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EXECUTIVE SUMMARY

Short-time compensation (STC) is an alternative to empldyee lay-
offs, whereby a larger group of workers simply work shorter work weeks and
are compensated for their lost work time'ﬁith partial Unemployment
Insurance (ﬁI) benefits. STC may offer a mechanism for neutralizing the
éro-layoff bias inherent in the regular UL system by allowing UI
compensation to be paid under a much broader set of conditions than those
that apply to total layoffs. As it has been implemented in the United
States, STC is viewed as a work-force stabilization program to be used
during periods ofeecbnomic downturn that are expectedrto have only short-
term effects on the labor needs of employers.

As an idealized example of how STC can be used, an employer which
must temporarily lay off 20 percent of its workforce may instead reduce all
workers' time only by 20 percent (e.g., by one day per week) in lieu of any
full layoffs. All affected workers would be eligible for 20 percent of
their weekly UI entitlement to compensate for the 20 percent reduction in
hours. This larger group ofvworkers would work 80 percent of their
tradi;ional hours and would receive more than 80 percent of their previous
. take~home income, and no workers would lose their jobs.

STC programs offer promising benefits to bofh employees and
employers. For employees, STC protects them against the financial burden
of job loss and preserves their job-specific skills. For employers, STC
keeps thevproduction process running smoothly without disruption, mitigates

the costs of hiring and training new employees during economic recovery,
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and offers greater flexibility in terms of responding quickly to both
adverse economic conditions and economic recovery.

However, costs may also be associated with‘STC use. For employees,
the major cost would be the partial income loss for those who would not
have been laid off in the absence of STC. For employers, the major costs
would consist of higher fringe-benefit payments (since they are likely to
maintain most or all benefits for short-time employees), and the ongoing
administrative costs associated with using STCs  In addition, concern has
been expressed that an STC program may place a gréater burden on thé Ul
trust fund than does the regular UI program.

Despite some previous efforfs to evaluate the advantages and
disadvantages of STC programs, many uncertainties have remained. This
report attempts to resolve some of these uncertéinties by addréssing the
major issues surroﬁnding STC as defined by the U.S. Congress. This
executive summary follows the‘broad outline of the report by presenting the
background of the study, its design, and the 5ubstantive results érganized

in the manner in which they are presented in the main report.

BACKGROUND

Although short-time compensation programs have a long history in
many European countries, they were introduced inbthe United States only
recently in 1978, when California implemented its Work Sharing Unemplo&ment
Insurance program to mitigate the public—seétor enmployment problems that
were expected to be caused by the Proposition 13 revenue declines. STC
remained a much-discussed concept for several years after its
implementation in California, but the catalyst for its further

implementation seems to have been the onset of the 1982 recession. Arizona
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implemented an STC program in January 1982, and Oregon began its program in
July 1982. Programs followed in Washington (August 1983), Florida (January
1984), and Illinois and Maryland (both in July 1984). As this report was
being prepared, programs were being implemented in Arkansas and Texas.
During this perio&, the U.S. Congress recognized the utility of STC
as a program that might prevent temporary layoffs. The Tax Equity and
Fiscal Responsibility Act of 1982 (P.L. 97-248) contained a section
(Section 194) devoted specifically to short-time compensation. In addition
to suggesting a number of ways in which the federal government could assist
states that are.implementing STC programs, the Act mandated that a study be
undertaken in consultation with employee and employer fepresentatives. The
law states'explicitly that the study address the following nine issues:
1. The impact of the program on the unemployment trust
fund and a comparison with the estimated impact on
the fund of layoffs that would have occurred but
for the existence of the program
2. The extent to ﬁhich the program has protected and
preserved the jobs of workers, with special
emphasis on newly hired employees, minorities, and
women
3. The extent to which layoffs occur in the unit
subsequent to the initiation of the program, and
the impact of the program on the entitlement to

unemployment compensation of the employees

4. Where feasible, the effect of varying methods of
program administration ‘

5. The effect of short-time compensation on employers'
state unemployment tax rates, including both users
and nonusers of short-time compensation

6. The effect of various state laws and practices on

the retirement and health benefits of employees who
are in short-time compensation programs
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7. A comparison of the benefits and costs to
employees, employers, and communities from using
short-time compensation and layoffs

8. The cost of administration of the short-time
compensation program -

9. Such other factors as may. be appropriate

The report attempts to analyze the full set of issues, although
practical data and other constraints llmlt, 1n some cases severely, the
conclusions that can be drawn about some of them. The results of the
analysis are summarlzed in Chapters v through VIIT of Part Three" Pollcy
Analysis.” Program—admlnlstration issues (issues‘A and 6) are addressed in
Chapter V, "The Implications of Admlnlstratlve De31gn and Methods™; UI-
system-related issues (1ssues 1 and 5) are addressed in Chapter Vi, u"The
Effects on Tax Rates and the Trust Fund”; léyoff prevention and other
program—-impact issues (issues 2 ahd 3) are addressed in Chapter VII, "The
Effects on Employment Stability"; and monetary benefit and cost issues
(issues 7 and 8) are addressed in Chapter VIII,‘*The Effects on the

Relative Costs of Layoffs and Reduced Hours."

STUDY DESIGN

This study was based on the progfam'experiences of Arizona, Oregon,
and California~-the three states that had implemehted STC ptograms by July
1982, and, hence, whose program results provided a‘sufficient analytical
foundation for the study. However, even in these states, STC remains a
very small operational program, consistently accounting for less than 'l

percent of all regular state UI payments and involving fewer than 1 percent

of all employers in each state.
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Because the issues'ouﬁlined by Congress pertain largely to the
decisions faced by indivi&ual employers, thevanalysis focused primarily on
the behavior of employers. Some issues pertained more directly to
employees, and were addressed on the basis of employee data aggregated on a
per-employer basis. However, because data on individual employees were
generally unavailable for thevstudy, the abilityléf the study to examine
the issues that required such data waé very limited. Additional issues
pertaining to‘the UI system were élso addressed, primarily on a per-
enployer basis. The STC-use study period was defined as the state fiscal
year (FY) 1983 (July 1, 1982,.throﬁgh June 30, 1983). In general, the
study sought to answer three basic questions: i

1. Given the economic conditions faéing employers

during FY1983, what choices did they make regarding
STC use versus layoffs?

2. What were the implications of those choices during
FY1983? ' ’

3. What were the implications of those choices in the
subsequent period?

Because the study period was encompassed pfimarily within a national
recession and (in late 1983)\the beginning of a recovery, the study results
should be interpreted in terms of this‘type of period in a business cycle.

To provide the basis for responding ﬁo the congressional iséues, a
telephone survey was administered to all employers which used STC in
Arizona and Oregon during the study period and to a stratified random

sample of employers which used STC in California during the same period. A

Specifically, the analysis focused on the Unemployment Insurance
tax-filing unit.
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telephone survey was also administered to a comparison sample of non-STC

users from each State,fwhich‘was selected to match the SIC sample io terms
of key employer characteristics (industry, empioyment size, and 1982 UI tax
rates). The matching procedure yielded a sample of employers which
exhibited similar characteristics and presumably faced the same economic
conditions and pressures as did the STC sample, but which did not use
STC. |

In addition to information gleaned'from these telephone surveys
‘with employers, data were collected from two other primary sources:
1. UL administrative records on the UI and STC.

benefits paid to employees and the UI taxes paid
by employers in the sample

&

2. In—person interviews with state UI and STC
administrative personnel

The study relied on the UI records data for most. of its

quantitative analyses, since these data were believed to be more complete -
and accurate than the survey data. v ' ?;f

Before the results of the study are summarized, four important

limitations with its overall design should be stressed:

1. The study involved only three states, all of which
exhibited low levels of STC use. Generalizing to a
greater number of states or to situations in which
STC would be:used to a greater extent may be
inappropriate.

2. The study compared STC users with nonusers, but was

' not based on a formal random design. Conclusions
about the "effects” of STC use may thus be subject
to greater methodological problems than had it been
possible to study STC within an experimental
setting.,
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3. The study did not collect data directly from
employees. Many issues that pertain to the
attitudes and overall well-being of workers could
not be addressed directly.

4., The study did not measure productivity effects on
firms. Hence, hypotheses about theibeneficial
effects of STC on worker productivity could not be
tested. , 5

In the summary of results that follows, situations in which these

shortcomings posed especially severe problems for the analjsis are

explicitly highlighted.

EVALUATION RESULTS

Our full report consists of three majorAparts: (1) “Background,"
(2) "Quantitative Analysis,” and (3) "Policy Analysis.” Because many of
the conclusions of the firét two parts are also ¥ef1ected in Part Three,
"Policy Analysis;" we provide only a brief summary of that final part

here. Our discussion is organized around the four chapters in Part Three,

and covers the general topics outlined previously in our discussion of the

congressional mandate for the study.

The Implications of Administrative Design and Methods

In Chapter V, we summarize a variety of issues pertaining to the
administration of STC programs in thé states’thaé have implemented them.
The analysis presented therein is based on our~réviéw.of state STC laws and

operating procedures and on personal interviews with program administrators

1 . .
A full description of our findings on STC administration is

vpresented in “"Shared Work Compensation: An Administrative Analysis of
State Programs,” Mathematica Policy Research, March 1985.
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and employers in the states. The following are the principal findings that

emerged from this examination:

.0 The states have implemented administrative rules that
seek to limit STC use only for its intended purpose:
to avoid layoffs in temporary business downturns. The
key rules are limits on the duration of the plan and

~individual participation, surtaxes on employers with
poor experience-ratings, and requirements that
employers certify that they are using STC to avoid
layoffs.

o State requirements for a minimum number of employees in
an STC plan do little to ensure that STC use is always
equivalent to at least one layoff. The minimum number
of participants (2-3) and the relatively low level of
reduced hours allowed (generally 10-40 percent) mean
that hours reductions in small plans can be
considerably less than the equivalent of one layoff.

o Surtax provisidns that apply to STC employers are still
viewed -in Arizona, Oregon, and California as
politically necessary to the initial passage and
continued support of STC. However, in Arizona and
California, a clear decision has been made to limit
surtaxes on negative-balance employers to amounts which

- are believed to ensure that STC benefits are
recoverable, and to avoid surtaxes which impose
penalties on such employers beyond' the amount of STC
benefits.

o Ul agency officials generally view STC as a self-
policing program in terms of protecting the interests
of employees. Requirements to obtain the consent of
unions to implement the plans and information provided
directly to employees about the program are viewed as
guarantees that abuses by employers can be prevented or
detected and reported. Agency officials reported that
almost all employers maintained regular fringe
benefits, even in the absence of a 1eglslat1ve
requirement to do so.

o} The states have developed two distinct methods for
processing ongoing STC claims that present an important
 choice for future programs. California and Oregon
require individual claims cards, with information to be
entered by both the claimant and the employer. Arizona
has adopted a "streamlined” approach in which a single
list of employees is provided to the employer, who
collects employee-hours data and their signatures,
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certifies the accuracy of the entire listing, and
submits it as a single claims transaction for the. )
entire plan. Such an approach may have advantages in
terms of administrative efficiency, particularly if STC
use were to grow to larger proportions in a future
recession (see the summary of Chapter VIII for a
discussion of administrative costs).

The Effects on Tax Rates andrTrust Funds/

Concern that~STC’programs,mightwfurthervstrain the UL trust funds
of states has led all States (except Washington) tobimpose~special taxes on
some employers which use the program. In Chapter VI, we use the UI records
‘data that were collected on employers to assess the extent to which STC
does pose such problems. Although the absence of long—term data on the tax
liabilities of employers.which nse STC somewhat limited our quantitatiye
analysis of these issues; we were able to reach severalyimportant

qualitative conclusions:

o Total UI benefit charges (including both regular Ul
benefits and, where applicable, STC benefits) were
signiflcantly higher during the program period for
employers. which used STC than for otherwise similar
employers in our comparison group. Two primary
factors accounted for the difference. First, higher-
wage employees who collected STC benefits tended to
collect: higher benefits per hour of compensated
unemployment than did laid-off employees in comparison
firms who collected UI. Second, employees of STC ,
participants tended to. have more hours of compensated .
unemployment than did employees of similar comparison
employers (see our summary of Chapter VII for a

- discussion of this result). .

o . The experience—rating tax formulas of study states
caused many employers in both the participant and
comparison groups to pay higher UI tax rates in the
subsequent tax year. However, increases for STC
employers were relatively more ‘prevalent, both because
STC employers experienced higher total benefit charges
“in FY1983 and because some of those employers were
subJect to STC surtaxes. ,
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o Employers which participated in the STC program posed
some -additional ‘short—term pressure on Ul trust funds
relative to employers in the comparison group. In
large part, these additional pressures arose from the
higher benefit charges incurred by STC employers in
FY1983, which were not immediately compensated for by
higher tax contributions. Even though STC employers
did pay higher taxes in subsequent tax years, which
.thus reduced this impact, our results suggested that
the additional benefit charges were unlikely to be
repald fully within the following tax year.

o The long-term impact of STC participation on the UI
trust fund is likely to be far less severe than its
short-term impact. The existence of STC surcharges
and the fact that STC benefit receipt does not involve
issues pertaining to employee separation act to ensure
that STC benefits are more fully experience-rated than
are regular UI benefits. Therefore, benefit payments
under the program should ultimately be repaid
(assuming that the experience-rating formulas of
states are adequate), and such payments should not
lead to secular increases in UI tax rates for all
employers. '

The Effects on Employment Stability

In Chapter VII we examine the ways in which STC participation may
have affected employers' work-force adjustments to the 1982-1983
recession. Our examination was based primarily on UI agency records data,
although we used information from the emplojer sufvey to provide further
insight into the observed outcomes. ' The folldwing are the major findings

of our analyses:

o STC employers used both layoffs and reduced hours
‘'substantially in the FY1983 program period. Hence, for
those firms, STC did not totally replace layoffs (and
subsequent UI collection) as a method for making }
adjustments in the workforce. However, users of STC
did significantly lower their levels of layoffs and
regular UI collection. Overall, the employees of STC
employers spent about 12 percent less time collecting
UL benefits during FY1983 than did the employees of
similar comparison employers.  However, this result
varied significantly among the states; it was largest
in Oregon and smallest in California.
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o] After ‘accounting for time spent on reduced hours, the
amount of total compensated unemployment was greater
for STC employers than for similar comparison
employers. The estimated extent of this additional
compensated unemployment varied considerably according
to the precise methodology used to measure it.
Overall, these estimates ranged from 5 percent to 13
percent additional time spent on compensated unemploy-
ment, depending on how the concepts were defined.
Again, the estimates varied widely by state. An
important component of the additional time spent on
compensated unemployment was represented by the use of
STC by employers which might not have made any layoffs
in the absence of the program.

o Layoffs subsequent to STC use occurred only in-—-
frequently. Hence, employers used STC primarily to
make temporary work-force adjustments rather than to
postpone permanent work-force reductions. 1In general,
employees' participation in STC did not seriously
affect their entitlements to future UI benefits.

o Although large state-by-state differences in outcomes
were observed, given the small number of states in the
evaluation, it was not possible to attribute these
results to any particular influences of the economic
environments of the states or of UI and STC adminis-
trative practices.

o The yse of STC by employers did not appear to offer
significant advantages in terms of affirmative
action. The composition of actual layoffs by sex,
race, and age was quite similar between STC employees
and our comparison~group employees. The composition of
layoffs also reflected the general composition of the
workforces of employers. We did find that female
employees were more likely to participate in STC in a
greater proportion than their representation in the
workforce, and younger workers were less likely to
participate in STC. :

The study did not measure reduced hours that were not cbmpensated
by STC. Hence, the extent to which such reductions occurred among
comparison employers is unknown.
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The Effects on the Relative'Costs’of Layoffs and Reduced Hours

| In Chapter VIII, we summariZe our findings on the effects of STC on
the.relative cosfs of layoffs and reduced hours from fhe perspectivg of
both employers and the UI system. Unforfunately,'because the'scope of the
present study did not include'any direc£ daté collection from employees, we
were unable to provide a reiétive'assessﬁentvof layoffs and reduced hours
under STC from‘ﬁhe workers' perspective. Even from the pe;spectives of
employers and the Ul system, such important issués as the possible effects
of STC on productivity remaiﬁed unansweredvby our study. Neveftheless, we
did reach a number of important conclusions about fhe relative costs of

layoffs and reduced hours:

o Using STC rather than layoffs can save significant
costs in terms of recruiting and training new hires.
However, on a per-layoff basis, the expected value of
these savings is mitigated by the fact that most
employees on temporary layoff do return to work for
their previous employers.

o The vast majority of employers opted to retain full
fringe benefits for employees on STC. Therefore, they
incurred higher labor costs relative to a situation in
which those employees would have been laid off. In
most hypothetical cases, these additional fringe-
benefit costs would exceed the expected savings in
recruitment and training costs made possible by STC.
Only if employers had very restrictive fringe-benefit
policies or had work reductions of a very short
duration would this not be the case. '

o  Although the factors that could be measured suggest
that STC use imposed net costs on many employers, the
fact that employers chose to participate and were
generally satisfied with their experiences suggests
that they must have derived compensating benefits--for
example, improved employee productivity, better labor
relations, orLother benefits stemming from the enhanced
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well-being of employees.l However, we were unable to
develop quantitative estimates of the magnitude,of such
effects. ‘

0 Under current cost relationships, administering STC
claims is more expensive than administering UI claims
on an equivalent work-reduction basis. The per-unit
costs of serving STC claims are not sufficiently lower
than those of serving regular UI that they compensate
for the much greater number of claims inherent under
STC. However, that situation may change in the future

as states adopt more efficient STC claims—processing
procedures. ‘

1 4
-Because the study did not measure productivity changes, it could
not evaluate the possibility that STC might "save" on labor costs by
reducing the hours of higher-wage workers. Without information on

productivity, the effect of reduced hours on unit labor costs cannot be
calculated. - '
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I. INTRODUCTION

Short-time compensation (STC)l is an alternative to laying off
selected workers, whereby a larger group of workers simply work shorter !
work weeks énd are compensated for their lost work time with partial
Unemployment Insurance (UI) benefits. STC may therefore neutralize the
pro-layoff bias inherent in the regular UI system by allowing UI
compensation to be paid under a much broader set of conditions than those-
that apply to total 1ayoffs.2 As it has béen implemented in the United
States, STC is viewed as a work-force stabilization program which is used
during periods of economic downturﬁ that are expected to have only short-
-term effects on employers' labor needs.

As an idealized example of how STC can be uéed, an employer which
must temporarily lay off 20 percent of its workforce may instead reduce all
workers' time only by 20 percent (e.g., one day per week) in lieu of any
layoffs. Subject to variability in UI benefit eligibility, the amount of
benefits that would have been paid to ihe laid-off workers would now be

divided among those who are working reduced hours: all affected workers

The terminologies used to refer to this concept vary among
individual states. For instance, the concept is alternatively referred to
as "shared-work compensation,” "shared-work unemployment insurance,” and
"worksharing." This report follows the lead of the U.S. Congress in
referring to the concept as "short-time compensation.”

In fact, all states do have some type of partial benefit schedule,
but these schedules are usually characterized by a dollar-for-dollar
reduction in benefits for wages in excess of a modest weekly earnings
disregard. For a typical worker in manufacturing, these schedules usually
mean that no benefits are paid if an employee works two or more days per
week. Thus, meaningful partial employment during business downturns is not
encouraged under the regular UI system.




would be eligible for 20 percent of their Weekiy Ul entitlement to
compensate for the 20 percent reduction in hours. Therefore, the larger
group of workers would quk 80 percent of tﬁeir tradifional hours and would
receive more than 80 percent of their take-home income, and no workers
would lose their jobs.

Again, it is important to stress that this example is an idealized
situation that assumes a perfect correspondence between layoff hours
averted and work hours lost under STC.  As our discussion in this report
unfolds, we will evaluate this assumption carefully.

Proponents of STC have hypothesized significant financial and other
benefits associated with STC. These potential beﬁefits include the

following:

o Employers may be léess likely to lose workers during
economic downturns, because no one is actually laid
off, and all remain employed by the firm; this
scenario would avoid the disruptions and costs of
hiring and training new workers if those on
temporary layoffs found new employment.

o} The managerial and productivity costs of the
general disruption caused by layoffs (e.g., a
‘reorganization of the production process) would be
minimized, and long~term productlvity gains might
be realized.

o Affected workers would lose only part of their
weekly earnings, and their losses would' be
significantly reimbursed by partial UI payments;
thus, economic disruptions to individual households
would be minimized. :

o Spreading the effects of the downturn over a larger
group of workers would avoid placing a dispro-
portionate share of the burden on recently hired
workers and may promote broader goals of equal
employment opportunity.

TTUT TR




o The fact that workers may not feel the economic
necessity to seek new employment during a downturn
would allow them to continue to develop skills in
their chosen careers and to avoid relying on social
service programs.

o Eﬁployers.would have considerably greater

flexibility in responding quickly to both adverse
economic conditions and economic recovery.

It is also generally recognized that some costs may be associated
with STC, and these would offset some part of the benefits. These
potential costs include the following:

o Total fringe-benefit costs may be higher under STC,

because employers are likely to maintain most or
all of the fringe benefits for short-—time
employees, which would not have been the case with
laid-off workers.

o Spreading the effects of the déwnturn over a larger

group of workers would reduce the income of many
workers who would otherwise have been unaffected

financially.

o Firms may incur some internal administrative costs
in applying for and participating in a new program.

0 Because of the in¢reased number of individual
applicants, some of whom may be high-wage
employees, UI benefits-—administration costs may
rise.

At the time this study begaﬁ, little /direct evidence was available
on the magnitude of the effects associated with these and other issues.
The two major studies that did attempt to address these issues (State of
California, 1982, and Employment and Immigration Canada, 1984) did make
important contributions, particularly in establishing the significance of

certain factors. However, despite their broad coverage of the issues

surrounding STC, their ability to address key issues was ultimately




cdnstrained by data limitations. This study takes a different approach:
the resources that were available for research were diregted by the U.S.
Congress (P.L. 97-248) to assess/eyaluate a specific set of issues that are
central to the continued growth‘and‘acceptanée of STC. (The specific
iss;es raised by Congress are discussed‘later in Section I.A.) The study
focuses on the programs that were instituted in Arizona, Oregon, and
California, the three states whése program expefience can provide a
sufficient analytical foundation at this time. As apbropriate,
particularly when we discuss administrative practices, wé will use
additional information from the states that have implemented STC programs
more recently.

Thié chapter is the first of two that provide the backgrouﬁd for
the study. The first section of this chapter~sets the focus for the study,
based on‘the congressional éoncerns; Subsequent sections describe the
history of STC, the state contexts within which STC programs currently
oﬁerate, and an overview of STC programse. ~Chapter II éoncludes the
introductory part of the_report by providing a detailed explanation of the
study design and its implementation. |

The second part‘of this reﬁort presents‘the results of the
quantitative analysis that provides much of the infdrmation required to
address the congressional issues. Chapter III considers employers'
decisions to participate in STC, while Chapter IV_compareS‘employment
patterns in firms that use STC with pattéfns in,similar firms that do not
use STC.

The third part of this report is the policy analysis that responds

to the needs of Congress. The individual chapters do not correspond to the




congressional issues on a one-to-one basis, but instead address sets of

issues in a logical manner. Chapter V considers issues pertaining to STC. #'

administration; Chapter VI evaluates the effectsjof STC participation on
the UI trust fund; Chapter VII evaluates the effects of STC participation
on various dimensions of employment stability, including employment
patterns during the period of STC use, employmént patterns in the period
after such use, and affirmative-action outcomes; and Cﬁapte: VIII presents

evidence on the relative costs of layoffs and reduced hours.

A. FOCUS OF THE REPORT
The Tax Equity and Fiscal Responsibility Act of 1982 (P.L. 97-248)
contained a section (Section 194) devoted specifically to short~time

compensation. For the first time, the U.S. Congress recognized the

emergence of state programs that have attempted to prevent temporary
layof fs by providing partial UI benefits for temporary work-week
reductions. In addition to suggesting a number of ways in which the
federal government could aséist states that are implementing STC programs,
the Act mandated that a study be undertaken in consultation with employee
and employer representatives. The law states explicitly that the study
address the following nine issues:
l. The impact of the program on the unemployment trust
fund and a comparison with the estimated impact on
the fund of layoffs that would have occurred but
for the existence of the program
2. The extent to which the program has protected and
preserved the jobs of workers, with special

emphasis on newly hired employees, minorities, and
women '




3. The extent to which layoffs occur in the unit.
subsequent to the initiation of the program, and
the impact of the program on the entitlement to
unemployment compensation of the employees

4., Where feasible, the effect of varying methods of
progran administration ‘

5. The effect of short-time compensation on employers'
. state unemployment tax rates, including both users
and nonusers of short-time compensation

6. The effect of various state laws and practices on \ Egp
the retirement and health benefits of employees who
are in short-time compensation programs

7. A comparison of benefits and costs to employees, ;
employers, and communities from using short-time s
compensation and layoffs

8. The cost of administration of the short-time .
compensation program

9. Such other factors as may be appropriate

Given the resources available for this study, it was important to
set priorities for what would be evaluated. To have done so otherwise

would have meant that many issues could have been evaluated superficially,

but none adequately. A decision was made to conduct the study on the basis

of what could be evaluated from the perspectives of state governments and

employers. Such an approach maximizes what can be learned about the issues

raised by Congress within the available resources.

To understand why this approach was chosen, one need only consider

the sequence of stages involved in actual STC use. The first stage is
program development: a program is initially specified by state laws, and

the appropriate design features and administrative practices are then

developed by responsible agencies. The next stage is program

participation: once a program has been developed, individual employers EZ?




decide whether or not to participate. Tﬁe third stage is program use: for
‘thoée employers that.have chosen to participate, they face an on-going
decision process that involves the extent, timing, and ﬁature of use. The
fourth stage involves the consequences’of the programs: employers' program
use has a range of consequenceé for themselves, their employees, and
government.

Each of these stages covers a broad set of policy concerns, and
each is important for addressing the specifié issues raised by Congress.
By collecting data from govgrnment agenciés and employers, it is possible
‘to wofk fairly completely through the first three stages--program
development, participation, and use. It is also-possible to address the
fourth stage (program consequences) sufficiently to respond to
congressional issues. Howéver, a full investigation of prograﬁ
consequencesbwould require a much larger and time-consuming study.

As will become clgar as this report unfolds, the congreésional
issues provided a focus and goal for the study, but the iﬂformation
required to address the issues was developed.from answers to a séries of

more basic questions:

0o Which employers participate in STC?

o What is the extent and pattern of worktime lost
under STC relative to the regular UI program?

o What is the amount of worktime lost by type of
employee?

o0 What is the total amount of benefits charged under
STC and regular UI?

o How do employer contributions to the UI trust fund
for benefits charged under STC compare with those
for benefits charged under regular UI?




0 What are the administrative and ffinge-benefit
costs (and offsetting savings) of STC to employers?

o What are the administrative costs of STC relative
to regular UI?

o What are the administrative burdens of STC on stafe

agencies? What are the implications of different
regulations and methods of administration?

We attempt to answer many of these questions in Part II ofvthis
report. Additional information can be found in a separate backgroﬁnd study
for this report, "An Administrative Analysis of State Programs" (Hershey,
1985). This information is then uséd to address the congressional issues
in Part III of the report. However,’befqre we turn to those issues, iF is
useful to review some historical evidence on STC programs and the state

context for this study.

B. HISTORY OF SHORT-TIME COMPENSATION

Although the concept of short-time compensation has only recently‘
been embraced by states as one method for combatiﬁg unemployment, it really
has a much longer history. This section brieflyvreviéws that history, and

describes the introduction of the concept in the United States.

1. Development of the Concept-—-Experience Outside of the United States

Worksharing programs that provide some compensation to workers on
shortened work schedules were implemented in several Western European
countries shortly after World War II, and much earlier in some

. 1 ,
countries. Although the programs have continued to develop since their

Information on the European experience is drawn from a variety of
sources, including Reubens (1970), Henle (1976), Levitan and Belous (1977),
Fisher (1978), Henle et al. (1979), and Meisel (1984).
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inception, their current vérsions were shaped by the economic probiems of
‘the mid-1970s.‘ All programs share the common feéturthhat their respective
governments reiﬁburse some percentage of the foregone earnings of workers
on shortened work schedules. However, the programs yary by such features
as benefit levels, the maximum‘dhratidn of benefits, the length of the
eligibility period, the presence and length éf a waiting period,rthe

1

financing method, and administration.

Federal Republic of Germany. The program generally cited as having .

genérated the most interest in this country is the Federal Republic of
Germany's STC program, called "Kurzbarbéitergeld-Kug." This program had
its origins in the late 1920s, but has been modified frequently,
particularly since World War II. ’Part'of its appeal as a model for the
United States is its compatibility with the regular UI éysﬁem: it 1§
administered within the broader UI framework;vworker eligibility follows
regular UI eligibility; and firm certification is based on the necessity of
preyenting 1ayoffs rather than on long-term econoﬁic decline.
Unfortunately, for what we can 1earn.from the German experience, a
number of important differences exist between that pfogram and what has
been implemented or considered to date in this country. For example,
implementing a German-type plan would be very much a shared responsibility
of the employer, employees, and the govefnment. "This is true of both
financing and decisiOn;making. In addition, the German program is much
more generous than the plans that have béen discussed ih thié country:

plan duration can be very long=——up to two years in periods of economic

1 .
For a summary description of each nation's program, see Henle et

al. (1979).
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distress; and even longer in special cases (Meisel, 1984)=--and benefits are
quite generous, even for relatively senior workers, because of the high
benefit ceiling--"2.4 times higher than the highest ceiling in the United
States” (Henle et al., 1979).

Despite our inability to generalize from the German experience, it
is interesting to note that the program has been used extensively since the
early 197Os.1 waever, very little research has been reported on such
issues as which firms used the program and why, or how many additipnal
workers would have been laid off had the program not been used. Claims
have been made about the number of jobs that were saved by the program, but
the calculations appear to be based on the untested assumption that é
percentage work-time reduction through STC would translate directly into
the same percenfage work-force reduction through layoffs.

Canada. The cultural and programmatic differences that limit the
generalizability of the German experience are just as evident from the
experience of other European countries. However, prior to its introduction
in the United States, short-time compensation was implemented in Canada in
1977 as an experimental program. Generally modeled after the Federal
Republic of Germany's program, the Canadian program differed from its
European predecessors in (1) its emphasis on preserving the economic
viability of firms and (2) its lack of enthusiastic support by organized

labor.

1
As an example of the program's current level of use, the number of

workers who benefited from the program in the first quarter of 1983 totaled
45 percent of the number unemployed (Meisel, 1984).

A discussion of the background of the Canadian program is
presented by Sadlier-Brown (1978).
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~Actual implementation took the form of twenty-four pilot programs—-
independent agreements between employers and employees under the flexible
L 1
regulations of the Canada Employment and Immigration Commission (CEIC).
Each pilot program was defined after government, management, and labor
entered into negotiations. Consequently, -notable variations existed among
programs in terms of waivers of benefit ceilings, extensions of the limit
on the duration of benefits, and the use of the program in declining
industries. The key design problem, then, was not only that the programs
were too different to evaluate together, but also that the individual
programs were too small to generate reliable evaluation results
separately. The evaluation results that are available are based on
individual analyses of nineteen of the twenty-four programs, each cohducted
by independent consultants. However, while the specific research results
may not be highly reliable, some very general patterns of results do
emerge:
o} Employees who participated in the program had
modest income losses relative to their hours
losses; they generally reported favorable
impressions about the program.
o Local union representatives reported favorable
impressions about the program, although regional
union officials reported some reservations.
0 Employers reported a range of positive to negative
financial experiences with STC relative to regular

UL, and they also reported a range of reasons for
these experiences.

1 .
This discussion draws on Canada Employment and Immigration
Commission (1979) and Reid (1982).
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o Program costs were calfulated to be much higher
than regular UI costs.

Largely because of the high program costs, this initial Canadian

program was allowed to expire in 1979. However, the worsening economic
conditions tHat began in late 1981 led Canada to institute a full-scale
"Work Sharing” program by early 1982 to combat‘rising’unemployment.

An employer qualifies for particiﬁation in the current program
under the following conditions: it has 5een in business for at least two

years, its work reductions are not seasonal, its expected use of the

program will be at least six weeks, and its work reductions will be at
least 20 but not more than 60 percent. In addition, the work reduction
cannot exceed 26 weeks, unless a spécial 12-week e#tensioh is approved.
The Work Sharing program entails no speciél taxation considerations, most
likely because employers are not experience—rated.ih Canada.

The eligibility of employees to participate follows the usual
criteria for participation in the regular UI program. However, the .program
offers two additional benefits for'employges: first, the amount of
benefits received under the program do not count against the regular Ul
benefit enﬁitlement; second,vthe usualvwaiting period is nof applied to
Work Sharing claims. ‘

The Canadian goverhmen; conducted an evaluation of the program,

based largely on a group of early program appliéants (Employment and

Reid (1982) attributes the greatly increased program costs to
special provisions that were designed to induce employee participation,
including (1) eliminating the normal waiting period, (2) eliminating the
benefit ceiling at two firms, and (3) not counting STC benefits against
regular UI benefit entitlements when subsequent layoffs occurred.
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Immigration Canada, 1984). The evaluation is broad in scope, although it
is limited by the information that can be gleaned only from participating
employers, participating employees, and govermment records. Key findings

contained in the evaluation report include the following:

o The manufacturing sector was disproportionately
represented among program applicants, although the
proportion of manufacturing employers among all
applicants dropped dramatically between. the start
of the program and 1983 (from 72 percent at the
start to 39 percent in 1983). The sectors that
exhibited the largest increases in their
representation over that period were services (from
4 to 17 percent) and trade (from 17 to 29 percent).

o There is no evidence that employers with “chronic
layoff histories . . . made abusive use of the Work
Sharing program.”

o A significant proportion of employers (25 percent
in 1982) reported combining the use of shorter work
weeks with layoffs.

o Forty-three percent of the employers believed that
Work Sharing was more expensive for them than were
layoffs: administrative, production, and fringe-
benefit costs tended to be rated higher (although
these costs were partially offset by perceived
savings in wage, layoff, and other costs).

However, the government's own cost estimates tended
to show no clear difference in the costs to
employers.

o Few employees (7 percent) reported any loss in
fringe benefits due to Work Sharing
participation. From the employer perspective, 92
percent reported that they fully maintained
benefits, with the possible exception of pension
benefits. Eighty—-eight percent fully maintained
pension benefits, while 11 percent lowered the
level of pension benefits to the work level.

.0 0f the employees who were designated by employers
for layoffs in lieu of Work Sharing, 43 percent
were laid off within twelve weeks after the end of
the respective Work Sharing plans. However, this
fraction may be too large to be attributed to the
"failure"” of the program. It is possible that the
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layoffs of only between 12 and 26 percent of those
who were originally designated could be attributed
to the program's failure to avert layoffs.
However, these figures do not include layoffs that
occurred during the perlod of Work Sharing

: partlcipation.

o Work Sharing was more expensive to the government

than was the regular UI program, particularly
during the recessions.

Thus, the overall impressiqn generated by the Canadian evaluation
is that the Work Sharing program is highly regarded by participating
employers and employees, and that it is likely to be used by employers as a
countercyclical tool. However,‘it is estimated to be somewhat more
expens ive thaa‘the regular UL program from the government's perspective
(although there may well be social benefits that cannot be valued
monetarily). Further, because the evaluation provided little information
on the layeffs that were made during the life of the plans, the ability of
the program to avert layoffs was not weil established.

In summary, the experience of STC programs outside of the United
States demonstrates the administrative feasibility of the concept, but
provides only limited evidence on the implications of program use,

particularly for the United States. We now turn. to the STC concepts

implemented in this country.

2. STC Implementation‘in the United States
| Short —time compensation programs were introduced in this country in
1978, when California implemented its Work Sharing Unemployment Insurance
program as an experimental effort to mitigate the public-sector employment
problems that were expected to be caused by Propositipn 13 revenue
declines. This program, which is integrated into the regular UI program,

consisted of the following features at its inception:
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o] An employer could propose a plan that placed its
entire workforce or simply a specified unit on '
reduced hours; however, the actual use of STC was
to include at least 10 percent of the specified
unit.

o Each employee participating in the program was to
be eligible for regular UI benefits.

o Each employee was entitled to 20 weeks of partial
benefits in a 52-week period, after which he/she
was still entitled to regular UI benefits, less the
amount used under the program.

o  Work-search requirements for program participants
were generally suspended.

o Where a collective bargaining agreement was in
effect, the union was to agree to program
implementation.

o \For taxation purposes, STC benefit charges counted

in the same way as did regular UI benefit charges,

except that STC employers who had a negative

reserve balance at the end of a fiscal year

incurred a UI surtax for the succeeding calendar

year.
Although many of these program features have since changed from its
inception (which we will discuss later in this report), this program has
largely been the prototype for other STC programs in this country.

STC remained a much-discussed concept for several years after its
implementation in California, but the catalyst for its expansion seems to
have been the onset of the 1982 recession. Arizona implemented an STC
program in January 1982, and Oregon began its program in July 1982.
Programs followed in Washington (August 1983), Florida (January 1984), and
Il1linois and Maryland (both in July 1984). As this report was being
prepared, programs were being implemented in Arkansas and Texas.

Because the California program was the first to be implemented in

the United States, the California Employment Development Department (EDD)
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copducted an evaluation of participation in and the fiﬂancial impacts of
the program during ﬁhe initial years of its operation (State of California,
1982).1 Although the study was conducted under some severe data
constraints, it did address most o% the majbr issues in some fashion. The
-study was based on interview and records data from eﬁployers which used
STC, and on interview and records data from employees .covered under the STC

plans. The following are some of the key findings from the EDD study:

o Relative to employers which used regular UI,
employers which used STC tended to be larger (in
terms of employment) and more likely to be engaged
in manufacturing. They also tended to have higher
reserve ratios.

o Relative to regular UI claimants, employees on STC
were more often in blue-collar occupations, older,
and of Hispanic or Asian background. However,
little evidence was available to suggest that STC
promoted affirmative action goals.

o Employers benefited financially from using STC in
lieu of layoffs, through savings in direct labor
costs and in hiring and training costs (which,
however, were offset partially by higher fringe-
benefit costs). :

o] Employees experienced the expected pattern of gains
and losses under STC; employees who would not have
been laid off experienced modest income losses, and
those who would have been laid off experienced
substantial income gains.

o The net impact of STC on the UI system was
negative, due primarily to larger benefit payments
and higher administrative costs. From the broader
government perspective, STC use also reduced
federal and state income tax collection.

Arizona has compiied a much briefer document on its early program
implementation (State of Arizona, 1983).
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As part of this current stﬁdy, we conducted a thorough assessment
of the EDD evaluation, which is the subject of a separate report (Kerachsky
and Nicholson, 1984). We found one underlying problem with the EDD
conclusions: due to funding limitations, the evaluation was based almost
entirely on a sample of STC users. Since no data were available on a
sample of employers which faced the same economic conditions but did not
use STC, the evaluation results are sensitive to the quality and
completeness of the large number of assumptions that were necessary to
enable EDD researchers to simulate what would have happened in the absence
of STC use.

Most importantly, we are concerned that the EDD report may have
overstated both the financial advantages of STC for employers and the
financial disadvantages of the program to the UI system. Although we also
have some concerns about the magnitudes of the financial calculations for
employees, these results seem less sensitive to the simulation assumptions.

With respect to employers, we have the following concerns: (1) how
differences in direct labor costs betweén STC and regular layoffs were
handled (the study made no allowance for thé higher productivity of more
senior and thus more expensivé employees who lost work time under STC); (2)
the extent to which the hiring and training costs associated with
recovering from temporary layoffs may have been overstated (the most
important considerations are the likely overestimatés of actual hiring and

training costs, and the assumption that an exact correspondence exists

. between work time lost under STC and work time lost under layoffs); and (3)

the failure to include either the administrative costs of STC to employers

or the potential impact of STC use on the future UI tax rates of
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employers. With respect‘to the UI system, our concerns are as follows:
(1) the extent to which the administrative costs may have been
overestimated (particularly due to the newness of the STC program when the
costs were measured) and (2) the failure to account for the effect of STC
use on future UI tax rates and tax collections.

In summary, the EDD report on ﬁhe early program experience in
California does not provide the information necessary to address the
congressional concerns. However, from both its methodological strengths

and its weaknesses, it does serve as a guide for this study.

C. STATE CONTEXT FOR THE EVALUATION

As we mentioned at the start of this chabter, this study focuses_on
the program experiences of Arizona, Oregon, and California-~the three
states that had implemented STC programs by Julykl982, and, hence, whose
program experience provides a sufficient analytical foundation for this
study. Since three states can hardly be taken as representafive'of all the
states in this country, this section provides some ébntext for the
evaluation by describing the characteristics of both the general employment
patterns and the regular UI program of each state.

Table I.1 shows a sample of state characteristics as of June
1982. That month was chosen becauég it is just prior to state fiscal year
1983, which is the focal point for our analysis. The cross—state pattern
of characteristics is qualitatively similar for other montﬂs.

While the states were broadly similar, some noteworthy differeﬁces
did exist. In terms of employment, a smaller proportion of the labor force
in Arizona ﬁas eﬁgaged'in manufacturing than was true in the other two

states, and the average weekly wage for production workers in manufacturing
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TABLE I.1

CHARACTERISTICS OF THE EVALUATION STATES

Regular UL Program Characteristics

Taxes
Method of experience-rating
Tax rate range (percent)

Percent of employers at maximum
tax rate

Benefits
Maximum weekly benefit amount (WBA)

Method of computation

Duration (weeks)

Partial benefit earnings disregard

Reserve Ratio
A -2.9

10.9

$95

High Quarter
Wages

12 - 26

$15

Benefit Ratio
2.0 - 3.8

7.5

$158

Annual Wage
Formula

8 - 26

1/3 WBA

Characteristics (June 1982) Arizona Oregdn California
General Employment Characteristics
Average Weekly Wage of Production Workers $344 ' $396 $363
Average Weekly Hours of Production Workers 39.2 39.0 39.2
Unemployment Rate (Percent) 10.4 11.2 9.4
Percent Employed in Manufacturing 15.1 19.0 19.5

Reserve Ratio
9 - 4.2

7.6

$136

High Quartef
Wages

12 - 26

$25 or 1/4
Wages
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in Arizona was fhe'lowest of the three states. 1In terms of unemployment
rates, California had the lowest and was just about at the national
average. 'As was generally’ true throughout that recessionary period, the
unemployment rate in Oregon was the Highest of the tﬁree states and was
consistently above the national averago.

More dissimilarities are evidont in the UI program characteristics
of the states. Oregon used a benefit-ratio method. of experience-rating,
while Arizona and California used the feserve—ratio method. With its
shorter averaging period, the benefit—ratio calculation in Oregon was
likely to make its taxatifn more resoon81ve to employers' actions. The tax
rate schedule in Arizona was distinctly lower than the schedules in the
other states, which may be the cause of a higher proportion of employers
Which paid the maximum rate. All three stétes applied the tax rate to the
Federal’Uﬁemployment Tax éct (FUTA) minimum taxable Vage base, although
Oregon subsequently switched and set the taxable wage base to 80 percent of
average annual wages. California had the most generous benefits in June
1982, as measured by the‘maximum weekly benefit amount.

An important pattern that emerges from Table I.1 is that, while the
states ohow some- diss1milar1t1es, they are by no means an atypical set of
states. Thus, conclusions drawn from a study of STC programs in thoso

states should be broadly generalizable to othér states.

D. OVERVIEW OF ‘-THE STC PROGRAMS

State STC programs, oolicies, and'prgctices were the subject of a
special report prepared as part of this study (Hershey, 1985). While that
report considers those issues in greater detail and while Chaoter V of this

report discusses the particular issues that are of interest to Congress, it
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is useful to provide an overview of state STC programs here. Table I.2 is
included to summarize more fully the characteristics of the state programs
of the principal three study states, but a comprehensive review of STC
programs in these and other states is left to Hershey (1985). We first
discuss the general characteristics of state STC programs; we then turn to

specific issues pertaining to STC use in the states.

l. General Characteristics of the STC Programs

- Despite differences among the respective state programs, their

programs exhibit several important elements of consistency. All state

programs are defined in terms of employer plan requirements, eligibility
conditions for individuals, procedures for modifying plans, methods for
determining benefit amounts, and provisions for financing STC benefits.

All states require employers to submit an STC plan, and they use
that plaﬁ as the primary basis for ensuring adherénce to the program's
purposes. Moreover, they require that a plaﬁ application be submitted at
the initiative of the employer. Although the states differ in how they
define an ‘acceptable plan, their requirements cover common topics. Plahs
are generally limited to a certain duration, either six or twelve months:
All states also require a certain minimum level of employee participation
(stated as a set number of employees or a percentage of the defined
"affected unit") and require that the employer provide information on the
extent of such participation in its application. States commonly limit the
time period in which individuals may draw benefits, most often to 26 weeks
in a benefit year. Employers' plans usually must specify the percentage by
which the work hours of employees will be reduced, and that reduction must

fall within a range specified by state law.
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TARLE 1.2

CHARACTERISTICS F STATE STC PROGRAMS

Arizona » California . Oregon
- Shared Work tinemployment Work Sharing Unemployment Insurance Program Work Sharing Unemployment Insurance Program
Characteristics of Program Compensat ion Program (Senate Bill 130, 1/8t Legislation) (Senate Bill 57, 7/83 Legislation) Workshare
PLAN
Range of Reduction (percent) 10-20 _ ' 10+ 10+ 2040
" Required # of Participating 2 2+/10 of employees in SIC wnit must parti- 2¢/105 of employess in STC wnit muet parti- 3
Employees cipate in the plan in any affected week. cipate in each week or in at least 1 week of
of a 2-consecut ive-week period.
Duration of Plan v, Upto 52$eks 5 No tise limit 6 months, with provisions for subssquert epproval. Up to 52 weeks
oo Can be teminated if not carried aut sccording
to terms & intent.
Subsequent Plan Approval 4/81 Legislation: No provision None If average seasonally adjusted civilian un~ No subsequent plan approved

Duration for Employees

(Weels of Payment)

Naber of Plane a One Time

Administration -

for extension. When plen expires,
a new one must be submitted.

11/83 Legislation: Extersion of
plan with written request of employer
‘for one yesr fram date of request.

Up to 20 weeks during a period of 52 con-
secutive weeks, beginning with the Ffirst
week that benefits are paid.

1981 Legiﬂliim: 26-week limit

1983 Legislation: 26-week limit.

This limit does not apply to a week

if in the period that consists of that
week and in the immediately preceding
12 weeks the insured wemployment rate
(not seasonally adjusted) is 4 or more.

1 or more 1 or sore

Centralized (Special Programs) Centralized (Workshare Unit)

employment rate in California equals or ex- .
mds7.zdmirgtmfirst3d'the4mnttapre-
ceding the beginning of the quarter in which the
plan expires; a new plan can be approved imme-
diately. If rot, no new plan can be approved
util 26 weeks after previaus plan.

No limit

1 or more

Centralized (Workshare Unit)

wntil 52 weeks have elapsed
following the week for which
final payment of benefits is
made under prior plan.

26-week limit

No more than 1 plan at a
time.

Centralized (Special
Programs) :
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TABLE 1.2 (continued)

Arizona California Oregon
Shared Work Unemployment Work Sharing Unemployment Ineurance Program Work Sharing Unemployment lnsurance Program
Characteristics of Program Compensation Program (Senate Bill 130, 1/81 Legislation) (Senate Bill 57, 7/83 Legislation) Workshare

Change/Modify Existing Plan

To Delete or Add Individuals
o Subgroups

To Change Percent of Reduct-
ion for Affected Enployees

NOIVIDUN. BLIGIBILITY

Basic Qualification

Required Job Terure

1981 Legislation: To add employee,
employer must submit a new plan.

1983 Legislation: Employee who joine
affected grop is automatically covered
under plan upon written motice to
Department and certificetion of
employer.

1983 Legislation: Employer can
add employee to plan or tramsfer
employee fram one approved plen to

. anather with written request.

This information is not required to
be aubmitted on the plan and thus can

‘be changed without notifying the

Department .

Must qualify for Arizona claim., If
previously established a claim &

was disqualified, must be able to re-
qualify. If disqualified with defi-
nite end date, not eligible

until that date has passed.

Must have earned $1,000 or more
from STC employer in 6 monthe
before plan is submitted.

Amended plan by swbmitting nemes of employees
to be added or deleted.

Employer can do 8o without notifying department
of - changes.

Employer can rotate employees so that different
employees have reduced hours of work, and

can rotate employees from department to
department, as long a8 the 10% reduction
criterion is met.

Employer can so do without notifying Employer can do so without notifying Department.

Department.

Must qualify for regular Ul. Wages in base
quarter are used to compute Ul claim.

Must qualify for regular Ul. Wages in base
quarter are used to compute Ul claims,

Must ‘have worked one full pay period and be
considered a permanent employee.

Must have worked one full pay period and be
considered a permenent employee.

Plan modification required.

Plan modification required.

- Able to qualify for Oregon

Ul claims or to reapen existin
claim.

1982 legislation: Must have
vorked 6 months full-time or
one year part-time with STC
employer before plan sub-
migsion.

1983 Amendment: seme required
tenure, but it may be estab-
lished after plan submission.
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TABLE 1.2 (continued)

Arizona California ___Oregon
Shared Work Unemployment Work Sharing Unemployment Insurance Program Work Sharing Unemployment Inewrance Program
Characteristics of Program Compensat ion Program (Senate Bill 130, 1/81 Legislation) (Senate Bill 57, 7/83 Legislation) Workshare

BENEFITS

Computation of SIC

Benefit Amount

C ed Hours of

Nork/Pay

Extended Benefits

Denial of or Reduction in
Benefits

Able & Available/Work

Search

Earnings from Other than
STC Employer - Partial

Benefit Disregard -

Paid Vacations & Holiday

Pay/Sick Leave

WBA reduced in proportion to hours
by which employer reduces normal
work week, rounded to nearest $1.00,

Actual hours of work, holiday pay,
8ick leave pay, vacstion or annual
leave pay.

1983 Legislation: SIC claimant is
eligible to receive SIC benefits
under £B.

Not required to look for work. Dis-

qualified if refuses full-time work

. with SIC employer.

Does ot affect STC benefits.

Counted a8 compensable hours of work.

'Y

WBA x % of reduction in individual wages
resulting fram reduced hours of work
(rounded to nearest 5%). Benefit rounded
to next higher $1.00.

All hours (paid ‘and/or volunteer) worked.

No SIC benefits payable u/'nbr £B.

On temporary lay-off, need not seek
work while collecting STC benefits.

If faced with permenent layoff, must
seek wark while collecting SIC berefits.

No disqualification under ASA if absences
from work are spproved and claimant
accepted all work from STC employer.

Deducted on a dollar-for-dollar basis.

Counted as compenseble hours of work.

WBA x % of reduction in individual wages
resulting from reduced hours of work (rounded .
to nearest 5%). Benefit rounded to next
hicher $1.00.

ALl hours (paid and/or volunteer) worked.

No SIC benefits payable under EB.

On temporary lay-off, need not seek work
while collecting STC benefits.

If faced with permanent layoff, must seek work
vhile collecting STC benefits.

No disqualification under ASA if absences fram work
are spproved and claimant accepted all work from
SIC employer.

Deducted on a dollar-for-dollar basis.

Caunted as compensgble hours of work.

UL WBA x % of hours reduction
specified in .approved plan.

Remains constant wntil a mod-
ification of plan is approved.

Esrnings, vacation pay,
sick leave pay.

Na SIC benefits payable under
EB.

Excluded fram normal
availsble and work search
requirements. Must be
available to SIC employer.
Temporary illness which
involves lesser portion of
work week will be dis-
regarded.

Amunt in excess of 1/3 WBA
is deducted dollar for dollar
from STC benefits.

Benefits not affected as long
as some work is performed in
week claimed and total hours
(including work and paid leave)
remain within allowable

reduct ion range.
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Arizona
Shared Work Unemplayment
Compenset ion Program

Lalifornia

Work Sharing Unemployment Insurance Program

(Senate Bill 130, 1/81 Legislation)

Work Sharing Unemployment Insurance Program
(Senate Bill 57, 7/83 Legislation)

Oregon

Workshare

Characteristiéa of Program
FILING FROCEDURES

Initial Claims

Continued Claim/Meeks
Claimed

Waiting Period

Additional Taxes

In most cases, after plan is epproved

someone from central unit goes to

enployer's esteblishment and takes
mass claims. Otherwise, claimants
are instructed to file in person at
local office, or employer takes the
initial claims and mails the forms to
the central unit with an affidavit.

Every other week, esployer is mailed

a list of the STC plan ewployees,

Claimart certifies for the following
2 weeks the hours that would be com-

penaated for by the employer and

whether claimant refused job offer or
full-time work with employer. Employer

certifies information on list and
returns list to agency. Check or

reggon for denial is mailed to claiment.

(Multi-claiment form.)

Must mmm‘have served a 1-week
waiting periad. Benefits are not pay-

able for that week.

1981 Legislation: Surtax on employers

with negetive reserve ratio:
Between 0 and -5% «25%
-5% or Between -9% & -15%  1.00%
Minus 15% or Less 3.00%
1984 Legislation:

Between 0 and ~-5% 1 1

=% or Between -5% & 15%  1.00%

Minus 15% or Less 2.00%

After plan is spproved, STC weekly certifica-
tion is sert to employer. Claimant must report
in person to field office and present STC
certification to file an initial claim or
regpen an existing claim.

Upon approval of plan, employer receives a
supply of weekly certification forms for
distribution to STC employees. Forms are
campleted by both employer and employee.
Employee tades completed fomm to field office
to file claim or receive payment.

(Single claiment form.)

Must serve or have served a 1-week waiting
period. Benefits are not paysble for that
week.

SIC employers with a negative reserve balance
on June 30 of any year required to pay into
the wemployment fund additional contributions
at a rate from 0.5% to 3.0% in the succeeding
calendar year.

After plan is eppraved, STC weekly certification is
sent to employer. If claimant has no existing
claim on file, must report in person to field
office and present SIC certification. If there

is an existing claim, need not report in

person, but cen mail in completed STC weekly
certification to the central SIC wunit.

.Upon spproval of plan, employer receives a supply

of weekly certification forms for distribution to
SIC employees. Forms are completed by both employer
and enployee. Employer mails completed form to
central SIC wnit, and employee receives payment by
mail.

(Single claimant form.)

Must serve ar have served a Y-week waiting period.
Benefits are not paysble for that week.

Employers with negative reserve balance on June 30
of two consecutive years, whose reserve account has
been charged for benefits paid under SIC program
during the 12-month period ending on the second
June 30, pay into the unemployment fund addit-
ional contributions equal to the amount of SIC
benefits paid during that 12-month period. Credit
allowed for amounts collected in excess of this
computat ion during the prior year.

After plan is approved, forms
are mailed to employer for
distribution. After
employees complete the
forms, they return them to
the STC employer, which
then returns completed forms
to STC.wnit.  If current .
claim exists, files are
transferred to STC wnit.
Where no claim exists, new
claim is established, and a
monetary detemination is
mailed to the claimant.

Bi-weekly certification form
gent to emplayer. Employer
completes one part and
delivers it to employee,

vho completes last portion
and returns it to SIC wnit.
Each employee claiming
benefits completes a separate
certification form.

- (Single claimant form.)

Must serve or have served a
1-week waiting period.
Benefits are not payable for
that week. .

Benefits paid under STC plan
are charged against employer
account same as regular Ul.
In the year following STC
use, employers whose scheduled
tax rates are below true
benefit ratio pay at a rate
equal to their benefit
ratio, up to a maximum

of 3 percentage points

above the regular meximum
tax rate.




In addition, all of "the state STC proérams acknowledge the
possibiiify that employers"plané, once épproved, may need to be modified,
and establish procedures for doing‘so.‘ Employers are allowed to change the
roster of employees included in their shared-work unit and the percentage
by which their work hours are reduced. The formality of the modification
procedure and the nature of the changes for which it must:be used vary
across states.

State STC laws speéify how benéfité are to be'computed. Ali states
calculate benefits as a percentage of each eﬁployee's regular,‘computed
weekly benefit amount (WBA). The percentage of the WBA paid is based on a
measure of the "employment reduction” imposed by the plan, This measure
varies in subtle ways across programs, but is always based on the reduction
either in hours or in wages from the "normal work week." The state
programs also vary in othe; respeéts,ééuch,as the treatment of earnings
from employers other thén the STC employer, and the manner in whicﬁ time
away from work (absences, vacation, sick time, an& holidays) is treated in
computing benefits.

Finélly, all statevprograms speéify‘how STC benefité are to be
finanéed. Provisions in the laws of each state define how participation in
the prograﬁ and the payment of benefité afféct each employer's UI tax
obligation, gnd specifiéal}y the types of’special tax obligations that are
imposed on participatingngmployers with négative reserve balances 6r high
benefit ratios. Two types»of special tax obligations have been used:
"percentage surfaxes," computed By adding an increment to the regular tax
rate applied to employers' taxable payrolls,‘and "surcharges" or

"additional contributions,” computed to equal the amount of STC benefits
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issued under employers'’ plans. Under the percentage surtax method, a

schedule is used to determine the amount by which the employer's regular
tax rate should be increased: the more negative the reserve ratio or the
higher the benefit ratio, the greater the increment to the tax rate. The
states that use this method have adopted a variety of schedules, and thus

set different maximum increments that can be added as surtax percentages.

2. The Implementation and Utilization of STC Programs in the States

As STC programs have been used in the states, they have remained
very small programs, élthough thelr acceptance over economic downturns is
noteworthy. This section documents the utilization of the state programs,
and highlights the distinguishing programmatic features of and the trends
exhibited by the state programs. .

California. In July 1978, California fassed its first STC
legislation as part of Senate Bill 1471, and begaﬁ accepting and approving
employer plans. As shown in Table I.3, participation developed slowly in
1978 and 1979, increased sharply in 1980, and stabilized in 1981.
Participation reached its peak in 1982, when close to 2,500 plans were
approved, including over 99,000 employees in the affected units. However,
even at its peak, the California STC program has represented only a small
part of tota1‘UI activity. In the last quarter of calendar year 1982, when
shared-work payments peaked, they accounted for .95 percent of all regular
state UI payments. Since 1982, participation has dropped dramatically as
the economy has improved. Only 1,129 plans were approved in 1983, which
included 33,525 employees. Overall participation in 1984 was still
lower: total STC benefits paid in 1984 were just over $5-million, which

was about 37 percent of the payments made in the previous year. There is
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TABLE I.3

PARTICIPATION IN THE CALIFORNIA STC PROGRAM

Calendar - .8§TC o Employees in STC STC STC
Year Plans Approved Affected Units Benefits Paid Weeks Paid
1978 15 | 708 , NA NA
1979 is2 9,902 - NA NA
1980 896 30,122 NA Y
1981 785 38,761 $2,039,537 76,869
1982 - 2,467 r 99,332 $18,567,681 612,719
1983 1,129 33,525 | $13,538,460 398,698
o84 G Al $5,051,384 150,959

8Accurate data on the number of plans approved and the number of employees
in approved plans are not available for 1984 in terms comparable to those
used for earlier years. In February and March 1984, the first plans

that were affected by the six~month limit on duration imposed by Senate
Bill 57 expired. In the first half of 1984, California counted plan
renewals as approvals and ‘did not distinguish between new and renewed
plans. Thus, data on new plans and their member employees, which are what
was reported for earlier years, cannot be reported for 1984,
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some indication that program participation stablized, and perhaps that even
some modest, renewed growth occurred throughout 1984. Although 1984
payments were far lower than 1983 payments, participation in the latter
half of 1984 was about the same as it was in the first half, and the number
of initial claims in the latter half actually exceedéd the number of |
initial claims for the first half‘of the year. In contrast, participation
in the latter half of 1983, as measured by initial claims, was less thén
half the volume in the first half of the year.

California's Work Sharing Unemployment Insurance program has
undergone considerable legislative revision-sincé it was first
implemented. As was shown in Table I.2, the major changes made in the
original law have affected (1) the amount of time that individual employees
may participate in shared work, (2) the allowable duration of employers'

plans, and (3) the special surtax provisions used to finance the program:

-
i

1. Relaxation of Individual Duration Limits.
California originally limited individual employees
to 20 weeks of STC benefits in each benefit year.
In September 1979, Senate Bill 210 tightened this
limit to 20 weeks in any consecutive 52-week
period, so that employees who were enrolled in a
plan towards the end of an already established
benefit year could not establish a new benefit year
and continue beyond 20 weeks under STC. In July
1983, Senate Bill 57 removed all limitations on the
duration of individual participation.

2. Creation of a Plan Duration Limit. In its original
form, the California law limited the use of STC by
placing a limit on employees' participation, but
placed no limit on how long an employer's plan

“could run. When the limitation on individual
participation was removed in 1983, Senate Bill 57
placed a qualified limit on plan duration; plans
could run for six months, but could be extended
indefinitely if the unemployment rate were above a
defined rate. ‘
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3. Surtax Changes. As defined in the original
California law, percentage-based surtaxes imposed
large additional tax obligations on some employers
which used the program only to a relatively small
degree. In July 1983, Senate Bill 57 substituted
the "additional contribution” method for
determining surtaxes. However, this method proved
disadvantageous to some employers which had
enrolled in the program under the assumption that
their taxes would be determined under the
percentage method. Thus, in August 1984, the
California legislature adopted an amendment which
aiiowed employers, for a tramsitional period, to
choose which surtax method should be used to
determine their special tax obligation.

Arizona. Arizona's Shared Wofk Compensation program was created by.
the passage of Seﬁate Bill 1005 in April 1981,’and went into operation in
January 1982. The program was used heavily during its first year, with 597
plans apprbved for 244 different employers, which inciuded a total of
25,889 employees. STC benefits were paid for 94,085 weeks claimed. ‘In
1983, aétivity declined considerably: 239 pléns were approved, which
included 6,921 employees, and benefits Wéré paid for 58,320 weeks
claimed. These 1983 totai; summarize a dramatic decline in STC activity in
the middle of 1983: 49,049 weeks of benefits were paid in the first half
of the year, but oniy 9,271 in the latter half. This decline in .program
use continued in 1984: only 50 plans were approved through October, which
included 2,099 employees, ;nd benefits were paid for 11,545 ﬁeeks. |

Like the California program, the Arizona program has undergone some
importaht changes sinée ité inception. These changes have tended .to relax
some of the original controls on progrém use._’A.Mérch 1983 amendment
(House Bill 2232) allowed a longer period of parficipation in STC by
individual employees. Whereas the origiﬁal law had limited employees to 26

weeks of STC benefits in a benefit year, this amendment allowed a longer
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period of participation when the unadjusted unemployment rate exceeded 4
percent. In 1984, the Arizona legislature simplified and reduced the
surtax rates that applied to negative-balance employers which participated
"in STC--a change that accompanied a general increase in the range of
regular Ul tax rates that affected negative—balance employers. In the same
session, the legislature simplified the process for both extending an
existing STC plan and adding employees to the plan, allowing employers to
do both simply by notifying the UI agency.

Oregon. The third STC program was created by the Oregon
legislature in January 1982, with an effective date of operation set for
October 1982. However, the demand for the program by eﬁployers led to more
rapid approval--the plan was implemented in July 1982. The number of
active plans increaééd from 19 in that first month to 136 by the end of the
year. Over the course of 1983, the.number of active plans increased to é
maximum of 168 around midyear, and then declined ﬁo 70 by the end of
1983, 1In 1984, STC use continued to drop as the economy improved; by
August, only 16 active plans were being operated. The number of employees
who actually participated in the program has followed a similar pattermn.
The number of employees submitting biweekly_claims rose from around 331 in
July 1982 to a peak of about 665 in December 1982, and then gradually
declined, to about 65 in December 1983 and about 35 in August 1984. "

The Oregon progrém has remained somewhat mdre restrictive than the
‘programs in most other states. Oregon limits empléyers’ plans to one year

and does not allow a subsequent plan until a year410ng "waiting period” has

1
Data on the number of participating employees are estimated from
the number of bi-weekly claims filed. ‘
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elapsed. Employers'may operate only one plan at a time, and must submit

plan modifications to change either the percentage by whigh hours are
reduced or the membership in a plan. The Oregon program provides for
percentage-rate surtaxes on employers with high benefit ratios, with a
maximum rate increment of 3 percentage poihts. Unlike California and
Arizona, Oregoﬁ has not amended'the surtax features of its original law.
However, one change has been made to ease an origina1 rest:iction on
program use. As a éonditidn for‘participation under its original law,
Oregon requiréd\that employees must have worked at least six months full-
time or a yéar part-time for the STC employer prior to the employer's
submission of the STC plan. In July 1983, this restrictidn was loosened:
employees must work six months full-time or a year part-time before joining
an STC plaq)'but their tenure need nét‘have begun before the employer
initiated the plan.

Other States. The Washington Shared Work Compensation program,

aqthorized byVChapter 207 of the Washington laws of 1983, went into effect
in August 1983. Fo;ty—one employer pléns were approved during thé period
from August to December 1983, which included 646 employees. Over the first
three quarters of 1984, an additional 81 plans were appfoved, which
included 1,280 emplovees.

The Washington program could be regafded as the least restrictive
of the four earliest programs. The Washington law does not provide for any
surtax addition to reguiaf Ul tax rates. Employers are allowed to create a
STC unit consisting of only a single employee'on reduced hours, whereas the
other states require that at least two "share" the work. In Washington,

employees may participate for up to an entire year; in Arizona (except -
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during high unemployment) and Oregoﬁ, they are limited to 26 weeks. Week-

to~week adjustments in the percentage of reducéd hours are.allowedkunder
recent administrative changes in the program.

Florida, Illinois, and Maryland have passed shared-work laws but
have not,ye; had experience with their programs on a scale comparable to
the experience of the first four states. In Florida, tﬁe‘Short-Time
Compensation program was created by Senate Bill 610 in 1983, and took
effect on January i, 1984. Program procedures have been implemented, but
the program has been ﬁsed very little: the program coordinator reported in
October 1984 that only three firms had participated thus far, all of
relatively small size.

In I1linois, Senate Bill 25, which was passea in the 1983 session,

authorized the payment of shared-work‘behefits beginning on July 1, 1984.

Forms and procedures have been developed for the program, but, according to
UI agency personnei, very limited intéres; has been expressed in the
program, possibly because employers are required to, reimburse the UI agency
in advance for STC benefit payments, thereby bypassing the usual UI
financing method under which benefit payments are chafged to an account
which affects the tax rate in the following year. Thus, employers that aré
faced with the necessity of reducing their workforce are not likely to be
attracted to a program that requires payment for use during the period of
imﬁgdiate economic distress.

; Maryland's Worksharing Unemployment Insurance Program wés adopted
by the legislature in 1984, with an effective date of Juiy 1, 1984.
Although the law mandated that the program be implemeﬁted,in January 1985,

the Department of Employment and Training was ready for operations earlier,
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and the program began in the fall of 1984. The program reportedly haé

approved about 32 employer plans, which have included about 750 employees.
More recently, STC programs have been introduced in Arkansas,

Texas, and New York. However, at the time tha; the data were coilec;ed for

this study, these states had not yet implemented the programs.

36




II. STUDY DESIGN AND IMPLEMENTATION

As we described in Section A-of Chapter I, the purpose of this
study is to address the issues raised by Congress, but its design was
actually guided by a series of questions that underlie the congressional
concerns. To answer many of these questions, we must acquire an
understanding of why employers have used STC, how tﬁey ﬁave used the
program, and what the consequences §f their using the program were to
themgselves, their ehployees, and the government. These questions also
réquire very detéiled information on what STC employers would have done had
an STC program not been available. In the first section of this chapter,
we describe how we designed the study around these consideracions; We then
review the various aspects entailed in implementing the'study. The chapter‘
concludes with a brief overview of thé strengths and limitations of our

study design.

A. 'OVERVIEW OF STUDY DESIGN

Because of the primary role of employers in terms of the questions
we sought to answer, they served as the primary focus of the research
. design. Of course, many questions about STC pertain more directly to
employees. However, financial and time constraints precluded the
collection of data directly from employees. Hence, the‘study could only
examine those employee-related questions that could be addressed with
aggregate, per—employer data.. For most of thg design considerations, we
approached the study as one whose purpose was to examine the behavior of a

sample of employers.
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Once the decision was made to focus on "émployers," it was
necessary to determine how that concept should be defined. In

organizations that consist of subsidiaries, major production units, branch

plants, and so forth, the aegis of deciSion—making may be quite complex,
and no single "correct” definition may apply. .We thus defined emplqyers in
terms of each state's Unemployment Insurance tax filing unit, 1arge1y‘for
operational reasons: the concept can be defined unambiguously, it
facilitates developing a sampling frame ffom state Ul records, and it
corresponds to the states' data collection units. In addition, as a -
standardized unit, it’is conceptually as satisfying as possible
alternatives.

With this employer definitionm, selecting a sample of STC employers
from state UL records could gasily be accomplished, and we describe the
sample selection process in Section II.B. Selecting a sample of similar
employers which did not use STC was necessary to approximate what STC ‘
employers would have done had they not used the program. This necessity
raised some methodological compiications. An ideal study design would have
assigned‘employers randomly to one status that would have permitted STC use

~and to anothef status that would not have pgrmitted STQ use. Doing so was
clearly impractical given the on—-going nature of the étate programs. As we
explain in Section II.C, we decided that the best option available to the
sﬁudy was to match the STC sample with a sample of employers from among all
those which did not use STC in the réspective‘study states. This match
yielded a sample of'employers which exhibited the same characteristics and
presumably faced the same economic conditions and pressures as did the STC

sample, but which chose not to use SIC (or did not know about the
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availability of STC). However, it must be'recogniéed that, unlike a
randomly selected control sample, a compafison’sample may provide only an
biﬁperfect alternative to the STC sample. This is true.despite our best
efforts both to metch the samples and, in the analysis, to control
statistically for any remaining differences among the samples.
Consequently, the conclusions of this study cannot be considered as
definitive as those generated through a process in which the "treatment” is
randomly assigned. |

An important factor iﬁ both defining the eample and undertaking the
analysis was the time frame for the study. It was important to define a
specific period in which the decisions of employers to use STC and the
implications of those decisions under standard economic conditions could be
evaluated. Further, it was important to observe‘the behavior of employers
for a sufficient length of time to determine the implications of STC use in
the period after employers had stopped using their STC plans. This
necessity suggested selecting a time period of STC usevthat wes not too
recent; however, moving too far back in time ﬁas constrained by the start
date of the Oregon program (July 1, 1982) and by the unavailability of
records data from other states that were necessary for the analysis. Our
decision was to define the basic period for observiﬁg STC plan
implementation and use in eech state as state fiscal year 1983‘(FY1983),
which ran from July 1, 1982, to June 30,v1983;kkTo be included in the
initial STC sample, employers were to have had an STCeplan appfoved during
FY1983; the comparison sample was selected from among‘empibyers which had

no plans approved in this period. As we describe in the following
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sections, the final samples required further refinement as the states
‘provided us Qith additional data.

Data for the analysis were collected from two sources——interviews
‘with employers and UI agency records. In addition to the FY1983 period,
data were collected for the first six months of 1982 and’for the last six
months of 1983, Data for the former period were used in the‘aﬁalysis to
control for differences between the STC and coﬁparison samples in terms of
pre~STC—use behavior. In fact, the second quarter of 1982 is used
throughout this report as the period of "baseline" data. Data for the
latter period are used to evaluate the post—STC—use behavior of
employers.1 However, the effects of STC use that persisted from FY1983
into calendar yeaf 1984 or beyond could not be measured in the study.
Other aspects of our data collectioﬁ strategy are described’in Section II.D
below.(

These design decisions facilitated an analysis of the determinants
of STC use and of the consequences of such use”on»employment. These two
components of the analysiks are described in Chapfers III and 1V,

respectively. ‘Evidence from this analysis, from our administrative

1
It is important to note that the on—-going nature of STC programs

meant that some STC use occurred in the "post-STC" period. Most of the STC
use in this period is attributable to neéw plans and plan renewals, both of
which were easily obtainable in Arizona and California; in addition, under
special conditions, plan extensions were allowable in Oregon. However,

' since 10 percent of the plans that were approved during FY1983 were
approved in the last quarter and because an additional 30 percent were
approved in the third quarter, some STC use from our basic period of
observation could have extended into the "post-STC" period. The extent of
this carry-over should be slight, since the average length of STC use fell
over time to about 13 weeks for plans that were approved in the second half
of FY1983.
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analysis (Hershey, 1985), and from the data gleaned from the states are

used in Chapters V through VIII to address the concerns of Congress.

B. SELECTiON OF THE STC SAMPLE

While the previous section described in broad terms how the initial
STC sample was selected, the details‘of that process, including the
necessity for additional sample refinement, require further discussion.
This section focuses on the sample selection issues and describes the final

sample.

1. Employer Selection Process

The first consideration in selecting the sample of STC employers
.was how to sample from among all employers in each state which had a plan
approved in FY1983. We set a target sample of 250 STC employers in each
state, which, given an expectéd interview response rate of 70 percent, was
to yield a sample of 175 employers per state. However, Arizona had only
230 plans approved in that year, and Oregon, even by stretching the year a
few months, had only 212 approved. Therefore, we did not sample in those
states, but accepted all employers with approved STC plans. Because
‘California had over 2,000 plans .approved in this period, we selected a
stratified random sample of employers in this state. The strétification
was based on employment: becausekso many modest-size firms were
represented relative ﬁo,small and large firms, we were concerned that a
simple random saﬁple might provide too few small and 1érge firms. (Except
when noted, all tabular analysis in this report was reweighted back to the

original employer distribution.)
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An immediate concern for us was how to adjust our sample definition

as better data became available. The problem was that the application

process for an STC plan is an easy procedure in all states, and one that

does not bind employers to using the program as the necessity for work-time
reductions arises. Thus, data on the UI benefit charges that were assigned

to sample employers were used to reclassify employers between the STC and

comparison samples. Consequently, 12 percent of the final researchvsample
which had STC plans approved but did not use STC during FY1983 and did lay
off emplbyees'were place& into the comparison sample. Another 3 percent of
the sample also did not use STGC but did not lay off employees. They were
included in the comparison sample when we eﬁaluated the types of employers
which participate in STC, since, for this component of the analysis, we
were interested in determining who actually uses the program. The proper
classification was more ambiguous in our evaluation of employment patterns,
and the sensitivity of the analysis to alternative classificafions is
explored in Chapter IV. 1In addition, a small number of employers in the
original comparison sample had pians approved just prior to FY1983, but
implemented the main plan during that year. These employers were
reclassified into the STC sample.

Our final sample consists of 430 STC employers. This sample size
represents 82 percent of the number we had originally sought for the
research sample, with the difference accounted fdr by the samplefsize
constraints in Arizona and Oregon, the reclassification of‘the 15 percent
of the employers which did not use STC, and the unavailability of data on

employers which went out of business.
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The basic characteristics of“the STC sample by state are shown in
Tables II.lA through II.lD. It is difficult to infer much from these raw
numbers of sample characteristics. The Small representation of specific
types of employers might limit the geheralizability of the analysis.
Consistently across states, constructiop and other primary industries
(i.e., agriculture and mining), transportation/communications/utilities,
and retail trade are not well represented. 1In addition;'employers in the
lowest and highest UI tax-rate categories (i.e., those at the minimum and
maximum rates), which may mean that they‘might not be effectively

experience-rated, are not well represented.

2, Comparison of STC'Employers with All Employers in the State

An evaluatibh of the types of employers which use STC is presented
in the next chapter. However, it is instructive to review the raw data to -
acquire some basic understanding of which types of employers in the states
tend to, use STC. Tables II.2A through I1.2C show the percentage
distribution of STC éample employers and all employers in the respective
sta;es for categories of each of three major‘characteristics——industry,'UI
tax rate, and émployment. For industry, manufacturing firms are
disproportionately heavy users of STC, pérticulérly those classified as
durable manufacturers. In Oregon and(California, employers which are
'engaged in]wholesale trade are also disprdportionately heavy users of STC,
which is not the case in Arizona. At the other‘extreme, employers which
are engaged in construction énd'othe: primary activitiés, in retail trade,
in finance and services, and in\transportation/communicatibns/utilities do

not use STC in proportion to their numbers in the states.
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TABLE II.1A
BASIC CHARACTERISTICS OF THE STC SAMPLE

ARIZONA
(Number of Employers)

Employers by Employment Size All Sample Employers

Characteristics 1-10 11-50 51-250 >250 in State
Industry |
Construction and Other Primary i 1 | 0 2 4
Nondufable Manufacturing 3. 3 (3 2 14
Durable Manufacturing 10 27 19 8 | 64

Transportation, Communications, 0 2 0 0 2
and Utilities ' ‘

Wholesale Trade 2 4 5 1 12
Retall Trade ‘ 5 1 3 E ‘ 10
Finance and Services 9 v 9 7 0 | 25

Regular UI Tax Rates?®

Minimum 2 1 0 0 3
Middle 22 31 13 107
High 5 5 9 0 19
Maximum ) 1. 0 0 1 2
"ALl Employers 30 47 40 14 131

NOTE: Characteristics are based on the 1982.2 quarter.

a
Ranges for regular UI tax rates are defined as follows (in percent):

Minimum 0.10

Middle 0.11 - 1,60
High 1.61 - 2,70
Maximum 2,70 -

These ranges are based on the abtual distribution of regular UI tax rates among all
employers in Arizona.
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TABLE II.1B

BASIC CHARACTERISTICS OF THE STC SAMPLE ///////

OREGON
(Number of Employers)

Employers by Employment Size All Sample/Ehployers

Characteristics 1-10  11-50 51-250 >250 in State
Industry
Construction and Other Primary 0 Q 2 0 6
Nondurable Manufacturing 1 8 2 0 11
Durable Manufacturing 6 15 17 5 43
Transportation, Communications, 0 0 0 0 0

and Utilitles

Wholesale Trade 7 16 4 0 27
Retail Trade 5 3 1 0 9
Finance and Services 18 12 6 1 37

Regular UI Tax Rates?

Minimum 14 5 0 0 19

Middle ' 19 w2 2 6 92
High 4 4 9 6 0 19
Max imum 0 2 1 0 ‘ 3
All Employers 37 58 32 6 ' 133

NOTE: Characteristics are based on the 1982,2 quarter.

a
Ranges for regular UL tax rates are defined as follows (in percent):

Minimum 2,20
Middle 2.21 - 3.40
High 3.41 - 3,70
Maximum 3.71 -

These ranges are based on the actual distribution of regular UI tax rates among all employers
in Oregon. ' :
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TABLE II.1C
BASIC CHARACTERISTICS OF THE STC SAMPLE

CALIFORNIA - Unweighted
(Number of Employers)

Employers by Employment Size All Sample Employers

Characteristics 1-10  11-50 51-250 >250 in State
Industry
Construction and Other Primary 3 5 1 2 _ 1"
Nondurable Manufacturing 1 4 , 5 é 14
Durable Manufacturing 10 2 20 19 G
Tr&nsportation, Communications, 1 1 0 1 3

and Utilities

Wholesale Trade 1 6 2 8 ‘ 17
Retail Trade 6 1 2 " ‘ 10
Finance and Services 19 9 6 8 ; 42

Regular UI Tax Rates?®

Minimum 0 0 ) 0 0
Middle 3 40 33 43 v 150
High 6 4 2 0 12
Maximum 1 2 1 0 4

All Employers X 46 36 43 166

NOTE: Characteristics are based on the 1982.2 quarter,

a _ T
Ranges for regular UI tax rates are defined as follows (in percent):

Minimum 0.9

’ Middle 0.91 - 3,60
High 3.61 < 4,00
Maximum 4,01 -

These ranges are based on the actual distribution of regular UL tax rates among all employers
in California.

46




TABLE II.1D

BASIC CHARACTERISTICS OF THE STC SAMPLE

ALL STATES
(Number of Employers)

Employers by Employment Size

All Sample Employers

Characteristics 1-10  11-50 51-250 >250 -in State
~Industry
Construction and Other Primary - 4 10 3 4 ‘ 21
Nondurable Manufacturing 5 15 .13 6 39
Durable Manufacturing 26 62 56 32 176
Transportation, Communicatio&s, 1 3 0 1 5
and Utilities
Wholesale Trade 10 26 1 9 56
Retail Trade 16 5 3 2 29 .
Finance and Services 4s 30 19 9 104
Regular UI Tax Rates?
Minimum 16 6 0 0 22
Middle 75 123 89 62 349
High 15 18 17 0 50
Maximum 2 4 2 1 9
- All Employers 108 15i 108 63 430

NOTE: Characteristics are based on the 1982.2 quarter.

a

Ranges for regular UL tax rates are defined for each state as described in Tables II.1A

through II.1C,
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TABLE II.2A

COMPARISON OF STC SAMPLE EMPLOYERS WITH ALL
EMPLOYERS IN THE STATE

ARIZONA
(Percent)
Characteristics STC Emplovers Ail Employers in State E:é
Industry
Construction and Other Primary 3.1 15.1
Nondurable Manufacturing 10.7 2.3 7
Durable Manufacturing ' 48.9 | 3.1 §
Transportatién, Communications, 1.5 2.9
and Utilities ;
Wholesale Trade 9.2 10.1 ;;#
Retail. Trade 7.6 20.7 5
‘Finance and Services ' 19.1 45,3
Regular UI Tax Rates®
Minimum - , 2.2 - 9.3
Middle , 82,7 71.3
High ’ 13.7 - 8.6
Maximum 1.4 10.9
Employment Size
1-10 | 22.9 1 75.8
11-50 | 35.9 19.2
51-250 30.5 4.3

251+ 10.7 0.7

NOTE: Characteristics are based on the 1982.2 quarter.

a ,
Ranges for regular UI tax rates are defined as follows in (percent):

Minimum

0.10
Middle 0.11 - 1.60
High ' 1.61 - 2.70
Maximum 2,70 -

These ranges are based on the actual distribution of regular UI tax rates
among all employers in Arizona. -
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TABLE II.2B

COMPARISON OF STC SAMPLE EMPLOYERS WITH ALL
EMPLOYERS IN THE STATE

OREGON
(Percent)
Characteristics STC Employers All EmploYers in State
Industry
Construction and Other Primary 4,5 12.9
Nondurable Manufacturing 1 8.3 . 2.3
Durable Manufacturing | 32.3 : 5.9
Transportation, Communications, 0.0 4,2
and Utilities v
Wholesale Trade 20.3 10.4
Retail Trade : 6.8 24,0
Finance and Services 27.8 . 40.3
Regular UI Tax Rates? ‘
Minimum 12,8 33.0
Middle 69.6 48,1
High 16.0 11.4
Maximum 2.1 ; 7.5
Employment Size
1-10 - 7 27.8 80.1
11-50 43.6 16.4
51~-250 24,1 3.0 -
251+ _ ' 4,5 0.5

NOTE: Characteristics are based on the 1982.2 quarter.

Ranges for regular UI tax rates are defined as follows (in percent):

Minimum 2.20

Middle 2.21 - 3.40
High . 3.41 - 3,70
Maximum 3.71 -

These ranges are based on the actual distribution of regular UI tax rates
among all employers in Oregon.
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TABLE II.2C

COMPARISON OF STC SAMPLE EMPLOYERS WITH ALL
EMPLOYERS IN THE STATE

CALIFORNTA
(Percent)
Characteristics _ STC Employers All Employers in State
Industry ,
Construction and Other Primary 7.0 16.5
Nondurable Manufacturing 8.7 | 3.0
Durable Manufacturing 41.7 4,8
Transportation, Communications, 2,0 2.9
and Utilities
Wholesale Trade 10.0 ‘ 7.1
Retail Trade ‘ » 5.8 19.4
Finance and Services | 24,7 v » 46.5
Regular UI Tax Rates?
Minimum ' - 0.0 3.6
Middle 90.1 79.5
High 7.4 ' 1.3
Maximum 2.5 14.5
Employment Size ;
1-10 23.6 75.0
11-50 42.0 | 19.3
. 51-250 22.7 4.8
251+ ' | 11.7 0.9

NOTE: ‘Characteristics are based on the 1982.2 quarter.

a
Ranges for regular UI tax rates are defined as follows (in percent):

Minimum 0.90

Middle 0.91 - 3,60
High 3.61 - 4,00
Maximum 4,01 ~

These ranges are based on the actual distribution of regular UL tax rates
among all employers in California.
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With respect to UI tax rates,‘employers at the minimum and maximum

rates are less 1iké1y to use STC than are employers in the other

categories. This observation for maximum-rate employers is particularly
noteworthy, since it has been speculated that such employers might gain
special benefits from STC and would be heavy uéers. It may well be that
the surtax provisions of state STC laws discouraged use by such employers,
or it may'simply Ee thét for certain types of émployers with high tax rates
(e.g., construction firms) layoffs aré more appropriate for their needs
than are shorter work weeks.

Small employers are distinctly less likely to use STC than would be
indicated by their representation in the séates, which may be due to the
minimum—use requirements of STC programs. Conversely, employers in all of
the three larger size categories are foun& with greatef frequency among STC
employers than would be indicated by their representation among all
eﬁployers, which is increasingly true among larger employers.

While the patterns of STC use shown in Tables II1.2A to II.2C are
interesting, it is important to note again that they should be interpreted
with caution. First, the STC sample‘sizes‘are quite small, and théy migﬁt
not represent the longer-term ahd more widespread use of the program very
well. Second, the numbers reported in the table were not generated from a
statistical analysis that isolates the effect of each variable. Thus, they

cannot be used to evaluate or predict program participation.

C. SELECTION OF THE COMPARISON SAMPLE
Selecting the comparison sample was a complex undertaking, in part

because of the necessity of developing the sample selection methodology.
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We first describe that process, and then discuss the employer selection

process for the methodology that was chosen.

1. Selecting a Methodology

From the begipning of the study, we were committed to selecting a

comparison sample whose activities could be compared with the activities of

the STC sample. Alternatives to a comparison sample were ruled out as
either infeasible or undesirable. A randomly selectéd control group, whiie
conceptually ideal, was infeasible because of tﬁe entitlement nature of the
STC programs in the study states. At the other extreme, going without a
non—STC sample was undesirable, because no reliable data would have been
available on the employment activities of SfC employers in the absence of
STC. The lack of such data was the ceﬁtral problem with the previous STC
studies that were described in Chapter‘I. We did investigate the
possibility of using hisforical data fér the STC sample to simulate their
employment activities in the absence of STC§ however; historical data were
not consistently available, and thé prédictive acéurac&yof the simulation
was subject to question, particularly given the unusual depth of the 1982
recession.

Our basic decision was to select a comparisdn sample from within
the three study states. We were somewhat céncerned that émployers which
chose to use STC would be é special, self-selected groub that could not
easily be replicated by nonusing employers. If, indeed, the STC and
comparison samples wefe‘not coﬁparable:due to realybut unmeasurable
differences between the samples (the sélf—selecéion féctor), the results of

the analysis would have been unreliable due to "éelection bias.” However,

STC use in the states has been very limited, with less than 1 percent of

52




all employers having initiated plans in any given year. State program
administrators felt strongly that such limited use was due at least in part
to the lack of knowledge about STC. Therefore, we had a strong senée that
self-selection would have constituted only a modest analytical problem. In
addition, we took:steps both in the actual selection of the comparison
sample and in the analysis to mitigate any self-selection problems.‘ The
sample selection included a'comﬁlex gample-matching procédure, which we
descriﬁe in the next section. The analysis included a well-established
statistical progedure to control for residual self-selection problems,
which we describe in Chapter IV,

A final option that was considered was to draw at least part of the
comparisoniéample from a state that did not use an STC program. This
procedure had been suggested to minimize selection bias problems in the
analysis.‘ However, our conélusion that self-selection would be a minor
problem that could best be dealt with in other ways obviated the necessity
of this option. Furthermore, even with very sophisticated sample matching
methods, a comparison samplekdrawﬁ from another\state would likely have had
the same problem inherent within it: only a small fraction of the sampled
employers would have used STC had it been offered (at least as it was
of fered in the study stétes), and we would have had no way of knowing the
magnitude of the latent self-selection problem. In addition, even if a
sample from another state would serve to reduce the magnitude of the
selection bias problem, the differences between the states in terms of UI
laws, economic conditions, and labor forces ;nd markets would have created

analytical problems in attémpting to pobl observations across states—-—
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problems that would have been likely to swamp any advantages to an external

comparison sample.

2. Employer Selection Proéess

To select the comparison sample, we‘devised a selection process
that would maximize the effectiveness of the sample in terms of analyzing
the employment patterns associated with STC use. Thus, férxthe compéfison
sample selection, employers wﬁich did not initiate an STC plan during
FY1983 were matched with the STC sample employers through an intricate
cell-matching process designed to achieve similarity in the economic
circumstances faced by the employers; The cells were defined b§ (1) a
three—-digit ihdustry code (SIC), to reflect production technologies and
market conditions and trends; (2) the UI‘tax rate, to reflect employment
and labor-turnover trends; and (3) employment size, to reflect scale.
Since it was not always péssible to achieve an exact matchrbetween the
characteristics of STC empldyers and those of comparison embloyers, we
assigned priorities to the chéractefistics. Our judgment was that the
first two digits of the industry code were the most important
characteristics foria match; the taxfrate was next, followed by employment
and the third digit of the industry Fode. We selected the comparison
sample first by categorizing each ST% employer by a five-digit number, as’

|
follows:

!

o The first and second numbers were an employer's two-
digit industry code. ‘

o The third digit took on a value of 1 to 4 for an
employer, with each value corresponding to a range of UI
tax rates (which was specified separately for each
state).
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o The fourth digit took on a value of‘l to 8 for an
employer, with each number corresponding to employment
size 1-4, 5-10, 11-25, 26-50, 51-100, 101-250, 251-500,
and over 500, respectively. ‘

o The fifth digit was the third digit of an employer's
industry code.

Once each STC employer was thus categorized, we then selected three
non-STCbemployers (to aliow for the higher expected interview nonresponse
rate among éuch employers) whose categorization ?umbers matched as élosely
as possible each STC employer's five-digit number. When no exact match was
possible, we deviated from the match number in a manner that correséonded
to our predetermined priorities: we deviated the fifth digit first, then
the fourth, and so on. We were not concerned about how few or how many
employers would be coﬁtained in each cell (as identified by the five-digit
number), since those cells did not form the basis for any analyses.

To further enhancékthe Value of the compa?ison samﬁle for our
analysis of employmentvpaCterns, we continuéd theﬁmatéhing process through
the employer interview stage. Specifically, we were concerne& about the
STC and comparison sample match after taking into account all of the
interview refusals and other types of nonresponse. This portion of the
match was undertaken by delaying the comparison g;oup inter?iews somewhat;
an Iinterview with a given compérison employer was attempted only after the
matchéd STC employer was successfully interviewed or ﬁas confirmed to have
closed (having closed was considered a valid "outcome”). Since three
comparison employers were -selected fbr each STC employer, one of the
comparison employers (the best match, when the quaiity of the match varied)
was designated as;the primary comparison employer, and the others as its

backups. Only when an STC employer was interviewed successfully or
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confirmed closed, and when the primary comparison employer could not be
interviewed or confirmed closed, was a back-up comparison employer released
for interviewing. Through this proceduré, we sought to maximize the
internal validity. of the final sample,

Of course, as it became necessary to adjust our sample definitions
as better data became ava%lable, the extreme sample comparability brought
about by the matching process was somewhat reduced. In our description of
the STC sample selection process, we discussed changing the status of STC
plan applicants which had never used their plans. In addition, a very
small number of comparison employers had plans approved just prior to
FY1983 but had used STC primarily in FY1983., These employers were thus
reclassified into the STC sample. Another small number of comparison
employers had used STC in FY1983 but had had no plan approved in that
period or in the previous six months. These employers were part of the
sample from California, where it would have been possible to have had a
plan approved prior to the period for which we obtained data, and still to
have been using the plan during FY1983. Those employers were dropped from
the sample, but too late for us to obtain‘replacements.l

The quality of the match between the final STC and comparison
_saﬁples for each state is revealed in Tables II.3A through II.3C. Overall,

the samples seem to match quite closely, as should be expected. However, a

1 o
California is the only state that selected the comparison sample

for us. Other states simply provided us with data to enable us to select
the sample. Tt is noteworthy that all but two of the problem cases in the
‘comparison sample were from California, where the incidence of STC use in
the comparison sample was far higher than can be attributed to chance.
Although we adopted a number of procedures to cope with the problems
pertaining to the California sample, these considerations should be kept in
mind when the results from that state are interpreted.
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TABLE II.3A

COMPARISON OF S$TC SAMPLE EMPLOYERS WITH
COMPARISON SAMPLE EMPLOYERS

ARTIZONA
(Percent)
Characteristics STC Employers Comparison Employers
'Industry
Construction and Other Primary 3.1 . 6.7
Nondurable Manufacturing 10.7 8.4
Durable Ménufacturing : 48,9 44,4
Transportation, Communications, 1.5 | 1.1
and Utilities
Wholesale Trade 9.21 10.1
Retail Trade 7.6 - 10.1
Finance and Services 19.1 : 19,1
Regular UI Tax Rates?
Minimum ‘ 2,2 ‘ 1.6
Middle - 82.7 72,2
High 13.7 ' 22,0
Maximum . 1.4 \ 4,2
Employment Size
1-10 ' 22,9 27.0
11-50 35.9 C 42,7
51-250 30.5 21.9

251+ 10.7 8.4

4

NOTE: Characteristics are based on the 1982.2 quarter.

a_ ,
Ranges for regular UI tax rates are defined as follows (in percent):

Minimum 0.10
Middle 0.11 - 1.60
High 1.61 - 2 70
Maximum - 2.70

These ranges are based on the actual distribution of regular UI tax rates
among all employers in Arizona.
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TABLE II.3B

COMPARISON OF STC SAMPLE EMPLOYERS WITH
COMPARISON. SAMPLE EMPLOYERS

OREGON
(Percent)

Characteristics - STC Emplovers Comparison Emplovers
Industry ’ ‘
Construction and Other Primary 4,5 5.4
Nondurable Manufacturing 8.3 11.3
Durable Manufacturing 32.3 31.0
Transportation, Communications, 0.0 0.0
and Utilities
Wholesale Trade 20.3 17.7
Retail Trade 6.8 ’ 5.4
Finance and Services | 27.8 29,1

Regular UI Tax Rates?

Minimum : 12.8 10.3
Middle - 69.6 76,7
High ‘ 16.0 ' 12.6
Maximum 2.1 1.5

Employment Size

1-10 27.8 32.0
11-50 43.6 43.8
51-250 | 24.1 21.7

251+ 4.5 2.5

NOTE: Characteristics are based on the 1982,2 quarter.

a
Ranges for regular UI tax rates are defined as follows (in percent):

Minimum 2.20

Middle 2,21 - 3.40
High 3.41 - 3.70
Maximum 3.71 -

These'rénges are based on the actual distribution of regular UL tax rates
among all employers in Oregon. :
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TABLE II.3C . -

COMPARISON OF STC SAMPLE EMPLOYERS WITH
'COMPARISON SAMPLE EMPLOYERS

CALTFORNIA
(Percent)
Characteristics  STC Emplovyers Comggrison Employers
Industry v
Construction and Other Primary 6.6 E, 10.2
Nondurable Manufacturing | 8.4 ' 9.0
Durable Manufacturing : 41,6 ' 33.9
Transportation, Communications, 1.8 C 4,0
and Utilities
Wholesale Trade o 10.2 : 7.4
Retail Trade _ 6.0 : 9.0
Finance and Services ©25.3 ' 26,5
Regular UL Tax Rates®
Minimum _ 0.0 1.1
Middle 90.9 | 87.9
High 6.8 7.2
Maximum : 2.8 5.5
Employment Size
1-10 | 24.7 | 33.3
11-50 . 27.7 27.7
51~-250 21.7 ' 21.5

251+ 25.9 . 17.5

NOTE: Characteristics are based on the 1982.2 quarter.

a ‘ .
Ranges -for regular UL tax rates are defined as follows (in percent):

Minimum 0.90

Middle 0.91 - 3.60
High 3.61 - 4,00
Maximum 4.01 - '

These ranges are based on the actual distribution of regular UI tax rates
among all employers in California.
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few differences aré Qorth noting. First, in both Afiéona and California, a
smaller proportion of STC than of comparison employers are at or near the
maximum UL tax rates. The opposite is true in Oregon. Second, a higher
pfoportion of STC employers iﬁ all states fall into the larger size
categories. Nevertheless, the differences afe small, and can be controlled

for statistically in the analysis,

D. DATA COLLECTION STRATEGY

Answering the questions posed in Chapter I required extensive data
on the STC programs, the activities and characteristics of employers, and,
at least on an aggregate per—employer basis, the activities and
characteristics of employees. To obtain the data that were necessary, we
developedla mixed~mode data collection strategy which provided appropriate
data from UI agency records, a survey of employers, and discussions with UI
agency staff. The types of data items that we sought by source are listed

in Table II.4. The discussions that follow describe each of these sources.

1. UL Agency-Records -

Given that the UI tax filing unit defined the employer as our basic
unit of analysis, it was logical and convenient to use the data that were
collected and compiled by the state UI agéncies. This source was
particularly valuable for data that were several years old, since they
remained easily accessible in the agency records,ieven when they faded from
individuals' memories or became buried in employers' records. |

Agencies were asked to provide quarterly data oﬂ employment, total

wages, taxable wages, UI contributions, benefit ratios, and tax rates.

These data were generally contained in the master and experience-rating
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TABLE II.4

DATA REQUIREMENTS AND SOURCES FOR
THE STC EVALUATION

Costs of hiring/training new employees

Data Item Source :u
Characteristics of Employers That Used STC and of Matched
Comparison Employers

Industry Records
Length of time in business Interview
Ownership Interview
Annual revenue Interview
Payroll Records/Interview
Employment Records/Interview
Distribution of employees by skill level Interview
Average compensation by skill level Interview
Demographic characteristics of employees Interview
Unionization Interview
Seasonal variation in production Interview
Changes in business Interview

'Financial Health and Previous Responses ta Changing

Economic Conditions

Annual revenue history Interview
Profit and loss history Interview
Employment history Interview
Layoff history Records/Interview
Percent of employees recalled Intérview
Length of temporary layoff spells Interview

Previous studies

Benefit charges Records
UL tax rate Records
UL reserve/benefit ratio Records
Use of overtime Interview
Use of contract/temporary workers Interview
Changes in work-week hours Interview
Prevalence of shifts Interview
Plant openings/closings Interview
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TABLE II.4 (continued)

Data Item Source
Factors Affecting E-ployers Decisions to Use STC or
Regular UI
Fringe-benefit costs Interview
Extent to which laid-off workers were not available Interview
for recall
Ease of hirfng/training workers, by skill level Inferview
Ease of obtainingFSTC information Interview
Employers' perceptions of likely advantages and Interview
disadvantage; of STC
Employee attitudes Interview
Union attitudes Interview
‘Use of STC
Total hours reduction Records
Number of participating employees Records/Interview
Skill levels of participating employees Interview
Demographic characteristics of participating Records
employees
~ Number of weeks in which plan was used Interview
STC benefit charges Records
Number of weeks charged Records
Use of program flexibility (changing number Interview
of employees, hours reduction, etc.)
Whether/how fringe benefits were affected Interview
. Employers' perceptions of actual advantages and - Interview
disadvantages
Layoffs before/during/after'program use Records/Interview
Demographic characteristics of laid-off Records
employees
Adainistration of STC
Program design and regul&t@ons  Agency
Methods of financing Agency
Program considerations for the concerns and Agency
rights of employees
Administrative processes Agency
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files of employers. 1In éddition, for both regular UI and STC'employérs, we
sought quarterly data on benefit charges, claims weeks, the number of
claimants, the mumber of new claimants, and the sex, age, and race of new
claimants. These data were gleaned from employee claims and payment fiies,

and were aggregated to the employer level.

Both Oregon and California pro?ided us ﬁith raw data files to
enable us to extract and construct the required data items. Arizona
- constructed the data items for us according to our specifications. The
final data set covered all quarters from the third quarter of 1981 (1981.3)
through the fourth quarter of 1983 (1983.4). At the time we obtained the
data, these quarters were the only ones for which most of the data weré

consistently available.

2. Employer Survey

A number of data needs could not be met through agency records.
These pertained to some aspects of employers' characteristics, financial
' considerations, and opinions on and attitudes toward STC, ,‘To obtain the
data necessary to address these areas (see Table 1I.4), we developed an
employer survey questionnaire, and attempted to administer the survey by
telephone to the STC sample and to the comparison‘saﬁple in the manner
described in Section II.C.

The survey completion rates were excellent: approximately 82 and
77 percent for, respectively, the STC and comparison: samples, for an
overall rate of ovér 79 percent. We actually exceeded out target of 1,050
employers (175 of each type of employer in éach of the three states).

However, firm closings, various problems with the original sample frame
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(described in the previous two sections), and missing data items reduced

the final research sample to 988 employers.

3. UI Agencies‘

Information on the administration of STC programs could not be
obtained from either of the two sources described ébove. Instead, to
collect such information, we undertook (1) discussions with agency staff
who were involved inkdesigning, implementing, and operating STC programs,
(2) discussions with other interested parties in the states‘which‘had a
major interest in the programs, and (3) ; careful reviéw of state
documents. For this purpose, we designed and conducted an administrative
analysis based on four steps. First, we prepared a site-visit topic guide

that consisted of a detailed outline of questions and issues to be

discussed with state respondents. Second, we prepared a specific site-
visit agenda that consisted of a set of selected questions chosen for
discussion with each respondent. The selection was based on a respondent's
particular expertise and function rélative‘to the STC program. Third, we
copducted two~ to three-day site visits in each étate, in which we held
discussions with UI agency staff,‘legislétors and legislative gides, and
represéntativés of employer éssociations’and major employers. Finally, we
reviewed documénts that were collected during the site visits and, when

necessary, held follow-up discussions by telephone with state respondents

to clarify information obtained during the visits.

E. A SUMMARY OF THE STRENGTHS AND LIMITATIONS OF THE DESIGN
Before we present our results, we should highlight four specific

limitations with the study design so as to.place these results into their
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proper perspective. First, the study of the STC program was limited only

to three states and to the laté—recesSion; early-recovery phase of the
business cycle. The‘extent to‘which the results of the study can be
extrapolated either to situations in which STC is used more extensively or
to other periods is open to question. Generalizing to other states is
particularly problematic given the rather large siate—by—state differences
that were found in their responses to STC.

The comparison éroup methodology used in the study posed a second
potential problem for the study. Since it was infeésible to consider some
type of random assignment approach, we were fofced to develop a éomparison
group of employers which did not use STC and to adopt this strategy as the
‘best -alternative available to having a formal control group. The potential
pitfalls of such an approach are well known, and despite using a variety of
statistical techniques‘to adjust for them we canngt be sure that we have
done so completely. Therefore, the statistical r;sults to be. reported
should be regarded as suggestive, not definitive.‘

The final two limitations of the study peftain to the financial and
time constraints that restricted our data-collection effoftsf As noted
earlier in this chapter, we did not collect any data direétly from
'employees. Hence, many important questions abbut how STC affected Workers
could not be addressed herein. Even for employers, wé were .restricted to
UI administrative records and to a relatively brief.telephone interviéw.
Hence, we could not investigate outcomes for employers that reqdired
collecting more ektensive information. Specifically, because we gathered
very little information on the.possiblé effects of STC on produqtivity,

such questions must go largely unaddressed here. To the extent that the
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‘absence of direct data from emplojers and data on firm—based productivity
levels is crucial to an overall appraisal of the STC concept, the results
reported herein should be considered incomplete. Throughout the report, we
have attempted to indicate areas in which such incompleteness is
particularly salient.

Despite these limitations, it is important also to point out the
strengths of the study. The present study offers for the first time
comparative information on STC users and nonusers. All other‘studies.have
been forced to assume what the behavior pf nonusers would have been. The
study is also based on more extensive administrative information on UI and
STC claims than has previously been available. Since many important issues
.pertaining to UI financing and labor-market -adjustment strategies are
reflected in these data, the study design would be especially appropriate
for answering questions in these areas  (which represent many of the
congressional questions). Finally, the fact that the study contains a
great deal of up-to-date information on STC‘participation in the three
states that have used the program to the greatest extent should be
stressed. These data will help characterize STC users -in more complete
ways than has previously been possible, and may help illuminate a variety
of issues that explain why STC participation rates have been relatively

low.
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PART TWO

i

QUANTITATIVE ANALYSIS







III. PARTICIPATION IN SHORT-TIME COMPENSATION

One of the major topics for analysis in this study focuses on the ’ L'[

types of employers which choose to participate inAshort—time compensation
programs and why. State STC programs are ciarrently used only by a small
fraction of employers which face temporary work-time adjustments, and cover
only a small proportion of all UL ciaimants. A clear objective of this
study was to identify which types of employers do use STC, the pros and
cons of using STC, and how and to whom STC use might Ee extended. Unless
STC use becomes a feasible and desirable policy for a significant number of
employers in this country, as it has'invother countries, the results of
this study have little policy relevance.

The first two sections of this chapter provide the respective
perceptions of and attitudes toward STC by program nonparticipants and
participants. These sections provide the employers' own iﬁsights into how
the program might or has helped or hurt them. Section C moveslto a more
quantitative framework to analyze actual STC pafticipation. This section
builds heavily on the simple description of STC participants contained in
Section II.B of Chapter II, but it considers many more factors that
potentially determine participation, and evaluates them within a regression

framework.

A. THE VIEWS OF COMPARISON EMPLOYERSvTOWARD STC

The survey questionnaire contained a set of questions designed to
collect information on what employers thought about the STC program prior
to their using the program. We posed these questions to both comparison

sample employers, which of course had no experience with STC, and to STC
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employers. However, asking STC sample employers to describe their visws of
STC before they used the program was unsuccessful, since the recollection
of STC employers was clearly distsrted by their actual program

experience. Consequently, the anslysis of employers' views toward STC'was'
based solely on the views of the comparison sample.

A logical concern was whether the’vieﬁs'of éomparison employers
represented unbiased views of STC employers priof to their using the
program, or, instead, whether the views of comparissn employers represented
those of firms that may have réjected STC use, and were thus
unrepresentative, negative views toward STC. (This concern also pertains
to the selection bias issue discussed in terms Of'the comparison sample
selection in Section C of Chapter II.) As showﬁ in Table III.l, only half
~ of the comparison empl’oyers had heard about STC at the time we interviewed
them, and only 41 perceht of those (20 percent of all comparison employers)
had considered using it. Therefore, we had little resson to believe that
the comparison sample was dominated by empioyers which had considered and
rejected using STC.

The.advantages of STC that were reported by comparison employers
which had heard about the program are reported in Table III.2. The numbers
listed are responses as a percentage of all employers which responded.
Employers could describe multiple‘advantages, and because all such

. ; 1
advantages are reflected in the table the total exceeds 100 percent.

1 .
Employers were also asked to ramk the advantages of STC use, but

the relative rankings did not change when the most important (or only)
advantage cited was considered.
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TABLE III.1

COMPARISON EMPLOYERS' KNOWLEDGE AND CONSIDERATION
OF STC :

(Percent)

0f Those Which Had Heard About STC,

State Heard about STC " Those Which Had Considered Using It
Arizona 51.7 ‘ 43,7
Oregon - . 56.4 , “39.1
California 40.5 : 40.7
All 49.9 : o 41.0

NOTE: The sample size for the first column is 557 employers. The sample
size for the second is restricted to those which had heard about STC
and responded to the question, or 263 employers.
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TABLE III.2

ADVANTAGES WITH STC CITED BY COMPARISON EMPLOYERS

(Percent)
Advantage : , .- All Cited
Keébing a Larger Number of Employees Employed 22.4
Retaining Valued Employees : : 19.6
Reducing Costs Associated with Hiring/Rehiring | 7.0
Flexibility to Adjust Employment Levels to Demand \ 5.1
Avoiding Disruptions to Business Operations 4.2
iAllowing Employees to Retain Benefits o 2.3
Maintaining Embloyee Morale | 1.4
Other S 8.9
None Cited | 40.7

NOTE: The sample size is 214 employers.
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Response categories were not read to respondents; instead, this question

was open—ended, and the responses were then coded.

The major advantages that were reported pertain directly to
concerns about maintaining the workforce. Tﬁe éategory with'the most
responses reflects a desire to spread the availéble workload over the
entire workforce so as not to force a few employees to bear a
disproportiénate share of the burden of a‘downturn. .The second advantage,
which closely follows the first category and is ﬁot distinctly different
from it, pertains to concerns about retaining (i.e., not losing) valued
employees. The third most often cited advantage, although distinctly less
often than the other two, pertains to savings in thé hiring and rehiringb
costs assoéiated with restoring the workforce-éfter a perlod of temporary
layoffs. This advantage 1is cleariy associated with the more general
concern about retaining valued employees. It 1§ noteworthy that 41 percent
of the employers which had héhrd about STC reported that they saw no
advantage to it or did not even consider the advanfages.

The results for a parallel set of questions about the disadvantages
of STC are reported in Table III.3. Very few employers offered specific
disadvantages; two-thirds reported that they simply had no need for the
program or had no reason to consider uéing it. The only épecific reason

that 1is nbteworthy is a concern about inefficiencies in the production

process.

Several specific concerns about STC are commqnly raised in debates
about the program. ‘They involve the effects of STC use (relative to
layoffs) on the.UI tax rate, fringe-benefit costs, administrative burden,

and productivity. After employers had the opportunity to offer their views
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TABLE III.3

DISADVANTAGES WITH STC CITED BY COMPARISONvEMPLOYERS

(Percent)

Disadvantage , All Cited
Inefficiency in Production Process ‘ 10.2
General Avoidance of Government 4.0

Programs
Not Enough Information Available ' \ 3.1
Inflexibility of Program Rules 2.7
Worker or Union Oﬁposition , 2.7
Administrative Burden - , ~ | 242
Increase in UI Tax Rate _ 0.4
Higher Fringe-Benefit Costé , 0.4
Other s N 11.1
No Need or Otherwise Did Not ‘ o 64.0

Consider

NOTE: The sample size is 225 employers.
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' freely about the program, they were 'asked specifically about eaéh'of these
issues. As shown in Table I1I.4, comparison employers were very divided
about the expected effects on tﬁe UL tax rate; nearly equal numbers
expected it to be lower or»higher. Those which expected it to be lower may
have anticipated a smaller work—time reduction under STC, or simply may npt
have understood the program. A similar pattern is evident in terms of
fringe-benefit costs. It is vefy difficult to speculate dh why some
employers would expect costs to fall by using STC rather than layoffs. The
pattern for administrative burden is unambiguous: 63 pércent of the
respondents expected that the burden would be highef, andrmost‘of the rest
expected that it would be the same. Finally; only'14 percent of the
respondents expected that productivity would increase under STC, while the
remaining 86 percent were evenly divided in their expéctation that
productivity would remain the same or would fall. >On balance, respondents

were not overly optimistic about using STC rélative to layoffs in terms of

these areas of concern. Howéver, given the specific pattern of responses
(e.g., the'felatively high numbers that expected UI tax rates and fringe—

benefit costs to fall), it is not at all clear whether their responses

reflected a realistic understanding of the program.

B. THE EXPERIENCE OF STC EMPLOYERS WITH STC

’ STC emplbyers were asked a set of questions similar to those
reported for comparison employers, except that they were asked to provide
information on their actual prégram experience. Table III.S records the

actual advantages cited by those employers which had used STC; the

advantages are listed as a percentage of respondents. With so many

respondents reporting some distinct advantages, the figure associated with
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TABLE I1I1.4
COMPARISON EMPLOYERS' VIEWS TOWARD THE SPECIFIC EFFECTS OF STC

(Percent)

Compared with Layoffs, What Do You Expect

Would be the Effect of STC On: - ' Higher Same Lower
UI Tax Rate? ’ | 30.6 41.9 27.5
Fringe-Benefit Costs? 28.7 | v 46.3 24.9
Administrative Burden? . ) 62.5 34.2 3.3
Produgtivity? 13.7 43,5 42.8
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TABLE III.5

ADVANTAGES WITH STC REALIZED BY SiC EMPLOYERS

(Percent)
Advantage o All Cited
Retaining Valued Employees | . | 50.0
Keeping a Larger Number of Employees Employed 34.9
Reducing Costs Associated with Hiring/Rehiring 15.9
Maintaining Employee Morale ' : 14.8
Avoiding Disruptions to Business Operations' 11.2
Flexibility to Adjust Employment Levels to Demand 8.9
Allowing Employees to Retain Benefits | 5.6

Other ‘ 21.5

NOTE: The sample size is 358 employers;
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each response is larger than was found in Table I1I.2 for comparison
employers; howevér, the_ﬁ}ttern of responses is quite similar. "Retaining
valued employees"vand "keeping a larger number of employees employed” were
by far the mbst frequently citédH;esponses, with“the/férmer being reported
by half of the employers. A reduqtiqn in\hiring‘and réhiripg costs remains
the third most often cited advantage, but’was éfill cited distinctly less
often than were the first two.

The disadvantages reported by STC employers, which‘are shown in
Table III.6, show a markedly different pattern than those reported by
compariéOn employers. By far the most frequently cited disadvantage (by 46
percent of the STC respondeﬁts) &as the administréfive burden of §TC on the
employers. An increased UI tax rate was the second most frequently citedv
disadvantage.

To learn more about the sériousness of tﬁesé disadvantageé,‘we
followed up the general, open—ended questions with some specific questions
about the often-cited disadvaniages.‘ Agkshpwn‘in Table 111.7, 55 percent
of the STC employers reported that'participating‘in the program had -
increased their UI tax rates. However, only 23 percent of these employers
rated the increased tax rate as a seriéus drawback to the pfogram; 40
percent rated the increase as a slight drawback; and 37 percent rated the
increase as no drawback at all.

When asked specifically about thHe administrative tasks, only 27
percent responded that the program was burdensome, a far smaller percentage
than those which offered this response to»the open—ended question. 1In |
~addition, only 20 percent of these 27 percent rated the administrative

burden as a serious drawback. Thus, while employers‘appeafed to recognize
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TABLE III.6

DISADVANTAGES WITH STC REALIZED BY STC EMPLOYERS

(Percent)
Disadvantage | ;M All Cited
Administrative Burden ~ 45.6
Increase in UI Tax Rate | . » 28.6
Inefficiency in Production Process , 8.2
Worker or Union Opposifion v , 6.1
Inflexibility of Program Rules : o | 4.1
Higher Fringe-Benefit Costs . 3.4
Other ' | - 20.4

NOTE: The éample size is 147 employers.
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-TABLE" II1.7

STC EMPLOYERS' EXPERIENCES WITH SPECIFIC ASPECTS

OF THE PROGRAM

(Percent)

al

Percent of Employers

If Responding Affirmatively,
How Was This Rated as a Drawback?®

T a

STC Experience “Responding Affirmatively Serious Slight None
UI Tax Rate Increased as a . 55.3 22.7 40.2 37.1
Result of Participation ‘
The Administrative Tasks 26.8 20.4 67.0 12.7
Associated with the
Program Were Burdensome
Which Tasks??
Forms preparation 56.8
-Accounting tasks 11.7
~ Scheduling 8.1
Other 17.1
The Program Was Too 19.2 28.7 58.6 12.7 V
Restrictive ' 1
In What Way?b é
Duration too short 31.1 I
Changing hours reduction i
in plan too difficult 28.4
Percent reduction allowed
. too low 8.1
Percent reduction required
too high 8.1
Changing employees in plan
too difficult 8.1
27.0

Other

NOTE: The sample size for the main categories is 166 employers.

b

The figures associated with these categories are the percentage of those who responded
ployers could provide more than one response,

affirmatively to the basic question.

This rating sums to 100 percent of those who responded affirmatively to the basic question.

Since em
the figures may total more than 100 percent.




the additional administrative'responsibilities, they did not seem to feel
that they imposed an unreasonable burden. When asked specifically about
the nature of the burden, those who reported a burden most often cited the
necessity of preparing forms (57 percent).

“Finally, only 19 percent of the respondents reported that their
state's program was too restrictive, and just 29 percent of those rated the
restrictiveness as a serious drawback. ' The most often cited STC
restrictions were the short-term nature of the plan and the difficulty of
changing the hours reduction stipulated iﬁ the plan.

An additional question asked STC employers how they rated the
productivity of employees who were working short time reletive to those who
were working full time. As reported in Table 111.8, 63 percent of the
respondents reported no difference. However, 22 percent reported that
short—-time emplovees were less productive, most commonly because not enough
work was available to be shered, and because short-time work led to poof -
morale.. The remaining 15 percent of the respondents reported that short—
time employeee were more productive; half of those cited greater moti?ation
and harder work as the reasons.

Because of the absence of direct information from workers, we were
unable to learn much about either the views of employeee or unions or their
roles in the process of deciding whether to use STC. However, STC
employers did repoft their own pefceptions about the attitudes of employees
and unions toward STC participation. (As might be expected, very few
comparison employers reported having had any contact with employees or
their unions about STC). As shown in Table III.9, the vast majority of

employers felt that employees reacted moderately or highly favorably to

81




TABLE III.8 !

EFFECTS OF STC USE ON EMPLOYEE PRODUCTIVITY

(Percent)
. v Percent of Employees
Effect on Productivity ___Responding Affirmatively
Short-Time Employees Were Equally Productive 63.1
as Full-Time Employees
Short-Time Employees Were Less Productive 21.7
Than Full-Time Employees
Why?2 :
Not enough work even for reduced hours 34.2
Poor morale 26.7
Inefficiency with set-up time 1041
Work slowdown-—~employee protest . 2.4
Other 34.6
Short-Time Employees Were More Productive 15.1

Than Full-Time Employees

Why?@
Better motivation/worked harder 4
Better morale 1
Work organized more efficiently 1
Less fatigue 1
Less down time -
Other 4 2

NOTE: The sample size for the main categories is 387 employers.

a .
The figures associated with these categories are the percentage of those
who reported less and more productivity, respectively. Since employers
could provide more than one response, the figures may total more than 100
percent.
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TABLE III.9

EMPLOYERS' PERCEPTIONS ABOUT EMPLOYEE AND UNION
REACTIONS TO STC PARTICIPATION

(Perceht)
Reaction to STC Experienbe ‘ ' \ Employees Unions
Highly Favorable | | 42.1 ' 43.2
Moderately Favorable . . 39.0 21.2
Neutral _ 14.2 34.2
Moderately Opppsed : 4.1 0.0
Highly Opposed ' | 056 \ | 1.3

NOTE: The sample size for the first column is 385 employers. The sample
size for the second is restricted to those respondents which had
unions, or 43 employers.
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their STC experience, and only 5 percent reported any opposition. For
employers in which unions covered employees on STC, almost two—thirds
reported that the unions reacted moderately or highly favorably, and most

of the rest reported that their unions held a neutral position.

C. REGRESSION ANALYSIS OF PARTICIPATION

The two previous sections tell us a great deal about why employers
may or may not be attracted to STC. Much of this information pertains to
the program itself, although some of it pertéins to the characteristics of
the employers. In this section; we turn exclusively to the employers to
analyze their decisions to uée STC.

Incentives for employers to participate in short-time compensation
programs depend heavily on the charaéteristics of their workforce, the
nature of their production process, their UI tax rates, and their size.
For example, STC may offer an attractive alternative to laybffs1 for

employers which~-

o Exhibit a strong cyclical pattern of labor demand
and work availability

o  Exhibit relatively high costs of hiring and firing,
and high productivity costs associated with layoffs

0 Maintain a sufficiently flexible production process
to allow reduced hours of operation

o  Exhibit relatively low UI tax costs under a shared-
work strategy

0 Employ an experienced and highly trained workforce
that would be expensive to replace

1Although STC is an alternative to layoffs at some level of work
reduction,. firms may adopt a mixed strategy of layoffs and STC. This issue
is explored in Chapter IV.
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In this section we present our regression analysis of the variables
that pertain to the decisions of employers to adopt STC during periods of
slack labor demand. This analysis of program participation was undertaken
in two stages. First, we examined the extenf to which‘STC decisions depend
on somewhat gross measures of industry; size, and UT tax rate. Second, we
estimated the effects of a number of additional variables that pertain more
directly to work—-force composition, hiring and firing costs, union
opposition, énd the financial health of the employer. We adopted this two-
part strategy because the original research design for this evaluation
focused primarily on estimating with maximum statiétical precision the
effeéts of STC on the employment and layoff decisions of employers. As we
explained in Section C of Chapter II, the sample of employers in each state
‘was stratified by the variables according to which we expected STC use to
differ most dramatically--industry class, size, and UL tax-rate class.
Thus, within each industry, size group, and tax-—rate class, approximately
equal numbers of STC and comparison firms were selected for the analysis.

This sample selection strategy was optimal for the impact analysis,
because it enabled us to compare equal-size groups of STC and non—STC
employers, broken down by other significant employer characteristics.
Unfortunately, it implied that this sample of employers was of more limited
use for estimating participation in STC programs, because mo variation in
the number of employers which participated in the program occurred within

1
industry, size group, and UI tax-rate class.

1
These were the sample design parameters. In the actual sample,

some slight variation existed between STC and non-STC employers per cell.
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Fortunately, in two states, Arizona and Oregon, we were able to use
“the entirekstate populations of employers to estimate the probability of
participatiné in STC programs witH respect to the sample stratificatien
variables. Tables III.lOA*and ITI.10B ﬁresent simple average STC use rates
among employers by employﬁent size, ihdestry, and regular UI tax rate. The
most striking aspect of the results in these tables is the small number of
employers overall which used STC plans; fewer than one-half of one percent
of the employers in either state used STC. However, considerable diversity
in use rates occurs by employer characteristics., 1In comparing these
participation rates by employment size,vone observes a general positive
relationship between size and STC use. Conversely, participation rates by
industry and tax rates seem to depend on the state; FIn Arizona,
participation in STC was most prevalent in durable manufacturing industries
and among high UI tax-rate employers; in Oregon, nondurable manufacturing
dominated, and participation and UI tax rates did not exhibit a strongb
relationship. This difference in’participation patterns probably reflects
differences in the industrial composition‘ef these states and in their UI
tax systems. In particuler, in a reserve—ratio state such as Arizona, a
high UI tax rate is more likely to represent‘a,strong long-term pattern ef
layoff behavior.' For such employers, the uncertainty of knowing how many
workers will return from layoffs and the costs of hiring and replacing
employees may make STC an attractive alternative.' Conversely, in a
benefit-ratio state such as Oregon, a high'UI tax rate may represent a much
~ more transitory work-reduction experience on average, because the benefit
ratio is computed on the basis of layoff eiperience over a relatively short

period of time (three years).
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TABLE IIL.10A

USE ‘OF STC IN ARIZONA
(Percent of All Employers)

Employers by Emé;oyment Size All Sample
Variable 0-10 11-50 51-250 >250 Employers
Industry
Construction and Other Primary 0.0 0.0 0.4 7.2 .0.1
Nondurable Manufacturing g.6 1.&’ 5.6 9.5 1.6
Durable Manufacturing 1.1 5.9 13.9 18.0 4.5
Transportation, Communications, 0.0 0.7 0.0 0.0 0.2
and Utilities
Wholesale Trade _ 0.0 0.6 2.7 18.2 0.3
Retail Trade 0.1 - 0.2 0.2 1.4 0.1
Finance and Services 4 00 0w 1.2 0.6 . 0.0
Regular UI Tax Rates®
Minimum : 0.1 0.5 OfO -— 0.1
Middle 0.1 0.6 .5 4.2 0.3
High | “ 0.1 1.1 4.7 16.7 0.7
Maximum | 0.2 1.0 7.0 6.5 0
All Employers 0.1 0.7 2.4 ’5.5 0;3

NOTE: _Mean participation rates are computed on the basis of charges for shared-work activity.

a ! i
Ranges for regular UI tax rates are defined as follows (in percent):

- Minimum : 0.10
Middle “0.11 - 2.69
High 2,70 - 2.89
Maximum , 2.90

These ranges are based on the actual distribution of regular Ul tax rates among all employers
in Arizona. '




TABLE I1I.10B

USE OF STC IN OREGON
(Percent of All Employers)

Employers by Employment Size All Sample
Variable 0-10 11-50 51-250 >250 Employers
Industry
Construction and Otﬁer Primary 0.0 0.3 0.0 0.0 0.1
Nondurable Manufacturing 0.4 1.6 6.§ : 10.3 1.6
Durable Manufacturing 0.1 1.5 2.1 6.9 0.8
‘Transportation, Communications, 0.2 8.5 6.7 10.5 0.7
and Utilities
Wholesale Trade 0.2 0.5 6.7 10.5 0.7
Retail Trade 0.1 0.4 1.7 0.0 0.2
Finance and Services 0.0 0.6 1.5 8.5 0.2
a
Regular UI Tax Rates:
Minimum 0.1 0.4 1.8 33.3b 0.1
Middle 0.1 0.7 2.9 6.6 0.4
High 0.0 0.8 2.5 3.67 0.3
Maximum 0.1 0.8 - 0.0 0.0 0.2
All Employers 0.1 0.7 2.7 6.3 0.3

NOTE: Mean participation rates are computed on the basis of charges for shared-work activity.

a

Ranges for regular UI tax rates are defined as follows (in percent):

Minimum
Middle
High
Maximum .

These ranges are based on the actual distribution of re

employers in Oregon.

b
Based on fewer than 10 firms.

2‘20

2.21 - 3.60
3.61 - 3.90

3.91 -
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In the second stage of the participation analysis, we were able to
consider the effects of a number of variables other than those used to

stratify the analysis sample. We considered the following four categories

of variables:

1. Financial and other pressures for a work reduction

2. TFlexibility of the employer in terms of work reductions
or reduced hours v

3. Financial benefits of STC to the employer

4, TFinancial costs of STC to the emplbyer

A combination of data from Ul administrative records and from the MPR
employer survey was used to construct variables for the detailed regression

models of STC .use.1

We specified two variables pertaining to pressures on the employer
to institu;e work reductions: whether the employer incurred a loss in
1982, and whether the employer had recently uﬁdergone a change in
production procedures. Recent financial 1osses mighf create.pressures for
tﬁe employer to reduce its workforce and to consider STC as an adjustment
strategy. Similarly, a recent change in produétion pfocedures might

represent the initiation of labor—-saving technologies. Both variables were

drawn from the employer survey.

1

It should be pointed out that, to the extent that these variables
are correlated with the industry, tax, and size stratification variables,
the effect of their estimated impact on participation in our sample may be
attenuated from what would be true for the population of all employers.
Hence, our estimates should be considered applicable only to participation
choices within our restricted sample of firms that are likely to be STC
participants.
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Eight other variables meésured the flexibiiity'with which employers
can accommodate work reductions. First, whether an employer's labor demand
is seasonal is important, because an STC program is most attractive as a
vehicle for "smoothing out” cyclical variations in work. If the labor
demand is fairly constant (or is constantly declining), layoffs may be the
better choice. Second, whether or not a firm is privately owned may
indicate the freedom with which managerial decisions can be made; for
instance, the responsibility of managers in a public fifm to its
stockholders may constrain managerial options. .Third, whether the employer
uses contract workérs to whom it does not have long-term obligations
affects work-reduction options. If contract workers comprise a significant
fraction of the workforce, regular employeés may- be substantially
unaffected by work reductions. Fourth, whether the employer operates more
than one production shift may be a useful indicator of whether the
production process can easily be interrupted, since multiple shifts»are
common in continuods-process industries. . (Conversely, addiﬁg or deleting
shifts is a flexible way to vary hours for some types of employers.)

Fifth, whether the employer has a collective bafgaining agreement with an
employee union‘may constrain work~-reduction optiong, especially for more
senior workers. All of these variables were drawn from the employer
survey.

The remaining three flexibility variables are somewhat different in
nature and pertain to the social homogeneity of the workforce. If the
demographic charactefistics of employees are generally similar, STC may Be
a more attractive strategy ﬁhan layoffs, in that’the majqrity group may be

reluctant to see»éome of ité members laid off, while legal ramifications
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may be associated with laying off the minority group. If the workforce is

approximatély evenly divided between the groups, it is least homogeneous in
this sense. The variables used were whether 40 to 60 percent of the
employer's workforce consisted of females, nonwhites,1 or persons under 25
years of age.

The next group of variables measured the poténtial financial
benefits to the employer from using STC. A major advantége‘of STC relative
to layoffs is that no costs are incurred from hiring new workers to replace
those who failvto return from layoffs. Our estimate of the costs of hiring
new employees consists of three componenté: rec¢ruiting costs, formal
training costs, and the costs of lost productivity while new employeeé
learn their jobs. These variables were constructed by using cost rates
drawn from secondafy sources, wage bases taken from‘UI administrative
records, and estimates of training time offered by respondents to the
employer survey. A second possible advantage of STC is that more
experienged and productive employees can be retdined. Two of the variables .
in our regression model measured dimensions of the experience/productivity
relationship. First, according to economic theory, the average wage among
production and clerical workers is an indicator of average labor

productivity. Thus, the average wage should be,positively related to the

use of STC. Second, the percentage of employees who have less than two

.

1 .
The final sample sizes for racial/ethnié groups other than white
were too small to enable us to distinguish individually among them in the
analysis. However, we thought it appropriate to make a white—nonwhite
distinction, because it would highlight any differential effects for
"minorities,” as directed in the congressional mandate. It should be
recognized that the results associated with nonwhites represent averages
for the specific racial/ethnic composition in our sample, and are not
necessarily accurate results for any individual group.
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years' tenure with the employer is an in&icator of less job-specific
experience and productivity. Thus, this variable should be negatively
associated with the choice of STC relative to layoffs.

The last group of variables were those that measured the financial
costs of STC to the employer. Probably the largest potential éost of STIC
is an increase in the fringe—benefit rate. Not only -are most fringe
benefits rétained by STC employees, but more experienced employees, who are
likely to have larger benefit entitlements, also.retain benefits. Two
other regression variables measured the potential UI tax disadvantages to
employers from using STC. ‘Since the experience-rating of UL taxes is not
complete for employers'at the maximum tax rate, the tax cost of a marginal
layoff for such firms may effectively be zero. However, all three states
in our sample have adopted special provisions whereby’STC claims are more
fully experience-rated than are regular UI claims. Employers which have
the maximum regular UI tax rate are generally required to pay an STC
surtax. (These tax-1iability issues are discussed more fully in Chapters V
and VI.) The two tax variables are (1) whether the employer's regular UI
tax rate was at or ﬁear the statutory maximum, and (2) the STC surtax rate
that would be incurred by the employer if it elected to use STC. Both
variables were drawn from the UI administrative records.

Table TII.1l presents the résults of this second stage of the
participation analysis. In ﬁost instances, the indicated direction of the
effects of the independent variables on STC use are as one might expect.
Before discussing the effects of the variables not used for stratification,
we éhould note that the industry and employment-size variables have a

statistically significant effect on STC use, even though these variables
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~ TABLE III.11

MAXIMUM LIKELIHOOD ESTIMATES OF THE PROBABILITY OF STC USE

Mean of Effect on
Independent Variables Variable STC Use?
Industry
Nondurable Manufacturing 0.094 0.107
Durable Manufacturing 0.382 o 0,139%=%
Transportation, Communications, : 0.014 0.007
and Utilities
Wholesale Trade 0.126 0.156%%
Retail Trade 0.075 0.147%
Finance and Services - 0.246 0.144%%
Size of Firm
11-50 : 0,384 0.045
51-250 0.213 . 0,046
2251 0.124 0.091%
Pressure for Work Reduction
Percent with Loss in FY1982 0.268 0.167%%
Recent Change in Production 0.242 0.057%
Process
Flexibility of Work Reduction Options
Seasonal Business 0.472 0.051%
Privately Owned _ 0.845 -0.046
Uses Contract Workers ' 0.475 -0.045%
More than One Shift : 0.243 ~ 0.032
Union ‘ 0.144 -0.077%
40-60 Percent of Workforce Female 0.199 0.014
40-60 Percent of Workforce Nonwhite - 0.121 0.049
40-60 Percent of Workforce Under Age 25 0.092 0.062
Benefits of STC ‘ :
Costs of New Hires ($1,000) 1.002 0.008
Average Wage ‘ 7.308 0,017%%

‘Percent. of Workers with Fewer 0.294 ~0,207**
Than 2 Years of Experience .
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TABLE T11.11 (continued)

Effect on

Mean of

Independent Variables Variable Use of STC?
Costs of STC

Fringe-Benefit Rate 0.120 0.603*

High Regular UI Tax Rate 0.117 -0.099

Shared Work UI Surtax Rate 0.253 0.039
State

Arizona . 0.315 -0.037

Oregon 0.336 -0.083%*
Intercept 1.000 -0,275%%
Measure of Goodness of Fit

72,90%%

-2* Log Likelihood

NOTE: Estimates are based on data for 979 employers in the analysis

sample.

a _ .
Computed as the mean of £f(S) B , where f(.) is the standard normal

probability density function,

is the z~score of the maximum likelihood

estimates and BK is the maximum likelihood estimate of the kth
coefficient. The figures are interpreted as the marginal effect on the

probability of STC use for a unit change in the variables.

*Statistically significanthat the 10 percent level, one—-tailed test.
**Statistically significant at the 5 percent level, one-tailed test.
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were used to stratify the sample. With respect to the industry variable,
this result probably reflects three types of residual variation. First,
the sample was stratified by STC plan approval, while the results are based
on the actual use of STC as measured by UI charges. Therefore, the
variation in use by industry may be different ffom the variation in STC

plan approval. Second, a few incomplete sample matches between the STC and

non-STC employer groups exist. Third, other things equal, STC ﬁse may vary
within the major industry groupings, which would be reflected in these
estimates. With respect to the largest employment—size clasé, the reported
result probably reflects simply a substantial variation in STC use among
employers which had a workforce of more than 250 employees. For example,
large STC employers may bé larger than'large non—-STC employers on average.

The results on the presSure—for-work-feduétion variables indicate
" that employers which have suffered recent'finénéiél loéses are 17
percentage points mdre likely than othér employérs to use STC. Employers
which have undergone recent changes in the production process are 6
percentage points ﬁore likely to uée éTC.

The variables pertaining to the flexibility of employer options for
managing work—force reductions also exhibit a fairly consistent pattern of
results. Seasonal businesses show an expected tendency to use STC to
accommodate seasonal variations in labor demand. Empioyers which rely on
contract workers are less likely to use STC, because éﬁch workers can be
hired and terminated as necessary. In addition, empldyers which must
negotiate with a labor unioh are 8 percentage points less likely to use
short-timé compensation than are all other employers. This fesult probably

reflects union seniority rules for layoffs, which can distribute a given
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(modest) level of work-time’ reduction over the least senior employees.
Conversely, the results provide no support for the hypotheseé that
privately owned firms, employers which operate more.than one shift, or
employers which have a more homogeneous workforce are more likely té use
STC.

Among the measures of benefits to STC employers, both thg average
experience and the productivity of the workforce have the expected effects
on STC use. Every one dollar increment in the‘average wage is associated
with a 2 perceﬁtage—point increase in the likelihood of STC use. Thus,
employers whose employees are relatively more experienced and productive
are more likely to try to retain them by using STC. Conversely, every 10
percentage—point increase in the fraction of workers who have less than two
vears' tenure is associafed With a2 ﬁercehtage-point lower probability of
using STC. This result is jugt the obverse of the argument that, given a
choiée, employers will try to‘réduce work hours by laying off newer
employées and by offering STC to more senior'employees. Finally, our
measure of the direct hiring costs of replacﬁng an employee who fails to
~ return from layoff shows no significant rela%ionship to STC use. This lack
of relationship may reflectﬂthe eﬁployer's uncertainty about whether such:
hiring costs will ever be incurred, since, according to the employer
survey, an averége of about 80 percent of the persons recalled from layoff
actuallyAreported back to work.

Finaily, the costs of STC to employers show more mixed results.
The fripge-benefit réte, computed as the ratio of all nontax fringe
benefits to average yearly wages, shows a strong positive relationship to

STC use. This result is difficult to interpret, because, to the extent
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that benefits are retained for workers on STC, fringe benefits make using
STC more expensive to employers. Conversely, high fringe-benefit levels
may reflect workers' seniority or skill levels, or may indicate moré
progressive or generous employers which are attracted to SIC to retain jobs
for the sake.of their employees. The other variables show estimated
effects on STC use that are also difficult to explain, although they are
not statistically significant. While the point estimate of the effect of
high UI tax rates is to reduce SIC use; the direct effects of the STC
surtax rate on STC use is positive.. Oneipossible explanation for the
surtax result is that the surtax rate depends on regular UL usé and layoff
experience in the past, especially in feserve?ratio‘states such as Arizona
and California. Thus, higher surtax rates may be proxies for higher
likelihoods of any work—time_reduption.

These regression results suggest that, overall, STC use is
determined by the level of work reduction and the ease with which the work
reduction can be accomplished through ia&offs. MostFSTC users in the
sample also resorted to layoffs during thé study peripd, which may suggest
that employers generally prefer layoffs as a work-time reduction strategy,
but will use STC to mitigate the more negative effects on theilr prdduction

operations.
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IV. LABOR-MARKET EFFECTS OF SHORT-TIME COMPENSATION

In this chapter, we present our estimates of the size of the layoff
reduction for STC employers, and discuss a number ot related labor-market
outcomes induced by program use. Section A of the chapter briefly
describes avtheory'about how STC may affect the layoff choices of firms,
and then examines some potential strategies fot measuring those effects
empifically. This section also critiques a few previous attempts at
measuring the effects of STC. In Section B, we describe the primary data
on which the, chapter is based, including our reasons for basing»the bulk'df
our analysis on data from the administrative records of state UI
agencies. Section C then preseﬁts the results of our detailed analysis of
FY1983 outcomes. As discﬁssed in Chapter Ii, that period represents the
principal focus of this study; consequently, the estimates in Section C
reflect the primary 1abot-market outcemes for the report. In Section D, we
examine the outcomes fot the post—STC period, FY1984., Data for this period
were only partially available to us, but those that were available do offer
considerable insight into the subsequent experiences of emploYers which
have chosen to use STC. Section E then briefly summarizes the :esults on
workforce adjustments for both time periods. Although the absence of
survey data on employees somewhat 1iﬁited our ability to examine‘detailed
questions about the nature of the layoff and STC experiences of individual
workers, the available UI records data did enable us‘to'undertake a partial
analysis, which we present in Section F. The section focuses on the
characteristics of workers who‘were affected by their.employers' labor-

force adjustment activities, and on whether STC appears to had have
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beneficial "affirmative action” impacts on preservihg jobs. Finally,
Section G summarizes our findings and offers a few general conclusions

about the labor-market impacts of STC.

A, THEORY AND METHODOLOGY

An employer which must curtéil its production may follow three
potential strategies with respect to its workforce. The first is that it
may continue employment at the same level, in the belief that the downturn
will be temporary, and that the costs of making any reductions in
employment will outweigh the benefits (in terms of reduced labor costs)
that might be obtained. The other two strategies are chosen if the
employer decides instead t6 reduce employment——the employer may either
reduce work hours ahd retain existing employees on short—-time -schedules or
choose to lay off workers on either a temporary or a ﬁermanent basis. The
employer may also choose to use each of these/strategies in various
combinations, or, in the most general case, to adopt all thfee at various
stages of a.downturn for various types §f workers.

Adopting an STC program may affect how the employer perceives these
adjustment options, by changing the relative costS'associated.with each of
them. Most obviously, allowing employees to collect partial UI benefits
for reduced hours may make those employees more willing to accept work—time
reductions than &ould be the case if no cémpensatioh were avallable. To
the extent that an employer chooses to reduce hours rather than to lay off
employees, STC can bé viewed as having "averted" layoffs. However, it may
also be that the availability of STC will encourage the employer to opt for
reduced hours when, in the absence of the program, it would have chosen

simbly to keep its workforce intact. In this case, STC can be viewed as
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having "generaﬁed" some compehsated unemployment and related claims against
the UL system.1 The effect of STC on the total level of compensated
unemployment depends on the extent to which either of these alternatives is
adopted. If most STC use comes from what would have étherwise been labor-
force reductions through selected layoffs, total hours of compensated
unemployment may be about the same as in the absence of the program.2
Alternatively, if employees on STC wouldunot have‘been laid of f in‘the
absence of the program, total hours of compensated unemployment may rise.

As an empirical measure of these impacts, we have developed what we
call the STC "1ay6ff conversion rate.” The figure 1is defined as the ratio
of the reduction in/hours of regular UL collection under STC to the number
of hours spent on STC itself. A layoff conversion rate of 1.0 would imply
that all of the hours spent on STC were matched by a commensurate reduction
in UT hours. Conversely, a conversion rate substantially below 1.0 (say,
0.5) would imply ‘that a significant portion of the hours spent on STC (one—
half) would ha?e been spent at least nominally "employed” had the program
not been available.

Most previous attempts to assess the labor-market impacts of STC
have assumed layoff conversion rates of 1.0. In the (by now standard)

example, a 20 percent reduction in the work week (one day) under STC is

1 ' .
Workers who are retained by firms when output declines might also

be regarded as "unemployed,” since their productive talents will be
underutilized. But this "unemployment” would be difficult to measure and
" would not be compensated through the UI system. Hence, we shall refer to
"compensated unemployment” only as it pertains to reduced work—time hours
compensated by STC or hours spent on layoff compensated by regular UI.

2 .
However, as we point out in Chapter VI, benefit payments may be

higher under STC because of the higher average weekly wage of the workers
involved. ‘ ,
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assumed to prevent laying off 20 percent of the workforce. Perhaps the
most elaborate use of this apﬁroach appeared in the 1982 evaluation of the
California STC program (State.of California, 1982), and the resulté of that
evaluation have been shown to depend importantly on this layoff conversion
assumption (Kerachsky and Nicholson, 1984). 1In other applications, the
one-for-one layoff conversion assumption has been used to estimate layoffs
averted during recessions in Canada and West Germaﬁy (see Best, 1981) and
to provide various reinterpretations of the California experience.

To date, the only alternative‘to the one-for-one layoff conversion
assumption appears to have been employers' responses to hypéthetical
questions about the layoffs that they would have made in tﬁe absence of
STC. For example, in the Canadian evaluation (Employment and Immigration
Canaaa, 1983), employers were interviewed to determine the amount of
layoffs that would have been necessary inm their worksharing units had thé
program not been available. On the basis of that information, the authors
of the study concluded that STC had a "substantial impact” on reducing
layoffs. Without the program, employees wquld have faced a 34 percent
probability of 1ayoff;'in actuality, only 9 percent were laid off.

This interview—based approach has two obvious shortcomings. First,
survey data that are based on responses about hypothetical situations may
not provide a very accurate picture of what would actually have occurred

without STC-—especially since participating firms may have an incentive to

1 . v
Another way to state these Canadian results 1is that 74 percent of

‘the potential layoffs were “averted.” A later report on the Canadian
experience (Employment and Immigration Canada, 1984) also calculated a 74

percent figure based on the layoffs that were made by employers following
STC participation. '
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exaggeraté the benefits of the program. Second, the Canadian data, even if
they do not suffer from interview-response biases, do not satisfactorily
address the.iésue of layoff conversion. That is, it is impossible toitell
from the data whether compensated unemployment would be higher or lower
under STC than it .would be by relying on regular UI. Depending on the
degree of work-time reduction and on the relative duration of layoffs and
STC use,'it is entirely possible that total compensated unemployment would
be higher uhder the STC progfam. For example, if work reductions were of
the same duration under both STC and layoffs (and assuming that 34 percent
of the workers would indeed be laid off in the absence of STC), an avérage
work-time reduction of greater tﬁan 27.5 percent would yield higher
compensated unemployment during the STC period than under the hypothetical
layoff scehario.1 Unfortunately, the Canadian report does not provide
sufficient information to determine whether this case indeed occurred in
Canadé.

In general, then; the extent to which STC substitutes for
unemployment that is compensated by regular UL has not adequately been
addressed thus far. In the present evaluation, ﬁe attempt to remedy that
situation. Our approach is characterized by two principal elements that
set it apart from the other analyses mentioned previously. First, as
described in Chapter II, we collected data‘both from employers which used
STC and from a comparison sample of otherwise similar employers which did

not participate in the program. Using this comparison sample should thus

1 ' :

This figure was calculated by dividing 25 (the percentage
increment to layoffs in the absence of STC) by 91 (the fraction of the
worksharing unit that did not suffer layoffs).
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have enabled us (subject to sohe significant caveats 6utlined in Chapter II
aﬁd discussed in detail later in this section) to.identify the effects of
STC on employment patterns.

Second, we used UI adﬁinistrative-records data as the primary
source for our outcome data. For several reasons, we believed that these
data were preferable to the types of interview data that had been used in
previous evaluations. First, the data are objective——they do not suffer
from the potential response biases inherent in interview data. Second,
because employers may have difficulty in recalling the number or duration
of previous layoffs, administrative data may also:be more accurate than
interview data. Tﬁird, administrative déta contain information both on the
number of layoffs (new claims) and on their duration (weeks collected);
employers might not maintain information on the latter of these concepts.
Finally, the UI administrative data refer to information that is of central
importance to this evaluation (such as UI or STC charges). Relying on
employers for these data would probably have led to substantial, additional
reporting errors.

Despite these advantageé, a few shortcomings with administrative
data should be recognized. To the.extent;that laid-off embloyees are
ineligible for UI, some layoffs will not be reflected in our data.

. Similarly, 1if workers do not claim STC (or regular UI) benefits for which
they are indeed eligible, the data will also miss such unemployment.
Finally, for both types of unemployment, the records data tell us little

about whether workers return to their previous employment positions or, if

not, how soon they find new employment. Although these shortcomings must
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be addressed if we are to obtain a complete picture of the’effects of STC,
most of them would not be remedied by relying more heavily on the employer.
‘interview data availablé to us. Detailed information on the layoff
expériénces of workers can come only from the workers themselves, and such
data were not collected in this case. Hence, for our purposes, records
data‘;eemed’to be the best option available. At points in our analysis, we
will also use some of our interview data when they help provide insights
that are unavailable from the basic records outcomes.

Our basic analytical strategy, then, was to compare the outcomes for
STC participants with the outcomes for employers in the cpmparison sample. In
general, that comparison was made by using a regression analysis of the simple

form—
= + + +
(1) Y BO le BZS u,

where Y is an oﬁtcome of interest, X is‘a vector of employer characteris-—
tics that may affect the size and types of labor—force adjustments to be
made, S is a binary variable that takes the value of 1 if the employer
participates in STC and O otherwisé, U is a random disturbance term, and
the B's are the parameters to be estimated. The coefficient 32 can be
taken as a measure of the differeﬁce in an outcome (e.g., UL benefits
collected) between STC participants and nonparticipants when all other
relevant factors that affect the outcome are held constant. That is,

62 represents the "effect” of STC participation. In some cases, we found
it appropriate to estimate this effect\separately’for each state to account

for possible differences in specific program impacts.
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A major difficulty with interpreting 82 as an unbiased estimate of
the effect of STC concerns the probability that participation in an STC
program may be related to the various outcomes—--that is, in formél terms,
the STC treatment may be endogenous. For example, if employers which face
extreme financial difficulties are mére likely to participate in STC, and
1f the extent of those financial difficulties is not adequately measured by
the other variables in the regression (the X's), then the estimated effect
of STC may be biased in equations which explain employment outcomes that
are also affected by the employer's financial situation. It may appear
that participation in STC "causes” additional regular UI collection, when
in fact that is not the case. This problem is quite common in studies
(such as the present one) that must rely on a comparison group methodology
rather than on a randomly imposed experimental design. Techniques for
controlling fqr possible biases range from adopting more careful and
stringent definitions of treatment and comparison groups together with
rélagively simple analytical procedures to adopting fairly complex
econometric techniques. In Section C, we illustrate several of these
procedures and describe how they affected our basic estimates of the labor-—

market outcomes. First, however, we discuss the data used in our ahalysis.

'B. DESCRIPTION OF THE DATA USED FOR THE ANALYSIS
In this section, we describe both the basic employmeqt data and the

data on the characteristics of employers for our analysis.

1. Employment Data

Most of the basic employment data were drawn exclusively from UI
records. For ease of analysis, the quarterly data were aggregated into

three "fiscal year" periods:
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Pre—-STC Period: 1981.3 to 1982.2‘

STC Period: 1982.3 to 1983,2

Post=STC Period: 1983.3 to 1984.2
In the text, these periods are referred to as FY1982, FY1983, and FY1984,
or as the "base period,” the "STC period,” and the "postprogram period,"”
respectively. Because the study focused on FY1983 as the primary period in
which STC was used (as we described in Chapter II), that period also
provided the primary focus for our labor—market analysis,

Tables IV.l to IV.3 record the>meaﬁ values for the primary
employment-related variables used in our ahalysis., All of these data were
based on quarterly UI administrative records, and all were aggregated into
‘the three pefiods specified previously. Because figurés for FY1984 were
available only for two quarters (1983.3 and 1983.4), the figures in Table
Iv.3 reﬁresent only this‘half-year period.

The data on thé employment and payroll entries in the tables
require little comment. As pointed outbpreviously, the employers which
participated in STC tend to be somewhat larger than those in the éomparisoﬁ
group. Average employment for both groups tends to be larger in Califqrnia
-than in the other states, and, conversely, the Oregon data tend to be
dominated by smaller firms.1 As might have been expected giveh the
recessionary environment of/198241983, a slight downward trend in average

employment occurred over the period, and that trend seemed more pronounced

2 ,
among the firms that participated in STC. Whether this differential

1
The average employment data in Table IV.l are dominated by a few

large employers. Within states, the size distributions of employers are
much more similar than is implied by the mean employment figures.

2

In these tables, the STC sample is defined as including only
employers whose workers were actually participating in the STC program. In
later sections, we will wish to modify this definition of an "STC
participant™ slightly,
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TABLE IV.1

MEAN LABOR-MARKET OUTCOMES

FY1982
Arizona Oregon California All States Total
STC Comparison STC Comparison STC Comparison STC Comparison Sample
Employment 124.8 115 81 50 249 165 159 107 130
Payroll ($1000) 2,240 2,571 1,699 1,164 5,390 2,683 3,289 2,09 2,614
UI Charges ($1000) 17.6 10.4 33.1 23.6 58.1 20.4 38.0 18.4 26.9
UI Weeks 241 133 368 .352 520 198 388 233 301
STC Charges ($1000) 1.8 0 - 0 0 0.4 ] 0.7 o 0.3
STC Hours 702 2 0 o 140 8 267 3> 118
Percent Hours on UI 4.2 5.6 11.3 1.0 4.0 . 4.0 6.3 7.1 6.7
Percent Hours on STC 0.4 0 0 0 0 0 0.1 0 0.1
Percent Total Unemployed 4.5 5.6 11.3 1.1 4.0 4.0 6.4 7.1 6.8
Hours

Sample Size 131 133 203 166 177 430 55.8 v 988
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% FY1983
i
i
Arizona Oregon California All States Total
: STC Comparison STC Comparisen STC Comparison STC Comparison Sample
Employment 100 110 72 47 270 170 157 106 128
Payroll ($1,000) 1,863 2,598 1,566 1,082 6,063 4,145 3,392 2,537 2,909
UI Charges ($1,000) 36.8 20.4 43.3 38.4 147.8 - 48.9 81.7 36.0 55.9
UI Weeks 432 250 392 464 1238 444 ‘ 731 390 538
STC Charges ($1,000) - 10.6 0 8.2 0 10.1 0 9.7 0 4.2
STC Hours 3786 10 2560 6 3111 7 3146 8 . 1374
Percent Hours on UI 7.9 10.6 11.5 13.8 9.0 8.3 9.5 11.0 10.4
= ,
o :
© Percent Hours on STC 2.6 0 3.1 0 2.4 0 27 0 ' 1.2
Percent Total Compensated 10.6 10.6 14.7 13.8 11.4 8.3 121 11.0 1.5
) Unemployed Hours '
Sample Size 131 178 133 203 166 177 430 558 988
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TABLE 1IvV.3

MEAN LABOR-MARKET OUTCOMES
FY1984 (First Half)

Arizona Oregon California All States Total
STC Comparison STC Comparison STC Comparison STC Comparison Sample

Employment . 92 11 70 48 265 180 151 109 127

Payroll ($1000) 927 1,348 825 553 3,112 2,239 1,723 . 1,338 1,505

UI Charges ($1000) . 20.4 13.9 9.4 14.1 43.0 22.5 25.7 16.7 20.6

UI Weeks 85 106 84 177 340 183 186 156 169

STC Charges ($1000) 0.9 0 0.6 0 0.3 0 0.6 0 0.2

o STC Hours 317 2 153 15 ’86 "3 177 7 81

E | .

Percent Hours on UI 1.6 3.1 3.3 4.2 3.1 2.5 2.7 3.3 3.0

Percent Hours on STC 0.4 0 6.6 0 - 0.2 0 0.3 0 0.2

Percent Total Unemployed 1.9 3.1 3.7 4.2 3.3 2.5 3.0 3.3 3.2

Hours

Sample Size ‘ 131 178 133' 203 ' 166 177 430 558 988




trend is significant and whether it bears any relationship to STC
participation are topics that will be addressed in detail in the following
section.

All of the other outcome measures in Tables IV.1l to IV.3 refer to
regular UL or STC benefit cqllection. The first four of these (UL charges,
UI weeks, STC charges, and STC hours) were derived directly from
administrative data. The figures show substantial amounts of regular UI
collection for both STC participants ggg;comparisoh employers in all of the
years covered. Hence, the data clearly disprove the possibility that STC
might fully substitute for régular UL for employers which use the
program. Indeed, in all of the years, regular UL charges per employee were
higher among STC participants than among employers in the comparison
sample. Of course, such a simple comparison indicatés little about the
possible tradeoffs‘that exist iﬁ using eithef of the two programs, but it
does serve as a reminder that employers adopt multiple strategies in
reducing their workforces during downturns. |

Unfortunately, the large variation in the size of the employers in
our sample makes it difficult to draw meaningful conclusions from such
aggregate data on UI and STC use._1 The mean values in the tables are
overly influenced by the very large fifms.‘ To overcome this problem,;we

chose to focus on measures of unemployment normalized by firm size.

1
The smallest firm in the sample contained one employee; the

largest contained 5,389 employees. One very large employer in our sample
(over 10,000 employees) was eliminated from our statistical analysis
because we did not have an adequate comparison, and because, by its sheer
size, it dominated many of our regressions. That employer also exhibited a
very complex pattern of STC use (having filed more than 100 separate
plans), further precluding its use in our analysis sample.
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Specifically, for each employer, we compuﬁed the number of employee hours
worked during the FY1982 base period, and measurgd hours of regular UI or
STC use relative to‘that figure.l- These measures of the fraction of base-
period hours spent on unemployment are conceptually similar to measured
(inSured> unemployment rates and are reported as the final three entries in
Tables IV.l1 to IV.3., These data indicate significant unemployﬁent during
the FY1982 base period (the mean percentage unemployed for all firms was
6.7 percent), which rose dramatically (to 10.4 percent) in FY1983, STC use
was Inconsequential in FY1982 but, among STC participants, rose to 2.7
percent of base-period employed hours in FY1983, For these employers, STC
use represented 22 percent of the total hours of compensated unemployment
in FY1983, Among tﬁe states, compensated unemployment was considerably
higher in Oregon than in Arizona or California in both FY1982 and FY1983,
That pattern is also shown in the published insured unemployment rate (IUR)
figures for the period.2 ‘However, because our sample focused on industries.
that were relatively ﬁard ﬁit by the recession, the percentages in the

, 3
tables are somewhat higher than those published figures.

1 ,
Base-period hours were computed by multiplying base—-period

employment times normal weekly hours (these data were from the interview)
times an assumed 50 work weeks per year. UI hours were computed by
multiplying weeks of regular Ul collected times normal weekly hours.

2 :

In FY1982, IURs averaged 3 to 4 percent in Arizona, 6 to 8 percent
in Oregon, and 4 to 5 perc¢ent in California. These percentages increased
in each state by 1 to 2 percentage points in FY1983.

3 R
Unfortunately, we did not have information on reduced hours that
were not compensated by STC. Although such reductions may have been
relatively common (the average work week dropped by about 1.5 percent for
the industries in our sample during the 1982-1983 recession), we could not
determine their relative importance to STC participants and nonpartici-
pants. For this reason, our results consistently refer only to the
"compensated unemployment.” The likelihood of reduced hours should also be
recognized in our discussion of the hours that employees spend on STC. To
the extent that the hours of some of these workers would have been reduced
during the recession even without the STC program, the availability of STC
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Although it would be inappropriate to attempt to draw a detailed
domparison between STC participants and nonparticipants on the basis of ‘the
raw figures in the tables, a few general trénds might be highlighted.
First, in terms of the FY1982 base period, few differences emerge among the
employers. Only in Arizona did a substantial gap in UI collection occur
between ﬁarticipants and nonparticipants (measured Eompensated unemp loyment
_was:approximately 1 percentage point higher amohg the nonparticipants).

For FY1983, the increase in regular UI collection was somewhat less among
STC pafticipants than among nonparticipants in Arizona and Oreéon. Hence,
tﬁere is some evidencé that, at least\in these twb states, STC may have
been an important substitute for UI. However, once STC hours are included
in the total ﬁnemploymént_meaSures, compensated ﬁnemployment among
participants in the program appears to increase élightly; This finding
suggests that the conversion rate of regular UI unemplo?ment into STC
unemployment may have been less than one—for—one in FY1983. However, the
pattern in California is not so clear. 1In that state, STC did not appear
to provide a substitute for regular UI use. Of course, here, these
conclusions must be regarded as very tentative; definitive conclusiqns must

await our detailed analyses in Sections C and D of this chapter.

2, Employer Characteristics

In analyzing the employment outcome measures indicated in Tables
IV.]l to IV.3, we used regression methods to enable us to controi for a

variety of employer characteristics. Summary measures of these character- .

~

benefits would represent a "windfall"--that is, such hours would be
compensated under the program but would not be induced by its

availability., However, the extent of such windfalls could not be estimated
(for a fuller discussion, see Nemirow, 1984a).
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istics are reported in Table IV.4. We divided the variables into three
general categories: (1) demand and financial-health variables, (2) adjust-
ment-cost variables, and (3) wbrk-force size and composition variables. t,;

Included in our set of demand and financial-health variables were

(15 the percentage of time that empioyees spent on regular UI during FY1982
(this variable has already been described in connec?ion with Table IV.1),
(2) a set of six industry binary variables (the mining, agriculture, and
const:uétion binary variable was omitted), and (3) binary variables which
indicated that the firm sufféred financial losses in 1981 or 1982, Two
major patterns were apparent/among these variables., First, in all states,
the sample of STC recipients tended to be concentrated a bit more heavily
in durable manufacturing than were employers in the comparison group.
Second, and more impor;ant, STC participants were significantly more likely
to have suffered financial losses in FY1982 than were comparison |
employers. Hence, although the unemployment data tgnded to indicate that
comparison firms were, if anything, worse off, the financial data gave the
opposite picture. Since the validity of our analysis depended importantly
on our ability to control for the employer's condition in the base period,
the FY1982 loss data indicated the necessity for special care in this

- regard.

Our second set of employer characteristics pertained to the
potential costs associated with various types of work—-force adjustments
made by firms. Four variables were included in this group: (1) a measure
of per—employee fringe benefits as a percentage 6f average wages in the
firm; (2) estiﬁated hiring costs, also as a percentage of average wages;

(3) whether the employer reported a seasonal pattern to the business; and
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EMPLOYER CHARACTERISTICS

sy albasnashicp it

Arizona Oregon California All States Total
STC Comparison STC Comparison STC Comparison STC Comparison Sample
Demand and Financial Health '
FY1982 Percent of Hours on UI 4.2 5.6 1.3 11.0 3.9 - 4.0 6.3 7.1 6.7
Industry (Percent)
Nondurable manufacturing 10.7 8.4 8.3 1.3 8.4 9.0 9.1 9.7 9.4
Durable manufacturing 48.9 44.4 32.3 31.0 41.6 33.9 40.9 36.2 38.3
Transportation, communica- 1.5 1.1 0 0 1.8 4.0 1.2 1.6 1.4
tions, and utilities
Wholesale trade 9.2 10.1 20.3 17.7 10.2 7.3 13.0 12.0 12.5
Retail trade 7.6 10.1 6.8 5.4 6.0 9.0 6.7 8.1 7.5
Finance and services 19.1 19.1 27.8 29.1 25.3 26.6 24.2 25.1 24.7
Percent with Loss in FY1982 29.0 23.0 41.4 25.6 27.1 19.2 32.1 22.8 26.8
Percent with Loss in FY1981 19.1 1941 23.3 18.7 15.7 13.0 19.1 17.0 17.9
A justment Costs . ‘
' Fringe Benefit Cost Rate 12.4 1.7 12.7 11.9 12.5 11.3 12.5 ©  11.6 12.0
Hiring Cost Rate 6.2 7.1 6.3 6.5 6.2 7.6 6.2 7.1 6.7
Seasonal Business (Percent) 45.0 41.6 56.4 51.2 41.0 49.2 47.0 47.5 47.3
"‘_," Unionization (Percent) 6.2 6.7 16.5 1.3 22.3 22.0 15.6 - 13.3 14.3
o R
Workforce Size and Composition
(Percent of Employees) .
Less than 2 Years' Experience 30.0 37.0 24.0 29.0 ’ 26.0 30.0 26.0 32.0 29.0
Production Workers ‘ 53.8 45.7 04.2 37.8 49.2 38.6 47.8 40.6 43.7
Female 34.4 35.2 30.5 29.9 34.1 33.9 33.1 32.9 32.9
White 75.7 74.4 94.4 93.8 66.9 63.1 78.1 77.9 .78.0
Less than Age 25 23.6 24.7 14.8 18.3 20.3 23.2 19.6 21.9 .20.9
Total Base Period Employment 115.0 111.0 77.0 51.0 312.0. 166.0 179.0 138.0
Sample Size 131 178 133 203 166 177 430 558 . 988




(4) whether the employees were represented by a collective bargaining
agreement. Although some cross-state differences existed in the mean
values for these measures, STC and comparison employers within states
appeared to be quite similar.

Finally, the third set of employer-related variables pertaiﬁed to
the characteristics of the workforce. In addition to total base-period
employment,1 the set also included measures of the fraction of‘wofkers who
had little (less than two years of) experience and who were production
workers, and measures of‘the sex, race,2 and age distribution of the
workforce. In addition to the fact that STC participants tended to héve
higher levels of unemployment than did comparison employers (as we noted
earlier), two other aspects of these data should be highlighted. First,
the STC group contained somewhat fewer inexperienced (and younger)
employees. This finding was consistent with the participation‘analysis
results reported in Chapter III. Second; the workforces of STC

participants also tended to consist of a higher fraction of production

workers than was true of the workforces of employers in the comparison

1 .
For most of our analysis, total base-period employment was defined

as employment recorded by Ul administrative records in 1982.2. However,
for our analysis of employment in FY1983 and FY1984, base-period employment
was defined as an average over the four quarters of FY1982, so that it
could be measured in a way similar to how the dependent variables were
measured.

2 B
As we described in Chapter III, we were unable to develop
different estimates for various minority groups. Hence, employees were
divided into two categories, "white" and “"nonwhite." The variable actually
used was "percent white.” If the variable "percent nonwhite" had been
used, the coefficients (which were generally not statistically significant)
would have had the opposite sign from what was actually reported.
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group. This fendency mﬁy have been due to the differences in the
industrial cqmposition of the two groups.

The nineteen "control" variables in Table IV.4 are included in all
of our analysis reported in Sections C and D of this chapter. Occésionally,
we also examine other factors (such as UI tax rates) on an ad hoc basis.

The results for these other variables are briefly mentioned where relevant.

C. ANALYSIS OF STC-PERIOD (FY1983) OUTCOMES

The most important component of the analysis focuses on the SIC
period, which is defined as FY1983. We initially defined and conducted a
basic analysis which yielded a first approximation of the effects of STC
use. The results of our basic analysié raised several analytical issues,
which we addressed when we refined our basic approach.

We presént these results in three‘subsections. In subsection
IV.C.1l, we present a basic regressidn analysis of the general form
represented by equation (1). Our conclusion from that analysis was that
STC use did reduce UI collections, but that the estimated layoff conversion
rate was considerably less fhan one. In subsection IV.C.2, we analyze
several different samples of the data to examine the degree to Which our
basic results are robust to alternative specifications. Finally, sub-
section IV.C.3 briefly discusses some more sophisticated econometric
analyses of our data, which generally/supported the basic results éf the
previous investigations. An important set of labor—-market outcomes mnot
reported in this Section C pertain to FY1984, These outcomes are analyzed
in Section D, which shows that the effects of STC tended to persist into

the "postprogram" year.
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1. Basic Analysis

For FY1983, we ekaminéd three primary outcomes: '(1) the percentage
of base-period hours spent on regular UI during the period, (2) the
percentage of base-period hours spent on STC, ahd (3) total FY1983
employment.1 The results of a preliminary analyéis of‘these,variables are
presented in Table IV.S. Each of the outcome measures was regressed on the
variables listed in Table IV.4 and on a binary variéb}e that represented
participation in the STC program2 (STCPART2). Additional binary variables
for Arizona and Oregon employers were also included. Our primary interest
in these equations foéused on the coefficient of STCPART2 as a possible
measure of the impact of-the program. In the UI equation, this coefficient
was negative and statistically different from zero at the .05 level. Its
value implied that workers who weré emplbyed by STC participants spenf 1.45
percent fewer base-period hours on UL than did employees of comparison
firms. Hence, STC did appear to reduée unemployment that was compensated
by regular UIL. But, accor&ing to the second regression in fable IV.5,

employees from participating emplbyers spent 2.65 percent of their base-

1 .
‘Other analyses examined initial claims under regular UI, as well

as employers' own reports of layoffs.4”Becausg the results for these other
measures tended to support our basic results, they are not explicitly
presented herein. '

2 . .
Here, we defined a firm as "participating” in STC if the firm
applied for STC during the study period and either (1) had any charges-
under the program or (2) had no STC or regular UI charges during the
period. This second group of 15 firms which applied for STC but had no STC
or UL charges during the period was included as participants to avoid
biasing the comparison group by including them there. Hence, the
participation definition used for the regressions differed slightly from
the definition used in Tables IV.1 through IV,4, which included only firms
that actually incurred STC charges. However, the results of using both
definitions of STC participation were in fact quite similar,
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TABLE 1IV.5
BASIC REGRESSIONS ON FY1983 OUTCOMES
Dependent Variables
Percent of Percent of
Independent Variables Hours on UI - Hours on STC Employment
Demand and Financial Health
Percent of Hours on UI FY1982 1.191%%* 0.006 -0.495
Industry ;
Nondurable manufacturing 3.611%%* -0.554% 37.70
Durable manufacturing 1.275 -0.708%%* 33.91
Transportation, communi-— -0.662 -1.193% 16.07
cations, and utilities .
Wholesale trade 2.726% -0.659%% -10.37
Retail trade 1.881 -0.539 31.98
Finance and services 3.580%* -0.093 25.20
Percent with Loss in FY1982 2.920%* -0.270 -24.88
Percent with Loss in FY1981 -2.471%% 0.075 6.62
Adjustment Costs
Fringe-Benefit Cost Rate -0.178% ~0.065%%* 2.465%%
Hiring Cost Rate ~0.127% -0,003 0.152
Seasonal Business ~1.140% 0.171 8.01
Union 1.265 0.086 40.23%%*
Workforce Size and Composition
Less than 2 Years of Experience 1.677 -0.231 ~45,79%
Production Workers 3.875%* 0.218 14.12
Female ' -0.353 -0.078 18.63
White 1.400 0.663%%* 20.08
Less than Age 25 -0.123 -1.100%%* 58.70%
Total Base Period Employment -0.000 ~0.001%* 0.717%%
STCPART2 -1.450*%%* 2.654%% 4.95
State :
Arizona -0.669 0.060 ~46.16%%
Oregon -4,881%% -0.082 -50.85%%
Intercept 2.565 0.977%% -20.13
Measures of Goodness of Fit
RZ | 0.630 0.257 0.676
Standard Error 12.35 2.46 221.6
F 74.82%% 15.15%% 91.4%%
(degrees of freedom) (22, 965) (22, 965) (22, 965)

*Significantly different from zero at the .10 1e§e1, one-~tail test.
**%*Significantly different from zero at the .05 level, one-tail test.
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period hours on STC. These figures then implied a layoff conversion rate
of 0.55 (1.45 + 2.65), a number considerably below the 1.0 figure often
hypothesized.. Further support for the possibility that the layoff
conversion may have been less than unity in our sample was provided by the
employment equatidn. Although the STCPART2 variable had the expected
positive effect on emploYment, the coefficient was quite small and not
significantly different from zero. Hence, at least by this measure, no
substantiél evidence existed that STC "saved jobs" in FY1983. However,
before accepting such abconclusion, we wished to ascertain that it was not
’simply a statistical artifact that reflected the basic methodological error
of failing to consider the endogeneity of STC participation (see Section A
of this chapter). Therefore, we proceeded to conduct a variety of
additional statistical tests which addressed’this issue;1 Befofe reporting
those tests, we should briefly mention some of the other prinéipal resuits
in Table IV.5 (which largely held up throughout our subsequent analysis).
Employers' previous work-force unemployment was by far the most
important. variable in terms of explaining compensated unemployment in

FY1983. The coefficient of the lagged unemployment variable (which was
»

7,
/

1 . :
One test that was based on the interview data and that used the

~ econometric formulation of Table IV.5 should be mentioned here. 1In the
belief that STC may have affected only temporary layoffs (as opposed to
permanent layoffs-—a distinction that cannot be made by using the records
data), we constructed a measure of hours spent on temporary layoff from
information in the survey. In all, temporary layoff hours accounted for
about one-third of the total layoff hours that were recorded in the survey,
although there are several reasons for believing that this fraction
substantially understated the extent of temporary work reductions
(primarily because only workers who actually returned to the firm were
counted in this strict definition of temporary layoffs). In any case,
measuring this concept in the survey suffered from substantial problems,
and in none of our estimates did STCPART2 have a significant effect on our
.computed temporary layoff measures.
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nearly 40 times its standard error) impliéd that,‘other tﬁings equal, UI
collection rose by 19 percent between the two periods. Recorded
unemployment was significantly higher in nondurable manufacturing, in the
finance and services, an& in the wholesale-trade industries than in the
othe; industries. Financial losses in 1982 also had a significant positive
impact.1 As might have been.expectéd, hiring coéts had a negative effect
on employers' willingness to incur layoffs. Less exﬁected was the similar
negative effect of fringe-benefit costs. A possible explanation for that
finding is that high fringe-benefit levels reflect workers' seniority and
skill levels. The variable may thus reflect 1bsses of job-specific human
capital to the firm under layoffs. Anotﬂer possibility is that the
variable may reflect a portion of labor costs that might remain relatively
fixed even when workers are temporarily laid off (if, for example, health
insuraﬁce coverage 1is continued during the 1ayoff). However, our interview
data on fringe benefits were not sufficiently detailed to enable us to
investigate these possibilities. Among employee characteristics, only the
percentage of workers in productibn had a sfgni?icant (positive) influence
on layoffs. This finding probably further reflected theleconomic
difficulties that faced manufacturing-typé’iﬁdustries during the

recession. Finally, the large negative coefficient for the Oregon binary

variable in the UI regression should be mentioned. The coefficient implied

1
The negative coefficient for financial losses in FY1981 may have

indicated that firms which suffered such losses had completed major work-
force adjustments by FY1983, which were reflected in the lagged UI variable
in the regression. Attempts to include an interaction term for FY1981 and
FY1982 losses and to account for the relatively larger amount of missing
data in the interview data on these variables were statistically
insignificant. The inclusion of data on losses in FY1983 also did not
affect the basic results. :
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that, other things equal, layoffs were less severe in Oregon than in the
other states—-a finding which seemed at odds with the generally poor iabor-
market conditions in that state. A further examination of the result
indicated that it reflected a significant interaction between the state
variables and STC status. It appeared that the effects of STC on UI
collection were larger (more negative) in Oregon than in the other two
states. A formal test of possible structural differences among the states
yielded somewhat ambiguous results (F = 1.51, which was just barely
significant at the .05 level), but the observed differences in the
estimated effects of STC were large enough to be potentially important.
For that reason, we décided to fﬁn ﬁost of our results both in a pooled
form and separately by state. Some of these separate estimates by state
are reported later invthis subsection,

Coefficients for the independent variables in the STC and employ-
ment equations weré in some ways similar to those in.the UI equation,
although often not as statiéﬁically significant. Three major differences
should explicitly be mentioned. First, the lagged measure of UI collection
in FY1982 had little effect in either the STC or the employment equa-
tions. Whereas the variable was a'good predictor of the adjustments made
by employers when measured by regular UI use, it was not a good ﬁredictor
of other types Qf work—force adjustments, Second, as>with the hours of
regular UI measure, financial losses in FY1982 did have a significant
negative impact on employment, but such losses did not seem to affect the
amount of time spent on STC. This latter finding differs from the resulﬁs

presented in Chapter III, which suggested a strong impact of FY1982 losses
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on the probability‘of STC participation. Finally, the’coefficient of base—
period employment was significant in both the STC and employmenf eduations,
despite the insignificance of the variabie in the regular UI equation. The
negative coefficient in the STC equation probably ar§se‘ffom larger
employers' using STC only for small segments of tﬁeir workforces, even
though, overall, such employers were somewhat more likely to use the
program. The strong positive effect of base-period employment on FY1983
employment simply indicated the general tendengy of firms to maintain their
empldyment’levels from one year to the next.

| Because the regressions in Table IV.5 gave significant indications
of differential responses to STC, we decided to disaggregatekbur analysis
by state. The results of that disaggregation are presented in Tables IV.6
to IV.8., Perhaps the most stri}ing différence émong‘the states pertains to
the estimated impact of STC participation on regular UI collection. Point
estimates of that impact (the'percentage of base—period hours spent on
regular UI in FY1983) ranged from a high of =2.74 in Oregon to a low
estimated effect of essentially zero in California. In terms of what we
have called "layoff conversions,” the estimatedvvalue was approximately one
in Oregon (2.74 + 2.89 = ,95), about one-hélf iﬁ Arizona (1.34 + 2.57 =
.52), and near zero in California (.03 + 2.57 = .01)., The regressions on
FY1983 employment also suggested that differential impacts §f STC occurred
by state, since‘the significant negative coefficient estimated for STCPART2
in Arizona was not found in Oregon or California. Because of the large
variation in the size of the firms in our sample, these differences in

outcomes in the employment regressions by state~weré significantly affected
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TABLE IV.6

REGRESSIONS ON FY1983 OUTCOMES:
ARIZONA

Dependent Variables

Percent of Percent of

Independent Variables Hours on UI Hours on STC Employment
Demand and Financial Health
Percent of Hours on UI FY1982 1.455%% 0.002 0.433%%
Industry
Nondurable manufacturing 1.266 1.144%% 17.04
Durable manufacturing 0.727 -0.002 28.99%%*
Transportation, communi- ~0.167 -0.832 23.83
cations, and utilities
Wholesale trade 1.378 -0.436 15.35
Retail trade 2.541 -0.022 20.72
Finance and services 5.084% 0.834% 22.32%
Percent with Loss in FY1982 3.468%% ~0.171 -11.67
Percent with Loss in FY1981 ~44560%*% 0.153 0.37
Adjustment Costs
Fringe-Benefit Cost Rate -0.053 -0.026 0.878%
Hiring Cost Rate 0.075 -0.040% 0.162
Seasonal Business -0.834 -0.122 11.96*
Union ' -1.300 “1.399%%* -15.17
Workforce Size and Composition
Less than 2 Years of Experience 3.729 0.869%% 11.49
Production Workers 4.813 ~0.315 -3.61
Female =2.073 0.076 -5.28
White 3.045 0.899%* -4.04
Less than Age 25 ~5.180% ~-0.793 -6.02
Total Base Period Employment 0.000 -0.000 0.888%*
STCPART2 -1.336 2.565%% -18.57*%%
Intercept -2.428 -0.315 -22.37
Measures of Goodness of Fit
RZ 0.807 0.347 0.974
Standard Error 12,48 2.02 57.30
F 60.33%% 7.64%% 539%%
(degrees of freedom) (20, 288) (20, 288) (20, 288)

*Significantly different from zero at the .10 level, one-tail test.
**Significantly different from zero at the .05 level, one-tail test.
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TABLE 1IV.7

REGRESSIONS ON FY1983 OUTCOMES:

OREGON
Dependent Variables
Percent of Percent of
Independent Variables Hours on UL Hours on STC  Employment
Demand and Financial Health '
Percent of Hours on UI FY1982 0.641%% . 0,012 T =14.62
Industry \
Nondurable manufacturing 1.139 ' -0.674 -6.99
Durable manufacturing 4.243% ‘ -0.275 ~-8.36
Transportation, communi- 0.000 0.000 0.000
cations, and utilities
Wholesale trade ' 0.679 0.179 -4 .84
Retail trade -1.342 0.021 -5.89
" Finance and services 1.258 04277 -0.46
Percent with Loss in FY1982 1.854 -0.106 ~6.936
Percent with Loss in FY1981 -1.566 0.505 5.015
Adjustment Costs
Fringe—~Benefit Cost Rate =0.359%%* -0.038 -0.406
Hiring Cost Rate 0.071 -0.031 ~0.312
Seasonal Business ~1.870% -0.067 -4.034
Union 7.361%% -0.289 ~4.080
Workforce Size and Composition
Less than 2 Years of Experience 6.046%% -1.591%% "=0.52
Production Workers 1.233 - =0.089 13.74%
Female -3.564 0.843% -7.40
White ‘ - 3.844 1.322 -10.01
Less than Age 25 ~2.636 ~0.689 4.32
Total Base Period Employment -0.000 -0.001%* 0.872%*
STCPART2 -2,735%% 2.888%%* 0.698
Intercept 4.524 -0.242 25.16
‘Measures of Goodness of Fit
RZ 0.503 0.328 0.930
Standard Erro 10.64 , 2,35 39.59
F ' 16.81%% 8. 10%%* 222%%
(degrees of freedom) (19, 316) (19, 316) (19, 316)

*Significantly different from zero at the +10 level, one=-tail test.
**Significantly different from zero at the .05 level, one~tail test.
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TABLE 1IV.8

REGRESSIONS ON FY1983 OUTCOMES:
CALIFORNIA

Dependent Variables

Percent of

Percent of

Independent Variables Hours on UI Hours on STC Employment
Demand and Financial Health :
Percent of Hours on UI FY1982 1.618%* 0.012 -1.821
Industry '
Nondurable manufacturing 2.655 -1.687*%* 112.4
Durable -manufacturing 0.003 =1.506%%* 51.97
Transportation, communi- -0.282. -1.730%* 37.6
cations, and utilities .
Wholesale trade 1.042 -1.493%% =77.25
Retail trade 1.882 -0.917 55.3
Finance and services 1.618 -0.491 35.65
Percent with Loss in FY1982 5.096%% -0.561 -37.89
Percent with Loss in FY198l1 -2.118 -0.287 -9.82
Adjustment Costs
Fringe-Benefit Cost Rate ~04146 ~0.148%% 6e241%%
Hiring Cost Rate -0,284%% 0.002%* " 1.779
Seasonal Business 0.292 0.364 -2.52
Union -0.932 -0.049 82.75%
Workforce Size and Composition
Less than 2 Years of Experience -3.125 - 0.063 -130.2%
Production Workers 3.702% 1.247%% 25.28
Female ‘ 2.366 -0.523 59.44
White -0.133 0.359 74.26
Less than Age 25 4.133 -1.611%% 170.3%
Total Base Period Employment -0.000 ~-0.000% 0.643%*
STCPART?2 -0.027 2.569%%* 32,22
Intercept 1.937 2.522%% -139.2
Meagures of Goodness of Fit
R 0.604 0.262 0.567
Standard Error 10.53 2.80° 363.4
F 24,55%% 5.72%% 21.1%%
(degrees of freedom) (20, 322) (20, 322) (20, 322)

*Significantly different from zero at the .10 level, one-tail test.
*#*Significantly different from zero at the .05 level, one-tail test.
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. . 1
by the values of the employment variables for the largest firms.

Consequently, we decided that the UI and STC regressions (which were
normalized by firm size) better reflected the true differences by state.
Although the limitations imposed on our study by the small number of states
that offered STC precludes any attempt to offéfQé precise explanation of
these state-by-state differences, we offer elsew;;}e in\;his report (in
Chapters V and VII) sdme tentative suggestions'about how Qarious state
administrative practices may have contributed to this resuit. Other
possible reasons for the result include undetected problems with data from
some of the states or potential methodological shortcomings with the basic
approach used here. - We could not, hoﬁever, differentiéte among these
possibilities. | y |

As a way of summarizing the results frqm Tables IV.6’to’IV.8, we
use these results in Table IV.9 fo comﬁute fregression—adjusted" measures
of compensated unemployment in partic;pating and nonparticipating firms in
the three study states. As noted previously, tbtéi coﬁpenséted
unemployment was higher for STC firms than for~comparison firms in all
three of the étudy states; however, the extent of this differencé varied
substantially among fhe states. Similarly, large sfate—by~state
differences occurred in most of the subsequent anal}sis of compensated

unemployment to be reported herein. To simplify our presentation, howéver,

we will focus primarily on the results aggregated by state.

1 o
As part of our analysis, we also used the ratio of employment in

FY1983 to base-period employment as a dependent variable to.indicate the
size of employment adjustments, but STCPART2 was not statistically
significant in either a pooled regression or a regression run separately by
state for that dependent variable.
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TABLE 1IV.9

SUMMARY ESTIMATES OF BASE PERIOD HQURS SPENT
ON REGULAR UI OR STC IN FY1983, BY STATE
(In Percent)

State
Arizona Oregon California

STC Employers :

Percent of Hours on Regular UI 8.75 -~ 11.32 8.58

Percent of Hours on STC 2.57 2.89 2.57

Percent of Hours on UI Plus STC 11.32 14.21 11.15
Comparison Employers :

Percent of Hours on Regular UI 10.09 14.05 8+61
STC-Compatison.Difference ‘

Percent of Hours on Regular UI? -1.34 ~-2.73%% -0.03

Percent of Hours on STC 2,57%% 2.89%%* 2.,57%%

Percent of Hours on UI Plus STC 1.23% 0.16 2.54%%

Percent Change in STC Employers'
Average Compensated Hours (UI
Plus STC) from Comparison Employers' 12 1 29
Average Compensated Hours

NOTE: Estimates have been adjusted‘by regression, using results from
Tables IV.6 through IV.8. _ '

The standard errors associated with these adjusted differences in the
percent of hours spent on UI were 1.49, 1.22, and 1.20 percentage points
for, respectively, the Arizona, Oregon, and California estimates.

‘*Significantly different from zero at the .10 level, one-tail test.
**Significantly different from zero at the .05 level, one-tail test.
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2, Estimates on Alternative Samples

In order to explore possible biases in our examination of
compensated unemployment that may have been introduced by our compafison
group methodology, we adopted two approaches for testing the robustness of
our results: (1) using alternative samples for the analysis and (2) using
more sophisticated econometric methods. In this subsection, we report the
results of thé first of these approaches.

Although we investigated many altefnati;e sample definitions, here
we will discuss just two specific cases which tended to span the set of
options examined. In the first of these, we excluded from the sample any
comparison ehployer which reported that.it had "considered using STC" but
ha& réjected the idea. The primary reason for this exclusion was to test
the possibility that firms which consciously fejécted STC use may not have .
faced the necessity of.adjusting their lahor force, and, hence that their

"inclusion in the comparison group may have ténded to show too little
compensated unemployment for that group. of éourse, as we reported in
Chapter III, employers had many reasons for opting not to ﬁse‘STC, but we
felt that this rather gross sample exclusion might providé a rough check on
the biases involvéd. In all, 94 firms that, to any degrée, considéred |
using STC were omitted from this analysis. Summary results for their
exclusion are reported in column ! of Table IV.10. For purposes of
comparison, the second coiumﬁ of the'table repeats our primary results,
aggregated across states, from the previous subsection (Table IV.5).
Overall, the results in columns 1 and 2 are fairly similar. Indeed, the
exclusion of firms which considered using STC actually reduced (in absolute

value) the estimated size of the UIL reduction due to STC use.
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TABLE IV.10

SUMMARY ESTIMATES OF BASE PERIOD HOURS SPENT ON REGULAR
UI OR STC IN FY1984, USING ALTERNATIVE SAMPLES
(In Percent) '

Three-State
Aggregate of

Alternative 12 Main Results Alternative 2°€
STC Employers
Percent of Hours on .9.60 - 9.60 9.60
Regular UI ’
Percent of Hours on 2.66 " 2.65 2.72
on STC . :
Percent of Hours 12.26 12.25 12.32
on UI plus STC
Comparison Employers
Percent of Hours on 10.58 11.05 A 11.52
Regular UI ‘ . ’ ‘ \\ ‘
STC-Comparison Difference
Percent of Hours on ~0.98 ~1.45%% -1.92%%
Regular UI o
Percent of Hours 2.66%% 2.65%% 2.72%%
on STC '
Percent of Hours i 1.68%% 1.20%* ' 0.80%*
on UL plus STC » :
Percent Change in STC 16 11 7

Employers® Average
Compensated Hours
(UI plus STC) from
Comparison Employers'
Average Compensated
Hours

NOTE: Estimates have been adjusted by regression to hold constant those
factors listed in Table IV.4.

a : :
Alternative 1 differs from the "Three-State Aggregate” because it omits
from the comparison group 94 firms which reported that, to any degree,
they considered using STC. '

b
Estimates were derived from Table 1IV.5.

c :

Alternative 2 differs from the "Three-~State Aggregate" because it omits
from the analysis all firms (a total of 90) that did not use either UI or
STC during FY1983.

*Significantly different from zero at the .10 level, one-tail test.
**%*Significantly different from zero at the .05 level, one-tail test.
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Consequently, the peréent,qf hours spent on all forms of compensated
unemployment was actually higher for STC users under this alternative.
Hence, no evidence was available to suggest that the inclusion of firms
which rejected STC use in our original comparison sample was leading us to
attribute inéppropriately low levels of compensated unemployment to that
group. |

As we described in Section B, one explanation for finding 1ayoff
conversion rates that are significantly below unity is the possibility that
some emplovers may refrain from making any wofk—force adjuétments in the
absence of STC. Some evidence on that possibility was providéd in our
interview, in which more than 20 perceant of the STC participants reported
that they would not have found it necessary to make any layoffs in the
absence of STC.1 In order to investigate this issue further; we 1dentified
a subsample of employers in our‘sample'which appareﬁtly made no compensated
labor-force adjustments'in FY1983 (as definéd by the absence of any regular
UI or STC charges). This group of 90 employers was.ﬁhen eliminated from
our analysis sample so as to focus only on‘those emplbyers which did adjust
their workforces‘by using either regulag UL or STC. Summary results of
running our basic regressions on this restricte& data set‘are(presented in
the third column of Table IV,.10. ‘As expected,.the estimated effect of STC
on Ul hours became larger for this‘restricﬁéd sample. Our estimated layoff
cénversion rate increased to about .70 (1.92 £ 2,72 = .71).v However, moét

of the other coefficients in the regression remained fairly close to thosé

1 , .
STC use among this group averaged 1.9 percent of base-period
hours, compared with 2.8 percent for those employers which reported that
layoffs would have been necessary.
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reportea for the entire sample. In general, then, these findings suggested
that at least part of our failure to find layoff conversion rates close to
1.0 was due to our including in the comparison sample a significant number
of firms wﬁich did not find it necessary to make labor-forceAadjustments,
but which might have done so by usi‘hg STC had they been program
participants. For that reason, excluding from fhe compariéon group all
firms which made no apparent work-force adjustments (as in column 3 of
Table IV.10) probably bilases the overall layoff conversion ratio upward.
In our research, we experimented with several other sample:
exciusion rules, but none produced results outside the range reported in
Table IV.10. Hence, our basic aggregated results aﬁpeared to be fairly
robust to alternative specifications. Although, as might be expectéd,
alternative sample specificaﬁions did have some effect on the-point

estimates obtained, the qualitative conclusions did not change very much.

3., Econometric Techniques

A number of econometric techniques have been proposed to control
for'potential biases arising from the endogeneity of "treatment” variables
in regressions.1 All of these techniques are based on the notion that if
participation in the treatment (here, participation in STC) can adequately
be modeled the results of that modeling can be used in outcome regressions
to improve theirvstatistical properties. In our research, we used two such
techniques to investigate their impact on our basic UL collection

regressions. in the first of these techniques (developed by Maddala and

1
For a summary of these techniques, see Barnow, Cain, and

Goldberger (1980),
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Lee, 1976), predicted values for the STC treatment variables were estimated
from a probit regression similar to the one described in Chapter III, and
were substituted for the STCPART variables. The second technique also used
the probit participation regressions to estimate the "Mill's ratio,"” to be
used in a procedure that was first developed by Heckman (1976).
Qualitatively, the results of both of these.techniques were quite similar--
the estimated treatment effects in the regular UL collection equations were
reduced from approximately -1.4 percent of base-period hours to about -1.1
percent of base—period hours. This direction is opposite from what would

‘ haﬁe been expected--if the endogeneity of STC reduced the estimated impact
of the program on unemployment, the coefficient of the STCPARTZ2 variable
should have become more negative when the special techniques were used.
Hence, as was the case with the alternative sample specifications, we
concluded from our econometric investigations that the basic results for UI

collection were fairly robust in’terms of the endogeneity issue.

D. ANALYSIS OF FY1984 OUTCOMES

Althougﬁ our research design focused on employefs which used STC in
FY1983, the effects of their using the program may have exténded into
FY1984 as well. 1In this section,kwe analyze that‘possibility. Again, our
discussion 1is based primarily on Ul administrative-records data. Since
these data were generally available only for two quarters (1983.3 and
1983.4), our results might not be representaﬁive of what could be shown by
a full year of information. However, rather than our attempting to
exfrapolate to the full year, we will generally limit our discussion to the

six months of data that were available.
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The effect of STC participation in FY1983 on such outcomes as
either regular UI benefits collected or employment in the subsequent year
is theoretically ambiguous. If STC alters the way that employers choose to
adjust their workforces, then those effects (say, a reduction in regular'UI
benefits collected) may persist into FY1984--an event that is especially
likely given the possibility that the use of STC by some of the employers
in our sample may have extended into 1983.,3. Similarly, since STC allowg
employers to retain their skilled employees, participation in the program
may enable the employers to return more quickly to fully employed
production once demand again increases, and that too mighﬁ show up as a
reduction in regular UI benefits coliected in FY1984, An alternative.
possibility, however, is that participation in STC only postpones the
ultimate layoff adjustments of employers, so that, in FY1984, participating
employers would have made the types of adjustments that comparison
employers made in FY1983. That outcome was explicitly targeted for
examination in the congressional mandate for the present study, and 1t.is
the first topic that we examine in this section.

The data presented in Table IV.3 suggested that the postponement of
layoffs by STC employers was not particularly imgortant. The table showed
that only slight differences in regular UI collection in‘FY1984 occurred
between STC and comparison firms. Those differences which did occur tended
to suggest that, if anything, employeés of STC participants collected
slightly less regular UI in FY1984., Further corroborating evidence from
our survey showed that only 13.5 percent of the STC users reported having
made layoffs after STC ended, and that the mean number of layoffs (2.3) was

far fewer than the number that the firms reportedly would have made in the
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absence of STC (11.5). Hence, the data seemed relatively consistent in
supporting the notion that STC was used as a form of temporary work
reduction, and not as a way to postpone an inevitable contraction in the
number of employees.

| To examine whether the effects of STC work adjustments persisted
into FY1984, we first ran a set of regressions similar to those developed
for FY1983., A reéfeséntative sample of results for those regressions is
reported in Table IV.1l1l. Perhaps the most important.coﬂclusion to be drawn
from the table is that STC participation had a small but significant (at
the .10 level) effect on reducing régular UI collection in FY1984~-about
0.5 percent of base—period hours. Further evidence that STC may have had
some impact on regular UI collection in FY1984 was provided by regression
results (not reported here) on new UI claims, which showed that employeeé
of STC participants filed significantly fewer new UI claims in FY1984 than
did employees of comparison firms. Hence, there. is clear evidence that
the effects of STC adjustments tended to persist slightly beyond the
original program period.

Because the impact of STC tended to extend beyond FY1983, it is
important to reconsider the layoff conversion effects computed in Section C
to take this dynamic response into account. A variety of ways can be used
to do so, depending on how STC use in FY1984 is treated and on which of ;he
specific results ffom,Section C are used. For example, if STC use in

FY1984 is assumed to be independent of its use in FY1983 and if the results

1 .

Specifically, the regressions suggested that an average of 1.7
fewer new claims (of an overall total of about 7 new claims) were filed in
the first half of FY1984 by employees of STC participants than were filed
by employees of otherwise similar employers in the comparison sample.
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TABLE IV.11

BASIC REGRESSIONS ON FY1984 OUTCOMES

Independent Variables

Dependent Variables .

Percent of

Percent of

Hours on UI Hours on STC Employment
Demand and Financial Health
Percent of Hours on UI FY1982 0.156%% -0.001 -0.569
Industry ~
Nondurable manufacturing -0.453 0.093 53.87%
Durable manufacturing ~1.245% 0.019 51.09*
Transportation, communi- ~1.663 - =0.054 35.36
cations, and utilities _
Wholesale trade -1.118 -0.019 -3.42
Retail trade -1.550% ~0.028 43.34
Finance and services 0.175 0.154% 42.90
Percent with Loss in FY1982 0.902%* 0.086 =35.81%%
Percent with Loss in FY1981 -0.996%* 0.056 12.62
Adjustment Costs
Fringe—-Benefit Cost Rate -0.073% -0.020%* 2,987%%
Hiring Cost Rate 0.029 -0.007%* 0.342
Seasonal Business -0.094 0.043 9.44
Union 1.222%% 0.158*%*% 43.69%%
Workforce Size and Composition
Less than 2 Years of Experience 2,429%% —0.367%% -35.98
Production Workers 2.110%*% =0.177%% 8.37
Female -0.075 0.018 17.33
White -0.273 0.066 19.90
Less than Age 25 0.075 0.303%=* 82.
Total Base Period Employment . 0.000 -0.000 . 0.686%%
STCPART2 -0.543% 0.305%% -3.14
State
Arizona -0.371 0.122%% =50,52%%*
Oregon 0.210 0.108* —51.51%%*
Intercept 2.066% 0.181 -38.60
Meagures of Goodness of Fit
R? 0.170 0.082 0.622
Standard Error 5.65 0.78 240.1
F 8.95%%* 3.93%% 72.,3%%
(degrees of freedom) (22, 965) (22, 965)

(22, 965)

*Significantly different from zero at the .10 level, one-tail test.
**Significantly different from zero at the .05 level, one-tail test.
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- from the fotal sample (Tabie IV.10) are used, thenbthe total reduction in
hours on regular UI is -1.99 percent (-1.45 - ,54) §f base-period hours.
Dividing this figure by estimated STC use (2.65 percent of base—period
hours) yields a conversion rate of 0.75. Conversely, if some portion of

' STC use in FY1984 is attributed to STC participation in FY1983 (Table IV.1l
provides an estimate of 0.31 percent for this effect), the estimated
conversion rate becomes a bit lower (0.67). Possible explanations for this
persistence in STC use are that (1) some FY}983 claims may have indeed
persisted into 1983.3, that (2) some employers in Arizona and California
were able to renew their FY1983 plans, and that (3) familiarity with the
program may have gncouraged some STC users to file‘new plans for a
different work group in FY1984, Although the first of these explanations
repreéented a good reason for including induced FY1984 STC hours in the
conversion calculations, the others did not offer a convincing rationale.
Since we were unable to differentiate among the possibilities analytically,
we present. both estimates in Table IV.12. Both support the conclusion that
including the FY1984 results tended to reduce‘somewhaﬁ the "extra”

compensated unemployment experienced by STC firms in FY1983,

E. SUMMARY OF QUANTITATIVE RESULTS FOR COMPENSATED UNEMPLOYMENT

~ Tables IV.9, 1IV.10, and iV.lZ summarize our basic findings for the
effects of STC on compensated unemployment. Although the sizes of some of
the estimates varied, a few qualitative conclusions did appear to be well
supported by the data. All of the results show that STC employe;s
exhibited lower regular Ul levels during the study period than did
otherwise similar employers in the comparison group. Although the size of

these reductions varied significantly by state, they were usually
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TABLE 1IV.12

SUMMARY OF ESTIMATES OF THE EFFECT. OF STC ON THE PERCENTAGE
OF BASE-PERIOD HOURS SPENT 'ON COMPENSATED UNEMPLOYMENT

Three-State Including Including
Aggregate of FY1984 FY1984
_Main Results? yIP UL and STCP
STC Employers
Percent of Hours on 9.60 12.31 12.31
Regular UI
Percent of Hours on 2,65 2.65 2.96
‘on STC
Percent of Hours v 12.25 14.96 15.27
on UI plus STC '
Comparison Employers
Percent of Hours on 11.05 14.30 14.30
Regular UI :
STC-Comparison Difference _
Percent of Hours on ‘ —1e45%% =1.99%=* -1.99%%
Regular UI
Percent of Hours . 2.65%%* 2.65%* 2.96%%
on STC ;
Percent of Hours 1.20% 0.66% 0.97%
on UL plus STC
Percent Change in STC 11 5 7
Employers' Average : :
Compensated Hours
(UI plus STC) from S e
Comparison Employers' P
Average Compensated -
Hours

NOTE: Estimates have been adjuéted by régression to hold constant those
factors listed in Table IV.4.

a
Estimates are derived from Table IV.S5.

b
Estimates are derived from Tables IV.5 and IV.11.

*Significantly different from zero at the .10 level, one-tail test.
**Significantly different from zero at the .05 level, one-~tail test.
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statistically significant in the aggregated samples. Ekpressed as a
percentage of UI collections by comparison employers, regqlar UI benefits
were about 12 percent lower for STC participants. Howeyer, once hours
spent on STC were included, the estimates indicated that STC employers
experienced more total hours of compensatéd unemployment than did
comparison employers. The estimated magnitude of this "extra" unemployment
- vafied considerably according to the methods and data used to measure it;
in the aggregated results, its quantitative magnitude Was between 5 and 16
percent of the compensated unemployment exhibited by the comparison

group. Similarly, estimated "layoff conversion rates,” which can be
computed as the ratio of reduced regular UI hours to additional STC hours,A
ranged froﬁ much less than one-half (0.37) to about 0.75, depending on the
methods of measur"ement used.

Given this variation in the aggregated estimaﬁes (and even more so
in the state-by-state results), it would be misleading to highlight one set
of calculations as representing "the"” effect of STC.- Nevertheless, in
summarizing our results, we choose to highlight the aggregated figures in
Column 1 of Table IV.12 and the state results in Table IV.9 as representing
our best estimates of the effects of STC on compensated unemﬁioyment during
the FY1983 study period. For longer-run purposes (such as the cost
computations in Chapter VIII), we use a 1aYoff conversion rate of 0.75--a

figure calculated from Column 2 of Table IV.12, At times, we also use a

hypothesized layoff conversion rate of 1.0 to allow for the possibility

1RegresSions on initial claims for regular UL suggested that such
claims were also about 10 to 12 percent lower for STC participants than for
otherwise similar comparison employers. Hence, it seems likely that the

reduced hours of UI collection represented a reduction in layoffs.
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that the effects on the reduction of subsequent regular UI benefits
collected may have persisted beyond the second‘quarter of FY1984 and, more
generally, to provide a comparison for other research which has often used
this hypothesized value.

In Chapter VII, we will place these findings within a broader
policy context, particularly as they respond to the congressional mandate

for the present study.

F. DEMOGRAPHIC COMPOSITION OF LAYOFFS

In addition to questions about the effect of STC participation on
the total amount of compenéated unemployment during economic downturns,
considerable policy interest has also been expressed in various issues
about the unemployment that does occur both under reduced hours and under
layoffs. Many of these involve such issues as job-search activities,
secondary job—holding, or the family income characteristics of unemployed
workers that cannot be answered without detailed survey data on
individuals, However, a set of concerns about the characféristics of laid-
off workers can be. addressed by using the UI records data that were
available to us. Spgcifically, the congressional mandate for the present
study and many other groups which have expreésed intereét in the STC
concept ask whether the program offers the promise of "preserving” jobs for
newly hired workers—-who are believed to consist disproportionately of
minority, female, and younger workers. In other words, the policy issue is
whether the widespread»adoption of the STC concept would help foster
affirmative-action goals. Since the UI records contained information on
the sex, race, and age of new UL and STC claimanté and because o&r survey

collected information on the composition of the overall workforces of
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employers, this issue could readily be addressed. The basic data for such
an examination are reported in Table IV.,13, which shows the composition of
both regular UI and STC iﬁitial claims charged against STC and comparison
employers in our sample. The regular UI new claims data show few
differences in terms of the demographic composition of the STC and
comparison firms.1 Similarly, relative to the composition of the overall
workforces of employers (see Table IV.4), oﬁly minor differences exist
between the figures in Tabie IV.13 and these overall work—~force averages.
Hence, with resﬁect to actual layoffs (as reflected in the new UL claims
data), our results suﬁport those found previously in the California
evaluation (State of California, 1982) under a different, more
hypothetical, methodology. Layoffs by compgrison firms did not seem
disproportionately to affect female or minority workers; thus, by that
measure, the potentiﬁl affirmative—action advantages of STC do not appear
to be significant,2

However, a somewhat different picture is provided by the STC claims
data, which show that employees who filed such claims were significantly

more likely to be female and significantly less likely to be in the

This absence of significant differences also occurred in
regressions on the composition of UL claims that controlled for the
variables listed in Table IV.4.

2

We also investigated the sex, race, and age patterns of layoffs in
FY1982 to determine whether there were affirmative-action implications to
layoffs in the year prior to STC use. This investigation revealed no
differences in the patterns of layoffs between employers which subsequently
used STC (our STC sample) and those which did not (our comparison sample);
it also revealed no differences between the sex, race, and age distribution
of those who were laid off in FY1982 and the distribution of all employees
in the sample firms. This further strengthened the conclusion that the
advantages of STC use in terms of affirmative—action outcomes did not
appear to be significant. '
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TABLE 1IV.13

EFFECTS OF STC ON AFFIRMATIVE-~-ACTION OUTCOMES
(In Percent)

Percent of New Regular UI Claims (FY1983)

STC Employers ‘ Compari s
Arizona Oregon California Total Arizona Oregon
Percent Female 30.1 31.3 32.3 31.3 30.9 30.0
Percent Nonwhite  25.7 6.1 39.9 24.5  24.8 6.3
Percent Less Than 21.8 15.9 20.8 19.5 23.6 15.1
25 Years 01d ‘
Percent of New STC Claims (FY1983)
Arizona Oregon California Total

Percent Female 41.6 - 34.2 35.9 - 37.0
Percent Nonwhite 31.2 5.7 36.9 24.6
Percent Less Than 12.8 13.8 S

25 Years 01d

17.6 : 11.5




youngest age category than were those who filed regular UI claims from the
STC firms, Similarly, when compared with fhe overall employment |
statistics, STC claimants were also more likely to be female and less
likely to be very young. The latter of these findings is the most easily
explained. As was shown in Chapter III, employers feported that the
primary benefit of STC was to enable them to ;etain their most valued
employees. Similarly, the presence of a high fraction of experienced
workers made employers more likely to participate in thé program. Hence,
it is not surprising that younger employees were less 1ike1y_to be placed
on reduced hours.

Providing an explanation of the relatively large number of female
STC claimants is mofe difficult, primarily because we have no other
information on these employees. It may be that many female STC claimants
had recently beén hired and, hence, might have been laid off in the absence
of the program. Or it may be the c#se that female STC claimants were
relatively experienced workers who, although theyifaced only a modest
probability of layqff, were nevertheless willing to participate in STC for
other‘reasons (for example, better potential uses for theilr reduced
hours). In the absence of data on the job experience of female employees

and on how they used their shorter work weeks, it is not possible to choose

among these explanations.
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PART THREE

POLICY ANALYSIS
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V. THE IMPLICATIONS OF ADMINISTRATIVE DESIGN AND ﬂETHODS

The congressional mandate for this study posed two issues that are
also of specific interest to étate policymakers whose concern lies with the
administrative design of and the procedures to be followed in operating an
STC program. |
l. The effect of varying methods of program

administration
2. The effect of various state laws and practices on

the retirement and health benefits of gmployees who

are in STC programs »
We addressed these issues of administrative design and practice in
several ways. First, we were interested in hoﬁ program administration
affects the manner in which the program is used: whether the program is
used for the purposes originally envisioned by policymakers, and how
administrative controls may affect the volume of STC claims. Second, we
were Iinterested in whether the administrative framework for opefating the
program constitutes a burden for those employers who use it, and whether
the ease with which it can be used may affect the extent to which it is
used. Third, we were interested in how the administrative rules and
procedures of STC ﬁay affect participating employees.

Unfortunately, our ability to draw cdnclusions about the effects of
administrative methods and rules on program outcomes was severely
constrained by several factors inherent in the evaluation. First, because
only three states could be included in the survey and records data
collection for this evaIUation,4We‘cou1d examine and compare the

administrative features of only those three states--Arizona, Oregon, and
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California. Furthermore, the vafiation in the administrative procedures of
these three states is subtle and relatively minor, compared with the marked
departure of STC from the regular UI program of each state. With limited
variation in the administrative practices‘of only three states, attributing
differences in program outcomes to differences in administrative methods or
rules would have been unwise. Nevertheless, because the administrative
analysis uﬁdertaken for this evaluation has yielded a wealth of information
on STC administrative methods and has suggested ways that the program
outcomes could be affected by them, such information is worth reviewing.
This chapter examines how the administrative features-of the STC |
programs in Arizona, Oregon, and California may have affected the extent to
which the program was used, the burden on employers, and‘the interests of
employees. Section A describes the major administrative features of the
three programs, focusing on the admiﬁistrative rules that govern employer
and employee participation, the tax rules that govern STC financing, and
tﬁe procedures used to file and process STC claims. In Section B, we weigh
the available evidence to determine whether the variations among the
administrative features in the state programs can explain any of the

differences in program outcomes.

A. ADMINISTRATIVE DESIGN AND METHODS
The administrative design and rules of STC programs have been
affected markedly by four issues surrounding the policy intent and the

practical problems inherent in program operations. First, administrative

A full description and analysis of STC administration can be found
in our earlier report on STC administration (Hershey, 1985),
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rules have generally reflected the concern of policymakers that STC be used
only in situations for which it is intendedkand‘only for its intended
purposes——that 1s, when employers face especially difficult economic
situations; and as an alternative.to layoffs.’ Second, the rules have
tended to reflect the concern that STC benefits be'péid for énly by the
employers which use the program, and that the availability of STC not
aggravate any pressures on UL trust funds. Third, program rules have been
shaped by concerns that employees not be made economically worse off by the
program, Fourth,'the states have attempted to define program
administration in a manner whereby the burden on employers and employees
associated with estéblishing plans and filing claims 1s minimized. Each of
these concerns and the range of administrative rules and procedures adopted
as solutions by the three states are examined in the remainder of this

section.

1.. Ensuring Adherence to STC Purposes

In all three of the study states>(as well as in othér states that
also opefate STC programs), administrative rules have been shaped by
concerns that the program be used only as a temﬁorary substitute for
layoffs when an employer faces difficult economic conditions;

Specifically, rules have been written to attempt to prevent—-

o The use of STC for long periods

o The use of STC at times when layoffs are not really
being considered or are not imminent

o The use of STC by employers which would normally
reduce hours even in the absence of the program

o The use of STC for seasonal or part-time employees
for whom working less than full time is a normal
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aspect of working conditions, rather than a result
of a work—force reduction due to a business
downturn . : A

o The use of STC as a routine managerial method for
controlling labor costs, rather than as a way to
- deal with the particular problems of a business
downturn ' '

To enéure that STC is used only for its intended purposes, and to
prevent the misuses described above, Arizona, Ofegon; and California have
adopted a set of administrative rules (usually defined in STC legislation)
that constrain the participation of employers and employees in the
program. Their rules include the following:

‘0 Limits on how long an employer's plan méy Tun

(usually 26 or 52 weeks), with the possibility in
some of the states that plans may be renewed or
extended when ‘they expire, under specified

conditions

o Limits on how long individuals may receive STC
benefits (usually 26 weeks in a benefit year)

o Minimum participation requirements, stating that at
least two employees be included, and that their
hours. be reduced by a minimum percentage (10 or 20
percent)

0 Requirements that employers certify that they are
using STC only as an alternative to layoffs

o Ceillings dn the percentage by which hours are
reduced (40 or 50 percent)

o  Requirements that limit participation to employees
who have some minimum employment tenure with the
employer, ranging from as little as one pay period
to as much as six months
Although the three states have ‘dealt with a common set of concerns

and have defined rules in similar terms,. it 1s nevertheless possible to

distinguish different degrees of festrictiveness in théir rules. Oregon
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places the tightestflimits on STC plans. For instance,vanvemployer's plan,
which can run for up to 52 weeks, may not be renewed or exteaded, and the
employer may not initiate a new STC plan, until another year has elapsed
after the expiration of the’fiist plan. In contrast, Arizona allows 52-
week plans that can be extended another year upon application by the
employer.‘ In California, the present STC law limits plans to 26 weeks, but
allows them to be extended if the state's seasohally-adjusted civilian
unemployment rate has exceeded 7.5 percent in the first tﬁree of the
pfevious four months preceding the quarter of the expiration of the plan.
However, during the period covered by the survey :and records data
collection for this evaluation, California had placed no limit on the
duration of the plan. ) | |

During the survey and records data collection period of this study,
- Arizona, Oregon, and California had placed comparable restrictions on the
period of individual participation in STC; however, Arizona and California
have since relaxed their restrictions, whereas Oregon has retained its
original rules. In Oregon, individuals are limited to 26 weeks of STC
benefits in any benefit year. In Califarnia, individuals had Eeen limited
to 20 weeks in any 52-week period, but, in July,1§83,’this restriction was
removed to allow individuals to collect STC benefits as long as they had
any UL enfitlement and their employer had a valid plan. 1In Arizona, STC
legislation had limited individuals to 26 weeks of benefits in a benefit
year but, under 1983 amendments, does not now count any week in which the
insured unemployment rate exceeds 4 percenf. Thus, Arizona allows longér

periods of individual participation when unemploymént'is high.
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All three of the states covered in the evaluation require that
employers certify in their STC plan applications that they wish to use the
program to avoid layoffs. Although state officials have clearly
acknowledged.that it is impossible to verify whether iayoffs would have
occurred had STC not been available, they also regard this certification as
a useful way to remind employers abqut the purpose of the program.

Clearly, all of the states would like to prevent employers from using STC
to make marginal reductions in labor costs in situations in which no threat
of layoffs exists.

Some,disﬁinctions among Arizona, Oregon, and California can also bé
drawn in terms of the limits they place on Fhe allowable reduction in work
hours under STC. The narrowest allowable range is set in Oregon, where
w;rk hours must be reduced by at least éO percent and by no more than 40
percent., Arizona also sets an upper limit of 40 percent, but allows
reductions of as little as 10 percent; California sets a 10 percent
minimum, but has not established any formal ceiling on the percentage of
reduced houfs. | |

Arizona, Oregon, énd”California set quite different tenure
standards that individuals must satisfy to participate in an STC plan.
Here, again, Oregon sefs tﬁe most stringent requifement: empldyees must
.have worked full time for éix months or part tiﬁe for a full year with the
STC employer before becéﬁiﬁg éligible. During the period coveréd by the
survey and records data collection, this rule was even more stringent:
émployeeé must havé worked the required period before the employer
submitted the plan, so that, in effecf, some recently hifed employees might

in some instances have never become eligible for STC, or might have become
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eligible only if a later plan were sﬁbmitted. In Arizona, employees must
have earned at least $1,000 from the STC eﬁployer in the six months prior
to the Subﬁission of tﬁe STC plan. In California, an employee must simply‘
work one full pay period and be considered a permanent employee in order to
become eligible.

Finally, the restrictions imposed by the three states on STC use
can be distinguished in terms of the rules that govern multiple STC
plans. In Afizona and California, emplojers may define and operate
concurrent plans, and thus éan set up éeparate plans for employees in
different  company units, shifts, or locations, and start and terminate
reduced hours at different(times under the differenf plans. Hoﬁever, in
Oregon, only a single plan is allowed at one time, although individual
employees may be added to or deleted from a plan at different times.
Nonetheless, the fact remains that, in Oregon, large firms which face
different work—force problems in different locations or units would
probably find it more cumbersome to use STC for a wide range of work units

than would be true in California or Arizona.

2. Financing Rules: Special STC Surtaxes

_ The rules that define the STC programs have‘been determined in part
by concerns about thé impact of STC on UI trust fﬁnds and the allocation of
the costs of STC benefits among employers. Two séeéific issues have been
widely discussed. Fifst, policymakérs have been concerned that Ul claims
under STC might be greater than claims{ filed in the absence of the
program. This concern reflects several hypotheses about the possible
behavior of employers. Because employers ﬁight be more likely to choose to

reduce hours than to lay off employees, STC could increase the likelihood
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of a total work—force reduction or. hasten its onset. Given the option of
using STC, employers might make total work—hours reductions that are
greater than the equivalenﬁ number of layoffs, thus creating deeper work-—
force reductions than would occur in the absence of the program. Although

" under normal UI financing rules any resulting increase in benefits would

lead to increased tax charges, such effects could still place short-term
pressure on the UI trust fund. Because employers which already pay maximum
tax rates would not experience any increase in short-term rates, the cost
of the additional benefits would place a short—term drain on the trust
- fund. Even for empléyers which pay less than max imum tax rates,ran
increase in claims would still represent a éhort-term drain until it is
offset by subsequent-year tak-rate increases. These issues are discussed
more fully in Chapters Vi and VII. |

The second concern voiced by policymakers is that, even if STC does’
not lead to increases in UI claims, it does represent an advantage to the
employers which use it, and ‘should not be "free" to them. For instance,
some state officials have been concerned about the possibility that maximum
tax-rate employers would use STC heavily, gain a competitive advan;age by‘
using the program, and continue to shift a portion of the cost of claims_to
other employers.

Concerns about these possible effeéts have led Arizona, Oregon, and
California to adopt specialafinancing provisions that affect STC
employers. Regular methods for chafging‘benefits and computing tax rates
have been applied to STC employers whose UL tax rates are in the range at
which experience-rating is effective-—that is, below maximum tax rates in

the reserve-ratio states (California and Arizona) and below the "neutral”
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tax rate above which tax rates fall short of true benefit ratios in the
benefit-ratio state (Oregon). However, all three states have adopted
special STC surtaxes for employers with a historically high volume of
claims (that is,. those for whom experience-rating is less effective).
During the period studied in this evaluation, employers which used STC and
which had negative reserve balances or high bengfit ratios were required to
pay a surtax on top of the regular UI tax rate..

In California, a reserve-ratio state, SIC employers which had a
negative reserve balance at the end of a,fiscalwyear were obligated to pay
a surtax that ranged from 0.5 percent to 3.0 pergent; depending on the
ratio of the negative reserve to the average'base payroll. This surtax
applied to the employer's entire payroll, regardless,of how large or small
a portion of the workforce was included in the STC plan. As Caiifornia has
since found, this surtax imposed additional taxes on some employefs far
beyond the cost of the STC benefits paid to their employees; thus, the
. state has revised its surtax for negative—balance employers, limiting it to
a one-time surcharge of the amount of STC benefits. However, during the
1982~1983 period covered by the survey and fecords data collection for this
evaluation, California Was’still using the origiﬁal percentage surtax
described above.

From its inceptibn, the STC program in Arizona, also a reserve-
ratio state, has imposed a percentage surtax on all STC employers which
finished a rate year with a negative reserve balance. Three surtax rates
were used during the 1982-1983 study year, depending on the severity of the
employer's negativevréservg ratio: 0.25 pefcent, 1.0 percent, and 3.0

percent. As under California's original law, surtaxes applied to the
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employer's entire payroil. In 1984, Arizona softened its SIC surtax
provisions, reducing tax rates and broadening conditions under which
employers coqld be exempted from the surtax even if-they had a negative
reserve balance.

Oregon, a benefit-ratio state, defines its STC surtax
differently. STC employers which have high~benefit rétios and which,vunder
normal tax schedules,'would pay a tax rate lower than their actual benefit
ratio are required to pay taxes at a rate equal to their true benefit
ratio, up to a‘maximum of 3 percentage poiﬁts above their normal rate
schedule. Thus, employers which use STC and which normally would be
"subsidized” by other employers under the normal tax schedule lose the
subsidy inherent in the regular tax schedule. Despite some instances in
which STC employers ended up with tax increases far in excess of the STC
benefits paid to their employees, Oregon hés left this surtax provision

1 .
unchanged.

3. Rules to Protect Employees

When first p;oposed, STC appeared to pose several risks to
employees and ofganized labor. First, representatives of labor interests
expressed concern that STC could increase unemployment by prompting
employers to reduce hours in gituations when they might not have otherwise
chosen layoffs. Second, concerns were raised about whether employees with
seniority rights under labor contracts migﬁt face reduced hours, and thus

income reductions, if employers were allowed to introduce STC entirely at

1
For a full description of the surtaxes for all STC states and the
changes they have undergone, see Hershey (1985), Chapter III,
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their own initiative. Third, employee advocates and policymakers voiced
their concern about the potentially damaging effects of STC on fringe
benefits, particularly medical coverage. Finally, some state UI officials
pointed out that employers might abuse STC--in particular, attempting to
reduce labor costs by trying to substitute UI benefits for wages while
still maintaining normal work hours.

Arizona, Oregon, énd California have relied on two devices to
protect employees: the requirement of an STC employer plan, and the
requirement of union consent. In all three statgs, employers must submit
an STC plan and obtain state approval before they can reduce hours and
before their employees can receive UL benefits under the program. Under
the original program definitions in all three states, employers were
requifed to identify the individual employees inciuded in their plans, and
subsequent additions to or deletions from the plan~werevto have been
approved as modifications by the state UI agency. Althoﬁgh Oregon retains
this practice, Arizona and California have since relaxed these controls
somewhat, allowing additions to and deletions from STC plans aé a routine
part of claims processing.

If the employees are covered by a cdllective bargaining agreement,
union consent must be obtained before an STC program can be used in all
three states. The states require that the employer obtain the signature of
each relevant uﬁion shop steward on the plan, indicatiﬁg the union's
agreement to STC. However, no méchanism is defined fof obtaining the
consent of employees in firms that are not unionized.

None of the three primary states included in the study has adopted

any explicit requirement that employers retain fringe benefits for
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employees on reduced'hqurs. However, all three do require that employers
etate in their plans what effect, if any, STC will have on fringe

benefits. This requirement serves two purposes. First, it provides
information to the UI'agency on the effect of STC on fringe benefips, and
thus can provide information for further policy decisione; Second,
requiring the employer to state the effect of STC oh.fringe benefits serves
as a "disclosure” for empioyees; if individual employees or their union
representatives examine the plan, any negative effect on fringe benefits

would be called to their attention.

4, Administrative Ease: Employer Plans and Claims Proeessing

All of the states examined in this evaluation baye defined and
performed four major administrative functions in implementing and operating
ﬁheir short-time compensation programs: (1) developing policies and
procedures, (2) generating publicity and public information to inferm
employers, employees, and the»general public about the availability of the
program,.(3) reviewing and approving employer plans, and (4) processing
initial and ongoing STC claims. In general, the states have aesigned
responsibility for developing policy and procedufes to Ul agency staff
units that are responsible for regular UL program policy and procedures.
All of the states covered in our study have ereated central staff units
within their benefit—operatiome units to proeess.initialkandvongoing claims
once they are filed by STC employees eitberythrOugh their employer or at
fheir‘local;office., The central staff created for STC also reviews and
approves employer plans.
| All three states have centralized the processing of STC claims at

one location in the entire state, because of the special rules applying to
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STC claims and the necessity of concentrating this function in a staff
whose STC volume is adequate enough to acquire and maintain the necessary
expertise. However, it is worth noting that, during.the study period for
this evaluation, California was still using its original adminiétrative
plan under which initial and ongoing claims were processed in the local
offices where they were taken. (This arfangement was sincé,dropped in
favor of central processing late in 1983.)

Although the STC states have adopted very similar approaches to

program administration, three distinctions among their program operations

are worth noting: (1) the simplicity of employer plan applicatiomns, (2)
the manner in which employees file initial claims, and (3) the paperwork
process required fof filing ongoing claims,.

The amount of information required oniemployers' STC plan
applications and the extent to which the information contained in these
applications becomes a constraiﬁt against subsequent flexibiliti in
carrying out the plan vary to some extent amoﬁg‘thg STC states. The major
area of variation pertains t§ whether‘or not employers must list all
employees who will be placed on reduced hours,vahd whether such a list
becomes a "roster"” which, when the employer wiéhes to add or delete
employees in subsequent weeks, can be amended only through a formal
application to thevUI agency. In their original'STC programs, Ariéona,
Oregon, and California required that employersrsﬁbmit a list of

participating employees and their Social SeCurity numbers. as part of their

plan applications; and that they submit a formal application for amendment
if they wished to change the roster of participants. During the study

period for this evaluation, these rules were in effect for all three
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states. However, since then, both California and Arizona have simplified
the process of establishing or changingvthe roster of STC participants.
Since 1983, California employers are no longer fequired to list
participating employees in their applications; the employees simply
identify themselves wheﬁ they appear at thevlocal’offices to file their
initial STC claims, using spécial STC forms sent by the UL agency to the
employer and distributed by the employer t§ the individuals. Although in
Arizona a list of parficipants‘is still required in the plan application,
employers can modify the roster of participants simply by notifying the
Department of Economic Security.

However, Oregon retains somewhat tighter control over the roster of
STC participants. Plans must include a list of eﬁployées, as well as the
proposed percentage of reduced hours for each. Employersvmust submit plan
améndments to change the roster of participants or the percentage of fhe
reduction in hours.. This someéwhat more cumbersome process appears to stem
primarily from Oregon's system for‘computing ongoing benefits rather than
from any concern that employers will in some way violate the boundaries of
appropriate program use. Oregon computes ongoing benefits based on fhe |
percentage of reduced hours contained in the STC plan (rather than on
hours—worked data that are submitted with ongoing claims), and must thus
ensure that initial plans contain hours-reduction information, and that
reduction changes take the form of plan amendments.

The ease with which employees can file initial STC claims also
varies among the states. The major difference is whether émployees éan
file from their workplace or must go to UL local offices. In Oregon,

employers give employees the initial claims forms, and the employees
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complete them and return them to the emp}oyer, which then forwards them to
the UI agency. Employees need not go to the UI office. In California,
however, employees are normally expected to go to the local UL office to
file the initial claim, although for large employer plans the UI agency
sometimes arranges to send a representétive to the workplace to take the
claims. 1In Arizona, the majority of STC claims are taken by UI agency
representatives who are sent to the employer's location, and the UI agenéy~
even allows and trains the staff of employers to take initial claims and to
forward them to the agency with affidaQits attesting to their accuracy.
Some noteworthy variation exists among the methods used by the
states to collect the necessary information for ongoing claims; the method
used in Arizona 1is markedly different from the methods used in Oregon and

California. In Oregon and California, employees complete'ongoing claims

forms, employers complete additionai questions on the forms, and the forms

are then mailed té:the STC processing unit. Because each emplqyee
completes a separate form, the employer muét distribute and collect forms
and monitor their completion. Conversely, in Arizona, a streémlined
claims-processing approach has been designed to minimize paper flow and the
number of questions that must be answered by employers and employees. The
UL agency generates a biweekly computer list of partiéipants in eéch plan
as of the last filing, and sends this list to the employer. Spaces are

provided next to each employee's name for entering the hours of compensated

~work for each of the last two weeks and a "yes/no” response to a question

on the refusal of work. The employee signs his/her name to confirm the
accuracy of the information, and the employer signs at the bottom of the

list. The completed certification list serves as a single transaction for
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the claims of all participaﬁts. ~It is sent to the STC processing unit and
can be entered into the agency's‘COmputer system by using a speclally
designed input screen that reduces the aﬁount of entry time relative to
what would be required for entefing claims cards separately for each’
employee. Under the approach adopted by Arizona; the UI agency has
dispensed with questions on availabiiity for work (in the belief that they
are superfluous within the STC context), and has placed greater emphasis on
the efficiency of the ongoing claims process and on minimizing the
logistical and paperwork burden oﬁ employers that is associated with

cbllecting informatioﬁ for ongoing claims.

B. THE EFFECTS OF ALTERNATIVE ADMINISTRATIVE METHODS

The administrative analysis performed for this evaluation has
uncovered considerable details on the methods and rules used by the STC
states in their’respective programs, and thus can contribute a great deal
to the future consideration of alternative approaches to program
administration in the states. The variations observed in program rules and
administration also raise important questions about their possible effects
on important program outcomes. However, answering these.questions is
extremely difficult, because no éystematic method is available for
associating the variation in administrative practices with program
‘outcomes. Nevertheless, it is useful to review the questions that seem
important, as well as to provide some general observations about thev
possible effects of administrative features on program outcomes. Three
potential relafioﬁships between the administrative features of STC programs

and program outcomes merit attention: (1) their effect on program

162




participation, (2) their effect on UL claims, and (3) their effect on the

satisfaction of employers and employees with the program,

1, The Effects on Participation

The administrative features of STC programs could conceivably

affect the likelihood that employers willychoose to participate in the
program. Most obviously, the.efforts and success ofqthe UI agency iﬁ
publicizing the program and explaining its potentiai value can affect the
level of awareness abéﬁt the program amoﬁg:empldyers, and tﬁeir reactions
to the idea. Participation decisionskéould be éffeéted by émployers'
perceptions aboﬁt the potential administrative burden-Fin particular, the
extent to which the paperwork imposes a burden on-employers for STC claims
filing. Finally, the concern that STC participation could seriously
increase tax liabilities might discourage employers from participating;
Based on our administrative analysis and on the employer survey, it is
clear that awareness about STC programs is not widespread; for example, as
cited in Chapter'III; approximately 50 percent of the employers which did
not participate in the brogram had never heard about it. The
administrative burden of using STC was élso somewhat of a factor in the
decisions of employers not to usevthe pfogram; over 62 percent of the.
survey comparison sample which ﬁad heard about STC thought that
participating in the pfogram would add to their paperwork burden. Howevér,
concerns about special STC surtaxes did not seem to play a substantial role

in decisions not to use the program. .
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2. The Effects on Claims

A seccend important question about the effects of administrative
features 1is whether the ease, convenienée, or flexibility of prograﬁ
participation has an effect on the level of élaimsAunder STC, as compared
with the level of claims that would have occurred otherwise in the absence
of the program. As described earlier in this chapter, an administrative
analysis of the thrée states has suggested that Oregon now operates a .
program with a narrower range of options for using the programvthan is true
in either Arizona or~Ca11fofnia. At the same time, as we noted in Chapter
IV, some evidence exists that STC employers in California and Arizona
experienced higher total claimg (UI plus STC) than did the comparison
sample of non~LIC employers; conversely, in Oregon, total claims were about
the same for both STC and non—STC employers.

Any attempt to explain this pattern must consider at least the
possibility that tighter constraints on the eitent to which employers use
STC could affect the “"conversion rate” at which reduced hburs under STC
substitute for work hours that would have been lost due to layoffs in the
absence‘of the,progrém. Sevefal features of the Oregon program could
conceivably lead to lower STC claims in response to a given downturn than
would occur under/the other state programs: the prohibition on multiple
plans, the enforced waiting period following the expiration of a plan, and
the necessity of amending plans to change the roster of the percentage of
reduced hours allowed. Among STC programs as presently defined, Oregon
also retains the most severe surtax provisions for employers with poor

experience-ratings.
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However, extreme caution must be exercised in any attempt to draw a
connection between the administrative differences among the STC programs
and the level of UI claims in the thfee states, or the rate at which STC
claims substitute for layoff-related claims. ~ For one thing, although tﬁe
California and Arizona programs are now defined more flexibly than is the
Oregon program, the programs were more similar during the period for which
the survey and records data were collected than théy are today. During the
1982-1983 period, surtax provisions in California and Arizona were
comparable to those in Oregon, and qouid haQe been expected to create as
much discouragement'to\STC use by high-tax-rate employers as in Oregon.
Because the initial employer application in California and the roster
amendment pfocess in Arizona were simplified aftér the study period, the
administrétive burden involved in establishing and modifying plans should
héve beeﬁ comparable in all three states. The combination of limits on
employee participation and plan duration were as restrictive or more
réstrictive in California than in Oregon during the study period. Both the
survey data and the reports from agency officials suggest that the
percentage of reduced hours chosen by employers in all states almost always
fell within the narrower ranges allowed in Oregon; thus, even this limit
was unlikely to have creatéd a disincentive to any program use or less .
extensive program use in Oregon than in the other states. Therefore,
despite clear differences in administrative design and methods, we cannot
clearly conclude that more restrictive rules have had any effect on the

rate at which STC benefits are claimed.
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3. The Effects on the Satisfaction of Employers and Emplovees

No rigorous connection can be drawn between the variants of thg
administrative approaches in the three states and the extent to which
employers and employees are satisfied with STC. 1In general, STC employers
which responded to the evaluation survey had highly favorable reactions
toward the program, and reported that thei: employees and unions also had
highly favorable reactions toward STC. However, no clear differences in
the level of satisfaction emerged across states that might be related to
the relétively_subtle differences in the administrative arrangements Qf the
programs.

However, it is worth pointing out several instances in which the
administrative features of STC programs caﬁsed specific complaints and, in
some instances, pfogram chang,es; as well as the_,v anticipated problems that
did not seem to materialize. .First, when the use of STb in California
reached high levels during the depths of the last recession, STC employers
complained that limiting individual emplbyees to 20 weeks of benefits
reflected a serious underestimate of the period during which STC would be
necessary in an extended slump.v California responded to this complaint by
removing the time limits on individual participation, and by substituting a
26—week limit on plan duration, with the possibility of extending the plan
during periods of high unemployment;

Complaints about surtaxes that could impose additional taxes beyond
the cost of STC benefits also prompted dissatisfaction in California and
Oregon. Although surtaxes did not emerge in our survey as a major factor
in decisions not to participate in STC, several state agency respondents

specifically expressed the view that surtaxes and their somewhat unclear
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potential effect on future taxes discouraged some-employers from

participating. Certainly for thosé'empioyers which received unexpectedly

large tax-bill increments that\exceede& their STC benefit charges, this
provision affecfed their satisfaction with the program.

Early in the history of the Orégon Sfcrprdgram, concerns were
voiced about the lengthy employee tenure’tequiremént as a qualification for
participating. in an STC plén. Prompted by 6né émployer's'personnel
representative, the Oregon legislature amended its STC law,iallowing
recently hired employeés to become’eligible for STC once they have been
with the employer for the required period, even if they have built up the
required tenure after the plan has begun for other participating
employees. No similar protests were reported in Ariidna,‘which also
reqﬁires a minimum tenure (expréssed as minimuﬁ earnings) prior to the
submission of the‘plan; but we might expect that,'iﬁ 1solated cases,
employers iﬁ Arizona could also run into tﬁe-same situation that prompted
the coﬁplaint in Oregon.

Finall&, it is worth noting ome area in which early concerns about
STC have noticeably not led to serious problems or'cpmplaints from
employers or employees--specifically, the effects on fringe benefits.
State agency respondents commonly‘expressed the view that STC‘employers
tended to leave employees'kfringe benefits intact déspite‘their reduction
in hours, even in the absence of ény requirement toldo so. As repopted in
Chapter VIII, survey results tend to support this‘pérception. Over 92
percent of the STC emplOyefs‘which were prbViding benefits left them -
completely intact despite reducing the‘hours of employees.  Of the specific

benefits of interest to Congress, health benefits were maintained in full
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by 99 percent of the employers which offefed such benefits, and retirement
benefits were maintained in full by 93.percent of those which offered such
benefits. Furthermore, when benefits were redﬁced, they were almost always

reduced only in proportion to the work reductidn.
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VI. THE EFFECTS ON UI TAX RATES AND TRUST: FUNDS

Increasing UL benefit payments during recessions has historically
posed a threat to the solvency of the states' UL trust funds. Thus,
policymakers have been especially concerned that the emergence éf short—
time compensation as an important UI option,not exacerbéte these
difficulties. Reflecting these concerns, the coungressional mandate
specifically required that the study assess the following:

1. The imﬁact of the program upon the unemployment trust

fund and a comparison with the estimated impact on the
fund of layoffs that would have occurred but for the
existence of the program

2. The effect ofvshort*time compensation on employérs

state unemployment tax rates, including both users and
nonusers of short—time compensation
This chapter investigates these issues. Because the relationship between
UL charges, tax contributions, and trust fund baiances is coﬁplex, it is
important first to provide an overview of hoﬁ the system operates.

The long-term viability of the UI sysiem depends on the balance
between the benefits paid to claimants and ﬁhe contribuﬁions made by
employers. Benefit payments are "charged"végainst the UI accounts of
specific employers, and employers must submit contributions (taxes) to the
systémkthat reflect their history of benefit charges; This "experience-
rating™ of employers 1s an important feature of the UI system: ‘employers
which use the syétem to a greater extent are taxed at a higher rate, and
thus make larger/contributions.

Each sfate usés a tax-rate schédule to calculate the amount of

contributions owed by each employer. These rates are determined by
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specific staté formulas. Both Arizona'aﬁd California use variations of the
reserve-ratio formula, which is by far the most common type. A reserve
ratio is the ratio of an employer's accumuiated reserves (contributions
minus benefit charges) to taxable payroll. “Accordingly, this type of
formula is based on the long—term trend in the flow of funds between each
employer and the trust fund.v Cbnversaly,‘Oregon uses a bénefit*ratio
formula, which ié the second most common type. A benefit ratio is simply
the ratio of average annual benefit charges to taxable payfoll. Since all
states that use this formula average bepefit charges only over a short time
period»(Oregon, like most. states, averages ovet‘three years), this formula
~1is quite sensitive to relatively shorpfrun fluctuations in the workforce.
Furthermore, it does not explicitly take_{ﬁto account offsetting
contributions.

States also adjust the structure of the tax-rate séhedule to
maintain the sp}vency of the trust fund in fesbonSe to cyclical and secular
changes in the economy. 1In response'to,cyglical ch;nges, states shift the
entire tax schedule,to/alter the correspondence betweeh benefit or reserve
ratios and tax rates. In’reéponse to se#ular_changes, states both shift
the tax schedule and raise the maximum wage'level that is considered part
of taxable payroll.’ |

Because‘of the imprecise nature of‘the,balénce between the inflow
to and the outflow from‘the trust fund for particular‘employers,’
considerable intepest has been expressed ih how a short—time compensation
program would affect the solvencyrof the fund. Because STC use has been
very limited to date, it is;impossiblé.tp extrapolate from this limited

experience to a situation in which STC is ﬁsed to a greater extent.
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However, much caﬁvbeilearned from available 1nformation on current use. We
present this information in three parts; In Sec;ibn A, we consider UI tax
rates explicitly, because of their pentral rple in the UL system. In
Section B, we review the evidence on the effects of STC on4benefit charges;
Section C considers the net balance of contributions and charges under STC
and offers some conclusions about the overall impact of the pfogram on the

UL trust fund.

A. THE EFFECTS OF STC ON UI TAX RATES

Perhaps the greatest source of concern about the effects of STC on
Ul tax rates is that the experience-fating of employers is incompleté.
That is, employers which are responsibie for little or no;benefi; charges
are taxed at at least some minimum rate, while those which are.responsible
for high benefit charges can be téxed.at no more than a predetermined
 maximum rate. In between the minimum'and maximum rates, employers tend to
be more nearly experience-rated, although, even in that téx range, the
correspondence betweén Benefit or‘reSef§e ratios énd tax rates incorporates
some redistribution of financial burden’from high- to low—charging
employérs.

The propef degree of experience—réting has long been an issue for
the Ul system in debates over tax equity and trust fund solvency.
Accordingly,‘with the exception of Washington, all states that have
implemented STC programs have attempted to 1ncreasé the degree of
experience~rating faced by emp10yeré which use STC. By so‘doing, it is
hoped that the STC program will not pose any additiomal threat toythe

adequacy of the trust fund.
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As we described in more detail 1ﬁ.Chapter V, the following general
approach has been adopted by the states: if an employer has positive UL
reserves (in Oregon, if the benefit ratio’doesvnot exceed the tax rate),
the employer is considered to be effectively,ekperience—rated, and STC
charges are treated exaétly as reguiar Ul chafges are treated for purposes
of adjusting thé benefit or reserve ratios and;calculating the tax rate.
However, the remaining employers (those which are at or near the maximum
tax rate) are not effectively experience-rated. Most states that operate
STC programs have concluded that the privilege of using STC and, hence, the
possible additional burden imposed on ﬁhe trust fund require’that these
emplovers pay gpea;ericontributions to the trus;lfund than would be allowed
under the regular max imum tax tates, The amount of the additional
contributions 1is determined through ﬁercentage surtaxes or directly through ﬂiﬂ 
a surcharge that reflects employee benefit chérges. Ariiona,'Oregon, and
vCalifornia all implemented their programs-with\ah SfC surfax, but
California has since chaﬁééd\to a‘§ﬁr§ﬁarge, |

: . 1
STC has the following effects on UI tax rates:

o If an employer is in a tax-rate range that 1is effectively
experience~rated, both STC and UI benefit charges will
affect its subsequent tax rates in the same manner.

o If an employer is at or near the maximum tax rate, it will
face little or no rate increase if it incurs only regular
UL benefit charges; however,. it will face a rate increase
if it incurs STC bemefit charges (except in-California, I
where it would face a special surcharge). ﬁ :

1 : S L :
See Chapter V for a more complete discussion of state surtax
provisions. ” :
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Therefore, employers which use STC face a tax—ratejchange per dollar of
benefit charge that is §£ least as great as .the tax-rate change faced by
employers which do not use STC, and 1t could be much greater.

To understand more fully the practical implications of the rules
that affect tax rates, it ié usefﬁl«to~examine the evidence available from
the study states. Table VI.l presents some comparisons of the UI tax
status of all sample employers between the préfSTC period and the post—STC
period. Because UI tax rates are set on a calendar—yeaf (CY) basis (i.e.,
on the baéis of benefit- or reserve-ratio data through the end of the

_preceding fiscal year), the appropriate rate comparisons are for CY1982 and

CY1984, To facilitate comparisons, we aggregated the tax schedule for each

1
study state into the following five rate classes:

Rate class 5 The maximum schedule rate, plus
STC surtaxes

Rate class 4 Rates within approximately 1
percentage point of the maximum
rate , '

Rate class 3 - The upper half of rateé between

rate class 4 and the minimum
schedule rate

Rate class 2 The lower half of rates between
rate class 4 and the minimum
schedule rate

Rate class 1 The minimum schedﬁle‘ratev

1 . Ly .
These rate—class definitions are the same as those used in

Chapters II and III, with the exception that the broad "middle” class, or
range, is divided here into two classes to facilitate drawing finer
distinctions in the analysis. :

173




TABLE VI.l1

UI TAX RATE CLASSES OF STC AND COMPARISON EMPLOYERS
BETWEEN CY1982 AND CY1984

’Arizoné i Oregon " California

STC Comparison STC Comparison STC _Comparison

Percentage of
Employers Which Moved
into a Higher Rate Class
Between CY1982 and
CY1984 76.3 62.9 78.2 55.4 50.3 47.1

Percentage of
Employers in Rate Class 5
in CY1984, by CY1982 Rate

Class:
CY1982 rate class 1 0.0 - 0.0 15.8 9.1 0.0 0.0
CY1982 rate class 2 5.8 . 2.6 25.0 2.9 2.9 1.0
CY1982 rate class 3  16.3 21.7 - 58.5 9.2 20.9 18.2
CY1982 rate class 4 28.6 20.0 69.2 61.5 60.0 66.7

Number of Employers

in Rate Class 5,

by Year :
CY1982 2 8 .. 3 .3 14 17
CY1984 : 17 27 - 51 21 27 28

NOTE: = Rate classes were defined for each state as follows. Rate class 5 is
the maximum regular UI tax rate, plus STC surtax rates. Rate class 4
consists of those rates that are less than the maximum, but that,
nonetheless, are within about 1 percentage point of the maximum. Rate
classes 2 and 3 are defined so that each group is of approximately
equal size in terms of the number of employers. Rate class 1l is the
minimum schedule tax rate.
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The first fact that.should be noticed in Table VI.l,is that at
least one-half of the eﬁployers in each state found themselves in a higher
tax-rate class in 1984 than in 1982. This fact reflects the poor
performance of the ecohomy from 1982 t6:1983 as‘it affected.UI benefit
charges and subsequently changed benefit or reserve ratios and their
associated tax rates. The second fact 15~that,;in each state, STC
emﬁloyers were more likely to havekéxperiencéd an upward movement in .tax
rates. This observation is consistent with our expectation that future STC
employers will incur tax rates that are at least as sensitive to their
current benefit charges aé non-STC employers, because STC surtaxes will
increase the effective degree of eXperiéncefgating fdt STC employersk

Also notable are differences among the states in tepms of the
apparent sensitivity of UL tax rates to STC charges. The middle section of
Table VI.1l reports the percentage of employers which moved from a lower
tax-rate class in 1982 to the highest tax-rate class in 1984, STC
employers in the highest rate class in 1984 presumably’incurred é,surtax.
The group of employers which were most likely to have moved into the
highest rate class in each state aré“thpse wﬁiéh Qere iﬁ;the next-to-—
highest rate class (class 4) in 1982, ‘Eor exaﬁﬂlg, in Oregon aﬁd
California, roughly 60 to 70 petcent.of all employers in the next-to-
highest rate class in 1982 moved into the‘highest4rate grOﬁp by 1984; in
Arizona, only 20 to 30 percent of all employers made the corresponding
transition. But, most importantiy, the distfibutions of these tax-~rate
class movements are'basically the same for STC and non-STC employers (with
the exception of Oregon, in which the overalllprobabilities of é transition

into the highest rate class were much. greater fbr STC employers).' Thus,
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fhe combination of a benefit-ratio basis‘for computing tax liability (which
is more sensitive to current charges) and the more aggressive‘STC surtax in
Oregon evidently made the overall UIL tax system much more sensitive to STC
use than was the case in the other states.

' Therefore, we concluded that the use of STC in one period in edch
state is associated with increases in UI tax rates in subsequent periods,
reflecting the fact the STC surtaxes 1ncrease the effectiveness of
experience—rating.l Moreover,'Oregon provided evidence to sdpport the
hypothesis that the sensitivity of UI ta#<rates to the use of STC is likely
to be greater in benefit-ratio states than in reserve-ratio states.
However, it is important to point out tWo‘limitations'wiﬁh these

descriptive results. First, even though the tax rates did increase to a

relatively greater degree for STC users, the total tax contributions of STC

users to the UI trust fund also depended on the taxable wage base, which
was affectéd by unemploymentdand averagevwagesbin each firm. Thus, we
could not necessarily conclude that UI tax contributions from STC users
increase relativg to other employers. Seéond, because the correspondence
of current-year charges with future-year'tax rates is imprecise (for the
reasons mentioned earlier in this section), it was very difficult to
estimate precisely by how much tax rates would'incréase in future years as
a result of using STC. Nonethgless, these findingé do demonstrate tﬁat STC

employers will pay tax rates that are at least as great as they would be

1 , : ‘ : .
In terms of tax-rate changes, STC employers in Arizona experienced
mean percentage increases that were 33.3 percent larger than those for
comparison employers. In Oregon, the measures for STC employers were also
about 33 percent larger on average. However, in California, the
differential increase was quite small-—only about 1 percent. ‘
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without STC, and suggest that possibly greater charges to the fund from STC

~employers may subsequently be offset by greater tax contributions.

B, THE EFFECTS OF STC ON UI BENEFIT CHARGES

As we described in the previous section, states have tended to
- adopt special tax treatments for STC benefit charges in the belief that the
solvenéy of the trust fund depends upon their doing so., In this séction,
we first describe why benefit chargés might be different for employers
which use STC. We then preéent some simulation results that suggest the
quantitative size of such differences;’ |

A number of reasons explain why the adoption of short-time
compensation by employers could lead té higher benefit claims than if they
used layoffs. First, the availability of an STC option may. induce
employers to undertake soméwhat greater overall levels of work reduction.
The evidence presénted in Chapters IV and VII suggests that many employers
combine STC and layoff strategies perhaps to retain the most productive
combination of workers and to mitigate hardship among selected workers.
Thus, even if the aﬁerage benefit claim ﬁer compensated unemplojed hour is
the same for both STC and regular UL claimants, STC employers could
experience more compensated unémployment in the aggregéte.

Second, the number of Weeks claimed may be différént under the two
work-reduction strategies. On tﬁé one hand, the number of weeks claimed
- under STC may be greater becauée employées face 1es§ pressure to search for
new jobs than if they had been laid off. On fhe other hand, the number of
weeks élaimed might tend to be greater for layoffs if the layoff recall
period extends over several weeks. It may be argued that workers on STC

can be brought up to full-time employment without any appreciable lag.
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Finally, the UI weekly benefit amounts could be greater for STC

employers, because the average experience and wages of claimants (and hence

the average weekly benefit amounts per claimant) are likely to be greater
than for enployers which resort to layoffs. In general, layoffs affect the
less senior and lower wage enployees to a greater extent than they affect
more senior employees, while STC may help employers retain their more
experienced and senior workers. |

To test for these effects, we calculated per-employee charges for‘
Ul and STC during FY1983 and used these as dependent variables in a
kregression analysis of the general type developed in Chapter IV. 1In Table
VI.2, we have used the results from that analysis to compute regression-—
adjusted mean benefit'chargesifor firms‘in’the three study states.’ The
hypothesis that charges will be higher for STC participants was supported
in all of the states. The relativelyklarger differentials in Arizona and
California probably reflect both the greaterldifferentials in hours of
compensated unemployment in these states (see Tahle IV.9) and, to a lesser
extent, the possibility that the Oregon sample may have been somewhat less
dominated by employers with highly developed wage-seniority systems (since
firms were smaller in Oregon and less concentrated in durables
manufacturing), Aggregating dcross a11 the states, we found that per- )
employer benefit charges were approximately 25 percent higher for STC
participants. Since, as ne discussed in Chapter IV, hours on compensated

UI were 11 percent higher on average for the STC group, we can conclude

1 . -
The results were phrased on a per—-employee basis rather than on a

per—employer basis, both to control for some of the variability in the size
of firms and to facilitate drawing comparisons with our tax-rate data in
the next section. :
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TABLE VI.2

TOTAL PER-EMPLOYEE UI AND STC CHARGES IN FY1983

(Dollars)
Arizona Oregon California
Mean Charges
Comparison employers 326. 616 462
STC employers? 451 . 689 617
Difference 125%% 73% 155%%
Difference as a Percent - 38 12 34

of Comparison Charges

a , , :
Figures have been adjusted by regression to control for the factors listed
in Table IV-40 o

*Significaﬁtly different from zero at the .10 level, one-tail test.
**Significantly different from zero at the .05 level, one-tail test.
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that slightly less than half of the extra benefit charges to STC firms were
due to more hours of benefit collection. Thus, someﬁhat more thaﬁ half of
these benefit charges were probably accounted for by the relatively higher
wages (and the UI-STC weekly benefit levels) of workers who collected STC.
Although the estimates in Table VI.2 are subject to many of the
caveats raised in Chapter IV in terms of labor-market outcomes, they do
seem to support the notion that total benefit charges per employee will be
significantly higher fdr firms that use STC than for those that use only
layoffs. States may have recognized that probability, at least implicitly,
when they opted for the surtax provisions in their STC laws. An important
policy issue is the extent to which these provisions:are adequete enough to
prevent the STC program from'ha?ing a negative impact on the trust fund,’ |
or, in the extreme case, whether the provisions are so stringent that they
make STC a positive contributor. 1In ehe next section, we address these

issues.

C. STC AND THE TRUST FUND BALANCE

The conclusions of the previous two sections were relati&ely
unambiguous——-on average, participation in STC increases both the total UI
contributions from and‘thevtotal UL benefit charges to employers. However,
determining the net result of these two effects (and heﬁce determining the
net effect of STC on the UL trust fend balance) is far more problematic.
These difficulties arise in part from uncertainties associated with the
estimates presented in the previous sections. Relatively small changes'in
thqse values could affect whether increased STC participation would pose a
net benefit or cost on the trust fund. On a conceptual level, even more

serious difficulties arise in making an overall assessment-—for example,
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whether one should take a éhoft-term (say, bne year) or long—term .
perspective, whether the current system of experience-rating has the
capacity to recoup UI benefits paid, the extent to’which the UL tax base is
affected by STC participation, and how the pattern of UL tax schedules will
appear in the future. Because a complete quantitative analysis of all of
these issues was beyond the scope of the present evélﬁation,~§e_instead a
present a briéf qualitative discussion which, although it does not lead to
a precise estimate of the impact of STC on the UI trust fund, does indicate
some of the more important considerations and their likely consequences in
terms of the fund. For ease of exposition, our discussion is ‘divided inmto

two separate sections on the short-term and long-term effects.

1. Short-Term Effects

Recessionary increases in Ul benefit»paymeﬁts usually posé short-
term problems for UI trust funds. Indeed, the primary rationale for the
existence of such trust funds is the recognitibn that the UI éystém must
operate at a loss during-periods of economic downturn, since benefit
outflows increase and tax inflowé decrease during such periods. Thus, an
important policy issue 1is whether this cyclical volatility is exacerbated
through the participation of some employers in an STC program.

It is thé,higher benefit charges for STC employers (reported in
Section VI.B) that pose particular problems for the short-térm impact of
the program on the UL trust fund. Over the very short terﬁ, these
additional charges would have no impact on the tax rates of émployers,
since these rates are based on UI benefit experience in previous fiscal
years. For this‘reason,-iﬁ coﬁld take as long as 18 months for the UI tax

rates to reflect additional benefits paid'under STC. Over this period,
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then, employers which use STC could impose a greater drain on the UI trust
fund than would otherwise similar firms which do not use the‘program.1
Even when the experience of those émployers is reflected in tax ratés, if
is unlikely that extra benefits paid will quickly be recovered. We made
several attempts to estimateveconometrically the "next tax-year récovery,
rate” for incremental UI benefit charges, and concluded that for no state
did this rate appear to exceed more than 20 to 30 percent under prevailing
tax schedules.2 Of course, as wevillustrated‘in Section A of this chapter,
the existence of STC surtaxes may increase the average tax ratés paid by.
STC employers more sharply than would be the case if their employees
collected benefits only under the regﬁlar‘UI program. However, given our
estimate of the relative increases involved, it is unlikely that these
additional tax contributions could compensate for the higher benefit
charges in the short term,

Overall, then, although we were unable to develop a precise
quantitative estimate of;the issue, we concluded that increased levels of

STC participation could pose significant short-term problems for the UI

trust fund. To some extent, STC surtaxes would offset these effects.

1 ‘

For example, in the recessionary period FY1983, actual average
total charges per employee exceeded contributions per employee by $221 for
comparison employers and by $374 for STC employers in Arizona. 1In Oregon,
the comparable figures were $266 for comparison employers and $424 for STC
employers; in California, the respective figures were $245 and $494.

2 - ' «

However, our investigation of this issue was hindered by the
absence of tax contribution data for the full tax year following STC
participation. Instead, it was necessary to simulate these data, and those
simulations may in some cases have reflected rather inaccurately what
actually occurred. Given more complete data on the tax contributions in
the years following FY1983, it would have been possible to examine the
recovery issue in more detail.
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Indeed, for some employers, the total amount of;theseusurtaxes may have
exceeded the amount of STC benefits paid; but: our investigation of the
FY1983 data indicated that such cases were rare. Consequently, we
concluded that the STC pfogram does have the potential of increasing the

short—term cyclical volatility of the UI trust fund.

2. Long-Term Effects

Because we found that STC benefit charges were at least as well
experience-rated as were regular UI benefit chafgés, the long—term secular
impact of STC on the trust fund depends primariiy on how well the
expérience-rating formulas in each state work. Although many researchers
(Brown, 1980, and Topel, 1984) have found that the experience-rating of
incremental UI benefit charges are far from perf’ect,1 much of this failure
can be attributed to thé existence of maximum tax rétes in the UL tax
schedules. Since STC surtaxes and surcharges hdve been structured in a
manner whereby they apply to employers in these?top rate categdries, this
reason for incomplete experience-rating should be mitigated with respect to
STC. Similarly, the noncharging of UI benefits (which often involves
issues pertaining to employee separation) should also be 1éss important
with respect to STC benefit charges (where éeparation does not occur).
Hence, although data limitatiqns precluded us from developing precise
quantitative estimates of the long-term impacts of STC on the trust fund,
our 1nvestigation indicated that, given current surtax provisions, even the

far more widespread use of the STC prbgram would be unlikely to create a

1
That is, the present value of future tax liability created by an

incremental dollar of UI charges is less than one dollar.
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severe long-term impact on the solvency of the trust fund. Rather, we

expect that those negative effects that do occur would be short term and

cyclical in nature.
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’VII. THE EFFECTS ON EMPLOYMENT STABILITY

" The congressional mandate for thekpreseht study specifically posed
two general questions about the impact of STC on employment stability:
1. The extent to which layoffs oécurbin the unit
subsequent to the initiation of the program, and the
impact of the program on the entitlement to
unemployment compensation of the employees
2. The extent to which the program has protected and
preserved the jobs of workers, with special emphasis on
newly hired employees, minorities, and women
We address these issues in this chapter. Most of our discussion is
based on the technical analysis presented in Chapter IV; readers who are
interested in the details of how we reached our conclusions are directed to
that chapter. The purpose of this chapter is to pfovide an overview of our
formal results as they pertain to the congfessional issues and to other
aspects of UL policy. In order to present our results in the most
efficient manner, we have organized the exposition around five general
questions:
1. To what extent did STC employers also use layoffs and
thus UI collections as a way to adjust their

workforces?

2. Did participation in STC significantly reduce layoffs
and the regular UI benefits associated with them?

3. Once hours spent on STC are included, did STC
employers experience more or less total compensated
unemployment than did comparison firms?

4, Did STC employers make substantial numbers of layoffs
- following their participation in the program? How did
the participation of employees in STC affect their
subsequent UI entitlements?
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5. Did STC generate beneficial affirmative—action
outcomes by saving jobs for female, minority, and
younger workecs? '
In answering these questions, we relied more heavily on UI records
data, using the survey data only in a supplementary, confirmatory
capacity. Although we encountered some difficulties with the
administrative data for oﬁc‘purposes, we éeneraily believed that these data
were both more accurate and more directly relevant to the policy concerns
of the evaluation than were the survcy dats. thre limitations with the
records data seem especially severe, we &ill briefly note these limita-"

tions, and, when possible, we will estimate the extent of potential biases.

A. DID STC PARTICIPANTS ALSO MAKE - LAYOFFS?

| Table VII.1l shows the eitent_to which,the employees of the STC
employers in our sample used the regulstiUI’progfamvas a rssult of
layoffs. These data (which were available on a quarterly basis) were

aggregated into three "fiscal years":

FY1982:  1981.3 to 1982.2, the "base" period
FY1983: 1982.3 to 1983.2, the "STC" period

FY1984: 1983.3 to 1983.4, the "postprogram" périod

Most of our attention focused on FY1983, the period of STC use, but in much
of our analysis we controlled for base-period characteristics, and, for
some questions, data from the postprogram period‘were éspecially

relevant. Overall, as shown in Table VII.1l, regular UI receipt by
employees of STC employers was substantial during all of these periods.

Indeed, during the program period, the probability of an employee's
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TABLE VII.1

BASIC MEASURES OF REGULAR UI COLLECTION BY EMPLOYEES
OF STC AND COMPARISON EMPLOYERS
{(Mean Per Employer)

Total Charges
New Claims Weeks of UL ($1,000)

Total
Employment

Year STC Comparison STC Comparison STC Comparison STC Comparison
FY1982 22.0 14,9 388 . 233 35.0 18.4 159 107
FY1983 26.2 17.3 731 390 | 81.7 36.0 157 106
FY1984 6.8 6.5 186 156 25,7 16.7 151 109
(1st_half)
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starting a new UI claim (presumably because of a layoff) was'higher fo; STC
employers than for employers in the compgrison group. Hence, the evidence
is clear that STC participants responded to the 1982-1983 downturn by
adopting a variéty of adjustment stratégies in whiqh'layoffs continued to
pléy a major role.

In order to detérmine the relafive importance of STC aﬁd regular UI
(that is, of short-time compensation versus layoffs) for the STC éample, we
used the STC claims data in Table VII.2 in condunétion with the data in
‘Table VII.l. The data show that, although average new STC claims per
employer approximated average new regular UI claims per‘eﬁplo§er dufing the
STC period (FY1983), régular Ui wastfar more significant in terms of total
charges and total unemployed time. Fof example, if a week of regular UI
collectionvrepresented, séy, 35 hours of unemployment, thé mean STC
employer experienced more than 25,000 hours of such unemployment, a figure
that is nearly 8 times the mean number of hours spgnt onvSTC. Of‘course,
these types of caléulationsrmay,noﬁ be representative of the experience of
the "typical” eﬁployer,'because the méan values in Table VII.1 are
significantly affected by thé presenée of some very large employers in our
sampie which used STC oniy for a small part of their workforces. In the
next section, we describe some of the measurés that we attempted to use to
'control‘for this large variation in size. Still, the data in Tables VII.l
and VII.2 are sufficieﬁt to indicate that layoffs, together with reguiar Ul
collection, probably continued to’be‘the predominant method fof making
work—-force adjustments during FY1983 for employers which participated in

STC. Consequently, the notion that STC may completely replace layoffs for
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TABLE VII.2

BASIC MEASURES OF STC USE
(Mean Per Participating Employer)

~ ‘ STC Charges
New Claims STC Hours ($1,000)

Year

FY1982 3.4 267 0.7
FY1983 28.7 3,146 9.7
FY1984 1.4 177 0.6

(1st half)
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many employers during downturns appears to be incorrect, at least under
current circumstances. Instead, STC pdlicY‘must'be designed so as to take
into account the simultaneous use of that program and the regular UI

program.

B. DID PARTICI?ATION IN: STC REDUCE ﬁIYCOLLECTiON (AND LAYOFFS)? /
Our analysis provided clear evidence that at least some of the
workers oﬁ STC would have been laid off othérﬁisé, and, therefbfe, that
participation in STC did indeed reduce the regular.UI benefits. paid to
laid—-off wofkers. As the primary method for éxamining.this question, we
converted each employer's regular UL charges into an equivalent "hours of
unemploymént" measure, based on information from the survey data on the
length of the employer's work weék.‘ We then expressed these hours of
compensated unemployment as ‘a fraction of the total number of hours worked
in the FY1982 base period in order to control for the large variation in
the size of the employérs in our sample., Table VII.3'provides the results
of this "percent of hours unemployed" éonstrucfion1 (which is conceptually
similar to the insured unemployment rates customarily reported by the UI
system). Overali, emnployees of STC participants spent an average of 9.75
percent of base—peri§d hours on regular UI, whereas employees in the
‘comparison group spent an average of 11.20 percent of base-period hours on

regular UIL. The difference of 1.45 percent’was statistically significant

1 ' .
These estimates are derived from Table IV.5 and represent an

aggregate across all the study states. ' In Chapter IV, we show that such
aggregate results mask considerable state~to-state variation, and that the
estimates obtained were also rather sensitive to the analytical
specification used. Hence, the figures in Table VII.3 should be regarded
as representative of our findings, rather than as a single, "bottom line"
estimate of them. /
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TABLE VII.3

ESTIMATED PERCENT OF BASE-PERIOD HOURS
SPENT ON UI OR STC IN FY1983
(Percent of Base-Period Hours)

Hours on Hours Total Hours on
Regular on Compensated
Ul STC Unemployment
STC Employers ; 9.75 2.65 12.40
Comparison Employers T 11.20 0 11.20
STC~Comparison Difference —1.45%% +2.65%% +1.20%

NOTE: Estimates have been adjusted by regression to hold constant those
factors listed in Table IV.4.  The estimates in this table are
derived from Table IV.6. These figures are only representative of
the variety of results obtained in Chapter IV.

*Significantly different fromfzero at the .10 level, one-tail test.
**Significantly different from zero at the .05 level, one-tail test.
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at the .OS level. Although these estimates were faken only from one part
of our analysis in Chapter IV, the general result tended‘tovhold up
throughout our investigation of ﬁhe Ul records daté,‘and it was also
supported by information contained in our employer surv;zy1 (although, in
those cases, our attempts to differentiate between‘temporary and permanent
layoffs were largely unsuccessful). Thus, the evidence that employers used
STC as a substitute for regular UI (and presumably for layoffs) in FY1983
seems quite clear. |

In our detailed research on the reductions in regular UI benefits
collécted, we found that the size of the estimated effect tended to‘differ
among the three states in the evaluation. Reductions in regular UI were‘
consistently larger in Oregon than in Arizoﬁa Qr\California, and, under
some formulations, were nearly twice as large in40regon as in Arizona (the
state with the next largest reductions). The estimated impact of STC on
regular UI collection in Califormnia was_véry small. Althdugh the small
number of statés in the evaluation preclﬁded us from providing a clear
explénation fér these differences, both dur administrative analysis
(Chapter V) and our examination of UI tax effects of STC participation

(Chapter VI) suggested that Oregon probably operates the "most stringent”

1 . :
However, the results based on the UL records did suggest that the

responses of employers to hypothetical questions about the number of
employees whom they would have laid off in the absence of STC may have been
exaggerated. The mean response to these hypothetical questions indicated
that new regular UI claims (and, presumably, overall charges) would have
been 41 percent greater in FY1983 for STC participants had they not used
the program. But the estimates in Table VII.3 (and most of the others we
calculated from the UI records data) suggested that claims were only about
15 percent higher for otherwise similar comparison employers which did not
use STC. Prior evaluations based on such hypothetical questions may have
had a similar upward bias in estimated UI and layoff replacement, but the
size of this potential bias cannot be determined.

192




of the STC programs under examination. Hence,‘OregOn’employers may have
been less willing to place employees on STC whom they would not have
§therwise laid off. However, we could not identify which aspects.pf the
administrative procedures of the STC program in Oregon (if any) led to the

,oBserved result.

C. WAS TOTAL COMPENSATED UNEMPLOYMENT HIGHER AMONG STC EMPLOYERS?

Even though participation in STd reduces hours spent on regular UI,
the degree of substitution need‘not be on an hour-for-hour basis. If
empioyers choose to use STC, but in ﬁhe absence of the program would have
retained their existing employment levels, then STC might incfease tofal
compensated unemployment. Some indications that is scenario may have
occurred for some‘employers were provided by our survey, in which slightly
more than 20 percent of the STC participants reported that they would have
‘made no layoffs in the absence of the program. A more comprehensive
estimate of the effect is provided in Table VII.3, which adds hours spent
on STC to the regular Ui hours data already discussed to develop a total
compensated unemployment measuré. According to these estimates, STC
employers had a 1.20 percent higher level of base-periqd hours spent on
compensated unemployment in FY1983 than did otherwise similar employers in
the comparison group. That is, according to these estimates, only about 55
percent of the hours spent on STC substituted for hours that would have
beenspent on regular UI. Finally, the conclusions of Table VII.3 can be
viewed in terms of the insured employment ratg (IUR). To the extent that‘
our data approximated IURs, our results Suggést that if STC hours were
included in the IUR caléulations (contrary to current practicé) the

measured rates would be about 11 percent 1argef for STC participants than
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for otherwise similar employers in the comparison group. Thus, if STC
participation became more widespread, the question about whether claimants
under the program should be included in iUR computations would be an
important one. |

Although the result that STC employers exhibited higher rates of
total.compensated unemployment tended to hold up throughout our analysis;
several observations suggested that the differential may have been somewhat
smaller than is,indicéted in Table VII.3. First, the UI records data maf
"have understated total layoff unemployment (and the extent to which it was
reduced by STC), because some laid~off employees ﬁay not have been eligible
for UI, because some employees may have chosén not to claim UI benefits to
Whigh they were entj.tled,1 and because the receipt of ektended—benefits
beyond regular UI was not included 1n our data.

Second, the results in Table VII.3 may be overstating the
unemployment differential because, as eQidenced by our fiﬁdings (details of
which were presented in Section D of Chapter IV), the effects ofvSTC may
have persisted into FY1984. How such dynémic effects should be included in
our ovefall assessment is unclear. However, most of our attempts to do so
led to slightly smaller estimates of the difference in compensated

2
unemployment than those presented in Table VII.3.

1 - .
However, some employees on reduced hours may have also chosen not
to collect STC, thereby offsetting this bias.

2

In Chapter IV (Table IV.12), we showed the following figures for
the percent of base-period hours of total (UI and STC) unemployment,
including both UL and STC use in FY1983 and in the first half of FY1984:

STC Employers: 15.27

Comparison Employers: 14.30

Difference: +0.97
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Third, we found that our estimates of the differences in
compensated unemployment were sensitive to the sample used for the
analysis. When we eliminated from our sample all employers which appeared
not to have made work—force adjustments in FY1983, the differential became
significantly smaller (in some cases, less than 0.5 percent of base-period
employment).1 If STC policy were to evolve in ways thét would prevent or
mitigate program use by employers whicﬁ would not otherwise face the
necessity of undertaking work-force adjustments, these lower estimates of
the differential might be appropriate.

Finally, some limitations in terms of our décision to focus only on
compensated unemployment should be recognized. We did not measure the
full-time unemployment of employees that was not compensated by UI, nor did
we measure uncompensated hours reductions undertaken by the employers in
our sample. Whether the inclusion‘of such additional, uncompensated
unemployment would substanfially alter the nature of our general findings
is unknown. Hence, some care must be exercised in terms of interpreting
the social consequences of the tradeoffs in hours of coméensated
unemployment that are reported.

Despite these caveats, our résearch clearly demonstrates that

regular UI use and STC use are not fully interchangeable. Because STC

1

For example, the results from Table IV.10 implied the following
figures for the percent of base-period hours of total (UI and STC)
unemployment in FY1983 for employers which made any work-force adjustments:

STC Employers: 12.98
Comparison Employers: 12.23

Difference: +0.75
Hence, a substantial poftion of the difference in unemployed hours feported

in Table VII.3 arose from STC use by employers which might not have made
adjustments had they not participated in the program.
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relaxes what was previously a constraint on the behavior of employgrs

(e.g., workers who were placed on short-time Qere not -able to be
compensated by the-UI‘system),'it is not surprising that total compensated -
unemployment should be greater under the more flexible policy option.
Policymakers must decide how large a differential is acceptable and what,

if any, administrative mechanisms should be implemented to control STC use.

D. WHAT WERE THE POSTPROGRAM EXPERIENCES OF STC PARTICIPANTS?

A major concefn about the STC program is that it may simply
postpone any necessary long-term work-force adjustments, and that, once the
program ends, regular layoffs of STC participants would bé extensive. We
found little evidence to support this fear. In our survey, only about 14
percent of the participating emplgyers reported making layoffs once their
period of STC use had been compléted; Cofroborating evidence was provided
by the UI records data, which showed that employees’of STC participants
made fewer regular UI claims after the program period than did employees in
the comparisbn group., Of course, it is .still possible that, in some cases,
STC merely delayed any necessary large-scalé contractions by some
employers,'but that did not appear to be a prevalent outcome.l

As expressed in_the.congreséional mandate, a related policy concern
about postponed layoffs is the extent to which STC participants seriously

deplete their UI entitlements. If employees do in fact deplete their

entitlements and are subsequently laid off, they may face a long spell of

We also found no evidence that STC participants rebounded from the
recession more quickly than did employers in the comparison groups. The

estimated speed with which employment was adjusted was virtually identical
for the two groups. ‘
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unemployment without the cushion that would normally be provided by UI.
Although we did not have atcess to data that pertained specifically to UI-
entitlements and exhaustions, several factors suggested that this problem
was not severe. First, as described above, relatively few firms actually
made layoffs following STC participation. Second, since'average STC claims
were quite small in dollar terms, it is doubtful that they could have
seriously reduced UI entitlements for many Workers;1 Finally, for those
few employees who collected sufficient benefits under STC to seriously
affect their UI entitlements, it is likely that their continued employment
(albeitAat reduced hours) would have provided wage credits that woﬁld have
been sufficient to establish new UI eligibility based on that employment.
of cotrse, despite these arguments, some employees may still have
experienced difficulties with UI entitlement reductions that increased the
likelihood of UI benéfit exhaustion. Howéver, our results indicated that

this group of employees was probably not very large.

E. DID STC HAVEiBENEFICIAL IMPACTS ON AFFIRMATIVE ACTION GOALS?

| Since our results showed that STC use tended to prevent layoffs, it
was natural to ask whether the program preserved the jobs of disadvantaged
groups (women, minorities, and younger workers)-—-groups that are believed
to sﬁffer disproportionately from recessions. Table VII.4 presents the
information we used to assess this possibility. 1In terms of the

- composition of new UI claims filed in FY1983, only'minor differences

1A simple calculation from the data in Table VII.2 indicated that
the average STC claimant collected about 110 hours of benefits. 1In our
sample states, that figure would amount to omnly about 15 percent of the UL
entitlement of the typical employee.
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TABLE VIL.&

COMPOSITION OF UL AND STC CLAIMS FY1983
(Percent Having Characteristic)

_ Total
New UI Claims , Employment
STC Comparison New STC Comparison
Characteristic Employers Employers STC Claims Employers Employers
Female 31.3 31.7 37.0 33.1 32.9
Nonwhite .5 20.9 2.6 2 2.4
Less than 25 19.5 20.4 13.8 ' 19.6 21.9

Years Old
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existed between STC participants and comparison employers. Similarly,
these data were not éubstantially different from those on the composition
of the overall workforces of‘emploYers. Thus, women, minorities, and
younger employees of comparison firms did not appear‘to be
disproportionately disadvantaged by those layoffs that did occur in
Fy1983. "

However, the data on the compdsition of new STC claims presented a
slightly different picture. Although the minority composition of STC
claims approximated the minority composition of the overall workforce, a
significantly higher fraction of females and a lower fraction of younger
workers participated in the program. The underrepresentation of younger
workers in STC can probably be explained.by the tendency of employers to
reserve a reduced-hours adjustment strategy for their more senior, more
skilled workers. The reason for the relatively greater prevélence of women
among STC cléimants is more difficult to explain. Such workers may indeed
have faced a higher risk of layoffs (although the actual UI claims data for
comparison employers tended to refute that possibility), and, in that
event, STC saved jobs fof them. Conversely, women may have preferred STC

‘for other reasons (such as the existence of good alternative uses for the

1 . ,
OQur investigation of layoffs that occurred prior to STC use (i.e.,

those that occurred in FY1982) indicated that women, minorities, and
younger workers also did not appear to be disproportionately disadvantaged
by layoffs in that earlier period. Therefore, we found no evidence to
suggest that STC employers made selective layoffs prior to their using STC
which had adverse implications in terms of affirmative—action outcomes.

2We could not measure layoffs that were not compensated by UI. If
eligibility for UI varies among the groups of employees examined in Table
VII.4, the data presented therein might not provide an accurate reflection
of total layoff activity.
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reduced work time), and the data may reflect that prefefence. The
information available to us did not enable us to differentiate among these
possibilities.

Although our results generally suggested that STC had no
disproportionate positive affirmative—action outcomes, the data also showed
that the program did nét affect -women, minofities, or younger workers
negatively. The tendenéy of participating employers to piace their more
senior workers on STC did not seem to increase layoffs for these other
groups. Hence, thg program appeéred to have a largely neutral effect on

the work-force composition of employers.
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VIII. EFFECTS ON THE RELATIVE COSTS OF
LAYOFFS AND REDUCED HOURS

The congressional mandate for this study stipulated an examination
of two final issues that pertain to the relative costs of layoffs and STC

hours reductions:

1. A compafison of the benefits and costs to employees,
employers, and communities from using short-time
compensation and layoffs
2. The cost of administration of the short-time
compensation program
In this chapter, we address these questions of relative costs. Our
diécussion is divided into three sections. In Section A, we describe the
general methodology used to evaluate the relative costs. The costs
estimated using this methodology are reported in Section B for employers
and in Section C for state UI systems. Before beginning this‘formal
analysis; however, we should explicitly note some of the limitations we
faced in addressing the congressional issues, since these limitations
seriously constrained what questions we were able to address. For example,
with respect to the first issue, the congressional mandate called for a
very broad-based benefit-cost analysis of STC from ;he perspectives of
employees, employers, and society at large. 1In our evaluation design
(Kerachéky and Nicholson, 1983), we did develop a complete benefit-cost
framework that could be applied to the STC concept,‘but we recognized from
the outset that obtaining the. information necessary for such a complete

evaluation would be beyond the scope of the project; Most importantly,

because the study design did not enable us to collect data directly from
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eﬁployeés, we were unable to appraise STC diréctly-from their point of
view. Information on éuch issues as the use of layoff time, reemployment
patterns, or family income trends--information that would be necessary for
such an assessment--simply was unavailable. Because the primary
beheficiaries of STC may be employees (i.e., those employees who would be
laid off o;herwisé), this shortcoming in our evaluafion is potentially
serious in terms of providing a balanéed,ovefall assessment.

Our ability to measure the relative cost of STC participation to
employers was less constrained by problems-of data availability, since the
employer survey collected a substantihl amouht of data on éspects of
employers' hiring costs, fringe~benefit policies,randbpatterns\of STC
use. In Section B, we use these data to evaluate how STC may havé affected
the labor costs of employers. However, a major shortcoming with that
analysis is our inability.to éddress questions perfaining to the
productivity of employees. Although there are a priori feasons to believe
that an employee's pfoductivity may be different on reduced hours than on
full-time hours,1 and although data in: the employer survey (see Section B
of Chapter III) showed that more than one-third of STC users did notice
either positive or negative productivity changeé under the program, we were
unable to measure such changes quantitatively. As has been the case with
other evaluations of the STC programs; the conceﬁt of employee productivity
proved to be too difficult to measure empirically within the allotted
budget of this pfoject. Instead, our approach was to analyze

quantitatively only those aspects of labor costs that we believed could be

1
For a discussion of these productivity-related issues (especially
within the context of the business cycle), see Nemirow (1984b).
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measured fairly accurately, and to discuss only in passing the variety of
difficult productivity-related questions raised by the STC.program.

Our analysis.of the relative costs of STC frqm the government's
perspective is presented iﬁ Section C of this chapter. For that analysis,
we chose to focus only on the relative costs to state UI systems. Issues
pertaining to the secondary gffects of STC participation on more general
federal and state tax collections were felt to be beyond the scope of this
evaluation. Since the relative effects of~STC‘énd regular UI benefit -
payments on the UI trust fund were al;eady discussed in detail (Chapter
VI), we concern oufselveévhere primarily with administrative costs.
Unfortunately, oﬁr analysis of this issue waé again constrained by data
availability. = Of the three primary states involved‘in our evaluation, only
Arizona was able to provide us with quantitative data on the administrative
costs of STC, and even those daﬁa exhibited some shortcomings for our
purposes (which we will describe in Section C). Still, since the question
of administrative costs 1s an importantkone in an evaluation of STC policy,
we used these limited data in the belief that they could be taken as
brdadly representative of the costs experienced by other states in
operating STC programs.

A. METHOD FOR ASSESSING RELATIVE COSTS: A LAYOFF VERSUS REDUCED-HOURS
SCENARIO

Assessing the relative costs of the reduced hours made possible by
the STC program necessitated developing a‘set of clearly defined employment
scenarios so as to compare cost 6utcomes under clearly defined
circumstances. Specifying such scenarios for a "typical” employer was made

difficult by the highly varied patterns of STC use exhibited by the
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employers in our sample. For examhle, mhrg than 30 hercent of the
employers in the sample reported gaps in their periods of STC useé, and 56
percént reported that the extent of use (e.g., the number of employees
involved or the size of the hours reduction) fluctuated during the course
of the program. They also exhibited a similarly wide range of variation in
terms of the reduction in hours and the length of time over which STC was
in‘use.1 Deépité‘these variations, we found it useful to .specify a
"typical™ pattern of STC/use: a 25‘percent reduction in hours for affected
‘employees, lasting approximately 20.weeks.' This period (which closely
resembled the experience of the'average employef in our sample) not only
provided our primary illustration of STC use, but also, we assumed,
reflected the reduction in employment hours desired by the employér.
Hence, in the absgnce of STC, the employer was aiso assumed to desire a
similar reduction in its workforce. 1In the simplest alternative, such a
reduction would be achieved through temporary 1ayoffs-—25 percent of the
work unit would be - laid off for 20 weeks. This then provided our basic
layof f/hours-reduction comparison for assessing thé costs to employers and
the UI system.

In our more complex analyses of'employer and UI administrative
costs, we also took ihto account the possibili;y that not all desired hours .
- reductions (as measured by STC use) might have béen reflected b; layoffs in
the absence of the program.k-In the terminology developed in Chapter IV, we

allowed for the possibility that the "layoff conversion rate" may not have

According to.our survey responses, ‘the mean number of weeks of STC
use was 20, with a standard deviation of 13 weeks. The average hours

reduction was 25 percent, with a standard deviation of 10 percentage
points.
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been precisely 1.0. As a specific alternative (which was consistent wiﬁh
the results in Chapter IV), we assumed that employers would have resorted
to layoffs for about 75 percent of the desired hours reduction--the number
of hours‘reduced under STC. Thus, under this alternative layoff conversion
notion, we assumed that only about 18.8 percent of the work unit (.75 times
the assumed 25 percent of reduced hours) would have been laid off in the
absence of STC. The remaining 6.2 percent reduction in the desired number
of hours employed was assumed to be achieved, in this alternative cése,
through a reduction in the actual level of employee utilization during
nominal, fully employed work hours (wﬁat is sometimes called "labor-
hoarding™). The period during which employers used this combined
layoff/reduced-utilization strategy was assumed to last as long as the
layof f-only or reduced-hours-only periods--20 weeks.

Consequently, our cost simulations involved tﬁree basic temporary
employment-reduction scenarios: (1) a reduced-hours scenario, (2) a layoff
scenario, and (3) a layoff/reduced-utilization scenario. In the following
sections, we use these hypothetical patterns to assess their relative costs

to employers and the UI system.

J

B. COSTS TO EMPLOYERS
| Adopting reduced houfs as an emp;oyment-adjgstment strategy may
affect the costs to employers in (at ieast) fouryways. First?.because
fewer layoffs are made, the costs associated with hiring and training new
employees are reduced. Second, tovthe extent that ffinge—benefit schedules
are not strictly proportional to the number of houré worked, reduced hours
may affect the levels of those benefits that are paid. Third, reduced

hours may have different impacts than do layoffs on the productivity of
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employees. And, fourth, to ‘the extentithat the employees who are laid off
or who are placed on reduced hours are combensa;ed for their unemployment
(through, respectively, regular UI or STC), charges for such benefits may
affect the expefience—ratingé of employers and the UI taxes they pay. In
this section, we examine the first two of these effects based on data from
our ‘employer survey, in conjuﬂction with other, pubiished information. The
third issue, a detailed analysis ofveﬁployeé productivity, was, as we have
staﬁed, beyond the scope of this project, and we thus have no quantitative
information on one-third of the cost effects.lc Finally, our analysis of
the fourﬁh issue-~the UI taxes of empldyers--has already been presented (in
Chapter VI), and in Section C ;e present a~brief;summary of the conclusions
of that previous discussion.

Before we begin our analysis of the hiring and fringe-benefit
costs, it is important that we describe the connection between these costs
and STC program participation. In general, STC participation per se should
not affect these costs. Hiring costs and fringe-benefit schedules ére
established through vafious labor-market influences and, in some cases,

through collective bargaining. ' STC partidipation may affect how employers °

1 :
On a conceptual level, we should point out one error related to

productivity that has commonly been made in other evaluations of STC (see,
for example, State of California, 1982). In these evaluations, the fact
that higher-wage employees typically experienced more unemployment under
reduced hours than under layoffs was counted as a "labor cost saving” for
the employer.. Indeed, in some cases, these "savings" represented the
primary component of the finding that STC saves employers money. But such
a computation implicitly assumes that\an'employée's productivity is
unrelated to his or her wage--an assumption that is at variance with
commonly held views about the determinants of wage rates. More likely, any
"cost savings” from the unemployment of higher-wage employees are counter-
balanced by reductions in the average skill level of the employed work=-
force, so that the effects on unit labor costs are small. Hence, in the
absence of a detailed investigation, an appropriate assumption would seem
to be that changes in labor costs induced by changes in the composition of
the workforce should not be counted as a benefit of STC.

206




aétually adjust their workforces; but it should not have much effect on the
unit costs of making those adjustments. For example, because senior
employees are more willing to accept reduced hours whenkthey are partially
compensated for them, the availability of STC may cause employers to adopt
such reductions when they would have opted for layoffs previously. Or,
alternatively, employers may simply feel that reduced hours under STC are
"fairer” than layoffs. Whatever the reason for the choice, our purpose was
to assess their costs to the employer‘in terms of the hiring and fringe-
benefit costs they face under the alternative adjustment option.

A major cost to employers which use temporary layoffs is the
possibility that laid-off employees will fail to return to work once
recalled. In that case, the employer would lose the firm-specific training
that had been invested in the worker and would face'recruiting and training
costs‘associated with hiring a replacement. Table VIII.l uses data from
our employer survey to estimate the costs of replacing workers by
,industry.l While the costs vary considerably among industries,/it is clear
that the costs to replaée lost workers are~éubst§ntial——on the order of 6
percent of avefage,yearly wages across industries. Hence; employers may
face relatively high costs in using temporary layoffs.

However, it should be recognized thgt such costs must be incurred

only to the extent to which laid-off employees fail to return to work.

The cost rates for hiring and formal training were obtained from
secondary sources (Hall, 1981, and Employment Management Association, 1981)
and were applied to estimates of the wages of production workers ‘taken from
the employer survey. Learning costs were estimated by assuming a
logarithmic learning curve over the employee training period (the length of
which was estimated by respondents to the employer survey).
2Returning employees may also suffer some loss of job-related
skills, but these losses are probably quite small for short-term layoffs.
Hence, we assumed that they were unimportant to our analysis.

207




TABLE VIII.1

ESTIMATED AVERAGE 'COST TO REPLACE :ONE
PRODUCTION WORKER WHO DOES NOT RETURN FROM LAYOFF

Cost to Employer

a b c d
Industry : Hiring . Training Learning Total™
Construction and Other $268.63 $671.57 $465.39  $1,374.27
Primary
Nondurable Manufacturing 198.36 495.90 225,00 1915.87
Durable Manufacturing 191.96  479.91 320.60 988.40
Transportation, Communications, 245.08 612,71 170,27 1,104,44
and Utilities
Wholesale Trade 224,80 562,00 440,25 1,238.61
Retail Trade 199,50 - 498,75 301.71 1,013.42
Finance and Other Services 211.84 529.60 246,03 955.56

All Industries 207.80 519.50 320.61 1,037.73

NOTE: These results are based on data obtained from the employer survey,
and include responses from both STC and comparison employers.

a
Hiring costs include the costs of advertising for and recruiting,
interviewing, and relocating new workers. f

Training costs include the costs of formal training only.

c
Learning costs include the costs of lost employee productivity until the
new employee has mastered his or her job.

Totals may differ'slightly from the sum of hiring, training, and learning
costs because of rounding.
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Table VIII.2 reports the estimated costs by industry for replacing one
laid-off worker, given different probabilities of that worker's failing to

return to work when recalled. The column labeled "expected replacement

probability” (i.e., the probability of having to replace a temporarily

laid-off worker who is recalled) is based on data drawn from the employer

survey, and we used it to compute the "expected replacement cost.” By far,
the greatest expected replacement cost ($629.53) was estimated for
employers in the transportation, communications, and utilities group, the
industry with the highest probability that a recalled worker will fail to
return to his or her previous.employéf (57 percent). However, since the
representation of that industry in our sample was very small (less than 2
percent), we did not’attach much significance to this figure. The results
are more uniform for the other industries in Table VIII.2, with replacement
probabilities ranging between 17 and 26 percent. For these industries,
expected replacement costs per layoff were also relatively uniform,
clustering in the range of $174 to $267. Coﬁsequently, taking into account
the estimated replacement probabilities tended to reduce the expected costs
of layoffs to employers significantly. Our data suggested that, 6n
average, this expected cost was a bit lower than the typical weekly wage
for the employees in our sample.

The next issue was how these layoff-related costs compared with the
. additional fringe-benefit costs assoclated with reduced hours. A simple
intuitive example indicates why the fringe-benefit issue may be |
important. Assume that laid-off employees collect no fringes, but that
employees on reduced hours continue at full fringe-benefitvrates. Assume

also that fringe benefits represent an average of about 20 percent of
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TABLE VIII.2

EXPECTED - REPLACEMENT PROBABILITIES AND COSTS
FOR PRODUCTION WORKERS

E#pected ; Expécted
Industry Replacgment Probability Replacement Cost
Construction and Other 0.193 $ 265.23
Primary , i
Nondurable Manufacturing ‘ 0.190 | 174,02
Durable Manufacturing 0.205 . 202.62
Transportation, Communications, 0.570 ‘ 629.53
and Utilities
Wholesale Trade - 0,174 ‘ 215,52
-Retail Trade © o 0.264 _ 267.54
Finance and Other Services 0.194 185.38

All Industries 04203 | 210.76

t

NOTE: Expected replacement probabilities were obtained from the responses
of STC firms to the employer survey. ' Expected replacement costs are
the product of. these replacement probabilities and the hiring costs
reported in Table VIII,l. :

210




weekly wages, and that the typical hours and layoff reduction is 25 percent
of employment hours; ~In this case, ‘the ‘employer's labor costs will be
about 5 percent (.20 x .25) higher under redueed hours than under an
equ1valent layoff scenario, because under reduced hours the employer is
paying frlnge benefits for hours not actually worked under layoffs, it
would not. Of course, this hypothetical computation depends on both the
"assumed treatment of fringe beneflts under layoffs and reduced hours and on
the assumed level of fringe benefits. Data from our employer survey
provided direct empirical evidence on these crucial assumptions.

Table VIII.3 presents evidence on the ihcidence of particular types
of fringe benefits among the employers in our sample, and, for those
employers which offer each benefit, shows the estimated benefit cost per
person—week.1 Insurance and paidVVacations Were.hy far the most common
benetits reported by the employere in our sample. 1In dollar terms, these
benefits also had relatively high estimated costs’ per person—week
although for. employers whlch prov1ded them, pensxon and retlrement
benefits were the most expens1ve of those includeolinfthe table. 'The
bottom line in Table VIII.3 (labeled "Total Cost to Employer"”) requires
explicit comment. Here, the $58 per—weekkfigure for comparison employers
and the $64 per-week figure for STC employers refer to the total fringe-
benefit costs incurred by an average employer which offered all of the

benefits listed. To the extent that some employers offered only limited

Estimates of fringe-benefit costs were based on fringe-benefit
cost rates from BLS Employee Compensation Surveys, which were then applied
to estimates of the wage base drawn from Ul administrative records for each
benefit that the respondents to the employer survey indicated they ‘
provided.
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TABLE VIII.3

PERCENTAGE DISTRIBUTION AND ESTIMATED VALUE OF FRINGE BENEFITS

Percent of Employers .Estimated Cost Per

- Offering Benefit?® Person-Weekb

Comparison STC .Comparison STC

Employers Employers Employers Employers
Medical and Other 91.9 9.6 C§ 1882 $ 19.57

Insurance ' S '

Pension/Retirement : 40,9 4,7 20.50 . 23,61
Severance - _ 31.1 L3717 2.93 3,14
Paid Sick Leave : : 71.4 0 Th.6 ‘ - 3.67 C3.75
Paid Vacation 98.1 99,2 - 12,88 - 13.66
Total Cost to Employerc - , ‘ 58,40 63,73

NOTE: Fringe benefit costs were estimated by using beneéit rates from BLS Employee
Compensation Surveys and wage data from UI administrative records.

a : » (
The sample consists of those employers which provided any fringe benefits.

b : ,
Computed only for those employers which offered each benefit.

c .
Computed on the assumption that the employer offered all benefits.
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‘benefit packages, the average costs of those packages could be computed by
using only some of the entries in the table.-
In order to estimate the costs to employers under various work-

force adjustment methods, our employer survey asked how various fringe

benefits were treéted when STC was used and work time was reduced. The
results of those questions are reported in the first three columns of Table
VIII.4. Overall, the vast majority of employers reported that they -
retéined full benefits during such periods. Only for peﬁsioné and paid
vacation (benefits which afe sometimes based on total wages paid) did as
ﬁanyras 5 percent of the employers in the STC sample report a prbportionai
reduction for short—time periods, énd virtually none Of/the employers
eliminated benefits entirely dﬁring these periods. Thus, although the
state's STC statutes did not explicitly requiré that fringe benefits‘bg
maintained, most employers seemed'tb have followed such“a policy.

By using the results shown in Tébles VIII.3 and VIII.4, we were
able to estimate the fringe-benefit costs that would be incurrea by
employers under each of our adjustment scenarios. The results of these
simulations are reported in the final two columns of TaBle VIII.4. The
figures reportgd refer to the additional fringe-benefit cost per equiyalent
week of work reduction incurred by an average employer using reduced hours
instead of either a layoff strategy or a combined léyoff/reduced—employee—
utilization strategy. In making these computations, we assumed that laid-
off employees received no fringe benefits, and that the "average" employer
reduced some benefits proportionally to the extent reported on our
survey. _Therefore, the "total” figure reported in the table refers to a

hypothetical employer which offered all of the benefits and followed a

213




TABLE VIII.4

DIFFERENCE IN FRINGE-BENEFIT COSTS BETWEEN STC

AND LAYOFFS

Difference in Weekly

Percent of Employers: : Benefit Cost from Using
‘Retaining  Reducing ~Eliminating STC per Equivalent
; Full . Benefit Benefit ' Work Reduction®

Benefit ‘ Benefit Proportionately  Completely. . 1,00 Layoff 0.75 Layoff
Medical and 98.7 ' 0.8 ' 0.5 $ 19.43 $ 14.57

Other Insurance

Pension/Ret irement 92.6 » 5.9 1.5 - 19.34 14,50
Severance 99.6 0.6 . 0.0 ' 3.03 2.27
Paid Sick Leave . 96.4 , 3.2 e ; 0.3 - 3.63 2.72
Paid Vacation 93.9 5. 1.0 12,7 9.53
Total Costs to , s o | 4 58.14 43.60

Employer?

NOTE° Each line in the table was computed relative to the set of STC employers which offered
that benefit to at least some employees.

The alternative assumptions were that either one full layoff or 75 percent of one layoff week
is equivalent to one person-week of STC.
b

The total costs to employers are computed on the assumptlon that  the employer offers all of
the fringe benef1ts.~
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policy of eliminating those benefits totally.for laid-off employees. For

cases in which specific benefits wefe not offered or in which benefits were

continued for laid-off employees (as is EOmetimes the case with, for

example, health insurance benefits), the total figure should be reduced by

the amount listed for that specific benefif iﬁ'the'table. For example, an
average employer which offered only inSurenee, pensions, and paid vacations
but which continuedkinsurance ceverege for laid-off workefs would incur
additional benefit costs of $32.05 ($19.34 + $12.71)'per week of
uneémployment by‘using reduced hours rather thanvlayoffs. If the
unemployment spell lasted 20 weeks (as we assumed in our scenarios), the
total additional fringe-benefit costs would be $641 per layoff or layoff
equivalent. The figure would be smaller under a combiﬁed layoff/reduced-
utilization strategy, since both emplqyees on reduced hours and those being
utilized less fully would receive full-benefits.“ Overali,rthen, the
results of Table VIII.4‘suggest that the tendency of employers to centinue
full benefits for employees on STC may have added significently to their
labor costs during the period of STC use.

By using the results of our eXamiﬁatioﬁsJof‘hirihg and fringe-
benefit costs, we were in a position to provide a qualitative asseesment of .
the relative cost of STC fo employers. For most employers, it appearS’that
the additional fringeebenefit costs associated with reduced hours -probably
exceed the expected additional hiring and training costs associated with
layoffs. Only for employers which maintain very restrictive benefits
policie$ during reduced hours or for which the expected hiring costs are

unusually high do our estimates suggest tﬁatvemployers'would actually save
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on‘adjustmént costs by using STC during periods of reduced labor demand.1
Since STC use may also have involved some incremental UI tax costs and some
additional administrative burden (see Section C beloﬁ), the conclusion is
further strengthened. |

0f course, the employers in our sample did voluntarily choose to
use STC, and it should be presumed that they must‘have”expectéd to benefit
from doing so. As supporting evidence for the presence of net benefits for
employers, we observed a fairly high incidence of secoqd plans and plan
renewals in the two states in which they were allowed. Moreover, 88
percent of the respondents“to the employer survey which had used STIC
reported that they would use STC again to maﬁage a Work—reducfion
situation. Therefore, gains in terms of the factors that we were unable to
measure (such as higher overall employee prdductivity, an improved labor-
relations climate, or simply greater perceived fairmess by employers) may
have in many cases outweighed the types of modest incre@eﬁtal labor costs
which we have estimated. However, estimating these additional benefité was
beyond the scope of the present projectkand woﬁld, in’genéral, pose

formidable obstacles to drawing precise quantitative calculations.

N

C. COSTS TO THE UI SYSTEM
The participation of employers in STC may affect the costs of the

UI system in two general ways: (l) benefit. charges (and possibly tax

1 ,
Since expected hiring and training costs were assumed to be

independent of the length of the layoff, whereas our relative fringe-
benefit computations did depend on the length of the layoff, employers
which face very short periods of reduced labor demand probably would
benefit from reduced hours relative to layoffs in terms of these two
adjustment costs. » .
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contributions) may differ under various work-reduction strategies, and (2)

administrative costs associated with paying benefits may also differ among
) ‘
the options. Although in Chapter IV we have already provided a detailed

examination of the first of these costs, it seems appropriate here to

provide a prief summary of our findings before turning to a more extensive
examination of administrative costs. | |

Our previous discussion showed that, relative to layoffs,
participation in STC creates additional benefit charges to the UI trust
fund both because average weekly benefit amounts are higher under STC and
because somewhat higher levels of compensated unémployment occuf under the
program. Since these additional charges are not immediately incorporated
into UI tax schedulgs, they would pose short-term costs to the UL system.
Over the longer term, UI expérience—rating fofmulas, together with specilal
STC surtaxes, should recoﬁp a large portion of these differential charges,
although the precise extent of that recoupment was very difficult to
estimate with any precision. |
’ Estimating the relative administrative cosﬁs,of UI and SIC benefits
was a conceptually simpler process than was estimating the impacts on the

trust fund, since it was unnecessary to consider any offsetting tax

From the perspective of society as a whole, it is important to
note that regular}UI and STC benefit payments and related tax collections
are transfers that represent neither social benefits nor costs. Only
differing administrative costs would enter into a complete social benefit-
cost analysis of regular UI and STC options.

From the employers perspective, it is the tax increases induced
by higher benefit charges under STC that affect the costs of adjustment
options. Our analysis suggested that such additional costs may be
significant, but, because of the complexities of the operational
experience-rating formulas over the long run, we were unable to estimate
that cost quantitatively. '
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collections. Unfortunately, data on such éosts,we;e provided only by one
state (Arizona), and, moreover, those &éta were not ideél for our
purposes.l Still, we decided to proceed with using these‘data, since théy
represented the only information availébie on an important aspect of the
relative costs of STC.

Table VIII.5 reports ;he réSulis of our analysis of administrative
costs. The basic data on which the'analysié was based appear in the first
two columné‘of the table, which report the per-unit costs (in terms of
minutes .of labor time spent) of various regular UI and STC functions. The
next three columns of the table indicate the number of units required for
each of these functions under our~thrée scenarios. ‘Some of these entriés
were derived directly from the scenarios. For example, since the work—-time
réduction was' assuméd to be 25 percent, STC would require four times é‘s
many initial claims as WOﬁld be required for an equivalent UI spell arising
from a layoff. Weeks claimed would also be four times as great under STC,
given the 25 percent work reduction. Conversely, estimates for the number
of determinations made fdrzspells of regular UI and STC collection were
taken fromfactual counts in the time-study records, adjusted for the claims
activity assuméd under the scenarios. Thé final thréé columns of Table
VIII.5 preéentvtheftotal cost estimates (reported in minutes), calculated

by multiplying the:assumed levels of activity by the per-unit cost figures.

The time studies on which administrative cost rates are based are
conducted only episodically, and the time studies for regular UI and for
STC were conducted at different points in time. The time study for our
reported STC costs was conducted in August 1982; the time study for the
regular UI costs was conducted in September 1979. These figures were
chosen because they were the Ul administrative cost rates that were
actually in effect in Arizona in FY1983.
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TABLE VIII.5

DIFFERENCE IN UI ADMINISTRATIVE COSTS BETWEEN STC AND LAYOFFS

Units Used Per " Administrative Cost Per

[ Minutes - ‘ Equivalent Equivalent
| v Per Unit Layoff Reduction? Work Reduction (Minutes )
UI Cost Regular ~ 1.00 0.75 1.00 1.75
& Element _ur STC - Layof £ Layoff STC Layof £ Layoff STC
g Initial Claims 46.23 29.09 1.00 0.75 4.00 46.23 34.67 116.38
|
{ Weeks Claimed 7.90 5.94 20.00 15.00  80.00 158.00 118.50 = 475.20
Nonmonetary
Determinations
Separation 80.15 Nede 0.19 0.14 Neas 15.23 11.22 Nede.
& Nonseparation 41.32 17.00 -  1.61 1.21 1.30 ©66.52 50.00 22,10
© . ‘ : :
Total Variable Costs " Nea. Ne.a. n.a.. n.a. n.a. . 285.98 214.48  613.68

; ) : Fixed Costs

Plan inquiries . nea. 14.60
Plan approvals N.a. 201.07

a .
Assuming a work-reduction rate of 25 percent.

- Cost is expressed in minutes of administrative time.

c
Based on ratios of product counts for weeks claimed, 1nitia1 claims, and nonmonetary determinations

in cost study month.

n.a. means not applicable.




Although the estimates deriveé in this way suggest that STC use may
generate some savings in terms of the administrétive costs associated with
eligibility determinations, the overall cost compérisons were dominated by
the muph-greater claims-processing activity under STC. For an equivalent
épell of compensated gnemployment, total administrative costs (again,
measured in mihutes) were more than twice as high under STC as under
layof f-related UL collections. The estimated differential was even larger
when STC was compared with the layoff/reduced-utilization scemario, since
in that case only those employeeé who weré éctually laid off woﬁld impose
administrative costs on‘the UI system.

The limitations with our administrative data must again be:
stressed. Thevmost impgrtant of these limitations was that, because the
STC cost data reported in Table VIII.5 reflected only early expefiences
with STC,‘ghey may incorporatg ineffiéiencies due to both the newness of
the operatiéné,an& the small scale at which the STC program waé
operating. The costs may decline sﬁbstantially over time.as,states learn
how to Opefate the prograﬁ more efficiently; Our administrative report |
(Hershéy, 1985) ‘outlines someléf the operational efficiencies that have
recéntly been incorporated into the claims—processing ﬁrocedures of states,
but quantitative information to assess. the effects of these innOVations_on
césts is not yet available. 'Hence,'w?ether more‘efficiént claims
procedures might be able to compensate for the greater claims activity

under STC remains an open question.
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