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INTRODUCTION

When I began as the Secretary of Labor, one of my goals was to
position the Department to address the issues of the 1990's. A
number of persons suggested that I should examine the operation
of the 50-year old unemployment insurance program, paying
particular attention to why fewer and fewer unemployed were
receiving benefits.

After consideration of this suggestion, I decided the best way
to examine this issue was for the Department to sponsor a
series of seminars on unemployment insurance issues, and that
participants include the various stakeholders in the
system--employers, employees, and the public. T chose the
seminar model because I wanted to encourage the idea of careful
deliberations about so complex a system, whose design and
operations over the past 5 decades have come about through
careful balancing of interests., 1In commissioning seminar
papers, and in sponsoring discussion on three specific topics,
I hoped to further the dialogue on the widest possible range of
potential policy issues, and to create a model for subsequent
deliberations.

Tnis compilation of discussion papers and proceedings summaries
from the series of seminars sponsored during 1988, serves as a
companion piece to the Report on Unemployment Insurance issued
by me in January 1989.

Botn the Report of the Secretary on Unemployment Insurance (UI)
and this document represent particular outcomes of one of the
goals I set for myself when I came to the Department--to
position the Department to address the new issues confronting
our changing laoor force in the 1990's.

Thanks to the interest and hard work of the participants who
not only gave of their time in the seminars, but also read and
reviewed the discussion papers, as well as the summary
proceedings, I believe that we achieved our goals.

I encourage this important dialogue to continue,

Ann McLaughlin
Secretary
U.S. Department of Labor
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PART 1

EXECUTIVE SUMMARY:
SECRETARY’S SEMINARS ON UNEMPLOYMENT INSURANCE




During 1988, a series of Secretary’s Seminars on Unemployment Insurance were held at the
U.S. Department of Labor under the sponsorship of Secretary of Labor Ann McLaughlin. These
seminars, which were attended by representatives of business, labor, and the general public,
examined research on three important UI policy issues. The first seminar, held on June 27, 1988,
addressed the widening gap between total and insured unemployment. The second seminar, held on
September 29, 1988, explored the tradeoffs between the income maintenance and reemployment goals
of the UI system as they pertain to choosing potential UI duration policies. The third seminar,
held on October 20, 1988, examined alternative uses of unemployment insurance--in particular, how
the reemployment of claimants might be fostered, with discussion of a series of demonstrations of
such initiatives. A summary luncheon was held on December 2, 1988, to review with the Secretary
the discussions in the three seminars, in addition to other unemployment insurance issues.

The three papers included in this volume served as background documents for the seminar
participants.  Following each of the papers is a brief summary of the discussion in the session.
These summaries seek to provide an accurate representation of the views expressed during the
seminars, although specific comments are not attributed to individual speakers. A list of
participants in each seminar follows the summaries.

The remainder of Part 1 contains executive summaries of each of the three papers.

SEMINAR NUMBER 1: DECLINING UI CLAIMS DURING THE 1980S

In recent years, concerns have been raised about whether the state-federal system of
unemployment insurance (UI) is continuing to provide the degree of protection for unemployed
workers that it did in earlier decades. The reason for such concern is that claims for UI benefits
that are payable under regular state programs declined significantly during the 1980s relative to
total unemployment. More specifically, the ratio of Ul claims to total unemployment averaged

about 041 during the 1970s, compared with about 0.35 during the 1980s--a reduction of

approximately 15 percent.




This decline in regular Ul claims varied significantly from year to year during the 1980s.
Relative to previous experience, the declines were largest during 1983 and 1984 and somewhat
smaller at the beginning and end of the period examined. The decline in regular Ul claims also
varied widely across states. It was greatest in some of the major industrial states (Illinois and
Michigan), but practically all states experienced a decline to some degree. Among the 11 largest
states, only California exhibited an increase in the Ul claims ratio during the 15805. Finally, claims
under all UI programs (including extended benefits) declined by an even greater extent than did
claims under the regular state programs. Most -of this decline can be attributed to explicit policy
changes made in these programs and to the decline in regular UI claims.

This Seminar paper examined the reasons for the decline in claims under the regular state
Ul programs, based on extensive statistical analyses of national data over the 1948-1986 . period,
analyses of more detailed data from all states over the 1971-1986 period, and in-person interviews
with Ul officials in the largest states. In general, the analyses found that no single factor
explained the observed decline in UI claims over the 1980s; rather, the decline was caused by
changes in the general labor market and by a number of policy changes made at both the federal
and the state levels.

These findings can be summarized under four categories.

o Changes in the nature of the labor. market in the 1980s. The higher overall

levels of unemployment experienced during the 1980s, the .decline in the
proportion of unemployed individuals whose previous job was in manufacturing (an
industry that has traditionally accounted for an important share of UI claims),

and shifts in the geographic distribution of unemployment could have affected the
claims ratio. The most important findings in this area were:

- The decline in manufacturing unemployment relative to total unemployment
during the 1980s accounted for between 4 and 18 percent of the observed
decline in the UI claims ratio.

- Shifts in the geographic distribution of unemployment accounted for about
16 percent of the decline in the UI claims ratio.

o Changes in federal UI laws. Changes introduced in the late 1970s and early
1980s--such as the partial taxation of UI benefits, the adoption of less generous
extended benefits programs, and the incorporation of compulsory pension-offset
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provisions--may have reduced incentives to collect Ul benefits during the 1980s.
The most important finding here was that the partial taxation of UI benefits
accounted for between 11 and 16 percent of the decline. Similarly, changes in
federal trust-fund policies and in emergency loan provisions may have encouraged
states to "tighten up” their own programs.

o Changes in state law_and policy. States are constantly changing their Ul laws
which govern the eligibility of individuals for Ul and the amount of benefits to
which they are entitled. They also adjust their administrative procedures for
determining initial and continuing eligibility for Ul. The widespread adoption of
restrictive measures in any of these areas might have contributed to the decline
in regular UI claims. The most important findings here were that--

- Increased monetary eligibility requirements for Ul and reduced maximum
potential durations of benefits available under state programs accounted for
between 8 and 15 percent of the decline.

- Increases in disqualifying income denials (probably reflecting the pension-
offset provisions) accounted for about 10 percent of the decline.

- Changes in other nonmonetary eligibility requirements, countered by some
reductions in worktest denials, accounted for between 3 and 11 percent of
the decline.

o Changes in measured unemployment that were unrelated to Ul claims. If
unemployment were measured more accurately during the 1980s than in previous
decades or if unemployment were subject to an upward "drift" not associated with
general economic conditions, then the UI claims ratio might have declined even in
the absence of any explicit policy changes. This potential explanation was found
to have had only a small effect on the decline.  More specifically, the
increasingly accurate measurement of unemployment by the Current Population
Survey (CPS) accounted for between 1 and 12 percent of the decline.

Several observations about these findings can be useful to the formulation of UI policy.
First, the importance of the manufacturing decline in explaining the trend in the 1980s suggests
that, although this decline was not caused by changes in UI policy, some useful policies might be
undertaken in the future. Such policies might entail providing other workers with the types of
information about and access to the UI system that seem to have been available to manufacturing
workers. Second, the impact of the federal policy changes, while important, were probably small
enough in each case that such policy changes might profitably be debated in their own right, rather
than focusing on their overall impact on the type of safety net that is provided by the UI program.

Third, the findings indicated that states made changes to their laws to tighten their program and




eligibility provisions, and that such tightening accounted for between 22 and 39 percent of the
decline in UI claims during the 1980s. However, relatively little evidence was found that states
tightened their administrative operations. Some of these state actions may have been motivz'lted by
fiscal pressures from the federal government, but a clearcut reaction to those pressures by the
states was not documented. Finally, although the analysis focused on the decline in claims under
regular state programs, substantial declines alsé occurred in extended beﬁ;ﬁts programs, both
because explicit policy changes were made to those programs and because the decline in regular

state Ul made it less likely that extended benefits would become payable in a state.

SEMINAR NUMBER 2: INCOME MAINTENANCE AND REEMPLOYMENT TRADEOFFS

Unemployed workers need income support while they are unemployed, as well as assistance
and encouragement in finding new jobs. Unemployment insurance (UI) programs seek to meet these
support goals by making appropriate decisions about such program features as eligibility provisions,
weekly benefit amounts, the duration of benefits for which recipients are eligible, and reemployment
assistance services. However, achieving the twin goal of income maintepance and reemployment
assistance poses difficult tradeoffs for policymakers, since the adoption of policies that are
successful at achieving one of the goals may hinder success at achieving the other.

This Seminar paper explored such tradeoffs as they pertain to decisions about potential Ul
duration policies. Put simply, the tradeoffs seem clear: longer potential durations of UI benefit
receipt offer the promise of covering the complete unemployment spells of a greater number of
recipients, but, as empirical evidence indicates, longer durations may also encourage recipients to
remain unemployed for a longer period of time, thereby delaying reemployment. However, the issue
is more complex, since (1) longer Ul durations may offer recipients the opportunity to upgrade
their skills or adopt other methods to help them find better jobs; (2) effective reemployment
services may also help counter the disincentives inherent in longer UI durations; and (3) alternative
emphases on the insurance or the incon'm maintenance goal of Ul programs will affect decisions

about durations.




Compounding the complexity of these tradeoffs are business cycles that may necessitate
adjusting the policy decisions that are reached. For instance, during cyclical downturns, the
average unemployment spell lengthens, and the job-search environment becomes more difficult for
unemployed workers. If Ul is to continue to provide the same protection to these workers that it
does during more normal periods, benefit extensions may be necessary. Although this rationale for
extensions during cyclical downturns seems clear, a number of important issues must be addressed
to implement such a policy:

o How should the program be implemented and phased-out? Should the program be

automatic or discretionary?

0 What labor-market measures, if any, should be used to initiate extensions?

o How long should counter-cyclical extensions be--should they depend on the depth
of the recession?

o Should all individuals who exhaust their entitlements under regular UI programs
be eligible for extensions during recessions, or should some additional eligibility
requirements be imposed?

o How should such extensions be financed?

Since its beginning in 1935, the evolution of the unemployment insurance system in the
United States has reflected the income maintenance and reemployment tradeoffs as they pertain to
both the regular program and counter-cyclical extensions. Potential durations under the individual
state UI programs have varied from an average of 13 to 16 weeks in the 1930s to the 26-week
maximum that is found in all but one state today. At times, a few states have instituted maximum
durations of 30 weeks or more. Beginning with the 1958 recession, federal legislation has extended
the duration of benefits beyond the regular state programs during most economic downturns. These
extensions have been provided through both temporary programs and, beginning in 1971, the
permanent Extended Benefits (EB) program, which becomes available automatically when
unemployment rates exceed specified levels. When combined with the regular state programs, these

extended benefits programs have provided from 32 to 65 weeks of potential benefits during




recessionary periods. Other program components, such as individual eligibility conditions and
mechanisms to target benefits in areas that suffer the greatest labor-market weakness, have also
varied considerably over the years.

The policy decisions about the duration of benefits that have been made by other developed
countries differ in some important respects from those made in the United States.  Most
importantly, these countries have tended to (1) adopt longer durations for their regular Ul
programs than those that prevail in the United States; (2) structure programs for exhaustees of the
regular program in ways that more closely resemble income maintenance prog;'ams than do the
extended benefits programs in the United States; (3) institute somewhat larger programs of
reemployment assistance within their Ul programs; and (4) make few changes in their programs
during cyclical downturns. Many of these differences appear to reflect underlying differences in

labor markets.

SEMINAR NUMBER 3: ALTERNATIVE USES OF Ul

Since its inception, the unemployment insurance (UI) system has generally served well in
protecting workers against extreme financial hardship when they lose their jobs. This income
support system was designed to provide relatively short-term, partial aid to alleviate wage loss until
the efforts of workers--or, alternatively, of employers--could restore workers to employment.
These efforts are encouraged by both the claimant work-test and employer experience-rating
provisions of UL  Particularly when structural dislocation occurs, the matching of workers with
jobs may also need facilitating, and this has been the role of the Employment Service (ES) and,
more recently, Job Training Partnership Act (JTPA) programs.

Economic shifts in recent years have posed increased challenges to this program structure.
The pressure of foreign competition and the re’sfructuring of key industries have created persistent
employment problems for dislocated and other experienced workers, even through the current strong
economic expansion. Those employment problems have contributed to long spells of unemployment
and Ul benefit claims, and to concomitant pressures on state Ul trust funds. All of these problems
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suggest strongly that there are real opportunities to improve the efficiency with which our society
returns workers to employment.

This Seminar paper explored the manner in which the UI system, either alone or in concert
with complementary programs, can enhance the reemployment prospects of claimants. New ideas or
policy options have generally represented either an extension of recent developments in employment
security or employment and training programs or a bolder new direction. Some options entail
changing the financial incentives facing unemployed workers or potential employers. Such changes
could be accomplished by restructuring the use of Ul funds for at least some claimants, or by using
external funds. Other policy options focus more on the provision of reemployment services and the
establishment of ﬁnkages between the UI system and agencies that provide these services. Such
options recognize the Ul system’s unique advantage as the common point of entry into the social
service network for most unemployed workers, and the appropriateness of that system to identify
those workers early in their Ul spells and to refer them to services.

Because only limited information is currently available on most new policy options, important
questions remain about how they can be operationalized, their ability to respond to current
problems, and their benefits relative to their costs. A powerful and widely used method for
generating this information is a demonstration of one or a combination of policy options operated
directly within the context of a state program. With careful design and implementation, a
demonstration can yield reliable information to weed out unpromising options and to show the way
toward successful policies and programs in the future.

The Department of Labor is currently operating or planning five major demonstrations of
new policy options. These are:

o The New Jersey Ul Reemployment Demonstration Project. This demonstration is a

multi-focus test of claimant targeting, program enrichment, program linkages, and
a reemployment bonus. It was designed to examine some of these options

separately, and some in combination. Operations began in July 1986 and ended in
September 1987. The final report is due in early 1989.




The Washington State Reemployment Bonus Demonstration, This demonstration is
testing a number of different reemployment bonus schemes to determine the
combination of bonus components (the size of the bonus and/or length of the
bonus offer) that is most effective. This demonstration is currently underway,
and the period of operations will end this Spring.

The Pennsylvania Reemployment Bonus Demonstration. This demonstration is
testing many of the same features as the Washington State demonstration, but in
a different economic setting. It is also testing the benefits of enriched job-
search assistance offered with a reemployment bonus, and the degiee to which
program benefits accrue to some workers at the expense of others (ie.,
displacement). This demonstration is currently underway, and the field period will
end in September 1989.

The Washington State Self-Employment Demonstration Project. This demonstration
will provide financial assistance in the form of self-employment allowances plus
business-training and support services to unemployed workers who wish to become
self-employed. The demonstration is currently being designed.

The Three-State Self-Employment Demonstration Project. This demonstration will
extend to three additional states the test of self-employment allowances and
business-service support for unemployed workers who wish to become self-
employed. It is also currently being designed.
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PART 2

CAUSES OF DECLINING UI CLAIMS DURING THE 1980s




A. INTRODUCTION

In recent years, concerns have been raised about whether the state-federal system of
unemployment insurance (UI) is continuing to provide the degree of protection for unemployed
workers that it did in earlier decades. A number of observers have pointed to what appears to be
a marked decline in the px;oportion of unemployed individuals who are collecting UI as an important
indicator of the necessity of remedial policy actions. While quantitative research in this area
supports the notion that fewer of the unemployed are collecting benefits than was true prior to the
1980s (see Burtless, 1983; and Burtless and Saks, 1984), the reasons for the decline are marked by
considerable un(:crtainty.1 This paper summarizes a major research project (the findings from
which are discussed in-depth in Corson and Nicholson, 1988), whose purpose was to examine Ul
coverage2 of the unemployed in some detail. Based on extensive quantitative analyses of state data
on unemployment and UI collection, together with qualitative analyses based on discussions with Ul
officials in several large states and an analysis of some individual-level data, the project was
intended specifically to explain recent trends in UI coverage and to offer some evaluation of
potential policy responses (if any). In this introductory section, we examine some data on Ul
claims in order to illustrate the nature of the decline that has occurred. In later sections, we then

explore the reasons for this decline and their consequences for policy.

1. Nationa! Trends
Table 1 presents two commonly used indicators of UI coverage of the unemployed by decade -
over the longest period permitted by the availability of national data, 1948 to 1986. The first of

these measures is the ratio of average weekly Ul benefit claims under state programs during

1See, for example, the testimony presented to the Government Operations Committee in
1986 (U.S. Congress, 1986).

2’I‘hroughout this paper, we use the term "coverage" to refer to the extent to which
unemployed workers collect UL  Hence, the term is used less precisely and somewhat differently
from how it is used in the unemployment insurance literature, in which "coverage" is usually taken
to mean the extent to which workers in particular jobs may be eligible to collect benefits because
their employer pays Ul taxes on their wages.
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TABLE 1

ALTERNATIVE MEASURES OF UI COVERAGE OF
THE UNEMPLOYED BY DECADE,

1948-1986

Ratio of State UI
Weeks Claimed to
Total Unemployment

Ratio of Insured
Unemployment Rate (IUR)
to- Total
Unemployment Rate (TUR)

1940s .489 .948
1950s .492 911
1960s .426 727
1970s .413 .603
1980s .347 .434
Overall Mean | .428 .701
NOTE: The data are averages of quarterly figures.
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a quarter to the state’s average total unemployment (as reported by the Current Population Survey)
during that quarter. Although some conceptual and timing issues must be confronted when
interpreting this ratio, it is probably the best available approximation to the proportion of the
unemployed who claim UL In this paper we will refer to this measure as the "UI claims ratio,” so
as to avoid the burdensome repetition of its component variables.

The second measure of UI coverage reported in Table 1 is the ratio of the insured
unemployment rate (IUR) reported by the Unemployment Insurance Service to the total
unemployment rate (TUR) reported on the Current Population Survey. Although this second
measure is conceptually similar to the first, since it also compares the number of Ul claims filed
with the number of unemployed workers, different denominators for the IUR and the TUR make
the interpretation of this ratio somewhat less straightforward. Specifically, the TUR is defined as
the ratio of UI claims to total employment covered by Ul, whereas the TUR represents total
unemployment divided by the total number of individuals in the labor force. Hence, trends in the
extent to which jobs are covered by the UI system can affect the IUR/TUR ratio in two ways--by
affecting the number of UI claims that might be filed, and by affecting the ratio of the total labor
force to the number of jobs covered by UL Expanding UI coverage to previously uncovered jobs
will have both positive and negative effects on the TUR/TUR ratio, whereas the effect for the Ul
claims ratio would be unambiguously positive.

Whichever measure is used to reflect UI coverage, the data reported in Table 1 show a
long-term decline, with a more pronounced decline occurring during the 1980s. The UI claims
ratio for the 1980s declined by about 0.07 from the 1970s level--or by about 15 percent. That
decline was statistically significant and was mirrored in most other figures on UI coverage. The
decline in the IUR/TUR ratio for the 1980s was even more pronounced, and the longer-term
decline of this measure appeared to be larger than the decline observed for the UI claims ratio.
The disparate patterns of the two measures probably stems from changes in the inclusion of

certain types of jobs under UL In the 1960s and 1970s, job coverage under UI was expanded
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considerably, primarily to jobs characterized by relatively low rates of UI collection. Because of
this change in its base, the JTUR declined more relative to the TUR than did Ul claims relative to
total unemployment during this period. However, in terms of the UI claims ratio measure, this job-
coverage explanation does not apply to the 1980s. The decline in the TUR/TUR ratio between the
1970s and the 1980s reflects primarily a decline in UI claims. It is this decline which provided the

focus of our research.

2. Experience of Individual States

The extent of Ul coverage and the extent of its decline have varied widely from state to
state. Such variance is illustrated in Table 2 for the eleven largest states. Mean values for the
Ul claims ratio variable in Table 2 have been adjusted for seasonality and for the overall level of
unemployment, but the unadjusted data also showed similar variability. =~ As might have been
expected, the ratio of Ul claims to total unemployment was highest in states in which
manufacturing represents a large proportion of their workforce and which have a reputation for
relatively "generous’ Ul programs (for example, Massachusetts). The ratio was relatively low in
states that are less oriented toward manufacturing (Florida) and in states with a reputation for
"tough" UI programs (Texas).

Estimated rates of decline in apparent UI coverage also varied widely among the largest
states, as Table 2 clearly illustrates. UI coverage appears to have increased slightly in California
during the 19805, while Illinois and Michigan experienced major declines. With the exception of
California, however, all of thg states showed declines in the Ul claims ratio measure of Ul
coverage, and in most cases those declines were statistically signiﬁcant.1 The different magnitudes
reported in Table 2 do suggest that state-specific factors may have played an important role in

determining observed changes in Ul coverage;. That possibility provided a major starting point in

IThe same pattern was evident over all states. Only 4 states (California, Colorado, Kansas,
and Wyoming) had statistically significant increases in the Ul claims ratio in the 1980s, while 35
states had statistically significant reductions.
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TABLE 2

ADJUSTED MEAN RATIO OF WEEKS CLAIMED UNDER
UI STATE PROGRAMS TO TOTAL UNEMPLOYMENT
FOR THE 11 LARGEST STATES,
1971-1986

Adjusted Mean Adjusted Mean Percent

1971-1979 1980-1986 Change
California .399 .419 +5.0%
Florida .255 .200 -21.6%*
I1linois .499 .301 -39.7**
Massachusetts .507 .452 -10.9**
Michigan ;468 .292 | -37.6%*
‘ New Jersey .536 .433 -19,2%*
| New York .481 .381 -20.8%*
{ >North Carolina .340 .291 -14,4%*
Ohio .341 .308 | -9.7*
Pennsylvania .549 .433 i -21.1%*
Texas .208 .194 -6.7

NOTE: The data are adjusted by regression to control for seasonality and the
total unemployment rate.

*Difference is statistically significant at the .05 Tevel in a two-tail test.
**[Jifference is statistically significant at the .01 level in a two-tail test.
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the selection of analytical strategies for our research. The observed variation in Ul coverage by
state also suggested that shifts in the regional distribution of unemployment may have contributed
to the measured decline in national UI coverage. That issue was also briefly addressed in our

analysis.

B. POSSIBLE REASONS FOR THE DECLINE IN Ul COVERAGE B

" In order to understand why UI coverage of the uncmploycd may have changed, one must
understand the nature of the state-federal unemployment insurance program in the United States.
In general, unemployment insurance benefits are paid only to workers who are iaid off from jobs
that are covered by the UI system and who meet certain monetary and nonmonetary eligibility
standards. In numeric terms; the most important groups of unemployed individuals who are not
eligible to collect under the program include:

1. Unemployed individuals who have not lost a job (e.g., labor-force entrants,
reentrants, and, to a major extent, workers who quit voluntarily)

2.  Unemployed job losers whose job was not covered by Ul

3. Job losers from covered employment who do not have sufficient previous
employment to be eligible for Ul

4, Ul claimants who fail to meet continuing eligibility standards that define their
availability for work under Ul law

5. Ul claimants who have exhausted their benefit entitlements

Changes in the economic or policy environment that affect the relative significance of
these groups can have a direct impact on measured UI coverage. In this section we describe some

of the changes that may have had such an effect.

1. Composition of the Unemployed

Changes in the characteristics of the unemployed population can have a clear impact on the
proportion who receive Ul benefits. For example, a secular decline in the relative importance of
prime-age males among the unemployed would have a negative impact on the proportion of the
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unemployed who receive benefits, since women and younger workers are more likely to be entrants
or reentrants to the labor force and hence not be eligible for benefits. Similarly, since women and
younger workers often have somewhat less job experience than do prime-age males, relatively more
workers in these groups may not have sufficient base-period employment to qualify for Ul benefits.
Because the proportion of males older than age 20 declined from nearly 60 percent of the
unemployed in 1950 to less than 45 percent in 1985, some decline in the receipt of UI benefits
might have been expected over this longer period.1 Since the early 1970s, however, such
compositional changes in the unemployed have been rather small, or, as we shall show, have instead
tended to favor the increased coverage of the unemployed.

The industrial attachment of the unemployed may also have some influence on rates of Ul
receipt.  For example, the relative increase in service jobs in recent  years has exerted a
downward influence on the extent of UI receipt because relatively fewer workers who have such
jobs may be monetarily eligible for Ul.  Alternatively, information about and access to the Ul
program may be somewhat greater in manufacturing jobs. For example, initial Ul claims from mass
manufacturing layoffs are sometimes taken at the work site rather than at the UI office; similarly,
union membership may expand the availability of information about Ul filing procedures to workers.
Thus, the relative decline in manufacturing jobs and the consequent decline both in the number of
mass layoffs and in the number of unionized workers may have exerted some downward pressure on
the prevalence of Ul receipt.

In addition to these long-term influences, the business cycle also exerts a major (although
short-term effect) on the incidence of UI receipt. As demand declines, layoffs increase. Since job
losers are more likely to be eligible for Ul benefits than are other groups of the unemployed, the

proportion of the unemployed who receive benefits should rise during recessionary periods. Because

lHowever, it should be noted that this argument is not about UI receipt by demographic
groups per se, but rather about the effects of the differential characteristics of the groups.
Furthermore, to the extent that Ul eligibility can be measured directly (say, by job experience or
by the cause of unemployment), there is no direct reason for expecting differential receipt among
otherwise similar groups.
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unemployment shifts toward manufacturing industries during cyclical downturns, there may be some
additional reasons for expecting an increase in observed Ul coverage of the unemployed. However,
this effect is limited by concomitant increases in the duration of unemployment. As unemployment
spells lengthen, relatively more workers will be unemployed for a period long enough to exhaust
their .UI entitlements. Thus, even thougix they may continue to be unemployed, they will not

appear in the UI claims figures.

2. Federal Policy Chz_x_ngg_l

A number of changes in UI policy that were implemented at the federal level in the late
1970s and early 1980s had the effect of reducing the scale of some unemployment compensation
programs and of alteriﬁg the incentives to collect Ul benefits undcr'practically all programs. They

are discussed in the following four subsections.

a. The Taxation of UI Benefits

Prior to 1979, Ul benefits were exempt from the federal income tax.  Although such
treétmcnt was consistent with the treatment of most other transfer payments, this policy came
under extensive scrutiny during the mid-1970s as several authors pointed to the adverse incentive
effects of tax exemption (see Feldstein, 1974). Beginning in 1979, UI benefits were first made
taxable for single individuals whose incomes exceeded $20,000, and for' married taxpayers filing
jointly whose incomes exceeded $25,000. Further legislation in 1982 lowered these income limits to
$12,000 and $18,000, respectively, for Ul benefits received after Januvary 1, 1982. Currently, all Ul
benefits are subject to taxation. Such increasingly high rates of taxation could have a major effect

on incentives to apply for and to remain on UL

IFor a more thorough description of changes in UI laws, see Rosbrow (1986).
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b. The Pension Offset

Prior to the 1980s, a few states reduced Ul benefit payments to individuals when they were
also collecting pensions or social security benefits, but no explicit federal guidelines governed such
policies. As part of the Unemployment Compensation Amendments of 1976, states were required to
institute (by 1980) explicit pension offsets for all employer-financed pension payments (including the
employer-paid portion of OASDI benefits). In our discussions with state UI officials, we found that
the manner in which this pension offset is actually administered differs widely among the states,
especially the manner in which OASDI benefits are handled. Still, officials in states that made
deductions believe that these pension provisions have a detectable impact on their UI caseloads by

making it more difficult for older workers to collect benefits.

c. Changes in Extended Benefits Programs

In the early 1980s, substantial changes were made to the permanent extended UI benefits
(EB) program, and the emergency program that was instituted in response to the 1982-83 recession
(FSC) differed significantly from a similar one instituted during the 1970s (FSB). In very general
terms, the changes made extended-benefits policy during the 1980s comsiderably less generous than
was the case in the previous decade.l  These changes in extended-benefits policy have two
implications for the UI claims issue. First, measures of Ul activity that include claims made under
the extended-benefits program will exhibit an obvious, policy-induced decline when measured for the
1980s. Since this decline is relatively well understood, however, it was not a primary focus of our
analysis. A second, less obvious effect of the changes in the extended benefits programs is to
reduce incentives for individuals to collect benefits under regular state programs.  Although
empirical estimates of the effect of potential Ul duration on the actual duration of benefits
received vary, one set of fairly conservative estimates concludes that each week of additional

potential duration leads to about a 0.10 to 0.15 week of additional actual duration (Moffitt, 1985).

IFor an in-depth discussion of the implementation and nature of the FSC and FSB policies,
see Corson and Nicholson (1985) and Corson, Grossman, and Nicholson (1986).
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Since the limitations on extended benefits programs introduced during the 1980s substantially
reduced potential durations, the impact on reducing regular Ul claims could also have been

substantial.

d. Ul Trust Fund and Loan Provisions

During the 1980s, many important changes were made to the federal regulations that govern
the states’ UI trust funds and to the provisions for making loans to these funds.1 Starting in
- 1982, emergency loans to state trust funds (except for "cash flow" loans) carried interest charges;
they had previously been interest-free. In 1983, states were given further incentives to rebuild
their solvency through a series of provisions that deferred interest charges and future increases in
Federal Unemployment Tax Act (FUTA) taxes if the states would undertake specific steps to reduce
their UI benefit activities and increase their UI taxes. In addition to these explicit changés, the
federal government also made it clear that states were expected to repay their loans, and that
FUTA penalty taxes (which had seldom been used prior to the 1980s) would indeed be imposed on
states that had outstanding debts. The net result of all of these changes was a clear tightening of
states’ budgets for their Ul programs, and such tightening may have affected the behavior of state
policymakers. For example, Burtless and Vroman (1985) observed a “flurry of state legislative
activity" in response to the tightening of trust fund ;md loan provisions, and, at least implicitly,

they attribute a large portion of the observed decline in Ul claims to this activity.2

3. Actions at the State Level

Federal trust-fund provisions did not constitute the onmly pressure on states to restrict
activities under their Ul programs during the 1980s. States had borrowed substantial amounts

from the federal Ul trust fund during the 1975-77 recession, and the back-to-back recessions in

IFor a thorough discussion of these actions, see Vroman (1986).

2Al50 see the testimony presented to the Committee on Government Operations, U.S. House
of Representatives on May 22, 1986 (U.S. Congress, 1986).
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the early 1980s led to substantial additional borrowing. To regain solvency to their UI programs, a
number of states raised their Ul tax rates in the early 1980s, which may have placed political
pressure on the states to impose limitations on their Ul programs.1 Although, as we show later in
this section, it is difficult to discern a general pattern in the reactions of states to these

pressures, two general types of changes might have occurred.

a. Legislative Changes

Four types of state legislative changes could reduce Ul coverage:

1. Changes in Monetary Qualifying Requirements, Increases in base-period wages
or weeks worked for UI eligibility would have a direct effect on the ability of

the unemployed to collect UL

2. Changes in Nonmonetary Qualifying Requirements, Tougher nonmonetary
requirements that govern how voluntary leaving or misconduct is defined would
reduce the ability of the unemployed to collect UL  Similarly, tougher
requalification requirements for these cases would reduce the ability of the
unemployed to collect UL

3. Changes in the Generosity of Benefits. Reductions in the potential duration of
Ul benefits and reductions in weekly benefit amounts relative to average wages
would reduce the incentive to collect Ul and increase the incentive to accept
wage offers, thus reducing both weeks of unemployment and, possibly, the
probability of claiming UI when unemployed.

4, Changes in Work Search and Other Nonmonetary Continuing Eligibility
Requirements, Tougher continuing eligibility requirements and tougher
disqualification penalties would reduce the collection of Ul among the
unemployed.

Some states did make changes in each of these provisions in the early 1980s. For example,
Michigan increased the number of weeks of work necessary to qualify for UI benefits, as well as
the amount of earnings necessary to qualify as a week of work. Other states made similar changes
to monetary qualifying requirements. In terms of the generosity of benefits, some states froze

automatic increases in weekly benefit amounts, while others, without automatic indexing, failed to

1Althoug,h we do not have direct measures of such pressures, a number of state officials
with whom we spoke indicated that employers seem to have become more active in challenging Ul
claims than they had been in the past.
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increase benefit maximums in line with increases in average wages. In one case, Pennsylvania, the
duration of benefits was reduced in two stages, from a uniform 30 weeks to a two-tier system of
26 and 16 weeks, and a temporary reduction in weekly benefit amounts over a minimum amount was
also enacted. In the area of nonmonetary qualification, a number of states climinated the ability of
individuals who had quit or rwho were otherwise disqualified to collect benefits after a waiting

period. Instead, disqualification periods were for the duration of unemployment.

b. Administrative Changes

Changes in how states examine initial and continuing eligibility for UI benefits, even in the
absence of legislative changes, could affect the degree to which the unemployed claim UI benefits.
For example, the definition and application of the UI "work test" can generally be changed by
program administrators without legislative mandate. In our discussions with state officials, we
found that some states had begun asking claimants to list their contacts with employcr.s; in the
past, claimants were required only to indicate that they were able and available for work. Other
changes in how claims are taken and monitored may also affect Ul coverage. In general, however,
these chénges appearv to have made filing both easier and less subject to intensive monitoring. For
example, the increased use of mail claims probably had this effect. More generally, reductions in
the level of administrative funding which have occurred in the 1980s have reduced the level of
monitoring that can be undertaken by states. Reductions in administrative funds haw}c also
.prompted some states to close local offices, however, which might have reduced UI claims by

making Ul less accessible to the unemployed.

4. The Manner in Which Unemployment Is Measured

The design and estimation methods of the Current Population Survey (CPS) are constantly
undergoing changes, primarily with the objectii'e of obtaining better estimates of the labor force
and its components. Although many of these changes are too minor to have had much of an

impact on the overall measurement of the unemployed and on apparent changes in UI coverage, one
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set of changes does require discussion.]  This set of changes pertains to how population
benchmarks were introduced from the 1980 census (see Buckley et al, 1982). More specifically,
the 1980 Census found that the population exceeded the population projected by the CPS using
1970-Census-based weights. In all, 193,000 additional unemployed individuals were found, a number
which amounted to about 2.4 percent of the number of unemployed that was initially estimated for
1981 with the 1970s’ weights. Because this number was sizable when the 1980 Census-based
benchmarks were introduced, unemployment estimates for the 1970s had to be adjusted to avoid a
sharp break in the series. The precise process used to make these computations could have
affected the size of the observed decline in the Ul claims ratio during the 1980s. In Section D we

illustrate the potential quantitative significance of such effects.

5. Preliminary Quantitative Assessment

Table 3 reports some basic quantitative informz;tion on the characteristics of the
unemployed and of the Ul program for the 1971-1986 period that may help differentiate among the
various explanations for the decline in measured UI coverage. These data are presented at three
levels of aggregation: (1) national data, (2) data for the 11 largest states (those for which the
CPS is large enough to permit drawing direct estimates of the unemployment ratez), and (3) data
for all of the states. In order to provide more easily interpretable comparisons between the 1970s
and the 1980s, all data in Table 3 have been adjusted for seasonality and for the total

unemployment rate.

LAnother major change in the CPS that occurred during our observation period was a two-
step expansion in sample sizes and sampling areas (about 9,000 households were added in 1978 and
1980, and the number of sampling areas was expanded by about 25 percent). The purpose of this
expansion was to provide more accurate annual estimates of labor-force categories at the state and
SMSA levels. Since these expansions should have affected only the variability of CPS estimates and
not the mean values, the expansion should not have affected our analysis.

2Although CPS estimates of the unemployment rate in these states were available for our
entire period of observation, data on the composition of the unemployed are available only since
1978. Table 3 records these data as "not available." As described later, the absence of such
compositional information posed important problems for our analyses of state-level data.
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TABLE 3

REPRESENTATIVE DATA ON POTENTIAL EXPLANATIONS FOR THE DECLINE IN UL CLAIMS,

1971-1986
National Data Data from 11 Largest States Data from All States
Adjusted Adjusted ‘ Adjusted Adjusted Adjusted Adjusted
Mean® Mean® Percent Mean? Mean® Percent Mean? Mean? Percent
1971-1979 1980-1986 Change 1971-1979 1980-1986 Change 1971-1979 1980-1986 Change
CHARACTERISTICS OF THE UNEMPLOYED
Demographic:
Proportion female . 460 . 448 -2.6 . n. a, n.a. na, n, a. n, a. na.
Proportion ages 16-19 , 246 . 199 -19, 1** n.a. n.a, n. a, n a, n. a, n, a,
ages 20-24 .233 . 220 -5, 6%* n, a, n,a. n. a, n. a, n,a. na.
ages 25-54 . 435 . 510 17, 2** n. a, n, a. n.a. n, a, n.a, n. a,
ages 55-64 . 066 . 059 -10, 6** n, a, n.a. n, a, n. a, n, a. n.a.
ages 65+ . 020 012 -40, 0** noa. n.a, n.a, n.a, n.a. n.a
Economic:
Proportion job losers 475 . 496 4, 4** n.a, n. a. n.a, n. a. n.a. na,
Proportion job leavers . 124 113 -8, 9%* n. a, n. a. n.a, n. . n,a, n. a,
Proportion unemployed less than 5 weeks . 425 . 429 0.9 n.a, n. a, n, a, n, a. n.a, n, a.
Proportion unemployed 27 or more weeks 134 L137 2,2 n.a, n, a, n, a. n, a, n, a, n, a,
Proportion construction L091 . 095 4, 4% n.a. n. a. n. a. n. a. n. a. n. a.
Proportion manufacturing . 244 .212 -13.1* n.a, n. a. n a. n. a. n. a. n. a.
UI PROGRAM CHARACTERISTICS
Minimum Qualifying Wages/Average n, a. na. n a. 3.033 3,203 5. 6% 3,328 3,426 2.9
Weekly Wage
Maximum Weekly Benefit Amount/ n. a. n, a. n. a. 0.434 0.466 7. 4** 0. 492 0. 481 ~2.2
Average Weekly Wage '
Weekly Benefit Amount as a n.a. n. a n a. 0, 0401 0. 0397 ~1,0%* 0. 0406 0. 0403 -0, 7**
Proportion of the High-Quarter Wage
Maximum Duration n. a. n. a, n a. 26,72 26. 56 -0, 6%* 27.03 26. 48 - -2,0%F
Entitlement Percentage n. a. n. a, n.a. 52,58 51,77 -1.8 48,04 46,35 -3, 5%*
Proportion Monetarily Eligible 0.826 0. 864 4, 6% 0.847 0.883 4, 3% 0.820 0.848 3, 4+
Wage Replacement Rate : 0. 366 0. 355 -3,0** 0,356 0.354 -0.6 0. 384 0. 366 -4, 7%%
Proportion Eligible for Maximum Duration n, a. n, a. n.a. 0.699 0. 698 -0.1 0. 621 0.615 -0,9
Separation Issue Denial Rate: 101,51 - 83.08 -18, 2** 107. 89 90, 35 ~16. 3** 134,75 104, 42 -22,5%*
Voluntary leaving 72,07 51,96 -27.9** 74.97 54,77 -26,9** 98, 67 68, 41 -30, 7%+

Misconduct 26.95 - 30,66 13, 8% 3L10 34,83 12.0* 35,27 36,72 4, 1%+
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TABLE 3 (continued)

National Data

Data from 11 Largest States

Data from All States

Adjusted Adjusted Adjusted Adjusted Adjusted Adjusted

Meand Mean? Percent Mean? Mean? Percent Mean? Mean® Percent
1971-1979 1980-1986 Change 1971-1979 1980-1986 Change 1971-1979 1980-1986 Change
Nonseparation Issue Denial Rate: 12.85 13. 46 4,7 12.26 12.17 -0.7 12,69 15,47 21,9**
Disqualifying income 1.59 2.80 76, 1% 1.37 2.04 48,9*%* 1.69 3.4 101, 2**
Able and available 7.48 6. 52 -12, 8** 7.43 6.57 -11, 6** 7.35 .17 -2, 4**
Refusal of available work 0,48 0.33 -31, 3** 0.50 0.31 -38, 0x* 0.63 0. 38 -39, 7%+
Reporting requirements 3.29 2.46 -25,2%* 2.92 1.99 -31.8%* 3.01 3.25 8, ¥

Worktest Denial Rate 11,25 9,30 -17. 3** 10.85 8. 86 -18, 3** 10,98 10.79 -7

N.A. = Not available.

dadjusted by regression to control for quarter and the total unemployment rate, except when the variables describe the laws directly.

The variables that were not

adjusted were minimum qualifying wages/average weekly wage, maximum weekly benefit amount/average weekly wage, weekly benef it amount as a proportion of the high-quarter
wage, maximum duration, and the entitlement percentage

*Difference is statistically significant at the .05 level in a two-tailed test.
**Difference is statistically significant at the .0l level in a two-tailed test.




The information reported in Table 3 does not provide an obvious explanation for the
decline in UI claims during the 1980s. On the whole, changes in the demographic characteristics
of the unemployed (slightly fewer females and a greater representation of prime-age workers)
should have had the effect of increasing Ul claims. The increasing prevalence of job losers among
the unemployed should have had a similar effect. On the other hand, a slight increase in long-term
unemploymént and a significant decline in the importance of unemployment from manufacturing
should have had the effect of reducing Ul claims.

A similarly ambiguous picture is provided by the information on UI program characteristics
in Table 3. Evidence of the tightening-up of program operations at the state level is provided by a
significant increase in minimum qualifying wages (at least in the 11 largest states) and some
reduction in average maximum potential duration. The large increase in benefit denials because of
disqualifying income (probably due to the pension offset requirements) also illustrates some
significant tightening.1 However, increases in the proportion of Ul claimants who are found to be
monetarily eligible for benefits, as well as some reductions in UI benefit denials for worktest
reasons, tended td reflect the relaxation of requirements and procedures to some extent. Most
measures of weekly benefits and their relationship to average wages changed little over the period.

In overall terms, then, the aggregate data reported in Table 3 do not point to a single
dominant cause for the decline in UI claims during the 1980s. Rather, it seems that sevéral of
the potential explanations discussed earlier in this section each probably played a role in bringing

about the observed result. In order to determine the relative significance of these explanations, we

1Counter to intuition, the reduced denial rate for voluntary leaving may also signify a
tightening of administrative requirements. In our discussions with state UI officials, several
pointed out that this decline arose from concomitant changes in state laws which increasingly
tended to disqualify voluntary leavers for their entire spell of unemployment rather than for a
specified time period. The decline in denials may thus reflect the reduced willingness of job
leavers to file for UL
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undertook extensive regression analyses of the national and state-level data on Ul claims. The

results of those investigations are briefly summarized in the next section.1

C. REGRESSION RESULTS

To examine the quantitative significance of various potential explanations for the decline in
UI claims during the 1980s, we regressed the UI claims ratio on a large number of variables that
sought to capture the influences of the changing composition of the unemployed and changing UI
laws and administrative practices over the period. All such regressions included seasonal dummy
variables and a binary variable which took the value 0 during the 1970s and 1 during the 1980s.
The coefficient for this latter variable can be interpreted as the average decline in the UI claims
ratio between these two periods that is unexplained by changes in the explanatory variables in the
regression equation.  Later, in Section D, we use these regression results together with other
quantitative analysis to apportion the explained decline in the UI claims ratio among its various
components.

Table 4 reports the results of two very simple regressions of this type on national data.
The first of these shows an unexplained decline in the Ul claims ratio of .08 (on a 1970s’ average
of approximately 0.41). Controlling for changes in the composition of the unemployed reduced this
unexplained decline by about .01, to .07. Variables that reflect the proportion of the unemployed
who were unemployed longer than 26 weeks and the proportion of the unemployed from
manufacturing jobs provided the most significant explanatory power for these compositional
variables. Interestingly, the inclusion of these variables reduced the total unemployment rate (TUR)
coefficient in the regressions to statistical insignificance, thereby indicating the importance of
compositional factors in explaining UI claims over the business cycle. Unfortunately, because such
variables were not available for our more extensive analyses of state-specific data, we were forced

to fall back on the TUR as our single cyclical indicator. As we describe below, however, we

1For additional details on this research, see Corson and Nicholson (1988).
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TABLE 4

NATIONAL REGRESSIONS ON THE UI CLAIMS RATIO,
1971.1 TO 1986.4

Independent Variable (1) (2)
Quarter 1 0.0661** - 0.0095
(0.0172) (0.0151)
Quarter 2 0.0128 0.0301**
(0.0166) (0.0094)
Quarter 3 -0.0217 0.0223
(0.0166) - (0.0122)
1980-86 Dummy -0.0799%** -0.0688*
(0.0144) (0.0124)
TUR 0.0121* 0.0016
(0.0051) (0.0073)
Proportion Job Losers : -- 0.4778
(0.2701)
Proportion Unemployed 27+ Weeks - -0.6384**
. (0.1336)
Proportion in Manufacturing -- 0.6?65*
(0.1996)
Proportion in Construction - 1.1360* .
(0.4910)
Constant 0.3156** -0.0217
(0.0331) (0.0465)
RZ . 0.51 0.90
F 14.0 63.0
(d.f-) (5.58) (9,54)

Mean of Dependent Variable ; 0.3802 0.3802

NOTE: Standard errors are shown in parentheses.

*Coefficient is statistically significant at the .05 level in a two-tail
test.

**Coefficient is statistically significant at the .01 level in a two-tail
test.
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were able to control for the changing composition of the unemployed in a variety of other ways in
these analyses.

Table 5 reports the representative results of our study of the UI claims ratio in the 11
largest states. As the first equation shows, the unexplained decline in UI claims in these states
(066) was slightly smaller than is shown by the national data, but was still quite significant. For
the second equation in Table S5, we included state-specific dummy variables to control for possible
unexplained differences in the level of Ul claims ratios among the states. Since we wished. to draw
inferences about the states, using this "fixed effects" model provided an appropriate way to control
for such differences (see Maddala, 1987). By adopting this estimation procedure, we reduced the
unexplained decline in the UI claims ratio (to .054), probably because using state dummy variables
provided a better way to control for differences in the labor markets of the states than did
including only the TUR.

For the third equation in Table 5, we included a number of variables that sought to
quantify the restrictions and incentives provided under the UI programs of the 11 largest states.
Most of these variables were already discussed in connection with Table 3. Two additional
variables were included: (1) a dummy variable that represented whether the state provided uniform
potential UI durations to all claimants; and (2) a binary variable that indicated whether extended
benefits were being paid in the state during a particulaf quarter.1 In general, all of these
variables had the expected sign in explaining the UI claims ratio (except for the uniform-duration
variable, whose coefficient was not significantly different from zero), and all had coefficients of a
plausible mag,nitude.2 The inclusion of these variables tended to explain about 40 percent of the

previously unexplained decline in the UI claims ratio (which fell to .033). Their inclusion

ISpeciﬁcally, the value of this variable was 1.0 if the state was paying benefits under
cither the EB, FSB, or FSC programs.

2For further discussion, see Section D of this paper and the more detailed presentation in
Corson and Nicholson (1988). The positive coefficient for ‘the voluntary leaving denial rate is
consistent with the observation reported in Section B that low values for this rate tended to
reflect more stringent policies with respect to voluntary quits.
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TABLE 5

THE EFFECTS OF UI PROGRAM CHARACTERISTICS

ON THE UI CLAIMS RATIO:

BASIC RESULTS
(11 Largest States)
1971.1 70 1986.4

Independent Variables (1) (2) (3)
1980-86 Dummy -0.066** -0.054** -0.0328**
(0.010) (0.006) - (0.0072)
TUR 0.010** 0.001 -0.0055**
(0.002) (0.002) (0.0017)
Minimum Qualifying Wages/ -0.0364*%
Average Weekly Wages (0.0031)
Wage Replacement Rate 0.5993**
(0.0940)
Maximum Duration 0.0192**
(0.0056)
Uniform Duration -0.0054
(0.0109)
Voluntary Leaving Denial Rate 0.0004**
(0.0002)
Misconduct Denial Rate -0.0018**
: (0.0004)
Disqualifying Income Denial Rate -0.0101**
' (0.0026)
Work Test Denial Rate -0.0039**
(0.0008)
Extended Benefits 0.0286**
(0.0061)
State Dummies No Yes Yes
R? 0.12 0.66 0.76
F(d £.) 20.3 - 91.8 93.4
ot : (5,698) (15,688) (24,679)
Mean of Dependent Variable 0.382 0.382

£ 0.382

NOTE: A11 regressions include three quarterly dummy variables and a constant
term. Standard errors are reported in parentheses.

*Coefficient is statistically significant at the .05 level in a two-tail

test.

**Coefficient is statistically significant at the .01 level in a two-tail

test.
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also reversed the sign of the coefficient of the TUR variable, perhaps because these variables
controlled adequately for the composition of the unemployed.

Table 6 summarizes our results from a series of cross-sectional, time-series regressions for
all of the states. These results tended to resemble those for the 11 largest states, although most
of the coefficients were smaller in absolute value. A possible explanation for this reduced
significance is that the denominator for the claims ratio variable is measured less accurately in
states other than in the 11 largest, and, perhaps, that the other variables in the model are subject
to somewhat greater random variability in the smaller states. In any case, the results for all states
tended to support the regression results for the 11 largest states. However, because we felt that
the data from the largest states were more reliable and because we could supplement these data
with information from our visits to most of those states, we tended to focus on the 11-state sample

for the bulk of our analysis.

D. APPORTIONING THE DECLINE IN UI CLAIMS

In this section we use our regression analysis together with a variety of other techniques to
place rough bounds on the size of various influences on Ul claims during the 1980s. The results of
our calculations are summarized in Table 7. The first entry in the table reports the actual
observed change in the state UI program claims ratio between the periods of 1971-79 and 1980-86
(0.0618). Relative to a base figure of approximately 0.41 for the UI claims ratio during the 1970s,
this figure represents a decline of about 15 percent in this measure of UI coverage. In the
remainder of Table 7, we attempted to apportion this decline among a number of possible causes.
For each of these potential causes, we report a "high range" and a "low range" estimate for the
possible quantitative size of the effect. Overall, our high-range estimates account for virtually all
of the observed decline in UI claims, whereas our low-range estimates account for about 55
percent. For some of the estimates, the difference between our high- and low-range estimates is

quite large, but for others this difference is relatively small, indicating our belief that we have
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TABLE 6

THE EFFECTS OF UI PROGRAM CHARACTERISTICS

ON THE UI CLAIMS RATIO: ALL STATES

1971.1 70 1986.4

Independent Variables (1 (2)
1980-86 Dummy -0.0505** -0.0350%*
(0.0028) (0.0030)
TUR 0.0039** -0.0023**
(0.0007) (0.0008)
Minimum Qualifying Wages/ -0.0211%*
Average Weekly Wages (0.0013)
Wage Replacement Rate 0.2038**
(0.0145)
Maximum Duration 0.0053**
(0.0009)
Uniform Duration -0.0160**
(0.0078)
Voluntary Leaving Denial Rate 0.0000
(0.0000)
Misconduct Denial Rate -0.0010**
(0.0001)
Disqualifying Income Denial Rate -0.0031**
(0.0005)
Work Test Denial Rate -0.0027**
(0.0002)
Extended Benefits 0.0248**
(0.0027)
State Dummies No Yes
RZ 0.64 0.71
F(d £.) ' 107.0 123.0
che (55,3208) (64,3199)

NOTE: A1l regressions include three quarterly dummy variables and a constant
term. Standard errors are reported in parentheses.

*Coefficient is statistically significant at the .05 Tlevel in a two-tail

test.

**Coefficient is statistically significant at the .01 level in a two-tail

test.
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TABLE 7
COMPONENTS OF THE OBSERVED DECLINE IN THE
Ul CLAIMS RATIO IN THE 1980s
High-Range Estimate Low-Range Estimate
Change Change
Attributable Percent Attributable Percent
Effect to Effect of Total? to Effect of Total®
Total Change Based on -0.0618 100.0 -0.0618 100.0
National Data
Economic Effects
Increase in TUR +0.0037 (6.0) 0.0000 0.0
Decline in unemployment -0.0108 17.5 -0.0019 3.1
from manufacturing
Shift in geographic -0.0099 16.0 -0.0099 16.0
distribution of
unemp {oyment
Changes in Federal Ul Policy?
Partial taxation of ~0.0102 16.5 -0.0070 11.3
benefits
Less generous extended -0.0042 6.8 0.0000 0.0
benefits programs
Changes in State Ul Policy
Increase in qualifying -0.0065 10.5 -0.0021 3.4
weeks
Change in gross wage -0.0012 1.9 -0.0024 3.9
replacemen‘rc
Reductions in maximum -0.0030 4.9 -0.0030 4.9
durations
Reduction in voluntary -0.0081 13.1 0.0000 0.0
separation denial rafesd
Increase in misconduct ~-0.0067 10.8 -0.0015 2.4
denial rates
Increase in disqualifying -0.0067 10.8 ~0.0053 8.6
income denial rates
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TABLE 7 (continued)

High-Range Estimate Low-Range Estimate
Change Change
Attributable Percent Attributable Percent
Effect +o Effect of Total? to. Effect of Total?
Reduction in worktest +0.0078 (12.6) +0.0005 (0.8)
denial rates
Changes in Unemp loyment®
More accurate measurement -0.0076 12.3 -0.0009 1.5
of unemployment in 1980s
Total Change Explained ~-0.0634 102.6f -0.0335 54.2
Total Change Unexplained -- - -0.0283 45,8

SOURCES OF ESTIMATES

The high-range state policy estimates are based on the li-state analysis of the Ul claims ratio
(Table 5) and regression-adjusted trends in explanatory variables (Table 3). The low-range state
policy estimates are based on the all-state analysis of the Ul claims ratio (Table 6) and
regression-adjusted trends in explanatory variables (Table 3). The remaining estimates are based
on non-regression analyses, which are described in the text.

aPercenfages in parentheses refer to effects that tended to increase the Ul ciaims ratio.

bThe effects of pension offset legislation are incorporated in the estimates for the effect of
state disqualifying income denials. We made no attempt to estimate directly the effects of the
more stringent trust fund and loan provisions applied to states. Thus, these effects are
reflected in the observed changes in state laws and administrative procedures.

Cin this case, the "low range estimate" exceeds the "high range estimate” because the 1l-state
data were used consistently for all the high-range state policy estimates, while the all-state
data were used for the low-range state policy estimates (see the text for further discussion).

dA reduction in voluntary separation denial rates is regarded as a tightening of state procedures
(see the text for further discussion).

€A separate estimate is included for the possible macroeconomic "drift" in the number of
unemployed (see the text for further discussion).

fThe total change "explained" adds to more than 100 percent for the high-range estimates, because

a number of the estimates are made separately, and because the interactions among effects are
not fully accounted for by this procedure.
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identified the size of the effect rather precisely. In the next four subsections, we examine in

detail how we calculated these estimates and why their precisions differ.

1. Economic Effects

As we discussed in Section C, one of the potentially most important influences on the Ul
claims ratio is the overall level of labor-market activity as measured by the total unemployment
rate (TUR). In general, we expected that the higher levels of unemployment experienced during
the 1980s (the average TUR was more than one percentage point higher during the 1980s than
during the 1970s) would increase the Ul claims ratio. But most of the reasons for expecting such
an increase are associated with changes in the composition of the unemployed that are correlated
with changes in the business cycle. Once we accounted for these compositional factors, our
presumptions about the effect of the TUR on the UI claims ratio were less strong, and such factors
as the increasing UI exhaustion rates associated with greater slack in the labor market might even
have led to a negative correlation between the TUR and the Ul claims ratio. In order to account
for pure cyclical influences on the UI claims ratio, we adopted a simple netting procedure based on

our regression analysis.1

This procedure showed that cyclical factors, per se, had little effect on
the UI claims ratio.

However, changes in the composition of the unemployed during the 1980s that were
unrelated to cyclical factors did have a significant influence on the claims ratio. The most
important effect was the decline in the relative importance of unemployed workers who previously
held jobs in manufacturing industries. Since both our national regressions and our analyses \based
on individual-level data showed that the representation of manufacturing workers among the

unemployed was an important determinant of the Ul claims ratio, such a decline could have been

an important determinant of the observed trend in that ratio.

1Speciﬁcally, we used the cyclically adjusted changes in the independent variables from
Table 3, together with the 1l-state and all-state regression coefficients, to calculate for each
equation a "pure” TUR effect (that is, an effect uncorrelated with changes in the other variables).
This is the effect reported in Table 7.
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Unfortunately, state-level data on the composition of the unemployed were not availéblc for
the entire time period covered by our primary statistical analysis and could not be used directly to
estimate the effect of the decline in manufacturing unemployment. Instead, the estimates presented
in Table 7 were developed from our national and individual-lcvc;l regressions. Specifically, we used
regression coefficients from our national regression (which tended to average about 0.6 for the
percentage of unemployment in manufacturing variable) to estimate that the observed decline in
manufacturing unemployment may have reduced the UI claims ratio by 0.0108 (= 0.6 x (0.250-
0.232)).  Since we believed that intercorrelations in our national time series data may have
exaggerated the manufacturing effect in our regressions, we tended to regard this as an upper-
range estimate.

To develop a lower-range estimate of the manufacturing effect, we used the results from
our analyses of individual-level data from the Panel Study of Income Dynamics (see Corson and
Nicholson, 1988), which suggested that, other things equal, previous employment in manufacturing -
tended to increase the probability of UI receipt by about 0.25. Using this estimate, together with
the observed 1.8 percentage point decline in the proportion of unemployed from manufacturing, we
estimated a 045 percent decline in UI claims from manufacturing unemployment. In turn, this
figure suggested a lower-range estimatel that attributed about 3 percent of the decline in the Ul
claims ratio to the decline in unemployment from manufacturing industries. |

A final economic factor that we examined was the state-by-state distribution of the
unemployed. Since we found that the magnitude of both the Ul claims ratio and its decline varied
substantially by state, changes in the geographic distribution of the unemployed between the 1970s
and the 1980s could have affected the claims ratio. To determine the importance of these shifts in

explaining the decline in Ul coverage, we compared the claims ratio during the 1980s with an

IThis estimate should be regarded as a lower-range estimate because the PSID sample
consists only of housechold heads, and previous manufacturing employment may be a more important
determinant of UT receipt for non-heads of households.




alternative ratio computed on the basis of the distribution of unemployment in the 1970s. This
alternative ratio was higher than the actual claims ratio in the 1980s, indicating that, without the
shift, the claims ratio would have declined, but by a smaller amount. Overall, the shift in

unemployment explained about 16 percent of the observed decline in the national claims ratio.

2. The Effects of Federal Policy

As we discussed in Section B, the most important changes in federal UI policy between the
1970s and 1980s were (1) the partial taxation of UI benefits, (2) the adoption of less generous
extended benefits programs than had been implemented during the 1970s, (3) the adoption of
compulsory pension offset legislation, and (4) the adoption of more stringent trust-fund and
emergency-loan provisions. Because many of these actions occurred at about the same time, and
because they applied to the nation as a whole, it was difficult to estimate their independent
influences in our primary regression analyses. Hence, we adopted a more pieceméal approach,
Here, we describe the method used to estimate the effects of the partial taxation of UI and of
less generous extended benefits programs. We discuss the effects of pension offset legislation
together with our analysis of state policies, since they tended to be exhibited fairly clearly in our
analysis of the state-level data. Some of the state effects that we describe may also have been
due to the fiscal measures that were adopted for UI at the federal level. However, since any
effect of fiscal pressure on UI claims occurs indirectly through changes in state programs, we
present estimates only for the state-level changes themselves, without attempting to assess the role
that federal policy played in bringing them about.

There are strong theoretical and empirical reasons for believing that the increased level of
taxation to which Ul benefits were subjected during the 1980s should have affected the incentives
of individuals to collect those benefits. In Table 7, we used two different approaches to place
bounds on the likely effect of the partial taxation of UI benefits. Under both approaches, we made
the conservative assumption that taxation reduced the average net wage replacement rate of all Ul
claimants by about 5 percent. To arrive at our high-range estimate, we used this assumed decline
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in the wage replaéement rate, together with the regression estimates of the effect of the wage
" replacement rate on the UI claims ratio, to calculate a decline in the UI claims ratio of -0.0102
due to partial taxation. Although this figure was a fairly large one, amounting to more than 16
percent of the decline in the Ul claims ratio during the 1980s, it was quite consistent with the
only direct empirical study of UI taxation undertaken on the basis of individual-level data (Solon,
1985).

To calculate our low-range estimate of the likely effect of the partial taxation of Ul, we
used the previous econometric literature on the incentive effect‘s of Ul wage replacement on
unemployment duration.  The literature suggested that each 10 percent increase in net wage
replacement rates is associated with an extra half week of unemployment (see, for example, the
surveys by Hamermesh, 1977; and Gustman, 1980). Using our assumed 5 percent decline in the wage
replacement rate, we arrived at an estimated reduction in UI duration of 025 weeks, which
translated into a reduction in the UI claims ratio of 0.0070. In our view, this was a lower-range
estimater because the disincentive estimates from the UI literature typically include onmly changes in
the Ul duration of claimants who have started to collect Ul, not the effects of such incentives on
the probability of filing an initial UI claim. To the extent that this additional effect is also
significant, our lower-range procedure may have underestimated the effects of partial taxation.

In our regression work, we modeled the availability of extended benefits with a simple
binary variable. Because such benefits were available for approximately the same proportion of
quarters in both the 1970s and the 1980s, we estimated no net effect on the Ul claims ratio from
changes in such policies. In Table 7 we have used this zero effect estimate as our lower-range
value.  However, other research on extended benefits policy during the 19805 (Corson and
Nicholson, 1985; and Corson, Grossman, and Nigholson, 1986) found substantial reductions in the
amount of benefits paid under extended benefits policies relative to what had been paid during the
1970s. In particular, sharp reductions in the scope of the EB program in the early 1980s meant

that the emergency program that was implemented during the 1982-83 recession (FSC) served
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primarily to fill the "holes" left by the EB changes rather than to add significantly to benefits, as
had been the case with FSB a decade earlier. A precise computation of the effect of this policy
change on the total potential duration of benefits available to regular Ul claimants is made difficult
by the complex structure of the FSC program (see Corson, Grossman, and Nicholson, 1986, for a
description).  For simplicity, we assumed that about 13 weeks of extra benefits were available
during the quarters in both the 1970s and 1980s when two tiers (rather than one tier) of extended
programs were available to claimants. Since the proportion of such quarters was 0.24 higher in the
1970s than in the 1980s, we assumed that the reduction in the generosity of extended benefits
programs during the 1980s was equivalent to a reduction in potential durations of about 3 weeks
(0.24 x 13). Previous research (Moffitt, 1985) has shown that each extra week of potential duration
leads to approximately 0.15 additional weeks of UI collection, and about one-third of this extra
week might have been from regular Ul claims. In all, then, we estimated that the reduction in the
generosity of extended benefits programs might have reduced average regular Ul claims by about
0.15 weeks during the 1980s. Translated into the Ul claims ratio, our calculation yielded a high-
range estimate of 0.0042--approximately 7 percent of the overall decline in that ratio during the

1980s--that might be attributed to the declining generosity of extended benefits programs.

3. The Effects of State Policy

Most of the quantitative research in the present project focused on estimating the effects
of changes in the laws and administrative practices of the states on the UI claims ratio during the
1980s. We adopted this focus because we wished to examine the general hypothesis that states
“tightened-up" on the operations of their UI programs during the . 1980s, and because we felt that
the available data were most appropriate for addressing this issue. To develop summary measures
of such effects, we used regression results from the sample of the 11 largest states (Table 5) as
our ‘high-range” estimates. Although these regression results were not uniformly the largest of all
those that we obtained, the decline in the UI claims ratio was largest (in percentage terms) in
some of these states, and many of our most statistically significant results came from regressions
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on this subsample. The results for the pooled data set for all of the states tended to be smaller
and somewhat less significant than for the subsample of the largest states. We believe that these
results provided a sﬁtable "low range” for our estimated effects. To calculate the specific results
reported in Table 7, we used the 11-state and all-state regression coefficients together with the
adjusted trend data from Table 3. Multiplying the trend numbers by the rchcssion coefficients
provided an estimate of how the observed trend affected the UI claims ratio. We now discuss each

of these table entries.

a. Qualifying Weeks

For our measure of the earnings necéssary to qualify for regular Ul benefits, we used the
ratio of the dollar value of such earnings required under state law to the average weekly wage in
the state. This variable then represented the number of weeks that the average worker would
have to work to earn sufficient wages to qualify for Ul. Between the 1970s and 1980s, this
number increased by an average of nearly 0.2 weeks in our 11-state sample and by about 0.1 week
m our all-state. analysis. Thus, on average, it became somewhat more difficult to qualify for
unemployment benefits in the 1980s. Weighting these changes by the appropriate regression

coefficients explained between 3 and 10 percent of the observed decline in the UI claims ratio.

b. Gross Wage Replacement Rates

Although the introduction of partial taxation was the most important effect in the 1980s on
the level of wage replacement provided to workers by Ul, slight changes in replacement also
occurred because of state-initiated adjustments in weekly benefit amounts. On average, gross
wage replacement rates fell very slightly in our 11-state sample and fell somewhat more
significantly over all the states. Since we found that the UI claims ratio was positively oorrelatéd
with the wage replacement rate, both of these (;hanges helped explain some of the decline in that

ratio. But the quantitative size of the explanation was rather small.
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¢. Changes in Maximum Duration

The maximum potential duration of benefits for which Ul claimants were eligible declined
in both of our analysis samples during the 1980s. The average decline amounted to 0.2 weeks in
the 1l-state sample and to 0.6 weeks in the all-state analysis. However, because the maximum
potential duration variable had a larger effect in the 11-state sample, our estimates of the effect of
these changes in potential duration on the UI claims ratio were virtually identical: such changes

explained about 5 percent of the decline in the UI claims ratio during the 1980s.

d. Voluntary Separation Denials

As we reported in Section B, voluntary separation denial rates declined significantly in
both of our analysis samples during the 1980s. However, we interpreted this decline as reflecting a
tightening of procedures, as an increasingly greater number of states adopted legislative provisions
to disqualify voluntary leavers from UI for the duration of their spells. Under this interpretation,
the tightening of voluntary separation standards explained a significant part of the decline in the
UI claims ratio in our 1l-state sample (13 percent), but the effect was essentially zero in our all-
state analysis. Thus, the wide range of estimates reported in Table 7 for voluntary separation

provisions reflected some ambiguity about exactly how the statistics should be interpreted.

e. Misconduct Denial Rates

Misconduct denial rates increased significantly during the 1980s in both of our analysis
samples. Because the increase was somewhat greater in the 11 largest states and because this
variable had a more significant negative effect on the Ul claims ratio in the regressions for these
states, Table 7 reports a fairly broad range of estimated impacts for this increase. Overall, we
estimated that between 3 and 10 percent of the decline in the Ul claims ratio was due to this

apparent tightening in how state UI programs handled misconduct dismissals.




f. Disqualifying Income Denial Rates

Disqualifying income denial rates increased significantly during the 1980s, reflecting
primarily the adoption of compulsory pension offset legislation as required under federal law. The
estimated impact of these changes on the UI claims ratio was approximately the same in both of
our analysis samples, explaining about 10 percent of the decline during the 1980s. This decline was
probably too largé to be accounted for solely by the denied claims themsei—ves, and the estimated

effects of disqualifying income denials probably also reflected some deterrence of would-be

claimants by the pension offset laws.

g. Worktest Denial Rates

Evidence on worktest denials offers a possible rebuttal to the notion that states tightened
the administration of their Ul programs during the 1980s, since these denials in fact declined
significantly on a national level. This decline was quite large in our 11-state analysis (amounting
to 18 percent), but was considerably smaller in the all-state analysis. Results from the 11-state
analysis indicated that a loosening of worktest denial rates had a major countervailing effect on
the decline in the Ul claims ratio, whereas the festﬂts for the all-state analysis tended to imply
that this effect was rather small. It does seem clear, however, that changes in worktest
enforcement did not contribute to the decline in Ul claims during the 1980s.

In overall terms, then, our regression results suggested that actions by the states did have
some effect on the obsérvcd decline in the UI claims ratio. When combined, our lower-range
estimates explained about 22 percent of the decline, whereas our upper-range estimatcs' explained
39 percent of the decline. Thus, these results offer support for the notion that states did tighten
up their Ul programs during the 1980s, primarily through legislative changes rather than through
administrative actions. Our quantitative estimates of the effects of this tightening, however,
explained only about one-third of the observed decline in the UI claims ratio during the period and
did not permit us to evaluate the extent to which these actions were prompted by fiscal pressure

originating at the federal level.




4. Changes in Methods of Measuring Unemployvment

As described in Section B, to the cxtént that the CPS measurement of the unemployed was
somewhat less complete during the 1970s than during the 1980s, the UI claims ratio would appear
to be somewhat higher in the earlier decade. Since the CPS has made significant efforts to
improve the accuracy of its measures in recent years, we felt that it was important to determine
whether such efforts could have affected our results. Our examination focused on how new
population control numbers were introduced by the CPS. New figures for unemployment among (for
example) Hispanics were introduced in 1985 (see Fenstermaker, 1985), and similar adjustments were
made for undocumented immigration in 1986 (Passel, 1986). Since both of these adjustments had
some effect on measured unemployment during our period of observation, they provided a definitive
lower range for our estimates. Specifically, we estimated that these two relatively small changes
increased measured unemployment by 0.27 percent during our sample period in the 1980s, thereby
reducing the Ul claims ratio by about 1.5 percent.

A larger effect may have been caused by the method whereby the new population controls
from the 1980 Census were used to adjust the 1970s’ unemployment data (see Buckley et al., 1982).
The 1980 Census found that the population exceeded the population projected by the CPS usiﬁg
1970 Census-based weights. In all, 193,000 additional unemployed individuals were found. We
estimated that if, contrary to the linear interpolation procedure actually used, these individuals had
been added to the unemployed in each year, unemployment during the 1970s would have been 1.58
percent higher during our sample period than it was actually reported to be (with the UI claims
ratio being similarly lower during the 1970s). In conjunction with the corrections for Hispanics and

undocumented immigration, this estimate would have accounted for about 12 percent of the decline

in the UI claims ratio.
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E. POLICY IMPLICATIONS AND SUGGESTIONS FOR FURTHER RESEARCH

The extensive quantitative analyses conducted under this project suggest that a number of
reasons, rather than a single overriding reason, explain the decline in the UI claims ratio during
the 1980s. Several of these general findings are relevant to UI policy formulation.

First, the results clearly show that a significant portion of the decline appears to be
attributable to the declining importance of manufacturing unemployment. Although this change
cannot be said to have been caused by policy changes at either .thc state or federal levels,
policymakers and program administrators might consider policies to provide other workers with the
types of access that manufacturing workers seem to h:;ve to UL Such improved access might
include an increased level of initial claims-taking at the work place or additional information and
out-reach activities. In addition, to the extent that the lower rate of UI applications outside of
manufacturing partially reflects a higher rate of nonfiling among UI eligibles, further research on
the reasons for such nonfiling might be quite useful for policy formulation.

Second, the most important direct impacts of federal policy on the UI claims ratio
quantitatively seem to have been the implementation of the partial taxation of WUI benefits,
reductions in the availability of extended benefits during the 1980s, and (under our interpretation
of state denial rates for qualifying income) the introduction of compulsory pension offset
legislation. In all, these three federal policies might have accounted for as much as from 25.to 30
percent of the measured decline in the Ul claims ratio. Since the pﬁrpose of each of these policy
changes was at least in part to reduce Ul claims, they clearly seem to have had that effect.
Whether the gains achieved in terms of better benefit targeting exceed the costs in terms of
reduced UI protection for some groups warrants further investigation, probably using microeconomic
data.

Third, at the level of state Ul policy, er identified a few trends in the provisions of Ul
laws that did lead to some tightening of program eligibility and benefit provisions. In all, these

trends might have accounted for between 22 and 39 percent of the decline in Ul claims during the
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1980s.  However, we found relatively little evidence that states tightened their administrative
operations. Indeed, the trend toward lower worktest denial rates during the 1980s tends to suggest
the opposite. Clearly, the states seem to have adopted provisions that made it soméwhat more
difficult for individuals with relatively little work experience of who had quit voluntarily to receive
Ul benefits, and, at the same time, they somewhat reduced the enforcement of continuing eligibility
provisions. They also appear to have maintained existing weekly UI benefit levels fairly well, while
contracting potential durations somewhat. Whether these changes were undertaken independently or
were due primarily to fiscal | pressures on state programs that originated at the federal level is
difficult to determine given the available data and the diversity of state actions. Additional
research on the relationship betweenvfcdcral and state actions would provide useful input into the
choice among federal financing provisions in the future.

Finally, as noted previously, our analysis has focused on the reasons for the decline in
claims under the regular state Ul programs. However, as also noted, substantial declines occurred
in the generosity of extended benefits programs in the 1980s relative to the 1970s which caused the
decline in UI coverage under all programs to exceed the decline that we examined in the regular
state programs alone. Although much of the reduction in extended benefits was due to explicit
policy changes in those programs, the decline in regular state UI claims also played a part, since
the insured unemployment rate, which is based on state UI claims, is used to determine when
extended benefits are payable in a state. Thus, one implication.of the decline in coverage in the
regular state programs is a parallel reduction in the availability of extended benefits. Changes in

extended-benefits trigger policy may thus be necessary to reflect the changing Ul claims ratio.
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SUMMARY OF DISCUSSION:

THE FIRST SECRETARY’S SEMINAR

Seminar participants reached a clear consensus that the 1980s’ decline in the proportion of
the unemployed who collect UI benefits was a significant phenomenon, with important implications
for understanding the operation of the program. Participants seemed satisfied that the Seminar
paper accurately portrayed the decline, but some pointed out that choosing different time periods
for examination (for example, focusing on cyclical troughs as opposed to decades) might have made
the decline larger than was presented in the paper. Similarly, several participants believed that
focusing more explicitly on all UI programs (including extended benefits programs), rather than on
the regular state programs alone, would have made the quantitative size of the decline larger.
Still, given that the decline in the extended benefits programs has been examined extensively
elsewhere, focusing on the decline in claims under the regular programs may have been a useful
way to limit the scope of the inquiry. Participants seémed to agree that the paper provided a good
starting point for examining the issues associated with the decline in Ul claims, since it offered a
nearly complete catalogue of the possible reasons for the decline. However, considerable discussion

took place about the quantitative significance and relevance of these various influences.

EFFECTS OF LABOR-MARKET CHANGES

Many seminar participants discussed the changing nature of unemployment during the 1980s
and the relationship of those changes to UI coverage. Two specific issues were most salient.
First, several individuals, recognizing that the increase in part-time and two-job employment has
changed the demographic characteristics of the workforce, questioned whether the UI system as
designed in the 1930s provides adequate coverage of the types of unemployment generated in this
new labor-market environment. Although the Seminar paper noted that not all labor-market trends
during the 1980s moved toward a decline in Ul coverage of the unemployed, many seminar

participants stressed that the data on which the paper was based were not fully adequate to
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explore these labor-market issues in detail. Groups who are nominally eligible but might not collect
Ul were mentioned specifically by participants: (1) unemployed individuals in two-earner families;
(2) unemployed individuals with short émploymént durations (particularly younger individuals); (3)
older workers; and (4) undocumented workers. There was agreement that only by examining the Ul
receipt question at Ithc microeconomic level will it be possible to obtain a cgmpletc picture of how
UI receipt relates to such patterns of unemployment.

The relationship between the decline in unemployment from manufacturing industries and
the reduction in UI coverage provided ; second focus of discussion on labor-market issues. The
paper concluded that the decline in manufacturing unemployment explained a significant porﬁon of
the decline in the proportion of the unemployed who have collected Ul during the 1980s, and much
of the discussion focused on the possible reasons for this conclusion. Several participants were
unconvinced by the paper’s suggestions about the relationship between UI receipt and manufacturing
unemployment, and in particular disputed the hypothesis that higher receipt is associated with the
fact that initial Ul claims for some manufacturing workers are taken at the plant. In their view,
the on-site claims-taking process is instituted only occasionally in the largest plants and is
designed primarily to prevent overcrowding at local UI offices. More support seemed to be
expressed for the paper’s view that the relationship between Ul and manufacturing may reflect high
rates of unionization in that industry, since unions often provide Ul-related information to Qérkers
who are on layoff. Workers may find it more difficult to gather such information on their own,
especially if, as some participants perceived, Ul outreach activities have declined in recent years.

One of the public participants in the seminar pointed out that, to some extent, the paper’s
focus on manufacturing decline may have been misplaced. After all, a decline in the proportion of
unemployment from manufacturing implies thgt the proportion of unemployment from other
industries has increased--notably from scrviccs./ | Perhaps a better question is: Why are service

workers less likely to file for UI benefits than are. workers from more "traditional" types of jobs?
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Although the data may not be available to provide a specific answer to that question, some

speculation about it may have been appropriate in the paper.

THE EFFECTS OF FEDERAL POLICIES

Much of the discussion in the seminar focused on the reported estimates of the effects of
various federal policy changes on the observed Ul coverage rate. Among the specific estimates
reported, participants seemed satisfied with those associated with pension and OASDI offset
legislation (which was estimated to have led to a 1 to 2 percent decline in Ul claims), but the
estimates derived for the taxation of UI benefits seemed to be more problematic to many
participants. In fact, several participants questioned the precise mechanism by which such taxation
might affect UI claims. Surely, they argued, few persons would refrain from claiming benefits that
were necessary and to which they were entitled simply because they would be partially taxed at the
end of the year. Microeconomic evidence to support the purported effects of taxation was deemed
meager, and many participants stated that they needed much more evidence to be convinced. Still,
some participants admitted that, because taxation is widely believed to affect many economic
actions, they would not be. surprised if taxation affected UI collections. One public member pointed
out that some members of Congress would not be dﬁbious of the estimated effects of taxation,
since one reason for supporting such taxation (in addition to the primary goal of enhancing
revenue) was to reduce the incentives to remain on UL

Some participants in the discussion pointed out that the structure of the paper tended to
understate the federal role in causing the decline in Ul claims during the 1980s. They were
concerned about the paper’s focusing primarily on the regular state Ul programs, when in fact
declines in claims under extended benefits programs (implemented primarily through legislation at
the federal level) were even larger in proportional terms. Moreover, some participants felt strongly
that, even in discussing the regular state programs, the paper should have tried to make a more
explicit connection between the fiscal pressure exerted by the federal government on the state
programs (through more stringent trust-fund loan provisions and the solvency provisions of the
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Social Security Amendments) and the concomitant changes made in those programs. These
participants believed that most of the tightening that occurred at the state level seemed to stem
directly from federal pressure, and from what some saw as the "chronic underfunding’ of the
unemployment insurance system due to a failure to raise the wage base for Ul taxation. However,
participants were uncertain about how the paper’s quantitative conclusions could be presented

whereby they reflected these fiscal pressures while also stressing that the changes being reported

were in fact implemented by the states through legislation and administrative procedures.

THE EFFECTS OF STATE POLICIES

Discussion of Ul policy changes made explicitly at the state level was very limited at the
seminar. The consensus was that the paper had detailed these changes fairly completely, and that
discussion of the experience of specific states would be outside the general scope of the seminar.
Three types of changes in states’ Ul provisions were mentioned as associated with fiscal pressure
from the federal government: (1) reductions in the maximum duration of benefits; (2) increased
denial rates for various nonmonetary reasons; and (3) reductions in benefit levels in both nominal
and real terms in some states. Some participants argued that such changes could only have been
caused by fiscal pressure at the federal level, since no state would have made them voluntarily.
However, distinctions between state-initiated and federal-initiated changes seemed difficult to. make

in quantitative terms.

MEASUREMENT OF UNEMPLOYMENT

Although the specific issues raised in the paper in terms of measuring unemployment were
not explicitly discussed in the seminar, there was much discussion about how information can be
obtained on unemployment and its relationship to the UI system, a topic which is not fully
addressed by the Current Population Survey. P;uticipants agreed that it would be useful to obtain
data ‘that (1) identify persons eligible for UI but who are not covered, (2) provide information

about non-filing, and how non-filing is associated with previous employment patterns and with the
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employee’s family situation, and (3) that fully reflect recent patterns of labor-market activity.
Participants generally agreed that additions should to be made to the CPS if it is to address these
issues adequately, and recommended a supplement to the current questionnaire as the appropriate
vehicle for addressing the UI coverage issue. Participants did note that a questionnaire supplement
would involve additional funding, and would require design procedures (such as interviewing only
members of an outgoing rotation group) that maintain the methodological integrity of the

government’s efforts to collect data on the unemployed.1

SUGGESTIONS FOR FURTHER RESEARCH

Although seminar participants tended to agree that the paper represented a sound
foundation for examining the apparent decline in UI coverage in recent years, many expressed the
belief that further information was necessary in order to provide a solid basis for formulating Ul
policy in the future. Such suggestions particularly stressed the necessity of obtaining better data
on the unemployed and their relationship to the UI system. Most participants found it difficult to
understand why individuals do not seem to be filing for Ul benefits when in fact they appear to be
eligible, and felt that only person-level -data would address that issue adequately.  However,
participants did not discuss the methodological problems that might arise in collecting and analyzing
such data. |

Some of the seminar participants suggested that a more extensive examination of other Ul
programs would add to our information about the coverage question and its policy implications.
One participant pointed to the federal Ul program for railroad workers as a possible source of
information that would not be confounded with the intricacies of the programs of individual states.
An examination of experiences under private Supplemental Unemployment Benefits programs was also
viewed as a useful source of data, although some participants countered that the prevalence of such

programs had declined significantly in recent years. Finally, one public representative in the

IThe Department of Labor has since funded this project and data will be collected beginning
in May 1989,
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seminar suggested that it might be helpful to examine the experience of the Ul programs of other
countries in recent years. While many differences exist between programs in Europe and Japan and
the United States, the labor markets of these other countries have also undergone similar structural

transformations. ~ Perhaps cross-country comparisons might shed light on the UI coverage question

and its policy implications for this country.
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PART 3

UNEMPLOYMENT INSURANCE
INCOME MAINTENANCE AND REEMPLOYMENT TRADEOQOFFS
IN A COMPETITIVE WORLD ECONOMY




A. INTRODUCTION

Unemployed workers need income support while they are unemployed, as well as assistance
and encouragement in finding new jobs. Unemployment insurance (UI) programs seek to meet these
support goals by making appropriate decisions about such program features as eligibility provisions,
weekly benefit amounts, the duration of benefits for which recipients are eligible, and the offer of
reemployment assistance services. In some ways, achieving the twin goal of income maintenance
and reemployment poses difficult tradeoffs for policymakers, since the adoption of policies that are
successful at meeting one of the goals may hinder success at achieving the other.

This paper explores such tradeoffs as they pertain to potential UI duration policies. Put
simply, the tradeoffs seem clear: longer potential durations of UI benefit receipt offer the promise
of covering the entire unemployment spells of a greater numBer of recipients, but they may also
encourage recipients to remain unemployed for a longer period of time, thereby delaying
reemployment. Upon closer examination, however, this seemingly dichotomous issue becomes quite
complex, since longer UI durations may also offer recipiénts the opportunity to upgrade their skills
or to adopt other methods that help them find better jobs. The tradeoff is thus ambiguous, and
appropriate policy decisions will depend on the nature of the labor market in which individuals
must seek work and on the types of behavioral responses they make to those policies.

Since its beginning in 1935, the evolution of the unemployment insurance system in the
United States has reflected these tradeoffs. Potential durations under the individual state Ul
programs have varied from an average of 13 to 16 weeks in the 1930s to the 26-week maximum
that is found in all but one state today. At times, a few states have instituted maximum durations
of 30 weeks or more. Beginning with the 1958 recession, federal legislation has extended the
duration of benefits beyond the regular state programs during most economic downturns. These
extensions have been provided through both temporary programs and, beginning in 1971, the
permanent Extended Benefits (EB) program, which becomes available automatically when
unemployment rates exceed specified levels. When combined with the regular state programs, these
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extended benefits programs have provided from 32 to 65 weeks of potential benefits during
recessionary periods.  Other program components, such as individual eligibility conditions and
mechanisms to target benefits in areas that exhibit the greatest labor-market weakness, have also
varied considerably over the years.

Our examination of issues pertaining to the duration of unemployment insurance consists of
four major sections. In the first, we describe some of the conceptual issues that arise in designing
UI policies, especially those associated with the duration of benefits. We examine topics that focus
not only on the consequences of duration policies for individuals, firms, and the economy at large,
but also on how such policies might be integrated with other program initiatives and whether they
should vary according to the business cycle. This discussion is then followed by a brief review of
' experiences wifh such policies in the United States during the 1970s and 1980s. These experiences
are then contrasted with those in several other countries as a way to illustrate alternative
approaches to reaching policy decisions about the duration of UI benefits. Finally, we summarize
our findings in the form of several suggested 'lessons” about what these experiences imply about

the tradeoffs inherent in the duration question.

B. CONCEPTUAL ISSUES

A number of issues and tradeoffs must be considered when Ul policies are designed. In
“this section, we discuss these issues as they pertain specifically to the potential duratioq of Ul
benefits. In the first section, we examine three main tradeoffs that underlic the choice of duration
policy--incentive effects, insurance versus income maintenance goals, and reemployment assistance.
In the second section, we then discuss whether duration policy should change over the business
cycle and, if so, fo what extent. The final section discusses more global issues that pertain to the

relationship between Ul duration policy and the operation of aggregate labor markets.
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1. Benefit Duration Issues and Tradeoffs

In this section, we discuss (1) the incentive effects of benefit duration, (2) the institution
of Ul as limited-duration insurance versus longer-term income maintenance, and (3) Ul and the

offer of reemployment assistance.

a. Incentive Effects of Unemployment Insurance

The purpose of unemployment insurance is to provide partial, temporary wage replacement
to workers who have lost their jobs through no fault of their own. Because this assistance reduces
the cost of being unemployed, it may encourage individuals> either to be more selective about the
jobs that they are willing to accept or to reduce the intensity of their job search, thereby
prolonging their unemployment. This potential "work disincentive effect” of UI benefits provides
one rationale for limiting both the duration of benefits and the weekly benefit relative to pre-
unemployment weekly wages.

Although it seems clear that the provision of Ul creates work disincentive effects, it is
important that the policy formulation process estimate the magnitude of these effects and assess
whether the effects v@ over the business cycle. If the effects are small, it would be possible to
provide more complete coverage of unemployment spells for a given cost. Since there are fewer
job offers in recessionary as opposed to nonrecessionary periods, a plausible hypothesis is that the
disincentives associated with extending the duration of benefits would be smaller during recessions,
since individuals would not be as likely to reject job offers when they are made infrequently.

Countering any work disincentive effects are the potential positive behavioral effects of
the UI system. For example, longer unemployment durations may lead to improved job matches.
That is, if UI permits workers to hold out for better job offers, better matches may be obtained,
thus improving the allocation of labor. Such effects may improve the efficiency with which the

labor market operates and increase the stability of employment.
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Over the past fifteen years, a considerable body of research has addressed these incentive
effects of UL  Such research has focused primarily on estimating the impact of increases in the
weekly benefit amount and increases in potential duration on the duration of UI receipt. Although
the impact of increases in these Ul parameters on post-unemployment wages has also been
examined, this subject has been studied less extensively. The findings of this research can be

summarized as follows:

o Studies of the impact of increasing weekly benefit amounts on unemployment
duration have tended to find that a 10 percent increase in the net wage
replacement rate (the UI weekly benefit amount divided by the net pre-UI wage)
leads to approximately a half-week increase in Ul duration (see summaries in
Hamermesh, 1977; Gustman, 1980; and Kiefer, 1988).

o Estimates of the impact of increases in potential duration vary more widely, but
the two most quoted studies (Moffitt, 1985; and Moffitt and Nicholson, 1982)
estimate that a 1-week increase in potential duration (at the 26-week point) leads
to an increase in the duration of unemployment of between .1 and .15 weeks.
Moffitt also finds that the disincentive effect of raising potential duration is
smaller when the unemployment rate is higher.

0o Research on the effect of increases in both weekly benefit amounts and potential

duration on post-unemployment wages has been inconclusive. Some researchers
have found positive impacts on wages (Ehrenberg and Oaxaca; 1976, and Holen,
1977), while others have found no effects (Classen, 1977; Corson et al., 1977; and
Brewster et al., 1978).

Of greatest relevance to the issue of UI duration are the findings on the effects of
increases in the potential duration of benefits. The findings indicate that increases in potential
duration will increase weeks of unemployment among claimants, but provide little evidence about
any beneficial effects on post-unemployment wages. With respect to the effects on the duration of
unemployment, the estimates suggest that a 13-week increase in potential duration from 26 to 39
weeks will lead to an increase in the duration of unemployment of between 1.3 and 1.9 weeks. Due
to this effect, some portion of any additional benefits compensate for weeks of unemployment that

would not have occurred in the absence of a benefit extension. Based on the estimates in Moffitt

(1985), this "cost" of benefit extensions is likely to be lower as the unemployment rate is higher.




b. Unemplovment Insurance and Income Maintenance

From its inception, the purpose of the UI program in the United States has been to
provide only partial, temporary wage replacement to unemployed workers. As stated in a House of

Representatives report in 1935:

Unemployment Insurance cannot give complete and unlimited compensation to all
who are unemployed. Any attempt to make it do so confuses Unemployment
Insurance with relief, which it is designed to replace in large part. It can give
compensation only for a limited period and for a percentage of the wage loss.

This initial concern--that UI should provide limited-duration insurance as opposed to
longer-term income maintenance or welfare--has been raised throughout the history of the program,
particularly within the context of benefit extensions. Some observers have suggested that after a
worker has exhausted a certain number of weeks of benefits he or she should no longer be the
responsibility of the unemployment insurance system but should instead become the responsibility of
the welfare systcm.2 Former Secretary of Labor Dunlop, in a statement in which he advocated

increasing benefit durations during the 1974-75 recession, raised this issue as he also spoke of the

necessity of limiting the extensions:

I cannot tell you where my ideal limit is. I, myself, am concerned . . . about our
system degenerating into what I call a public assistance program. . . . I do favor
this extension at this time because we have not in this country placed into effect
a comprehensive type of welfare program; [another] solution to these two
problems would say after a certain point a person who was unemployed--I do not
care for the moment whether you say 52 weeks, 65 weeks, 78 weeks or some
other number--ought to be treated financially not as part of the unemployment
insurance system, financed in the way an unemployment insurance systém is, but
ought to be treated as a part of some welfare program.

House Report No. 615, 74th Congress, first session, 1935.
2As we note below, this approach has been adopted by some European countries.

3Senate Hearings (Finance Committee), 94th Congress, first session, June 1975.
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One reason for this suggested shift from UI to welfare is that, as unemployment spells
lengthen, the link between the insurable risk of unemployment and the present cause of
unemployment becomes unclear. Lengthy unemployment spells may be due to some structural factor
in the community and/or industry that makes the loss of jobs permanent. In such circumstanccs,

direct income support may be more appropriate than continuing unemployment insurance benefits.

c. Unemployment Insurance and Reemployment Assistance

If, as discussed above, longer potential Ul durations lead to longer spells of unemployment,
it is natural to ask what can be done to counter this effect. That is, how should the UI system
and, more generally, the employment and training system promote the rapid reemployment of Ul
claimants?

One possibility is to impose requirements on claimants that attempt to increase the level of
their job-search activity and hence the speed with which they become reemployed. Of course,
many claimants are job- or industry-attached, and such requirements may be unnecessary. For
those who are not job-attached, however, the provision of reemployment assistance may be a useful
way to speed their return to employment. Such assistance could take the form of job placement
services, counseling, job-search.workshops that teach individuals how to look for and obtain a job,
or training,

An important question about such services is, at what point during the unemployment spell
should assistance be provided? It seems sensible to offer reemployment assistance to workers early
in their unemployment spells, since the earlier they adjust to the realities of the job market the
more rapidly they will become reemployed. However, early in the unemployment spell, many
claimants, including those who are not job-attached, have a high probability of finding a job
quickly. It would be inefficient to provide thése workers with assistance. Instead, the types of
administrative requirements (e.g, those that govern the intensity of job search) imposed by most

state programs on non-job-attached workers are perhaps sufficient.




As unemployment spells lengthen, however, there is increasing evidence of reemployment
difficulty. Long-term claimants may not know how to look for and find jobs, nor how intensively
to engage in job search; their wage or benefits expectations may be too high; or their job skills
may not match the available jobs. More assistance may be necessary. Such additional assistance
could entail an increase in job-search requirements, as has been the case under some extended
benefits programs (see further below), or it could entail a requirement that claimants participate in
some services. The latter has been the case under the Trade .Adjustment Assistance program, in
which benefit extensions have been tied to participation in training. Of course, determining the
appropriate point at which such requirements should in fact be instituted is difficult, because the
needs of claimants for services will vary over the business cycle, as well as by individual
characteristics.

Since reemployment assistance is generally not provided by the UI system itself, it is
important that well-developed linkages between the UI system and employment and training
providers be established. The UI system can identify claimants who may benefit from reemployment
assistance and make the necessary referrals for services. The Ul program can also monitor the
acceptance by claimants of and their participation in reemployment services, if participation is

required or expected.

2. Unemployment Insurance and the Business Cycle

The considerations raised in the previous subsections suggest that UI policy governing the
duration of benefits should be adjusted to account for the influences of the business cycle. During
cyclical downturns, the average unemployment spell lengthens, and the job-search environment
becomes more difficult for unemployed workers. If UI is to continue to provide the same level of
insurance protection to these workers that it provides during more normal periods, some

adjustments in the program may be neccssary.1 Increasing the potential duration of benefits for

IFor a discussion of the theory of unemployment insurance as insurance, see Bailey (1978).

An application of these concepts to extending durations during cyclical downturns is provided in
Nicholson and Corson (1980).
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which claimants are eligible offers one such a response--one that is generally consistent with the
nature of the increased risks of longer unemployment spells to which unemployed workers are
exposed. By mitigating the increasingly large number of UI benefit exhaustions that tend to occur
during cyclical downturns,] such extensions also offer advantages in addition to this expanded
insurance protection. These advantages include income maintenance for claimants (some, but not
all, of whom would have very low family incomes without UI benefits) and the stabilization of
purchasing power in the economy as a whole. 7

Although the principles behind extending UI benefits during cyclical downturns seem clear,
a number of specific issues arise as such policies are implemented: (1) how the policy should be
implemented and phased-out; (2) the labor-market measures, if any, that should be ﬁsed to initiate
the program; (3) the duration of counter-cyclical extensions (i.e., whether they should depend on
the depth of the recession); (4) whether all individuals who exhaust their entitlements under regular
UI programs should be eligible for extensions during recessions, or whether some additional
eligibility requirements should be imposed; and (5) how such programs should be financed.

With respect to policy implementation, two broad approaches, automatic or discretionary,
might be distinguished. Under "automatic" implementation, extended benefits programs would be
triggered on in response to some pre-defined set of labor-market indicators. Benefits would be
triggered off according to a similar set of indicators. The advantage of such an approach is that it
mitigates the necessity of formulating explicit policies in every recessionary circumstance, thereby
promising a more expedient response. Alternatively, adopting a more discretionary approach to
implementation would enable lawmakers to tailor extended benefits policy to the specific needs of a
given recession, in recognition that automatic trigger indicators may not work well in all situations.
Approaches to policy implementation that lie between the automatic and discretionary extremes
might also be considered. For example, some ﬁers of benefits might be triggered on automatically,

whereas other tiers would be subject to legislative discretion.

1’I‘ypically, exhaustion rates for regular Ul benefits average 25 to 30 percent during periods
" of normal labor-market activity and may rise to over 40 percent during cyclical downturns. For an
examination of the cyclical behavior of these rates, see Nicholson (1981).
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The choice of an indicator of labor-market strength is especially important under an
automatic policy strategy, but questions about the appropriate indicator are also part of the debate
over discretionary implementation. Ideally, the indicator should reflect the labor-market
environment in which Ul claimants must look for work. But data on the unemployment duration of
Ul claimants are typically not available, and other types of information (such as unemployment
rates or the rates of exhaustion of regular Ul benefits) must be used instead. Because survey data
are often available only with a considerable lag and are subject to sampling variability,
administrative data generated by the UI system itself may be preferable for implementing extended
benefits policy. But these data also have their shortcomings, especially since they do not reflect
the experience of individuals who are not collecting Ul either because they are ineligible (e.g., new
entrants and re-entrants in the United States) or because they have exhausted their benefit
entitlement. Declining rates of insured unemployment during the 1980s in the United States, for
example, raised questions about the reliability of using such rates as indicators of labor-market
strength and altered how the extended benefits policy that was tied to those rates operated (Corson
and Nicholson, 1988).

The choice of a geographic basis for an extended benefits indicator also raises important
conceptual questions. Although the rationale for extending benefits derives primarily from
conditions in the local labor market, it may often be administratively infeasible to focus policies so
narrowly.l' Thus, it may be necessary to consider rcgional (e.g., statewide) or even national
implementation.  Such broader implementation does offer some advantages in terms of the
macroeconomic stabilization of purchasing power. But, because such policies may provide windfall
gains to individuals who are looking for work in relatively strong local labor markets,2 they may be

more expensive than those that are targeted more carefully toward specific areas of labor-market

weakness.

IFor a description of some of these difficulties in context of the United States, see U.S.
Department of Labor (1984).

2This was the case, for example, for some of the extensions available under the FSC
program in ch§ 1980s (see Corson, Grossman, and Nicholson, 1986).
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The fact that the severity of recessions may vary both temporally and geographically also
suggests that duration policy should be formulated to reflect such differences. For example,
potential duration might be tied explicitly to the strength of the labor market, with changes being
implemented whenever those conditions change. Of course, devising an appropriafe formula that
ties potential duration to labor-market conditions is not a precise process, since there is no
universal agreement about the goals that should be achieved by such a policy.

Corson and Nicholson (1982) argue that an appropriate policy goal for an insurance-based
conception of unemployment compensation would be to keep the total exhaustion rate for all Ul
benefits (including extensions) constant over the business <:y(:l€:.1 Using this goal, as well as a
more comprehensive one that holds unemployment spell replacement rates constant over the business
cycle,,2 they estimated that potential UI durations would need to be increased by about 3.5 to 5.1
weeks for every one percentage point rise in the insured unemployment rate. An alternative
estimate made by Moffitt (1985) found that a 4-week extension of duration for every one point rise
in the unemployment rate would hold the exhaustion rate constant.

The suggestion that differcnt,. more stringent eligibility standards might apply to extended
benefits programs than those that apply to regular Ul programs appears to stem from the desire to
target such additional benefits toward those workers who are clearly victims of the recession and
for whom the need for continued insurance protection seems clearest. This might be accomplished
in two ways. First, stricter search requirements or job acceptability standards might target
benefits more clearly toward workers who continue to remain in the labor force. Second, requiring
more substantial employment in the base period than is required for the regular Ul program might
target benefits toward those workers who have accumulated a substantial amount of on-the-job

skills and hence are those who had the most to lose through layoffs. However, stricter search and

IThis policy would keep an individual’s risk of exhaustion constant over the business cycle.

2The unemployment spell replacement rate is defined as the total amount of UI benefits
paid over a spell of unemployment divided by the net pre-Ul weekly earnings times the number of
weeks in the spell. Such a replacement rate takes into account both weeks in which Ul is received

and weeks in which it is not received either because of the waiting week or because benefits have
been exhausted. ’
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availability requirements may prompt workers to take jobs that fail to utilize their skills fully.
Similarly, focusing on base-period employment may obscure the fact that current difficulty in
finding a job is the factor that generates the need for extended benefits programs. The extent to
which workers are encountering severe reemployment difficulties during recessions may not be
closely related to their previous employment experience. For example, workers with relatively little
job experience may face especially limited job-finding prospects during recessions. Perhaps, the
means-testing of extended benefits (as is the case in some European countries) would offer a better
way to focus those benefits on recessionary victims, but this procedure would also pose important
conceptual and administrative problems, especially if eligibility were to be based on a relative
measure of income loss.

Finally, any extension of benefits raises issues about financing. ~Within the traditional
social insurance framework that underlies the UI system, financial responsibility for the system
rests with tax-paying employers and, in some states, employees as well. However, it is not clear
whether benefit extensions during recessions should be financed under such a framework, since the
lengthy unemployment spells experienced during a recession may be due more to general
macroeconomic factors than to the decision processes of firms. Since responsibility for
macroeconomic policy rests with the federal government, general revenue financing for long-term

extensions may be appropriate.

3. Duration Policy and Its Effect on the Aggregate Labor Market

As with any major policy initiative, decisions about the parameters of Ul duration policy
may have an important effect on the aggregate labor market, and on the operations of product
markets as well. Because duration policy may affect thé behavior of workers and firms, it may
thus alter such important economic magnitudes as the overall levels of unemployment, inflation, or
productivity growth.  Although relatively little research has been undertaken to address such
potential effects of duration policy, we describe here some of the issues that seem relevant.

Quantitative evidence on the significance of the effects described is largely lacking, however.
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In general, unemployment compensation policy might affect the aggregate labor market in
two ways. First, it might alter the equilibrium for the system as a whole. That is, the policies
might affect the level of unemployment that is consistent with a stable (non-accelerating) rate of
inflation. Second, and probably more important, various aspects of the UI system may affect how
the aggregate labor market responds to supply and demand shocks--how the market returns to
equilibrium following some type of outside shock, such as a fall-off in demand for exports or a
steep rise in the price of a major import such as crude oil.

The direct labor-supply effects of longer UI duration policy discussed previously may have
some effect on the equilibrium level of aggregate unemployment because the typical Ul claimant
may be unemployed longer than would be the case without the longer duration. But, as Burtless
(1987) and others have shown, the aggregate size of this effect on the labor market as a whole is
probably rather small in proportional terms. In addition, the effect may not have particularly
serious consequences other than its impact on how the reported unemployment rate should be
interpreted.  Indeed, if job seekers use longer Ul durations to find better jobs than they would
without such benefits, the operation of the labor market, at least during relatively strong periods
of labor demand, may actually improve.

Further, the UI program can affect firms’ demand for labor, primarily through the manner
in which benefits are financed. If, as is the case in many countries, UI is financed throﬁgh a
payroll tax, the program will increase labor costs. Thus, the specific taxation formula chosen may
affect the types of workers whom firms hire and the willingness of firms to experience short-term
labor turnover (Brechling, 1977). Perhaps more significant is whether UI taxes are "experience
rated” according to the unemployment histories of firms. Several authors (Feldstein, 1976; and
Topel, 1984) have found that incomplete experience rating in the United States, coupled with
restrictions on the availability of UI benefits | for hours reductions, imparts a bias that favors
short-term layoffs in the labor-force adjustment strategies of firms. Hence, overall measures of

unemployment may be more sensitive to economic fluctuations than would otherwise be the case.
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Although there appears to be no explicit research on how potential UI durations might
affect the labor demand of firms, the more general research on financing suggests what those
effects might be. Specifically, longer potential durations should encourage workers and firms to
adopt layoffs as a labor-force adjustment strategy, and those effects should be strongest when
firms do not directly incur the costs of such decisions. For example, the absence of experience
rating for longer-term benefits or the financing of such benefits through general revenues would be
likely to provide such incentives. Balanced against this effect, however, is the possibility that
extending UI duration may not be as much of an encouragement to layoffs as would increasing the
dollar amount of regular UI benefits, since the former policy would incrcasé the subsidy only for
relatively long layoffs. However, little is known about the relative size of such effects.

More important consequences may be due to how Ul duration policies affect the dynamic
properties of the aggregate labor market. On the supply side, more generous durations may slow
the speed with which markets adjust to negative demand shocks. Some authors (for example,
Nickell and Andrews, 1983) have also suggested that such generous benefit packages may encourage
unions to take a more aggressive bargaining stance, since the losses to their members from
unerﬁployment may be small.  Similar effects may arise among non-unionized workers if Ul
generosity affects the general terms of their employment relationship.

Concern about how Ul policy choices might affect how the labor market adjusts to supply
and demand shocks is also reflected in concern about such aggregate macroeconomic measures as
the rates of inflation or productivity growth. To the extent that UI policies (such as extending
potential duration) slow the rate at which labor-market adjustments occur, they can also worsen
the observed unemployment-inflation tradeoff. The effects of UI policy on labor bargaining can
have a similar effect. Some authors (Minford, 1985) have attributed statistical significance to these
effects, but these results are not particularly robust, and further research on the "wage pressure"
caused by UI benefits seems called for (Nickell, 1987).

The effects of the gencrosity of Ul on productivity growth are also potentially important

though difficult to verify empirically. If UI encourages short-term layoffs at the expense of other
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types of labor-force adjustment strategics, the loss of on-the-job skills may be substantial. That
possibility provides, for example, one of the principal rationales for expanding short-time
compensati'on schemes as an alternative to layoffs (see Kerachsky et al, 1985). Generous Ul
programs, especially those that allow a long potential duration, may also retard the movement of
workers into growing areas of labor demand. They may also inhibit the willingness of workers to
undertake new training initiatives unless they are provided with some additional incentives for
doing so. Overall, however, it seems unlikely that these productivity effects could be very large at

the aggregate level, since Ul-related incentives affect only a small minority of the workforce.

C. RECENT EXPERIENCE IN THE UNITED STATES

Since its inception in 1935, the unemployment insurance program in the United States has
evolved into a two-tiered system whereby individual state Ul programs provide an initial tier of
coverage for eligible unemployed individuals, and a permanent Extended Benefits (EB) program
providés a second tier of benefits during economic downturns. Temporary or emergency programs
have also beeq enacted in several imstances to provide additional coverage during recessionary
periods.

In this section, we discuss how this two-tiered and supplementary system addresses the
conceptual issues raised in Section B. We examine (1) the duration of benefits and how duration
has changed during recent recessionary periods, (2) the function of the system as an income
maintenance mechanism, and (3) the function of the system as a reemployment assistance

mechanism.

1. The Duration of Benefits

Our discussion of duration focuses on (1) the regular state programs, (2) the permanent

Extended Benefits program, and (3) temporary programs in the 1970s and 1980s.

a. Regular State Programs
At the outset of the program, UI benefit durations of 13 to 16 weeks were provided by
most states under their regular state programs. By today’s standards, these durations were short,
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and they appear to have been chosen both because of the general view that Ul was intended only
for temporary periods of unemployment and because of actuarial estimates of the maximum number
of weeks that could be financed. As experience with the system grew and it became clear that
longer benefit durations were financially feasible, states began to liberalize their benefit duration
provisions. By 1952, maximum benefit durations averaged 21 weeks, and by the late 1950s most
states had adopted a maximum duration of 26 weeks. This maximum duration of regular benefits
prevails today in all states but one,l although several states have at times instituted longer
maximum durations.

This evolution of the maximum duration of regular UI benefits appears to have occurred in
the "absence of any clear norms governing the process" (Becker, 1965). Nevertheless, the 26-week
norm can be thought of as representing society’s tradeoff in nonrecessionary periods between the
provision of partial wage replacement to uﬁemployed workers and the work disincentives inherent in

providing that support.

b. The Extended Benefits Program

In the late 1950s and early 1960s, temporary extended benefits programs were enacted by
the federal government during recessionary periods, and in 1970, with the passage of the
Employment Security Amendments of 1970, a permanent program of extended benefits (EB) was
enacted.2 Throughout its life, this program has provided a maximum of 13 weeks of benefits
payable to exhaustees of regular 18) &4 However, a number of changes have been made in the

mechanism by which EB becomes available to claimants.

11t should also be noted that most states have implemented variable duration provisions
whereby claimants may be entitled to, say, less than 26 weeks if their base-period earnings are less
than a given amount,

2Benefits under this program are financed half and half from the federal and state UI trust
funds.

3The maximum duration of regular Ul plus EB is 39 weeks even in states in which the
maximum duration of regular state benefits exceeds 26 weeks.
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Initially, EB was automatically "triggered” whenever the insured unemployment rate (TUR)
averaged 4.5 j)crccnt nationally during a 13-week period, or whenever the 13-week average IUR in a
state equalled at least 4 percent and at least 120 percent of the average TUR in the corresponding
period in the two previous years. During the 1970s, these trigger provisions were _libcralizcd when
(1) the national trigger was changed to 4 percent, (2) the 120 percent requirement was temporarily
suspended a number of times, and (3) states were permitted to waive the 12b— percent requirement if
their IUR reached 5 percent. This trend toward liberalization was reversed in the 1980s with the
elimination of the national trigger (in 1981) and an incréase in the state trigger rate to 5 percent
(or 6 percent if the 120 percent rule is waived).1

A simulation of the impact of these changes in the EB program (Corson and Nicholson,
1985) showed that, during periods of relatively strong labor-market activity, EB caseloads might be
reduced by as much as 70 percent relative to their number in the absence of the changes. Because
most of the reduction would come from changes in the trigger mechanism, the estimated effects
during periods of weak labor markets would be smaller (25 percent), but still sizable. Thus, these
changes had the effect of concentrating benefits on severe recessionary periods more heavily than
was the case under previous program rules. However, the reductions in EB caseloads that have
actually been experienced since these changes went into effect appear to exceed these estimates
(see Burtless, 1983; and Corson and Nicholson, 1988), primarily because the decline in reguiér Ul
claims in the 1980s has had the effect of reducing the TUR and hence the probability that a state

would become eligible for EB.

¢. Temporary Extended Benefits Programs

Two major federal temporary extended benefits programs were enacted in the 1970s and

IThis set of changes was accompanied by several other changes that also restricted access
to the program: (1) EB claimants were eliminated from the IUR calculation, (2) minimum individual
base-period qualifying requircments were instituted, and (3) more stringent job-search and job-
suitability requirements were instituted than those that prevail under state laws.
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1980s.1 The first, the Federal Supplemental Bcﬂeﬁts (FSB) program, was enacted in December 1974
and originally provided 13 additional weeks of benefits for individuals who had exhausted their EB
entitlement. An additional 13 weeks were added in March 1975, yielding a total of 65 weeks of
potential benefits (26 weeks of regular UI, 13 weeks of EB, and 26 weeks of FSB). With the
exception of benefits provided under programs for special groups (e.g., trade-impacted workers), this
potential duration of benefits was the longest in the history of unemployment insurange programs in
the United States.

Two further amendments to FSB had the effect of scaling back duration. Beginning in
January 1976, the maximum duration available under FSB became a function of the 13-week TUR in
each state; an IUR average above 6 percent was required in order to be eligible for the full 26
weeks.  Finally, in April 1977, the second tier of FSB benefits was eliminated, thereby setting the
maximum FSB entitlement to 13 weeks.2 The program was phased out in early 1978.

Analyses of FSB (see Katz and Ochs, 1980; and Corson and Nicholson, 1982) suggest that
the long potential durations provided by the program (in conjunction with regular UI and EB)
substantially reduced the overall benefit exhaustion rate relative to the rate typically experienced
in nonrecessionary periods. Therefore, somewhat greater profection was provided to unemployed
workers during the 1975 to 1977 period than is typically provided by the regular UI program during
nonrecessionary periods. By reducing the risk of exhaustion in recessions to below the level of

nonrecessionary periods, the benefit extensions during the mid-1970s may have gone too far in

1A third national temporary program (the Emergency Unemployment Compensation Act of
1971) was enacted during this period, and several states also instituted their own supplemental
programs. These programs are not discussed here.

2In addition to changing the duration, the 1977 changes in FSB tightened the program’s
work-search requirements and disqualification provisions (see further below) and altered financing
arrangements. Prior to 1977, temporary extended benefits programs were financed from
contributions from the federal UI trust fund, but beginning in 1977 general revenues were used.
Implicit in this decision to use general revenues, which was continued with the FSC program, was
the recognition that such long-term benefits should not be considered an appropriate financial
responsibility of UI tax-paying employers within the traditional social insurance framework. Rather,
the payment of temporary or emergency extended benefits should be regarded as part of the more
general responsibility of the federal government for macroeconomic activity.
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providing increased coverage of the long  unemployment spells experienced during recessionary
periods.

The other major temporary program in the last two decades, Federal Supplemental
Compensation (FSC), provided extended benefits beginning in September 1982. The FSC program
initially provided a maximum of 6 to 10 weeks of extended benefits according to the EB trigger
rate and the EB status of each state. These maximum durations were changed to 8 to 16 weeks
and then to 8 to 14 weeks as the program itself was extended.! Ultimately, benefits were paid
through March 1985. A major feature of the program was an attempt to make the potential
»duration of benefits highly sensitive to state-level labor-market conditions. Not only did potential
duration vary by state, but initially the potential duration in a state could have changed as
frequently as every four weeks.

Because of the complex nature of FSC and ité interaction with the EB program, it is
difficult to measure its impact on the overall exhaustion rate, but an analysis by Corson, Grossman,
and Nicholson (1986) which attempted to do so suggested that the combination of EB and FSC
benefits provided during the 1981-83 recession reduced overall exhaustion rates to nonrecessionary
levels. These program results suggest that the choice of extended benefit durations under the two
programs may have been about right during this time period. However, the evaluation also found
that the extreme sensitivity of the FSC maximum pbtential durations to differences in IURs émong
states and across time within states was not enough to target benefits effectively toward areas that
exhibited high unemployment levels, primarily because a minimum level of benefits was provided in

all states regardless of the IUR 2

IThe individual entitlement was initially set at 50 percent of the regular Ul entitlement up
to the state maximum. This percentage was then changed to 65 and then 55 percent as the state
maximums were changed. Initially, the entitlement for individuals already on the program also
changed as the state maximums changed.

2The extreme sensitivity of each individual’s entitlement to changes in a state’s ITUR
_created major administrative problems, as well as confusion and concern among claimants,
particularly when the benefit entitlement was reduced.
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2. Ul and Income Maintenance

UI programs provide income support to Ul claimants and, as discussed earlier, our view of
this income support function may change as the duration of unemployment increases. That is,
distributional as opposed to insurance considerations become more important as duration increases.
This shifting focus has led some countries (see our discussion in Section D) to establish an income
maintenance system in which a Ul program whose eligibility and benefits are based on previous
employment provides the initial support for unemployed individuals, while a subsequent needs-based
program provides longer-term support, in some cases of indefinite duration. In the United States,
this programmatic distinction does not exist, and the unemployment insurance system is not tied
directly to the long-term income maintenance system.

Instead, the needs-based income maintenance system (the principal programs of which are
Food Stamps, AFDC, Medicaid, and SSI) co-exists side-by-side with the UI system, and UI
recipients and exhaustees can apply for benefits under these programs. Any Ul income is taken
into account in the benefit calculations for these programs, and, in fact, potential recipients are
generally required to apply for UI if they might be eligible. However, the needs-based income
maintenance programs and Ul overlap only slightly. Tabulations from the Survey of Income and
Program Participation (SIPP) for March 1984 show that 8 percent of households with UI income
received Foods Stamps and 9 percent received Medicaid, while rates of receipt for other needs-
based income maintenance programs were lower. Data collected in the mid-1970s for FSB recipients
showed similarly low rates of receipt from these programs (Corson et al., 1977).

A major reason for this low rate of receipt of means-tested transfer payments is that
eligibility for many of the programs is categorical, in that only certain types of households are
eligible (e.g, in most states, AFDC is available only to single-parent households with children).
Most UI households or recipients do not fall into these categories. While the Food Stamp Program
is the major exception to this rule (it is available to all low-income households), many Ul
households are not income eligible for this program, and others appear not to apply. For example,

estimates made for the FSB population (Corson et al, 1977) showed about 31 percent were eligible
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for Food Stamps when they first began collecting FSB, and about one-third of this group actually
collected benefits. More would have been eligible for Food Stamps in the absence of the FSB
program (just over 50 percent), but substantially fewer wounld have been cligiblé for any other
means-tested programs.

Given this situation, one argument for extending the duration of Ul benefits has been the
necessity of maintaining incomes for UI exhaustees that are above the poverty level, since the
current means-tested system is not adequate for this purpose.1 Estimates of the anti-poverty
effects of Ul extensions, again for the FSB population, show that the extensions did have a
substantial anti-poverty effect, reducing the percentage of FSB households whose incomes were
below the poverty threshold during 1975 from an estimated 33 to 23 percent. However, the income
levels of almost 40 percent of FSB households would have been above two times the poverty level
in 1975 without FSB, while the income levels of 10 percent would have been above four times that
level.  Thus, eﬁtending benefits as an amti-poverty device is quite target-inefficient, because a

substantial amount of benefits go to the non-poor.

3. Ul and Reemployment Assistance

The Ul system in the United States relies on two primary mechanisms to promote the
reemployment of claimants: (1) job-search and suitablejob requirements, and (2) referrals to the
Employment Service. The purpose of the first mechanism is to ensure that claimants are truly
available for work and, in most states, are actually looking for work if they are not job-attached
and do not expect to be recalled. It also provides an administrative set of work incentives that, to
some extent, may counter the disincentives inherent in the system. These work-search
requirements are. spelled out in state rules and regulations that generally require claimants to be

"able and available” for work; they also describe the characteristics of jobs comsidered suitable for

It one is to argue that benefit extensions are necessary during recessions for income
maintenance reasons, one must also argue that the incidence of low incomes among exhaustees is
higher in recessionary than in nonrecessionary periods. Otherwise, the argument for extensions
applies equally well during nonrecessionary periods. Little evidence is available on this issue,
although the longer unemployment durations experienced during recessions suggest that the
incidence of poverty may well be greater during recessions.
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individual claimants and determine when refusal of a job offer makes a claimant ineligible for UL
further, in most states, they describe the intensity of the job search expected of claimants.
Claimants’ adherence to these rules is monitored by the UI system, and failure to comply with the
requirements may lead to the denial of benefits.

Extended benefits programs also include such rules, and, beginning with the later phases of
the FSB program, job-search requirements for extended benefits have been increased over those
generally required in the regular Ul programs. This change recognizes the fact that individuals
who cannot find a new job quickly may need to search more diligently or may need to lower their
wage expectations or other job demands. Speéial federal disqualifications for refusal of suitable
work and failure to seek work actively, as well as a strict definition of suitable work,1 were added
to the FSB program in April 1977. Similar provisions were adopted in the EB program in 1981, as
was a requirement that claimants show "tangible evidence" of work-search activity to continue to
be eligible for UL. The FSC program also contained similar requirements. Analyses of the impact
of these requirements (see Felder and Pozdena, 1978, for FSB, and Corson and Nicholson, 1985, for
EB) have found that benefit disqualifications increased with a corresponding reduction in the
receipt of extended benefits. Little information is available at the state program level to determine
whether states have instituted such duration-dependent requirements in their regular state programs.
But the federal requirement that states conduct eligibility review interviews with claimants has
provided an opportunity for UI administrators to strengthen individual requirements, if appropriate.

In addition to these administrative job-search requirements, the Ul system in the United
States relies on a second mechanism to promote reemployment--namely, referrals of claimants to
the Employment Service (ES). In most states, claimants who are not job-attached and who do not
obtain jobs through a union hiring hall are referred. The degree to which claimants are referred

and actually go to the ES, as well as the level of services received by claimants who go, varies

1jobs that pay more than the Ul weekly benefit amount or the minimum wage (whichever
was higher) were considered suitable unless the individual could furnish evidence that the prospects
of returning to work in his or her customary occupation were good.
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substantially by statel  Moreover, while some states attempt to direct - additional services to
claimantsZ the overall likelihood that a claimant reccives substantive services (i.e., more than
registration) is low. A recent study of long-term claimants (Richardson, 1988) found that, in the
10 states studied, the proportion of this group that received substantive ES services was low. Very
few such claimants were referred to other agencies or programs, such as those under Job Training
Partnership Act (JTPA) sponsorship, and few had received any on-the-job o; occupational training,
Overall, this study vof long-term claimants concluded that the linkages among employment and
training programs (Ul ES, and .{TPA) must be strengthened in many instances if effective service
delivery is to be achieved.

The recent passage of the Omnibus Trade and Competitiveness Act establishes a new
worker readjustment program to replace the services provided to dislocated workers under the JTPA
program. A noteworthy element of this legislation is its explicit emphasis on coordination between
the state unmit that administers the program and the Ul and ES systems. The legislation also
stresses rapid response to layoffs, as well as early intervention. @ A demonstration of early
intervention for UI claimants who are identified as displaced workers is currently being conducted
in New Jersey under the sponsorship of USDOL. The demonstration is using the Ul system to
identify such workers, and, through a coordinated effort, the ES and JTPA systems are providing
reemployment services. The early results from the demonstration evaluation suggest that the

duration of UI receipt can be reduced through such efforts (Corson and Kerachsky, 1987).

Ikor example, a recent study of 10 states (Corson, Kerachsky, and Kisker, 1988) found that
registration rates varied from 43 to 96 percent. Among ES registrants, 12 to 51 percent attended a
group session to learn how to find jobs, while 20 to 47 percent received a job referral. Relatively
few, however, received job offers.

2For example, California has established a special fund financed through a surcharge on Ul
taxes to pay for the retraining of UI recipients, exhaustees, or those threatened with Ilayoff.

Similar special training programs have also been established in such other states as Delaware and
North Carolina.
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D. EXPERIENCES WITH UI DURATION POLICIES IN OTHER DEVELOPED COUNTRIES

Other developed countries have adopted policies governing the potential duration of Ul
benefits that differ in some important respects from. those adopted in the United States. The
salient features of these policies are summarized in Table 1. Although we will not discuss the Ul
program of each country in detail, we will highlight a few general similarities, especially for
those areas in which the programs seem to differ most signiﬁcaﬁtly from those described in the
previous section for the United States. As mentioned earlier, the most important of these
differences secems to be that the other countries have tended to: (1) adopt relatively longer
durations for their regular Ul programs than those that prevail in the United States; (2) structure
programs for exhaustees of ‘thc regular program in ways that more closely resemble income
maintenance programs than do the extended benefits programs in the United States; (3) institute
somewhat larger programs of reemployment assistance within their UI programs; and (4) devise
rather different ways to cope with cyclical downturns than those pursued in the United States. In
this section, we review each of these differences and show how they help illuminate some of the
choices that arise in making policy decisions about UI duration policies. We also briefly review
some of the relatively limited research that has focused on the labor-market effects of the duration
policies of these countries.

Although the maximum potential duration of regular Ul benefits under state programs in
the United States is generally 26 weeks, it is at least twice as long in most of the countries
surveyed in Table 1. The potential duration of regular benefits in the United Kingdom, Japan, and |
West Germany is one year, for example, and up to a year and a half or more in France, Sweden,
and Belgium. Those countries that do have regular durations of as short as six months (Canada,
Italy, and the Netherlands) also tend to offer additional weeks of eligibility under special programs.
In several countries, potential duration depends, at least partly, on previous work experience,
occupation, or indpstry, and, in many cases, older workers are eligible for vlongcr potential

durations than those that apply to other workers.
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TABLE 1

UL DURATION PROVISIONS IN SELECTED COUNTRIES

Maximum Potential

Additional Groups Elfgible
for Extended Benefits

Are Extended Benefits
Means -Tes ted?

Type of Benefits

Method of Financing

Country Duration of Regular UI for Exhaustee
Australia As Long as Qualified: NA NA NA General Revenue
Means-Tested ’
Belgium 18 Months Reduced, Flat Rate No Specified Occupations Employer and Employee Taxes
Canada 25 Weeks Up to 25 Weeks, Depending No Fishers, Those in Training Employer Taxes, Employee Taxes,
on Regional Unemployment and General Revenue
France 3-45 Months, Depending Up to 30 Months at No New Entrants, Special Employer Taxes, Employee Taxes,

Federa) Republic
of Germany

Italy

Japan

Netherlands

Sweden

United Kingdom

on Experience

12 Months;

24 Months for Qlder
Workers

180 Days

90-300 Days, Depending
on Age and Experience

6 Months

60-30 Weeks, Depending
on Age and Union Fund

52 Weeks

Reduced Benefits Coverage for Mass Layoffs

Unlimited Benefits Yes Those in Training

at Reduced Rate

180 Days--Special Yes No
Benefits
No General Program; NA NA

Special Programs for
Declining Industries
and for Those in

Training

Up to 4.5 Years, No No

Depending on Age and

Experience

Unlimited, Lower No Labor Market Support Program
Benefits for Training, Relocation, etc,
52 Weeks Yes Entrants and Other Needy

Individuals

and Some General Revenue

Employer Taxes, Employee Taxes,
and Extended Benefits from General
Revenue

Employer Taxes and General Revenue

Employer Taxes and General Revenue

Employer Taxes and Employee Taxes

Empioyer Taxes, Employee Taxes,
and Some General Revenue

j
Employer Taxes, Employee Taxes,
and General Revenue

SQURCE: U.S. Department of Health and Human Services, Social Security Administration, Office of Policy, Office of Research, Statistics, and International Policy. Social Security
Programs Throughout the World - 1987 (forthcoming).

NA = Not applicable




In part, the longer potential durations found in the countrics represented in the table
reflect the greater lengths of unemployment spells in those countries than in the United States.
For example, whereas only about 10 to 15 percent of all unemployment spells in the United States
last longer than six months, more than 40 to 50 percent last that long in France, Germany, and
the United Kingdom.1 Thus, as in the United States, this choice of duration policy may, at least
implicitly, reflect the goal of covering the unemployment spells of most workers. Due to
inadequacies in the existing data, however, it is not possible to say whether exhaustion rates under
regular UI programs in these countries approximate those in the United States.

Most of the countries surveyed in Table 1 provide some type of UI benefits beyond regular
Ul. Often, these programs pay somewhat lower benefits than are available under the regular
programs, and in several cases the amount of these benefits is subject to a means test. Other
targeting mechanisms used for longer-term benefits include regional differentiation (Canada), a
focus on declining or trade-impacted industries (Japan), and eligibility limited to certain occupations
(Belgium). In many cases, cligibility for these special programs is not limited to exhaustees of the
regular Ul program, but also extends to unemployed individuals not covered by the regular program.
In France, Germany, and the United Kingdom, for example, many new entrants into the labor force
are covered under the special benefits programs, although they lack sufficient employment
experience for regular UL, In general, then, programs that provide benefits to workers who have
exhausted their regular Ul entitlements in these countries tend to have a somewhat broader scope
and place greater emphasis on income maintenance than do extended benefits programs in the
United States. However, the costs of many of these programs (as well as those for the regular Ul
programs) have risen rather dramatically in recent years in response to sharply increasing

2

unemployment rates. Given these fiscal pressures, several countries have recently implemented

IThese data are for the mid-1980s, although similar relationships have held throughout the
late 1970s and 1980s (see Burtless, 1987).

2Although precise cost figures are unavailable for many of the countries, Burtless (1987)
reports a more than doubling of real expenditures from 1976-1985 in Sweden and (probably) a like
increase in France. In Germany, the 1976-1985 rise in real expenditures was also substantial (70
percent). Only in the United Kingdom was the increase relatively modest (16 percent).
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important reductions in the scope of some of these special benefit programs. Such cutbacks seem
to have been especially important in the United Kingdom, France, and, to a lesser extent, Canadal

As is the case in the United States, most other countries require some form of employment
service registration for UI recipients. However, because existing job vacancies are often more
likely to be reported to employment offices in these countries, such registration may be more
effective at promoting employment in these countries than in the United States. Many of the
countries listed in Table 1 also offer training allowances and relocation assistance as aids to
improving reemployment prospects. Such special assistance programs are especially well-developed
in Germany, Japan, and Sweden. The rapid increase of unemployment in many European countries
in recent years, coupled with the observed low levels of labor-market mobility in these countries
(Flanagan, 1987); casts some doubt on the overall effectiveness of these policies. However, few
formal, controlled evaluations of the programs have been undertaken (see Haveman and Saks, 1985).

Finally, differences in the development of counter-cyclical policy between thé United States
and many of the countries listed in Table 1 should be mentioned. As outlined in the previous
section, many major UI policy initiatives have been undertaken in the United States in response to
cyclical downturns, primarily the adoption of extended benefits programé. Although some other
countries have also-followed this procedure during recessions (additional UI benefits in Canada, ;'or
example, are triggered by changes in regional unemployment rates), for the most part c;mntries
have not made major changes in- their dmaﬁon policies.  Perhaps because they have longer
potential durations for their regular Ul programs and because they have permanent special benefits
programs in place, they have not followed the route taken in the United States. Instead, most
policy responses have been to relax some eligibility- provisions, to adopt éarly retirement schemes

(see Casey and Bruche, 1983), and (in some countries) to encourage work-sharing arrangemc:nts.2

IFor a discussion of the British case, see Atkinson and Micklewright (1985j. Recent
changes in France are discussed in Grais (1983). Kesselman (1983) and Commission of Inquiry
(1986) describe the Canadian experience.

2In Germany, for example, workers may collect work-sharing benefits for up to 24 months
during periods of national recession (Meisel, 1984). Other examples are discussed in Casey (1983).
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Since the duration of unemployment seems to be somewhat less sensitive cyclically in Western
Europe and Japan than it is in the United States, such responses may be more appropriate for these
countries than would programs that extend the potential duration of UI benefits.

Research on the effects of these various elements of UI duration policy in other countries
is far less extensive than is the research reviewed previously for -the United States. One early
collection of papers (Grubel and Walker, 1978) does report evidence that the UI systems of many
countries have important effects on the measured unemployment rates of those countries.] In many
cases, however, these effects were estimated with very simple techniques and yielded results that
were implausibly large. In addition, because few of the papers focused explicitly on the duration
question, their findings do not directly address the issues raised here. Of somewhat greater
relevance is the extended debate on the causes of high unemployment in the United Kingdom
between the two World Wars (Benjamin and Kochin, 1979; and "Comments", 1982). Some of the
evidence cited in this debate tends to support the notion that the liberalized -eligibility and
duration provisions for unemployment insurance that were introduced in the United Kingdom in the
early 1930s had the effect of raising measured unemployment rates substantially in later years. But
no explicit estimates of the duration effect itself can be derived‘ from the available data. Perhaps
the most significant findings on duration effects outside of the United States come from analyses
of changing duration and other UI policies in Canada. For example, in a study of changes
undertaken in the late 1970s, Ham and Rea (1987) obtained estimates of the effect of increasing
potential duration that are generally in line with those described previously for the United States.
Because most other countries provide fairly uniform durations both across claimants and over time,

however, it appears that obtaining such estimates in other settings may be difficult.

E. CONCLUSIONS
Our discussion of the conceptual and practical issues involved in developing UI duration

policy suggests that a number of lessons are relevant to structuring such policies in the future:

ISuch effects are reported for Canada, New Zcaland, Sweden, Belgium, Ireland, France,
Germany, and Italy, as well as for the United States.
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The choice of potential durations of UI benefits involves important tradeoffs in
terms of achieving both adequate levels of income support and adequate incentives
and opportunities to return to work. Such choices themselves probably have little
effect on the operations of the aggregate labor market, although the existence of
the Ul system may have important effects. However, little evidence of these
potential effects is available.

Unemployment insurance systems in different countries exhibit a wide variety of
programmatic options that have been adapted to specific labor-market
environments. The choice of the potential duration of benefits is one important
aspect of such an adaptation, but other aspects of UI policy, such as eligibility
rules, the weekly benefit amount, and the amount of supportive employment
services, also involve important policy choices.

Because labor-market conditions change over the business cycle, UI policy might
also be altered to meet these changing circumstances. In the United States, such
changes have primarily entailed increasing the potential duration of UI benefits

for which claimants are eligible during cyclical downturns. Most other nations

have been less likely to adjust potential durations during cyclical downturns and
have instead opted to tailor other UI parameters to changes in labor-market
conditions.

Our review of U.S. extended duration policy during the 1970s and 1980s in
response to recessionary circumstances shows that the approach underlying this
policy contains both automatic and discretionary ¢lements. The primary problems
in structuring automatic policy responses (under the EB program) have centered
on the choice of appropriate "trigger" indicators and on the adjustment of such
indicators to provide consistent measures of labor-market strength. Problems in
the discretionary implementation of extended duration policy (primarily through
the FSB and FSC programs) have focused primarily on the appropriate timing of
the programs and on difficultics in targeting the programs toward areas that
exhibit the greatest labor-market weakness.

With the exception of the occasional use of more stringent eligibility provisions
than those that apply to regular Ul, extended benefits policies in the United
States have not tended to incorporate programmatic options that stress
reemployment goals. Although relatively common in other countries, such features
as training or relocation assistance have not played a prominent role in U.S.
policy. However, the effectiveness of such program components in other countries
has not been subjected to rigorous evaluation.
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SUMMARY OF DISCUSSION:

THE SECOND SECRETARY’S SEMINAR

The seminar explored various aspects of UI duration policy. Four major topics were
covered: (1) the incentive effects of UI and their bearing on duration policy, (2) insurance versus
income maintenance goals of duration policy, (3) readjustment assistance, and (4) business-cycle

issues.

INCENTIVE EFFECTS OF Ul

The Seminar paper presented the argument that, while longer potcntial. Ul durations cover
the complete unemployment spells of a greater number of recipients, longer durations may also
encourage recipients to remain unemployed longer, thereby delaying reemployment. The paper
summarized the available empirical evidence on the size of this work disincentive effect and
concluded that this effect provided one rationale for limiting the duration of benefits.

Much of the discussion in the seminar focused on this issue. Several participants argued
that the empirical evidence of work disincentive effects was weak and inconclusive. Others argued
that the evidence was in fact relatively strong, both because numerous studies of these effects had
been conducted and because these studies reached similar conclusions. Despite this disagreement,
most participants concurred that, in discussions of duration policy, the positive behavioral effects
of the UI system (e.g., on post-unemployment wages, employment stability, and the efficiency with
which the labor market operates) should be balanced against any work disincentive effects.
Although the empirical evidence on behavioral effects is less strong than the evidence on work
disincentives (generally because less research has been undertaken in the area), these potential
positive effects should not be discounted.

Several participants also expressed the view that discussion of disincentives draws attention
away from the positive contributions of the Ul system in providing income support to the
unemployed, and that these positive contributions outweigh any disincentives. One participant
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argued specifically that the disincentives are small enough that they can be ignored in the policy

formulation process.

INSURANCE VERSUS INCOME MAINTENANCE GOALS OF Ul

The Seminar paper argued that the primary purpose of UI has been to provide limited-
duration insurance against the possibility of involuntary unemployment, as -opposed to longer-term
income maintenance for the unemployed. Historical evidence from the beginning of the program
was presented to support this contention. The paper further argued that beyond some point (ie.,
in duration) UI should end, and income maintenance or welfare-type programs should be used to
provide income support to the unemployed. However, it was also argued that such programs do not
currently provide much coverage for the UI population, and that Ul extensions might be used as a
substitute for a more comprehensive welfare program.

Relatively little discussion on this issue took place during the seminar, since most
participants appeared to believe that adjustment issues v&"ere more important. However, some
discussion of income maintenance objectives versns insurance objectives ensued. Most participants
seemed to agree that UI should be viewed as an insurance program. One participant argued that
the program should be thought of as a protection system by asking how much insurance (ie.,
duration) the average person would be willing to buy. Another participant, however, suggested that
income maintenance objectives, such as keeping families above the poverty line, were also important

and should not be ignored.

UNEMPLOYMENT INSURANCE AND READJUSTMENT ASSISTANCE

The Seminar paper raised a number of issues about the role of the employment and training
system in promoting the rapid reemployment of claimants and how that role might change as the
unemployment duration of claimants lcngthéns. Durmg the seminar, a number of participants argued
that readjustment support for Ul claimants should be strengthened. During this discussion, Sweden

was cited as an example of a country in which expenditures devoted to retraining and other

94




readjustment activities relative to expenditures devoted to Ul benefit payments are much larger
than is the case in the United States. It was also pointed out, however, that this statistic may be
misleading, in that income support payments provided during training are included in the training
budget in Sweden. Several participants stressed the necessity of such support payments for
individuals in training in this country.

Much discussion about the financing of reemployment assistance for claimants took place.
Participants generally agreed that the UI trust fund should not be used to finance any major new
activities, nor should new or increased payroll taxes. Rather, most participants favored using
general revenues. The argument for this approach was based on support for the current statutory
imitation on the use of the UI trust fund and on concern that current trust-fund balances were
insufficient to finance any new endeavors. The argument against using payroll taxes was based on
the fact that they are regressive in nature. However, one participant suggested that while payroll
taxes are considered regressive the benefits from a training program would go primarily to less
well-off members of the labor force, and the combination of taxes and benefits might in fact be
progressive.

A final issue on adjustment assistance discussed briefly at the seminar was the degree to
which participation in such activities should be compulsory. The sentiment expressed by several
seminar members was that compulsory elements are acceptable only if job assistance effectively
helps claimants become reemployed. The experience of Sweden was again cited, in that its job-
search assistance component contains some compulsory elements. It was also noted that the

universal consensus in Sweden is that the receipt of UI and job assistance will lead to a new job.

BUSINESS CYCLE DURATION POLICY

The Seminar paper argued that a policy of extending benefits during business-cycle
downturns would help provide the same degree of insurance protection to workers who are laid-off
during recessionary periods that it would to workers laid-off during nonrecessionary periods, and
that, for this reason, such extensions seem appropriate. The participants in the seminar also
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agreed with this argument, and felt that a policy of extensions during business downturns was
reasonable. As in the Seminar paper, much discussion focused on how such extensions should be
implemented.

The first implementation issue discussed was whether benefit extensions should be
automatic or discretionary. Views were expressed in support of both sides of this issue. Some
participants argued that an automatic program was necessary to provide extensions quickly during
economic downturns and to climinate extensions once economic conditions had improved. Such
participants argued that Congress could always override or supplement such a program, as it has in
the past, if economic conditions warranted doing so. Others argued, however, that Congressional
action could adequately provide extensions when called for, and that an automatic program would be
unnecessary.

Related to this issue is the question of an appropriate triggering mechanism to initiate
extensions. Several participants argued that the current triggering mechanism for the permanent
extended benefits program was inadequate, because some states (Louisiana was cited as a current
example) have high total unemployment rates and no extended benefits.  Some participants
suggested that the current trigger thresholds should be lowered. It was also pointed out, however,
that this step would not necessarily providfl: extended benefits where a perceived need existed, since
some states have very low insured unemployment rates relative to their total unemployment rate.
Other triggering mechanisms, such as the use of exhaustion rates, were also suggested. It was
again pointed out that this mechanism might not achieve program objectives, since exhaustion rates
themselves vary widely among states independent of their total unemployment rates. This led some
participants to suggest that both a national and a state-level triggering mechanism is necessary.
Another participant suggested that labor-force attachment requirements, rather than a triggering
mechanism, be used to define who should receive extended benefits.

A final triggering issue that was discussed pertained to whether substate triggers should be

used to make extended benefits available in high unemployment areas within a state. More than
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one participant argued that the states should handle the substate issue themselves, since providing
benefits at a substate level was not a federal responsibility. ~Another participant argued that it
should in fact be a federal responsibility, since some states would not provide such benefits when
necessary.  Others suggested that the question is moot, since reliable data are not currently
available to devise a substate system.

The issue of work-search and job-availability requirements for extended-benefits recipients
was also discussed. There seemed to be general agreement that the expectations of workers must
change continually over time and that individuals who receive extended benefits should not expect
to obtain jobs at the same wage rates that they received in their pre-UI jobs. However, the view
was also expressed that the suitable-job rule used in the permanent extended benefits program (i.e.,
the rule that defines a suitable job as one that pays more than the minimum wage or the weekly
benefit amount, whichever is larger) did not make sense for many claimants, since their pre-Ul
wage rates far exceeded the minimum wage.

A final point that was raised in the discussion of extended benefits policy was that such
policy must reflect the fact that the U.S. economy is not as isolated as it once was from
international economic trends. Consequently, the needs of long-term UI recipients may differ from
what they were in the past, because long-term unemployment may be due more to structural than

to cyclical factors.
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PART 4

ALTERNATIVE USES OF UNEMPLOYMENT INSURANCE:
THE UNEMPLOYMENT INSURANCE DEMONSTRATIONS




A. INTRODUCTION

Since its inception, the Unemployment Insurance (UI) system has generally served well in
protecting workers against extreme financial hardship when they lose their jobs. In creating the
Ul system, the federal government envisioned that this income support system would provide
relatively short-term, partial aid to alleviate wage loss until the efforts of the workers--or,
alternatively, of their former or prospective employers--could restore workers to employment. Of
course, this "natural' process whereby workers are matched to jobs has always depended on the
health of the economy, and this was and remains a major concern of the federal government.
Particularly when structural dislocation occurs, the matching process may also need facilitating, and
this has been the role of Employment Service (ES) and, since the early 1960s, complementary
employment and training programs.  However, this matching process has been and remains
problematic: fifty years after the implementation of the UI and ES systems and 25 years after the
initiation of national employment and training programs, questions remain about how well the
system promotes the reemployment of unemployed workers.

In this paper, we explore recent efforts at enhancing the reemployment prospects of UI
claimants. These efforts have been initiated through a set of Ul demonstrations that have been
sponsored largely by the federal government. The Ul demonstrations are testing a wide range of
policies--from those that enhance and build on existing reemployment services to  those that
represent major changes in the reemployment incentives provided by the UI system.

Our discussion of the demonstrations is presented in six sections. The first section provides
background discussion that explores the reasons underlying this recent investigation of alternative
UI reemployment policies. The second section then describes potential new reemployment options
for the Ul system. The third section discusses the information that policymakers consider
necessary to develop long-term initiatives, and the role of demonstrations in providing that

information. The fourth and fifth sections describe, respectively, the Ul demonstrations that are
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currently being conducted and the issues that are being examined in them. The final section

provides a brief conclusion,

B. BACKGROUND TO THE INVESTIGATION OF ALTERNATIVE USES OF Ul
This section explores how the UI system has historically promoted the reemployment of

claimants and explains the recent interest in alternative uses of UI that are directed toward

enhancing the reemployment prospects of claimants.

1. The Development and Evolution of Unemployment Policy

Born of the Great Depression, the federal-state unemployment insurance system was
conceived to provide partial income replacement to workers who had lost their jobs through no
fault of their own and who remained attached to the labor force. In this regard, the United States
was following the lead of many other countries which had instituted similar income-support
programs, sometimes decades earlier. While providing income support is the primary function of the
Ul system, its design incorporated two other features that are often viewed as both promoting
reemployment and protecting the integrity of the system. The first is the "work test," which was
to be defined at the state level to ensure that claimants remained available for work and that they
in fact accepted suitable work when offered. All states adopted some form of a work test, and
most of them operationalized the work test further by prescribing some form of work-search
activity that would expose claimants to available job opportunities. The second feature of the
system that promotes reemployment and protects the integrity of the system is a set of financial
incentives that were established to prompt employers to avoid layoffs and thereby retain workers.
This set of incentives was instituted through the requirement that states implement an “experience-

rating” method for taxing employers to fund the Unemployment Trust Fund.l

IFor a review of the evolution of the UI system, see Rosbrow (1986), National Commission
on Unemployment Compensation (1980), Haber and Murray (1966), and Altman (1950).
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While the UI system was establishedv to provide income support in an environment that
encourages reemployment, the role of actively helping workers become reemployed was established
through a sibling system, the Employment Service (ES). The ES system has initiated a variety of
placement-related services, including such activities as providing labor-market information, matching
workers to job vacancies, and screening and testing potential job candidates. More recently, the
ES bas begun to assist workers in self-directed job search through such efforts .as wori(shops on
job-search techniques.1

Both systems have continued to evolve since their inception, although both have remained
dedicated to their respective missions. State and local UI agency staff appear to view their role
almost exclusively in terms of providing income support to eligible claimants, and collecting the
taxes that finance this income support. Moreover, a series of recent studies (Corson, Hershey, and
Kerachsky, 1985 and 1986; Corson, Kerachsky, and Kisker, 1988; and Richardson et al., 1988) have
shown that Ul agency staff do not typically view their role in terms of actively helping unemployed
workers become reemployed. This appears to be the case despite the development of some program
features that appear to be designed to promote just that role?2 These features have not typically
been implemented as envisioned, and, where they have, they seem to have rapidly fallen victim to
workload pressures as agencies have strived to maintain their performance standards for income
support.

Instead, UI agencies rely primarily on ES to provide reemployment assistance. While ES
does not face the same conflict of mission, other institutional problems have often limited the

usefulness of ES for broad segments of the UI population. One common problem is the type of

IFor a review of the evolution of the ES system, see National Commission on
Unemployment Compensation (1980) and Haber and Murray (1966).

20ne such program feature is the federally mandated Eligibility Review Program, which was
designed as a mechanism whereby specially trained UI staff interview claimants periodically to
address their specific employment problems. Other features are embodied in the trend among states
to permit agency staff to "customize" work-search requirements to the employment environment
(e.g., skills, occupations, and labor-market health) facing each claimant. '
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linkage between UI and ES. While many state UI agencies require that claimants register. with ES,
this sort of mandatory registration does not by itself lead to placement services. UI and ES
information-sharing is generally limited, so that ES staff are often unable to tell which claimants
need services the most (even to the extent that they are unaware of who is still drawing Ul
benefits at various points in the claim spells), and Ul staff do not typically know which claimants
receive ES services. A second problem is that, with limited resources and a mandate to serve
certain priority groups, ES operations are often not oriented toward the needs of large segments of
Ul claimants, including dislocated and other experienced workers. Finally, the coordination between
ES and other employment and training programs (currently provided primarily through the Jobs
Training Partnership Act (JTPA)) seems especially limited, so that many claimants who might benefit
from the broader array of services (e.g., job training) are not referred to them. The employment
and training services themselves pose other imstitutional problems, since, in one form or another
over the years, targeting efforts have been problematic, as have the organization and the level of

services..

2. The Current Policy Environment

As the previous section suggests, many of the concerns about how the UI system and, more
generally, the employment and tralmng system promote the reemployment of claimants have existed
for most of the history of the system. However, there appears to be a new policy environment
that encourages expanded efforts to promote the reemployment of UI claimants. More generally,
substantial concern has been expresséd about the efficiency with which our society returns
unemployed workers to work. In broad terms, the policy environment seems to stem from concern
about reemployment efforts as they pertain to (1) dislocated workers, (2) the long-term unemployed

in general, and (3) the financial state of the UT system,

IFor further discussion of some of these institutional problems, see Richardson et al
(1988); Corson, Kerachsky, and Kisker (1988); and Congressional Budget Office (1982).
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The dislocated worker problem is not a new one; historically, it had been a problem that
largely disappeared from view during major upswings in the economy. However, beginning with the
trade problems in the 1970s and continuing with the structural changes that have occurred in
prominent industries in this decade, the problem appears to be pervasive and persistent.1 Certainly,
it has not been remedied by the forces of ecomomic expansion that have brought the unemployment
rate to its current relatively low level. While UI provides short-term support for workers who face
dislocation (and, with trade adjustment assistance, somewhat longer-term support for dislocations
caused by foreign trade), these benefits are likely to be an inadequate response to the types of
reemployment problems facing these workers.

In terms of the long-term unemployed, an increase in the proportion of those with 27 or
more weeks of unemployment and a concomitant increase in UI benefit exhaustion rates in the early
1980s have emphasized the difficulty of addressing the reemployment needs of UI claimants. This
problem is particularly acute for Ul exhaustees, since such workers lose not only the financial
support provided by UI but also their primary link to the reemployment assistance network, the
very network which could facilitate their return to employment. Clearly, substantial overlap exists
between the dislocated worker problem and long-term unemployment, since many dislocated workers
are likely to become long-term unemployed and exhaust their Ul benefits.

Finally, the high rates of unemployment in the early part of this decade, combined with the
lengthening spells of unemployment, also imposed an unusually severe drain on state UI trust

funds.2 Many states reacted to this situation and to increased federal pressure for the repayment

IBecause there is no standard definition of a dislocated worker, it is difficult to measure
the number of such workers very precisely. However, a widely quoted statistic of the Bureau of
Labor Statistics estimates that 5.1 million workers with at least three years of temure had become
permanently separated from their employer during the 1981-85 period. '

2State financing problems began during the 1975-77 recessionary period, prompting loans
from the federal UI trust fund to the states. These loans initially peaked at $5.4 billion in 1978.
Indebtedness was still substantial at the end of the decade, with 11 states owing $3.8 billion. The
back-to-back recessions of the early 1980s led to additional borrowing at a greatly increased scale.
By the end of the first quarter of 1983, 28 states owed $13.7 billion to the federal government.
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of loans by tightening their eligibility rcquirements, reducing the duration of benefits, and taking
other steps to reduce Ul expf:nditures.:l

Because of these concerns, some policy officials began to consider whether new or expanded
reemployment programs, some involving alternative uses of the\ Ul system andfor UI funds, might
mitigate the employment problems of at least some categories of unemployed workers, while actually
helping to preserve the solvency of the UI system. Related to these new approaches was the
recognition that unemployed workers’ contact thh the Ul system provides the most comprehensive
way to identify dislocated workers and others who are likely to face serious reemployment
problems, and possibly the best source of referrals to reemployment services. In other words,
application for UI benefits is potentially a major point of entry into the broader employment and
training service system.

Complementing the policy reorientation that is occurring from the UI perspective is the
redirection of some reemployment services toward dislocated and potentially long-term unemployed
workers. The change in our nation’s major employment and training initiative | in 1982 from the
Comprehensive Employment and Training Act (CETA) to the Job Training Partnership Act (JTPA)
added specific programmatic options for the needs of dislocated workers. The recently enacted
Economic Dislocation and Worker Adjustment Assistance Act (EDWAAA) will further promote
programs for this group. The ES has also been making gradual progress toward addressing the
needs of experienced workers in general, after a period of focusing on the poor and disadvantaged
(National Commission on Unemployment Compensation, 1980; and Congressional Budget Office, 1982).

Thus, the strong evidence of employment problems for dislocated and other experienced
workers that has persisted well into a strong economic expansion suggests that there are real
opportunities to improve the efficiency w1th which our society returns unemployed workers to work.

However, the -current array of remedial prograins or the manner in which these programs are

1See Corson and Nicholson (1988) for an examination of these program changes. See
Vroman (1986) for a discussion of state funding problems.
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organized and targeted seem to address the problems only partially at best. It is not surprising,
then, that policy officials and others are reexamining what options are being offered to these
unemployed workers and how the options are being provided, and are developing interesting new

ideas for meeting the employment needs of these workers.

C. NEW PROGRAM OPTIONS FOR Ul

The initiation of new ideas or program options tends to have followed one of two patterns.
Some are extensioﬁs of the recent development of employment security and employment and training
programs, and represent a "mext logical step." Others represent new directions, at least for the
United States. This section describes these potential new program options in general terms. It is
complemented by the discussion in the following section, which describes what we would want to
learn about these programs before they could be implemented on a broader, more permanent basis,

as well as the demonstration methodology that represents the best method for acquiring that

information.

1. Extensions of Recent Program Developments

Extensions of recent program developments include the enrichment of existing programs and
services, targeting and early intervention, and enhanced linkages among programs and services for
Ul claimants. An additional extension, but one that is quite different from these three, is an
increase in the degree of experience rating in the state Ul systems. Labelling these as "new
options” initiatives is not meant to suggest that states have not attempted to implement each of

them. In fact, there are notable examples of exemplary efforts. However, these examples are all

too rare, and most workers are not covered by them.1

IThis point is illustrated by Richardson et al. (1988).
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a. Program Enrichment

The most commonly cited area for program enrichment is job-search assistance. It is
believed that when workers become unemployed after years of continuous employment, some of their
greatest needs may involve job-search assistance: they may be desirable employees, but they might
not know how to pursue finding a suitable job, or they may be discouraged_by their job loss and
need support and encouragement to search for a mew job. In addition, some workers may need to
be educated about what the "good" jobs are now that their old jobs are gone, what the options are
for retraining, and what employment prospects exist elsewhere. Models - of enriched job-search
assistance programs have been implemented by both ES and JTPA agencies at the state and local
levels. The various elements of these initiatives have encompassed in-depth workshops on job-
search skills, individualized counseling and assessment, and job clubs.1 However, despite evidence
that supports the benefits of these program elements, there have been no sustained efforts to
provide these services on a large scale to Ul claimants or more narrowly to the dislocated
worker/potentially long-term unemployed population.

Other areas for program enrichment are training and relocation allowances. The former is
appropriate for unemployed workers whose skills are no longer in demand, while the latter is
appropriate for unemployed workers whose skills are no longer in demand locally, but are in demand
elsewhere. One approach to providing training and relocation allowances was tested as part éf the

New Jersey demonstration, as will be described in a later section.

b. Targeting and Early Intervention

A related area of concern has been the appropriate targeting of services to clients who
need them the most and the provision of these services as early as possible in each individual’s

spell of unemployment. As was discussed earlier, the Ul system provides the most comprehensive

IEnhanced placement activities, such as job development and extensive screening for
referrals, have also increasingly been emphasized. However, such activities have not been examined
extensively to date in either program or demonstration settings.
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vehicle for identifying the types of unemployed workers who could benefit from additional services.
However, the methods used by UI to refer workers to ES are often haphazard, and referrals are
generally not made to any other agencies. Some states follow the practice of requiring that all
claimants who do not expect a speedy recall register with ES. While this process would seem to be
efficient, it tends to overtax the abilities of ES offices to work with registrants. In most such
states, no additional mechanism is available to ES to determine which registrants remain unemployed
for a long time, and who could thus benefit from special reemployment services. Other states
follow the practice of referring to ES only those claimants who remain unemployed for a certain
interval. This may be a more efficient targeting mechanism, but it is still crude. Both referral
processes provide more unemployed workers than the service system can absorb or than are
appropriate for services. Thus, further screening and monitoring are necessary, which, however,
are generally undertaken only on an ad hoc basis and as resources permit. Consequently, workers
who need special reemployment services may not receive them, or they may receive only limited
services that are provided to all workers (e.g., brief job-search workshops) or only general
information about other programs (e.g., training under JTPA, Title III).

While it is important in general to improve the targeting of services, it is particularly
important to accomplish this targeting as early as possible in the spell of unemployment. Early
intervention can be expected to minimize the economic costs to unemployed workers, the Ul system,
and to society in general. In addition, if an individual requires extensive services (e.g., training),
early intervention will mean that individual will have more weeks of UI benefits remaining for
support during the service period. However, early intervention may prové cost-effective only with
appropriate targeting, since it would be expensive and unproductive to provide services to
unemployed workers who will become reemployed reasonably quickly without special assistance.

It is important to add at this point that no research has been able to show a way to screen
large groups of UI claimants effectively in order to predict who will be unemployed for a long

period of time and who may thus need additional services. Thus, without further research,
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targeting and early intervention are still undertaken on a case-by-case basis. This is among the

issues that we will return to later.

c. Program Linkages

As the next logical step, targeting can be effective only if programs and services are linked.
The discussion to this point has focused on the programmatic distance bet;leen Ul and ES, yet
these agencies are usually combined in the organizational structures of states, have complementary
missions, and are often physically co-located. The gulf is typically much wider between either of
these two agencies and JTPA, state and local apprenticeship and training agencies, other social
support programs, and economic development programs. The recent study by Richardson et al
(1988) documents the various reasons for the limited coordination. But, on a more positivé note, it
also describes some fledgling state efforts, most notably those in Pennsylvania, Indiana, and

Washington, that coordinate services through a "one-stop-shopping” concept. This process can

involve the cross-training, commingling, and even co-location of staff.

d. Experience Rating

An entirely different direction in the extension of recent program developments pertains to
the financing of the UI system. As was described earlier, the experience-rating system of taxing
employers to fund Ul benefit payments was designed in part to discourage layoffs, at least those
that are cyclical or seasonal in nature. In reality, the range of taxes in most states is fairly
narrow, and many employers face maximum tax rates, and thus have little incentive to avoid
marginal Iayoffs.1 Conceptually, one way to reduce unemployment is to increase the degree of

experience rating in the state systems, which can be accomplished most easily by raising the

maximum tax rates.

1A recent study by the Congressional Budget Office (1985) estimated that an average of 26

percent of total unemployment compensation in 1981 was charged to firms that were at state
maximum U tax rates.
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2. Potential New Policy Directions

Several policy options which have been proposed as alternative uses of the Ul system would
strike out in new directions, particularly if Ul funds were to be used to finance them. Two
options provide incentives to employers--short-time compensation and wage vouchers.  Four
additional ones provide incentives or assistance to workers--lump-sum payments, reemployment

bonuses, wage supplements, and self-employment assistance,

a. Short-Time Compensation

Short-time compensation {STC) represents an interesting introduction to the new policy
directions because it is a new use in this country for UI funds, and is the only one discussed here
that has actually been implemented by states.  STC presents an alternative to laying off selected
workers, whereby a larger group of workers simply work shorter work weeks and are compensated
for their lost work time with a proportional shar(;, of their UI benefits. STC may thus neutralize
some of the pro-layoff bias inherent in the regular Ul system (see Feldstein, 1976) by allowing Ul
compensation to be paid under a much broader set of conditions than those that apply to total
layoffs.1  The hope was that employers would use STC to avoid layoffs during cyclical or seasonal
downturns rather than to create additional "unemployment." However, its actual use has fallen far
short of its promise. Because it has been implemented without the benefit of rigorous testing,
policy officials are left to consider (1) whether the concept itself or its implementation is
problematic, (2) whether employers (who must initiate the use of the program) are simply choosing
not to implement an untested approach, or (3) whether the program has actually reached its
potential, but one that is less than was anticipated.

STC has been used widely in many European countries for decades. While great claims from

the experiences abroad have been made about its job-saving ability, these claims have been based

1ALl states currently do have some form of partial benefit schedule, but these typically
apply to workers who work only a small amount of time each week. Thus, meaningful partial
employment during business downturns is not encouraged under the regular Ul system.
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on lLittle rigorous research, and employ questionable assumptions to simulate job savingé. The
Department of Labor planned a demonstration of STC in the late 1970s, but the implementation of
STC by states proceeded ahead of these plans, and the demonstration was not implemented.
Currently, 13 states have incorporated STC into their UI systems, but the actual use of STC is very
Iimited and is confined largely to fewer than half of those states (Johnson, 1987). Furthermore, an
" analysis of three of these state programs (Kerachsky et al, 1986) has reinf;rccd the concern that
STC may significantly increase hours of "unemployment” even while it reduces the number of
workers who lose their jobs entirely, and that it may be expensive to empioyers. However, because
this analysis was undertaken without the benefit of a demonstration and the experimental design

that would be permitted in a demonstration, the results must be considered tentative,

b. Wage Vouchers

Another new policy option that would theoretically provide incentives to employers is a
wage voucher program, financed either through a portion of claimants’ Ul benefit entitlement or
through general revenues. Such a program should reduce unemployment by reducing the transition
costs to employers when they hire new workers. The domestic experience with this concept has
been acquired primarily through the Targeted Jobs Tax Credit (TIJTC) program; however, the
program has been confined to special target groups. Furthermore, this program has not been as
popular as had originally been anticipated for those target groups.1

A more relevant test of the concept was conducted recently in Ilinois as the Employer
Bonus Experiment (Woodbury and Spiegelman, 1987). The program offered employers $500 for hiring
a Ul claimant within the first eleven weeks after filing a UI claim and for retaining that worker

for at least four months. = This demonstration was based on an experimental design, whereby

IThe wage voucher concept was also incorporated in one site of the aborted Employment
Opportunities  Pilot Projects (EOPP) demonstration, which focused only on a disadvantaged
population. The results of the EOPP test suggest that the vouchers actually hurt the employment

chances of a disadvantaged person, perhaps due to a labelling phenomenon. For a discussion of
this test, sece Burtless (1985).
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claimants were assigned randomly to the voucher-eligible group or to a no-special-treatment group.
The results of the study show that only 65 percent of eligible claimaﬁts agreed to accept the
vouchers for securing a job, and bonuses were actually paid to employers for less than 3 percent of
the originally selected claimants. As might be expected, the vouchers did not generate an overall
reduction in the weeks of insured unemployment or in UI benefits paid, except for one subgroup
(white females).

Since the demonstration of this concept was conducted onmly in one state during one time
period, more research on this policy option is required before a conclusion can be reached that it
is not a promising reemployment option. The resecarch would have to address the following key
issues: the level of wage voucher use and its effects on employment (and unemployment) and job
quality, windfall gains, employer abuse, displacement (of other workers), and the mechanism used to
administer the voucher program (particularly since the level of use in the Illinois demonstration

seems implausibly low).

¢.  Lump-Sum Payments

A concern with the current UI system is that it tends to discourage unemployed workers
from seeking reemployment as quickly and as diligently as they might otherwise.]  Thus, spells of
unemployment and costs to taxpayers and society may be greater than are necessary to return these
workers to suitable jdbs. One new policy direction that has been suggested to remedy this
situation is to convert Ul benefits to a single lump-sum payment.2 Thus, unemployed workers
would have their cash benefits, and would have no further financial incentive to remain unemployed
any longer than is necessary to find a suitable job. A variant of this option would introduce a
reduced level of weekly UI benefits if a worker does not find a job in a specified time period.

This option has not gained a great deal of support to date. Concerns with this option include how

1 See Hamermesh (1977) and Gustman (1980) for summaries of the research findings on the
magnitude of the work disincentive effects of the UI system.

2For a discussion of this policy option, see Congressional Budget Office (1981).
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a fair lump-sum grant would be determined and how the well-being of the unemployed workers and

their families would be provided for if they exhausted their single payments prematurely.

d. Reemployment Bonus

Another potential policy option is a reemployment bonus--that is, a cash bonus paid directly
to workers who obtain a new job under some specified conditions. A program that would provide a
bonus to workers for becoming reemployed more quickly than would be the case under the current
system would restructure the monetary incentives facing workers in favor of quicker reemployment.
Such a bonus could be financed through a portion of the claimant’s Ul entitlement as a payment
option, which would focus directly on altering the incentives of workers within the UI program, or
it could be financed from general revenues, which could be regarded as a transfer of taxpayer and
s;)cietal gains to the reemployed workers. As with the voucher option, this scheme does raise
questions about the windfall gains to workcfs who would become reemployed quickly even in the
absence of the bonuses, as well as about program abuse and displacement. Therefore, research on
the program must consider each of these issues in conjunction with the basic issue of how such a
program affects employment.

As we discuss later in Section E, some demonstration evidence has already been generated
on reemployment bonuses in Illinois in conjunction with the wage voucher demonstration described
earlier. Since this demonstration examined only the most basic unemployment receipt and earnings
outcomes associated with a single bonus level, more extensive demonstrations have been initiated by
the US. Department of Labor. These demonstrations, one of which has been completed in New
Jersey and two of which are underway in Pennsylvania and Washington, are testing a wider array
of bonus schemes and are examining a broader set of outcomes.  Descriptions of these

demonstrations are also presented in Section E.

116




e. Wage Supplements

While the reemployment bonus policy option attempts to provide one method for speeding a
worker’s return to work where the problem is thought to pertain primarily to disincentives in the
current Ul system, another option--wage supplements--has been proposed to deal with the fact that
some unemployed experienced workers are reluctant to take new jobs because the available new
jobs do not pay as well as the old jobs. This problem is thought to be particularly acute for the
structural changes that have been taking place in key manufacturing sectors in recent years, where
many well-paying jobs were eliminated. Under specified conditions, this option would pay workers
a portion of the difference between the weekly wage of their former J:obs and the (lower) weekly
wage of the new jobs for some adjustment period. Like the previous two options, the wage
supplements could be paid out of either UI entitlements or general revenues. In a sensé, this is a
form of a reemployment bonus, but one that focuses directly on the speed with which workers
adjust to the realities of their job options. As long as the wage supplements are made only over a
reasonably modest duration, such a program would provide negligible incentives for workers to
accept unsuitable jobs, while encouraging them to adjust to the realities of a changing labor
market.  Perhaps because this option focuses on a negative aspect of job changes, it is not
mentioned very prominently in policy debates, and it seems to have had little operational history to

date.

f. Self-Employment Allowances and Services

The final new policy option discussed herein recognizes that some Ul claimants may find
their best opportunity for long-term economic self-sufficiency through an alternative to wage
employment--specifically, through self-employment. The current policy toward unemployed workers
is oriented toward traditional wage earners who are seeking a return to the type of employment
situation from which they were released. However, a small number of unemployed workers appear

to use the break from their old employment relationships as an opportunity to start their own
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businesses.!

The provision of self-employment allowances and services may thus be a useful
reemployment tool, even though it is likely to be suitable only for a small portion of claimants.

The UI system has not been respoasive to the needs of workers who wish to start their own
businesses. For example, Ul legislation does not contain provisions for waiving the work-test-
related requirements if a worker is not interested In pursuing a wage job and is making a good-
faith effort to pursue an alternative type of employment (unless that effo;t involves an approved
training course). Further, the regulations provide no mechanism for changing the method or timing
of paying UI benefits to serve as self-employment allowances, in order to help support a self-
employment venture. Thus, the UI system can act as an impediment to a claimant’s pursuit of self-
employment, and it certainly does not serve to facilitate that pursuit.

Generally, neither UI nor ES have linkéges with the types of service organizations that
could provide technical assistance to inexperienced individuals who wish to start new businesses.
Such assistance could represent the difference between success and failure, and may be required in
diverse areas, possibly including thc' development of business plans (including marketing, operational,
and financial plans), technical skills, managerial skills, business counseling, and ongoing technical
assistance.

Although experience elsewhere with self-employment assistance to unemployed workers has
been limited, as many as a dozen foreign countries have begun such programs within the last few
years. The programs are quite varied: some are tied to the nations’ UI systems, while others are

not; some pay in periodic installments (usually for 6 to 12 months), but a few make lump-sum

1The number of workers who do 'so is not known, but tabulations of unemployed workers
from the Bureau of Labor Statistics (Flaim and Sehgal, 1985; and Horvath, 1987) indicate that about
7.7 percent of displaced workers who become reemployed are categorized as "self-employed or
other,” as opposed to wage and salary workers. Since not all workers in these studies became
reemployed, the rate of self-employment for the ‘population of displaced workers is lower, about 4.5
percent.  The self-employment rate for Ul claimants is likely to be lower than this rate for
displaced workers, since many Ul claimants are job-attached, and are recalled by their pre-UI
employers. This hypothesis is supported by a recent survey of Ul claimants in ten states, which
found that fewer than 1 percent of claimants became self-employed. (For a description of the
survey, see Corson, Kerachsky, and Kisker, 1988.)
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payments; some require that claimants submit a business plan or proof of capital resources as
evidence about the seriousness of the effort, while others do not; and some provide technical
assistance, while others do not.

Although none of these programs has been subjected to careful evaluation, some impressions
have been recorded,! particularly about the programs in France and the United Kingdom, which
have operated the longe,st.2 First, the use of the programs is noteworthy: in 1986, nearly 2
percent of the unemployed in the UK participated in the program, while just over 3 percent of the
unemployed in France participated. However, research suggests some caution in interpreting these
figures.  First, it is estimated that about half of the businesses would have started nearly as
quickly in the absence of the program (a level of start-up by unemployed workers which is
consistent with the experience in the United States). Second, many of the businesses, like many
small ventures, failed. In fact, nearly 25 percent of the businesses covered by CC and 50 percent
covered by EAS failed within three years. Third, the businesses have tended to be small, creating
little extra employment.  Fourth, displacement with respect to other businesses may be high,
although there are no reliable estimates of the extent of displacement. Finally, at least a small
proportion of the businesses (but perhaps 5 to 10 percent of those covered by EAS) did not seem
to be serious business ventures. These problems suggest that a self-employment assistance program

must pay careful attention to initial qualifications, support services, and monitoring.

IThese impressions are derived from Henderson, Williams, and Derrett (1987), and Bendick
and Egan (1986).

2The Chomeurs Createurs (CC) program has operated in France since 1979, and the
Enterprise Allowance Scheme (EAS) has operated in the United Kingdom since 1982. The CC
program offers a lump-sum payment (currently equivalent to about 10 months of UI payments) to
applicants with an approved business plan, along with six months of relief from payment of various
social insurance taxes. A short training course in business practices is also offered. EAS provides
a weekly stipend equivalent to $65 for up to one year for any unemployed person who has the
equivalent of $1,650 to invest in his or her own venture. EAS is available only to unemployed
workers who receive Ul benefits. The CC program is not tied to Ul so that it is available to a
broader population. Benefits in neither program are paid for through Ul funds.
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D. INFORMATION NEEDS ABOUT NEW PROGRAM OPTIONS

The previous section lays out a smorgésbord of program options, but it also suggests that
actual programmatic experience is limited. Furthermore, when there has been some experience, it
has usually taken a form that does not provide policymakers with the type of information necessary
to justify and sustain a new program initiative. This section suggests the type of information that
is necessary for this purpose, and it describes the value of demonstrations in providing this
information.

A social problem or a perceived need generates a logical series of operational questions that
help guide policy development: "What should be done?" "For whom should it be done?® And "how
should it be done?” The answer to the first question may be upambiguous, but this is often not
the case, particularly if the problem is persistent and long-lasting. Furthermore, the answer often
requires not a single, component response, but instead a set of programmatic or policy changes
that, together, may provide the necessary answer. For the Ul-related problems described earlier,
the answer may focus on the level of benefits, the level of services, the duration of each, the
timing of the int;rvention, the linkages between programs, participation requirements, and any
other features of the program/policy environment.

It seems that answers to the "for whom" question should be evident at the time that the
problem or need is identified. For example, there must be at least some idea about whether a
problem pertains to all unemployed workers, to all who are covered by Ul to the long-term
unemployed, to dislocated workers, or to other special subgroups. However, the question often
requires a more refined answer than can initially be forthcoming. The terms used to categorize
groups of unemployed workers (e.g., long-term unemployed, dislocated workers, and even Ul-covered
workers) are less precise than is required for operational use. In addition, specific options may be
inappropriate for certain segments of an otherwise well-defined target group.

"How should it be done?" is really an operational question, answers to which determine the

program procedures and rules. One part of the question focuses on the entity that should conduct

120




the new program option, and whether it can be implemented through existing institutions or
whether it requires a new organizational structure. Other parts of the question focus on the
timing of the services or intervention, the linkages among services and agencies, the procedures to
be instituted to identify and process participants, and the process whereby the activities of
participants and agencies are monitored. A final part of the question focuses on the entities
responsible for funding the option and its specific components.

Once a new policy option is implemented, other questions emerge: "Does the new option do
what it was intended to do?" And, if so, "is it cost-effective?" Obtaining reliable answers to these
questions can be very difficult, particularly if the new program or policy is simply implemented
without considering how these questions should and can be answered. Such implementation often
leads to research methods that attempt to compare the experiences of program participants with the
experiences of a sample that is thought to be similar, but is observed at a different time or
different place, so that members of this "comparison" sample do not have access to the new
program.  However, the quality of comparisons of the behavior of the two groups can be
compromised to an unknown degree by differences in the local economies, the service environments,
the people, and anything else that can affect the outcomes of interest and that cannot be observed
and measured fully. This problem 1s particularly acute for Ul and related programs, since so much
in the economy that affects unemployment varies from time-to-time and place-to-place, and since
programs, particularly Ul programs, can be implemented so differently from one locality to another,
and certainly from one state to another. Thus, this methodology can produce false positive or
negative results due to individual and area differences.

A much more powerful method for determining the effectiveness of a program or policy is a
demonstration that incorporates an experimental design. Such a demonstration allows the new
option to be implemented as intended: those benefits and services for potential participants that are
to remain unaltered can be preserved, and only those features that are new can be changed or

added. There are often alternative versions of the new program to be examined (e.g., different
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benefit levels of a financial-incentive plan), and a demonstration generally allows these zﬂternatives
to be implemented side-by-side in the same environment. Random assignment can then be used to
assign eligible workers to the "treatment” group, whereby they are eligible to participate in the
new program option, or, alternatively, to the "control' group, whereby they receive only those
program features, but all of those program features, that characterize the status quo. s
alternative versions of the new program are implemented, eligible workers €ould also be assigned
randomly to each version, generating multiple treatment groups, as well as to the control group.)
This assignment procedure implies that the characteristics of the two groups are identical, except
for their participation in the mew program. Thus, any differences in the outcomes between the two
groups can be attributed solely to the new program with a known degree of statistical precision.
This same logic extends to assigning eligible workers randomly to alternative versions of the new
program, in which case comparisons could be made between program variants, as well as between
each variant and the control group.

Thus, a demonstration that incorporates random assignment is a very powerful tool for
social policy research. Because of the costs and uncertainties of introducing new programs and
policies, this method is currently being applied widely to evaluate social policies.

Given the important advantages of demonstrations with experimental designs, it is logical
and appropriate that the Department of Labor is using this methodology to evaluate the
effectiveness of new Ul-related policy options. The next section describes these demonstrations

and what can be learned from them.

E. DESCRIPTIONS OF THE Ul DEMONSTRATIONS

In recent years, a number of demonstrations have been implemented under both federal and
state sponsorship to examine alternative ways to facilitate unemployed workers’ return to work.
These demonstrations have been testing a wide ‘range of policies, from relatively minor changes in

the manner in which reemployment services are provided to claimants to more major changes in the

incentive structure of the Ul program.




A great deal of the initiative for examining alternative uses of UI began with individual
states, which bear the burden of high unemployment most directly. For example, Nevada has
examined the efficacy of job-search workshops for UI claimants as a means to hasten
reemployment. Washington State has been operating a pilot project to provide intensive job-search-
related employment services to UI claimants, Delaware operated a pilot project which used the UI
system to identify claimants who could benefit from job-search assistance and, if necessary,
retraining. New Jersey operated a demonstration of enhanced work-search requirements for UI
claimants in demand occupations. Pennsylvania, Indiana, and Washington have implemented "one-
stop-shopping" pilot programs for Ul ES, and JTPA services. California introduced a short-time
compensation program to this country initially as a demonstration. However, while these and the
many more state-operated demonstrations have often represented an important new way to address
a problem, most have been conducted on a small scale and with inadequate attention to the
research, so that they have not generated information reliable enough to support major policy
changes.

More recently, in response to the concerns discussed earlier, the Department of Labor has
taken the initiative for examining new policy options through demonstrations. With a national
focus and the ability to call upon more technical skills and resources than are usually available to
state research efforts, the federal demonstrations will provide more extensive and technically
reliable information on the issues to be addressed.

In the remainder of this section we describe these demonstrations. The discussion is
presented in three parts to describe the major types of demonstrations that are being conducted:
(1) a multi-focus demonstration in New Jersey, (2) three reemployment bonus demonstrations, and

(3) a set of demonstrations that promote self-employment.

1. The Multi-Focus Demonstration

In September 1985, the U.S. Department of Labor initiated a demonstration in New Jersey to
cxamine whether the WUl system can be used to identify displaced workers early in their
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unemployment spells and to test alternative early intervention strategies to accelerate their return
to work.l Three packages of services or treatments were tested: (1) job.-search assistance, (2)
job-search assistance with training or relocation assistance, and (3) job-search assistance combined
with a reemployment bonus. Ul claimants who met the screening criteria were assigned randomly
to one of these three treatments or to a control group, which had access to all customary services
but not to demonstration services. Applying the terminology developed caﬁicr, this demonstration
combined targeting and early intervention, program enrichment, program linkages, and a
reemployment bonus. It was designed to cxamine some of these options separately, and some in
combination.

The job-search assistance component of each treatment was administered by ES, and
consisted of an initial set of intensive services (including orientation, testing, a job-search
workshop, and assessment and counseling) and on-going monitoring of search activity and assistance
throughout the Ul claim period. The participation of claimants in these job-search activities was
mandatory in the sense that they could be denied AUI benefits if they failed to report for services.
Training and the reemployment bonus were offered to Ul claimants in the second and third
treatment groups, respectively, after they completed the initial job-search assistance activities.
Training was offered through local JTPA operators, in conjunction with the Title II efforts. The
state made more active efforts to encourage claimants to use training services than had been the
case previously in the state, and a greater effort was made to meet the training ﬂeeds of
interested clgimants. As an alternative to training, cash assistance for relocation was offered to
those assigned to the second treatment group. The reemployment bonus program was operated by
UlI, although, at least for the demonstration, the funds that were applied were not UI funds.

A key component of the demonstration was that eligible claimants were identified and
services were provided through program ﬁnkziées among the Ul, ES, and JTPA systems. This

coordination was fostered at the central office level through a working group of staff from each

IFor a description of the demonstration design, see Corson et al. (1986).
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agency who administered the program. At the local office level, UI and ES linkages were promoted
through a computerized tracking system that helped staff coﬁtrol and monitor the flow of claimants
from Ul to ES. ES and JTPA linkages were fostered through the co-location of the service
delivery staff,

The New Jersey demonstration operated from July 1986 to September 1987 in ten local
offices throughout the state. A total of 8,675 claimants were offered services, and another 2,385
were monitored as part of the control group. Preliminary evaluation results indicate that the
project was successful at reducing the duration of UI receipt and at accelerating reemployment
among claimants, The reductions in Ul receipt were approximately $100 per claimant offered
services over all three treatments, with the largest reduction experienced for the reemployment

bonus treatment. The final evaluation results will be available in early 1989.

2. Reemployment Bonus Demonstrations

In addition to the New Jersey demonstration, three demonstrations have tested or are
currently testing the efficacy of reemployment bonuses to accelerate claimants’ return to full-time
employment. The first of these demonstrations was conducted in Illinois under the sponsorship of
the state and the W.E. Upjohn Institute for Employment Research. However, it is discussed in
conjunction with the federal initiatives because of the scale of the demonstration and its relevance
to the interest of the federal government in this policy option. This demonstration, conducted
from 1984 to 1985, assigned a group of UI claimants randomly to a program that offered them a
$500 bonus if they became reemployed within 11 weeks after filing an initial Ul claim and remained
employed for four months (Woodbury and Spiegelman, 1987). The bonus was offered to 4,186
claimants, of whom 14 percent received the bonus. When the UI experiences of these claimants
were compared with those of claimants in the randomly selected control group, it was found that
the bonus offer led to a reduction in UI collections from the regular state program of $158 per
claimant over the benefit year. A comparison of these program benefits with its costs showed that
the program was cost-effective in reducing unemployment.  However, the research for this
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demonstration left many interesting questions unanswered, including why many additional claimants
who appeared to be eligible for bonuses did not claim them and how responsive claimants would be
to changes in the bonus parameters.

The Department of Labor is currently sponsoring two more comprehensive reemployment
bonus demonstrations--one in Washington state and one in Pennsylvania.1 Both of these
demonstrations are testing a number of different reemployment bonus schemes in an attempt to
determine the combination of bonus components (the size of the bonus and/or the length of the
bonus offer) that is the most effective in speeding claimants’ return to work. A special feature
being implemented under the Pennsylvania demonstration is the offer of enriched job-search
assistance services (i.e, a comprehensive job-search workshop and individualized assessment) to
supplement the bonus offer for claimants in some treatment groups. This feature is being tested in
response to the concern that, while a reemployment bonus offer may provide an incentive for
quicker and more intensive work search, some claimants may not have the skills necessary to
search for jobs effectively. These workers should benefit from the enriched job-search assistance,
and it may prove particularly attractive when offered in conjunction with a bonus.  The
Pennsylvania demonstration will also attempt to measure the degree of "displacement” to determine
whether program participants obtain jobs at the expense of other unemployed workers.

The Washington demonstration began operations in March 1988, and is being tested .in 21
local offices. It is expected to offer reemployment bonuses to 12,000 UI claimants by the time that
intake ends early next year. The Pennsylvania demonstration began operations in October 1988 in
12 local offices. It is expected to offer bonuses to about 10,000 claimants by the time that intake

ends in September 1989. >

IFor a description of the Washington State demonstration design, see Spiegelman and
O’Leary (1987). For a description of the Pennsylvania demonstration design, see Dunstan and
Kerachsky (1988).
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3. Self-Employment Demonstrations

Two recent demonstrations have been initiated by the Department of Labor to test the
ability of the employment security and economic development (ED) systems to work together in
helping UI recipients start their own new businesses. Although it is expected that this self-
employment assistance will be appropriate only for a small minority of recipients, such assistance
may still be a useful addition to the set of reemployment services provided to UI claimants. Self-
employment assistance could involve the provision of financial assistance (in various forms) and
entrepreneurial training or other business-support services.

The first demonstration of this concept, the Washington Self-Employment Demonstration
Project, is currently being designed. It is expected that this demonstration will provide selected
claimants with both self-employment allowances and business-support services. The form of the
self-employment allowances is expected to be lump-sum payments that average $4,000 to $5,000 per
claimant. The business-support services are expected to be similar to those currently provided in
the state through JTPA and ED organizations, such as the Washington State Business Assistance
Center and Small Business Development Centers.

The second demonstration, the Three-State Self-Employment Demonstration Project, was
authorized by.the Omnibus Budget and Reconciliation Act of 1987. This Act authorizes the
Secretary of Labor to enter into agreements with three states to enroll participants in a self-
employment demonstration over a period of up to three years and to provide reports to Congress on
the benefits and costs of the demonstration. The states of Oregon, Minnesota, and Massachusetts
have been selected to participate in this demonstration.

The self-employment assistance provided to claimants under this demonstration will differ
from the assistance to be provided in the Washington State demonstration, since the law
authorizing this demonstration prohibits lump-sum payments. Instead, any financial assistance must
be in the form of weekly or biweekly payments from the UI trust fund. Thus, the primary

financial assistance that will be available in the Three-State Self-Employment Demonstration will be
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due to the climination of rules that prohibit the payment of UI benefits to claimants who are no

longer actively seeking work (in this case, to start new businesses).

F. KNOWLEDGE FROM THE DEMONSTRATIONS
The UI demonstrations described in the preceding section are designed to provide
policymakers with information to address three primary questions:
1. What reemployment policies or strategies promote more rapid reemployment and
reduce the period of UI collection among claimants? '

2. What reemployment policies are most appropriate for different types of claimants,
and how can those claimants be effectively targeted?

3. How should alternative reemployment policies be implemented to enhance their
success? :

This section discusses these questions in more detail, as well as the information that will be

provided by the demonstrations. It begins by describing the issues and outcomes that are being

examined in the demonstrations. It then discusses how the success of failure of alternative

reemployment policies should be judged. This discussion focuses on the major demonstrations being

funded by the Department of Labor, although some of the state initiatives discussed earlier will

also shed light on these issues.

1. The Issues and Qutcomes That Are Providing the Focus of the Investigations

The issues and outcomes being examined in the demonstrations can be grouped under the
three primary research questions listed earlier--the appropriate choice of reemployment strategies,

the appropriate targeting policy, and the implementation strategy.

a. The Choice of Reemployment Strategies
The Ul demonstrations are testing a wide range of potential reemployment strategies--from
those that enhance existing services to those that represent entirely new policy initiatives. For

each potential policy, a large number of issues and outcomes are also being examined, since the

128




issues that are considered to be important depend on the perspective used to evaluate the policy.
These perspectives include those of the UI agency (or, more broadly, the government), the
participants or unemployed workers, employers, and society as a whole.

From the standpoint of the UI agency, the most important outcomes concern the degree to
which alternative reemployment strategies reduce the amount of UI benefits collected and how this
reduction compares with the cost of the reemployment strategy. To the extent that any reduction
in UI benefit collections occurs, it is important that other potential impacts of the strategy be
examined to help explain how or why a reduction in benefit collections took place. For example,
the strategy may potentially have an impact on the number of weeks of benefits collected, the
extent to which new claims are filed in subsequent benefit years, and the number of benefit denials
that occur. From the broader government perspective, it is important that the potential impacts of
the strategy on other programs be examined, such as claimants’ receipt of existing ES or JTPA
services and claimants’ receipt of means-tested transfers such as food stamps.

From the viewpoint of unemployed workers, the most important outcomes that are being
examined pertain to employment and earnings. In particular, a primary question associated with any
reemployment strategy is whether it leads to more rapid reemployment and/or higher earnings than
would have been the case in the absence of the program. Other important potential impacts
pertain to the quality of the jobs that workers obtain with the assistance of the new program. For
example, it is important to examine impacts on the stability of employment, hours worked, hourly
wages, and other measures of job quality. A complete understanding of the impacts of the strategy
on workers also requires that program participation be examined, both in the demonstration
initiatives and in other programs.

Another important viewpoint pertains to employers. From their perspective, the outcomes of
interest relate to the availability of workers and their skill levels. Through a variety of methods
and incentives, many of the new options are designed to enhance the efficiency with which the job

market operates, so that unemployed workers are searching for work more aggressively, and are
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thus more available to new employers. Other new options are designed to enhance the skills of
workers, making them more valuable to employers. However, to the extent that some employers use
the financial cushion of the UI system to manage their work force during a temporary downturn
and expect to recall laid-off workers, néw program options that encourage active search for and
employment in new jobs could prove counterproductive to employers, and perhaps even to workers
and to society as a whole. Thus, an important focus of the research is to investigate how the
various programs protect legitimate employer-employee relationships by identifying job-attached
workers and excusing them from certain programs or features, while at the same time targeting

workers who show no clear attachment.

b. Targeting Issues

An important issue that is being addressed in the Ul demonstrations pertains to the services
or strategies that are appropriate for different types of claimants. To examine this issue, it is
useful to consider three types of claimants: (1) those who are job-attached, (2) those who are not
job-attached but who have few if any employment barriers, and (3) those who are not job-attached
and who face some employment barriers, such as a lack of marketable skills or a lack of knowledge
about the labor market and how to find a job. The first group of claimants probably does not
need reemployment services, and, as was discussed earlier, it may be counterproductive to provide
such services to this group. The second group may also not need services; rather, a change in the
incentives to search for and accept a job (e.g., a change created by a reemployment bonus) may be
useful in speeding their return to work. Finally, the third group may well need reemployment
services to overcome whatever reemployment barrier(s) they face. The type and extent of services
that they require depend on their particular needs.

In addressing this issue of targeting, the demonstrations are examining not only the types of
claimants who benefit from particular services, but, just as importantly, whether claimants who
exhibit different needs can be identified at the point at which the services are tc be provided. To
be successful, an early intervention strategy that is appropriate for claimants who are not job-
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attached and who face certain barriers to reemployment must be directed at just such claimants,
but identifying these individuals early in the claim spell may be/ difficult.  Similar issues of
identification arise for other groups of claimants.  While the demonstrations are restricting
entrance to special programs on the basis of obvious meagmes of appropriateness, they are also
attempting to target services more broadly in order to permit research into more refined targeting

strategies in future efforts.

¢. Implementation Issues

For any reemployment strategy, an important set of issues pertains to how the strategy
should be implemented. These issues focus on defining each component of the strategy and
function that must be performed, specifying the ’organization(s) that should be responsible for each,
and determining the types of linkages and coordination that are required. These process-related
questions are a necessary and important part of the demonstration evaluations, and answers to them
are crucial if future program planners are to replicate successful program features or avoid

unsuccessful ones.

2. How Success Should Be Judged

How different groups judge the success of a reemployment option is likely to be dominated
by their respective perspectives. Again, these groups include government, workers, employers, and,
as the aggregate of all of these groups, society as a whole. It is natural that judgments about the
Ul-sponsored demonstrations be dominated by the perspectives of both the UI program, which is
onc part of the broader government perspective, and its participants, who are one part of the
broader worker perspective. The UI program may be interested primarily in the impacts of a
program option on the reemployment of Ul claimants and on UI benefit payments and
administration, and how those impacts compare with program costs. Of course, program participants

will be concerned primarily about its impacts on their employment, income, and earnings and about
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other aspects of any new jobs. They will weigh these gains against any costs associated with their
foregone earnings (e.g., while they participated in training) or their foregone transfer payments.

While these two important perspectives could easily dominate judgments about a
reemployment option, it is important that others be considered. For some program options, it is
likely that the net benefits to the UI program derive in part from the efforts and additional
expenses of other agencies. These costs (and any benefits) to other agenci;s must be taken into
consideration in order to attain a full accounting from the government perspective. Similarly, the
jobs obt;'—lined by participants, or their access to training or other services, may be at the expense
of others who are not eligible for the new program. These factors must be taken into account to
attain a full accounting from the worker (or taxpayer) perspective. The employer perspective is
the most difficult to evaluate through these demonstrations, but it cannot be overlooked. The
demonstrations are not currently designed to collect information from employers about their gains
and losses (except for the sclf-employment demonstrations). Moreover, part of the gain or loss
would depend on how a future program were financed. (The method of financing the new program
options is not an explicit part of most of the Ul demonstrations, although the Three-State Self-
Employment Demonstration Project will - encompass this programmatic component.)  Therefore,
judgments from the employer perspective can only be inferred from the demonstrations.

This discussion suggests that a complete evaluation of the various Ul demonstrations must
take each of these perspectives into account and, ideally, provide separate analyses of the benefits
and costs of the demonstration for each onme. This is the goal of the research planned for the Ul
demonstrations, although, as described earlier, some components will be covered more thoroughly
than will others. The analysis will focus primarily on the UI system, other participating agencies,
and participants. Other perspectives will be evaluated on the basis of secondary information and
inferences drawn about the effects that are observed directly. To the fullest extent possible, the

benefits and costs from the individual perspectives will be aggregated into the benefits and costs

for society as a whole.
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G. CONCLUDING OBSERVATIONS

After 50 years of service, the UI system continues to perform well in its primary role of
protecting workers against extreme financial hardship when they lose their jobs. What has emerged
in recent years, however, is the realization that, although the UI system can basically continue in
its primary role unimpeded, it must also expand its mission to encourage and facilitate
reemployment more actively.

This expanded mission might move policy in one of several directions. Some policy options
involve changes in the financial incentives facing unemployed workers or potential employers--for
example, restructuring the use of Ul funds for at least some workers or using external funds.
Other policy options focus more heavily on providing reemployment services to a greater extent and
effecting stronger linkages between the UI system and agencies that provide these services. Such
options recognize the UI system’s unique advantage as the common point of entry into the social
service network for most unemployed workers.

Despite the appeal of some of the new program options, either alone or in combination,
many questions remain about their efficacy. Of perhaps even greater concern is how various new
options would affect the primary income-support mission of the UI system. These issues must be
considered carefully before new programs are implemented broadly, and the Ul demonstrations are
an important tool for doing so. The demonstrations to date have been carefully planned, well
focused, and successfully implemented in actual state operations. The information they provide
should prove extremely valuable, so that, in conjunction with the great body of existing information
and the judgment of policy officials, they can be used to weed out unpromising options, and to

show the way to successful future policies and programs.
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SUMMARY OF DISCUSSION:

THE THIRD SECRETARY’S SEMINAR

Seminar participants generally seemed to concur that new efforts would be beneficial in
restoring some unemployed workers to work more quickly than is the case currently. General
consensus was also expressed about the likely ﬁxerit of specific new program options and about the
value of demonstrations in establishing the utility of these options. Less agreement was reached
about the entities (UI or, alternatively, ES or JTPA) that should provide the various new options or
how they should be funded.

WHETHER REEMPLOYMENT SERVICES FOR DISLOCATED AND OTHER POTENTIALLY
LONG-TERM UNEMPLOYED WORKERS SHOULD BE IMPROVED

Seminar participants who responded directly to this issue agreed that now was an
appropriate time to address whether reemployment services for dislocated and other potentially
long-term unemployed workers should be improved. However, several issues were raised about the
role of Ul in effecting improved reemployment services. First, several participants took issue with
the statement in the Seminar paper that the UI system generally works well in its role of providing
income support to workers who lose their jobs, citing problems particularly with the coverage and
adequacy of benefits. While there was some agreement with this point, there was less agreement
about its implications. Some expressed the view that UI should focus solely on income support and
should concentrate on improving this area, and that reemployment services should be provided by
other agencies. Other participants believed that UI should offer program options designed to
return workers to work more quickly, but not at the expense of its primary mission of income
support.

The discussion then focused on how reemployment services would be financed. Many

participants expressed the view that new reemployment initiatives should not be financed through
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experience-rated taxes. The most prevalent view was that any such initiatives should be financed
through general revenues or, possibly, through non-experience-rated payroll taxes.

One participant took strong exception to adopting this financing arrangement as a general
rule, arguing that the UI system already contains elements that promote reemployment. Thus,
possible new initiatives that simply entail restructuring how UI benefits _are paid to promote
reemployment further would be a legitimate use of experience-rated taxes. The participant further
suggested that other types of services be financed in the same Way that ES and JTPA programs are
financed.  Another participant suggested a different possible rule-of-thumb: that the effects of
pew services on reemployment should be cvaluatéd to determine whether they actually generate
trust-fund outlay reductions that outweigh the costs of the new services, and, if so, that this may
indicate a good use of trust-fund dollars.

A final financing-related concern discussed was that insufficient attention has been paid to
the employer perspective.  Specifically, regardless of whether new services are financed by
experience-rated taxes, varlous new services are likely to affect the tax burden on individual
employers.  Furthermore, since the services may affect various groups of unemployed workers

differently, they may affect the distribution of the tax burden across types of employers.

USING UI TO IDENTIFY INDIVIDUALS WHO NEED SERVICES

The Scr:n'mar paper argued that the UI system has a unique advantage in helping to identify
unemployed workers who could benefit from reemployment services, since most such workers apply
for Ul benefits. Participants did not take exception with this as a legitimate role of UI, but
pointed out the practical difficulties involved in identifying individuals who need reemployment
services the most. Participants cited problems in earlier studies with identifying those who were
likely to need services and convincing individuals that they could benefit from services. Previous
studies have found, for instance, that recently dislocated workers are slow to accept the fact that
their jobs are permanently lost, even in the face of a plant closing. There has been more success
in working with workers who have been unemployed for a long time (e.g., Ul exhaustees). A few
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participants suggested that it may be helpful to question former employers about the permanence of

their layoffs; other participants doubted that doing so would yield substantive information.

USING AN EXPERIMENTAL METHODOLOGY TO EVALUATE NEW POLICY OPTIONS

Several of the public participants commented that the application of experimental design was
essential in establishing the credibility of results.  However, it was also pointed out that
experimental evidence sometimes requires careful interpretation, so that the presentation of the
results should be reviewed carefully. Furthermore, since results can change over time, long-term as
well as short-term results must be considered. Finally, concern was expressed about two aspects of
implementing an experimental mcthodblogy. One is that the advantages of an experimental design
might be offset if those selected for either the treatment or control groups act differently than do
other claimants simply because they know that they are being observed (the "Hawthorne" effect).
The other is that the effects of the treatment can be exaggerated if members of the treatment

group gain at the expense of members of the control group (the "displacement" effect).

Two additional comments were made specifically about the UI demonstrations. First, the
demonstrations cannot be viewed as having a single purpose because they are actually following two
approaches: (1) providing assistance (e.g., training and job-search services) to workers who must
change jobs, and (2) countering UI disincentives and encouraging reemployment (e.g., through
reemployment bonuses).  Second, policy changes are likely to be made only in response to large

program effects.

REACTIONS TO NEW OPTIONS THAT ARE EXTENSIONS OF CURRENT POLICY DEVELOPMENTS
The Seminar paper divided new policy options into two groups: those that are generally
extensions of recent policy developments, and those that represent new directions. Discussion of
the extensions of recent policy focused particularly on issues associated with targeting and
experience-rating.  Several participants commented on the importance of targeting services toward

those groups that need them the most, but concluded that we do not know how to target very
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effectively.  Participants suggested that this topic be explored further in additional studies. The
new advance-notice law for plant closings might = provide an opportunity to identify some
permanently separated workers, and steps could be taken to tailor services to those workers. Some
discussion ensued about the implications of targeting--in payticular, concerns about the legal and
ethical issues of extreme forms of ‘targeting. * However, participants seemed to agree that targeting
did not necessarily imply withholding services from some unemployed —workers, but, instead,
encouraging those who are thought to exhibit the greatest need to avail themselves of services.

While most participants did not favor using experience-rated taxes to pay for new services,
many did agree that, independent of new services, the experience-rating method of financing the
trust fund does promote employment by discouraging some types of layoffs. Furthermore, increasing
the degree of experience-rating would probably be a further disincentive fo resort to layoffs.

Program enrichment and improved linkages were not discussed explicitly to a great degree.
The discussion that did take place suggested that enriched services, and possibly additional services,
were a good idea, and that improved linkages might be beneficial so that some entity other than UI
can provide the services. Relocation assistance was mentioned specifically at various points in the
discussion,  and was characterized alternatively as an expensive and unimportant policy option, as a
potentially promising option if it is coordinated by a specific employer or in conjunction with

actual jobs, and as a politically popular option for a least some unemployed workers.

REACTIONS TO NEW OPTIONS THAT REPRESENT NEW DIRECTIONS

The reaction to the different policy options characterized in the seminar paper as "mew
directions” was not uniform: participants expressed little opinion about short-time compensation,
tended to hold mixed views about the effectiveness of payments to workers to encourage earlier
reemployment, and generéﬂy believed that payments to employers to encourage employment would be
ineffective. The discussion on short-time compensation turned to a discussion of the limitations of
state partial payment rules, with no real conclusion. With respect to payments to workers, one
seminar participant asserted that all available evidence indicates that such payments do make a
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difference. = However, some participants indicated that they were somewhat skeptical about the
evidence, and no consensus emerged about pursuing such options. With respect to payments to
employers, one participant observed that all available evidence suggests that such payments do not
promote employment, and that they may generate substantial windfalls to employers who are hiring.
A consensus seemed to emerge among the participants that employer-payment options are not worth
pursuing,

A somewhat longer discussion ensued about the self-employment option. Several participants
asked for clarification of how the currently planned demonstrations would operate, and specifically
how the allowances would be financed. After some discussion, participants generally agreed that,
while some states feel that self-employment is a useful program option, it is unlikely to be an
important policy option in the sense that it is likely to affect only a small proportion of the
unemployed. The view was expressed that a disproportionate share of demonstration resources are

being devoted to this option vis-a-vis its likely value as a remedy to the problem of unemployment.

OTHER APPROACHES FOR MITIGATING THE UNEMPLOYMENT PROBLEM

The seminar concluded with a discussion of other approaches for mitigating the
unemployment problem that participants wished to see on the research agenda. Two options were
suggested for possible future research. The first is job creation through economic development.
One participant stated that this approach should not constitute public service employment, and that
it differs from the type of development that is likely to occur through self-employment assistance.
Instead, the approach would entail a major effort by employment and training and economic
development agencies to create private-sector wage-earning opportunities.

The second option that was discussed is a work-test demonstration to determine which types
of work tests best promote reemployment. Statc§ currently differ considerably in how they define
the  work test, and local application often differs from regulations.  Participants generally
supported research in this area, although several of such participants expressed the view that the
work test, at least as it is currently implemented in many states, is too inflexible.
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Formulas, Arizona Department of Economic Security
and Arizona State University.

1981

UI Research Exchange. Information on unemployment
insurance research. First issue: 1981.
Unemployment Insurance Service.

NTIS PB83-152587. Price: $19.00
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Jerry Kingston, Paul Burgess, Robert St. Louis and
Joseph Sloane, Can Benefit Adequacy Be Predicted
on the Basis of UI Claims and CWBH Data? Arizona
Department of Economic Security and Arizona State
University.

NTIS PB83-140566. Price: $8.50

Paul Burgess, Jerry Kingston, Robert St. Louis and
Joseph Sloane, Changes in Spending Patterns Follow-
ing Unemployment, Arizona Department of Economic
Security and Arizona State University.

NTIS PB83-148833. Price: $8.50

UI Research Exchange. Information on unemployment
insurance research. Second issue: 1981,
Unemployment Insurance Service.

NTIS PB83-148429. Price: $14.50

1983

Walter Corson and Walter Nicholson, An Analysis of
Ul Recipients' Unemployment Spells, Mathematica
Policy Research.

NTIS PB84-151463. Price: $14.50

Lois Blanchard and Walter Corson, A Guide to the

Analysis of UI Recipients' Unemployment Spells Using

a Supplemented CWBH Data Set, Mathematica Policy
Research.
NTIS PB84-151471. Price: $16.00

Ronald L. Oaxaca and Carol A. Taylor, The Effects
of Aggregate Unemployment Insurance Benefits in the

U.S. on the Operation of a Local Economy, University

of Arizona.
NTIS PB84-150317. Price: $10.00

Ul Research Exchange. Information on unemployment
insurance research. 1983 issue. Unemployment
Insurance Service.

NTIS PB84-150325. Price: $14.50

1984
UI Research Exchange. Information on unemployment
insurance research. 1984 issue. Unemployment
Insurance Service.
NTIS PB85-180370. Price: $17.50
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Stephen Wandner, John Robinson and Helen Manheimer.
Unemployment Insurance Schemes in Developing
Countries, Unemployment Insurance Service.

NTIS PB85-185098/AS. Price: $11.50

1985

Walter Corson and Walter Nicholson, An Analysis of
the 1981-82 Changes in the Extended Benefit Progqram,
Mathematica Policy Research. -
NTIS PB85-176287/AS. Price: $13.00

Walter Corson, David Long and Walter Nicholson,
Evaluation of the Charleston Claimant Placement and

Work Test Demonstration, Mathematica Policy Research.

NTIS PB85-152965. Price: $14.50

Walter Corson, Alan Hershey, Stuart Kerachsky,
Paul Rynders and John Wichita, Application of
the Unemployment Insurance System Work Test and

Nonmonetary Eligibility Standards, Mathematica Policy

Research.
NTIS PB85-169910/AS. Price: $17.50

Robert Moffitt, The Effect of the Duration of
Unemployment Benefits on Work Incentives: An
Analysis of Four Data Sets, Mathematica Policy
Research.

NTIS PB85-170546. Price: $14.50

Helen Manheimer and Evangeline Cooper, Beginning
the Unemployment Insurance Program--An Oral History,
Unemployment Insurance Service.

NTIS PB87-117370/AS. Price: $16.95

1986

Helen Manheimer, John Robinson, Norman Harvey,
William Sheehan and Burman Skrable, Alternative
Uses of Unemployment Insurance, Unemployment
Insurance Service.

NTIS PB87-118402/AS. Price: $16.95

Norman Harvey, Unemployment Insurance Bibliography,
Unemployment Insurance Service.
NTIS PB87-118410/AS. Price: .$21.95
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Walter Corson, Jean Grossman and Walter Nicholson,
An Evaluation of the Federal Supplemental
Compensation Program, Mathematica Policy Research.
NTIS PB86-163144. Price: $16.95

Stuart Kerachsky, Walter Nicholson and Alan Hershey,
An Evaluation of Short-Time Compensation Programs,
Mathematica Policy Research. -

NTIS PB86-167616. Price: $22.95

James M. Rosbrow, Fifty Years of Unemployment
Insurance--A Legislative History: 1935-1985,
Unemployment Insurance Service.

NTIS PB87-179834/AS. Price: $18.95

Stephen A. Wandner, (editor) Measuring Structural
Unemployment, Unemployment Insurance Service.
NTIS PB87-209433/AS. Price: $18.95

1987

Burt Barnow and Wayne Vroman, An Analysis of UI
Trust Fund Adequacy, Unemployment Insurance Service.
(Will be available from NTIS)

Esther Johnson, Short-Time Compensation: A Handbook

Basic Source Material, Unemployment Insurance Service

PB88-163589 Price: $19.95
1988

Walter Corson, Stuart Kerachsky and Ellen Eliason
Kisker, Work Search Among Unemployment Insurance
Claimants: An Investigation of Some Effects of
State Rules and Enforcement. Mathematica Policy
Research.

Available soon at NTIS

UI Research Exchange. Information on unemployment
insurance research. 1988 issue. Unemployment
Insurance Service.

Available soon at NTIS

Walter Corson and Walter Nicholson, An Examination
of Declining Ul Claims During the 1980s.
Mathematica Policy Research.

Available soon at NTIS

Phillip Richardson, Albert Irion, Arlen Rosenthal
and Harold Kuptzin, Referral of Long-Term
Unemployment Insurance (UI) Claimants to
Reemployment Services. Macro Systems and
Mathematica Policy Research.

Available soon at NTIS
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1989

Walter Corson, Walter Nicholson and Stuart
Kerachsky, The Secretary's Seminars on

.Unemployment Insurance. Mathematica Policy
Research.

Available soon at NTIS

%*U.S. Government Printing Office : 1989 - 620-354/00902
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