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‘'would be required in three areas--employer eli ibility, employee

eligibility, and benefit calculation and payments procedures. A -

minimum of four sites would be chogen to provide variation.
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1mpact analysis for the respective groups. (YLB)
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This study was conducted and this report was prepared under
a contract with the Office of Policy, Evaluation and
Research of the Employment and Training Administration of
the U.S. Department of Labor under the authority of The
Comprehensive Employment and Training Act. Organizations
undertaking such projects under Government sponsorship are

' encouraged to state their findings and express their

\“'c

judgments freely. Therefore, points of view or obfnions
stated in this documeft do not necessarily represent the
official position of the Department of Labor.
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INTRODUCTION
If a government policy can help employers stabilize the;ijwork-s
?
Fforce over short economic ddwnturns, it may avoid a situation that is more

costly to most if not ali interested parties. What has long been claimed

1

‘in many European countries, but only recently in the United States, is that

some unemployment can be prevented more efficiently and equitabl§ than it
\Y

can be treated. In particular, some unemployment is cause&iby conditions

. v f

that are thouQﬁt by employers to be bnly Eemporary. .Such conditions might
]

include a nationwide recession that is predicted to be steep but short, or

: «
industry=-specific problems with mate;ials or product demand. Associated

[ <

with this unemployment are business responses that include short-term

* «

adjuséménts in the production process during the temporary downturn,

followed by hiring and (re)training during the recovery peripd. Thus, the

3

social costs of unemployment include the income losses for workers, the

1 .
efficiency losses and hiring and training c?sts for business, and the

h \

social service costs for government (i.e., taxpayers).

“  The programs that are used widély in Burope to prevent this type of
[ N -

unemployment are generally referred to as ﬁéhared—work compensation” (SWC).

L

" These programs minimize layoffs b§ altering incentives in a manner whereby

workers are often more willing to accept limited-dGration hours reductions

that are applied brbadiy rather than layoffs-:that affect only a few. The

-

key change in incentives is that workers are compensated for their partial

earnings losses with a share of their Unemployment Insurance (UI) benefits.

In this sense, the program‘can\ﬁeﬂviewéa as|a modification of the existing

UL programs. As additional benefits, wor¥ers most often retain fringe,
benefits and all other seniority priviléges.

v . . .
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A commonly used exalple is that if a firm must lay off 20_percent

Al

of its workforce, it may instead reduce all workers' timé'by only 20

percent, or one day a week, in lieu of any layoffs. This worksharing .

¢ . . R
scheme could be accommodated in the currqnt UI system with one basic rule

chanée: the ddllar-for-dollar reduction in benefits that now results from

.
-

. <~
earnings would be replaced with a percentage reduction. Thus, if a worker

is "laid off™" ;:} 20 percent of the work week, he or she could receiye‘20 .

. »

percént of his or her UI benefits (that is, the 80 percent of reéular fuii
time worked would reduce benefits byVBO percent). Of course, this examplei
is somewhat over-simplified since the conwersion of layoffs to more general

N 3 .
hours reductions will involve workers with different skill levels and wage

-

rates.
. ¢ -
As we discuss in this report, SWC may be expected to provide

W

significant financial and othe; benefits to Eﬁéiness‘and workers. These
’

include the following:

1" Firms may be less likely to 'lose workers during
" economic downturns because no one is actually laid off )
! and all remain employed by the firm; this would avoid
the disrﬁ'ptions and costs of hiring and’ training new
. - workers if those on temporary layoffs find new
employment . .

1 2. The management and productivity costs of the general *
_disruption caused by layoffs (e.g., reorganization of
the-production process) would be minimiz?9, and long- /
term productivity gains may be realized.—

T ‘
§
.

1/ ~ : o ' :
- . T .This point is reenforced in a recent study of productivity
conducted by the'Caongressional Budget Office (1981, p. 63).~
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There may also be some costs associated with SWC, and these

some are not.

1.

Affected workers would lose only part of their weekly °’
earnings, and.their losses would be significantly
Yeimbursed by partial UI payments; thus, economic

.

¢

disruptions' to individual households would be

minimized.

Spreading the effects of the downturn over a rarger
group of workers would avoid placing a disproportionate
share of burden on recently hired workers and may ;
promote -the broader” goals of equal employoment

opportunity.

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

programs.

,Firms would have considerably greater flexibility in
responding quickly to both adverse economic conditions
and economic recovery.

Because, under the program, firms will probably
maintain most fringe benefits for the employees who
must work the short weeks, total fringe costs to the
firms could rise, in that such benefits would not have

been qiintained during short-term layoffs.

4

Because more w
downturn, some

There may be some internal administrative costs to
firms in applying for and participating in a new

program.

~

. offset some part of the benefits.

These, costs "include the following:

Ve

While many of the costs are financial,

rkers are directly affected by the

the more-senior workers who would not
have, been affected by layoffs would share in some of
the income loss under the program.

Because of ;he increased number of individual

applicants, there may be increased UI administrative

costs.
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A fair assessment of SWC must consider these benefits and costs in

- gsome detail, and must défer&ine how they will be affected by alternative

M ~

program rules and administrative procedures. While such an assessment is
not possible with qurrently available information, it is useful to review

what is cdurreptly known about SWC' and to define -further how the program cdn
¢

T

be expected to affect various groups. Ultimately, our concerns are with
how society as a whole might benefit when the brdad range of.efficiency and

equity issues are considered. However, we, must a150«consiaer program
J4 ‘ -

impacts from the perspectiveé of labor, business, and taxpayers.; These are ¢

the issues that are considered in the next two chapters.

\
The final assessment of the benefits of SWC operating in our own

social and economic environment requires actual program'egperience,

- .

experience that will permit the examination of alternative adﬁinistrative

procedures as well as the direct measﬁr ent of program impacts. An

’ . 4

approach that h§s/been used widely in the past to gain such experience agd
to gquide subsequent.policy deliberation' is the implementation of a limited
scope demonstration. A demonstration would pexrmit (1) examination of
diffe?ent modes of implementati?n ;nd administration, (2) assessmenz-zi’*
what shoula be regulated.and the best form of regul;tion,‘and (3) |
evaluation of all short-run program impacts. The particular advantage of a
demonstration prior ts fqli‘implementatioﬁ is that it permits evalﬁation of
program alternatives on a scale that can be controlled, closely monitored,

and ultimately terminated. .A demonstration design is described in the

2 .

fourth chapter of this report. ; . . -

-
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- 7. ¥ II. BACKGROUND AND REVIEW

H

There is general agreement that the U.S. unemployment rate is

relatively high even during beriodé of sEronq economic activity. For
- . . > .

-

example, some analysts suggest that the "full employment” unemployment rate

may be as high a§;§.5 pefcent.l/ Even when adjuste& to U.S. defini~-.

tions, WesternﬁEufopean and Japanese unemployment rates are usually. well
below that level; Potential explanations for this difference cover a broad
range of sociologigal, historical, and economi; literature, but there is no
basic agreemenﬁ|as to a single underlying cause. There is aéreement,
ho;ever, thaé U.S. workers.seem more likély than workers in other developed
. countries to suffer layoffs in respogse t6 cyclical downturns, and éhat,
even during periods- of hiéh unemployment, layoffs are more frequent in’ the

United States than elsewhere.

3

The costs of unemployment can be seen in the reduced well-being

of workers and their families, in’disruptions of the production process at

firms, and in decreased demand for the goods and services produced in the

.

economy. Proposals for reducing unemployment and thereby mitigating its

costs have ranged from public‘service employment to expanding or changing
the existing U;;mploypent Insuraq;e (UI) system, to ;ast education and
‘training programs. One promising tool that has functioned effecgively for
years iA Europe iﬁ "sha;ed-work comgensatién."z_

-

N
.~ -
]

1/see, for example, Hall (1970) and Feldstein (1973).

- AY
2/mis is one of several names uséd for the concept. Others
include worksharing and short-time compensation.

Q\
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Shared=-work compensation: or,SWC, is intended to offer incentives

to -both employers and'employees in order to stabilize emplqyment.

‘

Essentially, it provides a method whereby a firm Can, in some instances,

. ' -

avoid layofszcompletely by placing-a larger group of its workers'on a

i

' [
short work.week during the tourse of the downturn. UI benefits-would have

-

.

a significant eﬁfect on workers' partial 16ss of. income resulting from the

short work.weeks. Such a program can be expected to reduce the incidence
I4
of layoffs and consequently have a favbrable impact on both the level of

. unemployment\and its volatility over a business cycle. Such a program

4
should also improve the overall efficiency of the ecgnomy by prompting,
[N L. . .

employers to retaiff skilled workexs and. thereby add Jo accumulated human

A

capital.

' ' \ . ‘
.y , . )

A. DEFINITION OF SWC ° T ’ ~—

Shared-work conipengation is a unique employment policy in that its
’ - .

goal is to keep workers in the jobs they have when threateﬁed by a
short-term interruption. In ccntrast, the focus of the current“ggate Ul
’ N

programs is on restoring some level of lost income for those who lose their

‘
s

jobgs. Thus, workers generally are better off financially (at-least in. the

short-run) ié they accept layoffs and collect UI benefits than if they work
part time. These programs contribute to job maintenance only.insofar as

emplofers must bear some program costs of aply layoffs thi?“gh experience

rating. .

4
. .-

In fact, all states do have some tygé\pf'partial-benefit schedule,
but these schedules are usually chanecteiifed by a dollar-for-~dollar
reduction in benefits for wages in excess of a modest weekly earnings

disregard. For a typical worker in manufacturing, these schedules

3 S,
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.

usually mean that no benefits are paid if an individual works two or‘more
QD

days per week. This means that few individuals can receive éértial

benefits; consequently, partial employﬁent during business downturns is not

. I
encouraged by the current UI' system. !

The idea behind SWC is that, when a downturn is expected to be

short-lived and the prewvious levef'of employment will subsequently be .

restored,'it may often be desirable tqfavoidglangfs completely by
¢ « ' ‘ . )
spreading the available work over all workers. One commonly used example {

Y

L™

is that if a firm must lay off 20 percent of its workforce, it may instead

R [y

reduce all workers' time by only 20 pexcent, or one day a week, in ligu of
any layoffs. This workshéring scheme could be accommodated in the current -
UI system.with one basic rule change: the dollar-for-dollar‘reducﬁion in
benefits thaé now results from earnings would be replaced with'a percentage
PN reduction. Thus, if a worker is "laid off" for 20 percent of the work

¢ week, he or she could receive 20 percent of his or her UI benefits (that i

-1 -
is, thé 80 percent of regular full time worked would reduce benefits by 80

2

-

' percent).

This description of SWC is, of course, oversimplified: the trade-

off of full layoffs for partial layoffs would 'be complicated by relative

' »

) lapor productivity, wage rates, and other considerations that could make

the tradeoff greater\or less than hour-for-hour. Workers are not equally

. ~

ékillfpl or productive; while those currently laid off are generally the - .

most junior workers, who tend to be the least productive, those partially

w

laid off under SWC would include all workers in a defined work unit (e.g., . \
" ar firm or shop). Further, wage rates are iijéely tied to productivity. \
Therefore, for firms to meet the same cost ‘or output reduction’ goals under - ' N

.SWC as they would under thé current program, a different level of reduction

“ N

% . o

1. . \\'




migﬁt be required, depending on the skill and wage rate composition of the

work-force. While the directiton of the difference between the two programs

)

is theoretically ambiguous, the weight of the argument suggests a smaller

percent reduction in the workforce undexr SWC.

B." SWC éxszRIEﬁcss TO DATE AND WHAT THEY TELL US

In many, Western European countries there appears to be a feeling bf
all interested éartié; that s£aring the existing work is preferable to
laynf?s during slack perisas.l/ Wbrks?aring legislation, which
provided at least some compen;ation from the government, was enacted in

several countries in the immediate post-World War II period. Although the
)
programs spread to other countries and continued to develop, the ‘current

programs have been shaped by the economic crises that began in the
: J

mid-1970s. The common feature of these programs is that for workers-on

/ ’
i 14

shortened work schedules the respective govermments reimburse some ‘percent

N

of‘their foregone earnings. However, the programs vary by such features as
the percent of compensation, compensation ceilingg,fthe length of the |
waiting period between the' start of the shortene; schedules and the
initiation of payments, the lengtﬁ of the eligibiliéy period, épd the

s

method of financing the program.
' > 4

The major ‘experiences with these programs cover fewer than six
:&

years, but their widespread use during the recent recession indicates the

importance as a countercyclical tool,‘ However, these experiences tell us

, N
1ittle about how SWC oan be directly implemented in the United States,

* 7
1/ : o Y )
2/ Reubens (1970), Henle (1976), Levitan and Belous (1977), and
Henle et al. (1979). ]

-
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‘because there are tw6 major differences between the European experiences

.

\ and any U.S. applicetion. The first is ihe role of organized labor. In

-

\ - .
' European countries, labor seems much morerinvo;yed in governmental and

i - “@u
t employer decisionmaking, particularly as it:* affects the worker.

~Furthermore, labor was usually enthusiastic ‘about the SWC concept from the
. start. To dﬁpe, U.S. labor organization§.have not shown this degree of
- - interest in ghé concept.lf In fact, their public statements hgveb
.exhibited caution or even peésimism ASout SWC.Z/ The other major ‘
- difference between the European experie;ces and any U.S. applicaéion is in
the rules of. operation. Aithough no specific U.S. ?lan is under' ’
v

" consideration, plaﬁg that have been discussed differ from the current

" Eurdpean plans. For example,® concern over the permanent subsidization of

B ‘ pgrt-time employment is likely to cause a somewhat short period for the
' lehgth ,of eligibility (discussions here have focused on worker eligibility’

. ~ L
for SWC of between 3 and 6 months per year, in contrast to a period up to

. twenty-four months for éhe West German plan, which is often cited as a
3/

model for other plans.)=

~

. q°' _ Closer: to home is the Cana&ian experimental.SWC program,
L~., implemenééa.in‘l977. Modeled after the West Gefgan program, the prograﬁ is
* ¥ designed to test the SWC céncepé in Caﬂada's own economic &nd social .
b . environment. Although many of the objeétives and regulations parallel some
- <. . ’ “
N | . 1/'rhis point is particularly stressed by Reubens (1970). - '
. ' -gdSee, for example, Seidman (1980a and b). I

) 3/ ' ‘ t

=’TPhere are also a great many differences among the European
plans, such that a comparative analysis of them would”not isolate the
effects of specific program features. ]

- -




European plans, there at least two notable differences surrounding its
implementation: (1) the emphasis on ensuring the economic viability of
firms andu(2) the lack of enthusiasm on the part of organized
la£or;l/ Actual implemengation was in the form of twenty-four pilot
pgogramé (independent agreements between empibyers and employees under the
flexible‘regul&tions of Employﬁen£ and Immigration Canada).

Although this is an experimgntal program, its design seriouslé

constrains the research. Th¢ primary design pro%l@ is that, while

~

individual programs are too small to génerate reliable evaluation results,

the programs Pre also too different to evaluate together. Further, there
are no cohtrol sites with,;which to compare the experiences of the -treatment

sites. The evaluation results that are available are based on individual

~

analyses of nineteen of the twenty-four programs, each conducted by

.
PR

independent consultants. While the refiabilitﬁ of specific research

. 2/
results may be low, some general patterns of results do emerge.

First, workers ;ﬂo participated in the program had modest income losses
relative to their hours logses, and they generally liked the program. '
Local union representdtivég also reportedﬂgsvorable impressions of the
program, although regional union officials ﬁ%ve raised some re;ervations.
Second, employeré reported a range of éositive to negative financial
experiences with SWC relative to regulaf UI,’and they also reported a range

of reasons for their experiences. There appears to be no consistent

pattern to these experiences. Finally, program costs were calculated to be

RN

-
1/ w
~’a discussion of the Canadian program's background is
presented in Sadlier-Brown (1978). . .

E/The evaluation results reported here are based on Canada .y
Employment and Immigration Commission (1979). ¢
\ \

10 g4




3

' 3

higher than those of regular UI; however, because there were no control
‘ '

4

sites, any suck calculation must be somewhat judgmental.

0

The United States has had very limited experience with either swC

or other forms ongorksharing.. As in Canada, organized labor in the United

¢

B

States has not been enthusiastic about the idea. ' Further, with the

exception of the recently enacted law in California, state UI rules do not A

<
-

permit compensation for partial layoffs beyond the limitations described
_earlier. Instead, most of the experiénce has been limited to a relatively

small number of voluntary agreements between laborsorganizations and :

3 [

‘employers, often negotiated in reébonée to an economic crisis. These

program§ are rarely implemented and involvé no %overnmental ccﬁpénsation..

—— ¢ -~
. -

Tﬁé United'States has somewhat more experience with permanent’ part-time

worker .schedules, implemented for the convenience of employees and

- .

1/ -
employers rather tHan in response to economic conditions.™ Because

a2

of the-zexhanenf/?9ture of the work-timé adjustment and because the
programs are often targeted to specific pophi;tions (e.g., secondary and
olde;‘workers), these programs are not really cdmparabié to éwc. However,
they do inditate that many workers in the United States would prefer to

trade some of their work time and income for additional time -that can be

4 . .

spent in home activities ox. leisure. *
The one instance in which the United States is gaining some

-
experience with SWC is through California's Work Sharing Unemployment

Insurahce program. This is an experimental statewide program that was
N\ : ‘
established in 1978 to mitigate the employment problems that were expected

to arise‘as 4 result of the Proposition 13 revenue declines. This program

. 0

?

l/For a discussion of the growth of the part-time work concept,
see Deutgrmann and Brown (1978). Part~time alternatives as well as other
alternate work sSchedules are described in Miller (1978). .

’

. . » {1 15) (




which is integrated into the regular UI program, has the following
features:

~

1. The group placed on reduced hours may comprise an

) employer's entire workforce or just specific units; '
however, it tust comprise at least 10 percent of the
regular workforce. : -

L § ‘ \\ -

2. Each' employee participating in the program must be
> eligible for regular UI benefits.

" 3.  Weekly benefits are calculated as the regular UI
' benefits reduced by the proportion of regular full “

time the employee works.

.4. Each employee is_entitled to 20 weeks of partial
benefits in a 52-week period, after which he/she is

still entitled to regular UI benefits (less the -
. amount used under the program) . .
8 t ’. s
S. Work=search requirements are generally suspended for .
. program paxticipants. ‘ . - -t

6. Where.a collective bargaining agreement is in effect,
' the union must agree to program implementation.

’

v 0 1 - . :
2an additional. feature of this program is that it is more completely

N

1 experience-rated~tﬁan the regular UI program: a special tax is levied
against employers with negative reserve accounts at the time they make use

17 -
of the program.-/ T W

° " fThe califdrnia legis:lation fhat authorized the program (and the

.
-

legislation that authorized its two-year extension) incfudés a mandate for

.

a report to ‘the State Legislature on its "use and operation. The research

for that report is currently underway; however, it is likely to provide
1 . ®
. . : . G

[4

-

E/F°ra full description of program rules, see State of
California (1978). For regular UI, employers with. negative reserve "
accounts do not increase their tax rate by laying off employees, since
.. are already paying the maximum tax rate. The length of time for which
will pay the maximum tax rate would, however, be affected by layoffs..

.
L] - ' . » -

" 12 ‘ 1,. e
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only limited information releyant to a wide-scale implementaticon of SWC in
- \ i . . .

the United Stq;es.l/ This assessment is, based on -'several °

consf&érations! the most important of which is that this research will ° - .

%7sess only a sirgle state'§ experiences, Although California is a large

and diverse state,, as with any single state it cannot claim to adequately

represent the social, economic, or politiéal conditions in other regions of
.o - " t
;hp country. This is a- particular problem for a program that, like‘swc, is

based on the state UI system: UI regulations and procedures vary greatly

frqm state to state, and-an adequate assessment of swc,iwill require its' .
. . * T - ‘ -

- . .o |
operation in several UI settings. Another consideration is®that the‘® & |
Pl d . v

regearcﬁ effort is a relatibelg_modest one conducted by the administering . )

agency-—-the Employment Development Department within California's Health -
¢ - . .

A

and welfare agency--to, address. the legislative mandase.‘ Therefore, it ﬁay

lack the appearande of objectivity and complgtehess that is necessary to

R v
4 .

attract serious review by potentially interested outsiders. ~
N -

- 3

C. OBJECTIVES OF THIS REPORT ‘ ' “ ,
_— The limited experience with SWC in this countzy is not a good '

lindicator of the level of interest in such a program. Several F/ \'
[% Lod - .

states-—-among them, New York, ;Qchigan, Arizona, and Texas--have seribusly

considered adopting such a program. Further, Patricia Schroeder, -a .

~

" Congresswoman from Colorado, introduced a bill into the 96th Session of 8

COngres§ (8.R. 7529), which, if passed, woulé have authorized the secretéiy

of Labor to conduct a demonstratién and to assist states in developing and

implementing SWC. The Department of Labor itself has had a longstanding

l‘_ ~ -

~ « »
“~ s [ ]

) J/For a discdséaon of the early research experiences in
California, see Best and Mattesich (1980).

¢
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‘be caused by misconceptions about the program. Iﬁ‘fact, a common concern

' -
interest in the concept, and this interest culminated in a design for a

SWC demonstration. However, the demonstration has not been implemented.

The steadg but slow progress that the SWC conce§§ has made,in

gaining support in this country reflects an ambivalence ¢n the part of all

interested parties. ,labpr, business, and government offiicials have found

some elements of SWC bepeficial to thei§ respective constituents.

Accordingly, some representatives of each group have actively supported

proposed implementétion, at least in a demonstration mode. However, others

<

have‘raiped concerns about how SWC would be implemented and how it would

-

affect their group. Manpy of these concerns are real, while others seem to
¢
expressed by some labor and buéiness representatives is that SWC would be
‘¢ \ N
relatively more beneficgal to the other group. The next chapter attempts
N . ‘I

to ‘increase the level of understanding about SWC so that all groups can

.fairly assess how SWC,is likely to affect’them. This discussion does not

W { . .
* resolve many of the concerns,\but they are documented for future study.

. .

*
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III. IMPLICATIONS FOR PARTICIPATING GROUPS
f

b1
- ' »
-

Each of the various groups that could in some way be ‘affected by
¢
shared-work compensation have their own interest in and concerns about the -

program. The following discussions begin with the broad societal
perspective, and then focus on three main groups--labor, business, and

government {or taxpayer§). We consider how the respective groups might

-

react to SWC and why, and we conclude with the major unresolved questions.

[4

¢
]

A.  SOCIETY . PN

[ >
Public progrgmé of the type under consideration affect many
.8 ~
grodps--those for whom they are targeted as well as others--and an !

. v -

assessmen;»of their valué or effectiveness must consider all related
impacts. Thus, a complete assessment must compare the benefits with the

costs for each of these groups, but it must ultimately aggregate their

Ie

impacts into a comparison of the overall, or social, benefits and cgéts.--

Most of the theoretical‘ﬁezelopment and any future Qsasurement of program
- . .
impacts must begin with the individual groups, and we turn to detailed
4 * i "
discussions of them in the following septions. However, it is useful to

]

prefééeﬁ;hgse discussions gith:an overview of the main social. N

céngiderations. - / . - \\

The first consideration for impltementing SWC is ecoriomic _

.

efficiency, which concerns the production of goods and services from the

5

. s
available resources (including labor) and their availability to society.

Employegs have two distinct perspectives on gfficiency. Those with limited

seniority will receive higher current income through SWC, and they may
) ‘\\J‘ *

receive benefits from job protection in the form of inofeased job skills

o and‘experienCe, which uitimately increase their value to the employer and,

4




' consequently, their~earning§. ‘Howeveér, if worksharing merely delays an ’
‘inevitable layoff, an employee's own delay in moving to an industry,

> occupation, or firm with more long-run promise may be disadvantageous.

N

»- Employees with more seniority would receive somewhat lower current income
» ; .

- -

Wnile participating. in SWC, but they might benefit both by being able to -

-

. buy more leisure during periods of worksharing (this is a benefit only if
R r . :
institutional constraints dictate a longer work schedule than workers .

would ideally like) and by receiving higher earnings in the long=-run as the

o

4 result bf-firms operatiﬂq more efficiently under the flexibility of the SWe

‘ * option. © 4

From the employers' perspective, SWC would prov}de more flexibility

for adjusting the amount of production during temporgrf downturns, reduce

M

. the costs (including productivity losses) of hiring and training new ’

L » workers during subsequent upturns, and reduce the need for labor "hoard-
) ing." However,\it is also likely to increase labor costs due to the

necessity of maintaihing contfibutiens for fringe benefits as shortened

work echgdules‘a;e substituted for layoffs;‘it may also inérease lapo;

' . costs in‘the long—fun to.coméensate eeniqg-empioyees ;or gartipipating in
. t .

SWC,.and may affect éhe long-rnn use Qﬁ-caﬁithl and labor . _

,The effects of SWC on incentives aed efficiency are quite complex

5
: .
from the perspective Sf the government and the rest of society. On the

financial side,cwe can‘only speculate about how SWC would affect UI program

Ld ’ 1 —rv
s costs, tax receipts, and the costs of otber affected programs, Similarly,

its effect on job matching and the availability of jobs is unknown.
. ) |
Further, it is uncertain’ how well SWC will serve the economy as a
\ ‘
. countercyclical tool (e.g., by maintaining the income of low=-wage

~
’

o

LY
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’

people, thereby maintaining spending during downturns) . To this must be
- b4
added ;he possible long-run benefit of increasing the sk%lls and

productivity of a broader base of workexs. * ‘

@

’ .
While the possible efficiency outcomes are generally understood .’
. LA N \
- - ° 7
there remains a great deal of uncertainty about the degree to which each »
. . ;

. . -
group benefits. As with' any issue involving labor, business, and

‘government, there is controversy over who might gain at another's expeﬁse.

" Resolving this~t5 eagh'group“s satisfaction is a matter for empirical

M -

investigation and education.’

<

The second considgragion for implementing SWC is equity, which

concerns the well-be@nq‘of the citizenry. ﬁany who advocate SWC cite

equity as a p;imary goal of the program. Their pasic concern is that the
, E ,
main burden of downturns in economic activity is bornme disproportionately

>

®

. ) 4 v
by cértain droups of workers. These are generally new workers--workers who

t 4
do not have the job protection of senjority. Traditionally, this has meant
, . . L

‘the young. However, in recent years, this has also meant women and racial

t ~ * ~

_minoritiés, sich these groups have bqgun‘to enter occupations in whicﬁ
previously. they had not participatéd in great numbers. L e
o TéAsenior wor£;:s, on the other hand;/éEGZE? gften means béing
"allowed to realize the bengfits and privileé;s that have already beé;

egrned. Job protection is one such benefit. For this group, itlseems .
inequitable to dismiss, a benefit they have worked fifteen, twentQ? or;?ore
years fol;' and to treat them in the same manner as a relatively new w'ofker.

f . A )
One challenge :for the SWC concept, therefore, must be to strike a balance

between these two views.

While this discussion h;s provided an overview of the main ‘social

‘ |
M v

( . | .




. B
_congiderations, it has provided &igg;g\gew insight or detail. For this we

turn to specific discussions for the, three main interest groups--labor,

Business, and govermment .

B. LABOR - ' - y
. ) hd 4 ‘
In ,this section we describe the ‘way in which individual wor;Ers or

employees might be expected to react to the introduction of SWC. The
. ~ "7 ‘
reactions are in turn divided into \what may be categorized as "short- °
. -
and long-term" effects. 'Thus, the discussion is divided into several

¢

- [ !
subsections. The first describes a general modgl of job preference through

-

which the' introduction of SWC can be evaluated; the'second describes
expected short-run effecégz and the third ‘describes ekéected.long-r;n'
effects. In the final subsecfion we digres? slightly to consfd:; issues
that maéibe'of paf%icﬁlar inpereét to labor organizaéion;.
S | . ' - 3 ~

/}. General Theory '

.
- ’

Workers' employﬁent decisions and the levels of labor services they
- 4 ”
offer are usually evaluated in the context of consumer~choice theory, ‘which

is based on the notion that workers maximize ‘their overall utility-or
well-being subject to constraints on the availability of time and income.

Thus, employment dec%sions can be shown to be based on wage and ‘other

ben&fit offers, nonwork sources of income, alternaté uses of time, and

!

personal characteristics. However, this decision process is

-

éther job and
not the area ;n which SWC is relevant. Instead, .SWC is relevant to

situations in which workers have accepted job.offérs and are worging in
those jobs, but are now facing somé Rossibil@ty of layoff. At issue is

whether they would be better sefved,by SWC or by the current UI program.

. .

oo
o)
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.Consider a worker's employment situation in- atfirm (or work unit)

¢

"1/,
;hat is faced with short-term workforce reductions.™ Under the P

[

current UI program the situation can be represented by the utility that the

worker attaches to the job (VUI) and the probability that he or, she N
’ -

. i
* will not be affected directly by the reduction. (P (The utility ¢

‘ vr’*
associated with the job also reflects the leisure time it affords.) That

<

worker faces a different level of utility if he or she is affected by the

1

workforce reduction (i.e., laid off) and is'forced into either the next

best #nployment opportunity or unemployment (WUI). * Thus, the expected

2
utility of the job with the current UI program (Ugy) can be represented

as : \J//’ . : )

L ' ~
= - - T e ’ -
Uyp =Py Vor ¥ (1= Byp) ¥ Ui (1

v

If, instead, the workforce reductions were to Bk implemented under

L)

SWC, there are analogous concepts of the utility attached to the job if the

s

worker -remains wnaffected by the reduction (VSWC); of tHe probability

that the worker will be unaffected (Pg,.), and of the utility attached

to the.joﬁtif the worker is affected (W The concept of being

swc)
affected by the workforce reduction is gsomewhat different under SWC, )

- however, since the worker continues in the same job,&sifhough at a reduced

’

level. The expected ut}b;ty of-the job under SWC (Uswc) can be

represented as: 4

. 3

= - . 2
Uswe Psuc v + %1 PSWC) \J ‘ (2)

swcC

Y |

~ This analysis is ad¢pted from the union-votiﬁg analysis of
Farber and Saks (1980).

A




. ' . 1 ~
} ] .

. /
N ) . The worker wounld prefer SWC to the current UI program if .it
‘ -
s,
produced a higher expected utility-+Ugy. > Uyg® Otherwise, he or

she would prefer to remain with the current program.
[ . .
The evaluation of worker preference is based on thg factors that

[
) 1
, ‘e underlie ;Pe P, V, and W variables and which thus influénce the worker's

expected utility under the two programs. Py, and Pgy. can take any

o

s value between one (whiéh signifies that the worXer is unaffected by the
r : J ’
reduction) and zero (which signifies.that the wdrker is affected). Prior’
. 2\ ’ v v
to an actual workforce adjustment, each worker's values would fall between
4 / !
/

the-two extremes. -(Of course, in most cases, PUI would not equal

Pswbt) However, when the firm actually adjusts'its workforce, Py1

and éswc will assume values of either zero or one. Most of our

discussion w411 assume this simpler latter case.
‘ *
Other characteristics 'of the employment situation (including any

i

unemployment)- are subsumed within the utility variables. These

i characteristicsginclude the direct monetary refiurn té work, fringe benefits
(e.g., insurance, vacation and sick leave, pensions, and disability
benefits), oéﬁgr mo;etary entitlements (e.g., UI 'and Social Security), the
nature of Efsrwo;kday (e.gs, usual hours, pdssibilities for évertime, ;nd

flexibility), the nature of the workplace (e.g., supervision, coileagues,
PO ’

" physical environment, and task structures), and’the value‘of any nonwork

time' (e.g., home production, leisure, and job search).

\/ 1 and V represent a worker's utilities associated with

1§} swcC

/;&e normal or usual-characteristics of the joﬁ under the respective

)

. programs if the worker is not affected directly by the workforce

N -

b reductions. While the values of these variables are often thought of as

equal, they may well differ if the workforce reductions that involve other

‘ -
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retain fringe ben

.2, Short-Run Effects\ of SWC

market responses to chj

workers' affect our worker indirectly through changes in the nature of the

~7

workday or workplace. One common example of this under the current uI

.

program is that a worker may be "bumped" into a less desirable job as a
) = L

result of layoffs that involve others. Examples under SWC might include

the loss of hours flexibility or the loss of valued colleogues.

.

The two remaining utility variables,'wUI ano Wene! are

quite different. A worker affected by a workforce reduction under the

4
.

current program faces' the next-best job situation that was always availéble

to him or her: If Q; job is“immediatély available, he or she generally

could receive UI benefits and other social services. Since tliis option is
always avai%able, we can -assume that each worker.derivss qfeater utility

from his or her basic, unaffected job situation than ?rom the next-best
alternative--\'l'uI > wUI' On the other hand, a wo;ker placed -
temporarily on a worksharing schedule would receive lower earninés, which

-,

~

would“be offset partially by a portion of the UI entitlemeno: the worker

would also 70:k fkier hours and“thus have moye leisure time, and would
its either fully or in proportion to time worked. We

;ill'assumo that a worker would prefer temporary hours cutbacks to

layoffs--W___ > e
ayo Yswe ~ Yur

-

.

“ The differencé between short-run and ioanrun behavior from the
perspective oé labo: i8 not well defined. .For this discussion we assume
that the short-run isg %he period ériot to (1) major contract revisions
where a negotiated contract is in effect (contract modifications to -

a&commodate SWC are not |defined as major revisions) and (2) major labor~-

L ) N v .
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» . . )
B

wOrkersyéith lower seniority who would be affected by a workforce

reduction under either program (P, = Pgue = 0) would base their

- . L]

program assessments on simply the comparison of W _ and W As

Ul swc*

described above, workers would always prefer temporary hours cutbacks to

layoffs (W . > Wy ) and thus would prefer SWC to the current -

- -

> L] ~
program (Ugg~ QUUI ) .

The story is quite different for higher seniority workers. ‘None of
these workers would currently be affected by the reduction (PUI = 1),

» . , -t
but they would be under .SWC (Pswc = 0)., Therefore, they would base

.
’

their program assessments on the comparison of VUI and Wswe: and

wﬁich value is greater ‘cannot be estaglished py‘theory alone. Higher
earnings, for example, would favor the status quo, as would partial losses
of fringe benefits and threats to the seniority systeﬁ under SWC. On‘the

other hand, the increased leisure under SWC, along with the preservation of
the nature of the workplace, would tend to favor SWC. While little

A

evidence on the outcome currently exists, it is commonly believed that

higher senior workers would prefer the status quo (QUI > WSWC) and,

<

> e .
therefore,_?UI Uswe o .

-

If we consider worker prefergncé at a time prior to the actual »

' -

institution of a workforce reduction,.the. analysis is more complicated. In

.

th;ﬁ situation, PUI and Pouc would take values between zero and one

) |
for each worker. Thus, the full equations for Uy and U as

shown in equations (1) and (2), would have to be evaluate®, and the outcome

would be indhterminate except for workers wi@h very high or very low

seniority (i.e., as PUI and Pgu~ go to the extreme values). _ :

‘

with this backgfﬁund we. can describe our expectations about -




-

\

T (1) who would prefer SWC over the current UI program, and who would thus

1 voluntarily participate in such a program, and (2) how workers would

respond to SWC.J/ bur expectations for participation depend on

workers' charactefistics; they include the following:z/

~ -

3 .

v ’ 1. Employees who are most likely to participate
voluntarily in SWC include females (who might place a
relatively high value of time spent on housework) ,
» racial and ethnic minorities (who might view SWC as a -
' . mechanism to promote equal opportunity), workers ‘
with little seniority (who might have a relatively
high probability of full layoffs at some point in
the absence of SWC), workers in small firms' or shops
who might have more familiarity with and concern for
. those who would be laid off in the absence of SWC), and .
. workers in nonurban areas (again, who might have more
. familiarity with and concern for those who would be-
laid off in the absence of SWC). Others in
these categories are less likely to participate
voluntarily. - ‘

2.’ Ambiguous effects on participation are associated

. with income (higher income workers have a higher

] opportunity cost, which is likely to be disportion-
ately uncompensated for by SWC, but they can

! better afford to consume leisure), age (no neces-

sary effect), and union membership {unions can

facilitate the negotiating process of voluntary

participation, but SWC might be viewed as violating

previously agreed-upon rights of seniority, work

schedules, etc.).

~

A The issue of voluntary participation is discussed in . . .

Chapter IV. )

E/Our expectation for each characteristic assumes that all
e - other effects are netted out. For example, while seniority is generally
associated with income and a number of other elements, the hypothesis for
seniority considers only that characteristic abstractéd from all related
ones. *




/

~ The remainder of our expectﬁtions relate to responses of employees to SWC:

3

1 N -~

+ 3. Participation in SWC will have an ambiguous effect on
othet labor-market activities. Second-job holding
or moonlighting may increase for workers on reduced
work schedules, although this increase  should be modest
- due to the limited duration of SWC eligibility. Moves
1 . to pew primary jobs should fall, as job-search activity
' will Be reduced due to fewer layoffk. (However, some
workers on worksharing may search for jobs with lower
probabilities of implementing SWC.)

4. The uses of time away from the job for human capital
_development ‘should be unaffected by SWC. Periods of
reduced work schedules are expected to be too brief
and uncertain to alter patterns of participation in
education or training programs, etc.

Y

5. Psychological reactions to SWC are unpredictable,

. gince the effects on both those who would and those
who would not have been laid off in the absence of
SwC aré ambiquouSo

6. On average, employees will be better off financially

! with SWC than with the current UI system., However,
1 . there will be obvious distributional effects between

those who would not and those who would have been laid
1 off under the clurrent system.

s
~ ‘e

3. Long=Run Effects of SWC

. In the‘long-run, workers can be viewed as fully adjusting to SWC

through both negotiated work agreements and job changes. Based on in}tial

employee and ‘employer experience with SWC, new work agreements should

establish rules and fegdlations tailored for using SWC within particular

firms or shops, and they should also set compeqﬁating benefits for the

\

¢ affected parties._ If there are substantial job changes or sorting in
/

N .
response to SWC, this should also be accomplished. We do not anticipate

- major job changes, as we indicate in the short-run hypotheseé for both
employees and employers. However, such a result is theoretically possible;

-

should it occur, it will be observed as a short-run sorting pPhencmenon.




* < .
»

H [}

The direction and magnitude of long-run effects are difficult’ to predict

.

! with certainty because of the convergence of short-run factors. However,

we would expect these effects to be refiected in employee benefits (as
-
- campensation for the redistributional charapter'of SWC), work schedules

(including both overtime and the implementation of worksharing schedules),
. "—1 A

geniority rules, and the definition of the firm, shop, or skill unit over
' which the worksharing schedule is applied.

be influenced by,su;h factors as:

o Workers' demands for leisure and the (presumably
negative) impact of SWC on labor supply
%

o WOrkers' attitudes toward risk and the (presumably
’ negative) effect of SWC on the equilibrium
\ probability of short-term layoffs

o Interaction of SWC with workers' .demands for .various
fringe benefits, the final result of which depending
on the substitutability or complementarity of SWC with

i : those benefits

o The relative bargaining power of employees and
; ' employers &

4.

Labor Organizations '
Labor organizations have raised particular questions about the

1
o operation of SWC and its impact on labor.™ / Perhaps the only certain

consequence of 'SWC for such orxrganizations is that, whare they exist to

1

represent workers, they will have a greater role in formulating policies

for layoffs. This would happen in the short-rnh because all proposals to

/

¢ is a negotiated contract; it would happen in the:long~run because future

t

’
-

1/ ‘ !
~ see, for example, Seidman (1980a and b).

m. Provass oy G - . 25 2.\1

_The final long—-run outcome will

\

date for implementing SWC require consent by labor organf;ations when there

.
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. ® ‘: * .
contracts could include specific ‘provisions for using SWC and, perhaps,

-compensating benefits.
Most of the guestions raised by laﬁor organizations about SWC,

however, concern peeived costs for workers. ‘These ihvolve work :"speed-
) i ’

ups," ease of layoffs, threaté to the seniority system, and the masking of
the.unemployment problem.
The speed-up issue is. difficult to«aségss because a distinction
. . .

must be made between "normal” p;oductivity changes and those that are
' - ¥
somehow newly imposed. Naturally, if the length of the wotkweek changes,

there may well be corresponding changes in’ productivity. The direction of

such changes is théoretically ambigquous—-workers may be more productive

¢

because there is less fatigue, or they may.be less productive because a

larger fraction‘of the workweek will be devoted to start-up and wind-down

-

activities. Beyonéd this, howevexn}is the fear that‘employers will demand a

full week's output from the short-week schedule, particularly where strong

unions do not exist to protect the interests, of workers. While this

»

concern may not be totally without foundation, it is difficult to imagine -

4

that if these latter productivity gains were possible théy would not be

realized in the present competitive environment--they do not seem more

’

achievable under SWC. '

]

The ease with which layoffs (or partial layoffs) can be made under

SWC versus the current UI program cannot be assessed with the available

£ . ~

information. The concern of labor organizatiops is that.it will be easier
to cut everyone's hours back instead of laying off a few workers

. ‘ . «
completely. The counterargument is that tﬁf workers who would currently be

laid qff havetbeen with the employer oqu a relatively brief time, and

. ‘\ . B »
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&

there is little mutual attachment between employee and the employer.
. . )

Consequently, in most cases, employers would rather lose those employees

" than 5éopardize their relationship with %onq:term, experienced workers by |

tampering with their work schedules (éssuming SWC was not favored by the
: ¢

‘more experienced workers).

A related ease-of-layoff concern is that employers may find it
easier to adjust iabor services downward through marginal hours adjustments
rather than, through more discrete employment: adjustments. This, it is
felt, would lead to a larger labo;fseryice adjustment. There is some merit
to this argument; however, positive labor-service adjustments will also
;;ove easier. Thus, employment would rebound faster at the end of a
downturn. ’Further, empl&}ers may be able actually to increase their (
"normal® level of employment if they have greatér flexibility for hours and
adjustments. (This is discussed further in Section C of this chapter.)

The use of SWC would imply a change in seniority rights, but it
would not ;hallenge the basic seniority ;ystem. ‘The change, of course, is
that workers who have enough seniority téj;e protected against layoffs
would be eligible for temporary hours reductions. (As described‘a?ove, all
proposals for implemeﬁtinq Swé require apéroval of such changes by labor
organizations when there is a negotiated contract.) However, no other ggrt
of the seniority system, including the accrual of seniority and its
priviléges d;ring a period of worksharing, need be effected by SWC.

with the way in which unemploymeq€ statistics are currently
reported, widespread use of SWC would tend to mask the severity of the

unemployment problem. However, this is a problem with the statistics

rather than with the program. In fact, "part-time for economic reasons"

27 3‘L
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data are collected, and workers on SWC would be reflected in these data.
J ) ) .
However, workers in this category are not considered "unemployed” in the

widely reported statistics;(

T. BUSINESS

.

This section ahalyzes the way in which employers might be expected
to respond'to the introduction of SWC. AB with the previous discussion,

this one is divided into subsections on general theory, short-run effects,

4

and long-run effects.
. N *

.

1. General Theory
J

. Employers' demand for labor services are derived from the demands

for the pro&ucts those eﬁploynrs produce and fsun the assumption that

, . . 1/
employers wi to minimize the overall costs of that production.™

r ~

Labor servifes (LS) are measured in hours actunally employed in production

and can be.disgqgreqatéd into three camponents&ﬂ1) employment (E--measufed

in number qf workers), (2) hours compensated per worker (H), and (3) the
‘ /

proportion of campensated&hgqfs actually used for §foduction (G~~hence,

(b-@ represents the proportibn of idle hours). Tgese components are

related to each other by the equation:
- 3 N
LS = (E) (GH). (3),

\

The importance of this formulation is to indicate that not only

must employers choose the level of labor services they wish to have during
- v |

4

1/ )
. — Use of the cost minimization assumption permits the theory
to be applied to.non-profit institutions and governmental employers, as

well‘as to profit-maximizing firms.




a period, but they must also decide what combination of employment, hours,

" S and labor utilization to use iq providing those services.; In general,.fhat
\(/ choice will depend on the level of output to be produced, on‘the nature of
/ an employer's‘capital stock, and on the relative costs of‘the three
. components of labor services.l/

. ’
In addition to specifying the cost-minimiz;ng choices for g, H, and
O, a complete theory of employers' demands for labor also réquires a
definition of the process by which these components are adjusted to theix
t desired levels, since such adjustments might be quite_costly to make.
Speeds of adjustments would be expected to be slo&er for those componentg
that have high adjfstment costs, aﬁd faster for those with low costs. Data
on an emplo§er's use of labor segvices at any one point in'time would not
be expected to reflect long-run equjlibrium ,choices but, rather, to reflect
. .
the v;rious components of labor services\in ;hrious stages of adjustment.
'Because of the definitional relationship embodied in equation (3), .
! it is clear that employers cannot adjust'LS, E, H,” and uj independently.
Rather, specification of any three components dictates what the value of
the fourth must be. One way to treat the adgustment process implied by

this identity is to assume that employers choose LS to be able to produce

what is demanded during a period, change E and H slowly over time to

1/ R
. — The choice between employment and hours has been intensive-

ly analyzed (see, for example, ﬁ}echling, 1965). The utilization . \
coefficient, ©, was first introduced by Fair (1969) to .explain movements in

labor productivity over the business cycle. Imﬁlfcitly, Fair assumes that ©

=1 in equilibrium (that is, all hours compensated are fully utilized in -
production) and that variations in © are a result of lags in 'adjusting E

and H. For simplicity, we will also adopt that approach, although there

-t are reasons why < might be less than 1 even when the employer is in
long-run equilibriums, . .
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minimize adjustment costs, and permit the utilization rate ( ) to act as a

-

buffer. Hence, short-run changes in LS are accomplished first by changing
; over time, however, returns to its equilibrium value (say; 1) as
employment and hours are adjusted.
Fugther, it can be argued (see, for ékample, Baily, 1977) that

employers prefer to adjust hours rather than employment, and theg will

-

adjust B to bhg\éftent possible. However, when LS must decline during an

economic downturn, thg adjustmént mechanism is congtrained by workers' |

~

income options: as hddrs and the associated earniﬁgs fall below some
threshold, workers will leave their jobs for other jobs or evén for
unemployment. With the cu;rent UI rules favoring full layoffs to hours
adjustments,-emplofers are effectively constrained in hgw much they ci%
adjust H before adjustffnté are made (involuntarily) in'E. Employers can
contréi this process only by.adjusting E themselves. Because these are the ‘

adjustments that are expected to bé the most affected by SWC, we will -

assume that employers ﬁo.indeed operate in this way.

.
o

=t
<2 ‘Short-Run“Egﬁects of SWC

-

. -
Q Availability of SWC benefits would be expected to affect the
- ®

behavior of employers in both the short~ and long-run. For short-run

analysis it is convenient to treat as fixed the employer's'capital stock

and the relative costs of each of the components of labor services.l/
Hence, in the short-rgr, SWC affects only the spe%d with which employers

adjust E and H, not the long-run equil brium values for those variables.

"

*

o

l-/I"or example, the costs of the l;bor may be fixed under
long-term labor contracts. .

{
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Since SWC would be expected to decrease the cost of employers' adjusting the
hours of wer% and, possibly, increase the cost of adjusting employ~-
s mentl/ our théory leads to several expectations about short-run

behavior: T
_/l '

1. Availability of SWC will increase the speed with which
hours of work rgspond to changes in the demand for

! ' labor services (i.e., to changes in the employer s »
output) and decrease. the speed with which employment
‘ -“ responds to such changes. -
i ‘ . - .,

2. Because the increase in adjustment speed for hours will
be greater than the decrease in adjustment speed for- ,
employment, labor utilization is expected to become
¢ higher and more uniform over typical cyclical movements
in demands. Hence, observed hours employed may become
less staE}e and follow output fluctuations more
closely -~ . )
3. SWC availability will have a different impact on
' employers, depending on the extent to which adjustment ,
costs are actually affected. In particular, edBi yers
with flexibjlity in the ways in which their capital -
stock can be utilized will be more significantly
affected than those without such flexibility.

4. Using SWC rather than the current UI program will have
labor-cost implications for employers, but the b

. ’ direction of the cost changes will vary by employer.

For ddwnward adjustments in labor services, SWC,

relative to the current program, helps employers re-

tain skilled workers, thereby reducing subsequent

» 1/ :
~ Reasons for expecting hours-adjustment costs to fall )
' include less worker opposition to reduced hours, greater awareness by

employers of the reduced hours option, and possible administrative services
provided by the government to firms contemplating hours reductions. These
changes would be expected to have an opposite (and probably smaller) effect
on the costs df adjusting employment levels.

2
'/Various restrictionsgon the SWC program may substantially
moderate this effect. We discuss such administrative procedures in Chapter
Iv. :
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~

hiring and training costs; it may also lower
direct salary costs because of the reduced
work time of more highly paid workers
(depending upon how layoffs of lower
seniority workers convert to general time
reductions). On the other hand, use of SWC
will generally require higher fringe-benefit
costs per full-time equivalent employee, and
it may lead to increased UI costs. ,
Using SWC rather than the current UI program
will have an indeterminaté effect on pro-
ductivity. It may increase due to both -the
increased flexibilitdy in adjusting labor
services and the lower incidence of worker
turnover. It may decrease due to the cut-
back in the hours of more skilled workers.
SWC availability may Have a different impact’
on the hours of workers, depending on their
skill levels., The direction of this effect -

is R predictable on a priori ounds, how=-
ever?z/ 4FL\\\\_

3. .Long-Run Effects of SWC

equilibrium value (say, 1), and the impact of SWC will occur primarily
through the program's influence on the relative marginal costs off

’ 2/
employment and hours.=

. 4
expected to influence both employers' choices about what mix of workers and

In the .long~run, labor utilization can be treated as fixed at its

1

L

’

than are low=skilled workers'

1977).
clear.

done in the absence of the program.
first time, open the possibility of adjusting hours for low=skilled
workers; hence the relative impact on that group will be greatere

u

1/ :
— It is generally believed that skilled workers' hours are

more likely to be adjusted and their employment less likely to be adjusted
hours and employment (see Greer and Rhoades,
However, the impact of SWC on these adjustment methods is not

On the-one hand, SWC may make it even more attractive to retain
skilled workers during downturns by utilizing reduced hours than would be
On the other hand, SWC may, for the
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fotmaliy analyzed, see Azariadis (1975) or Feldstein (1976).

—

3

l 7
increase in the marginal cost of hours ralative to-the cost of employment

5

Ly
(as might occur if SWC causes workers to gemand higher bonases for

io increase hiring and reduce

¥
+

*reqular® overtime) would cause employers

. 8
hours per worker relative to what would hav% prevailed in the .absence of
/

. § .
SWC. Employers will make changes in their d@pital,sto?fjggpmake better use 3

N . .
of this changing mix of workers. , i 2y , .

@
K

t

We expect SWC to affect relative labo§~costs through its long-run
*
impact on labor contracts.l/ While we are not able at the present time

to predict the direction of that effect, we have identified a number of

-

factors that will influence the final outcome. These include the same
factors that we listed for the long-run eféects of SWC on employees, as

. s 5
vell as employers' technological probabilities fop adapting their capital

stocks to a changing mix of labor services. : .

-~

D. GOVERNMENT . .

~. Labor a7d business are the two groups that will be most affécted by

SWC and that have the most interest in the program. However, some of th

program impacts that were discussed for one or the'other groﬁp'(e.g.,
I , ' P \ .
increased productivity and the improved economic status of women and

minorities) are alsovlikeiy to~be of interest to others in society who are

'

not directly invelved with SWC}\\There is another set of issues of broad

interest that we have not yet discussed--the administrative orx goverﬁmental' ’
. - )
, ¢ o .
- o \\\
1/ ™~ \J .

~ For examples of the way in which this impacg\might be

b
. 0

9 ‘3"‘ . . .
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use to achieve a given level of labor services and employers' choices
about the amounF and types ofvcapital,equipment to use. For example, an
increase in the marginal cost of hours relative to the cost of employment
(as might occur if SWC causes workers to demanﬁ higher bon;ses for ,
v "regular" overtime) would cause ;mployers to increase hiring and reduce
hours per worker relative to what would have prevailed in the absence of
SWC.. Employers will make changes in their capital sto?k to make be£ter use
- of this -changing mix of workers.
‘ We expect SWC to affect relative labor costs through its long-run
’. . ° impact on Xabor contraéts.l/ While we are not able at the present time
to predict the direction of that effect, we have ideptified a nu;ber of
faetorsithat will influence the final outcome. These include the same e
factors that we listed for thq long-run effects of éwc on'emploxges, as

F . well as.employers' technologicai probabilities for adapting their capital

1 ‘ stocks to -a changing mik of Jabor services.

. D. GOVERNMENT

Labor and business are the two groups that will be mosé affected by
SWC and that have the most interest in the program. However, some of the ‘
program impacts that were discussed for one ;r the other group (e.g.,
increased productivity and the improved economic status of women and

- - ) ‘
minorities) are also likely to berof interest to others in society who are

-

not directly involved with SWC. There is another set of issues of broad

interest that we have not yet discussed--the administrative or governmental

M ] \ 3 /q
2 . ) 7 ,“
. 1/ ‘ - .
~ For examples of the way in which this impact might b
» formally analyzed, see Azariadis (1975) or Efldstein (1976).

-
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Two factors tend to offset possible cost savings. The first is

that administrative costs might be higher under SWC than under the current

S

program, because more individual claims would have to be processed for the

same number Jf full-time equivalent layoffs. However, such an increase in
. "\&g ) -

costs may be abl¥'to be kept small through administrative streamlining made

i : ‘ . 1 .

possible by the firm=-clustering of applicants.—/ The other offsetting

factor iBs that UI benefits are a positive function of earnings in a defined

base period. Thus, even if the use of SWC causes a smaller percent

reduction in labor services, increased compensation for workers with higher

N\
base period earnings will at least partially offset any savings. However,

unless program rules are liberalized with the introduction\of SWC, the .

benefit ceiling imposed by states will limit the average increase in,
A

compensation.
\

There are a large number of costs associated with other government
programs that ﬁight affect the relative costs of the two programs, The
most obvious are those that relate to labor-market information and
training. The purpose of SWC is to provide more attachment between‘ -
employees and employers, at least during temporary business downturns. To
the extent that this effort is successful and does not simply delay
layoffs, the costs of proyiding new job information and of fetraining

' workers (in both of which activities the government is heavily involved)

1 ' . ‘
would be saved. Other cost savings should result from the decreased use of

-

2

transfer programs. . .
5
A~
e
o -

|

1 . .
/Such streamlining procedures have been adjpted in the
California 'program. For details of their procedure‘, see State of

California (1978). Such procedures are also described in Chapter IV.
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E. KEY UNRESOLVED QUESTIONS
While the previous sections should help clarify the issues

surrounding the implementation of SWC, they also suggest many questions

L NN :
that cannot be answered satisfactorily with the information currently

available. A method fdr obtaining more information short of full

implementation is discussed in the next chapter. . As the motivation for

.

this effort, we conclude this chapter with a ligst of the key unresolved

5 . .

questions. ' .

Iat : - |
1. What are the social-efficiency implications '
of SWC {n th short~run? In the long-run?

~—

2. What are the equity implications of SWC? In .
particular, what are its distributional con-
\ ' sequences? ‘

3. Which workers would prefer SWC to the current
- UI program? What are their personal character-
istics? What are their job characteristics?

4. How will SWC participation affect income,
nonwage benefits, and other aspects of w0rkers ) .
well-being? ‘:‘ N,

5. 'What forms of compensation and/or special provisions
will labor organizations bargain for in response to
the possible use of swc?

6. To what extent will hours adjustments be used
instead of employment -adjustments? . Will SWC
lead to greater or smaller labor-service adjust-
\ ments?
'
7. How will the timing of labor-gervice adjustments--
for both downturns and uptuf;§~~be affected by SWC?

8. What will the productivity consequences of SWC , .
be in the short-run? In the long-run?
‘ N
9. What are the costg of SWC and how do they compare
* to the current Ul pragram? How are these costs
distributed to business, bor, and others?

10. How will SWC integrate administratively into the

current Ul program? What rule changaes are necessary .
or desirable? 5o
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PR
IV. PLAN FOR GENERATING MORE INFORMATION

The previous chapter concluded with a number of unresolved
questibns about shared-work compensation. They are actually of two broad

types:. (1) those relating to administrative and operational considerations

.

and (2) those relating to program impacts on the various interest groups.

These questions raise a common dilemma: they cannot now be answered

¢

because of the lack of actual program experience; yet, geneiél program
implementatio# which will generate this experience is not feasible without
more information about program administration and impacts. An approach
that has been used widely in the past to gain such experience and ég guide
subsequent poliéy deliber;t;on is the implementation of a limited;scopé
demonstration. Such a d;monstration would permit an examination of actual
program operations without the risks associated with full‘impleAentation of
an incompletely tested program. This chapter describes in general terms

suych a demonstration design.

A. THE NEED FOR A U.S. DEMONSTRATION

As we described in Chapter II, the only widespread use of SWC to

-

date has been in several Western European c?untries. However, even if

these countries' programs were fully evaluated (and this possibility is

limited py.a lack of data), they would tell us little that would be

directly appiicable to a U.S. program. The problems are, first, that the
;ocial envir;nments into which they were introduced and operate are very :
different érom our own, and, second, the program rules are very differen?

from those under discussion for a U.S. program.
L}

The Canadian experimental program offers more promise because the

- %
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social environment is similar to ours and because program rules are similar

' to those under discussioé here. Unfortunately, the experimental design is
badly flawed, so that research findings a;e not likely to be reliable--at
least not beyond the specific prograﬁ sites.

Of operating programs, this leaves bnly California's new
e:fperimental program--the Work Sharing Unemployment Insurance program.
This program is very representative of what has generally been proposed for

SWC in this country. It is essentially a limited~duration program

incorporated into the state UI program. It will undoubtedly provide useful

information about the implementation of SWC in this country, particularly

about how SWC can Bperate smoothly as part of an existing state UI system.

However, we have suggested two reasons why, for considerations of

wide~scale implementation, this information will be limited. These include

(1) the confinement of the program to a single state that, like most

-

states, has many unique characteristics, including its UI rules, and (2)

{ the lack of a comprehensive, external evaluation.

T It is clear that we do not now have the information we need to

1 judge adequately the benefits and costs of implementing SWC, nor are we
likely to obi:ain this information from existing programs. An answer to the
information dilemma, one that has worked well for assessmenés of related
programs, is a demonstration. A carefully designed demonstration would Be

broad enough to provide a great deal of information on the issues, but

limited enough' to control, monitor, and ultimately terminate.

-

By their nature, such demonstrations differ from full program

implementation in a number of ways. Common differences include duration,

-
- ” -

, coverage or area saturation, and the care with which administration is

38
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demonstration must be made very carefully, and that all issues of interest

cannot be analyzed. For example, the limited duration of the demonstration

|

|

|

|

. |
performed. These differences mean that extrapolations from the |
|

|

|

|

|

precludes a full determination of the long-run impact of the program. The
use of only a few sites prevents us from knowing fully how tge program will i
operate and yhat its effects will be in all environments. Despite these ‘
limitations, a demonstration will show whether the program can be operated
successfully, how it sh;le be operated, and what its short-run impacts are 0
for labor, business, and otherse. 'This will provide important information
for future discussions on the general implementation of SWC.
: 1

B. PLAN OF A DEMONSTRATION |

. |

3

In order to learn as much as possible about SWC in a real:wo}ld

context, the demonstration should be planned aé a comprehensive, voluntary,

entitlement program replicated in each of several sites. That is, any

|
employer and its employees qualifying undef the/eligibili;y criteriagused_ . i
in the deménstration could then be certified fo receive SWC benefits. The
demonstration would thus be a large endeavor and would be of significant
help in policymakers' assessments of administrative and operational issues
and of program effects on labor, business, gover;ment (including tﬁ;
administering agency), and society at large.
Fhe .demonstration is discussed in five parts. These include
administration, regulations, site selection, data collection strategies,
and comparison-group methodologies. Of course, these discussions summarize
only our ideas for a demonstration, and those would have to be modified if
the underlying premises were changed. However, this design does reflect a

- ; 2
great deal of intensive work on the topic by us during an earlier
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demonstration deeign effort for the Pepartment of Labor. , !

)

\
1. Administration _ \

“

There are several approaches for administering SWC. The "state”
model emphasizes close linkages between SWC and the current UI program.
The current program is really a collection of fifty state programs, each of

which is somewhat different from the others. This system recognizes

-

differences in a¥ea needs and attitudes. There w;uid Le no p;oblems.ih
integrating the SWC concept into the individual state programs: the SWC
regulaéions would caﬁform closely to each state's UI regulations, except :
for the altérations necessary to accommodate SWC.

An alternative t; this state model for implementation is the
"federal” model. ,This model stresses the unique-qualities éf SWC‘aﬁd’

requires its own operational structure and regulations paralleling th$sé_in »
the current state systems. The objectives of the federal model are t§ ;“
standardize the prdéram across states and to permit more direct, central: ' .‘
control éver requlations and procedures.

The model we suggest for a demonstration is Eased largely on the
state model because we believe this is the most likely way in which SWC
would be iﬁg&gmented.i/ This approach makes use of the existing
ad;inistrative structures, and builds on a system that already has

widespread acceptince by workers and employers. It provides that program

features such as the base period, certification processes, benefit

l/This is- supported by the fact that most of the
consideration of SWC in the.United States has been at the states'
initiative. Further, Representative Schroeder's bill (H,R. 7529), the only
tangible federal effort in this area, was really an attempt to assist state
implementation.
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computation and payment procedures, enforcement and compliance, and%other

A

administrative details all have a local basis from which they can be

modified as neg;aéﬁg;/:;-;:;t the needs of SWC. Further, SWC can actually

be operated through local UI.offices\:

However, there must be some deviations from a purely state model,

o

for the sakg of simulating an on-going program rather than one in a

sta,gup mode. In particular, there must be a carefully constructed

.

public-relations effort along with technical assistance for employers and
labor groups. ese 'components would serve to increase awareness in a
short time §eriod’abdut a concébt that most potential users have not given

serious thought to. Further, the technical assistance would be necessary '

_to assist interested parties in adopting the program. It is important to

recognize that these procedures should not be used to advocate using SWC.
They are simply necessary in a limited-term demonstration to reduce the

start-up time and maximize the period of steady-state operations.

2. Regulations

The success of a demonstration depends largely on thé care with
which requlations are drafted. It must be designed to maximize what is
learned about programs that might subsequently bé implemented. This
suggests that those characteristics of a program that are firmly,
established as part of any implementation of that program should be
simulated in the demonstration. On the other hand, where there is
uncertainty about pro;ram characteristics, demonstration regulations should
be sufficiently drawn when possiblé to permit an assessment of the areas of

uncertainty. In many instances, this assessment, will reveal that what was

thought to be a potential problem in need of specific regulation is not a
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) serious one at all. Such investigation can thereby mitigate the

incorporation of unnecessary and burdensome rules and regulations into any

subsequent programs. ' ‘
SWC presents some uncertainties about the best form of regulations
and what must be requlated. Accordingly, the general approach in drafting
demonstration regulations is to be reasonably unrestrictive. This approach
will produce valid information about what would really happen during the -
operation of SWC and, thus, about what types of additional regqulations
should be devised (i.e., are necessary Fo prevent some types of behavior
and/or are cost-effective) if SWC were to be implemented nationally.
Naturally, this anrestrictive approach must be balanced against the need to
protect the rights and interests of all affected groups. |
Regulations are required in three broad aéeas-~employer
eligibility, employee eliéibility, and benefit calculation and payments
procedures., Possible-regulations for each area are discussed-in tuyn.
Employer Eligibility. Many of the existing UI regulations would
also serve swc; Thus, the definition of a covered employer would generally
follow that of the rééular UI system. Also, reduced work schedules leatiing
to SWC claims ?;s measured in full-time equivalent units) would be
experience rated in the same manner as layoffs resulting in regular UI
claims. Finally, employers would have all the reporting obligations for
SWC that they have for the current program.
New regulations are necessary in several areas. First, the amount
of work-schedule reduction that would qualify for SWC must be determined..
Compensation for Yery small work-schedule reductions, for example, might
encourage‘too/frequent a use of the system when minor changes in output
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seem desirable, thus burdening both labor and the administrative systém,
Very large work-schedule reductions are already covered in most states by
existing partial-benefits schedules. SWC could reasonably apply to
situwations in which work schéduleg are reduced by a minimum of 10 percent
of the regular working hours {20 percent is an alternative) and a maximum :
of 60 peréent. ) ;

A second area in need}éf requlation is the definition of the work
unit that could be declared eiigible for SWC. This .is necessary primarily
for program qdministration-:deterﬁlning benefits and monitoring program
use. Consequently, employers should be able to define the units in a way
that sefves their interests (with the agreement of any labor organizations)
and should be able to enroll any or all of them in SWC.

The third area in need of .requlation is the length of the
eligibility period for a work unit. A restriction is needed to ensure that
the program serves its intended\oijective of easing the burden of temporary
downturns. Without sqfh,;'regtriction, the program could be misused by
subsidizing deciining industries to delay desirable (at least from the
social perspective) labor-force adjué%ments. The eligibility period for a
work unit should be at least three months and not more than six months, and | i
there should be only one eligibility period per year. The work-schedule i

. |

reduétion need not be constant throughout the period, and, in fact, there |
could be weeks of no reduction within the period;

There are.several other areas in which regulations might be
desirable. These require some judément because they may be areas in which

there should be no restrictions during the demonstration so that analysts

can assess the need for them in the future relative to the administrative
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costs. One such area is firm hiring. It seems logical that, with limited
exceptioné, employers should not be allowed to increase their workforce in
a work unit participatiné in SWC. Other areas include employer
certifiéations that there would have been layoffs in the absence of SWC,
and that they will not revise productivity Ftandards during the SWC
implementation. All of these argas represent potential problems with SWC,
but their severity and specific nature, as well as the least costly way to
minimize them, need further investigation.

Employee Eligibility. The main employee eligibility rules for SWC

can follow quite closely the eligibility rules for the regular UI programe
First, they must work for covered employers. Further, they must meet the
usual base-period requirements of the state UI system,‘and they must be
eligiblé to receive regular Ul benefit;.

Several new, supplementary rules are also required. For example,
SWC benefits received by employees during the demonstration should not
affect their continued eligibility for regular UI benefits, but SWC
benefits shoulg be deducted é;om the total amount of UI benefits to which
the employees are entitled. Of course, employees may not collect SWC and
regular UI benefits simultaneously. Finally, participating employees
should not be expected to meet availability-for-work or work-search
requirements. .

Other regulations could be patterned after related employer
eligibility fegulations. These inclu?e tﬂ; amount of the work-schedule
reductions that would qualify for SWC benefits and the length of the
eligibility period (of course, employees may actually be on SWC and receive
benefits for shorter periods than the eligibility period).

-
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Benefit Calculation and Payrents Procedures. SWC benefits would be

based on-the actual, reduced hours worked during the week by an employee
under SWC (SWH), the average normal weekly hours of the employee (AWH), and
the weekly benefit amount due the employee if he or she were laid off

(WBA). Then, the SWC calculation would be as follows:

\ - ¥ swl (4)
swc =wea (1-3—) -

This cafculation makes no adj;stment for hours in or income from second

job. However, new second-job holding in response to the shortened work

" schedules should be monitored for determining the necessity of regulation
I

in the future.

Employers who apply for SWC covér;ge in anticipation of a workforce
reduction and the employees who are designated as members of the
potentially affected work units could be checked immediately by the local
UI office for actual eligibility pend}hg a qualifying workforce reduction.
This would reduce the start-up time for payments once a reduction is
actually made (a noncompensable waiting period is not warranteé for SWC).
Onge an employer actually implements SWC and wishes to begin payments for
the affeéted employees (i.e., to begin the eligibility period), the
. employer need‘only verify who is actually affected and what the hours
reductions are for that week. To minimize administrative costs and
employee inconvenience, any required employee validation could be done
through the workplace, ;nd SWC benefit checks cogld be mailed to the homes.

After the first payments are produced, subsequent weeks of payment
caﬁ follow the same pattern. Employers wculgﬂsubmit weekly verification

forms listing who is affected and by how much. This information would be

!
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reviewed for eligibility, and checks would be mailed to eligible

. employees.

3. Site Selection '

r .

If a demonsgtration is to be coﬁaucted on a modest scale, it will be
' operated in a few well-chosen sites, rather than in a large number of
ﬁhemoif (Since the research interést focuses both on who participates.
and on the effects of participation, the pfograms in tﬁe sites should be
entitlement programs-rparticibation should not be restricted to an

arbitrarily chosen group.) A minimum of four sites chosen carefully to
'
' provide variation in the characteristics described below seems appropriate
for reasonable national representations. The discussion is~presenteQ in
terms of SMSAs (Standard“Metropolitan Statistical Areas), but théF is- only
for convenience. The emphasis for actual site selection gﬁould be 6nwAreés
that reflect reasonably .well-defined labor markets: ‘, )
Size. Sites must be large enough to provide.an-adeqﬁate sample of
employers and employees, but not so large that a greater-than-expected rate
of utilization would prematurely exhaust the demonstration budget. This °
suggests a focus on moderately laFge SMSAs-~those with populations between
.[ 750,000 and 1,500,000. Although this would seem to fexclude certain types
¢ of a£gas, areas of this@size, in fact, often conta a great deal of
diversity (e.g., rural and urban areas) within them while a; the same
ensuring a sufficiently concentrated population to facilitate prograﬁ

-

administration.

i/The optimal number of sites should be a function of
the across- and within-site variances in program outcomes and costs.
However, very little information is currently available about these
factors, so site selection must be somewhat judgmental.
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¢ Containment Within a Single State. To ensure that the

' demonstration is not complicated by the existence of different Ul programs'

P -

in the same labor market, SMSAs strongly influenced by two or more states

should be avoided. Thus, SMSAs that cross state borders should be excl?ded

4

from consideration, as should SMSKs whose central city is close to a state

7’

border. \

Employment/Industrial Diversification. SMSAs in which the -

proportion of workers in any of the key industrial sectors differs
substant;ally from the national average should be avoided. For example, an
atceptance b;;nd for a site of two standard deviations from the national
average for all k;y sectors could be used. Such a definition would
permit som; Aiversity, but would ensure thaé ;itgs with unique industrial
and employment characteristics are not included.

Employment St?bil;;y. SWC is intended to provide-a meags for

} )
coping with changes in the business cycle, not with chronic unemployment or

I ' seasonality. Hence, any sites subject to one or both of these conditioﬁs

. . should not be included in the demonstration. As with the previous
criterion, a judémental-rule is necessa;y to eliminate such sites from'
further consideration. This c;uld be base¢d on a comparison of the mean

¢
squared deviation of the unadjusted unemployment rate for the site over

time with that for the nation. *

Ethnic Diversity. SWC spreads the burden of temporary downturns {J
and, as such, affects the social, as well as the economic, fabric of the
_ community. Thus, it has been syggested that the concept will be accepted

more readily in small towns where social interaction -and cohesion are

high. Since a demonstration will attempt to show whether the concept is

% . v \.




useful general public policy, selected communities must be typical of the
nation not only in economic terms, but in social terms as well. This
suggests that a small ethnically homogenocus community would be "too easy"
and woulé reveal little about more diverse locations. In addition, it is
likely that the seniori?y syqtemfand the special burdens placed upon the
;iast hired”  will come into greatést potential conflict in locations with a
significant representation of minorities. Therefore, selected SMSAs should
have ethnically and racially diverée'populations.

Variation in Size of Firm. The employment/industrial diversity

‘criterion will eliminate locations dominated by particuiaf industries andg,
AY .

consequently, will proygbly eliminate locations dominated by very few

large firms. However, locations with much;larger~than-averag§ firms should

explicitly be avoided. Such large firms pfesent difficulties for two

" reasons. First, the utilization rate will depend upon decisions by

S
relatively few actoxs; failure to interest the ldrge firms in the program

.(or their subgequent withdrawal from it) could bias an entire site. There

will be much more protection from di;;;%er if pafticipation decisions are
dispersed. Second, from an analytical point of view, there will be a great
deal of interest in exémininq behavior by management, workers, and un;ons
within specific firms. Since SWC payments arettied to individuals, large
firms will be much more costly per research observation than smaller fi;ms.
The firm size (or relative size) séreen can best be implemented -
judgmentally.

Stability of \UI and Other Relevant Programs. A d;monstration

l
should avoid sites in which changes are expected in UI or related laws that

qould significantly change the context in which the demonsgtration was ‘

~

~ T -
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conducted. For example, states that contemplate either introducing SWC as
p?rt of UI or significantly raising ;he ceiling of UI péyments could
substantially shift the set of opportunities and incentives facing the
subject employers and employees. Should this occur in mid-stream,
.substantial resgarch resources could be wastéd: This selection criterion
is approached by talking to federal UI personnel who are aware of the
programmatic, political, and ;eggﬁlative situations in each of the states
¢

that might contain possible demonstration sites.

Receptivity of Business, Union, and Community Leaders. When the

list is reduced to a small set of sites acceptable along the criteria
specified above, the level of cooperation of the key community leadership
must be detexrmined. This can be done by talking to union leaders, business
groups, and national'political gioups. In addition to the level of

cooperation expected from the leadership, locations dominated by a small

number of powerful unions should also be eliminated. The reasoning here ié
the same applied for large-firm domination (sample size and risk), although'
ensuring industrial div?rSQ%ﬂcation and a mix of firm sizes will presumably
automatically control for the problem of union domination.
. An approach to applying these criteria is to use the first five to
eliminate dénerally\inappropriate s;tes from a master list. This should
, result in a relg;ively’small working list. The last three criteria, which
are less quantifiaple, can then b; used for further screening. To correct
N

for some imbalances (e.g., geographic) remaining with this procedure, some

of the criteria can E? selectively and slightly relaxed.
\

-
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i 4. Data Collection Strategies
v To this poin; we have (1) documented the policy issues for SWC thap
cannot be/resolved by theory or available i;formation (Chapter I1I), (2)
described how a demonstration could resolve many of these issues (Section A
of this chapter), (3) described the nature of a demonstration (Subsection
_1, above), (4) proposed specific demonstratf?n regulations (Subsection 2,
above), and\ (5) discussed the appropriate setting for a demonstration and
site selection criteria (Subsection 3, above): The remaining topics relate
directly to the evaluation of the demonstration. Given the list of
unresolved questions, it is clear that the analysis should é;ve two major
components. The first would be an analysis of the process of
/implembntation and operations; the second would be a quantitati;e
' participation and impact analysis for the respective groups.
. ’ %e first of the two remaining topics concerns data collection :
- strategies. Analysis of. the policy issues described above requires
collecting data on participating employers and employees and, for each
group, Qn an appropriate comparison group. While the choices of these ¢
. .
! , comparison groups ‘are discussed in more detail in the next subsection, they
. should include nonparticipating firms, émployees who experience full
‘ ) layoffs, and employees who are not laid off. For each group, the principal
‘data collection question concerns the timing of the data collection.
Potential recall error and the deéire to obtain information througgout the
. demonstration argue for an ongoing program of data collection, while .cost
considerations, the desirability of measuring lonqer-ruﬁ outcomes, and the

difficulty of determining membership in the comparison groups before the® ;
|
|

R end of demonstration argue for data collection toward the end of the

+

\




program, ' Those considerations can be balanced by collecting some data

throughout the demonstration, and by collecting other, more detailed data

at the end of the demonstration. The various sources of data we expect to

-~

-

be useful for analytical purposes are discussed below.

o Management Information System (MIS) Data. An MIS will be useful
for'proﬁiding continuing data for program operations. These data would

s

inolude data collected when a firm is certified, as well as data on each

> t

"individual SWC recipient (eligibility~-determination data and date used for
f, the weekly benefit computation). To make these data more useful for
. ongoing Hhalfsis, we suggest collecting and using some additional data not

A striotly needgd-fbr certification and eligibility. For employers, a .

‘ - S .

'one-page set of questions could be added to. the certification form,

[y

primarily to collect information on the employer's source of knowledge

about the program. These data will be useful if it is decided that program

publicity should/change.durinq the course of a demonstration. Other data

likely to-ne spbject to substantial recall e;ror at a later date might °

also be added to the certificetion form. For participants, additional data
’ not.needed for eiigibility or payments will include basic deﬁographic data
typically collected for UI recipients--ige, sex; race, industry, and

occupation. These data will allow continuing comparisons between SWC and

regqular UI recipients. -

.

[

Administrative Data. As discussed above, one aim of a

‘

. -8 demonstration is to obtain information on the feasibility and cost of
administering SWC. Informatioh and data for this purpose should oe
collected in two ways. Fir;t; the evaluation of the éwc demonstration
.should include a ebcumentation of the administrative processes used in each
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of th; sites. The major program functions described should include’
eligibility determinations for employees and employers, benefit calculation
and disbursement, and any enforcement and éompliance activities. It is
7 important that this descriptfve material clearly indicate which
administrative functions occur only as park of the demonstration, and which
would be likely to occur if the program were an ongoing part of the UI
system. This’ distinction i; necessary for estimating the administrative
costs of an ongoing program. |

Second, administrative costs should be measured. It will be
desirable to disaggregate these éosts by function. Further disaggregation
should be done if any administrative activities relate only to the
demonstration and if there are functions that would most likely be

subjected to different procedures in an actual implementation of SWE€. This .

T would allow using these data to estimate administrative costs for alternate

procedures. These cost data should be collected from the state agencies,

1

using, if possible, the data collection procedures currently followed by

1 ~
4 'state agencies.-/ ‘ )
) Unstructured Interviews. Informal, relatively unstructurede.,

interviews with participating (and probably nonparticipating) local uniqns
and firms would provide early, useful background information. Such
interviews could be conducted botg at the beéinning of the éemonstration,
to obtain information on initial reaction, and toward the end of the

. demonstration, after workers, unions, and firms have had experience with

E/For a description of the method used by the UI system to
measure costs, see Cost Model Management System: Handbook (United States
Department of Labor, 1977).

<
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SWC. These interviews may provide useful background information on

responses to SWC, and they may also provide insight into why certain

o
[

employers participated and others did not.

Structured Employer Interviews. The primary/ﬁata can be obtained

in two interviews administered near’the end of the demonstration. One
interview, a relatively short telephone interview administered to both
participating and nonparticipating firms, can be used for analyzingﬂthe
participation decision. The other interview should be given to a small
group of participating and nopparticipating firms. This interview would be
rather 1éngthy, and would have' to be administered in person to a
knowledgeable official of the firm (perhaps the personnel director). The
data collectéd in this interview would focus on employment and hours
decisions and productit;ty both during the demongtration and prior to lt;i .
These data can then be combined with data,fromathe certification process,
the payménts file, and the other employer interview for analysis.

There are three alternate or additional data collection strategies
for employers. First, a baseline interview would proyide more acé;rate
predemonstration data to ﬁe used as benchmarks against which changes
induced by SWC can be meisured. However, .it is doubtful that most of the
tyges of information'to be collected from firms (about employment, for
example) i§ "perisﬂable,"-in the same sense that personal interview data

are, and the extra expense of having a baseline interview does not seem to

be warranted.

> -,
i
, .

N~ :
Second, using UI records for data on nonparticipating firms is
warranted by the likelihood that it may .be difficult to obtain interview

cooperation from the nonparticipéting.firms. Using UI records would at

3




least permit a measurement of layoffs for such firms, and would therefore

provide partial tests of some of the hypotheses about employment~hours
choices. Although-it is obviously important to consider using UI data in
this way to correct\Fpr interview nonresponse, a number of factors arque

against using such data as a primary measurement strategy. The data may

, not provide the type of detail necessary to test the employment-hours

hypothesis. Even if the data were Suff;cient to test some rough hypotheses
{on number of.layoffs by industry, for examp;e), ;uch tests would not be
very powerful because of the likely absence of‘data both on past behavior
and on other important explanatory variables. Further, UI data would
provide no information at all on a principal hypothesized benefit of

SWC-~increased worker productivity. In sum, the UI data source can at best

—— e

be regarded as a supplement.

Intérviewing firms earlier in the demonstrationi(the~§hirdv~f~~—~-w—mf
poésibiiity) of fers the advantages of providing better data on
predemonstration behavior and of generating cost savings if the
interviewing ls‘conducted in conjuction with such other demonstration
activities as SWC certification or information dispersal. A; earlier
inter;iew would also permit an anaiysis of certain demonstration outcomes
‘(e.g., participation) on a more timely basis than under an end-of-
demonstration schedule. However, likely lag; in firms' adjhstments to sSWC
availability argue strongly against such an alternative. Since
participgfion rates are expected to increase over the duration of the
demonstration and since firms' e;ployment-hours choices are probably more

flexible over the long-term, conducting an early interview without a

follow-up runs the danger of missing a substantial portion of demonstration
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outcomes. It also runs the danger of seiiously biasing long-run cost
estimates. To avoid such problems, an early intexview would consequently

bave to be accompanied by some type of follow-up. That would make the

option too costly, and it might also inhibit employers' cooperation for the

M

follow=up intervied.

ﬁm@loyee Interviews. An in-person interview should be administered
to samples of ;WC participants and nonpartieipants who are laid off. These
two groups will permitr a test of hypotheses that are conditional on a
change in employment status. Overrepresentation of those with a change in
employment status should not, however, lead to the exclusion_ofzthose
without such a change. If these‘issues are to be estimated properly, some
of them (e.g., the analysis of probabilities of layoff and hours
reductions) would require data from workers who have.not had a change in
status. For this reason, there should also be a shorter intexview,
probably by telephone, of a sample of workers who are not laid off.

The interviews of participants can be administered approximately
six months-;fter the initial payment is made. This should provide enough
time to observe labor-market activity after the receipt of swC (i.e., Did
the person go back to full-time work or get laid off?), while allowing
quesﬁIan about adjustments and other behaviorx duri;g the receipt of SWC
without encountering major problems with recall. The nonparticipant
interview should be admini;tered using a similar timing strategy. However,
this may prove to be more difficult for two reasons. First, during the
course of the demonstration it cannot be determined who will ultimately be
a SWC participant and, hence, who will be a nonparticipant. This preylem,
however, will not be severe given tﬁf\expecéed low participation rates: if

-
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laid-off individuals not on SWC are interviewed during the demonstration,

the chances of "wasting" the interview if the person eventually collects
SWC are very small. A second, more severe problem, however, is that
workers from firms inclided in the employer sample should be interviewed.
If this is done, the data base.for employees will be considerably enriched.
Thus, nonparticipating employees cannot be interviewed before determining
which firms will be in the non-SWC sample. There’is no simple resolution

to these conflicting aims. ;

5. 00qggrisoﬂ>Group Methodologies

.
Most of the policy issues that are to be addressed in!:kswc

demonstration involve the fundamental issue of how SWC availability affects

the outcomes observed for firms and for workers. " Ideally, such issues
might best be addressed in an experimental setting. If eligibility for SWC
benefits were agsigned randomly among firms, then the effect of the program
could be obgserved by comparing the behavior of firms and employees
eligible for the program to the behavior of those not eligible. Because of
the direct pdlicy value of conducting a SWC demonstration as an entitlement
program (so that, for example, the participation decision can be examined),
it would not be possible to adopt such a "pure" experimental methodology.:
Rather, it will be necessary to structure the data collection and analysis
strategy in a wéy that will provide a "quasi-experimental” desig; while
reg;in;ng the program's basic demonstration character. In this final
section we describe the ways in which this can be accomplished. We begin
by rejecting the use of "control™ sites. We then turn to an ;xamination of
the two research strategies that are recommended--using data on past

behavior, and interviewing nonparticipating firms. .
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Arquments Against Using Comparison Sites. One research strategy

that is often suggested for evaluating a demonstration of this type would

. make use of data collected from firms and wo}kers in (presumably similar)

nondemonstration sites. Analysis would then proceed by comparing these
data to data on the behavior of firms and workers participating in the
demonsgiftion. We‘reject this "control site" methodology for three
reasons. First, few of the policy issues that are of central importance to
a demonstration concern area-wide outcomes. A demonstration will probably
be too small to be' able to exert a measurable impact on the local economies
in which it takes place. Hence, it makes little sense to use control sites
to measure such effects. Further, relying on control sites to provide éhe

necessary data to examine the issues related to firms' and workers'

behavior does not really solve the problém presented by not assigning the
- s

SWé "treatment"” randomly. SWC participants will remain a self-selected

group, and a simple comparison to firms in non=-SWC sites may yield biased

results. It will never be possible to know whether such other firms would

have participated in SWC. Since data from nonpartfg;pating fiims iﬁ the

SWC sites pose very similar problems (see below), but can be gathered at

much lower cost, we believe such data are superior. This provides our

second reason for rejecting the comparison-site methodology.

Finally, our decision not to recommend using comparison sites is
based on our belief that it is very difficult, if not impossible, to
identify sites $hat are sufficiently similar to the demonstration sites.

No two labdr{markets are identical in all aspects, and no two local

economies follow exactly the same pattern over the business ‘cycle. Such .

differences between the demonstration and control sites may seriously




-

interfere with the ability to provide an unbiased estimate of the effect of
SWC, and that possibility is ‘especially striking because of the small
number of sites envisioned.

Using Past Behavior as a Control. A more promising methodology

would be to use past behavior as a "control" observation. This strategy
would be employed primarily in conpeffion with the analysis of firm
behavior. This would permit an examination of such questions :as, Did the
firm behave differently in response to a downturn in demand while
participating in SWC than it did prior to the program's availability?
Using this strategy, however, poses two potential problems. First,
collecting the required retrospective data may be costly. ' Second, the
technique poses problems in deciding exactly which prior historical periods
were similar to the current period. Although we believe that these
problems are serious, they can be solved in most cases. Because the
past-begavior methodology would focus on firms' behavior, data collection
problems would be minimal. Most of the required information (on output,
payroll, hours, and so forth) should be reasonably accessibie. Problems
raised by the possibility of noncomparability between past and current
periods can be reduced by collecting retrospective data both from
nonparticipating firms (as discussed below) and from participating firms.
This shogld permit a more accurate estimate of th; SWC effect, as changes
in behavior differ from those of the non-SWC firms. Of course, these
solutions ;o the problems with the past-behavior methodology are not
foolproof,‘and each requires that a number of unprove; assumptioné be

\

satisfied. .

58




Using Nonparticipants as a Control. A second promising control-

group strategy involves interviewing a random sample of nonparticipating

v
v '

firms and éheir employees in the SWC sites. Data collected from firms
would be used to provide more efficient estimates of changgs from past
behavior, to provide a direct comparison with firms participating in SWC, )
and to supplement the data collected from workers in these firms. The'
first of these uses has ;1;eady been mentioned. The underlying idea is
that changes in past behavior observed in nonparticipating firms will help

identify those changes in the_bepavior of swC fi that are attributable

to the progﬂ!m. The second use of the data, for direct comparisons between

A}

participants and nonparticipants, is problematic but still potentially .

useful. The principal problem is, of course, that SWC participants willﬁhe

a gelf-selected group; thus, simple comparisons are likely to produce
biased estimates of program effects. For example, firms that find it easy
.
to adjust workers' hours will be more likely to participate in the pfogram.
Hence, a compar;sén of participants and nonpar;icipgnts will identify firms
that f£ind it easy to adjust hours,'and will aiso reflect any true program
impact. The solution to this problem is to adopt analytical methods that
control for the participation decision. Whether this can be done remains
aﬁ open question at this time. However, the likelihood of relatively low
overall partici;ation rates (and, h;nce, of large numbers of
nonparticipating firms that are "similar" to participants), and the
probability that SWC participation and other aspects of firms' behavior may
depend on rather different variables suggeét that this strategy may be no
more difficult to implement ;n a reliable way than it has been in other

quasi-expefimental contexts. -
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Perhaps the most important use of data collected from

nonparticipating firms will be to provide a sample frame for coliecting
data from workers in those firms and ta supplement their workers' data
files. For.many of the princigg% evaluation issues, a comparison of
workers in sﬁc Qﬁd'non-swc firms is necessary, and those coﬁpari;ons can be
made more efficiently if data on firms are avaiiable. These coﬁparisons
will probably be less ;ffected by self-selectioi bias than will comparisons
among firms, because workers may be less immediately invi{ived in the
decision to participate. Using workers in nonparticipatin irms as a
control group for SWC workers also seems far preferable to relying on
.retrospective data from workers, for whom problems of recall are iikely to

. _be severe. Hence, the need to examine workers' outcomes provides the third

rationale for collecting data from nonparticipating firms.
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V. CONCLUSION

3 —
f

X Shared-york compensation is but one of several pfograms that have

! been discussed in recent years as relevant, effective modifications to the
traditional work schedule. Under the broad name of "alternative work
patterns,” the 1li'st of programs also includes "flex-time" (workers have

.

some flexibility in their work schedyle), compressed workweek (the i
traditional five-day week is compregsed into fewer but longer days),
part-time employment,.sob sharing (two or more workers each work part time
but together fili a full-time job slot), and phased retirement (tapering
of f work to prepare for retirement). Variations of each ;f these programs

- _ . _have been_implemented in both the private and public sectors, and interest

’ in them can be expected to grow.l/ SWC is unique among them in that

! its implementation would absolutely require that the government cooperate
. ?'/ R
t E ,
(specifically, through the UI system) wigp'the course laid'out by labor and.
business. ',ﬁﬁff? X

Shared-work compensation has bs%};roposed as a policy that would
r <
! stabilize employment over short economic downturns.- Its objecpibe is to

N

minimize layoffs by altering incentives so that workers are willing to
accept limited-duration hours reductions that are applied broadly,‘rather
than layoffs that affect only a few. This polici has been applied

successfully elsewhere, but there is limited evidence on its potential in

. our own social and economic environment.

- . 1

1

—/A great deal has been written about alternate work
patterns, and an excellent review of recent woxk is provided by Barry
(1980).




-

This report was introduced with a series of questi?ns ;hat must be
addressed by the research on thid policy. However, currently available
information and theoretical investigations of workérs and business behavior
do not adequately address them. Such investigations do, however, help
sharpen'our understanding of the issues and reformulate the questions.
Thus, our summary of the review of the implications of SWC for
pafticipating groups is a larger, more focused set of questions. Our
assessment is that they cannot be answered satisfactorily without actual

program experience. Short of full implegéntation, the method for obtaining

this experience is a demonstration of the program. ‘This would permit a

‘basic test of the concept and would provide information on both

administration and program impacts, and it would limit the risk associated

with full implementation of a new, relatively untried (in our environment)

program.
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