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Policies that Support Employment

Executive Summary

Governments utilize policies to impact the efficiency of labor markets. These policies are designed to increase employment by
encouraging people to look for work, make it easier for people to get to work, provide support for people who are working,
create opportunities for employment, and help people become qualified to work. This report, conducted by researchers at the
Mlinois Economic Policy Institute and the Project for Middle Class Renewal at the University of Illinois at Urbana-Champaign,
is a national investigation into an assortment of labor market and economic policies that support employment and should be
fully implemented in Illinois.

There are four public policies that directly support employment:

1. Improving the share of the population with a bachelor’s degree increases a state’s human capital,
productivity, and technological and innovative capacities. A one percentage-point increase in the share of the
population with a bachelor’s degree is statistically associated with a 0.80 percentage-point increase in the

employment rate.

2. Increasing the number of three and four year olds in state early childhood education programs
improves outcomes for children later in life and supports employment because parents, particularly mothers, re-enter
the workforce instead of staying at home with their kids. A one percentage-point increase in the share of three and
four year old children enrolled in state early childhood education programs also has a statistically significant impact,
increasing the working-age employment rate by 0.07 percentage point.

3. Improving and expanding roads, bridges, highways, subways, railroads, and waterways all provide
direct jobs to construction workers over the short term and allows businesses to efficiently bring their product to
market in the long run. As a result, a one percentage-point increase in the highway share of state expenditures is
statistically associated with a 0.39 percentage-point increase in the working-age employment rate.

4. Reducing the average travel time commuting to work increases worker-to-firm connectivity and improves
economic output by providing individuals with more time to engage in productive activities rather than sitting idle in
congested traffic. A 20-minute drop in mean travel time to work would increase the working-age employment rate
by 0.09 percentage point.

In addition, there is one government practice that indirectly supports employment:

5. Higher budget surpluses in state government improve investor confidence in states and ensure that funds are
available during recessions and other economic downturns. A one percentage-point increase in the state’s budget
surplus over total revenue is associated with a 0.20 percentage-point increase in the working-age employment rate.

Seven variables have suggestive direct impacts on the working-age employment rate. More health insurance coverage for
workers, more pension coverage for workers, and more child care workers may all positively affect the working-age
employment rate, but there is not enough evidence to draw a confident conclusion. A higher minimum wage, a higher
personal income tax rate, a higher amount of corporate subsidies, and a higher violent crime rate may all negatively affect the
working-age employment rate, though again there is not enough evidence to draw a confident conclusion.

There are nine additional policies and factors examined that have no apparent direct impact on the working-age employment
rate. Among these are “right-to-work” policies and the state-level unionization rate. Contrary to political rhetoric, a higher
union density does not reduce employment and related policies to limit the power of labor unions have no discernible impact
on the working-age employment rate. A higher number of unemployment insurance weeks also has no impact on the
employment rate. Small or modest increases in state sales taxes and corporate income taxes all also have no direct statistical
impact on the employment rate. However, tax revenues do enhance the capacity to produce spending on the five major areas
that were found to strongly support employment.

A data-driven policy proposal for the State of Illinois is subsequently presented. If the state’s flat personal income tax rate is
retroactively increased from 3.75 percent to 4.75 percent, the state would generate $3.5 billion in additional tax revenue. The
proposal calls for dedicating this new $3.5 billion only to five government expenditures. First, $375,000,000 is to be spent on
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grants for public higher education to reduce the cost of attending public universities. Second, $375,000,000 is to be spent on
the construction of new highway, road, and bridge infrastructure. Third, $375,000,000 is to be spent on mass transit systems
to reduce commute times to work, particularly in the Chicago metropolitan area. Fourth, $375,000,000 is to be spent
doubling the number of children enrolled in state early childhood education programs. Fifth, $2,000,000,000 is to be used to
reduce the deficit and meet the required income tax revenues needed to implement the budget offered by the nonpartisan,
nonprofit Civic Federation (2015). Note that the Civic Federation’s proposal includes other revenue-increasing and cost-
cutting measures that close the rest of the state budget. While not a labor market policy, decisions to raise the necessary
revenue to balance or create state budget surpluses are strongly correlated with an increase in the employment rate.

These public policy changes would boost employment. The working-age employment rate would increase by up to 2.4
percentage points in Illinois, amounting to nearly 180,000 new jobs supported. The policy changes would also add at least $2
billion on net to the Illinois economy, even after accounting for higher income taxes paid. The benefits significantly outweigh
the costs.

The public policies that “work” for workers are all investments using taxpayer dollars. Government investments in
transportation infrastructure, in the education of residents of all ages, and in future public expenditures all support
employment. Other policy changes, such as curtailing union membership or lowering the minimum wage, do not increase the
employment rate in any way. The State of Illinois should take steps to increase investment in public education, increase
investment in public infrastructure, and balance the state budget.
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Section 1: Background Information
Introduction

Governments utilize policies to impact the efficiency of labor markets. These policies are designed to increase employment by
encouraging people to look for work, make it easier for people to get to work, provide supports for people who are working,
create opportunities for employment, and help people become qualified to work. For example, policymakers have long
recognized child care as a key ingredient in parents' employment decisions (Gennetian et al., 2004). The welfare reform
legislation of the 1990s created a host of sanctions for noncompliance with work requirements and were found to triple the
risk of “disconnecting” women from employment (Moore et al., 2012). Other studies have documented that institutional
arrangements (i.e., employment supports) mediate the costs to women’s part-time and intermittent employment and that
“employment continuity” is highest among countries in which the state provides support for working mothers (Stier et al.,
2001). Moreover, studies on incarceration laws indicate that the United States made a large and coercive intervention into the
labor market through the expansion of the penal system (Western & Beckett, 1999).

Research has also demonstrated the labor market policies such as unemployment benefits, job security legislation, and payroll
taxes are often complementary in that the effect of each policy is greater when implemented in conjunction with the other
policies than in isolation (Coe & Snower, 1997). Scholars have provided a broader critique of labor markets by pointing out
that many jobs lack the elements to sustain long-term viable employment and that job quality is becoming more unequal in the
United States (Kalleberg et al., 2000). On the other hand, international studies have found that the implementation of active
labor market policies has a positive effect on employment rates (Estevao, 2007). Scholars have also documented the major
judicial decisions and legislative initiatives that shape the growth of various types of maternity leave policies (Trzcinski &
Alpert, 1994).

Extensive historical analysis has persuasively argued that the idea of full employment has been continually thwarted by labor
market policy in the United States (Weir, 1992). Investigations as to why full employment has been erased as a major political
issue in the United States have also been conducted (Weir, 1987). Other research has examined the need for school-to-work
programs or other means of increasing early job market stability (Neumark, 2002). Furthermore, studying policies that are
created and enforced at the state level are appropriate because “subnational industrial policies” to create jobs and economic

growth have dramatically expanded (Jenkins, Leicht, and Wendt, 2006).

This report, conducted by researchers at the Illinois Economic Policy Institute and the Project for Middle Class Renewal at the
University of Illinois at Urbana-Champaign, is a national investigation of some of the standard labor market and economic
policies that support employment. The findings indicate that four specific policies should be fully implemented in Illinois while
maintaining a balanced budget. The report investigates public policies and economic phenomena across 24 different variables.
Section 1 provides background information on the employment rate, including a review of economic research, how the data
were collected, and limitations to the analysis. Section 2 evaluates how strongly each policy or economic variable correlates to
a higher employment rate, without controlling for other factors. Section 3 subsequently analyzes the unique and independent
effect that each variable has on employment, ultimately concluding that five public policies and practices actually make a
difference. With this knowlcdgc, Section 4 presents a data-driven $3.5 billion policy proposal to support cmploymcnt in the
State of Illinois. Finally, Section 5 concludes by offering implications and recapping key findings.

Explanation of the Employment Rate

The official unemployment rate is the number of unemployed residents as a percent of the civilian labor force. The civilian
labor force is defined as the number of employed persons plus those who do not have a job but want and are looking for one.
The unemployment rate is thus ascertained by dividing the unemployed by both the employed and the unemployed. The rate
excludes persons who are below age 16, incarcerated criminals, and all personnel on active military duty.

The Bureau of Labor Statistics (BLS) from the U.S. Department of Labor publishes five measures of “labor underutilization” in
addition to the official unemployment rate. The BLS also has rates based on duration of unemployment (15 weeks or longer),
job losers and workers with temporary jobs, and discouraged workers who have stopped looking for a job. The fifth and six
measures include “persons marginally attached to the labor force,” who are neither working nor looking for work but indicate
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that they want and are available for a job and have looked for work at some point in the past 12 months. The sixth measure,
simply called U-6, includes underemployed workers and is the most comprehensive unemployment rate (BLS, 2015).

It is important to note that the unemployment rate is not the only, or even the best, indicator of a state’s labor market
performance. Economists often prefer the employment rate, which is simply the number of residents in an area that have at least
one job divided by the total population.1 Consider two economies with 100 residents: State A and State B. State A has 50
civilians in the labor force — 45 workers and 5 jobless who are looking for a job. State B has 25 in the civilian labor force — 24
workers and 1 jobless who is looking for a job. State A’s unemployment rate is 10 percent and its employment rate is 45
percent.2 State B’s unemployment rate is 4 percent and its employment rate is 24 percent.3 Which economy is stronger?
Although State B’s economy has a lower unemployment rate, it also has an inferior employment rate because 76 percent of
people are not working or trying to work. All else equal, State A has a healthier economy despite a higher unemployment rate.

Regardless of whether able-bodied residents are unemployed and looking for work or are out of the labor force and do not
want jobs, nonworking individuals all rely on the productive output of the employed. For example, the unemployed rely on
tax revenues generated by workers through unemployment insurance to maintain an acceptable quality of life while they search
for new jobs. The intended aim of many government programs is also to induce employment growth, and unemployed persons
benefit if tax dollars are effectively spent in ways that stimulate the economy. On the other hand, individuals who are out of
the labor force because they are not looking for work also rely on support from workers. A stay-at-home parent relies on the
steady income of his or her partner to care for their family. Retirees rely on a high level of employment so that current
workers generate enough tax revenues to fund their retirement income. Regardless of their reason for not working, U.S.
residents who do not have a job still need food, water, shelter, clean air, and security. A higher employment rate generally
increases economic output, raises tax revenues, and improves the quality of life for all individuals in an area.

Gallup and Healthways have interviewed more than 175,000 adults across all 50 states every year since 2008 to calculate a
state-level “Well-Being Index.” The index is based upon five factors of satisfaction: sense of purpose, social relationships,
financial security, connection to community, and physical health. Figure 1 depicts the relationship between 2013 working-age
employment rates and the average state rankings from 2008 through 2013 (i.c., all years for which the index had been
calculated to that point), as reported by Gallup-Healthways (2014). A rank of 49 would be the “best” possible ranking,
representing a state that had the highest reported well-being in every year of the survey. The closest score to this level of well-
being is the 47.7 average for Hawaii. A rank of 0 is “worst” and would represent a state that had the lowest reported well-
being in all years. West Virginia placed last in five of the six years, receiving a score of 0.2. Illinois ranked 22.3 on average
from 2008 through 2013, in the bottom half of all states but near the median (Figure 1).

Higher working-age employment rates are strongly correlated with greater well-being in states (Figure 1). In general, as the
state-level employment rate of workers ages 21 through 64 increases, the corresponding state-level well-being ranking
increases. The correlation between the two measures is a strong 75.8 percent. Employment can have positive impacts on an
individual’s sense of purpose and financial security, as well as on their physical health if their compensation includes employer-
provided health insurance. Valuable relationships with coworkers, colleagues, and local organizations may also improve the
well-being index through the social and community elements. Thus, while the working-age employment rate is only one
economic metric, results from Figure 1 reveal that policies which support a higher employment rate are likely to have positive
impacts on personal happiness and societal well-being.

3

' The employment rate is also sometimes called the “employment ratio,” the “employment-to-population ratio,” or the “employment
share.”

? Unemployment rate = U/(E+U) = 5/(45+5) = 0.10; Employment rate = E/P = 45/100 = 0.45

’ Unemployment rate = U/(E+U) = 1/(24+1) = 0.04; Employment rate = E/P = 24/100 = 0.24
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FIGURE 1: Well-Being Rank and Working-Age Employment Rate, 2013
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Sources: CEPR, 2014; Gallup-Healthways, 2014.
Review of Country-Level Economic Research

The Organization for Economic Cooperation and Development (OECD)— which includes the United States and 33 other
developed economies committed to democracy, economic progress, and world trade— has provided “General Policies to
Improve Employment Opportunities for All” (OECD, 2006). Reflecting on experiences from 1994 through 2004, the OECD
paper draws conclusions for advanced market economies. The following are some of the OECD’s lessons for policymakers and
lawmakers:

®  Overly generous unemployment benefit systems have the potential to create large labor supply distortions;

®  An appropriate mix of properly designed active labor market programs can reduce unemployment by improving the
efficiency of the job-matching process and by enhancing the skills of those who take part in them;

® Reforms should be considered where collective bargaining practices result in downward real wage rigidities or too
little differentiation of relative wages by skill, region or other dimensions;

® A moderate minimum wage generally is not a problem, but adequate allowance for a sub-minimum wage for young
workers is essential;

®  The main constraint for the overall tax on labor earnings is to maintain budget balance;

® Employment protection legislation— which increases job security for workers but can create a barrier to hiring for
employers— that is too strict can reduce labor turnover below an optimal level, disadvantaging youth and women;

®  Governments can play an active role in promoting “family-friendly” employment policies by facilitating access to child
care and parental leave; and

® Human capital investments for achieving strong economic growth and mitigating poverty and inequality should be
demand-driven and include government co—financing.

Thus, the OECD largely concludes that employment is supported by some level of active labor market intervention to increase
worker skills and education, a moderate minimum wage, balanced government budgets, and access to child care and parental
leave. The OECD generally contends that high unemployment insurance, high union density, and high protections to increase
job security all have negative impacts on employment.

Kamilia Fialova (2011) from Charles University in Prague has studied the effect of labor market institutions on the
employment rates of OECD and European Union countries. Fialova finds that employment protection legislation significantly
reduces the employment rate. High labor taxes also lower the employment rate, though the effect is relatively small. On the
other hand, active labor market programs, labor unions, and the unemployment benefit replacement rate (i.c., the ratio of
unemployment benefits received as a percentage of previous earnings) have stimulating effects and increase the employment
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rate. There is also no definitive evidence that a higher minimum wage has any impact on a country’s employment rate. These
findings tend to align with the OECD lessons that active interventions to increase worker skills and education, a moderate
minimum wage, and access to child care and parental leave all support employment while high protections to increase job
security have negative impacts. On the other hand, Fialova’s analysis calls OECD’s cautionary conclusions on high union
density, high unemployment insurance, and taxes to balance the budget into question (Fialova, 2011).

Henrik Jacobsen Kleven (2014) from the London School of Economics has found that, contrary to economic theory, countries
with high taxes and generous welfare systems tend have higher employment rates among individuals ages 20 through 59.
Kleven finds that a person may be more likely to work when his or her country provides public services that make working
casier, “including child care, elderly care, and transportation.” In effect, these policies are subsidies that reduce the costs of
market work, encouraging labor supply and mitigating the negative impacts of higher taxes. Scandinavian countries, in
particular, impose high taxes and provide significant public services, “and yet those countries feature very high employment”
(Kleven, 2014). M. Christian Lehmann (2004) of the University of Brasilia also finds that large cash transfers to low-income
individuals have a stimulating effect on labor supply (Lehmann, 2014).

The studies by Fialova, Kleven, and Lehmann imply that economic research should consider the benefits of spending on public
services in addition to the costs of higher taxation. The suggestion to investigate policy benefits is echoed by Séren Blomquist,
Vidar Christiansen, and Luca Micheletto (2009), respectively of Uppsala University, the University of Oslo, and the University
of Milan. The authors study the examples of child care, elderly care, primary education, and health care and conclude that
“there is a potential gain in efficiency where public provision of such services replaces market purchases.” After factoring in
public expenditures, economies with higher tax rates can have less severe distortions than those with lower tax rates. This
helps explain, in part, why a paper by Emmanuel Saez of the University of California, Berkeley, Joel Slemrod of the University
of Michigan, and Seth Giertz of the University of Nebraska (2010) finds that the optimal top federal income tax rate is 68.4
percent in America, substantially higher than the current 39.6 percent (Saez et al., 2010).

Country-level evaluations therefore generally find that active labor market policies such as employment subsidies and
apprenticeship programs, access to child care and elderly care, access to cheap and efficient transportation, and public
provision of educational services all support employment. A moderate minimum wage and moderate tax burden appear to
have no significant impact on the employment rate. Labor unions and unemployment benefits have mixed impacts, while
significant protections to increase job security have shown some negative effects on the employment rate. A proactive
“flexicurity model,” as espoused by Denmark, may thus be the best labor market policy. This way of organizing the labor
market allows flexible hiring and firing practices but has significant security measures, including a strong social safety net and
active labor market programs to educate workers, support families, and promote high wages (Andersen et al., 2011).

Sections 2 and 3 investigate whether these public policies, as well as other government programs and economic factors, are
linked to high working-age employment rates among U.S. states.

Data, Methodology, and Limitations

This report investigates state-level data on the Working—age employment rate and its relationship with 23 other variables. The
latest year for which data are available for all the variables and the Working—age employment rate is 201 3.* Data are collected
from ten public sources:

1. The 2013 Current Population Survey Outgoing Rotation Groups from the Bureau of Labor Statistics of the U.S.
Department of Labor and the U.S. Census Bureau, as provided by the Center for Economic and Policy Research
(CEPR, 2013);

2. The 2013 American Community Survey 1-Year Estimates by the U.S. Census Bureau (Census, 2014a);

2013 Annual Survey of State Government Finances by the U.S. Census Bureau (Census, 2014b);

The 2013 State Transportation Statistics by the Bureau of Transportation Statistics of the U.S. Department of

Transportation (USDOT, 2015);

B ow

* For a CSV (Comma Delimited) file with the entire dataset and accompanying source links, contact author Frank Manzo IV at
fmanzo@illinoisepi.org.
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5. The 2013 Wage and Hour Division of the U.S. Department of Labor (USDOL, 2015);
The 2013 “Unemployment Rates and Weeks of Unemployment Insurance (UI) Available” by the Center on Budget
and Policy Priorities (CBPP, 2013);

7. Crime in the United States, 2013 by the Federal Burcau of Investigation (FBI, 2013);

8.  The State of Preschool 2013 by The National Institute for Early Education Research by the Graduate School of Education
at Rutgers University (NIEER, 2013);

9. The consolidation of Good Jobs First data by the Mercatus Center at George Mason University in “Ranking Known
State Subsidies to Private Businesses” (De Rugy, 2014);

10. Child Care in America: 2013 Fact Sheets by Child Care Aware of America (CCA, 2013).

This report primarily uses two methods to understand the relationship of a given public policy or economic phenomenon with
the working-age employment rate. First, in Section 2, correlation coefficients are calculated and linear graphs are plotted to
identify general associations, uncontrolled for other factors. Correlation coefficients range from -100 percent to +100
percent. A -100 percent correlation indicates that the two variables have a perfectly negative relationship with one another,
while a +100 percent correlation implies a perfectly positive relationship. A correlation of O percent would mean that the
variables have no relationship to one another. The following parameters, in accordance with standards of social science in both
Turkmen (2013) and Cohen (1992), are used to determine the “strength” of a relationship between two variables when
evaluating correlation coefficients.

e 0.0to0 9.9 percent: No relationship;
e 10.0to 29.9 percent: Weak relationship;
e 30.0 to 49.9 percent: Moderate relationship;

® 50.0 percent or greater: Strong relationship.

Section 3 uses an ordinary least squares (OLS) regression model to parse out the actual and unique impact of a particular
variable on the working-age employment rate. This technique describes “how much” a factor is responsible for increasing or
decreasing the employment rate. The model includes 17 educational, transportation, labor market institution, poverty,
inequality, tax, and government spending variables.

In both sections, the working-age employment rate is defined as the percentage of the population ages 21 through 64 with a
job. These age bounds are used to understand employment for the group of individuals that has had time to complete some
college or an associate’s degree and has not yet reached the full retirement age to receive supplemental income from the U.S.
Social Security Administration (SSA).

There are limitations to this analysis. First, the report focuses on the working-age employment rate, which is only one
indicator of labor market performance and societal well-being. Second, the study only investigates data from a single year:
2013. While the analysis can explain current (i.e., level) differences in the working-age employment rate between the 50 U.S.
states and estimate effects of policy changes, it cannot predict how each variable changes the employment rate over time (i.e.,
growth). For instance, the report can establish whether the number of public road miles has a positive impact on the present
employment rate but cannot determine what effect more public road miles would have on employment growth ten years from
now. Finally, there are only 50 observations in the analysis: The 50 U.S. states. The small sample size could limit the
conclusions that can be drawn from statistical analysis. However, the 50 states afford economists and labor researchers with 50
laboratories in which different combinations of public policies operate. In addition, the sample of 50 U.S. states is larger than
the sample of OECD member countries (N= 34) and European Union member countries (N= 28). Since the states are all part
of an integrated national economy with a unified federal government, this analysis also implicitly controls for national “fixed
effects.” As an example, interest rates may differ between the United States, the European Union, and Japan, but studies
evaluating OECD countries may not factor in this difference, biasing the results. A 50-state study does not suffer from this
potential flaw.
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Section 2: Introduction to Variables and Evaluation of Correlation Coefficients
Education and Child Care

Perhaps the most successful function of government in fostering economic development has been to educate the populace. In
American Economic History, Johnathan Hughes and Louis Cain (2003) of Northwestern University note that the 20" Century was
the “human-capital century.” In 1910, only about 10 percent of America’s youth graduated from high school. Thirty years
later, over 50 percent of 18 year olds received a high school diploma. This subsequently “set the stage for the massive increase
in college education that took place during the post-World War II years.” The returns to education were high, and demand for
educated blue-collar workers rose considerably. “It is no coincidence,” Hughes and Cain conclude, “that, at the time America
began to pull ahead of other countries in terms of income, it also pulled ahead of other countries in terms of education”
(Hughes & Cain, 2003).

More recent research corroborates this conclusion. Blomquist, Christiansen, and Micheletto (2009) find that providing public
education significantly improves the employment rate. An extra year of education for an individual increases his or her
carnings by 7 to 10 percent and an additional year of education on average in the population raises a country’s economic
growth rate by 1.2 percentage points (Stevens & Weale, 2003; Barro, 1997). Finally, evidence by Noah Berger and Peter
Fisher (2013) of the Economic Analysis and Research Network finds that a well-educated workforce raises median wages and
builds a foundation for shared economic prosperity within a state.

There is a strong positive relationship between the level of educational attainment and the corresponding working-age
employment rate in states across America (Figure 2). As the share of the population with a bachelor’s degree or higher
increases, the share of the population with a job also increases on average, with a strong correlation of 52.1 percent.
Moreover, there is an even stronger correlation (77.6 percent) between the percentage of residents with at least a high school
degree or equivalent and the employment rate. As indicated by the data, public policies that support education and improve
the number of workers with college degrees are also very likely to improve the employment rate, providing businesses and
organizations with the skilled workers they demand.

FIGURE 2: Working-Age Employment Rate and Educational Attainment of the Population Ages 18+, 2013
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Sources: CEPR, 2014; Census, 2014a.

Economic research demonstrates that early childhood education (ECE) programs have substantial positive benefits over time
on both school performance and later labor market outcomes (Calman & Tarr-Whelan, 2005; Kleven, 2014). The significant
impact generated by child-care and pre-kindergarten education has led policymakers across the nation to expand these
programs. If more three and four year olds are enrolled in state ECE programs, a higher share of their parents might be
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expected to enter the labor force and work. However, at first glance, early childhood education seems to have no relationship
to the employment rate, with a correlation of -6.9 percent (Figure 3). This lack of relationship is one of the few simple
correlations that change considerably in the full economic models in Section 3. Once other factors and public policies are
included in the analysis, the effect of state ECE programs on the employment rate is positive and large.

Furthermore, public policy research also finds that publicly-provided child care supports parents entering the workforce
(Gennetian et al., 2004; Kleven, 2014). Figure 4 evaluates the association between the number of state child care workers per
1,000 children ages 4 and under and the working-age employment rate. There exists a moderate positive relationship of 32.3
percent. The trend line suggests that cutting state child care entirely in Illinois would reduce the working-age employment rate
by 0.03 percentage point, amounting to an employment decline of 2,350 workers across the state. This negative impact would
be in addition to the 18,870 loss in state child care occupations, and would be particularly harmful to low-income families.

FIGURE 3: Working-Age Employment Rate and 3-4 FIGURE 4: Working-Age Employment Rate and
Year Olds in State ECE Programs, 2013 State Child Care Workers Per 1,000 Children, 2013
State Early Childhood Education State Child Care Workers Per
Programs, 2013 1,000 Children Under Four, 2013
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Sources: CEPR, 2014; NIEER, 2013. Sources: CEPR, 2014; CAA, 2013.

Transportation Funding, Infrastructure, and Utilization

All economic debates that discuss costs are incomplete without also considering benefits. Every action has a cost, even if there
is not a defined price attached to it. Going to work, for instance, has many costs: The price of fuel or the fare to use public
transit, the wear and tear placed on the worker’s vehicle, and even the risk of a transportation-related injury or death. But
there are also “opportunity costs” of going to work. The individual could otherwise be learning a new skill, spending time with
family, exercising, or sleeping. Despite these costs, people go to work every day, because the monetary and personal
fulfillment benefits of going to work outweigh the costs.

For every potential worker, however, the cost becomes too large at some point. As an extreme example, it would be very
unlikely for an individual to accept a job if the commute takes four hours in one direction. The fuel and time costs would
simply be too burdensome. This thought experiment, though exaggerated, is important in understanding how investments in
transportation infrastructure— especially those which increase worker-to-firm connectivity— are important in supporting
employment. When individuals can easily get to a job, they are more likely to enter the labor force.

Figures 5 and 6 generally demonstrate this economic phenomenon. Figure 5 depicts the relationship between the average
commute time to work reported in the Census Bureau’s 2013 American Community Survey and the working-age employment

rate. There is a moderate negative relationship of -32.5 percent, meaning that longer average commute times are associated

with lower employment rates. Additionally, there is a moderate positive relationship (44.4 percent) between the total number
of public road miles per 100,000 residents in a state and the employment rate of residents ages 21 to 64 (Figure 6). Increased
road availability and decreased congestion tend to support better employment outcomes.
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FIGURE 5: Working-Age Employment Rate and
Average Commute Time to Work, 2013
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FIGURE 7: Working-Age Employment Rate and
Share of Public Transit Commuters, 2013
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Labor Market Institutions

FIGURE 6: Working-Age Employment Rate and
Public Road Miles Per 100,000 Persons, 2013

Public Road Miles, 2013

100%

90%

80%

70%

60%

Employment Rate: 21-64

50%

0 2,500 5,000 7,500 10,000 12,500
Public Road Miles Per 100,000 Persons

r=0.4438
Sources: CEPR, 2014; USDOT, 2015; Census, 2015a.

The share of workers using public transportation to commute
to their job also appears to have no discernible relationship
(1.8 percent), possibly because only a small fraction of
American workers use mass transit systems— under 10
percent in every state except New York (Figure 7). Since the
share of commuters taking public transit has no negative
impact, a possible conclusion is that the mode of
transportation generally does not matter for the employment
rate. It does, however, disproportionately impact low-wage
users and an increase in mass transit availability may tend

support employment among minimum wage workers.
PP ploy g g

Information on government spending on, and revenues to
fund, transportation infrastructure can be found in the “Taxes
and Government Spending” subsection on Page 14.

Economies are organized around labor market institutions. Governments pass various Jlaws and programs to address perceived

socioeconomic problems that arise when the market is unregulated. This is because private markets are not always efficient. As

examples, information may not be available to all private actors, monopolies may control a sector, or a market may

overprovide or underprovide a good in a manner that is socially suboptimal (called “externalities” in economics). The division

of the economic “pie”— the winners and losers of a policy change in the labor market— is also often a consideration for

lawmakers. As a result, policies impacting labor market institutions are among the most controversial in whether or not they

support employment.
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The minimum wage is one of the most contentious labor market institutions. Although 7-in-10 adults nationwide are in favor
of raising the minimum wage to $10.10 per hour (PollingReport, 2015), politicians are divided on the issue. The federal
minimum wage has remained at $7.25 per hour since 2009. While some argue that the minimum wage is a distortion in the
market and increases unemployment, others say the increased wages lead to more spending among low-income families, which
stimulates job growth and offsets any negative employment effect. Figure 8 tends to support the latter conclusion. With a
correlation of just -8.1 percent, a state’s adult minimum wage in 2013 had no discernible relationship with its working-age
employment rate. There are many explanations for why the minimum wage appears to have little to no effect on total
employment (Schmitt, 2013), such as increased demand (Aaronson et al., 2012), reductions in employee turnover and more
diligent hiring practices (Dube et al., 2013), and more young workers deciding to stay in school which increases human capital

in the long run (Sutch, 2010).

The number of weeks of unemployment insurance provided to workers may also impact employment. Opponents of generous
unemployment insurance argue that the longer unemployment benefits last, the less effort unemployed persons will put into
looking for a new job. Therefore, states that have higher number of weeks covered by unemployment insurance would tend to
have lower employment rates. However, Figure 9 shows a correlation of 14.4 percent, indicating a weak positive relationship

between unemployment insurance weeks and the working-age employment rate. It is worth noting, though, that
unemployment benefits now run out after 26 weeks in 40 out of 50 U.S. states, a limitation to evaluating the data.

Some commentators and politicians also view labor unions as distorting the labor market and reducing employment
opportunities. In fact, there is no relationship between a state’s union membership rate and its working-age employment rate,
with a correlation of just 0.8 percent (Figure 10). Labor unions form when workers feel that employers have mistreated them,
not provided them with enough workplace protections, or unfairly compensated them. Unions collectively bargain on behalf
of the workers they represent and agree to contracts with employers that work for both labor and management. By raising
worker incomes and increasing personal satisfaction, unions stimulate consumer demand and improve worker morale in ways
that often offset disemployment effects.

Conversely, “right-to-work” laws impose a government regulation on labor unions, prohibiting them from entering into a
specific type of private contract with their employers that includes a “fair-share” clause. “Right-to-work” proponents argue that
the regulation helps to encourage business growth and increase job growth by limiting union organizing. However, “right-to-
work” laws also have no relationship to the employment rate (Figure 11). While the working-age employment rate is actually
marginally higher in collective-bargaining states (71.8 percent) than in “right-to-work” states (71.2 percent), the correlation of
1.4 percent indicates that “right-to-work” does not support employment. This finding echoes much of the economic literature
(Manzo & Bruno, 2014; Collins, 2012; Hogler, 2011; Stevans, 2009).

FIGURE 8: Working-Age Employment Rate and FIGURE 9: Working-Age Employment Rate and
Adult State-Level Minimum Wage, 2013 Weeks of Unemployment Insurance, 2013
Adult Minumum Wage (Not Weeks of Unemployment
Tipped), 2013 Insurance, 2013
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FIGURE 10: Working-Age Employment Rate and FIGURE 11: Working-Age Employment Rate
State-Level Union Membership Rate, 2013 and State “Right-to-Work” Laws, 2013
Union Membership Rate, 2013 "Right-to-Work" Laws, 2013
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Workers may be encouraged to enter the job market if the jobs offer competitive fringe benefits packages. Health insurance
coverage and retirement coverage both increase the benefits of working relative to the costs of going to work. Indeed, in
2013, both the share of employees with health insurance coverage and the share of employees with a pension or retirement
plan at work are associated with higher employment rates. Given that workers are more likely to have health and retirement
insurance than non-workers simply by having a job, Figures 12 and 13 only report coverage shares among the employed. This is
done to ensure that the coverage rate (the X-axis) is not explained by the employment rate (the Y-axis). Rather, a non-worker
may be encouraged to find a job in a state if he or she is more likely to receive health insurance coverage and retirement
coverage once he or she is employed, relative to other states. There is a moderate positive relationship between employee
health insurance coverage and the employment rate, with a correlation of 41.4 percent (Figure 12). Similarly, with a
correlation of 49.9 percent, there is a moderate positive relationship between the share of employees having a pension or
retirement plan at their work and the employment rate (Figure 13). These graphs indicate that higher coverage rates in health
and retirement plans may support employment.

FIGURE 12: Working-Age Employment Rate and FIGURE 13: Working-Age Employment Rate and
Health Insurance (If Employed), 2013 Pensions (If Employed), 2013
Health Insurance Coverage If Pension or Retirement Plan at
Employed, 2013 Work, 2013
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Poverty, Inequality, and Crime

Some commentators and politicians argue that government assistance programs reduce employment because recipients are less
likely to seek and accept gainful employment. On the other hand, programs such as the Earned Income Tax Credit (EITC) are
designed to increase tax refunds to (or otherwise reduce income taxes paid by) low-wage workers, which theoretically
encourages individuals to find a job. The correlations show that the working-age employment rate has no relationship with the
share of the population receiving federal cash assistance in Figure 14 (6.6 percent correlation), a strong negative relationship
with the average EITC value received by an individual (-62.6 percent correlation) in Figure 15 and a strong negative
relationship with the share of the population receiving food stamps (-67.1 percent correlation) in Figure 16. However, these
correlations are more likely related to the percent of the population below the poverty line. That is, food stamp and EITC
assistance do not lower the employment rate; rather, they are policy responses to a higher share of the population below the
poverty line due to a lower employment rate. This conclusion is supported in the Section 3 analysis, in which neither food
stamps nor EITC value has a statistical impact on the working age employment rate.

FIGURE 14: Working-Age Employment Rate and FIGURE 15: Working-Age Employment Rate and
Recipients of Federal Cash Assistance, 2013 Mean Value of EITC Assistance, 2013
Recipients of Government Mean Value of Earned Income
Assistance, 2013 Tax Credits, 2013
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FIGURE 16: Working-Age Employment Rate and FIGURE 17: Working-Age Employment Rate and
Recipients of Food Stamps, 2013 Violent Crimes Per 100,000 Persons, 2013
ReC|p|er3ts of Food Stamp L0 Violent Crime Rate, 2013
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An additional factor that influences employment, which is subject to policy prescription, is a jurisdiction’s crime rate. Levitt
(2004 provides compelling evidence that increases in the number of police and increases in the prison population are two of
the four factors explaining the significant reduction in the crime rate in the 1990s. But does reducing the crime rate have a
positive impact on the employment rate? Yes, according to Figure 17. There is a strong negative correlation of -48.4 percent

between the number of violent crimes per 100,000 persons in a state and the working-age employment rate (Figure 17). As
the violent crime rate increases, the employment rate declines. This relationship, however, may depend on many factors. For
instance, if the number of inmates is relatively larger in states with low violent crime rates, they are not counted in the total
state population. By removing the inmates from the denominator (individuals who are not currently employed and, even if
they were released, are less likely to have a job), the working-age employment rate would be artificially inflated. But reducing
criminal behavior is is just one side of the equation. Policies that provide previously incarcerated individuals with job training
and placement counseling as well as those that remove the stigma of an arrest record may help increase employment rates
among this population.

Taxes and Government Spending

Finally, this report considers the relationship of various taxes and government expenditures on the working-age employment
rate. The information utilized is from the 2013 Annual Survey of State Government Finances by the U.S. Census Bureau. The data
contain details on state government revenue by source, expenditures by function, indebtedness by term, and assets by
purpose. This is a voluntary survey, but all 50 state governments participated in 2013 (Census, 2015b).

Figure 18 first presents data on the total state tax rate per houschold. To determine the tax rate per household we first
established the state’s total collection of tax and fee revenues (for all purposes) and then divided by the number of households
reported in each state by the 2013 American Community Survey. Then, the average household tax burden is divided by the mean
household income reported in the 2013 American Community Survey to generate a state-level estimate of total tax rate per
household. We found that there is no relationship at all between a state’s total tax rate per houschold and its working-age
employment rate (Figure 18). Note that the two outliers in the visual depiction are North Dakota (24.1 percent) and Alaska
(23.5 percent), which received disproportionately large corporate net income taxes from energy production companies. The
correlation of -0.5 percent is the weakest association of all 35 relationships presented in this paper. As the share of household
income paid in total state taxes increases, the employment rate does not go up or down.

FIGURE 18: Working-Age Employment Rate and FIGURE 19: Working-Age Employment Rate and
Total State Tax Rate Per Household, 2013 Personal Income Tax Rate Per Household, 2013
Total State Tax Rate Per Personal Income Tax Rate Per
Household, 2013 Household, 2013
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FIGURE 20: Working-Age Employment Rate and
Average Sales Taxes Per Household, 2013

FIGURE 21: Working-Age Employment Rate and
Corporate Taxes Per Household, 2013
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Figures 19 through 21 characterize relationships between specific types of taxes and the employment rate— the personal
income tax, the sales tax, and the corporate income tax. In all Figures, there are at least four states that do not have the
evaluated tax. Our findings show that there is no relationship between any of the three tax variables and the working-age
employment rate. The correlations are -1.1 percent with the personal income tax as a share of average household income
(Figure 19), 0.6 percent with the average sales tax paid per houschold (Figure 20), and 14.4 percent with the corporate
income tax rate per houschold (Figure 21). All states collect tax revenues in some form, whether the primary method is
through income, sales, or corporate taxes.

The findings from these three graphs indicate that the manner of collecting revenues does not seem to impact the employment
rate. The type of tax or fee and its rate tend to have no real relationship to boosting employment. A possible explanation is
that taxes may become too burdensome at some high level, but that no individual U.S. state approaches such a level. However,
if states with an effective personal income tax rate of less than 1.0 percent are omitted, a “Laffer Curve” with a moderate 40.8
percent relationship does emerge (Figure 22). The data omits nine states, so definitive conclusions cannot be drawn. Still, it is
worth noting that the curve does suggest that the “optimal” effective personal income tax rate is 4.74 percent.

Among all analyzed tax and government spending relationships, Figure 23 shows the strongest association. There is a moderate
positive relationship between a state’s budget surplus and its working-age employment rate, exhibited by a 33.3 percent
correlation. The budget surplus rate is calculated by dividing all remaining revenue after expenditures by total collected
revenue. In effect, it is a “rainy day” fund in case market conditions deteriorate and tax revenues decline. Higher budget
surpluses tend to instill confidence among investors, workers, and voters that a state government has its financials in order.

In 2013, Illinois’ total state revenues amounted to $84.5 billion. This includes $38.7 billion in General Fund revenues (45.8
percent); $17.0 billion from the federal government (20.1 percent); $18.9 billion in “insurance trust revenue” such as
workers’ compensation, unemployment compensation, and pension contributions (22.4 percent); and the rest from
miscellaneous revenue such as lotteries, fines, tolls, and airport fees (11.7 percent). Total expenditures on all functions of
government, however, summed up to $75.3 billion, leading to an overall budget surplus of 10.9 percent.5 This included a $1.0
billion surplus of total receipts over total disbursements in the General Fund (Nuding, 2015). However, the state’s budget
now faces a deficit due the phase-out of the temporary income and corporate tax hikes and declines in federal government

revenues.

* In 2013, the three states with deficits of total state expenditures on all functions exceeding total state revenues from all sources were
Louisiana (-2.6 percent), Massachusetts (-2.4 percent), and Kentucky (-0.9 percent).
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FIGURE 22: Working-Age Employment Rate and
Household Personal Income Tax Rate (21.0%), 2013

FIGURE 23: Working-Age Employment Rate and
Total State Budget Surplus, 2013
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Sources: CEPR, 2014; Census, 2015b; Census, 2015a.

As previously discussed, the levels of educational attainment and transportation infrastructure are the factors demonstrating

the strongest relationship with the working-age employment rate. Related to those employment supports are state

expenditures directly tied to education and transportation. Figures 24 and 25 display the employment associations with
education spending divided by total expenditures and highway spending divided by total expenditures. Highway spending

includes spending on all roads, bridges, and capital assets owned by the state, which are typically administered by the state’s
Department of Transportation. While the overall educational levels of the state’s eligible workforce is strongly related to

employment, there is no relationship between the education share of state expenditures and the working-age employment

rate, with a correlation of 2.9 percent (Figure 24). But, with a correlation of 43.7 percent, there is a moderate strong
relationship between the highway share of state expenditures and the working-age employment rate (Figure 25). Though not

shown, the correlation between a state’s highway share of total expenditures and its public road miles per 100,000 persons is

81.0 percent, indicating that the two are almost perfectly related.

FIGURE 24: Working-Age Employment Rate and
Education Share of State Expenditures, 2013

FIGURE 25: Working-Age Employment Rate and
Highway Share of State Expenditures, 2013
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States primarily fund road and bridge infrastructure through motor fuel taxes paid at the pump, though alternatives to replace
the gas tax have been proposed, such as a mileage-based user fee (Manzo & Poulos, 2015). Figure 26 divides total motor fuel
taxes collected in a state by the total vehicle miles traveled in the state, as estimated by the 2013 State Transportation Statistics by
the Bureau of Transportation Statistics of the U.S. Department of Transportation (USDOT, 2015). Motor fuel tax per vehicle
mile traveled is then pitted against the working-age employment rate. The data reveal a weak positive relationship, with a 20.8
percent correlation. While a higher gas tax is associated with a higher employment rate, this is because gas tax revenues fund
highway expenditures to construct public roads and reduce congestion. Still, raising the motor fuel tax or implementing a new
user fee is policy that can be used to support employment through investments in horizontal infrastructure.

Lastly, research by Veronique de Rugy (2014) of George Mason University finds that “corporate welfare is a significant
problem at the state level.” Not all corporate subsidies are known because the data is “inconsistently scattered among various
government reports and websites,” if it is reported at all. However, a Subsidy Tracker compiled by Good Jobs First allows
researchers to draw general conclusions from all identified subsidies. There is a moderate negative relationship, -39.7 percent,
between the dollar value of known corporate subsidies indirectly paid by each houschold and the working-age employment
rate in a state (Figure 27). While some politicians and commentators claim that business subsidies, tax breaks, and enterprise
or tax increment financing zones encourage employment growth, Figure 27 actually points to the opposite conclusion:
Corporate welfare reduces the employment rate, hurts workers, and transfers taxpayer dollars to corporations.

FIGURE 26: Working-Age Employment Rate and FIGURE 27: Working-Age Employment Rate and
Motor Fuel Tax Per Vehicle Mile Traveled, 2013 Known Corporate Subsidies Per Household, 2013
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Section 3: The Impact of Each Variable
Regression Analyses

To parse out the actual and unique impact of a particular variable on the working-age employment rate, ordinary least squares
(OLS) regression models are used. This technique describes “how much” a factor is responsible for increasing or decreasing the
employment rate. For example, how much is a higher minimum wage responsible, if at all, for a higher or lower employment
rate in a state? Due to the problem of “multicollinearity” in which two explanatory factors are closely related— such as the
highway share of state expenditures and the number of public road miles per 100,000 persons— the model is limited to 17 of
the most important variables.

The analysis finds five factors that are statistically significant (Figure 28).
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First, a one percentage-point increase in the share of the population with a bachelor’s degree is statistically associated with a
0.80 percentage-point increase in the employment rate. Although a 0.8 percentage-point increase may seem small, in Illinois
this equates to approximately 60,000 new working-age residents that would have a job.

Second, a one percentage-point increase in the share of three and four year old children enrolled in a state early childhood
education program also again has a statistically significant impact, this time increasing the working-age employment rate by
0.07 percentage point. In llinois, just 23 percent of three and four year olds are enrolled in a state ECE program. The analysis
finds that doubling the number of these children in ECE programs would increase the working-age employment rate by 1.54
percentage points, or by over 115,000 workers.

State spending on highways and bridges, the average travel time to work, and the state budget surplus are the three additional
factors that statistically influence the working-age employment rate (Figure 28). A one percentage-point increase in the
highway share of state expenditures is statistically associated with a 0.39 percentage-point increase in the working-age
employment rate. Similarly, a one minute rise in the average commute time lowers the employment rate on average by 0.005
percentage point. A 20 minute drop in mean travel time to work would increase the employment rate by 0.09 percentage
point. Furthermore, a one percentage-point increase in the state’s total budget surplus over total revenue is associated with a
0.20 percentage-point increase in the working—age employment rate.

There are also two variables that have suggestive impacts on the working-age employment rate, with significance at the 10-
percent confidence level. A one dollar increase in the state minimum wage has a suggestive but insignificantly negative impact
on the working-age employment rate (-0.02 percentage point), which aligns with economic research showing no or a very
small negative impact of the minimum wage on employment (Wolfson & Belman, 2013; Dube et al., 2011; Doucouliagos &
Stanley, 2009). A one percentage-point increase in worker health insurance coverage has a suggestive but insignificantly
positive impact on the working-age employment rate (0.21 percentage point). The number of state child care workers per
1,000 children under four years old, the share of workers using public transportation to commute to work, the union
membership rate, “right-to-work” legislation, the number of unemployment insurance weeks offered by a state, the share of
workers with pension or retirement coverage, the average personal income tax rate, known corporate subsidies, the average
value of the Earned Income Tax Credit, and the share of the population receiving food stamps all have no statistical impact on
the working-age employment rate.

The final column in Figure 28 provides conclusions on the impacts of each variable. All five variables that have statistical
significance are deemed to have “significant impacts” on the working-age employment rate. If a public policy or economic
variable has significance at only the 10 percent level or if it has a moderate or strong relationship in the correlational analysis,
then it is considered to have a “suggestive impact” on the employment rate. A factor has “no impact” at all if it has no or a weak
correlation between the working-age employment rate and is insignificant.

Seven public policies have suggestive impacts on the working-age employment rate (Figure 28). More health insurance
coverage for workers, more pension coverage for workers, and more state child care workers may all positively affect the
working-age employment rate, but there is not enough evidence to draw a confident conclusion. A higher minimum wage, a
higher personal income tax rate, a higher amount of corporate subsidies paid by taxpayers, and a higher violent crime rate may
all negatively affect the working-age employment rate, though again there is not enough evidence to draw a confident

conclusion.

All of the suggestive impacts are likely true “at some point.” As an example, increasing the minimum wage from $8.25 per
hour in Illinois to $10.00 per hour is unlikely to have a significant impact on the employment rate. The higher wages at the
lower end of the income distribution would actually stimulate consumption and offset the negative employment effect (Manzo
& Bruno, 2014). But the minimum wage is just that: A minimum. Increasing the wage floor to an extreme for which no one
advocates, such as $100.00 per hour, would have negative impacts. The marginal cost exceeds the marginal benefit at some
point. Another example is that a personal income tax rate of 100 percent, again at the extreme, would discourage every person
from working— so the tax becomes too burdensome at some point. For states, this threshold is possibly after a personal income
tax rate of 4.74 percent is reached for the average houschold (as demonstrated in Figure 22).
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FIGURE 28: Statistical Analyses of Independent Variables on the Working

Policies that Support Employment

-Age Employment Rate

Variable Correlation Strength Regression Model Conclusion

Variables of Interest
Bachelor's Degree or Higher 0.5211 Strong 0.7967 % Significant Impact
3 and 4 Year Olds Enrolled in state ECE -0.0693 None 0.0670  *x* Significant Impact
State Child Care Workers Per 1,000 Children Under 4 0.3227 Moderate -0.0001 Suggestive Impact
Highway Share of State Expenditures 0.4372 Moderate 0.3916  *x* Significant Impact
Mean Travel Time to Work -0.3253 Moderate -0.0047  ** Significant Impact
Public Transit Commuters 0.0181 None -0.0010 No Impact
Minimum Wage -0.0808 None -0.0207  * Suggestive Impact
Union Membership Rate 0.0082 None 0.0422 No Impact
Right-to-Work Law 0.0143 None 0.0071 No Impact
Unemployment Insurance Weeks 0.1441 Weak 0.0010 No Impact
Income Tax Rate Per Household -0.0110 None -0.3656 Suggestive Impact
Known Corporate Subsidies Per Household -0.3968 Moderate 0.0000 Suggestive Impact
Budget Surplus 0.3333 Moderate 0.2025  ** Significant Impact
Health Insurance Coverage If Employed 0.4140 Moderate 0.2299 = Suggestive Impact
Pension/Retirement Coverage At Work 0.4993 Moderate 0.0644 Suggestive Impact
Mean Value of EITC -0.6258 Strong 0.0001 Collinear
Food Stamp Recipient -0.6714 Strong -0.0018 Collinear
Public Road Miles Per 100,000 Persons 0.4438 Moderate Collinear
Motor Fuel Taxes Per Vehicle Mile Traveled 0.2081 Weak No Impact
Violent Crime Rate Per 100,000 Persons -0.4839 Moderate Suggestive Impact
Cash Public Assistance Recipient 0.0658 None No Impact
Total State Tax Rate Per Household 0.0052 None No Impact
Average Sales Taxes Per Household 0.0058 None No Impact
Corporate Income Taxes Per Houschold 0.1444 Weak No Impact
R’ N/A N/A 0.8805 N/A

There are also nine policies and factors in Figure 28 that have no impact on the working-age employment rate. Among these
are “right-to-work” policies and the state-level unionization rate. A higher union density does not lower the working-age
employment rate. Policies that reduce the power of labor unions, such as “right-to-work” laws, also have no discernible impact
on employment. While a higher number of unemployment wecks may cause a small increase in the unemployment rate, it has
no impact on the employment rate. This is because recipients are considered unemployed— that is, in the labor force and looking
for work. In states with less generous unemployment benefits, many out-of-work individuals become discouraged and drop
out of the labor force altogether, which artificially lowers the unemployment rate while having no impact on the working-age
employment rate. Small or modest increases in state sales taxes, corporate income taxes, and motor fuel taxes all also have no
statistical impact on the employment rate. Different states choose varying taxes and tax rates to levy, but all collect some form
of taxation. The other variables that have no impact on the employment rate are the share of workers commuting via public
transportation and the percentage of residents receiving cash assistance from the federal government.

Five Policies and Practices that Make a Difference

Improving the share of the population with a bachelor’s degree increases a state’s human capital, productivity, and
technological and innovative capacities. These positive effects improve employment outcomes for all individuals, including
low-wage workers. Possible public policies to improve educational attainment outcomes include significantly increasing tuition
grants to lower the cost of college, increasing the number and availability of low-cost online courses (with responsive
professors), reducing class sizes in K-12 educational institutions to improve student achievement to put children on the path to
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college, creating degree programs that recognize life experience credits, and reducing the burden on transferring education
credits into 4-year degree programs.

Increasing the number of three and four year olds in state early childhood education programs offers considerable benefits.
First, the evidence is mounting that ECE programs significantly improve individual education and labor market outcomes later
in life (Calman & Tarr-Whelan, 2005). ECE enrollment also supports employment because parents, particularly mothers, re-
enter the workforce instead of staying at home with their kids. A possible public policy to increase the share of three and four
year olds in state ECE programs is to offer significant subsidies to more parents to offset the cost of preschool. An even better
approach would be to implement universal early childhood education funded by a small income tax increase on high-income
families. Additionally, raising the number of people eligible for childcare financial assistance would support the employment
rate.

Highway expenditures and reduced commute times to work also make a difference. Infrastructure investments support
economic activity. Improving and expanding roads, bridges, highways, subways, railroads, and waterways all provide direct
jobs to construction workers over the short term, increasing consumer demand in an economy. Over the long run, high-
quality infrastructure investment benefits businesses by allowing them to efficiently bring their product or service to market,
benefits workers by connecting them to jobs, and benefits families by reducing time costs of congestion. The simplest public
policy to improve state spending on public infrastructure and reduce the average travel time to work is to raise the state motor
fuel tax, which is not pegged to inflation and loses real value every year. But, because corporate average fuel economy (CAFE)
standards are rising and automobiles are becoming more fuel efficient, motor fuel tax revenues are declining across the
country. A technologically modern, sustainable revenue option based on vehicle miles traveled (VMT) is an alternative that has
been proposed in many states. The Illinois Road Improvement and Driver Enhancement (I-RIDE) program is one such
proposal that increases revenues for roads as well as public transit systems in Illinois (Manzo & Poulos, 2015). State
governments should also “lockbox” their road construction funds and prohibit using motor fuel taxes and vehicle license fees
on any government function other than improving transportation infrastructure. Wisconsin voters, for example, passed a
constitutional amendment in November 2014 to lockbox the state’s transportation fund, by a vote of 80 percent to 20 percent

(Ballotpedia, 2014).

States with higher budget surpluses also tend to have higher working-age employment rates. Budget surpluses improve
investor confidence in a state and ensure that funds are available during recessions and other downturns in the business cycle.
Public policy changes to turn budget deficits into budget surpluses, especially in Illinois, should increase tax revenue while
making necessary cuts to programs that do not support employment. Many states can increase personal income tax rates while
cutting tax subsidies to corporations. Reducing tax exemptions and closing loopholes can also increase revenues. In addition,
increased legalization of gambling and recreational marijuana could increase state tax revenues while reducing spending on
police and correctional facilities. Any number of options could be pursued to improve the budget and support positive
employment outcomes.

Section 4: A $3.5 Billion Policy Proposal

To support employment, Illinois and other state governments should use taxpayer dollars to implement policies and programs
related to the four variables that have significant impacts. This section presents the effect of a §3.5 billion increase in Illinois’
available revenue spent on public policies to support employment. The amount is predicated on increasing the state’s flat
personal income tax rate from 3.75 percent to 4.75 percent. This reflects the potentially optimal rate of 4.74 percent reported
in Figure 22 but is slightly above the balanced-budget recommendation of 4.25 percent by The Institute for Illinois’ Fiscal
Sustainability at the Civic Federation (Civic Federation, 2015). The retroactive income tax increase would generate
approximately $3.515 billion in additional revenue.’

¢ Because the policy proposal includes road construction and investments in mass transit, this part of the $3.5 billion could also be imagined
as a combination of a smaller retroactive income tax increase and an increase in the motor fuel tax. For simplicity, however, this policy
change only assumes an income tax increase. Spending General Fund revenues on public infrastructure can be justified by the past sweeps
from the Road Fund into the General Fund.
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Projected impacts are presented in two simulations of the Illinois economy. The first is a straightforward application of the
regression model, which is a “static” analysis. The second utilizes IMPLAN, the leading economic impact analysis software, to
produce a “dynamic” simulation and measure the impact through a multiplier effect, or “ripple effect,” on the entire economy.

It is recommended that the $3.5 billion in additional tax revenue be invested in the following four areas:

1. $375,000,000 is spent on public higher education: $15,000 annual grants to make the cost of attending public
universities more affordable for 25,000 students. Complete College America (2011) finds that 37 percent of Illinois
students who enroll in a public postsecondary education institution matriculate in a four-year university, and that 65
percent of those students graduate in six years. Conservatively assuming a 60 percent graduation rate, these grants
would “produce” 15,000 new graduates with bachelor’s degrees.

2. $375,000,000 is spent on the construction of new highway, road, and bridge infrastructure: In 2004,
the average construction cost per lane-mile in Illinois was $653,459 (Poupore, 2004). From March 2003 to
December 2014, the National Highway Construction Cost Index (NHCCI) increased by 11.6 percent (FHWA,
2015). Conservatively assuming a 15 percent increase in costs, the new expenditures would allow for the
construction of 500 lane-miles of highway.

3. $375,000,000 is spent on mass transit systems to reduce commute times to work, particularly in the
Chicago metropolitan area: Although the “public transit commute” variable has no statistical impact on the
working-age employment rate, a shorter travel time supports work. Congestion in the Chicago area costs the state
$7.3 billion in annual economic output (MPC, 2008). The new expenditures could, over four years, allow the state
to construct the Metra’s Union Pacific North and West improvements and the Chicago Transit Authority’s Orange
Line extension, which cost a total of $1.47 billion according to the Chicago Metropolitan Agency for Planning
(CMAP, 2014). These three improvements are projected to make 24,478 jobs newly accessible to workers in 75
minutes or less.

4. $375,000,000 is spent on state early childhood education programs: A total of 75,305 three and four year
olds in Illinois were enrolled in a state early childhood education program, or 23 percent of all three and four year
olds. Annual state spending was $241.2 million, or $3,189 per child enrolled (NIEER, 2013). The new expenditures
would more than double the state’s ECE investment. Conservatively assuming a state commitment of $5,000 per
new child enrolled, the policy change could increase the number of three and four year olds enrolled in a state ECE

program by 75,000 children.

While not a direct labor market policy, $2,000,000,000 should be used to reduce the deficit and implement
the state budget recommendations proposed by the Civic Federation: This policy proposal to support employment
is based on a retroactive increase in the personal income tax from 3.75 percent to 4.75 percent, 0.50 percentage-point higher
than the rate proposed by the nonpartisan Civic Federation. The Civic Federation estimates that their proposed increase would
increase income tax revenues by $1.77 million in the 2016 fiscal year (Civic Federation, 2015). The policy proposal to support
employment in this paper allows the state to make critical education and infrastructure investments while also following the
Civic Federation’s sound recommendations to balance the budget and pay down the bills. Note that the Civic Federation’s
proposal includes other revenue-generating and cost-cutting measures that close the rest of the current budget deficit. This
$3.5 billion policy proposal assumes that the other Civic Federation recommendations are adopted and carried out as well.

The first economic forecast of this $3.5 billion policy proposal is the regression analysis (Figure 29). Using the inputs, the
share of the population with a bachelor’s degree or higher would increase by 0.18 percentage point, the share of total state
spending devoted to highways would increase by 0.36 percentage point, and the average time spent commuting cach day
would be reduced by 0.37 minute per day per worker. The share of three and four year old children enrolled in a state ECE
program would nearly double, increasing by 22.91 percentage points, while the deficit reduction measures would create an
additional 2.62 percentage point surplus over total revenue. These public policy changes would boost the working-age
employment rate by 2.40 percentage points, mainly due to parents re-entering the workforce and businesses re-gaining
confidence in the State of Illinois. Compared to other states, the change in the working-age employment rate would improve
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[linois’ ranking from 28" (71.62 percent) to 19" (74.02 percent). The total impact would amount to nearly 180,000 new jobs
supported.

FIGURE 29: Predicted Impact of $3.5 Billion Policy Proposal on Illinois’ Employment Rate, OLS Regression

Policy Change A: Percentage-Point  B: Estimated Effect | A*B: Predicted Change
(or Minute) Change (Regression) in Employment Rate

$375,000,000 Higher Education 0.1763 0.7967 +0.1405
$375,000,000 Highways 0.3593 0.3916 +0.1407
$375,000,000 Transit (Travel Minutes) -0.3700 -0.0047 +0.0017
$375,000,000 Early Childhood Education 22.9068 0.0693 +1.5874
$2,000,000,000 Deficit Reduction 2.6204 0.2025 +0.5306
Total Change in Employment Rate (21-64) +2.4010 percentage-point increase
Jobs Supported for Workers (21-64) +179,426 jobs created

The second economic forecast is based on spending multipliers in an input-output model. The analysis is unrelated to the
analysis in Figure 28 but is used as an independent “check” of the predicted impacts in Figure 29. IMPLAN is a data-driven
software measuring the inter-industry relationships within an economy. Specifically, the input-output model measures the
market transactions between businesses and consumers. The framework allows for the examination of how a spending or income
change in one area affects the entire cconomy. Thus, this analysis quantifies impacts based on the respective $375 million
increases in government spending, the $2 billion change in the budget deficit, and the $3.5 billion decrease in household
incomes from a 1 percentage point retroactive increase in the personal income tax (Figure 30).

The economic impact analysis finds that, despite the drop in after-tax houschold income, the public policy spending changes
cause a net gain in employment, worker income, and economic output (Figure 30). This policy proposal would be predicted
to support over 48,000 new jobs in total, increasing the working-age employment rate by 0.65 percentage point. The result
would be a $3.1 billion increase in total labor compensation, which almost entirely offsets losses from the personal income tax
rate hike and demonstrates how a higher tax might not reduce consumer demand. Ultimately, the market simulation finds that
the state’s economic output would expand by $2.2 billion on net, even after accounting for the $3.5 billion “transfer” from
households to the government. Although the economic impact analysis (Figure 30) yields results that show lower benefits to
Mlinois than the regression model (Figure 29), they both lead to the same compelling conclusion: Public sector expenditures
on higher education, early childhood education, public infrastructure, congestion reduction, and balanced budgets all support
strong employment outcomes and improve the economy.

FIGURE 30: Predicted Impact of $3.5 Billion Policy Proposal on Illinois’ Employment Rate, IMPLAN Model

IMPLAN Simulation of Policy Change Employment Labor Economic
Income Value Added

Direct Effect 47,413 jobs $2.94 billion $2.00 billion

Indirect and Induced Effects 864 jobs $0.12 billion $0.21 billion

Total Effect for Workers +48,277 jobs +$3.06 billion +$2.21 billion

Implied Change in the Employment Rate (21-64) +0.6460 percentage-point increase

Industry Spending Changes Houschold Income Changes

$375,000,000 Colleges, Universities, Professional Schools -$129,046,507 Households Earning $0-35K

$375,000,000 Construction of New Nonresidential Structures | -$250,483,173 Houscholds Earning $35-50K

$375,000,000 State & Local Government Passenger Transit -$515,206,869 Houschold Earning $50-75K

$375,000,000 Payroll (State & Local Gov’t, Education) -$508,060,887 Houscholds Earning $75-100K

$2,000,000,000 Payroll (State & Local Gov’t, Non-Education) -$809,582,564 Houscholds Earning $100-150K
-$1,301,341,803 Houscholds Earning $150K+

Section 5: Implications and Conclusions

A higher employment rate generally improves well-being, reduces poverty, and increases tax revenues. Policies to support
employment therefore tend to have large positive impacts for states. Among 35 public policies and economic phenomena
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investigated in this analysis, five make a difference in the working-age employment rate. The policies that support employment
include increasing the share of the population with a bachelor’s degree, increasing the share of three and four year old children
enrolled in a state early childhood education program, increasing state spending on highways and bridges, reducing the average
travel time to work, and improving the state budget surplus. This finding echoes many of the conclusions drawn in studies of
advanced national economies (Kleven, 2014; Fialova, 2011; Blomquist et al., 2009).

The public policies that “work” for workers are all investments using taxpayer dollars. When the government invests in its road
and other transportation infrastructure, businesses and workers become more connected and have more time to engage in
productive activities. Physical capital investment supports both workers and employers. When the government invests in
educating residents of all ages, businesses and workers become more innovative, more productive, and more efficient. Human
capital investment supports both workers and employers. When the government balances the budget and carries over surplus
revenues, the savings— which can be invested— are an investment in the future. Businesses and workers know that their
government is responsible and will be able to make critical training and infrastructure investments in the future, especially
during economic downturns when they are severely needed. A budget surplus supports both workers and employers.

Other policies and phenomena have no discernible impact on the employment rate, but that does not mean that they are not
needed. While the employment rate is an important indicator to determine the health of an economy, it is not the only
measure. Alternative economic or social justifications exist for reducing the violent crime rate or increasing the adult
minimum wage or changing the corporate tax rate, but this study does not address those other reasons. The analysis can
conclude, however, that certain changes will have no effect. Curtailing union membership, reducing the minimum wage, and
providing corporate subsidies are all policy adjustments that would not increase employment. On the other hand, slightly
higher personal income taxes are not expected to reduce employment. The whole picture— the costs of tax revenues and the
benefits of how they are used— must be considered.

A $3.5 billion policy proposal in Illinois to retroactively increase the personal income tax rate by one percentage point and use
the additional revenues for the five policies that support employment would generate substantial benefits. Even after
accounting for the costs of a higher income tax, the policy changes would boost net economic output by at least $2 billion. The
proposal is also predicted to support between 48,000 and 180,000 new jobs. The policy proposal makes critical investments in
carly childhood and higher education, in infrastructure, and in financial solvency. As a result, the proposal supports parents
who want to enter the workforce, supports skills development for workers, supports efficient transportation systems, supports
congestion reduction, and supports a viable public sector. Ultimately, the $3.5 billion policy proposal supports employment in
Mllinois.

It is critical for lawmakers and voters to examine both costs and benefits because public policy choices have consequences.
Some discourage a potential worker from entering the labor market and reduce opportunities for families to achieve the
American Dream. Other public policies facilitate middle-class job creation, a skilled workforce, and a strong economy. The
policies that support employment all help to accomplish the latter. The State of Illinois should take steps to increase
investment in public education, increase investment in public infrastructure, and a balance the state budget.
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