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Mr. Chairman, I am pleased to have this opportunity to share with my colleagues

on the \.Jays and Means Committee some of my thoughts on the proper economic
stimulus package for the United States.

Our economy is in need of an innovative economic policy, one that is both expansionary and anti-inflationcJ.ry. Under President Ford, inflation ary pressures
abated considerably. And, as Friday's unemployment statistic s revealed, the
trend is towards lower unemployment.
But we also know that the bitter coirl win tc-:r of 1977 has temporarily idled
hundreds of thousands of Ameri ca.n \''orke rs . And even though the overa 11 impact
cf the weather on the economic rec0·,1ery i s predicted by the Commerce Department
to be 11 moderate, 11 the simple fact remains t hat too many Americans who want to
work cannot find work.
We all recognize the terrible burden unemployment imposes on the families of
those who are unable to find work and the huge sacrifice of lost production and
declines in real living standards imposed on society as a whole by mass joblessnes~
But, many of us fear that large-sca le federal jobs programs are not the answer,
that they will only temporarily treat the unemployment problem while increasing
inflation ary pressures which ultimatel y lead to even higher unemployment.
En1pl cyment Tax

Credit

Clearly, a more acceptable jobs program is needed. I believe the employment tax
credit is just such a program. It will lead to increased hiring since the federal
government would, in effect, pay part of the wages of additional workers hired by ;
private employers. This simple tax credit device is expansionary in that it
encourages more hiring and higher productivity in the private sector. And it is
anti-infla tionary since it will provide industry with the means to hold down
product costs and, thus, shave price increases .
On April 1 of last year, I introduced my first employment tax credit bill, S.3235.
This year•s bill, S.616, which I introduced earlier this month, modifies and
·
improves the original legislatio n. Others have shown an interest in this approach
to fighting unemployment. Chairman Ullman and Senator Bentsen have proposed
similar programs. And your ranking Republican member, Barber Conable, has intro-.
duced the employment tax credit here in the House of Representatives. It is a
simple device which gives employers a tax break if, and only if, they hire
additional workers.
On a day-to-day basis, many thousands of firms are on the verge of critical
decisions -- whether to hire a few more workers to increase production and sales.
whether to raise prices to try to maintain or improve profit margins, whether to
hold tight. By reducing the effective cost of additional workers, by essential ly
paying part of the wages of added employees, a wage subsidy can sway these
decisions in favor of more jobs and fewer price increases . The tax credit and
the incentive are tied directly to increased employment.
Why Still Just An Idea?
If this simple policy will yield more jobs and restrain inflation , why is it still
just an idea? The answer, it would seem, is that the country has not really been
pressed to seek innovative economic policies. Previous recoveries have been
launched from much lower rates of inflation . Combined with the assurances of
some economists that economic stimulus in times of high unemployment cannot cause
inflation , this has been sufficien t to secure the position of conventional
economic policy tools.
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We are now in a very diffe rent situa tion. With a five to
six perce nt rate of
infla tion, assurances that we need not worry about infla tion
when insti tutin g an
expansionary polic y are not very convincing to many legis
lator s or busin esses .
In addit ion to the lack of urgency, sever al critic isms of
the wage subsidy have. ·.
been raise d and have stood in the way of serio us cons idera
are based on misunderstanding and hasty analy sis, or can tion. These reser vatio ns
be overcome by program
desig n.

lax Cred it More Cost Effec tive
The employment tax cred it must be designed to reward only
recen t base leve l. My bill would permit the cred it to be employment above a very
claimed only on the
incre ase in the number of people employed and hours of labor
used by ~n employer
above the level s of the final quar ter of 1976. High unem
ploym
would
recei ve sligh tly grea ter tax cred its. In this manner, the 11 ent regio ns
11
dead
weig
ht
tax
los~
or wind fall assoc iated with the employment that would have
occu
rred
anywa
y
is
minimized. While this cost cannot be entir ely elimi nated
program unduly, the employment tax cred it remains far morewitho ut complicating the
terms of cost to the feder al governrrent per job added to cost effec tive, in
expansionary alter nativ e such as publi c servi ce jobs progrthe economy, than any
jobs are in the priva te secto r with wm·kers recei ving full ams. Moreover. the
wages.
Other stimu lativ e economic polic ies that are seldom quest
stant ial wind falls of some kind. Is there any doub t, forioned also involve subprof its will incre ase as the economy responds to the spendinsta nce:- that business
redu ction , be it a permanent one or a rebute? Is it not ing of a personal tax
uals recei ve a tax break who would have spen t just as muchclear that many indiv idDoesn't the investment tax cred it provid~ b2ne flts for a for consumption anyway?
ment that would have taken place anyway? The 2% incre ase certa in amount of inve stcred it proposed as an alter nativ e by President Carte r is in the investment tax
by this stand ard mostly
"win dfall ."
Second, administered in the form of a tax cred it to empl
oyers, the dark connotations now widely assoc iated with tax cred its are not deser
down" economic polic y. The cred it is, after all, direc tlyved. This is no "tric kle
dependent on incre ased
employment of human being s.
Fina lly, while some indu strie s or labor groups may bene fit
more than othe rs, such
is the natur e of change in any economic recovery.
The
essen
employment tax cred it is merely to acce lerat e the recovery tial effec t of an
proce ss.
Two Approaches
In my view, there are two poss ible approaches to implement
cred it mechanism. One. along the lines of the legis latio ing an employment tax
n Congressman Conable and
I have intro duce d, is a general employment tax cred it which
the hirin g of all new workers. A second, more limit ed emploprovides incen tives to
yment tax cred it can .
be targe ted to the hirin g of certa in kinds of unemployed
perso
ns, such as the longterm unemployed. Both approaches -- the ~neral and targe
ted
conce
pts -- can provide sign ifica nt assis tance an::! incen ti ve fo secur ing priva
te
emplo
ymen
t for
indiv idual s not prese ntly or adequately served by publi c
train
ing
and
emplo
yment
programs.
Obviously. since fewer workers would be eliai ble, the targe
cred it approach would be less costl y to the ~ federal treas ted employment tax
ury. The Republican
Conference in the Senate has recorrrnended an employment tax
cred it program targe ted
on indiv idual s who have been unemployed for 26 weeks or
longe
would focus bene fits on those most in need of work experienc r. This approach
and whose unemployment demonstrates an inab ility to secur e and earned inc?me,
e a job witho ut assis tance
Since extended unemployment is most prev alent in areas with
high over all unemployment rates , this targe ted approach would also serve
to
focus
program bene fits in
high unemployment regio ns. There are prese ntly approxima
tely
1.3 milli on people
who have been unemployed 26 weeks or longe r. Between the
secon
d quar ter of 1977
and the fourt h quar ter of 1978, as many as three milli on
perso
ns
may have
experienced unemployment of this dura tion.
A targe ted employment tax cred it of $1 per hour during the
employment and 50¢ per hour during the second six months first six months.of
about 450 to 550 thousand reduc tion in unemployment by theis estim ated to br1ng
of $400 milli on in fisca l year 1977 and apprcxir~~ely $2 end of 1978 at a cost c
billi on in fisca l year197~

~general employment tax cred it, such as provided in my
to take a tax cred it equal to $1 per hour per added full-bill, would enable employerr
addit ional 50¢ per hour cred it for new employees who havetime employee, and an
than 26 weeks. It would cost about $2 billi on this fisca l been unemployed for.mo~e
in fisca l 1978, and would incre ase employment by up to oneyear and up to $8 ~1l~ion
milli on workers w1th1n
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- 3There are two important points with regard to how the employment tax credits
should be viewed in conjunction with other economic policies.
Not Substitute For Business Tax Cut
First, neither the general incremental credit nor the targeted credit on the long·
term unemployed is conceived of as a substitute for general business tax reduc- ,
tions designed to improve capital cost recovery and to encourage investment.
Neither is it a substitute for either a general reduction in the corporate tax
rate that has been suggested by some, or for accelerated depreciatio n. The
employment tax credit will stimulate investment indirectly by increasing employment and capacity utilization levels. But it is not a viable substitute for
longer run measures to promote capital formation.
Second. the employment tax credit wiil be most effective in increasing employment
in the environment of an expanding economy and in conjunction with other policies,
such as tax cuts, which provide adequate aggregate demand stimulus. The general ·
incremental credit will make the economy nnre responsive to demand stimulus in
terms of employment and less responsive in terms of inflation. The targeted
credit will increase total employment while encouraging hiring of the long-tenn
employed in particular.
Council of Economic Advisors Chairman Schultz has suggested that the employment
tax credit might substitute employmert of one group for another. This effect may
be extensive in a stagnant economy, but in an expanding economy and in conjunction
with other aggregate stimulus policies, employment of individuals not eligible for
the tax credit need not be diminished. Indeed, by easing the difficulty of
.
employing the long-term unemployed, addressing part of the 11 structural 11 unemploy•
ment problem, the targeted tax credit allows a more aggressive overall policy
package for increasing total emµloyment.
Because this approach of stimulating the economy has not been tried extensively ,
the exact effects of the employment tax credit are not known. As compared to
other methods of attempting to increase employment, however, the employment tax
credit directly encourages productive private sector jobs with high prospects of
permanent employment. Those employed under the credit will be earning full wage$
paid mostly by private employers and will be paying taxes rather than drawing
unemployment compensation and other economic supplements. The targeted employment tax credit could easily be extended to a broader eligibility if it proves
as successful as anticipated in expanding employment without added inflation.
#####
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