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Executive Summary

Paid parental |eave, which refersto compensation for time off from work to care for a new child, can promote
family well-being and support continued employment. Y et, too common are stories of parents who must return
to work too quickly or lose their job entirely upon the birth of a new child because they lack paid leave. Work-
related compensation of thistype istypically left to the decision-making of private employers and their workers.
But for avariety of reasons, the private market does not provide paid parental leave to all workers. According to
US Census data, approximately 50 percent of workers have access to some level of paid leave for the birth or
adoption of anew child, but wage earners in the bottom of the income distribution are the least likely to receive
any paid time off.[ 1]

In this paper, we propose an affordable federal paid parental leave program, targeted to low-income families. By
ensuring paid leave for the most vulnerable and the least likely to receive it through the private market, a
government-supported paid |eave program would increase access to paid time off from work to care for a
newborn or newly adopted child. Income testing the program would ensure that government assistance is well
targeted to those who need it the most, while not displacing what is already available in the private market.

This proposal follows up on the American Action Forum’s proposed Earned Income Leave Benefit (EILB), a
highly targeted program that would provide paid parental, family care, and medical leave to workersin low-
income households. In this paper, we narrow our focusto paid parental leave for the birth or adoption of a new
child and outline a proposal to provide paid leave to low-income and lower-middle-income working househol ds.
This proposal isintended to supplement what the private market already provides, as well asto offer job
protection and paid leave to those who do not currently receiveit.

Like the EILB, the total benefit would be based on household earnings. Only househol ds with sufficient work
histories and incomes below a certain threshold would be eligible. We expand the parameters so that a larger
number of workers would be eligible for benefits, while remaining targeted on low-income and lower-middle-
income households. This not only makesit better targeted than universal programs, but also ensuresthat it is
cost-effective. Based on our estimates, the income-tested paid parental |eave program we outline would have the
following impacts:

e 57.1 million low- and middle-income workers, amost 40 percent of civilian employment, would gain
access to 12 weeks of job-protected, paid parental leave;
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e Each participating household would receive $343.34 per week on average;

e The federal government would spend approximately $4.3 billion annually on the program’ s benefits,
assuming that each year 2 million covered workers would have a new child; and

o All benefits would go to workers in households under 325 percent of the federal poverty threshold
(approximately $62,000 per year for afamily of three).

No parents are immune from difficult decisions surrounding time off from work after the birth or adoption of a
child. These difficulties are compounded for low- and lower-middle-income households who are not only the
least prepared to handle income loss, but also the least likely to receive pay while they take time off to care for
their child. First-time parents, particularly low-income mothers, often find no other option than to quit their jobs
to care for newborn children, even though work is their most effective path to self-sufficiency. An income-
tested paid parental |eave program would effectively target these workers so they can raise healthy children and
remain attached to the labor force.

Note: The authors of this report participated in a joint American Enterprise Institute-Brookings Institution
working group on paid parental leave. Although our participation in the working group helped us further
develop what we believe is the most effective way for the federal government to expand access to paid parental
leave, this paper does not reflect the work or the views of that group.

Introduction

Recently, considerable interest in paid parental leave has emerged in the United States. On Capitol Hill there are
several competing proposals on both sides of the aisle to increase access to paid leave, and for the first time ever
in apresidential election, both major party nominees proposed solutions to paid parental leave. While some
proposals would provide paid parental leave universally, others would help either employers provide paid leave
or employees afford time away from work.

In aprevious report, American Action Forum (AAF) introduced the Earned Income L eave Benefit (EILB), an
income-tested way to provide 12 weeks of paid parental, family care, and medical leave in the United States.| 2]
This paper offers amore narrow approach that covers only paid parental |eave for the birth or adoption of a new
child (versus time off for asick family member or a personal medical reason). In particular, we propose an
income-tested program specifically for paid parental |eave and outline how it would work. Like the EILB, this
program departs from traditional paid parental |eave programs (including those offered in other countries and in
afew statesin the US) in two critical ways. First, éigibility is based on household income rather than
universally applying to all new parents. Second, the amount of the benefit is calculated based on household
income, not individual worker earnings, and phases in and out depending on income.

Structuring the program in this way targets families who are the least able to tolerate an income shock that
results from time off of work after childbirth as well asthe least likely to receive paid leave benefitsin the
private market. By completely phasing it out at incomes above a certain threshold, the benefit would go to only
the most vulnerable workers in the labor market. According to US Census Bureau data, 66 percent of new
mothers with a college degree or more have access to paid maternity leave compared with under 20 percent of
those with less than a high school diploma.| 3] Under the prototype we outline, all benefits would go to

househol ds with incomes under 325 percent of the poverty threshold (approximately $62,000 for afamily of
three). The result is a cost-effective program that makes available 12 weeks of job-protected, paid parental |eave
to 57.1 million low- and middle-income workers per year. Our estimates suggest that approximately 2 million of
the 57.1 million éigible workers would participate each year, receiving an average total benefit of $2,220 per
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household. Since the program is targeted to low-income households, it would be highly efficient, costing the
federal government $4.3 billion annually, which would be less than 0.1 percent of all federal outlays and tax
expenditures.

Parental Leavein the United States

Under the Family and Medical Leave Act of 1993 (FMLA), certain workers are allowed up to 12 weeks of
unpaid, job-protected leave to care for a newborn or adopted child (“ parental leave”), recover from a serious
medical condition (“medical leave’), or care for afamily member with a serious medical condition (“family care
leave”). No federal laws, however, guarantee workers are paid during their time away from work. In fact, the
United States is the only developed country in the world that does not guarantee workers some form of paid
parental leave. 4]

Universal Approachesto Paid L eave. One of the most common approaches to providing paid parental leaveis
taxpayer-funded socia insurance programs that compensate working parents while they are on leave. Taxpayers
in Denmark, for instance, fund a program that provides payments to new mothers for up to 50 weeks of
maternity leave.[5]

In the United States, state-level policymakers hoping to guarantee universal paid parental leave have adopted
the same social insurance model. California, New Jersey, and Rhode Island provide paid parental leave
universally as part of ataxpayer-funded social insurance program that also provides paid medical and family
care leave. These states each provide several weeks of paid leave by distributing payments through state trust
funds that are financed with payroll taxes. The benefits are generally set at a fixed percentage of aworker’s
usual weekly earnings up to acap. In California, for instance, workers receive 55 percent of their weekly
earnings with a maximum benefit of $1,173 per week.[ 6]

Cdlifornia, New Jersey, and Rhode Island built their paid parental leave programs on top of existing temporary
disability insurance (TDI) programs that provide long-term paid medical leave. California, for instance,
provides workers with up to 52 weeks of benefits for a disability and for pregnancy through TDI, and an
additional six weeks of benefits for parental |eave after the birth of achild.[ 7] New Y ork and the District of
Columbia recently passed bills that use the same social insurance model to provide paid leave.

On the federal level, Sen. Kirsten Gillibrand (D-NY) introduced the Family and Medical Insurance Leave
(FAMILY) Act, which would provide universal paid parental leave, along with paid family care and medical
leave, by using the same social insurance model. If approved, the FAMILY Act would provide up to 12 weeks
of paid leave by creating atrust fund that would be financed with a 0.4 percent payroll tax, split between
employers and employees.| 8] For those 12 weeks, the federal government would provide benefits equal to two-
thirds of regular earnings, with a minimum monthly benefit of $580 and a maximum monthly benefit of $4,000.
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The major drawback to this approach isthat it is extraordinarily expensive and would displace benefits already
provided in the private market. AAF previously estimated that the FAMILY Act would cost the federal
government at least $85.9 billion annually. Moreover, the 0.4 percent payroll tax proposed by the FAMILY Act
would raise only $30.6 billion in annual revenue. This means that the payroll tax would cover at most only 35.6
percent of the program’ s promised benefits. In addition, since the monthly benefit increases with earnings and
there is no maximum income level to be eligible for the benefit, most of the federal government’ s expenditures
would go to workers with high earnings, who are the most likely to already receive paid |eave benefits from
their employer and the most likely to be able to afford time away from work.[9]

The Congressional Budget Office projects that the annual federal budget deficit will double over the next few
years, surpassing $1 trillion per year starting in 2023. At that point, federal debt held by the public will equal
82.6 percent of the nation’s gross domestic product.[ 10| Given the nation’s current fiscal outlook, creating new
federal programs at this scale isirresponsible, particularly when they are unable to pay for themselves over time
asin the case of the FAMILY Act.

Parental Leavein the Private Sector. The data suggest that an expensive federally funded universal paid
parental leave program may also be unnecessary and redundant. In the private sector, only 13 percent of workers
in 2016 received a paid parental leave benefit from their employers.[11] However, just because few workers are
offered a defined benefit specifically for parental |eave does not mean that workers are not paid when they are
away from work. Workers often use other forms of paid time off, such as vacation and sick days.

In addition, instead of offering distinct vacation and sick days, many employers pool those days into one
generous paid time off benefit that employees can use, whether they go on vacation, becomeill, or care for a
newborn child. A survey conducted by the Society for Human Resource Management found that 51 percent of
employers offer a paid time off plan that encompasses all types of leave.[ 12] Some employers are even starting
to offer their workers unlimited paid time off, allowing the flexibility for employees to take as much time away
from work as they want.| 13]

Moreover, evidence also indicates a great deal of paid leave informally available in the private sector. President
Barack Obama' s Council of Economic Advisers noted in 2014 that, while roughly 40 percent of workers
reported having accessto paid parental leave, employers reported that only 11 percent of workers are offered a
paid parental leave benefit. This suggests that, although many employers may not have a defined paid parental
leave benefit, they still frequently offer to pay their workers when welcoming a newborn child.[ 14]

Among all these resources, when employees are on parental leave, they are paid much more frequently than
suggested by the 13 percent rate of family leave benefits. For instance, in 2008, 50 percent of female workers
received some paid time off for the birth of their children.[ 15] Additionally, a survey of workers on job-
protected leave under the FMLA in 2012 found that 48 percent were paid fully and another 17 percent were paid
partialy.[16] In total, this suggests that 65 percent of workers on FMLA job-protected |eave were paid by their
employers.

Advantages of an Income-Tested Program
For auniversal, federal paid leave program such asthe FAMILY Act, $85.9 hillion is alarge expenditure on
something that many workers are already acquiring on their own. It also fails to recognize that higher-income

workers are in the best position through savings or income from a spouse to afford time away from work. A
more cost-effective way for the federal government to provide paid parental leave isto target workersin low-
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income households, who are the least likely to have access to paid leave in the private sector and the least able
to afford time away from work on their own. To that end, an income-tested paid parental |eave program has
significant advantages.

Targets Workers Who Lack the Benefit. An income-tested paid parental |eave program would target the
workers who are the least likely to have access to the benefit on their own. Defined paid family leave benefits
are much more widely available in the private sector for high-wage workers than for low-wage workers.
According to the National Compensation Survey, in 2016 only 6 percent of workersin the bottom quartile of
wages had access to adefined paid family leave benefit. Meanwhile, 24 percent of workersin the top quartile
had access to defined paid family leave benefit.[ 17] This suggests that workersin the top quartile are four times
more likely to be compensated through a parental |eave program than workers in the bottom quartile.

Targets Paid L eave to Those Who Need It the M ost. Even for those who do not receive paid parental |eave,
higher-income workers are better positioned than lower-income workers to afford time away from work. In the
private sector, low-wage workers often lack other forms of paid leave that higher-income workers can use after
the arrival of anew child. Table 1 contains the frequency that workers in the bottom quartile of wages and top
guartile of wages receive various paid |eave benefits (other than parental leave).

Table 1. Percent of Private-Sector Workers Offered Paid L eave Benefitsin 2016

Paid L eave Benefit All Workers Bottom 25% of Wage Earners Top 25% of Wage Earners
Vacation 76 50 91
Holiday 7 52 92
Sick 64 39 84
Short-Term Disability 40 17 61
Long-Term Disability 33 7 62
Personal 40 19 58

Source: US Bureau of Labor Statistics, National Compensation Survey.
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In 2016, only 50 percent of workers in the bottom quartile of wage earners received paid vacation days, and
only 39 percent had paid sick days. Conversely, 91 percent of workersin the top quartile received paid vacation,
and 84 percent received sick days. Moreover, only 17 percent of workers in the bottom quartile could participate
in a short-term disability policy to help pay for time needed away from work due to pregnancy. Meanwhile, 61
percent of workersin the top quartile could use a short-term disability benefit.

Targeting a paid parental leave program to low-income workers would aso ensure that the least-skilled workers
in the labor force receive support when they welcome a new child. According to Census data, the lowest-
educated mothers are the least likely to receive any paid time off, including paid vacation or sick days. In 2008,
only 18.5 percent of first-time mothers without a high school degree used any paid leave, compared with 66.3
percent of first-time mothers with a bachelor’s degree or more.[ 18] This suggests that an income-tested program
would be particularly effective because education level closely correlates with household income.[ 19]

Finally, low-income households are aso the least able to save enough money to afford paid parental leave on
their own. According to the US Financial Diaries project, low- and moderate-income families display short-term
saving behaviors, but tend to spend down savings throughout the course of the year to account for short-term
income volatility.[20] Few families save for the long term and plan for significant reductionsin earnings, such
astaking time off for the birth of a child. This makesit difficult for any new parents to forgo job earnings,
forcing them to make difficult decisions between caring for a new child and maintaining a source of earnings.
Anincome-tested paid parental leave program would provide these households with the benefits they otherwise
would not have, allowing them to pay the bills while temporarily away from work.

Mitigates Risk of Displacing Private-Sector Benefits. An income-tested paid parental leave program also
mitigates some risk of displacing privately provided paid leave benefits already available. The portion of high-
wage workers with defined paid family leave plansin the private sector has grown rapidly in recent years and
will likely continue to expand. In 2010, only 16 percent of private-sector workers in the top wage quartile
received apaid family leave benefit. By 2016, that figure jumped to 24 percent.[21] If that growth rate continues
over the next 10 years, nearly half (47 percent) of workersin the top wage quartile will have apaid family leave
benefit by 2026.

Alternatively, if the government provides paid parental leave to every worker in the labor force, chances are that
employers already providing paid leave will discontinue paying for the benefit or scale back their programs,
opting instead to have their workers enroll in the government program. Since a government benefit would likely
be less generous than most private-sector paid leave packages, many workers would be better off with their
employers plans. With an income-tested program, however, the federal government would provide the benefit
to only low- and moderate-income workers, who are the least likely to have paid parental leave in the first place,
reducing the chances that many employers will drop more generous packages. Phasing out the benefits at higher
levels also ensures that more moderate-income families are less likely to receive better benefits from the
government than what is available through their employer.

Provides Economic and Health Benefitsto L ow-Income Workers. Paid parental leave has many economic
and health benefits that would particularly help low-income households. Research shows that parental leavein
reasonable amounts can lead to higher employment rates, which supports economic growth.| 22| Research also
shows that the medium-term impacts of paid parental leave on mothers' employment are positive and large and
that it supports job continuity.[ 23]

For low-income households in particular, employment is the best path out of poverty. AAF previously found
that those who are unemployed are over four times more likely to be in poverty than those who have jobs.[ 24]
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And an American Enterprise Institute (AEI) study found that two-thirds of children in poverty livein ahome
without afull-time worker. The main reason given by those who do not work at al is home and family
responsibilities.[25] It is possible that many new parents, especially those who are poor, would prefer to work
but are forced to leave jobs without job protection and paid leave. According to census data, 50 percent of the
|east-educated mothers (which correlates with income) quit their job before the birth of their first child
compared with just 12.9 percent of those with abachelor’s degree or more.[ 26]

Health benefits can also result from paid leave. A study of the California Paid Leave program found that
mothers who received paid |eave breastfed for twice as long as those who did not,[ 27] and a study of the
Canadian program implemented in 2000 found similar results.[ 28] Breastfeeding is linked to better child health
and mother-child bonding. Paid leave is also linked to decreased infant mortality and morbidity, possibly
because of a higher incidence of wellness doctor visits and vaccinations of babies whose mothers receive paid
leave, as well as better emotional and psychological health for the mother.| 29] Moreover, infant mortality is
more common in lower-income househol ds than higher-income households,[ 30 suggesting that an income-
tested paid parental leave program would be particularly effective in directly improving infant health.

Cost-Effective. An income-tested paid parental leave program would be much less costly than a universal paid
leave program. Universal programs such asthe FAMILY Act are expensive because the benefits are
proportional to an individual’s earnings and there is no maximum earnings threshold to limit eligibility. This
means that all workers qualify for the program, even those in high-paying jobs and those who aready receive
paid leave benefits from their employer. An income-tested program would be much more efficient because it
bases benefits on total household earnings and caps the household income level at which aworker would be
eligible for the program. Since the benefits replace earnings for low-income households, the average benefit per
worker is smaller than it would be for auniversal program that includes high-income workers. Consequently, an
income-tested program would be highly cost-effective because all government expenditures would go directly to
the households who need them the most. Below, we outline our proposal for an income-tested paid leave
program and estimate the cost.

Review of EILB

In aprevious report, AAF introduced the concept of an income-tested paid |eave program with the EILB, a
highly targeted program that would provide the benefit to low-income workers. The prototype program outlined
in that report would provide up to 12 weeks of benefits for parental, family care, and medical leave. With a
benefits structure model ed after the earned income tax credit (EITC), the benefits available would be based on
household income, and only workers in households with incomes below a certain threshold would be eligible.
Like the EITC for asingle adult with one child, the EILB phasesin at a modest 34 percent rate, has a maximum
12-week benefit of $3,359, and phases out at a 34 percent rate. Under these parameters, only workersin
households with annual incomes below $28,000 would qualify (approximately 130 percent of the federal
poverty level for afamily of three). AAF estimated that if there are no work restrictions, 14.4 million workers
would be eligible for the EILB. Of those workers roughly 2.3 million would participate each year, costing the
federal government at least $2.7 billion annually.[ 31]

Design of Paid Parental L eave Program

Asavariation of the EILB, this proposal isto provide paid parental leave only, but policymakers could enact a
more expansive program that also covers family and medical leave. The costs would increase, but maintaining
an income test could still control costs. This proposal also differs from the EILB in that the income level at
which households are eligible and the benefits that they would receive are higher. Our goal wasto design a
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program that could cover the most vulnerable, including those who are unlikely to receive benefits in the private
market and may find it difficult to afford time away from work without paid leave. Our program would provide
access to paid parental leave to approximately the bottom 40 percent of workers.

Benefits Parameters. This program would provide working mothers and/or fathers up to 12 weeks of job-
protected, paid parental leave. The program would (1) base the benefits on total household earnings for the year
prior to the birth of the child and (2) cap the household earnings level at which aworker can be eligible for the
program.

The weekly benefit available would be equivalent to afixed percentage of their average weekly household
earnings leading up to the birth of the child; as weekly household earnings rise, so would the benefit at a
constant rate. The benefit would hit a maximum value and then be flat at the maximum value for a certain
earnings range. When household earnings rise above that range, the benefit would decline at a constant rate until
the household phases out and is no longer eligible for the paid |eave program.

Specifically, as outlined in Table 2, earnings eligibility and weekly benefits would be based on household
earnings as a percentage of the federal poverty level (FPL).

Table 2. Income-Tested Paid Parental L eave Parameters

Benefit Range L ower-Bound FPL Upper-Bound FPL Rate
Phase-in 0% 125% 80%
Cap 125% 200% Maximum Benefit
Phaseout 200% 325% 80%

Source: Authors' proposed parameters.

For all workersin households with incomes under 125 percent of FPL, 80 cents of every dollar in weekly
household earnings would be replaced while on paid leave. Households with weekly earnings between 125
percent and 200 percent of FPL would receive the maximum weekly benefit. For households with earnings
above 200 percent of FPL, the benefit would decline by 80 cents from the maximum benefit for every additional
dollar in weekly household earnings until the benefit reaches $0, when weekly household earnings reach 325
percent of FPL.

For example, Table 3 illustrates the benefits schedule for a household of three (two parents and a new child).

Table 3. Weekly Benefitsfor Two Parentsand a New Child

Benefit Range L ower-Bound Weekly Earnings Upper-Bound Weekly Earnings Weekly Benefit Amount
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Phase-in $0 $485 80% of average weekly household

earnings
Plateau $485 $775 $388
Phaseout $775 $1,260 $388 — 80% of every earned dollar over

$775

Source; Authors' calculations.

If this household earns $485 per week (125 percent of FPL), it would receive aweekly benefit of $388 (80
percent of $485). At $485 per week (125 percent of FPL), the benefit plateaus at the maximum benefit, meaning
that if the household’ s weekly earnings are between $485 (125 percent of FPL) and $775 per week (200 percent
of FPL), the household would receive the same $388. Then for this hypothetical family of three, the benefit
would decline by 80 cents for each dollar earned over $775. At household weekly earnings of $960 (250 percent
of FPL), the weekly benefit would be down to $240, and it would reach $0 at $1,260 in weekly earnings (325
percent of FPL).

For purposes of determining the household FPL, we include newborn children as household members. So the
FPL for asingle parent caring for his or her first child would be the FPL for atwo-person household ($16,020 in
2016); for two parents with a new second child the FPL for a four-person household ($28,440) would be used.

AsFigure 1illustrates, since the benefits and eligibility are based on FPL and not a fixed household income
range, the specific income eligibility criteria and weekly benefit size would scale up and down with household
size. This means that the benefit a new single parent receives would be smaller than the benefit of asingle
parent who is welcoming a second child or amarried couple with three children. Thisisintended to recognize
that larger families have higher income needs. It also partially accounts for the inherent marriage penalty that is
built into this structure. For example, a married couple with anew child would be eligible for alarger benefit
and would become ineligible at a higher earnings level than if the parents were unmarried. In cases of unmarried
couples or asingle parent, the benefits would go to the household where the child resides. If the parents are
unmarried and cohabitating, the income of both parents and their work histories will be considered in
determining eligibility for the benefit.

Figure 1. Paid L eave Benefit Schedule, Weekly Benefit Amount by Family Size and Household
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Work Requirement. Since the program is intended to replace lost earnings and would provide job protection, it
must ensure that the workers are attached to the labor force. To qualify, new parents must meet certain
employment requirements leading up to the birth of the child. Specifically, for a household to receive the
benefit, at least one parent must have worked a minimum of 1,000 hoursin the previous year. If there are two
working parents, for both to receive job protection, each must have worked at least 1,000 hours in the previous
year. The benefits, however, would be the same portion of household earnings, regardless of how many parents
meet the employment criteria and go on parental leave, although at |east one must meet the requirement. For
instance, if amarried couple hastheir first child and both go on parental |eave, the weekly benefit (afixed
portion of weekly total household earnings) would not be any different than if just one parent goes on parental
leave.

Program Administration. Even though the program is structured similar to the EITC, we do not envision that
it would be administered through the tax system. One of the mgjor drawbacks of the EITC is that the Internal
Revenue Service distributes benefits only once per year in one large payment. For a parental leave program,
however, since low-income workers frequently do not have enough savings to afford time away from work, it
would be important that they receive payments at the time of their parental leave. Another major drawback of
the EITC isthe high improper payment rate. One reason is that eligibility is not determined before benefits go
out. To address these concerns, a paid parental leave program should be administered by the Social Security
Administration or another federal agency capable of both determining eligibility before issuing payments and
distributing those payments on aweekly or biweekly basis to parents while they are on leave. While some
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administrative costs will be involved, we believe the advantages of regular payments and program integrity
outweigh the added costs.

To determine income eligibility, the federa agency would use the modified adjusted gross income (MAGI)
standards used for Medicaid and the Children’ s Health Insurance Program, which are based on pay stubs and tax
returns. Using pay stubs and tax returns from the previous year, the federal agency would determineif the
worker meets household income requirements and the size of the worker’s weekly benefit. In addition, workers
would need to demonstrate that they worked at least 1,000 hours in the previous year and that they indeed
welcomed a new child, either through pregnancy or adoption. Workers would need to provide proof from their
employers for the work requirement and a birth or adoption certificate as proof of the new child (similar to what
is currently required as part of the FMLA).

Coverage and Cost

Thisincome-tested paid parental |eave program would affect a much larger portion of the workforce than the
EILB and still remain less costly than a universal program. Using data from the Current Population Survey
(CPS) March 2016 Annual Social and Economic Supplement, which refersto data from 2015, we estimate the
number of workers who would have access to this income-tested paid parental leave program and its budgetary
costs.[32] We assumed that 4.6 percent of eligible male and female workers (meaning they meet the household
income and work history criteria) between the ages of 15 and 50 each year would take an average of 32.3
business days (about 6.5 weeks) of paid parental leave: arate that matches the percent of employed women who
gave birth[33] and a duration that matches that of workers who took unpaid leave under the FMLA in 2012.| 34]
We expect this to be the lower-bound estimate because take-up of paid leaveislikely to be higher, especialy
when job protection is considered.

Table 4 shows the number of workers who would be eligible for the program and the program’ s estimated
annual outlays by income as a percentage of FPL.

Table4. Worker Eligibility and Cost Estimates

Income as Per cent of FPL Eligible Workers Cost

Number Per cent Dollars Per cent
Total 57,062,964 100.0% $4,337,950,607 100.0%
Under 125% 10,032,821 17.6% $894,258,276 20.6%
125% to 200% 16,142,607 28.3% $1,809,864,998 41.7%
200% to 325% 30,887,536 54.1% $1,633,827,333 37.7%

Note: Costs are based on assumptions about the number of eligible workers who will have a new child in the
average year.

Source: Authors' calculations using the US Census Bureau, Current Population Survey, Annual Social and
Economic Supplement, March 2016.
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We estimate that, under the income parametersin Table 2 and a 1,000-hour work requirement, the program
would provide accessto paid parental leave for 57.1 million low-income workers. Based on our assumptions,
approximately 1.96 million would apply for and receive a paid leave benefit due to the arrival of anew child.
Total costs under our assumptions would be $4.3 billion annually, or an average of $2,217 per household ($343
per week). If the full 12 weeks are taken instead of the 6.5 weeks we assumed, the costs would roughly double
to $8.1 billion annually.

Under these parameters, 38.3 percent of the civilian employment population would have access to paid parental
leave.[35] That isamuch larger portion of the workforce than the 14.4 million workers that the original EILB
program would cover. In addition, thisincome-tested program would be at a fraction of the cost of a universal
program: Considering that the FAMILY Act would cost at least $85.9 hillion annually, even if all eligible leave
(afull 12 weeks) was taken, this program would cost one-tenth of the FAMILY Act.

Thefiguresin Table 4 also illustrate that the program would effectively target workersin low-income
households. Benefits would go only to workers in households with incomes below 325 percent of the poverty
threshold, and 45.9 percent of eligible workers would be in households with incomes under 200 percent of the
poverty threshold. Moreover, the distribution of the benefits would be even more concentrated on low-income
households. 62.3 percent of the program’s benefits would go to households under 200 percent of the poverty
threshold.

Demographic and Household Characteristics of Covered Workers

With 62.3 percent of benefits going to workers in households under 200 percent of the poverty threshold, this
income-tested program would effectively assist low-income workers. But who are these workers, and what is
their household situation? In this section we use CPS data to examine the demographic characteristics of
workers who would be eligible for this program and the characteristics of their households. We also compare
the characteristics of eligible workers with those of ineligible workers, as well as the characteristics of eligible
households to those of ineligible working households. We find that our proposed income-tested program would
be particularly helpful to those who are single, have other children, have low educational attainment, and are the
only earnersin their households. However, it should be noted that approximately 4 in 10 eligible recipients
would be low-income and married. All of this evidence further underlines how this program would specifically
help the most vulnerable workers and households in the United States.

Demographic Characteristics. First, we examine the characteristics of the workers who would be eligible for
the income-tested paid parental |leave benefit. Starting with marital status, eligible workers would more
frequently be single, especially never married, than the rest of the workforce (those who areinéligible). Table 5
compares the marital characteristics of eligible workers with those of ineligible workers.

Table5. Marital Status

Marital Status Eligible Not Eligible
Married 44.9% 58.2%
Widowed, Separated, Divorced 19.4% 12.4%
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Never Married 35.7% 29.4%

Source: Authors' calculations using the US Census Bureau, Current Population Survey, Annual Social and
Economic Supplement, March 2016.

Workers who would be eligible for the benefit are less likely to be married and more likely to have never
married than those who would not be eligible. Nonetheless, 44.9 percent of eligible workers are married, and
35.7 percent have never married. These figures suggest that the income-tested program would be beneficial to
both married and single new parents, who often have no choice but to leave work and forgo their private-sector
earnings.

Moving on to educational attainment, it is clear that the income-tested program would also be helpful to
unskilled workers. Table 6 shows the educational attainment of eligible workers.

Table 6. Educational Attainment

Attainment Eligible Not Eligible
Less Than High School 15.9% 5.3%
High School Degree 35.8% 21.7%
Some College 31.7% 28.0%
Bachelor's Degree 12.4% 27.6%
Advanced Degree 4.3% 17.4%

Source: Authors' calculations using the US Census Bureau, Current Population Survey, Annual Social and
Economic Supplement, March 2016.

While only 5.3 percent of ineligible workers never completed high school, 15.9 percent of those who would be
eligible never finished. This means that workers who would qualify for the benefit are three times more likely to
have never finished high school than those who would not qualify. In addition, only 12.4 percent of eligible
workers and 27.6 percent of ineligible workers hold bachelor’ s degrees. As aresult, ineligible workers are over
two times more likely to finish college than eligible workers. Beyond college, only 4.3 percent of eligible
workers hold an advanced degree. Meanwhile, 17.4 percent of ineligible workers have completed graduate
school, suggesting that ineligible workers are over four times more likely to hold advanced degrees than eligible
workers.

Workers who would be eligible for this benefit also tend to be younger than ineligible workers, but have similar
gender characteristics. Table 7 compares the age and gender characteristics of eligible workersto ineligible
workers.

Table 7. Age and Gender

Age/Gender Eligible Not Eligible
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Age 39.7 430

Gender
Female 47.4% 47.7%
Mae 52.6% 52.3%

Source: Authors' calculations using the US Census Bureau, Current Population Survey, Annual Social and
Economic Supplement, March 2016.

The average age of workers who would be eligible for the program is 39.7, while the average age for those who
would not be eligibleis 43. This means that eligible workers on average are 3.3 years younger than those who
would not be eligible. Meanwhile, the gender characteristics of eligible workers mirror those of ineligible
workers. According to the CPS data, 47.4 percent of workers who would be eligible for the benefit are female,
and 52.6 percent are male. Similarly, 47.7 percent of ineligible workers are female, and 52.3 percent are male.
Even though a higher percentage of eligible recipients are men, women are more likely to be the family head
than men,| 36| suggesting that they might receive the benefit at higher rates. Fathers who reside with the new
child, however, would also receive the benefit, regardless of their marital status.

Table 8. Race
Race Eligible Not Eligible
White 48.6% 70.7%
Black 16.3% 9.1%
Asian 4.9% 6.3%
Other 2.7% 2.0%
Hispanic 27.4% 12.0%

Source: Authors' calculations using the US Census Bureau, Current Population Survey, Annual Social and
Economic Supplement, March 2016.

In Table 8, we examine the distribution of eligible workers by race. Eligible workers are more frequently a
nonwhite race than ineligible workers. Broken down by race, 48.6 percent of eligible workers are white, 16.3
percent are black, and 27.4 percent are Hispanic. On the other hand, while 70.7 percent of ineligible workers are
white, only 9.1 percent are black, and 12 percent are Hispanic.

Household Characteristics. Next we examine the characteristics of the households of eligible workers. To
receive the paid parental leave benefit, a household must meet the income criteria and have at |east one worker
who meets the work history requirement. In the following, we compare working households that would be
eligible for the benefit with working households that would not be eligible (households with at least one worker,
but ineligible for the benefit due to income and work history requirements). We find that households that would
be eligible for the benefit tend to be larger, have more children, and be more likely to rely solely on the income
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earned by only one worker.

Table 9. Household Size

Per sons Eligible Not Eligible
Total 31 2.6
Adults 2.0 21
Kids 11 0.5

Source: Authors' calculations using the US Census Bureau, Current Population Survey, Annual Social and
Economic Supplement, March 2016.

In Table 9, we compare household sizes. Eligible working households contain on average 3.1 persons, while
those that are ineligible have 2.6. The size difference is mainly driven by differencesin the number of children.
The household categories have about the same number of adults (2.0 versus 2.1), but those that would be
eligible for the benefit have 1.1 children on average, and those that would be ineligible average 0.5 children.
This means that under our proposed parameters, the benefit would not just support newborn children, but also
existing children in these low-income households.

Eligible households, meanwhile, tend to only have one employed person. Table 10 contains the distribution of
households by number of workers.

Table 10. Workers per Household

Number of Workers Eligible Not Eligible
1 62.7% 45.5%
2 30.5% 44.4%
3 5.3% 7.7%
4 or more 1.5% 2.5%

Source: Authors' calculations using the US Census Bureau, Current Population Survey, Annual Social and
Economic Supplement, March 2016.

As Table 10 shows, 62.7 percent of eligible working households have only one worker, 30.5 percent have two
workers, and 5.3 percent have three workers. Meanwhile, 45.5 percent of ineligible working households have
one worker, 44.4 percent have two, and 7.7 percent have three. Frequently, low-income households do not earn
enough income because they only have one earner trying to support an entire family. The figuresin Table 10
suggest that the income-tested program would target households that are currently susceptible to a major 1oss of
income if their only worker requires parental leave. Meanwhile, higher-income working households that are not
eligible for the benefit tend to have additional workers, meaning that they have additional sources of income and
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thus more flexibility when one worker must take parental leave.

In addition, the vast mgjority of eligible households have only one worker who would be eligible to take paid
parental leave under thisincome-tested program. Thisisillustrated in Table 11.

Table 11. Eligible Workers per Household

Number of Workers Distribution
1 76.0%
2 21.3%
3 2.3%
4 or more 0.4%

Source: Authors' calculations using the US Census Bureau, Current Population Survey, Annual Social and
Economic Supplement, March 2016.

In 76 percent of households that would qualify for the parental |eave benefit, only one worker would be eligible
for job-protected leave. Meanwhile, 21.3 percent would have two eligible workers, and 2.3 percent would have
three.

The demographic and household data paint a clear picture of who would benefit from the income-tested paid
parental leave program we outlined. The households eligible for the program would include married families,
but would disproportionately be unmarried homes that depend on a single worker for their only source of
income. Consequently, the program would help some of the most vulnerable households in America because it
would help them avoid a significant disruption in earnings if their only worker must take parental leave. At the
same time, married workers and workers in multiple earner households would also greatly benefit from this
program as they still make up alarge portion of eligible workers. Moreover, since married parents are more
likely to have a new child than unmarried families, married eligible workers would likely have higher receipt
rates than single eligible workers.[ 37] In addition, eligible workers tend to have low educational attainment,
which suggests they are particularly vulnerable to hardship as they are unlikely to currently have access to paid
parental |eave.

Disadvantages to the Income-Tested Parental L eave Program

Even though an income-tested paid leave program has several advantages over the status quo as well as over a
more expansive universal program, we understand that it is not a conventional paid leave program. No other
countries offer this type of program for paid parental leave, and no state has developed such a program. The
following outlines some of the disadvantages of income-testing the program, which should be considered
carefully.

Middle- and High-lncome Households and Equity. Thisincome-tested program would not ensure that every
worker receives paid parental leave, nor would everyone who contributes into the system receive a benefit.
While access to paid parental leave and other forms of paid leave are more widely available for higher-wage
workers in the private sector, there is no guarantee that employers will provide a benefit to those not covered by
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agovernment program. For instance, even in the top wage quartile, 76 percent of workers do not receive a
defined paid parental |eave benefit. As aresult, even with this program, some workers may still not have access
to paid leave. This could be especially problematic for middle-income workers, who may have difficulty
affording time away from work for parental leave, particularly if they live in an urban area with a high cost of
living. Our program covers households with earnings up to 325 percent of the FPL ($62,000 for afamily of
three), and our estimates suggest that this covers 40 percent of workers.

Displacing Private-Sector Benefits. Although benefits would be concentrated on |ow-income households,
those who are least likely to have the benefit in the private sector, the program could still displace private-sector
benefits, shifting costs to the government. Some employers may choose to drop benefits that they already
provide. Or more likely, some employers may choose to never provide a paid parental leave benefit because
they would know that any worker in alow-income household could fall back on a program like this one.

Determining Eligibility and Improper Payments. Using income and work eligibility criteria makes a program
like this more challenging to administer than a universal program. These extra administrative burdens would
likely increase the overall cost of the program. Moreover, the additional requirements also increase the potential
for improper payments because program administrators could have difficulty verifying eligibility. It also may
reduce participation in the program because potential beneficiaries may not understand the eligibility rules or
find it difficult to apply.

Improper payments are, regrettably, a major drawback to some of the federal government’s low-income support
programs. The EITC, for instance, has avery high rate of improper payments. Overall, the federal government
spends $60 billion to $70 billion each year on the EITC, with about a quarter of those expenditures going to
individuals who do not qualify for the credit. This means that the federal government loses about $15 billion to
$18 billion annually on these improper payments, which occur because of fraud and simple mistakes.| 35]
Eligibility for apaid leave program would be slightly more straightforward than the EITC—problems defining a
qualifying child would be less of an issue, for example—but chances for error remain more likely in an income-
tested program than a universal program.

Inequity and Separating the Poor from the Affluent. An income-tested program might be viewed ssimply as
another welfare program that supports the poor at the expense of the more affluent. Middle- and higher-income
households may resent paying for a paid leave program for low-income households, especialy if they do not
receive the same benefits themselves.

Dynamics of Two-Parent Households and the Marriage Penalty. A potential drawback to basing the benefit
on total household income is that households with two working parents could benefit more if only one parent
takes time off from work after the birth of a new child than if they both do. This is because the benefit based on
total household earnings would not change if only one parent takes time off.
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For instance, if aworking married couple with $400 in average weekly total household earnings ($200 each) has
their first child, the weekly parental |eave benefit from this program would be $320 (80 percent of $400). But, if
only one parent goes on parental |eave and the other keeps working, the new parents would receive the $320
weekly benefit, while the parent who continues work earns $200 per week. As aresult, the married couple ends
up making $520 per week with the paid leave benefit, $120 more than before the child was born. One way to
remedy thisis to ensure that the weekly benefit in combination with earnings from parents who continue to
work does not exceed total weekly household earnings. Another way is to base the benefit on individual rather
than household earnings, but this creates additional concerns, mainly that it might go to low earnersin high-
income households and that benefits in low-income households would be less generous.

Income-testing the program at the household level also introduces a marriage penalty. Incomes for both parents
in atwo-parent married household would be considered in determining eligibility, whereas it is possible that
only one income would be considered if the household was unmarried, especialy considering that eligibility
would be partially based on tax returns. Parents expecting a new child would face a disincentive to marrying if it
meant they would no longer be eligible for the paid leave program. Thisisamajor concern, and one way to
remedy it would be to consider individual income, but as outlined above this also has problems. The program
we outlined already partly addresses this issue because benefits and eligibility scale up and down with
household size. A way to further alleviate the marriage penalty is to make income eligibility limits higher for
married families than unmarried families.

Marginal Tax Rates. Low-income households already face very high marginal tax rates, meaning that a high
percent of each additional dollar earned istaxed away or lost due to benefits phasing out. As earningsrise, low-
income workers simultaneously receive fewer government benefits and pay more in taxes, which could be a
disincentive to working. Thisincome-tested paid parental |eave program would add to the mix of benefits that
result in high marginal tax rates for low-income households. As aresult, if certain parents are anticipating a
newborn child in the near future, they may choose to limit their hours at work or to not pursue higher paying
jobs so that they remain eligible for the benefit. While thisis certainly a possibility, it might be less of a concern
than other benefit programs because the paid leave benefit is time-limited (12 weeks) thereby eliminating any
long-term work disincentive. It also applies only to those who expect to have anew child, which isarelatively
infrequent occurrence. Once a new parent returns to work, the disincentive to work disappears unless and until
they decide to have another child.

This potential work disincentive could be exacerbated by the 80 percent phaseout rate we propose. One option
to mitigate thisissue would be to use a slower phaseout rate. For instance, instead of phasing the benefit out at
an 80 percent rate, it could phase out at a 40 percent rate. While this would not eliminate any disincentive to
work, it would make it less prevalent.

Table 12 contains the distribution of workers eligible for the benefit and the program’s costs if the phaseout rate
were 40 percent instead of 80 percent.

Table 12. Worker Eligibility and Cost Estimates with a 40 Per cent Phaseout Rate

Income as Per cent of FPL Eligible Workers Cost

Number Per cent Dollars Per cent
Total 83,668,453 100.0% $5,844,669,136 100.0%
Under 125% 10,032,821 12.0% $894,258,276 15.3%
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125% to 200% 16,142,607 19.3% $1,809,864,998 31.0%
200% to 325% 30,887,536 36.9% $2,443,788,151 41.8%
325% to 450% 26,605,488 31.8% $696,757,711 11.9%

Source: Authors' calculations based on income-targeted paid parental |eave proposal.

While a 40 percent phaseout rate may mitigate any potential disincentives to increasing private-sector earnings,
it would also have its own disadvantages. In particular, it would raise the income eligibility threshold to 450
percent of FPL and increase the overall cost of the program because more workers would be eligible for the
benefit. Overall, the number of workers eligible would increase to 83.7 million (56.2 percent of civilian
employment) and the program’s cost would increase from $4.3 billion to $5.8 billion. It would also become less
targeted because all of the additional payments would go to workers in households over 200 percent of FPL.

Conclusion

Although the arrival of anew child is ajoyous event, many American families still face difficult decisions
around work and family upon a birth. Low-income households may face particular challengesiif taking time off
to care for the child meanslosing ajob or reduced income that cannot be overcome. Regrettably, the lack of
paid leave and job protection for many workers means that too many are forced to return to work too quickly or
not return at all, exacerbating their problems.

Some private employers offer benefits to their employees, recognizing that paid leave can be beneficial to them
and to their employees and that paid leave is aform of compensation that hel ps businesses better compete for
workers. There is no reason to displace these benefits through a government program, especially when the
country’s fiscal outlook is so challenging. But for many employers, paid parental leave is difficult to offer, and
low-income households are not only the least likely to receive an employer benefit, but also the least equipped
to overcome ajob or income loss. Thisis concerning, from both the perspective of family health and well-being
and the perspective of the overall economy. Public policy can play a constructive role in addressing these
concerns.

We propose an income-tested paid parental leave program to provide the most vulnerable households with
sufficient resources while on leave and to keep them attached to the labor force so they can continue to build
skillsto increase their future earnings. Overall, the program we outlined in this report is a cost-effective way the
government can target those who lack paid leave in the private sector and the ability to afford time away from
work on their own.
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