Unenpl oynent | nsurance, Welfare and
Federal -State Fiscal Interrelations:
Fi nal Report

by
Wayne Vroman*

Novenber 1996

* Econom st, the Urban Institute, Washington, D.C. . Support for this
paper was provided by the U S. Departnent of Labor under a Task Order
with the Urban Institute. Karen MaGuire assisted in nuch of the
state-level analysis. Margaret Moore and Mary Lee performed the
sinmulations with the Uban Institute’s TRIM2 nodel whose output is
reported in Section IV. Hel pful coments were received from Joseph
Hight, Mke MIler, WIIliam Rogers, Sande Schifferes, Steve Wandner
and Ronald Wl us. Opinions expressed in the report are those of the
aut hor and do not necessarily reflect the opinions of the U S.
Departnent of Labor or the Urban Institute.



Executive Summary

This report exam nes the hypothesis that unenpl oynent insurance
(U) claimnts have been shifted fromthe U programto federally-
financed welfare programs in order to reduce the costs of state-
financed U benefits. The investigation is divided into four main
sections. Section | introduces the cost shifting hypothesis. Sone
alternative ways that a negative associati on between the receipt of
U and the receipt of welfare can arise are identified and di scussed.
Section | also conducts a literature review, and it notes specific
wel fare prograns where unenpl oyed workers may seek benefits.

Section Il exam nes national tinme series data on the receipt of
U benefits and the receipt of welfare benefits. A state-I|evel
anal ysis of U recipiency is undertaken in Section IIl. The analysis

identifies states where the receipt of U has declined the nost.
Section IV then exam nes state-|level data on the receipt of welfare
for three major progranms: AFDC, Food Stanps and Medicaid. The
objective is to determne if receipt of welfare has increased nost in
states where receipt of U benefits has decreased the nost. This

anal ysis draws upon sinmulation results fromthe Urban Institute’s
TRIM2 nodel. A summary of findings is then given in Section V.

The cost shifting hypothesis that notivated this study asserts
that a part of U costs has been shifted to welfare prograns through
reduced availability of U benefits. The driving force behind cost
shifting could be either deliberate (or inadvertent) state actions or
evol uti onary econom c and denographi c devel opnents affecting U and
wel fare casel oads in opposite directions. This cost shifting purports
to explain much of the decline in U recipiency observed over the
past twenty-five years.

Fol l owi ng an analysis that covers both a literature review and
new research, the principal finding can be sinply stated: The cost
shifting hypothesis is not supported.

The cost shifting hypothesis can be criticized fromthree
di stinct perspectives. 1) Fromthe standpoint of state governnent
fiscal cal culus, the hypothesis is inconplete. Shifting potential Ul
claimants to Food Stanps would clearly save a state noney since Food
Stamps are fully federally financed. However, welfare recipients
typically receive benefits fromthree prograns: AFDC and Medicaid as
wel | as Food Stanps. AFDC and Medicaid are partly state financed. The
growth in state-1evel Medicaid costs dom nates all of the others (Ul
and wel fare) program costs under consideration in the report. Because
Medi caid costs are so large and grow so rapidly, it would not reduce
state-level costs to nove U claimnts onto welfare.

2) The main enpirical evidence supporting the cost shifting
hypothesis is work by the staff of the recent Advisory Council on
Unenpl oynent Conpensation. This analysis concluded that 64 percent of
the decline in U clains activity between 1971 and 1993 can be
expl ained by growmth in welfare. The principal enpirical variable used



in a pooled regression anal ysis was annual per capita Food Stanp
expenditures. Section | reviews this study and rai ses several
criticisms regarding its logic and the specification of the analysis.
At a minimum the evidence adduced to support the cost shifting

hypot hesi s i s unpersuasive.

3) New anal ysis of state-|level data on reductions in U clains
and increased utilization of welfare did not support the cost
shifting hypothesis. The states where U clains decreased the nost
did not exhibit above-average increases in utilization of welfare.
This anal ysis was based partly on the Urban Institute’'s TRI M
m crosi nul ati on nodel and covered the years 1979 to 1993. Wl fare
reci pi ency and benefit paynments were exam ned for the three prograns:
AFDC, Food Stanps and Medicaid. The nost rapid growth in welfare
casel oads was observed in states and regions where welfare
participation rates had been | owest during 1979-1981 and where
popul ati on growth was the nost rapid. In many specific instances,
rapid growth in welfare casel oads occurred in states in the South and
West, states where the IUTU ratio (a principal indicator of Ul
clainms) declined | ess than or about the sanme as the national average
decl i ne.

These three criticisns of the cost shifting hypothesis are
quite persuasive. It seens nore |likely that the states have not
attempted to shift potential U claimnts onto welfare. Other readers
may draw a nore agnostic conclusion. This could provide a reason for
undertaki ng nore research. The place to start any additional work,
however, is with an explicit fornulation of the cost shifting
hypot hesis that has testable inplications.

The report had other findings that should be noted. 1) A recent
Canadi an enpirical study of the unenploynent-Ul -welfare interrelation
(summari zed in Section |I) tracked U claimnts longitudinally. It
docunmented the size of the interface between U and welfare for job
| eavers during a period when access to U was restricted. After Ul
eligibility was restricted, the fraction of job | eavers who received
wel fare did increase, but the increase was rather nodest. Wile the
Canadi an study provides inportant evidence, the federal-provincial
fiscal relationship and associated financial incentives differ from
those in the US., e.g., U is federally financed in Canada. This
study’s relevance lies mainly in its nmethodol ogy, i.e., the
| ongi tudi nal tracking of the unenpl oyed, rather than denonstrating
the effects of intergovernnental fiscal incentives.

2) Section Il docunented the tinme periods when decreases in Ul
clainms activity and increases in welfare casel oads occurred during
the past forty years. U clains (as reflected in IUTU rati os)
declined nost during two periods: the decade of the 1960s and the
early 1980s with | arger declines taking place during the 1960s.

G owh in casel oads and total benefit paynents were also traced for
AFDC, Food Stanps and Medicaid. Relative to the size of the poverty
popul ati on, AFDC casel oad growth was nost rapid between the m d 1960s



and the early 1970s while Food Stanp casel oad growt h was nost rapid
between the md 1960s and the md 1970s. G owth in Medicaid casel oads
could not be traced as far back in time as for AFDC and Food Stanps.
Casel oads for all three welfare progranms grew noticeably after 1989,
but this was a period when U casel oads were, if anything, higher
(not lower) than anticipated based on IUTU ratios fromthe 1980s.

3) A regression analysis conducted in Section Il exam ned
decreases in U claims. The estimted size of the reduction was found
to be sensitive to the estimtion period, inclusion of state-I|evel
wei ghts as controls and the choice of the dependent vari able.
Conparing 1981-1994 with the earlier 1967-1980 period, the receipt of
U benefits was estimated to be 8.3-8.7 percent |ower during 1981-
1994.

4) Section Il used descriptive data and regressions to
characterize the size of the decrease in U clainms for each state. A
wi de range of state-level decreases was docunented. For the fifteen
states with the | argest decreases, the IUTU ratio declined by an

average of 0.111, i.e., by slightly nore than one-tenth of average
unenpl oyment. For the fifteen with the small est decreases, the change
in I UTU averaged al nost exactly zero. Section Ill also exam ned

whet her Ul nonetary eligibility requirenments had i ncreased nore in
states with the | argest decreases in U clains and/or in states which
experienced the largest Ul financing problenms during the early 1980s.
5) A state-level analysis of AFDC, Food Stanps and Medi caid
reci pi ency was undertaken for the period 1979 to 1993. Detail ed
results of this analysis are presented in Section IV and in Appendi x
A. For all three welfare progranms, simlar findings were observed on
the relati on between changes in the receipt of U benefits and the
recei pt of welfare. The group of 15 states where Ul recipiency
declined the nost (as reflected in IUTU ratios) had the small est
increases in welfare casel oads and associ ated costs. In contrast, the
fifteen states where IUTU rati os decreased the | east had the | argest
increases in welfare caseloads. Details for individual states were
di splayed in Tables 10, 11 and 12 with supporting detail in Tables
Al- A5 of Appendi x A. An unpublished version of this report also
includes in Appendix A a state by state graphical display of welfare
casel oads for the 1979-1993 peri od.
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| nt roducti on

Federal -state fiscal relations have been the subject of
ext ensi ve past research by public finance econom sts and political
scientists. In the present fiscal environnent there are increased
pressures on the fiscal authorities at all l[evels of government to
econom ze on total expenditures across a w de range of public
programs. Into this general background, ideas have been advanced
recently that purport to explain why recipiency in the state-financed
unenpl oynent insurance (Ul) prograns has declined. One hypothesis
asserts that U claimnts have been shifted to federally-financed
wel fare prograns in order to reduce the costs of state-financed Ul
benefits. The present paper investigates this cost shifting
hypot hesi s.

The investigation is divided into four main sections. Section |
i ntroduces the cost shifting hypothesis. Some alternative ways that a
negati ve associati on between the receipt of U and the receipt of
wel fare can arise are identified and discussed. Section | also
conducts a literature review, and it identifies specific welfare
prograns where unenpl oyed workers may seek benefits. Section I
exam nes national time series data on the receipt of U benefits and
the receipt of welfare benefits. State |evel analysis of Ul
reci piency is undertaken in Section Il1l. The analysis identifies
states where receipt of U has declined the nost. Section IV then
exam nes state-level data on the receipt of welfare for three nmjor
prograns: AFDC, Food Stanps and Medicaid. It analyzes data to
determine if receipt of welfare has increased nost in states where
recei pt of U benefits has decreased the nost. This anal ysis draws
upon sinulation results fromthe Urban Institute’s TRIM2 nodel. A
sunmary of findings is then given in Section V.

The main findings can be stated briefly. 1) The cost shifting
hypot hesi s which seens pl ausi bl e when one considers shifting Ul
claimants to just AFDC and Food Stanps appears to be inconplete
because it also needs to consider Medicaid. Gowth in actual and
prospective Medicaid costs would make a state reluctant to try to
shift potential U claimnts onto welfare. 2) The evidence in the
U.S. enpirical literature that purports to support the cost shifting
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hypot hesi s can be questioned. 3) In the state-|evel data exam ned for
this report, there is no inportant support for the cost shifting
hypot hesis. Wl fare casel oads have not grown especially rapidly in
states where receipt of U benefits has declined the nost. 4) Wile
the cost shifting hypothesis is interesting to consider, the

enpi rical evidence of the present report does not support it.

I. The Cost Shifting Hypothesis

The cost shifting hypothesis to be examned in this report
refers to actions by state governnments to shift costs of state-
fi nanced unenpl oynent insurance (U') to the federal governnent. The
i dea that one |l evel of government would try to shift programcosts to
anot her | evel of governnent has strong intuitive appeal, particularly
in a fiscal environnment where all |evels of governnent are under
i ncreasi ng pressures to reduce expenditures. Unenpl oynment insurance
benefits are state-financed through payroll taxes on U covered
enpl oyers. Food Stanps are fully federally financed while AFDC and
Medi cai d have joint state-federal financing with the federal share
rangi ng from 50 percent to alnost 80 percent.! If a state
successfully shifted a U clainmnt onto Food Stanps this would save
the nmost, but shifting to AFDC could al so entail substantial savings.

! Table 10-17 of the 1994 Green Book published by the Ways and
Means Comm ttee of the U S. House of Representatives shows matching
rates for 54 individual jurisdictions; the 50 states plus Guam the
District of Colunbia, Puerto Rico and the Virgin Islands. The twel ve
| argest states accounted for slightly nore than half of the total

AFDC caseload. In five of these states (California, Illinois,
Massachusetts, New Jersey, New York) the federal matching rate during
fiscal year 1995 was 50 percent. In the renmaining seven the

percentage matching rates were as follows: Florida - 56.28 ,Georgia -
62.23, Mchigan - 56.84, North Carolina - 64.71, Ohio - 60.69,

Pennsyl vania - 54.27, Texas - 63.31. Twelve smaller jurisdictions had
mat ching rates of at |east 70.00 percent with the highest being 78.58
in M ssissippi. Table 10-17 of the 1994 Green Book al so shows that

mat ching rates in individual states were quite stable from 1984 to
1995. Nationw de, federal matching has accounted for about 53-55
percent of outlays for both AFDC and Medicaid in recent years.
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The hypot hesis has not been subjected to much enpirical
anal ysis. Before reviewing previous literature and other issues,
however, it will be useful to consider three fornulations of the
hypot hesis and the evidence needed to support the hypothesis and to
di stingui sh anong the different forns of the hypothesis.

A Taxonony

Three forns of the cost shifting hypothesis can be
di stingui shed: deliberate shifting, inadvertent (or unintended)
shifting and apparent shifting. The third situation results from
causal factors affecting both U and welfare program casel oads but in
opposite directions. For exanple, job |leavers typically do not
qualify for U benefits. If there is an increase in unenploynent
anong job | eavers who are famly heads, there would be a tendency for
receipt of U to decline and receipt of welfare to increase at a
given |l evel of aggregate unenpl oynment.

Case 1. Deliberate Shifting
Del i berate shifting would involve the follow ng tenporal

sequence. A state realizes it can save noney by restricting Ul
eligibility and inducing previously eligible U claimnts to seek
benefits fromwel fare prograns. The state enacts restrictive nonetary
and/ or nonmonetary eligibility statutes and/or initiates restrictive
adm ni strative provisions, e.g., requiring increased evidence of
active work search

Fol l owi ng these restrictions, U casel oads decline. Associ ated
with the decline are short run increases in rates of adverse
determ nations affecting clainmants, i.e., higher denial rates from
nonet ary and/ or nonnonetary determ nations or nore severe penalties,
e.g., durational disqualifications for quits.

The | onger run response of denial rates may be nore nuted as
claimants gain information on the new, nore restrictive eligibility
criteria and adjust downward their Ul application rates. This pattern
is suggested in research findings where | ower denial rates for
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separation issues are associated with |Iower (not higher) U clains
activity.

The unenpl oyed persons who no |onger file for U benefits nay
then increase their rate of filing for welfare benefits. Absent Ul
benefits, famly income would be | ower |eading to increased
eligibility for welfare prograns such as AFDC and Food Stanps. These
| atter progranms, however, have other eligibility criteria such as
denogr aphi ¢ screens and asset tests.? Thus not all persons made
ineligible by the U restrictions would be eligible for welfare
benefits.

The tenporal sequence of key neasurable events has three
el ements: 1) statutory and adm nistrative restrictions on Ul
eligibility criteria, 2) reductions in measures of Ul receipt such as
the ratio of U clainms to total unenploynent and/or the ratio of Ul
beneficiaries to total unenploynment and 3) increases in applications
for and subsequent receipt of welfare benefits. This three step
sequence m ght not be apparent in annual data, but it would be
apparent in nmonthly or quarterly data.® Wth appropriate tinme series
data, deliberate shifting could be tested with two equati ons.
Equation 1 would have Ul recipiency depend negatively on Ul
eligibility criteria. Equation 2 would have the receipt of welfare
depend positively on the nonreceipt of U.

Case 2. Inadvertent Shifting

The tenporal sequence of events described in Case 1 could al so
occur but w thout any conscious notivations extendi ng beyond the Ul
programitself. If a U program experienced a financing problem
signaled by a | ow or negative trust fund balance, it m ght enact

2 1n the basic AFDC program for exanple, eligibility is
restricted to fam|lies headed by a woman whose incone falls bel ow
size-related thresholds. There are limtations on the val ue of
househol d possessi ons such as |iquid assets and autonobil es. The
income and asset |limts are state-|evel determ nations.

3 In annual data the three events m ght appear to occur at the
sane tine rather than in sequence.
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| egislation to i nprove solvency through increased enpl oyer taxes
and/ or benefit restrictions. The latter could take the form of higher
eligibility criteria or reduced |levels of paynents or both. In fact,
sol vency legislation with tax and benefit conmponents was common
during the early 1980s when many Ul progranms had serious funding
probl ens evidenced by | arge negative trust fund bal ances. Added
notivation for such |egislation was provided by the 1983 Soci al
Security anmendnents, i.e., strong financial rewards for enacting
sol vency packages that included both benefit reductions and tax
i ncreases. 4

| f unenpl oyed workers newly ineligible for U then applied for
and received welfare benefits, the three step sequence outlined for
Case 1 would al so be observed for Case 2. Restrictions on Ul
eligibility come first, then reductions in U receipt and finally
increases in welfare receipt. Factors that m ght help to distinguish
Cases 1 and 2 are the timng and identity of the states enacting Ul
restrictions. Under Case 2 the restrictions would be recession-
related and | argest in states with the npost severe Ul funding
probl ens. ®

Case 3. Apparent Shifting

Anot her pattern would be for U and welfare casel oads to change
in response to mpjor evolutionary devel opnments in the econonmy or an
increase in the generosity of welfare benefits. An inportant change
in the U S. econony since the early 1970s, for exanple, has been the
i ncreased di spersion of wage rates and earnings for individual

4 Three kinds of financial incentives were provided: |ower
interest rates on trust fund | oans, deferral of |oan repaynents and
limtations on future increases in FUTA tax rates.

> Sonme fornms of U benefit restrictions would not reduce Ul
casel oads or lead to an increase in welfare casel oads. A conmmopn form
of benefit reduction during the early 1980s, for exanple, was to
freeze the U weekly benefit maxi mum
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workers within the overall earnings distribution.® The change could
result in fewer unenpl oyed persons claimng benefits due to accurate
perceptions of reduced nonetary eligibility. Monetary eligibility
criteria are comonly indexed to the statew de average wage. This
average has continued to advance in recent years because it is
strongly influenced by wage increases anong hi gh wage workers even
when there has been stagnation in wage growth anmong | ow wage workers.
If those no longer eligible for U then apply for wel fare, decreases
in U recipiency and increases in welfare recipiency would occur.

Anot her possible situation could occur if welfare benefits were
nore fully indexed to inflation than U benefits. Increased
generosity of welfare benefits m ght induce sone to start to claim
wel fare rather than U . In practice, average U benefits have kept up
with wage inflation in nearly all states. Anmong wel fare prograns,
Food Stanmps are fully indexed to price inflation but AFDC needs
st andards and benefit | evels have tended to | ag behind inflation over
t he past twenty years. Thus, the actual inportance of this
possibility seenms |imted.

In the precedi ng hypotheticals no change in U eligibility
criteria need occur. However, changes in the receipt of U and
wel fare benefits would occur and the changes would be in opposite
directions. Changes in benefit recipiency would take place
si mul taneously, but U would not be the causal factor behind the
change. The change woul d be either an unmeasured third factor
el sewhere in the econony or increased welfare generosity.

Uni que identification of these three cases m ght not be
possi ble. Cases 1 and 2 as described could appear to be identical
within the confines of a single state. If, for exanple, restrictions
on U eligibility provided the initial inpulse, it would be inportant

This is but one of several evolutionary devel opnents that m ght
be relevant. Others would be increased femal e headship of famlies,
decreased uni oni zati on, reduced inportance of manufacturing
enpl oynent and reduced stigma for receipt of welfare benefits. All of
t hese changes coul d have effects on U recipiency and/or welfare
recipiency.
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to distinguish legislative intent. Were the restrictions intended to
shift claimnts onto welfare (Case 1) or to inprove U program
sol vency (Case 2) or both? Achieving the appropriate identification
of the state’s notives would be especially difficult if Ul
restrictions were inplenented when the trust fund was not in
i mmedi at e danger of insolvency.

Case 3 has two identifying features: 1) there is no state
action restricting U eligibility, and 2) the changes in Ul
reci piency and wel fare recipiency are sinultaneous and not sequenti al
with reduced Ul recipiency occurring first.

Sone ot her considerations m ght help to distinguish Case 2 from
Case 1. The first is the permanence of the changes in U eligibility
criteria. Solvency legislation as enacted by several states in the
early 1980s often had tine-limted features on the benefit
reducti ons and tax increases. Provisions such tenporary surtaxes and
freezes/reductions in maxi nrum weekly benefits were specified to end
within a few years, i.e., after the trust fund had been repl eni shed.
Enacting tenporary sol vency features woul d suggest Case 2. Second,
under Case 2 the restrictions would occur mainly during recessionary
peri ods when U trust funds are nost depleted. Third, since the
notivation for the restrictions in U eligibility under Case 2 is a
state’s solvency situation, the states with the nost serious funding
probl ems woul d be the ones where benefit restrictions should be the
| argest. In contrast, under Case 1 the restrictions in U eligibility
could occur at any phase of the business cycle and could be enacted

even when a state had a conparatively large trust fund bal ance.
To summari ze, the three variants of the cost shifting

hypot hesi s just discussed share a nunmber of enpirical predictions.
Thus accurate differentiation anong the three would not be easy even
t hough the notivati ons behind the three cases are quite distinct.
Under Case 1 one woul d expect to observe quite |arge changes in
(statutory and other) Ul eligibility criteria, and these changes
shoul d precede a reduction in receipt of U benefits. One would al so

expect to observe above-average increases in receipt of welfare
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benefits in these sane situations. CGeographic detail seens to be
crucial to the hypotheses as it predicts |arger increases in welfare
casel oads in states where above-average decreases in U recipiency
have taken place. The latter, in turn, nmay be caused by nmgjor
restrictions on U eligibility.

Previ ous Literature

Because the cost shifting hypothesis has gai ned prom nence
quite recently, it has been the focus of only a few enpirical
i nvestigations. The work of Laurie Bassi and coaut hors undertaken for
t he Advi sory Council on Unenpl oynent Conpensation (ACUC) is the npst
notable of the U S. research conpleted to date.’” It provides the
starting point for this review.

The ACUC anal ysis exam nes state-level data on the ratio of U
claimants to total unenploynment within a nultiple regression
framewor k. Their dependent variable is the ratio of claimants in
regular U prograns (insured unenploynment or IU) to total
unenpl oynent as neasured in the nonthly household survey of the | abor
force (TU. This variable is commonly referred to as the IUTU rati o.
Anmong the regressors were variables representing the condition of
i ndi vidual state | abor markets, indicators of U tax and benefit
| evel s, interstate U tax conpetition variables and three vari abl es
representing availability and generosity of welfare benefits. The
three were: 1) per capita Food Stanp benefits, 2) the AFDC nmatchi ng
rate and 3) the federal per capita share of AFDC benefits. The

" Two citations for this work are as follows. There is a
freestandi ng research paper by Laurie Bassi, Amy Chasanov, Eileen
Cubanski, Stacey Grundman and Dani el McMurrer, “The Evol ution of
Unenpl oynment | nsurance,” (August 1995) as well as Chapter 4 in
Advi sory Council on Unenpl oynment Conpensation, Defining Federal and
State Roles in Unenpl oynent |nsurance, (Washington, D.C.: Advisory
Counci | on Unenpl oynent Conpensation, 1996).
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wel fare vari abl es were | agged one year. Regressions were fitted to
state-level data for the 48 contiguous states covering the years 1979
to 1990. They found welfare variables contributed significantly in
expl ai ni ng changes in state-level IUTU ratios. Specifications with
vari abl es neasured in |evels and changes were both tested, but
greatest reliance was placed on results fromthe change fornmul ati ons.

A visual display related to the authors’ argument is provided
by a graph showi ng two aggregate annual tine series: the IUTU ratio
and the federal share of neans tested public assistance expenditures.
For the years 1947 to 1990 the graph shows the IUTU ratio declined
fromroughly 0.500 to 0.320. Over the sanme years the federal share of
public assistance grew from about 0.400 to about 0.650. Five
i ndi vi dual wel fare progranms were included in their grouping, but the
two | arge progranms are AFDC and Food Stanps.® Medicaid is not
i ncl uded.

The regression coefficients were then used to sinulate the
pattern of change in the I1UTU ratio between 1971 and 1993. They found
t hat 64 percent of the decline in the IUTU ratio over these 23 years
was expl ained by cost shifting fromthe states to the federal
governnment. The cost shifting variabl es that accounted for the change
in UTU were the three welfare variables noted in the previous
par agr aph.

Several aspects of the analysis warrant comments. 1) The
estimation period is unusually short. The authors argue that 1979 was
selected as the start date because of |limtations on data

8 The five are: AFDC;, Food Stanps; Energency Assistance; Wnen,
I nfants and Children Nutrition Program and General Assistance. In
1994 expenditures across the five totaled $55.5 billion with AFDC and
Food Stanps accounting for $47.0 billion or 84.7 percent.
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availability. Oher analyses, e.g., Corson and Nichol son® have

ext ended the data period back as far as 1971. Even if 1979 is the
earliest possible start date, there is no apparent reason for not
extending the estimation period through 1993. Since the authors
subsequent|ly undertake sinulations for the 1971-1993 period, it would
seem they have nmost if not all of the requisite variables to estimte
for the full twenty-three years. It would be sensible to test for the
sensitivity of coefficients to choice of estimation period,
particularly to note changes in the size and significance of the
coefficients on the welfare vari abl es.

2) The use of the IUTU ratio as the dependent variable follows
the practice of many previous investigations. A unique feature of
this study, however, is the heavy reliance placed on financi al
notivations for state actions. The IUTU ratio includes nany weeks
claimed for which no benefits were actually paid (about 10 percent of
total weeks clainmed). Closer in concept to the cost variable
notivating state behavior under the cost shifting hypothesis would be
the ratio of the weekly nunber of beneficiaries to total
unenpl oynment. ** The authors could have investigated the sensitivity
of the findings using this alternative fornulation of the dependent
vari abl e.

3) The welfare variable that yielded the strongest enpirical
results was per capita Food Stanp expenditures. This is the product
of average benefits per recipient (neasured in current dollars) and
recipients as a proportion of the state’s popul ati on. Thus, an

° Walter Corson and Walter Nichol son, “An Exam nation of
Declining U Clains During the 1980s,” Unenpl oynent | nsurance
Cccasi onal Paper 88-3, (Washington, D.C.: U S. Departnment of Labor,
1988) .

10 Section Il presents national data on two ratios: weeks
claimed to total unenploynent (IUTU) and weeks conpensated to total
unenpl oyment ( AVKTU) .

11 1n Section Il this variable is ternmed AWKTU.
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expl anatory variable neasured in current dollars is used to explain a
real | abor market variable, the I1UTU ratio. Some of the variation in
this explanatory variable arises sinply fromprice inflation.?? Use
of explanatory vari ables nmeasured in real terns would seem nore
appropriate. Since the dependent variable (1UTU) is a ratio based on
measur es of persons, sone readers would want to know how the results
woul d differ if per capita Food Stanp recipiency was the explanatory
vari abl e rather than per capita Food Stanp expenditures. Since Food
Stanps recipiency rates vary across states there is an argunent for
using this variable rather than a national variable that takes on the
sanme value across all states for a given year.

4) Questions about the tim ng of the variables can al so be
raised. In the regressions, |agged increases in welfare variabl es
lead to reductions in the IUTU ratio. However the notivation for the
state under the cost shifting hypothesis is to shift U claimnts
onto wel fare. The reduction in the IUTU ratio should precede, rather
than follow, the increase in welfare recipiency.

5) Absent fromtheir list of welfare progranms is Medicaid. This
has a joint federal-state financing arrangenment essentially the sane
as for AFDC, but Medicaid involves nuch |arger dollar anmounts.

Medi cai d expenditures totaled $135.5 billion in 1994 and the state
share was $58.2 billion.* Once Medicaid is considered, it becones
much nore difficult to argue that a state will realize any budgetary
savings by shifting U claimnts onto wel fare.

2 Over the estimation period used in the regressions, current
dol | ar Food Stanmp expenditures per capita increased nost rapidly
during 1979-1983, precisely the period when |UTU declined nost.
However this explanatory variable also increased sharply during 1970,
1974-75 and nost recently during 1988-1991. These other three periods
which lie outside the estinmation period for their regressions, are
peri ods when the IUTU ratio increased. Table 1 in Section Il shows
annual tinme series on the IUTU rati o.

13 These national totals were built-up from state data.
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These five issues are inportant enough to call into question
the validity of the assertion that about two-thirds of the decrease
in U recipiency between 1971 and 1993 can be attributed to cost
shifting fromthe states to the federal government. Other research is
needed to test the robustness of their findings. In-depth
investigations of a few states could yield useful insights.

Crai g and Pal umbo'* al so exam ned possible interrelations
between Ul benefits and spending on welfare prograns. They conducted
several regression analyses with pooled data for the 48 contiguous
states based on a full sanple period of 1969-1989 (1008 observati ons)
and a restricted period of 1976-1989 (672 observations) when earlier
data were not available. Three wel fare prograns were studi ed: AFDC,
Medi caid and total state and | ocal welfare which combi ned AFDC and
Medi caid with other (predom nantly in-kind) state adm ni stered
prograns. ® For each of four progranms (U and the three welfare
prograns), they created three variables: per capita expenditures, per
capita beneficiaries and average real expenditures per beneficiary.?®

Their descriptive analysis showed substantial interstate
variation in nost variables with the smallest variation observed in
average real Ul benefits per recipient. They found state-Ievel

14 Steven Craig and M chael Pal unbo, “The Interaction between
Unenpl oynment | nsurance and I nconme Redistribution Prograns,” in
Advi sory Council on Unenpl oynent Conpensation: Background Papers,
Volume 1, (July 1995), pages Cl-C51.

15 The percentage breakdown of aggregate spending for combi ned
wel fare progranms was 23 percent for AFDC, 56 percent for Medicaid and
21 percent for the “all other” category. See Table 1 in their report.

16 The nmeasure of the U recipiency rate was initial clainms per
covered enpl oyee. Average benefits across all these prograns were
measured in real Al abama dollars of 1989 purchasing power, i.e.,
current dollar averages deflated by an index of average earnings in
Al abama (the U average weekly wage) in 1989. Because counts of
reci pients for Medicaid and the conbined wel fare program were first
avai lable only in 1976, their recipiency rates and average real
benefits were neasured only from 1976.



13

unenpl oyment was a major determ nant of total U expenditures and Ul
reci piency but not so for the welfare prograns.

Several regressions were fitted using pooled data with U
vari abl es and the individual welfare programvariables first entered
as i ndependent variables and then as dependent vari ables. Many ot her
controls for | abor market conditions, denographics and federal-state
financial aid paranmeters were utilized in specifications that also
included fixed effects by state and year. The signs and significance
of the coefficients on the welfare and U variables were then
exam ned to make inferences as to partial effects of U on welfare
and the effects of welfare on U . Negative coefficients were
interpreted as evidence that the prograns interrelated as substitutes
(nore spending on one was associated with | ess spending on the other)
and positive coefficients were interpreted as evidence of program
conplenentarities. Conplenentary interrelations would be expected if
the overall liberality (restrictiveness) of state' s political
environnment led to high (low) spending across social prograns
generally and these four progranms in particular.

The preponderance of the evidence was consistent with the
interpretation that U and AFDC interrel ated as substitutes. The
regression coefficients suggested a $1.00 increase in U spending
reduces AFDC spending by $0.19 while a $1.00 increase in AFDC
spendi ng reduces U spending by $0.25. The partial interrelations
with Medicaid and total welfare spending, however, were generally
positive, consistent with the interprogram conplenentarity
interpretation. Further, since AFDC was included within total welfare
spendi ng, the positive association for aggregate wel fare spendi ng
beconmes a stronger finding. In general, states that spend nore on Ul
tend to spend nore on wel fare prograns.

Questions regarding technical aspects of the estimtion and
interpretation can be raised. 1) There is evidence of strong
mul ticollinearity anmong the explanatory variables. First, the overal
R?s are generally high, but individual variables have quite |lowt
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rati os. Second, small changes in specifications lead to | arge changes
in sonme coefficients.! Both patterns are indicators of collinearity.
2) ldentifying directions of causation in the regressions is not

obvi ous. 3) The authors assert that specific variables are associ ated
with constituency groups for individual welfare prograns, e.g., a

hi gher percentage of elderly in a state rai ses Medicaid spendi ng, but
their causal interpretations can be questioned.

It should be noted that the focus of Craig-Palunbo research is
state-l evel decision making. The anal ysis does not directly address
gquestions of federal-state fiscal interrelations. The Food Stanps
program does not directly enter into the analysis (except in devising
a neasure of the total welfare beneficiary popul ati on). AFDC and
Medi cai d spendi ng are neasured as statewide totals with no
di stinction mde between state-financed shares versus federal shares.
No explicit attention is given to fully state-financed welfare
prograns that are included within total state wel fare expenditures,
the third of their three welfare progranms. Presumably substitution
bet ween such progranms and U would be smaller than between U and
AFDC or between U and Medicaid sinply because the forner are fully
state-financed.

Three final comments about the Craig and Pal unmbo anal ysis
shoul d be nade. 1) They find the predom nant direction of association
bet ween Ul spending and wel fare program spendi ng at the state | evel
is positive. 2) Evidence of interprogram substitution in spending was
found only between U and AFDC. The magnitude of the inplied offset
was 19-25 percent, nmuch less than a dollar for dollar offset even for

7 For exanple the average R? is 0.87 in Tables 7-9, but the sum
of the partial R’s is less than 0.2 for the first regression in Table
8. The remai nder of explained variation cannot be attributed to
i ndi vi dual variables, an indication of positive collinearity anong
expl anatory variables. In this same table the coefficients vary
consi derably between the first and third equati ons even though the
specifications are identical except for the one recipiency rate
variable is different.
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t he state-financed share of AFDC spending. Since AFDC accounts for
only 23 percent of total welfare spending, the inplied offset has a
smal | aggregate effect on state welfare spending. 3) Their analysis
is not minly directed towards federal -state fiscal interrelations.
Thus, it does not address the cost shifting hypothesis in the direct
manner of the Bassi, et.al., analysis.

A recent study by Browning, Jones and Kuhn'® of the U -welfare
interrelation in Canada yielded findings that should be noted. In
April 1993 Canada changed the disqualification penalty for Ul
claimnts who quit or were discharged wi thout a good personal reason.
The penalty increased froma seven-to-twel ve week disqualification to
a durational disqualification coupled with a requirenment of twelve-
to-twenty weeks of subsequent enploynent to reestablish eligibility.
Their anal ysis conpared the experiences of two 1993 j ob-separation
cohorts: a January 31-March 13 cohort (Cohort 1) and an April 25-June
5 cohort (Cohort 2), i.e., just before and just after the change.
These two cohorts’ experiences with U and wel fare benefits were
conpared using data from adm ni strative records and foll ow up
i nterviews conducted 25, 40 and 60 weeks after their job separations.

Canada’s U programis governed by a national statute whereas
welfare is mainly a provincial responsibility. Thus, the new penalty
was national in application. Conpared to their U S. counterparts the
Canadi an U and wel fare progranms are nore generous, both their
average benefits and the sizes of caseloads relative to the target

8 Martin Browning, Stephen Jones and Peter Kuhn, “Studies of
the Interaction of U and Welfare Using the COEP Dataset,” Human
Resour ces Devel opnent Canada, Unenpl oynent |nsurance Eval uation
Series, August 1995.
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popul ati ons (unenpl oyed persons and poor househol ds respectively).?

G ven the greater availability of benefits from both progranms, a

| arger overl ap between U and wel fare woul d be expected in Canada.
Chart 1 displays key data fromthe Canadi an study. O the

Chart 1. Receipt of U and Welfare in Canada?

Sanpl e Proportion Proportion wth
Si ze with U Ben Vel fare
Cohort 1
Non- VQs 3804 0. 505 0. 066
V(s 678 0. 259 0.132
Tot al 4482 0.468 0.076
Cohort 2
Non- VQs 3951 0. 484 0.079
Vs 493 0.177 0.151
Tot al 4444 0. 450 0. 087
Total, but with 0.438 0. 090
Cohort 1 weights

two kinds of job separations nost affected by the statutory change,
voluntary quits could be clearly identified but not discharges for
m sconduct. The chart shows data for voluntary quits (VQ) and al

19 For a conparison of welfare prograns in the two countries see
Rebecca Bl ank and Maria Hanratty, “Responding to Need: A Conparison
of Social Safety Nets in the United States and Canada,” in Richard
Freeman and David Card, eds., Small Differences that Matter: Labor
Mar ket and I nconme Mintenance in Canada and the United States,
(Chicago, Ill.: University of Chicago Press for NBER, 1993).

20 See Tables 1 and 2 in Browning, Smth and Kuhn, op. cit..
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others (non-VQ@). Note that VQs constitute only about 15 percent of
the claimant total in Cohort 1 and 11 percent in Cohort 2. Overall,

t he beneficiary proportions are 0.468 for Cohort 1 and 0.450 for
Cohort 2. Ampbng VQs there is a large reduction in the U beneficiary
proportion, from0.259 in Cohort 1 to 0.177 in Cohort 2. Reductions
occurred anong two subgroups of VQs: persons reenployed and those
still not enployed 25 weeks after their separations. The aggregate
beneficiary proportion for Cohort 2 reflects a different conposition
of the sanmple as well as reduced Ul recipiency among VQ. Wen Cohort
1 subsanmpl e weights are applied to the Cohort 2 beneficiary
proportions, the aggregate proportion for Cohort 2 becones 0.438 (the
bottomline in Chart 1) or 0.030 |ower than the actual Cohort 1
proportion.

Probably the nost interesting aspect of Chart 1 is the | ow
proportions who received welfare benefits. The aggregate proportions
for both cohorts are |less than 0.100. Anmong VQs the proportions are
generally higher and particularly so for those not reenpl oyed 25
weeks followi ng their separations.? Overall, the U beneficiary
proportion for V@ was 0.082 | ower for Cohort 2 while the welfare
beneficiary proportion was 0.019 higher.

To sunmmari ze, four observations about the U -welfare interface
in Canada can be offered. 1) Anong two recent cohorts of job
separations, sonmewhat fewer than half collected U benefits and fewer
than 10 percent collected welfare. A substantial mnority of job
term nations, approaching half, did not collect either type of
benefit. 2) Anong VQs the recent restrictions in U eligibility
appear to have reduced recipiency by alnost one third (from0.259 to
0.177). For this sane group, however, the wel fare recipiency
proportion only increased fromO0.132 to 0.151. 3) A close connection
bet ween reduced Ul recipiency and increased wel fare recipi ency was
observed anong VQ who were not yet reenployed 25 weeks after their

2L These proportions (not shown in Chart 1) were 0.180 for
Cohort 1 and 0.286 for Cohort 2. The change of 0.106 roughly nmatches
the reduction in the beneficiary proportion fromO0.405 in Cohort 1 to
0.302 in Cohort 2.
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j ob separations. 4) Recall that U and welfare are both nore
accessible in Canada than the U.S.. |If the |ongitudinal overlap
(nonrecei pt of U followed by receipt of welfare) falls into the one-
fourth to one-half range in Canada, ?? the anal ogous fraction in the
U.S. would be considerably smaller.

No other literature with explicit tests of the cost shifting
hypot hesi s has been encountered. There is a rel ated popul ar
di scussion of the “race to the botton’ which focuses on interstate
conpetition presumably manifested by the sensitivity of each state’'s
benefit levels and tax rates to those of adjacent states. There is
al so a discussion of federal-state fiscal interrelations by political
scientists such as Kent Weaver at the Brookings Institution. However,
formal testing of cost shifting is absent fromthis literature.

O her Consi derations

Two ot her issues related to the cost shifting hypothesis nerit
sonme di scussion. These are: 1) the identity of the transfer paynent
prograns involved and 2) inter-programdifferences in the persona
and econom c characteristics of claimnts.

Potentially affected prograns

This report’s analysis of cost shifting has singled out the
AFDC, Food Stanps and Medicaid prograns for prime consideration. The
enpirical analysis to be conducted will place nore enphasis on AFDC

22 These proportion are suggested as orders of magnitude
cal cul ati ons. One-half conmes fromthe conparison of the change in the
U beneficiary proportion of -.030 (0.468 from Cohort 1 with 0.438
from Cohort 2 using Cohort 1 sub-sanple weights) with the change in
the wel fare beneficiary proportion of 0.014 (0.0756 from Cohort 1
with 0.090 from Cohort 2 using Cohort 1 sub-sanple weights). One-
quarter conmes fromthe reduction in VQ U recipiency of 0.082 (0.259
in Cohort 1 and 0.177 in Cohort 2) with the increase in VQ welfare
reci piency of 0.019 (0.132 in Cohort 1 and 0.151 in Cohort 2). The
width of this range is an indication of the degree of uncertainty in
t he cal cul ati on.
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and Food Stanps than Medicaid, partly because of better data
availability and partly because TRIM2 simul ations of Medicaid are not
possi ble for as many earlier years as for AFDC and Food Stanps.
Several other programs al so make cash or in-kind transfers to persons
and fam lies. When the individual prograns and their eligibility
criteria are reviewed, however, none seemlikely to be quantitatively
i nportant candi dates for state-to-federal governmental cost shifting.
Qur starting point is to note all federal and state prograns
t hat make transfer paynents to individuals as identified in the
Nati onal | nconme and Product Accounts (NI PA). During 1994, for
exanpl e, transfer paynents to persons totaled $933.8 billion.?
Government paynents for pensions, permanent disability and nedica
expenses constitute the bulk of this spending, nore than 80 percent
of the total.? Recipients of retirenent pensions and permanent
disability benefits exhibit little attachnment to the | abor force.
CGeneral Assistance (GA) and Suppl enmental Security |Income (SSI)
are targeted on the |low income population. GAis fully state financed
while SSI is about 90 percent federally financed. Shifting Ul
claimants to another state-financed program woul d not be expected
under the cost shifting hypothesis unless benefit |evels for the
|atter were nuch |ower than for U . In fact, GA has been subjected to
eligibility restrictions in recent years, e.g., time limts of 26
weeks in a given annual period. While nost of SSI is federally
financed, nearly all recipients are aged, disabled or blind. Thus,

23 Estimates for 1994 appear in the January/February 1996 issue
of the Survey of Current Business, Table 3.12.

24 Pension and disability paynents for Social Security (OASDI),
Federal civilian and mlitary retirees, State and |local retirenent
systens, railroad retirees, veterans’ pensions and disability, State
tenporary disability, federal and state Wrkers’ Conpensati on and
Bl ack Lung totaled $477.9 billion in 1994. Health expenditures,
mai nl y Medi care and Medicaid, totaled $310.0 billion. The conbi ned
share across all these progranms was 84.3 percent of the $933.8
billion.



20

SSI is not a likely destination for unsuccessful U claimnts.

The conclusion of this brief reviewis that AFDC and Food
Stanps represent two likely progranms to exam ne for evidence of cost
shifting. Since nost AFDC and Food Stanps beneficiaries are eligible
for Medicaid, the latter programis also inportant to acknow edge. In
fact, potential eligibility for Medicaid is one reason why an
unenpl oyed person could be attracted to wel fare.

One ot her aspect of state-to-federal U cost shifting should be
noted. During the |ater phases of the tenporary Federal Energency
Unenpl oynent Conpensati on (EUC) program of 1991-1994, the states
encouraged U claimnts to file for EUC even though these individuals
wer e experiencing new spells of unenploynment, spells beginning wel
past the end of the benefit year from which they previously had
exhausted regular U benefit eligibility. This “optional” EUC was
fully federally financed as was the rest of EUC. Many clai mants found
it to be an attractive option as the weekly benefit was generally
hi gher than under regular U and no reduction of the regular Ul
entitlenment was inplied if optional EUC was received. For clainmants
who received EUC under this optional feature, the states shifted
costs from state-financed regular U to the federally-financed EUC
program

To the extent that optional EUC was utilized, it had the effect
of reducing the IUTU ratio for the regular U program Thus, the [ UTU
rati o woul d have been sonmewhat higher from August 1992 to April 1994
had opti onal EUC not been avail abl e.

Optional EUC provides a concrete exanple of state-to-federal
cost shifting, but the affected persons continued to collect Ul
benefits, albeit federally-financed benefits. Since EUC was a
tenmporary programthat expired in early 1994, the rel evance of
optional EUC was limted to this one earlier tinme period. No
permanent shifting of U financial costs to the federal governnent
was inplied. However it does illustrate that know edgeabl e
participants in the U programwere aware of the financial
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consequences of increasing the federal share of U financing, albeit
during this a short and tenporary epi sode.

Contrasts in denpgraphic and econom c characteristics

Denogr aphi ¢ and econoni c contrasts between Ul recipients and
wel fare reci pients are pronounced. The U cl ai mant-beneficiary in the
vast majority of instances is an individual with substantial recent
attachnent to the | abor force. Benefits are targeted on the
i ndi vi dual cl ai mant whose potential entitlenment depends on previous
(or base period) earnings.? In contrast, nost recipient units for
Food Stanps and AFDC are famlies, with average sizes of 2.5 and 2.8
respectively during 1993. Most of the other famly nenbers are
children. Low famly incone is a primary criterion for welfare
programeligibility.

Aver age | abor force attachnent anong the adult welfare
recipients is not strong. O the 6.006 mllion units eligible for the
AFDC programin 1993, only 1.157 mllion (19.3 percent) had a working
adult nmenber. Only 6.046 mlIlion of 16.527 mllion (36.6 percent)
units eligible for Food Stanps during 1993 had an adult wth
earni ngs. Further, between 1979 and 1993 the degree of |abor force
attachnment anmong wel fare units did not increase. ?®

Thus while there could have been shifting of fornmerly eligible
U claimants onto wel fare, there has been no obvious change in the

2> The Ul prograns of twelve states plus the District of
Col unbi a pay dependents’ benefits. These benefits are represent a
smal | part of total benefit costs in all thirteen jurisdictions.

26 |n 1979 0.868 mlIlion of 3.950 mllion (22.0 percent) units
eligible for AFDC had an adult with earnings. For Food Stanps 5.077
mllion of 12.963 mllion (39.2 percent) eligible units in 1981 had
an adult with earnings. The correspondi ng percentages in 1989, a
strong | abor narket year, were 17.5 percent and 36.5 percent. Thus
t he percentages do not seemresponsive to the business cycle. All
estimates for 1979, 1989 and 1993 are based on the Urban Institute’'s
TRI M2 nodel .
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degree of | abor force attachnment of adult welfare recipients. Adult
reci pients of Food Stanps and AFDC exhi bited consistently |ow | abor
force attachnment between 1979 and 1993.

Sections |I1-1V undertake additional analysis of the cost
shifting hypot hesis.

1. National Trends in the Receipt of Benefits

This section presents the major background “facts” on the
recei pt of U benefits and welfare benefits. National devel opnents
are the primary concern. One objective is to pinpoint the exact
periods of tinme when changes in patterns of benefit receipt took
pl ace. Since the notivating changes behind the cost shifting
hypot hesis are restrictions in state-financed U benefits, this
programis exam ned first.

Receipt of Ul benefits
Unenpl oynment insurance (U) cash benefits are received through

three distinct prograns. The regular U program provides up to 26
weeks of potential conpensation? to eligible claimnts who satisfy
nmonetary and nonnmonetary eligibility criteria. The second tier, the
Feder al - St at e Ext ended Benefits (EB) program my pay up to an
additional thirteen weeks if the programis triggered “On” in a
state. The third tier is enmergency benefits that are available in
certain recessionary periods as a result of federal |egislation.
Regular U is fully state financed while EB financing is shared
equal ly by the states and the federal governnent. Emergency benefits
are fully federally financed. Since the EB programis rarely
activated, the regular U programw |l be the focus of the ensuing
di scussi on.

Total benefit payouts fromthe regular state U prograns are

27 Potential benefits in nbst states may be received for a
vari abl e period with 26 weeks as the maximumin all states except
Massachusetts and Washi ngton where the maxi numis 30 weeks.
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t he product of the weekly benefit amount tinmes weeks conpensat ed.
Because weekly U benefit |evels have not changed nuch relative to
average weekly wages over the past 40 years,? attention will center
on the nunmber of recipients and weeks conpensat ed.

The nost commonly used nmetric of benefit receipt is the ratio
of U claimants (insured unenploynment or IU) to the total nunber
unenpl oyed (total unenploynment or TU). The latter, neasured by the
nont hly househol d | abor force survey of 55,000 househol ds, counts al
persons 16 and ol der who are actively seeking work. National
estimates of TU for those 16 and ol der extend back to 1947. Universe
counts of 1U are avail able back to the inception of unenpl oynent
insurance in the |ate 1930s. However, not all U claimnts receive
benefits. In recent years the average weekly nunber of beneficiaries
in regular U progranms (AW) when expressed as a proportion of |IU has
averaged from0.87 to 0.89. Nonrecipients counted in |IU but excluded
from AW i ncl ude those serving a one week waiting period and certain
claimants serving fixed | ength disqualifications. Claimnts who have
exhausted their entitlements to regular U benefits are excluded from
both 1U and AWK

Al'l three unenpl oynent nmeasures TU, |1U and AWK are weekly
averages for an unenpl oyed popul ation that is subject to frequent
turnover. In 1994, for exanple, while the weekly average of TU was
roughly 8.0 mllion persons the nunber of new unenpl oyment spells
t hat began sonetime during the year was alnost 33.0 mllion.? The
average | ength of a new spell of unenploynent was about 13 weeks.

Tabl e 1 displays annual data on TU, 11U and AW for the years
1956 to 1994. (All data exclude Puerto Rico and the Virgin |Islands.)
Al so shown is a business cycle indicator, the annual unenpl oynment
rate (the TUR, nmeasured as a percent of the civilian |abor and, like

28 For exanple, the national ratio of the average weekly benefit
to the average weekly wage was 0.352 in 1960 and 0.357 in 1994.

29 The annual average of TU was 7.992 million while the average
mont hly nunmber unenpl oyed fewer than five weeks was 2.727 mllion.
Multiplying the latter by 12 produces an estimte of 32.720 mllion
new unenpl oynent spells for the full year.
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TU, based on the nonthly househol d | abor force survey). Al three
measures increase sharply in the recession years 1958, 1961, 1975,
1980, and 1991. The nunbers of unenployed and of Ul claimnts are
hi ghly vari abl e over the business cycle.

There is no data source that measures the nunmber of persons
eligible for U benefits. The nost comonly used neasure of benefit
receipt is the ratio of insured unenploynent to total unenpl oynent
(IUTU). A second, closely related neasure of the rate of benefit
receipt is the ratio of beneficiaries to total unenploynment (AVWKTU).
Both 1 UTU and AVKTU appear in Table 1. Finally, to show the
proportion of U claimnts who receive benefits, the ratio of
beneficiaries to claimnts al so appears in the table (AWKIU). The
| UTU and AVKTU ratios both display considerable year to year
variability with increases occurring in recession years when the TUR
rises.® In contrast, the AWKIU rati o has nuch greater year-to-year
stability.

A main reason for displaying these aggregate data is to trace the
recent history of U receipt by the unenployed. To reduce the effects
of cyclical factors on the annual ratios, the final columms show
information arranged as five year averages of the IUTU ratio. The
observation of 0.499 for 1956, for exanple, is the average for the
years 1952 through 1956, and the five-year change of 0.029 (the final
colum) is the difference between the averages for 1952-1956 and
1947-1951. %

The final colum of Table 1 is especially useful for
docunmenting changes in the IUTU ratio. Most of the entries are

0During recessions the m x of unenploynment shifts to include an
i ncreased proportion of job |osers, the group nost likely to claim
and receive U benefits, causing IUTU to rise. In the |later stages of
recessions IUTU tends to decline as beneficiaries exhaust their
entitlenents.

31 Since 1947 is the first year for which there are esti mates of
total unenploynent for persons 16 and ol der, 1956 is the first year
for which the five year difference in the five year averages of |UTU
can be computed. The 1952-1956 average was 0.499 and the 1947-1951
average was 0.470.
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negative, 26 of 39, indicating a downward trend in the average | UTU
rati o. Note also that the negative and positive entries are bunched
for adjacent years, e.g., all negative from 1958 to 1972 and again
from 1980 to 1990, but all positive from 1973 to 1979 and again from
1991 to 1994. The historic decline in the IUTU ratio is far from an
automati ¢ phenonmenon equal |y applicable to all past periods.

Table 1 highlights two periods when the 1UTU rati o declined
especially rapidly. The five year changes in the five year averages
exceeded -.040 in every year between 1965 and 1970 (the final colum
in Table 1) and again in every year between 1984 and 1989. If states
wer e consciously or unconsciously reducing U eligibility to nove
peopl e out of U program and onto wel fare prograns, these are the two
time periods when one m ght expect to observe the terns of Ul
eligibility to have changed nost noticeably in a restrictive
direction.

These two periods when | UTU decreased differ considerably in
the availability of benefits fromwelfare prograns to which the | ow
i ncome unenpl oyed could potentially be shifted. While regular AFDC is
a | ongstandi ng benefits program the Food Stanps program was founded
in 1966 and remai ned small during the |late 1960s. 3 The AFDC- UP
program al so was not inportant in the md to |ate 1960s. Thus the
shifting of unenpl oyed persons to welfare prograns woul d have w der
possibilities in the md to |ate 1980s than earlier due to the
exi stence and the |arger scale of Food Stanps and AFDC-UP in the
1980s. Later sections of this report will enphasize devel opnents
during the 1980s and 1990s.

The two periods of nmmjor decreases in the IUTU ratio have
contrasting causal explanations. The decrease of the 1960s is
generally understood to be a denographi c phenonenon. This period
witnessed a rapid growh in the |abor force with the initial entry of
the post World War 11 baby boom generation plus continued increases
in femal e | abor force participation. These entrants changed the age-

32 Food Stanp benefits totaled only $300 million in 1969
conpared to $2.1 billion for regular U benefits.
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gender m x of unenploynent toward younger persons and wonmen, groups
less likely to file for and receive U benefits conpared to adult
nmen. This decline is an exanple of Case 3 fromthe taxonony offered
in Section |, i.e., developnments in the econony affecting U and
(possibly) welfare recipiency in opposite directions.

The decline in IUTU of the 1980s, in contrast, is generally
understood to be related to U financing issues. Low |levels of U
trust funds, increased costs of borrow ng and | egislation to inprove
trust fund solvency all characterized the situation of U prograns
during early to md 1980s. 3 Individual state U prograns had
differing financial experiences during these years. To the extent
t hat financial considerations notivated state U program changes of
this period, it should be reflected in differential decreases in |UTU
rati os associated with differential restrictions on U eligibility by
state, i.e., both changing nost in the states with the biggest
financing problems. This would be an exanple of Case 2 fromthe
t axononmy of Section I: restrictions in U eligibility caused by Ul
financing problems |eading to reduced IUTU ratios and to increased
recei pt of welfare. This possibility is investigated in Section I11.

The bottomthree rows of Table 1 display inportant summary
information on rates of benefit receipt in the regular U
program There exists a substantial literature on the decline in

33 See Corson and Nichol son, op.cit., for an analysis that
deconmposes the explanation for the decline in IUTU of the early
1980s. Restrictions on U benefit availability resulting from state-
| evel legislation figures promnently in their explanation. One
detail ed analysis of state |level |egislative changes is given in
Chapter 2 WAayne Vroman, The Funding Crisis in State Unenpl oynent
| nsurance, (Kalamzoo, M: WE. Upjohn Institute, 1986).
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U claims in the 1980s.3 The Table 1 averages focus on two fourteen-
year periods, 1967-1980 and 1981-1994, as well as the entire twenty-
ei ght years 1967 to 1994. The choice of 1967 as the starting date for
measuring these averages is related to the measurenent of TU. In 1967
the nonthly household survey sanple was expanded, and the U.S. Labor
Departnent started to collect and publish [abor force and

unenpl oyment data for the nine “Census” regions and for the ten

| argest states. State-level detail was increased to 27 states in 1970
and then to all states in 1976. Since state-level analysis is central
to this report, the averages are neasured from 1967 when state-|evel
detail on TU is first avail able.

The fourteen-year averages at the bottom of Table 1 show that
U availability declined noticeably after 1981. The 1981-1994 aver age
| UTU ratio is only 82.2 percent of the ratio for the 1967-1980 peri od
(0.329 versus 0.400). The correspondi ng conparison for the AWTU
ratio is 85.5 percent (0.290 in 1981-1994 versus 0.339 in 1967-1980).
There is an inportant point regarding the contrasting percentage
reductions in the IUTU and AWKTU ratios. Actual receipt of Ul
benefits declined sonewhat | ess than the decline in U clains
activity, e.g., 14.5 percent in recipiency but 17.8 percent in
cl ai nms.

This point is further enphasized in the averages of the AWI U
ratios for the two periods. The ratio was 0.883 during 1981-1994
conpared to 0.846 during 1967-1980. Note also in Table 1 that the
AWKI U ratio fell below 0.860 in every year from 1967 to 1980 but
exceeded 0.860 in every year after 1980. Since 1981 there has been a

34 Anal ysis of this phenonmenon includes the foll owi ng papers.
Gary Burtless and Dani el Saks, “The Decline in Insured Unenpl oynent
During the 1980s,” (Washington, D.C.: The Brookings Institution,
1984), Corson and Nichol son(1988), op.cit., Rebecca Bl ank and David
Card, “Recent Trends in Insured and Uni nsured Unenploynent: |Is There
an Explanation?” Quarterly Journal of Econonics, Vol. 106, (February
1991), pp. 1157-1189, Wayne Vronman, “The Decline in Unenpl oynent
| nsurance Clains Activity in the 1980s,” Unenpl oynent |nsurance
Cccasi onal Paper 91-2, (Washington, D.C.: U S. Departnment of Labor,
1991) and Bassi, et. al.(1995), op.cit..
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systematic increase in the proportion of U weeks clainmed that have
been conpensat ed.

I f U programs have been restricting eligibility, the pattern
of aggregate clains data in Table 1 could suggest that restrictive
activities were concentrated in the early to md 1980s. Further, from
t he behavi or of the recipiency ratios since 1990, it does not appear
that benefit availability declined during the last five years covered
by these data.

Regression analysis of the decline in Ul recipiency

This section sunmmari zes a regressi on analysis of changes in Ul
benefit recipiency. Miultiple regressions based on tinme series data
are fitted with the objective of estimating the size of the decrease.
State-level data as well as national data are exam ned. Attention

focuses on decreases that occurred after 1980 relative to earlier
years. Actual receipt of benefits (AWKTU) as well as regular Ul
claims (IUTU) are both studied.

The nultiple regression specification to explain time series
changes in 1UTU and AVWKTU ratios utilizes three explanatory
variables. First, the unenploynent rate (TUR) is used to control for
the effects of the business cycle on U clainms. Hi gher unenpl oynent
rai ses I UTU due to the change in the m x of unenpl oynment during
recessions, i.e., a larger share of job |osers who are nore likely to
be eligible. Second, |agged unenploynment is used to control for the
ef fects of exhaustions. Increased exhaustions reduce U clainms, hence
TUR | agged i s expected to have a negative coefficient. The third
expl anatory variable is a dummy vari able which equals zero through
1980 and then 1.0 in later years. Its coefficient is expected to be
negative and provide a point estinmate of the size of the post-1980
downward shift in U clainm and benefit recipiency. Miltiple
regressi ons have been fitted to annual data spanning the period from
1967 to 1994.

Tabl e 2 displays the regression results. Two tine periods are
utilized, 1967-1989 and then 1967-1994, in order to highlight the
effects of adding the 1990-1994 period. Equation 1 utilizes nati onal
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data on the IUTU ratio for the 1967-1989 period. Note that all three
coefficients have expected signs and all are highly significant.?3
The dumry variable’s coefficient of -0.0707 represents 0.191 of the
mean for the 1967-1989 period. This regression suggests that hol ding
ot her factors constant, i.e., TUR and TUR | agged, regular U clains
shifted downward by 19.1 percent after 1980.

Equation 2 is fitted using a fixed weight index of state-I|evel
| UTU rati os as the dependent variable. Each state’s share of national
unenpl oyment for the years 1967-1989 (a single number) served as
wei ghts to be conbined with annual 1UTU ratios by state in deriving a
national time series. In effect, weighting renoves the consequences
of faster |abor force growh by states in the South and the West
relative to states in the North East and Mdwest. Since |IUTU ratios
are generally lower in the faster growi ng geographic areas, there is
a neasurable difference in the results. Specifically the D1981
coefficient is now -0.0558 (as opposed to -0.0707, 21 percent
smal ler) and the elasticity of the estimated post-1980 downward shift
is 15.1 percent rather than the 19.1 percent of equation 1. Use of
state-level data in equation 3 yields very simlar results as to the
estimted size of the post-1980 downward shift.

Equati ons 4-6 repeat equations 1-3 respectively but with the
weeks conpensated ratio (AWKTU) as the dependent variable. All
coefficients for the TUR, the TUR | agged and the D1981 dummy
vari able are significant. Note in equations 5 and 6 that the D1981
coefficients are now even smaller, -0.0308 and -0.0311 respectively,
and the estimated el asticities of the post-1980 downward shift are
bot h about 10 percent. The conbined effects of using fixed weights by
state and explaining the actual receipt of benefits (as opposed to
claims) cause the estimted downward shift in equations 5 and 6 to be
roughly half the size of the estimate from equation 1.

Equations 7 and 8 are included mainly to reenphasize the
earlier observation that the ratio of weeks of U benefits actually

35 The t ratio needed for significance at the 0.05 | evel under a
one sided t test is 1.7. Al three t ratios exceed 10.0.
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paid to weeks clainmed increased after 1980. The D1981 coefficient is
positive, highly significant and suggests the ratio increased by 4.0-
4.5 percent after 1980.

The second set of eight equations repeats the specifications of
equations 1-8 but with the data extended through 1994. The addition
of these five years has a consistent effect on the estimted size of
t he post-1980 downward shift in both clains and the receipt of
benefits. Al D1981 coefficients in equations 9-14 are smaller than
their counterparts fromequations 1-6. \Wen pairs of estimtes are
conpared, e.g., equations 1 and 9, the D1981 coefficients for the
1967- 1994 period are uniformy about 10 percent smaller than for the
1967-1989 period. In contrast, the D1981 coefficients in the AWI U
regressi ons are about 10 percent larger for the |onger data period.

The inmportant point here is that one’s estimte of the size of
t he post-1980 downward shift in U clainms and the associ ated recei pt
of benefits is sensitive to the choice of data period. Addi ng data
from 1990- 1994 causes the estimated size of the downward shift, i.e.,
the D1981 coefficient, to be smaller, not larger. This finding m ght
surprise those who view the downward trend in the receipt of U
benefits as an inexorabl e phenonenon.

To summari ze, all regressions in Table 2 consistently indicate
that U benefit recipiency shifted dowmward after 1980. The esti mated
size of the downward shift, however, was sensitive to severa
identifiable factors: the U program vari abl e being explai ned (weeks
clai med or weeks conpensated), controlling for regional shifts in
| abor force conposition and the choice of estimtion period. Using
equations 13 and 14, actual weeks conpensated are estimted to be
about 8.5 percent |ower after 1980 conpared to the 1967-1980 peri od.
The estimated size of the downward shift is | ess than half of what
woul d be estimated froma regressi on based just on the national |UTU
ratio through 1989, i.e., equation 1 of Table 2.

Two points about the estinmated downward shift in AWKTU shoul d be
stressed. First, while an 8.5 percent reduction is neasurable, it
accounts for a nodest reduction in the nunber of beneficiaries. In
1994 total unenploynment was about 8.0 mllion, the AWKTU ratio was
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0.291 and the average weekly nunber of beneficiaries was 2.323
mllion (Table 1). Adding 8.5 percent to this weekly average woul d
bring it up to 2.520 mllion. Since the average duration in benefit
status during 1994 was 15.5 weeks, the difference in these two
weekly averages of 0.197 mllion probably inplies 0.650 mlIlion fewer
reci pients during the year and savings of $1.7 billion in benefit
outl ays. ®* Second, the 8.5 percent reduction is a nationw de average.
When the experiences of individual states are revi ewed, several had
much | arger post-1980 downward shifts in recipiency. A later section
identifies these states and exam nes their experiences.

Receipt of welfare benefits
Total expenditures on welfare prograns have expanded sharply

since the 1950s. The foll owi ng paragraphs provide an overvi ew of the
growth in total benefit paynments, casel oads and average paynents to
reci pients. Three prograns are exam ned: AFDC, Food Stanps and
Medicaid with the AFDC enconpassi ng both AFDC-Basi c and AFDC- UP
Despite the recent growth in AFDC-UP, this conponent only accounts
for about 10 percent of all AFDC recipients.?

Tabl e 3 displays annual tine series data from 1950 to 1994 for
the three wel fare progranms. AFDC was founded in the 1930s as part of
t he Social Security Act and has been continuously operative in al
| ater years. States could offer AFDC to two parent famlies starting
in 1961, but full national inplenmentation of AFDC-UP commenced only
in 1990. Food Stanps were first available in the early 1960s, but the
full scale national programdates from 1969-1970. Medicaid was
founded in 1966 and has becone the main program providing in-kind

36 These are offered nmerely as illustrative estinmtes. Average
benefit duration of 15.5 weeks inplies a multiplier of about 3.3 to
convert the weekly average to the total nunber who received benefits
sonetinme during the year. The estimate of added outlays is 8.5
percent of the $20.4 billion total for 1994.

37 During 1993, for exanple, the 1.509 mllion AFDC- UP
reci pients represented 10.9 percent of all AFDC beneficiaries.
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medi cal services to low inconme famlies. AFDC and Medi caid have
eligibility criteria that are largely state-determ ned, and both
prograns operate with joint federal-state funding. The federal share
has ranged from 50 to 80 percent in nobst years.

Aggr egat e annual expenditures on the three welfare prograns have
grown sharply. To help place this growth into a conparative
perspective relevant to this report, Table 3 al so shows annual
benefit payments for the state-financed conponent of U, i.e., all of
regular U plus the state share of EB. Rapid growth in aggregate Food
Stanp benefits occurred during 1969-1975, 1979-1981 and 1989-1992.
Gowth in total AFDC benefits has been nore continuous since the md
1950s, but accelerations are apparent during 1967-1972 and 1990-1992.

Conpared to the other benefit series, however, the growth in
Medicaid is of a conpletely different order of magnitude. Wile the
other three progranms fall into the $20-$24 billion range in 1994, for
exanpl e, Medicaid benefits totaled $143.5 billion. Medicaid benefits
are nore than two times the total for the other three prograns
conbi ned. Note that total Medicaid expenditures have been the | argest
of the four prograns shown in Table 3 in every year since 1966. The
i nplications of Medicaid for state budgets, while nuch larger in
recent years than in the past, is not a recent problem

To help focus on the fiscal burdens that U and wel fare pose to
states, Table 3 displays two averages for the 1981-1994 period: total
benefits and state-financed benefits. Over these fourteen years the
states financed an average of $17.3 billion for U, $7.9 billion for
AFDC and $31.0 billion for Medicaid.3 Medicaid represents by far the
| argest burden for the states even though nore than half of Medicaid
costs are federally financed.

| nt roduci ng Medicaid into the analysis dramatically alters the

38 The state shares of AFDC and Medicaid were estimated as 44
percent of the national total. This percentage is an average of
results fromstate-level analysis of expenditures and matching
formulas for the two years 1984 and 1994.
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ternms of debate over state-level financial incentives. Intake into
wel fare prograns is often integrated with claimnts infornmed about
rights for all three programs: AFDC, Food Stanps and Medicaid. In
many situations a person who qualifies for one program qualifies for
all three. In typical situations a person who qualifies for AFDC
automatically qualifies for Medicaid. The overlap between Food Stanps
and Medicaid is nmuch | ess conplete, but joint receipt of these
benefits is also common. Generally, states cannot offer AFDC and
Food Stanps but exclude Medi cai d.

The counts of recipients in the three welfare progranms show tine
series patterns that parallel the patterns for total expenditures.
Bet ween 1950 and 1994 AFDC recipient famlies increased fromO0.6
mllion to 5.0 mllion while persons on AFDC i ncreased from 2.2
mllion to 14.2 million. AFDC casel oads (both fam|lies and
reci pients) doubled during 1967-1971 and al so grew noticeably from
1989 to 1992.

Food Stanmp recipients increased from3.6 mllion in 1969 to 17.8
mllion in 1975. Per-capita Food Stamp expenditures also rose sharply
during these years. Fromthe averages of real benefits per-recipient
it is also clear that Food Stanp benefit |evels increased sharply
bet ween 1969 and 1970. Noticeable increases in Food Stanp casel oads
occurred during 1979-1981 and 1990-1993, but were much smaller than
the 1969-1975 increases.

Because data on Medicaid recipients are first available in the
early 1970s, caseload growth for earlier years cannot be docunented.
The nunbers of recipients was stable in the 20-23 mllion range
bet ween 1973 and 1989 but then increased sharply after 1989, reaching
35.1 million in 1994. The recent growth in Medicaid casel oads has
surpassed Food Stanps caseload growth. In all recent years many nore
persons have coll ected benefits from Food Stanps and Medi caid than
from AFDC

Bet ween 1989 and 1992 per capita Food Stanp benefits increased
by 67 percent (from $49.73 to $83.00) and by nore than 10 percent per
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recipient in real terms (from $520 to $586). Per capita Medicaid
benefits have foll owed a strong upward trend, roughly tripling during
the 1980s and al nost doubling between 1990 and 1994. In 1994 real

Medi cai d benefits per recipient were roughly 2.4 times the |evel for
AFDC ($2762 versus $1153) and roughly five tinmes real Food Stanps per
recipient.

VWil e large increases in per capita AFDC benefits have al so
occurred, these increases have been nuch nore nodest than for Food
St anps and Medicaid.® In fact, real AFDC benefits per recipient
peaked during 1976-1977 and then declined neasurably. The 1994
average of $1153 represents a cunul ative reduction of 27 percent from
1976-1977. Conparisons of real benefits per recipient in 1962 and
1994 for two programs are instructive. \Wereas real Food Stanp
benefits per recipient roughly doubled (from $285 to $560), the 1994
real AFDC benefit was al nost identical to that of 1962 ($1153 versus
$1171).

In the nost recent years aggregate outlays for the AFDC and Food
St anps have been about equal. Over the past thirty years nore rapid
caseload growth and faster growth in benefits per recipient have
caused Food Stanmp benefits to grow nuch nore rapidly than AFDC
benefits. At present Food Stanps serves roughly twi ce as many as
AFDC, but its per recipient benefit |evels are about half of AFDC
benefit |evels.

AFDC, Food Stanps and Medicaid are targeted on the popul ati on of
| ow i ncome individuals and famlies. For both AFDC and Food Stanps,
fam lies typically participate for several consecutive nonths in the
recei pt of benefits. In contrast, participation by Medicaid eligibles
is nmore episodic, dependent upon the health conditions of individual
famly nmenbers. Also, as noted, sunmary data on the nunbers of
Medi cai d beneficiaries are available for a nmuch nore restricted tine

3% The AFDC per-recipient data show the combi ned federal and
state conponents of benefits.
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peri od when conpared to the other two welfare prograns. Consequently,
the receipt of Medicaid is not enphasized in the foll ow ng
di scussi on.

Table 4 helps to place the growth of AFDC and Food Stanps into a
br oader incone distribution context by showing their size relative to
t he poverty population. While eligibility criteria for Food Stanps
and AFDC differ and both consider assets as well as inconme in
determning eligibility, both prograns are designed to serve the
poor. The two progranms differ in at |east three inportant respects.
Food Stanps has uniformfederal eligibility criteria, its benefits
are indexed to inflation and benefits are fully federally financed.
AFDC has a large role for the states in setting eligibility standards
and benefit levels, joint state-federal financing and its benefits
are not indexed. For both programs, however, the poverty popul ation
is a conveni ent aggregate proxy for the eligible population.*

Poverty in the U S. has been neasured continuously since 1959.
The first two colums of data in Table 4 show respectively poverty
rates and poverty counts. Poverty declined sharply during the 1960s,
but has been resistant to further sustained reductions since about
1970. In fact, the 1994 poverty rate was alnost two full percentage
poi nts higher than the poverty rate of 1970 (14.5 percent versus 12.6
percent). Note also that since 1980 the poverty rate was at | east
13.0 percent in every year but 1989.

Counts of Food Stanp and AFDC recipients are then displayed
(repeating information from Table 3) along with casel oads neasured as
a proportion the poverty population. By 1994 beneficiaries fromthe
two prograns represented 0.372 and 0.722 of the poverty popul ation
respectively. Again the nore rapid growth of Food Stanps is apparent
as the programonly began in 1962 whereas AFDC recipients already

4 A later section of this report examnes eligibility for Food
St anps, AFDC-Basic and AFDC-UP in state-level data using CPS inconme
data and Urban Institute’s TRI M2 nodel .
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represented 9.6 percent of the poverty population in that year.

The four right-hand colums of Table 4 then trace the growth of
the two prograns by neasuring five year averages and five year
changes in five year averages of recipient-to-poverty ratios.* The
five-year average for Food Stanps recipients first exceeded the AFDC
five year average in 1974 (0.466 versus 0.424), and the differenti al
then increased substantially in subsequent years.

To hel p pinpoint the periods when the two welfare progranms grew
nost relative to the poverty population, the final two colums of
Tabl e 4 show five year changes in the five year averages of
reci pients-to-poverty. The choice of five year periods is deliberate
so that conparisons with earlier results from Table 1 can be made.

For Food Stanps the | argest changes in these averages occurred
bet ween 1972 and 1979 when the changes exceeded 0.200 in all eight
years and the | argest changes occurred in 1975 and 1976 (0.425 and
0.416 respectively). CObserve that the five year changes were then
negative from 1983 t hrough 1990. The decreases in the averages
exceeded -0.050 in the years 1985 through 1989. Finally, note that
t he changes became positive in the 1990s indicating renewed growth in
Food Stanp recipiency relative to the poverty popul ati on.

For AFDC the five-year changes in the five-year averages exhibit
a simlar pattern. Al changes were positive from 1968 to 1979 and
they consistently exceeded 0.100 between 1970 and 1977. The 1973-1975
changes all exceeded 0.200. As with Food Stanps, changes in the AFDC-
to- poverty average ratios were then negative for several consecutive
years in the 1980s with each change exceeding -0.050 between 1981 and
1986. Finally, growth AFDC recipiency relative to poverty is
i ndicated after 1989, but the changes were nmuch smaller in 1990-1994
t han during 1968-1978.

4l For exanple the 1968 change of .045 for Food Stanps-to-
poverty in the final colum is the difference between the 1964-1968
average (0.047) and the 1959-1963 average (0.002).
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Conparing the timng of the changes in the recipient-to-poverty
average ratios with the averages of IUTU ratios from  Table 1 is
instructive. During the 1970s all three sets of five year changes in
five year averages were generally positive (1973- 1979 for the |1UTU
ratio, 1968-1979 for the AFDC-poverty ratio and 1968-1982 for the
Food St anp-poverty ratio). Then the changes turned generally negative
in the 1980s (1980-1990 for the IUTU ratio, 1980-1988 for the AFDC-
poverty ratio and 1983-1990 for the Food Stanps-poverty ratio).
Finally, the changes in the five year averages have been positive in
the 1990s (1991-1994 for the IUTU ratio, 1989-1994 for the AFDC-
poverty ratio and 1991-1994 for the Food Stanps-poverty ratio).

Conpari sons of aggregate tinme series of the type just made can
be criticized because they do not hold constant potentially relevant
factors affecting the individual data series. However, the phenonenon
of interest (shifting unenployed workers fromU to welfare prograns)
shoul d have aggregate manifestations if it is truly inmportant.

| nstead, the national historic record seens to suggest the
follow ng four summary statenments. 1) The regular U program shrank
relative to total unenploynment during the 1960s with negative five
year changes in five year averages indicated for every year between
1958 and 1972. During the latter part of this period the welfare
prograns grew rapidly relative to the size of the poverty popul ati on.
2) During the 1970s the five year changes in five year averages were
generally positive across all three progranms under study. In ternms of
orders of magnitude, however, the increases in the Food Stanps-to-
poverty ratios were by far the largest while the increases in the
| UTU ratios were the small est across the three prograns. 3) During
t he 1980s the changes in the five-year-average ratios were generally
negative for all three programs. 4) During the first half of the
1990s the changes in the average ratios have generally been positive

for these progranms. The timng of the positive changes of the 1970s
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and 1990s and the negative changes of the 1980s was not exactly

coi nci dent across the three progranms, but strong simlarities were
apparent. The fact that the changes have been generally positive
during the 1990s is especially interesting since state budgets have
probably been under greater stress during these years than in earlier
decades.

The overall conclusion suggested by the precedi ng anal ysi s of
national time series is that in periods when the 1UTU rati o decreased
so did neasures of the receipt of welfare benefits. Conversely, when
| UTU i ncreased there was a clear tendency for welfare recipiency to
increase relative to the poverty popul ation. These patterns are
opposite of what woul d be expected if cost shifting fromU to
wel fare prograns had | arge national manifestations. The next two
sections nove from national aggregates to state data to further
exam ne the cost shifting hypothesis. Many readers may find this a

nore appropriate geographic unit of analysis.

I11. Analysis of U Data by State

The present report has relied heavily on anal yses that use
i ndi vidual states as units of observation. This section focuses on
the receipt of U benefits (as reflected in IUTU ratios) and Ul
eligibility criteria by state. It exam nes four topics relevant to
t he possible |inkages between changes in U provisions and decreases
in IUTU ratios. First, it notes changes in the probability of
receiving U benefits by state. Second, changes in U eligibility
provi sions are reviewed. Third, the association between decreased
recei pt of U benefits and state-level eligibility restrictions is
expl ored. Fourth, it exam nes the possible |inkage between U

financing problems of the early 1980s and decreases in |UTU rati os.
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Changes in state-level receipt of U benefits

Anal yses of |UTU ratios and AWKTU rati os by state were
undertaken for the period 1967 to 1994. Tinme series nultiple
regressions were fitted to explain variation in IUTU rati os. The
expl anatory vari ables were the sanme three as used in the regressions
of Table 2. The unenploynent rate (TUR) and the TUR | agged were
entered to control for the change in the conposition of unenpl oyment
and associated U clains at different stages of the business cycle
and for the effects of benefit exhaustions respectively. Al so,
included was a dummy variable to test for a downward shift during the
1981- 1994 period relative to 1967-1980. Coefficients were expected to
be positive for the TUR and negative for both the TUR | agged and the
D1981 dummy.

Table 5 shows the results with coefficients, t ratios (in

parent heses), adjusted R’ and other summary neasures. The states are
arranged into the nine Census divisions so that simlarities by
geographi c area can be noted. The equations generally conformto
expectations, but with rather poor fits in several states.

Across the fifty-one states the TUR displays the expected
positive sign in 46 equations with 27 coefficients significant at the
0. 05 | evel .% Just one of the negative TUR coefficients is
significant. Forty-five of the |agged TUR coefficients have the
expected negative signs and thirty-one are significant.

For nobst states the regressions give evidence of a downward
shift inthe IUTU ratio with forty-six D1981 dumy coefficients
negative and twenty-eight significant. As in the aggregate regression
results of Table 2, state-level data provide strong support for the
hypothesis that relative to total unenployment U clains were | ower
during 1981-1994 than during 1967-1980.

The overall fits of many regressions are disappointing. In
ni neteen states the adjusted R?> falls below 0.30. Also note that the
standard error exceeds 0.05 in twenty-five states. There is

42 Under a one sided test, the t ratio required for significance
at the 0.05 level is 1.71.
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substantial “noise” in these state-level relationships.*

The size of the negative coefficients for the D1981 dummy
vari ables is one indicator of the extent of the dowward shift in Ul
claims. Eight coefficients are nore negative than -0.100, six are
positive but just one of the positive coefficients (Wonmng) is
significant. The median of the fifty-one D1981 coefficients is -

0. 0527. For nost states, sonmewhat |arger negative coefficients for
D1981 were obtai ned when the data period ended in 1989. 4

Two i nmportant points energe fromthese state-level regression
results. First, the preponderance of evidence is that [UTU rati os
shifted downward after 1981. Second, and nore inportant for this
anal ysis, there was a broad distribution of estimted dowward shifts
in state-level 1UTU rati os.

Tabl e 6 displays the states arranged by the size of the downward
shift in IUTU. Two kinds of information are conbined to characterize
the size of the downward shift by state. The three I eft-hand col ums
show fourteen year averages (1967-1980 and 1981-1994) and the change.
Ten of these changes exceed -0.100, nine are positive and eight are
negative but fall between 0.000 and -0.020. The adjacent colunmm in
Tabl e 6 repeats the D1981 regression coefficients from Table 5.

43 BLS only started to publish annual CPS-based estimates of the
| abor force, enploynment and unenployment for all states in 1976.
However, detail for ten large states and all nine Census divisions
ext ends back to 1967, and state |level detail is available from 1970
for 27 states and from 1973 for 29 states. The author’s own esti nates
of TU and the TUR back to 1967 were utilized where CPS data were
unavail abl e. The constructed state-level estimtes were inforned by
publ i shed divisional and national totals fromthe CPS. They al so
utilized information on U clainms and Decennial Census information.
For every year the state estimtes of TU, enploynment and the civilian
| abor force sumed to CPS national totals.

4 The size of the negative D1981 coefficient was larger in a
negative direction for 38 of 51 states when the equations were fitted
t hrough 1989 rather than through 1994. This finding is consistent
with results reported earlier in Table 2. The post-1981 downward
shift inthe IUTU ratio is |larger when data from 1990-1994 are not
included in the anal ysis.
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The next columm then shows the average of two estinates of the
| UTU changes: 1) the change between 1967-1980 and 1981-1994 and 2)
the regression coefficient from Table 5. The table is sorted by this
third average. New Hanpshire' s average is the npbst negative (-0.1687)
while Wonmng's is the nost positive (0.0809). Ten of these averages
exceed -0.100 while seven are positive.

The final columm of Table 6 then shows the change between 1967-
1980 and 1981-1994 in the fraction of the unenployed who received
regul ar U benefits (AWKTU). Generally, states with the | argest
decreases in the IUTU ratio also had the | argest decreases in the
AVKTU ratio. However, only three AWKTU changes exceeded -0.100 while
fourteen were positive. This repeats the earlier finding from Section
Il that AWKTU ratios decreased |l ess than IUTU ratios after 1980,
i.e., the actual receipt of regular U benefits declined sonewhat
less than U clains activity.

The changes in IUTU ratios shown in Table 6 were then used to
sort the states into three groups: the fifteen with the | argest
decreases, twenty-one with internmedi ate sized decreases and the
fifteen with the small est decreases. The sinple averages of the
changes in the IUTU rati os between 1967-1980 and 1981-1994 for the
three groups of states were -0.111, -0.047 and 0.005.4 On average,
the decrease in U clainms represented nore than 10 percent of
unenpl oyment for the top group while the average change for the third
group was al nost exactly zero.

Monetary eliqgibility for U benefits

State U progranms use both nonetary and nonnonetary criteria in
making eligibility determ nations. This section exam nes several
i ndicators of nonetary eligibility criteria for evidence of change
during recent years.

4 The top fifteen are the group starting with New Hanpshire and
endi ng with Massachusetts in Table 6. The internedi ate states run
fromlowa to Vernont and the | ow change states are from Hawaii to
Wom ng. The correspondi ng changes in the AWKTU ratios for the three
groups were -0.083, -0.020 and 0.018 respectively.



42

It should be noted that two previous investigations of this
topic reached simlar findings, nanely nonetary eligibility
requi renments did increase sonmewhat, but the changes were nopdest. 46
Bl ank and Card studied the periods 1977-1978 and 1986-1987 in a CPS-
based anal ysis that conpared state Ul earnings requirements with
earnings as reported to interviewers. Quarterly earnings patterns had
to be sinmul ated because quarterly information is not reported in the
March CPS annual incone supplenment. They also had to nmake inferences
as to the base periods for individual workers. Bassi and Chasanov
conpared nonetary eligibility in 1979 with 1990 using the Survey of
| ncone and Program Participation (SIPP). Unlike Blank and Card, their
S| PP- based anal ysis could use reported quarterly earnings, but
i nformation on actual base periods was not available from SI PP. Both
anal yses concl uded there had been only nodest increases in the
earnings requirenments for nonetary eligibility.

The present analysis traced selected indicators of npnetary
eligibility by state from 1967 to 1994. Seven different indicators of
eligibility were exam ned: 1) the proportion of claimnts deened
monetarily eligible, 2) the base period earnings needed for
eligibility (neasured two ways), 3) base period earnings needed for
26 weeks of eligibility at the maxi mum weekly benefit anmount
(neasured two ways), 4) indexation of the maxi num weekly benefit and
5) the ratio of the maxi num weekly benefit to the average weekly wage
(U nmean AWN of the preceding year. Sonme di scussion of these
requi renments may be usef ul

The proportion of claimnts who are nonetarily eligible have
been reported by state for nore than thirty years. Since 1971,
gquarterly data fromthe ETA-218 Report are available. Earlier data
are avail able from hard copy publications. ¥

46 See Bl ank and Card (1991), op.cit., and Laurie Bassi and Any
Chasanov, “Low Wage Workers and the Unenpl oynment |nsurance System”
in The American Woman 1996-1997, (New York, NY: WW Norton, 1996),
forthcom ng.

47 The Ul Service nonthly publication Unenpl oynment |nsurance
Statistics was available until 1980.
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Base period eligibility in nost states is determ ned from
covered earnings during the earliest four of the five past conpl eted
gquarters. Eligibility is typically calculated using a threshold
dol | ar anount for the four quarters of the base period and a second
threshold for the quarter of highest earnings. O her earnings
requi renents are al so present in several states. The neasures
devel oped here use the m ninmum dol | ar amount for the base period but
expressed as a ratio to the average weekly wage.

Two neasures of the average weekly wage (AWN were used to
construct base period m ni nrum earnings requirenments. The AWV as
measured by the U reporting systemis a nean, and it is based on a
concept of full-person years of enploynent. The annual AWNfor a
state is neasured as total Ul covered earnings for the year divided
by average enmploynent in the twelve nonths, and that ratio is divided
by 52. It is appropriately viewed as an average for weeks enpl oyed,
and those with high wages exert a very large influence on this
aver age.

The second nmeasure is the nedian AWN for persons as cal cul at ed
fromearnings data reported in the CPS. This CPS-based neasure is
| ess than the U neasure for two reasons. First, it is person-based
as opposed to a full year equivalent (52 weeks per enployee)
enpl oynment nmeasure. Second, it is a nedian as opposed to a nean so
that it reflects the weekly earnings of the typical worker. Wth the
growi ng disparity in earnings between high wage and | ow wage workers,
this medi an shows slower growth than the nmean weekly earnings.

Consequently, base period m nimum earnings requirenments using
t he CPS nmedian AWW i nplies nore weeks of enploynent to achieve
eligibility than earnings nmeasured by the mean AWV from the Ul
reporting system Across all 51 states, the sinple average of the two
ratios for the 1967-1994 period was 3.43 weeks for the U nmean AWV
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but 4.73 weeks for the CPS nedi an AWN 48

Each state limts the anmount of benefits potentially collected
during a benefit year. The maxi mum potential benefit is the product
of the maxi mum weekly benefit anmount (WBA) tines twenty-six, the
maxi mum pot enti al benefit duration in all but two states.“ |In nost
states eligibility for this maxi mum dollar amount requires a stated
anmount of base period earnings. For exanple, in Mnnesota during 1994
t he maxi nrum WBA was $305 and maxi mum potential benefits were $7930.
M nnesota |limts potential entitlenments to one third of base period
earnings. To be eligible for $7930 in 1994, a claimant needed base
period earnings of $23,790. Earnings requirements for maximm
potential entitlenments were expressed in ternms of weeks of enpl oynent
at the U nmean AWV and weeks at the CPS nedian AWN For M nnesota in
1994 these two neasures were respectively 47.21 weeks and 64. 76
weeks. Since the base period can have only 52 weeks of enploynent, a
1994 claimant in M nnesota earning the statew de nedian coul d not
potentially collect 26 weeks of benefits at the maxi mum WBA.

Two ot her nmeasures of nonetary eligibility are the presence of
an i ndexed maxi mum WBA and the maxi nrum WBA expressed as a percentage
of the average weekly wage over the past year.

Note that of the seven nonetary eligibility neasures to be
reviewed, six (all but the proportion nonetarily eligible) include
explicit statutory nonetary eligibility provisions in their
construction. Thus if a state tried to restrict eligibility to
econom ze on Ul benefit outlays, these nmeasures should nove in an
obvi ous direction. The requirenments for mnimumeligibility
and maxi mrum potential eligibility (both expressed as weeks of

48 The CPS nedi an AWN was created in two steps. First, annua
medi an/ mean rati os based on state-|level CPS data were taken from
regressions fitted over the 1964-1988 period. Second, ratios of CPS
means to U neans for the AW W were nultiplied by regression-based
proj ecti ons of medi an/ mean rati os.

49 The maxi mum duration is 30 weeks in Massachusetts and
Washi ngton. For these two states our neasures cal cul ated earni ngs
needed to be eligible for 26 weeks at the maxi mum weekly benefit.
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enpl oyment required in the base period) should increase. The
preval ence i ndexed maxi num VWBAs and t he nmaxi num V\BA expressed as a
ratio to the | agged AWN shoul d decli ne.

Tabl e 7 summari zes these nonetary eligibility provisions for the
single years 1967 through 1994 and averages for 1967-1994, 1967-1980
and 1981-1994. All entries are sinple averages of state-level detail.
When the averages for the two fourteen-year subperiods are conpared,
there are sone obvious changes. Wil e weeks of enploynment for m ni mum
nonetary eligibility increases only slightly between 1967-1980 and
1981- 1994, weeks for maximumeligibility increased nore noticeably.
The increase was 4. 66 weeks of enploynent (from 31.56 to 36.22) using
the U mean AWV but 8.57 weeks (from 42.73 to 51.30) using the CPS
medi an AWN

The ot her three measures show i ncreased nonetary eligibility
during the 1981-1994 period. The increases in the proportion
monetarily eligible and the ratio of the maxi num WBA to the | agged
AWV i ncreased only nodestly over the averages for 1967-1980. However,
i ndexati on of the maxi rum VWBA was noticeably nore prevalent in the
|atter period. In fact, thirty-four or nore states were indexed in
every year between 1977 and 1994. Increases in the nunmber of states
with i ndexed maxi mum WBAs occurred mainly between 1969 and 1977.

A few other patterns are apparent in these data. Decreases in
the proportion nonetarily eligible follow recession years, e.g.,
1972, 1976, 1983-84, and 1992. The wi dening spread of the earnings
di stribution has caused nuch of the increase in base period weeks of
enpl oynent needed for maxi num potential benefits.

Overall, nost nonetary eligibility neasures sunmarized in Table
7 suggest stability in requirements over the 1967-1994 period. The
average for mnimumrequirements increased slightly while the ratio
of the maxi mum WBA to the AWN and the proportion nonetarily eligible
suggested small increases in accessibility. The | argest change shown
in Table 7 is a measurable increase in weeks of work at the average
weekly wage needed to qualify for the maxi num benefit entitl enment.
This increase is especially noticeable when the CPS nedian is
utilized to measure the AWN
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The stability of nbst nonetary earnings requirenents covered by
Table 7 (except the requirenments for the maxi num benefit entitlenment)
contrasts with what woul d be expected under the cost shifting
hypot hesis. On average, the requirenents for nonetary eligibility
were no nore difficult to neet at the end of the data period than
t hey had been ten or twenty years previously. The next pages continue
this analysis by focusing nore directly on groupi ngs of states where
increases in eligibility requirements m ght be especially likely.

Monetary eliqgibility and changes in IUTU ratios

Tabl e 8 brings together summary information on changes | UTU
ratios with informati on on changes in nonetary eligibility. The sane
seven nonetary eligibility nmeasures from Table 7 are displ ayed
separately for the three groupings of states identified previously in
Table 6. If states were deliberately trying to reduce U clains
| oads, the fifteen with the | argest decreases in IUTU ratios should
be particularly interesting. Recall that their average IUTU ratio
decreased by 0.111 between 1967-1980 and 1981-1994. Tabl e 8 displ ays
averages for these sane two periods as well as sone individual year
data from 1981-1994. As in Table 7, all entries in Table 8 are sinple
averages where each state-year observation is given equal weight.

The top panel in Table 8 (the states with the |argest decreases
in IUTU ratios) does not reveal dramatic changes. The proportion
nonetarily eligible is essentially unchanged. Weeks for m ni num
eligibility show nearly identical averages for the two fourteen-year
periods. Note that weeks for mnimumeligibility are higher in 1994
than in 1981. The change occurred between 1981 and 1985 with little
change after 1985.

Weeks for maximumeligibility do show an increase between 1967-
1980 and 1981-1994 and also within the 1981-1994 period. However, the
i ncreases between 1981 and 1994 are only 10 percent using the Ul -
based nean AWV (i ncreasing from30.24 to 33.35) and 15 percent using
t he CPS-based nmedi an AWV (increasing from 40.55 to 46.74)
respectively. Indexation was nore preval ent anmong this group of
states during 1981-1994 conpared to the earlier period and
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practically unchanged during 1981-1994. Note that the ratio of the
maxi mrum WBA to the | agged AWN was hi gher during 1981-1994 and that it
i ncreased nodestly during these years.

For this group of states the |largest change in a restrictive
direction is the requirenent for weeks of earnings needed for the
maxi mum potential entitlenment. Weks of enploynment needed for the
maxi mum entitl ement increased using both measures of the AWV and the
i ncreases occurred mainly between 1981 and 1989. When these changes
are conpared with changes in the two other sets of states, however
not hi ng unusual is present in the top panel of Table 8. The increase
in the weeks requirenments between 1967-1980 and 1981- 1994 were about
the sane in the states where | UTU decreased the | east (by 6.04 weeks
from47.49 to 53.53 weeks using the CPS nedian AWN. This requirenent
increased even nore in the twenty-one states with internedi ate
decreases in their 1UTU ratios (by 12.10 weeks using the CPS nedi an
AV .

A series of multiple regressions was fitted to explicitly test
for post-1981 changes in nonetary eligibility requirenments. The
patterns of the post-1981 dummy vari able regression coefficients
mrrored the patterns of the average eligibility requirenents as
shown in Table 8, i.e., the largest changes occurred in the
requi rements for maxi num weeks of eligibility. The regression
coefficients for the states with the |argest decreases in IUTU rati os
did not denonstrate above-average increases in requirenents. In fact,
the states with the | argest decreases in IUTU ratios had bel ow
average increases in nore than half of the regressions. These
findings were present using both unwei ghted data, i.e., each state
wei ghted equally as in Table 8, and in regressions where states were
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wei ght ed by size.

For the U eligibility requirements exam ned here, there is
not hing to suggest that above-average decreases in |UTU ratios
reflect state-level restrictions on nonetary eligibility. For five of
t he seven neasures there was very little change between 1967-1980 and
1981-1994. The earnings requirements needed for twenty-six weeks of
benefits (measured in two different ways) did increase during these
years. Mich of the increased difficulty in qualifying for the maximm
entitlement, however, is due to the increased dispersion in the
earnings distribution. Although this area of nonetary eligibility
ti ghtened nmeasurably during 1981-1994, it happened for all three
groupi ngs of states not just for the fifteen where the IUTU ratio
decreased the nost. Mre inportant, the underlying cause for this
i ncrease does not reflect restrictive U |egislative actions.

U_financing problenms and changes in IUTU ratios
W despread problenms of U program financing were experienced in

the early 1980s and several states with depleted trust funds had to
borrow fromthe U S. Treasury in order to make benefit paynents.

Bet ween 1980 and 1988 a total of 32 progranms needed | oans and
borrowi ng totaled $24.2 billion.>% Since an aspect of the hypothesis
under investigation is that decreases in IUTU ratios refl ect

consci ous actions to reduce U eligibility (Cases 1 and 2 from
Section I), the pressures for restrictions were probably greatest in
states with the largest financing problens.

0One consistent result was that for states with the small est
decreases in IUTU ratios, the weighted results changed markedly when
California was excluded fromthe data. Because of its size and
because its requirenents becane easier to satisfy in nore recent
years, the exclusion of California made the increases in the
requirements for this third group | arger than when California was
i ncl uded.

1. The thirty-two included 30 states plus the District of
Col unmbia and the Virgin Islands. One analysis of the financing
problemis given in Chapters 1 and 2 of Vroman (1986), op.cit..
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| nformation on U clainms and nonetary eligibility has been
investigated with attention to state-level differences in funding
probl ens. The states were divided into three groups. The fifteen with
t he nost serious problens were identified on the basis of having the
hi ghest borrow ng-to-wages ratios for 1980-1988. Those with the |east
serious funding problens include the thirteen that did not borrow at
all during the 1970s, 1980s or 1990s plus two that had the small est
| oans-to-wages ratios during the 1970s. Fifteen of remaining 21
borrowed | esser ampunts during the 1980s while the other six borrowed
during the 1970s.

Tabl e 9 displays summary information for the three groups of
states with attention to two periods (1967-1980 and 1981-1994) and
the individual years 1981, 1985, 1989 and 1994. The table shows
averages for IUTU ratios and the seven nonetary eligibility variabl es
from Table 8. The fifteen with the nost serious financing problens
are of particular interest. They m ght be expected to show above-
average reductions in IUTU rati os and above-average increases in
nmonetary eligibility requirenents.

The decrease in the average IUTU ratio for these fifteen states
al nost exactly matches the national average decrease between 1967-
1980 and 1981-1994. Their decrease was 0.049 whereas the national
average decrease was 0.051.5% Note that | UTU ratios al so decreased for
t he other two groups of states although sonmewhat | ess for those with
the | east serious financing problems (-.034) and nore for the
internmediate group (-.064). Wthin the 1981-1994 period the |IUTU
ratios follow a broadly simlar pattern for the three groups of
states: declining between 1981 and 1985 and then recovering sonewhat
after 1985. Only for the states with the | east serious financing
probl ens does the IUTU ratio fail to recover noticeably after 1985.

When nonetary eligibility criteria are exam ned, strong
parallels are found for two groups of states: those with the nost

52 The national average decreased from0.386 to 0.335.
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serious and those with the | east serious financing problens. These
two groups of states experienced |larger increases in eligibility
requi rements than the group of 21 states with internedi ate-sized
financing problens. Weeks of earnings required for m ninum
eligibility and for 26 weeks of eligibility were higher during 1981-
1994 than during 1967-1980. Wthin the 1981-1994 period the
requirements for mnimumeligibility increased between 1981 and 1985,
decreased between 1989 and 1994, but 1994 levels still exceeded 1981
| evel s. Earnings needed for 26 weeks of eligibility increased

t hr oughout 1981-1994, and the changes were |arger for these two
groupi ngs than for the 21 states with internedi ate-sized financing
pr obl ens.

Several indicators in Table 9 suggest that benefits have been
consistently | ess accessible and | ess generous in the group of states
with the | east serious financing problens. 1) The IUTU ratio is
consistently | owest for nmulti year periods. 2) The proportion
monetarily eligible is | owest. 3) Indexation of the maxi num weekly
benefit is much | ess prevalent. 4) The maxi rum weekly benefit is the
| owest percentage of the average weekly wage. Thus there is a
suggestion that their avoi dance of borrowi ng during the 1972-1994
period could be partially a consequence of deliberate decisions to
limt the availability and generosity of benefits.

Conversely, the states with the |largest financing problens have
above-average indicators for the proportion nonetarily eligible, the
nunber with indexation (14 of 15 during nost of 1981-1994) and the
| evel of the maxi mnum WBA relative to the | agged average weekly wage.
Recal |, however, that their 1UTU ratio is sonmewhat bel ow the nati onal
average. Their financing problenms of the early 1980s appear to be
associated with high U paynent |evels but not with unusually | arge
caseloads relative to total unenploynent. Finally, the presence of
financing problenms in these states is not associated with unusually
| arge restrictions on nonetary eligibility, at |east not for the
eligibility indicators exam ned in Table 9. For nobst indicators the



51

patterns of change were quite simlar for the states with the nost
serious and | east serious financing problens.

Mul tiple regression analysis generally confirmed the patterns of
change as described in Table 9. However, one contrast between the
t abul ar display and the regressions nerits notice. For the two
mnimumeligibility requirements, the post-1981 increases were
consistently |argest for the group of states with the npbst serious
financing problems when data were wei ghted by state size.% Oherw se,
t he regression coefficients for post-1981 changes showed that
requi rements increased by about the sanme ampunt for the states with
t he nost serious and the | east serious financing problens, nore than
for the intermedi ate group.

Under Cases 1 and 2 of the cost shifting hypothesis (deliberate
and i nadvertent shifting respectively) the states with the |argest Ul
financi ng problens woul d be expected to make the | argest restrictive
changes in U eligibility and generosity. For the nonetary
eligibility requirenments exam ned here, only one set of patterns were
observed for these fifteen states that suggested unusually | arge
increases in requirenents, i.e., mninmnumeligibility requirenments in
regressions with weighted data. Finally, recall that these 15 states
did not exhibit above-average decreases in |UTU rati os.

| V. Receipt of Welfare by State

I f cost shifting has occurred, state-level data on the receipt
of welfare benefits could provide persuasive evidence. States where
| UTU rati os have decreased the nost may have experienced above-
average increases in welfare caseloads. The Urban Institute’'s TRI M
model was utilized to exam ne casel oads and participation rates for

58 This result held both when California was included and
excluded fromthe states with the | east serious fundi ng probl ens.
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three wel fare prograns: AFDC-Basic, AFDC-UP (unenpl oyed parent)® and
Food Stanps. Sinulations of eligibility and receipt of welfare
benefits were conducted for the years 1979 to 1993.

The TRIM? npodel and state-level estimates

TRIM2 is a static mcrosinulation nodel devel oped at the Urban
Institute during the 1980s based on earlier nodelling extending back
to the late 1960s.% The nodel operates with micro data fromthe
Current Popul ation Survey (CPS) to sinulate details of individual
cash and in-kind transfer paynent prograns. Three npdul es used in
this report sinmulate eligibility for the AFDC-Basic, AFDC-UP and Food
Stanp prograns. Eligibility is sinmulated by conbining TRIM' s
detailed state-level rules on programeligibility with income and
fam |y conposition data as reported in the CPS. The ratio of actual
recipients to TRIM2 sinulated eligibles yields estinmted
participation rates.

The AFDC-Basi c, AFDC-UP and Food Stanps prograns are
particul arly rel evant because a neasurable mnority of recipient
fam | ies has at | east one nenber actively engaged in the | abor
mar ket. For the fifteen years 1979 to 1993 the average proportion of
househol ds with at | east one working nmenber were as foll ows: AFDC-
Basic - 0.160, AFDC-UP - 0.381 and Food Stanps - 0.360. Thus an
unenpl oyed worker ineligible for U mght apply for and receive
benefits fromone or perhaps two of these welfare prograns. The AFDC-
UP and Food Stanps progranms would seemto be especially rel evant

gi ven the higher likelihood of |abor market attachment anpng
reci pi ent households. TRIM2 was exam ned to count eligible fanlies,

54 AFDC- Basi ¢ pays cash benefits nmainly to fam lies headed by
wonmen and accounts for roughly 90 percent of AFDC casel oads. AFDC- UP
is available to two parent famlies where at |east one adult
denonstrates recent | abor market attachment.

5 See Linda G annarelli, “An Analyst’s Guide to TRIM2: The
Transfer Income Mddel, Version 2,” (Washington, D.C.: The Urban
Institute, 1992) for a description of the capabilities of TRIM,
details of the individual sections (nodules) and nodel use.
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persons and the dollar anmounts of benefit entitlenents.>®

To undertake the TRI M2-based anal ysis, a nunber of problens had
to be addressed. Program data for certain years were not avail abl e.
Speci fically, dollars of AFDC-UP benefit paynents were not avail able
prior to 1985, and the number of Food Stanp househol ds was not known
for 1979.

Since the CPS sanple has 55,000 househol ds nati onw de, the
sanpl e sizes by state were often quite small. Small sanples produce
consi derable statistical “noise” in state-level estimtes. This noise
problemis nost severe for the smallest states and for the AFDC- UP
programin all states. In 1993 when AFDC-UP was present in all 51
“states” (including the District of Colunbia), the total nunber of
sinmul ated eligible households was only 766 or an average of 15 per
state. To help address this noise problem the analysis enphasizes
results based on three consecutive years of data. Even with
averagi ng, however, the state-level estimates of eligibility still
contain a sizeable random conponent.

A technical problemrelated to the processing of CPS data in the
early 1980s should also be noted. Starting in 1981, the coding of
fam | ies and househol ds was inproved to recognize sub-famlies
previously included within | arger household units but not
differentiated.® By 1982 these changes added about 1.0 million sub-
famlies, bringing the total to about 2.0 mlIlion, and roughly half
of the added units were eligible for AFDC-Basic benefits. The TRI M
estimates of eligibility for 1979, 1980 and 1981 were adjusted to

%6 The particul ar nmeasures to be enphasi zed here are cal endar
year nonthly averages of famlies and persons and total annual doll ar
amount s of benefits.

57 A specific exanple would be an unmarried adult daughter
living with parents and nother of a young child. Previously the wonen
and child were grouped with other famly nenbers and not recognized
as a sub-famly.
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account for this change in CPS data handling. %

I n considering the 1979-1993 tine series for welfare prograns,
two i mportant |egislative changes should al so be noted. 1) After
Ronal d Reagan’s el ection of 1980 there was national |egislation that
restricted eligibility for both AFDC and Food Stanp benefits. The
changes becane effective during 1982 but then were partially reversed
during the next two years. The nunmber of recipients of AFDC-Basic and
Food Stanp benefits declined in 1982 even though unenpl oyment was
hi gher than in 1981. These changes had the largest eligibility-
reducing effects on AFDC fam | i es where one or nore nmenbers worked. %°
2) In October 1990 the AFDC- UP program became mandatory for al
states and caused an increase in AFDC-UP casel oads starting in 1991.
For states that introduced AFDC-UP in 1991, however, participation
rates have consistently been nmuch |lower than in states that
previ ously of fered AFDC- UP. 80

Welfare benefits in three prograns
Tabl es 10, 11 and 12 summari ze i nformation on the recei pt of
benefits fromthe AFDC, Food Stanps and Medicaid prograns

58 The adjustnments which increased the nunmber of eligible units
by 14.1 percent in 1979 and 1980 and by 3.4 percent in 1981 were
based on a report by Patricia Ruggles and Richard M chel,
“Participation Rates in the Aid to Fam lies with Dependent Children
Program Trends for 1967 Through 1984,” The Urban Institute, (1987).
Their report discusses the change in the CPS data handling and
evaluates its effect on estimated eligibility and participation rates
in the AFDC-Basi c program

59 See Chapter | of LaDonna Pavetti, “The Dynamics of Welfare
and Work: Exploring the Process by Which Women Work their Way O f
Wel fare,” Ph.D. Thesis, Kennedy School of Governnent, Harvard
University (1993).

60 The nunber of state-level prograns increased from28 to 51 in
Cct ober 1990. For an analysis of the effects on casel oads see Gregory
Acs and Linda G annarelli, “An Evaluation of the Aid to Famlies with
Dependent Children Unenpl oyed Parent (AFDC-UP) Program ” draft
report, (Washington, D.C.: The Urban Institute, October, 1995).
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respectively. Conparisons of beneficiaries, participation rates and
total benefits are made for three year periods: 1979-1981 to 1991-
1993 for AFDC and Food Stanps and 1984-1986 to 1991-1993 for
Medi cai d. The tabl es summari ze the experiences of eighteen big states
and three aggregations of states: by Census Division, size of
decrease in IUTU ratios and the size of U debts. The latter are the
t hree-way groupi ngs previously analyzed in Section I1l. The eighteen
states represented 70.9 percent of U taxable covered enploynment in
1994. Their experiences dom nate the nationwde U S. totals for Ul
and wel fare prograns. 6

After exam ning data on AFDC- UP casel oads and partici pation
rates it was decided to exclude this conponent of AFDC fromthe
present analysis. The reason was that the underlying data have very
high | evels of statistical “noise” due to small sanple sizes.
| nterested readers can exam ne Table A2 of Appendix A for summary
data on this elenment of the AFDC program

Each tabl e denonstrates that growth in wel fare casel oads and
expenditures varied widely over the period from 1979 to 1993. Table
10 shows that AFDC-Basic casel oads and participation rates increased
the nmost in the West South Central and Mountain divisions while
little change occurred in the four divisions of the North East and
M dwest. Thus while the national participation rate for AFDC-Basic
i ncreased only nodestly between 1979-1981 and 1991-1993 (from 0. 806
to 0.834 or by 3.5 percent) the average participation rate increased
by 20.2 percent in the West South Central states (from 0.635 to
0.763) and by 30.2 percent in Muntain states (from0.719 to 0.936).
Above- average popul ation growth and i ncreased participation rates
both contributed to the growmth in casel oads and total benefit
payments in these areas.

AFDC- Basi ¢ casel oad growth over this period can be summuari zed as

61 Appendi x A in an unpublished version of this report presents
sunmary detail for every state on total unenploynent, insured
unenpl oynent and wel fare casel oads. Tabl es Al- A5 of the present
report shows three year averages of participation and benefit
paynments for AFDC, Food Stanps and Medi cai d.
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a process whereby states and regions with the | owest participation
rates experienced the | argest proportional increases. Six of the

ei ghteen states had participation rates below 0.700 in 1979-1981, but
that only one (Indiana) had a simlarly |ow participation rate during
1991-1993.

A maj or reason for exam ning state-level data was to observe
possi bl e differences across states ranked by the size of the decrease
in the IUTU ratio. Note in Table 10 that all of the AFDC-Basic
casel oad growth has occurred in states other than the fifteen where
| UTU decreased the nost.®% When participation rates are examn ned,
states in all three groupi ngs show nodest increases.

For all six states fromthe top group note that participation
rates in AFDC-Basic were quite stable over the period, decreasing for
four and increasing for two. The | argest change was the 7.4 percent
reduction in New Jersey.

Per haps the nost dramatic finding is the conparative increases
in total AFDC benefit paynents for the three groups of states. Those
where | UTU decreased the nost had total benefits increases of 43.4
percent conpared to 89.4 percent for the mddle twenty-one and 139.7
percent for the bottomfifteen. On average, the states where AFDC
costs have increased the nost have been those where | UTU decreased
t he | east.

The bottomrows of Table 10 sunmari ze experiences for states
grouped by the size of U debts fromthe 1980s. Here the increases in
AFDC participation were largest in states where Ul debt problens were
the |l east serious. Their average participation rates in AFDC-Basic
increased by 10.6 percent whereas the changes for the other two
groups were both close to zero. Average participation rates for al

62 Recall that Table 6 displays states arranged according to the
size of the decrease in |IUTU between 1967-1980 and 1981-1994. For the
top fifteen states the average decrease was -0.111 conpared to -0.047
for the mddle 21 and +0.005 for the bottomfifteen. For these three
groupi ngs the decreases in the sinple averages of |1UTU from 1979-1981
to 1991-1993 were -0.071, -0.036 and -0.020 respectively, i.e., the
sane ranki ngs.
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three groups are quite simlar in 1991-1993. Note also that the
percent age change in total AFDC benefit paynents was |argest for the
states with the | east serious U debt problens and snmallest in states
with the nost serious U debt problens. The increases were 153.0 and
43.0 percent for the two groups respectively.

From this exam nation of AFDC it appears the explanation for
growth in casel oads and costs is related to a “catching up” phenonena
wher eby participation has increased nost in states and areas where
participation was the | owest during 1979-1981. When participation
rates for individual states and groups of states are exam ned, they
are nmuch nmore simlar in 1991-1993 than they were during 1979-1981.

Tabl e 11 summari zes experiences with the Food Stanps program
Nati onw de, the participation rate increased from0.537 in 1979-1981
to 0.607 in 1991-1993. In this programthree Census Divisions were
characterized by |low participation during 1979-1981: the Wst North
Central, West South Central and Mountain divisions. Respectively
their average participation rates were 0.358, 0.458 and 0.403 in
t hese years. Note how participation rates for these three divisions
increased the nost so that by 1991-1993 all stood within 0.038 of the
nati onal average.

When states are ranked by the size of the decline in IUTU al
three groups show increases in participation, but the | argest
increases are for the “Mddle 21" grouping (20.8 percent). The top
and bottom grouping of 15 experienced sinm | ar average percentage
i ncreases in Food Stanps participation.

State-level detail shows that Food Stanps participation rates
were relatively stable in the “Top 15" group with three of the
group’s six largest states having | ower participation rates in 1991-
1993 than in 1979-1981. Participation rates increased the nost in
Washi ngton, Virginia and Texas, three states where participation in
AFDC- Basi ¢ (Tabl e 10) al so i ncreased sharply.

The aggregate budget inplication of growth in Food Stanps
casel oads per se is not an issue because benefits are fully federally
financed. Note that the growth in Food Stanps casel oads and in total
benefits were largest in the fifteen states where | UTU decreased the
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| east (52.4 percent and 183.1 percent respectively) and smallest in
the fifteen where | UTU decreased the nost (14.1 percent and 122.6
percent respectively).

The bottom of Table 11 sunmarizes the experiences of states
grouped by the size of U debts fromthe early 1980s. Here the
obvi ous pattern is the simlarity of the “Top 15" and the “Bottom 15"
in casel oad growth, growh in participation rates and growth in total
benefits. The m ddl e group experienced smaller increases across al
three welfare indicators. Earlier experiences with U debts fromthe
early 1980s have no obvious link to growth in Food Stanps utilization
for the time period covered by Table 11.

The Medi cai d experiences of the states as summari zed in Table 12
parallel earlier findings from Tables 10 and 11. The | argest growth
in casel oads occurred in the South Atlantic, East South Central, West
South Central and Mountain divisions. For all states and groupi ngs of
st ates, however, Medicaid growth has had major fiscal inplications.
Nati onal average growth in total benefits was 173.9 percent between
1984-1986 and 1991-1993. For the eighteen individual states, growth
in benefit payouts ranged froma |ow of 90.0 percent (M nnesota) to a
hi gh of 335.7 percent (Florida). The absolute levels of the outlays
and the attendant state shares are very | arge.

When the growth in casel oads and benefits are exam ned for
states according to the decrease in IUTU, the growth was sonmewhat
| ower in states where | UTU decreased the nost. However, the three
averages for total benefit increases are not that different: 165.4
percent, 181.9 percent and 180.8 percent for the Top 15, Mddle 21
and Bottom 15 respectively. Except for New Jersey, all states where
growt h exceeded 200.0 percent were in the m ddl e and bottom groups of
decreased 1 UTU rati os.

The bottomthree rows of Table 12 sunmarize experiences of the
states with U indebtedness of differing severity. As with AFDC, the
| argest growth in Medicaid costs occurred in states with the | east
serious U debt problenms and the smallest growth was anong states
with the largest U debt problenms. Again, however, the differences in
Tabl e 12 are conparatively nodest ranging from 164.2 percent to 180.6
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percent. Al three groups witnessed major increases in Medicaid
costs.

VWhile the data in Table 12 show growth in total Medicaid costs
(as was the data on AFDC in Table 10), there clearly are major fiscal
inplications for the states for their shares of Medicaid costs.
Bet ween 1979-1981 and 1991-1993 the state share of Medicaid grew from
$17.6 billion to $48.2 billion, or by $30.6 billion.®% Conpared to the
$1.7 billion of state savings on U costs nationw de caused by the
reduction in the IUTU ratio (as estimated earlier, page 29), the
contrast in orders of magnitude is sobering. It is difficult to argue
t hat inducing U claimnts onto welfare roles would save noney for a
Sstate once Medicaid costs are factored into the cal cul ati on.

Sunmar y
The precedi ng anal ysis of welfare casel oads and benefit outl ays

enphasi zed state-level experiences. Data for individual states and
groups of states show a wi de diversity of experiences. However, no
associ ati on was found between decreased availability of U benefits
(as signaled by a reduction in the IUTU ratio) and increased
utilization of welfare. In fact, welfare casel oads and participation
rates have been npbst stable in states where | UTU ratios have
decreased the nost. Welfare participation rates have changed with

bi gger increases observed for Food Stanps than for AFDC. However, a
maj or factor driving growth in welfare casel oads appeared to be a

| evel ing-up of participation rates anong those eligible for welfare,
i.e., the largest increases occurred in states where participation
rates were the lowest in 1979-1981.

Two factors appear to lie behind growh in welfare caseloads in
states where growt h has been nost rapid: 1) popul ation growth and 2)
increased participation rates anong eligibles. States |ike Florida,
Texas, Virginia and Washi ngton experienced especially rapid increases
i n casel oads.

63 This is a calculation by the author using the averages in
Table 12 ($39.996 billion and $199.468 billion) assum ng a state
share of 44 percent for both periods.
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Of the welfare prograns exam ned here, the budget inplications
of Medicaid growth are of much greater inportance to states than
growth in AFDC. All states have cone under fiscal pressures due to
growth in Medicaid costs. Nationwi de, the growmth in state-financed
Medi cai d costs exceeded $30 billion between 1979-1981 and 1991-1993.
For the group of 18 large states exam ned here, total Medicaid costs
grew by at |east 90 percent over this period and for eight states the
growt h exceeded 200 percent. Shifting U claimnts to wel fare when
Medicaid is an element of welfare costs is not rational. Because the
cost shifting hypothesis has not explicitly considered Medicaid, it
has omtted the nost inportant elenent of state welfare costs.

V. Summary and Concl usi ons

Because the report is rather long it will be useful to review
the findings and concl usions fromthe individual sections. Before
descending to the details, however, the principal finding of the
report should be stated. The cost shifting hypothesis that notivated
this study maintains that a part of U costs has been shifted to
wel fare prograns through reduced availability of U benefits. The
driving force behind the shifting could be either state actions
(deliberate or inadvertent) or evolutionary changes affecting U and
wel fare casel oads in opposite directions.

This report conducted three anal yses of the cost shifting
hypot hesi s and found that the hypothesis is not supported. 1) From
t he standpoi nt of state governnent fiscal calculus the hypothesis is
i nconpl ete. Shifting potential U claimnts to Food Stanps woul d
clearly save a state noney since Food Stanps are fully federally
financed. However, welfare recipients often receive benefits from
three progranms: AFDC and Medicaid as well as Food Stanps. AFDC and
Medi caid are partly state financed. The growth in the state-|evel
Medi cai d costs dom nates all of the other (U and welfare) program
costs under consideration in the report. Because Medi caid costs have
been so large and growing so rapidly, it does not seemrational for a
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state to nove Ul claimnts onto welfare

2) The main enpirical evidence supporting the cost shifting
hypot hesis is work undertaken by the staff of the recent Advisory
Counci |l on Unenpl oyment Conpensation. This analysis concluded that 64
percent of the decline in U clains activity between 1971 and 1993
can be explained by growmth in welfare. The principal enpirical
vari able used in a pool ed regression analysis was annual per capita
Food Stanp expenditures. Chapter | reviewed this study and nade
criticisms of the logic and the specification of the analysis. At a
m nimum this evidence adduced to support the cost shifting
hypot hesis i s not persuasive.

3) New anal ysis of state-|level data on reductions in U clains
and increases in the utilization of welfare did not support the cost
shifting hypothesis. The states where U cl ains decreased the nost
did not exhibit above-average increases in utilization of welfare.

The state-level analysis was based partly on the Urban
Institute’s TRIM2 m crosinul ati on nodel and covered the years 1979 to
1993. Welfare recipiency and benefit payments were exam ned for the
three progranms: AFDC, Food Stanps and Medicaid. The nost rapid growth
in wel fare casel oads was observed in states and regi ons where
participation rates had been | owest during 1979-1981 and where
popul ati on growth was the nost rapid. In many specific instances,
rapid gromth in welfare casel oads occurred in states in the South and
West, states where the IUTU ratio (a principal indicator of Ul
clainms) declined |l ess than or about the sanme as the national average
decl i ne.

To this author these three criticisnms of the cost shifting
hypot hesis are persuasive. It seens nore likely that the states have
not shifted potential U claimnts onto welfare. Other readers my
draw a nore agnostic conclusion. This could provide a reason for
undertaki ng nore research. The place to start any additional work is
with an explicit formulation of the cost shifting hypothesis that has
testable inplications.

The report had other findings that should be noted. 1) A recent
Canadi an enpirical study on the unenploynent-Ul-welfare interrelation
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(summari zed in Section |I) tracked U claimnts longitudinally. It
docunmented the size of the U -welfare interface for job |eavers
during a period when access to U was restricted. After Ul
eligibility was restricted, the proportion of job | eavers who
received welfare did increase, but the increase was rather nodest.
Whi |l e the Canadi an study provides inportant evidence, the federal-
provincial fiscal relationship and related financial incentives are
different fromthose in the US., e.g., U is federally financed in
Canada. This study's relevance lies mainly in its nethodol ogy, i.e.,
t he | ongi tudi nal tracking of the unenpl oyed, rather than
denonstrating the effects of intergovernnental fiscal incentives.

2) Section Il docunented the tinme periods when decreases in Ul
clainms activity and increases in welfare casel oads occurred during
t he past forty years. U clains (represented by IUTU ratios) declined
most during two periods: the decade of the 1960s and the early 1980s.
The declines were larger during the 1960s. G owh in casel oads and
total benefit paynments were also traced for AFDC, Food Stanps and
Medi caid. Growth in welfare program casel oads was not unusually rapid
in periods when |IUTU declined the nost. Casel oads for all three
wel fare progranms grew rapidly after 1989, but this was a period when
U casel oads were, if anything, higher (not |ower) than expected
based on caseloads fromearlier in the 1980s.

3) A regression analysis was conducted in Section Il to exam ne
decreases in U claim. The estimted size of the reduction was found
to be sensitive to the estimtion period, inclusion of state-I|evel
wei ghts as controls and the choice of the dependent vari able.
Conparing 1981-1994 with the earlier 1967-1980 period, receipt of Ul
benefits was estinmated to be 8.3-8.7 percent | ower during 1981-1994.

4) Section |11l used descriptive data and regressions to
characterize the size of the decrease in U clainms for each state. A
wi de range of state-level decreases was identified. For the fifteen
states with the |l argest decreases, the IUTU ratio declined by an
average of 0.111. For the fifteen with the smll est decreases, the
change in I UTU averaged al nost exactly zero. Section Il also
exam ned whether U nonetary eligibility requirements had increased
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more in states with the | argest decreases in U clainms and/or in
states whi ch experienced the |argest U financing problens during the
early 1980s. Monetary eligibility requirenents did not exhibit
unusual ly large increases in either grouping of states.

5) A state-level analysis of AFDC, Food Stanps and Medicaid
reci pi ency was undertaken for the period 1979 to 1993. Detail ed
results of this analysis are presented in Section IV and in Appendi x
A. For all three welfare prograns, simlar findings were observed on
the relation between changes in the receipt of U benefits and the
recei pt of welfare. The group of 15 states where Ul recipiency
declined the nost (as reflected in IUTU ratios) had the small est
increases in welfare casel oads and associ ated costs. In contrast, the
fifteen states where | UTU rati os decreased the | east had the | argest
increases in welfare caseloads. Details for individual states were
di splayed in Tables 10, 11 and 12 and with supporting Tables Al-A5 in
Appendi x A. An unpublished version of this report also presents a
state by state graphical analysis of unenploynent and wel fare
casel oad growt h between 1979 and 1993.



Year

1956
1957
1958
1959
1960
1961
1962
1963
1964
1965
1966
1967
1968
1969
1970
1971
1972
1973
1974
1975
1976
1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1901
1992
1993
1994

Avg.
1967-94
1967-80
1981-94

Source: U.S. Department of Labor, Bureau of Labor Statistics and Unemployment Insurance Service.

TUR

41
4.3
6.8
5.5
55
6.7
5.5
5.7
52
4.5
3.8
38
36
35
49
59
5.6
4.9
5.6
85
7.7
7.1
6.1
5.8
7.1
7.6
9.7
9.6
7.5
7.2
7.0
6.2
5.5
53
55
6.7
74
6.8
6.1

6.4
5.7
7.0

TU-a

2750
2859
4602
3740
3852
4714
3911
4070
3786
3366
2875
2975
2817
2832
4093
5016
4882
4365
5156
7929
7406
6991
6202
6137
7637
8273
10678
10717
8539
8312
8237
7425
6701
6528
6918
8482
9452
8788
7996

6839
5317
8360

Table 1. National Data on Unemployment and Ul Claims, 1956-1994.

1)

1212
1447
2513
1665
1903
2271
1765
1772
1571
1293
1029
1171
1079
1065
1762
2102
1800
1578
2202
3900
2922
2584
2302
2372
3305
2989
3998
3347
2434
2561
2607
2265
2048
2118
2479
3291
3190
2640
2608

2454
2153
2755

AWK

1022
1235
2226
1464
1647
1994
1516
1531
1362
1119
884
1004
922
905
1495
1806
1529
1337
1843
3325
2411
2141
1905
2004
2831
2580
3533
2969
2118
2260
2307
1998
1787
1848
2197
2943
2845
2370
2323

2126
1818
2434

IUTU

0.441
0.506
0.546
0.445
0.494
0.482
0.451
0.435
0.415
0.384
0.358
0.394
0.383
0.376
0.430
0.419
0.369
0.362
0.427
0.492
0.395
0.370
0.371
0.387
0.433
0.361
0.374
0.312
0.285
0.308
0.316
0.305
0.306
0.324
0.358
0.388
0.337
0.300
0.326

0.365
0.400
0.329

AWKTU

0.372
0.432
0.484
0.391
0.428
0.423
0.388
0.376
0.360
0.332
0.307
0.337
0.327
0.320
0.365
0.360
0.313
0.306
0.357
0.419
0.326
0.306
0.307
0.327
0.371
0.312
0.331
0.277
0.248
0.272
0.280
0.269
0.267
0.283
0.318
0.347
0.301
0.270
0.290

0.315
0.339
0.290

AWKIU

0.843
0.853
0.886
0.879
0.866
0.878
0.859
0.864
0.867
0.865
0.859
0.857
0.854
0.850
0.848
0.859
0.849
0.847
0.837
0.853
0.825
0.829
0.828
0.845
0.857
0.863
0.884
0.887
0.870
0.882
0.885
0.882
0.873
0.872
0.887
0.894
0.892
0.898
0.891

0.864
0.846
0.883

a- The 1990-1994 estimates of TU incorporate 1990 Census-based population controls.

IUTU
5YrAvg

0.499
0.491
0.492
0.485
0.486
0.495
0.484
0.462
0.455
0.433
0.409
0.397
0.387
0.379
0.388
0.400
0.395
0.391
0.401
0.414
0.409
0.409
0.411
0.403
0.391
0.384
0.385
0.373
0.353
0.328
0.319
0.305
0.304
0.312
0.322
0.336
0.343
0.342
0.342

IUTU
5YrChng
5YrAvg

0.029
0.000
-0.020
-0.033
-0.019
-0.004
-0.008
-0.031
-0.029
-0.053
-0.086
-0.086
-0.075
-0.077
-0.045
-0.008
-0.002
0.004
0.022
0.025
0.008
0.013
0.020
0.001
-0.023
-0.024
-0.024
-0.037
-0.050
-0.063
-0.065
-0.080
-0.069
-0.041
-0.006
0.017
0.037
0.038
0.030



Equati on and Const ant
Dep Var
Data Period 1967-1989
1. 1UTU Macro 0. 3812
(35.3)
2. 1 UTU Macr o, 0. 3799
Fi xed W (28.0)
3. IUTU State, 0. 4040
Fi xed W (40. 2)
4, AVWKTU Macro 0. 3273
(41.5)
5. AVWKTU Macro 0. 3252
Fi xed W (31.3)
6. AVWKTU St ate, 0. 3452
Fi xed W (35.3)
7. AVWKI U Macro 0. 8586
(104.1)
8. AWKIU State 0. 8253
Fi xed W (139.8)
Data Period 1967-1994
9. 1UTU Macro 0. 3917
(32.8)
10. 1 UTU Macr o, 0. 3896
Fi xed W (28.6)
11. 1UTU State, 0. 4096
Fi xed W (44.3)
12. AVWKTU Macro 0. 3374
(34.9)
13. AVKTU Macr o, 0. 3334
Fi xed W (30.3)
14. AVKTU St at e, 0. 3488
Fi xed W (38.4)
15. AWKI U Macro 0. 8607
(106.0)
16. AWKI U State 0.8221
Fi xed W (138.7)
Sour ce:

Tabl e 2.

Regr essi ons Expl aining U

is the absol ute val ue of
1967 to 1989.

TUR

0.0293
(11.8)

0. 0269
(8. 6)

0. 0185
(7.7)

0.0263
(14.5)

0.0242
(10.1)

0.0176
(7.5)

0. 0030
(1.6)

0. 0065
(4.6)

0. 0294
(10. 6)

0.0271
(8.5)

0.0199
(9.2)

0.0264
(11.7)

0. 0242
(9. 5)

0.0194
(9.1)

0.0028
(1.5)

0.0078
(5. 6)

Regr essi ons based on annua
its t

ratio.

TUR
Lagged

-0.0271
(10. 5)

-0. 0254
(7.8)

-0.0183
(7.5)

-0. 0254
(13.5)

-0. 0240
(9.7)

-0.0173
(7.3)

-0. 0055
(2.8)

-0. 0034
(2.4)

-0. 0291
(10. 5)

-0.0273
(8.6)

-0. 0207
(9. 6)

-0.0273
(12.1)

-0. 0256
(10. 0)

-0.0198
(9. 3)

-0. 0056
(3.0)

-0.0041
(3.0)

(nationa

Cl ai ns and Beneficiary Rates,

D1981

-0. 0707
(11. 4)

-0. 0558
(7.2)

-0. 0492
(7.5)

-0.0471
(10. 5)

-0. 0308
(5.2)

-0.0311
(4.9)

0. 0384
(8. 1)

0. 0339
(8.8)

-0. 0630
(10. 4)

-0. 0495
(7.2)

- 0. 0466
(8.5)

-0. 0388
(8.0)

-0. 0261
(4.7)

-0. 0274
(5. 1)

0. 0427
(10. 4)

0.