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Policy Note 1998/4

Small Business and the
New Welfare

Oren M. Levin-Waldman and George W. McCarthy

To what extent have small businesses hired former welfare recipients and what might
induce them to hire more? The Levy Institute conducts a national survey of small firms in
many industries to find out.

Duri ng the summer of 1996 the federal government enacted the most sweeping welfare reform since the law's

inception in 1935. For the first time the duration of welfare benefitsislimited and those qualifying for benefits
arerequired to work or participate in some type of educationa or training program. Although the federa
government has established minimum criteria, the specifics of the "new" welfare are defined and implemented
at the gtate level. Among the more critical reforms are the end of welfare's federal entitlement status and the
offer, at least temporarily, to the states of block grantsto develop their own programs. States are free to develop
programs as extensive as they would like, which might include training or other job service programs. And
they are also free to develop programs as limited as they would like, which might entail little more than
channeling former recipientsinto the low-skill labor market.

The new welfare rests on certain assumptions. The first isthat states are better able than the federal government
to establish welfare programs that best meet their own needs. Block grants to the states will enable them to do
that. The second assumption is that welfare recipients need to be moved into the labor market, and the best way
to do thisisto require them to work under the gun of benefitstime limits.

Contrary to reform initiatives of the past, which assumed that more jobs and the development of training and
skills were needed for recipients to move into the labor market, the third assumption of the new welfareis that
jobs exist; that these jobs can support recipients families either through earnings or through a combination of
earnings and work-based subsidies, such asthe earned income tax credit; and that many welfare recipients
possess the requisite skills to fill available jobs and therefore require only to be socialized into patterns of work.
However, this assumption is open to question, and it may be that welfare recipients will qualify for jobs only at
the low end of the wage scale (Burtless 1995).

A fourth assumption of the new welfare is that businesses that have not hired welfare recipientsin the past can
be induced to do so through the offer of subsidies, asis already done in such notable cases as Wisconsin,
Massachusetts, and Minnesota. The subsidy structureis, of course, left up to the states.

Since small businesses employ roughly half of private sector workers (Wiatrowski 1994), we might expect
these businesses to add a large share of welfare recipientsto their staffs. But little is known about small
business hiring practices. In this and another policy note (Levin-Waldman and McCarthy 1998) and in a
forthcoming Public Policy Brief, we present data obtained through a survey of small businesses conducted at
the Levy Ingtitute. One goal of the survey was to find out how small businesses might respond to changesin
thewelfare law and what types of programs might encourage them to hire former welfare recipients. For the
most part, the data suggest that although small businesses have been hiring workers, they have not been hiring
many welfare recipients.

In hiring, small businesses are looking for certain characteristics that recipients are likely to lack. What they
lack most is job experience and training, and thisis akey reason given by firmsfor not hiring them. Itis clear
that this mismatch between the requirements of potential employers and the attributes of welfare recipients
could be addressed through policy measures. What is not clear is whether ad hoc responses by the statesisthe
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best way to address the mismatch. A policy more likely to be successful in moving recipients into the labor
market would be for the federal government to make a serious commitment to offering subsidies to employers
for providing on-the-job training.

Federal intervention would be preferable to individual state responses because it would ensure uniformity
across state lines. Under current law, states are not required to pursue the most expensive strategies (which
wage subsidies often are considered to be), even if such strategies prove to be the most successful at moving
people into the workplace. Instead, states are free to do aslittle (or as much) asthey please. Subsidies enacted
a the federal level would ensure that al states have some form of wage subsidiesin place and that the targeted
popul ation receives them, even those workers who reside in states with seemingly less commitment to
developing self-reliance in former beneficiaries over the long run.

The Survey

The purpose of the small business survey was to get information about the hiring and employment practices

of small business, particularly as those practices relate to welfare reform and changes in the minimum wage.
Over the course of three weeks during the winter of 1998, a stratified sample of 568 small businesses
(businesses with no more than 1,000 employees) across industry types was randomly selected from anationa
directory. They were contacted by telephone and asked a series of questions concerning their hiring practices
in light of the recent changes in the national welfare law. They were asked whether they had hired at all since
the new welfare law took effect and whether they had hired any former welfare recipients. They were dso
asked what they look for in terms of education, skills, and other traits when making hiring decisions and
whether government subsidies would be a positive inducement for them to hire former welfare recipients.

Of the 70.4 percent of the small businesses that had hired new workers, 84.0 percent had not hired former
welfare recipients. To find out why, respondents were asked about the skills, training, education, and
experience they expect new employees to possess (Table 1). These characteristics may well serveto
differentiate former welfare recipients from other workersin the labor force. In response to another question,
one about employee skills, 69.9 percent of small businesses indicated that they required specific skillsfor
entry-level jobs and 27 percent indicated that they did not. Many earlier efforts at welfare reform were based on
the assumption that welfare recipients could not make a successful transition into the labor market unless
programs were in place to develop "hard" skills, such as specific experience and technical training; it was
thought that training programs would yield greater success than the "tough love" approaches in recent years of
simply requiring recipients to go to work. But if recipients lack "soft" skills, such as ability to take direction
and to be at work on time, it is not clear that traditional training programs would have much of an impact. The
responses by small businesses about what skills and traits they think are important indicate that they expect a
mixture of soft and hard skills.

Table 1 Skills and Traits Fxpected by Employers in Hiring
New Emp loyees (Percenta ges)

Types of skills
Crener | experience 27.0
Specialized (e.g., cerli fcation, licensing ) 2
Clerical (typing. phone) 1
Compuler and technical 1
"Peopk.” communication personal 1
‘dministmlive 1]
Types of traits
Meatnes s, dress, ap pearance 3.1
Positive attitude, personahleness, ablility o oommumicale 25,3
Diependability, reliahility, ability to take direcion 20,7
Crenern] work ex perience, education 17.5

Respondents were then asked whether they were more interested in workers' training or their work experience.
Overdl, small business employers appeared to be more interested in experience when making a hiring
decision, followed by the combination of experience and training. Only 8.8 percent of those sampled indicated
that they were more interested in training alone, and alarge percentage of these employers (40.0 percent)
thought technical or vocational training was more important than general education. Of the 39.6 percent who
indicated that they were more interested in experience, most (51.6 percent) thought that specific experience
was more important than general employment history. Among employers who indicated that they were



interested in both training and experience (32.0 percent), there was an amost even split between those who
thought general education was more important (33.6 percent) and those who thought technical or vocational
training was more important (32.9 percent).

The data were then divided to compare the responses of small businesses that hired former welfare recipients to
the responses of those that hired workers other than former recipients. It appears that experience isimportant
regardless of whether a potential employeeis aformer welfare recipient. In reference to the types of training
employersfedl are important, those who had hired former welfare recipients were more interested in general
education, while those who had hired other new workers were more interested in technical or vocationa
training. (In reference to types of experience, the differencesin responses by employers who had hired former
reci pients and those who had not were not statistically significant.)

Why the difference in preferences? It may be that those who hire workers with technical and vocational
training assume them to have a genera education, whereas the same assumption cannot be made in reverse.
The combined facts of alarge mgjority that consider general education to be such an important factor and the
small percentage of businesses that hired former welfare recipients might imply that many former welfare
recipients are assumed to be lacking a genera education. To the extent that it is true that many recipients do
lack education, it would also suggest that any number of the assumptions underlying the new welfare do not
hold. Insofar astime limits and work requirements may socialize recipients into patterns of work, the
experience they obtain (assuming they can and do find ajob) cannot compensate for basic deficienciesin their
education. That genera education is not asimportant among those who hired new workers would suggest a
perceived gulf between the two populations in terms of their educationa levels, and one that is not being
addressed in current policy.

Policy Implications

What do these findings suggest about the assumptions underlying the new welfare legidation as they apply

to small businesses? That most small businesses have not been hiring former welfare recipients even though
they have been hiring generally would seem to suggest that something other than what is currently being done
is necessary if former beneficiaries are to obtain employment. The data from this survey do not necessarily
point to training programs as the answer, athough in some cases that would clearly be of assistance. The
biggest deficit former welfare recipients have (at least in the minds of small businesses) isageneral education.
When this deficit is coupled with a deficit they may have in general work experience and specific training, it
becomes clear that the current policy of smply allowing the states to devise their own plans without national
minimum standards for training and education is not going to have the result of successfully moving welfare
recipientsinto the labor market.

The best policy would be to provide recipients with ageneral education, and, of course, away to prevent
poverty in thefirst place isto strengthen school systems, especialy in inner cities where a disproportionate
number of poor people live. However, essential though they may be, educational reforms are long-term
solutions, and what is needed for the short term isa policy course to solve the immediate problem of helping
today's recipients find ajob now. Given the evidence that in addition to a basic education, they need a
combination of experience and training, policy needs to center on those aress.

Edmund Phelps (1997) has suggested that the best way to get people to work isto offer subsidies to employers
to hire them. Indeed, the states that have been most successful in moving their welfare recipientsto work have
been those that have offered such subsidies (Levin-Waldman 1997). Subsidies have the obvious advantage of
helping to get recipientsin the door so they can begin to obtain the experience that will make them marketable.
Subsidies also have the advantage of encouraging employers to provide on-the-job training, especialy if such
training isrequired to receive the subsidies. The main disadvantage of subsidiesisthat once they are phased
out, employers may chose to lay these workers off. However, if the goal of subsidiesisto get people in the door
so they can obtain work experience, this concern becomes irrelevant. Once they gain experience, it will be
easier for them to find other jobs. Also, if subsidies aretied to atraining requirement, employers might have an
incentive to retain the trained workers because they will have made an investment in human capital that might
be of greater benefit to them than the subsidies.

Responsesin the survey indicate that subsidies would be a powerful incentive for small business employersto
hire former welfare recipients. When asked if they would hire any or additional former welfare recipients were



the government to pay all or a part of their wages, 74.9 percent said yes and only 10.8 percent said no. When
asked whether they were willing to provide on-the-job training, 84.9 percent said yes and only 9.7 percent said
no. When asked questions to ascertain what they thought benefits of on-the-job training might be, responses
suggest that the greatest benefit from the perspective of employersisthat workers will be better able to perform
tasks according to employers preferences and will be more productive.

The goal of any effective welfare-to-work program ought to be turning people who haven't had the experience
of working into productive members of the workforce. Government training programs may not be the most
effective meansto reach thisgoal (O'Neil and O'Neil 1997). Subsidies to employers to provide on-the-job
training that meets their needs might make more sense (Levin-Waldman 1996, 1997; Phelps 1997), and the
data from the survey suggest that this course might be at least partialy effective. When asked whether they
would provide on-the-job training if the government offered a subsidy, 71.8 percent of the small businesseswe
surveyed said yes, 6.9 percent said no, and only 1.7 percent indicated it would depend on the size of the
subsidy. On the other hand, when asked if they would hire former welfare recipientsif the government offered
subsidies for on-the-job training, the percentage of those who said yes dropped to 54.7 percent while the
percentage of those who said no more than doubled to 14.7 percent (the remainder did not respond). Although
subsidiestied to on-the-job training requirements might not result in the willingness of all or nearly all
employersto hire former welfare recipients, over half of the smal firms we spoke to would be willing, which
suggests that this policy tool could have some effect in moving welfare recipients into the workforce.

Successful welfare reform might depend on government's working in partnership with businesses, rather than
mandating a course of action. What is revealing is how much of a subsidy employers say they would need to
make them willing to provide on-the-job training. The largest percentage response (28.9 percent) wasfor a
subsidy of 50 percent; 7.4 percent said they would need 25 percent, 5.2 percent said 10 percent, and 6.4
percent said 100 percent. Some firms (15.8 percent) said they needed "something else," but did not specify
exactly what el se they needed. (The remaining 37.0 percent did not know.) The responsesimply that if
government were to split the costs of hiring and training workers with small business, a number of small
businesses would be willing to hire more former recipients.

Ultimately, responses to the survey revea weaknessesin the new welfare's underlying assumptions and point
to the type of changesthat could prove more effective in achieving true welfare reform. To the extent that the
findings from this survey may be representative of business practices generally, it could be the case that unless
some minimum subsidy is offered, welfare recipients will not be hired by many firms. There is afundamental
difference between getting people off of welfare and successfully moving them from welfare to work.

By dl indications, many states have reduced their rolls significantly since the new welfare law took effect in
August 1996, with the average reduction being around 30 percent. However, in a number of statesthat have
the most significant reductions in caseload (reductionsin excess of 30 percent), the percentage of small
businesses hiring former welfare beneficiaries has been smal. Among small firmsin the sample in states that
reduced their caseload more than 30 percent (a mixture of state type and population size), 7.5 percent hired
former recipients, 55.3 percent hired new workers other than former recipients, and the remaining did not hire
anyone. In comparing the responses of firmsin these states to the responses of al firmsin the survey, we might
expect that hiring in the states with reduced casel oad would have a higher percentage of former recipients. In
fact, there was no statistically significant difference between the responsesin the two sets of states.

If former welfare recipients are entering the labor force, they are being hired either by big businesses or the
public sector (the most likely case, as these jobs include various types of temporary workfare jobs) or are being
pushed off therollsto fend for themselves. Even if a sizable number of former welfare recipients are working in
public sector jobs as partia fulfillment of their requirements for the continued receipt of temporary assistance,
that is not the same as saying these peopl e have successfully found employment. Even if employers do not
retain the workers they train under a subsidy program, those workers will have acquired experience and other
characteristics that appeal to employers. Therefore, aprogram of national subsidiestied to on-the-job training
requirements would appear valuableif policymakers are serious about achieving a successful welfare reform.
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