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Executive Summary

Recipients of unemployment insurance react to the economic incentives created by the system. Those incentives tend

to lengthen the average duration of unemployment.

Unemployment insurance taxes are paid primarily by workers themselves. Even though the employers actug
the checks to the government, it is the workers who bear the burden of the tax, through lower wage rates.

[ly write

JOBS Plus offers an alternative safety net for unemployed workers. The system is being used successfully for welfare
recipients, and can be applied to the unemployed. JOBS Plus uses money that would otherwise pay a person not
working; the money subsidizes a new private sector job. The presence of these jobs eliminates the disincentive to job

search, because one has to accept such a job or lose benefits.

Using JOBS Plus could reduce unemployment expenses by 68%, through reduced usage of unemployment insurance,

shortened spells of unemployment benefits, and reduced layoffs. The cost of using JOBS Plus is far less than
of the present system—a potential savings of over $250,000,000 a year.

the costs

Implementing JOBS Plus would not lead to lower wage jobs upon re-employment. Evidence from various experi-
ments with re-employment bonuses shows that workers who hurry up their job search do not end up with lower wages.

mtrOdUCtion _tures. This could immediately translatehe system for maximum benefits at min.i—
into lower unemployment taxes, most omum effort. And there is also good evi-
Unemployment insurance increaseswhich would be passed on to workers imlence thamotall recipients are dedicated
the Oregon unemployment rate and lowthe form of higher wages. Although thereo finding a suitable job as soon as hu-
ers workers’ pay, while making the busiis a bit of JOBS Plus usage in the Ul sysnanly possible. Instead, recipients cover
ness climate in Oregon less competitiveem today, it is not enough to truly makea wide range of behaviors and motiva-
than in many other states. The system &difference. With an ambitious switchtions. Consider a few of the many possi-
designed as if re-employment were toto the JOBS Plus system, the workers ardllities other than the stereotypes men-
tally out of the unemployed person’s conthe general public of Oregon will see defitioned above:
trol. Because reality is quite differentnite benefits.
the program can greatly encourage e A person who would like to spend two
people to delay their job searches. Even This paper begins with a look at the weeks camping during the spell of
worse than increasing unemploymentyehavior of Ul recipients, stressing how unemployment, knowing that it may
most of the costs are passed on to workacentives affect their decisions. Nextwe be a year before accruing enough time
ers in the form of lower wages, penalizdescribe how Ul taxes are passed on to on a new job for two weeks of vaca-
ing those who make the most effort, an@vorkers. Then we describe the alterna- tion.
subsidizing those who make the least. tive, JOBS Plus, and estimate its cost sav-
ings. The next section considers whether A person who wants to spend some
Oregon’s welfare system is moving inJOBS Plus might lead the unemployed time re-roofing the house before look-
the opposite direction: emphasizingo accept low wage jobs. Recommenda- ing for work. The person judges that
work-for-pay rather than pay-for-no-tions for implementation follow. it is more responsible to do the work
work A new program called JOBS Plus, during a spell of unemployment than
combined with a change in attitude at th(j_-he BehaV|0r Of to hire it out.

welfare agency, has led to a massive r
Unemployment found that the extra income from

duction in welfare caseload.
This paper compares Oregon’s prese s working just barely offset the costs of
system of Ul compensation with imple-rrhsurance ReCIplentS working (including costs not only for

mentation of the JOBS Plus program for Ul recipients cannot be stereotyped. clothing, travel and daycare, but also
Ul beneficiaries. We estimate total savThere is good evidence to believe that hardship to the family). Even though
ings to be about 68% of current expendall recipients are lazy bums trying to milk  unemployment insurance does not

e A former stay-at-home mother, who
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How the Unemployment Insurance System Works

Unemployment insurance dates back to the New Deal era. Although it is mandated by federal law, the states have great

discretion in setting the details of their programs.

Employers pay taxes into the Ul trust fund, maintained by the federal government. Tax rates are set by the sta

te, based

on the company’sxperience rating Experience rating means that a high tax rate is charged to those firms whose former

employees’ claims sum up to relatively large amounts. A low tax rate is charged to the firms whose former emp

loyees’

claims are small. The purpose of experience rating is to make companies feel the effects of their layoff decisions, so that
they cannot pass the costs of their layoffs onto other companies. However, the tax rates have ceilings and floors, which
mean that a number of firms are either paying too much or too little, relative to their own former employees’ claims.

Tax rates in 1996 ranged from 1.0 to 5.4% of the first $20,000 of wages paid per employee. The tax has averag
2.40 percent in recent years, with a declining trend due in part to Oregon’s improving economy.

Workers who are unemployed can claim benefits so long as they were involuntarily laid off or they quit for good
cause. Determining which workers’ claims are valid is a major administrative cost of running the Ul program.

ed

The typical worker is eligible for 26 weeks of benefits, although there are some special programs that extend the

benefit period. The worker must meet several conditions to receive benefits. Primarily, the worker must be a

ble and

willing to work and actively looking for work. There is no real policing of the job search requirement in Oregon, although
each Ul recipient must report in weekly. Typically the reports are made by touch-tone phone responses to standard

eligibility questions. Some workers are identified by a statistical model as being likely to exhaust their benefits
being re-employed. These people may be required to participate in an orientation seminar and some job search

before
activities.

The amount of benefits a worker receives is based upon his or her prior wages, with floors and ceilings on the benefit

payments. The average weekly benefit in Oregon now runs about $190; the minimum is $77 and the maximum

is $329.

fully replace her wage income, shedecision is an economic one: the There is ample evidence that the Ul

finds that collecting Ul benefits with- amount of the Ul benefit, compared withsystem influences behavior; specifically,
out working is preferable to finding athe value of free time, influences wherthat it leads to longer periods of unem-

new job. and how hard unemployed persons loogloyment. Academic researchers, even
for work. those who support the system, universally
A person who took early retirement conclude that Ul benefits have the per-

but would like additional income. The The Ul system requires all recipientsserse effect of increasing unemployment.

person works for a year in a job withto be actively looking for work, to be

a high likelihood of termination, then available and able to work, and to be in The following chart, from data pub-

collects unemployment for the maxi-the area where they are looking for worklished in the academic journal

mum period of eligibility. Compliance with these rules, though, i€Econometricashows the probability of
voluntary. Although a small number ofa Ul recipient finding a job or being re-

The common theme of these exrecipients are required to have one oricalled from a layoff, based on how many

amples is that everyone makes choicemtation seminar, one meeting, and ongeeks remain of that person’s eligibility
about whether or not to look for work,follow-up telephone call, most recipientsfor Ul benefits! The probability triples

and how hard to look. Some people wilfind collecting Ul even easier. Weeklyin the last week of benefits, suggesting
make decisions based solely on theireports are filed by touch-tone telephonghat some people wait until the end of
sense of right and wrong, or based oim which the recipient answers questionbenefits to really look for work. (The

values related to obeying the rules. Butuch as “In the past week, did you loolOregon Employment Department has ex-

there is substantial gray area, and a nurfer work? Press one for yes, two for no.’amined similar data for Oregon, and fi

nds

ber of people are not strongly motivated’here is no distinction made betweenhat a similar spike also occurs in Oregon,
by adherence to rules. Thus, for a sigeoking for work half-heartedly and abut of a less pronounced magnitude.
nificant number of Ul recipients, thededicated job search. Probability of re-employment moves
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Liklihood of Ul Recipients Becoming Employed
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from about five percent for early weeks
to nine percent in the last wegk.

Consider some of the following con-
clusions from other academic studies:

» High Ul payments relative to previ-
ous wage increase the average dur
tion of unemployment, and increas¢
the percentage of unemployed wh
collect benefits.

e Those who are eligible for Ul have
than those not eligible.

» Experiments in which Ul recipients
were paid bonuses for finding work
succeeded in speeding up re-employ
ment (though not enough to cover th
expense of the bonusés).

» More intensive job-search require-
ments speed up re-employmént.
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States have significant autonomy to write their own job search requirements, sub-
longer durations of unemployment€ct to some conformity to federal guidelines. As a result, states vary widely in the

70 -

60 - |-

50 - |-

40 - |-

30 - |-

20 - |-

10 - |-

degree to which their unemployed use the system.

Percent of Total Unemployed who are Ul Claimants

High: Alaska Oregon U.S. Median Low: South Dakota
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These results clearly indicate the be
havior of Ul recipients is affected by the LA
Ul system. We are not asserting that they ElaStICItIeS
are uniformly lazy or irresponsible. We %
characterize them as reacting to the incen- and TaX Shlftmg
tives and disincentives presented to them.  The analysis of how much of an employment tax is passed on to workers,
For some, the result is intensive job search and how much is absorbed by employers, is fairly cut and dried at the formal
immediately upon becoming unemployed; level. The share of the tax passed on to workers is determined by the |abor
for others, it is a low level of job search; supply elasticity relative to the labor demand elasticity. An elasticity is de-

and for others, it is no job search at all. | fined as the percentage change in quantity caused by a one percent change in
price.

Unemployment In the long run, labor demand elasticity for a region is fairly high, whijle
labor supply elasticity is fairly low. Thus, a change in the tax is primarily paid

msuranCe Taxes by workers in the long run. Common estimates of the short-run elasticities are

The cost of today’s unemploymentin- -0.1 to -0.3 for demand and 0.14 for supply. Demand elasticities should be
surance system falls primarily upon the higher at a state level, because production can be shifted out of state when a
workers of the state, through lower wages tax is increased. For our short-run estimate, then, we used the greater elastic-
and reduced employment opportunities. ity of -0.3. These figures result in two-thirds of the tax being passed on to
On the surface, the Ul system is financed workers, with the remaining burden carried by employers—and indirectly to
by a tax on employers, charged as a per- consumers as well as company owners.
centage of taxable wages paid, up to some
limit. There are few academic studies on the issue. We have used our own,
admittedly rough, estimates, because we have found no academic study that

This tax is mostly passed through to deals with tax incidence specifically at the state level. Researchers should
workers in the form of lower wages. Tg also be cautious regarding older studies, conducted when Ul benefits were not
understand this, imagine an extreme case taxable.
in which employers can move from one
state to another at will, to take advantage
of lower wages. In this case, employers
lower their offered wage by the differ- : erance pay is less in need than a youn
ence between this stateg’s tai and the IO\IAn Alternatlve worker IZigoff from his or her first jzb. ’
est tax available elsewhere. Workers e'Safet Net fOf
ther accept the lower wage, or the com* y Another important goal is to minimize
pany takes its jobs to the lower cost stat damage done by the safety net. Damage

bregon Workers can be done in two ways. First, high

The real world is not quite so stark, There are several viable alternativéaxes, especially employment taxes, dis-
but there is substantial sensitivity, in thesafety nets for unemployed workers. Irtourage demand for employment and are
long run, of employers to the cost of lathis section we explore one: Oregon’snostly paid by workers in the form of
bor. The actual magnitude of these efJOBS Plus program now being used blower wages. Second, a safety net pro-
fects is hard to quantify in the long-runwelfare applicants. We focus on JOBQram can provide a disincentive to un-
but some rough estimates are availabRlus because Oregon law already marmployed people to find employment.
for short-run changes. In the short-rungates its use for unemployment insurand&oth of these should be avoided.

a change in the Ul tax is probably paidecipients. Thus, itis the one reform that

2/3 by workers, and 1/3 by employérs.could be implemented quickly, without The JOBS Plus program meets both
Once the time period considered length€ongressional or even legislative actiorof these goals: helping those mostin need
ens to where companies can enter or and not worsening unemployment. The
leave the state, the burden of the tax will First, we should consider the desirablprogram was originally designed for both
be almost fully shifted to the workers.goals of an unemployment safety net. Avelfare and unemployment insurance
In addition to causing the state’s workbasic goal of any unemployment safetyecipients, though its major use so far has
ers to collect lower wages, the Ul taxnet should be protection of those workbeen in welfare. In that area, money that
causes total employment in Oregon ters most in need. The downsized execwould otherwise have gone for cash ben-
be lower than it would otherwise be. tive with stock options and a year's sevefits and food stamp payments is used to

n
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subsidize a private sector job. With somg
exceptions, welfare recipients are re-
quired to work or leave the welfare rolls

The law that created JOBS Plus i

Oregon covers unemployment insurande

recipients, but JOBS Plus has not beg
used extensively in the Ul arena. Th
concept is that money earmarked for ur
employment insurance is used to crea
a private sector job. Instead of being pai
for not working, the recipient is paid for
work actually performed.

[oN

3% S

e

Oregon’s Welfare Success

Thousands of Oregon families have moved from welfare to work, thal
to Oregon’s welfare reform efforts. There have always been people leal
welfare, many of them to take jobs, but the number has increased dramat
in the last three years. In addition, there are many people who now find
but who previously would have gone onto the welfare rolls. There are p
ably 15,000 families over and above normal levels that have made the t

nks
ving
cally
jobs
ob-
ans-

formation. Approximately 92% of those families are now paying taxes rather

than receiving them. Although welfare caseloads have dropped in most st
Oregon’s decline ranks second in the nation, behind only Wisconsin.

How has Oregon done the job? Two elements were critical to the cha

ates,

nge:

The present unemployment insurance new legislation creating the JOBS Plus program, and a new attitude within the
system requires major effort to policg state’s Adult and Family Services Department (AFS).
applicants. Much of the administrative
expense is taken up determining whether Prior to the changes, the welfare staff's main job was to determine elig|bil-
a person has left a job for good cause, ity for benefits. They also made referrals to a program called JOBS (Job
and is thus eligible for benefits. JOBS Opportunities and Basic Skills Training), which was generally ineffectiye.
Plus will reduce the volume of disputes JOBS was designed to improve the education and work skills of welfarg re-
simply because it can accept all comers. cipients so that they could become self-supporting. However, participatign in
That is, the prospect of receiving pay for the program was minimal, and results for those who did patrticipate werg not

working is much less likely to lead to
guarrels about eligibility than the present
system, which pays benefits for not work}
ing. Most applicants will be using the
system as a safety net that is inferior tp
finding their own jobs. For that reason

the system can be open to almost all com-

much better than minimal.

JOBS Plus was a different story. As applied to welfare, the program takes

money that otherwise would fund cash benefits and food stamps, and s
dizes a new private sector job. Welfare recipients must take a job when o
offered, and JOBS Plus provides the offers. (There are some exemptions
the work requirement.)

ubsi-
ne is
from

ers.
At the same time that JOBS Plus was being implemented, AFS persagnnel
made a shift in their own role: they became self-sufficiency counselors. They
used the old JOBS program, but emphasized finding work. JOBS Plus was a
tool used for those with minimal work experience and skills. JOBS Plus as
also a stick: find your own job or one will be found for you.

The troublesome cases will be thosp
people who make an effort to be unem
ployable, by showing up at assigned job
with bad attitudes. There will still be
some administrative time taken up witl
these people, but it should be much lesgs
than under the present system.

]

The twin changes, one of attitude and the other of work requirements, al-
tered the incentives faced by welfare applicants. And with changed in¢en-
tives, actions changed. Prospective welfare recipients learn about thel new
requirements when they apply; 40% of the new job placements are to appli-
cants who get their job before they even start on welfare.

Reform of the unemployment insur-
ance system will also have to address two
areas of administrative practice within the
Employment Department: suitability an
attachment. Suitability refers to whether
a possible job is suitable for a Ul recipi-an accounts receivable clerk, would that A liberal view of suitability also al-
ent. Given the current lack of enforcebe considered a “suitable” job? A narlows us to get closer to underlying need.
ment of work search requirements, suitrow approach to suitability would say noThe family head who needs money to
ability isn’t a major concern. With a se-A broader approach would say that anput food on the dinner table will accept
rious work requirement, though suitabiljob which would pay at least as much aa job, perhaps temporarily, that pays
ity becomes a more important issue. Fahe Ul benefit would be suitable. We reconly as much as the Ul benefit. How-
example, if an unemployed accounts paysmmend that latter stance as a way to mever, the unemployed corporate execu-
able clerk had an opportunity to becomévate early and effective job search. tive may decline to take a job that pays
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only $329 a week, even if that decisior Unemployement: Insured as % Of Total

requires foregoing any benefits unde
the unemployment insurance progranso.0%
That indicates the executive’s level o
need. Note that under existing practice:
those executives whose job loss is sof>0-0%7]

ened by two years of severance pay plt —-—
accelerated vesting of stock options ar40.0%_ Oregon
fully eligible for unemployment insur- —
ance benefits, even while collecting sev US.
erance. 30.0% -
- SD
The second area to address is “attac -

ment,” which refers to workers who ex-20.0%-
pect to be recalled from layoff by their = ‘-
old employer. Attimes this may amoun
to as many as 75% of Ul claimants. Ont?-9%
study has found that only 57% of those
who expected to be recalled were actu-
ally recalled®® Those who weren't re- make the conservative assumption that
called experienced much longer spells B Oregon'’s rate will fall to that of South
unemployment. Policy toward enforcingc;i-l’]e ReCIplenCy Rate Dakota, which is the lowest. In terms of
work search requirements has been quite The first area of saving is in theour hypothetical group of 1000 poten-
lenient for those who expect to be rerecipiency rate: the percentage of unentially unemployed, the number of them
called. This approach may not be verployed people who actually claim Ulcollecting Ul would be only 35% of those
helpful to those who are not recalled; thepenefits. Not all unemployed people reeurrently collecting. (The 15.3% South
would be better off getting on with theirceive Ul benefits. Some don'’t bother tdDakota rate, divided by the 43.0% Or-
job search. Special consideration for afile; others are not eligible. A U.S. De-egon rate, equals 35%).
tachment also ignores the booming tenpartment of Labor study has found sub-
porary help industry. Today a person witlstantial state-to-state variation in the ra- Who among the unemployed would
work experience can easily get a tempdio of Ul recipients to total unemployed.choose not to collect benefits? Perhaps
rary job, and thus be available if recalled he study also noted very wide variationshe corporate executive with a generous
by the previous employer. At the samérom state to state in eligibility require-severance package; he or she is now eli-
time, the worker earns a paycheck, learmaents, as well as in some other factorgible for Ul even while collecting a
something about other employers, anthat affect the recipiency rate. Oregon’'snonthly payment from the former em-
may even get an offer of permanent enrecipiency rate of 43.3% in 1993 wa9loyer. Maybe the person on temporary
ployment. Given the explicitly limited above the national average of 32%. Thkayoff who would rather take a few weeks
duration of JOBS Plus employment, it idowest state rates were South Dakota &br personal time than work at a tempo-
an ideal backstop for workers who may.5.3%, Virginia at 17.0% and Newrary job. Possibly the person who de-
be recalled. Hampshire at 20.3%8. Oregon’s rate has cides to retire at the time that his or her
been consistently higher than the nationgbb is terminated. And maybe the per-
In the remainder of this section weaverage, while South Dakota’s, for exson who only wants seasonal work and
examine three areas of savings resultirgmple, has been consistently lower.  who is looking forward to having some
from this system, and then the costs of time off.
implementing it. To do so, we begin with We believe that full implementation
a hypothetical group of 1000 potentiallyof the JOBS Plus program in the area of Other states which currently have
unemployed persons. We calculate saunemployment insurance would constirecipiency rates lower than Oregon’s will
ings from bringing this group into JOBStute the strictest state requirement in thiénd that their savings are not as great,
Plus, and the cost of serving this groupountry. Thus, Oregon’s recipiency ratdecause there is less difference between
under JOBS Plus. The net savings as likely to fall below the lowest their state and the low recipiency rate
extra cost for the group is calculated, ancecipiency rate anywhere. Because weltimately achievable. The few states
then applied to the overall number ohave difficulty estimating just how muchwith higher recipiency rates will find even
unemployed people in Oregon. lower the recipiency rate will go, wegreater savings.

1 1 1 1 1 1
1972 1974 1976 1978 1980 1982 1984 1986 1988 1990 1992 1994
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: sity is at maximum effort from Week 1.called “experience rating.” Unfortu-
‘]Ob SearCh lntenSIty We re-compute the average duration afately, experience ratings are imperfect
Recall the chart on page 3, “Likelihoodunemployment benefits based on thifor two separate reasons. First, the tax
Of U.1. Recipients Becoming Employed.”higher level of job search intensity. rate changes only with a lag, and interest
An unemployed person can work hard, or on an employer’'s Ul account is neither
not so hard, at finding a job. Obviously The results from these two computaeredited for positive balances nor debited
there are some people who wait until théons show a major difference. Averagdor negative balances. So companies
last week of benefit eligibility before find- duration of unemployment in the Meyeraware of the time value of money will
ing work, while others are quite anxiouggroup is 14 weeks; with maximum jobfind that a layoff today is paid for with
to get a job. We believe that under JOBSearch effort, the average duration is onlfomorrow’s less valuable dollars.
Plus, people will prefer to find their own6 weeks, suggesting a savings of 58%.
jobs as soon as possible, rather than being Second, the tax rates have floors and
assigned a job. Those people who cuLa OffS ceilings. Once a company has a level of
rently wait until the last week to find a job y Ul claims that puts its tax rate at the ceil-
will no longer have an incentive to delay Our final savings is based not on théng, then there is no further cost to fur-
looking for a job—they’ll already be behavior of employees, but on the behather layoffs. Similarly, a company that
working in order to receive unemploymentor of employers. In the original designhas an excellent history will pay the mini-
insurance benefits. Thus, all Ul recipientsf the system, there was concern that emmum tax rate, even though that rate col-
will be trying as hard as possible to findoloyers might find layoffs more advantadects more revenue than the costs the
the job that's best for them. Those whgeous with unemployment insurance itompany imposes on the system. A small
want to take some time off without pay oiplace. Without Ul, a layoff would meanlayoff may not increase the company’s
Ul benefits can do so with a clear conthat a company’s workers look for em-cost to the system by enough to raise the
science; but once they are ready to worlployment elsewhere. But with the Ul systax rate above the minimum, so a layoff
they will make the maximum effort to find tem, workers can wait to be recalled fronis free.
a suitable job. atemporary layoff. Because the company
has less risk of losing skilled and reliable As a result, approximately 5% of the
To estimate the savings from such avorkers, the Ul system might lead tdayoffs that actually occur are due to the
change in incentives, we begin with theyreater layoffs. To offset this incentive perverse incentives within the Ul sys-
data charted on page 3, from Bructhe Ul tax rate is set based on a companytem?3
Meyer's article inEconometricaWe in- employees’ collection of Ul benefits.
terpret the likelihood of becoming em-Thus, layoffs will increase a company’s, : :
ployed as a measure of job search intetdl tax rate, which discourages layoffs. Ca|CU|at|0n Of Savmgs
sity—how hard the person is trying to find The three savings effects we have de-
ajob. The effort made in the last week of Keying the tax rate to the Ul benefitsscribed so far are consolidated in the fol-
eligibility we assume to be the maximunreceived by a company’s employees ikwing table:
possible job search intensity. (We don't
really know that greater effort is impos
sible; but until reforms are made, the con-
servative estimate is that intensity will not
be greater than that found under the cur-
rent system. A study of Washington state's

Savings from JOBS Plus
Compared to the Status Quo

experiment with greater job search re- Status Quo JOBS Plus

quirements found that mailing recipients Potential Unemployed, persons 1,000 1,000

a notice that they would have to attend |a Less reduced layoffs, % 0% -5%

two-day job search seminar caused a sig-  Actual Unemployed, persons 1,000 950

nificant increase in job search effort be-

fore the seminar was actually hély. Collecting Benefits, % 43.0% 15.3%

Collecting Benefits, persons 430 145

First we compute an average duration

of unemployment benefits based on the  Average Weeks Unemployed 14 6

job search intensity found in the Meyer Total Person-weeks of Benefits 6,020 872

study. Then for an alternate estimate, we  Percentage Difference - 86%

assume that everyone’s job search inten-
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Changing the incentives regarding
unemployment could lower the person-
weeks of benefits by 86%. That's a hug
reduction, of course, but it's only one side

Program Costs per 1000 Potentially Unemployed

[}

of the story. We will look at the cost of Status Quo JOBS Plus
the JOBS Plus program below. But first Number participating in program 430 145

let's put some dollars into the calcula Cost per participant $2,763 $2,589
tions. On the status quo side, the aver-  Total Costs $1,188,090 $375,405
age total benefit per Ul beneficiary in the Percentage Savings from JOBS Plus 68%

1990-94 period was $2518, while admin-
istrative costs averaged $245 per benefi-
ciary, for a total cost of $2763For our
pool of 1000 potentially unemployed, theor Oregon JTPA? Many JTPA clients (Although both business and workers
Ul program entails total costs ofhave lower skills and more challenges tgenerally would benefit from the change
$1,188,090. employability than the typical Ul client. to JOBS Plus, some workers would be
If anything, we are making some highworse off. Those who regularly use Ul
What would the JOBS Plus prograntost estimates for JOBS Plus involvingand don’t care to find a new job as rap-
cost this group? We don't have hard nuniJI claimants. idly as possible will find that they either
bers yet, but we can take some informa- have less money or less time off. The
tion from the cost of serving welfare re- So far we have dealt with our hypo-dollar value of benefits to other workers
cipients in JOBS Plus. Keep in mindthetical group of 1000 potentially unem-and to business more than offsets this
though, many welfare recipients have nployed, because it helped us to avoid iggroup’s loss, but it is a loss to them none-
work experience and need coaching osues such as whether the economy is reldeeless.)
basic job habits. In addition, they receiveively strong or relatively weak at any
child care grants, and counseling. Ugiven moment. Now, however, it is tim
recipients, however, by definition haveto consider the total Ul tax coIlection‘z\/\/":lge Rate EffeCtS
work experience and have their child carand average tax rates in actual practice Would changes in the unemployment
needs arranged, so their expenses shouhdOregon. insurance system lead to changes in the
be less. The average JOBS Plus worker wage rates at which people take new
has received an hourly wage higher than Total Ul benefits paid and admin- jobs? It would seem inappropriate to
the hourly equivalent of the average Ulstrative costs from 1990 through 1994 force people into low-wage jobs as a cost-
benefit® averaged $380 million per year. To saving measure. However, it is unlikely
fund the program, the tax rate aver- that JOBS Plus would have that effect.
The JOBS Plus cost per placement iaged 2.40% of taxable payrolls® (In-
$2589'¢ (AFS quotes a figure net of sav-dividual employers paid varying tax One theory of unemployment would
ings from welfare grants and foodrates, according to their experience raassume that more job search activity leads
stamps; our figure is gross costs beformg.) If Oregon achieves a 68% sav- to more job opportunities, some of which
savings.) For the 145 people collectingng in total costs, the tax rate could would be at wage rates high relative to
benefits from our group of 1000 potenfall to 0.76%. the individual's potential. Thus, people
tially unemployed, the total cost would who can spend more time searching for
be $375,405. (This figure is not adjusted Recall our earlier discussion of unemwork will find higher wage rates. Con-
for differing lengths of time receiving ployment insurance taxes, in which weversely, people forced into finding jobs
benefits; thus we assume that Ul benefestimated that in the short run, two-thirdgjuickly will take unsuitably low-paying
ciaries use the program just as long af any tax cut would go to workers.jobs.
welfare recipients did, which is probablyWorkers would thus find that their wages
an overstatement.) rose by about 1.1%. Total employment The alternative theories make wage
in the state would also increase. Everates largely independent of duration of
One “reality check” for using the wel- though wages rise, the reduced Ul taunemployment. If unemployed people
fare reform cost estimate is the Job Trairwould lower the total cost of employmentare using a large part of their time for
ing Partnership Act (JTPA) programs inthat businesses face. It is a win-win situactivities other than job search, then com-
the state. These programs for adults aation. Overall economic growth in Or-pressing the duration of unemployment
erage a cost of $1,987 per worker, acgon would increase, as the state’s labonay squeeze out the other activities, not
cording to data in the 1995 annual repotiecame more attractive to employers. the job search.
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Another theory that leads to the NeW Wage as % Of Prior WageS

same conclusion assumes that th

newly unemployed don’t know what 130.0%
they are really worth in the job mar-

ket, but they guess that they are wort 120.0%—

about what they earned in their las

. . . 110.0%
job. If a person receives a job offer a V
a higher wage, he doesn’t know if helO0.0%

is really worth more, or if he just re- V v \
| W4 \

ceived a lucky offer at an abnormally 90.0%
high wage. Similarly, if a low-wage
offer is received, he doesn’t know if 80.0%
he is worth less than he used to b

worth, or if that particular job offer is 70.0% -
abnormally low. This uncertainty

60.0%
leads those who are worth more nov 1 6 11 16 21 26
(relative to their old job) to accept job Weeks Collecting Unemployment Insurance

offers quickly, at higher wages. Those
who are worth less, due to changing lareceived at new jobs, calculated as a peiake a relatively low-paying job in order
bor needs in the economy, initially resistentage of wage rates at old jobs, tend to get higher wage potential in the future.
the idea, but eventually accept a job at@ecline as duration of unemployment infor these people, initial wage is not a
lower wage rate. In this theory, com<reases. If time unemployed were useglood measure of future earnings. It is
pressing the unemployment duration mato find more, higher job offers, we wouldworth noting that in their first jobs, col-
not change the eventual average wagpect to see an increasing relationshipge graduates on average earn only a
rate each group accepts, it merely speed§é wages with duration. little more than high school graduates.
up the acceptance of reality. By the time they are 40 years old, though,
However, if duration of unemploy- the college grads are earning 64% more.
Academic research on the subject iment is inversely related to ambition—This suggests that talents and skills are
sparse. One study using data from thas would be the case if the time wereewarded regardless of initial wage
1960s found that the amount of Ul payspent in leisure activities — then werates?
ments positively affected the wage ratesould expect to find the declining rela-
of new jobs for some demographidionship shown by the Oregon data. Second, those who currently have jobs
groups, but not for othet8. This study are often deemed to be the best candi-
supports the first, higher-wage theory for Finally, if wage rates taken on newdates for other jobs. Having taken a job
older workers, but the second, non-jobjobs reflect value in a changed marketquickly after being fired is more likely
search theory for younger workers.  place for labor, as in the third theory weo look good to another potential em-
sketched out above, then we would exployer than having spent six months look-
Several recent experiments in whiclpect a declining wage rate as duration ahg for a job.
bonuses were paid to those who foundnemployment lengthens: those who
work quickly showed that wage rategake jobs quickly are those who receive A third issue has not been discussed
were not reduced by the bonus progranhigh job offers; those who take a longvidely in the context of unemployment
This also tends to support either of th&ime before accepting a job offer are thosmsurance: the temporary help industry.
two theories that indicate no significantvho don’t believe at first that they areOf minuscule size when the unemploy-
wage effect® now worth less than they used to benentinsurance system was begun, it now
worth. Discouraging them from takingconstitutes a major element of the
Oregon data on wage rates and durae long to find re-employment would noteconomy. Those who want to take their
tion of unemployment tend to also supehange the ultimate wage rate that thetyme looking for the perfect job can take
port the no-wage-gain theories of unemreceive. temporary jobs. This de-stigmatizes un-
ployment duratior* (The following dis- employment, provides income — and of-
cussion has not been subjected to the rig- So far, this discussion has focused oten a temporary job becomes permanent.
orous theoretical and statistical evaluathe initial wage rate of the new job. The
tion of academic research, and should lraore important issue is the future earn- Overall, there is little evidence to sup-
taken as preliminary.) Actual wage ratethgs path of the worker. Some peopl@ort the concern that reforming the un-

Cascade Policy Institute ¢ Jobs, Not Unemployment: Reforming Unemployment Insurance 9
813 SW Alder, Suite 300 ¢ Portland, Oregon 97205 « (503) 242-0900 « www.CascadePolicy.org


http://www.cascadepolicy.org

employment insurance system woulghloyment insurance tax is passed on to Quantitative estimates of the benefits
lead people to take jobs at lower wagevorkers in the form of lower wages, smf JOBS Plus may be greeted with skep-

rates. those who are in no hurry to find a jokticism. Indeed, the author himself is

impose a burden on those who searakeptical of much quantitative work in

: actively and diligently. ublic policy. But this analysis has
Conclusions y ane argenty S /

sought to be fairly conservative. Despite

Oregon’s unemployment insurance The JOBS Plus system, in contrasthat conservatism, the analysis shows tre-
system works to the detriment of mosprovides a safety net for those who trulynendous savings to the workers of the
workers in the state, and makes Oregonigeed it, and encourages rather than distate. We could be off by half in our es-
business environment less competitivecourages people to find jobs. The protimates and there would still be great sav-
These costs are imposed because the sgsam needs to be administered by staifigs from the program. Fundamentally,
tem provides incentives to delay jobwho believe that their role is to help thehese savings are possible because people
search, or to search only halfheartedlynemployed find jobs, rather than taeact to the incentives and disincentives
thus raising unemployment. The unemmerely determine eligibility for benefits. before them.
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