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PREFACE

This report is one of a continuing series of reports on unenpl oynent
and enpl oynent policies issued % the (ongressional Budget Gfice. It
was undertaken at the request of Representative Parren J. Mtchell, Chair-
man of the Human Resource Task Force of the Huse Cormittee on the Budget.
In keeping with the CGongressional Budget office's nandate to provide non-
partisan analysis of policy options, it contains no recommendations.

The report was prepared by T. \¥ndell Butler, Marc Freiman, R chard
Hobbie and David Mundel of the (bngressional Budget Gfice, Hinan Resources
and Conmunity Devel opnent Division, wth the assistance of Alan Fein and
Kat hari ne Bateman.

Alice M. Rivlin
D rector
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The current severe economc conditions have produced a dramatic
Increase in unenpl oynent conpensation benefit payments--from $7 billion
in calendar year 1974 to an estinated $19 billion in fiscal year 1976
At the sane time, une&pl oynent conpensati on system revenues have onl
increased fromabout $.5 billion to $7.5 billion. The obvious result
has been a serious drain on state trust fund reserves and a greatly ex-
panded use of general revenue federal funds.

The current situation has therefore pronpted a reexamination of
the structure and goals of the unenpl oynent conpensation system This
systemprovides benefits primarily to those previously enployed individ-
uals who did not voluntarily leave their jobs. This group conprised
approxi mately 50 percent of the unenployed in Qctober 1976. e maxi num
potential benefit duration for eligible persons under the pernmanent pro-
gramis usually 26 weeks, and is financed by a tax on payrolls of
enpl oyers in covered industries.

There is a tendency for the unenpl oynent conpensation systemto
becone financially unbal anced over tine, because the taxable wage base
has a ceiling but benefits increase autonatical | g w th wage increases.
L_eP| slated increases in the taxable wage base and/or the payroll tax rate
w il restore a bal ance between revenues and benefit paynents, but only
tenporarily. Mking the systemself-financing over the long run woul d
require either periodic legislated increases in the taxable wage base
or a systemof autonatic adj ustnents.

In addition to the basic 26-week program there are two tenporary
Frograms (Extended Benefits and Federal Supplenental Benefits) which
engt hen the maxi numpotential duration of benefits to 65 weeks. Qur-
rently, these prograns are prinarily financed by repayabl e advances
fromgeneral federal funds. Repayment of these advances wll take
ears, even wth the substantial increases in payroll taxes projected
or the future. Aso, these prograns are "triggered" into effect when
unenpl oynent rates rise to high enough levels. As our econony slowy
recovers, these Pro%ram; Wil trigger off. This likelihood has led to
an examnation of the reliability and equity effects of the trigger
nechani sns currently in use.

Qurrently, nost agricultural and donestic workers and state and
| ocal governnent enpl oyees are covered by a tenporary programcal | ed
Special Uhenpl oynent Assi stance (sua), which is supported by general
federal funas. Legislation was recently enacted which wll include
these workers in the pernmanent coverage of the regul ar
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unemployment conpensation system.l/ There is a question about whether the
contributions of these workers tothe regular trust fund systemw || match
the level of benefits that they are expected to draw However, it shoul d

be noted that, under the current systemin some states, industries such as
construction already receive more benefits than they contribute in enployer
payrol | taxes.

Unenpl oyrent corsrpensation benefits (which are not taxable) replace,
on average, between 50 and 60 percent of a worker's after-—tax income.
However, this result does not take into account the effects of fringe
benefits or work-related expenses on this net wage repl acenent rate, nor
does it include other incone assistance benefits such as food stanps,
whi ch the unenpl oyed nay receive.

Due to data limtations, it is difficult to produce accurate esti-
mates of the effects of the existing unenpl oynent conpensation prograns
on work incentives and enpl oyer behavior.  However, a good estinate
produced in this difficult area of research is that the current 26-week
program adds approxi nately 0.3 percentage points to the unenpl oynent
rate during tines of relative prosperity. Proposals to set national
benefit standards (as opﬁosed to the current systemof nany state-|evel
standards) woul d rai se the average benefit level, and therefore may in-
crease these work disincentive effects.

The goals of the unenpl oynent conpensation systemare also currently
under goi ng reexamination. The followng three sets of changes to the
systemillustrate extrene forns of alternative strategies and their
general effects. They are not intended to suggest final outcones, but
they are overall directions that could influence specific increnental
program deci si ons.

1. Make the system self-financing and cover only those sectors
having general |y lower and more predictabl e unenpl oynent
by elimnating the extended duration prograns and by
increasing payroll taxes. This systemwoul d increase
direct employer-employee costs, but woul d practically
elimnate the need for general federal funds. It woul d
decrease slightly the work disincentive effects as a
result of the decreased financia support for the unem

pl oyed.

2. Broaden the systeminto a specia noncontributory incone
assi stance programfor previously enployed workers in all
industries and support 1t entirely by general federal

1. See Appendix D for a description of the najor provisions of the
new | aw

(A1)



funds. This substantial increase in the use of general
funds woul d be acconpanied by an inprovenent in the con-
dition of the unenployed who were previously uncovered,
and consequent|y by greater work disincentive effects for
these groups.

3. Himnate the unenpl oynent conpensation systemand rely
on other incone assistance prograns. DOsnantling the
systemwoul d substantially worsen the condition of the
unemployed, because many unenpl oynent conpensation
recipients would either be ineligible for other forns
of incone assistance or woul d receive |ower #)aynen_ts.
(Gonsequent | c}/ all governnment spending needs for this
group woul d be substantially reduced, as woul d work
di si ncenti ves.

The current unenpl oynent conpensation programstructure represents
a conbi nation of these approaches. The basic systemis self-financing,
wth limted coverage. However, in tines of severe and general economc
har dshi ﬁ general federal funds are used in the systemin large quantity,
and both coverage and duration of benefits are extended.

The recently enacted changes in the unenpl oynent conpensation system
al so enbody el enents of the three approaches. The review of know edge
about the systemcontained in this report provides an understanding of
]tchese recent changes as well as changes that nay be proposed in the

uture.

(X11)






CHAPTER |

UNEMPIOYMENT COMPENSATI ON

Qvervi ew of the Policy D scussions

Unemployment i S @ continuing national concern. During the recent
recession, the unenploynent rate rose as high as 89 percent (My 1975),
wth 85 mllion workers unenpl oyed. Snce then the econony has ex-
perienced a gradual recovery, wth the unenpl oynent rate standing at 7.9
percent during Qctober 1976.

The unenpl oynent conpensati on systemis one of society's naj or
efforts at dealing with the problens of unenploynent. 1/ The depth of
the recent recession and the recovery now under way have conbined to
focus attention on alnost all the inportant features of the system
The huge increase in total s%/stemoutlays ;fr0m$6.5 billion in fiscal
year 1974 to $20 billion in fiscal year 1976) has necessitated a great
deal of borrow ng fromgeneral revenues and has raised questions about
the adequacy of the trust fund financing.2/

Dur | nﬂ the recent recession a tenporary programwas enacted which
expanded the coverage of the unenpl oynent conpensation system  Sub-
sequent interest was directed at the feasibility of including the newy
covered groups in the permanent system This goal was | arge_ y accom-
Bhshed I'n the recently enacted | aw (p.L. 94-566) described in Appendi x

As mght be expected, the high unenpl oynent rates and the concom -
tant levels of unenpl oynent conpensation clains have put a great strain
on the admnistrative apparatuses of both the unenpl oynent I nsurance
service and the enpl oynent service. Interest has therefore arisen in
finding ways to make the conbined services nore efficient in responding
to cyclical changes in the econony.

The current cyclical recovery has also directed attention at the
nechani smby whi ch tenporary prograns, which P_r ovide a longer duration
of benefits, are triggered into effect. And finally, nowthat there
are increasing opportunities for enpl oynent, the work disincentive
effects of unenpl oynent conﬁensatlon and variations in paynent |evels
fromstate to state are both being reexamined.

1. Qher approaches used by the governnent are nonetary and fiscal
policy prograns targeted at enpl oynent of specific groups, education
and training progranms, and various incone assistance prograns.

2. This $20 billion figure includes both benefit paynents and adm n--
istrative costs.

(1)
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Qvervi ew of the Lhenpl oynent Conpensation System

The unenpl oynent compensation systemoriginated with the Social
Security Act of 1935 Its history is one of federal-state interaction
and cooperation. [During the debates prior to establishnent of the
system one of the key Issues facing the Gongress was whether to have
a uniformfederal programor to allow each state to develop its own
program A federal-state systemwas chosen to enable the unenpl oynent
conpensation systemto adapt to the nation's heterogeneous econony.

In the early 1970s, the unenpl oynent conpensation systemwas
fairly straightforvard. Sate and federal enpl oyer payrol |l taxes
funded a pernanent benefit programand a "triggered’ extended benefit
program (wiich only cones into operation when national and state unem
ploynent rates reach certain levels). The state taxes first flowed
into separate state trust funds (plus separate funds for the O strict
of Golunbia and Puerto Rco) and the federal taxes flowed into a set
of federal unenploynent (FUTA) accounts. These FUTA accounts al so
paid for the costs of pr%%reamadnhni stration. This flowof funds is
depicted in Figure 1. ( state trust funds and the federal accounts
are collectively called the Unemployment Trust Fund.)

However, the unenpl oynent conpensation systemis no longer quite
so straightforward. In reaction to recent high unenpl oynent rates,
the Gngress has passed a variety of tenporary unenpl oynent conpensa-
tion prograns. The current set of prograns for which various individ-
uals may be eligible is described in Figure 2. The regul ar pernanent
programprovi des a maxi numduration of 26 weeks of benefits. Not all
wor ker s recei ve the maxi numduration, since the duration of benefits
depends on the individual's work history.

The extended benefits ( program al so a permanent conponent
of the system was established in 1970 by the Federal -Sate Extended
Lhenpl oynent (onpensation Act (PL 91-373). Wien triggered on by
high national or state unemployment rates, this programprovides up
to 13 weeks of additional benefits to workers who have exhausted
their regular benefits. The federal supplemental benefits (FB pro-
gramprovi des up to a maxi numof 26 weeks in further benefits to
persons who have exhausted extended benefits. (Wen established in
1974, the programprovided only 13 weeks of additional benefits. How
ever, this was increased to 26 weeks as part of the Tax Reduction Act
of 1975.?1 FBis a tenporary triggered program and it wll expire
in March 1977.
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FIGURE 1:

UNEMPLOYMENT COMPENSATION FLOW OF FUNDS
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FIGURE 2: CHARACTERISTICS OF UNEMPLOYMENT COMPENSATION PROGRAMS

MAXIMUM | BENEFIT IS PROGRAM NUMBER OF
DURATION | cosTs PROGRAM | TRIGGEREDON [R2MER OF
PROGRAM COMMENTS OF FY 1976 |EXPIRATION|BY Y 1975)
BENEFITS* | (ESTIMATE)| DATE UNEMPLOYMENT |1~ " 2=
(WEEKS) |$ BILLIONS RATES? -
SgﬁgllfrArg 26 108 PERMANENT NO 122
EXTENDED AVAILABLE TO WORKERS
BENEFITS WHO HAVE EXHAUSTED 13 2.4  IPERMANENT YES 43
(EB) REGULAR BENEFITS . .
FEDERAL AVAILABLETOWORKERS
SUPPLEMENTAL WHO HAVE EXHAUSTED 26 2.6 MARCH YES 21
| BENEFITS EXTENDED BENEFITS ' 1977
(FSB)
AVAILABLE TOWORKERS IN
INDUSTRIES NOT COVERED BY
SPECIAL REGULAR UC PROGRAM, BUT WHO
UNEMPLOYMENT | COULD OTHERWISE BE ELIGIBLE MARGH
ASSISTANCE FOR BENEFITS. PREDOMINANTLY 39 0.9 1978 YES 12
(SUA) STATE AND LOCAL GOV'T.
EMPLOYEES, AGRICULTURAL AND-
DOMESTIC WORKERS.
*ALL WORKERS NOT NECESSARILY ELIGIBLE FOR MAXIMUM DURATION
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The cunul ative result of all the above prograns is that an unem
pl O)éed i ndividual nay be eligible for a potentia maxi mumof 65 weeks
of benefits.

. The special unenpl oynent assistance (SA) programwas established
in 1974 by the Energency Jobs and Unenpl oynent Assistance Act. It pro-
vides up to 39 weeks of benefits to workers in industries not covered
by the regul ar unenpl oynent conpensation system, but who woul d ot her -
wse be eligible for benefits on the basis of their work history. The
naj or groups covered by this programare state and |ocal government
enpl oyees and agricultural and donestic workers. The SUA programwil |
also expire in March 1978,

Due to this ﬁroliferati on of prog_ranjs and hi gh unenpl oynent rates,
benefit payments have {unped from$6 billion in 1974 to $14 billion in
1975 to an estimated $19 billion in 1976. A the sane tine, payroll

tax receipts have risen only slightly (from$6.8 billion in 1974 to $8
billion in 1976). The result has been an increasingly |arge need for
repayabl e advances to the Unenpl oynent Trust Fund fromgeneral revenues,
and outright federal funding. The flowof funds has al so becone nore
conplex, as is illustrated in Fgure 3.



FIGURE 3: FLOW OF FUNDS IN FY 1976

STATE PAYROLL
TAX RECEIPTS REGULAR UC
$6.-4B - BENEFITS
STATE TRUST €10 &R
FUNDS A
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Note: Qutlays do nOt_equaI receipts due to drawng down of trust fund reserves.



GAPTER ||

H NANd NG THE PROGRAM

Backgr ound

The basi ¢ unenpl oynent conpensati on systemis financed by two pay-
roll taxes. Both the federal and state governnents |levy a tax on an em-
ployer's taxable payrol|. The taxable payroll is defined as total wages
up to $4,200 paid to each enpl oyee per year. 3/

The Federal Tax

The Federal Unenpl oynent Tax Act (FUTA) established a tax of 3.2
percent on taxable payrolls. However, the tax is reduced by 2.7 percent
for enployers in states wth approved unenpl oynent conpensation prograns.
Snce all states have federal |y approved programs, an employer's effective
federal tax rate is only 0.5 percent. HEfective January 1, 1977, this
rate wll rise to 0.7 percent and renain there until all loans to the Euca
acccount have been repaid. (See pages 11 and 12.)

The Sate Tax

Sate prograns have varying tax rate schedules. Ulike the constant
federal tax rate of 0.5 percent, all state prograns except Puerto R co
utilize an experience rating system which varies an employer's tax rate
on the basis of his employees® receipt of benefits. This systempenalizes
enpl oyers whose enpl oyees ex?]erl ence high levels of unenpl oynent by im-
posing higher tax rates on their taxable payrolls, up to a maxi numtax
rate established by each state.

Under federal law states nay have mninmumtax rates as small as
zero. Sx states have mninmumtax rates of zero. Federal lawalso re-
quires that states have a maxi numtax rate of at least 2.7 percent.
Most states have a hi gher maxi numand the highest is 6.6 percent. The
average state tax rate is about 2.0 percent. Table 1 presents the mn-
| num average, and maxi numtax rates in the 50 states, the Dstrict of
Gl unbi a, and Puerto R co.

3. Ten states have instituted \Aaa%e bases higher than $4,200. O
January 1, 1978, the federal taxable wage base wll rise to $6,000.

(1)



TABLE 1--STATE TAX RATES (1974)

(Percent of taxable wages)
Sate M ni num Aver age x|

A abana.

A aska
Arizona
Arkansas
Glifornia
Ql orado
(onnect i cut
Del avar e
District of Golunbia
Horida
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| owa

Kansas

Kent ucky
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Mai ne

Maryl and
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M chi gan
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M ssouri
Montana

Nebr aska
Nevada

New Hanpshire
New Jersey
New Mexi co
New Yor k
North Carolina
North Dakota
Chio

&I ahonma

QO egon

Pennsyl vani a
Puerto R co
Rhode |sland
South Carolina
South Dekota
Tennessee
Texas

U ah

Ver nont
Mirginia
\éishi ngt on
Vést Mirginia
Wsconsi n
Wom ng

m
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wn
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SORE  Hearings before the Subcommittee on Uhenpl oynent Conpensa--
tion of the Comttee on Vys and Means, Hbuse of Representatives,
94th Qongress, 1st Session, April 8, 10, 14, 13, 21, 22, 30, and
May 1, 1974, pp. 13-37.
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Qurrent Satus

Budget Qutl ays

Total budget outlays for the unemployment conpensation systemhave
row dranmatically in recent years. In 1966 outlays were about $2.3 bil-
ion. For fiscal year 1975 they were about $14 billion. Qutlays for
fiscal year 1976 are estimated to be above $19 billion. This growth is
depicted in Figure 4(a), along wth other pertinent data which wll be
utilized later in this chapter.

Several factors have caused this dramatic growth in outlays:

 The unenpl oynent rate has increased from an annual average rate
of 3.8 percent in 1966 to 56 in 1974 and 85 in 1975 In the
second quarter of 1975 it reached 8.9 percent.

« The duration of benefits has been increased through the Extended
Benefits (EB) and Federal Supplenental Benefits ( pr ogr ans.

« (overage has been extended to previously uncovered workers
through the Specia Unenpl oynent Assistance (S program

« Maxi numand average weekl y benefits have increased with in-
creases inwages and sal ari es.

The increase in outlays has created two basic program financing
roblens. First, Sone state unenpl oynent conpensation trust funds have
econe insolvent. This has forced themto borrow fromthe federal gov-
ernment. Second, federal expenditures out of general revenues have in-
creased for loans to the states and the federally supported prograns
(BB FSB, and sua). Table 2 depicts the relative changes in the source
of outlays between fiscal year 1974 and fiscal year 19/5. |t shows that
(fj edglr a(lj fund outl ays have quadrupl ed, while state trust fund outlays have
oubl ed.

Sate and Federal Trust Funds

“Payrol| taxes paid by enployers for uner}:pl oynent conpensation are
credited to two different sets of accounts. FHrst, state tax paynents
are credited to each state's unenpl oynent conpensation trust fund ac-
count in the federal treasury. Sates wthdraw fromthese accounts to
pay regul ar unenpl oynent benefits and the state share of extended bene-
fits. Second, the employer's federal tax paynents are credited to a set
of federal accounts.
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Figure 4
Trends in Selected Data Related to
Unemployment Compensation
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TABLE 2—BUDGET QJTLAYS FOR UNEMPLOYMENT COMPENSATION

Quit | ays
($ t housands)
Funds FY 1974 FY 1975
1l State Trust Funds a/ 5,766,943 12,426,000
2. Federa Funds 353,381 1,533,000
6,120,324 13,959,000

SORE US Department of Labor Enpl oynent and Trai ni ng Administration.

a. Sate Trust Funds M nus Advances.

The three accounts that receive the employer's federal tax paynent
are:

1. Enploynent Security Admnistration Account (ESAA), Which finances
federal and state costs associated with admnistering the unem
pl oynent conpensation program

2. Bxtended Wnenpl orrrent Gonpensat i on Account  (EUCA), whi ch pays
for 50 percent of the benefits under the Extended Benefits (EB
program By neans of repayabl e advances fromgeneral federal
funds, it also finances the Federal Supplenental Benefits (FB
progr am

3. Federal UWhenpl oynent Account (Fua), which provides interest-
free loans to states that cannot neet their benefit costs. If
the loans are not repaid, the lawrequires that the federal tax
on enployers in the state be increased until they are repaid
(unless the Secretary of Labor grants a waiver of this penalty
increase).

The technical operation of these federal accounts is described in
Figure 5.

77-2070- 76 - 4



FHARES

FLON OF FUTA FUNDS NDER EX STING FEDERAL STATUTES

0.5% Enpl oyer Tax

Mnthly transfers of all

l

net recollections

T EMPECAVEN— Y ADVFNSIREF NN/
for financing admnistrative costs of the enpl oynent
security program (of the 90%of estinated FUTA collec--
tions in a year remaining (after transfer of 10%to
(2)); up to 95%nay be appropriated to finance state

admni strative costs; balance available to neet fed- |

eral admnistrative costs)

Satutory limt retained in this account at the be-
ginning of a fiscal year is 40%of appropriation for

the prior fiscal year

ok
[\V]

S nce Agril, 1972, Excess ifT(Z)
mnthly transfers =
1/10 of net collec-

tions

limt on June 30
of any year

EXTENCED U

ing (triggered) extended UC progral

is over statutory

Excess i.fI (D

is over statutory
limt on July 1

of any year and

(2) is not over its
statutory lint

Excess ifT(B)

is over statutory
limt on June 30
of any year

1
Excess if (1) and (2
are over statutory
limt and (3 is not,
on Juy 1 of any
year

| Or repayable |
advances to Sates wth depleted reserves

Satutory lint:

~$750 mllion, or 0.125%of total wages in cov-
ered enpl oynent in preceding cal endar year, whichever is greater

SORE US Departnent of Labor,

Excess if (1) (2 and (3 are over
July 1 of any year

Satutory limt: $550 mllion, or 0.125%of total
wages in covered enpl oynent in preceding cal endar

year, whi chever is greater

statutory limt on

Dstribution to state trust fund accounts when all 3

accounts are fully funded and no outstandi ng advances
fromgeneral revenue to either FUA or BEUCA

Enpl oynent and Training Administration.
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Table 3 shows the bal ances in these three accounts from fiscal year
1970 through fiscal year 1975. The fiscal year 1975 figures indicate
that the recession had significant effects on both EUCA (extended and
energency prograns) and FUA (state loans).

As of January 1976, 16 states plus the Dstrict of Colunbia and
Puerto R co have required advances fromthe federal accounts (which in
turn have required advances fromgeneral federal revenues). These out-
standing advances total ed approxinmately $2 billion. Table 4 provides
exact breakdowns by state.

~ According to the report acconpanying HR 10210 (a bill creatin
naj or changes in the unenpl oynent conpensation system), by the end o
cal endar year 1976 as nany as 30 states wll require loans. As nore
state prograns becone insolvent, it becones increasi ngly apparent that
the current level of financing IS inadequate to neet demands created by
extended high level s of unemployment.

Sate Reserve Ratios

Most states have |inked chandges I n naxi numweekl y benefit anounts
to changes in the average covered wage in the state. ~ This neans that
as the average covered wage increases in a state, the nmaxi mnumweekly
benefit anount al so increases. However, revenues to finance the system
have not increased proportionately. Because the taxable wage base has
increased much nore slowy (from$3,000 in 1940 to $4,200 in 1974) than
average wages, the percentage of total wages that are taxable has de-
creased from93 percent to about 50 percent. Figure 4(c) illustrates
this discrepancy.

The reserve ratio is a neasure of the abiIitK of a state's trust
fund to remain solvent in the face of periods of high unemployment. For
any state, the reserve ratio relates the current ratio of reserves to
total covered wages to the highest such ratio over some recent period
(for example, Since 1958). :

Table 5 presents reserve ratios for each state program It shows
that the ratio ranged from 0.02 in Véshington to 3.01 in South Garolina,
wth a national ratio of 105 Nneteen prograns had reserve ratios
that were less than 1.0. These state prograns nay risk insolvency dur-
ing periods of high unemployment.
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TABLE 3—BALANCE (F FEDERAL ACCONTS

(In mllions of dollars)

Account Bal ances

(end-of-year)

H scal Year ESAR EUCA FUA

1970 64.5 B 575. 1

1971 168. 4 41.2 550. 0
1972 258. 4 2.6 510. 7
1973 464.0 60.9 510. 7
1974 705.2 276.2 528.9
1975 340. 116.3 4.0
SORE Infornmati on on Uhenpl oynent and Unemployment Gonpensation

Programs, Subcommittee ON UNENnpl oynent Conpensation of the

Qonmite

mmitee on Vys and Means, US House of Representati ves,

Sept enber 22,

975.

TABLE 4-—OUTSTANDING ADVANCES TO STATE TRUST FUNDS

Al abama

A kansas
Gonnect I cut
Cel avnar e

Dstrict of @l unbia

Havai |
[[1inais
Mai ne

Massachusetts

M chi gan

M nnesot a
Nevada

New Jer sey
Pennsyl vani a

Puerto R co

Rhode Isl and
\Ver nont

Véshi ngt on

Total Qut standi ng Advances

Advances
Januar YI 1976
|

($m

& of

ons

SORE Branch of Sate Tax Accounting and Qontrols, Uhenpl oynent

| nsurance Servi ce.
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TABLE 5--STATE RESERVE RATE MLTI PLES

Sate Miltiole a/
Al abama 1.02
A aska 119
Arizona 271
A kansas 115
Glifornia 101
(ol orado 162
Qonnecti cut 0.14
Del avar e 1.43
Dstrict of Colunbia 1.88
Horida 1.69
Georgia 2.64
Havai i 071
| daho 1.88
[11inois 0.75
| ndi ana 1.55
| ovna 2.28
Kansas 1.79
Kentucky 1.22
Loui si ana 0.89
Mai ne 0.56
Maryl and 0.76
Missachuset t s 0.65
M chi gan 0.57
Mnnesota 0.61
M ssi ssi ppi 1.65
M ssouri 166
Mont ana 0.72 .
Nebr aska 2.2
Nevada 0.66
New Hanpshi re 1.92
New Jer sey 0.29
New Mexi co 1.60
New York 117
North Carolina 2.44
Nor t h Dakot a 127
Chio 105
k! ahonma 0.9
Q egon 0.8
Pennsyl vani a 0.64
Puerto R co 0.40
Rhode |sland 0.53
South Carolina 3.01
South Dekota 2.75
Tennessee 1.58
Texas 1.34
U ah 185
\er nont 0.16
Mirginia 2.63
Véshi ngton 0.02
Vést Virginia 1.20
Wsconsi n 1.55
\Woni ng 1.55
Lhited Sates 105

SORE Hearings before the Subcormittee on Uhenpl oynent
Qonpensation of the Conmttee on Véys and Means,
House of Representatives, 94th Qongress, 1st
Session, April 8, 10, 14, 13, 21, 22, 30, and My 1,
1974, pp. 13-37.

a. Reserve rate as a mitiple of highest 12-month benefit
cost rate since January 1, 1958
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$4,200 is already half of the average annual wage $8,400.) However, this
anal ysis was based on the assunption that the enpl oyer bears the burden of
the payrol| tax. The extent to which enployers shift the burden of the

t ax Ito_their enpl oyees or to consuners |imts the validity of this

concl usi on.

If the tax is shifted to enployees, their take-hone wages woul d be
|overed. Estimates of the extent of shifting of the payroll tax have not
been adequat el y devel oped for policy purposes. However, these estinates
have been devel oped for the ﬂayr ol tax for social security, wth the con-
clusion that the burden of the employer's tax contribution is shifted to
the enpl oyee. 4/ The sane conclusion nmght be inferred for the payrol |
tax for unenﬁl oynent conpensation, but the analogy is not clearcut. This
I's because the distribution of unenploynent conpensation benefits anong
gnpl ]9yees IS even nore uneven than the distribution of social security
enef i ts.

A fina possible treatnent of the taxable wage base is toalowit to
adjust autonatically to changes in the wage level. This woul d provide
strong protection against the devel OEment of a long-run inbal ance between
revenues and paynents. However, such indexing proposals have not received
a great deal of support in the recent past.

I ncreasing Tax Rates

Increasing the payrol| tax rate wll also increase tax revenue. As
was the case wth increasing the taxabl e wage base, increasing the payroll
tax would increase the financial cost to enployers and enpl oyees depending
upon the extent to which the tax is shifted.

Increasing the federal tax rate above its present 3.2 percent will
increase the rate at which funds flowinto ESAA EuCa, and FUA. An in-
crease in the federal tax rate woul d reduce the need for general revenue
advances to EUCA and FUA to pay for extended benefits and |oans to states.

~ There are sone di sadvantages to increasing the federal tax rate.
First, it would affect enployers in all states. Gonsequently enployers
in states wth [ow unenpl oynent rates woul d probably pay for sone of the
extended benefits in states wth high unenpl oynent rates and there woul d
be a period in which contributions fromsolvent states woul d support |oans
to insolvent states. Second, it would affect all enpl oyee turnover.

4. John A Brittain, The Payroll Tax for Social Security, (Washington,
DC: Brookings Instituiion, 1972).




Analysis of Aternatives

The basic problemin financing the unenpl oynent conpensation system
I's the construction of a financing nethod which wll nmatch benefit costs
over long periods of time. An additional problemis the necessity to
accumul ate adequate reserves to provide funds for temporary Situations in
whi ch benefit costs exceed trust fund revenues.

~Solutions to the latter probl emhave been Proposed in the formof
setting mninumreserve ratios for state trust funds of 1.0o0r 1.5. A
ratio of 1.0 would require payrol| tax increases in 18 states, a ratio of
1.5woul d require such increases in 30 states. However, these woul d be
offset by a decreased need for general federal revenue advances to the FUA
account .

~ Wile the reserve ratio requirenents deserve further study, they
mght present great financing difficulties for those states which cur-
rent!?/ have very low ratios. These requirenents al so require nuch nore
detai [ ed specifications regarding the circunstances under which a state
may be allowed to use its reserves, and when the state is required to
repl enish them

Sl utions to the [ong-run financing probl ens invol ve sone conbi nation
of the followng neasures: (1) increasing the taxabl e wage base; and (2
increasing the tax rate. These changes woul d have different effects.

I ncreasi ng The Taxabl e \ge Base

Proposal s have been made to increase the taxabl e wage base fromits
Bresent $4,200 to $,000 or even to $14,000. Increasing the taxable wage
ase woul d increase revenues, because the tax rate would be applied to a
| arger payroll. However, it is unclear whether enpl oyers or enpl oyees
(or possibly even consuners) woul d bear the burden of the increase.

If the enpl oyer bears the burden, raising the taxabl e wage base
woul d significantly increase his financial costs. Secondly, as the tax-
abl e wage base approaches total payroll, the employer's incentive to
mai ntain stable enpl oynent is reduced. This conclusion is based upon a
recent theoretical analysis which concludes that in order to encourage
stable enPI oynent the taxabl e wage base shoul d be set between 50 and 100
percent of average annual earnings. 5/ (The current taxable wage base of

5. Frank Brechling, "The Incentive Hfects of the US Unhenpl oynent
Insurance Tax: A Summary of Results™ (Véshington: Public Research
Institute, 1975), (mimeo),p. 28.



18

Increases i N state tax rates can be accomplished by changes in
state law requirenents contained in FUTA. For example, the federal
government coul d rai se the lowest mni numand/or maxi numtax rates
permtted. It could also change the bases for the tax schedule by
altering the experience rating systens of each state program

~ (hanges in the mninumand maxi numstate tax rates can have a
direct effect not Onlﬁ on sol vency but also on enpl oynent. For
exanpl e, increasing the mnimimtax rate wll raise revenue from
enpl oyers wth good experience ratings. This decreases the incen-
tive for stable enploynent. Aternatively, increasing the required
maxi numstate tax rate will penalize firns wth poor experience
ratings. This would increase the incentive for stable enpl oynent,
but in a recession would further hurt enployers already suffering
severe economc probl ens.

X Table 6 summarizes the effects these policy alternatives woul d
ave.



- TABLE 6——SUMMARY CF Fl NANO NG ALTERNATI VES

No. of Sates
(territories) o
Potential Changes Affected Fund Recei vi ng Revenues Q her Conment s
Increase taxabl e wage base.. 52 Both state trust funds Moul d correct current inbal ance
and federal FUTA accounts.. of revenues and benefit paynents..

Provide autonmatiCc cost-of- 52 Both state trust funds \foul d provi de | ong-t ermbal ance

living adjustnent of tax- and federal FUTA accounts. between revenues and benefit

abl e wage base. paynent s.

Increase effective federal 52 Federal FOTA accounts.. Moul d correct current inbal ance

tax rate above 0.5 percent. of revenue and benefit paynents.

Increase required mni num 35 Specific state trust Moul d increase revenues in

state tax to 1.0 percent. f unds. specific states, sone of whose
funds nay be currently sound.
Moul d affect f£irmsw th high
turnover.

Increase requi red maxi num 13 Secific state trust \foul d increase revenues in

state tax rate to 3.0 funds. specific states, sone of whose

per cent . funds nay be currently sound.
Mfoul d affect firmswth high
turnover.

Establish a required 18 Secific state trust Vfoul d only affect those state

reserve of 1.0 percent. f unds. funds whi ch are in possible

' danger of running a deficit.

MVtoul d only provi de sol ution
to problemof short-run fluctua-
tions in revenues and benefit
paynent s.

Establish a required 30 Specific state trust Moul d affect nost states. Vfoul d

reserve of 1.5 percent

f unds.

only provide solution to probl em
of short-run fluctuation in
revenues and benefit paynents.

61






GHAPTER 111

EXTENS ON OF GOVERACE

Backgr ound

Mbst wage and sal ary workers face the risk of loss of enpl oynent and
the attendant |oss of incone. QCoverage has tended to expand as the unem-
pl oynent conpensation systemhas evol ved. Today, universal coverage has
al nost been achieved. 6/ still, sone categories of workers have been
excl uded frompermanent” unenpl oynent conpensation coverage, prinarily
because of possible difficulties connected w th admnistering the program
for themor the anticipation of high costs.

Qurrent Status

~ There are approxinately 84 mllion wage and salary workers in the
Uhited Sates. out 15 percent or 119 mllion are not covered by the
federal unenpl oynent conpensation system About 90 percent or 11 ml -
lion of these uncovered workers are in the foll owng occupations:

« state and local government (83 mllion workers);
» donestic service (L5 mllion workers); and
o agriculture (1.2 mllion workers).
The remaining 0.9 mllion workers are in snall nonprofit organizations

and other small firns. The characteristics of these uncovered workers
and their unenpl oynent |evels are shown in Table 7.

6. proxinately 52/2 mllion workers éi ncl udi ng servi cenen) are cov-
ered by three special prograns: Railroad Uhenpl oynent |nsurance, Unem-
pl oynent Gonpensation for Federal Avilian Ewployées (ucFE), and Unem-
pl oynent (onpensation for Ex-Servicemen (UCX). The latter two prograns
(UCFEX) are admnistered as part of the regul ar unenpl oynent insurance
system wth full reinbursenent to the states out of general federal
revenues. The railroad programis admnistered and financed by the
Rai | road Retirenent Board.

(20



TABLE 7——CHARACTERISTICS (OF WIRKERS | N | NDUSTR ES NOT COVERED
BY PERVANENT UNEMPLOYMENT COMPENSATI N SYSTEM

Aver arqe Nunber  Average Nunber Mean Ear ni ngs
G Ewployed 1974  Lhenployed 1974  Uhenpl oy- Al \Wrkers
(t housands) (t housands) ment Rate 1973
Private Househol d Virkers 1,228 56 4.4 $ 885
Farm Laborers & Supervisory 1,405 75 51 $2, 130
Sate and Local Gover nnent
Enpl oyees 11,561 NA NA $7, 495
Entire Labor Force 85,936 5,076 56 $7,173

SORE (1) Bureau of Labor Satistics, "Employment And Unenpl oynent In 1974," Special Labor
Force Report 178, 1975.

(2 Bureau of the Census, "Qnsuner Income," Series P60, No. 97 (January 1975).

NA - Not Avail abl e.
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A though these workers are not covered by the pernmanent federal
unenpl oynent conpensation system states can individually decide to
extend coverage to them Tuwenty-six states cover sonme portion of
state governnment workers. However, only six states cover workers
in local governments; four states cover domestic workers; and four
states cover agricul tural workers.

The nunber of unenpl o¥led eligible to receive benefits is further
reduced by factors other than in ustrg coverage. Newentrants and
reentrants to the labor force and workers fired for a variety of dis-
qualifying acts are not eligible for support. Voluntary job |eavers
are only eligible for benefits in about half the states, and then onl
after a waiting period usually longer than a month. C the renaining
"involuntarily unenpl oyed,” only workers with sufficient work experi-
ence in covered industries may receive benefits. The evidence pre-
sented in Table 8 suggests that approxi mat eI){ 60 percent of the
unenpl oyed in Septenber 1975 could be eligible for benefits.

TABLE 8--UNEMPLOYMENT BY REASON
(Septenber  1975)

Percent of

Reason Nunber of Uhenpl oyed Uhenpl oyed

(t housands) S
Job losers 4576 57.2
Job leavers 814 10.2
Reentrants to labor force 1,786 22.3
Newentrants 819 10.2

SORE Bureau of Labor Satistics, Enploynment and Earnings, Septembe
1975.

The Tenporary Programto Expand Qoverage

I'n Decenber 1974, the Qongress enacted the Emergency Jobs and
Lhenpl oynent Assistance Act. Title Il of the Act established a tem
porary program entitled Special Uhenpl oynent Assistance (SUA). SA
expanded coverage to the 11.9 mllion workers not covered by the
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permanent system The programis scheduled to expire at the end of 1977,
wth clains being entirely phased out on March 31, 1978, although |egis-
lation is currently pending which woul d extend the programone nore year.

It is tooearly to evaluate fully the results of this energency

program Qutlays under the programare estinated to be roughl y $900
mllion for fiscal year 1976.

Analysis of Aternatives

Legi sl ation was recentl 3/ signed into law that wll extend coverage
to all the excluded groups described above in 1978 However, this does
not inply that all workers will be covered. For exanple, the definition
of covered donestic workers used in the laww !l still exclude fromcover--
age approxi nately 75 percent of donestic workers. Smlarly, the pro-
vision to extend coverage to agricultural workers wll exclude nore than
40 percent of these workers. 7/

Two basic issues surrounded these extensions of coverage. (e was
the effects of seasonal unenpl oynent on benefit costs for agricultural
workers. Sone have argued that each group of workers should in effect
be able to finance its own benefits and that agricultural workers, wth
fairly high and consistent |evels of seasonal unenpl oyment, woul d not be
able to do so. However, the evidence indicates that there already are
covered industries fromwhich workers draw nore benefits than they con-
tribute in revenues (under the current experience rating system). The
benefit-tax ratio is the ratio of unenpl oynent conpensati on benefits
recei ved by individuals previously employed in an industry to the total
payrol | taxes paid by firns in that industry. Table 9 shows that the
aﬂl‘l culture and construction industries have benefit-tax ratios greater
than one, and that benefits to forner enpl oyees in these industries are
in effect subsidized by payroll taxes in the transport and finance groups
(and, to a snaller extent, trade and services).

The second issue was whet her extension of coverage to donestic work-
ers inprivate hones wll involve any significant admnistrative diffi-
culties. The only information available on this issue is that under the
current unemployment conpensation systemit is apparently feasible for
firns wth only one enployee to cover that enployee.

7. Derived fromSaff Data and Material s on Uhenpl oynent Conpensati on
Anrendnents of 1976 (HR 10210), Conmitee on Finance, U.S. ¥naie,
Septenber 3, 19/6.
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TABLE 9--BENEFIT-TAX RATI G5 BY INDUSTRY

I'ndustry Glifornia lly a/  Ten Selected Sates b/
Agriculture, forestry,

and fisheries 2.13 2.44
M ni ng and quarrying 0.8 134
Gonstruction 1.73 1.67
Manuf act uri ng 11 1.08
Transport, communications,

and utilities 0.71 0.69
Whol esal e and retail

trade 0.81 0.77
F nance, insurance, and

real estate 0.4 0.51
Servi ces 0.89 0.80

SORCE  John H. Pencavel, "Sone Labor Market Inplications of the
Payrol | Tax For Unenpl oynent and O d Age Insurance,"”
Technical Analysis Paper No. 16, Departnent of Labor
(January 1974).

a. Based on annual observations for the years 1962-7L
b.  Based on annual observations for ten states for the years 1957-67.
Wen coverage of SUArecipients is shifted to the regul ar pernanent

unenpl oynent insurance system their benefit costs will be shifted from
all federal taxpayers to covered enpl oyers and enpl oyees in each state.






CHAPTRR |V

THE BENEFI T PAYMENT

Backgr ound

The amount of the benefit payment iS an inportant feature of the
unenpl oynent conpensati on s?;stem The Social Security Act of 1935 del e-
gated to each state the authority to set whatever benefit standards it
wshed. (nsequently, for the past forty years the benefit anount has
varied wdely anong states.

Attenpts have been nade to set federal benefit standards since the
systemwas started. Wile attenpts to |egislate benefit Standards have
not nmet wth success, goals have been suggested on a nunber of occasions.
For exanple, the Esenhower Admnistration and successive admnistrations
have stated the national goal as a certain mninumproportion of eligible
workers' wages. In 1954, President B senhower recommended that the states
rai se the benefit maxi na so that the paynents toroost beneficiaries woul d
equal at least half their regular earnings. 8/ The goal has undergone
various changes by successive admnistrations. In 1973 President N xon
stated the goal as follows: ". . . toprovide at least four-fifths of
the Nation's insured work force half pay or better when unemployed." 9/

The benefit anounts are determned by formulas that vary wdely
anong the states. Mst states use the nost recent cal endar quarter to
determne a worker's average gross weekly wage, then pay hi mapprox-
inately half that amount, up to a state determned naxi num Aterna-
tively, sone states average all weekly wages in the fpast_ year instead
of one quarter and then pay approxinately one-half of this amount,
again up to a naxi num

The maxi numstate benefit level is determned in two ways. Thirty-
two states set the maxi numas a fixed percent of the average weekly wage
in covered unenploynent in the state. This provides autonatic adj ust-
ment of the maxinmumas the wage | evel increases. The other states set
their nmaxi numbenefit levels at a fixed dollar anount. Uhless statutory
action is taken in these states, actual weekly benefits wll lag behind
average weekly wages.

Figure 6 illustrates how the maxi mumweekl y benefit amounts rel ate
to the average gross weekly wages of covered enpl oyees anong the states.
It indicates that forty-five state prograns have maxi mumweekly benefit
anounts of at least 50 percent of average gross weekly wages.

8. Economic Report of the President, January 194

9. Rchard N xon, Mssage to Gongress, (April 12, 1973).
€y

77-207 O- 76 - 5
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FIGURE 6

VAXI MUM UNEMPLOYMENT COMPENSATI ON BENEH T LEVELS
AS A PERCENT GF AVERAGE VEEKLY WAGES

(1979
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Maxi numBenefit Levels as a Percent of Average G oss Wekly Wages in Qovered
Employment.,

ORE US Department of Labor, Mwnpower Admnistration, Unenpl oynent
Insurance Service, July 9, 1975
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Qurrent Satus

Benefit Level s

The | evel of recipient benefits is usually discussed in relation to
the previous wage level. The ratio of these two nunbers is called the
wage repl acenent rate. The gross replacenent rate is the ratio of bene-
fits to the individual's previous gross wages. This is the repl acenent
rate used in the presidential goal described above.

Data on replacenent rates is not issued by the Unenpl oynent |nsur-
ance Service. However, actual replacement rates were calculated for a
sanpl e of those who had exhausted regul ar benefits in a study by Mathe-
matica, Inc. 10/ Table 10 presents the gross repl acenent rates for this
sanple. These rates approxinately center around the 50 percent |evel
often espoused in the literature.

TABLE 10--GROSS WACE REPLACEMENT RATES
FOR MATHEMATICA EXHAUSTEE SAMPLE

Percent of Sanpl e

Repl acenent Rate Wiite Nonwhites
0 - 20% 6.7 4.5
20 - 40 32.6 36. 1
40 - 50 27.5 2.4
50 - 60 21.5 19.1
60 - 80 9.5 8.6
80 + 2.4 2.3
100% 100%
Mean repl acenent rate 44 a4
Medi an repl acenent rate 44 43

SO RE A Longitudinal Sudy of Unhenpl oynent | nsurance
Exhaustees, Mathematica HOlICy Research Report No.
76-01, pp. 74-75.

10. A Longitudinal Study of Lhenpl oynent |nsurance Exhaustees, by
Vel ter N chol'son and Vélter Corson, Mathematic FOIIcy Research Proj ect
Report Nb. 76-01.




It should be noted that the replacenent rates fromthe exhaustee
study were obtained froma sanpl e of unenpl oynent conpensation recip-
ients inonly four cities and therefore may not be representative of
the nation as a whole. A so, because the sanple consists solely of
exhaustees Of regul ar benefits, the replacenent rates may be hi gher
than the rates for all recipients. 11/

Sone anal ysts contend that the gross replacenent rate is not an
accurate neasure of the adequacy of benefit levels. Unenpl oynent com
pensation benefits, which are not taxable, should be calculated as a
proportion of a worker's previous after-tax pay, yielding a net replace--
ment rate. In addition, work-related expenses and fringe benefits
shoul d al so be taken into account.

The Mathematica study also provides net repl acement rates that
take into account incone and payrol|l taxes and work-rel ated expenses.
These are displayed in detail in Tables 11 and 12 The net repl ace-
ment rates are higher than the gross replacenent rates, although
aPprom mately 60 percent of the sanple still had net replacement rates
of 60 percent or lower. The nmain factors that influence these net
wage replacement rates are the presence of a working spouse and/ or
young children.

Distribution of Benefits and Qosts

Table 13 presents the distribution of unenpl oynent conpensation
benefits by famly income. Famlies wth incones of over $10,000 a
year received 52 percent of total benefits in 1970. It is therefore
clear that the unenpl oynent conpensation systemis not directed exclu--
sively at low-income families.

However, it shoul d be renmenbered that many persons consider the
systemto be an insurance system, at least in part. O scussion of
I nsurance aspects requires consideration of the distribution of costs
as well as benefits. This research has been perfornmed under the
assunption that the payroll tax is fully shifted to enpl oyees. 12/

11. 1bid., p. 70

12. Gy Fields, The Drect Labor Market Efects of the US Unemploy-
ment _Insurance System A Review of Recent Evidence, Technical Anaysis
Paper, No. 26, Gftice of the Assistant Secretary for Policy Eval uation
and Research, u.S. Departnent of Labor (January 1975), Table 8.




TABLE 11~--DISTRIBUTION - EXHAUSTEE BOUSEHOLDS BY FAMILY TYPE
AND PERCENTACE OF WAGES (NET OF TAXES AND WIRK RELATED
BEFENSES REPLACED BY UI BENEA TS

Wi t es
Hil e Exhaustee Fenal e Exhaust ee Mil e Exhaust ee Fenal e Exhaust ee
Percentage of Wfe Present Hushand Present No Wfe Present No Hiushand Present Mal e Fenal e
\ége Repl aced Child No Child thild No Child il d No Child Child No Child Non- Non- Total
by UI Benefits Lhder 16 Lhder 16 Lhder 16  Unhder 16 Lhder 16 Uhder 16 Lhder 16 Lhder 16 Head Head Sanpl e
Total: Nunber in Sanple 89 180 125 187 8 177 31 171 47 52 1067
Per cent 100. 0% 100. 0% 100. 0% 100. 0% 100. 0% 100. 0% 100. 0% 100. 0% 100. 0% 100. 0% 100. 0%
0 - 20% 56 12.8 4.0 37 0.0 51 0.0 29 4.3 19 53
20 - 40 34.8 322 4.0 11.2 12.5 28.3 16.1 1n7 19.2 11.5 19.3
40 - 50 2.2 2.7 88 1.2 12.5 20 19.4 2.3 8.4 13.5 16.3
50 - 60 124 183 n2 18.2 5.0 19.2 26 2.3 17.0 50 18.8
60 - 80 19.1 17 33.6 43.3 37.5 21.5 19.4 H1 23.4 34.6 271.8
80 + 7.9 3.3 38.4 12.3 12.5 4.0 2.6 1.7 12.8 13.5 12.4

_SOURCE: A Longi tudi nal

Sudy of Unenpl oynent Insurance Exhaustees, Mithenatica Policy Research Project Report No. 7601, p. 7

I8



TABLE 12--DISTRIBUTION OF EXHAUSTEE HOUSEHOLDS BY FAMLY TYPE

AND PERCENTAGE OF WAGES (NET CF TAXES AND WIRK RELATED

BEPENSES) REPLACED BY UI BENEFAI TS

Nonwhites
Hil e Exhaustee Fenal e Exhaust ee Hil e Exhaust ee Fenal e Exhaust ee
Per cent age of Wfe Present Hisband Present No Wfe Present No Husband Present Hil e Fenal e
Vége Repl aced Chil d No Ghild Child No Child Ghild N Gild  ild N Child Non- Non- Total
by U Benefits Lhder 16  Uhder 16 Lhder 16  Unhder 16 Lhder 16 Lhder 16 Lhder 16  hder 16 Head Head Sanpl e
Total: Nunber in Sample 112 66 71 44 15 117 3 171 47 52 1067
Per cent 100. 0% 100. 0% 100. 0% 100. 0% 100. 0% 100. 0% 100. 0% 100. 0% 100. 0% 100.0% 100. 0%
0 -20% 18 3.0 0.0 23 0.0 34 0.0 16 55 2.0 2.2
- 40 21.7 19.7 7.0 9.1 333 20.5 6.3 14.8 164 118 16.6
40 - 50 304 16.7 127 114 26.7 24.0 16.5 164 233 15.7 20.2
5 - 60 179 34.9 13 250 26.7 214 190 213 274 9.8 209
60 - 80 179 19.7 46.5 36.4 6.7 22.2 36.7 39.3 20.6 29.4 27.9
80 + 4.5 6.1 22.5 159 6.7 8.6 215 6.6 6.9 314 12.3

_SORE A Longi tudinal

Sudy of Lhenpl oynent | nsurance Exhaust ees,

Mathematica Policy Research Project Report No. 76-01, p. 79

z8
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TABLE 13-—THE DISTRIBUTION (- UNEMPLOYMENT
COMPENSATI ON BENEA TS BY | NOOME AASS

(1970
Percent of
| ncone d ass UC Benefits
0 - 4,999 17
5000 - 9,99 31
10,000 - 14,999 24
15,000 - 24,999 20
25, 000+ 8

SORE Mrtin Feldstein, "Unenpl oynent onpensation: Adver se
Incentives and Distributional Anomalies,™ National Tax
Journal, XM 1, No. 2, June 1974, p. 238

If the tax is shifted to enpl oyees exactly according to the anount
of tax they cause the enpl oyer to incur, then the benefits by incone
class are approxinately equal to payroll tax contributions by incone
class. However, if the total payroll tax is distributed among enpl oy-
ees according to their proportional shares of the total wage bill, then
| ower incone groups pay in contributions proportional ly less than they
recei ve in benefits. Therefore, under this second assumption, the un-
enpl oynent conpensati on systemas a whol e contains sone redistributive
wel fare aspects.

As a final note on distribution, a perverse effect of the system
on certain low-income workers shoul d be noted. workers enpl oyed by
covered enpl oyers w || probably bear sone portion of the payroll tax.
However, if the enpl o%ee recei ves | ow enough wages or has an erratic
work history, he nay be ineligible for unenpl oynent conpensation bene-
fits. Thus, for these fewworkers the systemw || clearly have a

negat i ve effect.



Wrk |ncentives

As with any programwhich provides income to individuals, the work
incentive effects nust be analyzed. This analysis is hindered in the
case of unenpl oynent conpensation by difficulties in obtaining the nec-
essary data for a national sanple. Therefore, any estinate of work dis-
incentive effects nust be used cautiously.

(ne well-executed sStudy estinmates that the regular 26-week unenpl oy-
nent conpensation programincreases the unenpl oynent rate by fromo0.2 to
0.35 percentage points. 13/ (her studies have estinated the disincentive
effects to be as high as 0.9 percentage points.

Two comments should be nade about these estinates. Frst, they were
cal cul ated using periods of relatively |ow unenpl oynent. In the current
period of high unenploynent suitable work is nore difficult to find, and
therefore the disincentive effects of the unenpl oynent conpensation system
may be less than the estinates.

~ Secondly, it should be enphasized that the disincentive effect des-
cribed above can be |abeled neither high nor low It is merely one cost
of a systemwhich provides benefits, and acceptance or rejection of the
entire package is a societal decision.

Analysis of Aternatives

Two najor policy options which relate to the benefit paynent are
the establishment of federal mninumstandards for benefit |evels and
the taxation of unenpl oynent conpensation benefits.

Proposal s for federal benefit standards usually include a statenent
of a mninumgross replacenent rate, up to a dollar maxi numat |east as
great as a given percentage of each state's average weekly wage. 14/

13. Sephen T. Marsten, "The Inpact of Uhenpl oynent [nsurance on Job
Search," Brookings Papers on Economic Activity (197/5:1), pp. 13-60.

14. An exanpl e woul d be a standard requiring states to provide a weekly
benefit amount of at least 50 percent of each clainants average weekly
wage, up to a maxinumof at least 66-2/3 percent of each state's average
weekly wage. Such a standard woul d affect paynents to at least sone
individuals in all states.
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As described in an earlier section, the gross replacenent rate is
often not an accurate neasure of the change in a worker's disposabl e
incone (wiich is better reflected by the net replacenent rate). However,
standards phrased in terns of gross repl acenent rates are nuch easier to
admni ster, and woul d not require significant changes in the state unem
pl oynent conpensati on agencies.

Tabl e 14 shows the effects of raising all benefit naxinma to two-
thirds of each state's average weekly V\age. (As these data are once again
taken fromthe Mathematica exhaustee Study, the caveats described on page
30 shoul d be reiterated.) Thenaor effect of a standard for maximums IS
to raise the replacenent rates of those initially bel ow 40 percent (conpare
Tables 10 and 14).

Taxation of unenpl oynent conpensation benefits i S soneti nes advocat ed
as a neans to equal i ze net repl acenent rates and decrease the worst work
di sincentive effects. TLike all other incone security paynents, unenpl oy-
ment conpensation is currently untaxed.) As Tables 15 11, and 12 indi-
cate, the highest replacenent rates would indeed be most affected by taxa-
tion of unenpl oynent conpensation benefits.

TABLE 14~-DISTRIBUTION OF EXHALSTEE HOUBEHA DS BY PERCENTAGE
OF (RCsS WAGE REPLACED BY UT BENEH TS WHEN BENEHI T
MAXI VA ARE TWO-THIRDS STATE AVERACE WEEKLY WACE

Percent age of \Wge

Repl aced by UI Benefits Wi t es Nonwhi t es
Per cent 100. 0% 100. 0%
0 - 20% 4.0 2.8
2 - 40 2.2 2.4
40 - 50 %9 . 31.9
5 - 60 5.6 22.4
60 - 80 11.6 11.0
80 + 2.7 3.6

SARE A Longitudinal Sudy of Uhenpl oynent |nsurance Exhaust ees,
Mat henatica Policy Research Project Report No. 76-01, pp. 8-8.
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However, at the sane tine the average paynent |evel would be de-
creased. If this side effect is unintended, then taxation of unenploy-
nent conpensation benefits woul d have to be acconpanied by a general in-
crease in the (gross) benefit determnation rules currently in use by the
states. (ne possible result of this conbination could be an unchanged
avterage net repl acenent rate acconpanied by a snaller variation in these
rates.

TABLE 15--DISTRIBUTION (- EXHAUSTEE HOUSEHOLDS
PERCENTACE CF WACE (NET OF TAXES) REPLACED BY
UI BENEH TS WHEN BENEH TS ARE TAXED

Per cent age of Wge

Repl aced by U Benefits white Nonwhites
Total Sanple . Total Sanple

Per cent 100. 0% 100. 0%

0 - 2% 5.7 2.9

20 - 40 24.9 2.1

40 - 50 217 24.5

50 - 60 24.3 26.2

60 - & 19.3 16.2

80 + 4.1 51
\ed an For cent o ®

SORE A Longitudinal Sudy of Lhenpl oynent |nsurance Exhaustees,
Mathematica POTICy FeSearch Foject Report No. 76-01, pp. 80-8l.




GAPTER V

DURATION CF BENEH TS

Backgr ound

Duration of benefits has been a controversial issue throughout the

hi story

of the unenpl oynent conpensation program S nce the programwas

desi gned essentially to assist workers during periods of "tenporary" in-
vol untary unemployment, policynakers have had difficul ty determ ni ng what
an appropriate duration should be. Aduration which is adequate during a

period 0

| ow unenpl oynent nay be inadequate during a recession.

The duration of benefits is established by state laws according to
tWo basic methods:

1.

Forty-two states and the Dstrict of Colunbia use a "variable
duration" approach based on the length of tine a worker has spent
in the labor force--the |onger the period of work, the |onger the
duration of benefits.

Hght states and Puerto Rco use a "uniformduration" approach.
A'l" clainmants who neet the state's qualifications are entitled
to the sane duration. Mst states require a one-week waiting
period before benefits begin.

Qurrent Satus

As described in the introduction, the federal-state unenpl oynent
conpensation relationship contains the followng four tiers of benefits:

IFégul ar benefits paid under state unenpl oynent conpensation
aus;

Federal -Sate Extended Benefits (EB)~--part of pernmanent |aw
a tenporary programtriggered by high unenpl oynent rates;

Tenporary Federal Suppl emental Benefits (FSB)--temporary pro-
gram financed by repayabl e advances fromgeneral federal
revenues; and

Secial  Uhenpl oyment Assistance (S benefits--temporary
programfinanced by general federal revenues.

(37
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As Figure 7 shows, an individual nay be eligible to receive as nuch
as 65 weeks of benefits fromall tiers conbined. However, many of jobless
workers do not qualify for the maxi numduration of benefits because of an
insufficient work history.

A though the maximum duration of regular benefits is 26 weeks in 42
states, only six of those states provide all eligible claimants with 26
weeks. In the renaining 36 states, potential duration for a substantial
portion of beneficiaries is less than 15 weeks. Moreover, only nine
states have regular durations exceeding 26 weeks.

~ (ne dinension of the adequacy of benefit duration is the nunber of
reci pients who exhaust their benefits. During periods of relatively |ow
unenpl oynent, approxi nately 20 percent of beneficiaries exhaust benefits.
However, this figure increased to 31 percent in 1974 as a result of the
onset of the recent recession before the triggered tenporary prograns
| overed the rate again.

Analysis of Aternatives

The primary issue involved in determning duration of benefits is
the role of the unenpl oynent conpensation system |f the systemis de-
signed to provide benefits during short-terminvol untary unenPI o%nent,
then a shorter duration is justified than would be the case it the sys-
temis considered to be at feast partially an incone assistance system
for the unenpl oyed.

The sane issue applies to the extended benefits programand the
tenporary supplemental programs. They can be considered t0 be a rec-
ognition of the fact that the duration of involuntary unenpl oynent in-
creases in tines of high unenpl oynent, or a special tenporary incone
assi stance programained at a specific group——i.e., the previously

enpl oyed.

Table 16 presents the costs and casel oads of the various extended
duration prograns. These obviously represent the cost savings and the
nunber of unenpl oyed who woul d be deni ed benefits if the prograns had
not existed in 1975, The prograns depicted in Table 16 are the prinary
claimants of general federal funds in the unenpl oynent conpensation
system Therefore, if all these prograns were elinnated, the need for
federal funds in the systemwoul d also be elimnated (except in tines
of prolonged high unemployment).
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PRESENT LAW- 1976

DURATI ON GF BENEHI TS UNDER PERVANENT AND TEMPCRARY UNEMPLOYMENT BENEH T PROGRAVG

MAXI MUM DURATI N REGULAR BENEAI TS a/ FEDERAL~-STATE EB b/ FSB - Jan. 1975 Mar. 1977 c/

l
SHARED 50-50, FED. -ST. | 100% FEDERAL
!

STATE FUNDS

I
|
|
VEEEKS 2%

SPEQ AL _UNEMPLOYMENT _ASSI STANCE d/

100% FEDERAL GENERAL REVENLE

WEEKS 39

SORE Departnent of Labor, Manpower Adm nistration, Septenber 1975.

a. Regular benefits (state unenpl oyment insurance laws): |n 42 states, the maxi mumregular duration is
26 weeks, but only 6 of these states provide all eligible claimants wth 26 weeks; in the other 36 Sates,
potential duration for a significant proportion of beneficiaries is less than 15 weeks. Puerto R co has
uniformduration of 20 weeks. Nne states, one of which provides all eligible claimants wth 30 weeks,
have regul ar durations exceeding 26 weeks.

b. Federal State Extended Benefits (EB (Federal-State Extended Uhenpl oynent Conpensation Act of 1970):
Permanent program triggered into operation by high state or national insured unenﬁj oynent rates.
Maximum duration Is 13 weeks, or 39 total of re%ul ar and BB, individual gets half his regular duration.
Inthe 9 states with a regul ar maxi numlonger than 26 weeks, the weeks in excess of 26 paid during an
extended benefit period are financed on a 50-50 basis.

c. Federal Supplenental Benefits (FB (Energ7ency Uhen onérngnt Qonpensation Act of 1974, as amended and
extended by sec. 701. Tax Reduction Act of 1975, and the Erergency Conpensation and Specia Unenpl oyrent
Assistance Act of 1975): Tenporary 2-year program triggered by sane insured unenpl oynent rates as
Federal Sate EB. Individual duration equal to regular duration, not exceeding 26 weeks. Not available
after March 31, 1977. Subject to triggering off beginning January 1, 1976, by reason of |ower insured
unenpl oynent rate in the state.

d.  Specia UWenpl oyment Assistance (SU) (Title Il, Emergency Jobs and Uhenpl oynent Assistance Act of 1974
as amended and extended by the Erergency Conpensation and Special Uhenpl oynent Assistance Act of 1975):
Tenporary programof federal benefits for workers not eligible for regular state benefits. Benefit amount
based on applying state benefit formula to individual's enpl oynent, disregarding difference between covered
and noncovered Work. Maxi numduration 39 weeks.

68



40

TABLE 16—COSTS AND CASELOADS FCR UNEMPLOYMENT
COMPENSATI N PROGRAMS, CALENDAR 1975

. Tot al Average Véekly
Benef i t Benefi- | nsured
Paynent s claries Uhenpl oynent
($B11ions) (MI11ions) (M1 1ions)
Requl ar  Lhenpl oynent
(C{Drrpensatirgljn g 121 12.2 4.1
Extended Benefits 2.8 4.3 0.8
Federal Suppl enent al
Benefits 15 21 0.4
eci al  Unenpl oynent
S10,Assi st ancerTID g 0.7 12 0.25

SORE Departnent of Labor, Unenpl oynent |nsurance Service.

It should be noted that any extension of benefit duration nay have
a work disincentive effect. (e stu_d?/ estinates that an increase in
duration from26 weeks to 65 weeks wll increase the unenpl oynent rate
by 0.24 percentage points. 15/ However, this estinate was not cal cul ated
for a period of high unenploynent and therefore nay be too high.

Another potential area for policy analysis is the construction of
the trigger nechanisns for the state extended benefits programs. Qur-
rently, these prograns use state triggers that are a function of the
nunber of persons in the state already receiving benefits. However,
eligibility for and duration of regular benefits vary fromstate to
state, so different states in the sane economc condition can have dif-
ferent nunbers of recipients of regular benefits. The result could be
that one state triggers on an extended benefit programwhile the ot her
does not. Because the extended benefit prograns are funded by the fed-
eral FUTA tax, questions rmay arise concerning equity between the states.

15. S ephen T. Marsten, "The Inpact of Unenpl oynent |nsurance on Job
Search,” Brookings Papers on Economc Activity, 1975 1, pp 13-60.
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Hnally, the trigger nechanismdoes not take into account the num
bers of unénpl oynent conpensation exhaustees, nor does it consider the
possi bility of high levels of unenploynent in local |abor narkets |ocated
in states whose overal | unenpl oynent rates are |ower. Proposal s suggest ed
to deal wth these considerations are the inclusion of sone portion of the
exhaustees in the insured unenpl oynent rate, and creation of |ocal | abor
market triggers (such as those currently used in the SUA program).






GHAPTER M

ADM N STRATI ON

An Area Requiring Further S udy

As is the case wth other dinensions of the unenpl oynent conpensa-
tion system, admnistration of the systeminvolves both the federal and
state governnents. The federal admnistrative responsibilities rest
wth the Uenpl oynent Insurance Service (UIs), a division of the En%[I Y-
rlrjegt and Training Admnistration of the US Departnent of Labor. e

« determnes the conpliance of state |aws and admnistration wth
federal law and regul ations;

« collects data on both unenpl oynent conpensation and enpl oynent;
« reviews and approves state admnistrative budgets; and

* makes grants to the states for admnistering the prograns from
the federal trust fund.

Each state has its own bureau of enpl oynent security (which includes
the unenpl oynent insurance service and the enpl oynent service), and its
own procedures for admnistering the program Sates admnister their
unenpl oynent conpensation prograns Wth a portion of the Federal Unem-
pl oynent Tax Act (Fura) col lections redistributed to themby the federal
governnent. The admnistrative responsibilities of the states include
col l ecting wage data fromenpl oyers; processing clains and appeal's; is-
sui ng checks; enforcing the "work test,” which requires that a recipient
be available for suitable work; and providing enpl oynent services.

The states are also responsible for admnistering two specia fed-
eral unenpl oynent conpensati on programs: one for federal civilian em-
ployees, the other for ex-servicemen. Each state admnisters these
Programs according to its own laws and programrules, and is reinbursed

romgeneral federal revenues for the full cost of the prograns. 16/

16. It should be noted that there is an entirely separate unenpl I(gzment
conpensation programfor railroad enpl oyees, admnistered by the Federal
Railroad Retirenent Board.

(9
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The Systemof admnistration is subjected to great stress during
periods of high unenpl oynent. Late paynents, erroneous paynents, |ax
enforcenent of the work test, decreased provision of employment Serv-
ices--all nay result fromthis stress. Therefore, it is both useful
and inportant to anal yze neans to counteract this possible cyclical
deterioration of the quality of this system In addition, there are
other admnistrative issues, such as calculating the effects of expand--
ing the definition of what is considered "suitable work" for an unem
pl oyment conpensation recipient.

However, these issues are only now being given the kind of rigor-
ous, detailed study required to yield useful conclusions. Because
admni strative aspects of |arge prograns can have a significant effect
on programefficiency, it would be useful to see nore policy related
analysis forthcomng in this area.



CHAPTER M |

SOME ALTERNATI VE APPROACHES TOMRD CHANG NG
THE UNEMPLOYMENT COMPENSATI ON SYSTEM

There are many possible structural conbinations and |evels of the
unenpl oynent conpensation system However, certain specific conbinations
serve to illumnate the various approaches that can be taken in designing
t he system

The first three conbinations described bel oware extrene in the
sense t hat thﬁf/ each enbody one of these orientations in isolation from
the ot hers. ternative forns of the systemnay contain el enents derived
fromnore than one viewpoint. The current unenpl oynent conpensation sys-
temis clearly such a hybrid form

A Self-Financing |nsurance System The unenpl oynent conpensation
systemwas originally designed to provide short-termrelief to the tem
porarily and involuntarily unenpl oyed. This relief was to be financed
entirely frompayrol| tax contributions. A systemenbodying these bene-
fit and financing orientations today mght be achieved by the foll owng

changes:

* Increasing the systemrevenues through an increase in the tax
base and/or an increase in the tax rate.

« Establishing a bal ance between revenues and benefit paynents by
tying increases in the wage base to increases in benefit levels.

» Decreasing the possibility of a need for cyclical borrow ng
fromgeneral federal funds by instituting reserve ratio
requi renents.

. ¢ Restricting coverage to those sectors that are approxinately
sel f-financing under the present experience rating system,
or, alternatively, creating an unlimted experience rating
system :

« Himnating the extended benefits and federal supplenental
benefits prograns. This would elimnate nost of the current
need for general federal funds while still preserving the
basi ¢ benefit duration in the pernanent programs.

(4
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These changes in the unenpl oynent conpensation systemwoul d in-
fluence its effects in several ways. (osts to enployers and enpl oyees
woul d increase slightly as they assume a greater burden of the financ-
ing of the basic system Federal budget outlays fromgeneral fund
revenues woul d decline substantially as the principal users of these
resources——-the Extended Benefits and Supplemental Benefit Programs--
would be elimnated. Qutlays for other incone assistance prograns
(e.g., food stanps) woul d go up to the extent that individual s who
formerly participated in the elinnated unenpl oynent conpensation pro-
grans increased their \oartici pation in other prograns. The financial
condition of the unenpl oyed woul d decline because the incone assistance
prograns provide substantially lower levels of benefits than unenpl oy-
ment conpensation. The decrease in benefit levels and duration that
would result fromthe elimnation of extended benefits and federal
suppl enental  benefits woul d reduce the work disincentives resulting
from the unenpl oynent conpensation system (onsequently, the unem
ploynent rate woul d probably decline slightly.

Himnation of Unemployment (onpensation and Resulting Reliance
on_Qher_Tncone Assistance. The unenploynent conpensation Systemwas
designed as one parf of a set of prograns targeted at specific grou,os
deened deserving of and needing support. Those persons who were able
to work and had worked previously, but were unable to find suitable
work for a tine, were provided wth a special mechanism through whi ch
benefits woul d be nade avail abl e.

However, the passage of tine has brought about an increase in the
scoloe of incone assistance prograns. Sone nay Vview the previously
enpl oyed as not now requiring or deserving a separate assistance nech-
anism In this case the unenpl oyment conpensation systemcould be dis-
nmant| ed and the covered unenpl oyed incorporated into the remainder of
the current incone assistance system

Apﬁendix B presents the calculations of the added incone assistance
costs that would be incurred by this change. The increase in such costs

is approxinately $1 billion, as against approxinately $7 billion in un-
enpl oynent corgnensation benefits for the conparable period. 17/ The obser--
vation to be drawn fromthis difference is that the covered unenpl oyed

are a different popul ation fromthose currently eligible for incone
assistance and, in man?; cases, receive larger benefit paynents than

those available fromthe incone transfer prograns. However, this cal-
culation does not include the costs of increased assistance that nay

occur in prograns such as Medicaid and general assistance. And it does

not include the costs of prograns that do not now exist but mght be
created if the unenpl oynent conpensation systemwere abolished.

17. This $1 billion includes the state share of AFDC.
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_ The elimnation of the unemployment conpensation systemwould result
inother significant effects. sts to enpl oyees and employers woul d
dimnish substantial |y and federal budget costs would decline to the ex-
tent that unenpl oynent conpensation outlays exceed the aggregate incone
assi stance benefits received by forner unenpl oynent conpensation bene-
ficiaries. The financial condition of the unenpl oyed woul d worsen sig
nificantly because of the substantial difference between incone assistance
and unenpl oynent conpensation benefits.  (onsequently the work di sincen-
tives created by unenpl oynent conpensation woul d be reduced and the unem
pl oynent rate woul d decline sonewhat. The decline woul d exceed that re-
sulting fromsinply shortening the duration of unemployment conpensation
benefits.

A nall3é, the unenpl oynent conpensation systemacts as an autonatic
stabilizer because benefit paynents exceed taxes in times of high unem
ploynent. HBimnation of this systemwoul d therefore exacerbate the
effects of recessions. However, this negative effect woul d be |essened
by the above-mentioned decrease in work disincentives, and counter-
cyclical spending could be increased by appropriate nonetary and fiscal
policies.

Geation of a SystemWth Uhiversal Qoverage F nanced wth General
Federal Revenues. This unenpl oynent conpensation systemwoul d entail™
the TOITONNY changes:

» Make universal coverage pernanent.

« Himnate the trust fund nechanism transferring these
financing obligations to general federal funds.

+ Establish a federal gross wage replacenent rate.

These changes mght be notivated by a wde range of views. Frst,
the previously enpl oyed may nerit specia consideration regard ess of
the anount of turnover present in their particular industries or firns.
The problens related to their unstable enpl oynent should be aneliorated
through general revenue support rather than by taxing the payrolls of
the employers. General revenue financing would provide a nore flexible
source of support than trust funds for a programwhose costs are
strongly cyclical.

- Federal benefit standards would nean that all covered workers in
simlar circunstances woul d receive the sane benefit anounts, regard-
less of their state of residence.



48

The changes in costs resulting fromthe establishnent of a universal,
federal |y supported systemof unenpl oynent conpensation would be substan-
tial. Federal budget costs fromgeneral revenue funds woul d increase
greatly especially during periods of high unenpl oynent. Direct enpl O}{_(ﬁr
and enpl oyee costs coul d di mni sh given the end of the payroll tax. e
inpacts on the financial condition of the unenployed and the resulting
wor k di si ncentives woul d depend on the %ener osity of the federally sup-
ported system To the extent that net benefit levels and durations ex-
ceeded those extant wth the current systemthe financial condition of
t he unenpl oyed woul d be inproved and their incentive to work could be
dimnished.” The financial conditions and work disincentives of previously
uncovered workers woul d clearly be increased.

A Gonbined System Cearly an unenpl oynent conpensati on System can
be developed wih a mxture of orientations or perceptions. A self-
financing, insurance-based systemcan be ufilized to provide short dura-
tions of benefits during periods of |ow unenpl oynent and a general revenue
fund financed systemcan be utilized to support |onger durations of bene-
fits during periods of high unenploynent. Such a systemwould tend to
provide greater benefits during periods of higher unenpl oynent when work
di sincentive effects woul d be reduced given the general |ack of job oppor-
tunities. The current unenpl oynent conpensation systemis such a nxed-
orientation ?/stem and others, wth different benefit levels, durations,
coverages and admnistrative practices, could be devel oped and i npl enent ed..

Table 17 illustrates the tradeoffs involved in choosing a particul ar
formfor the unenpl oynent conpensation system



TABLE 17—RELATIVE PERFCRVANCE LEVES GF ALTERNATI VE UNEMPLOYMENT COMPEINSATI ON
SYSTEVE (RELATI VE TO THE QURRENT M X SYSTEV)

eral Federal Revenues

Efect on:
! I | OTect I Feaerar
. . | Fnancial Gondition [ Level of | Enployer and | Gener al
SystemQientation | of the Uhenpl oyed | Uhenpl oynent | Enpl oyee Gost | Revenue Qosts
| I | !
| Sel f-H nanci ng | wor sened | slightly {1 increased | decreased
| nsur ance I : | ower ed I : substantially
: : : :
[l Elimination Of | substantially | lowered { decreased | decreased
Soeci al I ncone | wor sened I { substantially |
Assistance for the | | ! |
Previously Enpl oyed I ! |
{ ! I |
: : : :
11 Uiversal Qoverage | | npr oved | increased | decreased | increased
Hnanced wth Gn- | on aver age [ | substantially | substantially
l | I i
| l I l

6¥






APPENO X A

THE RELATI ONSH PS BETWEEN THE UNEMPLOYMENT COMPENSATION
AND PUBLI C ASS STANCE SYSTEVG

There are several reasons for considering the relationship between
t he unenpl oynent conpensation systemand publ I c assistance prograns.
If one of the results of unenpl oynment conpensation is an inprovenent in
the financial condition of the unemployed, it is necessary to consider
the joint effects of unenpl oynment conpensation and public assistance on
this outcone. similarly, if unenploynent conpensation increases unem
pl oynent through work disincentives, one needs to consider carefully the
di sincentives created by unenpl oynent conpensation and public assistance
In unison. Regrettably, the data available to examne these joint and
interactive effects are limted.

~ The prinary overlaps between unenpl oynent conpensation and public
assi stance occur with the food stanp and AFDC-UF 1/ prograns. tinates
of the percentage of beneficiaries similtaneously Teceiving benefits
fromseveral prograns are presented in two sources.

The first source is the UI exhaustee study by Mathematica Polic?/]
Research, which was referred to on pages 29 and 30. The data fromthe
study is summarized in Table a-1. Again it should be borne in mnd
that the exhaustees have on average a different denogr a%]u c profile
than the average unenpl oynent conpensation recipient. e exhaust ee
popul ation is ol der, disproportionately fenale, and probably has snaller
famly sizes than the total claimant population. For different public
assi stance prograns this wll result indifferent biases in the overlap
estinates resulting from using the exhaustee estinates.

The second source of data on programover|aps is a paper done for
the Subcoomttee on Fiscal Policy of the Joint Economc Cormittee
(JEC). 2/ This study provides data on programoverlaps for the late
1960s. ~ Tt has the advantage of dealing directly wth the unenpl oynent
conpensation clai mant popul ation, but it has the disadvantage of re-
sulting froman effort to conbine data froma variety of nonsimilar
sources. The followng is a brief discussion of public assistance pro-
grans and their interaction with the unenpl oynent conpensation system

1. Adto Famlies wth Dependent Children wth Unenpl oyed Fathers.

2. "Public Incone Transfer _ProI%ar_rs: The Incidence of Miltiple Benefits
and the Issues Raised by Their Receipt," Studies in Public Welfare, Paper
No. 1, Subcormttee on Fscal Policy, JEC™ April 10, 1972

(51)
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TABLE A-1-~OVERLAP (F UNEMPLOYMENT CCOMPENSATI ON
AND TRANSFER PROGRAM REQ A BENTS

Percent of Exhaustee Husehol ds
Recei ving Transfer Paynents;

At Bxhaustion Four Months Fol | ow ng
(WVAE 1) Exhaustion (WAE 1)
White Nonwhite White Nonwhi t e

uI For Qher Famly Menbers 16 13 3.4 4.5
Suppl enental  Unenpl oynent

Benefits (SB . 21 15 2.0 2.0
Social Security and Rail -

road Retirenent 2.8 10.7 24.3 91
\eterans Benefits and GI

Bill 4.1 3.0 4.8 3.5
Gher Social Security And

\eterans Benefits 0.7 0.4 0.8 0.4
Private, A Vil Service,

Mlitary and G her

Pensi ons 12.8 2.9 13.7 2.9
\Vr kers Conpensat i on 0.9 4.1 1.0 0.6
AFDC and AFDC-UF 19 4.2 2.2 81
S 0.9 0.9
General  Assi stance 0.3 2.9 2.0 7.7
Qher Public Assistance 0.6 0.9 0.6 0.6
Food Samps 34 10.9 91 23.6
Subsi di zed Housi ng 1.4 10.0 2.1 9.8

SORE A Longitudinal Sudy of Lhenpl oynent |nsurance Exhaustees,
Mathematica FOIICy Research H o eCt Reporf No. /60l (1976),
Tabl es v1I.1, VIL.2, VII.4, VIL.S.

Food Stamps. The food stanp programis wdely available. Benefit
| evel S are determned by adjusted net income, fanly size, and an asset
test. The programtreats unenpl oynent conpensation benefits as incone,
wth benefits being taxed away at "approximately a 30 percent rate (i.e.,
for each dollar of unenpl oynent conpensation, food Stanps benefits are
reduced by 30 cents). About 3.4 percent of the white exhaustees and
10.9 percent of the nonwhite exhaustees received unenpl oynent conpen-
sation and food stanps concurrently.
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Suppl enental  Security Incone. S3 provides direct coverage to per-
sons who are age sixty-five or blind or disabled, depending upon their
personal incone and resources. After an initial $20/month deduction,
SS benefits are reduced dollar-for-dollar for unenpl oyment conpensation
benefits. In the Mathematica study approxinmately 1 percent of the ex-
haustees recei ved unenpl oynent conﬁensation and SS concurrently.
According to the JEC st ug?/, less than 1 percent of the unenpl oynent com
pensation beneficiaries also received S benefits, and less than 1 per-
cent of S beneficiaries also received unenpl oynent benefits.

Medicaid. To be eligible for Medicaid, a person nust either be on
SS or aFDC or have high enough medical care costs to be classified as
"medical ly needy." :

Social _Security, Medicare. Unenpl oynent conpensation is ignored in
determning paynent Tevels for social security. However, earned incone
is taxed at a 50 percent rate after $2,400. This differential treatnent
of earned versus unearned incone nay provide sone incentive for social
security recipients to remain on unenpl oynent compensation rather than
return to enpl oynent.

Railroad Retirenent (Tier I), Public Enpl oyee Retirenent and Mili-
tary Pensions. (her 1ncone has no effect on benefit [evels of civil
service and mlitary retirenent prograns. Railroad Retirenent treats
incone in the same manner as does social security.

General _Assistance. General J)ublic assi stance prograns are indi-
vidual stafe prograns, wth no federal involvenent. Data on themand
their potential overlap wth unenpl oynent conpensation are not avail abl e.
However, inforned observers believe that these prograns’ benefits are
probably reduced dollar-for-dollar for unenpl oynent compensation benefits..

Trade Adjustnent Assistance. wWorkers in industries affected by im-
port conpetition are eligible Tor benefits that wll influence the per-
formance and costs of the unenpl oynent conpensation system Higible
workers include any group of three or more persons who can show that
i nport conpetition did or will contribute significantly to their unem
pl oynent or under-employment. They nust al so have worked in the ad-
versely affected industry 26 of the 52 preceding weeks. If certified
eligible, workers nmay receive the followng benefits:

"W to 70%of the employee's average weekly wage na%/ be paid for up
to 52 weeks. These paynents may suppl enent UT benefits but nay not
of thensel ves, or when conbined with U paynents, exceed $180/week.
Workers over 60 or in training nay receive an extra 26 weeks of
payments." 3/

3. An Assessnent of Sel ected Manpower Efforts, National Conm Ssion
for Manpower Policy, Septenber 9, 1975
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Unenpl oynent  Gonpensat i on_and AFDG UF;
A Major Tnteraction

The rel ationship between unenpl oynent conpensation and AFDG UF is
currently in a state of flux. Because the nature of this relationship
may have effects on programcharacteristics, including costs, the
current situation wll be explored in detail.

Phi | brook v. Glodgett

Qurrent federal |aw denies AFDG UF benefits to a dependent child
"Wth respect to any week for which such child's father receives unem-
pl oynent compensation."™ (daimng legislative intent, HEWand the state
agenci es had been admnistering the AFDG UF programby disqualifying a
dependent whose father is eligible for unenploynent conpensation bene-
fits before receiving ADGUF. ~ (h June 9, 1975, in the case of
Phil brook v. Qodgett (421 US 707), the Suprene Court upheld the D strict
Court “decisron that Tathers cannot be excluded fromAFDC nerel y because
they are eligible for unenpl oynent conpensation. (onsequently, the cur-
rent situation 1S that each eligible father can deci de whether to receive
unenpl oynent conpensation or AFDG UF assistance.

Legislation is now pending before Gongress (HR 13272) which would
require persons to apply first for unenpl oynent conpensation, wth the
states supplementing the unenpl oynent benefits up to the level of the
AFDC benefit for which the persons are eligible.

I npact on Transfer Prograns of Changes in Uhenpl oynent
(onpensat1 on Program Characteri stics

It isdifficult to obtain data appropriate for a detailed anal ysis
of the effects of unenpl oyment conpensation system characteristics on
transfer prograns. Consequently, it wll not be possible in this apPendix
to present nunerical estinates of the inpacts on transfer prograns o
changes in the unenpl oynent conpensation system However, it is possible
to describe the direction, nature, and possibly the order of nagnitude of
the effects of such changes.

Qover age

The primary groups to whomcoverage will be extended in 1978 are
state and local enployees, donestic workers, and agricul tural workers.
As noted earlier, donestic and agricultural workers tend to be |ow wage
workers. Therefore, their potential unenploynent benefit |evels woul
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probably be low particularly in conparison wth the AFDC-medicaid pack-
age for” which nany of the workers may be eligible. Thus, the nunber of
donestic and agricultural workers who el ect to receive unenpl oynent com
pensat i on benefits may be significantly less than the nunber who are
eligible.

A possi bl e a?erverse effect of this extension of coverage to low-wage
workers should al so be nentioned. Extension of coverage results in new
enpl oyer payrol| taxes. The payroll taxes are related to the nunber of
covered workers and the V\aggz rates they are paid. Therefore, the payroll
tax is Probably consi dered by the enpl oyer as part of the overall cost of
hiring labor. So the "enployer” tax nay partly be shifted to the em
ployee—the enpl oyee is paid a conbination of a wage and unenpl oynent
conpensati on coverage, for which coverage he has sacrificed sone of his

t ake- hone pay.

Under current policy, if newy covered workers having dependents be-
cone unenpl oyed and el ect to receive the AFDC-medicaid package, then they
w Il recelve no unenpl oynent conpensation benefits. However, under the
assunptions of the precedi ng paragraph, they wll still have borne at
| east part of the costs of the unenpl oynent conpensation deductions.
Therefore, extendi ng coverage to certain low-wage workers coul d have the
result of making themworse off.

It shoul d be reemphasized, however, that nany newy covered workers
nay be ineligible for AFpC, and others may have high enough unenpl oynent
conpensation benefit |evels to nake the other prograns |ess attractive.

Benefit Level s

Changes in benefit levels wll have fairly straight forward effects.
Wiere recipients may receive benefits fromnore than one program concur-
rently, reduced costs and casel oads for these transfer Hor_ogram; nay occur
(Idependl ng on their treatnent of incone) as a result of increased unem
pl oynent conpensation benefit levels. In the case of AFDC nore joint
eligibles woul d opt for unenpl %nent conpensation, also resulting in re-
duced costs and casel oads for AFDC  Decreasing unenpl oynent conpensation
benefit levels would have the opposite effects. Estinates of the magni-
tudes of these effects are not available.

Duration of Benefits

Increasing (decreasing) the duration of benefits wll obviously
del ay Fbring forward) recipients' attenpts to receive (o increase)
other forns of assistance. Uhder prolonged adverse economc condi -
tions, the nunber of potentia unenpl oynent conpensation exhaustees
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can loomquite large. For exanple, even in the presence of Federal
Suppl enental Benefits and Special Uhenpl oynent Assistance, the Labor
Departnent estinmates that in 1976 over 1.5 mllion persons will
exhaust all unenpl oynent benefits.

Experience Rating System

Al though the experience rating systemis part of the unenpl oynent
conpensation financing nechanism it can have ramifications on program
interaction. Under the A odgett decision, an eligible person may choose
bet ween AFDC-UF and unenpl oynent conpensation. Under experience rating,
an employer's contributions to unenpl oynent conpensation are, wthin
limts, a function of amounts paid out in clains. Therefore, enployers
may have an incentive to encourage unenpl oyed workers to take AFDC In-
stead of unenpl oynent conpensation. (Again, pending legislation nay
elimnate this option.)



APPENO X B

AT GF PUBLI C ASS STANCE | N THE ABSENCE
G- UNEMPLOYMENT GOMPENSATI ON

The data available to estimate the inpact of an absence of unenpl oy-
ment conpensation on public assistance programcosts are quite limted.
However, CBO attenpted to derive an estinate using two nethods. The first
method utilizes the Mathematica Policy Research study of exhaustees de-
scribed in Appendix A The second nethod is rather rough and ready and
requi res sone bol d assunptions. Both nethods Ki eld estimates of the sanme
order of magnitude. It should be enphasized that an order of nagnitude is
all that is intended in this exercise, and that even fairly large changes
in sone of the variables will not change the basic result.

In the followng sections, CBOcalculates estinates for ArFDC, SH,
and Food Stanps, but not for the retirement prograns. This is because
benefit levels in the retirenment prograns are not a function of unearned
inconme. Hence, programcosts for these prograns wll renain substantially

the sane whether or not unenpl oynent conpensation benefits are being paid
out .

Met hod |

Inthis method, it is assuned that unenpl oynent conpensation exhaus-
tees are representative of recipients. Table A-1 in Appendix Alists the
distribution of benefits fromnajor prograns for whites and nonwhites,
both at the tine of exhaustion of unenploynent conpensation benefits and
four months later. In these calculations, (BOused the total participa-
tion rates listed in the "four nonths later" survey:

Percentage of UI Exhaustee Househol ds
Receiving Transfer Paynents

White BExhaust ees

AFDC (including UF) 2.4%
S 0.9
Food S anps 94
Nonwhite Exhaust ees
AFDC (including UF) 8 2%
S 0.9
Food S anps 23.6

(59
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A though these rates include sone persons who were al ready receiving other
assi stance while receiving unenpl oynent compensation, it 1s assuned that
these persons wll receive a greater amount of such assistance if they
are not receiving unenpl oynent conpensation.

. Next, CBO obtained fromgeneral |y available sources the nunber of
insured unenpl oyed in Novenber 1974 (in thousands):

Wite 2,065
Nonwhite 359

Wen these figures were multiplied by the percentage participation fig-
ures, total casel oads were obtained. Next, average yearly benefits for
AFDC, Ss1, and Food Stanps were obtai ned by taking average nonthly bene-

fits for late 1974 and multiplying themby 12, yielding the fol | owng
nunber s:

Average Yearly
Benefits per Famly

AFDC (including UF) $ 245
S 1,176
Food S anps 942

SORE Handbook of Public Incone Transfer Prograns; 1975 Sudies

N PUDITC Welfare, Paper ND. 20, JOiNi ECONOMC Committee
(Washington, D.C. GPO, 1974).

~ When these average yearly benefits are mJItiP
reci pient nunbers, (CBO obtained estinated costs o

the absence of unenpl oynent conpensation for 1974

lied by the program
wel fare prograns in

Estimated Program (sts for 1974

($millions)
AFDC (i ncl udi ng UF) 1A
Food S anps 263
S 26
TOTAL 4383

SARE Handbook of Public Incone Transfer Programs: 1975 Sudies

inPublic Vlfare, Paper No. 20, Joint Economc Committee
(Washington, DC (PQ 1974).
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It should be noted that this estinate is subject to nany biases on
both sides. The exhaustee popul ation iS older, contains nore wonen and
nonwhites, and possibly has snaller famly sizes than the recipient popu-
lation. The average benefit anount for other public assistance prograns
may not be the correct nunber to use for this purpose. But even na or
changes in these factors woul d not change the result that, at nost, $1
billron would be added to welfare costs if the unenpl oynent conpensation
systemdid not exist. (For example, if AFDC casel oads are tripled, total
programcosts woul d still round off to $1 billion.) '

Met hod |1
Insured unenpl oyed (thousands in Novenber 1974) = 2,423

X 0.9 adjustnent factor for removal of work

di sincentive = 2,181
X 0.3 adjustnent factor for eligihility for

ADC S§, or Food Sanps = 654
X 0.8 adjustnent for participation rate = 523

X $1,750 average annual paynent for all o
prograns = $916 mllion

$916 mllion in additional AFDC S3, and Food Stanp program
costs in absence of unenpl oynent conpensati on.






APPENO X C
SUMMARY G- IMPACT G- UNEMPLOYMENT GOMPENSATI ON

« Hnancial ondition of the Uhenpl oyed

Qovers 68 mllion workers (Cr 1975).
Oover 10 mllion unenpl oyed recei ve benefits (Cf 1975).

e Levels of Enpl oynent and Uhenpl oynent

The unemployment rate is increased by between 0.2 and 0.75
per cent age poi nts.

e sts to Ewpl oyers/ Enpl oyees

(osts about $6 billion annually in the formof taxes on
enpl oyers (CY 1975).

e Direct Federal Budget (osts

To% ?Iscgudgggr oultgl%'ys vere approxinately $19 billion in
In addition, the followng budgetary effects occur:
 Atax expenditure of $3.5 hillion in fiscal year 1976.
« Asaving of roughly $1 billion or less in welfare (Cr 1974).
o Autonatic stabilization through the federal budget.
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APPENO X D

PROVISIONS (F PUBLIC LAW 94-566

In Gtober of 1976, President Ford signed HR 10210, a bill creating

naj or changes in the unenpl oynent conpensation system The bill becane
Publ i ¢ Law %4-566.

The naj or provisions of the law are described below The effective

date is January 1, 1978, except for the increase in the FUTA tax rate
which will take effect on January 1, 1977.

Qover age Provi si ons

- Extends coverage to all nonelected state and local governnent
enpl oyees (Wth sone exceptions).

- Extends coverage to agricultural workers of enployers wth ten
or nore enpl oyees during 20 weeks of the year or a quarterly

payrol | of $20,000.

- Extends coverage to donestic workers of enployers wth a
quarterly payrol| of at |east $I,000.

H nancing Provi si ons
- Raises the federal taxable wage base from $,200 to $6, 000.

- Raises the net FUTArate fromo.5 percent to 0.7 percent
for as long as there are loans outstanding in the EucA
account at the federal |evel.

Qher Provisions

- Mdifies the trigger for extended benefits so that when the
unenpl oynent rate reaches 5 percent in a state, the state
may wai ve the recwl renent that its unenpl oynent rate be at
least 20 percent higher than the corresponding rate for the
two preceding years.

(3
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- Denies summer benefits to school enpl oyees wth contracts
for the forthcomng term, and school enpl oyees with a
"reasonable assurance" of post-vacation enpl oynent.

- Requires states to reduce unenpl oynent conpensation bene-
fits for retired individual s by the anmount of any public
or private pension based on a claimant's previ ous enpl oy-
nent. This provision becones effective on Gtober 1, 1979.



