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Fast facts

Part of the wider Unemployment Insurance system, Short-Time
Compensation is a social insurance program that helps businesses and
workers weather temporary slowdowns in demand.

While programs akin to Short-Time Compensation are an important
component of other high-income countries’ economic policy toolkits, in the
United States, Short-Time Compensation is underused: Only 26 U.S states
have an operational STC program, and Short-Time Compensation claims
rarely make up more than 1 percent of all Unemployment Insurance claims.

Available data suggest that Short-Time Compensation is especially underused
in low-wage service sector industries, such as leisure and hospitality,
education and healthcare, and other services—industries that employ a large
and growing share of U.S. workers.

There are a number of reasons why Short-Time Compensation take-up is
low, including little information and awareness about the program, interstate
variation, and lack of administrative capacity to process and disburse
benefits.

More data and research are needed to ensure Short-Time Compensation
fulfills its potential to benefit firms and workers both in the low-wage service
sector and across the entire U.S. economy.

A federal STC program, investments to make the program more user
friendly for both employers and workers, and outreach campaigns to ensure
firms know about Short-Time Compensation would also go a long way to
strengthen the STC system.

A rigorously evaluated, federally funded pilot of a multistate STC program
would allow the U.S. Department of Labor to test these elements of program
design at a smaller scale before implementing them broadly.
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Overview

Short-Time Compensation—a social insurance program also known as
worksharing that is part of the larger Unemployment Insurance system—helps
firms weather economic downturns by giving them a way to temporarily

cut back on costs without laying off workers. It allows companies to reduce
workers’ hours such that their payroll costs are lower and their employees can
claim prorated unemployment benefits to replace a share of their lost wages.
The workers remain on payroll as part-time employees, though, so that when
economic conditions improve, companies can return them to full-time status—
thus also removing any difficulty in sourcing and hiring new employees when
demand bounces back.

While other countries rely on worksharing-style programs as a major component
of their responses to macroeconomic downturns, Short-Time Compensation

in the United States is less developed. Many U.S. states lack STC programs
altogether, and in the 26 states where the program is operational, few firms
actually use it. Further, Short-Time Compensation in the United States is often
considered a program best suited to firms that employ workers with specialized
skills and that have relatively low turnover rates, such as manufacturers, since
these firms have a strong incentive to retain their workforce and thus seem to
be a natural fit for Short-Time Compensation.

Yet the goal of increasing STC program access for service-sector employers

has emerged recently in policy conversations for two key reasons. First, a large
and growing share of U.S. workers are employed in service industries. Second,
by many measures, the employment crisis sparked by the COVID-19 pandemic
was especially hard on low-wage workers in service-providing industries, such as
leisure and hospitality, education and health services, and other services, as well
as their employers.*?

Indeed, not only were service-sector workers among the most affected in terms of
the sheer number of jobs lost,? but because they are or were employed in what are
some of the lowest-paying industries in the U.S. economy, these workers were also
particularly likely to experience economic insecurity in the face of unemployment,
lost work hours, or illness.4 Making STC more accessible to businesses in low-wage
service industries is therefore essential to ensure the program is useful to a big


https://www.epi.org/publication/swa-2020-employment-report/
https://sgp.fas.org/crs/misc/R46554.pdf
https://www.bls.gov/charts/employment-situation/employment-and-average-hourly-earnings-by-industry-bubble.htm
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segment of the country’s employers, to workers who are especially vulnerable to
negative income shocks, and to the U.S. economy writ-large.

But because Short-Time Compensation in the United States is composed of
disjointed state programs that are underutilized overall and rarely used by service-
sector employers, it was ill-equipped to serve the needs of a nation experiencing
an economic shock that disproportionately affected service-providing industries.
To fill the lacuna, the U.S. Congress established the federal Paycheck Protection
Program to help businesses across the United States with specific characteristics
(including the number of employees) weather the drop in demand and keep
workers on payroll. This program faced criticism on its roll-out and reach, and thus
sparked a conversation about how the STC program could have been used—and
could be used in the future—to better serve employers in the service sector and
work to stabilize the U.S. economy as a whole during downturns.

Additionally, as the labor market recovery from the pandemic-induced recession
gained steam in 2021 and service-sector employers, along with employers in general,
had a more difficult time finding workers to meet increasing demand, some analysts
pointed to another way in which a robust STC program could help U.S. businesses
weather the ups and downs of the business cycle. With Short-Time Compensation,
firms can maintain valuable employment relationships and streamline the costly and
complicated process of screening, hiring, and retaining workers.

Despite its promise, Short-Time Compensation is understudied in the U.S.
context. This report outlines key research questions that would advance our
understanding of whether and how Short-Time Compensation could be better
deployed to support businesses and workers in the service sector, including:

What are the characteristics of employers and workers who participate in
the program?

How does Short-Time Compensation affect firm-level outcomes, such as
profitability and firm survival?

How does Short-Time Compensation affect worker-level outcomes, such as
layoffs, wage scarring, material hardship, and stress?

How do outcomes vary between employers in the low-wage service sector
and in other sectors?

What program design features would make the program more appealing to
employers and more accessible to workers?
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With the existing evidence base, however, we can already identify several actions
that policymakers can take now to scale the program to be more effective and
better able to absorb economic shocks to the service sector. Some of these
policy proposals include:

Establishing a federal STC program, which would allow uniformity across
states and raise the program’s profile, so that multistate employers could
more easily participate

Requiring that employers have STC plans on file, which would help employers
become familiar with Short-Time Compensation before they are facing
decisions about layoffs and ensure that they have a clear plan for when they
are determining how to implement Short-Time Compensation at their business

Waiving experience rating, improving employer experience with program
enrollment and administration, and allowing for a greater reduction in work
hours, which would make the program more appealing to employers and
thereby increase program use

Implementing user-friendly mechanisms for workers to address issues with
their claims, which would ensure that STC systems are accessible to all
workers, including service-sector workers and those with second jobs

Funding and conducting outreach to employers, including service-sector
employers, which would complement program design changes to increase
program use

A rigorously evaluated, federally funded pilot of a multistate STC program would
allow the U.S. Department of Labor to test these elements of program design at
a smaller scale before implementing them broadly. It would also answer some of
the research questions described above.

Short-Time Compensation keeps businesses afloat, lets workers make ends
meet, and helps the economy stay strong and quickly ramp-up again following

a slump. By scaling up the program, creating incentives for employers to retain
their workforce during temporary dips in business, and bringing Short-Time
Compensation into reach for the low-wage service-sector workers who make up
such a wide segment of the labor force, the program can reach its full potential.
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Introduction

During economic downturns, firms must determine how to weather weak
demand and cover their operating costs in the short term without sacrificing
their value and production capacity in the long term. Balancing these short-

and long-term costs when making these types of decisions is not an easy task,
and employers often face tough choices. Should they close down an entire
restaurant location or stop serving breakfast across locations? Should they lay
off all recently hired staff or pursue targeted layoffs? In many cases, it is unclear
which decisions best position the firm—and the workers it employs—to recover
from an economic slump. Yet the consequences of these decisions can send
ripples throughout the entire economy.

Not all choices need to be so tough. A simple and effective way to support
businesses and workers through recessions—and, in turn, create the conditions
for a faster and more equitable recovery—is to help them avoid laying off
workers, while at the same time lowering their day-to-day costs.® In the United
States, the main way government helps businesses to retain their workforce is
through Short-Time Compensation, a social insurance program administered as
part of the larger Unemployment Insurance system.

STC programs provide partial wage replacement to workers whose hours are
reduced, allowing firms to both retain workers as part-time employees and also
temporarily scale back on payroll costs. As such, when the economy recovers,
firms can avoid the challenges of rehiring to satisfy demand: Instead of having to go
through the recruitment process, they can simply bring their part-time employees
back to full-time status. If economic circumstances require them to lay off some
workers completely, when demand begins to recover, employers also have the
option of recalling laid-off workers at part-time status using the STC program.

Though Short-Time Compensation is touted as a panacea by some, others argue
that the program is ill-equipped to meet the needs of today’s U.S. workforce.
Employers, after all, can and do reduce the hours of their workforces without
participating in a government program. In a labor market in which it is easy and
cheap for businesses to dismiss workers, employers may not see the value in
seeking government assistance to keep their current workforce on payroll.?


https://s27147.pcdn.co/wp-content/uploads/2015/02/Lessons-Learned-Maximizing-Potential-Work-Sharing-in-US.pdf
https://s27147.pcdn.co/wp-content/uploads/2015/02/Lessons-Learned-Maximizing-Potential-Work-Sharing-in-US.pdf
https://www.oecd-ilibrary.org/sites/af9c7d85-en/index.html?itemId=/content/component/af9c7d85-en
https://www.oecd-ilibrary.org/sites/af9c7d85-en/index.html?itemId=/content/component/af9c7d85-en
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And, in contrast to our European counterparts, whose worksharing systems are
well-developed, the U.S. STC system is underused generally,® is used little outside
of the manufacturing sector, and, as it is implemented and run at the state

level, is a complex, piecemeal system: In fact, as of early 2022, only 26 states and
Washington, DC had operational STC programs in place.?

Critics also argue that Short-Time Compensation is not a good match for

the low-wage service sector, which includes industries such as food services,
accommodation, and retail—industries in which firms’ business models
account for the high rates of turnover that STC is designed to prevent. These
critics often argue that goods-producing industries, such as manufacturing,
construction, and mining, are better-suited to using STC programs.

States first began implementing STC programs in the late 1970s," when goods-
producing industries made up a larger portion of the overall U.S. workforce.”
Since then, however, goods-producing workers have gone from making up 28
percent to approximately 14 percent of the nonfarm workforce in the United
States, while service-providing workers have gone from representing about 72
percent of all nonfarm workers in 1979 to representing more than 85 percent in
2019.5 (See Figure 1.)

Service-sector workers now represent the vast majority of the U.S.
workforce

Number of employees by major U.S. sector, 1939-2022
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The service sector is composed of a wide range of industries: Both stockbrokers
and hotel housekeepers work in the service sector. More than 60 percent of
private service-sector workers, however, labor in industries in which the average
wage is below the average wage of the private sector as a whole.* We call this
group of industries “the low-wage service sector.” (See Figure 2 on next page.)

FIGURE 1

States first began
implementing STC
programs in the late
1970s, when goods-
producing industries
made up a larger portion
of the overall U.S.
workforce.

Source: U.S. Bureau of Labor Statistics,
“Current Employment Survey,” retrieved from
FRED, Federal Reserve Bank of St. Louis.


https://s27147.pcdn.co/wp-content/uploads/2015/02/Lessons-Learned-Maximizing-Potential-Work-Sharing-in-US.pdf
https://oui.doleta.gov/unemploy/csv/aw5159.csv
https://oui.doleta.gov/unemploy/csv/aw5159.csv
https://www.bls.gov/news.release/jolts.t16.htm
https://fas.org/sgp/crs/misc/R40689.pdf
https://www.bls.gov/opub/btn/volume-9/forty-years-of-falling-manufacturing-employment.htm
https://www.bls.gov/opub/btn/volume-9/forty-years-of-falling-manufacturing-employment.htm
https://www.bls.gov/opub/btn/volume-9/forty-years-of-falling-manufacturing-employment.htm
https://fas.org/sgp/crs/misc/R40689.pdf
https://www.bls.gov/opub/btn/volume-9/forty-years-of-falling-manufacturing-employment.htm
https://www.bls.gov/opub/btn/volume-9/forty-years-of-falling-manufacturing-employment.htm
https://www.bls.gov/opub/btn/volume-9/forty-years-of-falling-manufacturing-employment.htm
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FIGURE 2
Most service-sector workers are employed in industries that pay I . .
below-average wages The service sector is
Distribution aof U.S. private service-sector worlkers, by industry and average wage, 2019 composed ofa wide range
Information Leisure & : »
Financinl Wholesale Utilities hospitality Other Of anuStrzeS...
Professional & business services | activities | trade Education & health services | Retail trade — seryices

Source: U.S. Bureau of Labor Statistics,

Distribution of warkers in “Current Employment Situation” (n.d.).

private, service-providing
industries

0 0 20 30 40 50 60 70 80 50 100%
| ] 1
Average hourly wage above the Average hourly wage below the private
private sector's average wage sector's average wage

In this report, we explore the potential advantages of expanding STC programs
to reach employers and workers in the low-wage service sector, and what it
might take to get there. We begin by explaining what Short-Time Compensation
is. We then describe the benefits it has for the economy broadly, as well as the
benefits it could bring to the service sector specifically. Next, we explore the
forces keeping the STC program small in the United States, as well as other
challenges that limit its potential as a tool to stabilize the economy during
downturns. We then lay out a blueprint for overcoming these challenges,
including expanding and streamlining the program and making sure it is better
understood by workers and employers alike, especially in the service sector. We
close the report with some concluding thoughts.

The time is ripe to explore whether Short-Time Compensation could effectively
reach employers and workers in the low-wage service sector. By ensuring that
Short-Time Compensation is used more and can be accessed by a much larger
share of workers and businesses—including those in low-wage service-sector
industries, which disproportionately employ workers of color and low-wage
workers in the retail, leisure and hospitality, and healthcare industries—it would be
easier for firms to navigate short-term slumps in demand, strengthen workers’ job
security and income stability, and build a more resilient U.S. economy.
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What is Short-Time
Compensation, and how
is it financed?

Short-Time Compensation is designed to prevent job losses by giving businesses

a way to reduce their payroll costs without laying off workers. It allows employers
reduce the work hours of one or more groups of employees, who, in turn, collect

prorated unemployment benefits that cover a share of their lost wages.

For example, rather than laying off 20 percent of its staff to weather a downturn,

an employer can choose to reduce the hours of each worker by 20 percent.
If the participating employees generally work 40 hours per week, under this
STC plan, they would work a 32-hour week and collect 20 percent of their
corresponding weekly unemployment benefits. (See Figure 3.)

Short-Time Compensation keeps workers attached to their jobs

A stylized example of how Shart-Time Compensation worls in a firm with five full-time workers
who earn $15 an hour and a Unemployment Insurance, or Ul, replacement rate of 40 percent

Company without Short-Time Compensation

Typical layoffs = iz 2 2
If an employer needs to cut a a 9 3 1 3 3 a
costs by $600 per week, the 5 5 6 6

employer will lay off one
employee who malkes $600.
The loid-off employee can
apply for Ul benefits, and
other employees retain their
full pay. In this example the

|nid-off worker is eligible
for $240 in Ul benefits. Caon apply for Ul Weelly pay Weekly pay Weekly pay Weekly pay

I 5210 B oo oo [ oo [ 5500

Company with Short-Time Compensation

Reduction in hours = = - = -
When Shart-Time Campensation - B - 8 - B - B - B
is used to reduce employer
costs by $600 per week, the
employer cuts 8 hours from
each worker's schedule and
reduces pay accordingly, to
$480 dollars per week, Each
waorker receives $48 in STC

benefits, a 40% replacement
on their $120 of lost pay. Reduced weekly poy Reduced weeldy pay Reduced weekly poy Reduced weekly pay Reduced weeldy poy

Everyone stays employed. m $528 m $528 5528 m 4528 $528
$48 8TC $49 STG $48 8TC $48 8TG $48 STC -

FIGURE 3

...rather than laying off
20 percent of its staff to
weather a downturn, an
employer can choose to
reduce the hours of each
worker by 20 percent.

Source: Example adapted from U.S.
Department of Labor, Employment, and
Training Administration, “Implementation of
the Short-Time Compensation (STC) Program
Provisions in the Middle Class Tax Relief and
Job Creation Act of 2012 (PL 112-96)” (2016).
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Since 2021, employers also have had the ability to use Short-Time Compensation
as a rehiring tool—an especially useful policy in the wake of the COVID-19
recession in which millions of U.S. workers lost their jobs or were furloughed.”
In this system, if an employer must lay off a group of employees because of

a decline in demand, when demand begins to recover, it can use Short-Time
Compensation to hire back the group at part-time status as it waits for demand
to fully recover, rather than hiring back only a portion of the laid-off group at
full-time status.

While rules vary by state, federal law requires STC plans to reduce workers’
weekly hours by a minimum of 10 percent and a maximum of 60 percent. It also
establishes that employers need to maintain workers’ health and retirement
benefits as if they were working their usual hours.”® States typically allow
participants to collect benefits for between 26 weeks to 52 weeks."”

Short-Time Compensation is generally financed through state Unemployment
Insurance trust funds, which are, in turn, funded by employer-specific payroll
taxes. These payroll taxes are experience rated, which means that tax levels
are determined by employers’ previous experience with the Ul system. If more
of an employers’ former workers have claimed Unemployment Insurance, the
employer pays a higher tax.

In the past decade, however, the Middle Class Tax Relief and Job Creation Act of
2012,® the Coronavirus Aid, Relief, and Economic Security Act of 2020, and the
Continued Assistance for Unemployed Workers Act of 2020% created or extended
provisions to encourage the use of Short-Time Compensation by, for example,
federally financing 100 percent® of benefits in states with programs and giving
states the option® to not charge claims toward a firm’s experience rating tax level.


https://wdr.doleta.gov/directives/attach/UIPL/UIPL_10-20_Change_2.pdf
https://www.nga.org/memos/short-term-compensation-programs-covid-19/
https://oui.doleta.gov/unemploy/docs/stc_report.pdf
https://www.congress.gov/112/plaws/publ96/PLAW-112publ96.pdf
https://www.congress.gov/112/plaws/publ96/PLAW-112publ96.pdf
https://wdr.doleta.gov/directives/attach/UIPL/UIPL_21-20.pdf
https://www.finance.senate.gov/imo/media/doc/UI,%2012-21-20,%20Section%20by%20Section%20COVID%20Relief%20Continued%20Assistance%20to%20Unemployed%20Workers.pdf
https://www.dol.gov/newsroom/releases/eta/eta20200504
https://wdr.doleta.gov/directives/attach/UIPL/UIPL_21-20.pdf
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The benefits of Short-
Time Compensation

Short-Time Compensation is useful to firms, to the workers that firms employ,
and to the economy as a whole. Below, we tackle each area in turn.

Benefits for firms

Short-Time Compensation helps firms retain workers and boosts employee
morale. Retaining workers with firm-specific human capital assists businesses
going through a temporary dip, as firms can retain their full workforce, avoid
losing knowledge specific to one worker or position, better normalize operations
in the aftermath of a slump, and contain costs of turnover, as described below.

The cost of turnover in the low-wage service sector

Research shows that the cost of employee turnover is high.» Companies typically
pay more than one-fifth of an employee’s annual salary to replace that employee.
While some observers assume that this is true only for highly specialized
workers, the cost of losing and replacing a worker in the low-wage service sector
is also high.

For instance, a study of the U.S. supermarket industry finds that in the case of
cashiers, the annual per-turnover cost ranged from 15 percent to 27 percent

of a worker’s average annual wage.** Turnover rates are highest in the leisure
and hospitality and retail trade industries*—service-providing sectors of the
economy in which Short-Time Compensation has historically been underused.”

After the downturn subsides, firms simply increase the hours of their long-time
staff, who are already trained and thus more productive than new workers would


https://equitablegrowth.org/improving-u-s-labor-standards-and-the-quality-of-jobs-to-reduce-the-costs-of-employee-turnover-to-u-s-companies/
https://www.ccrrc.org/wp-content/uploads/sites/24/2014/02/New_Ideas_for_Retaining_Store-Level_Employees_2000.pdf
https://www.bls.gov/news.release/jolts.t03.htm
https://impaqint.com/sites/default/files/files/ETAOP-2016-01_Final-Report-Acc.pdf

Washington Center for Equitable Growth | equitablegrowth.org 12

be. A 2017 evaluation of Oregon’s and lowa’s STC programs, in which researchers
surveyed employers that have submitted an application to participate in the
program, finds that more than 9o percent of respondents pointed to maintaining
valued or skilled workers as a “very important” reason for applying to participate
inan STC program.”

Further, even though layoffs are hardest on the workers who are terminated,
they also affect the workers who keep their jobs. Research finds that remaining
employed in a firm that experiences layoffs is associated with greater levels of
stress,? higher rates of depression and poorer physical health outcomes,? less
commitment to the firm,?® and declining job performance.? These issues may be
particularly pronounced in low-wage service industries, where baseline levels of
stress are high to begin with.®

Short-Time Compensation can work as an important buffer against these
negative consequences by protecting workers’ well-being and sense of job
security, and preventing further declines in productivity, with evidence even
showing that the program can have a positive effect on employer-worker
relationships.® Perhaps for these reasons, a 2014 survey of employers that
used Short-Time Compensation in four states following the onset of the Great
Recession finds that they were very satisfied with their state programs: More
than 8o percent of respondents indicated that they were either “somewhat
likely” or “very likely” to apply in the future3* The more recent survey in lowa
and Oregon also reflects very high levels of employer satisfaction, finding that
almost 95 percent of respondents would recommend Short-Time Compensation
to other employers 33

Benefits for workers

Unemployment is one of the most disruptive life events that a worker can
experience, often leading to economic hardship and personal distress—both of
which persist even after reemployment. Workers who lose their jobs typically
have a harder time finding new employment, are less likely to work full-time, and
experience an important decline in earnings even if they are able to find a new
job” And not only do layoffs in the present have consequences for earnings

in the future, they also affect long-run job quality,® psychological well-being,*®
physical health,* and social participation.#


https://research.upjohn.org/cgi/viewcontent.cgi?article=1081&context=externalpapers
https://link.springer.com/article/10.1186/1471-2458-13-929
https://link.springer.com/article/10.1186/1471-2458-13-929
https://psycnet.apa.org/record/2000-16892-002
https://onlinelibrary.wiley.com/doi/abs/10.1111/1475-682X.00056
https://onlinelibrary.wiley.com/doi/abs/10.1111/1475-682X.00056
https://hbr.org/2018/05/layoffs-that-dont-break-your-company
https://mhanational.org/blog/manufacturing-retail-and-food-and-beverage-industries-rank-worst-workplace-mental-health
https://www.jstor.org/stable/j.ctt14bt613?fbclid=IwAR0VQGdAOLJ2DqeyYwOSJVIFzbVjyNbcgsb1jbM7mQ69Qu7lzSF00HMDnDs
https://impaqint.com/sites/default/files/files/ETAOP-2016-01_Final-Report-Acc.pdf
https://research.upjohn.org/cgi/viewcontent.cgi?article=1081&context=externalpapers
https://dataspace.princeton.edu/bitstream/88435/dsp01zk51vk05h/5/589.pdf
https://www.sciencedirect.com/science/article/pii/S0276562406000291
https://journals.sagepub.com/doi/abs/10.1177/0164027508322574
https://onlinelibrary.wiley.com/doi/abs/10.1111/j.1468-0335.2009.00816.x
https://academic.oup.com/qje/article/124/3/1265/1905153
https://www.ncbi.nlm.nih.gov/pmc/articles/PMC2935181/
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Unemployment is especially hard on workers of color, who tend to make up a
disproportionately large share of workers in low-wage service-sector industries.*
Because of centuries of discriminatory labor market practices that continue
today, Black workers in particular are not only more likely than their White peers
to involuntarily lose their jobs—a disparity that has become more pronounced
since the 1990s%—but evidence suggests they are also more likely to experience
long-term unemployment* and deeper earnings declines during downturns.*
And because Black and Latino households tend to have less liquid wealth than
their White counterparts, they also have to make greater cuts to their spending
when experiencing a negative income shock such as unemployment.*¢

Joblessness also has a disproportionate effect on low-wage workers. These
workers are both more likely to experience unemployment# and less likely to
have a financial cushion*® to weather a shortfall in earnings.

Short-Time Compensation works as a buffer against these negative outcomes by
keeping workers attached to their jobs,* maintaining their health and retirement
benefits, and earning adequate income to pay the bills. In many states and
localities, staying employed also allows workers to remain eligible for other
income support programs, such as Temporary Assistance for Needy Families, the
Supplemental Nutrition Assistance Program, and housing assistance.>®

In the immediate term, workers who would have otherwise been laid off are able
to retain more of their prior earnings than they would if they participated in the
regular Unemployment Insurance program. Further, because firms apply for and
enroll workers in STC programs—as opposed to Ul programs, in which workers
are left to their own devices to apply—more eligible workers will successfully
receive Short-Time Compensation than Unemployment Insurance. This is
particularly true in the service sector, where rates of regular Ul participation
among unemployed workers are especially low: In 2018, just 12 percent of
unemployed workers who had been employed in the leisure and hospitality
industry in the previous year applied for Ul benefits.5'

Benefits for the overall economy

In addition to supporting individual workers and firms, Short-Time
Compensation has the potential to stabilize the entire economy amid downturns.
By allowing cash-strapped businesses to stay afloat while maintaining their
workforce, spreading income losses across a wider pool of workers so that they
are less severe, and circumventing the short- and long-term consequences of
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layoffs, the program can be a tool to make economic shocks less severe and help
drive a faster and more equitable recovery.

By keeping workers attached to their jobs, STC programs mechanically increase
levels of employment. Persistent levels of long-term unemployment can depress
employment in the long run because job-finding rates are lower for those who
experience longer spells without a job—a result that holds when comparing
workers with similar demographic characteristics and career trajectories.”
Short-Time Compensation, then, not only reduces unemployment for today’s
workers, but also protects tomorrow’s economy.

Additionally, Short-Time Compensation can sustain the amount of money
circulating in the economy during a downturn, supporting aggregate demand
and creating yet another channel through which to prevent job losses. How
does this work? By replacing a portion of the wages workers otherwise would
have lost, Short-Time Compensation and Unemployment Insurance generally act
as buffers against sharp drops in consumer spending, which, in turn, prevents
further job losses by sustaining demand for goods and services.® Income
support programs can therefore set in motion a virtuous cycle in which the
economic activity generated through government spending protects jobs and
earnings from economic downturns, stabilizing the entire economy.

Indeed, evidence from a range of countries shows Short-Time Compensation’s
effectiveness in preventing job losses across the economy as a whole. Researchers
studying Italy’s program, for example, estimate that had there not been an STC
program in place, the country’s unemployment rate would have been almost 2
percentage points higher during the Great Recession.> Similarly, economists studying
the French STC program found that it saved jobs by helping credit-constrained firms
survive the Great Recession and recover more quickly in its aftermath.5

Likewise, during the Great Recession, Germany experienced a sharper drop in
economic growth than the United States, but its unemployment rate actually
declined between 2007 and 2009.5° This outcome was driven by the European
country’s labor market policies in response to the crisis—which included the
widespread use of Short-Time Compensation.’

In the U.S. context, researchers have found that the program has a positive
effect on overall employment. In a 2013 study, for example, Katherine Abraham
of the University of Maryland and Susan Houseman of the Upjohn Institute for
Employment Research find that during the Great Recession, manufacturing
employers in states with Short-Time Compensation were more likely to adjust
to the economic downturn by cutting hours of work rather than by terminating
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workers.5® The two economists calculate that Short-Time Compensation saved the
equivalent of about 22,000 full-time jobs in 2009, the worst year of the crisis.

Research has yet to determine how the program would operate in the low-wage
service sector. Yet Abraham and Houseman estimate that if program usage had
been as widespread across the country as it was in Rhode Island—the state
where the greatest share of workers received Short-Time Compensation—it
would have saved the equivalent of 220,000 full-time jobs in 2009. If Short-Time
Compensation had been used at a similar rate as it was in Germany or Italy, that
number would have climbed to almost 1 million.
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Challenges facing Short-
Time Compensation in
the United States

Attention to Short-Time Compensation in the United States has risen and fallen
over the past 40 years alongside the business cycle, with recessions triggering
policymakers’ and analysts’ interest in expanding and strengthening it. In 2020, amid
the onset of the COVID-19 pandemic and ensuing recession, more than half a million
U.S. workers received Short-Time Compensation benefits—a historical high.

Still, as effective as worksharing programs have been for some firms and
workers, and despite the potential they have to support the economy as a
whole, only about half of U.S. states have operational Short-Time Compensation
programs. Even in states that do administer these benefits, participation rates
are low, particularly outside of the manufacturing sector. The limited capacity
of STC programs, interstate variation between programs, and the lack of prior
experience with Short-Time Compensation make it difficult for large, service-
sector employers—such as the ones most affected by the COVID recession—to
access these important programs.

Below, we detail the various challenges facing STC programs in the United States,
beginning with the fact that Short-Time Compensation is underused across the
U.S. economy and across U.S. states.

Short-Time Compensation is underused

Even though use of STC programs tends to grow both in absolute numbers and
relative to other Unemployment Insurance programs during recessions, Short-
Time Compensation makes up a very small fraction of the broader Unemployment
Insurance system.® In July 2020, for instance, the proportion of continued Ul
claims represented by Short-Time Compensation peaked at 1.6 percent but, by
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November 2020, had dropped to pre-COVID recession levels and remained at this
level—around half a percentage point—through 2022. (See Figure 4.)

FIGURE 4

Short-Time Compensation claims make up a very small fraction of
total Unemployment Insurance claims

Continued unemployment claims for Short-Time Compensation and all other STC programs tends to
Unemployment Insurance programs, 2020-2021 grow both in absolute
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Researchers have found that two major reasons why Short-Time Compensation
is not more widely used in the states that offer it are that most employers are
not aware of the program and that participating in it can often raise firms’
payroll taxes.®® In addition, states’ limited staffing capacity and outdated
processing systems—some states have not yet automated the way they
process Short-Time Compensation claims—create administrative bottlenecks
precisely when businesses and workers need the program the most, and the
most urgently.s” As such, the U.S. institutional design creates few incentives for
employers to take up job-retention schemes such as Short-Time Compensation.

More broadly, U.S. labor market institutions tend to be much less protective of
workers than those of peer countries, making layoffs an easy way for firms to
cut costs when experiencing a slump. According to the Employment Protection
Legislation index—a measure created by the Organisation for Economic Co-
operation and Development to capture the strength of employment protection
legislation—the United States has the least robust job regulations against
dismissals of any member country.® In other words, the United States is an outlier
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in terms of offering workers few protections against layoffs, as many states do not
require employers to provide a reason for termination, and workers are generally
not guaranteed severance pay or a notice period prior to a dismissal.

Short-Time Compensation is especially
underused in the low-wage service sector

A 2014 study of STC employers in four states commissioned by the U.S.
Department of Labor provides some of the best available evidence on use of
the program by industry.®® Looking at administrative data, the authors find
that manufacturers are greatly overrepresented among STC beneficiaries. For
example, in Kansas, more than a third of employers participating in the state’s
STC program are in the manufacturing industry, but less than 5 percent of
employers in the state are manufacturers. (See Figure 5.)

Manufacturers are greatly overrepresented among Short-Time
Compensation employers

Industry distribution of all employers and of employers participating in Short-Time
Compensation in four states

. Manufacturing . Transportation, warehousing, and professional services . Others

STC employers
Kansas At

Minnesota

Rhode Island

Washington

0 20 40 60 80 100%

The same 2014 study also finds that across all four states, the low-wage service
sector is underrepresented in the program. In fact, it finds that only 8 percent

of survey respondents were in the retail industry, and less than 1 percent

were in accommodation and food services. That the program is most used by
manufacturers suggests that men and White workers are also disproportionately
represented among its beneficiaries: 80 percent of workers in manufacturing are
White and 70 percent are men.*

18

FIGURE §

A 2014 study of STC
employers in four states
commissioned by the U.S.
Department of Labor
provides some of the best
available evidence on

use of the program by
industry.

Note: Data on Short-Time Compensation use
is from administrative STC records from states
and was collected between 2008-2013; data
on overall employer distribution is from the
U.S. Census Bureau and was collected in 2012.
Construction is the biggest industry within

the “others” category, though it also includes
service-sector industries such as healthcare
and social assistance, education services, and
food services.

Source: David Balducchi and others, “Employer
Views about the Short-Time Compensation
Program: A Survey and Analysis in Four States”
(U.S. Department of Labor Employment and
Training Administration, 2015).
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Why do employers in goods-producing industries make up such a large share
of STC employers, relative to employers in service-providing industries? Firms
that employ service-sector workers may not participate because they see the
benefits as being too low to make taking the time to navigate the program

and potentially experiencing a tax increase worthwhile. Many low-wage service
workers are employed in positions that do not require high levels of formal
education and perform tasks that their employers do not consider to be highly
specialized.s Given the high rates of turnover in low-wage service industries,
employers may therefore believe that it is not worth participating in a program
that has the objective of helping workers and firms maintain their employment
relationships though downturns.

Yet, as described above, this view is short-sighted. Failing to retain low-

wage workers is associated with high turnover costs, poor job performance,
operational mishaps, and weaker sales and profits.®® On the other hand,
prompting employers to retain and invest in their lower-paid workers would
drive a virtuous cycle in which workers in good, secure jobs are better able to
help build more prosperous and resilient businesses.®’

Instead, however, Short-Time Compensation is underused in the largest sector of
the U.S. economy—the service sector—hampering its ability to meet the needs
of employers, workers, and the broader economy.

The STC system is fragmented and complex

As of early 2022, only 26 states and Washington, DC have operational STC
programs. This fragmentation means that multistate firms—including the country’s
largest employers, for which many of the nation’s service-sector employees
work—must navigate a separate bureaucracy for each state in which they operate
that offers an STC option. This is a barrier to take-up for multistate employers.

Additionally, lack of information about how to apply for the program and the
time it takes to navigate each system slow Short-Time Compensation’s ability to
respond to macroeconomic shocks in a timely manner.

This fragmentation and complexity also leads to racial inequity. Today, only

two out of the 10 U.S. states with the highest share of Black workers have STC
programs in place, putting this useful income support program out of reach for
millions of Black workers.%® (See Figure 6 on next page.)
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About half of U.S. states have Short-Time Compensation programs, but
only two of the 10 states with the highest proportion of Black workers do

U.S. states with STC programs as of the first quarter of 2022, with year of program enactment
listed and the 10 states with highest share of Black workers denoted with an asterisk
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FIGURE 6
...only two out of the
10 U.S. states with the
highest share of Black
workers have STC
programs in place...

Note: In 2020, Virginia passed legislation
to implement an STC program by January
2021. Virginia is excluded from states with
operational STC programs in this analysis
because as of the first quarter of 2022, it
had not reported STC claimes or payment
activities to the U.S. Department of Labor.

Source: Program data from U.S. Department
of Labor, “ETA - 5159 - Claims and payment
activities” (2022); year of enactment data from
Julie Whittaker, “Compensated Work Sharing
Arrangements (Short-Time Compensation)

as an Alternative to Layoffs” (Congressional
Research Service, 2016).
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Recommendations to
improve U.S. Short-Time
Compensation

To make Short-Time Compensation work for the U.S. service sector—and thus the
economy as a whole—we need intervention that is broad, as well as intervention
that is tailored to the low-wage service sector. Broad interventions would improve
the reach and scale of Short-Time Compensation, allowing the program to absorb
broad swaths of the workforce when the economy contracts. Interventions that
are specifically tailored to service-sector employers and workers will help ensure
that these workers—who are disproportionately low-wage workers and workers of
color—are at the center of U.S. economic recoveries.

Below, we detail a handful of recommended interventions that would accomplish
the above goals, including establishing a federal STC program, making STC
programs more user-friendly for employers and workers alike, and conducting
outreach and further research on STC programs.

Establish a federal STC program

One of the clearest lessons from the COVID-19 crisis for Short-Time
Compensation is that the program failed to operate smoothly for multistate
employers. A federal STC program would be easier for multistate employers

to navigate and would allow a single entity to ensure that changes to program
design are implemented consistently and well. It also would allow for the STC
program to efficiently scale up—a necessary step for equipping the program to
absorb large numbers of service-sector workers.

Should it not be possible to establish a federal STC program, steps could still
be taken to create a more streamlined STC experience across states. States
could be required to participate in Short-Time Compensation, so that the
program would be available in all states. Benefits disbursed through Short-Time
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Compensation could be 100 percent federally financed to make this option more
appealing to states. The U.S. Department of Labor could also encourage states
to align program requirements and systems across state lines to streamline the
application process.

Require employers to keep STC plans on file

In moments of economic crisis, decision-makers at firms are often overwhelmed
with the number of decisions they need to make. In an economic context where
churn is common, laying off workers is likely to be perceived as a more intuitive and
simpler step than navigating a new government program and developing a plan for
reducing work hours across the workforce in the midst of a company crisis.

Requiring employers to put plans for participating in Short-Time Compensation
on file annually means employers will become familiar with the STC program
before they are facing tough decisions about layoffs. It also ensures that they
have a clear plan to turn to when determining how to implement Short-Time
Compensation at their business.

Make STC program design more user-friendly
for employers

Firms are more likely to participate in Short-Time Compensation if its design
meets their needs. Making STC program design more user-friendly for employers
can increase the scale of the STC program, so that it is able to absorb more
workers, including service-sector workers, in times of economic crisis.

One step that would make STC program design more appealing to employers

is waiving experience rating for benefits claimed through the STC program. As
detailed above, states’ Unemployment Insurance programs are funded through
taxes that employers pay on each of their workers’ earnings, or payroll taxes. The
level of the tax is set by a measure of the employers’ previous experience with
the Ul program, called an experience rating: If more of an employers’ former
workers have claimed Unemployment Insurance, the employer pays a higher

tax. By not counting Short-Time Compensation toward employers’ experience
ratings, states are effectively lowering the price employers pay to enroll their
workers in the program, creating stronger incentives for participation.
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To further tailor STC programs to meet employers’ needs, there should be
greater flexibility in terms of access and allowed reductions in work hours.
In most states, to remain eligible for the STC program, employers currently
can only reduce their employees’ work participation by up to 60 percent.
This requirement does not meet the needs of many employers during severe
macroeconomic contractions—employers may reduce their workforce by
greater amounts to meet drops in demand and production. Further, some
states do not allow employers at the maximum experience rating to participate
in Short-Time Compensation, despite the fact that they and their employees
may benefit from the program. These rules could be eliminated to extend the
benefits of Short-Time Compensation to all employers.

Additionally, if the process of signing up to participate in the program is simple
and tailored to the needs of employers, they will be more likely to participate.
For instance, all employers should have the option to apply for the program
online and should be confident that there will be enough staff in the state STC
office to provide applicants and program participants with technical assistance.”
A more user-centered design experience,” investments in online help desks and
other improvements to online application processes, and even perhaps default
approval of STC applications could further increase the ease of participation in
Short-Time Compensation for employers. In addition, states should ensure their
STC websites offer employers and workers updated and clear information on the
benefits of and process for applying for Short-Time Compensation.”

Make STC program design more user-friendly
for workers

When Short-Time Compensation is accessible to all workers, including

the most vulnerable, it is more successful in supporting firms, workers,

and the macroeconomy. States can work to decrease the administrative
barriers” that make it difficult for workers—particularly those who face
obstacles to successfully navigating bureaucracies,” including groups that are
overrepresented in service jobs, such as immigrant workers who may have
limited English proficiency or competing demands for their time—to successfully
claim the benefits to which they are entitled.” Though it is the employer who
enters into STC arrangements with the state, the benefits are paid directly to
workers, who may encounter hurdles when making their claims.”

Program rules also can be altered to make Short-Time Compensation accessible
to low-wage service-sector workers, who may hold multiple jobs in order to make
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ends meet. Currently, wages earned from second jobs offset benefits paid out
through STC programs, disadvantaging workers who hold multiple jobs relative to
those who can afford to hold a single job. By eliminating this offset, the program
would be more equitable for multiple-job-holders and would further eliminate the
need for workers to participate in weekly certifications—thus potentially reducing
the bureaucratic hurdles workers face when claiming benefits.

Conduct outreach to service-sector employers
about STC programs

Even if the design and administration of Short-Time Compensation are modified to
increase financial incentives for firms to participate and decrease their transaction
costs, firms will not participate if they are not aware of the program. The federal
government could do its own outreach and provide grant funding and incentives
to states to conduct outreach campaigns targeting the service sector, modeled
after those provided through the Middle Class Tax Relief and Job Creation Act of
2012. With these funds, states could then launch marketing campaigns to increase
employer awareness about the benefits of Short-Time Compensation.

When states launch coordinated campaigns to increase awareness about Short-
Time Compensation, these campaigns can have meaningful effects. For example,
a 2017 study commissioned by the U.S. Department of Labor and conducted

in lowa and Oregon used experimental and quasi-experimental methods to
determine how employer outreach affected program take-up and finds that
outreach campaigns are effective at increasing employer awareness about Short-
Time Compensation.”® Using simple methods, such as informational mailings,
website banners, and webinars, the states increased employers’ awareness of
the program by 15 percentage points to 30 percentage points. In Oregon, where
economic conditions were weaker than in lowa, STC plan adoption increased
between 58 percent and 113 percent 2 years after the start of the intervention.”

Effective outreach also could lead to a more proportional distribution of STC
usage across employers, making it more likely that the businesses that employ
low-wage service-sector workers participate in the program. For example,

as Figure 5 above shows, the manufacturing industry in Washington state

is less dominant among STC employers than in the other three states that
were studied—a trend the study’s authors attribute to Washington’s robust
employer outreach efforts.
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Conduct research, including a federal STC pilot
program across multiple states

More research is needed to identify the policies to best ensure that Short-Time
Compensation fulfills its potential to benefit firms and workers in the service
sector and across the U.S. economy. In contrast to other high-income countries
with robust STC schemes, research on the U.S. system is limited.

First, more research is needed to gain insight into the outcomes firms
experience after taking up the program. Do firms that participate in Short-Time
Compensation have a greater likelihood of surviving a downturn? How likely is it
for businesses to lay off workers after participating in the program?

Little is also known about workers’ perception of and experience with

the program. We need more data on the workers who access Short-Time
Compensation, including their race, gender, income level, union membership
status, occupation, and industry. Data on the career and earnings’ trajectories
of workers who participate in STC plans, as well as data on workers’ experience
navigating the program, would also be helpful.

Research on peer countries’ STC schemes provides valuable insight into how robust
programs affect labor market dynamics, but it is not clear whether scaling up the
program in the United States would have the same effects. Given that there are
important differences between the U.S. institutional context and that of many of its
peer countries, more research on the U.S. context is needed. This includes:

Collecting more detailed information about program participants:
What are the characteristics of employers and workers who participate in the
program? Who is left out?

Conducting more research on program outcomes: Does Short-Time
Compensation prevent layoffs or merely delay them? Does it result in long-

run cost savings for firms? How does Short-Time Compensation affect firm
survival, turnover, wage scarring, material hardship, and stress? How do these
outcomes vary between service-sector and non-service-sector industries? How
do outcomes differ between high- and low-wage service-sector workers?

Learning more about effective program design: What would make the
program most appealing to employers and most accessible to workers? How
would a more appealing, accessible program affect the other outcomes
under examination?
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While descriptive research on firm experiences with Short-Time Compensation
can make—and has made—meaningful contributions to our understanding of STC
programs and benefits, a rigorously evaluated federal STC pilot program operating
across multiple states would provide important insights into both the dynamics of
operating a national STC program, such as the one described earlier in this section,
and the effects of such a program for workers and firms in the service sector.

Drawing lessons for Short-Time Compensation from states’
responses to CARES Act incentives

The Coronavirus Aid, Relief, and Economic Security, or CARES, Act established

a number of incentives for states to create, expand, and promote Short-Time
Compensation. Between March 2020 and September 2021, states with an STC
program were able to finance, with federal funds, 100 percent of the benefits paid
to workers. States without an STC program could enter into an agreement with
the U.S. secretary of labor to create a temporary STC program run by the federal
government for which states could be reimbursed for 50 percent of benefit costs.

The CARES Act also required the U.S. Department of Labor to provide states with
assistance and guidance in implementing Short-Time Compensation. Additionally,
the federal government allocated $100 million in grants for states to implement
STC programs, cover operational costs of those programs, and promote Short-Time
Compensation to employers.

States can apply for these grants through the end of 2023, and in 2020, 26
jurisdictions received federal grants.®® As the STC provisions under the CARES Act
offered incentives to create or expand these programs, states such as Michigan,
Rhode Island, Washington, and Kansas saw an important jump in the use of their
existing STC programs, and STC claims came to represent a substantial share of
all Ul claims in those four states.® Michigan, for example, successfully grew its STC
program by enrolling hundreds of state employees.®

But many states have not taken full advantage of the available federal funds. While
the CARES Act provided a full reimbursement of STC benefits paid to workers, states
largely failed to grow their programs, and relatively few workers and businesses
benefited from Short-Time Compensation. Since the start of the COVID-19
recession, only Wyoming has developed a new and operational STC program.®
Though Virginia® and West Virginia® passed legislation to create STC schemes in
2020 and 2021, respectively, these states’ programs either are not yet operational or
have, as of the first quarter of 2022, not yet disbursed any STC benefits to workers.
And Vermont deactivated its STC program in 2020.


https://www.usaspending.gov/federal_account/016-0168
https://www.clevelandfed.org/ec202026
https://www.nytimes.com/2020/08/20/business/economy/jobs-work-sharing-unemployment.html
http://www.wyomingworkforce.org/news/2021-05-27/
https://www.jacksonlewis.com/publication/virginia-renews-work-share-program-support-virginia-employers-employees
https://www.wvpublic.org/government/2021-03-26/work-sharing-bill-for-unemployment-benefits-passes-w-va-house
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The shortcomings of the CARES Act incentives can be interpreted in two ways. First,
it is possible that the context of the COVID-19 pandemic made these incentives less
appealing to states. Keeping more people in physical workplaces where they could
be exposed to the coronavirus may not have appealed to employers or state Ul
agencies. The uncertainty, stress, and capacity limitations of state Ul agencies may
have made this a particularly difficult time to expand existing programs or create
new ones. In this context, even one state developing a new operational STC program
is remarkable and could suggest that similar incentives to those in the CARES Act
would be successful in another context.

On the other hand, it is possible that federal incentives are simply not sufficient

to spur adoption and expansion of STC programs at the state level. Given the
federal government’s limitations in influencing state decisions to use Short-Time
Compensation during the COVID-19 crisis, it makes sense to explore alternative
approaches. A federally administered, multistate pilot program would allow
policymakers to test the theory that Short-Time Compensation would reach more
businesses and workers if the federal government administered the benefit directly,
rather than relying on state intermediaries.
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Conclusion

Short-Time Compensation is an important program with enormous potential to
strengthen business vitality, economic security, and macroeconomic stability, as
well as protect worker economic and psychological well-being. Yet Short-Time
Compensation is underused, particularly in the low-wage service sector. Rates of
participation in Short-Time Compensation in the United States trail far behind
those in peer European nations, where the program is effectively used to save
jobs and stabilize economies during downturns.

To reap the full benefits of Short-Time Compensation, it is essential to strengthen
the program in a way that includes service-sector workers, who make up an
increasingly large segment of the overall U.S. workforce and whose receipt of Short-
Time Compensation is likely to provide the greatest boost to the macroeconomy.

While the interventions described in this report are a good starting place, more
evidence and data would allow for a more nuanced understanding of how the STC
system could best meet the needs of the modern U.S. economy and one of its most
prominent components—the service sector. Conducting research into how Short-
Time Compensation affects long-run firm and worker outcomes, as well as how
STC programs in the United States operate similarly or differently from European
worksharing programs, we can better understand the potential of the program to
shore up the U.S. economy and identify key elements of program design.

By ramping up efforts to collect data and conduct research on the program in the
U.S. context, the U.S. Department of Labor could more precisely identify how to
strengthen Short-Time Compensation in the United States. Piloting a multistate
program that incorporates the changes proposed above could allow the department
to determine how to best scale such an initiative across all states.

Acting with the information we have now, however, there is much that policymakers
can already do. Establishing a federal STC program, making program design friendlier
to employers and workers, and conducting outreach to service-sector employers to
increase program awareness would increase the program’s scale, scope, and ability
to respond to downturns—including and especially the COVID recession, which
disproportionately harmed low-wage service-sector workers.
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Indeed, the COVID pandemic highlighted the fact that Short-Time Compensation
was not living up to its potential in the United States, in part because it was

not reaching service-sector workers. Regardless of what factors drive the

next economic contraction in the United States, there is little doubt that a
strengthened Short-Time Compensation program would help combat the effects
of a downturn for firms, workers, and the economy as a whole—both in the
immediate term and in the long run.
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