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THE PLACE OF DEPENDENTS" ALLCHANCES,
T AND THE DRFTRITIUN GF "DEPENDERT™

Bv: Phrllis H. Fineshriber zmd
Marparet M. Dahm

_ The Mafional Commission on Uremplament Compensgdion Ams eom-
missfomed 4 sesies of mesparch Afidied on hey Jsdudd v unemplog-
mend Orduraree.  The deffoming summaty of Dhe Netienad Commiision’a
Study of Pegendency Bewmegifs was prepared by Jomes Phiflips of fhe
Divisdon of Plamming and Resesurh,

THE BEPERDENCY BEREFITS [3SUE

Historically, the unemployment insurance program was desfgned to provide
individuals who Tost thelr jobs through ne fault of their own and who were attached
ta the 1abor force a replacement of their previous wages large enough to enzhle them
to meet the costs of Tife's necessities while avoiding payment of benefits that wouTd
diseoirzge their fncentive to seek work. From its inception in the United States in
1535 UI has been wage-related insurance provided as a matter of right; no questigns
were asked concernming a clafmant's other income, expenditures, or assets. These
features sorved to distinguish UL from welfare, wiich seeks to estabiish need basad

on the finencial and familiar responsibilities of potential recipients.
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Dependents' allowances wers gererally rejected by the framars of the I
system because they introduce a needs test into a wase-related program, but never-
theless, are currantly paid by twelve states. These provisions differ with respect
to both the definition of compensable dependant and the method of determining the
amcunt of the allowance. Dependents have always been restricted to spacified relations
of the claimant in ovder to simplify administration, In all fwelve states there is
a requiremant that the axtent of iupport be more than half ar "whelly or mostly. "

Seven states provide Tor 4 spouse to he a dependent, Eight states add a fiscal amount
for each dependent up to some doilar maximum while two 1imit benefits to the basic

me T mum.

ARGIMENTS IN FAYOR OF DEPENDENCY REMEFITS

The principal argument in favor of the dependency bemefits proyisian is that
Tndividuals with dependents spend a greater proportion of their wages on living costs
than when only one worker is supported and, therefore. should be entitled te higher
benefits. Proponents.arque that "need" in the rvalfef sense is not really used, since
the claimant is presumed to require more benefits, while no inguiry into the claimant's

personal affairs is made.

ARGUMENTS AGAIKST DEPENDEHCY BEMEFITS

Cpponents of the concept of dependency benefits point to the fact that they
fntraduce a needs test into a wage-retfated program. The beneficiary's previous standard
of 1ving was btased on his wages, which did not reflect the mumber of his dependents.
Further, bacause some degres of s.ur.-purt is always stﬁ‘pulated. inquiring into the claimant's
finances must be wade In order to avold payments to ineligible individuals., Alsp, those

states that pay dependency benefits are clustered at the Tow end of tha scale fn terms
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of the maximum wage-replacement parcentaga. It 15 also clear that this provision dis-
criminates against women cliaimants, whose genarally lowsr wages make 1t dffficult for
them to meat the statytory requirement of providing more than 50 percent of the support
of dependent children. Further, admninistrative procedures in most states provide for
considerably more ftnquiry of woman in cases of guestionable eligibility. In fact,
during 1977, only 17 percent of women but 48 percent of male claimants received depand-

ency henefits 1n the states previding tham.

CONCLUSIGN

The authors urge the Nationa? foemmission on Unemployment Insyrance to rejeci
the concept of depandency benefits as dinappropriate in a wage-ralated social insurance
program. Those states that continue to pay them should folTow certain principles:
{1} basic benefits should be adequate in the absance of tha allowances; [2) tests
to deterwing the dependency of & spowse should be 1fberalized; (3} other relatives
such a3 parents and sibilings should be ingluded in the definition of dependent; and

{4} meximum benefits should $tilT be somewhat less than the claimant's previous wages.
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FINANCING AMERTCA'S
) TIEATION
PROGRAM

TY: Ionald L. Piefenbach

The Anerican vnempiovment insurance [UI) system has been the subject of contro-
varsy and debate singce fis emactment in the 1830's. The focus of papular debate has most
often centared upon the contvoversial berefft isslues of fraud, matingering, escalating
weakly benafits and the duration of benefits. In recent yeavs, howewer, the problem of
how to finance the program has emerged as a most pressing concern.  Mearly half of the
states have completely exhausted all trust fund reserves and have been forced to borrow
large sums of money in order to confinue paying benefitd to the unemployed.,

This report will review the berefit financing problem, identify major taxation

t4sues, enumerate policy options and offer specific recommendations appropriate to the
times and to Mmerican traditions in fimancing this social insurznce program.

The attached summary of Financing America's Urnemployment Compensation Program
outlines major findings and recommendations of the ztudy.  The Tull study will be distri-
buted by the Y. 5. Department of Labor later this year, This study will be listed in the
Income Security Bibliography for tirculation to Department of Labor and Industry staff as
soon as possible.
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Financing America’s

Unemployment Compensation Program
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The tax structure which is used for financing fmerica's
Uremployment Lompersation program is inadequate. During
the recessions of the 1970's, half of lhe stales exhausted
their unemployment trust funds. As we face & thivd major
recession in this decade, 17 states are sti11 in debt,
Major structural improvements arve needed in the system for
fingncing this important social iasurance program.

The following questions and anstwers summarize major Findings
and recormendations of the study,

=

What £a the owffook negarding jufure uremploymend
brrefif cosfs?

A. Benefit ¢osts during the next decade may run 20%
to 32% above historic costs.

0. What Lo the extent of the UnempPogneat Compensaiion
Dbty

A, There are two separate debtz. A state debt of 5
billign owed by 17 different states and a Yederal debt
of 58 billion owed collectively by covered empluyers
in atl af the stales.

fps]

How &lewdd fhe Stafe UT debd be nepaid?

A. Under current law, outstanding state loans nf 45
billion will be repaid throur' annwally escalating
federal unemployment tax rates of 0.23%, 0,8%, 0,53,
1.2% and beyond,  These pending federal tax rate
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increases have discouraged unemployment compensation

tax veform at Lhe state level. Indeed, state leqis-
latures would be well advised to refrain from iwmposing
additional state unemploymenl Laxes when ergess Pederal
unemployment taxes of 1.3%, 0.6%, 0.9%, 1.2% and beyond

are scheduled to take effect in future wears. This

repart proposes that loans should be repaid at an annual
rate of 0.2%, Undey this plan, structural veform at

the state level would be encouraged, rather than discours
aged., For instance, the Toan rapayment rate would remain
constant at J.2% in states which maintatned solvency finang-
ing: the rate would escalate only in states which continued
borrowing in future years.

How showfd the Fedenaf UT debi be nepadd?

Inder current law, cutstanding federal Toans of

$8 billion will be repaid through an excess FUTA

tax of .29 on covered enmployers in 211 states,

This charge will continue through much of the 1930's,
Thvis debt, which relates to extended benefif dur-

ations during national recession, should be financed
retrpactively through general revenues. 7This financing
proposal has been endorsed by the National Commissicn on
Unemployment Campenszation.

o Should beat the costs of exfended Donefits
bewond T4 waeha?

[xtended benefits costs related to eccomomic pecession
are bavond the control of individual employers and
states. Benefit costs beyond 76 weeks should be
funded out of goperal revenues. AL the very least, -
extendad benefit payments forced wpon the states
during pericds of a national “on" trigger should be
financed out of general rewehues,

Ts a federad faxabfe wage base of $6000 adequats
dox the fufure?

No. Benefit and Admintstrative costs are escalating
with inflation rates of 10% and more. By 1980, under
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a fixed taxable waoe base of $6000, lesz than 50% of
total payrolls wiil be subject fo whemployment insor-
ance taxes, In contrast, &1% of payralls were taxcd
in 19603 93% of payrolls were taxed in 1940, The
federal taxable wage base should be redefined from a
fixed value of $6000 to a variable value of 70% of
the national average annual wage in coverad employ-
ment: under this rule, the federal taxable wage base
would have been $8000 in 1579,

fhaz poliey aporoach seeufd be wsed Lo temedy The
jirnancing shontialfs of the cwwnent sysdom?

Legisiative action is required at both the federal

and state Tevels. In addition to the federal Teqgis-
Tative proposals outlined above, all state wnemploy-
ment insurance azgencies should define and adopt a

Tang range Financing plan. Thiz report will help

state policymakers in this task. The report devotes 4
chanter to the issue of "Lony Range Financial ®Tanning".
In addition, another chapter ot the report defines "key
Rlements of Tax Structure Adequacy™ to guide state
policymakers inm designing custom systems to meet indi-
widual state financing needs.

What are the paespects fon comprelensdve apemofagmend
compeasdtion redonm da Lho wean gufune?

Unemployment Compensation Reform is & perennial issue
in The Congress and in The State Legislatures. Sub-
stantive chanaes in the program, howewver, are few and
far between., The vecent establishment of The National
Commission on Unemployment Conpensation, Chaired by
former HEW Secretary Wilbur Cohen, has given the issue
of unemployment compensation reform 8 high deqree of
visthility and & new sepse of urgency.. The time is
ripe for unemployment compensation reform; the need

ig prescing. The prospects for comprehensive unemploy-
nent compensation reform within the next three years
are excellent.

In conclusion, it is emphasized that the financial irbals
ances which persist today can he remedied through in-
creased taxes, reduced benefits or a4 combination of

the two. In additien to the taxation reforms suggested
above, there is an equally if not more comzelling mecd

t0 restructure the benefit side of the program, to

reduce Traud and abyse of the system and to improve

the guglity of job placement and unemployment henefit
services which are providad to American Workers,
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T auddition Lo the mafor Lisues summanized on the preceddnmn pages,
Finanoing Ametdca’s Unempfoument Compepsation Progiam addhesszs
TEHY GTREL A8 SUEs, LRCAWOngG :

R & Y & ¥ R O F & & ok % & K F N K ¥ o2 % & F X ox % OF ¥ N & & ¥ o2

. COUNTEECVOLICAL FINANCING: A hiohly efiective countoncacfionl
Jindncing Ayafem Nah el £ be imofemented by ang of fhe sfafes.
Thisa ngopnt (Efuafaates fuo modefs of countetcyefioal finanoing
and dimefated lateadlc experience qon sefected Atatfzs fo ALEus-
trato how 4 counderonedioal (dnancdrg dgafem wowdd apeadte.

RAXTMIM TAX WATLS: A grenfon propeation of the dggeegate fox
huadei ancufd ne siiddfed fo employeas who consisdionify genesate
weag gl fouefs o wrnempfownent,  This wepocd iainodieces oo
e exogalence Rating conanpds- - Limided Loabl 848 and Conddmnuows
Ritding--which cowfd be witifized fo atfain o moxe equidable expen-
dexen kating Ausdem.

HINTMUM TaX RATES:  Sfates showdd mod peumdt "zete™ emplonen Zox
tate ahheanmenis ondet $hedn faws; dthe pracdice of "zewn! zake
assiguments L3 dncopsdadend with seciad daswrance phroncindes,

FUND ADEQUACY: The 4odenaf jund adequoey guidedine neoctmiends
fhat sfafos showfd kove bedfween "ore-ang-a-hefy and Shoee” yodns
g recessdonaky Eeveld berefdts atoned £n the fuad. This quidefine
diowdd B revised dowmward.,  Sfoies can vpenade sofuont sgaZems
sty aubstandiafly Loven gesenves than dhose reeesmepnded fn fhe
fedenal pudidefive of dund adegustey.

TAX ATRUCTURE ADPEMUACY: This sepord devefops a mich aeeded
copcant of rax Strdeiuie Adeguacy' which aompfements and

exfends fhe cowcepf of "Fuad Adequacy™,  "Fund Adequacy {ooides
upod #he problem of provdding enough {ueds fooged Thacugh the
next mecesafony Lhe concewt of 'Tex Sfreefune Adeguzoy™ conscders
The Fowe desm, docusd(ne upner dhe orehfem of gedding fhoowst suo-
ceaslun recrsalont and fund seboliding petdods,

COST EMUALTZATION: Thete &4 a2 nzed for somp Eimifed agafem of
cos T pquafizatfion Lo hefp promote financind sfabilify of the
gederaal-asfate waenptopnend Leacrance sgafem.  The oosd cquads-
ration fasue shondd be gfven veay high padfosddy b The Congress,




