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A REVIEMW

Rohart Hukchaens, "D!stributlonml Eaquity in the Urnamaloyment

Insuranca Systen”, Industrial mnd Labor Ealaticny Baview, april
1981,

The study sxamines the diatributlen ofF
urnempelovment insurance benafits atross jncema
clamses. The data usad in the atudy come from a
varaion of the 1970 Brookings Merga file that is
corracted for undarreporting of VI banefits. The
naw data are superior to the sarliar varsian of
the sama #1la, used by Feldstain for a similar
end., Thea prasantly uzed dets are basaed on actual
1570 data (tha 1970 Current Population Jurvey and
1970 Internal Revenrua Servica tax fila) and In
ponsmquenca do not reauirs 'aging' tachnigues.
The nen data presanted =syppert pravious claima
that a lLarge shara of UI benafits flow to middla
and upper incoms sroups., Tha data alse shou,
howkaver; thot sarlier studian undereatimatad tha
axtent te whizh lower income groups banafit from
the prodrow. Alsc the prasant study ameloys s
more sophiaticated correctlon methodology. which
pgrmits the frequancy and laval of underreporting
to wary With an individual's sogiodemograshic
charactaristics.

The pepar invest!gatas whather tha hou=ghald
survey data used in studies such am thi= are 30
flaued by reporting wrrars that thay yield bissad
results. The suthor concludas that such errora
Pava only & minismal saffact. Tha papar closaa with
an aralvais of why uppear incomg graupl recalved a
ruglativaly larga shara of UI beneflts.

Hutchens concludes that his resylts may sarve to
mallify theaa critics wbo would lika the UI
program tp ba more radiztributive.

Tha study presents intarasting snd ussful en-
pirical infarmation shout the distribution of UI
hena?ita amang incoms classes. Howavar thara is
no real discussion of how such re=ults ara to ba
interprated. Rather Hutchans seems content to
work within tha framederh of Feldstein's pramlse
(guotad in the papar} that Ul —-sinca 1t diatortsx
tha allocation of rasource= by incraasing Beth tha
langth sand incidenca of apells of unanplovment-—ia
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quatified only if it meats income redistributicn
obiactivas, Though such = prumiza i3 appealing at
a tima of cuthacks in other sogial walfars
pragrams that parheps were radistributivae, never=
thele=s tha reguiremant that a sinule macial
program must aliways, in liev of mapting an
aconoamie afficieney critarien, sarva this and
maama overly =tringent. It saams to this raviader
that there Wwill always be soma tranatar grograms
that are more redistributive than UI and soma that
-arq laaz, apnd thet tha degrae of radistribution
Wwill provida anly part of the answar to tha rala-
tiva martts of any g¢glven two (or mara) programs.
Would it not ba more reasonablae to inaist that
incoma radistribution analysis i3 conclunivae
by itsglf enly in tha largar contaxt af tha dia-
trihution of pll transfar proprama combined?

mu=Prgpapud by Paul J. Magkin, Divisjon of Research Services.
IS national offlce.
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RESEARCH REVIEW
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JOHN J, HORN, Commimionir

MAR/APR 1981 Ne, 25

Little, Charles B, Socialized Costs & Fund Solvency.
Unemployment Benefit Advisors, Inc. Bulletin No. 124 U.C.
February 3, 1981. 12 pp.

Thig rasearch paper concludes that "inadequate financing of socialized
costs is a major reasen for the current financing problems among the
states, Unlesz this 1a corrected, financial Aifficulties will continue."”

What are Socialized Costs?

Mr. Little defines sociallzed costs as “+home which do not fall on the
individual employer through the operation of the experience rating
gystem...Two principal types af socialized costa oceour: Overdrafts and
noncharges.” (p.l)

"ayerdrafts occur when an employer'as benefit costs are greater than the
sroant Of tax he will be required to pay.” (P.l)

"on-Charges cccur in nearly all states. Benafit paymentz in certain
situations are considered 'beyond the control' of the employer and are
not charged to that employer's experience rating record.,” {p.l)
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Major Types of Socialized Costs Identified

Overdrafts result from each of the following:

1. Maximum tax rates limit liabtlity for some employers. (p.3)
2, Some states write-off porticns of negative balances. {p.2)

3., Pusiness failures. {p.3)

4. Preferential tax rates for certain industries. {(p.53)

Non-charging proviesions vary widely among the ztates:
1. 39 states non-charge benefits paid following a dis-
gualification for woluntary leaving. (p.3)

3. 38 states non-charge benefits paid following a dis-
qualification for misconduckt. (p.3)

3, 15 states non-charge benefits paid following a refusal
of suitable work,

4. The state share of extended benefits are non-charged in
eighteen states, {p.3)

How can Socialized Costs be Reduced?

1. PRaiaing the maximum tax rate, (p.53}
2. Etrieter disgualification proavisions. {p.5)
3. Fewer non-charging provigiona. {p.5!}

4. Tighter administration. [(p.5)
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summary

"phe problem of gsociallized costs must first be identified and then
measured, . .reduction can be accomplished by inereasing the maximum
tax rate and/or by reducing non~charging.” (P.&) "

a2 gacond approach is te develop an orderly procedure for financing
socialized costg...this 1s done in a variety of ways among the states.
Some charge a fiat rate to all employers and others charge in direct
proportion to beneflt experiencs,” (p.§)

1
"Iy reserve ratio stateg, these extra assessments should not be credited
ko the ipdividual emplover's reserve apcount,..If thece extra assess«
ments are added, the employer will eventually earn an artifieially
low tax rate." (p.7)

"Thers will not be any long=term soluticn to the financing problems
facing many state UC systems until a greater effort i=s made to identify,
meagure and pravide adeguate funding for sncialized coste." (p.7)

This ressarch review was prepared by Donsld L. Diefenback,
pEfice of Income Security, New Jexsey Department of Labor and
Industry '



e ]



