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ECONOMIC POLICY BOARD
EXECUTIVE COMMITTEE MEETING

AGENDA
Special Session: 9:30 - 11:00 a. m.
Roosevelt Room

May 5, 1976

PRINCIPALS ONLY

Structural Unemployment: Nature and Policies Malkiel

Proposals to Index the Minimum Wage and I.abor
Minimum Wage Youth Differential



MINUTES OF THE
EPB/ERC EXECUTIVE COMMITTEE MEETING

May 4, 1976

Attendees: Messrs. Richardson, Lynn, Dent, Train, Seamans,

Frizzel, Dixon, Cannon, Zausner, Hill, Mitchell,

Darman, Porter, Perritt, Jellinek, Arena, Moffat,
Coleman, Pasternak, Hardy, Dragoumis, McKelzain,

Schleede, Butler, Duval.

Nuclear Waste Management

The Executive Committee reviewed a proposed Administration
statement on radioactive nuclear waste management. The
Administration will testify on this issue next week before
the Joint Atomic Energy Committee. An interagency meeting
on the statement will be held tomorrow to finalize the
statement for release on Monday, May 10, 1976.

Decision

Executive Committee members were requested to provide Paul
Dragoumis, Director of the ERC Nuclear Subcommittee, with
their comments on the statement by c.o.b. Thursday,

May 6, 1976.

Federal Energy Organization

The Executive Committee discussed the establishment of a
Task Force to study ways to improve the management of
energy and energy-related functions through reorganization
as proposed in a letter from Secretary Richardson to
Senator Ribicoff which is attached at Tab A.

Decisions

The Executive Committee approved establishment of an inter-
agency Task Force on Federal Energy Organization co-chaired
by Commerce and OMB.

The co-chairmen were requested to prepare a study outline
and work plan for the Task Force and recommendations regard-

ing members on the Task Force for Executive Committee
consideration.
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OCS lLeasing

The Executive Committee discussed various interagency
differences on H.R. 6218.

Decisions

The Executive Committee reached agreement on the following
issues in H.R. 6218: .

Lease termination with compensation: The Administration
will urge revising H.R. 6218 to indicate that, if new
information is found during exploration, the Secretary

of the Interior will have discretionary authority for lease
cancellation. Options on compensation will be developed

by Interior, CEQ, and FEA.

Jurisdiction for conduct of environmental baseline and
monitoring studies: The current Administration position
supporting overall responsibility remaining with the Depart-
ment of Interior with maximum use of NOAA's expertise will
be maintained. The jurisdictional issue will be examined

by the new Task Force on Federal Energy Organization.

Drainage of o0il and gas from under State lands: The Admin-
istration will support bill language encouraging the Depart-
ment of Interior to seek agreement with States on lease
arrangements, but not requiring prior agreement before
leasing takes place.

Best available technology: The Administration will support
current bill requirements for "the best available technology,
economically achievable" with explicit authority to weigh
environmental and economic considerations given to the
Secretary of Interior. The Administration will seek language
to this effect in the final Committee report.

Regulatory authority: The Administration will support
retaining current law and deleting the additional regulatory
requirements in H.R. 6218.

The Department of the Interior will prepare a paper outlin-
ing these proposed Administration positions for review by
Secretary Richardson and submission to the President prior
to announcement of the Administration's position.

Presidential Speech for International Trade Week

The Executive Committee reviewed a draft speech on trade
policy for possible Presidential use during International .-

Trade Week. f{m_;Jan
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THE WHITE AOUSE

WASHINCTON

May 5, 1976

MEMORANDUM FOR: JIM CAVANAUGH
FROM: ART QUERN
SUBJECT : Study of Unemployment Statistics

Given the apparent amount of discussions which have taken place
outside the administration I believe we must go with Option I.

To delay would simply feed the charge that "they know the
- statistics understate unemployment but don't want to do
anything about it in an election year."




THE WHITE HOUSE

WASHINGTON

May 3, 1976

MEMORANDUM FOR: JIM CANNON
FROM: DAVID LISS
SUBJECT : Review of Employment and Unemploy-

ment Statistics

Per our conversation, I am hampered on this because I
was unaware of previous EPB discussions of the subject.

Based on what I know, I would recommend Option 1. We
already seem to be fairly public on the issue; since
Humphrey has also recommended action we are not going

to be directly attacked from that direction; and I
don't see how an announcement will "call attention to
the unsatisfactory level of unemployment" to any greater
extent than now -- and the President's own remarks that
we need to do better.

We should certainly not act until after this Friday when
the April unemployment figures will be released. It would
seem to me that particularly if the downward trend con-

tinues that is far bigger news than establishing a commission.

Our announcement of the commission should clearly put the

entire issue into its proper historic perspective. It should

be clear this is a matter we treat dispassionately and not
for partisan purpose or because we doubt the veracity of the
figures.

cc: Jim Cavanaugh
Art Quern



THE WHITE HOUSE

WASHINGTON

May 3, 1976

MEMORANDUM FOR PHILIP BUCHEN
JOHN O. MARSH
MAX FRIEDERSDORF

JAMES M. CANNON/

FROM: L. WILLIAM SEIDMAN M
SUBJECT: Review of Employment and Unemployment
Statistics

A memorandum for the President on a review of employment and
unemployment statistics is attached. It is currently being
staffed to members of the EPB Executive Committee.

I would appreciate if you could provide your recommendations
on this memorandum to my office no later than c.o.b. Tuesday,
May 4, 1976.

Attachment
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MEMORANDUX TOR THE PRESIDENT

FROM: L. WILLIAM SEIDMAN qﬂ‘g

SUBJECT: Review of Emplovment and Unemployment
Statistics

On December 9, 1975 your advisers unanimously recommended and
you approved the establishment of a Presidentially appointed
commission to conduct a review of the Federal Government's
employment and unemployment statistics.

Since your decision, Burt Malkiel has met with representatives
of a number of labor unions and various business management
organizations and with staff members of the Joint Economic
Committee. He explained the need for such a study, reviewed
the terms of reference for the commission, and sought advice
and suggestions on particular people to be commission members.

A report on the progress toward establishing the Commission
was presented to you at your meeting with the EPB Executive
Committee on April 13, 1976. At that time some of your advis-—
ers questioned the desirabilitv of establishing a Presiden-
tially appointed commission on this issue so close to the
election. This memorandum reguests your guidance on the tim-
ing of implementing your decision to establish the Commission.

Options

Two basic options on the timing of establishing a commission
are presented for your consideration.

Option 1l: Establish this spring or early summer a Presiden-—
tial commission to review the Federal Government's
employment and unemployment statistics.

Advantages:

(o}
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establishment of such a commission is suDStant1Vely
able and long overdue. The last formal review of
ederal Government's employment and unemployment

stics program by nongovernmental experts was con-

zy the President's Committee to Appraise Employ-
néd Unemployment Statistics (The "Gordon Commlttee"),
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apopointaed in 1961. The Gordon Committee recommended
tha% a2 similar formal review of employment and unem-
plcv=ant statistics be conducted in approximately ten
years.

© The 2Acdministration is already consistently criticized
by labor groups and congressional committees on our
present employment statistics. Since your December
approval of the establishment of a Commission, the
proposal has been widely discussed among labor, business
and congressional groups. Failure to establish the
Commission soon might lead to political attacks.

O There are currently two bills in the Congress proposing
the formation of a commission to study employment and
unemployment statistics. On November 19, 1975 Senator
Humphrey wrote a letter to the Secretary of Labor
urging him to establish such a commission.

Disadvantages:

o The mere announcement of a commission might be inter-
preted by some as indicating that our present statis-
tics are faulty and understate the employment problem.
Forming such a commission now could serve as the basis

for political attacks during the Presidential election
campaign.

o The announcement of a Presidential commission would
call attention to the unsatisfactory level of unem-
ployment.

Option 2: Delay the establishment of a Presidential commis-
sion on employment and unemployment statistics
until 1977. Reguest Albert Rees, with the help
of a research organization to prepare some study
papers that could eventually be used when the
commission is established.

Advantages:

o This approach represents a good way to continue our
effort toward improving our employment and unemploy-
ment data while keeping the study very low key and
less subject to political attack.
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C may be difficult to attract an individual of
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rt Rees' stature to undertake such an interim
gnment, especially since the final establish--
of the commission would be in doubt.

si
ne
Decision

Option 1 Establish this spring or early summer a
Presidential commission to review the Fed-

eral Government's employment and unemploy-
ment statistics.

Supported by:

Option 2 Delay the establishment of a Presidential
commission on employment and unemployment

statistics until 1977. Request Albert Rees,

with the help of a research organization to

prepare some study papers that could eventu-

ally be used when the commission is estab-
lishead.

Supported by:



THE WHITE HOUSE

WASHINGTON

May 4, 1976

MEMORANDUM FOR ECONOMIC POLICY BOARD
EXECUTIVE COMMITTEE MEMBERS

FROM: L. WILLIAM SEIDMAN /k)?

SUBJECT: Special Session on Unemployment
Two additional papers, CEA Comments on the Department of Labor
paper on "Minimum Wage Youth Differential" and a paper on

"Countercyclical Job Creation Experimentation," prepared by
the Department of Labor, are attached for your information.

Attachments




THE WHITE HOUSE

WASHINGTON

May 4, 1976
MEMORANDUM FOR: JAMES CANNON
- )
FROM: BILL DIEF ENDERFERQ?'J/
RE: Secretary Usery's Memorandum on

"Minimum Wage Youth Differential. "

The Secretary believes proposing a youth differential would be 'unwise. "
He does not elaborate on the negative aspects of proposing such action,
but bases his position on the fact that research results are mixed and
have not shown a definite correlation between minimum wage and youth
unemployment. The Secretary also suggests that the needed flexibility
exists in present law. He points to the availability of subminimum wage
certificates as proof of this assertion. The memorandum from DOC
draws conclusions at variance with Secretary Usery's.

In 1975, student-learner certificates were used to employ only 17,000
students. In the largest category, full-time students certificates, 515, 000
students were employed in 1975, However, over 300, 000 of these were
employed by institutions of higher education, which partly subsidized
employment costs through another Federal program, College Work Study.
The fact that well over half of the students in this category are in a
college or university and that the average age of a student in college is
now 27 must be carefully considered.

The use of full-time student certificates by retail and service establish-
ments accounted for a little over 200, 000 !"youth'" jobs. I emphasize
"'youth'' because once again "'youth'" could mean % persons80 years old
as long as they are full-time students. As I noted the average age of
college students is now 27.

The Secretary should be questioned on what would be the '"negative' results
of proposing a youth wage differential. If the negative possibilities are
minimal then I would suggest experimentation with a youth wage differential
would be a very good gamble as about 50% of those who have an opinion of
the subject feel it would have a very positive effect on youth unemployment,
especially for 16-17 year olds.



U.S. DEPARTMENT OF LABOR
OFFICE OF THE SECRETARY
WASHINGTON

MEMORANDUM FOR THE ECONOMIC POLICY BOARD/
EXECUTIVE COMMITTE?/W=

FROM: W. J. USERY, JR. -

SUBJECT: Minimum Wage Youth }Tferential

The Executive Committee recently. discussed proposals
to deal with high teenage unemployment by providing
a "youth differential” in the minimum wage. Such a
differential would permit employees in certain age
groups to be paid less than the minimum.

I believe that proposing such a youth differential
would be most unwise, Theoretically, the notion
may be attractive, but practical considerations
suggest that its effects would be small and that
other policies to deal with youth unemployment are
preferable.

Empirical research results are mixed. While some

simple studies show a statistically significant
relationship between the minimum wage and youth unem-
ployment, other, more comprehensive, studies yield

mixed results, especially with respect to black teenagers
(see Tab A). :

Many factors other than the minimum wage tend to increase
unemployment among teenagers. Supply and demand for
"jobs are not well balanced geographically, schedules

can be a problem for students, child labor laws close

off some jobs and teenagers do not like certain types

of jobs (see Tab B).



Moreover, there is substantial flexibility in existing
minimum wage laws which permit teenagers to be paid
less than the minimum in many cases (see Tab C). This
is especially true in sectors that employ large numbers
of youth, such as recreation, retail trade, and service
organizations. Greater advantage can be taken of these
flexibilities with less controversy than would be
engendered by proposing a youth differential.

Finally, the Federal Government is already engaged in
a variety of programs which create more than one million
teenage jobs directly (see Tab D).






Impact of Minimum Wages on Teenage Employment
Summary of Evidence

Introduction

We present here a brief summary of the results of 6
recent minimun wage studies (a list of these studies
and a short technical summary of each is included in
the Appendix). The studies all focus on the emplovment
impact of minimum wages since economic theory is un-
ambiguous on this point - an increase in the minimum
wage and/or the coverage of the minimum wage should
lead, other things equal, to reduced employment. The
impact on unemployment is ambiguous; an increase in

the minimum wage by reducing job opportunities may

lead to exit from the labor force and actually lower un-
erployment. '

Employment Impact of the Minimum Wage

An overall review of this literature reveals that to
date there is no clearcut evidence on the effects of
the minimum wage on teenage employment. TLach of the
studies contains evidence that the minimum wage has
caused disemploynrent for some groups of teenagers, but
the results are not ccnsistent for all teenage groups.
For example, contrary to expectations, evidence of
disemployment is found more often for white teenagers
than black teenagers and for males than females. While
the studies tend to support the theoretical predictions
of an adverse employment impact of minimum wages, a closer
look at each study (see Appendix) reveals problems. In
several studies changing the model or the particular
teenage group analyzed eliminates the finding of signifi-
cant disemployment effects. The variability in the
estimated impact of minimum wages across the different
studies makes it very difficult to assign a speciiic
"concensus" percentage reduction in teenage employment
resulting from increases in the mininum wage. For
example, elasticities range frcom essentially zero (for
the Welch tine series study on 14-19 year olds) to .2
(for the lashimoto Mincer study of white teecnagers):
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Employment Impact of Other Factors

Other factors which influence teenage employment and
unemployment include the following:

1) school attendance,
2) relative size of the teenage population, *
3) level of economic activity - business cycle.

School attendance rates have increased during the past
20 years and according to the studies reviewed, this

has led to reduced employment rates for most teenage
groups. The teenage population aged 16-19 has rapidly
~increased since the 1950's, both in absolute numbers

and as a percentage of the population 16 and over (see
Table 1, Tab E). This has no doubt had some influence
on the ability of teenagers to obtain jobs. The studies
reviewed here provide some evidence to support the view
that increased teenage/population ratics are associated
with reduced teenage employment ratios - that is, teen-
age employment has risen in association with teenage
population increases, but not on a one for one basis.

The strongest evidence emerging from the studies concerns
the impact of the business cycle. Not surprisingly,
teenage employment is found to vary directly with the
state of the economy. In expansionary periods the teen-
age employment rate rises faster than the overall em-
ployment rate and it falls faster during contrxactions.
Each study confirms the strong impact of the level of
economic activity.

A Youth Differential

There is very little evidence on the employment effect
of a youth differential. The only study which attempts
to estimate the impact (Welch-Cunningham) concludes that
a 20 percent differential for teenagers 1l4-17 would
increase overall tecnage employment by a minimum of 0
and a maxinum of 10 percent. Its effect on the employ-
ment of 18-19 year olds is uncertain. The study does
not attempt to measure the impact of a youth differential -
on adult employment.

*Pertinent demographic data may be found at Tab E.



Conclusion

The teenage population is currently at a peak both in
absolute terms and as a percentace of overall population.
The pressure on teenage job prospects stemming from this
factor should begin to abate in the next few years as

the teenage population declines (see Table 1, Tab E).
Contrary to its effect in the 1960's and early 1%70's,

the population effect is likely to help reduce teenage
unemployment in the next 10-15 years (see Table 1, Tab E).

Empirical work to date is simply not conclusive regarding
the impact of the minimum wage. While there would be
some job expansion with a lower minimum or a youth dif-
ferential, the magnitudes involved cannot be specified
with any degree of accuracy. ) ’

s



m“’”(‘«.. ‘

Appendix

Review of Specific Studies

" The following studies are reviewed:

1)

2)

3)

4)

5)

6)

Hyman Kaitz, "Experience of the Past: The National
Minimum," in Youth Unemploymznt and the Minimum
- Waqe, Bulletin 1657, U.S. Department of Labor,
1970.

Masanori Hashimoto and Jacob Mincer,'"Employment'and,
Unemployment Effects of Minimum hages," Mimio,
1971. _ v

Terxry Kelly, "Youth Employment>Opportunities and the
Minimum Wage: An Econometric Model of Occupational
Choice," Wo*klng Paper 3608-01, Urban Institute,
1975. .

Terry Kelly, "Two Policy Questions Regarding the
Minimum Wage," Working Paper 3608-05, Urban
Instltute, 1976.

Finis Welch, "Minimum Wage Legislation in the United

States," Economic Inquiry, September 1974, as
amended_in "Comment" by Fred Siskind and "Reply"
by Finis Welch, Economic Inquiry, Forthcoming.

Finis Welch and James Cunningham, "Effects of
Minimum Wages on the Age Composition of Youth
Employment,” Rand Paper P-5468, The Rand
Coxporation, 1975. .



1)

Hyman Kaitz, "Experience of the Past: The National
Minimum," in Youth Unemployment and the Minimum

Wage, Bulletin 1657, U.S. Department of Labor,

1970.

Period Covered: 1954-1968, quarterly data

Grours covered: Separate estimates for teenagers
16-19, white and nonwhite teenagers by sex and age
brackets 16-17 and 18-19.

Dependent variable: Employmenf/population ratio

for each group

.Indepen&ént variables:

Major contribution:

Proportion in armed forces

Adult male unemployment rate
Proportion in agriculture
Population share of each
- group :
School enrollment ratio
Dummy variables for years
1965, 1966, 1967, 1968 to
represent introduction
of large scale manpower -
programs in those years.
Minimum wage variable

Generation of a minimum wage
variable which relates the
minimum vwage to average

hourly earnings in each industry
and weights by teenage employ-
ment and percentage of employees
covered 1in each industry. The
variable also accounts for newly
covered workers subject to

lower minimum wage rates.
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Results
Category Age group Coefficient
All '16-19 " a)  -1.654*
' b) 0.677
White males 16-17 T =2.782%*
18-19 ' ’ o —2.012*
VWhite females 16-17 . =2.208*%*
- 18-19 S 0.147
Nonwhite males - 16-17 - =.102
: . - 18-19 - . 4,515
Nonwhite ’ N S |
females 16-17 : o .829
18-19 - .002
x —'Statistically significant
a) - dumny vafiables for years 1965-1968 included to

represent years of special manpower programs

b) - dummy variables excluded

Among the disaggregate demographic groups 3 of 8
coefficients have the expected negative (significant)

sign indicating a disemployment impact from the minimum
wage. The aggregate 16-19 group has a significant
negative coefficient when the dummy variables are included
in the regression (representing years of special manpower
programs), but an insignificant positive coefficient

when the dummy variables are excluded.

The coefficient on adult male unemployment was negative
and significant in both aggregate regressions, it was
negative in all 8 disaggregate regressions and statis-
tically significant in 5 of these regressions. Kaitz
notes that Durbin-Watson coefficients generally indicates 7i} .



the presence of some positive serial correlation and the
significance of the coefficients is probably overstated.
He also discusses measurement-problems of several
variables, with particular emphasis on the labor force
(employment and unemployment) data.

" Kaitz does not consider the evidence strong enough to
make any definite statemesnt regarding the direction or
size of the impact of the minimum wage, however, for
illustrative purposes, he estimates (using the dis-
aggregate results) that a 25 percent increase in the
minimum wage in 1268 would have reduced teenage
employment by about 182,000 (about 3.1 percent of
total teenage employment of 5,800,000).



2)
and Unemployment Effects of Minimum Wages,"
Mimio, 1971
Period covered: 1954-1969, quarterly data
Groups covered: White and nonwhite, 16-19
Dependent variable: Employmen;/copulatlon ratio
' ' for each group )
_Independent variables: Proportion in armed forces
White male, 35-44 unomploy—
ment rate .
'Trend
Minimum wage variable - same
as Kaitz
Dummy for 1962 Census adjust-
ment to employment data
Major contribution: Introduction of distributed
lag for impact of minimum wage
change. ©No explicit theory
s of the length of lags is provided.
' They tried 6 and 8 guarters lags.
The 8 quarter lags cave better
explanatory power.
Results
Category -Age group "~ Coefficient ~ Elasticity
A) White 16-19 - =.336% -.205%*
Nonwhite l6-19. -.594 o -.465
B) White 16-19 -.011
‘Nonwhite ~ 16-19 -.338% e
* ~ Statistically significant | -
A) - Regressions included a quadratic time trend. - CV
B) - Regressions included no time trend.

Masanori Hashimoto and Jacob Mincer, "Employment



Hashimoto-Mincer obtain the expected negative coefficients
using both models, but statistical significance 1is
achieved for whites only with -the quadratic time trend
included in the regression and for nonwhites only with

no time trend in the regression.

The adult male unemployment rate, representing the level
of business act1v1ty, has the expected negatlve sign and
is 51gn1f1cant in all regre5510ns.

Using the results in category-A of the above table

Siskind (Groups with Historically High Incidence of
Unemploynent, Emplovment Standards Acmlnlstratlon, May
1975, p.49) 'estimates that a.25 percent increase in the
minimum wage would have reduced teenage employment by
approximately 336,000 in 1968 (about 5.8 percent of total
teenage employment of 5,800,000). Use of category B results
would have produced a far smaller estimate. .




3)

‘%"n. .

" Terrence Kelly, "Youth Employment Opportunities and

the Minimum Wage: An Econometric Model of Occupa-
tional Choice," Working Paper 3608-01, Urban
Institute, 1975

Period covered: 1954- 1968 quarterly data

. Groups covered: Whlte and nonwhite, by sex and. age

brackets 16-17 and 18-"9

Dependent variable: Employment/population ratio

for each group

Independent variables: Proportion in armed forces

Adult male unemployment

. Population share of each groUp.

- Dummies variables for years
1965, 1966, 1967, 1968 to
represent the introduction .
of large scale manpower
programs in those years

School attendance
Percentage on welfare
Minimum wage variable - same

as Kaitz, introduced as 3
quarter distributed lag.



Major contribution:

Results:
" Category Age group
white males 16-17
18-19
White females 16-17
18-19
Nonwhite males 16-17
18-19
Nonwhite ferales 16-17
’ 18-19
* - Statistically significant

Choice of school attendance or

welfare participation treated

as endogenous in the nodel.

The impact of the minimum wage
on these variables is removed
prior to estimation of unemploy-
ment impact of the minimum wage
("residualization” technique). .

Coefficient

-.00358%
-.00288*

. =.00165*%

~.00033

—-.00539%

~.00074

. =.00010

.00009

Kelly obtains negative significant coefficients for 4 of
8 groups, and negative signs on 7 of the 8 groups. A
nonsignificaht positive coefficient was obtained for
nonwvhite females 18-19.

Kelly's "residualization" technique makes a difference
though its not always significant (e.qg. the coefficient

on nonvhite females 16-17 in the absence of "residuali-
zation" 1is +.00058 but is not significantly different from
Zero). The technique uses variables which are admittedly
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poorly specified: 1) October school attendance is used
for the fourth quarter of the year
and for the first three gqguarters
of the following year;

2) VWelfare participation reflects total
welfare participation, not group
specific rates.

Duroln-Watson coefficients indicate the llkely presence
of serial correlation in some regre551ons. .

The . coefficient for the adult male unemployment variable
is negative and significant for all 4 male groups but
among the female groups is negative ‘and significant only
for white females 16-17.

Using the coefficients for the male groups, Kelly estimates
that the increase in the minimum from $1.25 in 1966 to
$1.60 in 1968 plus the increased coverage resulted in
reduced employment opportunities of about 315,000 jobs.



4) Terry Kelly, "Two Policy Questions Regarding the
Minimum Wage," Working paper 3608-05 Urban Instleute,
1976.

Period covered: 1954-1974, quarterly data

Groups covered: Males and females by age brackets
16-17 and 18-19

Dependentyvariable: Employnent/populatlon ratio for
each group

- " Independent variables: Proportlon in armed forces
Adult male unemployment
School attendance
Percentage on welfare
Minimum wage variable - 1) same
as Kaitz 2) same as Kaitz but
with total employment weights
rather than teenage employment
weights
Major_contributidn: Addition of 6'years experience
under the minimum wage; and

' experlmentatlon with an alternate
- minimum wage variable.

Results:

, Min. 1 Min. 2
Categoxry Age Coefficient Coefficient
Males  16-17 +.00001 ~ ~-.00031*
18-19 -.00017* -.00040%
Females 16-17 -.00013* ' ~ -.00023*
18-19 ~.00010% ~.00021% e
* -~ Statistically significant . = wY
Min. 1 - Kaitz minimum wage variable e S
Min. 2 - Kaitz mininum wage variable using total '

industry employment weights rather than
teenage industry employment weights.
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Using the minimum wage variable with teenage employment
weights (Min. 1) 3 of 4 groups have significant negative
coefficients; using the total employment weighted variable
(Min.2) all 4 groups have significant negative coefficients.

As in his.earlier study Kelly treats school attendance

and welfare as endogenous. The technique significantly
.affects his final results. The Min. 1 results above
would all be statistically insignificant (and both male
coefficients would be postive) in the absence of Kelly's
"residualization! technique (Kelly does not specify its
effect on the Min. 2 results). The results must be viewed
with caution since the "residualized” variables are -
admittedly poorly specified:

1) October school attendance is used for quarters 4, 1
and 2, and quarter 3 is set equal to zero ( a change
from hls previous study),

2) welfare participation reflects total rates, not
' group specific rates.

. The coefficient for adult‘male unempldyment is negative
and significant for all .groups in both sets of regressions.

Kelly does not prov1de estimates of the actual employment
impact of changes in the level of the minimum wage.



5)
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Finis Welch, "Minimum Wage Legislation in the United
States," Economic Inguiry, September, 1974,

Fred Siskind, "“Comment," Econcmic Inquiry, forthcoming.
Finis Welch, "Reply," Economic Inquiry, iforthcoming.

Part I - Aggregate Regression Analysis

Period covered: 1954-1968, quarterly data

' Groups covered:’ Teenagers 14-19 -

Teenagers 16-19

~Dependent varjable: Teenage/adult employment ratio

Independent variables: Proportidn in armed forces
- School enrollment
Adult unemployment rate
Trend :
Mininur wage variable-two variants

Major contributions: A) Inclusion ot 14-15 age group

B) Generation of new minimum
wage variables relating
ninirum to estimate of teen-—
age wage in absence of mininuz.
The variable accounts for
.aggregate coverage changes,
but not for newly covered
workers subject to a lower
minimun wage. One nminimum
wage variable assumes perfectiy
elastic labor supply; the second
assumes unitary supply elasticity.

AtV

A
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Results: (Elasticities)

Category Minimum wage Vafiable 1l Minimum wage variable 2

coefficient . coefficient
Model Model Model lodelL
1 ' 2 , 1 ' 2
Teenagers -.061 -.047 ~ % -.033 . -.079
14-19 . - ' ' :
(industry '
data, results
as corrected
by Siskind)
Teenagers -.106 -.088 - . »--.087 -.133
14-1° . - ,
(aggregate
- published
data)
Teenagers -.237% -.169%* : -.198 -.198* .

-16-19

¥Statistically significant

Welch obtains the expected negative coefficients in each

of his regressions for teenagers 14-19, .but the coefficients
are not statistically significant. Reworking his mrodel

for teenagers 16-19 he obtains significant negative co-
efficients in 3 of 4 regressions.

The coecfficient for the adult unemployment variable
is negative and significant in all regressions.

Welch does not provide estimates of the actual
enployment impact of changes in the level of the
rininum wvage.



Part 2 - Industry Employment Distribution
Period covered: 1954-1968

Group covered: Teenagers 14-19 ' -

Dependent variable: Ratio of percentage of all teenagers
employed in the specific industry to
the percentage of all adults in the
1ndustr1, :

Independent Variables:_‘Adult unemployment rate
7 Trend

4

Minimum wage variable

Contribution: First regression attempt to estimate the
inmpact of the minimum wage on the industrial
dlstrlbutlon of teenage employment.

- Results: (elasticities)

Industry

Retail ~ Composite of 1/
Category  Manufacturing Trade Services Other industries—-
Teenagers -.370% -.078% -.004 +.380*

14-19 T
*Statistically significant

A negative employment impact is found for manufacturing and
retail trade,® but essentially no impact is found for services
and contrary to expectations a positive impact is found tor
the incdustry composite.

It should again be mentioned that the minimum wage variable
Welch constructed does not account feor the lower minimum

applicable to newly covered workers. This would likely 71075
affect the retail trade and service sectors more than thef <.
others. P @)
5;

\%\‘ szf

_1/ Includes mining, construction, wholesale trade transpor-
tation and communication, and finance, insurance and real
estate.
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6) Finis Welch and James Cunningham, "Effects of Minirun
Yages on the Age Composition of Youth Employment,”
Rand Paper P6458, Rand Corporation, 1275.

Peribd covered: 1970 Census, cross section study
Groups covered: Teenagers 14-15, 16-17, 18-19

Dependent variable: Teengge/adult male 25- ‘44 employrent
i ratio in each state.
Independent variables: Teenage/adult population in state
' : Fraction of states labor force

Unemployed fraction of states popu-
lation residing in urxrban areas.
Minimum wage variable - fractional
increase in cost of 18-19 year old
workers caused by minimum wages.

Major contribution: Attempt to estimate using cross-—-section
data the impact of Federal and state
minimunm wace laws on the aggregate and
disaggregate levels of teenage employment.
Adjustment of teenage employment levels
to account for students working fewer
hours than nonstudents. Attemnpt to
estimate the impact of a youth dif-
ferential for ycuth aged 14~15 and
14-17 on employment of these groups
and the groups not subject to the
.differential.

Results: A 1 percent increase in the costs of 18-19 year
: 0ld workers due to the rininum wage corresponds
to an increase of 1.7 percent for 16-17 year old
workyers and 3.3 percenb for 14-15 year old workers.
The combined effect is to reduce employment ot those
14-15 by 4.0 percent, thoss 16-17 by 2.4 percent and
those 18-19 by 1.3 percent. Using these results
R " Welch-Cunnincham estimate that existing legislation
: : in 1970 recduced tecenage empleyment by approximately
46 percent for those 14-15, 27 percent for those
16-17, and 15 percent for those 18-19. .

,)«“l The Welch-Cunningham disemployment estimates are
very high and they represent overestlrates due to
two factors.



_16,

l) The lower minimum wage applicable to newly
covered workers is ignored in the calcula-
tions; ' *

2) Teenage employment is dispropocrtionately |
concentrated in the industries covered by
the lower minimum.

Incorporating the lower ninimum would lower, the cost impact
estimates of the minimum wage and thereby lower the resulting
disemployment estimates.

Welch-Cunningham estimate that a youth differential for
either 14-15 year olds or 14-17 year olds would increase
total teenage employment. The arount of the increase is
not certain, however, due to large error variances in the
estimated parameters. Extending a 20 percent differential
to 14~15 year olds would have virtually no impact on em-
ployment of 16-19 year olds. Similar calculations for a
differential extended to 14-17 year olds leads to an
uncertain impact on the employment of 18-19 year olds.






Institutional Factors Affecting Youth Unemployment

Location of employment oportunities:

The movement of farm population to urban areas
has decreased the number of farm jobs, which

“traditionally employed a large number of youths, and

has contributed to the glut of unskilled labor in
urban areas.

Movement to suburbs of many service and other
low skill job opportunities has exacerbated
inner city youth unemployment.

The Employers‘ Perspective:

" Statutory restrictions may constrain or discourage

employers from hiring teenagers.

-—- For example, persons under age 18 cannot work
in various occupations defined as hazardous.

--  Most states have child labor and compulsory
school attendance laws.

- Frequently, there are réquiremehts for work
permits and other troublesome paperwork.

In a 10 city survey of employers in 1969 the factors
most frequently cited in affecting their decisions
to hire teenagers were:

- the restrictions on hazardous work,
- the military draft,
- undependability and lack of training of

teenagers.
Similarly, in a 1969 study of State Employment
Service local offices, the most frequently cited
reasons for difficulty in placing teenagers were:

- legal restrictions,

e
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- employer hiring specifications with respect to
age,

- education or experience,

- the draft (affecting 18- and 19-year 0ld males
at that time),

- high labor turnover of teenagers,

- employer belief that teenagers are unreliable.

Youth Perspective:

Desired hours and location of work of those attending
school but seeking work are not always congruent

with the needs - and location of employers, increasing
the difficulty of making an employment match.

There was some evidence in the late 60's that
unemployed male teenagers were disinclined to accept
jobs paying less than the legal minimum.

To the degree that young workers will not accept
menial jobs (perhaps partially defined by the wage
paid) unemployment would not be lowered by a lower
wage offer.

Questions:

It is difficult 'to predict how large a differential
would be needed in order to offset added costs to the
employer of hiring teenagers. It is similarly
difficult to-predict how a lower minimum level would
affect teenage willingness to work.

If the cost of perceived drawbacks in hiring
teenagers were offset to some degree by a lower
wage, it would take time for employers to recognize
altered cost trade-offs and to amend hiring and
other relevant business practices accordingly.

Where this involves changes in production practices,
changes in hiring practices would be more difficult
and longer in coming.
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MinimumFWages and %outh

There is a common pérception that the Fair Labor
Standards Act (FLSA) establishes rigid, universal stand-
ards for minimum hourly wage rates. In fact, the Act
érovides considerable flexibility fof the payment of hourly
rates below the prescribed minimum to young people in
the 16-19 age group. Moreover, FLSA does not apply to all
industries and an appreciable number of jobs which tradi-
tionally have been attractive to young people can and
haVe been established below the minimum wage. For the
future if all eligible employers took advantage of the
flexibilities provided by FLSA and growth trends in
uncovered industries continue, job opportunities at

subminimum wage rates should continue to increase.

1. Subminimum wage certificates - Two provisions of

Section 14 -of the FLSA, the student learner regulations and
the full-time student regulations, allow for the employment

of student workers at subminimum wage rates.

The student-learner regulations permit the employment
under special subminimum certificate of students employed
on a part~time basis, provided they are enrolled in a
bona fide vocational training program. Certificates are
issued at 75 percent of the minimum and are an incentive
for employers to hire in-school teenagers who are not yet
fully productive. Over 17,000 teenagers were employed;,;fﬁﬁfg

under student-learner certificates in FY 1975.
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The other major proéision'covering students under
Section 14, the full—time student requlations, permits the
employment of full-time students at subminimum wages in
retail or serviée establishménts, agriculﬁure and in
institutions of higher education employing their own full-
time students. Subminimum wage certificates are issued
at 85 percent of the minimum. The 1974 amendments
permitted employers to obtain authority to employ up to
four full-time studenﬁs at subminimum wages on any workday
without prior certification and exéended the use of certi-
ficates to institutions ofvhigher education., As a xésult of \
these broadened provisions and the 1974 increase in the
minimum‘wage the number of full-time student workers

authorized has increased to 515,000 in 1975.

To date, the full-time student exception to the minimum
wage has been underutilized by those industries it was
' designed to benefit. In 1975, for example, 26,170 certificates
were issued to retain and service establishments, agriculture
and institutions of higher education authorizing subminimum
wages to full-time students.' This number of certificates
is small when compared with the estimated 639,000 establish-
ments which are eligible and could benefit from the subminimum
wage certificates. 1In theory, all 11 million of the 16-19
year old age gfpup who attend school, could be affected

by this provision.
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2. Tipped Allowance - The Fair Labor Standards Act

has always permitted employers an allowance for board, lodging,
or other facilities which may be applied toward minimum
wage requirements when the board, lodging, or other
facilities are customarily furnished by the employer to his
émployees. In extending minimum wage protection to large
hotels, motels,and restaurants, the 1966 Amendments to the
Act permitted an allowance toward the minimum wage require-
ment of tips actually received by tipped employees. The
allowance for tips could not add up to more than 50

percent of the applicable minimum wage, however. In other
words, employers must pay tipped employees at least half

of the applicable minimum wage (from their own pockets)

for each hour worked, and may take a tip credit of no more

than 50 percent of the required minimum wage,

It is estimated that 720,000 hotel, motel, and restaurant
workers receive tipped income and qualify under this excep-
tion to the minimum wage. The 16-19 year age group
employed in "tipped" jobs as waiters, waitresses, etc.,
account for about 135,000 of this total, fThe tipped
income for these employees could account for up to 50 percent
of fhe applicable minimum wage. In addition, the tipped
allowance can also be claimed by emplojers in the transpor-
tation industry for taxi cab drivers, porters at airline,

bus, and railway terminals, etc. s
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3. Exemptions from the Federal Minimum Wage - Over

8 million nonsupervisory employees are exempt from the minimum
wage provisions of the Fair Labor Standards Act. The private
sector accounts for virtually all of these employees with
more than 60 percent (4.9 million) of such workers emﬁloyed
in small retail trade or service establishments. It is
estimated that young workers account for about 15-20 percent
of all nonsupervisory employees in retail and service
establishments with no wage protection under the Fair Labor
Standards Act. Thus, about one miilion young workers |
would be included in this category alone. Since service

can be classified as a growth industry, job 6pportunities

for youﬁg workers in this éector should be expanding in

the future.

Teenagers employed on an intermittent or casual basis
in agriculture and as private household workers also have
no Federal minimum wage guarantee. Approximately 310,000
in the 16-19 year old age group are employed in these areas.
(See Tab FE for more detailed information on relevant demo-

graphic characteristics.) -
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Federal Manpower Services To Youth

The Federal Government provides‘an extensive variety
of services to a large number of youths (here defined as
persons less than 22 years old) every year. Some of the
programs are targetted at youth, and hence are well kno@n;
others serve a large number of youths wﬁile being open to
persons of all ages.

Department of Labor Programs

Perhaps the most widely recognized youth programs are
those focused on summer needs.’” The.1976 Summer Program for
Economically Disadvantaged Youths will distribute $528
million to Comprehensive Employment and Training Act (CETA)
prime sponsors, enough to provide 9-week, 26-hour per week
jobs for 888,000 jobless youth aged 14-21, from disadvantaged
families. The jobs will be at fhe curfent minimum wage
($2.30 per hour). Also during the summer, a number of
summer jobs will be funded by CETA prime sponsors using
Title I money; last year, 143,000 such jobs were funded at
a cost of $60 million. The National Alliance of Businessmen
(NAB) has set a goal of placing 200,000 youths (mostly
disadvantaged youths still in school) in summer jobs of at
least 120 hours' duration and at the minimum wage or more,
(See below.) Finally, the public Employment Service antici-

pates ‘plaging some 335,000 youths during the summer as part.

A
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of the regular services it provides to youths. (See below.)
Less visible but equally important are the Labor

Department's programs which serve youth all year around.
Youths are important participénts in all the titles of
CETA. In Title I, for example, it .is estimated through the
Continuous Longitudinal Manpower Survey (CLMS) that about
30 percent of all participants in employability development
(basically training) programs'have:been youths. Applying
this to the $674 million for classroom and OJT programs
anticipated for FY 1976 and to the 575,606 enrollees,
approximately 113,000 youths would receive training at a
cost of about $202 million. In addition, the CLMS indicates
that about 79,000 youths per quarter are involved in
nén—summer work experience programs under Title I. Applying
three-fourths of the estimated annual average work experience cost
of $2850 to this level, an additional $169 million is
implied. Another 10,000 will be placed in jobs by CETA
prime sponsors without the need for further training or
work experience assistance.

- Youths are also served under the Public Service Employ-
ment (PSE) titles of CETA (Titles II and VI). About 23
percent of PSE jobholders are under age 22--a total of about

71,000 persons, at an annual cdst for FY 1976 of $462 million.



-Title IV of CETA is a youth title, the Job Corps program.
There are 60 Job Corps centers; 27 are Civilian Conservation
Centers operated by the Department of Agriculture; the
others are operated by contract with industrial, State,
or educational organizations. They pro&ide 20,500 man-years
of training and basic instruction to some 49,000 disadvantaged
youths each year at a cost of about $175 million.

Although youth are served in small but unknown numbers
by a variety of the CETA Title III.national programs, three
of these programs focus largely on youth and deserve specific
mention. The Apprenticeship Outreach/Minority OJT program
channels some 12,000 youths annually into the appfenticeable
trades, at a cost of $40 miilion. The NAB placement program
mentioned above, funded at $13 million for the entire year,
has a target of placing 650,000 youths in jobs (200,000 of
them during the summer). Finally, $6 million is allocated
to the Target Group Model Development program, one component
of which is the- sponsorship of 20 pilot wOrk;Education
consortia whose goal is to improve the school-work transition
of school-age youth. |

The Department of Labor has a National Occupational
Information Service which has made grants to 8 States to

develop programs to help students learn about career
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opportunities, help new éntrants become aware of‘more
promising occupations, increase the level of 6ccupational
awareness generally, and assist counseliing and career
education. The funding level for fY 1976 is about $2.5
million.

’ Finally, the Labor Department contacts the greatest
number of youths through the Employment Service (ES). Of
lﬁhe 15 million new applications and renewals during FY 1975,
about 4.6 million were youths. About 1.2 million youths
were placed in jobs through the ES; assuming the 1975
average cost per placement of $87 for these, the implied
service cost is'about $104 miilion. In addition, youths .
wefe provided with job search assistance, counselling, and
testing services through the ES, and benefited from the
Cooperative ES-School program designed to facilitate the
school-work transition.

The Work Experience and Career Exploration Program
(WECEP), administrated by the Employment Standards Admini-
stration, is another effort addressing the youth unemployment
problem. This program combines formal schooling and labor-
force participation for 14-15 year-olds who are drop-out

prone or who otherwise suffer educational disabilities.
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WECEP enrollees are paid the minimum wage and a program may
be conducted in any State upon approval by the Administrator
of the Wage and Hour Division.. At this time, 17 States with

over 20,000 enrollees are participating in the program.

Programs of Other Agencies

The largest program conducted outside of the Labor
Department is the vocational training and rehabilitation
program of the Department of HEW. During 1976, this is
estimated at about $800 million in t;tal, with nearly
600,000 persons participating. Since, in 1975, 27 percent of
-participants were under 22; this implies 162,000 enrollees
at a cost'of $216 million. ~

Dur ing the summers, the Federal Government, through
the Civil Service Commission, conducts the Federal Summer
Employment Program for needy youths. This summer, about
63,000 youths are expected to be hired at Federal offices
nationwide, at a cost of $51.5 million. Another 13,000 jobs
for poor and.nonpoor yoﬁths will be created under the
auspices of the Departments of Interior and Agriculture
through the Youth Conservatiqn'Corps program, at a cost of
$16 million. The Appalachian Regional Commission makes
small grants for vocational education purposes to the

Appalachian region out of its own appropriation; an unknown

T
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amdunt of these goes for youth. Finally, the Community
Services Administration makes grants to community action
agencies which can be used for manpower projects, many of
which benefit youth. About $29 million is expectéd to be
used for these grants in 1976.

Interdepartmental Task Force (Labor, Commerce, HEW)
on the Transition From School to Work

Recognizing the importanée of aiding the schoél-to~
work transition, demonstration érojects {about 12) are
currently being designed in local communities to facilitate
the move from a school environment to labor force participa-
tion. Interested local community groups including representa-
tives ' from schools, local goVernment, labor and industry
will work to develop or improve labor market information on
occupation and job opportunity; school curriculums and
courses will be evaluated against the vocational training
needs of local industry; Emphasis is currentlyibeing placed
on the development of local education and work councils.

Further, the interdepartmental task force is investi-
gating alleged barriers to the employment of youths (insurance

provisions, lack of experience, etc.).






Demographic Characteristics, 16-19 Year Age Group

Population Trends - The growth in the teenage 16-19
population has been very rapid during the past 15 years
(see Table 1). This group numbered 10.7 million in 1960
or about 8.8 percent of the population 16 and over. By
1975, however, it had grown to 16.6 million or about
10.8 percent of the population 16 and over. This trend
will reverse itself during the next few years. By 1985

~“teenagers 16-19 will number 14.0 million and represent

only 8 percent of the population 16 and over.

Labor Force Characteristics and School Attendance - The

teenage population 16-19 grew from 14.4 million in
March 1973 to 16.4 million in March 1976. During this
period school attendance increased from 9.9 million

"to about 11l million, employment expanded from 5.9

million to 7.2 million and unemployment increased from’
1 million to 1.7 million (see Tables 2 and 3). The

data indicate that a larger proportion of teenagers
are entering the labor force now than they were three
years ago. :

Attention continues to focus on teenagers and the

persistently ‘high unemployment rate for this age

group. This high unemployment rate, about 19.1 percent
in March 1976 (see attached Table 4), obscures the
considerable increase in employment experienced by

the 16-19 age group in recent years (over 1 million
between 1973 and 1976).
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Table 1

Population Characteristics

Total population, July 1

(millions)
Actual Projected
1960 1970 - 1975 1980 1985

121.8 142.4 153.5 167.3 175.7

10.7 15.0 16.6 16.4 14.0

.
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Major Activity end Employment Status - Persons 16-19 Years 01d,
March 1973

(Numbérs in thousands)

Major activity in survey waek, "

employmant status ' All races Vhite Reqro

Both sexes, 16-19 years 14,393 o 12,280 1,939
Going to school | 9,863 8,355 1,375
Employead : 2,614 - 2,423 161
Uazmployed : ) 595 501 84
Hot .in Tabor force 6,654 5,430 1,120
Other o . 4,525 3,919 564
Employad ) -3,323 3,001 300
Unemployed 427 ’ 594 - 167
Hot in labor force - 775 594 167

.

Source: U.S. Bureau of the Census, Current Popu]atioh.Reports, Series P-60,
No. 91. .
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Table 3

Employment Status of Persons 15-19 Years 01d

March 1975 - Seasonally Adjusted

(Numbars in thousands)

Both sexes, 16-19 years

Civilian noninstitutional population
Civilian labor force
Participaticn rate
Employed
Agriculture .
Nonagricultural industries
Unemployed . .
Unemployment rate J
Not in labor force

16,327
"8,920
54.4
7,213
436
6,777
1,707
19.1
7,467

3
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Unemploymant Rates For the Civilian Labor Force and the
Teenage Civilian Labor Force 16-19 years, 1965-1976

“Civilian

Jabor force Teenagers;
Date ‘ © 16 years and over  "16-19 yoars

1966 - 38 2.7
- 1957 - 3.8° 12.9

1968 o 3.6 | 12.7°
1969 T S35 2.2

1970 4.9 153
o 1971 . .. 59 . 16.9
1972 5.6 L 162
1973 o h 49 14.5
1974 B | . 5.6 - 16.0
| 1975 - 8.5 19.9
March 1976 (seasonaﬁJy adjusted). 7.5 : ) 19.1

Source: Bureau of Labor Statistics (Current Population Survey)
1966-1874 - Manpower Report of tha President 1975
1975 - Employmant and Earnings, January 1976
1976 -~ BLS Press Report, April 2, 1976



REQUEST
THE WHITE HOUSE

WASHINGTON

May 4, 1976

MEMORANDUM FOR: JIM CANNON O
FROM: BILL DIEFENDERFERJ)‘)
SUBJECT: Administration Job Creation Initiatives

Of the four memoranda to be considered by the EPB, I feel this
one is far and away of most value. Its value comes from the
analysis of Congressman Kemp's job creation bill (H.R. 12802)
and the present Republican Congressional situation, which is

in need of strong Presidential initiative in key domestic areas.
The narrative of the memorandum is short, three pages, and worth
the reading time, if available. I will summarize below Kemp's
proposal.

The key point is an emphasis on private spending rather than
public spending. Several methods of encouraging private spending
and savings are put forth.

... Tax credit for increases in qualified savings.
... Increase tax credits for individual retirement accounts.
Exclude first $1,000 of capital gains from taxation.
... Reduce corporation tax from 22% to 20%.
... Reduce corporation surtax from 26% to 22%.
.. Increase corporation surtax exemption to $100,000.

This is a capsulization of the major provisions of Kemp's bill.

It should be noted that sections 7 and 8 of the bill help family
farm owners preserve their operations in a method similar to the
President's proposal for inheritance tax relief for farmers. The
main thrust of the Kemp proposal is to stimualte the private sector
and thus employment in that sector. This has been called the
"trickle down" theory in the past, but should have gained some
palatability by the current economic recovery, which is based
primarily on the private sector. In several ways the Kemp bill
resembles action suggested in Commerce's memorandum for the EPB.

The bill has 103 co-sponsors.

Attachment



THE WHITE HOUSE

WASHINGTON

April 30, 1976 -

MEMORANDUM FOR: THE ECONOMIC POLICY BOARD
FROM: WILLIAM F. GOROG\)X(’/
SUBJECT: Administration Job Creation Initiatives

This memorandum discusses the possibility of a new legislative initiative
to focus public attention on the President’s proposals for job creation
and economic growth. Consideration at this time was stimulated by a

plea from Congressman Jack Kemp and other Republican House members who
feel that we do not have a recognizable program to combat measures such
as the Humphrey/Hawkins bill. It should be mentioned at the outset

that since the President has already voiced strong opposition to Humphrey/
Hawkins, the next logical step is to confront the situation squarely

by putting forth our own position.

In three meetings that I have attended with these House Republicans they
have forcefully stated the following case: (1) that a shift toward fiscal
restraint and a balanced budget is the most important requirement for reduced
inflation and a sustainable recovery; (2) that the President’s emphasis

on restraining govermment spending has resulted in a Congressional shift
toward moderation; and, (3) that we do not have a publicly visible program
that emphasizes job creation in the private sector. Our approach is viewed
as passive and negative. Humphrey/Hawkins can be denounced as being un-
workable and inflationary, but the public doesn’t fully understand that

we propose anything other than letting the economy heal itself. In response
to the third item, one hundred and three House members have joined Kemp

in sponsoring an identifiable, comprehensive and positive program, the Jobs
Creation Act of 1976. Kemp and his colleagues are not asking for total
endorsement of their bill, but they do want one bill to serve as a common
platform. This could take the form of the Administration’s proposals, plus
additional capital formation measures aimed specifically at encouraging
investment and providing additional relief for small business.




To move sharply in a new direction on economic policy would be 111~
advised; however, we have much to gain by taking a stronger position

on job creation in areas that are well within the philosophical territory
we have already carved out. Most of the President’s victories over
Congress have been on Federal spending issues. The Congress is reluctant
to override the President’s position on these issues because it perceives,
better in fact than we do, the actual mood of the Nation concerning
government spending. A recent Harris Survey brought out for the first
time a definitive analysis of the electorate’s feeling on this issue.
Sixty-two percent of the respondents agreed that '"the trouble with most
liberal Democrats is that they think problems can be solved by throwing
money at them, and that is wrong." Furthermore, eighty-one percent
agreed that "the trouble with your getting special benefits and handouts
from the government these days is that you will have to pay for them

four or five times over in higher taxes." Given this mood, our course
should be to attack vigorously in favor of tax incentives along the

lines we have proposed, and even broadened to include the sounder features
of the Kemp bill. The key point here is an emphasis on private spending
as a preferred substitute for public spending.

I believe that the acceptance of our domestic economic policy will depend
on whether we can demonstrate the will and determination to carry this
message to the public. At the moment, they are telling us what they

want, -and we are being outflanked by all but.the most liberal Democrats

in responding to their needs. I would agree strongly with Kemp and

his colleagues that our best comparative advantages can be gained only

if we work diligently to demonstrate to the electorate that the Republican
.Party, and specifically the President, stand for things that are radically
different from what our Democratic counterparts have to offer,

On numerous issues, as Kemp suggests, we are often in the position of opposing
Democratic initiatives =-- not because we have a better idea -~ but because

we often find such initiatives too wild-eyed, expensive, or unrealistic.

Our positions on matters of job creation are very different from those of the
Democratic leadership, yet we default in conveying this difference, and the
reasons for such, to the electorate.

Presently there is little coordination on this issue between the Republican
Executive and the Republican Congress. While this probably works more

to the immediate detriment of the Republican members of Congress than

to the President, it will ultimately weaken the President through a




debilitated and ineffectual Party. As Kemps accurately points out, the
Republican Party is in disarray and often lacks candidates because "of
this confusion on the Party’s position, not vice versa. If the President
shows more responsiveness to such concerns, and to the strategy proposed
by a large majority of Republicans in.the House, he will find a natural
constituency coalescing around him in Congress,

To the extent that we find common ground with the interests of Kemp

and the 103 co~-sponsors of his bill, we will succeed in giving a unified
thread of definition to the Republican Party. In so doing, we will
increase its effectiveness in the Congress and its ability to communicate
its position on economic (and later social) issues to the electorate.
Effecting this strategy properly will take much more than occasional
sentences .in some of the President’s on-the-road speeches. We have
relied on this medium too much, often without result. Rather we should
develop a unified strategy with the Kemp constituency in the Congress,
and then have the President take his message directly tq the . people

by way of a nationally televised address and follow up by techniques

such as full page newspaper advertisements in the major population centers.

Rarely have the Democrats given us a better opportunity to clearly differen~-
tiate our position in the minds of the electorate. If we fail to act
quickly and forcefully to take advantage of this opportunity, we may

well forfeit the a significant chance to revitalize the Republican Party

and ensure the election of the President. '

I have attached a skeleton outline of a proposed new bill which combines
the elements of the President’s proposals that have already been suggested
and are included in our 1977 budget projections (Tab A). In addition,
there are optional items which would enhance our goal of increasing
capital investment with specific attention paid to the small business
community (Tab B). These options have been selected to minimize

impact on the 1977 budget. I feel that it would be a great mistake

to suddenly suggest either spending programs or revenue losses which
would disturb the prime foundation of our program to reduce the Federal
deficit.

A comparison of Kemp’s Job Creation bill with the various Administration
alternatives is contained in Tab C.




Tab A
Job Creation and Economic Growth Act of 1976 (PROPOSED)
Table of Contents
Sec. 1 Title
Sec. 2 General Findings --~ stressing key elements of Administration’s
economic philosophy,
Title I == INDIVIDUAL TAX RELIEF
0o Administration’s program for further individual

income tax reductions linked to equivalent Federal

spending reductions,
Title II -- TAX INCENTINVES FOR SAVINGS AND JOB-CREATING

.Title III --

Title IV

INVESTMENT

A, Administration’s proposal for corporate tax rate
reduction, and making $50,000 surtax exemption
permanent.

B. Administration’s proposal for permanent ITC at
10Z.

C. Administration’s proposal for accelerated deprecia-
tion of investment in new non-residential plant and

equipment in areas of high unemployment.

D. Administration’s proposal for phased integration of
corporate and individual taxes on corporate dividends.

E. Administration’s proposal for broadened stock owner-
ship modified to include ESOPs.

F. Administration’s proposal to stimulate construction of
non-oil and gas fired electric facilities,

SMALL BUSINESS AND FARM ESTATE TAX RELIEF

0o Administration’s proposals to increase estate tax
exemptions and to liberalize installment payment terms.

COUNTER CYCLICAL PUBLIC WORKS

0o Administration’s counter proposal to vetoed public
works and public service employment bill,

S g



Additional Options for Inclusion in Administration-Sponsored Jobs ~

Tab B

Creation Bill

(1)

(2)

Capital Recovery

A. Updating and liberalization of table of useful lives
for depreciating plant and equipment.

B. Simplification and liberalization of write-off for
mandated pollution control facilities.

C. Authorizing use of replacement cost for asset
valuation,

Corporate Tax Rate Adjustments to Benefit Small Business

A. Phased increase of surtax exemption from $50,000
in 1978 and to $100,000 in 19709.

B. Minor modification of securities regulations ard tax
laws to encourage venture capital for small, high
technology enterprises,
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KEMP*S JOBS CREATION ACT

Tab C

COMMENTS

1. Increase in the personal
exemption from $750 to $1000.

2, Substitute of a single deduction
for the existing low income allowance
and percentage standard deduction.

3. A reduction in individual income
tax rates,.

4. A per capita exemption credit of
$17.50 with alternate taxable income
credit equal to 1 percent of the first
$1,000 of taxable income.

5. An earned income credit equal to
5 percent of earned income with a
maximum of $200, phasing out at
$8,000 of earned income or adjusted
gross income whichever is greater.

6. A reduction in corporate rates:

20 percent for first $25,000 of taxable
income, 22 percent for the second $25,000
of taxable income, and 47 percent for
taxable income above $50,000.

7. A program to stimulate construc-
tion of electric facilities.

8. Accelerated depreciation for
construction of plants and equipment
in high unemployment areas.

1. No provision.

2. No provision.

3. No provision.

4. No provision.

5. No provision.

6. SS 9, 10, and 11: A
reduction in the corporate
normal tax rate from 22 to

20 percent; a reduction in

the corporate surtax rate from
26 to 22 percent; and permanent
increase in corporate surtax
exemption from $50,000 to
$100,000

7. No provision.
8. SS 13 & l4: Deal with area

of accelerated depreciation thru
increase in ADR range from 20 to

Until Tax Reduction Act of 1975,
there was no concept

of progressivity in corporate
taxes; the President’s pro-
posals seem to encourage
development of that concept

in corporate taxes.
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KEMP'S JOBS CREATION ACT

COMMENTS

9. Make the investment tax credit
permanent at 10 percent rate.

10. Phased integration of the
corporate and individual income
taxes now imposed on corporate
dividends.

11. Broadened Stock Ownership
Plan, limited to common stock in
corporations, but allowing both
individual and employer plans.

12. Estate tax proposals for
family farms and businesses

13. No provision.

8. (cont.) 40 and by offering
a new, alternative means of
capital recovery, patterned
from the Capital Recovery
Allowance Act proposal.

9., § 12, in part: would make
the investment credit permanent
but at rate of 15 percent.

10. S 5, exclusion from gross
income of individuals of amounts
received by an individual as
dividends from domestic
corporations.

11, S 3, tax credits for qualified
savings and investments; title III
of the initial version of Jobs
Creation Act, H.R. 4906, Employee
Stock Ounership Plan Financing --
ESOP.

12. 88 7 & 8.

13. S 4, increases in ceiling
levels for individual retirement
accounts, savings,and bonds.

S 3 of Jobs Creation Act

allow tax credit for invest-
ment by individual over a
broader range of investment
opportunities, including bonds,
savings, insurance surrender
values, common stock, mutuals:
title I1II of H.R. 4906 was
deleted from subsequent versions
to conform with "phase I"
format in House deliberations

SS 7 & 8 are closely similar
to President’s proposals.

S 4 is important to continue
lessening dependency on govern-
ment trust funds for same
purposes,
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KEMP*S JOBS CREATION ACT

COMMENTS

14, No provisions.

15. No provisions.

14, S 6, exclusion of first $1,000
of capital gains.

15. Alternative amortization, l-yr
write-off, for pollution control
facilities.
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MEMORANDUM FOR: JIM CANNON
FROM: BILL DIEFENDERFER§
SUBJECT: Malkiel's Memorandum on "Structural Unemploy-

ment: Nature and Policies"

Part I of this paper reinforces the use of the private sector to
stimulate and sustain the economy. The private sector pricing mech-
anism is identified as the most efficient user of resources.

Part II examines the characteristics of unemployed presently and
outlines possible changes as the employment situation alters. The
paper points out:

... There is a rapid turn over of unemployed (i.e. Average monthly
unemployment was 8 million in 1975: however, during the course
of the year 25 million people experienced unemployment.

... 1/3 of 1975 unemployed experienced two spells of unemployment
during the year.

... 1/4 of all unemployed are on temporary layoff.

... Most jobs losers do not search for employment as they expect to
return to previous employer.

... Average unemployment duration was 2 months.

Unemployment insurance and temporary layoffs were studied:

... 25% of unemployed are on temporary layoffs.

... Most do not search for new jobs.

... U. I. may actually serve to lengthen the duration of unemploy-
ment for some because of the disincentives it creates for
for getting a new job.

Another section of the paper, a demographic study, reports the
following:

... Durable goods industries -- hard hit and they employ dispropor-
tionate (+) number of
... Service Industry -- Less swing in demand and inventory problems

and they employ disproportionate (+) number of women and youth.

During normal economic situations 45% of the unemployed are just
entering or reentering the work force and higher unemployment figures
for women are partially due to a higher turnover experience.

T TN
M LTS,
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High teenage unemployment is analyzed with several interesting
conclusions:

... It represents a life cycle.

... Largely due to labor force entry or reentry.

... Duration of unemployment is short, but incidence is high.

... Transition from education no more less efficient : .
now than in the past.

... Mixing school, leisure, and work increases unemployment
statistics.

... Job experimentation ups youth unemployment.

... Minimum wage plus mandatory payroll taxes often make
youth unattractive to employers.

An examination of the long term unemployed showed:

... In 1975

.7% reported unemployment longer than 39 weeks.
«+. In 1975 .2%

reported unemployment longer than 65 weeks.

Difficulty for older workers who are laid off and have a high degree
of specificity in skill or region of residence may cause them to
experience long duration of unemployment.

It was noted that no reliable data has been assembled to allow us
to judge the value of our present manpower programs.

Several policy possibilities were suggested to deal with problems
identified:

I. U. I. System

... Change rating system for individual employers so it more
accurately measures and taxes their unemployment
experience thus discouraging temporary lay offs.

... Tax U. I. benefits to individuals to discourage longer
durations of unemployment.

II. Youth Unemployment

... Present response is manpower programs and summer youth
employment programs.
.. Merit in short term summer employment for youth who can't
find private sector jobs.
... Youth differential in minimum wage might well create many
"new" jobs.
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ITI. Long Duration Individual Unemployment

... Current PSE jobs are held generally by people who would
not have difficulty finding employment in the private
sector. ‘

... Limit PSE jobs to unemployed who have had work experience,
but have exhausted entitlement under U. I.

Attachment
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” May 1, 1976

MEMORANDUM FOR THE EXECUTIVE COMMITTEE OF THE
ECONOMIC POLICY BOARD

Subject: Structural Unemployment: Nature and Policies
As requested, the attached paper follows up our

earlier study on the nature of unemployment with
further analysis of the problem and some suggested

directions for policy.

Burton G. Malkiel
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% Structural Unemployment: Nature and Policies

If Introduction

The Administration hgb relied on broad fiscal measu?es such as income
tax reductions and the expansion of income support programs (mainly unemployment
compensation) to stimulate economic recovery and to ease the burden of the
recession for those who incur unemployment. The Administration has favored
this néutral policy over alternative "selective" policy instruments (e.qg.,
public works and public service employment) as it is more likely to stimulate
a noninflationary economic recovery based on productive private sector
employment and output. Although public works projects and public service
employment give the appearance of active concern, they divert investment

and employment from the private sector. Yet, it is in the private sector

iy,

that the priciﬁg mechanism directs resources to their most efficient use.
A; a consequence, the selective policies retard the adjustments that are
essential for long-term growth in real economic well-being.

The tax cuts and expenditure increases have stimulated the natural
forces in the economy, and the economy now appears on its way to a steady
and sustainable period of expansién. From October 1975 to March 1976 ,
the unemployment rate fell by 1.1 percentage point and employment increased
by 1.5 million. As the unemployment rate continues to decline, the nature
of unemployment will change and so will the characteristics of the unemployed.

Any policies directed at unemployment problems must take these changes into

account.
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II. The Nature of Unemployment

V&,

fd
All too often an unemployment rate of say, 8.5 percent as in 1975, is

viewed as meaning that the same 8.5 percent of the labor force is unemployed
all year long. This is n&%, however, the actual picture of unemployment in
the United States as there is a very'rapid turnover of those who comprise
the unemployed. There is also substantial movement in and out of the labor
force.

(a) High Turnover Among the Unemployed

The basic character of American unemployment is that of a
substantial number of persons experiencing some unemployment in a year,
but in spells of fairly short duration. Based on past experience, it is
likely that close to 70 percent of the population aged 16 years or over
were in the civilian labor force at some time during 1975, although the
labor force averaged only 60 percent of the population on a monthly basis
in 1975. Similarly, there were likely to have been close to 25 million
different persons who experienced unemployment at some time during 1975,
although the average number in a month was closer to 8 million. Of those
who experienced some unemployment, perhaps one-third or more experienced
at least two separate spells of unemployment. The average completed spell
of unemployment was about two months in duration, although a substantial
proportion of all spells was of less than five weeks duration. And,
although 55 percent of the unemployed in 1975 were unemployed because
they lost their Jjob, primarily because of a layoff, most job losers
returned to their former job with their previogs employer when their

unemployment ended. },%f?]l'
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If 2575 had been a year of lower unemployment —-— say, 4.9 percent as
in 1973 ——lthe situation would have differed. Instead of 25 million
persons experiencing unemployment during the year, perhaps there would have
been about 16-17 million. ?The duration of an average spell is likely to
have been shorter -- perhaps about six weeks instead of two months. A
smaller proportion of unemployment (39 percent) would have been due
to a job loss. Yet the basic feature of U.S. unemployment -- a large

proportion of very short spells -- would have been maintained.

It is important that policies to provide income support for

the unemployed be based on a recognition of the basic feature of the
—————— ————— — B e e —— - ~ - — e ———————— s

U.S. labor markets that even in years of high unemployment most unemploy-

ment is for a relatively short duration. It is, in part, for this reason

that unemployment compensation is, in general, preferable to public works
pProjects or public service employment which might make some sense if
the nature of the problem was one where the majority of the unemployed

underwent very long spells of unemployment.

(b) The Unemployment Insurance System and Temporary Layoffs

One source of high turnover among the unemployed is the temporary
layoff, BAbout one-half of unemployed job losers (or about one-quarter of
all of the unemployed) are on a temporary layoff. Persons on a temporary

layoff are automatically counted as unemployed in the CPS regardless of

whether they search for work. Most do not search for other employment

—

because they expect to return to their previous job, and they receive

et ——— e re——

ST

unemployment compensation in the interim. To some extent the incidence

————————

of temporary layoffs may be greater, and the duration of the layoff when
it occurs may be longer, because of the incentives built into the unemploy-

ment compensation system. 2 FORNN
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The benefits under the regular state program are financed by taxes
on the wage bill of the employer but the system has very weak experience
rating and'in some instances, no experience rating at all. That is, for
most firms an increase in layoffs (and hence unemployment insurance
benefits for its workers)‘%ill have no effect or a very small effect on

the firm's unemployment insurance taxes, largely because tax rates are

o}

set within very narrow bands. 1In addition, unemployment benefits are

—

exempt from 5otb Federal income and payroll tqfes. Both factors provide
an incéntive for firms to have more frequent layoffs, each of a longer
duration, rather than keeping workers on the firm's payroll during slack
periods. This also benefits the firm's workers as they can receive higher
wages when they are employed and tax-free unemployment benefits when they
are on a layoff.

If firms were taxed more highly if they used temporary layoffs more
frequently, there would be a greater incentive to retain workers on the
payroll during periods of slack work for seasonal, cyclical or other
reasons. If workers had to pay taxes on their unemployment compensation
benefits, the net monetary gain from being unemployed compared to working
would be reduced, and workers would have an incentive to discourage the
use of temporary layoffs. This would also reduce the current inequity ,
in unemployment compensation benefits. The value of unemployment
compensation relative to after-tax wages for two workers with the same
earnings and employment history is greater for the worker from the
wealthier (higher marginal tax bracket) family.

A growing body of economic research indicates that the effect of

' the unemployment insurance system just outlined is not solely a theoretical
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point but is a relevant and important influence on the unemployment rate.
%

it tends tb increase the magnitude of measured unemployment consistent

with noninflationary full employment.

{c) Unemployment Aﬁdng Demographic Groups

The nature of unemployment can also be viewed in terms of the
demographic and industrial composition of the persons unemployed. During
a recession (and this one has been classical in this respect), as aggregate
demand'falls, layoffs incre;se and once unemployed, the number of wéeks
unemployed increases. Because durable goods industries are usually the
hardest hit, the increase in unemployment disproportionately falls on
adult males who disproportionately work in these industries. Women and
young people tend to be less affected by the recession becaﬁse their
employment is more heavily concentrated in the service industries which
do not experience the swings in demand and the inventory correctién process

of durable goods. In sum, the composition of unemployment in a recession

month (such as October 1975) compared to a year of relatively low unemployment
e e _,-«-—-—-"'M-' T

{(1973) is more heavily weighted with adult males (46 percent compared to about

37 percent); persons who had lost a job (56 percent compared to 39 percent);

and persons in manufacturing and construction industries (38 percent compared

’to 31 percent).

As economic activity increases the composition of unemployment is likely
to approach the broad outlines of 1973. Administration policies must therefore
be sensitive to the long-run causes and nature of unemployment. In normal

times, about 45 percent or more of the unemployed have become unemployed

P

because they are either entering or reentering the labor force, some for

. e

¢
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a permaneﬁ% period and others for a temporary job. In this case a spell
of unemplojment while searching for a job is fairly automatic unless an
individual happens to be technically unavailable for work while searching
or is successful on his fi;st day out.

The relatively high unemployment of adult women compared to adult
men seems to be entirely due to their relatively high labor force turnover.
Most, but not all of the high unemployment rate for teenagers can also be
attributed to this factor.

Unemployment arising from labor force entry is not a problem unless it
is associated with a prolonged period of active search or if inter-labor force
mobility is involuntary in that it is stimulated by an imperfection in the
labor market. However, most unemployment arising from labor force entry
lasts for less than five weeks. 1In general, an increase in labor force
entry and the unemployment that ensues, can be considered a sign that
labor market opportunities are attractive, rather than that there is a

problem.

(d) Teenage Unemployment and the Transition
from School to Work

The high teenage unemployment rate has justifiably received much
public attention. There are, however, three basic features of the high rate
that helps put it into perspective,

1. It represents a stage in the life cycle. 1In 1973, the unemployment

rate was 14.5 percent for 16-19 year olds, 7.8 percent for 20-24 year olds,

and 4.2 percent for persons 25 to 34. This pattern of a sharp decline in
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unemployment as one ages a few years appears in all years since the data were

collected.” There has, however, been an increase over time in the ratio of

teenage to adult male unemployment rates.

2. It is largely dug to labor force entry (first entry or reentry).
The teenage unemployment r;te of 14.5 percent in 1973 is reduced to 4.7
percent if new entrants and reentrants are deleted from the data. A
comparable adjustment for men age 20 and over lowers the rate from 3.2
percent to 2.4 percent. Even in a year of very high overall unemployment
such as 1975, the teenage unemployment rate of nearly 20 percent is reduced
to less than 7 percent when labor force entrants are deleted from the data.

3. The duration of unemployment is short but the incidence is high.

Because they are generally not specialized to a particular occupation or
industxy and do not have the prospect of being‘recalled from a job layoff,
youths who are entering the labor force tend to find employment fairly
quickly. For similar reasons, and because their lower wages and shorter
employment history generally result in a shorter maximum duration of
unemployment compensation benefits, youths on a job layoff have a greater
incentive to accept alternative employment rather than waiting. As a
consequence, both black and white teenagers have a shorter mean duration
of unemployment than adult men.l' However, the probability of being

unemployed at some time during the year is much higher for teenagers.

l/ Average duration of unemployment (weeks) as reported in the CPS:

Teenagers (16-19 years) ‘ Adult
Male Female Males
Whit Black White Black (age 20+)
1973 6.9 8.2 6.5 8.2 12.8

1975 9.5 11.1 8.3 9.9 | 16.8
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The high incidence of youth unemployment, particularly that arising
from inter-labor force mobility, is often discussed as the result of a

transition from school to work with the suggestion that this transition

(4

is done inefficiently. This is not, however, a new phenomenon, nor is

it a sudden process for youths. With the increase in the number of years
of schooling received, thé?age at which this transitional‘period starts
and ends has increased, and it may well be that the duration of the
transition period has also increased.

The proportion of youths who are students has increased over time.
Althouéh sfudents are less likely to work than those not in school, the
proportion of students who do work has increased steadily. Among persons
16 to 21 years enrolled in school in March 1975, 62 percent worked
at some time in 1974. BAbout one-fifth had worked full-time (at least
35 hours per week) but for less than 14 weeks -~ probably summer employment.
One-~third worked part-time for 27 weeks or more. Schooling itself may be
increasingly a part-time or part-year activity, especially since many youths
drop out of school for a while and then return.

Much unemployment is generated by these patterns of mixing school,

work and leisure. Some of it is undoubtedly related to the increasing level

of real family income which permits experimentation with school and different
kinds of jobs and also finances leisure at a time in life before there is

pressure for more constant labor force attachment from family responsibilities
or inducement from higher wages. To the extent that the unemployment arising

from this mobility in and out of the labor force reflects preferences it

is not inefficient or wasteful of resources. 55~M' ';
Teenagers also tend to have higher unemployment arising from

voluntary job leaving than adult males. Much of this difference is due

to teenagers experimenting with jobs to learn about alternative employment

and training opportunities and how they react to them. There are few good

substitutes for actually being on a job to learn its characteristics. Among
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youths, this turnover is less likely to be discouraged by investments that
more experienced workers have made that are specific to the job, including

pension and seniority benefits and job specific training.
There is also reason to believe, however, that job instability
(including induced inter—labor force mobility) among young people is

partly related to institutional barriers.

The minimum wage combined with mandatory payroll taxes sets a floor

on wages which often exceeds the value of the work of many teenagers.

Employers may hire teenagers during a peak load period, but will not

retain them during a period éf slack because their productivity on

average is not equal to the legal costs of hire. Wage rigidities may

also have a negative effect on the future income of some youths who would
otherwise receive on-the-job training (in either an apprenticeship program
or more informal training) financed partly by a reduced wage during the
training period. Legal minimums make this training impossible for some with
otherwise lower productivity because of low ability, insufficient

schooling, trying to dovetail work and schooling, physical disabilities,
etc.

Among teenagers, blacks have a longer duration of unemployment than
whites. The apparently greater difficulty black youths have in finding
employment may be a consequence of a combination of factors. These include
their lower level of training (poorer quality of acquired skills) and hence a
lower potential wage, the higher costs of operating service industries in the
high crime, low-income areas in which urban blacks live, and the uniform
minimum wage rate. There may also be some lingering discrimination in
employment against black youths. A study of the effects of state anti-

discrimination legislation suggests the legislation does narrow the ;!-"1'”'5
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. . . 1
black-white difference in wage rates for those who are employed.-/

e

More vigorbus enforcement of equal employment legislation might narrow
this difference further, but there is no evidence that it would reduce
differential unemployment}xates.

.

(e) Long-Term Unemployment

Although most unemployment in this country is characterized by
high turnover and short spells of unemployment, some individuals are
unemployed for a long period of time. During the very high level of
unemployment of 1975 about 1.2 million persons (1.3 percent of the labor
force) were unemployed 26 weeks or longer, 687,000 persons (0.7 percent)
reported unemployment lasting at least 39 weeks, 157,000 (0.2 percent)
reported 65 weeks or more and 79,000 (0.1 percent of the labor force)
reported 99 weeks or more. Some of the reported long duration unemployment
may simply reflect the effect of the extension of benefit duration
under unemployment compensation to 65 weeks, which induced some persons
who would have retired or otherwise planned to leave the labor force to
remain "unemployed”™ until their compensation expired.

With the economic recovery in recent quarters there has been a sharp
decline in long duration unemployment. After reaching a peak of 3.3 percent
in December 1975, the long duration unemployment rate (those unemployed 15
weeks or longer as a percent of the labor force) has declined monthly to
2.4 percent in March. In the coming months there will be a continued
economic recovery and a gradual termination of very long duration unemploy-
ment benefits under the Federal Supplemental Benefits program as state insured
unemployment rates decline. Both factors can be expected to lower the extent

of long duration unemployment as reported in the Current Population Survey..

&
RN
-
i

1/ W. Landes, "The Economics of Fair Employment Laws," Journal of
Poltical Economy, July 1968.
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In spite of the economic recovery, some workers will have a problem
e

3

of long duration unemployment. This will most likely occur among older

~—— ————

workers on a job layoff and with a high degree of specificity in either

~ ;

their skills or their regigp of residence if there has been a structural

%EEEE—EB~EQQ—EESEETZ;‘ The long duration unemployment is most likely to
occur if job alternatives are at a considerably lower wage than in the
previous employment. Such structural unemployment appeared in Appalachia
after tﬁe decline in the demand for coal and the increase in union

wages in the 1950s, and among engineers and other aircraft industry workers
during the 1971 recession. In both cases economic recovery eventually took

place largely as a conseguence of market forces. 1In Appalachia, for

example, out-migration of the young, retirement of older workers and

the inflow of some new industry led to a decline in the unemployment rate
from more than 50 percent greater than the national average in 1962 to
the national average in 1971. Since then the increased demand for coal
in response to the 1973 increase in o0il prices has further reduced the
relative unemployment in Appalachia.

The nature and magnitude of any persisting long duration unemployment
problem as the economy continues to recover from the recent recession is
unclear. It is not likely to be skill specific, but it may be somewhat
regional if the automobile industry lags behind the rest of the economy.
Far more likely, however, it will not be concentrated on the basis of
occupation, industry or region, but may be experienced throughout the
country by individual older workers with few skills or obsclete skills,

and little incentive for retraining. In addition, there may be a



problem of: inadequate legal job opportunities for some black teenagers
residing in low~income neighborhoods in the larger cities.

ITI. Training Programs for the Unemployed

-,

Prior to the Comprehénsive Embloyment and Training Act of 1973
the Federal Government controlled the allocation of funds among the various
manpower training programs. Under CETA, which is a form of manpower
revenue sharing, the state and local government prime sponsors decide
the allocation of funds among programs.l/ In fiscal year 1975, the first
full year of the CETA program, over 1 million persons received training
under Title I at a cost of $1.6 billion. There are, however, other
Federal training programs. The military directly and through the voucher
approach in the GI Bill provides vocational (technical) and college training,
primarily for young men. The Basic Opportunity Grants program provides
financial assistance to high school graduates from low-income families for
vocational training and college schooling. The AFDC Work Incentive Program

(WIN) provides training, Jjob placement services and employment subsidies

for mothers in the AFDC program.

Although numerous "evaluations" have been made of the different
programs, they have generally not been sufficiently refined to produce
useful results. Typically the evaluations have compared earnings "before"
and "after" for program participants. Since programs often last six months
or more, and since earnings typically rise with inflation and for the young

with age, earnings "after" would tend to be above earnings "before" even

1/ Some programs are still under Federal control, for example, Job Corps
(Title IV) and the special programs for Indians, migrant and seasonal farm
workers, and youths (Title III).
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if the program had no effect. In addition, there is a tendéncy for those
who are unemployed or otherwise have temporarily low earnings to join these
training programs. Then, their earnings would tend to be higher "after"
than "before" if only becauge their before training earnings were
temporarily low. When the groups receiving the training are compared

with those with similar characteristics who did not receive training

the effegts of the programs are ambiguous.

Far more careful research igs needed before we can identify the kinds
of training programs and the types of candidates for whom these programs
are most effective in increasing earnings and the stability of employment.
In addition, at this time it is not known to what extent Federal manpower

training programs simply provide Federal subsidies to persons for training

that they would undertake in any case. For these reasons, we do not know
-~

whether the current Federal programs are the most effective use of the

L

available funds.

iV. Problem Areas and Public Policy

The discussion in Section II focused attention on three problems of
structural unemployment that possibly can be alleviated through public
policy. These are:

(a) A higher than efficient level of unemployment encouraged by the
unemployment compensation system.

(b) A higher youth unemployment rate due in part to wage rate rigidities.

(¢) The persistence of some long duration unemployment even as the

economy experiences a strong economic expansion.
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(a) The Unemployment Insurance System

G

As indicated above, the lack of full experience rating in the
unemployment insurance system is an important deficiency that encourages
a higher rate and duration.ﬁf layoffs, and hence of unemployment. Full
experience rating would not mean an increase in taxes on average. It
would, however, mean an increase in taxes for firms whose workers are
subject to relatively much more unemployment, and lower taxes for firms
with befter unemployment records.

The unemployment insurance system was developed during the Great
Depression when payroll taxes were small, and the income of nearly all

payroll workers was below the exemption level of the Federal income tax. In

that environment the Treasury Department regulation (1938) exempting unemployment
compensation benefits from taxation was a reasonable administrative convenience.
Currently, however, this exemption creates inefficiencies in the incentive

for greater unemployment. It also creates inequities since for two persons

with the-same weekly wage the benefits replace a greater proportion of lost

wages for the person from the higher income (higher marginal tax bracket)

family.

This inefficiency and inequity could be remedied by the simultaneous

Y

increase in benefit levels and the taxation of benefits as income. On

average, after-tax weekly benefits need not be lowered by this approach.
Unemployed persons from low-income families would gain as their benefits
would be subject to lower or zero income taxation. Society would gain
from the reduced incentive for employers and employees to use temporary

layoffs during seasonal or cyclical slack periods.
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(b) Youth Unemployment
;hus far, the policy response to the high youth unemployment rate

has been manpower training programs (including the Job Corps) and summer
employment programs. e

Our manpower training programs have typically addressed the
problem of poor training either on the job or in school that may
ultimately lead to low earnings. Such programs, however, are not
necessarily designed to reduce unemployment. They may increase
unemployment if the training is for a high unemployment occupation

(e.g., construction) or if it encourages a new round of job exploration

after the training is completed.

The group of vouths who appear to have the most severe learning

——

disabilities or problems of adaptation to the. school-ox work environment

tend to have a more severe unemployment problem. The very characteristics

that result in failure in school and in the labor market are likely to
result in failure in specific government training programs. For some of
these youths, however, maturation per se may generate increased employment
stability and receptivity to training programs. The group with severe
problems may not be large, and Federal programs such as the Job Corps
(CETA Title IV), an intensive and expensive youth rehabilitation

program, may be helpful. Thus far, however, we lack adequate evaluations

of the Job Corps programs.

gva There is merit in the public provision of short-term employment in

the summer for youths who cannot find private sector employment. Funds

have been authorized for a $0.5 billion program for the summer of 1976 for

almost 900,000 job slots at the minimum wage for disadvantaged youths agé
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14 to 21. Aalthough the summer youth programs are well liked by local

.

governments, their effect on teenage employment is not known, largely
because an unknown proportion of the youths in the program would have
found a private sector joﬁfif the summer youth program did not exist.
To the extent that workers are not perfect substitutes for each other,
jobs are not perfect substitutes for each other, and wage rates can
respond to relative labor supplies, teenage empléyment in the private
sector during the summer does not necessarily significantly reduce
adult employment. Labér markets are fluid and there is no fixed number

of job slots in the economy.

Some have suggested that there would be less need for Federal
training and summer employment programs for teenagers if it were
not for the job limiting impact of the Federal minimum wage. In the last
decade, the Federal minimum wage for jobs covered prior to 1966 has increased
at about the same rate as the adjusted average hourly earnings index. By
itself, however, this would tend to contract relative job opportunities
for youths since with a growing relative youth labor force one Qould expect
a slower rise in youth wages relative to average wages. More important
perhaps, has been the dramatic expansion of coverage of the Federal miﬁimum
wage from 62 percent of private nonsupervisory workers in 1961 to about
85 percent in 1976, with the expansion primarily concentrated in the youth-

1/

intensive service and farm worker sectors.”  For these reasons, a lowered
P i

minimum wage for teenagers has received some support as a mechanism for

;ggggiiigg youth employment opportunities.

1/ In recent years there has been an increase in job specific minimum
wage exemptions authorized by the Department of Labor. These exemptions
are few in number, particularly when compared to the expansion in legis-
lated coverage.
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It has been estimated, for example, that a youth differential in

%

the minimum wage of 10 percent (currently 23 cents) would increase teenage

employment by about 2 percent, or by about 150,000 jobs. For the reasons

indicated above, employment is not a zero sum game. The increase in
teenage employment would not be at the expense of adult workers, _but

1/ v
would be largely newly created jobs.— This expansion in teenage employment

is not likely to have any significant net effect on the size of the poverty
population since few teenagers head households, most employed teenagers

are in families whose income’net of that of the teenager exceeds the
poverty level, and although the annual income of some teenagers would
decrease, for others it would increase because of more employment during
the year. With the youth differential it would be easier for teenagers

to find jobs offering on-the-job training that would increase future
earnings.

Although black teenagers have a higher incidence and a longer
duration of unemployment than white teenagers, the racial difference
narrows dramatically as the youths age a few years. Policies to aid
youths in general may be particularly helpful for black youths, especially
those in low-income neighborhoods of central cities. Thus, Job Corps-type
training programs, summer youth employment programs and a youth differential
in the minimum wage may be particularly important instruments in providing

black teenagers with legal job and training opportunities currently, and

1/ Although studies have found a significant adverse effect of the minimum
wage on teenage employment, no net effects have been found for adults.

’e
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in providing the foundation for greater wages and employment stability

in the fuﬁhre.

{(c) Long Duration Unemployment

As indicated abeve, there may be a lingering long duration

unemployment problem largely concentrated among a relatively small number,

of older workers, but not necessarily regional or occupation specific.

It is sometimes believed that public service employment is a useful

remedy for this long duration unemployment. However, based on the
———y

characteristics of persons placed in CETA funded PSE job slots, it

m—

would appear that the current program is not addressing the problem of

the long-term or hard core unemployed (Table 1). Rather, it appears
—r T TEETE

that state and local governments tend to select persons with favorable
employment characteristics —-- they tend to be prime age, male, at least high
school graduates, and are not handicapped in finding employment because of

a physical disability, criminal record or limited knowledge of English.

Only 13 percent were receiving unemployment insurance benefits prior to
starting PSE employment. This suggests that if they had in fact been
unemployed it was either voluntary or of a very short duration. Thus,

it appears that most of the persons currently in CETA PSE job slots would
not have substantial difficulty finding private sector employment during

the current economic expansion.

Moreover, if a long-term readjustment is to be made, retraining rather
than a public Jjob may be more appropriate. If the suggestion is to maintain
the displaced worker at his former wage, regardless of his productivity in
the public job, issues arise as to the equity for both taxpayers and

other government workers and work incentives for others.
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% Table 1

Characteristics of New Participants
in CETA Titles II and VI and the
U.S. Unemployed
vt (percent)

£y

CETA U.S. Unemployed
7/75 to 7/74 to
12/75 6/75
a. Male 65 55
b. Age:
Under 22 22 35
22-44 65 46
45 and over 14 - 19
c. Education:
0-11 years 25 44
12 or more years 75 56
d. Receiving public assistance 14 N.A.
e. Handicapped 3 N.A.
f. Offender 3 N.A.
g. Limited English-speaking ,
ability 4 N.A
h. Receiving unemployment
insurance 13 N.A.

N.A. -- Not available.
Source: ETA, Department of Labor.
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2,
The Federal Government currently funds approximately 310,000 PSE
job slots under the CETA program (Titles II and VI) which the Administration
has proposed to reduce to'%bout 50,000 job slots by 1977IV. It is not likely
that the number of long duration unemployed persons who have exhausted their

unemployment compensation benefits and who would accept a PSE job would

exceed the size of the planned PSE program. Thus, one policy would be to

limit PSE job slots to unemployed persons who have had work experience

but who have exhausted their entitlement under the unemployment compensqgign

ISV

system.
it st

Another policy would be to try to target more of the CETA training
funds, including those used for the work experience programs, to the
exhaustees of the unemployment compensation system. However, the greater
the number of constraints placed by the Federal Government on state and
local government prime sponsors, the further we have moved away from the

original intent of the CETA program to allow prime sponsors to administer

the program so as to satisfy what they perceive to be lccal requirements.



THE WHITE HOUSE

WASHINGTON

May 4, 1976
MEMORANDUM FOR: JAMES CANNON
FROM: BILL DIEFENDERFER\))N\
RE: DOC Memorandum on Unemployment

At Tab A (1.5 pages) Secretary Richardson outlines the President's
Economic policies in a positive manner., Emphasis is placed on the
unproductive nature of Public Works and Public Service employment
in stimulating and sustaining a healthy economy.

Tab C outlines possible initiatives to help youth and other
unskilled workers:

- step up summertime youth employment

- graduated tax credits for firms providing on-the-job
training

- wage supplements to firms for hiring unemployed youth
and for those over 25 years old. *

graduated tax credits for OJT equipment

Tab D addresses possible initiatives to alleviate high employ-
ment in geographic areas.

- reduce or waive EDA matching requirements
- expand EDA business loan authority

- raise investment tax credit for businesses in high unemploy-
ment areas

Monitoring this proposal so employers do not hire the unemployed and lay them
off when the wage supplement terminates would represent a problem.
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Interestingly, Commerce suggests methods similar to the Kemp proposal
outlined in the Gorog memorandum. However, Kemp allows many tax
breaks to accrue to individuals on the theory it will also increase capital
formZ@s&tion. Politically speaking capital forn{@&tion tax breaks to
people are bound to be more popular than, although perhaps less efficient,
than those to corporations,

Tab C is interesting in that Commerce draws conclusions
concerning minimum wage and youth unemployment contrary to Labor's
conclusions.

- ". . . the weight of the evidence, as well as economic theory,
suggests that minimum wages are a factor of significance in
teenage unemployment. "

- '". . . black teenagers are among the major victims of the
minimum wage legislation."

BLS studies on the sub-minimum wage provisions in present law are
quoted, '"apparently for some employers at least a 15% 'discount' was
not enough to offset the poorer quality of student help. "



UNITED STATES DEPARTMENT OF COMIMERCE
The Assistant Secretary for Policy
Washington, D.C. 20230

.
<
&
A2

o +
Frargs ot P

April 28, 1976

MEMORANDUM FOR EPB EXECUTIVE COMMITTEE

SUBJECT: BACKGROUND MATERIALS FOR SPECIAL EPB MEETING
RE UNEMPLOYMENT

The attached Commerce staff analyses are provided,
at Secretary Richardson's suggestion, for such use as they
may be with regard to the special EPB meeting on unemployment.
In addition, I've included at Tab A, Secretary Richardson's
attempt to put the best gloss on the President's current
unemployment strategy. The remaining Tabs are as follows:

Tab B: A more programmatic summary of the
Administration's current unemployment policy.

Tab C: A schematic description of a range of
selected possible new initiatives--~focussing

on youth and other unskilled or inappropriately
skilled workers.

Tab D: A schematic description of a range of
selected possible new initiatives--focussing
on geographic areas with high rates of
unemployment.

Tab E: A set of tables (with comments) on the
character of the unemployment problem. (Note
summary at page 2)

Tab F: A staff discussion paper re minimum
wages, indexing and teenage unemployment.

/
Richard G. Darman

Assistant Secretary for Policy

Attachments
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12 FORD ECONOMIC POLICIES-- '
A COMPASSIONATE STRATEGY FOR JOB CREATION

14 l—]

l. The recession recently experienced by all industrial
countries dsmpasirated that 1n’1:tica by undermining
confidence Cestroys jobs. This hagpens because con-
sumers hold back on purchases, inventories accumulate,
proivchizz Is slowsd, and managers defer investment

iz plact eni equipsect.

s strategy for reducing unemploynment '
2=s has been to rebuild confidence

1]
s ]
(ns

s= hat inZlation can be CL:DEd through reducing ¢
e rzt2 9 increass in governm_”t spending and demon- i
rztizng, by the cocurzgeous exerciss of the veto power, }
at coverpmert has e will to resist politically $
seaiing but non-sssantial claims on national resources. 3

" EREIEY

i

Zow=r——=nt spencizg for public service jobs not only
wrong paczi2 but can nevsr be more than a
Sest kac=uss2 a job that would not exist but
subsidy is by definition & "non-productive

w31l last czly as long as the subsidy is

availz=_=. 7The uss cZ public money o provide non- .
roduct=iva 3iobs is bound over the lcng run to be infla-
tionarxy——thus risking job destxuction rather than con~

\
i 4 o A R A e e

trizcting to job crszzion. To the extent that.federal i
fu=3is 3rs used to cr=2te productive jobs, those funds :
ussiznc expenditurss that would otherwise be mad=s by ;
other lesvels of goveroment or by the private sector.

4. The only =Zfective means, therefsre, of achiewing 4
full exmployment is to set th2 economy on a courss o ;
sustalinzble growth that will generate enough new jobs :
‘every ysar tc empicy the people newl y,entering the job = :
market. The only adsguate job creation policy is thus 8
a comprehansive casitzl formation policy. Nor can the E

failur of private investment to creats new jobs be com-
pensated for Dy government prograns. The direct subsidy 5
of jcos will not work for the reasons set forth above. ;

5. The higher the chronic level of unemployment and under- ]
empioyment, the more impossible bhb rﬂs the task of ccping v
with such socizl problems as welfz ependency, drug i
ahbuzss, and crime. Unless the econo.; is ahle to provids :
ar adsguate numbar of decent jobs, the azble-bodied welfare ;
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recipisnt, the rehabilitated addict, and the discharged
offendar have nowhazz2 to go. Welfare costs mount, A
cxine increases, and zublic spsnding soars. Infla-
ticnary pressures a-z ranewed, confidence again deter-
iorztes, and unamdlcy—ent grows even worse. Expectations
towarZ governTent a2-= disappoints£ znd alienation is
reiznZorced.
6. 3Scund economic zclicies and coc—cassionate social :
polizias are thus I-ssparably linka2s. (
]
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ADMINISTRATION'S JOB CREATION AND UNEMPLOYMENT POLICY

The economic policy of this Administration is aimed at the
fundamental and interdependent goals of sustained economic growth
without increased inflation and the creation of jobs for all who
want to work. Growth of the private enterprise system and
permanent new jobs are so clearly interrelated that they are
practically synonymous.

The Administration has proposed a combination of programs and
tax policies which are designed to meet the following specific
objectives:

1.

Stimulating economic activity in the private sector
through reduction in personal and corporate income
taxes.

Assisting state and local governments through flexible
grants which will enable them to maintain useful
services and programs and to strengthen their

economic bases in the face of revenue losses and

cost increases.

Targeting federal assistance on economically
depressed areas through federal government expendi-
tures and tax policies aimed at facilitating the
development and expansion of job producing private-
enterprise.

Targeting federal assistance on specific subsets of
the unemployed among whom the rate of unemployment

has been disproportionately high, including low-skilled
workers, youth and minorities.

Alleviating the economic hardship for the unemployed
by temporarily extending unemployment insurance
coverage.
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SPECIFIC PROGRAMS AND PROPOSALS

) 1. TO STIMULATE ECONOMIC ACTIVITY AND JOB CREATION IN THE
PRIVATE SECTOR, THE PRESIDENT HAS PROPOSED PERMANENT ADDITIONAL
INDIVIDUAL AND CORPORATE INCOME TAX REDUCTIONS AIMED AT IMMEDIATELY
INCREASING CONSUMER DEMAND AND PRIVATE INVESTMENT, INCLUDING:

—- An increase in the personal exemption from $750 to
$1,000. :

—— A substitution of a single standard deduction --
$2,500 for married couples filing jointly and

$1,800 for single taxpayers -- for the existing
low income allowance and percentage standar

deduction. :
~~ A reduction in individual income tax rates.
-~ A permanent 10 percent investment tax credit.

-- A reduction in maximum corporate income tax rate
from 48 to 46 percent and making permanent the
current temporary tax cuts on the first $50,000 of
corporate income. .

-- Tax incentives for electric utility construction

which will increase the investment tax credit -
permanently to 12 percent and permit immediate
investment tax credits on progress payments for

--construction; extend-the 5-~year amortization pro-

vision for pollution control facilities; permit

a utility to elect to begin depreciation of
accumulated construction progress expenditures
during the construction period; and permit share-
holders to postpone tax on dividends paid by the
utility by electing to take additional common stock
in lieu of cash dividends.
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2, TO ASSIST STATE AND LOCAL GOVERNMENTS IN MAINTAINING
SERVICES AND STRENGTHENING THEIR ECONOMIC BASES, PROGRAMS-AND -
PROPOSALS INCLUDE:

~- Continuation of the Community Development block
grant program which distributes funds to communi-
ties for local planning and development activities,
including the acquisition of real property, con-
struction of public facilities, rehabilitation of
structures, provision of social services, planning
and payment of the non-federal share required by
other programs. Funds are distributed on the
basis of population, poverty and housing overcrowding.
The FY 1977 budget proposes to increase Community
Development block grants by $446 million to $3.2
billion. : :

-~ Continuation of General Revenue Sharing. Proposed
legislation would extend the program until September
1982 and return $39.85 billion to state and local
governments. The budget request for FY 1977 is
$7.4 billion, $150 million more than current annual
outlays. ‘ e

3. TO TARGET ON ECONOMICALLY DEPRESSED AREAS, THUS

FACILITATING THE DEVELOPMENT AND EXPANSION OF JOB PRODUCING PRIVATE
ENTERPRISE, PROPOSALS INCLUDE:

-— Accelerated depreciation for plant construction and

2t M B na Y, e
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equipment in areas with unemployment of 7 percent or -

more. This will be accomplished by allowing very

rapid amortization for non-residential buildings and
capital equipment. Buildings will be amortized over a
period equal to one-half their useful life. Capital
equipment put in place in new or expanded facilities
will be amortized over 5 years; the full investment

tax credit can be claimed on such capital equipment.

This incentive will apply to projects begun after -
January 19, 1976, and before January 20, 1977, and that
are completed within 36 months.




-~ Proposed "Supplemental Community Development Act,
which authorizes $780 million for FY 1977 in block
grants to states, cities, and counties with unemploy-
ment above 8 percent. Seventy-five percent is earmarked
to metropolitan cities and urban counties,

-~ Continuation of EDA Public Works programs, which
provide grants and loans to build, rebuild or
expand public facilities in economically depressed
areas to attract private business.

——- Continuation of EDA business loan program, which
provides direct loans for plants and equipment,
working capital loan guarantees and direct working
capital loans.

~~ Continuation of EDA technical assistance program,
which funds training, planning and management
-assistance activities.

4. TO TARGET FEDERAL ASSISTANCE ON SPECIFIC GROUPS OF UNEMPLOYED,
INCLUDING LOW-SKILLED WORKERS, YOUTH AND MINORITIES, PROPOSALS INCLUDE:

~— Continuation of CETA, Title I assistance to state and

local governments for institutional and on-the-job

training, work experience, vocational educaticn, job

placement services and transitional public service

employment for economically disadvantaged, unemployed,

and underemployed persons. The FY 1977 budget proposes . S ——
~~781.6 billion for Title I -- the same level as was

authorized for FY 1976. i

~-- Continuation of CETA Title II state and local public
service employment programs in areas of high unemployment.
The FY 1977 budget proposes $400 million for Title II --
the same level as was authorized in FY 1976,
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-— Continuation of CETA national training programs for
target populations, including criminal offenders,
Indians, migrants, and through Job Corps, severely
disadvantaged youth (age 16-21). The FY 1977 budget
incilude $414 million for these programs -- the
same level as was authorized for FY 1976.

~~ Continuation of CETA summer youth employment program,
which provides jobs for economically disadvantaged
youth, age 14 to 21. The Administration's supplemental
budget request of $528.4 million for 888,100 jobs
($88.4 million more than for last summer) has been
enacted.

-~ Continued funding into 1977 of the Temporary Employment
Assistance for public service jobs in areas of
substantial unemployment, at which time a 9 month
phase out will begin, so that by September 30, 1977 the
TEA program can be completed.

—— Continuation of the Office of Minority Business Enterprise,
which assists minovity businesses in securing public
and private loans and funds public and private organiza-
tions that provide management and technical assistance
to minority businesses. The FY 1977 budget proposes to
maintain the OMBE program at its current level.

~- Continuation of the Work Incentive Program, which provides
assistance in obtaining jobs to those receiving aid to
families with dependent children. Proposed legislation
would eliminate funding for work and training services, and

" limit funding of supportive services to 30 days of a job
search, thereby reducing outlays for FY 1977 by $55 million.

5. TO ALLEVIATE ECONOMIC HARDSHIP AMONG THE UNEMPLOYED, PROPOSALS
INCLUDE: )

~~ A temporary extension of unemployment insurance benefits
beyond the 39 weeks of maximum duration up to 52 weeks,

AL T e

financed by the Federal unemployment tax. Pl



—— Creation of a special unemployment assistance

program, financed from general revenues, for

workers not covered under the regular program

(about 12 million), or those without adequate

work history in the base period used by many states
to determine eligibility for the regular UI programs,

to provide for them a total of up to 26 weeks of
benefits.

A proposal to expand-coverage under the regular
UI program to 92% of the work force by including
agricultural workers, domestic workers, state and
local hospital employees and elementary and
secondary school employees.

Continuation of 100 percent federal funding of

state offices providing job matching to workers

and employers. In 1975, the employment service
placed 4.2 million in jobs and in 1977 expects to
achieve 4.4 million placements. Outlays in 1977

are estimated at $369 million, 520 million more than
in 1976. ' '
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-billion in FY 1976 to $1.58 billion in FY 1977. The Title II public

ASSESSMENT OF CURRENT POLICY NOTING POTENTIAL CRITICISMS

The Administration's current policy toward unemployment seems
to be strong in meeting objectives 1, 2, and 5. A high priority
has been placed on stimulating private sector growth and containing .
federal expenditures. This is as it should be in the interest of
creating the most productive and permanent job opportunities while
containing inflation, freeing capital for private investment and
proceeding with economic recovery.

L AN g N

The proposals and programs directed at objectives 2 and 3 !
have been given a lower priority and are subject to criticism.
Proposed outlays for programs which target on specific groups and
areas, which have suffered dlsproportlonately high rates of unemploy-
ment have been reduced.

i e e b e e

The FY 1977 budget proposes to reduce outlays for CETA $600
million below the ¥V 1976 level. The Title I state and local CETA
training and employment program outlays would be reduced from $1.76

PRRTRSN s

service employment program outlays would be reduced from $673 million
in FY 1976 to $400 million in FY 1977. The authorization levels for
the CETA programs are approximately the same as for FY 1976 except for
the summer youth program which is $88.4 million higher than the request
for last summer. But because some of the 1974 and 1975 funds carried
over into FY 1976, the CETA outlays for FY 1977, are significantly
lower.

The proposed FY 1977 budget for EDA is $136.6 million lower

_than the FY_ 1976 _level, including reductions from $166.5 million to R

$113.3 million for public works, from $58 million to $40 million for
the business loan program and from $14 million to $6 million for
technical assistance.

The historical record shows that a substantial reduction in the
national unempleyment rate will bring sizeable declines in the un~-
employment rates for specific groups such as youth, minorities, and
other workers who are uunskilled or whose skills are not in demand,
and in geographic areas of high unemployment. However, rates for
these disadvantaged groups will still be high in relation to the
national average, and rates in some depressed areas will be reflecting,
not merely temporary distress, but also chronic, long-term problems
which require special attention. Therefore, it is useful to consider, ;=
in the context of existing priorities, a range of options which could .
potentially reduce such unemployment. The following sections deacrjbe ¥
some possible packages that are aimed at these objectives. N
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COMBINATIONS OF POLICIES TO REDUCE UNEMPLOYMENT INCLUDING TARGETING ON

Minimum Effort

(1) Nation-wide
improvement of Job
Data Banks and Match-
ing Systems and their
use

YOUTH AND OTHER UNSKILLED OR INAPPROPRIATELY SKILLED WORKERS

Low Effort

Minimum Effort

(2)

(3

(4)

+

Step-up of summer-
time program for
youth

4

Step-up of CETA
program

Tailor on-the-job
training programs
to accommodate the
specific schedules
of young people
still in school.

(5)

(6)

(7)

Intermediate Effort

Low Effort
+

Graduated tax credit*; (8)
for firms providing
on~the~job training

+

Graduated tax credit
for additional equip- (9)
ment for job training

+

Technical assistance in
setting up and operating
on~the-job training

*Graduated tax credit wouid be
graater for smaller firms which
generally have less financial .
basis for supplemental activities.

High Effort

Intermediate Effort

+

Acceleration of
building repair
and maintenance
program

+

Wage supplement

.to firms hiring

unemployed youth
16~24 years old

Superioxr Effo:

High Effort
+

(10) Wage
supplemen
to firms

_hiring
unemploye:
over 24
years old

Office of the Chief Economis
Department of Commerce

March 22, 1976
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(2)

(4)

Explanatory Notes

Nationwide improvement of job data banks and their use would
assist in reducing unemployment due to market search costs and
insufficient labor market knowledge. Additional funds could
be allocated for the strengthening of computer facilities and
for expanding the availability and coverage of job listing

and for encouraging the use of such information. The Department

of Labor would coordinate efforts in conjunction with the State

Employment Service (ES), the Veterans Administration, the Bureau

of Indian Affairs and the various welfare agencies serviced by
ES. The equal employment opportunity agencies would also be
involved.

The step-up in summertime jobs for youths would be under the
Employment and Training Assistance Account (ETA), and the
Comprehensive Employment and Training Act (CETA). These added
jobs would satisfy some of the youth job demand which occurs
cver the vacation period from school as well as providing
additional temporary job posgsibilities for non-vacation youths.

The CETA programs cover several areas of job and training
assistance and combine several approaches to the unemployment
problem: on-the-job training, institutional instruction,
vocational rehabilitation, work experience, public service
employment, labor market services, and program support for
research, development, and evaluation. These approaches cover
all ages and would apply especially to the poor, youths 16-21
years old, those with less than a high school education, those
with little or no training skills, and welfare recipients.

0f the 1974 and 1975 enrollees in the CETA Title I program,

over half were of minority races and of the 1975 Title II
program, over 40 percent were minority races. The CETA efforts
are presently scheduled to be cut in 1977 under the budget
proposals. This decision could be reversed and additional
funds provided to expand the program.

Since about 40 percent of the teenagers unemployed are looking
for part time work, a special effort should be made to provide
after school and Saturday training. Such programs would
encourage youngsters to complete their regular education and
win a high school diploma, and they would provide a background
of job experience and skills for full time employment after
graduation.

-
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(5

(6)

(7)

(8) .

-2 -

A tax credit could be given to firms providing on-the~job
training for presently unemployed workers. Adequate safeguards
should be provided to assure that the workers involved do

not replace already employed workers and that newly trained
workers are guaranteed employment for some specified period of
time. Such a credit should stimulate added training efforts,
since the credit cuts the firms' tax bills and helps pay for
the projects. In 1975, there were only 196,000 new enrollees
and only 158,000 years of service estimated for the on-the job
training (0JT) programs of the Govermment. The graduation in
the tax credit is intended to allow the smaller firms' partici-
pation as well as the larger firms since often the former have
less financial latitude for supplemental activities such as OJT.
The Internal Revenue Service in conjunction with the Department
of Labor would administer the system.

The graduated tax credit on 0JT equipment complements the
asgistance to the firms under (5). Quite often job training
efforts demand additional equipment and firms are reluctant to
make the added investment for training purposes, even though the
equipment may be put to direct production use quickly when the
training periods are short. This feature should overcome some
of the firms' resistance to taking on OJT activities. Capital
goods production would be stimulated. Administration would be
as in {5).

Firms that are only marginally interested in OJT may be induced

to consider adopting possible programs of this kind if skilled,
experienced direction in planning, operation, and evaluation is
made available to them. This component would certainly cut the
risk that first-time OJT firms face and should assist even those
firms with ongoing programs to improve their performance. Adminis-
tration would be the same as in (5), but the actual technical
assistance should be provided by private sector companies on a
contract basis. ‘ ,

.The acceleration of scheduled or necessary but not scheduled - - -~

building repair and maintenance programs would pertain to ongoing
nelghborhood and public service programs. The acceleration weuld
be directed particularly towards public buildings and their
surroundings. Mechanical, masonry, and carpentry skills would be
demanded and equipment for the tasks as well. This would provide
immediate employment for unemployed construction workers since
these projects can be implemented quickly.
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(3) The wage supplement component for the hiring of
unemployed youths 16 to 24 years old would effectively ¢
reduce the minimum wage rate to firms hiring in this
category of worker. The supplement should be increased
the longer a worker is continuously employed (with a
maximum stipulated) by the same employer. Adequate safe-
guards are necessary to assure that newly hired workers do
not displace present workers on the payroll or other
workers hired under this program. Eligible workers
include only those who have proof that they have been
actively seeking work for a specified period of time
or who are looking for their first job. The supplement
consequently should stimulate employment if the minimum
wage rate level is an impediment to increased hiring.
The wage supplement system could be administered by the
Department of Labor.

-

(10) The extension of (8) to include all unemployed should
allow firms to hire from a broader range of skills and
experience associated with the different age levels.
Older unemployed workers might find job openings that
were not previously available when a firm had to pay the
minimum wage. The administration of this effort would “
be as in (8). . : ‘

R
&

Office of the Chief Economist
March 25, 1976
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COMBINATIONS OF POLICIES. TO TARGET ON GEOGRAPHIC AREAS WITH HIGH RATES OF UNEMPLOYMENT

Minimum Effort

(1) Reduce or waive matching
requirements for EDA public
_work projects in areas of
high unemployment.

-~
o
Soe?

Expand the business loan
authority in EDA which
provides direct loans and
loan guarantees to businesses.
This could be targeted on
areas of high unemployment.

Intermediate Effert

Minimum Effort

+

Extend eligible period for
accelerated depreciation
allowance to 2 years and
narrow the targeting by
raising required unemploy-
ment rate above the
proposed 7 percent.

WA A e e

High Effort

Intermediate Effort
+

(4) ‘Raise the investment
tax credit from the
proposed 10 to 12
percent for businesses
in areas of high
unemployment.



Explanatory Notes

(1) Reducing or waiving matching requirements for EDA public
works projects would facilitate participation in the
public works grant program by local governments in areas
where unemployment is high and where rising costs and
falling revenues may preclude contribution of the required
match. Currently, for Title I Public Works, 507% match
is required in areas with unemployment of 6-8 percent,

407 for 8-10 percent, 307% for 10-12 percent and 20% if
unemployment is above 127.

(2) Expanding the business loan authority in EDA would provide
a direct stimulus to private investment in areas of high
unemployment. This program provides direct loans to
businesses for construction and fixed equipment, working
capital loan guarantees, and direct working capital loans.
The loan guarantees could be particularly effective in
terms of return on investment as EDA currently holds only
10-25 percent of the loan amount in reserve for possible
losses.

(3) The Administration's proposal which would allow accelerated

depreciation of new plants and equipment purchased within
one year by businesses in areas with unemployment of 7
percent or more could be extended to two years. The one
year cut-off probably would not allow enough start up time
for planning construction and equipment purchases over and
above what would have taken place in the absence of an

@ accelerated depreciation allowance. Also. this could be

further targeted by raising the required unemployment rate.

(4) Raising the investment tax credit from the proposed 10
percent to 12 percent for businesses in areas of high unemploy-
ment (10 percent or more) provides an additional countercyclical
stimulus to such businesses in the form of expanded cash
flows and increased profitability of investment projects.
Such a policy offers an additional incentive for expansion of
increased employment. Such an additional tax credit should
be structured to phase down to the proposed permanent 10
percent credit when unemployment falls below 10 percent.
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Briefly summarized, these tables show, in general, that:

only about one-fourth of the unemployed in 1975 were men
of prime working age (25-54), while close to one-~fourth
were teenagers and about one-third were adult women.

about one-sixth of the unemployed - chiefly teenagers -
were seeking only part-time work.

by duration, 37 percent of the unemployed in 1975 had
found jobs or left the labor force after one month; only
about one-sixth continued to seek work for longer than

6 months.

of the long-term unemployed - 27 weeks and over - 37
percent were men between the ages of 25 and 54, 21 percent
were women in this age group, and 14 percent were young
men ages 20 to 24. About 40 percent were white collar

or service workers. '

the number of persons drawing unemployment benefits was
equal toc 78 percent of the unemployed with work experience
in the earlier part of 1975, and about 63 to 69 percent in
the later part. '

by region, unemployment is highest in the Northeastern and

Pacific States, and lowest in the agricultural Great Plains.

The sharpest increases from a year ago have occurred in the
Northeast and the Great Lakes region.

the proportion of the population holding jobs was higher
in 1975 than in 1958 - a similar recession year - and

transfer payments - pensions, social security, unemployment

benefits; etc., = have increased 2 1/2 times in real terms
on a per capita basis over the past 10 years.

labor force participation rates projected to 12990 are
expected to continue upward for teenadgers and for women
under 65, but downward for adult men.

the relative size of the labor force of middle age will be
increasing sharply from 1975 to 1990, at the expense of

the under~24 and over-65 age groups. These changes largely
reflect corresponding shifts in the composition of the

-
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population, modified somewhat by changing rates of labor
force participation.

. the teenage population of labor force age (16-19) is
expected to decline by 3.4 million between 1977 -nd
1990. Its share of the population age 16 and over
will fall from 10.8 percent in 1975 to 7.4 percent

in 1990. This trend in itself will tend to reduce the
teenage unemployment rate.

Attachments

Thomas W. Kraseman
Office of the Chief Economist

Department of Commerce
March 22, 1976
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COMMENTS ON TABLE 1

Table 1 illustrates the shift in the composition of
unemployment since the late 1950s away from men in
their prime working ages and toward teenagers and
young people, especially young women. These changes
reflect similar shifts in the age - sex composition
of the population and labor force. The proportion
of married men in the unemployed fell from 39.1
pexrcent in 1958 to 26.1 percent in 1975, while
teenagers rose from about 15 percent in 1958 to

22 percent in 1975, and women ages 20 - 24 from

5 to 10 percent. As the last line on the table
shows, some 40 percent of the teenagers and 16
percent of the young women in 1975 were seeking
part-time employment, compared with only 3 percent
of unemployed men 25 - 54.

The increased proportion of teenagers and women in
the labor force makes for a higher overall level
of unemployment, since these groups for various
reasons have higher average unemployment rates
than adult men.

The changes in the age - sex composition of unemploy-
ment from 1969 to the later years shown are due very
largely to the effects of the business cycle and to
the discharge of servicemen as the Vietnam War
tapered off. The continuing secular increase in

the relative shares of teenagers and women in the
labor force probably had a minor influence also.
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TABLE 1

1‘ ‘a. ., :
~ Age - Sex Compesition of Unemployment,

Selected Years,

(nunmber in thousands)

Unem- o Adult Men
ployment Teen- Age Age Age
Total age § 20-24 25-54 55+
1958 ' Number 4602 - 678 | 478 1729 473
Percent 106.0 14.7 10,4 37.6 16.3
1969 Number 2832 853 | 270 517 175
Percent 100.0 30.1; 9.5 18.3 6.2
1273 Nunber 4304 1226 @ 514 854 227
Percent  100.0 28.5 11.9 19.8 5.3
. ' i
1974 Number 5076 1410 ¢ 631 1043 245
Percent 100.0 27.8 12.4 20.5 4.8
1975 Number 7830 1752 1059 - 1966 403
“Percent 100.0 22.4 13.5 25.1 5.1
1975 Number - 7824 1717 -~ 1041 2024 405
4th Q Percent 100.0 - 21.9 13.3 25.9. 5.2
1275 Unempleyed i
seeking part- ‘
time work 1393 703 95 57 69
Unemp. sceking
part-time as % of
unamp. in each
group 17.8 40.1 9.0 2.9 17.1

1958 ~ 1975

aAdult Women

g R R e R T s R Ry

Age Age Age
20-24  25-54 55+
223 866 153
4.8 18.8 3.3
290 614 113
10.2 21.7 4.0
471 867 148
10.9 20.1 3.4
552 1024 171
10.9 20.2 3.4
769 1612 258
9.8 20.6 3.4
813 1530 282
10.4 19.6 3.6
120 - 282 68
15.6 17.5 25.4

Married
Men,
Spouse
Present

1799
39.1

582
20.6

905
21.0

1072
21.1

2044
26.1

1955
25.0



COMMENTS ON TABLE 2

The most important point to note in this table is
that in a normal year, half or more than half of .
the people reported as unemployed in a given month
havereither found jobs or left the labor force one
month later. Even in years of severe recession -
1958 and 1975 ~ less than one out of six unemployed
people have been continuously seeking work for longer
than 6 months. The public and the news media tend

to regard the unemployed as a static group, composed
of the same people from month to month; actually it
is highly f£luid.

The percentage of long~term unemplcyed - 27 weeks

and over - in the total was slightly higher in 1975

than in 1958 for the years as a whole, but equal in

the fourth quarters. These data suggest the increased
coverage and duration of unemployment benefits in 1975
compared with 1958 has had no more than a slight effect,
at most, on the length of job search.

- The higher proportion of long-term unenmployment in the

fourth quarter of 1575 compared with 1275 as a whole
simply reflects the fact that in a recovery period,
short-term unemployment declines faster than long-
term, because plant shutdowns and other short-term

layoffs diminish before new workers are hired. Hence,

the "average duration" of unemployment tends to
increase in the early stages of a recovery, and is
therefore a misleading figure.

.
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IABLE 2

Percentage Distribution

|
2 i .
’ | * Unemployment by Duration

! Selected Years, 1958 ~ 1975

|

| (number in thousands)

| i |
Total Under 27
Unem- 5 5-14 15-26 Weeks and ' Under -5 - 14
_ prloyment Weeks Weeks Weeks over -5
S 174z 1335 iiis 571 2.4 25.3
1831 4714 1806 1376€ 728 804 38.3 29.2
1262 3011 1663 1134 534 585 42.5 29.0
1968 2817 1554 810, 256 156 56.5 28.8
12868 2832 1629 827! 242 133 ' 57.5 29.2
1870 4088 2137 1289 427 235 52.3 31.5
1971 4993 2234 1578] 665 517 44,7 31.6
1872 4840 2223 1459 597 562 : 45.9 30.1
1873 4304 2196 1296 475 337 51.0 - 30.1
1974 5076 2567 1572 563 373 50.6 31.0
1875 7830 2894 2452 1290 1193 37.0 31.3
1958 40 1622 - 1168 729 ;.' 861 ' 37.0 26.7
19875 40 2786 2294 1211 1562 35.5 29.2
1976 Mar. 2609 1905 903 1391 | 38.3 28.0
NOTE: Detail may not add to totals because of rounding.
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COMMENTS ON TABLE 3

This table presents the size and composition of
the long-term unemployed - those who need work
desperately enough to keep up the search for 6
months or more. By age, a little more than one-
third are men in their prime working ages -~ 25

to 54; one-fifth are women in this age bracket;
cne-third are married men. By occupation, nearly
30 percent are white collar workers and 11 percent
are service workers. By industry, 12 percent
held their last jobs in construction, while 38
percent came from trade, finance, and service.
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\ TABLE 3
8 Comp081tlon of Unemployrcnt 27 Weeks and Over
' Annual, 1975

5 1. ByﬁAce, Sex and Marital Status
= Total 1
Unemployment } Percent of Percent of
27 weeks Percent Total Total
and cver Distri- Male  Unemployment Female Unemployment
{000) bution (000) 27+ weeks (000) 27+ weeks
All Ages 1193 100.0 750 62.9 443 37.1
i6 ~'18 110 9.2 66 5.5 44 3.7
20 -~ 24 244 20.5 165 13.8 79 6.6
25 - 54 661 55.4 409 34.2 252 21.1
55 - 64 129 10.8 78 6.5 51 4.3
E5+ . 50 4.2 32 2.7 18 1.5
Married, with ;
Spouse Present . 393 32.9 250 21.0
2. By Industry and Occupation of Last Job
: Number Percent of Number Percent of
Occupation: (000) Total Industry: 1/ (000) Total
White Collar, Total 343 28.9 Agriculture 11 0.9
Profescsional & Managerial 129 10.8 Construction 139 11.7
Sales Workers 45 3.8 Manufacturing 441 ! 37.0
Clerical Workers 169 14.2 Transportation 58 4.9
‘ Trade, Finance, :
Bluve Coilar, Total 643 53.2 & Service 417 35.0
Craft Workers 174 14.6
Cperatives 346 29.0 Public Adminis-
Laborers - 123 10.3 tration 34 2.8
Service 135 11.3 No Previous
Experience 68 5.7
No Previous Experience 68 5.7

1/Includes wage and salary workers only.

NOTE: Detal

1s may not add to totals because of rovndlng.
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COMMENTS ON TABLE 4

This table focuses on the unemployment insurance ‘
program. The left side relates the number of
persons drawing unemployment benefits to the

total number of unemployed with work experience

(and who might therefore be eligible for unemploy-
ment benefits). While the fiqures are not adjusted
for seasonality, they do suggest that the proportion
of the unemployed who were receiving unemployment
benefits was significantly lower in autumn than in
spring last year. This decline may be a reflection
of the rising rate of benefit exhaustions, shown on
the right side of the table.

"Regular programs” here refers to the insurance
programs apart from any extended benefits. In the
present situation, special programs to extend both
coverage and duration of benefits are in effect and
nearly all of the people who exhaust their regularx
benefits can begin to claim benefits undexr these
programs. The "Federal supplemental” program,
hiowever, represents the end of the line - those

who exhaust under this proqram become 1nellglble
for further benefits, ‘

It is extremely difficult to evaluate the signifi-
cance of unemployment benefit exhaustions. Not all
of those who exhaust are desperately in need of a
~job, since people who plan to leave the labhor force
- will naturally continue to clalm benefits as long
as possible; and they are not disqualified unless
they refuse a job in their usual occupatlon at
their normal rate of pay. A worker's unemploynent

benefits are bdsed on his employment and earnlngs
"in a "base year" which in nearly all states is not
a calendar year, but a flexible period of four
consecutive guarters. Thus, many of those who
exhaust their entitlement from one base year soon
become eligible to claim benefits derived from
employment in a new base year. It should be noted
that for many workers, employment is intermittent;
construction workers are a prime example, and auto
workers another. Such workers may be drawing down
their unemployment benefits and ecarning credits
toward new benefits, all in the same year.
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1974
1975

December

January
February
March
April
May

June
July

August

. September

Cctober
November

December

e g T e

TABLE &

Unemployment, Unemployment Insurance

Benefits, and Benefit Exhaustions, 1/

1975

(Numbers in thousands)

Benefit Exhaustions

Parcent Regular Programs Federal Suoplemental
Unemployed Insured Insured to ,
with Work Unemployment, Experienced Quarterly Weekly Quarterly Weekly
Experience All Programs 2/ Unemplovment Total Average] ctal Average
5496 3910 71.1% 503 3/ 39 - -
7535 5213 69.2 - - - -
7600 5751 75.7 741 57 36 3
7704 5886 76.4 - é - - -
7186 5647 78.6 - 3 - - -
6887 5202 75.5 1206 é 93 250 19
7366 4892 66.4 - % - - -
17033 4990 71.0 - - - .
6740 4590 68.1 1257 97 319 -25
6741 4254 63.1 - - - -
6431 4044 63.0 - é - -~ -
6467 4120 63.7 1400 1 108 500 38
6463 4460 69.0 - . - -
|

1/ Data are not seasonally adjusted., 2/ Weekly average. 3/ Fo@rth quarter total.
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COMMENTS ON TABLE 5

"TablYe 5 shows that the region with the highest
average unenmployment in November of 1975 (the
latest available mcnth) was New LEngland,
particularly southern New England. In second
place were the Middle Atlantic and the Pacific
regions, with both showing virtually the same
rate. However, Michigan, at 12.2 percent, had
the highest rate for any single State. In all

of these places, unemployment over the years

has usually been higher than the national average.
The lowest unemployment rate in November was in
the West Central States - north and south -~ mainly
reflecting the relatively prosperous condition

of agriculture and the oil and gas industry.

Unemplcyment this past November was higher than a
year earlier in all major regions of the country,

.. but the sharpest increases over the year occurred

in the New England, Middle Atlantic, and East North
Central States. This was largely due to the highly
cyclical character of the durable goods industries
which are of major importance in these areas.
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TABLE 5

# Udemp%oyment and Unemployment Rates

by State, January & February 1976

(not seasonallv adjusted)

. January 1976 February 1976
' Unemployment Unemployment
Number Rate Numbexr Rate
(00Q) (Percent) ' _(000) (Pexcent)
New England T -
Maine 43.9 10.3 42.1 9.9
New Hampshire 20.4 5.9 19.¢9 5.8
Vernmont 19.4 9.8 19.1 9.6
Magsachusetts 303.2 11.2 286.6 10.6
Rhode Island 55.0 13.3 51.7 12.6
Connecticut 161.7 11.1 153.7 10.6
Middle Atlantic | b
New York 779.3 10.4 768.5 10.3
New Jersey . NA NA NA NA
Pennsylvania NA | NA NA NA
South Atlantic 5
Delaware 20.3 8.4 20.1 8.2
Dist. of Columbia 28.3 8.3 26.9 7.9
Maryland 140.7 7.7 136.0 7.5
. West Virginia 49,1 7.6 48.0 7.4
" Virginia 138.2 6.2 137.3 6.2
North Carolina 176.6 7.2 167.4 6.9
Scuth Carolina 86.5 i 7.5 85.9 7.4
Georgia 170.5 i 8.2 163.3 7.9
Florida 389.1 i 11.1 384.5 11.0
East South Central
Kentucky NA NA NA NA
Tennessee 14¢6.0 8.3 145.0 8.3
Alabama 123.7 8.7 121.8 8.6
. Mississippi 55.4 6.3 56.1 6.4
NS .

t

N
A
i

NA - Not Available

.
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Continued - Unemployment and Unemployment Rates by State

] January 1276 February 1976
’ Number - Rate Number Rate
West South Central |
’ Arkansas 64.0 7.9 60.8 7.4
Louisiana 104l.6 7.4 105.2 7.3
Cklahoma 91.7 7.9 91.5 7.9
Texas 280L.1 5.3 283.4 5.4
- East North Central 5 :
Ohio 414.3 8.9 : 413.9 8.9
Indiana '184}0 7.8 174.8 7.5
Tllinois NA NA NA NA
Michigan 470.8 12.2 450.1 , 11.7
Wisconsin 159.4 7.7 167.6 8.0
" West North Central _
Minnesota NA NA NA NA
Iowa 83.8 6.6 83.2 6.6
Missouri 148.5 7.3 132.7 6.5
North Dakota 1616 6.5 17.8 6.9
South Dakota ° 16.0 5.6 15.7 5.4
Nebraska 47.8 6.9 48.1 7.0
Kansas 49.8 4.8 53.0 5.0
Mountain
Montana 30.7 9.7 29.1 9.2
Idaho NA NA NA NA
Wyoming ) 8.9 5.2 8.8 5.1
Utah 41.9 8.2 39.0 7.7
Colorado - NA : NA NA NA
YNew Mexico 30.7 i 7.3 32.5 7.6
Axizona 82.9 / 9.4 79.6 9.1
Nevada 29.4 ‘ 10.4 29.8 10.4
Pacific
Washington 162.4 10.8 : 154.8 10.3
Cregon 123.5 11.9 115.2 11.1
California 986.8 10.5 1012.7 10.8
Alaska 21.1 11.6 20.9 11,0

-~ Hawaii 29.6 8.3 31.1 8.7

NA - Not Available




- population 16 years and over has risen significantly.

" Column 3 is a variation of Column 1, and shows that

COMMENTS ON TABLE 6

Table 6 shows, in general, that the economic

hardship caused by a given amount of unemployment -
has been declining.

Column 1 is the ratio of U.S. resident population :
to ewployment. These are the number of people ‘
who would be dependent on each employed person
if there were no alternative source of income.
The ratio has fallen, partly because of the
declining number of young children, and partly
because of the increased proportion of women and ;
teenagers who are employed. 4

Column 2 shows that transfer payments - mostly
pension, social security and welfare payments
and unemployment insurance - have increased
nearly 2 1/2 times in the past decaae in real
term

employment as a percentage of the noninstitutional

Even though the conventional unemployment rate in

1975 was 8.5 percent, against 6.8 percent in 1958, (see Column
the percentage of the population of 16 years and

over who were employed was higher in 1975 than in

1958. The rise in this percentage began about 1965,

the year when the number of births began to fall markedly.
When the economy has achieved a full recovery, it is likely
that the percentage will exceed the hlgh figure shown for
1973 and 1974.
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| TABLE 6
3 | N
The Burden on the Employed Population:
Poﬁulation per Person Employed and
Redl Transfer Payments per Capita
. Selected Years 1947 -~ 1975

|
i

(1) . (2) : (3) (&)
] ; Transfer Employment
Population 1/ Payments as a Percent

per Person '~ per Capita : of Population Unemployment
Emploved j (1972 $) 16 vears and older Rate
1947 2.53 ; $ 154 ° 56.0 3.9
1950 2.57 | 177 56.1 ' 5.3
1955 2.65 | 165 56.7 | b4
1958 2.76 | 215 55.4 6.8
1960 2.72 | 225 ©56.1 5.5
1965 2.72 271 56.2 4.5
1970 2.59 Dok 57.4 4.9
1971 2.60 472 56.6 2.9
1972 2.55 : | 500 : 57.0 5.6
1973 2.49 . 536 ‘ 57.8 4.9
1974 2.46 ' | 568 57.8 5.6
1975 2.51 654 56.0 8.5

1/ Total resident population, all ages.
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COMMENTS ON TABLE 7

This table shows the projections of the labor force by
age and sex through 1990. The projections, although

the latest now available, were based on labor force and -
population data for 1972 and were published in 1973.

The trends foreseen at that time were correct in
direction, but some of the changes have occurred much
sooner than the demographers were expecting. While

the participation rates for women of all ages under

65 and for teenagers of both sexes have continued

upward as anticipated, the rates for women age 25-54

and for teenagers of both sexes had by 1975 already
exceeded the levels projected for 1990. The projections
show declining participation rates for men in all age
groups, bhut the rates for men age 55 to 64 had by 1975
already fallen below those projected for 1990, evidently
because early retirements have been much heavier than
anticipated. '

The apparent discrepancy between the rise shown in the
overall participation rate for men and the declines in
all of the component age groups is due to a marked shift
in the composition of the population. The record-large
age cohort born in the [irst 15 yvears after Worid War IT
will be moving into their middle vears when labor force
participation is at a peak. They will be replacing the
relatively small cohort born during the 1930's and early
1940's. This substantial increase in the size of the
middle~-age labor force will more than offset the slicht
decline in the participation rate expected for men in
this age group. The much smaller age cohort born in

the latter 1960's and early 1970's will be moving through
the teenage years when participation rates are much lower
than in adult years.

The BLS is now in the process of revising its labor force
projections, and expects to publish the new estimates
this summer.
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TABLE 7

Total Labor Force‘by Age and Sex, Projected to 1990

Labor Force

Labor Force Participation Rates,

in Numbers Percent
(thousands)
Actual Proijected
1975 1980 1285 1990 1975 1989Q 1985 1999
Total, 16 years ' T
& over 94,793 101,809 107,716 112,576 61.8 60.8 61.3 61.5
Men, Total 57,706 62,590 66,017 68,907 7¢€.5 78.0 78.3 78.4
156 to 19 5,127 4,668 3,962 3,901 60.9 56.0 55.5 55.4
20 to 24 8,186 8,852 8,496 7.404 35.9 83.0 82.5 82.1
25 to 54 35,503 39,282 43,761 48,160 94.5 94.0 94.0 93.8
55 to 64 6,984 7,730 7,716 7,307 75.8 79.1 78.1 77.5
55 and over 1,906 2,058 2,082 2,135 21.7 21.2 20.0 19.3
_ Women, Total 37,087 39,219 41,699 43,669 46.4 45,0 45.6 45.9
.16 to 19 4,059 3,669 3,203 3,188 49.3 45.5 46.4 47.0
. 20\to 24 6,116 6,592 6,523 5,826 64.3 63.4 64.9  66.2
~25 bq\54 21,636 22,662 25,441 28,261 56.0 52.7 53.6 54.4
55 to€4 4,244 5,057 5,213 5,003 41.4 44 .7 45.4 45.8
65+and over 1,033 1,239 1,319 1,301 8.3 8.6 8.5 8.3

\
SOURCE: Bureau of Labor Statistics, Projections abridged from table in Monthly

k Labor Review, July 1973, page 4. Projections are now in process of

revision. The new projections of the labor force, published in the
Maxrch 1976 MLR, are 103,310,000 in 198C and 109,743,000 in 1985. RAge-

sex detail 1is not yet available.
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COMMENTS ON TABLE 8

The labor force distributions shown on this table
reflect a combination of trends in the population
and in the labor force participation rates for the
age and sex groups shown. Population changes are
the more important because of the abrupt and
substantial changes in the birth rate which have
occurred during the past 50 years--notably the
drop in the early 1930's, the very steep rise

in 1946-47, and the sudden sharp decline in
1971-72. During the next 15 years, the size of
the population in given age groups will of course
be reflecting these earlier sharp variations in
the birth rate.
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TABLE 8

Composition of the Labor Force, by Age and Sex
(percents)

Labor Force

Ages Actual Projections
1975 1980 1985 1990
100.0 100.0 100.0 100.0
Men, Total 60.9 61.5 61.3 61.2
16 to 19 5.4 4.6 3.7 3.5
20 to 24 8.6 8.7 7.9 6.6
25 to 54 37.5 38.6 40.6 42.8
55 to 64 7.4 7.6 7.2 6.5
65 and over 2.0 2.0 1.9 1.9
Women, Total 39.1 38.5 38.7 38.8
16 to 19 4,3 3.6 3.0 2.8
20 to 24 6.5 6.5 6.1 5.2
25 to 54 22.8 22.3 23.6 25.1
55 to 64 . 4.5 5.0 4.8 4.4
65 and over 1.1 1.2 1.2 1.2

SOURCE: Bureau of Labor Statistics, Projections
abridged from tahle in Monthly Labor Review,
July 1973, page 5.

NOTE: Component figures may not add tc totals
because of rounding.
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COMMENTS ON TABLE 9

The teenage populatien in 1977 will be reaching a
peak for many years to come. By 1990 it will have
declined by 3.4 million or 20 percent. Teenagers
as a percent of the population of labor force age
(16 and over) have already begun to decline. This
drop will be fairly slow for the next couple of
years, but will accelerate sharply after 1978 and
remain sharp until 1985. A renewed sharp downtrend
will occur in the late 1980's.

Since the demographers are expecting very little
change in teenage labor force participation over

the next 15 years, it is reasonable to expect

that the sharp drop in teenage population will also
mean a decline in the very high teenage unemployment
rates of recent years.
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TABLE 9

Teenage Population 16 - 19
and Total Population 16+,
1975 to 1990

(in thousands)

Total Teenage Percent
Population, . Teens
July 1 16+ 16 - 19 to Total
1975 155,589 16,784 10.8%
1976 158,081 16,917 10.7
1977 161,213 16,958 10.5
1978 163,060 16,917 10.4
1979 165,403 16,820 10.2
1980 167,660 16,682 9.9
1981 169,730 16,309 9.6
1982 171,575 15,807 9.2
1983 173,295 15,269 8.8
1984 174,905 14,706 8.4
1985 176,533 14,356 8.1
1986 178,227 14,307 8.0
1987 179,977 14,433 8.0
1988 181,240 14,360 7.9
1989 182,628 14,034 7.7
1990 183,744 13,558 7.4

SOURCE: Census Bureau, Population Estimates and
Projections, Current Population Reports,
Series P-25, No. 601, Issued October 1975.
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COMMENTS ON TABLE 10

This table shows that in 1975, unemployment
rates by sex were a little higher for women
than for men, and by race were substantially
higher for blacks than for whites. The white-
black differences were largest for teenage
girls, but smallest for women over 25. The
rates for black women were a little lower

than for black men,; but among adult whites

the reverse was true.
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White

|
i
i
|
i

Age‘Group\

16 years & over

16 to 19 -
16 and 17
18 and 19
20 to 24
25 to 54!

* 55 to 64

65 and erf

* Unemployment by Race’, Sex, and Age

10

16 years & over

16 to 19 .
16 and 17
18 and 19

20 to 24
25 to 54
55 to 64

1975

Both Sexes Males Females

Number Rate Number Rate Numbexr Rate
(000) (000) (000
6371 7.8 3597 7.2 2774 8.6
1406 17.9 781 18.3 625 17.4
650 19.5 365 19,7 285 19.2
756 16.7 416 17.2 340 16.1
1455 12.3 860 13.2 595 11.2
- 2918 5.9 1606 5.2 1312 7.1
457 4.5 264 4.1 193 5.1
135 5.1 86 5.0 49 5.3
Negfoes and othef Races

1458 13.9 787 13.7 671 14.0
347 36.9 176 35.4 171 38.5
139 39.0 74 39.4 65 38.9
207 35.4 101 32.4 - 106 38.3
1373 22.% 1199 22.9 174 22.5
659 10.0 360 10.0° 299 9.9
59 5.7 36 6.1 23 - 5.3
21 7.2 17 9.5 4 3.1

65 and over

.
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COMMENTS ON TABLE 11

#
The most significant point on this table is
that a substantial percentage of the unemployed
teenagers are seeking only part-time jobs. The
figures are monthly averages, and include the
summer vacation months when many teenagers are
looking for full-time work. The percentage
seeking part-time work during the school year,
therefeore, is somewhat higher than the figures
shown.

The year 1973 was included to show the situation
in a year of moderate unemployment. Unemployment
of full-time job seekers increases more in a
recession than that of part-time job seekers,

and therefore the percentage of part-time job
seekers is lower in 1975 than in 1973.
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TABLE 11 g

Uhemployed 16 - 24 Seeking Part-Time L
Work, as a Percent of Total Unemployed i

1975 : 1973
Seeking Percent Seeking Percent
Total Part—-Time Seeking Total Part-Time Seeking
Unenmployment Work . Part-Time Unemployed Work Part-Time
(000) (000) (000) : {000)
Total 16 - 24 - 3580 917 25.6 2211 679 30.7
16 to 19 1752 703 40.1 1226 545 44.5
16 and 17 790 484 61.3 628 395 2.9
18 and 19 %963 . 219 22,7 598 149 24.9
20 to 24 1828 & 214 11.7 985 134 13.6
White -
Total 16 - 24 ‘ 2861 766 26.8 1697 557 . 32.8
16 to 19 1406 584 41.5 951 447 47.0
20 to 24 ) 1455 182 12.5 746 110 : 14.7
Negroes and other Races
Total 16 to 24 720 151 21.0 514 122 23.7
- 16 to 19 347 11¢ 34.3 275 58 35.86
20 to 24 373 32 8.6 239 ] 24 - 10.6
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MINIMUM WAGES AND TEENAGE UNEMPLOYMENT

Background Information

Throughout the post World War II period, the teenage
unemployment rate has been more than double the unemployment
rate for all workers; in recent years, it has been around 3 times
the total rate. During the recent recession, the teenage
unemployment rate reached a high of 20.7 percent in June and
August 1975, declining to 19.1 percent as of March 1976; the
unempleoyment rate for all workers has declined from a peak of
8.9 perceant to 7.5 percent. Official unemployment figures do
not include persons who want jobs but are discouraged by the lack
of job prospects. If these had been included, the teenage rate
would have been about 1% percentage points higher in 1975 and early
1976.

Although analyti

the effect

T

the weight of the evidence, as well as economic theory, suggests

that minimum wages are a factor of significance in teenage unemployment.

Compared with older workers, teenagers tend to have fewer skills,

to make more mistakes on the job, and to require closer supervisiocn
and training. Because of the rapid job turnover of young people,
employers are cften unable to benefit from expenditures they make

on training teenagers. Thus, unless they are permitted to pay wages
which reflect the relatively low productivity and low job attachment
of teenage workers, employers are likely to decide not to hire such
workers. o

Because there are only limited job opportunities available to

“them, black teenagers are placed at a special disadvantage by any

reduction in jobs resulting from minimum wage requirements. Many

black teenagers are concentrated in inner city locations which industries

have been leaving. The unemployment rate for black and other nonwhite
teenagers has recently been about 35 to 40 percent compared with rates
of 15 to 20 percent for white teenagers. =/ Thus, it appears that

black teenagers are among the major victi
legislation.

1/ U.S. Department of Labor, Employment and Earnings (February
1976), pp. 41, 42, 45.
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As a result of the 1966 and 1974 amendments to the Fair
Labor Standards Act, many more teenage workers are now covered
by minimum wage legislation than was the case in the past. Of
particular importance in this respect has been the extension of
minimum wage coverage to large numbers of service industry and
retail trade workers. In January 1976, retail trade and service
workers accounted for more than a third of the total persons aged
16 to 19 years who were employed. ./ (Table II)

In the case of the categories of workers who were covered
by minimum wage legislation prior to 1966, the minimum wage rose
from $1.40 an hour in 1967 to $2.30 an hour begiuning January 1,
1976. For these workers, the rise in the minimum wage has been
roughly the same as the increase in average hourly earnings in the
private economy. In the case of farm workers and nonfarm workers
who have recently come under the coverage of the minimum wage
legislation, the legal minimum wage rate has been somewhat lower
than the rate for workers who were subject to minimum wage legisla-
tion prior to 1966. However, by January 1, 1978, each of the
various groups will be subject to the $2.30 per hour minimum rate,. 2/
Since average hourly earnings in trade and service arce voughly
15 percent below the general average, the impact of a uniform
minimum wage is greater in these industries. The impact is also
relatively greater in lower-wage regions, notably the South.

Despite the evidence of some adverse effects of minimum wages
on teenage unemployment, the labor unions are strong supporters
of minimum wage legislation. The unions generally support as broad
coverage for minimum wage legislation as possible and oppose special
exemptions for young people. The unions take the position that
exemptions from minimum wage levels are merely a form of wage cutting,
taking jobs from adult workers.

Indexing of Minimum Wages

There has recently been some discussion of the merits of indexing
minimum wage rates. 3/ If an indexing procedure were adopted, minimum
wage rates would probably be adjusted more frequently than has been the
case in the past. Indexing might result in minimum wages being maintained

1/ Employment and Earnings, p. 53.
g/,U.St,Department of Commerce, Statistical Abstract of the United
States 1975, p. 369.

3/ See the memorandum of April 19, 1976, regarding legislative T

proposals to index winimum wages from Secretary W.J. Usery, Jr.,
to the Executive Committee of the Economic Policy Board.
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at higher real levels and at higher levels relative to average wage
rates than would otherwise be the case.

The effects of indexing minimum wages on employment of course
would vary depending upon the particular indexing procedure adopted.
To the extent that it resulted in higher real minimum wage rates
over a period of time, however, indexing would tend to cause higher
levels of unemployment for teenagers and other marginal workers.
Indexing, moreover, could have the effect of preventing increases
in the general level of prices and wages from correcting, even for
short periods of time, the distortions in the relative wages paid to
workers of differing productivity levels that result from the imposi-
tion of minimum wage rates.

Research Results

Tn the past decade, there have been a number of studies of the
impact of minimum wage legislation on teenage unemployment. A study
published in 1970 by the Bureau of Labor Statistics (BLS) indicated
that: (1) It is difficult to separate the effects of minimum
wage legislation from the numerous other factors affecting teenage
unewployment, (2) minimum wage legislation did not appear to be a
major cause of teenage unemployment in the postwar period and (3)
minimum wage legislation appeared to have its principal adverse
impact on the employment of teenagers in the case of younger teenagers
(those aged 16-17 years), black teenagers, and teenagers living outside
of large cities. 1/

At the QMQ-
covered by min

-keu, fewer teenagers were
the case. Also,

the study notes %y e 3 - by the BLS analysis,
Federal manpower p grams ma7 have partly offset the adverse effects of
minimum wages on teenage employment. 2/

The BLS study notes that, under the Fair Labor Standards Act,
"establishments holding full-time student certificates have the legal
authority to hire youth at 85 percent of the minimum wage.'" Based on
surveys of employers, the study concluded that "Apparently for some
employers at least a 15-percent 'discount' was not enough to Bffﬁéf
the poorer quality of student help.” 3/

1/ Thomas W. Gavett, "Youth Unemployment and Minimum Wages,"
Monthly Labor Review (March 1970), pp. 3-12. This article is short
version of Youth Unemployment and Minimum Wages, Bulletin 1657,
U.S. Department of Labor, Bureau of Labor Statistics, 1970,

2/ 1bid., p. 11.
3/ 1bid. p. 7.
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Several more recent studies have shown that minimum wage
legislation has been an important contributor to the high levels of -
teenage unemployment. For example, according to a doctoral disser-
tation sponsored by the Manpower Administration of the Department
of Labor, "The minimum wage has been an important factor in increasing
teenage unemployment. Based on the number of jobs at various wage
levels covered by the minimum wage and reasonable estimates of the
elasticity of demand for labor, one would expect a permanent increase
in the minimum wage from $1.60 to $2.00, maintained at the same real
level, to increase the overall unemployment rate by something like
.5 percentage points, with a far greater impact on teenagers."

"A reasonable decrease in the minimum wage of about 15 to 20 percent
might decrease the unemployment rate for teenagers by something like
two percentage points." 1/

Another study concerning teenage unemployment concludes that
"...the unemployment effects associated with increases in the minimum
wage are substantial, are felt in their maximum impact after only a
relatively short period of time and persist for a considerable period
of time." 2/

In its 1975 report, the Council of Economic Advisers took
note of the distorting effects that minimum wage requirements have
on teenage unemployment. According to the Council, "Some adults, but
more teenagers, do not have the skills to command a wage that equals
or exceeds this minimum cost of employment for other than peak periods
of demand in the business of a particular firm. The knowledge that
some job openings exist at the minimum wage may encourage some to
continue searching, thus adding to the number of unemployed. Others
may drop out of the labor force altogether. Since the minimum wage
reduces wage differentiation among workers, it will geénerate a greater
decline in employment for the less skilled and for those subject to
discrimination in the labor market. These effects explain part of

the substantially higher unemploymént rate for teenagers compared to
adults and for black teenagers compared to white teenagers." 3/

The Council also noted that "The minimum wage may also have a
more insidious long-run effect on the careers of youths, particularly
teenagers out of school. Traditionally, on-the-job training has
done much to improve skills., Such job training may be unprofitable
for employers if they must pay higher minimum wage rates. The youths
who suffer most would be precisely those who might need the most help--
youths with little schooling and greater learning difficulties and
those subject to discrimination." 4/

1/ Alan Aron Fisher, The Problem of Teenage Unemployment, Ph.D Disser
tation, Univ. of California, (Berkely, 1973), pp. 2-3. /ff
2/ Douglas K. Adie, "The Lag in Effect of Minimum Wages on Teenage {;
Unemployment," Proceedings of the 24th Annual Winter Meeting, ;
Industrial Relations Research Assoc. (New Orleans, 1971, pp- 4546
3/ Economic Report of the President (Feb. 1975), pp. 90-91.
4/ 1bid., p. 107 -
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While these various studies do not contend that the elimination
of minimum wage legislation would cause unemployment rates for
teenagers to fall to the levels for workers as a whole, the studies
do indicate that minimum wage legislation contributes to teenage
unemployment. Thus, policymakers should give careful consideration
to this matter. .

Issue Paper

In view of the evidence that minimum wage legislation contributes
to teenage unemployment, it may be advisable to have an issue paper
prepared on this topic for future consideration by the Policy Board.

The Department of Labor would probably have to play the leading role
in the preparation of such a paper. However, the Department of Commerce
could participate in the work.

B e

Among the topics that the issue paper probably ought to treat are
the following:

(1) The likely impacts of a reduction in the minimum wage ‘
rate on the employment of teenagers in general and on !
the employment of the various categories of teenagers |
(e.g., the impacts on teenagers of various races and .
in various locations). :

(2) Any adverse effects that a reduction in the minimum wage
rate for teenagers would have on the employment of older
workers in general and on the employment of various
categories of older workers (e.g., the effects on workers
who are union members, workers who live in areas which
are especially hard hit by unemployment, and workers

who are employed by industries for which unemployment
rates are unusually high).

(3;mmThé'éb§ropriate age group for a reduced minimum wage rate.

(4) The appropriate level for the minimum wage rate for
young people. &

(5) Administrative problems that might arise if there were
different minimum wage requirements for younger and older
workers.

(6) Policy changes, other than a reduction in minimum wage
rates for teenagers, which could be adopted in order to |
reduce the costs of employing young people without /<X’FF;\\_ '
providing windfall gains to existing employers of young /™. <\
people. & ‘



Table 1

Selected Employment Statistics for 1975

Type of Data

Total Employment (Millions)

Total Unemployment (Millions)

Unemployment Rates (Percent):
All Persons
White
Black and Other Races

Persons
Aged 16-19
Years

7.0

1.8

Source: U.S. Department of Labor, Monthly Labor Review

(April 1976), pp. 68, 70

Total

Population

84.4

7.8
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Table IL
Principal Occupations of Teenage Workers
Occupation ' Number of Persons Aged
16~19 Years Employed in
January 1976
(1,000's)

Service Workers ‘ 1927

Food Scrvice Workers 1039
Clerical Workers 1324
Nonfarm Laborers ) ‘ ' 788
Operatives, Except Transport 703
Szles Workers : 504

Retail Trade : 527
Craft and Kindred Workers 340

All Occupations 1/ 6,353
l/ Includes occupations not listed above.
Source: U.S. Department of Labor, Employment and Earnings
(FPebruary 1976), p. 53.
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CEA Comments on DCL paper: '"Mininum Wage Youth
Differential" (May 1976)

(1) Cover Memo

Although we can agree with the cover letter that "Many factors
other than the minimum wage tend to increase unemployment among teenagers,"
this is not relevant to the issue at hand. If there are five causal
factors, no matter which one we examine, there are always four othexr
causal factors. The relevant question is: Is there a factor that
decreases youth employment opportunities that can be corrected by
public policy without creating additioneal inefficiencies or a new
public program or agency? Given the nature of most teenage unemploy-
ment, no one policy could (or should) bring the teenage unemplcyment
rate down tc that for adult men. The question is whether a tecnage
differential in the minimum wage can create more job opportunities
than currently exist.

(2) Review of the Litgyature

The brief DOL summary of six studies focusing on the employment
impact of minimum wage rates (Tab A) concludes " to date there is
no clearcut evidence of the effects of the minimum wage on teenage
employment. Each of the studies contains evidence that the
minimum wage has caused disemployment for some groups of teenagers
but the results are not consistent for all tdenage groups." This
conclusion does not follow from the research results reported in the

DOL literature review. 2Although estimates of the magnitude of the
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disemployment effect may vary, the preponderant evidence is that
the disemployment effect exists, particularly for 16-19 year olds.
Table 1 summarizes the partial effects of the minimum wage on
teenage employment reported in Tab A of the DOL memo for six studies
and a seventh study (Kosters and Welch). Although a few positive
coefficients emerge, the coefficients are predominantly negative and
generally significant. If the minimum wage had no net effect, positive
and negative coefficients should be equally represented. Of the
coefficients reported in Table 1 from the six studies cited by DOL
for all teenagers and white teenagers, 22 are negative and significant,
eight are negative but not significant, two are positive but not signi-
ficant, and one is positive and significant. If positive and negative
coefficients were equally likely, the probability of obtaining three or
fewer positive coefficients out of a total of 33 is approximately zero.
This is strengthened if we include the Kosters-Welch finding. Hence,
the empirical studies DOL cites provide a high degree of confidence that
there is a negative effect of the minimum wage on teenage employment.
The coefficients are less significant (although still negative)
for those 14 to 15 years compared to youths 16 to 19. This is not
surprising since the sample size of employed 14 and 15 year olds is
much smaller and other factors, including child labor laws and minimum

schooling laws limit their employment opportunities. Because of this

-

other legislation, many emploved 14 to 15 year olds would be in the
uncovered sectors (newspaper delivery, babysitting, running errands,

etc.) even if the minimum wage rate were lowered.

s
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Table 1. Signs of the partial effect of the Federal minimum wage on
teenage employment (ages 16-19 unless otherwise noted)=

White Non-White
Negative Positive Negative Pogitive
Not Not Not Not
Signi- signi- signi- Signi- Signi- signi- signi- Signi-
ficant ficant ficant ficant ficant ficant ficant ficant
1. Kaitz 3 0 1 0 0 1 3 0
2. Hashimoto ,
& Mincer 1 1 0 0 1 1 0 0
3. Kelly (1975) 3 1 0 0 1 2 1 0
2/
4. Kelly— (a) 4 0 0 0 - J— - —_—
(1976) (b) 3 0 1 6] - -~ - ——
2
5. Welch“/
Time series
(a) 14-19° 0] 4 0 0 - — — _—
(b) 16-1° 3 1 0 0 —— - - ——
(c) Cross-
section
14-19 2 1 0 1 - ~— - -
6. Welch &
Cunningham;/ 3 0 0 0 - —_— —_— —_—
7. ZXosters &
Welch?/ 2 0 0 0 2 0 0 0
(normal
employment)

1/ TFor the six studies used in the DOL paper and Kosters and Welch
AER 1972,

2/ Regressions are for all teenagers, not done separately by race.



ong black toenagers, the results reported by DOL are weaker,
but are predominantly negative, a higher minimum wage is associated
with less employment. A lower level of statistical significance for
blacks is to be expected since a black teenage populatidn one-ninth
of the white population implies tha£ the standard error for blacks
would be about three times larger, and hence the t-ratio one-third
the size for whites. Only the Kaitz study (1970) finds more positive
than negative cocfficients for black teenagers,; but none are statis-
tically significant and his regreszions for white teenagers and all
teenagers show negative effects. Subseguent resecarchers have found
negative effects for black teenagers.

In summary, even though there is some ambiguity in the results
for black teenagers (about 15 percent of all teenagers), the analyses
reported by DOL for all teenagers and white teenagers show significant
negative effects of the minimum wage on teenage employment. The papers
by Hashimoto and Mincer and by Welch (reply to Shiskin) suggest an
employment elasticity of 0.2 may be a "best estimate" of the medium
term effect of a youth differential in the minimum wage. This means
that a 15 percent youth differential (currently 35 cents per hour) would

increase teenage employment by 3 percent, or about 225,000 jobs.

(3) Other Factors Effecting Teenage Employment

Tab B briefly outlines several factors that have limited youth
employment opportunities including child Tabor laws, compulsory schooling
laws, and emplover reluctance to hire teenagers because of insufficient
training, a belief that they are unreliable and the draft (no longer
relevant). However, Tab B fails to mention that minimum wage legiglgtion

places an additional constraint on employers willing to legally hireg4

A
¥

teenagers in spite of these other constraints.,



In addition, the minimum wage reduces the incentive to hire
workers with little training. If a worker is worth $2.50 per hour to
the employer after a six month training period during which the worke
is worth only $1.75 per hour, a $2.30 per hour minimun wage will
discourage the fira from hiring an untrained worker. The firm may
give lack of training as the reason for not hiring the worker, yet the
fundamental cause is the minimum wage.

Similarly, Tab B attributes tecenage unemployment in the inner city
to the population movement off the farm to urban areas and the exit from the
inner city to the suburbs of job opportunities requiring little skill.
However, while these factors would be responsible for a slower rise over
time in the demand for youth labor (and hence earnings) in the inner
city compared to the subuibs, the minimum wage accelervates a decline
in relative legal teenage employment in the inner city. Inner city
employers cannot compensate for the higher costs of deing business,
or make full use of a large labor pool since the minimum wage places
a floor under wage rates.

The DOL memo concludes Tab B by noting that it would take time
for employers to adjust to a teenage differential. This is not an

argument against a teenage differential. Rather, it implies that one
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should not expect large instantaneoqs employment increases. In

additioﬁ\it raises the issue of employer's perception of the permanence

of the differential. If employers believe a differential is temporary

or is a special program they are less likely to adjust their employment

and methods of operation to that imélied by a long-term youth differential.
It is in part for this reason that the DOL employment exemption certificate
program is less likely to generate job opportunities for student

teenagers than a legislated national policy of a yvouth differential.

(4) Minimum Wage Coverage

Since 1961 Federal minimum wage coverage has been extended fiom
62 percent of private nconsupervisory employees to about 85 percent in
1976. Most of the increase in the last 15 years has been in the youth
intensive service industries (including retail trade) and agriculture.
Under current legislation coverage can be expected to expand as
smaller retail establishments (measured in real dollars) are covered
by the legislation. The expansion of coverage has pushed youths into
the shrinking noncovered sector.l

In Tab C (summarized in Table 2) DOL outlines the exemptions

to the minimum wage and provisions for sub-minimum wages, some of which

1/ See, for example, Welch, Economic Inquiry 1974, Brozen, Journal of
Law and Economics 1962. A&lso, using the 1960 and 1970 Census of
Population data regressions computed by the CEA indicated that, holding
overall occupational growth constant, teenage employment grew more
rapidly in sectors not covered by the minimum wage in 1970.




Table 2.
and DOL certificationl/
Minimum
Program wage
1. Sectors not covered No minimum.

-7

Participants

(1975)

8 million, of whom
about 1 million are
teenagers.

Exemptions from the Federal minimum wage - under legislation

Discussion

Nonsupervisory workers

exempt from the minimum wage

are nearly all in the
private sector, of whom
5 million are in small
retail trade and service
occupations.

Tip credit

Credit up to
50 percent of
applicable
minimum wage.

720,000 hotel &
restaurant workers
qualify, of whom
135,000 are teen-
agers.

For hotel, restaurant

and trangportation workers
(cab drivers, porters) for
tips actually received.

3. Student learner Must pay at 17,000 For teenagers in a bona
program {(Sec. least 75 per- fide training program who
14, FLSA) cent of the work part-time.

minimum,

4. Full-time student Must pay at 515,000 For retail and service
program (Sec. 14, least 85 per- (over 60 percent establishments, agri-
FLSA) cent of the employed in colleges) culture and colleges

minireum, employing their own
students.

5. Disabled (Sec. 14, - 177,000
FLSA) (of which

131,000 are in
sheltered work-
shops)
-
1/ 7Total number of workers effected at least some time during the vear.

Source: Employment Standards Administration

Department of Labor.
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are targeted on youths. Employers must .devote time and other resources
each year to apply for student exemptions, there are limits on the extent
of sub-minimum employment and given the ad hoc nature of the process the
permanence of the student sub-minimum is also uncertain.

No special sub-minimums exist for out-of-school youths. Yet, youths
not enrolled in school have higher rates of unemployment than students.i/
(5) Summary

The research results reported in the>DOL paper "Minimum Wage
Youth Differential" indicate that increases in the minimum wage are
associated with decreased employment for teenagers, even though the
exact magnitude of the decrease (elasticity) is still uncertain.

(A "best estimate"” of the elasticity is 0.2.)

The Department of Labor is apparently not adverse to the principle
of a youth sub-minimum. In the report "Workers Certification Under
Section 14 of the FLSA" (1976), DOL wrote (p. 33) concerning the
Full-Time Student Exemption Program:

"In view of the high unemployment rate among students, the

continued need to provide employers with sufficient incentive

to employ young workers, and the reliance of an ever increasing

number of employers on this rather limited sub-minimum wage

allowance, it is the recommendation of the Secretary of ILabor

that the provisions for sub-minimum wage employment of full-time

students be retained.'

1/ Data on employment status by schooling enrollment status are available
Shly for October of each year. In October 1974, 16-19 year olds enrolled
in school had an unemployment rate of 15.4 percent compared to 17;2 -percent
for those not in school. e
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However, out-of-school teenagers élso have high rates of
unemployment, and low rates of labor force participation\in part due
to scanty job opportunities.

If a youth differential were formalized as a permanent feature
of the minimum wage system, the costly and uncertain exemption
certificate system could be discarded. In addition to expanding
job opportunities for teenagers it would further the Administration's

efforts to have lesg government regulation and paperwork for private

firms.
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COUNTERCYCLICAL JOB CREATION EXPERIMENTATION

Background

The period of the 1974-75 recession was marked by
considerable debate about the merits of various "job
creation" programs to provide quick acting employment
opportunities for those thrown out of work because of
the recession. At various times, expanded public service
employment, public works programs, employment tax credits,
civilian conservation corps, and "employer of last resort®
schemes were proposed in the Congress and elsewhere.

The Administration took the position that the private
sector ultimately must be relied upon for creation of
permanent jobs, and that short term hardship was best dealt
with by means of the unemployment insurance system and
welfare programs. Nevertheless, the period was marked by .
the enactment of several PSE and expanded public works
initiatives none of which was very substantial. The total
array of initiatives was not related to any coherent rationale.
Some evidence is available from this and previous experiences-
from which inferences might be drawn as to the advantages
and disadvantages of the various approaches to alleviate
cyclical unemployment. However, no very systematic evalua-
tion efforts were undertaken in connection with these
initiatives as to their countercyclical usefulness. More
“information exists about the merits -of various approaches
to deal with structural unemployment problems, but the
problems are very different.

It is reasonable to expect that the economy will
again at some time in the future experience a recession.
Therefore, it would be useful for the government to be in a
position to select the most productive programs with some
notion of their likely impact.

Objective

To undertake a series of carefully controlled experi-
ments with respect to various proposals for direct federal
intervention to create jobs so that the characteristics of
such programs may be understood better if and when they are



considered as major government 1n1t1at1ves agaln.. Such
characteristics might include: :

® Cost-effectiveness in creating jobs
- Net cost per job created

- Number of jObS created, short-term and
long-term

-  Magnitude of substitution effect

- Social productiveness of jobs created,
including the usefulness of 'any training
component

° Economic and administrative time lags involved:

period of time elapsed between Congressional

appropriation and entry onto the payroll of the

program. .

® Differential effects on various demographlc
groups, occupations, etc.

- Financial status of persons employed
- . Unemployment status of persons employed

- Age, seX, racial characteristics of persons
employed _

° Problems in terminating
- : . What happened to participants afterward?

-  What pressures to continue?

Types of Programs To Be Investigated

Public Service Employment: Title VI of CETA represen-
ted a major effort by the Federal government to use PSE as
a countercyclical tool. Careful evaluation of the results
of the Title VI program should indicate areas in which
the above questions were insufficiently addressed, thus
pointing the way toward the need for further experimentation.

Fd




Public Works Programs: Additional appropriations
were made available to the Economic Development Administra-
tion of the Department of Commerce. The same kind of post
hoc evaluation of this program should identify areas 1n
which further experimentation is needed.

Employment Tax Credit: No general program of this
sort has been undertaken. Certain aspects of the WIN
program, as expanded by the Tax Reduction Act of 1975, might
provide some guidance as to how an experimental tax credit
program might be structured in order to yield the most
useful information.

Employer of Last Resort: No such program has been
undertaken, and the idea is vaque. However, a suitable
experiment might be mounted in a limited geographic area
with some kind of residency requirement to preclude an
incentive for substantial immigration.

Pitfalls

, (1) “"Hawthorne Effect". The fact that a locality or a
firm has been selected for the experiment might bias results
in favor of greater efficiency, less delay, and more cost
effective jOb results.

(2) leflculty of isolating the exgerlement. Modern
economic activity is not easily isolated to a locality,
state, or, indeed, nation. A successful experiement would
require imaginative measures in order to isolate the experi-
mental situation from exogenous economic developments.

(3) Proliferation problem. The political process
shows a marked tendency to insist on a proliferation of
the number of communities, states, or firms eligible for
any kind of Federal resources. However, the tendency for
this to occur might be lessened by careful preconsultation
with key members of Congress.

(4) Resistance to exprimentation. Governmental
experiments in the past have on occasion met with strong
resistance from organized groups who objected to serving
as "guinea pigs."
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Next Steps

(1) -Available literature should be reviewed carefully

to determine the key issues-which remain open with respect
to the various program possibilities.

(2) Experimental‘design'should be sketched out and
preliminary dollar estimates developed.





