Paid Family Leavein California:

An Analysis of Costs and Benefits

June 19, 2002

Arindrgit “Arin” Dube
Universty of Chicago, Department of Economics

Ethan Kaplan
Universty of Cdifornia, Berkdey, Department of Economics



Acknowledgements

This paper was funded by the Labor Project for Working Families through a grant
from the David and L ucile Packard Foundation. Michadl Reich, Ph.D., Professor
of Economics at University of Cdifornia, Berkeley, served as advisor to the

research. Netsy Firestein, Director of the Labor Project consulted on the project.

In addition, Lissa Bell and Nicole Kohleriter, Nationa Partnership for Women
and Families, Joannie Chang, Asan Law Caucus, and Stephanie Borngtein, Equd

Rights Advocates offered valuable comments and editing assistance.



Table of Contents

EXECULIVE SUMMAIY ... et e e e 4
CdiforniasExiging Family LeaveLaws............ccccoovviiiiiiii i, 9
Senate Bill 1661: The Paid Family Leave Bill of 2002........................ 11
TREOMY .. 12
Existing Research on the Costs and Benefits of Paid Family Leave......... 15
Edtimating Costs of Paid Family Leavein Cdifornia...............ccccc...... 20
Savings to Employers from Paid Family Leave...............c.ooeieiinnnn. 40
Savingsto the State of CaliforniaL..........oevvvviiiiiii e, 44
CONCIUSION. .. . e e e e e e e e 48
REFEIENCES. .. .o 50



Executive Summary

In 1993 President Clinton signed the Family Medicd Leave Act (FMLA) into
law, dlowing covered and digible employees to take up to 12 weeks of unpaid leave
from ajob to attend to their own hedlth, the hedlth of afamily member, or to spend time
with anew child. Much data exist, however, indicating that while many Americans need
to take leave for family or medicd reasons, a sgnificant percentage of these individuds
do not take leave because they cannot afford to miss a pay check.

Numerous gtates have identified this shortcoming in the current law and the
adverse impact it has had on employees and their employers. Consequently, in 28 states,
including Cdifornia, Massachusetts, New Y ork and New Jersey, paid leave bills have
been introduced.

In this report, researchers conduct a cost benefit analysis of one such piece of
legidation, SB 1661, introduced in the Cdifornialegidature in February 2002. This
legidation expands the ate' s exiging State Disability Insurance (SDI) sysem. The
current SDI system dreedy provides partial paid family and medica leave, providing
employees 55-60 percent wage replacement when they take leave to recover from anon
workplace-rdaed seriousillness, including pregnancy- and birth-related disabilities. SB
1661 would extend this family and medica |leave insurance system to dlow employees
50-60 percent wage replacement when they take up to 12 weeks of leaveto care for a
newborn or newly adopted child or for aserioudy ill family member.

Using data from the U.S. Department of Labor, researchers begin by providing
three different cost scenariosfor SB 1661. They then examine cost savings for
employers usng data that indicate that employees who receive some form of paid
benefits are more likely to return to their employer. They dso anayze data concerning
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the percentage of unpaid leave takersthat currently end up on public assistance.
Researchers conclude by discussing the costs and benefits of SB 1661 and a so propose

recommendations for future study.

Key Findings

Benefits of SB 1661

The results of this andyssindicate that passage of the legidation could not only
extend benefits for the 12 million Caifornia employees currently covered by SDI, but
a0 create Sgnificant financid savings for employers and the State of Cdifornia
Researchersfind:

Califor nia companies could save $89 million under apaid family leave program
due to increased employee retention and decreased turn-over;

The State of California could save $25 million annually, due to decreased
reliance on assstance programs, including TANF and Food Stamps. Many
individuas currently turn to these programs when taking unpaid leave causes
them financia hardship.

Savings to Employers From Reduced Turnover Due to
Paid Family Leave

Savings in Millions of US Dollars
(Year 2001)

Non-Maternity Maternity Total
Type of Leave




Millions of Dollars in Savings

(Year 2001)

Savings to the State of California Due to Paid Family Leave

Non-Maternity Maternity Total

Type of Leave




Costs of SB 1661

Researchers edtimate that expanding the State Disability Insurance program as SB
1661 specifies would require a 0.2 percent increase on employees payroll tax. Thiswould
rase the total cost of the existing SDI system to 1.1 percent of salary and income. This
tax would be shared between employees and employers. With an estimate of average
employee uptake of the expanded program:
SB 1661 would cost Califor nia employees an average of $2.10 per month, or
$2.33 per month for 2003;
SB 1661 would cost employers an aver age of $2.10 a month per employee.

Thetotal cost per employeeisan average of $50 a year, and in 2003, $56 a
year.



I ntroduction

In 1993, the Clinton adminigration sgned the Family and Medicd Leave Act
(FMLA) into law. The FMLA mandatesthat al employees with aminimum of 1,250
hours tenure with an employer with over 50 employees within a 75 mile radius be digible
for up to twelve weeks unpaid family leave within a year without fear of being fired upon
return towork. Permitted reasons for leave range from the employee' s own serious
illness to bonding with anew child or caring for a serioudy ill child, parent or spouse.

The FMLA does not provide wage replacement to employees out on |leave.
Consequently, paid leave bills have been introduced in at least 28 gates, including
Massachusetts, New Y ork and New Jersey. Cdiforniaintroduced such abill, SB 1661, in
February 2002. This paper will analyze the costs and benefits of a paid family leave
policy such as SB 1661.

The paper begins with areview of relaed literature on the impact of paid family
leave and other smilar insurance programs. It then discusses the codts of implementing
SB 1661. It aso estimates the cost savings to employers of paid leave that result from
reduced turnover. In addition, it looks at the cost savings to government programs such
as TANF and Food Stamps. It concludes by making recommendations on future data

collection.



California’s Existing Family L eave L aws
L eave L aws Establishing Job Protection

In 1993, the federa Family and Medica Leave Act (FMLA) becamelaw. Inthe
same year, the Cdifornia State Legidature amended the Cdifornia Family Rights Act
(CFRA) to conform to the FMLA’ s standards.  These two hills mandate that any private
sector employee, any state or local government employee, and some federa employees
who have worked at least 1250 hours for their employer in the previous 12 months, be
digiblefor 12 weeks of unpaid family leave aslong as the employer employees at least
50 employees within a 75 mile radius (Commission on Family and Leave 1996). This
means that covered employees are digible to take 12 weeks of unpaid family leave
without the risk of being fired by their employer.

In Cdifornia, approximately 62% of workers are covered by FMLA/CFRA
(Commission on Family and Medica Leave 1996). Employees who are not covered are
mosily those who have not worked enough in the past 12 months or those who work for
employers who are too small to be covered.

Since 2001, with the passage of aflexible Sck leave law in Cdifornia, employees
with sick leave may use thisleave to care for ill family members. Under Section 233 of
the Cdlifornia Labor Code, employees are alowed to use up to the amount of sick leave

they accrue during a 6-month period to take care of Sck family members.

L eave L aws Establishing Wage Compensation
The State of Cdifornia has, snce the 1940s, maintained a sate disability

insurance program (SDI). Under this program, employers are mandated to have their



employees participate in the sate disability insurance program or they are obligated to
provide comparable insurance policiesto their employees. Workers are eigibleto
receive between 55% and 60% of their weekly wages (up to a maximum of $490 per
week in 2001(EDD 2001)) for a period of time during which they are sufficiently

disabled as to not be able to work.> The maximum period of coverage is 52 weeks.
Thereis a 7-day waiting period before an digible worker can sart receiving benefits
(EDD 2000). Workers need to get verification from a doctor in order to receive insurance
payments. Only workers suffering from a non-work-related disgbility due to illness or
injury are covered.? For pregnancy disability, employees are alowed to take up to 4
weeks of leave before giving birth and up to 6 weeks after giving birth for anorma birth;
additiond timeis granted in cases of birth complications. SDI is fully funded through
employee payroll taxes. The costs are currently about 0.9% of employees wages. About
12 million out of 15 million Californiaworkers make contributions to the state insurance

fund.

1 Weekly wages are calcul ated as the average weekly wage in the highest earning quarter between 6 months
and 18 months before the date of application for disability.
2 Workers suffering an injury on the job are eligible for workman’ s compensation.
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Senate Bill 1661. The Paid Family L eave Bill of 2002

Senate Bill 1661, which extends State Disability Insurance to cover paid family
leave, was introduced into the California State Legidature on February 21, 2002. The
bill would provide disability compensation for any individua who is ungble to work due
to the need to care for aniill parent, child, spouse, or domestic partner, or for the birth,
adoption, or foster care placement of anew child. It would, in other words, extend the
current SDI coverage beyond the employee' s own disability to coverage of family
caregiving.®

SB 1661 would establish, within the existing state disability insurance program,
afamily leave insurance program to provide up to 12 weeks of wage replacement
benefits* The additiona benefits would be funded through increased employee and
employer contributions to the state fund.  Fifty percent of the funds would be paid for by
employers and the other fifty percent by employees. The rulesfor coverage and payment
are the same as for current State Disability Insurance. SB 1661 merely extends coverage

to incdlude family leave.

3 Employees who currently are able to receive pregnancy disability would continue to be covered for
pregnancy disability. However, they would now be eligible for up to 12 weeks of additional coverage for
bonding with their new born child.

* Workers who are not covered by CFRA/FMLA would be eligible for PFL but would not be guaranteed
job protection.
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Theory

Benefitsto Families, Employers, and Gover nment
of Legidating Paid Family L eave

Two of the main potentid beneficiaries of paid family leave are children and
elderly parents. To the degree that the length and number of leaves taken is senstive to
compensation being paid during leave, children and elderly parents are likely to be
beneficiaries. Greater leave taking would improve the qudity of caregiving, and may
beneficidly impact hedlth outcomes. 1n a subsequent section, empirica evidence on the
medical impacts of paid family leave policiesin Europeis provided. In addition, because
apad family leave program would provide partidly pad leave for familiesin times of
need, it would benefit the leave takers by offering them insurance. Like al insurance, it
not only benefits people who actudly take leave, but also provides the option of getting
compensation during afamily emergency to nearly al employees.

In addition, to the degree that |ow-income parents know they can use paid family
leave, having such a policy may impact their decision to participate in the labor force at
dl. Thebest example of thisisafuture mother. Redizing that she will receive some
pay during maternity leave, she may decide to enter into or after giving birth remainin
the labor market. Alternatively, without such a policy, she may decide to leave her job
early and/or may not re-enter the labor force until years after giving birth.

By giving more incentives for people to both enter and remain in the labor force, a
paid family leave hill is likely to reduce government expenditures. The socid programs

whose expenditures are likdly to fall include TANF, renter’ s assstance, Medicaid, and



other public income maintenance programs. Providing incentives to remain in the work-
force isdso likdly to increase income taxes over the longer term.

Employers may dso benefit from apaid family leave policy. Individud
employers may want to offer paid family leave to employees because they know that their
employees (and their own) estimation of the value of such an insurance program exceeds
the costs. However, if only a handful of companies currently offer paid family, these
employers might attract a disproportionate number of workers who wish to teke leave by
providing such a fringe benefit — for example employees with asick parent or ayoung
child. In economics, this problem is known as* adverse selection” — which implies that
certain insurance policies will not be provided by the private market in spite of their
socid dedirability. In the aosence of some type of government policy, few individud
employerswould offer paid family leave. By diminating such “adverse sdlection,” the
proposed legidation could thus correct a serious distortion in the labor market. Also,
leveling the playing fidld, it would be particularly beneficid to employers who currently
have good paid family paid leave policies.

In addition, apaid leave policy can aso foster greater attachment to jobs (greater
tenure), which reduces recruitment and training costs to employers. When an employee
can afford to take the necessary family leave, he/sheislesslikely to quit. Faced with the
prospect of an unpaid leave, employees sometimes leave their primary job — relying
elither on public assistance or a part time job as the source of income. However, with a
paid leave palicy, these employees would now take leave and remain employed with their
same employer. Through encouraging gregter attachment to jobs, apaid leave policy

would reduce turnover cogts born by the employer. Findly, job attachment or tenure
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typically increases employees productivity and wages, which are additiona benefits of a

paid leave policy.

Cogtsto Families, Employers, and Gover nments
of Legidating Paid Family L eave

The main cogs of indtituting apaid family leave palicy in the State of Cdifornia
would be the direct monetary costs to employees and employers.  The costs depend on
how many people woud take up paid family leave, and how long the leaves would be.
First, workers who are currently taking unpaid leave to care for their families would now
take partidly paid leave in accordance with the new policy. Second, some of these
people may take longer leaves dueto the pay. Third, some people who are currently
using vacation or sck time in order to take leave and care for their families may switch
and gart uang the pad family leave policy. Each of the other possibilities are discussed
in grester detail when the cost of the policy is estimated later in the report.

Inthelong run, it isnot clear who will pay for the paid leave program.  Workers
may pay for it both via direct contributions to the SDI fund as well as lower wages.
Employers may ultimately lower their wages to workers because of their partia provison
of family leave. However, the ability of employersto do so is limited because it might
make them less competitive in attracting employees who do not stand to gain as much
from pad family leave. How much, if a dl, wageswill drop in the long run due to the
leave policy isan empirical question beyond the scope of this peper. However, empirica

evidence from other sudies on thisissueis discussed in the next section.
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Lastly, thereisapossbility that the increase in labor costs could lead to an
increase in unemployment.  However, the additiona costs caculated here are such a
amdl fraction of wage costs that any impact on employment levelsis a most negligible.

Thus, we do not address this issue further in the paper.

Existing Resear ch on the Costs and Benefits of Paid Family
L eave
Thereisasmdl body of empirica research on the economic impacts of family

leave. Here, we review the most relevant publications on the subject.

In 2000, the Employment Development Department (EDD) of the State of
Cdiforniadid acogt andyss of implementing a paid family leave policy in the Sate of
Cdifornia (EDD 2000). EDD found that implementing a paid family leave policy, with
awage replacement rate equa to the State Disability Insurance (SDI) wage replacement
rate and coverage equd to SDI coverage, would cost approximately 0.1% of the
aggregate wage bill.  The study assumes that workers who are currently using vacation
time and other types of benefits for family leave would not switch and Start usng a Sate
pad family leave policy. The study dso assumes an hours digibility requirement like
that of CFRA and the FMLA (i.e., those employees with less than 1,250 hours worked in
the previous year are assumed not to qudify for this policy). SB 1661 s digibility
requirements are broader. Findly, when projecting annud take-up, the EDD study does

not account for the 19-month sampling window used in the DOL data set.
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In an article on the link between paid family leave and labor force participation,
Christopher J. Ruhm (1998) looks at the impact of parentd leave in nine Western
European countries.  He uses annud country-level data on mean wages and employmen-
by-age as well as the replacement ratio (percent of wages paid while on leave) and the
duration of leave in each of the nine countries for every year between 1969 and 1993.
Arguing that family leave benefits in these countries are dmogt exclusively used by
women, and, therefore, such leave should only affect the wages and labor supply of
women, Ruhm looks at how the difference between men and women’ s wages (and work
hours) vary over time as aresult of policy changes across the nine countries. He finds
that rights to three months of leave lead to a3 to 4% increase in women' s rate of
employment and no reduction in their wages. In short, short- and medium-length family
leave does in fact lead to more women staying in the labor force without negeative wage
effects. Such apolicy can benefit women (who are more able to develop careers and earn
higher wages), companies (who face less turnover), and governments (who can collect
higher tax revenues due to the increased participation of women in the labor force).”

An article by Meyer, Mukherjee, and Sestero looks at the impacts of paid family
leave on profitability. The authors argue that implementing paid family leave leedsto a
25% risein therate of profit of the company. They show that for companies with a
given leve of capitd intensity and a given selection of other benefits policies (adoption
assistance, child care, dlowing work a home and others), the introduction of a paid
family leave policy on average result in a 2.5% higher rate of profit (operating income as

afraction of sdes). Although the evidence is not conclusive, this paper isimportant

® Thisevidenceis directly relevant to SB 1661 because both the additional maternity allocated to bonding
with anew child aswell asthe general leave provisionare likely to have an impact on the labor supply of
women.
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because it suggests that paid family leave may be profitable (or at least not particularly
costly) for employersto provide because it may raise the productivity of the employer’s
workforce.

Another rlevant article is Chris Ruhm' s study (2000) on the impact of parenta
leave on child hedth. Using data on changes in parental |eave policies between 1969
and 1993, Ruhm found that when countries implemented parentd |eave, child mortdity
(relative to mortality amongst the elderly) fell compared to other countries, even
controlling for changesin GDP, hedlth care expenditures, and insurance coverage. In
particular, he found that rights to a year of job- protected |eave are associated with a 25%
decline in post-neonata desths and an 11% decrease in fatalities occurring between a
child' sfirg and fifth birthdays. This article is the only one known to the authors which
uses datigtica modding in order to look at the impact of parenta |eave on child hedth.
Even though this current paper focuses upon the economic effects of a paid family leave
palicy, it should be stressed that possibly the single most important benefit of this policy
isitspotentid hedlth impact.

Jody Heymann's book, The Widening Gap: Why America’s Working Families Are
in Jeopardy and What Can Be Done About It (2000), goes into more details about how
paid family leave could effect child hedth. She notesthat 41% of mothers who have
been on welfare for more than two years have had at least one child with a chronic hedlth
condition, compared with only 21% of mothers who have never been on wdlfare.  Also,
76% of parentsin the bottom 20% of the income distribution have no paid sick leave,
58% have no vacation leave, and 54% lack both vacation and sick leave.  According to
Heymann, the main channd through which paid family leave would improve child hedth

is through enabling poor familiesto care for their own children.
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Focusing on maternity benefits, in “The Incidence of Mandated Maternity
Benefits’ (1994), Jonathan Gruber estimates the impact of mandated maternity leave
upon wages and employment of women. Gruber uses both differentid changesin sate
law and changes in federd law to come up with an estimate of the wage impacts of
mandated paid maternity leave. Between 1975 and 1978, 23 states passed laws
mandating that maternity coverage be included in heath insurance packages. Gruber
uses individua wage and demographic data to show that the relative wage gap between
women likely to become pregnant (married women aged 20-40) and workers not likely to
have anew child (workers of both sexes over 40 plus single men between the ages of 20-
40) went up in the 23 states which implemented maternity health benefits mandates.
Moreover, he finds that the wage gap rose in those states by an amount dmost exactly
equd to the cods of providing maternity care insurance suggesting that employers did not
pay much if any of the costs of mandated maternity benefits. Gruber also finds no
disemployment effects of the state implementing mandated maternity benefits.

Lagtly, an article by David Cutler and Sarah Reber (1998) is discussed. Although
it isnot about family leave, it is relevant because it addresses problems associated with
employer provided insurance (such asthe family leave provison).  Cutler and Reber
quantify lossesin hedlth insurance due to adverse slection.®  They use administrative
data from Harvard University. In 1995, Harvard went from providing asingle plan for al
workers to contracting with a group of HMOs and PPOs who would then compete against
one another. In other words, they introduced competition in health insurance provision
within Harvard. Reeber and Cutler followed the program for two years and found that in

the first year, older people moved into the more expensive plans and in the following
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year, the high-end plans cut benefits. In fact, the two most generous insurance plans (in
terms of benefits offered) stopped providing insurance to Harvard University asthey
drew older and more costly participants into the program. Cutler and Reeber’ s article is
important because they show how competition drives out desired insurance provision
through adverse selection. The lessons from the Harvard experience are relevant for
understanding why family leave insurance may be underprovided on the compstitive

private market.

® The fact that the people most needing insurance will be the first to buy it and thus employerswill be
reluctant to offer insurance.
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Estimating Costs of Paid Family Leavein California

M ethodology of Estimating Costs

The full cost of the Paid Family Leave (PFL) policy is determined by four
components. 1) leave take-up, 2) leave length, 3) weekly benefit amounts, and 4)
adminigrative costs. For estimating leave take-up and leave length, ayear 2000
Department of Labor survey is used.Benefits and adminigtrative cost data from the
current State Disability Insurance system, as reported by EDD, are used.

For certain variables making up the cost estimate, no data are available. For these
variables, assumptions are made. Estimates for three “ scenarios’ are provided: a*lower
esimate’ and an “ upper esimate” - that represent outer limits of the cost impact —and a
“likely estimate,” that represents the most likely outcome and fals inbetween the lower
and upper estimates. In the sections below, the particular assumptions that go into each

of these scenarios are explained.

Take-Up Rates and Utilization of Paid Family Leavein California

1. Types of L eaves

The proposed Paid Family Leave (PFL) legidation would extend existing SDI
coverageto leaves for seriousillness of family members and for parenta |leave with new
children. The new leave-takers under the PFL program would not include those taking
leaves for their own sickness. These leaves are dready paid through California’s current
SDI System. Those taking leaves for sickness or disability related to pregnancy would

not use PFL since thistype of leave is aready covered by pregnancy disability leave (6
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weeks for vagind ddlivery, 8 weeks for c-section) in Cdifornia. Those taking any part of
the leave to care for newborns are assumed to use PFL.

The availability of paid leaves will dso dlow someto take leave who today
cannot afford to do so. The DOL dataidentify not only leave takers but aso leave
“needers’ —i.e., those who need leave but did not take it. Furthermore, it asks
respondents whether they would have taken this leave were they to receive some wage
replacement during the time away from work. An additiona 1.26% percent of workers
sad that they would have taken some amount of leave had they received some
compensation during the leave. The estimate assumes that workersin this “financidly
congtrained” category — i.e., those who could not take leave because it was unpaid —
would take advantage of a PFL policy.’

Finaly, since the PFL policy would be enacted through the SDI program, thereis
a 7-day waiting period for recelving any pad leave. Therefore, in caculating take-up,

the estimate ignores any leaves of lessthan 7 daysin length.

2. Existing Benefits and Substitution

In the absence of a paid family leave policy, employees today use avariety of
waysto pay for their leaves. Companies often alow employees to take paid leave for
family medica reasons even if they do not have aformd policy. Typicaly, they dlow
employeesto use part of their vacation time, personal days, or sick daysto receive pay
during afamily medical emergency. Some employees have actud “parentd leave’

benefits. Other employers have “temporary disability insurance” either becauseit is Sate

" Notethat thisisthe “first cut” at determining take-up. In this section, when we say that a certain
subgroup will take-up PFL, we mean that they “qualify” in thefirst round of take-up “€ligibility.”
However, later rounds might disqualify them as we impose more stringent conditions— such as whether
currently they are receiving pay for leaves, etc.
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mandated (as in five states, including Cdifornia) or chosen privately. Table 1, below,
shows the breskdown of the exigting benefits used to pay for the time off by the type of
family medicd leave. Thefigurein acdl refersto the percent of people taking leave
because of the reason associated with the row (e.g., own sickness) that use the type of

benefit associated with the column (e.g., vacation time).



Table 1: Use of Various Benefitsto Pay for L eave (National Sample)

Sick Vacation Persond  Parentd  Temporary Other Some
Days Time Leave?® Leave  Distility Bendfits Pay

Insurance

Own Sickness  46% 19% 15% 2% 18% 26% 68%
Maternity or 27% 37% 16% 12% 12% 17% 64%
Paternity

Sickness of 41% 27% 20% 3% 1% 8% 63%
Family

Member

All Leave 40% 26% 17% 5% 12% 19% 65%
Types

Source: U.S. Department of Labor (2000)

Sixty-five percent of leave takers get some pay during their leaves. Typicaly,
many methods are used to finance aleave. About 30% of |eave-takers use more than one
type of benefit to pay for any given leave, and about 10% use more than two methods.
Sick leave benefits are the most common method used for financing leaves, followed by
vacations, persona days, temporary disability insurance, and parentd leaves. Some
methods are used more frequently for specific types of leaves; as one would imagine,
“parenta leave’ benefits are typicaly used for maternity/paternity leaves and not own
sckness. However, the fraction of leave takers who get some pay is remarkably smilar
for different types of leaves — between 63% and 68%. Since employeestoday utilize
various benefits (sck days, persond days, etc.) to finance family medicd leaves, it is

important to take into account how a paid family leave policy would affect the take-up of

8 «personal leave” isageneric leave policy which employees can usually use for host of circumstances—
medical or otherwise.
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these benefits. One might argue that a paid family leave policy will primarily rationdize
informa systems dready operating in companies. From this viewpoint, legidation will
have little impact on “good employers’ who ether formaly or informally aready have
practices which comply with the law. It will mainly spread the “best practices’ to the rest
of the labor market. However, adding a new category of benefits might lead to an
increasein overall absence from the workplace. If so, people would then use PFL to
cover family leaves, while continuing to use other paid leaves provided by employers
such as vacations or persond days for other purposes.

A concrete example can darify the issue. Will a person currently using vacation
time, which provides 100% wage replacement, switch to partiad replacement under a PFL
policy when his spouseis sick? Will he pay for some of the leave using vacation time,
and the rest using PFL? If he chooses to use PFL to pay for some of the leave, will he
use the vacation time he saves a another date or will he forego the added days off?
Generdly, if aPFL policy causeslessuse of vacation or persona days for family leave,
total time off might rise for people taking family leaves. Of course, a person taking a
lengthy leave using PFL might not use the vacation days now freed up if reputation with
the employer is a serious concern.

Since no data exist with which to infer theimpact of a PFL policy on subdtitution
between various types of leaves and PFL, this andyss instead makes different
assumptions about the degree to which workers will substitute PFL for use of other types
of paid time off in the three scenarios for program usage and costs. For dl three

scenarios, workers using temporary disability insurance and parentd leave are assumed to
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continue using these methods.® In the “lower estimate” it is assumed that there will be
no subgtitution at al. In other words, people using vacations and sick days will continue
to use these types of paid time off instead of PFL. Or, if they do switch to usng PFL, the
sck days or vacation time freed up will not be used. It should be noted that thisis
identical to the assumption in the EDD study.™°

In the “likely outcome’ scenario, the fallowing is assumed. Employees receiving
less than full pay during leavewill al switch to the PFL policy and will use their freed up
leave & another point intime. A third of employees receiving full pay usng the
aforementioned benefits will switch to PFL (and use the resulting freed up time a
another point). Thisis areasonable assumption given that employees who are, for
ingtance, today using vacation time to pay for the entirety of their leave, could have
chosen to use it to pay for afraction of the leave, taking the rest unpaid (and saving
vacation time for later), but they chose not to. This suggests that they prefer fully pad
leave (and less vacation time) to partidly paid leave. Thisin turn suggests that the
availahility of aPFL policy with partial wage replacement would not affect their
decison-making. Moreover, the benefits cap of SDI (currently at around $490 a week)
impliesthat for employeesin higher income brackets, the PFL policy will be particularly
unattractive compared to fully funded leaves using vacation time. For the “ upper

edimate’ of PFL codts, it is assumed that there will be consderably more substitution

® These are leaves which can not be used to cover family leaves and since they almost always pay more
than what an employee would get under PFL, we think this assumption is quite reasonable.

10 The assumption here could be actually made somewhat less restrictive if oneisinterested mainly in the
cost to employers. It could be that some people switch from using vacation time to the PFL policy. But
since a PFL policy will have only partial wage replacement (as opposed to full replacement of wages
typical in vacations), it isonly assumed that overall, there will not be sufficient increase in the “freed up”
vacation timeto increase the total cost of paid leave for employers.

1 Another interpretation of this assumption is that employees will use the PFL policy to cover for one
third of their total leave time; the rest will be covered by fully paid methods such as vacations or personal
days. While conceptually different, both interpretations have anearly identical effect on total cost— one
through the number taking up PFL, and the other through the duration of PFL leave.
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from currently existing methods of financing leave into PFL. As before, it is assumed that
al employees currently receiving less than full pay during leave will switch to the PFL
policy. Furthermore, it is now assumed that two-thirds of individuds currently recaiving
full pay during leaves funded through vacation days, sick days, persona days, or other
miscellaneous benefits to pay for the leave will use PFL to pay for their leave!?

Moreover, the time freed up is assumed to be used at another point by these employees.

3. Testing for Demogr aphic Differencesin California

Since the DOL survey is nationd and this report’s cost estimates are for PFL in
Cdifornia, systematic demographic differences between the Cdifornian working
population and the working population of the United States are examined. If Cdifornians
aemore likely to be of childbearing age, more likely to be femae or of different
socioeconomic gatus than the United States as awhole, then estimates of take-up usng
nationd data might vary from the likely take-up rate in Cdifornia. For al three of the
cost scenarios, aregression is run caculating predictions of leave takers and leave
needers based upon demographic variables™ in the DOL nationd survey. To caculate
the estimated |eave takers and leave needers for California, the demographic variables are
adjusted to the state’' s averages using data from the Current Population Survey.

Asit turns out, demographic differences have virtualy no net impact on predicted
leaves: for instance, adjusting for such differences changes the predicted take-up ratein
the “likely estimate” scenario by 0.04%. The inclusion of demographic differences

produces very small differences in the other two scenarios aswell. Consequently, the

12 pgain, another interpretation with very implication is that all employees getting some pay during their
leaves will now use PFL to pay for 2/3 of their total leavetime.

13 These variablesinclude age, race, gender, marital status, number of children, family income, educational
attainment, government employment, self employment, and part time status.
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national estimates are used for cost caculaions. To darify, it isnot that there are no
systematic demographic differences between California and other Sates; rather the net

impact of those differences on take-up rate for family leave is negligible.

Length of Leave

How long the leaves of new leave-takers would beis unknown. Also unknown is
whether PFL will leed individuasto take longer leaves. Hence, a combination of data
and assumptionbased scenarios is used to arrive at estimates of the impacts of PFL upon
leave length.

Oneway of ascertaining the impact of PFL on length of leave taken would be to
look at those who took paid leave and those who took unpaid leave and compare leave
lengths. However, one problem with comparing leave lengths by whether leaves were
paid or not isthat shorter leaves are more likely to be paid. Looking at al leave takersin
the DOL survey, we find that fully paid leaves are on average 18% shorter than unpaid or
partidly pad leaves. When employees only need afew days off, employers are likely to
dlow them to use vacations or sick days to finance the time off. However, if an
employee knows that their leave is likely to be long, they are more likely to pay for the
entire leave themsdves.  Therefore, precisaly when the need for longer leavesis greeter,
financid condraints are likely to result in a shorter leave.

To partly get around this problem, the report examines the impact of pay on
length of leave for individuals who state that they would have taken longer leavesif they
received more pay. These“financidly congrained” individuas comprise about 25% of
al leave tekers. By looking only a such “financidly constrained” workers, one can

better deduce the impact of making leave paid upon the length of the leave. Theresult is
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that, adjusting for demographic variables (same as mentioned in previous section in
footnote 9) aswell asthe type of leave, leave length is on average about 50% higher for
those recelving some pay during the leave. Moreover, this differencein leave length is
daidicdly sgnificant a the 1.0% level, supporting the assertion that length of leavesis
likely to increase from a PFL policy.

The above estimate predicts that leaves would be 50% longer for those currently
taking unpaid leaves wer e these individual s to have the same access to paid leave as
those who are taking paid leaves today. However, leave length is quite likely to increase
aso for individuals who currently get some pay during leaves but nonethdess are
“financidly congtrained.” These individuals are probably cutting back their leave
because leave benefits are running out.  Moreover, it is dso possible that even those who
do not identify financia condraints as redtricting their leaves would nonetheless take
longer leaves under a PFL policy. To account for these possibilities, the report makes

different assumptions about length increase in the three scenarios, as represented in Table

2, below.
Table2: Assumptions Regarding Increasein Leave Duration
Fnencdly Currently “Lower “Likdy “Upper
Congtrained Leaves Recelving Pad Edtimate’ Outcome’ Edimate’
Leaves
No Yes + 0% + 0% +25%
No No + 0% + 0% + 50%
Yes Yes + 0% + 50% + 100%
Yes No + 0% + 100% + 150%

For the “lower estimate,” no increase in lengths of leave is assumed. For the

other two scenarios, someincreaseisassumed. For the “likely estimate,” it is assumed
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that only those who identify their leaves as being financidly congtrained will increase
their leave lengths. Anindividua who receives some pay during leaves aready would
increase her length by 50%. An employee who currently gets no pay increases his leave
length by an additional 50% (amounting to atota increase in leave length of 100%),
which comes from the estimate above.

For the “upper estimate,” it is assumed that everyone will increase their leave
lengths. Those who currently receive pay and do not identify their leaves as being
financidly congtrained would nonethel ess take 25% longer leaves. Employees recaiving
no pay, but sating that their leaves are not financialy condrained, are till assumed to
take 50% longer leaves. Employees who are financidly constrained take even longer
leaves under this scenario. Those currently receiving some pay, and those currently
receiving none, are assumed to take leaves that are 100% and 150% longer, respectively.
(Note the differential between these two groups is 50%, as estimated above.) These
“Upper estimate’ assumptions are quite generous and represent an outer limit in changes
in length of the leave. There are many other workplace factors which limit the length of
leave, including concerns about job advancement, impact on workload, and soon. In
fact, over 71% of leave takers report returning to work because of these workplace
congraints unrelated to receiving pay during leaves. Therefore, these non-financd
factors will probably serioudy limit the impact of a PFL policy on leave length. Inthe
absence of better data, however, this assartion cannot be rigoroudly supported..

Since leave lengths are not observed for those who would have taken leave had
they received some pay (i.e., “needers’), predicted leave lengths are cal culated based on
other information. In particular, aregresson (for leave takers) of adjusted leave length

on type of leave and demographic variables (same as those listed in footnote 9 in the
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section above) isrun. The leave length for a“needer” isthen predicted using the
estimated regression and the individua’ s demographic characterigtics and the leave type.

Finally, snce the PFL policy would be enacted through the SDI program, thereis
asevenday waiting period. Therefore, to caculate paid leave length, we subtract seven
working days from the adjusted length of the leave as reported in the survey. Moreover,
people whose adjusted leave length isless than seven days are assumed not to take up
PFL, since there will be a seven-day waiting period. (Note that, for the “lower estimate,”
adjusted and actud leave durations are the same by congtruction.)

Table 3, below, reports the current average and adjusted average lengths of leave
for the three scenarios. Leaves are reported by whether they are taken for maternity or
for dckness of family members. The current length for each scenario isthe average
duration of leave for individuas who are assumed to take leave under that scenario. Note
that the current leave length is the longest for the “lower estimate’ and the shortest for the
“upper estimate.” Thisis because more people are assumed to take PFL under the
“upper estimate’ scenario than under the “lower estimate” scenario, and this additiona
group of people are, on average, taking shorter leaves. The adjusted length is computed
as an average of leave durations within each category of |eave (depending upon whether
the leave-taker was financidly congrained and whether the leave itsdlf was paid)
modified by the adjustment factor as explained in Table 3, below. For cost estimates

later in the report, the adjusted leave durations (denoted in bold) are used.

Table3: Current and Adjusted Duration of Leaves (in Weeks)

“Lower Edimae’ | “Likdy Outcome’ | “Upper ESimate’

Current  Adjusted | Current  Adjusted | Current  Adjusted
Length Length Length Length Length Length
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Maternity/Paternity 7.5 7.5 6.8 7.5 6.8 8.1
Leaves
All Other Leaves 3.0 3.0 2.8 3.7 2.5 4.0

All Leaves 5.0 50 4.5 53 4.7 6.1

Weekly Benefit Amount

The proposed PFL policy prescribes the same benefits levels as the SDI program:
55-60% (depending upon income) wage replacement with a cap of $490 aweek in 2001.
Idedly, the Cdifornia SDI benefits schedule (based upon individud income) and
information on individua incomes would be used to determine the benefit level for each
person in the sample. The sample benefits levels would then be used to derive a
Cdifornia average benefit estimate. The DOL data, however, do not include yearly
incomes of individuas and includes only the aggregate income of the family, and so,
ingtead, information about existing average SDI benefit levelsin Cdiforniaisused. The
weekly average benefit level for SDI recipientsin Cdiforniain the year 2001 was $270 a
week. Thisisthe weekly figure used for the “lower estimate.”

The weekly average benefit levels for PFL might be lower or higher than current
levels because those taking disability insurance may have different average incomes from
those who would take PFL. It is possible that upper income workers are more likely to
use PFL compared to SDI if they get better persond disability insurance from employers
than SDI grants but do not get as attractive paid family leave. In contragt, if higher
income employees dready have (perhaps informd) paid family leave, but rely on SDI for

persona disability purposes, then the users of PFL will tend to be from more lower
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income brackets. To err on the Side of caution, the benefit leve isinflated by 5%

($284/week) for the “likely estimate,” and by 10% ($303/week) for the “ upper estimate.”

Summary of Assumptionsunder The Three Scenarios

Hereisasummary of the assumptions on take-up and leave duration impact of a

PFL palicy.

Scenario A: Estimate for Likely Outcome

Leaves for Sckness of family members or care for newborn will be taken using
PFL.

Those using SDI, Parental Leave will not use PFL. All those using vacation-time,
Sick Days and Persond Days, and other benefits will switch to PFL if they are
recaiving partial wage replacement today. A third of those using these benefits
will switch if they are getting full wage replacement today .

Leave length will rise for those who were unable to take longer leaves due to
financid reasons — differentialy depending on whether they currently receive
some pay or not.

Needers who cite financia congtraints will take up PFL; their average leave
lengths are predicted usng demographic information and leave types.
Leaveswith adjusted durations of 7 days or lesswill not be taken through PFL.

Scenario B: Lower Estimate

Leaves for sckness of family members or care of newborn will be taken under
PFL.

Those who are currently getting wage replacements will not switch to PFL.
Leave Length will remain the same.

N eeders who cite financid congtraints will take up PFL; their average leave
lengths are predicted usng demographic information and leave types.
Leaveswith durations of 7 days or lesswill not be taken through PFL.

Scenario C : Upper Estimate
Leaves for sckness of family members or care for newborn will be taken using
PFL.
Those using SDI, Parenta Leave will not use PFL. All those using vacation-time,
Sick Days and Persond Days, and other benefits will switch to PFL if they are
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receiving partial wage replacement today. Two-third of those using these benefits

will switch if they are getting full wage replacement today.

Leave length will risefor dl — differentidly depending on whether they currently

receive some pay, and whether they indicate financial congraints on length of

Ilsa\/ee(?érs who cite financia condraints will take up PFL; their average leave

lengths will be same as current leave takers.

Leaveswith adjusted durations of 7 days or less will not be taken through PFL.
Calculating The Costs

Below, the rate of take-up and the duration of |eaves are reported, asisthe
average benefit amount. The aggregate cost of the PFL policy isthen cdculated. To
cdculate the total number of workers taking-up PFL in Cdiforniaannudly, fird, the
take-up nationaly is caculated for each scenario using the DOL data. Since the DOL
data reports the number of employees taking (or wanting to take) leave over a 19-month
period, the figure is adjusted by 12/19 to get an annual equivaent. The predicted number
of employees taking up PFL isthen adjusted by Cdifornia s share of the nationa
workforce (11.6%). Thisfigure represents the number of Cdifornians who would have
taken leave in 1999 under a PFL palicy, and isreported in Table 4, below. The number is
further adjusted by the growth of the labor-force between 1999 and 2001 (1.7%) to get
the corresponding figures for 2001. The fraction of employees would be covered by
private insurance is not known, but it is projected that it will be the same for family leave
asfor the current SDI program (around 17%). This alows the calculation of the number
of employees who would have taken paid family leave through the SDI program in 2001.

Adminigtrative cogts are aso accounted for in this caculation. The current SDI
program’ s administrative costs represent between 9 and 10 percent of the total costs, and

EDD estimates that administrative costs of a PFL policy would be about 5.5% of the

benefits costs. The report assumes adminigrative costs ranging from 6% to 10%. The
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cost estimates made by EDD are reproduced, in the find column of Table 4, for
comparison. Firg of dl, like the “lower estimate,” the EDD assumes that only those
currently not receiving any pay during leaves will take-up PFL and that leaves lessthan 7
dayswill not be taken under PFL. There are severd other features of the EDD estimate,
however, that produce a discrepancy with the estimate. EDD imposes an hours digibility
requirement like CFRA/FMLA, which rules out about 35% of leaves. Employeeswith
less than 1,250 hours worked in the previous year with a given employer are not covered
by CFRA/FMLA with that employer. EDD assumes that the leaves taken will not be
covered by the PFL policy. Since SB1661 does not impose such limits, this makes the
EDD edtimate downwardly biased with respect to SB 1661. Furthermore, the EDD
egimate calculates annud take-up rates based on the DOL survey, but does not account
for the fact that the survey inquires about taking or needing leaves over a 19-month
period. Since annud estimates of take-up are needed, these figures would have to be
adjusted by 12/19. This error upwardly biases the EDD estimate with respect to SB
1661. Findly, the EDD estimate reported here (which is based on CFRA coverage)
assumes a base of 12.2 million employees — which represents the number of Cdifornia
employees whose tenure make them digible for CFRA. Since this report’s estimates do
not restrict PFL to CFRA-digible employees, even the lowest cost estimateis larger than

EDD’s edimate.



Table4: Calculating The Cost of Paid Family L eave Poalicy (2001)

Lower Likely Upper EDD*
Estimate Outcome Edimate Edimate
Maternity/Paternity Leaves 146,149 254,032 329,703
(annual 1999)
Sickness of Family 186,632 181,888 330,365
Members (annual 1999)
Tota Leaves (annual 1999) 332,781 435,920 660,068
Total Leaves (ahnua 2001) 338,511 443,425 671,432
Totd Leaves Taken through SDI 291,167 381,407 577,526 211,000
(annua 2001)
Average Duration of 5.0 5.3 6.1 6
Leave (weeks)
Average Benefit Amount $270 $284 $297 $270
(weekly)
Subtotal Cost $393000000 $574,000000 $1,046000000 $342,000,000
Added Adminigrative Costs 6% 8% 10% 5.6%
Total Cost of Palicy $417,000000 $620,000000 $1,151,000000 $361,000,000

* Note that EDD assumes that only those covered by CFRA/FMLA will be eligible for the policy; thisis one of several
reasons for EDD’s lower number of estimated annual |eaves.

Table5: Cost Incidence on Employersand Employeeswith 50-50 Cost Sharing

Lower Likely Upper EDD
Estimate Outcome Estimate Estimate**
Number of Employees 123 123 123 122
Total Cost (Annual, in 17 $620 $1,151 $361
Millions)
Employers Share $208 $310 $675 na
Employees Share $208 $310 $75 $361
Total Cost per Employee $33.90 $50.41 $93.58 $29.59
(Annual)
Employers Share $16.95 $25.20 $46.79 na
Employees Share $16.95 $25.20 $46.79 $29.59
Total Cost Per Employee $2.83 $4.20 $7.80 $2.47
(Monthly)

14 The EDD estimates are based on the assumption that employees bear the full cost.
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Employers Share $1.41 $2.10 $3.90 na

Employees Share $1.41 $2.10 3.90 $2.47

Changein Payroll Tax Rate + 0.12% + 0.18% + 0.34% + 0.10%
Needed To Cover Cost

Thetotal annua cost of the PFL program would range from $417 million to $1.15
billion, depending on the scenario. The employer share of this cost ranges from $208 to
$575 million per year. Per week, employeeswill on average spend between $1.41 and
$3.90 to cover their share of the insurance program.

Thetota cost in the “lower estimate’ is about 20% greater than that calculated by
EDD. The cogt of PFL ascaculated in the “likely estimate’ is roughly 80% greeter than
EDD’s, and the cost in the “upper estimate” is about 200% grester. As explained above,
this difference occurs for a variety of reasons, but the primary reasons that even the
“lower estimate’ is somewhat greater isthat, unlike EDD’ s estimate, the report factorsin
leaves that are unprotected under CFRA/FMLA (i.e., leaves by employees with less than
1,250 hours of tenure with a given employer). Thisis appropriate since SB1661 benefits
are not limited to those taking job- protected |eaves under CFRA/FMLA.

The adjustment to the payroll tax to cover the added expenditure in the SDI
sysemisaso cdculated. Currently, the payroll tax rate that funds the SDI program is
0.9% of wages and salaries. According to EDD, a1/10™ of 1% (0.001) increase in the
employee payroll for SDI generated about $338 million dollarsin 1999. Current
Population Survey (CPS) data show that, , in 2001, a 1/10™ of 1% increessein payroll tax
with a taxable income ceiling of $46,327 would have generated $338 miillion dollars,
which is the estimate used for the report’s caculations. For the“likdy estimate,” the

added spending in the SDI system would be approximately $620 million. It would take
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somewhat less than a 2/10™ of 1% (0.0018) increase to cover the cost, which would be
gplit between employers and employees. In other words, the tax rate would have to
increase from 0.9% to 1.08%. For the “upper estimate,” it would take a 3/10th of 1%
(0.0034) increase in payroll taxes, and the tax rate would have to increase to 1.24%. For
the “lower estimate,” it would take alittle more than a 1/10th of 1% (0.0012) increase to
cover the additiond cogt, putting the new tax rate at 1.02%, an amount Smilar to that
predicted by EDD in its study.

Findly, the costs over the next 4 years are extrgpolated. There are sgnificant
planned changesin the benefits structure for the SDI program. The celling for benefits
and, therefore, tax payments will be increased over the next few years, as described in

Table 6, below.

Table6: Planned Changesin Benefitsand Tax Ceilings

Y ear Maximum Weekly Benefit Taxable Wage Ceiling

2002 $490 $46,327
2003 $602 $56,916
2004 $728 $68,829
2005 $840 $79,418

Thiswill change the average benefits received as part of the PFL program and the payroll
tax revenue generated. To calculate new average benefit levels, it is assumed that the
annud growth in nomina income will be 3%. Findly, payroll tax revenues over this

period are estimated. To do this, an annua growth rate of Cdifornia s employed
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population of 2% isassumed. These rates of increase are derived from past trends and
the current macroeconomic Situation.

Using the CPS, for each year, the average income of individuas under the wage
ceiling (e.g., $46,327 in 2002) is caculated, asis the proportion of the population under
the cailing. Thisisthen used to calculate the average weekly benefit levels: 55% of
weekly projected income of Cdifornian workers. This assumes thet |eave-takers have the
same average income level as the working population. Thetotal coststo the SDI
program, to employers and to employees, are then recdculated for the “likely estimate.”
Fndly, taking into account the increases in the payroll tax ceiling, the projected growth
in nominal income, and the growth rate of the population, it is determined that a 1/10™" of
1% increase in the payroll tax will generate $384, $403, $424, and $446 million in the
years 2002, 2003, 2004, and 2005, respectively. Thisis used to caculate the increasesin

the payroll tax rate necessary to cover the additiona costs for each year.

Table 7: Projecting the“Likely Estimate” of Costs, 2002 to 2005

Y ear 2002 2003 2004 2005
Average Weekly Bendfit Level $287 $320 $346 $364
Totd Cost (Annud, in millions) $626 $711 $786 $844
Tota Cost per Employee (Annud) $50 $56 $60 $64

Changein Payroll Tax Rate Needed To  +0.19% +0.19% +0.20% +0.20%
Cover Cost

Note: All dollar amounts are in nomina terms.



Figure 1: Projected Cost - Total and Per Employee
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The planned changes in the benefits structure will lead to an increasein the

weekly bendfit level. Tota cost to an employee will rise from $25 a year in 2002 to $32

in nomina terms for the “likely estimate.” Payroll taxes, however, are dso increasing,

both due to a generd increase in income and allifting of the tax celling. Asaresult, the

changein payroll tax rate needed to cover the cost of implementing PFL will remain

gable. The new payroll tax rate would have to be 1.10% in 2005 (a change of 0.20%

from current levels) as opposed to 1.09% in 2002 (a change of 0.19%).




Savingsto Employersfrom Paid Family L eave

The primary beneficiaries of the PFL policy will be the leave takers and those
needing care, both in terms of the direct financid benefits and better qudity of care
afforded by longer leaves.  Benefits, however,will dso likely accrue to employers.
Findings show substantid gains to employers through reduced turnover, and some
modest gains to the State through reduced transfer payments.

The DOL survey asks leave-takers whether they returned to work after aleave
and whether they came back to work for the same employer after that leave. A “return
probability” is defined as the fraction of employees who return to the same employer out
of al who re-entered the labor market after completing the leave™® 1dedlly, one would
like to calculate the effect of a partia-wage replacement PFL policy upon the return
probability of leave-takers. The leave policiesindividuas currently have at work, are not
known. What is known, however, is whether individuas receive some pay or not during
their leave. Therefore, the probability of return of leave-takers receiving some pay is
compared to that of leave-takers who receive none.

In calculating this differentia probability of return, demographic factors and leave
types are taken into account to better gauge the true effect of pay-gtatus of the leave
policy upon the likelihood of return after taking family leave. Specificdly, a

regression® is run of return on pay-status, type of leave, and demographic variables’ In

15 We leave out those who did not return to the labor market at all because we think it islikely that these
individuals had family circumstances that would not permit re-entry regardless of the leave being paid or
not. Including these people increase savings from turnover reduction.

16 Technically, we run a probit regression which is atype of regression specifically suited for estimating
probahilities.

40



Table 8, below, the “adjusted” probabilities of return for the two groups — those receiving
some pay and those receiving none — are reported. Note that these numbers for
maternity/paternity leave are reported separately from other types of leaves. For
cdculating the actuad additional number of workers returning to their jobs, information

on the sze of the nationa |abor force (141 million), and on Cdifornia s share of the

nationa labor force (11.6%) are used.

Table8: Turnover Cost Reduction from Paid Family L eave (Califor nia)

Maternity / Other Leaves All Leaves
Paternity Leaves

Fraction of National Labor Force | 1.86% 3.35%
Retum Robahlities:

Unpaid Leave 80.2% 88.3%

PadLeave 91.7% 96.5%
Differentid Prabehility of Retum (Pad— 11.4% 8.2% 9.4%
Unpeid)
Addtiond Warkesin CdifamiaRetuning 0.024% 0.031% 0.029%
dueto Pad Leave—asaFradion of Nationel
Labor Force
Addtiond Wakesin CdifamiaRetuming 34,868 45,112 79,980
duetoPadLeae
Edimeted Codt of an Employee Temingtion | $1100 $1100 $1100
Total SavingsFrom Recliced Turnover | $38,400,000 $49,600,000  $89,000,000

" These variablesinclude age, race, gender, marital status, number of children, family income, educational
attainment, government employment, self employment, and part time status.. It is possible that those jobs
which do not provide paid leaves are just less likely to retain people — regardless of the pay-status of the
leave. These might be less desirable jobs for other reasons. We try to account for this using demographic
data, but it is possible that these are insufficient — which would bias upwards our estimates of the impact of
paid leave on the probability of return. It isalso possible that individuals who foresee not returning might
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As Table 8 documents, leave-takers receiving pay are more likely to return to
work even accounting for demographic differences and leave types. Roughly 80,000
Cdifornian workers did not but would have returned to their jobsin 2001 had they been
getting paid leave. To trandate thisinto afinancia cost requires data on the cost of
replacing an employee. The U.S. Smdl Business Adminigtration Employee Survey,
athough somewhat dated (1990), is the most relevant estimate.*® The time needed to
replace terminated employees averaged to at least 2.5 weeks (larger for bigger
employers), and the termination costs averaged at least $1,100 (larger for bigger
employers). Using thisfigure has some pitfdls the exact costs for the types of
employees or employersin question are unknown. However, thisis the average
termination cogst — as reported by executives — for employees leaving due to family
medical reasons. Assuch, it isthe best estimate obtainable for this purpose. Hence, a
benchmark figure of $1,100 is used to get a sense of the cost savingsin question. As
Table 8, above shows, we find fairly substantial savings due to turnover reduction,

totaling around $90 million ayesr.

chooseto (or be asked to take) unpaid leaves. Thiswould bias downwards our estimates. For these
reasons, we should treat these estimates with caution.

18 The SBA commissioned a nationally representative survey which requested data on company policies on
various types of family medical leaves. It also asked questions on costs of leaves and terminations to
employers. This questionnaire was forwarded to 10,000 business executives, and the response rate was
31.3%.
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Figure2

Savings to Employers From Reduced Turnover Due to
Paid Family Leave
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Note that this caculation ignores any turnover impact of the PFL policy on those who
currently get some pay. Although the turnover cost estimate should be interpreted
somewhat cautioudy, there seem to be fairly large gains to employers from indituting a

statewide paid leave policy.



Savingsto the State of California

A second source of savings will accrue to the government of Cdifornia. Use of
public assistance programs will most likely decrease due to the availability of paid family
leave. Currently, when workers take family leave, some make use of Food Stamps and
TANF. Thereisalarge difference, however, between the percentage of those taking
unpad leave who go on public assistance and those taking paid leave who go on public
assstance. Approximately 11% of those on unpaid family leave end up on some form of
public ass stance during leave; on the other hand, only 5% of those on paid family leave
end up on some form of public assistance!® These data are used to impute the change in
use of other public assstance policies due to paid family leave. Estimates show that
indituting the PFL program would have lead to gpproximatdy $23.5 million in savingsin
usage of food stamps and TANF in the state of Californiaduring the year 2002.

Cdculating the public sector savings from decreased use of TANF and food
stamps requires two main steps. (1) caculating the number of people who will refrain
from going on public assistance as the result of the PFL policy, and (2) caculating the
average savings per person from doing so.

In order to caculate the number of people who would refrain from taking up
public assstance after a PFL policy was implemented, the percentage of the workforce
that takes unpaid leave in agiven year iscdculated.  Thisinformation comes from the
DOL survey, which asks respondents whether they took paid leave or unpaid leave. The
DOL survey asks respondents if they have had paid leave within the last 19 months. The
percentage of the labor force that takes unpaid leave in any given year is 12/19 of the

percentage of the labor force that takes unpaid leave in 19 months.  Therefore, this



percentage is multiplied by 12/19 in order to get the percentage of the labor force taking
leave within a given cdendar year. 1.85% of the workforce takes maternity/paternity
leavesin agiven year and 3.35% for other types of family leave.

Next, the impact of paid family leave upon use of public assstance is estimated.
The probability of being on public assistance®® for workers on unpaid family leaveisthen
cdculated. The sameisdone for workers with paid family leave a work. A
comparison of the two shows that those on unpaid maternity leave are 8.7% as likely to
be on public assistance as those who are not.  Also, those on other forms of family leave
are 5.8% aslikdly to use public ass stance as those who are not.

This provides an estimate of the percentage of the U.S. labor force that would
refrain from taking family leave dueto PFL. Thisfigure must now be trandated into an
edimate of the number of months of public assistance savingsin Cdifornia. Then, a
caculation of the savings per month must be done.  Bureau of Labor Statistics (BLS)
data indicate the percentage of people in the labor force who work in Cdifornia (11.6%)
as well asthe aggregate number of people in the labor force asawhole. From this, the
number of working Cdifornians can be calculated. The number of working Cdifornians
is then multiplied by the percentage of those taking unpaid leave within the previous year
who, it is predicted, will switch to nonuse of public assistance when laid off.  The result
is the number of people taking unpaid leave who would switch away from public
assstance under apaid family leave policy.

Using the same method as in the section on codts, above, the average length of

leave for those on paid leaveis caculaied. The average length of leaveisthen

19 These estimates come from the DOL survey.
20\We use a probit conditional on demographic information and whether or not the leave was paid or
unpaid.
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multiplied by the number of people estimated to switch away from using public
assgtance. Theresault isthe total number of months of public assistance which would

not be taken dueto PFL. At this point, the calculation is of the tota number of months
that people will spend on public assstance of some sort, not how much of thistime
people will spend on each of TANF and Food Stamps, respectively. The 1992-2000
March CPS provides the percentage of people on public assistance while on family leave
who use TANF and Food Stamps, respectively.  Then, using additiona data from the
Statistical Abstract of Cadlifornia on average TANF and average Food Stamps benefits per
month per recipient, it is possible to obtain the mean monthly food stamp benefit
($320/month) and the mean monthly TANF benefit ($238/month) for those on
maternity/paternity leave and those on other types of paid family leave respectively.
These average monthly expenditures are the average amount someone who is on paid
assgance in the state of Californiawould receive.  These average monthly expenditures
on TANF and Food Stamps are multiplied by the number of months of public assstance
no longer used as aresult of the paid family leave policy. Thefind estimates of the cost

savingsto the State of Cdiforniaare $23.3 million.

Table 9: Public Assistance and Paid Family L eave

Maternity / Other Total
Paternity Family
Leave
Percentage of Workers Taking Unpaid Leave 1.85% 3.35% 5.20%
WithinaYear
Diff. in % Use of Public Assstance Between 8.70% 5.81%
Those Taking Paid and Unpaid Leave
Numbers of People Likdy to Leave Public 26484 2615 29099




Assstance Due to PFL

Average (Mean) Monthly TANF Plus Food 558 598

Stamp Benefit for Public Assstance

Recipients on Leave

Annual Dollar Savingsto State of $21,827,000 $1,518,000  $23,345,000

Cadlifornia
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Conclusion

This report has provided an overview of the costs and benefits of implementing
SB 1661, the Cdifornia State paid family leave initiative. 1t has focused on costs and
benefits for which measures and data are more readily available. Many of the most
important likely benefits, however, are not easily assessed given current data limitations.
For example, having paid family leave may make workers fed better about their work
environment and this may raise worker productivity.

Hedth benefits to children, the elderly, and spouses are probably the most
important benefits of paid family leave. Past research suggests that there have been
subgtantid reductions in post-neonata infant mortality as aresult of paid maternity leave
in Europe. Also, past studies found substantial increases in femae employment asa
result of paid maternity leave in European countries. Entry into the labor market would
benefit the women who decide to work (and the families who need their income),
governments who become able to collect more tax revenue, and employers who face

higher levels of demand for their products.

This report’s cost estimates for SB 1661 range from an average of $34 per worker
to an average of $94 per worker per year. Thisisawide range of possble costs. The
variation in the estimates could be dramaticaly reduced by getting better datawhich
gives precise information on current paid family leave programs.  Nevertheless, evenin
the absence of such data, the authors are able to conclude that the costs of a paid family
leave program would be less than $94 per worker per year and most likely around $50 per
year (or $2.10 per worker per month). For the most likely estimate -- $50 per person per

year -- the additiona costs would require an increase in the SDI payroll tax rate of



0.18%, raising it to 1.08%. This rate would need to rise to 1.1% by the year 2005 to
account for the planned increases in SDI benfits cellings.

On the benefits side, SB 1661 would produce substantia cost savings to
employers. specificaly, gpproximately $89 miillion in cost savings due to employees
who without paid family leave would quit their jobs but with paid family leave would
day with their employer.  Also, dmost $25 million in savings to the State of Cdifornia
are estimated, due to reduced usage of TANF and Food Stamps by workers who would

opt to use paid family leave insurance over public assistance.

49



References

Children’s Defense Fund - Minnesota, “ Parental Leave in Minnesota: A Survey of Employers,” St. Paul,
Minnesota, 2000.

Commission on Family and Medical Leave, “A Workable Balance: Report to Congress on Family and
Medical Leave Policies,” Washington, DC, April, 1996, at <
http://www.dol .gov/asp/fmla/main.htm>.

Currie, Jane, and Brigitte Madrian, “Health, Health Insurance, and the Labor Market” in Ashenfelter, Orley
and David Card, eds., Handbook of Labor Economics Volume 3, Elsevier Science, 1999, pp. 3309-
3416.

Cutler, David, and Sarah Reber, “Paying for Health Insurance: The Trade-Off Between Competition and
Adverse Selection,” Quarterly Journal of Economics, May 1998, pp. 433-466.

Employment Devel opment Department (EDD) of the State of California, “The Fiscal Impact on the
Disahility Insurance Fund of Extending Disability Benefitsto Individuals Granted Family Leave,”
Sacramento, CA, June 2000.

Employment Devel opment Department (EDD) of the State of California, “ Disability Insurance Weekly
Benefit Chart,” Sacramento, CA, 2001. Availableat: <http://www.edd.ca.gov/dicfp-wba.pdf>.

Gruber, Jonathan, “The Incidence of Mandated Maternity Benefits,” American Economic Review, June
1994, pp. 622-641.

Heyman, Jody, The Widening Gap: Why American Families Are In Jeopardy and What Can Be Done
About It, NY: Basic Books, 2000.

Metlife Mature Market Insitute, “The MetLife Study of Employed Caregivers. Does Long Term Care Make
aDifference?” Westport, CT, March, 2001.

Royalty, Anne, “ The Effect of Job Turnover on the Training of Men and Women,” Industrial and Labor
Relations Review, 49(3), 1996, pp. 306-321.

Royalty, Anne, “ Job-to-Job and Job-to-Nonemployment by Gender and Education Level,” Journal of

Labor Economics, April 1998.



Ruhm, Christopher, “ The Economic Conseguences of Parental Leave Mandates: L essons From Europe,”
Quarterly Journal of Economics, February 1998, pp. 285-317.

Ruhm, Christopher, “Parental Leave and Child Health,” Journal of Health Economics, Val. 19, 2000, pp.
931-960.

U.S. Department of Labor, Balancing the Needs of Families and Employers: Family and Medical Leave
Surveys 2000 Update, conducted by Westat for the U.S. Department of Labor, Washington, DC,
2000. Availableat: <http://www.dol.gov/asp/fmla/toc.htm>.

U.S. Department of Labor, Family Medical Leave Act Survey Data Files, , Washington, DC, 2000.

Availableat: <http://www.dol.gov/asp/fmla/database.htm>

51



