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COUNCIL OF ECONOMIC ADVISERS
WASHINGTON

ALAN GREENSPAN, Crairman
PAUJL W. MacAVOY

BURTON G. MALKIEL August 31, 1976

MEMORANDUM FOR THE EXECUTIVE COMMITTEE OF
THE ECONOMIC POLICY BOARD

Subject: Policies to Deal with Structural and Induced
Unemployment

At last week's EPB meeting the discussion focused on the
issues of targeting CETA funds under Titles II and VI to
the long-term unemployed, that is, to workers who had exhausted
their unemployment insurance benefits and youth who have been
unemployed for a long duration. At the September 1lst meeting
of the EPB we will focus on the remaining three issues covered
in our memorandum of August 20, 1976.

Issue 2 ~-- Youth Unemployment

This issue 1is concerned with alternative means of expanding
employment opportunities for youths through a reduction in the
barriers to employment created by other government policies.

Policy Recommendations

1. Propose a youth differential in the minimum wage or
exempting the earnings of youths paid near the minimum wage
from pavroll taxes.

2. Establish an inter-agency group to work with the
Department of Labor for expanding experimentation with exemptions
to the minimum wage within the current FLSA framework.

2. Reguest that the Commission on Paperwork undertake
a study of the impact of the paperwork burdens on the summer
~employment of youths, and consider ameliorative policies.
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Issue 3 —-- Unemployment Compensation System

This issue is concerned with the increase in the unemploy-
ment rate induced by the current regular state unemployment
compensation system.

Policy Recommendations

1. Require states to increase the extent of experience
rating of firms in the unemployment compensation tax.

2. Treat unemployment compensation benefits as if they
were labor market earnings in the Federal income tax and for
the determination of social security benefits for retirees
receiving both benefits.,

Issue 4 —-- Reducing Barriers to Occupational and
Geographic Mobility

This issue is concerned with expanding productive job
opportunities by reducing barriers to mobility that result
in a less efficient utilization of labor resources. Reducing
these barriers would lower frictional and structural unemployment.

Policy Recommendation

1. Establish a task force to examine:

(a) The extent to which Federal and state occupational
licensing laws and other regulations can be
modified to provide a more efficient utilization
of labor resources.

(b) The effect on employment of Federal efforts to
reduce discrimination in the public and private
sectors of the economy.

(c} Federal programs that are intended to facilitate
geographic and job mobility.

Gec B\

| Barry Chiswick Burton G. Malkiel



THE WHITE HOUSE

WASHINGTON

August 21, 1976

MEMORANDUM FOR THE ECONOMIC POLICY BOARD
EXECUTIVE COMMITTEE

FROM: ROGER B. PORTER A4
SUBJECT: Policies to Cope with Structural and Induced
_ Unemployment

Last May, at the request of the EPB Executive Committee, the
Council of Economic Advisers prepared a paper on a “"Profile

of the Unemployed." Since the discussion of that paper last
spring, several Executive Committee members have expressed an
interest in exploring policy alternatives to address structural
and induced unemployment.

Burt Malkiel and Barry Chiswick of the CEA have prepared an
options paper on "Policies to Cope with Structural and Induced
Unemployment" which is attached. This paper is scheduled for
discussion at the Tuesday, August 24, EPB Executive Committee

t, . 4 H
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MEMORANDUM TO EPB EXECﬁTIVE COMMITTEE

FROM: Barry R. Chiswick and Burton G. Malkiel

.
-

SUBJECT: Policies to Cope with Structural and Induced Unemployment

The Nature of Unemployment

There is a popular 'misconception, all too often reinforced by misguided‘
public policy, that if 7-1/2 million Americans are unemployed on averagé in a
year, it is the saﬁe 7=1/2 millioﬁ persons who are unemployed throughout
the year. In fact, most unemployment is of relatively shért duration. Thé
situation is moré like having 25 ﬁillion Americans unemployed for some part
of the year with the typical duration of uﬁemp;Oyment'heing somethingvlike
2 fo 8 weeks. This is why the Administration generally has not favoréd
public service employment or public works programs. Such programs ére
not a solution for the proplem of short duration uﬁemployment. Indeed, by
taking workers out of the job search procéss, théy may actually inhibit the
finding and acceptance of productive private seétor emplqymenf.
wg must not, however, be misled by aéeraées. There is, to be sure,
considerable iong duration unemployment at the present time. For example,
while only 32 percent of the unemployed in July 1976 were out of work for
15 weeks or longer, 17 percent were unemployed for 27 weeks or longer. It
is this group that suffers the most serjious hardship from unemgloyment and
o to which public policy must be especially concerned. And some demographic
groués have relatively high rates of unemployment. Although the unemployment

rate in July was 7.8 percent, it was 16.3 percent for white teenagers and

34.1 percent for black teenagers.
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Some of the unemployment in our economy is "frictional,” that is,

arising from normal economic change -- the growth or decline of firms,

changing productive techniques, labor force entry and the search for

"better wages and &orkinéiéonditions. ‘Some unemployment is “cyclical,"

a result of the recent recession. Another part might be considered "induced."

)
The availability of unemployment benefits, including long duration benefits, and

the difficulty of effectively enforcing a work test may have induced some to be

unemployed who otherwise might have been employed or dropped out of the

labor force; Finélly, some unemploymentvis "structural,” that is, resulting

-from a lack of training, the obsolescence of a skill, old age, geographic

-mismatches of jobs and workers, or artificial barriers to wage rate adjustments.

The available data do not allow us to distinguish among the different

éypes of unemployment. We do, however, have a breakﬂowh of the demographic

characteristics of the unemployed. Older workers are more likely to be

unemployed for é 1on§ duration'than workers age 25 to 54. While it is
true the very high youth unemployment rates are largely the result of

a very high incidence of short duration unemployment, thé considerable
amount of long duration unemployment among youths, especially black youths,

is clearly an important policy concern.

This paper sets out several issues concerning structural and induced
unemployment. Issue (1) is related to the more immediate Presidential
decision regarding the extension of public service jobs under CETA Title VI.

It discusses limiting CETA PSE jobs to unemployment insurance exhaustees.
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Issues (2) to (4) are concerned with more long~term policy decisions to
increase employment opportunities and reduce the unemployment rate. Alter-
native means of reducing the minimum wage barrier to youth employment aré
-discussed in issue (2). ‘Unemployment induced by the present unemployment
insurance system and ame%iorative policies are considered in issue (3),

while issue (4) is concerned with identifying means of reduding barriers

to occupational and geographic mobility.

-—avim.. s -
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Presidential Decisions

In early June, the EPB presented to the President a discussion of
several employment related bills. At that time, he decided to hold to the
policy of pha;ingvout the“CEfA-Title VI (emegency employment) public
service jobs, as there was continuing improvement in the economy. However,
from May to July, although employment increased by 210,000,‘unemployment‘
increased by 560,000, and the unemployment rate increased by 0.5 percentage.
point, Thi; has heightened concern for the pace of improvement in job |
opportunitfés and in the unemploymenf situation.

The most imﬁédiate issue coming before the President is likely
to be his position on the bill (H.R. 12987) to reauth&rize Title VI of"
CETA, emergency public service jobs. Hoqse-Senate Conference is
scheduled for August 24-25. The Senate version is a doubling of the
progrém size to 520,000 slots. It would convert current slots as they
become vacant, plus all new slots, to time-limited projects reserved . for
persons unemployed 15 weeks or longer or vhp have exhaustéd UI entitlement
and who have family income below'$6,700.l/ The House version is_a "such
sum#“ reauthorization of the present design with technical amendments, one
of which (allowing lg percent vs. the present 10 percent of the grant to be

used for non-wage costs) could reduce the total number of jobs funded.

Current informal indications are that the Conference will come out close

1/ When the President proposed the emergency CETA PSE expansion in October
1974, he requested that the slots be reserved for unemployment insurance
exhaustees. At that time, there was little Congressional sympathy for

this requirement. With the change in economic circumstances, the Senate
action indicates that such a proposal may have more support at this time.
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to the House version and that there is a possibility tﬁaf the total

slot size which the report will suggest might not exceed the current
260,000. Within the next two weeks thgrefore there could be a Conference
bill before the Presideng, and if that becomes law, a 1977 supplemental’’.

appropriation bill of somewhere between $700 million and $2.8 billion

shortly thereafter. - '

Issue (1) discusses the CETA PSE proqram and a means of targeting

it to the long-term unemployed.
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Issue 1 -~ long Duration Unemployment

Policy Recommendation

1. Reserve PSE job slots (CETA Titles II; V1) for persons with work

experience who have exhausted their unemployment insurance entitlement.

P

2. ‘Reserve CETA PSE job slots not filled for youths W%Fh long-term

unemployment.

3. Target more of the CETA Title I training funds to UI exhaustees.

Discussion .

Although most unemployment 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 uﬁemploymenf 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 ﬁneﬁéloyﬁent.lasting
at iéast'39 weeks, 157,000 (0.2 percent) reported 65 week; or more and
79,000 (0.1 percent of the labor force) reportéd 99 weeks or more.

with the economic recovery there has been a sharp decliné in long
duration unemployment. Aftér reaching a peak of 3.3 percent in December
1975, the long duration unemployment fate (those unemployed 15 weeks or
longer as a percent of the labor force) has declined to 2.4 percent in
July. In the coming months there will be a coptinuéd economic recovery

and a continued gradual termination of very long duration unemployment

-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.

?he nature and‘magnitude of any persigting long duration unemployment
problem as the economy continues to recovgr’from the recent recession are

[
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unclear. It is not likely to be skill specific, but it may be somewhat

regional if the automobile industry lags behind the rest of tﬁe economy.
Far more likely, however, it will not be concentrated éﬁ the basis.of
occupation, industry or feéion, but may be experienced throughout the
country by individual older workers with few skills or obsolete skllls,

- 8

:and little incentive for retraining. o ' s

It is someti;es believed that public service employment is a usefui
remedy for this loﬁg duration unémployment. However,'based on the
characteristics of persons élaced in CETA funded PSE job slofs, it
wonld appear that the current program is not addressing the problem
of the long-term or hardcore unemployedgj’Rathei, it appears that
- state and local governments tend to select persons with favorable
employment characteristics ~- they tend to bekprime age, male, and at
least high school graduates (Table 1). In addition, théy ére not parti-
cularly handicapped in finding employment because éf a physical disability,
criminal record or limited knowledge of Englishgal Only 13 percent Qere
receiving unemployment insurance benefits: prior to startiﬁg PSE employment.
This suggests that if they had in fact been unemployed it was either
voluntary or 6f_a very short duratiﬁn. 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 éurrent economic
expansion.

One policy to aid unemployment compen;ation exhaustees Qou}d be to

limit PSE job slots to persons who had exhausted their entire entitlement,

1/ Persons whose public employment was created because of the PSE funding
need not be the same persons the prime sponsors report as being in PSE job slots.

2/ Of the CETA Titles II and VI participants from July 1975 to December
1975, 3 percent were physically handicapped, 3 percent were offenders and
4 percent had a limited Cnglish speaking ability.

2.
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Table 1. Characteristics®of Participants in CETA Titles II and VI and
the Unemployed, Fiscal Year 1975 (percent)

CETA u.s.

Characteristics ' + Title II Title VI unemployed
P 4 e ——
' )
. Total ‘ - , - 100.0 100.0 100.0
Sex: N o ,
Men 65.8 70.2 54.9
Women _ . ’ 34.2 29.8 45.1
Age: _ N i . )
Under 22 years 23.7 - 21.4 34.8
22 to 44 years ' 62.9 . 64.8 46.0
45 years and over 13.4 . 13.8 . 19.1
Education: .
8 years and under : _ 9.4. 8.4 15.1
9 to 11 years 18.3 18.2 28.9
12 years and over 72.3 - 73.3 . '56.0
Race: : -
White 65.1 71.1 81.1
- Black 21.8 22.9 .
American Indian ~ 1.0 1.1 18.9
- Other c - 12.1 4.9
Spanish speaking . 16e.) 12.9 6.5
Limited English-speaking ability 8.0 4.6 -
Veterans:
Special Vietnam erxa 11.3 12.5 7.5
14.6 9.4

Other ) . 12.6.

Source: Employment and Training Report of the President, 1976.
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including Federal Supplemental Benef;ts.l/ Since this would be a temporary
measure, not a permanent haven for the "unemployables," these jobs should
have a finite duration (e.g., one year or 18 months). The expectaiion» )
is that at the end of this.period labor markets would be sufficiently
tight.for all but the very hardcore unemployed to find a regular job.
Even if the replacement effect (i.e., using CETA funds for 3bbs that would
exist‘in any case) would be as large under a PSE program limited to exhaustees
'aS-it is currently, limiting it to exhaustees would have a stronger net job
creag;ng impact for the economy as the program would be biased in favor of
those with the greatest difficulty in finding regqular employment. It would
also demonstrate Administration concern for_the.long—term unemployed.

Limiting the PSE job slots to unemploymént compensation exhaustees
would, iﬂ effect, be a return to theAPresident's original proposal in
October 1974 which was rejected by Congrgss. At that tige, however, unemploy-
ment was rising sharply, the dépth of the recession was uncertain, and state
and local govermment budgets were showing large deficits. Given.the'continued
expansion of job opportunities, and the improved situatién for state and
local government budgeté, more attention will focus on those with the

greatest difficulty finding work. As a result, these recommendations may

1/ To discourage persons with little work experience, and hence a very
short UI entitlement, from becoming unemployed so as to join the PSE

program, there should be a minimum entitlement regiirement. The program
.could, for example, be limited to persons with at least ten weeks of entitle-
ment under the regular 26 week unemployment insurance program.

The maximum entitlement in FY 1977 will vary among the states from 39 to
65 weeks depending on whether FSB is operative in the state. If Special
Unemployment Assistance is still in effect, the maximum duration under this
program will remain 39 weeks. These different durations may raise equity
issues in a program limited to exhaustees.

4
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Feceiye 2 more sympatbetic hearing, as is suggested by the Senate attempt

g limit the program extensign tg persons with at least 15 weeks of
ynemployment. | :

There are presently 5p,000 BSE sigts under CETA Title II and 260,000
ypder Title ¥?:é/ Altbough the Prgsident has proposed a gradual reduction

ip the size of the Title ¥

- ——— ¥ -

gram, it appears that Congress will soon
< o )

pass 2p gxtensign that will retaip the 260,000 level.

gre respanse tp this Congressional action would be to propose limiting

TN T e medmn e T o To S eae

- ghigibility in Titles II and VI tg UI exhpustees, and adding funds only up
tg theé level of the present Title ¥I. Fhis would add $0.7 billion to the

33333

Budget gutlays in 1877 apd $2.1 billipn in 1978. If phased in as the
present Titles IT and VI slgts were vacated, and if the turnover were
cgmplete by the end gf 1877, 310,0800Q sigts would become available for this
purpgse. If it were limited tg Title VI, 260,000 slots would be available.g/
It is immartant that this pEBgEAR not encourage workers to remain
gn PI Eﬂéé& they exhaust their Beneifts and that the program not discourage
participauts from searching for 2 regular job. For these reasons, the jobs
ghould have a fipite }ife {e.d., a payimum of one year or 18 months) and offer
1y wages-¥/ There are several different procedures for setting a maximum
vage: iﬂﬁiﬁﬂiﬂg.i tie tg the minimum wage, 2 fixed dollar amount, or a propor-
tign gf prevailing wades ip the €BTA area. While the first two procedures
Ij"?{EXg‘E}‘Egg‘}g{gp@g@ tg Be 2 permanent program for areas with unemployment
Fates gyer @.3 percent, proyiding transitional public service employment as a
papeewer developuent device. Fitle VI yas the emergency program enacted in
Blage gf the President!s 13974 prapgsal, and was intended to be countercyclical

JoB greatign. Iagally, the pragrams are gemerally indistinguishable in terms
g% vhg they ewgley apd £or what reasens.

2/ It shewld he pgted, bewever, that with more restrictive eligibility
Feauirements, it vill take lgnasr tg £ill the job slots.

3/ 1In the President's OgteBer 1974 prepesal, the wage limit was $7,000.

gress has showa 1ithle syppathy f8F 1imiting wage rates on PSE jobs below
@%;%%%s apd the ceprent average is abaut 37,800.
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imply a uniform maximum wage across the country, the last implies a
maximum wage that is higher in higher wage areas. The implications of

alternative formulas warrant study.

By o It is difficult to edtimate the number of persons who would be eligible
for and wish to accept these public service jobs. The Department of Labor
* - &

estimates that about 1.8 million persons will exhaust their entitlements

(FSB, SUA and EB i; states in which FSB has triggered off) in 1977. 1If

the program excludes persons age 65 and over and excludes those whose

regular UI entitlément was ;ery short (say less than ten weeks), the number of
participants may be reduced by 25 to 30 percent.l/ Some of the exhaustees
would take a priv&te sector job as these job opportunities continue to expand,
while others would drop out of the labor force ﬁecause of family responsi-
bilities and school-z/ Among those still unemployed or discouraged workers,
some proportion would prefer to remain unemployed rather than QEcept a low
waée PSE job. Our limited knowledge of the behavior of exhaustees does not
provide guidance as to the size of this prqportion. If 70 percént would accept
the low wage PSE job, the number of UI eghaustees in 1977 eligible for and
interested in the program would be about 380,000.21 However, if only 50

percent would accept these jobs, the number would be about 270,000. At this

stage in our knowledge, these estimates are not firm.

1/ The 1975 paper "Special Report to the Secretary of Labor on the
Characteristics of Exhaustees,"” indicates that about 75 to 80 percent of
FSB exhaustees were age 22 to 64. Some adults, particularly married women,
have short entitlements because of limited work experience.

2/ We lack adequate data on the experiences of recent exhaustees. One
study of exhaustees in 1971-72 suggests that two months after exhausting
benefits about 40 percent were still unemployed or were discouraged workers..

g/ This is obtained from the following assumptions: 1.8 million exhaustees,
of whom 75 percent are eligible, of whom 40 percent are still unemployed
or discouraged workers, of whom 70 percent would take the job.
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PSE job slots that are not filled by UI exhaustees may be set aside for
out-of-school youths who, although eligible for at most 9n1y a short duration
of benefits because of an,i?sufficient work history, have experienced a
long period of unéﬁployméﬁi. There is, however, the concern that a dependency
relationship would develop. To reduce the dependency relationship these
jobs should be for a relatively short fixed term (e.g., up tg six months),
used only once by a youth and pay no more than the Federal minimum wage. This
would be a small supplement to CETA Title I which provides job training,
including some work experience, for about 1 million youths, exclusive of the
summer youth program. X

Another policy would be to target more of the CETA Title I
txa;ning funds, including some part of thése used for work experiénce; to
the exhaustees of the unemployment compen%ation 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 priﬁe sponsors to
administer the program so as to satisfy what they perceive to be local
manpower requirements. Since we now have had some experience with the
CETA program, this mé& bé an appropriate opportunity to reevaluate this
policy. Even if it is decided to stay with the original intent of the
CETA program, it would still be possible o pfovide financial incentives

to local prime sponsors to use more of their CETA resources for UI

exhaustees.
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The F¥ 1877 hudget includus $1.3 billion for Title I block grants, and
about $20 to §150 millipn couid pe available in combined Title I and III
giscretipnary funds. Within {yg current budget estimates the targeting could
be dgne in the following ways

—T -

fa) Reverse current poiiey on the block grant approach for CETA and

P

ggggjiggislgtion 2 5= '

.§E§§EE§7 ©F the use of mandatory percentage of the Title I
’9§QEE'§§§§§§ £0r exhaustees; or -
=-gstablish in thg gtagute the right of the Secretary to set
preferences £or whe gets served and-with how much.
fB) -Beserve the Secretary's discretionary funds in whole or part for
psaviéiﬁg training for UI exhaustees. .
fe} Bevelgp 2 procedure for using the discretionary funds to provide
incentives to Title I SPONSOry to use greater percentages of their block

grant funds to serve exbausteas,



~14-
'
Issue 2 -~ Youth Unemployment *

Policy Recommendations

1. Propose a youth differential in the minimum wage or exems;tinq |
the earnings of youths paid near the minimum wﬁge from payroll taxes.

2. Establish an inter-agency group to work with the Department of
Labor for expanding experimentation with exemptions to the ?ihimnm‘wage within
the current FLSA framework.

3. Request that the Commission on PaPefWUIk undertake a study of thé
impact of the paperwork buréens on the summer employment of youths, and consider

ameliorative policies.
PDiscussion
The Administration's policy response to the high youth unemployment -
rate, beyond the general efforts fo restore full employment has been manpower
programs, .including the Job Corps (CETA Title Iv), and symmer emPIOfmenf programs.
| Our manpower training programs have typically addressed the problem
of poor training either on the job or in u?h°°1 that may ultimately lead to
low earnings. Particularly for youths, they also seek to temporarily reduce
unemployment during the pe?iod of training or work experience. Such programs,
however, are not necessarily designed to reduce.unemployment permanently.
The training programs may increase unemployment in the future if the training
is for a high unemployment occgpatioﬁ (e 4. constfuction) or if it encourages
a new round of job exploration after the training is completed.
Youths who appear to have the most nevere learning disabilities or
problems of adaptation to the school or work environment tend to have
the most severe unemployment problem. The very characteristics that
result in failure in school and in the lahor market are likely to

result in failure in specific government training programs. Thus far,
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however, we lack édequate evaluations of the economic impact of the youth
training programs.

The Summer Youth Employment Program provides work 'experience -(a;vere;g'ix;g
20 hours per week) for dj:sa;ivantaged youths who cannot find private sector
employment. It is expected that about $560 million will be spent this surmer
for almost 900,000 .job slots at about the minimum wage for disadvantaged
youths age 14 to 21. Although the summer youth programsv ére well liked b‘y
local governmenﬁs, their net effect on teenage employment is not as large as
the qumber of proéram participants since an unknown proportion of the youths
‘would have found a pzivaté sector job if the program did not exist. It is
: expected that as the ecomncmy improves, the number of slots in the Summer
Youth Enploynent Program will decrease |

There weuld be less need for Federal training and summer employment
frograms for teenagers if it were mot for the job limiting impact of the
Federal minimmm wage. In the last decade, the Federal minimum wage for
jobs covered priocr to 1966 has imcreased at about the. same rate as t}';e
.adjusted average hourly earnings index. By itself, however, this would
tend to contract relative job opportmnities for youths since with a growing
proportion of the labor foroe comsisting of youths, one would expect a slower
rise in youth wages than in average wages.}—/ More important, perhaps, has been
the dramatic expansion of coverage of the Federal minimum wage from 62 percent

of private monsupervisory werkers im 1961 to about 85 percent in 1976, with the

1/ This wall tond o have a reverse effect in the 1980's as youths become a
smaller proporiion of the labor force.

-



-16-

' expansion primarily coricentrated in the youth-intensive service and farm

1
worker sectors.—/

On the basis of research studies, the CEA estimates that a youth .
differential in the minimum wage of 10 percent (currently 23 cents) is
likely to increase teenage employment by about 2 percent, or by about
150,000 jobs. With the yéuth differential it would be easier for teenagers
to find jobs offering one-the-job training that would increa;L future
ea;nings, thereby decreasing the need for federally subsidized trainihg
programs; The effect on adults of the increase in teenage employmeﬁt is B

2/

unclear.”

It may npt be feasible to introduce é youth differenti&l in fhé
minimum wage. The minimum wage is not only an ecénomic issue, but also
a highly ehotiqnal and political issue. Many-adult worker$ are concerned
with competition from youths who do nét have family responsibilities.
Others believe that each job should provide earnings sufficient to support
a family. These concérns need fo be addressed when considering a teenage
differential, or an alternative policy instrument with the same objective.

. One means of achieving a favorable employment impac£ by lowering
theAeffective minimum cost of employing a worker without lowering the
minimum wage would be a reduction of employer paid social security taxes.
This could be accomplished by permitting an exemption of employet céntri-
butions for teenagers earning near the minimum wage or through fugding the
employer contribution out of general revenues; The latter would explicitly

introduce the far broader issue of general revenue fimancing of social security.

1/ 1In recent years, there has been an increase in job specific minimum
;ége exemptions authorized by the Department of Labor. The growth in
exemptions is small compared to the expansion in coverage. Most of the
exemptions are for students working in educational institutions.

2/ Although studies have found a significant adverse effect of the minimum -

wage on teenage employment, no net effects have been fou.d for adults. However,
these studies have not examined the impact of a teenage differential.

.
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fhe waiver of the employer centiibutien weuld be the eguivalent of

a yeduction in the minimum wage, and the CEA estimates that thig wauld
expand teenage employment by abeut 90,000 _3'91@5:‘}'/ If the vaiver we%e
1imited to youths in the neighborheed ef the minimum wage, based en the
bourly earnings of teenagers as reperted in the May 1976 €PS, the less in
Payrell tax revenue would be about §250 millien per _Yéé?s"z‘/ ffhe revenue
1058 per job created would then be about $2,800 per year. |

$Social security taxes are only ene of several non-wage cests ef
eRployment that are imposed by gevermments at varicus levels. Freguently,
the m%:m burden and administrative eest ef adding someene te the payrell
are substantial in relation te ea:_aiagé, gaggieuiésiy for lew wage and
part-tize workers. In addition te seeial seeurity taxes, 2dding 59936993.
% @r payroll involves determinatien and paperwerk with respect %e Feée;él
ard state income tax withholding, unempleyment insurance, werkmen's eempen=
sation, Federal and state child laber laws, werk permits, safety regulatienms,
ete. Yo clear estimates appear to have been made of sush eests iR ¥eia€iea
%@ part=tine and smmer employment of yeuths, They appear te be signi-
Ficant particularly for small firms that eannet afferd automated data
Tystens or persomnel departments. It weuld be useful te have a task feree
%o identify these costs, estimate their impact and analyze the feasibility
of streanlimirg or eliminating some of these burdens. I partieular, it

would e wsetul for the Commission en Paperwerk te undertake a specifie

1/ mis is baved om the 5.85 percent sosial seeurity tax rate paid by
T enpleyer and an estirated elasticity of 0.2.

2/ This is based on the follewing assuwaptions: For the 2.5 millien teemagers
Tepwrted a3 enrming between $2,00 and $2.50 per hour, the average wage is §2.36
BRY hour, they work 1,000 bours per year, the tax rate is 5.85 percent apd 75
PRt ane im covered employment.
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'
study of the paperwork burdens attendant to employing youths part=time

or during the summer. .

Another approach may be to expand Department of Labor exemptions
from the minimum wage (i.e. reductions in the ;pplieable minimum wageé)
fog part-time or full-time workers with low levels of preductivity, sueh

»

as youths and the disabled. This would circumvent the aéve:ge effects of
the minimum wage wi;hout an explicit violation of the minimum wage prineiple
and without linking this issue to others, such as seeial security poliey.

| Under current legislation the Department of Labor issued 802,000 exemptions
in FY‘. 1976 of which 614,000 were for stuéents, employed part-time in their
‘educational instifutions. .

- Although the Fair Labor Standards Act wouid permit an expansion of
exemptions through chanégs in requlations, the economie and pelitical
impacts of such changes need to be examined. It may be useful to establish
an knte;-agency group to work with the Department of Labor for an expansion
of experimentation with exemptions within tbe existing FLSA f:améwork;

Although black teenagers have a higher incidence and a longer duration
of unemployment than white feenagers, the racial differenee narrows dram§=
 tically as the youths age a few years. Black youths tend to have fewer
skills and earn lower wages than white youths. Job Corps=type traiﬁing,
-programs, summer employment programs, and a reductibn in the effective
minimum cost of employing youths may be particularly important instruments
in providing black teenagers with job and training 6pp§§tunitie§ currently,

and in providing the foundation for greater wages and employment security

1l
in the future.™

Y/ In the absence of ecoronmir impact evaluations of the yeuth oriented
training programs, it is not cilear if program redesigns could result in more
permanent benefits,
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Issue 3 ~~ Unemployment Compensatioﬁ System

Policy Recommendations

1. Require states to increase the extent of experience rating of firms

in the unemployment compensation tax.

2. Treat unemployment compensation benefits as if they were laﬁor
. »

-

market earnings in the Federal income tax and for the deterhination of

social security benefits for retirees receiving both benefits.

-

Discussion

One major source of unemployment is the temporary layoff. About

one-half of unemployved 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 Current Population Survey (CPS)
reéardless of whether they search for work. Mosﬁ do not search for other
?mployment because they expect to return to their previous job, and the?
receiie’unemployment compensation in the interim. The incidence of temporary
léyoffs is greater, and the duration of the layoff when it occurs isvlonger,
because of the incentives built into the ﬁn;mployment compensatioﬁ system.
The benefits under the regular state program are'financed by - taxes
on the base wages of -workers (currently, generally the first $4,200 of

earnings). However, the system has very weak experience rating and in

: 1
some instances, no experience rating at all.— That is, for most

1/ Some states have no experience rating, that is, all employers pay the
same tax rate (e.g., Washington, Hawaii, District of Columbia). For states
with experience réting, the bands are typically quite narrow, from 1.5 to
3.3 percent of taxable wages.  Some states, however, have wider bands.

For example, the bands in Michigan are from 0.8 to 6.6 percent.

There is apparently more experience rating in the workmen's compensation
system in which large firms, whether self-insured or not, are fully experience
rated. The greater experience rating may arise because in most states private
firms provide the insurance, and the states generally allow large firms to
self-insure. Self-insurance is not a feasible alternative in the unemployment
compensation system since a worker may be entitled to benefits on the basis
of work experience with several employers. -
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L]
£irms an increase in layoffs (and hence unemployment insurance

benefits for its workers) will have no effect or a very small effect on
‘the f£irm's unemployment insurance taxes, largely because tax rates are
Bt within very narrow bands. 1In addit.:ion, unemployment benefits are
;xampt from both Federal 'income and. payroll taxes and are not treated as
.&!nifaga in the social security test for persons who are "rgtired" and are
receiving both ben;fits.y
These factors provide an incenti.ve for firms to have more frequent

layofls, each of a longer dt;ration, rather than keeping workers on the
firm's payroll during slack periods. These provisions also benefit the
gim's workers. as they can receive higher wagesA when they are employed and
tax~free unerployment benefits when the are on a layoff. This, in effect,
sudsidizes firms with high layoff experiences due to seasonal, cyclical
Or random events at the expense of firms with stable employment. It
theredy inzreases the magnitude of measured unemployment consistent
with roninflationary full employment by artificially reducing the cost
of wrenployment to workers and employer-s..

. If firms were weguired to pay higher UI tgxes if they used vtemporary
- layoffs more Prequamtly, there would be a greater incentive to retain workers
on the payroll @urimg periods of slack work. If workers had to pay taxes
on Wi wenplogment compensation benefits, the net monetary gain from
deing uwnanployed conpared to working would be reduced, and workers would have
am imentive to disowurage the use of temporary layoffs. It would also reduce

e lnzenitive of retiress and others to become and remain unemployed.

1/ The Treosury Duponrtment estimated that in FY 1974 the revenue loss from
m renting @y umonmployment compensation benefits as taxable income in
e Bediorall ineone ok was $1.05 billion, under an implicit marginal tax
ralte @h wnonploygront donefits of 18 percent. About 40 percent of the loss
Iin reMemucs wis foom families earning $15,000 or more (AGI) in 1974. The

exfitiinnitod ik less is $3.0 billion for FY 1976 and $2.4 billion for FY 1977.
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By itself, 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 high levels o% unemployment, and lower
taggs for firms with better unemployment records. To the extent that the
movement to full experience rating lowers unemployment insurgnce claims,

.

payroll taxes could be reduced.‘

The unemploym;nt insurance system was developed duriné the depression
- when payroll t;xes were small, and the income of nearly all payroll workers
was below the exemption levéi of the Federal .income tax. In that environment
‘the Treasury Depar£ment regulation (1938) exempting unemployment compensation
benefits from taxation was a reasonable administrative cdﬁvenience. Currently,
hawever, the tax 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 af.lost wages for the
pekson from the higher income {(higher margipal.tax bracket) famiiy.lf

If benefits weré taxed as earnings, and béﬁefit levéls weie unchanged,
after-tax benefits would decline for recipients in families with a non-zero
marginal Federal income tax rate. The decline would be larger the higher

the recipient's family income. Under preseﬁt legislation, there is no -

Federal standard for unemployment coﬁpensation benefits. However, one

1/ This situation often arises when a secondary wage earner in a multi-
worker family goes on unemployment insurance.
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would expect that at least some state governments would raise'the benefit
levels to "offset" the tax effect. Séveral different formulas could be

used. For example, benefits could be increased;by the extent of the maréiﬁai
Federal income tax rate aépiicable to the average rgcipient from a low-income
family,l/ or alternatively, the rate appliéable to the a&erage recipient.

The latter woﬁld, of course, imply a ;arger increase in pre-fax benefits

and a iarger increase.in the tax rate. To the extent that average after-tax
'benefits decline, the perverse incentive effects in the unemployment insurance
system are réduced:

‘The Administ;ation ghould encourage the forthcoming National Commission

on Unemployment Compensation to study intensively the issues of experience

rating and the taxation of benefits.

1/ This rate may be zero, depending on the definition of "low income."”

o | A
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Issue 4 —- Reducing Barriers to Ozeupational and Geographic Mobility

* Policy Recommendation

1. Establish a task, force to examine:
(a) The extent to which Pederal and state occupational licensing

laws and other regulations can be modified to provide a more
)

~ efficient utilizatvion of labor resources.

(b) The effect on employment of Federal efforts to reduce
discrimination in the pudlic and private sectors of the
; econdmy.
(c) ' Federal programs that are intended to facilitate geographic
and job mobility. .
Discussion
T ok ol ot e e S B sl
barriers to job wobility that result im a less efficient utilization of
labor resources. This would terd o lower frictional and stroctural |
unemployment. Some barriers o job mbility are warranted. For example,
there clearly need to be sore restrictions on who <an be a physician.
Other barriers to job mobility are clearly imefficient and are either
.anachronisms or are intended o maimtaim artifically high wages for
persons in the "protected" RILOY.
Although occupatiomal licersing Pad Dedn largely a state femction, the
-increased Federal inWﬁm in the workplace (O3HR), traimirg subsidies (CETA,

health practitioners), amd sidsidies o Industries (maritime, railroads,
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health care reimbursement) have increased the federal_interest'and role in
this area. And, the government clearly has an importan: role to p;ay in
reducing discrimination in training and employment, thaé is, on the use
of criteria not relatgd éo broductivity. The purpose of the task.force
would bg to identify areas where Federal or state legislation and
requlations can be modified to generate a more efficient alllocation

of labor resources.

The task force would also examine the effectiveness of current

L 4

Federal programs, both regular and experimental, that are intended to
faciiitate geographic mobility or job mobility within a geographic area. .
These include the Employment Service, the computer job.matching program,

trade adjustment assistance and migration-assistance.



MENORANDUM TO EPB EXECUTIVE COMMITTEER .
raoM: Barry R. Chiswick and Burton G. Malkiel

SUBJECT: Policies to Cope with Structural and Induced Unemployment

The Nature of Unemployment

There is a popular misconception, all too often reinforced by misguided‘
public policy, that if 7-1/2 million‘Americans are unemployved on average in a
year, it is the same 7-1/2 million persons who are unemployed throughout
the year. In fact} most unemployment is of relatively short duration. The
situation is moré like hgving 25 ﬁillion Americans unemployed for some part
of the year with the typical duration of unemployment being something like
7 fo 8 vweeks. This is why the Administration generally has not favored
public sexvice employment or public works programs. Such programs ére
not a solution for the proplem of short duration uﬁemployment. Indsed, by
taking workers out of the job search process, they may actually inhibit the
finding and acceptance of productive private sector employment.

We must not, however, be misled by averages. There is, to be sure,
considerable iong duration unemployment at the present time. For example,
‘hile only 32 percent of the unemployed in July 1976 were out of work for
15 weeks or longer, 17 percent were unemployed for 27 weeks or longer. It
is this group that suffers the most serious hardship from unemployment and -
to which public policy must be especially concerned. And some demographic
groups have relatively high rates of unemployment. Although the unemployment
fate in July was 7.8 percent, it was 16.3 percent for white teenagers and

34.1 percent for black teenagers.



—D
Some of the unemployment in our economy is "frictional,” that is,

arising from normal economic change —— the growth or decline of firms,

changing productive techniques, labor force entry and the search for

bettef wagas and Qorkingiéonditions. Some unemployméent is “eyclical,®

a result of the recent recession. Another part might be considered "induced."
he availability of unemployment benefits, including long durétion benefits, and
tha difficulty of effectively enforcing a work test may have induced soma to be

SRLS

unemployed who othérwise might have been employed or dropped out of the
labor force. Finélly, some unemployment is “"structural,"™ that is, resulting
from a lack of training,-the obsolescence of a skill, old age, geographic
mismatches of jobé and woxkers, or artificial bérriers to wage rate adjustments.
The available data do not allow us to distinguish among the different
types of unemployment. We do, however, have a breakdown of tﬁe demographic
characteristics of the unemployed. Older Workers are more likely to be
unemployed for é long duration than workers age 25 to 54. While it is
true the very high youth unemployment rates are largely the result of
a very high incidence of short duration unemployment, the considerable
amount of long duration unemployment among youths, especially black youths,

is clearly an important policy concern.

This paper sets out several issues concerning structural and induced
unemployment. Issue (1) is related to the more immediate Presidential
decision regarding the extension of public service jobs under CETA Title VI.

It discusses limiting CETA PSE jobs to unemployment insurance exhaustees.
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ssues (2) to (4) are concerned with nore long-term policy decisions to
increase eﬁployment opportunities and reduce the unemployment rate. Blter-
native means of reducing the minimum wage barrier to youth empléyment are
discussed in issué (2). ‘Unemploymant induced by the present unemployment
insurance system and ame%iorative pqlicies are considered in issue (3),

while issue (4) is concerned with identifying means of reducing barriers

to occupational and geographic mobility.



Presidential Decisions

In early June, the EPB presented to the President a discussion of
several employment relatgd‘bills. At that time, he decided to hold to-the
policy of phasinngut the“CEéA.Title VI (emegency enployment) public
service jobs, as there wés continuing improvemant in the economy. However,
from May to July, although employment increased by 210,000, ﬁnemployment
increased by 560,090, and the unemployment rate increased by 0.5 pe;centager
point. This has heightened concern for the pace of improvement in job
opportunities and in the unemployment situation.

The most imﬁediaie issue coming bafore the President is likely
to be his position on the bill (H.R. 12287) to reauthorize Title VI of
CETA, emesrgency public service jobs. House-Senate Conference is
scheduled for August 24-25. The Senate version is a doubling of the
program size to 520,000 slots. It would convert current slots as they
bacome vacant, plus all new slots, to time-limited projects reserved . for
persons unemployed 15 weeks oxr longer or who have exhausted UI entitlement
and who have family income below $6,700.l/ The House version is‘a "such
sums" reauthorization of the present design with technical amendments, one
of which (allowing 15 percent vs. the present 10 pércent of the grant to ba

used for non-wage costs) could reduce the total number of jobs funded.

Current informal indications are that the Conference will come out close

1/ When the President proposed the emergency CETA PSE expansion in October
i§74, he requested that the slots be reserved for unemployment insurance
exhaustess. At that time, there was little Congressional sympathy for

this requirement. With the change in economic circumstances, the Senate
action indicates that such a proposal may have more support at this time.



to the House version and that there is a possibilit§ that the total

slot size which the report will suggest might not exceed the current
260,000. Within the next two weeks therefore there could be a Conference
bill before the Presidcné, and if that becomes law, a 1977 supplementdfi
appropriation bill of somewhere betwesn $700 million and $2.8 billion

shoxrtly thereafter.

Issue (1) discusses the CETA PSE program and a means of targeting

it to the long-term unemployed.



Tssue 1 —~ Long Duration Uncmployment

Policy Recommendation

1. Reserve PSE job slots (CETA Titles II, VI) for persons with WOKkA
experience who have exhausted their unemployment insurance entitlement.

2. Reserve CETA PSE job slots nét filled for youths with long-ternm
unerploymant.

3. Target more of the CETA Title I training funas to UI e#hausféés;
Discussion .

Although most unemployment 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 unemployﬁent lasting
at least 39 weeks, 157,000 (0.2 percent) reporfed 65 weeks or more and
79,000 (0.1 percent of the labor force) reportéd 99 weeks or more.

With the economic recovery there has been a sharp decline in long
duration unemployment. After reaching a peak of 3.3 percent in Decenber
1975, the long duration unemployment rate (those unemployed 15 weeks or
longer as a percent of the labor force) has declined to 2.4 percent in
“July. 1In the coming months there will be a continued economic recovery
and a continued gradual termination of very long duration unemployment
bénefits 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.

The nature and magnitude of any persisting long duration unemployment

problem as the economy continues to recover from the recent recession are
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1wt 1ikely to be skill specific, but it may be someyhat

0]

unclear. It i

©

regional i1f the automobile industry lags behind the rest of the econony .
Far more likely, however, it will not be concentrated on the basis of
occupation, industry or region, but may ba experienced throughout the

;

country by individual older workers with few skills or obsolete skills,

:
and little incentive for retraining. .

It is sometimes believed that public service employment is a useful
remedy for this long duration unemployment. However,.based on the
characteristics of persons placed in CETA funded PSE job slofs, it
would appear that the current program is not addressing the problem

1/ ~

of the long-term or hardcore unemployed:” Rather, it appears that
state and local governments tend to select persons with favorable i
emoloyment characteristics -- they tend to be prime age, male, and at
least high school graduates (Table 1). 1In addition, they are not parti-

cularly handicapped in finding employment because of a physical disability,
2/ .
criminal record or limited knowledge of English™ Only 13 pesrcent ware
receiving unemployment insurance benefits prior to starting PSE employment.
This suggests that if they had in fact been unemployed it was either
voluntary or df 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.

One policy to aid unemployment compensation exhaustees would be to

limit P3F job slots to persons who had exhausted their entire entitlement,

1/ Perzons whose public employment was created bscause of the PSE funding

need not be the same persons the prime sponsors report as being in PSE job slots.
2/ Of the CETA Titles II and VI participants from July 1975 to Descember

1975, 3 percent were physically handicapped, 3 percent were offenders and

4 percent had a limited Fnglish speaking ability.



Table 1.

the Unemployed, Fiscal Year 1975 (percent)

" Characteristics

Total

Sex:
Men
VWomen

Age:
Undex 22 years
22 to 44 yeaxrs
45 years and over

Education:
8 years and under
9 to 11 years
12 years and over

Race:
White
Black
Anerican Indian
Other
Spanish speaking
Limited English-speaking ability

Veterans:

Special Vietnam era
Other

Source:

CETA

100.0

23.7
62.9
13.4

Characteristics of Participants in CETA Titles IT and VI and

U.S.
Title VI unemnployed
100.0 100.0
70.2 54.9
29.8 45.1
21.4 34.8
64.8 46.0
13.8 i9.1
8.4 15.1
18.2 28.9
73.3 56.0
71.1 81.1
22.9 :
1.1 18.9
4.9
12.9 6.5
4.6 -
12.5 7.5
14.6 9.4

Employment and Training Report of the President, 1976.
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including Federal Supplem=ntal Eenefits.“‘ Since this would be a temporary
measure, not a permanent haven for the "unemployables,” these jobs should
have a finite duration (e.g., one year or 18 months). The expectation

is that at the end of this period labor markets would be sufficiently

tight for all but the very hardcore unemployed to fina 2 regular job.

Even if the replacement effect (i.e., using CETA funds for joﬁs that would

exist in any case)lwould be as large under a.PSE program limited to exhaustees
as it is currently, limiting it to exhaustees would have a stronger net job
creating impact for the economy as the program would be biased in favor‘of
those with the greatest difficulty in finding regulag employment. t would
also demonstrate Administration concern for the.long—term unemployed.

Limiting the PSE job slots to unemployment compensation exhaustees

would, in effect, be a return to the President's original proposal in

ctober 1974 which was rejected by Congress. At that time, however, unemploy-
ment was rising sharply, the depth of the recession was uncertain, and state
and local govermnment budgets were showing large deficits. Given,the-continued
expansion of job opportunities, and the improved situation for state and

local government budgets, more attention will focus on those with the

greatest difficulty finding work. As a result, thes2 recommendations may

1/ To discourage persons with little work experience, and hence a very
short UI entitlemant, from becoming unemployéd so as to join the PSE

program, there should bz a minimum entitlement requirement. The program
could, for example, bs limited to perisons with at least ten weeks of entitle-
ment under the regular 26 week unemployment insurance program.

The maximum entitlement in FY 1977 will wvary among the states from 39 to
65 weeks depending on whether FSB is operative in the state. If Special
Unemployment Assistance is still in effect, the maximum duration under this
program will remain 39 weeks. These different durations may raise equity
issues in a program limited .to exhaustees.
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receive a more sympathetic hearing, as is suggested by the Senate attempt
Tto limit the program cxtension to persons with at least 15 weeks of
unermoloyment.

There are presently 50,000 P5E slots under CETA Title II and 260,0b0
under Title VI.E/ Although the President has proposed a gradual reduction
in the size of the Title VI program, if appears that Congress will éoon
pass an extension that will retain the 260,000 levél.

One response to this Congressional action would be to propose ;imiting
eligibility in Tit}es IT and VI to UI exhaustees, and adding funds only up
to the level of the present Title VI. This would add $0.7 billion to the
budget outlays in 1977 and $2.1 billion in 1978. 1If phased in as the
present Titles iI‘and VI slots were vacated, and if the turnover were
complete by the end of 1977, 310,000 slots would become available for this
purpose. If it were limited to Title VI, 260,000 slots would ba a&ailable-“’

It is important that this prdgram not -encourage workers to remain
on UI until they exhaust their beneifts and that the program not discourage
participants from searching for a regular job. For these reasons, the jobs
should have a finite life (e.yg., a maximum of one year or 18 months) and offer
low wages-é/ There are several different procedures for setting a maximum
wage, including artie to the minimum wage, a fixed dollar ambunt, or a pro§0r~

tion of prevailing wages in the CETA area. While the first two procedures

1/ Title II was intended to be a permanent program for areas with unemployment
rates over 6.5 percent, providing transitional public service employment as a
nanpower development device. Title VI was the emergency program enacted in
place of the President's 1974 proposal, and was intended to be countercyclical
job creation. Locally, the programs are generally indistinguishable in terms
of who they employ and for what reasons.

2/ It should be noted, however, that with more restrictive eligibility
requirements, it will take longer to fill the job slots.

3/ 1In the President's October 1974 proposal, the wage limit was $7,000.
Eghgress has shown little sympathy for limiting wage rates on PSE jobs below
$10,000, and the current average is about $7,800. :
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imply a uniform maximum wage across the country, the last. implies a

s

maximam wage that is higher in higher wage areas. %he implications of
alternative formulas warrant study.
It is difficult to estimate the number of parsons who would be eligible
for and wish to accept theses public service jobs. The Department of Labor
]

estimates that about 1.8 million persons will exhaust their entitlements

(FSB, SUA and EB in states in which FSB has triggered off) in 1977. If

the program excludes persons age 65 and over and excludes those whose

regular UI entitlement was very short (say less than ten weeks), the number of

_ : 1/ -
particivants may be reduced by 25 to 30 percent.— Some of the exhaustees
would take a private sector job as these job opportunities continue to expand,
while others would drop out of the labor force because of family responsi-—
2/ . .
bilities and school.— BAwmong those still unemployed or discouraged workers,
some proportion would prefer to remain unemployed rather thaun accept a low
wage PSE Jjob. Our limited knowledge of the behavior of exhaustees does not
provide guidance as to the size of this proportion. If 70 percent would accept
the low wage PSE job, the number of UI exhaustees in 1977 eligible for and
_ 3/
interested in the program would be about 380,000. However, if only 50

percent would accept these jobs, the number would be about 270,000. At this

stage in our knowledge, these estimates are not firm.

1/ Tne 1975 paper'"Special Report to the Secretary of Labor on the
Characteristics of Exhaustees,"” indicates that about 75 to 80 percent of
FSB exhaustees were age 22 to 64. Some adults, particularly married women,
have short entitlements because of limited work exparience.

2/ Ve lack adequate data on the experiences of recent exhaustees. One
study of exhaustees in 1971-72 suggests that two months after exhausting
benefits about 40 percent were 'still unemployed or were discouraged workers.

3/ This is obtained from the following assumptions: 1.8 willion exhaustees,
of whom 75 pesrcent are eligible, of whom 40 percent are still unemployed
or discouraged workers, of whom 70 percent would take the job.
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PSZ job slois that are notAfiLLed by UL exhaustees may b2 sotbt aside for
out-of-school youths who, although eligible for at wost only a short duration
of benefits bacause of an insufficient work history, have euperienced a
long period of:uneﬁéloymeni. There is, however, the concern that a dependency
relationship would develop. To reducg the dependency relationship these
jobs shcould be for a relatively short fixed term (e.g., up to six months),
used ‘only once by a youth and pay no more than the Federal minimum wage. This
would be a small supplement to CETA Title I which provides job training,
including some work experience, for about 1 million youths, exclusive of the
summer youth program.

Another policy would be to target more of the CETA Title I
training funds, including some part of those used for work experience} to
the exhaustees of the unemployment compsnsation system. However, the
greater the numbesr of constraints placed by—theiFederal Government on
state and local government primeAsponsors, the further we have moved away
from the original intent of the CETA program to allow prime sponsors to
adninister the program so as to satisfy what they pérceive to be locél
manpower requirements. Since we now have had some experience with the
CETA program, this may be an appropriate opportunity to reevaluate this
policy. Even if it is decided to stay with the original intent of the
CETA program, it would still be possible to pfovidé financial incentives
to local prime sponsors to use more of their CETA regources for UI

exnhaustees.
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The FY 1977 badget includes $1.3 billion for Title I block grants, and
about $50 to $150 million could be available in combined Title I and ¥IX
digcretionary funds. Within the current budget estimates the targeting could
be done in the following Qéysﬁ
(a) Reverse current policy on the block grant approach for CETA and

seek legislation to: _ .
~—establish in the statute a mandatory first preference for

exhausfees, or the use of mandatory percentage of the Title I

L3

" block grants for exhaustees; or

~—establish in the statute the right of the Secretary to set
preferences for who gets served and with how much.
(b) Reserve the Secretary's discretionary funds in whole or part for
Provi&ing training for UI exhaustees.
{(c) Develop a procedure for using thg discretionary funds to provide
incentives to Title I sponsors to use greater percentages of their block

grant funds to serve exhaustees.
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Issue 2 ~—- Youth Uancmployment

Policy Recommendatious

1. Propose a youth differcntial>in the minimum wage ox exemétingA
the earnings of youths paid near the ninimum wage from payroll taxes.

2. Establish an igter—agency group to work with the Department of.
Labor for expanding experimentation with exempﬁions to the minimum wage within
the current FLSA framework.

3. Request that the Commission on Paperwork undertake a study of thé
impact of the paperwork burdens on the summer employment of youths, and consider
ameliorative policies.

‘Discussion

The Administration's policy response to the high youth unemployment
rate, bayond the general efforts to restore full employment has been manpoway
programs, including the Job Corps (CETA Title Iv), and suﬁmer employmenﬁ programs

Our manpowexr training programs have éypically addressed the problem
of pocr training either on the job oxr in school that may ultimatéiy lead to
low earnings. Particularly for youths, they also seek to-temporarily reduce
unemployment during the period of training or work experience. Such programs,
however, are not necessarily designed to reduce unemployment permanently.

The training programs may increase unemployment in the future if the training
is for a high unemployment occu?ation (e.g., construction} or if it encourages
a new round of job exploration after the training is completed.

. Youths who appear to have the most severe learning disabilities or
problems of adaptation to the school or work enviroﬁment tend to have

tha most severe unemployment problem. The ver& characteristics that

result in failure in school and in the labor market are likely to

result in failure in specific government training programs. Thus far,
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howaver, wa lack adequate evaluations of the economic impact of the vouth
training programws.

The Summer Ycouth Employment Program provides work expzrience (avaragiég
20 hours per week) for disadvantaged youths who cannot find private ssctor
employment. It is expected that about $560 million will be spent this summer
for almost 900,000’job slots at about the minimum wage fbr di§advantaqed
youths age 14 to 21l. Although the summer youth programs are well liked by
local governments, their net effect on teenage employment is not as large as
the number of proéram participants since an unknbwn proportion of the youths
would have found a privaté sector job if the program'did not exist. It is

N

expected that as the economy improves, the numbér of slots in the Summer
Youth Employment Program willféecrease.

There would be less need for Federal training and summer employment
programs for teenagers if it were not for the job 1imitipg impact of the
Fedaral minimum wage. In the last decade, the Federal minimum wage for
jobs covered prior to 1966 has increased at about the same rate as tﬂe
adjusted average hourly earnings index. By itself, however, this would
tend to contract relative job opportunities for youths since with a growing
proportion of the labor force consisting of youths, one would expect é slowver

. 1/ . ~
rise in youth wages than in average wages.— More important, perhaps, has been

the dramatic expansion of coverage of the Federal minimum wage from 62 percent

of private nonsupervisory workers in 1961 to about 85 percent in 1976, with the

1/ This will tend to have a reverse effect in the 1980's as youths becoma a
Ssmaller proportion of the labor force.



expansion primarily concentrated in the youth-intensive service and farm-
worker sectors.l/ |

On the basis of research studies, the CEA estimates that a youth
differential in the minimum wage of 10 percent (currently 23 cenﬁs) is
likely to increase teenage employment by about 2 percent, or by about
159,000 jobs. WVith the yguth differential it would be easier for teenagers
to find jobs offering one-the-job training that would increase- future
earnings, thereby decreasing the need for federally subsidized training

programs. The effect on adults of the increase in teenage employment is

2/

unclear.
It may not be feasible to introduce a youth differential in the
minimam wage. The minimum wage is not only an economic issue, but also
a highly emotional and political issue. HMany adult worker$ are concerned
with competition from youths who do not have family responsibilities.
Others believe that each job should provide earnings sufficient to support
a family. These concerns need to be addressed when considering a teenage
differential, or an alternative policy instrument with the same objective.
One means of achieving a favorable employment impact by lowering
the effective minimum cost of employing a worker without lowering the
minimum wage would be a reduction of employer paid social security taxes.
This could be accomplished by permitting an exemption of employer contri-
butions for teenagers earning near the minimuﬁ wage or through funding the
employer contribution out of general revenues; The latter would explicitly

introduce the far broader issue of general revenue financing of social security.

1/ In recent years, there has been an increase in job specific minimum
wage exzmptions authorized by the Department of Labor. The growth in
exemptions is small compared to the expansion in coverage. Most of the
exemptions are for students working in educational institutions.

2/ Although studies have found a significant adverse effect of the minimum

vage on teenage employment, no net effects have been fou.d for adults. However,
these studies have not examined the impact of a tecnage differential.
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The waiver of the employer contribution would be the equivalent of

a reduaction in the minimum wage, and the CEA estimates that this would

P2

expand teenage employment by about 90,000 jobs.E/ If the waiver were

limited to vouths in the neighborhood of the minimum wage, based on the

hourly earnings of teenagers as reported in the May 1976 CPS, the loss in
2/ .

payroll tax revenue would be about $250 million per year.™ The revenue

loss per job created would then be about $2,800 per year.

Social security taxes are only one of several non-wage costs of
emmployment that are imposed by governments at various lévelé. Frequently}
the paperwork burden and aﬁministrative cost of adding somzone to the payroll
are substantial in relation to earningé, particuiarly for low wage and
part—~time workers. In addition to social security taxes, adding Someoﬁe
to the payroll involves determination and paperwork with respect to Feder;l
and state incoﬁe tax withholding, unemployment insurénce,_workmen's compen—
sation, Federal and state child labor laws, work permits, safety regulations,
etc. No clear estimates appear to have been made of such costs in reiation
to part-time and summer employment of youths. They appear to be signi-
ficant particularly for small firms that cannot afford automated data -
systems or personnal departments. It would be useful to have a task force
to identify these costs, estimate their impact and analyze the feasibility

of streamlining or eliminating some of these burdens. 1In particular, it

- would be useful for the Commission on Paperwork to undertake a specific

1/ This is based on the 5.85 percent social security tax rate paid by
the employer and an estimated elasticity of 0.2.

2/ This is based on the following assumeotions: For the 2.5 million teenagers
_Eeported as earning betwzaen $2.00 and $2.50 per hour, the average wage is $2.30
per hour, they work 1,000 hours per year, the tax rate is 5.85 percent and 75
percent are in covered employnent.
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study of the paperwork burdens atterdant to employing youths paLF~le,
or during the summar.

Another approach may bz to expand Department of Labor exemptions
from the minimum wage (i.e., reductions in the applicable minimum wageé)
for part-time or full-time workers with low levels of productivity, such

£

as youths and the disabled. This would circumvent the adverse effects of

>

the minimum wage without an explicit violation of the mininunm wage principle
and without linking this issue to others, such as social security policy.
Under current legislation thé Department of Labor issued 802,000 exemptions
in FYA1976 of which 614,000 were for students employed part-time in théir
educational institutions.

Although the Fair Labor Standards Act would permit an expansion of

exemptions through changes in regulations, the economic and political

impacts of such changas need to be examined. It may be useful to establish
A

-

an inter-agency group to work with the Depaxrtment of Labor for an expansion

2

experimentation with exemptions within the existing FLSA framework.
Although black teenagers have a higher incidence and a longer duration
of unemployment than white teenagers, the racial difference narrows drama-—
tically as the youths age a few years. Black youths tend to have fewer
skills ard earn lower wages than white youths. Job Corps-type training‘
programs, summer employment programs, and a reduction in the effective
minimum cost of employing youths may be partlcu]arly important instruments
in providing black teenagers with job and training ooéortun ties currently,
and in providing the foundation for greater wages and employment security

1/

in the future.™

1/ in the absence of economic impact evaluations of tha vouth oriented
training vrograms, it is not c¢lear if program redesigns could result ian more
permanent benefits.
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Issue 3 -- Unemployment Compensation System

Policy Recommendations

1. Require states to increass the extent of erxperience rating of firms
in the unemployment compaznsation tax.

2. Treat unemployment compensation benefits as if they were labor

~ - r

v

marxet earnings in the Federal income tax and for the determination of

sécial security benefits for retirees receiving both benafits.
Digcussion
One major source of une@ployment ig the temoorary layoff. About
one-half of unemployed joﬁ losers (or about one-guarter of all of the
unenployed) are on a temporafy layoff. Pcrsons‘on a temporary layoff are
automatically counted as unemployed in the Current Population Survey (CPS)
regardless of whether they search for work. Mosﬁ do not search for other
employment because they expect to return to their previous .job, and they
receive unemployment compensation in the interim. The incidence of temporary
layoffs is greater, and the duration of the layoff when it occurs is.longer,
bacause of the incentives built into the unemployment compsnsation system.
The benefits under the regular state program are'financed by taxes
on the base wages of workers (currently, generally the first $4,200 of

earnings). However, the system has very weak experience rating and in

1/
some instances, no experience rating at all.—. That is, for most

1/ Some states have no experience rating, that is, all employers pay the
same tax rate {(e.g., Washington, Hawaii, District of Columbia). For states
with experience rating, the bands are typically quite narrow, from 1.5 to
3.3 percent of taxable wages. Some states, however, have wider bands.

For example, the bands in Michigan are from 0.8 to 6.6 percent.

There is apparently more experience rating in the workmen's compensation
system in which large firms, whether self-insured or not, are fully expe}ience
rated. The greater experience rating may arise because in most states private
firms provide the insurance, and the states generally allow large firms to
self-insure. Self-insurance is not a feasible alternative in the unamplovment
compensation system since a worker may be entitled to benefits on the basis
of work experience with several employers.
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firms an increase in layoffs (and hence unemployment insurance
banefits for its workers) will have no effect or a very small effect on
the firm's unemployment insurance ta;eé, largely because tax rates are
set within very narrow bands. In addition, unemployment benefits are
éxemgt from both Federal }ncome and payroll taxes and are not treated as-
earnings in the social security test for persons who are "retired" and are
. l/ N

receiving both benefits.™

These factors provide an incentive for firms to have more frequent
layoffs, ea@h of a longer dération, rather than keeping workers on the
firm's payroll during slack periods. These provisions also benefit the
firm's workers as they can receive higher wages‘when they are enploved and
tax~free unemployment benefits when the are on a layoff. This, in effect,
subsidizes firms with high layoff experiences due to seasonal, Cyc;ical
or random events at the expense of firms with stable employment. It
thereby increases the magnitude of measureé unemployment consistent
with noninflationary full employment by artificially reducing the ccét
of unemployment to workers and employerg.

if firms were required to pay higher UI taxes if they used temporary
layoffs more frequently, there would be a greater incentive to retain workers
on the payroll during periods of slack work. 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. It would also reduce

the incentive of retirees and others to become and reiain unemployed.

1/ The Trecasury Department estimated that in FY 1974 the revenue loss from
not treating any unemployment compensation benefits as taxable income in
the Federal income tax was $1.05 billion, under an implicit marginal tax
rate on unemploymoent benefits of 18 percent. About 40 p=rcent of the loss
in revenues -was from families earning $15,000 or more (AGI) in 1974. The
estimated tax loss is $3.0 billion for FY 1976 and $2.4 billion for Fy 1977.
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By itself, full exparience rating would not mean an increase in taxes

on average. It would, however, mean an increase in taxes for firans whose

taxes for firms with better unemployment records. To the extent that the

movement to full experience rating lowers unemployment insurance clains,

- &

payroll taxes could be reduced,

The unemploymént insurance system was developed during the depression
when payroll taxes were swall, and the income of nearly all payroll worker
was balow the exemption levei of the Federal income tax. In that environment
the Treasury Dspartment regulation (1938) exempting unemployment compensation
benefits from taxation was a reasonable administrative convenience. Currently,
h&wever, the tax exemption creates inefficiencies in the incentive for greater
unemployment. It also creates inequities since for tﬁo persons with the same
weekly wage the benefits replace a greater proportion éf lost wages for the

. 1

person from the higher income (higher marginal tax bracket) family.—

If benefits were taxed as earnings, and beneafit levels wefe unchanged,
after—~tax benefits would decline for recipients in families with a non-zero
marginal Federal income tax rate. The decline woulé be larger the highe;

the recipient's family income. Under present legislation, there is no

Federal standard for unemployment compensation bernefits. However, one

1/ This situation often arises when a secondary wage earner in a multi-
worker family goes on unemployment insurance.
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vould expact that at least some state governments woéld raiseAthe benefit
levels to Joffset” the tax effect. Several different formulas could be
used. For exawmple, benefits could bz increased by the extent of the marginai
Tederal income tax rate applicable to the average recipiont from & low-income
family, or alternatively, the rate appli&able to the average recipient,
The latter would, oﬁ course, imply a lérger increase in pre-tax benefits
and a larger increase in the tax rate. To the extent that average after-tax
benefits decline, the perverse incentive effects in the unemployment insurance
) )

system are reduced.

The Administration should encourage the forthcoming National Commission

on Unemployment Compensation to study intensively the issues of experience

rating and the taxation of benefits.

1/ This rate may be zero, depending on the definition of "low income."
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Tssne 4 ——- Reducing Barriers to Occupational and Geographic Mobility

Policy Reccommandation

1. Estaeblish a task force to examine:
{(a) Tae extent to which Fedaral and state occupational licensing

laws and other regulations can be modified to provide a more

efficient utilization of labor resources.
{b) The effect on employment of Federal efforts to reduce
discriminatibn in the public and private sectors of the
economy .
(c) Federal programs that are  intended to facilitate geographic
and job mobility.
Discussion
One means of expanding productive job opportunitiés iz to reduce
barriers to job mobility that result in a less efficient utilization of
labor resources. This would tend to lower frictional and structural
unemployment. Scme barriers to job mobility are warranted. For example,
there clearly need to be some restrictions on who can be a physician.
Other barriers to job mobility are clearly inefficient and are either
anachronisms or are intended to maintain artifically high wages for
- persons in the "protected" sector.
Although occupational licensing had been largely a state function, the
increased Federal intervention in the workplace (OSHA), training subsidies (CETA,

health practitioners), and subsidies to industries (maritime, railroads,
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. health care reimbursement) have increased the Federal interest and role in
this area. And, the government clearly has an important role to p;ay in
reducing discrimination in training and employment, that is, on the use.
of criteria not related to productivity. The purpose of the task force
would be to identify areas where Federal or state legislation and
regulations can be modified to generate a more efficient allccation
of labor resources.

The task force would also examine the effectiveness of current

..

Federal programs, both regular and expsrimental, that are intended to
facilitate geographic mobility or job mobility within a geographic area.
These include the Employment Service, ths computer job matching program;

trade adjustment assistance and migration assistance.



EYES ONLY

MINUTES OF THE
ECONOMIC POLICY BOARD
EXECUTIVE COMMITTEE MEETING

August 31, 1976
Attendees: Messrs. Seidman, Lynn, Richardson, Rogers, MacAvoy,
Malkiel, Gorog, Parsky, Darman, Katz, Penner, Porter,

Hormats, Perritt, McDowell, LLeach, Rosenblatt, Kamens,
Butler, Spaulding

1. Report of Commodities Policy Coordinating Committee

The Executive Committee reviewed the report of the Commeodities
Policy Coordinating Committee on the International Resources Bank
and the Common Fund.

The discussion of the Common Fund focused on the economic impact

of the Fund on developing countries and on the United States; the
current U.S. position on the Fund; the schedule of dates when the

Fund will be considered, including the request for written comments
on the Fund to UNCTAD by September 30, 1976, a preliminary meet-
ing in late November 1976, and negotiations on the Fund in March 1977;
the three basic options developed by the CPCC; and technical consid-
erations with respect to the timing of U.S. statements on the Fund

The discussion of the International Resources Bank focused on the
narrative description of the International Resources Bank and a set
of questions and answers for policy guidance on the IRB to Adminis-
tration officials,

Decisions

Executive Committee members were requested to provide Mr.
Seidman's office with their comments and recommendations on the
Common Fund options paper no later than September 7, 1976.

The comments and recommendations should include both the depart -
mental or agéncy position with respect to the alternatives outlined
in the options paper as well as the departmental or agency view
with respect to the issue of timing.

EYES ONLY



The Executive Committee approved the CPCC recommendation
that the United States not submit written comments to UNCTAD
on the Common Fund proposal by the September 30 deadline.

The Executive Committee approved the description of the Inter-
National Resources Bank and the set of Q&As to be used as policy
guidance for Administration spokesmen. The Executive Com-
mittee also agreed that the description of the International
Resources Bank would not include: (1) giving the IRB authority
to act as a residual guarantor against commercial risk for any
obligations in a trilateral contract which is part of an IRB spon-
sored project; (2) giving the IRB authority to raise funds for
specific projects by issuing bonds in its own name; and (3) giving
the IRB authority to provide supplemental buffer stock financing.

U.S. Performance on Multilateral Aid

The Executive Committee reviewed a memorandum, prepared by
the Department of State, on '"U.S. Multilateral Aid Giving Per-
formance.' The discussion focused on the U.S. performance
with respect to fulfilling announced commitments to specific multi-
lateral aid institutions, the overall performance of the U.S. vis-a-
vis other developed countries in providing official development
assistance, and the relationship of the U.S. aid performance and
our position on the Common Fund and other objectives of the LDC

Decision

The Executive Committee requested Treasury to prepare a paper
outlining the substantive decisions and schedule for decisions
relating to U.S. commitments to multilateral aid institutions in
order to develop an Administration position prior to the annual
World Bank/IMF meetings the first week in October.
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