,233
CETA-Title || 519 63, 785 0.71 90, 136 8, 141 5, 758
CETA- Title I11-

Mgrants &

Far nwor ker s 37 3,810 0.28 13, 480 4,027 1,128
CETA - Title I11-

I ndi ans 32 11,097 0.28 35, 349 2,903 905
CETA - Title I'-

Job Qorps 170 19, 924 0.40 49, 810 8, 552 3, 420
CETA - Title M 318 44, 204 0.66 66, 761 7, 240 4,781
Summer Yout h

Program 410 188,721 0.25 754,884 2,170 543

Communi ty Service
Enpl oynent For
QA der Wrkers _ 9 2,600 0.58 4,500 3,370 1,919

(6



Appendi x Tabl e 2--FISCAL YEAR 1975 DATA

PROGRAM: WIRK | NCENT VE PROGRAM

Total  %of Years Aver age _ Qost  Per (ost

. o Qosts  Total of Length of Adj ust ed Year O Per
Training Activity ($ M (obsts Service Say (years) Participants Service 2/ Participant
oJT 1/ 101 38 9, 800 0.36 27,200 10, 337 3,724
Institutional 71 26 15,400 0.33 46, 700 4,591 1,514
Wrk Experi ence 11 4 3,300 0.19 17, 400 3,212 609
Publ i c Service

Employment 86 32 5,900 0.65 9,100 14, 627 9, 483
Q her —_
Total for Program 269 100% 34,400 0.35 100, 400 7,820 2,679

1/ QIT = On-the-Job-Training _ _ _ o o
2/ osts include child care and supportive services, which were arbitrarily distributed
~ proportional |y anong the four najor training activities.

Note: (bsts are on an accrual basis only for WN  Qherw se, costs are on a cash basis.
Thus, costs in other prograns are equival ent to outlays.

€8



Appendi x Tabl e 3-—FISCAL YEAR 1975 DATA

PROGRAM: CETA - TITLE |
Total  %of Years Aver age . Qost  Per Qost

o o Qusts  Total of Length of Adj ust ed Year (0 Per
Training Activity (SN osts  Service Say (years) Participants Service Parti ci pant
arr 1/ 112 9 24,658 0.37 66, 643 4,547 1, 682
Institutiona 443 34 101,877 0.42 242, 564 4,351 1,827
Wwork Experience 634 49 221,931 0.35 634, 089 2,855 2,205
Publ i c Service

Enpl oynent 93 7 10, 282 0.75 13, 709 9,003 6, 752
Q her 22 1 26, 074 0.26 100, 285 850 221
Total for Program 1,304 100% 384, 822 0.36 1, 057, 290 3,388 1,233

1/ QJT = On-the-Job-Training



Appendi x Tabl e 4—FISCAL YEAR 1975 DATA

PROGRAM:

CETA - TITLE I

Total  %of Year s Aver age . Qost Per Qost

o o Qusts  Total of Lengt Adj ust ed Year Per
Training Activity  ($M) (Qosts  Service Say (years) Participants Service Parti ci pant
oJT 1/ 2 0 315 0.37 851 5,280 1,953
Institutional 3 948 0.42 2, 257 2, 847 1,19
Vérk Experi ence 10 2 3,707 0.51 7,269 2,731 1,393
Public Service

Enpl oynent 503 97 58, 282 0.75 77,709 8, 638 6, 479
Q her 1 0 533 0.26 2. 0502 2, 437 633
Total for Program 519 100% 63,785 0.71 90, 136 8,141 5, 758

1/ OJT = On-the—Job-Training

¢g



Appendi x Tabl e 5—-FISCA: YEAR 1975 DATA

PROGRAM:
M GRANTS AND FARMNIRKERS

CETA - TITLE 111

~

Total % of  Years Average _ Cod Per  Cost

o o Cods Totd of Length of Adjusted Year Of Per
Traning Activity (SM Cods Savice Say (years) Participants Service Partici pant
QJr 1/ 2 5 610 0.26 2,346 3,934 1,029
I nstitutional 1 30 2,710 0.28 9,679 4,022 1,128
Work EXxperience 2 5 490 0.33 1,485 4,166 1,375
Public Service

Employment 2/ . . . . . .
Other 2/ 22 59 _ _ _ _ —
Tota for Program 37 100 3810 0.28 13,480 4,027 1,128

1/ QJT = On-the—Job-Training
2/ Categories are not applicabl e.
housi ng, child care, etc.

Many services for mgrants and farnworkers are for

98



Appendi x Tabl e 6~-FISCAL YEAR 1975 DATA

PROGRAM: CETA - Title III-INDIANS
Total  %of  Years Aver age . Qost Per Qost

o Qosts  Total of Lengt h of Adj ust ed Year O Per
Training Activity ($M) (osts  Service Say (years) Participants Service Parti ci pant
aor 1/ 2 6 704 0.26 2,708 3,550 916
Institutional 7 22 1,580 0.27 5,582 4,620 1,244
Vork Experience 16 50 4,297 0.24 17,904 3,700 884
Publ i c Service

Enpl oynent 5 16 738 0.42 1, 757 6,500 2,732
Q her 2 6 3,778 0.53 7,128 480 253
Total for Program 32 100 11,097 0.28 35, 349 2,903

1/ OJT = On-the—Job-Training

8



Appendi x Tabl e 7--FISCAL YEAR 1975 DATA
PROGRAM: CETA - TITLE IV - JGB QRS -

Total  %of Year s Aver age _ Qost Per Qost
o o (Qsts  Total of Lengt h of Adj ust ed Year Per
TrainingActivity (M (Qosts  Service Say (years) Participants Service ~ Participant

oJT 1/ - - — — -— _— -—
Institutional 170 100 19,924 0.40 49, 810 8, 552 3,420
work  Experience -~ - -— -— - - —

Public Service
Enpl oynent - - -~ - - - -

Q her - -— —-— - ~ - -
Total for Program 170 100 19, 924 0.40 49, 810 8,552 3,420

1/ QJT = On-the-Job-Training



Appendi x Tabl e 8--FISCAL YEAR 1975 DATA
PROCRAM CETA - TITLE M

Total  %of Years Aver age _ Qost Per Qost
o o (Qusts  Total of Lengt h of Adj ust ed Year O Per
Training Activity (M (bsts  Service Say (years) Participants Service  Participant
oJT 1/ 0 0 228 0.20 1,140 1,404 L
Institutional 0 0 75 0.29 259 4,237 L
Work  Experience 72 23 10,321 0.51 20,237 6,986 3,558
. Public Service
Enpl oynent 246 77 33,484 0.75 44, 645 7,351 5,510
Qher _ 0 0 % 0.20 480 3,329 —
Total for Program 318 100 44,204 0.66 66,761 7,240 4,781

1/ QIT = On-the-Job-Training

68



Appendi x Tabl e 9--FISCAL YEAR 1975 DATA
PROGRAM CETA- Title |11
SUMMER YOUTH PROGRAM

Tot al %of Year s Aver age Qost  Per st

. o Qsts  Total of Lengt h of Adj ust ed Year (0 Per
Training Activity (3N Qosts Service Say (years) Participants Service Parti ci pant
OJT 1/ — — -

I nstitutional — — — — — - —
Vork Experience 410 100 188,721 0.25 754, 885 2,170 43
Public Service
Enpl oynent — — — - - - -
Q her — — — — — — —
- Total 410 100 188, 721 0.25 74, 834 2,170 543

1/ OJT = On-the-Job-Training



Appendi x Tabl e 10--FISCAL YEAR 1975 DATA
PROZRAM  COMMUNITY SERV CGE BEMPLOYMENT
FOR QDR AMER CANS

Total % of Years Aver age _ Qost  Per Qost

Qusts  Total of Length of Adj ust ed Year O Per
Training Activity (M (osts Service Say (years) Participants Service 2/ Participant
oIT 1/ — — ~ - - — —
Institutional _— -_— — — — — -
\Wr k Experience 9 100 2,600 0.58 4,500 3,370 1,919
Public Service '

Enpl oynent - - — - — — —

Q her —_— _— - _— - -— -—
Total 9 100 2, 600 0.58 4,500 3,370 1,919

1/ QT = on-the-Job-Training

¥



Appendi x Tabl e 11--FISCAL YEAR 1975 DATA

PROGRAM: CETA - Sec. 3A (MDTA, EOA)

Total  %of Years Aver age _ Qost  Per Qost

(Qosts  Total of Length of Adj usted Year O Per -
Trai ning Activity ($N (osts  Service Say (years) Participants Service Parti ci pant
aor 1/ — — — -— - - —
Institutional - - -~ - - - -
Vr k  Experi ence 202 100 27,729 0.70 39,613 7,300 5111
Publ i c Service

Enpl oynent - - - - - - -

Other - -— - -— — — -
Total 202 100 27,729 0.70 39,613 7,300 5111

}_/ OJT = On-the-Job-Training

44



Appendi x Tabl e 12--FISCAL YEAR 1975 DATA
PROGRAM: EMERENCY BEMPLOYMENT

ASS STANCE
Total %of  Years Aver age _ (ost  Per (ost
o o Qusts  Total of Length of Adj ust ed Year O Per
Training Activity (M (osts Service Say (years) Participants Service 2/ Participant
oJT 1/ - - - -— - - -—
I nstitutional - — — — - -— -
V¥r k Experi ence - — — — - — -
Publ i ¢ Servi ce
Employment 53 100 8,476 0.53 15, 992 6, 300 3,339
Q her — - -— — — - —
Tot al 53 100 8,476 0.53 15, 992 - 6,300 3,339

1/ QT = On-the-Job-Training

ey
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APPEND X B

POTENTI AL BENEHI TS AV GC5TS CF TRAI N NG PROCRAMG

Benefits
Socl ety I'ndi vi dual (ver nnent
1. Increase in gross earnings of program 1 Increase in after-tax 1. Increase in taxes
partici pants. ear ni ngs a. From participants
2. Increases in other gross incone 2. Additional fringe bene-- b. From others
a. To pay for fringe benefits fits due to increased 2. Decrease in expenses of
b. [Due to other resources becom ng i ncone. a.  lhenpl oynent insurance
mor e product i ve b. Enpl oynent service
c. Due to increasing the productivity of c. Wlfare prograns
future generations as children becone d. Qine control
better educated (inter—generation effect)
d. Due to previously unenpl oyed workers
taking jobs vacated by program
participants (vacuum effect)
3. Reduction in admnistrative expenses of
transf er Faymant prograns
a. Lhenpl oynent admnistration
b. Enpl oynent service operation
c. \Welfare programadninistration
4. Reduced costs to society due to bad
ci tizenship.
a. FEconomc loss to others
b. Qime control system
(ost s
OC1 ety [ndi vi dual Gver nnent
1. Foregone gross earnings during training. 1. Foregone after-tax earn- 1. (osts of instruction and
2. Qperating costs of training or ings during training. supplies after taxes.
educati on agency. 2. Loss of transfer paynents 2. Capital costs
3. Capital expenses of training or a. Wl fare support 3. Additional admnistrative
educat i on agency. b.  Uhenpl oynent i nsurance costs after taxes.
4. Induced reductions in gross incone c. Qher subsidies 4. Additional subsidies paid
of workers displaced by program 3. Extra costs related to during training.

participants (displacenent effect).

Source:

programpartici pati on
a Tuition
b. Books, supplies, etc.

Seve L. Barsby, (ost-Benefit Analysis and Manpower Prograns

(Lexi ngton, Mss.:

OC Feath and Conpany,

1972), pp. O 10,

9%
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PLBLI C SERV CE BEMPLOYMENT AND THE
| SSLE G- H SCAL SBSTI TUNT AN

The Phenonenon of Hscal Sustitution

The federal government funds public service enpl oynent in state
and local governnent under Titles Il and M of the Conprehensive
Employment and Trai ning Act of 1973 (CETA). Currently, the Departnent
of Labor has estinated that 330,000 jobs have been funded under these
two titles. However, the percentage of these jobs funded that are in
addition to those that would have existed in the absence of the public
service enpl oynent funding has not yet been estinated.

The percentage of jobs funded by the federal government that are
inaddition to those that woul d have existed in the absence of public
service enpl oynent funds is the "net public enpl oynent effect.™ This
does not consider the miltiplier effects of the additional noney
avai | able to consuners as a result of the federal expenditure. The net
publ i c enr)_l oynent effect is Ilkeli; to be less than 100 percent of the
total public service jobs funded because of the phenonenon of "fiscal
substitution." 1/

Fiscal substitution is the phenonenon by which state and |ocal
governnents use federal funds for existing or planned public service
employment, rather than state and |ocal funds. Wen a state or |ocal
gover nment receives a grant for public service enpl oynent, its incone
avai | abl e to purchase goods and services is increased by the anount
of the grant. In the T'ong run, the community chooses the proportion
of public versus private goods and services it wshes to produce and
consune. If it receives a federal grant for public service enpl oynent
of an unlimted duration, it can plan to shift sone of its |ocal
resources previously used for the public sector to the private sector.
If this process is applied to 100 percent of the federal grant for
publ i c service employment, then the net public enpl oynent effect is
zero and the federal grant nerely shifts the tax burden for funding
these already existing or planned jobs fromstate and local taxpayers
to federal taxpayers.

1/ The net public enpl oynent effect (A is the conpl ement of fiscal
Substitution (B). Mthenaticall Ty this is expressed by the equa-
tion A<100-B For exanple, if fiscal substitution is 75 percent,
then the net public enpl oynent effect is 25 percent (25=100-75).
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In the long run fiscal substitution can occur through the
reduction in state and local tax efforts, as conmunities shift
| ocal resources away fromthe public sector to the private sector.
However, overt attenpts to reduce tax effort have been specifically
rohibited by the "naintenance of effort" clauses contained in
ederal legislation. For exanple, Section 208(a) of CETA in part
reads as follovs:

Sec. 208(a). The Secretary shall not provide for
financial assistance for any programor activity
under this title unless he determnes, in accord-
ance w th such regul ations as he shall prescribe,
t hat () the program (A wll result in an
increase 1n enpl oynent opportunities over those
opportuni ties whi ch woul d ot herw se be avail abl e,
(é’ wll not result in the displacenent of currently
enpl oyed workers (including partial displacenent
such as a reduction in the hours of nonovertime
work or wages or enpl oynent benefits), (Q wll
not inpair existing contracts for services or
result in the substitution of federal for other
funds in connection with work that woul d otherw se
be perforned, and (D wll not substitute public
service jobs for existing federally assisted jobs.

This "nai ntenance of effort" clause appears to prevent blatant
attenpts to lower state and local tax rates to the extent that
publ i c enpl oynent opportunities woul d be |ess than woul d be avail -
able wthout the tax cut. However, |ess obvious nethods are nore
difficult to detect. For exanple, a local governnent coul d permt
its real property tax base to erode by not reassessing property
val ues in accordance wth rapi dl%/ i ncreasi ng market values. This
process would result in a property tax yield not sufficient to
naintain current |evels of public enploynent, if wages and ot her
costs continued to increase wth the rate of inflation. Gonsequently,
through no obvious state or local policy to substitute federal for
local funds the process of fiscal substitution can continue to occur.

Research Results on the Public Enpl oynent Program

The Public Enpl oynent Program (FEP was established by the
Energency Enpl oynent Act of 1971 and expired at the end of the
fiscal year 1975. Table 1 sunmarizes the estimates of the net
F_ubl i c enpl oynent effects under PEP.  These results range fromas

ittle as 10 percent to as large as 54 percent. In other words,
between one to about five out of every ten jobs funded were
estinated to be additional jobs over the nunber that would have
existed in the absence of the program
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Appendi x Tabl e 13--NET PUBLI C EMPLOYMENT BFFECTS

Tine Period NPA Fecht er Johnson & Tonol a
1 year 4% — 40%
2 years — — 33%
Long-run — 10-40% -

Source:  National P anning Association, An Eval uation of the Econonic
| mpact Project of the Public Enploynent Program F nal Report,
VoI T of TV, May 22, 1974 Fechter, Alan. Public Enpl oyrent
Programs. \Mdshington, D.C.: Anerican Enterprise TnstItTute,
IQ%. Johnson, George E and Janes Tomola. "The Eficacy of
Public Service Enpl oynent Prograns,” June, 1975 (Processed).

~ The National P anning Association study conpared the historical
tine trends in enploynent of 182 "high inpact" areas wth 182 nat ched
j uri sdi cti ons. ed on an estimate of the expected enpl oynent | evel
In 1972 using an extrapol ation of the historical tine trends in enploy-
nent, NPAestinated that 54 percent of the jobs funded by PEP were in
addition to the nunber that woul d have existed in the absence of the
program

The NPA study had several limtations. Frst, it covered slightly
| ess than one year of the program Second, it used a nonrandom sanpl e.
Third, it extrapol ated public enpl oynent as only a function of tine.
This third limtation nmakes the nethod inapplicable in a tine period
when the trend in public employment no |onger holds true. The |evel of
public enpl oynent Is certainly nore than just a function of tine and
the federal subsidy. Later studies have avoi ded this probl em

A an Fechter calculated the net public enployment effect to be
only between 10 to 40 percent. This neans that he estinated onl)é
one to four out of ten jobs funded were additional jobs beyond those
that woul d have existed in the absence of the program FeChter used
a nore sophisticated economc framework, which incorporated the
followng relevant factors:

1. The sensitivity of the demand for public goods and
services to changes in incone.

2. The proportion of total incone allocated to the
publ I ¢ sector.
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3. The proportion of public expenditures that are
for employment.

4. The wage rate of public enpl oyees.
5. The anount of the federal subsidy.

A though Fechter's framework was quite sophisticated, his
calculations were not based on original enpirical work. Instead, he
merged estimates of the required paraneters fromother studies and
then cal culated the net public enploynent effect. (onsequently, it
Is very difficult to assess the validity of his results.

The nost rigorous study was perforned by Johnson and Tomola.
They cal culated a net public enploynent effect of 40 percent after
one year and 33 percent after twoyears. Their results were based
on an econonetric nodel that incorporated the relevant factors
included in Fechter's framework. However, in contrast to Fechter,
Johnson and Tonol a perforned their own enpirical analysis to
estinate the relevant paraneters. Athough it is difficult to
assess the validity of their final results, their nethods appear to
be superior to both the NpA and Fechter studies.

~Johnson and Tonol a surmarize their analysis wth an inportant
point that to date has been ignored. 2/ There is no evidence on
fiscal substitution under cera, but due to the severity of the
recent_recession there may be |ess fiscal substitution under CETA
Than UNJEr PEP. This phenomenon M@y OCCUT DEcauSe SOME units
of governnent nay have suffered decreases in their tax bases as a
result of the recession. Mreover, nany other jurisdictions nay
have suffered such rapid increases in costs that even grow ng
tax bases may not yield enough revenue to naintain current enpl oy-
ment levels. Wen they found thensel ves unable to neet their pay-
rolls with current tax revenue, they may have used CETA funds to
maintain their current levels of enploynent. This could occur by
rehiring regul ar enpl oyees that have been laid off and by fundin
open positions due to normal attrition wth CETA funds. ~ A thoug
prel imnary Departnent of Labor data indicate that the rehiring
of regular enpl oyees has not been a pervasive phenonenon in the
first year of A the nore subtle formof funding open positions
may have been nore pervasive. Moreover, this particular phenonenon
could grow, if state and local tax bases do not recover rapidy
fromthe recession.

2. George E. Johnson and Janes D Tonola, "The Eficacy of Public
Service Enpl oynent Programs,” June, 1975, p. 10 (Processed).
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The rehire phenonenon has been an issue in the first year of
CETA, and has been confused wth fiscal substitution. By definition,
| ayi g% off regul ar enpl oyees and rehiring themw th CETA funds in
the absence of a reduction in tax effort is not fiscal substitufron.
However, WNEre (hi S pnenonenon nas occurred, it renders CETA public
servi ce enpl oynent dpr ograns simlar in effect to an antirecession
grant for state and |ocal governnent.

In summary, the evidence on PEP indicated a fairly high rate of
fiscal substitution, but as stated previously there is no evidence on
(ETA  FHscal substitution may be lower under CETA than under PEP,
due to the effect of the recession on state and local tax bases.
Johnson and Tomola hypot hesi ze that fiscal substitution wll be higher
injurisdictions not” substantially affected by the recession than those
substantial |y affected, but this renains untested.

Srategies For Lessening Hscal Substitution

The anal ysis by Johnson and Tonol a su?gests that public service
enpl oynent under Ahas two different effects. First, in jurisdic-
tions substantially affected by the recession, the prograns have an
effect simlar to an antirecession revenue sharing programfor state
and | ocal governnents. Second, in jurisdictions not substantially
affected by the recession, the prograns are simlar to general revenue
sharing. 3/ In this case, fiscal substitution is likely to be simlar
to that under PEP

~The extent of fiscal substitution under PEP has led to serious
consi deration in Gngress of ways in which to [essen this problem
If ahigh rate of fiscal substitution can be avoided, then the net
enpl oynent_effect of public service enpl oynent prograns wll be
higher. This would help to reduce the unenpl oynent rate nore than
the current prograns.

There are two nain elenents in a strategy to lessen fiscal substitu-
tion——targetability and the val ue of goods and services produced (output).
Fscal substitution is IikelK to be less, if the funds are targeted to
jurisdictions nost severely hurt by the recession. Second, if the val ue
of output is low then the community may not have previously produced

3. Public service enpl oynent is not exactly |ike general revenue
sharing because it has nany legislative and admnistrative con-
straints that are absent in general revenue sharing. For exanpl e,
public service enpl oynent under Titles Il and M of CETA has a
salary ceiling of $10,000.
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or planned to produce the goods and services produced by a public
servi ce enF)I oynent program |f the programis limted to such
products of relatively | ow value, then fiscal substitution is likely
to be smaller. However, as the val ue of the output decreases, the
rogrambegins to resenbl e an expensi ve incone nai ntenance program

us, the trade—off between the val ue of output and the rate o
fiscal substitution limts the use of this second strategy.

Aternatives To Reduce Hscal Substitution

Chart | depicts the flowof budget authority in CETA based on
the President’s fiscal year 1976 budget request. The enphasis has -
been on Title vI, which had a budget authority request of $2.5°
billion. This conpares to onlﬁ .4 billion for Title Il. A 'so,
the final outlay figures for the fiscal year 1975 indicate that
50 percent of Title | funds were spent on public service enpl oynent
and work experience. 4/ Athough it has not been discussed, fiscal
substitution could beoccurring wthin Title I, also.

The current policy base contains about $0.5 billion in outlays
for fiscal year 1977 in Title 11. Snce the authorization for
Title M expired on Decenber 31, 1975, no_buglrget authority is
currently available for fiscal year 1977 in Title M. However,
Qongress is currently considering several neasures to not only
mai ntain the current level of funding for public service jobs
through the end of fiscal P/ear 1976 and the transition quarter,
but al'so through additional fiscal years.

The followng alternatives illustrate a range of choices
and the trade-offs enbodied in these choices:

1. Mintain the current status.

2. Reauthorize Title M.

3. Appropriate additional funds for Title II.

4, Bnact a "local projects” program

5. BEnact a youth enpl oynent programthrough Title IlI.

4. Daily Labor Report, Decenber 24, 1975, p. D-5.
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Funds Flow

Amounts Authorized for Program Activities
Under Comprehensive Employment and Training Act

Based on FY 1976 Budget Request

Authorization is for "such sums as are necessary."
Appropriations are to be determined by Congress.
FY ‘76 Budget Request:

$2.4 billion
Y Y ¥
Titles 1 & 1: Titles Il and V: Title VI:
Not less than 80% of Total. Not more than 20% of Total (FY 1975 funds, to
(Minimum $1,915 million; Minus $150 million for Title II. be carried into
actual $1.980 million) {(Maximum $448 million; actual FY ‘76.) Authorized:
’ $414 million.) _ $2,500 million.
¥ ¥ Y i Y
Title | - Title I Title M Title v Title VI
Comprehensive Public Employment Special Responsibilities Job Corps Emergency Jobs
Manpower Services Programs of Secretary $175 milﬁon Program
$1,580 million $400 million $239 million $2,500 million
80% State & local — State & local
- ;glm;ﬁsporjﬁ_ors prime sponsors
1,264 million $2,250 million
~— 4% of the 80% of Title i
N To eligible for direct funding of [ | Distribution formula: |90%
1% to states to 80% applicants Indian programs 50%-no. of unemployed %
== staff manpower service 7| (6.5% unemp.] $50 million 25%-no. of unemployed
councils $12 million $320 million in high unemployment
areas
5% of the 80% of Title | 25%-excess no. of
Reserved for Guam 20% To Secredary for for direct funding of unemployed over 4%z %
-y Vir. 1., Samoa & | discretignary programs for migrant &  |j=t=
Trust Territory o use seasonal farm workers
$2 million $80 million $63 million To Secretary of Labor  [10%
for discretionary use -
$250 million
Balance to prime sponsors To Secretary for:
$1,250 million —Technical Assistance
—Labor Mkt. Informa-
Distribution formula: tion (Job Bank) |
50%-prior year's allotment —Evaluation
372 %-unemployed —Research
12Y2 %-low-income —E&D Programs
families $42 million
0,
20/1 To Secretary of Labor To Secretary for all
for Title | $316 million other national programs
including
S - -Youth ]
L | 5% of Title | to encourage _Offenders
consortia $79 million _Older Workers
—Non-English speaking
: ; —Programs of demons.
5% of Title | to gov's for state ;
fioe- g o effectiveness
voc. ed. agencies $79 million $83 million
- 4% of Title | to states for
state prog. servs. $63 million
6% of Title | to Secretary
of Labor $94 million
L
1 Meet 90% hold harmless goal}
¥

l Remainder for discretionary uil

SOURCE

. Manpower Information Service
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Maintain the Qurrent Satus

If the current status of Titles Il and M were naintai ned, then
nany CETA prine sponsors would not be able to continue the enpl oynent
of those currently working. The current level of funding for Title Il
Is likely to continue, but funds available to spend under Title M wll
begin expiring before the end of fiscal year 1976, The latest Departnent
of Labor data indicate that 110 out of 431 prine sponsors wll exhaust
their funds before the end of fiscal year 1976. 5/ This would mean a | oss
of a substantial nunber of jobs funded by the end of fiscal year 1976.
However, if the net enploynent inpact was simlar to the 40 percent esti-
mated by Johnson and Tomola, then the net job |oss of naintaining current
status woul d be less. For example, if only 132,000 (40 percent of the
330,000) of the 330,000 jobs now funded are actual |y additional jobs beyond
the nunber that woul d have existed in the absence of the program then the
expiration of funding for sone of these 1jobs may have a snaller effect on
total enploynent. Unfortunately, this effect under CETA is difficult to
cal culate, because fiscal substitution may not have been as significant as
It was under PEP.

Reaut hor i 7i ng Title V

Reauthorizing Title M woul d enabl e prine sponsors to continue funding
the currently existing jobs, but fiscal substitution could continue to erode
the net public enpl oynent effect. |f prine sponsors are able to plan on the
exi stence of this programfor a nunber of years, then they will be nore able
to substitute federal funds for local revenue. In the long run, as they
percei ve the programto be more pernanent, fiscal substitution wll continue
togrowlarger. If it reaches 100 percent, the net public enploynent effect
is zero.

Appropriate Additional Funds for Title Il

Snce the authorizing legislation has expired for Title M, Qongress
could allocate more funds through Title Il. This alternative woul d
probably reduce fiscal substitution because of the difference in allocation
formul ae between Titles Il and M. Chart 1 shows that Title M distributes
funds predomnately on the basis of the proportion of unenployed in a
snal| unit of general local governnent, 6/while Title Il distributes funds

5 "Manpower Infornation Service", Vol. 7, Nunber 8, Decenber 24,
1975, p. 172

6. This unit nust have a popul ation of at |east 10,000.
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to prime sponsors on the basis of whether they contain an "area
of substantial unemployment." 7/ Fscal substitution is likely
to be snaller under Title Il because it is targeted to areas wth
hi gher unenpl oynent rates than Title vi. The Title Il grantees
are nore |ikely to have suffered substantially from the recession.
(onsequently, the net public enploynent effect is likely to be
higher inTitle Il than in Title M.

Enact a "Local Projects" Program

Short-termprojects that were not being provided nor planned
to be provided by state and |ocal governnents are the nain
ingredients of a "local projects" program |If the projects were
not provided nor planned to be provided, then fiscal substitution
of state and local funds could be mninmal. However, substitution
na?/ occur between these projects and private philanthropic or
voluntary efforts. No evidence exists on this phenonenon. Furt her-
nore, if the ™local projects” programoutput was neither produced
nor planned to be produced, then the cormunity apparently did not
val ue the output as highly as other goods and services produced or
planned to be produced. Thus by avoiding fiscal substitution,
this alternative selects output of relatively less val ue than the
public output nornal |y produced.

The local projects approach may have several other advantages.
The projects could be of a definite short-termlength, which woul d
avoi d the bottleneck in sone prograns when the workers hesitate to
return to the private sector. This could reduce future inflationary
pressure of public enpl oynent prograns by reducing |abor shortages
that m ?ht occur in sone occupations as the econony recovers. Further--
nore, it the value of the product is relatively less than other public
output, then [esser wage rates could be paid than are nowpaid in
publ i c service enploynent. This inplies that nore jobs coul d be
funded per billion dollars spent than under Titles [l or M.

In sunmary, a "local projects” programwoul d probably experience
less fiscal substitution, cause less inflation, and fund nore jobs
per $1 billion spent than Titles Il or M, but the val ue of output
IS likely to be relatively less than is produced in Titles Il and
M.

7. A0 area of substantial unenploynent nust have a 6.5 percent
unenpl oynent rate for three consecutive nonths, as determned
by

the Secretary of Labor. A so, a prine sponsor must have a
popul ation of at |east 100, 000.
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Enact a Youth Enpl oynent Program Through Title |11

A youth enpl oynent programcoul d be established through Title IlI,
whi ch coul d operate in a nanner simlar to the sunmer youth program
S nce yout h unenpl o¥m_3nt rates are quite high, the programwoul d help a
significant group of individuals suffering unenpl oynent. Moreover, since
they are likely to have less skills than nost unenpl oyed ol der workers,
their wage rates could be |ower than workers enployed in Titles Il and
M. The extent to which the youth produce goods and services not nornal |y
produced or planned to be produced wll lower the rate of fiscal substitu-
tion in public service enploynent prograns, but there is no evidence on
which to base an estimate of this potential effect.

oncl usi on

“Fiscal substitution |overs the net enploynent effect of public
service enpl oynent prograns. The extent of fiscal substitution is
unknown for the prograns under CETA but it has been argued that it
would be less than under PEP. FHscal substitution can be |essened
wth nore accurate targeting toward jurisdictions in relatively
greater "need" and by producing goods and services not nornal |y
produced or planned to be produced. However, strategies designed
to avoid fiscal substitution nay inply the production of goods and
services that are valued relatively I'ess by the comunity than those
nornal |y produced by the public sector.

O





