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Abs t rac t  

Th i s  paper examines the e f f ec t iveness  of both Unemployment Insurance 

(UI) and o the r  t r a n s f e r  programs i n  1976 and 1984. What proport ion of 

t h e  unemployed received U I  bene f i t s ?  Were workers with low weekly earn- 

ings  l e s s  l i k e l y  t o  rece ive  U I  and more l i k e l y  t o  be poor? How wel l  did 

U I  and o t h e r  t r a n s f e r  programs a l l e v i a t e  poverty among the unemployed? 

How did these r e l a t i o n s h i p s  change between 1976 and 1984? 

Our major f indings  a r e  t h a t  most unemployed heads of household wi th  

low weekly earnings received no unemployment bene f i t s  i n  e i t h e r  year  and 

t h a t  the proport ion who received U I  decreased s u b s t a n t i a l l y  between 1976 

and 1984. We a l s o  show t h a t  unemployed low ea rne r s ,  whether o r  no t  they 

received U I ,  genera l ly  received few bene f i t s  from o the r  cash  t r a n s f e r  

programs, and thus were a t  high r i s k  of poverty. The unemployed who were 

n o t  low ea rne r s  f a red  better--they were more l i k e l y  to  rece ive  U I  and 

were n o t  very l i k e l y  t o  be poor. 



UNEMPLOYMENT INSURANCE AND THE SAFETY NET FOR THE UNEMPLOYED 

Thi s  paper analyzes the Unemployment Insurance program (UI) a s  a com- 

ponent of the  o v e r a l l  income maintenance system f o r  the unemployed. We 

focus  on two d i f f e r e n t  income maintenance f unc tions--pro t e c t i o n  a g a i n s t  

earn ings  l o s s e s  and p ro tec t ion  a g a i n s t  poverty. The f i r s t  l i n e  of 

defense  a g a i n s t  earnings l o s s e s  a r i s i n g  from unemployment is U I ,  a s o c i a l  

insurance  program. A s  i n  o the r  s o c i a l  insurance programs, b e n e f i t s  a r e  

a v a i l a b l e  to  covered workers regard less  of income. The second l i n e  of 

defense  includes income-tested programs, such a s  Aid to  Families wi th  

Dependent Children o r  General Assis tance,  which e x p l i c i t l y  take need i n t o  

account  and make payments to the unemployed who a r e  n o t  e l i g i b l e  f o r  o r  

have exhausted U I  b e n e f i t s  o r  s t i l l  have low incomes a f t e r  rece iv ing  U I .  

There a r e  a l s o  o t h e r  s o c i a l  insurance programs f o r  the unemployed who 

l e a v e  the l abor  fo rce  through re t i rement  o r  d i s a b i l i t y .  

The paper is divided i n t o  f i v e  sec t ions .  We start by def in ing  terms 

and descr ib ing  our  sample. The second sec t ion  descr ibes  how the p r o p o r  

t i o n  of household heads wi th  low earnings changed between 1976 and 1984. 

The t h i r d  s e c t i o n  documents changes i n  the p robab i l i t y  of being 

unemployed and of rece iv ing  U I .  We then tu rn  to  the r e c e i p t  of o the r  

cash  t r a n s f e r s  by the unemployed. We conclude with some recommendations 

f o r  modifying " the  s a f e t y  net" to  b e t t e r  a s s i s t  the unemployed, low 

e a r n e r s  i n  p a r t i c u l a r .  

I. DEFINITIONS OF UNEMPLOYMENT AND LOW WEEKLY EARNINGS 

We analyze the unemployment experiences i n  1976 and 1984 of house- 

holds headed by persons whom we c l a s s i f y  a s  "expected to work." Included 



i n  t h i s  group a r e  heads who a r e  between the ages of 21 and 64, a r e  not  

d isabled  o r  i n  school,  and a r e  no t  women wi th  ch i ld ren  under 6.1 Because 

o f  our  focus on the U I  program, we exclude the  self-employed, who a r e  no t  

covered, from the a ~ l ~ s i s . 2  

The two years  chosen had s i m i l a r  unemployment r a t e s ,  7.7 and 7.5 

pe rcen t  r e spec t ive ly ,  and both followed deep recessions.  However, the U I  

program was q u i t e  d i f f e r e n t  i n  the two years.3 U I  e l i g i b i l i t y  and bene- 

f i t  l e v e l s  had been l i b e r a l i z e d  i n  response t o  the 1974-75 recession-- 

supplemental payments were a v a i l a b l e  f o r  up to 65 weeks and b e n e f i t s  were 

extended t o  those who had not  previously been covered. I n  c o n t r a s t ,  

b e n e f i t s  were r e s t r i c t e d  to 26 weeks f o r  most of the unemployed a s  p a r t  

of  the budgetary retrenchment of domestic programs during the e a r l y  years  

of  the Reagan adminis t ra t ion  ( see  Bur t less ,  1983; Vroman, 1984). Thus, 

the  two years  chosen r ep resen t  s i m i l a r  macroeconomic condi t ions  and high- 

l i g h t  the dramatic changes i n  U I  t h a t  have taken place. 

S ince  our  primary i n t e r e s t  is i n  the e f f ec t iveness  of the s a f e t y  n e t  

f o r  the unemployed who a r e  a t  high r i s k  of being poor, we focus on house- 

hold heads who have low weekly earnings. We de f ine  "low earners"  a s  

household heads with weekly earnings l e s s  than $204 per  week i n  1984 

d o l l a r s .  Such persons could not  earn  the poverty-line income f o r  a 

family of four  even i f  they worked 52 weeks a year  a t  t h a t  weekly wage.4 

Households headed by low ea rne r s  a r e  not  necessar i ly  poor. Whether o r  

n o t  the household is poor depends on the household's own poverty l i n e  and 

i t s  t o t a l  cash income from a l l  earners  and a l l  o the r  income sources. 

S imi l a r ly ,  poor households do no t  necessa r i ly  have heads with low weekly 

earnings.5 



We begin by c l a s s i f y i n g  a l l  household heads i n t o  one of t h r ee  

mutual ly  exc lus ive  groups based on t h e i r  work experience and l e v e l  of 

weekly earnings--those who worked a t  some t i m e  dur ing the  yea r  and had 

low weekly earn ings ;  those who worked a t  some t i m e  dur ing the  yea r  and 

d i d  n o t  have low weekly earn ings ;  those  who d id  n o t  work a t  a l l  dur ing 

t h e  year .  We f u r t h e r  d i s t i n g u i s h ,  f o r  low ea rne r s  and those who a r e  no t  

low e a r n e r s ,  between those who were unemployed f o r  some p a r t  of the  yea r  

( looking  f o r  work o r  on l a y o f f )  and those who were no t  unemployed during 

t h e  e n t i r e  year .  We do no t  ana lyze  t he  unemployment o r  U I  experience of 

household heads who r e p o r t  no earn ings  o r  weeks worked, s i n c e  w e  cannot 

c a l c u l a t e  t h e i r  weekly wage. 

Cha r t  1 i l l u s t r a t e s  these  d i s t i n c t i o n s .  I n  1984 t h e r e  were 58.57 

m i l l i o n  households wi th  a head whom w e  c l a s s i f y  a s  expected t o  work.6 

Among these  heads,  9.74 m i l l i o n  (16.6 percent )  had low weekly earn ings ,  

43.34 m i l l i o n  (74.0 percent )  had weekly earn ings  above $204, and 5.49 

m i l l i o n  (9.4 percent )  repor ted  no earn ings  o r  weeks worked. Low ea rne r s  

were a lmos t  t h r ee  times a s  l i k e l y  to  be unemployed and, i f  unemployed, 

on ly  about  h a l f  a s  l i k e l y  t o  rece ive  unemployment insurance a s  those who 

were no t  low earners .  About 27 pe rcen t  of low ea rne r s  (2.65/9.74) and 

abou t  10 pe rcen t  of those who were n o t  low ea rne r s  (4.40/43.34) were 

unemployed a t  some po in t  dur ing  1984. About 28 percent  (0.74/2.65) of 

unemployed low ea rne r s  and about  53 pe rcen t  (2.31/4.40) of unemployed 

non-low-earners received U I .  Thus, by 1984, U I  reached only a minor i ty  

of  a l l  of the unemployed, and coverage was minimal f o r  unemployed low 

ea rne r s .  

We examine i n  the  next  two s e c t i o n s  how the composition of household 

heads and t h e i r  unemployment p r o b a b i l i t i e s  and unemployment insurance 



chart 1 

Hou&lds Classified by Whether Head Is Expected to Wok, k s  
Lclw Weekly Earnings, or Is hmplqed,  1984 

( a l l  rrPllbers in lniuians) 

I I f 
Head Does Not Head Reports 

Head Has La4 HaveIrXJWeekly No Eadngs or 
W*Y ~ a r n i n g s ~  Earnings Weeks WOW 

9.74 43 3 . 4  5.49 m 
Not  W a y e d  

Urnplayed Part af h P l a y e d  Part af 
7.08 Year 38.94 Year 

2.65 4.40 

h 
Receives Does Not Receives Does Not 

UmPlW=t Receive mPlmt Receive 
Insurance h p l C V = t  Insurame b P l m t  

0.74 Insurance 2.31 Znsurarre 
1.91 2.09 

Source: Canputations by a u h r s  fran March 1985 Current Population Survey canputer tape. 

aHead is under 65, m t  a stldent, disabled, seli-anplayed, or a muan with a child under 6. 



r e c e i p t  changed over  the 1976-1984 period. We f ind  t h a t  the incidence of 

low earnings increased and t h a t  the s i t u a t i o n  of low earners  

d e t e r i o r a t e d ,  even though macroeconomic condit ions were s i m i l a r  i n  the 

two years.  

11. CHANGES I N  THE INCIDENCE OF LOW EARNINGS 

Table 1 p resen t s  changes i n  the composition of our sample between 

1976 and 1984. Heads a r e  c l a s s i f i e d  on the bas i s  of t h e i r  work 

experience and l e v e l  of earnings. Because there a r e  l a r g e  d i f f e rences  i n  

t h e  types of households between those headed by males and females, we 

d i s t i n g u i s h  between sex of household head i n  the a n a l y s i s  t h a t  follows. 

Male household heads i n  each year  were much l e s s  l i k e l y  than female 

heads to be low ea rne r s  and much l e s s  l i k e l y  t o  r epor t  zero  weeks of work 

o r  zero earnings. I n  1984, about 80 percent  of male heads earned more 

than $204 pe r  week--they did no t  have low weekly earnings--while 55 p e r  

c e n t  of female heads had earnings t h a t  exceeded t h i s  threshold. 

The increase  between 1976 and 1984 i n  the proport ion of men with low 

o r  zero earnings is s t r i k i n g :  the percentage of men who had low earnings 

increased from 9.1 t o  13.0 percent  and the percentage who reported no 

earn ings  o r  weeks worked increased from 5.8 t o  7.5 percent .  The r e s u l t  

was t h a t  while  roughly one o u t  of every seven male heads had low o r  zero 

earn ings  i n  1976, t h i s  r a t i o  jumped t o  one i n  f i v e  by 1984. 

The t rends d i f f e r e d  f o r  female heads. The proport ion no t  working 

dropped from 18.8 t o  15.6 percent  and the proport ion with low weekly 

earn ings  decreased from 31.0 t o  29.3 percent.  



Table 1 

Changes i n  the Composition of Households Whose Heads 
Are Expected t o  Work, 1976-1984 

Male Female 
1976 1984 1976 1984 

Head has low 
weekly earnings 

Head does no t  have 
low weekly earnings 

Head r e p o r t s  no 
earn ings  o r  weeks 
worked 

A l l  expected- to-work 
heads of household 

Sources: For a l l  t a b l e s  i n  t h i s  paper, computations by authors  from 
March 1977 and March 1985 Current Populatuion Survey computer 
tapes. 



111. CHANGES I N  UNEMPLOYMENT AND UNEMPLOYMENT INSURANCE RECEIPT 

I n  t h i s  s ec t ion ,  we f i r s t  descr ibe  changes i n  unemployment and 

unemployment insurance r ece ip t .  Then we present  a s t a t i s t i c a l  model to 

account  f o r  these changes. 

Tabular Evidence 

Table 2 shows the  change between 1976 and 1984 i n  the  p robab i l i t y  of 

being unemployed a t  some point  during the year  f o r  male and female house- 

hold heads, c l a s s i f i e d  by whether o r  no t  the head was a low earner .  The 

unemployment p r o b a b i l i t i e s  shown a r e  higher than published unemployment 

r a t e s ,  which measure the  p robab i l i t y  of unemployment during a s i n g l e  

month.7 However, the  t rends a r e  the same f o r  both measures--the aggre- 

g a t e  unemployment r a t e  decl ined s l i g h t l y ,  from 7.7 t o  7.5 percent ,  and 

t h e  proport ion of our sample who repor t  some unemployment during the year  

decl ined from 14.5 t o  13.3 percent  over the period. 

The decrease i n  unemployment p r o b a b i l i t i e s  was, however, not  uni- 

formly spread ac ross  a l l  groups. Not only were heads of e i t h e r  sex with 

low weekly earnings more than twice a s  l i k e l y  t o  be unemployed i n  1976 a s  

those who did not  have low earnings,  t h e i r  unemployment p r o b a b i l i t i e s  

were r e l a t i v e l y  cons tant  be tween 1976 and 1984, while the p r o b a b i l i t i e s  

f o r  o t h e r s  decl ined.  Thus the  l abor  market disadvantage of low weekly 

e a r n e r s  increased over the  period. 

Table 2 a l s o  shows the change i n  the  mean weeks of unemployment f o r  

those who reported some unemployment. Low weekly earners  aga in  had a 

g r e a t e r  and growing disadvantage. They had longer unemployment dura- 

t i o n s ,  and the  d i f f e rence  between t h e i r  mean weeks of unemployment and 



Tab le  2 

Changes i n  Unemployment, 1976-1984 

- - - - -- - - - - 

P r o b a b i l i t y  of Being 
Unemployed dur ing  t h e  Yeae  Mean Weeks ~ n e m ~ l o ~ e d . ! ?  - 

Percen tage  Percen tage  
1976 1984 Changec 1976 1984 Changec 

Head has  low 
weekly ea rn ings  

Male 
Female 

Head does n o t  have 
low weekly ea rn ings  

Male 
Female 

A l l  expected- to-work 
heads  of household .145 .I33 -8.3 17.0 17.5 +2.9 

aDefined on ly  f o r  household heads who are expected t o  work and who r e p o r t  
e a r n i n g s  and weeks worked. A head is c l a s s i f i e d  as unemployed i f  s h e  o r  he  
was l a i d  o f f  o r  w i thou t  a job  and was looking  f o r  work i n  a t  l e a s t  one week 
d u r i n g  t h e  year.  

b ~ e f  ined  on ly  f o r  those  r e p o r t i n g  some unemployment. 

C ~ e f i n e d  as (1984 v a l u e  - 1976 value/1976 va lue )  x 100. 



those of heads who were n o t  low earners  increased over the period. I n  

1984, an  unemployed male low ea rne r ' s  mean unemployment dura t ion ,  21.1 

weeks, was about a t h i r d  longer  than t h a t  of a n  unemployed male who was 

n o t  a low earner.8 

Table 3 presents  changes i n  the p robab i l i t y  t h a t  a household head who 

was unemployed f o r  a t  l e a s t  one week during the year  received U I  b e n e f i t s  

and the  mean va lue  of those  benefit^.^ A s  do previous s t u d i e s ,  we f i n d  

that a smal le r  percentage of a l l  of the unemployed received b e n e f i t s  i n  

1984 than i n  1976 and t h a t  those receiving b e n e f i t s  received smaller  

amounts . 
Male low ea rne r s  f a red  l e s s  wel l  i n  each year  and had more negat ive 

t rends  f o r  each v a r i a b l e  than males who were no t  low earners .  I n  each 

y e a r  female low ea rne r s  were the l e a s t  l i k e l y  of the fou r  groups shown t o  

r ece ive  U I  and received the sma l l e s t  bene f i t s .  However, the dec l ines  i n  

t h e i r  p robab i l i t y  of r e c e i p t  and i n  t h e i r  mean b e n e f i t s  were smal le r  than 

average. For example, unemployed male low earners  were 18.5 percent  l e s s  

l i k e l y  t o  rece ive  U I  i n  1984 than i n  1976 ( a  dec l ine  i n  the p robab i l i t y  

of  r e c e i p t  from .346 t o  .282). I n  1984, unemployed males who did n o t  

have low earnings were about twice a s  l i k e l y  to rece ive  U I ;  t h e i r  proba- 

b i l i t y  of r e c e i p t  had decl ined by only 4.9 percent.  Likewise, male low 

e a r n e r s  who received U I  received annual bene f i t s  t h a t  were 28.3 percent  

lower a f t e r  adjustment f o r  i n f l a t i o n  (a  dec l ine  from $2773 t o  $1987), 

whi le  b e n e f i t s  decl ined by 22.1 pe rcen t  f o r  o t h e r  unemployed males. A s  a 

r e s u l t ,  i n  1984, a n  unemployed male low earner  with the mean unemployment 

du ra t ion  of 21.1 weeks ( a s  shown i n  Table 2) was rece iv ing  an average U I  

b e n e f i t  of about $94 pe r  week, compared to $140 f o r  h i s  counterpar t  i n  

1976, who had a mean unemployment dura t ion  of 19.9 weeks. 



Table 3 

Changes in Urnployment Insurance Receipt ancmg tbe Unenplayed, 19761984 

Probability af 
Receiving UE ~ e a n ~ r m u a l ~ ~ ~ e n e f i t b  ~ e a n  ~eekly UI ~ e n e f i t ~  

1976 I984 1976 1984 w e  1976 1984 p""?!r m 

Head k s  lm 
weekly earnings 

Male .346 .282 -18.5 $2773 $1987 -28.3 $139.35 $94.17 -32.4 
F d e  .299 .272 -9 .O 1584 1453 -8.8 95.42 85.47 -10.4 

Head does m t  l-ave 
l a d  weekly earnings 

Male .569 ,541 -4.9 2644 2060 -22.1 159.28 125.61 -21.1 
F d e  .482 .411 -14.7 2117 1649 -22.1 137.47 115.31 -16.1 

A l l  expected-mark 
heads af busefiD1d .497 .432 -13.1 2550 I969 -22.8 150.00 112.39 -25.1 

only for busehold W s  who are ~ t e d  to work, w b  report earnings and d s  mW, and who were 
urnplayed in a t  least one week during tk year. 

b t a n t  1984 dollars. Defined d y  for kads receiving benefits. 

CDefined as the rmsn m n d  benefit (fmn this table) divided by the mean weeks of unenployment (frun Table 2). 

dDefined as (1984 value - 1976 due/1976 d u e )  x 100. 



A S t a t i s  t i c a l  Model 

The t abu la r  evidence presented thus f a r  i s  c o n s i s t e n t  wi th  two d i f -  

f e r e n t  i n t e r p r e t a t i o n s  about the treatment of the unemployed by the U I  

system. The f i r s t  i s  t h a t  i f  a randomly chosen indiv idual  became 

unemployed i n  1984 h i s / h e r  chances of receiving U I  were lower than those 

o f  a s i m i l a r  i nd iv idua l  i n  1976. An a l t e r n a t i v e  i n t e r p r e t a t i o n  i s  t h a t  

i nd iv idua l s  who became unemployed were d i f f e r e n t  i n  1984 than i n  1976. 

I n  any year  some indiv iduals  have a lower p robab i l i t y  of rece iv ing  U I  

because of the na tu re  of t h e i r  jobs o r  personal h is tor ies - - for  example, 

many younger o r  l e s s  s k i l l e d  workers have i n s u f f i c i e n t  weeks of 

employment t o  be covered by U I .  I f  these people composed a g r e a t e r  pro- 

po r t ion  of the  unemployed i n  1984, then the proport ion of the  unemployed 

r ece iv ing  U I  would dec l ine  even i f  there  were no changes i n  the probabi- 

l i t y  t h a t  any person wi th  given c h a r a c t e r i s t i c s  received U I .  The 

d e s c r i p t i v e  da ta  would make i t  appear t h a t  the U I  system had changed, 

when i n  f a c t ,  i t  was only the unemployed who had changed. 

To d i s t i n g u i s h  between these two i n t e r p r e t a t i o n s ,  we es t imate  a 

d e s c r i p t i v e  s t a t i s t i c a l  model which con t ro l s  f o r  a v a r i e t y  of observed 

c h a r a c t e r i s t i c s  of the  unemployed and takes account of the unobserved 

c h a r a c t e r i s t i c s  t h a t  may have a f f ec t ed  those who became unemployed. We 

es t ima te  b i v a r i a t e  p r o b i t  models, i n  which the p robab i l i t y  of being 

unemployed and the p robab i l i t y  of rece iv ing  U I  a r e  est imated j o i n t l y .  

Models a r e  est imated f o r  male and female household heads c l a s s i f i e d  by 

whether the head had o r  d id  n o t  have low weekly earnings. (See the 

Appendix f o r  d e t a i l e d  spec i f i ca t ion . )  



The models answer the following questions: I f  a low earner  were 

chosen a t  random, what is  the p robab i l i t y  that he/she would become 

unemployed? I f  he/she became unemployed, what is the p robab i l i t y  t h a t  

he/she would rece ive  UI? Because we s t a r t  wi th  a sample of a l l  low 

ea rne r s ,  n o t  j u s t  unemployed low ea rne r s ,  we have taken i n t o  account how 

changes concerning who becomes unemployed a f f e c t  the p robab i l i t y  of 

rece iv ing  U I .  

Note , however, t h a t  these models do no t  expla in  changes concerning 

who becomes a low earner .  We a r e  not  answering the question: I f  a p e r  

son chosen a t  random had low weekly earnings,  what is the p robab i l i t y  

t h a t  he/she would a l s o  be unemployed and rece ive  UI? Answering t h i s  

ques t ion  r equ i re s  the  es t imat ion  of a t r i v a r i a t e  p rob i t  model i n  which 

the  f i r s t  equat ion expla ins  the p robab i l i t y  t h a t  a person i s  a low 

ea rne r ,  and the remaining two equat ions a r e  the ones we e s  timate--the 

p r o b a b i l i t y  t h a t  a low ea rne r  is unemployed and the p robab i l i t y  t h a t  an  

unemployed low ea rne r  rece ives  U I .  We do not  es t imate  such a model 

because we a r e  pr imari ly i n t e r e s t e d  i n  how well  the  U I  program serves  low 

ea rne r s ,  whatever the  cause of t h e i r  low earnings.10 Thus, we begin with 

s e p a r a t e  samples of those who had and those who did not  have low 

earnings.  11 

Appendix Table A-1 shows the  regress ion  c o e f f i c i e n t s  from our bipro- 

b i t  es t imat ion  of the  determinants of unemployment and of the p robab i l i t y  

that a n  unemployed household head received U I .  Separate  b i p r o b i t  models 

were est imated f o r  t h ree  of the four  types of household heads discussed. 

For female heads with low weekly earnings,  we estimated un iva r i a t e  p r o b i t  

models, a s  the b i v a r i a t e  models did not  converge. The independent 

v a r i a b l e s  i n  the  unemployment equat ion included whether the  head was 



white,  black o r  Hispanic,  h i s l h e r  region and a rea  of residence,  h i s l h e r  

age, educat ional  a t ta inment  and industry.  The unemployment insurance 

r e c e i p t  equat ion included a l l  of these va r i ab le s ,  except  the geographic 

l o c a t i o n  and educat ion var iab les .  Two unemployment du ra t ion  v a r i a b l e s  

n o t  included i n  the unemployment equat ion were a l s o  included--whe t h e r  the 

unemployment s p e l l  was longer than 26 weeks and whether there  were 

mul t ip l e  s p e l l s  of unemployment during the year.12 

Since  we allowed a l l  c o e f f i c i e n t s  to  change between 1976 and 1984, 

t he  change i n  the p robab i l i t y  of being unemployed ( o r  rece iv ing  UI) di f -  

f e r s  ac ross  ind iv idua l s  wi th  d i f f e r e n t  c h a r a c t e r i s t i c s .  I n  order  t o  sum- 

marize the change i n  p r o b a b i l i t i e s ,  we evaluated each equat ion a t  the 

sample mean of a l l  people i n  the spec i f i ed  sexlearnings s t a t u s  category 

i n  1976. By holding c h a r a c t e r i s t i c s  cons tant  across  the years  i n  these 

c a l c u l a t i o n s ,  we derived r e s u l t s  t h a t  do n o t  r e f l e c t  changes i n  the com- 

p o s i t i o n  of the population. 

Table 4 shows the predic ted  p r o b a b i l i t i e s  (evaluated a t  the 1976 

sample means f o r  persons i n  each of the four  groups) of being unemployed 

and of rece iv ing  U I .  For example, the p robab i l i t y  of unemployment f o r  a 

male with given c h a r a c t e r i s t i c s  increased s l i g h t l y  between 1976 and 1984. 

Thus, the dec l ines  i n  the  p robab i l i t y  of unemployment f o r  males shown i n  

Table 2 were due to  changes i n  the composition of the population. The 

predic ted  and d e s c r i p t i v e  p r o b a b i l i t i e s  of unemployment dec l ine  f o r  each 

female group. 

The est imated model allowed the p robab i l i t y  of U I  r e c e i p t  t o  d i f f e r  

f o r  those unemployed l e s s  than o r  more than 26 weeks i n  the  preceding 

year .  This  s p e c i f i c a t i o n  was chosen s ince  Vroman (1984) pointed o u t  t h a t  



Table 4 

Chaqes in the Predicted Pmbabilities of Unenployment a d  Unenplayment Insurance Receipt,a 
19761984 

Pmt~bility of Receiving Pmbability of Receiving 
Probability a€ UI i f  Unenployed Less than LJI if Unsnployed More than 

Being Uzlenplcyed 26 Weeks 26 Weeks 
Percentage Percentage Percentage 

1976 1984 change 1976 1984 cl=nge 1976 1984 m e  

Head kts low 
w&y earnings 

Head &es rot have 
l o w  weekly earnings 

Male 
Fenale 

aPmbabilities are qresentative of a person with the average characteristics of persons in 1976 in each of 
the four sex-of-head a d  earnings status categories. 

b~mbabilities are b e d  on udvariate p b i t  eqmtions, as the bivariate p b i t s  did rot converge. 



t he  l e g i s l a t i v e  changes made i n  the U I  program s ince  1980 have dispropor- 

t iona t e l y  a f f e c t e d  the long- term unemployed. 

We f i n d  t h a t  the p robab i l i t y  of receiving U I  dec l ined  f o r  each of the 

f o u r  household groups both f o r  those unemployed l e s s  than 26 weeks and 

f o r  those wi th  extended unemployment s p e l l s .  While those unemployed more 

than 26 weeks had a higher  p robab i l i t y  of U I  r e c e i p t  than those 

unemployed f o r  l e s s  than 26 weeks i n  1976, they experienced l a r g e r  

d e c l i n e s  over t h i s  period. Our r e s u l t s  thus confirm Vroman's (1984) 

conclusion t h a t  the r e s t r i c t i o n s  d ispropor t ionate ly  a f f e c t e d  the  l o n g  

term unemployed. 

For example, the  p robab i l i t y  t h a t  a male wi th  low weekly earnings 

received U I  dropped by 3.4 percent  (from .320 t o  .309) f o r  those with 

s p e l l s  s h o r t e r  than 26 weeks but  by 49.0 percent  (from .465 t o  .237) f o r  

those  wi th  s p e l l s  longer  than 26 weeks. Thus, the dec l ine  i n  the propor- 

t i o n  of the unemployed rece iv ing  U I  found i n  Table 2 r e f l e c t s  changes i n  

how the  U I  program served the  unemployed and n o t  j u s t  compositional 

changes i n  the  population. 

I V .  OTHER INCOME TRANSFERS AND POVERTY AMONG THE UNEMPLOYED 

The r e s u l t s  from the previous sec t ion  r a i s e  seve ra l  ques t ions  con- 

cern ing  the  r e l a t i o n s h i p  of the U I  program t o  the rest of the income 

maintenance system. Given t h a t  so many of the unemployed received no U I  

b e n e f i t s ,  were they r e c i p i e n t s  of o t h e r  cash  bene f i t s ? l3  How did  the  

r e c e i p t  of o t h e r  t r a n s f e r s  change a s  the r e c e i p t  of U I  decl ined? How 

e f f e c t i v e  were U I  and o t h e r  cash t r a n s f e r s  i n  a l l e v i a t i n g  poverty among 

the  unemployed?14 



Receip t  of Other Cash Trans fe r s  

Table 5 c l a s s i f i e s  households by the  earnings s t a t u s  of the  

unemployed head and by whether o r  n o t  she/he received U I  and presents  the  

percentage rece iv ing  o t h e r  cash  t r ans fe r s .  These percentages were low 

and dec l ined  over  t he  1976-1984 period f o r  a lmost  a l l  of t he  groups 

shown. I n  1976, 17.1 pe rcen t  of a l l  U I  r e c i p i e n t s  w i th  low earnings 

rece ived  o t h e r  t r a n s f e r s ,  a s  d id  8.7 percent  of a l l  U I  r e c i p i e n t s  who d id  

n o t  have low earnings.  U I  nonrec ip ien ts  were only s l i g h t l y  more l i k e l y  

t o  have received o t h e r  t r ans fe r s .  By 1984, among low ea rne r s  the proba- 

b i l i t y  of rece iv ing  o t h e r  t r a n s f e r s  had dropped t o  12.9 pe rcen t  f o r  those 

who rec:t?ived U I  and t o  20.7 percent  f o r  those who did not .  Retrenchment 

had occurred i n  both U I  and i n  o t h e r  t r a n s f e r  programs. 

The r e c e i p t  of o t h e r  t r a n s f e r s  by the unemployed was much less common 

than the  r e c e i p t  of U I .  I n  1984, more than two-thirds of low ea rne r s  d id  

n o t  rece ive  U I  (Table 3, rows 1 and 2, column 2)  and f o u r f i f t h s  of t h i s  

group received no t r a n s f e r s  a t  a l l  (Table 5 ,  row 2, column 2) .  Other 

t r a n s f e r s  hardly provided any s a f e t y  n e t  f o r  unemployed, expected-to-work 

household heads. 

Di f fe rences  i n  the  r e c e i p t  of o t h e r  t r a n s f e r s  between male and female 

heads, once earnings s t a t u s  and r e c e i p t  of U I  have been taken i n t o  

account ,  were small.  Households headed by women had a somewhat higher  

p r o b a b i l i t y  of r e c e i p t ,  bu t  a l l  f o u r  of those p r o b a b i l i t i e s  a l s o  decl ined 

between 1976 and 1984. 



Table 5 

Chmges in the Receipt of Cash Transfers Other than Umplciyment Insuam? anong the Unanplayed, 
1976-1984 

Probability of Receiving Probability of Receiving Probability of Receivix 
Other Cash Transfers:a Other Cash Transfers:a Other Cash Transfers:a 

A l l  Heads Male Heads F a d e  Heads  

pe-y 1976 1984 1976 1984 Charge pamy m e  1976 1984 p-‘=?? - 
Head h s  law 
weekly earnings 

Receives UI .171 .I29 -24.6 .176 .118 -33.0 .161 .I53 -5 .O 
Does not 

receive U I  238 .207 -13.0 .190 .I73 -8.9 .308 .276 -10.4 

Head does not have 
lw weekly earnings 

Receives UI .087 .059 -32.2 .087 ,057 -34.5 ,088 .076 -13.6 
Does mt 

receive U I  ,094 .115 +22.3 .083 .115 +38.6 .161 .I12 -30.4 

aOther cash transfers W u d e  social security, railroad retiranent, gwerment Bnployee pensions, veterans' 
canpensation d pensions, workers' canpensation, Supplemental Security Incame, Aid b Families with Dependent 
Children, and General Assistmxe. See note 15. 

befined as (1984 value - 1976 value/1976 value) x 100. 



Antipoverty Effec t iveness  of Transfers  

How e f f e c t i v e  were U I  and o t h e r  t r a n s f e r s  i n  reducing poverty among 

the  unemployed? Table 6 addresses  t h i s  question. The f i r s t  t h r ee  

columns present  t h r e e  measures of the incidence of poverty f o r  households 

c l a s s i f i e d  by the  sex  and earnings s t a t u s  of the unemployed head. 

P r e  t r a n s f e r  poverty (column 1 ) i s  ca l cu la t ed  by sub t r ac t ing  a l l  govern- 

ment cash t r a n s f e r s  received by household members from reported cash 

income. Column 2 p re sen t s  a measure of poverty ca l cu la t ed  by sub t r ac t ing  

the  head's U I  b e n e f i t s  from repor ted  cash income.l5 Column 3 p re sen t s  

t he  o f f i c i a l  measure of poverty,  which i s  based on cash income from a l l  

sources  (be fo re  taxes) .  Columns 4 and 5 show, r e spec t ive ly ,  the percen- 

tage  reduct ion  i n  poverty due t o  a l l  cash t r a n s f e r s  except  the  head's U I  

and the percentage reduct ion  due to  the head's U I .  The sum of these  two 

columns, shown i n  column 6 ,  g ives  the percentage reduct ion  i n  poverty due 

t o  a l l  cash t ransfers .16 

Severa l  po in t s  emerge. F i r s t ,  while  t r a n s f e r s  were received by a 

minor i ty  of the  unemployed, they s i g n i f i c a n t l y  reduced poverty. Among 

unemployed male low ea rne r s  i n  1976, poverty r a t e s  were 25 percent  lower 

a f t e r  the r e c e i p t  of t r a n s f e r s  than they were p r i o r  to  r e c e i p t  (column 

6 ) .  For male household heads with h igher  weekly earn ings ,  poverty r a t e s  

were c u t  i n  ha l f  by t r ans fe r s .  This  r e f l e c t s  the smaller income d e f i c i t  

o f  these households. I n  both years ,  the an t ipove r ty  e f f e c t s  of t r a n s f e r s  

were g r e a t e r  f o r  men than f o r  women. 

Second, a s  might be expected, U I  was more important than o t h e r  trans- 

f e r s  i n  reducing poverty f o r  t h ree  of the fou r  groups. For example, i n  

1984, 20.0 pe rcen t  of pretransfer-poor  households headed by a male who 



Table 6 

Changes in P m t y  Rates and the Antipoverty Effectiveness of I n c m  Transfers 
among the U~mployed, 19761984 

Percentage of Houselr~lds in Poverty Percentage Reduction in Poverty 
Money Imane Due to: 
Less A l l  Cash Money Incane Money Incane Cash Transfers O t h e r  

Transfers Less Head's (official than theHead's Head'sUI A l l  
(Pretransfer) UI Beraefit Measure) UI Benefits Benefits hansfers 

(1) (2) (3) (4Ia (5Ib (6Ic 

Head b s  lckl 
earnings 

Male, 1976 59.1% 
Male, 1984 61 .O 

Head does not 

Male, 1976 10.2 
Male, 1984 11 .O 

aMined  as 100 t hes  the differwre between poverty rates in columzs 3 and 2 divided by 
the rate in oolunn 1. 

bMined as 100 times the difference between the pwerty rates in colunns 2 and 1 divided 
by IAe rate in colunn 1. 

Crhe sun of columns 4 and 5 is the percentage redwtion in pwerty due to all cash transfers. 



d id  n o t  have low earnings were taken o u t  of poverty by U I  and another  

15.5 percent  were taken out  by o the r  t r ans fe r s .  The corresponding 1984 

f i g u r e s  f o r  female heads who were n o t  low ea rne r s  were 15.7 and 11.3 p e r  

cent .  The exception to  t h i s  p a t t e r n  were female heads who were low e a r  

n e r s  i n  each year. This  i s  the group most l i k e l y  to  rece ive  AFDC, and 

f o r  whom the ant ipover ty  e f f e c t  of o the r  t r a n s f e r s  exceeded t h a t  of U I .  

Third,  i n  almost a l l  cases  both U I  and o the r  t r a n s f e r s  had a smaller  

an t ipove r ty  e f f e c t  i n  1984 than i n  1976. For example, f o r  males with low 

earn ings ,  the percentage reduct ion  i n  poverty due to  a l l  t r a n s f e r s  i n  

1984 was only half  the s i z e  i t  was i n  1976. 

While the f a i l u r e  t o  rece ive  t r a n s f e r s  compounds the problems of 

unemployed low ea rne r s ,  t h e i r  high poverty r a t e s  a r e  pr imar i ly  a r e s u l t  

o f  t h e i r  low earnings capaci ty.  Table 7 i l l u s t r a t e s  t h i s  dramatical ly.  

Poverty r a  t e s  a r e  shown f o r  the  unemployed c ross -c l a s s i f  ied  by earnings 

s t a t u s  and r e c e i p t  of U I .  Holding earnings s t a t u s  cons tant ,  those n o t  

rece iv ing  U I  had higher  poverty r a t e s  than U I  r ec ip i en t s .  However, the  

l a r g e s t  d i f f e rences  i n  poverty r a t e s  were between households headed by 

unemployed low ea rne r s  and those who were no t  low ea rne r s ,  r ega rd le s s  of 

whether o r  no t  U I  was received. Again, male-female d i f f e rences  were 

small .  For example, i n  1984, 37.1 percent  of a l l  low earners  who 

rece ived  U I  were poor, while only 12.0 percent  of a l l  households where 

t h e  head d id  n o t  rece ive  U I  b u t  had weekly earnings above $204 were poor. 

Poverty was no t  a p a r t i c u l a r  problem f o r  the unemployed who did n o t  have 

low weekly earn ings ,  a s  the 1984 poverty r a t e  f o r  a l l  58.6 m i l l i o n  house- 

holds i n  which the head was expected t o  work was 10.2 percent.  



Table 7 

bnges in Poverty Rates among h Unsnployed, Classified by Receipt of UI, 
19761984 

Percentage of Percentage of Houdnlds Percentage of Houseblds 
Houseblds in Poverty: in Pwerty: in Poverty: 

A l l  Heads Male Heads F d e  Heads 
Percentage Percentage Pmentage 

1976 1984 Ch%ng$ 1976 1984 Chmge? 1976 1984 -@ 

Head k s  h 
weekly earnings 

Receives UI 30.9% 37.1% +20.1 29.6% 36.5% +23.3 27.8% 38.5% +38.4 
Does mt 

receive UI 52.3 60.3 +15.3 51.9 60.0 +15.6 52.9 61.1 +15.5 

Head does mt h e  
low weekly CBmhgs 

Receives UI 2.8 3.0 + 7.1 2.8 3.2 +14.3 2.7 4.1 +51.9 
Does mt 

receive UI 7.7 12.0 +55.8 8.0 11.6 445 .O 6.2 14.0 +125.8 

aDefined (1984 rate - 1976 rate/1976 rate) x 1 0 .  



V.  SUMMARY AND POLICY IMPLICATIONS 

Our empir ica l  work has con£ irmed e a r l i e r  f i nd ings  t h a t  the  U I  sys  tem 

does n o t  cover a major i ty  of unemployed workers and t h a t  coverage was 

l e s s  i n  1984 than i n  1976. We have of fered  new evidence t h a t  the  l ack  of 

coverage i s  most severe f o r  households headed by persons with low weekly 

earn ings .  Furthermore, these  households a r e  no t  w e l l  covered by o t h e r  

t r a n s f e r  programs--about half  received n e i t h e r  U I  nor  o the r  t r a n s f e r s  i n  

1984--and have very high poverty r a t e s .  While t h e i r  poverty r a t e s  a r e  

p r imar i ly  a r e f l e c t i o n  of t h e i r  low earn ings ,  the  f a c t  t h a t  less than 

h a l f  r ece ive  any t r a n s f e r s  i n d i c a t e s  t h a t  t h e i r  s a f e t y  n e t  is imperfect.  

The evidence presented suggests  ex tens ions  of coverage i n  both tiers of 

t h e  income ma i n  tenance sys  t e m  f o r  the unemployed--UI and the  income- 

t e s  ted programs. 

What about  the e f f i c i e n c y  l o s s e s  a s soc i a t ed  with increased benef i ts?  

S ince  U I  does have some impact on the  dura t ion  of unemployment, there  is 

a p o t e n t i a l  t radeoff  between encouraging work and reducing poverty ( s e e  

B u r t l e s s ,  1986). The ques t ion  is whether the  c u r r e n t  U I  program s t r i k e s  

t h e  r i g h t  balance between these  two goals .  We see l i t t l e  reason to be 

very  concerned about  the magnitude of work reduct ions  t h a t  would r e s u l t  

from extending coverage f o r  persons wi th  low weekly earnings.  I f  wages 

a r e  a rough ind ica to r  of product iv i ty ,  then l i t t l e  production w i l l  be 

l o s t  even i f  these  low ea rne r s  i nc rease  t h e i r  du ra t ion  of unemployment i n  

response to  an  expanded U I  system. 

We have fou r  proposals to shore up the s a f e t y  net .  The f i r s t  t h r ee  

extend c u r r e n t  programs and inc rease  budgetary cos t s .  Given the c u r r e n t  

d e f i c i t  c r i s i s ,  our  f o u r t h  proposal r a i s e s  some of the required revenue. 



F i r s t ,  we propose two changes i n  the extended b e n e f i t  program (EB),  

which pays b e n e f i t s  f o r  an a d d i t i o n a l  number of weeks a f t e r  the term of 

r e g u l a r  U I  b e n e f i t s  has ended, i f  unemployment reaches a spec i f i ed  l e v e l  

i n  a s t a t e .  We f ind  t h a t  B u r t l e s s ' s  (1983) arguments f o r  using a t r i g g e r  

( t h e  unemployment l e v e l  a t  which EB b e n e f i t s  a r e  authorized)  based on 

measured unemployment r a t h e r  than insured unemployment a r e  compelling. 

Many of the admin i s t r a t ive  dec is ions  about the  a v a i l a b i l i t y  of r egu la r  

unemployment compensation r e f l e c t  dec is ions  about how much of the needs 

o f  the unemployed should be met, n o t  about the ex is tence  of a need. The 

E B  t r i g g e r s  were o r i g i n a l l y  s e t  to  allow the program to  s t a r t  only i n  

s t a t e s  wi th  demonstrated need. Since changes i n  r egu la r  U I  r e c e i p t  now 

no longer  f u l l y  r e f l e c t  changes i n  need, insured unemployment r a t e s  no 

longer  se rve  t h e i r  funct ion.  

We a l s o  would r e s t o r e  the number of weeks of coverage of the EB 

program a t  i t s  (high) 1976 l e v e l  but  allow the b e n e f i t  amount to  dec l ine  

w i t h  the  number of weeks of U I  r ece ip t .  This  would gradual ly increase  

the  incen t ive  to leave  the program without  the sudden ces sa t ion  of bene- 

f i t s  t h a t  cha rac te r i zes  the e x i s t i n g  program. 

Our second proposal recognizes the f a c t  t h a t  l e s s  than a f i f t h  of the  

unemployed with low earnings received o the r  cash t r a n s f e r s  i n  1984. This  

i n d i c a t e s  t h a t  the second l i n e  of defense a g a i n s t  income l o s s e s  from 

unemployment is  i n e f f e c t i v e  and t h a t  the s a f e t y  n e t  needs to be expanded. 

We think t h a t  the  AFDC-U program, a n  op t iona l  program f o r  poor two-parent 

f a m i l i e s  i n  which the household head i s  unemployed, now a v a i l a b l e  i n  only 

h a l f  of the s t a t e s ,  should be mandated f o r  a l l  s t a t e s .  Even with 

expanded U I  b e n e f i t s ,  coverage would s t i l l  be l imi ted :  persons no t  i n  

covered employment and persons who have exhausted t h e i r  extended b e n e f i t s  



would n o t  rece ive  U I .  Since AFDC-U provides income- t e s  ted b e n e f i t s  only 

f o r  unemployed f ami l i e s  with ch i ldren ,  mandating i t  t o  a l l  s t a t e s  would 

s t i l l  n o t  so lve  the  coverage problems of s i n g l e  indiv iduals  and c h i l d l e s s  

couples ,  who a r e  genera l ly  e l i g i b l e  only f o r  Food Stamps. 

Our t h i r d  proposal r e f l e c t s  our  f inding  t h a t  poverty among the 

unemployed i s  c lose ly  assoc ia ted  with low weekly earnings.  This sugges ts 

t h a t ,  where poss ib le ,  the U I  system should include a component t o  

inc rease  the earnings p o t e n t i a l  of the unemployed. This  could take the 

form of expanded r e loca t ion  o r  t r a i n i n g  allowances. Since t r a i n i n g  

programs have been found cos t -ef fec t ive  only f o r  some p a r t i c i p a n t s  ( see  

Bass i  and Ashenfe l te r ,  1986), we propose t h a t  the unemployed worker who 

chooses to e n r o l l  i n  a program be asked to  share  p a r t  of the cos t s  of 

t r a i n i n g  o r  r e loca t ion  through lower U I  bene f i t s .  I n  t h i s  way 

r e c i p i e n t s  would be encouraged to  se l f - se l ec t  i n to  the t r a i n i n g  o r  relo- 

c a t i o n  program which b e s t  s u i t  t h e i r  needs. (See Congressional Budget 

Of f i ce ,  1985, f o r  a d iscuss ion  of s imi l a r  a l t e r n a t i v e s . )  

I n  order  to  p a r t i a l l y  off  s e t  the c o s t s  of extending U I  b e n e f i t s ,  man- 

d a t i n g  AFDC-U, and at tempting t o  r a i s e  the wages of U I  r e c i p i e n t s  through 

r e t r a i n i n g  o r  r e loca t ion ,  we propose making a l l  U I  b e n e f i t s  taxable. 

This  proposal is  contingent  on the s tandard deduction and personal exemp- 

t i o n s  being r a i sed  t o  above-poverty-line l eve l s .  A l l  of these changes 

a r e  included i n  the tax reform proposal passed by the House-Senate 

Conference Committee i n  August 1986. Under t h a t  proposal,  tax-exempt 

income would exceed the poverty l i n e  f o r  most poor f ami l i e s ,  so t h a t  the 

increased taxes would be borne by the unemployed who a r e  no t  low earners .  

We be l ieve  t h a t  these proposals represent  an appropr ia te  response to 

t h e  c u r r e n t  lack  of coverage by U I  and o the r  t r a n s f e r s  and the high 



poverty rates of the unemployed. However, they would probably have only 

a small impact on the very high poverty rates among households whose 

heads are unemployed low earners. They would, nevertheless, counter the 

trend of the past decade, characterized by r is ing hardship and reduced 

coverage. 



Notes 

l ~ h i l e  c h i l d  ca re  r e s p o n s i b i l i t i e s  may complicate market work f o r  

s ingle-parent  households with ch i ld ren  over 6 ,  we never the less  c l a s s i f y  

such persons a s  expected to  work because t h i s  is  cons i s t en t  with e x i s t i n g  

we l fa re  po l i c i e s .  

2 ~ e  a l s o  exclude household heads who reported rece iv ing  farm income, 

even i f  they a l s o  reported rece iv ing  wages from another  job. 

3 ~ a r y  Bur t l e s s  has pointed o u t  t h a t  the  repor t ing  of unemployment 

insurance i n  the CPS increased over t h i s  period. Thus, i f  the under- 

r epor t ing  were cor rec ted  and the da ta  ad jus ted  t o  r e f l e c t  a c t u a l  U I  

r e c e i p t ,  then the  dec l ine  i n  b e n e f i t s  shown here would have been even 

l a r g e r .  

41n 1984, the poverty l i n e  f o r  a family of four  was $10,609. We 

d e f i n e  any household head with weekly earnings (defined a s  year ly  

earnings/weeks worked) below $204 a s  a low earner ,  regard less  of h i s /he r  

own household s i ze .  The o f f i c i a l  poverty l i n e  is f ixed  i n  r e a l  terms and 

v a r i e s  over time because of changes i n  the Consumer P r i c e  Index (CPI). 

We used the CPI-X, which employs a rental-equivalence approach to  the 

c o s t  of homeownership, to  de r ive  a low-earnings threshold of $118 per  

week f o r  1976. Between 1976 and 1984, the  CPI increased by 82.4 percent  

while  the CPI-X increased by 73.1 percent.  I f  we had used the CPI, the 

low-earnings threshold f o r  1976 would have been $112 ins tead  of $118. 

5 ~ h e  r e l a t i o n s h i p  between low earnings of the head and poverty of the 

household can be i l l u s t r a t e d  by considering a head of a household of four  

persons who earns  $250 per  week. She/he would not  be counted a s  a low 

e a r n e r  even i f  she/he worked only 10 weeks l a s t  year.  I f  t h i s  were the 



household 's  only income l a s t  year ,  the  household would be poor. However, 

s h e l h e  would n o t  be c l a s s i f i e d  a s  a low ea rne r  because h e r l h i s  household 

could  escape poverty through fu l l -yea r  work. Also, cons ider  a head of a 

two-person household who ea rns  $150 p e r  week f o r  50 weeks, o r  $7,500 p e r  

year .  We c l a s s i f y  t h i s  head a s  a low ea rne r ,  b u t  h e r l h i s  household i s  

n o t  poor because t h e  poverty l i n e  f o r  a two-person household is  $6,762. 

I n  1984 about  60 pe rcen t  of households headed by low ea rne r s  escaped 

over ty .  The main reasons f o r  escape were t h a t  family s i z e  was less than 

f o u r  and t h a t  t he  earn ings  of o t h e r  household members and/or  income 

t r a n s f e r s  when combined wi th  t he  earn ings  of the head exceeded the 

pover ty  l i n e .  See Danziger and Gottschalk (1985) f o r  f u r t h e r  d e t a i l s .  

6 ~ h e r e  were 93.50 m i l l i o n  t o t a l  households i n  1984. Those n o t  shown 

i n  Cha r t  1 inc lude  28.17 m i l l i o n  headed by someone who was e l d e r l y ,  a 

s t u d e n t ,  d i s ab l ed  o r  a woman wi th  a c h i l d  under 6 ,  and 6.76 m i l l i o n  

headed by someone who was self-employed o r  received farm income. 

Households inc lude  both f a m i l i e s  and unre la ted  i nd iv idua l s .  

7 ~ h e  repor ted  unemployment r a t e  and our  p r o b a b i l i t y  would be equal  

on ly  i f  the  same people were unemployed i n  every month. With du ra t i on  of 

unemployment below 52 weeks, the  p r o b a b i l i t y  of being unemployed during 

t h e  y e a r  must exceed the  monthly unemployment r a t e .  

8 ~ t  is somewhat anomalous t h a t  female household heads who a r e  

expected t o  work have lower unemployment p r o b a b i l i t i e s  and s h o r t e r  

unemployment du ra t i ons  than t h e i r  male counterpar t s .  This  is  due i n  p a r t  

t o  our  exc lus ion  from the  computations i n  Table  1 o f  heads who r e p o r t  no 

weeks worked o r  earn ings  during the  year.  I n  1984 female nonearners were 

a b o u t  15  pe rcen t  of a l l  female expected-to-work heads, while  males were 

a b o u t  7 pe rcen t  of t h e i r  r e spec t ive  group. 



9 ~ e  measure mean b e n e f i t s  by d iv id ing  annual U I  b e n e f i t s  by the 

number of weeks unemployed. This  mean can d e c l i n e  e i t h e r  because the  

person received U I  dur ing  a smal le r  p ropor t ion  of the  weeks unemployed o r  

because t he  r e a l  va lue  of weekly b e n e f i t s  decl ined.  

l o o u r  model i m p l i c i t l y  assumes t h a t  the  r e c e i p t  of U I  b e n e f i t s  does 

n o t  a f f e c t  work e f f o r t ,  and, hence, t he  p r o b a b i l i t i e s  t h a t  a household 

head i s  a low earner .  See Bur t l e s s  (1986) f o r  a review of r e c e n t  

s t u d i e s .  H e  concludes t h a t  " t h e  evidence does no t  suppor t  any f i rm  

conc lus ion  about  the e f f e c t  of the  program on aggrega te  work e f f o r t  

a c t u a l l y  suppl ied  i n  market jobs" (p. 50).  

l l ~ e c a u s e  ou r  model t akes  low-earning s t a t u s  a s  given,  c a r e  should be 

taken  i n  i n t e r p r e t i n g  our  r e s u l t s .  For example, assume t h a t  a black p e r  

son  has a h ighe r  p r o b a b i l i t y  of being a low ea rne r ,  bu t  t h a t  black low 

e a r n e r s  and whi te  low ea rne r s  have the  same p r o b a b i l i t y  of becoming 

unemployed. I n  t h i s  case ,  a t r i v a r i a t e  model t h a t  begins  wi th  the e n t i r e  

popula t ion  would show t h a t  a black person chosen a t  random would have a 

h i g h e r  p r o b a b i l i t y  of  being unemployed because she/he would have a h ighe r  

p r o b a b i l i t y  of being a low earner .  Our model, which begins wi th  the 

s e l e c t e d  sample of low ea rne r s ,  would f i n d  no e f f e c t  of r ace  on the  prob- 

a b i l i t y  t h a t  a low e a r n e r  is  unemployed. 

2~nemployment s p e l l s  t h a t  span ca lendar  yea r s  a r e  mismeasured i n  the  

CPS, a s  each person i s  only asked t o  r e p o r t  weeks unemployed during the 

c a l e n d a r  year.  For example, i f  a worker was l a i d  o f f  J u l y  1, 1983, and 

was reemployed on J u l y  1, 1984, she lhe  would r e p o r t  a s p e l l  of 26 weeks 

i n  1984, even though the s p e l l  l a s t e d  52 weeks. We have no way to  

c o r r e c t  f o r  t h i s  misreport ing.  



13The Current  Populat ion Survey (cPs) r epo r t s  the amount of income 

rece ived  from the  fol lowing major cash t r a n s f e r  programs: s o c i a l  

s e c u r i t y  and r a i l r o a d  re t i rement ;  f e d e r a l ,  s t a t e ,  and l o c a l  government 

employee pensions; Unemployment Insurance; workers' compensation; 

ve t e rans '  compensation and pensions; Supplemental Secu r i ty  Income; Aid 

t o  Famil ies  wi th  Dependent Children, and General Assistance. 

S ince  1980, the CPS has a l s o  gathered information on the r e c e i p t  of 

major in-kind t r a n s f e r  b e n e f i t s ,  such a s  Medicare and Food Stamps. 

Because we have focused on t rends  over the  1976-1984 per iod ,  w e  restrict 

o u r  a n a l y s i s  t o  the  r e c e i p t  of the t r a n s f e r  b e n e f i t s  t h a t  are reported 

f o r  both years .  

1 4 ~ e c a u s e  poverty as o f f i c i a l l y  measured is based on income from a l l  

persons and a l l  sources,  we focus on a l l  cash  t r a n s f e r s  o the r  than U I  and 

n o t  j u s t  those t h a t  a r e  income-tested. Also, we do no t  d i s t i n g u i s h  be- 

tween o t h e r  t r a n s f e r s  received by the  household head and those received by 

o t h e r  household members. 

1 5 ~ e c a u s e  of the  way the CPS d a t a  a r e  reported,  we o v e r s t a t e  the 

amount of U I  received f o r  persons who rece ive  U I  and workers' compen- 

s a t i o n  o r  U I  and ve terans '  compensation o r  U I  and both of these o t h e r  

t r a n s f e r s .  We count a l l  income from these sources a s  U I  f o r  mu l t ip l e  

b e n e f i t  r e c i p i e n t s ,  a s  we have no way to  a l l o c a t e  t he  reported b e n e f i t s  

t o  t he  o the r  programs. 

6 ~ h e s e  comparisons a r e  based on the  assump t i o n  t h a t  t ransf  ers e l i c i t  

no behaviora l  responses. Since t r a n s f e r s  do induce l abo r  supply reduc- 

t i o n s ,  the  pre /pos t  comparisons made here  provide upper-bound e s t ima te s  

o f  the an t ipove r ty  e f f e c t s  of t ransfers .  
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Appendix 

The model we es t imate  can be spec i f i ed  using a s tandard l a t e n t  

v a r i a b l e  framework to spec i fy  the s e l e c t i o n  equat ion (whether o r  not  the 

person was unemployed) and the primary equation (whether or  no t  the 

unemployed person received U I ) .  The s e l e c t i o n  equation determines 

whether the person was in  the sample of those who were unemployed. The 

primary equat ion determines whether the person received U I .  

A l a t e n t  va r i ab l e  Y1, which is a l i n e a r  func t ion  of a vec to r  of 

c h a r a c t e r i s t i c s  X1 and a random component c l ,  determines whether the p e r  

son is i n  the sample. I f  t h i s  l a t e n t  va r i ab l e  exceeds the threshold C1, 

* 
a dichotomous va r i ab l e ,  Y1, is s e t  equal  to  one, and the person is 

included i n  the sample. S imi l a r ly ,  a vec tor  of c h a r a c t e r i s t i c s ,  X2,  and 

a random component, E 2 ,  determine whether the dichotomous v a r i a b l e  i n  the 
* 

primary equation, Y2,  takes on the value of zero or  one. 

= 0 otherwise;  

= 0 otherwise,  

which y i e l d s  

* 
pr(y l  = 1)  = pr(c l  > C1 -XIB1), s e l e c t i o n  equat ion;  

* 
pr(Y2 = 1)  = pr (e2  > C2 -X2B2), primary equation. 



I f  E~ and E~ a r e  independent, then the s e l e c t i o n  and primary equat ion can 

be est imated separa te ly .  I f  they a r e  not  independent, the two equat ions 

must be est imated jo in t ly .  

We have no a p r i o r i  expec ta t ion  a s  to the s ign  of the co r r e l a t ion .  

For example, an unobserved f a c t o r ,  such a s  an i n d i v i d u a l ' s  motivation, 

may r e s u l t  i n  he r /h i s  becoming unemployed i n  order  to  rece ive  U I .  I n  

t h i s  case,  E l  and E~ w i l l  be pos i t i ve ly  cor re la ted .  O r  an unobserved 

f a c t o r ,  such a s  i l l i t e r a c y ,  may increase  the p robab i l i t y  of being 

unemployed and decrease the p robab i l i t y  that the ind iv idua l  w i l l  r ece ive  

U I ,  causing the c o r r e l a t i o n  to  be pos i t ive .  

Our approach is to es t imate  the two equat ions simultaneously, using 

maximum l ike l ihood ,  and to  test f o r  independence. This  co r r ec t ion  f o r  

s e l e c t i o n  is analogous to Heckman's well-known co r rec t ion  i n  the case 

where the primary equat ion is continuous. By e x p l i c i t l y  taking account 

of the cros s-equa t i o n  c o r r e l a t i o n  be tween e r r o r  terms, the procedure 

c o n t r o l s  f o r  the f a c t  t h a t  l a rge  (small)  values of E l  may be a s soc i a t ed  

w i t h  l a rge  (small)  values of E 2 ,  thus a f f e c t i n g  the p robab i l i t y  that the 

l a t e n t  va r i ab l e  i n  the primary equat ion w i l l  exceed i ts threshold. 

We est imated b i v a r i a t e  p rob i t  models f o r  four  demographic groups ( sex  

of head x earnings s t a t u s )  f o r  1976 and 1984. Table A-1 shows the coef- 

f i c i e n t s  f o r  male heads with low earnings f o r  1984. The o the r  seven s e t s  

of est imated equat ions a r e  a v a i l a b l e  upon request.  Included i n  both the 

unemployment and U I  equat ions a r e  the following var iab les :  race ,  

Hispanic o r ig in ,  age, and a s e t  of dummy va r i ab l e s  f o r  the worker 's 

industry.  I n  the unemployment equat ion we a l s o  included a s e t  of urbani- 

z a t i o n  and r eg iona l  dummy va r i ab l e s  to capture geographic d i f f e r ences  i n  



employment oppor tun i t i e s ,  and an education dummy, s ince  unemployment 

r a t e s  a r e  highly co r r e l a t ed  with educa t iona l  a t ta inment .  The U I  equat ion 

excluded the geographic dummy va r i ab l e s  and educa t iona l  a t ta inment .  The 

a v a i l a b i l i t y  of U I  should not  vary sys t ema t i ca l ly  with these charac- 

t e r i s t i c s ,  even though the amount of U I  might. The U I  equat ion included 

measures of the number and length  of unemployment s p e l l s  t o  capture  dif- 

fe rences  i n  the t reatment  of the long-term unemployed by the U I  program. 

The exclusions i n  the two equat ions help i d e n t i f y  the parameters of the 

models. 

The r e s u l t s  shown i n  Table A-1 follow the expected pa t te rns .  For 

example, being o lde r  decreased the p robab i l i t y  of being unemployed but  

r a i s e d  the p robab i l i t y  of rece iv ing  U I  i f  the person became unemployed. 

And persons with mul t ip le  s p e l l s  of unemployment o r  with s p e l l s  g r e a t e r  

than 26 weeks were l e s s  l i k e l y  to  receive U I .  The s i g n i f i c a n t  negat ive 

c o r r e l a t i o n  between E l  and E~ shows t h a t  unobserved f a c t o r s  which r a i sed  

the  p robab i l i t y  of being unemployed lowered the p robab i l i t y  of rece iv ing  

U I .  To ignore t h i s  c o r r e l a t i o n  would have led  t o  biased es t imates  of the 

p r o b i t  equations. 



Tab le  A-1 

B i v a r i a t e  P rob i  t Es t imates ,  Males Who Have Low Earnings ,  
1984 

R e s u l t s  f o r  t he  Primary Equat ion 
P r o b a b i l i t y  of Receiving U I  i f  Unemployed 

- -- - - - - 

Variables C o e f f i c i e n t  Asymptotic T S t a t  D(PROB) / D ( x ) ~  

CONS 
BLAC 
H ISP 
AGE 
2752 

MSPL 
FIR 
CNS 
DM 
NDM 

T CU 
WR 
P RS 
PAD 
S sv 

Resu l  ts f o r  t he  S e l e c  t i o n  Equa t i o n  
P r o b a b i l i t y  of Unemployment 

Variables C o e f f i c i e n t  Asymptotic T S t a t  D(PROB) / D ( x ) ~  

CONS 
BLAC 
HISP 
NCEN 
S OUT 

WEST 
CCIT 
NSNS 
N O I D  
AGE 



Tab le  A-1 ( con t inued)  

R e s u l t s  f o r  t he  S e l e c t i o n  Equat ion 
P r o b a b i l i t y  of Unemployment 

Var iab lea  C o e f f i c i e n t  Asymptotic T S t a t  D(PROB) /D(x) 

EDUC .0276 
FIR .0699 
CNS .4990 
DM .I880 
NDM .2037 

T CU 
WR 
PRS 
PAD 
S sv 

C o r r e l a t i o n  Es t imate  

RHO -. 7979 
S tandard  E r r o r  .I653 
Asymptotic T -4.8257 

2(Log Like l ihood)  = 4466.39 
"Degrees of Freedom" = 2956 

aVar i ab l e  De f in i t i ons :  

CONS 
BLACK 
H ISP 
AGE 
2752 
MSPL 

FIR 
CNS 
DM 
N DM 
T CU 

WR 
P RS 

Cons t a n  t 
1 i f  i n d i v i d u a l  is  b lack  
1 i f  i n d i v i d u a l  i s  of  Hispanic  o r i g i n  
Age 
1 i f  unemployed 27-52 weeks 
1 i f  i n d i v i d u a l  has  m u l t i p l e  s p e l l s  of 

unemployment du r ing  t he  yea r  

I n d u s t r y  Dummies 

Finance,  insurance ,  real e s t a t e  
Cons t ruc t ion  
Durable manufactur ing 
Nondurable manufacturing 
T ranspo r t a t i on ,  communication and u t i l -  

i ties 
Wholesale and retai l  t r a d e  
P r o f e s s i o n a l  and r e l a t e d  s e r v i c e  



Table A-1 (continued) 

PAD 
S sv 
AGR 

N CEN 
SOUT 
WES 
NORTHEAST 

CCIT 
NSNS 
NO I D  
SMSA 
EDUC 

Industry Dummies - continued 
Public administrat ion 
Selected services  
Agriculture,  fo res t ry  and f  isheries--omi t ted  

Regions 

Northcen t r a l  
South 
West 
Omitted 

Geographic Location 

Central c i t y  
Not i n  metropolitan area 
Area not iden t i f i ed  
I n  metropolitan area,  but not i n  cen t ra l  c i  ty--omitted 
Years of education 

b ~ e r i v a  t ives  evaluated a t  the mean 
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