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PREFACE

This is the fourth in a series of reports based on the Arizona Benefit
Adequacy (ABA) Study. The first report emphasized Ath'e measurement of
benefit adequacy under the prevailing and selected dlternative weekly bene-
fit amount formulas. The second investigation focused on the adjustments
undertaken by beneficiary households during periods of thirteen and twenty-
five consecutive weeks of compensated unerﬁployment. The third study
analyzed the labor market experiences of study group claimants who ex-
hausted their entitlement to benefits.

This report extends the analysis provided in the first ABA Study
report. Emphasis is placed on the changes in total regular Ul program costs
and changes in benefit adequacy distributions that result from variations in
the weekly benefit amount formula. Hence, Chapter V of the first report,
The Adequacy of Unemployment Insurance Benefits: An Analysis of Weekly

Benefits Relative to Preunemployment Expenditure Levels (U.S. Government

Printing Office, 1978), may be utilized as background for the material
developed in this report. . Essential background material, however, also is

provided in summary form in this report.
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by the Ul Research and Reports Section of the Arizona Department of
Economic Security; Mr. Richard Porterfield, Coordinator of Contract Re-
search, was especially helpful in project administration. We also wish to
express our appreciation to Ms. Helen Manheimer and Dr. Mamoru Ishikawa
of the Unemployment Insurance Service for their valuable suggestions during
the course of the project. The careful review of an earlier draft of the .
report by Mr. Thomas Vaughn of the Arizona Department of Economic
Security improved the final report. Mrs. Lynnette Winkelman expertly.-

typed various drafts of the report and the final manuscript.
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PURPOSES OF THE STUDY

The main purpose of this report is to provide estimates of the
regular unemployment insufance (UI) program costs associated with selected
changes in the formula used to determine the amount of weekly benefits re-
ceived by a group of Arizona Ul beneficiaries. Because inflation has
eroded the purchasing power of these weekly benefits in recent years,
interest has centered around the costs of increasing the amount of weekly
Ul support. Accordingly, most of the benefit formula changes considered
in this report provide for higher weekly benefits for some or all of the
claimants analyzed. A second objective of this study is to outline a
general methodology for analyzing the effects of changes in the benefit
formula on both regular Ul program costs and the benefit adequacy levels
experienced by individual beneficiaries. A simple example of applying
this methodology to two formula changes analyzed for the study group also
is provided.

The number of formula changes that could be considered in accom-
plishing the main objective of the study virtually is unlimited. Thus,
the approach taken in this study is simply to illustrate some of the
possibilities that might be considered. Selection of the particular
benefit formulas to consider for this analysis obviously is a matter of
judgment. With one éxception, the benefit formulas examined are those that
already have been analyzed for their impact on benefit adequacy in a
previous report.® For each benefit formula considered, the benefit

adequacy distribution is provided, together with the estimated costs of
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providing benefits under that formula, relative to the‘priginaT‘benefit
formula. The formula changes considered that provide for higher weekly
benefits may be grouped into the following general categories: (1) in-
creases in the maximum weekly benefit amount (WBA); (2) increases in the
fraction of high quarter earnings replaced by weekly benefits; (3) a
dependents allowance, even though many persons argue that such allowances
are inappropriate within the context of an "insurance" program; and (4)
some combination of the above.

The second major objective of this report is to provide a policy
framework for analyzing different changes in the benefit formula that
might be considered. For example, an increase in the size of the Weekly
benefit payment, other things equal, would increase both benefit adequacy
and UI program costs. For’po1icy purposes, the nature of the "tradeoff"
between changes in benefit adequacy and changes in cost is an important
issue. This tradeoff, and the corresponding implications for decisions
about changing the weekly benefit amount formula, can be more easily seen
by considering the following questions: (1) For a given change in UI
program costs, which formula change would provide the greatest("improve-
ment" in the benefit adequacy distribution? or (2) What is the minimum
change in total Ul program costs required to achieve some given (target)
benefit adequacy distribution? A simulation that approximates (1) above

also is provided to further illustrate the utilization of this framework.
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BACKGROUND FOR THE STUDY

The information contained in this section of the paper is provided
as background for those who do not have access to the ABA Study report
cited in the previous section. The design of the original study, the
definition of the benefit adequacy measure utilized, and the characteris-

tics of the sample analyzed in this report are summarized below.

Benefit Adequacy Study Design

The Arizona Benefit Adequacy Study began in the summer of 1975. A
main objective of the study was to investigate the adequacy of unemploy-
ment insurance (UI) benefits relative to the preunemployment standard of
living established by the beneficiary household. The study also was de-
signed to assess adjustments.undertaken by beneficiaries and their house-
holds during an unemployment spell of up to 25 consecutive weeks of
compensated unemployment. Three series of household interviews were con-
ducted. The first, which was administered after five consecutive weeks
of compensated unemployment, was designed to obtain information about each
beneficiary household's preunemployment income and expenditure levels
during a month of typical employment. The second and third sets of inter-
views were conducted after the study group had recorded thirteen and
twenty-five consecutive weeks of compensated unemployment; these inter-
views were designed to obtain information on the adjustments undertaken by
each beneficiary household in response to the beneficiary's prolonged
unemployment spell. In the fall of 1976 the study was expanded to include
an analysis of the labor market experiences of those who had exhausted
their entitlement to benefits. The survey work for all phases of the

study was completed in February, 1978.



Measurement of Benefit Adequacy

The principal objectives of the analysis based on the fifth week
interview data were to: (1) develop an operational measure of benefit
adequacy; (2) utilize that measure to assess the extent of benefit ade-
quacy achieved with the benefit formula prevailing at that time; and (3)
determine what the impact on benefit adequacy would have been if certain
alternative benefit formulas had been in effect. Because the analysis
presented in this report represents an extension of the third phase of
this earlier work, the concept of benefit adequacy developed is reviewed
in considerable detail in this section.?

The size of the weekly benefit amount (WBA) to which the beneficiary
is entitled depends on the claimant's prior earnings in covered employ-
ment. This wage income, combined with the earnings of other household
members and any nonwage income received by the household, provides for a
certain level and pattern of monthly expenditures to which the beneficiary
household becomes accustomed prior to the onset of the beneficiary's un-
employment spell.

Previous studies of the adequacy of UI benefits consistently have
focused on a measure of benefit adequacy based upon a comparison of the
WBA with the expenditures for specific types of gbods and services.
Which expenses should form the benchmark against which the WBA is to be
compared has been a matter of judgment. The larger this expenditure set
is, the less adequate Ul benefits would appear to be, unless some off-
setting reduction in the proportion of these expenditures that the WBA
“should" replace is considered. For the purposes of this study, the

relevant expenditure set encompasses paid expenses for "necessary/obligated"
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goods or services during the preunemployment month--a month of employment
prior to unemployment selected by the claimant as most "typical" of his/
her usual employment situation. This expenditure set consists of "neces-
sary" expenditures for goods and services acquired and consumed by the
household on a regular basis or those "obligated" expenses that are ex-
pected to be met on a regular basis because of established commitments;
legal or otherwise. The rationale for this definition is rooted in the
concept of the standard of living established by the beneficiary house-
hold. Expenses which meet one or more of the above criteria are assumed
to constitute the "core" component of the household living standard.
Generally, the household unit becomes accustomed to this standard of
living, and rapid downward adjustments in it are difficult to make follow-
ing the onset of the beneficiary's unemployment spell.

The items included in the necessary/obligated expense definition
are the following:?®

1) housing (including utilities and necessary maintenance);
2) food purchased in grocery stores;

3) medical care (including prescriptions and payments on
past medical care);

4) credit and loan payments;

5) clothing;

6) transportation (including gasoline and maintenance);
7) insurance (including union dues);

8) services and other regular payments;

9) continuing and regular support of persons outside of
the household; and '

10) Tump-sum payments for property and income taxes.
It should be emphasizéd that the beneficiary's share of these

necessary and obligated expenses may be considerably less than the total



-6-

for the entire household. Because UI benefits are wage-re]ated, it rea-
sonably can be argued that the weekly UI benefit paymeﬁt shou]d be expected
to sustain (at most) only that share of the total of necessary and obli-
gated expenses that the beneficiary's wages sustained while the beneficiary
was employed. Hence, the total of the beneficiary household's necessary
and obligated expenses in the preunemployment month was adjusted by the
ratio of the beneficiary's gross wage in the preunemplioyment month to the
total of gross recurring household income in the preunemployment month.

The measure of benefit adequacy employed in the analysis, therefore, is

the ratio of WBA to the beneficiary's "proportionate share" of the

(weekly) necessary and obligated household expenses that were paid during

the preunemployment month. This measure is given by:

WBA
(EXPENSES) x (BEN. SHARE)

BENAD =

where:

BENAD is the measure of the adequaéy of the weekly benefit
payment for an individual beneficiary;

WBA is the maximum UI weekly benefit payment to which the
beneficiary is entitled on the basis of earnings in the’
high quarter of the base period;

EXPENSES is the total of (weekly) necessary and obligated
expenses of the beneficiary household during the preun-
emplioyment month;

BEN. SHARE is the ratio of the beneficiary's gross wages

in the preunemployment month to total gross recurring

household income during the same month; this ratio defines

the beneficiary's "proportionate share" of the necessary

and obligated expenses of the beneficiary household.

Once a particular measure of benefit adequacy has been developed, it
is important to identify how the measure is to be interpreted. Some

writers have developed other measures of benefit adequacy and have estab-
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lished a decision rule that indicates that benefits are "adequate" for
those beneficiaries who reach some predetermined value of benefit adequacy.
In the present study, no specific level for the benefit adequacy measure
has been developed to judge whether benefits are/are not adequate for an

individual beneficiary. Rather, emphasis is placed on the distribution

of benefit adequacy values for the entire group of beneficiary households
encompassed by the analysis. This view explicitly recognizes that whether
benefits are judged to be adequate, by the measure discussed above or by
any other measure, is an almost totally subjective issue. In one sense,
of course, this approach may be somewhat unsatisfactory because it leads
to no "definitive" statements about the proportion of claimants for whom
benefits were or were not adequate. The goal, however, is to provide the
information required for each reader to make that value judgment for the

alternative benefit formulas considered.

Characteristics of the Sample Analyzed

The sample for this study was drawn throughout the twé]ve-month
period beginning . in mid-September of 1975. During this period, approxi-
mately one-fourth of those who filed the first claim in their benefit
years and had the necessary earnings to qualify for benefits under
Arizona's benefit formula were se]eéted randomly for potential inclusion
in the study. Those who previously had initiated a benefit year were
excluded, because adjustments to unemployment after thirteen and twenty-
five consecutive weeks of compensated unemployment were to be analyzed as
one part of the study. These claimants were screened again seven weeks
after the effective dates of their new, initial claims. At this screening,

those who had served a valid waiting week and had received payment for



five consecutive weeks of unemployment were selected for the preunemploy-
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ment' month interview, with the following exceptions:

1)

2)

4)

5)

A total of 4452 beneficiaries were selected for inclusion in the
study over the twelve-month sampling interval."
pleted household interviews were obtained for 3332 persons, or 75 percent
of the total.
income and the expenditures of the beneficiary household during the pre-

unemployment month, it was possible to obtain a rough check on the accuracy

those who had moved out of state, because household interviews

could not be conducted for them;

those who had entered "approved training," because their
adjustments to unemployment most Tikely would reflect
their unusual circumstances;

those who had delayed filing for benefits for more than
21 days after their job separation dates, because of the
possible difficulty involved in accurately obtaining
accurate information from them about income and expendi-
tures in a "typical" month of employment prior to unem-
ployment;

those whose new, initial claims were transitional claims,
because their adjustments to unemployment 1ikely would
differ substantially from those of persons just beginning
unemployment; and

those who filed “"true partial" claims (such persons
continue to work for their last employer but receive
partial Ul benefits since their earnings have been reduced
sufficiently to meet the Ul qualifying requirements),
because their adjustments to unemployment would reflect
their "partial" earnings.

of the data obtained by conducting a "balancing differences" test.

From this group, com-

Because extensive information was obtained on both the
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the preunemployment month, the total itemized cash outlays of each bene-
ficiary household were compared with the household's total cash resources
available to meet those outlays. If the ratio of cash outlays to cash
resources available to meet those outlays fell between 0.75 and 1.25, the
information was accepted as given (unless obvious problems were found by
the project staff during the editing process). Any questionnaire with a
ratio outside of these bounds was subjected to additional verification
with the beneficiary to account for the apparently large discrepancy.
Large discrepancies between household outlays and cash resources could not
be reconciled for 152 cases (4.6% of the completed interviews), and these
cases were excluded from the analysis. Of the remaining 3,180 persons, it
was not possible to compute the benefit adequacy measure for 66 persons
because of missing data for one or more components of the measure. Hence,
the analysis in this report is based on 3,114 persons.

A comparison is provided in Table 1 of the characteristics of the
3,114 personsvanalyzed and the characteristics of the 1,388 persons ex-
cluded because of nonresponse, missing data or other problems. Because
these groups can be viewed as independent, random samples (one from the
population of claimants for whom “complete/accurate" information céan be

gathered, and the other from the population of claimants for whom "com-
plete/accurate" information can not be gathered), the appropriate statis-
tical test is one that indicates whether these two samples were drawn from
the same or different populations. Given the 18 tests reported in Table 1,
the probability is at least .05 that one or more of these results would be

less than .05/14 (or .0036) due to chance alone, even if the two'samp1es

were drawn from the same population.® Thus, only those proportions tests
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| TABLE 1
CHARACTERISTICS OF THE GROUP ANALYZED/NOT ANALYZED

Percentage Distributions for® Probability of Obtaining

o Group Group Observed Differencg Due
Characteristic Analyzed Not Analyzed to Chance Alone
Sex

Male 67.6 70.7 .0414
Female 32.4 29.3 .0414
Age
Less than 25 yrs 23.4 18.1 .0020*
25-34 years 30.5 34.7 .0058
35-44 years 17.9 20.8 .0232
45-54 years 16.5 14.7 .1336
55 years & up 11.7 11.7 .9999
Potential Duration
12-15 weeks 7.7 10.0 .0110
16-18 weeks 8.1 8.5 .6528
19-21 weeks 8.0 8.6 .5028
22-25 weeks 12.1 12.2 .9282
26 weeks 64.1 60.7 .0308
Weekly Benefit Amt
$15-%44 11.9 14.2 .0340
$45-$54 8.5 10.5 .0332
$55-$64 10.0 8.8 .2150
$65-$74 9.0 8.2 .3844
$75-$84 9.2 7.8 .1310
$85 51.3 50.5 .6242

The group analyzed totals 3114 persons; the group not analyzed totals
1338.
bThese values indicate the probability of obtaining a difference between
the two sample proportions, due to chance alone, as large or larger than
the one actually observed, if the two samples were drawn from the same
population. The probability is at least .05 that one or more of the
probability values would be less than .05/14 = .0036 due to chance alone.
Hence, only those probability coefficients that are .0036 or less are
identified with an * in the table to indicate statistically significant
differences.




-11-

‘for which the probability is less than or equal to .0036 are denoted with
an asterisk in Table 1 to call attention to instances in which the differ-
ence between the sample proportions is statistically significant at the
.05 level.

The results of the tests summarized in Table 1 indicate that there
were no statistically significant differences (at the .05 level) between
the group analyzed and the group not analyzed for sex, weekly benefit
amount, potential duration of regular benefits and for four of the five
age categories. However, a significantly greater percentage of the
analyzed group than of the group not analyzed was under the age of 25
years (23.4% vs. 18.1%). It should be noted, however, that a larger per-
centage of the group not analyzed than of the group analyzed was aged 25-
34 years (34.7% vs. 30.5%); accordingiy, the percentage of each group
under 35 years of age is very similar (53.9% for the analyzed group, com-
pared with 52.8% for the group not analyzed). On the basis of the entire
set of comparisons summarized in Table 1, there is no indication of any
exclusion bias that would limit 1nfefences to the broader population from
which the 3,114 persons analyzed were selected.

It also is possible to make some limited comparisons between the
characteristics of the 3,114 persons analyzed and the broader population
of all Arizona Ul claimants who received benefits during approximately
the same period that the study group was receiving Ul support.® These
comparisons are provided in Table 2. Even though the group analyzed was
not drawn from the entire population of Ul claimants during the twelve-
~ month sampling interval, the extent of similarity between the sex and age

characteristics of the study group and all Arizona claimants is quite
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TABLE 2 :
CHARACTERISTICS OF GROUP ANALYZED VS. ALL ARIZONA UI CLAIMANTS

Percentage Distributions For:

Probability of Obtaining
A1l Arizona Observed Difference Due

Characteristic Study Groupa ClaimantsD to Chance Alone®
Sex

Male 67.6 68.0 .64

Female 32.4 32.0 .64
Age

Less than 25 yrs 23.4 22.4 .18

25-34 years 30.5 30.7 .82

35-44 years 17.9 18.2 .66

45-54 years 16.5 15.6 .16

55 years and up 11.7 13.1 .02

@ Includes the 3114 persons analyzed in this report.

b Based on information contained in the Monthly Summary of Claims and
Claimants published by the Unemployment Insurance Administration of the
Arizona Department of Economic Security. Included are those who filed
continued claims for unemployment during the sample period for the study.

C These values indicate the probability of obtaining, due to chance alone,
a difference between sample and population proportions as large or larger
than the one actually observed, if the sample were drawn from the popula-
tion. The probability is at least .05 that one or more of the 7 prob-
ability values would be less than .05/5 = .01 due to chance alone.
Hence, only those probability coefficients that are .01 or less are
identified with an * to indicate statistically significant differences.




-13-

remarkable. In fact, none of the differences reported in Table 2 is
statistically significant at the .05 level. This may suggest that some
implications of the study could be generalized to all Arizona claimants
who drew benefits during this period, although direct generalization would
have to assume that the WBA, household income/expense and unemployment
duration distributions for the study group also closely approximate the

(unknown) distributions for all Arizona beneficiaries.

ASSUMPTIONS FOR ESTIMATING THE COST EFFECTS
OF BENEFIT FORMULA CHANGES

Several important assumptions must be made in estimating the per-

centage change in total Ul regular proéram costs that would result from

a change in the benefit formula.” Each of these assumptions is discussed
below. In evaluating the importance of these assumptions, it should be .
noted that the emphasis of this report is on providing a methodology for
evaluating benefit adequacy changes in light of the costs required to
generate those benefit adequacy changes. Obviously, a range of cost esti-
mates could be produced by making alternative assumptions for each of the

factors discussed below.

Claimant Composition

The composition of the unemployed varies through time. The cost of
providing benefits under any formula depends partly on the characteristics
of those who draw benefits. In particular, the high quarter earnings
distribution (which determines the WBA distribution in Arizona) is a

critical factor in determining the weekly costs of providing benefits
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under formulas such as the Ariiona formula relevant for the study group.
As previously noted, these persons drew benefits during a portion of the
1975-76 recession. As a result, relatively more unemployment was recorded
for persons with relatively high earnings during this period «than normally
would be the case for Arizona's claims load. Thus, the weekly cost esti-
mates for benefit formula changes that increase the maximum WBA for this
group of claimants probably are somewhat higher than the typical weekly -

costs would be during more normal periods of economic activity.

Duration of Unemployment During the Benefit Year

The WBA distribution for the study group determines the weekly costs
of providing benefits to the study group. In the estimates developed
below, however, the measure analyzed is the cost of providing some change
in the benefit formula for an entire benefit year. The total cost for
this year-long period obviously depends on the number of weeks of compen-
sated unemployment recorded for the study group, as well as the weekly
benefits the group would receive under any given formula.

For this study, it is assumed that the study group would record the
same number of weeks of compensated unemployment under all benefit formulas
considered. The constant duration of unemployment assumed for each
claimant is that actually recorded by that person in regular UI programs--
excluding EB and FSB programs--for the entire benefit year that included
the study period. Hence, the estimates of the absolute dollar chenges in
total costs (but not the percentage changes in total costs) depend impor-
tantly on the duration of regular benefits actually received by the study

group during the benefit year.®
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A major determinant of the unemployment recorded by the study group
was the overall level of economic activity during the study period. As
noted above, these claimants drew benefits during a portion of the most
severe contraction of economic activity since the Great Depression of the
1930s. Moreover, Arizona was especially hard hit by this recession.

During the 1975 recession, the Arizona unemployment rate actually exceeded
the national average, and peaked in May of 1975 at 13.1 percent (season-
ally adjusted). By September of 1975, a weak recovery had begun, but the
Arizona unemployment rate of 12.5 percent was 4.2 points above the national
average. By August, 1976--when the last claimants were selected--Arizona's
unemployment rate (seasonally adjusted) was still 9.2 percent. The state-
wide average unemployment rate during the twelve-month sampling period was
10.8 percent. The economic conditions that prevailed during the study
period indicate that the absolute dollar changes in total cost calculated
in this report probably represent higher cost estimates than normally
would prevail, because of the re]ativeTy Tong duration of benefits recorded
for the study group. However, as noted above, the estimates of the per-
centage changes in regular Ul program costs associated with different
formula changes are unaffected by the constant duration of unemployment
assumed. In the subsequent analysis, the emphasis is on the percentage

changes in costs, rather than on the absolute dollar changes in costs.

WBA Effects on Unemployment Duration

In addition to economic conditions, which probably represent the
major determinant of benefit-year unemployment duration, increases in the
WBA also might create disincentive effects that could increase the dura-:

tion of compensated unemployment. If so, Ul program costs also would be
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increased. In fact, studies of the effect of higher weekly benefitg on
individua] spells of unemployment often have suggested that higher weekly
benefits induce somewhat longer spells of unemployment.® However, a recent
study of benefit-year duration--rather than spell duration--indicates that
the effect of higher weekly benefits on the duration of compensated unem-
ployment for an entire benefit year may be very small.? In any case,
given the methodology of this study, the assumption is made that higher
‘weekly benefits would have no effect on the weeks of unemployment recorded
for the study group.™ If higher weekly benefits actually would have in-
duced more weeks of compensated unemployment during the benefit ysars of
the study group, the cost estimates developed would underestimate the

costs of increasing weekly benefits.

Variations in the Maximum Benefit Award

Changes in the benefit formula that increase the maximum weekly
benefit amount also must incorporate provisions to increase the maximum
benefit award, or the potential duration of benefits must be reduced.
During the study period the maximum WBA in Arizona was $85 and the maximum
benefit award was $2,210 ($85 x 26 weeks of potential duration). An in-
crease in the maximum WBA to $95 (one of the formula changes subseduently
considered) would, for example, reduce the potential duration of benefits
to approximately 23 weeks ($2,210/$95 = 23.26 weeks) if the maximum bene-
fit award were held constant at $2,210. For the purposes of this analysis,
it is assumed that the maximum benefit award would rise proportionately
with increases in the WBA, up to the limit provided by Arizona law (which
sets an upper bound on the maximum benefit award of one-third of base

period wages). Under all formula changes considered, each person's com-
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pensated unemplioyment was constrained to not exceed the maximum benefits
that could have been received by that person, given his/her actual high

quarter and base period earnings.

Partial Benefit Weeks

Another difficulty confronted in calculating estimates of the cost
differences between the 1975-76 Arizona benefit formula and hypothetical
changes in that formula relates to the treatment of persons who reported
earnings for weeks during which benefits were received. Under Arizona law
as of 1975-76, a person was allowed an earnings disregard for the first
$15 of earnings each week; after the first $15 of earnings, benefits were
reduced one dollar for each additional dollar of earnings below the
claimants WBA. Once weekly earnings for a claimant were equal to his/her
WBA, the claimant was ineligible for any benéfits under Arizona Taw.
Claimants who reported earnings thus may be classified into one of two
groups: 1) those totally disqualified from benefits because of excessive
earnings for one or more weeks; and 2) persons who received benefits in a
given week, even though they reported some earnings for that week. The
latter group presented no problems in the cost change calculations, be-
cause any claimant who qualified for some benefits during a week with re-
ported earnings also would have qualified for any increase in benefits
(justified by high quarter earnings) during that same week under & revised
benefit formula. For this group, the cost change that would result from
an increased maximum WBA for a week of benefits simply depended on how
many of these claimants would have been eligible for increased benefits
under the new formula. This is the case because these claimants é]ready

had met the weekly benefit reduction due to partial earnings under the
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original formula and each would have reéeived the full dollar increase
indicated by the formula change.

Unfortunately, group (1) above could not be treated in an analogous
manner. Although information was available on the number of weeks during
which the beneficiary was fully disqualified from benefits because of
excessive earnings, information was not available on the exact amount of
reported earnings during each week of the benefit period. Hence, there
was no way to calculate whether a claimant formerly disqualified from all
benefits because of excessive weekly earnings for one or more weeks would
have been able to qualify for some benefits under a different benefit
formula. Obviously, the maximum increase in benefits for any such claimant
would be limited to the increase in the WBA to which the claimant would be
entitled under the revised benefit formula. It was not possible, however,
to determine the exact increase (less than or equal to this maximum) in
weekly benefits to which such persons would be entitled under the altered
benefit formula. Hence, the cost-change estimates have been developed on
the assumption that any claimant totally disqualified from benefits because
of excessive earnings under the original benefit formula also would have
been disqualified from benefits under the revised benefit formulas con-
sidered. This assumption may result in some understatement of costs under
some formula changes considered. Any such understatement is likely to be
very minor, however, because very few of these claimants had even one week

disqualified due to excessive earnings during their benefit years.



-19-

EMPIRICAL RESULTS OF SIMULATIONS

The results of costing the benefit formula changes that previously
have been analyzed for their impact on benefit adequacy are presented in
this section.® Emphasis is placed on the costs associated with the various
changes in the benefit adequacy distribution generated by alternative
formula changes. As already noted, the cost estimates are based on the
costs of providing benefits under the regular state program only. Five
different types of formula changes are considered: (1) increases in only
the maximum WBA; (2) increases in the high quarter earnings qualifying
requirement (hereafter referred to in this report as an increase in the
minimum WBA);* (3) increases in the maximum and minimum WBA, given a fixed
high quarter earnings fraction of 1/25 (the replacement fraction currently
provided by Arizona law); (4) increases in the maximum and minimum WBA,
combined with a change in the high quarter earnings fracticn from 1/25 to
1/22; and (5) a formula with a dependents allowance. It should be empha-
sized once again that these benefit formula thanges are only representa-

tive of the types of formula changes conéidered by many states.

The Prevailing Benefit Formula

The provisions of the 1975-76 Arizona employment security law in
éffect during the study are summarized briefly as background for the
formula changes considered. Arizona's weekly UI benefit payment for each
claimant was equal to the lesser of $85 or 1/25 of that person's earnings
in covered employment during the "high quarter" of his/her UI "base
period." The maximum weekly benefit amount of $85 amounted to 47 percent

of the statewide average weekly wage in covered employment during the



study period. On this basis, and excluding the dependents allowances paid
by any Ul jurisdiction, Arizona (and Missouri) were 44th among all juris-
dictions ranked from high fo low by the ratio of the maximum WBA to the
statewide average weekly wage in covered employment.? The minimum high
quarter earnings required to qualify for Ul support was 5375; given the
1/25 high quarter earnings replacement rate, the minimum WBA was $15.
Total wages in the Ul base period had to be at Teast 1} times earnings in
the high quarter to qualify for benefits.® No dependents allowances were
provided under the Arizona benefit formula.

In addition to the monetary requirements for eligibility, Arizona
claimants are required to satisfy certain nonmonetary requirements for
benefit eligibility. Generally, claimants are able to‘qualify for benefits
only if they have been laid off thefr last jobs for lack of work or have
quit for "good" cause. Claimants muSt be able and available for work, and
must not refuse "suitable" employment in order to receive benefits. Under
Arizona law, claimants also are required to serve a "waiting week" without
compensation prior to receipt of benefits during the benefit year.

The total (regular) benefits that could be received during the bene-
fit year were defined as the lesser of base period wages divided by three
or 26 times the weekly benefit amount to which the claimant was entitled
on the basis of his/her high quarter earnings. Thus, the upper Timit on
receiving the full weekly benefit amount is 26 weeks, although workers
could receive partial benefits for a longer period because of odd-job
income (which would reduce benefits for each dollar of earnings after the

$15 earnings disregard, as described above).
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The relative degree of benefit adéquacy found for the tdta1 cample
under ;he benefit formula prevailing during 1975-76'15Areportéd in Table 3.
Almost one-third of the beneficiaries received a weekly benefit amount
that covered half or less of their "proportionate share" of the household's
necessary/obligated expenses during their préunemp1oyment months. In con-
trast, 14 percent of the beneficiaries were in the highest benefit adequacy
category (100% or more), and nearly one-fourth of the beneficiaries were
in the highest two benefit adequacy categories (86% or more). The median
value of benefit adequacy for the study group under the 1975-76 formula
was 62 percent.

The total costs of providing regular Ul program benefits (excluding
any payments under EB and FSB) also is reported in Table 3. Based on
total weeks of compensated unemployment during an entire benefit year, the
total costs of providing regular benefits to this group amounted to
$4,088,028. This total amounts to an average benefit payment of approxi-
mately $1,313 for each beneficiary included in the study. These cost
levels form the benchmark against which the Ul program costs of most other

benefit formulas are compared.

Increases in the Maximum Weekly Benefit Amount

Simulations were performed for three different benefit formulas that
changed only the maximum WBA; the minimum WBA of $15 and the high quarter
earnings replacement rate of 1/25 were retained. The formula changes
considered include an increase in the maximum WBA to $95, $105, and $127;
these levels reflect, respectively, 50 percent, 55 percent and 67 percent
| of the statewide average weekly wage of $190 that prevailed during the

study period. Furthermore, the maximum WBA of $127 would be consistent



TABLE 3

BENEFIT ADEQUACY DISTRIBUTIONS AND TOTAL REGULAR UI PROGRAM COSTS UNDER
ALTERNATIVE FORMULAS THAT INCREASE ONLY THE MAXIMUM WEEKLY BENEFIT AMOUNT

Benefit Adequacy

BENCHMARK: 1975-76
Benefit Formula With

Alternative Benefit
Formula With a

Formula

Alternative Benefit

With a

Alternative Benefit
Formula With a

Category a Maximum WBA = $85}|Maximum WBA = $95 Maximum WBA = $105 || Maximum WBA = $127
Actual Cumulative || Actual| Cumulative Actual Cumulative Actual Cumulative
% % % % % % % %
0% 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
1-35% 10.7 10.7 8.0 8.0 6.6 6.6 5.1 5.1
36-50% 20.9 31.6 18.9 26.9 16.2 22.8 12.6 17.7
51-65% 23.4 55.0 22.9 49.8 23.0 45.8 21.7 39.4
66-85% 21.8 76.8 24.3 74.1 26.0 71.8 27.8 67.2
86-99% 9.2 86.0 10.0 84.1 10.8 82.6 12.7 79.9
100% or More 14.0 100.0 15.9 100.0 17.4 100.0 20.1 100.0
Median Benefit Adequacy?® 62.0 66.2 69.1 73.2
Sample Size 3114 3114 3114 3114
Total CostP $4,088,028 $4,337,397 $4,545,478 $4,898,696
Percentage Change
From Total Cost Under
the 1975-76 Benefit
Formula -—-- 6.1% 11.2% 19.8%

Medians are calculated from the distribution of claimants by the benefit adequacy categories reported in
the table, rather than by arraying all claimants by their actual benefit adequacy values.

the median value, it is assumed that the claimants in any benefit adequacy interval are distributed
uniformly throughout that interval.

bTota] cost of regular UI program payments during the entire benefit year; this cost exé]udes any payments

made under the EB and FSB programs.

To determine

-y
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with the Nixon administration's proposal to raise the maximum WBA to 2/3
of the statewide average weekly wage. Hence, this latter simulation of
benefit adequacy and the associated cost estimates provide an indication
of how that proposal would have influenced these dimensions of the Ul
program, had they been introduced in Arizona during the study period.

The benefit adeguacy distributions that would result from these
three increases in the maximum WBA are reported in Table 3. The rise in
the maximum WBA to $95 produces no marked increase in the benefit adequacy
distribution, compared with that prevailing under the 1975-76 formula.

For example, the percentage of beneficiaries found in the bottom benefit
adequacy categories (50% or less) would fall from approximately 32 percent
under the original formula to 27 percent under a formula that provided a
maximum WBA of $95; median benefit adequacy would rise from 62.0 percent
to 66.2 percent under this formula change. An increase in the maximum
WBA to $105 would further reduce the percentage of beneficiaries in the
bottom adequacy categories to 23 percent, whereas median benefit adequacy
would rise to 69.1 percent under this formula. A further increase in the
maximum WBA to $127 would reduce the percentage of beneficiaries in these
bottom benefit adequacy categories (50% or less) to about 18 percent (vs.
32% under the original formula); median benefit adequacy would rise to
73.2 percent under this formula change. Under this largest increase in
the maximum WBA, the percentage of beneficiaries in the top two benefit
adequacy categories (86% or more) would rise to approximately one-third,
compared with about 23 percent under the original benefit formula.

The cost associated with these increases in the maximum WBA also are

reborted in Table 3. The increase in the maximum WBA from $85 to $¢5
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would increase total regular Ul program costs by an estimated 6.1 percent;
on a per claimant basis, this inbrease amounts to a change from $1,313 per
year to $1,393 per year. If the maximum weekly benefit amount were in-
creased to $105, total regular Ul program costs would increase by an esti-
mated 11.2 percent; on a per claimant basis, costs would increase from
$1,313 to $1,460 per year for the study group. Finally, a rise in the
maximum WBA to $127 would substantially increase regular Ul program costs--
by an estimated 19.8 percent; on a per claimant basis, the increase would
amount to $260 for the entire benefit year. These latter figures repre-
sent the estimated cost that would have resulted had the Nixon administra-

tion's proposal been in effect during the study period.

Increases in the Minimum Weekly Benefit Amount

Another type of weekly benefit formula change considered was an in-
crease in the high quarter earnings qualifying requirement; for purposes
of illustration, a fairly large increase in high quarter earnings (from
$375 to $875) was selected for analysis. Under this revision, the minimum
WBA paid would be $35 rather than $15. In this simulation the maximum WBA
remained at $85 and the high quarter earnings replacement rate remajned
at 1/25.

The only relevant impact of a benefit formula change such as this is
to reduce the number of claimants who are eligible for benefits. As in-
dicated in Table 4, this change would reduce the number of beneficiaries
eligible for benefits by 5.9 percent. Because these persons no longer
would receive benefits under the new benefit formula, benefit adequacy
v‘wou1d be zero for them. Apart from this change, no other major effect on

the benefit adequacy distribution is apparent. Interestingly, however,



TABLE 4

BENEFIT ADEQUACY DISTRIBUTIONS AND TOTAL REGULAR UI PROGRAM COSTS UNDER A FORMULA THAT
INCREASES THE MINIMUM WEEKLY BENEFIT AMOUNT TO $35 AND THE MAXIMUM WEEKLY BENCFIT AMOUNT TO $105

BENCHMARK: 1975-76 Alternative Alternative Benefit Formula
Benefit Formula With Benefit Formula With a With a Maximum WBA of $105
Benefit Adequacy A Maximum WBA of $85 Maximum WBA of $85 and and a Minimum WBA of $35
__Cateqory and a Min. WBA of $15 || a Minimum WBA of $35 _
Actual cumulative Actual Cumulative Actual Cumulative
% % 3 X 3 x
0% 0.0 0.0 5.9 5.9 5.9 5.9
1-35% 10.7 10.7 . 8.8 14.7 4.7 10.6
36-50% 20.9 31.6 19.9 34.6 15.2 25.8
51-65% 23.4 55.0 22.4 57.0 22.0 47.8
66-85% 21.8 76.8 20.8 77.8 25.0 72.8
86-99% 9.2 86.0 9.0 86.8 10.7 83.5
100% or More 14.0 100.0 13.2 100.0 16.5 100.0
Median Benefit Adequacy®  62.0 60.6 67.7
Sample Size 3114 3114 3114
Total Costb $4,088,028 $4,013,501 $4,470,950

Percentage Change In

Total Cost Due to the

Increase in the Minimum

WBA to $35 -1.8% ———

Percentage Change in Total

Cost Due to the Increase in - 11.4%
the Maximum WBA to $105,

Given a $35 Minimum

Percentage Change in Total

Cost Due to the Increase in
the Minimum WBA to $35 and

the Increase in the Maximum
WBA to $105

-—-- 9.47

dMedians are calculated from the distributfon of claimants by the benefit adequacy cateqories reported in
the table, rather than by arraying all claimants by their actual benefit adequacy values. To determine
the median value, it is assumed that the claimants in any benefit adequacy interval are distributed
uniformly throughout that interval.

b
Total cost of reqular Ul program payments during the entire benefit year; this cost excludes any
payments made under the EB and FSB programs. -

-gz-
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some claimants out of each benefit adeqﬁacy category were affected by this
change in the benefit formula. The effect on median benefit adequacy
value is quite small (the median falls from 62.0 percent under the origi-
nal formula to 60.6 percent under this formula).

Thé formula that changes the minimum WBA from $15 to $35 also has
a rather small effect on the total cost of providing benefits to the study
group. It is estimated that the cost of providing benefits for an entire
benefit year would be cut by approximately 1.8 percent under this benefit
formula change. This reduction in cost is, of course, due totally to the
exclusion of 5.9 percent of the study group from the receipt of benefits.
Claimants who continue to receive weekly Ul support under this altered
benefit formula would receive the same support as they had under the

original benefit formula.

Increases in the Minimum and Maximum Weekly Benefit Amounts

A simulation of the effects on both benefit adequacy and regular UI
program costs also was conducted for a hypothetical benefit formula that
increased the minimum WBA to $35 and the maximum WBA to $105. As was the
case in the previous simulation, an increase in the minimum WBA to $35
excludes 5.9 percent of the total sample from benefits. Overall, the
effect of this change on benefit adequacy is to increase the median value.
for the study group from 62.0 percent to 67.7 percent (see Table 4),.
Although 5.9 percent of the beneficiaries would receive no benefits under
the new benefit formula, only about one-fourth of the study group (com-
pared with 32% under the original benefit formula) would have benefits
under this formula sufficient to cover only half or less of their propor-

tionate share of necessary/obligated expenses. Interestingly, the major
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impact on benefit adequacy, excluding those denied benefits, seems to be
concentrated among those in the lowest two benefit-adéquacy categories
under fhe original formula. For example, the percentage of the‘study
group in the 1-35 percent benefit adequacy category falls from 10.7 per-
cent to 4.7 percent under this revised benefit formula, and the percentage
of the study group in the next benefit adequacy category (36-50%) falls
from 21 -percent to 15 percent under the revised benefit formula. The
positive impact on benefit adequacy of increasing the maximum WBA, given
an increase in the minimum WBA to $35, is much more pronounced than the
negative impact on benefit adequacy of denying benefits'to all claimants
who previously qualified for a WBA of $34 or less.

The impact of this formula change on regular Ul program costs is to
raise total costs for the entire benefit year by an estimated 9.4 percent.
This percentage increase, of course, represents the netting out of opposite
influences. On the one hand, the increase in the minimum WBA to $35
actually reduces total costs (by an estimated 1.8%). On the other hand,
if the maximum WBA were to be increased to $105, given a minimum WBA of

$35, the estimated increase in cost would amount to 11.4 percent.

Increase in Minimum and Maximum WBAs and an Increase in High Quarter

Earnings Replacement

Under the Arizona law prevailing during the study period, the WBA
was equal to 1/25 of high quarter earnings, up to the maximum WBA of $85.
A simulation was conducted to determine the impact on benefit adequacy and

UI program costs of changing the 1975-76 formula in the following ways:
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(1) an increase in the minimum WBA to $35;
(2) an increase in the maximum WBA to $95; and
(3) the WBA was calculated as 1/22 of high quarter earnings
(rather than 1/25 of high quarter earnings as was the
case under the original formula).
The impact on the benefit adequacy distribution of implementing these
hypothetical changes is reported in Table 5. The overall effect of all
these changes taken together is to increase median benefit adequacy from
62.0 percent under the 1975-76 formula to 70.1 percent under the revised
formula. As shown in Table 5, the net impact on the benefit adequacy
distribution is the result of three different factors:
(1) the increase in the minimum WBA to $35 obviously reduces
median benefit adequacy by excluding 5.9 percent of the
sample from benefits;
(2) the increase in the maximum WBA to $95 (given no change
in high quarter earnings replacement) increases median

benefit adequacy; and

(3) the change in the high quarter earnings fraction from
1/25 to 1/22 also increases median benefit adequacy.

As can be seen from the distributions reported in Table 5, the major
effect of this formula change on benefit adequacy would be due to the
change in the high quarter earnings replacement rate. .This is the case
because the increase in the maximum WBA alone affects only those who pre-
viously received the maximum WBA of $85, whereas the change in the high
quarter earnings fraction affects all persons who would qualify for a WBA
of at least $35 under the new formula.

Compared with the original benefit formula, the impact on regular UI
program costs during the entire benefit year of implementing this revised
‘benefit formula would be to increase total costs by an estimated 8.4 per-

cent (see Table 5). Obviously, this net increase in cost reflects an



TABLE 5

BENEFIT ADEQUACY DISTRIBUTIONS AND TOTAL REGULAR UI PROGRAM COSTS UNDER ALTERNATIVE BENEFIT FORMULAS

THAT CHANGE THE MINIMUM WBA TO $35, THE HIGH QUARTER EARNINGS FRACTION TQ 1/22 AND THE MAXIMUM WBA TO $95

BENCHMARK: 1975-76

Benefit Formula With
a Maximum WBA of $85,
a Minimum WBA of $15,

Alternative Benefit
Formula With a Maximu
WBA of $85, a Minimum
WBA of $35, and a HQE
Fraction of 1/25

Alternative Benefit
Formula With a Maximum
WBA of $95, a Minimum
WBA of $35, and a HQE
Fraction of 1/25

Alternative Benefit
Formula With a Maximu
WBA of $95, a Minimum
WBA of $35, and a HQE
Fraction of 1/22

Benefit Adequacy|| and a HQE Fraction

Category of 1/25

Actual Cumulative]| Actual Cumulative || Actual Cumulative Actual Cumulative
3 4 L 2 X 3 4 X X

0% 0.0
1-35% 10.7
36-50% 20.9
51-65% 23.4
66-85% 21.8
86-99% 9.2
4.0

QD 0O T LD et
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Median Benefit Adequacy® 62.0
3114 3114 3114 3114
$4,013,501 $4,262,842 $4,430,394

Sample Size
Total Cost? $4,088,028

Percentage Change in
Total Cost Due to
$35 Minimum —— -1.8% ——— -——

Percentage Change in

Total Cost Due to

$35 Minimum and $95 .

Max imum ———- m——— 4.3% ——

Percentage Change in
Total Cost Due to $35
Minimum, $95 Maximum
and 1/22 HQE Fraction ———— ———- —— 8.4%

3Medians are calculated from the distribution of claimants by the benefit adequacy categories reported in
the table, rather than by arraying all claimants by their actual benefit adequacy values. To determine
the median value, it s assumed that the claimants in any benefit adequacy interval are distributed
uniformly throughout that interval.

“Total cost of regular Ul payments during the entire benefit year; this cost excludes any payments made
under the EB and FSB programs.

-62-
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actua} decrease in cost due to the increase in the minimum WBA, combined
with an increase in cost due to both the increase in the maximum WBA and
the change in the high quarter earnings fraction (see Table 5 for the cost

effect of each separate change).

A Dependents Allowance

One formula with a dependents allowance is considered in this sec-
tion, even though it is recognized that many persons oppose this feature
- on the grounds that dependents allowances violate the insurance concept
of unemployment insurance. The formula selected for analysis would pro-
vide $5 for any nonearning spouse and for each child who is under eighteen
years of age and depends on the beneficiary/spouse for half or more of his/
her support. The maximum dependents allowance under this formula would be
the Tesser of $15 or one half of the beneficiary's WBA. Because relatively
~ few claimants received weekly benefits of $30 or less, the effective con-
straint for virtually the entire sample was the $15 maximum. Because
sufficient information was not available to calculate the dependents allow-
ance for 44 persons, this simulation is based on only 3,070 beneficiaries,
rather than the 3,114 analyzed above. For comparison purposes, the bene-
fit adequacy distribution under the original formula is shown in Table 6
for both the entire study group of 3,114 persons and for the 3,070 persons
for whom complete dependents information was available.

This dependents allowance has a definite impact on the behefit ade-
quacy distribution. The proportion of beneficiaries who received UI bene-
fits sufficient to cover half or less of their share of household expenses
is reduced from 32 percent under the original formula to 25 percent under

the dependents formula. Overall, the median level of benefit adequacy is



-31-

BENZFIT ADEQUACY DISTR:EUTIONS AND TOTAL REGULAR Ul PROGRAM COSTS UNCER
HYPOTHETICAL DEPENDENTS ALLOWANCE

Alternative Benefit Formula
With a Maxirum WBA up to $iCC
and a Minimym WB- of $1% witn
the Adcditior of a Desencents

BENCHMARK: 1975-76 BENCHMARK:  1975-76
Benefit Formula with l Benefit Formula (885
No Dependents Allow- Maximum; $15 Minimum}
ance for 3114 with Ne Dependents
Allowance for 3070

iBenefit Adequacy

Allowance for 307C Claimants®®

Category b Claimants®
Actual Cumulative' Actual Cumcliasive ) Actual Jumuiative

, i % t ; 13 % i ) %
Yo 0.6 0.0 | 0.0 0.0 | 0.0 6.9
Ho1-3% 10.7 10.7 i 107 10.7 I 6.8 6.8
' 36-50" M2y 31.6 | 209 3.6 4 18.2 25.0
| 51-65 o 23.4 55.0 | 23.3 54.9 N22.3 47.3
b g6-85: | 21.8 76.8 21.9 76.8 | 25 71.8
I 86-95° 9.2 86.0 9.2 86.9 Lo 112 83.3
17100% or More P 14.0 10C.0 L 14.0 10C.0 l 17.C 1.0.¢
ecascsccancaveancses J ................................................ bheccrm e rrrrr s r s e e e E e ...
Median Benefit Adequacy®  62.0 62.1 6€.1

Sample Size 3114 3070 3070

Total Costd $4,088,028 $4,026,469 $4,277,317

Percentage Change From

Total Cost Under the

Original Benefit Formula

Due to Exclusion of Missing

Observations ———- -1.5% ----

Percentage Change in Total

Cost for 3070 Claimants

Due to Dependents Allowance ---- om- 6.2%

aDependents allowance could not be computed for 44 persons because of missing data on the number of
dependents .

bThe dependents allowance considered here provides $5 for a nonearrning spouse and each dependent
under the age of 18 years, up to a maximum of the lesser of $15 or S0% of the WBA.

CMedians are calculated from the distribution of claimants by the benefit adegquacy categories reported
in the table, rather than by arraying all claimants by their actual benefit adequacy values. To
determine the median value, it is assumed that the claimants in any benefit adequacy interval are
distributed uniformiy throughout that interval.

dTota1 cost of regular Ul program payments during the entire benefit year; this cost excludes payments
macde under the EB and FSB programs.

e
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increased from 62 percent under the original formula to 68 percent under
the dependents allowance. The cost of providing this dependents &llowance
to the study group is estimated to be 6.2 percent for the entire benefit
year. On a per claimant basis, the increase amounts to a change from

$1,313 under the original formula to $1,393 under the dependents formula.

A FRAMEWORK FOR EVALUATING COST AND BENEFIT ADEQUACY CHANGES

The simulation results discussed in the previous section indicate
that the various weekly benefit formulas considered impact differently
on both the benefit adequacy distribution and regular Ul program costs.
Even if these two factors were the only relevant ones for policy purposes,
it would be difficult to formu]afe any strong recommendations as to how
the benefit formula "should" be altered on the basis of the above results.
This is the case because both benefit adequacy and regular Ul program
costs are allowed to vary in the simulation analysis presented above. A
useful approach for considering different formula changes in the present
context would be to hold constant across the different benefit formulas
considered either the benefit adequacy distribution or Ul program costs.
This would allow the policymaker to determine which of the proposed bene-
fit formula changes would: (1) provide for the largest increase in bene-
fit adequacy, for some specified increase in Ul program costs; or (2)
minimize the increase in Ul program costs required to achieve some speci-
fied distribution of benefit adequacy. It obviously is more difficult to
determine if two or more benefit adequacy distributions are identical than
it is to determine if selected benefit\formu1a changes produce the same

change in total Ul program costs.
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To illustrate a éimp1e application of the first approach described
above, the two formula changes analyzed in the previous section that coin-
cidentally had approximately equal increases in total program costs are
discussed below. It should be emphasized that the purpose is only to
111ustrate<this methodology. Within an actual policy setting, a large
number of different types of benefit formula changes, each of which re-
sutted in the same increase in Ul program costs, presumably would be com-
pared; the types of formula changes considered would be a policy question,
and a large number of simulations probably would be required to develop
the preciée details of a number of different formulas within the con-
straints identified by policymakers. The two benefit formula changes
utilized to illustrate the approach are: (1) the increase in the maximum
WBA to $95, given a minimum WBA of $15 and a high quarter earnings replace-
ment rate of 1/25; and (2) a dependents allowance that would provide $5
for any nonearning spouse and $5 for each child who is under 18 years of
age and depends on the beneficiary/spouse for half or more of his/her
support. The maximum dependents allowance would be the lesser of $15 or
half of the beneficiary's WBA.'® Because the cost increase of changing
the benefit formula under either of these approaches would be nearly the
same (just over 6% in each case), the focus here is to compare the benefit
adequacy distributions that would result from the application of these
two formula changes. For convenience, the cumulative percentage distribu-

tions for each formula change are reported below:
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CUMULATIVE PERCENTAGE DISTRIBUTIONS_V

Benefit Adequacy BENCHMARK: 1975-76 Dependents $95 Maximum
Category Benefit Formula Allowance WBA
1-35% 10.7% 6.8% 8.0%
36-50% 31.6% 25.0% - 26.9%
51-65% 55.0% 47.3% _ 49.87%
66-85% 76.8% 71.8% 74.1%
86-99% 86.0% 83.0% 84.1%
100% or more - 100.0% 100.0% 100.0%
Median Adequacy Benefit 62.0% 68.1% 66.2%

As indicated in the above summary table, the dependents allowance would
have a slightly stkonger effect on the benefit adequacy distribution than
would an increase in the maximum WBA to $95. For example, median benefit
adequacy rises from 62.0 percent to 68.1 percent under the dependents
allowance, compared with an increase to 66.2 percent under the $95 maximum
WBA formula. Similarly, the percentage of claimants in each of the lowest
three benefit adequacy categories (1% through 65%) is somewhat smaller
under the dependents allowance than under the $95 maximum WBA. Thus,
whether the entire distribution or the median values of benefit adequacy
are compared, these results indicate that for the same percentage change
in estimated cost, the dependents allowance would result in a slightly
larger increase in benefit adequacy than would a $95 maximum WBA. |
Obviously, the simple comparison provided above would not provide a
sufficient basis for an informed policy decision as to which formula
should be chosen. As noted above, many persons bbject to dependents
allowances on philosophical grounds. Also, a number of different benefit
formula changes that each increased total UI program costs by about 6

percent should be analyzed if the goal were to increase benefit adequacy
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for a cost increase of this magritude. Because such simulations neces-
'sarily are based on a number of assumptions, a policymaker also prcbably
would want a range of cost estimates produced under different assumptions
about:

(1) the composition of the claims load;

(2) the state of the economy;

(3) the mean duration of unemployment;

(4) the disincentive effects of increased benefits on
the duration of unemployment; and

(5) changes in other features of the benefit formula,
such as the potential duration of benefits.

It also is recognized that policymakers must consider more factors than
Just the costs and the benefit adequacy distributions that result from
different formulas. Notwithstanding these additional complexities, the
simple illustration provided in this section indicates how a policymaker
might approach changes in the benefit formula. Perhaps this discussion
might serve to stimulate a more thoughtful approach to future benefit
formula changes. Available evidence indicates that most changes in state
benefit formula changes have not been based on a careful analysis of both

the benefits and costs of altering the benefit formula.
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SUMMARY

The main purpose of this study was to provide cost estimates for
selected benefit formula'changes that previously have been analyzed for
their impact on the benefit adequacy distribution recorded for the study
group. The main assumptions made in deve]oping'these cost estimates were
that:. 1) only regular Ul program costs were included (the costs of any
extended benefits were excluded); 2) the estimates were made for the
entire benefit year for each claimant; 3) the claimant composition of the
study group was held constant for the entire benefit year; 4) the duration
of compensated unemployment during the benefit year was held constant
under all benefit formulas, and this duration reflects the very poor
economic conditions confronted by these claimants during 1975 and 1976
(this relatively long duration affects the estimates of absolute dollar
cost changes, but not the percentage cost changes estimated); 5) up to
the 1imit specified in Arizona's law, each claimant's maximum benefit
award was increased in proportion to any increase in the weekly benefit
for that claimant under each formula change; and 6) any claimant actually
disqualified for a week of benefits under Arizona's 1975-76 benefit for-
mula also was assumed to be disqualified from benefits for that week under
the alternative formulas considered. The benchmark against which hypo-
thetical formula changes were compared was Arizona's 1975-76 benefit
formula under which the study group actually drew benefits. This formula
provided for a weekly benefit equal to 1/25 of each claimant's high
quarter earnings, up to a maximum WBA of $85. Because at least $375 in

high quarter earnings was required to receive any benefits, the minimum
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WBA was $15. Total (reguiar) benefits tﬁat could be received during the
benefit year by any claimant were given by the lesser of base period
wages divided by three or 26 times the claimant's WBA.

Under the 1975-76 formula, the median value of benefit adequacy
recorded by the study gkoup was 62 percent, and the total {(regular) oro-
gram costs of providing benefits to them for an entire benefit year was
$4,088,028. These figures for the original formula provide the benchmark
against which alternative formulas were compared. THe results for each of

these other formulas are summarized below:

* FORMULA 1. The maximum WBA was increased to $95, and all
other original formula features were retained.
Under this formula, median benefit adequacy
would rise to 66.2 percent and estimated costs
would increase by 6.1 percent.

+ FORMULA 2. The maximum WBA was increased to $105, and all
other original formula features were retained.
Under this formula, median benefit adequacy
would rise to 69.1 percent and estimated costs
would increase by 11.2 percent.

» FORMULA 3. The maximum WBA was increased to $127, and all
other original formula features were retained.
Under this formula, median benefit adequacy
would rise to 73.2 percent and estimated costs
would increase by 19.8 percent. These results
would approximate the effects of having imple-
mented the Nixon administration's proposed benefit
standard in Arizona during the study period.
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« FORMULA 4. The "minimum" WBA was increased to $35, and all
other original formula features were retained.
Under this formula, median benefit adequacy would
fall to 60.6 percént and estimated costs would
decrease by 1.8 percent.

« FORMULA 5. The minimum and maximum WBA values were increased by $35
and $105, respectively, and all other original formula
features were retained. Under this formula, median
benefit adequacy would rise to 67.7 percent and
estimated costs will increase by 9.4 percent.

« FORMULA 6. The minimum and maximum WBA values were increased
to $35 and $95, respectively, and all other original
formula features were retained. Under this formula,
benefit adequacy would rise to 63.9 percent and
estimated costs would increase by 4.3 percent.

« FORMULA 7. The minimum and maximum WBA values were increased
to $35 and $95, respectively, and the high quarter
earnings replacement rate was increased to 1/22;
all other original formula features were retained.
Under this formula, median benéfit adequacy would
rise to 70.1 percent and estimated costs would
increase by 8.4 percent.

« FORMULA 8. A dependents allowance was added that provides $5
for a nonearning spouse and each dependent under
the age of 18 years, up to a maximum of the lesser
of $15 or 50 percent of the claimant's WBA; all
other formula features were retained. Under this
formula, benefit adequacy would rise to 68.1
percent and estimated costs would increase by
6.2 percent.
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The other objective of the report was to outline a simple framework
for explicitly analyzing the "trade-off" between benefit adequacy and
‘program costs in considering various benefit formulas. It is suggested
that this issue may be approached from either of two approaches. For a
given change in UI program costs, one could determine the formula change
that would provide the largest "improvement" in the existing benefit ade-
quacy distribution. Alternatively, for a given target benefit adequacy
distribution, one could determine the minimum cost increase associated
with any formula change that would produce the target benefit adequacy
distribution. A simple example of viewing this trade-off under the first
of these two approaches is provided to clarify this apprdach. The hope
is that the apprdach outlined might stimulate a mdre thoughtful approach
to future benefit formula changes than often has been evidenced when past

formula changes have been considered.
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FOOTNOTES

1Paul L. Burgess, Jerry L. Kingston and Chris Walters, The Adequacy
of Unemployment Insurance Benefits: An Analysis of Weekly Benefits Relative
to Preunemployment Expenditure Levels. U.S. Department of Labor, Employ-
ment and Training Administration, Unemployment Insurance Service (Washing-
ton, D.C.: Government Printing Office) 1978. The analysis of alternative
benefit formulas is contained in Chapter 5 of this report.

’For more detail on the benefit adequacy measure utilized, see The
Adequacy of Unemployment Insurance Benefits: An Analysis of Weekly Bene-
fits Relative to Preunemployment Expenditure Levels, op. cit., pp. 10-16.

3Further perspective on this expense concept is provided by indicating
what items were excluded by the necessary and obligated criterion. The
following expenditures were excluded:

(1) expenses for remodeling, rather than maintaining a house;
(2) contributions to charity;
(3) payments for gifts;

(4) the purchase of meals/snacks away from home;
(5) entertainment expenses;

(6) out-of-town travel or vacation expenses;

(7) educational expenses;

(8) other important payments (e.g., legal or accounting fees); and
(9) Tump-sum payoffs of past debts or purchases of major consumer
durables.

“Earlier project reports have shown this total to be 4,468 persons.
In processing data from the benefit year history files, it was found that
16 cases actually did not satisfy the original criteria for inclusion in
the ABA study data base. In most instances, revised wage statements (not
available at the time the sample first was drawn) indicated that claimants
were not entitled to benefits under the Arizona Employment Security Law.
In a few other cases, benefits were paid under SUA or other special pro-
grams not encompassed by the ABA Study. Because 16 cases were removed
from the potential data base used for this study, the number of claimants
analyzed in this study is 16 fewer than the number originally analyzed
in developing the benefit adequacy distributions for the study group.

SSince the differences across any variable must sum to zero, only 14
of the 18 tests reported in Table 1 are independent. Therefore, the
probability is at least .05 that one of the probability values repcrted
in Table 1 would be less than (.05/14) = .0036, even if the true value
for all of the differences were zero. See Leo A. Goodman, "Simultaneous
Confidence Intervals for Contrasts Among Multinominal Populations," annals
of Mathematical Statistics, Vol. 35, 1964, pp. 716-720.
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€The number of comparisons possibie is quite 1imited because 1ittle
~information is published regularly on the characteristics of all claimants.
For example, comparisons for WBA and potential benefit duration similar to
those provided in Table 1 could not be developed.

7A11 cost calculations exclude the effect of paying additional bene-
fits under federally extended programs which provide for EB or FSB bene-
fits.

8The percentage changes in regular UI program costs that result from
altering the benefit formula would not be affected by the fixed amount of
unemployment duration (within the benefit year) assumed in the analysis.
Because the amount of Ul-compensated unemployment within the benefit year
is (by assumption) invariant in this analysis, percentage changes in
regular Ul program costs reflect only changes in the weekly benefit rate,
and not the amount of unemployment in the benefit year. Under either the
original or a revised benefit formula, the weekly benefit rate is multi-
plied by the fixed amount of UI-compensated weeks of unemployment to
determine total regular Ul program costs under the two formulas. Thus,
the constant amount of duration assumed cancels in calculating the per-
centage difference in costs between any two formulas.

°For summaries of empirical evidence, see: Gary Fields, "Direct Labor
Market Effects of Unemployment Insurance," Industrial Relations 16 (Feb-
ruary, 1977), pp. 1-14; Finish Welch, "What Have We Learned from Empirical
Studies of Unemployment Insurance," Industrial and Labor Relations Review
30 (July, 1977), pp. 451-461; and Daniel Hamermesh, Jobless Pay and the
Economy (Baltimore: The Johns Hopkins University Press, 1977). Whereas
Fields concludes the effect on spell duration is quite small, both Welch
and Hamermesh conclude the effect may be considerably larger.

10See Paul L. Burgess and Jerry L. Kingston, "The Effects of Ul
Benefits on Compensated Unemployment: Some New Evidence," Unpublished
paper, Department of Economics, Arizona State University, 1979.

U1t also should be noted that available studies of the effects of
Ul benefits on unemployment duration have been conducted for periods of
relatively strong economic activity, especially compared with the reces-
sion confronted by the persons included in this study.

2See The Adequacy of Unemployment Insurance Benefits: An Analysis
of Weekly Benefits Relative to Preunemployment Expenditures Levels, Op.
cit., Chapter 5. With one exception, each of the formula changes dis-
cussed in this section was analyzed in that report. However, the costs
associated with each formula change could not be determined at the time
this earlier report was prepared.

BAn increase in the high quarter earnings qualifying requirement does
not increase the amount of benefits available to any claimant. Rather,
such a formula change would result in the disqualification of some claim-
ants from benefits because of an insufficient level of high quarter
earnings. The minimum WBA paid under the revised benefit formula would
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be higher, however, and for this reason this type of formula change is
referred to in the text as an increase in the minimum WBA.

%“See Paul L. Burgess, Jerry L. Kingston, Robert D. St. Louis and
Chris Walters. The Unemployment Insurance Weekly Benefit Amount: A
Comparison of Arizona Provisions With Other States. Phoenix: Arizona
Department of Economic Security, Unemployment Insurance Bureau, November,
1976.

*The impact of Arizona's benefit formula may be illustrated with data
for claimants who filed for benefits during FY 1976. During this period,
79,319 claimants were certified as monetarily eligible for benefits, where-
as 31,201 claims for benefits were disallowed because those who filed them
did not satisfy the prior earnings requirements. The relatively large
number of claimants who failed to qualify for benefits because of monetary
eligibility requirements is an indication that even relatively modest
earnings requirements screen a substantial number out of Arizona's Ul
program because of insufficient labor market attachment. Furthermore,
some persons never file for benefits because they know they lack the
earnings necessary to meet the eligibility requirements.

®As noted above, there is one minor difference between the two
formula changes. Because sufficient information was not available to
calculate the dependents allowance for 44 persons, the dependents allow-
ance estimates were based on only 3,070 beneficiaries, rather than the
3,114 beneficiaries for whom the $95 WBA was analyzed.
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