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With unemployment north of 10 percent,
there is renewed interest in Washington in
a job creation agenda. With limitations
of both time and money though, the tools
available to policymakers are more con-
strained than they were a year ago when
Congtress passed the American Recovery
and Reinvestment Act. However, thete
are low-cost steps that policymakers can
and should take to ensure that the U.S.
economy returns to full employment
sooner than otherwise. Clearly, Congress
should take steps such as continuing un-
employment benefits and COBRA, and
making it clear that federal aid to states
for unemployment insurance is contin-
gent upon states letting unemployed
workers in Workforce Investment Act
(WIA)-qualified training be eligible to
collect UI benefits." And the Adminis-
tration should take every possible step to
pressure federal agencies to spend all of
the stimulus funds as quickly as possible,
ideally in the first half of 2010. But more
will be needed, and to that end Congress
should also put in place measures which
not only give a quick shot in the arm to
job creation, but also boost exports and
innovation, thus laying the groundwork
for longer-term prosperity and competi-
tiveness. This webmemo identifies nine
steps Congress and the Adminitration
should take.

JOB CREATION POLICY PRINCIPLES

There are at least three principles which
policy makers need to consider if job cre-
ation policies are to be most effective:

1. Policies need to change private
sector behavior. If government
wants to spur sustainable job cre-
ation it needs to find policies that
will convince companies to create
jobs. At first glance a policy that ap-
pears to be gaining traction—pro-
viding a credit against an organiza-
tion’s Social Security taxes for jobs it
creates—would seem to fit this bill.?
But unless job creation tax credits
are very large, which under current
proposals they are not, they will do
little to induce organizations to hire
more workers.” Organizations hire
more workers if they believe that the
demand for their products or servic-
es is going to increase enough to cre-
ate work for the added worker, not
if the government offsets the cost of
a new employee by a small percent-
age. This is evident at the state level
where approximately 22 states have
job creation tax credits, but where
the evaluation of some of the pro-
grams suggest that they are relatively
ineffective. For example, when the
state of North Carolina evaluated




their William S. Lee Act job creation tax cred-
its, they found that only about 4 percent of jobs
claimed under the Act were actually induced by
the tax credits.*

In contrast, funding that would otherwise go
toward job creation tax credits would be better
spent on incentives to spur greater investment in
research or new capital equipment, or incentives
to relocate jobs to the United States. In contrast
to the decision to hire another worker to an orga-
nization, these kinds of decisions are much motre
sensitive to marginal differences in costs. Firms
evaluate a range of investments in research and
equipment based on expected rate of return, and
if the after-tax rate of return increases, they will
invest in more projects, thereby creating more
jobs. For example, studies show that federal R&D
tax credits produce at least one dollar of R&D
for every dollar of forgone tax revenue and state
R&D incentives generate even larger impacts.’

2. DPolicies should support increased exports and
innovation. In an economy which also faces key
challenges going forward in the moderate to long
term in areas such as the need to increase inter-
national competitiveness, raise productivity, and
reduce greenhouse gas emissions, any jobs bill
should ideally also at least in part help address
these challenges. It’s not enough to just consider
the number of jobs created, policymakers should
be sensitive to the types of jobs created. Jobs in ar-
eas that boost innovation (including in energy) pay
more than jobs in other sectors, and are clearly su-
petior to jobs that do not. Federal Reserve Chair-
man Bernanke acknowledged as much when he
stated that “investments in human capital, educa-
tion, research and development, new technologies,
energy, and infrastructure were important for long
term growth.” Likewise, jobs in exporting firms
pay 9.1 percent more than jobs in firms that export
less.”

3. New spending should be deficit-financed. If
spending measures are financed by offsetting
spending cuts or tax increases (or user fees or oth-
er revenue raisers), any expansionary impact would
be largely offset. It is for this reason, for example,
that spending more money on roads and bridges
would not create net new jobs if it’s funded by an

equal increase in the gas tax. Conversely, increas-
ing the gas tax would not reduce jobs if the rev-
enue were invested in roads.

POLICIES TO CREATE JOBS

Besides monetary policy measures (which have largely
been exhausted) there are only a few tools govern-
ment has to create jobs in the near term. It can increase
spending (either through more direct expenditures or
tax expenditures or accelerating this spending to the
near future when unemployment is high and reducing
the related expenditures later). It can provide assistance
to companies to help them innovate, export or invest.
And it can reduce regulatory barriers that limit busi-
ness expansion. Toward that end, there are two major
areas of opportunities that will not only lead to job cre-
ation, but will be sustainable and have longer-term im-
pacts on U.S. competitiveness and standard of living:
reducing the trade deficit and boosting innovation.

Reduce the Trade Deficit

While expanded trade does not itself create jobs, ex-
panding exports faster than imports does. And with
the United States running an out of control trade defi-
cit ($706 billion in 2008), the opportunity for exports
to grow faster than imports is significant. In fact, be-
tween 2007 and 2009, exports have grown faster than
imports, countering the contractionary forces in the
economy. Moreover, exports have a bigger impact on
jobs than domestic growth. Kletzner finds that within
an industry, a 10 percent increase in sales due to exports
leads to a 7 percent increase in employment, while a
10 percent increase in domestic demand leads to just a
3.5 petcent increase in jobs.® Reducing the trade deficit
(e.g., boosting exports and/or reducing imports) can
thereby be an effective job creation strategy. There are
a number of steps policy makers could take now that
would lead to a reduction in the trade deficit over the
next two years.

1. Stop defending the dollar. One reason for the
recent relative improvement in the trade balance
is that the dollar has weakened against many
currencies (although not against China which
continues to manipulate its currency in order to
subsidize exports and penalize imports). In this
context, a policy of defending the dollar, which
the current’ and recent past Treasury Secretaries
have championed, is by definition a policy to sup-
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port a high U.S. trade deficit, not to mention a
policy that presumes that government is better at
setting prices than the market. To argue, as Sec-
retary Geithner does, that there is “no contradic-
tion between the U.Ss policy of bolstering its ex-
ports and its strong-dollar policy” is to ignore the
fundamentals of economics.!’

By working to convince and pressure other na-
tions to not sell off dollar reserves, the current
Treasury Secretary is working against having the
U.S. trade deficit decline. While a strong dollar is
beneficial to importers and to those holding debt
(such as the U.S. Treasury and Wall Street), it is
detrimental to exporters, particularly manufac-
turers, and borrowers. Taking a clear and aggres-
sive stance that the U.S. trade deficit represents
a threat to U.S. jobs and the prosperity of future
generations and that the United States govern-
ment will not defend the dollar and expects other
nations to stop subsidizing their exports through
currency manipulation is perhaps the most ef-
fective measure to create U.S. jobs in the short
run—and U.S. competitiveness in the long run."
For those who argue that a weaker dollar will
reduce growth due to higher interest rates, this
ignores the fact that any possible contractionary
effect of a weaker dollar (from possible interest
rate increases) would be more than offset by an
expansion in jobs from more exports.

Expand funding for trade enforcement at
USTR. As ITIF has documented, many nations
are engaged in a wide array of unfair trade prac-
tices targeted at boosting exports, particularly
in high-value added sectors, such as technology
industries."” These include discriminatory tariffs
and taxes, export subsidies, intellectual property
theft, blocking market access by foreign firms,
and use of regulations and laws (including anti-
trust) to discriminate against foreign firms. Un-
fortunately, U.S. trade policy does relatively little
to fight these practices which kill American jobs,
preferring instead to focus largely on opening
markets through new trade agreements. Enforce-
ment of existing agreements gets short shrift at
best. It is time for the United States to go on the
offensive when it comes to fighting foreign mer-
cantilist practices. The Obama administration
can do some of this by redeploying some existing

USTR resources toward enforcement. However,
Congress can and should help by increasing funds
for trade enforcement and restructuring USTR so
it is more focused on enforcement, as the Trade
Enforcement Act of 2009 proposes to do.”

3. Temporarily expand funding for federal and

4.

state export assistance programs. One reason
for the significant trade deficit is that compared to
other nations, the United States provides relatively
little assistance to help companies export. Many
firms, particularly small and mid-sized firms,
have the capability to export more, but lack the
knowledge or time to negotiate the often complex
process of accessing export markets. In response
to this challenge, most of the 50 states have es-
tablished export assistance programs.'* And most
of this help goes to small and medium sized busi-
ness.” Unfortunately, while many of these pro-
grams are effective, they are significantly under-
funded. One reason is that the benefits from in-
creased exports flow to many states, not just the
state in which the exporting firm is located. This is
because when a firm increases exports it buys more
from its suppliers, which are usually located across
many states. Because states don’t capture the full
benefits of their export assistance efforts, there is
a compelling reason for the federal government
to help fund these efforts. For that reason, Con-
gress should create a temporary, two year match-
ing export assistance fund in the Department of
Commerce’s Economic Development Administra-
tion, funded at $250 million per year. In addition,
it should increase funding for the Department of
Commerce’s Commercial Service programs and tie
those increases to a reduction in the fees charged
to businesses participating in trade promotion ac-
tivities. As a longer-term effort, Federal export as-
sistance efforts should be dramatically overhauled,
replacing the agency-by-agency approaches'® with
a unified federal-state export promotion partner-
ship.

Provide incentives for companies bringing
back work from offshore to high unemploy-
ment areas. Some companies with facilities in
the United States and offshore may shift work
back to the United States if provided with modest
incentives to do so. Toward that end, the America
Recruits Act of 2009, introduced by Senator Mark
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Warner (D-VA) provides forgivable loans for
companies that expand employment in high un-
employment counties by bringing back jobs from
overseas. The legislation would create a program
administered by the Economic Development Ad-
ministration to work with states to provide loans
to companies of $5,000 per job in the first year,
and $4,000 per job in the second year. The loans
would be forgivable if the company creates and
retains the jobs promised. It is important to note
that the difference between this kind of proposal
and simple job creation tax credits is that this is
targeted at influencing the location of a job that
has already been created, rather than at getting a
firm to create a new job.

Boost Innovation

Innovation has been shown to be the central driver of
economic growth and improved quality of life. But in-
novation also brings with it valuable impacts on jobs.
Innovation enables the development of new firms that
in turn create new jobs. Moreover, jobs in technology
industries are better than average jobs, paying 90 per-
cent more than jobs in the rest of the economy."”

There are a number of steps policymakers could take
now that would boost innovation and job creation re-
lated to it.

5.

Provide a bonus R&D tax credit for 2010 and
2011. The research and experimentation tax cred-
it has been shown to be effective at spurring re-
search, and research has been shown to be a key
to boosting economic growth.” Increasing the
R&E tax credit will spur companies to perform
more R&D in the United States, reducing layoffs
of scientific and technical personal, and in many
cases enabling companies to expand research
employment. In addition, by maintaining or ex-
panding research investments, companies will be
better positioned to innovate and compete suc-
cessfully in international markets.

To help companies maintain their research invest-
ments in the downturn, Congress should increase
the Alternative Simplified Credit from 14 percent
to 20 percent for expenditures made in 2010 and
2011. And if companies expand the number of re-
search jobs in the United States in 2010 and 2011,

the rate should be doubled to 28 percent. In addi-
tion, in order to assist companies that are losing
sales and do not have profits to take against the
credit, Congress should allow firms for the next
two years to take the credit against their non-cor-
porate income taxes if they choose to."”

Other nations have taken similar steps during
the current downturn. For example, the Dutch
government increased its R&D tax credit by 33
percent for fiscal years 2009 and 2010 and it al-
lows companies to take the credit against their
government employment taxes, not their corpo-
rate income taxes. As a result, companies which
are losing money during the recession and have
no corporate income tax liabilities can continue
to take the credit, helping them to maintain, if
not increase, research investments and research

employment.?’

Allow IT investments to be expensed in 2010.
IT investments produce outsized productivity
gains, spurring higher real wages.” Companies
in the United States invest around $400 billion
per year in IT equipment and software, but these
investments must be depreciated over a number
of years. Allowing companies to write off all the
costs for tax purposes in 2010 would raise the rate
of return of new equipment and software, spur-
ring companies to invest more and thus more
rapidly turn over older, less productive equipment
and software. As a result, companies would not
only boost their productivity and international
competitiveness, they would be using equipment
that would both be safer for workers and be more
energy efficient. While some will argue that invest-
ment tax incentives have little or no effect until
consumer demand starts to grow and companies
ramp up production to meet this demand, this mis-
characterizes the impact of expensing. For while
it’s true that companies may not expand overall
capital equipment levels until sales of goods or ser-
vices start to expand, companies will replace old
equipment with new, even if they do not see sales
rising, as long as they believe that the new equip-
ment will perform better than old and that the rate
of return on the investment is adequate. Allowing
companies to expense IT investments will make
more investments turn the corner on profitability,
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leading businesses to make more of them. Expens-
ing also means that companies will pay lower taxes
now while unemployment is high and higher taxes
in the out years when unemployment is lower.

Other countries have taken this approach to boost
jobs and productivity. For example, recognizing
the importance of IT equipment and software to
the economy, the Canadian government has pro-
vided a temporary 100 percent first year expensing
of expenditures on new computer hardware and
software systems acquired after January 27, 2009,
and before February 1, 2011.%

Provide $500 million to universities that in-
vest in needed research infrastructure in 2010.
Research universities are a key component of the
innovation economy.” But to play that role effec-
tively, they need state-of-the-art research equip-
ment, such as DNA analysis equipment for can-
cer research, nanoengineering research facilities
for new materials and systems, and supercomput-
ers to create virtual reality environments. Un-
fortunately, the National Science Board reports,
“Over the past decade, the funding for academic
research infrastructure has not kept pace with
rapidly changing technology, expanding re-
search opportunities, and increasing numbers of
users.”* As a result, they recommend that Con-
gress appropriate an additional $2 billion per year
to provide scientists and engineers with advanced
tools, facilities, and cyberinfrastructure. As part
of the American Recovery and Reinvestment Act
of 2009, Congress did appropriate $400 million
to the Major Research Equipment and Facilities
Construction program within the National Sci-
ence Foundation (NSF). While helpful, these
funds did not come close to meeting the backlog
in needed research equipment funding. As such,
Congtess should allocate an additional $500 mil-
lion to the program and require NSF to allocate
all of the funds by the end of 2010. Allocating
$500 million to this program would create or re-
tain approximately 5,900 jobs for one yeat.”

Allocate $1 billion for grants to support pri-
vate sector researchers to take 18 month sab-
baticals in universities or federal laboratories.
Companies are projected to cut R&D during this
recession, and likely also lay off valuable scien-

tists, engineers and technical talent. One way to
prevent the loss of this talent is to develop an
R&D furlough grant program. This would be
modeled after a successful program in the Neth-
erlands. Fearing that if researchers were laid off
companies would not later rehire them, the Dutch
government established a program to compen-
sate the wages of private sector researchers for
18 month fellowships at universities or national
laboratories. To qualify for the program, compa-
nies had to have a decline in sales and continue
to pay 10 percent of the researchers’ salary, with
the government picking up the remaining 90 per-
cent. The host institution (university or federal
lab) must cover overhead expenses. The Dutch
government has allocated $180 million euros and
has been able to support 2,000 researchers for 18
months. If the United States were to provide the
same amount on a per-GDP basis it would have
to allocate over $6 billion dollars.

Provide funding of $2 billion to state econom-
ic development agencies to help high-growth
businesses start and grow. During the recov-
ery, most of the job gains are likely to come from
“gazelle” firms, defined as firms that double in
size in four years. One study estimates that such
gazelles are responsible for 80 percent of the jobs
created by entrepreneurs.” Programs to help such
firms with early stage financing, technology trans-
fer, and business incubation and other programs
can help nurture the next generation of gazelles.
While the private sector will play the most impor-
tant role, there is a role for government, particu-
larly given the credit challenges in the economy.
For example, there is evidence that the venture
capital industry is shifting its funding away from
smaller, earlier-stage deals to larger, later stage
ones.”” Moreover, the Federal Reserve reports
that smaller firms face “substantial constraints
in their access to credit.” But while federal gov-
ernment can and does play a role in interacting
directly to help gazelles (e.g., the Small Business
Innovation Research program, National Institute
of Standards and Technology’s Technology In-
novation Program, etc.), states generally are more
active, having closer relationships with small and
mid-sized companies in their states. And most
states have a variety of initiatives to help poten-
tial high-growth firms, including seed capital and
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loan programs, tech-transfer programs, and busi-
ness incubation programs. But these state efforts,
like their export assistance programs are, general-
ly underfunded. As such, the federal government
can help by providing matching funding to states
to expand these programs in 2010 and 2011 when
they are needed most. To be eligible for the fund-
ing, states would have to match it on a one-to-one
basis, use the funds to support potential high-
growth firms, and not use the funds to engage in
recruiting firms from other U.S. states.

CONCLUSION

While economic growth may finally be recovering,
most economic forecasts suggest that job creation will
lag behind and that it will be at least several years be-
fore the U.S. economy regains full employment. The
human and economic costs of this lag are likely to be
significant. As such, Congress and the Administration
should take steps now to reduce unemployment and
create jobs.

But they should do so in a way that also spurs long-term
innovation and competitiveness. For there is a compel-
ling argument that can be made that it was the lack of
innovation and competitiveness in the U.S. economy
in this decade that made the crisis worse than it would
otherwise have been, for the lack of innovation-based
investment opportunities meant that hundreds of bil-
lions of dollars (much coming from China) went into
subprime mortgages and other largely unproductive
investments, many of which defaulted. At some point
this immediate business cycle-based economic crisis
will pass and the United States will then be confront-
ed with only one economic crisis — a structural com-
petitiveness one where we are losing ground rapidly
to other nations in innovation-based economic activi-
ty.*® As such, Congress and the Administration need
to also begin to give thoughtful attention to long-run
competitiveness/employment issues (e.g. technology
policy, education, strategic investments, etc.) that can
help prevent our nation from finding itself in similar
employment crises in the future.
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