wQa""me x_

. PROPOSED RENEWAL OF THE WORK OPPORTUNITY TAX CREDIT (WOT(C)

Federal tax credits to encoursge private-sector employers to hirg unskilled workers have been
available periodically since the 1970's and have become a key element in the goal of moving millions of
welfare recipients into jobs. In 1996, after a 1S month hiatus with no federal job tax credit program, a bi-
partisan group in Congress completed a major overhaul of the original Targeted Jobs Tax Credit (TITC) in
response to perceived shortcomings of that program. The new WOTC program will complete s one year
“trial period” on September 30, 1997, and needs to be extended and improved.

WOTC provides employers a fax credit equal to 35% of the first $6,00¢ in wages paid to certain
unskilled persons who work a minimum of 400 hours. Qualifying individuals include persons on AFDC for
9 consecutive months out of the previous 18 months; 18-24 year olds who live in an empowerment zone
{EZ) or enterprise community {(EC); 18 - 24 year olds who are members of families on food stamps for the
last six months; veterans on fuad stamps; vocational rehabilitation referrals; low-income fetons; and 16-17
vears olds in EZs and ECs {eligible for summer employment only).

Employers participating in the new program recognize that concerns with the old program have been
addressed and support the administrative improvements made, However, after six months of experience,
they have identified some problems which need to be addressed 1o Improve the program’s effectiveness.

e The combined 488 hour work requirement and 35% credit fall to compensate employers for
thie higher cosis of recruiting, screening, training, and supervising high risk employees. Since
most workers Jeave before reaching the 400 hour threshold, many to take a better job, employers are
forced to commit significant financial and managerial rescurces to participate in the program with
little prospect of recouping that investment. As a result, employer participation in WOTC has fallen
far short of expectations. \

. The short-term life of the program slso discourages employers from participating. To cam the
WOTC, an employer must change its hiring strategy, procedures, and paperwork in order to hire
persons less qualified than it prefers. Many employers require a multi-year progranm to justify the
investment needed to make such significant changes.

Congressmen Amo Houghton (R-NY)} and Charles Rangel (D-NY) will introduce a bill to fix these
problems. It is likely that the proposed changes will be affordable under the existing cost estimates for
WOTC. The Houghton-Rangel bill will:

1. Increase the value of the credit to 40% for persons working at least 400 hours.
2. Grant a partial credit of 25% for persons working at least 120 hours but less than 400.
3 Extend the program for three years through September 36, 2000,

4, Clarify the welfare category by including persons receiving AFDC benefifs for any 9 of the
previous §8 months (the current interpretation requires 9 consecutive months),

If vou would like to become a co-sponsor, please contact either David Pearce (225-3 261} in Mr.
Houghton's office, or Jim Griffin (224-4365) in Mr, Rangel's office.



JOB DISPLACEMENT OR “CHURNING™:
DOES WOTC CAUSE EMPLOYERS TO REPLACE PRODUCTIVE EMPLOYEES?

In considering the merits of federal tax credit programs encouraging the hiring of unskilled
workers, the question has arisen of whether such credits might encourage employers to replace
existing workers with new employees who qualify for the credit. The clear answer is NO. The only
way that job displacement, or “chumning,” would even begin to make financial sense to an employer
is if the value of the tax credit for the new employee exceeded the costs associated with hiring and
training the now person. This is definitely not the case with the WOTC.

L Employers do not diseard productive employecs, even low-wage entry Ievel workers,
and replace them with unskilled persons who have limited work experienee,

A major challenge for employers hiring entry-level employees is to find persons willing to
stay with the job. High-tumover brings constant turmoil and disruption to the work place.
Employers asked about *chumning” forcefully reject the idea that they would discard a useful
employee in exchange for the possibility of receiving a modest tax credit for hiring an
individual who will require extensive training and supervision. Mo evidence exists that even
suggests employers “churn™ or displace existing workers in order 1o receive a WOTC.

L It costs more to hire a new person than an employer can expect te receive in WOTC tax
credits for a newly hired person.

Human resource professionals caleulate that it costs $500 - 1,500 (average: $900) to recruit,
screen, and train an entry-level employee. Early WOTC data show that about 75% of entry-
level hires thought to be WOTC-¢ligible are certified as such by state agencies. Of these,
only half reach the 400 hour minimum work requirement. For them, the average net credit
is just under $1,100. Therefore, for every new hire thought to be ¢ligible for WOTCT, an
eraployer can expect 1o receive a net tax credit of approximately $413 75 x 50 x §1,100 =
$413]. No employer would invest $900 to hire a person in exchange for a $413 tax credit.

Does WOTC tend to discriminate against those who are ineligible for the credit?

The primary purpose of WOTC is to reduce employer resistance to hiting persons on public
assistance. The problem is particularly acute because welfare reform is forcing hundreds of
thousands of people lacking basic job skills and work experience into the workforce in a very
short period of time. Rather than creating a preference, the WOTC 1s a public-private
partnership which helps “level the playing field” by offsetting some of the higher costs
associated with hiring and training these people. Unfortunately, the value to the employer
of the WOTC is proving to be inadequate in making public sssistance recipients competitive
in the job marketplace. Preliminary program resulis show that the WOTC is nof meeting
expectations, demonstrating the urpent need for some modifications to the program,



WHY EMPLOYERS DON'T HIRE WELFARE RECIPIENTS

For welfare reform to succeed, private sector employers must be persuaded to undertake
actions which they generally believe are contrary to their business interests:

Recruiting and hiring persons with no job skills or work experience;

Training them in job skills, people skills, and workplace behavior;

Supervising them closely but with extra patience; and

Helping them cope with crises in ¢hild care, transportation, health, housing, etc.
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Most employers won’t take on such disruptive and costly burdens. Although WOTC helps
compensate for some of the extra costs of bringing persons on public assistance into the workforce,
the program is not yet achieving the desired results. Too few employers are participating because
WOTC fails to offset a sufficient portion of the employer’s higher costs,

The WOTC is equal to 35% of the first $6,000 of wages, so the maximum credit would
appear to be $2,100 [.35 x $6,000]. However, since the amount of the credit must be added o
income, its net value to the employer is considerably less. If an employer has a 35% tax rate, the tax
bill on 2 $2,100 WOTC credit would be §735. Therefore, a $2,100 credit would have a net valuc
1o the employer of $2,160 - $738, or $1.365.

Most WOTC-eligible employees don’t cam the maximum credit, of course. In fact, it is
expected that the average net credit for WOTC-cligibles who work at Jeast 400 hours will be about
$1,100. Furthermore, since only 75% of these thought to be WOTC-eligible turn out be eligible, and
since less than 50% of those eligible will complete 400 hours of work, only 37.5% (50% of 75%)
of those thought to be eligible will actually earn a tax credit. Therefore, the tax credit an employer
can expect for each employee thought to be WOTC eligible is only 37.5% of $1,100, or $413.
Human resources experts calculate that it costs $500 - 1,500 per person (national average: $§900) to
hire and train new employees, so the employer of WOTC eligible persons will not, on average, even
come close to recovering the higher costs associated with employing those persons.

s¢ On Public Assistance

‘The best way to move more peeple from wellnre to work Is to increase emplayer
participation in WOTC, That can be done by enhancing the credit and creating a stronger
public-private partnership. WOTC should be nrodified by:

(1) Increasing the value of the credit to 40% for these working at least 400 hours; and
{2)  Granting a partial credit of 25% of wages for those working at least 120 honrs but fess
than 400 hours.

This would increase t¢ about $518 the net tax credit an employer could expect to receive
for hiring a likely WOTC eligible person. This change in expected return will bring more .
emplovers into the program, and will result in mere public assistance rcc:plents moving
successfully from welfare to work.



Calculation for change in expected net credit:
For WOTC-eligible persons working more than 120 hours but less than 400 hours:

1. Assume 250 work hours @ $6/hr = §1,500 total compensation

2. Credit of 25% [.25 x $1,500] = $375.00

3. L;zss 35% corporate tax rate [.65 x $375.00] = $243.75

4. Assume 25% of WOTC eligibles qualify [.25 x $243.75] =61

5. Adjust for fact that only 75% of those applied for are WOTC eligible [.75 x $61] = §44
Adjust current expected net credit for 40%:

40% is one seventh more than 35%, therefore, increase $413 by one seventh

[$413 x 877 (1.143)] = §472

Therefore, an employer hiring 8 person thought to be eligible for WOTC could expect to
receive a tax credit equal to:

5472+ 846 = $518



HOW DOES WOTC DIFFER FROM THE FORMER TJTC PROGRAM?

The new Work Opportunity Tax Credit {(WOTC) program was enacted in 1996 ags a
fundamental transformation of the expired Targeted Jobs Tax Credit (TITC) program. TITC was
first created in 1978 and was modified and extended periodically until the end of 1994

The Department of Labor Inspector General and othiers criticized the structure of the TITC
program because of its potential for abuse. There were two major triticisms of TITC: (1) emplovers
were not required fo try to determine an individual’s eligibility for the credit prior to hiring the
person, thus creating the potential for a “windfall” for employers; and (2) the “high risk youth”
category of eligibility was so broad as to include some young people from middle class backgrounds
without genuine need. These two items were changed substantially in WOTC.

WOTC ineludes the following major changes from the TITC program:
ing Requirement. WOTC requires an empioyer to determine whether or not a new

mp{}yems izkeiy to be eligible for a tax credit on or before the day a job offer is made. TITC
permitted an employer to gather this information afler the person had already started work.

2. Tighter Eligibility Requirements. WOTC specifically targets persons on public assistance or
at cl@m~ nsk of becoming publicly dependert. The main changes from TITC are (1) requiring that
AFDC recipients receive benefits for 9 out of the previous 18 months [TITC only required that a
person be on AFDC for 3 months}; and (2) limiting the youth category to 18-24 year olds cither in
fumilies on food stamps for 6 months, or living in an enterprise community (EC) or empowerment
zone (EZ) [TITC’s “economically disadvantaged youth” category was 18-22 year olds in households
with incomes below 70% of the BLS lower living standard], Both programs have similar eligibility
rules for veterans, vocational rehabilitation referrals, and ex-felons,

Requirement. WOTC reguires an eligible employee 1o work at least 400 hours
bcforc any crcdlt is eamad 'l‘fl“ € had a minimum work requirement of 120 hours,

4. Lower Tax Credit. WOTC grants a maximum credit of 38% of the first $6,000 in earnings.
TITC had a maximum credit of 40% of the first $6,000 in earnings.

Preliminary results for the new program have fallen well short of expectations, Many
employers are not participating because of the high cost of screening, hiring, training, and
supervising persons with paor job skills and minimal work experience. Participation could
be increased, and more persons hired, if {(a) a partial fax credit of 25% were offered for
persons who work at least 120 hours, but don’t reach 400 hours;.and (b} the credif for those
working at least 400 hours were increased to 46%.
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February 4, 1997
Mr. Bruce Reed
Assistant to the President for Domesiic Policy Development
The White House
1600 Pennsylvania Avenue, NW
2nd Floor West Wing

Washington, D.C. 20502
Dear Mr. Reed:

As you know, the New York Times printed an article and editorial regarding hiz“ing tax
incentives. Atmy request, Congressmen Range] and Houghton sent on Friday the following

response to the Tires. || thouzh( you would be interested ifi $eeing it.

Sincerely,

William A. Signer
Vice President
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TAX BREAK 10 EASE
PATH OFF WELFARE

Plan Calls for Federal Subsidy
to Aid Businesses That Hire
Long-Term Unemployed

By ROBERT PEAR

WASHINGTON, Jan, 37 we Pregi
dent CHaton, In keeping with 3 cam.
palgn pramise, will soon stk Cone
Rress o provide tax credits o buasi-
fiessex hat hira long.eerm welings
vetipiants, Administration oftieials
said estay,

Byl even before the propasal s
tormally made, Critics have bepun o
express doubis about whether such
credies will achiove thelr goal. Egone
sty inside thie Government and a
saveral universithes suia that similer
credlis in the Bast had provided s
windfall to eraplavers withous slgnit
izantly Increasing the aumber of
pony poonie hired. T .

Tnt ther Prrasidentisl campzigs, Mr.
Clinton 3514 that he wanted (0 oreaia
snie mililon jobs for welfars reciph
£r1% by the yoar 2080, The faw web
fare faw, signed By Mr Cunton on
Aug. 12, will send hundreds of thou.
sands of poople into e job marke
becauns H raquires most adolts on
weifare 1 work within 1ed yaars of

receiving aid,

ndar My, Clinton’s new proposal,
1 be incipded in nis budger next
wiek, eplovers could 1ake 3 credit

equal @ 3 poreontof the Hirst 310,500,
i wages paid (v long-term weltars

recipients — & sornewhnat bigger sole
sidy than has been avaiiabis i e
Das. Suek ax cradits hava bees sl
lowed, in ong form ar snother, Tor 25
years, The txx credit propused by
Mr, Climon would be svailsble for
hirin
fare for At #6381 18 moaths, By ¢oh.
raEst, the cottent G eradit, squal lo
35 perceat of the first $6.000 In wages,
is availanle for kiring people who
have been on weltate {or § of thy fast
18 menths.

Charles €. Masten, Inspector gen-
erai of the Lebor Department, said
he had ctndied a tax subsidy known
as the aegeted Jobs tax credls, which
provided credits to employers who
hired welfare recipients snd mem.
Jbers of several other Jow-insome
groups. That credit was created in
1975 and expired on Jam 1, 1994

Mr. Masten reported. Iri 1994 that
the tax credit bad “*virtualiy no bm-
pact on employers’ decislans o hire
members of these groups. Indeed,
he sald, 52 parcent of the workers
hired undey the program would have
been hired without the tax sredis,

202 AT1 BBGY

peitpia whe Mad been on wep

After conduiting several audis,
Mp, Magten saig, T gan only con-
ciude thal the tax eveditis 3 wlm!!atlz
Yor empleyers sipee the program 13
meensequentisl 1n encouraging the
amployiosnt” of waltare reciplests .
and the pther groups 1t way intended
10 help,

Muorsover, he wrate, “The cosis of
the targeted johs (ax eradit pragram
{ar exceed ity benefits.” Auditors es-.
timated that the program had cost
$374 millon 4 year and had produced
benetits of $140 million 2 year in
wagex for people whe would not oth-
erwise have been hired, Mr, Masten-
poncluded “Only abour 37 cents ol
peonamis eenetitwere returned for-

each doHar in tax credits and admin-
istrative costs,'” v

But Rahm | Emanuel 4 senior
auviser w te Prosident, said onight
thas Adminiswration stficlais he
Heved that the proposed pew zax
-Crediy would b mare effective than
garlisr vergions, He sald B was 7 just
gee pece ¢f an oveeall strazegy 1
make work more arsotive tan
weitare” The other claments he
said, inclivde i care, an incrzase
b the trinirausrg wage, health Ly
aaue for pegple lnaving wellars tnd
wnnsportation to help peopie gt o
thelr iohs. .

Gene B Sperting, director of the
Matonal Econmtmic Councl, sald,
We speciiically deslgned the pro-
poxal for 5 new fax eradit with erith
clsm of heoldanein mind™ -

Crities said that M o W percens of
the peopie hired wder proviooy pro-
grams would have been hired with-
sut tax oredits. But M Speriing said
that emplayers on (helr own were
palikaly & hire e intended benetl.
sharpes of the proposed naw ax ored-
i1: people.en welfnre for 18 months

Indesd, some empioyers say that
they witl be felactan we Mre jong.
tern welfere reciplents ewen with
id 38K Credil. A persan on weifare
Tor 18 manths of more {8 onlikely 1o
have the shills, experience or work

- pihile That ermployers seck, ey sy,
Tt Lisda Lévine, sn ecoumist 2t i

Corgiressionul  Research  Service,
sald there bad boen fwo probioms
with enrlier vorsions of the txx credlt
for hiring weifare recipients. In
many cases, she said, employers dig
ol knew whether jeb appileants
worg on weltare hecasss they did ng
a5k, In part because  employers
feared that they would do sued

" they ssked. Thus, she sakl, 'thg tax

Credis was uswally brrelevant to the
hiring decisien’ and did net alier

| efnployers' beliavior,

i On the other-hand, she sald, job

© dpplicants who sdvertised the: face
that they were on wellars were often
stigmatized, and companies were
less Whaly to hire them because the
eraployers belleved that they would
e dess productive thia other em-
ployees.
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Gary Surtless, an ecotamist At e
Brookings Instiution who has stod-
jed the uze of the tax cradit, £5i48 in
an imerview: *'People got fewer job
offers if they mentioned to employ-
ers that they were covered by thig
tax subsidy. The result was exacty
the reverse of what we antfcinared.®

Roberl B. Reich, who stepped
down on lan, 12 ag soeretary of La-
bar, said that Congress last year
passed lagislation “to reform the
worst abuses in the targeted jobs tax
credit pragram.” But he sald that
such credits would not be 3 panacea.

I an intarview last week, he said:
“What worries me sbout tax eradits
to induce employers to hire peopic
off welfase |s that they may became
a sart of sugma. It°s Jlke 2 scarfer
tofter — 3 sign 1o emplayers that this
persep could not otherwlse got 2
Job” ot

wet BHf3am A Signer, = lobbyist for

compantes that use the tax crediy
sai¢ the stigma had declined i re-
cent years. as lnrge campanles made
grearer use of the credit.

Hr. Signer 5aid the W Credit kad
kelped notsis. resiauranis, super-
msgrices and other retoli wores that
hire  insxperienced workers with
minimal skills and itizle education. In
view of tha changes meade Iast year,
e s34, employers whe paricipate
in the program now have & <lexr
incentive 1o hire morg welfare recipl-

£nrs snd others who are chronically

L -Republicans in Congress - have
praised President Clntn for trying
to eqlist business exscutives in the
effort (o hire wWellare recipients. But
they have alse urged him to proceed
with caption, In & recent {etler to Mr.
Clinton, Repressotazive Bil Archer,
the Texas Republican who s chalr-
man of the Ways and Mesns Com-
tnitten, sudd, ““Weilxre recipients
shaushd aot be given obs af the e
pense of the working poor who mzy
ot quealily for & corporate ax eredh
bt who aonotheless sl need jods”

Exrter versions of the tax ciedit
spawncd 3 whele Jiasiry of persone
na) sonsultants whae dld the paper
WOH neeessary o get the tax cradit
for smpioyers. These coinpanies be-

came potehl Khbyists for the tax .

ceredit, .

“A aymber of studles found dhat
employers  did oot significantly
change their recruitraent policles,
byt instaad telled upon cotstiting
firros to deterndoe whigh of thelr
newly Mred workers esbhcidentally
were members of the eligible popuia.
thon,” suid Ms. Levine of the Con-
gressions] Research Service. *Per
haps Yomewhere between 70, percent
and 40 percent of the cradins clalmed

anemployved, —

Zions/00%

‘wnder, the targeted jobs, tay eredit -

prograim were for hirng that would
hiave occutred without beneflt of the
credie.”
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President Clinton’s propasal 1o give tax credits
to eompanies that hire Jung-term welfare recipionts
can modestly boost employment and bicome of this
hard-to-hire group. The positive impact i unlikely
o be large, but 1ax Cradits are probably the mest
that Corygress is willing to do te protect those wha
are It harm's way of the new welfare law, which
impases time Hmits on Federal cash agsistance.

. Tax credits tar employers ¢ hire disadvan-

T razed workers have been used on and off gince the
1560°s without much success. Indeed, ia some Cases
such programs have hurt the intended berigficiaries
w Yy stigmarizing the subsidized applicant as
problem hire that emplevers would be better off
avaiding. The Administration is well aware of the
mixed record of tax credits and hag designed s
progsal te avaid the major pitialls.

The plan would give emplay«em a tax gut of 50
percent of the first $15.808 in wages paid o welfare
recipients who kave been on the rolls for at least 18
manthe, The eredit (5 larger than thas provided by
previgus programs, giving Mr. Clinton's plan a
better ehance of enticing employers to participate.
He would avoid stigmatizing most former welfare
recipients in the markeipiace because his plan
sybsidizes only Iong-lerm recipienis of welfare. At
warst the Clinton propesal will fail 16 cresie many
new hires, in which ¢ase & will not cos' Washingon
miuch money.

Theve is, howeaver, a chance tz'e ptan wiif do

-
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Tax Credits for Welfare Hires

some good. Prof. Lawrence Xatz of Harvard kas
shown that sarme tax-subsidy programs during the
147's and 90's boosted employment ot disadvan-
taged young adults by severa! parcentage poinars,
and reised earnings of adult women by 15 pereent

Boog o6

and of adult mes by W0 percest. Tax subsidies .

warked betier when comblned with direct spending -

on job creation {n areas of high unemployment. Mr. ...

Clinton takes heed of Uds candeusly optienfstic |
reading of the past by proposing o turn gver abour .
§3 bitton to localitiey where there is high unemploy-

ment 3nd welfare dependency to create privaiwe and
public work sicts. The Presidemt iz also lobbying
churclies and nonprofit arganizations 1o ereate jobs
for welfare reciplents,

But the plan wiil be hard pressed o register
even the modest gains of the best-run prograrnes
from the past Fotusing on jeb applicants with the
poorest sxills and amployment records will make it
hard t6 score many victories. -

The truth is that Mr, Clinten, who signed the bill

. that will deny cash assistance to jung-term welfare

Tecipients, has few other options to seften the bhlow,
A Republican-led Congress is not sbout to spend
epough maoney on public-sector jobs ar any other
diract relie! to accamnmodate the aumber of peopls
wht will axhaust cash assistance before thay find
private-sactor work. Mr. Clinton hopes © sell the
G.0.P. on a tax cut for employers. For row, that is

- about #ll he can 4o,
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To the Editor:

We appreciate the recent attention the Times has paid 0 the issuz of granting tax credits
10 emiployers who hire welfare recipients (article of January 28 and editorial of Jamuary 30).
Unfortunately, by linking outdated criticisms of an expired tax credit program to an expected
initiative from President Clinton, you have almost wiaily ignored a year and a kailf of bi-partisan
zffort in the Congress (working closely with the Administration and private employers).to create
a brand new public-private tax credit program called the Work Opportunities Tax Credit
(WOTC) whickh is just gewing underway nationwide. It will be an integral part of the President's
efforts 1o find jobs for millions of welfare recipients. i

Although millions of people were helped by the old Targeted Jobs Tax Credit (TITC)
program, its critics charged that many employers were rewarded despite the fact thar eligibility
for TTTC was not taken into zonsideration when the hiring decision was made. The new WOTC
program addresses that xiticism in 1wo ‘ways: it requires employers W screen for cligibility
during the job application process, and it tghtens the eligibility criteria to assure that the credit is
available only for those who have de mcns::ramzi a significant history of dependence en public
assistance programs.

As your editorial makes clear, welfare recipients and ether unskilled persons bring major
challenges to the workplace. They require special attcation, training, petfence, — and extra cosws.
Most employers refuse to commir the necessary resources for dealing with these “special” cases.
Formunately, some employers are willing to try to integrate those on weifars into their workforce.
These employers have found that if they devote the needed resources and time, they can
wansform public assistance recipients inio productive workers. These employers have become
comformable with hiring credits because it provides them with the resources they need to engage
in on-the-job tralning. This new hiring tax credit helps o offter at least 2 portion of the higher
costs associated with employing the hard-core unemployed.

The probiem is that not enough employers even know that there is 2 new program, much less
participate in it. What we need to do sow is 1 encourage even more mploym, especially small
and medium sized businesses, 1 pardeipate in the national goal of moving p:zoplu from welfare
10 work. We urge the President to continue using his bully pulpit o ensourage private sector
businesses 1o make greater use of the WOTC program. It is sur hope that WOTC will be |
renewed and expanded in 1997 and tha: more employess will become aware of and pazﬂcipate in
the prograrm. .
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