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DIVIDED WE FALL

Deserving workers slip through America’s patchwork
unemployment insurance system

by Jeffrey B. Wenger

The U.S. unemployment insurance system needs an overhaul. Since 1935, unemployment insurance (Ul)
has operated as the primary safety net for workers who lose their jobs through no fault of their own. But
changes in work organization, increases in the number of women in the workplace, and growing concern
for work/family balance have not been matched by changes in the way workers qualify for Ul benefits.
Over time the system has become less effective, with fewer than half of the nation’ s unemployed even
applying for benefits.

Part of the problem stems from the fact that each state establishesits own rules governing Ul
policy, generosity, digibility, and revenue. Consequently, there is great variation between the 51 different
Ul systems that exist throughout the country. While the development of these state-level programsis
overseen by the federal government, awide range of practices—some much better than others—have
evolved over the years.

In this analysis we focus on baoth the policy changes that have occurred throughout the 1990s and
the state-to-state differencesin Ul policy (details by state are presented in the appendix). Specia attention
is given to those factors that are likely to affect low-wage workers, part-time workers, and workers with
interrupted or limited labor market experience. For the 1990-2000 period, we andyze changes in digibil-
ity requirements, benefit amounts, and the percentage of unemployed workers applying for benefits,
referred to as insured unemployment.

Our genera findings are that:

. Variations in the state-level rules and policies governing the Ul system lead to inequitable tregt-
ment of workers from one state to the next, despite similar work and earnings histories.

. Eligibility for Ul benefits is often too stringent for the lowest-income workers, many of whom
fall to qualify for benefits at al. States with Ul digibility based on earnings (rather than hours)
are unfair to low-income workers.



. Benefit amounts, especially for low-income workers, are below the poverty level in many states.
Policy makers should raise the benefit amounts for workers at the bottom of the earnings distribu-
tion by raising the percentage of their wages replaced by the Ul system.

. The percentage of unemployed workers who apply for and receive Ul benefits continued to
decline over the 1990s, largely as aresult of lower benefits.

. Raising the minimum wage hel ps workers qualify for benefits and raises their Ul benefit
amounts. Increasesin the minimum wage are associated with higher Ul take-up rates. In fact, a
$1 increase in the minimum wage raises the percentage of workers filing unemployment insurance
cdamsby 1.9%.

We dso find that, while most states made it easier to quaify for benefits and increased their benefit
maximums, a smaler percentage of unemployed workers gpplied for and received those benefits. This
contradiction is explained, in part, by the reduction in union employment and the migration of manufactur-
ing from high-benefit states to low-benefit states. Lower levels of unionization raise the likelihood of
workers being unaware of their benefits, and manufacturing’s migration to states with less generous Ul
systems makes applying for benefits less remunerative.

State-to-state variation
A comparison of Ul programs by state clearly illustrates their differences.! Perhaps the most telling
variation is each state's maximum allowable benefit level. Table 1 lists the five states with the lowest and
highest maximum allowable benefits.

The difference in maximum weekly benefits between Massachusetts and Alabamais striking. But
other factors play an important role, too, such as the disparities between digibility requirements from
state to state. All benefits are based on a worker’s employment during the base period, which is usually

Table 1: States with lowest and highest weekly benefit levels (2000)

Lowest paying Weekly benefit (max.) Highest paying Weekly benefit (max.)
Alabama........ccceeeeeeeieeeeeeeeiens $190 MaSSACNUSELLS .......covvvrereeririrereresienns $477
MiSSISSIPPI c.veveeererereieeereeeesreres e $190 Washington ..........ccceeeeeeieveeeeerenne. $441
ATZONA ..ot $205 Pennsylvania.........cccocvvvvnnnnnnene $430
South Dakota .......cceeeereeererirereneennn. $224 NEW JErSEY ...overeeeeirererseeereseneeeenenenns $429
California.....coceeeeeeeeeeeeennas $230 NEW YOrK .o $405

Source: Author’ sanalysisof Bureau of Labor Statisticsand Employment and Training Administration data.

the first four of the last five completed quarters. To qualify for maximum benefits in Alabama, a worker
had to earn atotal of $9,120 in the base period, with $4,560 earned in a single quarter during that period.
Additionaly, the worker had to meet other requirements, including being employed in a covered industry,
not being self-employed, and not having been fired for cause or have quit. In Massachusetts, on the other
hand, to qualify for the maximum benefits, the worker must meet a minimum earnings requirement of
$12,402 in one quarter and $14,310 in the total base period; meeting these criteria will qualify the worker



to receive the maximum benefit base of $477. Massachusetts also has a provision for dependents (called a
dependents allowance), which pays an additional $25 per week per child under the age of 18 up to a
maximum of $215 per week.

Vroman's (1991) research into the complexity of the unemployment insurance systems reveas
that many workers find the system too daunting. The most common reason for not applying for Ul
benefits is that workers do not think they are digible—nearly 53% of al non-applicants believed they
were not digible for benefits (Vroman 1991, 25). A very small 5.3% of non-gpplicants cited either “too
much hasdée’ and “too much like charity” as the main reasons for not applying.

Few researchers use the differences in state-level Ul policy to analyze changesin insured unem-
ployment, perhaps because quantifying the differences between the states' programs is so painstaking.
Blank and Card (1991) and Baldwin and McHugh (1992), though, are two notable exceptions. Atkinson
and Micklewright (1991) do a good job at pointing out many of the shortcomings in previous research on
unemployment insurance, noting that researchers regularly make assumptions about the provision of
unemployment insurance that they know to be false. For example, many researchers create analytical
models which wrongly assume that benefits are paid regardless of the reason for unemployment. Other
anadysts assume that benefits are available for the full unemployment spell, without a waiting period.
Some research does not consider that a job search is a requirement to receive benefits. Confusion about
the duration and calculation of benefits abounds. Finaly, most analysts assume that, if benefits were not
received, then this played no part in decisons about employment or unemployment. In other words, only
those who receive benefits are thought to be influenced by the provision of benefits. In every instance
these assumptions are likely to be incorrect and, in most cases, provide anaysts with spurious results and
policy makers with distorted conclusions from which to work.

Taken in toto these assumptions draw an inaccurate portrait of the U.S. unemployment system. In
the United States, benefits are not paid to those who quit or are fired with cause. Benefits are paid only
after awaiting period (usually one to two weeks). Eligibility requires evidence of a current job search,
and refusal of ajob offer often results in ending benefit payments. Workers must have made minimal
contributions to the unemployment insurance system. Benefits are paid on a diding scale based on total
earnings and are limited to a maximum of 26 weeks in most states. Because of the myriad variations
between states in these areas, research that makes generalized assumptions about unemployment insur-
ance may easily result in inappropriate policy prescriptions.

To circumvent the types of problems described by Atkinson and Micklewright (1991), we take
into consideration the specifics of each state’s program, providing a more complete picture of the labor
market effects of unemployment insurance.

The purpose of eligibility requirements

Unemployment insurance dligibility is built around a single premise: labor force attachment. Both mon-
etary and non-monetary eigibility requirements focus on the worker’ s attachment to the labor force. If the
worker is“casualy” attached to the labor force, then he or sheis likely to be denied benefits. Casual
attachment is determined by severa factors, including minimum earnings requirements (either in a base
year or in aparticular quarter) and continuous employment over several consecutive quarters. Addition-
aly there are non-monetary eligibility requirements that further restrict an employee’s ability to collect Ul
compensation. The three most common reasons for indigibility are: the worker is unemployed as a result
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of alabor dispute (strike, walkout, etc.); the worker left the job without “good cause”; or the worker was
discharged due to “misconduct.”

Although it has been argued that the complexity of the states' current Ul systems are the result of
ingtitutiona or historic legacies, the digibility rules nevertheless serve an important purpose: to separate
the “deserving” from the “undeserving.”

Those seen as deserving Ul benefits are thought to be those who have “paid” for them. That is,
once significant contributions to the Ul system have been made, the worker is digible for benefits. In
most states, the basic digibility rules have the following components. workers must be employed for a
prescribed number of weeks during the year; they must earn a prescribed amount; they must have sepa-
rated from employment through no fault of their own; and they must be actively looking for work rather
than leaving the labor force. These combined factors are thought to measure aworker’ s labor force
attachment.

Unfortunately, many of these digibility requirements bias Ul policy against low-income workers,
women, and contingent laborers. Workers must earn both the minimum earnings in the base year and the
minimum in the peak quarter, criteria often difficult for low-income workers to meet. For example, full-
time, full-year workers earning the minimum wage ($5.15) in 2000 would qudify for Ul in al 50 states
and D.C., but half-time, half-year workers with the same hourly wage would fail to qudify in eight
states.? Additiondly, employees who quit work due to employer-initiated schedule changes are indigible
for Ul in 13 states; depending on the circumstances, they may be indligible in another 25 states. For
women, these unanticipated changes in schedule can be especially problematic if they are the ones
primarily responsible for child care. Workers exclusively pursuing part-time work are deemed ineligible
for Ul in at least 30 States, since they are considered “ unavailable’ for full-time work. * Fndly, tempo-
rary workers are considered ingligible in 20 states if they refuse subsequent assignments.

As previoudy discussed, workers who are strongly attached to the labor force are likely to be
digible for unemployment insurance. Early framers of Ul law believed that workers with a strong labor
force attachment would re-enter the labor force with aminima delay, and so they wrote eigibility rules to
favor these workers. And athough research has consistently found that Ul benefits prolong spells of
unemployment (Stigler 1962; McCall 1970; Mortenson 1970), they do so only by a smal amount. Moffitt
and Nicholson (1982) find that an increase in the benefit replacement rate of 10 percentage points (e.g.,
replacing 50% of lost income instead of 40%) would result in only one additional week of job search.
Some researchers question even this finding (Atkinson et d. 1984; Atkinson and Micklewright 1985).
Finaly, more recent research by Acemoglu and Shimer (1999) finds that a “decrease in the generosity of
Ul from its current level would not only decrease welfare but aso reduce the level of output.” Conse-
quently, the negative impact of Ul benefits is small and questionable, especialy when considering their
importance as asocial safety net for workers.

Apart from providing necessary income support during a time of hardship, another benefit of
unemployment insurance is that it may actualy improve the quality of an unemployed worker’s job
search. To the extent that unemployment insurance subsidizes a job search, it may influence the quality of
the job match. Hence, improvements in unemployment insurance availability and benefits levels may
result in better employer/employee matches and thereby reduce subsequent employment turnover and
spells of insured unemployment.



And as the number of workers in contingent work arrangements grows, unemployment insurance
is the best policy available to cover the increasing flow of workers into and out of these jobs. The system
is aready in place, has successfully provided a safety net for other displaced workers, and requires
potentially minor changes to make it more amenable to aternative work forms or contingent work. Other
researchers have proposed more dramatic policy changes' that are not likely to be enacted given their
sheer scope and magnitude. The more modest proposals presented in this report address Blank’ s (1998)
concern that “the unavailability of unemployment insurance to self-employed contractors and to many
part-time or temporary workers who work limited hours or switch jobs frequently may exacerbate the
economic uncertainty associated with contingent work.” Regardless of the employment rel ationship—Ilow
income, temporary, part time—all workers should be equally protected by employment policies such as
Ul.

Variations in Ul eligibility requirements

Base periods. Determining digibility for a recently laid-off worker begins with an examination of
previous employment. In most states, only the most recent labor market experience is counted in making
this determination. The period used to determine dligibility is often referred to as the base period. Most
states have a base period that is the first four of five completed calendar quarters. In these states only
wages and hours accrued in the first four out of five completed quarters are counted toward digibility.
This means that the most recently completed quarter is not counted nor is any portion of the current
quarter. For a worker who filed an unemployment claim on April 1, 2001, the base period would be
January 1 through December 31, 2000. Wages earned and hours worked between January 1 and March
31, 2001 would not be used to determine digibility. The worst case occurs when a worker is unemployed
aweek before the end of a quarter. In this case 25 weeks worth of earnings would be disregarded for the
purposes of digibility.® For workers living in states that use a “standard” base period, between 13 and 25
weeks worth of earnings are not counted toward eligibility. As of 2000, 39 states use this base period
system.

Calculating the base period in this way clearly hurts workers who have limited or interrupted
work histories. Additionally, low-wage workers who may need al of their earnings to qualify are more
likely to be indligible for benefits. Twelve states recognize that this system pendizes workers with low
earnings and have adopted alternate base periods. In these states? if aworker failsto quaify for unem-
ployment insurance benefits using the standard base period then an alternate base period is used. In the
aternate base period, the last four completed calendar quarters are used to determine monetary eigibility,
not the first four of five completed quarters. This effectively reduces the number of weeks of earnings that
is excluded. Under an dternate base period, a minimum of zero weeks to a maximum of 11 weeks are not
counted toward digibility.

Earnings requirements. To qualify for unemployment insurance benefits, workers must have earned a
minimum dollar amount during their Sate’s base period (this is true in 49 states). Additionaly many
states have quarterly earnings requirements. From 1990 to 2000, 10 states and the Digtrict of Columbia
raised their inflation-adjusted minimum earnings requirements.” By raisng their minimum real earnings
requirements, these states made it harder for low-wage workers to qualify for Ul benefits.
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To further understand the effects of these earnings requirements, we compare changes in median
wages to changes in earnings requirements for each state® over the course of two time periods, 1990-95
and 1995-2000. In the first half of the 1990s, median real wage growth across the states was negative,
while the latter half of the decade saw real wages rise (see Mishel et a. 2000 for a discussion of median
wage trends). If we examine median wage changes by state® we see that median wages fell by 2.2% from
1990 to 1995. Fortunately for many workers, Ul earnings requirements declined by 8.8%. Thus, the
median earner in many states had an easier time qualifying for Ul benefits in the last half of the 1990s.

There were, however, nine states that actually raised their minimum earnings requirements faster
than median wages increased in the early 1990s. These states’ percentage changes, Ul earnings require-
ments, and median wages arelisted in Table 2.

Since median wages are indicative of the wage distribution,® many workers likely had increased
difficulty qualifying for Ul benefits in these states. Particularly daunting were the changes in Massachu-
setts, Ohio, and Maine, where earnings requirements increased considerably during a time when median
wages werefaling.

The period from 1995 to 2000 tells a somewhat different story. During this time state median
wages increased by 7.3% while Ul earnings requirements declined by 1.0%. Although thisis likely to
make Ul dligibility easier in most states, six states raised their earnings eligibility requirements faster than
the median wage during the last half of the 1990s. Interestingly, none of the states that raised their earn-
ings requirements faster than median wage growth in the 1990-95 period did so again in the 1995-2000

period.

Table 2: Changes in earnings requirements and median wages

Change in earnings Change in median

State requirements wages
1990-1995

Digtrict of Columbia 85.80% 1.30%
Massachusetts 42.90 -3.00
Ohio 33.00 -6.00
Maine 16.80 -9.00
lowa 3.20 -5.00
Utah 2.90 -4.50
New Mexico 2.70 1.30
Kansas 1.40 -6.40
Wyoming -2.80 -6.80
1995-2000

Florida 87.10% 6.10%
Colorado 56.30 13.00
Alabama 47.20 12.20
Michigan 27.50 5.50
Georgia 21.20 5.90
Nebraska 18.00 5.10

Source: Author’s analysis of state Ul data, median wages from CPS-ORG.




In addition to base period requirements, ancther significant digibility factor involves a worker’'s
quarterly earnings. Most states (33 states in 2000) have quarterly earnings criteria that require workers to
earn a state-determined minimum amount in at least one quarter of the base period. For example, Florida
requires total earnings of $3,400 in the base period to qudify for minimum Ul benefits, with earnings of at
least $2,266 in one of those quarters. In other words, a worker who qualifies for minimum benefits must
earn two-thirds of his or her minimum required earnings in a single quarter. This requirement is typicaly
known as the “high-quarter” earnings requirement.

Our andysis indicates that, in the 1990-95 period, five states raised their high-quarter earnings
requirements faster than their median wage grew. From 1995 to 2000, this occurred in three states.
Overdl, while the high-quarter requirements present a more difficult digibility hurdle, fewer states raised
high-quarter requirements (than total earnings requirements) relative to earnings in the 1990s. Neverthe-
less, seven states* and the Digtrict of Columbia had real quarterly earnings requirements that were higher
in 2000 than in 1990.

Weeks and hours. While most states have minimum earnings requirements, afew states require that an
individual work a specified number of weeks. Typicdly, only those weeks in which a minimum weekly
earnings threshold is exceeded are counted as weeks worked. This system has the same intrinsic
inequities as state systems that use earnings as requirements for eligibility—workers who earn less per
hour must work more in order to qualify for benefits. Over time, the number of states with this
requirement has declined. In 1990, nine states had minimum weeks requirements; by 2000 that number
had declined to three. In essence, these weeks requirements are really earnings requirements that double
as distribution requirements. For example, a worker must work 20 weeks to qualify for Ul in New Jersey
in 2000, but only those weeks in which aworker earned 20% of the state's average weekly wage are
counted toward fulfilling this requirement.

The only state that does not explicitly tie Ul digibility to prior earnings is Washington. In Wash-
ington, workers qudify for Ul once they work 680 hours in the base period. Washington aso has an
aternate base period, alowing the worker to count hours of work in the current calendar quarter. While
Washington does not tie earnings to digibility requirements, the de facto earnings requirement is 680
hours at the minimum wage. With Washington state’' s minimum wage currently at $6.50, to qudify for Ul
most workers'? must have a minimum earnings of $4,420. This is $2,020 more than Florida, the next
highest state. While Washington's eligibility requirements are smple and easy to understand, the de facto
earnings requirements are the highest in the country.

Minimum wages and eligibility. Thereis adirect link between minimum wages and Ul digibility:
increases in statutory minimum wages reduce the number of states where these workers are indligible to
receive Ul benefits.

In 1989 the federal minimum wage was $3.35 (unadjusted for inflation). On four separate occa
sions in the 1990s the federa government increased the minimum wage until it reached $5.15 by 1997.
Furthermore, throughout the 1990s, many states raised their minimum wage above the federally mandated
minimum. By 2000, 10 states (including the District of Columbia) had minimum wages above the federa
reguirement.



In our state-level anaysis we consider each state’ s statutory minimum wage in determining Ul
digibility (Table 3). In each case we examine the digibility status of workers employed for 26 weeks at
20 hours per week during the base period.

In 1990, minimum wage workers working half-time for half the year failed to meet the monetary
eigibility requirements in 16 states. The minimum wage increase of 1991 meant that in Six more states,
these low-wage workers qualified for Ul benefits. Other minimum wage increases had similar effects. For
example, had the minimum wage not been raised in 1996, the number of states in which these low-wage
workers were ingligible to collect Ul would have increased from 10 to 13. Smilarly, the minimum wage
increase late in 1997 reduced the number of states determining ingligibility for low-wage workers from
10 to eight in 1998.

Further evidence of the minimum wage's effect on digibility can be found by examining time
periods when the minimum wage was not increased. From 1991 through 1996 there were no federally
mandated increases in the minimum wage. During this period the number of states denying benefits to
half-year, half-time minimum wage workers gradually increased. In 1991, 10 states had systems that
denied these workers Ul benefits. Over the next five years, the number of states increased to 15 before

Table 3: Ul ineligibility for half-time, half-year minimum wage workers

Federal Number of states
minimum wher e worker
Year wage is ineligible States
1990 $3.80 16 Ariz., Idaho, Ind., La,, Mich., Mo., N.H., N.J., N.C,, N.D., Okla,,
Va, Wash,, W.Va, Wis.
1991 $4.25 10 Idaho, Ind., Minn., Mont., N.H., N.C., N.D., Okla, Vt., Wash.
1992 $4.25 12 Idaho, Ind., Maine, Mont., NH, NC, N.D., Okla., Vt., Va., Wash., Wis.
1993 $4.25 15 D.C., Idaho, Ind., Mich., Maine, Mont., N.H., N.C., N.D., Okla., Utah,
Vt., Va., Wash., Wisc.
1994 $4.25 12 Idaho, Ind., Maine, N.H., N.C, N.D, Ohio, Okla, Vt., Va, Wash., Wis.
1995 $4.25 10 Idaho, Ind., Maine, N.H., N.C., N.D., Ohio, Va., Wash., Wis.
1996 $4.75 10 Fla, Ind., Maine, N.H., N.C., N.D., Ohio, Va,, Wash., Wis.
1997 $5.15 10 Fla., Ind., Maine, N.H., N.C., N.D., Ohio, Va, Wash., Wis.
1998 $5.15 8 Fla, Ind., Maine, N.H., N.C., N.D., Va,, Wash.
1999 $5.15 8 Fla, Ind., Maing, N.H., N.C., N.D., Va,, Wash.
2000 $5.15 8 Fla, Ind., Maine, Mich., N.H., N.Y., N.D., Wash.

Source: Author’ sanalysisof Bureau of Labor Statistics and Employment and Training Administration data.

dowly dropping back down to 10 again, leaving haf-time minimum wage workers no more digible for
Ul benefits than in 1991. This trend suggests that states may respond to increases in the minimum wage
by raising their Ul earnings requirements.

It is worth noting that the estimates of eigibility in Table 3 may be overly generous. We assume
that al of the previous earnings are “counted” when determining eligibility. In most states this is not the
case; these states disallow a portion of aworker’s most current earnings. For example, in 2000, 40 states
have base periods that disallow as much as three months of recent earnings. This implies that a recent
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labor market entrant who worked 20 weeks prior to being laid-off would have 13 weeks of work not used
in caculating benefits. At current minimum wage levels, even a full-time worker would fail to quaify for
benefits under these circumstancesin 19 states.

Eligibility and TANF recipients. Recent research indicates that previous welfare recipients are among
those mogt likely to be affected by the minimum wage policies and aternative base periods in
determining Ul digibility (Holzer 2000; Um'rani & Lovell 2000; Gustafson & Levine 1998). Many
previous welfare recipients have a limited work history, making Ul digibility difficult to achieve. Even
for those who work consistently the base periods adopted by many states make qualifying for Ul difficult.
In many cases these base periods disalow current earnings, penalizing workers whose employment
history is recent, limited, or sporadic. Recipients of TANF (Temporary Assistance for Needy Families)
benefits are very likely to fal into this category. Analysis of the 1993-96 Survey of Income and Program
Participation (SIPP) indicates that about 5% of previous welfare recipients report receiving Ul benefits.
Most AFDC (Aid to Families With Dependent Children) recipients report receiving Ul benefits before
going on welfare. For those workers who received both welfare and Ul, more than two-thirds report
receiving Ul prior to receiving AFDC. It is possible that these workers exhausted their unemployment
insurance benefits and were then forced to apply for welfare. By contrast, only one-third of welfare
recipients who received both Ul and welfare report receiving unemployment benefits after receiving
welfare. It is difficult to make any generalizations from such small percentages, but nevertheless, these
findings suggest that qualifying for Ul benefits after a spell of welfare receipt is considerably more
difficult than getting Ul benefits beforehand.

Recent andysis by Vroman (1998) concludes that no more than 20% of unemployed welfare
recipients would be dligible for Ul in arecession. This shareis far below the national average of 37.4% of
the unemployed applying for Ul benefits. Additionaly, we can find no evidence that states have made an
effort to reform their Ul systems in light of the new work requirements set out by the Personal Responsi-
bility Work Opportunity Reconciliation Act in 1996. Between 1996 and 1997, 11 dtates increased their
minimum earnings reguirements necessary to qualify for Ul, raising them, on average, by nearly 14%.
Some states, such as Alabama, more than doubled the minimum earnings requirements necessary to
qualify for Ul benefits between 1996 and 1997. These increases creste significant barriers to eigibility
for previous welfare recipients.

Unemployment insurance benefits

Benefit levels. Once digible for benefits, the next concern is the adequacy of the benefit amount.
Typicaly thisis measured in terms of wage replacement. Previous research on Ul generosity typically
examines the ratio of previous wages to Ul benefits, which Vroman (1980) indicates is sensitive to the
business cycle. During periods of economic recession, the pool of unemployed workers contains more
high-wage workers than during times of economic expansion. As a consequence, wage replacement ratios
are driven down during times of recession. Rather than examine individual wage replacement ratios, we
first examine the real value of unemployment insurance benefits. We then examine the relationship

between median wage growth in the state and maximum benefit amounts.
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In 12 dtates, real maximum benefit amounts were lower in 2000 than in 1990.1* On average,
maximum benefits amounts in these states fell by $23.40 per week, or by 8%. In D.C. and Cdifornia, rea
maximum alowable benefits fell by $46.68 and $77.03, respectively.

Overall, 39 states raised their real maximum weekly benefit from 1990 to 2000. In these states the
average maximum benefit increased by 15%. L eading the way were Indiana, Washington, and Massachu-
setts, which increased their maximum alowable benefits by $161.52, $116.89, and $105.46, respectively.
Thus, most state Ul systems in the 1990s were generous to middle-income workers. In fact, the median-
wage worker employed full time was below the 50% wage replacement rate in only six states. This means
that, in most states, workers earning the median wage had not yet reached the maximum benefit cap.

Analyzing maximum benefit anounts is a straightforward process. As benefits increase, fewer
workers run into the cap set by the maximum alowable benefit. Minimum benefit amounts, though, are
not as easy to analyze. Minimum benefits reflect two aspects of each state’s Ul system: dligibility and
generosity. For many states the minimum benefit amount is based on the minimum earnings requirement.
This means that ease of digibility is related to lower benefits. So although the benefits may be easier to
oet, unfortunately these low minimum benefits provide inadequate temporary income during unemploy-
ment. From 1990 to 2000, 32 states lowered their minimum benefit amounts. While this may sound
problematic, it may, in fact, benefit low-income workers. Lower minimum benefit amounts usudly imply
easier digibility. Since the minimum benefit amount is caculated from the minimum earnings require-
ments, lower weekly benefit minimums imply reduced barriers to digibility. (Weekly benefit amounts for
minimum and median wage workers in each state can be found in Appendix Table 3.)

Benefit generosity and ease of digibility. Asmentioned above, determining state generosity is a difficult
task. Some states may have relatively high maximum benefit levels but make it difficult for workers to
satisfy earnings requirements. Other states have relatively low earnings requirements, making it easy for
an unemployed worker to qualify, but provide inadequate benefit levels. Ultimately, if a Sate has high
benefits but difficult digibility requirements, then the generosity of that state’s Ul programs is mitigated.
Conversdly, states with lower digibility requirements may be less generous. To begin to untangle this
relaionship, we andyze the minimum earnings requirements for digibility and the maximum weekly
benefits in the 1990s.

A nationwide andysis of the relationship between benefit levels and ease of digibility in the U.S.
indicates that there are small negative correlations between these two measures. Thisimplies that states
with lower earnings requirements tend to have higher maximum benefit levels. But such nationd anadysis
masks strong regiona differences. In generd, the negative relationship that we saw nationaly was driven
by large negative correlations in New England, the East North Central region, and the Pacific region (see
Tabled).

Most of the other regiona correlations are small and positive (with the exception of the Mountain
region), indicating that states with lower digibility requirements aso have lower benefit levels, and vise
versa. It islikdy that the Middle Atlantic states have positive correlations due to generous benefits being
associated with higher earnings thresholds, while the East South Central region is more likely to have
lower minimum thresholds associated with lower maximum payments. A full-fledged multivariate analy-
sisis necessary to determine which factors are driving these differences.
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Table 4: Correlation between state-level minimum earnings requirements and
maximum weekly benefits, 1990-2000

Censusregion

New England (Conn., Maine, Mass., N.H., R.I., Vt.) -0.5874*
Middle Atlantic (N.J., N.Y ., Pa) 0.1403
East North Central (lIl., Ind., Mich., Ohio, Wis.) -0.5827*
West North Centra (lowa, Kan., Minn., Mo., Neb., N.D., S.D.) 0.1751
South Atlantic (D.C., Fla,, Ga, Md., N.C,, SC., Va, W.Va) 0.0878
East South Central (Ala, Ky., Miss,, Tenn.) 0.2002
West South Central (Ariz., La, Okla., Texas) 0.0731
Mountain (Ariz., Colo., Idaho, Montana, N.V., N.M., Utah, Wyo.) -0.0370
Pecific (Ark., Calif., Hawaii, Ore.) -0.7511*

* Indicates significance at the 1% level.
Note: Washington and Delaware are omitted since they do not have earnings requirements.
Source: Author's analysis of BLS and Employment and Training Administration data.

Declines in insured unemployment

In the 1980s, the unemployment system received considerable attention from academic and government
researchers. In 1980, insured unemployment was 50%, but by the end of the 1980s, insured unemploy-
ment had fallen to 33% (see Figure A). Research by Burtless and Saks (1984), Vroman (1991), and
Badwin and McHugh (1992) suggests that a substantial portion of the decline was driven by policy
changes. In particular, Baldwin and McHugh find that policy changes account for 55% of the decline in
Ul recipiency. By contrast, Blank and Card (1991) find that Ul policy changes had little effect on Ul
recipiency, and that population shifts from historically generous states to less-generous states had driven
the nationa decline. By 1992, insured unemployment rates were on the upswing again, surpassing the
1980 level, only to drop again by another 16% by 1995. This trend raises an important question about the
cyclical nature of the Ul system.

These volatile national averages mask a considerable amount of state-to-state variation in insured
unemployment as well. While the nationa average for insured unemployment was 38% in 2000, South
Dakota and Georgia had rates of 18% and 20%, respectively. By contrast, Rhode Island, Massachusetts,
and Alaska had insured unemployment above 62%.

Changes in national policy. One possible explanation for the volatility in insured unemployment rates is
changes in Ul policies at the nationa level. Most of the national policy changes occurred in the 1980s and
served to limit the value of benefits and raise the bar on digibility. In 1979, Ul benefits became partidly
taxed, and in 1986 al Ul benefits were subject to taxation. In 1982, the federal government also ceased
making zero-interest loans to states with insolvent Ul trust funds. This policy raised the costs of
borrowing and effectively forced the states to reduce spending on Ul.

But the 1990s saw the beginnings of Ul policy changes that were designed to strengthen the
program. Currently there is an effort underway to enact a Birth and Adoption Unemployment Compensa
tion policy that would enable parents to receive Ul benefits during a stint of unemployment that arises
from these events. Efforts also are being made to expand Ul to those workers employed fewer than 35
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hours per week. Workers who search for part-time jobs exclusively currently are not eigible for Ul
benefits in most states. According to the National Employment Law Project, nine state have statutes that
limit Ul eigibility for part-time workers, nine more states have agency rules or regulations limiting Ul
access for these workers, and another 19 states have conflicting rules limiting the Ul digibility for part-
time workers. The remaining 13 states have no statutory, agency, or regulatory policies regarding the Ul
eligibility of part-time workers. These results are similar to (although less encouraging than) the Genera
Accounting Office (2000) finding that 30 states limit Ul eigibility for part-time workers searching for
part-time work. While nearly 20% of the U.S. labor force hold part-time jobs, it is unlikely that these
workers have had much of an effect on changes in insured unemployment. Thisis largely due to the
stability of part-time employment during the 1990s. As the share of the labor force holding part-time
positions increases—as it has for severa years now—the share of insured unemployment will likely
decrease.

Another important and often overlooked nationa policy contributing to Ul digibility is the
minimum wage. As discussed earlier, increases in the federal and state minimum wages resulted in
increased digibility. Future increases in the minimum wage likely will have a smilar positive effect on
insured unemployment.

Figure A: Insured unemployment as a percentage of total unemployment
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Source: Author’s analysis of BLS and Employment and Training Administration data.
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Changesin state-level policies. Among the most important State policy changesin the 1990s are those in
minimum earnings requirements and aternate base periods. The minimum earnings requirements and
aternate base periods measure ease of digibility. If eigible for Ul, an unemployed worker must decide if
applying for benefits is worthwhile. This decision is influenced by the expected unemployment duration
and the value of Ul benefits. To better understand these relationships, we examine severa factors,
including exhaustion rates (i.e., the percentage of Ul recipients who exhaust benefits), maximum weekly
benefit levels, and the percentage of wages replaced by benefits.

State policies may aso influence insured unemployment in ways that go beyond statutes and
regulations. In particular, a state administration can choose the level of enforcement it wishes to pursue.
Enforcement varies considerably, and we suspect that enforcement stringency is loosely tied to trust fund
solvency. States with larger trust funds (per worker) may be likely to have higher insured unemployment
rates. Of course, states with more stringent enforcement regimes may have larger trust funds. Since this
relationship is at best ambiguous and causdity is difficult to determine, we do not include any measure of
trust fund adequacy in the analysis.

Migration, manufacturing, and unionization. While manufacturing employment has been on the wane
nationally throughout the 1990s, 24 gtates actualy saw manufacturing employment increase from 1990 to
2000. These states were located predominately in the South, Midwest, and the West.** These shiftsin
manufacturing enable us to determine the extent to which employment shifts across the country have been
from states with more generous Ul systems to those with less generous systems.

As for unionization rates, the percent of workers who are members of a union has fallen consider-
ably since the 1950s. The 1990s were no different—between 1990 and 2000 unionization rates fell from
13.3% to 11.5 %. Unions typicdly provide important information to workers regarding their workplace
rights. Because union members are more likely to be more aware of these rights and benefits, it is likely
that states with higher unionization rates will have higher insured unemployment rates.

What drivesinsured unemployment level s? The results of our analysis!® shownin Table 5, lend support
to most of our guesses about the effects of national- and state-level policies and the changes in the
manufacturing sector and unionization rates. Particularly interesting is the effect of the minimum wage—
a $1 increase in the minimum wage results in a 1.6 to 1.9 percentage point increase in insured
unemployment. But state policies, on the whole, yidd substantively smdl and statistically insignificant
impacts on insured unemployment levels. An increase of $1,000 in minimum earnings requirement
reduced insured unemployment by only 0.18%-0.25%. The benefit replacement rate, however, has a
substantively important impact, as there is a strong positive relationship between the percentage of
weekly earnings replaced by Ul benefits and Ul uptake rates. A 1% increase in the benefit replacement
ratio yields a 0.69%-0.74% increase in insured unemployment. The percent of the state’s workforce that
is unionized aso had the expected impact—higher unionization rates result in a higher percentage of
unemployed workers filing for benefits.

Additiondly, two important demographic results are reveded by the regression analysis. As the
labor force became less white, the percentage of workers receiving Ul benefits declined. It is difficult to
explain why thisis the case, but the model clearly finds that, during the 1990s, states with alower per-
centage of white workers had fewer Ul recipients. Interestingly, a similar phenomena occurred for
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Table 5: Panel regression estimates of Ul recipiency

Variable name Transformation Period 1990-99 Period 1990-98
Insured unemployment/total unemployment Lagged /Differenced 0.1829468 0.1372717
(0.0623) (0.0675)
294 2.03
Percent unemployed Differenced (1) -3.974514 -3.912601
predetermined (0.6061) (0.7211)
-6.56 -5.43
Percent of unemployed exhausting benefits Differenced (1) -0.0393194 -0.1639875
predetermined (0.0732) (0.0952)
-0.54 -1.72
Minimum earnings reguirement (%) Differenced (1) -0.0001786 -0.0002537
(0.0005) (0.0005)
-0.37 -0.46
Maximum weekly benefit ($) Differenced (1) 0.0119131 0.0015816
(0.0190) (0.0217)
0.63 0.07
Alternate base period (1=yes) Differenced (1) -1.404659 -1.130304
(2.0821) (2.5940)
-0.67 -0.44
Percent employed in manufacturing Differenced (1) -0.0994294 -0.0854103
(0.5603) (0.4894)
-0.18 -0.17
Percent unionized Differenced (1) 0.4935541 0.4842071
(0.1920) (0.1988)
257 244
Minimum wage ($) Differenced (1) 1.565038 1.887039
(0.8237) (0.8847)
19 213
Recession (1990-1992 = 1) Differenced (1) 4.206981 4.425345
(0.6258) (0.5432)
6.72 8.15
Labor force participation rate Differenced (1) -0.5174819
(0.2510)
-2.06
Percent of labor force that are white Differenced (1) 05111756
(0.1584)
3.23
Percent of labor force that are women Differenced (1) -0.4783064
(0.2601)
-1.84
Percent working part time Differenced (1) 0.2632471 0.2865305
(0.1650) (0.1586)
16 181
State-specific median wage ($) Differenced (1) -0.5805745 -0.7674656
(0.6265) (0.6719)
-0.93 -1.14
Ratio of avg. Ul benefit to avg. wage Differenced (1) 0.6875053 0.7395671
(0.1840) (0.1774)
3.74 4.17
Constant -0.5047466 -0.4958408
(0.1883) (0.2274)
-2.68 -2.18

Note: Coefficients are in bold, standard errors are in parentheses, and t-scores are in italics.

Source: Author’ sanalysisof Bureau of Labor Statisticsand Employment and Training Administration data.
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women. During the 1990s, increases in the percentage of women in the labor force are related to de-
creased Ul recipiency. Combining these effects—a 1% decline in the share of the labor force that is white
and a 1% increase in the share that is female—resulted in a 1.0% decline in Ul recipiency.

Our andysis dso reveds two unexpected relationships (although neither is statisticaly signifi-
cant at the 10% level). First, manufacturing seems to have a negative effect on Ul recipiency rates. It is
likely that Blank and Card's (1991) mobility result explains this negative coefficient associated with
manufacturing in our results. As we mentioned before, this may be explained by the migration of manu-
facturing jobs to states with historically lower Ul application rates. The second unexpected relationship
was that between Ul uptake rates and the alternate base periods used to determine eigibility. Easing
eligibility for lower-income workers, especialy recent entrants and those with intermittent employment
histories, should increase the application rates for these types of workers. But the negative effect of
aternate base periods on insured unemployment is not statistically significant, indicating that the effect is
indeterminate.

The effects from the preferred specification (Table 5, column 2), are summarized in Table6.
These results indicate that there would be a 1.9 percentage point increase in the number of unemployed
workers claiming benefits if the minimum wage were increased by $1. Additionally, we are 95% certain
that this effect is at least 0.15%, and could be as large as 3.6%. Again, since minimum wage increases act
to both raise digibility and benefit levels, this effect does not seem inordinate. Similarly, the mean effect
of raising the benefit-to-wage ratio by 1% is to increase the percentage of unemployed workers claiming
Ul benefits by 0.74%. Again, we are 95% certain that the true effect lies between 0.39% and 1.1%.

Ul policy recommendations

Because so many components of a state’s Ul system are intertwined, it is extremely difficult to propose an
idea program. The recommendations that follow adhere to three basic tenants. fairness, smplicity, and
adequacy. Unfortunately, most states fail on these criteria. Most of the state Ul systems are unfair due to

Table 6: Effect of policy changes or structural shifts on unemployment insurance claims*

Effect on Ul claims
(95% confidence interval)

Variable Policy change Mean  Minimum Maximum
Minimum wage $1 increase 1.89% 0.15% 3.62%
Union employment 1% increase 0.48% 0.09% 0.87%
Ratio of avg. Ul benefit to avg. wage 1% increase 0.74% 0.39% 1.09%
Percent of labor force that are white 1% increase 0.51% 0.20% 0.82%
Percent of labor force that are women 1% increase -0.48% -0.99% 0.03%
Percent of part time in labor force 1% increase 0.29% -0.02% 0.60%

*Edtimates based in preferred specification from Table 5, column 2.

Source: Author’ sanalysisof Bureau of Labor Stati sticsand Employment and Training Administration data.
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the structured relationship between earnings and digibility. In these states, workers who earn higher
hourly wages may work fewer hours and still qualify for Ul benefits. For example, a minimum wage
($5.15/hour) worker in Florida must work 660 hours in order to qualify for the minimum Ul benefit of
$32 per week. By contrast, aworker employed at $10 per hour would have to work only 340 hours to
qudlify for the minimum benefit. And the differences between states in this regard can be dramatic.
According to the 2000 Green Book,'® a worker employed at the federal minimum wage for 40 hours per
week for 52 weeks would be digible for $216 per week in Ul benefits in Connecticut but only $81 per
week in Cdlifornia

So the first recommendation would be to de-couple the earnings and digibility relationship. This
would improve fairness within and between the states. Washington state currently has the best system,
with Ul digibility based on working 680 hours in the base period, regardless of earnings. We aso would
strongly encourage more states to adopt base periods that include a worker’s most recent earnings in
determining digibility. With the advent of computers, a quarter-long lag in reporting is unnecessary and
unfairly disadvantages those with limited labor market experience.

As much of this report demonstrates, most states' Ul systems are far too complicated. Workers
cannot make an accurate assessment of digibility, and trying to figure potential Ul benefitsis an even
more daunting task. States should alter their benefit formulas so that those who are unemployed have a
reasonable expectation of their benefits.

Although variations in Ul benefits are partly due to regional differences in the cost of living,
states should still adopt average benefit amounts that exceed the federal poverty level. Average weekly
benefits in 32 states are below the poverty level for a single-parent household with one child.*” Average
weekly benefit amounts should be structured so that the unemployed don't live in poverty while looking
for anew job.

Based on the above criteria, the basic structure of Washington state’s Ul system is the best in the
country. By using only an hours requirement for igibility, Washington diminates the inequity between
lower- and higher-paid workers. It is also one of 12 states that has adopted a base period that counts
workers most recent earnings. The ssimplicity of these rulesis easier for workers to understand and serves
to de-mystify the Ul system. Given Vroman's (1991) finding that the mgjority of workers do not apply
because they don't believe they are eligible, clarity and simplicity are obvioudy important criteria for
shaping any Ul policy. That 45.7% of unemployed workers apply for benefits in Washington, a share
considerably higher than the 37.4% national figure, attests to the need for greater smplicity. It should be
noted that insured unemployment is higher despite the State’ s steep hours-of-work requirement. Washing-
ton State’ s 680 hour requirement is among the most stringent in the United States. Creating a system that
has straightforward rules and transparent policies could substantially improve the uptake of Ul benefits.

Conclusion

To understand the effectiveness of the Ul system, researchers and policy analysts must consider the
complexities resulting from the variations in policy between states. While national averages are certainly
indicative of general trends, such aggregates often mask considerable differences between Ul systems
from state to state. In general most states eased dligibility requirements and raised both maximum benefit
amounts and average weekly benefits over the 1990s. But these averages hide the fact that 13 states
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bucked the nationd trend and had declining benefit amounts, and that 10 other states raised the minimum
earnings requirements necessary to qualify for Ul.

Fortunately, an increasing number of states have revised the way in which they calculate base

periods so that a worker’s most recent completed quarter is factored in when determining eigibility.
Finally, we find that increases in the minimum wage both on the state and federal level had an important
impact on both eigibility and on raising the percentage of unemployed workers applying for benefits.

—August 2001

Endnotes

1. All datataken from Comparison of State Unemployment Insurance Laws (U.S. Department of Labor 2000).

2. Unless otherwise noted, we use the state-specified minimum wage or the federal minimum wage in each
state, whichever is higher.

3. Estimate from the GAO (2000). The National Employment Law Project estimates that 39 states would make
an indligible determination if a worker sought part-time work exclusively.

4, Other proposed policies have included “adopt[ing] measures that attempt to limit the creation of temporary
jobsto alevel that accommodates the worker’s need for flexible annual work schedules’ (Golden and
Appelbaum 1992) and reducing the costs unions currently face in organizing contingent workers by allow-
ing sectoral bargaining for unions, or making | egislative provisions for comparable pay and benefits
schedules for regular full-time workers (duRivage, Carré, and Tilly 1999, 273-78).

5. In this case we have 13 weeks for the quarter most recently completed and another 12 weeks for the nearly
completed quarter.

6. The 12 states with alternate base periods in 2000 are New Jersey, New Y ork, Ohio, Maine, Massachusetts,
New Hampshire, Vermont, Rhode Island, Michigan, North Carolina, Wisconsin, and Washington.

7. These states include Alabama, Colorado, Florida, Maine, Massachusetts, Michigan, Nebraska, New Mexico,
New York, Ohio, and Utah.

8. All amount are 2000 dollars, inflated by the CPI-U.

9. Notethat the unit of analysisisthe state (unweighted), not theindividual.

10. Ananalysis of the 20th wage percentile provides the exact sameresults. It appearsthat nine statesin the
1990-95 period raised their earnings requirements faster than 20th percentile wages, while eight states
raised their earnings requirements faster than the growth in the 20th percentile wages during the 1995-2000
period.

11. Alabama, Florida, Oregon, Nebraska, New Mexico, New York, and Utah.

12. Training wages and minimum wage exemptions will lower the earnings requirements.

13. These states include Alabama, Alaska, Arizona, California, District of Columbia, Florida, Maryland,

Michigan, Minnesota, Mississippi, Texas, and West Virginia.
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14.

15.

16.

17.

States that increased the number of manufacturing jobs include New Hampshire, Vermont, Indiana, Michi-
gan, Wisconsin, Minnesota, lowa, North Dakota, South Dakota, Nebraska, Kansas, Georgia, Kentucky,
Arizona, Oklahoma, Texas, Montana, Idaho, Wyoming, Colorado, Arizona, Utah, Nevada, and Oregon.

Table 5 showsthe results of apanel regression of the states’ insured unemployment. The dependent variable
in all regressionsisthe percentage of unemployed workers currently filing for Ul benefits and those
continuing to receive benefits [(initial claims + continuing claims) / total unemployed]. Since we are
examining annual data, the dependent variable isthe state annual average. Thisisthe variable most com-
monly analyzed in the literature. Some authors have highlighted problems with this dependent variable. In
particular the [lU/TU ratio is thought to overcount the number of Ul recipients, since as many as 10%-15%
of initial claimants will ultimately be denied benefits (Bassi & McMurrer 1997). We believe that including
filerswho are ultimately denied is a better measure of how individual s respond to changesin Ul policy and
have consequently included them intheanalysis.

Table5includestwo sets of regression results using a one-step panel data estimator developed by Arellano
and Bond (1991). We estimate a difference model with lagged endogenous variables. This estimation
strategy is robust to anumber of error specificationsincluding auto-correlated and heteroskedastic errors
(Arellano and Bond 1991, 281-82). All standard errors are estimated using the robust variance-covariance
estimator.

Committee on Ways and Means, U.S. House of Representatives, Overview of Entitlement Programs, Green
Book (2000).

The U.S. Census poverty level for one adult, one child equals $11,869. This number is calculated based on
26 weeks of Ul eligibility at the average weekly benefit amount.
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Appendix Table A3. Weekly benefit amounts for minimum and median wages by state, 2000

MINIMUM WAGE BENEFIT AMOUNT * MEDIAN WAGE BENEFIT AMOUNT ™
Alabama $112 $190
Alaska 130" 248
Arizona 107 205
Arkansas 103 201
Cdifornia 102° 204
Colorado 124 334
Connecticut 123° 299
Delaware 128° 295
Didtrict of Columbia 123" 298
Florida 103 222
Georgia 112 250
Hawalii 130° 293
Idaho 103 220
Illinois 102 259
Indiana 127 269
lowa 116 269
Kansas 114 258
Kentucky 140 305
Louisiana 94 197
Maine 122 261
Maryland 112 280
M assachusetts 120° 282
Michigan 110 279
Minnesota 103 287
Mississippi 103 190
Missouri 107 235
Montana 107 208
Nebraska 103 213
Nevada 107 241
New Hampshire 115 270
New Jersey 124 347
New Mexico 103 217
New Y ork 107 272
North Carolina 103 230
North Dakota 84 165
Ohio 103 252
Oklahoma 116 240
Oregon 169° 317
Pennsylvania 109 257
Rhode Idand 136" 316
South Carolina 103 239
South Dakota 103 216
Tennessee 103 229
Texas 107 232
Utah 103 237
Vermont 1337 271
Virginia 107 268
Washington 135”7 281
West Virginia 112 238
Wisconsin 107 255
Wyoming 107 226

Note: All estimates are based on full-time, full-year employment (40 hours a week, 52 weeks per year) at the minimum
and median wages, respectively.

" States with minimum wages higher than the federad minimum wage were calculated at the state rate.

™" The median wage was calculated at the 50th percentile of all workersin the stete.

Source: Author’s analysis of state Ul benefit formulae.
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