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ABSTRACT

Short-time compensation (STC) is an option within the unemployment insurance system that dlows
employers to reduce the hours of workers, while permitting workers to recelve compensation for their
partia layoff. This report examines the operations of short-time compensation programs, and is based
on research conducted by Berkeley Planning Associates and Mathemetica Policy Research under
contract to the U.S. Department of Labor. Research activities addressed state and employer
participation in STC and arange of issues reated to the administration, financing, and impacts of STC
programs. Conclusions from this research point to a variety of means for improving the operations of

STC programs and increasing employer participation.



EXECUTIVE SUMMARY

Section401 of the Unemployment Compensation Amendments of 1992 (P.L. 102-318) directed the
Department of Labor to report to Congress on the implementation of short-time compensation (STC)
programs. This volume provides the Department and Congress the most complete information available
on the status of such programs, and presents severd recommendations for their improvement.

As origindly intended, STC provides employers with an dterndive to layoffs, enabling them to
gpportion work reductions among alarger group of workers than they would have in the absence of the
program. Rather than lay off 20 percent of the workforce, for example, an employer might reduce the
hours of the entire workforce by 20 percent. Workers whose hours are reduced are compensated with
STC benefits, which are essentialy unemployment insurance benefitspro-rated for partial work reductions.
In the absence of STC programs, workers generdly receive no Ul benefits for such partid layoffs. STC
thus eases the impact of work reductions on individuds, and diminates a sgnificant gap in Ul coverage.
It dso helps firms to retain vauable employees. When business improves, employers can increase the
hours of their existing employees rather than hiring new ones. Asaresult, STC can reduce recruitment and
training cogs for employers.

Short-time compensation programs were first introduced in the United States in 1978 in Cdifornia
Federal legidation enacted in 1982 encouraged other statesto adopt STC, and 17 statesnow operate such
programs. Within these states, participation in STC has been limited to less than 1 percent of employers
in any given year. This evaluation was motivated by concerns with the levels of state and employer
participation in STC, as well as arange of issues related to the adminigtration, financing, and impacts of
STC programs.

RESEARCH GOALSAND METHODS
The eva uation was guided by four principa research goals.

(1) Toexplain why stateschoosetoadopt STC and todescribevariationsin STC states policies
and practices. While 17 states operate STC programs, 36 states and jurisdictions do not. We
sought to explain the circumstances surrounding the adoption of STC aswell asthe concerns of states
and juridictions that do not operate these programs. In addition, we sought to document the
variations among existing STC programs.

(2) To identify lessons for improving the administration and use of STC. STC programs have
been in operation in the U.S. for fewer than 20 years. Our research was designed to document the
operational lessons learned by states during this relatively short period, and to make these lessons
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avaladle to existing STC dates, as well as to states and jurisdictions consdering adoption of the
program.

To assess the practices and per spectives of STC employers and the effects of STC on
employees. Thedecisonto use STCismadeby firms, and obtaining theinput of employerswasthus
akey feature of our evauation. In addition, we sought to examine the effects of STC on employees,
athough we were limited in our ability to address thisissue.

To assess the impact of STC on the Unemployment Trust Fund and firm layoff behavior.
States consdering the adoption of STC have raised concerns about theimpact of the program onthe
Unemployment Trust Fund, and previous research has chalenged the assumption that STC reduces
layoffs. Our research was designed to investigate both of these issues.

Three mgor research activities were implemented to address these gods including: a survey of

employment security agency officidsin every sate, a survey of 500 employers who have used STC, and
an andysis of unemployment insurance adminigretive records in five dates.

FINDINGS

@

2
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The evauation produced nine mgor findings.

The adoption of ST C programsby statesisbeing dowed by an absenceof clear support from
various stakeholder s, and by avariety of lingering concer nsabout the program. WhereSTC
has been adopted, it has been largely dueto the efforts of key stakeholders, including representatives
from the state employment security agency, legidators, employers, labor groups, and the state
governor. Stakeholders who understand the program and support it strongly have faced minimal
opposition.  Opposition to STC has generally been based on concerns with the program’s
adminigrative codts, itsimpact on Unemployment Trust Funds, or the belief that it isnot gppropriate
or needed in certain states.

Among statesthat have adopted STC, the basic design of the program isfairly consistent,
although specific rules vary. The basic outlines of STC programs were identicad in al dates:
employersmust complete aplan describing their planned work reductions, states must gpprove plans,
and ongoing clams mugt befiled for the duration of the plan. Apart from this basic outline there were
subgtantia variations in STC programs. STC plans could last from 13 to weeks to one year,
alowable work reductions ranged from 10 to 100 percent, and plans could be renewed indefinitely
in some gtates, but were sharply limited in others. There was aso considerable variation in the
adminigration of STC programs by state employment security agencies.

Sever al states have developed practices that show promise for reducing the ongoing costs
and adminigtrative burden of STC. Severa state employment security agencies have developed
Srategies to automate and streamline the processes for STC plan filing, plan gpproval, and the filing
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of ongoing clams. These efforts gppear to have reduced the adminisrative costs of STC programs
for both employers and state employment security agencies.

Employer participation in STC islow, but thereasonsfor low participation remain unclear.
STC has failed to attract substantid interest among employers, and lack of information about the
program may be partidly responsble. Some evidence exists that improved marketing of STC to
employers can raise participation levels, but such strategies have not been systematicaly tested.

Employerswho have used STC wer e generally satisfied with the program. Most employers
were satisfied with the STC program and would use it again. The mgjor attraction of the STC
program for employers wasits ability to help retain valued employees. The most frequent cause for
complaint was an increase in Ul taxes following participation in STC.

A substantial portion of ST C firmsused theprogram repeatedly. AlthoughSTCisoftenthought
to be most appropriate for averting layoffs during temporary economic downturns, many firms used
STC repeatedly. In some cases firms used STC in every quarter over athree-year period. The
extent of repeat STC use varied greatly by State.

Among firms that have used STC, layoffs remained the primary workforce reduction
strategy. Despite their use of STC, firms continued to lay off workers and had substantialy higher
Ul charges, on average, than STC charges. STC firms aso experienced higher Ul charges than
comparison firms that had not used STC. These results suggest that the STC firms might have
experienced greater economic distress than matched non-participating firms.

Consigtent with prior studies, STC doesnot appear to disproportionately benefit ethnicand
racial minorities, the young, or women. We found no evidence that STC disproportionately
protected the jobs of minarities, women, and young adults.

As it currently operates, STC does not appear to threaten the solvency of state
Unemployment Trust Funds. STC benefits were a least as fully experience-rated as other Ul
benefits, and were quickly recouped with higher taxes It ispossible, however, that Trust Fundimpacts
could be more seriousiif STC participation rates were much higher and overdl shiftsin tax schedules
were constrained.

LESSONSFOR STATES

This study’ sfindings suggest anumber of lessonsfor states operating or considering adoption of STC

programs.

@

The impactsof STC on state Unemployment Trust Fundsappear to be minimal. Many States
fear that STC will impact Unemployment Trust Funds negetively, but this perception is not supported
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by our research. Even in the absence of surtaxes or other specid financing provisons, STC clams
appear to be experience-rated at least as well asregular Ul claims.

Car eful attention to thedesign of proceduresfor filingand processing STC plansand claims
can reduce administrative costs. In the past states have also questioned whether STC's
adminidraive costs are adequately compensated, but our research pointsto practicesthat can reduce
cogts ggnificantly. States with the mogt efficient sysems for processng STC plans and clamswere
lesslikely to report high administrative costs than states that processed plans and claims manually.

Sight changes in program rules can affect STC participation. Restrictions on seasonal
employers and repeat usage of the program by employers appear to be corrdated with lower levels
of participation. States enforcing such provisons may wish to congder their effects upon employer
participation.

Marketing of the STC program may increase participation levels. Few states promote STC
programs actively, but participation levels gppear to respond to marketing efforts. One-timemailings
regarding the STC program have produced temporary increases in participation, and ongoing
promations may have more lagting effects.

LESSONSFOR THE DEPARTMENT OF LABOR

@
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Our research aso suggests severd lessons for the Department of Labor.

States continue to require technical assistance with STC programs. The Department last
offered STC guidanceto statesin 1987, in the form of ahandbook. Many states cited this handbook
asan adin desgning their STC programs, and renewed guidance is warranted.

Stateshavemuch tolearn from each other, and greater communication among stateshasthe
potential to improve STC operations. States have developed a variety of mechanisms for
improving STC programs, but these lessons have not been broadly shared. Most STC programs
gppear to operate in isolation, and the Department may wish to facilitate information-sharing among
States.

Better marketing of the STC program may increase employer participation, though it is
unclear towhat extent. The potentia of improved marketing for raisng participation levels has not
been adequatdly tested, and the Department may wish to sponsor further efforts in this area. For
substantia increases in participation it may aso be necessary to increase incentives for employers.

Many questionsremain about the STC program. Our conclusonsregarding theimpactsof STC
on Unemployment Trust Funds and on reducing layoffs add to the debate over STC, but should not
be deemed conclusive. In addition, our discoveries of extensve repeat use of STC, and the grester
economic digtress among STC than non-STC firms, deserve further investigation.



|. INTRODUCTION

Section 401 of the Unemployment Compensation Amendments of 1992 (P.L. 102-318) directed the
Department of Labor to report to Congress on the implementation of short-time compensation (STC)
programs. This volume provides the Department and Congress the most complete information available
on the status of such programs, and presents severd recommendations for their improvement. Highlights

of this report include:

C an examindgion of adminidrative practices among short-time compensgtion programs,
documentation of the variation in these programs among states, and recommendations for
improving their efficiency;

C ananalydsof the characteristics and perspectives of employerswho use short-time compensation
programs,

C aninvestigation of how STC employers differ from employers who have not used STC, how
employers use STC over time, the types of workers who participate in STC, and whether STC
reduces layoffs, and

C edimaesof theimpact of STC on the Unemployment Trust Fund, aswell as the time needed for
STC cogts to be recouped by unemployment insurance (Ul) taxes.

The research presented in this report was initidly funded by the Department of Labor in July, 1994.
The mgjor research goals and methods were identified in a request for proposas prepared by the
Department, and a contract was awarded to Berkeley Planning Associates and its subcontractor

Mathematica Policy Research.

1-1



Introduction

Federd legidation promoting the adoption of STC programs by states was passed in 1982 (P.L. 97-
248).! Supporters of STC had great hopes for the program'’s potentid to benefit both employers and
employees during temporary economic downturns. Asoriginaly intended, STC provides employerswith
andternativeto layoffs, enabling them to gpportion work reductionsamong alarger group of workersthan
they would have in the absence of the program. Rather than lay off 20 percent of the workforce, for
example, an employer might reduce the hours of the entire workforce by 20 percent. Workers whose
hours are reduced are compensated with STC benefits, which are essentially unemployment insurance
benefits pro-rated for partial work reductions. In the absence of STC programs, workers receive no Ul
bendfits for such partid layoffs. STC thus eases the impact of work reductions on individuas, and
diminatesaggnificant gapin Ul coverage. It dso hdpsfirmsto retain valuable employees. When business
improves, employers can increase the hours of their existing employees rather than hiring new ones. As

aresult, STC can reduce recruitment and training costs for employers.

In spite of its potentid to benefit workers and firms, STC remains underutilized. Of 53 gates and
juridictions in the unemployment insurance system, only 19 have adopted STC. The mgority of these
states began their programsin the 1980s, and only four states have adopted STC since 1990. In addition,
two states which adopted programs in the 1980s have subsequently discontinued them, reducing the
number of active programsto 17. Thus, lessthan athird of states and jurisdictions currently operate STC
programs. Among states that operate STC programs, few employers participate. No more than one

percent of employers participates in any state, and in most states fewer than one hundred employers

participate in any given yesr.

Our research was designed, in part, to address the underutilization of STC by states and employers.
We conducted surveys of state employment security agencies and employers to explore the reasons for

adoption and use of the program, and to suggest means by which participation might be increased. We

! This legislation authorized the Department of Labor to develop model legislative language, establish guidelines,
and conduct research on short-time compensation programs. It expired in 1985 and was renewed by the 1992
legislation.
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Introduction

aso collected Ul data from states to examine in detail how employers use the STC programs, and to
esimatetheimpact of STC useon the Unemployment Trust Fund. Theseanaysessuggest severd reasons
for low participation rates, and shed new light on the STC programs.

Chapter |1 of this report provides an overview of our research, and describes the methods used to
obtain data for our andyses of STC. Chapter 111 establishes the context for these anayses through an
extengve review of the STC literature. Chapters IV through V11 report the results of our research. In
Chapter 1V we examine state practicesin adopting and administering STC programs. Chapter V reports
on the characteristics and perspectives of employerswho participate in STC. Chapter VI describes how
employers actudly use STC to implement workforce reductions, and highlights the differences between
STC employers and others. Chapter VII andyzes how employer participation in STC impacts the
Unemployment Trust Fund.  We conclude in Chapter VIII with a summary of our findings and

recommendations for the future adminigtration of STC programs.

13



II. OVERVIEW OF THE RESEARCH

Thisreport concludes a30-month research project examining the operationsand implications of short-
time compensation (STC) programs. Asdiscussed in Chapter |, STC is arecent policy development in
the United States. Although the federd -state unemployment insurance (UI) program has been in existence
since 1935, thefirst STC program was not initiated until 1978. Severad mgor questions about STC have
become prominent in the intervening period, and our study was designed to address these directly. As

described in our origina proposd to conduct this evaluation, our goals were:

C Toexplanwhy states chooseto adopt STC and to describe variationsin STC gates policiesand
practices,

C Toidentify lessonsfor improving the administration and use of STC,

C Toassessthe practices and perspectives of STC employersand the effects of STC on employees,
ad

C Toassesstheimpact of STC on the Unemployment Trust Fund and firm layoff behavior.

These gods were influenced by the unique evolution of STC in the United States. Although national
legidation has promoted STC, the first STC program wasiinitiated at the Sate leved, in Cdiforniain 1978.
Subsequent federa legidation led to the adoption of STC by 18 additiond statesin the 1980s and 1990s.
The remaining 34 states and jurisdictions, however, have not adopted STC programs. We sought to
understand the reasons why some states have adopted STC but others have not. We aso sought to
identify state adminidrative practices that might increase the efficiency of STC programs, reduce costs to
states, or increase the participation of employers. Resolving such issues could assst states with existing

programs and encourage others to adopt STC.

2-1



Overview of the Research

Adoption of STC by a state, however, does not insure that the program will bewidely used. Indeed,
in states with STC programs, less than one percent of employers participate in a given year. We sought
to understand who these employers were and to investigate their motivations for usng STC. We dso

sought to explore the patterns of STC and unemployment insurance use among this group of firms.

The most controversid aspects of STC concern itsimpacts on the Unemployment Trust Fund and on
firms  Critics have frequently questioned the effects of STC on the Unemployment Trust Fund,
hypothesizing that the program might make work reductions more attractive to employers. If work
reductions become more attractive, unemployment benefits will rise, and demands on the Unemployment
Trust Fund would asoincrease. Proponentsof STC have countered by pointing to the program’ spotentia
to reduce employer layoffs. By providing employerswith greater flexibility in making workforce decisions,
effidency is increased and jobs may be saved. Ultimately, its proponents have argued, STC reduces
layoffs  Our research was desgned to address both of these issues: the effect of STC on the
Unemployment Trust Fund and the effect of STC on layoffs.

We addressed these research issues through three mgjor activities:
C A survey of employment security agency officidsin every date,
C A survey of 500 employers who have used STC, and

C Anandyssof state adminigrative records.

In the remainder of this chapter we discuss how these research activities were designed and conducted.

A. UNITSOF ANALYSISAND THE STUDY PERIOD
We identified two didtinct unitsof andysisfor thisevaduation: firmsand sates. STCfirmsprovided the

primary unit of analysis, and two of the three mgor research tasks we engaged in addressed the
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experiences of this group.* Firms decide whether or not to utilize STC, and relatively few have opted to
participate in the program. Less than one percent of U.S. firms utilize STC in any given year, alevd far
below that of Europe. This study was designed, in part, to better understand the low utilization of STC by
employers. States comprise an additiona unit of analys's because of their critica rolein the adoption and
promotion of STC programs. States are not required to offer STC as an option for employers, and only
19 of 53 gtates and jurisdictions have enacted STC legidation to date? Utilizationof STC hasbeen lower
than origindly expected for states, aswell asfirms, and previousresearch has offered few explanationsfor

this Stuation.

Although much could be gained from research on the experiences and perspectives of employeeswith
STC programs, we have not included this group as an independent unit of andysis. Thefocusof thisstudy
isto examinetheuutilization of the STC programs, which isdetermined by statesand employers. Employees
have little impact on the decision to participate in STC programs.® Accordingly, wefocused our research

on gates and employers.

To narrow the focus of our research further, we selected the caendar year 1992 as our key study
period. Although it might have been vauable to examine STC in each year Snce its inception, time and
budget congtraints required usto limit most of our data collection and andysisto asingleyear. Thechoice
of asngle year for the study required us to balance several concerns. Because STC isintended for use
primarily during recessionary periods, 1991 (which included the most severe quarters of the most recent
recession) might have been the best option. But, we found that using this year would have posed mgjor

Ywe defined the firm to be the Ul tax-paying unit. By adopting this definition, we were able to examine both workforce decisions
and their Ul tax implications on a consistent basis. Note also that throughout this report, we use the terms "firm," "employer," and
"Ul tax-paying unit" interchangeably.

2sTC legislation has been passed in 19 states but STC programs are operational in only 17 states. Illinois passed STC legislation
but allowed the program to expire as aresult of a sunset clause. Louisiana has retained STC legislation but no longer operates the
program. Throughout this report we treat Illinois and Louisiana as non-STC states.

SEmployees, when organized in collective bargaining units, have the ability to block the use of STC, but can not initiate
participation in this program.

2-3



Overview of the Research

logigtical problems, particularly interms of the availability of adminigtretive detafrom sates. We explored
the possibility of usng 1993 as the sudy period but found that STC casdoads were too smdl in many
dates for meaningful analysis during that year. We dso believed that 1993 represented a period too far
from the trough of the recession to permit meaningful andyss of the STC programs operation under the
labor market conditions for which it was primarily intended. Hence, we opted for 1992 as the primary
study year because it represented a good compromise between the need to examine STC during aperiod

of labor market weakness and limitations we faced in data accessibility.

B. SURVEY OF STATE OFFICIALS

After consdering severd dternative methods, weidentified asurvey of state officials asthe best means
for addressing several of our researchgods. The survey enabled usto examine why states have and have
not adopted STC programs, and to document how these programs are administered in those stateswhere
they exist. Possibledternativesto asurvey included case studies of state operationsand reviews of written
materids. We discarded these dternatives astoo costly in thefirst instance, and too cursory in the second.

The survey of date officids fulfilled our needs for both economy and detail.

We designed different questionnairesfor officidsin stateswith and without STC programs. For Sates
without STC programswe focused on the reasons why states had or had not considered adopting an STC
program, and the particular circumstances involved when states had rejected such proposals. For states
with STC programs we focused on both the circumstances surrounding the adoption of the program and
on the states' subsequent experiences adminigtering it. When investigating the circumstances surrounding
the adoption of STC our questionswere sometimes of an higtorica nature. Cdifornial s STC program, for
example, was adopted 18 years prior to our survey, and few current staff of the program were present at
the program’s inception.  In such instances we relied on secondary accounts of program adoption, or
identified knowledgeable individuas outsde of the STC program. To examine date experiences in
adminigering STC, we requested detailed information on program rules, perceptions of their effects on
employer participation, and the strengths and weaknesses of the program. We aso investigated past and

current efforts to conduct outreach to employers.

24
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Respondents varied somewhat across states. Our chief respondents in non-STC states were
unemployment insurance directors. In STC states we were provided with aninitia point of contact by the
statesthemsdves, typicdly with STC program directors or the managers of officesof special Ul programs.
As noted above, in some instances we contacted additional respondents to complete specific portions of
the survey, such as the history of the adoption of the program.

C. SELECTING STATESFOR EMPLOYER DATA COLLECTION
We sdected five states from which to collect data on employers. Cdlifornia, Forida, Kansas, New
Y ork, and Washington. In this section we describe our reasons for limiting our employer andyssto five

dtates, and for salecting these particular sates.

Although we considered STC experiencesin dl statesto berdevant to our analys's, we could examine
the experiences of only afraction of the employers who have used the program. Practicad congraints
prevented us from collecting and andyzing data on every STC employer in every Sate. The chief data
sources on employersand unemployment insurance are adminigirative records maintained at the satelevel.
Because such data are maintained by statesin widdy varying formats, and because access to these data
requires sometimes lengthy negotiation, we concentrated our efforts on employer datain asampleof STC
gtates. The population from which this sample was drawn included the sixteen states with STC programs
in 1992. Only nine of these states gppeared to have STC programs serving more than a handful of
employers. We dected to collect data from five states with substantial employer participation.

We used severd criteriato choose the sample of states from whichto collect employer data. A first
et of criteria concerned the availability and adequacy of datain each state to perform the analyses, and
a second involved the collective characterigtics of the final group selected.

The availability and adequacy of adminigtrative data in each state during the year of interest (1992)
were critical factorsin the sdlection process. Although anumber of states adopted STC legidation in the
mid and late 1980s, many of their programs had not achieved alarge enough scae by 1992 to ensure an
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adequate number of firms for the impact study or employer survey. Even among states with well-
established STC programs, the relatively low usage rate of the STC option resulted in sample szes that
weretoo low for analysis. To provide sufficient satistical precison for our analyses we sought to collect
data from states where at least 100 STC firms had participated in 1992. This requirement aone grestly
limited the pool of avallable Sates.

Each state also needed to have ble adminidrative records available for anadysisfor the relevant
period. Many states maintained only afew years of claimant records in areadily accessble format. We
hoped to collect data on both STC and non-STC firms and their compensated STC and regular Ul
claimants for 1991 and 1992.*

Inaddition to selecting individua states with adequate sample sizes and accessible records, we sought
to create a sample with diverse characterigtics, to help ensure the generdizability of our findings to other
STC states and time periods. The sample of Cdifornia, Florida, Kansas, New Y ork, and Washington
seemed to provide the best mix of states meeting the data requirements for the andlysis and offered the
breadth of programmeatic and economic characteristics that might influence STC outcomes. Representing
five different federd regions, these states provided a comprehengve mix of geographic and demographic
diversty. Each gate appeared to have samplesizesin 1992 that were adequate for our intended statitical
andyses. Each dtate also seemed to have accessible STC and regular Ul clams data for along enough
period to use 1992 as the base year for the study.

Table I1-1 presents severa of the rdlevant characterigtics for each of the five sudy sates. Given that
Cdifornia had the greatest number of STC plans, itsincluson wasdearly critical to asuccessful evauation
of STC programs nationwide. A pioneer in the development of STC legidation, Cdiforniafar exceeded
other satesinitsoveral 1992 STC usage, with more than 2,000 firmsfiling plans. Cdiforniawasaso an
important state because of its unusud Ul system, with avery high Ul coverage rate but a rdatively low

41992 was the key study period. Data from 1991 provided a means for controlling for differences between STC and comparison
firms prior to the key study period. See Chapter VI for further discussion of the use of data from different years.
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replacement rate. The number of firms with STC plans in the second largest STC dtate in 1992 (New
Y ork) was less than haf of the totd in Cdifornia, reinforcing the importance of including Cdifornia's
experiences as part of the overal evauation. Each of the three remaining states, Horida, Kansas, and
Washington, approached our base criterion of having & least 100 participating firms.

Tablell-1
CHARACTERISTICSOF STC STATESSELECTED FOREMPLOYER DATA COLLECTION

STC Usage Economic Conditions Ul System
Per centage
Number of Employed in Unemploy-ment Typeof Ul Average Ul
Firmswith Manufacturing, Rate, 1992 System Replacement
State Plans, 1992 1992 Rate, 1989
Cdifornia 5,143 15.6 9.3 Reserve 0.32
Ratio
Florida 220 9.0 8.3 Benefit 0.39
Retio
Kansas 102 16.3 4.3 Reserve 042
Ratio
New Y ork 737 131 8.6 Reserve 048
Ratio
Washington 3383 15.6 7.6 Benefit 0.46
Retio

Sources: State administrative records; U.S. Department of Labor, 1993, Employment and EarningsMay: 142-159;
U.S. House of Representatives, Committee on Ways and Means, 1993, 1993 Green Book, Washington,
D.C.: U.S. Government Printing Office, 563-564.

Table11-1 also presents several economic characteristics of these STC states, as well asinformation
on their Ul systems. Each gate offered a unique set of experiences with the development and enactment
of STC and recent economic conditions, but including Florida, Kansas, and Washington (with Cdifornia
and New Y ork) provided abroad range of economic conditionsand helped toillustrate how STC operates
inavariety of environments. Tablell-1 showsthat both New Y ork and Cdiforniahad high unemployment
rates during the most recent recession, and each of the smdler states had lower unemployment. Kansas,
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with an unemployment rate of less than one-haf that of Cdifornia, had the healthiest economy. The
unemployment rate in Washington was close to the nationd average of 7.4 percent in 1992.

Thedidtribution of employment among industrial sectorsa so varied among thesefive states. We sought
to create a sample of states with such variation in order to examine the use of STC in these different
contexts. Overal the percentage of the workforce in manufacturing, the sector where STC use is most
common, ranged from 9.0 percent in Foridato 16.3 percent in Kansas. Many other STC states, such as
Arkansas, with dmost 25 percent of its work force in manufacturing, had higher concentrations.
Nonetheless, our five states exhibited arange of variation.

Another set of criteria that affected our selection of states concerned adminigtrative rules and
procedures used by the Ul systems. In particular, we hypothesized that differences among datesin the
method of determining tax liabilities for unemployment insurance might affect the use of short-time
compensationprogramsby employers. Two generd methodsfor determining liabilitiesarecommonly used,
and our sample include states using both of these. Foridaand Washington used the benefit-ratio method,
while the other three states used the reserve-ratio method. The states in this sample aso offered a broad
range of Ul benefitsfor employeeswho are either laid off or placed on ashortened work week. Asshown
by replacement ratesin Table 11-1, there was substantid variation in the generogty of Ul benefits. The
New Y ork and Washington programs were relatively generous, in contrast to the programs in Cdifornia

and Florida

D. THE IMPACT STUDY

The principa gods of the impact andyss were to determine how participation in the STC programs
affected firms' layoff behavior, and whether increased program use would pose significant threats to the
solvency of the Unemployment Trust Fund. The primary methodology chosen for these purposeswasthe
selection of amatched sample of STC participantsand non-participantsto explore differencesin outcomes
between groups. This methodology offered quantitative estimates from alarge sample of firmsthat might
be more easily generalized than could the more specidized findingsfrom casestudies. Although arandomly
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assigned experimenta methodology would have been superior to the comparison methodology selected
(especidly in terms of the promise of unbiased estimates), such adesign was consdered infeasible given
the time and resource congraints of the project and the limited use of STC in dates. It was recognized at
the outset, however, that the comparison methodology posed problemsfor theimpact anayss, especidly
if STC participants and non-participants proved to be significantly different in ways that could not be
measured and controlled for intheanaysis. To animportant extent, such fearswereredized, causng some

reorientation of the impact research.

Our examinaionof theimpact of STC onfirms' behavior during the study period was conducted using
only adminigraive data. Utilization of these data permitted the creetion of fairly large sample sizesin each
of the sudy dates at relatively low cogts. The adminidrative data sets available contain alimited amount
of information on firms, especidly on their economic circumstances. Collection of more extensve data
would have required, & a minimum, asurvey of key informantsin eachfirm. Such adatacollection effort
was outside the scope of this study.

To maximize sample szes from the exigting adminidrative data, we collected information fromdl firms
that used STC during the 1992 study year in three of the states: Florida, Kansas, and Washington.
Rdatively large random samples of STC participants were chosen in Cdiforniaand New York.> Each
STC participant was then matched (using a gatigtica procedure to minimize firm-specific differencesin
matches) with an otherwise smilar non-participant using three variables: (1) indudtry; (2) employment; and
(3) Ul tax rate. In general, as we describe in Appendix C, the observed matches between STC
participants and non-participants were quite close. Assuming that these close matches also served to
control for unobserved differences between the firms, it was believed that the resulting data set would
permit unbiased estimates of the effect of STC on the firms that used it.

SSelection of a sample of STC participants on the basis of the administrative data that states had available posed some problems.
In general, states could easily only provide information on which firms had filed STC plans, not on whether any benefits had been paid
under such plans. Hence we initially selected our STC sample on the basis of having filed a plan, though in Chapter VI we utilize a
definition of STC use that requires that some benefits be paid under aplan. Alternative definitions of STC use are examined in
Appendix E.
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Asour andyss proceeded, however, we found strong suggestive evidence that firmsthat participated
inthe STC program may have faced different economic forces or wereless hedthy than comparison firms.
Most importantly, wefound that STC firmshad much higher regular Ul chargesthan did otherwise smilar
comparison firms (see Chapter VI and Appendix E). Not only did STC firms have higher levels of Ul
charges, but they aso appeared to have a greater frequency of masslayoffs, as measured by the number
of clamants (rdative to the totad number of employees) who filed for Ul benefits.

Since no economic theory predicts these findings, we conclude that the underlying assumption for the
comparisonmethodology does not hold, and s mple comparisons between the STC and non-STC samples
yield biased egtimates of the effects of STC usage on firm layoff behavior. Since we could not measure
firm-specific economic hedth to control for differences in the samples, we concluded that the comparison
sample should play amuch smdler rolein theresearch than originaly designed. Because STC firmsappear
to be o different, and salf-selected, from other firms, we were a so unableto estimate precisaly theimpact
of STC usage on the Unemployment Trust Fund.

Despite our inagbility to directly measure the effects of STC on layoffsand on the Unemployment Trust
Fund by using the comparison sample, we were able to use the STC sample by itsdf to investigate the
workforce reduction patterns by participating firms, the Unemployment Trust Fund effects, and other
impact andysstopics. Theseinvestigationsincluded measuring thedemographic characteristicsof workers
on STC and layoff at participating firms, estimating the extent to which STC firms used Ul and STC
smultaneoudy, and documenting the frequency that firms repestedly participate in the STC program. We
were able to generate what we consder to be conservative estimates of the impact of STC on the
Unemployment Trust Fund by using smulation techniquesand making what we consider to befairly redigtic
assumptions about changesin Ul tax schedules.

E. THE EMPLOYER STUDY
The employer study was designed to examine the perceptions and experiences of employerswho had
previoudy participated in STC. Our data for this study came from in-depth telephone interviews with
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employersin the same five satesinvolved in the impact andyss: Cdifornia, FHorida, Kansas, New Y ork,
and Washington. We utilized the administrative records obtained for the impact study to identify and
contact individual employers. Because so few employersuse STC, this gpproach had severa advantages
over any dternative method of identification.  The adminidirative records led us to many of the same
employers included in the impact analyss, expanding the range of information available on individua

employers.

This grategy had itsrisksaswell. In order to focus on STC use during arecession year we collected
adminigrative dataon STC and Ul usagein 1992. Since our contacts with employers were scheduled to
occur in 1995, our survey would be addressing experiences that had occurred three years earlier. Dueto
difficultiesin obtaining administrative datafrom states, these contactswere further delayed until early 1996,
increasing the time lag to four years. This delay created a risk that employers would no longer be in
business, that key individuas responsible for the use of STC might no longer be employed with firms, or
that contacted individuas might not recal the circumstances surrounding their firm’'suse of STC. Despite
theseriskswe determined that 1992 was dtill the best choicefor thestudy. The numbers of employerswho
used STC in subsequent years were too smal for our planned analyses and the later years did not include

aperiod of recession, when STC is designed to be of grestest use.

To obtain consstent and comparable data among the employers we contacted, we developed a
detailed survey with closed-ended questions. We based the survey instrument on asimilar instrument used
in Mathematica's earlier evdluation of STC programs to provide a basis for comparisons of employer
responses over time. Survey components addressed firm characteristics, how employers heard about the
program, employer perceptions of STC and experiences with it, and employer views of employee

perceptions of STC.

Our employer sample was drawn from the larger pool of employers on whom we collected
adminigraive data for the impact sudy. This pool included dl employers filing STC plansin 1992 in
Cdifornia, Florida, Kansas, New Y ork, and Washington, atotal of 6,585 employers. Because many firms
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file plans but do not go on to paticipate in STC, this totd included many firms without actud STC
participation. In addition, because we planned to survey only 500 employers, some sampling of thislarger
pool wasrequired. For Florida, Kansas, and Washington our sampleincluded all employerswith approved
STC plans. Since Cdiforniaand New Y ork had much larger numbers of firms with approved plans, we
randomly selected a sample of firms from these sates. In total our pool of potentia survey respondents
included 1,817 employers. 607 in Cdifornia, 220 in Florida, 102 in Kansas, 505 in New Y ork, and 383
in Washington.

To increase the feasibility of cross-state comparisons, we attempted to complete 100 surveysin each
of our five gates, randomly sdecting respondents from the available pool of employers. We dso sought
to maximizeresponseratesoverdl. Thetimelag between theuse of STC and our survey created obstacles
to both of thesegoals. In every state, we were unable to locate substantial numbers of employers. Almost
one-third of the employerswe attempted to contact (32.8 percent) werenot availablefor thesurvey. Two-
thirds of this group, or dmost one-quarter of al employers we sought to survey, appeared to be out of
business. These businesses were not listed in telephone directories and could not be otherwise located.
Among the other reasons bus nesseswere unavailablefor the survey are having never used STC, complete

turnover in the firm since the time STC was used, and the sde of the business to ancther firm.

Of firms which were available to be surveyed, asmal proportion refused to participate. Intotd, 7.9
percent of available firms declined to be surveyed, citing reasons such as lack of time, reluctance to

participate in any survey, and avariety of individua circumstances.

A totd of 511 surveys were completed. To determinewhether the substantial number of invaid cases
and the smaller number of refusas biased our results, we compared completed and non-compl eted cases
on a variety of measures. We used adminigirative data from 1992 to compare the presence of STC
chargesandthelevelsof STC, Ul, and total chargesfor completed and non-completed cases. In addition,
we examined 1993 adminidrative data to determine whether data were missing for firmsin our sample.

We hypothesized that firms with missing data may have gone out of business, explaining our difficulty in
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contacting them. These analyses greatly reduced our concerns about possible non-response bias. There
werefew ingtancesof gatisticaly significant differences between completed and non-compl eted cases, and
there were no consistent patterns of differences across the five states. In each state, however, non-
completed caseswere morelikely than completed casesto have missing adminigrative datafor a least two
quartersin 1993. These differences were gatigticaly significant in al states, and support our hypothes's
that a least a portion of unavailable employers were indeed no longer in business after 1992,
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IIl. REVIEW OF THE STC LITERATURE

A. BACKGROUND OF THE ST C PROGRAM

Inthe United States, aswell asin many other countries, short-time compensation (STC) isaprovision
in the Unemployment Insurance system in which firms adopt compensated hours reductions instead of
layoffs asamethod of temporary workforcereduction. Under STC, alarger group of workersthan would
have been laid off in the absence of STC are placed on shorter work weeks and are compensated for their
lost work timewith Unemployment Insurance (Ul) benefits. STC may therefore neutralizewhat somehave
seen as the pro-layoff bias inherent in the regular Ul system by paying Ul benefits for an aternative
workforce reduction strategy.> As implemented in the United States, STC is intended as a workforce
dtabilization program which can be used during periods of economic downturn that are expected to have
only temporary effects on employers labor needs.

In this chapter we review the exigting literature on STC, focusing on afew key issues. We examine
the extent to which STC averts layoffs in participating firms, the views of employers and employees, and
the effect of STC on the Unemployment Trust Fund.

Throughout this chapter, we utilize the term STC to refer to U.S. and European programs and the term Work
Sharing (WS) in reference to the Canadian program.

2Infact, all statesin the U.S. do have some type of partial benefits schedule, but these schedules are usually
characterized by adollar-for-dollar reduction in benefitsfor wagesin excess of amodest weekly earningsdisregard. For
atypical worker in manufacturing, these schedules usually mean that no benefits are paid if an employee workstwo or
more days per week. Thus, meaningful partial employment during business downturns is not encouraged under the
regular Ul system.
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1. HistTorY OF STCINTHE U.S., CANADA, AND EUROPE

Work week reductionsto avoid layoffs were gpplied in the U.S. long before they were supported by
the government. During the Great Depression, many firmsreduced work week hours, with the cooperation
of their employees, to avoid layoffs and impoverishment a a time when the U.S. had no unemployment
insurance. Firms continue to use uncompensated hours reductions today (Levenson 1996). However,
STCisan dternative to this, allowing employees to be partidly compensated through the Ul system for

wages lost as aresult of hours reductions.

The idea of adjugting the Ul system to make it easier to use reduced work weeks as an dternative to
layoffs wasfirgt given serious condderation inthe U.S. in response to the unemployment problems of New
York City in 1975. In 1978, the state of California established the nation’s first Ul supported STC
program. Arizonaand Oregon followed Cdiforniaslead, creating their STC programsin 1982. That year,
federa legidation was enacted which mandated that the Secretary of Labor develop mode legidative
language to be used by states when adopting STC programs.  This language was made available to states
inJuly 1983 and currently eighteen stateshave STC programsin place. Despitetheseincreasesin program
adoption, less than one percent of employers utilize the program in participating states.

Programs smilar to the U.S. STC program are in place in a number of other countries as well. In
Canada, for example, the Work Sharing program wasiinitiated by the Canadian federal government in the
late 1970s through a series of limited pilot demongtrations. In response to an economic downturn in the
early 1980s, a nationd Ul-funded Work Sharing program was authorized on atemporary bass. Itisdill
in place today and recently, an option has been extended to employers to include training for employees
participating in the Work Sharing program during their reduced hours. Thisoption has not yet been utilized
extensively (Ekos 1993).

Although STC programs in North America are relatively new and underutilized, they have been
widespread in Europe since the 1920s. Among the nations reporting use of STC programs are Austria,
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Bdgium, Denmark, France, Germany, Grest Britain, Italy, Luxembourg, the Netherlands, Norway, and
Sweden. Funding, benefits, duration, digibility provisons, and program adminigtration vary consderably
by country. However, each program sharesthe common primary goa of avoiding layoffsduring short-term

economic downturns (Cook, Brinsko, and Tan 1995).

2. MOTIVATIONSFOR STC USE

Thereareanumber of reasonsthat firms and employees may or may not wish to participateinthe STC
program. Proponents of STC argue that there may be significant financial and other benefits associated
with program usage. From the employer perspective, STC utilization may alow employers to retain
workers during economic downturns, which may reduce the costs associated with hiring and training new
workers. Hence, the costs of reorganization necessitated by layoffs may be reduced under STC, and long-
term productivity gains may be redized by employers.

Froman employee perspective, STC hassevera benefitsaswell. Although moreworkersare affected
by STC than would be by layoffs, participants lost weekly earnings are partidly reimbursed by Ul
payments. Thus, financid disruptions to individual households are minimized. Spreading the effects of
economic downturns over alarge group of workers avoids placing a disproportionate share of the burden
on individua workers who would otherwise be laid off. In addition, STC has been touted as promoting
broader god's of equa employment opportunity. By dispersing the effects of workforce reductions over
more employees, those historicaly hurt the most by downturns, such as minorities and women who are
more likely to be the most recently hired and first fired, are not disproportionately affected. Another
advantage of STC over layoffsfor employeesistha under STC, they arelikdly to retain most of their fringe
benefits.  In contrast, mogt laid off workers lose dl fringe benefits. Findly, the fact that workers
participating in STC may not fed the economic necessity to seek new employment during a downturn
dlows them to continue developing skillsin their chosen careers. Thus, should these workers eventudly
be lad off, their skills might make them more employable and less likely to turn to other public assistance

programs.
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There are aso potentid costs associated with STC usage. From the employer perspectivetota fringe
bendfit codts are expected to be higher under STC than with layoffs, which are not usualy accompanied
by maintenance of employeefringe benefits. In addition, dthough both layoffsand STC participation could
lead to increases in the Ul tax rate for firmsnot at the maximum rate, STC participation may impose even
larger increases than layoffs. Thiswould occur if an increased number of employees, some of whom have
higher than average wages, file Ul clams charged to the employer. Furthermore, some states impose
higher tax rates on STC employers than on those that use regular UI.

From the dtate perspective, administrative costs may rise with the adoption of STC as dtate
unemployment insurance offices arerequired to processmore clams. Thisisbecause moreemployeesare
put on STC than would have been laid off so that per full-time equivaent layoff, thereare more clamsfiled.
Inaddition, STC usage may havedifferent or unexpected resultsfor the Unemployment Trust Fund balance
which need to be monitored more closdly.

In addition to firms and employees, an additiond potentid party affected by STC is unions. Unions
may oppose STC on the grounds that spreading the effects of the downturn over alarge group of workers
would reduce the income of many workers who would otherwise have been unaffected financidly. This

potentidly undermines seniority ruleslaid out explicitly in union contracts.

Some of these issues regarding the costs and benefits associated with STC use are addressed in the
exiging literature which includes: reports by state Ul systems; econometric andyses of U.S. and foreign
data; and mgor studies of STC conducted for the Employment Devel opment Department in Cdifornia, the
Canada Employment and Immigration Commission, and the U.S. Department of Labor. Although these
studies are broad in scope, there are till large gaps in what is known about the effects of STC on firms,
workers, and theeconomy. This chapter reviewsthe research on STC programsin the U.S., Canadaand

Europe and concludes with a discussion of issues for future research.
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B. THE TRADEOFF BETWEEN WORK HOURSAND LAYOFFS

Higoricdly, U.S. employers have relied more heavily on layoffs than employersin other indudtridized
countries. Thisisa least partidly the result of the Structure of the Ul system in the U.S. which, prior to
STC, offered benefit payments to workers who had been laid off, but not to those on hours reductions.
In the U.S,, the Ul system is financed through employer payroll taxes, which are established through
experience rating. Under experience rating, employers past usage of Ul determines their rate of Ul
taxation. It has been suggested that in the absence of STC, imperfectionsin experience rating exist such
that increasesin employers payroll taxes associated with layoffs may belessthan the cost to the Ul system
to pay the laid-off workers benefits (Feldstein 1976). Hence the number of layoffs which take place,
epecidly temporary layoffs, is corrdated with the degree of layoff subsidy provided by the Ul system
(Topel 1983).

In states which have adopted STC, a layoff subsidy due to incomplete experience rating is still a
possbility. Infact, theavailability of STC may not change U.S. employers apparent preferencefor layoffs
over hours reductions during temporary downturns in demand for labor because of the presence of this
layoff subsidy (Abraham and Houseman 1993). Inthe early years of STC use, many statesimposed extra
taxes or surcharges on employers using STC so thet their effective maximum Ul tax rate was higher under
STC than under regular Ul. Thiswould certainly act asan employer disincentiveto STC use. Whilemany
states have removed these disncentivesto STC use, three of the nineteen sateswith STC legidation have
provisons for taxing STC firms more heavily which may improve the degree to which firms are experience
rated.> However, in these states it is fill possible that incomplete experience rating may result in some
degree of layoff subsidy for employers choosing that mode of workforce reduction. Hence, in these states
employers may il prefer layoffs even though STC isavailable.

3See Chapter 1V for further discussion of thisissue.
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In contrast to the American system of unemployment insurance financing, European unemployment
compensationsystemsgeneraly makeno attempt a financing through an experience-rated tax.* Thisisone
reason why the rate of layoff in the U.S. is higher than in most European countries (Abraham and
Houseman 1993). However, there are a host of other factors which may explain the disparity in layoff
usage between the U.S. and other industrialized countries.

InGermany, for ingtance, the costs of worker training are shared by thefirm, the government, and trade
organizations. German firmstypicaly spend more on worker training than U.S. firms and therefore have
agreater incentive to retain their workers during periods of economic downturn (Abraham and Houseman
1993). Supporting this, Huberman and Lacroix (1996) suggest that STC facilitated employment stability
and helped build organizationa structure in European indugtries, and acted as an incentive for workersto
acquire multiple skillsas well. In times of economic downturn in Europe, jobs are sometimes created by
providing incentivesfor early retirement for workerswith long tenure. Newer employeesat risk of job loss
can then fill these vacated pogitions provided they have a broad enough set of skills to perform the
necessary duties. Therefore, the gpprenticeship system in Europe, which promotes a higher degree of kill
formationthaninthe U.S., may aso contributeto lower layoff rates. Inaddition, it has aso been suggested
that theincreased requirements of severance payments, advance noticerequirements, and layoff regulations
in Europe lead to greater job security there (Van Audenrode 1994). Hence, firms experiencing economic
downturns in Europe may be more likely to use STC, rather than layoffs, as a means of reducing labor

costs.

In an effort to identify other ways in which the American system of unemployment compensation may
encourage layoffs, abody of theoretica literature has developed to examine the tradeoffs between hours
reductions and layoffs. To understand the way in which employers and workers preferences interact in
determining how labor input is reduced during periods of declining labor demand, researchers have
modeed employment contracts which draw on the early implicit contracts model of Azariadas (1975). In

“Foradiscussion of characteristicsof various European systemsof unempl oyment compensation, seeBlaustein
and Craig (1977) or Congressiona Research Service (1992).
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this type of mode, workers and employers are assumed to engage in bilateral bargaining that resultsin an
efficient solution in which each party's wdl-being is optimized given the choice of the other. In its most
generd form, this model predicts that risk-averse workers prefer hours reductions to layoffs during
recessons. Frms preferencesmay dter thisrdationshipif fringe benefit costsare so high they make hours
reductions less preferablethan layoffs. In addition, firmsmay prefer layoffsif they can change output more
eadly by reducing employment than by reducing an equivaent number of hours. Contracts models may
also takeinto account Ul tax and benefit scheduleswhich can further affect the optima hours-employment
drategy. As discussed above, incomplete experience rating of benefit charges may encourage firms to
prefer layoffs. In contragt, firms may prefer hours reductions if hiring and training costs make layoffs

unattractive to employers.

Building on thismodel, some researchers characterize two distinct systems. Inan"American” system,
Ul benefits are assumed to be payable only if workers are fully laid off fromthefirm. Alternatively, under
a "European” system, compensation is available only for reductions in hours worked. By design, the
American system favors layoffs whereas the European system favors shortened work weeks as preferred
methods for workforce adjustment (Wright and Hotchkiss 1988, Burdett and Wright 1989, and Jehle and
Lieberman 1992). Theresult isthat the American practice of subsidizing only layoffs leads to overuse of
temporary layoffs, aresult whichiscorroborated intheempiricd literature. Smilarly, the European practice
of subsidizing reduced hours, while bringing back efficient levels of employment because layoffs are
averted, leads to inefficiently low numbers of hours worked (Burdett and Wright 1989). Thisis because
the tax system is not experience rated in Europe and employers who utilize STC more heavily are not

required to pay out more than other firmsin payroll taxes.

Burdett and Wright (1989) focus on the experience rating issue and conclude that the tax sde of the
system should be the focus of future efforts to modd the efficiency of employment levels under STC and
layoffs. Without effective experiencerating, efficient levels of hours reduction will not be achieved. Other
researchers focus on the benefit sde of STC use. Van Audenrode (1994), for instance, focuses on the

importance of plan generogity in bringing about efficient use of STC.

37



Review of the STC Literature

C. EMPIRICAL LITERATURE ON THE IMPACT OF STC PARTICIPATION ON
LAYOFFS

Our discussion of the effect of STC on layoffs has been largdly theoreticd thus far. While providing
the framework for analyzing the tradeoff between hours reductions and layoffs, the theoreticd models
discussed above are less useful in practical Stuations.  In andlyzing data on program participation,
researchers have found that firms in both the American and European systems are likdly to use some
combinationof hoursreductionsand layoffs. Theextent towhich STC actualy avertslayoffsisanempirica
question that a number of studies have addressed.

A key question in the empirical literature is the degree to which unemployment compensation under
STC subgtitutes for unemployment compensation under the regular Ul program (Needels and Nicholson
1996). To characterize this, alayoff conversion rate has been defined which summarizesthistradeoff. A
conversion rate of 1.0, for example, implies perfect substitution so that each hour of STC replacesan hour
of layoff. Perfect subgtitution between full-time equivaent workforce reductions in STC and layoffs has
beenassumed by many researchers. Other researchersattempt to cal culatethelayoff converson rate using
datafromavariety of sourcesincluding sef reportsby firmsand matched samplesof participating and non-
participating firms. A rate greater than 1.0 implies that STC usage led to fewer hours of unemployment
compensation than layoffs would have led to, while a rate of less than 1.0 implies that STC led to more
hours of unemployment compensation. Layoff conversion rates can aso be equivaently caculated with
dollars of unemployment compensation rather than hours.

Thisissue of the layoff conversgonrate is particularly important because assumptions regarding it are
critical to cost-benefit analyses of STC, since the number of layoffs averted is multiplied by al cost data
collected. If researchersincorrectly assume aconverson rate of 1.0, al cost and benefit estimates will be
misrepresented. Inthefollowing sections, we explorethe empirica studies of STC participation on layoffs
in Europe, Canada and the U.S.
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1. THE EUROPEAN EXPERIENCE

Studies of the effect of STC usage on layoffsin Europe are limited to those which use adminidrative
data, sometimes aggregated up by industry or year. In genera, these studies tend to assume a layoff
conversonrate of 1.0 and find that STC leads to more flexible workforce adjustments than layoffswould.
For example, Vroman (1992) examined how STC affected employment levelsin Germany from 1970 to
1991 and found that STC served to stabilize employment in the short-term, but its effects did not
necessxily last over time. Using smilar methodology and data from France, Abraham and Houseman
(1994) reported corroborating conclusons. In fact, these authors found that workforce adjustment was
more flexible under STC than layoffsin response to economic downturnsin Belgium and Germany aswll,
under an assumed layoff converson rate of 0. Although the methodol ogies used to estimate the extent to
which STC averted layoffs in these European countries may have been flawed, the findings from these
studies suggest that in Europe, STC is associated with more flexible workforce adjustment than layoffs.

2. THE CANADIAN EXPERIENCE

Although the STC program has been in place longer and more extensively in Europe, more in-depth
studies of its effect on layoffs, employers, and employees have been conducted in North America. The
gructure of labor markets, socid policies guiding provison of fringe benefits, and other firm-leve
regulations differ dramatically between North America and Europe. Hence, discussions of how STC
affects layoffs in Europe only indirectly inform the discussion of how STC affects layoffs in the U.S.
However, studies of the Canadian Work Sharing program have been conducted and are more directly
relevant to the discusson of STC inthe U.S.

The Canadian Work Sharing (WS) Evduation isthe most recent evaluation of aprogram likethe U.S.
STC program. The evaluation was conducted by Ekos Research Associates, Inc. (1993) under contract
to Employment and Immigration Canadaand will bereferred to throughout the text asthe Ekos study. We
aso refer to an earlier sudy by the Canada Employment and Immigration Commission (1979).
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Ekos surveyed both employers and employees at 620 firms that participated in WS and 460
comparisonfirmsthat were digible for, but did not use, WS. The comparison group was selected through
employee files which provided employer identifiers. Comparison firms were screened to ensure

comparable distributions with WS firms on a set of key variables.

According to the evauation report, the Work Sharing program significantly reduced the number of
layoffsin the Canadian firms studied. Employers reported that on average, 40 percent of participating
firms workforces would have been laid off in the absence of WS. However, 12 percent of participating
employees were in fact laid off after program participation, so the find estimate of layoff averson is
somewhat smaler. Ekos concluded that Work Sharing did not entirely replace layoffs as a method for
making workforce adjusments, but did lead to a significantly reduced number of layoffs.

Although suggestive, these findings should be viewed cautioudly for two reasons. Firgt, reports of WS
usage and layoffs were based on employers sdlf-reports. 1n our own study, we found discrepancies
between layoff numbers reported by employers and those found in administrative records. Itislikely that
some of the same problems are present in Ekos' data, and there may be serious reasons to doubt the
integrity of thefindings. Second, the fact that the comparison group was not a matched sample, meaning
that firms in the WS and comparison samples were not matched based on specific characteristics, raises
questions about the comparability of the two groups and the attribution of differences between them to the
WS program. Although Ekos attempted to ensure smilar distributions on a few key variables, some
actudly differed merkedly, undermining the vaidity of the evauation.

Even if firms are matched based on aset of key characterigtics, differences between participating and
comparison firms in their regular Ul usage may be found. Thus, in studies usng comparison group
methodologies, differences in outcomes between participating and comparison firms cannot aways be
relidbly attributed to the WS program. It is therefore important to rely on other types of studies to
understand how WS affects layoffs. One methodology we recommend later in this report is case studies
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of firms which adopt hoursreductionsin lieu of layoffs. By examining one casein depth, rather than alarge
sample of firms smultaneoudy, we may be able to better understand the effects of WS.

Huberman and Lacroix (1996) use Bell Canada as such a case study. In late 1993, as a result of
deregulaion in the Canadian tdecommunications industry, Bell Canada faced the unusud predicament of
experiencing adeclinein demand. Inthe past, employeesat the firm experienced job security, high wages,
and ample compensation for overtime work. The firm and union’s decision to use WS was met with
employee resistance which led to reduced productivity and increased absenteeism. In only four months,
Bdl Canada management reversed its decisonto use WS and reconciled itsdlf to using layoffs, as set out
by the collective bargaining agreement, for workforce reductions. Hence, in this case, WS was utilized to
avert layoffs as a short-term strategy only. Because of employee resistance to WS, Bell Canada
management had to make layoffs to cope with the economic changes the firm experienced.

3. THEU.S. EXPERIENCE

Edtimates of theeffect of STC participation on layoffsintheU.S. arelimited to two evaduations. aState
of Cdifornia (1982) evauation of STC and a more comprehensive evauation of STC prepared by
Kerachsky, Nicholson, Cavin and Hershey (1986) of Mathematica Policy Research (MPR) for the U.S.
Department of Labor.

In an attempt to measure the actua conversion rate between STC use and prevented layoffs, MPR
compared samples of STC firms and non-STC firms, which were matched based on firm characterigtics
from adminigrative data. One of the most important findings from the MPR evauation was that layoffs
continued to be the predominant form of workforce reduction for STC firmsin the states they examined.
However, STC employers had lower levels of regular Ul charges (Ul charges not from STC) than

comparisonemployers® Thisresult varied by state, however. In Oregon, hours spent in STC weredmost

SAdministrative data reports Ul and STC charges by the firm, rather than the number of layoffs. In most circumstances, Ul
charges indicate layoffs. Exceptions occur if the firm is a base period employer for an employee laid off by a subsequent employer. In
this case, Ul charges may not indicate layoffs.
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perfectly baanced by fewer hours spent on regular Ul, dmost precisely the 100 percent substitution effect
onewould predict with alayoff conversonrateof 1.0. STCfirmsin Cdifornia, by contrast, had 29 percent
more hours of compensated unemployment than comparison firms, indicating ahigher rate of layoff in STC
firms than in non-STC firms. In Arizona, STC appeared to avert some, but not dl, layoffs. MPR
concluded that the layoff conversion rate of 1.0 was not supported by the data, dthough the resultsfor the

three sates were incons stent.

Despite their use of STC, firms in these three states dso laid off employees.  Even for firms whose
workers collected sgnificant amounts of STC benefits, on an hour-for-hour basi's workforce reductions
were at leadt five times as great from layoffs than from hours reductions®  In other words, employees at
firns usng STC were ill subject to layoffs and in fact, there were higher rates of layoff than STC use.
Despite this finding, MPR argued that STC appeared to be used by firms for its intended purpose: to
reduce layoffs.

Y et while layoffs were reduced to some degree, the total amount of compensated unemployment, as
messured by the combination of STC and Ul, was higher for firmsthat used STC than for firmsthat used
Ul excdlusvely. Thetotal amount of work reduction compensated by Ul was |lower for STC usersthan for
comparisonfirmsthat used only Ul. Intotd, the employees of STC firms spent about 12 percent lesstime
collecting Ul benefits than did the employees of comparison firms. MPR estimated that the leve of total
compensated unemployment for STC firmsranged from 5 to 13 percent higher in the three Satesexamined
for STCfirmsthanfor comparison firms. MPR theorized that onereason for thisfinding might bethat some
firms that use STC would not have had any layoffs in the absence of the program. Many employers,
epecidly in Cdiforniawheretheadditiona compensated unemployment wasgrestest, may haveused STC
not as a subgtitute for layoffs, but as an additiona form of workforce reduction.

50Onedrawback of the M PR dataisthat it does not includeinformation on either layoffs or hoursreductionsthat
are not compensated by Ul. Itis, therefore, possiblethat hoursreductions may be more significant in STC-participating
firms than is suggested by the claims data. Conversely, it is also possible that comparison firms are instituting
uncompensated hours reductions in which case non-STC firms' compensated hours may be a lower percentage of
reduced hoursthan STC firms' compensated hours.
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The MPR sudy’ s conclusions about the effectiveness of the STC programsin preventing layoffs have
been criticized on a number of grounds. Morand (1990) criticized the methods used to identify a
comparison group of non-STC firms. His main argument was that while STC firms, by definition, were
experiencing a decrease in demand for labor, non-STC firms may or may not have been experiencing a
amilar decline. Hence, firms in the comparison group may have been hedlthier than those in the STC
group. The issue of sample sdlection for the comparison group has dso arisen in the context of this

evauation aswell and is discussed in detall in Chapter V1.

Another criticismwas of MPR'sfinding of asignificant increasein benefit usage under STC, whichwas
interpreted to mean that many employers who used STC would otherwise have used no workforce
reductions. Morand argued that becausefirms, particularly in Cdifornia, were required to submit affidavits
dating that STC wasan dternativeto layoffs, thefinding that STC did not actudly subgtitutefor layoffswas
unconvincing and should be viewed as sugpect.

Findly, Morand inssted that MPR did not provide an accurate assessment of employer participation
inthe STC programs. MPR stated that STC consistently accounted for less than one percent of al regular
date Ul payments and involved less than one percent of al employersin each state. Morand, however,
clamed tha in 1985 in Cdifornia, STC clams represented six percent of Ul clams in September. He
clamed that, inthe same month, 25 percent of ArizonasUI clamswere STC claims. Morand argued that
these figures were not merdly outliers, but were rather more accurate estimates of program participation.

This criticiam has remained unfounded dsewhere in the literature.

A number of these criticisms can be linked to potentid problems in the matching methodology MPR
utilized to draw the comparison sample. If the comparison sample was, for some reason, lesslikely to use
Ul than the STC sample, the results regarding the effect of STC on layoffswould be biased upward. This
problem is discussed further in Chapter V1 of this report.
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As discussed in the previous subsection, the difficulties of identifying avaid comparison group suggest
that other methods may be useful to examine the effects of STC on layoffs. A case study, for example,
provides an in-depth examination of STC usage in one firm. In the U.S,, the Motorola Corporation in
Arizona provided aninteresting case study whichwasanalyzed by St. Louis(1984). Motorolawasintegrdl
in the establishment of STC in Arizona, lobbying the state to adopt legidation which would dlow the
company to use Ul benefits for employees whose hours had been reduced. While utilizing the program,
management reported higher levels of productivity than they had seeniin previous periods of layoff activity.
In addition, corporate management felt that STC dlowed them to save jobs for their employees.’
However, some employees were less satisfied, indicating that STC shifted their job responsihilities to
different tasks and that the firm did have layoffs in the end. This discrepancy between employers and
employees perceptions was not addressed in the analysis.

D. THE FIRM PERSPECTIVE: COSTSAND BENEFITSASSOCIATED WITH STC

Asdiscussed in the first section of this chapter, employers face both costs and benefitsin usng STC
in place of layoffs for workforce reductions. All four of the program studies in the U.S. and Canada
examined STC from the employer perspective. Overdl, it gppeared that the benefits that accrued from
STC participation outweighed the costs associated with it for participating employers.

1. COSTSASSOCIATEDWITH STC

The potential cost increases to employers associated with STC use in lieu of layoffs includes more
adminidraive work, higher Ul tax rates, and more fringe benefits paid. In the MPR study, the most
frequently cited primary disadvantagewith the STC programswasthe burden associated with administering
it. Thetask of forms preparation in particular was considered a drawback by respondents. Findingsfrom
earlier dudiesaso support thisfinding: inthe early Cdiforniaand both Canadian studies, the adminigrative
costs associated with STC program participation were found to be important disadvantages.

"It is possible that the favorable descriptions of STC by Motorola management occurred because Motorola was integral in getting STC
legislation in place in Arizona. To admit that there were problems with it would potentially damage the reputation of the company.
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After adminidrative burden, the drawback most frequently cited by employersin the MPR study was
theincrease in their Ul tax rate. More than half of the participating employersin the MPR study reported
that their Ul tax rate increased as aresult of STC use. However, it is possible that employers not taxed
at the maximum rate would have seen increases in their Ul tax with layoffs as well. Although employers
in the employer survey reported increasesin the Ul tax rate, M PR found that the difference between STC
and comparison firm expenditureson payrol| taxes, asreported in theadministrativerecords, wereminimal.
In addition, the experience rating tax formulasin three of the states examined by MPR led to higher tax
rates in the subsequent tax year for both participating firms and those in the comparison group. Thiswas
unrelated to the STC program. In contrast to the U.S. experience, firms in Europe and Canada do not
experience changes in tax rates as a result of STC participation. In these countries, employers pay a

uniform payroll tax which finances the Ul system (Cook, Brinsko, and Tan 1995).

Less than five percent of STC participating employersin the MPR study indicated that an increasein
fringe benefits was the primary disadvantage associated with STC. The cost associated with providing
fringe benefits to employees on reduced hours may be lower in Canada due to the relatively lower cost of
maintaining fringe benefits for al employees, especidly hedth insurance which is paid for by the federd
government. Although maintaining fringe benefits may lead to higher employer codis, the vast mgority of
employers opted to retain full fringe benefits for employees on STC, even in the aisence of a legidative
requirement to do so (Vroman 1990, Kerachsky et a. 1986).

2. BENEFITSASSOCIATEDWITH STC USE

There are a number of benefits which may counterbalance these cogts. While most of the negetive
aspects of the program are monetary, employers report both monetary and nonpecuniary benefits
associated with STC. For example, employersin the MPR study reported that keeping valued employees
was amgjor advantage associated with the STC program. Thiswas reiterated in the early Cdiforniaand
Canadian sudies as well as the Ekos WS Evduation in Canada. By keeping vaued employees through
STC, firms were likdly to reduce the cost of hiring and training new employees to replace those logt to
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layoffs. The early Cdifornia and Canadian evauations found significant savings relaive to the expected
costs of layoffs due to turnover, particularly in the area of training new employees. The 1993 Ekos

evauation found that Work Sharing was associated with lower hiring and retraining costs than layoffs.

Because data regarding the costs of turnover and retraining workers were not typicaly maintained by
individud firms, these eva uations had to creete their own modesfor caculating turnover costs. Assuming
a 75 percent recal rate for layoffs, Best (1988) confirmed that there did appear to be savings associated
with reduced turnover from STC. However, he cautioned that both the early Cdifornia and Canadian
eva uations suffered from methodologica shortcomingsin deriving their turnover cost estimatesin thet they
relied on employer reports of cost expectations rather than actud codts.

Another potentia financid benefit to employers associated with STC is through lower wages paid.
Layoffstend to differentidly affect lower wage employees whose tenure with the firmsistypicaly shorter.
By paticipating in STC, employers may pay out less in wages because employees across the pay scae
have their hours reduced. Thisfinding was reported in both the early Cdiforniaand Canadian evauations,
whichfound that short-term wage and salary expendituresweredightly lower under STC (Best 1988, State
of Cdifornia 1982). More junior employeeswith lower than average wages and fewer senior employees

with higher than average wages were retained than would have been the case under layoffs.

The finding of lower wages associated with STC than with layoffs, athough reiterated by Vroman
(1990), iscriticized inthe MPR study asbeing mideading. According to MPR, the savingsassociated with
lower wages paid may be counterbalanced by lower productivity, assuming wage rates are postively
correlated with productivity. Hence, the monetary differences associated with changes in workforce

composition are not necessarily savingsto be credited to the program.

Although the effect of STC on wages paid is unclear, STC should theoreticaly lead to reduced tota
productivity due to a reduction in employees work hours, particularly the reduced hours of senior
employees which would not have been cut under layoffs (Vroman 1990). This would presumably be
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mirroredinlower wagespaid out. Incontragt, individua workers' productivity might improve becausethey
remain attached to the job. Closeto 80 percent of employersinthe MPR study reported that workerson
STC were as productive or more productive than full-time workers. The Caifornia evauation found that
60.4 percent of employers surveyed perceived lesswork losswith STC than layoffs. In contrast, the case
study of Bel Canada discussed previoudy indicated that among firgt time STC users in that firm,
productivity declined intentiondly and significantly. Data from both Canadian evauations are less
conclusve, with some firms experiencing increased productivity and others reporting decreased
productivity. Where STC led to increasesin productivity, employers perceived that reative gainsin work
time were caused by increased flexihbility to respond quickly to changing conditions, availability of workers
when business judtified full-time schedules, and generd cooperation from employees.

Although Work Sharing firms in the recent Canadian evauation did not necessarily enjoy higher
productivity while using the program, there was evidence that Work Sharing firms returned to full
production sooner than those using layoffs. In examining productivity in different ways, the Canadian
evauatorsreported that WS may improve productivity through increased motivation, moraleand employee
security. However, due to the sampling problemsin choosing a comparison group previoudy discussed,
thisfinding should be viewed cautioudy.

In surveying employersregarding these and other potential benefits associated with the STC program,
MPR found that employers ranked their perceived advantages for using the program as follows: retaining
vaued employees (50.0%); keeping a larger number of employees employed (34.9%); reducing costs
associated with hiring/rehiring (15.9%); maintaining employee morae (14.8%); avoiding disruptions to
business operations (11.2%0); flexibility to adjust employment level to demand (8.9%); alowing employees
to retain benefits (5.6%); and other (21.5%).

Despite the costs associated with STC (such as the increase in adminigtrative burden, higher Ul tax
rates and the potential decline in productivity), overal, employer satisfaction with the STC program has
been high. Survey responses from both the early Cdifornia and Canadian evauations indicate that 82
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percent of participating employersin Cdifornia (State of California 1982) and 81 percent of participating
Canadian employers were satisfied with the STC program (Best 1988). In addition, over 90 percent of
employersin both samples reported awillingness to use STC in the future. In 1990 and 1991, the Work
Sharing program in Canada was smilarly received by employers (Ekos 1993). The mgor reason given
for ther willingnessto use STC wasonly indirectly related to economic impactsand work loss. Most STC
employers said that they would use it again because they perceived that worker morale was higher with
STC than with layoffs.

E. THEEMPLOYEE PERSPECTIVE: COSTSANDBENEFITSASSOCIATEDWITHSTC

From the worker perspective, one would expect that both layoffs and STC are unappeding relative
to the option of full-time employment. In the absence of this third option, however, workers tend to
support the decison to use STC asameansto reduce work time. In the early Cdiforniaevauation, only
gx percent of employees reported opposing the program when it wasfirst proposed. Despite their desire
to participate in STC over layoffs, employees may be affected negatively as well as positively by the
program in anumber of ways. There may be inditutiond effects associated with STC such as changesin
job duties, different interactions with government agencies, shifts in employeg/employer relaions, or
changes in union contracts. There may aso be qudity-of-life effects of STC on employees, on their
psychologicd and physical well-being, that are more difficult to measure but arguably equaly important to
examine. Only the early Cdifornia and the two Canadian evauations interviewed employees and are

therefore the basis for the following discusson.

1. MONETARY EFFECTSOF STC ON EMPLOYEES

One of the most important questionsishow ST C affectsemployees compensation through both wages
and benefits. In the Cdifornia study, the average STC employee experienced a 20.8 percent work
reduction and maintained nearly dl fringe benefits. The result was that employees on STC maintained 92
percent of their origind compensation (State of Cdlifornia 1982). This gatistic masks some variability in
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earnings replacement, however. Lost wages are compensated by the Ul system at a much lower rate,
particularly for higher paid workers. In comparison to STC, under layoffs some workers maintain 100
percent of their compensation and others lose all earnings. For those who were laid off, Ul benefits
provided on average 53 percent of take home pay, but al fringe benefits were lost. The result was an
average income which was 45 percent of origind pay (Best 1988). This average figure has a bit less
variability than the comparable figure for STC because laid off workerstypicaly do not span the earnings

digtribution as comprehensively as workers on STC.

In Canada in the 1980s, the average WSworker had his or her hoursreduced by 34 percent, alarger
reduction that the average STC worker in Cdifornia. Despite this, the amount of income employers
maintained while using the program was much higher than in Cdifornia. Employees usng WSin the early
Canadian evduation retained 93.5 percent of their tota compensation. In comparison, laid off workers
maintained 57 percent of ther full-time earnings and benefits during the same time period. According to
Best (1988), Work Sharing in Canada maintained a higher percentage of employees income than its
American counterpart because of systematic differencesin thetwo countries Ul systems. In Canada, Ul
payments replaced a much larger proportion of lost earnings than in the U.S,

Employees participating in the Work Sharing program in Canada in the 1990s had dightly worse
outcomes than participantsin the earlier Canadian evauation. Although their work week was shortened
by aconsderably smdler percentage (roughly 15 percent), WS employees maintained an averageincome
of only 81 percent of origina pay, while those who were laid off maintained 53 percent of origina pay
(Ekos 1993). Ekos aso reported that worker perceptions of ther financid Stuations varied by the type
of workforce reduction. Fifteen percent of those in the WS group reported dissatisfaction with their
financia status, while 41 percent of workersin the layoff group reported they were dissatisfied.® Hence,
athough it appears that the financid impact of WS on employees has worsened over time in Canada,
employeesdtill tend to perceive that WS providesamore satisfactory incomeleve than layoffs, given some

form of workforce reduction.

5The layoff group included workers who had been laid off either temporarily or permanently, but may have been recalled
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Thus far we have assumed that empl oyeeswho are on reduced hours through STC actually collect the
benefits associated with it. However, a survey of employeesin the early Cdifornia evauation found that
as many as one-fifth of employees who were digible for STC did not file claims for their Ul benefits®
Among the reasons given were the short expected duration of hours reduction and an ability to manage
financeswithout the partial benefits (Best 1988). Other reasons, which may be correlated with thetwo just
mentioned, were the difficultiesin deding with the Ul system and the stigma associated with participating

in asocid insurance program.

In addition to directly affecting workers take home pay, participating in STC may entall possble
negdtive impacts on the pension incomes of workers close to retirement. Because some pensions are
automaticaly prorated in accord withwork timeor pay levels, STC may detract from an employeesfuture
pension benefits. Thisisparticularly aproblem if the pension payment isbased onincomein thefind years
of work and the worker is near retirement. The evauations of STC and WS to date have not estimated

the effect of the program on the pensions of employees nearing retirement.

On the financia sSde, it seems that the mgority of STC employees fare better than laid off workers.
They maintain more income and benefits than laid off workers and are more satisfied with their financia
gtuations than those on layoff. However, the burden of workforce reductions are spread over a larger

group o that more households are impacted, abeit by a smaller amount.

2. NONPECUNIARY EFFECTSOF STC ON EMPLOYEES

In addition to the monetary costs and benefits discussed thus far, nonpecuniary issues are also
sgnificant for the evaluation of STC. It hasbeen argued, for example, that because workersremain onthe
job, STC avoids many of the negative effects of unemployment such as skill erosion and negetive physica
and psychologicd effects. Employees in the early Cdifornia evauation placed tremendous vaue on the

SFor comparison, Blank and Card (1991) estimate an unemployment insurance take-up rate of 66 percent in 1987.
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added free time of the shortened work week. On average, morae of employees appeared to be higher
with STC than layoffs and many beieved that STC was more fair. In addition, employees, union
representatives, and employers believed that the use of the Cdifornia STC program had some positive
impacts on employee-employer relations (Best 1988).

Extensve interviewswere conducted by Ekos (1993) with employeesregarding avariety of outcomes
they might attribute to their participation in ether layoffs or the Work Sharing program. Employees
interviewed in the WS group had participated in the program a some point in time. Those in the
comparison group had been laid off either temporarily or permanently, but some had been recadled.

The findings indicated that Canadian employees a WS firms displayed much higher levels of morde,
better attitudestoward work and management, superior quality of life, better socid relations, and improved
psychologica and physicd well being compared to employees at firms experiencing layoffs. However,
Ekos noted that this comparison may have been problematic because of their underlying assumption that
employees at firms not experiencing workforce reductions were satisfied with their jobs. They cite
evidence (from a different survey) that al workers report some level of dissatisfaction and conclude that
WS has little negetive effect on non-labor force outcomes for participants. Although difficult to measure,
these non-labor force effects of WS, (hedlth and qudity of life, maximization of the number of contributing
members of society, improved labor relations, maintenance of kill-levels) may have pervasive economic

and societd implications.

One of STC' sgodsisthe equa treatment of al employees. It has been suggested that STC helpsto
provide employment equity gains during periods of economic dowdown. Thisisachieved by maintaining
employment for al workers and overcoming the"lagt hired, firgt fired" principle that might otherwise gpply
to the recipients of employment equity programs such as women and minorities. An important research
question is whether the implementation of STC shows evidence of supporting this principle. The first
Canadian evauation and the eva uation of Cdifornias STC programs, however, did not find any particular

benefits from STC for women and minorities. However, they did find a consderable impact on younger
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workers, who are dso likdly to be differentidly affected by layoffs. The MPR study concurred, showing
that in generd, the demographic composition of STC employeeswas quite Smilar to laid off employeesin
the comparison group. In addition, the demographic compostion of laid off employees dso reflected the
genera composition of the workforce within firms. However, MPR found that women were
overrepresented among STC participants, but that younger workers were comparatively less likely to
participate. Overdl, the findings suggest that the affirmative action benefits of STC are limited at best.

In summary, employeesin both the U.S. and Canada seem to fare better financially under STC than
layoffs. For the most part, they retain higher levels of income than laid off workers and most retain fringe
benefitsaswel. STC employeesd so seem to have more positive nonpecuniary outcomesthan employees
on lay off. Although there are some problems comparing employees on work share withthose on layoff,
it seemsthat at aminimum, STC and WS do not impose negative effects on non-labor force outcomes of
participants, including their physica and psychologica well-being. Although STC wastouted as spreading
the effects of downturnsto ethnic and gender groupstraditionaly underrepresented in layoffs, thiswas not
supported by the data.

F. IMPACT OF STC ON THE UNEMPLOYMENT TRUST FUND BALANCE

In theory, firms participation in STC should not affect their Ul tax rates because experiencerating, in
whichfirms Ul tax ratesarelinked to their past participation in the Ul system, would lead to STC charges
(aswell as Ul charges) being recouped from firmsin future tax liabilities. However, there is evidence that
experience rating is incomplete in some instances, leading the costs associated with STC to not be
recouped in the future. Thisissueis discussed in the context of this study in detail in Chapter VII.

The MPR study addressed the issue of the impact of STC on the Unemployment Trust Fund aswell.
The authors found that totd Ul benefits (including both regular Ul benefits and STC benefits) were
ggnificantly higher during the program period for employers that used STC than for smilar employersin
the comparison group. The early Cdifornia evaluation corroborated this, estimating that STC was about
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16 percent more expensve than layoffsin oneweek of use (Best 1988). A number of factors may account
for these differences. Firg, the availability of STC may encourage employers who would not have used
layoffs to reduce hours through the program. Second, the number of weeks claimed may be different
among STC and laid off employees. STC participants may claim more weeks of benefits because they do
not have as much motivation to seek dternate employment options. However, laid off workersmay clam
more weeks of benefits as well if the layoff recdl period lasts a number of weeks. Third, as mentioned
previoudy, because STC affects employees from the entire wage distribution, STC benefits paid may be
higher because higher-wage employees are collecting STC benefits. Fourth, somefirms subsequently lay
off employeeswho have been collecting STC. The cogt of thefull Ul benefits must then be added to these
employees previous STC benefits, increasing their cost to the Ul account (Best 1988). Employees who
collect STC and are then laid off might either have lower weekly benefit amountsif they have to establish
a second benefit year or be indigible for benefits if they are below the dat€'s minimum wage credit
requirement. Findly, it is possible that differences between comparison group and STC firms are not
directly attributable to participationin the STC program. Rather, asmentioned previoudy, problemsinthe
meatching methodology used by MPR in their STC evauation may have biased the results so that
comparison group firms are hedthier than their matched STC firms.

These effects on the Unemployment Trust Fund baance are most noticegble during times of extreme
economic downturns, whichiswhen STC seesits highest usage. The cost of the STC program to the Ul
system is margindly higher under norma use and significantly greater during harsh economic downturns
(Kerachsky et a. 1986, Best 1988). As economic conditions worsen and work 10ss increases, the cost
of STC rdative to layoffs increases notably, particularly when work week reductions are followed by
layoffs. If layoffshad been usedingtead of STC, the number of Ul recipients might have dropped over time
as employees sought and secured work esewhere. Where STC is followed by layoffs, Ul benefits are
likely to be paid out to more people over alonger period of time (Best 1988).

In additionto the higher benefits paid, the MPR study found that the experience rating tax formul as of
study states caused many employersin both the participant and comparison groups to pay higher Ul tax
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rates in the subsequent tax year. Thismay have occurred as a result of across the board shiftsin Ul tax
rate schedules. However, increases for STC employers were more common, both because STC
employers experienced higher total benefit charges and because some of those employers were subject to
STC surtaxes (these extra charges have been diminated in most states).

The combination of average increasesin the Ul tax rate and the benefits paid by STC employers may
have a number of impacts on the Unemployment Trust Fund of the sate. In the short-term, additiona
benefit chargeswould not affect the Ul tax rate, which isbased on chargesin previousfiscd years. Ul tax
rates might not accurately reflect Ul benefits paid for up to 18 months. Hence, employersusing STC could
draw down the Unemployment Trust Fund more than employers who do not use STC. However, MPR
reported that this drain on the Unemployment Trust Fund may have been partidly offset by STC surtaxes.
Today, most states do not impaose extra surtaxes with STC participation, however, so the drain on the
Unemployment Trust Fund may actualy belarger than it would have been with these extracharges. Inthe
long-term, the problems are likely to be resolved as the state adjusts employers' Ul tax rates to maintain
the solvency of the Unemployment Trust Fund. Whether the effect of STC on the Unemployment Trust
Fund balances out over time is discussed extensvely in Chapter VI of this sudy.

G. DIRECTIONSFOR FUTURE RESEARCH

Although there have been numerous studies of the effects of STC on a variety of outcomes, many
issues have been |eft virtually untouched. Some of these issues, which are listed below, are addressed in
this evauation.

C Why has STC participation remained low among states that have adopted STC
legislation? Thisquestionis perhgpsone of the most relevant policy questions given the reported
satisfaction with STC among employers and employees. To fully addressthisissue, comparisons
need to be made between participating and nonparticipating employers on ahost of measures not
included in the adminidrative data. To a certain extent, we examine this important issue in the
survey of state officials discussed in Chapter V.
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C Why have only 19 states adopted STC legislation? As discussed in the beginning of this
chapter, model language for STC legidaionwas created in 1982. Many states have opted not to
adopt it. Thisimportant policy issue is andyzed in the survey of Sate officidsin Chapter 1V.

C By what processes do states adopt STC legislation and firms create and maintain STC
plans? Although the characteristics of STC firms have been discussed in previous eva uations,
there hasbeen no discusson of the process by which STC isadopted in the state and implemented
by employers. These issues are addressed in Chapter 1V.

C Howhave 15 yearsof implementation experiencein theU.S. affected the ease with which
statesand firmsimplement STC? Insomeof theearly STC evaluations, researchers noted that
problems which occurred, such as the burden associated with processing anew set of forms, are
likely to subside over time as officids and employers become more familiar with the program. In
Chapter V, we present comparisons of our employer survey findingsto those reported in the 1986
MPR study.

C Towhat extent is STC used repeatedly or seasonally? Thisisanimportant question because
STCisintended for short-term use by employers. It was not intended to be used as a means of
compensating seasona workers or to be used over along period of time. Infact some stateshave
rules prohibiting thistype of usage which may or may not be enforced. Theseissues are discussed
in both Chapters IV and V1.

C Does STC have more equitable effects than layoffs? Although there is some evidence that
STC isno more equitablein the demographic composition of affected employeesthan layoffs, there
is for need of further sudy of this issue, particularly in the U.S. Data presented in Chapter VI
address thisissue in detall.

C Further studieswhich use alternative methodol ogies are needed to fully understand the
effectsof STC on workforce outcomes. Asdiscussed in this chapter aswdll asin Chapters VI
and V11, the matching methodology of comparing STC and non-STC firmsfals short in anumber
of ways. Future studies should concentrate on other methodologies such as case studies. 1dedly
we would like to see experimentd designs where digible firms are randomly assigned to STC or
non-STC groups. This type of experiment has not yet been attempted.

Attention to these topic areas in this report as well as in future research will contribute to our
knowledge of the STC program, its underutilization in the U.S. and the prospects for increasing
participation in the future.
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V. STATE ANALYSIS

To implement short-time compensation (STC), a date mud first pass legidation adjudting its
unemployment insurance lawsto dlow for the payment of benefits to workers for reduced work week
hours. Cdifornia was the firg state to adopt such legidation and implement STC in 1978. In 1982 the
U.S. Department of L abor devel oped and disseminated guiddinesand mode legidative language to assst
other states considering the adoption of legidaionto implement STC.! Currently, 17 states operate STC
programs as part of their overall Unemployment Insurance (Ul) sysem.?  However, the majority of U.S.

dates, digricts and digible territories have yet to adopt STC legidation.

In this chapter, we present findings from a survey conducted withrepresentativesfromeach of the 17
STC dates, aswdl asthe 36 states, didtricts, and territories (induding Washington D.C., Puerto Rico, and
the U.S. Virgin Idands) that do not operate STC programs. The gods of the survey were: (1) to
understand why some states have adopted the program and others have not, (2) to learn how
implementationof the STC programvariesacross states, and (3) to develop recommendeations to improve
the administration and use of STC.

! Federal legidation adopted in 1982 (P.L. 97-248) included guiddines to assure a minimum level of uniformity in STC
programs across states. These guidelines encouraged (but did not require) states to include the following provisions
in their STC laws: (1) to be eligible the employer plan should specify workweek reductions of at least ten percent, (2) STC
payments should be based on a pro-rata portion of the unemployment compensation that would have been payable if
the individua were totally unemployed,(3) employee receipt of STC benefits should be limited to 26 weeks in a given 12-
month period, (4) employees will not be expected to meet work search requirements, (5) employers should submit a plan
to be approved to participate in STC, (6) the employer plan must have the consent of the affected employees’ bargaining
representative if one exists, and (7) during the four months prior to participation in STC the employer should not have
had a reduction in staff in the affected unit of more than ten percent. Although many states adopted some form of
provisions 1 through 6, very few states adopted provision 7 of thelist above.

2Although 17 states operate STC programs, 19 states have adopted them. STC programs were adopted but are no
longer operational in lllincis and Louisiana. Illinois' program was established with a three-year sunset clause and was
not reauthorized. Louisiana’s program is technicaly till in effect but applications from employers are discouraged and
none have participated since 1988.

4-1



Sate Analysis

The survey was conducted between November 1995 and January 1996. As described in Chapter 11,
survey respondents in each state were either directors of the state unemployment insurance divison or
individuds identified by the director asthe most appropriateto respond to our questions (for example the
STC programcoordinator). 1nsomestates, multi ple respondentswere surveyed when onerespondent was
unable to provide dl the information needed.

Interviewswiththe 17 STC states|asted betweenone and two-and-a-haf hours, and covered avariety
of topicsincluding: the decison to adopt STC, STC program procedures and rules, and perceptions of
the srengths and weaknesses of the program.  1n comparison, interviews with the 36 non-STC states and
territories were much shorter in duration, lasting 15 to 30 minutes, and focused primarily on the decison
not to adopt STC. In both cases, the surveys contained anumber of open-ended questions in order to
engage the survey respondent in a discussion generdting rich data. However, the result of using open-
ended questionsin the survey isthat certain events or pergpectives may be undercounted because not dl
respondents discussthesame set of issues. In our interviewswe strove to obtain the most comparable data

possible.
This chapter describes the findings resulting from the state survey. Specificdly, we discuss:
C  why states adopted or did not adopt STC,
C  variation in administrative practices and procedures among STC states,
C factors associated with higher employer utilization of STC,
C factors associated with higher costs for administering STC, and

C STC dates overdl perceptions of the STC program.

A. THE DecIsiIoN WHETHER OR NOT TO ADOPT STC

One of the primary goals of the state survey was understanding what factors contributed to a state's
decision to adopt or not adopt STC. This sectionreviewsthe findings fromthe surveys of STC and non-
STC states in which representatives were asked to describe how this decision was made in their state.
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First, we describe the factors contributing to the decision by some states to adopt STC, then we review
the factors contributing to the decision by other states not to adopt the program.

1. WHY STATESCHOSE TOADOPT STC

Asmentionedprevioudy, states have the discretion of deciding whether or nottoadopt STC legidation.
To date, only one-third of the digible states have adopted the program. Thesurvey of STC satesincluded
adiscussion with respondents regarding the factors contributing to the decision to adopt STC legidation.
Resultsfromtheseinterviews, presented in Table 1V-1, indicate that three key factors contributed to this
decison: aperceived need for the program, support from key stakeholders, and perceived advantages of
the program.

a. Percelved Need for the Program

STC is designed to provide employers with an aternative to layoffs during economic downturns.
Survey respondents from sx STC states indicated that a perceived economic need for STC played a
ggnificant role in thelr state€' s adoption of the program.

For example, in 1982 unemployment ratesin Arizona (9.9 percent) and Oregon (11.5 percent) were
a five-year highs. In both states, concerns about worker layoffs and the survivd of the state’ semployers
resulted in the passage of STC legidation that year. Similarly, in 1988 Kansas was in the middle of an
economic dowdown in which many small businesses were perceived to be on the brink of bankruptcy.
STC legidation was passed in order to help these businesses survive.

However, for the mgority of STC states an economic crisis or recesson was not a key factor in the
adoption of STC. In fact, when we compared the dates of STC adoption with national recessionary
periods in the early 1980s and 1990s, no clear patterns of STC adoption and nationa business cycle
downturns emerged. Further, we compared STC state unemployment rates during the
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TablelV-1

FACTORSCONTRIBUTING TO THE DECISION TO ADOPT STC

State

Perception ThereWasa
Need For the Program

Support From Key
Stakeholders

Per ceived Advantages
of the Program

Arizona
Arkansas
Cadlifornia
Connecticut
Florida
lowa
Kansas

Maryland

Massachusetts

Minnesota
Missouri
New York
Oregon
Rhode Island
Texas
Vermont

Washington

U

U

cCc CCcCccccc c c cc c cc

U

c CCcCcccccc c cc c cc

Source:  Survey of State Officials
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years leading up to and just after adoption of STC and found no clear association between high
unemployment ratesand program adoption. These findings indicate that a perceived economic need can
be afactor in agtate’ s decison to adopt STC, but it is not a necessary condition for program adoption.

b. Support from Key Stakeholders

Indl of the STC dtates, support for STC from key stakeholders played a critica role in the adoption
of the program. These stakeholdersincluded: employer representatives and businessgroups, |abor groups,
legidative representatives, the state employment security agency, and the governor. However, the role
specific stakeholders played in this decision varied by state as shown in Table IV-2.

Among the mogt pivota stakeholders in the decision to adopt STC were individual employers or
employer groups. In 13 of the STC states, employerswere oneof the key program proponents. Motorola
was a paticularly strong supporter of STC across the country, lobbying for the program in Arizona,
Florida, and Missouri and testifying about their own use of the program.®

Support fromkey legidators also contributed to the passage of STC legidaionindmost hdf the Sates
adopting STC. Smilarly, support from the state's employment security agency contributed to the passage
of STCin eight STC states. In seven STC states, the governor's support of the program helped passSTC
legidation.

Groups representing labor interests played a somewhat smdler role in the passage of STC legidation,
acting as an active supporter of the STC program in five of the states adopting the

3 Survey respondents in Illinois (currently a non-STC state) indicated that Motorola was key to getting STC legislation
passed in their state in 1983. However, lllinois’ legislation required employers to reimburse the state dollar for dollar for
al STC benefits paid out to their employees. As a result of this provision no employers ever participated in the program,
and in 1988 legidators allowed the law to expire.
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TablelV-2

KEY STAKEHOLDERS SUPPORTING ADOPTION OF STC

State Ul Entity

Or Advisory Employer Legislative

State Council Representatives  Labor Groups  Representatives Governor
Arizona U U U U
Arkansas U U U
Cdifornia U ul U
Connecticut U U
Florida U U
lowa U U
Kansas U
Maryland U U
M assachusetts U U
Minnesota U U U U
Missouri U
New York
Oregon u? U
Rhode Island U U
Texas U
Vermont U U
Washington U

Source: Survey of State Officials

Notes:

1 abor wasinitial ly opposed to STC but eventually came to favor the program.

2 Employers were initially opposed to STC, but eventually came to favor the program.
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program. Inoneof these states, |abor initially opposed the program fearing that employerswould somehow
abuse the program to the detriment of employees.

Only five of the STC states reported any opposition to the STC program. However, respondentsin
each of these states indicated that opponents moved toaneutral or supportive positiontoward STC before
the legidation was passed.

Therole key stakeholders played inthe passage of STC legidation varied by state. However no clear
patterns emerged to explain why certain stakeholders played abigger role inthe adoptionof STC in some
states and a smaller rolein others. I1tislikely the variation in stakeholder support for STC depended on
each state’ s politica and economic context and the influence of particular stakeholders on the state’s
legidative process. What is clear is that any opposition to the program had to be addressed before STC
legidation could pass.

c. Perceived Advantagesof STC

Finally, survey respondentsin al STC gtates indicated that the advantages the STC program offered
their states were key factors in the decison to adopt STC. In the mgority of STC states, STC was
promoted as a doubly beneficia program that helped employers maintain a trained workforce during
economic downturns and avoided layoffs for employees. This finding highlights the importance of
promoting STC as a program that benefits both employers and employeesin passng STC legidation.

2. WHy StaTESDID NOT ADOPT STC

The survey of the 36 non-STC states focused on understanding the reasons STC was not adopted in
each state. The survey aso asked representatives of these stateswhether they believed their state would
consider adopting the program in the future. Results from these interviews indicated that four important
factors contributed to this decision: (1) alack of understanding or information about the STC program, (2)
alack of support or interest in the program from key stakeholders, (3) percelved disadvantages of the
program, and (4) a perception the program is unnecessary or ingppropriate for their state. These results
are presented in Table 1V-3 and discussed further below.
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a. Lack of Information or Under standing about the STC Program

Because STC is an optiona programfor states, adoption of the programdepends, inpart, on a state's
awareness and underganding of the program. There are severd ways that states could learn about the
STC program, induding: (1) communicationwith states that have adopted STC; (2) informationand model
language disseminated by the U.S. Department of Labor; and (3) various conferences sponsored by the
U.S. Department of Labor for state employment security agencies.

Interviews with representatives from five non-STC states indicated that a lack of information or
understanding about STC contributed to their state not adopting the program. Furthermore, survey
respondents from three states indicated that they were unfamiliar withthe STC program. In each of these
states, the survey respondent was ether the state unemployment insurance divison director or assstant
director and each had been employed in thelr position for a number of years. Hence, it is unclear why
respondents in these states had not heard of STC. It ispossible that the dissemination effortsby the U.S.
Department of Labor were not successful in reaching al states.

The responses of two statesindicated that alack of understanding about the STC program contributed
to thelr decisonnot to adopt STC. In these two states, respondents were unconvinced that STC offered
any advantages to the existing partial benefits program.* Partid benefits are part of al states’ regular
unemployment insurance programs and allow workers to collect compensation for reduced work weeks.
However, as mentioned in Chapter 111, partid benefitsdiffer fromSTC inthat digibility for partia benefits
isdependent onanemployee searnings. Only employeeswhose grossearningsin agiven week arebelow
afixed dollar amount can collect partid benefits (McCal,

“Respondents in these states included an Unemployment Insurance Division Director in one state and a Director of
Unemployment Insurance Policy in another.
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TablelV-3

FACTORSCONTRIBUTING TO THE DECISION NOT TO ADOPT STC

Lack of Information

or Under standing

Lack of Support or
Interest from Key

Concern about
Per ceived

Disadvantages of the

Per ception Program
Not Needed or Not
Appropriate for

State about the Program Stakeholders Program State
Alabama U U
Alaska
Colorado U
District of Columbia U U
Delaware U U
Georgia U U
Hawaii U U
Idaho U
Illinois® U U
Indiana U] U
Kentucky U
Louisiana’ U] U
Maine U]

Michigan U]

M i ssi ssippi U U
Montana U] U
Nebraska U]

Nevada U] U
New Hampshire U

New Jersey U U

New Mexico U] U)
North Carolina U U U
North Dakota U] U)
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Lack of Information

or Understanding

Lack of Support or
Interest from Key

Concern about
Perceived

Disadvantages of the

Per ception Program
Not Needed or Not
Appropriate for

State about the Program Stakeholders Program State
Ohio U U U
Oklahoma U] U U
Pennsylvania U U
Puerto Rico U
South Carolina U
South Dakota U
Tennessee U U
U.S. Virgin Islands U
Utah U
Virginia
West Virginia
Wisconsin U
Wyoming U U U
Source:  Survey of State Officials.
Notes:

Yllinois actually adopted the program in 1983, but because of concern regarding the impact STC would have on the

Unemployment Trust Fund, al STC employers had to reimburse the state dollar for dollar for the STC benefit paid out

to their employees. No employers participated in the program and the legislation was allowed to sunset in 1988.

2| ouisiana adopted STC in 1986, but applications from employers are discouraged and none have participated since 1988.
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1995).> Whilethe maximum alowable earnings under partid benefitsvary by state, researchersreport that
atypica worker in manufacturing could work no more than two or three days aweek to be digible for
evenasmdl benefit under the partia benefits program. In contrast, earningsare not acondition of digibility
with STC. However, STC does put parameters on the dlowable work week reductions, while partial
benefits do not.

Respondentsin multiple states thus indicated that alack of understanding or awareness of the program
contributed to their state not having considered adoptionof STC previoudy. Thisresult indicatesthat there
may be roomfor improvement in both the content of the informationprovided to states about STC and the
way thisinformation in disseminated.

b. Lack of Support for the Program from Key Stakeholders

For astate to choose to adopt STC, the programfirst hasto be proposed inthe statelegidature. There
are several partiesthat have a stake in a state's decision to adopt or not adopt STC legidation and could
act as proponents of STC legidation. As discussed previoudy, these stakeholders include: the state
employment security agency or itsadvisory coundil, employer representatives, labor groups, and legidative
representatives. Survey results indicated that a lack of interest in or support for STC among these key
stakeholders played a significant role in the decisionnot to adopt STC inover 90 percent of the non-STC
dates (see Table IV-3). The specific stakeholders impacting each state' s decision not to adopt STC are
identified in Table IV-4.

Among the most influentid stakeholdersin the decision not to adopt STC was the state employment
security agency or its advisory council. Representatives from 11 of the 36 non-STC states indicated that
the state employment security agency officids had considered STC, but werenot interestedinor supportive
of the program in their state. Respondentsin another nine of the non-STC dtatesindicated that a general
lack of interest in the program among al stakeholders contributed to

SUnder the partial benefits program, employees collect the maximum partial unemployment insurance benefit as long
as their earnings fal below a modest weekly earnings disregard. Any earnings over the disregard in a given week are
deducted dollar for dollar from their partial benefit compensation.
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TablelV-4
LACK OF INTEREST OR SUPPORT FOR STC FROM KEY STAKEHOLDERS

State Ul Entity
or Advisory Employer Legidative

State Council Representatives  Labor Groups Representatives General

Alabama U U
Alaska U
Colorado U U
District of Columbia U
Delaware U

Georgia ut

Hawaii U
Idaho U

Illinois u?

Indiana U U
Kentucky
Louisiana’
Maine

Michigan

CcC CcC c c c

Mississippi
Montana U
Nebraska U U

Nevada

New Hampshire U
New Jersey U U U

New Mexico U
North Carolina U U

North Dakota U
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State Ul Entity

or Advisory Employer Legidative
State Council Representatives  Labor Groups Representatives General
Ohio U U
Oklahoma U
Pennsylvania U u®
Puerto Rico
South Carolina U U
South Dakota U
Tennessee U U] U
U.S. Virgin Idands
Utah U
Virginia U
West Virginia U
Wisconsin
Wyoming U

Source: Survey of State Officials.

Notes:

1At the time they origindly considered the program, they did not fully understand how STC differed from partial benefits.

They intend to look at the STC program again to determine if it fits the needs of their state.

2|llinois adopted STC in 1983. The legidation was allowed to expire in 1988 after no employers had participated in the
program. Participation in the Illinois STC program required employers to reimburse the state for all benefits paid out.

3Lovisiana adopted STC in 1986, but applications from employers are discouraged and none have participated since 1988.

4Legislation has been introduced severa times, but they have been unable to pass the bill because of concern by
legislators that adopting STC would negatively impact the Unemployment Trust Fund.

5Legislation has been introduced several times, but they have been unable to pass the bill because of concern that
opening up discussions on Ul policy might disrupt current agreement on Ul tax rates between the state, employers, and

labor groups.
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the decison not to adopt STC. An additiona five non-STC gates indicated that the lack of employer
support or impetus for the program contributed to their decision not to adopt the program.  Further, four
non-STC datesindicated that alack of support or impetus from labor groups contributed to the decision
not to adopt STC. Findly, five non-STC states reported that a lack of interest or support on the part of
legidators contributed to the decision not to adopt STC.

These findings suggest that a lack of active support for STC among these stakeholders was an
important reasonwhy STC was not adopted inthe mgority of states. For many of these stakeholders, this
lack of interest or support slemmed from concern about the potentia disadvantages of the program or a
belief that the program was not appropriate for their state (both discussed further below). For other
stakeholders this lack of support or interest in STC may have beendue to alack of information about the
STC program.

c. Perceived Disadvantagesof STC

There have been no conclusive studies of the impact of STC on astate' s Unemployment Trust Fund
or on the adminidrative burden the program places on state employment security agencies. While we
address the impact of STC with regard to these issues later in this chapter and in Chapter VI, states
concerned about what they perceived as potentia disadvantages of the program had little data with which
to assess STC's impact. For 12 of the non-STC dtates, concerns regarding the potential disadvantages
associated with STC were significant factors in their decison not to adopt the program (Table I1V-3).

Specificdly, repondents in eight of the non-STC dtates indicated that the state employment security
agency or legidators were concerned that STC would put an additional burden on their state's Trust Fund
and therefore opposed adoption of STC. As discussed in more detail in Chapter VI, thisfear is based
on the expectation that the higher-full-time equivdent weekly benefit amounts expected under STC would
raise Ul expenditures sgnificantly and possibly drain the Unemployment Trust Fund.
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State employment security agencies in seven of the non-STC states opposed STC due to concern
about the cost of program administration. Concerns about higher costs to administer STC are based on
the fact that the federal government reimburses states for the costs to administer their Ul programs, but the
schedule used to determine the amount they will receive does not account for any extra costs to process
complicated daims. Since STC has severa adminidrative requirements that are distinct from regular Ul
programs (discussed in more detail bel ow) some states anticipated higher coststo adminigter the program.

Survey findings indicate the need to disseminate additiona information to states regarding the cost to
administer STC and the impact of the program on the Unemployment Trust Fund. This information may
assg gatesin their decisons about the STC program.

d. Perception that STC wasnot Needed or Appropriate for State

Findly, survey results indicated that stakeholdersinthe mgority of non-STC statesbelieved that STC
was not needed or appropriate for their state (Table 1V-3). Two primary responses were givento explain
why STC did not meet ther state's needs: (1) the state did not have the type of employers that would
benefit from STC or (2) the state's exising unemployment insurance programs (induding itspartia benefits
program) sufficiently met the needs of the state's employers and employees,

Not having the "the right type of employers’ wasreported by respondentsinten states as a key reason
thar state had not adopted STC, but what states meant by thisvaried. For example, representativesfrom
severa gatesindicated that manufacturing and industrial employersderived the greatest benefit from STC
and that their state's lack of such employers was a primary reason they believed STC was ingppropriate
for their sate. Other states with substantial seasond and agricultura employment indicated that their
employerswere not prone to temporary layoffs, but only to regular off-seasons. Asaresult, they believed
that STC would not benefit their states. Findly, respondentsin afew statesbelieved that larger employers
benefited the most from STC, so having many smdl firms in their state made STC less atractive. For
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example, in Wyoming representatives explained that the fact that 95 percent of Wyoming's employers had
fewer than ten employees made STC ingppropriate for their Sate.

Another reason that 13 non-STC states indicated that they had not adopted STC was the belief that
their existing unemployment insurancebenefits(particularly the partial benefitsprogram) sufficently met ther
state's needs. However, as discussed above, some of these respondents indicated that they did not
understand how the STC and partia benefits programs differed. Other states indicated that their partia
benefits programs were very generous and met the economic needs of workersinther stateswithreduced

work weeks.

Again, thisfinding pointsto the need for additional informationto be disseminated about STC. Further,
it may indicate the need for additiona research to determine whether particular employers benefit more
from the avallability of STC than others and to highlight differences between the partia benefitsand STC

programs.

e. Would Adoption of STC be Consdered in the Future?

When representatives from the 36 non-STC states were asked whether their states would consider
adopting the programinthe future, respondentsin27 non-STC dtates indicated that their states would not
or would probably not. Respondentsin just five states believed their states would consider adopting the
program inthe future. Representatives from the remaining states were unsure whether the program would
be considered. These responses indicate that key stakeholders in the mgority of non-STC dates are
currently uninterested in the program. Given this lack of interest, any new information that might assist
states in assessing the benefits of adopting STC should highlight the reasons why states might want to
reconsider their decision about STC.

B. VARIATIONIN STC PRACTICESAND PROCEDURES
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States that adopted STC were encouraged by the U.S. Department of Labor to experiment with the
“purpose and intent” of specific adminigrative rules and proceduresthey adopted for ther STC programs.
However, the federal legidationdid encourage states to adopt certain provisions to ensure some minmum
uniformity among STC programs (U.S. DOL 1987). This section describes how states STC programs
varied in the objectives set for the program, rules and regulations developed, and the adminigtrative
procedures adopted. We conclude this sectionwitha discussion of how various practices and procedures

for administering STC seem to affect adminidrative costs and employer participation.

1. OBJECTIVESSET FOR THE ST C PROGRAMS

Each gtate identified aspecific set of objectivesfor implementing STC. The most common objectives
for the STC program were: (1) to provide an option to assist employers during temporary economic
downturns (identified by ten states), (2) to avoid layoffs for workers (identified by ten states), (3) to keep
trained and vauable workersattached to the employer (identified by eight states), (4) to mantain employee
benefits (identified by two states), and (5) to improve the overadl hedth of the sate's economy (identified
by two states). Eachof these objectivestargetsa different stakeholder and reflectsthe broad stakeholder
support each state sought inpassing STC legidaion. Additionally, the objectivesidentified by STC sates
fit well with the generd theory behind STC discussed in Chapter 111.

2. ProGRAM RULES

In order to meet the objectivesidentified above and ensurethat STC was used asintended, each state
developed its own unique set of programrules. The program rules establish limitsand definerequirements
for the employer plan, employer participation, and employee participation. Table 1V-5 identifies the
specific rules applying to these areasin each STC state. This section describesthe variation in these rules
and the rationale behind them.

4-17



TablelV-5
STC PROGRAM RULES

Employee Participation

8T

Employer Plan Rules Employer Participation Rules Rules
Union Minimum Required to Minimum
St Duration of Signatur Part-Time Seasonal Number of Maintain Tenure Maximum
ate Employer e Workers Workers Workers Reduction In Employee Required With Duration of
Plan Required Excluded Excluded Affected Hours Allowed Benefits Employer9 Benefit Receipt
Arizona 1 year U 2 10 to 40% None 26 weeks
Arkansas 1year U 5 2 10 to 40% U None 26 weeks
- 10% of
Cdifornia 6 months U affected 10% or more 1 week No limit
unit
Connecticut 26 weeks U u?s U _No 20 to 40% U None 26 weeks
minimum
10% of
. affected
Florida 1 year U U U unit and at 10 to 40% 1 week 26 weeks
least 2
workers
1 No
lowa 26 weeks U U U minimum 20 to 50% U None 26 weeks
10% of
. affected
Kansas 1 year U U U unit and at 20 to 40% U 12 weeks 26 weeks
least 2
workers
Must be .
saving jobs 10 to 50%, with
2 5 of 2 full- special approval
Maryland 13 weeks U U fime they might 3 months 26 weeks
equivalent consider over
positions 50% reduction
M assachusetts 26 weeks U U 2 10 to 60% U None No limit
Minnesota 1year U U > 5 20t0 40% us 6 months 1year
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Employee Participation

Employer Plan Rules Employer Participation Rules Rules
Union Minimum Required to Minimum
St Duration of Signatur Part-Time Seasonal Number of Maintain Tenure Maximum
ate Employer e Workers Workers Workers Reduction In Employee Required With Duration of
Plan Required Excluded Excluded Affected Hours Allowed Benefits Employerg Benefit Receipt
10% of
affected
Missouri 1year U U unit and at 20 to 40% None 26 weeks
least 3
workers
New Y ork 1year U 5 20 to 60% U None 20 weeks
Oregon 1year U e 20 to 40% 6 months 26 weeks
minimum
Rhode Island 26 weeks U ut U 2 10 to 50% us None 26 weeks
No -
Texas 1 year U U U minimum 10 to 40% None No limit
Vermont 6 months U U U _No 20 to 50% U None 1year
minimum
: 6,7 No 8
Washington 1year U U u® - 10 to 50% U None 26 weeks
minimum

Source: Survey of State Officials.
Notes:
; The employer plan was valid for 26 weeks over atwo-year period.

The plan was valid for 13 weeks but could be renewed up to four timesin one year.
Must have regularly worked over 35 hours per week.
Must have regularly worked over 30 hours per week.
Seasonal workers were not excluded by law, but they were excluded in practice.
Seasonal workers were excluded by law, but this rule was not usually enforced.
Plans were bring made to enforce seasonal exclusions more stringently.
Employers were allowed to pro-rate benefits based on percent time employee works.
These reguirements were beyond those required for regular Ul participation.

4

6

8
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Employer Fan Rules

All states require employers to submit an employer plan to participate in the STC program. The
purpose of the employer plan isto document how STC will be used by eachfirm, so states can verify thet
the program isbeing used as intended. While the states requirements for employer plans vary in their
specifics, employers are typically asked to describe the hours reductions for their employees, the number
of employees participating, and whether these employees are covered by any collective bargaining
agreement. Statesreview employer plans to ensure that employers comply with various regulaions. time
limitsfor whichanemployer planisvalid, limitson the number of timesan employer can submit anew plan,
and requirements for obtaining union gpprova on employer plans submitted. However the specific rules

established in these areas vary by state as discussed below.

(1) TimeLimitson Employer Plans. All STC sateshave arule regulating the amount of time
for which an employer planis vaid. The motivation for such a rule is to ensure that employers use the
programfor temporary economic downturns, and not for on-going labor subsidies. The actud time limits
set by STC dtates for employer plans, asreported inthe survey, ranged from 13 weeks to one year, with
mogt states establishing a one-year time limit.

However, in practice these rules do not limit employer participation because once an employer plan
expires, dates dlow employers to submit anew plan for gpprova or, in some states, renew their existing
plan. Only two tates (Washington and lowa) limit the number of timesafirm can extenditsplan or regpply
to participatein STC.® In 1996, Washington passed a rule that limits an employer's participation in the
STC programtothreeconsecutive 12-month periods, after whichan employer must wait 12 months before
regpplying.  The survey respondent indicated this change arose from concerns regarding the number of
employers usng the program repeatedly rather than for temporary economic downturns as ther law

intended (the issue of repeat usage among employers is discussed in detail in Chapter VI). In lowa

5 Although Minnesota has no rule limiting the number of times an employer can renew its employer plan, the survey
respondent indicated that the state would be unlikely to continue re-approving an employer plan indefinitely.
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employers may participatein STC for only 26 weeksinagiventwo- year period, effectively limiting repest
usage anong STC employers. No other states were congdering smilar rulesto limit repeat usage among

employers.’

(2) Union Sign-off on Employer Plans. Another important rule related to employer plansis
the requirement that unions sign off on any plan in which union workers are affected. This provison has
been adopted by dl STC states and wasincluded in the origind STC legidation. It was diminated asa

requirement, however, in 1992.

b. Employer Participation Rules

Eachstate setsrulesand conditions for participationin STC. Examplesof suchrulesinclude excdusions
for part-time or seasonal workers, aminimum number of employees that must participate, parameters for
thedlowable percent time employees hours can be reduced, and requirementsthat participatingemployers
maintainworker benefits. 1n genera these rules are designed to ensure that employers use the program as

intended and to protect employees.

(1) Exclusion of Part-time or Seasonal Workers. A primary objective of STC isto avoid
layoffs that would occur in the absence of the program. To ensurethat STC is used for this purpose and
not to subsidize seasonal or part-time employment, many states have rules preventing employersfromusing
STC for such employees. Part-time workers and seasona workers are each excluded from participation

in STC in ten Sates.

However, inpractice, rulesexduding seasona workers have not beendrictly enforced in some states,
while other states have prohibited such participationthough they have no such rulesin place. Specificdly,

two states with rules designed to exclude seasonal workers allow seasona workers to participate in the

" California considered creating arule to limit repeat usage, but never moved forward on this idea.
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program. Respondentsinthese statesindicated that the rulesregarding seasona workers were somewhat
vague and open to interpretation. In one of these states, the rule was being re-written at the time of the
survey so that it would more clearly exclude seasond workers and would beenforced. Conversdly, three
of the seven STC states with no rule specificaly prohibiting seasond workers exclude these workersin
practice. Theserespondentsdid not provide an explanation of why no such rulewasincluded inthesate's
STC programprovisons. Itispossiblethat seasona workers are excluded because firms employing them
aremore likely to be at the state’'s maximum Ul tax rate and therefore would be less likdly to contribute
their fair share to the Unemployment Trust Fund if their workers participated in STC.

(2) Minimum Number of Employees Participating. Indl, 12 STC states imposed rules
requiring that some minimum number of employees or a minimum percent of an employer's affected unit
participatein STC. The specific number of employees required varied fromstate to Sate, ranging from a
minimum of two workers to ten percent of the workforce in the affected unit. States have various
definitions for the term “work unit” but the wording is designed to encourage employers to apply the
reduction in work hours across groups of employees rather than targeting select individuas for reduced
work hours. The most commonrule required employers to have a minimum of two workers participating

in STC in the affected unit.

(3) Parameters Regarding Reduction in Employee Hours. All STC states established
parameters regarding the percent time employers can reduce hours with STC. These parameters vary
substantidly across STC states. The most popular and most strict alowable reduction is between 20 to
40 percent (five gates). Another four STC states alow employers to reduce workers hours from 10 to
40 percent. Thebroadest dlowablereductionin hourswasin Californiawhich dlowsemployersto reduce
worker hourstenpercent or more. In practice, thismeansthat employersin Cdiforniacan actualy reduce
workers up to 100 percent time. If this happens for more than two consecutive weeks, the worker is

moved onto the regular unemployment insurance system.
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Presumably, the purpose of establishing work reduction parametersis to ensure that employers are
committed to maintaining red employment for their employees and that STC is not just used to postpone
inevitable job losses. However, Cdifornia slibera parametersmay indicate that the Sateisless concerned
about whether or not an employer uses the program for such purposes.

(4) Maintaining Employee Benefits. More than haf of the STC dtates (ten states) required
employers to maintain their benefits for participating employees. However, three of these sates dlowed
employers to pro-rate benefits to take into account each employee's reduction in hours. While the
remaning seven STC states had no law requiring employers to maintain their employees benefits, these
states reported that mogt, if not dl STC employers mantain benefits voluntarily. This finding is further
supported by the responses from the employer survey discussed in Chapter V.

c. Employee Participation Rules

Rules regarding the digibility of workersto participate in STC were established by most STC states.
Among the rules adopted were attachment to the employer for a certain period of time and limits on the

time an employee can receive STC benefits.

(1) Employee Tenure Requirement. Many states have rules requiring that employees filing
regular Ul daims have acertain level of earnings or have worked in the Sate for a certain period of time
before they are digible to collect dams. In addition to these rules, some STC dates (Six states) have
adopted requirements that STC employees must have been working for the specific STC employer for a
given period of time. The specific length of time employees are required to be attached to their STC

employer varies from one week to sSx months.

It islikely that these tenure requirements were adopted to avoid potentia abuse of the STC program.
Specificaly, states that adopted these provisions may have sought to prevent employers from using STC
to subgdize ther [abor costs. By requiring employeesto have worked for their employer for agiven period
of time before being digible to participate in the STC program, dates have limited the ability of employers

to subsdize the wages of new part-time employees.
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(2) Limitson Duration of I ndividual EmployeeParticipation. The mgority of states set limits
onthe maximumamount of time an employee can receive STC benefits (14 STC states). Therationde for
this rule is to ensure that employees will not exhaust their benefits so that they will sill be able to access
benefits should they later be lad off by ther employer. Another reason for this rule may be concern in
some states that employerswill placethar employeesonthe STC planindefinitdy asameans of subsdizing
the wages of part-time employees. Consistent withtheregular Ul program, most of these states (11 states)
set the maximum alowable time period for an individua to receive STC benefits a 26 weeks.

3.  FINANCING THE ST C PROGRAM

For the most part, employers participating in STC are charged for the benefits paid out to their
employeesin the same way they are charged for regular Ul benefits. However as shown in Table IV-6,
seven of the STC states gpplied specid provisons for employer participation in STC rdated to financing.
Mogt financid provisons applied to employers with negative account balances (in reserve ratio states) or
employers withacal culated tax rate that is higher thanthe state’ s maximumtax rate (inbenefit ratio sates).
Mogt financid provisons were developed out of state concern for the potentia impact such employers
participationin STC would have on the state's Unemployment Trust Fund ba ance (see Chapter VII) and
employer concern about not wanting to subsdize STC firms (see Chapter VI). Among the special
financing rules applied to such employers were surtaxes, super maximum tax rates, excluson from
participation, and requirements to reimburse the sate for dl benefits paid.

Surtaxes were added to an employer’s current tax ratein one STC state. Arizona charged negetive
bal ance employers participating in STC a surtax up to two percentage points higher than the employer’'s
computed tax rate. The amount of the surtax depended on the employer’s caculated reserve ratio. If an
employer’ saccount remained negative, the account could be subject to the surtax for two yearsfollowing

any STC charges.

Super maximum tax rates are tax rates above the maximum tax rate set for regular unemployment

insurance taxes. Florida and Missouri were the only STC dates that maintained this provision. In both
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states, STC employerswithsubstantia tax lighilitieswere subject to a super maximum tax rate higher than

the state’ s maximum tax rate for regular Ul employers. This higher rate was triggered
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TablelV-6

SPECIAL PROVISIONSFOR EMPLOYER PARTICIPATIONIN STC

Negative Balance
Employers Allowed
ToParticipate As

Negative Balance
Employers Excluded

Reimbursablet From Participation In No
State Employers sTC! Provisions

Arizona
Arkansas U
Cdlifornia U
Connecticut
Florida
lowa U
Kansas U
Maryland U
M assachusetts U
Minnesota U
Missouri
New York U
Oregon U
Rhode Island
Texas U
Vermont
Washington U

Source:  Survey of State Officials.
Notes: This table reflects the provisions of STC programs as of mid-1996.

Only reserve ratio states can have negative balance employers.

Cdlifornia, Kansas, Massachusetts, New York, and Rhode Island.

inadequate funds are also required to participate as reimbursable employers.

2ln Arizona, negative reserve ratio STC employers can be charged a surtax of up to 2 percentage points depending on
their calculated negative reserve ratio.

3In Florida, STC employers whose calculated tax rate is higher than the maximum state Ul tax rate can be charged a super
maximum tax rate up to 1 percentage point higher than the state’ s maximum Ul tax rate.

“In Missouri, STC employers whose calculated tax rate is higher than the maximum state Ul tax rate can be charged a

super maximum tax rate up to 3.9 percentage points higher than the state’s maximum Ul tax rate.
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when an STC firm's caculated tax rate exceeded the state maximum for regular Ul. Firms could be
subject to the super maximum if they had used STC at any time during the base period used to caculate

tax rates.

Negative baance employerswere excluded from STC participationinthree states. Another two states
made such employers who chose to participate in STC "reimbursable employers.” This means thet the
employer pays the state back dollar for dollar for the STC benefits paid out to their employees. The
remaining nine STC states had no specid provison to pendize negative baance employers. We discuss
the impact of these rules on employer participation later in this chapter.

4. ADMINISTRATIVE PROCEDURES

Thereare severd adminigrative procedurescommontodl STC states. First, an employer learns about
the program and, if interested, inquires about the program. The employer is sent information about the
program and an application to participate (the employer plan). Employersinterested in participating in the
program submit an employer plan for gpprovad. The statethenconsidersthe employer plan for approvd,
based onitsownstate-specific digibility criteria (discussed above). Once approved, initid employee dams
are filed. Employee clams are then filed on an ongoing bass as long as the employer has workers

participating in the program.

While the genera process described above is common for dl STC dates, the specific practices and
procedures states adopt to administer the programvary. This section describes how the administration of
STC varies among states at each step, induding: (1) publiczing and promoting the program, (2) approving

plans, and (3) processing clams.

a. Publicizing and Promoting STC

Since employer participation in STC is voluntary, utilization of STC is in large part dependent on
employers awareness and undergtanding of the program. The survey of STC states included severa
questions about the informationand outreach efforts states engage in to dert and educate employers about
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the STC program. All of the STC states indicated that their efforts to publicize STC were very limited.
In fact, respondents in more than half of the states indicated that they conducted no forma outreach or
information efforts to promote the STC program, beyond a brief description of STC in their genera
unemployment insurance handbook distributed to al new employers.

Responsibility for publicizing and distributing information about STC to employers was centrdized in
dl of the STC dtates. This means that if an employer cdls the locd unemployment insurance office for
information about STC, the request is referred to the centrd state employment security agency which
responds to the inquiry with information and a program application. This aso means that most local
unemployment insurance offices are not as familiar with their state's STC program.

Table V-7 summarizes the specific employer outreach and publicity efforts of each STC state. As
indicated, 12 STC dtates have a some time sent fliers to employers to educate them about the program.
However, the mgority of these states indicated that the mailing was a one-time event that occurred just
after the program was adopted in their sate.  Another four STC states developed public service
announcements for radio or tdevison, but those states indicated these announcements did not generate
interest from employers. Asaresult, none of the public service announcements developed are in use.

In terms of ongoing publicity and outreach efforts, three STC states regularly discussed STC in
seminars they conduct for employer or labor groups. Another three STC states conducted such seminars
at the request of employers. But these required that employers were aware of STC to ask for such a
seminar. Other statesincluded articles about STC in their monthly unemployment insurance newdetters,
digtributed to dl employersin the state (three states). An innovative gpproach to employer outreach was
conducted by three STC dates that used information from the media and other sources to identify at-risk
employers. These employers were then contacted by phone or mail with information about the STC
program. Findly, one STC state wasinthe process of developing aworld wide web ste with information
about dl their unemployment insurance programs, including STC.
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TablelV-7
PUBLICITY AND EMPLOYER OUTREACH EFFORTS

State
Arizona

Arkansas

Cdifornia

Connecticut

Florida

lowa

Kansas

Maryland

Massachusetts

Minnesota

Initial or One-time Efforts On-going Efforts
Regular
Seminars With
Public Service Employer ArticlesIn Information Seminars On
FliersMailed  Announcement GroupsOr Labor Monthly Ul Contact At- On World STC
ToEmployers  / Press Release Groups Newsletter risk Employers WideWeb By Request Other
U U U u u?
ut U
Video on STC
U U available at local
Ul offices.
U U
Some booklets
on STC are
distributed by
request.
Pamphlets
U U U available at local
offices.
U U
U
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Initial or One-time Efforts

On-going Efforts

Regular
Seminars With
Public Service Employer ArticlesIn Information SeminarsOn
FliersMailed  Announcement Groups Or Labor Monthly Ul Contact At- On World STC

State ToEmployers  / PressRelease Groups Newsletter risk Employers Wide Web By Request Other
Missouri U 2
New York U U
Oregon
Rhode Island U U U

Pamphlets
request.

Vermont U U
Washington ut U u u

Source:  Survey of State Officials.

Notes: Thistable reflects the provisions of STC programs as of mid-1996.

Yhisisan on-going effort in that every new employer is mailed a pamphlet.

2| nformation about STC is sometimes discussed during employer seminars.

3Inthe process of implementing this effort.
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Ovedl, survey respondents in the mgjority of STC states indicated that most of their STC
employersfound out about the programthrough word-of-mouth. Thisfinding isfurther supported from the
results of the employer survey discussed in Chapter V. Other states reported that fliers mailed to
employers, employer seminars, information in the Ul newdetter, and information in early warning kits
digtributed to at-risk employersal contributed to increased awareness about STC. However, dl states
that crested public service announcements noted that this outreach effort was unsuccessful.

b. Processing and Approving Employer Plans

Indl STC states, employer plan gpplications were mailed from the state’' s employment security
agency to interested employers. After recaiving an gpplication, some employers contacted the state office
withadditiond questions. Employersthen submitted their employer planto theemployment security agency
for approval. The actual process for approving an employer plan varied from state to state as shownin
Table VI1-8 and described below.

The requirement for approva of employer plans enabled states to ensure that gpplicantswerein
compliance with the state's unique program rules. States varied sgnificantly in terms of the number of
individuas and rank of individuals who must sign off on each employer plan. For example, in Texas,
employer plans were received by the Tax Department (to veify that the employer was not delinquent in
their Ul tax contributions), by the Job Service, by the Ul Benefits Specialist, and by the Ul Director® In
contragt, in Cdiforniathe only gpprova required for an employer plan was that of aplan specidis inthe
Specia Clams Office. Findings from the survey indicate that states are moving towards reducing the
number of layers of approva and reducing the rank of the individuds required for approving employer
plans. Arizonaand Texas werein the midst of this process at the time of the survey, and Vermont had
completed it.

8At the time of our survey, Texas was in the process of reducing the layers of approval required for employer plan
approval, so that the Shared Work Coordinator would be the only person who actually approved the plan.
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TablelV-8
EMPLOYER PLAN APPROVAL PROCESS

Average Time From Plan Employer Plans Approved

State Approvals Required Receipt To Approval
Arizona < Tax Unit 1 day 98%
< Employment Security Agency
Administrator
Arkansas < Director of Employment Not available 100%
Security Division
California < Plan Specidist 1-2 days Not available
Connecticut < Resource Associate 1 week 99%
Florida < Unemployment NA ~ 100%
Compensation Examiner
< Director of Unemployment
Compensation
lowa < Tax Department 1-2 days 100%
< Specid Claims Unit
Kansas < Bensfits Section Not available 95%
Maryland < Ul Specidlist 2 days 99%
< Ul Executive Director
Massachusetts < Director Of Control 2 days 99%
Operations
< Ul Director
Minnesota < Reemployment Insurance 1-2 days 99%
Analyst
Missouri < State Tax Department 1-7 days 100%
< Director of Ul
New York < State Ul Liability Section 1-2 days 95%
Examiner
Oregon < Benefits Supervisor Not available 98-100%
Rhode Island <  State Tax Unit Not available 100%
< Ul Office
Texas < Tax Department 7-10 days 100%
< Job Services Dept.
< Ul Benefits Specialist
< Ul Director
Vermont < Unit Supervisor 2-3 days 100%
Washington < Shared Work Reviewer 15 days 99%

Source: Survey of State Officids.
Note: This table reflects the provisions of STC programs as of mid-1996.
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A common trend among STC dates was the automation of the employer plan gpprova process.
Texas, for example, was developing acomputer program to determine whether an employer plan meets
the state's digihility requirements and program rules. Both the reduction in the number of approvals
required for employer plans and the automation of the approval process were means for reducing the
adminigtrative burden and long-run adminisrative costs of operating the STC program.

At the time of our survey, the average time for employer plan approval is between one and seven
days for STC dtates. Only four states indicated that the time from receipt of an employer plan to plan
approval lasted longer than one week. Respondents from al STC states indicated that between 95 and
100 percent of employer plans were approved.

C. Processing Claims

Once anemployer planhas been approved, the employer is notified and the process of setting up
initid clams begins. In 13 STC dates, the state employment security agency assisted the employer and
employessin filing initid daims® In the other four STC states, the local unemployment insurance office
handled thisrespongibility. Insx STC Sates, state employment security agency representatives made site
vidtsto participating employers to set up these initid clams.

After the initid STC clam has been filed, dlams must befiled for participating employees on an
ongoing basis. As shown in Table IV-9 the states varied sgnificantly in terms of their procedures for
processing ongoing dams. For example, nine STC states required that ongoing clamsbefiled on aweekly
bags, while the remaining eight STC states required that ongoing claims be filed bi-weekly.

Responghility for submitting on-going claims was delegated to employers in some states and to
workersin others. In over hdf of the STC dtates, the employer was responsible for completing ongoing
employee dams and for obtaining each employeg's Sgnatures before submitting the claim by mail or fax
(in some gtates). This process of regularly obtaining employee signatures could be

% Employers have to help set up these initial employee claims because they must verify the employees work week
reductions.
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TablelV-9
VARIATION IN ADMINISTRATIVE PROCEDURES
FOR PROCESSING ON-GOING CLAIMS

Employee Signature Automated
Frequency Claims Required For Employer Submits Processing Of
State Must Be Filed On-going Claims On-going Claims Claims
Arizona Bi-weekly U 4
Arkansas Weekly U U
Cdifornia Weekly U
Connecticut Weekly U U U
Florida Bi-weekly U] U?
lowa Weekly U U
Kansas Weekly U U
Maryland Weekly U U U
Massachusetts Weekly U U
Minnesota Bi-weekly U
Missouri Bi-weekly U
New York Bi-weekly U U
Oregon Weekly U U
Rhode Island Bi-weekly U
Texas Bi-weekly u! U 4
Vermont Weekly U
Washington Bi-weekly U U3 4

Source: Survey of State Officias.
Notes: This table reflects the provisions of STC programs as of mid-1996.

'Both Texas and Washington were automating their STC claims process, and as a result employee signatures will not be required for on-
going claims.

2Florida was planning improvements to its processing of claims and planned to alow either the employer or employee to file the on-going
STC claims.

3Washington was implementing a voice automated system for employees to file their own STC claims.

“These states were setting up a voice response automated system through which claims could be filed and payments processed.
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adminigratively burdensome for employers, especidly anong employerswithlarge number of employees
participating. Asaresult, five STC dates have developed a process whereby the employer dill submits
the ongoing dlaims, but they are only required to obtain employees sgnaturesfor the initid STC dam filed.
Sinceemployersdo not have to obtain their employees sgnaturesfor the ongoing clams, these dams can
be submitted by computer disk, fax, or through a voice automated system. Findly, in three STC dates
workers submitted their own ongoing STC claims and were required to obtain their employer's Sgnature
on eech daim.

Automated processing of STC claims was another trend among STC states and ispart of alarger
movement to automatedl Ul daims processing.* Although many states have automated the processing of
their regular Ul daims, only four states (Connecticut, lowa, Kansas, Maryland) had automated ther
processing of STC dams at the time of the survey (another three STC states were in the process of
automating their STC dams processing). This meant that in 13 ates data from employee dam forms
were manudly entered into a computer in order to process STC benefits. This process is highly labor
intensve. For those Sates that have automated their STC claims processing, employers submit ongoing
dams by phone, through an automated voice response system, or by computer diskette. Computer
programs then automatically determine each employee's bendfit amount and process their check,
subgtantialy reducing the administrative burden of processng STC clams.

Ongoing dams were processed by the employment security agency inover 75 percent of the STC
states. However, aspart of their automation efforts, Arizona, Texas and Washington expected to switch
from a centraized to decentrdized processng of ongoing clams, by utilizing their local unemployment
officesfor this purpose. Incontrast, Cdifornia planned to change its processng of ongoing clamsfrom a
decentralized to a centraized approach asaresult of anew system in which dl employee dams are filed

by mal.> After these changes take effect, ten STC states will be processing ongoing claims centrally,

4 The U.S. Department of Labor recently issued grants to a number of states to help automate the processing of
unemployment insurance claims.

5 Until recently STC employees in California had to file their initia claims in-person a the local unemployment
insurance office.
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compared to seven STC dates that process ongoing clamsin loca offices. Of the seven STC dtatesthat
have or were planning to implement automated processing for ongoing claims, al but one had a
decentrdized system.

5. FACTORS AFFECTING EMPLOYER PARTICIPATION

Employer participation in STC has higoricdly represented a rdaively amdl proportion of dl
potentia employer participants. However, employer participation dill variessgnificantly from stateto Sate.
Assuch, one of the gods of the state survey was to determine whether particular rules and procedures
edtablished by STC states seem to impact the level of employer participation in STC.

To conduct this andyds, we asked state survey respondents to provide us with STC employer
participation atistics, usng 1994 as the base year for comparison. The only participation data dl states
were able to provide for this andysis were the number of employers with approved STC plans that year.
However, it islikdy that some of these employers did not have any employees participating inthe program
during that year.

The data reported by state respondents indicated that in 1994, the raw number of employers
participating in STC ranged from one employer in the state of lowa, to 2,070 in Cdlifornia. In order to
compare participationacross states we devel oped ardaive measure of employer participationby dividing
the number of employers participating in STC in 1994 in each state by the number of employers subject
to unemployment insurancetaxesin1994 in that state.® Using this measure, we found that employer STC
participation rates in 1994 ranged from 0.4 percent in Washington to 0.0 percent in lowa. These results
are further documented in Appendix A.

5 The total number of employers covered by Ul in each state was the best available measure to derive relative levels
of employer participation. The number of employers with Ul claims filed against them in each state in 1994 was not
available.
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We grouped dtates into three relaive employer participation levels: high (states with employer
participationrepresenting over 0.1 percent of dl employers inthe state subject to unemployment insurance
taxes),” medium (states with participation ranging from 0.03 percent to
0.09 percent of employers), and low (states withemployer partici pationrepresenting lessthan0.03 percent
of employers). Wedetermined thet five states had rdatively high levels of employer participation, five States
had moderate leves of employer participation, and seven states had relatively low levels of employer
participation (see Appendix A). We then cross-tabulated these measures of employer participation with
various program rules and procedures to determineif any patterns emerged. It isimportant to note that
the findings resulting from this analysis are just correlaions, and should not be interpreted as causal
relationships. With that caveat in mind, this section describes the findings from our andyss.

a. Impact of Publicity Efforts

One of the factors mogt strongly associated with higher employer participation was the extent to
which the state engaged in publicity and employer outreach efforts (see Appendix B). Each of the five
states withthe highest levels of employer participation had engaged in both one-time outreach efforts (such
as sending out flyers to dl employers to announce the program) and ongoing outreach efforts (such as
regular articles in their unemployment insurance newdetter to dl employers). Some of these Sates dso
made efforts to involve their local officesin outreach efforts, by producing materias for them to distribute
to or share with employers, such as pamphlets and informationd videos.

" Though participation by 0.1 percent of al the employers in a given state may not appear to be a high proportion,
this is a relative measure and participation of grester than 0.1 percent of employers in the STC program is high relative
to other STC states.
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Among the seven gtates withthe lowest employer participation levels only two indicated that they
had ever engaged in maling STC information to employers and only one had any ongoing efforts for
outreach beyond providing information to employers on request.

Further support for the idea that outreach efforts affect employer participation levels comes from
some of the state survey respondents. When asked to discuss recent trends in participation two state
respondents attributed their sate's dight decline in STC participation since the early 1990sto
alack of employer outreach. Conversdy, one state (Washington) actualy reported that their participation
numbers have been growing and attributed this growth to an increase in their employer outreach activities.

b. Exclusion of Seasonal Workers

An interegting finding from the analysisis the association between excluson of seasona workers
from participation in STC and lower employer participation. (See Appendix C.)2 Among the five states
with the highest rates of employer participation, none actively enforced excdlusons of seasona workers.
Incontrast ingx of the seven states withthe lowest employer participation, seasonal workerswere actively
excluded from STC participation. Thisfinding may indicate that employers with seasonal workers were
utilizing STC in states without provisions prohibiting their participation. However, we can not veify that
the seasonal use of STC wascommon, or how suchemployers might be using the program (for temporary
economic downturns or on an on-going basis to subsidize their employees wages). This finding may

highlight an areafor further research.

8 At the time of the survey both Washington and Kansas indicated that there were state laws excluding seasonal
workers from participating in STC, but that these laws were not actively enforced. However, Washington aso indicated
that they were in the process of tightening up their laws and planned to enforce them more rigorously.
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C. Age of the Program

Another factor associated with the level of employer participation in STC appears to be the age
of the program (see Appendix C). Of the five states with the highest level of employer participation, four
were among the oldest STC programs (adopted prior to 1986). This is not surprising given that the
maority of state survey respondentsindicated that word-of-mouthwas the primary means through which
their STC employers heard about the program. Of the seven states with the lowest relative participation
levels, only one adopted STC before 1985.

d. Role of the Economy

From the state survey we obtained anecdotd evidence indicating that improvements in a state's
economic healthmay reduce employer participationin STC. Aspart of the state survey, respondentswere
asked to discuss any recent trends regarding employer participation. Of the 13 states providing responses
to this question, nine states indicated that there had been a decline inthe number of employersparticipating
inther state Sncethe early 1990s. Severd of those statesattributed thisdeclineto theimproving economy.

e. Impact of Special Tax Provisons

We compared states tax pendties and provisons for certain types of employers with employer
participation rates to see if we would find any association between the two (see Appendix C). To our
surprise, we found no clear relationship between these pendties or provisons and employer participation
rates. For example, among the five states with the highest participation, two states had specia tax
provisions that might be expected to reduce participation: Arizonaimposed a surtax on negetive balance
employers, and Kansas prohibited participation by such employers.
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However, more extreme provisons may indeed be associated with lower employer participation,

as demongtrated by Illinois (currently anon-STC gtate). As mentioned above, Illinois

adopted the STC program in 1983, but because of concern tha participation in the program would
negatively affect employers experience ratings, the state included provisonsin the law that madedl STC
employers participate as reimbursable employers.  This provison acted as a mgor disncentive to
participation in the program and no employers ever participated in the program. The result was that the
legidature allowed the program to expire in 1988.

Our inability to establish a clear association between employer participation and special tax
provisons may be due to confounding factors, such as the variation in employer outreach among states.
We return to this subject in Chapters V and VII, usng data from a survey of employers and state

administrative records.

f. Other Factors Considered

Our andyss found no clear association between any adminitrative procedures and the leve of
employer paticipation. Specifically, whether the program was administered centraly or in a more
decentraized manner did not seem to impact employer participation (though including locd offices in the
outreach efforts seemed to have a positive impact on participation, as described above). Nor did
automeation of the processing of ongoing dams seemto affect the level of employer participation. Findly,
we found no clear rdationship between the leve of support the state employment security agency
expressed for continuing the STC program and the level of employer participation.

Similarly, the adminigrative burden placed on employersand employeesdid not appear to impact
employer participationinthe program. There was no clear association betweenthe levd of effort involved
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in ongoing daims and participation rates among STC dates. Thiswas surprising given that employersin
many statesidentifiedthe adminigrative burden of usng STC as a disadvantage associated with STC usage
(see Chapter V).

Further, we compared employment by industry ineach STC state with employer participation and
found no peatterns that might suggest ardationship betweenthe type of employment in a state and the use
of STC. Weaso compared the work hours reductions alowed in each state with employer participation

and found no clear patterns to indicate an association.

6. FACTORS AFFECTING THE ADMINISTRATIVE CoSsT OF STC

One of the primary concerns of states consdering adopting STC is the potentia cost of
adminigtering the program. Therefore, another god of the state survey wasto better understand thefactors
affecting the adminidrative costs of STC. Because collecting actud program cost data from each of the
STC dates was beyond the scope of this study, we relied on anecdota evidence from state respondents
to examine adminidrative costs. We did ask states for any analyss they had conducted to examine the
issue of cost, but none had investigated this issue systematicaly. We
recognize the limitations of such data and include this information only to provide some idea about the
factors contributing to adminigtrative costs.

Specificaly, we asked survey respondents whether the adminidirative cost of STC was higher on
a per clam bass than the cost to adminigter regular unemployment insurance clams. However, because
thereare more STC damsfor an equivaent workforce reduction, the data cannot be used to compare ful-

time equivaent workweek reductions.
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Respondentsin 11 statesindicated that the adminidrative costsfor STC ona per clam bass were
higher than the cost to administer regular unemployment insurance clams. These respondents explained
that the adminigrative cogts for STC were higher primarily because STC claims are processed by hand,
while the processing of regular Ul clamsin their states are processed through an automated system.

It may be sgnificat then, that none of the four gates that have fully automated their STC daims
processing responded that STC was more adminigratively costly than regular Ul on aper dlambasis. In
fact, two of these automated STC datesindicated that administrative costs for STC on a per clam basis
were actudly lower than regular unemployment insurance dlams. They explained that STC costs were
lower because: (1) STC daimants do not vist the unemployment insurance office on aregular basis as
regular Ul clamants are required to do, and (2) the agency does not have to monitor STC clamantsto
ensurethey are participating injob search, asthey have to for regular Ul clamants. The respondentsfrom
the remaning two automated STC states indicated that the costs of administering STC and regular Ul
cdamswererdatively equal. These survey results indicate that automating the processing of STC daims
can sgnificantly reduce the cost of administering the STC program, bringing these codts in line with or
actudly below the cost of adminigtering traditiona unemployment insurance clams.
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C. STC STATES' OVERALL PERCEPTIONSOF THE PROGRAM

The survey of STC states included some generd questions for respondentsregarding their overdl
perception of the STC program in ther state. Topics covered included: the degree to which STC has
achieved its objectives, the usefulness of additiond guidance on STC fromthe U.S. Department of L abor,
recommendations for states considering adopting STC, and the leve of support for continuing the STC
program within the state. This section summarizes these findings.

1. THE DEGREE TOWHICH STC HASACHIEVED ITSOBJECTIVES

Asdiscussed erlierinthis chapter, STC statesidentified severd objectivesfor ther STC program:
(2) to provide an option to assist employers during temporary economic downturns, (2) to avoid layoffs
for workers, (3) to keep trained workers attached to the employer, (4) to mantain employee benefits, and
(5) toimprove the overdl hedth of the state's economy. When asked whether the state's STC program
had met its objectives, ten STC states indicated that the STC programhad met its goad's and seven Sates
indicated the program had somewhat met its gods.

Respondents reported that the primary barriersto meeting STC gods were: failure to adequately
publicizethe program, and low employer utilizationof the program. Almogt hdf of the STC statesindicated
that alack of resources (both g&ff time and funding) limited their ability to engage in publicity and employer
outreachactivities. Fiveadditiona STC statesindicated that they were not engaging in any outreach efforts
out of fear that increasing utilization of the program would exceed their capacity to process STC dams
(none of the states that expressed this concernhad automated the processing of STC dams). Findly, four
dtates indicated that they were not engaging in publicity efforts because advertising the program was not
apriority of the agency.
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2. THE USEFULNESS OF ADDITIONAL GUIDANCE ON STC FROM THE U.S. DEPARTMENT

OF LABOR

Respondents were specificdly asked whether ther state would be interested in receiving any
additional guidance or assistancefromthe U.S. Department of Labor. Severd suggestions were made by
respondents, including the following: provide technical assistanceto statesto improve program promotion
to employers and/or supply states with marketing materias (three states); disseminate "best practices for
STC" that are gleaned from other STC states, so that states can improve their own STC programs (three
sates); and provide additiona funding to states to hdp them pay for marketing efforts and other
adminidrative cogts (three states). Findly, respondents in four states specificaly stated they wanted no
additiona guidance from the U.S. Department of Labor.

3. RECOMMENDATIONSFOR STATES CONSIDERING ADOPTING STC

In generd, respondents recommendations for states considering STC were quite positive. Five
STC states recommended the program enthusiagtically to any state consdering the program. However,
Sx states suggested that if a state adopts the programthey should make sure to promote it properly among
employers. Other recommendationsaddressed theneed for carein establishing STC-related tax provisions
(two states), automated daims processing (two states), and the benefits of a smplified program (two
states).

4, LEVEL OF SUPPORT FOR CONTINUING THE ST C PROGRAM

In 12 STC dates there was enthusiagtic support for continuing the program. Another four Sates
indicated that there was a moderate level of support in their state for continuing the program. Only one
gtate indicated that there was no support for the program fromthe state employment security agency. The
respondent inthis state indicated that STC chargeswere not adequately experience-rated, and that the cost
of adminigtering the program was too high.
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D. CONCLUSIONS

The STC State Survey was designed to address three issues: (1) why some states have adopted
STC, while others have not, (2) how implementation of STC has varied across states, and (3) how
adminidration and utilization of STC can be improved. Findings with regard to each of these areas are

summarized below.

In our examinaion of why states adopted or did not adopt STC, four key factors emerged:
(1) whether key stakeholders (including representatives from the state's employment security agency,
legislators, employers, labor groups, or the governor) knew of and understood the program,
(2) whether stakehol ders perceived aneed for the program, (3) whether therewas support for STC among
the stakeholders, and (4) the weight stakeholders placed on perceived advantages and disadvantages of
theprogram. Where stakehol ders had concernsabout the program that were not addressed or wherethere
was alack of interest or knowledge about STC among stakeholders, STC was not adopted.

Survey results indicated that a number of featuresare consstent across STC programs. All STC
states adopted rules regulating employer plans, employer participation, and employee participation. For
example, dl states required employers to submit an employer plan describing the work hours reductions
expected and the number of employees participating inthe program. Further, when participating workers
were covered by a collective bargaining agreement, the consent of the bargaining representative was
required by all STC dates.

The specific provisons of many STC rulesvaried Sgnificantly by state. Thisvariation wasrelated
to the States interpretations of the intent of the program and concerns about its impacts. For example,
some states sought to exclude certain types of employers from participating in the program, such asthose
with seasond employment, because of concernthat the program would be used to subsidize |abor costs.
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Other states adopted specia tax provisons for negative ba ance employersout of concern about the effect
of STC on the Unemployment Trust Fund.

Survey results indicated that the mgority of states had no active outreach efforts to educate
employersabout theprogram. Mogt stateshad engaged ininitid information effortsat thetimethe program
was origindly adopted, but since then had never actively publicized the program. Respondents indicated
that thiswas due to alack of funds for such efforts, and for some states, a concern that they would not be
ableto handle an increase in clams that might be generated from any publicity about the program.

A possible increaseinthe number of STC damswas of less concern to states that had automated
their processing of STC clams. Severd states had dready automated ther processing of STC damsand
others were in the process of doing so. A number of states were aso engaged in efforts to reduce the
number of gpprovas required in the initid gpprova of STC employer plans. Both of these trends reflect
adesre by states to reduce the administrative burden of the STC program. Further, anecdotal evidence
suggeststhat states withautomated daims processing found STC muchless costly to administer than states
where clams are processed manudly.

Although employer participation in STC was very low in al sates, we found an association
between levels of employer participation in STC and the extent to which a state engaged in outreach and
publicity efforts. Further, states that actively excluded seasond workers from the program a so had lower
employer participation. We dso found that the longer the program had been in existence, the more likely
it was to have higher employer participation rates. Finally state respondents reported that depressed
economic conditionsinthe statewere associ ated withincreased employer participation, afinding cons stent
with the origind purpose of STC programs.

Our comparisonfound no association between specia tax provisons and employer participation,
though limited data suggested the possibility that more extreme tax provisons, such as requiring negative
balance employersto reimburse STC clams dollar for dollar, greetly discouraged participation. Wedso
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found no association between adminitrative procedures and employer participation, a surprisng finding
given that employers surveyed mentioned that the administrative burden associated with STC was akey
disadvantage to participation (see Chapter V).

States did have severd suggestions for improvementsto STC programs. Severd statesidentified
areasfor additional ass stanceto beprovided by the U.S. Department of L abor, induding additiond funding
and technicd assistance to hdp to publicize the program and improve adminigrative practices. These
ideas are discussed in more detail in Chapter VIII.

Ovedl, STC continued to have strong support among states that had adopted the program.
Respondents in the mgjority of STC states indicated that STC had succeeded in achieving the states
objectives for employers that utilized the program. However, many respondents acknowledged that the

low utilization of the STC program by employers prevented the program from fully achieving their states
objectives.
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V. SURVEY OF STC EMPLOYERS

Based onasurvey of employerswho used STC in 1992, this chapter addresses two of the four major
goals of thisevauation: (1) to describe and andyze the practices and perspectives of STC employers, and
(2) to identify lessons for improving the administration and use of STC. The STC employer survey was
designed to provide information on employer perceptions of STC that cannot be obtained from
administrative records or other data sources. It is arichsource of informationon employers' experiences
with the STC program, their views of the advantages and disadvantages of STC utilization, and their
perceptions of the effects of STC onworkforce outcomes. In addition, the employer survey dataiscrucial
in understanding how informationabout the program is obtained and disseminated and whether employers

who utilize the programfeel it isaviable aternative to other workforce reduction strategies, suchas layoffs.

This chapter presents data collected in phone surveys of firmsin California, Florida, Kansas, New
Y ork and Washington. The firmswere identified through administrative records as having employeeswho
participated in STC in 1992.* We surveyed 511 employers thathad STC plans approved in 1992; 57 of
these employersdid not respond to questions regarding STC usage.? Hence, the estimatesreported in this
chapter are based on survey responses from a maximum of 454 firms in the five states examined. A
description of the sample selection criteriafor the survey and the survey methodology are also presented
in Chapter 11. Basic characteristics of employees at the surveyed firms, as well as a description of those

of employees who used STC, are provided in Chapter V1.

This survey was intended to capture employers perceptions about STC. Hence, we surveyed only STC participating
firms. In Chapters VI and VII, comparisons are made to non-STC firms using data from administrative records.

2These employers did not answer the STC portion of the survey either because they were unaware of program usage
at the firm or because they did not know enough about the program to respond.
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With a few exceptions, data are presented separately for each of the five states surveyed. Where
sample sizes are too small to provide meaningful results, the data are aggregated. Measures of statistical
sgnificance are not included uniformly on the tables, but are rather noted in the text where appropriate.
This alows us to make comparisons between individual states or specific groups of states rather than
comparing each state to the aggregate of the other four. In thisanalysis, comparisons of each state to the
other four statesin total are not necessarily meaningful since the aggregate group represents only a sample
of the states which have STC legidation. However, in comparing states it is useful to statigtically quantify
the degree to which their characteristics differ in key instances. Whereit is noted, statistical significance

isassigned at the .10 level (p<.10) using at-test to compare the estimates.

A. CHARACTERISTICSOF SAMPLE FIRMS

Table V-1 presents average characteristics of surveyed firmsin each of the five statesexamined. The
top panel presents firms average financial characteristicsand their provisionof fringe benefits. On average,
sample firms had been in business between 22 and 39 years and had between 10 and 155 milliondollars
of median sales. Between one-third and one-half of the firms showed a profit in 1992 and roughly one-
third lost money in 1992. The mgjority of firmsin all states offered health insurance benefits, but half or
fewer offered retirement plans. Infirmsthat offered thesetwo fringe benefits, most employeesweredigible

to receive them.

As shown in the second panel of Table V-1, surveyed firms had between 35 and 73 employees on
average. In all states except Florida, the largest share of employees was comprised of production, semi-
skilled or unskilled workers. The rest of the workers in these states were split anong management,
professional and technica, or clerical employees. InFlorida, however, athird of employeesin samplefirms
were professional or technical workers and another third were production, semi-skilled or unskilled. In
comparing theseto national occupational distributions, our sample had higher concentrations of production,

semi-skilled or unskilled workers and management, and lower
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TableV-1
MEAN CHARACTERISTICSOF STC PARTICIPATING FIRMS
California Florida Kansas New York Washingto
Financial Characteristics
Y ears in business (mean) 28.2 21.9 31.8 38.6 30.4
Total sales (median, $ millions) 155.0 95.0 90.0 95.3 10.0
Had profit (%) 422 35.6 421 43.2 48.0
Broke even (%) 28.9 22.0 26.3 19.3 22.0
Had loss (%) 28.9 42.4 31.6 37.5 30.0
Offered hedlth benefits (%) 91.1 78.0 86.2 95.4 90.1
Offered retirement plan (%) 96.5 96.7 96.9 92.7 97.8
Of firms with health benefits, percent dligible employees 49.0 34.1 50.0 39.6 41.0
Of firms with retirement plan, percent of eigible employees 94.2 97.3 93.5 84.0 98.6
Employee Characteristics
Number of employees (mean) 72.9 46.9 73.0 35.2 56.7
Management (%) 17.6 19.4 13.8 14.3 175
Professional or technical (%) 19.1 33.8 14.6 21.0 19.7
Clericd (%) 21.9 16.3 11.7 15.6 14.4
Production, semi-skilled, unskilled (%) 41.4 31.7 60.0 49.0 48.4
Employees covered by collective bargaining (%) 6.8 2.2 5.0 15.2 4.0
Wages and Hours
Hourly wage for professiona or technical employees ($) 27.8£51 21.22 14.01 18.03 17.75
Hourly wage for clerica or sales employees ($) 12.81 15.39 8.16 10.34 10.86
Hourly wage for production, semi-skilled or unskilled
employees ($) 11.91 12.89 8.25 17.05 9.71
Offered overtime (%) 64.2 56.6 82.8 72.0 88.8
Wages higher than industry average (%) 24.2 20.3 16.3 11.8 18.2
Wages lower than industry average (%) 3.2 10.9 7.0 14.0 14.5
Wages about the same as industry average (%) 72.6 68.8 76.7 74.2 67.3
Weekly hours for non-management (mean) 39.9 39.9 40.0 39.2 40.1
Had seasonal variations in work hours (%) 32.4 26.2 37.9 61.1 333
Had hours of temporary work in average week (%) 52.6 100.0 53.6 100.0 15.7
Sample size 101 84 58 109 101
Source: Survey of STC Employers.
Note: Sample szes varied considerably across characteristics due to missing data Those reported indicate the maximum number of

respondents which could vary by as much as 73 in Cdlifornia, 56 in Florida, 31 in Kansas, 67 in New York, and 63 in Washington.
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concentrations of clerical and sales workers.® The high concentration of STC firmsin manufacturing has been
reported in previous studies (see Chapter 111). With the exception of New York, few firmsin each state were
covered by collective bargaining agreements. In New Y ork, 15 percent of employersreported there were such

agreementsin place.

The bottom panel of Table V-1 presents data on employee wages and workweek hours. In dl five
states, professional or technical workers had the highest hourly wage and in California, professional and technical
workers had higher wages thansimilar workersin other states.*> Morethan half of employersin each state paid
overtime wages, with close to 90 percent of employersin Washington doing so. In California, one quarter of
firms reported that these wages were higher than the industry average, but in New York, only 12 percent of
employers reported this to be the case. In fact, more employersin New Y ork reported that their wages were
lower thanindustry average, athough the share was not atistically different fromthe share reporting higher than
average wages.

Whether firms had seasonal variationin their workforces may have affected the extent to whichthey used
STC. For example, Florida, Kansas and Washington had provisionswhich prohibited firmsfrom using STC with
seasonal workers, however non-seasonal workers at the same firms would be digible® As shown in bottom
panel of Table V-1, STC-participating firms in dl five states reported substantial use of seasonal workers.
Between one-quarter and one-third of firms in California, Florida, Kansas, and Washington reported some
seasonal variationin their workforce. However, in New Y ork, employerswere two timesmore likely to report
seasonal variationthanin other states (this difference was statistically significant). Findings presented in Chapter
VI show that New Y ork had high rates of repeat usage aswell, potentidly indicating that STC was attractive to

firms with seasonal workforce fluctuations either for off-season use or use with non-seasonal workers.

3National figures were tabulated from the 1993 Annual Demographic File of the Current Population Survey, which
examinesindividuals employment during 1992.

“Wage datawas obtained through a series of questions on rates of pay and the time period to which the pay referred.
There appeared to be some misinterpretation of the series of questions because a significant share of errors were
uncovered. Although the wage data have been corrected where possible, they should be viewed cautiously.

SIn comparing these wage data with data tabulated from the 1993 Annual Demographic File of the Current Population
Survey, it seems that the reported wages from Clerica/Sales and Production/Semi-Skilled/Unskilled workers were very
smilar to national averages. The average reported wage for Professiona or Technica workers in our sample was
approximately 25 percent higher than the average national wage for that occupation group.

SAlthough excluded by law in Washington, data from the Survey of State Officials indicated that this law was not
always enforced.
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Temporary workers are also indigible for STC benefits at their place of temporary employment. Firms
which use temporary workers may be choosing that workforce reduction strategy in place of STC and would
thus be likely to have a smaller share of employees usng STC. In Florida and New York, al firms surveyed
indicated they hired at least one hour of temporary work per week. In Washington, only 16 percent of firms
indicated they used temporary workers.

B. How EMPLOYERSHEARD ABoOUT STC

The STC programin the United States has not been utilized to the same extent that Smilar programs have
been used in European countries. Data presented in Chapter |V indicate that fewer than one percent of U.S.
firms utilize STC. Low participationratesinthe U.S. may reflect the fact that employers lack information about
the availability and specific aspects of the program. To examine this issue, we surveyed firms regarding their

initial source of contact about STC and whether they had difficulty obtaining information about the program.

As shown in the firgt four rows of Table V-2, employers reported initially hearing about STC from a
variety of sources. In Kansas, New Y ork and Washington, closeto one-half of firms responded that they first
heard about STC in a mailed notice fromthe state agency, and in California and Florida, roughly 30 percent of
employers reported learning about STC in this way. Combining this marketing tool with other direct
communications from a state agency (row two of Table V-2), between 45 and 60 percent of firms reported
hearing about STC from the state. Clearly state communications have reached employers at these firms,

indicating the important role of the state in marketing STC.
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TableV-2
SOURCES FROM WHICH STC FIRMSINITIALLY HEARD ABOUT PROGRAM

Sour ce % California Florida Kansas New York Washington
Mailed notice 30.7 294 45.8 40.2 421
Other direct communication from agency 14.7 16.2 16.7 195 18.4
From other employers or trade association 18.7 279 271 15.9 211
Other word-of-mouth or informal source such as 36.0 26.5 10.4 244 18.4

family or friend

Percent had difficulty obtaining information 20 7.1 0.0 18 4.0

Samplesize 102 84 58 109 101

Source: Survey of STC Employers.

Note: Sample sizes varied considerably across characteristics due to missing data. Those reported indicate the maximum number
of respondents which could vary by as much as 27 in California, 16 in Florida, 10 in Kansas, 76 in New York, and 25in
Washington.

Despite this, thelargest share of Cdifornia employersreported the more informal medium of word-of-mouth
frompeople outside the industry as the source from which they heard about STC (this share differed sgnificantly
fromthe sharehearingfromother sources). Employersin Floridaand K ansas reported that communications from

other employers or trade associations were also major sources of information about the program.

The source of initia contact regarding STC seems to be linked to the age of the company. Tabulations not
shown in Table V-2 indicate that only eight percent of very young firms, those in business five or fewer years,
reported hearing about STC from a state mailing. However, close to one-third of mid-aged firms (those in
business6-10, 11-20, or 21-40 years) and amost haf of firmly established firms (those in business longer than
40 years), reported initidly hearing about STC from a state mailing (both these differ significantly from younger
firms). A more common source of initial contact among firms in businessfive or fewer yearsis other employers
or trade associations. Close to three-fifths of these firms heard about STC in that way while fewer than one-
quarter of older firms (in business more than five years) reported hearing about STC from other employers or

trade associations (this difference is statistically significant).
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Data from the Survey of State Officids presented in Chapter IV corroborate these findings. For example,
the Cdifornia state respondent indicated that in the past, flyers had been sent out with tax forms, but that it had
been many years since a new mailing was sent out. Similarly, Kansas did a one-time mailing at the inception of
the program in 1988 and has done no follow up mailing since then. This suggeststhat participating firms inthese
two states may have been likely to hear about STC from more informal communications. Respondents in the
other three states indicated more contact with employers in recent years. Floridadid an update mailingin 1991
and New Y ork reported outreach effortsto at-risk firms. Washington reported having sent out ongoing mailings

aswell as other outreach through the Ul newsletter and contacts with at-risk firms.

Despite the fact that employersin at least three states did not receive amailing in the past five years, very
few STC employersreported having any difficulty obtaining additional informationabout STC. Still, asubstantial
minority of firmsreported that their initial source of informationregarding STC was through informal contactswith
sourcesoutsidetheindustry. Thismay indicate that state marketing efforts are so comprehensivethat their effects
are starting to trickle down to newer firmsthroughword-of-mouthin the industry. Astime passesand morefirms
become aware of STC, marketing efforts by the state may become largely unnecessary. However, thefact that
some firms do not report receiving mailings or other communications from the state may indicate that state
marketing efforts are not reaching some firmsin need. Itisreassuring that even these harder-to-reach employers

reported that they had little difficulty obtaining information if they needed it.

C. EMPLOYER UTILIZATIONOF STC

Table V-3 presents tabulations showing the extent to which employers utilize the STC program. Among
participating firms, roughly one-half of employees used STC in an average week. However, 23 to 40 percent
of employersreported that the number of employees participating varied over the courseof the year. Hourswere
reduced, on average, between 23 and 29 percent, but between one-third and one-half of firms reported
fluctuations in the percentage reductions in 1992 as well. These data suggest that a substantial portion of
employers took advantage of the STC program's flexibility to adjust the number of workers employed and the
hours they worked. It is therefore possible that the STC program is more effective than layoffs in
accommodating short-term shiftsin employers demand for labor because it offers more flexibility in both the
percent reduction and the shareof employeesparticipating. Layoffsoffer flexibility only in the share of employees

laid off.
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TableV-3
EXTENT OF STC PARTICIPATION

Extent of STC Participation (%) California Florida Kansa  NewYork  Washington
Employees participating in atypical week 50.4 57.6 61.9 49.6 59.3
Employees participating at any timein 54.2 60.5 64.4 57.2 725
1992
Experienced fluctuations in number of 322 233 39.6 231 30.9
participants
Average reduction in employee hours 233 28.7 26.3 274 284
Experienced fluctuations in hours reduction 32.6 50.7 4.4 322 51.7
No change in fringe benefits 96.5 92.6 100.0 98.0 98.9
Samplesize 20 77 54 99 94
Source: Survey of STC Employers.
Note: Sample sizes varied considerably across characteristics due to missing data. Those reported indicate the maximum

number of respondents which could vary by as much as 12 in Cdlifornia, 9 in Florida, 5 in Kansas, 19 in New Y ork,
and 11 in Washington.

Although substantial shares of firms workforces were reduced in an average week, the overwhelming
majority of STC participating firms in dl five states reported that there was no reduction or éimination in
employee fringe benefits associated with STC participation. In fact, Kansas, New Y ork, and Washington had
regulaionsinther STC legidationprohibiting employers from cutting fringe benefits whenempl oyeeswere placed
on STC.” InCdiforniaand Florida, where there is no such law, 95 percent of employers reported that their
employees lost no fringe benefits when they participated in STC. It therefore seems the rule, rather than the
exception, that employees who used STC kept their benefits during their periods of reduced hours.

’Employers in Washington had the option of pro-rating fringe benefits to the number of hours worked which could
lead to reduction in, but not elimination of, these benefits.
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D. EMPLOYERS VIEWSOF STC

Employers views of STC may weigh heavily when the decision to participate is being made. Table V-4
reports potential advantages associated with STC usage, or reasons for participating, that firms considered prior
to their STC utilization in 1992. Table V-5 presents similar tabulations for characteristics of STC that firms
viewed as potential disadvantages. As discussed previoudy, al these employers eventualy participated in the
program despite the potential disadvantages they cited. The numbersreported in both tables correspond to the
percent responding that the characteristic was"Important” giventhe aternative choicesof " Somewhat | mportant”

or "Not Important.”

Most of the potential advantageslisted in Table V-4 appeared to be important to employersin deciding to
use STC. Inparticular, retaining valued employees was pinpointed by the vast mgority of employersin al five
states as being an important potential advantage of STC. Giving employees morefreetime was the advantage
cited least often by employers, although 75 percent of employersin Kansas responded that it was important to

them.

A small share of employersin each state reported that other benefits not listed were potentially important
to them as well. Included in these other benefits were factors such as balancing out work load and letting
employees learn about their rights. Also reiterated in dightly different terms was the notion that STC allowed

employersto avoid layoffs and therefore retain alarger portion of their workforce.
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TableV-4
POTENTIAL ADVANTAGESWITH STC PARTICIPATION

Employersresponding that factor is“Important” relativeto
being either “ Somewhat Important” or “Not Important”

Potential AdvantagesIn Using STC (%) California Florida Kansas NewYork  Washingto
n
Offersflexibility in adjusting employment 90.6 86.6 98.2 91.6 85.0
to demand
Retains valued employees 96.9 96.4 96.4 97.2 98.0
Avoids disruption in business/production 88.7 84.3 91.1 90.6 88.0
process
Reduces costs of hiring/re-hiring 86.5 81.9 92.9 88.8 83.7
Employees retain fringe benefits 87.8 75.6 92.9 88.8 87.1
Employs more employees 88.7 915 98.2 95.3 79.0
Maintains employee morale 78.1 88.9 89.3 86.7 85.0
Gives employees more free time 28.9 354 75.0 453 29.6
Other benefits 20 6.0 17 7.3 20
Samplesize 98 83 57 107 101

Source:  Survey of STC Employers.

Note: Sample sizes varied considerably across characteristics due to missing data. Those reported indicate the maximum number of
respondents which could vary by as much as 15 in California, 4 in Florida, 1 in Kansas, 3 in New Y ork, and 6 in Washington.

Overal, employers more frequently cited the potential advantages associated with STC than potential
disadvantages. Asshownin Table V-5, the most frequently cited potential disadvantage with STC participation
was an increase in the Ul tax rate. Inal states, participation in the Ul system, including STC, has the potential
to increasethe Ul tax rate. One way this may happenisthat states may impose across the board increasesinthe
Ul tax rate in response to a threat to the solvency of the Unemployment Trust Fund. Thus employers could
perceive that anincreasein Ul taxes resulted from STC participation, although their tax increase would also have
occurred if employees had filed for regular Ul benefits instead. An increase of this sort has occurred in recent

yearsin New Y ork, whichhasincreased itstax rate each year since the early 1990s. Alternatively, becausethe
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Ul tax rate is based in part on the dollar value of total Ul benefits paid out to employees, which may increase
when workersfile STC claims, STC charges have the potential to increase the Ul tax rate more than regular Ul
charges would have. Because more weeks of benefits may be claimed with STC than with Ul, this would
potentially lead to alarger increase in charges with reduced hours than with layoffs. This would in turn lead to
agreater increase in the Ul tax rate. Furthermore, an hour of STC may be more expensive to the firm than an
hour of Ul because more high wage employees are likely to participate in STC than Ul. Thiswould also lead

to an increase the Ul tax rate.

TableV-5
POTENTIAL DISADVANTAGESWITH STC PARTICIPATION

Employers Responding that Factor is“Important” Relativeto Being
Either “Somewhat Important” or “Not I mportant”

Potential Disadvantagesin Using

STC (%) California  Florida Kansas New York Washington
Higher Ul tax rate 28.1 48.8 255 46.7 28.7
Higher fringe benefit costs 114 26.3 151 17.3 18.3
Program rulesinflexible 0.0 9.9 19 75 31
Benefit period too short 21 7.3 19 135 41
Administrative burden 115 19.5 10.7 17.8 10.1
Union opposition 0.0 0.0 35 19 1.0
Worker opposition 31 6.2 7.0 6.5 1.0
Higher turnover 124 171 175 204 11.0
Inefficiency in production process 8.2 232 109 19.6 14.1
Other disadvantages 20 8.3 5.2 12.8 4.0
Samplesize 99 82 57 108 100

Source: Survey of STC Employers.
Note: Sample sizes varied considerably across characteristics due to missing data. Those reported indicate the maximum number

of respondents which could vary by as much as 11 in Cdiforniag, 2 in Florida, 4 in Kansas, 4 in New York, and 8 in
Washington.
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Although the issue of increased employer Ul tax rates drew the most responses as a potential disadvantage,
lessthan haf of employersin each state responded that it was potentialy important to them. Infact, in California,
Kansas, and Washington, states with relatively high STC participation rates, less than 30 percent of employers
fdt that the increase inthe Ul tax rate was animportant potential disadvantage of STC.2 Thisdiffered statigtically
sgnificantly fromNew Y ork and Floridain whichcloser to haf of employers surveyed felt that anincreaseinthe

Ul tax rate was an important disadvantage.

Although not reported in Table V-5, an additional 23 percent of employersin Washington and close to 15
percent of employersin other states reported that an increase in the Ul tax rate was a “ Somewhat Important”
potential disadvantage. Intotal, between one-half and three-quartersof employersin al states placed somelevel

of importance on the role of the Ul tax rate in deciding to use STC.

It seems that firms found their tax rate increases a greater potential burden thanhigher fringe benefit costs
associated with program use. Although the monetary difference between increases in the Ul tax rate and
increases in fringe benefits is not reveal ed by these data, our results suggest that employerswere less concerned
about increased compensationto employees than increased tax payments. This may be because increased tax
payments, which may last for a number of years, are likely to last longer thanincreasesin fringe benefits, which

last only aslong as workers are on reduced hours.

In responding to other potential disadvantages listed, employers in Florida and New Y ork, states with
reldively low STC participation rates, tended to place greater weight on the importance of many of the
disadvantageslisted. In particular, employersin these two states were more likely than employersin Cdifornia,
Kansas, or Washington to respond that the administrative burden and inefficiency in the production process
associated with ST C participationwere potential disadvantages (this difference was statigticaly significant). Data
from the state survey supported thisfinding. While employersin Florida, Kansas, New Y ork, and Washington
are responsible for filing claims, employeesin California are responsible for thistask (employersin Cdifornia are

responsible for completing only a portion ofthe clamsform). In addition, although in Florida, New Y ork, and

SParticipation rates were calculated from information provided by respondents to the state survey, discussed in
Chapter IV. Although the terms "relatively low" and "relatively high" are utilized to discuss STC participation rates
among firms, note that none of these rates exceeds one percent and are thus all low in absolute terms.
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Washington, employeesignaturesare required on an ongoing basis to utilize STC, in Kansasemployeesignatures

are not required on an

ongoing basis. Furthermore, K ansas has an automated claims system which decreasesadministrative burdenand

Washington is aso working toward full automation of claimsfiling.

Less than 15 percent of firms in each state reported other disadvantages associated with STC. Firms
reporting other disadvantages cited the length of time it took to file and receive benefits (a few employers
reported the agency lost forms), the lack of understanding about the program at the local agency, the fact that
new employees may be ingligible for Ul or STC, and the low level of weekly benefit amounts.® Employersalso
used this “other” category to reiterate their concerns about the amount of red tape incurred in filing for benefits

and maintaining their employer plans.

E. EMPLOYERS EXPERIENCESWITH STC PARTICIPATION

Although employersreported potential advantages and disadvantages that may have affected their program
participationin 1992, it islikely that their actual experiences with STC during that year will shapether utilization
inthe future. Inresponding to questionsregarding their actual experienceswith STC, employers responseswere
consistent with their responses regarding the potential advantages and disadvantages.’® Although fewer than half
the employers responded that a Ul tax rate increase was a potential disadvantage, Table V-6 shows that more
than haf the employersin four of the five states reported that their Ul tax rate actually increased as a result of
STC participation. Floridaand New Y ork, the two states in which a higher shares of employers fdt this was
potentially an issue, had the largest share of employers reporting an actual Ul tax rate increase. Employersin
these two states were also the most likely to report that the Ul tax rate increase was large and, particularly in
New York, that it wasaserious drawback. Datafrom the state survey support thisfinding for Florida. Florida

had a supermaximum tax rate by which STC participation led to a potentialy higher maximum Ul tax rate under

This question may have been confusing to employers as these other potential disadvantages appear to be actual
program experiences.

19t is possible that the potential advantages and disadvantages listed in Tables V-4 and V-5 were affected by
employers actual experiences which iswhy they were consistent with the findingsin Table V-6.
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STC than was possible with regular Ul. In addition, data presented in Table V-1 showed that Florida firms
tended to be smaller and less likely to be profitable than firmsin other states. Thismay indicate that these firms
felt the burden of a Ul tax rate more heavily than larger and more profitable firms. New Y ork, however, had

provisions which did not differ from California, Kansas, or Washington in the treatment of STC

employers in calculating the Ul tax rate. New York did have a substantial Ul tax increase for dl employers
throughout the early 1990s and it is possible that employersin New Y ork associated thisincrease in the Ul tax
rate with STC, athough it was not directly related to the program. In Florida, at least, it seems that employers

concerns about increases in the Ul tax rate due to STC participation were warranted.

TableV-6

STC EMPLOYERS EXPERIENCESWITH SPECIFIC ASPECTS
OF THE PROGRAM

Employer Experiences (%) Californi Florida Kansas NewYork  Washington
a
Ul tax rate increased as aresult of participation 56.5 84.1 34.0 64.8 55.7
Ul tax increase was large 30.3 453 11.8 52.9 25.9
Ul Tax increase was a serious drawback 21.2 291 111 39.6 15.4

Firm would have laid off employees (or) laid
off more employeesif had not participated in
STC 77.2 89.6 94.4 95.9 88.8

Reduced turnover increased productivity or

profits 87.5 83.5 92.9 92.1 87.0
Administrative tasks associated with program

were burdensome 13.8 185 36 19.4 10.1
The program was too restrictive 3.2 7.6 19 15.3 51
Samplesize 98 81 56 103 101

Source: Survey of STC Employers.

Note Sample sizes varied considerably across characteristics due to missing data. Those reported indicate the maximum number
of respondents which could vary by as much as 65 in California, 28 in Florida, 39 in Kansas, 82in New York, and 75in
Washington.

Close to the same share of employers in Florida and New York reported that the administrative tasks
associated with STC were burdensome as reported that administrative burdens were a potential disadvantage.

However, it seems that the issue ofincreased turnover was not as problematic asfirmsfeared it might be. STC
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could be associated with higher turnover if employees are concerned about the health of the firm and choose to
find other employment rather than be subject to reduced hoursinthe short-termand potentid layoff in the future.
While close to 20 percent of employersin Florida, Kansas, and New York reported that high turnover was a
potential disadvantage, close to 90 percent (84 percent in Florida) reported that reductions in turnover led to
increased productivity or profits. The majority of firmsin the other states also reported that reduced turnover
led to increased productivity or profitability.

One reason firms used STC was to avoid laying off employees. While the employer survey was not
designed to estimate the impact of STC onfirms' layoff activities, questions were posed to discussthis issue with
employersquditatively. Asshown in Table V-6, the vast mgjority of employer respondentsin all five states felt
their firms would have had more layoffs than actually occurred if they had not participated inthe STC program.*
Thisis not to say that layoffs did not actudly occur. Analyses of Ul claims activity, presented in Chapter VI,
indicated that firms participating in STC had significant non-STC Ul charges, even in quarters when STC was
utilized. This suggests that athough employers believed that STC reduced layoffs, it did not eliminate them.

However, data on employer counts of layoffs in the employer survey is suspect. There were a number of
cases inwhichemployers responding to the employer survey reported no layoffs, but administrative records for
those firms showed Ul chargesin the same time period. To explorewhy thisoccurred, we conducted follow-up

calswithnineemployerswho reported no layoffsin the survey, but showed Ul chargesin the adminigtrative data.

Although our sample was smdl, it produced at |least three reasons for discrepancies between counts of
layoffs in the employer survey and adminidtrative data. First, some respondents indicated that their original
answerswere incorrect because they were based on their recollection of layoff activity in 1992. Once personnel
files were consulted, the respondents realized that there were indeed layoffs during that year. Second, some
respondents provided layoff informationfor a different entity thanthe one reported in the administrative records.

In these cases, the employer or manager reported no layoffs at their branch, but layoffs could have occurred at

“The survey question from which these data were taken asks, "If your company had not participated in the program
a that time, do you think your company would had laid employees off (or) laid off more employees than you actually
did?' It is debatable whether employers responded that STC averted layoffs at the time of program participation or that

STC averted layoffsin general. We have interpreted responses as the former.
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other branches which were included in the administrative records. Third, several respondents did not label as
layoffs some work separations that resulted in Ul claims. This could happen for a number of reasons. If an
employeeleavesone job for a second, and is then laid off, the first employer may be liable for some portion of
Ul charges associated with this layoff. These chargeswould not be reported aslayoffs by the firmswe surveyed,
but would show up in the adminigtrative records as Ul charges. In addition, there could have been a timing
mismatchinwhicha layoff occurredin 1991, but the Ul daim was not filed until 1992. Finally, separationswhich

were considered voluntary

by the employer but were followed by employee Ul claims may not have been reported to us as layoffs.

Similarly, temporary workers who were not eligible for Ul benefits sometimes filed Ul claims anyway.

The data gathered from these follow-up calls indicate that there may have been plausible reasons for
discrepancies between Ul charges and employer reports of layoffs. Although some of this was clearly due to
reporting errors by employers, other discrepancies were legitimate differences in how layoffs were defined by

the respondent. We return to this issue of layoff definition in Chapter VI.

F. FUTURE STC UsSAGE BY PARTICIPATING EMPLOYERS

The vast mgority of employersreported that they would be likely to use STC to avoid layoffs in the future.
Table V-7 showsthat at least 97 percent of employersin California, Kansas, and Washington would use STC
in place of layoffs in the future. Employersin Floridawere least likely to indicate they would use STC in the
future, but over 80 percent responded they would do so. When asked about the reasons for this, employers
reported that all the factors listed in Table V-7, with the possible exception of giving employees more freetime,

were reasons for using STC in the future.
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TableV-7
STC PARTICIPATING FIRMS VIEWS OF STC USAGE OVER
LAYOFFSIN THE FUTURE

Employer Views of STC (%) California Florida Kansas New York Washington

Likely to use STC over layoffsin future 96.7 83.3 98.2 92.9 96.7

Reasons for using STC over layoffs in future

Flexibility in adjusting employment to demand 96.7 95.5 91.1 100.0 90.4
Retain valued employees 100.0 95.6 100.0 100.0 100.0
Avoids disruption in business/production process 97.8 92.6 96.4 99.0 90.4
Reduces costs of hiring/re-hiring 97.8 86.8 98.2 99.0 91.4
Employees retain fringe benefits 96.8 80.9 92.9 98.0 91.6
Employs more employees 95.7 95.6 100.0 100.0 89.1
Maintains employee morale 95.6 95.6 100.0 100.0 84.8
Gives employees more free time 48.0 53.1 78.2 79.0 46.5

Sample size 94 78 56 100 96

Reasons for Not using STC All

Over Layoffsin Future (%) dates

Increases Ul tax rate 63.0

Higher fringe benefits 29.6

Program rules inflexible 18.5

Benefit period too short 7.4

Administrative burden 37.0

Union opposition 0.0

Worker opposition 11.1

Higher turnover 11.1

Inefficiency in production process 33.3

Sample size 27

Source:  Survey of STC Employers.

Note: Sample szes varied considerably across characteristics due to missing data. Those reported indicate the maximum number of respondents
which could vary by as much as 19 in California, 14 in Florida, 1 in Kansas, 4 in New York, and 10 in Washington.
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Most notably, one hundred percent of employersin four of the five states fdt that retaining valued employeeswas
areason for usng STC over layoffs in the future. In two states, one hundred percent of employers felt that

employing more employees and maintaining employee morae were also important reasons.

A total of 27 firms indicated they would not be likely to use STC over layoffs in the future. Over 90
percent of these firms reported that they would have had more layoffs than actually occurred if they had not used
the program, indicating that STC may have helped these firms avoid layoffs to some degree. In addition, only
12 percent reported they found the program restrictive and fewer than half reported that the administrative tasks
associated with STC were burdensome. These findings seem incompatible with the choice of layoffs over STC
in the future. However, 80 percent of these employers reported that their Ul tax rate increased with STC
program participation. A perception that STC increases employers Ul tax rates seems to be correlated with

employers claimsto avoid STC utilization in the future.

G. EMPLOYEE AND UNION REACTIONSTO STC

Asdiscussed in Chapter 1V, dl states required firmsto get unionapproval for STC plans whenacollective
bargaining agreement was in place. Hence, employee and unionperceptions of STC areimportant in evauating
the effects of the program. Although we did not comprehensively survey employees and union representatives,
wedid ask employersto discussthe opinions of these groups regarding their STC experience. Theseresultsmust

be viewed with considerable caution, coming as they do from employers rather than employees.

The top portion of Table V-8 shows employer reports of employees’ views of the STC program after it
was utilized by the firm. In all five states, the mgjority of employers felt their employees viewed the program
favorably (either highly favorable or moderately favorable). In addition, in al five states fewer than ten percent
of employersfdt their employees were opposed to the program. Hence, employers perceived that this program

had the support of their employees.
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TableV-8
EMPLOYER REPORTSOF EMPLOYEE AND UNION VIEWSOF STC

Employee Reaction to STC Usage (%) Californi Florida Kansas NewYork  Washington
a
Highly favorable 37.6 24.4 55.6 53.7 42.4
Moderately favorable 40.9 56.4 37.0 274 39.1
Neutral 194 154 37 13.7 10.9
Moderately opposed 2.2 2.6 3.7 21 54
Highly opposed 0.0 13 0.0 32 22
Samplesize 93 78 54 95 92
All

Union Reaction to STC Usage States

Highly favorable 61.5

Moderately favorable 115

Neutral 19.2

Moderately opposed 38

Highly opposed 38

Samplesize 26

Source:  Survey of STC Employers.

Note: Sample sizes varied considerably across characteristics due to missing data. Those reported indicate the maximum number of

respondents which could vary by as much as 19 in California, 14 in Florida, 1 in Kansas, 4 in New Y ork, and 10 in Washington.

Fewer employers responded to our questions regarding unionviews of the program.*2 Intotal, only 26 firms

responded, so results shown at the bottom of Table C-8 are presented for all states in aggregate. There is a

2Thisislargely because few firms surveyed had unionized employees.
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potential for union opposition to the program on the grounds that it violates rules of seniority and tenure which

determine which employees are laid off first. STC treats employees similarly regardless

of seniority or tenure (i.e., all employees are cut back by a certain percent, not just less senior ones), potentialy
conflicting with union principles. Despite this potential concern, the perception among firmsthat responded was
that unions were largely in favor of the program. Lessthan ten percent of firmsresponding about unionsindicated
that unions were opposed to STC participation. However, the low response rate to this question may indicate
bias in the response in that employers who were at odds with their unions may not feel comfortable reporting

union perceptions.

To examine the question of union support for STC in greater detail, we also contacted a handful of |abor
leadersin each of the five states surveyed. The individuals we spoke to were typically members of astate |abor
council. These calls indicated broad support for STC among unions. Labor leaders described STC as an
important tool for preventing layoffs and thereby preserving unionjobs. Most respondentsindicated support for
the program among the rank and file as well asamong unionleadership. The only criticism of the program cited
was itsadminigtrative burden. Several of the individuals we spoke with complained about the need to file forms,
and delays in processing of claims. Although our respondents were not arepresentative sample of union officials,

overall they supported STC and believed that STC benefited workers.

H. COMPARISON TO FINDINGSFROM A PREVIOUS SURVEY OF STC EMPLOYERS

An employer survey smilar to the one used here was also administered for the 1985 evauation of STC
performed by Mathematica Policy Research (Kerachsky et d. 1986).2* The survey instrument used for the
current evaluation was similar to the MPR survey instrument and some comparisons can be made over the ten
year time period. Note that of the three states examined in the MPR evaluation, only California was aso
examined in this evaluation. Therefore, the STC employers we surveyed were a very different group thanwere

surveyed for the earlier study. Despite these differences, a number of comparisons can be made.

BEmployers surveyed by MPR were asked about their STC experience in 1982.

5-20



Survey of STC Employers

Both the MPR study and our survey examined employer responses regarding employee and union views
of the STC program. The findings were roughly similar over the period. Inthe current survey, more employers
reported that their employees were neutral regarding the STC program, and dightly more reported that their
employees were opposed to it. However, employers in the current survey aso reported dightly more union
satisfactionwith the programthanthose in the earlier survey did. Overall, there were no drastic shiftsin employer

reports of union and employee views of the program.

In responding to their perceptions of STC, employers in the M PR study responded that retaining valued
employees and keeping a larger number of employees employed were the two most important advantages
associated with STC participation. As discussed previously, the advantage of STC cited most frequently by the
current sample of employerswasretainingvalued employees. Keeping more employeesemployed wasalso cited

by the mgjority of employers as an advantage, but it does not stand out as an advantage over others listed.

Employers surveyed by the earlier MPR survey were most concerned with the administrative burden
associated with STC usage. This wasthe disadvantage cited most frequently and an increase in the Ul tax rate
was the second most frequently cited disadvantage. This contrasts with the current findings. Overwhelmingly,
an increase in the Ul tax rate was seenby our sample of employersas the primary disadvantage associated with
STC usage. Administrative burden, although also noted by many as a disadvantage, no longer stands out as the
primaryissue. Interestingly, employersinthe earlier study were less concerned about increasesin the Ul tax rate,
but two of the three states examined had provisions for special tax increasesrelated to STC. Inthecurrent study,
only Florida employers were subject to an additional tax increase associated with STC, but employersin dl five
stateswere more concerned about an increase in the Ul tax rate than the administrative burden associated with

the program (a statistically significant difference for dl five states).

In the earlier study, 55 percent of employers stated their Ul tax rate increased with STC participation. In
this study, 61 percent of employers reported such an increase. In addition, in the MPR study, 27 percent of
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employersreported that the administrative tasksassociated with STC were burdensome while in our sample, only

14 percent of employers found them burdensome. Similarly, one-fifth of employers surveyed

by MPR reported that the program was too restrictive, but in our sample, fewer than one out of ten employers

reported feeling this way.

Hence, there were differences between these two samples in both the advantages and disadvantages cited
as well as actual programexperiences. There were anumber of factors which may have led to these differences.
Firgt, it may be that the different sample of states utilized for this study led to differencesin employer responses.
Program rules in the states in the earlier evaluation may have made the Ul tax rate aless prominent issue than it
wasin the five states we examined. Second, the advent of automated claims processing reduces the burden
associated with administrative tasks. Because of this, firms in our sample may have been less likely to cite
adminigtrative burden as a problem. As of 1992, Kansas was fully automated and both Washington and
Cadlifornia reported that they were in the process of becoming automated with respect to the processing of STC
clams. None of the three states surveyed by MPR had automated processing in 1982 when the survey was
conducted. Finally, changes dueto adecade of program experience may have led to changesin both employers
perceptions of and experiences with STC as well as a smoothing of the STC participation process at the state
level. Asfirmsexperiment with the program and learn about the other firms experiences, their concerns may shift.
Smilarly, as state administrators became more knowledgeable about the programand the process of application

became easier, the burden on participating firms most likely decreased.

|I. CONCLUSION

The STC Employer Survey informs this evaluation by providing data on STC-participating employers
experiences with the program, their views about specific aspects of it, and their likelihood to participate in the
future. The findings indicate that there was widespread satisfaction with the STC program among participating
employers. It should be noted, however, that less than one percent of employers in the five states surveyed

actually use the program. Although employers expressed satisfaction with the program, they were still a small
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share of al employers and, as discussed later in Chapter VI, it seems that these firms were a self-sel ected group

which had characteristics very different from those of other firmsin each state.

Firms reported initidly hearing about STC from a variety of sources, including a substantial share from
informal sources outside of the industry. They also reported having little difficulty obtaining information regarding
the program. Employersreported that a number of advantages with the STC program were important, however
the most frequently cited one was the ability to retain valued employees during economic downturns. More
employersreported potenti aladvantagesassociated with STC than potential disadvantages. Among the potential
disadvantages, the most frequently cited was an increase in the Ul tax rate. Employersin Florida, a state with
provisions that enabled the Ul tax rate to increase with STC participation, were the most likely to cite this

disadvantage.

Corroborating this finding, more than haf the employersinfour of the five states examined reported that their
Ul tax rate did increase with STC participation. Despite this increase, the mgjority of employers reported they
would be likely to use STC over layoffs in the future. Eighty percent of employers who were not likely to use

STC in the future responded that their Ul tax rate increased with STC participation.

The main disadvantage associated with STC participation by the current sample of employersdiffered from
that cited by employersinthe 1985 MPR study. Findings from the earlier evaluation showed that the burden of
increased administrative tasks was the primary disadvantage cited by employers. The advent of automated

processing and experience with the program may have made these tasks less burdensome.
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V1. WORKFORCE ADJUSTMENT PATTERNS
BY STC FIRMS

In the previous chapter, we documented the perceptions and experiences of firmsthat participated in
the short-time compensation (STC) program in five states. We highlighted employers views on the
program, such astheir perceptions of the advantages and disadvantages of STC and the flexibility with
which they could make workforce adjustments. Centra to much STC legidation, and to policy intent on
the appropriate use of STC, is the premise that STC should primarily (or exdusvely) be used to avert
layoffs. Firmsmay be ableto achieve severa advantages associated with layoff avoidance by reducing the
workweek of many employees, rather than laying off asmal subset of employees.

This chapter focuses on the compensated unemployment of STC firms to determine to what degree
those that participated in STC programs used both STC and layoffs, what types of workers STC
participation affected, and how the workforce reductions at firms that used STC might compare with the
reductions at firms that have not used STC. Weexamine severd workforce reduction patterns associated
with STC usage in1992. Section A examines the composition of unemployment insurance (Ul) and STC
usage by firms that used STC in 1992. From this andyss, we can assess the overall magnitude of
workforce reductions and the degree to which STC employers continued to use layoffs as the primary
method of implementing such reductions. In Section B, we look at repeat usage of STC. Policy andysts
higoricaly have been concerned that repeated Ul usage may lead to subsidization across firms or
indudtries; therefore, we document boththe extent of STC repeat usage and the characteristics of firmsthat
used STC over many quarters. Section C documents the effects of STC on subgroups of employees to
assess the program’ s effectiveness in preserving the jobs of people that benefit from affirmative action
legidation. In Section D, we document our attempts to examine what workforce reductions might have
looked likeinthe absence of STC. Thissection detailsour unexpected finding that, despite our best efforts
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to match these two groups, STC firms gppear to be systematicaly different from a comparison group of
non-STC firms. As aresult of this finding, the observed differences between the groups workforce
reduction patterns must be cautioudy interpreted. We present our conclusionsin Section E.

A. PATTERNSOF WORKFORCE ADJUSTMENT AT STC FIRMS

Ascompaniesneed to adjust their workforce, because of temporary declinesin product demand, they
have severa strategiesfromwhichto choose. Firmsmay: (1) put workers on temporary layoff; (2) reduce
employee workweeks (either with or without STC); (3) use dtrition, early retirement incentives, or
voluntary leave programs, or (4) choose to maintain their workforce at its level prior to the economic
downturn. The choices made will depend on the relative costs and benefits associated with each Strategy.
For example, if training codts are particularly expensive, firms may be more inclined to use strategies that
will retain employees. In this section, we examine firms decisions regarding two of these choices:
(1) layoffsand (2) STC. We provide information as to what degree firms that used STC aso relied on

layoffs as a mechanisam for workforce reduction.

As the primary andysis variables, we used dollars of compensated unemployment charged to firms
In principle, one might want to measure changes in tota hours and employment in response to STC use,
not Imply changesin tota charges, snce some workweek reductions may not be compensated. Such
data, however, are not maintained in state adminigtrative records and were unavailable for thisstudy. Our
andyssisin line with past research findings that focus on compensated hours of unemployment, usudly
drawn from adminigrative records. Although use of the compensated data sheds light on a number of
important policy questions (such as the effect of STC adoption on overal expenditures under the Ul
system), the extent to which these data accuratdly reflect changes in total hours and employment is not

known.

To veify theresults of this andys's, we examined the effects of STC use on hours of compensated
unemployment (see Appendix E). Because previous studies have found that STC tends to be more
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expendve than Ul on an equivdent-hours basis (since STC tends to serve higher-wage employees),
andysis of hours reductions could shed additiona light on the effects of STC. It is unclear whether using
measures of chargesor hours is preferred. Although hours trade-offs often are theoretically thought to be
the more appropriate mesasure of the firms workforce reductions than charges, firms may decide thar
workforce reduction strategies on the basis of productivity-adjusted hours. That is, firms may take into
account that workers have both different productivity levels and compensation packages, so a sraight
“hours-for-hours’ trade-off between STC and Ul may be inappropriate. For this reason, and because
hoursreductionsarelessprecisely measured inour data and require dightly greater imputations, we present
our andyss of compensated unemployment charges in this chapter and show similar andysis of hoursin
Appendix E. Appendix E shows that the hours andys's confirms the charges analysis here.

We normalized the compensated unemployment charges by a measure of total payroll to hep control
for the wide variance in totd employment among employersinthe sudy. Thenormadization wasachieved
by dividing bendfit charges by an estimate of full-time-equivaent payroll in1991. We use 1991 asour base
year for normdizationto ensurethat our normalizationis exogenous to compensated unemployment in our
study year, 1992.1 Consequently, normalization providesaconvenient metric to comparefirmsof different

Szes.

Our treatment measure is whether a firm had STC chargesin 1992. Although this definition differs
dightly from that used to construct the sample, which defined STC firms as firms that had STC plans
approved in 1992, Appendix E shows that results are not sendtive to the dight change in trestment
definition.

We added twice the sum of 1991 Ul benefits and 1991 STC benefits to 1991 payroll to adjust for workforce
reductions in 1991 to get a measure of full-time-equivalent payroll in 1991. We therefore have assumed a 50 percent
compensated unemployment replacement ratio. We aso tried using average state-specific replacement ratios, available
from published sources, but this did not alter the results.
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Table VI-1 presents compensated unemployment charges a STC firms. The numbers presented are
mean normdlized levels of charges for 1991, 1992, and 1993, and by charge type (UI, STC, or both).?3
For example, the number “0.936” for normalized Ul chargesin 1992 for Cdifornia firms, indicatesthat the
Ul benefits paid to workers from these STC firmswere, onaverage, about 0.9 percent of the firms 1991
payroll. Thenumber “1.497” for normdized total chargesfor Cdifornia sfirmsindicatesthat Ul and STC
chargestogether were 1.5 percent of normaized payroll. Putindollar terms, thistrandatesinto an average
total chargesin 1992 of nearly $132,000 per firmin Cdifornia* Thebottom pand of TableVI-1indicates

average charges over dl three study years.

Three generd patterns emerge fromTable VI-1. Firgt, STC firms had high levels of Ul charges, both
generaly and compared to their STC charges. The bulk of firms' chargeswerenot STC charges, but Ul
charges. For STC firms, the average percentage of total chargesin 1992 attributable to Ul unemployment
ranged from 62 percent in Florida to 78 percent inWashington. For every dollar of STC benefitscharged
to afirm, on average, between $1.64 and $3.64 was charged for regular Ul. STC firmstherefore relied
heavily on regular Ul, while smultaneoudy using STC. Thisfinding, which isvery smilar to that from the
previous Department of Labor (DOL) sponsored evaluation of STC programs (Kerachsky et a. 1986),
suggeststhat many firmsthat used STC relied onthis program as only one component of atotal workforce
reduction Strategy.®

2We excluded from the sample those firms that had a substantial portion of their 1991 data missing. We dso
excluded from the analysis a few firms that had outliers for their charges. These outliers appeared to be caused mainly
by inaccurate firm size measures for 1991.

3Although there may be instances in which a firm is charged for Ul benefits paid to a worker when that firm did not
lay off the worker (such as when there are multiple base period employers), we expect that most charges are because of
layoffs by the firms for which we have data. Although we have some suggestive evidence (discussed in Chapter 5) that
firms do not consider al separations for which they are charged to be “layoffs,” we expect that Ul agencies would
consider the overwhelming majority of these separations to be layoffs.

A few very lage firms are responsible for this high mean value. The median value was only about $13,000. In
states besides California, mean 1992 total charges ranged from about $43,000 to $95,000. Median charges ranged from
about $14,000 to $22,000.

SA smilar andysis using compensated hours of unemployment suggests that employees at STC firms spent
between 2.10 and 4.55 hours on Ul for every hour on STC. We would expect that STC charges comprise a larger

proportion of total compensated unemployment charges than STC hours would of total hours, since the weekly benefit
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TableVI-1
AVERAGE COMPENSATED UNEMPLOYMENT CHARGES,
STC FIRMS, BY STATE
(Per centages of 1991 Payroll, Unless Otherwise Stated)

Characteristics California Florida Kansas New York Washington
1991

Normalized Ul Charges 0.871 1.426 0.915 1.335 3.543
Normalized STC Charges 0.277 0.359 0.343 0.400 0.368
Normalized Total Charges 1.149 1.785 1.258 1.735 3911
Percentage of Total

Charges that Are Ul

Charges 79.424 84.060 77.536 71.393 90.275
1992

Normalized Ul Charges 0.936 1.825 1.681 2.339 3.695
Normalized STC Charges 0.561 0.847 0.759 0.878 1.022
Normalized Total Charges 1.497 2.672 2.440 3.217 4.717
Percentage of Total

Charges that Are Ul

Charges 63.304 62.078 69.030 65.146 78.456
1993

Normalized Ul Charges 0.788 0.935 1.366 1.783 3.633
Normalized STC Charges 0.331 0.181 0.258 0.639 0.893
Normalized Total Charges 1.120 1.116 1.624 2421 4.359
Percentage of Total

Charges that Are Ul

Charges 74.999 79.442 85.169 69.354 81.856

All Years (1991, 1992, 1993)

Normalized Ul Charges 0.865 1.395 1321 1811 3.301
Normalized STC Charges 0.390 0.462 0.453 0.636 0.593
Normalized Total Charges 1.255 1.858 1.774 2447 3.894

amounts (WBASs) associated with STC are hypothesized to be higher than the WBAs for Ul. We find this pattern in four
of the five states.
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Table VI-1 (continued)

Characteristics California Florida Kansas New York Washington
Percentage of Total

Charges that Are Ul

Charges 73.091 71.357 73.568 68.934 82.115
Samplesize 431 191 90 441 314

Source;  State administrative records.

Note: Samples restricted to firms in business throughout 1991 and 1992. Because sample sizes vary slightly per charges
measure, and because of rounding, the sum of normalized Ul charges and normalized STC chargesin ayear may not
equal normalized total chargesin ayear. All charges variables are normalized by an approximation of payroll at full
employment in 1991. Seetext for further details.

A second finding is that compensated unemployment levels varied dramaticaly across our five study
states. Mogt notably, the levels of compensated unemployment charges in Washington were much higher
than those in the other states. Tota normaized charges in 1992 for Washington firms were around 4.7
percent of firms 1991 payralls, while total normalized charges in 1992 ranged from 1.5 to 3.2 in other
states.® Thisfinding is surprising since Washington did not have the highest statewide unemployment rate
in 1992. The higher leve of charges appearsto be because Washingtonfirms had much higher normalized
Ul charges, while Washington's STC charges were only dightly higher. We can only speculate on the
sourceof these state differences; it may be that firmsthat used STC inWashingtonwere disproportionately
drawn from the population of firms that experienced a high degree of economic distress. In contragt,

Cdifornia had low leves of total charges compared with other states, even though it had the highest

5The numbers reported for Washington are on benefits paid to claimants; numbers for the other states are benefits
charged to firms. We use benefits paid because we could not completely distinguish between STC benefits charged and
Ul benefits charged to the firm. The ratio of mean total benefits charged to mean total benefits paid was 0.92; the ratio
of medians was 0.87. Noncharging of benefits, therefore, could only explain a small portion of the differences between
Washington and other states.
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statewide unemployment rateof our study states. Because Cdlifornia’ sSTC program was more established
than those in other states (and potentialy more well known among dl firms), firmsthat used STC (and,
therefore, aso their matched comparisonfirms) may have been more representative of adl firmsinthe state
than STC firmsin other states.

A third finding shownin Table V1-1isthat firms that used STC in 1992 dso had STC chargesinother
years. Because STC plans can begin and end at any time in each of the study dtates, subject to state
approva and date limitations on the duration of plans, some of this “spillover” of 1992 STC usage into
other yearsisto be expected. In the next section, we examine this pattern more fully, to assess the extent

to which firmsthat use STC do so repeatedly.

B. REPEAT STC UsSE

The previous section examined the levels of compensated unemployment in 1991, 1992, and 1993
by firmsthat used STC in 1992. Notably, we found firms that used STC in 1992 aso had szable STC
usage in other years. In this section, we examine the extent to which firmsin our STC sample used STC
repeetedly over time.

Chapter 1V discusses programadminigtrators perspectivesonSTC repeat usage. From that analys's,
we concluded that repeat usage has not necessarily conflicted with the legidative intent of the STC
program, just asrepeat Ul usage is within the scope of the regular Ul program. During our study period,
none of these five stateslegdlly restricted firms' ability to renew STC plans. Sincethen, however, the State
of Washington enacted arule that requires firmsto be off STC for 12 months after three years of usage
before becoming digible for new usage. 1n 1995, Californiaconsidered legidation restricting repeat usage,
but no action was taken. So, dthough legal redtrictions arethe exception, it appears that some states are
becoming increasingly sengtive to potentia problems associated with repeat STC usage.
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We supplement the andyss in Chapter IV with andyss of our adminigtrative data for 1991, 1992,
and 1993 to gauge what percentage of the STC firmswere repeat usersand to examine whether firms that
used STC extensively differed from firms that used STC less often. To measure repeat usage, we
categorized STC firms (firmsthat used STC in 1992) into three groups on the basis of whether they had
STC chargesin (1) between 1 and 4 quarters, (2) between 5 and 8 quarters, or (3) between 9 and 12
quartersduring the years 1991, 1992, and 1993 combined. Although these cutoffs do not capture all the
variety inplanusage, they are useful in gpproximating the number of plans, or planrenewals, that firms may
have had.’

Wheninterpreting repeat usage patterns one caveat should be kept inmind. We cannot tell fromthese
adminidraive data whether firms that used STC over many quarters were renewing existing plans or
implementing new plans (either with the same or different workers). If firms work units experienced
temporary demand shocks at different pointsin a business cycle, firms may have had more than one plan
effective concurrently or consecutively.

Table VI-2 shows the digtribution of STC firms in each state across these three categories. These
digributions varied considerably by state. In New York, for example, nearly half of firms used STC
between 9 and 12 quarters. Over 80 percent of New Y ork’ s STC firms used the program for more than
four quarters. This suggeststhat New Y ork had many firms with either more than one plan over time, or
plan renewas. At the other extreme, only five percent of STC firmsin Floridaused STC in nine or more
quarters. In Cdifornia, Kansas, and Washington, approximately 12 to 16 percent of firmsused STCin

nine or more quarters.

’STC plans in each state except Cdifornia can last for up to one year; one plan, if used continuously, may therefore
generate charges for up to five quarters. In Cdlifornia, plans can last for six months, charges from one plan may span
over three quarters.
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TableVI-2

PATTERNS OF REPEAT USAGE OVER 12 QUARTERS,
1991 THROUGH 1993, BY STATE

California Florida Kansas New York Washington
Percentage of Firms that Had STC
Chargesin:
1to 4 quarters 42.7 63.4 52.2 195 48.4
5 to 8 quarters 45.0 31.4 32.2 35.8 39.2
9 to 12 quarters 12.3 5.2 15.6 44.7 12.4
Total sample size 431 191 90 441 314

Source: State administrative records.

Two possihilitiesmight be proposed for the widdy varying repeat usage patterns across states. First,
differing administrative practices and regulations of the STC programinour five states may have restricted
firms abilities to use STC repeatedly. These limitations may occur through ether explicit or implicit
restrictions on repest plans or plans for seasonal workers. (This possibility is discussed in Chapter 1V.)
Second, firms for which STC was most appropriate (because of firm-specific production technologies,
employment relaions, or internal adminigrative practices) may have been concentrated in stateswithhigh
repeat usage. For this to explain Sate differences, however, repesat-usage firms must have different

characteristics from nonrepester firms.

Table VI-3 contains breakdowns of firm characteristics by three repeat-usage categories. In every
state except Florida, firmsthat used STC most repeatedly were larger on average thanfirmsthat used STC
lessregularly. This pattern may occur because (1) larger firms put work groupson STC at different points
in the business cycle, (2) STC wasmore appropriatefor larger firms because STC better fits their exising
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productionpalicies, or (3) STC usage requiredfixed coststhat were easer for firmsto bear whenthe costs
were spread over a grester number of employees. Although
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TableVI-3

PATTERNS OF REPEAT USAGE OVER 12 QUARTERS, 1991 THROUGH 1993,
BY STATE

Number of Quarterswith STC Charges

Number of Quarterswith STC

Number of Quarterswith STC

Charges Charges
California Florida Kansas

Firm Characterigtics All 1to4 5to08 9to 12 All 1to4 5to8 9to12 All 1to4 5to8 9to 12
Mean Firm Size 380 69 248 1,932 191 152 298 32 107 87 120 147
Median Firm Size 33 21 37 69 21 20 26 17 58 45 73 82
Mean Normdized Ul Charges, 1992 0.936 0.944 0.927 0.943 1.825 1.889 1.710 1.737 1.681 1.309 1.774 2.740
Mean Normalized Total (Ul and STC) Charges, 1992 1.497 1.290 1.743 1.317 2.672 2574 2695  3.710 2.440 1.796 2.863 3.724
Mean Normalized Total Ul Charges, 1991 Through 1993 0.865 0.835 0.899 0.841 1.395 1.340 1.541 1.191 1.321 1.093 1.437 1.844
Mean Normalized Total (Ul and STC) Charges, 1991 Through 1993  1.255 1.047 1.463 1.215 1.858 1.630 2.185 2.649 1.774 1.339 2.081 2.601
Percentage of Firmsin:

Mining/construction/agriculture 4.9 4.9 5.2 3.8 13.6 14.9 11.7 10.0 7.8 6.4 6.9 14.3

Nondurable manufacturing 10.7 6.0 155 9.4 7.9 6.6 8.3 20.0 20.0 191 241 14.3

Durable manufacturing 46.6 41.8 47.9 58.5 325 33.1 35.0 10.0 47.8 489 414 57.1

Transportation/communication 0.9 0.5 1.0 1.9 2.6 25 1.7 10.0 1.1 0 0 7.1

Wholesale trade 7.4 8.7 7.2 3.8 6.8 7.4 3.3 20.0 3.3 4.3 34 0

Retail trade 2.1 11 2.6 3.8 6.3 5.8 8.3 0 2.2 2.1 3.4 0

Fire 5.8 8.7 4.1 1.9 0.5 0 1.7 0 1.1 2.1 0 0

Services 21.1 27.7 16.0 17.0 29.8 29.8 30.0 30.0 16.7 17.0 20.7 7.1

Missing 0.5 0.5 0.5 0 0 0 0 0 0 0 0 0
Sample size 431 184 194 53 191 121 60 10 90 47 29 14
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Number of Quarterswith STC Charges

Number of Quarterswith STC Charges

New York Washington
Firm Characterigtics All 1to4 5to8 9to 12 All 1to4 5to8 9to 12
Mean Firm Size 46 13 16 85 90 82 80 154
Median Firm Size 18 9 13 40 20 20 17 49
Mean Normalized Ul Charges, 1992 2.339 1.420 2.160 2.883 3.695 3.625 3.936 3.210
Mean Normalized Total (Ul and STC) Charges, 1992 3.217 2.252 3.222 3.633 4,717 4.427 5.191 4.352
Mean Normalized Total Ul Charges, 1991 Through 1993 1811 1.010 1.665 2.278 3.301 3.252 3.391 3.209
Mean Normaized Total (Ul and STC) Charges, 1991 Through 1993 2.447 1411 2.408 2.930 3.894 3.597 4.162 4.207
Percentage of Firmsin:
Mining/construction/agriculture 111 10.5 9.5 12.7 4.5 3.9 5.7 2.6
Nondurable manufacturing 11.8 11.6 11.4 12.2 7.6 5.9 8.9 10.3
Durable manufacturing 30.6 18.6 215 43.1 39.2 40.8 341 48.7
Transportation/communication 1.8 2.3 1.9 15 2.9 5.3 0.8 0
Wholesale trade 6.3 10.5 8.2 3.0 111 9.2 15.4 5.1
Retail trade 10.2 14.0 12.7 6.6 9.9 10.5 9.8 7.7
Fire 2.3 2.3 3.8 1.0 0.6 0.7 0.8 0
Services 25.4 29.1 30.4 19.8 22.6 211 23.6 25.6
Missing 0.5 1.2 0.6 0 1.6 2.6 0.8 0
Sample size 441 86 158 197 314 152 123 39

Source:  State administrative records.
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larger firms did use STC repeatedly morefrequently thansmal firms, therewere dill many smdl firms that
appeared to use STC between 9 and 12 quarters.

Table VI-3 dso contains information on the mean normdized charges of firms in different usage
categories. Our concern hereisthat becauise repest-usage firms have much higher levelsof charges, repest
STC usage might impose a drain on the Unemployment Trust Fund. Repeat STC usage, therefore, might
generate long-term subsidies to firms or industries for which STC usage is most feasible. Patterns varied
widedly across sates. In Cdiforniaand Washington, firms that used STC more extensvely did not have
higher levels of normaized Ul chargesin 1992 (or higher total charges) thanlow-usage firms. This suggests
that once adjustments for firm 9ze were made, charges did not necessarily increase as repeat usage
increased inthesestates. In contrast, Kansasand New Y ork Ul chargesin 1992 for high-usagefirmswere
more than double the charges for low-usage firms. In Cdifornia and Washington, firms that used STC
moderately (between five and eight quarters) had the highest normalized total charges in 1992. Adding
STC chargesinto the andysis widens the gap in normdized charges more in Kansas and dightly decreases
itin New York. Inthesetwo states, high-usage STC firms had much grester workforce reductions than

low- or moderate-usage firms.

By contrast, in Horida, extremedy highleves of STC usage in 1992, by the smdl number of repeat-usage
firms, increased tota (Ul and STC) charges substantialy above total chargesfor low-usage firms. Infact,
these few firms used STC more than they did regular UI, which is contrary to our finding for the entire
sample of STC firms. It may be that Forida' s more effective experience rating for STC firms with high
levels of total charges deterred firms with less critica needs for STC from participating in the program.

Two additiona patterns should be noted. Fird, in dl instances, firms that used STC more than four
quarters had higher levels of total chargesthandid firmsthat used STC four or fewer quarters. In Kansas
and New Y ork, repeat STC userstend to have higher Ul chargesthannon-repeaters. Aswediscussmore
fully in Section D, the high Ul leves observed at firms that participated in the STC program cannot be
attributed to STC participation; smilarly, thesehighUl levds (and their effects onthe Unemployment Trust
Funds) are correlated with repeat STC usage but probably not caused by repeat STC usage. Therefore,
firmswithrepeated use of STC tended, over time, ether to be inless hedthy conditionthanwere firmsthat
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used STC less, or to rely on compensated hours of unemployment to a greater extent because of firm-
specific structura reasons. No causdity can be drawn from thisfinding; however, it may suggest that firms
facing the most severe workforce adjustment needs used STC. Second, in every state but New Y ork,
normalized STC charges were alarger part of dl chargesfor moderate- or high-usage firms than for low-
usage firms. Moderate- and high-usage firms not only had more STC plans (or plan renewals) over three
years than did low-usage firms, but also, on average, relied more heavily on STC for their workforce
reductions.

We conclude, therefore, that repeat STC usage is not consstently related to Ul behavior across states.
In some gtates, firms that repeatedly used STC had much higher Ul chargesthan did low-usage firms. In
other states, STC repeat usage did not seem to be associated with ether higher or lower Ul charges; but
firmsthat used STC repeatedly generally used STC for larger parts of thar workforce reductions thandid
nonrepeaters. Florida had the starkest patternof dl states, but we cannot definitively conclude the causes
of this pattern. In that Sate, the few firmsthat used STC between 9 and 12 quarters averaged the highest
level of STC usage, with charges approaching two percent of 1991 payroll.

The bottom pand of Table VI-3 shows the distribution of firms acrossindudtries. In every state except
Florida, firms that used STC in at least nine quarters were somewhat more likely to be in durable
manufacturing than were firms that used STC less. A smdler percentage of firmsin the service industry
fdl into the heavy STC usage group than into the low STC usage group. (Firms in the durable
meanufacturing and serviceindustries accounted for between 55 and 70 percent of the STC samplein each
gate) Nondurable manufacturing firms seemed mogt likdy to use STC between five and eight quarters
inseverd of thestates. Thedigtributionsof industrial compaosition across our three repegt-usage categories
were datidicdly different from each other only in Cdiforniaand New Y ork.

In Florida, very few firms used STC at least 9 quarters out of 12, and these firms were very smdl on
average. Only one of these ten firms wasin durable manufacturing. Thisislower than the percentage of
firnsfor the low-repesat category. We caution againgt drawing any strong conclusionsabout this, however,
because of theamdl samplesize. Overdl, the most important observation regarding repeat usagein Forida
isthat firmsinthat state were muchless likely to use STC repeatedly than were firmsin other sates. The
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fact that Florida STC users may be subject to a “super maximum’” tax rate may explan part of this
behavior, dthough we cannot definitively determine this.

To conclude, it appears that the extent to whichfirms used STC repeatedly variessubgtantidly by sate,
with New Y ork having the highest percentage of repeaters and Floridathe lowest. In generd, firms that
used STC most extendvely werelarger thanaverage and morelikdy to be indurable manufacturing. Low-
repeat userswere more likely to be in service industries. In threeof our study states, repeaters had higher
levels of charges than nonrepesaters, even after firm Sze adjustments were made. From this descriptive
andyss, it does not seem that the wide variation in repeat usage across states can be explained by
differences in firm-specific characteristics® State administrative practices, or characteristics of the

recesson in each sate, may have played alarger role in generating these differences.

C. EFFecTSsoOF STC USE ON SUBGROUPS OF EMPLOYEES

One of the theoretica advantages of STC isthat firms may be more likdy to retain certain groups of
employees (suchas minorities, women, or younger workers) who are likely to be “fird fired” whenlayoffs
areimplemented. In this section, we examine whether STC differentidly impacted employeesof different
demographic groups. To do so, we looked at the characteristics of employees who became new Ul or
STC clamants at STC firmsin 1992, our focd year.

When we examined age, gender, and racid/ethnic compositions, we tested whether there was a
difference between the digtributions of new STC daimants at STC firms and new Ul clamantsat STC
firms If agatigticd difference between these two groups wasfound, it might either bethat individud firms
were selectively putting certain types of workerson STC (rather thanlaying themoff) or that workerswith
different demographic characterigtics were concentrated in work units or occupations for whichSTC was
relaively more appropriatethanlayoffs. For thisanays's, wecould not distinguish between thesetwo types
of motivations.

8T o verify these findings, we used ordered logistic analysis to regress the number of quarters with STC charges
on tax rate categories, industry categories, and normalized charges variables. We could detect no consistent pattern in
the sign or significance of the relevant coefficients.
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Table VI-4 presents an analysis of age and gender didributions of new Ul and STC clamantsat STC
firms. For each type of comparison, we used ameasure of statisticd difference that considered the entire
digtribution of new (Ul or STC) cdamants, rather than considering only one isolated age group or one
racia/ethnic group.® Agterisksin the table cdlls indicate whether the distributions of new daimantsacross
demographic categories were different from one another. Layoffs tend to affect the youngest age ranges
disproportionatdly; STC may have encouraged workforcereductionsto bespread acrossdl ageand tenure
ranges. Theagedidributions of new STC clamants, however, were not Satisticaly different fromthe age
digtributions of new Ul daimantsin any of the five dates. Although we discuss afew patternsin the data,
the nonggnificance of these results should be kept in mind. In three of the five states (Cdifornia, Kansas,
and Washington), individuds aged 25 or lesswereadightly larger fraction of new Ul clamantsthan of new
STC clamants. In Florida and New Y ork, individuas aged 25 or less made up a smdler proportion of
the new Ul clamants than their proportion in the new STC claimant population.

Since pensions are often based on earnings in the severa years immediatdy prior to retirement (Best
1988), there has been some concern that participation in STC (and the reduced hours this entails) may
reduce the pensions of workers approaching retirement. However, the oldest age range was a larger
percentage of individuds laid off than of individuds on STC in four of the five states. These percentage
differences, likethose for the youngest age ranges, were minor. They suggest, however, that STC may not
have been as attractive a workforce reduction sirategy to firms that wanted to reduce labor input of older
workers (potentidly because their margind vadue of production was less than their wages) or to older
workers (who may have had a greater preference for full-time leisure compared to STC than younger

workers).

®We used Pearson’s x2 test of statistical significance. This test examines whether the observed distribution of
characteristics across age or racid/ethnic categories was statistically different from the expected distribution, where the
expected distribution is defined as the distribution for the pooled group of claimants.
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TableVI-4

AGE AND GENDER COMPOSITION OF NEW STC AND Ul CLAIMANTSAT STC FIRMS, BY STATE,

FOR 1992
California Florida Kansas New York Washington
New STC New UI New STC New UI New STC New Ul New STC New UI New STC New UI
Claimants Claimants Claimant Claimants Claimants Claimants Claimants Claimants Claimants Claimants
s
Percentage in 1992 Who Were:
Under age 162 0.3 0.1 0.1 0 NA NA NA NA 0.1 0
Age 16 to 252 12.0 14.8 8.6 7.9 113 16.4 252 232 10.8 151
Age 26to 40 50.8 52.5 51.4 50.1 52.8 52.3 42.3 42.2 52.6 53.9
Age4lto60 337 294 354 353 331 28.6 27.6 26.5 341 274
Over age 60 31 32 45 6.6 2.8 2.7 4.8 8.0 24 36
Percentage in 1992 Who Are
Female 36.0 344 40.5 313 31.6 30.0 38.3 32.4* 32.3 27.3
Samplesize 301 348 178 160 82 86 397 366 236 284

Source:  State administrative records.

Notes: Pearson’s Chi-Squared (P?) testing was used to compare groups. Asterisks indicate that the distribution of characteristics for new Ul claimants in STC firms
issignificantly different from the distribution of characteristics of new STC claimantsin STC firms.

8 he data from Kansas and New York do not have a category for percentage of new Ul or STC recipients under age 16. Instead, these data have a category for
percentage of new Ul or new STC claimants under age 25.

NA = not applicable.

*This difference between the STC and non-STC average charge is significantly different from zero at the .10 level, two-tailed test.
**This difference between the STC and non-STC average charge is significantly different from zero at the .05 level, two-tailed test.
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***This difference between the STC and non-STC average charge is significantly different from zero at the .01 level, two-tailed test.
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In every state, women comprised a larger percentage of new STC claimants than of new Ul clamants,
athough about two-thirds of damantsoverdl were men. It may bethat women either werein occupations
that had production technologies more conducive to STC usage, or that they were more amenable to
participationthanwere menbecause they had different demandsfor nonwork time and/or for income. This
difference was datidicdly dgnificant only in New York, dthough it was dso large in Forida and
Washington.

Overdl, the age and gender differences found are extremey amdl and generdly do not support the daim
that greater STC use protected the jobs of the young or women. Although we have highlighted some of
the patterns acrossthe states, most of these patterns can not be satidicdly diginguished from patternsthat

may occur by chance.

As with women and the young, minority group members might also be expected to have received
employment-preserving benefits because they may be more likdy to have been employed for a shorter
amount of time. Table VI-5 presents smilar analyses of racia/ethnic compositions to those of age in
Table VI-4. Table V1-5 comparesthe race/ethnicity of STC and Ul daimantsat STC firms. Although data
were collected from dl five states, anaytica comparisons for Kansas and Washington cannot be made,
since these gtates do not consgtently record the race/ethnicity of STC daimants. These states had an
unusudly high fraction of new STC claimants with unknown race/ethnicity, compared with new Ul

claimants. We therefore discuss results for only three states—California, Florida, and New Y ork.X°

In none of these three states was the racid/ethnic digtribution of new STC claimants different from that
of new Ul clamants. In two of these three states (Cdifornia and Florida), non-Caucasians were dightly
more likely to be new Ul daimants than STC daimants. In each case, the percentage differences were
amadl. If these patterns had been sgnificantly different from one ancther, the finding

°0n average, 64 percent of new STC claimants in each firm in Kansas, and 31 percent in Washington, were of an
unknown race/ethnicity. The percentages of new Ul clamants in Kansas and Washington who were of unknown
race/ethnicity were 9 and 12 percent, respectively. New York data, to a lesser extent, have a similar problem, since New
York does not have complete information for both new STC and new Ul claimants. Although we discuss results for New
Y ork here, caution should be used in drawing conclusions from these results.
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TableVI-5

RACIAL/ETHNIC COMPOSITION OF NEW STC AND Ul CLAIMANTSAT STC FIRMS, BY STATE,

FOR 1992
California Florida New York
New STC New Ul New STC New Ul New STC New Ul
Percentagein 1992 Who Were: Claimants Claimants Claimants Claimants Claimants Claimants
African American 12 3.7 8.3 111 6.2 8.1
Asian or Pecific Islander 14.8 12.1 21 2.7 1.0 0.6
Caucasian 55.4 52.7 77.2 74.2 65.6 67.4
Hispanic 27.3 28.0 121 11.3 6.4 7.8
Native American 0.2 0.3 0.3 0.2 0 0
Unknown 10 31 0.2 0.6 20.8 16.1
Samplesize 301 348 178 160 397 366

Source:  State administrative records.

Note:  Pearson’s Chi-Squared P?) testing was used to compare groups. Asterisks in the fields for new STC claimants for STC firms indicate that the distribution
of characteristics for new STC claimantsin STC firmsis significantly different from the distribution of characteristics of new Ul claimantsin STC firms.

*This difference between the STC and non-STC average charge is significantly different from zero at the .10 level, two-tailed test.

**This difference between the STC and non-STC average charge is significantly different from zero at the .05 level, two-tailed test.
***This difference between the STC and non-STC average charge is significantly different from zero at the .01 level, two-tailed test.
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would have supported the claim that, to a smdl extent, STC helped preserve jobsfor minorities. In New
Y ork, we find the opposite result: laid-off employees were weskly (and insignificantly) more likely to be

Caucasian than were STC employees.

In Appendix F, we expanded our analyss of the demographic characteristics of workerswho wereon
either Ul or STC. We attempted to make adjustments to the datain Table VI-5 to correct for the high
fraction of damants with unknown race/ethnicity in Kansas and Washington. We aso compared
adminigrativedataonSTC and Ul participants  characteristicsto the characteristicsof employeesreported
by the firms in the employer survey. Findly, we compared the characteristics of workerson Ul a STC
firmsto workerson Ul a amilar firmsthat did not use STC. Thiswasdoneto determineif the two types
of firms used the regular Ul systemdifferently. In al these tests, we could detect no datisticaly sgnificant
differencesin the racid/ethnic distributions of participants.

In conclusion, we find very little evidence to support the hypothesis that youths, women, and minorities
benefit ggnificantly from STC's job preservation capecity. Although we have pointed out a few of the
(nonggnificant) patterns, thisdiscuss onshould not be construed to suggest that the data support dams that
STC saves ggnificant numbers of jobs for minorities, women, or the young. To the extent that STC saves
any jobs for workers, minorities, women, and the young al so benefit—but not Sgnificantly differently from
other workers. These findings are not surprising, since other researchers (for example, Kerachsky et al.
1986) dso did not find affirmative action impacts of STC.

D. CoMPARISON OF FIRMS THAT UseD STC WiTH FIRMS THAT DiD NoT

A primary topic of concern for both researchers and policymakersiis the extent to which STC reduces
layoffs. If STC reduces layoffs on an hour-for-hour basis, for example, STC may dleviate many of the
problems associated withlayoffs (suchasthefinanda distressfor workers familiesand the recal and hiring
costs associated with the business cycle upturn). In contragt, if STC does not reduce layoffs, then none
of these benefitsisredized. To determine how many layoffs are
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averted by STC, we have used a comparison set of firms—firmsthat did not use STC—to help answer
the quedtion, “If STC were unavalable, how many layoffs would firms that used STC have had?” By
comparing the compensated unemployment outcomesbetween ST C firms and comparisonfirms, wehoped
to determine how much compensated unemployment charges would have differed had STC been
unavailable. What we conclude from thisanays's, indteed, is that firms that used STC were dramaticaly
different from other firms, even firms that were gpparently the same on observable criteria. Furthermore,
these differences cannot plausibly be attributed to participation in STC. In essence, our comparison
between firms that used STC and firmsthat did not does not alow us to answer the question, “How many
layoffs would STC firms have had?” Thiscomparison, however, provides some surprising insghtsinto the
nature of firmsthat participate in the STC program.

Sections 1 and 2 present our comparative andyss. Section 1 contains the analysis of the leveds of
normalized charges at STC and non-STC firms and differences in the occurrence of mass layoffsat STC
and non-STC firms. Section 2 contains results from regressions that help to control for firm-specific

differences. Section 3 presents our interpretation of these surprising findings,

1. CoMPARISONS BETWEEN USERSAND NONUSERSOF STC

To examine whether STC reduces unemployment by reducing Ul usage or, dternatively, increases
effective unemployment by encouraging partia layoffs, we compared the compensated unemployment
experiencesof STC employers and non-STC employers. Asinprevious sections, we examined the levels
of compensated unemployment charges at firmsineachyear.!! Weaso usetwo definitions of masslayoffs
to compare the frequency of mass layoffs at STC and comparison firms.

a. Levelsof Compensated Unemployment

Table VI-6 presents the same normalized charges measures for STC firmsasreported in Table VI-1,
but it aso includes normdized charges for our comparison sample firms. As discussed in Chapter 11, the

1A ppendix E confirms that similar results are found when comparisons of compensated hours on unemployment
are made.
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comparison firms were chosen to be smilar to STC firms on three characterigtics thought to be important
inpredicting compensated unemployment behavior.*? Despitethiscareful matching process, the difference
inchargesbetween STC and non-STC firmsin 1992 was quite dramatic. TableVI-6 showsthat tota (Ul
and STC) chargesweremuchlarger at STC firms thanat comparisonfirms®® In Floridaand Kansas, STC
firms had gatigticaly higher Ul charges than their comparison firms. Thisfindingimmediatdy casts doubt
on our ability to draw causd inferencesabout ST C-comparisonfirm differences by usng our comparison
sample as a pure control sample. That is, the total chargesincurred by STC firmsin 1992 were so much
larger than those by comparisonfirms it is unlikely the differences can be attributed to STC usage. If we
did assume that the differences were due to STC, this would imply that STC usage actudly increased
layoffs. It appears instead that firms that used STC may have been sysemaicdly different in wayswe
could not measure—suchasthear long-termfinancid heelth, the nature or extent of the economic downturn
they faced, or thar different historica reliance on workforce reductions.

Noting that we chose our samples based on 1992 behavior, we aso examined 1991 and 1993
outcomes. STC firms Ul charges in 1991 were datidticaly indisinguishable (athough dightly higher in
every state but New Y ork) fromnon-STC firms' Ul chargesin each state. The muchhigher (and strongly
gonificantly different) STC charges by STC firms in 1991, however, resulted in much higher (and
sgnificantly different in four of five sates) total chargesby STC firms, suggesting that STC firms may have

had different workforce reduction strategies from their non-STC counterparts even

2As discussed in Chapter 11, we matched STC firms—chosen to be al firms with STC plans established in 1992 in
Florida, Kansas, and Washington and a subset of those firms in California and New York—to a comparison sample of
firms which did not have STC plans established in 1992, on the basis of Ul tax rates, industry classifications, and number
of employees. Because firms that had plans established in 1992 were not necessarily the firms that used STC in 1992,
we redefined our treatment status variable to equal one if a firm had STC charges in 1992 and zero, if not. Appendix D
shows that this matching process successfully minimized differences in several observable firm-specific characteristics.
Appendix E also shows that the change in the treatment definition did not substantively affect our results.

BFrom the previous DOL-sponsored STC evaluation, estimates of the increase in aggregate compensated
unemployment for STC firms in Arizona, Cdifornia, and Oregon compared with matched comparison firms ranged from
5 to 16 percent (depending on the model specification). By state, these estimates ranged from 1 percent to 29 percent
(Kerachsky et al. 1986).
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TableVI-6

AVERAGE COMPENSATED UNEMPLOYMENT CHARGES, STC AND NON-STC FIRMS,

BY STATE

California Florida Kansas New York Washington
Characteristics STC Non-STC STC Non-STC STC Non-STC STC Non-STC STC Non-STC
1991
Normalized Ul Charges 0.871 0.791 1.426 1.284 0.915 0.762 1.335 1.501 3.543 3.470
Normalized STC Charges 0.277 0.007*** 0.359 0.036*** 0.343 0.027*** 0.400 0.009*** 0.368 0.039***
Normalized Total Charges 1.149 0.798** 1.785 1.320** 1.258 0.788*** 1.735 1.510% 3.911 3.508
Percentage of Tota
Chargesthat Are Ul 79.424 98.531 84.060 98.773 77.536 98.387 71.393 99.433 90.275 98.519
Charges
1992
Normalized Ul Charges 0.936 0.964 1.825 1.1653*** 1.681 1.206** 2.339 2.297 3.695 3.907
Normalized STC Charges 0.561 0.000%** 0.847 0.000%*** 0.759 0.000*** 0.878 0.000%** 1.022 0.000***
Normalized Total Charges 1.497 0.965*** 2.672 1.153*** 2.440 1.206*** 3.217 2.297*** 4.717 3.907***
Percentage of Tota
Chargesthat Are Ul 63.304 100.034% 62.078 100.000 69.030 100.000 65.146 100.000 78.456 100.000
Charges
1993
Normalized Ul Charges 0.788 1.009*** 0.935 1.088 1.366 1.137 1.783 1.810 3.633 4.298*
Normalized STC Charges 0.331 0.131*** 0.181 0.021*** 0.258 0.040%** 0.639 0.016%** 0.893 0.084***
Normalized Total Charges 1.120 1.140 1116 1.108 1.624 1.177* 2.421 1.826*** 4.359 4.383
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California Florida Kansas New York Washington
Characteristics STC Non-STC STC Non-STC STC Non-STC STC Non-STC STC Non-STC
Percentage of Tota
Chargesthat Are Ul 74.999 92.423 79.442 99.564 85.169 98.894 69.354 98.438 81.856 97.039
Charges
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California Florida Kansas New York Washington

Characteristics STC Non-STC STC Non-STC STC Non-STC STC Non-STC STC  Non-STC

All Years (1991, 1992,

1993)

Normalized Ul Charges 0.865 0.922 1.395 1.177* 1.321 1.035%* 1.811 1.847 3.301 3.341
Normalized STC Charges 0.390 0.046*** 0.462 0.019*** 0.453 0.022*** 0.636 0.008*** 0.593 0.034%**
Normalized Total Charges 1.255 0.967*** 1.858 1.196*** 1.774 1.057*** 2.447 1.855%** 3.894 3.375**
Percentage of Tota

Chargesthat Are Ul 73.091 96.916 71.357 99.018 73.568 98.851 68.934 100.5562 82.115 97.565
Charges

Samplesize 431 721 191 231 90 106 441 559 314 378

Source:  State administrative records.

Notes: Samples restricted to firms in business throughout 1991 and 1992. Because sample sizes vary dlightly per charges measure, and because of rounding, the sum of
normalized Ul charges and normalized STC charges in a year may not equal normalized total charges in a year. All charges variables are normalized by an
approximation of payroll at full employment in 1991. See text for further details.

8Firms occasionaly have negative STC (or Ul) charges for a year. In these instances, the percentage of total charges that are Ul charges may appear greater than 100 percent.

* This difference between the STC and non-STC average charge is significantly different from zero at the .10 level, two-tailed test.

** This difference between the STC and non-STC average charge is significantly different from zero at the .05 level, two-tailed test.
*** This difference between the STC and non-STC average charge is significantly different from zero at the .01 level, two-tailed test.
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before 1992.141 Because of the nature of the STC program itsdlf, firms that used STC may have been
different from other firmsin waysthat are important, but not measured in our data.*®

For firms in some states, however, it appears that STC and comparison firms may have had smilar
recoveries from the 1992 downturn. 1n 1993, the gapin total charges between STC and non-STC firms
disappeared in three of the five states. In Cdifornia, Florida, and Washington, higher STC usage levelsa
STC firms are dmogt exactly offset by lower Ul usagelevels. In Kansas and New York, STC firms il
had Ul chargesthat were Smilar to the comparisonfirms charges, so total (Ul and STC) chargesremained
sgnificantly higher.

2. FREQUENCY OF M ASS LAYOFFS

To further investigate the rdationship between STC and layoffs, we examined the use of mass layoffs
by STC and non-STC firms. We hypothesized that, athough STC did not reduce total compensated
unemployment, it might reduce the frequency of mass layoffs. Mass layoffs are of particular concern
because of effects upon the communities and labor marketsinwhichthey occur. Federa legidation, such
as the Worker Adjustment and Retraining Notification (WARN) Act and the Title 111 of the Job Training
Partnership Act (JTPA), recognize the negative effects of mass layoffs and distinguish them from layoffs
that affect asmaller number of workers.

We dso examined mass layoffs to determine whether STC firms were less economicaly hedthy than
comparison firms. Our previous results indicated that STC firms had higher total compensated
unemployment than comparisonfirms. We sought to determine whether thistrend also wasreflected inthe

MThisfinding is consistent with our analysis of repeat usagein Section B.

BUsing the 1992 Ul tax rate as one of the matching variables helped control, in part, for differences in 1991 charges
because 1991 benefits charged through June 30, 1991, were used to calculate 1992 Ul tax rates.

8\We discuss potential aternative research methodologies in Chapter VIII.

6-27



frequency of masslayoffs. If STC firmswere morelikely than comparison firmsto have used masslayoffs,
thiswould tend to support our finding that STC firms were systemétically different from comparison firms.

To invedtigate the rdationship between STC usage and mass layoffs, we considered al new Ul
camantsin a caendar year inour dataas“layoffs’ and used two definitions of “masslayoffs.” For thefirst
definition, we adapted the definition from the WARN and EDWAA legidation. We defined amasslayoff
(Definition 1) as a dtuation in which, during a caendar year, ether (1) more than 33 percent of the
workforce was laid off and at least 50 employees were involved, or (2) more than 500 employees were
lad off. EDWAA legidaion(and this definition) focuses onlarge-scale layoffs that would most likdy have
a significant effect on loca labor markets. Even if STC users and nonusers were likely to have equd
percentage workforce reductions, the STC sample would have a higher percentage of firms mesting the
mass layoffs criteriaif STC firmswerelarger onaverage (since Definition | masslayoffsinvalve aminimum

of 50 employees).

Since both STC legidation and our andyds focus on firms, rather than local economies, we modified
this definition. Definition Il designates masslayoffsasstuaionsinwhich, during acdendar year, afirmlad
off morethan 33 percent of itsworkforce. This definitionweighs equaly the structurd adjustment at small
firms that had large-percentage reductions in their workforce with larger firms that had big workforce
reductions. Although subgtantially more firms were digible to meet the criterion to be counted as having
a mass layoff (Definition I1), a threshold of 33 percent il impliesthat firms may have undergone major
structural adjustments.t’

Usng thesetwo definitions, Table V1-7 examineswhether STC firms were more likdly than comparison
firsto have masslayoffs. TableVI-7 containsthe percentages of firmsin 1991, 1992, and 1993 that had
ameass layoff according to each of these two definitions. We aso include statistics

We cannot distinguish between permanent layoffs and layoffs from temporary, or seasonal, downturns. We
therefore may be misclassifying some firms that had one or more short-term layoffs (involving a large percentage of
employees) as having had a mass layoff. Because STC and comparison firms were matched on industry, we do not
expect that this bias would be different for our two samples.
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TableVI-7
MASSLAYOFFSBY STC AND NON-STC FIRMS,
BY STATE
California Florida Kansas New York Washington
STC Non-STC STC Non-STC STC Non-STC STC Non-STC STC Non-STC
Percentage of Firmsthat Had
Mass Layoffs (Definition 1) in:
1991 5.6 1.3*** 52 3.0 14.4 2.8%** 2.3 16 51 1.9%*
1992 35 0.4*** 52 5.2 5.6 38 39 0.7*** 35 19
1993 19 0.6* 21 5.2 5.6 0.9* 0.9 11 35 1.1**
Any year (1991, 1992, 7.7 1.7%x* 9.4 7.8 17.8 5.7%** 5.0 2.5%* 8.3 3.2%**
1993)
Percentage of Firmsthat Had
Mass Layoffs (Definition I1) in:
1991 19.3 16.8 325 26.0 30.0 17.9* 15.2 15.6 28.3 238
1992 11.5 13.1 36.6 28.6* 24.4 17.0 20.8 14.7%* 344 21 .4%**
1993 5.6 9.g*** 215 251 15.6 15.1 6.7 10.3** 252 259
Any year (1991, 1992, 26.2 30.2 58.1 51.9 43.3 34.9 30.6 29.2 55.7 45.5%**
1993)
Sample size 431 721 191 231 90 106 441 559 314 378

Source:  State administrative records.

Note: Samples restricted to firms in business throughout 1991 and 1992. The workforce is defined as the full-employment number of workers in 1991. We assumed all
new Ul claimants are claimants on layoff, although this assumption may not be valid in some cases.

Definition | = 1, when either (1) more than 33 percent of the workforce was laid off and at least 50 employees were involved, or (2) more than 500 employees were
lad off during a calendar year, and O otherwise. Definition | is adapted from the definition for a substantial layoff in the Economic Dislocation and Worker
Adjustment Assistance Program regulations.

Definition Il = 1, when more than 33 percent of the workforce was laid off in a given year, and 0 otherwise.
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* This difference between the STC and non-STC average charge is significantly different from zero at the .10 level, two-tailed test.
** This difference between the STC and non-STC average charge is significantly different from zero at the .05 level, two-tailed test.
*** This difference between the STC and non-STC average chargeis significantly different from zero at the .01 level, two-tailed test.
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on the percentages of firms that had amasslayoff (according to each definition) in a least one of the three
study years.

Not surprisingly, a higher percentage of firms had masslayoffs according to Definition!| thanaccording
to Definitionl. Asexplained previoudy, thisisbecause amdl firms workforce reductions (evenif they are
large inproportionto the number of employeesat the firm) do not involve enough people to be considered

ameass layoff according to Definition 1.

According to Definition | and for most comparisons, STC firms were more likdy to have had mass
layoffs than were comparison firms. (Although the pattern is clear, these differences are not dways
datigicaly sgnificant.) For example, dmos eght percent of our Cdifornia STC sample had mass layoffs
(Ddfinition 1) in at least one of our three study years, whereas less than two percent of our California
comparison firms had mass layoffs. In Kansas, the difference between STC and non-STC firms iseven
more dramatic, with aimost 18 percent of STC firms having had amass|ayoff (Definition ) in & least one
of the study years, compared with 6 percent of comparison firms.

Some of the difference between STC and comparison firms use of mass layoffs (Definition I) may be
due to differencesinthe samples firm szes Even after diminating the requirement that alayoff involve at
least 50 people (Definition 11), STC firms generdly were dightly (but often inggnificantly) more likely to
have had mass layoffs. Since STC firms also had STC workforce reductions, at least in 1992, the total
workforce adjustment at STC firms, through workweek reductions as well as layoffs, was often quite
subgtantial.

This andyds of raw data supports our evidence in Table V1-6 that STC firms were more likely to
undergo large-scde workforce reductions than were thar matched comparison firm counterparts. We
conclude that STC firms tended to have both higher average leves of Ul charges and higher frequencies
of mass layoffs (athough these differences were not aways atisticaly sgnificant). Our findings support
the interpretation that STC firms were different from comparison firms in ways that were not adequately
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controlled for in the matching process. Both large- and smal-size firms tended to have high leves of
worker separation, even while these firms were participating in the STC program.

3.DESCRIPTIVE REGRESSIONS

While the review of raw gatigtics in the previous section suggests a startling difference between STC
usersand nonusers, we used ordinary least squares (OL S) to help minimize the chance that these patterns
are caused by firm-specific differencesrelated to STC participation. Table VI-8 presentsthe results of 20
separate regressions of charges on our STC indicator variable and other covariates—four specifications
per state and five states.® Two of the four regressions per state used 1992 Ul charges as the dependent
variable. The other two regressons used 1992 total (Ul plus STC) charges as the dependent variable.
In addition to the STC indicator variable, each regresson included measures of firm sze (firm Sze and its
sguare), Ul history (indicator variablesfor which quintile of the samples’ didtribution each firm's 1992 tax
rate was in), and industry (indicator variables for one-digit standard indudtrid classification [SIC] codes).
For ease of presentation, the coefficients for these control variables are not given. Presented coefficients
are the regression coefficients times 100.

We explored whether STC usage was associated with significantly lower Ul usagein 1992 by testing
if the coefficients for the STC indicator varidble are Satidticaly sgnificantly negative. The firgt row of
numbers in Table VI-8 shows that this coefficent is negative (but inggnificant) in Cdifornia and
Washington. In every other state, it appearsthat STC firms have higher levels of Ul in 1992 than non-
STC firms, even after controlling for severd firm-specific characteristics. In Forida and Kansas, these
coefficients are datigticaly dgnificant. For example, STC firms in Horida have 1992 normdized Ul
chargesamost 0.6 percentage points higher thancomparisonfirms. As noted earlier, no economic theory
predicts that STC usage leads to higher Ul usage. These findings, like thosein Table VI-6, suggest that
STC firms workforce reduction needs were very different from the matched comparison sample firms
needs. Hence, the coefficients for the STC indicator variable may be picking up the correlation between
STC usage and Ul usage rather than a causal rationship.

80ur STC indicator variable equals one if afirm had STC chargesin 1992 and zero otherwise.
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TableVI-8
COEFFICIENTS FOR REGRESSIONS OF Ul AND TOTAL CHARGES
ON THE STC INDICATOR VARIABLE

(Coefficients Times 100)
California Florida Kansas New York Washington
Regression of 1992 Ul
Charges
STC indicator -0.082 0.573*** 0.378* 0.051 -0.168
STC indicator -0.094 0.554*** 0.487** 0.223 -0.075
Lagged Ul charges 30.081*** 17.357*** 34.713*** 38.283*** 43.888***
Lagged STC charges 3.957 26.423 -36.998* -27.495 -36.272*
Regression of 1992
Total Charges (Ul and
STC)
STC indicator 0.511*** 1.368*** 1.195*%** 0.935*** 0.951***
STC indicator 0.419*** 1.298*** 1.194*** 0.868*** 0.856***
Lagged Ul charges 31.811*** 20.778*** 33.569*** 36.030*** 41.394***
Lagged STC charges 33.335*** 61.038*** -2.466 32.776 17.763
Sample size 1,152 421 196 1,000 692
Source: State administrative records.
Note: Twenty separate regressions of charges on our STC indicator variable and other covariates--four specifications per

state and five states--are presented. Our STC indicator variable equals one if afirm had STC chargesin 1992 and
zero otherwise. Two of the four regressions per state used 1992 Ul charges as the dependent variable. The other
two regressions used 1992 total (Ul plus STC) charges as the dependent variable. 1n addition to the STC indicator
variable, each regression included measures of firm size (firm size and its square), Ul history (indicator variables for
which quintile of the samples’ distribution each firm’s 1992 tax rate was in), and industry (indicator variables for
one-digit standard industrial classification [SIC] codes). For ease of presentation, the coefficients for these control
variables are not given. Presented coefficients are the regression coefficients times 100.

*Significantly different from zero at the .10 level, two-tailed test.

** Significantly different from zero at the .05 level, two-tailed test.
***Gignificantly different from zero at the .01 level, two-tailed test.
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One of the primary factors expected to affect the level of compensated unemployment is firms
financid hedth. Because direct information on firms' financid hedth was not reedily available, we used
(normalized) lagged measures of Ul and STC charges as measures of financia hedthin 1992.° Table VI-
8 aso presents coefficients from regressons induding lagged Ul and STC charges. The coefficients for
lagged Ul charges areextremely large and highly significant in eech sate. In dl gates, wefind that higher
levels of Ul chargesin 1991 were associated with higher levels of Ul chargesin 1992. In Cdifornia, for
example, a 10 percentage point increase in 1991 normaized Ul charges would be associated witha 3
percentage point increase in 1992 normdized Ul charges. Therefore, the 1991 Ul charges do improve
the predictive power of the regression specification, and their coefficientsare consstent withthe belief they
can, at least partly, proxy for firm financia hedth.

Coefficients for the lagged STC charges are less likdly to be satigtically significant, and three of the
five states have negetive coefficients. We cannot infer fromthis regression specificationwhether STC usage
in 1991 reduced 1992 Ul usage (in the three states with negetive coefficients) because total 1992 charges
were lower or because STC usage in 1991 was associated with STC usage in 1992.

After the addition of lagged chargesto proxy for firmfinancid health, the coefficient estimates for the
STC indicator variable were virtualy unchanged, suggesting, to the extent that lagged charges serve asa
proxy for financid hedlth, that the indluson of measures of financial health in 1991 did not affect our
findings. Although lagged charges measures are not perfect measures of financid hedth, this finding
suggeststhat prior compensated unemployment usage cannot adequately explain the pattern observed with
STC participation.

STC firms, with higher average Ul charges in 1992 than non-STC firms, amost definitiondly had
higher total (Ul plus STC) charges. To assess the magnitude of the difference between total charges at

%_agged annual measures of Ul and STC charges are clearly imperfect measures of financial health, but they are
the best measures available. Dramatically improving the fit of the regression, they imply that Ul (and STC) usage is
serially correlated.
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STC and non-STC firms, we performed regressions withtotal charges as the dependent variable. Therest
of Table VVI-8 supports conclusons from the analysis of raw data. Inevery state, tota chargesin 1992 for
STC firms were gatigticdly dgnificantly higher than those for non-STC firms, even when contralling for
observable characteristics. When lagged Ul and STC charges are included, estimates suggest thet total
charges (asapercentage of 1991 payroll) averaged between 0.4 and 1.3 percentage pointshigherfor STC

firms than for non-STC firms.

STC firms had higher levds of total charges in 1991, compared to the non-STC firms, primarily
because they had STC charges and not because they had higher leves of Ul charges (see Table VI-6).
Although we have included lagged STC chargesin our model, we suggest caution in interpreting the Sgn
and dgnificance of the coefficients. Just as STC usersin 1992 appear to have been systematically different

from nonusers, STC users and nonusersin 1991 may have been very different from one another.

Appendix E shows severa of our many checks onthe sengtivity of our regressionresultsto our model
specification. Because charges under STC usage may be higher on average than charges for an identica
amount of workforce reductions using layoffs, we examined whether the effects of STC on Ul and total
compensated hour swere Smilar tothosefor charges. Wea so examined whether changesin thetreatment
definition, changes in sample redtrictions, and an dternative model specificationaffected our results. Indl
instances, our conclusions were smilar.  STC sample firms did not have lower Ul charges in 1992
compared to comparisonsample firms and they consstently had much higher levels of totd charges. We
therefore conclude that comparisons between firms that used STC and firmsthat did not may be akin to
comparing appleswithoranges. Firmsinour STC samplegppeared to be subgtantively different fromfirms
that were carefully matched on observable characteristics.

4. INTERPRETATION

Chapter 11 describes how we matched firms that participated in state STC programs to those which
were amilar onseveral characterigtics (firmsize, industry, and Ul tax rate) but did not participate in STC.
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The matching process was rigoroudy implemented, but could be based only on those firm-specific
characteristics that wererecorded inUI records. Theoretical predictionswerethat Ul usagea STCfirms
would be equd to or lower than Ul usage a nonparticipating firms. Tota (Ul and STC) usage might
increase, remain the same, or decrease, depending on the extent to which STC usage reduced Ul usage.
If unobserved differences betweenfirmsinthe STC sample and the comparisonfirms were rdaivey smdl,
then we could infer that differences between the two samples in compensated unemployment usage,
measured by dollar charges or hours of compensated unemployment, were atributable to participation in
STC.

What we observed, infact, wasthat STC firms had sysematically and sgnificantly higher leves of Ul
charges(and frequency of masslayoffs) inmost states. Total compensated unemployment usage, consisting
of both Ul and STC workforce reductions, was therefore subgtantially higher at STC firms than at non-
STCfirms. Intwo of thefive Sates, average total charges at STC firms were morethantwice ashigh as
averagetota charges at comparison firms. We condgtently found quditatively smilar resultsin our five
study states, evenafter extensve checks onthe robustnessof the sample to changesintrestment definitions

and sample redtrictions.

Weknow of no reasons why Ul usage might increase when STC is used. Thefact that we observed
apparent “increases’ inUI useimpliesthat the measured STC/non-STC firmdifferences cannot be causdly
linked withSTC participation. Although we can only speculate on the reasonsfor these anoma ousresults,
it appears that firms usng STC during 1992 were systematicaly different from those that did not. STC
firms were not representative of dl firmsin each of our study states; they adso were different from other
firms within the same indudry, with approximately the same number of employees, and with smilar

unemployment insurance usage histories (measured by the Ul tax rate).

Although unexpected, this finding sheds important light on the nature of STC usage and future
directionsfor STC research. Aspointed out in Chapter 11, typicdly lessthan one percent of dl firmsinour
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study states used STC in 1992—ayear that was the trough of the recession in many parts of the country.®
These firms that chose to use STC appear, from adminidrative records, to have experienced a much
greater need (or proclivity) for workforce reductions than apparently Smilar firms. They aso, on average,
gppear to find STC advantageous for much less than hdf their total workforce adjustments.

E. CONCLUSIONS

In this chapter, we used adminidrative data from five states to examine the workforce adjusment
patterns of STC firms, the characteristics of firmswhich used STC repeatedly, and the characteristics of
Ul and STC dlamantsat STC firms. We dso investigated the workforce adjustment outcomes of STC
firms compared with amilar firms that did not use STC. From these analyses, we can draw several

conclusons:

C SrTCfirmsrelied heavily on Ul to reduce their workforces. Average percentages of
al charges that were Ul charges by STC firms in 1992 ranged from 62 percent in Florida
to 78 percent inWashington. Even though STC may be advantageous for somefirms, these
firmstypicaly rely on STC for much less than half their total workforce adjustments.

C Sizable portions of STC firms used STC repeatedly over a three-year period. The
extent of repeat usersvaried dramaticaly by state. InFlorida, only five percent of STCfirms
used STC between9 and 12 quarters. In New Y ork, in contrast, 45 percent of firms used
STC thisfrequently. Firmsthat used STC repeatedly were morelikdy to be large firms and
inmanufacturing, athough the characteristicsof repeatersvaried consderably. Repeet usage
was not consstently related to Ul behavior across states.  In some Sates, firms that used
STC repeatedly had higher Ul charges than nonrepegaters. In other states, there was not a
significant or systematic differencein Ul usage between repeaters and nonrepeaters.

C Consistent with virtuallyall other studiesof STC usage, wedidnot find significant
effects of STC usage on particular employee groups such asminorities, women, or
young adults. We compared the characterigticsof STC and Ul claimantsat STC firmsand
did not find significant differences. To the extent that STC preserves any jobs, affirmaive

2STC usage is typically considered countercyclical, with usage higher during more severe economic downturns,
Despite this, one of our considerations for choosing our five study states was to include states that had different
recession experiences. Kansas's unemployment rate, for example, was about half California’ srate.
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action subgroups aso benefit. We could find no evidence, however, that they benefit
disproportionately from STC usage.

Firms that participated in STC during 1992 appear to have been systematically
different from firmsthat did not. Firmsthat used STC during the last recession, which
in total represented less than one percent of al firmsin our study states, appeared to have
had much greater needs or tendencies for workforce reduction than other firms. In some
instances, average workforce reductions, through both Ul and STC, weretwiceaslarge at
STC firms than at firms that were smilar on several characteristics but did not use STC.
Because these differences are too large to atribute to STC usage, firmsthat chose to use
STC may ether have undergone more severe economic downturns thandid nonparticipating
firms or have had some other unobserved characteristicsthat made large-scale compensated
unemployment usage attractive.
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VIl. EFFECTSOF SHORT-TIME COMPENSATION

ONTHE UNEMPLOYMENT TRUST FUND

In this chapter, we examine how firms participation in the short-time compensation (STC) program
may have affected Unemployment Trust Fund balances. Whether STC posesasignificant drain on overdl
Ul resources has been a recurrent concern snce the program’ sinception. Initidly, many dates indituted
surtaxesfor firmsthat used ST C becauseof the widespread fearsthet the higher full-time-equivadent weekly
benefit amounts expected under STC would significantly raise Ul expenditures. In addition, there were
concerns that STC programs might be considerably more expensive to administer than traditiona Ul
programs (Best 1988, page 40). When participation in the program proved to be lower than anticipated
(and whenper-firm costs were found to be modest), these surtaxeswere largely diminated. Still, asshown
inChapter 1V, afew of the sates that offer the STC option have retained specia tax provisons that affect
program participants. Concerns about the financid cost of the program continue to play arole in deterring
statesthat have the program from actively promoting it and in making other states hesitant to adopt STC.
This chapter sheds some light on the issue by examining the connections between firms Ul and STC
charges and the Ul taxes that they pay.

To understand the connection betweenfirms participationin STC and the impact of that participation
on Unemployment Trust Funds, it isimportant to understand how the Ul financing system operates. Inthe
United States (unlike many other countries), firms are “experience-rated.” That is, the tax ratesthat firms
pay are determined, in part, by the extent to which their workers have previoudy collected Ul benefits.
In anidedized stting in which both Ul and STC charges are fully accounted for, adoption of an STC
program should not have any significant effect on Trust Fund balances. Chargesincurred, under either Ul
or STC, should be fully recouped from firms as future tax lighilities.
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Severa possihilities, however, may lead to departures from this idedlized Stuaion. For example,
sysemdtic differences in the effectiveness with which firms are experience-rated could affect the degree
to which these cogts are recouped in future periods. Such differences might arise because of differences
in the extent to which benefits paid are actualy charged to firms or because of the way in which the
mechanics of states' experience-rating formulas operate in practice.t Of potentidly greater empirica
ggnificance is the posshility that certain “high-cost” firms may disproportionaly opt to participate in the
STC program. For example, if the set of firmsthat makes use of STC is primarily composed of firmsthat
are not effectively experience-rated (perhaps because the firms are dready at the maximum tax raie o
charges cannot increase thair tax ratesfurther), the program could have a negative effect onthe Trust Fund,
even if Ul and STC benefits were treated identicaly in state tax policies. Other systematic differences
between STC firms and dl firms (such asin their average Sze) could dso affect the overdl performance
of the Trust Fund.

This chapter, which explores these issues, is divided into four mgor sections. Section A begins with
adescription of firms' overdl net impact on Trust Fund baances during the sudy period. Here, we are
particularly interested in evaluating any potentid differences between STC and non-STC firms; however,
we aso look at more generd determinants of the fiscal impact of firms on the Unemployment Trust Fund.
In Section B, we address the question of experience-rating and the extent to which firms current Ul and
STC charges may have affected ther future tax liabilities. Section C combines the analyses of the prior
sections by examining the amount of time it will take firms that incurred additiona Ul or STC chargesin
1992 to pay these off through additional tax collections. Resultsof such smulationsareintendedto provide
rough estimates of the long-termimpact that the STC programmay have on the Unemployment Trust Fund.
Section D summarizes our findings and offers conclusions about the connection between STC usage and
the Unemployment Trust Fund.

ln this chapter, we do not address the possibility of differential charging of Ul and STC benefits because
noncharged benefits are, by definition, not attributable to the actions of the firm itself.

7-2



Effects of Short-Time Compensation on the Unemployment Trust Fund

A. FIRMS NET IMPACT ON THE UNEMPLOYMENT TRUST FUND

In Chapter VI, we showed that STC firms experienced higher total chargesto their Ul tax accounts
duringthe 1991-1993 period. In this section, we combine this finding withinformationabout the Ul taxes
that firms paid to assess the net financid impact that thesefirmshad on states’ Unemployment Trust Funds.?

Throughout our presentation, we will compare the charge/tax rdaionship of firms that used STC
during 1992 to matched firms that did not. Because the samples of STC and comparison firms may have
been affected by various selectivity biases (as we discussed in detail in Chapter V1), the results of such
smple comparisons should betreated cautiously. Negative Trust Fund impacts of STC usein 1992 may
be exaggerated because combined Ul and STC chargeswerelarger for STC firms (who possbly suffered
more severe economic circumstances) and becausethe taxable payrolls of suchfirms may have beenlower
than they otherwise would have been.® Thus, we believe that the smple STC comparison differences
reported here probably represent upper-bound estimates of the true impacts of the program. That is, the
actua contemporaneous effect of STC participation on the Unemployment Trust Fund may not be as
negetive as the figures here suggest.

Giventhiscavesat, TableV11-1 presentsour most basic summary measures of firms immediateimpacts
onstates Unemployment Trust Funds. To compute that table, for each firm we subtracted combined Ul
and STC chargesfromcurrent tax lighilities to arrive a ameasure of the firm’s“net current impact.” Then,
as for the computations of workforce adjustmentsin Chapter V1, net impacts

2Throughout this chapter, we use Ul tax liabilities as our measure of Ul taxes paid. We also have information on
firms' actua Ul tax contributions, and this closely resembles the liabilities information. We chose to focus on the latter
both because we were not specifically interested in Ul tax delinquencies and because use of the liabilities data permitted
a more explicit connection to the tax rate (t) that firms faced through the identity : tax ligbilities = t (taxable wage base).

3T he time path of taxable payrolls over recessionary periods actually may be complex, primarily because of the |ow
ceiling on individual workers wages. For example, layoffs late in the year may have little influence on taxable payrolls
for the entire year. Alternatively, layoffs early in the year followed by new hires later in that same year may raise the ratio
of taxable to total payroll.
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TableVII-1

FIRMS NET UNEMPLOYMENT TRUST FUND IMPACTS BY YEAR AND STATE

California Florida Kansas New York Washington
Non- Non- Non- Non- Non-
Characteristics STC STC STC STC STC STC STC STC STC STC
1991
Mean net impact -0.468*** -0.058 -1.286*** -0.778 0.056*** 0.409 -1.010*** -0.682 -2.358** -1.778
Median net impact -0.209 0.154 -0.655 0.092 0.179 0.569 -0.593 -0.136 -1.539 -0.773
Percentage of firms
with negative net
impacts 63.7%** 36.7 72.8** 62.0 43.3x** 22.6 70.0*** 53.7 76.1%** 62.2
1992
Mean net impact -0.657*** 0.092 -1.554*** -0.134 -0.964*** 0.012 -2.106*** -0.953 -2.663*** -1.615
Median net impact -0.331 0.270 -0.655 0.055 -0.349 0.252 -1.513 -0.110 -1.886 -0.526
Percentage of firms
with negative net
impacts 65.6%** 343 72.8%** 45.0 65.6%** 37.3 85.7*** 53.4 82.3*** 58.1
1993
Mean net impact -0.058** 0.265 0.351 0.169 -0.154 0.080 -0.838*** -0.126 -2.000 -1.615
Median net impact 0.216 0.447 0.549 0.240 0.222 0.253 0.252 +0.463 -1.278 -0.439
Percentage of firms
with negative net
impacts 4] 4x** 29.8 33.0 314 45.6 34.9 53.9x** 38.2 66.1*** 56.2
1991 through 1993
Mean net impact -1.183*** 0.299 -2.490*** -0.743 -1.062*** 0.501 -3.953*** -1.760 -7.021%** -4.992
Median net impact -0.622 0.521 -1.473 -0.211 -0.879 0.753 -3.042 -0.468 -5.223 -2.804
Percentage of firms
with negative net
impacts 63.5*** 38.4 77.5%** 54.1 48.7 27.6 81.3*** 55.6 86.1*** 68.2
Samplesize 430 717 191 229 90 106 434 547 310 365

Source: State administrative records.

*The difference between STC and non-STC firmsis significant at the .10 level, two-tailed test.
**The difference between STC and non-STC firmsis significant at the .05 level, two-tailed test.
***The difference between STC and non-STC firmsis significant at the .01 level, two-tailed test.
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were “normaized” by the firm’s 1991 full-time-equivaent payroll to control for the large variance in Szes
of thefirmsinour sample. Findly, the resulting “normalized current impact” figureswere multiplied by 100
s0 they would be in percentage terms. Thus, a normdized net current impact of, say, &1.0 meansthat
during the period, the firm's total charges exceeded totd tax liabilities by one percent of the total 1991
payroll.* In generd, we would expect the mean impact of firmsin both the STC and comparison groups
to be negative during the study period. By design, Unemployment Trust Funds areintended to experience
negative impacts during recesson years (such as 1992), with these losses being made up during periods
of business expanson. Becausethefirms in our sample were from industries that were probably harder
hit by the recessionthantypicd firmsinthe study states, these are precisdly the firms that would be the most
likely to have overdl negative current impacts on Unemployment Trust Funds.

Table V1I-1 shows that, during the primary study year of 1992, the mean vaues of firms' net current
impactsvaried among the states and across STC categories between dight podtive impacts (for non-STC
firmsin Cdiforniaand Kansas) and large negative impactsinexcess of &2.5 percent of 1991 payrall (for
STC firmsinWashington). In dl gates, net current impactsfor STC firmsin 1992 were sgnificantly more
negativethanfor non-STC firms. Mean differences between STC and non-STC firmswere gpproximately
&1.0 percent inKansas, New Y ork, and Washington, somewhat smdler thanthisin Cdifornia, and largest
in Horida Keeping in mind the potentid difficulties with such comparisons, these figures suggest thet, as
an upper bound, STC firmsin 1992 had a sSingle year negative impact on the Unemployment Trust Fund
of gpproximately one percent of 1991 payroll.

For 1991, the pattern of short-term Trust Fund impacts was Smilar to what it wasin 1992, athough
perhaps not quiteas negative. In generd, STC firms had impactsthat were approximately 0.5 percentage
points more negative than did firmsinthe comparison sample. Our analysisin Chapter VI suggested that
muchof this difference arose fromthe greater likelihood that STC firms also had STC chargesin 1991 than
was the case for firmsin the comparison group. Again, these differences in the 1991 base year suggest
caution in drawing causa conclusions fromample differences betweenthe STC and comparisonsamples.

“These figures can be put in perspective by noting that total Ul benefits and taxes average between about 0.6 and
1.1 percent of total payrolls in our study states. Thus, negative balances of &1.0 percent could constitute a major impact
on Trust Funds if they were experienced by large numbers of firms.
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IN 1993, the patterns of net current impactswere not so consstent. Although, inmost cases, STCfirms
(asdefined by their 1992 participationinthe program) had adightly more negative (or less positive) impact
on Unemployment Trust Funds than did non-STC firms, in many cases these differences were not
datigticaly sgnificant. In the remarkable turnaround in FHorida (perhaps as a result of the “super
maximum’ tax rate that gpplies to STC firms in that state), STC firms in 1993 actualy contributed
proportionaly more to that state' s Unemployment Trust Fund than did non-STC firms.

Sill, the performance during 1992 tended to dominate the performance over the entire observation
period. Combined net current impactsduring al of 1991-1993 were, on average, at least 1.5 percent more
negative for STC firms than for non-STC firms. In the short run, therefore, 1992 STC participants did
appear to put a sgnificantly greater strain on the Unemployment Trust Funds than did firms in the
comparisongroup indl of the states represented in our sample. Given the low rates of participationinthe
program however, it is unlikely that these negative impacts amounted to much in the aggregate. Rough
caculations suggest that the total negetive impacts of dl STC firms in 1992 amounted to no more than
about 0.5 percent of total spending for unemployment compensation in any state.®

Table V11-1dso examineswhether the average figuresdiscussed previoudy providean accurate picture
of Trust Fund impacts or whether they may have been heavily influenced by afew outliers. In generd,
these results suggest that the negative current impact of STC users was widely shared among these firms.
For example, the figures on the median vaues of the net current impact variable yielded amost the same
result asdid the average figures, though the precise vaues differ somewhat. The 1992 dataaso show that,
indl gates, STC firms were sgnificantly morelikely to have had a negative impact onthe Trust Fund than
were firmsin the comparison group. Similar, though dightly smdler, STC-comparison differences were
recorded in 1991 and (to an even lesser extent) in 1993.

Inafurther effort to examine firms' net impacts on Unemployment Trust Funds during the study period,
weran aseries of ample regressons using our net impact measure as a dependent varigble. TableVII-2
presents a brief summary of these regressions. As with the descriptive results in Table VII-1, these
regressons dso illudrate a consgent paitern of negative impacts for STC firms rdative to firms in the

5This caculation is based on the participation rates reported in Chapter 1V (which range between 0.1 and 0.4
percent) and on the observation that negative net balances for STC firms in 1992 were approximately the same percentage
of total payrolls as were Ul taxes for all firms.
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comparison sample during the year 1992. Controlling for industry, firm sze, and initia Ul tax Satus, these
negeative net current impacts again amounted to approximately one percent of 1991 full-time-equivaent
payrall in Kansas, New Y ork, and Washington, with somewhat larger negative impactsin FHorida, and
gndler onesin Cdifornia. Although the absol ute va ues of the STC-comparison differencesin net current
Trust Fund impacts were reduced a bit by contralling for Ul charges in the 1991 base year, the overdll
picturewas only dightly changed by these additions.® Regressionsof net Trust Fundimpactsover theentire
1991-1993 period confirmthat most of the negative effect occurred in1992. ST C-comparison differences
were also negative in 1991 and 1993 in all states except Florida, however.

Anexamindionof the detailed regressons used to develop Table V1 1-2 offered additiona indghtsabout
the determinants of firms net Trust Fund impacts during the study period. In none of the regressons was
the coefficient of either of our firmsze variables (ether individudly or incombinetion) sgnificantly different
fromzero, thereby suggesting that our normalization procedure seemed to work reasonably well. Inmany
dates there were Sgnificant indudtry effects. The most pergstent of these were significantly less negeative
Trugt Fund effectsfor the retal trade and miscdlaneous service indudtries.  Given the presumption that
durable goods indudtries are usudly more affected by recessonary circumstances, it was somewhat
surprising that we aso estimated that
being in nondurable manufacturing had a pogtive effect on the firm's net Trust Fund position. The
edimated effects of other indudtrid attachments or of the firm'’sinitia tax rate ranking had no clear pattern
across the study states, however.

SFor the regressions reported in Table VII-2, lagged Ul and STC charges were used to control for pre-1992
conditions.  Substantially similar results were obtained when the 1991 net impact variable was used instead. In
interpreting the coefficients for the lagged charge variables in Table VII-2, it is important to keep in mind that these
normalized charges average in the 0.01-0.02 range. The coefficient for STC charges in California of &42.80 therefore,
implies that an increase of STC charges by 0.01 in 1992 (that is, one percent of 1991 payroll) would increase the firm's
negative Trust Fund impact in 1992 by about 0.428 percent in that year.

77



Effects of Short-Time Compensation on the Unemployment Trust Fund

TableVII-2
COEFFICIENTSFOR REGRESSIONSON NET TRUST FUND IMPACT

California Florida Kansas New York Washington
Regression of 1992 Net
Impact on STC Dummy
STC dummy -0.776*** -1.484*** -1.066*** -1.151*** -1.195%**
Regression of 1992 Net
Impact on STC Dummy and
Lags
STC dummy -0.661*** -1.335%** -1.042%** -1.109*** -1.032%**
Lagged Ul charges -18.7%** -39.5%** -40.0%** 39.9%** -43.5%**
Lagged STC charges -42.8*** -93.5%** -4.33 -22.7 -16.6
Regression of 1991-1993 Net
Impact on STC Dummy
STC dummy -1.495*** -1.508*** -1.750*** -2.193*** -2.297***
Regression of 1991-1993 Net
Impact on STC Dummy and
Lags
STC dummy -1.496%** -1.172%** -1.473%** -1.878%** -1.601%**
Lagged Ul charges -111.4%** =147 4% ** -123.9%** -151.8%** -170.6%**
Lagged STC charges -149.6*** -218.7%** -77.2* -126.1%** -80.7***
Samplesize 1147 420 196 981 675
Source: State administrative records.
Note: All charges variables are normalized by an approximation of full-time payroll in 1991. For eachfirm, weadd 1991 Ul

and STCcharges, adjusted by state- and year-specific replacement rates, tototal payroll in 1991 to approximateof full-
time payroll. The STC dummy variableequals oneif thefirmhad STCchargesin 1992 andis zero otherwise. Controls
for firm size and its square, one-digit industry dummy variables, and tax rate categories are included in all regressions.

*Significantly different from zero at the .10 level, two-tailed test.
** Significantly different from zero at the .05 level, two-tailed test.
***Significantly different from zero at the .01 level, two-tailed test.
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B. Ul TAX RATESDURING THE StubpYy PERIOD

Although they may pose some short-termstrain onstates' Trust Funds, the negative impactsreported
in the previous section need not represent a long-term problem if Ul charges are ultimately recouped
through the operations of states’ experienceraing formulas. To study thispossibility, welooked at the Ul
tax ratesthat the firmsinour samples paid during the study period, and at how those tax rates changed over
time. Implicitly we assumed that changesin thetax rate werethe primary way in which negeative Trust Fund
impacts might be recouped through experienceraing. Other possible ways by which Trust Fund impacts
might have been recouped (such asthrough favorable long run changesinthe Ul taxable wage base) were
implicitly assumed to be held constant inour modeling.” Therefore, in thissection welook in detall at firms

tax rate experiences.

Table VI1-3reportssmple tabulations on Ul tax rates that were ineffect during the three study years.
Although, on average, al of the rates were increasing over the 1991-1993 period, the table shows clear
evidence that experience-rating had a significant influence onthe observed changes. Whereas there were
no differences between STC and comparison firms in thar Ul tax rates in 1991, by 1992 modest
differences had become apparent.® These differences continued to widen in 1993,

7Mathema¢ical|y, the firm's normalized net impact (NI) is given by :
NI = t(TW)& C,

where t is the firm’'s Ul tax rate, TW is its taxable wage base, and C is current period Ul charges. Dividing this equation by 1991 full-time-
equivalent payroll (F) yields:

NI/F = t((TWIF) - C/F,

where NI/F represents the normalized net balance figures reported in Table VII-1 and C/F represents the normalized charges reported in
Chapter V1. Under our assumption that TW/F and C/F are unresponsive to the firm’s experiences (€), we have:

MNI/EYMe= (Twip)MuMe

We used this general approach to the experience rating issue throughout the rest of our analysis.

8o understand precisdly how charges may influence firms tax rates, it is important to understand the accounting periods that the
dates in our sample used. Tax rates reported are in effect for a cdendar year and are determined in part by charges in the previous fiscal
year ending June 30. Hence, 1991 charges accrued only through June 30 can affect firms 1992 tax rates. Similarly, 1992 charges accrued
only through June 30 together with the remaining 1991 charges determine firms' 1993 tax rates. Because we do not have data on 1994
tax rates, we cannot explicitly examine how charges in the second half of 1992 may have been experience-rated.
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TableVII-3
FIRMS Ul TAX RATES, BY YEAR AND STATE
(Per cent)
California Florida Kansas New York Washington
Non- Non- Non- Non- Non-
STC STC STC STC STC STC STC STC STC STC
1991
Mean Ul tax rate 2.153 2.077 1.550 1.395 2.848 2.757 2531 2.653 2.885 2.858
Median Ul tax rate 2.000 1.800 1.200 1.000 3.220 3.130 2.500 2.600 2.900 2.900
Maximum Ul tex rate 5.400 5.400 5.800 5.800 4.240 4.240 5.700 5.700 5.420 5.420
1992
Mean Ul tax rate 3.037*** 2.812 3.354%** 2762 3.141%* 2.805 3.912 3.927 3.037 2.996
Median Ul tax rate 3.100 2.900 3.200 2.700 3.460 3.110 3.700 3.700 3.100 3.100
Maximum Ul tax rate 5.400 5.400 6.400 6.400 5.700 5.500 6.000 6.000 5.420 5.420
1993
Mean Ul tax rate 4.308*** 3.786 4.788*** 3.204 3.462¢** 2.789 5.675%** 5.349 3.441%* 3.243
Median Ul tax rate 4.600 3.800 5.700 3.100 3.540 3.110 5.900 5.550 3.500 3.300
Maximum Ul tax rate 5.400 5.400 6.400 6.400 6.300 5.800 7.000 7.000 5.420 5.420
Mean Rates of Change
Mean change, 1991-1993
2.155%** 1.709 3.23g%** 1.809 0.614*** 0.320 3.138*** 2.707 0.556* 0.385
Mean change, 1992-1993
1.271x** +0.974 1.434%** 0.442 0.321** -0.159 1.768*** 1.425 0.403** 0.247
Sample size 431 721 191 231 90 106 440 552 314 378

Source: State administrative records.

*The difference between STC and non-STC firms is significant at the .10 level, two-tailed test.
**The difference between STC and non-STC firms is significant at the .05 level, two-tailed test.
***The difference between STC and non-STC firms is significant at the .01 level, two-tailed test.
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partly asaresult of states beginning to use 1992 chargesintheir experience-rating formulas. By 1993 STC
firms paid average tax rates that were sgnificantly higher than those paid by firmsinthe comparison group
in dl of the gudy states. Thisdifferentia waslargest in Florida—amounting to over 1.5 percentage points.
One explanationfor this outcome isthe * super maximum’” tax rate that gppliesto firmsthat use STC inthat
state (see Chapter 1V).° A fairly large differentia (0.7 percentage points) was also observed in 1993 in
Kansas, though in this case there seems to be no specid statutory provisions explaining the result.*”

Thefact that STC firms experienced larger average tax rate increases between 1992 and 1993 thandid
firms in the comparison group is explained mainly by the experience rating of the additiona benefits paid
to these firms workers. Thisdifferentid effect resulted in an increasing compression of tax ratespaid by
the STC firms nearer to the state maximum. The compression (the smaller gap between tax rates paid and
state tax rate maximum) was especidly noticegble in Cdifornia, Florida, and New Y ork where most firms
in these states were affected. Median tax rates for STC firms increased from less than haf the sate’'s
maximum in 1991, to approximately 85 percent of the maximum in 1993

Table V1I-4 provides a further examination of these 1992-1993 tax rate changes, using the same
regression specifications used in Chapter V1. The fird line in the table reports mean tax rate changes
between 1992 and 1993 for dl the firmsin our samples, whereas the second reportsthe meandifference
in changesbetween STC and non-STC firms. In the third and fourth lines in the table, we show how the
edimated difference in tax rate changes experienced by STC and non-STC firmsis affected by contralling
for various variables. Theresults in line three include controls for firm sze, its square, one-digit industry
dummy variables, and initid tax rate category. Results in the fourth line of Table VII-4 dso include
normalized 1991 Ul and STC charges as additional controls. In generd, the results reported inthe table
show that tax rate increases for STC firmswere Sgnificantly larger than for firms in the comparison group
both in the raw (unadjusted) dataand in al of the regresson results. Controlling for differencesin firms

®This super maximum rate in Florida was 6.4 percent in 1993. A few firms in our comparison group aso paid this
rate because of STC use in prior years, though the frequency of this rate was much greater for firms that we categorize
as STC participants (see Table VII-3).

1%The higher maximum recorded for STC firms in Kansas in Table VI1-3 appears to be an outlier explained by factors
unrelated to the STC program.

Undeed, in these states, observed tax rate changes, especialy for STC firms, may have been restrained by
prevailing tax rate maxima. Some of our regression estimates reported in Appendix G support this possibility.
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initid economic circumstances (asmeasured by their 1991 Ul and STC charges) reduced these estimated
differentia rates of tax incresse only dightly.

To examine further the determinants of the changesintax rates experienced by the firmsin our sample,
and how these may have been affected by different experience rating procedures in the states, we ran a
series of regressons intended to gpproximate those procedures. Appendix G reports a sample of the
resultsfromtheseregressons. Briefly, those results seemed to be consistent with a priori expectations of
how experience rating operates. In all the sates in our sample, tax rate changeswere quiteresponsive to
current charges. Prevailing state maxima operated to mitigate the effects of charges on tax changes,
athough providing a precise modedling of this effect proved difficult. Findly, and perhgps most important,
the experience rating regressons showed that, on average, STC charges tended to be somewhat better
experience-rated than regular Ul charges. Hence, our findings on tax rates suggested that the additional
chargesincurred by STC firmstended to set in motion a sequence of events that would eventudly cause
those charges to be repaid through higher taxes. The next sectionexaminesway's of placing some bounds
on these repayment rates.

C. TRUST FUND SIMULATIONS

Werethe tax rate increasesilludtrated inthe previous section sufficient to recoup the extragrains onthe
Unemployment Trust Fund by STC firmsin 19927 Providing a precise answer to this question requires
that a number of assumptions be made about how firms' Ul tax rates and Ul charges might evolve in the
years beyond 1992. Both the design of the present evauation, and various shortcomings in the data
available, prevent us from atempting such a precise answer. We were, however, able to provide some
rough estimates of how states’ Ul tax systlems may have recouped 1992 Ul and STC charges. In generd,
we conclude that these charges probably were recoupedin ardatively short period. Thisfact, combined
with the very low participation rates in the STC program, suggests that the impact of the program on the
Unemployment Trust Fund asawhole in 1992 was rlaively minor.
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TableVIl-4

ANALYS SOF CHANGESIN Ul TAX RATES, 1992-1993

California Florida Kansas New York Washington
Mean Change, All
Firms (Percent) +1.085 +0.891 +0.139 +1.577 +0.318
Mean Difference in Tax
Rate Change, STC -
Non-STC (Percent) +0.297*** +0.992* ** +0.337** +0.343*** +0.156**
STC/Non-STC
Difference, Adjusted +0.168**
by Regression +0.353*** +1.218*** +0.424*** +0.306*** *
STC/Non-STC
Difference Adjusted by
Regression, with 1991
Charges +0.292%** +1.226*** +0.353*** +0.325*** +0.122**
Samplesize 1,152 422 196 992 692
Source; State administrative records.
Note: Tax rate differences adjusted by regresson were measured using a dummy variable that took the value one if

the firm had STC charges in 1992 and zero otherwise. Controls for firm size and its square, one-digit industry
dummy variables, and tax rate categories are included in al regressions. 1991 normalized Ul and STC charges
wereincluded in the regressions reported in line 4.

* Significantly different from zero at the .10 level, two-tailed test.

** Gignificantly different from zero at the .05 level, two-tailed test.
*** Significantly different from zero at the .01 level, two-tailed test.
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Table VII-5illugtrates our basic results. To congtruct that tablewe caculated, for each firm, theratio
of various measures of its 1992 charges impact on the Unemployment Trust Fund to the effective increase
in taxes it experienced between 1992 and 1993.%? This calculation resulted in ameasure of the number of
years that it would take for the Trust Fund to recoup 1992 charges as aresult of the tax rate increases.
Two measures of 1992 impact wereused: (1) STC chargesdone; and (2) the comprehensive Trust Fund
impact (total taxes minus total charges), the variable that we described in connection with Table VI1-1.
Thefirg measure implicitly took the view that STC charges themselves were dl that had to be recouped
through the Ul tax system, whereasthe second took the view that it was the overal fisca drain on the fund
that needed to be recouped.® Because not dl of the 1992 Trust Fund impact is attributable to STC, for
the second measure, the comparison between STC firms and firms in the comparison group would seem
to be the most pertinent (kegping in mind the potential sdlectivity involved in the STC group).

To understand the meaning of the figuresin Table V1I-5 consder the following example. Suppose
that STC benefitsin 1992 amounted to one percent of the firm’ sbasdine (1991) payroll. Assumedsothat
the firmexperiencesa 0.5 percentage point increase inits Ul tax rate between 1992 and 1993 and that the
firm’s taxable wages amounted to 40 percent of payroll in 1991. Then we would caculate an “ effective’
tax rateincrease of 0.2 percent of total 1991 payroll (0.5 x 0.4) and estimate that it would takefive years
(1/0.2) to recoup STC benefits paid through this increased tax rate.

Looking firg at the STC charges alone, it appears that the tax rate increases experienced by STC
firms between 1992 and 1993 were sufficient to recoup these expendituresin rather short order. In the
three states with the biggest tax increases (Cdlifornia, Florida, and New Y ork) it would have

2As in footnote 7, effective tax rate changes were computed by multiplying the actual tax change times the fraction
of the firm's total wages that were taxable under the Ul system. In practice this meant that the “effective” tax rate
changes (taxes as a percent of total payroll) were between approximately one-third and one-hdf of the vaues reported
in Table VI1I-3.

BAnother way of looking a these different approaches would be that the first implicitly assumes that the “layoff
conversion” rate associated with STC usage was zero; that is, that STC charges incurred have no effect on Ul charges.
Hence this might be considered to be an upper bound impact of the STC program in isolation. Under this interpretation,
a lower bound impact would be zero; STC charges would be completely offset by reductions in Ul charges. Use of the
comprehensive net balance variable, on the other hand, focuses on the overal fiscal impact of each firm on the Trust
Fund.
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TableVII-5

SIMULATED TRUST FUND RECOUPMENTS
(Yearsto Repay 1992 STC Chargesand Net Impacts from 1992-1993 Tax Rate | ncreases)

California Florida Kansas New York Washington
Non- Non- Non- Non- Non-
STC STC STC STC STC STC STC STC STC STC
1992 STC Charges Only
Mean years to repay 187 1.89 6.38 2.09 2.99
Median years to repay 0.64 0.75 1.87 1.10 0.93
Y ears for 90 percent of firms
to repay 4.76 3.45 22.19 4.36 7.06
Total 1992 Negative Impact
Mean years to repay 2.61%** 112 2.53** 141 9.46* 6.46 5.24*** 3.20 10.79 11.46
Median years to repay 0.94 0.00 1.78 0.33 354 151 2.64 0.25 6.27 5.08
Y ears for 90 percent of firms
to repay 5.95 3.25 6.03 2.77 20.84 19.88 13.45 8.73 20.62 17.25
Sample size 408 648 140 144 54 45 425 528 183 166

Source: State administrative records.
* The difference between STC and non-STC firmsis significant at the .10 level, two-tailed test.

** The difference between STC and non-STC firmsis significant at the .05 level, two-tailed test.
*** The difference between STC and non-STC firmsis significant at the .01 level, two-tailed test.
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taken the median firm & most one year to repay its STC charges out of increased taxes. More than 90
percent of dl STC firms would have repaid thar charges in less than five years. For Washington,
repayments would have taken a it longer, but the generd picture in that state mirrorsthe other states
experiences farly wdl. Only in Kansas were the tax rate changes of such small magnitudes that STC
chargeswould have taken some time to be repaid, especidly for those firms that experienced the smdlest

tax rate incresses.*

In the bottom half of Table V11-5 we examine recoupment of the entire negative impact (measured as
tax collections minus charges) that firms had on the Unemployment Trust Fund in 1992. Looking firdt at
the comparisonfirms, the figures show that these negative impactswere quickly recouped in Cdiforniaand
Forida Large changesin Ul tax schedules in those states clearly had ther intended effects. 1992 net
impacts were d o fairly quickly recouped in New Y ork, though in this case a Sgnificant minority of firms
posed alongtermdrain onthe fund. Becausethetax rate increasesin Kansas and Washington were much
amdller, we estimated that it would have taken amuch longer time to recoup 1992 charges. Absence of

amagor increase in tax schedules in those states suggests that such recoupment was not a high priority.

Indl of the states except Washington, estimated recoupment periods of 1992 impacts for STC firms
were sgnificantly longer than for firmsin the comparison sample. Thisisthe pattern that might have been
expected given our earlier findingsthat: (1) most charges during 1992 were charges for regular Ul, even
for firmsin the STC sample; and (2) STC firms did not have sgnificantly lower Ul chargesthandid firms
in the comparison group. Stll, differences between the STC and comparison firms were not substantia,

especidly considering the absence of any STC charges for firms in the comparison group.® Again,

14Firms that experienced no tax rate increases were omitted from the calculations in Table VII-5, thereby explaining
the somewhat smaller sample sizes in the table. In principle, firms with no tax rate increase would take “infinitely long”
to repay any negative balances incurred. A more appropriate view, however, may be that such firms are in a stable long
term equilibrium in which al benefits charged will ultimately be recouped. In any event, inclusion of these firms (with
some modestly large estimated recoupment period) in the table would not have significantly changed the median figures
in the table, except in the case of Kansas—the state with the healthiest economy in our sample. For that state, medians
would have been increased significantly because of the large number of firms that experienced no change in tax rate.

BFor the median recoupment period for net balances for comparison firms in California, the reported figure (0.0)
indicates that the median comparison firm had a positive net balance in 1992.
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therefore, the findingsin Table VI1I-5 suggest that the overal drain that participation in STC posed for the
Unemployment Trust Funds was relatively modest and fairly short-lived.

To provide additiona indghts on this conclusion, we explored a number of additional ways for
quantifyingthe connections between 1992 Ul and STC chargesand potentia future Ul tax collections. Our
maost important such smulaions started fromthe recognitionthat many of the tax rate increases used in the
cdculaions in Table VII-5 came as a result of changes in state tax schedules, not from the impact of
experience-raing of individud firms. A rough esimate of the effect of the “extra’ tax rate increases that
STC firmsincurred because of experience-rating done is provided by looking at the differentia tax rate
increases between STC and comparisonfirms. Table V1I-4 showsthat thisdifferentiad was approximately
0.3 percentage pointsin Cdifornia, Kansas, and New Y ork, abit smdler in Washington, and much larger
inForida. Thischangeaonewould havedlowed 1992 STC chargesto havebeenrepaid in gpproximately
three years. It would have dlowed the average STC firm’ sentire negative Trust Fund impact in 1992 to
have beenrepaid inabout eight years.®® Of course, such acaculationisvery rough andisnot tied precisdly
to empirica estimates of the extent to which bendfits are actualy experience-rated. Use of our more
detailed econometric approximations of states experience-rating formulas (see Appendix G) suggested
that recoupment periodsfor STC firms may have been a bit longer than these figures, averagingina7- to
14-year ranget’ These estimates may overstate actua recoupment periods, however, because of the
amplifyingassumptions madeinour gpproximations. Overdl, we concludethat the presumption that states
experience-rating formulaswill permit STC chargesto berecouped over areasonable time period islargdy

correct, though providing precise estimates of recoupment periodsis subject to anumber of uncertainties.

D. CONCLUSIONS

%The approximate calculations proceed as follows: weighting the additional tax increase of 0.3 percentage points
by the fraction of taxable in total wages (about 0.4) gives an “effective tax increase” of 0.12 percentage points. That rate
would “repay” STC charges of 0.4 percent of 1991 payroll in somewhat more than three years and a negative Trust Fund
impact of &1.0 percent in somewhat more than eight years.

Estimated recoupment periods for Washington were much longer than for other states. Some possible reasons
for thisfinding are discussed in Appendix G.
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CBoth STC and comparison firms had negative financial impacts on the Unemployment
Trust Fundin 1992. In all states, the averageimpact of STC firmswassignificantly more
negative, however. This differentid impact was approximately one percent of 1991 payroll in
Kansas, New Y ork, and Washington. In Cdifornia, the differentid was only dightly morethan half
that Sze, whereas in Horidathe negative impact amounted to amost 1.5 percent of 1991 payrolls.

COn average, all firmsin the sample experienced large increases in their Ul tax rates
between 1991 and 1993. Tax increases tended to be significantly greater for the firmsin
the STC sample, however, probably because of states’ experience-rating procedures. The
taxincreaseswere especidly largein California, FHoorida, and New York, and arose primarily asa
result of legidated and recesson-induced changes in tax rate schedules. Such differentid tax
increases amounted to approximatdy 0.3 percentage points in Caifornia, Kansas, and New Y ork,
and were abit smaler in Washington. In Horida, differentid tax rate increases were much larger,
primarily as aresult of the * super maximum” that appliesto Horidafirmsthat used STC. Regression
resultsfor each of the states suggested that STC benefits may have been somewhat more effectivey
experiencerated than Ul benefits, dthough these estimates of effective experience-rating were not
Very precise.

CSimulation resultssuggested that STC benefitspaidin 1992 werefairlyquicklyrecouped
by state Trust Fundsthrough higher Ul tax rates. Although esimatesof thetimeto repayment
depended on the precise assumptions made, figures in the 2- to 3-year range characterized most
states. Somewhat longer recoupment periods (inthe 7- to 14-year range) were estimated when only
tax rate increases arising from experience-rating per se were used in the smulations.
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VIIlI. CONCLUSIONSAND L ESSONS L EARNED

Inthe 30 months of researchleading up to this report, Berkel ey Planning Associ ates and Mathematica
Policy Research collected a great variety of data on short-time compensation (STC) programs. We
interviewed employment security offidds in every state, surveyed a sample of employers who have
participated in STC, and collected unemployment insuranceadminigrative recordsfromseveral states. Our
andyses of these data have generated a great variety of findings, whichwere presented inearlier chapters
of this report. In this chapter we present our main findings together, and explore their lessons for policy
makers at the state and federa levels.

A. CONCLUSONS

In summary, we conclude that:

(1) Theadoptionof STC programs by statesis being dowed by an absence of clear support fromvarious
sakeholders, and by a variety of lingering concerns about the program;

(2) Among states that have adopted STC, the basic design of the program isfairly consstent, dthough
specific rules vary;

(3) Several states have developed practices that show promise for reducing the ongoing costs and
adminigrative burden of STC,;

(4) Employer participation in STC islow, but the reasons for low participation remain unclear;

(5) Employerswho have used STC are generdly satisfied with the program,;
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(6) A substantid portion of STC firms use the program repegtedly;

(7) Among firmsthat have used STC, layoffs remain the primary workforce reduction strategy;

(8) Conggtent with prior studies, STC does not appear to disproportionately benefit ethnic and racia

minorities or women; and

(9) Asit currently operates, STC does not appear to threatenthe solvency of state Unemployment Trust

Funds.

We discussthese findings in more detail below, and conclude this report with a discussonof ther lessons

for policy makers.

(1) Theadoptionof STC programs by statesisbeing slowedby an absence of clear support from

various stakeholders, and by a variety of lingering concer ns about the program.

Currently, only 17 of the 53 states and jurisdictions in the unemployment insurance system have
functioning STC programs. Our survey of state officias pointed to severd factors that help explain why
additiond states have not adopted the program. Most significantly, where STC has beenadopted, it has
been largdy due to the efforts of key stakeholders, including representatives from the state employment
security agency, legidators, employers, labor groups, and the state governor. For STC to be adopted,
stakeholders need to be aware of the program and understand how it operates, percelve a need for the
program that is not met in the current unemployment insurance program, and consider the advantages of
the program to outweigh its disadvantages. Stakeholders committed to the passage of STC rarely face
opposition, and whentheseconditions have been met, STC hasreceived strong support. Morecommonly,
however, lack of knowledge about the program, or perceptions by potential stakeholders that it was
unnecessary or was not advantageous, have limited the support for its adoption.
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(2) Among statesthat have adopted STC, the basic design of the program isfairly consistent,

although specificrulesvary.

Our survey of gtate offidds indicated that there were a number of consstent features across STC
programs. All STC states adopted rules regulating employer plans, employer participation, and employee
participation. All dates required employers to submit an employer plan describing the work hour
reductions expected and the number of empl oyees participating inthe program. Further, when participating
workers were covered by a collective bargaining agreement, the consent of the bargaining representative
wasrequired by dl STC states. Nearly every state established limitson thelength of an STC plan, dthough
in mogt cases plans could be renewed indefinitely. States dso set limits on employee participation,
redricting STC use to employees meeting certain tenure requirements, and disallowing participation for
individua employees beyond afixed point, typicaly 26 weeks. The specific provisons of many of these
rules varied across gates. Ten states dlowed twelve-month plans, x alowed six-month plans, and one
limited plans tothirteenweeks. Maximum work hour reductions permitted by statesranged from 40to 100
percent. The greatest differences among states, however, arose in their exclusions of certain types of
employersfromparticipationinSTC. Ten states had statutes or regul ationsto exclude seasond employers,
out of concern that the program would be used to subsidize labor cogts, but seven statutes had no such
provisons. Three states also adopted specid tax provisonsfor negative ba ance employersout of concern
about the effect of STC on the Unemployment Trust Fund. Three stateslimited repeat participation by
firmsfor amilar reasons. Our research suggests that these exclusons have the potentia to greetly affect
STC participation, and may be partly responsible for variations in participation rates among states.

(3) Several states have developed practicesthat show promisefor reducing the ongoing costs
and administrative burden of STC.

Responses from the survey of date officids indicated that some employment security agencies were
concerned withthe cost of adminigtering STC. Though an analysis of the adminigtrative costs of STC was
beyond the scope of this study, it appeared that there were wide variaions inthe cost of administering the
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program. Of four statesthat had automated the processing of STC claims (Connecticut, lowa, Kansas,
Maryland) none cited adminidrative costs as a concern, and two found STC claims less expensive to

adminigter than regular Ul daims.

Some states had aso modified their STC programs to reduce the administrative burden of the
program. The primary adminigtrative burden, for both employers and employees, was the filing of clams.
Most states required the signatures of both of these parties on weekly or bi-weekly STC claims, but five
dates (Arizona, Kansas, Missouri, Rhode Idand, Vermont) had smplified this process by diminating the
requirement that employeessgntheir ongoingclaims. Further, three states (Arizona, Texas, Washington)
had moved to avoice automated systemfor filing ongoing dlams, diminating the need for the collection of
sgnatures. Where implemented, these efforts appeared to have increased the ease of STC usage.

(4) Employer participation in STCislow, but the reasonsfor low participation remain unclear.

STC has faled to attract subgtantia interest among employers. In a mgority of states with STC
programs fewer than one hundred employers participate in any given year, and inno state does morethan
one percent of employers participate. After nearly 20 yearsof experiencewithSTC in the United States,
the program remains substantidly underutilized relative to its extensive usage by employers in European
countries. Our conversations with state employment security agency officias suggested that a lack of
information about the program may be partialy responsible for the current low levels of participation.
Further, they suggested that many employerswere unaware of STC, and that states have limited means for
promoting the program. Some evidence exigts that improved marketing of STC can raise participation
levels, but such strategies have not been systematically tested.

(5) Employerswho have used STC were generally satisfied with the program.

In surveying employers from five states that used STC in 1992, we found that over 90 percent
indicated they would use STC over layoffsinthe future. The reason cited most frequently for thiswasthe
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ability toretain vaued employeesby usng STC. Employing alarger number of employeesand maintaining
employee morde were aso cited as key reasons for using STC over layoffsin the future. In spite of this
overwhdming support for the program, some employers did report dissatisfaction. The most reported
disadvantage associated with STC was an increase in the Ul tax rate. More than half of employers
surveyed reported that their Ul tax rate actudly increased with STC participation. InForida, where STC
employers face a higher potentia maximum tax rate than non-STC employers, 84 percent of employers
reported an increase in taxes. Close to half of Florida respondents identified higher taxes as a serious
drawback to STC.

(6) A subsgtantial portion of STC firmsused the program repeatedly.

Although STC is often thought to be most appropriately used for averting layoffs during temporary
economic downturns, we found that many firms used STC repeatedly. Repest usage varied dramaticaly
by state. In Horida, for example, only five percent of STC firms used the program in nine or more of the
twelve quarters for which we collected data, whilein New Y ork dmogt hdf of STC firms did so. Firms
that used STC repeatedly were more likey to be large firms and in manufacturing, athough the
characteridtics of repeaters varied condderably. Repesat usage was not consstently related to layoff
behavior across states. 1nsome states, firmsthat used STC repeatedly had higher regular Ul charges than
nonrepeaters. In other states, there was not a sgnificant or systematic difference in Ul usage between
repeaters and nonrepeaters. We could not distinguish whether firms that used STC repeatedly were
renewing plans over time or etablishing new plansfor different groups of workers. State adminigtrative
practices, or characteristics of the recesson in each state, may have played arole in generating these

differences.

(7) Among firms that have used STC, layoffs remained the primary workforce reduction
strategy.
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Frmsthat participated in the STC program had high levels of Ul charges compared to their STC
charges, and these firms relied on this program as only one component of a tota workforce reduction
grategy. Among firmsthat used STC, the average percentage of tota chargesin1992 attributable to Ul
ranged from62 percent in Floridato 78 percent in Washington, suggestingthat, onaverage, between$1.64
and $3.64 was charged for regular Ul for every dollar of STC benefitscharged to afirm. These STCfirms
aso experienced higher Ul charges than comparison firms that had smilar Ul tax rates, number of
employees, and industry, but that did not use STC. These results suggest that the STC firms might have
experienced greater economic distress than the matched non-participating firms. 1nsome instances, tota
compensated unemployment, measured asthe sum of STC and Ul charges, wastwice aslarge at firmsthat
used STC than a the comparison firms.

(8) Consgstent withprior studies, STC does not appear to disproportionately benefit ethnicand

racial minorities, the young, or women.

One of the main proposed advantages of STC is that workforce reductions are spread more evenly
among workers compared to layoff usage. Severd groups of workers (minorities, women, and young
adults) have been hypothesized to benefit from STC because they are expected in the absence of the
programto belad off digproportionately. \When we compared the characteristicsof STC and Ul clamants
at STC firms wedid not find any support for thishypothesis. To the extent that STC preserves any jobs,
minorities, women, and young adults benefit. We could find no evidence, however, that they benefit
disproportionately from STC usage.

(9) As it currently operates, STC does not appear to threaten the solvency of state

Unemployment Trust Funds.

Because dl states base afirm’s Ul tax rate on prior unemployment claims experiences, in theory the
payment of benefits under STC should pose no added drains on Trust Fund baances. Our results
generaly supported this theoretica prediction--that is, we found that STC benefits were at least asfully
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experience-rated as were other Ul benefits. Hence, dthough STC firms imposed substantial negetive
impacts on Unemployment Trust Funds during 1992, they dso incurred sharply higher Ul tax rates as a
result of these clams. Overal, our smulation results suggested that these higher tax rates would recoup
firms negative impacts quickly. In part, however, this quick recovery resulted from shifts in overal tax
schedulesinadditionto the effects of the experience-rating of individud firms. Itispossiblethat Trust Fund
impacts could be more serious if STC participation rates were much higher and overdl shiftsin tax

schedules were constrained.

B. LESSONSLEARNED FROM THIS STuDY

As described above, our evauation of short-time compensation programs generated a number of
important research findings. Many of these findings have sgnificant implicationsfor policy makers, both
at the state and federd levels. In concluding thisreport we explore theimplications of our research for both
of these groups.

1. LESSONSFOR STATES

Only 17 of 53 states and jurisdictions currently operate STC programs. Our research points to
severd issues that states contemplating adoptionmay wishto consider. In addition, our research suggests
a number of lessons for sates seeking to reduce the adminigtrative burden of existing STC programs, or
to increase employer participation. As preface to these lessons, we note that our research provides no
clear guidance on the merits of expanding STC usage. This evauation was not designed to measure the
net benefit of STC to states, and we defer to state policy makers on the question of whether STC
participation should be increased.

Among the top concerns of stakeholders in states conddering adoption of STC was the impact the
program will have on their Unemployment Trust Funds. This study provides new information that should
help address these concerns. Although we have not condlusively demonstrated that STC does not impact
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Unemployment Trust Funds negetively, our evidence suggests that in most cases STC claims are as
effectivdy experience-rated as regular Ul dams. Thisfinding was evident even in the absence of specid
surtaxes or super-maximum tax rates for STC, suggesting that such provisons may not be necessary.
Indeed, severa states that once required speciad surtaxes for STC use have sncediminatedthem. Since
higher taxes may discourage employer participation, states seeking to increase STC usage may wish to

reconsider their need for specid tax provisons.

States adopting ST C, and statesthat plantorevise exiging programs, may also wishto sreamline their
operations. To reduce adminigrative costs, states should consder integrating STC into existing or pending
automated claims processing systems. To reduce adminidrative burden, for employersand employees as
wadl as employment security agency saff, states may a so wishto smplify their STC damsfiling processes.
Reducing adminigrative costs and burden hasthe potentia to produce muitiple benefitsfor STC programs.
Employers may be more inclined to participate in STC, and state staff will be better prepared to handle

increases in dams activity.

Subtleties in STC digibility rulesmay also affect employer participation. In states where seasonal
employers are excluded from the program, participation ratestend to be lower. Limits on the renewa of
STC plans by employers may d so affect participation negetivdy. We recognize that states enforcing these
provisons have sound policy purposesfor doing so. Seasond exclusionshave been enacted out of concern
that STC might be used to subsidize seasond employment, and limits on repeat usage exist to insure that
STCisused for temporary downturns only. States adopting such provisons may aso wish to consider
their potentid effects upon employer participation in STC.

By diminating specid surtaxes, reducing administrative burden, and adopting flexible digibility rules,
states may reduce the disncentives of participation in STC. Our research noted, however, that STC
participationremained low evenin gates with the most employer-friendly programs. For statesinterested
in increesng STC participation, more proactive measures may be necessary. Past efforts to promote, or
market, STC by states point to severd possihilities. In anumber of stateswe spoke with, theinception of
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the STC program was accompanied by a one-time malling to employers. States reported that these
mailings were successful in rasng awareness of the program, but their effects on participation appear to
have been short-lived. These results are consstent with the lessons of mass marketing, which relies on
repeated exposures of a product or service to establish consumer awareness. Ascommercia advertisers
have |learned, one-time noticesrarely have lasting effects. States seeking to incresse participation in STC

may wish to develop more ongoing means of promoting their programs.

Because past efforts to market STC to employers have been quitelimited, we can not guarantee that
participation will be raised by better promotion of the program. The reasons for low employer utilization
of STC are poorly understood, and employer awareness may be only one factor in thisresult. Even with
increased marketing, whether by direct mailings, advertisements, or other means, participation levels may
remain low. States might supplement such activitieswith investigations of the reesonswhy employershave
not participated inSTC. Research on the needs of these potential customersisthefoundation of successtul
marketing. Thisrole may seem unfamiliar to state employment security agencies, which need not rely on
promotion to assure participation in thear mgor programs, such as unemployment insurance. Other
programs housed in state employment security agencies, such asthe Employment Service, may have more
experience reaching out to employers, and state STC programs may wish to investigate the possibility of
seeking ther assstance with promotion.  Employment security agencies may dso find it difficult to
implement an STC marketing strategy in the face of competing priorities. We acknowledge these
chdlenges, but without increased efforts to identify and respond to employer concerns with STC,

participation levels are likely to remain low.

2. LeEssonsFor DOL

P.L. 102-318, which mandated this evauation, aso called for the Department of Labor “to provide
technicd assstance and guidance [to States] in developing, enacting, and implementing” short-time
compensation programs. Inaddition, thelegidation advised DOL “to submit such additiona reportsonthe
implementation of short-time compensation programs as the Secretary deems appropriate.” Inthissection
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we discussthese two options—technical assistance and additiona examinations of STC—and suggest paths
which DOL may wish to pursuein the future.

3. TECHNICAL ASSISTANCE

DOL responded to Congressiond directions to offer guidanceto states by producing and distributing
a Short Time Compensation Handbook in 1987. This volume included modd language for state STC
statutes, the text of legidation passed by states with existing STC programs, and summaries of STC
research results. Asindicated by our survey of state employment security agency officids, many dates
relied on this volume in designing their STC legidation. A mgority of states pointed to DOL’s modd
legidative language as the bass for their own STC laws.

Our interviews with state officids indicated that further guidance from DOL iswarranted. Many of
the state officids we spoke with requested such guidance explicitly. The most prominent area in which
assstance was requested was the marketing of the program. Employment security agencies are not
accustomed to marketing their programs and have had difficulty promoting STC to employers. Although
we have no direct evidence that better marketing of the program to employers would increase STC
participation, there is ample roomfor statesto pursue sucha strategy. Two options for federa assistance
in marketing efforts include the development of a technica assstance guide and the creation of a
demondtration project testing STC marketing strategies. A demondtration attempting to saturate a loca
market withSTC advertising, for example, could provide a useful test of the hypothess that |ow employer
awareness isamgor obstacle to increased participation. DOL may aso wish to solicit further input from
gtates on their STC marketing needs.

Employment security agencies in several states also demonstrated a need for assistance in the
greamlining of STC operations. While a number of states have successfully automated their STC
programs, many others dill process dams manudly, leading to higher administrative costs and a
corresponding reluctance to promote the program. There appears to be great potentid for information
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sharing among states on this and other aspects of STC program operations. DOL might support such
communication through sponsorship of a nationd conference or round table of STC dates, or the
development of a guide to best practices. DOL could aso increase communication by encouraging the
creation of an Internet newsgroup or mailing list dedicated to STC issues, Smilar to those aready
coordinated by the Unemployment Insurance Information Technology Support Center.

As part of any effort to expand the STC program, DOL would be well advised to consider the
objections cited by non-STC states. As reveded by our survey of date officids, non-STC dates are
concerned that STC would negatively impact their Unemployment Trust Fund, and that it would be too
expendve to administer. Our research results address both of these issues. While States are concerned
about the potential impact of STC on Unemployment Trust Funds, our research suggeststhat STC benefits
appear to be quickly recouped through higher Ul tax rates, and thelong-termimpactson Trust Funds seem
to be negligible. Our survey of offiddsinstateswhere STC is operationa provide evidencethat concerns
about the adminigrative costs of STC may alsobeoverstated. When STC isautomated, the adminigtrative
costs of the program can be comparable to or less than the costs of the regular Ul program. 1f DOL
wishes to encourage the adoption of STC by additiona states, our findings may help to overcome such
objections.

DOL may dso wish to consder a new drategy for raisng interest in the STC program. Our
invegigationsof STC' sbeginningsinstateswhere it is available identified businessand |abor representatives
as key agentsin the adoption of STC legidation. The strong support of at least one of these groups was
abascingredient in many of the adoptionstorieswe heard. When both businessand |abor wereinvolved,
adoption wastypicdly quick and uncontroversd. Raisng awareness of STC among business and labor
representatives, perhaps through contacts with nationa organizations representing these groups, could be
auseful dement of any Strategy to promote adoption of the program.

Major increases in STC participation, however, may require more substartial intervention at the

federa level. Greater adoption of STC by states and better marketing to employers can increase
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awareness of the program, but the incentives for employer participation remain quite limited. STC can
increase the flexibility of the production process, and decrease hiring costs after cyclica downturns, but
employerscontinue to prefer layoffsto STC in mogt Stuations. To prevent layoffs onalarger scale, some
rethinking of the underlying incentives and cogts of employer participation in STC may be warranted.

When reviewing the incentive structure of STC, policy makers may aso wish to consider new uses
for the program. Notably, it has been suggested that STC can be most useful to workers as ameans for
lengthening the post-layoff adjustment period. Workers facing permanent layoffs would receive STC for
up to a year, during which they would continue to work part-time while smultaneoudy participating in
training or conducting job searches. STC would thus extend the avail able adjustment period from twenty-
gx weeks (the maximum benefit period for regular Ul) to a year or longer. Used in this manner, STC's
purpose shiftsfromlayoff preventionto employment transition. Our research offers no assessment of this
use of STC, but it has attracted increasing attention from proponents of the program in recent years, and
may be worth further investigation.

4. FUTURE RESEARCH

Although the present study responds directly to the Congressona mandate to evduate STC, many
important questions remain about this program. Some of these questions preceded this sudy, suchasthe
questions of the impact of STC on the Unemployment Trust Fund and the effects of STC on reducing
layoffs. Asdetailed dsawherein thisreport, our responses to these questions cannot be deemed final, and
the questions merit further atentionbeyond thisevauation. I1n trying to address these issues our research
has also generated new questionsthat bear further investigation beyond this evduation. Most prominent
among these are the questions of repeat STC usage and the differencesbetween STC and non-STC firms

We discuss research approaches for addressing al of these questions below.

The impact of STC use on the layoff behavior of firms and the Unemployment Trust Fund remains
uncertain, despite our efforts to address these questions.  Employers who have participated in STC
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programs represent avery smdl fraction of dl firms, and appear to be sysematicaly different from other
employers, eventhose with whom they share many basic characteristics. Comparisons between STC and
non-STC firms thus reveal more about the rdative health of suchfirms thanabout the effectsof participation
in STC. This result, as detailed in Chapters VI and VI, indicates that comparison methodologies are
insufficient for addressing these important policy issues.

How might these issues then be addressed? When comparison studies are inadequate, a standard
research response is to conduct a dassc experiment. One can envison an experiment in which, on a
random basis, only hdf of dl qualified STC agpplications were accepted. At some future point in time
employerswithaccepted plans would be compared to employerswhose plans had not been accepted, and
differences betweenthe two groups could be rdigbly attributed to participationin the STC program. Such
an experiment would likdy face a variety of operational obstacles, such as smal sample sizes and the
necessty for along follow-up period, but could be conducted withalmost no new data collection beyond
what is dready contained in state administrative records.

Although an experiment is the mogt likely way to avoid biasesinandyss of the effects of STC, there
are dso ways that a comparison methodology might be improved to decrease potentid bias. Collecting
better data onthe economic hedthof firms ether through publicly available data sources or through more
extensve surveys might provide additiona control variables for satistical andyses. Collecting data for a
longer period of time, both before and after STC participation, might likewise ad analyses. Giventhe sdf-
selected nature of STC samples, however, we question whether these types of additional data would
diminate dl biasin estimates of the effectsof STC onlayoff usage and on the Unemployment Trust Fund.

A randomized experiment may be the only way to rdligbly estimate the impacts of STC.

The most Sgnificant new issuesraised by our research are repeat usage and the differences between

STC and non-STC employers. Asusualy described, STC isdesigned to assst employersduring cyclica

downturns. Our research found that many employersmaintain STC plansfor severa consecutive quarters,
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or evenyears. Weaso found that STC employers are systematicdly different from non-STC employers.
STC employers appear to be much less hedthy in economic terms than their non-STC counterparts.

Theseresultssuggest that STC is being used by different employers, and indifferent ways, thanit was
origindly conceived. Firmsthat use STC face exceptiondly difficult economic circumstances, and many
employers use the program for extended periods, instead of for cyclica downturns. Policy makers may
wonder whether such uses of STC fulfill its origind legidative intent, and three states have established
redrictions on repeat STC use for this very reason. Repeat usage and the concentration of STC usage
among lesshedthy employersmay al so rai se concerns about cross-firmUl subsidies. Our research neither

supports nor refutesthis hypothes's, but further researchmay bewarranted toinvestigate these phenomena
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Table A-1
1994 EMPLOYER PARTICIPATION INSTC

Rate Of
Participation In
STC Asa Level Of Employer
Number Of Number Of All Proportion Of All Participation In
Employers Employers Subject Employers Subject STC
State Participating1 ToUl TaxesIn State To Ul Taxes (High/M ed/Lcyw)2
Arizona 204 87,069 0.23% H
Arkansas 3 14,680 0.02% L
Cdifornia 2,070 772574 0.27% H
Connecticut 42 92,677 0.05% M
Florida Q9 334,547 0.03% M
lowa 1 65,032 0.00% L
Kansas 713 61,415 0.12% H
Maryland 2 117,754 0.02% L
Massachusetts 9 149,102 0.00% L
Minnesota 18 109,197 0.02% L
Missouri 64 132,854 0.05% M
New York 445 432,621 0.10% H
Oregon 14 87,434 0.02% L
Rhode Island 2P 3578 0.08% M
Texas 54 351,584 0.02% L
Vermont 14 19,347 0.07% M
Washington 652 161,033 0.40% H

Source: Survey of State Officials.
Notes:

The number of employers participating is based on state reports of the number of employerswith STC plans
approved.

%States were grouped by level of employer participation based on the rate of employer participation calculated with
high (0.1% participation or higher); medium (participation rates from 0.03 to 0.09%); and low (participation rates at or
below 0.02%).

31994 numbers not available. Number provided isfor 1995.
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Table B-1

ASSOCIATIONS BETWEEN EMPLOYER PARTICIPATION RATESAND
STC STATE PUBLICITY EFFORTS

Initial or One-Time Efforts

Ongoing Efforts

Level Of Regular
Employer Public Seminar Articles Infor-
Participa- Fliers Service sWith In mation Semina
tionIn Mailed Announc | Employe | Monthly | Contact On rsoOn
STC To ement/ r Groups ul At-risk World STC
(High/Me Employe Press Or Labor | Newslett Employe Wide By
d/ Low)?! State rs Release Groups er rs Web Request Other
H Washington U? U U U
Videoon STC
H Cdifornia U U available at local Ul
offices.
H Arizona U U U U U4
Pamphlets available
H Kansas v v v at local offices,
H New Y ork U U
M Rhode Idland U U U
M Vermont U U
M Connecticut U
M Missouri U g
M Florida U U
L Arkansas U U
L Maryland U U
Information has
L Minnesota been sent out
informally.
L Oregon
L Texas Pamphlets mailed
by request.
Some booklets on
L lowa STC are distributed
by request.
L Massachusetts U
Source:  Survey of State Officials.

Notes:

1States were grouped by level of employer participation based on the rate of employer participation calculated with high (0.1% participation or higher); medium
(participation rates from 0.03 to 0.09%); and low (participation rates at or below 0.02%).

2Thisis an on-going effort in that every new employer is mailed a pamphlet.

3Information about STC is sometimes discussed during employer seminars.
“In the process of implementing this effort.
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TableC-1

ASSOCIATIONS BETWEEN EMPLOYER PARTICIPATION AND
SEASONAL WORK EXCLUSIONS, AGE OF THE PROGRAM, AND SPECIAL
PROVISIONSFOR EMPLOYER PARTICIPATION

Special Provisonsfor Employer Participationin STC
Negative Negative
Leve Of Balance Balance
Employer Excludes Employers Employers
Partidpat.i onin Seasonal Year Super PaArItIiOgivsth%s EXFcrI gr?]ed
STC (High/ Worker STC Maximum | “Reimbursable” | Participation No
Med/Low)! State s Adopted | surtax | Tax Rate Employers InSTC Provisions
H Washington ud4 1983 u
H Cdifornia 1978 U
H Arizona 1982 u®
H Kansas U3 1988 U
H New York 1985 U
M Rhode Island U 1991
M Vermont U 1985
M Connecticut U 1992
M Missouri u 1987 u’
M Florida U 1983 us
L Arkansas > 1985 u
L Maryland > 1984
L Minnesota > 1994 U
L Oregon 1982 U
L Texas U 1985 U
L lowa 1992
L M assachusett U 1988 U
S

Source: Survey of State Officials.

Notes:

Istates were grouped by level of employer participation based on the rate of employer participation calculated with high (0.1%
participation or higher); medium (participation rates from 0.03 to 0.09%); and low (participation rates at or below 0.02%).
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Table C-1 (continued)

Notes:

2Only reserve ratio states can have negative balance employers. Reserveratio STC statesinclude: Arizona, Arkansas,
California, Kansas, Massachusetts, New Y ork, and Rhode Island. In Oregon, a benefit ratio state, employers with inadequate
funds are al so required to participate as reimbursable employers.

3Seasonal workers excluded by law, but thisruleis not usually enforced.

“Washi ngton state is currently tightening their laws and this exclusion will be enforced more stringently.

SSeasonal workers are not excluded by law, but they are excluded in practice.

®In Arizona, negative reserve ratio STC employers can be charged a surtax of up to 2 percentage points depending on their
calculated negative reserveratio.

In Missouri, STC employers whose calculated tax rateis higher than the maximum state Ul tax rate can be charged a super
maximum tax rate up to 3.9 percentage points higher than the state’ s maximum Ul tax rate.

8n Florida, STC employers whose calculated tax rate is higher than the maximum state Ul tax rate can be charged a super
maximum tax rate up to 1 percentage point higher than the state’ s maximum Ul tax rate.
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Appendix D

THE COMPARISON SAMPLE SELECTION

For much of our analysisin Chapter VI, we andyzed a set of firmsthat participated in STC in 1992.
We received dataon dl firmsin businessin 1992 in each of our five study states. In Florida, Kansas, and
Washington, we chose al firmswith STC plansin 1992 to bein our STC sample. In Caiforniaand New
Y ork, we chose random subsamples of firms to ensure we would have at least 500 firms per state. For
the last andytica section in Chapter V1, we dso andyzed adminidrative data on aset of firmsthat did not
use STCin 1992, aswdll as datafrom our STC sample, to assess how the workforce adjustment patterns
of firmsthat used STC differed from smilar firmsthat did not use STC. Thisappendix providesdetailson
the atisticd matching process used to generate our comparison samples and information on the qudity
of our matches. Section A describes the matching procedure; Section B presents descriptive results.

A. STATISTICAL MATCHING PROCEDURE

Our god inusng agatistical matching process to generate a comparison sample of firmsthat did not
use STC was to choose a st of firms that were as Smilar as possible to our STC sample. Our sampling
srategy used dataon Ul tax rates, firm sze, and Standard Industriad Classification (SIC) codesto pair firms
that established STC plans in 1992 with firms that had similar characteristics but did not establish STC
plansin 19922 As described below, the SIC code was of primary importance in our matching process,
gnce it governed the set of firms eligible to be matched to our STC sample. That is, to match with a
particular STC firm, we consgdered non-STC firms with smilar Ul tax rates and numbers of employees
among firms within the same three-digit SIC code. If no suitable matches were found, we expanded our
search to include firms with amilar Ul tax rates and numbers of employees among firms within the same
two-digit SIC code. Wefelt that matching firmson the basisof industry was particularly important because

firmsinthesameindustry aremorelikely to experience s milar economic shocksduring businessdownturns.

INew York provided us with data on all firmswith at least five employeesin 1992. Thisrestriction wasimposed because firmswith
fewer than five employees were not eligible for STC plan approval in New Y ork. Since one of our criteriafor choosing comparison firms
isfirm size, thislimitation did not pose a problem for the quality of our matches.

2The Ul tax rate was defined as the tax rate for the 1992 calendar year, effective January 1, 1992. The firm size used was the firm
size on January 1, 1992 (or on the date nearest to then, according to records maintained by the state Ul offices).
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They may, therefore, be more likely to be in smilar economic hedth than firms not in the same indudtry.
Inaddition, firmsin the samethree-digit SIC code may be morelikely to have smilar production processes
and organizationd sructures than firms not in the sameindudtry. Although matching on industry could not
guarantee Smilarity between STC and non-STC firms, we expected that controlling for industry would be
an important method to improve match quality on unobservable firm-specific characteristics,

Our matching process had severd steps. First, we sorted both STC and non-STC firms according
to their three-digit SIC codes. Second, we divided the range of firm size and Ul tax rate vaues into
quintileson the basis of the STC employer universe (or STC samples, in Cdiforniaand New Y ork). Using
these quintile categories, we assigned each STC and non-STC firm to firm sze and tax rate cdlls. Wethus
had 25 possible cdlsfor each three-digit STC—five categories of firm size and five categories of tax rate.

There were two possibilities for cdls with STC firms in them: (1) there were at least as many
comparisonfirmsin the cdl astherewere STC firmsin that cell, or (2) there were fewer comparison firms
inthe cdl than STC firms. Inthefirg case, we used adistance minimization procedure (explained below)
to find the best comparison matches among the non-STC firms in the corresponding cdls (the “poal” of
potentia comparison firms). In the second case, we used our distance minimization procedure while
requiring only ametch a thetwo-digit SIC leve, after excluding firms matched at the three-digit SIC levd.
The two possible stuations applied to thesefirmsaswell: (1) there were at |east as many comparison firms
as STC firmsin the cdll, or (2) there were not enough comparison firmsto match with STC firms. For the
firg case, once again, we performed distance minimization. For the second, we performed distance
minimization between the remaining nonmatched STC firms and the comparison firmsin neighboring cdls.
The neighboring cdls were those cdls in adjacent quintiles for tax rate and firm sze. We therefore
performed our distance minimization procedureiteratively (first a thethree-digit SIC leve, then at thetwo-
digit SIC leve, then with neighboring cdls) until al STC firms had comparison firm matches® We
performed the matching process separately for each dtate.

3Firm size or tax rate data were missing for some firms in our STC and non-STCsamples. For these STC firms, we matched on the
basis of available data. These firms were included in the sample even though the matches were of lower quality. In California, because
about 15 percent of firms had missing match data, we increased our target sample size from about 500 to 600.
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Distance minimization involved weighting the deviationsin characteristics between one (STC) firm and
adl potentia comparison firms. Thedistance between an STCfirm, say STC1, and acomparison firm, firm,
COMPI, was defined as:

|EE,., & EE
S

COMPI |

, [TXRATE e, & TXRATE

(1) D " { COMPiI}, i0{1,...,N},

EE ST)(F\’ATE

where N isthe number of non-STC firmsin the pool of potential comparison firms, EE ¢, representsthe
number of employeesin STC firm 1, EEcqypi represents the number of employees in non-STC firm i,
TXRATEg¢; represents the Ul tax ratefor STC firm 1, TXRATEoypi representsthe Ul tax rate for non-
STCfirm i, and Sge and Stxrate represent the standard deviations of firm sze and tax rae for dl firmsin
the dtate, respectively. The absolute differences in firm characteristics are divided by the standard
deviations to develop unit-free measures of differences. This normdization aso ensured that differences
in one of the two measures (tax rate or number of employees) did not get dwarfed because the measure

had alarge variance for the entire sample of non-STC firms.

The distance between each STC firm and each potentia comparison firm was cdculated. The firm

chosen to be the comparison firm match for an STC firm was the firm the shortest distance away from the
STCfirm:

(2 min D,i0{L,...,N}.

There may have been more than one STC firm in a cdl (of atwo- or three-digit SIC code, a firm sze
quintile, and atax rate quintile). When two or more STC firms had the same non-STC firm as their best
meatch, the comparison firm was paired with whichever STC firm was the shortest distance away. The
second-best matches for any “losing” STC firms were determined. Weiteratively checked to seeif these
comparisonfirmswere best matchesfor other STC firmsand paired firmsuntil dl STC firmswere matched

with comparison firms.
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Two modifications were made to the matching procedure on a state-by-state basis to improve the
match quality. The use of quintile cutoffs for the cdls meant that the largest STC firm would only be able
to match with equa or smdler comparison firms (or comparison firms with equa or lower tax rates). To
dlow for the possihility that the best matchesfor thelargest STC firms might bewith comparison firmsthat
were dightly larger, we expanded the highest quintile to include some larger non-STC firms. We dso
divided the highest quintile into two or more ranges, depending on the underlying digtribution of the data.
We did this because the digribution for firm sze was generdly highly skewed, so the range of the highest
quintile for firm szewas quite large. Therefore, in practice, up to 40 cdlswere used for matching in some
states.

B. RESULTSOF THE MATCHING

Table D-1 provides gatigtics on the qudity of the firm matches. The matching process generdly
worked well. Correlations between STC and matched comparison firms on firm size and tax rate were
high, and most firms had matches in the same three-digit industry. The satistics show that the likelihood
of finding good matches in the smal states was lower than in Cdifornia and New York. The most
chdlenging part of the matching processwasto find matchesvery closeto the samefirm szeas STC firms
inthe smdler gates. In some Situations, we visualy ingpected the highest end of the firm-size digtribution
when unsatisfactory matches were found using our dgorithm. Chapter |1 showsthe characteritics of the
STC firms and their matches, and supports the claim that the matches were quite good overal.

Appendix E addresses one remaining issue relating to the matching process—that we changed our
definition of which firmswere STC firms after completing the matching process. Appendix E shows that
this adjustment to our treatment definition did not dter the subgtantive findings from our andysis of STC
and comparison firms. Chapter VI presents our findings and interpretations of them.
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TableD-1

DESCRIPTIVE STATISTICSFOR MATCH QUALITY,

ALL STATES
Match Characteristic California? Florida® Kansas New York® Washington®
Correlation Between Number of Employeesin
Matched Firms 0.98 0.84 0.70 0.97 0.79
Number (Percentage) of Matches with Distance 19 26 10 23 20
a Least 2.5 (3.8) (12.3) (9.8) (4.6) (5.9
Number (Percentage) of Matches at the Three- 474 174 65 477 326
Digit SIC Levd (93.5) (82.1) (63.7) (94.5) (87.2)
Number (Percentage) of Matches at the Two- 27 20 28 27 44
Digit SIC Leve (5.3 (9.9) (27.5) (5.3 (11.8)
Number (Percentage) of Matches at 6 18 9 1 4
Neghboring Cdlls Leve (1.2 (8.5) (8.8) (0.2 (1.2
Corrdation Between Tax Ratesin Matched 0.99 0.98 0.98 0.99 0.98
Hrms
Mean Distance Between STC and Comparison
Match 0.55 1.26 1.30 0.52 0.64
Number of Matched Pairs of Firms 507 212 102 505 374

Source: State administrative records.
Notes:
#The 507 firms in California were selected from among 5,143 firms with STC plans in 1992 using sampling stratified by the number of employees and one-digit

SIC code. There are 100 matchesin Californiathat are excluded from this table since the STC and comparison firms did not have complete information upon which
amatch could be made (that is, they were missing information on the number of employees or the tax rate).
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Table D-1 (continued)

bThere are eight matches in Florida that are excluded from this table since the STC and comparison firms did not have complete information upon which a match
could be made (that is, they were missing information on the number of employees or the tax rate).

®The 505 firms in New Y ork were selected from among 737 firms with STC plans in 1992 using sampling stratified by the number of employees and one-digit SIC
code. Only firmswith at least five employees are eligible for participation in STC; comparison firms with fewer than five employees, therefore, were excluded from
the pool of potential comparison employers.

9There are nine matchesin Washington that are excluded from this table since the STC and comparison firms did not have complete information upon which amatch
could be made (that is, they were missing information on the number of employees or the tax rate).



Appendix E

SENSITIVITY CHECKSOF THE CHAPTER VI REGRESSIONS

InChapters VI and V11, we observed differencesinthe compensated unemployment behavior of STC
firmsand non-STC firms. Because STC firms normdized charges were in many cases much larger than
the charges of the matched comparison firms, we suggested in the conclusion to Chapter V1 that the two
groups of firms may have faced very different workforce reduction needs. Here, we extend the Chapter
VI andyss to seeif these reaults are sengtive to (1) use of hours instead of charges as our dependent
variable, (2) changesin treetment definition, (3) modificationinthe comparison sample restrictions, and (4)
use of anaternate modd specification. Each of these modd extensions is discussed, respectively, in four
subsections of this gppendix. We conclude that our overdl findings—that STC firmsmay have faced very
different workforce reduction needs from their matched counterparts—are not senstive to these model

changes.

A. UseE oF COMPENSATED HOURS I NSTEAD OF CHARGESASTHE DEPENDENT
V ARIABLE

In Chapter VI, we used a measure of (normalized) compensated charges on unemployment as our
primary unit of analyss. One might expect, however, that firms might make their workforce adjustment
decisons on the basis of how much of the hours reduction should be through Ul or STC, rather than by
howmuchof the total charges should be through Ul or STC, sincefirms may not precisely know the benfit
amountsdamantswould be digiblefor. Andyzing the hoursof (normalized) compensated unemployment
can therefore be an important supplement to the andlysis of chargesin Chapter V1.

Table E-1 presents information Smilar to that in Table VI1-6 of Chapter VI, except the outcome

measure is compensated hours on Ul or STC instead of charges! Our normalized hours measure can

IData on Ul usage was provided as the number of person-weeks at each firm in each quarter. From al states except
Cdifornia, data on STC usage were quarterly full-time-equivalent weeks or hours on STC. (California provided quarterly
data on weeks on STC and on the average percentage workweek reduction.) The normalization for hours is similar to
the normalization for charges. We add the 1991 full-time-equivalent time on unemployment to 1991 annual employment.
Time on unemployment includes both STC and regular Ul. This constructed measure of 1991 full employment is the
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loosdly be interpreted as the “firm-specific unemployment rate” That is, normaized hoursrepresent the
workforce reduction from ful employment at the firm. Although we constructed our hours and charges
variables smilarly, there are two main reasons why the levels of compensated hourswere higher than the
chargesleves. Fird, individuason compensated unemployment received benefitsthat are only afraction
of their usud earnings. Thus, we expect normaized hours to be amultiple of normdized charges, where
the multiple isone divided by the replacement rate. As an example, suppose a firm reduced itsworkforce
by 1 percent. Normalized hourswould therefore be 1 percent, but normalized charges would only be 0.5
percent, assuming a replacement rate of 50 percent. A 40 percent replacement rate, in contrast, would
have generated normalized charges of 0.4 percent.? Second, firms are not always charged the full cost of
the benefits received by their employees on layoff or STC. Multiple base-period employment and the
reason for separation are the primary reasons firms may not be fully charged, but other reasons (such as
participation in emergency, extended, or disaster relief benefit programs) exist.> Our hours data may
include full weeks of compensated unemployment, even if the sample firms were not fully charged for the
compensation because the claimant had multiple base-period employers.

The generd patterns found in Table VI-6 of Chapter VI dso exist in Table E-1. STC firms
workforce reductions, through both Ul and STC, were subgtantidly higher in 1992 than their non-STC
counterparts. In every state except New Y ork, the percentage of dl charges that were STC charges was
higher than the percentage of dl compensated unemployment hours that were STC hours—a finding
consstent with the belief that STC hours are more expensive than Ul hours. We therefore conclude that

descriptive andyses of hours and compensated charges suggest Smilar conclusions.

denominator for the hours variables. Additional adjustments to include waiting periods before collecting unemployment
do not affect the results.

2STC is often thought to have a lower replacement rate than regular Ul, because higher-paid workers participate
in STC, whereas layoffs are concentrated among the least senior workers. Because we know of no estimates of the
difference in replacement rates between STC and layoff participants, and because our data do not address this issue,
we assumed for our normalization process that the replacement rates for STC and non-STC firms, and for Ul and STC
hours, were the same.

%In contrast, a firm may be charged even if it is not the separating employer if a laid-off worker received wages from
the firm during the base period.
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Table E-2 presents regression results usng normdized full-time-equivaent hours as our dependent
variable. Asfor Chapter VI regressions, weincluded controlsfor industry, firm size, and Ul tax rate. For
ease of interpretation, the coefficientsfromthe regressions are multiplied by 100. Thesignificant coefficient
for Florida (2.450) inthe regressionof 1992 Ul hoursonthe STC indicator variable, for example, suggests
that STC firms had 2.5 percent higher normdized Ul hours than did comparison firms. (Coefficients for
hours regressons are expected to be much larger than coefficients for charges regressions, since
compensated hours are not deflated by wage replacement rates) As in the Chapter VI charges
regressions, coefficients for lagged Ul hours are highly significant. These results are Smilar to the results
in Table VI11-8 of Chapter VI using normalized charges as the dependent variable, with few exceptions.
For example, inNew Y ork, the STC indicator varidble coefficient is now highly significant, while it was not

for charges.

Sinceitisnot plausible that STC usage increased Ul usage, this pattern supports the clam that STC
participants were a self-sdlected group of firms that have greater needs for workforce reductions than
comparison firms. In al gates, STC usage was sgnificantly associated with higher total compensated
hours. Not surprisngly, the coefficients for the STC indicator variables are muchlarger in the total hours
regressions thaninthe Ul hoursregressions. Again, resultsare consistent with the Chapter VI conclusions.
STC firms compensated hourswere so muchlarger than comparisonfirms hours that we cannot attribute
this difference to participation in STC.

B. CHANGESIN THE SAMPLE DEFINITION

The sample of non-STC firms was chosen onthe basis of their amilarityincharacteristicsto the STC
firms from among dl firmsinour five sudy states that did not have STC plans established in 1992. More
precisdy, the matched non-STC firms had numbers of employees, Ul tax rates, and industry dassfications
gmilar to the STC sample in 1992. The matching process therefore was used to help ensure that the
characterigtics of the two samples—firms which used STC and firms that did not—were as smilar as
possble on observable characterigtics. As shown in Appendix B, the matching process successfully
sdected non-STC firms that were smilar to STC firms on the characteristics matched.
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The trestment definition used for the analyses in Chapters VI and V11, however, was different from
the treetment definitioninthe matching process. Because none of the five states could provide information
for the matching process on which firms that had STC plans had actudly used ther STC plans, the
meatching process rdied on an imperfect messure of the treatment.  The universe of firms that had STC
plans established in 1992 in Horida, Kansas, and Washingtonwere chosento the be inthe STC samples;
a subset of firmswith STC plans established in 1992 in Caiforniaand New Y ork became those ates
STC samples. Firmsthat had STC plans established in 1992 may not have beenthe same set of firmsthat
had STC chargesthat year. Firmsmay have had plans established in 1991 and used those plansin 1992.
Alternatdly, firmsthat had plans established in 1992 may have chosennot to use those plans, either in1992
oratall.

The underlying assumptions for changing the trestment definition are that (1) plan filing isardaivey
costless adminigtrative procedure, and (2) plan usage is the precise outcome we want to measure. Given
that one of the primary gods of STC isto reduce layoffs, plan usage (and not plan filing) is the mechaniam
for accomplishing this god. Although plan filing may sgnd both knowledge and interest in the STC
program, the employment adjustment patterns of plan filersinclude firmsthat used STC, firms that relied
on layoffs exdusvdy, and firms that ultimately did not need to reduce their workforces a dl.

The difference between these two treatment definitionsis not trivid. The percentage of firmsthat had
STC plans established in 1992 and that did not have STC charges in 1992 ranged from 15 percent in
Florida and New York to 38 percent in Cdifornia Of those firms that were selected to be in our
comparison sample—that is, firmsthat did not establish STC plansin 1992—between 4 percent in New
York and 12 percent in Cdiforniahad STC chargesin 1992.

This sectionexaminesthe effects of changing the treetment definition of our sample. Instead of using
our revised trestment definition which categorized firms on whether they had STC chargesin 1992, we
usethe origind trestment definition which categorized firms on whether they had STC plans establishedin
1992. Instead of interpreting STC usage as the treatment, aswe did in Chapter VI, thisanalyss considers
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STC plan approval as the trestment and might more effectively use our matching processto control for
observable differences between STC and non-STC firms.

Tables E-3 and E-4 are smilar to Table VI111-8 in Chapter VI and Table E-2 in this appendix.
Regressons in Table E-3 use normdized charges as the dependent variable; Table E-4 regressons use
normaized hours. The only anayticd difference between these two sets of tablesis that Tables E-3 and
E-4 usethe origind trestment definition: firmsthat had plans established in 1992 are in the STC sample
and firms that did not are inthe comparisonsample. The resultsof 20 regressions are presented. Controls
for tax rate, industry, and firm sze were included in dl regression specifications, but we only present the
coefficients of our variables of primary interest.

For both TablesE-3and E-4, coefficientsare smilar insgnand Sgnificancetothose presented earlier.
In generd, STC sample firms did not have lower Ul chargesor hours, on average, than non-STC sample
firms (except for firmsin Cdifornia), evenafter induding controls for 1991 Ul and STC usage. STC firms
in every state, on average, had sgnificantly higher levels of tota (Ul plus STC) charges. Therefore, we
concludethat firmsthat had STC plans established had higher workforce reductions thanfirmsthat did not,
evenif they did not usethoseplans. Asnoted in Chapter VI, STC firms had such high Ul charges, rdative
to non-STC firms, that we cannot infer that STC usage (a rdlatively smdl amount of total charges) was
responsible.

We conducted another examination of the effects of changing the treetment definition. Becausefirms
that switched trestment status in our categorization (either from non-STC atus to STC status, or vice
versa) may bias our STC/non-STC comparisons, we restricted our sample to firmsthat did not switch
trestment definition status and whose matched firms likewise did not switch status. Thét is, firms in the
restricted STC sample were firmsthat (1) had STC plans establishedin 1992, (2) used those plans (had
STC charges), and (3) were paired with comparison firms that had neither STC plans established in 1992
nor STC chargesin 1992.*

“In addition, both the STC firm and its matched comparison firm could not have been excluded from our sample for
other reasons—that is, we had to have enough observations on them to ensure reliability in the data.
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TablesE-5and E-6, andyzing normdized chargesand hours, repectively, contain our now-standard
regression specifications using this morerestricted sample. With these restrictions imposed, sample sizes
dropped dramaicdly in Cdifornia and, to a andler extent, in other states. The reason for the large
reduction in sample size in Cdiforniaiis that about 40 percent of firmswith STC plans established in 1992
did not use thar plans. The story from these regressions is smilar to the story in Chapter VI—total
compensated charges (and hours) were S0 much higher at STC firmsthan & non-STC firmsthet it seems
implausible to ascribe the compensated unemployment patterns to participation in the STC program.

C. SaAMPLE CONSTRUCTION

One criticismof the previous study (Kerachsky et d. 1986) wasthat firmsthat wereinthe comparison
sample may not have had any Ul chargesin the sudy year (Morand 1986). The concern was that firms
that did not have any Ul charges could not be comparable to STC firms, whichdefinitiondly used STC as
a workforce reduction drategy. Although we believe the proper analysis comparing firms with STC
charges to firms without STC charges should include comparison firms without Ul charges—since “no
layoffs’ and “no Ul charges’ isavaid choice for firmsif STC were unavailable—we present an andyss
comparing STC firmsto alimited subsample of our full comparison sample—including only non-STC firms
with Ul chargesin 1992.

Tables E-7 and E-8 present this andyss for charges and hours, respectively. Not surprisingly, the
coefficientsfor the STC indicator variable inthe regressions of normaized Ul chargesonthe STC indicator
variable, and our usud control variables, are more likely to be negative. This pattern occurs because we
have excluded the rdatively hedthy firms from the comparison sample, thereby narrowing the gap in Ul
charges between the STC firms and comparison firms. In Cdifornia, New Y ork, and Washington, STC
firms hed datidticaly sgnificant lower leves of Ul charges than did comparison firms. In Cdiforniaand
New Y ork, onaverage, STC firms have charges about 0.3 percentage pointslower than comparisonfirms
that had at least some Ul charges. In Washington, the negative coefficient is much larger in
magnitude—STC firms  chargeswere estimated to be dmost 1 percentage point lower. Whenwe regress
total chargesonour STC indicator variable, however, our usua controls (and lagged Ul and STC charges
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insome specifications), the coefficientsfor the STC indicator varidble are dl positive, and sgnificant in four
of our five gtates. STC firms tota (Ul and STC) charges are estimated to be between 0.27 and 1.1
percentage points higher thancompari sonfirms, evenafter diminating comparisonfirmsthat had no charges

in 1992 from the sample.

Implementing this excdlusonary restriction may help diminate some of the sdection bias discussed in
Chapter VI and this gppendix, but it isaso, in asense, condructing a methodology from the data (rather
than usng the data to test a hypothesis). Eliminating comparison firms that did not have Ul workforce
reductions from the sample does not completely iminate the self-sedection problem, because STC firms
dill have (insgnificantly) higher Ul chargesin two of the five gates.

D. MODEL SPECIFICATION

Our Chapter VI andyss and the andysis in Sections A and B of this gppendix do not exploit the
matching process to its fullest satistical advantage. That is, the ordinary least squares (OLS) regression
procedures used do not pair each STC firm with its matched non-STC firm.> We present andysis here
that uses the matching characterigtic of the sample.

Although the matching process was successful infinding comparisonfirms amilar to STC firms, it was
limited in its ability to perfectly match the characterigtics of STC firmsto non-STC firms. For example,
there may have beeningtancesinwhichno firmsinthe universe of potentia comparisonfirmswereidentica
to the STC firmswhenmeasured by industria dassfication, firm size, and Ul tax rate. STC and non-STC
firms may therefore have beendightly different from one another, and a“differencing” regresson andysis
can be used to take advantage of the statistica gains frommatching. In Chapter VI, we modeled thelevel

of normalized charges by our STC and non-STC samples as.

°In the latter part of Section A, we limited the sample on the basis of whether STC firms and their matched
comparison firms switched treatment status, but we did not directly pair the firmsin the regression.
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(1) =w +pX, + ySTC, + e, S§TC, € {01),

wherei denotesfirm i (either an STC or non-STC firm), STC; equas oneif thefirmisinthe STC sample
and zero otherwise, and ( representsthe effect of STC participation on the outcome measure. X; denotes
firm characterigtics such asthe Ul tax rate, firmsze and itssquare, and the industrid classfication; ,; isan
unobserved, normdly didributed random-error term.  In Chapter VI, we focused on the sign and
sgnificance of the STC; coefficients and concluded that the state-pecific STC; coefficients were being
driven by unobservable differences between STC and non-STC firms rather than by participation in the
STC program.

Alternatively, we could model the differencesin our STC and non-STC samples as.

@ L-F=BX-X)+y+(-¢)

wherei denotes STC firmi and j denotes its matched comparison firm j. The dependent variable isthe
difference between the STC firm's normdized charges (or hours) and its matched comparison firm’s
norméelized charges. Similaly (X & X ) representsthe difference between each STC firmand itsmatched
comparison firm in observed firm-specific characteristics expected to be related to observed normalized
charges (or hours).® Because (STC; & STC;) equals 1 for al pairs of firms, the coefficient on a constant
in this regression (() can be interpreted as the STC impact.

Tables E-9 and E-10 present the results of this model estimation. Sample sizes reported are pairs of
firms, so they are much smaller than the sample sizes reported in Table E-6.” As explained earlier, the

%We made two modifications to our control variables for the differencing regressions. In our usual regressions,
we used indicator variables for the tax rate quintiles as controls to allow for nonlinear effects of tax rates on the
dependent variables. We also used one-digit SIC codes instead of three-digit SIC codes to help ease interpretation of
the coefficients and to save degrees of freedom in our OLS estimation. For the tax rate controls in the differencing
regressions, we used differences in the levels of tax rate, rather than the quintiles. For the industrial controls in the
differencing regressions, we used an indicator variable that equaled one if the STC firm and its comparison firm were in
the same three-digit industry and zero if they were not.

"We limited the pairs of firmsin this analysis to pairs that met the criteriain the latter part of Section A.
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coefficient on the congtant term is andogous to the coefficient for the STC indicator variable in our other
regressiongpecifications. Similar to our other specifications, however, wemust concludethat salf-selection
into the STC program is a srong possibility because STC firms have sgnificantly higher Ul charges than

their matched comparisonfirmcounterpartsinal but one state, evenwhen pairwise comparisonsaremade.

E. CONCLUSIONS

In this gppendix, we showed three different sengtivity teststo determine if our conclusonsin Chapter
V1 about the different workforce reduction patterns between STC and non-STC firms are robust to
changes in trestment definition, comparisonsample restrictions, and model specification. In each instance,
we concluded that our results, and interpretations of theresults, hold up. Because STC usageisardatively
small percentage of dl charges by the STC sample, it is unlikely that STC usage can explain STC firms
subgtantidly higher leve of total chargesin 1992. It appearsthat firmsthat used STC (or even firmsthat
filed for plans but did not use them) have very different unobserved characteristics than nonusers (or
nonfilers). We cannot determine to what extent, if any, STC usage reduced layoff usage because the firms
that used STC in our sample had much higher Ul usage on average than their matched counterparts.
Alternate research methodologies, such as case studies or experiments, might be better able than the
comparison methodology to estimate Ul -reduction effects of STC.
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TableE-1

COMPENSATED UNEMPLOYMENT HOURS, STC AND NON-STC FIRMS, BY STATE

California Florida Kansas New York Washington
Characteristics STC Non-STC STC Non-STC STC Non-STC STC Non-STC STC Non-STC
1991
Normalized Ul Hours 4.932 4.381 6.453 5.302* 3.817 3.095 3.946 4.013 9.528 8.342¢
Normalized STC Hours 1.388 0.049*** 1.497 0.170*** 0.757 0.053*** 2.968 0.043*** 0.730 0.080***
Normalized Total Hours 6.320 4.430%** 7.958 5.472%** 4574 3.148** 6.914 4.055%** 10.258 8.423+**
Percentage of Total Hours that
Are Ul Hours 79.768 98.552 85.264 98.666 81.901 98.993 58.830 99.296 91.786 98.821
1992
Normalized Ul Hours 4.793 4.668 8.644 5.693*** 8.506 6.391* 7.075 5.881*** 9.989 9.248
Normalized STC Hours 2.159 0.000*** 3542 0.000*** 1.617 0.000*** 6.580 0.000*** 1.923 0.000***
Normalized Total Hours 6.827 4.669*** 11.709 5.693*** 9.606 6.391*** 13.655 5.881*** 11.757 9.248***
Percentage of Total Hours that
Are Ul Hours 67.806 99.980 69.419 100.000 79.499 100.000 52.473 100.000 81.975 100.000
1993
Normalized Ul Hours 3.759 3.899 4.059 4.099 5.970 5.125 4,612 4.381 8.649 9.066
Normalized STC Hours 1.176 0.339*** 0.830 0.123*** 0.559 0.060*** 2.962 0.057*** 1.660 0.167***
Normalized Total Hours 4.793 4.238 4.893 4.164 6.529 5.185 7.573 4.438*** 9.784 9.225
Percentage of Total Hours that
Are Ul Hours 78.715 93.037 82.164 99.173 89.947 99.277 59.480 98.207 84.342 97.421
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Table E-1 (continued)

California Florida Kansas New York Washington
Characteristics STC Non-STC STC Non-STC STC Non-STC STC Non-STC STC Non-STC
All Years (1991, 1992, 1993)
Normalized Ul Hours 4537 4.800 6.597 5.121*** 6.098 4.870* 5211 4.796 9.511 9.373
Normalized STC Hours 1.628 0.130*** 1.956 0.098*** 0.978 0.038*** 4.170 0.033*** 1.438 0.083***
Normalized Total Hours 6.165 4.930*** 8.522 5.220*** 7.075 4.908*** 9.381 4.829*** 10.948 9.456***
Percentage of Total Hours that
Are Ul Hours 73.439 96.080 77.188 08.842 81.631 99.346 54.884 98.858 86.005 98.057
Samplesize 415 682 191 230 89 106 424 543 307 373
Source: State administrative records.
Note: Samples restricted to firms in business throughout 1991 and 1992. Because sample sizes vary dightly per hours measure, and because of rounding, the sum of
normalized Ul hours and normalized STC hoursin ayear may not equal normalized total hoursin ayear. All hours variables are normalized by an approximation of

workforce at full employment in 1991. See text for further details.

*This difference between the STC and non-STC average charge is significantly different from zero at the .10 level, two-tailed test.
**This difference between the STC and non-STC average charge is significantly different from zero at the .05 level, two-tailed test.
***This difference between the STC and non-STC average charge is significantly different from zero at the .01 level, two-tailed test.



TableE-2

COEFFICIENTS FOR REGRESSION OF HOURS
ON THE STC INDICATOR VARIABLE

(Coefficients Times 100)

California Florida Kansas New York Washington
Regression of 1992 Ul Hours
STC indicator 0.038 2.450%** 1.675 1.224*** 0.656
STC indicator 0.078 2.401*** 1.763* 2.037*** 0.802
Lagged Ul hours 30.928*** 40.880*** 104.908*** 32.030*** 34.158***
Lagged STC hours -16.054* -3.296 -50.765 -27.142%** -57.332**
Regression of 1992 Total
Hours (Ul and STC)
STC indicator 2.180*** 5.455%** 2.829%** 7.682*** 2.554***
STC indicator 1.851*** 5.350% ** 2.722%** 6.553*** 2.334***
Lagged Ul hours 30.310*** 36.201*** 101.403*** 21.275*** 32.611***
Lagged STC hours 17.894* 7.118 -21.618 39.471*** -2.541
Samplesize 1,091 416 194 966 676
Source: State administrative records.
Note: For a detailed explanation to interpret the coefficients, see Chapter V1. Controlsfor firm size and its square,

one-digit industry indicator variables, and tax rate categories are included in all regressions.
*Significantly different from zero at the .10 level, two-tailed test.

**Significantly different from zero at the .05 level, two-tailed test.
***Significantly different from zero at the .01 level, two-tailed test.
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Table E-3

COEFFICIENTSFOR REGRESSION OF CHARGES
ON THE STC PLAN INDICATOR VARIABLE

(Coefficients Times 100)

California Florida Kansas New York Washington
Regression of 1992 Ul Charges
STC dummy -0.225*** 0.411** 2477** 0.138 0.276
STC dummy -0.203 0.387** 0.546* 0.322* -0.110
Lagged Ul charges 29.605*** 17.212%** 33.821*** 38.582*** 43.865***
Lagged STC charges 6.073 28.624 -36.806* -30.691*** -35.615*
Regression of 1992 Total
Charges (Ul and STC)
STC dummy 0.168* 1.073*** 1.149*** 0.888*** 0.610**
STC dummy 0.121 0.997*** 1.107%** 0.829*** 0.568**
Lagged Ul charges 32.169*** 20.512*** 31.840*** 26.297*** 41.757***
Lagged STC charges 43.858*** 64.808* ** 3.454 40.439*** 22.125
Samplesize 1,152 416 194 1,000 692
Source: State administrative records.
Note: For adetailed explanation to interpret the coefficients, see Chapter VI. Controls for firm size and its square, one-digit

industry indicator variables, and tax rate categories areincluded in all regressions.
*Significantly different from zero at the .10 level, two-tailed test.

**Significantly different from zero at the .05 level, two-tailed test.
***Significantly different from zero at the .01 level, two-tailed test.
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TableE-4

COEFFICIENTS FOR REGRESSION OF HOURS

ON THE STC PLAN INDICATOR VARIABLE

(Coefficients Times 100)

California Florida Kansas New York Washington
Regression of 1992 Ul Hours
STC indicator -0.312 1.639** 2.277** 1.435*** 0.162
STC indicator -0.119 1.651*** 2.119** 2.145%** 0.529
Lagged Ul hours 30.947*** 41.254*** 103.986* ** 32.582*** 34.447%**
Lagged STC hours -14.735* 2.229 -51.743 -25.552*** -54.989**
Regression of 1992 Total
Hours (Ul and STC)
STC indicator 1.149*** 4.045*** 3.308*** 6.924*** 1.683***
STC indicator 0.964*** 3.980*** 2.977*** 5.670*** 1.634***
Lagged Ul hours 30.989*** 37.002*** 100.220*** 23.370*** 33.438***
Lagged STC hours 26.350*** 18.333 -19.152 53.741*** 3.303
Samplesize 1,091 416 194 966 676
Source: State administrative records.
Note: For a detailed explanation to interpret the coefficients, see Chapter V1. Controlsfor firm size and its square,

one-digit industry indicator variables, and tax rate categories are included in all regressions.

*Significantly different from zero at the .10 level, two-tailed test.
**Significantly different from zero at the .05 level, two-tailed test.
***Significantly different from zero at the .01 level, two-tailed test.
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TableE-5

COEFFICIENTSFOR REGRESSION OF CHARGES
ON THE STC INDICATOR VARIABLE

(Sample of Firmsthat Did Not
Change Treatment Status)

California Florida Kansas New York Washington
Regression of 1992 Ul Charges
STC indicator -0.110 0.544** 0.393 0.049 -0.410
*
STC indicator -0.073 0.574** 0.487* 0.233 -0.306
*
Lagged Ul charges 4.841 22.925** 34.721** 45.905** 29.335**
* * * *
Lagged STC charges -10.825 -13.872 -21.680 -17.813 -24.506
Regression of 1992 Total Charges
(Ul'and STC)
STC indicator 0.597** 1.320** 1.323** 0.964** 0.782**
* * * *
STC indicator 0.592** 1.292%* 1.280** 0.896** 0.647**
* * * *
Lagged Ul charges 6.284 27.341*%* 31.972%* 43.001** 26.510**
* * *
Lagged STC charges 3.822 21.067** 13.160 40.328* 27.452
*
Samplesize 502 336 132 814 444
Source: State administrative records.
Note: For a detailed explanation to interpret the coefficients, see Chapter V1. Controlsfor firm size and its square,

one-digit industry indicator variables, and tax rate categories are included in all regressions.

STC firmsincluded in the sample are firms that had STC plansin 1992, had STC chargesin 1992, and had
matched comparison firms that did not have STC chargesin 1992. Comparison firmsincluded in the sample are
firms that had neither STC plans nor STC charges in 1992 and had matched STC firms that had STC chargesin
1992. If an STC firm or its matched comparison firm were excluded from the sample because of insufficient data
or achangein treatment status because of the definition change, both firms were excluded from the sample.

*Significantly different from zero at the .10 level, two-tailed test.

** Significantly different from zero at the .05 level, two-tailed test.
***Gignificantly different from zero at the .01 level, two-tailed test.
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Table E-6

(Sample of Firmsthat Did Not

Change Treatment Status)

COEFFICIENTS FOR REGRESSION OF HOURS
ON THE STC INDICATOR VARIABLE

California Florida Kansas New York Washington
Regression of 1992 Ul Hours
STC indicator -0.245 2.102*** 1.582 1.241%** -0.277
STC indicator -0.074 2.387*** 1522 1.941*** 0.062
Lagged Ul hours 22.290*** 42,902+ ** 115.131*** 43.460* ** 31.684***
Lagged STC hours -10.082 -48.748*** -16.143 -22.030*** -47.735*
Regression of 1992 Total
Hours (Ul and STC)
STC indicator 2.396*** 5.328*** 3.551%** 8.126*** 1.987***
STC indicator 2.576*** 5.558*** 3.290*** 6.883*** 1.865**
Lagged Ul hours 24.440*** 42.149*** 109.593*** 27.848*** 28.835***
Lagged STC hours -10.491 -40.986* 9.943 42.411*** 6.554
Samplesize 532 330 130 764 436
Source: State administrative records.
Note: For a detailed explanation to interpret the coefficients, see Chapter V1. Controlsfor firm size and its square,

one-digit industry indicator variables, and tax rate categories are included in all regressions.

STC firmsincluded in the sample are firms that had STC plansin 1992, had STC chargesin 1992, and had

matched comparison firms that did not have STC chargesin 1992. Comparison firmsincluded in the sample are
firms that had neither STC plans nor STC chargesin 1992 and had matched STC firmsthat chargesin 1992. If an
STC firm or its matched comparison firm were excluded from the sample because of insufficient data or a change
in treatment status because of the definition change, both firms were excluded from the sample.

*Significantly different from zero at the .10 level, two-tailed test.
**Significantly different from zero at the .05 level, two-tailed test.
***Significantly different from zero at the .01 level, two-tailed test.
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Table E-7
COEFFICIENTSFOR REGRESSION OF CHARGESON
THE STC INDICATOR VARIABLE, EXCLUDING
FIRMSWITH NO CHARGES

(Coefficients Times 100)

California Florida Kansas New York Washington
Regression of 1992 Ul Charges
STC indicator -0.312%** 0.301 0.228 -0.291* -0.928***
STC indicator -0.301*** 0.279 0.363 -0.101 -0.670**
Lagged Ul charges 30.900*** 36.508*** 30.510*** 36.089*** 41.523***
Lagged STC charges 4.650 26.917 -40.702** -25.326 -40.084**
Regression of 1992 Total
Charges (Ul and STC)
STC indicator 0.277*** 1.081*** 1.022%** 0.583*** 0.168
STC indicator 0.208** 1.008*** 1.054*** 0.524*** 0.198
Lagged Ul charges 32.702*** 46.638*** 28.946*** 33.641*** 33.220***
Lagged STC charges 34.598*** 61.746*** -6.664 35.446 20.199
Samplesize 993 375 183 907 631
Source: State administrative records.
Note: We excluded from the samples any comparison firms that did not have Ul chargesin 1992. For a detailed

explanation to interpret the coefficients, see Chapter VI. Controls for firm size and its square, one-digit
industry indicator variables, and tax rate are included in al regressions.

*Significantly different from zero at the .10 level, two-tailed test.

** Significantly different from zero at the .05 level, two-tailed test.
***Significantly different from zero at the .01 level, two-tailed test.
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Table E-8
COEFFICIENTS FOR REGRESSION OF HOURS ON
THE STC INDICATOR VARIABLE, EXCLUDING
FIRMSWITH NO HOURS

(Coefficients Times 100)

California Florida Kansas New York Washington
Regression of 1992 Ul Hours
STC indicator -1.2142%** 1.298* 0.975 0.351 -1.069*
STC indicator -0.880*** 1.353** 1.335 1.213** -0.607
Lagged Ul hours 29.837*** 45.160*** 100.891*** 29.185*** 30.650***
Lagged STC hours -15.832x** -6.661 -54.835 -26.300%** -60.728**
Regression of 1992 Total
Hours (Ul and STC)
STC indicator 1.057*** 4.243*** 2.085** 6.724*** 0.795
STC indicator 0.840** 4.238*** 2.247** 5.566*** 0.811
Lagged Ul hours 28.820*** 39.683*** 97.201*** 17.538*** 25.544***
Lagged STC hours 19.769*** 3.685 -25.644 40.816*** 1.576
Samplesize 945 378 182 877 618
Source: State administrative records.
Note: We excluded from the samples any comparison firms that did not have Ul hoursin 1992. For adetailed

explanation to interpret the coefficients, see Chapter VI. Controls for firm size and its square, one-digit
industry indicator variables, and tax rate categories areincluded in all regressions.

* Significantly different from zero at the .10 level, two-tailed test.

** Significantly different from zero at the .05 level, two-tailed test.
*** Significantly different from zero at the .01 level, two-tailed test.
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TableE-9

COEFFICIENTS FOR REGRESSION OF THE DIFFERENCE IN CHARGES
ON THE DIFFERENCESIN MATCH CHARACTERISTICS

(Coefficients Times 100)

California Florida Kansas New York Washington
Regression of the Differencein
1992 Ul Charges
Constant -0.107 0.587*** 0.366 -0.023 -0.679**
Constant -0.083 0.611*** 0.616* 0.169 -0.303
Lagged differencein
Ul charges 8.467 19.623** 42.427*** 45.401*** 12.663**
Lagged differencein
STC charges -4.132 -6.715 -31.844 -24.111 -45,298**
Regression of the Differencein
1992 Tota Charges (Ul and
STC)
Constant 0.619*** 1.415%** 1.487*** 0.902*** 0.557*
Constant 0.595*** 1.373*** 1.560*** 0.844*** 0.675**
Lagged differencein
Ul charges 6.336 24.886*** 42.257** 41.861*** 10.749*
Lagged differencein
STC charges 10.648 31.987 3.088 32.965 6.601
Sample size
(Pairsof firms) 251 168 66 407 222
Source: State administrative records.
Note: For adetailed explanation to interpret the coefficients, seethetext. Controls for firm size and its square, one-digit

industry indicator variables, and tax rate categories areincluded in all regressions.

STC firmsincluded in the sample are firms that had STC plansin 1992, had STC chargesin 1992, and had matched
comparison firms that did not have STC chargesin 1992. Comparison firmsincluded in the sample are firms that
had neither STC plans nor STC chargesin 1992 and had matched STC firms that had STC chargesin 1992. If an
STC firm or its matched comparison firm were excluded from the sample because of insufficient data or achangein
treatment status because of the definition change, both firms were excluded from the sample.

* Significantly different from zero at the .10 level, two-tailed test.

** Significantly different from zero at the .05 level, two-tailed test.
*** Gignificantly different from zero at the .01 level, two-tailed test.
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TableE-10

COEFFICIENTS FOR REGRESSION OF THE DIFFERENCE IN HOURS
ON THE DIFFERENCESIN MATCH CHARACTERISTICS

(Coefficients Times 100)

California Florida Kansas New York Washington
Regression of the
Differencein 1992 Ul
Hours
Constant -0.261 2.306*** 1.047 -1.024** -0.538
Constant -0.277 2.830*** 2.105* 1.981*** 0.047
Lagged difference
in Ul Hours 22.255%** 31.180*** 123.713** 48.356*** 11.174
Lagged difference
in STC hours 3.132 57.131** -23.579 -29.680*** -69.066**
Regression of the
Difference in 1992 Total
Hours (Ul and STC)
Constant 2.500*** 5.819*** 3.340** 8.036*** 1.758**
Constant 2476 ** 6.258*** 4.169*** 7.047*** 1.849**
Lagged difference
in Ul hours 22.476*** 32.000*** 122.201*** 33.390*** 8.992
Lagged difference
in STC hours 0.640 -47.424 4.170 34.577 -13.217
Sample size
(Pairsof firms) 266 165 65 382 218
Source: State administrative records.
Note: For adetailed explanation to interpret the coefficients, see thetext. Controlsfor firm size and its square, one-digit

industry indicator variables, and tax rate categories areincluded in all regressions.

STC firmsincluded in the sample are firms that had STC plansin 1992, had STC hoursin 1992, and had matched
comparison firms that did not have STC hoursin 1992. Comparison firmsincluded in the sample are firmsthat had
neither STC plans nor STC hoursin 1992 and had matched STC firms that had STC hoursin 1992. If an STC firm or
its matched comparison firm were excluded from the sample because of insufficient data or a change in treatment
status because of the definition change, both firms were excluded from the sample.

* Significantly different from zero at the .10 level, two-tailed test.

** Significantly different from zero at the .05 level, two-tailed test.
*** Significantly different from zero at the .01 level, two-tailed test.
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Table F-2 presents demographic characteristics of new Ul claimantsin 1992 for STC and non-STC
firs in each gate. Similar to the results in Chapter V1, there was no datiticdly significant difference
between the age digtributions of laid-off employees a STC firms and those a non-STC firms. We
therefore discuss some of the patterns found in the data, dthough we caution that these differences are not
large enough to be digtinguished from chance variability in the data

The age and gender differences between individuaslad off at STC firmsand thoselaid off from non-
STC firms were quite smd| (except for the gender differencein Kansas). Individuas age 25 or younger
were alarger percentage of individuas who were laid off than of individualswho wereon STCinthree of
thefive sates. In every state, the oldest group of individuas—those over age 60—was a dightly larger
percentage of laid-off individudsat STC firmsthan a non-STC firms. In Kansas, women were 30 percent
of those laid off & STC firms and only 20 percent of thoselaid off a non-STC firms. Itisunclear what to
concludefromthisdifference, given that it gppearsthat the percentage of women who werelaid off a non-
STC firmswas unusudly low (rather than that the percentage of women who were laid off a STC firms
was unusudly high). This pattern may have resulted because of Type | datistica error; that is, this unusua
result may have resulted because of “random noise” rather than because of an underlying, systematic

phenomenon.

Next, we compared the racia/ethnic characterigtics of individuas on layoff a STC firms to those at
non-STC firmstoexamineif STCfirmsused layoffsdifferently thandidtheir non-STC counterparts. Table
F-3 shows the racia/ethnic distributions of new Ul damants & STC and non-STC firms. These
comparisons contain a problem similar to the one in Chapter VI (and addressed in Section A): not every
state collected racia/ethnical characterigtics of claimants, so some states reported a large percentage of
clamants of “unknown” race/ethnicity. Only Washington's distributions were datistically sgnificantly
different from one another, but it isclear that this difference is attributable to the high percentage of new
clamants of unknown race/ethnicity & STC firms. In two of the four other sates, individuds laid off a
STC firms were more likely to be Caucasan than were individuds laid off a Ul firms, the remaining two
states had the opposite patterns. In Kansas, African Americans were a greater percentage of individuals
lad off at non-STC firmsthan at STC firms (7.6 percent compared to 2.9 percent), but that STC firmshad
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amuch higher degree of Ul dlamants of “unknown” race suggests we need to adjust the datafor the high
degree of missing.

Smilar to the analysis in Section A, the data were adjusted to correct for the high percentage of
clamants with “unknown” race/ethnicity. Table F-4 shows results from this adjustment. The Satisticaly
sgnificant difference between Ul daimants at STC and non-STC firms in Washington disappeared, and
no other state had Satigticaly different claimant racid/ethnic digtributions. Unsurprisingly, the difference
betweenthe percentage of African Americanswho werelad off a non-STC firmsand the percentagelaid

off from STC firmsin Kansas narrows.

We conclude that the characterigtics of claimants who were laid off from STC firms and from non-
STC firms were not detectably different from one another. Thisfinding is unsurprisng since (1) the bulk
of benefit recipients from STC firms are Ul recipients, and (2) demographic groups typicaly are
concentrated in particular occupations, and these occupations may be differentidly affected by thebusiness
cycle.
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TableF-1

ADJUSTED RACIAL/ETHNIC COMPOSITION OF NEW STC AND Ul CLAIMANTSAT STC FIRMSBY STATE,

FOR 1992
California Florida Kansas New York Washington
New STC New Ul NewSTC New Ul New STC New Ul New STC New Ul New STC New Ul
Percentagein 1992 Who Were Claimant Claimant Claimant Claimant Claimant Claimant Claimant Claimant Claimant Claimants
s s s s s s s s s
African American 12 35 8.1 10.8 0.2 4.8 8.1 9.0 0.2 14
Asian or Pacific Islander 14.7 12.7 19 2.7 0 0.5 0.8 0.3 22 1.9
Caucasian 57.2 54.6 77.8 75.0 90.8 91.7 84.2 82.8 94.8 92.8
Hispanic 26.6 29.0 120 11.3 9.1 18 6.9 79 25 30
Native American 0.2 0.3 0.2 0.2 0 12 - 0.3 0.9
Samplesize 268 309 175 157 11 19 165 147 105 154
Source: State administrative records.
Note: Pearson’ s Chi-Squared (?) testing was used to compare groups. Asterisksin the fields for new STC claimants for STC firms indicate that the

distribution of characteristicsfor new STC claimantsin STC firmsis significantly different from the distribution of characteristics of new Ul
clamantsin STC firms.

Firms that reported having more than 10 percent of their new claimants as of “unknown race/ethnicity” were excluded from the analysis. The
race/ethnic compositions of firms that were coded as having between 0 and 10 percent of their new claimants as of “unknown race/ethnicity” were
adjusted. The adjustment was to divide the reported percentages for known race/ethnic categories by (100 percent minus the reported percentage
of new claimants whose race/ethnicity was unknown).

* Significantly different from zero at the .10 level, two-tailed test.
** Significantly different from zero at the .05 level, two-tailed test.
*** Significantly different from zero at the .01 level, two-tailed test.
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TableF-2

AGE AND GENDER COMPOSITION OF Ul CLAIMANTS AT STC AND NON-STC FIRMSBY STATE, FOR 1992

California Florida Kansas New York Washington
Non-STC STC Non-STC STC Non-STC STC Non-STC STC Non-STC STC
Percentage of New Ul Claimants
in 1992 Who Were:
Under Age 162 03 01 0.2 0 . . . . 04 0
Age 16-25% 198 148 72 79 16.3 164 24.6 232 165 151
Age 26-40 496 525 50.6 50.1 62.7 52.3 432 122 52.7 53.9
Age41-60 217 294 35.9 3.3 19.2 28.6 26.8 265 26.9 274
Over Age 60 26 32 6.1 6.6 18 27 54 80 35 36
Percentage of New Ul Claimants in
1992 Who Are Female 34.8 A4 33.0 313 19.7** 30.0** 334 324 255 27.3
Samplesize 499 348 183 160 91 86 421 366 277 284

Source; State administrative records.

Note: Pearson’s Chi-Squared (?) testing was used to compare groups. Asterisksindicate that the distribution of characteristics for new Ul claimantsin STC
firmsissignificantly different from the distribution of characteristics of new Ul claimantsin non-STC firms.

#The datafrom Kansasand New York do not have a category for percentage of new Ul or STC recipients under age 16. Instead, these data have a category for
percentage of new Ul claimants under age 25.

* Significantly different from zero at the .10 level, two-tailed test.
** Significantly different from zero at the .05 level, two-tailed test.
*** Sjgnificantly different from zero at the .01 level, two-tailed test.
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TableF-3

RACIAL/ETHNIC COMPOSITION OF NEW Ul CLAIMANTSAT STC AND NON-STC FIRMSBY STATE, FOR 1992

California Florida Kansas New York Washington

Percentage of New Ul Claimants

in 1992 Whose Race/Ethnicity Was Non-STC STC Non-STC STC Non-STC STC Non-STC STC Non-STC STC
African American 33 37 10.2 111 7.6 29 101 81 1.7%** 15
Asian or Pacific Islander 81 121 22 27 29 09 12 0.6 3.0%** 21
Caucasian 55.0 52.7 717 74.2 8.7 836 634 67.4 87.1%** 80.7
Hispanic 291 280 156 113 26 32 89 78 5.7x** 26
Native American 09 0.3 03 0.2 0.7 05 0 0 1.9%** 08
Unknown 36 31 0 0.6 16 89 164 16.1 0.9*** 123
Samplesize 499 348 183 160 91 86 421 366 277 284

Source: State administrative records.

Note: Pearson’s Chi-Squared (7 testing was used to compare groups. Asterisks indicate that the distribution of characteristics for new Ul claimantsin non-
STC firmsissignificantly different from the distribution of characteristics of new Ul claimantsin STC firms.

* Significantly different from zero at the .10 level, two-tailed test.
** Significantly different from zero at the .05 level, two-tailed test.
*** Significantly different from zero at the .01 level, two-tailed test.
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Table F-4

ADJUSTED RACIAL/ETHNIC COMPOSITION OF NEW Ul CLAIMANTSAT STC AND NON-STC FIRMSBY
STATE, FOR 1992

California Florida Kansas New York Washington
Per centage of New Ul Claimantsin
1992 Whose Race/Ethnicity Was Non-STC STC Non-STC STC Non-STC STC Non-STC STC Non-STC STC
African American 33 35 10.2 108 7.3 48 113 9.0 16 14
Asian or Pacific Islander 8.7 127 22 2.7 32 05 11 03 30 19
Caucasian 575 54.6 718 75.0 86.3 91.7 78.1 828 879 92.8
Hispanic 295 290 156 1.3 25 18 95 79 5.7 30
Native American 09 0.3 03 0.2 0.7 12 - -—- 19 09
Samplesize 454 309 183 157 85 19 245 147 270 154
Source; State administrative records.
Note: Pearson’ s Chi-Squared () testing was used to compare groups. Asterisks indicate that the distribution of characteristics for new Ul claimantsin

non-STC firmsis significantly different from the distribution of characteristics of new Ul claimantsin STC firms.

Firmsthat reported having more than 10 percent of their new claimants as of “unknown race/ethnicity” were excluded from the analysis. The
race/ethnic compositions of firms that were coded as having between 0 and 10 percent of their new claimants as of “unknown race/ethnicity” were
adjusted. The adjustment was to divide the reported percentages for known race/ethnic categories by (100 percent minus the reported percentage
of new claimants whose race/ethnicity was unknown).

* Significantly different from zero at the .10 level, two-tailed test.
** Significantly different from zero at the .05 level, two-tailed test.
*** Significantly different from zero at the .01 level, two-tailed test.



Appendix G

EXPERIENCE-RATING SIMULATIONS

InChapter V11, we showed that both STC firmsand comparison firms had negeative short-run financia
impacts on Unemployment Trust Funds during 1992, but that the longer term impacts were sgnificantly
moderated by increasesin the Ul tax ratesthat firmspay. One short-coming of that andyssisthat it may
have confounded two different reasonsfor the observed tax rate changes: (1) tax increasesthat arisefrom
the experience-rating of the chargesincurred by individud firms, and (2) shiftsintheentiretax rate schedule
resulting from state-wide levels of benefit payment activity. 1nthisgppendix, we seek to disentangle these
two effects. Our reason for doing so isbased on the presumption that only tax rate changes of thefirst type
(those arising from experience-rating) should enter into caculations that address the long-term financiad
impact of STC. Legidated changesin tax schedules occur more or lessindependently of the STC program
and should not enter into the evauation.

A. MODELING EXPERIENCE-RATING

To assess the extent to which Ul and STC charges affected firms' tax rates, we attempted to model
the experience-rating process. Becausethiswasnot aprimary god of this project, however, our modeling
efforts were quite modest, conssting mostly of regressing the 1992-1993 changein firms Ul tax rateson
the charges that determine this change. Because dl of the statesin our sample use afisca year of July 1-
June 30 as the basis for subsequent calendar year tax rate determinations, afirst step wasto reclassify our
Ul and STC charge data on afisca year basis. Again, chargeswere normdized by firmsize (that isby the
1991 full-time-equivaent payroll) to control for the extreme heterogeneity in our sample. Results for the
smplest of these experience-rating regressions are reported inthetop haf of TableG-1. Ingenerd, these
regressions show that both Ul and STC charges were effectively recouped in dl of the study states. The
coefficients of the charge variableswere positive and sgnificantly different from zeroin al cases except for
Ul chargesin FHorida(wherethe coefficient was not Significantly different from zero) and New Y ork (where
the coefficient had a“ perversg”’ negative Sign). Inal cases, coefficientsfor STC charges exceeded those
for Ul charges, implying that firmswith such chargesare at |east aseffectively experience-rated asarethose
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participatingin theregular Ul program. Although we had expected that chargeswould have alarger impact
ontax ratesin the two benefit ratio Satesin our sample (Floridaand Washington) than in our reserveratio
dates, that did not, infact, seemto bethe case. Indeed, with the exception of Washington, the coefficients

for STC charges were remarkably similar across the tates.*

One potentid difficulty with the estimates of equation 1 isthat changesin the tax rate are constrained
by prevalling state maxima. Hence, the relationship between charges and tax rate increases may be
nonlinear. We examined a number of potential specifications that take this nonlinearity into account.
Resultsfor the most straight-forward of these are reported as equation 2 in Table G-1. For this equation
we smply entered a variable (GAP) representing the difference between a stat€' s maximum tax rate and
the rate the firm actualy paidin 1992.2 The square of this variable was aso included in the equation in an
effort to further capture nonlinearility. Ingenerd, it was expected that the Sign of the coefficient of the GAP
variable would be positive (firms with tax rates closer to the maximum would, ceteris paribus, be likely
to experience smaler tax rate increases), but that GAP? could have any sign, depending on the specifics

of thetax formula®

Reaults of adding the GAP variables to the experience-rating regresson were generaly quite
successful. The coefficient of the GAP variable itself was sgnificantly postivein dl sates except Kansas.
More important, the coefficients of the Ul and STC charge variables were increased by this addition, in
some cases by a subgtantid magnitude. In quditative terms, however, the results for equation 2 closaly
resembled those for equation 1: coefficients for STC charges dways exceeded those for Ul charges with
results being broadly smilar across dl states except Washington. Again, there was no evidence in the

!Interpretation of the numerical size of these coefficients requires some care. A coefficient of, say, 25 meansthat
each one percent increase in normalized charges increases the Ul tax rate by 0.25 percent. Since only approximately 40
percent of wages is subject to Ul taxes, this would constitute an “effective” tax increase of 0.10 (.25 x .40) percent of
payroll. Henceit would take 10 yearsto “pay off” the one percent increase in charges fromincreased tax collectionsin
the future, ceteris paribus.

2M ean valuesfor GAPranged between 2.34 percent (Washington) and 3.34 percent (K ansas). Mean valuesfor this
variable were slightly smaller for STC firms than for comparison firms.

SWe also tried several methodsin interacting the GAP variables with the STC and Ul charges (as would seem to
be required given the nature of the interaction between these variables), but the resulting estimates proved to be quite
unstable and unsuitable for our later simulation procedures.
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regressions of greater responsiveness of tax rates to charges in the benefit-ratio states (Florida and

Washington).

Although the experience-reting regressons in Table G-1 were generdly successful in indicating thet
charges do indeed raise tax rates, these clearly did not exhaust the potentia ways in which interactions
between charges and tax rates might be modeled. We bdlieved, however, that the results were sufficiently

accurate to usein smulations.

B. TRUST FUND SIMULATIONS

In order to estimate the extent to which experience-rating induced tax increases might aid in the
recoupment of Ul and STC charges, we used equation 2 from Table G-1 to predict tax rate changes on
afirm-by-firm bass. Our first computations were done for STC benefits aone. Because we wished to
anayze charges and tax liabilities on a basis that was normalized by 1991 payrolls, the estimated tax
changes as aresults of 1992 STC charges were adjusted by each firm'’ s taxable wage base to arrive at
an “effective’ tax increase; that is, the increase in taxes now stated as a percent of total 1991 payroll.
Fndly, actud STC charges were divided by these effective tax rate changes to arrive at an estimated
recoupment period.* Summaries of this variable are reported in the top half of Table G-2. Recoupment
periods averaged in the 7- to 14-year range for all states except Washington. These periods are
subgtantidly longer than the periods reported in the body of Chapter VII (see Table VII-5), thereby
suggedting that a significant portion of the large tax rate increases used to estimate the prior recoupment
periods resulted from shifts in tax rate schedules themsdlves, rather than from experience-rating per se.
Stll, because theinaccuraciesinherent in our Smple gpproximationsto states experience-rating formulas
are likdly to undergtate the true extent of tax rate increases, the results support the general conclusion that
STC benefitsare paid off in relatively short order through the operations of these formulas. To the extent
that STC usage deters regular Ul usage, true recoupment periods might be even lower.

“Noticethat this procedure assumesthat the coefficientsin Table G-1 (which are based on fiscal year charges) can
be applied to 1992 calendar year charges as well. Also, because STC charges appear in both the numerator and
denominator of the recoupment period estimates, this calculation can be greatly simplified in practice.
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Thelower hdf of Table G-2 appliesasmilar methodol ogy for computing recoupment periodsfor STC
firms negative baancesin 1992. For these smulations, tax rate changes arisng from both Ul and STC
charges in 1992 were predicted using equation 2 in Table G-1. These were then used to calculate how
long it would take for STC firmsto pay off the negative balances they incurred in 1992. Resultsfor these
cdculaions mirrored those for STC charges aone—average recoupment periods clustered around 10
years with much shorter periods being estimated for Kansas and longer periods for Washington. In most
cases, het balance recoupment periods were estimated to be somewhat shorter than those for STC aone,
thereby illudtrating the importance of the experience-rating of regular Ul benefitsthemsdalves. Thefindings
provide further confirmation that the negative Trust Fund impacts arisng from STC firms during
recessionary periods are relatively short-lived.®

*Additional simulations (not reported) suggest only minor differences between matched pairs of STC and
comparison firmsin the recoupment periods for 1992 negative balances.
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SO

TableG-1

EXPERIENCE RATING REGRESSIONS DEPENDENT VARIABLE:

1992-1993 TAX RATE CHANGE

California Florida Kansas New York Washington
(1.09)2 (0.89) (0.14) (1.58) (0.35)

Equation 1
FY92 STC Charges 22.76*** 19.07* 28.94*** 26.73*** 6.21**
FY92 Ul Charges 15.98*** 5.35 19.23*** -7.69** 4.27%%*
Constant 0.90*** -0.22** -0.22** 1.66*** 0.15%**
R? 0.08 0.02 0.16 0.03 0.05
Std. Error 0.83 171 0.89 1.33 0.85
F 50.3*** 3.0* 17.9%** 15.8%** 15.4%**
Equation 2
FY92 STC Charges 28.17*** 27.66*** 30.51*** 29.75*** 9.64***
FY92 Ul Charges 20.54*** 18.07*** 24.87%** 2.20 6.97***
GAP 0.87*** 0.49*** -0.35 0.78*** 0.32***
GAP? -0.13*** -0.01 0.09** -0.07*** 0.02
Constant -0.37*** -0.66*** -0.22 -0.07 -0.85%**
R? 0.25 0.19 0.32 0.14 0.39
Std. Error 0.75 1.55 0.81 1.26 0.68
F 100.0*** 24.8*** 22.0%** 38.5%** 104.3***
Sample size 1,152 422 196 992 648

Source; State administrative records.

Note:

4vlean 1992-1993 Tax Rate Change.

*Significantly different from zero at the .10 level of significance.
** Gignificantly different from zero at the .05 level of significance.
***Gignificantly different from zero at the .01 level of significance..
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Table G-2

ESTIMATED RECOUPMENT PERIODS FROM EXPERIENCE-RATING
(STC FIRMSONLY)

California Florida Kansas New York Washington
1992 STC Charges
Mean 13.50 12.01 7.88 11.98 19.11
Median 12.87 11.49 7.42 11.27 18.63
90th Pct® 26.30 17.16 11.22 17.00 23.64
Sample Size 418 188 89 432 302
1992 Net Balance
Mean 9.36 9.60 4.44 13.60 13.90
Median 8.43 9.20 3.76 12.73 14.16
90th Pct® 17.49 16.08 8.49 24.56 22.93
Sample size 277 138 59 211 247

Source: State administrative records.
Note:

Figures refer to the number of years by which 90 percent of all firms would have recouped STC charges of
1992 net balances.
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