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The Department of Planning and Budget (DPB) has analyzed the economic impact of this proposed regulation in accordance with Section 9-6.14:7.1.G of the Administrative Process Act and Executive Order Number 13 (94).  Section 9-6.14:7.1.G requires that such economic impact analyses include, but need not be limited to, the projected number of businesses or other entities to whom the regulation would apply; the identity of any localities and types of businesses or other entities particularly affected, the projected number of persons and employment positions to be affected, the projected costs to affected businesses or entities to implement or comply with the regulation, and the impact on the use and value of private property.  The analysis presented below represents DPB’s best estimate of these economic impacts.

Summary of the proposed regulation

This amendment to the Virginia Independence Program (VIP) permanently implements the Virginia Employer Tax Credit, which was originally implemented through an emergency regulation on May 19, 1999.  The Virginia Employer Tax Credit offers a tax credit not to exceed $750 to employers who hire qualified Temporary Assistance for Needy Families (TANF) recipients.  The Employer Tax Credit program, along with the Virginia Targeted Jobs Grant (VTJG) has been appropriated $375,000 each year through fiscal year 2000, for its implementation.  Money not spent for tax credits or job grants reverts back to the general VIEW fund for use in other programs.

Estimated Economic Impact

Current Literature

The majority of recent literature on welfare-to-work strategies concentrates on overall initiatives rather than specific components, such as tax credit or job grant programs.  One recent study of four state welfare-to-work strategies showed clear positive results in terms of employment and earnings gains for program participants.
  In addition, the resulting reductions in public assistance payments were large enough to offset program costs in two of the four programs, and in a third when impacts on other transfer payments (i.e., Medicaid payments, food stamps) were factored in.  The programs that included more generous education and training components were more likely to have longer lasting impacts on recipient’s self-sufficiency and income, although these programs generally cost more and therefore do not provide the same amount of short-run savings to government.  

Recent literature on tax credits and wage subsidies presents evidence that such policies often have low utilization rates.
 Data from the 1970s Work Incentive Tax Credit (WINTC) program indicates that no more than 20% of the work-incentive program enrollees who were known to have entered employment during the year were claimed by firms as a tax credit.
 During the Job Opportunities in the Business Sector (JOBS) program in the late 1960s-early 1970s, the federal government offered contracts that would reimburse businesses an average of $3,200 per placement.  Despite this relatively large hiring subsidy and much publicity, only one third of all businesses hiring JOBS eligible employees took advantage of the grant. 

Review of Employer Tax Credit Program to Date

Implemented on May 19, 1999, as an emergency regulation, the Employer Tax Credit program has been in place for almost 7 months.  Although some businesses have expressed interest, no one has been placed through the Employer Tax Credit program to date.
  One possible reason why the Employer Tax Credit program is not currently being utilized may be that availability of a tax credit has not been aggressively marketed.  Another possible explanation could be that the tax credit is not large enough to generate firm interest.  

Although the Employer Tax Credit program is not currently being used, it is still possible to evaluate its potential cost effectiveness.  In spite of minimal administrative costs, the average cost per new job created may be greater than the tax credit amount of $750.  There are two reasons for this.  First, certain participants hired might have found jobs without the Employer Tax Credit program and therefore do not represent a net increase in employment. This is especially relevant since the tax credit program is open to all TANF recipients and a significant portion of that population has historically been able to return to the workforce without state assistance.  

The second reason the average cost per new job created may exceed the tax credit amount of $750 is that the program provides a subsidy for qualifying welfare recipients.  The effect of such a subsidy will be to increase the demand for tax credit-eligible workers relative to other comparably skilled workers since the cost of hiring them is lower.  If a tax credit-eligible individual is hired in place of a non-eligible worker then there is (again) no net gain in employment.  The extent of such job displacement among non-qualifying workers will depend on the state of the labor market.  In a tight labor market where jobs are plentiful and workers are scarce, a wage subsidy is more likely to create new jobs, although the possibility that the participants hired would have found work without the grant is higher.  In a slack labor market where jobs are few and workers are plentiful, a wage subsidy will most likely result in substantial job displacement for non-qualifying workers as firms turn to “cheaper” labor.  

The most obvious benefits of successful placements resulting from the tax credits will be the savings in Temporary Aid for Needy Families (TANF) assistance and other related transfer payments.  These savings will result from the increased incomes of participants and their earlier departure from the welfare rolls.  Some individuals may also gain employment that provides health insurance benefits, decreasing state Medicaid expenditures.  The community will benefit from the increase in productivity that results from the movement of individuals from the welfare rolls to the workforce. 

On the other hand, there are some potential costs associated with an individual’s transition to the workforce.  While the belief that most people prefer to be productive members of society is probably well-grounded, a single mother that must work long hours at a low-paying job while having to put her children in day-care may believe that she was better off on welfare, especially if the available day care is perceived to be of a lower quality.

A precise estimate of the cost-effectiveness of this program would require the following information:

1) How many individuals hired with the tax credit would have found employment otherwise? 

2) How many individuals hired with the tax credit displaced other non-eligible workers?

3) Did individuals hired with tax credit leave the TANF program earlier than they otherwise would have?

4) How many individuals hired with the tax credit subsequently returned to the welfare system?

5) What is the increased productivity to society of the employed worker, (i.e. the value gained by society)?

Because there is little data on any of these important factors, it is not possible to draw a conclusion about whether the benefits resulting from the tax credit program will outweigh the costs.

Businesses and entities affected

The Virginia Employer Tax Credit (VTEC) offers a tax credit not to exceed $750 to employers who hire qualified Temporary Assistance for Needy Families (TANF) recipients.  In FY 1999, there was an average of 37,798 TANF recipients per month.  

This regulation will also positively affect businesses that take advantage of the wage subsidy.  A firm will not hire additional workers unless there is some marginal benefit, however small it may be.  This benefit to the firm may come in the form of higher profits or it may be derived from the contribution to the community or an enhanced reputation, but, in any case, the firm will expect to be better off.    
Localities particularly affected

This regulation is not expected to disproportionately affect any particular localities.

Projected impact on employment


This program could potentially result in a net increase in employment for Virginia.  As discussed previously, the extent of the increase would depend on the state of the labor market and whether the placements would have found jobs otherwise.  In a slack labor market the potential for job displacements of non-eligible workers is strong.  

Effects on the use and value of private property


This regulation is not expected to have any effect on the use and value of private property.
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