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Preface

This book addresses the issue of overpayments and other quality problems in
the unemployment compensation (UC) program. In contrast with previous
treatments of these topics, overpayments are seen as symptomatic of other and
potentially more serious problems that the UC system must confront as it begins
its second half-century. As the title of the book suggests, the major issue ad-
dressed is improving adverse incentives for all UC system participants
(claimants, employers and state UC agencies).

Although many of the ideas expressed in this volume have evolved over near-
ly two decades of involvement in the UC system, this manuscript has been
in preparation since 1984. In 1985 and 1986, a complete rough draft was widely
circulated among state employment security agencies, the U.S. Department
of Labor, the employer community, academic experts and elsewhere. This
distribution not onfy produced useful comments but, together with other fac-
tors, may have set in motion some changes in how the federal-state UC system
actually operates. No matter what the causal forces at work may have been,
the result has been that our description and commentary on current UC system
operations has been in nearly constant need of change since the manuscript
was first drafted.

These circumstances have been particularly evident in the procedures and
policies used by the U.S. Department of Labor to provide administrative fun-
ding for state UC program operations. The chapter on administrative financ-
ing has been completely rewritten on at least four separate occasions to ac-
commodate either proposed or actual changes. We believe that the descrip-
tion and analysis of these and other features of the federal-state UC system
are reasonably accurate as of June 1987. Given the pace of ct.ange in a number
of UC program areas over the past year, however, some parts of our com-
mentary may become dated in the near future.

Our intention in writing this book has been to strengthen the unemployment
corapensation program by highlighting its principal problems and suggesting
reasonable and effective responses. While we believe this effort was an im-
portant first step, we fully recognize that the cooperation and support of all
UC system participants, including federal and state policymakers and ad-
ministrators, will be required if fundamental improvements in the UC system
are to be achieved. It is hoped that some of the ideas in this book will en-
courage improvements in this 50 year old system of support for unemployed
workers.
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1
Introduction

August 14, 1985 marked the golden anniversary of the federal-
state unemployment compensation (UC) program. Such a mile-
stone in the evolution of the employment security system invites
both reflection on past successes and consideratior: of how the
system might be improved to meet present and future challenges.
Both UC benefit. provisions and the labor market within which
the program operates have changed significantly since the
inception of the UC system. Increased coverage of unemployed
workers, higher weekly benefits, and the introduction of various
extended benefit programs have tended to increase UC program
outlays for an:- given level of aggregate demand.! Substantial
changes alsc have occurred in the composition of hoth the
incured and total labor forces. The conceptual distinction be-
tween voluntary and involuntary unemployment—once thought
to be quite clear—has become increasingiy blurred. Further-
more, cyciical fluctuations have become more pronounced, with
the two deepest recessions since the Great Depression recorded
within the past 13 years.

In spite of thie diverse challenges it has confronted, however,
the UC system has retained many of its basic goals and
organizational/operational features. Perhaps the most apparent
impacts of the above changes have been reflected in the overall
volume of UC benefit payments and in the consequent pressures
on UC system solvency. In additior;, there has been increased
emphasis on assessing the labor market impacts of UC benefits

1. Over the past few years the proportiun of all uncmployed persons receiving UC suppon has
declined, and the divergenie between <he total and imsured uncrapluyment rates has been a topic
of increased attention. For a recent survey of this issue, see National Foundation for
Unemployment Compensation & Workers’ Compensation (1986b).

1
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2 INTRODUCTION

and on determining the extent to which UC claimants are eligible
for the support they actually receive.2

This study focuses on a number of issues related to UC
eligibility criteria and the cxtent to which compliance with them
has been and can be enforced. In addition to the program’s 50th
anniversary, several other events also suggest that a major
reconsideration of UC eligibility criteria, enforcement provisions
and administrative practices may be appropriate. Fer example, a
rumber of UC reform proposals have been suggested within the
past few years.3 Beginning in 1984, the U.S. Department of
Labor (USDOL) initiated an intensive effort to design a Quality
Control (QC) program for the UC system; the core or initial
component of this recen'ly implemented program specifically
relates to ascertaining the extent to which UC claimants are
entitled to the benefits they receive.4 Proposals for restructuring
federal-statc administrative funding relationships within the UC
program also have been advanced recently, including the Reagan
administration’s 1985 ‘‘devolution’” proposal that would place
much greater respon-ibility on the states for the administrative
financing of their UC systems.5 The analysis in this study is
intended to contribute to these already ongoing efferts to
improve the UC system.

Study Background/Overview

As bacicground for this investigation, it first is useful to clarify
some terminology. Payment errors occur in the UC system when
claimants receive benefit amcunts that differ from those to which
they are entitled, given the provisions of employment security

2 For example, see the following for three very recent analyses of claimant ehgibility 1ssues:
Kingston and Burgess (1986), Kingston, Burgess and St. Louis (1986), and St. Louis, Burgess
and Kingston (1986).

3. See for examnle Blaustein (1981).

4 The planning for this program was announced by USDOL to state UC agencies 1n March
1984. See U.S. Department of Labor (1984¢).

5 Dcborah L. Steelman, Special Assistant to the President, Office of Intergovernmental
Affairs, announced this UC reform proposal at the 1985 national conference of the National
Foundation for Unemployment Compensation & Workers Compensation. Sec National Foun-
dation for Unemployment Compensation & Workers Compensation (19852). For more recent
details, sce Cogan (1985).
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Study Background/Overview 3

law and policy. Consequently, payment errors include both
overpayments and underpayments. UC overpayments are the
focus of this study because of the availability of much better data
on this type of payment eiror and because the available data
suggest that overpayments are a more serious problem than
underpayments. Nonetheless, this emphasis should not be inter-
preted to imply that underpayments are unimportant. As ex-
plained in :nore detail below, relatively little is known about the
extent to which UC claimants are underpaid, although some
research directed towards this issue is now underway. Finally, it
should be emphasized that UC system overpayments are .ot
synonymous with ‘‘fraud’’ or ‘‘abuse’’ of the UC program.
Available evidence suggests that overpayments occur for a
variety of reasons, many of which do not entail deliberate efforts
by claimants to obrain benefits to which they are not entitled.
Indeed, a central theme of this study is that many features of the
present day UC system contribute to the erroneous payment of
benefits, apart from any deliberate efforts claimants may make to
obtain benefits to which they are not entitled.

Prior to 1980, accurate and substantive evidence on the extent
of overpayments in the UC system was not available. Although
concerns about overpayments frequently were expressed in the
public press prior to 1980, the first valid estimates of UC system
overpayments were produced by a study conducted by the
authors for the National Commission on Unemployment Com-
pensation during 1979 and 1980.6 The overpayment estimates in
that (Kingston-Burgess) study were developed for six major
metropolitan areas on the basis of intensive eligibility verifica-
tions that were conducted for samples selected to represent the
vast majority of UC payments made in those areas. The major
findings of that initial study—that UC overpayment rates were
much higher than even informed observers had expected, and
that most overpayments were not likely to be detecited by
conventional program procedures—Iled USDOL to pilot test a
modified, ‘‘operational’’ version of the Kingston-Burgess study
in five statewide UC programs. An analysis of the results of this

6. See Kingston and Burgess (1981).
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second study by Burgess, Kingston and St. Louis reinforced the
earlier findings about the existence of a potentially serious
overpayment problem in the UC program.? This evidence and
subsequerit findings produced by the Random Audit (RA) system
prompted USDOL to expand the RA program to a total of 46
states by FY 1984, and to design an even more comprehensive
Quality Control program which was implemented in 1986.8

This sequence of events has focused both official and broader
public attention on the problem of overpayments in the UC
system. Such a focus may be somewhat appropriate because high
overpayment rates may, of themselves, be a major problem in
some state UC programs. However, a major theme of this study
is that high overpayment rates per se are not necessarily the most
fundamental issue requiring attention by policymakers and UC
program administrators. Rather, these rates may be symptomatic
of more basic problems that very likely represent important
issues for states with both low and high payment error rates.
Aithough the basis for this contention may not be immediately
obvious, the analysis in chapters 2-7 clearly indica.es that three
fundamental problems confront the UC system: (1) adverse
incentives; (2) program complexity; and (3) partly because of the
first two problems, ineffective monitoring of claimant compli-
ance with weekly UC eligibility criteria. These considerations
also indicate that the overall quality of state programs clearly
cannot be judged on the basis of overpayment rates alone. In
fact, it is quite conceivable that overall program quality could be
higher in certain states with high overpayment rates than in
certain other ones with low overpayment rates.

Economists emphasize how individuals, business firms and
government agencies respond to incentives in making various
decisions under whatever constraints apply. Accordingly, the
basic focus of this study is on how UC system participants are
likely to respond fo the incentives they confront in that system.
In fact, the analysis indicates that adverse incentives characterize

7. Sce Burgess, Kingston and St. Louis (1982).

8 See U.S. Department of Labor (1984f) and U.S. Department of Labor (1984g). Even
though planning for the QC program began in 1984, implementation was delayed until Apnil of
1986.
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the decision environments of all major UC system paiticipants.
Adverse incentives include: (1) incentives in federal administra-
tive funding procedures and performance criteria that adversely
affect entire state UC systems; (2) incentives in individual state
systems *hat fail to discourage and may ev. .. encourage claimant
noncompliance with stated UC eligibii.  criteria; (3) very
limited incentives for employers to momnstor claimant compliance
with eligibility criteria, especially those that must be satisfied on
a weekly basis; and (4) limited incentives for state agency
personnel either to monitor claimant compliunce with eligibiiity
criteria or to prevent/detect payment errors.®

The other two fundamental problems stressed in this study-—
program complexity and ineffective monitoring of claimant
compliance with UC eligibility criteria- -are interrelated issues
which also affect and are affected by adverse incentives. Pro-
gram complexity creates numerous undesirable impacts, includ-
ing the possibilities of relatively high payment error rates, high
administrative costs and substantial administrative discretion in
applying UC eligibility criteria which may result in the inequi-
table treatment of claimants. Program complexity also creates a
situation in which adverse incentives represent a more serious
problem than would be the case in a less complex program. In
turn, program complexity and adverse incentives contribute
substantially to the difficulties of monitoring claimant compli-
ance with the weekly eligibility criteria (e.g., nonrefusal of
suitable work, availability for work and active job search). These
monitoring problems imply that adverse incentives and program
complexity are more serious issues than would be the case in a
system in which claimant compliance with weekly eligibility
criteria could be more easily and less expensively enforced.

The three fundamental problems--adverse incentives, pro-
gram complexity and ineffective compliance monitoring—repre-
sent the building blocks around whict the subsequent analysis is
organized. The approach taken is to analyze the three problems

9. A related 1ssue revolves around incentives for and detectiun of internal agency fraud but
that issue is not addressed in this study. However, it should be noted that this problem may
represent a potentially smportant 1sses in some states, as perhaps 1s indicated by the .cresed
cmphasis by USDOL on this issuc in recent years.




6 INTRODUCTION

in separate chapters and then to provide some possible responses
for dealing with the specific problems analyzed in those same
chapters. The responses suggested typically are quite general in
nature; in most cases, the specific details of these approaches
would have to be formulated by state or federal policy-
makers/program administrators. Furthermore, although a num-
ber of responses are suggested for the particular problems
identified in individual chapters, it is irnportant to emphasize that
a systems approach should be taken in devising any overall set of
reform proposals, either for federal-state relationships or for
those within individual states. Because of the interactive nature
of system components, apparently plausible responses to specific
problems might well generate unintended and unacceptable side
effects in terms of other program aspects. Consequently, it
would be difficult even to evaluate the desirability of certain
changes, except in the context of whatever overall changes might
be implemented. Moreover, because of uncertainty about the
exact impacts that most suggested changes would have, it is
important to emphasize the need for further research and exper-
imental pilot studies to fully evaluate many of the changes
suggested by the analysis in this study.

Qualifications and Limitations of the Analysis

The UC system is an extremely complex one, with a variety of
philosophical, social, legal and economic dimensions that merit
study. Moreover, even the limited issues raised in this study
could be approached in a number of different ways. Accord-
ingly, it is important to emphac ze the limited scope of this
inquiry. Some fairly specific qualifications or limitations that
apply to this study include, but certainly are not limited to, the
following: (1) the problem of UC underpayments is not ad-
dressed in any substantive way; (2) little attention is directed to
tracing the evolution of most of the system deficiencies ana-
lyzed, and no attempt is made to pinpoint responsibility for those
deficiencies; (3) only within-system reform approaches that
would maintain the fundamental features of the existing UC
system are emphasized; (4) benefit financing and trust fund
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solvency issues are virtually ignored; (5) in many cases, indirect
(v. direct) evidence is provided to support the analysis; (6) the
specific applicability of particular aspects of the analysis to
individual states varies with state-specific circumstances; (7) the
most recent overpayment statistics from the Quality Control
program were not available for this analysis; (8) the interstate
benefit system is not analyzed; and (9) a general knowledge of
UC system features is assumed.

Underpayments Not Emphasized

This study emphasizes overpayment errors and treats under-
payments only in a tangential manner. This asymmetry reflects
the absence of substantive evidence about the frequency or extent
of total underpayment errors, the difficulties encountered in
designing experiments to produce underpayment eviderce, and
the generally greater concerns that have been expressed about
overpayments in the UC system. This emphasis on overpay-
ments, however, should not be interpreted to imply that under-
payments are unimportant. Some information on underpayments
recently has become available as a result of the Random Audit
programs which operated in as many as 46 states; evidence
related to UC underpayments is summarized in the appendix to
chapter 2. Unfortunately, however, this evidence reflects only
underpayments in benefits actually paid, and excludes underpay-
ments due to erroneous denials of UC claims for which no
payments were made. Consequently, no comprehensive evi-
dence is available to assess the magnitude of all types of
underpayment errors in the UC system.

Evolution of and Responsibility for Existing Deficiencies

Virtually no attempt is made to trace the emergence or
evolution of the existing UC system deficiencies analyzed in this
study. There also is no attempt to pinpoint responsibility for
these system deficiencies, since it is assumed that federal and
state policymakers/program administrators did not deliberately
set out to create a system with the adverse incentives and other
problems empiiasized in this study. In fact, at least some of these
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individuals probably still do not recognize the existencs of a
number of these adverse features. The very explicit analysis of
adverse UC program characteristics is provided to clarify these
issues, and is not intended as a criticism of those who have
shaved or managed various parts of the federal-state UC system
over the years. Given the interactive nature of the relationships
among all system participani.—including not only federal/state
UC program personnel, covered employers and claimants, but
alsc federal/state legislators, the federal/state judicial system,
private sector firms that specialize in handling UC program
matters for employers, organized labor, the academic commu-
nity and yet other groups—it would be both futile and unpro-
ductive to attempt to place responsibility for existing system
problems on certain groups.

Within-System Reform Emphasized The reforms or policy
responses to the problems analyzed in this study are ones that
could be implemented within the basic institutional framework
and traditions of the existing UC system without fundamentally
altering its basic features and assumptions. In this sense, the
responses considered necessarily are somewhat limited. Less
conveniional reform approaches are not considered in this study.

The decision to limit reform approaches and policy responses
to those that could be carried out within the existing system
reflects two basic consideratiors. First, it reflects a consensus of
opinion among many informed observers that such proposals
woulc be much more likely to receive serious consideration than
less conventional responses. Second, the research undertaken for
this study now has convinced us that, contrary to our opinion at
the outset, very significant improvements actually could be made
without altering the basic philosophical approach and institu-
tional framework of the existing UC system. Although many of
the changes suggested in subsequent chapters likely will be
considered to be very major ones (particularly by many federal
and state UC program administrators), our view is that these
proposais actually involve relatively minor changes, especially
relative to proposals that would alter the foundations of the
system itself.

25
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From the perspective of within-system reform, it appears that
emphasis should be placed on: (I) reducing the complexity of the
existing UC system and also finding ways to improve the
administration of existing (or less complex) provisions; (2)
improving both federal administrative funding procedures and
other federal incentives for state UC agencies; (3) improving
claimant incentives for increased seclf-compliance with UC
eligibility criteria; (4) improving the incentives of state UC
agency personnel and, to a lesser extent, of covered employers
to prevent and detect payment errors; and (S) improving the
procedures used to monitor claimant compliance with weekly
UC cligibility criteria. Many might question the political
feasibility of taking cffective action in some of these areas, but
the subscquent discussion of the specific within-system
responses analyzed in this study has not been limited by any
attempt to consider only proposals likely to be politically
popular. Apart from whatever may be the political feasibility of
the suggestions, it is hoped the analysis of system deficiencies
and policy options presented may serve to stimulate interest in
UC system reform.

It very well could be that socicty’s long-run interests ulti-
mately might be better served by completely replacing tie
existing UC system with one that would be quite different from
even a reformed version of the present system. However, a
serious analysis of the many issues that would be involved in
designing an optimal replacement for the e..lsting system is
completely beyond the scope of this study.

Benefit Financing aud Trust Fund Solvency Issues Not Analyzed

The UC program experienced a financial crisis during the past
13 years which began with the 1974-1975 recession and became
even more severe with the onset of back-to-back recessions in
1980 and 1982. By January I, 1985, state UC systems had
obtained loans from the federal government that totalled $23.5
billion.'® As a re¢.ult of these and other considerations, trust fund

10. Vromar. (1985).
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solvency and benefit financing issues recently have received
substantial attention.!! This study, however, was not motivated
by these considerations. It is the case, of course, that the over-
all volume of UC benefit payments (for a given level of
aggregate demand) can be set at whatever level policymakers
choose by simply altering eligibility criteria and benefit fevels.
Hence, some of the proposals considered in this study could have
some implications for benefit financing issues because they
could impact on the overall volume of UC program outlays (for
a given level of aggregate demand). These impacts, however, are
viewed primarily as side effects of policies intended to address
the incentives or other “ssues that do constitute the focal point of
this study. This approach reflects both thc emphasis of our
previous research and ulso our view that an analysis of the
benefit payment side of the UC program ledger can make an
iraportant contribution in terms of improving the existing UC
system.

Indirect v. Direct Evidence

In many cases, it is necessary to provide indirect evidence for
the existence of some of the adverse features analyzed in this
stud;’. For example, there is no accepted basis for proving that
the UC program is too complex, especially since certain features
of existing complexity were specifically introduced by
policymakers in the hopes of achieving certain goals. Further-
more, merely documenting the existence of adverse incentives
does not indicate the extent to which system participants actually
respond to them. Nevertheless, even though much of the
evidence offered in this study is indirect in nature, our opinion is
that it provides a sufficient basis for the conclusions reached;
others, however, will have to make such assessments for
themselves. At several places throughout this study, we offer
suggestions for additional research in areas in which more direct
or substantive evidence may be useful.

11 Two recent studies by Vroman provide an excellent overview of the issues mvolved, See
Vroman (1985) and (1986).
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Applicability of Analysis to Individual States

The federal-state UC system includes 53 individual UC
jurisdictions (the 50 states plus the District of Columbia, Puerto
Rico and the Virgin Islands). The specific eligibility criteria
applicable in each jurisdiction are determined by that jurisdic-
tion, subject to conformity with broad federal guidelines. Ad-
ministrative practices and operational procedures vary consider-
ably amrong the states. Accordingly, the assessment of the UC
system provided in this study is a generalization that may apply
tc varying degrees to individual UC jurisdictions. Because of the
diversity of state UC systems, no attempt is made to indicate how
each portion of the analysis applies to specific states. It is our
view that the general thrust of most of the analysis would be
applicable, at least to some degree, to nearly all state UC
programs.

Unavailability of Recent Overpayment Evidence

Information on overpayment rates in as many as 49 statewide
jurisdictions is available for FY 1983, FY 1984, FY 1985 and for
a portion of FY 1986, but is not summarized or discussed in this
study because the data had not been publicly released at the time
this study was undertaken. Our judgment, however, is that this
limitation does not significantly impact on the substance of the
study. In fact, evidence released in 1987 for more recent periods
is entirely consistent with the evidence analyzed in this study.
Furthermore, the dominant themes of this study are related to
issues, circumstances or relationships of which high UC over-
payment rates are primarily symptomatic. In the absence of
convincing evidence that fufidamental changes have recently
occurred with respect to the complexity, incentive and monitor-
ing issues, there seems to be no strong basis for assuming the
analysis would have been significantly altered by the availability
of more recent data.
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Interstate Benefit System Not Analyzed

About 5 percent of the UC benefits paid in the United States in
recent years have been paid on an interstate basis. 2 Cooperative
agreements among the UC jurisdictions permit the interstate
payment of benefits. Claimants receive interstate benefits from
the (liable) state in which they had worked and earned their
qualifying wage credits, but file for those benefits from another
(agent) state in which they have temporarily or permanently
relocated.

The present study does not provide for a separate analysis of
the interstate benefit (IB) payment system. No meaningful
evidence currently is available on overpayment rates in the IB
system, although USDOL apparently plans to encompass the
interstate system in an expanded version of its recently imple-
mented Quality Control program.!3 However, the fundamental
problems that contribute to payment errors and reduced UC
program quality with regard to intrastate benefits—adverse
incentives, program complexity, and an inability to effectively
monitor claimant compliance with UC eligibility criteria—
almost certainly are even more pronounced problems in the IB
system. In addition, shared administration of an IB claim
between the liable (paying) staie and the agent state clearly
would be expected to introduce additional complexities and to
provide for even more adverse incentives for payment accuracy
than those which exist for intrastate payments.14

UC Program Knowledge Assumed

As is perhaps already apparent, it is assumed that the reader
has at least a general understanding of the UC system. No
attemp. is made to provide any detailed description of the UC

12. This estimate was provided during 1985 by the Interstate Benefits unit 1n the National
Office of the Unemployment Insurance Service of the U.S. Department of Labor.

13. See U.S. Department of Labor (1985¢: I.C-4 through I-C-6).

14. For example, neither covered employers nor UC agency personnel 1n agent states would
have strong incentives to deny IB claims because the benefits recerved by interstate claimants. (1)
would be charged to out-otstate employers, and (2) likely would account for some increased
spending within agent states, thereby creating additional sales, profits and employment
opportunities.
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system as it presently operates, although some background is
provided in selected portions of the study for particularly
complicated features of the system. It probably still is the case
that even those with little general knowledge of the systemn can
evaluate many of the adverse UC system features stressed in this
study. In any case, a number of good sources are available for
those who wish to supplement their UC system knowledge
before considering the subsequent analysis.!5

Organization of the Study

This investigation is organized in the following manner.
Evidence of overpayments and some information on underpay-
ments in the UC system are summarized in chapter 2. The
sources and extent of complexities that characterize the UC
program, especially those related to UC eligibility criteria, are
documenied in chapter 3. The major theme of this study—the
importance of adverse incentives in affecting the behavior of UC
system participants—is developed primarily in chapters 4, 5 and
6. The adverse incentives confronted by state UC agencies with
respect to federal-state administrative funding issues are dis-
cussed in chapter 4, wkereas issues related to state compliance
with federal performance criteria are considered in chapter 5. In
chapter 6, the incentives faced by UC claimants, covered
employers and state UC agency personnel are examined, espe-
cially as they relate to the extent of claimant compliance with UC
eligibility criteria. In chapter 7, the difficulties of monitoring
claimant compliance with weekly UC eligibility criteria, partic-
ularly worksearch requirements, are analyzed in detail. Possible
responses to the problems identified in chapters 3-7 are analyzed
in each chapter. The final chapter contains principal findings,
policy recommendations and a brief summary of the entire study.

15. See for example Haber and Murray (1966) and Hamermesh (1977).
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Evidence on Overpayments
in the UC System

Prior to 1980, information on UC overpayments consisted
prmarily of official statistics based on overpayments both
detected and officially processed (i.e., “‘established™) by state
UC agencies. Later studies indicated that these data tended to
understate, perhaps by a substantial margin, the true extent of
payment errors in the UC system. Also, prior to 1980 much of the
public debate about improper UC payments tended to equate
“overpayments’’ with “‘fraud’” and “‘abuse’’ and generally was
expressed in emotionally charged terms.! Much more accurate
estimates and objective assessments of UC overpayment rates
became available in 1980. Analysis of this more recent evidence
motivated the assessment of the UC program presented in this
study.

This chapter is organized in the following manner. First, the
information on overpayments available prior to 1980 is summa-
rized, followed by somewhat more detail on the two major
studies that have provided much more factual evidence. A brief
discussion of even more recent (but very fragmentary) evidence
on UC overpayments from USDOL’s Random Audit program is
presented next. Some concluding comments close the discus-
sion. Information developed since 1980 on UC underpayments is
summarized in the appendix to tnis chapter.

1 Becker’s 1953 study represents a clear exception to this charactenzation of early studies of
UC fraud and abusc as ““emotional™ in naturc. Drawing on the hmuted factual evidence available
to him, Becker provided a logical assessment of the extent of abuse of the UC program. Another
exception to this characterization is the work of Adams (1971).
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information on UC Program Overpayments Prior to 1980

The first major study of overpayments in the UC program was
undertaken by Joseph Becker in 1953. In assessing the extent of
knowledge about improp<. payments over the first decade or so
of the program’s operations, Becker stated:

Yet at no time since the system was established has anyone been
in a position to offer a reasonably accurate estimate ofthe amount
of improper payments. In 1945, ten years after the Social Security
Act was passed, not one of the forty-eight States had adequate
evidence of the proportion of claims and cla nants it was paying
but would not pay if it knew all the relevant facts—that is, claims
and claimants improper by the first and simplest norm, the norm
of the State’s own law and interpretation. Only three or four
States had reasonably accurate information regarding even their
working violators, the easier to detect of the two groups of
violators, as also the smaller and less important. As regards
nonworking violators—there was nothing.2

Becker further explained why so little information about overpayments
was available at that time: the UC program was a young one, and the
states were much more involved in the essential tasks of collecting
taxes and paying benefits than in detecting program abuses. Although
the Interstate Conference of Employment Security Agencies appointed
a commiitee 0 study program abuse as early as 1941, World War II
intervened, so that the task of obtaining information on imprope:
payments had not yet seriously begun by 1948. Some hesitancy on the
part of the Burcau of Employment Security to give high priority to
benefit payment control activities, as well as a hesitancy of the states
to respond positively to those incentives that were provided, further
limited the development of factual data on overpayments in the UC
system.3

Public concern about improper payments did increase during
the 1945-1947 reconversion from a wartime to a peacetime

2. Becker {1953: 319).
3. Becker (1953: 321-322).
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economy. In 946, the Baltimore Sun won a Pulitzer Prize for a
series of articles on the issue of UC program abuse, and the paper
was credited with the ‘‘most meritorious public service rendered
by an American newspaper during the year.”’4 Several factors
likely did contribute to a decline in the integrity of the UC
prczram’s payment system during this interval, including: (1) the
large increase in the number of claims filed; (2) the limited
ability and interest of program administrators in controlling
overpayments; (3) lack of cooperation between the UC system
and the Employment Service; and (4) frequent attempts by
workers to obtain benefits even if they did not qualify.5 Further-
more, benefit charges to employers during the war years were so
low that employcrs apparently becar e much less interested in
the issue of claimant compliance. In addition, state UC 2gencies
generally lacked the trained staff required to =ffectively conduct
benefit payment controi activities.®

During the first one-and-one-half decades of the program’s
operation, relatively little factual evidence on UC overpayments
was available. In assessing the evidence related to the frequency
with which benefits had been properly paid during this interval,
Becker concluded that:

The favorable evidence produced by the investigation will im-
press different readers differently. It will probably suffice for
most of them to conclude that even in the reconversion period the
system as such was not discredited. . . . Whether one finds the
favorable evidence sufficient for coming to some conclusion
depends very much on what advantages one sees in a system of
unemploymen® benefits.?

With respect to the evideice related to the improper payment of
benefits, Becker reported that:

On the subject of willful violations—that is, the proportion of
working violators who are cheaters—the most intelligent state-

4. Becker (1953: xvii).
5. Becker (1953: 154-160).
6. Becker (1953: 155-156).
7. Becker (1953: 304).
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ment that can be made is that no one knows. . . . The figures are
even less certain for non-working violators. . . . 8

Despite public concerns about improper payments and abuse in the
early years of the program (especially in the immediate postwar
period), no factual basis existed to evaluate these claims or to guide
policymakers.

Several expressions of public concern about the UC program
also surfaced during the 1960s. A nationwide poll undertaken by
the University of Michigan in 1961 to determine the extent of
public support of nine domestic programs revealed that only 29
percent of those polled favored higher unemployment compen-
sation benefits, and that unemployment compensation ranked
seventh in terms of public support, followed only by parks and
recreational facilities and support for agriculture.® In a similar
vein, the results of a 1965 Gallup Poll indicated that three-fourths
of the respondents believed that the insured unemployed col-
lected benefits even though they could find work; nearly seven-
tenths of those surveyed supported making UC benefit laws more
strict. 10

Other indications of public concerns about the UC program
during the 1960s emanated from the popular press. A series of
articles appeared in Reader’s Digest, with similar articles ap-
pearing in Harper’s and Atlantic Monthly."! Among the concerns
raised in these articles were: (1) abuse of the program by those
who did not want to return to work and by those who had not lost
their jobs through no fault of their own; (2) the encouragement
by the Bureau of Employment Secority that states exclude the
specific requirement that claimants ““actively seek work;”’ (3)
inadequate screening of claimants with respect to the reasons for
their unemployment; and (4) inadequate efforts to prosecute
fraud overpayments when they were detected.? The U.S.
Department of Labor responded that these allegations were
essentially unfounded. In his response to the initial Reader’s

8. Becker (1953: 310-311).

9. Adams (1971: 20).

10. Adams (1971:21).

I1. These articles are all cited by Adams (1971: 27).
12. Adams (1971: 27-28).
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Digest article, Assistant Secretary of Labor Idewell Brown stated
that, during the 1956-1968 interval, fraud overpayments consti

tuted only about 0.2 percent of UC program benefits.!3 He
further stated:

. . . I am convinced that, for the most part, the allegations are a
distortion of facts. By innuendo and half-truths a wholly inaccu-
rate picture of the program has been presented.

Just criticisms and suggestions as to where improvements might
be made in the program are always welcome. But baseless attacks
on the soundness of a public program or the actions of public
administrators do not, I believe, make much of a contribution to
tie public interest.!4

The integrity of the UC payment system also was defended by
UC program administrators surveyed by Adams in 1970 about
the problems of fraud and abuse. The consensus view of this
group was that public perceptions of UC program abuse were due
primarily to misinformation on the part of employers, claimants
and the general public. Two common problems cited by these
administrators were the tendencies of the public to confuse
unemployment insurance with welfare and to believe that UC
claimants did not have a real desire to return to work.!5 Overall,
however, those surveyed believed that the UC program was
well-accepted by the public and that abuse of the program was
not a serious problem. A similar positive assessment of the
p-ogram was provided by A’ams who, on inhe basis of a detailed
review of the evidence over the first 25 years of the program,
concluded that:

. . . the problem of claimant abuse of the UI program was less
significant at the end of the decade of the 1960s than it was during
the immediate post-World War II period when Becker made his
study. Furthermore, it is likely that the extent of abuse was less

13. Adams (1971: 29).
14. Adams (1971: 29).
15. Adams (1971: 56).
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than the general public thought it was when the Gallup Poll was
taken in 1965. It is probably less than most people, who are not
familiar with the facts, are inclined to believe. 16

During the decade of the 1970s, however, extraordinary
pressures were placed on the UC system. UC benefits that haa
averaged only $2.65 billion annually during the 1960s increased
to an annual average of $8.6 billion during the 1970s.17 By 1979,
the trust funds of 15 states had become depleted, resulting in an
indebtedness to the federal government of about $3.8 billion. '8
The reasons for this dramatic rise in UC program outlays
included: substantially higher unemployment rates; implementa-
tion of several extended benefit programs (that provided for up
to a total of 65 weeks of regular and extended benefits combined
during some periods); increases in the size of weekly benefit
payments; expansions of program coverage; and labor force
growth. These events tended to heighten public concerns about
the potential for fraud and abuse in the UC system. Perhaps the
most notable of the expressions of public concern was the 60
Minutes broadcast aired on CBS television on April 25, 1976
that included a segment on abuse of the UC program. Several
articles quite critical of the UC program also appeared in the
popular press during the late 1970s.19

Notwithstanding these expressions of public concer. about
improper payments and abuse of the UC program, relatively little
factual evidence was available even in the late 1970s to docu-
ment the existence of such problems. In fact, the official reports
submitted by state UC agencies to the U.S. Department of Labor
on overpayments actually detected and estatlished for the years
1975 thr-ugh 1978 indicated that the combined total of fraud plus
nonfraud overpayments amounted to between 0.5 percent and 1.5

16. Adams (1971: 92).

17. National Commission on Unemployment Compensation (1980. 74).

18. National Commission on Unemployment Compensation (1980: 74).

19 For example, see *‘Confessions of an Unemployment Cheat,’” in the May, 1977 issue of
The Washington Monthly; *‘Crackdown on Cheatsrs Who Draw Jobless Pay,” 1n the May 15,
1978 issue of U.S. News and World Report, and *Unemployment Comp 1s Middle-Class
Welfare,” in the February 19, 1977 issue of The New Republic.
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percent of total benefits paid.20 USDOL also reported that efforts
to control ove:payments had been expanded during this period,
the number of positions designated for benefit payment control
activities in state UC programs had been increased by 72 percent,
and additional steps had been taken to assist the states in their
efforts to detect and recover overpayments.2!

The above survey of informat ~n and public perceptions about
improper payments in the UC program prior to 1980 reveals that
little documentation was available to support the frequently
expressed public concerns about fraud, abuse or poor adminis-
trative performance. Lacking factual evidence to the contrary,
those most familiar with the program continued to believe that
the integrity of the UC payment system was fundamentally
intact, even though some problems likely had existed in the
immediate postwar period. Over the first 45 years of the UC
program’s history, the absence of adequate factual data severely
hampered efforts to accurately identify or respond to any
overpayment problem that may have existed.

The Kingston-Burgess Overpayment Study?22

As a part of the Unemployment Compensation Amendments
of 1976 (Public Law 94-566), Congress established the National
Commission on Unemployment Compensation (NCUC). In re-
sponse to some of the concerns expressed about the problems of
fraud and overpayments in the UC program, the NCUC com-
missioned an experimental overpayment study to bz conducted in
six major metropolitan areas. This investigation, denoted as the
Kingston-Burgess (K-B) study, provided the first relatively
accurate estimates of overpayments in the UC program ever
available. Its principal features are considered in some
detail.

20. U.S. Department of Labor (1979: 16).

21. U.S. Department of Labor (1979: 5).

22. This section draws heavily on Burgess and Kingston (1980), Kingston and Burgess
(1981b) and Kingsten, Burgess and St. Louis (1981).
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CHAPTER 2

Objectives and Design

The K-B study had two fundamental objectives. The first was
to obtain accurate estimates of the amounts and rates of over-
payments to fill the informational void wnh respect to the actual
magnitude of the overpayment problem during the first 45 years
of the program’s operation. The second objective was to obtain
statistically valid estimates of the overpayments detected by
routine operating procedures to provide a basis for assessing the
extent to which the overpayment statistics routinely reported by
USDOL accurately reflected actual overpayment rates in the UC
program.

The K-B study was conducted during the fourth quarter of 1979
and the first quarter of 1980 in the following metropolitan areas:
Buffalo, Oklahoma City, Phoenix, Pittsburgh, the Queens Bor-
ough of New York City, and Sait Lake City.?* In each city, a
probability sample of UC payments (not claims) was selected
each week and these sampled payments (each for a single week
of unemployment) were subjected to a detailed audit. Because
appropriate sampling techniques were utilized, it was possible to
use the results of these reviews to estimate on a quarterly basis
the amount and rate of overpayments in these cities.

The procedures used to investigate a claimant’s eligibility for
the week of unemployment for which UC benefits had been
paid—denoted as the ‘‘ker  reek’’—were extremely thorough
and involved verification of a claimant’s compliance with all
aspects of UC eligibility criteria.24 Factors to be considered in a

23 Thecity of Nashville, Tennessee also was included in the study at the outset of the project,
but it was eliminated because severc problems in selecting an approprate sample never were
resolved by the Tennessce agency. See Kingston and Burgess (1981: 4).

24 A fairly detailed description of UC eligibility criteria is included 1n chapter 3. Generally,
UC claimoats must satisfy three types of eligibility requirements. First, claimants must be
monetarily eligible for benefits; such eligibility is deterr..ned by the claimant's earnings (and in
some states weeks of work) in UC-covered employment in a one-year period prior to the filing
of a first claim for UC support. These requirements arc established to ensure that benefits are pad
to persons who have demonstrated a sufficiently strong previous work attachment. Second, a
claimant must have separated from histher previous employer for a nondisqualifyung reason;
typically, those laid off due to lack of work are eligible for benefits, but those who separate for
other reasons may qualify for benefits in some states (sometimes only after penalty provisions
have been satisfied) Third, claimants also must satisfy a set of continuing or weekly ehigibility
criteriaFor each week for which UC support is paid, claimants must be able to work, available
for work, and (in most states) actively seeking work. In addition, during each week for which
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typical review of a claimant’s eligibility included: (1) the
claimant’s prior earnings and employment (to determine if the
claimant satisfied all monetary ecligibility criteria); (2) the reason
why the claimant separated from his/her previous employer (to
detect separation eligibility issues); (2) whether the claimant was
both able to work and available for work during the key week, as
required; (4) whether the claimant was actively seeking work
during the key week (if required by the state’s law or policy); (5)
whether the claimant had refused an offer of suitable work during
the key week (a disqualifying act); and (6) whether the claimant
had any disqualifying earnings or employment during the key
week.

The special investigative procedures developed for the K-B
study tc assess compliance with the above criteria included a
‘‘desk review*" of all UC agency files related to the claimant
whose eligibility for key week benefits was under review, and an
ia-person interview with the claimant. This personal interview
included the completion of a detailed questionnaire which
focused on many aspects of the claimant’s eligibility for UC
program support for the key week. Thereafter, the investigator
attempted to obtain third-party verification from employers and
other interested parties to substantiate relevant materia® Jacts
related to the claimant’s eligibility. The benefit eligibility veri-
fication process continued until all issues uncovered by the
investigation had been resolved. In this sense, the investigations
were conducted with virtually no time or resource constraints.
On average, between 8 and 13 hours of direct investigative case
time were devoted to each sampled case in the K-B study. In
sharp contrast, UC local office personnel working under normal
operating conditions probably would process an average of at
least 50 ..mes more claims for payments during a period of 8-13
hours.2s

In addition to the above procedures, postaudits also were
conducted to detect UC claimants who continued to draw

benefits are paid claimanis must nol refuse suttable wurk or have carmngs (or days of work, in
some stales) beyond limits established by the individual states.

25. In New York, for the years 1980- 1984, for exampie, cost-model funding was provided for
up to about e1ght minutes for processing a continued Jaim. See Dunn and Gnffin (1984. 16).
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benefits while working. Postaudits involve the matching of the
social security numbers of those who receive UC benefits in a
calendar quarter against the social security numbers associated
with the wages reported on a quarterly basis by employers in
wage-reperting states.?6 If a match is found, additional informa-
tion is then requested from the employe:(s) to determine the
particular weeks during the quarter in which the wages were
carned. On the basis of the weck-by-weck comparisons of
carnings and UC benefit payments made in these postaudits, it is
possible to determine whether claimants receive benefits to
which they are not entitled because of unreported carnings.

Limitations

Despite the thoroughness of the benefit eligibility verifications
undertaken in the K-B study, the results very likely tend to
understate the extent of true overpayments in the study cities.
First, the initial presumption at the time a case was selected for
review was that the claimant was entitled to the payment
received for that week; this presumption resulted from the fact
that the payment already had ecen processed through the routine
UC program operating system, and that the claimant had beer
found cligible for UC support by that process. As a result, this
initial presumption was not reversed unless documented evi-
dence to the contrarv was obtained during the course of the
investigation. In some instances, such evidence was difficult to
obtain simply because the benefit eligibility verifications had to
be conducted many wecks following the key weeks for which
UC payments had been made. Thus, some true overpayment
cases undoubtedly were ¢Jassified as proper payments in the K-B

26 In wage-reporting states, covered employers routinely submit to the state UC agency
information on wages earned by all of thair employces duning the quarter, whether or not this
information is needed 7 aat time to determine whether a particular worker 1s chgible for UC
Support By way of contrast. in request-reporting states firms submu wage information to the state
UC agency only upon request These requests acrur when 2 former employee of a firm files for
benefits and his/her eligibility may depend on earnings with that firm. Postaudst procedures are
facilitated by the types of wage information generslly available in wage-reporting states. but other
sources of wage data or ot'ier procedures to detect worhing violators are used in request-reporting
states, USDOL has mandated that all states adopt wage-repurting procedures.
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study simply because sufficient documentation to establish an
overpayment could not be obtained.

A second reason why overpayments were underestimated in
the K-B study relates to the problems associated with detecting
those who receive UC support while working. The postaudit
procedures are effective only if unreported earnings occur in
UC-covered employment. Unreported earnings in the ‘‘cash
economy’’ or in the ‘‘underground economy’’ are unlikely to be
detected by such procedures and thereby constitute a potentially
significant source of undetected overpayments. Bec..ise over-
payments due to unreported earnings are more likely to be
established as fraud than nonfraud overpayments, this tendency
towards underestimation of overpayments is much more likely to
have affected the estimates of fraud than nonfraud overpay-
ments.2? Nonetheless, the results produced by the K-B study
clearly represented the most reliable information produced up to
that date on the extent and incidence of overpayments in the UC
program.

Findings

The most conservative measure of overpayments used in the
K-B study included only those cases in which official actions
were taken by state agencies as a result of the findings of the
investigative teams.2® By this measure, the percentage of total
UC benefits overpaid in the six cities ranged from 3.8 percent in
City 1 to 24.3 percent in City 6 (see column 2 of table 2—1).
Estimated overpayment rates exceeded 13 percent of all benefits
paid in four of the six cities, and at least $1 in $12 of UC benefits
were overpaid in five of the six cities during the six-month study

27. In contrast to the tendencies for understating true overpayment rates discussed in the text,
1t 15 concetvable that the inclusion of only imely payments in the K-B study may have tended to
slightly overstate true overpayments. This would be the case if the excluded weeks were less
likely than included weeks to be overpaid because of the extra UC agency scrutiny associated
with at least some of the delayed payments excluded frum the study. Timely wecks were those
paid {or processed, for waiting weeks) within seven (fourteen) calenddar days of the week-ending
date of the compensated week of unemployment in states where cettific.  «ons for benefits were
filed on a weekly (biweekly) basis. See Kingston and Burgess (1981b. 21-25).

28. Two more broadly defined measures of overpayments,improper payments in the K-B study
included additional Lases that could be cunsidered smproper payments, even thuugh nu official UI
agency actions were taken. For further details, sec Kingston and Burgess (1981b.13-15).
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TABLE 2-1
Kingston-Burgess Study Overpayment Rates
October, 1979-March, 1980

Estimated Overpayment Rates for Total

Dollars of Benefits Paid?

City® All Overpayments® Fraud Only?

1 3.8% 0.8%

2 8.6% 3.4%

3 13.3% 2.5%

4 16.7% 4.6%

5 16.8% 0.8%

6 24.3% 1.6%
Simple 6-City Average 13.9% 2.3%

Source: Kingston and Burgess (1981: 34).

* These rates are estimates for each city’s total dollars of UI payments made to
intrastate claimants.

® Cities are arayed in ascending order from 1-6 on the basis of total overpayment
rates Cities are not identified by name in accordance with an agreement reached with
participating state UC agencies at the outset of the study.

¢ Based on overpayments actually established against the weeks of unemployment as

a result of the K-B Study investigations. Claimants had available to them the usual

formal appeals process to dispute any of these overpayments.

Although the specific definitions vary somewhat among the states, willful misrep-

resentation of facts by claimants to obtain benefits typically is the distinguishing

characteristic of a fraudulent overpayment.

d

period. Overall, the simple average of the overpayment rates for
the six cities amounted to 13.9 percent. For the six cities taken
together, the most frequent cause of overpayments—accounting
for more than one-third of the total of weeks overpaid—was the
failure of claimants to satisfy the availability-for-work and the
active worksearch criteria.

The K-B study estimates of fraud overpayments ranged from
less than 1 percent of all dollars paid to a high of 4.6 percent, and
these rates exceeded 2.5 percent in half of the project cities (see
column 3 of table 2-1). The simple average of the fraud rates for
the six cities was 2.3 percent. As noted above, however, an
important but unanswered question is the extent of undetected
ove: payments in these six cities due to unreported earnings in the
cash economy; if detected, such violations very likely would
have been established as fraud overpayments.

4
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TABLE 2-2
Kingston-Burgess Study vs. Routine State Agency Overpayment Rates
October-December, 1979%

Estimated Total Overpayment Rates:
Percent of Total Dollars of Benefits Paid®

Routinely Detected UC

City® K-B Study Rate Agency Rate®

1 2.3% 0.5%

2 1.0% 1.7%

3 14.5% 6.0%

4 14.1% 2.0%

5 20.1% 2.8%

6 25.4% 0.6%
Simple 6-City Average 13.9% 2.3%

Source: Kingston and Burgess (1981: 46).

? Comparisons are confined to the last quarter of 1979 because sufficient data for the
first quarter of 1980 were not available.

b These rates are estimates for each city’s total dollars of UI payments made to
intrastate claimants.

¢ Cities are amayed in ascending order fiom 1-6 on the basis of *otal overpayment
rates. Cities are not .Jentified by name tn accordance with an agreement reached with
participating state UC agencies at the outset of the study.

9 For two cities, the entire postaudit process had not been completed at the time
overpayment files were reviewed. Thus, two of the rates (which nclude completed
postaudit results) reported in this column might be slight underestimates.

Strong evidence that actual overpayment rates greatly exceed
those detected by routine state UC program procedures also was
provided by the K-B study findings. For the fourth quarter of
1979, the percentage of dollars paid in UC benefits that were both
overpaid and detected through normal benefit payment control
procedures was calculated for each city and compared to the
dollar overpayment rate estimated for the same period by the
K-B study (see table 2-2). For the city with the smallest
difference (City 3), the K-B stud; overpayment rate was 2.4
times larger than the routine state agency rate. For the city with
the largest difference (City 6), the K-B study overpayment rate
was 42 times the rate of overpayments detected by routine state
agency procedures. Overall for the six cities, the simple average
of the K-B study rates of 13.9 percent was more than six times the

N )\f-}v
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simple average of the routine state UC agency overpayment rates
of 2.3 percent. These findings clearly suggest that accurate
information about actual overpayment rates in the UC prograni is
not provided by the reports submitted by the states to USDOL.

Reactions to the K-B Study

The findings of the K-B study were submitted in April of 1980
to the National Commission on Unemployment Compensation in
the form of an interim report,?® so that the results could be used
by the Commission in preparing its recommendations to the
Congress. On the basis of this report and other findings presented
to the Commission, the following recommendations were for-
warded to the Congress by the NCUC: (1) comprehensive audits
of selected cases should become z regular feature of the UC
program; (2) USDOL should begin a national study of different
approaches to establish quality controls consistent with the
prompt payment of benefits, minimum error rates and cost
effectiveness; and (3) the Secretary of Labor should include, as
a part of the audit of state UC agency administrative allocations
or as part of performance evaluations, provisions for a random-
ized audit of all functions that have an impact on the incidence
and control of error and fraud.3

Burgess-Kingston-St. Louis Analysis of Random
Audit Program Pilot Tests

One response of USDOL to the K-B study findings was to
refine and pilot test the K-B study methodology in five s atewide
UC programs for an entire year. At the conclusion of th.se tests,
the findings were analyzed by Burgess, Kingston and St. Louis
(B-K-S) and a series of reports summarizing the methodology,
findings and implications of the Random Audit program pilot
tests were prepared for USDOL. These reports contain the most
comprehensive evidence available on payment errors in the UC

29. Burgess and Kingston (1980).
30. National Commission on Unemployment Compensation (1980: 109-110).
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program. The principal features of the RA program pilot tests
and of the B-K-S analysis are considered in some detail below.

Overview of the RA Program

The Random Audit program pilot tests were conducted for a
one-year period beginning April 1981 in the States of Illinois,
Kansas, Louisiana, New Jersey and Washington.3! Specially
trained UC program investigators were selected to conduct the
benefit eligibility verifications for the weekly samples of state-
wide UC payments selected in each of the five states. The
investigative methodology was closely patterned after that used
in the K-B overpayment study undertaken for the NCUC.
Lengthy interviews with claimants, the completion of a detailed
questionnaire related to various aspects of the claimant’s eligi-
bility for benefits during the key week, and comprehensive
third-party verifications of claimant statements and certifications
related to benefit eligibility were conducted. Witk the exception
that no postaudits were routinely conducted, these investigations
were at least as thorough, if not more so, than those conducted
in the K-B overpayment study.

Principal Findings and Interpretations

In contrast with the K-B study, the B-K-S analysis provided
some information on underpayments, as well as overpayments,
in state UC programs. These underpayment estimates, which are
reported in the appendix table, indicate that underpayments
occurred in as few as 0.9 percent of the weeks paid statewide (in
Kansas) and in as many as 13.9 percent of the weeks paid
statewide (in New Jersey). The simple average of these under-
payment rates for weeks paid for the five states combined is 6.3
percent. Underpayment rates measured in terms of weeks under-
paid, however, do not accurately reflect the magnitude of such
underpayment errors in terms of dollars paid. The dollar amounts

31. See Burgess, Kingston and St. Louts (1982) for a much more comprehensive report on
these pilot tests, Burgess, Kingston and St. Louss (1984) for a convenient summary of some of
the major study findings, and Kingston, Burgess and St. Louts (1986) for an analysis of some of
the major implications of the study findings.
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of the underpayment errors typically were quite small; expre<sed
as a percentage of all UC benefits paid statewide, they did not
exceed 1 percent in any of the five pilot test states. The
frequency of underpayments of small dollar amounts was due
primarily to errors in the reporting or recording of claimants’
qualifying earnings in a one-year period prior to the unemplioy-
ment spell. It should be emphasized, however, that even though
the underpayment rates expressed as a percentage of dollars paid
tended to be q1ite small, they exclude a potentially important
source of additional UC underpayments: erroneous denials of
benefits (for which no benefits are paid). Consequently, further
research on underpayments will be required before the actual
magnitude of all UC system underpayments can be accurately
estimated. Some additional details on underpayments are pro-
vided in the appendix to this chapter.32

The focal point of the B-K-S analysis of the RA pilot tests was
UC overpayments, rather than underpayments. The percentage
of weeks paid statewide that were overpaid during the one-year
pilot test period ranged from 10.5 percent to 38.2 percent in these
five B-K-S study states (see table 2-3). As was the case for
underpayments, the estimated overpayment rates in each state
were somewhat lower for dollars of benefits paid than for weeks
of henefits paid: the simple average overpayment rate for dollars
of benefits paid for these five states was 13.1 percent, compared
with the simple average overpayment rate for weeks of benefits
paid of 19.8 percent. Overpayment rates for weeks paid exceed
those for dollars paid mainly because of a number of sampled
weeks with overpayments of small dollar amounts.33 As was the
case for underpayments, errors in reporting or recording base

32. Also see Burgess, Kingston and St. Louis (1982. 33 and 48-49) for further discussion o
this issuc.

33. For cxample, if an employer misreported a claimant’s base period wages so that a eror
occurred in the calculation of the claimant’s weekly benefit payment, that (entire) week would be
counted as an overpayment in calculating the overpayment rate for weeks of benefits pard, but
only the single Jollar overpaid would be counted as an overpayment in calculating the
overpayment rate for dollars of benefits paid. Sce Burgess, Kingston and St. Louts (1982. 48-52)
and Kingston, Burgess and St. Louis (1986. 325) for a discussion of the circumstances in several
of the RA states that resulted in frequent overpayments of small dollar amounts.

46




Burgess-Kingston-St. Louis Analysis 31

TABLE 2-3
Kingston-Burgess-St. Louis Study Overpayment Rates
April, 1981-March, 1982

Estimated Percentage Overpayment Rates For:®

Dollars Paid
Weeks Paid Dollars Paid (Work search  Dollars Paid
State (Total) (Total) violations) (Fraud)
lllinois 16.0% 11.9% 5.7% 1.2%
Kansas 14.1% 12.9% 10.3% 0.2%
Louisiana 10.5% 7.3% 3.6% 2.7%
New Jersey 38.2% 24.3% 17.3% 1.9%
Washington 20.0% 9.3% 4.6% 2.1%
Simple 5-State Average 19.8% 13.1% 8.3% 1.6%

Source: Burgess, Kingston and St. Louis (1982: 47, 58).

* These rates are point estimates for each state’s population of UC payments made to
intrastate claimants. The rates are based on overpayments actually established by the
participating state agencies against the sampled weeks investigated. Claimants had
available to wmem the usual formal appeal process to dispute any of these
overpayments.

period wages also were the most frequent cause of overpayments
of small dollar amounts.34

Information provided in table 2-3 also indicates that violatiors
of the worksearch requirement accounted for a substantial
proporttion of all UC dollars overpaid in these five states. The
percentage of total dollars of UC benefits overpaid due to
violations of the worksearch requirement ranged from 3.6
percent to 17.3 percent, with a simple average for the five states
combined of 8.3 percent. In each of the states, nearly half or
more of the total of dollars overpaid resulted from failures of
claimants to satisfy worksearch requirements. Because of the
importance of worksearch violations, this topic is discussed in
considerably more detail in chapter 7.

Estimates of the dollar rates of fraud overpayments also are
provided in table 2-3; these rates ranged from only 0.2 percent to
2.7 percent in the five states, and the simple average of these
rates is 1.6 percent. Although the average fraud rate is much
lower than the average total overpayment rate estimated for the

34. Burgess, Kingston and St. Louis (1982: 49-52).
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five states, it actually exceeds the rate of overpayments for fraud
and nonfraud cases combined (of 1.28 percent) reported by
USDOL for the UC system as a whole for a nearly comparable
one-year period.s In view of the fact that the B-K-S study
estimates are based on investigations that did not include
postaudits to Jetect instances of unreported earnings—the most
frequent basis for establishing fraud overpayments—these re-
sults strongly reinforce the findings of the K-B study that the
official overpayment rates (especially for fraud cases) published
by USDOL tend to substantially understate actual overpayment
rates. The difficulties invoi.ed in detecting instances of unre-
ported earnings in the ‘‘cash economy’’ clearly indicate that the
overpayment rate estimates reported both by USDOL and in the
B-K-S study understate true overpayment rates, especially fraud
overpayment rates.

Additional factors also tended to produce low estimates of
actual overpayment rates in the B-K-S study. The ex post nature
of the investigations and the initial presumption that key weeks
were properly paid both contribute to such an underestimation,
as they did in the K-B study. Also, two of the B-K-S study states
required that overpayments could not be established for viola-
tions of the worksearch requirement unless claimants pre viously
had received formal warnings (usually in writing) tha. their
job-seeking efforts were deficient. Other state-specific circum-
stances also contributed to an underestimation of actua! overpay-
ment rates3¢ and to the diversity of the estimated rates.37

The above considerations indicate that the overnayment rates
in table 2-3 understate actual overpayment rates :n these states.
Overall, the existence of an overpayment problem of substantial
proportions for the UC system as a whole is strongly suggested
by the findings in this section. In fact, the estimated total do;lars
overpaid just in the five pilot test states during the one-year study
period ($392 million) actually exceed by 60 percent the total of
all UC overpayments officially reported by USDOL for the entire

35. U.S. Department of Labor (1982a:3).
36. Sce Kingston, Burgess and St. Louis (1986 326) for further details.
37. Burgess, Kingston and St. Louis (1982: 60).
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nationwide UC system for approximately the same one-year
period.38

More Recent Evidence on UC Overpayments

Even before the B-K-S evaluation of the RA program pilot
tests had been completed, USDOL had determined that the RA
program would be continued as an operational feature of the UC
system. In 1982, 10 additional states agreed to participate in the
program and, as of 1984, a total of 46 jurisdictions were
included. As a result, much more evidence on overpayments in
state UC programs currently is available, but relatively little of
that information has been released by USDOL.3 However, in
May of 1987 USDOL released data for the 46 states that
participated in the Random Audit program during FY 1985. The
unweighted average overpayment rate for these states was 15.6
percent.4° Based on approximately $14.3 billion of UC benefit
payments during FY 1985, USDOL estimated that overpayments
could have amounted to as much as $2.2 billion during that
one-year period.4! Furthermore, if UC program outlays average
$16 billion per year over the next four years, as USDOL recently
has projected, a 15 percent overpayment rate would result in
overpayments during this interval of about $9.6 billion.42 These
estimates indicate the potential magnitude of the overpayment
problem in the UC program.

Summary and Conclusions

Relatively little factual information was available on overpay-
ments in the UC program prior to 1980. Throughout the first 45

38. The benefit payment control procedures routinely used by state UC agenc.cs resulted in a
tutal of $239.4 mullion in overpayments that were established and reported by all UC junsdictions
combined from July 1981 through June 1982 [see U.S. Department of Labor (1982a)]. This
one-year interval overlaps much of the Apnl 1981 through March 1982 Random Audit program
pilot test period. Buth of the above overpayment figures relate tu overpay ments «n regular state
UC programs and exclude extended duration and special UC programs.

39. Itis the position of USDOL that, because the states that participated in the Random Audat
program were “‘volunteers,’” decisions about the public release of RA program data were (and
are) to be made by state, not federal, authorities.

40. U.S. Department of Labor (1987: 111-J-49).

41. U.S. Department of Labor (1987: 111-J-49).

42. U.S. Department of Labor (1987: 111-J-53).
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years of the program’s history, allegations of UC fraud and abuse
appeared periodically, but no solid basis existed to substantiate
such claims. Those closest to the UC program—federal and state
UC program administrators and those who had seriously at-
tempted to gather and evaluate evidence on UC overpayments—
generally agreed that, with the pcssible exception of the 1945-
1947 reconversion period, the program had not been subject to
excessive overpayments or abuse. Official statistics on overpay-
ments actually detected and established by state UC agencies
tended to support these optimistic pre-1980 views. By way of
contrast, those less familar with the program and the public
at-large expressed greater concerns abou: fraud, overpayments
and abuse of the UC system; the lack of supporting documenta-
tion, however, tended to erode the substancz of these concerns.

More reliable evidence on the actual extent of payment errors
in the UC system has become available since 1980. Finc.ags
from the K-B and B-K-S studies, in conjunction with the limited
additional information released by U3DOL on overpayments
detected by the Random Audit program since 1982, provide a
strong basis for the view that relatively high overpayment rates
may exist in many statewide UC programs. For example, current
USDOL estimates indicate overpayments could amount to more
than $9 billion over the next four years. Such an estimate
indicates the existence of a potentially major overpayment
problem in the nationwide UC system. Although overpayments
are problems in and of themselves, however, they are symptom-
atic of more fundamental defects in the current UC system. The
analysis in the next five chapters addresses these more funda-
mental issues.
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Appendix to Chapter 2
SUMMARY OF UNDERPAYMENT EVIDENCE FROM THE
B-K-S STUDY

This study does not focus on underpayments in the UC system.
Nonetheless, some information is available from the B-K-S
analysis of the RA program pilot tests that indicates the fre-
quency and magnitude of underpayment errors in the population
of UC payments actually made [see Burgess, Kingston and St.
Louis (1982: 45-46)]. It should be emphasized, however, that
these statistics exclude underpayments that occur because of
erroneous deniais of benefits (for which no payments are made).
Consequently, the information available from the B-K-S study is
quite limited and may exclude an important proportion of total
underpayments in the UC program.

Underpayment information for the B-K-S study is summarized
in the appendix table. The percentages of weeks paid in which
underpayments occurred ranged from 0.9 percent to 13.9 percent
for the five B-K-S states. The simple average of these underpay-
ment rates was 6.3 percent. However, the relatively frequent
underpayment errors in two of the states, New Jersey and
Washington, merit additional comment.

The relatively high percentage of underpaid weeks in New
Jersey likely reflects the ‘‘request-reporting”’ system used in that
state (but not in the other four pilot test states) to obtain
information from employers on the qualifying wage credits of
potential UC claimants; under this system, covered employers
report such wage information only upon request by th¢ state UC
agency at the time a potential UC claimant files for benefits.
Delays and inaccuracies that occur in employer responses to such
requests or inaccuracies in claimant estimates of prior wages tend
to result in more frequent payment errors because of incorrect
monetary determinations than would be expected in ‘‘wage
reporting’’ states (in which employers routinely submit wage
information on all covered employees on a quarterly basis).

The relatively high underpayment error rate estimated for
Washington likely resulted from an inconsistency in employment
security law tha. required wages to be reported on the basis of the

(W
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amount earned per period, while weekly UC benefit amounts
were calculated on the amounts paid per period. Following the
B-K-S study pilot test period, this inconsistency was corrected.

Of particular importance in appendix table 1 is the fact that
underpayments expressed in terms of dollars paid were much
smaller than those expressed in terms of weeks paid. For
example, in New Jersey 13.9 percent of the weeks paid but only
1.0 percent of the dollars paid were overpaid. Similarly, in
Washington 11.7 percent of the weeks paid but only 1.0 percent
of the dollars paid were overpaid. This large difference is due to
the fact that many (most) underpayments in these states involved
very small dollar amounts and were primarily due to errors in the
reporting of qualifying wage credits by employers. In terms of
dollars of UC benefits paid, the simple five-state average rate of
underpayments was only 0.6 percent. Consequently, in terms of
the dollar volume of payment errors, the evidence presented here
tends to suggest that underpayments are much smaller than
overpayments. It should again be emphasized, however, that
these comparisons are based on weekly samples of UC pay-
ments, not UC claims. As a result, a potentially significant
source of underpayments (claims erroncously denied) is ex-
cluded from this comparison.

As noted in chapter 1, some efforts now are underway to
estimate underpayments in the population of UC claims filed. As
one part of USDOL’s new Quality Control program, several
research designs have been developed for pilot tests of method-
ologies to estimate UC system underpayments. However, esti-
mating underpayment errors tends to be more complex than
estimating overpayments. For example, some potential claimants
may receive erroneous information that discourages them from
even filing a claim for benefits, and such ‘‘underpayments’” are
virtually impossible to detect. In some states, computerized files
of denied claims also are either unavailable or difficult to access.
Difficulties in estimating underpayments also arise because of
the sequence of eligibility criteria that must be satisfied by UC
claimants. For example, even if a claimant were mistakenly
denied benefits because of allegedly insufficient prior earnings
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APPENDIX TABLE |
Kingston-Burgess-St. Louis Study Underpayment Rates
April, 1981-March, 1982

Estimated Percentage Underpayment Rate For:?

State Total Weeks Paid Total Dollars Paid
Illinois 3.1% 0.8%
Kansas 0.9% 0.1%
Louisiana 1.7% 0.1%
New Jersey 13.9% 1.0%
Washington 11.7% 1.0%
Simple Average 6.3% 0.6%

Source: Burgess, Kingston and St. Louis (1982: 47).

* These rates are point estimates for cach state’s population of UC payments made to
intrastate claimants. The rates are based on underpayments detected for the sampled
wecks investigated in the B-K-S study. Underpayment rates in the **weeks paid*’
column reflect the percentage of total weeks paid that were underpaid by some
amount. Undetpayment rates in the **dollars paid’" column reflect the ratio of total
dollars underpaid to total doi'ars paid, expressed as a percentage. Underpayments
that occur because of an erroncous deaial of benefits (in which no benefits are paid)
arc not included in the above tabulations.

or employment, one can not be certain that this claimant would
have satisfied all other eligibility criteria (e.g., an appropriate
reason for separating from employment); consequently, an erro-
neous denial of benefits at one point may or may not ultimately
lead to an underpayment of benefits. As the results of these
USDOL-sponsored studies become available and are combined
with information on underpayments in the population of UC
benefits paid, a more accurate assessment of UC system under-
payments will be possible.




3

UC System Complexity
Adverse Effects and Responses

The UC system may not be an excessively complex payment
system compared to many other government programs, such as
defense contracting, public welfare programs or state worker
compensation programs. Moreover, complexity per se is not
necessarily an undesirable feature of a social payment system. In
feot, the current level of complexity in the UC system obviously
reflects the interactions of economic, social, judicial and polit-
ical considerations that have shaped the evolution of the systein
over the past 50 years. The complexity of any social payment
system is, of course, a relative concept which requires some
basis for evaluation. Appropriate criteria for s:ch an evaluation
include efficiency and equity considerations, and also the max-
imum level of real resources likely to be committed for admin-
istering program provisions.

What makes UC program complexity a serious problem is that
it results in a number of adverse “npacis, including: (1) high
payment error rates; (2) unequal treatment of claimants and
employers who interact with the system under similar circum-
stances; (3) inefficiencies in administering program provisions;
and (4) public misunderstanding and confusion that may weaken
support for desirable program goals. In addition, compiex
program provisions necessarily place some discretionary power
in the hands of state agency personnel who must interpret and
administer such provisions in the numerous specific circum-
stances that arise. Some of the decisions made by different
agency personnel under widely differing circumstances undoubt-
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edly result in de facto policy decisions contrary to the legislative
intent. Given these adverse impacts, and in light of any equity or
other benefits that existing levels of complexity are believed to
produce, it is our judgment that the present UC system is unduly
complex.

The existing level of UC system complexity can be traced to a
number of factors. Partly, it reflects the results of a multitude of
political compromises made over the past half century at both the
federal and state levels to accommaodate the conflicting interests
of employers and workers. Complexity also can be traced to a
number of federal requirements imposed on state UC programs,
partly as a result of certain judicial decisions (some of which are
discussed in chapter 5). Other causes of existing complexity
reflect attempts by legislators and UC administrative agencies to
make subtle distinctions about particular claimant circumstances.
Complexity also has resulted from the increasing emphasis in
recent years on ‘“‘legalism’ in the administrative procedures of
social programs and on ensuring due process for social program
participants, partiy as a result of federal and state court deci-
sions. The evolution of UC prcgram complexity is an interesting
topic in itself, and one that has been dealt with by Haber and
Murray as well as Rubin.! The purpose hcre, however, is to
analyze the implications of and responses to system complexity.

There are three obvious approaches for dealing with the
adverse effects of program complexity: increase the resources for
administering the existing UC system; reduce the level of
complexity within the current system; or devise better methods
for administering existing (or reduced) levels of complexity.
Because it does not appear that substantially increased adminis-
trative funding would be either feasible or cost effective, only the
latter two responses to program complexity are analyzed in this
chapter.

The chapter is organized as follows. First, evidence that the
existing system is a complex one is presented. Second, some
major impacts and implications of that complexity are briefly

1. Haber and Murray (1966) and Rubin (1983).
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discussed. Then, some possible responses to those impacts are
considered. A conclusion completes the chapter.2

Evidence of Systemm Complexity

The UC program is generally complex with regard to benefit
eligibility determinations. This section provides a few illustra-
tions of such complexity, including: (1) a simple flowchart of the
UC eligibility determination process; (2) an example of the
written guidelines many states use in attempting to concretely
define UC law/policy in the large variety of different situations
that arise in determining claimant eligibility for benefits; (3) the
complexities added to the UC system by federal laws, standards
and programs; and (4) the time required to verify the eligibility
of claimants for benefits.

UC Eligibility Criteria Overview

The UC system is designed to provide benefits to workers who
have recent work experien.c, who become unemployed through
no fault of their own, who are able to work, who are currently
unemployed, and who are available for employm. .. All state
systems have eligibility criteria that can be grouped into three
basic categories: (1) monetary requirements that specify a
minimum level and acccpuable pattern of earnings \or employ-
ment) prior to unemployment; (2) job separation requirements
that specify acceptable reasons for leaving prior jobs; and (3)
current unemployment, ability-to-work and availability-for-work
requirements that specify the weekly conditions under which
“vorkers are entitled to continue receiving support. Although the
details included in state systems for each of these threc categories
vary substantially, the categories provide a useful framework for
reviewing general UC system eligibility criteria.3

2 Weare indzbted to Saul J. Blaustern (1986) and H. Allan Hunt of the W.E. Upjohn Institute
for substantial assistance in Jlarifying the issues and orgamaing the discussivn :n this chapter.
3 Sce The National Foundation for Unemployment Compensation & Workers” Compensation
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Analysis of just the main UC eligibility concepts mentioned in
the three categories above could be quite complicated, but
particular state provisions actually involve many additional
issues that must be addressed in applying these concepts. The
flowchart presented in figure 3—1 provides a simplified illustra-
tion of the specific provisions of claimant eligibility criteria that
are quite typical of the major features of most state programs.
The issues involved in processing particular cases often would be
much more complicated still.4

Monetary Eligibility. All states require that claimants meet
certain minimums for earnings or employment in order to be
eligible for benefits. A major rationale for such requirements is
that UC benefits u¢ imciided only for unemployed persons who
have demonstrated adequate work attachment in terms of em-
ployment in the recent past. The specific requirements vary
considerably among the states, but generally involve steps 1-4 in
figure 3—1. In some cases, particularly for claimants who have
only one employer in their base periods and who file in quarterly
wage-report states (where wages are routinely reported to the
state UC agency by employers), the entire monetary determina-
tion process can be a relatively simple one.

Even the conceptually simple monetary determination process
can result in errors for a variety of reasons, however. Errors can
arise, for example, in determining whether a particular job
actually involved employment and earnings covered by a state’s
law. Also, errors in entering either claimar social security
numbers or wage/employment credits by emj uyers or agency
personnel can result in payment errors. Multiy . employers for
individual claimants obviously contribute t. .he complexity
of accurately determining monetary eligibility to some extent.
Given that millions of wage items are processed annually by
even relatively small states, some data entry errors would be
expected even in states with meticulous data verification

(1985c¢ or 1986a) for a very onvenient and annually updated reference fur Lompanng vanous
eligibility provisions among the states.

4. For example, the administrator of Anzona's UC program has strongly cmphasized how
simplified figure 3-1 is in terms of reflecting all of the potential issues sn processing clamants
in Arizona. See Vaughn (1985).

&7
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FIGURE3-1

SIMPLIFIED FLOWC! IART OF CLAIMANT INTERACTIONS
WITH ARIZONA'S UMEMPLOYMENT COMPENSATION PROGRAM
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Fxgurs 3-1 (continued)
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procedures.> In addition, wage-reporting errors may result from
complex reporting forms.¢ Because of the difficulty of accurately
determining benefit amounts in a timely manner for claimants in states
with wage-request (rather than wage-report) systems, higher monetary
determination error rates would be expected in these states; consistent
with this expectation, the one wage-request state included in the B-K-S
study had a much higher monetary determination error rate than any of
the other four states.” As another example, an inconsistency was found
in one of the B-K-S study states which required employers to report
wages when paid but required benefit determinations to be based on
wages when earned.®

The brief discussion above indicates that even the potentially
simple process of determining a claimant’s monetary eligibility
for benefits can entail a number of possible complexities which
can result in either overpayments or underpayments. Some
evidence about the frequency with which monetary errors occur
is available from the B-K-S study. For example, the simple
averages for weeks with monetary errors in the five statewide
study populations are: 14.8 percent for errors in weekly benefit
amounts; 18.9 percent for errors in maximum benefit awards;
and 31.3 percent for errors in base period wages.® Although all
of these errors clearly cannot be attributed to complexity, 0 their
numbers might be reduced to some extent by reducing the
complexity of the monetary determination process.

Job Separation Issues. A second general category of eligibility

5 For example, about 1.5 million UC wage items had to be processed in the relatively small
state of Arizona in a recent year. See Vaughn (1985).

6 For example, Raymond Thorne, the. Employment Division admmsstrator for Oregon,
believes that wage reporting emors may result from complex forms. As a result, Oregon has
redesignzd its wage-report forms to reduce such ermrors. Experienie with these revised forms
indicates that errors have been reduced. See Thorne (19852 and 1985b).

7 New Jersey was the only wage-request state included in the B-K-S study. It was found that
36 1- porcent of the cases in New Jersey had incomectly calculated weekly benefit amounts,
compared to a simple average of 9.5 pereent of the cases in the other four states. See Bucgess,
Kingston and St. Louis (1982: 49-50).

8. Burgess, Kingston and St. Louis (1982. 51-52). On the basts of these findings, Washington
subsequently changed its law to rectify the inconsistency noted i the text.

9. Burgess, Kingston and St. Louis (1982: 49-50).

10. Special circumstances in both Washington und New Jensey acounted for the unusually
high error rates found in those states.
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criteria includes provisions intended to target benefit payments to
persons who have become involuntarily unemployed through no
fault of their own. In contrast with the relatively objective
monetary eligibility determination, attempting to determine why
workers have become unemployed is an elusive issue approached
in most states by complicated criteria that can only be measured
subjectively.!! Although the general concept that UC recipients
should be unemployed through no fault of their own is a
relatively simple one, making the specific dictinctions required
to implement the concept is a difficult task. For persons
unemployed for reasons other than a layoff due to lack of work,
some additional review of job separation circumstances usually
is required prior to the payment of UC benefits (see step 6 of
figure 3-1). This review is designed to deal with the numerous
exceptions which distinguish disqualifying and nondisqualifying
separations from employment.

One example of the complexity of job separation issues is the
seemingly simple concept of 2 vuluntary quit. Most might agree
that people who voluntarily quit their jobs should not be entitled
to receive UC benefits, at least not immediately after they quit
their jobs. However, even if agreement were reached on that
concept, now would UC personnel determine the difference
between a vsluntary and an involuntary quit? Moreover, identi-
fying volumary quits necessarily raises the difficult issue of
whether employees were forced to quit for ‘‘good cause”
because of employer actions. What would constitute the differ-
ence between ‘‘good’’ causes and other causes in such cases (see
step 6¢c of figure 3-1)? Obviously, the validity of a cause for
quitting will depend on subjective judgments to some extent,
even though state laws/policies attempt to distinguish between
**good’’ and uther causes for quitting. For example, some states
pay benefits to workers who voluntarily quit their jobs if their
actions were the result of compelfing personal reasons (see step
6a of figure 3-1.)'2 In fact, as of January 1, 1985, most states

11. Packard (1972) provides 2 good discussion of these issues.

12. One of several such exceptions in Anzona was made for persons who were compelled v
quit their jobs to accompany their spouses who were moving out of state to aceept new
employment. Sce Anderson ct al. (1977: 13-14).

o
Qo




Evidence of System Complexity 49

recognized some such exceptions to the general rule that a
claimant who voluntarily quits a job  not entitled to receive UC
benefits. 13

Another dimension of the complexity in evaluating job sepa-
ration circumstances is that workers who are discharged for
“‘willful misconduct’’ or ‘‘disregard of an employer’s interests’’
are not eligible for benefits (see step 6d of figure 3-1). Such
issues can be particularly difficult to evamate because of the
difficulty of correctly identifying the elements that comprise
willful misconduct. In fact, Packard contends that such issues
represent the ‘‘most mysterious area’’ of unen ployment ccra-
pensation. !4

Another example of a difficult job separation issue is provided
by the labor dispute provisions that are contained in ail state Jaws
(see step 6b of figure 3-1). ‘‘Interested parties’’ to a labor dispute
oftentimes are not entitled to receive UC benefits for any week of
unemployment caused by the dispute. Although it might not
seem to be a difficult matter to make the required determinations,
substantial complexity actually could arise in determining who
initiated the labor dispute, whether a particular claimant has a
‘‘direct interest’’ in a dispute and in deciding othier issues that
arise in adjudicating labor dispute issues.!s

Weekly Eligibility Criteria. Assuming that a claimant were
monetarily eligible for benefits and had become unemployed for
a nondisqualifying reason, then a number of other criteria must
be satisfied on a weekly basis in order to remain eligible for
benefits. Included among these weekly requirements are provi-
sions that are intended to ensure that claimants receive benefits
only if they: (1) continue to remain unemployed (rather than
become reemployed); (2) are available for work, including an
active job search in most states; (3) are able to work; and (4) do
not refuse offers of suitable empl_yment. Each of these weekly
eligibility requirements is briefly discussed below.

All stares specify that during the week for which they claim

13. Nationa! Foundation for Unemploynient Compensation & Workers” Compensation (1985.
55-58).

14, Packard (1972: 644).

15. See Anderson et al. (1977. 14) for a brief discussion of some of these issues.
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benefits, claimants shall not have worked or, if they did have
some limited employment, shall not have earned over a specified
amount of wages (see step 5 cf figure 3—1). All states allow for
partial weekly benefits by reducing the full weekly benefit
payable by a portion of any wages earned during the week.!6 To
correctly enforce such provisions, it is necessary, on a weekly
basis, to accurately: record the amount of any earnings reported
by the claimant; apply the state formula to determine the amount
of the deduction to be made from the full weekly benefit amount;
and calculate the partial benefit payable, if any. The main
difficulties involved in monitoring claimant compliance with
weekly reporting criteria obviously relate to detecting earnings
or employment, not to making the calculations necessary.
However, detecting employment that claimants wish to conceal
is an especially difficult task for the UC system, with the
exception that unreported earnings in UC-covered employment
can be detected easily through the postaudit procedures described
in chapter 2.17

Another major requirement for weekly benefit eligibility in all
states is that claimants be available for work (see step 7b in
figure 3—-1). Enforcing this requirement is one of the most
difficult administrative tasks confronted by state programs,!
because availability for employment depends largely on a claim-

16 Ttz discussion in the text does not address the differential treatment accorded to claimants
ander a relatively new concept—work sharing—provided for «n seven states uncluding Anizona)
as of January 1985 Under such programs, claimants put on reduced hours (rather than on layoffs)
by employers with reduced workloads may qualify for UC benefits to compensate for the hours
lost See National Foundation for Unemployment Compensation & Workers Compensation
(1985: 50-51).

17 Another issue that revolves around the unemployment v, employment issue s the treatment
of vacation or sick pay that is received after a worker leaves his/her 30b (see step 7a 1n figure
3-D.

18 Anextreme and somewhat bizarre, yet illuminating, example of the difficulties that can be
involved in determining claimant availability is provided by the issues that arose during the more
than five years that elapsed before the eligibility of an opera singer who resided 1n Anzona was
finally settled The issues involved in this case included. (1) her education and experience as an
opera singer over an eight-year period, (2) how and where she practiced her vorce lessons, (2)
whether she was qualifed for lead roles or supporting roles, (4) whether the appropriate
worksearch area for her was local or international, (5) her attempts to find work tn Spamn,
Gerrmany and elsewhere in Europe, (6) h.r auditions before a leading conductor 1n the United
States and for an opera company in her local community, (7) the agencies when: she was
registered for work; and (8) her access to transportation for finding worh. See Anzona
Department of Economic Security (1982).
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ant’s state of mind. As a result, a variety of provisions designed
to test claimant availability for work are included in state
programs. For example, all states require that most claimants
register with state Job» Service offices as one determinant of
availability for work.!® In addition, as of 1985, an active job
search requirement was included in the UC laws of 40 states as
a test of claimant availability for work,2° but this provision is
extremely difficult to administer. As noted in chapter 2, the
major source of overpayments found in both the K-B and B-K-S
studies was the failure of claimants to satisfy active search/avail-
ability requirements, and there can be little doubt that the
complexity involved in defining and enforcing these require-
ments is an important contributor to such overpayments. More-
over, certain adverse incentives contained in state laws/policies
also contribute to the difficulty of enforcing availability/search
requirements. In fact, this latter issue is such a major one that it
is dealt with in considerable detail in chapter 7.

Another requirement for weekly benefit eligibility is that
claimants be able to work (see step 7c of figure 3~1). Although
this requirement may be somewhat easier to administer than the
availability requirements just discussed, a number of fairly
complicated issues still may arise in particular cases.?! For
example, questions may arise with respect to the nature of the
work the claimant is expected to perform. Some states require
that claimants be able to perform ‘‘suitable’” work, but the nature
of potential employment is not specified in other states. Other
dimensions of the ability issue may relate to whether work is full
time or part time, whether certain health-related restrictions are
relevant and ‘.nether claimants are considered able to work

19. Even the apparently simple woneept of Job Service registration involves a number of
putential cxeeptions in applying this requizement. For example, uniun members who seek work
sulely through hinng halls often are cxcused frum Jub Service registration, Similarly, wourkers un
short term layoffs with definste revall dates nurmally are excused frum Jub Service registration.
There 4rc many other potential exceptivns. Induding the vanous pussibiliies involved in this
issue 1n figure 3 1 would result in adding several decision points tu the flowchant, emphasizing
the pont that figuic 3 171 an extremely simplified overview uf the deuistons actually involved.

20. U.S. Department of Labor (1985a. Table 400). Some of the states without a statuatory
worhsearch requirement, huwever, included this uriterion «n their Benefit Policy Rules (e.g.,
Arizona).

21. For a good discussion of some of these issues, see Roche (1973: 77-79).
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during illnesses or disabilities. In short, ability-to-work provi-
sions can be much more complex to administer than might
appear to be the case.

Consistent with the philosophy of paying benefits only to
involuntarily unemployed individuals, all states require disqual-
ifications for claimants who refuse to accept ‘‘suitable work
without good cause.'’ Moreover, because such a disqualification
is viewed as a serious matter, the penalties imposed for refusing
suitable work typically are quite substantial and may include
benefit postponements, benefit reductions and requirements that
claimants first work and earn given amounts before receiving
future UC benefits.2? Although the rationale for imposing fairly
substantial penalties for refusing suitable work can be easily
understood, it actually can be quite difficult to deiermine
precisely what constitutes an offer of suitable work. For exam-
ple, in some states, a disqualification for a refusal of suitable
work could not be established without first showing that a job
offer was ‘‘outright, unequivocal and genuine.”’23 A few of the
other factors that may be involved in the concept of suitable work
include: how a job affects the health and safety of a worker; how
long an individual has been unemployed; whcther the claimant
has voluntarily left or previously refused a similar position; the
wages, hours and potential employment duration of the job; and
the job requirements as they relate to a claimant’s education and
Jjob experience.2¢ As a result, determining whether a claimant
has refused suitable work often becomes a complex and subjec-
tive process.25

A claimant who meets all of the eligibility criteria in steps 1-7
of figure 3-1 would be eligible for one week of UC support.
However, as indicated in step 8 of figure 3-1, an Arizona
claimant served a ‘‘waiting week,"” ihe first week of unemploy-
ment for which no UC benefits were paid but in which all

22 For a summary of state disqualification penalties, see Natinal Foundatiun fur Unemploy-
ment Compensation & Workers' Compensation (1985¢: 62-64).

23. Arizona Department of Economic Security (n.d.: Section 533330).

24 Sec for example Felder (1979. 12) and Arizona Department of Economie Secunty (n.d..
Atticle 53).

25, Roche (1973: 74).
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eligibility criteria were satisfied. Such a waiting period was
included in the laws of 43 states as of January 1985.2¢ It also
should be noted that, once a claimant meets all of the criteria for
actually receiving a payment in most states, either a portion or all
of the weekly UC benefit amount that otherwise would be paid
could be used to offset any recoverable overpayments owed by
the claimant (step 9 in figure 3-1).27 Otherwise, a check would
be issued to the claimant (step 10).

Claimant Appeals of Adverse Decisions. The Social Security
Act requires all states to make available fair hearings for appeals
by persons whose claims for benefits are denied.28 Claimants are
entitled to appeal adverse decisions at various points in the
eligibility determination process. Although a system of appeal-
ing adverse decisions obviously is a desirable feature of any
social payment system, it necessarily adds to UC program
complexity, particularly given the possibility that appeal deci-
sions may conflict with general practice within the operational
UC payment sysiem. As shown in figure 3-1, the possibilities for
claimants to appeal adverse decisions add many possible ‘‘de-
tours'’ to the process. Moreover, although not shown in figure
3-1 because of its focus on claimant interactions with the UC
system, employers also can appeal adverse decisions at several
of the points The process of obtaining a final appeal decision
may last for years because of the built-in complexities and
delays, particularly if formal court proceedings become in-
volved.

Conclusions. The above summary indicates the significance of
complexity in the UC program. With perhaps a few technical
exceptions, the separation and mu:.etary eligibility issues in steps
I-4 and 6 (and waiting-week provisions in step 8) of figure 3-1
must be reviewed only once for one benefit year or for a single

26. Natiwonal Fuundauiun fur Uncrapluymem Compensation & Wurhers' Cumpensanon (1985¢.
43).

27. State agenvics distinguish between recoverable vverpayments subjeut to repaymen: by
Jdaimmants who recetve them and nonrecuverable uverpayments that are nut subgect to such
repayment. Overpayments that result from admimstrauve errors by UC agency personnel
typically would be included in the latter category.

28. For a good discusston of the fair heaning provision contained 1n the Soual Sewunty Adt,
including thc minimum due process safeguards required, se¢ Rubin (1983. 5C 54).
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spell of compensated unemployment. However, the eligibility
criteria in steps 5 and 7 (and overpayment offsets in step 9) must
be evaluated for each week of compensated unemployment
claimed. Moreover, it should be emphasized again that correctly
adjudicating many of the individual steps can be an sxtremely
complex and subjective process and may involve disagreements
even among well-trained personnel.

Written Guidelines For Interpreting Eligibility Criteria

A second illustration of the complexity of UC eligibility
criteria is provided by a review of the written guidelines many
states utilize to provide specific interpretations of the general
provisions of their state laws for personnel who must evaluate
eligibility issues. As indicated by the discussion in the prior
section, the potential number of issues and circumstances for
inclusion in such guidelines is cxtremely large. So many subtle
variations can arise in applying typical state laws/policies that it
would be nearly impossible to account for all possibilities, even
in such guidelines. Nonetheless, the alternative to providing
detailed guidelines likely is a situation in which many of the
hundreds or thousands of ad hoc decisions made each day by UC
personnel would be mutually inconsistent and sometimes con-
trary to law or UC agency policy.

An examination of the actual guidelines for particular states
illustrates further the UC program’s complexity. As an example,
the topical content and extensive detail of selected portions of the
written guidelines for interpreting Arizona's eligibility criteria
during the 1979-1980 K-B study period are shown in table 3-1.
The five major eligibility issues included in this table—voluntary
leaving, misconduct, able/available, refusal of work and labor
disputes—involved 79 major sections, 147 subsections and 148
pages of text in Arizona’s manual of ‘‘benefit policy rules’* or
BPR manual.

A simple listing of the main section and selected subsection
titles from Arizona’s BPR manual for just one of the eligibility
issues—voluntary leaving—includes 7 major sections: termina-
tion of employment; time; union relations; voluntary; wages;
definition of work; and working conditions. The following nine
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TABLE 3-1
Selected Portions of Written Guidelines for Interpreting
Arizona’s Eligibility Criteria During K-B Study Period

Number of Number of Number of

Topic Major Sections Subsections Text Pages
Voluntary Leaving 7 31 45
Misconduct 19 44 20
Able/Available 25 30 38
Refusal of Work 17 24 20
Labor Disputes pig _18 _16
Totals 9 147 148

Source: Arizona Department of Economic Security (n.d.).

subsections are included to furthe. define the major section on
time: general, days of week, hours; irregular employment; layoff
imminent; leave of absence or holiday; overtime; part-time work,
and shift-work. Even within each of these time subsections,
further detail occurs as illustrated by the following five catego-
ries included in the subsection for hours. general, irregular hours;
long or short hours; night work; and prevaiiing standards. The
large number of items involved in such apparently simple
concepts illustrates the complexity that arises in attempting to
precisely specify how general provisions of UC law are to be
administered. Regzardless of whether states have written guide-
lines, there can be little doubt that such complexity is a
characteristic of most, if not all, state systems.

Federal Laws, Standards, and Programs

The federal element of the UC system also adds to the
complexity of the program in each state. As Rubin notes in a
recent analysis of the federal-state relationship, Congress has
adopted a diverse set of federal standards, which reflect no
consistency in terms of underlying principles.?® In fact, the
federal standards that have resulted from the original Social
Security Act plus the more than 40 subsequent picces of federal
legislation, summarized in the appendix to this chapter, have

29. Rubin (1983: 20).
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affected the unemployment compensation program in a vasiety of
ways. The end result has been a complex array of federal
standards, and effective state enforcement of many of them
probably could not be realistically expected by even the most
zealous advocate of federal standards. Explaining the conte, 2
and administration of these federal standards is such a complex
undertaking that it comprises 102 pages of Rubin's extensive
analysis of the federal-state UC relationship.3°

One illustration of the complexity created by federal standards
at the state level is the instructions USDOL produced as guidance
to states on how to administer the worksearch requirements
revised by Congress for the federal-state shared Extended Ben-
efit program:

Section 202(a)(3)(C) defines “‘suitable work'" for the purposes of
those provisions as meaning any work within the unemployed
individual’s capabilities. There is an exception to the determina-
tion of work's suitability as so defined; however, if the individ-
ual’s prospects for obtaining work in his customary occupation
“‘within a reasonably short period™ are good, in which case
suitability will be determined under provisions of the State law
applicable to regular benefit claimants.

InGAL 21-81 and UIPL 14-81, the recommendation was made
that the prospects for obtaining work in an *ndividual’s customary
occupation be determined with reference to a period not exceed-
ing four weeks beginning with the first week for which extended
benefits are claimed. If classified as having good prospects but
they are not realized by the end of the period specified as
reasonably short, the individual's prospects may be determined
again with respect to an additional reasonably short period. In
Change 2 to UIPL 14-81, the recommendation was replaced by a
requirement that the period not exceed four weeks.

Experience with administration of the “‘suitable work™" provi-
sions of Section 202(a)(3)(C) of SESAs for over a year has
indicated the desirability of allowing States to determine the
meaning of the phrase ‘‘a reasonably short period'* flexibly in the

30. Rubin (1983: 69-170).
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context of their resp~ctive patterns of employment and unemploy-
ment during particular economic cycles. Accordingly, “‘a r:ason-
ably shori period”” will be, for these purposes, the number of
weeks specified by or pursuant to State law in the extended
benefit eligibility period applicable to each claimant. We continue
to recommend that the period be limited to four weeks beginning
with the first week for which extended benefits are claimed. Such
a limitation will no longer be deemed a requirement, huwever.

The foregoing relaxation of the period established for deter-
mining whether an individual’s prospects for obtaining work in
his customary occupation are good does not constitute an exsmp-
tion from the requirement to rake such a determination in every
case. It merely allows flexibility in determining the length of the
period that may be considered *‘reasonably short’ for purposes of
Section 202(a,3)(C). In addition, when an issue arises with
respect to failure to apply for or to accept an offer of suitable
work, an appealable determination must be made of the correct-
ness of the classific...ion of the individual’s job prospects as good
or not good. Whatever the classification, it continues to have an
impact on the determination with respect to failure to “‘actively
engage in seeking work” in Section 202(a)(3)(A).

Under Section 202(a)(6) these same requirements apply with
respect to regular benefits for which the State may be entitled to
claim Federal sharing in the costs. This change of position does
not affect other modifications to UIPL 14-81 announced in
Change 2.31

These detailed instructions are cited at length o convey some sense of
the difficulties that state programs are likely to have in following
federal guidelines.32

A significant aspect of the impact of federal intcrvention on
state programs is that it has become increasingly frequent in recent
years. One indication of this trend is provided in the summary of
federal legislation contained in the appendix to th's chapter. Dur-

31. U.S. Depurtment of Labor (1982b). It perhaps should be noted that Golding (1985)
coniends this 1s a worst-case example of tne complexity created by federal standards.

32. A sccond illustsation g5 provided by the ncarly 30 pages of nstmtions issued by the
waempluyment Lisuranve Servive o amplement cungresssunally mandated restivtiuns un paysng
benefits to certain alicns. Sce Rubin (1983: 86-88).
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ing the first quarter of a century after enactment of the Social
Security Act (through 1959): (1) only 14 major pieces of legis-
lation directly affecting the UC system were passed; (2) less than
one page is required to summarize the major changes included in
the laws enacted; and (3) five of the 14 laws enacted can be
primarily attributed to either wartime impacts or to providing
benefits to veterans. In contrast, during the second quarter of a
century after the enactment of the Social Security Act
(1960-1984): (1) more than 30 major pieces of federal legislation
that directly affected the UC system were passed; (2) over two
pages are required to summarize the major changes included in the
laws enacted; (3) only one of the more than 30 laws can be
primarily attributed to wartime impacts or to providing benefits
to veterans; and (4) during just the years froin 1980 through 1984,
13 separate pieces of federal legislation were enacted (only one
fewer than the number enacted during the first quarter century of
the program), and these acts alone require over a page to sum-
marize. It should be noted that the U.S. Department of Labor
(USDOL) also recognizes the increasing impact of federal leg-
islation on state UC programs. For example, USDOL estimated
in February 1985 that 77 changes in federal law since 1981 have
resulted in an approximate total of 2,500 changes in the laws of
the 53 UC jurisdictions.33

In addition to paying regular claims covered by its own
law/policy and dealing with the federal standards just discussed,
each state also has the responsibility of paying benefits under
various federal programs, including permanent federal programs
established for ex-armed forces personnel (the UCX program)
and for other former federal employees (the UCFE programy).
The states also have paid benefits under numerous other federal
programs, including the federal-state shared Extended Benefit
(EB) program permanently enacted in 1970 and the Federal
Supplemental Compensation (FSC) program that expired in
March 1985.34 Complexity is increased by these additional

33. O'Keefe (1985:4).

34 Examples of other programs inciude the Trade Adjustment Assistance and Special
Unemployment Assistance programs. These arnid several other programs arc referenced 1 the
summary of federal legislation in the appendix to this chapter.
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programs because certain eligibility provisions in them differ
from those in regular state programs. The complexity created by
attempting to administer federal programs and initiatives (only a
few of which are mentioned above), combined with relatively
limited administrative funding levels, adds to the possibility of
payment errors both in these additional programs and in regular
state programs.33

Time Required for Eligibility Verifications

Perhaps the most striking indication of the effects of UC
program complexities is the average time required in both the
K-B and B-K-S studies to determine as fully as possible whether
one claimant was eligible for a single week of compensated
unemployment. An average claim took somewhere between 8
and 13 hours of direct case time to complete in these two special
studies. As noted in chapter 2, typical case loads for personnei
routinely processing continued claims in the operational UC
system probably would be at least 50 times the case loads
assigned to UC personnel in these special studies.?¢ Even given
the intensive verifications involved in the K-B and B-K-S
studies, some payment errors were likely not detected in those
studies. Thus, it hardly is surprising that UC agency personnel
frequently make payment errors in processing claims, given the
time constraints under which they must operate.

Some Impacts and Implications of Complexity

Many adverse consequences of existing UC system complex-
ity were neither intended nor anticipated by policymakers or UC

35. Oregon’s Employment Division administrator contends ihat the overlay of complex,
constantly <han,ag™ federal programs contnbutes to overpayments m buth such federal
programs und >0 in regular state programs. See Thorne (1985b).

36. .. also suuuld be noted that the case loads «n the two speuial studies may tend to overstate
the resource commitment required v ascertain 4 Jaimant’s compliance with the wnitena for a
single week. The potential overstatement anses because a complete review of the onginal
monetary determinatiun and SEPATAUUR Cicuinstalees was a standard pant va the snvestigation in
these special studies, whereas comphance with only (e weekly chigibibity cntena would be
assessed in routinc processing.
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program administrators. Nonetheless, these consequences do
occur and merit serious consideration.

First, the complexity of the system means that it would be
extremely costly to fully administer and completely verify
claimant compliance with existing provisions. It seems neither
socially desirable nor likely that administrative funding alloca-
tions will be increased sufficiently to provide for effective
enforcement of existing UC program provisions. An obvious
implication of this is less effective - rogram administration than
could be achieved in a less complex system.

A second consequence of existing complexity is that neither
claimants nor UC program personnel know with certainty
whether payments should be made in many cases because of
uncertainties about the appropriate interpretation of existing
requirements. Both the K-B and B-K-S studies found instances
where trained experts within a particular state disagreed on the
correct interpretation of particular cases.

A third result of system complexity is that higher payment
error rates for both overpayments and underpayments are likely.
Viewed in this light, the relatively high payment error rates
found in the K-B and B-K-S studies certainly are not as
unexpected as they might ctherwise scem. Some payment errors
clearly are inevitable because of incorrect interpret. iions of UC
law/policy in complex cases. Given other system characteristics
and administrative funding limitations, it would be expected that
payment errors, which result from both accidental and inten-
tional misreporting, would be more frequent in more complex
systems. This expected impact on payment accuracy also has
been emphasized by o.hers familiar with the UC system. For
examnple, Dunn and Griffin state:

The key element in effective control over payments and other
elements within the unemployment insurance system is adequate
numbers of trained, properly supervised, permanent staff who are
fully aware of the criteria which govern the establishment of
eligibility, the determination of benefit rates, and the other
elements which underlie the minimum requirements for unem-
ployment insurance eligibility. The complexity of the program and
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the factors which underlie determinations of eligibility mandate
that the individuals have adequate training to attain the back-
ground necessary for this function. In mos* instances a minimum
of six to twelve months is required befcre a claims examiner can
be considered to be fully trained.3? (emph~sis added)

A fourth result of UC system complexity is that administrators
and other “‘front-line’’ agency personnel may be eit..cr forced or
permitted to exercise considerable discretion in interpreting
legislative intent. These persons may respond to either perceived
or real public and political pressures to alter the UC eligibility
and payment process in certain ways. It is obvious that the
subjective judgments resulting from this process cannot be made
consistently across either ail states (for federal laws/policies) or
among all employees within a state (for state laws/policies).
Inconsistencies almost necessarily will arise, both because of
confusion and because of philosophical differences in interpret-
ing complex criteria.*® Moreover, it may well be that policymak-
ers are not fully aware of the extent to which control of UC
system policy is subject to administrative discretion necessarily
exercised by UC personnel. An importaut result of a less
complex system would be an increased likelihood that adminis-
trative outcomes “vould reflect the intentions of policymakers,
rather than sometimes reflecting judgments made by UC pro-
gram personnel.

A fifth result of such a complex UC system is that horizontal
inequities are more likely. This effect is a further consequence of
the discretion exercised by administrative personnel and the
inconsistencies in their judgments. Employers and claimants
who interact with the UC system under similar circumstances are
not all accorded similar treatment in terms of the ultimate
outcomes of those interactions. Such adverse impacts of program
complexity also have been emphasized recently by Corson,
Hershey, and Kerachsky.3?

37. Dunn and Griffin (1984: 12-13).

38. Corson ct al. (1986. 133-34) also emphasize the substantial discretion that can be
exercised by agency personnel in the existing UC system.

39. Corson ct al. (1986: 133-34).
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A sixth impact of program complexity is that it reduces
incentives for UC system participants to ensure claimant com-
pliance with stated criteria because of the high costs involved in
monitoring such compliance. It is reasonable to assume that state
agency personnel are less motivated to prevent or detect over-
payments because UC eligibility criteria may be perceived as * *~
complex for effective or equitable enforcement. Also, claimants
clearly would find it both more difficult and costly to engage in
self-compliance efforts in a system with relatively complex
provisions. Similarly, it seems reasonable to assume that the
relatively high costs of attempting to monitor claimant compli-
ance with relatively complex requirements tends to discourage
employer monitoring efforts. In fact, incentives for UC system
participants to engage in relatively little monitoring is such an
important issue that it is dealt with in considerable detail in
chapter 6.

A seventh potential impact of UC program complexity is much
more speculative. Although no study has been conducted that
would allow definitive conclusions, it seems likely that complex-
ity has two opposite effects on the propensities of potential
claimants to file for UC benefits.*® On the one hand, complexity
probably encourages some ineligible claimants to file claims
because the capacity of the system to enforce its complex
requirements is very limited. More generally, voluntary claimant
compliance with stated criteria undoubtedly is reduced and claim
filing by ineligible claimants probably is increased by percep-
tions that stated and effective eligibility criteria differ markedly.
Ir contrast, it also seems reasonable that some potentially
eligible claimants do not file for benefits because they are
unwilling to incur the costs of interacting with a system as
complex as the existing one.

40 It should be noted that USDOL has questioned the existence of this seventh impact, and
also has suggested that substantive evidence should be provided on any such claim filing effects
(sec Golding 1985) Although anccdotal evidence may be found to support the existence of such
claim filing effects, the studies required to document their existence and magnitudes have not yet
been designed or conducted.

3
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Responses to Effects of System Complexity

Effective treatment of the adverse consequences of program
complexity is a difficult task. One approach would be to simply
acknowledge and accept the consequences of administering a
relatively complicated system with limited resources. Making
the reasonable assumption that some measures to deal with UC
system complexity should be undertaken, at least three general
options appear to merit consideration. The first would be to
provide a large increase in the resources devoted to administering
the existing UC system (without simplifying that system). As
noted earlier, however, the existing level of UC program
complexity would require perhaps a fiftyfold increase in the time
currently devoted to eligibility verification. Given competing
claims for society’s scarce resources, it appears to be a virtual
certainty that such a large increase would not be considered
acceptable. The more feasible alternatives would be to devise
acceptable ways of reducing the complexity of the system and to
develop better techniques for administering whatever level of
complexity remains. Because these alternatives are both more
feasible and more desirable in terms of both equity and efficiency
considerations, they are the only possibilities discussed in the
remainder of this chapter. The issue of designing and conducting
pilot tests of proposals for either reduced complexity or im-
proved administration also is discussed.

Reducing Program Complexity

The previous discussion of the system’s existing complexity
and its adverse consequences is intended to encourage consider-
ation of acceptable methods of reducing that complexity. Al-
though many policymakers and program administrators are at
least partially aware of the program’s complexity and its effects,
it may prove to be extremely difficult to reduce that complexity.

Even with the goal of reducing system complexity, a number
of difficult questions would remain about which program fea-
tures should be changed. Certainly, simplicity per se should not
be accepted as a necessarily desirable end result, independent of
the benefits and costs of particular changes. For example, one of

e~
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the costs of reducing the complexity of UC eligibility criteria is
that some of the subtle distinctions in the current system would
have to be removed; it is possible that policymakers may not be
willing to incur the costs associated with the elimination of these
distinctions. Such practical rcalities have caused several UC
system experts to suggest that advocating program simplification
may epresent a naive, impossible dream.4! Moreover, as one of
them recently pointed out, merely recommending program sim-
piification will not remove the public pressures—particularly by
legislators and the courts—that have contributed to current
system complexity.42

Reducing program complexity could either decrease or in-
crease UC benefit outlays. Such cost considerations would be
relevant in evaluating proposals for specific changes. Further-
more, changes implemented in some UC jurisdictions may not be
appropriate for all others. Hence, the judgments required to
evaluate the desirability of certain changes must be made by
policymakers and others familiar with the state-specific circum-
stances in particular UC jurisdictions.

Contributions to reducing program complexity by both legis-
lators and UC program administrators are briefly discussed
below. However, a full benefit/cost evaluation has not been
undertaken to assess the equity, claims filing or other impacts of
such changes. Consequently, no judgments about the relative
merits of these approache: are oifered. The examples simply
illustrate a few of the reductions in UC program complexity that
could be considered.

Legislative Contributions. Contributions to a less complex
system could be made by both federal and state legislative
bodies. It would be helpful for both the Congress and state
legislatures to carefully evaluate proposed programs and initia-
tives for their impacts on UC system complexity and adminis-
trative feasibility, particularly given the relatively limited admin-
istrative funding provided to state programs. Obviously, more

41 The difficulty of UC program simplification has been emphasized by a number ot UC
system cxpents, including Saul Blaustein and H. Allan Hunt of the W.E. Upjohn Institute,
Carolyn Golding of USDOL, and Sally Ward of the llinois Department of Employment Secunty.
42, Ward (1985).
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complex programs are more expensive to administer effectively
than less complex ones, other things equal. Hence, although
legislated program complexity 1nay not be inappropriate in the
context of overall policy decisions,** administrative funding and
the feasibility of proposed initiatives should be at least important
considerations. For example, the g .delines for implementing
congressionally-mandated EB worksearch requirements—dis-
cussed earlier in this chapter—suggest that program complexity
and administrative feasibility/costs were accorded little or no
weight in the decisions that led to the legislaticn. At the state
level, reductions in the complexities of legal provisions, such as
the elimination of the difference between wages reported by
employers for tax purposes and the wages used for claimant
benefit determinations, would be important in many instances.
Elimination of dependents’ allowances that require verification
of family circumstances not otherwise related to the UC eligi-
bility process also merits consideration by state legislators.
Serious consideration also could be given to reducing the
complexity of separation provisions and other features of UC
eligibility criteria.

Administrative Contributions. Both USDOL and state program
administrators also could make some contributions to reduced
program complexity. At the federal level, the administrative
funding process utilized by USDOL could be simplified substan-
tially, as is discussed in detail in chapter 4. Also, USDOL could
reduce the complexity of some of the guidelines issued to
implement the legislative intent of the Congress.

State program administrators also have considerable adminis-
trative flexibility to reduce the complexity of policies and
procedures they devise tc mplement state laws. Some states
have found that complex reporting forms result in payment errors
that could be reduced by appropriate state actions. Also, state
administrative actions could lead to revisions of the benefit
policy rules related to reasons for job separations. For example,
the complexity of provisions for ‘‘compelling personal reasons’’

43. For example, Gulding (1935 has suggested that existing cumplesity created at the federal
level may well be gustified in terms of the judgments made by presidential and wungressiunot
decisions through the years,
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and perhaps other voluntary quit disqualification exceptions
could be considered. As another example, administrative actions
could be taken in some states to eliminate or otherwise modify
the active search provisions devised to test claimant availability
for work. This is discussed in much more detail in chapter 7.44

Improving Program Administration

Some dzgree of complexity is inevitable in any social payment
system that does not simply provide benefits to any who apply as
a matter of right. Even a UC system that reflected substantial
reductions in current complexity probably could be significantly
improved by developing more effective techniques for consis-
tently applying law/policy within a givzn s.ate.

Accordingly, it may be more important, in terms of improving
the existing system, to consider how any given level of com-
plexity could be more effectively administered than to focus just
on reducing system complexity. Undoubtedly, many states could
implement a variety of relatively minor operational improve-
ments, but the focus in this section is on more general ap-
proaches. The general approach most strongly emphasized in this
study is the provision of appropriate incentives for all UC system
participants, but that issue is dealt with in detail in chapters 4
through 7. The approaches discussed in this chapter are: (1)
clearly specifying legislative intent at the state level; (2) provid-
ing detailed, written guidelines to agency personnel for applying
law/policy; (3) computerization of eligibility determinations; and
(4) computerized p:ofiles for targeting administrative resources
on ‘‘high-risk’’ claimants.

Clarifying Legislative Intent. More clearly specifying the
legislative intent of particular laws could facilitate improved
administration in at least some states. In the absence of clear
legislative intent, state UC program administrators are forced to
determine what they believe the intent to be and to develop (often

44 In many states, active search requirements are administratively required as a test of
availability provisions included in state laws. Accordingly, modification or elimination of the
search requirement is mentioned in the text as an administrative change. However, 1n some states
an active worksearch s specified in state laws.
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complex) procedures for implementing it. This problem may be
partially attributed to the fact that legislative intent at the state
level often is not as clearly developed through cxtensive and
documented hearings as is typical at the federal level. For
example, one legal scholar contends:

In applying disqualifications for voluntary leaving and miscon-
duct, an effort 1s being made to find objective standards and proof
in place of the apparent ambiguity and subjective tests of present
statutes. In the process, courts and administrative agencies
sometimes invent doctrines, presumptions and rules which ignore
or exceed the legislative intent. The neccssity for such inventive-
ness flows from the practical difficulty of processing and deciding
numerous claims promptly, and from the dual role of the various
administrative agencies to assist the unemployed in a time of
need, yet to protect a limited fund from ineligible claimants so
that an employer’s reserve account is not unfairly charged. While
the difficulty may not be desirable, it is one commonly found in
the area of administrative law. The solution lies not in greater
procedural formality, but rather in a return to the legislative intent
and in demanding a minimum quantum of competent evidence
before disallowing a claini. The main purpose of the legislative
scheme, tlie integrity of the system itself and fairness to the
unsophisticated claimant will thus be better served.*s

Written Guidelines for Administering Lawl/Policy. A general
suggestion that follows from the previous analysis of complexity
would be for those states that do not currently have detailed,
written instructions for administering UC law/policy to develop
them. In order to facilitate the development of such guidelines,
it also would be helpful to develop either a more detailed
flowchart of UC law/policy than that provided in figure 3-1 or
some similar device for summarizing law/policy in a particular
state. A recent six-state study of eligibility decisicns also has
strongly emphasized tue importance of providir.g written guide
lines to increase the consistency of eligibility decisions. Corson,
Hershey and Kerachsky state:

45. Packard (1972: 653-654).
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The states we visited varied aramatically in the extent to which
they made UI policies and procedures available in a clear,
organized form, or even consistently recognized in more informal
ways. . . . Not surprisingly, we found that in states that had more
comprehensive and detailed written policy and procedures, the
staff’s understanding of state policy was more accurate and more
consistent.

Detailed and specific policies tend to restrict the amount of
discretion that can be exercised by claims staff in considering
each claimant’s case . . . .

However, detailed and specific program guidelines need not
prompt claims staff to undertake unreasonable enforcement activ-
ities, and probably provide greater protection for claimants than
do nebulous and unwritten rules . . . . In contrast, the lack of
clearly written rules makes it more difficult for adjudicators to
justify their decisions, and more difficult for claims its to under-
stand the standards they must meet and to prepar. arguments in
their defense. Agency adjudicators then apply unwritten stan-
dards which may be understood and interpreted quite differently
by different adjudicators, and leave claimants with no reasonable
basis for predicting the relationsnip between their behavior and
the adjudicaiion outcome. In such circumstances, high standards
of due process m.  be difficult to achieve 46 (emphasis added)

The availability of detailed, written guidelines should also facilitate the
benefit/cost analyses that would be appropriate for making decisions
about which aspects of UC law or policy could be eliminated or
simplified.

Computerizing Benefit Eligibility Determinations. Another
way to increase consistency in applying UC law/policy and to
reduce associated administrative co.ts would be for the states to
increase the use of computers in making benefit eligibility
determinations. Computerized monetary determinations already
are a common feature of many state programs, but recent
developments in computer software suggest that computer-
assisted decisions could be made for uther eligibility criteria as

46. Corson ct al. (1986: 133-34).
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well. This approach would involve the use of ‘‘expert systems’’
that have evolved from :nany years of research in the artificial
intelligence area of computer science. Although no state UC
agency has yet implemented such an approach, Nagy, DiSciullo
and Crosslin completed an experimental study during 1983 that
was funded by USDOL te explore the potential of such an
approach for one ‘‘relatively simple’’ eligibility issue—labor
disputes.4” Even though their expert system for labor d.sputes
has never been operationally implemented by any state agency,
the results of their study and the use of expert systems fur
handling other, relatively complicated issues in other applica-
tions* show that such an approach holds considerable potential
for the operational UC system. Because existing computer
software programs clearly could be adapted for utilization in the
UC system and because of the potential benefits of expert
systems as a method of inexpensively improving UC program
administration, some important implications of that study are
discussed in considerable detail below.

n evaluating the expert system approach for UC eligibility
decisions, Nagy, DiSciullo and Crosslin conclude that important
advantages include: (1) the need for little or no retraining to
account for policy changes implemented through changes in an
expert system’s program; (2) the ease of implementing policy
changes, (3) the ‘‘common sense’’ of expert systems to ask only
neceosary questions and to follow efficient lines of questioning,
(4) a reduction in the time required for making determinations
(and a ~onsequent increase in the timeliness with which they are
made); (£, an increase in the consistency of determinations and
a corresponding reduction ir erroneous determin.....ns (because

47. Nagy ct al. (1983) provide an excellent discussion of the use of expert systesns in the UC
program, including how such systems have evolved from research un artific.al intelligence. The
discussion of expert systems in this sect.on is based primanly on their study.

48. For example, expert systems are becoming fairly common in the private sector fur handling
womplivated saderwniting devisiuns that are required to assign risks and determuic rates fou
varous types uf insurance voverage, as itlustrated by the work of Deuisions & Designs, Inc. of
McClean, Virgima. As uther eaamples, work has been undertaken on profiling both health cost
wontainment and wourker compensation nisks. The interested reader may ubtain additivnal
information on this latter work by cuntacting the International Assuiatiun of Acuident Boards
and Councils in Jackson, Mississippi, the Natiunal Cuuncil on Coripensativn Insurance in New
York City; and Medstat Systems, Inc. in Ann Arbor, Michigan.
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all determinations would be based on “‘the same knowledg : base
and inference mechanism’’); (6) the possibility that existing
technology is sufficient for expert systems to ““reliably handle™*
between one-half and four-fifths of nonmonetary adjudications;
(7) largely as a reflection of the above advantages, reduced costs
of making nonmonetary determinations; and (8) an overall
improvement in the service claimants receive.4?

The essence of utilizing (computerized) expert systems can be
easily understood in terms of how human expurts currently make
Gecisions on whether particular claimants are eligible for UC
support. Under ideal circumstances, highly trained individuals
gather facts about particular cases, sift through the evidence, and
then draw upon their knowledge of UC law/policy to determine
whether claimants are eligible for benefits. Unfortunately, the
staff with the training and experience required to make such
decisions often is so small, relative to the number of decisions
that must be made, that many decisicns actually are made by
persons with less training and experience than that necessary to
obtain accurate decisions. If equipped with expert system tech-
nology, however, relatively inexperienced staff should bz able to
make better decisions than are often made under the present
system abou. whether claims should be paid, denied or referred
for further evaluation by human experts.

In order to develop the computer-assisted approach outlined
above, it would be necessary to develop a sequence of questions
to cover most (ideally, ali) possible situations selevant to each
eligibility criterion. The detailed written guidelines suggested in
the prior section probably would be a necessary input into the
process of developing the ~equired questions. Also, it should be
noted that the less complex the eligibility criteria, the easier it
would be to develop the required questions.

Eligibility determinations from an expert system would be
based on responses to questions input (by trained clerks, rather
than eligibility adjudicators) through a computerized, interactive
questinn-answer process. The inference mechanism of the expert
system would be able to sort cases into th, .e categories: (1) those

49. Nagy et al. (1983: 75, 78, 80, 82, 91, 92 and 93).
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in which the issues involved exceed the capabilities of the
(computer) expert system aud should be referred to human
experts for adjudication; (2) those in which the claimant is
eligible to receive benefits for the week in questioi; or (3) those
in which the claimant is not eligible for benefits. For those
eligible for benefits, the preparation of a check could be
triggered by the expert system. In contrast, claimants identified
as ineligible for benefits would receive a computer-generated
eligibility determination that would provide the facts, reasoning,
conclusions and documentation involved in the determination. If
UC eligibility criteria were sufficiently simplified, then the
number of cases in category 1 probably would be relatively
small, given the current state of expert-system technology.

The above discussion indicates the potential benefits of apply-
ing expert systems for at least some UC eligibility criteria in
experimental, if not operational, settings. Assuming further
experience with this approach proved to be at least as positive as
the conclusions reached by Nagy, DiSciullo and Crosslin, expert
systems could represent an important source of improvement for
the existing UC system. The initial explorations of implementing
expert systems in an operational setting reported by the states of
Nevada and Utah are encouraging.50

Computerized Profiles for Targeting Administrative Re-
sources. Another application of computerized technology to
facilitate administration of eligibility determinations would be to
develop claimant screening profiles for use in targeting compli-
ance verification. Such an approach might distinguish between
“‘high-risk’* and ‘‘low-risk’’ claimants, so that administrative
resources could be focused on the high-risk group exclusively.
The low-risk group might be processed and paid almost solely on
the basic of claimant certifications. Screening profiles also might
be used for determining which claimants to routinzly process
through the computerized expert system and which claimants to
rev.ew more frequently by other methods. In any case, the thrust

50. Hanna (1985) reports that the Region 1X Office of USDOL and the sta * of Nevada are
co.tinuing their attempts to obtain funding .or an operational feasiility stud, of the expert-
system approach. Also, the stale of Utah has cxplored the possibility of implementing an
expett-system approach for some eligibility determinations.
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of implementing computerized profiling would be to more
effectively use administrative resources both to prevent and
detect overpayments.

A number of issues arise in considering the technical and
admintstrative potential of computerized profiling. Most of these
are dealt with extensively in chapters 6 and 7 and elsewhere.5!
However, it may be noted that the critical technical issue in this
regard is whether high-risk and low-risk claimants can be
effectively identified by analyzing differences in characteristics
between claimanis with and without overpayments from histor-
ical data taken from the intensive eligibility verifications con-
ducted in the Random Audit or Quality Control prozrams.s2 If
the overpaid and properly paid groups of claimants within a
particular state differ substantially with respect to certain labor
market or demographic characteristics, it then would be possible
to develop a screening rofile (on the basis of historical data) 10
identify claimants with relatively high overpayment likelihgods
in that state. In this regard, Kingston and Burgess noted recently
that experimental results for five states indicate that:

The development and use of statistical profiles, on the other hand,
appears to be a technicully feasible approach that could signifi-
cantly improve the allocation of UC program administrative
re-ources. This apprcach would require no increase in the (real)
level of resources devoted to UC program administration and
could be implemented with existing or revised eligibility criteria.
Furthermore, increased claimant self-compliance with ~IC eligi-
bility criteria would be induced. Also, the technical feasibility of
utilizing such profiles on an operational basis has been greatly
enhanced by the avaiiability of Random Audit program data in
most states, and oy the availability of Quality Control prograra
data in all states, starting in April 1986.

51 In addition to the diseussion in ch:ters 6 and 7, sce Burgess, Kingston, St. Lours and
DePippo (1983), Kingston and Burgess (1986), Porterfield, St. Louss, Burgess and Kingston
(1980); and St. Louis, Burgess and Kingston (1986).

52 The development of such profilds should not be based on routine operational data because
such data (incorrectly) include many ciaimants who actually receive overpayments in the group
considered to be properly paid Thus, accurate screcning profiles cannot be developed from such
data. Sec Burgess, Kingston, St. Louis and DePippo (1983) for a discussion of this issuc.

87
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Notwithstanding these considerations, statis'ical profiling has
received very little consideration to date. Tl rather limited
profiling efforts analyzed in thi. paper, however, illustrate the
potential contributions of such an approach.

It seems quite certain that futhcr estimation fforts, based on
either Random Audit or Quality Control prcgram data, would
result in more powerful statistical profiies thaa those discussed in
this paper. Hence, further investigation of this approach appears
warranted.53

Nonetheless, it should be emphasized that most of the work in this area
to date relates to availability/worksearch issues or to unreported
earnings. It remains an open question whether statistical profiles also
might be effective for other eligibility issues.

Pilot Tests

A systems approach is important in Jevising and evaluating
responses to the problems analyzed throughout this study,
including the adverse effects of complexity addressed in this
chapter. The importance of such an approach arises from the
intractive nature of the various components and relationships
that comprise the existing UC system. The interrelationships
within the system mean that even apparently plausible responses
to particular problems, such as complex elig:bility criteria, may
result in unintended and undesirable side effects. As a result, it
is difficult to overemphasize the importance of further research
and experimental pilot studies for assessing the overall costs and
bencrits of particular responses to system problems.

G.ven existing federa!-state relationships, administrative fund-
ing arangements, and the lack of well trained research personnel
in some state agencies, there obviously is an important leader-
ship role for USDOL in supporting and encouraging pilot studies
to assess approaches for reducing program complexity an.
improving program administration. USDOL-suppc :ted pilot tests
appear to be particularly appropriate because many of the
approaches that might be considered in a particular state could be

53. Kingston and Burgess {1986: 40).
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relevant for many other state grograms as well. Conducting pilot
programs for small sets of states coutd avoid the expensive
duplication of pitfalis that are almost inevitable in applying new
procedures and would provide valuable insights and refinements
for all states.

Alihough USDOL leadership in promoting pilot studies is
vital, states must also take lead roles in identifying and
operating appropriate pilot studies, since most changes would
have to be implemented by the states themselves. A'-.
individual states or groups of states probably will want to
explore some possible changes not included in whatever
research effort may be initiated by USDOL for the UC system as
a whole. Individual state analyses of data available from the
Random Audit and Quality Control programs, as well as from
other sources, undoubtedly would provide valuable guidance in
determining: the further research and pilot tests that might be
useful; the desirability of possible reductions in the complexity
of UC provisions and administrative procedures; and the
desirability of suggestions for improved administration. In
short, the individual states necessarily will play a critica! role in
designing and evaluating most of the important changes that
might be made in the existing UC system. Moreover, interstate
cosperation in such efforts—through the Interstate Conference
of Cmployment Security Agencies, other organizations or
smaller groups of states with similar problems or interested in
similar issues—would greatly facilitate responses to the issues
discussed in this chapter.

Although efforts to analyze, test, and evaluate the vanous
kinds of responses to the adverse effects of progrem complexity
might seem very difficult, some extremely encouraging progress
has been made in these areas, inc'uding the following three
developments: (1) USDOL provisiou of specific guidelines, as
part of the recently implemented Quality Centrol program, for
evaluating and funding special studies that state agencies may
wish to conduct; (2) the start of a study entitled the ““‘Quality
Improvement Project’* undertaken in a number of westzrn states;
and (3) the initiation of the *"Quality Unemployment Insurance
Project’’ by a cousortiuin of state agencies and the authors.
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Although some of these projects have other objectives, they also
represent attempts to reduce program complexity or to improve
administrative effectiveness. A very brief overview is provided
below of some major features of each of these developments,
with no attempt to summarize their entire scope.

USDOL Gudelines fer Special Studies. USDOL issued formal
guidelines to the states in April 1986 for the preparation of
funding proposafs for special studies within the context of the
Quality Control program.5* Funding for special studies under
these guidelines is a potentially important step towards a broader
pilot tst effort that could contribute to a significantly improved
program It also appears, however, that these guidelines are
somewhat restrictive in scope in that the empbhasis clearly is on
various approaches to conducting the Quality Control program,
rather than on encourag,..2 studies designed to improve the UC
system itself. Obviously, fundamental UC system improvement
is more likely o result from the latter types of studies. In
addition, there is room for less rigorous studies designed for the
diagnosis and correction of »clected problems in particular states.
It is hoped that USDOL will expand its guidelines in light of
these considerations in order to encourage pilot studies related to
a broad range of possible program improvement,. Such an
expansion could represent a very important addition to the
initiative alveady taken by USDOL.

Quality Improvement Project. The Quality Improvement
Project was initiated in 1985 by USDOL’s rogional office in
Seattlc and the States of Alaska, Idaho, Oregon and Washington.
Its putposes include identifying benefit payment crror sources,
why errors occur and whether such errors can be corrected at a
reasonable cost.** The project emphasizes various agency data
sources—including Random Audit (and Quality Conuol) data,
routine benefit payment control inforniation and the results of
local office quality reviews—for idertifying potential payment
errors. The project seeks specifically to determine whether
particula. °rro.:s are symptomatic of general systcin weaknesses.

54. U.S. Department of Labor (1986b).
55. Johnson {1985).

&)
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and to carefully evaluate the costs of corrective actions against
the anticipated benefits of those actions. Based on this analysis,
priorities can be suggested to rank the importance of various
changes that might be considered.

Quality Unemployment Insurancc Project. The Quality Unem-
ployment Insurance Project (QUIP) was initiated in Augus. 1985
by the authors and the following 10 state employment securities
agencies—-Arizona, Illinois, Louisiana, Missouri, New Jersey,
New York, North Dakota, Oklahoma, Pennsylvania and Utah.
Alaska joined the QUIP consortium in August 1986. Except for
Arizona and Louisiana, these QUIP states have continued to work
as a group on UC program improvements during 1987. The
project was designed to provide a forum for analyzing system
problems and exchanging ideas on how each state might improve
its UC system, particularly given severe funding constraints in
recent years. The importance of the project relates to the efforts
of these states to zither reduce program complexity or to improve
law, policy and administrative procedures. Most of the partici-
pating states have formed task forces or work groups of key
agency personnel to assess possible system weaknesses and to
evaluate various possibilities for law/policy changes or improved
administrative procedures. As part of this process, each state has
¢ »nducted case-by-case analyses of the Random Audit or Quality
Control cases it has processed to identify any general patterns or
system weakness. that may suggest the need for corrective ac-
tions. No attempt is made to catalog the large number of specific
findings and actions taken by the QUIP states, but some are
particularly consistent with the types of complexity responses
suggested earlier in this chapter. The following few examples will
serve to illustrate some findings and resporses of these QUIP
states:

1. Reducing program complexity or improving administration re-
quires detailed analyses of existing precedures, policies and
problems. Although all states ha.e undertaken some analyses, the
flowcharting of law/policy by New York and the detailed,
computerized analysis of Random Audit cases by Pennsylvania

91
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illustrate the sugg: stions in this chapter for pinpointing potential
problems

. Several s.ates have addressed the worksearch issue during the
QUIP project. Missouri’s special study of claimants, employers
and local office personnel found considerable confusion about the
precise nature of this requirement. Missouri found that employers
strongly favored verifiable search efforts by claimants, but the
employers also conceded that it was difficult to suggest concrete
guidelines that were administratively feasible, and they generally
did not favor the employer recordkeeping that would be necessary
for comprehensive verification. Illinois found that telephone ver-
ification of job contacts may be as effective and much less costly
than in-person verification by agency personnel. Perhaps surpris-
ingly, Illinois also concluded that in-person eligibility reviews with
claimants did not seem tc improve their worksearch efforts. Okla-
homa is experimenting with sorting claimants into various cate-
gories in terms of required search activities. New Jersey has in-
structed claimants that they must contact **hiring officers,"" not just
any employee of the firms they contact. Missouri, New Jersey and
Jklahoma have implemented law/policy changes designed to im-
prove claimant worksearch and job finding activities.

. Difficulties with coordinating Job Service and unemployment
insurance efforts to return claimants to work have been high-
lighted in st. “:es undertaken in both Oklahoma and New Jersey,
with a special pilot test to improve such efforts implemented in
New Jersey during 1986.

. Utah has implemented an experimental claimant screening profile
to improve the targeting of administrative resources on *‘high-
risk’” claimants. Alaska, Illinois and New Jersey are in the process
of conducting the research needed to evaluate whether such an
approach might be feasible in their states.

. Alaska and New Jersey are conducting special studies to deter-
mine whether claimants who collect UC benefits while working
can be inexpensively identified by using computerized screening
profiles.

. Utah is attempting to determine whether an expert system ap-
proach would be cost effective for administering sowae portions of
its eligibility criteria.
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7. Both Louisiana and Missouri found that partial claims appear to be
a particular problem in terms of overpayments. Their detailed
analysis of this problem has resulted in new forms, procedures and
policies for dealing with partial claims in both states.

8. Programs for improving reviews designed to assist local offices
have been conducted by Oklahoma and Pennsylvania. For exam-
ple, Oklahoma has initiated a new procedure that requires local
offices to routinely utilize a ‘‘quality checklist’” in order to
identify error sources and initiate immediate corrective actions.

9. Oklahoma also has conducted a special study of employer tax
audits and has found some employer wage reporting errors and
also some independent contractors that were not paying UC taxes
they owed.

10. Alaska and Illinois are conducting special studies to determine
whether employers who misreport claimant earnings can be
effectively targeted for tax audits by using computerized screening
profiles.

11. Louisiana found that its system for auditing claimants for unre-
ported earnings could be improved through a revision of its
employer wage-reporting forms.

12. Overall oversight and quality evaluation functions have been
improved by better integrating and coordinating a variety of
functions designed to enhance program quality by Arizona, New
York and Pennsylvania.s6

Conclusions

Tt evidence presented in this chapter does not necessarily
prove that the UC program is excessively complex. All social
payment systems must have eligioility criteria to regulate the
volume of payments and to determine those who will or will not

56 These findings and activities have been reported on at four meetings held by the QuIpP
states during 1985 and 1986 The summary in we text 1s based on the authors’ meeting notes and
the sources referenced below, since no comprehensive repurt or summary of QUIP state activities
has yet been developed Fur details on any of these prujects, contact the relevant state agencies.
Also sce Missouri Division of Employment Security (1986) for the worksearch survey, Mume
(1986) for the Oklahoma *‘quality checklist’* and revised workscarch requirements, and Utah
Depariment of Employment Security (1986) for the worksearch profile.
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be paid. The extent of program complexity required to accom-
plish this goal obviously is an issue about which informed
individuals may disagree. On the basis of equity/efficiency
criteria and the maximum level of real resources likely to be
allocated to UC program administration, however, our judgment
is that the present system is unduly complex—that the costs
implied for the adverse effects of current complexity, as dewailed
in this chapter, exceed any realistic expectation of what the
benefits of that complexity might be.

Responses to the negative impacts of program complexity
could include a substantial increase in administrative funding, a
reduction in program complexity or improved methods of ad-
ministering any given level of program complexity. Because a
substantial increase in administrative funding seems neither
likely nor even desirable, particularly in the absence of other
changes discussed in this study, this chapter focused on reducing
program complexity or improving administration.

Reducing program complexity would require policymakers
and UC program administrators to confront the issue of which
subtle distinctions (with regard to eligibility criteria, for exam-
ple) they are willing to climinatc. Considerable controversy is
likely to occur. Such controversy should be evaluated, however,
in light of the costs and difficulties involved in attempting 10
administer relatively complex eligibility distinctions.

Even though the benefits of a less complex UC system might
be substantial, political realities are likely to constrain overall
system simplification. Accordingly, implementing better poli-
cies and procedurzs for administering any given level of program
complexity could represent an important contribution to an
improved UC system. Three such approaches were emr.hasized
in this chapter. First, the development of detailed, written
guidelines for administering state law/policy could be helpful in
states that do not currently have such guidelines. Second,
computerized expert systems might improve the administration
of UC eligibility criteria. Third, computerized screening profiles
may represent an effective technique for identifying high-risk
claimants, so that claimant compliance can be increased by
targeting administrative resources more heavily on this group.



80 CHAPTER 3

Finally, it should be emphasized that further research and pilot
tests of the potential responses to the adverse effects of program
complexity would be very important in evaluating their overall
costs and benefits, particularly because of the likelihood that
many proposz's could result in unintended side effects. The
recent leadership <'1own by several stat. 2gencies and USDOL in
initiating re.earch and experimental siudies is particularly en-
couraging.

35
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APPENDIX 3A
CHRONOLOGY OF MAJOR CHANGES IN
FEDERAL UNEMPLOYMENT COMPENSATION LAWS

Source. Reprited from National Foundation for Unemployment
Compensation & Workers' Compensation (1985¢: 76-78).
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CHAPTER 3

CHRONOLCGY OF MAJOR CHANGES
IN FEDERAL UNEMPLOYMENT

August 1935

June 1938
February 1939
August 1939

September 1944
October 1933
August 1946

July 1947

June 1948

October 1952
August 1954
September 1954
June 1958
October 1958
September 1960
March 1961

Augut 1970

ERIC

Aruitoxt provided by Eic:

COMPENSATION LAWS

1PL. 74-271 App 814/35) Enactment of Social Secunity Act Declared constitutional May 24, 1937.
Creation of Federal unemployment tax, credit for employers against Federal tax for taxes paid
under a State law that meets Federal law requi Federal fi gof administrative coats;
State autonomy over substantive elements of State UC programs,

(PL 75-722, App 6-25-381 Enactment of Railroad Retirement Act tFederal system of uncmploy-
ment insurance for railroad industry).

P L 76-1, App 2/10:39) Taxing provisionsin T.tle IX of Social Secunty Act transferred to Internal
Revenue Code—Federal Unemployment Tax A<t (FUTA)

‘P L 76-379. App 8'10.39) FUTA taxable wage base hmited to first $3.000 of a worker's 2armings;
States required 19 establish merit systems for personnel who administer UC prog coverage
extended to certain Federal instrumentalitics.

tPL 78-346) Servicemen's Readjustment Act of 19441G 1 Bill Readjustment allowances of $20 a
week for a maximum cf 52 weeks.

tPL 78-458.App 103441 established the George Loan Fund for Federal loans to States in anticipa-
tion of heavy reconversion costs.

tPL. 93-719, App 81046} Extended coverage to mantime service, permitted States to withdraw
employee contributions from fund for payment of benefits under a temporary disabil e
pregram: provided reconversion unemployment Lenefits for seamen empleyed by the War Shipping
Administration.

PL 80.226 App 72447 Voluntary contributions permitted 1n emploser rate computations
1P.L 80-642. App 61448 Suprenie Court decision resulted 1n the term “emplovee™ 1n the FUTA
being hirmited to employees under the common law rule of “master-servant” retroactive to 1939
Federal coverage withdrawn from 500.000. including outside salesmen

P L.§2.5501 Veterans Readjustment Act of 1952:UCV progs ames provided up to 26 w ceks of benefits
at $26 a week 186761 to unemploved veterans of the Korean conflict.

1P L 83-567. App 85 541 The Employment Security Admimstrative Financing Act of 1954 (Reed
Act) earmarked all proceeds of the unemployment tax to UC purprses by appropridting to the

of any excess over a $263 million reserve in the loan tund to be used for bencfits and State admims.
trative expenses, including buildings
‘P L 83.767.App 9 1541 Coverage established Unemployment Compensation for Federal Employ-
ees—UCFE» program. extended coverage iefl’ 11561 to employers of 4 unstead of 81 or more
workers 1n 20 weeks 1n = calendar year Tux’States permitted to allow reduced rates te employers
with I unstead of 31 years' experience
P L 85-441. App 6'4 581 Established Te porary Unemployme.  Compensation Act of 1958 'TUC»
Provided up to 13 weeks of extended benefits to individuals who had exha asted regular entitlement
aﬁcr-lulne30 1957 and before April 1. 1959, Financed by Federxl loanstoStates. S.ate participation
optiona
‘P L 85-848 App 828 58 Permanent program providing bencfits fo v eterans under faw of State 1n
which claim was filed Ex-servicemen's Unemployment Act of 1958 (UCX)
1P L 86-778 App 9 13 601 Federal tax increased from 3 to3.1 v without a change 1n the 2.7 offsct
credit thus increasing Federal share from 03" t0 0 4‘r. permitted advance~ from loan fund only to
States unable to meet benefit costs 1 current or following month, extended coverage to Federal
Reserve Banks. land canks. and credit unions Pucrto Rico brought 1nto system. Effective 11 62.
corverage exte vied to employ ces on American aireraft workingoutside U S . nonprofit orgamizations
not exempt from income tax. feeder organizations of norprofit orgamzations
1P L 87-6. App 32461+ Established Temporary Extended Unemployment C p 100 Act of
1961/ TEUC» Provided upto 13 wecks of extended benefits to workers who exhausted benefits after
June 30 1960 and before April 1. 1962 Financed by 2 temporary additional Federal unemploy ment
tax of 04% for 1962 and 0 25¢¢ for 1963 Mandatory for all states
‘P.L.91:373. App 8 10 70s Tax wage base increased from $3.000 to $4.200. eff 1172 Fedcral tax
rate increased from 3.1% to 32% new employers permitted reduced rate on basic other than
experience Created Extended Unemplovment Compensation Program providing up to 13 weeks of
extended benefits financed 50-50 Federal-State to cluimants who exhausted regular entitlement
duning periods of high unemployment nationwide or 1n their State nationwide, whenever seasonal-
y adjusted 1nsured plos ment rate 15 4 5% or more for 3 consecutine mo~thy State. whenever
State’sinsured unemploy ment rate averaged 4 ur more for 13 consecutive w and was at least
20% higher than the average of such rate< for the corresponding 13- cek periodain the preceding 2
years Extended benefit period ends when conditione no longer exist hut must remain 1n effect at
least 13 weeks Coverage extended. off 1 1 72.to emplovers with 1 or more employees 1n 20 week«or
a quarterly pavroll of $1.500: nonprofit orgamizations of 4 or more emplovees, State hospitals and
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December 1973

June 1972
October i372-
October 1976

December 1974
December 1974

March 1975

June 1975

October 1976
October 1976

Aprnil 1977

December 1977
November 1978

October 1979

September 1980

Q

RIC

Aruitoxt provided by Eic:

institutions of higher educativn, vutside salesmen, agents and commussivn dnisers, certain agneul-
tural processing workers, U.S5. aitizens employed by Amenican firms outside the U.S. New State
requirements added, nonprofits must be given night to finance benefit costs by straight rexmburse-
ment instead of tax. certain professional employees of culleges must be dented benefits between
school terms if they have a contract to work both terms, benefits may not be paid any claimant for a
second successive benefiu year unless he has worked since beginning of the preceding benefit year.
benefits may not be dented claimants in approved training. benefits may not be dented because a
person files a claim in another State or Canada, required participation 1n interstate plan for
combining a claimant s wage credits when his earmings are in more than one State, prohibits
cancelling wage credits or totally reducing benefit rights except for misconduct in connection with
the work, fraud 1n connection with a claim, receipt of disquahfying income.

WP.L.92-224. App. 1229 71, Enacted the Emergency Compensation Act of 1971, providing addition
al extended benefits of up to 13 wecks to claimants in States with an insured unemployinent rate
plus an adjustment rate for exhaustees of 6.5% . provided extended benefits had already tniggered on
in the State. Act was effective between January 30. 1972 and September 30, 1972,

WP.L. 92-329. App. 630'52. Extended Emergency Compensation Act of 1871 to March 31, 1973.
Financed by increase in Federal tax rate for 1973 from 3 2% to 3.28%.

Sesverai bills enactes temporaniy suspending the requirement that a State must have both an
insured unempluyment rate of at teast 4 « and the rate must be 120° « higher than the average of the
rates for the corresp nding period sn the 2 preceding s e r>. Most such bills permitted Statesto waive
the 120% requirement.

P.L. 93-567. App. 1231 74. The Emergency vubs and Unemployment Assistance Act provided a
temporary program of Special Unemploy ment Assistance .5LA. to individuals with work expen-
ence but no benefit rights under regular pluyment comipensativn prugrams because their jobs
were not covered.

WP.L. 93-552, App. 1231/74, Created emergency bencfits prugram providing up to 13 weeks of
Federal Suppiementai Benefits .FSB. to indis1duals who had ¢ahaucted all regular and extended
benefit entitlement. Pay able between January 1, 1935 and I'ccemnber . 1, 1976 on the basis of same
triggers as in the extended benefits program,

.P.L. 94-12. App. 3 29 75. Increased maximum number of wedks payabie under FSB from 13 to 26
until Junuas ¢ 1, 1976,

«P.L. 8445, App. 6 30 5. Changed FSBtngger tu require inyured unemploy ment rare of aticast 5«
hmited FSB benefits 1o 13 weeks duration, extended the program ant:f March 31, 1977, prosided for
a3-year deferrai of the tax credit reduction provisions appinable to burruwing States. provided they
met conditions prescribed by Secretary of Labor.

JP.L. 344444, App. 10°1 76+ Provides for Federal resmbursement to the States fur unemployment
compensation paid to individuals separated from CETA public service jobs.

tP.L. 94-566, App. 1020 761

Financ. g.increas<ed tax base from $4..200 to $6,000, effective 1:1:78. increased net Federal tax rate
from 0.5« to 0.7« toreturn 1 0 3 «after all advances fur the Federal share of extended benefits have
been repaid.

Coverage extended to State and lucal gusernment employees, household work:rs who are paid
$1.000 o mure in any calendar quarter fur such services. agruultural labor for employershaving 10
or more workers «n 20 weeks L« pa, ing $20.000 or more 1n wage>in any <alendar quarter. employers
of nonprofit elementary ana secondary schools. Virgin Islands admitted to the system.

Extended benefits. chunge in triggers—Nativnal. seasonally adjusted insured unemployment rate
of 4.5 « duning a 13-week peniod. State. the 4"« unadjusted rate and the 120°« requirement retained.
but the latter may be waived by the State whenever the unadjusted rate 1> 5% o1 more.
Standards. disquanfication on basis of pregnancy o~ prohibited, psy ment pruhibited to professional
athletes between successive . 1sons and to aliers not legally admitted to US for permanent
residenve.tv individuals receising o pension. Payment based on service for a schuol by a professionat
must be denied between schooi terms if sndividual has reasonable assurance of reemployment.
States permitted to apply same denial to nunprofessionals employed by schools. Estabhshea a
Mational Study Commiss on o study and report on the ploy ment «xmp ion pro
WP.L. 95-19, Anp 41277 Reduved lcn;:lh of FSB emergencey venefit perid from 26 to 13 v.cck*.
extended FSB program to Nosember 1937 for new dairas. added special disqualifications for refusal
of sustable work and defined s+ rabie work for FSB daimants, provided general resenue finanung of
FSB beginming Apni 1, 1977 ¢ tended the deferral perivd fui borrowing States for 2 years, clanfied
the required denial of benefits .o undocumented aliens, permatted States to extend the required
denial of benefits to school emplos ¢es to vacation perivds and holiday recesses .n additior to the
period decurring between school terms,
WP.L. 95-216. App 1220 77. Required State LU ap. nuts to provide wage snformation to welfare
agencies on request: for annual rather than quartersy reporting of FICA wages

Pl 93-600, App i1 6 78 The Revenue Aut of 1978 subjeuied unempivyment benefits o taxation
for those whose total income exceeds certain amounts

P L. 96-84. App 10 10 79. Extended exclusion from the FUTA of certain alien farmworkers for 2
years but provided that these workers shall be cwunted fur determining sf a farm operator has
enough workers or payroll to be subject to FUTA coverage
L. 96-364. App 926 80. Amended pensivn stand  d to require dedudtion of pension payments
only 1n speaified arcumstances and to abiow Jtates .o consider on individual s contribution to the
pensiun m determiming the aiount W be deducted frum unemploy ment benefita, requised States to
prohibit payment of uatended benefits beyond 2 weeks to an interstate claimant «f the claim was
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filed in an agent State where an extended benefit pertod was not 1 effect; required exservice-
members to have one year instead of S0 days of active service before they can be eligible for benefits
(P L. 96499, App 12/5:80) Ter d Federal funding of unemployment benefits paid to CETA,
PSE workers, eliminated Federal s.iare of the first week of extended benefits in any State that does
not have a noncompensable waiting week requirement for regular benefits, required demal of
extended benefits to individuals w ho fail to meet certain specified req concermng applica-
tion for suitable work. or who fail toactively engage in seeking work. prohibited Siates from paying
extended benefits unless State law provided duration of unemployment disqualifications for the 3
major causes for EB claimants.
(P L. 97-35. App &1381) Eliminated natinal EB tngger. increased from 4% to 5% the State EB
triggertand from 5% to6% the oftional triggerifa State waives the 120% requirementy, disqualified
ex-servic bers who separate from the service when they had an cpportunity to re-enlis* re-
quired offsetting of unemployment benefits by amount of child support owed by a claimant; prohibit-
ed States from granting extended benefits to any clat .at who quahified for regular benefits witn
fewer than 20 weeks of work (or the equivalent) in his base period.
(P L. 97-248, App 9282 increased FUTA taxable wage base from $6.000 to $7.000 and net Federal
tax rate from 0 7% to 0 8% fefl’ 1:1:83). \ncreased the gross Federal tax rate from 3.4% 0 6.2% (efl’ I/
1i85) including 0.2% temporary tax until EUCA debt 1s cepaid. 90% offset credit apphes to 6 0%
ytelding net Federal tax of 0.6% Allocation of Federal tax:s. was revised with 60% to ESS.A account
and 40% to EUCA account until debt1s repaid. Fifth year added tax credit reduction for debtorstates
was amended to eliminate cost rateitax rate compasison in qualifying states. Lowere-. the earnings
level at which the U C benafits are taxable from $20.000to $12,000 for singles and from $25.000 to
$18,000 for married individuals. Debtor states were pernutted tomake repayments from expenence
rated trust fund moneys. States with very high insured unemployment rate allowed to defer a
portion of their interest payments. Wages paid certain student interns were exempted from FUTA.
Imtiated a temporary p.ogram of Federal Supplem ental Compensation providing for 6-10 weeks of
benefits with program terminating 3:31:83-Extended for 1982:8.. the FUTA exemption on wages
paidcertain alien farmworkers. Directed USDL to assist statesdesiring to adopt short-time compen.
sation Extended the Reed Act for 10 years permitting states to restore depletea Reed funds if state
has solvent trust fund.
(P L. 97-362. Miscellancous Tax Act of 1982. App 10 1 82) Extended for two years FUTA exclusion
of services performed on fishing vessels with crews of fewer than 10. amended UCX program to
provide that ex-servicepersons may qualify if they leave the service after a full term of enlistment;
tmposed a 4-week waiting period on UCX benefits, hmited UCKX duration uncluding extended
benefits) to a2 maximum of 13 weeks. required UCX pavments to be charged to Department of
Defense after 10/1/83.
P L. 97-424. App 1'6/83) Provided for an additional 2.6 weeks of Federal Supplemental Compensa-
tion for each state. according to insured unemployment levels.
(P L. 97-424. Surface Transportation Assistance Act of 1982. App. 1683 Revised tnggers and
duration of benefits under Federal Supplemental Unemployment Compensation Act of 1982,
P L 98-21, Social Security Amendments of 1983. App 420 83) Extended FSC program 6 months to
93083 Llodified conditions debtor States must meet to avord FUTA taxincrease Established new
conditions under which interest may be deferred Required States to provide that nonprofessional
ployees of schools and colleg denied benefits between terms and durning hohdays and vaca-
tion periods Gave States option to extend denza! to ndividuals performing services for or on behalf
of schools, even though not employees of those schools. Permitted States to deduct from an individ-
ual’s ployment check ts for health nsurance if individual agrees. Allowed States to
modify availability requirements for E claimants to take account of jury duty or hospitahzation if
such exemptions also apply to regular claimants. Removed from FUTA "wage" exclusions. begin-
ning January 1985, certain employer payments relating to employee retirement benefits and stk

pay.

P L. 98-135, Federal Supp! tal Comp 1on Amendments of 1983, App. 10.24/83) Extended
provisions of Act to 3:31:85 Revised tnggers and duration of FSC, added exclusion from taxable
wages of any payment made by an employer to a survivor or estate of a former em ployee after the
calendar year in which the employee dies. extended for two years. to 12:31:85, exclusion from
coverage of wage= paid certain alien farmworkers under contract for fixed periods; directs Secretary
of Labor to make special reports on fe sibulity of area triggers for extended benefits. structural
unemployment among claimants, ehgibility of federal retirees and federal prisoners for benefits,
1P L. 98-369, Deficit Reduction Act of *J84. App. 7/18 84) Extended definition of "wages" to all tips
reported by employee to employer, including tips made by credit cards 2s well as cash, extended for 2
years ito December 31, 1984) the exclusion of services performed on fishing vessels with crews of
fewer than 10 whose remuneration involves 1 share in the catch. required that State Ul agencies
provide for exchange of information with agencies adrunistering other programs for purposes of
income and eligibility verificatron, required al} States to require emnloyers to make quarterly
reports of wages to a State agency.

P L 98-601. Small Business Unemployment Tax Act, App. 1030 84 Permitted State Ul laws to
r-ovide certain small businesses tquarterly total wag»s ofunder $50.000) opportunity forphasing in
toa maximum taxrateof 5 4% from 1985t01989 +Parallels a similar phase-in provision in P.L. 97-
248 applicable to certain industries subject to a uniform State rate above 2.7% )

(P L 98611. App 10:31;84) Provided a 2-year 11984 and 1985) extension of an employer credit
against FUTA and FICA taxes for employer-paid costs of education assistance for employces.

(P L. 98.612, App 10'31'84) Provideda I yeur 19851 extension of an empiser credit against FUTA
and FICA taxes for employer.paid costs of group legal services for employees.
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Adverse Impacis of Federal
Administrative Funding Procedures

Each state is responsible for determining its eligibility criteria
and benefit levels, and also for raising the tax revenue neces-
sary to fund its benefit payments. However, state administra-
tive costs are financed by Federal Unemployment Tax Act
(FUTA) receipts collected from taxpaying employers in all
states.!

This federal funding process is one of the major features of the
federal-state partnership in the UC system. USDOL applies
administrative funding ailocation procedures that affect state
programs by creating v-rious incentives and disincentives to
which states respond. After providing a brief overview of the
USDOL administrative fuxding process, this chiapter analyzes
the adverse incentives and impacts of that process on payment
accuracy and overall UC program quality. Then, some possible
improvements in the administrative funcing process are dis-
cussed.

1. Asof 1985, the FUTA tax rate on employers was 6.2 percent of the first $7,000 paid to
each covered employee, but employers may recetve a credst of 5.4 percent of this «ax for taxes
paid under state UC laws {to fund benefit payments). Thus, the net federal tax on employers 1s
0.8 percent. Both federal and state UC program admimistrative costs are paid from appropnations
made annually by Congress out of funds accumulated from net FUTA tax receipts. In addition to
funding federal and state administrative costs, the net federal tax s used to finance the federal
share (50 percent) of federal-state extended bencfits and to provide a loan fund for states that
deplete the reserves available for benefit payments. For details on the federal tax (including
details on the **flow of funds™" from the 0.8 percent n=t federal tax), sec the excellent summary
provic zd in Nattonal Foundatun for Unemployment Compensation & Workers” Compensation
(1986a).
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CHAPTER 4

Background

Coatrol of administrative funding represents a substantial
source of federal authority over state UC programs. In fact,
Rubin contends that:

The source of this authority is the federal control over the
distribution of administrative grants and the power to establish
standards ““designed to insure competence and probsty.”

Under the Social Security Act, administrative grants are
permitted orly if the state law provides ‘‘such methods of
administration as are found by the Secretary (of Labor) to be
reasonaoly calculated to insure full payment of compensation
when due.”” A .econd provision permits expenditure of adminis-
trative grants by a state only in the amounts and for the purposes
found necessary by the Secretary for proper and efficient admin-
istration.

The virtvally unqualified authority of DOL to allocate admin-
istrative grants regularly .Jllides with the states’ responsibilities
to administer their own laws. Control over allocation has trans-
lated into federal dictation of priorities, limitations on state
flexibility, friction, and cooperation. The conflicts have produced
state recommendations either for some share of the authority over
allocations or for independent sources of administrative funds
without federal control.2

Individual state UC programs receive administrative funding
from the federal government on the basis of aljucations by
USDOL.? Initially, detailed line item budgeting was utilized for
all budgetary items, but in 1941 this approach was teplaced by a
cystem of ‘‘functional’” budgeting, under which administrative
financing was provided for the specific costs of performing
various UC functions (e.g., the maintenance of employer wage

2. Rubin (1983: 27-28).

3 For a recent and excellent discussion of the administrative funding process, see House
Committec on Appropriations (1985). This chapter draws heavily on this source  For mrcent
analyses of financing issues in tetms of state trust fund solvency for paying UC benefits 1
claimants, sec Vroman (1985 and 1986).
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records).* This functional budgeting system eventually evolved
into one in which funding for direct UC operations, such as
benefit payment procedures, depended on ‘‘standard’’ times per
unit of work performed in each state.

Because of difficulties with its functional budgeting system,
which included an inability to explain or justify cost variations
among tke states, USDOL initiated a major research and devel-
opment. projcct in 1971 that was intended to result in an
improved administrative funding system.5 The result of this
effort was the Cost Model Management System implemented in
the mid-1970s and used through at least FY 1987, although some
changes were made for FY 1987 allocations. Because some
familiarity with this system is essential for understanding exist-
ing, past and probably future administrative funding impacts and
problems, it is briefly explained below.

At the very outset, it is important to emphasize that USDOL
already has responded positively tc some of the adverse funding
impacts analyzed in this chapter. In particular, USDOL imple-
memed some potentially significant changes that affected FY
1987 allocations to the states, as discussed in a subsequent
section.® Nonetheless, because the funding process described
below is esscntial to understanding adverse federal impacts on
state programs from the mig-1970s through at least FY 1987, and
because many features of that funding process may be retained in
future years, it is important to provide further background.”

The Cost Model Management System is based upon work
measureme:it and time studies of the various functions involved
in processing UC claims in each state. Statistical sampling
techniques are used to analyze sample work stations in order to
estimate the (statewide average) time rcquired to perform the
major UC functions in each state.8 These time factors are

4. National Governors’ Association (1983: 9).

5. House Committce on Appropriations (1985: 7).

6. Sec Semerad (1986), Jones (1986) and Balcer (1986).

7. Tt shoula be noted that, although such funding procedures are not discussed in the text,
USDOL also provides separate funding to the states for certain spevial purpuse projects, such as
the uperation of the Cust Mude! System atself. Nonctheless, must administrative funding for state
programs has been provided through the funding process discussed in the text.

8. A number of potential 1ssues anse because of the use of “*sample™ work stattons for
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denoted as ‘‘minutes per unit’’ (MPUs) and have been developed
for a number of major cost model components, including: injtial
claims, weeks claimed, nonmonetary determinations, appeals,
wage records and tax functions.® MPUs for 17 different workload
activities were used in the administrative fundiag aliocation
process for FY 1985.10

On the basis of the MPUs developed from the Cost Model
System and forecasts of future workloads, the total staff posi-
tions required by each state to process its predicted workload for
each year are estimated. One of the major yroblems that led to
the development of the Cost Model System—the inability to
justify or explain cost differences among the states—has contin-
ued as an unresolved problem, however. In fact, as early as FY
1977, only two years after implementation of the Cost Model,
the Office of Management and Budget began to cut USDOL’s
annval budget requests for administrative financing because of
unexplainable variances in administrative costs among the
States.!!

A recent summary of the Cost Model System by Dunn and
Griffin provides a convenient overview of a number of admir-
istrative financing issues frequently raised by the states:

The prin:ary elements in financing the administration of e
nation’s unemployment insurance program are the estimated
workloads for the forthcoming fiscal period and the time factors
established as necessary to maintain a fully effective program for
the prompt payment of benefits and the prevention of fraud and
other abuses. As a hedge against inaccurate estimates (which are
made initially 21 months before the end of the ..scal period) only
a portion of the estimated workloads (the base) is funded in
advance—the rest (the contingency) will be funded only if and
when the additional workloads occur.

relatively short pericds to estimate the average (statewide) tme required to perform particular
tasks Obvious jssues include the statistical validity of the selection procedures for the sample
work station:s and the extent to which *‘gaming” strategies may be wtilized by states (o affect the
Cost Model estimates. However, these and other potential Cost Model design 1ssues are not
addressed in this study because ihe authors have no stbstantive basss for evaluating such issues.

9. National Governors” Assc ciation (1983: 9).

10. See Brown (1984) and House Committee on Appropriations (1985: 24).

11. House Committee on Appropriations (1985: 10).
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. . . Base funding presupposes a sufficiency of resources to
supoort the minimum number of experienced staff who will
provide a continuity of operations and stability, regardiess of
workload fluctuations.

In contrast, additional contingency funding presupposes that
wheu workloads exceed base entitiements, temporary, part-time
ard transitional staff (usually lower salaried) will be added to
handle this excess workload on an as-needed basis. The propor-
‘ion of total expected workload which is funded at ‘‘base’’ is
critical since the allowances for salary and NPS [Non-Personal
Services] ar> lower for the contingency workloads than for those
in the base. One major difficulty is that for the past several years,
the buse workloads nationwide have been arbitrarily fixed, while
the actual number of claims processed has varied widely duiring
the same period.!? (emphasis added)

Four issues noted in the above summary of funding procedures require
further clarification: (1) workload projections, (2) the underfunding of
state UC program operations, (3) ‘‘base’’ v. ‘“‘contingency’’ funding,
and (4) the funding for nonpersonal services.

Workload Projections

One of the major determinants of the i.vel of administrative
ronding for state programs in any year is the projected (national)
workload. The accuracy of these projections is essential to the
overall adequacy of administrative funding because, as discussed
below, it affects the extent to which funding is provided on a
base or a contingency basis.!* Accurately projecting the national
workloads for particular years would be extremely difficult, even
if such projections were based solely on objective factors.
However, political considerations affect the objectivity of these
forecasts, since USDOL and the Office of Management and
Budget utilize tne administration’s official economic assump-

12. Dunn and Griffin (1984: 7 and 3).
13. Dunn and Gnffin (1984 or 1985) and House Committce on Appropriations (1985. 17).
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tions in determining workload projections. 4 Relatively inaccu-
rate workload estimates that consistently understate actual
workloads have been used by USDOL in its administrative
funding process in recent years. Actual UC workloads were
greater than projected workloads for FY 1976 through FY
1980.!5 More recently, the Interstate Conference of Employment
Security Agencies has found that USDOL’s projected annual
workload estimate was never more than 80 percent of the actual
workload from FY 1980 through FY 1984, with the exception of
one year.16

Underfunding of State Programs

One issuc that has aroused strong <*ate objections, especially
in recent years, has been the practice of underfunding states for
the rumber of positions indicated by the Cost Model MPU
studies.!” The underfunding issue partly reflects the fact that
congressional appropriations (which determine the total funds
from FUTA collections available to USDOL for state programs)
have not been sufficient to fully fund all positions indicated by
the Cost Model System, although underfunding actually predates
the Cost Model System. According to a report prepared by the
Interstate Conference of Employment Security Agencies and
Macro Systems, Inc., numerous methods have been used to
reduce the number of positions implied by the Cost Model and
workload estimates to the number of base positions that could be
supported with available resources.!'® As a result, states often
have received different percentage reductions in allowable MPUs
for different functions.

14. See House Committee on Aporopriations (1985  7-23) and Interstate Conference of
Employment Security Agencies and Macro Systems, I~ 980: 607).

15. House Commiltee on Appropriations (1985: 17,

16. Cited in House Committee on Appropriations (1985: 17-18).

17 UC program personnel also often contend that the Job Service underfunds programs
related to placing UC claimants in jobs. The issue arises because Job Service operations receive
specific funding from FUTA collections deposited into the Employment Secunty Administration
Account for serving UC claimants. However, UC program personnel often contend they do not
reccive service for their claimants commensurate with the funding provided to the Job Service
from these FUTA collections.

18 Interstate Conference of Employment Security Agencies and Macro Systems, Inc. (1979:
111-9).
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The states with the highest MPUs for a given function usually
have the funding for those MPUs reduced by the largest
percentage amounts; in most ins'ances, these MPU funding
reductions become progressively smaler for states with lower
MPUs. Full MPU funding has been unusual in recent years.
During the FY 1985 allocation process, USDOL fully funded the
MPUs in each of the workload components for only the five
states with the lowest MPUs.19 Overall, USDOL funded only
about 84 percent of the state needs indicated by the Cost Model
studies during fiscal years 1984 and 1985, with this percentage
evidently falli.ig to about 82 percent for FY 1986.20

The practice of not fully funding state MPUs has aroused
overwhelming, if not unanimous, opposition by the states. In
fact, a recent analysis by the House Committee on Appropria-
tions found that nearly all states surveyed supported the Cost
Model as ‘“‘a theoretically sound approach to accurately
determining the time needed to accomplish specific UI
functions,’’?! and most states also believed that USDOL’s
reductions for the MPUs indicated by the Cost Model studies
have been arbitrary.2? These state concerns are summarized well
by Dunn and Griffin:

The MPUs identified for each staie are revised downward by the
Secretary of Labor to assure that the number of positions allocated
to states does not exceed the number of positions which have been
included in the President’s annual budget request. These adjust-
ments seriously affect the funding each state actually receives.
The program needs have besn methodically documented and
justified through the cost model/workload estimating process.
These needs nevertheless are modified arbitrarily by ETA to fit
within a total funding ceiling.?

19. House Committee on Apnropriations (1985: 24).

20. Sec House Comnuttec . ppropriations (1985, 24) for the estumates for fiscal years
1984 and 1985. The csumates ior FY 1986 were provided by New York's former UC
administrator, Gerald Dunn.

21. House Committee on Appropriations (1985: 20).

22. Forasummary of state views, sce House Commuttec un Appropriations (1985. 24). Also,
se¢ Dunn and Griffin (1984 or 1985).

23. Dunn and Griffin (1984: 3).
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USDOL generally believes nationwide funding for the admin-
istration of state programs is adequate, despite the fact that full
funding for Cost Model MPUs is not provided.?* This may
explain why many states maintain that USDOL does not make as
strong a case to Congress for full funding of Cost Model MPUs
as the states believe is appropriate. A recent analysis by the
House Committec on Appropriations concluded that USDOL
could not support its conclusion or ‘“‘adequately demonstrate that
Cost Model results were improperly prepared or were inaccu-
rate.’’2s

Base v. Contingency Funding

Another administrative funding issue is that overall funding
adequacy partly depends on the proportion of total funding
provided to a state as ‘‘base,’’ rather than ‘‘contingency,’’
funding. The need for such a distinction in the funding process
arises because claim loads can fluctuate sharply from quarter to
quarter in any state. The base allocations are supposed to provide
funding for a sufficient number of permanent staff to cffectively
operate a state’s program during relatively low volume periods.
In contrast, contingency funding is supposed to make it possible
to effectively process claims during higher volume periods by
allowing states to supplement their permanent (base) staffs with
temporary/seasonal employees. However, in addition to the
tendency of USDOL to underestimate base staff needs, there are
at least three interrelated issues that complicate the apparently
simple distinction between base and contingency funding: (1)
differential funding levels for a given number of positions,
depending on whether they are funded as base or contingency
positions; (2) the problems states confront because of the
distinction bc'ween positions “‘carned’’ and “‘used’’ for partic-
ular calendar quarters; and (3) the allocation constraints imposed
for base staff gains and losses in particular states. Each of these
issues is briefly discussed below.

24. House Committee on Appropriations (1985: 20).
25. House Committee on Appropriations (1985: 19).
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An implicit assumption of the Cost Mode¢l System is that the
efficiency of permanent and temporary employees is the same.
No adjustment is explicitly made in the MPUs for a state on the
basis of the proportion of its workload processed with permanent
v. temporary employess. At the same time, however, USDOL
provides lower funding levels to a state for contingency than for
base positions to reflect the lower wage and employment costs
supposedly associated with temporary v. permanent cmployees.
Thus, a state would receive a smaller (larger) administrative
funding allocation if it had fewer {more) of a given number of
total positions funded as base positions; as explained earlier in
this chapter, USDOL has consistently underestimated base
workloads in recent years.

Funding generally has been provided to a state for base
positions only if it has ‘‘used” all of the positions it ‘‘carned’’
for a particular calendar quarter; cxcess positions earned typi-
cally have been recaptured by USDOL at the end of cach
calendar quarter. In contrast, contingency or other extra funding
generally has nor been provided to a state in past years if it has
used more positions than it has earned for a particulzar calendat
quarter. As a result, the 2dequacy of funding has depended partly
on how accurately states could forecast the exact staff size
required to process quarterly workloads, since the states typically
have been funded foi the lower of earned or used staff positions.
In addition, it can be extremely difficult to vary staffing rapidly
enough during particular calendar quarters, even given accurate
annual workload forecasts, to keep actual (or ‘‘used’’) staffing
cxactly matched to “‘carned’’ staffing. In apparent recognition of
these problems, USDGL recently changed its policy to allow
states to make accounting carry-overs of carned but not used
positions from the first to the second quarter in a year, and for
FY 1987 USDOL decided to ailow states to continue such
carry-overs for base positions for the entire fiscal year.26
Morcover, at least for FY 1987, the states could be paid for
carned contingency positions, even if they were not used during

26. For the carher change, see Huuse Committee un Appropnations (1985. 30). For the more
recent changes, see Jones (1986).
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the year.?” However, it still is not clear whether these recent
changes will be continued in future years, and they certainly do
not fully address tiie other base v. contingency funding issues
discussed above.

Another dimension of the underfunding of base positions is that
the allocation procedures in recent years appear to penalize states
that experience extremely sharp increases in claim loads from one
year to the next. This occurs because USDOL generally has
modified the allocation of base staff positions for certain func-
tions indicated by MPU/workload estimates tc constrain the in-
crease it such positions for any state from one year to the next.28
The effect of such constraints obviously is to increase the relative
underfunding of states that have rapidly growing claim loads, as
has been emphasized by the Florida UC agency.?® The relative
underfunding imposed on such ““loser’’ states by this zero-sum
reallocation process (that benefits some “‘gainer’ states) would
be expected to contribute to quality problems in “‘loser’” states.

Funding for Nonpersonal Services30

The funding of nonpersonal services (NPS) is another major
feature of the existing administrative funding system. The NPS
category consists of nonstaff items such as supplies, communi-
cations, travel, equipment, premises and various purchased
services that may include data processing. Prior to 1981, fundiu
for such costs was based mainly on historical funding levels,
adjusted for numerous special factors relevant in particular
states. Because of historical difficulties encountered in equitably
funding differential NPS costs among the states, a special mo-el
intended to account for wide variations in NES costs among the
states was developed in 1981.3! This special model was socn
discarded in favor of existing NPS funding procedures.

27. Balcer (1986).

28. For example, sec Brown (1984).

29. Burnett and Pendleton (1985).

30 For an excellent and extremely detailed analysis of NPS funding 1ssues, see House
Committce on Appropriations (1985. 36-62). The discussion n this sectron draws heavily on that
source.

31. National Governors® Association (1983: 15).
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In recent years, NPS funding has been closely tied to actual
workloads (and staffing costs), even though many NPS costs
(e.g., premises) represent fixed or quasi-fixed costs that vary
ngtle (if at all) with actual workloads, particularly on a quarterly
basis.32 - particular problem with this NPS funding process is
that capk .i-intensive states, especially those with highly auto-
mated systems, tend to receive less adequate funding than
labor-intensive states, especially those with relatively high MPUs
and salary levels. Other difficult issues that must be confronted
by USDOL in attempiing to equitably fund NPS costs among the
states include: (1) the substantial differences in NPS costs among
the states in a given year; (2) differences in NPS costs within a
state from year to year; (3) the fact that state decisions can alter
both the amount and mix of NPS costs; and (4) the fact that the
extent and duration of the fixed con:ponent of NPS costs varies
substantially among the states.33 However, it is quite clear that
USDOL’s NPS funding procedure3¢—to fund NPS costs attrib-
uted to contingency staffing at a much lower rate than the rate
used for NPS costs attributed to base staffing—has created
serious difficulties for state programs. In particular, the consis-
tent underestimates of base workloads result in lower NPS
funding allocations because less NPS funding is provided for
contingency than for base positions.35

It also appears that the difficulties states have in fully cuvering
their NPS costs have accelerated in recent years. According to a
survey ccnducted by the Interstate Conference of Employment
Security Agencies, which obtained responses from 47 state
agencies, the number of stiates that reported NPS deficits
increased from 18 to 40 between 1980 and 1983.3¢ USDOL has
contended that the shortfall in NPS funding alleged by the states

32. For example, see Dunn and Gnffin (1984. 4) and House Commuttee on Approprations
(1985: 36-44).

33. House Committee on Appropriations (1985: 36-62).

34. House Committee on Appropriations (1985: 36 and 50).

3Z2. Anadditional dimenston of the NPS underfunding sssue 15 the shortfall in NPS funds for
the UC program that resulted from the split 1n NPS funding for the UC and ES programs
mandated in the 1982 Wagner-Peyser Act amendments. This tssue s not addressed here, but 1t
is discussed in House Committee on Appropriations (1985: 46-49).

36. House Committee on Appropriations (1985: 55).
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is due to state accounting procedures rather than to inadequate
funding.3? Nonetheless, most states and the Interstate Confer-
ence of Employment Security Agencies view the shortfall as
indeed a real one; this position evidently was accepted by the
Congress in at least two recent years, as reflected by the fact that
portions of supplemental appropriations for the UC system for
FY 1984 and 1985 were earmarked specifically for NPS fund-
ing.3° In addition, the evidence and substantive analysis pro-
vided by the states, the Interstate Conference of Employment
Security Agencies, the House Committee on Appropriations, and
even USDOL certainly appears to be much more supportive of
the state position than of USDOL’s position.3?

Funding Impacts on Payment Accuracy and Program Quality

The overview of the funding process in the prior section
provides a basis for analyzing how the administrative funding
procedures utilized from the mid-1970s through at least FY 1987
likely have impacted on both payment accuracy and overall UC
program quality. Although the effects analyzed obviously are
interrelated. at least eight somewhat distinct impacts or issues
can be identified: (1) the inherent complexity of the funding
process; (2) the overall underfunding of state UC program
opeyations; (3) the base v. contingency funding procedures; (4)
the underfunding of nonpersonal services; (5) the likelihood the
funding process discourages general innovations in state opera-
tions; (6) disincentives for states to automatz their operations; (7)
the absence of direct incentivzs to encourage administrative cost
efficiency, including a lack of incentives for reducing program
complexity; and (8) the absence of appropriate incentives to
encourage states to prevent payment errors or to detect/recover
overpayments.

37. House Committee on Appropriations (1985: 47).

38. House Committee on Appropriations (1985. 47-62) and Internatiunal Association of
Personnel in Employment Security (1985).

39 For a summary of the arguments and evidence for several states, see House Committee
on Appropriations (1985. 47-62). Also, several individual states have documented their NPS
shortfalls. For example, see Dunn and Griffin (1984).
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It should be emphasized that USDOL has disputed the
existence of some of these impacts. Nonetheless, a December
1984 internal study prepared by USDOL’s own Administrative
Finance Workgroup severely criticized the funding system and
explicitly acknowledged most of the adverse impacts listed
above.® Moreover, in evaluating these adverse impacts, it is
important to emphasize that GSDOL already has implemented
some changes in that system. After obtaining substantial input
on reforming its administrative funding process, USDOL
implemented some short-term reforms in May 1986.4! At the
same time, USDOL announced that there would be continuing
public discussion of long-term revisions in its administrative
funding procedures.42 Although there continues to be contro-
versy about the importance « " the short-term revisions that were
implemented during FY 198, ! certainly appears to the authors
that these changes represent an important step towards a much
better adininistrative funding process. Probably the most
important of these short-term changes is that USDOL kas
provided the states much more flexibility in determining how to
allocate the administrative funding they receive among various
cost categories. In addition to increasing the flexibility of state
spending decisions, the FY 1987 changes implemented by
USDOL include: (1) an emphasis on monitoring state
performance outcomes, rather than expenditures by detailed cost
categories; (2) a reduction and simplification of fisca: reporting;
(3) the replacement of the quarterly recapture of unused funding
for base positions with only the annual recapture of such funds;
and (4) evidently for FY 1987 only, contingency funding for
positiuns states earn, instead of funding for the lesser of earned
or used positions.*? Thus, USDOL already is in the process of
improving its past administrative funding system. Accordingly,
clthough the full impact of these 1ecent changes cannot yet be
evaluated, their apparest contribution to a better funding system

40. Cited in House Committee on Appropriations (1985: 73-74).
41. Jones (1986).

42. Jones (1986).

43. Jones (1986) and Balcer (1986).
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will be noted in the relevant sections of the subsequent
discussion of the eight issues identified above.

Funding Process Complexity

The inherent complexity of 1JSDOL’s funding process be-
comes evident from a caieful examination of the intricate details
of the system. In a study prepared in 1980 at the request of the
National Commission on Unemployment Compensation, the
undue complexity of the administrative funding mechanism was
identified as a major problem:

Congress appropriates Grants-to-States resources to states in three
categories: Ul, Employment Service, and contingency. In recent
years, however, the allocation of these resources to the States has
become increasingly complex and restrictive as well as being
constantly under revision. This complex of mechanisms has
resulted in increased confusion and frustratior: in understanding
funding concepts, incentives, and mechanisms. . . . %

Although the funding system has been revised since the above study
was completed, it is very clear that the process subsequently utilized
still was a complex one.45

The funding process makes it difficult for states to undertake
effective long-range planning on the basis of reasonably stable
funding, even assuming constant workloads. The complexity of
the funding process also makes it difficult to understand or
explain either existing furding allocations among the states or
how changes in a particular state would affect its allocation. In
fact, a conclusion of an internal ETA study dated December
1984 is that the administrative fanding process was “‘unneces-
sarily costly,”” *‘highly .omplex,” and resulted in ‘‘incongru-
ities”” between resources and workloads “‘that are difficult to

44 Interstate Conference of Employment Secunty Agencies and Macro Systems, Inc. (1980:

45 For an excellent discussion of some complexitics mvolved m allocating adminsstrative
funds among the states, see Brown (1984).
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understand and explain.’’46 A recent and detailed comparison of
various components of the FY 1986 administrative funding
allocations among the states by the Arizona UC agency also finds
“‘that there are radical relative differences between states for
which logical explanations do not come.to mind. '47 Fortunately,
it appears that USDOL now has somewhat reduced the complex-
ity of the administrative funding process, at least for FY 1987
ajlocations.48

Overall Underfunding of State UC Program Operations

State UC program administrators have strongly contended that
USDOL underfunds the administrative costs that would be
associated with ‘‘quality’’ programs, since full funding is not
provided for the MPUs indicated by USDOL’s own Cost Model
System.*® For example, Dunn and Griffin contend:

Virtually all states support the use of objectively developed Cost
Model MPU'’s as indicators of the time necessary to accomplish
program goals.

. . . When the Cost Model-developed MPUs are reduced to fit
within the funds included in the President’s Annual Budget
request, the quality of administrative operations in each state, and
each state’s ability to minimize fraud, waste, and abuse in the
unemployment insurance program, is eroded.*?

Even more recently, the Quality Couircl Subcommittee of the Inter-
state Conference of Emplcyment Security Agencies argued that, given
underfunded state programs, allocating funds for a system to
detect/measure UC payment errors (in USDOL’s Quality Control
program) does not make sense because without adequate staffing ‘the
same errors will occur despite any amount of statistics collected.’5' It
also should be noted that concerns about the administrative underfund-

46. Cited in House Committee on Appropriations (1985: 73-74).

47. Arizona Unemployment insurance Admimistration (1985. Cover Sheet).
48. Jones (1986).

49. House Committee on Appropriations (1985: 13).

50. Dunn and Griffin (1934: 8 and 11).

51. Quality Control Subcommittee (1985: 8).
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ing of stale programs are not recent or isolated. The National
Commission on Unemployment Compensation recommended an in-
crease in administrative funding fer state programs, including provi-
sions for fully funding state MPUs, on the basis that such an increase
in funding would allow states to matntain prompt payments with low
eITor rates.>?

The underfunding concerns expressed by state program administra-
tors, & Tnterstate Conference of Employment Security Agencies, the
National Commission on Unemployment Compensation and others
evidently have not convinced USDOL that underfunding represents a
real problem. In fact, a recently completed investigaiion by the House
Committee on Appropriations found that USDOL officials ‘‘were
quick to blame the states for the funding problems they were
experiencing.”’s3 Although USDOL officiais «>nded to atiribute finan-
cial problems to the ““inability or reluctance to make prudent mana-
gerial cost-cutting decisions"” by state officials, the House study found
that this conclusion was in “‘direct conflict with an internal study
report prepared by ETA’s own Administrative Finance Workgroup.*s4

The analysis in chapter 3 of this study suggests that the
underfunding of state programs could be greatly reduced and
perhaps eliminated, without any increase in funding, if states
would reduce the complexity of their programs. However, it
must be recognized that state legislators have little incentive to
reduce program complexity because they are not involved in
funding the administrative costs of the laws they enact. There is
little doubt that administrative funding is far short of the levels
required for states to fully and accurately administer their
existing laws/policies. As discussed subsequently in this chapter,
however, the large increase in funding that would be required for
states to fully administer their existing programs does not appear
to be desirable. Nonetheless, it still must be recognized that
payment accuracy and overall program quality undoubtedly are
adversely affected because of inadequate funding to fully admin-
ister the complex state UC programs that currently exist.

52. National Commission on Unemployment Compensation (1980: 130).
53. House Committee on Appropriations (1985: 72).
54. House Committee on Appropriations (1985: 72).
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Base v. Contingency Funding Issues

The administrative funding procedures used by USDOL vir-
tually guarantee that states often will be forced to rely on
temporary or seasonal employees to process substantial propor-
tions of their workloads; such staffing patterns have been
particularly evident in recent years. At the same time, USDOL
also has continued to emphasize the importance of timely benefit
procesz.ng and payments, even during peak workload periods.
These time pressures, in conjunction with the problems caused
by staffing variability and substantial reliance on temporary
employees, would be expected to contrit ate to quality problems
and high payment error rates, particularly during high volume
periods. This conclusion was supported by the responses to the
1980 K-B study, in which nighly trained UC personnel in six
states were asked to express the extent of their agreement or
disagreement with statements about the prevention and detection
of overpayments in their states. The respondents were virtually
unanimous in either disagreeing or strongly disagreeing with
both of the following statements:

I. In our state, adequate training in overpayment prevention is
provided to local office personnel who are hired as ‘‘temporary’’
or ‘‘seasonal’’ employees.

2. In your state, adequate training in overpayment detection is
provided to local off* :e personnel who are hired as *‘temporary’’
or ‘‘seasonal’’ employees.>3

The difficulties created by base/contingency funding differ-
ences and the reliance on temporary employees were also
strongly emphasized in Dunn and Griffin’s recent analysis:

This [base/contingency funding] theory works fairly well when
the base workload is reasonably close to the total workload . . .

55. Kingston and Burgess (1981b. 58). Those surveyed did not represent « cross-section of
all UC program personncl. For example, UC program admimstrators werc not invluded in the
survey. Nevertheless, the results presented in the text represent the judgments uf knuwledgeable
and highly wrained UC program personnel. Accordingly, we believe these survey results ment
serious consideration, ‘
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Problems arise, however, when the total workloads experienced
for the full year greatly exceed the base. With as much as half of
the claims loads in many states in the above-base category, this
means that at least half the local office staff responsible for claims
processing, screening for eligibility issues, and enforcing work-
search requirements are temporary staff who are recruited quickly
and who have little training or experience.

- . .Since permanent staff[ing] is primarily determined by base
workloads, a low proportion of base workloads to estimated total
workloads is reflected directly in the quality of claims control.
This results in a greater number of overpayments than would
occur if a higher proportion of the state’s total staff were
permanent.56

In their recent study of six state UC systems, Corson, Hershey and
Kerachsky also stress the adverse impacts of relying on poorly trained
temporary cmployees.>? Apparently, an additional problem in manag-
ing variations in workloads is that the states have been “‘the last to
know”’ how much administrative funding will be available for any
particular fiscal year.s8

In short, it appears that the base/contingency funding process
utilized by USDOL and its contribution to heavy reliance on
ternporary and seasonal workers is a serious problem. Appar-
ency, the changes implemented by USDOL for FY 1987
contingency funding somewhat alleviated difficulties by increas-
ing state flexibility in utilizing total administrative funding
allocations, by simplifying the formula for determining the size
of contingency allocations and by funding states for earned
positions, even if they were not used.59 Nonetheless, the =xact
impact of these changes on state operations cannot be determined
at this time, and it is not yet known whether they will be
continued in future years.

A closely related issue to the base/contingency impacts is the
funding for administrative services, and technical support

56. Dunn and Griffin (1984: 12 and 5).

57. Corson et al. (1986: 93-95),

58. House Committee on Appropriations (1985; 23).
59. Jones (1986) and Balcer (1986).
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(AS&T). Because USDOL has utilized a procedure for funding
AS&T activities similar to the procedure for N£S costs discussed
below, the adcquacy of AS&T funding also has varied, depend-
ing on whether it has been attributed to base or contingency
staffing. Apparently, USDOL assumes that less adn .. istrative/
technical support and training are required for a conti.  ..cy than
for a base staff position. This assumption has been challenged by
the states. For example, Dunn and Griffin contend:

The needs for training and supervision clearly are not less for
temporary staff than they are for a permanent trained cadre.
Any reasonable administrator—whether i1: the public sectcr or
the private—knows that closer supervision and more training are
required for overseeing the work of large numbers of people
unfamiliar with normal operating and procedural requirements.5°

The recent analysis by the House Committee on appropriations
also emphasizes the serious implications f~r program quality of
the heavy reliance of states on temporary employees, who cannot
be adequately trained or retrained because of the naiure of
USDOL’s contingency funding process.st USDOL’s recent
changes at least partially reduced thesz problems for FY 1987,
since the states were given much more flexibility in determiring
how to allocate available funds among various spending catego-
ries (including NPS and AS&T costs).

Underfunding of Nonpersonal Services

The underfunding of nonpersonal services (NPS) also has
impacted on the ability of states to effectively administer their
programs. In recent years, various state agencies have attempted
to cover their shortfalls in NPS funding levels in a number of
war s. including the following: (1) the use of funding for staff
po.itions and staff salary savings (the most coinmon technique);
(2) the use of penalty/interest funds assessed on delinquent
employer tax accounts, (3) federal supplemental appropriations;

60. Durn and Griffin (1984: 5).
61 House Committee on Appropriations (1985: 30-31).
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(4) nonpayment for state-provided items (e.g., data processinz
services); and (5) the payment for NPS items with state, rather
than federal, funds.52 Although reliance on these methods for
covering NPS shortfalls would not necessarily impact adversely
on either payment accuracy or overall UC program quality, some
of the methods might well have such impacts. In particular, the
use of administrative funding that otherwise would be used for
additional UC personnel clearly could reduce program quality
and payment accuracy. Arizona, Florida and other states have
contended that tae high rates of payment errors found in
USDOL’s Random Audit program and the suggestions of declin-
ing program quality by USDOL’s Quality Appraisal program
clearly reflect NPS and staff funding shortages.s3

The potential impacts of the conversion of staff dollars into
NPS dollars have been summarized by Cheryl Templeman of the
Interstate Conference of Employment Security Agencies, as
follows:

It has become a standard practice rat to fill staff positions in order
to use the salary and benefit dollars for NPS . . . The unfilled
positions have to come from areas where the workload can be
controlled, like tax audits and overpayment detection. Of course,
this only hurts the program in the long run.¢*

Even more recently, the implications of NPS funding shortfalls for
payment accuracy and overall UC program quality have been empha-
sized by state of¥icials, including Arizona’s UC program administra-
tor.63 Statc officials also have made the point that even supplemental
budget appropriations for NPS shortfalls may not be an effective
solution for this problem, because such funding is irregular and
typically is received late in the fiscal year.66

62. For a summary of how individual states have covered NPS shortfalls, see House
Committee on Appropriations (1985: 56-61).

63. Hovse Committee on Appropriations (1985: 60-61).

64. Templeman (1984).

65. Vaughn (1985: 3).

66. House Cominittee on Appropriations (1985: 60).
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Program Innovation Disincentives

It appears very likely that the funding process used by USDOL
has encouraged inflexibility in state operations and has discour-
aged innovations. In part, this adverse feature of the funding
system results from the uncertainty about how program changes
might impact on future funding. If a state were to implement 3
new set of procedures to improve payment accuracy, for exam-
ple, it would beeither very difficult or impossible to anticipate
tie resulting impact on the future administrative funding for the
state. Consequently, such programmatic or procedural initiatives
probably have been discouraged by the administrative funding
process.

The problem of funding disincentives for program innovations
also has been pointed out in other studies. For example, the
National Governors’ Association concluded, with respect to the
funding procedures utilized prior to the most recent years, that:

The current AS&T/NFS allocation methodology contains strong
disincentives to reduce costs through reduction of man-
power. . . . An individual statc is better off to do nothing to
reduce manpower requirements . . . than to actively pursue a
program to cut costs while maintaining service delivery. Under
certain circumstances, cost reductions will result in' a greater
proportionate reduction of resources allocated to the state. Simply
stated, the SESA will be worse off financially for saving
money.%7

More recently, Corson, Hershey and Kerachky found, ir. a study of six
states, that the funding process may well discourage particular types of
innovations because:

In the longer term, investing administrative resources in a tighter
detection effort and a greater volume of determinations may raise
a state’s MPU and thus increase the rate at which the state’s
determinations are reimbursed. However, the increase in federal
reimbursement might not match the increase in the resources

67. National Governors' Association (1983: 20).
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devoted to tighter detection efforts by the state, since no assurunce
exists that state requests based on MPU studies will be accepted
as submitted in the funding-decision process. 58

An even more recent example of disincentives for states to
seek innovative ways to improve their programs is provided by a
bill considered by the State of Texas during 1985. The bill would
have obtzined outside funds for UC administrative purposes to
supplemeat the administrative funds regularly provided by
USDOL. Under the bill, “‘reimbursable’’ employers—those who
currently do not pay for administrative costs of the UC pro-
gram—would be required to contribute to cover UC administra-
tive costs.®® An unofficial opinion received from USDOL in
April 1985 regarding the proposed bill and its likely effects was
that its implementation (if in conformity with federal law) likely
would: (1) not reduce the UC tax burden of other private
taxpaying employers in Texas; (2) not increase the administrative
funding for the UC program in Texas because USDOL probably
would reduce its administrative funding allocation by an amount
equal to any outside administraiive funds provided by Texas
itself; and (3) increase county/city/school taxes and hospital
charges in Texas to pay for the contributions to UC administra-
tive financin~ by these entities.70

Automation Disincentives

A specific problem that is closely related to some of those
already discussed—particularly the underfunding of NPS costs
and innovation disincentives—is that USDOL"s funding process
apparently creates quite strong disincentives for the automation
of state UC program operations. The historical concerns of states

68. Corson et al. (1985: 124).

69 Reimbursable em; loyers include nonprofit erganizatiuns and state and local government
units not subject to the FUTA tax. Since a pottion of FUTA collections covers administrative
costs, these entities pay only for the UC benefits paid to their former employees but not for the
administrative costs associated with those benefits.

70 An official USDOL opinion on conformance with federal law would require an offictal
request by a state agency The unofficial opinion and the likely effects of implementng the
proposed legislation were ohtained by R.E. Harrington, Ine.. a firm that specizlizes 1n handling
UC related matters for private firms and public agencies.
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about the effects of automation have been summarized by the
National Governors’ Association:

Since peisonal services expenditures represent three quarters of a
typical SESA’s total expenditures, personal services reductions
are the lagical source of cost savings. Automation, the most
common means of producing cost savings, usually reduces costs
by reducing staff requirements. The number of positions required
will have, through the action of the AS&T/NPS formula, a serious
adverse effect upon the future financial well-being of the Agency.
A prudent state administrator will not pursue a major cost
reduction program of this type.”!

State officials have provided a number of specific examples of
automation disincentives, including the following: (1) USDOL
has not developed comprehensive automation plans within which
states could be assured of adequate funding if they were to
automate their procedures; (2) states may not be able to meet
USDOL’s “‘payback’ provisions in the form of reduced staffing
allocations after automa.ion, especially with the relatively short
period allowed for such ‘‘paybacks;’’ (3) future NPS funding
may not be adequate to cover the increased maintenance,
equipment rental, communication, supply, software and eventual
replacement costs associated with automation; (4) automation
could result in unfair reductions in already inadequate MPU
funding; (5) USDOL funding procedures may be arbitrarily
altered in future years, with the result that automaied states will
be funding ‘‘losers;’’ (6) NPS allocations (which include com-
puter allocations) are directly related to total staffing costs,
which would be reduced by effective automation programs; (7)
complex guidelines and excessive red tape are associated with
obtaining special automation funding, and (8) too little funding is
available for automation to justify the risk of losing staff funding
as a result of automation.??

Available evidence does suggest that the disincentives for
states to automate their programs apparently have been powerful.

71. National Governors” Association (1983. 21). For a discussion of the same 1ssue, a's0 see
House Committee on Appropriations (1985: 33).
72. House Committee on Appropriations (1985: 66-71).
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An April 1984 report prepared by the Interstate Conference of
Employment Security Agencies concluded that state systems are
“‘supported primarily with obsolete and inadequate comgpater
equipment and programs.’’?* According to the findings of a
survey conducted by USDOL and released in July 1984: only 9
states were highly automated; 17 states were moderately auto-
mated; 17 states were partly automated; and 8 states were
automnated only to a low degree.? It should be noted, however,
that USDOL has stated, in the process of determining FY 1985
appropriations, that it ‘‘believes that disincentives to automation
have been effectively removed.”’?”s Although USDOL in fact
changed its funding procedures (through a September 1983 Field
Memorandum) in recognition of the automation disincentives
that resulted from its previous procedures, state officials and the
Interstate Conference of Employment Security Agencies dis-
agree with the USDOL belief that funding automation disincen-
tives have been removed.’6

Efficiency Disincentives

The lack of incentives for cost efficiency in state programs
obviously encompasses several of the funding impacts discussed
above. For example, base/contingency funding problems make it
difficult for states to effectively plan and implement changes that
could produce long-run savings. As another example, NPS
funding procedures and disincentives for both general innova-
tions and automation contribute to cost inefficiencies. The
possibility that cost-saving changes in administrative procedures
could result in the full recapture of such savings by USDOL in
future years also could discourage states from emphasizing
efficient operations as strongly as they otherwise might.

The extent of these problems is further indicated by studies
prepared by the General Accounting Office (1984) and the House

73. Cited by House Committee on Appropriations (1985: 65).
74. House Committee on Appropriations (1983: 64-365).

75. House Committeec on Appropriations (1985: 65).

76. House Committee on Appropriations (1985: 66-71).
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Committee on Appropriations (1985).77 Disincentives in the
USDOL funding process documented by these studies and also
by others include: (1) rewarding ‘‘inefficient’’ states and penal-
izing “‘efficient’’ states because efficiency savings in the form of
reduced staff MPUs lead to future cuts—not just in staff funding,
but also in NPS and AS&T funding levels (which are driven by
MPU-based staff funding); (2) rewarding higher state salary rates
in the funding process by higher funding allocations for both
staff and related support services; (3) a focus on just costs, rather
than a dual emphasis on costs and productivity (apart from
arbitrary reductions in full funding for states with high MPUs),
which does not appropriately encourage efficiency improve-
ments; (4) discouraging efficient substitutions of automated
operations for staff operations by relating total funding to staff
costs; (5) providing no incentives to reduce costs below the Icvel
fully funded by USDOL; (6) an emphasis on short-run cost
reductions at the possible expense of long-run productivity
improvements; (7) a weak management-information system that
does not allow USDOL to analyze or explain productivity
differentials among the states (and thereby encourage improve-
ments by less efficient states); (8) the absence of any efficiency
or cost standards that could be utilized to encourage improve-
ments in state operations or to assess state funding requests; and
(9) a weak financial accounting system.?8

Another aspect of USDOL’s funding system is that it provides
no positive incentives for reducing UC program complexity. In
fact, a reasonable argument can be made that the procedures may
well have induced at least some states to add to the complexity
of their systems in attempting to increase their share of the total
administrative funds available each year. Presumably, a state
could increase its share of available funds by increasing the
(measured) MPUs and salary levels for performing the tasks

77. See General Accounting Office (1984) and House Committee on Appropnations (1985.
31-33).

78. See General Accounting Office (1984), House Committee on Appropnations (1985.
31-35, 45-46, 52, 54 and 65), Dinn and Griffin (1984 and 1985}, Interstate Conference of
Employment Sccunty Agencies and Macro Systems, Inc. (1979 and 1980), National Governors”
Assoctation (1983), Quality Control Subcommittee, Interstate Conference of Employment
Secunty Agencies {1985), Templeman (1984), Thorne (19852 and 1985b), and Vaughn (1985).
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required to operate its UC system. Such increases could be
accomplished by increasing the complexities of the tasks re-
quired to process claims.

Although there is no proof that states may increase program
complexity to obtain higher funding allocations, the wide vari-
ations among the states in both the MPUs required to perform
essentially similar tasks and in average personnel costs certainly
are consistent with this possibility. This would be a tendency
for those seeking to maximize either their budget levels or
bureaucracy sizes (both of which have been suggested as motives
for some public sector managers).8° Since less than full funding
typically is provided for those states with the highest MPUs (but
evidently not for those with the highest salary levels) for a given
ciaim processing function, it is not precisely clear what the final
effects of such strategies on funding levels would be. However,
a recent internal USDOL study concluded that:

States with more complex (although not necessarily more effi-
cient) laws and procedures may thereby receive 2 larger allocation
of funds than a more efficient state. Again, this results in
situations where State managerial decisions are made without
regard to overall efficiency . . . .81 '

In short, although definitive evidence may not be available (or perhaps
even obtainable) to prove that USDOL’s funding procedures have
tended to increase program complexity, it is clear that funding
incentives neither directly encourage simplicity nor directly discourage
complexity.

The view that USDOL’s funding precedures have not encour-
aged administrative ccst efficiency in state programs is not
unanimously held. USDOL, for example, tends to attribute
fund.ag problems more to inefficient state management practices
and operational procedures than to difficulties associated with

79 For evidence on differential state costs, sec Interstate Conference of Employment
Security Agenicies and Macro Systems, Inc. (1979. 11I-9), National Governors® Association
(1983: 6); House Committee on Appropriations (1985. 10-11), and Anzona Unemployment
Insurance Administration (1985).

80. Niskanen (1971).

81. Cited in House Committce on Appropriations (1985: 74).
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the funding process itself. They argue that not providing full
funding for state MPUs (and particularly for the states with the
highest MPUs) forces states to become more efficient.82 Never-
theless, USDOL has not developed an objective basis for
evaluating the causes of MPU differences among the states, and
some diiferences clearly are due to factors outside of state
management control (e.g., workload mix and the requirements
contained in state law).83

Even without changes in USDOL’s funding procedures and
incentives, state operational efficiencies could probably be
improved to some extent. For example, at least some states could
improve their programs by: (1) developing more effective
management control and financial accounting systems; (2) plac-
ing greater emphasis on efficiency and quality work in their
employee reward systems; and (3) adopting the procedures for
performing the same or similar tasks that are utilized in relatively
efficient states.34

Lack of Payment Accuracy and Overpayment
Detection/Recovery Incentives

The funding process utilized by USDOL also has failed to
provide direct incentives for states to increase overpayment
detection/recovery efforts. In fact, this deficiency and others in
the administrative funding process -have been noted in a recent
position paper prepared by New York’s former UC administra-
tor, who explains that funding levels for benefit payment control
activities are not related to the actual efforts or results of states in
detecting and recovering overpayments.85 Instead, such (gen-
eral) funding levels de_end on the iotal workloads processed in
a state, regardless of its specific effort/result levels in benefit
piaymen control activities. It appears that it would be appropriate
for USDOL to consider including overpayment detection/
recovery incentives in the administrative funding process.

82. House Commitice on Appropriations (1985: 24..26).

83. House Committec on Appropriaiions (1985: 25-26).

84. See House Committee on Appropr.attons (1985. 11), Kingston, Burgess and St. Lows
(1983: 49); and Kingston and Burgess (1981h: 54-58).

85. Dunn (1985).
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There are, in fact, strong indications that USDOL has in-
creased its emphasis on payment integrity, overpayment detec-
tion and recovery procedures, and other benefit payment control
activities. As early as FY 1983, USDOL began to integrate such
an emphasis into its ‘‘Program and Budget Planning’’ (PBP)
process, perhaps partly il response to the K-B and B-K-S study
findings discussed in chapter 2. More recently, USDOL has
taken the additional step of adding ‘‘Measures of Achievement’’
to its PBP process to encourage the states to set explicit goals for
enhancing efforts to prevent, detect and recover overpayments.26
Furthermore, starting in FY 1985, states with problems indicated
by Randomn Audit program findings were instructed to include
corrective action plans in their PBP documents, with target dates
for accomplishing certain goals.8? Although these corrective
action plans were suspended for FY 1986 (in anticipation of the
implementation of the Quality Control program), some states
continued to formulate and submit them. Hence, even though
USDOL has not yet taken the additional step of backing its new
emphasis on payment accuracy with substantive administrative
funding incentives, it is clear that a much greater emphasis has
been placed on prevention *:tection and recovery of overpay-
ments in recent years.

Possible Funding ystem Improvements

The above analysis clearly establishes the existence of some
serious deficiencies in the USDOL system to fund the adminis-
trative operations of state UC programs. Unfortunately, identi-
fying the adverse incentives is much simpler than it would be to
eliminate them without creating other undesirable/unintended
side effects. A number of possible reform approaches might be
taken, but only some of the major possibilities are discussed in
this section. Perhaps the most obvious approach would be to
improve but maintain the essential features of the funding system

86. For the fiscal year 1985 and 1986 **Measures of Achievement,"* see U.S. Depastment of
Labor (1984a and 1985b).
87. U.S. Department of Labor (1985b: Cover Mcmorandum).




Possible Funding System Improvements 113

by eliminating or at least substantially reducing many of its
adverse features. Many other approaches also could be taken,
however, including: (1) federal funding for ‘‘model’’ state UC
systems, which would include cost standards; (2) a system of
federal block grants to the states; and (3) ‘‘devolution’” of
administrative funding from the federal government to the
states .88

In evalucting ways to improve the administrative funding
process, it is extremely difficult and perhaps impossible to fully
determine the benefits and costs of many specific proposals
without substantial research and pilot testing. Administrative
funding solutions that seem appealing should be carefully ana-
lyzed and evaluated prior to adoption for the UC system as a
whole. Moreover, any attempt to substantively improve the
administrative funding process also would benefit from a careful
review of the findings of past attempts to improve the process.8°

Pessimism about the likelihood that USDOL could rapidly
respond to the problems analyzed in this chapter could be easily
supported, based on the numerous other responsibilities already
assigned to USDOL’s relatively small Unemployment Insurance
Service staff. Prior to the increase in staff for the recently
implemented Quality Control program, the Unemployment In-
surance Service staff had fallen to less than half of its peak of
about 225 positions during the early 1970s. During the last few
years, both Rubin and the National Commission on Unemploy-
ment Compensation have questioned whether the extremely
small staff can ‘‘perform even essential responsibilities compe-
tently.’’% However, as noted above, USDOL already is in the
process of addressing some of the adverse impacts analyzed in
this chapter. Accordingly, the prospects of an improved admin-
istrative funding process appear to have increased considerably.

88. Another obvious possibility would be complete federalization of the UC system, but that
approach 15 not considered bacause of the assumption made in this study that a federal-state UC
system will continue to operate in the United States.

89. Ron Nairn, who 15 an admimistrative financing expert wath the Oregon UC agency, has
stressed that previous attempts iv waiprove the admimistrative funding provess provide a number
of lessons for any future attempts in this arca.

90. Rubin (1983. 30) and National Commussion on Uncmployment Compensation (1980.
129).
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Maintaining But Improving the Funding System

The analysis in this chapter indicates that attempting to
maintain but improve USDOL’s administrative funding process
would be a major undertaking because of the large number of
adverse and interrelated impacts. The following issues would be
relevant .n determining how to improve that funding process: (1)
the overall underfunding of state programs and the related issue
of UC program complexity; (2) specific underfunding of NPS
costs (including automation costs) and the need for more
flexibility in allowing states to determirie how to spend whatever
total administrative funds they receive; (3) improved incentives
for state innovations and automation; (4) incentives for states to
minimize administrative costs, other things equal; (5) incentives
for the detection/recovery of benefit overpayments; (6) incen-
tives for states to achieve payment accuracy and other program
quality criteri2;*! and (7) incentives for states to conduct the
research and pilot tests necessary to evaluate various proposals
for improving the existing UC system. The changes already
implemented by USDOL for FY 1987 were noted above, and the
apparent contribution of these changes to an improved system
will be referenced in the following discussion of these seven
issues.

Increase in Funding v. Program Simplification. The under-
funding of state UC program operations is an issue that has been
of great concern to state UC program administrators in recent
years. The evidence offered to support this contention is that
USDOL does not fully fund the MPUs resulting from its own
Cost Model process. Certainly, recent federal budget decisions
have forced USDOL to underfiind state programs in the sense
charged by state UC prograni administrators. In addition, the
analysis offered earlier in this chapter suggests that an increase in
administrative funding levels, given existing UC program com-
plexity, likely would reduce payment errors (by an unknown
amount). Increased (overall) administrative funding levels also

91 The importaice of relating administrative funding to the quality of state UC program
operations also was noted in a study by the Interstate Conference of Employment Secunity
Agencies and Macro Systems, Inc. (1980: 607).
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have been advocated by others, including the National Commis-
sica on Unemployment Compensation and Rubin.9 Altaough
not directly related to the issue of payment accuracy per se, the
findings of Holen and Horwitz suggest that increased adminis-
trative funding may increase the rate of nonmonetary denials to
(implicitly) ineligible claimants who would stop filing for
benefits because of increased administrative scrutiny.93 Corson,
Hershey and Kerachsky also conclude that increased staff re-
sources may be required to increase nonmonetary denial rates for
ineligible claimants.%* In short, a broad spectrum of informed
opinion is available to support the contention that an overall
increase in administrative funding might serve to improve the
operation of the UC system.

There also is a strong basis for challenging the cost effective-
ness of an increase in overall administrative funding as the major
technique for correcting existing UC system deficiencies. The
B-K-S study findings mentioned in chapter 2 (and discussed in
further detail in chapter 7), for example, question the assumption
that increased administrative funding actually would result in
significantly improved ‘administration of certain important as-
pects of the UC program. The investigators in that study required
at least SO times as much time as typically would be available in
the operational UC system in attempting to fully verify the
benefit eligibility of each claim. Clearly, neither legislators nor
administrators would support such a large increase in funding for
this purpose. Moreover, even with the extremely large resource
commitment of the B-K-S study, it was found that nearly half or
more of all reported worksearch contacts could not be verified as
either acceptable or unacceptable in three of the five study
states.% These findings suggest that marginal or even very large
increases in administrative funding for enforcement of existing
weekly UC eligibility criteria—especially in the absence of

92. National Coamussion on Unemployment Compensation (1980. 129-130) and Rubin
(1983: 254-255).

93. Holen and Horwitz (1976: 426 and 428).

94. Corson ct al. (1986: 124).

95. See chapter 7 and Kingston, Burgess and St. Lows (1986) for detailed analyses of
workscarch verification and workscarch noncompliance problems.
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many other changes advocated in this study—probably would be
difficult to justify. The recent analysis of administrative funding
by the House Committee on Appropriations also questions
whether an overall increase in administrative funding would
significantly improve the performance and quality of state
programs.?

These considerations indiate that the underfunding issue
raised by state administrators is just one aspect of a more basic
social decision about how much UC program complexity is
justified and should be funded. The current underfunding debate
between USDOL and the states mainly misses this more funda-
mental point. Complexity issues need to be considered in the
underfunding context. For example, should a federal-state fund-
ing system allow unlimited complexity in state programs that
would be supported by administrative funds pooled from all UC
jurisdictions? Suppose, for example, that some consensus could
be reached on how much state program complexity would be
accepted for federal-state administrative funding purposes. Once
this decision was made, presumably no federal funding would be
provided for complexity above that level. The requirement that
states pay the administrative costs for any additional complexity
probably would represent a strong incentive for simplification of
state programs.

USDOL has persistently argued that achieving greater admin-
istrative and operational efficiencies would largely eliminate the
““underfunding’’ that states perceive.?” The analysis in this study
certainly suggests that there is some validity to this contention.
State UC program administrators—including several who sup-
port many other proposals included in this study—appear to be
virtually unanimous in their opinion that their overall adminis-
trative funding levels are inadequate.9 Nonetheless, the state
position still does not appear to us to be a convincing one. Unless
other very major changes were made in the UC system, it secems

96. House Committee on Appropriations (1985: 33).

97. For example, see House Committee on Appropriations (1985: 25).

98 Forexample, sec Dunn and Griffin (1984 or 1985), House Committee on Appropniations
(1985° 13-14, and 17-31), Quality Control Subcommittee (1985), Thorne (1985a), and Vaughn
(1985).
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doubtful that even a fairly substantial increase in (real) admin-
istrative funding levels alone would substantially improve the
overall quality of the UC system.% In our view, it would be
preferable to reduce complexity and improve efficiency in state
operations rather than to increase administrative . 2sources for the
system as it currently operates. !% However, a strong case can be
made for correcting the underfunding of certain types of UC
administrative costs, particularly the costs of automating state
operations.

Increased Spending Flexibility and NPS Funding Levels.
USDOL has made administrative fundin.g allocations for specific
workload items (e.g., initial claims and employer tax collec-
tions) and for specific types of costs (e.g., staff v. support
services). The overall funding allocation for a state also has
depended on the extent to which its workload hus been funded
with base or contingency positions. Pesides adding to the overall
complexity of the funding process, these distinctions and many
others have resulted in a compartmentalized funding system. 10!
Moreover, once such compartments were created, considerable
restriciions limited the flexibility of states in icallocating their
total funding among various cost categories.

Another issue that merits careful evaluation is whether basing
NPS funding levels on historical cost data has perpetuated both
interstate inequities and selected state inefficiencies through
time.102 It clearly is the case that the substantial interstate
differences in NPS costs are difficult to explain, even accounting
for ‘‘exnlainable differences’’ among the states ir the costs of
obtaining services. 103

A much better general approach would be to give states more

99, The federal spending obligations for UC administrative purposes for fiscal years
1982-1984 ranged from $1.4-31.7 billion. See National Foundation for Unemployment Com-
pensation & Workers® Compensation (1985b).

100. Golding (1985. 3-4) also has stressed that the UC system v.ould be better served by an
anal sis of how to more efficiently distribute existing resources than b; an analysis of why the
existing system is underfunded.

101. Some states even strongly contend that USDOL favontism enters the funding process.
See House Committee on Appropriations (1985: 14).

102. This possibility is suggested by Templeman (1984).

103. See Templeman (1984) for a bref discussion of these issues, see House Committee on
Appropriations (1985: 36-62) for an extensive analysis of them.
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flexibility in determining how to make detailed spending deci-
sions (e.g., staff v. computers) to best utilize whatever level of
administrative funding may be provided by USDOL. It is our
view that each state can better determine the optimal allocation
of resources for itself than can a (relatively small) federal
bureaucracy with responsibility for that state and for 52 other UC
jurisdictions. The recent changes i ~plemented by USDOL for
FY 1987 allocations appear to represent a major change in giving
states just such flexibility.1%4 This increased flexibility, which
includes an increase in the period over which states are allowed
to offset differences in ‘‘earned’’ v. ‘‘used’’ positions, also
should contribute to easing the base v. contingency funding
problems resulting from how USDOL has funded quarterly
variations in workloads. 105

Improving the current funding process by increasing its
flexibility is supported by the following findings of a recent
analysis of the House Committee on Appropriations;

Some State officials indicated that NPS costs could be more
=ffectively controlled with a better and more efficient allocation
system and by removing certain Federal restrictions. For exam-
ple, they stated that current Federal restrictions on the payment of
interest on large capital acquisitions preclude States from using
various long term financing options which could turn out to be
more cost effective in the long run. They also cited restrictions on
the funding of depreciation which preclude States from accumu-
lating capital replacement funds to replace worn capital equip-
ment. Moreover, they indicated that delays were oftes experi-
enced in obtaining Federal approval for equipment acquisitions.
They stated that such delays forced emergency upgrading of
equipment needs, usually at a much greater cost, 106

The recent emphasis of USDOL on increasing spending
flexibility seems particularly important in the context of short-

104. Jones (1986).

105 For one proposal for revising existing base/contingency funding procedures, see Dunn
and Griffin (1984: 3-4 and 9).

106. House Committee on Appropriations (1985: 55).
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run reforms because such a change may well be the quickest and
most effective way of eliminating or at least reducing several of
the adverse features incorporated into the funding system through
the years. Consistent with the overall approach w.dvocated in this
section, USDOL also indicates that it will focus its monitoring
on State performance outcomes rather than on expenditure by
cost category. 107

The increased state flexibility indicated by these changes may
reduce the adverse impacts of USDOL’s past funding process
and may be particularly important in reducing state concerns
about underfunded NPS/ automation costs. However, it still is
our view that past state concerns about underfunding for
NPS/automation costs have been very legitimate ones, and that
some increase in funding for such costs very likely could be
justified on an overall cost/benefit basis. Certainly, the analysis
provided earlier in this chapter supports the need for improved
automation of the UC system, even as it presently operates. In
addition, the analysis in chapter 3 strongly supports increased
automatioi: as a major feature of state efforts to reduce the
complexity of their programs and to improve overall administra-
tive efficiency. Subsequent analyses in chapters 6 and 7 suggest
that states should increase the use of computers in routinely
processing benefit claims in order to more effectively monitor
claimant compliance with eligibili*. criteria. In sum, there is a
strong basis for supporting increased UC system automation.

Innovation/Automation Incentives. Past funding procedures
have contained fairly strong disincentives for general innovations
and, particularly, for substituting automated operations for
staff-based procedures. Our analysis suggests that these past
funding procedures could be revised to. (1) provide positive
incentives, rather than disincentives, for states to aggressively
experiment with administrative, operational, or procedural
changes that might contribute to reduced payment errors and
increased program quality; (2) provide definitive guidelines to
allow states to estimate in advance how potential changes
(including automation) would affect future funding levels, other

107. Jones (1986).
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things equal; (3) allow states to supplement administrative
funding allotments with ‘‘outside’” funding, without reducing
federal funding to offset any such increases; (4) eliminate the
adverse NPS/automation funding impacts contained in the Cost
Model System because such funding is directly tied to overall
staff levels (including the specific disincentives for substituting
automated operations for staff-based procedures that result from
this practice); and (5) reduce the complexity, uncertainty and
severity of the payback provisions that relate to the relatively
small amount of special funding available for automation.
Implementing even some of the above suggestions could repre-
sent an important improvement over past procedures.

Incentives for Administrative Cost Minimization. Providing
incentives for states to emphasize administrative efficiency (for a
given level of program quality) would be another desirable
feature of a revised USDOL administrative funding system. This
goal could be partly accomplished by implementing the sug-
gested funding improvements discussed above. In addition,
explicitly rewarding or penalizing states on the basis of the extent
to which they minimize administrative costs (other things equal)
also should be considered. The explicit incentive system could
be devised in a number of different ways,108 but the suggestion
that states should be encouraged to emphasize administrative
efficiency is hardly a novel proposal. The need for such
incentives has been emphasized by the states themselves, the
National Governors® Association, the General Accounting Of-
fice, the House Commitice on Appropriations and an internal
USDOL report.109

Some specific changes that might be considered ijn creating
specific incentives for states to minimize administrative costs

108 A particularly effective—although perhaps drastic—technique might be to vary the extent
to which astates employers were allowed to receive an offset credit against the FUTA tax on the
basis of the administrative cost effectiveness of that state s UC system. This admittedly extreme
approach to ‘‘cost-rating”* state UC systems presumably would induce both legislators and
employers to press for administrative simplicity and efficiency in state UC programs. Whether
this approach or some less drastic one were taken, however, cost-effective UC program
administration should be strongly encouraged by whatever revised funding system might result
from an intensive review of the present funding process.

109. See House Committee on Appropriations (1985, 31-33), General Accounting Office
(1984); National Governors® Association (1983}, Thorne (1985a and 1985b), and Vaughn (1985).
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and increase productivity could include: (1) altering the current
policy whereby any short-run cost savings are fully recaptured by
USDOL through future Cost Model studies; (2) changing the
current policy of rewarding relatively inefficient states with
relatively high staff levels or salary levels by not directly relating
NPS funding to overall staffing costs; (3) providing incentives
for states to reduce costs below the levels at which their staff
MPUs are fully funded; (4) creating incentives to emphasize
long-run cost reductions; and (5) providing incentives for reduc-
ing program complexity (which should result in reduced overall
administrative costs). Specific changes such as these and others
suggested in this chapter, together with a strong emphasis on
administrative efficiency, would greatly improve USD(L’s
administrative funding process. However, USDOL evidently has
rejected the possibility of encouraging states to minimize admin-
istrutive costs through the adoption of federal cost standards
(even though a USDOL-sponsored study concluded such an
approach was feasible).!10

Incentives for Payment Accuracy and for Overpayment Detec-
tion and Recovery. The administrative funding process also
could be improved by providing e:.plicit incentives that would
encourage states to emphasize payment accuracy (in terms of
both underpayments and overpayments) and also the detection
and recovery of UC benefit overpayments.!!! At least some
portion of the administrative funding received by a state should
be directly related to the results of such activities. Given an
accurate payment error measurement system, it would be possi-
ble to evaluate the payment error detection procedures used
routinely by state agencies. Alternatively, or in combination

110. House Committee on Appropriations (1985: 74-75).

111. The raw data available for this study only relute to UC benefit overpayments (and, to a
mwre limited catent, underpay ments) t Jaimants, aut UC tax underpay ments (of overpayments
by employers. However, the  quent misreporting of wages by employers (for benefit
determination purpuses) fuund in e B K S study suggests that empluyer emron in paying taxes
also may be a common problem. In any case, the current adminsstrative funding system does not
directly encourage the detectivncollection of UC tax unucrpayments. Consequently, meentives
similar to those that would encourage benefit payment accuracy and benefit overpayment
detection/recovery  efforts could be utilized ta cncourage UC tax underpayment
preventionvdetecion vullectun effurts. Nunctheless, valy benefit payment issues are discussed in
the text.
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with an emphasis on results, agency efforts in these areas could
be encouraged by direct funding, instead of basing funding on
overall claim load activity. Funding incentives to encourage state
overpayment detection/recovery efforts have been strongly ad-
vocated by several state agencies, including those in Arizona,
Florida, New York and Oregon.!12 Furthermore, Dunn has
provided a careful analysis of the adverse incentives contained in
USDOL’s past administrative funding process for overpayment
detection/recovery efforts, and also has formulated a specific
proposal for altering the administrative funding process.'13
Another approach for enhancing benefit overpayment recovery
efforts “would be tw allow states to make the recovery of
(nonadministrative) benefit overpayments separate ‘‘profit cen-
ters”” in which resources could be spent on recovering benefit
overpayments as long as (marginal) recovery costs were less than
or equal to (marginal) overpayments recovered. 114

Incentives jor Payment Accuracy and Overall Program Qual-
ity. Emphasizing compliance with payment accuracy and other
quality criteria through the administrative funding process would
force states to directly confront the underlying causes of any
problems they had in meeting such criteria. One possible
paradox of utilizing funding incentives to enforce compliance
with quality criteria is that states with programs of lower quality
would receive less administrative funding (other things equal)
than states with programs of higher quality. It could be argued,
however, that the former states actually would need more
administrative funds to correct their problems. Even though this
paradox might represent a problem in the initial stages of
implementing a revised funding system, it also must be recog-
nized that the financial rewards and penalties provided by the

112. See Vaughn (1985); Burnett and Pendleton (1985); Dunn (1985); and Thorne (1985a).

113. See Dunn (1985). In panticular, among other deficiencies 1n USDOL's funding system,
Dunn points out that the real workload involved in controlling fraud 1s the actual number of fraud
cases they process, not total weeks claimed (which has been USDOL’s basis for funding state
*‘benefit payment control”” activities). Dunn proposes that funding for benefit payment control
activities instead be directly related to state efforts in detecting, establishing and | asecuting
overpayments.

114. This approach would be consistent with a position taken by Arizona’s UC program
administrator that direct incentives should be provided to state agencies for detecting/recovening
overpayments. See Vaughn (1985).
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administrative funding system probably would be among the
strongest incentives that realistically could be provided for
complying with quality criteria. In the longer run, such an
approach presumably would induce states to revise their UC
systems in order to comply with quality criteria. However, it
might be appropriate to provide for an initial grace period, prior
to applying financial sanctions, to allow states to make the
changes required to comply with such criteria.

Incentives for Research/Pilot Studies. Several suggestions for
improving the existing administrative funding system have been
provided above. Taken together, these recommendations would
eliminate many of the adverse incentives which characterize the
current funding system and would provide a number of positive
inducements for states to reduce the complexity of their pro-
grams and to enhance the integrity of their payment systems.
Once again, however, the importance of conducting research and
demonstration projects to evaluate these proposals should be
emphasized. The interactions that characterize the UC system are
very complicated ones, and seemingly desirable changes in
administrative funding policies or procedures cculd produce
unanticipated and undesirable side effects. Consequently, an-
other important feature of a revised administrative funding
system would be appropriate incentives to encourage state UC
agencies to participate in such research and demonstration
projects. Alternatively, USDOL could directly fund such re-
search and demonstration projects.

Administrative Funding for ‘‘Model’’ State Programs

Another approach to revising current administrative funding
procedures would be for USDOL to fund each state only for
performing the tasks contained in a ‘‘model’” UC system that
included cost standards to reflect efficient administrative proce-
dures and operations. Under this approach, a consensus view of
an ‘‘ideal”’ or ‘‘acceptable’” UC system would have to be
developed. The development of any (reasonable) ‘‘model’’
system for funding purposes obviously would be an extremely
difficult task, requiring substantial state input and a considerable
research effort. In developing a ‘‘model’’ sysiem, it also would
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be necessary to account for the adverse features of USDOL’s
funding system (and suggested improvements) discussed above.
As one example, any revised funding system could provide
strong incentives for a reasonatle level of payment accuracy and
for the detection/recovery of benefit overpayments. Rather than
discussing aspects such as these, however, a few comments on
certain broad issues that would be involved in developing a
“model’” UC program for funding purposes are provided below.

Simply specifying the elements of a *“‘model”” UC system for
administrative funding purposes would involve a number of
difficult decisions, given the large degree of diversity currently
found among state UC systems. A few of these issues are raised
for illustrative purposes. One set of decisions involved in
specifying a ““model”’ system would relate to what eligibility
criteria should be included for funding purposes. Relevant
questions would include the following. What would the mone-
tary eligibility criteria be and would these include a weeks-of-
work requirement? What would the job separation criteria be and
would these criteria allow for distinguishing a few, many or no
extenuating circumstances? What would the weekly eligibility
criteria be and would these include an active search requirement?
How long would maximum weekly support last? Should depen-
dents’ allowances be allowed? Many other specific and difficult
issues also would be involved in determining the content of a
“model”” UC system, but the above questions indicate the nature
of the task.

Once the basic conteni of a ““model”” UC program were
identified, it then would be necessary to deal with a number of
other issues to determine the funding required in each state to
administer the program. How much funding variation would be
allowed for serving claimants in different areas (e.g., a claimant
in rural Alaska v. one in Phoenix)? Would somewhat different
funding levels per unit of activity be justified . >r smaller than for
larger states?1'5 How much funding variation would be allowed
for processing claims in different ways, such as filing for

115. For example, the Florida UC agency has suggested that different funding models might
be appropriate for small, medium and large states. See Burnctt and Pendleton (1985).
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benefits in person v. by mail? The above questions are not
exhaustive, but rather indicate the nature of the issues that would
have to be resolved.

Such issues, in addition to questions of administrative and
operational efficiency, would have to be carefully evaluated in
order to develop cost standards that could be utilized in deter-
mining the actual func’ing allowed for particular state programs.
Under this approach, it would be poessible to emphasize admin-
istrative cost minimization by use of cost standards to define the
maximum funding levels allowed for particular processes or
activities. USDOL has attempted to improve state administrative
efficiency in a number of ways through the years, so the idea of
cost or efficiency standards would not be a novel one. Previous
experience seems to suggest, however, that in the absence of
effective incentives, at least some states are reluctant to replace
less efficient with more efficient (and proven) operational
techniques already utilized in other states. It was found in the
“Operational Improvement and Cost Equalization’” project
jointly conducted by the states and USDOL in 1977 that many
states failed to implement suggested improvements.!16 Accord-
ingly, tbe development and implementation of cost standards
probably would be a difficult process. A report prepared for
USDOL in June 1984 concluded it would be feasible to incor-
porate cost standards into USDOL’s funding process.!'7 How-
ever, the concept of cost standards evidently was not accepted or
further explored by USDOL (perhaps partly because of the recent
emphasis of the Reagan administration on ‘‘devolvement,””
discussed later in this chapter, and on increasing state spending
flexibility, discussed earlier in this chapter).

If a ““model’’ UC system could be developed, it then could be
used as the basi: for funding state programs. States choosing to
administer progiams that were more costly than the ‘‘model”’
woulld have to fund the extra costs, since the federal-state
funding system would provide funds only for the operation of a
“model’’ system in each state. That is, states would be respon-

116. House Committee on Appropriations (1985: 10-11).
117. House Committee on Appropriations (1985: 74-75).
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sibie for their own administrative funding to cover the additional
costs for: more complexity; less efficient techniques; extra
monitoring of claimant compliance with eligibility criteria; and
any other choices that resulted in a more costly program than that
indicated by the ‘‘model’’ program.

The development of a ““model’’ UC system for administrative
funding purposes would be extremely difficult. Assuming that
such a complex task could be accomplished, however, the end
result could be a simpler funding system with fewer of the
2%verse features contained in the present funding system. This
approach probably will not be a strong contender as a replace-
ment for the existing administrative funding process, however,
because it likely would be perceived by many as an attempt to
impcse federal standards on state programs.

Federal Block Grants for State Programs

One defect in USDOL’s past funding process has been its lack
of spending flexibility for the states. As noted above, the
changes implemented by USDOL for FY 1987 allocations have
greatly increased the flexibility states how have. If this concept
were further extended, it could provide stutes administrative
funds through block grants, which could be allocated among
various cost categories at the discretion of each state. If such a
system were combined with other improvements in the USDOL’s
funding system suggested in this chapter, the result could be a
very substantial improvement over USDOL’s past funding sys-
tem. A recent study by the House Committee on Appropriations
also has concluded that the block-grant approach could simplify
the existing funding system and “‘improve both the quality and
efficiency of the Ul program.’’!!8 An issue that would arise
under such an approach is the provision for contingency funding
for the administrative costs of dealing with the sudden workload

118. See House Committee on Appropriations (1985. 75-76) for a discussion of federal block
grants, including further details on how such an approach could be utilized in place of USDOL s
current funding system.
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increases due to the need to process in a timely fashion the claims
of all persons who file for benefits.!19

Devolution of Administrative Funding Responsibility to States

The final possibility discussed in this chapter for improving the
funding process would place the main or sole responsi-
bility/authority for funding administrative operations on each
state. In effect, such a change would carry the block-grant
approach even further by essentially eliminating the federal role
in administrative funding. The possibility of such ““devolution”’
of administrative funding to the states has been discussed for
some time among state and federal UC program administrators.
In fact, at least one such proposal was advanced as early as
1955.120 The recent discussion on this topic has been generated
by the fact that the existing funding process creates net “‘win-
ners’” and ‘‘losers’” among the states in terms of the portion of
FUTA taxes paid by a state’s employers that is returned in the
form of administrative funds.!2! Not surprisingly, many of the
net Josers tend to question the equity of the existing funding
process.

A strong rationale for devolution proposals is that they could
correct several of the adverse incentives in USDOL’s adminis-
trative funding process discussed earlier in this chapter. Making
each state responsible for its own administrative funding might
result in greater incentives for administrative efficiency, auto-
mation and innovations than have been contained in USDOL’s
funding system.!22 In addition, such a change would effectively

119. Both the Arizona and Oregon UC agencies have stressed the smportance of providing
some mechanis... for 2 contingency funding process 1n any administra’sve finanuing system. For
example, sce Vaughn (1985).

120. J. Eldred Hill, Jr. of UBA, Inc. pointed out that this carly proposal tncluded a provision
for allowing state employers to take up to a 95 percent offset of their federal FUTA UL tax
liability against state taxes paid. For the details of the proposal, see Study Commuttee on
Unem