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Executive Summary

EXECUTIVE SUMMARY
A. Overview

The standard measure of the Ul Recipiency Rate (Standard Rate) has falen from the 1970s to the
1990s, suggesting an erosion in the effectiveness of the Ul sysem. This rate declined sharply
from the mid-seventies to the early eighties. From the early eghties to the nineties, the Standard
Rate increased modestly, but is gill bdow its mid-seventies levd.  While researchers have
identified many reasons for the low Ul recipiency rates over the past twenty years, many
questions remain as to the causes behind the low rate and steps that policy and program officids
might take to increaseit.

While the Standard Rate is the most commonly used measure to evauate the effectiveness of the
Ul program, researchers have developed dternative Ul recipiency rates to address some of the
limitations of the dandard measure. The standard measure is expressed as the ratio of the
insured unemployed (i.e, the number of regular Ul clamants) to the total number unemployed.
Alternative measures have been designed to better capture the effectiveness of the Ul program by
induding the full range of Ul programs avalable to the unemployed (beyond the regular
program) and by more accurately defining the Ul target population (a subset of unemployed
workers).

B. Purpose and Methodology

The purpose of this report is to examine why the Standard Rate, as well as dternative recipiency
rates, declined shaply in the early eghties and continued to reman wel bdow ther mid-
sventies levd in the ealy nineies We criticdly reviewed the findings from the research
literature to explore the factors others have identified to explain the drop in the Ul recipiency
rate. The literature review endbled us to identify factors for incluson in our empiricd andyss
and to assess the effects of factorsthat could not be included in our own andysis.

Our empiricd andlyss is based primarily on the methodology used by Burtless and Saks (1984)
and focuses only on changes in the Ul recipiency rate over recessonary periods. It is important
to compare Smilar economic periods because the Ul recipiency rae is higher during
recessonary periods and lower during periods of economic expanson. We firs replicated the
andysis from Burtless and Saks, estimating the effects of various factors that influenced the rate
used in ther origind andyds from the seventies recesson (1975-76) to the eghties recesson
(1981-83). We then extended their earlier andyss by teding the effects of additiona factors
during that period. Next, we updated the andyss to include data from the most recent
recessonary period in the nineties (1991-92). We chose the period in the nineties to be
congstent with the periods of risng unemployment rates sdected by Burtless and Saks.  Findly,
we extended their andyss by using the Standard Rate and two additiond measures of Ul
recipiency selected to measure the performance of the Ul programs during recessionary periods.

Our conclusons about the effects of various factors on the Ul recipiency rate are based on the
findings from both the criticad review of the literature and our empirical andyss ~ We dso
present evaluation design options to address some of the limitations of current knowledge.

The Lewin Group, Inc. E-1 156059
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C. Ul Recipiency Rate Measures
Four Ul recipiency rate measures were selected for the empiricd analyss. These are:

Standard Rate: number of weekly clams for regular program unemployment insurance
benefits, as a proportion of al unemployed workers;*

All Programs Rate. number of weekly clams for dl program (regular, extended and
federa) unemployment insurance benefits, as a proportion of al unemployed workers;

Standard Short-term Rate: number of weekly cdams for regular program unemployment
insurance benefits, as a proportion of job losers unemployed less than 27 weeks, and

All Programs Job Loser Rate: number of weekly dams for dl program (regular, extended
and federal) unemployment insurance benefits, as a proportion of al job losers.

The find three Ul recipiency rates deviate from the Standard Rate by changing the definition of
Ul cdamants, unemployed workers, or both. Because the All Programs Rae and the All
Programs Job Loser Rate include dl Ul program clamants, Wandner and Stengle (1996) argue
that they are generdly better measures of Ul coverage during recessonary periods when
extended benefit programs are provided. The All Programs Job Loser Rate differs from the All
Programs Rate because it targets a subset of unemployed workers (i.e., job losers) who would be
most likdy to qudify for Ul benefits The Standard Short-term Rate only includes regular
program claimants and the generd “target population” for the regular state program, job losers
unemployed less than 27 weeks. This find measure was used in the origina Burtless and Saks
andyss.  All three dterndtive rates are larger than the Standard Rate because they use dther a
more expandve definition of Ul damants and/or a more redrictive definition of unemployed
workers.

From the seventies to the eghties, dl four recipiency raes declined sharply (Exhibit 1). The
largest reductions are for the All Programs Rate and the All Programs Job Loser Rate. These
rates declined by more than the Standard Rate because of the large cutbacks in the extended
benefit programs that were implemented in the early eighties.  From the eighties to the nineties,
the Standard Rate increased dightly. There is not, however, a large change in ether the All
Programs or All Programs Job Loser rates over this period, due to the smal number of extended
cdamants. If, however, the andyds were extended to periods following March 1992, there
would be an increase in both of these rates because of the extenson of benefits through the
Emergency Unemployment Compensation (EU3) progran.?  The Standard Short-term Rate
follows the same genera pattern as the Standard Rate, though there is a much sharper drop-off in
the Standard Short-term rate in the early eighties that corresponds with fewer short term job
losers recalving regular program benefits.

! The regular program includes claims from the regular state program, the Unemployment Compensation program
for Federal Employees (UCFE), and the Unemployment Compensation program for Ex-service members (UCX).

2 Based on observed trends from Wandner and Stengle.
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Exhibit 1: Alternative Ul Recipiency Rates
from the Seventies Recession to the Nineties Recession
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D. Factors that Influence the Standard Rate

The average Standard Rate dropped sharply from 0.56 in the seventies recesson (1975-76) to
0.39 in the eighties recession (1981-83).% The average Standard Rate increased dightly from 0.39
in the eighties recession to 0.43 in the nineties recession (1991-92). We summarize the factors
behind these changes based on our criticd review of the literature and independent empirical
andyds. Unless otherwise specified, the findings reflect the effects of factors on changes in the
Standard Rate.*

% The average recipiency rate for the seventies recession is equal to the sum of the number of Ul claimantsin March
1975 and March 1976 divided by the sum of the number of unemployed workers in those periods. Similarly, the
average recipiency rate for the eighties recession is equal to the sum of the number of Ul claimants in March
1981, March 1982, and March 1983 divided by the sum of the number of unemployed workers in those periods.

* Because studies in the previous literature used alternative measures of the recipiency rate, the statistics below
represent the approximate effect on the Standard Rate. Caution should be used in interpreting the reported effects
as point estimates, because the time period of analysis and the recipiency measures used across studies vary.
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1. Literature Review

We examined the effects of four factors identified in the previous literature that could not be
asesd in the empiricd andyss A summary of the mos credible findings from the previous
literature is provided below. Except for the ladt, these findings pertain only to the period over
which the recipiency rates declined most precipitoudy:

Decline in unionization Blank and Card (1991) estimated that the decline in unionization
explained approximately 25 percent of the decline in the Sandard Rate from 1977 to 1987.°
While their analysis has shortcomings, there is not a strong reason to believe their estimate
istoo large or too small. A new analysis of the impact of unionization was not feasible within
the scope of this project, but could be addressed in future work.

Federal taxation of Ul benefits Anderson and Meyer (1996) concluded that this factor adone
could account for 25 percent of the recipiency decline from 1979 to 1987.° Ther andyss
adso has some shortcomings but it seems clear that federd taxation had a Sgnificant impact.
The effect of the federd taxation of benefits could not be addressed in the empiricd andyss
because of data limitations.

Changes in the measurement of overall unemployment from the CPS. Corson and Nicholson
(1988) found that changes in CPS measurement of unemployment could explain from two to
ten percent of the decline in the Standard Rate from 1971 to 1986.

Cost-shifting from state Ul programs to dher federally funded programs Vroman (1997)
concluded that cogt shifting had little impact on the recipiency rate because states could not
save money by shifting Ul recipients to other transfer programs.

2. Empirical Analysis

For the empiricd anadyss, we examined the effect of three factors on the Standard Rate that
were aso examined by Burtless and Saks. Because the effects of the factors examined varied by
the period of andyss bedow we summaize the results by recessonary periods from the
seventies to the eghties (1975-76 to 1981-83) and from the eighties to the nineties (1981-83 to
1991-92).

a) Changes from the Seventies Recession to the Eighties Recession

Compositional characteristics of unemployed workers: This factor had a negligible impact on
the Standard Rete over this period. These findings reaffirm the origind findings by Burtless
and Saks (1984) that were based on the Standard Short-term Rate.

® Their original estimates are based on Ul “take-up” rates. The Advisory Council on Unemployment Compensation
(1996) approximately translates thisinto an effect on the Standard Rate.

® Their original estimates are based on Ul “take-up” rates. The Lewin Group approximately translates this into an
effect on the Standard Rate.
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Geographic shifts in the distribution of unemployed workers. Geogragphic shifts in the
digribution of unemployed workers had a smdl effect on the decline in the Standard Rate
over this period. Based on smulations, this factor accounted for less than five percent of the
decline in the Standard Rate. These findings adso redffirm the origind findings by Burtless
and Saks.

Administrative and policy changes in state Ul programs These factors might explain a
subgtantid portion of the decline that appears to be unexplained by other factors. Many
daes implemented policy and adminidtrative changes that tightened Ul digibility a about
the same time that the recipiency rate fel sharply. However, our andyss was unable to
identify a dgnificant effect for any specific factor because dates were implementing such a
wide range of changes a differing times.

b) Changes from the Eighties Recession to the Nineties Recession

In comparison to the period from the 1970s to the 1980s, the Standard Rate, as well as the factors
that influence this rate, were much more stable:

Compositional characteristics of unemployed workers. Similar to the previous period,
changes in the compostiond characteridics explained only a smdl portion of the overdl
changes.’

Geographic shifts in the distribution of unemployed workers: Geographic shifts in the
digribution of unemployed workers accounted for 11 percent of the increase over this period.

Administrative and policy changes in state Ul programs As in the previous period, it was not
possble to edimate the magnitude of the effect of date policy and adminidrative changes,
though there was evidence that some dates tightened digibility requirements. The number of
resrictive policy changes, however, were generdly much smdler in comparison to the
previous period.

E. Factors that Influence the Alternative Ul Recipiency Rate Measures

While there were differences in the trends among the dternative recipiency raes, the effects of
the factors included in our empirical andyss did not subgstantively change when dternaive Ul
recipiency rates were used. The one minor exception is in the effect of geogrgphic shifts in the
unemployed from the eghties to the nineties. Based on one smulation, geographic shifts in the
digtribution of job losers unemployed less than 27 weeks accounted for a very large share of the
raivedy smal change in the Standard Short-term Rate from the eghties to the nineties
recesson (approximately 60 percent). This difference is due to both the rdatively smal change

" While there were generally small changes in the demographic composition of unemployed workers from the
seventies to the eighties and from the eighties to the nineties, over the entire period there were some significant
changes in the composition of unemployed workers by age, sex, and industry. Still, however, the overall effects
of these changes on the Ul recipiency rate were relatively small. Certain changes, such as the increase in the
proportion of men over the age of 25, were offset by other changes, such as the effect of the decline in the
proportion of unemployed workersin manufacturing.
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in the Standard Short-term Rate plus a somewha more pronounced shift in the dtate digtribution
of short-term job losers in comparison to the digribution of al unemployed workers. Similar to
the results for the Standard Rate, however, this factor explained virtudly none of the reatively
large decline in the Standard Short-term Rate from the seventies to the eighties.

F. Design Options

While we were able to examine severd factors that influence the Ul recipiency rate, the
methodological problems and data limitations limit the degree to which a point esimate can be
provided for the effect of any single factor on the Ul recipiency rate. Given these limitations, it
is unlikdy that further research on the effect of dtate policy and adminidrative changes during
the ealy eghties will yidd useful information for policy-making purposes.  More promising
future research avenues include andyzing the effects of policy differences on current cross-state
differences in date Ul recipiency raes, exploring other factors not included in our empiricd
andyss (eg., unionization, federal taxation of benefits), and anadyzing differences across groups
of unemployed workers by receipt of Ul benefits. We propose five design options for further
study of the Ul recipiency rate.
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l. INTRODUCTION
A. Overview

The standard measure of the Ul Recipiency Rate (Standard Rate) has falen from the 1970s to the
1990s, suggesting an erosion in the effectiveness of the Ul sysem. This rate declined sharply
from the mid-seventies to the early eighties. From the early eghties to the nineties, the Standard
Rate increased modedtly, but is gill bdow its mid-seventies levd. While researchers have
identified many reasons for the low Ul recipiency rates over the past twenty years, many
guestions remain as to the causes behind the low rate and steps that policy and program officas
might take to increaseit.

While the Standard Rate is the most commonly used measure to evauate the effectiveness of the
Ul program, researchers have developed dternative Ul recipiency rates to address some of the
limitations of the sandard measure. The standard measure is expressed as the rate of the insured
unemployed (i.e, the number of regular Ul damants) to the totd number unemployed.
Alternative measures have been designed to better capture the effectiveness of the Ul program by
including the full range of Ul programs avalable to the unemployed (beyond the regular
program) and by more accurately defining the Ul target population (a subset of unemployed
workers).

B. Purpose

The purpose of this report is to examine why the Standard Rate, as well as dternative recipiency
rates, declined shaply in the early eghties and continued to reman wel bdow ther mid-
sventies levd in the early nineties usng a critica literature review and independent empirica
andyss  We criticdly reviewed the findings from the previous literature to explore the factors
others have identified to explain the drop in the Ul recipiency rate. The literature review engbled
us to identify factors for incluson in our empiricd andyss and to assess the effects of factors
that could not beincluded in our own analyss.

Our empirica andysis is based primarily on the methodology used by Burtless and Saks (1984)
and focuses only on changes in the Ul recipiency rate over recessonary periods. It is importart
to compae Smilar economic periods because the Ul recipiency rate is higher during
recessonary periods and lower during periods of economic expanson. We first replicated the
andysis from Burtless and Seks, esimating the effects of various factors that influenced the rate
used in therr origind anadyss from the seventies recesson (1975-76) to the eghties recession
(1981-83). We then extended their earlier andyss by teding the effects of additiona factors
during that period. Next, we updated the andyds to include data from the most recent
recessonary period in the nineties (1991-92). We chose the period in the nineties to be
conggent with the periods of risng unemployment rates sdected by Burtless and Seks.  Findly,
we extended their anayss by usng the Standard Rate and two additiona measures of Ul
recipiency selected to measure the performance of the Ul programs during recessionary periods.

Our conclusions about the effects of various factors on the Ul recipiency rate are based on the
findings from both the criticd literature review and our empiricd andyss We dso present
evauation design options to address some of the limitations of current knowledge.
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C. Organization of the Report

The remainder of the main body of this report is divided into five chapters. Chapter |l presents
a description of the Ul program and the mgor legidaive changes affecting the program from
1974 through 1992. Chapter Il reviews the sandard and dternative Ul recipiency rates used in
this report. Chapter IV summarizes our critica review of past sudies that evauate the impact
of various demographic, policy, and economic factors on the Ul recipiency rate. Chapter V
presents the mgor results from our empirica andyss. Findly, Chapter VI provides a plan for
future evduation desgn options. This report dso contains detailed appendices that support the
generd summaries presented in each chapter.
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I'1. Ul Program Description and Major Legislative Changes

Il. Ul PROGRAM DESCRIPTION AND MAJOR LEGISLATIVE
CHANGES

A. Overview

This chapter provides background information on the Ul program to support the literature review
and empirical andysis. Firs, we describe the generd Ul program rules. A detailled description
of the Ul coverage requirements, digibility requirements and weekly benefits is incduded in
Appendix A. We then review federal and state policy changes that affected the Ul program from
1974 through 19928 A more detailed description of severa of the federd and state changes is
incdluded in Appendix B.

B. Program Description

The purpose of Ul is to provide temporary and patid wage replacement to involuntarily
unemployed workers who were recently employed and to help stabilize the economy during
recessons. Ul is a federd-gate sysem in which dates have established ther own programs
within a federd framework authorized by the Socid Security Act of 1935 and the Federa
Unemployment Tax Act of 1939 (FUTA). Employers generdly pay unemployment taxes to
cover the costs of unemployment benefits paid to their laid off workers® The weekly benefit
amounts for digible workers are generdly about haf of lot wages up to Sate-determined
maximums and are available for up to 26 weeks.

Workers must satisfy certain monetary and non-monetary digibility requirements to be digible
for a weekly Ul deck. In generd, to satisfy these requirements a worker must have: (1) worked
in Ul-covered employment; (2) earned enough in their base years to qudify for Ul; and (3) logt
ther jobs through no fault of their own. The digibility process for Ul garts when an unemployed
person files an initid cam. State Ul offices make determinations and compute benefit awards.
Thoe who qudify for payments file continued clams for Ul during each week of thar
unemployment.X®  While receiving Ul they must be able and be available for work, and they must
not refuse an offer of suitable work. Individuds with no reported work experience in the last
year and one hdf generdly areindigible for unemployment insurance.

States are dlowed consderable flexibility under their Ul programs.  Some of the digibility
requirements, as wdl as minimum and maximum weekly Ul benefit amounts, vary ggnificantly
across states.

8 Thisisthe period used in the empirical analysis.

9 State employer tax rates are “experience rated.” This means that tax rates are directly proportional to the amounts
withdrawn from their employer accounts by their laid off workers. Government agencies and non-profit
organizations are not required to pay unemployment taxes. These agencies and organizations may reimburse the
State for the cost of State unemployment benefits paid to their laid off workers. Employees also pay
unemployment taxesin Alaska, New Jersey, and Pennsylvania.

10 Thisincludes a one week waiting period.
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C. Federal Legislative History

Congress has taken numerous legidative actions since 1935 that had an effect on unemployed
workers and the Ul system as awhole. Some of the more significant changes include:

Federd extensons of Ul benfits;
The modification of Ul bendfit digibility provisons,
The dimination of Ul benefits tax exempt satus, and

The reform of federa policy regarding loansto state Ul programs.

Major changes since 1974 are reviewed below.

1. Federal Extensions of Ul Benefits!*

The federd government has extended the length of time that unemployed workers can collect Ul
benefits during certain recessonary periods because the number of Ul benefits exhaustions
increase subgtantiadly during these periods. In 1970, federa legidation permanently established
the Federa-State Extended Benefits (EB) program, which provides up to 20 additiona weeks of
benefits, depending on the program trigger adopted by the dtate. In 1982, Congress enacted
legidation that dgnificantly tightened benefit triggers by raisng the Insured Unemployment Rate
(IUR) which is used to determine if the sate is digible for EB benefits!?>  This change
ggnificantly reduced the number of EB benefits avallable following 1982.

In addition to the EB program, Congress authorized the establishment of three emergency
unemployment compensation programs since 1975. the Federd Supplementa Bendfits (FSB)
program, the Federa Supplementd Compensation (FSC) program, and the Federd Emergency
Unemployment Compensation (EUC) program. In contrast to the EB program where federd
funds pay only hdf of the bendfits dl three of these programs were funded entirdy by the
federd government. The FSB was authorized in response to the 1975-76 recesson and provided
benefits for up to 13 weeks to Ul recipients who exhausted their regular and EB benefits. The
FSC was enacted in 1982 and provided benefits for up to 6 to 10 weeks to Ul recipients who had
exhausted their regular and extended benefits on or after June 1, 1982. The FSC was extended
and modified severd times to include additiond weeks of benefits, which in some modifications,
were only 75 percent of the regular FSC benefits'® Findly, the EUC program was enacted in
November 1991 to provide temporary emergency benefits to Ul recipients whose regular Ul
benefits expired on or after March 1, 1991. It is important to note that the ngority of cdams
from EUC werefiled following the end of our empiricd andyss (March 1992).

11 A more complete description of the federal programsis provided in Appendix B.

12 prior to this change, states were generally eligible for EB benefits if their IUR was 4 percent. The legislative
changes, however, raised the IUR to 5 percent. Further, the legislative changes changed the method for
calculating IUR. Prior to the change, IUR excluded EB recipients. After the change, however, IUR included
both EB and regular Ul claimants, thereby effectively decreasing the IUR in each state.

13 The FSC expired in June 1985.
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2. Ul Benefit Eligibility

While federd law requires that an unemployed worker must be physcdly and mentdly able to
work as wdl as available to accept an offer of work to be Ul digible, states generdly had the
authority to establish their own monetary and non-monetary eigibility requirements. As a result,
Ul digibility requirements vary across dates In a few ingances, the federd government has
edablished its own digibility requirements that superceded date Ul digibility rules (see
Appendix A for more details).

3. Taxation of Ul Benefits

Starting in 1979, Ul benefits were subject to Federal income tax. In 1978, Congress passed the
Revenue Act that subjected Ul benefits to federd income tax beginning in 1979 for single
income tax filers and married income tax filers with incomes exceeding $20,000 and $25,000,
respectively. Congress lowered the income thresholds to $12,000 and $18,000 in 1982. Findly,
the Tax Reform Act of 1986 made dl Ul benefits subject to federd income tax beginning in
1987.

4. Federal Policy Regarding Loans to States

Federd law governing the Ul system requires dtates to pay the level of benefits the dates
determine to be appropriate; that is, workers who meet the monetary and non-monetary
digibility requirements for Ul benefits are legdly entitled to these benefits. Thus, even if a Sate
depletes its Ul trust account, it must continue to pay benefits. States can borrow money from the
federd unemployment account to facilitate the continuation of paymentsin such Situations.

There was a large change in the federd policy regarding loans to date in the early eighties. Prior
to 1982, dates could borrow from the federa unemployment account and pay back their debt
with little or no costs'* As a result of an expanding number of Ul daims and the availahility of
these loans at little or no codts, dates borrowed heavily from the late seventies to the early
eghties’® Largely as a result of this mass borrowing, Congress authorized severa changes to
increase the financid incentive for dtates to repay ther loans. Firdt, Congress permitted the loan
policy enacted between 1975 and 1979 to expire in 1980. Second, in 1981 legidation was passed
requiring staes to pay interest on outdanding loans. Not surprisngly, repayments grew from
$362 million in 1982 to $2.6 hillion in 1983 (GAO, 1993). Findly, Congress passed further
legidlation that provided states with incentives to regain trust fund solvency. ©

The changes in federd loan polices from the lae seventies to the early eghties provided
ggnificant financid incentives for dates to repay their loans. One way that a Sae could cut ther

14 Between 1975 and 1979 Congress enacted legislation permitting states to delay their loan repayments without
penalty aslong asthey met certain tax structure criteriaor repaid a portion of their loan.

15 During the 1980-82 recession, 33 states borrowed from the federal unemployment account.

16 This change allowed states to receive deferrals on federal loan interest, discounted interest rates, and permitted
partial freezes on federal Ul tax credit reductions on employers if states amended their Ul laws to either raise Ul
taxes or reduce benefit costs.
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cog was to tighten digibility for benefits. Hence, this federd policy change might have induced
daesto tighten their Ul digibility requirements.

D. State Changes

The Government Accounting Office (1993) surveyed date moneary digibility criteria and
disqudifications during the 1980's following the mgor federd changes in Ul policy regarding
loans to dtates. They found that forty-four States tightened either monetary and/or non-monetary
dandards from 1981 and 1987. The minimum earnings requirements were generdly much
higher in dstates that had the lowest trust fund baances. It is possble that these state changes
were in direct response to the federd policy changes.

In Appendix B, changes in Ul laws in 10 mgor states are reviewed from 1974 to 1992 based on
the annud “Sgnificant Unemployment Insurance Changes’ published in the Monthly Labor
Review. 1" The purpose of this review isto identify state policy changesthat affect Ul digibility.

From 1974 to 1992, daes indituted a wide variety of legidative changes to increase their trust
fund baances, tighten their digibility requirements, or both. All ten daes reviewed from 1974
to 1992 indituted policies that contracted Ul digibility requirements and/or expanded the
employer taxable wage base. Seven of these dtates (Florida, Illinois, Indiana, New Jersey, North
Cardlina, and Ohio) indituted policies that tightened digibility over this period. In addition, two
of the remaning daes tha did not inditute tighter digibility requirements (Cdifornia and Ohio)
increased the pendty for fraudulent claims.

The types of policies indituted in these dates varied. For example, Forida tightened
gudification dandards in  gpecific professons (eg. school personnd), lengthened the
disgudification period for certan actions, and counted periodic payments based on previous
work of the individud. Illinois increased base qudifying wages and adopted more redtrictive
ability to work requirements. Indiana, New Jersey, North Caroling, and Texas crested more
dringent  disqudification requirements (eg. lengthening the disqudification period, rasng
qudifying wages).

One mgor limitaion of tracking changes in date Ul laws is that ther complexity might hide an
adminigrative policy change that affected the way a paticular state processes clams. Corson
and Nicholson (1988) noted such difficulties in identifying policies that might affect the decison
to apply for Ul benefits in their date Ste vists. As an example, they cited how some dates had
changed their reporting requirements on clamants work search, but it was difficult to track
down when the changes were actually made. They noted that no systematic record existed and in
some cases the changes were not made uniformly throughout the state.  The Advisory Gouncil on
Unemployment Compensation (1996) dso noted such large incondgtencies in determinations
across locdities within dates. Hence, an empiricd andyss focusng on a smdl number of date
Ul law changes might not capture such policy variations thet affect the Ul recipiency rate.

17 These ten states are the focus of our empirical analysis and include California, Florida, Illinois, Indiana, New
Jersey, New Y ork, North Carolina, Ohio, Pennsylvania, and Texas.
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I". UNEMPLOYMENT INSURANCE RECIPIENCY RATES
A. Overview

This chapter reviews the standard and dternative Ul recipiency raes used in the empirica
andyss.  This review includes an overview of the condruction, trends and limitations of each
recipiency rae as a measure of Ul coverage. We dso review dternative Ul recipiency rates
from the previous literature in Appendix C, including a description of some measures used in
other countries.

B. Standard Rate

The mog commonly used measure of the Ul recipiency rate for both policy and research
purposes is the rate of the “insured unemployed” (IU) (i.e., regular Ul program continued clams)
to the totd number of unemployed workers gTU).18 In the remainder of this report, this measure
will be refared to as the Standard Rate. *°  The number of Ul dams typicaly indudes only
those who clam compensation under the regular state Ul program based on weekly data
collected by state Ul programs®® The totd number of unemployed workers is derived from the
monthly Current Population Survey (CPS).2

1. Historical Trends

There are two dgnificant trends in the Standard Rate from 1946 to 1999 Exhibit 111.1). First,
with the exception of the recesson during the eghties, the Standard Rate exhibited extensive
cydicd vaidion. ¥ The Standard Rate was generdly higher during periods of economic
contraction and lower during periods of economic expandon. Wandner and Stengle (1997)

18 The actuaries from the Department of Labor include claims from the Unemployment Compensation program for
Federa Employees (UCFE) and Unemployment Compensation program for Ex-service members (UCX) in the
Standard Rate. Because the number of UCFE and UCX continued claims is relatively small, this change in
definition has only a small effect on the Ul recipiency rate. Based on calculations from Corson and Nicholson
(1988), the addition of UCFE and UCX claims increased the number of total regular program claims by
approximately 3 percent. They also note there was a substantial decline in the number of UCFE and UCX
claims from the late seventies to the early eighties because of direct policy changes. Hence, the observed
declines in recipiency rates from the seventies to the eighties will be slightly larger in those rates that include
UCFE and UCX claims.

19 Another frequently cited measure of Ul recipiency is the ratio of the insured unemployment rate (IUR) to the total
unemployment rate TUR). The IUR/TUR rate is particularly important from a policy perspective because it
serves as the primary trigger for the Federal-State Extended Benefits program. Unlike the IU/TU rate, the ratio of
IUR/TUR includes afactor that accounts for changes in covered employed over time.

20 Another often cited measure includes the number of Ul claimants from all Ul programs (e.g., includes claimants
from extended benefits programs).

21 The total number of unemployed always exceeds the number of insured unemployed because the number of
insured unemployed excludes all new entrants, most reentrants, job leavers, and aimost al job losers whose
current spell of unemployment is longer than twenty-six weeks. This difference is slightly offset, however, by
the fact that approximately six percent of those workers included among the insured unemployed are
underemployed rather than unemployed (Burtless and Saks, 1984).

22 \Wandner and Stengle noted the same cyclical patterns using data from 1948 through 1996.
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atributed this fluctuation to an increase in the proportion of unemployed who were “job losers’
during a recessonary period, because job losers comprise the primary Ul target population.
Second, the Ul recipiency rate was generdly lower following 1975. While the Ul recipiency rate
increased during the 1990’ s recession, it remained below its 1975 leve.

Although there has been much discussion and research about the reasons why fewer job losers
have received Ul since the early 1980s, there have been no definitive answers. In later chapters,
aliterature review and empirical andysis on factors that affect the Ul recipiency rateis provided.

Exhibit 111.1 Annual Trendsin the Standard Ul Rate from 1946-1999%3
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2. Cross-State Variation in the Standard Recipiency Rate

There is condderable variation across current state Standard Rates (Exhibit 111.2). In 1997,
Rhode Idand had the highest Standard Rate (59.3 percent), while Virginia had the lowest (19.2
percent). Wandner and Stengle (1997) found that states in the Mountain, South Atlantic, East
South Centra, and West South Centrd Census divisons higtoricdly had Standard Rates below
the nationd average, while sates in the Pecificc New England, and Middle Atlantic Census
divisons were above the nationd average.

It is likely that severd factors produce the wide variation in the Standard Rate across states. One
hypothesis suggests that it is patly a result of differences in date monetary and non-monetary
digibility requirements States that generdly have tighter digibility requirements should have
lower Standard Rates. Another potentid factor is variation in the wage-replacement rate for Ul
benefits across states.  States with high replacement rates provide a larger incentive to apply for

2 Trends based on annual averagesin the Standard Rate.
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bendfits.  Findly, it is likdy that the economic and indudrid meke-up of the date has a
subgtantid impact on a da€'s Standard Rate.  For example, states with a larger number of union
workers might have relatively large state Standard Rates in comparison to states with a different
composition of unemployed workers.

Exhibit 111.2
State |lU/TU Ratesfor 1997

State IU/TU State lU/TU

Raito Raito

Rhode Idand 0.593 New York 0.339
Washington 0.528 Puerto Rico 0.321
Vermont 0.518 Wes Virginia 0.310
Alaska 0.499 Nebraska 0.306
Wiscondan 0.494 Tennessee 0.302
Massachusetts 0.493 South Carolina 0.295
Nevada 0.486 Ohio 0.293
North Dakota 0.484 Indiana 0.292
Pennsylvania 0.481 Kansas 0.280
New Jersey 0.450 Missssppi 0.280
Arkansas 0.445 Alabama 0.278
Michigan 0.433 Colorado 0.276
Digtrict of Columbia 0.429 Utah 0.276
Oregon 0.416 Wyoming 0.274
lllinois 0.406 Maryland 0.273
Deaware 0.404 Kentucky 0.269
Minnesota 0.401 Horida 0.240
Cdifornia 0.391 New Mexico 0.239
Connecticut 0.390 Texas 0.223
Idaho 0.384 Georgia 0.216
lowa 0.374 Arizona 0.214
Montana 0.371 South Dakota 0.211
Hawaii 0.367 New Hampshire 0.203
Mane 0.365 Louisana 0.195
North Carolina 0.350 Oklahoma 0.194
Missouri 0.339 Virginia 0.192

3. Limitations of the Standard Rate

There are two criticisms of usng U (the numerator of the Standard Rate) as a measure of Ul
recipiency. Fird, it undercounts the total number of Ul recipients during a recesson because it
excludes those who received benefits from the Federa-State Extended Benefits and Federa
Emergency Unemployment Compensation programs.  In contrast, a second criticism is that it
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might actualy over count the number of Ul recipients because some regular Ul damants do not
actually receive benefits?*

TU (the denominator of the Standard Rate) has adso been criticized for including some
individuds who might not be in the Ul target population. Subgroups of the unemployed
generdly not served by the Ul system include individuds who have been “job losers’ for more
than 26 weeks, “job leavers’ (e.g., people who quit their jobsleave voluntarily), “new entrants,”
and “reentrants’ into the labor market®® The indusion of these unemployed workers in the
denominator reduces the Ul recipiency rate.

C. Alternative Rates

Researchers have utilized a variety of dternaive Ul recipiency rates to address the limitations of
the Standard Rate. These measures deviate from the Standard Rate by either changing the
definition of the insured unemployed or tota unemployed.

Wandner and Stengle (1996) argue that aternative measures of the Ul recipiency rate can have
different policy implications. They maintan certan recipiency rates are better suited for
paticular policy decisons than others.  They dam the appropriate gpplication of recipiency
rates in different Stuations could improve the Ul policy decison making process as a whole.
Beow, we review three dternative Ul recipiency rates selected for the empirical andysis.

1. Alternative Rates Selected for the Empirical Analysis

Alterndtive rates were sdected based on the methodology used in the empiricd andydss In the
empirical analyss, changes in recipiency rates are analyzed over recessonary periods. Two of
the dternative recipiency rates were sdected to better capture fluctuations in Ul recipiency over
recessonary periods. Because we use the Burtless and Saks (1984) methodology in the
empiricd andyss, a find recipiency rae was included to be consstent with their andyss. The
three dternative rates sdected include the:

All Programs Rate. number of weekly cdams for dl program (regular, extended and
federa) unemployment insurance benefits, as a proportion of al unemployed workers;

Sandard Short-term Rate: number of weekly clams for regular program unemployment
insurance benefits, as a proportion of job losers unemployed less than 27 weeks; and

24 Regular State Ul claimants who are not receiving compensation generally fit into one of three groups: individuals
in areguired one-week waiting period before they begin to receive compensation; individuals who are eventually
denied compensation for non-monetary reasons (e.g., insured workers who leave ajob without good cause); and
claimants who are disqualified from receiving compensation in a particular week for failure to meet certain
requirements such as being able and available for work. Inclusion in one of these three groups in the count of
the insured unemployed tends to inflate the Standard Rate by 10 to 15 percent per year (McMurrer and
Chasanov, 1995).

% Reentrants are individuals who are starting to look for work, have past work experience, but have been out of the
workforce for some period of time. New entrants are individuals who are starting to look for work, but have no
work experience.
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All Programs Job Loser Rate number of weekly cams for dl program (regular, extended
and federal) unemployment insurance benefits, as a proportion of al job losers.

The dternative recipiency rates deviate from the Standard Rate by changing the definition of U,
TUI, or both. Because the All Programs Rate and the All Programs Job Loser Rate include al
Ul program clams, Wandner and Stengle (1996) argue that they are generdly better measures of
Ul coverage during recessionary periods when extended benefit programs are provided. The All
Programs Job Loser Rate differs from the All Programs Rate because it targets a subset of
unemployed workers (i.e, job losers) who would be most likdy to qudify for Ul benefits. The
Standard Short-term Rate only includes regular program clams and the generd “target
population” for the regular state program, job losers unemployed less than 27 weeks. This find
measure was used in the origind Burtless and Saks andyds.  All three dternative rates ae larger
than the Standard Rate because they use either a more expansive definition of Ul cdams and/or a
more restrictive definition of unemployed workers.

We report trends in the standard and three dternative recipiency rates described above during
recessonary periods in the seventies, eighties, and nineties in Exhibit 111.3. From the seventies
to the eghties, dl four recipiency rates declined sharply. The largest reductions are for the All
Prograns Rate and the All Programs Job Loser Rate. These rates declined by more than the
Standard Rate because of the large cutbacks in the extended benefit programs that were
implemented in the early eighties.  From the eghties to the nineties, the Standard Rate increased
dightly. There is not, however, a large change in ether the All Programs or All Programs Job
Loser rates over this period, due to the smal number of extended clams. There would be an
increase in both of these rates if the analyss were extended to periods following March 1992
because of the enactment of the Emergency Unemployment Compensaion (EU3) program.?®
The Standard Short-term Rate follows the same genera pattern as the Standard Rate, though
there is a much sharper drop-off in the Standard Short-teem Rate in the ealy eghties that
corresponds with fewer short term job losers recelving regular program benefits.

26 Based on observed trends from Wandner and Stengle.
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Exhibit 111.3: Alternative Ul Recipiency Rates
from the Seventies Recession to the Nineties Recession
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V. SUMMARY OF PREVIOUS RESEARCH ON FACTORS THAT
INFLUENCE THE Ul RECIPIENCY RATE

A. Overview

We criticdly reviewed severd dudies that andyzed the effect of various policy, economic, and
demographic factors on the decline in the Ul recipiency rate from the seventies to the eghties.
For each sudy, we reviewed the methodologica approach, described the srengths and
wesknesses of each approach, and briefly summarized the results.

There are large differences in the effects attributed to each factor across sudies. There are
severd reasons for these differences.  Firdt, some studies only examined the effect of certan
factors on the Ul recipiency rate and did not examine other potentid factors because of data
limitations. Second, some studies used an incomplete or biased set of varigbles in their empirica
andyss that influenced the interpretation of ther findings. Third, the recipiency rate anayzed
varied across studies.  For example, some studies used the Standard Rate, whereas other studies
used aternative rates to better capture the Ul target population. Finaly, while dmog dl of the
gudies reviewed examined changes in the Ul recipiency rate from the seventies to the eighties,
the garting and ending points used in each sudy varied. Because the rate of change in the
Standard and dterndtive recipiency rates varied over severd periods, some of the findings are
very sengtive to the period of analyss.

In this chapter, we summarize our findings from the previous literature for the effects of various
factors based on our critica literature review. This summay is based on a more detailed
description of the literature presented in Appendix D.

We summarize our literature review based on seven categories of factors?’ Theseindude:
A dedinein unionization;
Changes in the measurement of overdl unemployment from the Current Population Survey
(CPS);
Cost-shifting from gtate Ul programs to other federaly funded programs,
Federd taxation of Ul benefits;

Changes in the compostiona characteristics of unemployed workers, including the decline in
the proportion of jobs in manufacturing, changes in the proportion of unemployed women,
and changes in the age compostion of unemployed workers;

Geographic shiftsin the digtribution of unemployed workers toward less generous states, and

2" These categories are based on the categories originally summarized by The Advisory Council on Unemployment
Compensation (1996)

The Lewin Group, Inc. 13 156059



V. Summary of Previous Research on Factorsthat I nfluencethe Ul Recipiency Rate

Changes in date Ul programs, such as increased earnings requirements, increased offsets of
other income such as penson income, and tougher non-monetary €digibility requirements,
such as a longer duration of disqudification for not seeking work or voluntarily leaving a
previous job.

We independently estimated the effect of these last three factors in the empirica analyss, which
is summarized in the next chapter.

B. Summary of Findings from the Previous Literature on the Effects of Various
Factors Not Included in the Empirical Analysis.

Bdow, we summarize the effects of four factors identified in the previous literature not included
in our empirica analysis because of methodologica and/or data limitations.

1. Decline in unionization

A dedine in unionizetion might have effected Ul recipiency rates because union members are
more likdy to sdisfy Ul digibility reguirements following job separation than nonunion
members (i.e, they are more likely to be lad off and less likely to be fired). In addition, smilar
to manufacturing workers, union members are dso more likely to be better informed than
nonunion members about Ul benefits.

Blank and Card atributed approximatey one-third of the teke-up rates to the decline in
unionization from 1977 to 198628 One limitation of their andyss is that they could not
determine how many unemployed workers were formerly in unions. As an dterndive, they used
the percentage of the working population who were union members. Despite this measurement
problem, there is no reason to believe that their estimate is too large or too smal.

2. Changes in the measurement of overall unemployment from the CPS

Changes in survey methodology in the CPS tha increased the tota number of unemployed
workers identified likely had an effect on the measured decline in the Ul recipiency rate from the
seventies to the eighties. Corson and Nicholson (1988) noted that specific attempts were made to
better represent minority groups over this period. As a result of these changes, the number of
persons in the denominator of the Ul recipiency rate in the eighties increased. Hence, the totd
effect of these improvements would be to decrease the Ul recipiency rate in the eighties reative
to the saventies.

Corson and Nicholson (1988) estimated that these measurement changes accounted for 1.5 to
12.3 percent of the decline in the Ul recipiency rate from the early seventies to the late eighties.
They edimated that, if the 1980 population adjustments had been made, unemployment during
the 1970s would have been 1.58 percent higher during the sample period of their analyss.

2 This was translated by the Advisory Council on Unemployment Compensation (1996) into approximately 25
percent of the decline in the Standard Rate
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3. Cost-shifting from state Ul programs to other federally funded
programs

The Advisory Council on Unemployment Compensation (1996) posted that there was an
incentive to shift potentid Ul clamants onto AFDC and/or Food Stamps because of how state Ul
programs were funded. This incentive arises because regular state Ul programs are dmost
entirdy funded by the dae while the federa government finances anywhere from 50 to 80
percent of state AFDC programs and 100 percent of the Food Stamps program benefit costs.

Vroman (1998) found that this factor had no effect on the Ul recipiency rate decline. Vroman
argued that AFDC recipients were not only digible for Food Stamps, but they dso were digible
for Medicad. He argued that dates could not save money by making this shift because date
Medicad and other welfare program expenditures dwarf those from Ul. Hence, if such cost-
shifting attempts were made, the increased state Medicad costs would swamp the minimd Ul
savings. When Vroman peformed his own empiricd andyss, he found no evidence to support
the cogt- shifting hypothess.

4. Federal taxation of Ul benefits

The Federa taxation of Ul benefits could have contributed to the decline in the Ul recipiency
rate by reducing the overal payoff by applying for benefits. As described in more detail in
Chepter 11, certain Ul benefits were firg taxed in 1979, and by 1986, dl Ul benefits were
subjected to taxation. Hence, relative to the seventies, the retun to aoplying for Ul benefits
since 1979, al dse equd, has diminished because of federa taxation.

Deriving point estimates for the effect of this factor are very difficult because of data limitations,
but saverd studies conclude that it had a negative effect on the Ul recipiency rate. To derive an
adequate point esimate for this factor, data on a pool of potentidly Ul digible individuas would
be necessary from dl fifty states from 1979 (the period prior to the first phase-in of the Federd
taxation) to after 1986 (the period following the find phase-in of Federa taxation).

The best edimate of this effect comes from Anderson and Meyer (1997) who used date
adminidrative data in 9x daes on a pool of potentid Ul digibles to show tha this factor
accounted for approximately 25 percent of the Ul recipiency rate decline from 1979 to 1987.2°
While thar andyds has shortcomings, there is no reason to believe thelr estimate is too large or
gndl. While it is difficult to pinpoint an edimate of this effect, the weight of evidence in the
previous literature indicates that this factor had a negative effect on the Ul recipiency rate®

2 Their original estimates are based on Ul “take-up” rates. The Lewin Group approximately translates this into an
effect on the Standard Rate.

30 Corson and Nicholson (1988) did not directly estimate the effect of federally taxing Ul benefits because of the
lack of detail individual data on earnings, but, based on a series of assumptions, their estimates implied that
approximately 11 to 16 percent of the decline in the Ul recipiency rate could be attributed to the decline in
benefits.
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C. Summary of Findings from the Previous Literature on the Effects of Various
Factors Included in the Empirical Analysis.

Bdow, we summarize the effects of three factors identified in the previous literature that are dso
andyzed in the empiricd andyss. Smilarities and differences between our results and those in
the previous literature are discussed at length in Appendices D and E.

1. Compositional characteristics of unemployed workers

Severd dudies dso andyzed the effects of changing demographic characteristics of unemployed
workers. The mgor compostiond characteristic that has been focused on in severd previous
dudies is the proportion of unemployed workers who were last employed in manufacturing. A
decline in the proportion of unemployed workers from manufacturing jobs could have a negative
effect on the Ul recipiency rate because information about Ul and access to benefits might be
somewhat greater in these jobs®' Corson and Nicholson claim that manufacturing workers are
more likey to qudify for Ul in pat because of the way in which dams from manufacturing
layoffs are often handled. 2

Blank and Card (1991) conclude that changes in compostiona characterigics had a minimd
effect on the Ul recipiency rate decline. After controlling for severd other factors (eg.,
unionization) Blank and Card found that none of the demographic or industrid compostiond
characterigics, including manufecturing had a large negative effect on the Ul teke-up rate
Burtless and Seks (1984) dso found smilar results in ther descriptive and econometric
andysis®®

2. Geographic shifts in the distribution of unemployed workers

If there were large geographic shifts from regions of “high” Ul recipiency to regions of “low” Ul
recipiency, the overdl recipiency rate would fdl.  Specificdly, because the geographic
concentration of unemployed workers from the seventies to the eghties shifted primarily from
the Northeast (“high” recipiency dates) to the South (“low recipiency dates), this shift could
have sgnificantly contributed to the decline in the overdl recipiency rae.

Burtless and Saks found that this factor had a very smdl effect on the Ul recipiency rate decline
They used descriptive dtatistics over severa periods to show that there was only a modest shift in
the geographic digribution of unemployed workers.  While some have found large sgnificant
effects for this factor (Blank and Card, 1991 found that this factor accounted for 50 percent of

31 This occurs because of the way in which claims from manufacturing layoffs are often handled. Because of the
size of layoffsin manufacturing, Ul administrators have used certain mechanisms to ensure a smooth handling of
clams.

32 Ul administrators have used certain mechanisms to ensure a smooth handling of claims because the size of layoffs
in manufacturing tends to be larger.

33 Corson and Nicholson found the largest effect for this factor, though their results are difficult to interpret because
one of the variablesinclude in their econometric analysis (the total unemployment rate) was endogenous with the
dependent variable (the Standard Rate). Another study that found a large effect from the decline in
manufacturing was Baldwin and McHugh (1992). This study, however, excluded important explanatory
variables (state fixed effects) that effected the interpretation of their results.
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the decline in the recipiency rate), we believe these findings are sendtive to the period of the
andyss (see Appendix E for adetalled discussion).

3. Administrative and policy changes in state Ul programs

From the seventies to the eghties there were severd legidative and adminidrative changes in
gate Ul programs that may have reduced Ul recipiency rates. Specificdly, severd states made
legidative and adminidrative changes to tighten digibility requirements that might have had a
ggnificant effect on Ul recipiency retes.

Burtless and Saks (1984) concluded that the effect of these adminigrative and policy changes
reduced the Ul recipiency rate, but they did not formdly esimate the effect of specific factors.
Unfortunately, because there were so many different changes in policies across dates, it is very
difficult to obtain a point estimate for the effect of any specific factor. As mentioned in Chapter
I, dates indituted a wide variety of legidative changes to increase ther trust fund baances,
tighten their digibility requirements, or both from the seventies to the eighties.  Studies that have
atempted to identify the effect specific date policy changes have generdly suffered from
methodological or data limitations. 34

D. Summary of Studies Reviewed

We summarize the mgor dudies reviewed in this section in Exhibit 1V.1. This exhibit

summarizes the findings of the effects of each factor by study. For a more detailed description of
each study, see Appendix D.

34 Baldwin and McHugh (1992) and Government Accounting Office (1993) have estimated the effect of specific
policy changes, such & changes in monetary eligibility requirements, and found significant negative effects.
The estimates from these studies do not necessarily represent the effect of policy changes within a state over
time. Hence, the estimates from these studies can not be used to interpret the effect of state policy changes on the
Ul recipiency rate over time. Blank and Card (1991) also estimated the effect of certain policy changes and
found that these factors had an insignificant effect on the decline in the national recipiency rate. The major
drawback of the Blank and Card analysis, however, was that they only used a very small number of policy
variablesto capture the large number of changes that occurred over the period of their analysis.
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Exhibit IV.1: Summary of Past Studies of the Declining Ul Recipiency Rate®®

Burtless Corson and Blank and Vroman Baldwin GAO (1993) ACUC Anderson
and Saks Nicholson Card (1991) (1991) and (1996) and Meyer
(1984) (1988) McHugh (1997)
(1992)
Summary of Factors
Compositional Insignificant Negative Insignificant Negative Negative Insignificant Insignificant Not
Characteristics Analyzed
(manufacturing only)
Geographic Shiftsin the Insignificant Negative Negative Negative Not analyzed Negative Ambiguous™ Not analyzed
Unemployed
Declinein Unionization Not analyzed Not analyzed Negative Negative Negative Negative Negative Not
Analyzed
Changesin the Not analyzed Negative Not analyzed Not Not analyzed Not analyzed Not analyzed Not analyzed
M easurement of Analyzed
Unemployed used in the
CPS
“Cost Shifting”*’ Not Not Not Not Not Not Negative Not
Analyzed Analyzed Analyzed Analyzed Analyzed Analyzed Analyzed
Federal Taxation of Ul Negative Negative Not Not Not Not Not Negative
Benefits Analyzed Analyzed Analyzed Analyzed Analyzed
Changesin State Ul Negative™ Negative Insignificant Not Negative Negative Negative™ Uncertain®
Programs Analyzed

35 Vroman (1998) performed an independent analysis reviewing the findings by ACUC (1996). Vroman's empirical analysis raised serious questions regarding

ACUC' sfindings on cost-shifting.

38 The ACUC attributes the population shifts to a broader movement of jobs from states with high employer taxes, which includes Ul taxes, to states with low

taxes.

37 Cost Shifting from Ul to AFDC or Food Stamps.
38 Burtless and Saks concluded that state and federal policy changes were having an impact on the declining Ul recipiency rate, but they did not formally control

for any of these factorsin their model.

39 Unlike other studies, ACUC found significant effects of changesin employer taxes.

0 Anderson and Meyer interacted state and calendar dummies that captured changes in State Ul programs across years. The estimated coefficients on these
variables were not included in their tables, however. Hence, it cannot determine theimpacts of state changesto the Ul program.
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V. SUMMARY OF EMPIRICAL ANALYSIS

A. Overview

We examined the effect of three factors on the Standard Rate that were adso examined by
Burtless and Saks for our independent empiricd andyss. Because the effects of the factors
examined varied by the period of andyss, we summarize the results by recessonary periods
from the seventies to the eghties (1975-76 to 1981-83) and from the eghties to the nineties
(1981-83 to 1991-92). The specific factors andyzed are:

Changes in the compostiona characteristics of unemployed workers, including the decline in
the proportion of jobs in manufacturing, changes in the proportion of unemployed women,
and changes in the age compostion of unemployed workers;

Changes in gstate Ul programs, such as increased earnings requirements, increased offsets of
other income, such as penson income, and toughened norrmonetary digibility requirements,
such as a longer duration of disqudification for not seeking work or voluntarily leaving a
previousjob; and

Geographic shiftsin the digtribution of unemployed workers toward less generous states.

We summarize our methodology and findings below.
B. Summary of Methodology

The methodologica approach for the empiricd andyss is dmilar to the gpproach used by
Burtless and Saks (1984) to andyze fluctuations in the Ul recipiency rate from the recessionary
periods in the 1970's and 1980's** It is important to compare similar economic periods because
the Standard Rate is higher during recessonary periods and lower during periods of economic
expandon. Wandner and Stengle (1997) argue thet this fluctuation occurs because the
composition of unemployed workers during a recesson contans a larger percentage of job
losers, the primary target population for Ul benefits.

Our primary findings below are based on results from the replication ad update of the
descriptive and pooled time series andyds from Burtless and Saks.  We firg replicated the
andyss from Burtless and Seks by edimating the effects of various factors that influenced the
Standard Short-term Rate (the base recipiency rate used in ther andyss) from the seventies

“1 Similar to Burtless and Saks, our empirical analysis includes an aggregate time-series analysis, descriptive
analysis, and a pooled time-series analysis. The aggregate analysis provides background information on the
relationship between the Standard Rate and job losers unemployed less than 27 weeks (“short-term job losers’)
from 1976 through 1992. This analysis describes how the relationship between the Standard Rate and short-term
job losers substantially declined since 1980. The descriptive analysis focuses on the effects of compositional and
state distributional changes of unemployed workers effects the Ul recipiency rate. Finally, the pooled time-
series analysis provides more information on how compositional changes in the unemployed, state policy
changes, and other factors affect the Ul recipiency rate.
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recesson (1975-76) to the eighties recesson (1981-83).*2 We then extended their earlier
andyss by testing the effects of additional factors during that period. Next, we updated the
andlyss to include data from the most recent recessionary period in the nineties (1991-92). We
chose the period in the ningties to be consgtent with the periods of risng unemployment rates
sdected by Burtless and Sasks.  Findly, we extended ther andyds by usng dternaive
recipiency rates sdected to measure the performance of the Ul programs during recessonary
periods.

We andyzed the effects of various factors on four Ul recipiency rates®® These are:

Standard Rate: number of weekly dams for regular program unemployment insurance
benefits, as a proportion of al unemployed workers;**

All Programs Rate number of weekly clams for dl program (regular, extended and
federa) unemployment insurance benefits, as a proportion of al unemployed workers;

Standard Short-term Rate: number of weekly dams for regular program unemployment
insurance benefits, as a proportion of job losers unemployed less than 27 weeks, and

All Programs Job Loser Rate: number of weekly cdams for dl program (regular, extended
and federd) unemployment insurance benefits, as a proportion of dl job losers.

C. Data Description

Three sources of data are used for the empiricd anadyss. The firg two data sources include
gpecid microdata extract files produced by the Bureau of Labor Statigics (BLS) from the basic
monthly and March Annua Demographic Current Population Survey (CPS) files. These data are
specifically used to generaie dl daidics for unemployed workers.  The find data source
includes published datigtics from the Unemployment Insurance Service. These data are used to
generate datigtics on different types of Ul clamants over the time period covered by the BLS
CPS extracts. See Appendix E for amore detailed data description.

D. Effects of Various Factors on the Standard Rate®

The Standard Rate declined sharply from the mid-seventies to the early eighties and, despite a
modest increase from the eghties to the ningties it is ill wdl bdow its mid-seventies levd.
Based on tabulations usng Ul cdams and CPS data from March of each year, the average
Standard Rate dropped sharply from 0.56 in the seventies recesson (1975-76) to 0.39 in the

“2 The purpose of the replication is to ensure that the same methods are used.
“3 These rates are summarized in Chapter |11

44 The regular program includes claims from the regular state program, the Unemployment Compensation program
for Federal Employees (UCFE), and the Unemployment Compensation program for Ex-service members (UCX).

> In Appendix E, factors are summarized according to the rate originally used by Burtless and Saks (Standard Short-
term Rate).
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eighties recesson (1981-83).*° The average Standard Rate increased dightly from 0.39 in the
elghties recesson to 0.43 in the nineties recesson (1991-92).

We examined the effect of three factors on the Standard Rate over the three recessonary periods
in our andyss. Because the effects of the factors examined varied by the period of andyss,
below we summarize the results by recessonary periods from the seventies to the eighties (1975
76 to 1981-83) and from the eighties to the nineties (1981-83 to 1991-92).

1. Changes from the Seventies Recession to the Eighties Recession
a) Compositional characteristics of unemployed workers

Our descriptive and econometric findings reaffirm the origind findings by Burtless and Saks
(1984) that compostiond changes had a margind effect on the Standard Rate. The descriptive
trends in the composition of unemployed workers suggests that while there were severa changes
in the demogrgphic compostion of the unemployed, there was not a shap change in the
compogtion in the early eghties that would explan the immediate decline in the Ul recipiency
rate during this period. Some of these changes were indicative of a lower Ul recipiency rate,
such as the dedine in manufacturing, though other changes, such as an increase in mde
unemployed workers, were actudly suggestive of a higher Ul recipiency raie.  The effects of
specific factors, however, are difficult to disentangle because they are rdaed” In our
econometric analyds for this period, we did not find Satidicdly sgnificant effects for any of our
SeX, age, or industry variables.

b). Geographic shiftsin the distribution of unemployed workers

Geographic shifts in the didribution of unemployed workers had a smdl effect on the decline in
the Standard Rate over this period. Based on smulations, this factor accounted for less than five
percent of the decline in the Standard Rate.  These findings aso redffirm the origind findings by
Burtless and Saks.

c) Administrative and policy changesin state Ul programs

We conclude that adminidgrative and policy changes in dae Ul progran might explan a
subgtantial portion of the decline that gppears to be unexplained by other factors, though we were
unable to identify a dgnificant effect for soecific Sate policy vaiades in the econometric
andyss. Our concluson is based on descriptive trends in policy changes in ten mgor dates.
We find that dates indituted a mixture of policies that tightened Ul digibility requirements from
the mid-seventies to the early eighties. In addition, given the date financid presaures, it is likdy
that sates began adminidratively enforcing their policies over this period with different degrees
of intengity.

“8 The average recipiency rate for the seventies recession is equal to the sum of the number of Ul claimantsin March
1975 and March 1976 divided by the sum of the number of unemployed workers in those periods. Similarly, the
average recipiency rate for the eighties recession is equal to the sum of the number of Ul claimants in March
1981, March 1982, and March 1983 divided by the sum of the number of unemployed workers in those periods.

*" For example, men are more likely than women to be in the manufacturing industry.
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The mgor problem in identifying the effect of a gpecific policy change is that daes were
implementing a wide range of policy changes a differing times.  Unfortunately we were unable
to create variables that would @pture such heterogeneous changes in our analysis*®  Further, our
edimates (as wdl as those from the previous literature) could be corrupted if adminidrative
changes effected the way certain legidative policies were enforced.

2. Changes from the Eighties Recession to the Nineties Recession

In comparison to the period from the 1970s to the 1980s, the Standard Rate, as well as the factors
that influence this rate, were much more stable;

a) Compositional characteristics of unemployed workers

Smilar to the previous period, we find that changes in the compostiond characterisics of
unemployed workers explained only a smdl portion of the overdl changes. While there were
generdly smdl changes in the demogrgphic compostion of unemployed workers from the
seventies to the eighties and from the eghties to the nineties, over the entire period (from the
seventies to the nineties) there were some significant changes in the composition of unemployed
workers by age, sex, and industry.  Still, however, the overdl dfects of these changes on the Ul
recipiency rate were relatively smdl. Certain changes that would increase the Standard Rate,
such as the increase in the proportion of men over the age of 25, were offset by other changes
that would decrease the Standard Rate, such as the decline in the proportion of unemployed
workersin manufacturing.

b) Geographic shiftsin the distribution of unemployed workers

Our descriptive andyss of changes in the date digributions of unemployed workers indicates
that this factor explains a dightly larger portion of the reatively smal changes in the Standard
Rate over this period. We find that geographic shifts in the didribution of unemployed workers
accounted for 11 percent of the increase over this period.

c) Administrative and policy changesin state Ul programs

As in the previous period, it was not possble to estimate the magnitude of the effect of date
policy and adminidrative changes, though there was evidence tha some daes tightened
digibility requirements. The number of redtrictive policy changes, however, was generdly much
smaler in comparison to the previous period. As in the previous period, we were unable to
identify the effect of any specific policy change in our pooled time series andyss.

E. Effects of Various Factors on Alternative Ul Recipiency Rates

While there were differences in the trends among the dternative recipiency raes, the effects of
the factors included in our empiricad andyss did not subgtantively change when dternaive Ul
recipiency rates were used. The one minor exception is in the effect of geographic shifts in the
unemployed from the eghties to the nineties. Based on one smulation, geographic shifts in the

“8 We tested most of the policy variables that were used in the previous literature.
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digtribution of job losers unemployed less than 27 weeks accounted for avery large share of the
rdaivdy smdl change in the Standard Short-teem Rate from the eghties to the nineties
recesson (approximately 60 percent). This difference is due to both the rdatively smal change
in the Standard Short-term Rate plus a somewhat more pronounced shift in the date distribution
of short-term job losers in comparison to the digribution of al unemployed workers. Similar to
the results for the Standard Rate, however, this factor explained virtuadly none of the rdaively
large decline in the Standard Short-term Rate from the seventies to the eighties.
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VI. EVALUATION DESIGN OPTIONS

While we were able to examine severd factors that influence the Ul recipiency rate,
methodologica problems and data limitations limit the degree to which a point estimate can be
provided for the effect of any dngle factor. Given these limitations, it is unlikey that further
research on the effect of date policy and adminidrative changes during the early eghties will
yidd usgful information for policy-making purposes. More promising future research avenues
include andyzing the effects of policy differences on current cross-dtate differences in sate Ul
recipiency raes, exploring other factors not included in our empiricd andyss (eg.,
unionization, federd taxation of benefits), and andyzing differences across groups of
unemployed workers by receipt of Ul benefits.

We propose five design options for further study of the Ul recipiency rate:

Cross-state analysis: As noted in Chapter 111, there are currently large cross-date differences
in the Standard Rate. An andyss of whether some of the differences are the result of
differences in cross-date varidion in policies could be explored in a joint quantitative and
quditative andyss. This andyss would focus on identifying the effects of specific policy
differences across sate Ul programs.

Effects of the Decline in Unionization: The effect of the dedine in unionization on the Ul
recipiency rate could be ncluded in future pooled time series modds that are asmilar to those
presented in the empiricd andysis.

Effects of Federal Taxation: A mode could be developed to test the sengtivity of the
origind Anderson and Meyer results to an dternative sample of states and/or to a different
econometric specification of benefit taxation. This modd would address some of the mgor
limitationsin the Anderson and Meyer andysis*®

Individual Level Analysis: This andyss would provide detailed descriptive information on
Ul beneficiaries, as wel as on individuds who are unemployed and not recelving benefits, by
usng detalled data from the Survey of Income and Program Participation (SIPP). The
characterisics of this second group would inform potentid policy options to expand Ul
benefits to more unemployed persons.

Probabilistic Methodology for Calculating Alternative Ul Recipiency Rates. The
purpose of this option is to develop a methodology for better counting the number of
unemployed workers in the Ul target population. A probabilistic approach would be
developed to determine the numbers of job losers, job leavers, and reentrants to be included
in the denominator of the Ul recipiency rate.

A full decription of these design optionsis presented in Appendix F.

9 Individual level administrative data from states on potential Ul eligible individuals would be necessary for this
analysis. Such data might, however, be very difficult to obtain.
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VIIl. APPENDIX A: DETAILED Ul PROGRAM DESCRIPTION

In this chapter, a more detailed description of the Ul program is provided to supplement the
summary presented in Chapter I1LA. A description is provided of Ul coverage requirements,
digibility, and benefits

A. Coverage Requirements

In generd, the mgjority of jobs in the United States are covered by Ul. Ul covered jobs are
defined as those in which an employer pays Ul taxes on a portion of a worker's wages. Almost
98 percent of wage and sdary jobs are included under this definition, though there are some
minor exceptions>® One mgjor group not covered by Ul is sdf-employed workers® Ul does
not currentlg/ cover the <df-employed because it is hard to determine when they ae
unemployed.>?

As shown in Appendix Exhibit A.l, there were severd mgor expansons in the types of
employment covered by the Ul system dince its inception in 1935, Primarily as a result of these
changes, the percentage of wage and sdary workers working in Ul covered employment
increased from roughly 73 percent in 1947 to the present level of amost 98 percent. Over haf of
this increase occurred as a result of the Ul coverage expansions included in the Unemployment
Compensation Amendments of 1976. These expansons rapidly increased the percentage of
wage and salary workers in Ul covered employment from approximately 84 percent in 1972 to
over 96 percent by 1978.>° Burtless and Saks (1984) noted that the mgority of newly covered
workers in this period were from date and locd government and nonprofit jobs. Because these
workers did not appear to experience much unemployment, it is not likely that this increase in
coverage had alarge effect on the number of claimsfor Ul benefits.

B. Eligibility Requirements

To be digble for benefits Ul cdamais mus saisfy monetary and non-monetary digibility
requirements.  The monetary requirements are generaly desgned to limit Ul benefits to those

Ostates may cover certain employment not covered by the Federal Unemployment Tax Act (FUTA), but most,
States have chosen not to expand FUTA coverage significantly. Covered employment for workers is influenced
by the coverage of employers under FUTA, state unemployment tax laws, and requirements under the Social
Security Act. Except for employers of agricultural labor and domestic service, FUTA applies to employers who
paid wages of $1,500 or more in any calendar quarter in a current or immediately preceding calendar year or
who employed at least one worker on at least one day in each of 20 weeks during the current or immediately
preceding calendar year (U.S. Department of Labor, 1998).

®1 Other specific categories of labor service that are generally excluded from Ul coverage by law include certain
agricultural labor and domestic serve, service for relatives, services of patients in hospitals, certain student
interns, certain alien farm workers, certain seasonal camp workers, and railroad workers who have their own
insurance programs.

52 |f self-employed workers become covered, there could be “moral hazard” involved because some self-employed
workers could be enticed to claim benefits for “voluntary unemployment.” Workers who lose their jobs in
“uncovered employment” are not eligible for Ul benefits.

3 Technical Supplement to A Dialogue: Unemployment Insurance and Employment Service Programs. U.S.
Department of Labor, Office of the Secretary, June 23, 1998.
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who had a gtrong labor force attachment prior to their unemployment spell.  The non-monetary
dighility requirements are generdly desgned to limit Ul bendfits to those who are unemployed
primarily through no fault of their own and are currently seeking work. Both monetary and
non-monetary digibility requirements vary by date.

1. Monetary Eligibility Requirements

The monetary qudification requirements for Ul are complex. Across dl dates, there are
minimum employment and earnings requirements that individuds must stisfy to qudify for UL
For those qudified, their earnings in a recent one-year period determine the levd of Ul bendfits
period caled a“base year.” In nearly dl states, to be digible for Ul, a person must:

Have wagesin a base year;

Have earned a certain amount of wages in a cdendar quarter in which they had the highest
wages, often called, “High Quarter Wages’ (HQW);

Meet a “digributional requirement” for earnings over the base year, usudly eanings in a
least two quarters and some minimum amount in the base year; and

Have wages in the base year overdl that exceed an amount which is usudly a multiple of
their HQW or their weekly benefit amount (WBA).

Higoricdly, dtates have changed severd of ther monetary digibility requirements. Some of
these changes reflect expansonary or contractionary policies, whereas others reflect smple
inflation adjusments. The changes made in monetary digibility have varied sgnificantly across
States and over time.

In Appendix Exhibit A2 a summay is provided of the 1998 date monetary digibility
requirements to assess some of the current differences in dae policiess Based on the rules
shown in this exhibit:

All but 6 date programs define the first four of the lagt five completed cdendar quarters as
the “ base year;

Many dates re%uire qualifying wages roughly equivaent to 20 weeks of employment or less
in the base year;>*

Minimums for HQW range from $75 (Rhode Idand) to $2,267 (Florida); and

Total earningsin the base year range from $130 (Hawaii) to $3,400 (FHorida).

>4 For example, because there are 13 weeks in a quarter, 1.5HQW is roughly equivalent to 1.5 times 13 weeks of
wages or about 20 weeks of wages. Similarly, because the WBA is roughly equivalent to half the average
weekly wage, 40 times the wbais roughly equivalent to 20 weeks of wages.

The Lewin Group, Inc. 30 156059



VIII. Appendix A: Detailed Ul Program Description

While there are some large differences in the monetary digibility requirements across dates, a
full time workers (50 weeks, 40 hours a week) earning $6.00 per hour would be monetarily
quaified in dl sates. Further, even if these workers worked only 20 hours per week for a full
year, their HQW would be $1,560 and their base year earnings would be $6,240, which would
qudify them in dl dates except Florida The Ul benefits, however, for those who qudify for the
minimum base year earnings are generdly quite low reative to the average Ul bendfit. For
example, the minimum weekly benefit amount in 1997 ranged from $10 (Louisanad) to $78

(Washington).
1. Non-Monetary Eligibility Requirements
a) Separation issues

If an initid damant is determined to be monearily qudified for Ul benefits the next sep is to
determine if (9he satisfies the non-monetary digibility requirements for separation issues.  The
objective is to determine whether an individud left a job involuntary or was fired for
misconduct.>®  Individuas who leave their jobs because they are fired for misconduct do not
sisfy the non-monetary digibility requirements for UI®® In most cases, a worker who
voluntarily leaves hisher job is not digible for UI.>" Hence, the primary target group for Ul
benefits is “job losers” “Job leavers’ can qudify under specid conditions, but generdly have to
walit longer to receive benefits in most sates.

The Advisory Council on Unemployment Compensation (1996) noted varigtion in procedures
across daes tha could affect the number of individuds who satisfy the non-monetary digibility
requirements for “separation issues”® They found differences in when the information on non-
monetary digibility was provided to clamants (eqg., before or after the intake process), the
number of forms used in the process, and the types of questions asked clamants about the job
(eg., submission of fact vs. a judgement cal on behdf of the clamant). Also, there were large
differences in obtaining information from the employer. For example, in some daes a form is
automatically sent out to employers when a Ul benefit is clamed, wheress in other states it is up
to the employer to contest the clam. These differences dso lead to differences in the number of
date “separation” determinations. In 1994, Advisory Council on Unemployment Compensation
(ACUC) found the rate of separation determinations to initid clams ranged from 9.5 (Alabama)
to 79.1 percent (Nebraska).

%5 During the determination process, information is obtained from employers on the nature of the job separation

%6 Other special disqualifications can apply to school personnel, professional athletes, or individuals with substantial
disqualifying income, such as workers compensation, severance pay, or retirement annuities.

There are some special exceptions for workers who leave their jobs voluntarily “with good cause.” In some State
Ul laws, “good cause” is a general term not necessarily related to lack of work. In these states, personal cause,
such as sexual harassment, illness, or compulsory retirement, can be considered “good cause.” Some examples
are. (1) Arizona and Connecticut do not disqualify an individual for voluntarily leaving a job because of
transportation difficulties; (2) North Carolina does not disqualify an individual for leaving a job because of a
unilateral and permanent reduction in full-time work hours of more than 20 percent or areduction in pay of more
than 15 percent; and (3) Missouri does not disqualify a woman for voluntarily leaving a job because of
pregnancy under certain conditions (U.S. Department of Labor, 1998).

%8 This original analysis appeared in Chasanov (1995).

57
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b) Non-separation Issues

An gpplicant who meets the monetary and non-monetary €digibility requirement can generdly
receive Ul benefits for up to 26 weeks as long as they satisfy certain “non-separation issues’ for
continuing eigibility. In generd, each week that a continued clamant receives a check, they
must be available for work, be able to work, and not refuse suitable work when it is offered.
Able to work generally means physicaly and mentdly able to work. Avallable for work usudly
means ready, willing, and able to work full-ime®™ Some states require that the damant be
avaladle for “suitable work,” usudly defined in relation to the degree of risk to a damant's
hedth, safety, physca fitness, training, experience, prior eanings, duration of unemployment;
prospects for securing work in a customary occupation; and distance of avallable work from the
camant's resdence (U.S. Depatment of Labor, 1998). In addition, a non-separation
determination can be made based on certain types of income. For example, if a continued
clamant is recelving income from other sources, such as pension or Socid Security benefits that
are not reported during theinitid filing, they might be disquaified from receiving UI.

ACUC (1996) dso found differences across states in making determinations for nonseparation
issues®® They found that states often vary on how ongoing dlaims forms are submitted and how
they interpret the information from these forms. They dso found that some dtates enforce nor:
Sseparation issues more drictly than others.  For example, some states randomly audit employer
contacts and have drict pendties for missng gppointments with Ul d&ff (eg., they lose thar
benefits), while other dates have no or minima contact with employer contacts and much less
severe pendties for missing Ul appointment meetings.

The differences in “separdion” and “non-separation” determinations affect the percent of Ul
benefits denied across states. ACUC found that while there were some small differences in the
percentage of determinations resulting in denid across dates, there are much larger differences
across daes in the absolute number of determinations. As a result of these differences, Corson,
Hershey, Kerachsky (1986) noted that the number of denids in a state is more dependent on the
number of deaeminaions in the date than it is on the specfic reationship between
determinations and denias.

States that closdly monitor ther digibility requirements and inditute drict pendties for
fraudulent clams could discourage some initid or continued damants from applying for
bendfits.  All dse equd, dates that continuoudy monitor their Ul programs for separation and
non-separation issues should have relatively lower Ul recipiency rates.

C. Weekly Benefits and Duration

In generd, weekly benefit amounts for Ul generdly replace between 50 and 70 percent of the
individud’s average weekly (pretax) wage up to some maximum amount. This replacement rate
might be mideading, however, because dmost 45 percent of Ul cdamants qudify for the

%9 Registering at a public employment office s often interpreted as evidence of availability for work.

€ |nformation on “non-separation issues” is gathered from four types of information: the intake form; ongoing
claims forms (contains information on job search); Legibility Review Program; and claimants responses to
referrals and job offers generated by the Employment Service.
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maximum weekly benefit amounts (Anderson and Meyer, 1997). The average weekly wage used
in this cdculation is generdly from the HQW quater in the base year. The minimum and
maximum weekly benefit amounts vary by state.*

The maximum duration for Ul benefits can be extended during periods of high date
unemployment.  During such periods, the permanent Federd-State Extended Benefits program
can provide an additional 13 weeks of benefits. The total nationa maximum duration of benefits
is 39 weeks, °

D. Exhibits
Appendix Exhibit A.1:
Major Ul Coverage Expansions®?
Year Workers Covered by Expansion
1935 - Employees of private businesses employing 8 or more workers.
1944 - Veterans (First temporary Ul program for veterans).
1952 - Veterans (Second temporary Ul program for veterans).
1954 - Employees of private businesses employing 4 or more workers.
1954 - Former Federd Employees (UCFE).
1958 . BEx-service members (Established UCX as a permanent
program).
1970 - Employees of private businesses employing 1 or more workers,

Employees of certain nonprofit and state and loca government

entities and
- U.S. cditizensworking outsde the U.S. for American firms.
1976 - Employees of nonprofit (excluding redigious organizations) and
date and loca government entities,

Employees of agriculturd employers with 10 or more
employees during 20 weeks of the year or a $20,000 payroll in
agiven quarter; and

Domestic service workers earning more than $1,000 per year.

61 See U.S. Congress, House of Representatives, (1998) for more details.

%2 An additional 7 weeks is available under a new optional trigger enacted in 1992, but only 7 states have adopted
this trigger. Temporary emergency unemployment compensation (EUC) programs have been instituted in the
past during economic downturns. The most recent EUC operated from November 1991 through April 1994,
This program provided either 7 to 13 additional weeks of benefits. A State offering this temporary program
could not have offered the extended benefits simultaneously.

83 Technical Supplement to A Dialogue: Unemployment Insurance and Employment Service Programs. U.S.
Department of Labor, Office of the Secretary, June 23, 1998.
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Appendix Exhibit A.2: Ul Base Year and Qualifying Wage Requirements

Base Qualifying Minimum Minimum Wages
State Y ear Wages Wagesin High in Base Year (%)
Quarter ($)
Alabama X 1.5 HQW 1,068 2,136
Alaska X Hat - 1,000
Arizona X 1.5 HQW 1,000 1,500
Arkansas X 27 x wba 675 1,350
Cdifornia A 1.25 HQW 900 1,125
Colorado X 40 x wba - 1,000
Connecticut X 40 x wbha - 600
Delaware X 36 x wha 966 -
Didrict of X 1.5 HQW 1,300 1,950
Columbia
Florida X 1.5 HQW 2,267 3,400
Georgia X 1-150% HQW 936 1,872
Hawai X 26 x wbha - 130
Idaho X 1.25 HQW 1,144 1,430
lllinois X Hat - 1,600
Indiana X 1.25 HQW 825 2,750
lowa X 1.25 HQW 820 1,230
Kansas X 30 x wha - 2,100
Kentucky X 1.5 HQW 750 1,500
Louigana X 1.5 HQW 800 1,200
Mane X Hat - 3,120
Maryland X 1.5 HQW 576 900
Massachusetts B 30 x wba - 2,000
Michigan C G - 2,020
Minnesota X 1.25 HQW 1,000 1,250
Mississppi X 40 x wba 780 1,200
Missouri X 1.5 HQW 1,000 1,500
Montana X 1.5 HQW - 1,440
Nebraska D Hat 400 1,200
Nevada X 1.5 HQW 400 600
New Hampshire E Hat - 2,800
New Jersey X H - 2,020
New Mexico X 1.25 HQW 1,144 1,430
New York F I - 1,600
North Carolina X J 837 2,904
North Dakota X 1.5 HQW 1,118 2,795
Ohio X K - 2,640
Oklahoma X 1.5 HQW 1,000 1,500
Oregon X 1.5 HQW 666 1,000
Pennsylvania X 371040 x wba 800 1,320
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Appendix Exhibit A.2: Ul Base Year and Qualifying Wage Requirements

Base Qualifying Minimum Minimum Wages
State Y ear Wages Wagesin High in Base Year ($)
Quarter (%)

Puerto Rico X 40 x wba 75 280
Rhode Idand X 1.5HQW 1,030 2,060
South Carolina X 1.5 HQW 540 900
South Dakota X L 728 1,288
Tennessee X 40 x whba 780 1,560
Texas X 37 x wha - 1,720
Utah X 15 HQW 450 1,800
Vermont X M 1231 1,723
Virginia X 50 x wba 1,500 3,000
Virgin Idands X 1.5 HQW 858 1,287
Washington X 680 hours - -
West Virginia X Flat - 2,200
Wisconain X 30 x wba 1,325 1,590
Wyoming X 1.25 HQW 1,.000 1,750

Key:

X means the base year isthe first four of the last five completed calendar quarters.

HQW  means high quarter wages.

Wba  meansweekly benefit amount.

A means the base year is the four quarters ending 4 to 7 calendar months before the base year.

B means base year may be the last 4 quarters if individual fails to meet qualifying wage requirements. B also
means base year may be lengthened up to 52 weeks if claimant received compensation for temporary total
disability under aworker’s compensation law for more than 7 weeks in the base year.

C means base year is 52 weeks preceding the beginning of individual’ s benefit year.

D means base year islast 4 quarters, but it can be changed to X by regulation.

E means base year isthe calendar year for all claimants.

F means base year is extended by number of weeks individual received workers compensation benefits or any
benefits paid under the volunteer firefighters benefit law up to 6 months.

G means at least 20 weeks of employment in which claimant earned 30 times the state minimum wage.

H means 20 percent of the state average weekly wage or 20 times the state minimum wage.

I means with minimum average weekly wage the geater of 21 times the minimum wage in effect on
February 4, 1991, or $80.

J means 6 times the state average weekly wage.

K means 20 weeks of employment with wages of at least 27.5 percent of the state average weekly wage.

L means 20 times the weekly benefit outside the quarter with the highest wages.

M means $1,231 in aquarter and base year wages of at least 40 percent of the total HQW.

SOURCE: U.S. Department of Labor, 1998. (Dataare as of January 4, 1998)
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IX. APPENDIX B: SIGNIFICANT CHANGES IN FEDERAL AND STATE
UNEMPLOYMENT INSURANCE LAWS

A. Overview

In this chapter, a detailed description is provided of severd of the federd and Sate legidative Ul
changes. This description supports the brief summaries provided in Chapter 1. For the federa
legidative changes, a detailled description is provided for the programs that extend Ul benefits
and for Ul benefit digibility changes. For the state changes, a detailed description is provided of
Ul legidative changesin ten Sates that are included in the empirica andyss.

B. Federal Legislative Changes

1. Federal Extension of Ul Benefits

There have been severd extensons of Ul benefits dnce the inception of the Ul program
(Appendix Exhibit B 1). In 1970, federd legidation permanently established the Federd-State
Extended Benefits (EB) program, which provides up to 20 additiond weeks of benfits,
depending on the program trigger adopted by the state.  Program triggers may include the sae's
insured unemployment rate (IUR) or the totd unemployment rate (TUR). Federd funds pay half
of the cost of these extended benefits. Ul recipients who had exhausted their regular benefits
could receive EB if the nationa seasondly adjusted IUR reached at least 4.5 percent for 3
consecutive months or if ther date's IUR averaged at least 4 percent for the 13 consecutive
weeks and was at least 120 percent higher than the average IUR for the corresponding weeks in
the preceding 2 years. Ul recipients could receive 50 percent of their regular benefits for up to
13 weeks.®*

There was a serious cutback in EB benefits in 1982 when benefit triggers for the program were
tightened. Before 1981, the trigger definition for IUR excluded EB recipients from the
numerator. After 1981, however, IUR included both EB and regular Ul clamants, thereby
effectively decreasing the IUR in each dae. In addition to the changes in the trigger formula,
there were severd technical changes in the federd law that required states to deny benefits based
on cetan non-monetary digibility requirements. Since 1982, EB benefits have been avalable
only in states in which the IUR exceeds 5 percent. As a result of these changes, a much smaler
number of states offered EB following 1981.

In addition to the EB program, Congress has authorized the establishment of three emergency
unemployment compensation programs since 1975. the Federd Supplementd Benefits (FSB)
program, the Federal Supplementa Compensation (FSC) program, and the Federa Emergency
Unemployment Compensation (EUC) program. All three of these programs were funded entirely
by the federd government. The FSB was authorized in response to the 1975-76 recession and
provided benefits to Ul recipients who exhausted their regular and EB benefits for up to 13
weeks. The Tax Reduction Act of 1975 extended the possible FSB benefits for up to 26 weeks.
Sates were generdly digible for FSB if they met the EB digibility requirements. The FSC was

64 Duration could not exceed 39 weeks.
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enacted in 1982 and provided benefits to Ul recipients who had exhausted their regular and
extended benefits on or after June 1, 1982 for up to 6 to 10 weeks. FSC provided Ul recipients
the same weekly sums as under the regular Federd-State Ul program. The FSC was extended
and modified severd times to include additiona weeks of benefits, which in some modifications,
were only 75 percent of the regular FSC benefits®® Findly, the EUC program was enacted in
November 1991 to provide temporary emergency benefits to Ul recipients whose regular Ul
benefits expired on or dter March 1, 1991. The EUC provided up to 20 weeks of benefits to Ul
recipients in states with an adjusted IUR of at least 5 percent or a 6month average IUR of a
least 9 percent. Beneficiaries in other States recaved 12 weeks of benefits. While operationd,
the EUC superseded and replaced the EB program from 1992 to 1994. This program was
extended in February 1992 in al atesto provide benefits for up to 13 additional weeks.

2. Ul Benefit Eligibility

Federd law requires that an unemployed worker must be physically and mentdly able to work as
well as avalable to accept an offer of work to be Ul digible States have the flexibility and
authority to establish their own monetary and non-monetary digibility requirements  As a result,
digibility requirements vary across dates. In a few indances, the federd government has
edablished its own digibility requirements that superceded date rules. In some cases these
requirements expanded digibility, whereas in other cases digibility was redtricted.  Appendix
Exhibit B.2 summarizes key federd Ul digibility provisons.

C. State Legislative Changes

In Appendix Exhibit B.3, we present a summary of sgnificant changes in gate Unemployment
Insurance laws for the ten mgor dates that are individudly identified in the empiricd andyss
These dates include Cdifornia, Forida, lllinois, Indiana, New Jersey, New York, North
Cardling, Ohio, Pennsylvania, and Texas. The information in this exhibit is based on a summary
produced in the annud “Sgnificat Unemployment Insurance Changes’ review published in the
Monthly Labor Review from 1974 to 1993.°° To correspond with the descriptive andysis, State
policy changes are summarized over two periods, from 1974 to 1983 and from 1984 to 1992.

The purpose of this review is to identify state policy changes tha could have affected the U
recipiency rete.

From 1974 to 1983, there were several changes in FHorida, Illinois, Indiana, New Jersey, North
Cadlina, and Texas Ul laws that tightened digibility standards. Horida tightened qudification
dandards in specific professons (eg. school personnel), lengthened the disqudification period
for certain actions, and counted periodic payments based on previous work of the individud.
lllinois increesed base qudifying wages and adopted more redrictive ability to work
requirements. Indiana, New Jersey, North Carolina, and Texas created more dSringent
disgudification reguirements (eg. lengthening the disqudification period, rasng qudifying
wages). These digibility changes should decrease the pool of Ul digibles  Further, these
changes could discourage those who are potentidly eigible from applying for benefits.

% The FSC expired in June 1985.
% The US Department of Labor’s Office of Research, Legislation, and Program Policies publishes this document.
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While the mgority of the dates reviewed over this period passed laws that indicated a generd
tightening of sandards, Cdifornia, New York, and Pennsylvania had reatively minor changes in
Ul laws and, in some cases, might have actudly loosened standards. Cdifornia and Pennsylvania
generdly adopted more lenient policies where duration of payments was lengthened and waiting
periods were shortened. The officid digibility changes reported for New York during this period
were rdatively negligible  The digibility changes in these daes should have rddivey no effect
on the Ul recipiency rate and, in some cases, might actualy increase the number of clamants.

In addition to the digibility changes during this period, states aso passed a number of other
policies that could indirectly effect the Ul recipiency rate. Cdifornia, Illinois New Jersey, and
Pennsylvania implemented policies that effectively increased the employer Ul taxable wage
base. While these changes should increase the baances in state Ul trust funds and, hence,
increase the amount of dtate Ul funds avaladle, an increase in the employer tax rate might adso
increase the rate a which employers review Ul cams of former employees. Therefore, the
effect of this change in policy is unclear. Cdifornia, North Caroling, and Ohio dso augmented
the pendties for fraud by Ul cdaimants. The pendty for fraud should decrease Ul participation
by non-€ligibles and might, in some cases, discourage potentia digibles from applying.

In generd, from 1984 to 1992, daes either indituted dricter eigibility policies or made few
changes to ther dsate Ul laws. Florida, Indiana, North Caroling, and Ohio adopted more
restrictive  digibility polides ®’ Florida mandated that an individud disqudified from regular
benefits for the three mgor causes may not receive extended benefits, even after the
disqudification period ends, unless such period terminated because the individua earned wages
as an employee. North Carolina further cut back the weekly and tota extended benefit amounts
and indituted tougher disqudification standards regarding reduction in work. Ohio required
more work hours, higher earnings, and longer disgudification periods for benefit digibility.
Indiana raised qudifying wages as wdl as adopted more redrictive qudification standards for
those who switched jobs. In generd, Cdifornia, lllinois, New Jersey, New York, and
Pennsylvania did not inditute any mgor policy over this period that would redtrict benefits, and
in some cases increased Ul digibility for certain groups.  Horida, Indiana, New York, North
Cadlina, Ohio, and Texas implemented policies that effectively expanded ther taxable wage
base, and Cdiforniaingituted more pendties for fraudulent clams.

The trends in the ten date policies reviewed are very smilar to that reported in GAO (1993).
All ten dates reviewed from 1974 to 1992, indituted policies that would help increase ther trust
fund baances by either contracting digibility and/or expanding the employer taxable wage base.
Seven dates (Florida, Illinois, Indiana, New Jersey, North Caroling, and Ohio) indituted policies
that seemingly tightened digibility over this peiod.  Two of the dates tha did not inditute
tighter digibility requirements, Cdiforniaand Ohio, increased the pendty for fraudulent clams.

57 New York established a three-year demonstration project to claimants in approved training to receive additional
benefits, but increased the qualifying wage.
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Appendix Exhibit B.1
Federal Extensions of Ul Benefits®®

Y ear Extensions
1958 — 59 - Temporary Unemployment Compensation
- 13 additiona weeks
. dates were loaned money to pay benefits; repaid through a
FUTA increase
1961 - 62 - Temporary Extended Unemployment Compensation
- 13 additiona weeks
- 100% Federaly funded; paid for by increased FUTA tax
1970 - - Extended Benfits (EB)

present - A 1996 bill had EB init, but EB was not enacted until 1970
- Used State Insured Unemployment Rate (IUR) and, until
1980, Nationa Trigger
- Optiond Totd Unemployment Rate (TUR) sinceearly ‘90's
- Funded by 50% State and 50% Federa (FUTA) dollars
1972 -73 - Emergency Unemployment Compensation Act of 1971
- 13 weeksif EB was exhausted

- 100% Federdly (FUTA) funded
1975-78 - Specid Unemployment Assistance
- For people who had no benefit rights
Before coverage of state and locd governments
- Funded with Federd Generd Revenue
1975-78 - Federd Supplementad Benefits
- Additiona 13/26 weeks for EB exhaustees
- 100% Federdly funded from FUTA and Gererd Revenue
1982 - 86 - Federd Supplemental Compensation
- Additiona weeks of benefits
Used atiered IUR to establish duration
- 100% Federaly funded with Generad Revenue
1992 -94 . Emergency Unemployment Compensation
- Upto 33 weeks
Used IUR and TUR triggers
100% Federdly funded from FUTA and Generd Revenue

%8 Technical Supplement to A Dialogue: Unemployment Insurance and Employment Service Programs. U.S.
Department of Labor, Office of the Secretary, June 23, 1998.
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Appendix Exhibit B.2
Key Federal Ul Eligibility Provisions®®

Y ear Eligibility Provisons

1935

UC cannot be denied because of union status and conditions of work

1970 Employment Security Amendments of 1970

Between terms denid for teachers

Double dip — prohibits 2 benefit years based on 1 period of
employment

Equa trestment for interstate claimants

- Combined-wage clams sysem
- Approved training
- Cannot totaly reduce benefits except as specified (e.g. misconduct,

fraud)

1976 Employment Security Amendments of 1976

Pregnancy disqudification prohibited

- Athletes between season
- Aliens— use of base period services

Pension deduction

1980 Omnibus Budget Reconciliation Act of 1980
. Sugtained and systematic search for work for EB digibility
. Work regudification required for EB

1981 Omnibus Budget Reconciliation Act of 1981
- 20 weeks of work or equivaent to quaify for EB
1992 Emer gency Unemployment Compensation Act of 1992

- Suspension of 1980 and 1981 EB requirements for duration of this

emergency program

% Technical Supplement to A Dialogue:

Department of Labor, Office of the Secretary, June 23, 1998.

Unemployment Insurance and Employment Service Programs. U.S.
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Appendix Exhibit B.3: Significant Changesin Ten State Ul Laws from 1974 to 1992

Year ~ California

1974 - Earnings disregards increased from $12 to $18. Disability payments were no longer considered
wages in computing an individual’ s entitlement to benefits.

1975 - Increased maximum weekly benefit from $90 to $104.

- Increased taxable wage base from $4,200 to $6,000 or $7,000. Maximum tax rate increased

from 4.1% to 4.9%.

1976 - Repealed the provision denying benefits to an individual who leaves work to accompany a
spouse to a place from which isit impractical to commute.

1978 - Claimants who had a death in the family would not be deemed ineligible for coverageif the

death occurred outside the state in which the claimant resided.

A voluntary special work-sharing program would be established where persons would be
eligible for shared-work unemployment benefitsif their hours of days of work had been
decreased as part of a plan to reduce employment and share the work.

1979 - Changed the time for which temporary disability insurance benefits could be paid on account
of pregnancy from a period of 3 weeks before and 3 weeks after child birth to any 6-week
period during the pregnancy.

1982 - Increased maximum weekly benefit amount from $136 to $166.
- Provided employment assessment, job search assistance, and placement services.

Addition 26 weeks of benefitsif anindividual had been laid off asaresult of plant closure or
reduction of employment at the workplace.

Change in taxable wage base to $7,000.

Frauds were punished by imprisonment in jail for at least 1 year or by afine of not more than
$5,000.

Change in qualification requirements for students.

Leaving ajob to accompany a spouse to a place constituted good cause.

Frauds were punished by imprisonment for at least 1 year or by afine.

1983 - Extended shared-work benefits program until 12/31/1986.

1984 - Decrease in fund requirements for the most and least favorabl e schedul e effective on 1/1/1985.

1985 - Deleted option allowing specified public entities to finance benefits through a special
contribution system.

1986 - Anindividual who was fired from ajob or who voluntarily quit due to alcoholism may

reestablish eligibility for extended benefits after s/he has earned remuneration equal to or in
excess of 5 times the weekly benefit amount.

The penalty for fraud against the Ul system was changed from a misdemeanor conviction to
imprisonment for ayear or afine of up to $20,000, or both.

1987 - Extension of the retraining benefits program until 1/1/1993.
52-week disqualification period for misrepresentation to obtain benefits no longer applied.
1988 - Thelaw was amended to specify certain criteriato be used for verifying the eligibility for
benefits of certain alien workers.
1989 - A seventh contribution rate schedul e was added which changed the range of rates in the most

favorable schedule up to 0.1% to 5.4%.

Increased minimum weekly benefit amount from $30 to $40.

Increased maximum weekly benefit amount to $210 on 1/1/1991 to $230 in 1/1/1992.

Change in procedures concerning aliens who have applied for temporary resident status under
IRCA 1986 and whose unemployment benefits were at issue.

1990 - Required collection of the 0.1% employment training tax through calendar year 1993 only.
Might suspend the requirement of a 1-week waiting period before which benefits could be paid.

1991 - Anindividual would be eligible for an additional 26 weeks of benefitsif the claim wasfiled on
or before 7/31/1992.

1992 - The Governor may suspend the payment of state extended benefits and Federal-State extended
benefitsif individuals were eligible for the Federal emergency unemployment compensation
benefits.
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Appendix Exhibit B.3: Significant Changesin Ten State Ul Laws from 1974 to 1992

(Continued)
Year  Florida
1974 - Maximum weekly benefits were increased from $65 to $70.
- A specific provision restricting benefits for pregnant women was replaced.
1975 - Increased maximum weekly benefit amount from $74 to $82.
1977 - Suitable work was defined asany job that paid the minimum wage and was 120% or more of

theindividuals' weekly benefit amount after the individual had received 25 weeks of benefits.
Changein qualification standards for school personnel.

1979 - Increased weekly benefits from $82 to $95.
- Limited maximum tax rate to .1% ayear and employers had to pay at least $100 in base-period
wages.
Changein the length of disqualification period, and disqualification was added for discharges
for gross misconduct if the worker was terminated for violation of a criminal law punishable
by imprisonment, or for any dishonest act.

1980 - Increased maximum weekly benefit from $95 to $105.

- Provided that if an employee was terminated during a probationary period (up to 60 days), any
benefits received as aresult of that employment during this period would be non-charged
(expect of seasonal employers).

Considered periodic benefit payments based on previous work of the individual in addition to
SSA or adisability program as retirement income, and would be deductible from the weekly
benefit amount.

1981 - Increased maximum weekly benefit amount to $125.

Anindividual would be disqualified for any week if unemployment was due to a suspension for
misconduct connected with work, or did the individual voluntarily initiate aleave of absence.

1982 - Exclusion of aliens performing agricultural labor was extended to 1/1/1984.
1983 - Increased maximum weekly benefit amount from $125 to $150.

Distance to work due to change of residence constituted good cause for refusal of suitable

work.
1984 - Reduction in the period needed to qualify for experience rating.
- Increase in maximum contribution rate to 5.4%.

1985 - Increased weekly benefit amount from $150 to $175.
1987 - Increase maximum weekly benefit amount from $175 to $200.
1988 - Anindividual disqualified from regular benefits for the three major causes may not receive

extended benefits, even after the disqualification period ends, unless such period terminated
because the individual earned wages as an employee.

1989 - Thetemporary short-time compensation program was made permanent.

1990 - Increased maximum weekly benefit from $200 to $225.
- For 7/1to 12/1, anindividual could qualify for 10 weeks of benefitsif the individua had
earned wages equal to 10 times his/her average weekly wage of not less than $20.

1991 - Violation of “disclosure of information” provisionswould be guilty of a misdemeanor of the
second degree.
1992 - Increase in maximum weekly benefit amount from $225 to $250.

Earnings disregard was changed to 8 times the Federal hourly minimum wage.

Establishment of the Training Investment Program, atemporary statewide pilot program to
extend up to 26 weeks of additional benefitsto dislocated workers.
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Year
1975

Illinois

Appendix Exhibit B.3: Significant Changesin Ten State Ul Lawsfrom 1974 to 1992

(Continued)

Maximum weekly benefit amount was increased twice during the year.

Increased minimum qualifying wage requirement.

Computation of benefits below the maximum was changed from aweighted schedul e to 50 of the
claimant’ s average weekly wage.

Maximum potential duration was changed from avariable formularelating to individuals' past
earningsto auniform 26 weeksfor all claimants who meet the qualifying requirement.

1980

Minimum weekly benefit amount was changed from $15 to 15% of the statewide average weekly
wage.

Earnings disregarded in the computation of partial benefits changed from wages in excess of $7 to
those in excess of 50% of weekly benefit amount.

“Voluntary leaving” was redefined to provide that such quit may be attributable to the employer
except in specified cases.

Availability for work reguirement was tightened to provide that an employer must only give reasons
why an employee may not be available for work.

1981

Increased minimum base-period qualifying wages from $1,400 to $1,600.

Change in definition of base period.

Voluntary leaving disqualification would not apply if the individual was physically unabletowork or
left work for specified reasons, including caring for a spouse, child, or parent who was in poor
physical health.

The requirement for purging disqualification for the three major causes was changed from an
aternative of weeks of work or earnings, or weeks of otherwise compensable unemployment to a
requirement that the individual have earningsin covered employment of not less than his current
weekly benefit amount in each of 4 calendar weeks.

The recoupment period following afinding of eligibility during which benefits were erroneously paid
was extended from 1 to 3 years.

Increase in taxable wage base from $6,500 to $7,000.

Adjustmentsin the employer contribution rates.

Anindividual could not be disqualified if ajob offered by an employing unit was atransfer to other
work and the acceptance would separate an individual currently performing the work.
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Year
1982

Appendix Exhibit B.3: Significant Changesin Ten State Ul Laws from 1974 to 1992

(Continued)

Illinois

For weeks 4/24/1983- 7/7/1986: weekly benefits computed as 48% of the claimant’ s average weekly
wage up to 48% of the state average weekly wage.

For benefit years 2/24/1983- 1/1/1984, statewide average weekly wage would be $321; and the
number went up to $335 from 2/1/1984- 6/30/1986.

Maximum weekly benefit payable to claimants with and without dependents would be limited to$14
and $161 respectively.

1985

The taxable wage based would be $8,500 for all of calendar year 1986.

Extension of the requirement that an individual’ s weekly benefit amount be computed as 48% of his/
her average weekly wage until 1/3/1987.

1986

Extension of the taxable wage base of $8,500 until 1/1988 and then reverting to $7,000 thereafter.

L egiglation extended minimum and maximum contribution rates through calendar year 1987.

Extension of the requirement that an individual’ s weekly benefit amount be computed an 48% of
his/her average weekly wage and the formulafor computing dependents’ allowancestill January
1988.

1987

The taxable wage base for calendar years 1988 through 1992 would be $9,000, and $8,500 starting
1/2/1993.

For period 1/3/1988 to 1/1/1993, aweekly benefit amount would be computed as 49% of the
claimant’ s average weekly wage, up to 49% of the state average weekly wage.

1988

Repealed the 1.0% contribution tax for local government entities that el ected not to make paymentsin
lieu of contributions.

1989

Benefits paid would be charged to the last employer from whom the claimant earned wages.

1990

Changein employer contribution rate.
For calendar year 1991, dependents’ allowances for a non-working spouse would be 8.3% of the
claimant’s prior average weekly wage, not to exceed 57.3% of the state average weekly wage.

1992

Extension of the $9,000 taxabl e wage base through calendar year 1996, and then increasing to
$10,000 for 1997.

Computation of weekly benefit amount was changed to 49.5% of the claimant’ s average weekly wage,
up to 49.5% of the state average weekly wage.
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Appendix Exhibit B.3: Significant Changesin Ten State Ul Laws from 1974 to 1992

Y ear
1974

(Continued)

Indiana

Increased minimum weekly benefits from $50 to $60.

M ore stringent qualifying requirement.

Increased some of the disqualification periods:. periods following voluntary leaving without
good cause; periods following a discharge due to a misconduct, and for refusal of suitable
work without good cause.

1976

Increased the Maximum basic weekly benefit amount from $60 to $69 and the maximum for
claimants with dependents from $100 to $115.

Increased the minimum weekly amount from $30 to $35.

Increased the limitation on quarterly wage credits from $2,600 to $3,000.

1979

Denial of benefitsto temporary employees of the General Assembly.

1980

Increased maximum weekly benefit amount.

Increased minimum weekly benefit amount.

Qualifying requirements were raised to $900 in the last two quarters of the base period and
total wages of at least $1,500 throughout the 4 quarters of the base period.

Change in disqualification requirements.

1981

Exclusion of individuals performing servicesin awork-relief or work-training program.

Pension offset provision was amended to add that Old Age, Survivors Insurance benefits would
be considered payments under a plan of an employer maintained or contributed to by a
chargeable employer.

Disqualification for failure to apply for or to accept suitable work under the regular program
was changed.

1982

Change in fund balance required for determining the range of ratesfor the least favorable rate
schedule.

Repeal ed requirement that denied benefits to temporary employees of the general assembly.

1983

Addition of aseasonal employment provision to the law.

The base period for individuals who had received workers' compensation for 52 weeks or less
(who were unqualified) was extended to up to 4 quarters preceding the last day the individual
was able to work.

1984

All weekly benefit amount would be computed to the lower dollar.

1985

Increase in the standard rate for employer contributions to the Ul fund.

Increase in the maximum rate for the most and least favorable schedul es.

The limitation on wage credits used in computing duration of benefits increase from $3926 to
$4186.

Increase in maximum weekly benefit amount.

1987

The definition of dependent was amended to include a person who as less than 23 years old
(formerly 18) and was enrolled in and regularly attending school.

1990

Change in disqualification standards so that an individual would be disqualified if s/he left
employment to accept previously secured full-time work with an employer located within the
individual’s labor market.

1991

Anindividual must earn wages of 1 to 1-1/4 times the high-quarter earningsin his or her base
period, $1,500 in the last two quarters, and $2,500 in total base-period wages.

Weekly benefit amount would be computed as 5% of thefirst $1,000 in high-quarter wages and
4% of the remaining high quarter wages.

Increase in the minimum weekly benefit amount, ranging from $116 to $171.

Increase in the maximum weekly benefit amount, ranging from $140 to $192.
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Appendix Exhibit B.3: Significant Changesin Ten State Ul Laws from 1974 to 1992
(Continued)

Year  New Jersey

1974 - Increased minimum weekly benefits from $10 to $20 and maximum number of weeks of
benefits was limited to ¥ the number of weeks of employment during the previous year.

More stringent qualifying requirement: weeks if employment needed to qualify wasincreased
from 17 to 20 weeks and the earnings needed to constitute a“week” was increased from $15
to $30.

Increased taxable wage base.

Maximum employer contribution rate was increased to 6.2% and the maximum employee
contribution was raised from 0.25% to 0.5%.

1975 - Requested federal loans to pay benefits.

1976 - Increased the amount of weekly earnings an individual may have with a single employer and
still have benefits computed under the special procedure for claimants with concurrent
employment.

1978 - Increased weekly benefit rate from Y2 to 2/3 of the claimant’ s average wage.

Decreased maximum weekly benefit rate from 2/3 to %% of the state’ s average weekly wage.

1980 - A pension offset provision was adopted.

1983 - Computation of weekly benefit amount was changed to 60% of the individual’ s weekly wage,

up to 56-2/3% of the state’ s average.

Experience-rated employers contribution rate would be increased by a 10%-factor effective
7/1/1984.

The amount of earnings needed to purge a disqualification for voluntary leaving was changed
from 4 times the weekly benefit amount to 14 weeks of employment and earningsto 6 times
the benefit amount.

Added duration disqualification for gross misconduct or criminal acts in connection with work.

1987 - Anindividual must earn at |east 6 times the weekly benefit amount and have 4 weeks of
employment since the beginning of the preceding benefit year in order to qualify for benefits
in a secondary benefit year.

1991 - Enacted an emergency unemployment benefits program that would pay 25% of the amount of a
regular week’ s benefits until 3/28/1992.

1992 - Decreasein the contribution rate for employers that made payments to the fund by 0.1% from
1/1/1993 to 12/31/1993.

Didocated workers who were permanently laid off, who were unlikely to return to previous
work, were eligible for 26 weeks of temporary additional benefits.
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Appendix Exhibit B.3: Significant Changesin Ten State Ul Laws from 1974 to 1992

(Continued)
1974 - Increased maximum weekly benefits from $75 to $95.
1975 - Repealed provisions prohibiting payment of benefits during appeal of the referee’ s decision.
1977 - Increased maximum weekly benefit amount (effective 9/5/77) from $95 to $115 and the

minimum from $20 to $25.
Average weekly wage needed to qualify for benefits was increased from $30 to $40.

1981 - Voluntary leaving disqualification would not apply if it was understood that an individual was
laid off dueto alack of work.

1983 - Increase in maximum weekly benefit amount from $125 to $170, and then to $180 on 7/9/1984.
Increase in minimum weekly benefit amount from $25 to $35, and then to $40in 7/9/1984.

1984 - Extension of based period for an individual who had insufficient weeks of employment and

who received workers' compensation or any benefits paid under the volunteer firefighters
benefit law by the number of weeksthe individual received the payment.

Decrease in fund requirements for the most favorabl e schedule.

1985 - Increase in maximum contribution rate (from 2.7% to 5.4%).

Established atemporary shared-work program, where an individual may receive up to 20
weeks of shared-work benefits.

1986 - Employer contribution rates, formerly computed from payrollsfor the preceding year, were
now based on average payrollsfor thelast 3 years.

1987 - Establishment of athree-year demonstration project (expiresin 1990) which allowed claimants
in approved training to receive additional benefits.

1988 - Extension of the temporary shared work program till 1/1/1990.

1989 - Increased maximum weekly benefit anount from $180 to $260 until 4/16/1990, and then to
$300 effective 2/3/1992.

On 4/15/1991, the minimum average weekly wage necessary to qualify for benefits would be
the greater of 21 times the sate minimum wage or the minimum wage for farm workersin
effect 4/16/1990, or $30.

1990 - Thelaw was amended to make permanent a demonstration project that allowed claimantsin
approved training to receive additional benefits.
1991 - Claimantsin approved training may receive additional benefits for up to 104 effective days.
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Appendix Exhibit B.3: Significant Changesin Ten State Ul Laws from 1974 to 1992
(Continued)

Year  North Carolina
1974 - Increased minimum weekly benefits from 50% of statewide average weekly wage to 66-2/3%.
- More stringent qualifying requirement- relateslength of benefit paymentsto amount of
earnings (al claimants were previously alowed 26 weeks).
Computation of weekly benefits changed from aweighted average formulato afraction of the
claimant’ s wages during the highest quarter of a specified base period.

1975 - Waiting period waived through February 15, 1977.
1977 - Amended itslaw to provide duration disgualification for the three major causes.
1979 - Time needed to qualify for experience rating was no longer limited to 12 months.
Fraud penalty was amended.
1981 - Qualifying requirements were changed to at |east 6 times the state' s average weekly insured

wage and 1-2/3 times the high-quarter wage.

Coverage of individuals working on afishing boat was redefined.

Denial of benefits during school breaks to those who performed services for schools on a part-
time or substitute basis.

Part-time employers were not charged for benefits.

1983 - Weeks of duration were changed to an individual’ s base period wages divided by high-quarter
wages, multiplied by 8.

Weekly benefit amount was changed to 1/52 of the wages paid during the highest two quarters
of the base period.

Maximum weekly benefit was computed as 60% of the average weekly insured wage.

Earnings disregarded would be 10% of the average weekly wage in the highest two quarters.

1985 - Theclass of benefits noncharged to an employer’ s account was enlarged.
Added disqualification: Those who lose alicense or permit and owners of businesses.
1986 - Thelaw was amended to cut the weekly and total extended benefit amounts to reflect any
reductions under Gramm-Rudman-Hollings.
1987 - A specia tax wasimposed on employersif the state reserve fund was less than 1% of total

taxable wages for the repayment of loans from the Federal trust fund.
Computation of the maximum weekly benefit amount changed to 63% if the average weekly
insured wage (66-2/3% beginning 8/1/1988).

1988 - Exclusion of inmates of NC person system on work release.
Mandatory transfer of records was provided if employer transferred all of his/ her business.
1989 - Change in disqualification standards regarding bankruptcy and unilateral or permanent

reduction in full-time work.
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Appendix Exhibit B.3: Significant Changesin Ten State Ul Laws from 1974 to 1992
(Continued)

Year ~ Ohio

1975 - Increased maximum weekly benefit amounts, provided for payment of the waiting week after 3
consecutive weeks of total unemployment.

The minimum safe level of financing with respect to the determination of contribution rates
was changed from 1.5 to 2 times the highest amount of benefits paid during nay consecutive
12-month period.

1980 - False representation to obtain benefits would be punished as a misdemeanor and would be
fined.

1985 - Extension of the $8,000 taxable wage base till 12/31/1986.

- Extension of the freeze on the maximum weekly benefit amount until 1/1987.

For calendar years 1988 through 1993, maximum weekly benefit amount would be computed
with an addition to the regularly computed increase equal to 1/6 of the increase that would
have taken place in year 1983 through 1986 had the rate not been frozen.

Requirement that an individual must work 20 weeks at 37 times the state minimum hourly
wage to qualify was extended until 12/31/1986.

A duration disqualification would be purged by 6 weeks of work and earnings of 6 times the
amount reguired to establish a credit week for calendar years 1985 and 1986.

1986 - The contribution rate for new employers would be the higher of the average contribution rate
computed for their industry or 3%.
1987 - The $8,000 taxable wage base was made permanent.

Therange of rates for the least favorabl e schedule would be 0.1% to 5.4%.

Extension of the qualifying requirement of 20 weeks of work at 37 times the state minimum
hourly wage until 10/1/1988.

Until 10/1/1988, a duration disqualification may be purged by 6 weeks of work and earnings of
6 times the amount required to establish a credit week. After 10/1/1988, it changed to 6 weeks
of work and earnings at an average weekly wage of not less than 37 times the state minimum

hourly wage.

1988 - Addition of an alternative base period of the four most recently completed quarters for
individualswho failed to meet the qualifying weeks and wage requirements using thefirst 4
of thelast 5 quarters.

1989 - All contribution employers would pay a surcharge of 0.1% of taxable wages to meet costs of
automation in the OH Bureau of Employment Services.

A spouse may not be claimed as adependent if his/her average weekly income was in excess of
25% of the claimant’ s average weekly wage.

To beeligiblefor benefits, an individual must work in the new employment for 3 weeks or earn
wages of 1.5 times the average weekly wage, or $180.

1990 - Increase in taxable wage base from $8,000 to $8,250 on 1/1/1992, and then to $8,500 on
1/1/1993.

Change in the wags that must be earned during the 20-week qualifying requirement to be
digiblefor benefits from 37 times the minimum hourly wage to $81.5 per week.

Set limits on the maximum weekly benefit amount.

Anindividual must earn 6 times the average weekly wage for 29.5% of the state average
weekly wagein order to purge aduration disgualification.
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Appendix Exhibit B.3: Significant Changesin Ten State Ul Laws from 1974 to 1992

(Continued)
Year ~ Pennsylvania
1975 - Thewaiting period requirement was repeal ed.
1976 - Thequalification that required a person to be private in order to be deductible from benefits
was eliminated.

Provided that 50% of Federal-State extended benefits be charged to reimbursing employers, but
that no charges be made to any employer for benefits financed solely by the Federal
Government.

Reduced the bond requirement of political subdivisions electing coverage from 1% of total
wages to 1% of taxable wages.

Increased the periods for appealing a determination or decision from 10 to 15 days.

1980 - Deleted provision that allowed a claimant with insufficient creditsto elect to have the base
period consist of the four completed calendar quarters preceding the first day of the benefit
year.

Duration of benefits changed from a uniform 30 weeksto avariable period based on earnings.

A 1-week waiting period was reinstated and was reimbursabl e after the claimant had been paid
benefits equal to 4 times his weekly benefit amount.

Changein disqualification standards: an individual would be disqualified for any week in
which she/he failed to accept an offer of suitable full-time work in order to pursue seasonal
part-time work; the disqualification applicable to a person who leaves work to accompany a
spouse to a new location was repeal ed; a state periods offset provision was adopted; any
overpayment which occurred as adirect result of aretroactive implementation would be
considered nonfault and non-recoupabl e and would not be collected.

Increase in the taxabl e wage base and the maximum contribution rate. An additional
contribution was added for employers.

1983 - Maximum duration of benefits was reduced from 30 to 26 weeks.
The taxable wage base was to increase to $8,000 on 1/1/1984.
1985 - Contributing employers would pay atax of 0.3 of taxable wagesin 1986 to cover the interest
on outstanding advances made by the federal government to the state program.
1988 - Weekly benefit amount would be reduced by 5% or by the reduction determined by atrigger

mechanism beginning in 1990.
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Appendix Exhibit B.3: Significant Changesin Ten State Ul Laws from 1974 to 1992

(Continued)
Year  Texas
1977 - Increased maximum weekly benefits from $63 to $84 and provided that if the average weekly
wage of certain workersin the state increased by $10 in ayear, the maximum would increased
by $7 and the minimum by $1.
1981 - Changein disqualification period for voluntary leaving, misconduct, and refusal of suitable

work to until the individual requalifies by working 6 weeks or earning wages equal to 6 times
the weekly monthly benefit amount.

Repeal ed the requirement that benefits be reduced by an amount equal to the number of weeks
of postponed benefits for voluntary leaving, discharge for misconduct, or refusal for suitable

work.
1982 - Increase in maximum tax rate for the most favorable schedule.
1983 - Increasein fund reguirementsfor the least favorable schedule.
1985 - Thecontribution rate for a new employer would be the greater of the average rate for

employersin their industrial classification or 2.7%.
Deleted the alternative qualifying wage requirement of 2/3 of the maximum amount of wages.
The variable disgualification for voluntary leavening to move with a spouse decreased to 6 to
25 weeks.

1987 - Increased taxable wage bases to $8,000, and would increase to $9,000 in 1989.

The maximum weekly benefit amount would be frozen at $210 until 10/1/1989.

Individuals must earn 37 times the weekly benefit amount and have wage creditsin two
quarters of the base period; one must have earned wages of 6 times the weekly benefit amount
in order to qualify in a second benefit year.

1989 - Employers would not be charged for benefits paid to an individual who voluntarily left
employment or was discharged for a communicabl e disease.
Change in the disqualification period for individuals with communicable diseases.

1991 - Analternative base period of thefirst four of the last five completed calendar years preceding a
disability may apply if aninitial claim for jobless benefits were filed within 24 months of the
date of onset.

Changein disqualification requirements regarding voluntary leavings, illnesses, and
pregnancies.
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X. APPENDIX C: REVIEW OF ALTERNATIVE RECIPIENCY RATES
FROM THE PREVIOUS LITERATURE

In this chapter, we provide a brief description of Alternative Recipiency Raes used in the
previous literature and other countries. The purpose of this discusson is to summarize the
dternative recipiency rates that have been used in the past to measure Ul coverage.

A. Other Alternative Rates from the Previous Literature

Alterndive recipiency rates can be condructed by changing ether 1U (the numerator), TU (the
denominator), or both. A description is provided below of some of the adternative definitions of
the IU and TU that have been used in the past to condruct recipiency rates. Many of these
dternative definitions for IU and/or TU are included in the three dternative recipiency rates
sdlected for the empiricd anayss.

1. Measures Using Alternative Definitions of Insured Unemployed (IU)

Three potential dternatives for the numerator in the Standard Rate (IU) include (Appendix
Exhibit C.1):

All program Ul continued clams,
Paid regular state Ul clams; and
Initid dams
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Appendix Exhibit C.1

M easures of the Ul Recipiency Rate

Ul Recipiency Rate

Standard Measure

Studies Using Measure

Standard Rate: Number of clamants for Regular state Ul Wandner and Stengle (1996)
programs, as a proportion of al unemployed workers counted by Advisory Council on Unemployment
the CPS. Compensation (1996)
GAO (1993)
Vroman (1991)
Corson and Nicholson (1988)
Burtless and Saks (1984)
Alternative Measures of I nsured Unemployed
Number of Claimants in All Ul Programs. Number of Badwin and McHugh (1992)
clamantsfor al Ul programs. Wandner and Stengle (1996)"°
Corson and Nicholson (1988)
Number of Paid Claimants: Number of unemployed workers Wandner and Stengle (1996)
who actually collect Regular state Ul compensation Corson and Nicholson (1988)
Number of Initial Claimants: Number of initid clams in Burtless and Saks (1984)
Regular state Ul programs. Corson and Nicholson (1988)
Alternative Measures of TU
L oser-Plus-L eaver: Number of al job losers and job leavers Wandner and Stengle (1996)
counted by the CPS.
Job L osers: Number of al job losers as counted by the CPS. Wandner and Stengle (1996)
Job LosersUnemployed L ess Than 27 Weeks: Numberdl job Wandner and Stengle (1996)
losers unemployed less than 27 weeks as counted by the CPS. Burtless and Saks (1984)
Estimated Ul eligible population: The estimated total number Anderson and Meyer (1997)
of unemployed workers digible for Ul compensation based on Bassi, Chasanov, Cubanski,
state monetary or non-monetary digibility requirements. Grundman, and McMurrer (1995)
Blank and Card (1991)

The dl Ul continued dams measure includes dl dams from any Ul program, including regular
state or extended programs.’? This dternative is larger than the number of daims induded in the
Standard Rate, particularly during a recesson when many extended benefit programs ae
activated. Because the number of persons recelving extended or federd benefits was much
larger during the seventies than the eighties, the observed decdlines in dterndive recipiency rates
that include “dl program clams’ were rdatively large in comparison to the Standard Rate.

0 A slightly more expansive definition of “all Ul claimants’ was used in Wandner and Stengle (1996) and Corson
and Nicholson (1988) that included individuals in the Unemployment Compensation program for Federal
Employees and Unemployment Compensation program for ex-service members.

" The exact measure used by Corson and Nicholson (1988) includes only those intra-state initial for which aregular
state Ul program isfinancialy liable.

2 This includes claimants from either the extended benefits (EB), federal supplemental benefits (FSB), federal
supplemental compensation (FSC), or extended unemployment compensation (EUC) programs.
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The indusion of only paid regular state clams in the recipiency rates, as opposed to continued
dams, reduces the number of daims induded in the numerator.”® As mentioned above, this
measure excludes certain continued clams that did not receive benefits. Hence, this measure
addresses the number of people who actudly receive regular state Ul compensation and ignores
those who were denied benefits.

The number of initid dams provides a messure of how many individuds file new dams esch
month.  Unlike the other measures mentioned above, including initid cdams as the numerator
does not provide a measure of Ul coverage because dgnificant portions of initid clamants are
denied benefits.  This measure can be used to determine whether there has been a decrease in the
number of damsfiled for benefits.

Wandner and Stengle argue that dternative definitions of U are better suited to gauge the
peformance of the Ul system rédive to its macroeconomic objective. The vadue of the Ul
sysem as a dabilizer of macroeconomic activity depends on the proportion of wage income of
dl unemployed workers replaced by Ul compensation. Consequently, the ability of the Ul
gysem to dabilize macroeconomic activity is highly corrdaed with the proportion of the tota
unemployed that receives Ul compensation. Some critics argue that those who actudly receive
compensation from the regular state Ul programs would be a better measure of the Ul system'’s
peformance as a dabilizer of macroeconomic activity than the Standard Rate, which includes
some individuds who are not actudly recelving payments.  Smilarly, others have argued that the
number of clams who receve compensation from any Ul program is a better performance
measure of the Ul system.

2. Measures Using Alternative Definitions of Total Unemployed (TU)

Four potentia dternatives for the denominator in the Standard Rate (TU) include (Appendix
Exhibit C.1)

Job losers plusjob leavers;

Job losers;

Job losers unemployed less than 27 weeks, and

Esimated Ul digible population (the denominator of the “ Ul take-up rate”).

Each of these measures attempts to eiminate a sub-population of the unemployed who would not
be digible for Ul benefits The resulting recipiency rate will be larger than the Standard Rate
because each of these measures reduces the total number of unemployed counted in the
denominator.

The firg three measures—“job losers plus job leavers’, “job losers” and “job losers unemployed
less than 27 weeks'—include groups who would a least meet the non-monetary job loss
digibility requirements for UL.”* The “job losers plus job leavers’ incdudes the totd number of
job losers and job leavers as edtimated usng the CPS. Wandner and Stengle argue that this

3 |f this definition were expanded to include the number of paid claimantsin all Ul programs, it might be larger in
some periods than the number of claimants (paid or unpaid) in regular State Ul programs.

4 Each of these groups excludes new entrants or reentrants into the labor force.
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measure is usgful for evauating the effect of the dricter Ul digibility requirements for job
leavers that have been implemented over time. They point out, however, that the incluson of job
leavers might overdate the unemployed population served by Ul because less than 5 percent ever
file for benefits.”

The “job losers’ and the “job losers unemployed less than 27 weeks’ measures encompass the
mgority of individuas who would be digible for Ul. The “job losars’ measure includes dl job
losers as estimated from the CPS. The second measure is a sub-sample of job losers unemployed
less than 27 weeks in the CPS. This second measure roughly includes the entire target
population for regular state Ul programs, because most job losers who are unemployed for 27
weeks or more no longer qualify for Ul.

The “edimated Ul digibility” measure, unlike the fird three measures, is based on a more
precise measure of Smulated state Ul monetary and, when possble, non-mongary digibility
requirements. For example Blank and Cad (1991) smulated Ul digibility for a sample of
unemployed workers in the March CPS by combining information from date-leve Ul programs
with individud data on eanings and weeks worked in the previous year. They identified
individuas based on three criteria  First, a person must have bst a job in the covered sector and
be currently looking for work. Second, the individud must have been unemployed for no more
than 26 weeks. Findly, the individud mug receve a minimum levd of eanings in the prior
twelve month “base period.” Anderson and Meyer (1997) and Basd, et.a. (1995) used smilar
methods to identify potentid Ul digibles in the Survey of Income and Program Participation
(SIPP) and CPS.

Wandner and Stengle argue that dternative measures of TU are better suited to gauge the
performance of the Ul system rdative to its microeconomic objectives because they isolate sub-
populations of unemployed workers digible for benefits They argue tha there were severd
demographic and economic changes over the years that have changed the proportion of
unemployed workers who are likdy to cam and/or collect Ul benefits. Hence, it is difficult to
aaess the Ul sysem’'s peformance as an “insurance policy” relaive to a population of
unemployed workers usng an “unadjused” measure of TU because the population of
unemployed workersis larger than the actud target population for the Ul benefits.

B. Ul Recipiency Rates in other Countries

To explore other potentid dternative Ul recipiency rates, we examine what other countries use
to measure the effectiveness of their Ul programs.

One of the biggest differences in how Ul recipiency raes are measured in other countries is
based on how unemployment is measured (i.e, the denominator of the Ul recipiency rate).
Severd countries use public unemployment regisers to identify the totd number of unemployed
persons.  The other method to measure unemployment, which is amilar to that used in the United

" In all states, a worker may qualify for Ul if they have “good cause” (e.g., sexual harassment) for voluntarily
leaving their job. The qualificationsfor “good cause” vary by state.
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States, is based on labor force surveys. In generd, these surveys tend to contain the same
information used in the CPS to generate unemployment gatitics.

In savera European countries, there is a public debate on whether unemployment should be
measured based on the unemployment register or data derived from surveys. Foerster, Helliesen,
and Kolberg (1996) noted that there were potentidly large differences in the number of
unemployed produced by these two sources. In some countries, this difference can be quite
large. Ana Lasaosa found a 9-percentage point difference between the unemployment rates
produced by surveys and unemployment registries in Spain.”® At least two countries, the United
Kingdom and Spain, publish ther officid coverage figures based on registered unemployment
and adminidrative data on the number of Ul beneficiaries.

A second difference is in how programs are counted as “Ul”. One mgor difference between the
US and severd OECD countries is the avalability of Unemployment Assgance (UA)
programs.””  Gornick (1999) noted that UA programs, unlike standard Ul programs, provide
means tested benefits for needy unemployed workers who either fail to qudify for Ul because of
an inaufficient work history, or who have exhausted their benefits  Approximately hdf of the
OECD countries had such programs in the 1990s. All ese equal, countries that operate both a Ul
and a UA program will provide benefits to a larger proportion of the unemployed than the US.

Because the United States does not have a UA program, if both Ul and UA ae used in a
recipiency rate for agiven country then thisrate will be grester than that of the US.

The actud public messures of Ul recipiency in other countries will not likely provide
information on the effect of dternative measures of Ul recipiency in the US. It is not likdy that
there will be a switch to usng registered unemployed as the officid unemployment measure.  If
such a change were made, this measure would increase the officia United States recipiency rate
measure because, presumably, the number of registered unemployed workers would be smdler
than the number of al unemployed workers captured in a survey. It is important to note,
however, that cross-nationd studies of Ul recipiency will need to account for differences in how
Ul programs are structured in other countries.

Bardas, Lasaosa, Micklewright, and Nagy (1998) identify one potentid method used in cross-
nationa comparisons that might be useful as a recipiency rate in the United States. They
identified potentid comparison groups based on differing job search requirements and used them
to compare the generosity of Unemployment benefit systems across centrd European countries.
They focused on two measures of Ul coverage. The first was the percentage of Ul benefits that
were receved by unemployed workers where the unemployment definition is based on the
standard international criteria’®  The second was based on the percentage of Ul benefits that

¢ Based on e-mail correspondence with Ana L asaosa.

" The OECD (Organization for Economic Cooperation and Development) is an intergovernmental organization with
countries from Europe, Australia, and North America. The OECD includes 29 member countries, most of which
have market based economies.

8 The official International Labor Organization (ILO) definition of unemployment includes three criteria: without
work, available for work, and actively seeking work. Availability is defined as being able to start work within
the 2 weeks of the reference period. A person is defined as actively seeking ajob if during the 4 weeks prior to

The Lewin Group, Inc. 57 156059



X. Appendix C: Review of Alternative Recipiency Rates From the Previous Literature

were received by unemployed workers who ae “actively” searching for work. Active
unemployed workers differentiate themsdves from “passve’ unemployed workers in that they
actively seek work by vigting an employer or checking newspaper advertisements.  “Passve’
unemployed workers smply vidt an unemployment office.  Because the CPS contains questions
on the type of job search performed, such measures could be applied in the US."

the reference period they have looked for work. There are several steps that are defined as “active” (see
Foerster, Helliesen, and Kolberg, 1996 for more details).

9 The CPS includes the following questions that could be used to distinguish between “active” and “passive” job

seekers:

Looking for work during the past 4 weeks?;

Checked with public employment agency?;

Checked with private employment agency?;

Checked with employer directly?;

Checked with friends or relatives?;

Placed or answered ads?;

Did nothing?; and

Did some other activity?;
These questions have been available from the CPS since at least 1992. Bardasi, Lasaosa, Micklewright, and
Nagy did not find any difference in Ul recipiency rates across active and passive job seekersin their analysis of
several countries using cross-national data from the Luxembourg Employment Study. If the experience in the
US is similar to other countries, such measures might not provide an improved mechanism for measuring the
target population for Ul. These measures might, however, provide some information on whether there are
differences across states in the number of active and passive job seekers who receive benefits. It might be, for
example, that states with strict non-monetary eligibility requirements on job seeking, have lower Ul recipiency
rates among “passive’ job seekers.
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Xl.  APPENDIX D: REVIEW OF METHODOLOGIES USED IN THE
PREVIOUS LITERATURE

A. Overview

In this chapter, we review three methodological approaches from earlier studies of trends in the
Ul recipiency rate. These approaches include:

Pooled State Time- Series models,
Nationd Time-Series modds, and
Andyses of survey data, including single cross-sections and longitudind (panel) data.

This chapter provides a general overview of each methodology, a review of past studies, and a
discussion of srengths and limitations of each methodological approach.

B. Summary of Methodologies

In Appendix Exhibit D.1, we summarize the methodologies from the mgor studies below. This
exhibit indudes a summary of the type of daa used in each study (e.g., aggregate leve, date
level, or individud level) and the factors used to explain the dedline in the Ul recipiency rae®
Differences between the Burtless and Seks modds and later studies of Ul recipiency ae
particularly important because our empirica analyssis based on the Burtless and Saks modd.

In many cases, the effects attributed to each factor in each study are based on multiple types of
andyses (eg., decriptive, pooled time series, aggregate time series) because it is not possble to
develop one modd to capture dl of the potentia effects identified in the previous literature.  For
example, Corson and Nicholson used pooled time series andyses to identify the effect of
demographic factors on the Ul recipiency rate. Corson and Nicholson used descriptive methods,
however, to measure other factors, such as changes in the definition of unemployed workers in
the CPS.

We find that there are large differences in the effects attributed to each factor across studies.
There are severd reasons for the differences in findings. Fird, there are large differences across
dudies in the factors included to explain the declining Ul recipiency rate. For example, Anderson
and Meyer (1997) did not attempt to capture the effect of demographic changes on the Ul
recipiency rate because of data limitations. A second difference is in the explanatory variables
used in these dudies. Specificdly, some sudies did not adequately account for date effects.
Hence, these studies might only be capturing cross-date differences in the Ul recipiency rates,
rather than factors that influenced the decline in the Ul recipiency rate in the eighties.  Third,
some studies used a problematic set of control variables. For example, some studies included a
measure of the total unemployment raie as a control varisble. Because total unemployment
gopears as the denominator in the Standard Rate and the numerator of the tota unemployment

8 The factors are summarized accordi ng to those that were highlighted in the ACUC (1996) report.
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rate, the coefficients in these specifications are biased.  Fourth, the recipiency rate anayzed
varied across sudies.  Some dudies used the Standard Rate, whereas other studies used
dternative rates to better capture the Ul target population. Findly, the time period across studies
varied. Because the Ul recipiency rate varies with the business cycle, the time period andyzed
might affect the estimated coefficients. Further, some factors might not vary that much, such as
the demographic composition of unemployed workers, when shorter time periods are used. The
effect of the time period used is reviewed in more detall in the empiricd andyss.

C. Pooled State Time-Series Model

This agpproach utilizes date levd time-series data that are pooled across dates to estimate
regresson models. Identicd explanatory variables from each date are used in the modd and,
with some exceptions, the coefficients on each of the variables are condrained to be the same for
al saes. The generd specification for this class of modedsis.

Equation 11.1: Yis=a + b’ Xis+ €es

where:
Yisis the dependent varidble for year “t” in Sate s’ (ameasure of program participation);
Xisisavector of explanatory variables,
a istheintercept;

B is a vector of coefficients for the explanatory variables (assumed congtant across states and
over time); and

€ts isthe regression disturbance.

An important aspect of these models concerns the specification of the regresson disturbance.
There are various subclasses of pooled models that are defined through the specification of the
disurbance. The most important subclass for our empirical andyss is “fixed effects’ modes.
These models assume that the disturbance, e, is the sum of three terms a “date fixed effect”
that is different for each dtae but does not vary over time a “time fixed effect” that is different
each year but does not vary across states; and arandom effect. The subclass can be specified as.

Equation 11.2: Yis=b'Xistas+ti+ s
where:

as isthe state fixed effect;

t: isthetimefixed effect for time period t; and

Ws IS the random disturbance.
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The dae fixed effect (as) acts as a separate intercept term for each date (i.e, the regresson
intercept varies across daes) and the time fixed effect (t;) adlows for pardld shifts of the date
intercepts each period. The date fixed effect “explans” in a ddidicd sense, dl of the mean
cross-dae vaidion in the casdoad vaiable Smilaly, the time fixed effect “explans’ dl of
the variation in the cross-state mean of the casdoad variable over time. Put differently, the dtate
fixed effects capture the effects of al potentiad explanatory variables that do not change within
each date over the sample period, and the time fixed effects capture the average effects of Al
factors that are the same for al States.

The other commonly used subclass of pooled modes is known as “random effects’ models. As
in fixed effects modds, the disturbance is usualy assumed to have three components -- one that
varies across sates, one that varies across time periods, and a third hat varies across both. The
critical difference between random effects and fixed effects modes is that the dtaie and time
components of the error term are assumed to be uncorrdlated with the explanatory (X) variables
in the former, but not in the latter. The uncorrdated assumption is built into estimators for
random effects models.  If the assumption is correct, the estimator will be more efficient than
fixed effects estimators, but if it isincorrect the estimator will be biased.

Fixed effects models are more commonly used for studying program participation a the date
level than are random effects models. Fixed date effects are important because there are many
time-invariant characterigics of dates that could have an impact on participation and might wel
be corrdated with explanatory variables. Fixed time effects may or may not be important,
depending on whether sgnificant nationd factors changed over the period under invedtigation,
and whether those changes are associsted with changes in the explanatory variables. Fixed
effects are usudly preferred to random effects in these studies because it is believed that the
fixed effects are highly corrdated with the explanatory variables in the modds.

1. Previous Studies of Factors that Influence the Ul Recipiency Rate

Burtless and Saks (1984) used data from adminigtrative records and the annual March CPS from
1974-1976 and 1980-1983 to evaduate changes in date Ul recipiency rates from the mid-
seventies to the early eghties®  Although both of these periods encompassed two recessions, the
Ul recipiency rate during the 1974-1976 period was subgtantialy higher than during the 1980
1983 period. The primary purpose of their study was to identify, as well as rule out, factors that
contributed to the substantid difference in the Ul recipiency rate between these two periods.

They used the Standard Short-term Rate (see Chapter 111 for a description) as their base measure
in the descriptive and econometric models. They used this rate because they found a Brge drop-
off in the rdationship between job losers unemployed less than 27 weeks and regular Ul
continued clamants following 1980. Their andyss focuses on factors that influenced this drop-
off.

Burtless and Saks found that the compostion of job losers had a smdl impact on the Standard
short-term rate. The only compositional factor of job losers that Burtless and Saks found to be

81 Their model isreplicated in the empirical analysis (Appendix E) of thisreport.
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datigticaly dgnificant was the proportion of job losers who were mae and over the age of 25,
which explaned only a svdl portion of the decline They dso found a large portion of the
national change concentrated in a handful of dates, indicating tha some date policy factors
influenced the decline in the Ul recipiency rate. Findly, they found that the changes in date
digtributions of job losers only explained a smal portion of the changes in the Standard Short-
term Rate. They concluded that changes in the compostion of job losers only explained a smal
portion of the decline in Ul recipiency rates in the early 1980s and that other factors, including
federd and dtate policy changes, were the primary causes of the Ul recipiency rate decline during
this period.

There are some limitations of the Burtless and Seks andyss.  Fird, their econometric estimates
are based on a sample size of 140 observations (20 datesregions x 7 years).  While this sample
is large enough for the esimates, it is difficult to include a large number of explanatory variables
because there will be a redively large loss in the degrees of freedom for the modd for each
additiond explanatory variable.  Another limitation is that while Burtless and Saks reviewed
severd changes in federd and date policy factors that could influence the Standard Short-term
Rate, these factors were not incorporated into the pooled time-series mode because they were
difficult to quantify. Later studies by Corson and Nicholson (1988) and Anderson and Meyer
(1997), described in more detail beow, developed variables to capture some of these federd and
state changes and found significant effects® A find limitation is thet they made comparisons
across two periods of economic downturns, but did not include macroeconomic controls.
Because the recesson in the eighties was more severe than the seventies, it is possble that these
conditions had some effect on the observed differences in the Standard Short-term Rate across
time periods. 8 This find limitation probably had no impact on any of their substantive findings
because a more severe recession should have increased the Standard Short-term Rate.

Corson and Nicholson aso conducted a pooled time series andyss usng Ul adminigtrative and
CPS data. They estimated two pooled time-series models using quarterly data from 1971 to 1986
to evduate factors that influenced the declining Standard Rate, as wel as other dterndive
recipiency raes. Unlike Burtless and Saks, they included varidbles in ther econometric
gpecifications that measured changes in state Ul policies. In ther firs mode, they generated
estimaes for deven dates usng a combination of data from adminidtrative records on regular
gate Ul programs and the CPS. These modds only included states that could be individudly
identified usng CPS data®* In the second model, they generated estimates for al fifty states and
the Didrict of Columbia usng only adminidrative records. The dependent varigble in both
specifications was the Standard Rate®® The main explanatory variables in the “preferred”

82 Burtless and Saks did, however, provide a thorough review of major federal and state legislative changes that
affected the Ul program.

8 The deeper recession of the eighties would indicate that the Ul recipiency rate should have increased, rather than
decreased, over this period.

84 Thiswas necessary because the effects of specific state policy changes cannot be analyzed when certain states are
grouped together. Hence, to analyze the effect of state policy changes, the grouped states must be dropped from
the analysis.

8 Corson and Nicholson also estimated their preferred specifications using alternative measures of the Ul recipiency
rate: new intrastate claims divided by total unemployed; paid claimants divided by the total unemployed; and
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goecification of ther fird modd induded: the minimum qudifying wegesaverage weekly
wages, the wage replacement rae; the maximum clam duréion; the voluntary leaving denid
rate; the misconduct denid rate; the disqualifying income denid rate; the work test denid rae a
dichotomous varidble dedgnaing the presence of Federd-State Extended Benefits and/or
Federd Supplementa Compensation; and the totd unemployment rate (as estimated from the
CPS). The preferred specification included sate dichotomous variables and a dichotomous
vaiable for the 1980-1986 period. They dso edimated dternative specifications of this model
usng three compogtiond factors for the unemployed obtained from the CPS. proportion who
were job losers, proportion who were unemployed 27 weeks or more; and proportion previoudy
employed in the manufacturing industry. These compostiond factors were smilar to some of
those used by Burtless and Saeks. The second mode included the same explanatory variables as
the preferred specification of the first model. &

Corson and Nicholson found that the state Ul policy varigbles, the totad unemployment rate and
the proportion formerly employed in manufacturing had datigticaly sgnificant impacts on the
Ul recipiency rate. Corson and Nicholson dso found that the state U policy variables explained
roughly 40 percent of the decline in the Standard Rate between the 1971-1979 period and the
1980-1986 period. The decline in manufacturing explained between 4 and 18 percent of the
decline in the recipiency rae. The results from ther second modd usng dl fifty sates generdly
confirmed their findings from the first modd.

Vroman (1991) reviewed the findings of Corson and Nicholson and found their sudy had three
important shortcomings.  First, Vroman argued that there maybe some lag time between when a
person becomes unemployed and when they dat recaiving Ul benefits By not including a
measure such as the lagged unemployment rate, Corson and Nicholson faled to control for Ul
exhaustions.  Second, Vroman noted that Corson and Nicholson did not control for the various
causes of unemployment (layoff, firing, voluntarily separation). For example, the lack of a
control for reason-for-unemployment made it difficult to determine whether the finding of a
postive corrdaion between manufacturing unemployment and the Standard Rate was the result
of manufacturing unemployment behavior or the result of layoffs, which tend to be more
common in the manufacturing industry. Findly, Vroman criticized their work because they did
not test the posshility that the change in federd policy regarding loans to state Ul programs in
the early 1980s contributed to the decline in the Standard Rate.

Another mgor limitation of the Corson and Nicholson modd, which is dso a limitation of
severd other modds in this literature, is that it included an explanaiory variadle, the tota
unemployment rate, that was systematicaly related to the dependent varigble, the Standard Rate.
Specificdly, the numerator of the tota unemployment rate is the same as the denominator in the
Standard Rate. As a reault, the estimated coefficients from these specifications are difficult to

average claims per initial claims. The results obtained using these alternative measures were very similar to
those obtained using the Standard Rate.

8 The compositional factors of the unemployed were not tested in the second model, because with the exception of
the 11 states used in the first model, state sample sizes in the CPS were too small to make reasonably accurate
estimates of these compositional factors at the state level.
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interpret. Several other dudies discussed in more detall bedow have dso used the tota
unemployment rate as a control variable. These studies suffer from the same type of problems.

Blank and Cad (1991) used a dightly differently method than the previous two dudies to
andyze factors tha were influencing the Ul recipiency rate.  As an dternative to various
measures of the Ul recipiency rate, they focused on the Ul take-up rate by those who were
eigible for bendfits (i.e, the percentage of unemployed workers digible for Ul who actudly file
a Ul dam). They used information from the CPS on date of resdence, whether an individua
quit thelr last job, their previous industry, duration of unemployment spell, reported earnings,
weeks worked, and hours per wesk to smulate Ul digibility in every dae  Eligibility was
imputed based on whether the unemployed worker would meet the stat€'s monetary and non
monetary igibility requirements based on their reported CPS characteridtics.

Blank and Cad's rationde for andyzing the take-up rate rather than the recipiency rate was
based on findings that the percentage of unemployed workers in the CPS who were digible for
Ul would not have changed from 1977 to 1987 if the unemployed population was subjected to
the same Ul digihility rules as were in place in 1977. Therefore, the decline in the Standard Rate
semmed from changesin behavior by those who were digible for Ul.

Blank and Card used annuad date-level CPS estimates from 1977 through 1987 to evauate how
vaious factors were influencing the Ul teke-up rate. They generated take-up rates for adl 50
sates over the 11-year period based on the imputation described above. The explanatory
variables included date fixed effects, characteridics of sate Ul systems, date political climates,
and the demographic and work-related characteritics of the unemployed labor force.

Blank and Card concluded that at least haf of the decline in the nationa Ul take-up rate was the
result of a shift in unemployment from dates with high take-up rates to states with low take-up
rates. Furthermore, they edtimated that state unionization rates accounted for amogt a third of
the decline in take-up rates within aes over time. They found that while state Ul program
characterigtics, such as the replacement rate and the disqudification rate for falure to meet nor:
monetary digibility requirements had a negative affect on take-up rates across dates, they did
not explan the naiond decine in tekeup. Smilaly, changes in the compostiond
characteristics of the unemployed, while affecting take-up rates across dates, did not explain
changes over time. Overdl, Blank and Card edtimated that their model explained approximately
75 percent of the aggregate decline in take-up rates between 1977 and 1987.

Vroman (1991) questioned Blank and Card's finding that roughly haf of the decline in Ul take-
up rates was dtributeble to a shift in unemployment from dates with high take-up rates to states
with low take-up rates. In a rough check of the estimate of Blank and Card, Vroman used déte,
regiond and nationd data from 1967 to 1989 to regress the Standard Rate on the tota
unemployment rate, the tota unemployment rate lagged one year, and a dichotomous variable
equa to one for years 1981 through 1989. Based on this andyss, Vroman concluded that the
dhift in unemployment from dates with high take-up rates to states with low take-up rates was
only respongble for about one quarter of the decline in the Standard Rate in the 1980s. We are
critical of Vroman's anadyss, however, because of the incluson of the totad unemployment rate
as acontrol variable.
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The remaning three pooled time-series dudies described in this section by Bddwin and
McHugh (1992), the Government Accounting Office (1993), and the Advisory Council on
Unemployment Compensation (1996) dl differ from the previoudy described pooled time-series
models in that they exclude date fixed effects as explanatory variables. As mentioned above, the
incluson of date effects captures dl of the cross-date vaiation. If date effects are not included
in the mode, then the reported coefficients on the explanatory variables will reflect both within
date differences in a variable (eg., changes in a policy within a given dae) and cross-date
differences in a variable (eg., differences in policies across daes). The problem in interpreting
the results from these dudies is that the variation captured by the explanatory variables
represents both cross-date and within date variaion. Hence, it is questionable whether the
results from these three dudies illudrate the effect of various factors on the declining Ul
recipiency rate or if they reflect permanent cross-dtate differencesin the Ul recipiency rate.

Badwin and McHugh (1992) esimated the effects of changes in State policies on the declining
Ul recipiency rate usng data from 1979 to 1989. The dependent varigble in their mode was the
Standard Rate. The explanatory variables included the rate of average weekly benefits average
weekly wages, percentage of state’'s work force who are femae, dichotomous variable for “right
to work” date, duration disgudification for refusa of suitable work, percentage of workforce
who ae teenagers, percent of dstate employees who are in manufacturing, required earnings for
minimum weekly benefit, previous year's unemployment rate, required earnings for maximum
duration of maximum benefits, percent of firg payments made within 14 to 21 days, durationd
disqudification for quits, percent of daes AfricarAmerican work force, durationd
disqudification for discharges unionization rates, required eanings for maximum weekly
benefits, mean duration of unemployment spells, and year dichotomous variables.

Bddwin and McHugh found dgnificant effects of severd date legidative redrictions that were
put in place throughout the 1980s. They clamed that these redrictions had a detrimental effect
on the Standard Rate, even after accounting for severa demographic and labor market changes.

They found that increases in the minimum earnings requirements had particularly strong effects
on the Ul recipiency rate and tha lega changes in the Ul system accounted for much of the
declinein the Ul recipiency rete.

The Government Accounting Office (1993) andyzed the impact of the deteriorating financiad
datus of date trusts funds, paticularly in the late seventies and early eghties, on the Ul
recipiency rae. The Government Accounting Office (GAO) developed a modd that alowed for
a complex redionship between date trus fund solvency, changes in dtate Ul laws, and the
declining Ul recipiency rate.  The basis of ther hypothess was that the changes in federa loan
policy to dates that began in 1983 crested a large financia incentive for states to become
solvent.  They found that many dates tightened their state Ul programs by raising employer taxes
and/or tightening igibility statusin an effort to decrease the number of Ul recipients.

GAO desgned a smultaneous equations model to anadyze the decline in the Standard Rate
between 1980 and 1990. The eguations in this modd linked Ul recipiency, Sate trust fund
solvency, and date changes in Ul laws. They generaed the varigbles for this modd usng date-
level data obtained from the CPS and Ul adminidrative data. They estimated separate equations
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for the Ul recipiency rae, the sate minimum earnings requirement, the state wage replacement
rate, the state employer tax rate, and a measure of state trust fund solvency.®” They applied two-
dage least squares techniques to control for the smultaneity issues.  The independent variables in
ther Ul recipiency rae egudion included: sate Ul wage replacement rate; state minimum
earnings requirements in the base period required to qudify for Ul; percent of unemployed who
are men; percent of unemployed who are white; percent of unemployed from blue collar jobs,
percent of unemployed from manufacturing; percent of unemployed who ae long-term
unemployed; percent of unemployed who are job losers, percent of employees in the state who
are union members, and a dummy variable equa to one from 1982 onwards and zero otherwise.
The dsate wage replacement rate and minimum earnings requirements were based on predicted
vaues from a second stage regresson.® They adso included an autocorrdation correction to
account for error terms that might have been correlated across time within a state.

GAO found a ggnificant reaionship between changes in sate Ul laws and the declining Ul
recipiency rae.  They esimaed that a $1,000 increase in the minimum earnings requirement,
holding everything dse constant, would decrease the Standard Rate by 4.9 percentage points.
They edimated that a 10-percentage point decrease in the replacement rate would decrease
recipiency by 4.1 percentage points. They dso found a datidicdly sgnificant reationship
between the Standard Rate and the percent of unemployed who are men; the percent of
unemployed from blue collar jobs, the percent of unemployed who are long-term unemployed;
the percent of unemployed who are job losers; and the percent of employees in the state who are
union members.  Findly, they found a datidicdly sgnificant rdaionship between the solvency

87 GAO used a “high cost multiple” to provide a measure of state trust fund solvency. The high cost multiple
indicates how long a state could pay recession-level benefits based on its current trust fund balance. The high
cost multiple is calculated by computing two ratios. First, the rate of current net trust fund reserves to current
year total wages earned in insured employment is determined. Thisis divided by the rate of the largest amount
of total state benefit payments experienced previously in any 12 consecutive monthsto the total wages in insured
employment during those 12 months. A value of 1.0 means that trust fund reserves should be sufficient to pay
recession-level benefitsfor one year.

8 GAO estimated a series of equations for the minimum earnings requirements, the replacement rate, the employer
tax rate, and the high cost multiple. The independent variables in the minimum earnings requirement regression
are the estimated employer Ul tax rate, the estimated wage replacement rate of Ul benefits, the percentage of
employees in a state who are union members, one, two, three, four, and five year lags of a state’s estimated high
cost multiple (a measure of a state’s Ul trust fund balance), and a dummy variable equal to zero prior to 1982
and equal to one from 1982 to 1990. Similarly, the wage replacement rate regression includes as independent
variables: the estimated employer Ul tax rate, the estimated minimum earnings requirement, the percentage of
employees in a state who are union members, one, two, three, four, and five year lags of a state’s estimated high
cost multiple (a measure of a state’s Ul trust fund balance), and a dummy variable equal to zero prior to 1982
and equal to one from 1982 to 1990. The Ul employer tax equation includes as independent variables: the wage
replacement rate of Ul benefits, minimum earnings requirement, the percentage of employees in a state who are
union members, one, two, three, four, and five year lags of a state’s estimated high cost multiple (a measure of a
state’s Ul trust fund balance), and a dummy variable equal to zero prior to 1982 and equal to one from 1982 to
1990. Finally, the independent variables in the high cost multiple regression are the Standard Rate, the estimated
employer Ul tax rate, the minimum earnings requirement, the estimated wage replacement rate of Ul benefits,
the percentage of employees in a state who are union members, one, two, three, four, and five year lags of a
state’ s high cost multiple (a measure of a state’s Ul trust fund balance), and a dummy variable equal to zero prior
to 1982 and equal to one from 1982 to 1990.

The Lewin Group, Inc. 66 156059



XI. Appendix D: Review of Methodologies Used in the Previous Literature

of date Ul trust funds and both the minimum eanings requirement and the wage replacement
rate, which in turn, as stated above, had statisticaly sgnificant impacts on the Standard Rete.

The Advisory Council on Unemployment Compensation (1996) reported findings of a study
designed to identify potentid “cost-shifting” behavior by sates®®  The “cost-shifting” theory
podts that states had an incentive to shift low-income unemployed individuds away from Ul to
AFDC and/or the Food Stamps program, because regular state Ul programs are amost entirely
funded by the state while the federa government finances anywhere from 50 to 80 percent of
state AFDC programs and 100 percent of the Food Stamps program. They estimated a pooled
time-series modd for the 48 contiguous states from 1978 to 1990, designed to control for a wide
range of factors that influence the Ul recipiency rate.

The dependent variable in their modd was the Standard Rate.  The explanatory variables
included the Federd AFDC subsidy rate (lagged), Food Stamp expenditures per capita (lagged),
Federal AFDC expenditures per capita (lagged), employer Ul tax rate, state taxable wage base,
percent of the labor force unionized, required base period earnings, change in the totd
unemployment rate, denid rate per initid cdam, percent of employment covered by Ul, Ul
benefit amount, Standard Rate of contiguous states, Standard Rate of nearby dates, the trust fund
baance of dates, and per capita income. The lagged AFDC and Food Stamps variables
represented the “cost-shifting” effect.

The reaults suggested the exisgence of a ddidicaly Sgnificant interaction between Ul and
wdfare progams® The regression results indicate that a $10 increase in per capita Food Stamp
expenditures would result in 0.48 percentage point decrease in the dsate€'s Standard Rate.
Smilaly, a one percentage point increese in the federd AFDC matching rate was shown to
decrease the Standard Rate in the following year by 0.14 percentage points. Because the AFDC
matching rate had changed very little over time, ACUC found no evidence that the federd AFDC
expenditures per capita had any impact on the Standard Rate. In regard to cost-shifting between
the Ul and Food Stamps programs, however, they concluded that such shifting accounts for
amost 64 percent of the declinein the Standard Rate between 1971 and 1993.

Vroman (1998) criticized the “cog-shifting” explanation. Vroman argued that those digible for
AFDC were not only digible for Food Stamps, but they dso were digible for Medicad.
Because date Medicad expenditures dwarf Ul expenditures, and the other welfare programs,
dates could not save money overdl by shifting costs from Ul to these wefare programs.
Increased state Medicaid costs would swamp the minima Ul savings. When Vroman performed
his own andlysis, he found no evidence to support the cost-shifting hypothesis.

8 The findings reported in ACUC stem primarily from research conducted by Bassi, et al. (1995).

% Other factors found to have a significant negative impact on the Standard Rate included increases in the base
period earnings requirement, increases in the change in the unemployment rate, increases in the benefit denial
rate, decreases in the rate of average weekly Ul benefits to average weekly wages, and decrease in the IlU/TU of
contiguous states.
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2. Strengths and Limitations

The srengths and wesknesses of the pooled time series gpproach apply to our own empirica
andyss. Strengths of the pooled gpproach include the following:

This methodology is paticularly effective in esimating the effects of exogenous changes in
observed date-level vaiables that vay in dze and timing, such as changes in the
compoasition of the unemployed or state policy varigbles.

This methodology crestes opportunities to test the vdidity of the modd across severd
aternatives. Perhaps most mportantly, a set of condraints can be tested which are implied
by the methodology itsdf -- identicd coefficients for every date. Falure to rgect the
congraints would bolster confidence in the validity of the modd. In addition, tests could be
generated for whether some or al coefficients are the same across two sample sub-periods.®?

The pooled methodology does have its limitations, however:

Cross-date reationships between participation measures and explanatory variables in the
modd might in pat reflect substantial cross-date variation in varigbles that were not
included, thereby biasng estimaied coefficients for the included variables. State fixed-
effects are needed to control for such factors, but this means that cross-dae variation in
levels of variables cannot be used to edimate the effects of other variables. This limitation
was particularly important in the Baldwin and McHugh, GAO, and ACUC sudies.

The pooled methodology congrains explanatory varigble coefficients to be the same in dl
dates. This assumption, however, might not be vaid if large differences exig in the factors
that influence program participation in each date. For example, in an analyss of food stamp
program participation across states, McConnell (1991) found that the unemployment rate had
a very large impact on Food Stamp participation growth in certain states (eg. New York),
whereas in other dtates the unemployment rate was determined to have only a minor impact
on the increese in paticipation. If the condrants ae vaid, however, the pooled
methodology should perform reatively wel. This could be paticularly problematic in an
andyssin which gates sarted enforcing laws with different degrees of intensty.

Vaiaion in dae programs is difficult to capture accurady in a smal number of explanatory
variables. While policy changes are bdlieved to have had a mgor impact on coverage trends,
Sudies to date have found mixed evidence based on coefficients of policy variables.

Some date-leve explanatory variables are unavailable, and others are measured poorly (eg.,
from survey data with smdl samples in most dates). Measurement error is especidly
problematic  with  fixed-effects. The effects of policy, economic and demographic
composition changes not captured in the explanatory variables might be confounded with the
effects of obsarved factors. This places a premium on using other information to vaidate the

L |t is also possible to learn from comparing findings for various pooled specifications (e.g., fixed-effects versus
random effects), and to test whether the coefficients based on, say, cross-section relationships in the levels are
the same as those based on cross-section rel ationshipsin changes of the variables.
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findings. Many of the studies above used descriptive andyses to support their results. For
example, Burtless and Saks presented detailed descriptive datistics of characteristics of
unemployed workers to support their econometric findings.

Changes in many candidate explanatory variables are not necessarily exogenous. As hoted
above, changes in the totd unemployment rate are rdlated to the Ul recipiency rate in that they
ae both functions of totd unemployment. Although it seems much more likey tha the
coefficient of the unemployment rate reflects effects of unobserved shocks to the economy on
program participation than vice versa, it might dso be that the effects of shocks to the economy
on participation ae subsantidly obscured by the use of another outcome variable, the
unemployment rate, as a proxy.

D. Aggregate Time-Series

Aggregate time-series modds are Smilar to pooled time-series models, except that aggregate
national data are used to estimate econometric equations. Burtless and Saks (1984) and Corson
and Nicholson (1998) used aggregete time-series models to evauae national changes in the Ul
recipiency rate. Both modds were used as a firg cut andyss of the rapid decline in the Ul
recipiency rate in the early eighties.

1. Previous Studies of Factors that Influence the Ul Recipiency Rate

Burtless and Saks congtructed a smple time-series modd using nationd quarterly data obtained
from Ul adminigtrative records as wel as the CPS from 1968 through 1983.  The primary
purpose of this andyss was to identify the extent to which secular and cyclica changes in the
compostion of the unemployed explained the movement in the Standard Rate both prior to and
after 1980. The dependent variable in the andyss was the Standard Rate.  The key explanatory
variadle in this modd was the rate of job losers with unemployment duration d 26 weeks or less
to the tota number of unemployed (“job losersrate’).

Burtless and Saks found that an increase in the job losers rate increased the Ul recipiency rate,
but that the relationship between these rates changed over time® From 1969 to 1979, there was
nearly a one to one correspondence between the job losers rate and the Ul recipiency rate (i.e, a
one percent increase in the job losers rate increased the Ul recipiency rate by one percent). By
1983, however, the magnitude of this relationship dropped by nearly 25 percent below its 1969-
1979 value.®

Corson and Nicholson performed a more detailed aggregate andysis of the declining Standard
Rate usng quarterly data from 1971 to 1986 and additiona explanatory variables. They found

92 The positive correlation between the job losers rate and the Ul recipiency rate is not surprising because the
primary population of the unemployed that Ul serves is job losers. Hence, an increase in the number of job
losers relative to the number of unemployed persons should increase the number of Ul claimants relative to the
number of unemployed persons.

93 Similar analyses comparing the relationship between |U and LU26 and initial Ul claims and job loser unemployed
5 weeks or less produced corroborating evidence indicating that the Ul claims activity among the recently
unemployed dropped significantly between 1979 and 1983.
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ggnificat relationships between the compostion of the unemployed and the Ul recipiency rate,
but clamed that other factors such as stae and federd policy changes, were influencing their
aggregate findings  They found that duration of unemployment, the proportion of the
unemployed in condruction, and, paticulaly, the proportion of the unemployed in
manufecturing, al had a dggnificant impact on the Standad Rate during this period.
Neverthdess, their modd left a 6.9 percentage point drop in the Standard Rate unexplained.®*
Although severd federd changes in Ul policy occurred in the early 1980s, Corson and
Nicholson excluded dichotomous variables for these policies from ther nationd moded because
the high corrdation between the timing of these policies and the decline in the Standard Rate
would have produced spurious “explanations’ for the decline in a smple time-series andyss.
Consequently, Corson and Nicholson used a dtate pooled time-series modd to evduate dtate
factors.

2. Strengths and Limitations

One advantage of aggregate time-series modds is that they can be used in a rdaivey
graightforward fashion to track nationd trends in the Ul recipiency rate.  These models cannot,
however, capture any variation that occurs across states. Because state Ul programs do vary
ggnificantly across dates, the use of aggregate modds to evauate changes in the Ul recipiency
rate is limited to the types of “firg-cut” analyses like those performed by Burtless and Saks and
Corson and Nicholson.  Further, they cannot be used to directly assess how changes in dtate
policies over time have affected the Ul recipiency rate.

E. Analysis Using Survey Data

Severa dudies used survey data for a cross-sectiond or longitudind andyss of program
participation. In some gsudies, researchers pooled individuals from repeated cross-sections to
form a sample for ther andyss. Bedow, past Ul recipiency rate sudies are identified that use
cross-sectiond and pand data.

The use of survey data offers an advantage of being able to capture the effects of and control for
detalled demogrephic characteristics while dso edimating the impact of changes in date-leve
factors such as programmatic and labor market variables. For ingance, the researcher might
gpecify a binary choice (logit, probit, or linear probability) modd for program participation of
individuas, usng some explanaiory varigbles that are specific to the family and others specific
to the family’s state, which might vary over time, but not across families within a date and time
period (e.g., the sat€' s unemployment rate).

Another advantage of the approach is that it uses variaion in vaiables across individuds within
a dae and time periods to estimate coefficients for such varigbles -- variation that is lost when
date aggregate data are used. In fact, the researcher can use or not use a variety of sources of
vaiation in the daa, depending on how the mode is specified. Just as in pooled anayss of

9 Corson and Nicholson estimated similar models using three altemative measures of the Ul recipiency rate: new
intrastate claims divided by total unemployed; paid claimants divided by the total unemployed; and, claimantsin
all programs divided by total unemployed. Each of these alternative measures produced results that mirrored
those for the model using the standard 1U/TU recipiency rate measure.
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agoregate data, the researcher can include dichotomous variables for each state to capture and
control for dl effects of factors that vary across states but not over time or across individud’'s
within a sate.  Symmetricdly, time dummies can be incduded to capture and control for dl
effects of factors that vary over time, but not across dates. In addition, state and time dummies
can be interacted to capture and control for al factors that vary both across states and over time,
but not across individuds within a state and time period.  When this is done, coefficients of other
explanatory varidbles reflect only variation and covariation of varigbles across individuads within
both time periods and dates (i.e, dl of the variation that is los when State aggregate data are
used). As with the pooled andyss of date data, results will depend on which specification is
used, and differences in findings across various specifications might provide information thet is
useful in interpreting the results.

1. Previous Studies of Factors that Influence the Ul Recipiency Rate
a) Cross-Sectional Data

Vroman (1991) conducted an andyss of the declining Ul recipiency rate using daa from
gpoecid supplemental questions from the May, August, and November 1989 and February 1990
CPS on unemployed persons. The questions focused on applications for and receipt of Ul;
reasons for not receiving, not goplying, or thinking one was not digible for Ul; and the union
status of each unemployed worker.

Vroman firs peformed a descriptive andyss of unemployed workers that was later used to
inform his econometric findings. In this descriptive analyss, he found:

The Ul application rate for job losers was subgtantidly higher than that for job leavers and
reentrants (0.532 vs. 0.112 and 0.137 respectively);

A subgtantidly higher Ul gpplication rate for persons unemployed more than 26 weeks
(0.527) than for those unemployed 1 or 2 weeks (0.180);

A drong correation between sex and “job losers” Men were more likely than women to be
“job losers’ and hence apply and be igible for Ul;

Nearly 72 percent of Ul applicants received benefits. The incidence of Ul receipt incressed
with the duration of unemployment;

Over hdf of those who did not aoply for Ul benefits did not think they were digible for
benefits, while 14 percent did not apply because they dready had another job;

Among those unemployed who thought they were indigible for Ul benefits, over 50 percent
thought so because they beieved they had not worked enough while 32 percent thought so
because they had quit their previous job; and

Large variaion in Ul gpplication and recipiency rates across geographica regions with rates
for both beng subgantidly lower in the South and Mountain Census Divisons than in other
Divisons. Vroman noted tha differences in both application and recipiency rates between
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the South-Mountain states and the U.S. average is largest among job losers and suggests that
an increased share of job loser unemployment located in these regions could have contributed
to the overdl decline in Ul recipiency in the 1980s.

In addition to his decriptive anadlyss, Vroman aso used a linear probability mode to edimate
the probability of Ul gpplication and recipiency. The explanatory variables in this modd
included: industry of employment, occupation, geogrgphica region, union datus, duraion of
unemployment, sex, marital status, age, and education. He conducted separate andyses for job
losers, job leavers, and reentrants.

Vroman found that the duraion of unemployment, age, marita datus, industry of employment,
occupation, unionizetion, and geogrephica region al had the expected sgn and sgnificant
impacts on both gpplication for and receipt of Ul benefits, especidly among job losers. The
likelihood of application and receipt was highest for those unemployed nine to twenty-Sx weeks
and lowest for those unemployed less than nine weeks for a sample of job losers.  Although this
andysis isolated factors that contributed to the likelihood of Ul benefit application, it did not
necessxrily explain the factors that contributed to the sharp decline in the Ul recipiency rate in
the early eighties.

Anderson and Meyer (1997) used pooled individua leve data from Ul adminidrative data in six
dates (Georgia, ldaho, Louisana, Missouri, New Mexico, and South Carolingd to andyze how
changes in the federd taxation of Ul benefits influenced the declining Ul recipiency rate. The
data were collected as part of the Continuous Wage and Benefit History (CWBH) and included
information on over 980,000 monetarily €ligible individuds who separated from ther job in Sx
states between 1979 and 1984.%°

There ae severd advantages of Anderson and Meyer’'s andyss.  Fird, their use of
adminidrative data dlowed for a more accurae determination of Ul digibility requirements.
When Anderson and Meyer gpplied Blank and Card’'s methodology for identifying Ul digibility,
they found that this method misclassfied dmost 22 percent of those who were actudly monetary
eigible in the date adminidrative daa The use of adminidrative data dso dlowed Anderson
and Meyer to estimate the impact of changes in duration of benefits and the effect of the after-tax
vaue of benefits rather than the pre-tax vaue used in survey data Findly, because of the
detailed nature of their data, Anderson and Meyer included controls for past earnings that could
affect take-up rates.

The focus of the Anderson and Meyer study was the effect of the changing tax treatment of Ul
benefits that occurred between 1979 and 1987. They argued that the federd taxation of Ul
benefits for single filers and married filers with incomes exceeding $20,000 and $25,000,

% The period for the data actually used in the study varied by state with most states having quarterly data for
approximately two full years. Georgia had the longest sample period ranging from 1979.11 to 1983.1V. Anderson
and Meyer split this sample into two sub-samples. The first sub-sample excluded likely spurious job transitions,
voluntary separations to move from one job to another, and observations with no subsequent earnings that likely
represent exits from the labor force. The second sample isolated separations due to mass layoffs by retaining
only those observations from firms that experienced a decline of at least 5 percent, which consisted of at least
five lost employees.
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respectively, followed by the lowering of the income threshold in 1982 and the decison to make
dl Ul bendfits fully taxable in 1987 contributed subgtantidly to the decline of the Ul take-up
rate. Similar to Blank and Card (1991), Anderson and Meyer focused on the decline in the Ul
take-up rate by those who were potentidly Ul digible.

The dependent variable used in ther linear probability modd was a dichotomous variable for
whether or not a worker separating from employment in a given quarter received Ul.  The
explanatory variables included the vaue of the weekly Ul benfit, the marginad tax rate on Ul
benefits, the margind tax rate on income, the potentid duration of Ul benefits to which an
individual would be digible, previous earnings based high quarter earnings and base period
eanings, date effects, seasona effects, and industry effects. To cadculae tax rates taxable
income was gpproximated using base period earnings that were gpplied to the rdevant tax
schedules for a dngle filer with only one exemption. This assumption was necessary because
information was not avalable on family income and filing daius in adminidrative records. The
difference between tax rates on earnings and benefits is due to benefits not being subject to
OASDI, the changing federd income tax treatment of Ul, and the differing and changing tax
treatment of Ul benefits across dates. Of these differences, the changes in federd income tax
trestment of Ul most likely contributed the largest identifying variation.

They found tha the taxation of Ul benefits had a dgnificant impact on the decison to dam Ul
benefits.  They found that a tax increase that decreases the value of Ul benefits by 10 percent
lowered the take-up rate by 1 to 1.5 percentage points. Simulating this effect over the full 1979
to 1987 period of the Ul benefit tax phase-in, Anderson and Meyer estimated that the subjecting
of Ul benefits to federd income tax over this period reduced the take-up rate by about 2.3
percentage points. The largest sngle effect occurred in 1982 during the large expanson in the
incomes subject to Ul taxation.”® This estimate represented approximatdy a quarter of the
decline in teke-up rate from 1977 to 1987. This edimate is higher than past findings, which
Anderson and Meyer dtribute to the lack of controls in previous sudies for individua earnings
in previous periods.®’

There are some limitations of Anderson and Meyer's andyds.  Firet, ther andyss might not
necessarily be representative of the Ul population because only sx sates were included in the
andyss. For example, ther andyss did not include any dsates from the Northeast or
Northcentra regions, which traditionaly had higher Ul recipiency rates. It is not clear the effect
of usng only these sates has on the edtimaes. Second, their tax rate measure might include
measurement error.  To generate tax rates for each person, hey assumed that each person was a
gngle filer. This assumption, however, may not be appropriate if the mgority of clamants were

% Their simulations imply that the immediate effect of taxing benefits in 1979 decreased take-up rates by just 0.3
percent points. As the taxation of benefits was phased in through 1981, their simulations indicated that the take-
up rate decreased by 0.9 percentage points. After the 1982 expansion in Ul taxation, the effect decreased by 1.9
percentage points. Finally, when complete taxation of benefits was accounted for in 1987, their results implied a
2.6 percentage point drop in take-up rates relative to no taxation.

9 Asanillustration, they note that if both benefit level and potential duration were simple functions of past earnings,
it would be impossible to identify the effects of Ul changes without assuming a particular functional from for the
effect of earnings on take-up. It is possible that past earning influence take-up, as they capture commitment to
the labor force or the degree of seasonality in aperson’sjaob.
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married over this period and, as a result, in a higher tax bracket because of the “marriage
pendty.” Further, if there was a decline in the number of married persons who were Ul clamants
from 1979 to 1989, ther estimated coefficients would be biased upward because the
measurement error would decline over time. In the empirical andyss presented in Chapter V,
there is some evidence that the maritd compostion of Ul clamants changed over this period
based on the compositiona characteristics of job losers. Findly, their use of a linear measure to
capture the effect of benefit taxation might not be appropriate because the responses by income
categories could vary. For example, it is expected that the margina effect of an increase in taxes
for those in the lowest tax bracket would be smaler than for those in the highest tax bracket. A
measure that accounts for the notches in the tax code might be more appropriate. Despite these
limitations, their estimates reflect the best estimate of the effect of taxation because of their use
of detalled individua level deta

b) Panel Data

Corson and Nicholson (1988) used data from the Panel Survey of Income Dynamics (PSID) to
track spels of unemployment by household heads from 1980 to 1982. One advantage of the
PSID over other cross sectiond data sets, such as the CPS, is that it included questions about
godls of unemployment during the last cdendar year and a follow up question about whether
they received Ul during the last spell of unemployment.®® Two noted shortcomings of the PSID,
however, are that these data did not exhibit the same decline in Ul clams that gppeared in the
national aggregate data, and that the sample was limited to household heeds.

They provided a descriptive and econometric andyss of ther sample  Smilar to Vroman
(1991), they analyzed reasons for why persons who were unemployed did not apply for benefits.
For the econometric andlyss, they estimated linear probability modds for Ul participaion in
1980 and 1982 separately, and then estimated a model using pooled data from both periods.®®
Their sample included dl household heads in the PSID with a spell d unemployment in 1980 or
1982. The dependent variable was a one or zero indicating receipt or non-receipt of Ul. The
explanatory variables included sex, race, age, education, total income, union membership, blue
collar worker, condruction, manufacturing, service industry, and a dichotomous variable for
being recalled to work.

There were three mgor conclusions based on their descriptive and econometric findings from the
PSID. Fird, they found that amost 15 percent of those who were unemployed either believed
they were indligible for Ul or did not know whether they were digible and over 80 percent of
these individuds did not gpply for benefits Second, the decline in manufacturing was an
important factor in explaining the apparent decline in Ul participation. These firg two results
were conggent with the results from their aggregate and pooled time-series andyss described
previoudy. Findly, individuds whose family incomes were higher appeared to have a lower
probability of collecting Ul benefits than those with lower incomes. Corson and Nicholson
clamed tha this provided some potentid evidence that partid taxation of Ul benefits in the early

%8 These special questions on Ul did not exist in the PSID prior to 1980.

9 While they would have liked to estimate a model using data from the 1970's, these data did not exist.
Nonetheless, their was a significant declinein the Standard Rate from 1980 to 1982 for their analysis.

The Lewin Group, Inc. 74 156059



XI. Appendix D: Review of Methodologies Used in the Previous Literature

eighties might have reduced Ul participaion.!®®  Because the PSID was not necessarily
representative of actud trends in the recipiency rae, these andyses are only important for
providing supplementd information for their broader pooled time series approach.

Similar to Corson and Nicholson, Blank and Card (1991) supplemented their pooled time-series
andyss with a microdata andyss usng the PSID.  Unlike Corson and Nicholson, Blank and
Cad edimated the probability of Ul receipt among Ul digible individuas. As mentioned above,
Blank and Card identified Ul digible individuds based on smulations usng dae Ul digibility
requirements.

Blank and Cad edimated a logit modd using a dichotomous variable for Ul receipt. The
explanatory variables included the Ul replacement rate, the Ul coverage rae, Ul program
characterigtics (earnings required in 2 quarters, the disgudification rate, politicd share of date
representation that is Democrat and a dichotomous for “other” Ul digibility restrictions), age,
race, sex, hours worked in the previous year, a dichotomous for an unemployment spell thet was
less than four weeks, years of educetion, family size regiond dummies, and occupation
dummies

Blank and Card's findings supported those found in their pooled time-series andyss.  They
found large regiond differences in benefit digibility and receipt that were smilar to those
differences found in the aggregate data They dso found high correations between take-up rates
and individud characteristics such as age, sex, family sze, and length of an unemployment spell.

They concluded it was unlikely that changes in these characteristics could explain the drop in
take-up rates during the early 1980s, because they change very dowly over time.

A study by ACUC (1996) used data from the SIPP to andyze the effects of tightening state Ul
dighility requirements during the 1980s. In this report, monetary digibility was smulaed
based on 1978 and 1990 date rules. In addition, these smulations accounted for demographic
changes of the unemployed over this period. They found that while tighter state Ul policies made
it more difficult to satisfy Ul digibility requirements between 1978 and 1990, the demographic
shifts in the unemployed population increased the tota number of people who were monetarily
digiblefor UI.

c) Descriptive Analysis

Almog every study mentioned above included a descriptive andysis to support their econometric
results.  In some cases, the descriptive andyss is used to provide information on variables that
were not included in the econometric modd because of data and/or modd limitations. For
example, both Burtless and Saks and Corson and Nicholson used estimates from previous studies
to edimate the effect of taxing Ul benefits. Because the results from the descriptive andyses in
the sudies mentioned above generdly provide supportive evidence, they are not summarized
here.  The effects of dl of the specific factors identified in the previous literature, as well as the
results from the empirica analysis are summarized in Chapters 1V and V.

190 They note, however, that higher incomes might be associated with lower rates of Ul collection and that this
inference concerning the partial taxation might be weak.
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2. Strengths and Limitations

There are strengths and weaknesses to the use of survey data. The strengths include:

Unlike a pooled date-levd andysis, researchers can use survey data to examine the effects of
detailed demographic characteristics on participation.

In comparison to a pooled state-levd andyss, the totd number of observetions for national
edimates of program participation is relaively large in both cross-sectiond and longitudind
data sources.

The impact of aggregate factors, such as the dtate policy changes, on program participation
can be anadyzed by linking aggregate data to individua observetions. For example, in the
PSID data on the unemployment rate and state minimum wage are linked to each individud
obsarvation. Some survey dudies linked area labor market and aggregate factors to
individua observaions to examine the impact of these factors on individud program
participation.

State policy factors can aso be linked to individua cases.

Usng longitudind data, actud individud program trangtions can be observed over time.
The trangtions observed are limited, however, to the length of the pand.

The weaknesses of an andyss using survey datainclude:

The idiosyncratic behavior of individuds might obscure the effects of aggregate varigbles in
the andyss unless sample Szes are extraordinarily large. These are “averaged out” in date

aggregeates.

Modding the impacts of date policy changes is problematic because of smal sample sizes
for affected individuds in many dates Staelevd, or even county-leve, variables can be
attached to the individua records if these aress are identified, but the idiosyncrétic variation
in the behavior of the few cases observed in each date is likey to obscure the effects of the
Sate variables.

Sdf-reported program participation is suspect. For example, according to the Current
Population Reports (1985) only 75 percent of actual Ul payments for 1983 were captured in
CPS estimates.

Use of rdationships edimated usng just cross-sectional data are suspect when projecting

longitudind behavior because unobserved heterogeneity of individuas in the cross section is
likely to be correlated with explanatory variables.

F. Exhibits
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Appendix Exhibit D.1 Summary of Past Studies of the Declining Ul Recipiency Rate

10T

Burtless Corson and Blank and Vroman Baldwin GAO (1993) ACUC Anderson
and Saks Nicholson Card (1991) (1991) and (1996) and Meyer
(1984) (1988) McHugh (1997)
(1992)

M ethodology

Pooled State-Time-series X X X X X X
Aggregate Time-series X X

Individual Level Data X X X X X
Problematic Control Variables™ -

No State Fixed Effects X X X
Total Unemployment Rate X X X X

Summary of Findings

Compositional Characteristics Insignificant Negative Insignificant Negetive Negative Insignificant Insignificant Not analyzed
(manufacturing only)

Geographic Shiftsin the Insignificant Negative Negative Negative Not analyzed Negative Ambiguous™ Not analyzed
Unemployed

Declinein Unionization Not analyzed Not analyzed Negetive Negetive Negative Negetive Negetive Not analyzed
CPS M easurement Not analyzed Negative Not analyzed Not analyzed Not analyzed Not analyzed Not analyzed Not analyzed
“Cost Shifting” *** Not analyzed Not analyzed Not analyzed Not analyzed Not analyzed Not analyzed Negative Not analyzed
Federal Taxation of Ul Negative Negative Not analyzed Not analyzed Not analyzed Not analyzed Not analyzed Negative
Benefits

Changesin State Ul Programs Negative™ Negative Insignificant Not analyzed Negative Negative Negative™ Uncertain™’

101 \/roman (1998) performed an independent analysis reviewing the findings by ACUC (1996). Vroman's empirical analysis raised serious questions regarding ACUC's findings
on cost-shifting.

192 The interpretation of the point estimates in these specifications is difficult because of the potential omitted variable bias (exclusion of state fixed effects) and/or endogeniety
issues (total unemp loyment rate).

103 The ACUC attributes the popul ation shifts to a broader movement of jobs from states with high employer taxes, which includes Ul taxes, to states with low taxes.
104 Cost Shifting from Ul to AFDC or Food Stamps.

105 Burtless and Saks concluded that state and federal policy changes were having an impact on the declining Ul recipiency rate, but they did not formally control for any of these
factorsin their model.

108 Unlike other studies, ACUC found significant effects of changesin employer taxes.

197 Anderson and Meyer interacted state and calendar dummies that captured changes in State Ul programs across years. The estimated coefficients on these variables were not
included in their tables, however. Hence, it cannot determine the impacts of state changes to the Ul program.
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XIl. APPENDIX E: DETAILED EMPIRICAL ANALYSIS
A. Overview

The purpose of the empiricd andyss is to test the sengtivity of three dternative Ul recipiency
rates to policy, economic, and demographic factors. The specific factorsare:

Changes in the compositiona characteristics of unemployed workers, including the decline in
the proportion of jobs in manufacturing, changes in the proportion of unemployed women,
and changes in the age composition of unemployed workers,

Changes in gstate Ul programs, such as increased earnings requirements, increased offsets of
other income, such as penson income, and toughened non-monetary digibility requirements,
such as a longer duration of disqudification for not seeking work or voluntarily leaving a
previousjob; and

Geographic shiftsin the digtribution of unemployed workers toward less generous sates.

The methodology for the empirical analyss is based on that used by Burtless and Seks  The
origind results from Burtless and Saks are fird replicated and then updated usng new data and
additiona varidbles. The purpose of the replication is to ensure that the same methods are used.
Additiond destriptive tables are presented to examine the effects of specific factors that might
influence the Ul recipiency rate, as well as to provide background information on the dternative
Ul recipiency rates.

The andyss indudes an aggregate time-series andyds, descriptive andyss, and a pooled time-
series andyds.  This aggregate andyss provides background information on the reationship
between the Standard Rate and job losers unemployed less than 27 weeks (“short-term job
losers’) from 1976 through 1992. Because there is substantid variation in the Ul program, both
across states and over time, the amount of information that can be gleaned from this anayss is
necessarily limited. Hence, this andyss primarily serves to provide background information for
the descriptive and pooled time-series analyses.

The descriptive and pooled time-series analyses are based on three recessionary periods. For
their origind analyss, Burtless and Saks focused on the periods from 1974 through 1976 and
1980 through 1983. To update their anayss for the most recent recessionary period, data is
added from 1990 through 1992. In comparison to the recessonary period in the Burtless and
Saks andlysis, the nineties recesson was less severe based on the overdl unemployment rate for
these periods.'%®

The descriptive andyss focuses on the effects of changes in the compostional characteristics
and date digribution levels of the unemployed on the Ul recipiency rate. This analyss includes
severd exhibits that gppeared in Burtless and Saks, as wel as additiond tables including new
variables.

108 The average unemployment rate for the 1974-76, 1980-83, and 1990-92 periods was 7.1, 8.3 and 6.5 percent
respectively.
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The pooled time-series anadlyss provides more information on how compostiond changes in the
unemployed, sate policy changes, and federd policy changes affect the Ul recipiency rate.
Specification tesdts are performed to test the sengtivity of the results to dternative Ul recipiency
rates. Because of the limitations of severd of the policy variables included in these models, the
information obtained on the effect of federd taxation of benefits and certan date policy and
adminigrative changes is generdly poor. Descriptive comparisons of state Ul recipiency rates
and policy/adminidrative changes are made to illusrate some of the difficulties in identifying
these effects.

While the summary in Chapter V is based primarily on the effects of various factors on the
Standard Rate, the mgjority of the analyss below focuses on factors that influence the Standard
Short-term Rate (the Ul Recipiency Rate used by Burtless and Seks). The remainder of this
chapter is divided into gx pats. Chapter XII.B provides a data description. Chapter XII.C
presents the results from the aggregate andyss. Chapter XI1.D presents a description of and
trends the state Ul recipiency rates sdlected for the descriptive and pooled time-series analyses.
Chapter XII.E presents the results from the descriptive andyss.  Chapter XI11.F presents the
results from the pooled time-series andyss. Chapter XI11.G presents descriptive comparisons
across state Ul recipiency rates and policy/administrative changes.

B. Data Description

Three sources of data are used for the empirical andyss. The fird includes specid microdata
extract files produced by the Bureau of Labor Statisics (BLS) from the basc monthly CPS.
These files are used to generate nationdly representative totas of various categories of
unemployed workers (eg., job losers) for the aggregate andyss. The procedures for identifying
groups of unemployed workers are based on official DOL definitions of unemployment.

The second data source includes specid microdata extracts produced by the BLS from the March
CPS Annuad Demographic Files These files are used for the descriptive and pooled time-series
andyss. BLS provided extracts of these files from 1974 to 1976, 1980 to 1983, and 1990 to
1992. The extracts from the seventies and eighties correspond with the recessonary years used
in the Burtless and Seks andyss. The extracts from the nineties are used to update the model
with data from a more recent recessonary period. Unlike the basic monthly CPS files, the
March CPS files indude information on adtivity in the past year!?® Similar to the monthly
extracts, the March extracts provide representative totas of various unemployed workers
categories. These files are dso used to generate detailled characteristics of unemployed workers
for the descriptive and pooled time-series anadyses.

The find data source includes published datigics from the Unemployment Insurance Service.
Severa published sources are used to derive information on Ul clamants The aggregate Ul
cdams information is taken from weekly Ul clams totds published by the state Employment
Security Agency (SESA).M?  Sate levd Ul daims data are derived from weekly dams totals

109 Certain variables, such as job activity in the past year and earnings, are only available in the March CPS.
Information on the number of weeks worked in the past year isincluded in the descriptive analysis.

110 These data are available over the Internet at http://www.itsc.state.md.us/ui_manage/SESA/r5396797.htm
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that correspond to the interview week of the March CPS!! To generate Ul recipiency rates, the
cdams information from these data sources are combined with the information on unemployed
workers from the CPS. DOL doaff aso provided specific dtate rules and determination
information from various published reports that are used in the pooled time-series andyss to
identify the effect of state policy changes!!?

C. Aggregate Time-Series Analysis

The purpose of this andyss is to provide information on the relaionship between the Standard
Rate and short-term job losers. Because short-term job losers gpproximate the target population,
it is expected that fluctuations in the Standard Rate would correspond with fluctuations in short-
term job losers. Burtless and Saks showed that prior to 1980 there was dmost a one-to-one
correspondence between the Standard Rate and the number of short-term job losers!!®  After
1980, however, this correspondence fell below one, indicating that the Ul system was serving a
smadler proportion of their “target populaion.” Bedow, the origind Burtless and Saks modd is
re-estimated usng a smilar period of data and then updated to include more recent data In
addition, the sengtivity of the results is tested with the incluson of demographic characteristics
of the unemployed.

1. Replication

Burtless and Seks origindly used quarterly CPS data from 1968 to 1983 to estimate how this
relationship changed in the early eighties The dependent variable in the Burtless and Saks
aggregate equetion is the Standard Rate.  The explanatory variables include the proportion of the
unemployed who were short-term job losers and a series of interaction terms for the periods of
1980-83, 1981-83, and 1982-83. The interaction terms are dummy variables that equa one in
each specified period multiplied by the proportion of the unemployed who were short-term job
losers in eech quarter. The interaction varigbles are of mogt interest because they represent a
change in the reationship between job losars and continued clamants during the period
following 1980.

Burtless and Saks found that there was a change in the rdationship between continued clamants
and short-term job losers in the early eghties  The origind Burtless and Saks edimates are
reported in Column 1 of Appendix Exhibit E.1. The edtimated coefficients indicate that the
relationship between the Standard Rate and short-term job losers fell from 1.085 in 1968-79 to
0.980in 1980, to 0.871in 1981, and 0.815 in 1982-83.

The aggregate equation used by Burtless and Saks is reestimated using the identica variables and
quarterly data from 1976 to 1983 in the second column of Appendix Exhibit E.1.** The maor

11 The published statistics are derived from the ETA539 Weekly Claims and Extended Benefits Trigger Data report.
Thomas Stengle, Department of Labor, provided these reports.

112 Crystal Woodard and Cynthia Ambler at the Department of Labor Employment and Training Administration
office provided thisinformation.

113 Because both the dependent and independent variables are divided by total unemployment, it can be shown that
the approximate variation captured by the aggregate analysis is really between the number of continued
claimants and short-term job losers.

114 Data from prior to 1976 were not available for this report.
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difference between this specification and Burtless and Saks is that the edtimated coefficients
compare changes from 1976 through 1979 to 1980 through 1983, rather than from 1968 through
1979 to 1980 through 1983. Given that the estimated relationship between continued claimants
and job losers remained congtant in the periods prior to 1980, the use of data from a shorter time
period is not expected to change the results The edimated coefficients in column 2 confirm this
hypothesis. The results indicate that the rate of Standard Rate to short-term job losers fell from
1.044 in 1976-79 to 0.940 in 1980, to 0.832 in 1981, and 0.772 in 1982-83. These edtimates are
very amilar to the origind Burtless and Saks results for these years.

2. Updated Data Results

The above analysis is updated to include more recent data through 1992 to determine whether the
relationship between the Standard Rate and job losers changed in the more recent years. In
Appendix Exhibit E.2, the gpedification in the fird column of Appendix Exhibit E1 is
reestimated using quarterly datafrom 1976 to 1992.

The dependent variable is the same and the explanaory variables include the proportion of short-
term job losars plus severd interaction terms.  As in Appendix Exhibit E.1, the interaction terms
are dummy variables that equa one in each specified period multiplied by the proportion of the
unemployed who were short-term job losers in each quarter.  Unlike above, however, an
interaction term is created for each year ance 1980. The coefficients on these interaction terms
are interpreted as the change in the relaionship between the Standard Rate and short-term job
losers in each year following 1980. It is expected that each interaction term will be negative
because, as was shown in Chapter 1V, the rate of Ul clamants to job losers was relatively higher
in the period from 1976 to 1979 relative to any period following 1980.

The results from the updated andyss are as expected. The coefficients on the interaction terms
indicate that in every year from 1980 through 1992, the relationship between the Standard Rate
and short-term job losers is less than one.  The estimaed coefficients indicate that the three
largest annua changes from 1976 through 1992 occurred from 1979-80, 1980-81, and 1981-82.
By 1984, the reationship between the Standard Rate and short-term job losers was at its lowest
point (0.73).1%° Between 1985 and 1992, however, the year to year changes in the relaionship
between the Standard Rate and job losers were relatively smal compared to previous periods.
The ratio of the Standard Rate to short-term job losers over this period ranged from 0.77 (1985)
to 0.84 (1990), ill well below their levels in the 1970s. Hence, dfter the initid sharp decline in
the early eighties, this relationship stabilized between 1985 through 1992 a a level wdl beow its
1970s average.

In the second column of Appendix Exhibit E.2, additiond explanatory varigbles are added to
control for indudtrid characterigics of unemployed workers. The additional control variables
include the proportion of unemployed workers who worked in congruction and the proportion of
unemployed workers who worked in manufacturing. Because these indudtries are seasond,

15 Note that this estimate is calculated as the coefficient of the intercept minus the coefficient of the interaction
term.
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particularly congruction, control variables are dso added for each quarter. Similar varidbles
were aso included in Corson and Nicholson's (1988) aggregate analysis'*®

The addition of the control varigbles for indudrid occupation of unemployed workers has a
dggnificant effect on severd of the edimaed coefficients  Fire, the addition of these variables
reduces the average relaionship between the Standard Rate and short-term job losers.  This
result is not surprisng given that Sgnificant portions of unemployed workers in manufacturing
and congruction are dso included among short-term job losers!!’  After controlling for
industrial  characterigtics of unemployed workers and seasond  effects, the edtimated coefficients
from the interaction terms indicate that the relaionship between the Standard Rate and short-
term job losers is gill weeker in the years following 1980. The trends on the interaction terms
dso change somewhat redive to the fird column. While the lagest differences in the
relationship between the Standard Rate and short-term job losers Hill exigs in the mid-eighties,
the esimated coefficients on the interaction terms garting in 1989 fdl in both overal magnitude
and percentage relative to 1984 and 1985 in comparison to column 1. Also, not surprisngly, the
coefficient on the firg quaterly dummy is podtive and dgnificant, whereas the remaning
quarterly variables are indgnificant. This indicates that, even dfter controlling for job loser and
industria characteristics of unemployed workers, there is a seasona pattern to the Standard Rate.
Based on the mean vaue of the Standard Rate, holding other factors congant, the Standard Rate
tends to be 10 percent higher in the first quarter of each year, rdative to other quarters'®
Findly, the edimated effect of manufacturing is podtive and dgnificant and the coefficient on
congtruction is postive and insignificant.X'® Given tha the proportion of unemployed workersin
manufacturing declined by approximately 1 percentage point from the period of 1976-79 to 1984
(from 021 to 0.20), the edimated coefficients indicate that the proportion unemployed in
manufacturing had a negligible effect on the initid sharp dedine in the Standard Rate in the early
eghties. However, the proportion of unemployed workers in manufacturing decreased by an
additiona 3 percentage points from 1984 to 1992 (from 0.20 to 0.17) indicating that the gradud
decline in the proportion unemployed in manufacturing had a continued depressng effect on the
Standard Rate throughout the course of the late eighties.

There are some mgor limitations of the above andyss  Fird, the equations only include a smal
number of