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Introduction
Unemployment insurance increases

the Oregon unemployment rate and low-
ers workers’ pay, while making the busi-
ness climate in Oregon less competitive
than in many other states.  The system is
designed as if re-employment were to-
tally out of the unemployed person’s con-
trol.  Because reality is quite different,
the program can greatly encourage
people to delay their job searches.  Even
worse than increasing unemployment,
most of the costs are passed on to work-
ers in the form of lower wages, penaliz-
ing those who make the most effort, and
subsidizing those who make the least.

Oregon’s welfare system is moving in
the opposite direction:  emphasizing
work-for-pay rather than pay-for-no-
work  A new program called JOBS Plus,
combined with a change in attitude at the
welfare agency, has led to a massive re-
duction in welfare caseload.

This paper compares Oregon’s present
system of UI compensation with imple-
mentation of the JOBS Plus program for
UI beneficiaries.  We estimate total sav-
ings to be about 68% of current expendi-

tures.  This could immediately translate
into lower unemployment taxes, most of
which would be passed on to workers in
the form of higher wages.  Although there
is a bit of JOBS Plus usage in the UI sys-
tem today, it is not enough to truly make
a difference.  With an ambitious switch
to the JOBS Plus system, the workers and
the general public of Oregon will see defi-
nite benefits.

This paper begins with a look at the
behavior of UI recipients, stressing how
incentives affect their decisions.  Next we
describe how UI taxes are passed on to
workers.  Then we describe the alterna-
tive, JOBS Plus, and estimate its cost sav-
ings.  The next section considers whether
JOBS Plus might lead the unemployed
to accept low wage jobs.  Recommenda-
tions for implementation follow.

The Behavior of
Unemployment
Insurance Recipients

UI recipients cannot be stereotyped.
There is good evidence to believe that not
all recipients are lazy bums trying to milk

the system for maximum benefits at mini-
mum effort.  And there is also good evi-
dence that not all recipients are dedicated
to finding a suitable job as soon as hu-
manly possible. Instead, recipients cover
a wide range of behaviors and motiva-
tions.  Consider a few of the many possi-
bilities other than the stereotypes men-
tioned above:

• A person who would like to spend two
weeks camping during the spell of
unemployment, knowing that it may
be a year before accruing enough time
on a new job for two weeks of vaca-
tion.

• A person who wants to spend some
time re-roofing the house before look-
ing for work.  The person judges that
it is more responsible to do the work
during a spell of unemployment than
to hire it out.

• A former stay-at-home mother, who
found that the extra income from
working just barely offset the costs of
working (including costs not only for
clothing, travel and daycare, but also
hardship to the family).  Even though
unemployment insurance does not

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 actually write
the checks to the government, it is the workers who bear the burden of the tax, through lower wage rates.

• 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 the costs
of the present system—a potential savings of over $250,000,000 a year.

• 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.
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fully replace her wage income, she
finds that collecting UI  benefits with-
out working is preferable to finding a
new job.

• A person who took early retirement
but would like additional income.  The
person works for a year in a job with
a high likelihood of termination, then
collects unemployment for the maxi-
mum period of eligibility.

The common theme of these ex-
amples is that everyone makes choices
about whether or not to look for work,
and how hard to look.  Some people will
make decisions based solely on their
sense of right and wrong, or based on
values related to obeying the rules.  But
there is substantial gray area, and a num-
ber of people are not strongly motivated
by adherence to rules.  Thus, for a sig-
nificant number of UI recipients, the

decision is an economic one:  the
amount of the UI benefit, compared with
the value of free time, influences when
and how hard unemployed persons look
for work.

The UI system requires all recipients
to be actively looking for work, to be
available and able to work, and to be in
the area where they are looking for work.
Compliance with these rules, though, is
voluntary.  Although a small number of
recipients are required to have one ori-
entation seminar, one meeting, and one
follow-up telephone call, most recipients
find collecting UI even easier.  Weekly
reports are filed by touch-tone telephone,
in which the recipient answers questions
such as “In the past week, did you look
for work?  Press one for yes, two for no.”
There is no distinction made between
looking for work half-heartedly and a
dedicated job search.

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 UI trust fund, maintained by the federal government.  Tax rates are set by the state, based
on the company’s experience 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 employees’
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 averaged
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 UI program.

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 able and
willing to work and actively looking for work.  There is no real policing of the job search requirement in Oregon, although
each UI 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 before
being re-employed.  These people may be required to participate in an orientation seminar and some job search 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.

There is ample evidence that the UI
system influences behavior; specifically,
that it leads to longer periods of unem-
ployment.  Academic researchers, even
those who support the system, universally
conclude that UI benefits have the per-
verse effect of increasing unemployment.

The following chart, from data pub-
lished in the academic journal
Econometrica, shows the probability of
a UI recipient finding a job or being re-
called from a layoff, based on how many
weeks remain of that person’s eligibility
for UI benefits.1  The probability triples
in the last week of benefits, suggesting
that some people wait until the end of
benefits to really look for work.  (The
Oregon Employment Department has ex-
amined similar data for Oregon, and finds
that a similar spike also occurs in Oregon,
but of a less pronounced magnitude.
Probability of re-employment moves
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from about five percent for early weeks
to nine percent in the last week.2)

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

• High UI payments relative to previ-
ous wage increase the average dura-
tion of unemployment, and increase
the percentage of unemployed who
collect benefits.3

• Those who are eligible for UI have
longer durations of unemployment
than those not eligible.4

• Experiments in which UI recipients
were paid bonuses for finding work
succeeded in speeding up re-employ-
ment (though not enough to cover the
expense of the bonuses).5

• More intensive job-search require-
ments speed up re-employment.6

States have significant autonomy to write their own job search requirements, sub-
ject to some conformity to federal guidelines.  As a result, states vary widely in the
degree to which their unemployed use the system.7
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These results clearly indicate the be-
havior of UI recipients is affected by the
UI system.  We are not asserting that they
are uniformly lazy or irresponsible.  We
characterize them as reacting to the incen-
tives and disincentives presented to them.
For some, the result is intensive job search
immediately upon becoming unemployed;
for others, it is a low level of job search;
and for others, it is no job search at all.

Unemployment
Insurance Taxes

The cost of today’s unemployment in-
surance system falls primarily upon the
workers of the state, through lower wages
and reduced employment opportunities.
On the surface, the UI system is financed
by a tax on employers, charged as a per-
centage of taxable wages paid, up to some
limit.

This tax is mostly passed through to
workers in the form of lower wages.  To
understand this, imagine an extreme case
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-
ence between this state’s tax and the low-
est tax available elsewhere.  Workers ei-
ther accept the lower wage, or the com-
pany takes its jobs to the  lower cost state.

The real world is not quite so stark,
but there is substantial sensitivity, in the
long run, of employers to the cost of la-
bor.  The actual magnitude of these ef-
fects is hard to quantify in the long-run,
but some rough estimates are available
for short-run changes.  In the short-run,
a change in the UI tax is probably paid
2/3 by workers, and 1/3 by employers.8

Once the time period considered length-
ens to where companies can enter or
leave the state, the burden of the tax will
be almost fully shifted to the workers.
In addition to causing the state’s work-
ers to collect lower wages, the UI tax
causes total employment in Oregon to
be lower than it would otherwise be.

An Alternative
Safety Net for
Oregon Workers

There are several viable alternative
safety nets for unemployed workers.  In
this section we explore one:  Oregon’s
JOBS Plus program now being used by
welfare applicants.  We focus on JOBS
Plus because Oregon law already man-
dates its use for unemployment insurance
recipients.  Thus, it is the one reform that
could be implemented quickly, without
Congressional or even legislative action.

First, we should consider the desirable
goals of an unemployment safety net.  A
basic goal of any unemployment safety
net should be protection of those work-
ers most in need.  The downsized execu-
tive with stock options and a year’s sev-

erance pay is less in need than a young
worker laid off from his or her first job.

Another important goal is to minimize
damage done by the safety net.  Damage
can be done in two ways.  First, high
taxes, especially employment taxes, dis-
courage demand for employment and are
mostly paid by workers in the form of
lower wages.  Second, a safety net pro-
gram can provide a disincentive to un-
employed people to find employment.
Both of these should be avoided.

The JOBS Plus program meets both
of these goals:  helping those most in need
and not worsening unemployment.  The
program was originally designed for both
welfare and unemployment insurance
recipients, though its major use so far has
been in welfare. In that area, money that
would otherwise have gone for cash ben-
efits and food stamp payments is used to

Elasticities
and Tax Shifting

The analysis of how much of an employment tax is passed on to workers,
and how much is absorbed by employers, is fairly cut and dried at the formal
level.  The share of the tax passed on to workers is determined by the labor
supply elasticity relative to the labor demand elasticity.  An elasticity is de-
fined as the percentage change in quantity caused by a one percent change in
price.

In the long run, labor demand elasticity for a region is fairly high, while
labor supply elasticity is fairly low.  Thus, a change in the tax is primarily paid
by workers in the long run.  Common estimates of the short-run elasticities are
-0.1 to -0.3 for demand and 0.14 for supply.  Demand elasticities should be
higher at a state level, because production can be shifted out of state when a
tax is increased.  For our short-run estimate, then, we used the greater elastic-
ity of -0.3.  These figures result in two-thirds of the tax being passed on to
workers, with the remaining burden carried by employers—and indirectly to
consumers as well as company owners.

There are few academic studies on the issue.   We have used our own,
admittedly rough, estimates, because we have found no academic study that
deals with tax incidence specifically at the state level.  Researchers should
also be cautious regarding older studies, conducted when UI benefits were not
taxable.
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subsidize a private sector job.  With some
exceptions, welfare recipients are re-
quired to work or leave the welfare rolls.

The law that created JOBS Plus in
Oregon covers unemployment insurance
recipients, but JOBS Plus has not been
used extensively in the UI arena.  The
concept is that money earmarked for un-
employment insurance is used to create
a private sector job.  Instead of being paid
for not working, the recipient is paid for
work actually performed.

The present unemployment insurance
system requires major effort to police
applicants.  Much of the administrative
expense is taken up determining whether
a person has left a job for good cause,
and is thus eligible for benefits.  JOBS
Plus will reduce the volume of disputes
simply because it can accept all comers.
That is, the prospect of receiving pay for
working is much less likely to lead to
quarrels 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 to
finding their own jobs.  For that reason,
the system can be open to almost all com-
ers.

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

Reform of the unemployment insur-
ance system will also have to address two
areas of administrative practice within the
Employment Department:  suitability and
attachment.  Suitability refers to whether
a possible job is suitable for a UI recipi-
ent.  Given the current lack of enforce-
ment of work search requirements, suit-
ability isn’t a major concern.  With a se-
rious work requirement, though suitabil-
ity becomes a more important issue. For
example, if an unemployed accounts pay-
able clerk had an opportunity to become

an accounts receivable clerk, would that
be considered a “suitable” job?  A nar-
row approach to suitability would say no.
A broader approach would say that any
job which would pay at least as much as
the UI benefit would be suitable.  We rec-
ommend that latter stance as a way to mo-
tivate early and effective job search.

A liberal view of suitability also al-
lows us to get closer to underlying need.
The family head who needs money to
put food on the dinner table will accept
a job, perhaps temporarily, that pays
only as much as the UI benefit.  How-
ever, the unemployed corporate execu-
tive may decline to take a job that pays

Oregon’s Welfare Success
Thousands of Oregon families have moved from welfare to work, thanks

to Oregon’s welfare reform efforts.  There have always been people leaving
welfare, many of them to take jobs, but the number has increased dramatically
in the last three years.  In addition, there are many people who now find jobs
but who previously would have gone onto the welfare rolls.  There are prob-
ably 15,000 families over and above normal levels that have made the trans-
formation.  Approximately 92% of those families are now paying taxes rather
than receiving them.  Although welfare caseloads have dropped in most states,
Oregon’s decline ranks second in the nation, behind only Wisconsin.

How has Oregon done the job?  Two elements were critical to the change:
new legislation creating the JOBS Plus program, and a new attitude within the
state’s Adult and Family Services Department (AFS).

Prior to the changes, the welfare staff’s main job was to determine eligibil-
ity for benefits.  They also made referrals to a program called JOBS (Job
Opportunities and Basic Skills Training), which was generally ineffective.
JOBS was designed to improve the education and work skills of welfare re-
cipients so that they could become self-supporting.  However, participation in
the program was minimal, and results for those who did participate were not
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 subsi-
dizes a new private sector job.  Welfare recipients must take a job when one is
offered, and JOBS Plus provides the offers.  (There are some exemptions from
the work requirement.)

At the same time that JOBS Plus was being implemented, AFS personnel
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 was
also a stick:  find your own job or one will be found for you.

The twin changes, one of attitude and the other of work requirements, al-
tered the incentives faced by welfare applicants.  And with changed incen-
tives, actions changed.  Prospective welfare recipients learn about the 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.
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only $329 a week, even if that decision
requires foregoing any benefits under
the unemployment insurance program.
That indicates the executive’s level of
need.  Note that under existing practices,
those executives whose job loss is soft-
ened by two years of severance pay plus
accelerated vesting of stock options are
fully eligible for unemployment insur-
ance benefits, even while collecting sev-
erance.

The second area to address is “attach-
ment,” which refers to workers who ex-
pect to be recalled from layoff by their
old employer.  At times this may amount
to as many as 75% of UI claimants.  One
study has found that only 57% of those
who expected to be recalled were actu-
ally recalled.9  Those who weren’t re-
called experienced much longer spells of
unemployment.  Policy toward enforcing
work search requirements has been quite
lenient for those who expect to be re-
called.  This approach may not be very
helpful to those who are not recalled; they
would be better off getting on with their
job search.  Special consideration for at-
tachment also ignores the booming tem-
porary help industry.  Today a person with
work experience can easily get a tempo-
rary job, and thus be available if recalled
by the previous employer.  At the same
time, the worker earns a paycheck, learns
something about other employers, and
may even get an offer of permanent em-
ployment.  Given the explicitly limited
duration of JOBS Plus employment, it is
an ideal backstop for workers who may
be recalled.

In the remainder of this section we
examine three areas of savings resulting
from this system, and then the costs of
implementing it.  To do so, we begin with
a hypothetical group of 1000 potentially
unemployed persons.  We calculate sav-
ings from bringing this group into JOBS
Plus, and the cost of serving this group
under JOBS Plus.  The net savings or
extra cost for the group is calculated, and
then applied to the overall number of
unemployed people in Oregon.

The Recipiency Rate
The first area of saving is in the

recipiency rate:  the percentage of unem-
ployed people who actually claim UI
benefits.  Not all unemployed people re-
ceive UI benefits.  Some don’t bother to
file; others are not eligible.  A U.S. De-
partment of Labor study has found  sub-
stantial state-to-state variation in the ra-
tio of UI recipients to total unemployed.
The study also noted very wide variations
from state to state in eligibility require-
ments, as well as in some other factors
that affect the recipiency rate. Oregon’s
recipiency rate of 43.3% in 1993 was
above the national average of 32%. The
lowest state rates were South Dakota at
15.3%, Virginia at 17.0% and New
Hampshire at 20.3%.10  Oregon’s rate has
been consistently higher than the national
average, while South Dakota’s, for ex-
ample, has been consistently lower.

We believe that full implementation
of the JOBS Plus program in the area of
unemployment insurance would consti-
tute the strictest state requirement in the
country.  Thus, Oregon’s recipiency rate
is likely to fall below the lowest
recipiency rate anywhere.  Because we
have difficulty estimating just how much
lower the recipiency rate will go, we

make the conservative assumption that
Oregon’s rate will fall to that of South
Dakota, which is the lowest.  In terms of
our hypothetical group of 1000 poten-
tially unemployed, the number of them
collecting UI would be only 35% of those
currently collecting.  (The 15.3% South
Dakota rate, divided by the 43.0% Or-
egon rate, equals 35%).

Who among the unemployed would
choose not to collect benefits? Perhaps
the corporate executive with a generous
severance package; he or she is now eli-
gible for UI even while collecting a
monthly payment from the former em-
ployer.  Maybe the person on temporary
layoff who would rather take a few weeks
for personal time than work at a tempo-
rary job.  Possibly the person who de-
cides to retire at the time that his or her
job is terminated.  And maybe the per-
son who only wants seasonal work and
who is looking forward to having some
time off.

Other states which currently have
recipiency rates lower than Oregon’s will
find that their savings are not as great,
because there is less difference between
their state and the low recipiency rate
ultimately achievable.  The few states
with higher recipiency rates will find even
greater savings.
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Job Search Intensity
Recall the chart on page 3, “Likelihood

Of U.I. Recipients Becoming Employed.”
An unemployed person can work hard, or
not so hard, at finding a job.  Obviously
there are some people who wait until the
last week of benefit eligibility before find-
ing work, while others are quite anxious
to get a job.  We believe that under JOBS
Plus, people will prefer to find their own
jobs as soon as possible, rather than being
assigned a job.  Those people who cur-
rently wait until the last week to find a job
will no longer have an incentive to delay
looking for a job—they’ll already be
working in order to receive unemployment
insurance benefits.  Thus, all UI recipients
will be trying as hard as possible to find
the job that’s best for them.  Those who
want to take some time off without pay or
UI benefits can do so with a clear con-
science; but once they are ready to work,
they will make the maximum effort to find
a suitable job.

To estimate the savings from such a
change in incentives, we begin with the
data charted on page 3, from Bruce
Meyer’s article in Econometrica. We in-
terpret the likelihood of becoming em-
ployed as a measure of job search inten-
sity—how hard the person is trying to find
a job.  The effort made in the last week of
eligibility we assume to be the maximum
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
experiment with greater job search re-
quirements found that mailing recipients
a notice that they would have to attend a
two-day job search seminar caused a sig-
nificant increase in job search effort be-
fore the seminar was actually held.11)

First we compute an average duration
of unemployment benefits based on the
job search intensity found in the Meyer
study.  Then for an alternate estimate, we
assume that everyone’s job search inten-

sity is at maximum effort from Week 1.
We re-compute the average duration of
unemployment benefits based on this
higher level of job search intensity.

The results from these two computa-
tions show a major difference.  Average
duration of unemployment in the Meyer
group is 14 weeks; with maximum job
search effort, the average duration is only
6 weeks, suggesting a savings of 58%.12

Layoffs
Our final savings is based not on the

behavior of employees, but on the behav-
ior of employers.  In the original design
of the system, there was concern that em-
ployers might find layoffs more advanta-
geous with unemployment insurance in
place.  Without UI, a layoff would mean
that a company’s workers look for em-
ployment elsewhere.  But with the UI sys-
tem, workers can wait to be recalled from
a temporary layoff.  Because the company
has less risk of losing skilled and reliable
workers, the UI system might lead to
greater layoffs.  To offset this incentive,
the UI tax rate is set based on a company’s
employees’ collection of UI benefits.
Thus, layoffs will increase a company’s
UI tax rate, which discourages layoffs.

Keying the tax rate to the UI benefits
received by a company’s employees is

called “experience rating.”  Unfortu-
nately, experience ratings are imperfect
for two separate reasons.  First, the tax
rate changes only with a lag, and interest
on an employer’s UI account is neither
credited for positive balances nor debited
for negative balances.  So companies
aware of the time value of money will
find that a layoff today is paid for with
tomorrow’s less valuable dollars.

Second, the tax rates have floors and
ceilings.  Once a company has a level of
UI claims that puts its tax rate at the ceil-
ing, then there is no further cost to fur-
ther layoffs.  Similarly, a company that
has an excellent history will pay the mini-
mum tax rate, even though that rate col-
lects more revenue than the costs the
company imposes on the system.  A small
layoff may not increase the company’s
cost to the system by enough to raise the
tax rate above the minimum, so a layoff
is free.

As a result, approximately 5% of the
layoffs that actually occur are due to the
perverse incentives within the UI sys-
tem.13

Calculation of Savings
The three savings effects we have de-

scribed so far are consolidated in the fol-
lowing table:

Savings from JOBS Plus

Compared to the Status Quo
Status Quo JOBS Plus

Potential Unemployed, persons 1,000 1,000
   Less reduced layoffs, % 0% -5%
Actual Unemployed, persons 1,000 950

Collecting Benefits, % 43.0% 15.3%
Collecting Benefits, persons 430 145

Average Weeks Unemployed 14 6
Total Person-weeks of Benefits 6,020 872
Percentage Difference - 86%
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Changing the incentives regarding
unemployment could lower the person-
weeks of benefits by 86%.  That’s a huge
reduction, of course, but it’s only one side
of the story. We will look at the cost of
the JOBS Plus program below.  But first
let’s put some dollars into the calcula-
tions.  On the status quo side, the aver-
age total benefit per UI beneficiary in the
1990-94 period was $2518, while admin-
istrative costs averaged $245 per benefi-
ciary, for a total cost of $2763.14 For our
pool of 1000 potentially unemployed, the
UI program entails total costs of
$1,188,090.

What would the JOBS Plus program
cost this group?  We don’t have hard num-
bers yet, but we can take some informa-
tion from the cost of serving welfare re-
cipients in JOBS Plus.  Keep in mind,
though, many welfare recipients have no
work experience and need coaching on
basic job habits.  In addition, they receive
child care grants, and counseling.  UI
recipients, however, by definition have
work experience and have their child care
needs arranged, so their expenses should
be less.  The average JOBS Plus worker
has received an hourly wage higher than
the hourly equivalent of the average UI
benefit.15

The JOBS Plus cost per placement is
$2589.16  (AFS quotes a figure net of sav-
ings from welfare grants and food
stamps; our figure is gross costs before
savings.)  For the 145 people collecting
benefits from our group of 1000 poten-
tially unemployed, the total cost would
be $375,405.  (This figure is not adjusted
for differing lengths of time receiving
benefits; thus we assume that UI benefi-
ciaries use the program just as long as
welfare recipients did, which is probably
an overstatement.)

One “reality check” for using the wel-
fare reform cost estimate is the Job Train-
ing Partnership Act (JTPA) programs in
the state. These programs for adults av-
erage a cost of $1,987 per worker, ac-
cording to data in the 1995 annual report

for Oregon JTPA.17  Many JTPA clients
have lower skills and more challenges to
employability than the typical UI client.
If anything, we are making some high
cost estimates for JOBS Plus involving
UI claimants.

So far we have dealt with our hypo-
thetical group of 1000 potentially unem-
ployed, because it helped us to avoid is-
sues such as whether the economy is rela-
tively strong or relatively weak at any
given moment.  Now, however, it is time
to consider the total UI tax collections
and average tax rates in actual practice
in Oregon.

Total UI benefits paid and admin-
istrative costs from 1990 through 1994
averaged $380 million per year. To
fund the program, the tax rate aver-
aged 2.40% of taxable payrolls.18  (In-
dividual employers paid varying tax
rates, according to their experience rat-
ing.)  If Oregon achieves a 68% sav-
ing in total costs, the tax rate could
fall to 0.76%.

Recall our earlier discussion of unem-
ployment insurance taxes, in which we
estimated that in the short run, two-thirds
of any tax cut would go to workers.
Workers would thus find that their wages
rose by about 1.1%.  Total employment
in the state would also increase.  Even
though wages rise, the reduced UI tax
would lower the total cost of employment
that businesses face.  It is a win-win situ-
ation.  Overall economic growth in Or-
egon would increase, as the state’s labor
became more attractive to employers.

(Although both business and workers
generally would benefit from the change
to JOBS Plus, some workers would be
worse off.  Those who regularly use UI
and don’t care to find a new job as rap-
idly as possible will find that they either
have less money or less time off.  The
dollar value of benefits to other workers
and to business more than offsets this
group’s loss, but it is a loss to them none-
theless.)

Wage Rate Effects
Would changes in the unemployment

insurance system lead to changes in the
wage rates at which people take new
jobs?  It would seem inappropriate to
force people into low-wage jobs as a cost-
saving measure.  However, it is unlikely
that JOBS Plus would have that effect.

One theory of unemployment would
assume that more job search activity leads
to more job opportunities, some of which
would be at wage rates high relative to
the individual’s potential.  Thus, people
who can spend more time searching for
work will find higher wage rates.  Con-
versely, people forced into finding jobs
quickly will take unsuitably low-paying
jobs.

The alternative theories make wage
rates largely independent of duration of
unemployment.  If unemployed people
are using a large part of their time for
activities other than job search, then com-
pressing the duration of unemployment
may squeeze out the other activities, not
the job search.

Program Costs per 1000 Potentially Unemployed

Status Quo JOBS Plus
Number participating in program 430 145
Cost per participant $2,763 $2,589
Total Costs $1,188,090 $375,405
Percentage Savings from JOBS Plus 68%
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Another theory that leads to the
same conclusion assumes that the
newly unemployed don’t know what
they are really worth in the job mar-
ket, but they guess that they are worth
about what they earned in their last
job.  If a person receives a job offer at
a higher wage, he doesn’t know if he
is really worth more, or if he just re-
ceived a lucky offer at an abnormally
high wage.  Similarly, if a low-wage
offer is received, he doesn’t know if
he is worth less than he used to be
worth, or if that particular job offer is
abnormally low.  This uncertainty
leads those who are worth more now
(relative to their old job) to accept job
offers quickly, at higher wages.  Those
who are worth less, due to changing la-
bor needs in the economy, initially resist
the idea, but eventually accept a job at a
lower wage rate.  In this theory, com-
pressing the unemployment duration may
not change the eventual average wage
rate each group accepts, it merely speeds
up the acceptance of reality.

Academic research on the subject is
sparse.  One study using data from the
1960s found that the amount of UI pay-
ments positively affected the wage rates
of new jobs for some demographic
groups, but not for others.19  This study
supports the first, higher-wage theory for
older workers, but the second, non-job-
search theory for younger workers.

Several recent experiments in which
bonuses were paid to those who found
work quickly showed that wage rates
were not reduced by the bonus program.
This also tends to support either of the
two theories that indicate no significant
wage effect.20

Oregon data on wage rates and dura-
tion of unemployment tend to also sup-
port the no-wage-gain theories of unem-
ployment duration.21  (The following dis-
cussion has not been subjected to the rig-
orous theoretical and statistical evalua-
tion of academic research, and should be
taken as preliminary.)  Actual wage rates

received at new jobs, calculated as a per-
centage of wage rates at old jobs, tend to
decline as duration of unemployment in-
creases.  If time unemployed were used
to find more, higher job offers, we would
expect to see an increasing relationship
of wages with duration.

However, if duration of unemploy-
ment is inversely related to ambition—
as would be the case if the time were
spent in leisure activities — then we
would expect to find the declining rela-
tionship shown by the Oregon data.

Finally, if wage rates taken on new
jobs reflect value in a changed market-
place for labor, as in the third theory we
sketched out above, then we would ex-
pect a declining wage rate as duration of
unemployment lengthens:  those who
take jobs quickly are those who receive
high job offers; those who take a long
time before accepting a job offer are those
who don’t believe at first that they are
now worth less than they used to be
worth.  Discouraging them from taking
so long to find re-employment would not
change the ultimate wage rate that they
receive.

So far, this discussion has focused on
the initial wage rate of the new job.  The
more important issue is the future earn-
ings path of the worker.  Some people

take a relatively low-paying job in order
to get higher wage potential in the future.
For these people, initial wage is not a
good measure of future earnings.  It is
worth noting that in their first jobs, col-
lege graduates on average earn only a
little more than high school graduates.
By the time they are 40 years old, though,
the college grads are earning 64% more.
This suggests that talents and skills are
rewarded regardless of initial wage
rates.22

Second, those who currently have jobs
are often deemed to be the best candi-
dates for other jobs.  Having taken a job
quickly after being fired is more likely
to look good to another potential em-
ployer than having spent six months look-
ing for a job.

A third issue has not been discussed
widely in the context of unemployment
insurance:  the temporary help industry.
Of minuscule size when the unemploy-
ment insurance system was begun, it now
constitutes a major element of the
economy.  Those who want to take their
time looking for the perfect job can take
temporary jobs.  This de-stigmatizes un-
employment, provides income — and of-
ten a temporary job becomes permanent.

Overall, there is little evidence to sup-
port the concern that reforming the un-
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employment insurance system would
lead people to take jobs at lower wage
rates.

Conclusions
Oregon’s unemployment insurance

system works to the detriment of most
workers in the state, and makes Oregon’s
business environment less competitive.
These costs are imposed because the sys-
tem provides incentives to delay job
search, or to search only halfheartedly,
thus raising unemployment. The unem-

ployment insurance tax is passed on to
workers in the form of lower wages, so
those who are in no hurry to find a job
impose a burden on those who search
actively and diligently.

The JOBS Plus system, in contrast,
provides a safety net for those who truly
need it, and encourages rather than dis-
courages people to find jobs.  The pro-
gram needs to be administered by staff
who believe that their role is to help the
unemployed find jobs, rather than to
merely determine eligibility for benefits.

Quantitative estimates of the benefits
of JOBS Plus may be greeted with skep-
ticism.  Indeed, the author himself is
skeptical of much quantitative work in
public policy.  But this analysis has
sought to be fairly conservative.  Despite
that conservatism, the analysis shows tre-
mendous savings to the workers of the
state.  We could be off by half in our es-
timates and there would still be great sav-
ings from the program.  Fundamentally,
these savings are possible because people
react to the incentives and disincentives
before them.
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