
100 

80 

60 

40

20 

0 

Old-Age, 
Survivors, 
and Disability
Insurance 

The OASDI program—which for most Americans means 
Social Security—is the largest income-maintenance program in 
the United States. Based on social insurance principles, the 
program provides monthly benefits designed to replace, in part, 
the loss of income due to retirement, disability, or death. Coverage 
is nearly universal: About 96% of the jobs in the United States are 
covered. Workers finance the program through a payroll tax that is 
levied under the Federal Insurance and Self-Employment Contri-
bution Acts (FICA and SECA). The revenues are deposited in two 
trust funds (the Federal Old-Age and Survivors Insurance Trust 
Fund and the Federal Disability Insurance Trust Fund), which pay 
benefits and the operating expenses of the program. Benefit 
payments totaled over $343.2 billion in fiscal year 1996.

In 1996, 43.7 million 
persons received 
monthly benefits  In December 1996, 43.7 million persons were receiving 

monthly benefits totaling $29.4 billion. These beneficiaries in-
cluded 30.3 million retired workers and their spouses and chil-
dren, 7.4 million survivors of deceased workers, and 6.1 million 
disabled workers and their spouses and children. 

Social Security is an important source of retirement income for 
almost everyone; 3 in 5 beneficiaries aged 65 or older rely on it for 
at least half of their income. Social Security is also an important 
source of continuing income for young survivors of deceased 
workers: 98% of young children and their mothers or fathers are 
eligible for benefits should a working parent die. Four in five 
workers aged 21-64 and their families have protection in the event 
of a long-term disability.

Coverage The Social Security Act 
of 1935 covered employees 
in nonagricultural industry 
and commerce only. Today, 
almost all jobs are covered.

Nearly all work per-
formed by citizens and 
noncitizens is covered if it 
is performed within the 
United States (defined for 
Social Security purposes to 
include all 50 States, the 
District of Columbia, the 
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Program Principles 

Certain fundamental principles have shaped the development of the Social 
Security program. These basic principles are largely responsible for the 
program’s widespread acceptance and support: 

Work Related.—Economic security for workers and their families is based on 
their work history. Entitlement to benefits and the benefit level are related to 
earnings in covered work. 

No Means Test—Benefits are an earned right and are paid regardless of 
income from savings, pensions, private insurance, or other forms of nonwork 
income. 

Contributory—The concept of an earned right is reinforced by the fact that 
workers make contributions to help finance the benefits. 

Universal Compulsory Coverage—Workers at all income levels and their 
families have protection if earnings stop or are reduced due to retirement, 
disability, or death.With nearly all employment covered by Social Security, this 
protection continues when workers change jobs. 

Rights Clearly Defined in the Law.—How much a person gets and under what 
conditions are clearly defined in the law and are generally related to facts that 
can be objectively determined.The area of administrative discretion is se-
verely limited. 

Monthly OASDI benefits and average amount

Number of beneficiaries 
December 

Type of beneficiary 1940 1960 1980 1996

Average
amount, 

December 
 1996

 All beneficiaries 222,488 14,844,589 35,618,840 43,736,836  $672.80 
Retirement program 148,490 10,599,021 23,243,078 30,310,865  703.58

Retired workers 112,331 8,061,469 19,582,625 26,898,072  744.96 
Wives and husbands 29,749 2,269,384 3,018,008 2,970,226 383.50
Children 6,410 268,168 642,445 442,567  337.07 

Survivor program 73,998 3,558,117 7,600,836 7,353,284  637.95
Nondisabled widows and widowers 4,437 1,543,843 4,287,930 5,027,901  706.85
Disabled widows and widowers ... ... 126,659 181,911  470.95 
Widowed mothers and fathers 20,499 401,358 562,798 242,135 514.91
Children 48,238 1,576,802 2,608,653 1,897,667  487.17
Parents 824 36,114 14,796 3,670  613.54 

Disability program ... 687,451 4,682,172 6,072,034  561.36
Disabled workers ... 455,371 2,861,253 4,385,623 703.94 
Wives and husbands ... 76,599 462,204 223,854 171.39
Children ... 155,481 1,358,715 1,462,557  193.51 

Special age-72 beneficiar ies ... ... 92,754 653  197.27 
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Commonwealth of Puerto Rico, the territories of Guam and 
American Samoa, the U.S. Virgin Islands, and the Northern 
Mariana Islands).

 In addition, the program covers work performed outside the 
United States by American citizens or resident aliens who are 
employed by an American employer, employed by a foreign 
affiliate of an American employer electing coverage for its employ-
ees, or (under certain circumstances) the self-employed. 

Major ExclusionsMajor ExclusionsMajor ExclusionsMajor ExclusionsMajor Exclusions
Federal civilian 
employees hired 
before 1/1/84 
Agricultural workers 
and domestic workers 
whose earnings do 
not meet certain 
minimum require-
ments 
Persons with very low 
net earnings from 
self-employment 

The majority of workers excluded from coverage are in three 
major categories: (1) Federal civilian employees hired before 
January 1, 1984, (2) agricultural workers and domestic workers 
whose earnings do not meet certain minimum requirements, and 
(3) persons with very low net earnings from self-employment 
(generally less than $400 per year). The remaining few groups 
excluded from coverage are very small. An example is certain 
nonresident, nonimmigrant aliens temporarily admitted into the 
United States to study, teach, or conduct research. Certain family 
employment is also excluded (such as employment of children 
under age 18 by their parents).

 Ministers and members of religious orders who have not 
taken a vow of poverty and Christian Science practitioners have 
their professional services covered automatically as self-employ-
ment unless within a limited period they elect not to be covered on 
the grounds of conscience or religious principle. Religious orders 
whose members have taken a vow of poverty may make an 
irrevocable election to cover their members as employees.

 Employees of State and local governments are covered under 
voluntary agreements between the States and the Commissioner 
of Social Security. Each State decides whether it will negotiate an 
agreement and, subject to special conditions that apply to retire-
ment system members, what groups of eligible employees will be 
covered. At present, more than 75% of State and local employees 
are covered.

 Special rules of coverage apply to railroad workers and 
members of the uniformed services. Railroad workers have their 
own Federal insurance system that is closely coordinated with the 
Social Security program. If they have less than 10 years of rail-
road service, their railroad credits are transferred to the Social 
Security program. Under certain circumstances, members of the 
uniformed services may be given noncontributory wage credits in 
addition to the credits they receive for basic pay. The Social 
Security Trust Funds are reimbursed from Federal general rev-
enues to finance noncontributory wage credits. 

Eligibility 
for Benefits 

To qualify for Social Security a person must be insured for 
benefits. Most types of benefits require fully insured status, which 
is obtained by acquiring a certain number of credits (also called 
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In 1997, workers 
earn one Social 
Security credit for 
each $670 of annual 
earnings, up to four 
credits ($2,680 = 4 
credits) per year 

quarters of coverage) from earnings in covered employment. The 
number of credits needed depends on the worker’s age and type of 
benefit. 

Workers can acquire up to four credits per year, depending on 
their annual covered earnings. In 1997, one credit is acquired for 
each $670 in covered earnings. This earnings figure is updated 
annually, based on increases in average wages. 

Retirement and 
Survivors Insurance

 Persons are fully insured for benefits if they have at least as 
many credits (acquired at any time after 1936) as the number of full 
calendar years elapsing after age 21 and before age 62, disability, 
or death, whichever occurs first. For workers who attained age 21 
before 1951, the requirement is one credit for each year after 1950 
and before the year of attainment of age 62, disability, or death. 
Persons reaching age 62 after 1990 need 40 credits to qualify for 
retirement benefits.

 For workers who die before acquiring fully insured status, 
certain survivor benefits are payable if they were currently in-
sured—that is, they acquired 6 credits in the 13-quar ter period 
ending with the quarter in which they died. 

Annual Earnings Test.—Beneficiaries may have some or all 
benefits withheld, depending on the amount of their annual earn-
ings. Benefits payable to a spouse and/or child may also be re-
duced or withheld due to the earnings of the retired worker. This 
provision, known as the earnings test (or retirement test) is in line 
with the purpose of the program—to replace some of the earnings 
from work that are lost because of the worker’s retirement, disabil-
ity, or death. 

1997 Ear1997 Ear1997 Ear1997 Ear1997 Earningsningsnings ningsnings TTTTTestestestestest

Age 70 
No limit 

Age 65-69 
$1 less for every 
$3 over $13,500 

Under age 65 
$1 less for every 
$2 over $8,640 

The dollar amount beneficiaries can earn without having their 
benefits reduced depends on their age. Persons aged 70 or older 
receive full benefits regardless of their earnings. In 1997, benefits 
for persons under age 65 are reduced $1 for each $2 of annual 
earnings in excess of $8,640; benefits for persons aged 65-69 are 
reduced $1 for each $3 of earnings above $13,500. 

The exempt amounts for persons aged 65-69 will increase 
gradually to $30,000 in 2002, while amounts for those under age 65 
will be indexed to the growth in average wages. After the year 2002, 
amounts for persons aged 65-69 will also be indexed to increases 
in average wages.

 A “foreign work test” applies to beneficiaries who work outside 
the United States in noncovered employment. Benefits are withheld 
for any month in which more than 45 hours of work is performed. 
Generally, any benefits to family members are also withheld. The 
test is based on the amount of time the beneficiary is employed 
rather than on the amount of money the beneficiary earns because 
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it is impractical to convert earnings in a foreign currency into 
specific dollar amounts. 

Disability Insurance 

To be eligible for disability benefits, workers must be fully 
insured and must meet a test of substantial recent covered 
work—that is, they must have credit for work in covered employ-
ment for at least 20 quarters of the 40 calendar quarters ending 
with the quarter the disability began.Young workers disabled 
before age 31 may qualify for benefits under a special insured 
status requirement. They must have credits in one-half the calen-
dar quarters after age 21, up to the date of their disability, or, if 
disabled before age 24, one-half the quarters in the 3 years 
ending with the quarter of disability. Blind workers need only to be 
fully insured to qualify for benefits. 

Disability Determination.—For purposes of entitlement, dis-
ability is defined as “the inability to engage in any substantial 
gainful activity (SGA) by reason of any medically determinable 
physical or mental impairment that can be expected to result in 
death or that has lasted or can be expected to last for a continu-
ous period of not less than 12 months.”  A person’s age, educa-
tion, and work experience are considered along with the medical 
evidence in making a determination of disability. A less strict rule 
is provided for blind workers aged 55 or older. Such workers are 
considered disabled if, because of their blindness, they are unable 
to engage in SGA requiring skills and abilities comparable to 
those required in their past occupations. 

The impairment must be of a degree of severity that renders 
the individual unable to engage in any kind of substantial gainful 
work that exists in the national economy, regardless of whether 
such work exists in the immediate area in which the individual 
lives, or if a specific job vacancy exists for that person, or if that 
person would be hired upon application for the work. The amount 
of earnings that ordinarily demonstrates SGA is set forth in regu-
lations. For nonblind beneficiaries, earnings averaging more than 
$500 a month are presumed to represent SGA, and earnings 
below $300 generally indicate the absence of SGA. The SGA level 
for statutorily blind beneficiaries is $1,000 a month.

 Unlike the Retirement and Survivors Insurance program, 
which is an entirely Federal program, the law mandates Federal-
State cooperation in carrying out the DI program. Each State's 
Disability Determination Services (DDS) develops the medical 
evidence and makes an initial determination of disability, after 
SSA determines that the applicant is insured for benefits. DDS 
costs are reimbursed to the States by the Federal Government. 

The applicant may appeal an unfavorable decision through a 
four-step process taken in the following order: a reconsideration of 

Disability = the 
inability to engage 
in any substantial 
gainful activity by 
reason of any 
medically determin-
able physical or 
mental impairment 
that can be expected 
to result in death or 
that has lasted or can 
be expected to last 
for a continuous 
period of not less 
than 12 months. 
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the initial decision; a hearing before an Administrative Law Judge; a 
review by the Appeals Council; and lastly, filing a civil suit in Federal 
District Court. A sample of DDS decisions is reviewed by SSA to 
assure consistency and conformity with national policies.

 Applicants may be referred to the State vocational rehabilitation 
agency. If they are offered services and refuse them without good 
reason, benefits may be withheld. SSA pays for the cost of the 
rehabilitation services if such services result in a beneficiary’s 
return to work at the SGA level for at least 9 continuous months. 

Other Disabled Beneficiaries.—Monthly benefits at a perma-
nently reduced rate are payable to disabled widow(er)s beginning at 
age 50, based on the same definition of disability that applies to 
workers. The disability must have occurred within 7 years after the 
spouse’s death or within 7 years after the last month of previous 
entitlement to benefits based on the worker’s earnings record.

 Benefits are also payable to an adult child of a retired, disabled, 
or deceased worker if the child became disabled before age 22. The 
child must meet the same definition of disability that applies to 
workers. 

Work IncentivesWork IncentivesWork IncentivesWork IncentivesWork Incentives
 Trial work period
 Extended period of 
eligibility

 Work excluded as 
not SGA

 Elimination of second 
waiting period for 
both cash and 
Medicare benefits

 Medicare buy-in
 Impairment-related 
expenses 

Work Incentives.—Beneficiaries are allowed a trial work period 
to test their ability to work without affecting their eligibility for ben-
efits. The trial work period can last up to 9 months (not necessarily 
consecutive) during which an individual’s entitlement to benefits and 
benefit payment are unaffected by earnings, so long as the 
individual’s impairment meets program standards. Months in which 
earnings are below a threshold amount, which is currently $200, do 
not count as months of trial work. At the end of the trial work period, 
a decision is made as to the individual’s ability to engage in SGA. If 
the beneficiary is found to be working at SGA, disability benefits are 
paid for an additional 3 months (period of readjustment) and then 
cease; otherwise, benefits continue. 

The law also includes other work incentive provisions: (1) A 
36-month extended period of eligibility after a successful trial work 
period. This special benefit protection allows benefit payments 
during any month in the 36-month period in which earnings fall 
below $500. (2) The continuation of Medicare coverage for at least 
39 months beyond the trial work period and, after that, the opportu-
nity to purchase Medicare coverage when benefits terminate 
because of work. (3) Deductions from earnings for impairment-
related work expenses in determining SGA. Deductible costs in-
clude such things as attendant care, medical devices, equipment, 
and prostheses.

 Additionally, family benefits payable in disabled-worker cases 
are subject to a lower cap than the one that prevails for other types 
of benefits, because of concern that some disabled workers might 
be discouraged from returning to work because their benefits could 
exceed their predisability net earnings. 
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Type of Benefits  Monthly retirement benefits are payable at age 62 but are 
permanently reduced if claimed before the normal retirement age 
(currently, age 65). Benefits may also be payable to the spouse 
and children of retired-worker beneficiaries. A spouse receives 
benefits at age 62 or at any age if he/she is caring for a child 
under age 16 or disabled. A divorced spouse aged 62 or older 
who had been married to the worker for at least 10 years is also 
entitled to benefits. If the spouse has been divorced for at least 
2 years, the worker who is eligible for benefits need not be receiv-
ing benefits for the former spouse to receive benefits. Benefits are 
payable to unmarried children under age 18, or aged 18-19 if they 
attend elementary or secondary school full time. A child can be 
the worker’s natural child, adopted child, stepchild, and—under 
certain circumstances—a grandchild or stepgrandchild. A person 
aged 18 or older may also receive benefits under a disability that 
began before age 22. 

Monthly benefits are payable to disabled workers after a 
waiting period of 5 full calendar months. This rule applies because 
Disability Insurance is not intended to cover short-term disabilities. 
Benefits terminate if the beneficiary medically improves and 
returns to work (at a substantial gainful activity level) despite the 
impairment. At age 65, beneficiaries are transferred to the retire-
ment program. Benefits for family members of a disabled worker 
are payable under the same conditions as for those of retired 
workers.

 Monthly benefits are payable to survivors of a deceased 
worker. A widow(er) married to the worker for at least 9 months 
(3 in the case of accidental death) may receive an unreduced 
benefit if claimed at age 65 (if the spouse never received a retire-
ment benefit reduced for age). It is permanently reduced if 
claimed at age 60-64, and for disabled survivors at age 50-59. 
Benefits are payable to a widow(er) or surviving divorced spouse 
at any age who is caring for a child under age 16 or disabled. A 
surviving divorced spouse aged 60 or older is entitled to benefits if 
he or she had been married to the worker for at least 10 years. A 
deceased worker’s dependent parent aged 62 or older may also 
be entitled to benefits. 

Surviving children of deceased workers may receive benefits if 
they are under age 18, or are full-time elementary or secondary 
school students aged 18-19, or were disabled before age 22. 

A lump sum of $255 is payable upon an insured worker’s 
death, generally to the surviving spouse. If there is no surviving 
spouse or entitled child, no lump sum is payable. 

Benefit Amounts The OASDI benefit amount is based on covered earnings 
averaged over a period of time equal to the number of years the 
worker reasonably could have been expected to work in covered 
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Benefits payable and insured status requirements under Social Security

Type of benefit Requirement for entitlement

Retired worker Fully insured:
• 	 Age 65 or older (100% of PIA) 
•	 Age 62-64 (PIA reduced 5/9 of 1% (or 1/180) for each 

month of entitlement before age 65) 

Disabled worker	 Fully insured and has 20 quarters of coverage in the 40 calendar
quarters ending with the disability onset:

•	 Under age 65 
•	 Under age 31, a special insured status requirement applies 

Spouse or child (of a
worker receiving
retirement or disability
benefits)

Spouse married to the worker for at least 1 year, or is the parent of the
worker’s child, and meets one of the following age requirements:

• Any age, if caring for an entitled child who is under 16 or disabled 
(50% of the worker’s PIA) 

•	 Age 65 (50% of the worker’s PIA) 
•	 Age 62 or older (50% of the worker’s PIA, permanently reduced 

for each month of the spouse’s entitlement before age 65) 

Divorced spouse, married to the worker for at least 10 years, and meets
one of the following age requirements:

•	 Age 65 or older (50% of the worker’s PIA) 
•	 Age 62-65 (50% of the worker’s PIA, permanently reduced for 

each month of the spouse’s entitlement before age 65) 

Child:
•	 Under age 18 and unmarried (50% of the worker’s PIA) 
•	 Attending elementary or secondary school full time at age 18 and 

through the end of the school term in which age 19 is attained 
(50% of the worker’s PIA) 

•	 Disabled child, age 18 or older, who was disabled before age 22 
(50% of the worker’s PIA) 

Survivors (of a	
deceased worker)

Widow/widower:
•	 Married to the worker at least 9 months (3 months in the case of 

accidental death), or is the parent of the worker’s child, and meets 
one of the following age requirements: 

– Any age, caring for an entitled child who is under age 18,
 or disabled (75% of the worker’s PIA) 

– Age 65 (100% of worker’s PIA) 
– Age 60-64 (permanently reduced benefit) 
– Age 50-59 and disabled (permanently reduced benefit) 

• 	Surviving divorced spouse, married to the worker at least 10 years,
 aged 60 or older (permanently reduced benefit if entitled before age 65) 

•	 Surviving divorced spouse, regardless of length of marriage, 
of any age caring for an entitled child of the deceased worker 
(75% of the worker’s PIA) 

Child:
•	 Under age 18 and unmarried (75% of the worker’s PIA) 
•	 Attending elementary or secondary school full time at age 18 

and through end of school term in which age 19 is attained 
(75% of the worker’s PIA) 
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Benefits payable and insured status requirements under Social Security—Continued 

Type of benefit  Requirement for entitlement

•	 Disabled child, aged 18 or older, who was disabled before age 22 
 (75% of worker’s PIA)  

Dependent parent aged 62 or older :
•	 One surviving parent (82½% of the worker’s PIA) 
•	 Two surviving parents (75% of the worker’s PIA  

payable to each parent)  

Lump-sum death payment:
• 	 A one-time amount of $255 is payable, upon the death of an insured 

worker, to a spouse with whom the worker was living at the time of death 
or to a spouse or child who is eligib le for monthly survivor benefits for the 
month of the worker’s death 

Note: Auxiliary and survivor benefits are subject to a family maximum amount. 

employment. Specifically, the number of years in the averaging 
period equals the number of full calendar years after 1950 (or, if 
later, after age 21) and up to the year in which the worker attains 
age 62, becomes disabled, or dies. In survivor claims, earnings 
in the year of the worker’s death may be included. In general, 
5 years are excluded. Fewer than 5 years are disregarded in the 
case of a worker disabled before age 47. The minimum length of 
the averaging period is 2 years.

 For persons who were first eligible (attained age 62, became 
disabled, or died) after 1978, the actual earnings are indexed— 
updated to reflect increases in average wage levels in the 
economy. For persons first eligible before 1979, the actual amount 
of covered earnings is used in the computations. After a worker’s 
average indexed monthly earnings (AIME) or average monthly 
earnings (AME) have been determined, a benefit formula is 
applied to determine the worker’s primary insurance amount 
(PIA), on which all Social Security benefits related to the worker’s 
earnings are based. The benefit formula is weighted to replace a 
higher portion of lower paid workers’ earnings than of higher paid 
workers’ earnings (although higher paid workers will always 
receive higher benefits).

 For persons first eligible for benefits in 1997, the formula is: 

90% of the first $455 of AIME, plus 
32% of next $2,286 of AIME, plus 
15% of AIME over $2,741. 

The dollar amounts defining the AIME brackets are adjusted 
annually based on changes in average wage levels in the 
economy. As a result, initial benefit amounts will generally keep 
pace with future increases in wages. A special minimum PIA is 
payable to persons who have had covered employment or self-
employment for many years at low earnings. It applies only if the 
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resulting payment is higher than the benefit computed by the 
regular formula.

 Persons who retire at age 65 (in 1997), with average earnings, 
have 45% of their prior year’s earnings replaced by Social Security 
benefits. For those with maximum earnings the replacement rate is 
25%; for minimum earners, 61%. The PIA is $1,326 for workers 
whose earnings were at or above the maximum amount that 
counted for contribution and benefit purposes each year and who 
retire at age 65 in 1997. 

Earnings replaced by Social Security benefits
Pre-retirement earnings replaced 

(Workers retiring at age 65 in 1997) 
Disabled workers earnings replaced 

(Workers age 45 in 1997) 
Maximum earnings $62,700  Maximum earnings $62,700  
Worker 25.4%  Worker 27.7%  
Worker/spouse 38.1%  Worker/spouse 41.5%  

Average earnings $24,706  Average earnings $24,706  
Worker 45.3%  Worker 44.8%  
Worker/spouse 67.9%  Worker/spouse 67.2%  

Low earnings $11,118  Low earnings $11,118  
Worker 61.0%  Worker 60.4%  
Worker/spouse 91.4%  Worker/spouse 85.0%  

After the initial benefit amount has been determined for the 
year of first eligibility, the amount is increased automatically each 
December (payable in the January checks) to reflect any increase 
in the Consumer Price Index. The 1997 cost-of-living adjustment is 
2.9%. The benefit may be recomputed if, after retirement, the 
worker has additional earnings that produce a higher PIA. 

The monthly benefit for a worker retiring at age 65 is equal to 
the PIA rounded to the next lower multiple of $1. For workers 
retiring before age 65, the benefit is actuarially reduced to take 
account of the longer period over which they will receive benefits. 
Currently, a worker who retires at age 62 receives 80% of the full 
benefit amount (20% reduction). The benefit is reduced 5/9 of 1% 
for each month of entitlement before age 65. The maximum reduc-
tion is 20% for those entitled to benefits for all 36 months between 
ages 62-65. A spouse who begins to receive benefits at age 62 
receives 75% of the amount that would have been payable at age 
65; a widow(er) at age 60 will be paid 71-1/2% of the deceased 
spouse’s PIA, as will a disabled widow(er) aged 50-59. 

The normal retirement age (the age of eligibility for unreduced 
benefits) will be increased gradually from 65 to 67 beginning with 
workers who reach age 62 in the year 2000. The normal retirement 
age will be increased by 2 months per year in two stages—2000-
2005 and 2017-2022—until it reaches age 67 for workers attaining 
age 62 in 2022 and later. During 2006-2016, the normal retirement 
age will remain at 66 for workers attaining age 62 in that period. 
Benefits will continue to be payable at age 62 for retired workers 
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and their spouses and at age 60 for widow(er)s, but the maximum 
benefit reduction for workers and spouses will be greater. Workers 
retiring before the normal retirement age will have benefits re-
duced by 5/9 of 1% for the first 36 months of receipt of benefits 
immediately preceding age 65, plus 5/12 of 1% for months in 
excess of 36 months (maximum reduction 30%). 

Age for full Social Security benefits
Retirees, spouses, 

and divorced spouses 
Widow(er)s and 

divorced widow(er)s 

Full benefit at age Date of bir th* Full benefit at age Date of birth* 
65 Prior to 1938 65 Prior to 1940 
65 and 2 months 1938 65 and 2 months 1940 
65 and 4 months 1939 65 and 4 months 1941 
65 and 6 months 1940 65 and 6 months 1942 
65 and 8 months 1941 65 and 8 months 1943 
65 and 10 months 1942 65 and 10 months 1944 
66 1943–1954 66 1945–1956 
66 and 2 months 1955 66 and 2 months 1957 
66 and 4 months 1956 66 and 4 months 1958 
66 and 6 months 1957 66 and 6 months 1959 
66 and 8 months 1958 66 and 8 months 1960 
66 and 10 months 1959 66 and 10 months 1961 
67 1960 or later 67 1962 or later 

*Month and date are January 2 unless otherwise shown.

 Similarly, spouses of retired workers electing benefits before 
the normal retirement age in effect at the time will have their 
benefits reduced 25/36 of 1% for each of the first 36 months and 
5/12 of 1% for up to 24 earlier months (maximum reduction 35%). 

Workers who retire after age 65 have their benefits increased 
based on the delayed retirement credit. The credit is 5.0% of the 
PIA per year for workers attaining age 65 in 1996-97. It will in-
crease gradually until it reaches 8% per year for workers attaining 
age 66 in 2009 or later.

 Benefits for eligible family members are based on a percent-
age of the worker’s PIA. A spouse or child may receive a benefit 
of up to 50% of the worker’s PIA. A surviving widow’s or widower’s 
benefit is equal to as much as 100% of the amount of the de-
ceased worker’s PIA. The benefit of a surviving child is 75% of the 
worker’s PIA. 

The law sets a limit on the total monthly benefit amount to 
workers and their eligible family members. This limitation assures 
that the families are not considerably better off financially after the 
retirement, disability, or death of the worker than they were while 
the worker was employed.

 Persons eligible for benefits based on their own earnings and 
as an eligible family member or survivor (generally as a wife or 
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widow) will receive the full amount of the worker benefit, plus an 
amount equal to any excess of the other benefit over their own—in 
effect, the larger of the two. 

Benefits for disabled workers are computed in much the same 
way as are benefits for retired workers. Benefits to the family mem-
bers of disabled workers are paid on the same basis as those to 
the family of retired workers. The limitation on family benefits is, 
however, somewhat more stringent for disabled-worker families 
than for retired-worker or survivor families. 

Taxation 
of Benefits 

Up to 85% of Social Security benefits may be subject to Federal 
income tax depending on the taxpayer’s amount of income (under a 
special definition) and filing status. The applicable definition of 
income is: 

Adjusted gross income (before Social Security 
or Railroad Retirement benefits are consid-
ered), plus tax-exempt interest income—with 
further modification of adjusted gross income in 
some cases involving certain tax provisions of 
limited applicability among the beneficiary 
population—plus one-half of Social Security 
and Tier I Railroad Retirement benefits.

 For married taxpayers filing jointly whose income under this 
definition is between $32,000 and $44,000, the amount of benefits 
included in gross income is the lesser of one-half of Social Security 
and Tier I Railroad Retirement benefits or one-half of income over 
$32,000. If their income exceeds $44,000, the amount of benefits 
included in gross income is the lesser of (1) 85% of Social Security 
and Tier I railroad retirement benefits or (2) the sum of $6,000 plus 
85% of income over $44,000.

 For married taxpayers filing separate returns, no exempt 
amounts are applicable. The amount of benefits included in the 
gross income is the lesser of 85% of Social Security or Tier I 
Railroad Retirement benefits, or 85% of income (as defined above). 
For individuals in all other filing categories, the amount of benefits 
to be included in gross income is determined in a manner analo-
gous to that for married taxpayers filing jointly. The difference lies in 
the lower amounts of gross income exempted. 

Financing The OASDI program requires workers and their employers and 
self-employed persons to pay taxes on earnings in covered jobs up 
to the annual taxable maximum ($65,400 in 1997). This amount is 
automatically adjusted as wages rise. These taxes are deposited in 
two separate trust funds—the OASI Trust Fund and the DI Trust 
Fund. 

The money received by the trust funds can be used only to pay 
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the benefits and operating expenses of the program. Money not 
needed currently for these purposes is invested in interest-bear-
ing securities guaranteed by the U.S. Government.

 In addition to the Social Security taxes, trust fund income 
includes amounts transferred from the general fund of the U.S. 
Treasury, income from the taxation of benefits, and interest on 
invested assets of the funds. Transfers from the general fund 
include payments for gratuitous military service wage credits and 
for limited benefits to certain very old persons who qualify under 
special insured status requirements. Interest income on trust fund 
assets is derived from securities guaranteed by the U.S. Govern-
ment.

 Based on 75-year actuarial forecasts, a schedule of current 
and future tax rates designed to produce sufficient revenues, 
together with other revenues, to finance the program over the long 
range is set forth in the law. This schedule also specifies what 
portion of total revenues collected is to be allocated to each of the 
Social Security programs. 

The OASDI tax rate is 6.20% each for employees and em-
ployers. Self-employed persons pay at the combined employee-
employer rate, or 12.40%. (Note: Medicare (HI) taxes are paid on 
total earnings. The tax rate, for both employee and employer is 
1.45%.)

 For self-employed persons, two deduction provisions reduce 
their OASDI and income tax liability. The intent of these provisions 
is to treat the self-employed in much the same manner as employ-
ees and employers are treated for purposes of Social Security 
and income taxes. The first provision allows persons to deduct 

Tax Rate
Maximum taxable 

amount of earnings 
$62,700 

Tax rate for—
Employers and 

employees each 
6.20% 

Self-employed persons 
12.40% 

Income rates and cost rates 

Income rates 

Cost rates 

OASI 

DI 
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from their net earnings from self-employment an amount equal to 
one-half their Social Security taxes. The effect of this deduction is 
intended to be analogous to the treatment of the OASDI tax paid by 
the employer, which is disregarded as remuneration to the em-
ployee for OASDI and income tax purposes. The second provision 
allows a Federal income tax deduction, equal to one-half of the 
amount of the self-employment taxes paid, which is designed to 
reflect the income tax deductibility of the employer’s share of the 
OASDI tax.

 A Board of Trustees is responsible for managing the OASDI 
Trust Funds and for reporting annually to Congress on the financial 
and actuarial status of the trust funds. This Board is comprised of 
six members—four of whom serve automatically by virtue of their 
positions in the Federal Government: The Secretary of the Treasury, 
who is the Managing Trustee, the Secretary of Labor, the Secretary 
of Health and Human Services, and the Commissioner of Social 
Security. The other two members are appointed by the President 
and confirmed by the Senate to serve as public representatives. 

Administrative 
expenses for OASDI 
were $3.0 billion in 
CY '96, or about 0.9% 
of benefit payments 
in the year 

Administration The Commissioner of Social Security is responsible for admin-
istering the OASDI program (except for the collection of FICA 
taxes, which is performed by the Internal Revenue Service of the 
Department of the Treasury), the preparation and mailing of benefit 
checks (or the payment of benefits through direct deposit), and the 
management and investment of the trust funds, which is supervised 
by the Secretary of the Treasury as Managing Trustee. The Com-
missioner is appointed by the President and confirmed by the 
Senate for a 6-year term.

 A bipartisan Advisory Board, which is composed of seven 
members who serve 6-year terms, examines issues regarding the 
Social Security system and advises the Commissioner on policies 
related to the OASDI (and SSI) programs. 

The Social Security number (SSN) is the method used for 
posting and maintaining the earnings and employment records of 
persons covered under the Social Security program.

 Employers withhold FICA taxes from their employees’ pay-
checks and forward these amounts, along with an equal amount of 
employer tax, to the IRS on a regular schedule. By the end of 
February, employers file wage reports (Form W-2) with the Social 
Security Administration showing the wages paid to each employee 
during the preceding year. In turn, SSA shares this information with 
the IRS. Self-employed persons report their earnings for Social 
Security purposes and pay SECA taxes in connection with their 
Federal income tax return. Information from self-employment 
income reports is sent by IRS to SSA.

 Reported earnings are posted to the worker’s earnings record 
at SSA headquarters in Baltimore, Maryland. When a worker or his 
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or her family member applies for Social Security benefits, the 
worker’s earnings record is used to determine the claimant’s 
eligibility for benefits and the amount of any cash benefits payable.

 Payment is certified by SSA to the Department of the Trea-
sury, which, in turn, mails out benefit checks or deposits the 
proper amounts directly into the beneficiary’s bank account.

 SSA’s administrative offices and computer operations are 
located in its central office in Baltimore, Maryland. The Office of 
Disability and International Operations are also at that location. 
Program service centers in New York City, Philadelphia, Birming-
ham, Chicago, Kansas City (Missouri), and Richmond (California) 
certify benefit payments to the Department of the Treasury’s 
Regional Disbursing Centers, maintain beneficiary records, review 
selected categories of claims, collect debts, and provide a wide 
range of other services to beneficiaries.

 In addition, SSA has a nationwide network of about 1,300 
field offices. The field operations are directed by Regional Com-
missioners and their staffs. Personnel in the field installations are 
the main points of public contact with SSA. They issue Social 
Security numbers, help claimants file applications for benefits, 
adjudicate Retirement and Survivors Insurance claims and help 
determine the amounts of benefits payable, and forward disability 
claims to a State DDS for a determination of disability. In calendar 
year 1995, administrative expenses of SSA amounted to $3.1 
billion, or 0.9% of total benefits payable.

 SSA also provides personal and automated services through 
its toll-free telephone number (1-800-772-1213). The 800-number 
network received about 62.3 million calls in calendar year 1995. 

The Office of Hearings and Appeals administers the nation-
wide hearings and appeals program for SSA. The Appeals Coun-
cil, located in Falls Church, Virginia, reviews hearing decisions. 

Social Security 
and Foreign 
Systems 

Through international “totalization” agreements, the U.S. 
Social Security program is coordinated with the programs of other 
countries. These agreements benefit both workers and employers. 
First, they eliminate dual coverage and taxation when persons 
from one country work in another country and are required to pay 
social security taxes to both countries for the same work. Second, 
they prevent the loss of benefit protection for workers who have 
divided their careers between two or more countries. 

The agreements allow SSA to totalize U.S. and foreign cover-
age credits only if the worker has at least six quarters of U.S. 
coverage. Similarly, a person may need a minimum amount of 
coverage under the foreign system in order to have U.S. coverage 
counted toward meeting the foreign benefit eligibility requirements. 
The United States currently has Social Security agreements in 
effect with 17 countries (Austria, Belgium, Canada, Finland, 
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France, Germany, Greece, Ireland, Italy, Luxembourg, the 
Netherlands, Norway, Portugal, Spain, Sweden, Switzerland, 
and the United Kingdom). 

Beneficiaries and average benefit amounts
under U.S  totalization agreements,
December 1995

Austria 314 $182.07 
Belgium 260 $155.84 
Canada 25,721 $110.13 
Finland 28 $167.25 
France 1,748 $136.40 
Germany 7,694 $199.93 
Greece 120 $107.92 
Ireland 264 $138.92 
Italy 5,098 $119.26 
Netherlands 653  $120.52 
Norway 1,750 $136.92 
Portugal 964 $113.45 
Spain 909 $113.72 
Sweden 523 $135.58 
Switzerland 1,509 $132.77 
United Kingdom 7,251 $162.60 

Country Agreement

Italy 1979 
Germany  1979 
Switzerland  1980 
Belgium 1984 
Norway 1984 
Canada 1984 
United Kingdom 1985 
Sweden 1987 
Spain 1988 
France 1988 
Portugal 1989 
Netherlands 1990 
Austria 1991 
Finland 1982 
Ireland 1993 
Luxembourg  1993 
Greece 1994 

Benefits are generally payable to U.S. citizens regardless of 
where they reside. Benefits cannot be paid to an alien who is 
outside the United States for more than 6 months unless that 
person meets one of several exceptions in the law. For example, an 
exception is provided if (1) the worker on whose earnings the 
benefit is based had acquired at least 40 credits or had resided in 
the United States for at least 10 years, or (2) nonpayment of ben-
efits would be contrary to a treaty obligation of the United States, or 
(3) the alien is a citizen of a country that has a social insurance or 
pension system of general applicability that provides for the pay-
ment of benefits to qualified U.S. citizens who are outside that 
country. Even if they qualify under these exceptions, aliens who are 
first eligible after 1984 for benefits as family members or survivors 
generally must also have resided in the United States for 5 years 
and been related to the worker during that time. Benefits are not 
payable to an alien living in a country in which the mailing of U.S. 
Government checks is prohibited. 
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Unemployment 
Insurance 

Unemployment insurance was initiated on a national basis in 
the United States as Title III and Title IX of the Social Security Act 
of 1935. It is a Federal-State coordinated program. Each State 
administers its own program within national guidelines promul-
gated under Federal law. 

The program is designed to provide partial income replace-
ment to regularly employed members of the labor force who 
become involuntarily unemployed. To be eligible for benefits a 
worker must register at a public employment office, must have a 
prescribed amount of employment and earnings during a speci-
fied base period, and be available for work and able to work. In 
most States, the base period is the first four quarters of the last 
five completed calendar quarters preceding the claim for unem-
ployment benefits. 

The amount of the weekly benefit amount a worker may 
receive while unemployed varies according to the benefit formula 
used by each State and the amount of the worker’s past earnings. 
All States establish a ceiling on the maximum amount a worker 
may receive. 

The number of weeks for which unemployment benefits can 
be paid ranges from 1 to 39 weeks. The most common duration is 
26 weeks for the regular permanent program. Workers who have 
exhausted their unemployment benefits in the regular program 
may be eligible for additional payments for up to 13 weeks under a 
permanent program for extended benefits during periods of very 
high unemployment. Federal unemployment benefits have been 
established for several groups, including Federal military and 
civilian personnel. 

The Department of Labor is responsible for ascertaining that 
the State unemployment insurance programs conform with Fed-
eral requirements. Unemployment benefits and funding for admin-
istration of the program generally are financed from taxes paid by 
employers on workers’ earnings up to a set maximum.

Background  In 1932, the State of Wisconsin established the first unem-
ployment insurance law in the United States, which served as a 
forerunner for the unemployment insurance provisions of the 
Social Security Act of 1935. The existence of the Wisconsin law, 
concerns over the constitutionality of an exclusively Federal 
system, and uncertainties about untried aspects of administration 
were among the factors that led to the Federal-State character of 
the system (unlike the old-age insurance benefit provisions of the 
Social Security legislation, which are administered by the Federal 
Government alone). 

The Social Security Act provided two inducements to the 
States to enact unemployment insurance laws. A uniform national 
tax was imposed on the payrolls of industrial and commercial 
employers who employed 8 or more workers in 20 or more weeks 
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in a calendar year. Employers who paid a tax to a State with an 
approved unemployment insurance law could credit up to 90% of 
their State tax against the national tax. Thus, employers in States 
without an unemployment insurance law would have little advan-
tage in competing with similar businesses in States with such a law, 
because they would still be subject to the Federal payroll tax. 
Moreover, their employees would not be eligible for benefits. As a 
further inducement, the Social Security Act authorized grants to 
States to meet the costs of administer ing their systems.

 By July 1937, all 48 States, the then territories of Alaska and 
Hawaii, and the District of Columbia had passed unemployment 
insurance laws. Puerto Rico later established its own unemploy-
ment insurance program, which was incorporated into the Federal-
State system in 1961. Similarly, a program for workers in the Virgin 
Islands was added in 1978. 

Federal law requires State unemployment insurance programs 
to meet certain requirements if employers are to receive their offset 
against the Federal tax and if the State is to receive Federal grants 
for administration. These requirements are intended to assure that 
State systems are fairly administered and financially secure.

 One of these requirements is that all contr ibutions collected 
under State laws be deposited in the unemployment trust fund in 
the Department of the Treasury. The fund is invested as a whole, 
but each State has a separate account to which its deposits and its 
share of interest on investments are credited. A State may withdraw 
money from its account at any time, but only to pay benefits. 

Thus, unlike the workers’ compensation and temporary disabil-
ity insurance benefits in the majority of States, unemployment 
insurance benefits are paid exclusively through a public fund. 
Private plans cannot be substituted for the State plan.

 Aside from Federal standards, each State has major discretion 
regarding the content and development of its unemployment 
insurance law. The State itself decides the amount and duration of 
benefits (except for certain Federal requirements concerning 
Federal-State Extended Benefits); the contribution rates (within 
limits); and, in general, eligibility requirements and disqualification 
provisions. The States also directly administer their programs— 
collecting contributions, maintaining wage records (where appli-
cable), taking claims, determining eligibility, and paying benefits to 
unemployed workers.

Coverage At the end of 1995, approximately 113 million workers were in 
jobs covered by unemployment insurance. Originally, coverage was 
limited to employment covered by the Federal Unemployment Tax 
Act (FUTA), primarily industrial and commercial workers in private 
industry. However, several Federal laws (such as the Employment 
Security Amendments of 1970 and the Unemployment Com-
pensation Amendments of 1976) substantially increased both the 

26

SOCIAL INSURANCE PROGRAMS



number and types of workers protected under the State 
programs.

 Private employers in industry and commerce are subject to 
the law if they employ one or more individuals on 1 day in each of 
20 weeks during the current or preceding year, or if they paid total 
wages of $1,500 or more during any calendar quarter in the 
current or preceding year.

 Agricultural workers are covered on farms with a quarterly 
payroll of at least $20,000 or employing 10 or more persons in 
20 weeks of the year. A domestic employee in a private house-
hold is subject to FUTA if its employer paid wages of $1,000 or 
more in a calendar quarter. Self-employed individuals and 
workers employed by their own families are excluded from 
coverage.

 Before 1976, State and local government and most nonprofit 
organizations were exempt from FUTA. However, most employ-
ment in these groups now must be covered by State law as a 
condition for securing Federal approval. Local governments and 
nonprofit employers have the option of making contributions as 
under FUTA, or of reimbursing the State for benefit expenditures 
actually made.

 Elected officials, legislators, members of the judiciary, and the 
State National Guard are still excluded, as are employees of 
nonprofit organizations that employ fewer than four workers in 20 
weeks in the current or preceding calendar year. However, many 
States have extended coverage beyond the minimum required by 
Federal legislation.

 Federal civilian employees and ex-servicemembers have 
been brought under the unemployment insurance system through 
special Federal legislation. Their benefits are financed through 
Federal funds, but administered by the States and paid in accor-
dance with State laws. Railroad workers are covered by a sepa-
rate unemployment insurance law enacted by Congress. (This law 
is described in the section on programs for railroad workers.)

Eligibility 
for Benefits 

 Unemployment benefits are available as a matter of r ight (that 
is, without a means test) to unemployed workers who have 
demonstrated their attachment to the labor force by a specified 
amount of recent work and/or earnings in covered employment. 
All workers whose employers contribute to or make payments in 
lieu of contributions to State unemployment funds are eligible if 
they become involuntarily unemployed and are able to work, 
available for work, and actively seeking work. 

Workers must also meet the eligibility and qualifying require-
ments of the State law. Workers who meet these eligibility condi-
tions may still be denied benefits if they are found to be respon-
sible for their own unemployment. 
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The benefit may be reduced if the worker is receiving certain 
types of income—pension, back pay, or workers’ compensation for 
temporary partial disability. Unemployment benefits are subject to 
Federal income taxes. 

Work Requirements

 A worker’s monetary benefit rights are based on his or her 
employment in covered work over a prior reference period, called 
the “base period,” and these benefit rights remain fixed for a “bene-
fit year.” In most States, the base period is the first four quarters of 
the last five completed calendar quarters preceding the claim for 
benefits.

 Six States specify a flat minimum amount of base period 
earnings, ranging from $1,000 to $2,964, to qualify. One-fourth of 
the States express their earnings requirements in terms of a mul-
tiple of the benefit for which the individual will qualify (such as 30 
times the weekly benefit amount). Most of these jurisdictions, 
however, have an additional requirement that wages be earned in 
more than one calendar quarter or that a specified amount of 
wages be earned in the calendar quarter other than that in which 
the claimant had the most wages.

 Almost half the States simply require base period wages 
totaling a specified multiple—commonly 1-1/2 of the claimant’s 
high-quarter wages. Seven States require a minimum number of 
weeks of covered employment (minimum number of hours in one 
State), generally reinforced by a requirement of an average or 
minimum amount of wages per week.

 If the unemployed worker meets the State requirements, his or 
her eligibility extends throughout a “benefit year,” a 52-week period 
usually beginning on the day or the week for which the worker first 
filed a claim for benefits. No State permits a claimant who received 
benefits in one benefit year to qualify for benefits in a second 
benefit year unless he or she had intervening employment. 

Other Requirements

 All States require that for claimants to receive benefits, they 
must be able to work and must be available for work—that is, they 
must be in the labor force and their unemployment must be due to 
lack of work. One evidence of ability to work is the filing of claims 
and registration for work at a State public employment office. Most 
State agencies also require that the unemployed worker make an 
independent job-seeking effort.

 Eleven States have added a proviso that no individual who has 
filed a claim and has registered for work shall be considered ineli-
gible during an uninterrupted period of unemployment because of 
illness or disability, so long as no work, which is considered suitable 
but for the illness or disability, is offered and refused after becoming 
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ill or disabled. In Massachusetts the period during which benefits 
will be paid is limited to 3 weeks and in Alaska 6 consecutive 
weeks.

 Most States have special disqualification provisions that 
specifically restrict the benefit rights of students who are consid-
ered not available for work while attending school. Federal law 
also restricts benefit eligibility of some groups of workers under 
specified conditions: school personnel between academic years, 
professional athletes between sports seasons, and aliens not 
present in the United States under color of law. 

The major reasons for disqualification for benefits are volun-
tary separation from work without good cause; discharge for 
misconduct connected with the work; refusal, without good cause, 
to apply for or accept suitable work; and unemployment due to a 
labor dispute. In all jurisdictions, disqualification serves at least to 
delay receipt of benefits. The disqualification may be for a specific 
uniform period, for a variable period, or for the entire period of 
unemployment following the disqualifying act. Some States not 
only postpone the payment of benefits but also reduce the 
amount due to the claimant. However, benefit rights cannot be 
eliminated completely for the whole benefit year because of a 
disqualifying act other than discharge for misconduct, fraud, or 
because of disqualifying income (that is, workers’ compensation, 
holiday pay, vacation pay, back pay, and dismissal payments). 
Also, no State may deny unemployment insurance benefits when 
a claimant undergoes training in an approved program. 

The Federal Unemployment Tax Act also provides that no 
State can deny benefits if a claimant refuses to accept a new job 
under substandard labor conditions, or where required to join a 
company union or to resign from or refrain from joining any bona 
fide labor organization. However, in all States unemployment due 
to labor disputes results in postponing benefits, generally for an 
indefinite period depending on how long the unemployment lasts 
because of the dispute. State laws vary as to how this disqualifi-
cation applies to workers not directly involved.

 Under Federal law, States are required under certain condi-
tions to reduce the weekly benefit by the amount of any 
governmental or other retirement or disability pension, including 
Social Security benefits and Railroad Retirement annuities. States 
may reduce benefits on a less than dollar-for-dollar basis to take 
into account prior contributions by the worker to the pension plan.

 In nearly half the States, workers’ compensation either dis-
qualifies the worker for unemployment insurance for the week 
concerned, or reduces the unemployment insurance benefit by 
the amount of the workers’ compensation. Wages in lieu of notice 
or dismissal payments also disqualify a worker for benefits or 
reduce his or her weekly benefit in half the States. 
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Types 
and Amounts 
of Benefits 

During 1995, the average weekly number of persons paid 
unemployment benefits under the regular programs (including 
State programs and programs for Federal employees and ex-
servicemembers) was 2.6 million. Benefit payments totaled $21.9 
billion, of which $21.3 billion was expended under State programs 
and $640 million to Federal employees and ex-servicemembers. 
The average weekly benefit was $187 and the average duration 
was 14.7 weeks.

 Under all State laws, the amount payable for a week of total 
unemployment varies with the worker’s past wages within minimum 
and maximum limits. In most of the States, the formula is designed 
to compensate for a fraction of the usual weekly wage (normally 
about 50%), subject to specified dollar maximums. The benefits 
provisions under State unemployment insurance laws are shown in 
Appendix III. 

Three-fourths of the laws specify a formula that computes 
weekly benefits as a fraction of wages in one or more quarters of 
the base period—most commonly, the quarter during which wages 
were highest, because this quarter most nearly reflects full-time 
work. In most of these States, the same fraction is used at all 
benefit levels. The other laws provide for a weighted schedule that 
gives a greater proportion of high-quarter wages to lower-paid 
workers. Six States compute the weekly benefit amount as a 
percentage of annual wages, and five States base it directly on 
average weekly wages during a specified recent period.

 Each State establishes a maximum weekly benefit, either a 
fixed dollar amount or a flexible ceiling. Under the latter arrange-
ment, adopted in 35 jurisdictions, the maximum is adjusted 
automatically in accordance with the weekly wages of covered 
employees and is expressed as a percentage of the Statewide 
average—varying from 49.5% to 70%. Such provisions remove the 
need for amending the maximum as wage levels change. 

The maximum weekly benefit for all States varies from $133 to 
$362 (excluding allowances for dependents provided by 13 juris-
dictions). Because statutory increases in the maximum tend to lag 
behind increases in wage levels, the maximum in States with fixed 
amounts often reduces the benefit amounts of workers to below the 
50% level. Minimum benefits—ranging from $5 to $87 a week—are 
provided in every State.

 All States pay the full weekly benefit amount when a claimant 
has had some work during the week, but has earned less than a 
specified (relatively small) sum. In the majority of States, this 
amount is defined as a wage that is earned in a week of less than 
full-time work and that is less than the claimant’s regular weekly 
benefit amount. All States also provide for the payment of reduced 
weekly benefits—partial payments—when earnings exceed that 
specified amount. 

Twelve States and the District of Columbia provide additional 
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allowances for certain dependents. They all include children under 
specified ages (16, 18, or 19 and, generally, older if incapaci-
tated); nine States provide for a nonworking spouse; and three 
States cover other dependent relatives. The amount paid per 
dependent varies considerably by State but generally is $20 or 
less per week and, in the majority of States, it is the same for 
each dependent.

 All but 11 States require a waiting period of one week of total 
unemployment before benefits can begin. Three States pay 
waiting-period benefits retroactively if unemployment reaches a 
certain duration or if the employee returns to work within a speci-
fied time.

 All but two jurisdictions set a statutory maximum of 26 weeks 
of benefits in a benefit year. However, only nine jurisdictions 
provide the same maximum for all claimants. The remaining 44 
jurisdictions vary the duration of benefits through formulas that 
relate potential duration to the amount of former earnings or 
employment—generally by limiting total benefits to a certain 
fraction of base period earnings or to a specified multiple of the 
weekly benefit amount, whichever is less. 

Extended Benefits

 In the 1970’s, a permanent Federal-State program of extend-
ed benefits was established for workers who exhaust their entitle-
ment to regular State benefits during periods of high unemploy-
ment. The program is financed equally from Federal and State 
funds. Extended Benefits are triggered when unemployment 
among insured workers in an individual State averages 5% or 
more over a 13-week period, and is at least 20% higher than the 
rate for the same period in the 2 preceding years. If the insured 
unemployment rate reaches 6% a State may, at its discretion, 
disregard the 20% requirement.

 Once triggered, extended benefit provisions remain in effect 
for at least 13 weeks. When a State’s benefit period ends, ex-
tended benefits to individual workers also end, even if they have 
received less than their potential entitlement and are still unem-
ployed. Further, once a State’s benefit period ends, another 
Statewide period cannot begin for at least 13 weeks.

 Most eligibility conditions for extended benefits are deter-
mined by State law (and they are payable at the same rate as the 
regular State weekly amount). However, under Federal law a 
claimant applying for extended benefits must have had 20 weeks 
in full-time employment (or the equivalent in insured wages) and 
must meet special work requirements. A worker who has ex-
hausted regular benefits is eligible for a 50% increase in duration, 
to a maximum of 13 weeks of extended benefits. There is, 
however, an overall maximum of 39 weeks of regular and 
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UI summary data, calendar year 1996 (third quarter) 
[Benefits paid in millions] 

 State Regular1 

Average 
weekly benefit 

Average compensable
duration (in weeks)

 United States $4,736,798 $183.02 14.92 

Alabama 51,002 141.40 10.41 
Alaska 18,919 168.87 15.01 
Arizona 46,806 147.60 14.31 
Arkansas 38,969 169.32 12.14 
California 652,690 152.81 16.97 
Colorado 41,488 206.67 12.45 
Connecticut 98,849 213.81 16.60 
Delaware 23,866 230.06 15.58 
District of Columbia 25,151 233.58 19.08 
Florida 191,370 175.09 14.27 
Georgia 71,448 164.69 9.59 
Hawaii 47,624 206.58 16.47 
Idaho 14,790 176.13 12.19 
Illinois 260,999 204.26 17.20 
Indiana 49,066 177.48 11.19 
Iowa 32,819 196.45 12.08 
Kansas 32,114 201.66 13.42 
Kentucky 46,651 170.49 12.31 
Louisiana 35,163 127.85 14.32 
Maine 19,044 170.20 14.07 
Maryland 78,946 193.00 15.77 
Massachusetts 167,770 246.13 16.35 
Michigan 192,969 133.54 11.45 
Minnesota 59,372 218.51 14.64 
Mississippi 32,312 140.61 13.64 
Missouri 63,007 150.54 13.35 
Montana 9,605 159.52 14.20 
Nebraska 10,373 156.34 11.54 
Nevada 31,910 192.91 13.85 
New Hampshire 8,611 158.81 9.61 
New Jersey 309,518 247.86 17.31 
New Mexico 18,018 160.53 16.20 
New York 445,592 203.73 19.65 
North Carolina 89,526 194.13 9.22 
North Dakota 4,519 167.21 12.57 
Ohio 137,334 197.23 13.66 
Oklahoma 24,620 173.92 12.78 
Oregon 84,489 191.02 15.45 
Pennsylvania 340,281 205.43 16.81 
Puerto Rico 55,940 93.87 18.61 
Rhode Island 40,421 220.59 15.61 
South Carolina 48,328 166.19 10.94 
South Dakota 2,563 144.42 10.94 
Tennessee 72,653 155.34 11.88 
Texas 247,676 187.77 15.69 
Utah 13,892 196.22 10.74 
Vermont 9,664 162.38 14.50 
Virginia 41,346 173.29 10.22 
Virgin Islands 1,237 160.74 15.62 
Washington 174,178 211.67 18.57 
West Virginia 28,395 174.70 14.86 
Wisconsin 87,869 192.59 12.10 
Wyoming 5,038 180.69 14.39 

1 Includes extended benefits of $527 million in Alaska and $8,817 million in Puerto Rico.
 Source: U.S. Department of Labor, Unemployment Insurance Service, Division of Actuarial Services, 

UI Data Summary, December 1996. 
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extended benefits. Because of the way extended benefits were 
triggered, only nine jurisdictions qualified for them during the 
economic downturn of 1991. 

The Unemployment Compensation Amendments of 1992 
(P.L. 102-318), modified the permanent Extended Benefits pro-
gram to provide more effective protection on an ongoing basis. 
Effective March 7, 1993, States had the option of amending their 
laws to use alternative total unemployment rate triggers, in addi-
tion to the current insured unemployment rate triggers. Under this 
option, extended benefits would be paid when the State’s season-
ally adjusted total unemployment rate for the most recent 
3 months is at least 6.5%, and that rate is at least 110% of the 
State average total unemployment rate in the corresponding 
3-month period in either of the 2 preceding years.

 States triggering the extended benefits program using other 
triggers would provide the regular 26 weeks of unemployment 
benefits, in addition to 13 weeks of extended benefits (the same 
number provided previously). States that have opted for the total 
unemployment rate trigger will also amend their State laws to 
add an additional 7 weeks of extended benefits (for a total of 
20 weeks) when the total unemployment rate is at least 8% and 
is 110% of the State’s total unemployment rate for the same 
3 months in either of the 2 preceding years. 

Financing The Unemployment Trust Fund in the Federal unified budget 
contains a separate account for each of the States, the District of 
Columbia, the Virgin Islands, and Puerto Rico. These 53 jurisdic-
tions deposit their respective unemployment taxes in their ac-
counts and withdraw funds to cover the costs of regular State 
benefits and half of the extended benefits program. Three addi-
tional Federal accounts are for administration, extended benefits, 
and loans to States; they are funded by the Federal unemploy-
ment tax.

 Effective January 1985, all employers covered by the Federal 
Unemployment Tax Act are charged 6.2% of the first $7,000 
annually for each worker’s covered wages. However, employers do 
not actually pay the full amount because they credit toward their 
Federal tax the payroll tax contributions that they paid into a State 
unemployment insurance program. Their credit may also include 
any savings on the State tax achieved under an approved experi-
ence rating plan, as described below. 

The credit available to employers in a State may be reduced if 
the State has fallen behind on repayment of loans to the Federal 
Government. Many States have taken out such loans when their 
reserves were depleted during periods of high unemployment. 
These loans to States had been interest free, but beginning April 
1982, interest has been payable except on certain short-term 
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“cash flow” loans. As of January 1, 1996, no State had a loan 
outstanding.

 Effective January 1985, the total credit may not exceed 5.4% of 
taxable wages. The remaining 0.8%, including a 0.2% temporary 
surcharge, is collected by the Federal Government. The permanent 
0.6% portion is used for the expenses of administering the 
unemployment insurance program for the 50% share of the costs of 
extended benefits, and for loans to States. Any excess is distributed 
among the States in proportion to their taxable payrolls. The “tem-
porary” 0.2% FUTA surcharge was added in 1977 and was ex-
tended through 1998 by a number of public laws.

 All States finance unemployment benefits through employer 
contributions. There is no Federal tax on employees, and only three 
States collect employee contributions. In January 1996, 41 jurisdic-
tions had set their tax bases higher than the $7,000 Federal base.

 Most States have a standard tax rate of 5.4% of taxable payroll. 
However, the actual tax paid depends on the employer’s record of 
employment stability, measured generally by benefit costs attribut-
able to former employees. All jurisdictions use this system, called 
experience rating. Employers with favorable benefit cost experience 
are assigned lower rates than those with less favorable experience. 
Experience rating systems vary widely among the States. In 50 
jurisdictions, the amount of benefits paid to former workers is the 
basic factor in measuring an employer’s experience. The other 
jurisdictions rely on the number of separations from an employer’s 
service, or the amount of decline in covered payrolls.

 Contribution rates may also be modified according to the 
current balance of each State’s Unemployment Trust Fund. When 
the balance falls below a specified level, rates are raised. In some 
States, it is possible for an employer with a good experience rating 
to be assigned a tax rate as low as 0%; the maximum in three 
States is 10%.

 Benefits are commonly charged against all employers who paid 
the claimant wages during the base period, either proportionately 
or in inverse order of employment. However, a few States charge 
benefits exclusively to the separating employer. In some, benefits 
paid after a disqualification are not charged to any employer’s 
account.

 In 1995, the estimated national average employer contribution 
rate actually paid was 2.3% of taxable payroll, or 0.8% of total 
wages in covered work. The average contribution rate varied widely 
by State, however. The percent of State taxable payroll ranged from 
0.6 to 4.9; the percent of total wages from 0.2 to 2.1.

 Disaster Unemployment Assistance (DUA) is paid out of funds 
provided by the Federal Emergency Management Agency (FEMA). 
Benefits for former Federal civilian employees, including postal 
workers (and, after October 1, 1983, former members of the Armed 
Forces) are paid out of the Federal Employees Compensation 
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Account (FECA) in the Unemployment Trust Fund, subject to 
reimbursement by the former employing agency.

Administration  States have the direct responsibility for establishing and 
operating their own unemployment insurance programs, while 
Federal unemployment insurance tax collections are used to 
finance expenses deemed necessary for proper and efficient 
administration. State unemployment insurance tax collections are 
used solely for the payment of benefits, and may not be used for 
any program administration cost, nor for training, job search, or 
job relocation payments. However, several States collect a 
supplementary tax for the administration of their unemployment 
insurance laws because funds appropriated each year by 
Congress out of the proceeds of the earmarked Federal 
unemployment tax for “proper and efficient administration” 
have not proven adequate.

 Federal regulations do not specify the form of the organiza-
tion administering unemployment insurance or its place in the 
State government. Twenty-eight States have placed their employ-
ment security agencies in the Department of Labor or under some 
other State agency, while the others rely on independent depart-
ments, boards, or commissions. Advisory councils have been 
established in all but four jurisdictions; 46 of them are mandated 
by law. These councils assist in formulating policy and addressing 
any problems related to the administration of the Employment 
Security Act. In most States, they include equal representation of 
labor and management, as well as representatives of the public 
interest.

 State agencies operate through local full-time unemployment 
insurance and employment offices that process claims for unem-
ployment insurance and also provide a range of job development 
and placement services. State employment offices were estab-
lished by Congress in 1933 under the Wagner-Peyser Act, and 
thus actually antedate the unemployment insurance provisions of 
the Social Security Act. Federal law provides that the personnel 
administering the program must be appointed on a merit basis, 
with the exception of those in policymaking positions.

 Federal law also requires that States must provide workers 
whose claims are denied an opportunity for a fair hearing before 
an impartial tribunal. Generally, there are two levels of admin-
istrative appeal: first to a referee or tribunal, and then to a board 
of review. Decisions of the board of review may be appealed to the 
State courts in all jurisdictions.

 Generally, claims must be filed within 7 days after the week 
for which the claim is made, unless there is good cause for late 
filing. They must continue to be filed throughout the period of 
unemployment, usually biweekly and by mail. Benefits are paid on 
a biweekly basis in most States. 
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All the States have adopted interstate agreements for the 
payment of benefits to workers who move across State lines. They 
also have made special wage-combining agreements for workers 
who earned wages in two or more States. 

The Federal functions of the unemployment insurance program 
are chiefly the responsibility of the Employment and Training 
Administration’s Unemployment Insurance Service in the U.S. 
Department of Labor. It verifies each year that State programs 
conform with Federal requirements, provides technical assistance 
to the State agencies, and serves as a clearinghouse for statistical 
data. The Internal Revenue Service in the Department of the Trea-
sury collects FUTA taxes, and the Treasury also maintains the 
Unemployment Insurance Trust Fund. 

Workers� 
Compensation

Workers’ compensation was the first social insurance to de-
velop widely in the United States. In 1908, the first workers’ com-
pensation program covering certain Federal civilian employees in 
hazardous work was enacted. Similar laws were passed in 1911 in 
some States for workers in private industry, but not until 1949 had 
all States established programs to furnish income-maintenance 
protection to workers disabled by work-related illness or injury. For 
the next several decades, State laws expanded coverage, raised 
benefits, and liberalized eligibility requirements and increased the 
scope of protection in other ways. 

Today, such laws are in effect in all the States, the District of 
Columbia, Guam, Puerto Rico, and the Virgin Islands. In addition, 
three separate programs cover longshore, harbor, and other mari-
time workers; Federal employees; and coal miners. 

Workers’ compensation laws very widely among the States with 
regard to the number of weeks for which benefits may be paid and 
the amount of benefits payable. Payments for total disability are 
generally based on the worker’s wages at the time of injury— 
usually 66-2/3% of weekly wages, up to a statutory maximum. 

Workers’ compensation programs are almost exclusively 
financed by employers on the principle that the cost of work acci-
dents is part of production expenses. Costs are influenced by the 
hazards of the industry and the method used to insure for liability. A 
few State laws contain provisions for nominal employee contribu-
tions for hospital and medical benefits.

Coverage  State and Federal workers’ compensation laws cover the 
Nation’s wage and salary labor force. Common coverage exemp-
tions are domestic service, agricultural employment, and casual
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labor, although some prog rams cover agricultural and domestic 
workers. Many programs exempt employees of nonprofit, chari-
table, or religious institutions; some limit coverage to workers in 
hazardous occupations. 

The coverage of State and local public employees differs 
widely among State programs. States may provide full coverage, 
specifying no exclusions. Some have broad coverage, excluding 
only such groups as elected or appointed officials. Other programs 
limit coverage to public employees of specified political subdivi-
sions or to employees engaged in hazardous occupations. In 
some States, coverage of government employees is optional with 
the State, city, or other political subdivision. 

Two other major groups outside the coverage of workers’ 
compensation laws are railroad employees engaged in interstate 
commerce and seamen in the merchant mar ine. These workers 
are covered by Federal statutory provisions for employer liability 
that give the employee the r ight to charge an employer with 
negligence. The employer is barred from pleading the common 
law defenses of assumed r isk of the employment, negligence of 
fellow workers, and contr ibutory negligence. 

The programs are compulsory for most covered jobs in 
private industry except in New Jersey, South Carolina, and Texas. 
In these States, the programs are elective—that is, employers 
may accept or reject coverage under the law; but if they reject 
such coverage, they lose the customar y common law defenses 
against suits by employees. 

The programs use varying methods to assure that compensa-
tion will be paid when it is due. No program relies on general 
taxing power to finance workers’ compensation. Employers in most 
programs may carry insurance against work accidents or give 
proof of financial ability to carry their own risks. Federal employ-
ees are protected through a federally financed and operated 
system.

Eligibility 
for Benefits 

 Although at first virtually limited to injuries or diseases trace-
able to industrial “accidents,” the scope of the programs has 
broadened to cover occupational diseases as well. However, 
protection against occupational disease is still restricted because 
of time limitations, prevalent in many States, on the filing of claims. 
That is, benefits for diseases with long latency periods are not 
payable in many cases because most State laws pay benefits only 
if the disability or death occurs within a relatively short period after 
the last exposure to the occupational disease (such as 1-3 years) 
or if the claim is filed within a similar time after manifestation of the 
disease or after disability begins. Some programs restrict the 
scope of benefits in cases of dust-related diseases such as 
silicosis and asbestosis. 
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These eligibility restr ictions reflect the problems associated 
with determining the cause of disease . Work-related ailments such 
as heart disease, respiratory disorders, and other common ail-
ments may be brought on by a variety of traumatic agents in the 
individual’s environment. The role of the workplace in causing such 
disease is often very difficult to establish for any individual. 

Types 
and Amounts 
of Benefits 

The benefits provided under workers’ compensation include 
periodic cash payments and medical services to the worker during 
a period of disablement, and death and funeral benefits to the 
worker’s survivors. Lump-sum settlements are permitted under most 
programs. However, a lump-sum settlement may, in some cases, 
provide inadequate protection to disabled workers, especially where 
lump-sum agreements prevent payment of future benefits (particu-
larly for medical care) when the same disabling condition recurs. In 
many States, special benefits are included (for example, mainte-
nance allowances during rehabilitation and other rehabilitation 
services for injured workers). To provide an additional incentive for 
employers to obey child labor laws, extra benefits may be provided 
for minors injured while illegally employed. 

The cash benefits for temporary total disability, permanent total 
disability, permanent partial disability, and death of a worker are 
usually calculated as a percentage of weekly earnings at the time 
of accident or death—most commonly 66-2/3%. In some States, the 
percentage varies with the worker’s marital status and the number 
of dependent children, especially in case of death.

 All programs, however, place dollar maximums on the weekly 
amounts payable to a disabled worker or to survivors with the result 
that some beneficiaries (generally higher-paid workers) receive less 
than the amount indicated by these percentages. Five out of six 
programs have adopted flexible provisions for setting the maximum 
weekly benefit amounts, basing them on automatic adjustments in 
relation to the average weekly wage in the jurisdiction. Without 
these automatic adjustments, annual legislation would be required 
to increase the maximum weekly benefit amount; consequently, an 
even greater number of injured workers would fail to receive a 
benefit equal to the State’s percentage.

 Other provisions in workers’ compensation programs limit the 
number of weeks for which compensation may be paid or the 
aggregate amount that may be paid in a given case, and establish 
waiting-period requirements. These provisions also operate to 
reduce the specified percentage.

 Compensation is payable after a waiting period ranging from 
3 to 7 days, with 3 days the most common, except in the Virgin 
Islands, which pays after the first full day of disability. However, for 
workers whose disabilities continue from 4 da ys to 6 weeks, the 
payment of benefits is retroactive to the date of injury. 
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Temporary and 
Permanent Total Disability

 A large majority of compensation cases involve temporary 
total injury—that is, the employee is unable to work at all while he 
or she is recovering from the injury, but the employee is expected 
to recover fully. When it has been determined that the worker is 
permanently and totally disabled for any type of gainful employ-
ment, permanent total disability benefits are payable. Both tempo-
rary and permanent total disability are usually compensated at the 
same rate.

 Most programs provide for temporary disability benefits for the 
duration of the disability if the possibility exists for further improve-
ment with medical treatment. But 16 programs specify payment of 
benefits only up to a maximum number of weeks, a maximum 
monetary total, or both. (See Appendix IV: Minimum and maximum 
benefits for temporary total disability provided by workers’ com-
pensation statutes, January 1, 1996.)

 If the total injury appears to be permanent, the majority of 
programs provide for the payment of weekly benefits for life or the 
entire period of disability. A few programs reduce the weekly 
benefit amount after a specified period, or they provide discretion-
ary payments after a specified time. Among the 9 programs where 
permanent total disability benefits are limited in duration, amount, 
or both, the periods range from 312 weeks to 500 weeks. Some 
programs provide additional payments for an attendant if one is 
required.

 In 9 States, injured persons who are compensated for tempo-
rary and/or permanent total disability receive additional benefits 
for dependents. In two of these programs, such payments are 
made in case of temporary disability only, and in two others these 
allowances are only for permanent disability. The effect of these 
allowances in general is to increase the maximum weekly pay-
ments that a disabled worker receives. Under a few programs, 
however, the additional allowances are limited by the same weekly 
maximum benefit amount or aggregate maximum that is payable 
whether or not there are dependents. 

Permanent Partial Disability

 If the permanent disability of a worker is only partial and may 
or may not lessen work ability, permanent partial disability benefits 
are payable—in part as compensation for the injury and ensuing 
suffering and handicap, and in part as compensation for a poten-
tial reduction in earning capacity. The typical law recognizes two 
types of permanent partial disabilities:  Specific or “schedule” 
injuries (such as the loss of an arm, leg, eye, or other part of the 
body) and general or “nonschedule” injuries (such as a disability 
caused by injury to the head, back, or nervous system). 
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 Compensation for schedule injuries is generally made at the 
same rate as for total disability, but in a number of States it is 
subject to different (generally lower) dollar maximums. Compensa-
tion is determined in terms of a fixed number of weeks without 
regard to loss of earning power. For nonschedule injuries, the 
compensation is usually the percentage of the total disability pay-
ment that corresponds to the percentage of wage loss or reduction 
in earning capacity—that is, the difference between wages before 
and after impairment. Under many programs, there are limitations 
on the maximum amounts and/or periods of payment.

 Under a majority of programs, the compensation payable for 
permanent partial disability is in addition to that payable during the 
healing period or while the worker is temporarily disabled. Addi-
tional amounts usually are allowed for disfigurement. Under some 
programs, no benefits are payable for permanent partial disability 
resulting from occupational disease; under other programs, such 
benefits are lower than for disability due to accidental injury. 

Death Benefits

 Generally, compensation related to earnings and graduated by 
the number of dependents is payable to the survivors of workers 
who die from work injury. Thirty-five programs, including those 
covering Federal employees and longshore and harbor workers, 
provide weekly or monthly death payments to the spouse for life or 
until remarriage (regardless of the spouse’s age at the time of the 
death of the worker). All programs provide payments to children 
until age 18 or later if they are incapacitated or are students.

 All the programs provide for payment of burial expenses sub-
ject to a specified maximum amount that ranges from $800 to 
$6,000. 

Medical Benefits

 All compensation programs require that medical aid be fur-
nished to injured workers without delay, whether or not the injury 
entails work interruption. This care includes first-aid treatment, 
physician services, surgical and hospital services, nursing care, 
medical drugs and supplies, appliances, and prosthetic devices. 
Medical aid is furnished without a limit on time or amount, except in 
six jurisdictions.

 Under most programs, the employee has the right to designate 
the physician, although in some cases the physician must be 
chosen from a list prepared by the State agency or by the employer. 
Under others, the employer has the right to select the physician. In 
several States where the worker may choose the physician, the 
administering agency has the authority to require a change of 
physician, and, in some States where the w orker may not make 
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the original choice, the employee may choose his or her o wn 
physician after a specified per iod.

 In practice, the employer’s right to designate the physician 
may be transferred to the insurance company that carries the risk 
for medical care and compensation. Some employers provide the 
medical services directly, even though they are insured for cash 
compensation costs. Others are self-insured for medical services 
and cash benefits. First aid and, less commonly, hospital facilities 
may be provided by the employer at the place of employment.

 Because medical care is generally provided by physicians in 
private practice on a fee-for-service basis, the programs com-
monly contain provisions restricting the responsibility of the 
employer (or insurer) to such charges as generally prevail in the 
community for treating persons who are of the same general 
economic status as the employee and who pay for their own 
treatment. State programs may also provide for use of medical fee 
schedules and managed medical care plans. 

Offset Provisions

 Disabled workers may be eligible for benefits under both 
workers’ compensation and the Social Security Disability Insur-
ance (DI) program. The total amount of benefits that can be 
received is limited by the 1965 Amendments to the Social Security 
Act. Under these provisions, the DI benefit (and in family benefits 
based on the worker’s earnings record) may be reduced for any 
month to fully or partially offset a worker’s compensation benefit 
received for the same month. This reduction is made only if the 
total benefits payable to the worker (and dependents) under the 
Social Security Act, plus those paid to the worker as workers’ 
compensation, exceed the higher of 80% of his or her “average 
current earnings” before onset of disability or the family’s total 
Social Security benefit before reduction. The DI benefit will not be 
reduced if the workers’ compensation law provides for the reduc-
tion of that benefit when he or she is entitled to DI benefits, if such 
provision was in effect as of February 1981. Federal Black Lung 
benefits are not reduced due to receipt of DI benefits, but are 
reduced to the extent that workers’ compensation benefits, attrib-
utable to the same disease, are being paid. Workers’ compensa-
tion benefits may be reduced because of receipt of Social Security 
benefits other than for disability, unemployment insurance, or 
disability benefits under private plans. 

Financing Workers’ compensation programs are almost exclusively 
financed by employers based on the principle that the cost of 
work-related accidents is a business expense. 

The employer’s cost of protecting workers varies with the risk 
involved and is influenced pr imarily by such factors as the 
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employer’s industrial classification and the hazards of that industry, 
sometimes modified by the employer’s experience rating. The 
premium rate an employer pays in a given State, compared with the 
premium rate for the same industrial classification in another State, 
also reflects the level of benefits provided in a given jurisdiction. 
Costs are also influenced by the method used to insure for compen-
sation liability—through a commercial carrier, through an exclusive 
or competitive State fund, or through self-insured—and the propor-
tion of the employer premium assigned to acquisition costs and 
costs for services and general administration.

 In three-fourths of the States, State costs of administering the 
workers’ compensation laws and supervising the operations of the 
insurance medium—private carriers, the self-insured, or State 
funds—may be provided through assessments on insurance carri-
ers and self-insurers (including premium receipts in States with 
exclusive State funds). In the remaining States, administrative costs 
are derived from either general revenues or a combination of 
general revenues and assessments.

Administration State workers’ compensation laws generally are administered 
by commissions or boards created by law. Court administration 
exists in three States with limited administrative activities performed 
by an administrative unit. The Federal provisions are administered 
by the Office of Workers’ Compensation Programs of the Depart-
ment of Labor, except for part of the Black Lung program that is 
administered by the Social Security Administration (SSA).

 Generally, State administrative agencies supervise, adjudicate, 
and enforce payment of obligations and compliance with the laws. 
This is often carried out by boards or commissions. However, in 
States that maintain exclusive State funds, tasks of administration 
are merged with those of providing the insurance protection—that 
is, setting rates, collecting premiums, and paying benefits. 

The programs may require reports by employers of all work-
related accidents or injuries; or they may require such reports only if 
medical care beyond first aid is required, if time is lost after the day 
of the accident, or if compensation is to be paid. Time limits for 
employee notice to employers of injury are set, as well as time 
limits for filing claims for compensation. The deadline is commonly 
not longer than 1 year or 2 years after the injury, onset of disability, 
or death. These are extended under certain conditions, particularly 
with regard to occupational diseases.

 Under most programs, the employer or the carrier, when noti-
fied of the injury, is required to begin the payment of compensation 
to the worker or his or her dependents. The injured worker does not 
have to enter into an agreement and need not sign any papers 
before compensation starts. The law specifies the amount a worker 
should get. If the worker fails to receive that amount, the administra-
tive agency can step in, investigate the matter, and correct any 
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error. In many cases, however, these provisions have not been 
actively enforced.

 Under some programs, uncontested cases are settled b y 
agreement among the employing firm, its insurance carrier, and 
the worker before payments start. Further, the agreement must be 
approved by the administrative agency under a few of the laws. In 
contested cases, most workers’ compensation laws are adjudi-
cated through hearings before an administrative body that usually 
has exclusive jurisdiction over the determination of facts; appeals 
to the courts usually are limited to questions of law. 

Rehabilitation Workers’ compensation programs provide for physical rehabili-
tation when needed. In addition, most workers’ compensation laws 
contain special provisions for retraining, education, and job place-
ment and guidance to help injured workers find suitable work.

 In most of the programs, payments for food, lodging, and 
travel are provided to facilitate the vocational rehabilitation of the 
worker. These payments are provided through the extension of the 
period for which regular compensation is payable, or are in addi-
tion to the payment of indemnity benefits, sometimes with time 
limitations.

 In addition to any special rehabilitation benefits and services 
provided under the workers’ compensation laws, an injured worker 
may be eligible for the services provided by the Federal-State 
program of vocational rehabilitation. This program is operated by 
the State divisions of vocational rehabilitation and applies to 
disabled persons whether or not the disability is work connected. 
The services rendered include medical examination, medical and 
vocational diagnosis, counsel and guidance in selecting a suitable 
job, and training for and placement in that job. 

To help place injured workers in jobs and to relieve the fear of 
employers that their workers’ compensation costs will be unduly 
burdened if they hire workers with disabilities, all but three States 
have some form of subsequent-injury or second-injury fund. When 
a subsequent injury occurs to a worker who has sustained a 
previous permanent injury, the employee is compensated for the 
disability resulting from the combined injuries. The current em-
ployer pays only for the last injury and the remainder of the award 
is paid from the second-injury fund. 

The method of financing the subsequent-injury fund differs 
among the various programs. Generally, financing is by assess-
ment of insurance carriers, self-insurers, or employers. In some 
States, an assessment is made against certain types of compen-
sation payments. 

Black Lung 
Benefits 

The Black Lung Benefits Program was established as part of 
the Federal Coal Mine Health and Safety Act of 1969. It provides 
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monthly cash benefits to coal miners who are totally disabled by 
pneumoconiosis (black lung) contracted as a result of employment 
in and around the Nation’s coal mines. Benefits are payable to a 
worker’s dependents or to the survivors of a worker who has died 
as a result of this disease. A coal miner is considered to be totally 
disabled if unable to engage in comparable and gainful work by 
reason of pneumoconiosis that has lasted or can be expected to 
last for 12 months or to result in death. 

The Social Security Administration (SSA) generally exercises 
jurisdiction over all black lung claims filed by miners from enact-
ment of the law through June 1973 and, therefore, pays monthly 
benefits to a declining number of people. The Department of Labor 
(DOL) has primary responsibility for all claims filed after June 1973. 
Although the DOL makes the disability determinations, the SSA 
field offices accept black lung applications for the DOL on a reim-
bursable basis.
 Black Lung (Part B) Program Data, 1996 

• 	The total number of beneficiaries: 131,100. The 
beneficiaries included 21,500 miners, 85,600 widows, 
and 24,100 dependents. 

• Total annual payments: $654.6 million. 

• 	Average monthly benefits for miners were $663.80,  
and $448.50 for widows.  

• 96% of miners and widows were over 64 years old. 

• 	72% of all beneficiaries resided in five States:  
Pennsylvania, West Virginia, Kentucky, Virginia,  
and Ohio.  

Temporary
Disability 
Insurance 

Temporary disability insurance, sometimes referred to as cash 
sickness benefits, provides workers with partial compensation for 
loss of wages caused by temporary nonoccupational disability. Only 
five States, Puerto Rico, and the railroad industry have temporary 
disability insurance laws.

 It was during the severe depression of the thirties that the 
United States began its national social insurance programs of 
unemployment insurance and old-age insurance. Consequently, 
providing protection against costs of sickness that are more or less 
recurring regardless of economic conditions did not seem to have 
the same urgency as providing protection against cyclical unem-
ployment and old-age dependency. The Federal law provided no 
basis for a system of compensation for wage loss due to short-term 
sickness or disability that was comparable to the Federal-State 
system of unemployment insurance. 

The first State temporary disability insurance or cash sickness 
insurance law was enacted by Rhode Island in 1942, followed by 
legislation in California in 1946, New Jersey in 1948, and New York 
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in 1949. Then came a hiatus of two decades before Puerto Rico 
and Hawaii passed laws in 1968 and 1969, respectively. 

The Railroad Unemployment Insurance Act of 1938 established 
a system of benefits for persons employed in the railroad industry. 
The Act was amended in 1946 to include sickness benefits. (This 
federally operated program is described in the section on programs 
for railroad workers.) 

 Coverage The temporary disability insurance laws, like the unemployment 
insurance programs, cover most commercial and industrial wage 
and salary workers in private employment. Principal occupational 
groups excluded are domestic workers, family workers, government 
employees, and the self-employed (except California law permits 
elective coverage for self-employed persons). State and local 
government employees are included in Hawaii, and the other State 
laws permit some or all public employees to elect coverage. Only 
California, Hawaii, New Jersey, and Puerto Rico cover agricultural 
workers.

 In Rhode Island and the railroad industry, all benefits are 
provided from publicly operated disability insurance funds. In 
California, New Jersey, and Puerto Rico, employers may “contact 
out” of the public plan by providing an approved private plan, 
usually one insured by a commercial company or financed on a 
self-insured basis. The laws in Hawaii and New York require em-
ployers to provide sickness protection of a specified value for their 
employees by establishing a privately insured or self-insured plan, 
or in the case of New York, by insuring with a State fund that itself 
has many characteristics of a private carrier. In jurisdictions that 
allow private plans, union or union-management plans may provide 
the sickness benefits required by law. 

Eligibility 
for Benefits 

To qualify for benefits, a claimant must have a specified amount 
of past employment or earnings and be disabled. The laws gener-
ally define disability as the inability to perform regular or customary 
work because of a physical or mental condition.

 In most jurisdictions with private plans, workers become imme-
diately insured upon their employment or, in some cases, some 
probationary period of employment is required, usually from 1 to 3 
months. Upon cessation of employment after a specified period, 
workers generally lose their private plan coverage and must look to 
the State fund for such protection.

 All the laws restrict payment of benefits when the claimant is 
also receiving workers’ compensation. However, the statutes usu-
ally contain some exceptions to this rule—for example, if the work-
ers’ compensation is for partial disability or for previously incurred 
work disabilities. California and the railroad program will pay the 
difference if the temporary disability payment is larger than the
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workers’ compensation benefit (and, in the case of the r ailroad 
program, if the temporary disability benefit is larger than benefits 
from certain other social insurance programs as well). 

The laws differ with respect to the treatment of sick leave 
payments. Rhode Island pays temporary disability benefits in full 
even though the claimant draws wage-continuation payments. New 
York deducts from the benefits any payment from the employer or 
from a fund contributed to by the employer, except for benefits paid 
pursuant to a collective bargaining agreement. In California, New 
Jersey, and Puerto Rico, benefits plus paid sick leave for any week 
during disability may not exceed the individual’s weekly earnings 
before his or her disablement. Railroad workers are not eligible for 
temporary disability benefits while they receive sick leave pay.

 All the laws provide that a claimant cannot receive disability 
benefits for any week for which he or she receives unemployment 
benefits. The New Jersey law deducts from disability payments the 
amount of any pension received if the pension was contributed to 
by the claimant’s most recent employer. Puerto Rico disallows 
benefits if a pension is being received without the claimant’s having 
had insured work for at least 15 weeks immediately preceding the 
disability claim.

Types 
and Amounts 
of Benefits 

 In all seven temporary disability insurance systems, as with 
unemployment insurance in the United States, weekly benefit 
amounts are related to the claimant’s previous earnings in covered 
employment. In general, the benefit amount for a week is intended 
to replace at least one-half of the weekly wage loss for a limited 
time. All the laws, however, specify minimum and maximum 
amounts payable for a week. In three States (Hawaii, New Jersey, 
and Rhode Island), the maximum amount is recomputed annually 
so that it will equal a specified percentage of the State’s average 
weekly wage in covered employments. Rhode Island also pays 
benefits to dependents. 

The maximum duration of benefits varies between 26 and 52 
weeks. The length of time that benefits are payable depends on the 
total amount of base period earnings and the length of employment.

 A noncompensable waiting period of a week or 7 consecutive 
days of disability (4 days for railroad workers) is generally required 
before the payment of benefits for subsequent weeks. The waiting 
period, however, applies only to the first sickness in a benefit year 
in Rhode Island, and is waived in California and Puerto Rico from 
the date of confinement in a hospital. In New Jersey, the waiting 
period is compensable after benefits have been paid for 3 consecu-
tive weeks. In each of the temporary disability insurance programs, 
a worker may be paid benefits on a prorated basis for partial weeks 
of sickness after the waiting period has been satisfied. 

The statutory provisions described above govern the benefits 
payable to employees covered by the State-operated plans. In 
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those States where pr ivate plans are per mitted to par ticipate, the 
public plans represent standards against which the pr ivate plan 
can be measured (in accordance with pro visions in the State 
law). Thus, although identical statutor y provisions apply to all 
covered workers under the public system in Rhode Island, a 
different situation prevails in the other States where pr ivate plans 
may deviate sharply from statutor y specifications.

 In California, before a pr ivate insurance plan can be substi-
tuted for the State plan, it m ust afford benefit r ights greater than 
those under the State-operated plan. In Hawaii, New Jersey, and 
Puerto Rico, private plan benefits must be at least as f avorable 
as those under the go vernment plans. Hawaii permits deviation 
from statutory benefits if the agg regate benefits provided under 
the private plan are actuar ially equal or better. In New York, 
adherence to precise statutor y benefits is not required;  the 
benefit package provided by alternate private plans must be 
“actuarial equivalent” to the statutor y formula and must meet 
certain minimum standards. Some features of an alter nate pri-
vate plan can be inferior to the standards of State la w if other 
features are more favorable. Moreover, the New York law also 
provides that medical, hospital, and surgical care benefits ma y be 
substituted for cash sickness benefits for up to 40% of the statu-
tory benefits.

 Private plans may also deviate from the statute with respect 
to conditions under which benefits will be paid, as long as ben-
efits are not denied in an y case in which they would have been 
paid under the statute . In fact, financial considerations tend to 
operate as a restr ictive force on the liberalization of pr ivate plans 
in relation to State-operated plans or statutor y formulas. To 
exceed the statutory formula would mean higher costs for the 
average employer, since the law forbids requiring employees to 
pay higher premiums for private plan coverage than for State plan 
coverage.

 In areas where pr ivate plan par ticipation is permitted, special 
arrangements are needed to ensure contin uity of coverage for a 
worker who changes employers or experiences periods of unem-
ployment. In New York, the law requires that a worker be covered 
by a pr ivate plan for 4 weeks after termination of employment 
unless he or she is reemployed, in which case he or she will be 
covered by the new employer without a waiting period. Puerto 
Rico requires that benefits under a pr ivate plan be payable for 
periods of disability that begin dur ing unemployment or employ-
ment in uninsured work. In the other three States that allo w 
private plans—California, Hawaii, and New Jersey—the 
employer’s responsibility for coverage lasts only 2 w eeks after 
separation. 

After such coverage lapses, the worker may be eligible for 
continued disability benefits through the State fund.  Special 
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benefit and eligibility provisions are also in eff ect for disabled 
unemployed workers in Hawaii, New Jersey, and New York.

 In Rhode Island and in the railroad industr y, there is no reason 
to make a distinction betw een employed and unemployed workers 
because all benefits are paid from a single fund and wor kers are 
assured of continuous protection dur ing short periods of unem-
ployment and job tur nover.

Financing  Under each of the la ws, except for that governing the railroad 
program, employees may be required to contr ibute to the cost of 
the temporary disability insurance. In five of the jur isdictions (all but 
California and Rhode Island), emplo yers are also required to 
contribute. In general, the government does not contr ibute.

 Under programs in California, New Jersey, and Puer to Rico, 
workers covered by approved private plans are relieved from 
contributing to the go vernment-operated fund; but when they are 
asked to contr ibute to the pr ivate plan, they may not pay more than 
they otherwise would be required to pa y for the State fund. When 
benefit costs exceed this amount, employers must pay the bal-
ance. In Hawaii and New York, higher contr ibutions than specified 
in the law may be required of employees if the level of benefits 
provided bears a reasonab le relationship to costs . 

The administrative costs of the go vernment-operated plans, 
like the benefit outlays, are met from the pa yroll taxes collected 
under the law. California, New Jersey, New York, and Puer to Rico 
levy assessments on pr ivate plans to cover the added administra-
tive costs to the States of super vising these plans. In Hawaii, the 
administrative costs are paid from gener al revenues. In New 
Jersey, employers covered by the State-operated plan pay an extra 
assessment for the costs of maintaining separ ate accounts for 
experience-rating pur poses. 

Those disability laws that permit private insurance require 
these plans to pay part of the cost of pa ying benefits to insured 
workers who become disab led while unemployed—generally by 
means of a levy proportional to the insurable payroll covered by 
private plans. This arrangement is considered necessar y so that 
the cost of benefits to unemplo yed workers will not be bor ne 
exclusively by the public funds.

Administration  Five of the seven temporary disability insurance programs are 
administered by the same agency that administers unemplo yment 
insurance. Under these fiv e programs, unemployment insurance 
administrative machinery is used to collect contr ibutions, to main-
tain wage records, to determine eligibility, and to pay benefits to 
workers under the State-operated funds. The New York law is 
administered by the State Workers’ Compensation Board, and the 
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Hawaii law is administered separately in the Depar tment of Labor 
and Industr ial Relations.

 By way of contrast, claims in New York and Hawaii are filed 
with and paid by either the employer, the insurance carrier, or the 
union health and welfare fund that is oper ating the pr ivate plan. 
The State agency limits its functions with respect to employed 
workers to exercising general supervision over private plans, 
setting standards of performance, and adjudicating disputed 
claims arising between claimants and carriers. A similar situation 
applies to claimants under private plans in California, New Jersey, 
and Puerto Rico.

 All the laws require the claimant to be under the care of a 
physician (or, in California and Hawaii, the claimant may be under 
the care of an authorized religious practitioner of the claimant’s 
faith). The first claim must be supported by a physician’s certifica-
tion. It must include a diagnosis, the date of treatment, an opinion 
as to whether the illness or injury prevents the claimant from 
carrying on his or her customary work, and an estimate of the 
date when the claimant will be able to work again.

 An individual whose claim for benefits is denied, in whole or in 
part, has the right to appeal the determination through the State 
courts. Decisions by private carriers are also subject to appeal to 
the State administrative agency and then to the courts. If a carrier 
should fail to pay promptly in accordance with a decision on 
appeal, the benefits may be paid by the State agency and as-
sessed against the employer. 
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