
PROPOSED RENEWAL OF TIlE WORK OPPORTUNITY TAX CREDIT (WOTC) 

Federal tax credits to encourage private-sector employers to hire unskilled workers have heen 
available periodically since the 1910's and have become a key element in the goal of moving millions of 
welfure recipients into jobs. In 19%, after a15 month hiatus with no federaljob tax credit program, a bi­
partisan group in Congress completed a major overhaul ofilie original Targeted Jobs Tax Credit (rHC) in 
response to perceived shortcomings aftfult program. The new WOTC program win complete a one year 
''trial period" on September 30, 1997, and needs to be extended and improved, 

WOTe provides employers a tax credit equat to 35% of the first S6~OOiJ in wages paid to certain 
unskilled persons who work a minimwn of400 hours. QualifYing individuals include persons on AFDC for 
9 consecutive months out of the previous 18 months; 18-24 year oids who live in an empowerment zone 
(EZ) or enterprise community (Ee); 18 - 24 yearolds who are members of families on food stamps for the 
last six months; veterans on food stamps; vocational rehabilitation referrals~ low~income fe!ons:~ and 16~17 
years olds in EZs and EC;s (eligible for swnmer 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 to improve the program's effectiveness. 

• 	 The combined 400 hour work requirement and 35°;' credit faU to compensate employers for 
the higher costs of recruiting, screening, training, and supervising bigb risk employees. Since 
most workers leave before reaching the 400 bour threshold, many to take a better job, employers are 
forced to commit significant financial and managerial resources to participate in the program with 
little prospect ofrecouping that investment. As a result, employer participation in WOTC has fallen 
far short of expectations. 

• 	 The sh-ort..fenn liCe oCthe program also discourages employers from participating. To earn the 
worc, 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 program to justify the 
investment needed to make such Significant changes. 

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

1. 	 InCJ>ea.'Je the value ortbc credit to 40% for persons working at least 400 hours. 

2. 	 Grant a part~J credit of 25% for persons working at least 120 hours: but less than 400. 

3. 	 Extend the program ror tbree years througb September 30,1000. 

4. 	 Clarify the welfare catego-ry by including persons receiving AFDC benefits for any 9 of the 
previous 18 months (tbe current interpretatlon requires 9 consecutive months). 

If you would like to become a co-sponsor, please contact either David Pearce (225-3161) in Mr. 
Houghton's office, or Jim Griffin (224-4365) in Mr. Rangelts office. . 



JOB DISPLACEMENT OR ·CHURNING", 

DOES WOTC CAUSE EMPLOYERS TO REPLACE PRODUCTIVE EMPLOYEES? 

In considering the merits of fedeml tax credit programs encouraging the hiring of unskilled 
workers, the question has arisen of whether such credits might encourage employers to replace 
existing work.", with new employees who qualifY for the credit. 111e clear answer is NO. The only 
way thafjob displacement, or ·"churning.,·' 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 new person. This is definitely not the case with the wore. 

,loh Displacement and ~Chuming" Do Not Exist for the Following ReASOnS! 

• 	 Jl:mployers do Dot discard productive employees, even low~wage entry level workers, 
and replace them with unskilled persons who have limited work experiencc~ 

A major challenge for employers hiring entry-level employees is to find persons willing to 
stay with the job. High-turnover brings constant tunnoil and disruption to the work place. 
Employers asked ahom "churning" forcefully reject the idea that thoy would discard a useful 
employee in exchange for the possibility of receiving a modest tax credit for hiring an 
individual who \\oil( require extensive training and supervision. No evidence exists that even 
suggests employers "churn" or displace existing workers in order to receive a WOTC. 

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

Human resource professionals calculate that it costs $500 - 1,500 (average: $900) to recruit, 
screen, and train an entry-level employee. Early wore data show that abOut 75% of entry­
level hires thought to be WOrc-eligible are certified as such by state agencies. Ofthese, 
only half reach the 400 hour minimwn work requirement. For them. the average net credit 
is just under $1,100. Therefore., for every new hire thought to be eligible for wore, an 
employer can expect to receive a net tax credit ofapproximately $413 (.75 x .50 x $1,100 Q 

$413]. No employer would invest $900 to hire a person in exchonge for a $413 tax credit.. 
Does WOTC tcnd to discriminate against those who are ineligible for the credit? 

The primary purpose of wore is to reduce employer resistance to hiring persons on public 
assistance. The problem is particularly acute because welfare refono is forcing hundreds of 
thousands ofpeople lacking basic job skills and work experience into the workforce in • very 
short period of time. Rather than creating a preference, the WOTC is 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 
ofthe WOTC is proving to be inadequate in making public assistance recipients competitive 
in the job marketplace. Preliminary program results show th.t the WOTe is not meeting 
expectations, demonstrating the urgent need for some modifications to the program. 



... 


WHY EMPLOYERS DON'T mRE WELFARE RECIPIENTS 

For welfare reform to succeed, private seetor employers must be persuaded to undertake 
",,!ions 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 child care, transportation, health, housing, etc. 

Most employers won't tBke on such disruptive and costly burdens. Although wore helps 
compensate for SOme of the extra costs ofbringing persons on public assistance into the workforce~ 
the program is not yet achieving the desired results. Too few employers are participating because 
wore fails to offset a sufficient portion of the employer's higher cosls. 

rhe wore is equal to 35% of the first $6,000 of "'ages, so the maximum credit would 
appear to be $2,100 [.35 x $6,OOOJ. However, since the amolIDt of the credit must be added to 
income, its net value to the employer is considerably less. Ifan employer has a 35% tax mte,. the tax 
bill on a $2,100 wore credit would be $735. Therefore, a $2,100 credit would have a net value 
to the employer of$2,100 - $735, or $1,365. . 

Most WOTe-eligible employees don't earn the maximum credit, of course. In fact, it is 
expected that the average net credit for WOTC-cligibles who work at least 400 hours will be about 
$1,100. Furthermore, since only 15% ofthose thought to be WOTCeligibie tum out be eligible, and 
since less than 50% of those eligible will complete 400 bours ofwork, only 37.5% (50% of75%) 
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 WOTe eligible is only 31.5% of $1,100, or 5.4U. 
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 WOTe eligible persons will not, on average, even 
come close to reccvering the higber costs associated with employing those persons. 

How 19 Im()rove Emuloyer Willingness To Hire Those 01l.PubHc Assistance 

The best way to move more people from welfare to work is to increase employer 
participation in WOTc' That can be done by enhancing the credit and creating a stronger 
public-private partnership. WOTC should be modified by: 

(1) 	 Increasing the value urfhe credit to 40%, for those working at least 400 hours; and 
(2) 	 Granting a partial credit of2S% .fwages for those working all....t 120 bonn; but Ie•• 

than 400 bours. . 

This would increase to about ~ the net tax credit an employer could expect to receive 
ror hiring a likely WOTC eligible person. This ehange in expected return will bring roor. 
employers into the program, and wiU result io more public assistance recipients moviug 
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: 

L Assume 250 work hours @$61hr = $1,500 total compensation 

2. Credit of25% [.25 x $1,500] = $375.00 

3. Less 35% corporate tax rate (.65 x $375.00] = $243.75 

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

5. Adjust for fact that only 75% of those applied for are WOTC eligible [.75 x $61] = i4Ii 

Adjust current expeeted net credit for 40%: 

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

r~13 x sn (Ll43)) =UlZ 

Therefore, an employer hiring a person thought to be eligible for wore could expect 10 
receive a tax credit equal to: 

5472 + $46 = $518 



HOW DOES WOTC DIFFER FROM THE FORMER TJTC PROGRAM? 

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

The Department ofLabor Inspector General and others criticized the structure of the TlTC 
program bocause ofits potential for abuse. There were two major criticisms ofTITC: (J) employers 
were not required to 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 ofeligibility was so broad as to include some young people from ntiddle class backgrounds 
without genuine need. These two items were changed substantially in WOTe. 

WOTC includes the following major changes ITom the TITC program: 

1. fU:~'r.ti!linlt Requjremenl~ WOTe requires an employer to determine whether or not a new 
employee is likely to be eligibbl for a tax credit on or before the day a job offer is made. TJTC 
permitted an employer to gather this infonnation after the person had already started work. 

2. Tighter Eligibility RequiDlments. WOTC specifically targets pernons on public assistance or 
at clear risk of becoming publicly dependent. The main cbanges from TITC are (I) requiring that 
AFDC recipients receive benefits for 9 out of the previous 18 months [TITC only required that a 
pernon be on AFDC for 3 months]; and (2) Iintiting the youth category to 18-24 year aids either in 
families On food stamps for 6 months, or living in an enterprise community (EC) or empowerment 
zone (EZ) [TITC's "econontically disadvantaged youth" category was 18-22 yearolds in households 
with incomes below 70"10 ofthe BLS lower living standsrdJ. Both programs have similar eligibility 
rules for veterans, vocatioruU rehabilitation referrals, and ex~feloru;. 

3. Lollllet Work Re'lui ... menl, WOTe requires an eligible employee to work at least.400 hours 
before any credit is earned. TITC had a minimum work requirement ofill hours. 

4. Lower Tax Credit. WOTC grants a maximum credit ofllli of the first $6,000 in earnings. 
TITe had a maximum credit of~Qfthe first $6,000 in earnings. 

Preliminary results for the new program have fallen well short of expectations. Many 
employers are not participating because of tbe high cost of screening, hiring, training, and 
supervising persons with poor job skills and minimal work experience. Participation could 
be increased t and more persons hired, if (a) a partial tax credit of 25% were offered for 
persons who work at least 120 hours, but don't reach 400 bours;,and (b) the credit for those 
working at least 400 bours were increased to 40%. 
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80S 15th 5"""" N.W 
Suite 500 
Washing,on, D.C. 20005 
(202) 371-9770 
FAX (202)371-6601 

AssoCiates Incorporated ~ Public Policy Consultants 

February 4,1997 

Mr. Bruce Reed 
Assistant to tlle President for Dvme5tic Policy Development 
The White House 
1600 Pennsylvania Avenue, NW 
2nd Floor West Wing 
Washington, D.C. 20502 

Daar Mr. Reed: 

As you know, the New York Times printed an article and editorial regarding hiring lOX 
incentives. At my request, CQngressrr:.en Rangel Md Houghton sent on Friday the following 
response: to the Times. ~i thOughtyou......ouid~be-interestea ·iifseei~gJ(. 

Sincerely. 

William A. Signer 
Vice President 

http:CQngressrr:.en
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CLINTON WILL SEEK 

TAX BREAK TO EASE 


I PATH OFF WELFARE 


Plan Calls for Federal SU.bsidY 
to Aid BusinesSes That Hire 

Long,Term Unemployed 

By Roa£.R't PitA-I( 

WASHINGTON, len. 11 - Pre$j.. 
tlent CllncOfI, In kt(l:pln, wlth .·urnw 
JH;i&n ptotnue, will $000 uk COn· 
g~ to provldll I.U: c:r~ltS to bust­" 
ne.JSu that hlr. lone·terM welfare 
r.CiiT.'Q~•• I\dm!n",.tratl(ln t)fhc!als 
saM: toeay. 

Bllt e-ven I><!~ the proposal b 
formally made, I.'.l"'ltle$ n.,ve btlUtl 1'.1) 

e~ ~ubl:$ about whltthu aueh 
erodlu ...111 achieve t.hf:lr IDal. ieon· 
omms lNWe IJlt. Covenunent lUlU .,1 
seve:n.l WI!VersWa said that .imil,r 
credits: In tho: tlast had prvtlded a 
wiwifaU to empla}"tt$ without slpl!. 
lantly Incn!'ulnj the numbol. of 
ptW' people hlrftt '. . 

In tM Pl'tildtnt\e1 ca.rnp;Uan, Mr. 
t:'1tnton n14 that he 'Wanted ('(I euati 
ane mllllctt 1011$ for Wclfar. rKip;' 
tnts by \he year 2{IOIJ. TM new wet­
tan I..... sl,cTle4 by Mr. ClI.ntM on 
AUg. ll, will send hund~ of th'(Iu. 
Hlids of people inlt) t!\e job mark... 
!:>«aUSI U rt!\1ulr~ moM edults on 
qta.. to wor;: wlfl'lln rwQ yeAr.$ or 
reuJvll'\£ ald. 

tIMer Mr. Ciirnon'$ flew propo$4l, 
to be inerudtd In hi$' bcdgtt neKt 
Wkk. emptoyllrs coukI take lit er~lt 
tquai to 30 p:n'centot tM (rrst $10,000. 
IfI wa&u p«ld to lonl>~rm welt.are 
reclJ:lkntS - tI $O~h1t biuersub­
sidy !:hall! bu breen ava.Ullbie In tbtI 
put.. Such rlU: eredit$ hav. betn ai­
~mM4 fOrm or lUIOmn.r."tor a, 
~atS. The tu: CN:dit ~ by 
1011', Qintoo wtrJld bt ivaJtsble ror 
hirlrlg P'tOple "00 had bttn on ....el­
rat" ter- at least 11J tno.'lOlS, By wn. 
trast, the <1!!Tctlt (U t:Te<Jit, equlUl<I 
35 perttl\\ of thcfirst'$6,00Q In wilJu. 
j$ .waUable rOt hirinG people who 
havebHn4t\we\1atef1)f S m!~ IMI 
Ul months. 

Charles e. Mas(CfI. :lnspocl(ir e~m, 
era! oJ' the L.bor Depart;rrn:nt • .fulJd 
he had 'tl!d~1l • tax subsidy lmQ1\'n 
as the LU,tttrd Jobs tax c~lt. whiCh 
provided ereo'it$ to empkl)'tnl -"00 
hired .....tltan recipienTS ,and m*m· 
. beflJ of :!IcM!raJ other 101V-mmme 
gf'O!Jps. TNt c.redlt was cntatlld In 
1918 and explrtd 1m Jan. 1, 1m. 

Mr. Muu.n uportt4·1rI 1994 that 
the tax c~lt had "virtually no lrn­
paa on .mployers· de:c.lslons to hire 
members" of these group,. Indeo:d. 
he said, 92 ~r~m ot the workets 
llireod Imde.r the program would haV'l!: 
been him without the WI: <rt'dll. . . . . , 

M{tt Ctmductin~ Ulteul audits, 
Me Masten saId. '" ean only con· 
clude that the tax e-ntditl& a wIndfall 
tor empl-oyet:s ,inee the ptolrem 1$ 
!m;tm~quentl,"l In «t~racm. the 
employment" tlf w,ltif. RClpter.1S . 
and the other CfOl1Pslt wn tnt«J'ldee 
lQ help,

Moreover, 'hI!; wrote, "l1lt ~sts of 
the tllrS'ltd job, tax er.d-it pfolra.m 
tur exeeoo Its benefits." AudltQfS es-. 
tlmaled I.h::l' the p«agram hll.d «1St 
s.;!74 millIon a year and hed produced 
t.en,ttu 01 SUO millIOn ::II year In 
wage$. (or people who WQuld not oth­
erwise h\\ve been hlreti Mr, 'Masten· 
concluded, "only about 31 ,effi$ ot 
ec.onamH: OlloneJlts'were follI;IUl..<LI(II·· 

Olaen dollar In lax c~j(S and admln. 
(sua-Iive (,OSUI." 

But Rahm.1. ErnantlllL II senJm­
adVWIr to the Pl'l$ideM" Aid ton.!gtn 
!.hat M:nil\l$(fJ:lr.ian oftlc!.,!, t>t­
lIevai that the- prt:lpost'd M101 tu 
ett'llit w(luld tit m<lce t1t~tve than 
Il'atller vtrtlOM. He said It was "JUSt 
coe pillee of an overall $tflUm to 
malte "'Om ItUm'l: attt'*ctiv{! than. 
"'eltult." l'll,¢ CI'f.Mr .mOlU$, M 
said, iru:ll.I4e diM t..I1n:, f,tl loeruse 
In t.he m!nltUlJfU wage. fV:;ol!b insur· 
ance for people le.i:M.ng; Wi!tf.rt and 
\t W'lSpOrtatiM to help people eet to 
lMlr joM. 

Ctnt: a Sptfq dlrector of tM 
NatlON.! E¢'ltIomle Council. ,ald. 
"We ape<:!.!tUlly ddl#:Ml2 the pro.. 
posal ftu a new laX eredlt 'Wit1l criti ­
cism ¢I the old one in aund.·· . 

Critk$ $liM tha:t 1{l \h !IQ pt'lt(:tnt ot 
the people bired under pre~ pro­
&Tams would have ~ hlrtd wjth­
cut lax uedlts. But Mr, SptrimcuM 
truR employ*l'$ Oft their'owrl" were 
!l!Il1ka.!y co tufa the intmded bMett· 
darie$ of the pt'I)fJQS¢4 new ~~red· 
II: pcoP!lt,on "tlt!ll.re tQ1' Ii fMl\~ 

1(11::1_. some empklyen: cay that 
~I.'Y 'Nt!.! hie, reluctant to ht~ .Iong~ 
term ,weltart redplentl e'\Il;Q witb 
toM'tAI( <:r«Slt. A pet$I)l\ on wetf~R 
ror 18 -ID(I,lllhs ar 1nIm' is bnllkcly U; 

have \he UUl$. nplrtence In" work 
. elble mat (C:m.ploy.n: .. they ny. 
. LtMlitl4Vino, «It ea:root'tIist at the! 
COngNSSlenal ~ Se~ 
sa.!d !here bad boon t!'«! probl.enu 
w'.th earl!er vct$!ot'I$ '(It the t=.:x credit 
br b:lrl!lg w.Ullre redpknts. In' 
many Cuts. $~h. said. emp'loyen did 
not know whtUl.r -job appUeant1>l 
,:"crlj Q.I\ \\'(:Ifare bccall.1'll'J t.heydid!lot 
ask, In part 1:«'.a1.l$O employers 
lured that they would be Silt<! It 
lht,Y ulwd, Thus. she-.ufd. "~talC: . 
~~it W&$ uslWfy I.mi!ltvw to th. 
hirins: dedsh:rn" and dItI: ~ alt"f' 

. llt'np:l~I"$' behaVIOr. ' 
j On tM otlwlr'~, * 541d; lob 
- appli.c..1l\t$ who advwS«1'4 Ute' fact 

war they wCt"C on Ylf;trare were orten 
$Ugmatit.ed, Il1ld mmpanlM w.re 
Jest: Ukcly to tllf'* them beoe4uae the 
(ll'tlpl(l)'~Ml beUuved that ttloy would 
be less produ<:t\ve th:ltl other em­
plOj/'V'l',s. 

~. 

Gary Burtless. an eoJaOmlst-atUle 
BlWkings Instirutian who has stud­
Jed the use of -th~ tax cr.dit. Wd tn 
an tnt~rvlew: "People got fe_r,job 
etten tt they mbltioned to employ. 
ers that they ·....ere covered by thIS 
ux subsidy. The res;ull W1lS exactly 
the reverse of what we antlelpared." 

Rebert B. R.elch. who stepped 
down on Jan, 12 :as ::;"..:rl?nll'"j of La· 
bor. said thilt COrIlress last year 
passed l~gi$lati(.n, "to I'1!form [hi! 
worst 3buses In the tareeted jobs tax 
credit program:' But he said that 
such credits would lIot be a pa~ea. 

In an !ntervl~w last week, he said: 
"WhIt worfies me abCIut, tax credll& 
to 1n4I.1,e employers 10 hif. people 
off ..,elfntc Is mat they may bewme 
a $On of Sl18fl'lil. U's like a sca:rl~: 
l<:l(er - a sign 10 emj>loyen that tI1is 
pt~o could not otherwise get a 
job:' _ 

-" WillIam A. Slener, i!I lobbyist for: 
eDrnPlillies ~bat use tht lax cntIit,. 
sall:! thll Gtigma had declined in re­I cent years, as III rae companLes: mad!: 
,rta:ter use- of tt1e credit. 

Mr, Signer uid tl!. LU credit had 
helped hotm, TeM-a~rants, auper­
mariu!ts. ;md other retail stCre5 that 
bire inexperienced workers With 
minimal sklils and I1rrk edueatlor-.. In 
view ot tbe. cllanges made lAS( year, 
!:It aM. IU!Ip~r$ who p.anlcl~te 
io tM program now have a I:!ur 
~tohire mort: welfaN rndpl­
ClfS Wld others who ~ ehronically 

.......,Republic.arus:- in ConIRSS' have 
pnlis.ec1 PrtsiOtot C1intlm for tf)'ifIa 
to ~~ business' IIXLICUtlves in ~ 
effort to hlt"e ...~uare, recipIentS. But 
they have also u~ him to l'~ 
with e!Wttcl\. 'tn a recent teuaf to Mr. 
Clinton. ltepJ'~...e sm An:her. 
the Texas RepubUt:lm WhO t$ d1air· 
man of the W-8y$ and Mi!lans COm­
mt~ $ald, "Welfare redplents 
sht:luh1· nut be gM.m jobs .t the ex­
ptn$t of th, ~,poor who m.ay 
I'lOt qualify for II «ItpOrate rucredlt 
but.tlo no~ $tilt nm job$.," 

E.Jrlier vemona of the tax ctedit 
apa.me11 a whole lrnw,$try or pencn­
nel consultants Who did the pttper 
'Il'(/rk ntccssOU'j' to icc the tax credIt 
for employers. Thes!! -eomPant~ tJe.. 
(l1'(\t l'Oter.t klbbyiSU f~ the tllX. 

• cr't'ld!t. 
"A Dumber 01 sHxll!!S faund that 

-emp.loyaT'S did not $lBl\lfItat)tiy 
dlanl!!: !Mlr ~cmitn:lent polich,$, 
trut Jf\$TAad Allltd u~ UItISUlt1ni 
firms to detannlno ..h1¢. of (h.lr 
nt'Wly hired worker.s co1ncldentally 
"~m.mbett or lb, ollglble popuIa • 
tIDn." 541d Ms. lATtlie of the eon. 
Sn:uwn.al Iiesean:h Se.~ ···~r. 
haps10mewhere be,weeo 1C1.perctmt 
"",490 percMl of th~ c.red.Its 'clalmed 

'1,III~1:',_~e ~tcd Jobs, t~ credit· 
pr<l&mm were tOf hIrtng,that WDUld
ba'" oeC1.ttrq4 WithOllt benefit of th~ 
<:i"iedlt,"" , t-r (Y1-t.6 It ­

~y . i/2.~f<:tr:t-

http:Sn:uwn.al
http:Ugmatit.ed
http:tlt!ll.re
http:Wi!tf.rt
http:le.i:M.ng
http:RClpter.1S
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TaX Credits for Welfare Hires 

PresIdent CllntQrt'. propt)Sa1 to glve tax. credits 

to cmnp1JIIfes that hire long4erm welfare rtciplents 
can modestly boost employment and lncome ot this 
hard~ group. The positive impact 'is unlikely 
to bft large, but taX crttlits are probably the most 
mat Congrus is wUting to do to prote('t those who 
are Ili harm's way of the new welfare law, which 
lmposes tlm.e llmlts cn Federal cash assistance. 

Tax ~ts tar employers tt; hire disadvao· 
taged workers have been used on and off since me 
1900's withoUt mucil success. Indeed. iil som<: cases 
such programs have hurt the intended beneficiaries 
- by stig.lt1l.ltlzing the sulmidlzed applh.:aSll 8.$ a 
pn;bktn hire that ltmpIoyeri> Wi)uld be benet off 
avokUnl. The Administration is we:! aware of the 
mixed reeo«l of tax eredits and has desIgned its 
propo.saJ 10 avoid the rnaJQr pitfalls, , 

1be plan would gwe employers a [ax cut of 50 
percent of tbe f.irst $10.000 in wages paid to welfare 
recipients who ba'\fe boen on the rolls for at least 18 
months. The ere::lit is larger than that provided by 
previous progroms, riving Mr., Clinton's plan a 
better ehanee of enticln8 employer'S to partieipate. 
He would aV'Oid stigmatizing moSt formet v<'e:!lare 
m:iplents in the marketplace becuuse his: pl;m 
sub$ldizei only long-term recipiems Ql welfare. At 
W<lrst the Clinton proposal will tall to crer.:e many 
new h.ii'es. in whidl ease it wUl not C{)st WashingtOn 
much money. 

There 1$, however. a ebaoee the plan will du 

~me good. Prot'. La~nee Katz. of Harvard has 
shown that some tax-subsidy programs during the 
1910's and 80's bt'J<Jsted employment of disadvan~ 
(aged ~ Adults by several percentage potnts, 
and tal.$ed eamings of adult women by 15 percent 
and ot adult tMn by 10 percent. Tu: subsidies 
~ better whtm onnblned with direct spending 
on 'oD creation in areas oj high unemployment. Mr. 
Clinton takes heed of thIs cautiously optimfStIe 
readl:18 of the past by propQsing to turn over about 
sa billion CO localities: where there is high unemploy,' 
ment and welfare dependency to create private and 
public work slots. The President Is also lobbying 
dlutdles and nonprofit organi:zattons to create jObs 
tor welfare recipients. 

But the plan will be hard pressed to register 
even the modest galns of the best-run programs 
trvm me past. FOCUSing on job applicants with the 
poorest $kills and employment records will make it 
hard (0 $(.Ofe many victories. ' 

The truth. is that Mr. Clinton, who Signed the bin 
, that will deny euh assistana! to long-term welfare 
recipients. hl'l$ f.ew other options to soften the blow. 
A Republican-led COngress is not about to spend 
eoougn money on pubUc-sector jobs or any other 
direct reller to accommodate the n\.lmb~r (If people 
who will exhaust cash as$lstan~ before they find 
private-sector work. Mr. Clinton hopes (0 sell the 
G.O.P. on a tax cut for,employe:N. For now, tblM is 

. about ftll he can do. 
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To the Editor: 

We appreciate the r..:ent attention the Tunes has paid to the issul; orgranting tax eredlll! 
10 employ"", who lUre welfare recipients (article oflamw:y 28 end editorlaI ofJarnwy 30). 
Unfortumtely. by linking outdated criticisms ofan expired tax credit program 10 an CltPeclOd 
initiaIive fu>m President Clinton, you hav. almOst totaJly isnored • y= and a half ofbi-paxtisan 
effort in the Congress (waddng closely with tho Administtation and private ""'l')oym).to <;reabO 
a bramI new public-private laX eredlt program called the Work Opportunities Tax Credit 
(WOTe) wbichilljustge_ Underway naliOllwide. It will be enimegr:al pan afth. Presidmt'. 
efforts 10 find. jobs fOr milliOIlS of weltlizl: !eCipi.m.. 

Although millions nfpeople ......... hdped by the old Targeted Jobs Tax Credit (rITe) 
prognun, its critiGs cbarged !hal many employ"", were ~ despite the fact that eUgibility 
for TITC was not taken inlO considexatiol1 when the hiring decWon was made. The:aew WOTC 
program address.. that criTicism in IWO ways: it mpllres employ... 10 sereen f<!r eligibility 
during the job applic:atiOll. process, and it tightens the eligibility crileria 10 assure that the credit "' 
available only for those who bave demonstrated a signifieant history of<h-pmd""co OIl publle 
assistance programs. 

As your editorial makes clear, welfare recipienl5 and otbl:r lmskilled pezsons bring major 
eballeng.s to the workpl.al:e. They "'quire spec:ialatla1tioD, training. patleru:e, - and m:ra CaSlS. 

Most employ"", ...tus. 10 commillhe necessary resourees for deali<tg with these "special" cases. 
ForlUllal<:ly, some employers are willing to try to integrate those Oll welfare into thI!lr wod:foo:e. 
These employ"", have found that if:hey devote the needed resourcC!! and time, they oan 
uansti>rm public assi""", ..NOipients i,,,,, pnlducUve workers. These =ploym bave become 
eomfo:table with hiring credits because it provides th<m with the rosa""''' they naed to engage 
in oMho-job trailling. Thi$ new ilir.ng tJx <",dit halps to offi:et &1 least a portion ofthe higher 
costS assoCiated with "",ploying the hard-<:ore uncmployed. 

The problem is that not Cl10Ugh employers evon know that there is a new program. lXIw:;h less 
participate in it What we !ICed to do now is to =ou:age ""... mort ""'ploY"". especially small 
and memma sized businesses, 10 parcicipatein the national goal ofmoving people from welfare 
to work. W. lIlge the Presidmt to oontinue us;"g his bully pulpitto ~ pri\1lUl: sector 
busi:Q..... to maI:c greater use of the worc pro~ It is our hopethat wore will be . 
renewed and e"Panded in 1997 and tha, more emploY"" will become aw.are ofand partiCipate in 
the program. 
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